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2.1.8 Source of Sale Oil. The State will deliver, as Sale Oil, Royalty Oil 

produced from the Leases and delivered to the State as Royalty Oil in-kind. The availability to 

the State of Royalty Oil in-kind in any Month may vary depending on a variety of factors, 

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

guarantee, representation, or warranty, either express or implied, that Sale Oil delivered and sold 

by the State in any Month is from a certain Lease, Unit, or other area.

2.1.9 State’s Warranty of Title. The State warrants that it has good and 

marketable title to the Royalty Oil delivered and sold as Sale Oil.

2.2 Quality.

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

Oil shall be of the same quality as the Royalty Oil delivered to the State at the Point of Delivery. 

The quality o f  the Royally Oil delivered to the State may vary from time to time. The State 

disclaims, and Buyer waives, any guarantee, representation, or warranty, either expressed or 

implied, of merchantability, fitness for use, or suitability for any particular use or purpose, or 

otherwise, and of any specific, average, or overall quality or characteristic o f  Sale Oil. Buyer 

specifically waives any claim that any liquid hydrocarbons, including such substances as crude 

oil, condensate, natural gas liquids, or return oil from the crude oil topping plant, delivered with 

the Sale Oil, are not Sale Oil for purposes of this Agreement.

2.3 Price t f the Sale Oil. The price per barrel of Sale Oil delivered from each Unit by 

the State to the Buyer each Month shall be equal to

ANS Spot Price - $1.55 - Tariff Allowance + Quality Bank Adjustment - Line Loss.
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“AN_ Spot Price” means the monthly average o f  the daily high and low assessments for 

the Month for ANS oil traded at the United States West Coast as reported by Platts’ Oilgram 

Price Report, Teicrate online data reporting service, and Reuters online data reporting service. 

The ANS Spot Price calculation will not include days on which prices are not reported, such as 

weekends or holidays. If one or two o f  these publications ceases to report daily assessments for 

ANS oil traded at the United States West Coast, the Parties agree to calculate the ANS Spot Price 

using the data from the remaining reporting service or services. If either Buyer or Seller makes a 

good faith determination that the ANS Spot Price no longer accurately represents the price for 

ANS oil traded at the United States West Coast, Buyer and Seller will attempt in good faith to 

arrive at a mutually agreeable alternative source to establish, or substitute for, the ANS Spot 

Price. If the Buyer and Seller arrive at a mutually agreeable lative source, that source shall 

be used to determine the ANS Spot Price beginning the Month following the Month in which the 

alternative source was determined. If Buyer and the State are unable to agree on an alternative 

source, either may provide written notice of dispute to the other Party, and the dispute shall be 

administered in accordance with Section 13.1.

“Tariff Allowance” means the sum of (1) the average, weighted by ownership, o f  the 

Minimum Interstate TAPS Tariff (Pump Station No. 1 to Valdez Marine Terminal) for each 

owner in effect on the Day the Sale Oil is tendered by the State to Buyer; and (2) any tariffs paid 

by Buyer for shipment o f  Sale Oil upstream of Pump Station No. 1. “Minimum Interstate TAPS 

Tariff” means the effective TAPS tariff on file with the Federal Energy Regulatory Commission 

("FERC") for each carrier on a given Day, excluding incentive tariffs. If a tariff which has been 

used in the calculation of a Tariff Allowance is changed or subject to a refund order by the 

FERC, the Tariff Allowance will be recalculated using the changed FERC-ordcred tariff, the
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Sale Oil Price will be adjusted accordingly, and the resulting refund to the State (or credit to 

Buyer) will be made in accordance with Article 111. If a FERC-ordered tariff is suspended or 

enjoined from implementation, the Tariff Allowance shall not be recalculated until the 

suspension or injunction is lifted and the FERC order is implemented and goes into effect.

The “Quality Bank Adjustment” is a per-barrel amount, positive or negative, that 

accounts for the difference in quality between the oil produced from the units on the North Slope 

and the co-mingled ANS TAPS stream downstream of the PSVR connection. The Quality Bank 

Adjustment for a Unit’s stream will be calculated each Month as the difference between the 

stream value for the PSVR Reference Stream and the stream value for each Unit. The stream 

value and PSVR Reference Stream are reported by the TAPS quality bank administrator. If the 

stream value or the PSVR Reference Stream is recalculated by the Quality Bank administrator, 

the Quality Bank Adjustment shall be recalculated and the Price shall be adjusted as follows: (1) 

a recalculation of a Quality Bank Adjustment that is not the direct result of an order issued by the 

FERC shall apply to Sale Oil that has been delivered to Buyer from and after the effective date of 

the adjustment, but any retroactive application of the adjustment shall be limited to Sale Oil that 

has been delivered to Buyer in the six calendar Months immediately prior to the Month of 

invoice of the recalculation, and the Price shall be adjusted in accordance with Article III; and 

(2) a recalculation of a Quality Bank Adjustment that is the direct result o f  an order issued by the 

FERC, including but not limited to any and all orders issued in Docket No. OR89-2-016 et al. 

shall apply to all Sale Oil deliveries that occur within the time frames affected by the FERC 

order(s), and any resulting liability for retroactive adjustments shall be payable by the State or 

Buyer in equal monthly installments over the same number o f  Months as the number of Months 

of Sale Oil deliveries to which the recalculation of the Quality Bank Adjustment applied, flic
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payments (or credit) of retroactive adjustments shall begin in the Month following the Month in 

which the Quality Bank administrator issues an invoice that implements a retroactive adjustment 

required by the FERC and shall be subject to the billing and payment (or credit) provisions of 

Article III. If monthly payments are owed at termination, the amount owed (i.e., the monthly 

payment times the number of months remaining for payments to be made) shall be paid as an 

adjustment under Article III as follows: (a) the first $1 million o f  the amount owed shall be paid 

in full; and (b) the remainder of the amount owed, if any, shall be discounted to its net present 

value and the discounted amount shall be paid in full. The discount rate used in this calculation 

shall be the Bank o f  America prime rate plus 2 percentage points and the term for discount shall 

be the number of months of payments remaining at termination. An adjustment under subsection

(2) o f  this paragraph will not be implemented until the relevant FERC order is final and not 

r ubject to further appeal.

"Line Loss" is a per barrel amount equal to (.0009) x (ANS Spot Price - $1.55 -  Tariff 

Allowance + Quality Bank Adjustment).

Appendix 2 is an illustrative example of the calculation of the Price of Sale Oil. If there 

is a conflict between Appendix 2 and Section 2.3, Section 2.3 shall control. The $1.55 

component used in calculation of the Price shall be adjusted one time for Sale Oil deliveries on 

and after April 1, 2009, according to the terms o f  Appendix 5.

2.4 Delivery of Sale Oil.

2.4.1 Day of First Delivery. The Stale will make first delivery of the Sale Oil to 

Buyer at the Point of Delivery on the first Day of the Month following the Month of Closing 

(“Day of First Delivery”). “Closing” means the transfer from Williams to Buyer of legal title to
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all o f  Williams’ Alaska Properties. All nominations made by Williams prior to Closing that 

provide for the deliveries of Royalty Oil by the State on and after the Day of First Delivery shall 

be deemed to be nominations by Buyer under this Agreement and shall be subject to all terms of 

this Agreement, including Price.

2.4.2 Later Deliveries. After the first delivery, the State shall tender the Sale 

Oil to Buyer at the Point of Delivery immediately upon the receipt o f  the Royalty Oil from the 

Lessees at the Point of Delivery.

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

pass from the State to Buyer for all purposes when the State tenders delivery o f  the Sale Oil to 

Buyer at the Point of Delivery. Buyer shall bear all risk and responsibility for the Sale Oil after 

passage of title.

2.6 Indemnification After Passage of Title. Buyer shall indemnify and hold the State 

harmless from and against any and all claims, costs, damages (including reasonably foreseeable 

consequential damages), expenses, or causes of action arising from or related to any transaction 

or event in any way related to the Sale Oil after title has passed to Buyer. I f  Buyer suffers 

damages or losses caused by third parties and related to the Sale Oil, the State agrees to 

cooperate with the Buyer to permit Buyer to attempt to recover such damages or losses. The 

State will, on request, assign the State's claims to Buyer and cooperate in Buyer's pursuit of State 

assigned claims.

2.7 Transportation Arrangements. Buyer shall make all arrangements for 

transportation of the Sale Oil from the Point of Delivery, to, through and away from the TAPS, 

and all pipelines upstream from Pump Station No. 1, and shall be responsible for meeting any 

linefill and storage tank bottom requirements related to transportation of the Sale Oil after

Proposed Contract -  February 9, 2004 12



passage of title, except that the State shall be responsible for meeting any linefill requirements 

for pipelines upstream of Pump Station No. 1. If Buyer provides the necessary data, the State 

shall meet its linefill requirements by passing title to Sale Oil to Buyer at the Point of Delivery 

but not invoicing Buyer for the portion of Sale Oil required for linefill until that portion of Sale 

Oil has been delivered to Buyer at Pump Station No. 1. For purposes of invoicing, Buyer and 

State agree that the linefill upstream of Pump Station 1 that has not been invoiced will be 

deemed to be the last barrels injected at the Point of Delivery. On the State’s request, Buyer 

shall provide the State with evidence of the arrangements for transportation of the Sale Oil from 

the Point of Delivery, through and away from TAPS, and all pipelines upstream from Pump 

Station No. 1, and evidence of arrangements for resale, exchange, or other disposal of the Sale 

Oil. Buyer’s failure to provide information, evidence, or assurances requested by the State shall,

at the State's election and after Notice to Buyer, constitute a material default under this

Agreement.

ARTICLE III 
INVOICING AND PAYMENT

3.1 Invoices. On or before the twentieth calendar Day of each Month after the first 

Month of delivery of Sale Oil, the State shall send to Buyer via facsimile a statement of account 

with an invoice for the total amount due for the estimated quantity of Sale Oil delivered to Buyer 

during the immediately preceding Month and the estimated Price applicable to those deliveries. 

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

State shall adjust invoices as provided in Section 3.3.

3.2 Payment o f  Invoices. Buyer shall pay the total amount of each invoice, in full, on 

or before the later o f  (1) the third Business Day after the date o f  the statement of account in 

which the invoice is included; or (2) the twentieth calendar Day o f  the Month. Any amount that
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Buyer does not pay in full on or before the payment due date calculated in accordance with this 

section shall accrue interest as provided in Section 3.5, and become subject to the late payment 

provisions of Section 3.7, and any other remedies available to the State under this Agreement 

and at law.

