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JM aska Negislature While in Sssion

REPRESENTATIVE
GENE THERRIAULT State Capitol
- Juneau, Alaska
Mailing Address:
. 99801-1182
119 N Cushman, Suite 101
. (907) 465-4707
Fairbanks. Alaska 99701
Fax: '907) 465-3884
(907) *188-0857
FAX: (907) 488-4271 1
Num L. House District 33
0$f 3Represeutalifies

CSHB 462 (STA) smeAc% Cralr%tén tp the contents of certain

Sponsor Representative Gene Therriault
Sponsor Statement

House Bill 462 is designed to curtail the increasingly prevalant practice of using state
publications to further personal political agendas. HB 462 would place a number of these
publications off-limits to state officials for personal purposes. In the past, these
documents have been used to disseminate legitimate programmatic and deadline
information, but | believe have deteriorated recently into materials used primarily for self
promotion. While any elected official would relish the opportunity to send political and
personal messages to the electorate at state expense, this sort of message should be
restricted to individual stationary or newsletter format purchased through the appropriate
budgets. The use of routine publications for this has the potential of politicizing the

underlying programs.



JU asku ;Stute “legislature While in Ssssion
State Capitol

REPRESENTATIVE
GENE THERRIAULT
Mailing Address:

119 N. Cushman. Suite 101
Fairbanks. Alaska 99701
(907) 483-0857

FAX: (907) 488-4271 Nhns H District 33
. ouse Distric
e(Df HRepresentati& es

LB 432 gcllsr%?znxél toség (e publications and documents'

SPONSOR: Representative Gene Therriault
Sectional Analysis

Juneau. Alaska
99801-1182
(907) 465-4 797
Fax: (907) 465-3834

Section 1 Amends AS 44.99 by adding a new section that prohibits state
agencies from placing a picture of an elected state official on an
application form, warrant, or direci deposit notice provided by the
agency. It prohibits elected state officials from placing a message
on or with an application form, warrant, or a direct deposit notice
provided by an agency, and limits messages from state agencies to
those required by law, necessary for the operation of the document,
related to seasonal health issues, or limited to stating the
requirements or deadlines of a program or activity of a state
agency.

The bill defines “elected state official” as the governor, lieutenant
governor, a lieutenant governor who serves as acting governor or
who succeeds to the office of the governor, or a legislator,
including a person who has been appointed a member of the
legislature by the governor to fill a vacancy in the legislature.
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May 199

Legislators left Juneau without |Eerforming their moat basic responsibility - passing a balanced budget The result is
a gaping MOO aniltoe bole in the budget and ass so vital programs, meniding such medical services for the elderly
such as eyeglasses, hearing Jds and acute dental care.

Alasttana peserve better. 1am urging your lawmakers to adopt my Safe landing Budget pin that bahnrs fee
budgetisin s yean and also protects your banc services.

Dear 1ssgrdty Bossa inrjpiesn

Law month my aAnmiatration put forth the 1997 Capita) Budget which mchadn rmDiooa osdollars worth of capital
budget requests for coaonchna of senior citizen housing sod rcoovatioos to existing "vuctures.

Fktee i Homes in Ketdnkv, Sica, Juntas, Anchorage, Pafancr and Fairbanks win sec v 2 million dollars in
reﬁalrs and renovations. More than M rtulboo is earmarked for the Golden Towers bousing complex in Fairbanks.
1 e_lvet allocated $3.5 miljion for construction of assisted living centers and $4 million for defened maintenance
projects.

| want to keep senior bousing safe and accessible. | am counting 0n the legislature t0 pass my proposed Capital
Budget plan during this legislative session.

Sincerely,
tk

February 199%
Dear Longevity Bonus recipient;

Our greatest challenge (his legislative session is to navigate Alaska's economy toward a safe economic landing. |
believe any long-term budget plan must be based on five principles. We must close the budget gsp and balance our
budget We roust intinur to cut the budget We must Protect and enlarge the Permanent Fund. Any plan to raise
taﬁhsad fiaes to pay for our essential services must be fur. And finaDy, (here most be no tinkering without a vote
of the people.

We cm maxe Alaska a better place for our families. Lett work together to make this safe landing successful. Lets
eliminate the budget gap in the next six yean!

Sincerely,

tk



July 1996
Dear Longevity Bonus recipient;

| recently signed i new law thit should interest you. Scute Bill 304. which becomes effective July 1 The new law
wiD permanently dls?uallfy a bonus recipient who is absent from the gt for 1SO dams or more m.ar_lg_ 12-00aft
period. But it also allows you 10 take a sabbatical from the state fqr.uE to a year without losing eligibility You
would not receive the hoeut while out of state but would soil bi etifibke upon your return so AJaika. Jtemember
Ant you must notify Ac department 30 days m advance of startlng AC aabbatkar . The Longevity Bonus staff will
be sending more informshon soon, but 1wanted to give you an earty up nothis change.

Sincerely,
Governor Tony Knowles

September 1997

Deai- Longevity Bonus Recipient,

ptember t» N0t t00 early to begin preventative winter health care. Flu Sh00 should be available free from anyJ
(jnedical provider that accepts Medicare. CheCK with yourd o ¢ to r.

Thanks to all of you who took the tune to speak with me this summer while | visited communities from Barrow to
Cj~etchikan, from Fairbanks to Emmonak. Your words of wisdom have meant much to me.

Sincerely, .
Governor Tony Knowles I

\C
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August 1997 »

Dear laagrvrty Boobs Racipieat,

The Longevity Boras checks «re mailed oc the last working toy it every month. Pkaa* allow nfflkicat time for
V' mail to rwn youram. Itiaaatvassal foe chadaanM toone address > arrive oa dgffesar d%ys. If you

have aat taceived yew payment hy *e 150 of*e mouth pkm etl tm longevity laaaa office at 907 46$ 4416
sod oar ofthe technicians win advise you of your opboes.

Sincerely,

TV Longevity Boost Staff
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IANENT FUND

Dividend Application Booklet

Dear Alaskan,

The booklet you bold is unique. It represents your opportunity to directly benefit
from an Alaska program whose success is the envy of every state and province in
North America. Others have tned, but none have equaled the stabity and growth
of our Alaska Permanent Fund. I'm pleased to present your application to share

in the benefits of Alaska's publicly owned resources.

Over S23 billion has been saved in the Permanent Fund since it was started more
than 20 years ago. This program helps Alaska to maintain a stable statewide
economy and provides a source of great pride and security for all of us, for our

children, and for generations to come.

My family, like yours, has benefited from receiving the Permanent Fund dividend
that has been paid annually since 1982. It's money Alaska's families can use to

buy important household goods and services or to save for a college education.

Be sure to fill out your app'ication today, and *f you know someone who might
need help with this application, please lend a hand. The deadbne for filing is
Tuesday, March 31,1998.

Sincerely,

Led

PS. The Knowles Administration is working to make the application process
easier and more efficient. If you have questions or comments, please contact the
dividend information office nearest you (see page 2 for telephone numbers). And
don't forget, the deadline to file is March 31'



Alaska Department of Revenue
Your Permanent Fund Dividend Program
J.»» Household Application Booklet

Dear Alaskan,

One of the best things about being Governor is this chance to send you
your application for the Permanent Fund Dividend. It's a unique program
tha: lets all of us share the benefits of our publicly owned resources. I'n.
especially pleased this year to join other Alaskans in celebrating the 2fwth
anniversary of the Permanent Fund. VA should all be proud of the ii;
billion we've set aside so far to help keep our economy stable in the days of

declining state revenues.

| have asked the folks at the Dividend Division to find better ways to serve
you r. the years ahead. They are exploring taking applications by
comparer or telephone, and are considering other streamlining ideas. It's
ms commitment to make the process easier, more efficient and
uncerstandablt ror everyone. Please note that this booklet also contains a
' registration application. If vou need to register or update yojr voter
registration address, please take this opportunity to do so. If you nave
questions about any pan of this booklet, contact the dividend information
or.ner nearest you isee Page 2 for telephone numbers).

Our Permanent Fund is one of the most successful public policy programs
in the world today. As we mark this special anniversary, let us also
reaffirm the commitment of all Alaskans to protect the Fund for future

generations.

SincereK.

Tonv Knowles
Governor

15 YEARS OF PERMANENT FUND DIVIDENDS

P =<

Application Deadline March 31, 1997



Alaska Permanent Fund Ch
19S9 Household Applk'uricr.

Filing Deadline: June 30, 1989

Applicants are responsible for filing by the deadline.

Dear Alaska Resident:

Here is the form you need to apply for a 1989 Permanent Fund Dividend. These dividends
come from a portion of the earnings of the Alaska Permanent Fund. The Permanent Fund was created by
the voters in 1976 to save part of the oil revenues for every Alaskan, now and in the future. Permanent Fund
Dividends are a direct return to Alaskans from the Permanent Fund which they own.

The dividend program has several purposes. The dividends help Alaska's economy. Since the
program began in 1982, more than S2.1 billion has been paid directly to Alaska residents. The dividends give
each Alaskan a personal reason to support the Permanent Fund, to make sure that we continue to save for
the future. The dividends put the Permanent Fund in the public eye. This “watchdog™ effect helps protect
the Fund, and is welcomed by the Fund’s managers.

The 1988 dividend was $826.93. The 1989 dividend amount will be announced October I

The De{)artment of Revenue is {)roud to pay dividends each year to qualified Alaskans who
apply. Before Xou apply for the dividend, carefully read the instructions in this booklet. Then answer each
question truthtully. Those who are not honest in their answers are prosecuted for fraud.

Alaskans should take pride in the prudence they have shown in creating and maintaining their
Permanent Fund. Permanent Fund Dividends are the rewards Alaskans reap every year for their foresight.

Sincerely.

Hugh Malone. Commissioner

Need Help? Contact one of our offices:

JUNEAU - Phone 465-2326
Alaska Department of Revenue
Dividend Information Office
State Office Building. Nth Floor
P.O. Box S-0464
Juneau, Alaska 99811-0464

ANCHORAGE FAIRBANKS
1016 West 6th Avenue 675 Seventh Avenue
Phone (907) 276-2678 Phone (907) 451-2820

NEED MORE FORMS? You may pick up dividend forms at the Revenue offices listed above. Forms are also available
at each Office of the Governor. Legislative Information Office, and city cierk's office. If you prefer to write, please
send your request to the Juneau Dividend Information Office.



Alaska Department of Revenue

Filing Deadline: June 30, 1992

Dear Alaskans:

Under the Alaska Constitution, the natural resources of Alaska belong no the people o/ Alaska, not to state officials. As such, we have
an ownership share in the revenues generated from those natural resources and placed in (he Permanent Fund

Permanent Fund dividends are the way char we, the owners, share in the
Permanent Fund’s earnings. They are a natural outgrowth of the owner-state.
Permanent Fund Dividend

Dividends give each resident of Alaska a personal reason coguard and so build Year Amount
the Permanent Fund, and to keep watch 00 how the Fund is managed 1982 $1.00000
) B . o 198} 386.15

. Since 1982, when the dividends began, over $3.5 billion has been injected 1984 331.29
into Alaska's economy. This has created thousands O/ new jobs and 1985 404.00
provided many families with income fct basic needs. Dividends now add 1986 55626
more to our economy chan die seafood industry, construction, or the 1987 708.19
combined effects of agriculture, mining and tourism. 1988 826.93
1989 87} 16

. Since 1982, the typical .Alaska family of four has received 127,880 in 1990 952.6’
1991 931.M

dividends.
. The amount of the 1992 dividend will be announced Thursday, October 1, 1992.

Before you apply for the dividends, read the instructions in this booklet carefully. If you or someone you know needs help in
apply ing, let us know Answer each question truthfully. Those who are not honest in their answers are prosecuted for fraud.

Alaskans should take pnde in creating and protecting their Permanent Fund Dividends are che reward Alaskans reap every year for

cheir foresight and vigilance.
Sincerely,

J |

Darrel J. RexwinkeL Commissioner

Need Help? Perhaps you or someone you know needs help wirh the dividend application. If so, call or visit the
Dividend Information Office which is nearest you between the hours of 8 am and 5 pm, Monday through Friday.
Persons calling from Fairbanks may call 451-2820.

ANCHORAGE - Phone (907) 276-2678 JUNEAU - Phone (907) 465-2326
Alaska Department of Revem* Alaska Department of Revenue
Dividend Information Office Dividend Information Office
Comer of 6¢ch and K State Office Building, 11ch Floor
1016 West Sixth Avenue. Suite 100 PO. Box 110461

.Anchorage, .Alaska 99501 luneau. Alaska 99811

NEED MORE FORMS? You may pick up dividend forms at the Revenue offices listed above. Forms are also available ar each Office
of the Governor. Legislative Information Office, and dry clerk's office. If you prefer to wore, please send your request :0 che Juneau
V Dividend Informanon Office.
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OFFICE OF THE LT, GOVERNOR MENOEEIIOS
P.0.BOX 110017
JUNEAL?.ALASKA 99111-0017

. election pamphlet, $ W
election. The cfa % veer |
to grsfgpgrvotc p_resnfent and vice president ofthp United .
JATIS. sewr aro re"eifcnUtive, andjjfe the persons you wish to
representyou in toe "*bte Senate and House of Representatives. In addition,

ou
wflra&jrero? rttentmneo the hench. a« weYI & .
i -LMK : v JJJpA’

As Lieutenant Governor,.and as a mother, 1°d like to recommend t& you make
voting a “lamiJy affair” at ydtir house, Ifyou have children, encourage them to

learn aboutthfe candidates. Discuss M issues with them. They’re never too young
to learn that voting is both a privilege ahtfa responsibility.

