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COMMITTEE,REPORT

SENATE
FURTHER:
4/30/86 Date
Mr. President
The Committee on FINANCE cons idered CSHB 558 (Fin)

relating to time periods to be used for administering the tax
equalization program and the municipal assistance program; efd.

and (a majority of the committee) (the committee) reports it back with
the following recommendations:

do pass

do pass with attached amendment(s)

replace with/or adopt CS for

new title

same title and recommends

and attached a "LETTER OF INTENT"™ [ 1 NEW FISCAL NOTE
mS' £, Y-.C./1-

reports it back without recommendation

] recommends referral to Committee

1EMBERS SIGNING MEMBERS HAVING
DO PA OTHER RECOMMENDATIONS



Offered: 4/1/86
Referred: Rules

Original sponsor: Rules/Governor

IN THE HOUSE BY THE FINANCE COMMITTEE
CS FOR HOUSE BILL NO. 558 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to time periods to be used for
administering the tax equalization program and the
municipal assistance program; and providing for an
effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 29.60.010 is amended to read:

Sec. 29.60.010. STATE EQUALIZATION OF TAX RESOURCES FOR MUNICI —
PAL SERVICES. (a) During each fiscal year the department shall
compute an equalization entitlement for municipal services provided by
a taxing unit for payment the following fiscal year.

(b) The equalization entitlement computed for ataxing unit is
based on the population, relative ability to generate revenue, and
local tax burden of the taxing unit and is determined by the applica—
tion of the formula

Entitlement = P x R

where P = population, and

R = millage rate equivalent, detexinined by dividing the
sum of the locclly generated revenue of the taxing unit by one-tenth
of one percent of the full and true value of assessed property of the
taxing unit determined under AS 29.60.030(d); however, the per capita
property value used under this subsection may not be less than 15
percent of the statewide average per capita full and true assess"d
property value.

(c) For purposes of this section, locally generated revenue

-1- CSHB 558 (Fin)
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(¢D) includes i

(A) the actual revenue derived from the levy and
collection of local taxes in the taxing unit for municipal ser-
vices [DURING THE PRECEDING FISCAL YEAR OF THE TAXING UNIT];

(B) motor vehicle payments received by the municipal-
ity [DURING THE PRECEDING FISCAL YEAR] under AS 28.10.431;

(C) revenue from fees, rentals, leases, penalties,
licenses or permits received [DURING THE PRECEDING FTSCAL YEAR]
by the municipality for a function or service over which it has
control, including revenues derived from parks and recreation
services, mass transit, offstreet parking, and garbage and solid
waste disposal services;

(D) special assessments received [DURING THE PRECEDING
FISCAL YEAR]; and

(E) payments received by a municipality from a utility
that are in place of taxes levied and collected by the inunicipal-
ity;

(2) excludes

(A) revenue derived from the levy and collection of
municipal taxes and appropriated for the operating expenses and
debt service of utilities;

(B) revenue from interest earned on investments Tand
from the sale and lease of land or equipment; and

(C) all other revenue from whatever service derived”

3) is calculated on the basis of the actual revenue re-

ceived during the fiscal year of the taxing unit preceding the year in

which the department®s determination of the millage rate equivalent is

made

* Sec.

under AS 29.60.030.

2. AS 29.60.030(a) 1is amended to read:

CSHB 558 (Fin) -2-



(a) The depa; ...ent may require a municipality to return a certi—
fication, signed by the municipal treasurer or manager and the mayor,
that provides an estimate of the locally generated revenue received by
the municipality during the [PRECEDING] fiscal year preceding the year
in which the department"s determination of the millage rate equivalent
i3 made under (c) of this section.

Sec. 3. AS 29.60.030(c) 1is amended to read:

(c) As early as possible, but not later than January [DECEMBER]

15 i each year, the departmerc shall make a [FTNAI.] determination of
the millage rate equivalent r.f each taxing unit to use to compute and
distribute equalization entitlements under AS 29.60.019 - 29.60.080
for the following state fiscal year. The department shall base the
determination on audits, financial atatementSj and other financial
reports prepared and submitted by a municipality. The department
shall adjust the locally generated revenue reported by a municipality
to exclude the municipal revenue claimed that does not qualify for
inclusion in or recognition as locally generated revenue for municipal
purposes under AS 29.60.010(c)(1). The adjustment shall be made by
deducting from total revenue claimed by the municipality the amount of
the department®s estimate of revenue that is not recognized for munic—
ipal purposes.
Sec. A. AS 29.60.040 is amended to read:

Sec. 29.60.040. REPORTS. A payment of an equalization entitle—
ment may not be made to a municipality under AS 29.60.010 - 29.60.080
until the municipali.y has submitted 1its certificate of estimated
revenue and its financial report to the departim .it for the fiscal year
preceding the year in [FOR] which the department®s determination of
the millage rate equivalent is made wunder AS 29.60.30 [EQUALIZATION

ENTITLEMENT IS SOUGHT], together with the municipality”s [A] budget

-3 CSHB 558 (Fin)
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for the [MUNICIPALITY"S CURRENT] fiscal year for which an entitlement
is sought. The financial report must [SHALL] include a listing of
general revenue collected from taxes levied and assessed and any other
revenue that, 1in the opinion of the municipal officials, is eligible
for inclusion in computations of the locally generated revenue of the
taxing unit.

Sec. 5. AS 29.60.290(a) 1is amended to read:

(a) A municipality qualifying for an entitlement under AS 29.-
60.010 - 29.60.080 or 29.6.0.100 - 29.60.180 shall receive a minimum
payment of $25,000 plus an area cost-of-living differential for each
fiscal year if

(1) the municipality has —conducted a regular election
during the fiscal year preceding the year in [FOR] which the depart-
ment®"s determination of the municipality"s millage rate equivalent is
made under AS 29.60.030 [PAYMENT OF AN ENTITLEMENT IS AUTHORIZED BY
AS 29.60.010 - 29.60.080 OR 29.60.100 - 29.60.180] and has reported
the results of the election to the commissioner;

(2) regular meetings of the governing body are held in the
municipality during the fiscal year preceding the year in [FOR] which
the department"s determination of the municipality"s millage rate
equivalent is made under AS 29.60.030 [PAYMENT OF AN ENTITLEMENT IS
AUTHORIZED BY AS 29.60.010 - 29.60.080 OR 29.60.100 - 29.60.180] and a
record of the proceedings is maintained;

(3) a municipal budget has been adopted for the fiscal year
during which payment of an entitlement 1is authorized by AS 29.60.010 -~
29.60.080 or 29.60.100 - 29.60.180 and an audit or financial statement
for the [PRECEDING] fiscal year preceding the year in which the de-
partment®s determination of the municipality"s millage rate equivalent

is made under AS 29.60.030 has been prepared and furnished to the

CSHB 558 (Fin) -4-



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

department 1in accordance with AS 29.20.640(a); and
4 local ordinances adopted by the municipality have been
codified in accordance with AS 29.25.050.

*Sec. 6. AS 29.60 1is amended by adding a newsection to article 3 to

read:

Sec. 29.60.310. TIME OF PAYMENT. The department shall make
payments under AS 29.60.010 - 29.60.300 no later than July 31, Dbased
upon the entitlement calculations made during the ©preceding fiscal
year.

*Sec. 7. AS 29.60.350(b) is amended to read:
(b) The department shall distribute money from the municipal
assistance fund to each municipality on an annual basis as provided in
AS 29.60.360 and 29.60.370. A municipality may not receive payment
until it submits to the department a resolution approved by the gov-
erning body of the municipality that requests the money. Distribution
of money from the municipal assistance fund to all municipalities [A
MUNICIPALITY WITH A FISCAL YEAR BEGINNING ON JANUARY 1] shall be made
on February 1 of the state fiscal year for which the appropriation to
the fund is made. [DISTRIBUTION OF MCLEY FROM THE MUNICIPAL ASSIS-
TANCE FUND TO ALL OTHER MUNICIPALITIES SHALL BE MADE ON JUNE 1 OF THE
STATE FISCAL YEAR FOR WHICH THE APPROPRIATION TO THE FUND IS MADE.] A
municipality that incorporates after December 31 of a state fiscal
year 1is not eligible for a distribution under this section until the
following state fiscal year.
*Sec. 8. AS 29.60.030(b) is repealed.

*Sec. 9. Notwithstanding the provisionsin secs. 1-38 of this Act,

the Department of Community .-.ad Regional Affairs and municipalities seeking
payments under AS 29 60.010 - 29.60.370 for the state fiscal year ending

June 30, 1987, shall follow the procedures set out in those sections before

-5- CSHB 558(Fin)



amendment by this Act. The Department of Community and Regional Affairs

shall follow the deadlines and procedures established by this Act for the

state fiscal year ending June 30, 1988.

* Sec. 10. This Act takes effect July 1, 1986.

CSHB 558 (Fin) -6-



STATE OF ALASKA 1986 LEGISLATIVE SES S tojjt?

REQUEST

BilPResolution No. : Qpf- fi')5~% fH/jA

Title An act relating to revenue scaring
& providing

& municipal assistance;
for an effective date.

sP<hsor: RDles/Goirerppr
Requestor:

i £ 4 o 9,3

H & D-
FISCAL NOTE

Revision Date: — 6/86

, FISCAL DETAIL
Agency Affected:

. Municipal Revenue Sharing

£ Components : -State..’avenue Sharing S

Date of Request:

.Municipal Assistance

EXPENDITURES/REVENUES

OPERATING
PERSONAL SERVICES

TRAVEL
CONTRACTUAL y
SUPPLIES

FY 86

EiUlPMENT
ND & STRUCTURES
GRANTS . LLA IM§

MISCELLANEO
TOTALOPERATING ~ -0-

CAPITAL

REVENUE

FUNDING
GENERALFUND -0-
FEDERAL FUNDS

OTHER

i
TOTAL

POSITIONS

FULL-TIME -0-
PART-TIME
TEMPORARY

ANALYSIS

(Thouiands of Dollars!

FY S? FY 88 FY 89 FY 90 FY 91

(Thousands of Dollars! s

0=1 0- 0- 0- 0-

Attach a separate page if necessary

James H. Plasman
Municipal S Region

Prepared by:

Division:

Ph. ie : -A£5-J750"

Date:

Ass—i stance

Approved by Commissioner.
Agency: Community & Regional Affairs

Distribution (by Agency preparing fiscal note) *t
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget a
Impacted Agency(ies)

/(, f.sL

10/25/85

page. of



aiLL SHEFFIELD
> GOVERNOR '

State of Alaska
office OF THE GOVERNOR

Juneau

The Honorable ban Grussendorf
Speaker of the House

Alaska State Legislature

P.O. Box V

Juneau, AK 99811

Dear Representative Grussendorf:

Under the authority of art. 111, sec. 18, of the Alaska
Constitution, I am transmitting a bill relating to revenue
sharing and municipal assistance. The bill amends sections
of AS 29.60 to compute municipal revenue sharing entitle—
ments, and to distribute revenue sharing and municipal

assistance, on a new timetable.

Each vyear, the Alaska legislature appropriates money for
municipal revenue sharing, known as "equalization entitle—

ments,"™ to be distributed 1in the following state fiscal
year. Equalization entitlements are the product of multi—
plying a municipality"s millage rate -equivalent by the
municipality®s population. AS 29.60.010(b). Two factors

used in determining the millage rate equivalent are the
municipality®s Jlocally generated revenue and property val—
ues. AS 29.60.010(c). A municipality"s 1locally generated
revenue and full and true assessed property value 1in one
year are the foundation for computing the municipality”s

equalization entitlement for the next state fiscal year.

However, the current system for determining revenue sharing
does not give municipalities sufficient opportunity to plan
ahead; a municipality must plan 1its budget 1in advance
without an accurate idea of its entitlement for the fol-—
lowing fiscal year.

Two time periods underly the existing timetable for deter—
mining entitlements and distributing payments: (1) the
municipal fiscal vyear from which the locally generated
revenue and Tfull and true assessed property value are



derived, and (2) the succeeding state fiscal year in which
both the computation and distribution of entitlements takes
place. In its December 9, 1985 report, the Governor®"s Task
Force on State Shared Revenues requested that the latter
functions be separated into two years, so that computation
of entitlement 1is done 1in the state fiscal year before the
distribution of payments. This 1is informally described as
the "prior year data"™ basis for handling revenue sharing
entitlements.

To implement the prior year system, this bill amends various

sections of AS 29.60 to reflect three relevant time periods:

the municipal fiscal year from which revenue and property
value data is collected, the state fiscal year of entitle—
ment computation, and the state fiscal year of entitlement
payment. With the computation of entitlement occurring 1in
the fiscal year before payment, the department will be able
to distribute entitlements sooner each fiscal year.

Section 1 of the bill amends AS 29.60.010(a) to reflect that
computation of an equalization entitlement occurs 1in the
state fiscal vyear before the fiscal year of payment.
AS 29.60.010(c) is amended to state that a municipality”s
locally generated revenue is <calculated on the basis of
revenue received during the municipal fiscal year preceding
the year in which the department determines the millage rate
equivalent. Section 2 makes a similar change to
AS 29.60.030(a).