3.3 Adjustments. Buyer acknowledges that any time after an invoice is sent, the State 

may receive more accurate information concerning the ANS Spot Price, actual quantity of Sale 

Oil delivered to Buyer, the proper calculation o f  Tariff Allowance, and Quality Bank 

Adjustments that affect the Price of the Sale Oil. Buyer agrees that any time such information 

becomes available to the State, the State shall make adjustments and invoice or credit Buyer the 

amount of the adjustment in accordance with the process and retroactivity limits described in 

Section 2.3. The State shall invoice or credit Buyer in a statement o f  account for the adjustments 

as promptly as reasonably possible. All adjustments shall be paid within 30 Days of the end of 

the term.

3.4 Payment o f  Adjustments. The Buyer shall pay the total amount o f  each 

adjustment invoice in full, on or before the later of (1) the third Business Day after the date of the 

statement of account that includes the adjustment invoice; or (2) the twentieth calendar Day of 

the Month. If an adjustment is due to Buyer for an overpayment, the State shall credit to Buyer 

the amount o f  the overpayment on the following Month’s invoice or, if no following Month 

invoice is provided, the Slate shall refund to Buyer the amount o f  the overpayment by the 

twentieth calendar Day of the following Month. Any amount the Buyer does not pay in full 

when due shall bear interest at the rate provided in Section 3.5 and become subject to the late 

payment provisions o f  Section 3.7, and any other remedies available to the State under this 

Agreement and at law.
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3.5 Interest. All amounts under this Agreement that Buyer does not pay in full when 

due, or that the State does not credit Buyer or pay in full when due, shall bear interest from the 

date payment is due, calculated in accordance with Section 3.4, at the rate provided by Alaska 

Statute 38.05.135(d) or as that statutory provision may later be amended.

3.6 Adjustments After Termination. Buyer and State agree that the State shall 

continue to make adjustments after termination of this Agreement, and agree that the provisions 

of Articles III, VI, VII, and IX shall survive termination of this Agreement for any reason. 1 

following termination of this Agreement an adjustment is determined to be due to Buyer for 

overpayment in an amount that exceeds the amount of all sums remaining due from Buyer to the 

State, the State shall credit the overpayment against any sums due from Buyer to the State, and 

shall refund to Buyer the remaining amount of the adjustment. Any adjustments made after 

termination must be paid within thirty Days after the date of the invoice.

3.7 Late Payment Penalty. In addition to all other remedies available to the State, if 

Buyer fails to make timely payment in full of any amount due, including adjustments, Buyer 

shall pay the State as a late payment penalty an amount equal to five percent of the total amount 

not timely paid, in addition to the amount not timely paid. The Commissioner shall waive 

imposition of the late payment penalty if the Buyer provides evidence that the failure to make 

timely payment was not willful and was not due to one mistake in a chronic pattern of mistakes. 

Appendix 3 contains an illustrative example of interest and late payment penalties.

3.8 Disputed Payments. If a dispute arises concerning the amount of an invoice, 

Buyer agrees to pay in full all amounts not in dispute, and to explain in writing with particularity 

the basis for and calculation of any disputed amounts withheld.
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3.9 Confidential Information. The State and Buyer agree that the State may invoice 

Buyer for, and Buyer agrees to pay, amounts that are based upon confidential information held or 

received by the State. If confidential information is used as the basis for an invoice, upon receipt 

o f  a written request from Buyer, the State shall furnish to Buyer a certified statement of the 

Commissioner to the effect that, based upon the best information available to the State, the 

invoiced amounts are correct. At the request and expense of Buyer, the Commissioner’s certified 

statement will be based on an audit by an independent third party.

3.10 Manner of Payment. Except as provided in Section 3.8, Buyer shall pay all

invoices in full within the times specified and without any deduction, set off, or withholding.

Buyer shall pay all invoices by either Automated Clearinghouse or by Federal Reserve Wire

Transfer (immediate funds available) procedure to the following Stale account and address:

State Street Bank & Trust Company
Boston, Massachusetts
ABA #011000028
For Credit to the State o f  Alaska
General Investment Fund -  AY01
Account No. 00657189 (Federal Reserve Wire Transfer)
Account No. 00653220-10000 (Automated Clearinghouse)

Buyer may pay an invoice in such other manner or to such other address the State has specified

in an invoice or by written notice. All other payments due shall be paid in the same manner and

according to the same time schedule provided in this Article. If payment falls due on a Saturday,

Sunday, or federal bank holiday, payment shall be made on the next Business Day.

ARTICLE IV 
IN-STATE PROCESSING

4.1 In-State Processing. Buyer shall use all commercially reasonable efforts to insure 

that Sale Oil will be processed at its Alaska refinery or be exchanged for other crude oil that will
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be processed at its Alaska refinery. "Process" means the manufacture of refined petroleum 

products.

ARTICLE V 
BUYER’S SPECIAL CO M M ITM EN TS

5.1 Buyer agrees to comply with and perform the list of “Special Commitments” 

contained in Appendix 4 to this agreement.

A RTICLE VI
BUYER’S AND GUARANTOR’S REPRESENTATIONS AND OBLIGATIONS

6.1 Good Standing and Due Authorization of Buyer. Buyer warrants that it is, and 

shall remain at all times during the term of this Agreement: (1) qualified to do business in 

Alaska; and (2) in good standing with the Slate. Buyer warrants that it has all company power 

and authority necessary, and has performed all company action required, to enter into and fulfill 

its obligations under this Agreement.

6.2 Good Standing and Due Authorization o f  Guarantor. Guarantor warrants that it 

is, and shall remain at all times during the term o f  this Agreement: (1) qualified to do business in 

Alaska; and (2) in good standing with the State. Buyer warrants that it has all company power 

and authority necessary, and has performed all company action required, to enter into and fulfill 

its obligations under this Agreement.

6.3 Financial Information. As soon as practicable after the execution of this 

Agreement, and annually as soon as practicable after March 31 but no later than June 30, 

Guarantor shall cause a financial analyst (the “Financial Analyst”) to submit an opinion to the 

Commissioner in the form of a letter (the “Opinion Letter”) about Guarantor’s current and 

expected future credit rating by Standard and Poor’s and Moody’s. The Financial Analyst shall 

be qualified to render an opinion as to the creditworthiness of the Guarantor and shall be in the
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business of understanding complex financial matters and financial statements to the extent 

required to render such opinion. Buyer shall have the right to designate the Financial Analyst, 

subject to approval by the State. The Financial Analyst shall be a contractor to Guarantor, and 

Guarantor shall be responsible for entering into any necessary contractual arrangements with the 

Financial Analyst and paying the fees and expenses of the Financial Analyst.

The contract between Guarantor and the Financial Analyst and each Opinion Letter must 

recite that the Financial Analyst (1) has been provided a copy of this Agreement, (2) understands 

the significance of the Opinion Letter in the administration of this Agreement, (3) understands 

that the State will rely on the Opinion Letter, and (4) understands that the Opinion Letter is for 

the benefit of the State. The contract between Guarantor and the Financial Analyst shall be 

subject to approval by the State, and the State shall be given a copy of the contract and all 

amendments to it.

The Opinion Letter shall (i) identify all documents reviewed in forming the opinion, (ii) 

identify people interviewed in forming the opinion and discuss the nature of the interview, (iii) 

state the current long term (and short term, if available) credit ratings of Guarantor by Standard 

and Poor’s and Moody’s and (iv) express an opinion whether those ratings are reasonably likely 

to fall to or below BBB+ (Standard and Poor’s) and Baal (Moody’s) at any time during the 

following twelve Months. Guarantor shall cause the Financial Analyst to review evidence of the 

most current ratings by Standard and Poor’s and Moody’s of Guarantor’s long and short term 

debt, all bank presentations provided to Guarantor’s lenders, all reports on Guarantor prepared 

by Standard and Poor’s or Moody’s, any assessment (if available to the Guarantor) of 

Guarantor’s financial condition conducted on behalf o f  the Port Commission of the Port of 

Corpus Christi Authority, concerning the Port of Corpus Christi Authority o f  Nueces County,
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Texas Solid Waste Disposal Revenue Bonds, ail documents filed by Guarantor with the 

Securities and Exchange Commission, if any, any other documents reasonably necessary to 

deliver the Opinion Letter, and a complete set o f  year-to-year comparative, independently 

audited financial statements, including footnotes, prepared in accordance with generally accepted 

accounting principles.

Guarantor’s contract with the Financial Analyst may require the Financial Analyst to 

protect the confidentiality of the information supplied to it under Section 6.3. The State may 

review the information supplied to the Financial Analyst under Section 6.3 by executing a 

confidentiality agreement with Guarantor but will not take any action that will make the 

information part of the State’s public records.

6.4 Financial Condition. Guarantor warrants (1) that all financial information

submitted to the Financial Analyst or reviewed by the State under Section 6.3 is complete and 

accurate at the time of preparation, and fairly represents Guarantor’s financial condition at the 

time of submission; and (2) that there has been no material change in Guarantor’s financial 

condition, business operations, or properties since the financial information was prepared. 

Guarantor warrants that the financial statements were prepared in accordance with generally 

accepted accounting principles. Guarantor and Buyer shall immediately inform the State of any 

material change in Guarantor’s ownership or ownership o f  Buyer, ownership of parent 

companies, or financial condition, business operations, agreements, or property that is likely to 

affect their ability to perform their obligations under this Agreement.

6.5 Absolute Obligations. Buyer’s and Guarantor’s obligations to pay amounts due, 

provide assurances of performance in accordance with Article VII, accept, and dispose of and 

pay for Sale Oil, are absolute. These obligations shall not be excused or discharged by the
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operation o f  any d i s a b i l i t y  o f  Buye r or Guarantor , e ven t o f  Force M a jeu re , im prac t icab i l i ty  o f  

performance, change in cond it ions , or other reason or cause.

6.6 G ua ran ty . B uye r  w a s  formed to purchase the re finery at North  Po le , A la ska  now 

owned by W i l l i am s  A la sk a  Petro leum , Inc . B uye r is an ind irect, who l ly-owned sub s id ia ry  o f  

Guarantor. B uye r  does not have any operating h istory , does not have p ub l ic  f inanc ia l statements, 

and does not have deb t rated by M o o d y ’ s or Standard and Poor’s. The State is not w i l l in g  to 

make th is Agreemen t based so le ly  on the cred it worth iness o f  Buyer . Guaran to r therefore agrees 

that it guarantees performance o f  a l l  o f  B uye r ’s ob l iga t ion s under th is Agreemen t as i f  Guarantor 

were the B uye r  and le g a l ly  in d is t ingu ishab le  from Buyer. The State m ay requ ire Guarantor at 

any t im e to sa t is fy  any unsa t is f ied ob l iga t ion  o f  Buyer.

