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AGREEMENT FOR THE SALE AND
PURCHASE OF ROYALTY OIL
THIS AGREEMENT s effective as of April 21, 1995 by and between the State of .Alaska
(State) and Tesoro .Alaska Petroleum Company, a Delaware corporation with its principal offices
located at 3230 C Street. Anchorage, Alaska 99503 and Tesoro PetroleumCorporation,a Delaware

corporauon with i* principal offices located at 87CO Tesoro Drive, San .Antonio, Texas 78217

(collectively Tesoro).

ARTICLE |
DEFINITION'S
As used in this Agreement, the following terms shall have the following respective meanings:

11 "Commissioner" means the Commissioner of the .Alaska Department of
Natural Resources or his designee.

12 "Dailv Rovaltv Oil" means the quantity of Royalty Qil produced by the
Lessees from the Prudhoe Bay Unit .Areain a Day except as provided in Article 2.1(b).

13 "Day" means a period of twenty-four (24) consecudve hours, beginning at
1201 am., Alaska Standard Time.

14 "Effective Dace" shall have the meaning set out in Article V1.

15 'Field Cost Agreement” means the Prudhoe Bay Royalty Settlement

Agreement effecdve April 1 1980.
16 "Leases" means the Oil and Gas leases which are subject to the terms of the

Prudhoe Bay Unit Agreement.
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17  "Lessee" means any person owning a working interest in any of the Leases.

18 "Month" means the period beginning at 12:01 am., Alaska Standard Time,
on the first Day of the calendar Month and ending at the same time on the first Day of the next
succeeding calendar Month.

19  "OU' means the same as the word "oil" under the Leases and the Unit
Agreement, except where inconsistent with Articles 2.1(b) and 2.2 of this Agreement, in which case
Articles 2.1(b) and 2.2 shall control. For purposes of this Agreement, "Oil" shall also include natural
gas liquids ("NGLs").

110 "Point of Delivery" shall have the meaning set out in Article 2.6.

111 "Rovaltv Oil" means the Oil which the State may take in-kind (in amount) as
its royalty under the Leases whether or not the State has elected to take or is taking that royalty in-
kind except as provided in Article 2.1(b).

112 "Rovaltv Settlement Agreement” means the written royalty settlement
agreemens between the State and Exxon Corporation (“"Exxon") dated December 31, 1991

113 "Rovaltv Value" means the royalty value of all liquid hydrocarbons from the
Prudhoe Bay Unit or the Prudhoe Bay Unit initial Participating .Areas as provided in Article 2.1(h)
calculated in accordance with the Royalty Settlement Agreement for West Coast placements as
explained in Atticle 2.3.

114 "TAPS" means the Trans Alaska Pipeline System.

115 "Unit Agreement" means the Prudhoe Bay Unit Agreement effective April 1,

1977, by and between the Lessees and the State, as amended from time to time.
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ARTICLE H
SALE OF ROYALTY OIL
2.1 Quantity.

2.1(3) Prudhoe Bav Unit Quantity. The State agrees to sell to Tesoro and
Tesoro agrees to buy from the State that amount of Oil equal to 30.0 percent of the Daily Royalty Oil
(Maximum Quantity). At any time upon six months and ten days written notice, Tesoro may: (1)
decrease the M: dmum Quandty; or (2) terminate this Agreement, in which case Tesoro shall not

make any payments as described in .Article 2.11.

Subject to the limitations in this article, Tesoro may temporarily decrease or increase
the amount of Qil to be tendered, but not the Maximum Quandty provided in this article. To increase
or decrease the amount of Qil to be tendered, Tesoro must give the State at least six Months and ten
Days written notice. If, however, the increase or decrease is less than ten percent of Tesoro's then
current in-kind nominadon, Tesoro must give at least one hundred Days written notice. In addiuon.
the new tendering will take effect on the first Day of the Month after the applicable notice period
expires.

The volume of Daily Royalty Qil available to the State will vary and may be
interrupted from dme to time, and depends upon a variety of factors, including the rate of producuon
from the Leases. The State disclaims and Tesoro waives any representadon, covenant or warranty,
expressed or implied, that a specific quandty or the total or daily, monthly, average, or aggregate
volume of Royalty Qil will be sold or tendered under this Agreement. The State warrants that it has

good tide to the Qil tendered under this Agreement.
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If the State underlifts or stores Royalty Oil at the Prudhoe Bay Unit, or if the State
recovers underlifted or stored Royalty Qil, the quandty of Oil tendered under this Agreement shall be
calculated as if no Royalty Oil were underlifted or stored or recovered.

2.1(b) Initial Participating Areas Quantity. The State may choose, in its sole
discretion, to sell to Tesoro, and Tesoro agrees to huy from the state, oil that is produced solely from
the iniual Participating .Areas of the Prudhoe Bay Unit, as defined in the Unit Agreement, rather than
from all participaung areas and Leases within the Prudhoe Bay Unit. If the State so elects, the
Maximum Quandty of Oil shall equal 35.2 percent of the Royalty Qil produced from the initial
Participaung .Areas ina Day. If the State so elects, the terms Daily Royalty Qil, Oil. and Royalty Oil
shall have the same meaning set forth in Article | as limited in this article.

2.2 Quality. The Oil sold shall be the same quality as the Royalty Oil delivered
by the Lessees to the State at the Point of Delivery from the Prudhoe Bay Unit .Area. Tne quality of
the Oil sold may vary from time to dme. The State disclaims, and Tesoro waives, any guarantee,
representauon, or warranty, either expressed or implied, of merchantability, fitness for use, or
suitability for any particular use or purpose, or otherwise, of any of the Qil delivered under this
Agreement or as to any specific, average, or overall quality or characteristic of Qil to be sold or
tendered under this Agreement. Tesoro expressly waives any claim that any liquid hydrocarbons
made available to the State by Lie Lessees, including such substances as crude oil, condensate, natural
gas liquids, or return ail from the Prudhoe Bay Unit Crude Qil Topping Plant, that may be blended
with crude by the Lessees before the Point of Delivery and tendered as a common stream by the

Lessees to the State as Royalty Oil are not Oil, for purposes of this Agreement.
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2.3 Price of the Rovaitv Oil. The price each Month for Oil purchased under this
Agreement shall be the Royalty Value for that Month of Oil delivered to the West Coast by Exxon
from the Prudhoe Bay Unit production. The Royalty Value shall be determined according to the
Royalty Value calculadon stated in Article 3.2 ¢) of its Royalty Settlement Agreement, except that die
Average Valdez Netback shall be the West Coast Valdez Netback. Exhibit A is an illustrative
calculadon of the price if Tesoro had purchased Qil during the Month of January, 1995.

If any applicable law of the United States of .America or any rule or regulation
promulgated by a federal agency will, in the sole judgment of the State, operate to prohibit or prevent
the State from receiving the full amount due under the above provision, Tesoro's obligauon 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 the State to comply with that law, rule or regulauon.

24 Reopeners.

2.4(a) Export Ban Reopener. Neither Tesoro nor the State shall have the
right to reopen this Agreement, unless the export ban on .Alaska North Slope crude now in effect is
lifted. Anytime after the export ban is lifted, either Tesoro or the State may reopen this Agreement
for purchase price only, by giving the other party one month’s prior written nodce. Upon issuance
and receipt of a todce to reopen, Tesoro and the State wall prompdy commence good faith
negodauons in an attempt to establish a new purchase price. If Tesoro and the State cannot agree on a
price within three months after the written nodce to reopen, either Tesoro or the State may terminate
this Agreement upon nine months written nodce to the other. The purchase price for Ol tendered

during any period pending teirninarion shall be the price in effect immediately before giving the
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notice of intent to reopen. If a new purchase price is agreed to by Tesoro and the State, the new price
shall be effective for Qil delivered in the month following the Agreement.

2.4(b) Rovaltv Settlement Agreement Reopener. Tesoro shall not intervene
or otherwise participate in any way regarding litigation, styled ANS Rovaltv Litigation. Case No. 1-
JU-77-847. any future royalty settlement agreements with the Lessees, or reopeners or other
discussions under or pertaining to royalty settlement agreements. Any judgment resulting from the
ANS Rovaltv Litigation, any future royalty settlement agreements, or any reopener under the Royalty
Settlement Agreement shall be conclusively binding upon Tesoro whether or not Tesoro agrees with
or consents to the terms of any such judgment, settlement, or reopener. Furthermore. Tesoro has no
independent right to invoke any of the provisions of the Royalty Settlement Agreement. If the
Royalty Value is modified in the future as a result of a modification of the Royalty Settlement
Agreement, a corresponding retroactive modification will be made to the price term of this
Agreement and interest will apply to the modiflcauon, whether resulting in an overpayment or
underpayment, as set forth in Article 5.6. Tesoro agrees to be conclusively bound by any such
modincadon agreed to by the State and Exxon.

Nevertheless, due to potendal unpredictable increased costs to Tesoro posed by any
changes to Arricle HI of the Royalty Settlement Agreement and/or any changes made under the
reopener procedures of Article [V of the Royalty Setdement Agreement, the State shall give Tesoro
nodce of such changes or a Nodce of Reopener initiated by Exxon or the State. Such nodce shall
include informauon on the nature of such changes and/or the reopener, the requested effecuve date of

any such changes or proposed changes, and the posiuon taken by Exxon and the State. Any changes
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and/or Reopener action under the Royalty Settlement Agreement will give Tesoro the right to
terminate this contract upon six Months and ten Days written notice to the State.

25 Point and Time of Deliver/. Simultaneously with receipt of its Royalty Qil
from its Lessees, the State shall tender the Oil to Tesoro where the State receives the Royalty Ol
from its Lessees. That point presendy agreed to by the State and its Lessees in .Article 2.3 of the Field
Cost Agreement is the TAPS Pump Station No. 1 Prudhoe Bay Custody Transfer meter ("Transfer

Meter").
26  Passage of Title and Risk of Loss. Tide and risk of loss to the Qil sold under

this Agreement shall pass from the State to Tesoro for all purposes when the State tenders the Oil at

the Point of Delivery.
2.7 Tesoro's Responsibility. Tesoro shall be responsible for the Oil after passage

of tide. Tesoro will indemnify and hold the State harmless from and against any and all claims, costs,
damages (including reasonably foreseeable consequential damages), expenses, or causes of action
arising from or in connecuon with any transacuon or event which relates to the Od after tide has
passed to Tesoro.

28  Transponation .Arrangements. Tesoro shall make ail necessary arrangements
for transporting the Oil sold under this Agreement from the Point of Delivery, including satisfaction
of line fill obligadons and storage tank bottom requirements of the TAPS, if any. If requested by the
State, Tesoro shall submit specific information concerning its arrangement for transportauon of the
Qil sold under this Agreement through and away from the TAPS and for the resale or other disposal
of the Oii. Such informadon may include the specific tenders of Oil made to the TAPS and

idendficadon of tankers, if any, which will transport the Qil. In addiuon, Tesoro will provide the

/
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State, if requested by the State, with satisfactory evidence or reasonable assurance of the existence
and continuing validity of adequate arrangements for the transportation or disposal of the Qil subject
to this Agreement. Failure to provide informadon, evidence, or assurances requested will, at the
State's elecuon by nodce to Tesoro, be a material default under this Agreement.