Because the prior year system splits computation and dis—
tribution of revenue sharing 1into two state fiscal years,

there is no longer a need for municipalities to submit
preliminary data by October 15. As a result, sec. 7 of the
bill repeals AS 29.60.030(b).

In sec. 3 of the bill, the deadline for the department”s
determination of each municipality®"s millage rate equivalent
is changed from December 15 to January 15 of each year. AS
29.60.030(c) - That statute 1is also amended to state that
distribution of equalization entitlements occurs the state
fiscal year following the January 15 computation.

AS 29.60.040 sets out the municipal reports required before
payment of an equalization entitlement. Section 4 of the
bill amends the statute to reflect that a municipality”s
financial reports should cover the fiscal year preceding the
state fiscal year in which the department computes the
millage rate equivalent. The municipality must submit a
budget for the fiscal year for which an entitlement 1is
sought. AS 29.60.040.



Additional.requirements are currently placed on a munici—
pality in order to qualify for revenue sharing. AS 29.-

60.290. Section 5 of the bill amends AS 29.60.290 (a) (1) and

(2) to require that a regular election and regular meetings

of the municipal governing body be held in the year preced—
ing the year 1in which the department computes the millage

rate equivalent. As current law vrequires, the municipal

budget must cover the year that the entitlement will be

paid, but the requisite audit or financial statement from
the municipality covers the year before the department®s

determination of the millage rate equivalent.

AS 29.60.290 (@) (3) -

Section 6 of the bill amends the timetable for payment of
municipal assistance under AS 29.60.350. AS 29.60.350(h)

currently provides two different deadlines for payment of
municipal assistance depending on a municipality"s fiscal

year. The statute 1is amended to set a single date, Feb-—
ruary 1, as the deadline, instead of February 1 or June 1.

AS 29.60.350 (b).

Section 8 of the bill provides for a transition between the
current system and the new prior year system. The existing
timetable for computation and distribution would be followed
in FY 1987, but the bill"s new timetable would apply to

FY 1988. The switch to a prior year system will require the
use of the same 1locally generated revenue data 1in two conh—
secutive fiscal years, which 1is unavoidable. Section 9 of

the bill provides for a July 1, 1986 effective date, giving
the department the authority to prepare in FY 1987 for
implementation of the new system.

Sincerely,



COMMITTEE REPORT

SENATE
FURTHER: FINANCE
4/17/86 Date
Mr. President
The Committee on C&RA considered CSHB 558(Fin)

lelaLlug——fee® time periods to be used for administering the tax
equalization program and the municipal assistance program; efd.

and fa"~niaioritv of the committee) (the committee) reports it back with
the following recommendations:

« - do pass
do pass with attached amendment(s)
replace with/or adopt CS for
new title
same title and recommends
and attached a "LETTER OF INTENT" [ 1 NEW FISCAL NOTE
reports it back without recommendation
recommends referral to Committee

MEMBERS HAVING
OTHER RECOMMENDATIONS

Chairman

Chairman recommendation
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STATE OF ALASKA

1986 LEGISLATIVE SESSION

FISCAL NOTE

REQUEST

Bill/Resolution No . : HR 559
Title : Kuoaruk Royalty Oil Sale
to Petrostar/Chevron

Sponsor: _
Requestor:
Date of Request:

EXPENDITURES/REVENUES
OPERATING FY a5
PERSONAL SERVICES

TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

ND & STRUCTURES

GRANTS, CLAIMS
MISCELLANEQUS

TOTAL OPERATING 9 0

.Governor
Gas
02-25-86

FY 87

CAPITAL 0

REVENUE 0 1,151.1

FUNDING

GENERALFUND

FEDERALFUNDS

OTHER

TOTAL 0 0

POSITIONS

FULL-TIME
PART-TIME
TEMPORARY

(Thousands of Dollars)

ANALYSIS :

Adte:

See attached

Prepared by Bﬁm Sd QSQ)n

Attach a separate page ifnecessary

Revision Date:

FISCAL DETAIL

Agency Affected:
BRU:

Natural

Components :,

(Thousands of Dollars)

FY 85 FY 89 FY 90

1,067.4 1,067.4 907.3

Revenue computations by calendar year instead of fiscal year.

Phone :

Division : il & 6Gas

j}atE: 2-26-Bfc

Approved by Commissioner:
Agency: Natural Resources

2/26/86
Date:

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office ofManagement and Budget
Impacted Agency(ies)

page or

- 2-26-86

Resources
Petroleum Management

FY 91

771.5

10/25/85



Page 2 of 2 ANALYSIS
Fiscal Note HB 559

Approval of the proposed Petrostar/Chevron will result in the state"s
receipt of approximately $7.5 million in premium payments over the term

of the contract. Approximately 16,756,670 barrels of oil will be delivered
under the contract, with Chevronls respective share being 11,171,002
barrels, and Petrostar®"s share being 5,585,668 barrels. Chevron will

pay a premium above the "in value™ amount of $.50 per barrel, while
Petrostar®s premium will be $.35 per barrel for its net barrels. Chevron®s
share of this premium will total $5,585,501 over the life of the contract
(contract ends September 30, 1996), and Petrostar®s respective contribution
will be $1,954,984. All amounts calculated are expressed in "nominal"dollars,
and the analysis assumes contract deliveries commence December 1, 1986

and end# September 30, 1996.

Revenue Projects

Calendar Year

92 655.5
93 592.0
94 528.8
95 475.4
96 323.0
Total 7,539.4
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Introduced: 2/10/86
Referred: House Special Committee on
Oil & Gas, Resources and Finance

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

HOUSE BILL NO. 559
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act appro/ing the sale of Kuparuk River Unit
royalty oil by the State of Alaska to Petro Star,
Inc. and Chevron U.S.A.,Inc.: and providing for an
effective date."
BE 1T ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. The "Agreement for the Sale and Purchase of State Royalty
Oil" between the State of Alaska and Petro Star, Inc. and Chevron U.S.A.,
Inc , dated December 9, 1985, 1is approved and ratified.
* Sec. 2. This Act takes effect immediately in accordance with AS 01.-

10.070(c).

-1- HB 559
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r - Department of Law

| JAN <3 19N
The Alaska Royalty Oil and Gas Development
Resolution 85-2 St W M

On or about October 23, 1985, the director of the division
of oil and gas ("director™) provided the Alaska Royalty Oil and
Gas Development Advisory Board with tha preliminary notice of
sale, preliminary findings, and proposed contract for a long-term
sale of up to about 6500 barrels per day of Kuparuk River Unit
royalty oil to Petrostar, Inc. and Chevron U.S.A. Inc.

This proposed sale has been discussed at several public
meetings held by the board during 1985. At tha February 20
meeting, Petrostar vrepresentatives testified in support of a
royalty oil sale. On March 26, staff of the Alaska Department of
Natural Resources (DNR) reported to the board on the status of a
solicitation for purchasers of state royalty oil. At the April
12 meeting, DNR presented a status vreport on the solicitation,
which was released April 1. On July 25, DNR presented to the
board a recapitulation of the responses to the solicitation. At
the meetings of the board held September 26-27 and October 7, the
board received public testimony on a proposed sale of Kuparuk
royalty oil to Petrostar and Chevron. On October 30, the
director made a presentation to the board on the
Petrostar-Chevron contract proposed in DNR"s October 23
preliminary findings; the board also received public testimony on
the proposed contract. The last two meetings were held by
teleconference in Anchorage, Fairbanks, Valdez, and Juneau.

DNR"s final findings on the proposed Sc.le and the contract
were sent to the board on December 9, 1985. On December 19, the
board met to develop and voteon its recommendations to  the
legislature on the proposed sale.

Based on the board®"sreview of the agreement for the sale
and purchase of royalty oil Dbetween the State of Alaska and
Petrostar and Chevron, DNR"s findings and determinations

regarding the proposed sale, and the testimony received.at public
meetings of the board, the board is of the opinion ™ that the
proposed disposition of Kuparuk River Unit vroyalty oil to
Petrostar and Chevron meets the requirements of AS 38.06 and 3
AAC 56. The board recommends that the Fifteenth Alaska
Legislature approve the agreement for the sale and purchase of
royalty oil from the Kuparuk River Unit to Petrostar and Chevron,
dated December Q, 1985.

Dated; December IS, 1985

c? cA-lgyJ .fou>lLg-sry”J
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The Honorable Ben Grussendorf
Speaker of the House

Alaska State Legislature

P.0. Box V

Juneau, AK 99811

Dear Representative Grussendorf:

Under the authority of art. 111, sec. 18, of the Alaska
Constitution, I am transmitting a bill that provides for
legislative approval of a royalty oil contract between the
state, Petro Star, Inc. and Chevron U.S.A., Inc. for the
sale of Kuparuk Piver royalty oil. Also transmitted with
this bill is a copy of the resolution of the Alaska Royalty
Oil and Gas Development Advisory Board recommending approval
of that contract, along with a letter from the Department of
Law forwarding the resolution to you. This resolution is
being transmitted 1in accordance with AS 38.06.040(a)(3) and
AS 38.06.070(c).

The contract is also described in the findings issued by the
Department of Natural Resources on December 9, 1985. Copies
of these findings have been made available to the legisla—
ture and the public for review.

A bill approving the contract is being introduced for leg—

islative approval for two reasons. First, as a matter of
comity, 1 respect the legislature™s desire to have a direct
voice 1in major disposals of royalty oil. Therefore, al—

though this and the previous administration have consis—
tently taken the position that the statutory requirement of
legislative approval of royalty oil contracts (AS 38.06.055)

is unconstitutional, the contract itself contains provisions

requiring approval by the legislature before it takes

effect.

Second, this legislation would ratify the royalty oil con—
tract. This ratification would cure any procedural defect



that may have occurred in the process of entering into this
contract. Although we believe that all necessary steps have
been taken, the statutes and regulations governing the
disposal of royalty oil represent often-conflicting desires

and goals - both procedural and substantive. For example,
the statutes provide that the legislature 1is to approve a
royalty oil contract only by "enac ;ing legislation”

(AS 38.06.055(a)), but also refer to a Royalty Board recom—
mendation to be submitted to the legislature at the time a
"resolution approving the proposed sale ... 1is introduced 1in
the legislature” (AS 38.06.070(c)). Since legislative
approval by enactment of legislation is required as a matter
of contract, 1 believe that it 1is prudent to present this
contract for legislative approval and ratification.

Sincerely,

Governor



ANAL ANDINGS AND CETERVINATICN
TO SHL KPARK RVER UNT RYALTY OIL
TOEROSIAR INC. ADGBRNUSA, INC
Deceber 9, 1985



INTRODUCT ION

(h Setentoer* 16, 1985 the Department of Natural - Resources Issued a docurment
entU ed Analysis ad Recommendations for Disposition of State Roralty Qi
Analys |sl Ana%?s revieved the state's competitive royalty oil sale of
1, 1984 (1984 Competitive Sale) and evaluated negot|ated royalty oil
disposal opt|ons resultmg from the departments Solicitation for Proposalsggag
to Purchase Prudhoe Bay and/or Kuparuk River Umt Roy. aI% Qll of April 1, 1
Solicitation).  After cons,ldermg from the Alaska Royaty 0l ad
Development Acvisory Board (Royalty Board), legislators and” neny menters
of the public, the Commissioner of Natural Resources determined that the
state's Interests would be best served by a negotiated long-term sale to Petro
Star, Inc. (P'tro Star) and Chewion USAA,, Inc. (Chevron), and additional
short-term competitive sales.

A preliminary finding and Bubhc notice for a competitive sale of Pruchoe
Unit Royalty Ol wes published October 17, 1985 The document entitle
Preliminary Findings and Determination to sel Kuparuk River Unit Royalty Ol
to Petro Star. Inc, ad Crewon USA. Inc. (Preliminary Findings) wes
published with a preliminary notice on October 23, 19¢5

The department proposes to sell approximately 6,500 barrels per day (bpd) of
oy aItY oil from tﬁo partk River Unit. Anadmm of 2,500 bpds\%l be sold
to" Petro Star and abou 4,000 bpd will ke sold to Chevron, with both sales
occurring uncer a single Ion? term,  noncompetitive contract, I accordance
with A5°38, the Department o Natural Resources must determing whether this
disposal serves the state's hest Interest and ke other findings before the
sale ey take place. This final finding describes the proposed sale and
analyzes Its potential effects.




BAOKERLND

Along-term royalty oil disposal to Petro Star (an iri-state refiner located in
North Pole) has heen discussed at several public meetings held by the Royalty
Board during 1985. At the February 20 meeting, Petro Star representatives
testified in support of a royalty oil sale. Ch Mach 26, the department
reported to the Royalty Board “on the status of the state's planned
Solicitation. At the April 12 meeting, the department presented a status
report on the Solicitation, which wes released April 1. Arecaéggjlancr .
tqejr?spggses to the Solicitation wes presented at the Royalty Board meeting
of July 25.

In its response to the department's Solicitation, Petro Star oriPinaIIy
requested an 11-year contract for 4.266* of Prudhoe Bay Unit royalty oll
production, or about 8,000 bed. At the time the department's Analysis es
released (Septemper 13, 1985), tentative agreement hed been reached for a
long-term contract with Petro Star on terms similar tn Petro Star's original
proposal. However, that tentative agreement wes subject to Petro Star meking
a satisfactory disposition of the return oil barrels.