A R TIC LE VII 
ASSURANCE OF PERFO RM A N CE

7.1 C red it R e v ie w . I f  Guarantor fa i ls  to t im e ly  su bm it its f inanc ia l statements and 

other documents and in formation requ ired under A r t ic le  V! such that the F inanc ia l A na ly s t  is 

unab le  to t im e ly  su bm it  the Opin ion Letter; o r if, in the opin ion o f  the F inanc ia l Ana ly s t , 

G uaran tor’s c red it ra t ings have fa l len  to or be low , or are reasonab ly l ik e ly  in the tw e lv e  Mon ths 

fo l low ing  the Opin ion Letter, to fa l l to or b e low  (a) “ B B B + ” (Standard and Poor’s “ Long term 

issue r”), or (b) “ B aa l” (M oo d y ’s Inves to r Serv ices “ Issuer Ratings/Long Term  Obliga t ion 

Ra t ings”); or Guaran tor is not rated by  Standard and Poor’s and M o o d y ’s, Guarantor shall 

immed ia te ly  d e l iv e r  to the State a one yea r ir revocab le  stand-by letter o f  c red i t  (the “Letter” ) 

meeting the requ irements o f  Sections 7.2 through 7.5.

Guarantor sha l l annua l ly  renew and con t inuous ly  main ta in the Letter in e f fe c t unti l such 

t ime as, in the op in ion o f  the F inanc ia l A na ly s t ,  Guaran tor’ s cred it ra ting is no longer reasonab ly 

l ik e ly  to fa l l to or remain be low  (a) “ B B B + ” (Standard and Poor’s “ Long term issue r”); or (b)
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“B aa l” (M o o d y ’s In ve s to r S e rv ice s “ Is sue r Ratings/Long Term  Ob lig a t ion  Ra t ing s”) at any time 

du r in g  the tw e lv e  Mon th s fo l lo w in g  the Opin ion Letter.

7.2 Lette r o f  C red i t . In the even t that Guaran to r is requ ired to d e l iv e r  a letter o f  cred it 

to the S la te in acco rdance w ith  Section 7.1, the Letter sha l l be in a form sa t is fac to ry  to the 

Com m is s ione r and sha l l be in e f fe c t no later than f iv e  B us iness D ay s  a fter the e f fe c t ive  date o f  

N o t ic e  from the State to the Guaran to r (“ Letter E f fe c t iv e  Date” ). The Sta te ’s N o t ice  shall 

in c lude  a descr ip t ion o f  the c ircum stance s that tr igge r the Letter requ irement in accordance w ith 

Section 7.1. The Letter sha l l be issued for the bene f i t  o f  the State by a state or national bank ing 

in s t i tu t ion  o f  the Un ited States that is insured by the Federa l D epos it In su rance Corporation and 

has an aggregate cap ita l and su rp lu s  amount o f  not less than One Hundred M i l l io n  Do lla rs 

($100,000,000) (“ Is sue r”), or other bank ing  inst i tu t ion approved by the Comm iss ioner , such 

approva l not to be un reasonab ly  w ithhe ld . The princ ipa l face amount o f  the Letter sha l l be an 

amoun t reasonab ly  est imated b y  the C om m iss ione r to be equa l to the Price o f  a l l Sa le O il to be 

de l iv e re d  by the State to B u y e r  du r in g  the 90 D ay s  im m ed ia te ly  fo l lo w in g  the Letter E f fe c t ive  

Date. The Letter sh a l l  not requ ire the State to su bm it  any documenta t ion in support o f  drafts 

d rawn aga in s t it o ther than a ce r t i f ied  statement b y  the Comm iss ione r and the Sta te ’s A ttorney 

Genera l that Guaran to r is l ia b le  to the State for an amount o f  money equa l to the amount o f  the 

d ra ft , that the amount o f  money is due  and payab le  in fu l l ,  and it has not been t im e ly  paid.

7.3 Perfo rmance A ssu rance  A fte r T e rm ina t ion . I f  in accordance w ith  the terms o f  

Section 7.1, a Letter is in e f fe c t  im med ia te ly  p rior to Term ina t ion o f  the Agreement, the 

C om m is s ione r m ay requ ire  that, a fter Term ina t ion , the Letter be ma in ta ined in an amount 

est im ated by  the C om m is s ione r  to be equa l to the va lu e  o f  a l l ad ju s tm en ts w h ich  may be made 

under A r t ic le  I I I .  A s  an a lte rna t ive  to ma in ta in ing  a Letter after Term ina t ion , the Guarantor may
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estab l ish  and main ta in an interest-bearing escrow  account in the same amount and in c lud ing  the 

same payment terms as the Le tte r requ irements o f  Section 7.2, on commerc ia l terms accep tab le  

to the Comm iss ioner .

7.4 Other Performance A ssu rance . The Comm iss ione r m ay a l low  Guarantor to 

p rov ide  secur ity  other tha.i the Letter i f  the Comm iss ioner determ ines other secur ity  is adequate 

to protect the S ta te ’s interest.

7.5 Correct ion o f  D efec ts  in Letter. Guarantor sha ll have f ive  Bus iness D ays to 

correct any de fec t in the Letter beg inn ing  on the Bus iness D ay  Guarantor f irs t learns o f  the 

de fec t whether through No t ice  from the State or o therw ise . A  de fec t is any fa i lu re to com p ly  

w i th  the terms and cond it ions o f  A r t ic le  V I I .

ARTICLE VIII 
M EASUREM ENTS

8.1 Measu rem en ts . The quan tity  and q u a l i t y  o f  Sa le O i l the State de l iv e rs  under th is 

A greem en t sha l l be de term ined by  measurement at the Point o f  D e l iv e ry .  Procedures used for 

meter ing and measur ing the Sa le O il sha l l be in accordance w ith  the procedures in e ffec t at the 

Po in t o f  D e l iv e ry .

A RTICLE IX 
EFFECTIV E DATE AND TERM

9.1 E f fe c t iv e  Date . T h is  Agreement sha l l be e f fe c t ive  when it is s igned by a ll parties 

(“ E f fe c t iv e  Date”).

9.2 In it ia l T e rm . The In i t ia l Term o f  th is Agreemen t sh a l l  begin on the Day o f  F irs t  

D e l iv e ry  and term inate at the end o f  the last D ay o f  the 12th Month after the Day o f  F irs t 

D e l iv e ry , in c lud ing  the Month in w h ich  the Day o f  F irs t D e l iv e ry  occurs .
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9.3 Extens ion o fT e rm . Under A la sk a  Statute 38.06.055, th is Agreement is l im ited to 

a term o f  no longer than one yea r un less a longer term is approved by  the A la ska  leg is la ture . 

The Comm iss ione r sha l l have leg is la t ion to approve the extension o f  the term o f  th is Agreement 

for an add it iona l n ine years fo l low ing  the last D ay  o f  the In i t ia l Term prepared for introduction 

to the 23rd Leg is la tu re  in 2004. The C om m iss ione r and B uye r agree to use their best e ffor ts to 

support the passage o f  the leg is la t ion .

9.4 Term ina t ion Prior to Leg is la t iv e  Approva l. Buyer, Guarantor, or the State may 

term inate th is Agreement, w ith  no fur ther ob liga t ion or l ia b i l i t y  to each other, i f  Enactment has 

not occurred on or be fore March 17, 2004. N o t ic e  o f  term ination sha l l be in w r i t ing , and sha l l be 

e f fe c t ive  i f  d e l iv e red  to the other Party in accordance w ith  Section 16.1 before Enactment. 

"Enactment" means the Governor's s ign ing  o f  a b i l l  passed b y  the 23rd Leg is la tu re  that approves 

the ex tension o f  the term o f  th is Agreemen t for an add it iona l nine years fo l low in g  the last Day o f  

the In i t ia l Term .

9.5 C lo s ing  on W i l l i am s ’ A la sk a  Properties . Buyer , Guarantor , or the State may 

term inate th is Agreemen t, w i th  no further ob l iga t ion  or l ia b i l i t y  to each other, i f  C lo s ing  has not 

been comple ted before Ap r i l  1, 2004. Notice o f  term ination sha l l be in w r it ing , and sha l l be 

e f fe c t iv e  i f  de l ive red  to the other Party in accordance w ith  Section 16.1 before C lo s ing .

9.6 Continua t ion o f  O b l ig a t io n s . Except as p rov ided in Sections 9.4 and 9.5, 

term ination o f  th is Agreemen t sha ll not re l ie ve  e ither Party from any expense, l ia b i l i ty , or other 

ob l iga t ion  or any remedy that has accrued or attached prior to the date o f  term ination. For Sale 

O i l a c tu a l ly  de l ive red  under th is Agreement, term ination o f  this Agreement sha l l not re l ieve 

Buye r o f  its ob l iga t ion  to pay a l l product ion Month invo ices , in it ia l ad jus tmen ts , subsequent
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ad ju s tm en ts , and interest, and, where app licab le , pena lt ies , costs , a ttorney fees, and any other 

charges re lated to the Sale O il a c tu a l ly  de l ive red .

A R TIC LE X 
DEFAULT OR TERM IN A TION

10.1 D e fa u l t .

10.1.1 Events o f  D e fa u l t . The Comm iss ione r may suspend or term inate the 

S ta te ’s ob l ig a t ion s to tender, d e l iv e r  and se l l Sa le O i l to Buyer, and m ay exerc ise any one or 

more o f  the r igh ts and remedies p rov ided  in th is Agreement, or at law , i f  any one or more o f  the 

fo l low in g  even ts o f  de fau l t  occur:

(i) Buye r or Guarantor fa i ls  to pay in fu l l  any sum  o f  money owed 

under th is Agreemen t w ith in  f ive  B us iness D ays after the State g iv e s  B uye r  N o t ic e  that payment 

is past due;

(ii) W ith in  f ive  B us iness D ay s  after N o t ice  from the State, B uye r or 

Guaran to r fa i ls  to p rov ide  written assurances sa t is fac to ry to the State o f  B u y e r ’s or Guaran to r ’s 

intention to perform its ob l iga t ion s under th is Agreemen t and ev idence or assurances o f  

transportation arrangements under Section 2.7;

(iii) There is a materia l change in B u y e r ’s or Guaran tor’s f inanc ia l 

cond it ion , bus iness operations, agreements , or property or ownersh ip  that is l i k e ly  to a ffec t 

B u y e r ’s or Guaran to r ’s a b i l i t y  to perform its ob l iga t ion s under th is Agreement, and w ith in  f ive  

B us iness  D ays after Notice from the State, B uye r or Guarantor is unab le  or u nw i l l in g  to prov ide 

a Letter meeting the requ irements o f  Sections 7.1 and 7.2;

(iv) Buye r or Guarantor fa i ls  to perform any o f  its ob l ig a t ion s under 

th is Agreement, and cannot cure the non-performance or the non-performance continues for 

more than 30 D ays after the State has g iven  N o t ice  to B uye r  or Guarantor o f  its non­

performance;

(v) A ny  representation or warran ty made by Buye r or Guarantor in th is

Proposed Contract -  February 9. 2004 24



Agreement is found to have been m ate r ia l ly  fa lse  or incorrect when made; or

(v i) Guarantor fa i ls , or is unab le  for any reason ( in c lu d in g  reasons 

beyond Guaran to r ’s contro l) , to main ta in the Letter requ ired under A r t ic le  V I I ,  regard less o f  

Guaran to r’s w i l l in g n e s s  or a b i l i t y  to perform any other ob l iga t ion s under th is Agreement.

