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Final Finding and Determination to Sell Royalty Oil 
to 

MAPCO Alaska Petroleum Inc.

I. Summary

The com m issioner o f the Departm ent of Natural Resources, on behalf of the state o f Alaska, 
proposes a five-year sale of approximately 28,000 barrels per day o f the sta te’s royalty oil to 
MAPCO Alaska Petroleum  Inc. (M APCO). MAPCO operates a refinery in North Pole in the 
Fairbanks North Star Borough and is one o f the state’s largest retailers o f petroleum  products. 
This docum ent provides the final finding and determ ination required under AS 38.05.183 for the 
proposed sale.

The departm ent distributed the preliminary finding and draft contract on January 30, 1998. The 
public comm ent period ended one month later on March 3, 1998. The departm ent notified the 
public about the prelim inary finding and draft contract and written comm ents were solicited by 
sending a notice o f the sale or copies of *he preliminary finding and draft contract to 200 
citizens, special interest groups, industry ?nd s^vem m ent representatives, and the media. The 
department also advertised through display advertisem ents in newspapers throughout Alaska. 
At the close of the com m ent period, the departm ent received three letters. The letters are 
included as Appendix C to this finding.

The mailing and advertisem ents also notified the public of a meeting of the A laska Royalty Oil 
and Gas Developm ent A dvisory Board (Royalty Board) that was held on February 17, 1998 at 
which the proposed sale was discussed and public comm ent was solicited. Except for the 
representatives from  M A PCO , there was no public testimony at the Royalty Board meeting. 
However, a letter from H al W hitley, owner o f W et W illy’s Carwash in Fairbanks was faxed to 
the Royalty Board in the m orning before the Royalty Board met. The Royalty Board considered 
Mr. W hitley’s com m ents. Subsequently, the Royalty Board unanimously supported the sale and 
adopted the C om m issioner’s findings as its report to the legislature, and passed a resolution 
recommending approval o f the sale by the legislature.

This is a final finding and final conclusions have been reached. The com m issioner has 
determ ined that the proposed sale to M APCO is in the state’s best interest. The final finding, a 
copy o f 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 o f approxim ately 12.5 percent o f the oil and gas produced 
from the Prudhoe Bay Unit. The state may take its share of oil production "in-kind or "in­
value." W hen the state takes its royalty share o f the oil in-kind (RIK), it assum es ow nership of 
the oil, and the com m issioner disposes o f the oil through either com petitive or non-com petitive 
sales. W hen oil is taken in-vaiue (RIV), the state's lessees who produce the oil m arket the state's 
share along with their ow n share o f production. The lessees are obligated to pay the state the 
value o f  the state’s RIV share.



M APCO has a long history as a purchaser of RIK from the state. M APCO has the longest 
running contract for ANS RIK. Deliveries under its long-term  contract began in N ovem ber 
1979 for 35,000 barrels per day. This contract will not expire until Decem ber 2003. Through 
the end o f 1997, M APCO received approxim ately 205.8 m illion barrels o f RIK .1

On A ugust 26, 1997, the state agreed to sell to M APCO an additional volume o f royalty oil 
equal to 11.6 percent o f the daily royalty oil production o f the Prudhoe Bay Unit (PBU) for one 
year. Deliveries under this contract began on D ecem ber 1, 1997 and will continue through 
Novem ber 30, 1998. By statute this contract may not be renewed w ithout a specific 
recom m endation o f the Royalty Board to the legislature and the legislature’s subsequent 
approval. Last October, M APCO initiated negotiations with the departm ent for a new royalty 
oil supply contract to begin deliveries when this contract expires.

At the date o f this final finding, W illiam s Com panies Inc. is in the final stages of acquiring 
M apco Inc. This acquisition will become final when W illiam s Com panies Inc. receives approval 
from the Federal Trade Com m ission. On Novem ber 24, 1997, the com panies announced that 
they had entered into a definitive merger agreem ent providing for W illiam s to acquire M APCO. 
On February 26, 1998, M APCO shareholders approved the acquisition. Standard and Poor's 
(S&P) revised its outlook for both com panies to positive from  stable. Primarily, the outlook 
change reflects the strengthening fundam entals o f the W illiam s’ pipelines and prospects for 
im proving earnings at W illiam s Com m unications Group and W illiam s Energy Group. The 
proposed acquisition o f Mapco Inc. is also a positive factor in S& P’s outlook change,' The $3 
billion acquisition price includes $2.2 billion o f W illiam s com m on stock and the assumption of 
about $750 m illion o f acquired company debt. The conservatively financed acquisition should 
diversify W illiam s’ pipeline operations with a relatively successful downstream  energy services 
company. The m erger will have no affect on the proposed sale and contract terms.

This finding and determ ination and. the attached copy of the sales contract represent the result of 
those negotiations. M uch o f what was written by way o f background to the 1997 contract still 
applies today.

In the following section o f 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 

T erm

First delivery o f RIK oil is set for D ecem ber 1, 1998 and will continue for five years. The 
contract will term inate Decem ber 31, 2003. This coincides with the term ination date of 
M A PC O ’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.



Q u a n tity

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

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

R IK  V olum e
Y e a r R IK  % (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

W hen M A PC O ’s current long-term RIK contract with the state is considered with the proposed 
contract, the actual volum e taken by MAPCO will increase to approxim ately 56.7 percent o f the 
state’s royalty oil from the PBU.

The percentage o f royalty oil designated in the contract for each year is called the "M axim um  
Quantity.” If M APCO takes less than the M aximum Quantity, it will be subject to a per-barrel 
reservation fee on each barrel less than the M aximum Quantity. The per-barrel reservation fee 
is 0.75 percent of the full purchase price .1 M APCO may elect to decrease or increase the 
quantity o f RIK oil it will actually purchase m onth-to-m onth subject to certain notice 
requirements. M APCO also has the right to terminate the contract with one hundred days notice 
to cease deliveries. W ith the same notice period, M APCO may elect one time annually to 
perm anently reduce the M axim um  Quantity required under the contract. H ow tver, once 
M APCO issues an annual notice of its option to perm anently reduce the M axim um  Quantity, 
M APCO may not reinstate the M aximum Quantity to the initial level. In addition, 14APCO 
may not ever increase the M axim um  Quantity.

Because o f the terms o f the PBU Agreement in force am ong the producers and the state, the 
state combines royalty production from both the Prudhoe Bay field and royalty oil processed 
currently through the L isbum e Production Center. The 112,000 barrels per day o f royalty crude

3 The contract provide* MAPCO with some operationil flexibility. With the appropriate one hundred-day notice, MAPCG may 
take less than the Maximum Quantity, however, a reservation fee would apply to volumes less than the then applicable 
Maximum Quantity.
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oil forecast for 1998 (Table 2) is the sum  o f the royalty offtake from  PBU including both the 
Initial Participating Areas and the G reater Point McIntyre Area, i.e. Lisbume, Pt. McIntyre, 
W est Beach, North Prudhoe Bay State, and the N iakuk/Alapah Participating A reas.'

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 M APCO through 2003 and 30 percent of the PBU 
royalty oil to Tesoro through 1998. If the proposed M APCO contract is awarded, the state will 
still keep approxim ately 13 percent o f its royalty share o f PBU production as RIV or about 40 
percent o f 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 m ust 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 nom inate more RIK oil from the PBU will be limited after this 
RIK sale to M APCO, However, there will be some flexibility for the state to offer additional 
royalty oil from other non-PBU fields on the North Slope as circum stances warrant.

Q u a lity

M APCO m ust accept the sam e quality of oil that O r 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). M APCO 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 o f the contract. This waiver will protect the state against any future claim that 
M APCO did not receive its full or correct volume of RIK by asserting that condensate or NGLs 
are not crude oil.

4

‘Under the proposed contmx. the state reserves the right to supply 100 percent of MAPCO's volume from just the PBU Initial 
Participating Areas (EPA) rather than include the production from the Greater Point McIntyre Area, i.e., production processed 
through the Lisbume Production Center. In this case MAPCO would receive initially 33.8 percent of the PBU IPA production. 
MAPCO will be notified 90 days in advance if the commissioner, in his sole discretion, chooses to exercise this right
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Table 2: North Slope Royalty Crude Oil Production Forecast
(MBOD)

1998 1999 2000 2001 2002 2C03 2004 2005 2006
Greater Point McIntyre Area 23 19 16 13 11 10 9 8 8

lisbume t 1 1 1 1 1 1 1 1
Niakuk 4 3 3 3 2 2 2 2 2

Point McIntyre 17 14 11 9 8 7 6 6 5
West Beach -N. Prudhoe Bay 

State
Prudhoe Bay a/

0
89

0
84

0
81

0
77

0
74

0
71

0
68

0
64

0
60

Satellites b1 0 2 3 4 4 4 5 5 4
Prudhoe Bay Unit 112 105 100 94 89 85 82 72

Kuparuk River Unit 33 35 36 34 33 32 29 27 25
Milne Point a 9 10 11 12 13 13 12 11
Nonhstar 0 0 0 8 8 7 6 5 5

Otriar Onshore 0 0 0 0 4 4 4 4 4
Endkxnt 9 8 8 7 7 6 6 5 5
Badami 0 6 6 5 5 4 4 3 3
Alpine 0 0 5 6 6 6 6 5 5

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

Prudhoe Bay Unit 11 11 10 9 9 9 3 3 3
Kuparuk River Unit 3 3 3 3 3 3 3 3 3

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

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

MAPCO 11 35 35 35 35 35 as 0 0 0
MAPCO 12 c/ 13 - - - - - - -

Tesoro 34 - - - - - - - ••
Total Currant RIK ObSgsbon 85 35 35 35 35 35 0 0 0

ANS RoyaBy OH AvaUaMs to Supply Naw RIK 
Contract*: 65 113 117 117 116 109 143 131 123

MAPCO's proposed 27.0% i l  
conked t

28 2e 28 28 28 28 - -

ANS R o yaly  0 1  Wa— r t n f 37 85 89 89 88 81 143 131 123

a/ If the commissioner elects to sell MAPCO RIK from the Trudhoe Bay Initial Participating Area (IPA). then 
the price per band will be calculated on the basis of the volunw lighted average of the Royalty Value received 
from just the [PA. plus S. IS. See Table 2.
b/ Satellitiis include wells penetrating several smaller, unnamed reservoirs. cJ MAPCO's #2 contract expires November 30. 1998.dJ MAPCO's proposed contract is expected to start December 1, 1998 and expires on December 31, 2003.



r

Price

The proposed contract requires M APCO 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 o f 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 
M A PC O ’s price if it took deliveries under the proposed contract in January 1997.

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

Producer Gross
VrJ'jm*

PS-1
Vali*

Product o l Voluma 
VmasPS-1 Valua

Usbunw Production Cantar a/ d  d
ARCO 1,803,528.68 *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 *40,596,596.40

Piudhot Bay IPA a/
ARCO 6,812,971.60 *19.88000 *135.441,875.41
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 Watghtad Avaraga Vilua:

Prtca of Salt Oil:

AvaragaPM

*19.11766 
+ *.15/bbl
*19.26766

a/ Under the proposed contract, the state res-rves the right to supply 100 percent of MAPCO's volume from just the 
Prudhoe Bay Unit Initial Participating Areas rather than include the production from the Greater Point McIntyre 
Areas, i.e.. production processed through the Lisbume Production Center. This would imply that M/ *CO would 
receive approximately 33.8 percent of the Prudhoe Bay Initial Participating Areas production. MAPCO will be 
notified 90 days in advance if the commissioner, in his sole discretion, chooses to exercise this right, 
b/ Includes Larch. North Prudhoe Bay State and West Beach. d Includes wells penetrating several smaller, unnamed reservoirs.

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

5 ANS Royalty Litigation re fen io the dispute between ihe state and the ANS lessees that was resolved in several settlement 
agreements (Case No. 77-847 Civil, June 1977).
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settlem ent agreem ents with ARCO, BP, Exxon and the other PBU producers the M APCO 
contract will not require an interim pricing method.

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

The "displacem ent effect" theorizes that any RIK sale by the state to in-state refiners will replace 
ANS sales by North Slope lessees to W est C oast destinations including Alaska. Although the 
total volum e o f ANS sold on the W est Coast is the sam e without a RIK sale, the producers must 
show in their royalty reports that a larger proportion o f their oil is placed in destination markets 
where netback values are less than the W est Coast. The W est Coast destinations yield a higher 
royalty value than the other destinations. The average royalty value, weighted by oil volum es to 
each destination, is lower when the proportion of oil reported by the lessees going to the non- 
W est C oast destination increases. This proportion of deliveries to the W est 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 dim inished since the market o f total ANS sold on 
the G ulf C oast has disappeared. The G ulf C oast’s historically low royalty value contributed the 
biggest im pact in calculating the displacem ent effect. There are now no more waterborne 
shipm ents of ANS to the G ulf Coast and the volumes shipped to the M id-Continent or the Far 
East yield r etbacks that are higher than the G ulf Coast netbacks.*

As shown in this exam ple, (See Table 4) the displacem ent effect, is insignificant. The contract 
price is sufficient to com pensate the state for any reduction in the royalty value o f RIV oil.

'Alaska Department of Revenue, FaJl 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.
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TABLE 4: DISPLACEMENT EFFECT

I f  th e  N o rth  S lope p ro d u c e rs  ta k e  a ll o f  o u r  ro y a lty  o il “ in -va lu e ,”  
th e ir  sh ip m e n ts  w ill look like  th is :

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

In percentage terms:

3% + 92% + 5% -  100%

T he calculation of royalty value (and severance tax) is:

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

I f  th e  s ta te  se lls oil to  M ap co , th e  p ro d u c e r ’s p lacem en ts  o n  th e  W est C o as t 
a r e  re d u c e d  by  28,000 b a r re ls . T h e ir  sh ip m en ts  w ill now  look lik e  th is :

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 v 5%) = $14.67

In  th is  e x a m p le , th e  d isp la c e m e n t e ffec t h a s  n o  effect on  th *  s ta te ’s ro y a lty  a n d  sev eran ce
ta x  rev en u e .



The "com petitive effect" relies on the assum ption that the price o f ANS on the W est C oast as 
reported in the produceis’ royalty value is higher than the price that would result from a purely 
com petitive market. One North Slope producer dom inates the .ANS spot market and may be 
able to influence the price by its decision to transport oil to other destinations. W hen 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 W est Coast price. The “competitive effect” is probably immeasurable since ANS supply 
in the W est Coast m arket is declining. Com petitive m arket forces beyond the control of the 
.ANS producers, including the state, now govern the price of ANS.

