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REPRESENTATIVE

G E N E  T H E R R IA U L T

Mailing Address:
119 N Cushman, Suite 101 
Fairbanks. Alaska 99701 

(907) *188-0857 
FAX: (907) 488-4271
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While in Session
State Capitol 

Juneau, Alaska 
99801-1182 

(907) 465-4707 
Fax: '907) 465-3884

House District 33

CSHB 462 (STA) “ An Act relating to the contents of certain state documents.”
Sponsor Representative Gene Therriault
Sponsor Statement

H ouse Bill 462 is designed to curtail the increasingly prevalant practice o f using state 
publications to further personal political agendas. HB 462 would place a num ber o f these 
publications off-lim its to state officials for personal purposes. In the past, these 
docum ents have been used to disseminate legitim ate programmatic and deadline 
information, but I believe have deteriorated recently into materials used primarily for self 
prom otion. W hile any elected official would relish the opportunity to send political and 
personal messages to the electorate at state expense, this sort o f message should be 
restricted to individual stationary or newsletter format purchased through the appropriate 
budgets. The use o f routine publications for this has the potential of politicizing the 
underlying program s.



REPRESENTATIVE 

G E N E  T H E R R IA U L T

Mailing Address:
119 N. Cushman. Suite 101 
Fairbanks. Alaska 99701 

(907) 483-0857 
FAX: (907) 488-4271

J U a s k u  ; S t u t e  ^ l e g i s l a t u r e

Manse ( D f  H R e p r e s e n t a t i & e s

While in Session
State Capitol 

Juneau. Alaska 
99801-1182 

(907) 465-4 797 

Fax: (907) 465-3834

House District 33

CSHB 462 0-LS1527\H 3/20/98“An act relating to state publications and documents’ 
SPONSOR: Representative Gene Therriault 
Sectional Analysis

Section 1 Amends AS 44.99 by adding a new section that prohibits state
agencies from placing a picture o f 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 docum ent, 
related to seasonal health issues, or limited to stating the 
requirements or deadlines of a program or activity o f 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 o f the 
legislature by the governor to fill a vacancy in the legislature.



May 1996
X  o a  p  o r  o P n  c*TCs

Legislators left Juneau without performing their moat basic responsibility - passing a balanced budget The result is 
a gaping MOO anil toe bole in the budget and a ss  so vital programs, me hiding such medical services for the elderly 
such as eyeglasses, hearing J d s  and acute dental care.

Alasttana Deserve better. 1 am urging your lawmakers to adopt my Safe l a nding Budget P in  that bah n r s  fee 
budget is i n s  yean and also protects your banc services.

Dear 1 s sg rd ty  Bossa in rjp iesn

Law month my aAnmiatration put forth the 1997 CapitaJ Budget which mchadn rmDiooa oS dollars worth of capital 
budget requests for coaonchna of senior citizen housing sod rcoovatioos to existing 'vuctures.

F k t e e  i  Homes in K etdnkv , Sica, Juntas, Anchorage, Pafancr and Fairbanks win sec V ?  million dollars in 
repairs and renovations. More than M  rtulboo is earmarked for the Golden Towers bousing complex in Fairbanks. 
1 have allocated $3.5 miljion for construction of assisted living centers and $4 million for defen ed maintenance 
projects.

I want to keep senior bousing safe and accessible. I am counting on the legislature to pass my proposed Capital 
Budget plan during this legislative session.

Sincerely,
tk

February 1996

Dear Longevity Bonus recipient;

Our greatest challenge (his legislative session is to navigate Alaska's economy toward a safe economic landing. I 
believe any long-term budget plan must be based on five principles. We must close the budget gsp and balance our 
budget We roust i n t in u r  to cut the budget We must protect and enlarge the Permanent Fund. Any plan to raise 
taxes a d  fees to pay for our essential services must be fur. And finaDy, (here most be no tinkering without a vote 
of the people.

We cm make 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!

t

Sincerely,
tk



Dear Longevity Bonus recipient;

July 1996

I recently signed i  new law thit should interest you. Scu te  Bill 304. which becomes effective July 1. The new law 
wiD permanently disqualify a bonus recipient who is absent from the ttrjBt for ISO days or more m any 12-ooaft 
period. But it also allows you to take a sabbatical from the state for up to a year without losing eligibility You 
would not receive the boeut while out o f state but would soil b i etifibke upon your return so AJaika. Jtemember 
Ant you must notify Ac department 30 days m advance o f starting Ac aabbatkaL The Longevity Bonus staff will 
be sending more informs bon soon, but 1 wanted to give you an earty up no this change.

Sincerely,
Governor Tony Knowles

n

§

ASeptember 1997

Deai- Longevity Bonus Recipient,

ptember t» not too early to begin preventative winter health care. Flu shoo should be available free from any J  
( jn e d ic a l provider that accepts Medicare. Check with your d o c t o r . _______________________ ------------ ------ '

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

Sincerely,
Governor Tony Knowles

\ C

i '



A  fprof r o t a t e

August 1997 »

Dear laag rv rty  Boobs Racipieat,

The Longevity Boras checks «re mailed oc the last working toy i t  every month. Pkaa* allow nfflkicat time for 
V  mail to r w h  your am . It ia aat v a s s a l foe cbada a n M  to one address •> arrive oa d jffesar days. If you 
have aat taceived yew payment hy * e  15b o f * e  mouth p k m  e t l  tm  longevity la a a a  office at 907 46$ 4416 
sod oar o f the technicians win advise you of your opboes.

Sincerely,
T V  Longevity Boost Staff



IA N EN T FU N D
Dividend Application Booklet

1 9 9 8

Led

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 stab ity  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,

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'
19040

$1296.54



A la sk a  D e p a r tm e n t o f R ev enu e

Your Permanent Fund Dividend Program 
J 9 9 7  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 2fv*h 
anniversary of the Permanent Fund. Wc should all be proud of the i i ;  
billion we've set aside so far to help keep our economy stable in the days of 
declining state revenues.

I 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 yo jr 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  Y EARS  OF P E R M A N E N T  FUND  D I V I D E N D S
Year Amount Year Amount
1982 .................................................S 1.000.00 1990 ...................... ............................ 952.63
1983 .........................386.15 1991 ...................... ............................ 931.34
1984 ',31 iQ 1992 ...................... ............................ 915.84
1985 .............. 404 00 1993 ...................... ............................ 949.46
1986 ............ ................ 5'6.26 1994 ...................... ............................ 983.90
198" ..
1988 . . .  .
1989 ............

"OS 1 4 1995 ..................... ............................ 99Q.30
R'f, 91 19% ......................... • ...............O — O. - J

...............................8-3.16

A p p l i c a t i o n  D e a d l i n e  M a r c h  3 1 ,  1 9 9 7



A l a s k a  P e r m a n e n t  F u n d  C h
1 9 S 9  H o u s e h o l d  A p p l k ' u r i c r .  I I .  A  . 

Filing Deadline: June 30, 1989
Applicants are responsible for f i l in g  by the deadline.

D e a r  A l a s k a  R e s i d e n t :

H e r e  i s t h e  f o r m  y o u  n e e d  t o  a p p l y  f o r  a  1989 P e r m a n e n t  F u n d  D i v i d e n d .  T h e s e  d i v i d e n d s  
c o m e  f r o m  a p o r t i o n  o f  t h e  e a r n i n g s  o f  t h e  A l a s k a  P e r m a n e n t  F u n d .  T h e  P e r m a n e n t  F u n d  w a s  c r e a t e d  b y  
t h e  v o t e r s  i n  1976 t o  s a v e  p a r t  o f  t h e  o i l  r e v e n u e s  f o r  e v e r y  A l a s k a n ,  n o w  a n d  i n  t h e  f u t u r e .  P e r m a n e n t  F u n d  
D i v i d e n d s  a r e  a  d i r e c t  r e t u r n  t o  A l a s k a n s  f r o m  t h e  P e r m a n e n t  F u n d  w h i c h  t h e y  o w n .

T h e  d i v i d e n d  p r o g r a m  h a s  s e v e r a l  p u r p o s e s .  T h e  d i v i d e n d s  h e l p  A l a s k a ’s e c o n o m y .  S i n c e  t h e  
p r o g r a m  b e g a n  i n  1982, m o r e  t h a n  S2.1 b i l l i o n  h a s  b e e n  p a i d  d i r e c t l y  t o  A l a s k a  r e s i d e n t s .  T h e  d i v i d e n d s  g i v e  
e a c h  A l a s k a n  a  p e r s o n a l  r e a s o n  t o  s u p p o r t  t h e  P e r m a n e n t  F u n d ,  t o  m a k e  s u r e  t h a t  w e  c o n t i n u e  t o  s a v e  f o r  
t h e  f u t u r e .  T h e  d i v i d e n d s  p u t  t h e  P e r m a n e n t  F u n d  i n  t h e  p u b l i c  e y e .  T h i s  “ w a t c h d o g "  e f f e c t  h e l p s  p r o t e c t  
t h e  F u n d ,  a n d  i s  w e l c o m e d  b y  t h e  F u n d ’ s m a n a g e r s .

T h e  1988 d i v i d e n d  w a s  $826.93. T h e  1989 d i v i d e n d  a m o u n t  w i l l  b e  a n n o u n c e d  O c t o b e r  I.

T h e  D e p a r t m e n t  o f  R e v e n u e  is p r o u d  t o  p a y  d i v i d e n d s  e a c h  y e a r  t o  q u a l i f i e d  A l a s k a n s  w h o  
a p p l y .  B e f o r e  y o u  a p p l y  f o r  t h e  d i v i d e n d ,  c a r e f u l l y  r e a d  t h e  i n s t r u c t i o n s  i n  t h i s  b o o k l e t .  T h e n  a n s w e r  e a c h  
q u e s t i o n  t r u t h f u l l y .  T h o s e  w h o  a r e  n o t  h o n e s t  i n  t h e i r  a n s w e r s  a r e  p r o s e c u t e d  f o r  f r a u d .

A l a s k a n s  s h o u l d  t a k e  p r i d e  i n  t h e  p r u d e n c e  t h e y  h a v e  s h o w n  i n  c r e a t i n g  a n d  m a i n t a i n i n g  t h e i r  
P e r m a n e n t  F u n d .  P e r m a n e n t  F u n d  D i v i d e n d s  a r e  t h e  r e w a r d s  A l a s k a n s  r e a p  e v e r y  y e a r  f o r  t h e i r  f o r e s i g h t .

S i n c e r e l y .

H u g h  M a l o n e .  C o m m i s s i o n e r

Need Help? Contact one o f our offices:

JUNEAU - Phone 465-2326 
Alaska Department o f Revenue 

Dividend Inform ation O ffice  
State O ffice Building. N th  F loor 

P.O. Box S-0464 
Juneau, Alaska 99811-0464

AN C H O R AG E FA IR B AN KS
1016 West 6th Avenue 675 Seventh Avenue
Phone (907) 276-2678 Phone (907) 451-2820

N EE D  M ORE FORMS? You may pick up dividend forms at the Revenue offices listed above. Forms are also available 
at each O ffice  o f the Governor. Legislative Inform ation O ffice, and city cierk's o ffice . I f  you prefer to write, please 
send your request to the Juneau Dividend Inform ation Office.



A laska D e p a r tm e n t o f  R evenue

F iling D eadline: 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 Dividend

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.

Dividends give each resident of Alaska a personal reason oo guard and so build 
the Permanent Fund, and to keep watch 00 how the Fund is managed

•  Since 1982, when the dividends began, over $3.5 billion has been injected 
into Alaska's economy. This has created thousands 0/  new jobs and 
provided many families with income fct basic needs. Dividends now add 
more to our economy chan die seafood industry, construction, or the 
combined effects of agriculture, mining and tourism.

•  Since 1982, the typical .Alaska family of four has received 127,880 in 
dividends.

•  The amount of the 1992 dividend will be announced Thursday, October I, 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 l
Darrel J. RexwinkeL Commissioner

Year Amount

1982 $1.00000
198} 386.15
1984 331.29
1985 404.00
1986 55626
1987 708.19
1988 826.93
1989 87} 16
1990 952.6’
1991 931.M

N e e d  H elp?  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.

ANCHO RAGE - Phone (907) 276-2678 
Alaska Department of Revem* 
Dividend Information Office 
Comer of 6ch and K 
1016 West Sixth Avenue. Suite 100 
.Anchorage, .Alaska 99501

JU N E A U  - Phone (907) 465-2326 
.Alaska Department of Revenue 
Dividend Information Office 
State Office Building, 11 ch Floor 
PO. Box 110461 
luneau. Alaska 99811

V
N E E D  M O R E  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 :o che Juneau 
Dividend Informanon Office.
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‘

O F F I C E  O F  T H E  L T ,  G O V E R N O R

i u n r  v u ttA m j*

'V.%
PMSJON Of ELECTIONS 
P.O.BOX 110017 
JUNEAU. ALASKA 99111-0017 
PHONE: (907)466-4611

election pamphlet, $  wi
   • ' f ■ - * ycer.to gsfypgrvotc president and vice president of thp United . 

J ̂ “TJJS. sew$r aro re^eifcnUtive, andjjfe the persons you wish to
represent you in tbe '^bte Senate and House of Representatives. In addition, you
w f l^ a & j^ e r o ^  rttentionpo the bench. a« well as ,.

■ -.LM Kv . v jjjpA '

As Lieutenant Governor,.an4 as a mother, i ’d like to recommend t& you make 
voting a “|amiJy affair” at ydtir house, If you have children, encourage them to 
learn aboutthfe candidates. Discuss ̂ issu es 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 photographs depicting 
Native. Alaskan cukUre. IUi^jjpropriate that, as we make our decisions.^out 
whfiie future wilf lead uifwe remember where we’ve been. NativeAlaskaru are
.i : j __*i» l. a* j. 4* #i | k* ■ « • • .4. vljlit• . ^ ... thepnxid and res 
valuea^b enrich
. . . . . .^  V

-sr*

Sincerely,

g a wealth oftrSISitios and
m-

Fran Ulmer 
Lieutenant Governor
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OfFK£ O f THE GOVERNOR 
Capitol Building, 3/d Floor 
P.O. Box 11000!
Junmu, Alaska 99811-0001 
(907)485-0500

October 1994

DMSION O f ELECTIONS 
Dtmetofa Office 
Court Pina Btdgn 4th floor 
P.O. Box 110017 
Junmu, Alaska99811-0017 
(907)485-4811

Dear Alaska Voter:

I 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 II, 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 

240 Main Street. 4th Floor 
P.O. Box 110017 

Juneau, Alaska 99611-0017 
(907)465-4611

Anchonga Location
Dimond Can tar Tow am 

800 East Dimond Boulevard, Suita 3-570 
Anchorage, Alaaka 90515

(907)522-3600

Region I Elections Office 
240 Main Street. 4th Floor 
PO Box 110016 
Juneau, Alaska 99611-0018 
Phone: (907)465-3021 
House Districts 1-6 
Senate Seats A-C

REGIONAL OFFICES
Region II Elections Office 
800 East Dimond Boulevard, 
Suite 3-580
Anchorage, Alaska 99515 
Phone: (907)522-8683 
House Districts 7-28 
Senate Sects D-N

Region 01 Elections Off Ice 
675 7th Avenue. Station H3 
Fairbanks, Alaska 99701-4594 
(907)451-2835 
House Distncts 29-36 
Senate Seats O-R

Region IV Elections Office 
Alaska State Office Building 
PO Box 577
Nome, Alaska 99672-0577 
(907)443-5285 
House Districts 37-40 
Senate Seats S-T



1 ¥ E € f  Ik m M
OFFICE OF THE GOVERNOR

/

OVWON OF ELECTIONS 
PO BOX ME
JUNEAU. ALASKA 99611-OIOS 
PHONE (907) 465-4611

The Official Election Pamphlet is prepared and distTibuced by the

JLV >i 1 T t i " ’ . • v - .

. 'V * V  ..Y- * \ : ~1» •*-? / •
^  • S t V  -  . - ' t • *-

Division of Elections each State General Election.

-VX-.

October 1986

Dear Alaskan Voters:

I am pleased to provide you with the 1986 edition of the Official 
E lection Pamphlet and hope you will find the information contained in 
the pamphlet useful when exercising your right to vote in the General 
Election on November 4, 1986.

*v» *  .

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 judicial retention 
candidate, maps of districts, a list of polling places and absentee ballot in­
formation. In addition, candidates have provided biographical 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

3
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H O U S E  C O M : 4 I T T E E  r e p o r t

D ate  R e fe rre d  to  C o m m itte e : M a rc h  19, 1998 F U R T H E R  R E F E R R A L S :

D ate  o f  C o m m ittee  A c tio n :

T h e  F IN A N C E  C o m m itte e  c o n s id e red : H B  453

H O U S E  B IL L  N O . 463 E S T A B L IS H  A L A SK A  P U B L IC  B U IL D IN G  FUND

“ A n  A ct e s tab lish in g  th e  A laska  p u b lic  b u ild in g  fund ; an d  p ro v id in g  fo r  an  effective d a te .”

recommends it be replaced
with the following committee substitute
[ ] additional referral t o _______________
( 1 attached amendment(s)

A D O P T S :______________________________

( J the same title 
[ ] a new title

Committee

   Letter of Intent

ATTACHES NEW  FISCAL NOTE(s): (D* , APPROVES PREVIOUS: (Dep/Dtlt)

J fiscal note(s) [ ] fiscal ncte(s)

[ J zero fiscal note(s) b fl zero fiscal note(s) C f c W ' b  j  \  ^  R_

SIG N IN G  W IT H  R E C O M M E N D A T IO N S

--- - ^
DP DNP NR A M

* . -  --

---------— c V n  V \

\  d '  f - ;  —/ - L  r  ̂  0  5 C N

-Z-*—  ^ — \  cTft

CH A IR 'S SIGNATURE



FISCAL NOTE
STATE OF ALASKA
1998 LEGISLATIVE SESSION

B il l  V e rs io n : h b  4 6 3

(H ) P u b lish  D a te :

No: l

1 7 1 9 / 9 8

Revision Date (Note if correction) ___________
Title An Act establishing the Alaska public

building fund.

Dept. Affected 
'BRU ~  
Component

All departments

Sponsor
Requester

House State Affairs Committee
House State Affairs Committee

Expenditures/Revenues
Component Serial No. 

(Thousands o f Dollars)
OPERATING EXPENDITURES FY 99 FY00 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

Estim ate o f any current year (FY98) cost: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a sooaralo page if necessary)

This bill w ou ld  estab lish  a fund for the deposit o f state facility rent paym ents, and for appropria tions from 
the fund fo r m ainta in ing these facilities.

Estab lish ing the fund w ou ld  not in itse lf have a direct fiscal impact on any state agency. However, the 
purpose  o f the fund and the related facilities rent structure is to im prove the m anagem ent and 
m ain tenance  o f sta te  facilities. Improved m anagem ent and m aintenance w ill reduce overall facilities costs 
ove r the long  term. A lthough these cost reductions m ay be substantial, there are m any variab les involved 
and the cos t reductions cannot be accurate ly projected at this time.

Prepared by Jack Kreinheder
Division Office of M anagem iyr and Budget

Approved by Commissioner 
Agency

Jim Ayers, Chief of StaffTy^
Office of the Governor

Phone
Date

Date

465-4676
3/18/98
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TONY KNOWLES, GOVERNOR

P.O. BOX 110020 
JUNEAU, ALASKA 99811 ■0020 
PHONE: (907)465-4660
FAX: (907)465-3008

April 30, 1998

The H onorable Gene Therriaull 
A laska State House o f  Representatives 
State Capitol, Rm 511 
Juneau, AK  99801-1

Dear R epresen ta ti^^heiH ^u lO

Thank you for discussing with me the scheduling o f  HB 463, establishing the A laska Public 
Building Fund. I would like to respond to som e o f  the issues you raised in our discussion.