29  Absolute Obligations. The obligations of Tesoro to accept, pay for, and
arrange for the transportation of the Qil tendered or sold under this Agreement are absolute and will
not be excused or discharged by the operadon of any disability of Tesoro, event of force majeure,
impracticability or performance, change in condidons, or any other reason or cause.

2.10  Date of First Deliver/. The date of First Delivery will be the first Day of
January 1 19%.

211 Performance Guaranty and Reservation Fee. If Tesoro does not take the
Maximum Quandty, Tesoro shall pay to the State, in addidon to the purchase price on the actual
quandty taken, an amount equal to .75 percent of the purchase price per barrel per Day on the
difference between the Maximum Quandty and the actual quandty tendered to and accepted by
Tesoro for each Day Tesoro does not take the Maximum Quantity,

212 In-Stace Processing. Tesoro agrees to use best efforts to insure that any and all
of the Royalty Oil tendered under this Agreement will be processed through Tesoro's refinery near
Nikiski, Alaska, or will be exchanged for other crude oil which shall be processed at that refinery.
"Process” means the manufacture of refined petroleum products.  In no event, however, shall the
quanaty of Royalty Oil, which must be processed, be less than 80 percent of the volume of Royalty
Qil tendered under this Agreement. “Exchange” means: (1) direct trades of equal volumes of crude

oil; (2) trades of crude il involving either cash or volume adjustments, or both, provided that those



adjustments relate solely to quality or locadon differences; (3) sequenual transactions in which Tesoro
receives back crude oil from a party other than the party which receives the Royalty Qil in a trade
from Tesoro; or (4) matching purchases and sales of crude oil. The terms under which Tesoro
receives crude oil in any exchange shall not differ in any significant term from the terms under which
Tesoro delivered Royalty Qil except for terms which adjust for differences in quality and location.
Tesoro agrees that any trade or exchange shall not reduce the price to be paid to the State and that
trades or exchanges shall be at no cost or expense to the State.

Tesoro's obligadon to process Royalty Oil or exchanged oil in-State may only be

© w N oo o B W N e

suspended or excused under the provisions of Articles Vm and X.

10 The State may. in its sole discretion, waive the in-State processing requirement in
11 whole or in pan. if State is satisfied that Tesoro is using its best efforts to process the Royalty Qil
12 tendered or the oil exchanged for Royalty Qil tendered under this Agreement at Tesoro's .Alaska
13 refinery and that the waiver would not be contrary to the underlying intent of the other provisions of

14 this Agreement.

15

16 ARTICLEm

17 REPRESENTATION .AND OBLIGATIONS OF TESORO

18 Tesoro warrants, represents, and agrees:

19 31 Good Standing and Due Authorization. Tesoro is, and at all times during the

20 operadon of this Agreement shall remain, a corporadon organized and existing under and by virtue of
21  the laws of the United States or of any State, territory or the District of Columbia, and qualified to do

22 business in, and in good standing with, the State of Alaska. Tesoro has all vcessary corporate power
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to enter into this Agreement and to perform the covenants and obligation under this Agreement. Al
necessary corporate action has been taken to authorize Tesoro to enter into this Agrt ment and
perform its covenants and obligations under this Agreement.

32  Financial Condition. The financial information submitted to the State is
complete and correct and fairly presents Tesoro's fmancia* condition when the information was
submitted to the State. The financial information wes prepared in accordance with generally accepted
accounting principles consistendv applied. ~ Since the date the information was submitted, the
condition, business, and properties of Tesoro have not been materially adversely affected in any way.
Tesoro agrees to inform the State immediately if there is any material adverse change in its conaidon,
business, or properties which may have an appreciable adverse effect on its ability to perform under
this Agreement. Tesoro, in addition, will immediately inform the State of any significant change in
ownership of Tesoro, affiliates, parent company, and of any change in Tesoro's operations or
Agreements, which may appreciably affect Tesoro's performance under this Agreement.

33 Financial Statements. As soon as possible after the end of the fiscal year of
Tesoro, and in any event within one hundred twenty Days thereafter, Tesoro will furnish to the State,
at Tesoro's sole cost and expense, a report or a complete copy of a report in a form to be prescribed
from time to time by the State which will include Tesoro's balance sheet as of the close of the fiscal
year and the income statement for that year, prepared in each case in accordance with generally
accepted accounung principles consistendy applied by certified public accountants of recognized
standing. For purposes of complying with this article, Tesoro may submit, and the State will accept,
the annual report of Tesoro Petroleum Corporauon filed with the United States Securides and

Exchange Commission pursuant to Sec. 13 or 15 (d) of the Security Exchange Act of 1934,

10
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article Iv
MEASUREMENTS .AND TESTS
The quantity and quality of Qil sold under this Agreement shall be determined at the
Point of Delivery. Procedures and methods for measuring and metering the Oil sold under this

Agreement shall be in accordance with the practices then in effect in the Prudhoe Bay Unit.

ARTICLE V
PAYMENTS AND ACCOUNTING

51 Initial Billing. The State will send to Tesoro, on or before the tenth business

Day of each Month after delivery of Qil, an invoice statement of account of all Oii estimated to have
been measured at the Transfer Meter and tendered to Tesoro under this Agreement during the
immediately preceding Month according to the best informadon available to the State, the estimated
purchase price applicable to those deliveries, and the total amount due (Initial Billing Invoice). The
estimates will be made hy the State according to the best informadon reasonably available to the
State. The State may render its Initial Billing Invoice to Tesoro based in part upon information
reported by die Lessees to the State, informadon published by the U.S. Government, and informadon
published in Platt's Oilgram Price Report or any other publicly available report. The State shall
thereafter adjust its Inidal Billing Invoice under this anicle as soon as more accurate informadon
concerning die quandty and purchase price of Qil delivered each Month is available. The State,
however, shall not be required to adjust the Inidal Billing Invoice before the sending of the next

Month's invoice statement of account.

11
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52 Initial Adjustment. After the Initial Billing Invoice under Article 5.1, the next
Monthly invoice will also state the State's initial adjustments, plus interest, to be made, if any, to the
Initial Billing Invoice rendered in the immediately preceding Month, in accordance with any
additional or more accurate information which may have become available to the State (“Inidal
Adjustment Invoice"). Whether or not inidal adjustments are made, however, subsequent adjustments
may be made under Anicle 5.5.

53 Subsequent Adjustments. Tesoro acknowledges that after the Initial Billing
and Inidal Adjustment Invoices, more accurate informadon concerming the quantity of or purchase
price for Royalty Oil tendered may become available to the State. If any such informadon should
|ater become available to the State, it shall furnish a corrected invoice statement of account to Tesoro
("Subsequent Adjustment Invoice") and the State will adjust the amount previously billed; and Tesoro
will pay, or the State wall credit or refund, the amount of any Subsequent Adjustment Invoice plus
interest. If the State should render a Subsequent Adjustment Invoice to Tesoro, any amount to be
credited or refunded from die State to Tesoro or paid by Tesoro to the State will be refunded or paid
within thirty Days after the date of the Subsequent Adjustment Invoice.

The pardes recognize chat subsequent adjustments may be necessary after December
31, 1998, and, accordingly, the provisions of Anicle V will survive any terminadon of this
Agreement. - Any Subsequent Adjustment Invoice rendered more than six years after the date of
delivery will bear interest for only sue years from the date accrued as defined in Article 5.5. This
limitadon on interest does not apply to Subsequent Adjustment Invoices resulting from: (1)

requlatory, reopener or court proceeding (including appeals) commenced during the six year period

12
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commenced during the six year period.
54 Payment. Tesoro will pay the Initial Billing Invoice on the third business Day

of the month following delivery or within three business Days after the date of the invoice whichever
Is later; and the Initial Adjustment Invoice within three business Days of the date of the invoice and
on any Subsequent Adjustment Invoice within 30 Days of the date of the invoice. Payment shall be
made without any deduction, set off, or withholding, by wire transfer of immediately available funds

to the State's account at the following address:

State Street Bank & Trust Company

Boston, Massachusetts

ABA #011000028

For credit to the State of Alaska

General Investment Fund, AY01

Account#00657189

Atm: Kim Chan, Public Funds

Payment may be made in such other manner or to such other address as the State

specify in the invoice statement of account or by other written notice. Al other payments to be made
under this Agreement shall be paid in the same manner. If payment is due on a Saturday, Sunday, or
legal holiday of the place where payment is to be received, payment shall be made on the next
following business Day. It is recognized that the State may hill, and that Tesoro will pay, amounts
that are based upon confidential informadon held or received by the State. 1f comidendai informadon
Is used as the basis for a billing, dien the State will furnish Tesoro, upon its request, with the certified
statement of the Commissioner that the amounts billed are correct based upu: the best informadon
available to the State. Ifa dispute concerning a bill arises, Tesoro agrees tc pay the full amount billed

by the State, except for obvious clerical mistakes, pending final resoludon of the dispute.

13
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55 Interest. The Amount of ail sums, which are not paid when due under this
Agreement or which are later determined to be due as an adjustment, shall bear interest from the date
accrued until paid in full at the rate as provided in AS 38.05.135(d) or as that statutory provision may
later be amended. Currendy, that interest rate in a calendar quarter is at the rate of five percentage
points above the annual rate charged member banks for advances by the 12th Federal Reserve District
as of the first Day of that calendar quarter, or at the annual rate of 11 percent, whichever is greater,
compounded quarterly as of the last Day of that quarter. The term "date accrued” means the date of
the "Inidal Billing plus three business Days." Interest shall apply to both adjustments for
overpayments and underpayments.
The following illustrates from what date interest will run;
January 1-31, 1996 -- Tesoro takes 1996 January production;
February 9, 1996 -- State sends Tesoro the Inidal Billing Invoice for 199 January
production;
February -1, 199 (Inidal Billing plus three business Days) -- Tesoro must pay the
Inidal Billing Invoice for January 1996 producuon.If Tesoro  doesnot pay on
this day, the Inidal Billing Invoice bears interest from this date plus a late
payment penalty.
March 8. 1996 - State sends Tesoro the Inidal Adjustment Invoice for January 199
producuon. Tesoro owes the State an addidonal sum.
March 13, 1996 - Tesoro must pay the Inidal Adjustment Invoice plusinterest from

February 14, 1996 throught the payment date.

14
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January 10, 1997 -- State sends Tesoro a Subsequent Adjustment Invoice for January
19% producuon. Tesoro is entided to a credit. State pays interestfrom
February 14, 1996 through January 10, 1997.

