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Final Finding and Determination to Sell Royalty Oil
to
MAPCO Alaska Petroleum Inc.

|. Summary

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

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

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

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

H. Background

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

value of the state’s RIV share.



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

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

At the date of this final finding, Williams Companies Inc. is in the final stages of acquiring
Mapco Inc. This acquisition will become final when Williams Companies Inc. receives approval
from the Federal Trade Commission. On November 24, 1997, the companies announced that
they had entered into a definitive merger agreement providing for Williams to acquire MAPCO.
On February 26, 1998, MAPCO shareholders approved the acquisition. Standard and Poor's
(S&P) revised its outlook for both companies to positive from stable. Primarily, the outlook
change reflects the strengthening fundamentals of the Williams’ pipelines and prospects for
improving earnings at Williams Communications Group and Williams Energy Group. The
proposed acquisition of Mapco Inc. is also a positive factor in S&P’s outlook change,' The $3
billion acquisition price includes $2.2 billion of Williams common stock and the assumption of
about $750 million of acquired company debt. The conservatively financed acquisition should
diversify Williams’ pipeline operations with a relatively successful downstream energy services
company. The merger will have no affect on the proposed sale and contract terms.

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

applies today.

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

m. Discussion of Contract Provisions

Term

First delivery of RIK oil is set for December 1, 1998 and will continue for five years. The
contract will terminate December 31, 2003. This coincides with the termination date of

MAPCO’s current long-term, 25-year contract.

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



Quantity

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

Table 1: RIK Percentages and Maximum Quantities

RIK Volume
Y ear RIK % (Bpd)
1998 27.0 28,350
1999 27.0 28,350
2000 28.5 28,500
2001 30.0 28,200
2002 32.0 28,480
2003 33.5 28,475

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

The percentage of royalty oil designated in the contract for each year is called the "Maximum
Quantity.” If MAPCO takes less than the Maximum Quantity, it will be subject to a per-barrel
reservation fee on each barrel less than the Maximum Quantity. The per-barrel reservation fee
is 0.75 percent of the full purchase price.]l MAPCO may elect to decrease or increase the
quantity of RIK oil it will actually purchase month-to-month subject to certain notice
requirements. MAPCO also has the right to terminate the contract with one hundred days notice
to cease deliveries. With the same notice period, MAPCO may elect one time annually to
permanently reduce the Maximum Quantity required under the contract. Howtver, once
MAPCO issues an annual notice of its option to permanently reduce the Maximum Quantity,
MAPCO may not reinstate the Maximum Quantity to the initial level. In addition, 14APCO
may not ever increase the Maximum Quantity.

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

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

Table 2 illustrates the present and future royalty crude oil supply from the PBU. The state is
obligated to supply 35,000 barrels per day to MAPCO through 2003 and 30 percent of the PBU
royalty oil to Tesoro through 1998. If the proposed MAPCO contract is awarded, the state will
still keep approximately 13 percent of its royalty share of PBU production as RIV or about 40
percent of the total ANS royalty production in 1998. See Figure 1, titled “Total ANS Royalty
and RJK Sale” for the percentage share of ANS RIK oil versus ANS RIV oil.

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

Quality

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

are not crude oil.

‘Under the proposed contmx. the state reserves the right fo sypply 100 Goercent of MAPCO's volume from just the PBU Initial
Pamuﬁatlng Areas (EPA) rather than include the production from the Greater Point Mclntyre Area, L.e., production processed
the"LLjsbume Production Center. I fhis case MAPCO would receive initially 33.8 percent of the PBU [PA production.

throu
MAP%O will be notified 90 days in advance ifthe commissioner, in his sole discretion, chooses to exercise this right



Figure 1: Total ANS Royalty and RIK Sale
(includes Proposed Mapco Contract)
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Table 2: North Slope Royalt(R//| B%B)Ude Oil Production Forecast
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Price

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

Table 3: Volume Weig{?ted Average Price -All Producers

alue of RIV
Producer Gross PS-1 Product ol Voluma Ayaraga
ViJjm* Vali* VmasPS-1 Valua ISM
Ushunw Production Cantara/ d d
ARCO 1,803528.68 *19.50000 *35,168,809.45
dP Exploration 2.565.203.54 *18.12000 *46,481 488,14
Exxon 2,167 463.77 *18.73000 *40596,596.40
Piudhot Bay IPA &

0 6,812,971.60 *19.88000 *135.441 87541
8P Exploration 9,731.640.80 *18.64000 *181,397,784.51
Chevron 159.860.30 *2354800 *3,716,43255
Exxon 7,700,737.40 *19.58000 *148.008,172.83
Forca 9,111.30 *19.88000 *181,132.64
Mobl 362,12650 *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
Total* 31,777,362.10 *607 508,676.78

Voluma Wetghtad Avaraga Vilua: *19.11766

_ +* 15/bhl

Prtca of Salt Oll: *19.26766

&/ Under the proposed contract, the state res-rves the rlght fo suppIY 100 gerce,nt of MAPCO's volume ,frormust the
Prudnog Bay Unit Initial Participating Areas rather then include the production from the Greater Point Mclntyre
Avreas, 1.e.. production processed throtigh the Lisbume Production Center. This would imply that M/ *CO would
recelve %%)rommategy .8_?ercent of the Prudhoe Bay Initial P,artluﬁatlng Areas production. MAPCO will be
notified 90 days in advance if the commissioner, in his sple discretion, choosés to exercise this right,
lg{ Includes Larch. North Prudhoe Bay State and West Beach.

Includes wells penetrating several smaller, unnamed reservoirs.

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

5ANS Ro algag_itli\?ation refen io the dispute between ihe state and the ANS lessees that was resolved in several settlement
agreements (Case No. 77-847 Civil, June 1977).



settlement agreements with ARCO, BP, Exxon and the other PBU producers the MAPCO
contract will not require an interim pricing method.

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

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

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

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

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



TABLE 4: DISPLACEMENT EFFECT

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

28,000 + 922,000 + 50,000 = 1,000,000
(Mapco) (CAandWA) (Asia Market) (Total)

In percentage terms:

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

($14.70x3%) + ($14.70 X 92%) + ($14.20x5%) = $14.67

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

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

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

The calculation of royalty value (and severance tax) is:
($14.70x 0%) + ($14.70X 95%) + ($14.20 v5%) = $14.67

In this example, the displacement effect has no effect on th* state’s royalty and severance

tax revenue.



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

In-State Processing

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

Purchase Price Reopener

The contract provides no provision for either the state or MAPCO to renegotiate the price terms.
Should the state pursue a price reopener as permitted by the ANS Royalty Settlement
Agreements, the state is obligated only to inform MAPCO that negotiations have begun.
MAPCO will pay based on whatever the Royalty Value the state and the producers may

negotiate.

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

to cease deliveries.

Payments

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

described below.

The state has agreed that any subsequent adjustments rendered more than six years after the date
of delivery will bear interest for only six years from the due date of the initial billing. However,
this six-year interest limitation does not apply to adjustments that result from regulatory
decisions, reopeners, court proceedings, or true-up audits that are commenced during the six-



10
year period. This provision appears in both the current one-year MAPCO contract and Tesoro’s
current three-year contract.

Termination Notice

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

Late Payment Penalty

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

Interest

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

Local Hire

Like MAPCO’s one-year contract and virtually every RIK contra;t to in-state refineries, the
proposed contract requires that MAPCO agree to employ Alaska residents and Alaska
companies to the extent they are available, willing and qualified for the applicable work
performed in Alaska in connection with the Agreement. An Alaska resident is defined as one
who has resided in Alaska for one year at the time of employment and "Alaska companies”
means companies incorporated in Alaska or whose principal place of business is in Alaska. If
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this provision is determined to be unconstitutional, then MAPCO agrees to hire Alaska residents
to the extent that the constitution allows.

Security

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

The state’s risk exposure is measured as follows:

Table 5: Calculation of MAPCO’s Letter of Credit

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

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

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

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

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

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

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

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

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

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



V. In-State Benefit Analysis

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

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

Economic Impacts

A $70 million expansion and upgrade at the North Pole refinery is underway and will increase
fuel production by 17,000 barrels per day. Recent upgrades at the North Pole refinery provide
MAPCO the opportunity to expand its export markets in Wester*! Canada and the Pacific Rim.
In addition, the 1998 expansion will create 17 new jobs in North Pole and Anchorage.

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

{Communication with Keith Selby. MAPCO Alaska Petroleum, Inc. 1/23/98. _
" Lee Huskey, ISER. November 1995. sTable 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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MAPCOQ’s statewide marketing and distribution of petroleum products activities, together with
the refinery, employs a total of 455 people statewide with a payroll (including benefits) of over
$19.5 million in 1997.9

Consumption Effects

The market for crude oil and the market for retail petroleum products are different markets.
While crude oil is a factor in the production of retail products (like electricity and labor), it is
traded in a different market. Accordingly, lower prices of crude will not necessarily transfer
immediately to a lower price for retail products. Wholesale product prices can move
independently of ANS crude prices10 because of the other factors. These other factors include
such influences as refinery outages, changing gasoline specifications, gasoline inventory levels,
the previous month’s wholesale price, and other energy market effects.

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

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

setting their own.