In -S ta te  P ro cessin g

In the proposed contract, M APCO 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 M APCO from re­
selling RIK to a third party and possibly profiting from a favorable price charged to M APCO by 
the state. The in-state processing clause assures that the state will enjoy the benefits described in 
Section IV below.

P u rc h a se  P ric e  R e o p e n e r

The contract provides no provision for either the state or M APCO to renegotiate the price terms. 
Should the state pursue a price reopener as perm itted by the ANS Royalty Settlem ent 
Agreem ents, the state is obligated only to inform M APCO that negotiations have begun. 
M APCO will pay based on whatever the Royalty Value the state and the producers may 
negotiate.

M A PCO  also agrees that it will not intervene in any way in the negotiations or arbitration o f a 
reopener between the state and the producers. If the new price terms that may result are 
disagreeable to M APCO, it has the right to term inate the contract with one hundred days notice 
to cease deliveries.

P a y m e n ts

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 w ill 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-



year period. This provision appears in both the current one-year M APCO contract and T esoro’s 
current three-year contract.

T e rm in a tio n  N otice

The state requires at least one-hundred days notice of early termination o f the contract or any 
reduction in the maximum quantity taken by MAPCO. This timing is based on the ANS 
Royalty Settlem ent Agreements and the PBU Agreement. Under the original PBU Agreement, 
the state has a right to “denom inate” RIK deliveries with a six-month notice. However, under 
each o f the ANS Royalty Settlement Agreements, the timing requirement was reduced to 90 
days. T he ANS Royalty Settlement Agreem ents 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 o f its RIK and find 
custom ers to buy it and tankers to transport it. For this reason M APCO must provide sufficient 
notice to terminate the contract or reduce its maxim um  quantity, up to six-months and ten days 
if necessary.
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L ate  P a y m e n t P en a lty

If M A PCO  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 M A PC O ’s one 
year contract, the same late payment penalty applies.

In te re s t

Underpaym ents 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 
Settlem ent Agreements that are subject to re-adjustm ents for true-up audits, regulatory 
decisions, reopeners, or court proceedings. Both the state and M APCO 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 m ember banks for 
advances by the 12 Federal Reserve Bank or 11 percent com pounded quarterly, whichever is 
greater (AS 38.05.135(d)).

L o ca l H ire

Like M A PC O ’s one-year contract and virtually every RIK contra ;t to in-state refineries, the 
proposed contract requires that M APCO agree to employ Alaska residents and Alaska 
com panies to the extent they are available, w illing and qualified for the applicable work 
perform ed in Alaska in connection with the Agreement. An Alaska resident is defined as one 
who has resided in Alaska for one year at the tim e of employment and "A laska com panies” 
means com panies incorporated in Alaska o r whose principal place o f business is in Alaska. If



this provision is determined to be unconstitutional, then M APCO agrees to hire Alaska residents 
to the extent that the constitution allows.

II

S e c u r ity

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 M APCO, for any reason, fails to pay 
its bills or to take delivery. The value of the letter o f credit is calculated to protect the state from 
its exposure to “default risk” and “denom ination risk.” Default risk is the exposure the state 
faces if M APCO fails to pay. Since M APCO is billed on the first day of the month following 
the production m onth up to 39 days o f RIK will be delivered to M APCO 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 M APCO fail to pay, the state also runc. a risk of losing full value of 
its ROC when it “denom inates” the RIK volum es to RTV. As indicated above, the 90 day 
denom ination notice period under the ANS Royalty Settlem ent Agreements plus 90 days should 
a lessee declare force majeure represents the am ount o f 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 
instrum ent 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 sta te’s risk exposure is measured as follows:

T a b le  5: C a lc u la tio n  o f  M A P C O ’s L e tte r  o f  C re d it 
D e fau lt R isk  D ays
Days RIK tendered but not billed: 30
Days to Production M onth Invoice: 2
Production M onth Invoice Due: 3
Default Declared: 4

T o ta l D e fa u lt E x p o su re  39
D e n o m in a tio n  R isk
Volumes Subject to 90-day Denomination @ 100% 90 days
Probability that 90-day n o t^ e  rights invoked @ 100% 90 days
Resale Value of denom inated oil $.80 on the $ 1

N u m b e r  o f  d a y s  “ a t- r isk ”  (2 0%  X 90 days) 18
Volumes Subject to 90-day Force M ajeure @ 100% 90 days
Probability that 90-days notice rights invoked @ 100% 90 days
Resale Value o f denom inated oil $.80 on the $ I

N u m b e r  o f  d a y s  “ a t- r isk ”  (2 0%  X  90  d a y s) 18
T o ta l D e n o m in a tio n  E x p o su re  36

T o ta l R isk  E x p o su re  75

The letter o f credit is valued at the price of the RIK volume per day limes the num ber o f days 
of total risk exposure.



The proposed contract includes an alternative security provision if MAPCO so elects. This 
security provision requires that M APCO provide the state with an irrevocable stand-by letter o f 
credit for forty days o f RIK oil, plus an irrevocable backup contract with a major oil com pany 
subject to approval by the Commissioner. The backup contract would assume M A PC O ’s full 
liability to the state to purchase RIK oil for a m inim um  o f 90 nays or a m axim um  o f 180 days 
deliveries o f RIK oil. Should M APCO default, the state will draw from the 40  day letter o f 
credit and the backup contract would im m ediately take effect for the RIK oil due M A PCO  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 denom ination risk is driven by the state’s 
previous experience. The security and other provisions o f recent RIK contracts m itigate those 
risks. The Alpetco RIK sales contract, executed on February 22, 1978, a so-called in-state 
enhancem ent contract, was the worst perform er recovering only 94.5% of the principal. P an  of 
this difference were losses the state incurred on the royalty oil subject to “denom ination risk.” 
When Alpetco attempted to decrease its RIK purchases, the state realized only 78 percent o f the 
contract price.

Over tim e, the Division has looked at some o f the obvious problems with the Alpetco RIK 
contract and these problems have been m itigated or elim inated in the subsequent contracts. The 
proposed M APCO contract avoids the following:

• Dispute clause that allowed Alpetco to unilaterally withhold any amounts Alpetco disputed 
w ithout A lpetco’s debt being called due and payable.

See M APCO contract, page 15, line 11 (6.10 Disputed Payments) requires M APCO to pay 
the full am ount pending final resolution of the dispute.

•  Ability to intervene in ANS Royalty Litigation allowed Alpetco the potential to disrupt the 
settlem ent if the state pursued litigation against A lpetco’s parent company for claim s.

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

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

The M APCO contract establishes the tim ing required for termination notices, notices to 
reduce the M axim um  Quantity, and m onth-to-m onth deliveries volumes within the limits 
allow ed in the ANS Roy.ilty Settlem ent Agreem ents. The security clause requires a letter of 
credit and/or a backup contract so that the state can recover any losses due to prem ature 
denom ination of RIK.

12
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The commissioner considered the effects o f the sale of RIK on the economy o f the state and the 
projected benefits o f refining o r 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 o f 
RIK together with the attendant economic and social benefits. These benefits are m easured in 
terms o f jobs, taxes, and economic com petition among the state’s refineries for their products. 
The conclusions reached in the best interest finding that accompanied the current one-year 
contract are still applicable. Some o f the inform ation has been updated here

In the following discussion o f in-state benefits, there is one caveat: the degree to which these 
effects m ay be attributable to the sale depends on how important the sale is to the continued 
operation and expansion of M A PCO ’s North Pole refinery. The state can offer a som ew hat 
unique crude oil supply contract whose terms might not be available from any other seller. 
Presumably, M APCO 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 'sa le  may contribute to the 
ongoing operation and expansion o f the refinery m ust also be taken into account when 
describing the environmental effects of the refinery’s operation.

E co n om ic  Im p a c ts

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 
M APCO 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.

M APCO 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, 
M APCO employs another 300 people statewide at their M APCO express outlets .7 This 
translates as one-fourth o f the manufacturing jobs in the Fairbanks North Star Borough 
com peting largely with m ining and construction jobs. For the m ost part, these are also high- 
wage jobs with a payroll in the Fairbanks North Star Borough o f over $9.4 million in 1994." 
W ages 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 em ployment multiplier o f over 2.5, i.e., for every job  at M A PCO ’s North Pole refinery 2.5 
jobs are created in the wider Faribanks North Star Borough economy.

13
IV . In- S ta te  B e n e f it  A n a ly s is

7 Communication with Keith Selby. MAPCO Alaska Petroleum, Inc. 1/23/98.
" Lee Huskey, ISER. November 1995. •Table 2: The Fairbanks Petroleum Sector Private Industry Wage and Employment 
Effects." of the ‘The Petroleum Industry and the Fairbanks Economy" report.



M A PC O ’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) o f over 
$19.5 million in 1997.9

C o n su m p tio n  E ffec ts

The market for crude oil and the market for retail petroleum products are different m arkets. 
W hile crude oil is a factor in the production o f retail products (like electricity and labor), it is 
traded in a different market. Accordingly, lower prices o f crude will not necessarily transfer 
im m ediately to a lower price for retail products. W holesale product prices can move 
independently of ANS crude p rices10 because of the other factors. These other factors include 
such influences as refinery outages, changing gasoline specifications, gasoline inventory levels, 
the previous m onth’s wholesale price, and other energy market effects.

As with other in-state refiners, the presence of M APCO in the state provides com petition to 
outside fuel sellers who im port products to Alaska. California suppliers can capture the 
difference in state highway gasoline taxes of 22 cents per gallon between markets in A laska and 
California. For W ashington, 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 o f local suppliers o f retail products in competition with im ported 
pe'. oleum  products adds price com petition to the retail market. In the same manner, im ported 
products offer competition to local suppliers.

The presence of M A PCO ’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. M A PCO ’s healthy market share o f the gasoline 
and je t fuel trade indicates that im ported products sellers must consider M A PC O ’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.11 Both studies 
report that higher profit margins stem from weak competition. In 1985, only one in-state 
refinery produced motor gasoline throughout the entire calendar year. That refiner enjoyed a 
decrease in its price for most of its crude feedstock while wholesale prices were increased by an 
average of 6.5 cents per gallon.12 The Attorney General’s report concluded, "... the refineries 
are charging more for refined gasoline, even though they are paying less for the crude oil they 
use to make the gasoline.”  With only one refiner producing gasoline for the entire calendar year, 
there was little competitive pressure to reduce wholesale prices at a time when their largest cost 
input, the price of crude feedstock, decreased. MAPCO began refining motor gasoline in the 
last quarter of 1985 and has provided competition in that market.

14

9 Communication with Keiih Selby. MAPCO Alaska Petroleum Inc., Anchorage, Alaska 1/26/98.
10 William W. Wade and Robert R. Trout. “Cart) Gas Phase-In Price Spike: Collusion or Market Effects?*’ 1997
11 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.
12 Eairiuata gaavtiae Report, page 17-
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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 G eneral’s report explains that “The ...price difference [between wholesale prices in 
Anchorage and Southeast Alaska] appears to be due to a very low level o f competition between 
wholesalers in Southeast Alaska, which permits higher profit m argins." 13 Insofar as state 
refineries and product wholesalers can compete, the consum er can enjoy lower prices than 
would be the case if competition did not exist.
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Social Im p a c ts

M APCO paid 60 percent o f the property tax revenues collected in 1996 by the City of North 
Pole. Until 1997, when the Ft. Knox Gold Mine came on line, M A PC O ’s North Pole refinery 
had the highest property assessm ent in the Fairbanks North Star Borough at $94 m illion . 14 
M A PCO ’s tax contribution will grow as a result o f the refinery expansion. No incremental 
effects on land use, impacts on the local social infrastructure, i.e., schools, public safety, roads, 
and other governm ent services, are anticipated as a result of this sale.

E ffec t o f  R efin ery  E x p an s io n

M A PC O ’s North Pole refinery is the largest refinery by volume in the state. Almost half of 
M A PCO ’s business is jet-fuel sales, and the company has about, half the m arket at Anchorage 
International Airport which equals approximately 861,000 gallons per day in 1997. M A PC O ’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 o f the 
additional je t fuel production due to the refinery expansion is projected to supplant foreign 
imports of je t fuel. Including purchased volumes, MAPCO supplies approxim ately 39% o f the 
je t fuel used in Alaska. M A PC O ’s 1996 je t fuel production was 22,000 barrels per day or
924,000 gallons per day . 15

Jet-fuel demand in A laska 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 dem and 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 M APCO. Over 80% of North Pole refinery’s production is consum ed in 
the state o f Alaska. M A PCO  markets more than 40,000 bamels per day o f these refined 
products to Alaska, W estern C anada and the Pacific Rim. M APCO processes only Alaska 
North Slope crude oil. In addition, the refinery markets 64% o f its gasoline production through 
M APCO Express stores in Alaska.

M APCO estim ates that its retention (i.e. oil taken from TAPS at the North Pole refinery but not 
returned to the pipeline) will be approxim ately 45,000 barrels per day. In future years M APCO 
will retain approxim ately 64,000 barrels per day to produce M A PCO ’s produce slate. See Table

15 Memo to M. Mike Miller, page 2.
14 Lee Huskey, ISER. November 1995. 'Table 2: The Fairbanks Petroleum Sector Private Industry Wage and Employment 
Effects," of the “the Petroleum Industry and the Fairbanks Economy” report.
15 Communication with Keith Selby. MAPCO Alaska Petroleum Inc.. Anchorage. Alaska 1/23/58.
16 1996 MAPCO Petroleum Inc. Annual Report.



6 and Figure 2 titled "North Pole Refinery Total Retention and State Royalty Volumes" for the 
amounts by year. For every barrel o f oil that MAPCO retains in its refinery, M APCO returns 
two barrels of residual oil to the TAPS. (See Table 6 and Figure 3 titled "M A PC O ’s Projected 
Product Slate” for the types and percentages of refined products). After the 1998 expansion, the 
m axim um crude distillation capacity or processing capacity of the North Pole refinery will rise 
to 210 ,000  barrels per day.
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Q u a lity  B ank

M A PC O ’s expansion will increase its return flow by 63,000 barrels to a total of 159,000 barrels 
per day .17 This increased return flow to the pipeline degrades the crude oil stream. MAPCO 
com pensates for this degradation by m aking increased payments to the TAPS Quality Bank.

Any effect on ANS crude price due to increased degradation of the pipeline stream is 
com pensated 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.