April 10, 2006 - The State is nodfied by Exxon that, due to a clerical error, it has
revised the Royalty Value for January 19%.

April 17, 2006 - State sends Tesoro another Subsequent Adjustment Invoice for
January 1996 producuon after Exxon a reports a clerical error in its
calculadon of the Royalty Value. Tesoro owes the State an addiuonal sum.

May 17, 2006 - Tesoro must pay the Subsequent Adjustment Invoice for January
199 production plus interest from calculated February 14,1996 through
February 14, 2002. If Tesoro does not pay the Subsequent Adjustment
Invoice on this date, interest will accrue from Februa® 14, 199 through the
date the payment is made and Tesoro must also pay alate paymentpenalty.

November 10, 2006 - Court setces dispute between the TAPS carriers and shippers:
Carriers are awarded a higher tariff for January 199%.

November 30, 2006 - State sends Tesoro a Subsequent Adjustment Invoice. Tesoro
is endded to a refund which includes interest calculated fromFebruary 14,
199 through November 30, 2006.

56  Late Payment Penalty. If Tesoro fails to make a full payment within three

business davs of the date of either an Inidal Billing Invoice or Inidal Adjustment Invoice, or within

thirty Days of the date of any Subsequent Adjustment Invoice, then in addiuon to the amount due

15
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plus interest from the date accrued until the date of actual payment, Tesoro will pay an amount equal

to five percent of the principal payment due as a late payment penalty.
5.7 Payment to Lessee. At the request of the State in the invoice statement of

account or otherwise in writing, Tesoro shall pay all or any portion designated by the State ot that
payment requiied to be made to one or more of the Lessees at an address or addresses and in the
manner designated by the State. The payment will be made within the time limit specified in
Anicle V. The State may authorize and designate a third party to make the request and designate the
amount, manner and place of payment under this provision. L'nless otherwise specified, the balance

of the payment due, if any, and payment for subsequent Months, shall be made in accordance with

Article V.
53 Payment to Third Panies. Tne Stare may direct that Tesoro pay any amount

due or which may become due directly to a third party in a manner and time as may be directed by
the State in written notice to Tesoro if, in the State's sole discretion, the payment to the third party

will assist the State in monitoring or enforcing this Agreement.

ARTICLE VI
TERM
This Agreement shall become effective upon execution by the parties. The State's
obligation to sell and Tesoro's obligation to buy Royalty Oil hecomes effective immediately.
Deliveries under this Agreement shall begin on January 1 199, and shall end December 31, 199,

The provisions of Article V shall survive the cerminauon of this Agreement.

16
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ARTICLE VH
DEFAULT OR TERMINATION

71 Default. If any one or more of the following events (“Events of Default")

occur, then the State, at the its sole option, may terminate or suspend its obligation to tender and sell

Qil and exercise any one or more of the rights and remedies provided in this Agreement;

)

At any time, Tesoro (a) repudiates any of its covenants or obligations
under this Agreement, or (b) fails, within five Days, after written
request from the State to provide the State with written affirmauon of
this Agreement and of Tesoros intention to perform under this
Agreement (together with evidence or assurances of transponation
arrangement pursuant to Article 2.8 reasonably satisfactory to the
State);

Tesoro does not pay in full any sum owed under tliis Agreement at the
time when payment is due;

Tesoro fails to observe or perform any of its other covenants and
obligations under Article II;

Tesoro does not perform any act required or contemplated under this
Agreement and: (3) the non-performance cannot be cured; () the
nonperformance continues for more than thirty Days after the State
has notified Tesoro of its nonperformance; or (c) Tesoro has failed to
perform the same or any other act required or contemplated under this

Agreement;

17
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(v)  There is a material adverse change in Tesoro's condiuon, business, or

property which may appreciably affect its ability to perform any of its
. obligations under this Agreement and Tesoro is unable or unwilling to

give the State adequate assurance of continued performance either
within five Days of a request for such an assurance or within such
other shorter time period as the State may request under the
circumstances;

(vi)  Any representauon or warranty made by Tesoro in this Agreemenc
was materially false or incorrect when made; or

(vi)  Tesoro's failure or inability for any reason (including reasons beyond
Tesoro's control) to maintain the Security described in Article XV,
notwithstanding Tesoro's continuing willingness and ability to
perform its other obligauons and covenants under the Agreement.

7.2 Failure to Pav Debts. If Tesoro becomes unable to pay any of its debts when
due, or should otherwise become insolvent (regardless how that insolvency may be evidenced),
Tesoro will immediately give written notice of that fact to the State. Whether that nodce is given, if
Tesoro becomes unable to pay any of its debts when due or should otherwise become insolvent, the
State's obligadon to tender and sell Oil will automadcallv and immediately terminate without any
requirement of nodce or other acuon by the State; however, Tesoro will nevertheless be and remain
liable for payment and performance of all of its obligauons and covenants under this Agreement
regarding Qi actually tendered by the State to and after any such terminadon. Within thirty Days

after receipt of Tesoro's nodce or, if no nodce is given, after the State otherwise becomes aware (as

18
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determined in the State's sole discretion) of Tesoro’s insolvency, the State will have the right, upon
written notice to Tesoro, to reinstate all of the State's and Tesoro's obligations under this Agreement
retroactively to the date of termination.

7.3 State's Remedies. If any Event of Default occurs or if the State's obligation to
tender and sell Oil under this Agreemenc is terminated or suspended, all of Tesoro's obligations
accrued but not otherwise due and payable under this Agreement will immediately be due and
payable in full. In addition, Tesoro will indemnify and hold the State harmless from and against all
other liability, damages (including reasonably foreseeable consequential damages), costs, losses and
expenses (including reasonable attorney's fees and disbursements) incurred by the State and arising
out of the Event of Default, termination, or suspension. The State shall have the right cumuladvelv 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.

Addidonally, in its sole discreuon, the State, upon occurrence of any Event of
Default: (1) may dispose to third parties any or all Royalty Qil to be tendered and sold under this
Agreement and (2) may release Tesoro from the in-state processing obligauons set forth in Article
2.12 until the Event of Default no longer exists or the obligadon G Tesoro to take QOil under this
Agreement expires. If the State disposes of Oil to third parties, or if Tesoro is released from Article
2.12, whether or not this Agreement is terminated, Tesoro will nevertheless remain liable for the
difference between the purchase price for that Ol under this Agreement and the price received by the
State by disposidon, including all of the expenses (including reasonable attorneys' fees and costs), and

losses incurred by the State arising out of the Event of Default or disposidon.
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74 Tesoro's Exclusive Remedies. Upon any breach of, or default In performance
of any of the State's covenants or obligations under this Agreement. Tesoro agrees that its remedies
will not include a temporary restraining order or preliminary injuncrion preventing the State from

taking any action regarding the Royalty Oil which is the subject of this Agreement.

ARTICLE VTQ
DISPOSITION OF OIL

81  Disposition of Oil Upon Default or Termination. Tesoro recognizes that the
State may be required to give up to six Months notice to the Lessees (or ninety Days if the amount of
increase or decrease IS less than ten percent of the then current nominadons or marine transportadon is
available) to increase or decrease the amount of Daily Royalty Oil to be taken in-kind. Tesoro agrees
that the State's elecung to invoke its rights to return to taking its Rovaitv Oil in-value on less than six
Month's prior nodce, or to attempt to secure a waiver of any condidon or requirement, is at the State's
sole discreuon. Notwithstanding terminauon of this Agreement for any reason, Tesoro shall condnue
to take and purchase the State's Royalty Qil in the amount and tor the price set forth in this
Agreement for up to six Months following terminauon if the State, in its sole discreuon. so requires.

82  Inability to Receive Oil. If for my reason. Tesoro is unable or refuses to
accept or receive any Oil tendered under this Agreement. Tesoro shall nevertheless be and remain
responsible for the disposal of that Oii and for paying the State for the Oil as though it had been
received and accepted by Tesoro unless the State, in its sole discreuon, elects to waive this
requirement. To secure Tesoro's obligauons under Article S.2 and Article 2.9, Tesoro shall, if the

State requests, assign or otherwise transfer to the State or its designee all or pan right, ride and interest

20
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of Tesoro 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
TAPS; provided, that the State shall not have any liability or obligations under any such nominadons,
Leases, agreements, contracts, charter parties or other arrangement unless, and to the extent that, the

State shall actually exercise its rights to succeed to Tesoro's interest under them and shall obtain the

benefits of them.
83  No Right to Storage or Underlift. Tesoro waives and disclaims any interest or

risht that it may assert to storage of Royalty Qil, including by underlift or other means, to which the

State is or may become to be entitled under the Leases or any other agreement.

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

nature.
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ARTICLE X

VALIDITY
If any provision or clause of this Agreement or application of this Agreement is held
invalid, that invalidity shall not affect other provisions or application 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 pair/ to this Agreement, that party may terminate this

Agreement by notice to the other.

ARTICLE XI
FORCE MAJEURE AND CHANGE IN CONDITION

111  Effect of Force Maieure. Except for Tesoro's obligations to pay for Oil
tendered and to accept and dispose of Royalty Qil, neither party shall be liable for any failure to
perform when performance is prevented, in whole or in substantial part, by force majeure after good
faith efforts to perform. The term force majeure” shall mean an event or condidon not within the
reasonable control of the party claiming the benefit of this excuse. If, however, any material
obligauon of Tesoro is excused or suspended by a force majeure for sixty successive Days or more,
the State will have the right to terminate this Agreement. Before the State exercises its right to
terminate, Tesoro and the State shall in good faith negodate to restore the benefits and obligauons of
the force majeure condidon.

112 Responsibility. If a party believes that force majeure has occurred, the party
shall immediately noufy the other party of its claim of force majeure. I force majeure occurs, that

occurrence shall, so far as possible, be remedied with reasonable diligence. Except for Tesoro's
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obligations to pay for Oil tendered and to accept and dispose of Qil, the disabled party's obligations to
perform thac are affected by the force majeure shall be suspended from the time that notificadon

occurs until the disability should have been remedied with reasonable diligence, and for no longer.

ARTICLE Xn
NOTICES
121 Method. All nodces, requests, demands or statements shall be in writing, and
may be delivered personally, telecopied, or sent by registered or certified United States mail, postage
prepaid, with a rerum receipt requested, to the parry to be nodried. Notice deposited in the maii in
this manner shall be effective upon the expirauon of seven Days after it is so deposited or upon the
date of receipt, whichever is earlier. Nodce given in any ocher manner shall be effective only if and

when received by the addressee. For the purposes of notice, the address of the parties shall be as

follows:

If to the State: State of Alaska
Commissioner of Natural Resources
400 Willoughby Avenue
Juneau, Alaska 99801

and
Director, Division of Oil and Gas
P. O. Box 107034
Anchorage, Alaska 99510-0734
Telecopy Number: ('9071562-3852

If to Tesoro:

Gaylon H. Simmons

Tesco Alaska Petroleum Company
8700 Tesoro Drive

San Antonio, Texas 78217
Telecopy Number: 12101 283-2031
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122  Change of Address. Each party may change its address for notice by giving

written notice of the change.