W ith regard to the potential risk o f  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 tim e an internal service fund was tapped in this way was when the State Equipm ent 
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 w e are again facing a sim ilar oil revenue shortfall, but because we have the C B R  to 
cushion the shortfall, we are not aware o f  any discussion o f  using any internal service funds like 
the State Equipm ent Fleet fund or the inform ation systems fund to offset the revenue shortfall.

I also w ant 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 w e will be starting work on the FY 2000 budget soon, and 
the B uilding Fund would be an important part o f  incorporating facilities rent into the budget 
process.

One o f  the im portant benefits o f  a facilities rent structure and the Public Building Fund would be 
that the state could chrge rent to the federal governm ent and other non-general fund sources.
These collections could then be used to im prove facilities maintenance. W hile it is too early to 
m ake a specific projection o f  these additional revenues, we believe that the am ount w ill be 
significant in our efforts to avoid future deferred maintenance.

I would appreciate your scheduling o f  HB 463 as soon as possible. If you have other questions, 
please,call me or Jack Kreinheder. Thank you.

Director

01 A32LII



C H A IR : 
REPRESENTATIVE 

J E A N N E T T E  JA M E S

State Capitol 
Room 102 

Juneau, Alaska 
99801-1182 

(907) 465-3743 
FAX (907) 465-2381

& l a £ f e a  g > t a t e  H e g t t f l a t u r e

j|ousit of &£picgentatib£S
H O U SE STATE AFFAIRS

M E M B E R S : 
REPRESENTATIVES 

IVAN IVAN 

ALVE2EY 

FRED DYSON 

MARK HOGGINS 

KIM ELTON 

ETHAN BERKOWITZ

S p o n s o r  S t a t e m e n t  

H B  4 6 3  

E s t a b l i s h i n g  t h e  A l a s k a  P u b l i c  B u i l d i n g  F u n d

This bill w ou ld  c re a te  the A la sk a  Public  B u ild in g  Fund. T he  fund  w ould  be u sed  fo r  the 
deposit o f  ren t p ay m en ts  fo r  s ta te  facilities, and  fo r approp ria tin g  fo r m ain ta in in g  these  
facilities.

T his fund is an  e ssen tia l p a rt o f  a ren tal s tru c tu re  for sta te  facilities. E stab lish ing  the fund 
will allow  m on ey  to  be accu m u la ted  to pay  fo r long -term  fac ilities  renew al and  
renovation  costs  th a t n ow  are  n o t adeq u ate ly  funded . T his w ill in  turn  help  avo id  the 
fu ture accu m u la tio n  o f  h u n d red s  o f  m illions o f  do llars  o f  deferred  m ain tenance , as has 
occurred  in  the past. T h e  leg is la tu re 's  D eferred  M ain tenan ce  T ask  Force recog n ized  that 
in addition  to d ea lin g  w ith  o u r cu rren t deferred  m ain tenance  needs, w e m ust take  action  
to avoid  rep ea tin g  th e  p ro b lem  in  the future.

T he A laska  P u b lic  B u ild in g  F u n d  is an im p o rtan t step  in im p ro v ing  the m an ag em en t and 
m ain tenance  o f  s ta te  fac ilitie s , and  in av o id in g  fu tu re  deferred  m ain tenan ce  p rob lem s.



S t a t e  F a c il it y  R e n t s  
P r o c e s s  D e s c r i p t i o n

T h e  E l e m e n t s  o f  R e n t

• 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 building 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 adm inistrative organization
Resources to pay bills, account for and budget the costs of the maintenance effort, 
manage and report on the work.

R e n t  I m p l e m e n t a t i o n

• Create and In ternal 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.

R e n t  P r o c e s s

• Agencies Make Rent Paym ents
Agencies would pay the ISF for services.

• ISF Spends and Accounts for Facility Expenditures
All facility expenditures would be made from the ISF based on legislative 
appropriations from the fund.

• Rate Setting
Rates would be set in accordance with a "rent methodology” approved 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.

F i r s t  Y e a r  A s s u m p t i o n s
• 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
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Year 2 0 0 0  Facility Rent Draft -  4 /9 / 9 8

R E N T  M E T H O D O L O G Y

G e n e r a l  P r i n c i p l e s
Rent is used to improve the consumption and provision of resources by providing 
linkages between the behavior of users and costs of facilities and related 
services they utilize and encouraging users to hold the facilities management 
organization accountable for the quality and costs (the value) of the services 
provided.
The rental structure will comply with generally accepted accounting principles 
(GAAP) as recognized by the Governmental Accounting Standards Board 
(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, including 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 rate for similar services;
• produce billings that appropriately represent or measure services provided or 

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

another.
T h e  C o s t  E l e m e n t s  o f  R e n t  

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 building 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.

S T E P S  T O  I M P L E M E N T A T I O N

D e s i g n a t e  f a c i l i t i e s  i n  t h e  r e n t a l  p o o l
For the year 2000 budget the following criteria are considered relevant in the 
selection of facilities for the first phase of rent implementation:

• multi-agency office facilities;
• maximize potential for non-gf rent payment;
• limit number of sites to minimize accounting and data collection;
• larger facilities, such as over 20,000 sq. ft.

NEWRENT2.DOC
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Year 2 0 0 0  Facility Rent Draft -  4 /9 / 9 8
I d e n t i f y  o c c u p a n c y  b y  a g e n c y

wi,t 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
tenants of that facility based on the proportion of the total occupied areas within 
the facility.

I d e n t i f y  c u r r e n t  i n d i r e c t  c o s t s
Current direct costs (utilities, janitorial, repairs, etc.) are well identified in the 
accounting system. Indirect costs of administrative support (accounts payable, 
human resource, 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.

T r a n s f e r  p r o p o r t i o n a t e  s h a r e  o f  c u r r e n t  c o s t s  t o  t e n a n t  a g e n c i e s  
Current general funds expended on the rental pool facilities (principally in the 
DOT&PF facilities budget) would be transferred in the budget to the tenant 
agencies based on their proportionate occupancy of each facility.

P O S S I B L E  F I R S T  P H A S E  F A C I L I T I E S
The listed criteria lead to the following possible initial rental poo and tenant agencies:

NEWRENT2.DOC







H O U S E  C O M M I T T E E  R E P O R T

D ate  R e fe rre d  to  C o m m itte e : M a rc h  6, 1998 F U R T H E R  R E F E R R A L S :

D ate  o f C o m m itte e  A c tio n : O '3) \  \ ^  \  R  R

T h e  F IN A N C E  C o m m itte e  c o n s id e re d : HU 4^7

H O U S E  B IL L  N O . 467 C O N T R A C T U A L  L E G IS L A T IV E  E M P L O Y E E S

“A n A ct re la tin g  to  em ployees o f  th e  leg is la tu re  w ho a re  em ployed  u n d e r  a  p e rso n a l se rv ices c o n tra c t.”

( i i)

recommends it be replacedwith the following committee substitute [ ] the same title 
[ ] a new title

[ ] additional referral to _  
f | attached amendments)

A D O P T S :________________

C om m ittee

_________________________________Letter o f  Intent

A TTA C H ES N E W  FISC A L NO TE(s): ^  A PPR O V ES PREV IO U S:

|^(] fiscal note(s) L. ~Pr [ ] fiscal note(s)

[^Q zero fiscal note(s) [ ] zero fiscal note(s)

H A IR ’S SIG N A TU

SIGNING WITH RECOMMENDATIONS
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F I S C A L  N O T E

STATE OF ALASKA
1998 LEGISLATIVE SESSION

NO.
B ILL  V ER S IO N : 
P U B LIS H  D A TE:

HB 467

Revision H a t e : __________________________ Department Affected: Legislature
Title: "An act relating to employees o f the  BRU: ___________ All____________
Legislature w ho are employed under a pe« - jn a l..."________________ ___________________________

Sponsor: Representative Kott _______________  Component: All_____________
Requestor: House Finance Committee______________ ______________________________________

C O M P O N E N T  S E R IA L  NO:

Expenditures/Revenues: (Thousands o f Dollars)
O P E R A T IN G FY 99 FY 00 FY  01 FY 02 FY 03 FY 04
PERSONAL SERVICES
TRAVEL
CO NTRACTUAL
SUPPLIES
EQ UIPM ENT
LAND & STRUCTURES
GRANTS, CLAIM S
M ISCELLANEO US

-4.3 -4.3 -4.3 -4.3 -4.3 -4.3
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0

T O T A L  O P E R A T IN G -4.3 -4.3 -4.3 -4.3 -4 .3 -4.3

R E V E N U E  F U N D  S O U R C E I T

C A P IT A L 0 0 0 0 0 0

FUNDING: (Thousands o f Dollars)
GENERAL FUND 
FEDERAL FUNDS 
OTHER FUND SOURCE 
T O T A L

POSITIONS:
FULL-TIME 0 O1 0 0 0 0
PART-TIM E 0 0 0 0 0 0
TEM PO RARY 0 0 0 0 0 0

Estim ate o f currant year impact:

ANALYSIS: (A ttach a  separate page if necessary)
This bill adds the option of hiring a legislative employee under a personal services contract w ithout enrolling them 
into the Public Employees Retirement System (PERS). Most State agencies can hire temporary or nonpermanent 
employees w ithout 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 h ire sum m er tour guides, laborers to load the van, and the Security Chief w ithout 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, G o v ., & Impacted Agency(ies).
Page 1 o f 1



STATE OF ALASKA
1998 LEGISLATIVE SESSION

FISCAL NOTE
BILL NO. HB 467

Revision Date: (Note if correction)_____________________________ Department Affected: Administration
Title: ‘An Act relating to employees of the legislature who BRU: Centralized Administrative Services
are employed under a personal services contract'_____________  Component: Retirement & Benefits

Sponsor: (H) RULES_____________________________________  ______________________________________
Requestor: (HI FIN_________________________________________ C O M PO N EN T SER IA L NO. 2271

EXPEN D ITU R E S/R EVE N U ES:______________________________(Thousands of Dollars)
O P E R A TIN G  EXPENDITURES FY 99 FY 00 FY 01 FY 02 FY 03 FY 04

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
E Q U IP M E N T
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

.

TO TA L O PER A TIN G 0.0 0.0 0.0 0.0 0.0 0.0

C A P ITA L EXPEND ITU RES

I C H A N G E  IN REVENU ES f ) I I ' I I I I I

FUN D  SO U RC E: (Thousands o f Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
O T H b i\
T O T A L____  ... . _______ 0,0 . . . . .  0,0 ...........0,0. ..........  . 0,0 0,0 0.0
Estim ate o f any current year (FY 98) cost: % none 

PO SITIO N S:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page if necessary.)

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

Prepared by: Guv Bell, Director______________________________________  Phone: 465-4460
Division: Retirement & Benefits A_________________________  Date:___________

Approved by Commissioner: Mark B o y e r  [  H z f W —
Agency: Department of Administration____________________  \  Date: ^ . / f  T> / ' r£>

DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office
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HB467: Regarding Legislative Contract Employees 
SPONSOR STATEMENT

The purpose o f  this bill is to add the option o f  hiring legislative employees using a personal 
services contract and elim inate the Public Employees Retirement System (PERS) membership 
requirem ent for the em ployment under the contract.

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

For short-term temporary em ploym ent 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, m ost o f  whom are students earning m oney for school, m ust be placed in the retirement 
system. Money is deducted from their paychecks for retirement which they may withdraw after 
leaving em ployment, 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 o f  tim e 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 C hief o f 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 enforcem ent 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 o f  the short-term nature o f  the position, terminating 
retirem ent 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 o f an option 
because o f  IRS rules on contractor vs. employee relationships. Under the IRS guidelines the 
duties and responsibilities o f  the C hief o f  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 o f  legislative staff employees 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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DATE TURNED
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Finance Committee considered HOUSE BILL NO. 467

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

an recom m ends:

[ ] be rep laced  with 

[ ] adopt p rev io u s

CS

CS

[ ] attached am endm ent(s)
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S TA TE  O F A L A S K A  
1998 L E G IS L A T IV E  S E S S IO N

Revision Date:_____________ ___________________________ Departm ent Affected: Legislature
Title: "An act relating to em ployees of the  BRU: ____________All____________
Legislature who are employed under a p e r s o n a l . ___________________________

Sponsor: R epresentative Kott______________________ Com ponent: All_____________
Requestor: House Finance Com m ittee_______________ ___________________________

C O M P O N E N T  S E R IA L  N O :

N o :  2
B i l l  V e r s i o n :  h b  4 6 7  
(H) P u b l i s h  U a t e :  3 / 1 9 / 93

Expenditures/Revenues: (Thousands o f Dollars)
O P E R A T IN G FY  99 FY 00 FY 01 FY  02 FY 03 F Y  04
PERSONAL SERVICES
TRAVEL
CO NTRACTUAL
SUPPLIES
EQ UIPM ENT
LAND & STRUCTURES
GRANTS, CLAIM S
M ISCELLANEO US

-4.3 -4.3 -4.3 -4.3 -4.3 -4.3
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0

T O T A L  O P E R A T IN G -4.3 -4.3 -4.3 -4.3 -4.3 -4.3

C A P IT A L 0 0 0 0 0 0

R E V E N U E  F U N D  S O U R C E 0 0 0 0 0 0

FUNDING: (Thousands of Dollars)
GENERAL FUND 
FEDERAL FUNDS 
OTHER FUND SOURCE 
T O T A L

-4.3 -4.3 -4.3 -4.3 -4.3 -4.3

-4.3 -4.3 -4.3 -4.3 -4.3 -4.3

POSITIONS:
FULL-TIME ^  0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEM PO RARY 0 0 0 0 0 0

Estim ate o f current year impact:

ANALYSIS: (A ttach a separate page if necessary)
This bill adds the option o f hiring a legislative em ployee under a personal services contract w ithout enrolling them 
into (he Public Em ployees R etirem ent System (PERS). Most State agencies can hire tem porary or nonperm anent 
employees w ithout 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 sum m er tour guides, laborers to load the van, and the Security Chief w ithout enrolling these 
employees in PERS. The savings to the Legislature wpuld be at least 4.3 each year.____________

Phone: 465-3852

D a te :3 l(3 lq a
Prepared By: Karla Schofield. Deputy D irector 
D ivision: Adm in istrative Services

Approved By: Pam ela A. Varni. Executive D irector 
Agency: Legislative Affairs Agency__________

OihAW_
Date:'??

Distribution (by p reparer):
C O M M IT T E E  C O F T

D is trib u tio n jb y  preparer): Leg. F inance, Legislative Sponsor, Requestor, OMB, G o v ., & Impacted Agency(ies).
Page 1 o f 1



P  r— r-' r> r'- • r -I W. • V f i 1* W' W  v W  .'

F IS C A L  N O T E B i l l  V e rs io n : HB 4 6 7

c>
No: 1

STATE OF ALASKA
1998 LEGISLATIVE SESSION

(H )  P u b lish  D a te : 3 / 1 9 / 9 8

Revision Date: (Note if correction)______________________________Department Affected: Administration_________
Title: ‘ An Act relating to employees of the legislature who BRU: Centralized Administrative Services
are employed under a personal services contract'______________ Component: Retirement & Benefits

Sponsor: (H) RULES_____________________________________  _____________________________________
Requestor: (H) FIN_________________________________________  COMPONENT SERIAL NO. 2271

EXPENDITURES/REVENUES:______________________________ (Thousands of Dollars)
OPERATING EXPENDITURES FY 99 FYOO FY 01 FY 02 FY 03 FY 04

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

.

TO TAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

C APITAL EXPENDITURES

I CHANGE IN REVENUES ( ) I I I  ~ ~ T  I T

FUND SOURCE:  (Thousands o f Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
OTHER
TOTAL ._ ... 0,0. 0.0 0,0 .. _ .0,0.. 0 0 0.0
E stim a te  o f any cu rre n t year (FY 98) cos t: $ none 

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.

Guv Bell. Director
Division: Retirement & Benefits

Approved bv Commissioner: Mark Bover
Aqencv: Department of Administration

Phone:
Date:

465-4460

(A M —\  Date:

DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office
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< O U S E  C O M M I T T E E  R E P O R T

D ate R eferred  to C om m ittee: M ay 1, 1998 FU R TH ER R EFER R A LS:

Date of C om m ittee Action:

The FIN A N CE Com m ittee considered: HB 469

HOUSE B IL L  NO. 469 A PPRO V E SA LE RO YALTY O IL  TO  M APCO

“An Act approving the  sale of Prudhoc Bay Unit royalty oil by the State of A laska to M apco A laska Petroleum , Inc.; 
and  provid ing  for an  effective date.”

(ii)

recommends it be replaced [ ] the sam e titlewith the following committee substitute  [ ] a new title

[ ] additional referral t o _________________________ Com m ittee
[ | attached am endm ent(s)

A D O P T S :_______________________________ Letter o f Intent

ATTACHES NEW  FISCAL NOTE(s): (Depl, APPROVES PREVIOUS: (D̂ e)
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Dept Affected: Natural Resources 

BRU: Resource Development

Component: Oil & Gas Development
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Governor

Expenditures/Revenues

Com ponent Serial No. 

(Thousands of Dollars)

439

OPERATING EXPENDITURES FY99 FY00 FY01 FY02 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 (fUndcode) 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

Estim ate o f any cu rren t 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 o f royalty oil to Mapco from Jan 1, 1998, when first barrel is paid for, to Dec 31. 2003, at 28,000 bbl/day.
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M A P C O  C O M M E N T S ON G A SO L IN E  PR IC E S

A pril 8, 1998

There have been several articles recently in Alaska newspapers which expressed concerns about 
gasoline prices in Alaska. On behalf o f  MAPCO, I am pleased to respond to som e o f  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 h a lf o f  the retail price o f  gasoline. M APCO and 
other A laska refiners pay fair m arket value for the crude we purchase and we pay a pro-rated 
ta riff to get it to our refinery. For one o f  our crude contracts with the State o f  Alaska, M APCO 
pays a S. 15 per barrel prem ium  for the crude oil.

The other costs o f  refining product in Alaska are all higher than at lower 48 refineries.
Electricity is an ingredient o f  refining and we pay several m illion dollars per year to GVEA for 
electricity. W e pay twice the cost for electricity here compared to our M emphis refinery. And 
electricity costs are two to three times higher here than for refineries in the Pacific Northwest. 
The chem icals, fuel, labor and transportation components o f  refining and distributing our refined 
product are all considerably higher here than in the lower 48 states. The average rate o f  pay at 
our N orth Pole Refineiy is about $10.00 per hour higher than for comparable positions at our 
M em phis refinery. This is a 50% higher cost for labor at our Alaska refinery. Alaska has some 
o f  the m ost stringent environm ental standards that impact costs at the refining, wholesale and 
retail levels. In addition, M APCO paid a $30 m illion quality bank penalty in 1997 for the 600 
m illion gallons o f  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 o f each barrel o f  crude we refine. The $70 
m illion je t fuel expansion we are currently doing at our refinery would cost in the $45 to $50 
m illion range in M emphis. So it follows that refined product prices will also be higher in Alaska 
than elsew here in the Country.