Two investigations conducted in the mid-1980’s by the Alaska Attorney General’s office
supports the important role of competition in the evel of in-state gasoline prices.ll Both studies
report that higher profit margins stem from weak competition. In 1985, only one in-state
refinery produced motor gasoline throughout the entire calendar year. That refiner enjoyed a
decrease in its price for most of its crude feedstock while wholesale prices were increased by an
average of 6.5 cents per gallon.122 The Attorney General’s report concluded, "... the refineries
are charging more for refined gasoline, even though they are paying less for the crude oil they
use to make the gasoline.” With only one refiner producing gasoline for the entire calendar year,
there was little competitive pressure to reduce wholesale prices at a time when their largest cost
input, the price of crude feedstock, decreased. MAPCO began refining motor gasoline in the
last quarter of 1985 and has provided competition in that market.

illiam W. Wade and Robert R. Trout. “Cart) Gas Phase-In Price Spike: Collusion or Market Effects?*” 1997
Memo to M. Mike Miller, Chairman. House Judiciary Committee from Attorney General Norman C. Gorsuch. RE:
Southeast Alaska Gasoline Price Investigation. May 13, 1985. Fairbanks Gasoline Report. Febniarv. 1986. An attachment to a

memorandum to Governor Bill Sheffield from Attorney General Harold M. Brown. Match 11.1986.
DEairiuata gaavtiae Report, page 17

?ﬁmmunication with Keiih Selby. MAPCO Alaska Petroleum Inc., Anchorage, Alaska 1/26/98.
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This competition in the in-state gasoline sales market, along with other sellers, provides a
dampening effect on prices. The effect of market competition on prices reported in the 1985
Attorney General’s report explains that “The ...price difference [between wholesale prices in
Anchorage and Southeast Alaska] appears to be due to a very low level of competition between
wholesalers in Southeast Alaska, which permits higher profit margins."13 Insofar as state
refineries and product wholesalers can compete, the consumer can enjoy lower prices than
would be the case if competition did not exist.

Social Impacts

MAPCO paid 60 percent of the property tax revenues collected in 1996 by the City of North
Pole. Until 1997, when the Ft. Knox Gold Mine came on line, MAPCO’s North Pole refinery
had the highest property assessment in the Fairbanks North Star Borough at $94 million. 4
MAPCO’s tax contribution will grow as a result of the refinery expansion. No incremental
effects on land use, impacts on the local social infrastructure, i.e., schools, public safety, roads,
and other government services, are anticipated as a result of this sale.

Effect of Refinery Expansion

MAPCO’s North Pole refinery is the largest refinery by volume in the state. Almost half of
MAPCO’s business is jet-fuel sales, and the company has about, half the market at Anchorage
International Airport which equals approximately 861,000 gallons per day in 1997. MAPCO’s
growth is being driven by the rapid expansion (about a 43% growth rate from 1995 levels), of
jet-fuel sales in Anchorage as the growth in international air-cargo traffic continues. All of the
additional jet fuel production due to the refinery expansion is projected to supplant foreign
imports of jet fuel. Including purchased volumes, MAPCO supplies approximately 39% of the
jet fuel used in Alaska. MAPCO’s 1996 jet fuel production was 22,000 barrels per day or

924,000 gallons per day.1b

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

MAPCO Express stores in Alaska.

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

R/Iemo to M. Mike Miller, page 2. _ _
ee Huskey, ISER. November 1995. 'Table 2: The Fairbanks Petroleum Sector Private Industry Wage and Employment

ects,” of the “the Petroleum Industry and the Fairbanks Economy” report.
ommunication with Keith Selby. MAPCO Alaska Petroleum Inc.. Anchorage. Alaska 1/23/58.
1

996 MAPCO Petroleum Inc. Annual Report.
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6 and Figure 2 titled "North Pole Refinery Total Retention and State Royalty Volumes" for the
amounts by year. For every barrel of oil that MAPCO retains in its refinery, MAPCO returns
two barrels of residual oil to the TAPS. (See Table 6 and Figure 3 titled "MAPCO’s Projected
Product Slate” for the types and percentages of refined products). After the 1998 expansion, the
maximum crude distillation capacity or processing capacity of the North Pole refinery will rise
to 210,000 barrels per day.

Quality Bank

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

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

Environmental Impacts

Air quality issues: MAPCO has made timely a application and complied with ail permit
requirements required under Title V of the federal Clean Air Act amendments of 1990 and 1993
state legislation under which Alaska was delegated authority. MAPCO is in compliance with
the applicable air quality regulations and Alaska Department of Environmental Conservation
(ADEC) officials expressed no problems with the refinery. 18

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

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

refinery operations/ 1

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

Communication with Jack Coutts, Alaska Department of Environmental Conservation. 12718/97.
ommunication with Tim Wingerter, Alaska Department of Environmental Conservation. 12/18/97.
ommunication with Drug Bauer. Alaska Department of Environmental Conservation, 12/19/97.

Communication with Mary Lundquist, Alaska Attorney General’s Office, 1/22/98.



TABLE 6

Table 6: Mapco’s Projected Product Slate (Percent of Total Refinery Throughput)

1994 1995 1996

Gasoline Blendstock 9 13 15
Gasoline ]1 ]2
Jet Fuel 54 52 50
Diesel 19 19 17
Heavy Atm. Gas Oil 5 4
Asphalt 2 2 2
Total 10 100 100
MAPCO Refinery Retention (barrels per day)

Total Retention 38,000 42,000 46,000
State Royalty Volume 35,000 35,000 35,000
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Figure 2: North Pole Refinery Total Retention and
State Royalty Volumes
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V. Findings and Determination

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

The applicable statutes and regulations are included in Appendix B.

Competitive Bidding is Waived

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

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

A copy of the Preliminary Finding and Determination was delivered to the Alaska Royalty Oil
and Gas Development Board as notification under 11 AAC 03.040 that competitive bidding has

been waived.

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



The Sale is in the Best Interest of the State

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

1. Tne cash value offered: The RIK price offered under the proposed contract exceeds the

5.

royalty value of RIV by $.15 per barrel. Therefore, the requirements of AS
38.05.183(c) and 11 AAC 03.010(b) are satisfied. Furthermore, the sales price
satisfies the definition of “market conditions" in 11 AAC 03.024(1) and (3).

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

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

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

The criteria listed in AS 38.060.070fa): See discussion below.

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

1. The revenue needs and fiscal condition of the state: The state depends on oil revenue

2.

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

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

3. The desirability of localized capital investment, increased payroll, and secondary
development effects: To the extent that the sale helps provide a consistent and
economic supply of crude oi! to the refinery, the sale will contribute to ongoing
economic stability in the Fairbanks North Star region and maintain a healthy
competitor in the in-state market for refined petroleum products. M /DCO is
undertaking a $70 million expansion program at the refinery. During the construction
period of the refinery expansion, there will be short-term economic benefits of jobs
and salaries. In addition, MAPCO will add 17 permanent jobs to the local economy.
(AS 38.06.070(a)(3))

4. The social impacts of the sale: Both the Fairbanks North Star Borough and the state
receive revenues from MAPCO as property taxes and corporate income and excise
taxes. MAPCO contributes $94 million to the local property tax base. With the
planned expansion of the refinery, this contribution will grow. (AS 38.06.070(a)(4))

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

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

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

8. Impact on existing private commercial enterprises and investment patterns: Any
Impacts on existing private commercial enterprises and investment patterns could
result from morr, competition in the product market and lower prices for products
might result fro.n this competition. (AS 38.06.070(a)(8))

Criteria Weights

According to 11 AAC 03.060(b), "In considering the criteria described in AS 38.05.183(e), the
Commissioner stated which criteria applied to the proposed disposition and discussed the weight
given to the applicable criteria in determining the maximum benefit to the state...."



In making this finding, the department first determined that the state would not lower the total
oil revenue, including royalties and severance taxes, due the state by making a disposal to
MAPCO. The department next examined the criteria to determine that the state would not create
any unacceptable social or environmental impacts. Finally, the department looked at whether the
disposal contributed to competition in the in-state refining industry and the extent to which that
would lead to lower product prices.

Royalty Board

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

Legislative Approval

According to AS 18.06.055(c) the commissioner may not renew the current one-year contract
with MAPCO wit’tout the prior approval of the legislature. By statute, the Royalty Board
reviewed this sale and a written recommendation will be submitted to accompany a bill
introduced in the legislature to approve the sale (AS 38.06.050).

Conclusion

Under the terms of the proposed contract, the state receives a fair value for the royalty oil,
promote in-state processing, product competition and attendant benefits. The state will retain
enough royalty oil to meet the needs of other RIK purchasv's even with the proposed contract.
The price terms are satisfactory, and the sale to M /PC0 offers economic benefits to Alaska

citizens.

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

V<r/ N

Date



Appendix A: Summary of Previous North Slope Royalty Oil Sales

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

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

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

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

Under various contracts through the 1980’s Tesoro took approximately 218.8 million barrels of
REK.Z3 The biggest of those contracts was a 10-year agreement that terminated in 1994. The
crude oil purchased by Tesoro is refined at the Nikiski facility (capacity 72,000 barrels per day).
Tesoro signed a one-year royalty oil supply contract for 27.2% or initially approximately 38,000
barrels per day of the state’s royalty oil to begin deliveries after Tesoro’s long-term RIK contract
expired December 31, 1994. When Tesoro’s one-year contract expired in December 1995,
Tesoro signed a three-year RIK contract for 30% or an initial volume of approximately 39,000
barrels per day of the state’s royalty oil. This contract expires at the end of December 1998.