10.1.2 Defau lt by In ab i l i ty  to Pay . Buye r or Guarantor sha l l im m ed ia te ly  p rov ide 

the State w ith No t ice  i f  B uye r or Guarantor is unable to pay any o f  its deb ts when  due, makes an 

arrangement for the benef it o f  creditors, f i le s  a bankruptcy petit ion, o r is o therw ise  inso lvent. 

Upon Notice  from Buye r or Guarantor, or i f  the Sta le independent ly de te rm ines that B uye r or 

Guarantor is unab le  to pay any o f  its deb ts when due or is o therw ise  in so lven t, the State ’s 

ob l iga t ion s to d e l i v e r  and se l l Sale O il to B uye r sha ll au tom a t ica l ly  and im med ia te ly  term inate 

w ithou t any requ irement o f  N o t ice  to Buye r or Guarantor or other action by  the State. W ith in  30 

D ays after te rm inat ion under this A r t ic le  10.1.2, the State sha l l have the r ight , upon consent o f  

B uye r or Guarantor , to reinstate a l l o f  the S ta te ’s, B uye r 's  and Guaran tor’s ob l iga t ion s under th is 

Agreement re troact ive to the date o f  term ination.

10.2 S ta te ’s R em ed ie s . I f  B uye r  or Guarantor de fau lts  under th is Agreement, in 

add it ion to a l l o ther remed ies a va i la b le  to the State under th is Agreement or at law , the fo l low in g  

remed ies sha l l be a va i la b le  to the State:

10.2.1 B uye r ’s and Guaran tor’s Ob liga t ion s Become D ue . A l l  monetary 

ob l iga t ion s B uye r  or Guarantor has accrued under this Agreement, even i f  not ye t due and 

payab le , sha ll im m ed ia te ly  be due and payab le  in fu l l .

10.2.2 State M ay  D ispose o f  Sale O i l . The State m ay d ispose  o f  some or a l l  o f  

the Sale O il to third parlies. I f  the State exerc ises this remedy , regard less whether th is 

Agreement is term inated , B uye r and Guaran tor sha l l be and sh a l l  remain l iab le  to the State for 

the amount o f  the d i f fe rence  between the Price for the Sale O il under A r t ic le  II and the actua l 

price the State rece ives from d ispos it ion o f  the Sale O il to third parlies.
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10.2.3 Indem n if ica t ion  for L o s s . B uye r  and Guarantor sha ll hold the State 

harm less and indem n ify  it aga in s t a l l  its l ia b i l i ty ,  damages, expenses, a ttorney’s fees and costs , 

and losses d ire c t ly  a r is ing  out o f  B uye r ’ s or Guaran tor’s de fau lt , term ination o f  the Sta te ’s 

ob l iga t ion s , and d isposa l o f  the Sa le O il to third parties. A dd i t io n a l ly ,  i f  B uye r or Guarantor 

de fau l t s  in the payment o f  any monetary amounts due to the State for Sale O il tendered or 

de l iv e red  under th is Agreement, Buye r or Guarantor sha l l pay the State 100 percent o f  

reasonab le ac tua l costs and attorney fees incurred by the State in pursu ing payment o f  the 

monetary amounts due, regard less o f  whether l i t iga t ion is commenced and regard less o f  whether 

lega l se rv ice s are p rov ided b y  the A tto rney G ene ra l’s o f f ice  or priva te counse l .

10.2.4 Other R igh ts  and Rem ed ie s . The State sha ll have the r igh t c um u la t iv e ly  to 

exerc ise  a l l r igh ts and remed ies p rov ided in th is Agreement and by law , and obtain a ll other 

r e l ie f  a va i la b le  under law  or at equ i ty , in c lud ing  mandatory in junc t ion  and spec i f ic  performance.

10.3 L im ita t ion  o f  B u y e r ’ s and Guaran tor’s R em ed ie s . I f  Buyer or Guarantor breaches 

or de fau lts  in any o f  its o b l ig a t ion s under th is Agreement, B uye r or Guarantor sha ll not obta in a 

temporary res tra in ing order or p re l im inary  in junction p reventing the State fron d ispos ing o f  the 

Sa le O i l in acco rdance w ith  Section 10.2.2.

10.4 A r t ic le  S u rv iv e s  Term ina t ion . Th is  A r t ic le  su rv iv e s  term ination o f  the

Agreement.

A RTICLE XI
D ISPOSITION  O F OIL UPON DEFAULT OR TERM INATION

11.1 D ispos it ion o f  O il Upon Defau lt or Te rm ina t ion . B uye r and Guarantor 

a cknow ledge  that the State may be requ ired to prov ide s ix  Mon th s notice to the Lessees before 

the Sta le may decrease its in-kind nomination o f  Roya lty  O il in any Month . The Comm iss ione r 

may request a w a iv e r  o f  any notice p rov is ion , condit ion , or requ irement o f  a Lease, Unit 

Agreement, R oya lty  Sett lement Agreemen t or other agreement. I f  th is Agreement term inates for 

d e fa u l t  or any other reason after B uye r has nominated or is deemed to have nominated Sa le O i l ,
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Buye r sha ll con t inue  to accept and pay for Sa le O il through the f irs t D ay  o f  the Mon th  fo l low in g  

exp ira t ion o f  a m in im um  o f  100 Days after the date o f  term ination, i f  the Comm iss ione r so 

requ ires . U nde r no c ircum stances w i l l  B uye r be deemed to have nom inated Sale O i l i f  C lo s in g  

does not occu r . I f ,  however , the add it iona l notice p rov is ions o f  A rt ic le  2.1.6 are in voked , Buye r 

sh a l l con t inue to accept and pay for Sale O il un t i l the expiration o f  s ix  M on th s and ten D ays after 

the Date o f  d e fa u l t  or notice o f  term ination .

11.2 Secur ity  for D ispo sa l o f  Sa le O i l . To secure the Buyer's ob l ig a t ion s to purchase 

and dispose o f  Sa le O i l ,  upon the Com m is s ione r ’s request, i f  B uye r re fu ses to accept or rece ive 

Sa le O il under th is Agreement, B uye r sha l l ass ign or o therw ise  transfer to the State, or its 

des ignee . B u y e r ’ s r igh t to transport the Sa le O il through and aw ay from the TAPS , and a ll 

p ipe lines upstream from Pump Station No. 1, whether such rights are under nom inations, leases, 

contracts , ta r i f f s ,  charter parties, or other agreements. The State sha l l not incur l ia b i l i t y  or 

ob l iga t ion s un le ss the State a c tu a l ly  exerc ises its r igh ts under th is Section.

A R TIC LE XII 
NONW AIVER

12.1 N o nw a iv e r . The fa i lu re  o f  a Party to ins is t upon str ic t or a certa in performance, 

o r acceptance b y  a Party o f  a certa in performance or course o f  performance under this 

Agreemen t sh a l l  not: (1) const itu te  a w a iv e r  or estoppel o f  the r igh t to requ ire certa in 

performance o r c la im  breach b y  s im i la r  performance in the future; (2) a f fec t the right o f  another 

Party to enforce any p rov is ion ; or (3) a ffec t the v a l id i t y  o f  any part o f  th is Agreement.

A R TIC LE XIII 
DISPUTE RESOLUTION

13.1 D ispute R e so lu t io n . A ny  d isagreement or d ispute  abou t the mean ing or 

app lica tion o f  a word , term, cond it ion , r ight, or ob l iga t ion  in this Agreemen t sha l l be dec ided
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acco rd ing  to the d ispu te  reso lu t ion procedure set forth in this A rt ic le . The procedure set forth in 

th is A r t ic le  sha l l be in it ia led b y  a Party b y  p rov id ing  w ritten No t ice  o f  the d isagreement or 

d ispu te  to the other Parties. N o  later than s ix ty  D ay s  after a Party p rov ides written No t ice , the 

Parties sha l l each present any arguments and ev idence  supporting its v iew  o f  the d ispu ted term, 

cond it ion , r ight, or ob l iga t ion  in w r i t in g  to the Com m iss ione r for considerat ion . The State, 

B uye r  and Guarantor sha l l not have the right to c iv i l  li t igation-type d isco ve ry  or a c iv i l  litigation- 

type tria l w ith the r igh t to ca l l  or cross-examine w itne sses  un less granted by the Comm iss ioner , 

a fter request. W ith in  th irty D ays a fter the Parties su bm it the ir arguments and ev idence , the 

Com m iss ione r sh a l l  issue a f ind ing in terpreting the meaning or app lication o f  the d isputed word , 

term, condit ion , r ight , or ob l iga t ion  and sha l l set forth the basis for the conc lus ions . The Parties 

agree to accept f in d ing s o f  the Comm iss ione r under th is A rt ic le  that arc supported b y  substan tia l 

e v idence in l igh t o f  the who le  record.

A RTICLE XIV 
SEVERABILITY

14.1 S e ve ra b i l i t y . I f  a court decrees any p rov is ion o f  th is Agreement to be in va l id , a l l 

o ther p rov is ions o f  th is Agreement sha l l remain v a l id .  I f ,  however, inva l ida t ion o f  a prov is ion 

impa irs a materia l r igh t or remedy under th is Agreement, the Parties w i l l  negotiate in good faith 

to ma in ta in the o r ig ina l intent and bene fi ts  o f  th is Agreement. I f  the Parties cannot restore the 

or ig ina l intent and bene f its o f  th is Agreement, then either Party may term inate this Agreement by 

g iv in g  Notice .

A R TIC LE XV 
FO RCE M AJEU RE

15.1 E f fe c t o f  Force M a jeu re . Except for B u y e r ’s and Guarantor’s ob l iga t ions to pay 

amoun ts due, p rov ide  assurance o f  performance in accordance w ith  A rt ic le  V I ,  and to accept,
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d ispose o f, and pay for Sale O i l ,  no Party sha ll be l iab le  for fa i lu re  to perform i f  performance is 

sub s tan t ia l ly  prevented b y  Force M a jeu re  a fter com m erc ia l ly  reasonab le e ffor ts to perform.