ARTICLE XHI
RULES AND REGULATIONS
This Agreement is subject to all present and future valid laws, orders, rules and

regulations of the United States, the State of .Alaska, and any duly constituted agency of the State of

Alaska.

ARTICLE XIV
SOVEREIGN POWER OF THE STATE
This Agreement shall not be interpreted as a limit on the State of .Alaska's exercise of
any of its sovereign or regulatory powers, whether conferred by constitution, statute or regulation,
including, but not iimited to, its regulatory power over the Leases. Its exercise of any sovereign or
regulatory power will not operate or be deemed to enlarge any rights of Tesoro or to limit or impair

any obligauons or liability of Tesoro under this Agreement.

ARTICLE XV
SECURITY
151 Letter of Credit. Seventy five Days before the Date of First Delivery, Tesoro
shall cause to be issued and delivered to the State an irrevocable stand-hy letter of credit, with an

effective date no later than the Date of First Delivery, issued for the benefit of the State by a State or
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national banicing institution of the United States ("Issuer"), which is insured by the Federal Deposit
Insurance Corporation and has an aggregate capital and surplus of not less than One Hundred Million
Dollars (3100,000,000), or other banking institution acceptable to the State in its sole discretion. The
principal face amount of such letter of credit shall be a sum estimated by the Commissioner, in his
sole discretion, to be equal to the aggregate purchase price for the approximate total amount of Oil to
be tendered by the State m Tesoro during the first seventy five Days following the Date of First
Delivery. The letter of credit shall be 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 crediit
other than the certified statement of the Commissioner or his designee and the Attorney General of
the State of Alaska or his designee that Tesoro is liable to the State for a sum equal to the amount of
such draft, and that sum is due and payable in full and has not been timely paid. The letter of crediit
must be renewed seventy rive Days before its expiration so that a letter of credit is continuously valid
for seventy five Days after the date of the last delivery of Royalty Qil. 1fa replacement letter of
credit, in a form satisfactory to the Commissioner in his sole discreuon. is not received seventy rive
Days before the expiration of the existing letter of credit, then Tesoro shall be deemed to have
materially breached this Agreement, there shall have occurred an event of default under Article 7.1,
and all obligauons of Tesoro accrued, but not otherwise due and payable under this Agreement, will
immediately become due and payable in full.
Lf the State has reasonable grounds for asserting any claims against Tesoro and does
assert those claims in an aggregate amount in excess of the aggregate principal face amount of the
letter of credit then in effect, Tesoro shall, upon the State's request (whether or not Tesoro may deny,

reject or otherwise resist such claims), cause the principal face amount to be increased by an amount
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equal to the excess. Tesoro shall also automatically increase the principal face amount, without
request from the State, whenever the face amount is less than the expected purchase price of seventy
five Days of Qil tenders, to an amount equal to the expected purchase price of seventy five Days of
Qil tenders. Upon approval of the State in'its sole discreuon, Tesoro may decrease the principal face
amount if the face amount is more than the expected purchase price of seventy five Days of Oil
tenders to an amount equal to the expected purchase price of seventy five Days of Ol tenders.

The letter of credit must allow drafts to be drawn and presented to the Issuer up to and
including the 75th Day after the last delivery of Royalty Oil to Tesoro under this Agreement. The
Commissioner may accept such other or additional security as he, in his sole discreuon, considers
adequate to protect the State.

152 Reduction of Term. The term of the letter of credit required under Article XV
shall be reduced from seventy five Days to sixty Days, if Tesoro and the State can reach an agreement
regarding the transportation of Qil if Tesoro defaults under this Agreement. If the parties cannot
reach an agreement, then the letter of credit shall remain at seventy five Days or Tesoro shall have the

right, in its sole discreuon, to terminate this Agreement as provided in Article 2.1.

ARTICLE XVI
PREFERENTIAL HIRING .AND NON-DISCRIMINATION

Tesoro agrees to employ Alaska residents and Alaska companies to the extent they are
available, willing and qualified for ail work performed in Alaska in connection with the Agreement.

"Alaska resident" means an individual who has resided in Alaska for one year at the time of

26
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equal to the excess. Tesoro shall also automatically increase the principal face amount, without
request from the State, whenever the face amount is less than the expected purchase price of seventy
five Days of Oil tenders, to an amount equal to the expected purchase price of seventy five Days of
Qil tenders. Upon approval of the State in its sole discretion, Tesoro may decrease the principal face
amount if the face amount is more than the expected purchase price of seventy five Days of QOil
tenders to an amount equal to the expected purchase price of seventy five Days of Oil tenders.

The letter of credit must allow drafts to be drawn and presented to the Issuer up to and
including the 75th Day after the last delivery of Royalty Oil to Tesoro under this Agreement. The

Commissioner may accept such other or additional security as he, in his sole discretion, considers

adequate to protect the State,

152 Reduction of Term. The term of the letter of credit required under Article XV

shall be reduced from seventy five Days to sixty Days, if Tesoro and the State can reach an agreement
regarding the transportadon of Oil if Tesoro defaults under chis Agreement. If the parries cannot
reach an agreement, then the letter of credit shall remain at seventy five Days or Tesoro shall have the

right, in its sole discretion, to terminate this Agreement as provided in Article 2.1.

ARTICLE XVI
PREFERENTIAL HIRING .AND NON-DISCRIMINATION
Tesoro agrees to employ Alaska residents and Alaska companies to the extent they are
available, willing and qualified for all work performed in Alaska in connection with the Agreement.

"Alaska resident” means an individual who has resided in Alaska for one year at the rime of
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employment and "Alaska companies” means companies incorporated in Alaska or whose principal

place of business is in Alaska.
If this provision is determined to be unconstitutional, then Tesoro agrees to employ

Alaska residents and Alaska companies to the extent such preferential hiring is determined to be

constitutional.

ARTICLE XVTL
APPLICABLE LAW
171 Alaska Law. This Agreement shall be governed by and construed in

accordance with the laws of the State of .Alaska.

172 Submission to Jurisdiction. .Any legal acdon or proceeding arising out of or
relating to this Agreement or for the enforcement of the covenants or obligations of either party must
be instituted in a State court of general jurisdicdon sitting in the State of Alaska and Tesoro hereby

irrevocably submits to the jurisdicdon of that court in any such acdon or proceeding.

ARTICLE XVm
WARRANTIES
The purchase and sale of Royalty Oil are subject only to the warranues of the State
expressly set forth in this Agreement and the State disclaims and Tesoro waives all other warranues,

express or implied in law, whatsoever.
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ARTICLE XIX
AMENDMENT
This Agreement may be supplemented, amended, or modified only by written

instrument duly executed by the parties.

ARTICLE XX
SUCCESSORS AND ASSIGNS
No assignment, pledge, or encumbrance ot this Agreement shall be made by either
party without the written consent of the other party. The Commissioner or theCommissioner's
designee may grant or deny such consent. Subject to the above requirements in this article, this

Agreement will be binding upon and inure to the benefit of each of the parties and its successors and

permitted assignees.

ARTICLE XXI
HEADINGS

Headings used in this Agreement are for convenience only and shall not affect its

construction.

ARTICLE XXH
RECORDS
221 Preservation of Records. Tesoro will preserve and maintain all books,
accounts, and records relating to or arising out of the performance of this Agreement including, but
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net limited to, the purchase or sale of Royalty Oil and its refined products, for a period of no less than
six years from the date of transaction or last adjustment relating to the transacuon. Tesoro will also
maintain and preserve all similar books, accounts, and records of wnich it has possession belonging to
those third parries with whom it contracts for the performance of various pans of this Agreement.
Neither Tesoro nor the State shall be required to retain any records for more than six years unless
retention of such records is specifically required by applicable law or regulation, or this Agreement.
Tesoro shall either maintain its records within the State of Alaska or make such records available to
the State at Tesoro's principal office in the State of .Alaska within thirty Days after written request by
the State.

222 Inspection of Records of Parties. Tesoro and the State will accord to each
other and to their authorized agents, attorneys, and auditors during reasonable business hours access
to any and all property, records, books, documents, and indices directly related to Tesoro's or the
State's performance of this Agreement and which are under the control of the party from which access
I desired so that the other party may inspect, photograph and make copies of that property, records,
books, documents and indices.  The State shall not be required todisclose any information, data, or
records whicn are required to be held confidential by State or federal law or regulation, or by
agreement. If the information obtained by the State may be held confidential under State or federal

law or regulation, Tesoro may request that information be held confidential by the State and the State

will keep this information confidential.
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ARTICLE XXIII
INTERPRETATION OF TERMS AND CONDITIONS

Any disagreement about the meaning or application of a word, term, or condition in
this Agreement will be decided according to the dispute resolution procedure set forth in this article.
Either party may give the other written notice of a disagreement. Within 60 days after written nodce,
Tesoro must present any argument and evidence supporting its view in writing to the Commissioner
for considerauon. Tesoro shall not have the right to civil lidgadon-type discovery or a civil lidgadon-
tvpe trial with the right to call or cross-examine witnesses unless granted by the Commissioner in his
sole discretion. Tne Commissioner will subseauendy issue a finding on the meaning or application of
the disputed word, term, or condidon, setting forth the basis for the conclusions. Tesoro agrees to

accept findings by the Commissioner under this anicle which are supported by substantial evidence.

ARTICLE XXIV
COUNTERPARTS
Tnis Agreement may be executed in muidple counterparts, the parties need not sign
the same counterpart. Each counterpart shall be deemed to be an original and all of which taken

together shall be one and the same instrument.
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ACKNOWLEDGEMENT

State of Alaska
Third Judicial District

THIS IS TO CERTIFY thatonthe » . / day of ftO fL uJJ. 1995, before
me, appeared John T. Shively, the commissioner, Department of Natural Resources, State of
Alaska; that John T. Shively executed that document under legal authority and with
knowledge of its contents; and that this act was performed freely and voluntarily upon die
premises and for the purposes stated in the document.

~ Witness my hand and official seal the day and year in this agreement first
above written,

Notary Public in and for .Alaska
My commission expires: O
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ACKNOWLEDGEMENT

State of Te*as )
Councy or Bexar

THS ISTOGRINFY'that on the 20th dayof Aril A 19%. before me.
aDoeared CGayion a. Simmons of Tesoro Alaska Petroleum Conpany. San Antonio.
Texes; that Gavion a. Simmons executed that document under legal authority and with
knowledge of its contents; and that this act wes performed freely and voluntarily upon the
Dremises and for the purposes stated in the document.

Witness mv hand and official seal the day and year in this agreement first above

written.