But the prices in A laska'are m uch  lower than they would be without the presence of the Alaska 
refiners. W hen I left for college at the University o f  Oregon driving down the Alcan Highway 
with Jim  Dodson in the fall o f  1963, the price o f  gasoline in Fairbanks was around $.55 per 
gallon. W e 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. T he percentage price difference had dropped considerably by 1978. 
M APCO started refining gasoline in 19S5 and prices dropped again. Today the price o f  gasoline 
in Fairbanks is $ 1.209 and in Eugene, Oregon it is $ 1.109. The gap has narrowed considerably.
I should note that today the price o f  the Fairbanks Daily News-M iner is S.75 and the cost of the 
Eugene Register Guard is $.50. The news paper here costs 50% m ore than in Eugene, while the 
gasoline is only 9%  m ore in Fairbanks. 1 should comm ent that I think the price o f  the Fairbanks 
Daily N ew s-M iner is a bargain and is very reasonable in view o f the costs associated with 
publishing the new s paper here in Fairbanks.



I a l s o  w a n t e d  t o  p o i n t  o u t  t h a t  s o m e  o f  t h e  d a t a  u s e d  i n  a n a l y z i n g  g a s o l i n e  p r i c e s  w a s  n o t  c o r r e c t  
a s  p e r t a i n s  t o  t h e  F a i r b a n k s  a n d  A n c h o r a g e  m a r k e t s .  T h e  d a t a  p r o v i d e d  t o  S e n a t o r  F r a n k  
M u r k o w s k i  b y  A A A  t h a t  w a s  q u o t e d  i n  s o m e  n e w s  a r t i c l e s  a p p e a r e d  t o  s h o w  a  p r i c e  o f  $ 1 .269 
f o r  A l a s k a .  T h e  F a i r b a n k s  p r i c e  i s  $ 1 .209 a n d  t h e  A n c h o r a g e  p r i c e  i s  a b o u t  $ 1 .159 . S o  t h e  
a f t e r  t a x  p r i c e  o f  A l a s k a  g a s o l i n e  i s  i n  t h e  S . 89 t o  $ .9 4  p e r  g a l l o n  r a n g e  a s  o p p o s e d  t o  $ 1 .00 p e r  
g a l l o n .  T h e  p r i c e  o f  g a s o l i n e  i n  t h e  b u s h  a r e a s  i s  r e a l l y  n o t  r e l e v a n t  t o  t h e  a n a l y s i s  i n  m y  
o p i n i o n  s i n c e  t h e y  c a n  o n l y  r e c e i v e  f u e l  o n c e  o r  t w i c e  a  y e a r  i n  r e l a t i v e l y  s m a l l  v o l u m e s .

M A P C O  i s  p r o u d  o f  o u r  r e f i n i n g  a c t i v i t y  a n d  t h e  p o s i t i v e  i l u e n c e  w e  h a v e  h a d  o n  f u e l  p r i c e s  
o v e r  t h e  20  y e a r s  w e  h a v e  o p e r a t e d  a t  o u r  N o r t h  P o l e  R e f i n e r y .  W e  a r e  p r o u d  t h a t  i n  1998 w e  
s u p p o r t e d  688 A l a s k a n  v e n d o r s  w i t h  $ 4 50  m i l l i o n  i n  s p e n d i n g .  W e  s p e n t  m o r e  w i t h  e v e r y o n e  o f  
t h o s e  v e n d o r s  t h a n  w e  w o u l d  h a v e  f o r  c o m p a r a b l e  g o o d s  o r  s e r v i c e s  i n  t h e  l o w e r  ̂ 8  S t a t e s .  B u t  
t h a t  i s  a  f a c t  o f  l i f e  i n  A l a s k a .  O u r  p r e s e n c e  h e r e  m e a n s  t h a t  $ 450  m i l l i o n  m u l t i p l i e s  a r o u n d  t h e  
A l a s k a  e c o n o m y  a  n u m b e r  o f  t i m e s  a n d  h e l p s  t h o u s a n d s  o f  A l a s k a n s  d i r e c t l y  o r  i n d i r e c t l y .  A s  
a n  e x a m p l e ,  w e  p a y  a p p r o x i m a t e l y  $ 1 . 8 m i l l i o n  i n  p r o p e r t y  t a x e s  t h a t  a r e  s h a r e d  b e t w e e n  t h e  
F a i r b a n k s  N o r t h  S t a r  B o r o u g h  a n d  t h e  C i t y  o f  N o r t h  P o l e .  O u r  r e f i n i n g  a n d  r e t a i l  o p e r a t i o n s  
e m p l o y  a b o u t  500 A l a s k a n s  w i t h  a  t o t a l  f o r  p a y r o l l  a n d  b e n e f i t s  o f  a p p r o x i m a t e l y  $ 20  m i l l i o n  
p e r  y e a r .  T h i s  p a y r o l l  a m o u n t  i s  i n  a d d i t i o n  t o  t h e  t o t a l  p a i d  t o  v e n d o r s  i n  1997.

A t t a c h e d  a r e  t h r e e  g r a p h s  s h o w i n g  t h a t  o u r  p r i c e  o f  g a s o l i n e ,  j e t  f u e l  a n d  d i e s e l  f u e l  h a v e  f a l l e n  
a s  f a s t ,  a n d  i n  s o m e  c a s e s  f a s t e r ,  t h a n  c r u d e  o i l  p r i c e s  h a v e  f a l l e n  s i n c e  a  y e a r  a g o .  W e  f e e l  w e  
h a v e  b e e n  v e r y  f a i r  a n d  s e n s i t i v e  t o  t h e  A l a s k a n  c o n s u m e r ,  a n d  w e  p l e d g e  t o  m a i n t a i n  t h a t  
s e n s i t i v i t y  a n d  f a i r n e s s  i n  t h e  f u t u r e .

F o r  a d d i t i o n a l  i n f o r m a t i o n  c o n t a c t :

J e f f  C o o k ,  V i c e  P r e s i d e n t  E x t e r n a l  A f f a i r s  
M A P C O  A L A S K A  P E T R O L E U M  i n c .
(907) 4 8 8 -5 1 0 4



M A P C O  A L A S K A  P E T R O L E U M  Inc. P O S IT IO N  P A P E R

F IV E  Y E A R -R O Y A L T Y  O IL  C O N T R A C T  W IT H  S T A T E  O F  A L A S K A

A p ril 2 ,1 9 9 8

M A P C O  A L A S K A  P E T R O L E U M  I n c .  ( M A P I )  i s  s e e k i n g  r a t i f i c a t i o n  o f  a  n e w  f i v e  y e a r  r o y a l t y  
o i l  c o n t r a c t  f r o m  t h e  A l a s k a  S t a t e  l e g i s l a t u r e .  T h e  c o n t r a c t  w a s  u n a n i m o u s l y  r e c o m m e n d e d  f o r  
l e g i s l a t i v e  a p p r o v a l  b y  t h e  A l a s k a  R o y a l t y  O i l  a n d  G a s  D e v e l o p m e n t  A d v i s o r y  B o a r d  a t  t h e i r  
F e b r u a r y  17, 1998 , m e e t i n g .  A p p r o v a l  o f  t h e  c o n t r a c t  i s  n o w  b e f o r e  t h e  l e g i s l a t u r e  i n  t h e  f o r m  
o f  S B  342 a n d  H B  4 6 9 .

T h e  c o n t r a c t  h a s  b e e n  s i g n e d  b y  t h e  A l a s k a  C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  a n d  t h e  
P r e s i d e n t  o f  M A P I .  T h e  c o n t r a c t  c a l l s  f o r  t h e  s a l e  o f  a p p r o x i m a t e l y  2 8 ,0 0 0  b a r r e l s  p e r  d a y  
( b p d )  o f  N o r t h  S l o p e  r o y a l t y  c r u d e  t o  M A P I .  T h e  c o n t r a c t  w i l l  b e  e f f e c t i v e  D e c e m b e r  1, 1998, 
a n d  c a l l s  f o r  M A P I  t o  p a y  t h e  S t a t e  R o y a l t y - i n - V a l u e  p r i c e  f o r  t h e  r o y a l t y  o i l  p l u s  a  $ . 15 p e r  
b a r r e l  p r e m i u m .  O v e r  t h e  f i v e  y e a r s  o f  t h e  c o n t r a c t ,  t h e  S t a t e  c o u l d  r e c e i v e  a n  a d d i t i o n a l  $ 7 ,6 6 5  
m i l l i o n  i n  g r o s s  r e v e n u e s  o v e r  w h a t  t h e y  w o u l d  r e c e i v e  f r o m  o t h e r  P r u d h o e  B a y  l e s s e e s  f o r  t h e  
r o y a l t y  o i l .

T h e  e f f e c t i v e  d a t e  o f  D e c e m b e r  1, 1998 , c o i n c i d e s  w i t h  t h e  e x p i r a t i o n  o f  a  c u r r e n t  o n e  y e a r  
c o n t r a c t  M A P I  n o w  h a s  w i t h  t h e  S t a t e  f o r  13 ,000 b p d  o f  r o y a l t y  o i l .  T h e  n e w  c o n t r a c t  w i l l  
r e p l a c e  t h e  v o l u m e  i n  t h e  o n e  y e a r  c o n t r a c t  a n d  a d d  t h e  a d d i t i o n a l  v o l u m e  t o  p r o v i d e  f e e d - s t o c k  
f o r  t h e  $ 7 0  m i l l i o n  r e f i n e r y  e x p a n s i o n  c u r r e n t l y  u n d e r w a y  a t  M A P I .  T h e  c o r n e r s t o n e  o f  t h i s  
e x p a n s i o n  i s  t h e  a d d i t i o n  o f  a  t h i r d  c r u d e  u n i t  t o  t h e  r e f i n e r y .  T h e  n e w  c r u d e  u n i t  w i l l  b e g i n  
s h i p p i n g  t h e  a d d i t i o n a l  p r o d u c t i o n  a p p r o x i m a t e l y  D e c e m b e r  1, 1998.

T h e  $ 70  m i l l i o n  e x p a n s i o n  p r o j e c t  c u r r e n t l y  h a s  50  A l a s k a  w o r k e r s  o n  s i t e .  C o n s t r u c t i o n  
e m p l o y m e n t  w i l l  p e a k  a t  a b o u t  375 w o r k e r s  t h i s  s u m m e r .  O v e r  30 A l a s k a n  v e n d o r s  a n d  
c o n t r a c t o r s  w i l l  b e  w o r k i n g  o n  t h e  r e f i n e r y  e x p a n s i o n .  O n c e  c o m p l e t e d ,  t h e  n e w  c r u d e  u n i t  w i l l  
p r o d u c e  a n  a d d i t i o n a l  14 ,000 b p d  o f  j e t  f u e l  f o r  A l a s k a ’ s  g r o w i n g  a i r  c a r g o  a n d  a i r  p a s s e n g e r  
b u s i n e s s .  A n  a d d i t i o n a l  25  r a i l  c a r s  o f  j e t  f u e l  w i l l  b e  s h i p p e d  d a i l y  o n  t h e  A l a s k a  R a i l r o a d  f r o m  
F a i r b a n k s  t o  A n c h o r a g e  w h e n  t h e  p r o j e c t  i s  c o m p l e t e d .  L o c a l  p r o p e r t y  t a x  p a y m e n t s  b y  M A P I  
w i l l  i n c r e a s e ,  r e v e n u e s  t o  G V E A  a n d  A R R C  w i l l  i n c r e a s e ,  a n d  v e n d o r s  a n d  c o n t r a c t o r s  w i l l  
b e n e f i t  f r o m  b o t h  t h e  c o n s t r u c t i o n  a n d  t h e  o n g o i n g  o p e r a t i o n  o f  t h e  t h i r d  c r u d e  u n i t .  A l s o ,  a  
t o t a l  o f  19 p e r m a n e n t  n e w  e m p l o y e e s  w i l l  b e  h i r e d  a t  t h e  r e f i n e r y  a n d  t h e  A n c h o r a g e  t e r m i n a l  t o  
s u p p o r t  t h e  p r o d u c t i o n  e x p a n s i o n .

M A P C O  h a s  r e f i n i n g ,  m a r k e t i n g  a n d  r e t a i l  a c t i v i t i e s  t h r o u g h o u t  A l a s k a .  M A P I  e m p l o y s  155 
p e o p l e  i n  t h e  r e f i n i n g  a n d  m a r k e t i n g  b u s i n e s s  a n d  a b o u t  3 5 0  w o r k e r s  a t  t h e  28 M A P C O  E x p r e s s  
r e t a i l  s t o r e s  i n  A l a s k a .  M A P I  s p e n t  a p p r o x i m a t e l y  $ 450  m i l l i o n  w i t h  o v e r  680 A l a s k a n  v e n d o r s  
a n d  c o n t r a c t o r s  i n  1997 . I n  a d d i t i o n ,  M A P I  p r o v i d e d  a p p r o x i m a t e l y  $ 5 00 ,0 00  i n  f u n d i n g  t o  
e d u c a t i o n a l  i n s t i t u t i o n s ,  n o n  p r o f i t  o r g a n i z a t i o n s  a n d  f o r  e v e n t  s p o n s o r s h i p s  i n  1997. M A P I  h a s  
i t s  r e f i n i n g  h e a d q u a r t e r s  a t  N o r t h  P o l e  n e a r  F a i r b a n k s  a n d  i t s  m a r k e t i n g  h e a d q u a r t e r s  i n  
A n c h o r a g e .

F o r  m o r e  i n f o r m a t i o n  c o n t a c t  J e f f  C o o k  a t  (907) 4 8 8 -5 1 0 4
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MAPCO ALASKA PETROLEUM inc.
APRIL 9 , 1998

Jeffry J. Cook
VICE PHESIOENT 

EXTERNAL AFFAIRS S ADMINISTRATION

Gasoline Price Comparisons in Selected U S Cllles
(Price per gallon of regular, unleaded motor gasoline at self-service pump) 

ACCRA Cost of Living Index - Second Quarter 1997
StLECTED CITIES -Price w/tax =

Anchorage, AK 
Fairbanks, AK 
Juneau, AK 
Kodiak, AK
Bakersfield, CA 
Los Angeles, CA 
San Francisco, CA

Boise, ID
Billings, M T

Reno, NV

$1.32
$1.42
$1.44
$ 1 .6 6

$1.37
$1.38
$1.53

$1.35

$1.40
$1.44

________OIL PRICES_________
V.*Cr.«djy, Aorii 3. I«3 Ĉ UOS GRADES Wed Tu< rr. AgoOFFSHORE-d Eurooean "soap* or frte markef pricesArjoif .....................  I0./5 I0W 15.ISAr.ionvv ..............  3.75 3W 13.10»rm. If........................ 11.33 11.39 15.35Fortes............   13.05 13.73 I7.JSErenf .............................  12 EO I? 71 17.i03cm/if. . . ....... *......... 12 33 12.77 17 55UfJiS*.V«dtr.......................  11.30 11.73 16.13
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P R I C E  O F  G A S O L I N E  I N  F A I R B A N K S  O N E  Y E A R  A G O  P E R  A M E R I C A N  C H A M B E R  
O F  C O M M E R C E  R E S E A R C H  A N A L Y S I S  S U R V E Y  W A S  S I . 42 p e r  g a l l o n .  P R I C E  T O D A Y  
I S  S I . 21 p e r  g a l l o n .  T H A T  I S  A  D R O P  O F  S .21 p e r  g a l l o n .

P E R  W A L L  S I  R E E T  J O U R N A L  O I L  P R I C E S ,  P R I C E  O F  N O R T H  S L O P E  C R U D E  O N E  
Y E A R  A G O  W A S  S I 8 .2 0  p e r  b a r r e l .  P R I C E  A T  C L O S I N G  4 -8 -9 8  W A S  $ 1 2 .7 2  p e r  b a r r e l .  
T H A T  I S  A  D R O P  O F  S 5 .4 8  P E R  B A R R E L  I N  O N E  Y E A R .  I F  O N E  W E R E  T O  A S S U M E  
C R U D E  O I L  W A S  T H E  O N L Y  C O M P O N E N T  O F  G A S O L I N E  A N D  T H E R E  W A S  A  
L I N E A R  D R O P  I N  P R I C E ,  G A S O L I N E  S H O U L D  H A V E  D R O P P E D  B Y  S . 13 p e r  g a l l o n  
( S5 .4 8  p e r  b a r r e l  d r o p  d i v i d e d  b y  42  g a l l o n s  p e r  b a r r e l) .

A C T U A L  D R O P  I S  S .2 1  p e r  g a l l o n .  P R O J E C T E D  D R O P  F R O M  C R U D E  P R I C E  I S  S . 13 p e r  
g a l l o n .  R E T A I L  P R I C E  H A D  A C T U A L L Y  D R O P P E D  F A S T E R  T H A N  T H E  
C O R R E S P O N D I N G  D R O P  I N  C R U D E  P R I C E .
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T h e  H o n o r a b l e  G a i l  P h i l l i p s  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
S t a t e  C a p i t o l  
J u n e a u ,  A K  9 ^ 8 0 1 -1 1 8 2

D e a r  S p e a ^ r ^ h t h f p s :

I a m  t r a n s m i t t i n g  a  b i l l  t h a t  p r o v i d e s  f o r  l e g i s l a t i v e  a p p r o v a l  o f  a  r o y a l t y  o i l  c o n t r a c t  b e t w e e n  t h e  
s t a t e  a n d  M a p c o  A l a s k a  P e t r o l e u m ,  I n c .  f o r  t h e  s a l e  o f  P r u d h o e  B a y  U n i t  r o y a l t y  o i l .  A  c o p y  o f  
t h e  r e s o l u t i o n  o f  t h e  A l a s k a  R o y a l t y  O i l  a n d  G a s  D e v e l o p m e n t  A d v i s o r y  B o a r d ,  r e c o m m e n d i n g  
a p p r o v a l  o f  t h a t  c o n t r a c t  in  a c c o r d a n c e  w i t h  A S  38 .0 6 .0 40 (a)(3 ) a n d  3 8 .0 6 .0 5 0 ( a)  a n d  p r o v i d i n g  
t h e  r e p o r t  r e q u i r e d  b y  A S  3 8 .0 6 .0 70 ( c) , is a l s o  b e i n g  p r o v i d e d  t o  t h e  L e g i s l a t u r e  w i t h  t h i s  b i l l .

U n d e r  t h e  c o n t r a c t ,  t h e  s t a t e  w i l l r e c e i v e  a  f a i r  v a l u e  f o r  t h e  r o y a l t y  o i l ,  w h i l e  p r o m o t i n g  i n - s t a t e  
p r o c e s s i n g  a n d  p e t r o l e u m  p r o d u c t  c o m p e t i t i o n .  A m o n g  t h e  e c o n o m i c  b e n e f i t s  t o  A l a s k a ' s  c i t i z e n s  
a r e  c o m p e t i t i v e  c o n s u m e r  p r i c e s  f o r  p e t r o l e u m  p r o d u c t s ,  s u c h  a s  g a s o l i n e ,  d i e s e l  a n d  j e t  f u e l s ,  a n d  
e m p l o y m e n t  o f  A l a s k a n s  a t  M a p c o ' s  N o r t h  P o l e  r e f i n e r y .