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

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

“Includes Chevron exchange barrels



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

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

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

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

Figure A 2 illustrates the total amount of ANS royalty oil produced and the amount of that oil
taken in-kind and sold by the state. In the early 1980s, after the first and second competitive
royalty oil sales, the state sold nearly all of its royalty oil in-kind. From 1986 to 1990 the volume
of oil the state sold in-kind remained relatively constant. From 1990 through 1993 the volume
taken in-kind declined to approximately 26 percent of the s'ate’s North Slope royalty oil. In 1995
the volume of oil taken in-kind increased by 27.2% or 38,f .X) barrels per day when Tesoro signed
a one-year RIK oil supply contract from the North E *x that began January 1995. After
Tesoro’s one-year RIK contract expired in December 1995, Tesoro began a new three-year
contract for 30.0% of the state's royalty oil from the North Slope, This contract expires at the
end of December 1998. In 1997, the state’s RIK oil increased by 11.6% or 13,000 barrels per day
when MAPCO signed a one-year RIK oil supply contract from the North Slope that began in
December 1997. Asof December 1997, deliveries of ANS RIK are approximately 82,000 banels
per day or 50.6 percent of the state’s total North Slope royalty share.

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

“ Capacity figures are taken from Alaska Department of Natural Resources. Historical and Projected Oil and Gas Consumption.
April 1997.



r [ 'T |
Grasact ito
Negotlsltd In-Kind SoM
OmmEk/\iV\i
t m%
53
o ax -1eL
tawiM1
PtcetaFidaiiVE 1Zxeidi
A TavsoEVhanmRw*
TsMCltara
(kb‘a:,vw 6*|'5/4%43
OVEA2
10851281
0N THOU
D
WR-PWj
lepl I
Mm3 a1
800
Ay K
J Phoetr
e iasi +ifsi
Ino< 1* 3- 12+
T ~
Thmo? sﬁlﬁ}
L1 Cavo Bty Brd
L Total Taaoro
'Mvtltgnlly-KIndSthtt
g
o i
Sl 12
St ~M,
Uraon Tdd7 IT

T'nT "'l FT

VUM 194 ING |9V|!S_,_ 19H

Oakx North Slope RIK Contracts to tn-SUH Purchaser* Since 1979
"n TT 1 1 |

WH| oINS

TIWEHOING)

OTINAELZDY |

DN @) an

HhilRIK\olunti

("ol

i
Mg

16.015,527

RIANGY
i
28

e
a m%mfm

303011

283

o0

|36

2,550,000
1

ARE

3/4/96. 329 PM, Pay* | of2






Figure A-2: Total ANS Royalty and RIK Sales
(includes New Mapco Contract)
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Figure A-1: RIK Volumes by Purchaser
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Appendix B: AS 38.05.183(c) & §e()) AS 38.06.050(c), AS 38.06.055, and AS
38.06.070(a)

AS 38.05.183(c). If the commissioner determines that a sale, exchange or other disposal of a
mineral obtained by the state as a royalty under AS 38.05.182 or of a right to receive future
mineral production under a state lease under this chapter shall be made otherwise than by
competitive bid, and the Alaska Royalty Oil and Gas Development Advisory Board has been
notified in writing of that determination, the commissioner shall make public in writing the
specific findings and conclusions upon which that determination is based.

AS 38.05.183(e). When a sale, exchange or other disposal of oil or gas taken in kind by the state
as its royalty share, or a sale, exchange or other disposal in whole or in part of a right to receive
future royalty oil or gas, under a state lease under this chapter is made other than by competitive
bid, the sale, exchange or other disposal shall be awarded by the commissioner to the prospective
buyer whose proposal offers the maximum benefits to citizens of the state. The commissioner
shall consider:

(1) the cash value offered;

(2) the projected effects of the sale, exchange or other disposal on the economy of the
state;

(3) the projected benefits of refining or processing the oil or gas in the state;

(4) the ability of the prospective buyer to provide refined products or by-products for
distribution and sale in the state with price or supply benefits to the citizens of the
state; and

(5) the criteria listed in AS 38.06.070(a).

AS 38.06.050(c). Competitive bidding in a sale, exchange or other disposition described in (a) of
this section may not be waived by the commissioner of natural resources under AS 38.05.183
unless prior written notice of proposed waiver is given to the board.

AS 38.06.055. Legislative approval, (a) In addition to the recommendation by the board
required under AS 38.06.050, the commissioner of natural resources may not enter into a sale,
exchange, or other disposition of oil or gas or of the rights or waiver of the rights to receive
future production of royalty oil or gas under AS 38.05.183 without the prior approval of the
legislature. The legislature may approve a sale, exchange, or other disposition of oil or gas or of
the rights or of a waiver of the rights to receive future production of royalty oil or gas only by
enacting legislation, (b) The provisions of (a) of this section do not apply to
(1) the sale, exchange, or other disposition of oil or gas for one year or less if the sale,
exchange, or other disposition is entered into to relieve storage or market conditions;
(2) contracts for the sale of state-owned royalty gas or oil that specify the sale and
delivery of not more than
(A) 400 barrels of crude oil per day;
(B) 460 barrels of natural gas liquids per day; and
(C) 2,400 Mcfof natural gas per day.
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(c) a sale, exchange, or other disposition of oil or gas under (b)(1) of this section may not be
continued after the end of one year or renewed with the same party without the prior approval of
the legislature under (a) of this section. This subsection does not apply to a sequential
competitively bid sale of oil or gas made with the same party under (b)(1) of this section.

AS 38.06.070. Criteria, (a) In the exercise of its powers under AS 38.06.040(a) and 38.06.050
the board shall consider

(1) the revenue needs and projected fiscal condition of the state;

(2) the existence and extent of present and projected local and regional needs for oil and
gas products and by-products, the effect of state or federal commodity allocation
requirements which might be applicable to those products and by-products, and the
priorities among competing needs;

(3) the desirability of localized capital investment, increased payroll, secondary
development and other possible effects of the sale, exchange or other disposition of
oil and gas or both;

(4) the projected social impacts of the transaction;

(5) the projected additional costs and responsibilities which could be imposed on the
state and affected political subdivisions by development related to the transaction;

(6) the existence of specific local or regional labor or consumption markets or both
which should be met by the transaction;

(7) the projected positive and negative environmental effects related to the transaction;
and

(8) the projected effects of the proposed transaction upon existing private commercial
enterprise and patterns of investments.



Appendix C. Comments and Responses on the Preliminary Finding and Draft
Contract

The department sent either a copy of the preliminary finding and draft contract, or a notice
announcing its availability to 200-person mailing list.  In addition, advertisements were
published in the Anchorage Daily News, Juneau Empire, Fairbanks Daily News-Miner, Kenai
Peninsula Clarion and the Valdez Vanguard.

The department received three letters about the proposed sale. One letter from the Fairbanks
Chamber of Commerce expressed support for the sale, while another letter from Prince Singka
requested a copy of the draft contract. The last letter from Hal Whitley, owner of Wet Willy’s
Carwasn in Fairbanks was addressed and presented to the Alaska Royalty Oil and Gas
Development Advisory Board at a meeting of the Royalty Board on February 17, 1998. Copies

of these letters follow.



Greater Fairbanks Chamber of Commerce

250 Cosnrran S:*ee”S. 2 2D
51X -SC7i-56-5553

February 3. 1998
\

Ms. Nancy Jurgens

Division of Oil and GayV

ALASKA DEPT. OF NATURAL RESOURCES
3601 “C" Street. Suite 1380

Anchorage, AK 99503-5948

RE:  Royalty Oil Sale to MAPCO

Dear Ms. Jurgens:

The Greater Fairbanks Chamber of Commerce is pleased to go on record in support of the
proposed new royalty oil contract between the State of Alaska and MAPCO ALASKA
PETROLEUM Inc. This 28,000 barrel per day contract for five years wiF supply the new
S70 million expansion of MAPCO’s North Pole Refinery that is now urn :r construction.

MAPCO will primarily refine additional jet fuel and diesel fuel with the crude oil purchased.
The expanded production will help fuel Alaska’s growing international air cargo business and the
growing Alaska economy in general.

MAPCO plays a significant role in the economy of interior Alaska, They employ about 130
employees at the refinery, with an additional 15 new permanent employees to be added with the
refinery expansion. MAPCO is the largest customer of the Alaska Railroad. They are one of the
major customers of Golden Valley Electric Association. In addition, MAPCO supports a broad
range of educational, cultural and other activities throughout Alaska.

We respectfully request that the Alaska Royalty Oil. and Gas Development Advisory Board
approve this contract and recommend legislative approval following the public hearing on

Therese Sharp
President/CEO Chairwoman ofthe Board

CHAMBER BENEFACTORS
Dedicated to Fairbanks’ Economic Future

AlyestepfiS& S MAPCO AW TAlascom
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Auto V'ah, Inc.
P.0. BV; 80047
Fairbanks \K 99708

To: Alaska Royalty Oil & Gas Envelopment Advisory Board

The purpose ofthis fax today is to express my concern about the State of Alaska
selling its crude.oil to Mapco. Thank you fortaking the *ine to read my comments
today. Iapologize fornot being present as iny business prevents me from leaving
Fairbanks tcday.

| rwn and operate three small businesses here in Alaska, two of these offer retail
gasolira for sale. All ofthe gasoline sold in Fairbanks originates from Mapco’s refinery
in Keith Pole (fifteen miles away) which is supplied by the crude oil from the Alaska
Pipeline.