E n v iro n m e n ta l Im p a c ts

Air quality issues: M APCO has made timely a application and com plied with ail permit
requirements required under T itle V o f the federal Clean Air Act am endm ents o f 1990 and 1993 
state legislation under which A laska was delegated authority. M APCO is in compliance with 
the applicable air quality regulations and Alaska Department of Environm ental Conservation 
(ADEC) officials expressed no problem s with the refinery. 18

Industrial wastewater issues: M APCO runs its treated discharges through filters then into the 
North Pole W astewater System. This is done under the authority o f a pretreatm ent permit. 
M APCO sends m onitoring inform ation to ADEC through quarterly reports. M APCO is in 
com pliance with the applicable wastewater regulations. 19

C ontam inated site issue: M A PCO  has an ongoing groundwater remediation program  and is still 
cleaning contam inants from  the aquifer. ADEC reports that M APCO is fulfilling its 
responsibility and operating properly under the appropriate perm its. W hen asked, ADEC 
responded that if the refinery ceased operation and discontinued the remediation program, it 
would be a detrim ent to the environm ent as natural degradation of remaining contaminants 
would be very slow .20 H ow ever, even if the refinery abruptly ceased operations, M APCO would 
remain liable as an operator or ow ner for any contamination that has occurred as a result of 
refinery operations/ 1

17 Communication with Keith Selby at MAPCO, Anchorage, Alaska 12/3/97.
11 Communication with Jack Coutts, Alaska Department of Environmental Conservation. 12718/97.
19 Communication with Tim Wingerter, Alaska Department of Environmental Conservation. 12/18/97.
20 Communication with Drug Bauer. Alaska Department of Environmental Conservation, 12/19/97.
21 Communication with Mary Lundquist, Alaska Attorney General’s Office, 1/22/98.
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TABLE 6
r

Table 6: M apco’s  P ro jected  P roduct S la te  (Percent o f Total R efinery Throughput)
1994 1995 1996 1997 1998 1999-2003

Gasoline Blendstock 9 13 15 15 13 9
Gasoline 11 12 12 11 14 10
Jet Fuel 54 52 50 50 49 57
Diesel 19 19 17 18 18 19
Heavy Atm. Gas Oil 5 2 4 5 5 4
Asphalt 2 2 2 1 1 1
Total 100 100 100 100 100 100
MAPCO R efinery R eten tion (barrels per day)

Total Retention 38,000 42,000 46,000 44,000 45,000 64,000
State Royalty Volume 35,000 35,000 35,000 35,000 45,000 57,000

RIKHISTB.XLS;TABL£ 8 3/4/M 4:03 PM Pag* t
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V. Findings and Determination

In any disposition o f RIK, the com m issioner must conclude that the best interest o f the state will 
be served by a non-com petitive sale (AS 38.05.183(a)), and that, the non-com petitive sale of 
RIK will be awarded to the prospective buyer whose proposal offers m axim um  benefits to the 
citizens o f the state (AS 38.05.183(e)). The com m issioner 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 econom y o f the 
state; (3) the projected benefits o f 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 sam e criteria that are to be considered by the Royalty Board in its 
review o f the sale. The criteria listed in AS 38.06.070(a) are: (1) the revenue needs and fiscal 
condition o f the state; (2 ) the local and regional requirements for petroleum  products; (3) the 
desirability o f localized capital investm ent, increased payroll, and secondary developm ent 
effects; (4) the social impacts o f the sale; (5) the additional costs to the state and local 
governm ents caused by the developm ent related to the transaction; (6) the local and regional 
labor market; (7) environm ental effects; and (8) the impact on existing private com m ercial 
enterprises and investm ent patterns. The com m issioner also considered com m ents from the 
public received during the 30-day public notice period.

The applicable statutes and regulations are included in Appendix B.

C o m p e titiv e  B id d in g  is W aiv ed

As com m issioner o f the D epartm ent o f Natural Resources, I have determ ined 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 
w ithout com petitive bidding. The state is currently selling 71 percent o f its PBU royalty oil 
under M A PC O ’s long term and one-year contracts and Tesoro’s three-year contract. In 1999, 
T esoro 's three-year and M A PC O ’s one-year contracts expire.

By 1999, M A PC O  will purchase approxim ately 60 percent o f ANS royalty oil under its 25 year 
contract and the proposed contract. The state will retain 40 percent o f its royalty, approxim ately
65,000 barrels per day for future RIK dispositions. Tesoro indicated verbally to the departm ent 
an interest in a  new one-year contract beginning in 1999.22 The state will retain enough royalty 
oil to m eet the needs o f  other RIK  purchasers even with the proposed contract.

A copy o f the Prelim inary Finding and Determ ination was delivered to the A laska Royalty Oil 
and Gas D evelopm ent Board as notification under 11 AAC 03.040 that com petitive bidding has 
been waived.

22 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, I find that taking RIK oil and selling by 
non-competitive bid to M APCO 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 
royalty value o f RIV by $.15 per barrel. Therefore, the requirem ents o f AS 
38.05.183(c) and 11 AAC 03.010(b) are satisfied. Furtherm ore, the sales price 
satisfies the definition of “market conditions" in 11 AAC 03.024(1) and (3).

2. The projected effects of the sale, exchange or other disposal on the econom y of the 
state: T he projected effects of the sale to MAPCO on the econom y o f 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 com petition.

3. The projected benefits of refining or processing the oil in the sta te : The presence of 
M A PCO ’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 com petition to 
imported petroleum  products. The consum er may enjoy lower gasoline prices than 
would '.he case if competition did not exist because M APCO, other refineries and 
product wholesalers com pe.e for a share of the gasoline sales market.

4. The ability o f 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: M A PC O 's 
North Pole refinery is the largest refinery by volume in the state. It has been in 
business in A laska since the late 1970’s, and provides a 50 percent share of the local 
market for diesel fuels, je t fuels and gasolines.

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

In addition, I find that the sale offers maxim um  benefits to the citizens o f Alaska. The proposed 
sale meets the following criteria:

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

2. T he local and  regional requirem ents fo r petroleum  products: There are local and 
regional econom ic benefits to be derived  from  the con tinued  operation  and  expansion 
o f  the N orth  Pole refinery. W hile the proposed con tract m ay increase the financial 
viability  o f  the refinery, the ex ten t to  which these benefits can be ascribed  to  the 
proposed con tract canno t be predicted . As described  above, M A P C O  is an  im portant



com petitor in the market of refined petroleum  products. Vigorous com petition in fuel 
sales in the state may provide for lower consum er product prices. (AS 38.06.070(a)(2))

3. The desirability o f localized capital investment, increased payroll, and secondary 
developm ent 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 
com petitor in the in-state market for refined petroleum products. M / DCO is 
undertaking a $70 m illion expansion program at the refinery. During the construction 
period o f the refinery expansion, there will be short-term economic benefits of jobs 
and salaries. In addition, MAPCO will add 17 perm anent jobs to the local economy. 
(AS 38.06.070(a)(3))

4. The social im pacts of the sale: Both the Fairbanks North Star Borough and the state 
receive revenues from M APCO as property taxes and corporate income and excise 
taxes. M A PCO  contributes $94 million to the local property tax base. W ith 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: M APCO provides direct jobs to 120 people in 
the city o f 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 em ployers in the Fairbanks North Star region. (AS 38.06.070(a)(6))

7. Environm ental effects: Any environm ental 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 comm ercial enterprises and investment patterns: Any 
impacts on existing private comm ercial enterprises and investm ent patterns could 
result from  morr, com petition in the product market and lower prices for products 
m ight result fro .n  this competition. (AS 38.06.070(a)(8))
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C r ite r ia  W eig h ts

A ccording to 11 A A C  03.060(b), "In considering  the criteria described in AS 38.05.183(e), the 
C om m issioner sta ted  w hich  crite ria  applied  to the proposed d isposition  and discussed the weight 
given to the app licab le crite ria  in determ ining the m axim um  benefit to  the state...."



In m aking this finding, the departm ent first determ ined 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 departm ent next exam ined the criteria to determ ine that the state would not create 
any unacceptable social or environm ental impacts. Finally, the departm ent 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.

R o y alty  B o a rd

The prelim inary finding and determination was subm itted to the Royalty Board in compliance 
with AS 38.05.183(c) w hich provides that the com m issioner may not waive competitive bidding 
of this sale o f RIK unless prior written notice is given to the board. Under AS 38.06.070(c) the 
Royalty Board will m ake 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 B oard’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

L eg isla tive  A p p ro v a l

According to AS 18.06.055(c) the comm issioner may not renew the current one-year contract 
with M A PCO  w it’tout the prior approval o f the legislature. By statute, the Royalty Board 
reviewed this sale and a written recommendation will be subm itted to accompany a bill 
introduced in the legislature to approve the sale (AS 38.06.050).

C o n c l u s i o n

Under the terms o f the proposed contract, the state receives a fair value for the royalty oil, 
prom ote in-state processing, product competition and attendant benefits. The state will retain 
enough royalty oil to m eet the needs of other RIK purchasv's even with the proposed contract. 
The price terms are satisfactory, and the sale to M / P C O  offers econom ic 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 m axim um  benefits to Alaska citizens.

V< r/ ̂
Date



Appendix A: Summary of Previous North Slope Royalty Oil Sales

V olum es. Beginning in Novem ber 1979 and continuing to the present, the state has delivered 
North Slope RIK to fourteen comoanies in twenty negotiated contracts, two com petitive sales, 
and one quasi-com petitive sale. By December 1997, the state delivered over 529 million barrels 
or approxim ately 50 percent o f its North Slope royalty crude oil through these contracts.

Negotiated royalty oil sales are defined as dispositions of royalty oil where a determ ination has 
beer, made that the best interest of the state does not require com petitive bidding or that no 
competition exists. In every case the negotiated contracts were for sales o f 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 o r 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 am ount of royalty oil sold to these com panies 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 M APCO have been the state’s two most consistent customers.

Under various contracts through the 1980’s Tesoro took approxim ately 218.8 million barrels of 
REK.23 The biggest o f those contracts was a 10-year agreem ent that term inated 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 approxim ately 38,000 
barrels per day o f the sta te’s royalty oil to begin deliveries after T esoro’s long-term RIK contract 
expired Decem ber 31, 1994. W hen Tesoro’s one-year contract expired in Decem ber 1995, 
Tesoro signed a three-year RIK contract for 30% or an initial volume o f approximately 39,000 
barrels per day o f the s ta te’s royalty oil. This contract expires at the end o f December 1998.

The M APCO and Golden Valley Electric Association (GVEA) purchases were refined at the 
MAPCO refinery in North Pole (capacity 159,000 barrels per day). M APCO has the longest 
running contract for ANS RJK. Deliveries under its long-term contract began in N ovem ber 1979 
for 35,000 barrels per day. This contract will not expire until Decem ber 2003. In Decem ber 
1997, M APCO was issued a one-year RIK contract for 13,000 barrels per day. This contract 
expires at the end o f N ovem ber 1998. To date, M APCO has received approxim ately 205.8 
million barrels o f 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 S tar’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

t

“ Includes Chevron exchange barrels



Kuparuk R iver U nit (76.18 percent of the royalty share). However, the contract lapsed 
autom atically in D ecem ber 1993 because Petro Star JV  did not take any royalty o il.24

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

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

In the quasi-com petitive sale the sta te 's  royalty oil was sold in predeterm ined barrel lots for less 
than one year through com petitive bid using negotiated sale procedures. The quasi-com petiiive 
royalty oil sale called for interested parties to submit price bids to a standard form contract. The 
m inim um  bid per barrel equaled or exceeded the state’s volum e weighted average of the lessees' 
reported R IV  prices. The selection of purchasers was based entirely on the premium offered. No 
in-state priority  preferences were included as a part o f this sale.

Figure A 2 illustrates the total am ount 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 
o f oil the state sold in-kind remained relatively constant. From  1990 through 1993 the volume 
taken in-kind declined to approxim ately 26 percent of the s 'a te ’s North Slope royalty oil. In 1995 
the volum e o f  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 ^tx that began January 1995. After 
T esoro’s one-year R IK  contract expired in December 1995, Tesoro began a new three-year 
contract for 30.0%  o f the sta te 's  royalty oil from the North Slope, This contract expires at the 
end o f D ecem ber 1998. In 1997, the state’s RIK oil increased by 11.6% o r 13,000 barrels per day 
when M A PC O  signed a  one-year RIK oil supply contract from  the N orth Slope that began in 
D ecem ber 1997. As o f  D ecem ber 1997, deliveries of ANS RIK are approxim ately 82,000 banels 
per day or 50.6 percent o f the state’s total North Slope royalty share.

R ecen t D ev elop m ents . The status o f the most recent contracts is show n in Table A -l. During 
the years o f  1990 through 1994, the state took less of its oil in-kind than at any tim e since the last 
half o f  1985. Beginning in 1995 to the present the s ta te 's  RIK oil share increased with Tesoro 
signing one-year and three-year RIK contracts. At the end o f  1997, the state’.'; RIK oil share 
increased again when M A PCO  began taking an additional 13,000 bpd under a new one-year RIK 
contract w ith  the state. This one-year contract expires N ovem ber 1998. In the future, the state’s 
RIX  oil share is likely to continue to increase under the p ro p e r  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.
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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 o f a 
mineral obtained by the state as a royalty under AS 38.05.182 or o f a right to receive future 
mineral production under a state lease under this chapter shall be made otherwise than by 
com petitive bid, and the Alaska Royalty Oil and Gas D evelopm ent Advisory Board has been 
notified in w riting o f that determination, the com m issioner shall make public in writing the 
specific findings and conclusions upon which that determ ination is b a se d .

AS 38.05.183(e). W hen a sale, exchange or other disposal o f  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 m ade other than by com petitive 
bid, the sale, exchange or other disposal shall be awarded by the com m issioner to the prospective 
buyer w hose proposal offers the maximum benefits to citizens o f the state. The com m issioner 
shall consider:

( 1) the cash value offered;
(2 ) the projected effects o f the sale, exchange or o ther disposal on the economy o f 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 o f the 
state; and

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

AS 38.06.050(c). Com petitive bidding in a sale, exchange or other disposition described in (a) o f 
this section m ay not be waived by the com m issioner of natural resources under AS 38.05.183 
unless prior written notice o f proposed waiver is given to the board.