As you read through this panrohlet, take time to notice the photogranhs dgpmtmg

Native. Alaskan cukUre. [Ui%jjpropriate that, aswe make our decisions. out
hfiie future wilf lead uifwe remember where weve been. NativeAlaskaru are
epnxIel anghres'= b A= s g wealth'dftrSISitios and

Cvalebenich m-
| oy |
Sincerely,

Fran Ulmer
Lieutenant Governor
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OfFKE Of THE GOVERNOR DMSION O f ELECTIONS

Cag)ltol Bundm 3/d Floor Dtmetofa Offace f
CourtPina Btdgn 4th floor

Junmu Alaska 99811-0001 P% Box 1100

(907)485-0500 Junmu, Alaska99811-0017
(907)485-4811

October 1994

Dear Alaska Voter:

| am pleased to provide you with the 1994 Offiaal Election Pamphlet. It will provide you with biographical
and political information about each candidate, profiles and evaluations on the judges, information about
the ballot measures and voter services available to you.

This year we are making the Official Election Pamphlet more individualized by providing information
pertaining to your election district. The only candidates in this pamphlet are the candidates you will see
on the ballot for your district on November 8 You will find your polling place location on the inside back

cover of this pamphlet.

The Division of Elections would like to thank Judy Hargis, Publications Technician Il, Department of
Community and Regional Affairs, for her assistance in the design and preparation of the cover for the 1994
Official Election Pamphlet.

Sincerely,

STATEWIDE SUPPORT STAFF

Junmu Location Anchonga Location
240 Main Street. 4th Floor pimond Cantar Towam
P.O. Box 110017 800 East Dimond Boulevard, Suita 3-570
Juneau, Alaska 99611-0017 Anchorage, Alaaka 90515
(907)465-4611 (907)522-3300

REGIONAL OFFICES

Region | Elections Office Region Il Elections Office Region OLElections Offlce  Region IV Elections Office

240 Main Street. 4th Floor 800 East Dimond Boulevard, 675 7th Avenue. Station H3 Alaska State Office Building
PO Box 110016 Suite 3-580 Fairbanks, Alaska 99701-4594 PO Box 577

Juneau, Alaska 99611-0018 Anchorage, Alaska 99515 (907)451-2835 Nome, Alaska 99672-0577
Phone: (907)465-3021 Phone: (907)522-8683 House Distncts 29-36 (907)443-5285

House Districts 1-6 House Districts 7-28 Senate Seats O-R House Districts 37-40

Senate Seats A-C Senate Sects D-N Senate Seats S-T
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~ The Official Election Pamphlet is prepared and distTibuced by the
Division of Elections each State General Election.

AV=>i 1T ti"’ . V- .

VA Y22 U I I
A St\</ - Topex October 1986

Dear Alaskan Voters:;

| am Bleased to provide you with the 1986 edition of the Official
Election Pamphlet and hope you will find_ the information contained in
the E_amphlet useful when exercising your right to vote in the General
Election on November 4, 1986.

R I

In the pamphlet you will find sample ballots, information about each
of the ballot measures, the bonding proposition, professional review materi-
als submitted by the Alaska Judicial Council on each Judlmal retention
candidate, maps of districts, a list of polling places and absentee ballot in-
formation. In addition, candidates have provided b|ogr_aPh|caI information
and personal statements on issues. These pages are written and purchased
by the candidates themselves. Those candidates who do not appear in this

pamphlet have chosen not to purchase space.

Sincerely,

Sandra J. Stout
Director of Elections









HOUSE COMM4ITTEE report

11
Eate Referred to Committee: March 19, 1998 FURTHER REFERRALS:

Date of Committee Action:

The FINANCE Committee considered: HB 453
HOUSE BILL NO. 463 ESTABLISH ALASKA PUBLIC BUILDING FUND
“An Act establishing the Alaska public building fund; and providing for an effective date.”

e Pking ot subsit S

% ]1additi0nal referral to Committee

attached amendment(s)
ADOPTS: Letter of Intent
ATTACHES NEW FISCAL NOTE(s): (O, APPROVES PREVIOUS: (DeyDit)
J fiscal note(s) [ ] fiscal ncte(s)
[ J zero fiscal note(s) bfl zero fiscal note(s) CfcW 'b | \ A R

SIGNING WITH RECOMMENDATIONS DP DNP NR AM

N

vd'of-r AL r~ 05CN

-Z-F— N\ T

CHAIR'S SIGNATURE



C o0

No:

FISCAL NOTE e version: w463

1666 LEGISLATIVE SESSION
Revision Date (Note if correction) Dept. Affected All departments
Title An Act establishing the Alaska public '‘BRU ~
building fund. Component
Sponsor House State Affairs Committee
Requester House State Affairs Committee Component Serial No.
Expenditures/Revenues (Thousands of Dollars)
OPERATING EXPENDITURES FY 99 FYOO FY 01 PY 02 FY 03 FY 04
Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES |

CHANGE IN REVENUES ( ) 1 |

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Menta! Health

Other (Specify Type)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY98) cost:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a sooaralo page if necessary)

This bill would establish a fund for the deposit of state facility rent payments, and for appropriations from

the fund for maintaining these facilities.

Establishing the fund would not in itself have a direct fiscal impact on any state agency. However, the
purpose of the fund and the related facilities rent structure is to improve the management and
maintenance of state facilities. Improved management and maintenance will reduce overall facilities costs
over the long term. Although these cost reductions may be substantial, there are many variables involved

and the cost reductions cannot be accurately projected at this time.

Prepared by Jack Kreinheder Phone  465-4676
Division Office of Managemiyr and Budget Date 3/18/98
Approved by Commissioner Jim Ayers, Chief of StaffTy” Date

Agency Office of the Governor

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution informration, call the Governar's Legislative Office
»»m T M JS P * % Page 1 of 1



TONY KNOWLES, GOVERNOR

B o

April 30, 1998

The Honorable Gene Therriaull
Alaska State House of Representatives
State Capitol, Rm 511

Juneau, AK 99801-1

Dear Representati**heiH”ulO

Thank you for discussing with me the scheduling of HB 463, establishing the Alaska Public
Building Fund. 1 would like to respond to some of the issues you raised in our discussion.

With regard to the potential risk of the Public Building Fund being "raided" by future legislators,
while vve can't completely preclude such a possibility, I think it is unlikely. As far as vve know,
the only time an internal service fund was tapped in this way was when the State Equipment
Fleet fund was tapped by the legislature during the mid-80's oil price crash; however, that was
before the Constitutional Budget reserve fund was established to deal with such price declines.

Today we are again facing a similar oil revenue shortfall, but because we have the CBR to
cushion the shortfall, we are not aware of any discussion of using any internal service funds like
the State Equipment Fleet fund or the information systems fund to offset the revenue shortfall.

| also want to emphasize that HB 463 would not involve any changes to the FY 99 budget. The
facilities rent structure would be incorporated in the FY 2000 budget. We would like to establish
the Public Building Fund now, since we will be starting work on the FY 2000 budget soon, and
the Building Fund would be an important part of incorporating facilities rent into the budget

process.

One of the important benefits of a facilities rent structure and the Public Building Fund would be
that the state could chrge rent to the federal government and other non-general fund sources.
These collections could then be used to improve facilities maintenance. While it is too early to
make a specific projection of these additional revenues, we believe that the amount will be
significant in our efforts to avoid future deferred maintenance.

| would appreciate your scheduling of HB 463 as soon as possible. Ifyou have other questions,
please,call me or Jack Kreinheder. Thank you.

Director

0L A32LII



& laffea g>tate Hegttflature

REPFSEFS':ILFT{ATIVE MEMBERS:
JEANNETTE JAMES REPRESENTATIVES
IVAN IVAN
State Capitol ALVE2EY
Room 102
Juneau, Alaska FRED DYSON
99801-1182 MARK HOGGINS

(907) 465-3743 |OUS Of &Ep IbES KIM ELTON
FAX (907) 465-2381 J it q;ﬂtai ETHAN BERKOWITZ

HOUSE STATE AFFAIRS

Sponsor Statement
HB 463

Establishing the Alaska Public Building Fund

This bill would create the Alaska Public Building Fund. The fund would be used for the
deposit of rent payments for state facilities, and for appropriating for maintaining these
facilities.

This fund is an essential part of a rental structure for state facilities. Establishing the fund
will allow money to be accumulated to pay for long-term facilities renewal and
renovation costs that now are not adequately funded. This will in turn help avoid the
future accumulation of hundreds of millions of dollars of deferred maintenance, as has
occurred in the past. The legislature's Deferred Maintenance Task Force recognized that
in addition to dealing with our current deferred maintenance needs, we must take action
to avoid repeating the problem in the future.

The Alaska Public Building Fund is an important step in improving the management and
maintenance of state facilities, and in avoiding future deferred maintenance problems.



State Facility Rents
Process Description

The Elements of Rent

« Maintenance & Operations
The costs of utilities, janitorial, repairs and other costs associated with keeping a
facility ready for the use of its occupants.

« Renewal & Replacement (Depreciation)

The scheduled replacement of worn-out maj,o_r_buildingi components and the
replacement or retrofitting of obsolete or inefficient building systems in order to
maintain or extend the life of a building or facility.

 The cost ofan administrative organization

Resources to pay hills, account for and budget the costs of the maintenance effort,
manage and report on the work.

RentImplementation

 (Create and Internal Service Fund
An Internal Service Fund (ISF) would be created in law to receive and expend the
agencies rent payments.

 Transfer GF Facility Cost
The General Funds currently budgeted to pay for facility costs would be transferred
to the occupant agencies for their use in paying rent.

* Leverage Non-GF Funds
Adjust agency budgets to maximize non-GF participation in rent payments,

RentProcess

« Agencies Make Rent Payments
Agencies would pay the ISF for services.

* ISF Spends and Accounts for Facility Expenditures
Al facility expenditures would he made from the ISF based on legislative
appropriations from the fund.

* Rate Setting

Rates would be set in accordance with a "rent methodology” apFroved by the
appropriate federal agencies to insure federal reimbursement.” ISF would “true-up"
costs at year end and adjust future rates up or down based on desired service

levels.

First Year Assumptions

« Start with a limited number of facilities, priority is multi-agency office buildings.
 DOA provides administrative oversight of ISF and contracts with DOT&PF for facility

Services.

rent 3a.doc - 02/20/98 2:18 PM Page 1



OPR—09-98 11J32 01 OMB DIRECTOR 9074653008 P.04

Year:o00 Facility Rent Draft- « A19s
RENT METHODOLOGY

General Principles
Rent is used to imProve the consumption and provision of resources by é)roviding
linkages between the behavior of users and costs of facilities and relate
services they utilize and encouraglnq,users to hold the facilities management
BF \%ré%gnon accountable for the quality and costs (the value) of the services

The rental structure will complgwith generally accepted accounting Brinci les
GAAP) as recognized by the Governmental Accounting Standards Boar
GASB), and Federal cost principles as set forth in U.S. Office of Management
and Budget Circular A-87.

Rates will

* provide for operation on a break-even basis; _ _

» Include the full cost of providing service, mcludmg all applicable direct and
indirect costs and depreciation . .

* only recover OMB A-87 allowable costs during a one-year period;

» provide that all tenants are billed at the same Tate for Similar services;

J Broduce billings that appropriately represent or measure services provided or

benefits received; , ,
* insure that resources generated by one service are not used improperly for

another.

The CostElements of Rent

Maintenance & Operations
The costs of utilities, janitorial, repairs and other costs associated with keeping
a facility ready for the use of its occupants.

Renewal & Replacement (Depreciation)
The scheduled replacement of worn-out major ,buildinq components and the
replacement or retrofitting of obsolete or inefficient building Systems in order to
maintain or extend the life of a building or facility.

The cost of an administrative organization
Resources to pay bills, account for and budget the costs of the maintenance
effort, manage and report on the work.

STEPS TO IMPLEMENTATION

Designate facilities in the rental pool . _
For the year 2000 budget the following criteria are considered relevant in the
selection of facilities for the first phase of rent implementation:

mult-agency office facilties;

maximize potential for non-gf rent payment; _

limit number of sites to minimize accounting and data collection;

larger facilities, such as over 20,000 sg. ft

NEWRENT2D0C
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Year:000 Facility Rent Draft- «£/9s

[dentify occupancy by agency
.. Wit be based on "useable" square feet occupied by the tenant agency.
Within a given facility, common or public areas including corridors, stairways,
toilet rooms, shared conference facilities, etc. will be allocated to all of the™
tﬁga}gghgf that facility based on the proportion of the total occupied areas within

Identify currentindirect costs
Current direct costs ﬁut||,|t|es, janitorial, repairs, etc.) are well identified in the
accounting system. Indirect costs of administrative support (accounts payable,
human resouirce, etc.) currently provide services to many functions. A
methodology for properly allocating current costs of administrative suPport and
other indirect costs is needed. These costs are most appropriately allocated
based on the number of transactions.