My concent is that for the past few months, Mapco’s retail gasoline stations have
been selling gasoline for approximately the same price our facility pays our supplier,
Sourdough Fuel. Because our firm operates two differently branded stations and are
supplied by two different “jobbers”, we feel confident from our past twelve years of retail
gasoline sales experience, that the “jobbers’ price to us is fair:

Like all gasoline stations, we have tha usual overhead, ie. labor, electricity,
maintenance, pollution and liability insurance, notto mention the expense related to our
capital investment

In effect, Mapco’s retail gasoline stations have taken away from its competition
all ofthe price margin on gasoline sales in Fairbanks. In addition, because ofMapco’s
gas stations low gasoline prices, Mapco has effectively decreased substantially ail of the
gasoline volumes ofthe competing gasoline stations.

Between 1985 and 19901saw this same scenario play out in Wasilla, Alaska
where our second facility is located. The overall effect there eliminated quite a few of
the “Mom and Pop” gasoline stations. Asa Snail businessman, I cannot stand idly by
and watch this same “predatory pricing routine” happen again in Fairbanks.

I understand that Mapco has invested several million dollars in its North Pole
refinery for the purpose of making a profit on fuel sales. 1 wholeheartedly agree with that
undertaking. My pleato this board is to provide a “level playing field" for gasoline sales
in Interior Alaska.

| feel thatMapco’s total domination ofgasoline sales in Fairbanks is blatantly'
unfairto competing retail gasoline facilities.! also feel that Mapco’s monopoly oflocal.
gasoline sales is unfairto Alaska citizens.

| feel thatitisunfair for the same company that refines state owned North Slope *
crude oil to be in direct competition with small retail gasoline stations. Small stations
such as mine have no other source for gasoliae other than Mapco.

| have tried to communicate my concerns about this "predatory pricing” situation
to Mapco and to open up a dialogue with their firm to help remedy this problem, but |
wasn’t successful. Idid finally receive a phone call from oaa of Mapco’s attorneyswho e
advised me that itwasillegal for them or mato discuss fuel prices. Ho indicated he.-
would send me a follow up letter, buti’ve never received it
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| have also tried to communicate my concems.to all of the state agencies, (State
of Alaska Department of Commerce, Department of Revenue, Department of Law,
Attorney General, Fair Business Practices Session, Oil & Gas Conservation Commission
Auditor Division Oil & Gas, and others) only to be toid “the state doesn’t have the
financial resources to help you fight Mapco * The only suggestion 1 got from these state
agencies was to hire my own attorney and fight Mapco on my own. As a small business
with limited resources, this is not an option for us.

| feel that our state should create a *level playing field” for retail gasoline stations
such os ours. Irregardless of which state agency is responsible for dealing with my
concerns - the State of Alaska should be fairin how this North Slope crude oil is re-sold
by Mapco around our state.

For the record, wholesale unleaded gasoline on the West Coast ofthe United
States on February 6 of this year was S.54 per gallon. The retail price on the west coast
varies from S.97 to S1.'07 per gallon. The average retail price today in Fairbanks is S1.28
per gallon.

The “bottom line” is that there needsto be some kind of regulatory process in
place that will stop the monopolistic practices that are ongoing with Mapco. Mapco
should be held accountable for controlling the price ofretail gasoline in Alaska.

1would appreciate hearing any suggestions that may help alleviate what we feel is
an unfair business practice.

President Auto Wash, Inc:
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A ppendix D: Changes to the Preliminary Finding and Draft Contract

Article 7, Effective Date and Term of the draft contract, paragraph 7.1 Condition to Precedent to
Effective Date was added. This paragraph was added to assure that after the contract is signed by
the State and Mapco that the contract does not become effective and enforceable until the
legislature approves it. This change necessitated a small change in the wording of the first
paragraph of the contract.

No comments requested changes to individual provisions of the preliminary finding and none of
the individual provisions were significantly changed. However, because of Williams Companies
Inc. pending acquisition of MAPCO Inc. a paragraph was added to the background section of the
preliminary finding.



AGREEMENT FOR THE SALE AND PURCHASE
OF
STATE ROYALTY OIL

to

MAPCO ALASKA PETROLEUM. INC.

THE STATE OF .ALASKA
Department of NaniraJ Resources

Dated as of March 6. 1998

SENATE BILL NO. 342
HOUSE BILL NO 469
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AGREEMENT FOR THE SALE AND
PURCHASE OF ROYALTY OIL
THIS AGREEMENT is entered into as of March 6. 1998. by and between the State of Alaska
(State) and Mapco Alaska Petroleum Inc.. an Alaska corporation with its principal offices located at
201 C Street. Anchorage. Alaska 99503 and Mapco Petroleum Inc.. a Delaware corporation with its

principal offices located 1800 South Baltimore Avenue. Tulsa. Oklahoma 74119 (collectively Mapco).

ARTICLE |
DEFINITIONS
As used in this Agreement, the terms listed below shall have the following meanings:
11 "Commissioner" means the Commissioner of the Alaska Department 01
Natural Resources or the Commissioner's designee.
12 "Dailv Rovaltv Oil" means the quantity of Royalty Oil produced by the
Lessees from the Prudhoe Bay Unit, as described in the Unit Agreement, in a Day.

13 "Dav" means a period of twenty-four (24) consecutive hours, beginning at

12:01 a.m.. Alaska Standard Time.

14 "Field Cost Agreement" means the Prudhoe Bav Rovaltv Settlement

Agreement effective April 1, 1980.

15 "Leases" means the Oil and Gas leases subject to the terms of the Unit

Agreement.

16  "Lessee" means a person, as “person” is defined in Alaska Statutes
01.10.060. owning a working interest in any of the Leases.

1
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[-7  "Maximum Quantity" means the applicable annual percentage of Sale Qil
that the State will deliver to Mapco under Article I1.

18 "Month" means a period beginning at 12:01 a.m.. Alaska Standard Time, on
the first Day of the calendar Month and ending at 12:01 a.m.. Alaska Standard Time, on the first
Day of the following calendar Month.

19 "Point of Delivery" means the location where the State receives Rny.ilry nj|
in-kind from the Lessees, which is currently, under Article 2.3 of the Field Cost Agreement, the
TAPS Pump Station No. 1Prudhoe Bay Custody Transfer Meter (“Transfer Meter").

1.10  "Rovaltv Oil" means the total volume of crude petroleum oil and other
hydrocarbons, including such substances as crude oil. condensate, natural gas liquids, or return oil
from the Prudhoe Bay Unit Crude Oil Topping Plant, that may be blended with crude oil before the
Point of Delivery and tendered as a corunon stream by the Lessees to the State as Royalty Qil. the
State may take in-kind at the Point of Delivery under the Leases as Royalty Oil regardless of
whether the State is taking the Royalty Oil in-kind.

111 "Royalty Settlement Agreement" means any written royalty settlement
agreement between the State and a Lessee that affects the Royalty Value of the State's Royalty Oil.

112 "Royalty Value” means an amount equal to the per barrel value the State
would have received from the Lessees for its Royalty Oil if the State had taken its royalty in-value

instead of in-kind, plus any costs incurred by the State as a result of taking the royalty in-kind rather

than in-value.
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113 "Saie_Oil" means all Royally Oil the State has agreed to sell to Mapco and
Mapco has agreed to purchase under this Agreement, whether from the Prudhoe Bay Unit or solely
from the Initial Participating Areas of the Prudhoe Bay Unit.

1.14  "TAPS" means the Trans Alaska Pipeline System.

1.15 "Unit Agreement" means the Prudhoe Bay Unit Agreement effective April I.

1977. by and between the Lessees and the State.

ARTICLE Il
SALE OF ROYALTY OIL
2.1 Quantify.
2.1.1  Sale Oil Quantity. The State agrees to sell to Mapco and Mapco
agrees to purchase from the State annually a Maximum Quantity of Sale Oil. which shall be a
percentage of the Royalty Oil produced in the Prudhoe Bay Unit. Ifthe State delivers Sale Qil
produced from the total Prudhoe Bay Unit. Mapco agrees to purchase as Maximum Quantity the

following percentages of the Daily Royalty Oil:

December 1. 1998 through December 31. 1999 - 27.0 percent:

January 1.2000 through December 31.2000 - 28.5 percent:

January 1.2001 through December 31.2001 - 30.0 percent:

January 1.2002 through December 31.2002 - 32.0 percent: and

January 1.2003 throutih December 31.2003 - 33.5 percent.
Ifthe State elects under Article 2.1.5 to deliver Sale Oil produced solely from the Prudhoe Bay Unit
Initial Participating Areas, Mapco agrees to purchase as Maximum Quantity the following

percentages of the Royalty Oil produced in a Day from the Prudhoe Bay Unit Initial Participating

Areas:
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December 1 1998 through December 31. 1999 - 33.8 percent:

January 1.2000 through December 31. 2000 - 35.2 percent:

January 1. 2001 through December 31. 2001 - 36.6 percent:

January 1. 2002 through December 31. 2002 - 38.5 percent: and

Januirv 1 2003 through December 31. 2003 - 40.1 percent.

2.1.2  Reduction in Maximum Quantity. Mapco may elect one time
annually to permanently reduce the Maximum Quantity of Sale Oil in effect. Mapco shall provide
the State with a separate written notice of each election to reduce the Maximum Quantity of Sale
Oil. Except when the additional notice provisions of Article 2.1.4 are invoked, a reduction in
Maximum Quantity shall be effective on the first Day of the Month following expiration ofa
minimum of one hundred Days arter wnnen notice of the election is delivered to the State. The
Maximum Quantity in effect may not be increased or reinstated at any time.