M commission exoirss:

Y=CCAUXOX0. X, OXC¢ Br<t.. . L. XXC"
LINDA IDEN |

Notary Puolic. Slate of Texas l

My Commission exDires J
MARCH 27. 1399 \

XJ  d0C0CCC000EC
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ACKNOWLEDGEMENT

State of Texas

$
Countv of Bexar
THS ISTOQRIIFY that on the _20th_day of  April 196, before e,
appeared  Cayicn a. Sinmons of Tesoro Petroleum Corporation. San Antonio. Texes;

that Ga7lon  Simons executed that document under legal authority and with knowledge
of its contents; and chat chis act wes performed freely and voluntarily upon the premises and

for the ourooses stated in the document.

Witness my hand and official seal the day and year :n this agreement first above

written.

LINDA IDEN

Notary Puolic. State of Texas \
My Commission expires |
MARCH 27. 1999



EXHIBIT A
CALCULATION OF ROYALTY VALUE

Unis exhibit shows the mechanics of the price calculation and data sources. Exxon’s Royalty Value for
the Prudhoe Bay Unit lessees are taken fromits Royalty Reﬁort. Royalty Value currently is taken from
Column H of these repons. .Anexample calculation using the information for January 1995 and a

hypothetical RIK volume sold to Tesoro is shown below.  Attached are the Royalty Reoon Summaries

for the Prudhoe Bay Unit.

Exxon's Production Royalty Value Product of Volume Times
from the Prudhoe from Column H Royalty Vaiue
Bav Unit of the Qil
Royalty Report

Summary

Lisbumg Production 17625 Q13 SI'1.050 519,-80,406.44
enter

Prudhoe Bay IPA 3.307.215.20 SI'1.110 597.348,160.37
Total 10.570.115.23 5117,328,207.51

Exxon's Royalty Value =5117,328,207.314 10,570,115.33 = 511.09999

Should Article 2.1(b) apply, the Royalty Value will be calculated using the Royalty Value and
eroduction volumes for oniy the initial Particigating .Arezs.

CALCULATION OF INTEREST

Numbers in these examples are illustrative. They do not represent accurate values that may have
existed in the past or are forecasted for any time in the tuture.

Mechanics of the calculations include:

L The annual interest rate specified in legislation is converted to a daily rate for

calculations. _
2. Credits are applied to the next monthlg/_ Ii)ayment. Payment for an underpayment is due
i

(a) within 3 business of the date the hill is sent for Initial Billings and initial adjustment
or (b) within 30 days of the time the bill is sent for subsequent adjustments. Interest on

overpayments stops accruing on the date of the invoice.

35



Example 1: Initial Billing

Assumptions:

1 Monthis February, _

2. Royaity Oil delivered to Tesoro in January = 1,240,000 barrels. _
3. Royalty Value for January, from Column H of Exxon’s Qil Royalty Report Summaries
4

(attached) = SI 1.09999. y
Bill sent to Tesoro on February 1st: Payment due to State byFebruary  6th (Initial

Billing date plus three business days.
Method for calculating Tesoro's initial invoice for January deliveries:
\Voiume X Price = Initial Billing

120000 x  SI109999 = 513.763,987.60

Note:

Tne lessees are required :0 submit their royaity re‘ports to the State for January's production by the last
day in February. For this reason the State will bill Tesoro for January production based on the
December Royaity Value. Tnis is an interim value and is subject to revision, since the Aé;reement
requires that Tesoro pay the Monthly Pnce for the same production month. Tne revised pr.ce is
incorporated in the invoice submitted the following month (March).
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Example 2 Initial Adjustment

.ssumocions:

1 Monthis March.

2. Royaity Oil delivered to Tesoro inJanuary = 1,240,000 barrels.

2. Revised Monthly Price tor January = SI 1.00000.

4. Annual interest rate charged member banks for advances by 12th Federal Reser
District as of January 1st is three percent. .Annual rate for contract = 11 percent.

5. Date of Initial Adjustment is March 1st

lethod for calculating Tesoro's revised invoice for January deliveries:

Volume X  Price

1240000 x  SIOCOCO

Revised Billing
S13,640,000.00

mount Paid by Tesoro for January deliveries (calculated in Example 1)
513,763,987.60

)vemavment for January: (5123,987.60)

)iEference between Initial Adjustment dace (March 1st) and original accrual date (February 6th) =
ays.

tterest due = S123,987.60 x(11%/365) x 23 = (S859.42)
redit due Tesoro for next month's billing = (S124,34/.02)
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lks PO. 1100
0 Juneatz aj%_%fm
Fax -
State of Alaska
OFFICE OF THE GOVERNOR

JUNIIAU
April 22, 1995

The Honorable Gail Phillips
Speaker of the House
Alaska State Legislature
State Capitol

Juneau, AK 99801-1182

Dear Speaker Phillips:

Under the authority of art. Ill, sec. 18, of the Alaska Constitution, | am transmitting a bill
that provides for legislative approval of aroyalty oil contract between the state and Tesoro
Alaska Petroleum Company for the sale of Prudhoe Bay Unit royalty oil. Also transmitted
with this bill are copies of the resolution of the Alaska Royalty Oil and Gas Development
Advisory Board recommending approval of that contract in accordance with

AS 38.06.040(a)(3) and 38.06.050(a), and the report required by AS 38.06.070(c).

The contract is described in a final finding issued by the commissioner of the Department of
Natural Resources on April 21, 1995. A copy of the commissioner’s final finding and the
signed contract are attached. Copies of the commissioner’s preliminary finding and the draft
contract previously were sent to the legislature and made available to the public for review.

A bill approving the contract is being introduced for legislative approval for two reasons.
First, as a matter of comity, | respect the legislature’s desire to have a direct voice in major
disposals of royalty oil. Therefore, although this and previous Administrations have
consistently 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. can take effect.

Second, this legislation would ratify the royalty oil contract. This ratification would cure
any procedural defect that might have occurred in the process of entering into this contract.

| urge your prompt consideration and passage of this bill.

Sincerely,

Governor
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HOUSE BILL NO. 320
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION
BY THE HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

Introduced: 4/22/95
Referred: Finance

A BILL
|

FOR AN ACT ENTITLED t

"An Act approving the sale of Prudhoe Bay Unit royalty oil by the State of j

2 JAlaska to Tesoro Alaska Petroleum Company; and providing for an effective

3 | date."
[ I
4 BE IT 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 Tesoro Alaska Petroleum Company, dated April 21, 1995, is approved and ,
7 | ratified.

* Sec. 2. This Act takes effect immediately under AS 01.10.070(c).

HB0320a -1- HB 320
COMMITTE” COPy de | ed [DELETSD TEXT 3RACXSTEDI









SENr fE FINANCE COMMITTelL REPORT

DATE: = 4/29/95 FURTHER:

DATE TURNED INTO OFFICE:
Finance Committee considered HOUSE BILL NO. 320

Approving the sale of Prudhoe Bay Unit royalty oil by the State of Alaska to Tesoro Alaska
Petroleum Company; efd.

Senate Bill:

and recommends:
[ Jsame title

[ J be replaced with Cs ) [ j new title
House Bill:
[ 1 adopt previous- _ Cs ) [ | same title
[ j technical change
\ ] attached amendment(s) I | new: SCR*
[ | adopt Letter of Intent by Committee
| 1 further referral to the Committee
SIGNING DO PASS DP OTHER RECOMMENDATIONS

PREVIOUS FISCAL NOTE(S):*

NEW FISCAL NOTE(S):
Department Dale Zero Fiscal

Department Dale Zero Fiscal

£>01/2

[ JAPPROPRIATION - no fiscal note *include fiscal notes accompanying Governor’s bill



No.
Sill Version: HB 320

FISCAL NOTE  (H) Publish Dale: 4/22/95

STATE OF ALASKA

1995 LEGISLATIVE SESSION
Revision Dete: Dept Affected: Natural Resources

Title: An act approving the sale of Prudhoe Bay Unit BRU: Resource Development

royalty ail by the State to Tesoro Alaska Petroleum Co. Component: Ol & Gas Development
Sponsor: Rules Committee

Requestor: Governor Component Serial No. 439

Expenditures/Revenues (Thousands of Dallars)

OPERATING EXPENDITURES FY% FY97 FYos FY99 FY00 FYol
PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEQUS

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES 00 0.0 0.0 0.0 0.0 00
CHANGE IN REVENUES () 00 0.0 0.0 0.0 0.0 0.0

FUND SOURCE (Thousands of Dallars)
1002 Federal Receipts

1003 G~ Metch

1004 GF

100F GH'"Program Receipts

1006 GH'MHTIA

Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY95) cost: S 0.0

POSITIONS

FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0
TEMPORARY 0 0 0 0 0 0

o
o
o
o

ANALYSIS: (Attach a separate pece if necessary)

Tre Sdewill sl lodtyal lo Tesoo Asda RdrdeumCa & apicekessd antre royaityvalle d Rruohoe Bay Uit (FBY) roydly dl sdd by BEean In 1994 IHsvdlle
aeraged S e bard noetren trevdurenadedaerage roaiyvaled rodtyal liHdbydl d Ihe FBUpadoas  Thisdfferecewl dedireoser lreHed Ike
arired ssiresudusd AsdaNorh Saoed! sipedlo (e Gl Gedt dedines ftisequeded thet this dilerarpewill just disst paertid revenielessesd roydiiesad
saaetaeswihnayrealt inmtresde Theelosses ae casedvihen insalingroyellydl. Iho Sate redces Inevduned al sddby nepaduoasinAada Tre
praoriond dl sddbyire pradLoarsinlrohigrervelue Wesl Goedt (irduding Aadla) is redLoad ard Ineaverage roydtyvale advele d severance taxdl isasored ced

Prepared by. Kevin Banks Phone 762-2589
Division: Ol & Gas Date: 19-ADr-95
Approved by Commissioner

Date: W

Agency:

COMMZ/ rra*AIGOTFt*ROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR"S LEGISLATIVE OFFICE
(GOvpbu.xls Rev4/19/95) For furtter distribution infomation call the Govermor™s Legislative Office Page *ot i



STATE OF ALASKA

1995 LEGISLATIVE SESSION

Revision D ate:

f

No. 2
BilLsion: HB 320

""FISCAL NOTE (H) Publish Date: 4/22/95

Dept. Affectech Revenue

Title: Royaltv Gl Sale to Tesoro bv the State BRU

Sponsor: Governor
Requester

Expenditures/Revenues
OPERATING EXPENDITURES
PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING

CAPITAL EXPENDITURES
CHANGE IN REVENUES ( )

FUND SOURCE

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1006 GF/MHTIA

Cther

TOTAL

FY 9%6
00

00
0.0
00

00

Estimate of any current year (FY95) cost: S

POSITIONS
FULL-TIME
PART-TIME
TEMPORARY

: Revenue Ooerations
Component:  Oil and Gas Audit

COMPONENT SERIAL NO. 115
(Thousands of Dollars)

Fy 97 Fy 98 Fy 99 Fy 00 Fy 01
0.0 0.0 0.0 0.0 00

0.0 00 00 00 0.0

0.0 0.0 00 00 00

00 00 0.0 0.0 00
(Thousands of Dollars)

0.0 00 0.0 0.0 0.0
00

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor’s Legislative Office

*
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The Alaska Royalty Oil and Gas Development Advisory Board
Resolution 95-1

On March 21, 1995, the acting director of the division of oil and gas ("director”) provided
the Alaska Royalty Oil and Gas Development Advisory Board (“Board”) with preliminary findings
and proposed contract for a three-year sale of approximately 40,000 barrels per day ofPrudhoe
Bay Unit royalty oil to Tesoro Alaska Petroleum Company ("Tesoro"). Tesoro will process the
oil in its refinery in Nikiski, .Alaska.