Transfer proportionate share ofcurrent costs to tenant agencies

Current general funds expended on the rental pool facilities ﬂprincipally in the
DOT&PF facilities budget) would be transferred in the bud?e {0 the ténant
agencies based on thelr proportionate occupancy of each facility.

POSSIBLE FIRST PHASE FACILITIES |
The listed criteria lead to the following possible initial rental poo and tenant agencies:

NEWRENT2.D0C









HOUSE COMMITTEE REPORT

(i)
Date Referred to Committee: March 6, 1998

Date of Committee Action: 0'3J\ \ » \R R

The FINANCE Committee considered:

HOUSE BILL NO. 467

FURTHER REFERRALS:

HU 477

CONTRACTUAL LEGISLATIVE EMPLOYEES

“An Act relating to employees of the legislature who are employed under a personal services contract.”

T g Cowitee susie

[ additional referral t0
attached amendments)

ADOPTS:

the same ftitle
a new fitle

Committee
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FISCAL NOTE

NO.
STATE OF ALASKA BILL VERSION: HB 467
1998 LEGISLATIVE SESSION PUBLISH DATE:
Revision H a t e : Department Affected: Legislature
Title: "An act relating to employees of the BRU: All
Legislature who are employed under a pe«-jnal..."
Sponsor: Representative Kott Component: All

Requestor: House Finance Committee

COMPONENT SERIAL NO:

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 99 FY 00 FY 01 FY 02 FY 03 FY 04

PERSONAL SERVICES -4.3 -4.3 -4.3 -4.3 -4.3 -4.3
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING -4.3 -4.3 -4.3 -4.3 -4.3
CAPITAL 0 0 0 0 0
REVENUE FUND SOURCE [T

FUNDING: (Thousands of Dollars)

GENERAL FUND

FEDERAL FUNDS

OTHER FUND SOURCE

TOTAL

POSITIONS:

FULL-TIME 0 o1 0 0 0
PART-TIME 0 0 0 0
TEMPORARY 0 0 0 0 0

Estimate of CUIrant year impact:

ANALYSIS: (Attach a Separate page if necessary)
This bill adds the option thiring a legislative employee under a personal services contract without enrolling them

into the Public Employees Retirement System (PERS). Most State agencies can hire temporary or nonpermanent
employees without enrolling them in PERS. The Legislature currently does not have the same ability during

a Legislative session. This bill does not adversely affect any current employees. This bill would allow the
Legislature to hire summer tour guides, laborers to load the van, and the Security Chief without enrolling these
employees in PERS. The savings to the Legislature wpuld be at least 4.3 each year.

Division:

Approved By: Pamela A. Varni, Executive Director
Agency: Legislative Affairs Agency

Distribution (by preparer): Leg. Finance, Legislative Sponsor, Requestor, OMB, Gov., & Impacted Agency(ies).
Page 1of 1
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FISCAL NOTE

STATE OF ALASKA BILL NO. HB 467
1998 LEGISLATIVE SESSION

Department Affected: Administration
BRU: Centralized Administrative Services
Component: Retirement & Benefits

Revision Date: (Note if correction)
Title: ‘An Act relating to employees of the legislature who
are employed under a personal services contract'

Sponsor:  (H) RULES
Requestor: (HI FIN

COMPONENT SERIAL NO. 2271

(Thousands of Dollars)

EXPENDITURES/REVENUES:
FY 99 FY 00 FY 01 FY 02 FY 03 FY 04

OPERATING EXPENDITURES
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0

0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES f ) |

FUND SOURCE: (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health
OTHbi\

TOTAL . 0,0 .....
Estimate of any current year (FY 98) cost: % none

00 ... 00. ... . 0,0 0,0

POSITIONS:
FULL-TIME

PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page if necessary.)
This bill does not fiscally impact the Division of Retirement and Benefits.

Phone: 465-4460
Date:

Prepared by: Guv Bell, Director
Division: Retirement & Benefits A

Approved by Commissioner: MarkB o y e r [H z fW

Agency: Department of Administration

DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

: For further distribution information, call the Governor's Legislative Office
jd Page t of 1

\ Date: NE T e

0.0

0.0



HB467: Regardin Legislative Contract Employees
SPONSOR STATEMENT

The purpose of this bill is to add the option of hiring legislative employees using a personal
services contract and eliminate the Public Employees Retirement System (PERS) membership
requirement for the employment under the contract.

Most State agencies have the ability to hire temporary or nonpermanent employees who do not
receive retirement benefit credit while they are employed. Temporary or nonpermanent
employees are short term, often paid on an hourly basis, and may not receive other benefits such
as medical insurance, or leave benefits. However, because of language in the PERS statute (AS
39.35) the Legislature does not have the same ability as other State of Alaska Agencies to hire
temporary employees during a legislative session unless the employee participates in the

retirement system.

For short-term temporary employment this requirement results in a needless cost to the
Legislature and a tax disadvantage to the employee. For example, the summer tour guides in the
Capitol, most of whom are students earning money for school, must be placed in the retirement
system. Money is deducted from their paychecks for retirement which they may withdraw after
leaving employment, but because it was tax deferred, they must not only pay the tax but they
also must pay a penalty for early withdrawal. This is a waste of time and money. This same
situation applies to the laborers who work to load and unload the moving vans, and these people
generally only work a few days at a time.

Further, this year the same retirement issue caused an even more significant problem when the
Legislative Affairs Agency needed to fill the Chiefof Security position for the 1998 session. In
his case, the stringent qualifications for the position almost dictate the only qualified applicants
be former Alaska law enforcement officers who are retired under the PERS. Individuals who are
retired under the PERS cannot accept a position covered by the retirement system without
terminating their retirement. Because of the short-term nature of the position, terminating
retirement is generally an unacceptable option. The current situation hinders, if not blocks, our

ability to even fill a necessary position.

In the past we have utilized “professional services” contracts to hire individuals for certain jobs
to avoid the retirement problem. However, this solution has become less and less of an option
because of IRS rules on contractor vs. employee relationships. Under the IRS guidelines the
duties and responsibilities of the Chiefof Security as well as our tour guides and laborers make
them clearly an employee. Using a “personal services” contract clearly classifies the individuals
as an employee in order to satisfy IRS requirements, and this bill eliminates the conf.ict with

PERS requirements.

This bill and the solution it offers does not adversely affect any current employees. The current
PERS law protects the rights of legislative staffemployees by recognizing that they work in a
different environment than most state employees. This bill will not change that language.
HB467 only adds an additional option in those cases when participation in the retirement plan is
too restrictive or not appropriate. And, it gives the legislature the same flexibility afforded to
other State Agencies.
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FISCAL

STATE OF ALASKA
1998 LEGISLATIVE SESSION

Revision Date:

Title: "An act relating to employees of the

Legislature who are employed underap e r
Sponsor: Representative Kott

(0]

Requestor: House Finance Committee

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 99

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEQOUS
TOTAL OPERATING

CAPITAL
REVENUE FUND SOURCE

FUNDING: (Thousands of Dollars)
GENERAL FUND

FEDERAL FUNDS

OTHER FUND SOURCE

TOTAL

POSITIONS:
FULL-TIME A
PART-TIME
TEMPORARY
Estimate of current year impact:

ANALYSIS: (Attach a separate page if necessary)

-4.3
0

0
0
0

-4.3

-4.3

BRU:

a |.

Component:

FY 00
-4.3

o O o

-4.3

-4.3

Fws Vi M W
l_l ~
_ _ No:
Bill Version: hb 467
(H) Publish Vate: 3/197/93
Department Affected: Legislature
All
All
COMPONENT SERIAL NO:
FY 01 FY 02 FY 03 FY 04
-4.3 -4.3 -4.3 -4.3
0 0 0 0
0 0 0 0
0 0 0 0
0 0 0 0
-4.3 -4.3 -4.3 -4.3
0 0 0 0
0 0 0 0
-4.3 -4.3 -4.3 -4.3
-4.3 -4.3 -4.3 -4.3
0 0 0 0
0 0 0 0
0 0 0 0

This bill adds the option of hiring a legislative employee under a personal services contract without enrolling them

into (he Public Employees Retirement System (PERS).
employees without enrolling them in PERS. The Legislature currently does not have the same ability during

a Legislative session. This bill does not adversely affect any current employees. This bill would allow the

Legislature to hire summer tour guides, laborers to load the van, and the Security Chief without enrolling these

employees in PERS. The savings to the Legislature wpuld be at least 4.3 each year.

Prepared By: Karla Schofield. Deputy Director
Division: Administrative Services

Approved By: Pamela A. Varni. Executive Director

Agency: Legislative Affairs Agency

OihAW _

Most State agencies can hire temporary or nonpermanent

Phone: 465-3852

Date:3I(3lga

Date:'??

Distrilbwtioon {by preparer): Leg. Finance, Legislative Sponsor, Requestor, OMB, Gov., & Impacted Agency(ies).
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Revision Date:
Title:

Sponsor:
Requestor:

EXPENDITURES/REVENUES:

FISCAL NOTE

STATE OF ALASKA
1998 LEGISLATIVE SESSION

(Note if correction)
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(0
No: 1

HB 467
3/19/98

Bill Version:

(H) Publish Date:

Department Affected: Administration

‘An Act relating to employees of thelegislature who
are employed under a personal servicescontract'
(H) RULES

BRU: Centralized Administrative Services
Component: Retirement & Benefits

(H) FIN

COMPONENT SERIAL NO. 2271

(Thousands of Dollars)

OPERATING EXPENDITURES FY 99

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE:

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

OTHER

TOTAL — 0,0.
Estimate of any current year (FY 98) cost: $ none
POSITIONS:

FULL-TIME

PART-TIME

TEMPORARY

ANALYSIS: (Attach a separate page if necessary.)

FYOO FY 01 FY 02 FY 03 FY 04

0.0 0.0 0.0 0.0 0.0

| ~~T T

(Thousands of Dollars)

.0,0.. 00 0.0

0.0 0,0

This bill does not fiscally impact the Division of Retirement and Benefits.

Guv Bell. Director
Division: Retirement & Benefits
Approved bv Commissioner:  Mark Bover
Agencv: Department of Administration

DISTRIBUTION COPIES TO GOVERNOR' VE OFFICE
For further distribution information, call the Governor's Legislative Office :

JlCOMMITTEE COPY

Phone: 465-4460

Date:

(AM—

Date:

S LEGISLATIVE OFFICE
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<OUSE COMMITTEE REPORT

ii?
Ea e Referred to Committee: May 1, 1998

Date of Committee Action:
The FINANCE Committee considered:

HOUSE BILL NO. 469

FURTHER REFERRALS:

HB 469

APPROVE SALE ROYALTY OIL TO MAPCO

“An Act approving the sale of Prudhoc Bay Unit royalty oil by the State of Alaska to Mapco Alaska Petroleum, Inc.;

and providing for an effective date.”
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FISCAL NOTE @MS IMBNI

STATE OF ALASKA
1998 LEGISLATIVE SESSION

Revision Date: Dept Affected: Natural Resources

Title: MAPCO Royalty Oil Contract BRU: Resource Development
Component:  Oil & Gas Development

Sponsor: Rules Committee

Requestor: Governor Component Serial No. 439

Expenditures/Revenues (Thousands of Dollars)

OPERATING EXPENDITURES FY99 FY0O0 FY01 FYo2 FY03 FY04

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0
CHANGE IN REVENUES (flhdcode) 760.2 1,533.0 1,533.0 1,533.0 772.8 0.0
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY98) cost: 5

POSITIONS

FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0
ANALYSIS: (Attach a separate page if necessary)

Sale of royalty oil to Mapco from Jan 1, 1998, when first barrel is paid for, to Dec 31. 2003, at 28,000 bbl/day.

. : TAN
Prepared by: Phone: 1 147 Ny

Division: Date: 1SuM 3£1.
Approved by Comrnis”ib
Date:

Agency:

................ PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
QQMMITTEE coPy distibutioninformation call the Governor's Legislative Office pae » cf 1



MAPCO COMMENTS ON GASOLINE PRICES

April 8, 1998

There have been several articles recently in Alaska newspapers which expressed concerns about
gasoline prices in Alaska. On behalfof MAPCO, | am pleased to respond to some of those

concerns.

First, I need to note that crude oil is not the only component or cost involved with refining
gasoline. Crude cost accounts for less than half of the retail price of gasoline. MAPCO and
other Alaska refiners pay fair market value for the crude we purchase and we pay a pro-rated
tariffto get it to our refinery. Forone of our crude contracts with the State of Alaska, MAPCO

pays a S. 15 per barrel premium for the crude oil.