2.1.3  Monthly Nomination. Mapco may nominate to decrease or increase
the quantity of Sale Qil it will purchase in a specified Month. Mapco shall provide the State with a
separate written notice of each monthly nomination. Except when the additional notice provisions
of Article 2.1.4 are invoked, a monthly nomination shall be effective on the first Day of the Month
following expiration ofa minimum ofone hundred Days alter written notice of Mapco's nomination
is delivered to the State. In no event shall the total quantity of Sale Oil delivered to Mapco in a
Month exceed the Maximum Quantity of Sale Oil in effect at the time of delivery.

2.1.4  Additional Notice Provisions. Mapco acknowledges that ifa Lessee
invokes the force majeure provisions of its Royalty Settlement Agreement, the State may be
required to give up to six Months notice to the Lessee prior to decreasing the State’s nomination of

Royalty Oil to be taken in-kind in ar.y Month. Ifa Lessee invokes the force majeure terms of its

Royalty Settlement Agreement because Mapco exercises its rights under Article 2.1.2 or Article
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2.1.3. Mapco shall, tor an additional ninety Days after the effective date of Mapco's one hundred
Days written notice of the election or nomination, purchase the quantity of Sale Oil that Mapco was
obligated to purchase in the Month immediately preceding the effective date of the election or
nomination. If a Lessee invokes the force majeure terms of its Royalty Settlement Agreement, the
State shall reduce the quantity of Sale Qil it delivers to Mapco only to the extent the Lessee honors
the State's nomination, and the State shall not be obligated to further reduce the quantity of Sale Qil
it delivers to Mapco until expiration of ninety days after the effective date of Mapco's one hundred

Days written notice of the election or nomination.

2.1.5 Initial Participating Areas Quantity. The State mav elect to deliver >
Mapco and Mapco agrees to purchase from the State. Royalty Oil that is produced solely from the
Prudhoe Bay Unit Initial Participating Areas, as defined in the Unit Agreement rather than Royalty
Oil from all participating areas and Leases within the Prudhoe Bay Unit. Ifthe State elects to
deliver to Mapco Royalty Oil produced solely from the Prudhoe Bay Unit Initial Participating Areas.
Mapco agrees to purchase a Maximum Quantity of Sale Oil produced from the Prudhoe Bay Unit

Initial Participating Areas.

2.1.6  Waiver of Specific Quantity. The volume of Rovaltv Oil available
to the Suite may vary and may be interrupted from time to time depending on a variety of factors.
including the rate of production from the Leases. The State disclaims and Mapco waives, any
guarantee, representation, or warranty, either express or implied, that a specific quantity of the total.
daily, monthly, average, or aggregate volume of Royalty Oil will be delivered as Sale Oil under this
Agreement. Mapco disclaims any interest in. or right to. stored Royalty Oil that the State is or may

become entitled.
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2.1.7  Underlifted or Stored Rovaltv Oil. Ifthe State underlifts or stores
Royalty Oil at the Prudhoe Bay Unit, or if the State recovers underlifted or stored Rovaltv Oil. the
quantity of Sale Oil delivered under this Agreement shall be calculated as if no RoyaltyOil were
underlifted, stored or recovered.

2.1.8  State's Wanantv of Title. The State warrants that it has good and
marketable title to the Royalty Oil delivered and sold as Sale Oil under this Agreement.

2.2 Quality.

2.2.1 Quality of Sale Oil. The Royalty QOil the State delivers to Mapco as
Sale Oil shall be of the same quality' as the Royalty Oil from the Prudhoe Bay Unit delivered by the
Lessees to the State at the Point of Delivery. Fhe quality of the Royalty' Oil delivered to the State.
and thus, the quality of the Sale Oil the State delivers to Mapco may vary from time to time. The
Slate disclaims, and Mapco waives, any guarantee, representation, or warranty, either expressed or
implied, of merchantability, Illness for use. or suitability for any particular use or purpose, or
otherwise, and ofany specific, average, or overall quality or characteristic of Sale Oil delivered
under this Agreement. Mapco specifically waives any claim that any liquid hydrocarbons, including
such substances as crude oil. condensate, natural gas liquids, or return oil from the Prudhoe Bay
Unit Crude Oil Topping Plant, that may be blended with crude oil before the Point of Delivery and
tendered as a common stream by the Lessees to the State as Royalty Oil. are not Sale Oil for
purposes of this Agreement.

2] Price of the Sale Oil.

2.3.1  Price of Sale Oil. The price of Sale Oil the State delivers to Mapco

each Month shall be the Royalty Value ofall Royalty Oil from the Prudhoe Bay Unit that Month
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plus S. 15 per band, or if the State delivers Sale Oil only from the Prudhoe Bay Unit Initial
Participating Areas, the Royalty Value ofall Royalty Oil from the Prudhoe Bay Unit Initial
Participating Areas that Month plus S.15 per barrel. Appendix A illustrates calculation of the price
if Mapco had purchased Sale Oil during the Month of January. 1997.
2.3.2 Price Modifications, (f. during the term of this Agreement, tf

Royalty Value is modified as a result of modification ofa Royalty Settlement  ec-jment. a
corresponding retroactive modification to the price of Sale Oil shall take effect on the 'am ' Day as
the effective date of the Royalty Value modification. Interest, as set forth in Article 6.7.1 a. accrue
retroactively on the amount of any overpayment or underpayment for Sale Oil resulting from . .
price modification from the effective date of the Royalty Value modification until the amount of the
overpayment or underpaymen . plus interest, is paid in lull.

2.4 Reservation Fee. If. in any Month. Mapco does not nominate the Maximum
Quantity of Sale Oil then in effect, in addition to payment of the price of the Sale Oil Mapco
nominated in that Month. Mapco shall pay as a reservation fee an amount equal to .75 percent of the
price per barrel, as determined under Article 2,3. on the difference in quantity between the

Maximum Quantity of Sale Oil then in effect and the quantity of Sale Oil Mapco nominated in that

Month.

2.5 Rwreperg.

2.5.1 Non-Intervention. Mapco shall not intervene or otherwise parti

inany way in any rcopcneis, negotiations or other discussions under or pertaining to any Royalty

Settlement Agreement, in any current or future royalty settlement negotiations, agreements.
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reopenere. litigation or othei proceedings between the State and a Lessee, nor shall Mapco have arty
independent right to invoke any provision ot'a Royalty Settlement Agreement.

2.5.2 Notice of Reoneners. Because of the potential for an increase in the
price of Sale Qil as a result of any modifications ofa Royalty Settlement Agreement, the State shall
provide Mapco with written notice ofany modification or reopener request initiated hv BP. ARCO.

Exxon or the State. The notice may include information on the nature of the requested modification.
the requested effective date of the modification, and the position taken by BP. ARCO. or Exxon and
the State.

2.5.3 Bip-linu Effect. Mapco agrees to be conclusively bound by the terms
ofany modification, whether made under rcopencr provisions or otherwise, ofa Royalty Settlement
Agreement, and by the terms of any judgment or settlement resulting from any future royalty
settlement agreement, regardless of whether Mapco agrees with or consents to the terms of the
modification, reopener, judgment, or settlement.

2.6 Delivery of Sale Oil.

2.6.1  Date of First Delivery. The State will tender first delivery of the Sale
Qil to Mapco at the Point of Delivery on December 1 1998.

2.6.2 Subsequent Deliveries. After the first delivery, the State shall
thereafter tender delivery of the Sale Oil to Mapco at the Point of Delivery immediately upon the
State's receipt of the Royalty Oil from the Lessees.

2.7 Passage of Title and Risk of Loss. Title to, and risk of loss of, the Sale Oil

shall pass from the State to Mapco for all purposes when the State tenders delivery of the Sale Oil to
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Mapco at the Point of Deliver). Mapco shall bear all risk and responsibility for the Sale Oil alter
passage of title.

2.8 Indemnitication Alter Passaee of Title. Mapco shall indemnity and hold the
State harmless from and againsLanv and all claims, costs, damages (including reasonably
foreseeable consequential damages), expenses, or causes of action arising from or related to any
transaction or event in any way related to the Sale Oil alter title has passed to Mapco.

2.9  Transportation Arrangements. Mapco shall make all arrangements for
transportation ol the Sale Oil from the Point of Deliver)', through and away from the TAPS, and
shall be responsible for any TAPS pipeline lill and storage tank bottom requirements related to
transportation of the Sale Qil alter passage of title, 1.'pon the State's request. Mapco shall provide
the State with evidence or other reasonable assurance of: 1) the arrangements for transportation of
the Sale Oil from the Point of Deliver)', through and away from the T.APS: 2) arrangements tor
resale, exchange, or other disposal of the Sale Oil: and 3) if requested, information on specific
deliveries of Sale QOil by Mapco to the TAPS and identification of tankers \hat will transport the Sale
Oil. Mapco's failure to provide information, evidence, or assurances requested by the State shell, at
the State's election and after notice to Mapco. constitutes a material default under this Agreement.

2.10  Absolute Obligations. Mapco's obligations to provide security as required by
Article XVI. pay reservation fees, and purchase, transport and dispose of Sale Oil are absolute.
These obligations shall not be excused or discharged by the operation of any disability of Mapco.

event of force majeure. impracticability of performance, change in conditions, or other reason or

cause.
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ARTICLE 1l
IN-STATE PROCESSING

3.1 In-Slate Processing, Mapco shall use its best efforts to insure that Sale Oil will
be processed at its Alaska refinery or be exchanged for other crude oil that will be processed at its
Alaska refinery. Except as provided in Article 3.3. Mapco shall process not less titan 80 percent of
the of Sale Oil its Alaska refinery. "Process" means the manufacture of refined petroleum products.