15.2 Force M a jeu re . The term “Force M a jeu re"  means an even t or cond it ion not 

w ith in  the reasonab le contro l o f  the Party c la im in g  “ Force M a je u re .” Force M a jeu re  Even ts 

inc lude , bu t are not l im ited  to, the fo l low in g  events:

i. ac t o f  G od , fire , l igh tn ing , lands l id e , earthquake , storm, hurr icane, 

hurricane wa rn ing , f lood , high water, washou t, exp los ion , w e l l  b lowou t , fa i lu re o f  plant, pipe or 

equ ipment, or;

i i. s tr ike , lockout, or other indus tr ia l d is tu rbance , act o f  the pub l ic  enemy, 

w ar, m i l i ta ry  operation, b lockade , insurrect ion , riot, ep idem ic , arrest or restra int b y  government 

o f  people, terro r is t act, c i v i l  d is tu rbance , or national emergency;

iii . act, order, or requ is it ion  o f  any governmenta l agency or ac t ing 

governmenta l au thor ity  or any governmenta l proration, regu la t ion , or priority .

15.3 No t ice  and Remedy o f  Force M a je u re . I f  a Party be l ie ve s  that Force M a jeu re  has 

occurred , the Party sha l l im med ia te ly  no t i fy  the other Parties o f  its c la im  o f  Force Ma jeure . 

Except for B u y e r ’s and Guaran tor’s abso lu te  ob l ig a t ion s to pay amounts due, p rov ide assurances 

o f  performance in accordance w ith  A r t ic le  V I I ,  and accept, d ispose o f  and pay for Sale O i l , the 

d isab led  P a r ty ’s ob l ig a t ion s to perform that are a ffec ted  by the Force M a jeu re  sha ll be suspended 

from the N o t ice  E f fe c t iv e  Dale unt i l the d isa b i l i ty  caused b y  the Force M a jeu re  shou ld  have been 

remedied w ith  reasonable d i l ig ence . I f  B uye r or Guarantor is prevented b y  Force M a jeure  from 

perform ing any materia l ob l iga t ion  for 180 su cce ss ive  D ay s or more, the Comm iss ione r may 

terminate th is Agreemen t on s ix ty  D ays No t ice .
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A R TIC LE XVI 
N OTICE

16.1 M e thod . A l l  notices , consents, requests, demands instruc t ions, approva ls , and 

other commun ica t ions permitted or requ ired (“N o t ic e ” ) sha l l be made in w r i t in g  and de l ive red  by 

any two o f  the fo l low in g  methods: (a) pe rsona l ly  de l ive red , (b) de l ive red  and con firmed by 

facs im ile  transm iss ion , (c) de l iv e red  by Federa l Express , DHL , or other reputab le overn igh t 

cour ier d e l iv e ry  se rv ice , (d) e-mail, or (e) deposited in the United States m a il , f i rs t c lass , postage 

prepaid, ce rt i f ied or reg istered, return receipt requested , addressed as fo l low s:

State o f  A la ska
Comm iss ione r o f  N a tu ra l Resources 
400 W i l lo u g h b y  A venue  
Juneau, A la ska  99801 
Fac s im i le  Number: (907)465-3886 
e-mail: co rnm iss ioner@dnr .s ta te .ak .u s

and

D irector , D iv is io n  o f  O il and Gas 
550 W est 7th Street, Suite 800 
Anchorage , A la sk a  99501-3510 
Fac s im i le  N umber: (907) 269-8938 
e-mail: d ire c to r_dog@dnr .s ta te .ak .u s

the Buyer:
F l in t H i l l s  Resources A la ska , L LC  
4111 E. 37lh St. N .
W ich ita , KS  67220
Fac s im i le  N umber: (316) 828-8245
Attention: President
e-mail: a l lcn . la sa te r@ f i i r .com

the Guarantor:
F l in t  H i l l s  Resources, LLC  
4111 E. 37th St. N .
W ich ita , KS 67220
Fac s im i le  N umber: (316) 828-8245
Attention: President
e-mail: d a v id .ro be r tson@ ll i r .com
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or to any other p lace w ith in  the United States o f  America  des ignated in w r i t in g  by the State, 

B uye r or Guarantor.

16.2 No t ice  E f fe c t iv e  Date . N o t ice  g iven  by personal de l iv e ry , o ve rn igh t cour ie r , or 

m a i l sha l l be e f fe c t ive  on the date o f  actua l receipt at the appropriate address . No t ice  g iven  by 

fa c s im ile  or e-mail sha l l be e f fe c t ive  on the date o f  actua l rece ipt i f  rece ived  du r in g  recipient's 

normal bus iness hours, or at the beg inn ing o f  the next bus iness Day after rece ipt i f  rece ived after 

recipient's normal bus iness hours. The No t ice  E f fe c t iv e  Date is the e f fe c t iv e  date o f  the f irs t o f  

the two Notice s rece ived .

16.3 Change o f  A dd re s s . A  Party may no ti fy  the other Parties o f  changes in its address 

by g iv in g  Notice .

A R TIC LE XVII 
RULES AND REGULATIONS

17.1 Ru le s  and Regu la t ion s . T h is  Agreement is sub je c t to a l l app l icab le  law s o f  the 

State o f  A la ska , and orders, ru les and regu la t ions o f  the United States, the State o f  A la ska , and 

any d u ly  constitu ted agency o f  the Sta le o f  A la ska .

A R TIC LE XVIII 
SOVEREIGN PO W ER OF TH E STATE

18.1 Sovere ign Power o f  the Sta te . T h is  A.greement sha l l not be interpreted to l im it  in 

any w ay  the Sta te ’s a b i l i t y  to exerc ise any sovere ign or regu la to ry powers, whether conferred by 

constitu t ion , statute or regu lat ion . The S ta te ’s exerc ise o f  any sovere ign or regu la to ry power 

sha l l not be deemed to en large any o f  B uye r ’s or Guaran to r’s rights, or l im it  any o f  B uye r ’ s or 

Guaran tor’s ob l iga t ion s or l ia b i l i t ie s  under th is Agreement.
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A RTICLE XIX 
A PPLICABLE LAW

19.1 Gove rn ing  L aw . Th is  Agreement, and a l l matters a r is ing  from or re la ted to this 

Agreement, sha l l be governed , construed and de te rm ined b y  the law s o f  the State o f  A la ska .

19.2 Ju r isd ic t ion . A f te r exhaustion o f  the d ispu te  reso lu t ion p rov is ions in A r t ic le  X I I I ,  

any legal action or p roceed ing a r is ing  out o f  or re la ted to th is Agreemen t sha l l be brough t in a 

State court , and B uye r and Guarantor ir revocab ly  su bm it  to the ju r is d ic t io n  o f  the State court in 

any action or proceed ing .

A RTICLE XX
W ARRANTIES

20.1 W arran t ie s . The purchase and sa le  o f  R o y a l ty  O il under th is Agreemen t are 

sub je c t on ly  to the warran t ie s the State has exp re ss ly  set forth in th is Agreement. The State 

d is c la im s  and B uye r and Guarantor w a iv e  a l l other warran t ie s , express or imp lied  in law .

A R TIC LE XXI
AM ENDM ENT

21.1 A m endm en t . Th is  Agreemen t may be supp lemented , amended , or m od if ied  on ly  

by w ritten instrument d u ly  execu ted b y  the Parties, and, where requ ired , on ly  on approva l under 

A la sk a  Statute 38.06.055.

A RTICLE XXII 
SUCCESSORS AND ASSIGNS

22.1 A ss ignm en ts  and O ther T ran s fe rs . B uye r  m ay free ly  ass ign its r igh ts and 

ob l ig a t ion s to an A f f i l ia te  formed under the law s o f  a state in the United States o f  Amer ica . An 

“A f f i l i a t e ” sha l l mean an entity that is d i re c t ly  or ind ire c t ly  con tro l led  b y  Guarantor or 

Guaran to r ’s perm itted ass ign s , or is d ire c t ly  or ind ire c t ly  con tro l led  b y  an en ti ty  that d ire c t ly  or
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in d ire c t ly  contro ls Guarantor or Guarantor’s perm itted ass igns, where contro l means the r igh t to 

vote more than f i f ty  percent o f  the vo t ing  interest in the entity.

B uye r and Guaran to r may, w ithou t consent o f  the State, c o l le c t iv e ly  ass ign the ir rights 

and ob l iga t ions under th is Agreemen t to a Person that acqu ires a l l o r su b s tan t ia l ly  a l l o f  the 

A la sk a  re f in ing assets o f  B uye r and Guarantor (the “A ss ignee") , p ro v ided  that at least 45 Days 

before the e f fe c t ive  date o f  the ass ignmen t the A ss ignee  prov ides to the State (a) a l l  o f  the 

f inanc ia l in formation and warrant ies Guarantor is requ ired to p rov ide  under A r t ic le  V I and (b) a 

copy o f  the form o f  the ass ignment, in c lud ing  A ss ig n e e ’s ob l iga t ion  to assume and d ischarge all 

o f  B u y e r ’s and Guaran tor’s ob l iga t ion s under th is Agreement. I f ,  based on the f inancia l 

in formation supp lied under A rt ic le  V I ,  A ss ignee  is requ ired to supp ly  a Letter under A r t ic le  V I I ,  

the Letter in the form and amount requ ired by A r t ic le  V I I  m ust be p rov ided  to the State at least 

30 D ay s  before the e f fe c t iv e  date o f  the ass ignment. No ass ignment can be made to an A ss ignee  

w ith  long term c red it  ra t ings o f  less than BBB- (Standard and Poor’s) o r Baa3 (M oo dy ’s). From 

and after the e f fe c t ive  date o f  the A ss ignmen t, B uye r and Guarantor sh a l l  be re l ie ved  o f  their 

r igh ts and ob l iga t ions under this Agreement. No  ass ignmen t sha l l be e f fe c t ive  unt i l a fter 45 

D ay s  No t ice  to the State.

Buyer and Guarantor may not o therw ise ass ign  their r ights or ob l iga t ion s under this 

Agreemen t w ithou t firs t ob ta in ing the written consent o f  the Comm iss ione r , wh ich  may not be 

unreasonab ly  w ithhe ld .

22.2 B ind ing  on Successo rs . Th is Agreement sha l l be b in d in g  upon and inure to the 

bene fi t o f  the legal representatives, successors , and ass igns o f  the Parties.
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A R TIC LE XXIII 
RECORDS

23.1 Inspec t ion o f  R eco rd s . B uye r  and Guarantor and the State sha ll each accord to 

the other and the o th e r s  au thor ized agents, attorneys, and aud ito rs access dur ing reasonable 

bus iness hours to any and a ll property, records, books , documents , or ind ices re lated to B u y e r ’s, 

Guaran to r ’s o r the S ta te ’s performance under this Agreement, and wh ich  are under possess ion or 

contro l o f  the Party from  wh ich  access is sought, so the other Party may inspect, photograph, and 

make copies o f  the proper ly , records, books , documents , or ind ices except: (1) the State sha ll not 

be requ ired to d isc lo se  any in formation , data, or records that it is requ ired b y  state or federal law  

o r regu la t ion , o r by agreement w ith  the Person supp ly ing  the record, to be held confidentia l; (2) 

the State’s access to and treatment o f  Guaran tor’ s f inanc ia l records sha l l be l im ited by Section 

6.3; and (3) no party sh a l l  be requ ired to produce documents that are protected by the attorney- 

c l ien t p r iv i lege . I f  in formation the State obta ins from Buye r or Guarantor may be he ld 

con f iden t ia l under state or federa l law  or regu la t ion , Buye r may request in w r i t in g  that the State 

ho ld the in fo rmation con f iden t ia l ,  and the State sha l l keep the information confidentia l to the 

exten t and for the term prov ided by law.