The other costs ofrefining product in Alaska are all higher than at lower 48 refineries.
Electricity is an ingredient ofrefining and we pay several million dollars per year to GVEA for
electricity. We pay twice the cost for electricity here compared to our Memphis refinery. And
electricity costs are two to three times higher here than for refineries in the Pacific Northwest.
The chemicals, fuel, labor and transportation components of refining and distributing our refined
product are all considerably higher here than in the lower 48 states. The average rate of pay at
our North Pole Refineiy is about $10.00 per hour higher than for comparable positions at our
Memphis refinery. This is a 50% higher cost for labor at our Alaska refinery. Alaska has some
ofthe most stringent environmental standards that impact costs at the refining, wholesale and
retail levels. In addition, MAPCO paid a $30 million quality bank penalty in 1997 for the 600
million gallons of refined product sold, which equates to $.05 per gallon. Or you can look at the
quality bank penalty as adding S2.10 to the cost of each barrel of crude we refine. The $70
million jet fuel expansion we are currently doing at our refinery would cost in the $45 to $50
million range in Memphis. So it follows that refined product prices will also be higher in Alaska

than elsewhere in the Country.

But the prices in Alaska'are much lower than they would be without the presence of the Alaska
refiners. When | left for college at the University of Oregon driving down the Alcan Highway
with Jim Dodson in the fall of 1963, the price of gasoline in Fairbanks was around $.55 per
gallon. We arrived in Eugene, Oregon, and paid about $.26 per gallon. It was after 1969 when
Tesoro started refining in Alaska that prices dropped. In 1978 gasoline was $.859 in Fairbanks
and it was $.609 in Eugene. The percentage price difference had dropped considerably by 1978.
MAPCO started refining gasoline in 19S5 and prices dropped again. Today the price of gasoline
in Fairbanks is $1.209 and in Eugene, Oregon it is $1.109. The gap has narrowed considerably.
| should note that today the price of the Fairbanks Daily News-Miner is S.75 and the cost of the
Eugene Register Guard is $.50. The news paper here costs 50% more than in Eugene, while the
gasoline is only 9% more in Fairbanks. 1should comment that I think the price of the Fairbanks
Daily News-Miner is a bargain and is very reasonable in view of the costs associated with

publishing the news paper here in Fairbanks.



lalso wanted to pointoutthatsome ofthe data used in analyzing gasoline prices was not correct
as pertains to the Fairbanks and Anchorage markets. The data provided to Senator Frank
Murkowski by AAA thatwas quoted in some news articles appeared to show a price of $1.269
for Alaska. The Fairbanks price is $1.209 and the Anchorage price is about $1.159. So the
after tax price of Alaska gasoline is in the 5.89 to $.94 per gallon range as opposed to $1.00 per
gallon. The price ofgasoline in the bush areas is really not relevant to the analysis inmy
opinion since they can only receive fuel once or twice ayear in relatively small volumes.

MAPCO isproud ofourrefining activity and the positive i luence we have had on fuel prices
over the 20 years we have operated atour North Pole Refinery. We are proud thatin 1998 we
supported 688 Alaskan vendors with $450 million in spending. We spentmore with everyone of
those vendors than we would have for comparable goods or services in the lower ~g States. But
thatis a fact of life in Alaska. Our presence here means that $450 million multiplies around the
Alaska economy anumberoftimes and helps thousands of Alaskans directly or indirectly. As
anexample, we pay approximately $1.8 million in property taxes that are shared between the
Fairbanks North Star Borough and the City of North Pole. Our refining and retail operations
employ about 500 Alaskans with a total for payroll and benefits of approximately $20 million
peryear. This payroll amountis in addition to the total paid to vendors in 1997,

Attached are three graphs showing thatour price of gasoline, jet fuel and diesel fuel have fallen
as fast, and in some cases faster, than crude oil prices have fallen since a year ago. We feel we
have been very fair and sensitive to the Alaskan consumer, and we pledge to maintain that

sensitivity and fairness in the future.
Foradditional information contact:

JeffCook, Vice President External Affairs
MAPCO ALASKA PETROLEUM inc.
(907) 488-5104



MAPCO ALASKA PETROLEUM Inc. POSITION PAPER
FIVE YEAR-ROYALTY OIL CONTRACT WITH STATE OF ALASKA
April 2,1998

MAPCO ALASKA PETROLEUM Inc. (MAPI) is seeking ratification ofa new five year royalty
oil contract from the Alaska State legislature. The contractwas unanimously recommended for
legislative approval by the Alaska Royalty 0il and Gas Development Advisory Board at their
February 17, 1998, meeting. Approval ofthe contractis now before the legislature in the form

0f SB 342 and HB 469.

The contract has been signed by the Alaska Commissioner of Natural Resources and the
President of MAPI. The contract calls for the sale of approximately 28,000 barrels per day
(bpd) of North Slope royalty crude to MAPI. The contract will be effective December 1, 1998,
and calls for MAPI to pay the State Royalty-in-Value price for the royalty oil plus a $. 15 per
barrel premium. Over the five years ofthe contract, the State could receive an additional $7,665
million in gross revenues over what they would receive from other Prudhoe Bay lessees for the

royalty oil.

The effective date ofDecember 1, 1998, coincides with the expiration ofa currentone year
contract MAP I now has with the State for 13,000 bpd ofroyalty oil. The new contract will
replace the volume in the one year contract and add the additional volume to provide feed-stock
for the $70 million refinery expansion currently underway at MAPI. The cornerstone of this
expansion is the addition ofa third crude unit to the refinery. The new crude unit will begin
shipping the additional production approximately December 1, 1998,

The $70 million expansion project currently has 50 Alaska workers on site. Construction
employment will peak atabout 375 workers this summer. Over 30 Alaskan vendors and
contractors will be working on the refinery expansion. Once completed, the new crude unit will
produce an additional 14,000 bpd ofjet fuel for Alaska’s growing air cargo and air passenger
business. An additional 25 rail cars ofjet fuel will be shipped daily on the Alaska Railroad from
Fairbanks to Anchorage when the project is completed. Local property tax payments by MAPI
will increase, revenues to GVEA and ARRC will increase, and vendors and contractors will
benefit from both the construction and the ongoing operation of the third crude unit. Also, a
total of 19 permanentnew employees will be hired at the refinery and the Anchorage terminal to

supportthe production expansion.

MAPCO hasrefining, marketing and retail activities throughout Alaska. MAPI employs 155
people in the refining and marketing business and about 350 workers atthe 28 M APCO Express
retail stores in Alaska. MAPI spentapproximately $450 million with over 680 Alaskan vendors
and contractors in 1997, In addition, M API provided approximately $500,000 in funding to
educational institutions, non profit organizations and for event sponsorships in 1997. MAPI has
its refining headquarters at North Pole near Fairbanks and its marketing headquarters in

Anchorage.

Formore information contact JeffCook at (907) 488-5104
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Jeffry J. Cook
MEPESCENT

MAPCO ALASKA PETROLEUMinc.
EXTERVALATFARSS AMNSTRATION

APRIL 9, 1998

Gasoline Price Comparisons in Selected US Cliles

(Price per gallon of reqular, unleaded motor gasoline at self-service pump)
ACCRA Cost of Living Index - Second Quarter 1997
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PRICE OF GASOLINE IN FAIRBANKS ONE YEAR AGO PER AMERICAN CHAMBER
OF COMMERCE RESEARCH ANALYSIS SURVEY WAS SI1.42 pergallon. PRICETODAY
IS S1.21 pergallon. THAT ISADROP OF S.21 per gallon,

PERWALL SIREETJOURNAL OIL PRICES, PRICE OF NORTH SLOPE CRUDE ONE
YEAR AGO WAS S18.20 per barrel. PRICE AT CLOSING 4-8-98 WAS $12.72 per barrel.
THAT ISA DROP OF S5.48 PER BARREL IN ONE YEAR. IFONE WERETO ASSUME
CRUDE OIL WAS THE ONLY COMPONENT OF GASOLINE AND THERE WAS A
LINEAR DROP IN PRICE, GASOLINE SHOULD HAVE DROPPED BY S.13per gallon
(55.48 per barrel drop divided by 42 gallons per barrel).

ACTUAL DROP IS S.21 pergallon. PROJECTED DROP FROM CRUDE PRICE IS S.13 per
gallon. RETAIL PRICE HAD ACTUALLY DROPPED FASTER THAN THE
CORRESPONDING DROP INCRUDE PRICE.

NN HAHLANE » NCRTHPCLE AAKADTE « RHONE (07)488-274) « FAX (907) 4830074 « BVAL: [olloSrepoolncoom
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State of A laska
OFFICE OF THE GOVERNOR

ATNKAC

March 10, 1998

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

Juneau, AK 97801-1182

Dear Spea™r” hthips:

| am transmitting a bill that provides for legislative approval of a royalty oil contract between the
state and Mapco Alaska Petroleum, Inc. for the sale of Prudhoe Bay Unit royalty oil. A copy of
the resolution of the Alaska Royalty 0il 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 providing
the report required by AS 38.06.070(c), is also being provided to the Legislature with this bill.

Under the contract, the state will receive a fair value for the royalty oil, while promoting in-state
processing and petroleum product competition. Among the economic benefits to Alaska's citizens
are competitive consumer prices for petroleum products, such as gasoline, diesel and jet fuels, and
employment of Alaskans at Mapco's North Pole refinery,

Copies ofthe commissioner's preliminary finding and the draft contract have been sent to the
legislature and made available to the public for review. The commissioner's final finding and the
signed contract are attached.

I respect the Legislature's desire to have a direct voice in major disposals of royalty oil.
Therefore, although this and previous admimstrations have consistently taken the position the
statutory requirement of legislative approval of royalty oil contracts is unconstitutional, as a
matter of comity, Iam introducing a bill approving and ratifying the contract. The contract is
consistent with provisions requiring approval by the Legislature before it takes effect.

lurge your prompt consideration and passage of this bill.

Sincerely,

Touy/Knowles
Governor



THISALASKA ROYALTY OIL AN ASDEVELOPMENT ADVISORY
UOARD
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Resolution 98-1

On January 30, 1998, (he Commissioner of Natural Resources provided (lie Alaska
Royalty Oil and Gas Development Advisory Board ("Board") with the Preliminary
Finding and Dcterir .nation to Sell Royalty Oil to Mapco Alaska Petroleum Inc. dated
January 30, 1998 ("Finding") and a copy of the proposed Agreement for the Sale and
Purchase of State Royalty Oil to Mapco Alaska Petroleum Inc ("Contract”). Under the
Contract, the Department of Natural Resources will sell approximately 28,000 barrels per
day of Prudhoe Bay Unit royalty oil to Mapco for five years. Mapco will process (he oil
in its refinery in North Pole, Alaska.

The Contract was negotiated between representatives of the Division of Oil and Gas and
Mapco over the past four months. On January 30, 1998, the division published die
Finding, the Contract and gave public notice that the Board would review the Contract at

a public hearing on February 17, 1998.

On February 17, the Board met to discuss the Contract and take public comments.
Representatives from the division, representatives of Mapco, and members of the public
attended the meeting. A presentation from division staff about (he pro . sale and
contract was given to the Board. After review and consideration of the  formation
presented, public comment, and the criteria of AS 38.06.070, the Board approved the
proposed sale and recommended the proposed contract be approved by the legislature.

Based on the Board's review of the Contract, the Commissioner's Finding, and the
information presented at its public hearing, the Board is of the opinion that the proposed
disposition of Prudhoe Bay Unit royalty oil to Mapco is consistent with AS 38.06.070
and AS 38.05.183. In report to the legislature, the Board adopts the Commissioner's
Finding by reference, and recommends that the Twcen”™'h Alaska Stale Legislature
approve the Agreement for the Sale and Purchase of Stale Royalty Oil to Mapco Alaska

Petroleum Inc.

Senate Bill No. 342
House Bill No. 4fiQ
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Final Finding and Deterrrt1ination to Sell Royalty Qil
0
MAPCO Alaska Petroleum Inc.

l. Summary

The commissioner of the Department of Natural Resources, on behalf of the state of Alaska,
proposes a five-year sale of approximately 28,000 barrels per day of the state’s royalty oil to
MAPCO Alaska Petroleum Inc. (MAPCO). MAPCO operates a refinery in North Pole in the
Fairbanks North Star Borough and is one of the state’ largest retailers of petroleum products.
This document provides the final finding and determination required under AS 38.05.183 for the
proposed sale.

The department distributed the preliminary finding and draft contract on January 30, 1998. The
public comment period ended one month later on March 3, 1998. The department notified the
public about the preliminary finding and draft contract and written comments were solicited by
sending a notice of the sale or copies of the preliminary finding and draft contract to 200
citizens, special interest groups, industry and government representatives, and the media. The
department also advertised through display advertisements in newspapers throughout Alaska.
At the close of the comment period, the department received three letters. The letters are
included as Appendix C to this finding.