Oil which has been processed t_hrou?h a refinery, but is not retained as
refined product, Is koown as residual oil. Residual oil can be injected 1"
the Trans Alaska Pipeline System (TAPS), where it becomes commingled with
TAS crude stream. Residual oil added to the TAPS crude stream is called
“return oil". The department ves aware that a substantial volune of retum
oil would result from a long-term disposal to Petro Star.

At a September 16, 1985 meeting of the House Special Conmittee on Ol and Gas
several legislators encouraged the department to pursue a "net sale” to Petro
Star that would relieve it of the obligations related to the retun oll
barrels. The department investigated this possibility, and concluded that it
woud ke feasible to meke a "net sale” to Petro Star If satisfactory
arrangements could be meck ty the department for the return oil barrels,



It wes suggested that Petro Star's return oil could ke offered in future
short-term -~ competitive sales.  The department determinea that it wes
preferable to dispose of the return oil barrels in a long-term contract
funning i tandem with the Petro Star contract, rather than leaving those
barrels uncommitted. There is presently too muoh uncertainty regarding future
competitive sales to ensure satisfactory disposal through that mechanism

Tre department then asked Chewon whether it would be willing to purchase
Petro Star's return oil barrels under the same terms that Chevion hed offered
in response to the department's Solicitation. Chevion wes selected because it
offered the highest premium (SW/barrel) of any conpany responding to the
Solicitation and wes willing- to meet the standard financial and security terms
requested fy the department in the Solicitation. Chewon indicated its
tentative agreement with this proposal, and the royalty board wes advised of
this development at its meeting September 26.

A the Royalg Board meetings of Seﬁterrber 26-27 and Octoper 7, the Royalty
Board recelved public testimony on the proposed sale of royalty oil to Petro
Star and Chevron.  Ch October 30, the Otrector of the department's Oivision of
Oil and Gas mace a presentation to the Royalty Board on the Petro Star-Chevron
contract proposed In the Preliminary Findings; the Royalty Board also received

public testimony on the proposed contract.

Under the contract, a mexdmum of approximately 6,500 bpd of Kuparuk River Unit
royalty oil will be sold to Petro Star and Chevron. Chewion will hawe a
Teimm quantltr of _ap{)roxmatel 4,000 bpd, and Petro Star a naxmum quantity
of approximately 2,1 1 bpd volumes will be expressed and sold as @
percentage of unit production. The exact percentages will be determined after
approval of the contract next year since production from the Kuparuk River
nit is fluctuating at this time. Petro Star initially will take
mately 2000 bpd, and will have the option to increase its take by

1, 1987 to the medmum quantity of approximately 2,500 bpd.  Chevron



will sell its royalty oil volume from this contract to Petro Star at sun
Station 1, and Petro Star will sell its return oil to Chewron at Valdez.

The differences between the contract form which accompanies this finding and
the proposed contract form presented with the Preliminary Findings reflect a
consideration of. the commentsreceived and the issues raised both by the
department and board merers at the Royalty Board meeting of October 30, 1985.

JMARY (F FRCRCBED GONIRACT TERVG

1. Price; The total priceper barrel to be received hy the state in
this negotiated disposalis the aum of the following components;

() The amount the state would have received for a barrel of
Prudhoe Bay royalty oil taken at that time in value (in money)

(b) a premum of 3xJ per barrel for Petro Star and soe per barrel
» for Chevron;

(c) Kuparuk field costs;

(d) additional surs upon the resolution of State of Alaska, et al
v. Ameraca Hess Corp., et al (Superior Court for the State of
Alaska, First Judicial District at Opneau) (Ameraca Hess):;

(e) less, the tariff charge for the Kuparuk Pipeline and the
applicable TAPS quality bank adjustment.

2. Tem Delivery of oil will commence the first day of the first
month - Seven {7) months after the contract is approved by the
Lgé:;gslature and the Governor.  The contract terminates September 30,
1996.



Quantity and Source: The contract allows for a madmm volume of
approximately 6,500 barrels per day (bpd), expressed as a percentage
of daily royalty oil from the Kuparuk River Unit. Petro Star will
purchase a nmadmum of a&?roxmately 2500 bpd and Chewon will
purchase approximately 4,000 bpd

Point of Delivery: Purchasers will take delivery at the Central
Production Facility meter into the Kuparuk Pipeline.

In-State Processing and Best Efforts: Petro Star will process not
less than ss« of the total royalty oil sold under the agreement
Petro Star also agrees to use its “best efforts" to produce and
market in Alaska an amount of refined petroleum products from its
refinery near North Pole, Alaska not less in volume than 2as of the
total royalty oil sold under the agreement.

Security: Petro Star will provide a letter of credit worth sixtﬁ
(60) days of oil, and Chevron will provide a letter of credit wort
ninety (90) days of oil. In the event of default by Petro Star,
Chevron agrees to purchase Petro Star's volume on five days notice,
In addition, Petro Star will execute an escrow agreement to cover
future payments of additional amounts that ey be aned upon final
resolution of the Amerack Hess litigation. Petro Star has agreed to
escrow $1.12 per barrel to be credited against future Ameraoa Hess
adjustments.

Rel_ationshiﬁ between Petro Star and Chewron: Petro Star will use as
refinery ¢ ar?e Chevron's volune of royalty oil sold under the
contract.  After Petro Star Processes the oil there will remain a
portion of oil or oil products which will be shipped through TAPS
and sold fy Petro Star to Chewon at Valdez. quantity will
approximate Chevron's purchase volume under the royalty oil contract.



IN-STATE BENEFIT ANALYSIS

Petro Star wes incorporated during October of 194 by a group of private
Alaska investors. The conpay wes formed to produce refined Petroleum
groduc_ts for marketmg within the Interior and on the North S_IoPe of Alaska.
Ince mporgoraﬂon, Petro Star has received additional financial hacking from
the Arctic Slope Regional Corporation in exchange for an ownership interest of
30 percent in the company.

At the time of Petro Star's response to. the department's Solicitation, Petro
Star had exercised an option to purchase a 6,000 bpd topping plant and two
1,000 bpd topping plants.  The 6,000 bpd plant is located adjacent to TAPS at
North Pole, and conmenced refining heating oils on September 5, 1985 using
North SIoP_e crude purchased from Sohio. Eventually, aviation gasolme IS also
to be refined. Petro Star is its oan distributor of refined products, and
plans to emphasize rural markets.

(h October 20, 1965, a fire at the Petro Star refinerg idled the plant. The
refinery commenced operations again on November 23, 1985, The department does
not anficipate any impact on the proposed disposal as a result of that event.

The primary hases for this long-term negotiated sale are: 1) to receive a
market price for royalty oil; and 2) to encourage in-state processmg of
royalty oil and the ‘attendant benefits (primarily Jobs, increased tax base,
and comPetmon from refined product suppliers that may lead to lower product
prices for consumers). An in-state benefit analysis of the Petro Star
proposal (and of the other responses to the Solicitation which proposed to
ﬁrocess royalty oil in-state) wes provided in the Analysis, and i updated
ere.

The prospective In-state benefits of the disposal to Petro Star arise from
reduced refined product prices and the primary and secondary economic effects
of the refinery operation. Since the publication of the Analysis, Petro Star



and others have mece the department awere of MARGOs substantial shipments of
jet fuels to Anchorage in recent years, and the department acknowledges that a
new Fairbanks refinery need not lead to excess capacity in the region. Hwever,
the conclusion of the Analysis with respect to price impacts remains valid.
For the reasons discussed in the Analysis, the Department anticipates no more
than modest favorable impacts on the price of refined products as a result of
a sale to Petro Star.

Hwever, M. Steve Lewss of Petro Star indicated at the? Royalty Board meeting
of October 7, 1985 that significant price competition has occurred since the
construction of the Petro Star refinery. Petro Star officials say the

IS marketing muh of its present refinery production (about L00C) bpo) at
prices lower than those charged by KARGD ~ Bxaples cited include heating ol
sales to five rural villages and to construction companies operating on the
North Slope.  According to M. Lewis, Petro Star currently serves the total
fuel needs of the Anakivuk Pass area at favorable prices. Petro Star
officials also believe that recent favorable changes in MARQOS product
prices, Which are said to be at a three-year low, were influenced by their
oompany's ro%pecnve and present operations.  While the price discounts
mentioned By etro Star are only on the orderof pennies per gallon, a one
cent decrease in the price of a gallon of refined product that could he mece
from 1,000 bpd translates to an annual consigner savings of about $153,000.
However, the extent to which a royalty oil disposal to Petro Star may maintain
or extend these price reductions cannot be readily determined.

The second area of prospective in-state benefits resulting from a disposal of
royalty oil to Petro Star relates to the spinoff effects of the refinery
operation. The direct benefits would stem from payroll, property taxes, state
corporate taxes, and profits if held in-state. All Petro Star profits are
expected to be held in state. These cash infusions in tum lead to multiplier
efrects.  Actual prOJect-s’oemﬂc multiplier estimates for other projects,
such as _BeIu%a coal development or the Dow-Shell petrochemical proposal
examned In 1981, vary from 0.6 to 3.0. Actual project-specific multiplier
effects can only be ascertained by extensive surveys or actual development.



The Analysis iIndicates that the in-state benefits presented there are
overstated because of the displacement effects of excess capacity. Hwever
this statement ey not be applicable in light of the earlier mentioned
acknowledgement that a new Fairbanks refinery need not lead to excess capacity
In the region. The table below provides some in-State benefit meastres for
the Petro Star refinery. The table reflects clarifications provided fy Petro
Star since the publication of the Analysis. A 15 Cﬁﬁ_lta| Investment
multiplier is used for discussion purposes, as it falls within the expected
range for this type of project.

CONSTRUCTICN BENEHTS
| 1 el
e R T
ANAL POST-CONSTRUCTION BENEHTS

l raper | . Otratera | ) el
Ay 1P' ?&esty'lﬁ{&fﬂntﬁ Putlﬁ%l@fees[gﬁmIﬁmdl%ipaﬁlw&ooo

(1% persons)” $36,0001 ~ in-State

The benefits estimated above for the construction of the refinery itself,
which cannot he ascribed to a prospective long-term royalty oil contract, are
soan for information Rurposes only. The annual post-construction benefits
reflect the effect of the refinery's continued operation. These henefits are
not entirely traceable to a long-term royalty oil contract with Petro Star,
since continued operation of the refinery does not depend on royalty oil.
Nevertheless, this sale to Petro Star would help ensure the continuation of
spinoff benefits resulting from operation of the Petro Star refinery. Those
benefits would include the 15-member work force of the distribution conpary



North Pole Fuel, which has heen Furchased by Petro Star.Further, refinery
projects offering more substantial In-state benefits fre(1uently depend o0
royalty oil for construction as well as o_Beratlon. All of the spinoff
benefits identified above could have been attributable to a long-term disposal
had Petro Star been cependent on royalty oil to begin cak*.Action and
operations. The department's preference for rew refinery propolis which are
not depencent on royalty oil wes mece koown to Petro Star wanr t0 the
construction of the Petro Star refinery. Consequently, the qualifiers to the
stotf benefits sown above are largely a result of that prefererce. Petro
Star is the only proposal for rew in-state refining that has proven ty
actual%bundmg and operating a refinery that is not depenent on royalty
oil. department regards this evidence of economic viability more highly
than the tentative nature of spinoff benefits arising from speculative
projects which are dependent on royalty oil.

COMMVENTS RECEVED

lhe department received only one written comment in response to the
Preliminary Notice and Findings. In a letter cated Novemrber 8, 1985, the
Tesoro Alaska Petroleum Corrfm/ (Tesoro) expressed concern to the Commissioner
about the effect of this long-term disposal on the future availability of
royalty oil to meet the needs of in-state refiners. Tesoro said that in eight
years, the state's total volume of royalty oil will be less than its current
sales to in-state refiners. Consequently, Tesoro stated that “any additional
long term-commitment3 by the state will mean deeper cutbacks in future crude
supply to present Alaska refineries” and that “there is already refining
capacity in Alaska which exceeds the state-wide demand for  petroleum
products.” Tesoro also believed that the disposal could set a precedent that
would meke 1t difficult for the state to deny similar awergs to “anyone who
can secure a simple, inexpensive plant, b%Jy a few barrels of crude, and
declare himself an in-state refiner."  Tesoro concluded that regularly
scheduled competitive royalty oil sales would serve the best interests of
Alaskans while maximizing * state oil revenues. While the department



appreciates and shares Tesoro's concem about the future availability of
royalty oil to meet the needs of in-state refiners, and has addressed this
topic ‘in the Analysis, the Commissioner has nonetheless concluded that the
disposal will best serve the state's interests. That conclusion is hased on
the need to foster regional competition avong in-state refiners and provide
additional in-state benefits that result from in-state refining, ad to
provide equity of access to royalty oil avong existing refiners.

DISCUSSION CF SPECIFIC GONTRACT PROVISONS

Because the contract entails the sale of state royalty oil to two parties it
contains several provisions different from other long-term state contracts.
Those provisions and other changes are discussed below.