A RTICLE XXIV 
EM PLOYM EN T O F ALASKA RESIDENTS

24.1 Em p loym en t o f  A la sk a  R es iden ts . B uye r sha ll comp ly  w ith  all v a l id  federal, 

state, and loca l law s in h ir in g  A la ska  res iden ts and compan ies , and sha ll not d iscr im ina te  against 

A la sk a  res iden ts and compan ies . W ith in  the constra ints o f  law , Buye r vo lun ta r i ly  agrees to 

em p lo y  A la sk a  res iden ts and A la sk a  compan ies to the extent they arc ava i la b le , w i l l in g ,  and at 

least as q u a l i f ie d  as other cand idates for w o rk  performed in A la ska  in connection w ith this 

Agreement. “ A la sk a  re s iden t” means an in d iv id u a l who is phys ica l ly  present in A la ska  w ith  the
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intent to remain in the state inde f in ite ly . An  ind iv idu a l m ay demonstrate an intent to remain in 

the state b y  ma in ta in ing  a res idence in the state, possess ing a res ident f ish ing , trapping or 

hun t ing license , or rece iv ing  a permanent fund d iv id end . “A la sk a  compan ies” means compan ies 

incorporated in A la sk a  or whose princ ipa l p lace o f  bus in ess  is in A la ska . I f  a cou rt in va l ida te s 

any portion o f  th is prov is ion , B uye r agrees to emp loy A la sk a  res idents and A la sk a  compan ies to 

the extent perm itted b y  law .

A RTICLE XXV 
COUNTERPARTS

25.1 Counterparts . Th is  Agreemen t may be execu ted  in m u lt ip le  counterparts. I t is not 

necessary for the Parties to sign the same counterpart. Each d u ly  executed counterpart sha ll be 

deemed to be an or ig ina l and a l l executed counterparts taken together sha l l be cons ide red to be 

one and the same instrument.

A RTICLE XXVI 
M ISCELLANEOUS

26.1 Agreement N o t to Be Construed A ga in s t  A ny  Partv as D ra fte r . The Parties 

recogn ize  that th is Agreemen t is the product o f  the jo in t  e ffor ts o f  the Parties and agree that it 

sha ll not be construed aga in st any Party as drafter.

26.2 Entire Agreemen t. Th is  Agreemen t constitu tes the entire agreement and 

understand ing between the Parties about the sub je c t matter o f  this transaction and a l l prior 

agreements, understand ings , and representations, whe ther oral or written, about th is sub je c t 

matter are merged into and superseded by  this w rit ten Agreement.

26.3 H ead ings . The head ings throughout th is Agreement are for re ference purposes 

on ly  and sha l l not be construed or cons idered in interpreting the terms and p rov is ion s o f  this 

Agreement.
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26.4 Au tho r i ty  to S ign . Each Person s ign ing  th is Agreemen t warrants that he or she 

has authority to s ign the Agreement.

26.5 Further A ssu rances . The Parties agree to do such further acts or execute such 

further documents as may reasonab ly be requ ired to implement th is Agreement.

26.6 Currency . A l l  do l la r  amounts are U.S. do lla rs .

SIGNATURES:

the State: T H E  STA TE  OF A L A S K A

Comm iss ioner
Department o f  N atu ra l Resources 

Date:

F L IN T  H ILLS  R ESO U R CES  A L A S K A , LLC

Printed Name:

T it le :

Date:

F L IN T  H IL LS  RESO U R C ES , LLC

Printed Name:

T it le :

Date:
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APPENDIX 1 
NOM INATION PROCED URE EXAM PLE 

F or Sale Oil Delivered in Ju ly  2004
PBU IPA 

& Satellites
Greater Pt 

McIntyre Area Total
March 15, 2004
State receives preliminary barrel per day (bpd) production forecasts from the unit operator 
105 days prior to the start of the production month

456,000 63,200 519,200

Not later than 
March 19, 2004
RIK purchaser notifies state of monthly bpd nomination (a) 56,362

Not later than 
March 31, 2004
Stale computes RIK percent of Royalty Oil based on Buyer's Sale Oil nomination 

Estimated royalty rates
Total stale estimated royalty bpd (bpd * royalty rate) 
State's RIK nomination percentage 
(Purchaser RIK bpd/estimated royalty bpd)

12.50%
57,000

13.34%
8,431 65,431

86.14%

March 31, 2004
Slate notifies unit operator of state's RIK nomination percenlage 86.14% 86.14% 86.14%

May 24, 2004
Unit operator notifies stale and working Interest owners of updated production forecast 
Production forecast (bpd) for May production month 
State calculates RIK bpd

Royalty rates based on updated estimates <t>>
State’s RIK nomination percentage
RIK bpd (bpd production forecast * Royalty rate * nomination %)

441,752

12.50%
86.14%
47,566

62,600

13.391158%
86.14%

7,221

504,352

54,787

May 31, 2004
State notifies RIK purchaser of bpd volume available for Juty production month 47,566 7,221 54,787

August 2, 2004
State invoices RIK purchaser for July production

Alyeska meter volume for July 1-31, 2003 
State's RIK nomination percentage 
Royally rale 
Total RIK bbls
bpd volume (Total RIK/31) (varies from forecast)

14,392,425
86.14%
12.50%

1,549,704.36
49.990.46

2,045,163
86.14%

13.391158%
235,912.49

7,610.08

16,437,588
86.14%

1,785,616,85
57,600.54

Tabta nolos-
(a) The stale determines from which units to nominate RIK volumes (section 2 .1 5  of Pie Agreoment)
(b) The estimated royalty percentage for Groater Pt Mclntyro Is a  composite royalty rate from several fields and will vary with production
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APPENDIX 2:
EXAMPLE O F CALCULATION OF PR IC E  OF SALE O IL

The Price o f  the Sale O il de l ive red  by the State to the B uye r each Mon th  for each Un it from 
wh ich  the Sa le O i l is nominated is:

Price =  A N S  Spot Price - S i . 55 -  T a r i f f  A l low an ce  +  Q ua l i ty  Bank A l low an ce  -  L ine Loss

ANS Spot Price

Tab le  2-1 i l lu s tra tes the ca lcu la t ion  o f  the ANS  Spot Price for Ju ly  2004.

Table 2-1: Calculation of ANS Spot Price

Platt’s Oilgram Price Report Telerate On-line Data Reporting 
Service

Reuters On-line Data Reporting 
Service

Effective
Date

ANS Daily 
Low

ANS Daily 
High

ANS Daily 
Midpoint 
Average

ANS Daily 
Low

ANS Daily 
High

ANS Daily 
Midpoint 
Average

ANS Daily 
Low

ANS Daily 
High

ANS Dally 
Midpoint 
Average

07/01/04 S24.01 524.05 S24.03000 524.03 524.08 524.05500 523.81 523.98 523.89500

07/02/04 S23.62 523.66 523.64000 S23.67 523.72 523.69500 523.50 523.67 523.58500

07/06/04 S24.55 524.58 524.56500 524.49 524.54 524.51500 524.19 S24.36 S24.27500

07/07/04 S23.70 523.74 523.72000 523.72 $23.77 $23.74500 $23.61 523.78 S23.6f,500

07/08/04 S24.27 524.31 S24.29000 524.23 524.28 524.25500 $23.61 524.37 523.99000

07/09/04 S25.04 525.08 525.06000 524.98 $25.03 525.00500 524.20 525.07 524.63500

07/12/04 S25.77 525.81 525.79000 525.72 525.77 525.74500 525.61 S25.78 525.69500

07/13/04 S25.42 525.46 525.44000 525.35 S25.40 525.37500 525.30 525.47 525.38500

07/14/04 S26.63 526.67 526.65000 526.50 $26.60 $26.55000 526.47 526.64 526.55500

07/15/04 527.33 527.36 527.34500 527.17 527.27 $27.22000 527.17 527.34 527.25500

07/16/04 526.71 526.75 526.73000 S26.94 527.04 S26.E9000 526.53 S26.70 S26.61500

07/19/04 527.16 527.20 527.18000 527.34 $27.44 527.39000 527.03 527.20 S27.11500

07/20/04 S26.83 526.87 526.85000 527.03 527.13 $27.08000 S26.80 $26.07 S2G.88500

07/21/04 527.11 527.15 527.13000 $27.48 527.58 S27.53000 S27.25 $27.42 S27.33500

07/22/04 S27.49 527.53 527.51000 527.58 527.68 $27.63000 527.33 527.78 $27.55500

07/23/04 527.31 S27.35 527.33000 527.30 527.40 S27.35000 527.01 S27.26 S27.13500

07/26/04 528.14 S28.18 528.16000 527.66 527.91 527.78500 527.56 $28.01 S27.78500

07/27/04 527.25 S27.29 527.27000 527.60 527.85 527.72500 S27.20 527.37 527.28500

07/28/04 526.53 526.56 526.54500 $26.83 $27.08 526.95500 526.42 $26.59 526.50500

07/29/04 527.09 527.12 527.10500 $27.65 527.75 527.70000 527.66 327.83 $27.74500

07/30/04 527.59 527.63 527.61000 528 21 528.31 528.26000 528.17 528.34 528.25500

Platt's Monlly Avg. = 526.18810 Telerate Monthly Avg. = 526.31214 Reuters Monthly Avg. = 526.15143

Plaits Monlhlv Averaae + Telerate Monthly Averaae + Reuters Monthly Averaae
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T ariff Allowance

The T a r i f f  A l low an ce  (TA) is the sum o f  (1) the average, we igh ted b y  ownersh ip , o f  the 
M in im um  Interstate TA PS  T a r i f f  for each owner in e ffec t on the Day the Sale O i l is tendered by 
the State to the Buyer; and (2) any ta r i f fs  paid by Buye r for sh ipment o f  Sa le O il upstream o f  
Pump Station No . 1. T ab le  2-2, 2-3, and 2-4 il lustra te how  the state w i l l  ca lcu la te  the T A  for 
each o f  the Units from wh ich  Sale O il may be offered.

Table 2-2: Calculation of TAPS Portion of T ariff Allowance
Ownership-Weighted Average Minimum Interstate TAPS T a r if f -J u ly  2004

Pipeline Company FERC
No.