AS 38.06.055. L egislative ap p rov al, (a) In addition to the recom m endation by the board 
required under AS 38.06.050, the com m issioner o f natural resources may not enter into a sale, 
exchange, or o ther disposition o f oil or gas or o f the rights or waiver o f the rights to receive 
future production o f  royalty oil or gas under AS 38.05.183 w ithout the prior approval of the 
legislature. The legislature m ay approve a sale, exchange, or other disposition o f oil or gas or of 
the rights o r o f  a waiver o f the rights to receive future production o f royalty oil or gas only by 
enacting legislation, (b) The provisions o f (a) o f this section do not apply to

( 1) the sale, exchange, or other disposition o f 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 o f state-owned royalty gas or oil that specify the sale and 
delivery o f not more than

(A) 400 barrels o f crude oil per day;
(B) 460 barrels o f natural gas liquids per day; and
(C) 2,400 M cf o f natural gas per day.

I



(c) a sale, exchange, or other disposition of oil or gas under (b )(1) of this section m ay not be 
continued after the end of one year or renewed with the sam e party without the prior approval of 
the legislature under (a) of this section. This subsection does not apply to a sequential 
com petitively bid sale of oil or gas made with the same party under (b )(1) o f this section.

AS 38.06.070. C rite ria , (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 o f 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 o f state or federal com m odity allocation 
requirements which might be applicable to those products and by-products, and the 
priorities among competing needs;

(3) the desirability of localized capital investm ent, increased payroll, secondary 
developm ent and other possible effects o f the sale, exchange or other disposition of 
oil and gas or both;

(4) the projected social impacts o f the transaction;
(5 ) the projected additional costs and responsibilities which could be imposed on the 

state and affected political subdivisions by developm ent related to the transaction;
(6 ) the existence o f specific local or regional labor or consum ption markets or both 

which should be met by the transaction;
(7 ) the projected positive and negative environm ental effects related to the transaction; 

and
(8 ) the projected effects o f the proposed transaction upon existing private commercial 

enterprise and patterns of investments.

2



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

The departm ent sent either a copy of the prelim inary finding and draft contract, or a notice 
announcing its availability to 200-person m ailing list. In addition, advertisem ents were 
published in the Anchorage Daily News, Juneau Empire, Fairbanks Daily News-M iner, Kenai 
Peninsula Clarion and the Valdez Vanguard.

The departm ent received three letters about the proposed sale. One letter from the Fairbanks 
C ham ber of Com m erce expressed support for the sale, while another letter from Prince Singka 
requested a copy o f the draft contract. The last letter from Hal Whitley, owner o f W et W illy’s 
Carwasn in Fairbanks was addressed and presented to the Alaska Royalty Oil and Gas 
Developm ent Advisory Board at a meeting o f the Royalty Board on February 17, 1998. Copies 
o f these letters follow.
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G r e a t e r  F a i r b a n k s  C h a m b e r  o f  C o m m e r c e

250 C o sn rran  S :* e e ^ S .  :e 2D

5.1X -SC7i -56-5553

February 3. 1998
\

Ms. Nancy Jurgens
Division o f  Oil and GayV
ALASKA DEPT. OF NATU RA L RESOURCES
3601 “C " Street. Suite 1380
Anchorage, AK 99503-5948

RE: Royalty Oil Sale to M APCO

Dear Ms. Jurgens:

The G reater Fairbanks Cham ber o f Com m erce is pleased to go on record in support o f  the 
proposed new  royalty oil contract between the State o f Alaska and M APCO ALASKA 
PETROLEUM  Inc. This 28,000 barrel per day contract for five years wiF supply the new 
S70 m illion expansion o f  M A PC O ’s N orth Pole Refinery that is now urn :r construction.

M APCO will primarily refine additional je t fuel and diesel fuel with the crude oil purchased.
The expanded production will help fuel A laska’s growing international air cargo business and the 
growing Alaska econom y in general.

M APCO plays a significant role in the econom y o f  interior Alaska, They employ about 130 • 
em ployees at the refinery, w ith an additional 15 new  perm anent em ployees to be added w ith  the 
refinery expansion. M APCO is the largest custom er of the A laska Railroad. They are one o f  the 
major custom ers o f  Golden Valley Electric Association. In addition, M APCO supports a broad 
range o f  educational, cultural and other activities throughout Alaska.

We respectfully request that the A laska Royalty Oil. and Gas Developm ent Advisory Board 
approve this contract and recom m end legislative approval following the public hearing on

T herese Sharp 
C hairw om an o f  th e  B oardPresident/CEO

CHAMBER BENEFACTORS
Dedicated to Fairbanks’ Economic Future

A l y e s t e p f i S & S  M A P C O
A W T A I a s c o m



F r o m  t h e  D e s k  i f  H a l  C .  W h i t l e y

WET WILLY’S
Auto Wash, Inc. dba Wet Willy’s Car Wash 

1295 U niversity  Ave 
P.O. Box 80047, F airbanks. A laska 99708 

P h o n e : (907) 474-8585 • F a x : (907) 474-4343
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Wtr WILLY5 CAR WASH PAGE

A uto  V 'a h ,  Inc.
P.O . BV ; 80047 

F a irb an k s  \ K  99708

To: A lask a  R oyalty  O il & Gas E nvelopm ent A dv iso ry  B oard

The p u rp o se  o f  th is  fax  to day  is to  express m y  co n cern  ab o u t the  S ta te  o f  A lask a  
se lling  its c ru d e .o il to  M apco . T hank  you  fo r  tak ing  th e  * in e  to  rea d  m y co m m en ts  
today. I apo log ize  fo r n o t being  p resen t as iny business p rev en ts m e  from  leav ing  
Fairbanks tcday .

I rw n  a n d  o p e ra te  th ree  sm all businesses here in  A lask a , tw o  o f  th ese  o ffe r  re ta il 
g a so lira  fo r sale. A ll o f  th e  gaso line so ld  in Fairbanks o rig in a tes from  M a p c o ’s refin ery  
in  K e ith  P o le  (fifteen  m ile s  aw ay) w hich  is supplied  by  th e  cru d e  o il from  the A lask a  
P ipeline .

M y  c o n cen t is th a t fo r the past few  m onths, M a p c o ’s  re ta il gaso line sta tions h av e  
b een  se lling  gaso line  fo r app rox im ate ly  th e  sam e  p rice o u r fac ility  pays o u r  supplier, 
S ourdough  Fuel. B ecause o u r firm  opera tes tw o d ifferen tly  b ran d ed  sta tions a n d  a re  
su p p lied  by tw o  d iffe ren t “jo b b e rs” , w e feel confident from  o u r p as t tw elve y ears o f  re ta il 
g aso line  sales ex perience , th a t th e  “jo b b e rs ’ p rice  to  us is fair:

L ike a ll gaso line sta tions, w e have th a  usual overhead , ie. lab o r, e lectric ity , 
m ain tenance , p o llu tion  an d  liab ility  insurance, no t to  m en tio n  th e  expen se  re la ted  to  o u r  
cap ita l in v e s tm e n t

In effect, M ap co ’s reta il gaso line  sta tions have tak en  aw ay  from  its co m p e titio n  
a ll o f  th e  p rice  m arg in  on  gaso line sa les in  Fairbanks. In  add itio n , because o f  M a p c o ’s 
gas sta tions lo w  gaso line p rices , M apco  h as effectively  d ecreased  su b stan tia lly  a il o f  th e  
g aso line  vo lum es o f  th e  co m petin g  gasoline sta tions.

B etw een  1985 and  1 9 9 0 1 sa w  th is  sam e scenario  p lay o u t in  W asilla , A lask a  
w h ere  o u r seco nd  fac ility  is located . T h e  overall effec t th e re  e lim in a ted  q u ite  a  few  o f  
th e  “M o m  an d  P o p ” gaso line  s ta tions. A s a  S n a il businessm an , I can n o t s tan d  id ly  by  
an d  w a tch  th is  sam e “ predato ry  p ric ing  ro u tin e” happen  ag ain  in  F airbanks.

I u nd ers tan d  th a t M ap co  h as invested  several m illio n  d o lla rs  in  its  N o rth  P o le  
refin ery  fo r th e  p u rp o se  o f  m ak in g  a  p ro fit on  fuel sales. I w h o leh earted ly  ag ree  w ith  th a t 
undertaking . M y  p lea  to  th is  b o a rd  is  to  p rovide a  “ level p lay in g  f ie ld "  fo r g aso lin e  sa les  
in  In te rio r A laska.

I feel th a t  M ap co ’s  to ta l d om ina tion  o f  gaso line sa les in  F airb an k s is  b la tan tly ' 
u n fa ir  to  co m p etin g  re ta il gaso line  fa c il it ie s .!  a lso  fee l th a t M a p c o ’s  m onopo ly  o f  l o c a l . 
g aso lin e  sa les is  u n fa ir  to  A lask a  citizens.

I feel t h a t  i t  i s  u n fa ir  fo r th e  sam e  com pany th a t re fin es s ta te  o w n ed  N o rth  S lo p e  * 
c ru d e  o il to  b e  in  d irec t com petitio n  w ith  sm all re ta il g aso line  s ta tio n s. S m all s ta tio n s 
su ch  as m ine h ave no o th e r sou rce fo r  gaso liae  o the r th an  M apco .

I have tried  to  co m m u nica te  m y  concerns ab o u t th is  "p red a to ry  p ric in g ”  s itu a tio n  
to M ap co  an d  to  o p en  u p  a  d ia log u e  w ith  th e ir  firm  to  h e lp  rem ed y  th is  p ro b lem , b u t I  
w a sn ’t successfu l. I d id  finally  rece iv e  a  phone ca ll fro m  o a a  o f  M a p c o ’s a tto rney s w h o  • 
ad v ised  m e  th a t i t  w a s  illegal fo r  th em  o r  m a to  d iscuss fu e l p rices. H o  in d ic a te d  he.- 
w o u ld  se n d  m e a  fo llo w  u p  letter, b u t i ’v e  never rece iv ed  i t
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I have a lso  tried  to  co m m unicate  my co n cem s.to  all o f  the s ta te  agencies, (S ta te  
o f  A lask a  D ep a rtm en t o f  C om m erce, D epartm ent o f  R evenue, D ep a rtm en t o f  Law , 
A ttorney  G eneral, F a ir  B usiness P ractices Session, O il & G as C onservation  C o m m iss io n  
A uditor D iv ision  O il &  G as, an d  o thers) o n ly  to be  to id  “th e  sta te  d o e sn ’t  have th e  
financial resou rces to  he lp  you  fight M apco  ’ T he only suggestion  1 go t from  th ese  s ta te  
agencies w as to  h ire  m y ow n attorney and  fi ght M apco  on  m y  ow n. A s a  sm all business 
w ith  lim ited  re so u rce s , th is is not an  op tion  fo r us.

I  feel th a t o u r s ta te  should  create a  *' level p lay ing  fie ld ”  for re ta il gaso line  s ta tio n s 
such  os ours. Irreg ard less o f  w hich  sta te  agency is responsib le  fo r dealing  w ith  m y 
concerns - th e  S ta te  o f  A lask a  should  be f a i r  in how  th is N o rth  S lope crude o il is  re-so ld  
by  M apco  around  o u r state.

For th e  reco rd , w ho lesa le  u n leaded  gasoline o n  th e  W est C o ast o f  th e  U nited  
S tates on Feb ruary  6  o f  th is y ear w as S. 54 p er gallon. T he reta il p rice  o n  th e  w est coast 
varies from  S.97 to  S I . '07 p e r gallon. T he average retail p rice today  in F airb an k s is S I .2 8  
p e r gallon.

T he “b o tto m  lin e” is th a t there needs to  be som e k ind  o f  regu lato ry  p rocess  in 
p lace that w ill s to p  th e  m ono po listic  p ractices that are  ongo ing  w ith  M ap co . M apco  
sh o u ld  b e  he ld  acco u n tab le  fo r con tro lling  the price o f  re ta il gaso line in  A laska.

1 w ou ld  ap p rec ia te  hearing  any suggestions that m ay help  a llev ia te  w h at w e feel is 
an  unfa ir business p ractice.

P residen t A uto  W ash, Inc;
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A ppendix D: Changes to the Preliminary Finding and Draft Contract

Article 7, Effective Date and Term  o f the draft contract, paragraph 7.1 C ondition 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 w ording o f  the first 
paragraph o f the contract.

No com m ents requested changes to individual provisions of the prelim inary finding and none of 
the individual provisions were significantly changed. However, because o f  W illiam s Companies 
Inc. pending acquisition o f M A PCO  Inc. a paragraph was added to the background section of the 
prelim inary finding.

2



SENATE BILL NO. 
HOUSE BILL NO.

AGREEMENT FOR THE SALE AND PURCHASE

OF

STATE ROYALTY OIL 

to

MAPCO ALASKA PETROLEUM. INC.

THE STATE OF .ALASKA 
Department o f NaniraJ Resources

Dated as of March 6. 1998

342
469



TABLE OF CONTENTS

A R T IC L E  I: D E F IN IT IO N S
1.1 Com m issioner .............................................
1.2 Daily Royalty Oil .......................................
1.3 Day ..................................................
1.4 Field Cost A g re e m e n t...................................
1.5 Leases ..............................................................
1.6 Lessee ..............................................................
1.7 M aximum Quantity .....................................
1.8 Month ...............................................................
1 9 Point o f  Delivery .......................................
1.10 Royalty Oil ...................................................
1.11 Royalty Settlement Agreement ..............
1.12 Royalty Value ................................................
1.13 Sale Oil ...........................................................
1.14 TAPS ..............................................................
1.15 Unit Agreem ent ..........................................

A R T IC L E  II: S A L E  O F  R O Y A L T Y  O IL
2.1 Quantity ..............................................................

2.1.1 Sale Oil Quantity ............................
2.1.2 Reduction in Maximum Quantity
2.1.3 M onthly Nomination .......................
2.1.4 Additional Notice Provisions . . .
2.1.5 Initial Participating Areas Quantity
2.1.6 W aiver o f  Specific Quantity
2.1.7 Underlifted or Stored Royalty Oil
2.1.8 S tate’s W arranty o f Title ..............

2.2 Quality .................................................................
2.2.1 Quality o f Sale Oil .........................

2.3 Price o f  the Sale O i l ..........................................
2.3.1 Price o f  Sale Oil . . .  .................
2.3 .2  Price M o d if ic a tio n s .........................

2.4  Reservation Fee ................................................
2.5 Reopeners ...........................................................

2.5.1  N on-Intervention ............................
2 .5 .2  Notice o f  Reopeners .......................
2.5.3  Binding Effect ..................................

2.6 Delivery o f  Sale Oil .......................................
2.6.1 Date o f  First Delivery ....................
2 .6 .2  Subsequent Deliveries ....................