CLANTITY CPTIONS

The quantity of oil to be sold under the long-term contract is expressed as a
percentage of daily Kuparuk River Unit royalty oil _loroducuon. The sales
quanaw will |n|t|aI!Y ahout 6,000 bpd. Chewon will purchase abcut 4,000
bod andl Petro Star will purchase about 2,000 bpd.

The royalty oil contract gives Petro Star the option to increase Its purchase
amourt from about 2,000 bpd to 2500 bpd.  The total quantity sold under the
contract will be about 6,500 bpd if Petro Star purchases its menum  Should
Petro Star not exercise this option by November 1, 1987, the total quantity
could be reguced to either the madmum daily quantity purchased fy Petro Star
prior to Noventoer 1, 1907 or the Petro Star refinery's maximm thruput
capacity at that time, provided it does not exceed 6,500 bpd.



Petro Star and Chevion may each accept less than their contractual maximm
quantities by g|vm([1 a nine-month notice to the state. Petro Star and Chevron
may also permanently reduce their contractual medmum quantities by giving a
similar nine-month notice to the state. If either Petro Star or Chewon give
notice that it wishes to accept delivery of less than its meximum quantity
without permanently reduc!nP ItS mexinun quantity, a penalty will be assessed
ag1a|nst.|t based on the uifference between the maimum quantity and the actual
volume it accepts. Also, if either of the purchasers permanently decreases
Its madmum quantity by 50 percent or more, the department may, subject to
certain conditions, terminate the sale of royalty oil to the other purchaser.

Several circumstances, _inc_ludin? the standard provisions covering default,
could lead to the termination of royalty oil sales to one of the purchasers.
The royalty oil agreement as it relates to the remaining purchaser, ma(
continue under specific conditions. Petro Star could continue 1ts portion 0
the agreement or increase its take to include all or part of the Chevron
volume' Upon agreement with the Commissioner to meet specified reouirements.
Continuation of the disposal to Chewon would be in the Commissioner's
discretion and would be contingent on Chevron's agreement to process the oil
at its Nikiski refinery. The contract provisions for these eventualities are
more fully described in a following section entitled "Price Reopener”

PETRO STAR/CHEVRON ACREMVENT

Chevron has agreed to sell the royalty oil it purchases under the contract to
Petro Star at’ TAPS Rnp Station 41, and to repurchase the oil at the TAS
terminus in Valdez. This will enable Petro Star to run its refinery at full
capacity and retain its purchase volume in the form of refined products. Once
processed, the oil not retained by Petro Star (return oil) Is expected to
equal the approximately 4,000 bpd initially purchased by Chevron. That volume
will be reinjected into TAPS at the Petro Star refinery site. Retumn ol
shipped through TAPS becomes intermingled with unprocessed crude oil so that
when the return oil emerges at Valdez it is identical to the TAS cnmmn



stream crude oil. Petro Star, as the shipper, will be liable for the p
of the TAS quality bank differential based on the resulting degradation of
the commonsstream crude oil.

Crewon and Petro Star have entered into a Separate contract between

themselves which covers the details of their bur-sell a?reement. That

t(:é)nrt]r_%c_t Ah)as been adoed as an attachment to the stafe royalty oil contract
xhibit A).

Retun oil, on which the state might otherwise retain an option, would not
result from the ﬁroposed disposal due to the arangements contemplated Under
the contract. Snould there be an¥ change in the arrangement between Petro
Star and Chevron, all affected parties will negotiate towerd agreement upon a
market price option for the state on whatever retun oil ma( exist under any
rew arangement.  The state nmy terminate the royalty oil agreement if a
material change in the terms of the amangement between Petro Star and Chevron
precludes Petro Star from economically using Chevron's volune as refinery

charge.

At the Royalty Board meeting of October 30, 1985, the fact that residual oil
rather than return oil would result from a termination of ~tro Star's portion
of the agreement wes raised. This would occur since Chevron's Nikiski
refinery is not ﬁosmoned to inject residual oil into TAPS ~ Consequently,
the section of the contract form which addresses the state's market price
oPnon over return oil (2.13) has been amenced to include residual oil. ~This
alteration includes the insertion of a phrase In section 2.14 which explicitly
grants the state a market price option over Chevron's residual oil should
Petro Star's portion of the agreement be terminated.

INSTATE PROCESSING RECUREVENTS

The contract contains a numoer of in state processing requirements for Petro
Star. Petro Star agrees to process not less than 85 percent of the total
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volume of royalty oil sold under the contract. Petro Star also agrees to
retain at least 20 percent of that volure in the form of refined products.
These percentage requirements are less stringent than those contained in
royalty contracts held fy other in-state refiners. The lower percentages are
necessary to accommocdte Petro Star's small refinery and its recent
commencenert of operations and marketing.

In addition, Petro Star agrees under the contract to use its "best efforts" to
Produce and market a volume of refined products in Alaska equal to not less
han 23 percent of the total Volume of roya,l(tjy oil sold. To monitor that
effort, Petro Star will be required to provide the department a quarterly
statement showing the quantity of refined products It procuced and marketed in
Alaska over that period.

These provisions are similar to the in-state processing requirements contained
% tgﬁ long-term royalty oil contracts with Tesoro Alaska Petroleum Conpary
evron.

PRICE

4

The contract contains a unigue price term. Althouﬁh the contract will sell
Kuparuk River Unit ro?/alty 0il, the price term will be based on Pruchoe Bay
Unit oil as adéusteo! or the differences between the two fields. This price
term s lposs_l le since Kuparuk River Unit and Prudhoe Bay Unit oil are
Intermingled in TAPS, creating a single royalty crude stream available for
d!?P03a| by the state. The TARS quality bank adjustment compensates for the
difference in quality between Prudnoe Bay and Kuparuk River crude oils. The
Kuparuk pipeline tariff compensates for the locational differences between the
sources of these crude oils.

The \orice of the Kuparuk royalty oil to be sold under the contract will be
equal to the amount that the state would receive from its Prudhoe Bay lessees
for a like volume of Prudhoe Bay royalty oil taken in value at that time, plus



the Kuparuk River Unit field cost allowance which the state Is billed when
taking Kuparuk royalty oil in kind, plus a per barrel pemum of 3 from
Petro Star and 50 from Chevron.  To properly compensate the purchasers for
the quality and transportation cost differential between Kupark royalty ol
and the Pruchoe Bay-based price, two deductions will be mee to that price.
These are the Kuparuk Pipeline tariff and the TARS quality bark adjustment
charge for Injecting Kuparuk oil Into the TAPS cruce oil stream.

In addition, Petro Star and Chewon will be liable to the state for
retroactive adjustments to the Prudhoe Bay In value price resulting from
resolution of the Areraca ||t|_Pa lon.  Those retroactive ~ price
adjustments will apply to all ro>. - oil' purchased under the agreement. To
assure the purchasers a limit to tn-i-r liability for Averaca Hess retroactive
price adjustments, the department has agreed to a celling retroactive price
adjus.'ment of $2.50 per barrel of royalty oil purchased. This sua represents
a negotiated celling, and 1s not any party's estimate of litigation results.

At the Royalty Board meeting of October 30, 1985, the department announced a
possible alteration to the Interest rates specified In the Averach Hes
provision of the proposed long-term royalty contract with Petro Star and
Chewron.  This Issue arose from Chewron's desire to renegotiate the forowsmn
which specifies the Interest rate that would be apPI|ed to additional amounts
that may be oned by the purchaser upn final resolution of the Amerath Hess
||t|gfat|on. Originally this term specified that the applicable Interest rate
would be the higher of the ,onme rate plus 3 percent or the rate of retumn
realized on the State general fund. Under the alteration proposed by Chevion
and agreed to by the department, the purchaser would ﬁay the Interest rate
which will ke explicitly or Implicitly Included In tne resolution of the
Ameraa Hess litigation,

This alteration wes found acceptable to the department In light of Chevron's
concerns, which arose from the fact that the Interest rates expected to emer

from a settiement of the Averack Hess litigation will likely differ from the
Interest rate originally specified In “the proposed long-term  contract.
Depending on when @ resolution to the Amerada Hess litigation occurs, this
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situation could lead to settiement amounts which are substantially different
than the settlement amourt arising from a resolution of that litigation. This
avendvent appears in section 2.3 ?Pnce of the Royalty Oil) of the contract.

SEQRTY

The department ordinarily requires from ro?/alty 0il purchasers an irrevocable
letter of credit equal to 90 days' worth of oil. This requirement has been a
feature of all royalty oil disposals since the competitive sale of Decerrber
11, 1984, with the exception of the Prudhoe Bay royalty oil offered at that
sale. Tre exception occurred because the department devised a "put call”
option which enabled the letter of credit requirement for that oil to be
recuiced to 60 days. The Findings and Determination to Conduct a Competitive
Sale of Prudhoe Bay and Kuparuk River Unit Royalty Oil, of October 1/, 1984
discusses both the put.call option and the eventualities which necessitate the
requirement for a letter of credit.

The contract requires the standard %0-day letter of credit from Chevion for
the quantity to be purchased by the company. Chewron also has agreed to a
"backup” arrangement with the state under the contract. Uncer that provision,
Chevion will accept delivery of any volume of royalty oil upn wnich Petro
Star ey default, with onIY a five day notice required from the state. Tre
Urchase \once for that volume would be the Petro Star Purchase price. The
?kup sale would continue only until the Commissioner returned the oil to in
value.

Tre additional security provided by the backup arangement with Chevion has
allowed for the letter of credit requirement for Petro Star to be reguced to
60 days. The Petro Star letter of credit will provide financial orotection
for the state beyond the date the deBartment may anare of any possible
Eerformance failure on the part of Petro Star. The backup arangement with
hevron, which would be activated in that event, replaces the additional 30
days of coverage ordinarily required by the department.



AMERADA HESS ESCROW ACCOUNT

Uon a review of the responses to the department's Solicitation, the
department becare concerned with the ability of some respondents to pay the
state retroactive price adjustments stevming from resolution of the Areraca
Hess litigation.  The amounts which ey be entailed by those retroactive price
adjustments ﬁto be determined at an time) over a Ion?-term royalty oil
disposal could be substantial. Consequently, the department siggested escrow
amangements with some respondents, including Petro Star, during the first
review of the responses to the Solicitation. Dunngi the later negotiations
with Petro Star, an escrow amount of $1.12 per royalty oil barrel purchased
wes found acceptable by the'department. Under the contract, Petro Star will
establish an interest-bearing escrow account in that amount for the purpose of
meking payments to the state for any retroactive price adjustments resulting
from a resolution of the Averaca Hess litigation.

PRICE REFB\R

Ay time after two years from the date of first delivery of royalty oil to
Petro Star and Chevron, the state or either of the purchasers nay exercise the
price reoE)ener clause contained in the contract by giving a one month written
notice. If a new purchase price is agreed to by the state and the affected
purchaser within three months ofthe notice to reopen, the rew purchase price
will become effective ore month  after that a?reement.. Two years after anew
purchase price becomes effective, that ﬁrlce will' be subject to renegotiation
under the price reopener provision of the contract. |f a new purchase price
IS not agreed to fy the state and the affected purchaser within three months
of the notice to reopen, that purchasers' portion of the agreement may be
terminated fy either the state or the purchaser upon ning months written
notice.

The requirements to continue the remaining purchaser's portion of the
agreement  differ for Petro Star or Chewon. Werethe agreement to  he
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terminated with respect to Petro Star, the state may, upon nine months written
notice, terminate the agreement with Chevron. Should the department elect to
continue the sale of royalty oil to Cnewon under the proposed contract, the
volue sold, which would not exceed approximately 4,000 bpd, must be processed
at the Chewron refinery in Nikiski.

If Chewron's portion of the agreement were terminated, the sale of roralty oil
to Petro Star could continue under the contract ohl* under the following
conditions,  The sales volume could remain the same a* could ke expanded to
Include all or part of the quantity formerly purchased by Chevron. The price
to Petro Star for ay exanced quantity of oil will be Chevron's purchase
price, Including the per barrel premiun of 50ef. Petro Star must also agree to
expand its security and in-state processing obligations to correspond to the
raw total da% volume to be purchased.  This would include an increased
letter of credit, equal to o days' worth of the rew daily volume to be
purchased, and Ameraca Hess escrow account payments corresponding to that
volung. Further, Petro Star and the cepartment must successfully complete
negotiations for an amendvent to the contract which provides the state an
option to repurchase Petro Star's return oil at a market-based price.

Should the exercise of any of the options described in this section result in
an appreciable reduction of the consideration received by the state for the
continued sale of royalty oil, the approval of the Alaska State Legislature
will be required.

For more information, see Article VII' (Default or Termination) of the proposed
contract.

LOCAL HRE

Like the state's other long-term royalty oil contracts with in-state refiners,

the contract contains a provision conceming local hire. The preferential
hiring clause states in part, "Purchaser agrees to hire and employ Alaska
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residents and Alaska companies to the extent they are available, willing and
ualified for all work performed In Alaska under or In connection with ~ this
reement, Including but not limited to construction and operation of
facilities to refine or otherwise e the Royalty 011." "Alaska resident" 1s
defined as an Individual who hes lived In the state forone ?/ear at the time
of hiring. It 1s understood under the arangements initially comtemplated,
that Chevion will not he performmgg work In Alaska Inconnection with this
contract. If this provision Is determined to be unconstitutional, then, ty
S|gn| the contract Petro Star agrees to hire and employ Maskan residents
aska companies to the extent such preferential hiring Is determined to

be constitutional.