3.2 Exchanges of Crude Oil. Mapco may enter into agreements to exchange Sale
Oil for other crude oil only as provided in this Article. .Amexchange of Sale Oil for other crude oil
may not reduce the price Mapco has agreed to pay the State for the Sale Oil or result in any cost or
expense to the State. "Exchange" means: 1)a direct trade of Sale Qil for an equal volume of other
crude oil: 2) a direct trade of Sale Oil for other crude oil that involves either cash or volume
adjustments, or both, based solely on differences in the quality or location of the crude oils
exchanged: 3) sequential transactions in which Mapco trades Sale Oil to one party and. in exchange,
receives crude oil from a party other than the party to whom Mapco traded the Sale Oil: and 4)

matching purchases and saies of Sale Oil for other crude oil.

3.3 Waiver of In-State Processing Requirement. The Commissione

in the Commissioner's sole discretion, waive the in-state processing requirement, in whole or in
pan. if the Commissioner is satisfied that Mapco is using its best efforts to fulfill its Article 3.1

obligations.

10



10
11
12
13
14
15
16
17
18
19
20
21

22

ARTICLE P/
MAPCQO'S REPRESENTATIONS AND OBLIGATIONS

4.1 Good Standing and Due Authorization. Mapco warrants that it is. and shall
remain at all times during the term of this Agreement: 1) a corporation organized and existing under
the laws of the United States or of a state, territory or the District of Columbia: 2) qualified to do
business in Alaska: and 3) in good standing with the State. Mapco warrants that it has all corporate
power and authority necessary, and has performed all corporate action required, to enter into and
fulfill its obligations under this Agreement.

4.2 Financial Condition. Mapco warrants that all financial information submined
to the State: 1) iscomplete, accurate, and fairly represents Mapco's financial condition at the time of
submission: and 21 there has been no material change in Mapco's financial condition, business
operations, or properties since it submined the financial information to the State. Mapco warrants
that the financial information was prepared in accordance with generally accepted accounting
principles. Mapco shall immediately inform the State of any material change in it’s financial
condition, business operations, agreements, or property that may affect its ability to pertorm its
obligations under this Agreement. Mapco shall immediately inform the State ofany significant
change in ownership of Mapco. or of Mapco's parent company or affiliates.

4.3  Financial Statements. Within one hundred and twenty Days after the end of
its fiscal year. Mapco shall, at its own cost and expense, submit to the State a complete financial
report in a form or forms prescribed by the State. The report shall include Mapco's balance sheet as
of the close of the fiscal year and the income statement for that year prepared in accordance with

generally accepted accounting principles. Mapco may comply with this requirement by submining a
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copy of Mapco Petroleum Corporation's annual report tiled with the United States Secunties and

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

ARTICLE V
MEASUREMENTS
51 Measurements. The quantity and quality of Sale Qil the State delivers under
this Agreement shall be determined by measurement at the Transfer Meter at the Point of Delivery.
Procedures used for metering and measuring the Sale Oil shall be in accordance with the procedures

in etfcct in the Prudhoe Bay Unit.

ARTICLE VI
INVOICING AND PAYMENT

6.1  Production Month Invoices. On or before the tenth business day of each
Month alter the first Month of delivery of Sale Oil. the State shall send to Mapco. a statement of
account with an invoice for the total amount due for the estimated quantity of Sale Oil delivered to
Mapco during the immediately preceding Month and the estimated price applicable to those
Jeliveries. The State will base its estimates on the best information reasonably available to the
State. The State shall adjust production month invoices as provided in Article 6.3 and Article 6.5.

6.2  Payment of Production Month Invoices. Mapco shall pay the total amount of
each production month invoice, in full, on or before the third business Day after the date ofthe
statement ofaccount that includes the invoice. Any amount not paid in full on or before the third

business Day after the date of the statement ofaccount shall accrue interest as provided in Article

12
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6.7. and become subject to the late payment provisions of Article 6.9. and any other remedies
available to the State under this Agreement and at law.

6.3 Initial Adjustments. Mapco acknowledges that any time alter a production
month invoice is sent, the State may receive more accurate information concerning the actual
quantity and price for Sale Qil delivered to Mapco in that Month. Mapco agrees that any time such
information becomes available to the State, in the next statement of account the State may make
initial adjustments to the immediately preceding invoice, and invoice Mapco for the initial
adjustments, plus interest as provided in Article 6.7 on the amount of any adjustment.

6.4 Payment of Initial Adjustments. Mapco shall pay the total amount of each
initial adjustment invoice, plus interest as provided in Article 6.7. in hill, on or before the third
business Day aihr the date of the statement of account that includes the initial adjustment invoice.
(fan adjustment is due to Mapco lor an overpayment, the State shall credit or refund to Mapco the
amount of the overpayment, plus interest as provided in Article 6.7. on or before the third business
Day after the date of the statement ofaccount that includes the initial adjustment invoice. Any
amount Mapco does not pay in lull when due shall become subject io the late payment provisions of
Article 6.9. and any other remedies available to the State under this Agreement and at law.

6.5 Subsequent Adjustments. Mapco acknowledges that any time after
production month and initial adjustment invoices are sent, the State may receive more accurate
information concerning the actual quantity and price for Sale Oil delivered to Mapco in any Month.
Mapco agrees that any time more accurate information becomes available to the State, the State shall
make subsequent adjustments to amounts previously invoiced in producdon month or initial

adjustment invoices, and send Mapco a statement of account with a subsequent adjustment invoice

13
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tor the amoum of any adjustments to the previous invoices, plus interest on any adjusted amount as
pruvided in Article 6.7.

6.6 Payment of Subsequent Adjustments. Mapco shall pay in full the total
amount of each subsequent adjustment invoice, plus interest as provided in Article 6.7. on or before
the thirtieth Day after the date of the statement of account that includes the subsequent adjustment
invoice. Ifan adjustment is due to Mapco for an overpayment, the State shall credit or retiind to
Mapco the amount of the overpayment, plus interest as provided in Article 6.7. on or before the
thirtieth Day after the date of the statement ofaccount that includes the adjustment invoice. Any
amount Mapco does not pay in full when due shall become subject to the late payment provisions of
\niclo 6.9. and any other remedies available to the State under this Agreement and at law.

6.7  Interest. All amounts Mapco does not pay in full when due under this
Agreement, and all amounts invoiced as adjustments for underpayments and overpayments for Sale
Oil delivered to Mapco. shall bear interest from the date accrued until paid in full at the rate
provided by Alaska Statute 38.05.135(d). or as that statutory provision may later be amended. In
this Agreement "date accrued" means the third business day after the date of the statement of
account that contains the production month invoice to which the initial or subsequent adjustment
applies. Appendices A and B illustrate accrual of interest.

6.8 Non-termination and limitations. Mapco acknowledges that the State may
continue to make subsequent adjustments after termination of this Agreement, and agrees that the
provisions of Article VI shall survive termination of this Ap**ement for any reason. The amount of
a subsequent adjustment rendered more than six years after the date ofdelivery ofthe Sale Oil upon

which it is based, shall bear interest for no more than six years from the date accrued, as defined in

14



«

10

11

12

13

14

15

16

17

18

19

20

21

Article 6.7. The six year limitation on interest shall not apply to payments Mapco tails to make
when due or to subsequent adjustments resulting from: I) regulatory, reopener, or court (including
appeals) proceedings commenced during the six year period, regardless of whether Mapco or the
State is a party; or 2) bona tide audits ofa Lessee commenced by the State within the six year
period.

6.9 Late Payment Penalty. Inaddition to all other remedies available to the
State, if Mapco fails to make timely payment in full ofany amount due. in addition to the amount
not paid when due. plus interest as provided in Article 6.7 from die date accrued until paid in lull.
Mapco shall pay the State an amount equal to live percent oi the amount not paid as a late payment
penally. Appendix B contains an illustrative example of interest and late payment penalties.

6.10 Disputed Payments. Ifa dispute arises concerning the amount ofan invoice.
Mapco agrees to pay the lull amount of the invoice when due pending final resolution of the dispute.

6.11 Confidential Information. The State and Mapco agree that the State may
invoice Mapco for. and Mapco agrees to pay. amounts that are based upon confidential information
held or received by the State. Ifconfidential information is used as the basis for an invoice, upon
receipt ofa written request from Mapco. the State shall furnish to Mapco a certified statement of the
Commissioner to the effect that, based upon the best information available to the State, the invoiced
amounts are correct.

6.12 MannerofPayment. Mapco shall pay all invaices in full within the times
specified and without any deduction, setoff. or withholding. Mapco shall pay all invoices by wire

transferof immediately available funds to the State's account at the following address:
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State Street Bank & Trust Company

Boston. Massachusetts

ABA #011000028

For credit to the State of’Alaska

General Investment Fund. AV01

Account 200657189

Attn: Kim Chan. Public Funds
Mapco may pay an invoice in such other manner or to such other address the State has specified in
an invoice or by other written notice. .All other payments due shall be paid in the same manner and
according to the same time schedule provided in this Article. 1f payment falls due on a Saturday,
Sunday, or legal federal holiday, payment shall be made on the next business Day.