2.7 Passage o f  T itle and Risk o f  Loss ..............
2.8 Indem nification After Passage o f  Title . . .

I
1
1
1
I
1
2
2
2
2
2
2
3
3
3

3
3
4
4
4
5
5
6
6
6
6
6
6
7
7
7
7
8
8
8
8
8
8
9

i



8.2.4 Other Rights and R e m e d ie s .............................................................. 20
8.3 Limitation o f Mapco’s Remedies .................................................................... 20
8.4 Termination ...........................................................................................................20

A R T IC L E  IX: D ISPO SIT IO N  O F O IL
9.1 Disposition o f  Oil Upon Default or Term ination .......................................  21
9.2 Inability to Receive Sale Oil ...............................................................................  21
9.3 Security for Disposal o f Sale Oil ....................................................................... 21

A R T IC L E  X: N O N W A IV E R
10.1 Non-W aiver ........................................................................................................... 22

A R T IC L E  X I: S E V E R A B IL IT Y
11.1 Severability ...........................................................................................................  22

A R T IC L E  X II: F O R C E  M A JE U R E
12.1 Effect o f Force Majeure ..................................................................................... 23
12.2 ' Notice o f Force Majeure ............................ . .....................................................  23

A R T IC L E  X III: N O T IC E S
13.1 Method ...................................................................................................................  24
13.2 Change o f  Address ................................................................................................ 25

A R T IC L E  X IV : R U L E S  AND R E G U L A T IO N S
14.1 Rules and Regulations ..............................................................    25

A R T IC L E  XV: S O V E R E IG N  P O W E R  O F  T H E  S T A T E
15.1 Sovereign Power o f the State ...........................................................................  25

A R T IC L E  X V I: S E C U R IT Y
16.1 Letter o f  Credit .....................................................................................................  25
16.2 Security C o n tr a c t ................................................................................................  27
16.3 Other Security ..................................................................................................... 28

A R T IC L E  X V II: E M P L O Y M E N T  O F  A L A SK A  R E S ID E N T S
17.1 Em ployment o f  Alaska Residents ..................................................................... 28

A R T IC L E  X V n i:  A P P L IC A B L E  L A W
18.1 Governing Law ....................................................................................................  29
18.2 Jurisdiction ............................................................................................................  29
18.3 Venue ..................................................................................................................... 29

A R T IC L E  X IX : W A R R A N T IE S
19.1 W arranties ............................................................................................................  30

iii



CORRECTION
T H E  F O L L O W I N G  D O C U M E N T ( S )  

H A V E  B E E N  R E F I L M E D  T O  
A S S U R E  L E G I B I L I T Y  O R  P A G I N A T I O N

Central Microfilm Services 
Depanement o f Education 
State of Alaska



TABLE OF CONTENTS

A R T IC L E  I: D EFIN IT IO N S
1.1 Commissioner ......................................................................................................... 1
1.2 Daily Royalty Oil ................................................................................................  1
1.3 Day .  ....................................................................................................................... I
1.4 Field Cost A g re e m e n t..........................................................................................  1
1.5 Leases ............................................................................................................................ 1
1.6 Lessee ............................................................................................................................ I
1.7 Maximum Quantity .............................................................................................  2
1.8 Month ......................................................................................................................  2
1 9 Point o f Delivery ................................................................................................ 2
1.10 Royalty Oil ...........................................................................................................  2
1.11 Royalty Settlement Agreem ent ......................................................................  2
1.12 Royalty Value ........................................................................................................  2
1.13 Sale Oil ........................................................................................................................ 3
1.14 TAPS ...................................................................................................................... 3
1.15 Unit Agreement ..................................................................................................  3

A R T IC L E  II: SA L E  O F R O Y A LTY  O iL
2.1 Quantity ....................................................................................................................  3

2.1.1 Sale Oil Quantity ........................................................................................3
2.1.2 Reduction in M aximum Quantity ........................................................ 4
2.1.3 Monthly Nom ination ............................................................................  4
2.1.4 Additional Notice Provisions .............................................................  4
2.1.5 Initial Participating Areas Quantity .................................................. 5
2.1.6 W aiver o f Specific Quantity ..............................................................  5
2.1.7 Underiifted or Stored Royalty Oil ................................................... 6
2.1.8 State 's W arranty o f  Title .................................................................... 6

2.2 Quality .......................................................................................................................  6
2.2.1 Quality o f Sale Oil ............................................................................... 6

2.3 Price o f the Sale O i l ......................................................................................................6
2.3.1 Price o f  Sale Oil .................................................................................. 6
2.3.2 Price M odifications ............................................................................... 7

2.4 Reservation Fee ......................................................................................................  7
2.5 Reopeners .................................................................................................................  7

2.5.1 N on-Intervention .................................................................................  7
2.5.2 Notice o f Reopeners ...........................................................................  8
2.5.3 Binding Effect ....................................................................................... 8

2.6 Delivery o f  Sale Oil .............................................................................................. 8
2.6.1 Date o f  First Delivery.............................................................................. 8
2.6.2 Subsequent Deliveries ........................................................................  8

2.7 Passage o f  Title and Risk o f  Loss ....................................................................  8
2.8 Indem nification After Passage o f  T itle ............................................................. 9

i



2.9 Transportation Arrangements ............................................................................  9
2.10 Absolute Obligations .............................................................................................  9

A R T IC L E  III : IN -S T A T E  P R O C E S S IN G
3.1 In-State Processing .............................................................................................  10
3.2 Exchanges o f Crude Oil ....................................................................................  10
3.3 Waiver o f  In-State Processing Requirement ...............................................  10

A R T IC L E  IV: M A P C O ’S R E P R E S E N T A T IO N S  AND O B L IG A T IO N S
4.1 Good Standing and Due Authorization ........................................................  11
4.2 Financial Condition .............................................................................................  11
4.3 Financial Statements ..........................................................................................  11

A R T IC L E  V: M E A S U R E M E N T S
5.1 Measurements ........................................................................................................  12

A R T IC L E  V I: IN V O IC IN G  AND P A Y M E N T
6.1 Production Month Invoices ...............................................................................  12
6.2 Payment o f Production Month Invoices ......................................................  12
6.3 Initial Adjustments .............................................................................................  13
6.4 Payment o f  Initial Adjustments ......................................................................  13
6.5 Subsequent Adjustments ..................................................................................... 13
6.6  Payment o f  Subsequent Adjustments ...........................................................  14
6.7 Interest ...................................................................................................................  14
6.8  Non-termination and limitations ...................................................................  14
6.9 Late Payment Penalty .......................................................................................  15
6.10 Disputed Payments .............................................................................................  15
6 .11 Confidential Information .................................................................................. 15
6.12 Manner o f  Payment ..........................................................................................  15

6.12.1 Direct Payment to Lessees ...........................................................  16
6.12.2 Direct Payment to Other Third Parties ..................................... 16

A R T IC L E  V II: E F F E C T IV E  D A TE A N D  T E R M
7.1 Condition Precedent to Effective D a t e ...........................................................  17
7.2 Term ......................................................................................................................... 17

A R T IC L E  V IE : D E F A U L T  O R  T E R M IN A T IO N
8.1 Default ......................................................................................................................  17

8.1.1 Events o f  Default ..................................................................................... 17
8.1.2 Default by Failure to P a y ...................................................................  19

8.2 State’s Remedies ................................................................................................... 19
8.2.1 Mapco’s Obligations Become D u e ................................................  19
8.2.2 State May Dispose o f  Sale Oil ...................................................... 19
8.2.3 Indemnification for Loss .................................................................  20

ii



8.2.4 Other Rights and R e m e d ie s .............................................................. 20
8.3 Limitation o f  M apco's Remedies .................................................................... 20
8.4 Term ination ............................................................................................................20

A R T IC L E  IX: D IS P O S IT IO N  O F  O IL
9.1 Disposition o f  Oil Upon Default or Term ination ....................................  21
9.2 Inability to Receive Sale Oil ...............................................................................  21
9.3 Security for Disposal o f  Sale Oil ....................................................................... 21

A R T IC L E  X: N O N W A IV E R
10.1 Non-W aiver ............................................................................................................ 22

A R T IC L E  X I: S E V E R A B IL IT Y
11.1 Severability ............................................................................................................ 22

A R T IC L E  X II: F O R C E  M A JE U R E
12.1 Effect o f Force M ajeure .....................................................................................  23
12.2 ’ Notice o f Force M ajeure .............................; ..................................................... 23

A R T IC L E  X III: N O T IC E S
13.1 Method ....................................................................................................................  24
13.2 Change o f Address .................................................................................................25

A R T IC L E  XIV: R U L E S  A N D  R E G U L A T IO N S
14.1 Rules and Regulations ........................................................................................  25

A R T IC L E  XV: S O V E R E IG N  P O W E R  O F  T H E  S T A T E
15.1 Sovereign Power o f the State .........................................................................  25

A R T IC L E  X V I: S E C U R IT Y
16.1 Letter o f  C redit ...................................................................................................... 25
16.2 Security Contract ................................................................................................... 27
16.3 Other Security ........................................................................................................ 28

A R T IC L E  X V II: E M P L O Y M E N T  O F  A L A S K A  R E S ID E N T S
17.1 Em ployment o f  Alaska Residents ..................................................................... 28

A R T IC L E  X V III: A P P L IC A B L E  L A W
18.1 G overning Law .........................................................................................................  29
18.2 Jurisdiction .............................................................................................................  29
18.3 Venue .....................................................................................................................  29

A R T IC L E  X IX : W A R R A N T IE S
19.1 W arranties .............................................................................................................  30

iii



A R T IC L E  XX: A M E N D M E N T
20.1 Am endm ent ........................................................................................................  3q

A R T IC L E  XX I: S U C C E S S O R S  AN D  A SSIG N S
21.1 Successors and Assigns .............................................................................. 30

A R T IC L E  X X II: R E C O R D S
22.1 Preservation ot‘ Records .............................................................................  31
22.2 Inspection o f Records ...................................................................................... 31

A R T IC L E  X X III: IN T E R P R E T A T IO N  O F  T E R M S  AND C O N D IT IO N S
23.1 Interpretation o f  Term s and Conditions ....................................................  32

A R T IC L E  X X IV : C O U N T E R P A R T S
24.1 C ounterpans ............................................................................................................  3 3

S IG N A T U R E S  ...................................................................................................................................................... 3 4

A C K N O W L E D G M E N T  .............................................................................................................................. .....

A C K N O W L E D G M E N T  .............................................................................................................................. .....

A C K N O W L E D G M E N T  ..................................................................................................................................3 7



1 AGREEMENT FOR THE SALE AND

2 PURCHASE OF ROYALTY OIL

3 THIS AGREEMENT is entered into as o f March 6 . 1998. by and between the State o f Alaska

4 (S tate) 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

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

7

3 ARTICLE I

9 DEFINITIONS

10 As used in this Agreement, the terms listed below shall have the following meanings:

11 1.1 "Commissioner" means the Commissioner o f the Alaska Department o1’'

12 Natural Resources or the Commissioner's designee.

13 1.2 "Dailv Rovaltv Oil" means the quantity o f Royalty Oil produced by the

14 Lessees from the Prudhoe Bay Unit, as described in the Unit Agreement, in a Day.

15 1.3 "Dav" means a period o f twenty-four (24) consecutive hours, beginning at

16 12:01 a.m.. Alaska Standard Time.

17 1.4 "Field Cost Agreement" means the Prudhoe Bav Rovaltv Settlement

18 Agreement effective April 1, 1980.

19 1.5 "Leases" means the Oil and Gas leases subject to the terms o f  the Unit

20 Agreement.

21 1.6 "Lessee" means a person, as “person” is defined in Alaska Statutes

22 01.10.060. owning a working interest in any o f  the Leases.

1



1 I -7 "Maximum Quantity" means the applicable annual percentage o f Sale Oil

2 that the State will deliver to Mapco under Article II.

3 1,8 "Month" means a period beginning at 12:01 a.m.. Alaska Standard Time, on

4 the first Day of the calendar Month and ending at 12:01 a.m.. Alaska Standard Time, on the first

5 Day o f the following calendar Month.

6 1.9 "Point o f Delivery" means the location where the State receives Rny.ilry n j |

7 in-kind from the Lessees, which is currently, under Article 2.3 o f the Field Cost Agreement, the

8 TAPS Pump Station No. 1 Prudhoe Bay Custody Transfer Meter ("Transfer Meter").

9 1.10 "Rovaltv Oil" means the total volume o f crude petroleum oil and other

10 hydrocarbons, including such substances as crude oil. condensate, natural gas liquids, or return oil

11 from the Prudhoe Bay Unit Crude Oil Topping Plant, that may be blended with crude oil before the

12 Point of Delivery and tendered as a corunon stream by the Lessees to the State as Royalty Oil. the

13 State may take in-kind at the Point of Delivery under the Leases as Royalty Oil regardless of

14 whether the State is taking the Royalty Oil in-kind.

15 1.11 "Royalty Settlement Agreement" means any written royalty settlement

16 agreement between the State and a Lessee that affects the Royalty Value o f the State's Royalty Oil.

17 1.12 " Royalty Value” means an amount equal to the per barrel value the State

IC would have received from the Lessees for its Royalty Oil if the State had taken its royalty in-value

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

20 than in-value.

->



1 1.13 "Saie_Oil" means all Royally Oil the State has agreed to sell to Mapco and

2 Mapco has agreed to purchase under this Agreement, whether from the Prudhoe Bay Unit or solely

3 from the Initial Participating Areas o f the Prudhoe Bay Unit.

4 1.14 "TAPS" means the Trans Alaska Pipeline System.

5 1.15 "Unit Agreement" means the Prudhoe Bay Unit Agreement effective April I.

6 1977. by and between the Lessees and the State.

7

8 ARTICLE II

9 SALE OF ROYALTY OIL

10 2.1 Quantify.

11 2.1.1 Sale Oil Quantity. The State agrees to sell to Mapco and Mapco

12 agrees to purchase from the State annually a Maximum Quantity o f Sale Oil. which shall be a

13 percentage of the Royalty Oil produced in the Prudhoe Bay Unit. If the State delivers Sale Oil

14 produced from the total Prudhoe Bay Unit. Mapco agrees to purchase as Maximum Quantity the

15 following percentages o f  the Daily Royalty Oil:

16 December 1. 1998 through December 3 1. 1999 - 27.0 percent:
17 January 1.2000 through December 31.2000 - 28.5 percent:
18 January 1.2001 through December 31.2001 - 30.0 percent:
19 January 1.2002 through December 31.2002 - 32.0 percent: and
20 January 1.2003 throutih December 31.2003 - 33.5 percent.
21
22 If the State elects under Article 2.1.5 to deliver Sale Oil produced solely from the Prudhoe Bay Unit

23 Initial Participating Areas, Mapco agrees to purchase as Maximum Quantity the following

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

25 .Areas:

3
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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 I. 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 o f Sale Oil in effect. Mapco shall provide 

the State with a separate written notice o f each election to reduce the M aximum Quantity of Sale 

Oil. Except when the additional notice provisions o f Article 2 .1.4 are invoked, a reduction in 

Maximum Quantity shall be effective on the first Day o f the Month following expiration o f a 

minimum of one hundred Days arter wnnen notice o f 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 o f Sale Oil it will purchase in a specified Month. Mapco shall provide the State with a 

separate written notice o f 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 o f  a minimum o f one hundred Days alter written notice o f Mapco's nomination 

is delivered to the State. In no event shall the total quantity o f Sale Oil delivered to Mapco in a 

Month exceed the Maximum Quantity o f Sale Oil in effect at the time o f  delivery.