The Issue of Iocal hire with respect to Petro Star wes raised attfre Royalty
Board meeting of September 26, 1985 by M. Kevin Dougherty, who represented
the Alaska ARLCIO and the Alaska State D|str|ct Council of Laborers. M.
Dougherty remarked that approximately one half of the enplo?(/e}es contracted to
construct the Petro Star refinery were from out of state Dougherty also
noted that the annual employee salary Indicated In the Analee for etro Star

wes muah lower than the corresponding figures shown for the proposed Arctic
Energy refinery.

M. Steve Lewis of Petro Star did not agree to the payroll f ?ures implied In
the Analysis. M. Lews further stated that the Issue of localhire should
not be confused with union hire and that all Petro Star employeeswere Alaska
residents. M. Lewss also disputed the assertion that only onehalf of the
refinery's construction work force wes comprised of Alaska residents.

In a letter to the Royal Board dated September 27, 1985, M Dou%herty
stated that his comment with respect to Petro Star's construction Work force
Wes based on Information provided by the workers on that proj ect M.
Dougfhe ity also aoced that his payroll figures were taken dwectly from the
Anagsm The latter discrepancy wes traced to the number of employees

for Petro Star In the Analysis, which has been corrected In this document
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PRELIMNARY ANDINGS AND DETERVINATIONS

1. Competitive bidding is waived.

| have determined in accordance with AS 38.05.183(a) and 11 AXC 03,030
that the best interest of the state does not require competitive
bidding for this disposal. Petro Star is the on_IV existing in-state
refiner which coes not ,ourchase state r_oyaltz 0il under negotiated,
long-term contract(s).  In order to realize the obgectwes |mgl|ed by
mary of the considerations listed in AS 38.05.182-183 and AS 38.06.070
ad to obtain the benefits for Alaska consumers that accrue from
In-state refining, the department hes waived competitive bidding for
this disposal, which Is partially based on factors other than the cash
value oftered. The contract for a Iong-term royalty oil sale to Petro
Star and Chewion follows a formal "Solicitation for Proposals”, to
which eleven firms responded, and a six-month public review and

CONMENt Process.

2. The sale to Petro Star and Chewron Is In the best Interest of
the State.

Under A5 38.05.183(e), a noncorgﬁetitive sale, excnange, or other
disposal of royalty oil or ges taken In kind by the state mmy le
anarced by the commissioner fo the prospective buyer whose proposal
offers maximum benefits to the citizens of the state.

In accordance with AS 38.05.183(a),(c) a (e), ad 11 AC 03.010(b?
and (d), | find that taking royalty oil in kind and selling that ol
to Petro Star and Chewron for use In-state is in the best Interests of
the state and that It will meximize benefits to state citizens.
Applicable statutory criteria are discussed below.



() The state is mow highly dependent on oil revenues and will

continue to cepend on ol revenues in the future. The price tem
of the sale protects the state's interest by ensuring that
revenues from this sale will exceed the in value alternative. AS
38.05.163(e)(1) and AS 38.06.070(a)(L).

(b) Tre projected effects ofthis sale are brought about by the

continued  assurance of supply under a long-term existing
contract. Petro Star has mece an initial investment of more than
$6.9 million in its Alaska operations. The has created
11 reawjobs. The henefitsrelated to local payrolls ad to the
purchase of local goods, services and supplies 1s more than $1.6
million annually. A5 38.05.183(e)(2)-(3).

The local and regional needs of the Fairbanks area for petroleum
products will be satisfied and local competition anong refineries
Will ke created. A one cent decrease in the price of each gallon
of refined product that could be mece from 1,000 bpd translates
to an annud consumer saving of about $153000. On the
conservative assumption that Petro Star would reduce its Per
gallon product price by one penny, the annual savings to the
consumer would  exceed $380000 at the refinery's  expected
capacity. A5 38.05.183(e)(4) and A5 38.06.070(a)(2).

The continued operation of Petro Star, with the attendant payroll
and secondary henefits, will have a positive and desired effect
on the citizens of the state. While this disposal likely will
not result in rew capital investment or development, it will
enable the efficient use of existing investment and development.
£S5 38.06.070(a)(3)-



(e) Tre projected social impacts of a disposal to Petro Star are
anticipated to be favorable The benefits presently received
from the operation of the Petro Star Refinery plus the supply of
products thro gh Petro Stars distribution  system  would
contrnue A 38.06.070(a)

(f) Since most of the essential provisions of the proposed disposal
to Petro Star relate to operation of its existing facilities and
systems, the additional costs and responsibilities which could be
rrrposed upon the state and affected subdivisions are likely to be
minimal. A5 38.06.070(a)(5).

(g) Local and regional consumption of refined Retroleum products will
be directly and favorably affected by the Petro Star/ Chewon
disposal. ~Local labor markets will continue to benefit through
grgr%%/nent Oé)portunrtres at the Petro Star refinery. A

(h) Environmental effects resulting from the disposal will be
negslég(r)%l%7 0r any since the facility Is already in existence.

() Tre sale erI help existing commercial private enterprise and
patterns of investments %y assisting in the continuea operation
of Petro Star. Further, Petro Star rs the sole in-state refinery
oaned by Alaskans and Alaska companies.  AS 38.06.070(a)(8).

In accordance with 11 AXC 03.060(h), the weight r};rven to the
applicable criteria in determining the meximum benefit to Alaska
cltizens must be addressed. In meking this finding the De ment
first assured itself that the state would not lose money

disposal to Petro Star/Chevron.  One 0 assured other ben rts
attendant to the disposal were examined. If the price offered did not
assure the state at least what it would have received had it left the



oil in value then the sale would not, In the Department's view, serve
the state's best interests. Petro Star matched the highest pramium
offered by any existing in-state refiner, and Chewon offered the
highest premum for export purchase. Therefore great weight in this
disposal wes placed on A5 38.05.183(e)(1), the cash value offered. In
addition to the cash value offered, great weight wes %wen to the
projected benefits of Petro Star using the oil in the state to
directly benefit Alaska citizens.

. The contract prices are acceptable.

Under 11 AXC03.091(b) | find that in establishing the price of this
royalty oil contract, the department has obtained a price at least
equal to the volume weighted average of the current reported netback
prices filed by the lessees for royalty purposes for those filing
periods applicable to the term of the disposition, plus field costs
Incurred by the royalty share.

Petro Star will pay a $.35 premium over the amount the state would
receive from its Prudhoe Bay lessees for that amount of Prudhoe
royalty oil taken at that time in mongy (in value), plus Kupark fiel
costs, less the Kuparuk Pipeline tariff charge and less the applicable
TAS quality bank adjustment.  Chewon will purchase what would
otherwise be Petro Star's return oil and will pay the state a s.s0
emum over the amount the state will receive from its Prudhoe Bay
lessees for that amount of Prudhoe Bay royalty oil taken at that time
In money (in value), plus Kuparuk field costs, less the Kuparuk
Pipeline tariff charge and less the applicable TAPS quality bank
agjustment. The in value component of the in value price bases for
both Petro Star and Chevion will be retroactively adjusted upon
resolution of the Amerada Hess litigation.

-22



4. The ftoyalty Oil to ke sold to Chewron is available for export.

In view of the department's most recent annual (1965% Historical and
Projected Oil and Ges Consumption report, and the department's
Findings and Determination docunents for recent short-term royalty oil
disposals, including the Supplemental Findings for the Competitive
Royalty Oil Sale (Noverroer 28, 1984), | find under AS 38.05.183(d) and
11 AC03.010(e) that the volume of royalty oil to be sold to Chevion
IS surplus to the present and projected Intrastate comestic and
Industrial needs for oil and is available for disposal and possible
export from the state.

CONLLACN

Under the terms of the proposed contract, the state would receive a market
(Iitigation-adjusted) price for the royalty oil, while fostering in-state
processmg  attendant benefits. The satisfactory price terms, coupled with
assocliated direct and secondary benefits for Alaska citizens, supports the
decision to waive competitive hidding.

Tre foregoing facts and analysis support ny preliminary finding that this
disposal 1s In the best interests of the state and that it maximizes benefits
to Alaska citizens.

for Esther C. Winnicke
Commissioner

4051s
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THS AGEEMENT, entered Into & of  /uian.jsuiy | /oei”
by ad betneen THE STATE CF ALASKA (“Seller”) FETRD STAR INC., an Alaska
corporation, ("Purchaser Petro Star"), and USA INC, a Pennsylvama
corporation, (“Purchaser Chevron)

ARTCLE |
DEHNITIONS

A used in this Agreement thefollowing terms  shallhave  the
following respective meanings.

1.1 "Conmissloner" means the Commissioner of the Alaska Department
of Natural Resources or her designee.

12 "Day" meas a period oftwenty-four (24)consecutive  hours,
beginning at 1201 am., Alaska Stancard Time.

13 "Leases" mears the oil and ges leases which are subject to the
terms of the Unit Agreement.

14 "Lessee” means any person owning a working Interest in any of
the Leases.



L5 "Mnth" meas the period beginning at 1201 am., Alaska
Standard Time, on the first day of the calendar month and ending at the sane
time on the first day of the next succeeding calendar month.

16 "011" or "crude oil" shall have the same mesning as the word
"0il" under the Unit Agreement

2 1.7 "Point of Delivery" shall have the meaning set out in Section
5.

1.8 "Purchaser” means either Petro Star, Inc., or Chewon USA
Inc., or both, unless one particular Purchaser 1s designated.

19 "Prudhoe Bay Lessees' means the lessees of the oil and gas
leases subject to the Prudnoe Bay Unit Agreement effective April 1, 19/7, &
avenced from time to time,

110 "Pruchoe Bay Royalty 011" meas Royalty 0L received from the
Prudhoe Bay Lessees.

111 "Royalty 011" meas the oil which Seller may take In kind
(@mount) as Its royalty under the Leases whether or not Seller has elected to
take or Is taking that royalty In kind.

.12 "Daily Royalty 011" means the quantity of Royalty Oil procuiced
by the Lessees each cay.

113 "Settlement Agreement” means the Agreement for Settlement of
Cleaning, Dehydration and Transporatlon Charges Ppllcable t0 Royaltf i
Taken Hom the Kuparuk River Unit, effective as of December 13, 1981, and
attached to the Unit Agreement as Appendix |.

114 "TAPS' means the Trans Alaska Pipeline System



LI "Unit Agreement’ means the Kupartk River Unit Agreemen
effective as of Decenber 1, 1981, by and between Seller and the Lessees, &
aended from time to time.

ARMAE |
AE G ROYATY OlL

21 Quantity. Selleragrees to sell to Purchaser Petro Star, and
Purchaser Petro Star agroes tobuy from Seller, that amount of oil equal
to %of the Dally;%[?gallg Ol (‘Maimum  Quantity"). Seller ag1rees
to sell o Purchaser Chewron, urchaser Chevion agrees fo buy from Seller,
that amount of oil equal to « 0f the Dally Royalty Oi gl\/bmmm
é)uant[ty"). Promptly after the effective date of this Agreement, Seller wil
etermine the actual percentages, which will be the percentages that on the
date of Initial nomination would result In a Mmum Quantity for Purchaser
Petro Star that on the Date of First Delivery would approximate 2500 bod and a
Minum Quantity for Purchaser Chevion that on the Date of First Delivery will
approximate 4000 bpd.  However, unless Purchaser Petro Star notifies Seller in
writing within five (5) days after the effective date of this Agreement
Seller will Initially nominate for Purchaser Petro Star the percentage that
Seller estimates will on the Date of First Delivery approximate 2000 bpd

Um at least nine (9) months' written notice to Seller, Purchaser
may Increase or decrease the amourt of Dally Royalty Oil to be tendered by
oeller at the Point of Delivery, provided that the amount tendered by Seller
under this Agreement shall not exceed the Madmm Quantity. 1f by Noveber 1,
1987 Purchaser Petro Star hes not begun to take the Maimum Quantity of oil,
Seller, at Its option and discretion, may permanently decrease the Purchaser
Petro Star's Madamum Quantity to either (1) the greatest percentage of Dally
Royalty Qil tendered ty Seller to It before that time or, (2) the nadmm
amount of oil that can be processed at Purchaser Petro Star's refinery,
located at North Pole, Alaska. Purchaser may permanently decrease Its Mamm
Quantity under this Agreement upon ning (9) months' written notice to Seller.



-l Is understood and agreed that the volume of Dally Royalty ou
available to Seller will vary and may be Interrupted from time to time, and
oepencs Lgon a variety of factors, including the rate of production from the
Leases.  Seller disclaims and Purchaser waives any representation, covenant or
warranty, express or Implied, s to the specific quantity, or the total or
dally, monthly, average, or ag regfate volume of 011 to be sold or tendered
under this Agreement. ~ Seller shall hold Purchaser harmless from all liens,
encumtrances and valid adverse claims that nay affect the 0L at the time the
011 /s tendered to Purchaser.