The propose contract was discussed between representatives of the division of oil and gas
and Tesoro over the past four months culminating in adraft contract. On March 21, 1995, the
director made public the proposed contract and the Preliminary Finding and Determination of the
Commissioner of the Department of Natural Resources. The director notified the public that the
proposed sale would be discussed at the Board’s meeting on April 6, 1995 and invited them to

attend.

On April o, 1995, the Board met to discuss the sale and to take public comment on it.
The meeting was attended by representatives of the division of oil and gas, representatives of
Tesoro, and members of the public. The Board received a presentation from the division staff
regarding the proposed sale and contract, questioned the staff about them, and made several
suggestions. The staff will implement those suggestions. At the conclusion of the discussion, the
voting members of the Board, who attended the meeting, unanimously approved the proposed
sale and recommended that the proposed contract be approved by the legislature.

Based on the Board’sreview of the contract for the sale and purchase of royalty oil
between the state of Alaska and Tesoro, the Commissioner’s finding and determination regarding
the proposed sale, and the information presented at a public meeting of the P jard, the Board is of
the opinion that the proposed disposition ofPrudhoe Bay Unit royalty oil to Tesoro meets the
requirements of AS 32.06 and 11 AAC 26. The Board adopts the Commissioner’s finding and
determination, and recommends that the Nineteenth Legislature approve the agreement for the
sale and purchase of royalty oil from the Prudhoe Bay Unit to Tesoro Alaska Petroleum

Company.

LymfAleshire Tom Cook
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The Alaska Royalty Oil and Gas Development Advisory Board

Resolution 95-1
r w
On March 21, 1995, the acting director of the division of oil and gas (“director”) provided
the AJaska Royalty Oil and Gas Development Advisory Board ("Board") with preliminary findings
and proposed contract for a three-year sale of approximately 40,000 barrels per day of Prudhoe
Bay Unit royalty oil to Tesoro Alaska Petroleum Company (‘Tesoro"). Tesoro will process the
oil in its refinery in Nikiski, Alaska.

The propose contract was discussed between representatives of the division of oil and gas
and Tesoro over the past four months culminating in a draft contract. On March 21, 1995. the
director made public the proposed contract and the Preliminary Finding and Determination of the
Commissioner of the Department of Natural Resources. The director notified the public that the
proposed sale would be discussed at the Board’s meeting on April 6, 1995 and invited them to

attend.

On April 6, 1995. the Board met to discuss the sale and to lake public comment on it.
The meeting was attended bv representatives of the division of oil and gas, representatives of
Tesoro, and members of the public. The Board received a presentation from the division staff
regarding the proposed sale and contract, quesuoncd the staff about them, and made several
suggestions. The staff will implement those suggestions. At the conclusion of the discussion, die
voting members of the Board, who attended the meeting, unanimously approved the proposed
sale and recommended that the proposed contract be approved by the legislature.

Based on the Board’s review of the contract for the sale and purchase of royalty oil
between the state of Alaska and Tesoro, the Commissioner's finding and determination regarding
the proposed sale, and the information presented at a public meeting of the Board, the Board is of
the opinion that the proposed disposition ofPrudhoe Bay Unit royalty oil to Tesoro meets the
requirements of AS 32.06 and 11 AAC 26. The Board adopts the Commissioner's finding and
determination, and recommends that the Nineteenth Legislature approve the agreement for the
sale and purchase of royalty oil from the Prudhoe Bay Unit to Tesoro Alaska Petroleum

Company.

Lynn Aleshire Tom Cook

Wilson Condon Becky Gay
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AGREEMENT FOR THE SALE .AND PURCHASE

OF

STATE ROYALTY OIL

to

TESORO ALASKA PETROLEUM COMPANY

THE STATE OF .ALASKA
Department of Natural Resources

Dated as of April 21,1995



BILL: SB 164 SHORT TITLE: APPROVE TESORO ROYALTY OIL

AGREEMENT
BILL VERSION:
SPONSOR(S): RULES BY REQUEST OF THE GOVERNOR

CURRENT STATUS: (S) FIN STATUS DATE: 04/27/95
THEN RLS

TITLE: "An Act approving the salj of Prudhoe Bay Unit royalty oil by the State
of Alaska to Tesoro Alaska Petroleum Company; and providing for an effective
date."

04/22/95 1190 (S) READ THE FIRST TIME - REFERRAL(S)

04/22/95 1190 (S) RESOURCES, FINANCE

04/22/95 1190 (S) ZERO FISCAL NOTES (REV, DNR)

04/22/95 1190 (S) GOVERNOR'S TRANSMITTAL LETTER

04/22/95 1191 (S) HOUSE AND SENATE JOINT JOURNAL SUPP #12
04/22/95 1191 (S) CONTAINS SALE & PURCHASE AGREEMENT OF
04/22/95 1191 (S) STATE ROYALTY OIL TO TESORO AK PETROLEUM
04/27/95 1269 (S) RES RPT 6DP

04/27/95 1269 (S) PREVIOUS ZERO FNS (REV, DNR)

04/27/95 1269 (S) REFERRED TO FINANCE



BILL: SB 164 SHORT TITLE: APPROVE TESORO ROYALTY OIL

AGREEMENT
BILL VERSION:
SPONSOR(S): RULES BY REQUEST OF THE GOVERNOR

CURRENT STATUS: (S) FIN STATUS DATE: 04/27/95
THEN RLS

TITLE: "An Act approving the sale of Prudhoe Bay Unit royalty oil by the State
of Alaska to Tesoro Alaska Petroleum Company; and providing for an effective

date."

04/22/95 1190 (S) READ THE FIRST TIME - REFERRAL(S)
04/22/95 1190 (S) RESOURCES, FINANCE

04/22/95 1190 (S) ZERO FISCAL NOTES (REV, DNR)

04/22/95 1190 (S) GOVERNOR'S TRANSMITTAL LETTER

04/22/95 1191 (S) HOUSE AND SENATE JOINT JOURNAL SUPP #12
04/22/95 1191 (S) CONTAINS SALE & PURCHASE AGREEMENT OF
04/22/95 1191 (S) STATE ROYALTY OIL TO TESORO AK PETROLEUM
04/27/95 1269 (S) RES RPT 6DP

04/27/95 1269 (S) PREVIOUS ZERO FNS (REV, DNR)

04/27/95 1269 (S) REFERRED TO FINANCE



on n o w ies POBO 11
T "GovERNOR - Juneatz aska RO
Fax (Q07) 265-3532
State of Alaska
OFFICE OF THE GOVERNOR
JUNLAU

April 22, 1995

The Honorable Gail Phillips
Speaker of the House
Alaska State Legislature
State Capitol

Juneau, AK 99801-1182

Dear Speaker Phillips:

Under the authority of art. Ill, sec. 18, of the Alaska Constitution, | am transmitting a bill
that provides for legislative approval of aroyalty oil contract between the state and Tesoro
Alaska Petroleum Company for the sale of Prudhoe Bay Unit royalty oil. Also transmitted
with this bill are copies of the resolution of die Alaska Royalty Oil and Gas Development
Advisoiy Board recommending approval of that contract in accordance with

AS 38.06.040(a)(3) and 38.06.050(a), and the report required by AS 38.06.070(c).

The contract is described in a final finding issued by die commissioner of the Department of
Natural Resources on April 21, 1.995. A copy of the commissioner’s final finding and the
signed contract are attached. Copies of the commissioner’s preliminary finding and die draft
contract previously were sent to die legislature and made available to the public for review.

A bill approving die contract is being introduced for legislative approval for two reasons.
First, as a matter of comity, | respect die legislature’s desire to have a direct voice in major
disposals of royalty oil. Therefore, although this and previous Administrations have
consistently taken die position diat the statutory requirement of legislative approval of
royalty oil contracts (AS 38.06.055) is unconstitutional, die contract itself contains
provisions requiring approval by the legislature before it can take effect.

Second, diis legislation would ratify the royalty oil contract. This ratification would cure
any procedural defect diat might have occurred in die process of entering into diis contract.

| urge your prompt consideration and passage of tiiis bill.

Sincerely,

Governor



SEN? TE FINANCE COMMUTE™ REPORT

DATE: 4/29/95 FURTHER:

DATE TURNED INTO OFFICE:

Finance Committee considered HOUSE BILL NO. 320

Approving the sale of Prudhoe Bay Unit royalty oil by the State of Alaska to Tesoro Alaska
Petroleum Company; efd.

Senate Bill:
f ] same title
) 1 j new title

and recommends:

[ J be replaced with Cs
House Bill:
[ J adopt previous- _ CS ) [ | same title
[ Jtechnical change
\ ] attached amendment(s) I | new: SCR"
[ | adopt Letter of Intent by Committee
[ J further referral to the___ Committee
SIGNING DO PASS OTHER
Co-Chair:
Co-Chair:

PREVIOUS FISCAL NOTE(S):*

NEW FISCAL NOTE(S):
Department * Date Zero  Fiscal

Department Date Zero Fis'"

[ J]APPROPRIATION - no fiscal note ‘include fiscal notes accompanying Governor’s bill









"'‘USE COMMITTEE REPOFf '
ni)
Date Referred: April 29, 1995 FURTHER REFERRALS:
. . Nk
Dale of Committee Action: Irhu
The FINANCE Committee considered: HB 322

HOUSE BELL NO. 322 GRANTS FOR HOUSING DURING DISASTER

"An Act authorizing grants for temporary housing assistance during emergencies and disasters."

recommends it be replaced , 0 r r-x X t J the same title
with the following committee substitute if) n u Crllu J [ 1anew tide
| Jadditional referral to Committee

f | attached amendment(s)

ADOPTS: Letter of Intent

ATTACHES NEW FISCAL NOTE(s): (Basg] APPROVES PREVIOUS: (maeYB: @]
| ] fiscal note(s) [ ] fiscal note(s)

\<A zero fiscal note(s) QffivA [ 1zero fiscal note(s)