2.1.4 Additional Notice Provisions. Mapco acknowledges that if a Lessee 

invokes the force majeure provisions o f 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. If a Lessee invokes the force majeure terms o f its 

Royalty Settlement Agreement because Mapco exercises its rights under Article 2.1.2 or Article

4
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1 2.1.3. Mapco shall, tor an additional ninety Days after the effective date o f Mapco's one hundred

2 Days written notice o f the election or nomination, purchase the quantity o f  Sale Oil that Mapco was

3 obligated to purchase in the Month immediately preceding the effective date o f the election or

4 nomination. If a Lessee invokes the force majeure terms o f its Royalty Settlement Agreement, the

5 State shall reduce the quantity o f Sale Oil it delivers to Mapco only to the extent the Lessee honors

6 the State's nomination, and the State shall not be obligated to further reduce the quantity of Sale Oil

7 it delivers to Mapco until expiration o f ninety days after the effective date o f Mapco's one hundred

8 Days written notice o f the election or nomination.

9 2.1.5 Initial Participating Areas Quantity. The State mav elect to deliver tr>

10 Mapco and Mapco agrees to purchase from the State. Royalty Oil that is produced solely from the

11 Prudhoe Bay Unit Initial Participating Areas, as defined in the Unit A greem ent rather than Royalty

12 Oil from all participating areas and Leases within the Prudhoe Bay Unit. If the State elects to

13 deliver to Mapco Royalty Oil produced solely from the Prudhoe Bay Unit Initial Participating Areas.

14 Mapco agrees to purchase a Maximum Quantity o f Sale Oil produced from the Prudhoe Bay Unit

15 Initial Participating Areas.

16 2.1.6 Waiver o f Specific Quantity. The volume o f Rovaltv Oil available

17 to the Suite may vary and may be interrupted from time to time depending on a variety o f factors.

18 including the rate o f production from the Leases. The State disclaims and Mapco waives, any

19 guarantee, representation, or warranty, either express or implied, that a specific quantity o f the total.

20 daily, monthly, average, or aggregate volume o f Royalty Oil will be delivered as Sale Oil under this

21 Agreement. Mapco disclaims any interest in. or right to. stored Royalty Oil that the State is or may

22  become entitled.

5



1 2.1.7 Underlifted or Stored Rovaltv Oil. If the State underlifts or stores

2 Royalty Oil at the Prudhoe Bay Unit, or if the State recovers underlifted or stored Rovaltv Oil. the

3 quantity o f Sale Oil delivered under this Agreement shall be calculated as if no Royalty Oil were

4 underlifted, stored or recovered.

5 2.1.8 State's Wanantv o f Title. The State warrants that it has good and

6 marketable title to the Royalty Oil delivered and sold as Sale Oil under this Agreement.

7 2.2 Quality.

8 2.2.1 Quality of Sale Oil. The Royalty Oil the State delivers to Mapco as

9 Sale Oil shall be o f the same quality' as the Royalty Oil from the Prudhoe Bay Unit delivered by the

10 Lessees to the State at the Point o f Delivery. Fhe quality o f the Royalty' Oil delivered to the State.

11 and thus, the quality o f  the Sale Oil the State delivers to Mapco may vary from time to time. The

12 Slate disclaims, and Mapco waives, any guarantee, representation, or warranty, either expressed or

13 implied, o f merchantability, Illness for use. or suitability for any particular use or purpose, or

14 otherwise, and o f any specific, average, or overall quality or characteristic o f Sale Oil delivered

15 under this Agreement. Mapco specifically waives any claim that any liquid hydrocarbons, including

16 such substances as crude oil. condensate, natural gas liquids, or return oil from the Prudhoe Bay

17 Unit Crude Oil Topping Plant, that may be blended with crude oil before the Point o f Delivery and

18 tendered as a common stream by the Lessees to the State as Royalty Oil. are not Sale Oil for

19 purposes o f  this Agreem ent.

20 2 J  Price o f the Sale Oil.

21 2.3.1 Price of Sale Oil. The price o f  Sale Oil the State delivers to Mapco

22 each Month shall be the Royalty Value of all Royalty Oil from the Prudhoe Bay Unit that Month
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plus S. 15 per b a n d ,  o r  i f  the S tate  delivers Sale  Oil o n ly  from  the P ru d h o e  Bay U nit Initial 

Participating A reas, the R oyalty  V alue o f  all R oyalty  O il from  the P ru d h o e  Bay U nit Initial 

Participating A reas that M onth  plus S. 15 per barrel. A p p end ix  A illu stra tes calculation  o f  the price 

if  M apco  had pu rchased  S ale  Oil during  the M onth  o f  Janu ary . 1997.

2.3.2 Price M odifica tions, (f. d u rin g  the term  o f  this A greem ent, the 

R oyalty V alue is m o d ified  as a  result o f  m odification  o f  a  R oyalty  S e ttlem en t •c-jment. a 

corresponding  re tro ac tiv e  m od ification  to the price o f  S a le  O il shall tak e  effect on  the 'am  ' Day as 

the effective  date o f  the  R oyalty  V alue m odification . Interest, as se t fo rth  in A rticle 6.7. i  a. accrue 

retroactively  on the a m o u n t o f  any overpaym ent o r un d erp ay m ent for S a le  O il resulting from . .. 

price m od ification  from  the effective date o f  the R oyalty V alue m o d ifica tio n  until the am ount o f  the 

overpaym ent o r und erp aym en  . p lus interest, is paid  in lull.

2 .4 R eservation  Fee. If. in any  M onth . M apco  d o es  n o t nom inate  the M axim um  

Q uan tity  o f  Sale O il then  in effect, in add ition  to pay m en t o f  the  price  o f  the  Sale Oil M apco 

nom inated  in that M on th . M apco  shall pay as a  reservation  fee an  a m o u n t equal to .75 percent o f  the 

price per barrel, as d e te rm in ed  u n d er A rticle 2,3. on  the d iffe ren ce  in q u an tity  betw een the 

M axim um  Q uantity  o f  Sale  O il then  in effect and  the q u an tity  o f  S ale  O il M apco  nom inated  in that 

M onth.

2.5 R w reperg.

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

in any 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.

7



1 reopenere. litigation or othei proceedings between the State and a Lessee, nor shall Mapco have arty

2 independent right to invoke any provision o t'a  Royalty Settlement Agreement.

3 2.5.2 Notice of Reoneners. Because o f the potential for an increase in the

4 price o f Sale Oil as a result o f any modifications o f a Royalty Settlement Agreement, the State shall

5 provide Mapco with written notice o f any modification or reopener request initiated hv BP. ARCO.

6 Exxon or the State. The notice may include information on the nature o f  the requested modification.

7 the requested effective date o f the modification, and the position taken by BP. ARCO. or Exxon and

8 the State.

9 2.5.3 Bip-linu Effect. Mapco agrees to be conclusively bound by the terms

10 o f any modification, whether made under rcopencr provisions or otherwise, o f a Royalty Settlement

11 Agreement, and by the terms o f any judgment or settlement resulting from any future royalty

12 settlement agreement, regardless o f whether Mapco agrees with or consents to the terms of the

13 modification, reopener, judgment, or settlement.

14 2.6 Delivery o f Sale Oil.

15 2.6.1 Date of First Delivery. The State will tender first delivery o f the Sale

16 Oil to Mapco at the Point o f Delivery on December 1. 1998.

17 2.6.2 Subsequent Deliveries. After the first delivery, the State shall

18 thereafter tender delivery o f the Sale Oil to Mapco at the Point o f Delivery immediately upon the

19 State's receipt o f the Royalty Oil from the Lessees.

20 2.7 Passage o f Title and Risk o f Loss. Title to, and risk o f  loss of, the Sale Oil

21 shall pass from the State to Mapco for all purposes when the State tenders delivery o f  the Sale Oil to

8



1 Mapco at the Point o f Deliver)'. Mapco shall bear all risk and responsibility for the Sale Oil alter

2 passage o f title.

3 2.8 Indemnitication Alter Passaee o f Title. Mapco shall indemnity and hold the

4 State harmless from and againsLanv and all claims, costs, damages (including reasonably

5 foreseeable consequential damages), expenses, or causes o f action arising from or related to any

6 transaction or event in any way related to the Sale Oil alter title has passed to Mapco.

7 2.9 Transportation Arrangements. Mapco shall make all arrangements for

8 transportation ol the Sale Oil from the Point of Deliver)', through and away from the TAPS, and

9 shall be responsible for any TAPS pipeline lill and storage tank bottom requirements related to

10 transportation of the Sale Oil alter passage o f title, l.'pon the State's request. Mapco shall provide

11 the State with evidence or other reasonable assurance of: 1) the arrangements for transportation o f

12 the Sale Oil from the Point of Deliver)', through and away from the T.APS: 2) arrangements tor

13 resale, exchange, or other disposal o f the Sale Oil: and 3) if requested, information on specific

14 deliveries o f Sale Oil by Mapco to the TAPS and identification o f tankers \hat will transport the Sale

15 Oil. M apco's failure to provide information, evidence, or assurances requested by the State shell, at

16 the State's election and after notice to Mapco. constitutes a material default under this Agreement.

17 2.10 Absolute Obligations. M apco's obligations to provide security as required by

18 .Article XVI. pay reservation fees, and purchase, transport and dispose o f  Sale Oil are absolute.

19 These obligations shall not be excused or discharged by the operation o f any disability o f Mapco.

20  event o f  force majeure. impracticability o f performance, change in conditions, or other reason or

21 cause.

9
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ARTICLE III 

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 o f Sale Oil its Alaska refinery. "Process" means the manufacture o f  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. .Am exchange o f 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 o f Sale Oil for an equal volume o f 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 o f  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 o f Sale Oil for other crude oil.

3.3 Waiver o f In-State Processing Requirement. The Commissioner may. 

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



1 ARTICLE P /

2 MAPCO'S REPRESENTATIONS AND OBLIGATIONS

3 4 .1 Good Standing and Due Authorization. Mapco warrants that it is. and shall

4 remain at all times during the term of this Agreement: 1) a corporation organized and existing under

5 the laws of the United States or o f a state, territory or the District o f Columbia: 2) qualified to do

6 business in Alaska: and 3) in good standing with the State. Mapco warrants that it has all corporate

7 power and authority necessary, and has performed all corporate action required, to enter into and

8 fulfill its obligations under this Agreement.

9 4.2 Financial Condition. Mapco warrants that all financial information submined

10 to the State: 1) is complete, accurate, and fairly represents Mapco's financial condition at the time o f

11 submission: and 21 there has been no material change in Mapco's financial condition, business

12 operations, or properties since it submined the financial information to the State. Mapco warrants

13 that the financial information was prepared in accordance with generally accepted accounting

14 principles. Mapco shall immediately inform the State o f any material change in it’s financial

15 condition, business operations, agreements, or property that may affect its ability to pertorm its

16 obligations under this Agreement. Mapco shall immediately inform the State o f any significant

17 change in ownership o f Mapco. or o f Mapco's parent company or affiliates.

18 4.3 Financial Statements. Within one hundred and twenty Days after the end o f

19 its fiscal year. Mapco shall, at its own cost and expense, submit to the State a complete financial

20 report in a form or forms prescribed by the State. The report shall include Mapco's balance sheet as

21 o f the close o f the fiscal year and the income statement for that year prepared in accordance with

22 generally accepted accounting principles. Mapco may comply with this requirement by submining a

II



1 copy o f Mapco Petroleum Corporation's annual report tiled with the United States Secunties and

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

3

4 ARTICLE V

5 MEASUREMENTS

6  5.1 Measurements. The quantity and quality o f Sale Oil the State delivers under

7 this Agreement shall be determined by measurement at the Transfer Meter at the Point of Delivery.

S Procedures used for metering and measuring the Sale Oil shall be in accordance with the procedures

9 in etfcct in the Prudhoe Bay Unit.

10

11 ARTICLE VI

12 INVOICING AND PAYMENT

13 6 .1 Production Month Invoices. On or before the tenth business day of each

14 Month alter the first Month o f delivery o f Sale Oil. the State shall send to Mapco. a statement of

15 account with an invoice for the total amount due for the estimated quantity o f Sale Oil delivered to

16 Mapco during the immediately preceding Month and the estimated price applicable to those

17 Jeliveries. The State will base its estimates on the best information reasonably available to the

18 State. The State shall adjust production month invoices as provided in Article 6.3 and Article 6.5.

19 6.2 Payment o f  Production Month Invoices. Mapco shall pay the total amount o f

20 each production month invoice, in full, on or before the third business Day after the date o f the

21 statement of account that includes the invoice. Any amount not paid in full on or before the third

22 business Day after the date o f the statement o f  account shall accrue interest as provided in Article

12
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6.7. and becom e subject to the late paym ent provisions o f  Article 6.9. and any other rem edies 

available to the State under this A greem ent and at law.

6.3 Initial A djustm ents. Mapco acknow ledges that any tim e alter a production 

m onth invoice is sent, the State m ay receive more accurate inform ation concerning the actual 

quantity and price for Sale Oil delivered to M apco in that M onth. M apco agrees that any tim e such 

inform ation becom es available to the State, in the next statem ent o f  account the State may m ake 

initial adjustm ents to the im m ediately preceding invoice, and invoice M apco for the initial 

adjustm ents, plus interest as provided in Article 6.7 on the am ount o f  any adjustm ent.

6.4 Payment o f  Initial A djustm ents. M apco shall pay the total am ount o f  each 

initial adjustm ent invoice, plus interest as provided in Article 6.7. in hill, on or before the third 

business Day a ih r  the date o f the statem ent o f  account that includes the initial adjustm ent invoice.