The mailing and advertisements also notified the public of a meeting of the Alaska Royalty Oil
and Gas Development Advisory Board (Royalty Board) that was held on February 17, 1998 at
which the proposed sale was discussed and public comment was solicited. Except for the
representatives from MAPCO, there was no public testimony at the Royalty Board meeting.
However, a letter from Hal Whitley, owner of Wet Willy’s Carwash in Fairbanks was faxed to
the Royalty Board in the morning before the Royalty Board met. The Royalty Board considered
Mr. Whitley’s comments. Subsequently, the Royalty Board unanimously supported the sale and
adopted the Commissioner's findings as its report to the legislature, and passed a resolution
recommending approval of the sale by the legislature.

This is a final finding and final conclusions have been reached. The commissioner has
determined that the proposed sale to MAPCO is in the state’s best interest. The final finding, a
copy of the signed contract, and the recommendation from the Royalty Board will be forwarded
to the Legislature under AS 38.06.055.

1. Background

The state of Alaska receives a royalty of approximately 12.5 percent of the oil and gas produced
from the Prudhoe Bay Unit. The state may take its share of oil production "in-kind or "in-
value." When the state takes its royalty share of the oil in-kind (RUC), it assumes ownership of
the oil, and the v unissioner disposes of the oil through either competitive or non-com petitive
sales. When oil is taken in-value (RIV), the state's lessees who produce the oil market the state's
share along with their own share of production. The lessees are obligated to pay the state the
value of the state’s RIV share.



MAPCO has a long history as a purchaser of RDC from the state. MAPCO has the longest
running contract for ANS RIK. Deliveries under its long-term contract began in November
1979 for 35,000 barrels per day. This contract will not expire until December 2003. Through
the end of 1997, MAPCO received approximately 205.8 million barrels of RDC.1

On August 26, 1997, the state agreed to sell to MAPCO an additional volume of royalty oil
equal to 11.6 percent of the daily royalty oil production of the Prudhoe Bay Unit (PBU) for one
year. Deliveries under this contract began on December 1, 1997 and will continue through
November 30, 1998. By statute this contract may not be renewed without a specific
recommendation of the Royalty Board to the legislature and the legislature’s subsequent
approval. Last October, MAPCO initiated negotiations with the department for a new royalty
oil supply contract to begin deliveries when this contract expires.

At the date of this final finding, Williams Companies Inc. is in the final stages of acquiring
Mapco Inc. This acquisition will become final when Williams Companies Inc. receives approval
from the Federal Trade Commission. On November 2', 1997, the companies announced that
they had entered into a definitive merger agreement pro\ ding for Williams to acquire MAPCO.
On February 26, 1998, MAPCO shareholders approved the acquisition. Standard and Poor’s
(S&P) revised its outlook for both companies to positive from stable. Primarily, the outlook
change reflects the strengthening fundamentals of the Williams’ pipelines and prospects for
improving earnings at Williams Communications Group and Williams Energy Group. The
proposed acquisition of Mapco Inc. is also a positive factor in S&P’s outlook change." The S3
billion acquisition price includes $2.2 billion of Williams common stock and the assumption of
about S750 million of acquired company debt. The conservatively financed acquisition should
diversify Williams' pipeline operations with a relatively successful downstream energy services
company. The merger will have no affect on the proposed sale and contract terms.

This finding and determination and the attached copy of the sales contract represent the result of
those negotiations. Much of what was written by way of background to the 1997 contract still

applies today.

In the following section of this finding, the description of the contract focuses cn how this
proposed contract differs from the current one-year contract.

m. Discussion of Contract Provisions

Term

First delivery of RIK oil is set for December 1, 1998 and will continue for five years. The
contract will terminate December 31. 2003. This coincides with the termination date of
MAPCO’s current long-term, 25-year contract.

1 Golden Valley Electric Association volumes are included in MAPCO's RIK deliveries.
2 Standard & Poor's CreditWire dated November 24, 1997.



Quantity

The state agreed to increase the percentage of royalty oil that MAPCO may purchase to assure
MAPCO a relatively constant supply of RDC oil as production declines. Over the life of the
contract the volume of RIK taken by MAPCO will remain fairly constant. This proposed
contract will increase the percentage of PBU royalty oil that MAPCO now receives under the
current one-year contract.  MAPCO will purchase 27.0 percent of the state$ royalty share in
1999 (about 28,000 banels per day from the PBU). In the second, third, fourth and fifth years,
MATf JO’s RDC purchase percentage will increase slightly to 28.5 percent, 30.0 percent, 32.0
percent and 33.5 percent, respectively.

Table 1: RIK Percentages and Maximum Quantities

RIK Volume
Year RIK % (Bpd)
1998 27.0 28.350
1999 27.0 28,350
2000 28.5 28.500
2001 30.0 28,200
2002 32.0 28,480
2003 33.5 28,475

When MAPCO’s current long-term RIK contract with the state is considered with the p jposed
contract, the actual volume taken by MAPCO will increase to approximately 56.7 percent of the
state’s royalty oil from the PBU.

The percentage of royalty oil designated in the contract for each year is called the "Maximum
Quantity." If MAPCO takes less than the Maximum Quantity, it will be subject to a per-barrel
reservation fee on each barrel less than the Maximum Quantity. The per-barrel reservation fee
is 0.75 percent of the full purchase price.3 MAPCO may elect to decrease or increase the
quantity of RDC oil it will actually purchase month-to-month subject to certain notice
requirements. MAPCO also has the right to terminate the contract with one hundred days notice
to cease deliveries. With the same notice period, MAPCO may elect one time annually to
permanently reduce the Maximum Quantity required under the contract. However, once
MAPCO issues an annual notice of its option to permanently reduce the Maximum Quantity.
IMAPCO may not reinstate the Maximum Quantity to the initial level. In addition, MAPCO
may not ever increase the Maximum Quantity.

Because of the terms of the PBU Agreement in force among the producers and the state, the
state combines royalty production from both the Prudhoe Bay field and royalty oil processed
currently through the Lisbume Production Center. The 112,000 barrels per day of royalty crude

3The contract provides MAPCO with some operational flexibility. With the appropriate one hundred-day notice, MAPCO may
take less than the Maximum Quantity, however, a reservation fee would apply to volumes less than the then applicable
Maximum Quantity.
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oil forecast for 1998 (Table 2) is the sum of the royalty offtake from PBU including both the
Initial Participating Areas and the Greater Point Mcintyre Area, i.e. Lisbume, Pt. Mclintyre.
West Beach, North Prudhoe Bay State, and the Niakuk/Alapah Participating Areas/

Table 2 illustrates the present and future royalty crude oil supply from the PBU. The state is
obligated to supply 35,000 barrels per day to MAPCO through 2003 and 30 percent of the PBU
royalty oil to Tesoro through 1998. If the proposed MAPCO contract is awarded, the state will
still keep approximately 13 percent of its royalty share of PBU production as RTV or about 40
percent of the total ANS royalty production in 1998. See Figure I, titled “Total ANS Royalty
and RDC Sale" for the percentage share of ANS RIK oil versus ANS RIV oil.

The state must reserve a sufficient percentage of its PBU royalty oil as RIV to insure that PBU
lessees can deduct field costs as a credit from their RTV royalty for the royalty oil the state takes
in-kind. The state’s flexibility to nominate more RIK oil from the PBU will be limited after this
RIK sale to MAPCO. However, there will be some flexibility for the state to offer additional
royalty oil from other non-PBU fields on the North Slope as circumstances warrant.

Quality

MAPCO must accept the same quality of oil that the state receives from the producers at Pump
Station No. 1 The existing contract with MAPCO does not distinguish between crude oil,
condensate, or natural gas liquids (NGLs). MAPCO waives any claim that either condensate or
NGLs blended with the crude oil by the lessees tendered to the state as royalty oil is not oil for
the purposes of the contract. This waiver will protect the state against any future claim that
MAPCO did not receive its full ot correct volume of RIK by asserting that condensate or NGLs
are not crude oil.

4Under the proposed contract, the state reserves the right to supply 100 percent of MAPCO's volume fron just the PBU Initial
Particiﬁating Areas (IPA) rather than include the production from the Greater Point Mcintyre Area, i.e.. . reduction processed
through the Lisbume Production Center. In this case MAPCO would receive initially 33.8 percent of the F3U IPA production.
MAPCO will be notified 90 days in advance if the commissioner, in his sole discretion, chooses to exercise tfjs right.
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Table 2 North Slope Royal%B%r)ude Ol Production Forecast
196 19 A0 A0 AR A8 A% A6 A0

Greglar Poirt Mantyre Area Z B K B 1 D 9 8 8
Lisurre 1 1 1 1 1 1 1 1 1
Nk 4 3 3 3 2 2 2 2 2
Pont Mtlrtyre r 1 u 9 8 7 6 6 5
West Beach N Prjdhoesgy 0 0 0 0 0 0 0 0 0
Pruchoe Bayae/ » & & T U N B8 & &
Satellites b/ 0 2 3 4 4 4 5 5 4
PudhoeBylhit 12 16 0 % ® & & 7 R
Kuparuk River Unit 3 F P A B RO T B
Vihe Point 8 9 » 1 2 B B 2 U
Northstar 0 0 0 8 8 7 6 5 5
Cther Onshore 0 0 0 0 4 4 4 4 4
Endicatt 9 8 8 7 7 6 6 5 5
Backnt 0 5 6 5 5 4 4 3 3
Apire 0 0 6 6 6 6 6 5 5
Total Royalty: P ®B K ®» ® ¥ 5 3 B
Mnus RV Reg(d lor Feld Cost Allonsnce
Pruchoe Bay Lht n 1 » 9 9 9 3 3 3
Kuparux River Unt 3 3 3 3 3 3 3 3 3
Mire Poirt 0 0 O 0 0 0 0 0 0
Endicatt 1 1 1 1 1 1 1 1 1
S 5 4 B B B 7 7 7
IVinus Qurrent RIK Connects
MAPQODIt F H B B B 0D 0 0 0
MAPQO 12 d B - -
Tesoro A - -
Total Qurent RK Chligation & » d I B P 0 0 0
ANS Royalty Gl Available to Suppty Nn RK
Comm 6 113 W W 1w W B B I3
IMAPQOSs proposed 27.0% o 8 B B8 B B B - -
centred 0
ANS Royalty CHRemeining: Jy % ®» ¥ B/ & B B 1B

a/ If the commissioner elects to sell MAPCO RIK from the Prudhoe Bay Initial Participating Area (IPA); then
the price per barrel will be calcula™d on the basis of the volume weighted average of the Royalty Value received
from just the IPA. plus S.15. Sec Table 2.

b/ Satellites include wells penetrating several smaller, unnamed reservoirs.

4. MAPCOQ's #2 contract expires November 30, 1998, _

(MAPCO's proposed contract is expected to start December 1. 1998 and expires on December 31, 2003.



Price

The proposed contract requires MAPCO to pay a price per barrel equal to the state’s royaltv
value per barrel plus S.15. The state’s royalty value is defined as an amount equal to the per
barrel value the state would have received from the Lessees for its royalty oil if the state had
taken its royalty in-value instead of in-kind, plus any costs incurred by the state as a result of
taking the royalty in-kind rather than in-value. This price meets the statutory requirement that
the value of RIK is at least equal to or exceeds RTV. The proposed contract price is comparable
to the one-year contract price and the value of RTV. Table 3 illustrates the calculation of
MAPCO’s price if it took deliveries under the proposed contract in January 1997.

Table 3: Volume Weighted Average Price -All Producers
Value of RIV

Producer Gross PS1 Product ol Volume Avenge
Volume Value Times PS-1Value Price
LIibum™ Production Center*/ Wl
AR 1.803528.68 $1950000 $35,168,809.45
BP Exploration 256520354 $18.12000 6,481,488 14
Boon 2.167.463.77 $1873000 $40,596,5%6.40
Prudhoe Bay IPA %1
6.812.971.60 $19.83000 $135,441,8/541
BP Bxploration 9.731.64080 $1864000 $181,397,784 51
Chewron 199.860.30 $2324800 $3,716,43225
Boon 7,700,737.40 S1958000 $148,008,172.83
Fores 911130 $19.83000 $181,132.64
Ml 362.12620 $19.82000 $7075583.82
Phillips 364.58950 $20.69000 $7543,3%6.76
Texaoo 100.129.00 $18.95000 $1,897444.55
Totals 31,777,362.10 $07508,676.78
\Volure Weighted Average Value: $19.11766
*S.15/Mhhbl
Price ol Sele QI $19.26766

al Under the proposed contract, the state reserves the nght to supﬁly 100 percent of MAPCO's volume from just ihe
Prudhoe Bay UrutlnitiaIParticg)ating Areas ratherthaninclude ine producuon from the Greater ~ Point Mcintyre
Areas, i.e.,productionprocessed through the LisbumeProduction Center. This would imply thatMAPCO would
receive approximately 33.8 Percent of the Prudhoe Bay Initial Participating Areas production. MAPCO will be
notified 90 days in advance if the commissioner, in his sole discretion, chooses to exercise this right,

b/ Includes Larch, North Prudhoe Bay State and West Beach.

d Includes wells penetrating several smaller, unnamed reservoirs.