If Seller stores Royalty 011 pursuant to the Kuparuk River Unit
Emergency Storage Agreement dated Decentoer 15, 1981, and attached as Appendix
I to the Unit Agreement, (the "Storage Agreement’)or otherwise, or If
Seller recovers  stored Royalty01l, the quantity of (0Ll to be sold and
purchased under this Agreement shall be calculated as If no Royalty Oil wes
stored or recovered.

22 Quality. The 011 sold shall be the same quality as theRoyalty
0L delivered by the Lessees to Seller at the Point of Delivery. It I
understood andagreed that the quality of the Oil sold ey vary from time to
time.  Seller disclaims, and Purchaser waives, any guarantee, representation,
Or warranty, either express or .Imk)lled, of the merchantability, fltr -s for
use, or suitability for any particular use or purpose, or otherwise, ¢y of
the 011 delivered under thisAgreement or as to any specific, av  ag or
overall quality or characteristic of 011 to be sold or tendered under this
Agreenent,

2.3 Price of the Royalty Oil. The price payable by Purchaser Petro
Star for Qil tendered under this Agreement (*Petro Star Purchase Pnce"% shall
be equal to the amount that Seller actually would receive from Its Prud
Lessees for that amount of Pruchoe BayRoyalty 011 taken at that time In mongy
(In value), plus sse per barel andplus “the KuparukField Cost Allowance
Incurred fy the Qil as determined under the Settlement Agreement, less the
tariff charge for the Kuparuk Pipeline and less the applicable TAPS quality
br!" adjustment.

e By



The price payable by Purchaser Chevron for Oil tendered under this
Agreement ("'Chevron Purchase Price™) shall be equal to the amount that Seller
actually would receive from its Prudhoe Bay Lessees for that amount of Prudhoe
Bay Royalty Oil taken at that time in money (in value), plus 50* per barrel
and plus the Kuparuk Field Cost Allowance incurred by the oil as determined
under the Settlement Agreement, less the tariff charge for the Kuparuk
Pipeline and less the applicable TAPS quality bank adjustment.

The 1n value component of each Purchase Price shall be determined by
Seller based upon the reports submitted by the Prudhoe Bay Lessees for royalty
purposes or, when those reports are unavailable, Incomplete or Inaccurate,
upon Information submitted by the Prudhoe Bay Lessees for production tax or
other tax purposes as may be adjusted from time to time ?.s provided 1n this
Agreement. Purchaser shall be entitled only to review or request such
material or [Information which 1s not confidential under state law or

regulation.

The method, basis and amount of royalty due Seller when 1t takes Its
Prudhoe Bay Royalty 011 1n value from Its Prudhoe Bay Lessees 1s presently the
subject of litigation In State of Alaska, et al v. Amerada Hess Corp., et al.,
(Superior Court for the State of Alaska, First Judicial District at Juneau)
("Amerada Hess'™). One of the lIssues Involved is the proper method to be used
by the Lessees 1n calculating the state"s royalty when the royalty Is payable
In money (1n 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 1n value prices reported by the Prudhoe Bay Lessees to Seller
for royalty purposes or, when the royalty reports are unavailable, Incomplete,
or Inaccurate, upon information submitted by the Prudhoe Bay. Lessees for
production tax or other tax purposes, pl*S $0.35 per barrel for Purchaser
Petro Star and $0.50 for Purchaser Chevron, and plus the Kuparuk Field Cost
Allowance as determined under the Settlement Agreement, less the Kuparuk
Pipeline tariff and less the applicable TAPS quality bank adjustment, upon
resolution of each of the various Issues that are or will be Involved 1n



Amerada Hess, adjustments will be made to previous payments in accordance with
each resolution. However, Seller and Purchaser agree that any Amerada Hess
adjustments In excess of $2.50 per barrel will not bemade. This  sun
represents a negotiated celling, and is not any party"s estimate of litigation
results.

IT additional amounts are owed by Purchaser to Seller or by Seller to
Purchaser under a final judgement or settlement resolving all or part of the
issues 1n Amerada Hess which separately specifies principal and interest,
Interest will be paid on the principal component of the additional amounts 1n
the manner and at the interest rate or rates specified 1n the judgement or
settlement resolving each Issue. Ifno Interest rate Is specified 1nthe
judgement or settlement or If Interest Is expressly included within a lumpsum
amount 1n the judgement or settlement, an Interestcomponent will be presumed
to already comprise a portion of the additional amounts, and no separate

Interest will be paid.

Purchaser Petro Star will not voluntarily Intervene or otherwise
participate 1n Amerada Hess unless Seller expressly consents to that
participation 1n writing. A settlement of Amerada Hess will be binding upon
Purchaser whether or not Purchaser agrees with or consents to the terms of
that settlement.

IT 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 provisions, Purchaser®s obligation to pay the amount of the Purchase
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 Purchase Price Reopener. Seller and each Purchaser shall have

the right to reopen this Agreement with respect to each Purchaser®s own
volume, as to purchase price only. At any time after Purchaser receives 011
for two (2) years from the Date of First Delivery (as defined 1n Section
2.10), Seller or Purchaser may exercise the right to reopen by giving to the
other party one (1) month prior written notice. Upon Issuance and receipt of
a notice to reopen, that Purchaser and Seller will promptly commence good
faith negotiations In an attempt to establish a new purchase price. In the
event that a new purchase price 1s not agreed to by that Purchaser and Seller
within three (3) months after giving the notice to reopen, that Purchaser or
Seller may terminate that Purchaser®s portion of thisAgreement upon nine (9)
months written notice to the other. The purchaseprice for O0il tendered
during any period pending terminationshall be the price Ineffect Immediately
prior to giving the notice of Intent to reopen. Ifa new purchase price Is
agreed to by that Purchaser and Seller, the new purchase price shall become
effective for 011 tenderedIn the month following the Agreement on the new
purchase price. Not less than two (2) years after the conclusion of the
purchase price reopener process described above, that Purchaser or Seller may
reopen that Purchaser®s portion of this Agreement, as to purchase price only,
by giving notice of Intent to exercise the right to reopen. At that time, the
purchase price reopener process described above will again be applicable.

2.5 Point and Time of Delivery. Simultaneously with receipt of its
Royalty 011 from Its Lessees, Seller shall tender the 011 to Purchaser at the
point at which Seller receives the Royalty 011 from Its Lessees. That point
as presently agreed to by Seller and Its Lessees 1n Section 2.3 of the
Settlement Agreement Is the Central Production Facility Meter Into the Kuparuk

Pipeline.

2.6 Passage of Title and Risk of Loss. Title and risk of loss to
the 011 sold under this Agreement shall pass from Seller to Purchaser for all
purposes when Seller tenders the 011 at the Point of Delivery.



2.7  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
arising from or In connection with any transaction or event whichrelates to

the crude oil after title has passed to Purchaser.

2.8 Transportation Arrangements. Purchaser shall make all
necessary arrangements for transporting the 011 cold under this Agreement from
the Point of Delivery, Including satisfaction of line fill obligations and
storage tank bottom requirements of the Kuparuk Pipeline and Trans Alaska
Pipeline System, 1f any. If and as requested by Seller, and at the time or
times requested by Seller, Purchaser shall submit specific Information
concerning the arrangements 1t has made for transportation of the 011 sold
under this Agreement through and away from Kuparuk Pipeline and the Trans
Alaska Pipeline System and for the resale or other disposal of the Oil. Such
Information may Include the specific tenders of 011 made to the Kuparuk
Pipeline and Trans Alaska Pipeline System and Identification of tankers which
will transport the Oil. In addition, Purchaser will provide Seller, if and as
requested by Seller, with satisfactory evidence or reasonable assurances of
the existence and continuing validity of adequate arrangements for the
transportation or disposal of the 011 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.

2.9 Absolute Obligations. The obligations of Purchaser to accept,
pay for, and arrange for the transportation of the 011 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 1n conditions, or any other reason or

cause.



2.10 Date of First Delivery. The Date of First Delivery will be on
the first day of the first month seven (7) months after the effective date
specified In Article VI, unless Seller, 1n Its sole discretion at the request
of both Purchasers, sets an earlier date.

2.11 In-State Processing. Purchaser Petro Star agrees that not less
than 85% of the Royalty 011 sold under this Agreement, averaged on a quarterly
basis, shall be processed through Purchaser Petro Star®s refinery near North
Pole, .Alaska, except as provided below. "Process”™ means producing refined
petroleum products from the crude oil 1n significant quantities, but which
quantities may not be less than 20% of the volume of Royalty Oil run through
Purchaser Petro Star®s refinery pursuant to this Agreement.

Purchaser Petro Star®"s obligation to process Royalty 011 1n-state may
only be suspended or excused under (1) the provisions of Articles YIIl and XI,

or (2) during refinery maintenance.

Seller may, at Its option, waive the 1n-state processing requirement
In whole or 1n part, 1f Seller 1s satisfied that Purchaser Petro Star 1s using
its best efforts to process the Royalty 011 sold under this Agreement at
Purchaser Petro Star®s refinery and that the waiver would not be contrary to

the underlying intent of the other provisions of this Agreement.

2.12 Best Efforts. (1) Purchaser Petro Star agrees to use Its "best
efforts” to produce and market In Alaska an amount of refined petroleum
products from Its refinery near North Pole, Alaska not less 1n volume than 23%
of the Royalty 011 sold under this Agreement. Those refined petroleum
products shall be comprised of at least LAGO and Kerosene. After each three
(3) months of deliveries under this Agreement, Purchaser Petro Star shall
promptly provide to the Seller an affidavit certified by Purchaser Petro Star
stating the quantity of refined petroleun products produced and marketed 1n
the State of Alaska from in-state processing of the Dally Royalty 011 sold

under this Agreement for that period.



A determination of "Dest efforts” under this Article shall include
consideration of Purchaser Petro Star®s capabilities and the surrounding
business circumstances. Purchaser Petro Star"s obligation to use its best
efforts Includes reasonable, diligent, and good faith efforts, but shall not
require Purchaser Petro Star to produce and market refined petroleum products
In Alaska at a loss. '"Best efforts"™ would, however, require Purchaser Petro
Star to produce and market products 1n Alaska even though Purchaser Petro Star
could make a greater profit by another disposition of the Royalty 011 or the
products refined from that oil.\

2.13 Option to Purchase Return 011. After Purchaser Petro Star
processes Royalty Oil, there will remain a portion of 011 or 011 products
which may be shipped through TAPS (“Return 011"). Return 011 shipped through
TAPS Dbecomes Intermingled with unprocessed crude oil so that when the Return
Oil 1s picked up In Valdez it 1s Identical to the common stream crude oil
shipped through TAPS. A shipper of Return 011 presently 1s, and may continue
to be, liable for the payment of a quality bank adjustment differential based
upon the resulting degradation of TAPS common-stream crude (“quality bank

adjustment').

The total dally volume of Royalty Oil soldunder this Agreement
approximates Purchaser Petro Star®s dally refinery throughput. Purchaser
Petro Star"s dally Maximum Quantity approximates 1its maximum retained product
and Purchaser Chevron®s dally Maximum Quantity approximates what would
otherwise be Purchaser Petro Star"s return oil. Thus, under the arrangements
contemplated under this Agreement, no return oil would exist upon which the
state could retain an option. Should the arrangements contemplated under this
Agreement cease to exist, Purchaser and Seller agreeto negotiate 1n good
faith towards agreement upon a market price option for Seller on whatever
return oil or residual oil may exist under the new arrangements.



2.14 Arrangements between Purchasers. Purchaser Chevron anc
Purchaser Petro Star have entered into an arrangement under which Purchaser
Petro Star will use as refinery charge Purchaser Chevron®s volume of Royalty
011 under this Agreement. The arrangement inclines the purchase of Royalty
Oil taken by Purchaser Chevron under this Agreement by Purchaser Petro Star at
TAPS Pump Station No. 1, and resale of the Royalty Oil to Purchaser Chevron at
Valdez. A copy of the document which specifies the terms of the arrangement
1s attached as Exhibit A. Should the terms of the arrangement change
materially so that Purchaser Petro Star Is precluded from economically using
Purchaser Chevron"s volume as refinery charge, Seller shall have the right at
the Commissioner®s discretion to terminate this Agreement on nine (9) months

notice.

Should Purchaser materially reduce Its Maximum Quantity under Section
2.1 or terminate Its portion of this Agreement under Section 2.4, or should
termination occur due to an Event of Default under ArticleVll, either Seller
or the other Purchaser may terminate the remaining portion of this Agreement
by giving nine (9) months written notice, except as provided below. In this
section a material reduction means a reduction of 501 or more from the

original Maximum Quantity.