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

I r e s p e c t  t h e  L e g i s l a t u r e ' s  d e s i r e  t o  h a v e  a  d i r e c t  v o i c e  in  m a j o r  d i s p o s a l s  o f  r o y a l t y  o i l .
T h e r e f o r e ,  a l t h o u g h  t h i s  a n d  p r e v i o u s  a d m i m s t r a t i o n s  h a v e  c o n s i s t e n t l y  t a k e n  t h e  p o s i t i o n  t h e  
s t a t u t o r y  r e q u i r e m e n t  o f  l e g i s l a t i v e  a p p r o v a l  o f  r o y a l t y  o i l  c o n t r a c t s  i s  u n c o n s t i t u t i o n a l ,  a s  a  
m a t t e r  o f  c o m i t y ,  I a m  i n t r o d u c i n g  a  b i l l  a p p r o v i n g  a n d  r a t i f y i n g  t h e  c o n t r a c t .  T h e  c o n t r a c t  i s  
c o n s i s t e n t  w i t h  p r o v i s i o n s  r e q u i r i n g  a p p r o v a l  b y  t h e  L e g i s l a t u r e  b e f o r e  i t  t a k e s  e f f e c t .

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

S i n c e r e l y ,

Tf>N\ K n o w  i .i-.s 
GOVERNOR

. T ■3'’

S t a t e  o f  A l a s k a
OFFICE OF THE GOVERNOR 
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T o u y / K n o w l e s
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T H I S  A L A S K A  R O Y A L T Y  O I L  A N D  G A S  D E V E L O P M E N T  A D V I S O R Y
U O A R D

R e s o l u t i o n  98 -1

On January  30, 1998, (he C om m issioner o f N atural Resources provided  (lie A laska 
R oyalty  Oil and G as D evelopm ent A dvisory  Board ("Board") w ith the Prelim inary  
F ind ing  and D cterir .nation  to Sell Royalty Oil to M apco Alaska Petro leum  Inc. dated 
Jan uary  30, 1998 ("F in d in g ") and a copy o f the proposed A greem ent for the Sale and 
P u rchase  o f State R oyalty  Oil to M apco A laska Petroleum  Inc ("C ontract"). U nd er the 
C on trac t, the D epartm ent o f  N atural R esources w ill sell approxim ately 28 ,000  barre ls  per 
day  o f  Prudhoe Bay U nit royalty  oil to M apco for five years. M apco will p rocess (he oil 
in its refinery  in N orth  Pole, A laska.

T h e  C on trac t was nego tia ted  betw een representatives o f the D ivision o f Oil and G as and 
M apco  over the past four m onths. On January  30, 1998, the div ision  pub lished  die 
F inding , the C on trac t and gave public notice that the Board would review  the C ontract at 
a public  hearing on F eb ruary  17, 1998.

On F eb ruary  17, the B oard  m et to discuss the C ontract and take pub lic  com m ents. 
R epresen tatives from  the d iv ision , representatives o f M apco, and m em bers o f the public  
a ttended  the m eeting . A presentation  from  division sta ff about (he pro '. sa le  and 
con trac t was given to the B oard. A fter review  and consideration o f the form ation 
p resen ted , pub lic  com m ent, and the criteria  o f  AS 38.06.070, the B oard approved  the 
p roposed  sale and recom m ended  the proposed contract be approved by the leg islature .

B ased on the B o a rd 's  review  o f  the C ontract, the C om m issioner's F inding , and the 
in form ation  p resen ted  at its public hearing, the Board is o f the opinion that the proposed  
d isposition  of P rudhoe B ay U nit royalty  oil to M apco is consistent w ith AS 38.06 .070  
and AS 38.05 .183 . In report to the legislature, the Board adopts the C o m m issio n er's  
F inding  by reference, and recom m ends that the T w c n ^ 'h  A laska S tale Legisla ture  
approve the A greem ent for the Sale and Purchase o f Stale Royalty Oil to M apco  A laska 
Petro leum  Inc.

S e n a t e  B i l l  No . 3 4 2  
Ho u s e  B i l l  No . 4fiQ
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Final Finding and Determination to Sell Royalty Oil 
to 

MAPCO Alaska Petroleum Inc. 

I. Summary
The c o m m iss io n e r  o f  the D epartm ent o f N atu ra l R esou rces, on beh a lf o f  the s ta te  o f  A laska , 
p roposes a f iv e -y e a r sa le  o f approxim ately  2 8 ,0 0 0  b arre ls  p er day o f the s ta te ’s ro y a lty  o il to 
M A P C O  A la sk a  P e tro le u m  Inc. (M A PC O ). M A P C O  opera tes a refinery  in N o rth  P o le  in the 
Fairbanks N o rth  S ta r B orough  and is one o f  th e  s ta te ’s largest retailers o f  p e tro leu m  p ro d u c ts . 
T his d o c u m en t p ro v id e s  the final finding and d e te rm in a tio n  required  und er A S 3 8 .0 5 .1 8 3  fo r the 
proposed  sa le.

T he d ep a rtm e n t d is tr ib u te d  the prelim inary  fin d in g  a n d  d raft co n trac t on Jan uary  30 , 1998. T he 
public  c o m m e n t p e rio d  end ed  one m onth la te r  on  M arch  3, 1998. T he d ep a rtm e n t n o tif ied  the 
public ab o u t the  p re lim in a ry  finding and d ra ft c o n tra c t and w ritten  com m ents w ere  so lic ite d  by 
sending  a n o tice  o f  the sale or copies o f the  p re lim in a ry  finding  and d raft c o n tra c t to 200 
c itizens, sp ec ia l in te re s t g roups, industry  and  g o v e rn m en t rep resen ta tives, and the  m ed ia . T he 
d ep artm en t a lso  a d v e rtised  through d isp lay  a d v e rtisem en ts  in new spapers th ro u g h o u t A laska . 
A t the c lo se  o f the  co m m en t period, the d e p a r tm e n t received  three letters. T h e  le tte rs  are 
included  as A p p en d ix  C to this finding.

The m ailin g  and  ad v e rtisem en ts  also notified  the  p u b lic  o f a m eeting  o f the  A la sk a  R o y a lty  Oil 
and G as D e v e lo p m e n t A dv isory  B oard (R o y a lty  B o ard ) that w as held  on F eb ru ary  17, 1998 at 
w hich the p ro p o se d  sa le  w as d iscussed  and  p u b lic  com m ent w as so lic ited . E x c e p t fo r the 
rep resen ta tiv es from  M A P C O , there w as no p u b lic  tes tim o ny  at the R oyalty  B o a rd  m eetin g . 
H ow ever, a le tte r from  H al W hitley, ow n er o f  W e t W illy ’s C arw ash  in F a irb an k s w as fax ed  to 
the R oyalty  B oard  in the m orn ing  before the R o y a lty  B oard  m et. T h e  R oyalty  B o ard  co n s id e re d  
M r. W h itle y ’s co m m en ts . Subsequently , the R o y a lty  B o ard  unanim ously  su p p o rte d  th e  sa le  and 
adopted  the C o m m iss io n e r 's  findings as its rep o rt to  the leg islature , and  p assed  a reso lu tio n  
reco m m en d in g  ap p ro v a l o f  the sale by the leg is la tu re .

T h is is a fin a l fin d in g  and final co n c lu s io n s  h av e  been reached. T h e  c o m m is s io n e r  has 
d ete rm in ed  th a t the  p ro p o sed  sale to M A P C O  is in th e  s ta te ’s best in terest. T h e  final fin d ing , a 
copy o f  the  s ig n e d  co n trac t, and the re co m m en d a tio n  from  the R oyalty  B oard  w ill be fo rw arded  
to the L eg is la tu re  u n d e r AS 38.06.055.

II. Background
T he s ta te  o f  A lask a  rece iv es a royalty  o f  a p p ro x im a te ly  12.5 percen t o f the oil and  gas p ro d u ced  
from  the P ru d h o e  B ay  U nit. T he state m ay  tak e  its share o f oil p roduction  " in -k in d  o r " in ­
value." W h e n  the s ta te  tak es its royalty  sh a re  o f  th e  oil in -k ind  (RUC), it a ssu m e s  o w n ersh ip  o f 
the o il, and  th e  v u n iss io n e r d isposes o f  the  o il th rou gh  e ith er com petitive  o r n o n -c o m p e titiv e  
sales. W h en  o il is tak en  in -value  (RIV ), the s ta te 's  lessees w ho produce  the o il m a rk e t th e  sta te 's 
share a lo n g  w ith  th e ir  ow n share o f p ro d u c tio n . T h e  lessees are o b lig a ted  to  p a y  th e  s ta te  the 
value o f  the  s ta te ’s R IV  share.

I



M A P C O  has a long  h is to ry  as a  purchaser o f  RDC from  the s ta te . M A P C O  has th e  longest 
running  co n trac t fo r A N S  R IK . D eliveries u n d e r its lo n g -te rm  c o n tra c t began  in N o v em b er 
1979 for 3 5 ,0 0 0  b arre ls  p e r day. T his co n trac t w ill n o t ex p ire  un til D ecem b er 2 00 3 . T h rough  
the end  o f  1997, M A P C O  rece iv ed  ap p ro x im ate ly  205 .8  m illio n  b arre ls  o f  RDC.1

On A ug ust 26 , 1997, the  s ta te  agreed  to sell to  M A P C O  an add ition a l v o lum e o f  royalty  oil 
equal to 11.6 p ercen t o f  th e  d aily  royalty  oil p ro d u c tio n  o f  th e  P ru d h o e  B ay U nit (P B U ) fo r one 
year. D elive ries  u n d e r th is  co n tra c t began o n  D ecem b er 1, 1997 and  w ill c o n tin u e  through 
N ov em ber 30 , 1998. B y s ta tu te  this c o n tra c t m ay n o t be ren ew ed  w ith o u t a specific  
recom m end atio n  o f  the  R oy a lty  B oard  to th e  leg is la tu re  and the leg is la tu re ’s su b seq u en t 
approval. L ast O cto b er, M A P C O  initiated  n eg o tia tio n s  w ith  the d ep a rtm en t fo r a n ew  royalty 
oil su pp ly  co n trac t to  b eg in  d e liv e ries  w hen th is  co n trac t exp ires.

At the date  o f  this final fin d in g , W illiam s C o m p a n ie s  Inc. is in the final s tag es  o f  acqu iring  
M apco  Inc. T h is  a c q u is itio n  w ill becom e final w hen  W illia m s C o m p an ies  Inc. rece iv es  approval 
from  the Federal T ra d e  C o m m issio n . On N o v em b e r 2 ' ,  1997, th e  co m p an ies  a n n o u n ced  that 
they had  en te red  in to  a d e fin itiv e  m erger ag reem en t p ro \ d in g  for W illiam s to acq u ire  M A P C O . 
O n F eb ruary  26, 1998, M A P C O  shareho lders app ro ved  th e  acqu is ition . S tan d a rd  a n d  P o o r’s 
(S& P) rev ised  its o u tlo o k  fo r bo th  co m p an ies  to p ositiv e  from  stab le . P rim arily , the  o u tlook  
change re flec ts  the s tre n g th e n in g  fu n d am en ta ls  o f the W illia m s’ p ipe lines a n d  p ro sp e c ts  for 
im prov ing  ea rn in g s at W illia m s C o m m u n ica tio n s G rou p  and  W illia m s  E nergy  G rou p . The 
p roposed  a cq u is itio n  o f M a p c o  Inc. is also a p o sitiv e  fac to r in S & P ’s o u tlo o k  ch an g e ."  T he S3 
b illion  acqu is ition  p rice  in c lu d e s  $2.2 b illion  o f  W illiam s co m m o n  s to ck  and the  a ssu m p tio n  of 
about S750 m illion  o f  a c q u ired  com pany  d eb t. T h e  co n se rv a tiv e ly  financed  a c q u is itio n  should  
d iversify  W illia m s ' p ip e lin e  o pera tio ns w ith  a re la tive ly  su ccessfu l d o w n stream  en e rg y  serv ices 
com pany . T h e  m erg er w ill h av e  no affect on th e  p rop o sed  sa le  and  co n trac t term s.

T his find ing  and  d e te rm in a tio n  and  the a ttach ed  copy  o f the  sa les co n trac t rep resen t the  resu lt of 
those n eg o tia tio ns. M u ch  o f  w h a t w as w ritten  by w ay o f b ack g ro u n d  to  the 1997 co n tra c t still 
app lies today.

In the fo llow ing  se c tio n  o f  th is finding, the d escrip tio n  o f  the c o n tra c t fo cuses c n  how  this 
p roposed  co n trac t d iffe rs  fro m  th e  curren t o n e -y ear con tract.

m . Discussion of Contract Provisions 

T e r m

First d e liv e ry  o f R IK  o il is se t fo r D ecem b er 1, 1998 a n d  w ill c o n tin u e  fo r fiv e  years . T he 
con tract w ill te rm in a te  D ec e m b er 31. 2 00 3 . T h is  co in c id es w ith  the  te rm in a tio n  date  o f 
M A P C O ’s c u rren t lo n g -te rm , 2 5 -y ear con trac t.

1 G o ld en  V a lle y  E le c tr ic  A s so c ia t io n  vo lum es are in c lu d ed  in M A P C O ’ s R IK  d e liv e r ie s .
2 Standard &  Poor's CreditW ire dated November 24, 1997.
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Quantity

T he sta te  ag reed  to  inc rease  the percen tage  o f royalty oil th a t M A P C O  m ay  purch ase  to assu re  
M A P C O  a re la tive ly  co n stan t su p p ly  o f RDC oil as p ro d u c tio n  d ec lin es . O v er the life o f  the  
co n tra c t the vo lum e o f R IK  taken  by M A PC O  w ill rem a in  fa irly  co n stan t. T h is p ro p o sed  
co n trac t w ill increase the p ercen tag e  o f PBU royalty oil th a t M A P C O  now  receives u n d er th e  
cu rren t o ne-y ear con trac t. M A P C O  will purchase 2 7 .0  p e rce n t o f  the s ta te ’s royalty  sh are  in 
1999 (abou t 28 ,0 0 0  b a n e ls  p er day  from  the PBU ). In the se c o n d , th ird , fourth  and  fifth  years , 
M A f J O ’s RDC purch ase  p ercen tag e  will increase slig h tly  to  28.5  p ercen t, 30 .0  percen t, 3 2 .0  
percen t and 33.5  p ercen t, resp ective ly .

T a b le  1: R IK  P ercen tag es an d  M a x im u m  Q u a n tit ie s

R IK  V olum e
Y e a r R IK  % (B pd)

1998 27.0 28 .3 5 0
1999 27.0 2 8 ,3 5 0
2000 28.5 2 8 .5 0 0
2001 30.0 28 ,2 0 0
2 002 32.0 2 8 ,4 8 0
2003 33.5 28 ,475

W hen  M A P C O ’s c u rren t lo n g -te rm  RIK  contract w ith  the s ta te  is co n s id e re d  w ith  the p jp o se d  
con trac t, the actual v o lu m e taken  by M A PC O  will increase  to  ap p ro x im a te ly  56.7 percen t o f  the  
s ta te ’s ro ya lty  oil from  the PB U .

T h e  p ercen tag e  o f royalty  oil d es ig na ted  in the co n trac t fo r each  y ear is ca lled  the "M ax im u m  
Q u an tity ."  If M A P C O  takes less than  the M axim um  Q u a n tity , it w ill be su b jec t to a p er-b arre l 
re se rv a tio n  fee on each  barrel less than  the M axim um  Q uan tity . T h e  per-barre l reserv a tio n  fee 
is 0 .75  p e rcen t o f the  full p u rch ase  p rice .3 M A P C O  m ay  e lec t to  d ecrease  o r increase  the 
q u a n tity  o f  RDC oil it w ill ac tually  purchase m o n th -to -m o n th  su b jec t to  certain  no tice  
req u irem en ts . M A P C O  also  has the  righ t to term inate  the c o n tra c t w ith  o n e  hun dred  days n o tice  
to cease  d e liveries . W ith  the  sam e notice period , M A P C O  m ay  e lec t one tim e ann ually  to  
p e rm an en tly  reduce the  M a x im u m  Q uantity  requ ired  u n d e r the con tract. H ow ever, o n ce  
M A P C O  issu es an ann ual n o tice  o f its option to p e rm a n e n tly  red uce  the  M ax im u m  Q u an tity . 
iM A PCO  m ay  not re in s ta te  the M ax im u m  Q uantity  to  the in itia l level. In add ition , M A P C O  
m ay not ev e r increase  the  M a x im u m  Q uantity .

B ecau se  o f  th e  term s o f the  P B U  A greem ent in force a m o n g  the p ro d u cers  and  the sta te , the  
s ta te  c o m b in es  royalty  p ro d u c tio n  from  both the P ru d h o e  B ay  fie ld  and  royalty  oil p ro c e sse d  
cu rren tly  th rou gh  the  L isb u m e  P rod uction  C enter. T h e  112 ,000  barre ls p e r day  o f  royalty  c ru d e

3 The contract provides M A PCO  with some operational flexibility. W ith the appropriate one hundred-day notice, M A PC O  may 
take less than the Maximum Quantity, however, a reservation fee would app ly to volumes less than the then applicab le 
Maximum Quantity.
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oil fo recast fo r 1998 (T able 2) is the  su m  o f  the  ro ya lty  o fftake  from  P B U  in c lu d in g  both  the 
In itia l P a rtic ip a tin g  A reas and the G re a te r  P o in t M cIn ty re  A rea, i.e. L isb u m e , Pt. M cIn ty re . 
W e st B each , N orth  Prudhoe B ay  S ta te , and  the  N iak u k /A lap ah  P a rtic ip a tin g  A r e a s /

T ab le  2 illu stra tes  the p resen t an d  fu tu re  ro y a lty  c ru d e  oil supp ly  fro m  th e  P B U . T h e  s ta te  is 
o b lig a ted  to su p p ly  35,000 barre ls  p e r d ay  to M A P C O  th rou gh  2003 a n d  30  p e rce n t o f  the  PB U  
royalty  oil to  T eso ro  through  1998. If the  p ro p o se d  M A P C O  co n trac t is a w a rd e d , the s ta te  w ill 
s till k eep  ap p ro x im ate ly  13 p e rcen t o f  its ro y a lty  sh are  o f  PB U  p ro d u c tio n  as RTV o r abo u t 40  
p e rcen t o f  the  tota l A N S royalty  p ro d u c tio n  in 1998. S ee  F igure  I, tit le d  “T o ta l A N S  R oy alty  
and  RDC S a le "  fo r the p ercen tag e  sh a re  o f  A N S  R IK  o il versus A N S R IV  o il.

T h e  s ta te  m u st reserve a su ffic ien t p e rc e n ta g e  o f  its P B U  royalty  oil as R IV  to  insu re  th a t P B U  
lessees can  d ed u c t field  costs as a c re d it from  th e ir  RTV royalty  for the  ro ya lty  o il the s ta te  tak es 
in -k ind . T h e  s ta te ’s flex ib ility  to n o m in a te  m o re  R IK  o il from  the P B U  w ill be  lim ited  a fte r th is 
R IK  sa le  to M A P C O . H ow ever, th e re  w ill be  so m e  flex ib ility  for the  s ta te  to  o ffe r add ition a l 
royalty  oil from  o th er n on -P B U  fie ld s on the N o rth  S lo pe  as c irc u m sta n ce s  w arran t.

Q u a lity

M A P C O  m u st accep t the sam e q u a lity  o f  oil th a t the s ta te  receives fro m  the p ro d u ce rs  at P u m p  
S ta tio n  N o. 1. T he ex isting  c o n tra c t w ith  M A P C O  does not d is tin g u ish  b e tw een  c ru de  o il, 
co n d en sa te , o r natural gas liq u id s (N G L s). M A P C O  w aives any c la im  th a t e ith e r  co n d en sa te  o r 
N G L s b len d ed  w ith the c ru de  oil by the le ssees  ten d ered  to the sta te  as ro y a lty  o il is n o t oil for 
the p u rp o ses  o f  the con tract. T h is  w a iv e r w ill p ro te c t the state a g a in s t any  fu tu re  c la im  that 
M A P C O  d id  no t receive its fu ll o t c o rre c t v o lu m e  o f  R IK  by asse rting  th a t co n d e n sa te  o r N G L s 
are no t c ru de  oil.