Like the current MAPCO arid Tesoro contracts, the proposed contract price replaces the need for
an escrow account and retroactive ANS Royalty Litigation5 adjustments that appear in
MAPCO’s 1978 contract. MAPCO's proposed contract will have a more certain purchase price,
subject to only minor subsequent adjustments. The ANS Royalty Settlement Agreements
concluded the ANS Royalty Litigation and provided an agreed-upon valuation method that did
not exist when MAPCO’s 25-year royalty oil contract was signed. MAPCO’s new RIK contract
will rely upon agreed-upon valuation methods in the ANS Royalty Settlement Agreements to
establish a contract price. Except for certain related adjustments contemplated under the

5ANS Royalty Litigation refers to the dispute between the state and the ANS lessees that was resolved in several settlement
agreements (Case No. 77-847 Civil, June 1977).
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settlement agreements with ARCO, BP, Exxon and the other PBU producers the MAPCO
contract will not require an interim pricing method.

Previous RIK findings have described the so-called "displacement effect" and "competitive
effect” that may occi with a state sale of RIK. Because the changes in the markets for ANS oil,
these effects will be v ry minor.

The "displacement effect” theorizes that any RIK sale by the state to in-state refiners will replace
ANS sales by North Slope lessees to West Coast destinations including Alaska. Although the
total volume of ANS sold on the West Coast is the same without a RIK sale, the producers must
show in their royalty reports that a larger proportion of their oil is piaced iri destination markets
where netback values are less than the West Coast. The West Coast destination yield a higher
royalty value than the other destinations. The average royalty value, weighted by v.u volumes to
each destination, is lower when the proportion of oil reported by the lessees going n tr.e non-
West Coast destination increases. This proportion of deliveries to the West Coast nd other
destinations is also reflected in the netback value reported for severance tax purposes. It this
way, selling RJK decreases the state’s revenues from both RIV royalties and severance ta>

The potential for a "displacement effect” has diminished since the market of total ANS solo on
the Gulf Coast has disappeared. The Gulf Coast’s historically low royalty value contributed the
biggest impact in calculating the displacement effect. There are now no more waterborne
shipments of ANS to the Gulf Coast and the volumes shipped to the Mid-Continent or the Far
East yield nethacks that are higher "han the Gulf Coast netbacks.4

As shown in this example, (See Table 4) the displacement effect, is insignificant. The contract
price is sufficient to compensate the state for any reduction in the royalty value of RIV oil.

‘Alaska Department of Revenue, Fall 1997 Revenue Sources Book. Forecast and Historical Data. Anchorage,
Alaska, p.19. ANS movements to destinations in the Far East, the Caribbean and the U.S. Mid-Continent
represented just 5 percent of total ANS production in FY 1997.



TABLE 4: DISPLACEMENT EFFECT

Ifthe North Slope producers take all of our royalty oil “in-value,”
their shipments will look like this:

28,000 + 922,000 + 50,000 = 1,000,000
(Mapco) (CAandWA) (Asia Market) (Total)
In percentage terms:

3% + 92% + 5% = 100%
The calculation of royalty value (and severance tax) is;

($14.70x3%) + ($14.70 X92%) + ($14.20x5%) = $14.67

If the state sells oil to Mapco, the producer’s placements on the West Coast
are reduced by 28,000 barrels. Their shipments will now look like this:

0 + 922,000 + 50,000 972,000
(Mapco) (CAandWA) * (Asia market)

In percentage terms:
0% + 95% + 5% = 100%

The calculation of royalty value (and severance tax) is:
($14.70x0% )+ ($14.70X95% ) + ($14.20x 5%) = $14.67

In this example, the displacement effect has no effect on the state’s royalty and severance
tax revenue.



The "competitive effect” relies on the assumption that the price of ANS on the West Coast as
reported in the producers’ royalty value is higher than the price that would result from a purely
competitive market. One North Slope producer dominates the ANS spot market and may be
able to influence the price by its decision to transport oil to other destinations. When the state
was selling nearly 210,000 barrels per day of RIK in 1986, (See Figure A-l) the state, as
another seller in the market competing with the ANS producers, could conceivably contribute to
a lower West Coast price. The “competitive effect” is probably immeasurable since ANS supply
in the West Coast market is declining. Competitive market forces beyond the control of the
ANS producers, including the state, now govern the price of ANS.

In-State Processing

In the proposed contract, MAPCO has agreed that 80 percent of the RJK it will purchase will be
processed in the North Pole refinery. This clause is designed to prevent MAPCO from re-
selling RIK to a third party and possibly profiting from a favorable price charged to MAPCO by
the state. The in-state processing clause assures that the state will enjoy the benefits described in
Section IV below.

Purchase Price Reopener

The contract provides r.o provision for either the state or MAPCO to renegotiate the price terms.
Should the state pursue a price reopener as permitted by the ANS Royalty Settlement
Agreements, the state is obligated only to inform MAPCO that negotiations have begun.
MAPCO will pay based on whatever the Royalty Value the state and the producers may
negotiate.

MAPCO also agrees that it will not intervene in any way in the negotiations or arbitration of a
reopener between the state and the producers. If the new price terms that may result are
disagreeable to MAPCO, it has the right to terminate the contract with one hundred days notice
to cease deliveries.

Payments

The proposed contract has specified the timing and due dates associated with the Production
Month Invoice, Initial Adjustments, and Subsequent Adjustments. The timing of these invoices
and due dates have been shortened somewhat to reduce the state’s exposure to default risk as
described below.

The state has agreed that any subsequent adjustments rendered more than six years after the date
of delivery will bear interest for only six years from the due date of the initial billing. However,
this six-year interest limitation does not apply to adjustments that result from regulatory
decisions, reopeners, court proceedings, or truc-up audits that are commenced during the six-
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year period. This provision appears in both the current one-year MAPCO contract and Tesoro’s
current three-year contract.

Termination Notice

The state requires at least one-hundred days notice of early termination of the contract or any
reduction in the maximum quantity taken by MAPCO. This timing is based on the ANS
Royalty Settlement Agreements and the PBU Agreement. Under the original PBU Agreement,
the state has a right to “denominate”™ RIK deliveries with a six-month notice. However, under
each of the ANS Royalty Settlement Agreements, the timing requirement was reduced to 90
days. The ANS Royalty Settlement Agreements provide that the lessees may claim force
majeure if marine transportation is unavailable to transport any additional RIV for the first 90
days that the RIK has reverted back to the producers. During this up-to-90-day period that
lessees could claim force majeure, the state must take full possession of its RJK and find
customers to buy it and tankers to transport it. For this reason MAPCO must provide sufficient
notice to terminate the contract or reduce its maximum quantity, up to six-months and ten days
if necessary.

Late Payment Penalty

If MAPCO fails to make full payment of its monthly obligation within three business days
following the receipt of the invoice, a five percent penalty will be imposed. In MAPCO’s one
year contract, the same late payment penalty applies.

Interest

Underpayments and overpayments aie an unavoidable problem in any RJK sales contract. The
contract price is based on Royalty Values calculated under provisions in the ANS Royalty
Settlement Agreements that are subject to re-adjustments for true-up audits, regulatory
decisions, reopeners, or court proceedings. Both the state and MAPCO agree to pay each other
the statutory interest rate on readjustments made for overpayments or underpayments,
respectively. The applicable rate is five percent over the annual rate charged member banks for
advances by the 12 Federal Reserve Bank or 11 percent compounded quarterly, whichever is
greater (AS 38.05.135(d)).

Local Hire

Like MAPCO’s one-year contract and virtually every RIK contract to in-state refineries, the
proposed contract requires that MAPCO agree to employ Alaska residents and Alaska
companies to the extent they are available, willing and qualified for the applicable work
performed in Alaska in connection with the Agreement. An Alaska resident is defined as one
who has resided in Alaska for one year at the time of employment and "Alaska companies”
means companies incorporated in Alaska or whose principal place of business is in Alaska. If
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this provision is determined to be unconstitutional, then MAPCO agrees to hire Alaska residents
to the extent that the constitution allows.

Security

The proposed contract requires an irrevocable stand-by letter of credit equivalent to the value of
75 days worth of RJK to secure the state in the event that MAPCO, for any reason, fails to pay
its bills or to take delivery. The value of the letter of credit is calculated to protect the state from
its exposure to “default risk" and ‘denomination risk." Default risk is the exposure the state
faces if MAPCO fails to pay. Since MAPCO is billed on the first day of the month following
the production month up to 39 days of RIK will be delivered to MAPCO before the state is in a
position to declare the contract in default for failure to pay (See Table 5). In addition to the risk
assumed by the state should MAPCO fail to pay, the ::*re also runs a risk of losing full value of
its RIK when it “den.minates” the RIK volumes to RIV. As indicated above, the 90 day
denomination notice period under the ANS Royalty Settlement Agreements plus 90 days should
a lessee declareforce majeure represents the amount of RIK oil subject to this risk. During this
period, the state either has to organize a new RIK purchaser or negotiate with the lessees to take
back the RIK. In either event, the state could be in a distress sale situation. The letter of credit
instrument is intended to protect the state from losses for volumes delivered under the contracts
orre-sold at a price less than the contract price.

The state’s risk exposure is measured as follows:

Table 5: Calculation of MAPCO’s Letter of Credit

Default Risk Days
Days RIK tendered but not billed: 30
Days to Production Month Invoice: 2
Production Month Invoice Due: 3
Default Declared: 4
Total Default Exposure 39
Denomination Risk
Volumes Subject to 90-day Denomination @ 100% 90 days
Probability that 90-day notice rights invoked @ 100% 90 days
Resale Value of denominated oil $.80 on the S1
Number of days “at-risk” (20% X 90 days) 18
Volumes Subject to 90-day Force Majeure @ 100% 90 days
Probability that 90-days notice rights invoked @ 100% 90 days
Resale Value of denominated oil $.80 on the $1
Number of days “at-risk” (20% X 90 days) 18
Totai Denomination Exposure 36
Total Risk Exposure 75

The letter of credit is valued at the price of the RJK volume per day times the number of days
of total risk exposure.
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The proposed contract includes an alternative security provision it MAPCO so elects. This
security provision requires that MAPCO provide the state with an irrevocable stand-by letter of
credit for forty days of RIK oil. plus an irrevocable backup contract with a major oil company
subject to approval by the Commissioner. The backup contract would assume MAPCO’s full
liability to the state to purchase RIK oil for a minimum of 90 days or a maximum of 180 days
deliveries of RIK oil. Should MAPCO default, the state will draw from the 40 day letter of
credit and the backup contract would immediately take effect for the RIK oil due MAPCO until
the 90 day or 180 day (if producers invoke force majeure notice) denomination notice of the
state’s RIK oil became effective.

The concern for the state’s exposure to default and denomination risk is driven by the state’s
previous experience. The security and other provisions of recent RIK contracts mitigate those
risks. The Alpetco RIK sales contract, executed on February 22, 1978, a so-called in-state
enhancement contract, was the worst performer recovering only 94.5% of the principal. Pan of
this difference w-ere losses the state incurred on the royalty oil subject to “denomination risk.”
When Alpetco attempted to decrease its REK purchases, the state realized only 78 percent of the
contract price.

Over time, the Division has looked at some of the obvious problems with the Alpetco RIK
contract and these problems have been mitig.ated or eliminated in the subsequent contracts. The
proposed MAPCO contract avoids the following:

« Dispute clause that allowed Alpetco to unilaterally withhold any amounts Alpetco disputed
without Alpetco's debt being called due and payable.

See MAPCO contract, page 15, line 11 (6.10 Disputed Payments) requires MAPCO to pay
the full amount pending final resolution of the dispute.

« Ability to intervene in AINS Royalty Litigation allowed Alpetco the potential to disrupt the
settlement if the state pursued litigation against Alpetco's parent company for claims.

See MAPCO contract, page 7, line 19 (2.5 Reopeners) stipulates that MAPCO shall not
intervene or participate in any way regarding AINS Royalty Settlement Agreements or
litigation with the lessees. This provision removes any leverage that MAPCO may have
over the state.

« Failure to secure full value for its RDC oil resulted from the nanow marketing window
imposed on the state when Alpetco could no longer take RJK volumes.

The MAPCO contract establishes the timing required for termination notices, notices to
reduce the Maximum Quantity, and month-to-month deliveries volumes within the limits
allowed in the ANS Royalty Settlement Agreements. The security clause requires a letter of
credit and/or a backup contract so that the state can recover any losses due to premature
denomination of RJK.



V. In-State Benefit Analysis

The commissioner considered the effects of the sale of RIK on the economy of the state and the
projected benefits of refining or processing the RIK in the state (under AS 38.05.183). In short,
the terms of the proposed RIK sale should: (1) assure that the state receives at least as much
value for the RIK as it would have received for RTV; and (2) encourage in-state processing of
RDC together with the attendant economic and social benefits. These benefits are measured in
terms of jobs, taxes, and economic competition among the state’s refineries for their products.
The conclusions reached in the best interest finding that accompanied the current one-year
contract are still applicable. Some of the information has been updated here.