Upon termination of Purchaser Petro Star®"s portion of this Agreement
for any reason or material reduction of Purchaser Petro Star®"s Maximum
Quantity under Section 2.1, Seller shall exercise Its right to terminate
Purchaser Chevron®s portion of this Agreement. However, If Purchaser Chevron
agrees to process 1n Its refinery at Nlklskl, Alaskathe Royalty Oil to be
sold under this Agreement after that time, and If Purchaser Chevron
successfully completes negotiations with the commissioner for an amendment to
this Agreement which grants Seller a market price option on Purchaser
Chevron®s residual oil resulting from the processing of that oil, the
Comnlssioner shall have the discretion to not terminate Purchaser Chevron®s

portion of this Agreement.
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Upon termination of Purchaser Chevron®s portion of this Agreement for
any reason or material reduction of Purchaser Chevron®s Maximum Quantity under
Section 2.1, Purchaser Petro Star shall have the option to continue purchasing
up to Its Maximum Quantity, or to increase its Maximum Quantity to include all
or part of the volume formerly purchased by Purchaser Chevron under this
Agreement. Purchaser Petro Star shall exercise this option in writing within
one month of the termination of Purchaser Chevron®s portion of this
Agreement. Purchaser Petro Star®"s option shall be conditioned on  Purchaser
Petro Star (1) agreeing for any increased quantity to pay the Purchase Price
that Purchaser Chevron would pay under this Agreement, (2) agreeing to
increase its Section 15.2 letter of credit to ninety (90) days for all volumes
1t would purchase under this Agreement, (3) agreeing to pay its Section 15.3
Amerada Hess escrow amount Tfor all volumes 1t would purchase tinder this
Agreement, (4) agreeing to Increase Its Section 2.11 and Section 2.12 1ln-state
processing and best efforts obligations to Include all volumes 1t would
purchase under this Agreement, and (5) successfully completing negotiations
with the Coimlssloner for an amendment to this Agreement which grants Seller a
market price option on Purchaser Petro Star®s return oil from all volumes 1t
would purchase under this Agreement. The Commissioner shall have the
discretion to accept other or additional security arrangements as part of
Purchaser Petro Star®"s option as she, 1in her sole discretion, considers
adequate to protect Seller. In accordance with Article XIX of this Agreement,
the exercise of any option described in this section that would appreciably
reduce the consideration received by Seller requires prior approval of the

Alaska Legislature.

2.15. Performance Guaranty and Reservation Fee. If Purchaser does
not take the Maximum Quantity on the Date of First Delivery, Purchaser shall
pay to Seller, 1n addition to the Purchaser Price, an amount equal to 1.25% of
the Purchase Price per barrel per day on the difference between the Maximum
Quantity and the actual quantity tendered to and accepted by Purchaser
("Actual Quantity™) for each day Purchaser does not ttfce 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. When



Purchaser accepts the Maximum Quantltys all of the amounts paid under this
Section 2.15 will be allowed to be credited against future payments for oil
tendered under this Agreement except for an amount to be retained by Soller
equal to .751 of the Purchase Price perbarrel per day on the difference
between the Maximum Quantity and the Actual Quantity for each day Purchaser
did not take the Maximum Quantity on and after the Date of First Delivery. If
Purchaser should thereafter decrease the amount of Royalty 011 to be tendered
under this Agreement, Purchaser shall pay to Seller, 1n addition to the
Purchase Price, an amount equal to .75X of the Purchase Price per barrel per
day after the date that the decrease 1nthe amount of Royalty 011 to be
tendered by Seller takes effect on the difference between the Maximum Quantity
and the Actual Quantity.

ARTICLE 11l
REPRESENTATIONS AND OBLIGATIONS OF PURCHASER

Purchaser warrants, represents, and agrees:

3.1 Good Standing and Due Authorization. Purchaser 1s, and at all
times during the operation of -this Agreement shall remain, (a) a natural
person who has reached the age of majority and who Is a citizen ofthe United
States; or (b) a corporation organized andexisting under and by virtueof the
laws of the United States or of any state, territory or the District of
Columbia and qualified to do business 1n Alaska; or (c) any association of the
foregoing. If a corporation. Purchaser has all necessary corporate power to
enter Into this Agreement and to perform Its covenants and obligations under
this Agreement, and all necessary corporate action has been taken to authorize
Purchaser®s entering Into this Agreement and performing Its covenants and

obMgatlons under this Agreement.

13-



3.2 Financial Condition. The financial Information submitted to
Seller 1Is 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
principles 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 1f during the terra of this Agreement there 1s any material adverse
change In the condition, business, or properties of Purchaser which would have
an appreciable adverse effect on Purchaser®s ability to perform under this
Agreement. Purchaser, In addition, will Immediately Inform Seller of any
significant change In ownership of either 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 1n any event within one hundred twenty (120)
days thereafter, Purchaser will furnish to Seller, at Purchaser®s sole cost
and expense, a vreport or a complete 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 1n accordance with generally accepted accounting
principles consistently applied by certified public accountants of recognized
standing.For purposes of complying with this section, Purchaser Chevron may
submit, and Seller will accept, the annual report and supplement of Chevron

Corporation.

ARTICLE 1V
MEASUREMENTS AND TESTS

The quantity and quality of the 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 1n accordance with the
practices then In effect at the Point of Delivery specified under Section 2.5.
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ARTICLE V
PAYMENTS AND ACCOUNTING

5.1 Billing. Seller will send to Purchaser, on or before the 10th
(tenth) business day of each Month after the month of delivery of 0Oil, an
Invoice statement of account of all Oil estimated to have been measured at the
Central Production Facility Meter Into the Kuparuk Pipeline and tendered to
Purchaser under this Agreement during the 1mnedlately preceding Month
according to the best Information available to Seller, the estimated Purchase
Price(s) 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 shall thereafter adjust
Its initial billing under this section as soon as more accurate Information
concerning the quantity and Purchase Prlce(s) of 011 delivered each Month 1s
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 first monthly invoice under
Section 5.1, each subsequent monthly Invoice will also state Seller®s Initial
adjustments to be made, If any, to the Invoice rendered 1n the immediately
preceding Month, 1n 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

Section 5.5.

5.3 Payment. Purchaserwill make payment of each amount billed
under this section within ten (10) Days after receipt of the Invoice statement
of account. Paymentshall be made without any deduction, set off, or
withholdingby wire transfer of lnmedlately available funds to Seller’s

account at the following address:

First Pennsylvania Bank Philadelphia
ABA No. 031000024

For Credit to State of Alaska
Account No. 07/089250/00

Attn: Catherine Hess
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Payment may be made 1n such other manner or to such other address as
Seller may specify In the invoice statement of account or by other written
notice. All other payments to be made under this Agreement shall be paid in
the same manner. If payment 1s 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 payi amounts that are based upon confidential Information held
or received by Seller. If confidential Information 1s 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. Buyer will only be permitted to
review material or |Information that 1s not confidential. If a dispute
concerning a bill arises, Purchaser agrees to pay the full amount billed by
Seller, except for obvious clerical mistakes, pending final resolution of the

dispute.

5.4 Payment to Lessee(s). 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 the amount due to Seller to one or more of the
Lessees it an address or addresses and 1n the manner designated by Seller.
The payment will be made within the time limit specified in Section 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

payments for subsequent months, shall be made In accordance with Section 5.3.

5.5 Subsequent Adjustments. Purchaser acknowledges that more
accurate Information concerning the quantity of or Purchase Price for OQil
tendered ra*y 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.
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In the event that Seller should render a corrected invoice to
Purchaser, 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, unless the adjustment concerns an amount last invoiced
more than sixty (60) Days before the corrected Invoice. In that case, the
amount will be paid by Purchaser 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. No
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 regulatory or court proceedings (Including appeals) commenced
or pending during that twelve (12) month period, whether or not Seller or
Purchaser 1s a party to the proceeding. Adjustments due to regulatory or
court proceedings may be made at any time and shall bear Interest at the rate
stated In Section 5.6 from the date of payment of the invoice upon which an
adjustment is subsequently made pursuant to this section. The provisions of
this Section 5.5 will survive any termination of this Agreement.

5.6 Interest. Except for adjustments made upon resolution of
Amerada Hess under Section 2.3, all sums which are not paid when due under
this Agreement or which are subsequently determined to be due under an
adjustment under Section 5.5, shall bear Interest from the date accrued until
paid 1n 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 clerical mistakes or occurrences not within the reasonable control
of Purchaser, or Insignificant underpayments, If Purchaser fails to make
payment within one (1) Day of the date that payment 1s due, then in addition
to the amount due plus Interest from the date that payment was due until the
date of payment, Purchaser will [d} an amount equal to one percent (11) of the

amount owed.
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5.8 Payment to Third Parties. Seller may direct that Purchaser pay
any amount due to Seller or which may become due directly to a third party in
the manner and time as may be directed by Seller in written notice t.
Purchaser if, in Seller®s sole discretion, the payment to thethird party will
assist Seller 1n monitoring or enforcing this Agreement.

ARTICLE VI
TERM

This Agreement shall become effective upon execution by the parties
and enactment of legislation by the State of Alaska (Including approval by the
Governor) approving this Agreement. This Agreement shall be null and voi if
1t Is not so approved by September 30, 1986. Subject to the other provisions

contained 1n this Agreement, Seller®s obligation to selland Purchaser®s
obligation to buy Royalty 011 shall begin as specifiedln Section 2.10, and

shall end September 30, 1996. As wused 1n this section, "enactment of
legislation™ 1s as defined 1n AS 01.10.070(f)(4).

ARTICLE VII
DEFAULT OR TERMINATION

7.1 Default. If any one or more of the folio <: events ("Events of
Default™) occur, then at Seller®s option, Seller may t iate or suspend its
obligation to tender and sell Oil and proceed to exerc::« any one or more of

the rights and remedies provided In this Agreement:

) Except for obvious clerical errors, Purchaser does not pay 1n
full any sum Invoiced under this Agreement at the time when

payment 1s due; or

n Purchaser falls to observe or perfo*-n any of Its other
covenants and obligations under Artie™ e oOr
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(HI) Purchaser does not perform any act required or contemplated
under this Agreement and either: (@) the nonperformance
continues for more than thirty (30) daysafter Seller has
notified Purchaser of Purchaser®s nonperformance; or (b)
Purchaser had failed to perform the sameor any other act
required or contemplated under this Agreement during the
Immediately preceding twelve (12) month period; or

(lv) There Is a material adverse change 1n Purchaser®s condition,
business or property which appreciably affects the ability of
Purchaser to perform any of |Its obligations under this
Agreement, and Purchaser 1s unable 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

) Any representation or warranty made by Purchaser 1n this
Agreement proves to have been false or Incorrect 1n any
material respect atthe time that  the representation or

warranty was made.

7.2 Failure to Pay Debts. If at any time Purchaser becomes unabl
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 1mnedlately give notice of that fact to Seller. Whether or not that
notice Is given, 1f 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 011 under this Agreement will automatically and lnmedlately
terminate without any requirement of notice or other action by Seller;
nowever, Purchaser will nevertheless be and remain liable for payment and
performance of all of Its obligations and covenants under this Agreement with
respect to 0L.1 actually tendered by Seller to and after any such termination.
Within thirty (30) days after receipt of Purchaser®"s notice or, 1f no notice
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1s given, after Seller otherwise becomes aware (as determined 1nSeller®s sole
discretion) of Purchaser®s insolvency, Seller will have the right, upon
written notice to Purchaser, to reinstate all of Seller®sand 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 1f Seller"s obligation to tender and sell0Ol1l1 under this  Agreement 1s
terminated or suspended under Sections 7.1 and 7.2, all obligations of
Purchaser accrued but not otherwise due and payable under this Agreement will
Immediately be due and payable® 1n 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 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. Seller,
upon occurrence of any Event of Default, 1n Its sole discretion, may arrange
for any disposition to third parties rf 011 to be tendered and sold under this
Agreement. Upon the occurrence of any Event of Default, Purchaser 1s released
from the obligations set forth In Sections 2.11 (In-State Processing) and 2.12
(Best Efforts) until the Event of Default no longer exists or the obligation
of Purchaser to take Royalty Oil under this Agreement expires. IT upon
occurrence of any Event of Default Seller makes arrangement for disposition to
third parties of 011 whether or not this Agreement 1s terminated, Purchaser
will nevertheless be and remain liable to Seller for the full amount of the
Purchase Price for that 011 1n excess over any amount or amounts received by
Seller on account of that disposition, net of the expenses of that disposition
and for all other costs, losses and expenses (Including reasonable attorneys
fees and disbursements) Incurred by Seller and arising out of the Event of

Default or disposition.
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7.4 Purchaser™s Exclusive Remedies. Upon any breach of, or defaul
1n, the due and timely observance or performance of any of Seller®s covenants
or obligations under 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 Oil which 1s the subject of this Agreement.

ARTICLE VIII
DISPOSITION OF OIL

8.1 Inability to Receive 011. 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 thirty (30) days advance written notice to
return up to 2500 barrels of Seller"s then current nominations. Purchaser
acknowledges and agrees that Seller®s election to Invoke Its rights to return
to taking Its Royalty 011 1n value on less than six (6) months® prior notice,
or to attempt to secure a waiver of any condition or requirement, 1is at
Seller®s sole and complete discretion. If for any reason Purchaser Is unable
or refuses to accept or receive any O0il tendered under this Agreement,
Purchaser shall nevertheless be and remain responsible for the disposal of
that 011 and for paying Seller for the 011 as though 1t had been received and
accepted by Purchaser unless Seller, 1n Its sole discretion elects to waive
this requirement. In order to secure the obligations of Purchaser under this
Section 8.1 and under Section 2.8, Purchaser shall, 1f and as Seller may
request from time to time, assign to Seller all right, title and Interest of
Purchaser under any nominations, leases, agreements, contracts, charter
parties and other arrangements for the transportation of the Oil sold under
this Agreement through and away from the Kuparuk Pipeline and the Trans Alaska.
Pipeline System; provided, that Seller shall not have any liability or
obligations under any such nominations, leases, agreements, contracts, charter
parties or other arrangements unless, and to the extent that, Seller shall
actually exercise Its rights to succeed to Purchaser®s Interest thereunder and
shall obtain the benefits thereof.