(f an adjustm ent is due to M apco lor an overpaym ent, the State shall credit o r refund to M apco the 

am ount o f  the overpaym ent, plus interest as provided in Article 6.7. on o r before the third business 

Day after the date o f  the statem ent o facco u n t that includes the initial adjustm ent invoice. Any 

am ount M apco does not pay in lull when due shall becom e subject io the late paym ent provisions o f  

Article 6.9. and any o ther rem edies available to the State under this A greem ent 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 o f account with a subsequent adjustment invoice

13



1 tor the amoum o f any adjustments to the previous invoices, plus interest on any adjusted amount as

2 pruvided in Article 6.7.

3 6.6 Payment of Subsequent Adjustments. Mapco shall pay in full the total

4 amount o f each subsequent adjustment invoice, plus interest as provided in Article 6.7. on or before

5 the thirtieth Day after the date o f the statement o f account that includes the subsequent adjustment

6 invoice. If an adjustment is due to Mapco for an overpayment, the State shall credit or retiind to

7 Mapco the amount o f the overpayment, plus interest as provided in Article 6.7. on or before the

8 thirtieth Day after the date of the statement o f account that includes the adjustment invoice. Any

9 amount Mapco does not pay in full when due shall become subject to the late payment provisions of

10 \n iclo  6.9. and any other remedies available to the State under this Agreement and at law.

11 6.7 Interest. All amounts Mapco does not pay in full when due  u n d e r this

12 Agreement, and all amounts invoiced as adjustments for underpayments and overpayments for Sale

13 Oil delivered to Mapco. shall bear interest from the date accrued until paid in full at the rate

14 provided by Alaska Statute 38.05.135(d). or as that statutory provision may later be amended. In

15 this Agreement "date accrued" means the third business day after the date o f the statement of

16 account that contains the production month invoice to which the initial or subsequent adjustment

17 applies. Appendices A and B illustrate accrual o f  interest.

18 6.8 Non-termination and limitations. Mapco acknowledges that the State may

19 continue to make subsequent adjustments after termination o f  this Agreement, and agrees that the

20 provisions o f Article VI shall survive termination o f this Ap^*ement for any reason. The amount of

2 1 a subsequent adjustment rendered more than six years after the date o f  delivery o f the Sale Oil upon

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

14
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A rticle 6.7. The six year lim itation  on interest shall no t app ly  to p aym ents M apco tails to m ake 

w hen due or to su b seq u en t ad justm en ts resu lting  from : I ) regulatory , reopener, o r  court (including 

appeals) proceedings com m en ced  during  the six  year period , regard less o f  w hether M apco or the 

State is a party; o r 2) bona tide audits o f  a Lessee c o m m e n ce d  by the S ta te  w ith in  the six year 

period.

6.9 Late Paym ent Penalty . In ad d itio n  to all o th e r rem ed ies available  to the 

S tate, if  M apco fails to m ake tim ely paym ent in full o f  any  am o u n t d u e . in add ition  to the am oun t 

not paid  when due. p lus interest as provided  in A rticle 6 .7  from  die date  accrued  until paid in lull. 

M apco shall pay the S tate  an am o un t equal to live p ercen t oi the am o u n t no t paid as a  late paym ent 

penally . A ppendix  B con tains an illustrative exam ple  o f  interest and  late paym ent penalties.

6 .10  D isputed Paym ents. If a  d isp u te  arises c on cern in g  the am oun t o f  an invoice. 

M apco agrees to pay the  lull am ount o f  the invoice w hen  d ue  pend ing  final resolution o f  the d ispute .

6.11 C onfidential In fo rm ation . The S ta te  and  M apco  agree  that the State m ay 

invoice M apco for. and  M apco agrees to pay. am ou n ts tha t are based  upon  confidential inform ation 

held o r  received by the  State. If confiden tial info rm ation  is used as the basis for an invoice, upon 

receip t o f  a w ritten  requ est from  M apco. the S ta te  shall fu rn ish  to M apco  a  certified statem ent o f  the 

C om m issioner to the  e ffect that, based  upon the best in fo rm ation  av a ilab le  to the S tate, the invoiced 

a m o u n ts  are correct.

6 .12 M a n n e r  o f  P a y m e n t . M a p c o  s h a l l  p a y  a l l  i n v o i c e s  i n  f u l l  w i t h i n  t h e  t i m e s  

s p e c i f i e d  a n d  w i t h o u t  a n y  d e d u c t i o n ,  s e t  o f f .  o r  w i t h h o l d i n g .  M a p c o  s h a l l  p a y  a l l  i n v o i c e s  b y  w i r e  

t r a n s f e r  o f  i m m e d i a t e l y  a v a i l a b l e  f u n d s  t o  t h e  S t a t e ' s  a c c o u n t  a t  t h e  f o l l o w i n g  a d d r e s s :

15



1 S tate  S tree t B ank  &  T rust C om pany
2 B oston. M assachusetts
3 A B A  # 0 11 000 028
4 For c red it to the S tate  of’A laska
5 G eneral Investm en t Fund . A  V 0 1
6 A ccoun t 2006 571 89
! A ttn : K im  C han . Public  Funds
8

9 M apco m ay pay an invo ice  in such  o th er m an n er o r to such  o ther add ress the  S tate  has specified  in

10 an invo ice or by o th e r  w ritten  no tice. .All o th e r paym ents due shall be paid  in the sam e m ann er and

11 accord ing  to the sam e tim e schedu le  p rovided  in this A rtic le . If  paym ent falls due  on  a Saturday,

12 Sunday, o r legal federal holiday , paym ent shall be m ade on  the next business Day.

13 6.12.1 D irect Paym ent to L essees. If the S ta te  d irec ts M apco in an invoice

14 o r o th e r w riting to rem it all o r a  portion o f  a paym ent requ ired  under th is A g reem en t d irectlv  to one

15 o r m ore  o f  the Lessees. M apco shall rem it the paym en t to the Lessee o r  L essees in the m ann er

16 designated  by the S tate, and  w ith in  the tim e lim its specified  in A rtic le  VI. T he S tate  m ay. in

17 w riting , au thonze  a  Lessee to request d irect rem ittance  o f  all o r a  po rtion  o f  a  paym ent due under

18 this A greem ent, and  to designate  the m anner for paym ent. U nless o th erw ise  specified  by the S tate

19 in w riting , the balance o f  a  d irect partial pay m en t to a Lessee, and  all su b seq u en t paym ents, shall be

2 0  m ade to the State in acco rdan ce  w ith  A rtic le  VI.

21 6 .12.2  D irect P aym ent to O ther T hird  P arties. U pon  a  determ ina tion  by

22 the S ta te  that rem ittance  to a  third  party  o f  an  a m o u n t due under this A g reem en t w ill assist the S tate

23 in m on ito ring  o r enfo rc ing  the  A greem ent, the  S ta te  m ay d irec t M apco  in  an  invo ice  o r  o ther w riting

2 4  to rem it all o r a  po rtion  o f  a  paym en t due u n d er th is A greem en t d irectly  to  a  design a ted  third  party

25 o ther than  a  Lessee, an d  M apco shall rem it the  paym ent to the d esigna ted  third  party  in the m an ner

26  designa ted  by the S tate , and  w ith in  the tim e lim its specified  in A rtic le  VI. U n less o therw ise

16
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specified  by the S ta te  in w riting, the balance  o t 'a  d irect partial paym ent to a  third parry, and all 

subsequen t paym ents, shall be m ade  to the S ta te  in accordance w ith A rtic le  VI.

ARTICLE VII 

EFFECTIVE DATE AND TERM

7.1 C ond ition  Preceden t to E ffective D ate . This A greem en t is sub jec t to approval 

un der A laska S tatu te  38 .06 .055  as a  con d itio n  preceden t to becom ing effective . A fter the S tate  and 

M apco have entered  in to  this A greem en t, it shall becom e effective and  enfo rceab le  on  the date  upon 

w hich  it is approved pu rsuan t to A lask a  S ta tu te  38 .06 .055 .

7.2 Term . Flie S ta te  shall beg in  d eliveries  o t'S a le  O il u n der this A greem ent on 

D ecem ber I. 1998. T h is  A g reem en t shall te rm inate  at the  end o f  the D ay  on  D ecem b er 31. 2003. 

T erm ination  o f  this A g reem en t shall not re lieve  e ither party  from any  expen se , liability , o r o ther 

o b lig ation  or any rem edy  that has accrued  o r  a ttached  p rio r to the date  o f  term ination . The 

prov isions o f  .Article VI shall su rv ive  te rm ina tion  o f  th is A greem ent.

.ARTICLE VIII 

D EFAU LT OR TERM INATION

8.1 D e f a u l t .

8.1.1 E v e n t s  o f  D e f a u l t . T h e  C o m m i s s i o n e r  m a y ,  in  t h e  C o m m i s s i o n e r ' s  

s o l e  d i s c r e t i o n ,  s u s p e n d  o r  t e r m i n a t e  t h e  S t a t e ’s  o b l i g a t i o n s  t o  t e n d e r ,  d e l i v e r  a n d  s e l l  S a l e  O i l  t o  

M a p c o .  a n d  m a y  e x e r c i s e  a n y  o n e  o r  m o r e  o f  t h e  r i g h t s  a n d  r e m e d i e s  p r o v i d e d  i n  t h i s  A g r e e m e n t ,  o r  

a t  l a w ,  i f  a n y  o n e  o r  m o r e  o f  t h e  f o l l o w i n g  e v e n t s  o f  d e f a u l t  o c c u r :
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( i) Except as o therw ise  prov ided  in A rtic le  VEI. M apco  fails to perform  

any o f  its o b ligations under this A greem en t, and  can n o t cure the no n ­

perform ance o r the non-pcrform ance con tin u es for m ore  than  thirty 

Days after the  S tate has notified  M apco  o f  its non-pert'o rm ancc:

(ii) W ithin  tivc D ays afier w ritten  request from  the S tate. M apco fails to 

p rovide w ritten  assurances satisfactory  to the S tate  o f  its in tention  to 

perform  its ob ligation s under this A g reem en t and  ev id en ce  or 

assurances o f  transportation  arrangem ents u n d er A rtic le  2.9;

(in') M apco fails to pay in tull any sum  o f  m oney  ow ed  under this

.A greem ent w ith in  one business day arter the S tate  g ives M apco 

notice that paym ent is due  and  has no t been  paid;

(iv) T here is a  substantial change in M apco 's financial con d ition , business 

opera tions, agreem ents, o r property, o r  ow nersh ip  that m ay affect 

M a p co 's  ability  to perform  its o b ligations u n der th is A greem en t, and  

w ith in  five D ays a h e r  a request by the S tate . M apco  is unable  o r 

un w illing  to p rov ide  the State w ith  adeq u ate  assu ran ce  o f  con tinu ed  

perform ance;

(v) A n y  rep resen tation  o r w arran ty  m ade by  M apco  in th is A g reem en t is 

found to h ave  been  m aterially  false o r inco rrec t w h en  m ade; o r

(v i) M apco fails, o r  is unab le  for any  reason  (inc lud in g  reason s beyond 

M apco’s con tro l), to m ainta in  the security  le tter o f  c red it required

18



under Article XVI. regardless o f  Mapco's w illingness or ability to 

perform any other obligations under th is Agreement.

8.1.2 Default hv Failure to Pav. Mapco shall im m ediately provide the State 

with written notice if  M apco is unable to pay any o f  its debts when due o r is othep;,i>e insolvent. 

Upon such notice from  Mapco. or i f  the State independently determ ines that Mapco is unable to pay 

any of its debts w hen due o r is otherw ise insolvent, the S tate's ob ligations to deliver and sell Sale 

Oil to Mapco shall au tom atically and immediately term inate w ithout any requirem ent o f notice to 

Mapco or other action by the State. Upon term ination o f  the S tate's obligations under this Article. 

Mapco shall be liable for payment and performance o f all its obligations for Sale Oil the State 

delivered to Mapco before term ination and for a m inimum o f  one hundred Days after termination, 

plus an additional n inety  days if  a Lessee invokes the force m ajeure term  o f  its Royalty Settlement 

Agreement. W ithin thirty days after term ination under .Article 8.1.2. the S tate shall have the right, 

upon written notice to Mapco. to reinstate all o f  the State's and M apco 's obligations under this 

Agreement retroactive to the date o f  termination.

8.2 State's R emedies. If Mapco defaults under this Agreement, in addition to all 

other remedies availab le to the Stare under this Agreement and or at law. the follow ing remedies 

shall be available to the S tate in the Comm issioner's sole discretion.

8.2.1 M apco's Obligations Become Due. All m onetary obligations Mapco 

has accrued under th is Agreement, even if  not yet due and payable, shall im m ediately be due and 

payable in full.

8.2.2 State May Dispose o f Sale O il. Until M apco 's default is cured or 

this Agreement term inates, the S tate may dispose o f  the Sale Oil to third parties and may suspend



1 the in-state processing obligations. If the S tate exercises e ither o f  these remedies, regardless

2 whether this A greem ent is term inated. M apco shall be and rem ain liable i  the State for the amount

3 o f  difference between f t . r rice for the Sale Oil under A rticle II and the actual price the State

4 received from disposition o f  the Sale O il to third parties.

5 . 8,2.3 Indemnification for Loss. M apco shall ho ld the State harm less and

6 indemnify it against all liability, damages, expenses, attorney's fees and costs, and losses arising out

7 o f  M apco's default, term ination o f  the S tate's obligations, disposal o f  th e  Sale Oil to third parties.

8 and suspension, o f  the in-state processing requirements.

9 8.2.4 O ther Riuhts and rem edies. The S tate shall have the right

10 cumulatively to exercise all rights and remedies provided in this A greem ent and by law. and obtain

11 all o ther relief availab le under law  o r at equity, including m andatory in junction and specific

12 performance.

13 8.3 Lim itation o f  Mapco's Remedies. If the S tate breaches or defaults any o f  its

14 obligations under this A greem ent. M apco sh-'’1', not obtain a tem porary restraining order or

15 prelim inary injunction preventing the State from disposing o f  the Sale O il sub ject to this Agreement.

16 8.4 T erm ination . Term ination shall become effective upon the first Day o f  the

17 M onth follow ing expiration o f  a  m inim um  o f  one hundred Days after M apco 's wi m en notice o f

IS term ination is delivered to the State. If, however, the additional no tice provisions o f  A rticle 2.1.4

19 are in v o k ed  term ination shall becom e effective upon the first D ay o f  the M on th  follow ing

20 expiration o f  six M on ths and t n  Days after M apco's w ritten notice o f  te rm ina tion  is delivered to the

21 State. Term ination shall no t relieve either party from any expense, liability, o ther obligation, or

2 0



I

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

remedy that has accrued o r attached prior to term ination. The provisions ot'A rticle VI shall survive 

term ination o f  this Agreement.