4

4Under the proposed contract, the state reserves the right to supply 100 percent o f  MAPCO's vo lum e fron  just the PBU  Initial 
Participating 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 M A PC O  would receive initially 33 .8 percent o f  the F 3 U  IPA  production. 
M A PCO  w ill be notified 90  days in advance i f  the commissioner, in his sole discretion, chooses to exercise t f js  right.
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Table 2: North Slope Royalty Crude Oil Production Forecast
(MBOD)

5

1998 1999 2000 2001 2002 2003 2004 2005 2006
Grealar Point Mantyre Area 23 19 16 13 11 10 9 8 8

Lisbume 1 1 1 1 1 1 1 1 1
Niakuk 4 3 3 3 2 2 2 2 2

Pont McIntyre 17 14 11 9 8 7 6 6 5
West Beach -N. Prjdhce Bay 

State
Prudhoe Bay a/

0

89

0

84

0

81

0

77

0

74

0

71

0

68

0

64

0

60
Satellites b/ 0 2 3 4 4 4 5 5 4

Prudhoe Bay Unit 112 105 100 94 09 85 82 77 72
Kuparuk River Unit 33 35 36 34 33 32 29 27 25

Mihe Point 8 9 10 11 12 13 13 12 11
North star 0 0 0 8 8 7 6 5 5

Other Onshore 0 0 0 0 4 4 4 4 4
Endicott 9 8 8 7 7 6 6 5 5
Badamt 0 5 6 5 5 4 4 3 3
Alpine 0 0 6 6 6 6 6 5 5

Total Royalty: 162 163 166 165 164 157 150 138 130
Minus RIV Req'd lor Field Cost Allowance

Prudhoe Bay Unit 11 11 10 9 9 9 3 3 3
Kuparux River Unrt 3 3 3 3 3 3 3 3 3

Milne Point 0 0 0 0 0 0 0 0 0
Endicott 1 1 1 1 1 1 1 1 1

IS 15 14 13 13 13 7 7 7
Minus Current RIK Connects

MAPCO It 35 35 35 35 35 35 0 0 0
MAPCO 12 d 13 - - - - - •• -

Tesoro 34 - - - - - - - ••
Total Current RlK Obligation 85 35 35 35 35 35 0 0 0

ANS Royalty Oil Available to Suppty Nm  RIK 
Contracta:

65 113 117 117 116 109 143 131 123
MAPCO's proposed 27.0% d/ 

centred 0
28 28 28 28 28 28 - -

ANS Royalty CH Remaining: 37 85 89 89 88 81 143 131 123

a/  I f  the commissioner elects to sell M A PCO  R IK  from  the Prudhoe Bay Initia l Participating Area ( IP A ); then 
the price per barrel w ill be ca lcula^d on the basis o f  the volume weighted average o f  the Roya lty Va lue received 
from  just the IPA . plus S. 15. Sec Table 2.
b/ Satellites include wells penetrating several smaller, unnamed reservoirs. 
d  M A PC O ’ s # 2  contract expires November 30, 1998.
dJ M A PC O ’ s proposed contract is expected to start December I. 1998 and expires on December 31 , 2003 .
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P rice

T h e p ro p o se d  co n trac t req u ires  M A P C O  to  pay  a p rice  per barrel equ a l to the s ta te ’s royaltv  
v alue  p e r barrel p lus S. 15. T h e  s ta te ’s ro y a lty  value is defined  as an am o u n t equal to the per 
barre l v a lu e  the sta te  w o u ld  have rece iv ed  fro m  the  L essees for its royalty  oil if  the  state had 
taken  its ro ya lty  in -va lue  instead  o f  in -k in d , p lus any costs incurred  by  the  s ta te  as a resu lt o f 
tak in g  th e  royalty  in -k in d  ra th e r than  in -v a lu e . T h is price m eets the s ta tu to ry  requ irem en t that 
the v a lu e  o f  R IK  is a t least equ a l to  o r e x c e e d s  RTV. T he p roposed  c o n tra c t p rice  is com parab le  
to th e  o n e -y e a r c o n tra c t p rice  a n d  the v a lu e  o f  RTV. T able  3 illu s tra te s  the ca lcu la tion  o f 
M A P C O ’s p rice  if it to o k  d e liv e rie s  u n d e r the p ro p o sed  con tract in Ja n u a ry  1997.

Table 3: Volum e W eighted Average Price -A ll Producers 
Value o f R IV

Producer Gross PS-1 Product ol Volume Avenge
Volume Value Times PS-1 Value Price

Llibum* Production Center*/ W cl
ARCO 1.803.528.68 $19.50000 $35,168,809.45
BP Exploration 2.565.203.54 $18.12000 $46,481,488.14
Exxon 2.167.463.77 $18 73000 $40,596,596.40

Prudhoe Bay IPA *1
ARCO 6.812.971.60 $19.88000 $135,441,875.41
BP Exploration 9.731.640.80 $18.64000 $181,397,784 51
Chevron 159.860.30 $2324800 $3,716,43225
Exxon 7,700,737.40 S19.58000 $148,008,172.83
Fores 9.111.30 $19.88000 $181,132.64
Mobil 362.12620 $19.82000 $7,075,583.82
Phillips 364.589.50 $20.69000 $7,543,356.76
Texaco 100.129.00 $18.95000 $1,897,444.55

Totals 31,777,362.10 $607,508,676.78
Volume Weighted Average Value: $19.11766

___________ *S.l5/bbl
Price ol Sele Oil: $19.26766

a! Under the proposed contract, the state reserves the nght to supply 100 percent o f  M A PCO 's vo lume from  just ihe 
Prudhoe Bay Urut Initial Participating Areas rather than include ihe producuon from  the Greater Point McIntyre
Areas, i.e., production processed through the Lisbume Production Center. This would imply that M APCO  would
receive approximately 33 .8  percent o f  the Prudhoe Bay Initial Participating Areas production. M APCO  w ill be 
notified 90  days in advance i f  the comm issioner, 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.

L ike th e  c u rre n t M A P C O  arid T e so ro  c o n tra c ts , the  p roposed  con tract p rice  rep laces the need for 
an e sc ro w  acco un t a n d  re tro ac tiv e  A N S  RoyaJty L itig a tion 5 ad ju s tm e n ts  tha t appear in 
M A P C O ’s 1978  co n trac t. M A P C O 's  p ro p o se d  co n tra c t w ill have a m o re  ce rta in  p urchase  price , 
su b jec t to  o n ly  m in o r su b seq u en t a d ju s tm e n ts . T h e  A N S R oyalty  S e ttlem en t A greem ents 
c o n c lu d e d  the A NS R o y a lty  L itig a tio n  and  p ro v id ed  an agreed-upon  v a lu a tio n  m ethod  that did 
n o t e x is t  w h en  M A P C O ’s 2 5 -y e a r ro ya lty  o il c o n tra c t w as signed . M A P C O ’s new  R IK  con trac t 
w ill re ly  u po n  a g reed -u p o n  v a lu a tio n  m e th o d s  in the A NS R oyalty  S e ttle m e n t A greem en ts to 
e s tab lish  a co n trac t p rice . E x ce p t fo r ce rta in  re la ted  ad ju stm en ts  co n tem p la te d  und er the

5 ANS R oya lty  Litigation refers to the dispute between the state and the ANS lessees that was resolved in several settlement 
agreements (Case No. 77 -847 C iv il, June 19 7 7 ).
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se ttlem en t a g ree m e n ts  w ith A R C O , BP, E x x o n  and  the o th er PB U  p rod u cers  the M A P C O  
co n trac t w ill n o t req u ire  an in terim  p ricing  m eth o d .

P rev iou s R IK  fin d in g s have d escribed  the so -ca lled  "d isp lacem en t effec t" and  "co m p e titiv e  
effect" th a t m ay  o c c i  w ith a sta te  sale o f R IK . B ecau se  the changes in the m arke ts fo r A N S o il, 
these e ffe c ts  w ill be v ry m inor.

The "d isp la c e m e n t e ffec t"  theo rizes that any R IK  sa le  by the sta te  to in -sta te  re fin ers w ill rep lace  
A N S sa les  by  N o rth  S lo pe  lessees to W est C o a s t d estina tion s inc lud in g  A lask a . A lth o u g h  the 
total v o lu m e  o f  A N S  so ld  on the W est C oast is th e  sam e w ithou t a R IK  sa le, the p ro d u ce rs  m ust 
show  in th e ir  ro y a lty  reports  that a larger p ro p o rtio n  o f  th e ir  oil is p iaced  iri d es tin a tio n  m ark e ts  
w here  n e tb a c k  v a lu es are less than the W est C o ast. T h e  W est C oast des tina tion  y ie ld  a h ig h e r 
royalty  v a lu e  th an  the o th e r destinations. T h e  averag e  royalty  value, w eighted  by v.u v o lu m es to 
each  d e s tin a tio n , is low er w hen the p roportion  o f  oil reported  by the lessees g o ing  n tr.e non - 
W est C o a s t d es tin a tio n  increases. T his p ro p o rtio n  o f  deliveries to the W est C o a s t nd o th er 
d es tin a tio n s  is a lso  reflec ted  in the netback  value  rep o rted  for severance tax p u rp o ses . It th is 
w ay, se llin g  R JK  d ecreases the s ta te ’s revenues from  both  RIV  royalties and  sev eran ce  ta>

The p o te n tia l for a "d isp lacem en t effect" has d im in ish ed  since the m arket o f to tal A N S  so lo  on  
the G u lf  C o a s t h as d isappeared . T he G u lf C o a s t’s h isto rica lly  low  royalty  value co n trib u te d  the 
b ig gest im p a c t in ca lcu la tin g  the d isp lacem en t effec t. T here are now  no m ore w ate rb o rn e  
sh ip m en ts  o f  A N S  to the G u lf C oast and the v o lu m es sh ipped  to the M id -C o n tin en t o r the Far 
E ast y ie ld  n e tb a c k s  th a t are h igher '.han the G u lf  C oast n e tb ack s.4

As sh o w n  in th is  ex am p le , (See T able  4) the d isp lacem en t effect, is in sig n ifican t. T he co n trac t 
p rice is su ff ic ie n t to  com pensa te  the state  fo r any  reduction  in the royalty  value o f  R IV  oil.

7

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



TABLE 4: DISPLACEMENT EFFECT

I f  t h e  N o r t h  S l o p e  p r o d u c e r s  t a k e  a l l  o f  o u r  r o y a l t y  o i l  “ i n - v a l u e , ”  
t h e i r  s h i p m e n t s  w i l l  l o o k  l i k e  t h i s :

2 8 ,0 0 0  + 9 2 2 ,0 0 0  + 5 0 ,0 0 0  =  1 ,0 0 0 ,0 0 0
( M a p c o )  ( C A a n d W A )  (A s ia  M a r k e t)  (T o ta l)

In p ercen tag e  term s:

3 %  + 9 2 %  +  5 %  =  1 0 0 %

T h e  ca lcu la tio n  o f  ro ya lty  value  (and  sev eran ce  tax) is;

( $ 1 4 . 7 0 x 3 % )  + ($ 1 4 .7 0  x  9 2 % )  +  ( $ 1 4 . 2 0 x 5 % )  =  $ 1 4 .6 7

I f  th e  s ta te  se lls o il to  M ap co , th e  p ro d u c e r ’s p la c e m e n ts  o n  th e  W est C o a s t 
a r e  re d u c e d  b y  28 ,000  b a r re ls . T h e ir  sh ip m e n ts  w ill n ow  look like  th is :

0  + 9 2 2 ,0 0 0  + 5 0 ,0 0 0  9 7 2 ,0 0 0
( M a p c o )  ( C A a n d W A )  • ( A s ia  m a r k e t)

In p ercen tag e  term s:
0 %  + 9 5 %  + 5 %  =  1 0 0 %

T h e  ca lcu la tio n  o f  ro y a lty  v a lu e  (and  sev eran ce  tax ) is:
( $ 1 4 . 7 0 x 0 % ) +  ( $ 1 4 .7 0 X 9 5 % )  + ( $ 1 4 .2 0  x  5 % )  =  $ 1 4 .6 7

In  th is  ex am p le , th e  d isp la c e m e n t effec t h a s  n o  e ffec t on  th e  s ta te ’s ro y a lty  a n d  se v e ra n c e
tax  rev en u e .



T h e "c o m p e titiv e  effec t"  re lies on  the  a ssu m p tio n  tha t the p rice  o f  A N S  on the W est C o a s t as 
rep o rte d  in the p ro d u c e rs ’ royalty  v alu e  is h ig h e r than  the  p rice  tha t w o u ld  resu lt from  a  p u re ly  
c o m p e titiv e  m ark e t. O ne N orth  S lo pe  p ro d u ce r d o m in a te s  the A N S sp o t m arket and m ay  be 
able  to in f lu e n c e  the price  by its d ec is io n  to tra n sp o rt oil to o th e r d es tin a tio n s. W hen  the sta te  
w as se llin g  n ea rly  2 1 0 ,0 0 0  barre ls p e r day  o f R IK  in 1986, (S ee  F ig u re  A - l )  the s ta te , as 
a n o th e r se lle r  in the m ark e t co m p e tin g  w ith  the A N S  p rod u cers , cou ld  con ce iv ab ly  co n trib u te  to 
a lo w e r W e s t C o a s t p rice . T h e  “ c o m p e titiv e  e ffe c t” is p ro b ab ly  im m easu rab le  s ince  A N S su p p ly  
in the  W e st C o a s t m ark e t is d e c lin in g . C o m p e titiv e  m ark e t forces b ey o n d  the con tro l o f  the 
A N S  p ro d u c e rs , inc lu d in g  the sta te , n o w  g o v ern  the p rice  o f A N S.

I n - S t a t e  P r o c e s s i n g

In the p ro p o se d  co n trac t, M A P C O  h as ag reed  tha t 80  p e rcen t o f  the R JK  it w ill pu rchase  w ill be 
p ro cessed  in the N o rth  Pole re finery . T h is  c lau se  is d esig ned  to p re v e n t M A P C O  from  re ­
se llin g  R IK  to  a th ird  party  and p o ss ib ly  p ro fitin g  from  a favorab le  p rice  charged  to M A P C O  by 
the s ta te . T h e  in -sta te  p ro cessin g  c la u se  a ssu res  th a t the sta te  w ill en joy  the  benefits d esc rib ed  in 
S ec tio n  IV  b e lo w .

P u r c h a s e  P r i c e  R e o p e n e r

T he c o n tra c t p ro v id es  r.o p rov ision  fo r e ith e r  the s ta te  o r M A P C O  to ren eg o tia te  the price  term s. 
S h o u ld  the s ta te  p u rsu e  a p rice  re o p en er as p e rm itte d  by the A N S R oyalty  S e ttlem en t 
A g re e m e n ts , the  s ta te  is o b lig a ted  o n ly  to in fo rm  M A P C O  tha t n eg o tia tio ns have begun . 
M A P C O  w ill p ay  b ased  on w h a te v e r  the R oy a lty  V alue  the sta te  and  the p rod u cers  m ay 
n eg o tia te .

M A P C O  a lso  ag rees th a t it w ill not in te rv en e  in any  w ay in the n eg o tia tio n s o r a rb itra tio n  o f  a 
re o p en er b e tw ee n  the  s ta te  an d  the p ro d u ce rs . If the  new  price  te rm s that m ay resu lt are 
d isa g re e ab le  to  M A P C O , it has the rig h t to te rm in a te  the co n trac t w ith  o n e  hun dred  days no tice  
to c e a se  d e liv e rie s .

P a y m e n ts

T he p ro p o se d  c o n tra c t has sp ec ified  the  tim in g  and  due  dates a sso c ia te d  w ith  the P ro d u c tio n  
M o n th  In v o ice , In itia l A d ju s tm en ts , a n d  S u b se q u e n t A d ju s tm en ts . T h e  tim in g  o f th ese  in v o ices 
and  d ue  d a te s  have been  sh o rten ed  so m e w h a t to  red u ce  the  s ta te ’s e x p o su re  to d efau lt risk  as 
d e sc r ib e d  b e lo w .

T h e  s ta te  h as ag reed  tha t any su b se q u e n t ad ju s tm e n ts  ren dered  m o re  than  six  years a fte r the  d a te  
o f  d e liv e ry  w ill b ea r in te rest fo r o n ly  six  y ears fro m  the due date  o f  the  in itia l b illin g . H ow ev er, 
th is s ix -y e a r  in te re s t lim ita tio n  does n o t app ly  to  ad ju stm en ts  th a t resu lt from  reg u la to ry  
d ec is io n s , re o p e n e rs , co u rt p ro ceed in g s , o r tru c -u p  au d its  that are  co m m en ced  d u rin g  the  s ix -



year p erio d . T h is  provision  appears in bo th  the  c u rre n t one-year M A P C O  co n trac t an d  T e s o ro ’s 
cu rren t th ree -y e a r contract.

T e r m i n a t i o n  N o t i c e

The s ta te  req u ire s  at least one-hundred  days n o tic e  o f  early  term ination  o f the  c o n tra c t o r  any 
red u c tio n  in the m ax im um  quantity  taken  by M A P C O . This tim ing  is based  on  the  A NS 
R oyalty  S e ttle m e n t A greem ents and the P B U  A g reem en t. U nder the o rig inal P B U  A g reem en t, 
the s ta te  has a righ t to “denom inate” R IK  d e liv e rie s  w ith  a six-m onth  no tice . H o w e v e r, u nd er 
each  o f  th e  A N S  R oyalty  S ettlem ent A g reem en ts , the tim ing  requirem en t w as re d u c e d  to 90 
days. T h e  A N S  R oyalty  S ettlem en t A g re e m e n ts  p rov ide  that the lessees m ay  c la im  f o r c e  
m a je u r e  if  m arin e  transportation  is u n av a ilab le  to transpo rt any add itional R IV  fo r  th e  firs t 90 
days th a t the  R IK  has reverted back  to the p ro d u cers . D uring this u p -to -9 0 -d ay  p e rio d  that 
lessees c o u ld  c la im  f o r c e  m a je u re , the s ta te  m u st take full possession  o f  its R JK  and  find 
c u s to m ers  to buy it and  tankers to transpo rt it. F o r this reason M A PC O  m u st p ro v id e  su ffic ien t 
no tice  to  te rm in a te  the contract o r reduce  its m a x im u m  quantity , up to s ix -m o n th s  and  ten days 
if  necessary .
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L a te  P a y m e n t  P e n a lty

If M A P C O  fails to m ake full paym ent o f  its m o n th ly  obligation  w ith in  th ree  b u sin ess  days 
fo llo w in g  the rece ip t o f the invoice, a five p e rcen t penalty  will be im posed . In M A P C O ’s one 
year c o n tra c t, the sam e late paym ent pena lty  ap p lies .