Percent Pipeline 
Company 
Ownership

Minimum Interstate 
TAPS Tariff (Pump 

Station No.1 to 
Valdez Marine 
Terminal) by 

Pipeline Company

TAPS Tariff 
times

Company Ownership Percentage

Phillips Transportation Alaska. Inc. 28.2953% S3.32 S0.93940
ExxonMobil Pipeline Company 20.3378% $3.34 S0.67928
Williams Alaska Pipeline Company 3.0845% S3.28 S0.10117
BP Pipelines (Alaska) Inc. 46.9263% $3.28 S1.53918
Unocal Pipeline Company 1.3561% $2.83 SO.03838

100.0000%
Ownership-Weighted Average Minimum Interstate TAPS Tariff: S3.29741

T able 2-3: Calculation of Portion of T a riif  Allowance Upstream of Pum p Station No. 1
Minimum Tariff on Pipelines Upstream of Pump Station No. 1 -  July 2004

Pipeline Company FERC
No.

RCA 
Tariff Advice 

Letter No.

Pipeline Tariff

Kuparuk Transportation Company 

Endicott Pipeline Company 

Kuparuk Transportation Company 

Milne Point Pipeline Company

Kuparuk Transportation Company 

Alpine Transportation Company

BP Transportation (Alaska) Inc.

Kuparuk River Unit to TAPS Pump Station
No. 1 S0.20000
Endicott Main Production Island to TAPS
Pump Station No. 1 SO.36000
Milne Point Pipeline Connection to TAPS
Pump Station No. 1 SO. 14400
Milne Point Central Facilities to Kuparuk
Transportation Company Tie-In _______ SO.28000

Tolal MPU Upstream Tariff Allowance: SO.42400
Kuparuk River Unit to TAPS Pump Station 
No. 1‘ SO.20000
Colville. Alaska Alpine Field to Kuparuk 
River Unit S0.78000

Total CRU Upstream Tariff Allowance: SO.98000
Northstar Unit Seal Island lo TAPS Pump 
Station No. 1 S2.02000
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Tabic 2-4: Calculation of T ariff Allowance for Each Unit
Calculation of TA for Prudhoe Bay Unit

Ownership-Weighted Average Minimum Interstate TAPS Tariff: S3.29741

Upstream Tariff SO.OOOOO 

TApbu 53.29741 

Calculation of TA for Kuparuk River Unit 

Ownership-Weighted Average Minimum Interstate TAPS Tariff: S3.29741 

Kuparuk Transportation Co.Tariff SO.20000 

TAkru 53.49741 

Calculation of TA for Duck Island Unit 

Ownership-Weighted Average Minimum Interstate TAPS Tariff: 53.29741

Endicott Pipeline Co. Tariff: S0.36000 

TAoiu 53.65741 

Calculation of TA for Milne Point Unit 

Ownership-Weighted Average Minimum Interstate TAPS Tariff: S3.29741 

Kuparuk Transportatlon Co. Tariff SO.' 44001 

Milne Point Pipeline Co. Tariff S0.28000 

TAmpu 53.72141 

Calculation of TA for Colville River Unit 

Ownership-Weighted Average Minimum Interstate TAPS Tariff: 53.29741 

Kuparuk Transportation Co. Tariff: $0.20000 

Alpine Transportation Company Tariff: S0.78000

TAmpu 54.27741 

Calculation of TA for Northstar Unit 

Ownership-Weighted Average Minimum Interstate TAPS Tariff: 53.29741 

BP Transportation (Alaska) Inc. Tariff: S2.02000

TAoiu 55.31741

’Kuparuk Pipeline/Milne Point Pipeline connection to TAPS Pump Station No. 1.

Quality B ank A djustm ent (QBA)

The TAPS Q ua l i ty  Bank compensates sh ippers o f  a high-value c rude  o i l stream when a lowcr- 
va lu e  crude o i l stream is b lended in the common stream .1 To ca lcu la te  the Price o f  the Sa le O il 
at the Point o f  D e l iv e ry  an ad ju s tm en t must be made for the impact that the sa le o i l w i l l  have on 
the va lue  o f  the com m ing led  crude oi l stream when it enters the TAPS  V a ld e z  term ina l.

1 Mitchell &  Mitchell, 8300 Douglas Avenue, f/800, Dallas, T X  75225, administers the TAPS Quality Dank. 
Anyone who ships oil on TAPS must make prior arrangements with Mitchell &  M itchell to participate in the TAPS  
Quality Bank.
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The Q BA  is a per-barrel va lue , either pos it ive  or negative , and w i l l  be ca lcu la ted  each Month by 
the State for Sale O i l from each Unit. The State w i l l  estimate a Q BA  for each app l icab le  Un it for 
the in it ia l b i l l in g . T yp ic a l ly ,  the State rece ives the data to ca lcu la te  the actua l Q BA  for the 
Month about tw o  Mon ths after the Month the Sale O il is de livered . Fo r th is reason the Q BA  w i l l  
be sub je c t to a routine true-up in a subsequen t ad justment.

_________________Table 2-5: Hypothetical TAPS Quality Bank Data__________________
TAPS Quality Hunk 

Stream Values and Total Stream Volume Skipped 
July 2004

Sample Location Stream Volume
(BBL)

Stream Value (S/BBL) Total Stream Value 
($)

PBU IPA PBU IPA 19,000,000 S27.9380000000 $530,822,000.00
LISBURNE LISBURNE 3,500,000 $27.537'400000 296,380,340.00
ENDicorr ENDicorr 1,250.000 $27.25 .8000000 $34,074,750.00
KUPARUK KUPARUK 12,000,000 $27.4418300000 $329,301,960 00
NORTIISTAR NORTIISTAR 2,000,000 $28.0000000000 S56,000,000.00
PS «1 PSWI REFERENCE 37,750,000 S27.7239483444 $1,046,579,050.00

GVEA OFFTAKE GVEA PASSING 28,000,000 $27.6546500000 $744,330,200.00
GVEA RETURN GVEA RETURN 3,500,000 $26.6753800000 $93,363,830 00
GVEA GVEA REFERENCE 31,500,000 S27.5458422222 $867,694,030.00

PSVR OFFTAKE PSVR PASSING 30,000,000 $27.5517600000 $826,552,800.00
PaVRRETURN PSVR RETURN 1,000,000 $26.8450200000 $26,845,020.00
PSVR PSVR REFERENCE 31,000,000 S27.5289619355 S853,397,S20.00

F.PC Quulity Bank
Stream Values and Total Stream Volume Skipped

July 2004
Sample Location Stream Volume StreamValue (S/BBL) Total Stream Value

(BBL) (S)
BAD AMI I3ADAMI 80,000 $27.4526400000 $2,196,21 i 20
ENDICOIT REFERENCE ENDICOTT REFERENCE 1,250,000 $27.2598000000 $34,074,750.00
ENDICOrr MAIN PROD ENDICOrr MAIN PROD 1.170.000 S27.2466I43590 $31,878,538.80

KTC Quality Bank
Sit earn Values and Total Stream Volume Skipped

July 2004
Sample Location Stream Volume StreamValue (S/BBL) Total Stream Vuluc

(BBL) (S)
ALPINE ALPINE 3,000,000 S27.8000000000 SS3.100,000.00
MILNE POINT MILNE POINT 1,500,000 $27 13S2300000 $40,702,845.00
KUPARUK REFERENCE KUPARUK REFERENCE 12,000,000 $27.4418300000 S329.301,960.00
KUPARUK RIVER UNIT KUPARUK RIVER UNIT 7.500.000 $27.3598820000 $205,199,115.00

Tab le  2-5 shows the k ind  o f  information supp lied by the TAPS  qu a l i ty  bank adm in is tra to r that 
w i l l  be used to ca lcu la te  the qua l i ty  bank d if fe ren t ia l for Sale O il produced from each Unit. The 
TAPS  qua l i ty  bank adm in is tra to r p rov ides th is information to the Sta le , p ipe line owners , and 
shippers. A s a sh ipper on TAPS , the B uye r w i l l  a lso rece ive th is in formation . In the co lumn 
tit led “ Stream V a lu e  (S/BBL)” are the d if fe ren t per-barrel va lu e s  o f  each stream produced from 
the Units from wh ich  Sa le O il m ay be de l ive red . The PSVR  Reference Stream va lue  is labeled
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“ P SV R  Reference” and is the stream va lue  o f  the b lended TAPS  stream immed ia te ly  
downstream  o f  the Petro Star V a ld e z  Refiner)' return stream. The Q ua l i ty  B ank A d ju s tm en t is 
ca lcu la ted  as the d if fe rence between the stream va lu e  o f  each Un it and the PSVR  Reference 
Stream.

For examp le , assume that the Month is Ju ly  2004 and the Sale O il is produced from the D uck  
Is land Unit. The Q BA  for Sa le Oil from the D uck  Is land  Unit (Q B A diu) is ca lcu la ted  as the per- 
barre l d if fe rence between the Stream va lue  for the D uck  Is land Unit , ind ica ted as the “ End ico tt 
M a in  Prod” in Tab le  2.5, and the PSVR  Reference Stream Va lue . In th is examp le Sale O il from 
the D uck  Is land Unit lowers the va lue  o f  the stream o f  o i l measured at V a ld ez . Therefore, 
$0.2823475765 per barre l is the QBA  incorporated in the ca lcu la t ion  o f  Price for Sale O il from 
the D uck  Is land Unit.

Quality Bank Adjustment for the Duck Island Unit = the stream value for Endicott Main Production minus
the stream value of PSVR Reference (from Table 2-5)

QBAo,u= 27.2466143590 - 27.5289619355 

QBAo,u= -S0.28235

Note: The Price o f  Sa le O il from the PBU IPA  and L isb um e  are in vo iced  separate ly .

Line Loss

Using  the resu lts o f  the examp le  ca lcu la t ion s above , L ine Loss for Sa le O il de l ive red  from the 
D uck  Is land Un it in Ju ly  2004 equa ls

L ine Lossotu =  (.0009) X  ($26.21722 - $ 1.55000 -  $3.65741 +  -S0.28235) = $0.01865.