SIGNING WITH RECOMMENDATIONS

to CH/iR’S SIGNATUR



FISCAL NOTE

STATE OF ALASKA BILL NO. HB322
1996 LEGISLATIVE SESSION
revision Dete: 12-Jarr96 Dept Affected Mil'tary & Veterans Affairs
“itle: An Act authorizing grants for temporary 3RU: Alaska National Guard
lousing assistance during emergencies and disasters. Component; Commissioner's Office
Boonsor House So Cmte Military £ Veterans Affairs
Requestor House So Cnte Military & Veterans Affairs Component Serial No. 44
Expenditures/Revenues (Thousands of Dallars)
(OPERATING EXPENDITURES r797 FVSS FY99 FY00 FYOi r f02
(PERSONAL ScRVICcS
"RAVEL
CONTRACTUAL
mSUPPLIES
EQUIPMENT

'“AND £ STRUCTURES
GRANTS. CLAIMS
"MISCELLANEOUS

'TOTAL OPERATING 0.0 Tl 0701 0.0 0.9 0.0
:JAPUAL~EXPENDITURE5'~ | fl.fll QO 00| u.0| Qd|
"CHANSEIFJREVENUES/( " ) 0.0| 0.0| 0Q 0.0| 0.01 "TT
FUND SOURCE (Thousands of Callars)
j 1002 Federal Receipts
11003 GF Meatch
1004 GF
j*005 GH/'Frogram Receiots
11006 GFH/MHTIA
wCther
I TOTAL 0.0 0.0 "tut 00 00 0.0
Estimate of any current year (FY96) cost; S none
POSITIONS
FULLTIME : 0 0 0 0 0
PART-TIME 0 0 “0 "o 0
TEMPORARY 0 0 0 0 7
ANALYSIS: (Attach a separate page if necessary)

Zero fiscal impact. This bill gives the Division of Emergency Services a more efficient way of providing temporary
housing during disasters. The cost of temporary housing would continue tc be charged to the disaster itself.

Prepared by. Cargl Carroll, Director Phone : 465-4730

Division: Administrative Sgrvipes / Date: 12-Jan96

(1 N
mvJd/ fAA dTf i u

Agency. Military & VeteransA ffa irs

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR™S LEGISLATIVE OFFICE
IH822 XS rv #12/961 Fonurther distrituaan irnformation Gl the Covermor™s Legislative Office pog< 1 ai

eoNeoNe)
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HOUSE BILL NO. 322
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION
BY THE HOUSE SPECIAL COMMITTEE ON MILITARY AND VETERANS' AFFAIRS

Introduced:  4/25/95
Referred: Special Committee on Military and Veterans' Affairs, Finance

A BELL
FOR AN ACT ENTITLED
"An Act authorizing grants for temporary housing assistance during emergencies

and disasters."

3 IBE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

© ©© N o o1 A

10
11
12
13

* Section 1. AS 26.23.100(a) is amended to read:

(@ Whenever the governor has proclaimed a disaster emergency, or the
President, at the request of the governor, has declared an emergency or a major
disaster to exist in this state, the governor may

(1) purchase, lease, or make other arrangements with any agency of the
United States or state for temporary housing units to be occupied by disaster victims
and to make those units available to any political subdivision of the state;

(2) make housing assistance grants to eligible disaster victims who
have located temporary housing for the costs of the housing that are not covered
under temporary housing assistance from the Federal Emergency Management
AgencvY|fr under private insurance} as a condition of accepting a housing

oy av\» dW j sSWvCoj

HB0322a -1- HB 322
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HB 322

assistance grant from lhe state under this paragraph, the recipient shall agree to
repay the state for the assistance to the extent that the recipient is reimbursed or
otherwise compensated from anv source for the same costs of temporary housing
that were covered bv the state grant;

(3) assist any political subdivision of this state that is the location of
temporary housing for disaster victims to acquire sites necessary for the temporary
housing and do all things necessary to prepare the site to receive and use temporary
housing units by

(A) advancing or lending funds available to the governor from
an appropriation made by the legislature or from any other source;

(B) passing through funds made available by any agency, public
or private; or

(C) becoming a copartner with a political subdivision for the
execution and performance of any temporary housing for disaster-victim
projects and, for those purposes, pledging the credit of the state on terms
considered appropriate, having due regard for current debt transactions of the
state;

(4) [(3)] under whatever relevant regulations the governor may adopt,
temporarily suspendj or modify, for not more than 60 days, any public health, safety,
zoning, transportation, or other requirement of law or regulation of the state.,, when by
proclamation, the governor declares a suspension or modification essential to provide

temporary housing for disaster victims.

J- HB0322a
Mew Text Underlined (DELETED TEXT 3RACXETED]




Alaska State Legislature

House
Pouch V
State Capitol
Juneau, Alaska 99811
HB 322

SPONSOR STATEMENT

HB 322 has been introduced to improve the administration of temporary housing during
state declared disaster emergencies..This legislation was introduced in the 1994 session as
HB 421, and passed the House on March 14, 1994 by 40-0. It died in Senate Rules
Committee at the end of the 1994 legislative session.

This bill would increase the efficiency’ of the Division of Emergency Services by removing
an unnecessary administrative burden required by current statutory language Current
statutes (AS 26.23.100) do not authorize DMV A to make grants to individuals for
providing temporary housing during disasters. The Division of Emergency Services is
therefore required to provide the housing directly to individuals, by assigning staffto
contact housing providers, arrange for leases, renew lease arrangements periodically as
needed, and generally act as an intermediary between the lessors and the persons using the
temporary housing. This task is administratively burdensome and increases the cost of
administering the temporary housing program.

Federal disasters allow the granting of funds direct to individuals for them to make their
own temporary housing arrangements. Temporary' housing in federal disasters is paid
100% by the Federal Emergency Management Agency (FEMA).

Adopting language to authorize the state to grant funds for temporary housing in state
disasters, similar to the authority existing in federal disasters, would reduce administrative
costs during state disasters, remove liability for the state as a lessor, and reduce
government involvement in personal issues Making an immediate temporary housing
grant award payment to eligible applicants would aliow each family in a state disaster to
secure housing which best fits their housing needs.

Two state disasters have occurred rrrentlv which have required the provision of
temporary housing the Kodiak storm disaster ofNovember 1991, and the Tenakee fire
disaster of July 1993.



DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY

STATE OF ALASKA
L907 -165-38670r 165-2150 _
-LX{907) 165-2029 130 Seward Street. Suite 109
Mail Slop 3101 Juneau. Alaska 99801-2105
MEMORANDUM April 27, 1995
SUBJECT: Sectional Summary ofHB 322. (Work Order No. 9-LS1112YA)
TO: Representative Pete Kott

Attn: George Dozier

FROM: Terri Lauterbach .V
Legislative Counsel \

You have requested a sectional summary of the above-described bill. Since you have not
asked any specific questions about the bill, this summary is quite brief. |f you would like an
interpretation of the bill as it may apply to a particular set of circumstances, please advise.

Section 1 authorizes the governor to make grants to disaster victims for temporary housing
assistance.

TML.kb
95-306.klb



MEMORANDUM STATE OF ALASKA

Department of Military and Veterans Affairs

TO: Pat Pourchot DATE: March 16, 1995
Legislative Director
Office of the G
PHONE: 465-4730

FROM: Jake Lestenkqf SUBJECT: DMVA Legislative

Commissioner Proposals

i have reviewed the original legislative proposals forwarded by this
department to you last December. While none of them can be considered
priority policy issues for the "overnor, two of them are important enough to
our department to initiate some activity.

It is my understanding that you do not want to have the Governor introduce
any measures unless they are significant policy issues. Nevertheless, | believe
that, with your concurrence, | would be able to find soma friendly legislators
to introduce the measures which | believe are important to our department.

If we can get bills at least introduced and heard in one or two committees, it
will greatly enhance our ability to get them passed by the second session of
this legislature, instead of waiting for two years to accomplish some
legislative progress.

| seek your approval to approach specific legislators on the following issues:

1. Temporary Housing During Disasters:

This proposal will allow for the granting of funds directly to disaster victims
of state disasters to allow them to make their own temporary housing
arrangements. Currently state law does not allow this, and temporary
housing is arranged by state personnel, increasing the administrative burden
during a disaster and exposing the state to potential liabilities. Similar
legislation almost passed the Legislature last session (HB421 died in Senate

Rules).

2. Hiring of Exempt Employees During Disasters:

Our experience during the 1994 Fall Floods disaster has highlighted an
administrative procedure for temporary hiring during emergencies which is
burdensome and limits the department's effective and timely response. All
temporary hires for emergency response activities must now go through the
routine procedure for hiring non-permanent employees: if They are not hired



from a register, they are limited to a duration of only 120 days. "Emergency
hires" are only allowed to stay on board for 30 days. Allowing temporary
hires for emergency response to be established as exempt positions (similar
to the hiring authorit, for DNR's fira suppression activities-see AS

39.,25.1 10(19) ) will allow temporary employees needed for emergency
response to be hired quickly and retained as long as needed.

In addition to the two proposals described above, DMVA also submitted
housekeeping bills for your consideration. | would like to forgo the action on
these housekeeping changes until the 1996 session of this legislature.

|l would welcoma the opportunity to meet you to discuss the strategy to be
used and legislators or committees to be approached in addressing the three

proposals above.

cc:

Roger Schnell, Deputy Commissioner

Brig Gen Ken Taylor, Commander, Air National Guard

Col Mike McCourt, Chief of Staff, Army National Guard
Ervin Paul Martin, Director, Division of Emergency Services
John Fleming, Director, National Guard Youth Corps
Roger Patch, Director, Facilities Maintenance Division

Jeff Morrison, Director, Administrative Services Division



1995 LEGISLATIVE PROPOSAL FORM

DEPARTMENT: Military and Veterans Affairs (File: LEG95-1 B.DOC)

SUBJECT OF PROPOSED BILL: Temporary housing during emergencies

DEPARTMENT PRIORITY N O .

SPECIFY: Governor's Legislation | Friendly Legislation

SUMMARY OF INTENT : Include what the problem is, how this proposal solves it, how
many incidents have occurred which necessitates this change, and include a short
synopsis of how your proposal fits with the Governor's objectives.

This b ill would increase the efficiency of the Division of Emergency
Services by removing an unnecessary administrative burden involved in
providing temporary housing during state-declared disaster emergencies.
Current statutory language does not authorize DMVA to make grants to

individuals for providing temporary housing during disasters. The
Division of Emergency Services is therefore required to provide the
housing directly to individuals, by assigning staff to contact housing

providers, arrange for leases, renew lease arrangements every three
months, and generally act as an intermediary between the lessors and
the persons using the temporary housing. This task is administratively
burdensome and increases the cost of administering the temporary
housing program.

Federal disasters allow the granting of funds direct to individuals for

them to make their own temporary housing arrangements. Adopting
language to authorize the state to grant funds for temporary housing in
state disasters, similar to the authority existing in federal
disasters, would reduce administrative costs, remove liab ility for the
state as a lessor, and reduce government involvement in personal
issues. Making an immediate temporary housing grant award payment to

eligible applicants would allow each family in a state disaster to
secure housing which best fits their housing needs.