In the following discussion of in-state benefits, there is one caveat: the degree to which these
effects may be attributable to the sale depends on how important the sale is to the continued
operation and expansion of MAPCO’s North Pole refinery. The state can offer a somewhat
unique crude oil supply contract whose terms might not be available from any other seller.
Presumably, MAPCO would continue operations without this contract, but there are direct
benefits MAPCO may derive in dealing with the state. To the extent that these benefits are
translated into jobs, taxes, and more vigorous refined-products competition, the people of the
state also benefit. By the same token, the degree to which the'sale may contribute to the
ongoing operation and expansion of the refinery must also be taken into account when
describing the environmental effects of the refinery's operation.

Economic Impacts

A S70 million expansion and upgrade at the North Pole refinery is underway and will increase
fuel production by 17.000 barrels per day. Recent upgrades at the North Pole refinery provide
MAPCO the opportunity to expand its export markets in Western Canada and the Pacific Rim.
In addition, the 1998 expansion will create 17 new jobs in North Pole and Anchorage.

MAPCO reports that it currently employs 120 people in the Fairbanks North Star Borough and
35 people in Anchorage who are directly associated with the North Pole refinery. In addition,
MAPCO employs another 300 people statewide at their MAPCO express outlets.7 This
translates as one-fourth of the manufacturing jobs in the Fairbanks North Star Borough
competing largely with mining and construction jobs. For the most part, these are also high-
wage jobs with a payroll in the Fairbanks North Star Borough of over $9.4 million in 1994.*
Wages in the petroleum refinery and transportation sector averaged $72,677 or more than twice
the Fairbanks North Star Borough average. Income spent by workers in this sector contributes
to an employment multiplier of over 2.5, i.e., for every job at MAPCO’s North Pole refinery 2.5
jobs are created in the wider Faribanks North Star Borough economy.

1Commu ication with Keith Selby. MAPCO Alaska Petroleum. Inc. 1/23/98.
* Lee Huskey. 1SER. November 1995. ‘Table 2: The Fairbanks Petroleum Sector Private Industry Wage and Employment

Effects.” of the "The Petroleum Industry and the Fairbanks Economy" report.



u
MAPCO’s statewide marketing and distribution of petroleum products activities, together with
the refinery, employs a total of 455 people statewide with a payroll (including benefits) of over
S19.5 million in 1997.9

Consumption Effects

The market for crude oil and the market for retail petroleum products are different markets.
While crude oil is a factor in the production of retail products (like electricity and labor), it is
traded in a different market. Accordingly, lower prices of crude will not necessarily transfer
immediately to a lower price for retail products. Wholesale product prices can move
independently of ANS crude pricesl0 because of the other factors. These other factors include
such influences as refinery outages, changing gasoline specifications, gasoline irventory levels,
the previous month’s wholesale price, and other energy market effects.

As with other in-state refiners, the presence of MAPCO in the state provides competition to
outside fuel sellers who import products to Alaska. California suppliers can capture the
difference in state highway gasoline taxes of 22 cents per gallon between markets in Alaska and
California. For Washington, the difference is 15 cents. All other things being equal, this
difference in government take provides a business opportunity for outside suppliers to sell gas in
Alaska. The presence of local suppliers of retail products in competition with imported
petroleum products adds price competition to the retail market. In the same manner, imported
products offer competition to local suppliers.

The presence of MAPCO’s North Foie refinery as a local product supplier with lower
transportation cost to markets and situated next to a crude oil pipeline provides price
competition to imported petroleum products. MAPCO’s healthy market share of the gasoline
and jet fuel trade indicates that imported products sellers must consider MAPCO’s price in
setting their own.

Two investigations conducted in the mid-1980’s by the Alaska Attorney General’s office
supports the important role of competition in the level of in-state gasoline prices.1l Both studies
report that higher profit margins stem from weak competition. In 1985, only one in-state
refinery produced motor gasoline throughout the entire calendar year. That refiner enjoyed a
decrease in its price for most of its crude feedstock while wholesale prices were increased by an
average of 6.5 cents per gallon.12 The Attorney General’s report concluded, ”... the refineries
are charging more for refined gasoline, even though they are paying less for the crude oil they
use to make the gasoline.” With only one refiner producing gasoline for the entire calendar year,
there was little competitive pressure to reduce wholesale prices at a time when their largest cost
input, the price of crude feedstock, decreased. MAPCO began refining motor gasoline in the
last quarter of 1985 and has provided competition in that market.

9Communication with Keith Selby, MAPCO Alaska Petroleum Inc.. Anchorage, Alaska 1/26/98.

DWilliam W. Wade and Robert R. Trout. ,'Carb Gas Phase-In Price Spike: Collusion or Mattel Effects?" 1997

1 Memo to M. Mike Miller, Chairman, House Judiciary Committee from Attorney General Norman C. Gorsuch. RE:
Southeast Alaska Gasoline Price Investigation. May 13, 1985. Fairbanks Gasoline Report. February. 1986. An attachment to a
memorandum to Governor Bill Sheffield from Attorney Genera) Harold M. Brown. March 11. 1986.

D Fairbanks Gasoline Reran, page n.
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This competition in the in-state gasoline sales market, along with other sellers, provides a
dampen? ig effect on prices. The effect of market competition on prices reported in the 1985
Attorney General’s report expl; ;ns that "The ...price difference [between wholesale prices in
Anchorage and Southeast Alaska] appears to be due > a very low level of competition between
wholesalers in Southeast Alaska, which permits higher profit margins.”13 Insofar as state
refineries and product wholesalers can compete, the consumer can enjoy lower prices than
would be the case if competition did not exist.

Social Impacts

MAPCO paid 60 percent of the property tax revenues collected in 1996 by the City of North
Pole. Until 1997. when the Ft. Knox Gold Mine came on line. MAPCO’s North Pole refinery
had the highest property assessment in the Fairbanks North Star Borough at S94 million.X
MAPCO’s tax contribution will grow as a result of the refinery expansion. No incremental
effects on land use, impacts on the local social infrastructure, i.e., schools, public safety, roads,
and other government services, are anticipated as a result of this sale.

Effect of Refinery Expansion

MAPCO’s North Pole refinery is the largest refinery by volume in the state. Almost half of
MAPCO’s business is jet-fuel sale:, and the company has about half the market at Anchorage
Internationa! Airport which equals approximately 861.000 gallons per day in 1997. MAPCO’s
growth is being driven by the rapid expansion (about a 43% growth rate from 1995 levels), of
jet-fuel sales in Anchorage as the growth in international air-cargo traffic continues. All of the
additional jet fuel production due to the refinery expansion is projected to supplant foreign
imports of jet fuel. Including purchased volumes, MAPCO supplies approximately 39% of the
jet fuel used in Alaska. MAPCO’s 1996 jet fuel production was 22,000 barrels per day or
924,000 gallons per day.55

Jet-fuel demctd in Alaska has been growing at 7 to 8 percent a year and at least 4 percent
growth is expected over the next few years.16 Total Alaska jet-fuel demand is about 55,000
barrels per day, with all but 14,000 to 15,000 barrels of that supplied by the four Alaska
refineries, mostly by MAPCO. Over 80% of North Pole refinery’s production is consumed in
the state of Alaska. MAPCO markets more than 40,000 barrels per day of these refined
products to Alaska, Western Canada and the Pacific Rim. MAPCO processes only Alaska
North Slope crude oil. In addition, the refinery markets 64% of its gasoline production through

MAPCO Express stores in Alaska.

MAPCO estimates that its retention (i.e. oil taken from TAPS at the North Pole refinery but not
returned to the pipeline) will be approximately 45,000 barrels per day. In future years MAPCO
will retain approximately 64,000 barrels per day to produce MAPCO’s produce slate. See Table

l) Memo to M. Mike Miller, page 2.
Ylee Huskeﬁ, ISER. November 1995. 'Table 2: The Fairbanks Petroleum Sector Private Industry Wage and Employment

Effects," of the “the Petroleum Industry and the Fairbank" Economy" repor..
S Communication with Keith Selby, MAPCO Alaska Petroleum Inc.. Anchorage. Alaska 1/23/98.
141996 MAPCO Petroleum Inc. Annual Report.
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6 and Figure 2 titled “North Pole Refinery Total Retention and State Royalty Volumes” for the
amounts by year. For every barrel of oil that MAPCO retains in its refinery, MAPCO returns
two barrels of residual oil to the TAPS. (See Table 6 and Figure 3 titled “MAPCO’s Projected
Product Slate-’ for the types and percentages of refined products). After the 1998 expansion, the
maximum crude distillation capacity or processing capacity of the North Pole refinery will rise
to 210,000 barrels per day.

Quality Bank

MAPCO’s expansion will increase its return flow by 63,000 barrels to a total of 159,000 barrels
per day.I7 This increased return flow to the pipeline degrades the crude oil stream. MAPCO
compensates for this degradation by making increased payments to the TAPS Quality Bank.

Any effect on ANS crude price due to increased degradation of the pipeline stream is
compensated by the Quality Bank. The quality bank methodology, theoretically, equalizes value
between crude streams by billing relatively lesser value streams and compensating relatively
higher value ones.

Environmental Impacts

Air quality issues: MAPCO has made timely a application and complied with all permit
requirements required under Title V of the federal Clean Air Act amendments of 1990 and 1993
state legislation under which Alaska was delegated authority. MAPCO is in compliance with
tne applicable air quality regulations and Alaska Department of Environmental Conservation

(ADEC) officials expressed no problems with the refinery.18

Industrial wastewater issues: MAPCO runs its treated discharges through filters then into the
North Pole Wastewater System. This is done under the authority of a pretreatment permit.
MAPCO sends monitoring information to ADEC through quarterly reports. MAPCO is in
compliance with the applicable wastewater regulations.19

Contaminated site issue: MAPCO has an ongoing groundwater remediation program and is still
cleaning contaminants from the aquifer. ADEC reports that MAPCO is fulfilling its
responsibility and operating properly under the appropriate permits. When asked, ADEC
responded that if the refinery ceased operation and discontinued the remediation program, it
would be a detriment to the environment as natural degradation of remaining contaminants
would be very slow.20 However, even if the refinery abruptly ceased operations, MAPCO would
remain liable as an operator or owner for any contamination that has occurred as a result of
refinery operations.2

I7Communication with Keith Selby at MAPCO, Anchorage, Alaska 12/3/97.

1 Communication with Jack Coutts, Alaska Department of Environmental Conservation, 12/18/97.

19 Communication with Tim Wingener, Alaska Department of Environmental Conservation. 12/18/97.
M Communication with Doug Bauer. Alaska Department of Environmental Conservation. 12/19/97.

2 Communication with Mary Lundquisi, Alaska Attorney General's Office. 1/22/98.



TABLE 6

Table 6: Mapco's Projected Product Slate {Percent of Total Refinery Throughput)

1994 1995 1996 1997 1998

Gasoline Blendstock i 13 15 15 13
Gasoline 1 12 12 il 14
Jet Fuel ¥4 52 50 50 49
Diesel ) o 19 17 18 18
Heavy Atm. Gas Qi 5 2 4 5 5
Asphalt 2 2 2 1 1
Total 100 100 100 100 100
MAPCO Refinery Retention (barrels per day)

Total Retention 38.000 42.000 46,000 44,000 45,000
State Royalty Volume 35.000 35,000 35000 35000 45,000

RKHSTBXLSTABLE 6 J4/B4BAM

1999-2003

64,000
57,000



Figure 2: North Pole Refinery Total Retention and
State Royalty Volumes
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FIGURE 3: Mapco’s Projected Product Slate
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V. Findings and Determination

In any disposition of RIK, the commissioner must conclude that the best interest of the state will
be served by a non-competitive saJe (AS 38.05.183(a)), and that, the non-competitive sale of
RJK will be awarded to the prospective buyer whose proposal offers maximum benefits to the
citizens of the state (AS 38.05.183(e)). The commissioner considered the criteria listed in AS
38.05.183(e) and AS 38.06.070(a). The criteria listed in AS 38.05.183(e) are: (1) the cash value
offered; (2) the projected effects of the sale, exchange or other disposal on the economy of the
state; (3) the projected benefits of refining or processing the oil in the state; (4) the ability of the
prospective buyer to provide refined products or by-products for distribution and sale in the state
with price or supply benefits to the citizens of the state; and (5) the criteria, listed in AS
38.06.070(a). These are the same criteria that are to Se considered by the Royalty Board in its
review of the sale. The criteria listed in AS 38.06.070(a) are: (1) the revenue needs and fiscal
condition of the state; (2) the local and regional requirements for petroleum products; (3) the
desirability of localized capital investment, increased payroll, and secondary development
effects; (4) the social impacts of the sale; (5) the additional costs to the state and local
governments caused by the development related to the transaction: (6) the local and regional
labor market; (7) environmental effects; and (8) the impact on existing private commercial
enterprises and investment pattens. The commissioner also considered ccmments from the
public received during the 30-day public notice period.

The applicable statutes and regulations are included in Appendix B.