6.12.1 Direct Payment to Lessees. Ifthe State directs Mapco in an invoice
or other writing to remit all or a portion of a payment required under this Agreement directlv to one
or more ofthe Lessees. Mapco shall remit the payment to the Lessee or Lessees in the manner
designated by the State, and within the time limits specified in Article VI. The State may. in
writing, authonze a Lessee to request direct remittance ofall or a portion ofa payment due under
this Agreement, and to designate the manner for payment. Unless otherwise specified by the State
in writing, the balance ofa direct partial payment to a Lessee, and all subsequent payments, shall be
made to the State in accordance with Article VI.

6.12.2  Direct Payment to Other Third Parties. Upon a determination by
the State that remittance to a third party ofan amount due under this Agreement will assist the State
in monitoring or enforcing the Agreement, the State may direct Mapco in an invoice or other writing
to remit all ora portion ofa payment due under this Agreement directly to a designated third party

other than a Lessee, and Mapco shall remit the payment to the designated third party in the manner

designated by the State, and within the time limits specified in Article VI. Unless otherwise
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specified by the State in writing, the balance ot'a direct partial payment to a third parry, and all

subsequent payments, shall be made to the State in accordance with Article VI.

ARTICLE VII
EFFECTIVE DATE AND TERM

7.1 Condition Precedent to Effective Date. This Agreement is subject to approval
under Alaska Statute 38.06.055 as a condition precedent to becoming effective. After the State and
Mapco have entered into this Agreement, it shall become effective and enforceable on the date upon
which it is approved pursuant to Alaska Statute 38.06.055.

7.2 Term. Flie State shall begin deliveries ot'Sale Oil under this Agreement on
December I. 1998. This Agreement shall terminate at the end of the Day on December 31. 2003.
Termination of this Agreement shall not relieve either party from any expense, liability, or other
obligation or any remedy that has accrued or attached prior to the date of termination. The

provisions of .Article VI shall survive termination of this Agreement.

ARTICLE VIII
DEFAULT OR TERMINATION

8.1 Default.

8.11 Eventsof Default. The Commissioner may, in the Com missi|
sole discretion, suspend or terminate the State’s obligations to tender, deliverand sell Sale 0l to
Mapco. and may exercise any one or more of the rights and remedies provided in this Agreement, or

atlaw, ifany one ormore ofthe following events of default occur:
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(iv)

(v)

(vi)

Except as otherwise provided in Article VEI. Mapco fails to perform
any of its obligations under this Agreement, and cannot cure the non-
performance or the non-pcrformance continues for more than thirty
Days after the State has notified Mapco of its non-pert'ormancc:
Within tive Days afier written request from the State. Mapco fails to
provide written assurances satisfactory to the State of its intention to
perform its obligations under this Agreement and evidence or
assurances of transportation arrangements under Article 2.9;
Mapco fails to pay in tull any sum of money owed under this
Agreement within one business day arter the State gives Mapco
notice that payment is due and has not been paid;
There is a substantial change in Mapco's financial condition, business
operations, agreements, or property, or ownership that may affect
Mapco's ability to perform its obligations under this Agreement, and
within five Days aher a request by the State. Mapco is unable or
unwilling to provide the State with adequate assurance of continued
performance;
Any representation or warranty made by Mapco in this Agreement is
found to have been materially false or incorrect when made; or
Mapco fails, or is unable for any reason (including reasons beyond

Mapco’s control), to maintain the security letter of credit required



under Article XVI. regardless of Mapco's willingness or ability to
perform any other obligations under this Agreement.

8.1.2 Default hv Failure to Pav. Mapco shall immediately provide the State
with written notice if Mapco is unable to pay any of its debts when due or is othep;,i>e insolvent.
Upon such notice from Mapco. or if the State independently determines that Mapco is unable to pay
any of its debts when due or is otherwise insolvent, the State's obligations to deliver and sell Sale
Qil to Mapco shall automatically and immediately terminate without any requirement of notice to
Mapco or other action by the State. Upon termination of the State's obligations under this Article.
Mapco shall be liable for payment and performance ofall its obligations for Sale Qil the State
delivered to Mapco before termination and for a minimum of one hundred Days after termination,
plus an additional ninety days ifa Lessee invokes the force majeure term of its Royalty Settlement
Agreement. Within thirty days after termination under .Article 8.1.2. the State shall have the right,
upon written notice to Mapco. to reinstate all of the State's and Mapco's obligations under this

Agreement retroactive to the date of termination.

8.2 State's Remedies. IfMapco defaults under this Agreement, in addition to all
other remedies available to the Stare under this Agreement and or at law. the following remedies

shall be available to the State in the Commissioner's sole discretion.

82.1 Mapco's Obligations Become Due. All monetary obligations Mapco
has accrued under this Agreement, even if not yet due and payable, shall immediately be due and

payable in full.
8.2.2  State May Dispose of Sale Qil. Until Mapco's default is cured or

this Agreement terminates, the State may dispose of the Sale Oil to third parties and may suspend
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the in-state processing obligations. Ifthe State exercises either of these remedies, regardless
whether this Agreement is terminated. Mapco shall be and remain liable i the State for the amount
of difference between ft. rrice for the Sale Oil under Article Il and the actual price the State
received from disposition of the Sale Oil to third parties.

8,23  Indemnification for Loss. Mapco shall hold the State harmless and
indemnify it against all liability, damages, expenses, attorney's fees and costs, and losses arising out
of Mapco's default, termination of the State's obligations, disposal ofthe Sale Oil to third parties.
and suspension, of the in-state processing requirements.

8.24  Other Riuhts and remedies. The State shall have the right
cumulatively to exercise all rights and remedies provided in this Agreement and by law. and obtain
all other reliefavailable under law or at equity, including mandatory injunction and specific
performance.

8.3  Limitation of Mapco's Remedies. Ifthe State breaches or defaults any of its
obligations under this Agreement. Mapco $+"1 not obtain a temporary restraining order or
preliminary injunction preventing the State from disposing of the Sale Oil subject to this Agreement.

8.4  Termination. Termination shall become effective upon the first Day of the
Month following expiration ofa minimum of one hundred Days after Mapco's wi men notice of
termination is delivered to the State. If, however, the additional notice provisions of Article 2.1.4
are invoked termination shall become effective upon the first Day of the Month following
expiration ofsix Months and tn Days after Mapco's written notice of termination is delivered to the

State. Termination shall not relieve either party from any expense, liability, other obligation, or
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remedy that has accrued or attached prior to termination. The provisions ot'Article VI shall survive

termination of this Agreement.

ARTICLE IX
DISPOSITION OF OIL

9.1  Disposition ot'Oil Upon Default or Termination. Mapco acknowledges that
the State may be required to provide six Months notice to the Lessees hefore the State may decrease
its in-kind nomination of Rovaltv’Oil in any Month. Itis within the Commissioner's sole discretion
to request a waiver of any notice provision, condition, or requirement ofa Lease or Royalty
Settlement Agreement. Ifthis Agreement terminates lor default or any other reason. Mapco shall
continue to accept and pay for Sale Oil through the first Day of the Month following expiration ofa
minimum of one hundred Days after the date of termination, ifthe Commissioner, in the
Commissioner's sole discretion so requires. If. however, the additional notice provisions of Article
2.1.4 are invoked. Mapco shall continue to accept and pay for Sale Oil until the expiration of six
Months and ten Days arter the Date of default or notice of termination.

9.2 Inability to Receive Sale Oil. I1f Mapco is unable or refuses to accept or
receive Sale Oil. Mapco shall nevertheless remain liable for disposal and payment for Sale Oil as
though it had been accepted by Mapco. The Commissioner may, in the Commissioner's sole
discretion, waive this requirement.

93  Security for Disposal of Sale Oil. To secure Mapco's obligations to purchase
and dispose of Sale Oil. upon the Commissioner's request. Mapco shall assign or otherwise transfer

to the State, or its designee, all or part of Mapco's right, title and interest in any arrangements for
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transportation of the Sale Oil through and away from the TAPS, whether such interests ax, under
nominations, leases, contracts, charter parties, or other agreements. The State will incur liability or
obligations under such assignment or transfer only to the extent the State actually exercises its rights

to succeed to Mapco's interests under and obtain the benefits of the assignments.

ARTICLE X
NONWAIVER
10.1  Nonwaiver. The failure of either party to insist upon strict or a certain
performance, or acceptance by either party of a certain performance or course of performance under
this Agreement shall not: I)constitute a waiver or estoppel of the right to require certain
performance or claim breach by similar performance in the future: 2) affect the right of either party

to enforce any provision: or 3) affect the validity ofany part of this Agreement.

ARTICLE XI
SEVERABILITY
111 Severe »ilitv. Ifa court decrees any provision of this Agreement to be invalid,
all other provisions of this Agreement shall remain valid. If. however, invalidation ofa provision
impairs a material right or remedy under this Agreement, either party may terminate this Agreement

by notice to the Other party as provided under .Article 8.4.

22



10
1
12
13
14
15
16
17
18

ARTICLE Xn
FORCE MAJEURE

12.1  Effect of Force Majeure. Except for Mapco's absolute obligations to provide
security, pay reservation fees, and purchase, transport and dispose of Sale Oil. neither parry shall be
liable for failure to perform tf performance is substantially prevented by force majeure alter good
faith efforts to perform. Except, however, if Mapco is prevented by force majeure from performing
any material obligation for sixty successive days or more, the State, in the Commissioner's sole
discretion, shall have the right to terminate this Agreement. Before the State exercises this right, the
Commissioner may require Mapco to negotiate in good faith to restore performance. In this
Agreement the term "force majeure” means an event or condition not within the reasonable control
of the party claiming the benefit of the excuse.