ARTICLE IX 

DISPOSITION O F OIL

9.1 D isposition ot'O il Upon Default o r T erm ination. M apco acknowledges that 

the S tate may be required to provide six M onths notice to the Lessees before the State may decrease 

its in-kind nom ination o f  Rovaltv’ Oil in any Month. It is w ithin the Com m issioner's sole discretion 

to request a waiver o f  any notice provision, condition, o r requirem ent o f  a  Lease or Royalty 

Settlem ent Agreement. If this Agreement term inates lor default o r any o the r reason. Mapco shall 

continue to accept and pay for Sale Oil through the first Day o f the M onth follow ing expiration o f  a 

m inimum  o f  one hundred Days after the date o f  term ination, if  the Comm issioner, in the 

Comm issioner's sole discretion so requires. If. however, the additional notice provisions o f  Article 

2.1.4 are invoked. M apco shall continue to accept and pay for Sale Oil until the expiration o f  six 

Months and ten Days arter the Date o f  default or notice o f  term ination.

9.2 Inability to Receive Sale O il. If M apco is unable o r refuses to accept or 

receive Sale Oil. M apco shall nevertheless remain liable for disposal and payment for Sale Oil as 

though it had been accep ted by Mapco. The Com m issioner may, in the C om m issioner's sole 

discretion, waive this requirement.

9.3 Security for D isposal o f  Sale O il. To secure M apco's obligations to purchase 

and dispose o f  Sale O il. upon the Comm issioner's request. M apco shall assign o r otherw ise transfer 

to the State, or its designee, all o r part o f  M apco's right, title and interest in  any arrangements for
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transportation o f  the Sale Oil through and away from the TAPS, w hether such interests ax', under 

nom inations, leases, contracts, charter parties, or other agreements. The State will incur liability or 

ob ligations under such assignm ent or transfer only to the extent the S ta te actually exercises its rights 

to succeed to M apco’s interests under and obtain the benefits o f  the assignments.

ARTICLE X 

N ON W A IV ER

10.1 N onwaiver. The failure o f  either party to insist upon strict o r a certain 

performance, or accep tance by either party o f  a certain perform ance o r course o f  performance under 

this A greem ent shall not: I) constitute a waiver o r estoppel o f  the right to require certain 

perform ance o r cla im  breach by sim ilar performance in the future: 2) affec t the right o f  either party 

to enforce any provision: or 3) affect the validity o f  any part o f  this Agreem ent.

ARTICLE XI 

SEVERABILITY

11.1 Severe ~>ilitv. If a court decrees any provision o f  th is Agreem ent to be invalid, 

all o ther provisions o f  this A greem ent shall rem ain valid. If. however, invalidation o f  a provision 

impairs a  m aterial right o r rem edy under this Agreement, e ither party m ay term inate this Agreement 

by no tice to the other party as provided under .Article 8.4.
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ARTICLE X n  

FORCE M AJEURE

12.1 Effect o f  Force M ajeure. Except for M apco's absolu te obligations to provide 

security, pay reservation fees, and purchase, transport and dispose o f  Sale Oil. neither parry shall be 

liable for failure to perform  tf  performance is substantially prevented by force m ajeure alter good 

faith efforts to perform . Except, however, if  M apco is prevented by force m ajeure from perform ing 

any material obligation for sixty successive days or more, the State, in the Comm issioner's sole 

discretion, shall have the right to term inate this Agreement. Before the S tate exercises this right, the 

Com m issioner m ay require M apco to negotiate in good faith to restore performance. In this 

Agreement the term "fo rce m ajeure" means an event o r condition not w ith in  the reasonable control 

o f  the party claim ing the benefit o f  the excuse.

12.2 Notice o f  Force M aieure. If a party believes that force m ajeure has occurred, 

the party shall im m ediately notify the other party o f  its claim  o f  force m ajeure. The parry claim ing 

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 o f  

Sale Oil. the disabled party's obligations to perform  that are affected by the force majeure shall be 

suspended from the tim e o f  notification to the other party until the d isab ility  caused by the force 

majeure should have been rem edied w ith reasonable diligence.
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1 .ARTICLE X m

2 NOTICES

3 13.1 M ethod. Unless otherw ise specifically provided in this Agreement, all

4 notices, requests, dem ands or state: 'ents shall be in writin>j and delivered to the address specified in

5 this A rticle in person, by telecopier or other form o f  facsimile, by United States mail, postace

6 prepaid, registered o r certified w ith a return receipt requested, to the party to be notified. A

7 statem ent o f  account the State delivers to Mapco by telecopy shall be deem ed  delivered to Mapco

8 when the S tate’s te lecopier confirm s that n  was received at M apco's telecopy num ber during normal

9 business hours. A notice, request, demand or statement delivered by United States mail shall be

10 deem ed delivered on the earlier o f  expiration o f  seven Days afier it is deposited in the mail, or upon

11 the date o f  receipt by the party to whom it is directed. A notice, request, dem and o r statement

12 delivered in any o ther m anner shall be effective only if and when received by the party to whom it is

13 directed. The address o f  the parties shall be as follows.

14 State:
15 State o f  A laska
16 Cononissioner o f  Natural Resources
17 400 W illoughby Avenue
18 Juneau. A laska 99801
19
20 and
21 Director. D ivision o f  Oil and Gas
22 3601 C Street. Suite 1380
23 Anchorage, A laska 99503-5948
24 Telecopy Number: (907)562-3852
25
26 Mapco:
27 President
28 Mapco A laska Petroleum  Inc.
29 3201 C Street. Suite 700
30 Anchorage, A laska 99503-3960
31 Telecopy N um be r (907)273-3333
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13.2 Change o f  Address. Each parry m ay notify the o ther o f  changes to its address 

by delivering w ritten notice o f  the chance.

ARTICLE XIV 

RULES A ND  REGULATIONS

14.1 Rules and Regulations. This A greem ent is sub ject to all applicable laws o f  

the S tate o f  Alaska, and orders, rules and regulations o f  the United States, the State o f  Alaska, and 

any duly constituted agency o f  the State o f  A laska.

ARTICLE XV  

SOVEREIGN  POW ER OF THE STATE

15.1 Sovereign Powe’-of the S ta te . This A greem ent shall not be interpreted to 

lim it in any way the S tate's ability to exercise any sovereign o r regulatory powers, whether 

conferred by constitution, statute or regulation. The S ta te ’s exercise o f  any sovereign or regulatory 

pow er shall not be deem ed to enlarge any o f  M apco's rights, o r lim it any o f  M apco's obligations or 

liabilities under this Agreement.

ARTICLE XVI 

SECUR ITY

16.1 Letter o f  C redit. Seventy five Days before the D ate o f  First Delivery, M apco

shall deliver to the S ta te an irrevocable stand-by letter o f  cred it (hereafter the “L e tte r’). The Letter 

shall be in a  form satisfactciy  to the C om m issioner and shall be in effect by the Date o f  First

25
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Delivery, (t shall be issued for the benefit o f  the State by a state or national banking institution o f  

the United States that is insured by the Federal Deposit Insurance Corporation and has an acgrecate 

capital and surplus am oun t o f  not less than One Hundred M illion Dollars (S 100.000.000) (hereafter 

the "Issuer"), or o ther banking institution acceptable to the Comm issioner. The principal face 

am ount o f  the Letter shall be an amount estim ated by the C om m issioner to be equal to the value o f 

all Sale Oil to be delivered by the State to M apco during the seventy five Days immediately 

follow ing the Date o f  First Delivery. The Letter shall not require the S tate to subm it any 

docum entation in support o f  drafts drawn against it o ther than a certified statement by the 

Com m issioner and the State's A ttorney General that M apco is liable to the State for an amount o f  

money equal to the am oun t o f  the draft, that the am ount o f  money is due and payable in lull, and it 

has not been timely paid.

The Letter shall provide that the S tate has the right to draw  and present drafts to the 

Issuer through the seventy-fifth Day after the S tate 's last deliveiy o f  Sale O il to Mapco under this 

Agreement. The Letter shall be renewed under the terms o f  th ;" A rticle no later than seventy five 

Days before its exp iration date so that a Letter is in effect continuously from the Date o f  First 

Delivery through the seventy-fifth Day after the date o f  the S tate's last delivery o f  Sale Oil to 

Mapco. If the State does not receive a renewed Letter seventy five Days before the expiration o f  the 

existing letter o f  credit: 1) Mapco shall be deem ed to have m aterially breached this Agreement; 2) a 

default under A rticle VIII will have occurred: and 3) all M apco ’s obligations, expenses and 

liabilities accrued as o f  that date, whether yet due and payable, s h a l l ' 'ccm e immediately due and 

payable in full.
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If the State asserts a claim or claim s that equal a total am oun t o f  money greater than 

the principal face am ount o f  the Letter in effect. M apco shall, upon the S tate’s request, cause the 

principal face am ount o f  the Letter to be increased by an am ount sufficien t to secure the total 

am ount ot the State's claims. M apco is subject to this ob ligation even if  M apco denies, rejects, or 

otherw ise contests the State's claims.

If the principal face am ount o f  the effective letter o f  cred it is ever less than the 

estim ated price o f  seventy five Days o f  Sale Oil deliveries. M apco shall autom atically and 

imm ediately cause the principal face amount o f  the effective Letter to be increased to an amount 

equal to the estim ated price o f seventy five Days delivery o f  Sale Oil. If the principal face amount 

o f  the effective Letter is greater than the estim ated price o f  seventy five Days delivery o f  Sale Oil. 

upon w ritten approval o f  the Commissioner, in the Com m issioner's sole discretion. Mapco may 

Jecrease the principal face am ount o f  the Letter to an am ount equal to the estimated price o f  seventy 

live Days delivery o f  Sale Oil.

16.2 Security Contract. LTpon approval by the Comm issioner, in the 

Com m issioner's sole discretion, as alternative security to the Letter required in A rticle 16.1. Mapco 

may deliver to the State: I) an irrevocable stand-by letter o f  credit in the principal face amount 

estim ated by the C om m issioner to be equal to the value o f  Sale O il to be delivered by the State to 

M apco during the forty Days immediately follow ing the Date o f  First Delivery; and 2) an 

irrevocable contract betw een a  m ajor oil com pany (hereafter the '‘P rom iso r’) and Mapco. for the 

direct benefit o f  the State, in w hich the Prom isor agrees to assum e full liab ility for Sale Oil upon 

notice that M apco is in default o f  this Agreem ent (hereafter “Security Con tract”). The f  T  Day 

letter o f  credit shall be sub ject to all the terms and conditions o f  A rticle 16.1. The Security Contract
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shall designate the State as intended third party beneficiary and shall be in effect bv the Date o f  First 

Delivery. It shall provide that upon w ritten notice by the C om m issioner to M apco and the Prom isor 

that Mapco is in defau lt o f  this Agreement, the Prom isor shall im m ediately assume full liability for 

purchase, transportation and disposal o f  a  m inim um  o f  ninety Days deliveries o f  Sale O il from the 

Point o f  Delivery. If. however, a Lessee invokes the force m ajeure term s o f  its Royalty Settlem ent 

Agreement, the P rom isor shall be liable for a total o f  one hundred and eighty days deliveries o f  Sale 

Oil. It shall provide the S tate a direct right o f  action against Mapco and  the Promisor, jo in tly  and 

severally, to enforce the Security Contract, regardless o f  w hether the S tate takes action to enforce 

this Agreement against Mapco. It shall also provide that the Prom isor has no right o f  action against 

the S tate and may not assert against the State any defense it may have against M apco under the 

Security Contract.

16.3 O ther Security. The C om m issioner may, in the Com m issioner's sole 

discretion, require such  other or additional security from M apco as the C om m issioner considers 

adequate to protect the State's interest.

ARTICLE XV n 

EM PLO Y M EN T O F ALASKA RESIDENTS

17.1 Employment o f  A laska Residents. M apco shall com ply w ith all valid 

federal, state and local laws in h iring A laska residents and companies, and  s h J I  not discrim inate 

against A laska residents and companies. W ith in the constrain ts o f  law. M apco voluntarily agrees to 

em ploy A laska residents and A laska com pan ies to the exten t they are available, w illing and 

qualified for work perform ed in A laska in connection w ith this Agreem ent. "A laska resident"
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means an individual who is physically present in A laska w ith the intent to remain in the state 

indefinitely. An individual may demonstrate an intent to remain in the state by m aintaining a 

residence in the state, possessing a resident tishing, trapping, or hunting license or receiving a 

perm anent fund dividend. "A laska companies" means compaju.-s incorporated in A laska o r whose 

principal place o f  business is in Alaska. If a court invalidates any portion o f  this provision. Mapco 

agrees to employ A laska residents and A laska com panies to the extent perm itted by law.

ARTICLE XVIII 

APPLICABLE LAW

18.1 Govcm inu Law . This Agreement, and all matters arising from or related to 

this Agreement, shall be governed, construed and determ ined by the laws o f  the State o f  Alaska.

18.2 Jurisd iction. Any legal action or proceeding arising ou t o f  o r related to this 

Agreem ent shall be brought in a state court o f  general jurisdiction sitting in the State o f  Alaska, and 

Mapco hereby irrevocably subm its to the ju risd iction o f  that court in any such action or proceeding.

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

arising out o f  or related to this A greem ent shall be in the A laska Superior C ourt sitting in 

.Anchorage. Alaska.
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ARTICLE XIX  

W ARRANTIES

19.1 W arranties. The purchase and sale o f  Royalty O il under this Agreement are 

subject only to the w arranties the State has expressly set forth in this Agreem ent. The State 

disclaim s and M apco w aives all o ther warranties, express o r implied in law.

ARTICLE XX  

A M EN D M ENT

20.1 A m endm ent. Tliis Agreem ent may be supplem ented, amended, or modified 

only by written instrum ent duly executed by the parties.

ARTICLE XXI 

SU CCESSO RS AND ASSIGNS

21.1 Successors and A ssigns. No assignment, pledge, o r encum brance o f  this 

A greem ent shall be m ade by either party w ithou t first obtain ing the w ritten consen t o f  the other 

party, which shall not be unreasonably w ithheld. The C om m issioner m ay consen t on behalf o f  the 

State. Subject to the requirem ent o f  w ritten c o n se n t this A greem ent shall be bind ing upon and inure 

to the benefit o f  each o f  the parties and their successors and perm itted assignees.
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