Competitive Bidding is Waived

As commissioner of the Department of Natural Resources, | have determined in accordance with
AS 38.05.183(a) and 11 AAC 03.030 that the best interest of the state may be served by a sale
without competitive bidding. The state is currently selling 71 percent of its PBU royalty oil
under MAPCO’s long term and one-year contracts and Tesoro’s three-year contract. In 1999.
Tesoro’s three-year and MAPCO’s one-year contracts expire.

By 1999, MAPCO will purchase approximately 60 percent of ANS royalty oil under its 25 year
contract and the proposed contract. The state will retain 40 percent of its royalty, approximately
65,000 barrels per day for future PJK dispositions. Tesoro indicated verbally to the department
an interest in a new one-year contract beginning in 1999.2 The state will retain enough royalty
oil to meet the needs of other RIK purchasers even with the proposed contract.

A copy of the Preliminary Finding and Determination was delivered to the Alaska Royalty Oil

and Gas Development Board as notification under 11 AAC 03.040 that competitive bidding has
been waived.

2 Communication wiih Ipe Chako, Tesoro Alaska Petroleum Company. December 12. 1997,



The Sale is in the Best Interest of the State

In accordance with AS 38.05.182 and AS 38.05.183, | find that taking RIK oil and selling by
non-competitive bid to MAPCO for use at the North Pole refinery is in the best interests of the
state. The proposed RIK contract meets the following criteria as set out in AS 38.05.183(e).

1. The cash value offered: The REK price offered under the proposed contract exceeds the
royalty value of RIV by S.15 per barrel. Therefore, the requirements of AS
38.05.183(c) and 11 AAC 03.010(b) are satisfied. Furthermore, the sales price
satisfies the definition of “market conditions™ in 11 AAC 03.024(1) and (3).

2. The projected effects of the sale, exchange or other disposal on the economy of the
state: The projected effects of th: sale to MAPCO on the economy of the state are
expected to be positive. The people of the state will benefit from the proposed sale to
the extent that benefits of this sale can be translated into jobs, taxes, and more vigorous
refined-products competition.

3. The projected benefits of refining or processing the oil in the state: The presence of
MAPCO's North Pole refinery as a local product supplier with lower transportation
cost to markets and situated next to a crude oil pipeline provides price competition to
imported petroleum products. The consumer may enjoy lower gasoline prices than
would be the case if competition did not exist because MAPCO, other refineries and
product wholesalers compete for a share of the gasoline sales market.

4. The ability of the prospective buyer to provide refined products for distribution and
sale in the state with price or supply benefits to the citizens of the state: MAPCO’s
North Pole refinery is the largest refinery by volume in the state. It has been in
business in Alaska since the late 1970’s, and provides a 50 percent share of the local
market for diesel fuels, jet fuels ana gasolines.

5. The criteria listed in AS 38.060.070(a): See discussion below.

In addition, I find that the sale offers maximum benefits to the citizens of Alaska. The proposed
sale meets the following criteria:

1. The revenue needs and fiscal condition of the state: The state depends on oil revenue
and will continue to depend on oil revenues in the future. The price term of the sale
protects the state's interest by ensuring that revenues from this sale will exceed the in-
value alternative. (AS 38.06.070(a)(1))

2. The local and regional requirements for petroleum products: There are local and
regional economic benefits to be derived from the continued operation and expansion
of the North Pole refinery. While the proposed contract may increase the financial
viability of the refinery, the extent to which these benefits can be ascribed to the
proposed contract cannot be predicted. As described above, MAPCO is an important
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competitor in the market of refined petrolt Im products. Vigorous competition in fuel
sales in the state may provide for lower consamer product prices. (AS 38.06.070(a)(2))

3. The desirability of localized capital investment, increased payroll, and secondary
development effects: To the extent that the sale helps provide a consistent and
economic supply of crude oil to the refinery, the sale will contribute to ongoing
economic stability in the Fairbanks North Star region and maintain a healthy
competitor in the in-state market for refined petroleum products. MAPCO s
undertaking a S70 million expansion program at the refinery. During the construction
period of the refinery expansion, there will be short-term economic benefits of jobs
and salaries. In addition, MAPCO will add 17 permanent jobs to the local economy.
(AS 38.06.070(a)(3))

4. The social impacts of the sale: Both the '.-airbanks North Star Borough and the state
receive revenues from MAPCO as property taxes and corporate income and excise
taxes. MAPCO contributes S94 million to the local property tax base. With the
planned expansion of the refinery, this contribution will grow. (AS 38.06.070(a)(4))

5. The additional costs to the state and local governments caused bv the development
related to the transaction: Additional costs incurred by the state and local governments
as a result of this transaction will be minor. The refinery expansion will employ more
people who will require social and education services and the Division of Oil and Gas
will incur additional administrative expenses, (AS 38.06.070(a)(5))

6. The local and regional labor market: MAPCO provides direct jobs to 120 people in
the city of North Pole and 35 people in Anchorage for their North Poie refinery
operations and another 300 people statewide. It is number ten of the top-ten private
sector employers in the Fairbanks North Star region. (AS 38.06.070(a)(6))

7. Environmental effects: Any environmental effects will result from the continued
operation and expansion of the North Pole refinery, not from the proposed sale. The
sale by itself will have no incremental effect. (AS 38.06.070(a)(7))

8. Impact on existing private commercial enterprises and investment patterns: Any
impacts on existing Drivate commercial enterprises and investment patterns could
result from more competition in the product market and lov.er prices for products
might result from this competition. (AS 38.06.070(a)(8))

Criteria Weights

According to 11 AAC 03.060(b), "In considering the criteria described in AS 38.05.183(e), the
Commissioner stated which criteria applied to the proposed disposition and discussed the weight
given to the applicable criteria in determining the maximum benefit to the state...."
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[n making this finding, the department first determined that the state would not lower the total
oii revenue, including royalties and severance taxes, due the state by making a disposal to
MAPCO. The department next examined the criteria to determine that the state would not create
any unacceptable social or environmental impacts. Finally, the department looked at whether the
disposal contributed to competition in the in-state refining industry and the extent to which that
would lead to lower product prices.

Royalty Board

The preliminary finding and determination was submitted to the Royalty Board in compliance
with AS 38.05.183(c) which provides that the commissioner may not waive competitive bidding
of this sale of RIK unless prior written notice is given to the board. Under AS 38.06.070(c) the
Royalty Board will make a full report to the legislature on each criterion set out in AS
38.06.070(a) and (b) for any disposition of royalty oil that requires legislative approval. The
Royalty Board’s report will be submitted for legislative review at the time a bill for legislative
approval of this proposed royalty oil contract is introduced in the legislature.

Legislative Approval

According to AS 38.06.055(c) the commissioner may not renew the current one-year contract
with MAPCO without the prior approval of the legislature. By statute, the Royalty Board
reviewed this sale and a written recommendation will be submitted to accompany a bill
introduced in the legislature to approve the sale (AS 38.06.050).

Conclusion

Under the terms of the proposed contract, the state receives a fair value for the royalty oil,
promote irt-state processing, product competition and attendant benefits. The state will retain
enough royalty' oil to meet the needs of other RJK purchasers even with the proposed contract.
The price terms are satisfactory, and the sale to MAPCO offers economic benefits to Alaska
citizens.

The foregoing facts and analysis support the finding that this sale is in the best interest of the
state and offers maximum benefits to Alaska citizens.

Date



Appendix A: Summary of Previous North Slope Royalty Oil Sales

Volumes. Beginning in November 1979 and continuing to the present, the state has delivered
North Slope RDC to fourteen companies in twenty negotiated contracts, two competitive sales,
and one quasi-competitive sale. By December 1997, the state delivered over 529 million barrels
or apDroximately 50 percent of its North Slope royalty cruuv.. oil through these contracts.

Negotiated royalty oil sales are defined as dispositions of royalty oil where a determination has
been made that the best interest of the state does not require competitive bidding or that no
competition exists. In every case the negotiated contracts were for sales of royalty oil to in-state
refiners.

The state negotiates with a company the quantity, price and other terms of a short or long-term
negotiated royalty oil sale. Short-term negotiated royalty oil sales are one year or less and do not
require legislative approval. Long-term negotiated royalty oil sales are longer than one-year and
legislative approval is required before the royalty oil contract becomes effective.

Figure A-lI shows the amount of royalty oil sold to these companies since the North Slope
production began. The graph indicates that the amount of oil sold to each company has varied
over the years. Tesoro and MAPCO have been the state’s two most consistent customers.

Under various contracts through the 1980°s Tesoro took approximately 218.8 million barrels of
RDC.23 The biggest of those contracts was a 10-year agreement that terminated in 1994. The
crude oil purchased by Tesoro is refined at the Nikiski facility (capacity 72,000 barrels per day).
Tesoro signed a one-year royalty oil supply contract for 27.2% or initially approximately 38.000
bamels per day of the state's royalty oil to begin deliveries after Tesoro’s long-term RIK contract
expired December 31, 1994. When Tesoro’s one-year contract expired in December 1995.
Tesoro signed a three-year RDC contract for 30% or an initial volume of approximately 39,000
barrels per day of the state’s royalty oil. This contract expires at the end of December 1998.

The MAPCO and Golden Valley Electric Association (GVEA) purchases were refined at the
M.APCO refinery in North Pole (capacity 159,000 barrels per day). MAPCO has the longest
running contract for ANS RIK. Deliveries under its long-term contract began in November 1979
for 35,000 barrels per day. This contract will not expire until December 2003. In December
1997, MAPCO was issued a one-year RIK contract for 13,000 barrels per day. This contract
expires at the end of November 1998. To date, MAPCO has received approximately 205.8
million barrels of RIK (including the GVEA volumes).

Chevron’s RDC purchases were refined at its 18,000 barrels per day plant in Kenai, which ceased
production in June 1991. The Petro Star’s RIK was refined at its 14,000 barrels per day plant in
North Pole. The new Petro Star Valdez Refinery Joint Venture (Petro Star JV), with a capacity
of 40,000 barrels per day, was to be fully supplied with RDC purchased from the state from the

"Includes Chevron exchange barrels



Kuparuk River Unit (76.18 percent of the royalty shaic). However, the contract lapsed
automatically in December 1993 because Petro Star JV did not take any royalty oil. 24

Competitive and quasi-competicive sales contracts were entered into with several companies. In-
state refineries, including Tesoro, refined some of the etude purchased in these sales, and some
was exported from Alaska. The Alpetco purchases were exported.

Competitive royalty oil sales are where the state sold royalty oil in predetermined barrel lots for
one-year or less through competitive bid. In these sales the buyers bid a fixed per barrel price for
the oil that equaled or exceeded the state’s volume weighted average of the lessees’ reported RTV
prices. In-state priority preferences are usually included as a provision of competitive royalty oil
sales.

In the quasi-competitive sale the state’s royalty oil was sold i:i predetermined barrel lots for less
than one year through competitive bid using negotiated sale procedures. The quasi-competitive
royalty oil sale called for interested parties to submit price bids to a standard form contract. The
minimum bid per barrel equaled or exceeded the state’s volume weighted average of the lessees
reported RIV prices. The selection of purchasers was based entirely Ol the premium offered. No
in-state priority preferences were included as a pan of this sale.

Figure A-2 illustrates the total amount of ANS royalty oil produced and the amount of that oil
taken in-kind and sold by the state. In the early 1980s, after the first and second competitive
royalty oil sales, the state sold nearly all of its royalty oil in-kind. From 1986 to 1990 the volume
of oil the state sold in-kind remained relatively constant. From 1990 through 1993 the volume
taken in-kind declined to approximately 26 percent of the state's North Slope royalty oil. In 1995
the volume of oil taken in-kind increased by 27.2% or 38,000 banels per day when Tesorc signed
a one-year RIK oil supply contract from the North Slope that began January 1995. After
Tesoro’s one-year RIK contract expired in December 1995, Tesoro began a new three-year
contract for 30.0% of the state’s royalty oil from the North Slope. This contract expires at the
end of December 1998. In 1997, the state’s RIK oil increased by 116% or 13,000 barrels per day
when MAPCO signed a one-year RIK oil supply contract from the North Slope that began in
December 1997. Asof December 1997, deliveries of ANS RIK are approximately 82:000 barrels
per day or 50.6 percent of the state’s total North Slope royalty share.

Recent Developments. The status of the most recent contracts is shown in Table A-1. During
the years of 1990 through 1994, the state took less cf its oil in-kind than at any time since the last
half of 1985. Beginning in 1995 to the present the state’s RIK oil share increased with Tesoro
signing one-year and three-year RIK contracts. At the end of 1997, the state’s RDC oil share
increased again when MAPCO began taking an additional 13,000 bpd under a new one-year RIK
contract with the state. This one-year contract expires November 1998. In the future, the state’s
RIK oil share is likely to continue to increase under the proposed five-year contract to MAPCO.

"Capacity figures are taken from Aiaslca Department of N'amral Resources. Historical and Projected Oil and Gas Consumption.
April 1997.
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Figure A-2: Total ANS Royalty and RIK Sales
(includes Nov Mapco Contract)
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