122 Notice of Force Maieure. Ifa party believes that force majeure has occurred,
the party shall immediately notify the other party of its claim of force majeure. The parry claiming
force majeure shall use reasonable diligence to remedy the force majeure. Except for Mapco's
absolute obligations to provide security, pay reservation fees, and purchase, transport and dispose of
Sale Oil. the disabled party's obligations to perform that are affected by the force majeure shall be
suspended from the time of notification to the other party until the disability caused by the force

majeure should have been remedied with reasonable diligence.
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ARTICLE Xm
NOTICES

131  Method. Unless otherwise specifically provided in this Agreement, all
notices, requests, demands or state: 'ents shall be in writin>j and delivered to the address specified in
this Article in person, by telecopier or other form of facsimile, by United States mail, postace
prepaid, registered or certified with a return receipt requested, to the party to be notified. A
statement of account the State delivers to Mapco by telecopy shall be deemed delivered to Mapco
when the State’s telecopier confirms that n was received at Mapco's telecopy number during normal
business hours. A notice, request, demand or statement delivered by United States mail shall be
deemed delivered on the earlier of expiration of seven Days afier it is deposited in the mail, or upon
the date of receipt by the party to whom it is directed. A notice, request, demand or statement
delivered in any other manner shall be effective only ifand when received by the party to whom it is
directed. The address of the parties shall be as follows.

State:
State of Alaska
Cononissioner of Natural Resources
400 Willoughby Avenue
Juneau. Alaska 99801

and
Director. Division of Oil and Gas
3601 C Street. Suite 1380
Anchorage, Alaska 99503-5948
Telecopy Number: (907)562-3852

Mapco:
President
Mapco Alaska Petroleum Inc.
3201 C Street. Suite 700
Anchorage, Alaska 99503-3960
Telecopy Number (907)273-3333



10
11

12

14

16
17

19
20
21

22

132 Change of Address. Each parry may notify the other of changes to its addre:

by delivering written notice of the chance.

ARTICLE XIV
RULES AND REGULATIONS
141 Rules and Regulations. This Agreement is subject to all applicable laws of
the State of Alaska, and orders, rules and regulations of the United States, the State of Alaska, and

any duly constituted agency of the State of Alaska.

ARTICLE XV
SOVEREIGN POWER OF THE STATE
151  Sovereign Powe-ofthe State. This Agreement shall not be interpreted to
limit in any way the State's ability to exercise any sovereign or regulatory powers, whether
conferred by constitution, statute or requlation. The State’s exercise ofany sovereign or regulatory
power shall not be deemed to enlarge any of Mapco's rights, or limit any of Mapco's obligations or

liabilities under this Agreement.

ARTICLE XVI
SECURITY
16.1  Letterof Credit. Seventy five Days hefore the Date of First Delivery, Mapco
shall deliver to the State an irrevocable stand-by letter of credit (hereafter the “Letter’). The Letter

shall be in a form satisfactciy to the Commissioner and shall be in effect by the Date of First
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Delivery, (tshall be issued for the benefit of the State by a state or national banking institution of
the United States that is insured by the Federal Deposit Insurance Corporation and has an acgrecate
capital and surplus amount of not less than One Hundred Million Dollars (S100.000.000) (hereafter
the "Issuer"), or other banking institution acceptable to the Commissioner. The principal face
amount of the Letter shall be an amount estimated by the Commissioner to be equal to the value of
all Sale Oil to be delivered by the State to Mapco during the seventy five Days immediately
following the Date of First Delivery. The Letter shall not require the State to submit any
documentation in support of drafts drawn against it other than a certified statement by the
Commissioner and the State's Attorney General that Mapco is liable to the State for an amount of
money equal to the amount of the draft, that the amount of money is due and payable in lull, and it
has not been timely paid.

The Letter shall provide that the State has the right to draw and present drafts to the
Issuer through the seventy-fifth Day after the State's last deliveiy of Sale Oil to Mapco under this
Agreement. The Letter shall be renewed under the terms of th;" Article no later than seventy five
Days hefore its expiration date so that a Letter is in effect continuously from the Date of First
Delivery through the seventy-fifth Day after the date of the State's last delivery of Sale Oil to
Mapco. I[fthe State does not receive a renewed Letter seventy five Days hefore the expiration of the
existing letter of credit: 1) Mapco shall be deemed to have materially breached this Agreement; 2) a
default under Article VI will have occurred: and 3) all Mapco’s obligations, expenses and

liabilities accrued as of that date, whether yet due and payable, shall' ‘ccme immediately due and

payable in full.
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Ifthe State asserts a claim or claims that equal a total amount of money greater than
the principal face amount of the Letter in effect. Mapco shall, upon the State’ request, cause the
principal face amount of the Letter to be increased by an amount sufficient to secure the total
amount ot the State's claims. Mapco is subject to this obligation even if Mapco denies, rejects, or
otherwise contests the State's claims.

If the principal face amount of the effective letter of credit is ever less than the
estimated price ofseventy five Days of Sale Oil deliveries. Mapco shall automatically and
immediately cause the principal face amount of the effective Letter to be increased to an amount
equal to the estimated price of seventy five Days delivery of Sale Qil. Ifthe principal face amount
of the effective Letter is greater than the estimated price of seventy five Days delivery of Sale Oil.
upon written approval of the Commissioner, in the Commissioner's sole discretion. Mapco may
Jecrease the principal face amount of the Letter to an amount equal to the estimated price of seventy
live Days delivery of Sale Qil.

16.2 Security Contract. LTpon approval by the Commissioner, in the
Commissioner's sole discretion, as alternative security to the Letter required in Article 16.1. Mapco
may deliver to the State: I)an irrevocable stand-by letter of credit in the principal face amount
estimated by the Commissioner to be equal to the value of Sale il to be delivered by the State to
Mapco during the forty Days immediately following the Date of First Delivery; and 2) an
irrevocable contract between a major oil company (hereafter the “Promisor”) and Mapco. for the
direct benefit of the State, in which the Promisor agrees to assume full liability for Sale Qil upon
notice that Mapco is in default of this Agreement (hereafter “Security Contract”). The f T Day

letter of credit shall be subject to all the terms and conditions of Article 16.1. The Security Contract

21



10
11
12
13
14

16
17
18
19
20
21

22

shall designate the State as intended third party beneficiary and shall be in effect bv the Date of First
Delivery. Itshall provide that upon written notice by the Commissioner to Mapco and the Promisor
that Mapco is in default of this Agreement, the Promisor shall immediately assume full liability for
purchase, transportation and disposal of a minimum of ninety Days deliveries of Sale Oil from the
Point of Delivery. If. however, a Lessee invokes the force majeure terms of its Royalty Settlement
Agreement, the Promisor shall be liable for a total of one hundred and eighty days deliveries of Sale
Oil. It shall provide the State a direct right of action against Mapco and the Promisor, jointly and
severally, to enforce the Security Contract, regardless of whether the State takes action to enforce
this Agreement against Mapco. It shall also provide that the Promisor has no right of action against
the State and may not assert against the State any defense it may have against Mapco under the
Security Contract.

16.3 Other Security. The Commissioner may, in the Commissioner's sole
discretion, require such other or additional security from Mapco as the Commissioner considers

adequate to protect the State's interest.

ARTICLE XVn
EMPLOYMENT OF ALASKA RESIDENTS
171 Employment of Alaska Residents. Mapco shall comply with all valid
federal, state and local laws in hiring Alaska residents and companies, and shJl not discriminate
against Alaska residents and companies. Within the constraints of law. Mapco voluntarily agrees to
employ Alaska residents and Alaska companies to the extent they are available, willing and

qualified for work performed in Alaska in connection with this Agreement. "Alaska resident"
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means an individual who is physically present in Alaska with the intent to remain in the state
indefinitely. An individual may demonstrate an intent to remain in the state by maintaining a
residence in the state, possessing a resident tishing, trapping, or hunting license or receiving a
permanent fund dividend. "Alaska companies" means compaju.-S incorporated in Alaska or whose
principal place of business is in Alaska. Ifa court invalidates any portion of this provision. Mapco

agrees to employ Alaska residents and Alaska companies to the extent permitted by law.

ARTICLE XVIII
APPLICABLE LAW

181  Govcminu Law. This Agreement, and all matters arising from or related to
this Agreement, shall be governed, construed and determined by the laws of the State of Alaska.

18.2  Jurisdiction. Any legal action or proceeding arising out of or related to this
Agreement shall be brought in a state court of general jurisdiction sitting in the State of Alaska, and
Mapco hereby irrevocably submits to the jurisdiction of that court in any such action or proceeding.

183  Venue. The parties agree that the venue for any legal action or proceeding

arising out of or related to this Agreement shall be in the Alaska Superior Court sitting in

Anchorage. Alaska.
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ARTICLE XIX
WARRANTIES
191  Warranties. The purchase and sale of Royalty Oil under this Agreement are
subject only to the warranties the State has expressly set forth in this Agreement. The State

disclaims and Mapco waives all other warranties, express or implied in law.

ARTICLE XX
AMENDMENT
201 Amendment. Tliis Agreement may be supplemented, amended, or modified

only by written instrument duly executed by the parties.

ARTICLE XXI
SUCCESSORS AND ASSIGNS
211 Successors and Assigns. No assignment, pledge, or encumbrance of this
Agreement shall be made by either party without first obtaining the written consent of the other
party, which shall not be unreasonably withheld. The Commissioner may consent on behalfof the
State. Subject to the requirement of written consent this Agreement shall be binding upon and inure

to the benefit of each of the parties and their successors and permitted assignees.