I n te r e s t

U n d erp ay m en ts  and overpaym ents a ie  an u n a v o id a b le  problem  in any R JK  sa les  co n tra c t. The 
co n trac t p rice  is based  on R oyalty  V alues c a lc u la ted  under p rov isions in the A N S  R oyalty  
S e ttle m e n t A g reem en ts  that are su b jec t to re -ad ju stm en ts  for true-up  a u d its , regu la to ry  
d ec is io n s , reo p en ers , o r court p roceedings. B o th  the  sta te  and M A P C O  agree to  pay  each  o ther 
the s ta tu to ry  in te rest rate on read ju stm en ts  m ad e  for overpaym ents o r u n d erp ay m en ts , 
re sp ec tiv e ly . T h e  app licable  rate is five p e rcen t o v e r the annual rate charg ed  m e m b e r b an ks for 
adv ances by th e  12 Federal R eserve B ank  o r  11 p ercen t com pounded  q u arte rly , w h ic h e v e r  is 
g rea te r (A S  3 8 .0 5 .13 5 (d )).

L o ca l H ire

Like M A P C O ’s o ne-year contract and v irtu a lly  every  R IK  contract to in -sta te  re f in e r ie s , the 
p ro p o sed  c o n tra c t requires that M A P C O  a g ree  to em ploy  A laska re s id en ts  and  A laska  
c o m p an ies  to  th e  ex ten t they are av a ilab le , w illin g  and qualified  fo r the a p p lic a b le  w ork 
p erfo rm ed  in A la sk a  in connection  w ith  the A g reem en t. A n A laska resid en t is d e f in e d  as one 
w ho  h as re s id ed  in A laska  for o ne  year a t the  tim e  o f em ploym ent and  "A la sk a  co m p a n ie s"  
m eans c o m p a n ie s  incorporated  in A lask a  o r w h o se  p rincipal place o f b usin ess  is in  A lask a . If



II
this p rov ision  is d e te rm in ed  to be u n co n s titu tio n a l, then M A P C O  ag rees to h ire A laska  re s id en ts  
to the ex ten t that the  c o n s titu tio n  a llo w s.

The p rop o sed  co n tra c t req u ires  an irrev ocab le  stand -by  le tte r o f  c re d it eq u iv a len t to the value o f  
75 days w orth  o f R JK  to secu re  the  s ta te  in the ev en t tha t M A P C O , for any reason , fa ils to  pay 
its b ills  o r to take d e liv e ry . T h e  v a lu e  o f  the le tte r o f  c re d it is c a lc u la ted  to  p ro tec t the  s ta te  from  
its e x p o su re  to  “d e fau lt risk "  a n d  ‘ d en o m in a tio n  risk ." D efau lt risk  is the  exp osu re  the  s ta te  
faces if  M A P C O  fa ils  to pay . S in c e  M A P C O  is b illed  on  the  firs t day  o f  the m onth  fo llo w in g  
the p ro d u ctio n  m o n th  up  to  39  d ay s o f  R IK  w ill be d e liv e red  to M A P C O  before  the s ta te  is in a 
position  to declare  th e  c o n tra c t in d e fa u lt fo r fa ilu re  to pay  (S ee  T ab le  5). In addition  to the risk  
assum ed  by the s ta te  sh o u ld  M A P C O  fail to pay, the ::*re a lso  runs a risk  o f  losing  full value  o f  
its R IK  w hen it “ d e n .m in a te s "  th e  R IK  v o lum es to R IV . A s ind ica ted  above, the 9 0  day  
d en om in a tio n  no tice  p erio d  u n d e r th e  A N S R oyalty  S e ttle m e n t A g reem en ts  plus 90  days sh o u ld  
a lessee d eclare  f o r c e  m a je u r e  rep re se n ts  the am o un t o f R IK  oil su b jec t to this risk. D urin g  th is 
period , the state  e ith e r  has to o rg a n iz e  a new  R IK  p u rch ase r o r n eg o tia te  w ith  the lessees to take  
back the R IK . In e ith e r  e v e n t, the  s ta te  cou ld  be in a d is tress  sale  s itu a tio n . T he letter o f  c re d it 
in strum en t is in tend ed  to p ro tec t the  sta te  from  losses for v o lu m es d e liv e red  und er the co n tra c ts  
or re -so ld  at a price less th an  the c o n tra c t price.

The s ta te ’s risk  e x p o su re  is m e a su re d  as fo llow s:

S ec u rity

T a b le  5: C a lc u la tio n  o f  M A P C O ’s L e t te r  o f  C re d it
D efau lt R isk
Days R IK  tendered  b u t n o t b illed : 
D ays to P rod uc tion  M o n th  In vo ice : 
P rod uction  M onth  In v o ice  D ue : 
D efau lt D eclared :

D ays
30

2
3
4 

39T o ta l D e fau lt E x p o s u re  
D e n o m in a tio n  R isk
V olum es S u b jec t to  9 0 -d a y  D en o m in a tio n  @ 100%  9 0  days
P rob ab ility  tha t 9 0 -d ay  n o tice  rig h ts  in v o k ed  @ 100%  90  days
R esale  V alue  o f d e n o m in a te d  o il $ .80  on the S 1

N u m b e r o f  d a y s  “ a t - r i s k ”  (20%  X 90 days)
V olum es S u b jec t to  9 0 -d ay  F o rc e  M aje u re  @ 100%  90  days
P rob ab ility  that 9 0 -d a y s n o tic e  rig h ts  inv ok ed  @ 100% 90  days
R esale  V alue  o f  d e n o m in a te d  o il $ .80  on the $ 1

18

N u m b e r o f  d a y s  “ a t - r i s k ”  (20%  X 90 days) 18
36
75

T o ta i D e n o m in a tio n  E x p o s u re  
T o ta l R isk  E x p o su re

T he le tter o f  cred it is v a lu ed  at the  p rice  o f  the R JK  volum e p er day tim es  the n um b er o f days 
o f tota l risk  ex p o su re .



T he p ro p o se d  co n trac t includes an a lte rn a tiv e  security  provision it M A P C O  so  e lec ts . T h is 
secu rity  p ro v is io n  req u ires  that M A P C O  p ro v id e  the state with an irrevocab le  s ta n d -b y  letter o f 
c red it fo r fo rty  days o f  R IK  oil. p lus an irrev o cab le  backup  contract w ith  a m ajo r oil com pany  
su b jec t to  ap p ro v a l by the C om m ission er. T h e  backup  contract w ould  assu m e M A P C O ’s full 
liab ility  to  the s ta te  to pu rch ase  R IK  oil fo r a m in im u m  o f  90 days o r a m a x im u m  o f  180 days 
d e liv e rie s  o f  R IK  oil. Shou ld  M A P C O  d e fau lt, the state will draw  from  the 4 0  d ay  le tter o f  
c red it a n d  the b ack up  co n trac t w ould  im m ed ia te ly  take effect for the R IK  oil due M A P C O  until 
the 90  d a y  o r 180 day  ( if  p roducers invoke  f o r c e  m a je u r e  notice) d en o m in a tio n  no tice  o f  the 
s ta te ’s R IK  o il becam e effective .

T h e  c o n c e rn  fo r the s ta te ’s exp osu re  to d e fa u lt and denom ination  risk is d riven  by the  s ta te ’s 
p re v io u s  ex p e rien c e . T h e  security  and  o th e r p rov ision s o f recent RIK  co n trac ts  m itig a te  those 
risks. T h e  A lp e tco  R IK  sa les con trac t, e x e c u te d  on February  22, 1978, a so -c a lle d  in-sta te  
e n h a n c e m e n t co n trac t, w as the w orst p e rfo rm e r recovering  only 94.5%  o f  the p rin c ip a l. P a n  o f 
th is d if fe re n c e  w-ere losses the sta te  incu rred  on  the royalty  oil subject to  “d en o m in a tio n  risk .” 
W hen  A lp e tc o  a ttem p ted  to decrease  its REK p urch ases, the state rea lized  only 78 p e rcen t o f  the 
c o n tra c t p rice .

O ver tim e , the  D iv is io n  has looked  at so m e o f  the obvious problem s w ith the A lp e tco  RJK 
co n tra c t and  these  p ro b lem s have been m itig .ated o r e lim inated  in the su b seq u en t co n trac ts . T he 
p ro p o se d  M A P C O  co n trac t avo ids the fo llo w in g :

• D isp u te  c lau se  tha t a llow ed  A lpetco  to u n ila te ra lly  w ithhold  any am o un ts  A lp e tco  d isp u ted  
w ith o u t A lp e tc o 's  d eb t being  ca lled  due  and  payable.

S ee  M A P C O  con tract, page 15, line 11 (6 .1 0  D ispu ted  Paym ents) req u ires  M A P C O  to pay 
the fu ll a m o u n t p en d in g  final reso lu tio n  o f  the dispute.

• A b ility  to in te rv en e  in AiNS R oyalty  L itig a tio n  allow ed A lpetco the p o ten tia l to d isru p t the 
se ttle m e n t i f  the s ta te  pursued  litiga tion  a g a in s t A lp e tc o 's  parent com pany  fo r c la im s.

S ee  M A P C O  con trac t, page 7, line 19 (2 .5  R eopeners) stipu lates tha t M A P C O  shall not 
in te rv en e  o r  p artic ip a te  in any  w ay reg ard in g  AlNS R oyalty  S e ttlem en t A g re e m e n ts  or 
litig a tio n  w ith  the lessees. T h is  p ro v is io n  rem oves any leverage tha t M A P C O  m ay  have 
o v e r  the s ta te .

• F a ilu re  to  secu re  fu ll value fo r its RDC o il resu lted  from  the n a n o w  m ark e tin g  w indow  
im p o se d  on  the s ta te  w hen  A lp e tco  c o u ld  no  longer take RJK volum es.

T h e  M A P C O  co n tra c t e s tab lishes the tim in g  required  for term ina tion  n o tic e s , n o tices  to 
re d u c e  the M ax im u m  Q uantity , and m o n th -to -m o n th  deliveries vo lum es w ith in  th e  lim its 
a llo w e d  in  the A N S R oyalty  S e ttlem en t A g reem en ts . T he security  c lau se  re q u ire s  a  le tte r o f 
c re d it  a n d /o r a b ack u p  co n trac t so th a t th e  sta te  can  recover any lo sses d u e  to  p rem a tu re  
d e n o m in a tio n  o f  RJK.

12



T h e c o m m iss io n e r co n sid e red  the  e ffec ts  o f the sale o f RIK  on the eco n o m y  o f  the s ta te  and  the 
p ro jec ted  b enefits  o f  refin ing  o r p ro cess in g  the R IK  in the state (u n d e r AS 3 8 .0 5 .1 8 3 ). In sh o rt, 
the term s o f  the p roposed  R IK  sale  shou ld : (1) assure  that the sta te  rece iv es at lea s t as m u ch  
value for the  RIK  as it w ou ld  h av e  rece iv ed  fo r RTV; and (2) en co u rag e  in -sta te  p ro c e ss in g  o f  
RDC to g e th e r w ith the a ttend an t ec o n o m ic  and  social benefits. T h ese  b en efits  are  m e a su re d  in 
term s o f  jo b s , taxes, and e c o n o m ic  co m p e titio n  am ong  the s ta te ’s re fin e rie s  fo r th e ir  p ro d u c ts . 
T h e  co n c lu sio n s  reached  in the best in te re s t find ing  that acco m p an ied  the c u rren t o n e -y e a r 
co n tra c t a re  still app licab le . S o m e  o f  the in fo rm ation  has been u p d ated  here.

In the fo llo w in g  d iscussion  o f  in -s ta te  ben efits , there is one caveat: the  d eg ree  to  w h ich  th ese  
e ffec ts  m ay  be a ttribu tab le  to  th e  sale  dep end s on how  im portan t the sa le  is to the  c o n tin u e d  
o p e ra tio n  and  expansion  o f  M A P C O ’s N orth  Pole  refinery. T h e  s ta te  can  o ffe r a  so m e w h a t 
u n iqu e  c ru d e  oil supply c o n tra c t w ho se  term s m igh t not be ava ilab le  from  any  o th e r  se lle r. 
P resu m ab ly , M A P C O  w ould  c o n tin u e  o pera tio ns w ithout this co n trac t, b u t th e re  a re  d irec t 
b en efits  M A P C O  m ay d eriv e  in d ea lin g  w ith the state. To the ex ten t tha t these b en e fits  are 
tran s la ted  in to  jo b s , taxes, and  m o re  v igorous refined-products c o m p e titio n , the  p eo p le  o f  the  
s ta te  a lso  benefit. By the  sam e  token , the d eg ree  to w hich th e 's a le  m ay  c o n trib u te  to  the 
o n g o in g  opera tio n  and e x p a n s io n  o f  the refinery  m ust also be tak en  in to  ac co u n t w hen  
d esc rib in g  the env ironm en ta l e ffe c ts  o f the refinery 's operation .

E c o n o m ic  Im p a c ts

A S70 m illio n  expansion  and  u p g rad e  at the N orth  Pole refinery is u nd erw ay  and  w ill in c rease  
fuel p ro d u ctio n  by 17.000 b arre ls  p e r day. R ecen t upgrades at the N orth  P o le  re fin ery  p ro v id e  
M A P C O  the opportun ity  to e x p a n d  its ex p o rt m arke ts in W estern  C a n a d a  and  the P ac ific  R im . 
In ad d itio n , the 1998 expansion  w ill c rea te  17 new  jo b s  in N orth Pole  a n d  A n ch o rag e .

M A P C O  reports that it cu rren tly  em p lo ys 120 people  in the F a irbanks N orth  S ta r B o ro u g h  and  
35 p eo p le  in A nchorage w h o  are  d irec tly  asso c ia ted  w ith the N orth  P o le  re finery . In ad d itio n , 
M A P C O  em p lo ys ano ther 3 0 0  p eo p le  sta tew id e  at the ir M A P C O  ex p ress  o u tle ts .7 T h is 
tran s la tes  as one-fourth  o f  the  m an u fac tu rin g  jo b s  in the F a irb an k s N orth  S ta r  B o ro u g h  
co m p e tin g  largely  w ith  m in in g  a n d  co n stru c tio n  jo b s . For the m o st part, th ese  a re  a lso  h ig h - 
w age jo b s  w ith  a payroll in the F a irb an k s  N orth  S ta r B orough o f  o v e r $ 9 .4  m illion  in 1994.* 
W ag es in the  petro leu m  re fin e ry  a n d  tran sp o rta tio n  sec to r averaged  $ 7 2 ,6 7 7  o r m o re  th an  tw ice 
the F a irb an k s N orth  Star B o ro u g h  average . In com e spen t by w orkers in th is  se c to r  c o n trib u te s  
to an  e m p lo y m en t m u ltip lie r o f  o v e r  2 .5 , i.e., fo r every  jo b  at M A P C O ’s N o rth  P o le  re fin e ry  2.5 
jo b s  are c re a ted  in the w ider F a r ib a n k s  N orth  S ta r B orough  econom y.
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IV . In - S ta te  B e n e f it  A n a ly s is

1 Commu ication with Keith Selby. M APCO Alaska Petroleum. Inc. 1/23/98.
* Lee Huskey. 1SER. November 1995. ‘T ab le  2: The Fairbanks Petroleum Sector Private Industry Wage and Employment 
Effects." of the "The Petroleum Industry and the Fairbanks Economy" report.
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M A P C O ’s s ta te w id e  m a rk e tin g  and d istrib u tion  o f  p e tro leu m  products activities, to g e th e r w ith  
the refinery , em p lo y s  a  to ta l o f  4 55  peop le  sta tew ide w ith  a payroll (includ ing  ben efits) o f  o v e r
S19.5 m illion  in 1997.9

C o n s u m p t i o n  E f f e c t s

T he m arket fo r c ru d e  oil and  the m arket fo r retail p e tro leu m  products are d iffe ren t m a rk e ts . 
W hile crude  oil is a fa c to r  in the p rod u ction  o f re ta il p ro d u c ts  (like e lec tric ity  and lab o r), it is 
traded  in a d iffe re n t m ark e t. A cco rd in g ly , low er p rice s  o f  c ru de  w ill not necessarily  t ra n s fe r  
im m edia te ly  to a lo w e r p rice  fo r retail p roducts. W h o le sa le  p roduct prices can  m o v e  
ind epend en tly  o f  A N S  c ru d e  p r ic e s10 because  o f  the o th e r  factors. T h ese  o ther fac to rs in c lu d e  
such in flu ences as re fin e ry  o u tag es , chan g ing  g aso lin e  sp ec ifica tio n s , gasoline irv e n to ry  le v e ls , 
the p rev ious m o n th ’s w h o le sa le  p rice , and o th er energy  m a rk e t effects.

A s w ith o th e r in -sta te  re fin e rs , the p resence  o f M A P C O  in the state provides c o m p e titio n  to  
o u tside  fuel se lle rs  w ho  im p o rt p ro d u cts  to A laska . C a lifo rn ia  supp liers can ca p tu re  th e  
d iffe rence  in sta te  h ig h w ay  g aso lin e  taxes o f  22 cen ts  p e r g a llon  betw een m arkets in A la sk a  a n d  
C alifo rn ia . F o r W a sh in g to n , the d iffe ren ce  is 15 cen ts . A ll o ther th ings being eq u a l, th is  
d iffe rence  in g o v e rn m en t tak e  p ro v id es  a business o p p o rtu n ity  fo r outside suppliers to sell g as  in 
A laska. T h e  p re sen ce  o f  local su p p lie rs  o f  retail p ro d u c ts  in com petition  w ith  im p o rte d  
petro leu m  p ro d u cts  adds p rice  co m p e titio n  to the retail m ark e t. In the sam e m anner, im p o rte d  
p roducts o ffe r c o m p e titio n  to local su pp lie rs .

T he p resence  o f M A P C O ’s N orth  Foie refinery  as a local p roduct supp lier w ith  lo w e r 
tran sp o rta tio n  co s t to m a rk e ts  an d  situated  nex t to a c ru de  oil p ipeline p ro v id es p rice  
co m p e titio n  to im p o rted  p e tro leu m  p rod u cts. M A P C O ’s h ea lth y  m arket share o f the  g a s o lin e  
and  je t  fuel trade  in d ic a tes  th a t im po rted  p roducts se lle rs  m u st con sider M A P C O ’s p ric e  in 
se tting  th e ir ow n .

T w o inv estig a tio n s c o n d u c te d  in the  m id -1 9 8 0 ’s by the  A lask a  A ttorney  G en e ra l’s o ff ic e  
supports the  im p o rta n t ro le  o f  co m p e titio n  in the level o f in -sta te  gasoline p rice s .11 B oth  s tu d ie s  
report that h ig h e r p ro fit m a rg in s  s tem  from  w eak  c o m p e titio n . In 1985, only one  in -s ta te  
refinery  p ro d u ce d  m o to r  g aso lin e  th ro u g h o u t the en tire  c a le n d a r year. T h at refiner e n jo y ed  a 
decrease  in its p rice  fo r m o s t o f  its c ru d e  feedstock  w h ile  w ho lesa le  p rices w ere increased  by  an 
average o f  6 .5  cen ts  p e r g a llo n .12 T h e  A ttorney  G e n e ra l’s rep o rt concluded , ” .. .  the re f in e r ie s  
are ch arg in g  m o re  fo r  re fin ed  g aso lin e , even  though  they  are pay ing  less for the c ru d e  o il th ey  
use to m ak e  the  g a so lin e .” W ith  o n ly  one  re finer p ro d u c in g  g aso lin e  for the entire c a le n d a r  y ea r, 
there  w as little  c o m p e titiv e  p re ssu re  to reduce  w ho lesa le  p rices at a tim e w hen their la rg e s t c o s t 
input, the p rice  o f  c ru d e  fe e d s to ck , d ecreased . M A P C O  began  refin ing  m otor gaso lin e  in  the  
last q u a rte r o f  1985 and  h as p ro v id e d  co m p e titio n  in tha t m arke t.