Two state disasters have occurred recently which have required the
provision of temporary housing: the Kodiak storm disaster of November
1991, and the Tenakee fire disaster of July 1993.

ESTIMATED FISCAL IMPACT (briefly describe):

Operating: Unknown. A separate appropriation from the Disaster is
authorized for each disaster declaration.

Capital: None

Revenue: None



WHAT OTHER DEPARTMENTS WILL BE AFFECTED BY THIS PROPOSAL: None
WHO WILL SUPPORT THIS BILL: Departmentleadership
WHO WILL OPPOSE THIS BILL: None known at this time.

BRIEFLY OUTLINE ANY PRECEDENTS FOR THIS PROPOSAL IN ALASKA OR
OTHER STATES: In federally declared disasters, the State of Alaska s
authorized by the Federal Emergency Management Agency (FEMA) to make
grants for temporary housing. The state guidelines for state-declared
disasters should parallel the FEMA guidelines for federally declared

disasters.

IFA SUBSTANTIALLY SIMILAR BILL HAS BEEN DRAFTED AND NOT
INTRODUCED, OR INTRODUCED AND NOT PASSED, PLEASE GIVE LAWLOG OR
BiLL NUMBER (cite year): This legislation was introduced in the 1994

session as HB421, and passed the House. It died in Senate Rules after
the Senate Finance Committee made changes which altered the character
of the b ill to the point where it was not acceptable by DMVA.
COMMISSIONER'S SIGNATURE DATE

Governor's Office Notes:

[File: LEG95-1B.DOC]



DEPARTMENT OF MILITARY AND VETERANS AFFAIRS
BRIEFING PAPER HB421

Background:

Whenever people are displaced from their homes because of a disaster,
part of the disaster assistance provided by the Division of Emergency
Services (DES) is the provision of temporary housing. The authority for
doing this is addressed in A.S. 26.23.100. The current authority is
limited to the state making direct payments for providing temporary
housing. The statutes also allow the state to work through local
governments to provide temporary housing.

Current statutes do not authorize DMVA to make housing assistance grants
to persons displaced from their homes during state-declared disasters.
Without this authority, DMVA must negotiate lease/rental terms for every
individual or family requiring temporary housing during a disaster. This
cask is administratively burdensome and increases the administrative
costs of a disaster by requiring time to monitor and manage the lease
agreements. However, the process for providing temporary housing in a
federally-declared disaster is significantly more efficient.

In a federally-declared disaster, Federal Emergency Management Agency
(FEMA) staff directly administers the temporary housing program, using
100% federal funds. The federal temporary housing program makes grants
directly to individuals for them to arrange their own temporary housing.
Granting funds to recipients to arrange their own housing reduces
administrative costs, removes liability from the government as a lessor,
and reduces government involvement in personal issues.

Impact of proposed legislation:

HB421 will specifically permit DMVA to grant funds to eligible disaster
victims who have located temporary housing. The eligibility of disaster
victims would be determined by the staff of the Division of Emergency
Services (DES) using criteria established in the Temporary Housing
Assistance Plan promulgated by DES.- This granting authority will greatly
expedite the ability of DMVA to respond to providing for temporary
housing during a disaster, and would allow each family or individual
affected to secure housing which best fits their housing needs.

The addition of this granting authority will add another tool in the
ability of DES to respond to temporary housing needs. It will not be the
only way these needs are met, and circumstances of a particular event
will influence the choice of approaches to temporary housing.



22\ \\ WALTER J. HICKEL, GOVERNOR

PO BOX 11C900

DEPARTMENT OF MILITARY
AND VETERANS AFFAIRS | I e s

April 27, 1994

Senator Steve Frank
Co-chair, Senate Finance Committee
Alaska State Legislature

Senator Drue Pearce
Co-chair, Senate Finance Committee
Alaska State Legislature

Dear Senators Frank and Pearce,

Re: HB 421, Temporary Housing During Disasters

Thank you for scheduling a hearing on HB 421 so quickly. As
Representative Mulder's staff, Tim Sullivan, pointed out in your
hearing of April 26, we expect passage of this bill to improve our

ability to respond quickly to meeting the emergency housing needs
of disaster victims.

Tim has relayed to me some of the concerns voiced during the
hearing, and | wanted co let you know my response to those

concerns.

The committee raised a concern over the temporary housing
assistance provided by the state being subordinate to any similar
assistance available from the federal government or from private
insurance providers. Under our current plans and procedures, this

is already the case.

In any federally declared disaster, we maximize the federal funds
available for all purposes, including housing. Normally, the
Federal Emergency Management Agency takes over the temporary
housing program during federally declared disasters, and there is

little, if any, involvement of state agencies or funds for
temporary housing in federal disasters. Although | have not had
the opportunity to review any specific language proposed in a
committee substitute regarding this issue, | do not believe it

would present any problems if added to the bill.



The requirement to subordinate temporary housing assistance to
private insurance reimbursements is something that we conceptually

support as well, since our procedures already incorporate this
requirement. It does not make sense to pay someone for temporary
housing needs if they are also being paid by their private
insurance.

Since the issue of subordination of temporary housing grants to
federal and private insurance benefits is already addressed in
departmental procedures, there is no objection to incorporating it
into statutory language as well. However, it would not he
necessary to do so, if your committee chose not to make this
amendment.

The final issue raised in committee concerns a limit on the amount
of temporary housing funds, with a possible link to the previous
section in Alaska Statutes regarding the individual and family
grants limit of $5,000 [AS 26.23.090 (b)(2)]. Apparently the
committee wanted to limit the total amount for both these programs
(combined) to $5,000 for each disaster victim, | do not believe
this would provide the public withthe assistance they need and
deserve if they become victims of a disaster.

The individual and family grant (IFG) program is intended to
provide for immediate necessary items lost as a result of a
disaster. Any insurance claims paid to disaster victims for their
immediate needs is deducted from the amount paid under IFG grants.
These grants normally pay the following types of immediate needs:
food, clothing, medicine, etc. State law limits the amount of an
IFG grant to no more than $5,000; however, they are frequently less
than that amount, as they are intended only to meet immediate
needs.

The temporary housing program addressed in AS 26.23.100 provides
for alternate housing when people (homeowners or renters) are
displaced from their homes. Displacements as a result of disasters
can be for long periods of time. The current temporary housing
plan allows for state funding of temporary housing for a maximum of
13 months, with reviews every three months to verify continued
eligibility. There is no dollar limit to the amount now spent on
temporary housing; the only limit is the 18 month time frame.
Without the ability to grant funds to disaster victims for
temporary housing (which HB 421 would allow), the state muse
negotiate all lease agreements arid make payments directly to
landlord of the temporary housing. The intent of HB 421 was to
simplify and streamline the method in which the state pays for
temporary housing, and not to create additional restrictions on the
program.

Placing a dollar restriction on temporary housing would create a
financial hardship to displaced disaster wvictims when they can
least afford it. Often, homeowners have their home completely
destroyed, but are still required to make mortgage payments.
Combining this limitation with the IFG grant amount would create



further hardship by requiring disaster victims to choose between
meeting their needs for the immediate and necessary items funded by
IFG grants, or meeting their needs for temporary housing.

The purpose of the temporary housing program is to enable disaster
victims to live close to their pre-disaster jobs, family, friends,
schools, and community. This facilitates their recovery from the
disaster by assuring son-a stability and normalcy until they can
obtain permanent housing in their community. | do not believe it
is consistent with the philosophy of providing necessary disaster
relief to limit the amount to be paid for temporary housing. This
action could have the effect of creating an enclave of homeless
people who <cannot afford to get back on their feet after a
disaster.

The intent of both the IFG program and the temporary housing
program is to provide rapid temporary emergency relief, and not to
add to the trauma of a disaster by limiting the amount, of relief
such that basic emergency needs go unmet.

| believe that the limitation being proposed would result in
serious deficiencies in the state's ability to fairly and
compassionately meet the needs of disaster victims. | urge you to

reject any such limitation in HB 421.

|  hope this information is useful to you in your further
consideration of HB 421.

Sincerely,

Ervin Paul Martin. Director
Division of Emergency Services

cc: Representative Eldon Mulder
Hugh L. Cox IIl, Commissioner
Dick Eliason, Governor's Legislative Liaison

[HB421L1]



§ 26.23.100 Military Affairs and Veterans § 26.23.100

ranee. The governor may make a grant to an individual and family
under this subsection as follows:

(1) when the President declares a major disaster, the governor may
make a granc of an amount whose total of federal and state shares
does noc exceed the maximum amount authorized by 42 U.S.C. 5178(f)
for grants payable to individuals and families;

(2) when the President does not declare a major disaster but the
governor declares a disaster emergency, the governor may make a
grant of an amount not to exceed $5,000.

(c) [Repealed, § 18 ch 178 SLA 1990.] (§ 3 ch 104 SLA 1977; am
88 9, 18 ch 178 SLA 1990)

Effect of amendments. — The 1990 saster” in the first sentence of subsection
amendment deleted "the total of federal tb); added the second sentence of subsec-
and state shares not to exceed %,m'fol- tion <b); and repealed subsection (c). which
lowing “financial grants” and "iD any sin- penalized fraudulent or wilful nusstate-
gle major disaster declared by the presi- ments of fact in connection with Gnanctal

dent 'following individual or tanuly and assistance applications,
substituted “the disaster" for "a major di-

Sec. 26.23.100. Temporary housing, (a) Whenever the governor
has proclaimed a disaster emergency, or the President, at the request
of the governor, has declared an emergency or a major disaster to exist
in this state, the governor may

(1) purchase, lease, or make other arrangements with any agency of
the United States or state for temporary housing units to be occupied
by disaster victims and to make those units available to any political
subdivision of the state;

(2) assist any political subdivision of this state that is the location
oftemporary housing for disaster victims to acquire sites necessary for
the temporary housing and do all things necessary to prepare the site
to receive and use temporary housing units by

(A) advancing or lending funds available to the governor from an
appropriation made by the legislature or from any other source;

(B) passing through funds made available by any agency, public or
private; or

(C) becoming a copartner with a political subdivision for the execu-
tion and performance of any temporary housing for disaster-victim
projects and, for those purposes, pledging the credit of the state on
terms considered appropriate, having due regard for current debt
transactions of the state;

(3) under whatever relevant regulations the governor may adopt,
temporarily suspend or modify, for not more than 60 days, any public
health, safety, zoning, transportation, or other requirement of law or
regulation of the state, when by proclamation, the governor declares a
suspension or modification essential to provide temporary housing for
disaster victims.

59



Proposed statutory language to be added in a bill:
‘Sec 1 AS 39.25.1 10 is amended by adding a new section to read:

(30) persons employed by the Department of Military and Veterans Affairs for a disaster

emergency
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