8.2 No Right to Storage or Underlift. Purchaser waives

disclaims any Interest or right that it may asserttostorage of Royalty Oil,
including by underlift or other means, to which Seller is or may come to be
entitled wunder the Leases, Storage Agreement, or any other agreement.
However, Purchaser shall use due diligent and make its best efforts to act in
a manner that enables Seller to adhere to the notice requirements and other
obligations provided 1n the Storage Agreement. Purchaser agrees that when it
executes this Agreement, it will also immediately execute the release attached
as Exhibit B to this Agreement.

ARTICLE 1IX
WATVER

The failure of either party to Insist upon strict performance of any
provision of this Agreement shall notconstitute a waiver of, or estoppel
against, asserting the right to require that performance in the future. A
waiver or estoppel 1n 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 stop the other

party from complaining of a later breach similar in nature.

ARTICLE X
SEVERABILITY

If any provision or clause of this Agreement or application of this
Agreement to any person or clrcunstance 1s 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.

an



ARTICLE XI
FORCE MAJEURE AND CHANGE IN CONDITION

11.1 Effect of Force Majeure. Except for Purchaser®s obligations to
make payment of money for Oil tendered under this Agreement and except for
Purchaser®"s obligations to accept and dispose of Royalty 011, neither party
shall be liable for any failure to perform the terms of this Agreement when
the failure 1s due 1n whole or 1n 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 disturbances, 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 eneny, wars, riots, blockades,
Insurrections, [Inability to secure materials by vreasons 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 Kkind 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 Seller exercising Its right to terminate
this Agreement Seller and Purchaser shall enter Into good faith negotiations
to restore, to the fullest extent possible, Seller and Purchaser to the
benefits and obligations that existed under this Agreement before the
occurrence of the force majeure condition.

11.2 Responsibility. 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 Oil tendered
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under this Agreement and except for Purchaser®s obligation to dispose of 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 eventproviding the basis of the claim of force majeure with reasonable
diligence and dispatch,and for no longer. The settlementof strikes or
lockouts or Industrial disputes or disturbances will Dbe entirely within the
discretion of the party having the difficulty, and the above requirement that
any force majeure shall be remediedwith diligence and dispatch shall not
require the settlement of strikes, lockouts, or Industrial disturbances by
acceding to the demands ofany opposing party therein when such course 1s
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 to the party by registered or certified United States mall, postage
prepaid, with a return receipt requested of the party. Notice deposited 1n
the mall 1n this manner shall be effective upon the expiration of seven (7)
days after 1t 1s so deposited. Notice given In any other manner shall be
effective only 1f and when received by the addressee. For the purposes of
notice, the addresses of the parties to this Agreement shall be as follows:

IT to Seller: State of Alaska
Commissioner of Natural Resources
Pouch W™
Juneau, Alaska 99811

and
Commissioner of Revenue
Pouch "S"
Juneau, Alaska 99811



and
Director, Division of Oil and Gas

Pouch 7-034
Anchorage, Alaska 99510
Telephone:

Telex:

If to Purchaser Petro Star:

t
S
Telephone:

Telex:

If to Purchaser Chevron:

Telephone:

Telex:

12.2 Change of Address. Each party may change 1its address Tt

notice by giving notice of the chang?.

ARTICLE X111

RULES AND REGULATIONS

This Agreement 1is 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.
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ARTICLE X1V
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 limited 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 of, and pay for Oil tendered under this Agreement.

ARTICLE XV
SECURITY

15.1 Purchaser Chevron Letter of Credit. Sixty (60) days
Date of First Delivery, Purchaser Chevron shall cause to be Issued and
delivered to Seller an |Irrevocable stand-by letter of credit, with an
effective date no later than the Date of First Delivery, issued for the
benefit of Seller by a state or national banking institution of the United
States ("lIssuer™), which is Insured by 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
such letter of credit shall be a sum estimated by the Commissioner to be equal
to the aggregate Purchase Price for the approximate total amount of 011 to be
tendered by Seller to Purchaser Chevron during the Tfirst ninety (90) days
following the Date of First Delivery, calculated at the Purchase Price. The
letter of credit shall be substantially In a form satisfactory to the
Comnlssloner, but in any event shall not require any documents to be submitted
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1n 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 Chevron 1s
liable to Seller for a sum equal to the amount of such draft, and that that

sum 1s due and payable 1n full and has not been timely paid.

In the event that Seller should have reasonable grounds for asserting
any claims against Purchaser Chevron under this Agreement and does assert
those claims 1n an aggregate amount 1n excess of the aggregate principal face
amount of the letter of credit then In effect, Purchaser Chevron shall upon
Seller®s request (whether or not Purch? :* Chevron may deny, reject or
otherwise resist such claims) cause the aal face amount of the letter of
credit to be Increased by an amount er co the excess. The principal face
amount of the Iletter of credit shall also be automatically Increased by
Purchaser Chevron without request from Seller whenever the face amount 1s less
than the expected Purchase Price of ninety (90) days of Oil tenders to
Purchaser Chevron under this Agreement, to an amount equal to the expected
Purchase Price of ninety (90) days of 011 tenders to Purchaser Chevron. The
principal face amount of the letter of credit may be decreased by Purchaser
Chevron upon approval of Seller 1f the face amount is more than the expected
Purchase Price of ninety (90) days of 011 tenders to Purchaser Chevron under
this Agreement, to an amount equal to the expected Purchase Price of ninety
(90) days of 011 tenders to Purchaser Chevron.

The letter of credit must allow drafts to be drawn and presented to
the Issuer up to and Including the 90th day after the last delivery of Royalty
Oil to Purchaser Chevron under this contract. The Commissioner may accept
such other or additional security as she, In her sole discretion, considers

adequate to protect Seller.
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15.2 Purchaser Petro Star Letter of Credit. Sixty (60) days prior
to the Date of First Delivery, Purchaser Petro Star shall cause to be Issued
and delivered to Seller an |Irrevocable stand-by letter of credit, with an
effective date no later than the Date of First Delivery, Issued for the
benefit of Seller by a state or national banking Institution of the United
States (“lIssuer™), which 1s Insured by 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
such letter of credit shall be a sum estimated by the Commissioner to be equal
to the aggregate Purchase Price for the approximate total amount of 011 to be
tendered by Seller to Purchaser Petro Star during the first sixty (60) days
following the Date of First Delivery, calculated at the Purchase Price. 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 Petro Star is
liable to Seller for a sum equal to the amount of such draft, and that that
sum 1s 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 Petro Star under this Agreement and does assert
those claims 1n an aggregate amount 1n excess of the aggregate principal face
amount of the letter of credit then In effect, Purchaser Petro Star shall upon
Seller®s request (whether or not Purchaser Petro Star 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 Petro Star without request from Seller whenever the face amount Is
less than the expected Purchase Price of sixty (60) days of 011 tenders to
Purchaser Petro Star under this Agreement, to an amount ev<al to the expected
Purchase Price of sixty (60) days of 011 tenders to Purchaser Petro Star. The
principal face amount of the letter of credit may be decreased by Purchaser



Petro Star upon approval of Seller 1f the face amount 1is more than the
expected Purchase Price of sixty (60) days of 011 tenders to Purchaser Petro
Star under this Agreement, to an amount equal to the expected Purchase Price
of sixty (60) days of 011 tenders to Purchaser Petro Star.

The letter of credit must allow drafts to be drawn and presented to
the Issuer up to and Including the 60th day after the last delivery of Royalty
011 to Purchaser Petro Star under this contract. The Commissioner may accept
such other or additional security as she, 1n her sole discretion, considers

adequate to protect Seller;

15.3 Purchaser Petro Star Amerada Hess Escrow. Sixty (60) days
prior to the Date of First Delivery, Purchaser Petro Star shall cause to be
executed anrt delivered to Seller an executed escrow agreement with a state or
national banking Institution of the United States (“Escrow Bank'), which 1s
Insured by the Federal Deposit Insurance Corporation, and which has a
aggregate capital and surplus of not less than One Hundred Million Dollars
($100,000,000), or other banking Institution acceptable to the Seller in Its
sole discretion. The escrow agreement shall be 1n a form satisfactory to the
Commissioner. The escrow agreement shall provide for payment of escrowed
amounts only after final resolution of the Amerada Hess litigation, Including
any appeals, and upon tender of a certified statement, signed by the
Commissioner of Natural Resources and the Attorney General of the State of
Alaska. The certified statement shall specify the disposition of  the
principal and acc~uedlnterest of the escrow as calculated under the
provisions of Articles Il and Vof this Agreement, with the full adjusted
Purchase Price and Interest payable to Seller, and any escrow balance payable
to Purchaser Pet”o Star. Before requesting escrow payment, Seller will give
Purchaser Petro Star at least twenty (20) days written notice of Its
calculations for the escrow disposition.
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Purchaser Petro Star agrees to make monthly deposits Into the escrow
of the sum equal to $1.12 per barrel of Royalty 011 purchased by Purchaser
Petro Star from Seller under this Agreement during the previous month. This
sum represents a negotiated escrow amount, and 1s not any party"s estimate of
litigation results. The amount of this escrow shall be an element of the
"Purchase Price" under this Agreement, and shall be subject to periodic
renegotiation as specified 1n the purchase price reopener provision of Section
? 4

Purchaser Petro Star®shall make payments to the escrow at the same
time as It pays Seller under Article V of this Agreement, including Increased
payments necessitated by quantity adjustments under that Article. Purchaser
Petro Star shall bear all expenses of the escrow, and shall arrange for the
Escrow Bank to send to Seller monthly statements showing the escrow balance.

15.4 Chevron Backup. Purchaser Chevron agrees that, after receiving
at least five (6) days noclce from Seller, 1t will accept delivery of any
volumes of Royalty Oil upon which Purchaser Petro Star has defaulted under
this Agreement. The notice referenced above shall be given by telephone and
by telex to thetelephone number and address provided In Section 12.1.
Purchaser Chevronagrees to take those volumes subject to all the terms of
this Agreement, except that the price for those volumes shall be the Petro
Star Purchase Price. Purchaser Chevron will promptly Increase its letter of
credit to Include the Increased volume. The Commissioner will return the
defaulted volumesto 1n value as soon as possible, and will promptly notify
Purchaser Chevronof the date on which deliveries to 1t under this section

will cease.
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ARTICLE XVI
PREFERENTIAL HIRING

Purchaser agrees to hire and employ Alaska residents and Alaska
companies to the extent they are available, willing and qualified for all work
performed 1n Alaska under or 1n connection with this Agreement, Including but
not limited to construction and operation of facilities to refine or otherwise
use the Royalty Oil. As used 1n this Agreement "Alaslta resident” means an
Individual who has resided 1n 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 1s 1n Alaska.
Seller acknowledges that under the arrangements Initially contemplated under
this Agreement, Purchaser Chevron will not be performing work 1n Alaska under
or 1n connection with this Agreement.

IT tnls 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 Jlaws 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 1n 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.



ARTICLE XVIII
NO WARRANTIES

The purchase and sale of Royalty Oil under this Agreement is subject
only to the warranties of Seller expressly ret forth 1n this Agreement and
Seller disclaims and Purchaser waives all other warranties, express or implied

in law, whatsoever.

ARTICLE XIX
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. Any material amendment to this contract that appreciably reduces
the consideration received by the state vrequires prior approval of the

legislature.

ARTICLE XX
SUCCESSORS AND ASSIGNS

No assignment, pledge or encumbrance of this Agreement shall be made
by either Purchaser without first obtaining the written consent of Seller, or
by Seller without obtaining the written consent of both Purchasers. The
Commissioner may grant such consent on behalf of Seller. The Commissioner
shall have sole and complete discretion in granting or denying a proposed
assignment, pledge or encumbrance. Subject to the above requirements 1n 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, 1f
Purchaser gains or acquires a controlling Interest In an entity which has an
agreement with Seller for the sale of 011 (“Other Agreement”), then Seller, at
Its option and on thirty Days"™ prior notice, may require Purchaser to
terminate either this Agreement or the Other Agreement. The choice of which
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Agreement to terminate will be Seller®s. Purchaser may request that Seller
waive this provision in advance of Purchaser gaining a controlling Interest In
an entity which has an agreement with Seller for the sale of 011. The
Commissioner has sole and complete discretion In granting or denying the
requested waiver.

ARTICLE XXI
HEADINGS

Headings used 1n this Agreement are for convenience only and shall
not affect the construction of this Agreement.

ARTICLE XXI1
RECORDS

22.1 Preservation of Records. Purchaser will preserve and maintai
all books, accounts, and records directly relating to the performanceof this
Agreement, Including but not limited to the purchase or sale of Oil and Its
refined products, for a period of six (6) years. Purchaser will also maintain
and preserve all similar bocks, accounts, and vrecords of which 1t has
possession belonging to those third parties with whom.lt 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 1s 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 Purchaser®s principal
office 1n the State of Alaska within thirty (30) days after written request by
Seller.