9 Communication with Keith Selby, M APCO Alaska Petroleum Inc.. Anchorage, Alaska 1/26/98.
10 W illiam  W . W ade and Robert R . T rout. ,'Carb Gas Phase-In P rice Spike: C o llu s ion  o r M atte l E ffects?" 1997
11 Memo to M. Mike Miller, Chairm an, House Judiciary Committee from Attorney General Norman C. Gorsuch. RE: 
Southeast Alaska Gasoline Price Investigation. May 13, 1985. Fairbanks Gasoline Report. February. 1986. An attachm ent to a 
memorandum to Governor Bill Sheffield from Attorney Genera) Harold M. Brown. March II . 1986.
12 Fairbanks Gasoline Reran, page n .



T h is  co m p etitio n  in the in -sta te  g a so lin e  sales m arket, along w ith  o th e r  se lle rs , p ro v id es  a 
dam pen? ig  effect on prices. T h e  e ffe c t o f m arket com petition  on p rices  rep o rted  in the 1985 
A tto rn ey  G en e ra l’s report expl; ; ns th a t "T he  ...p rice  d ifference [b e tw een  w h o le sa le  p rices  in 
A n c h o ra g e  and S ou theast A lask a] ap p ears  to  be due i>. a very low  level o f  c o m p e titio n  betw een  
w h o lesa le rs  in S ou theast A lask a , w h ich  perm its h igher profit m a rg in s .’’13 In so fa r as sta te  
re fin e rie s  and p roduct w h o lesa le rs  can  com pete , the consum er can e n jo y  lo w e r p rices than 
w o u ld  be the case if com petition  d id  n o t ex ist.

S o c ia l Im p a c ts

M A P C O  paid  60  percen t o f the  p ro p e rty  tax  revenues collec ted  in 1996 by  th e  C ity  o f  N orth  
P o le . U ntil 1997. w hen the Ft. K n o x  G old  M ine cam e on line. M A P C O ’s N o rth  P o le  re fin ery  
had  th e  h ighest property  a sse ssm e n t in the Fairbanks N orth S tar B o ro u g h  a t S94 m illio n .1-1 
M A P C O ’s tax con tribu tion  w ill g ro w  as a  result o f  the refinery e x p a n s io n . N o  in c rem en ta l 
e ffe c ts  on land use, im pacts on the  local social in frastructu re , i.e., sc h o o ls , p u b lic  safe ty , ro ads, 
and  o th e r  governm en t serv ices, a re  an tic ip a te d  as a result o f  this sale.

E f f e c t  o f  R e f i n e r y  E x p a n s i o n

M A P C O ’s N orth Pole refinery  is the largest refinery  by volum e in th e  sta te . A lm o st h a lf o f 
M A P C O ’s business is je t-fu e l s a le : ,  and  the com pany  has about h a lf th e  m ark e t at A n ch o rag e  
In terna tio n a! A irport w hich eq u a ls  app ro x im ate ly  861 .000  gallons p er d a y  in 1997. M A P C O ’s 
g ro w th  is being  driven by the ra p id  ex p an sio n  (about a 43%  grow th  ra te  from  1995 lev e ls), o f  
je t- fu e l sa les in A nchorage as th e  g ro w th  in international air-cargo tra ffic  c o n tin u e s . A ll o f  the 
a d d itio n a l je t  fuel p roduction  d u e  to  the refinery  expansion  is p ro je c te d  to  su p p la n t fo re ign  
im p o rts  o f  je t  fuel. Including p u rc h a se d  volum es, M A P C O  supplies a p p ro x im a te ly  39%  o f  the 
j e t  fu e l u sed  in A laska. M A P C O ’s 1996 je t  fuel p roduction  was 2 2 ,0 0 0  b arre ls  p e r day  o r
9 2 4 ,0 0 0  gallons per d ay .15

Je t-fu e l d e m c td  in A laska has b een  g ro w in g  at 7 to 8 percent a y ea r and  a t lea s t 4 p ercen t 
g ro w th  is ex p ec ted  over the n e x t few  y e a rs .16 T o ta l A laska je t-fue l d em an d  is ab o u t 5 5 ,0 0 0  
b arre ls  p e r day, w ith all but 1 4 ,0 0 0  to 15,000 barrels o f that su p p lie d  by th e  fo u r A lask a  
re fin e rie s , m ostly  by M A P C O . O v e r  80%  o f  N orth Pole refinery’s p ro d u c tio n  is c o n su m e d  in 
the  s ta te  o f  A laska. M A P C O  m a rk e ts  m ore  than 40 ,0 0 0  barrels p e r  day  o f  th ese  re fin ed  
p ro d u c ts  to A laska , W estern  C a n a d a  and  the Pacific  R im . M A P C O  p ro c e sse s  o n ly  A lask a  
N o rth  S lo p e  crude oil. In ad d itio n , the  refinery  m arkets 64%  o f its g a so lin e  p ro d u c tio n  th rou gh  
M A P C O  E xpress stores in A lask a .

M A P C O  estim ates  that its re te n tio n  ( i.e . oil taken from  T A PS at the N o rth  P o le  re fin e ry  b u t not 
re tu rn e d  to the p ipeline) w ill b e  a p p ro x im a te ly  45 ,000  barrels p er day . In  fu tu re  y ears  M A P C O  
w ill re ta in  app ro x im ate ly  6 4 ,0 0 0  b a rre ls  p e r day  to p roduce M A P C O ’s produce sla te . S e e  T a b le

15

IJ M emo to M. M ike M ille r, page 2.
14 Lee Huskey, ISER . November 1995. 'T a b le  2: The Fairbanks Petroleum Sector Private Industry Wage and Employment 
E ffects," o f  the “ the Petroleum Industry and the Fairbank' Economy" repor..
,s Communication with Keith Selby, M A PC O  A laska Petroleum Inc.. Anchorage. Alaska 1/23/98.
14 1996 M A PCO  Petroleum Inc. Annual Report.



6 and  F igure 2 titled  “N orth  P o le  R efin e ry  T otal R eten tion  and  State R o y a lty  V o lu m e s” for the 
am o u n ts  by year. F o r  ev e ry  barre l o f oil that M A P C O  re ta ins in its re fin ery , M A P C O  returns 
tw o  barre ls o f re s id u a l oil to the T A P S . (See T able  6 and F igure 3 titled  “ M A P C O ’s P rojected  
P rod uc t S la te -’ for th e  types and  p e rcen tag es  o f  refined p roducts). A fter th e  1998 e x p an sio n , the 
m ax im u m  cru de  d is tilla tio n  cap a c ity  o r p rocessing  capacity  o f the N orth  P o le  re fin ery  will rise 
to 2 1 0 ,0 0 0  barre ls p e r  day.

16

Q u ality  B ank

M A P C O ’s ex p a n s io n  w ill in c re a se  its re turn  flow  by 63 ,000  barre ls  to a to ta l o f 159 ,000  barrels 
p er d a y .17 T h is in c re a se d  re tu rn  flow  to the p ipeline  d eg rades the c ru d e  o il s tre a m . M A PC O  
co m p en sa tes  for th is  d eg rad a tio n  by m ak ing  increased  paym ents to the T A P S  Q u a lity  B ank.

A ny effec t on A N S  c ru d e  p rice  due to increased  deg radation  o f  the  p ip e lin e  stream  is 
c o m p en sa ted  by the Q u a lity  B ank . T h e  quality  bank  m ethodo logy , th eo re tica lly , eq u a liz e s  value 
betw een  crude s tre a m s by b illin g  re la tive ly  lesser value stream s and c o m p e n sa tin g  rela tively  
h ig h er value ones.

E n v i r o n m e n t a l  I m p a c t s

A ir q u a lity  issues: M A P C O  h as m ade tim ely  a app lica tion  and c o m p lie d  w ith  all perm it
req u irem en ts  req u ired  u n d e r T itle  V o f the federal C lean  A ir A ct a m en d m en ts  o f  1990 and 1993 
sta te  leg is la tion  u n d e r w h ich  A la sk a  w as delegated  au thority . M A P C O  is in c o m p lia n c e  w ith 
tne ap p licab le  a ir q u a lity  reg u la tio n s  and  A laska  D ep artm en t o f E n v iro n m en ta l C on serv a tio n  
(A D E C ) o ffic ia ls  e x p re sse d  no  p ro b lem s w ith the re fin ery .18

In du stria l w as tew ate r issues: M A P C O  runs its treated  d isch arges th rou gh  filte rs  then  into the 
N orth  P o le  W a s te w a te r S y stem . T h is  is done under the au th o rity  o f  a  p re tre a tm e n t perm it. 
M A P C O  sends m o n ito rin g  in fo rm atio n  to A D EC  through quarte rly  rep o rts . M A P C O  is in 
co m p lia n c e  w ith  the  a p p lic a b le  w as te w a te r re g u la tio n s .19

C o n tam in a ted  s ite  issu e: M A P C O  has an  ongo ing  g rou n dw ater rem ed ia tio n  p ro g ra m  and  is still 
c lea n in g  co n tam in a n ts  fro m  th e  aqu ife r. A D E C  reports that M A P C O  is fu lfilling  its 
re sp o n sib ility  and  o p e ra tin g  p ro p e rly  u n d er the app ropria te  perm its. W h e n  a sk ed , A D EC  
resp o n d ed  tha t i f  th e  re fin ery  c e ased  o p era tio n  and d isco n tinu ed  the re m e d ia tio n  p rogram , it 
w o u ld  be  a d e trim e n t to th e  e n v iro n m e n t as natural deg radation  o f re m a in in g  con tam in an ts  
w o u ld  b e  very s lo w .20 H o w ev er, ev e n  if  th e  refinery  abrup tly  ceased  o p e ra tio n s , M A P C O  w ould  
rem ain  liab le  as an  o p e ra to r  o r  o w n e r  fo r any con tam in a tio n  that has o cc u rre d  as a resu lt o f 
re fin ery  o p e ra tio n s .21

17 Communication with Keith  Selby at M A PC O , Anchorage, A laska 12/3/97.
11 Communication with Jack Coutts, A laska Department o f  Environmental Conservation, 12/18/97.
19 Communication with T im  W ingener, A laska Department o f  Environmental Conservation. 12 /18/97.
M Communication with Doug Bauer. A laska Department o f  Environmental Conservation. 12/19/97.
21 Communication with M ary Lundquisi, A laska A ttorney General's O ffice. 1/22/98.



TABLE 6

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

Gasoline Blendstock
Gasoline
Jet Fuel
Diesel
Heavy Atm. Gas Oii 
Asphalt

1994
3

• 41 I
54 
■ 9 
5 
2

1995
13
12
52
19
2
2

1996
15
12
50
17
4
2

1997
15
11
50
18
5
1

1998
13
14 
49 
18
5
1

1999-2003
9

10
57
19
4
1Total 100 100 100 100 100 100

MAPCO Refinery Retention (barrels per day)

Total Retention 38.000 42.000 46,000 44,000 45,000 64,000State Royalty Volume 35.000 35,000 35,000 35,000 45,000 57,000

RIKHISTB.XLS:TABL£ 6 3/4/98 4:03 PM Pag* 1
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F i g u r e  2 :  N o r t h  P o l e  R e f i n e r y  T o t a l  R e t e n t i o n  a n d  
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F IG U R E  3 : M a p c o ’s  P r o j e c t e d  P r o d u c t  S la te
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V .  F i n d i n g s  a n d  D e t e r m i n a t i o n

In any d isp o s itio n  o f  R IK , the c o m m iss io n e r m ust co n c lu d e  that the best in terest o f  th e  s ta te  will 
be se rv ed  by a n o n -co m p e titiv e  saJe (AS 3 8 .0 5 .1 8 3 (a )), and that, the n o n -c o m p e titiv e  sa le  o f 
RJK w ill be aw ard ed  to the p ro sp ec tiv e  buyer w hose proposal o ffers m ax im u m  b en e fits  to  the 
c itizen s o f  the  s ta te  (A S 3 8 .0 5 .18 3 (e )). T h e  co m m issio n e r considered  the c rite ria  lis ted  in AS 
3 8 .0 5 .1 8 3 (e ) and  A S 3 8 .0 6 .07 0 (a ). T h e  c rite ria  listed  in A S 38 .05 .183(e) are: (1) th e  c a sh  value 
o ffered ; (2) the  p ro je c te d  e ffec ts  o f  the  sale, ex ch an g e  o r o ther d isposal on the e c o n o m y  o f  the 
state; (3) the p ro je c te d  b enefits  o f  refin ing  o r p rocessing  the oil in the sta te ; (4) the  a b ility  o f  the 
p ro sp ec tiv e  b u y e r to p rov ide  re fin ed  p rod u cts  o r by-p ro du cts for d is trib u tion  and  sa le  in th e  state 
w ith p rice  o r  su p p ly  benefits  to the c itizen s o f  the sta te ; and (5) the  criteria, lis ted  in AS 
3 8 .0 6 .0 7 0 (a ). T h ese  are the sam e c rite ria  th a t are to Se considered  by the R oyalty  B o ard  in its 
rev iew  o f  the  sa le . T h e  c rite ria  lis ted  in AS 3 8 .0 6 .07 0 (a ) are: (1) the revenue n eed s an d  fiscal 
con d itio n  o f  the s ta te ; (2 ) the local and reg ional requ irem en ts for p e tro leu m  p ro d u c ts ; (3) the 
d es irab ility  o f  lo ca lized  cap ita l inv estm en t, increased  payroll, and secon dary  d ev e lo p m e n t 
effects; (4) the  so c ia l im pacts o f  the sale; (5) the additional costs to the s ta te  and  local 
g o v ern m en ts  c au sed  by the d ev e lo p m en t re la ted  to the transaction : (6) the local a n d  reg io na l 
labor m ark e t; (7 ) en v iro n m en ta l e ffec ts; and  (8) the im pact on ex isting  p riva te  c o m m erc ia l 
en te rp rise s  and  in v e s tm e n t p a t te n s .  T he c o m m iss io n e r also co n sid e red  c c m m e n ts  fro m  the 
pub lic  rece iv ed  d u rin g  the  30-day  pub lic  notice period.

T he ap p licab le  s ta tu tes  and  reg u la tio ns are inc lud ed  in A ppend ix  B.

C o m p e t i t i v e  B i d d i n g  i s  W a i v e d

As c o m m iss io n e r  o f  the D ep artm en t o f  N atural R esou rces, I have d e te rm in ed  in a c co rd a n c e  w ith 
AS 3 8 .0 5 .1 8 3 (a ) and  11 A A C  0 3 .0 3 0  that the  best in te rest o f the state  m ay be se rv ed  by a  sale 
w ithou t c o m p e titiv e  b idding . T h e  s ta te  is c u rren tly  se lling  71 percen t o f  its P B U  ro ya lty  oil 
under M A P C O ’s long  term  and  o ne-y ear co n trac ts  and T eso ro ’s th ree-y ear co n trac t. In 1999. 
T e so ro ’s th ree -y e a r and  M A P C O ’s o ne-y ear co n trac ts  expire .

By 1999, M A P C O  w ill pu rch ase  ap p ro x im ate ly  60  p ercen t o f A NS royalty  oil u n d e r  its 25 year 
co n trac t an d  th e  p ro p o sed  con trac t. T h e  sta te  w ill retain  4 0  percent o f  its royalty , ap p ro x im a te ly
6 5 ,0 0 0  b arre ls  p e r d ay  fo r fu tu re  P JK  d isp o sitio n s . T eso ro  indicated v erb a lly  to the  d e p a rtm e n t 
an in te re s t in a n ew  one-y ear c o n tra c t b eg inn in g  in 1999.22 The state  w ill re ta in  e n o u g h  royalty  
oil to m e e t th e  n ee d s  o f o th e r R IK  p u rch asers  even w ith  the p roposed  con trac t.

A  cop y  o f  th e  P re lim in a ry  F in d in g  and  D ete rm in a tio n  w as delivered  to the  A la sk a  R o y a lty  Oil 
and G as D e v e lo p m e n t B oard  as n o tif ica tio n  u n d er 11 A A C  03.040 that c o m p e titiv e  b id d in g  has 
been w aiv ed .

22 Communication wiih Ipe Chako, Tesoro A laska Petroleum  Company. December 12. 1997.



T he Sale is in the Best In terest of the S tate

In acco rdance  w ith  AS 3 8 .0 5 .1 8 2  and AS 38.05 .183 , I fin d  th a t tak in g  R IK  oil and se llin g  by 
non-com petitive  b id  to M A P C O  fo r use at the N orth  P o le  re fin ery  is in the best in terests o f  the 
state. The p roposed  R IK  c o n tra c t m eets the fo llow ing  c r ite r ia  as se t o u t in AS 38 .0 5 .18 3 (e).

1. T he cash  value  o f fe re d : T h e  REK price o ffe red  u n d e r the  p ro p o sed  co n tra c t exceeds the 
royalty  v alu e  o f  R IV  by  S. 15 per barrel. T h ere fo re , the  req u irem en ts  o f  AS 
3 8 .0 5 .1 8 3 (c ) and 11 A A C  03 .010(b) a re  sa tis fied . F u rth erm o re , the sa les p rice  
sa tisfies th e  d e fin itio n  o f  “ m arket con d itio n s"  in 1 1 A A C  0 3 .0 2 4 (1 ) an d  (3).

2. T he p ro jec ted  e ffec ts  o f  the sale, exch an g e  o r o th e r  d isp o sa l on the  eco n o m y  o f  the 
state: T h e  p ro jec ted  e ffe c ts  o f  t b : sale to M A P C O  on  th e  econ om y  o f  the sta te  are 
expected  to  be p o s itiv e . T he people o f the s ta te  w ill b en efit from  th e  p ro p o sed  sa le  to 
the ex ten t th a t b en e fits  o f  th is sale can be tran s la ted  into  jo b s , taxes, and  m ore v ig orou s 
re fin ed -p ro du c ts  c o m p e titio n .

3. The p ro jec ted  b en efits  o f  refin ing  o r p rocessin g  the  oil in the s ta te : T h e  p resence  o f  
M A P C O 's  N orth  P o le  refinery  as a local p ro d u ct su p p lie r  w ith low er tran sp o rta tio n  
cost to m arke ts and  s itu a ted  next to a cru de  oil p ip e lin e  p ro v id es p rice  co m p etitio n  to 
im ported  p e tro leu m  p ro d u c ts . The co n su m er m ay e n jo y  low er g aso lin e  prices than  
w ould  be the  case  if  co m p etitio n  did not ex is t b ecau se  M A P C O , o th e r re fin eries and  
p rod u ct w h o lesa le rs  c o m p e te  for a share o f  the g aso lin e  sa les  m arket.

4. T he ab ility  o f the p ro sp ec tiv e  buyer to p rov ide  re fin ed  p rod u cts  fo r d is trib u tio n  and  
sa le in the state w ith  p rice  o r supply  b enefits  to the  c itiz en s  o f  the sta te : M A P C O ’s 
N orth  P o le  re finery  is the  largest refinery  by v o lu m e  in the sta te . It has been in 
business in A lask a  s in c e  the late 19 7 0 ’s, and  p ro v id es  a 5 0  percen t sh a re  o f  the local 
m arket fo r d iese l fu e ls , je t  fuels ana gaso lines.

5. T he c rite r ia  lis ted  in A S 38 .060 .070(a): See d iscu ss io n  below .

In add ition , I find th a t the sa le  o ffe rs  m ax im um  b en efits  to the  c itiz en s  o f A laska . T h e  p ro p o sed  
sale m eets the fo llo w in g  c rite r ia :

1. T h e  rev en u e  needs a n d  fiscal condition  o f the sta te : T h e  s ta te  d ep en d s on  oil revenue  
and w ill co n tin u e  to d e p e n d  on oil revenues in the  fu ture . T h e  p rice  term  o f  the sa le  
p ro tects th e  sta te 's  in te re s t by ensuring  that rev en u es  from  th is sa le  w ill exceed  the  in ­
value a lte rn a tiv e . (A S 3 8 .0 6 .07 0 (a)(1 ))

2. T he local and  re g io n a l requirem en ts for p e tro leu m  p ro d u cts: T h e re  are  local and  
reg ional ec o n o m ic  b en e fits  to  be derived  from  th e  c o n tin u e d  o p era tio n  a n d  ex p an sio n  
o f  the N o rth  Po le  re fin e ry . W hile the p ro p o sed  c o n tra c t m ay in c rease  the  fin an c ia l 
v iab ility  o f  the re fin e ry , the ex ten t to w h ich  th ese  b en e fits  can  be  asc ribed  to the 
p roposed  c o n tra c t c a n n o t be predicted . As d esc rib e d  ab o v e , M A P C O  is an  im p o rtan t



c o m p e tito r  in the m ark e t o f re fin ed  p e tro lt  1m products. V igorous c o m p e titio n  in fuel 
sa les in the  s ta te  m ay p rov ide  fo r lo w e r c o n sa m e r p roduct prices. (A S  3 8 .0 6 .0 7 0 (a )(2 ))

3. T h e  d e s ira b ility  o f localized  cap ita l investm ent, increased  payro ll, an d  secondary  
d e v e lo p m e n t e ffe c ts : T o  the e x te n t tha t the sa le  helps p rov ide  a c o n sis ten t and 
e c o n o m ic  su p p ly  o f  crude oil to  the refinery , the sale w ill c o n trib u te  to ongoing  
e c o n o m ic  s tab ility  in the F a irb an k s  N orth  S tar region and m a in ta in  a healthy 
c o m p e tito r  in the in -sta te  m ark e t fo r  refined  petro leum  p rod u cts . M A P C O  is 
u n d e r ta k in g  a  S70  m illion  ex p an sio n  p ro g ram  at the refinery. D uring  the construction  
p e rio d  o f  th e  re finery  exp ansio n , the re  w ill be short-term  eco n o m ic  b en e fits  o f jo b s  
a n d  sa la r ie s . In add ition , M A P C O  w ill add  17 perm anen t jo b s  to the loca l econom y. 
(A S  3 8 .0 6 .0 7 0 (a )(3 ))

4. T h e  so c ia l im pac ts  o f  the sale: B oth  the '.-airbanks N orth  S ta r B o ro u g h  and  the state 
re c e iv e  rev en u es  from  M A P C O  as p rop erty  taxes and corpo ra te  in c o m e  and  excise 
tax e s . M A P C O  co n trib u tes S94 m illion  to the local p roperty  tax b ase. W ith  the 
p la n n e d  e x p a n s io n  o f the refinery , this con tribu tio n  will grow . (A S 3 8 .0 6 .0 7 0 (a )(4 ))

5. T h e  a d d itio n a l costs  to the sta te  and local governm ents caused  bv the developm ent 
re la ted  to  the  transac tion : A dd ition a l co s ts  incurred by the sta te  and local governm en ts 
as  a re su lt o f  th is transac tion  w ill be m ino r. T he refinery  exp ansio n  w ill em ploy  m ore 
p eo p le  w ho  w ill require  social and  ed u ca tio n  serv ices and the D iv is io n  o f  O il and G as 
w ill in c u r ad d itio n a l ad m in is tra tiv e  exp enses , (AS 38 .06 .070(a)(5 ))

6. T h e  local an d  reg ional labo r m arket: M A P C O  provides d irec t jo b s  to 120 people in 
th e  c ity  o f  N orth  P o le  and  35 p eo p le  in A nchorage for their N o rth  P o ie  refinery 
o p e ra tio n s  an d  an o th e r 3 00  p eo p le  s ta tew id e . It is num ber ten o f  the top -ten  private 
se c to r  e m p lo y e rs  in the F a irbanks N orth  S ta r region. (A S 3 8 .0 6 .07 0 (a)(6 ))

7. E n v iro n m e n ta l effects: A ny en v iro n m e n ta l effects will resu lt from  the  con tinued  
o p e ra tio n  an d  exp ansio n  o f  the N orth  P o le  refinery, not from  the p ro p o sed  sale. The 
sa le  by  its e lf  w ill have no in crem en ta l e ffec t. (A S 38 .06 .070(a)(7 ))

8. Im p ac t on  ex is tin g  p riva te  co m m e rc ia l en terp rises and in v estm en t p atterns: Any 
im p a c ts  on ex is tin g  Drivate c o m m e rc ia l en te rp rises and in v estm en t p a tte rn s could 
re su lt fro m  m o re  com petition  in the  p rod u ct m arket and lov .er p rices fo r products 
m ig h t re su lt fro m  th is  c o m p e titio n . (A S 3 8 .06 .070(a)(8 ))
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C r i te r ia  W eig h ts

A cc o rd in g  to  11 A A C  0 3 .0 6 0 (b ), "In c o n s id e rin g  the c rite ria  describ ed  in A S 3 8 .0 5 .1 8 3 (e ), the 
C o m m iss io n e r  s ta te d  w h ich  c rite r ia  a p p lie d  to the  p rop o sed  d isposition  and d isc u sse d  the w eight 
g iven  to  th e  a p p lic a b le  c rite r ia  in d e te rm in in g  the  m ax im u m  benefit to  the sta te ...."



: o
[n m ak ing  th is fin d in g , the d ep artm en t first d e te rm in ed  tha t the s ta te  w ou ld  not low er the total 
oii rev en u e, in c lu d in g  royalties and severance taxes, d u e  the s ta te  by m ak in g  a  d isp o sa l to 
M A P C O . T h e  d e p a rtm e n t n ex t exam in ed  the c rite ria  to d e te rm in e  th a t the sta te  w o u ld  n o t create 
any  u n accep tab le  so c ia l o r env ironm en ta l im pacts. F inally , the d ep a rtm e n t lo o k ed  at w h e th e r the 
d isp o sa l c o n trib u te d  to co m petition  in the in-state  re fin in g  ind u s try  and  the e x te n t to w hich  that 
w o u ld  lead  to lo w e r p ro d u ct prices.

R o y a lty  B o a rd

T h e p re lim in a ry  fin d in g  and  determ ination  w as su bm itted  to the  R oy alty  B o ard  in  com plian ce  
w ith  AS 3 8 .0 5 .1 8 3 (c ) w hich  prov ides that the co m m iss io n e r m ay  n o t w aive  c o m p e titiv e  b idding  
o f  th is sa le  o f  R IK  u n le ss  p rior w ritten notice is g iven  to the b oard . U n d er A S 3 8 .0 6 .0 7 0 (c ) the 
R oyalty  B o a rd  w ill m ak e  a full report to the leg isla tu re  on each  c rite r io n  se t o u t in AS 
3 8 .0 6 .0 7 0 (a ) and  (b) fo r any d isposition  o f royalty  oil tha t req u ires  leg is la tiv e  ap p ro v a l. The 
R oyalty  B o a rd ’s re p o rt w ill be subm itted  for leg islative  rev iew  at the  tim e a b ill fo r leg isla tive  
app ro val o f  th is p ro p o se d  royalty  oil contract is in tro du ced  in the leg isla tu re .

L e g is la tiv e  A p p ro v a l

A cco rd in g  to A S 3 8 .0 6 .0 5 5 (c ) the com m ission er may not renew  the  cu rren t o n e -y ear con tract 
w ith  M A P C O  w ith o u t the p rio r approval o f the leg islatu re . B y s ta tu te , the R oy alty  B oard 
rev iew ed  th is sa le  and  a w ritten  recom m endation  w ill be su b m itted  to acco m p an y  a bill 
in tro d u ced  in the leg is la tu re  to approve the sale (A S 38.06 .050).

C o n c lu s io n

U nd er the  term s o f  the  p roposed  con tract, the  sta te  rece iv es a  fa ir value  fo r the royalty  oil, 
p ro m o te  irt-state p ro cessin g , p roduct com petition  and  a tten d an t ben efits . T h e  s ta te  w ill retain 
en o u g h  royalty' o il to m ee t the needs o f o th er RJK  p u rch asers  even  w ith  the p ro p o sed  con tract. 
T h e  p rice  te rm s are sa tis fac to ry , and the sale to M A P C O  o ffers e co n o m ic  b en e fits  to A laska 
c itizen s.

T h e  fo reg o in g  fac ts  and  analysis support the fin d ing  that th is sa le  is in the b es t in te re s t o f  the 
s ta te  and  o ffe rs  m a x im u m  benefits  to A laska c itizens.

D ate



Appendix A: Summary of Previous North Slope Royalty Oil Sales

V o lu m es . B eg inn ing  in N o v em b e r 1979 and co n tin u in g  to the  p resen t, the sta te  has d e liv e re d  
N orth  S lope RDC to fo u rteen  com panies in tw en ty  n eg o tia ted  c o n trac ts , tw o c o m p e titiv e  sa les , 
and one q u asi-co m p e titiv e  sale. By D ecem ber 1997, the s ta te  d e liv e red  over 529 m illio n  b a rre ls  
o r apD roxim ately  50  p e rce n t o f  its N orth  S lope royalty  cruuv.. oil th rou gh  these co n tracts .

N eg o tia ted  royalty  oil sa les  are defined  as d isp o s itio n s  o f  ro ya lty  oil w here a d e te rm in a tio n  h as 
been  m ade that the b es t in te rest o f the sta te  d oes n o t req u ire  co m p etitiv e  b idd ing  o r tha t no 
co m p etitio n  ex ists. In ev e ry  case  the negotiated  co n trac ts  w ere  fo r sa les o f  royalty  o il to  in -s ta te  
refiners.

T he sta te  negotia tes w ith  a co m p an y  the quan tity , p rice  and  o th e r term s o f  a sh o rt o r lo n g -te rm  
nego tia ted  royalty  oil sa le . S h o rt-te rm  negotiated  royalty  oil sa les  are one year o r less and  do  n o t 
req u ire  leg islative ap p ro v a l. L o ng -term  nego tia ted  royalty  oil sa les  are longer than o n e -y e a r and  
leg isla tive  approval is req u ired  before the royalty  o il co n trac t beco m es effective.

F ig u re  A -l show s the a m o u n t o f royalty  oil so ld  to these  c o m p an ies  since the N orth  S lo p e  
p rod u ction  began. T h e  g raph  ind icates that the am o u n t o f  oil so ld  to each  com pany  has v aried  
o v er the years. T eso ro  a n d  M A P C O  have been the s ta te ’s tw o  m o st con sis ten t custo m ers.

U nd er various co n trac ts  th rou gh  the 1980’s T eso ro  took  ap p ro x im a te ly  218.8  m illion  b a rre ls  o f  
RDC.23 T he b iggest o f  th o se  co n trac ts  was a 10-year ag reem en t tha t te rm ina ted  in 1994. T h e  
c ru d e  oil p u rchased  by T e so ro  is refined  at the  N ik isk i fac ility  (capac ity  72 ,000  barre ls  p e r day). 
T eso ro  signed  a o n e -y ear ro ya lty  oil supply co n tra c t fo r 27 .2%  o r in itia lly  ap p ro x im a te ly  3 8 .0 0 0  
bam els per day  o f the s ta te 's  royalty  oil to begin  d e liv e rie s  a fte r T e so ro ’s long-term  R IK  c o n tra c t 
e x p ired  D ecem ber 31, 1994. W hen  T e so ro ’s o n e-y ear c o n tra c t ex p ired  in D ec e m b e r 1995. 
T eso ro  signed  a th ree -y ea r RDC con tract fo r 30%  o r an in itia l vo lum e o f  ap p ro x im ate ly  3 9 ,0 0 0  
barre ls  per day o f the s ta te ’s royalty  o il. T h is co n tra c t ex p ire s  a t the end  o f D ecem b er 1998.

T he M A P C O  and G o ld en  V alley  E lectric  A sso cia tio n  (G V E A ) p urchases w ere re fin ed  at the 
M .A PCO  refinery  in N o rth  P o le  (capacity  159 ,000  barre ls p er day). M A P C O  has th e  lo n g e s t 
ru nn ing  co n trac t fo r A N S  R IK . D eliveries u n d e r its lo n g -te rm  co n trac t began  in N o v e m b e r  1979 
fo r 3 5 ,0 0 0  barrels p e r day . T h is  co n trac t w ill n o t ex p ire  u n til D ecem b er 2003. In D e c e m b e r 
1997, M A P C O  w as is su e d  a o n e-y ear R IK  c o n tra c t fo r 13,000 b arre ls  per day. T h is  c o n tra c t 
e x p ire s  at the en d  o f  N o v e m b e r 1998. T o  date , M A P C O  h as received  ap p ro x im a te ly  205 .8  
m illio n  barrels o f R IK  (in c lu d in g  the G V E A  v o lu m es).

C h e v ro n ’s RDC p u rch ases w ere  re fin ed  at its 18,000 barre ls p e r d ay  p lan t in K enai, w h ich  c e ased  
p ro d u ctio n  in June 1991. T h e  P etro  S ta r’s R IK  w as re fin ed  a t its  14,000 barre ls  p e r d ay  p la n t in 
N orth  Pole. T h e  n ew  P e tro  S ta r  V aldez  R efinery  Jo in t V en tu re  (P etro  S ta r JV ), w ith  a  c a p a c ity  
o f  4 0 ,0 0 0  barrels p e r  d ay , w as to  be fully su p p lie d  w ith  RDC p u rch ased  from  th e  s ta te  fro m  the

1

"Inc ludes Chevron exchange barrels



K u p aru k  R iv e r  U nit (76 .18  p e rce n t o f  the  royalty  sh a ic ). H o w ev er, the con tract lapsed 
a u to m a tic a lly  in D ecem b er 1993 b ecause  P etro  S ta r JV  d id  not take any  ro ya lty  o il .24

C o m p e tit iv e  and  q uasi-com petic ive  sa les  con tracts  w ere en te red  into  w ith  several com pan ies. In­
s ta te  re fin e r ie s , in c lud in g  T e so ro , re fin ed  so m e o f the e tu d e  p u rc h a se d  in these  sales, and  som e 
w as e x p o r te d  from  A lask a . T h e  A lp e tco  p urchases w ere exported .

C o m p e tit iv e  royalty  o il sa les a re  w h ere  the s ta te  so ld  royalty  oil in p re d e te rm in e d  barrel lo ts for 
o n e -y e a r  o r  less th rou gh  c o m p e titiv e  b id . In these sales the buyers b id  a  f ix e d  p er barrel p rice for 
the o il  th a t e q u a led  o r ex c e e d e d  the  s ta te ’s vo lum e w eigh ted  average o f  th e  le s se e s ’ reported  RTV 
p rices . In -s ta te  p riority  p re fe ren ces  are  u su a lly  included  as a p ro v is io n  o f  co m p e titiv e  royalty  oil 
sa les .

In th e  q u a s i-c o m p e titiv e  sale the s ta te ’s royalty  oil was so ld  i:i p re d e te rm in e d  barrel lots for less 
th an  one  y ea r th rou gh  c o m p e titiv e  b id  using  negotia ted  sale p ro ced u res . T h e  q uasi-com petitive  
ro ya lty  oil sale  called  fo r in te re s ted  parties to subm it price bids to a s ta n d a rd  fo rm  contract. The 
m in im u m  b id  p e r barrel eq u a le d  o r ex ceed ed  the s ta te ’s vo lum e w e ig h te d  averag e  o f the le s se e s ’ 
re p o rte d  R IV  p rices. T h e  se lec tio n  o f  p u rch ase rs  w as based  en tire ly  011 th e  p rem iu m  offered. N o 
in -s ta te  p rio rity  p re fe rences w ere  inc lud ed  as a p a n  o f this sale.

F ig u re  A -2  illu stra tes the to ta l am o u n t o f  A N S royalty  oil p rod u ced  a n d  the am oun t o f tha t oil 
tak en  in -k in d  and  so ld  by the  s ta te . In the early  1980s, a fte r the firs t a n d  seco n d  com petitive  
ro y a lty  o il sa les , the s ta te  so ld  n ea rly  all o f  its royalty  oil in-kind . F ro m  1986 to 1990 the volum e 
o f  o il the  s ta te  so ld  in -k ind  re m a in e d  re la tive ly  constan t. From  1990 th ro u g h  1993 the volum e 
tak en  in -k in d  d ec lin ed  to  a p p ro x im a te ly  26 percen t o f the s ta te 's  N orth  S lo p e  royalty  oil. In 1995 
the  v o lu m e  o f  oil taken  in -k in d  in c reased  by 27 .2%  or 38 ,000  b a n e ls  p e r  d ay  w hen  T eso rc  signed  
a o n e -y e a r  R IK  oil su p p ly  c o n tra c t from  the N orth  S lope that b eg a n  Jan u a ry  1995. A fter 
T e s o ro ’s o n e -y e a r R IK  c o n tra c t e x p ire d  in D ecem ber 1995, T e so ro  b eg an  a  new  three-year 
c o n tra c t fo r 3 0 .0 %  o f  the s ta te ’s ro ya lty  oil from  the N orth  S lo pe . T h is  c o n tra c t exp ires a t the 
e n d  o f  D e c e m b e r 1998. In 1997, the s ta te ’s R IK  oil increased  by 1 1 6 %  o r  13,000 barrels p er day 
w h en  M A P C O  sig n ed  a  o n e -y e a r R IK  oil supp ly  con tract from  the  N o rth  S lo pe  that began in 
D e c e m b e r  1997. As o f  D e c e m b e r  1997, d eliveries o f A N S R IK  are  a p p ro x im a te ly  8 2 :000 barrels 
p er d ay  o r 5 0 .6  p e rcen t o f  th e  s ta te ’s to ta l N o rth  S lope royalty  share.

R e c e n t  D e v e lo p m e n ts . The s ta tu s  o f  the  m o st recent con trac ts  is sh o w n  in  T a b le  A -1. D uring  
the  y ea rs  o f  1990 th rou gh  1994, the s ta te  to o k  less c f  its oil in -k ind  th an  a t any  tim e since the last 
h a lf  o f  1985. B eg in n in g  in  1995 to  th e  p re sen t the s ta te ’s RIK  o il sh a re  inc reased  w ith T eso ro  
s ig n in g  o n e -y e a r and th ree -y e a r R IK  co n trac ts . A t the end  o f  1997, th e  s ta te ’s RDC oil share  
in c re a se d  ag a in  w hen M A P C O  b eg an  tak ing  an add itional 13,000 b pd  u n d e r  a  new  one-year RIK  
c o n tra c t w ith  the s ta te . T h is  o n e -y e a r co n tra c t exp ires N ov em b er 1998. In th e  fu tu re , the s ta te ’s 
R IK  oil sh a re  is likely  to  c o n tin u e  to  in c rease  u n d er the p rop o sed  f iv e -y e a r  co n tra c t to  M A P C O .

"C apacity  figures are taken from Aiaslca Departm ent of N'amral Resources. Historical and Projected Oil and Gas Consumption. 
April 1997.
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F ig u re  A-2: T o ta l ANS R oyalty  an d  R IK  Sales 
(in c lud es N o v  M ap co  C o n tra c t)
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Figure A -l: RIK Volumes by 1’iircliuscr
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