C alculating the Price of Sale Oil

The Price o f  Sale O il de l iv e red  from the Duck  Is land Unit in Ju ly  2004 is

Pricemu = $26.21722 - $1.55000 - $3.65741 +  -$0.28235 - $0.01865 = $20.70881

Note that the each number in the equation is rounded to f ive  dec im a l p laces. I f  a number’s s ix th
dec im a l is 0, 1, 2, 3, or 4, the number sha l l be truncated to the f i f th  dec im a l. I f  a number’s s ix th
dec im a l is 5,6, 7, 8, or 9, the number sha ll be truncated to the f i f th  dec im a l and the f ifth dec im a l
sha l l be increased by I.
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APPENDIX 3
EXAM PLE O F CALCULATION O F IN TEREST AND LATE PAYM ENT PENALTIES

Sample Calculation of an Invoice for Ju ly  2004 Deliveries

Assumptions:

1. Month is A ugu s t 2004.
2. Sale O il de l ive red  to the Buye r from the D u ck  Is land  Un it  in Ju ly  2004 =  2,170,000 

barre ls (70,000 bpd).
3. Ju ly  2004 Price o f  the Sa le O il for the D uck  Is land Unit as in i t ia l ly  est imated by the State 

= $21.00000 per barrel.
4. Statement o f  account, w i th  Ju ly  2004 invo ice , sent to the B uye r  on A ugu s t  3, 2004.
5. Ju ly  2004 invo ice payment due to the State =  A ugu s t  20, 2004.
6. Buye r pays State on ly  $10,000,000 on the due date, A ugu s t  20, and pays the outs tanding 

ba lance on A ugus t 25, 2004.
7. Annua l interest rate p rov ided by A la ska  Statute 38.05.135(d) for A ugu s t  2004 is 11 

percent.

Method for ca lcu la t ing  B uye r ’s invo ice payment for Ju ly  2004 de l ive r ie s :

In vo ice  Amoun t = Quan t ity  o f  Sa le O i l X B u y e r ’s  Price o f  Sale O il 
= 2,170,000 X $21.00000 = $45,570,000.00

Because payment in fu l l  w a s not rece ived by  the State on or before A ugu s t  20,2004, interest w i l l  
accrue on the unpaid ba lance from A ugu s t  20, 2004 through the date the payment is received, 
and a late payment penalty w i l l  be assessed.

B e low  is a sample ca lcu la t ion  o f  late payment pena lty fee (a ssum ing that it is not w a ived  under 
Section 3.7) and interest. Th is  sample ca lcu la t ion  show s wha t w i l l  happen i f  the Buye r makes a 
partia l payment on A ugu s t  20 and the balance on A ugu s t 25.

Late Payment Penalty Fee:
Statement o f  A ccoun t amount =  $45,570,000.00
Amoun t paid on A ugu s t  20 =  10.000.000.00
Outs tand ing ba lance (8/20/04) =  $35,570,000.00
Late Payment Pena lty Fee ($35,570,000 x 5%) = = $ 1,778,500.00

Interest:
$35,570,000 x (11 %/366) x 5 D ays =  $53.452.19
Amount B uye r  owes on A ugu s t 20,2004 =  $37,401,952.19

Note: A s more accurate data is rece ived by the State, the S la te m ay a d ju s t  the Price and/or the
actual quan t ity  o f  Sale O il and invo ice the Buye r in the in i t ia l ad ju s tm en t invo ice 
subm itted w ith the fo l low in g  M on th ’s (A ugus t 2004) statement o f  account.
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Sample Calculation of an Adjustment: Invoice in Septem ber 2004

Assumptions:

1. Month is September 2004.
2. Sale O il de l ive red in Ju ly  2004 has been rev ised  to 2,169,0000 barrels.
3. Ju ly  2004’s price for Sa le O il is unchanged at $21.00000 per barrel.
4. Date o f  the statement o f  account that conta ins the ad jus tm en t invo ice  is September 2,

2004.
5. Date the ad jus tmen t invo ice  payment is due to the State =  September 20, 2004. 

M ethod for ca lcu la t in g  the B uye r ’s ad jus tmen t in vo ice  amount for Ju ly  2004:

C red it  due the B uye r aga inst statement o f  account amount dated September 2 due September 20,

Note: A s more accurate data is rece ived by the State, the State may ad ju s t the Price and/or the 
actual quan ti ty  o f  Sale O il and invo ice the B uye r  in the ad jus tm en t invo ice subm itted 
w ith  the fo l low ing  M on th ’s (October 2004) statement o f  account.

Sample Calculation of an A djustm ent Invoice in O ctober 2004

Assumptions:

1. Month is October 2004.
2. Ju ly  2004’s price for Sale O il is changed to $21.05000 per barrel due to a change in the 

qua l i ty  bank.
3. The statement o f  account that conta ins the ad ju s tm en t in vo ice  is October 1,2004.
4. The ad jus ted invo ice payment is due to the State = October 20, 2004.

Method for ca lcu la t ing  the B uye r 's  ad jus tment in vo ice  amount for Ju ly  2004:

Production Month In vo ice  Amoun t =  Quan t ity  o f  Sa le O il x  B uye r ’s Price o f  Sale O il
=  2,169,000 x $21.05000 
= $45,657,450.00

Invo ice  Amoun t = Quan t ity  o f  Sa le O i l x B uye r ’s Price o f  Sale O il 
= 2,169,000 x $21.00000 
= $45,549,000.00

Ad ju s te d  In vo ice  Amoun t for Ju ly  2004 
Am oun t p re v iou s ly  paid by the B uye r  for Ju ly  2004 
Overpayment for Ju ly  2004

$45,549,000.00
$45.570.000.00

($21,000.00)

2004.
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Ad ju s te d  In vo ice  Am oun t for Ju ly  2004 
Am oun t p re v io u s ly  paid b y  the B uye r  for Ju ly  2004 
Underpaymen t for Ju ly  2004

The underpayment is due the State on O ctober 20, 2004

= $45,657,450.00 
=  $45.549.000.00 

$108,450.00
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APPENDIX 4 
SPECIAL CO M M ITM EN TS

Buye r agrees to the fo l low ing  l is t  o f  Specia l Comm itments:
A. Clean Fuels Processing. A fte r  perfo rm ing an eng ineering s tudy , B uye r w i l l  insta ll necessary 

equ ipmen t and comple te such mod if ica t ion s to its North Pole Re f ine ry  o r w i l l  partic ipate in 
the mod if ica t ion  o f  other re f inery fa c i l i t ie s  in A la ska  as requ ired to p roduce gaso line and on­
road, off-road, marine , and rail d iese l fue ls that meet or exceed a l l EPA  low  su l f u r  fue l 
requ irements (“C lean Fue ls”) .B uye r w i l l  m ake com m erc ia l ly  reasonable e ffo r ts to complete 
necessary insta l la t ions and mod if ica t ion s on or before the e f fe c t iv e  dates o f  the C lean Fue ls  
requ irements o f  the EPA  regu lat ions.

Tota l pro ject costs are expected to exceed $100,000,000.00 and w i l l  l i k e ly  inc lude the 
construc t ion o f  p rocess ing units , in c lud ing  hydrotreat ing , a hydrogen p lant and s u l fu r  
remova l equ ipment. These pro jects w i l l  re su lt  in a s ign if ican t reduction in gaso l ine and d iese l 
su l fu r  leve ls .

B. A nchorage T ank  Farm  Evaluation. Buye r agrees to d ischarge the comm itm en ts p rev iou s ly  
made by  W i l l i am s  in the “Memorandum  o f  Agreement between W i l l i am s  A la sk a  Petro leum , 
Inc . and The Government H i l l  C ommun ity  C ounc i l” attached as Append ix  6 to this 
agreement. The key requ irements are as fo l low s :
• Remova l o f  three (3) tanks from east o f  the Ocean Dock Road w ith a tota l capac ity o f  

ove r 5,500 barre ls
• Refra in from in s ta l l ing  add it iona l tanks east o f  the Ocean Dock  Road
• Eva lua t ion  o f  a l l  remain in j  tanks east o f  the Ocean Dock  Road to dete rm ine whether they

comp ly  w i th  a l l  State and Federa l requ irements v iz .  o ve r f i l l  protection , f ire  protection, 
tank seal monitor ing , potential for change o f  product se rv ice , and poss ib le  remova l o f  
add it iona l tanks, and prompt remediat ion o f  any v io la t ion s o f  these requ irements .

■ Ins ta l la t ion o f  new  tanks west o f  the Ocean D ock  Road w i l l  occur p rov ided that ex is t ing  
tanks on the cast s ide o f  Ocean Dock  Road are retired and removed on a tank-for-tank 
basis .

• FH R  agrees to continue cooperative e ffor ts in connection w ith  the ongo ing  B u lk  Fue l
Hazard S tudy curren t ly  underway through the M un ic ip a l i ty  o f  Anchorage .

C. Shipm ent by Rail. W il l iam s  curren t ly  sh ips ref ined products by ra i l under an Agreement 
w ith  A la sk a  Ra i lroad Corporation (an Agreemen t o r ig in a l ly  entered by M A P C O  A laska  
Petro leum Inc. in M a y  o f  1993). A s  part o f  B u y e r ’s re f inery acqu is i t ion  from W il l iam s , 
B uye r w i l l  a ssume the rights and ob l iga t ions o f  W i l l iam s  under the rail agreement and 
continue to sh ip refined products to Anchorage .

D. A ir T raffic M arketing and S tructural Im provem ent Study. Buye r and the State sha l l 
jo in t ly  explore com m erc ia l ly  reasonable options for increasing passenger and cargo a ir tra f f ic  
through the Fa irbanks In ternational A irport. B uye r shall work  w ith  the Fa irbanks 
Internat ional A irport to concentrate on p romoting the Fa irbanks In ternational A irport to 
cargo carriers operating between A s ia  and Europe and o therw ise; sha l l e va lua te , and poss ib ly  
upgrade, the a irport ’s fue l d is t r ibu t ion  fac i l i t ie s , in c lud ing  the fea s ib i l i ty  o f  us ing  or
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upgrad ing  the hydrant fu e l in g  system ; and sha l l charge a j e t  fue l customer in Fa irbanks the 
same or a low e r price as B uye r  charges that same customer in Anchorage .

E . W holesale Rack Price Parity . Buye r agrees, for the term o f  the Agreement, to main ta in the 
B uye r w ho le sa le  t ruck  rack posted price for gaso l ine in Fa irbanks at a price not to exceed the 
B uye r w ho le sa le  t ruck  rack posted price for gaso l ine in Anchorage on an annua l s imp le 
average bas is  (w ith in  a to lerance/variation o f  1 cent per ga l lon  (cpg)). B uye r makes no 
guarantee o f  the price parity for B u y e r ’s who le sa le  t ruck  rack  posted prices for gaso line in 
Fa irbanks and Anchorage on a d a i ly  basis . I f  the annual average var ia t ion o f  the 
a forementioned posted prices exceeds 1 cpg, B uye r sha l l have n ine ty (90) days to reduce the 
var ia t ion  b e low  1 cpg, averaged ove r an a l l- inc lu s ive  t im eframe, in c lud ing  the n inety (90) 
day  period and the p rev ious annua l period. Th is  p rov is ion sha l l not app ly to any gaso line 
exchanges . An  examp le o f  the ca lcu la t ion s appears in Tab le  4-1.

Tabic 4-1 W holesale T ruck  Rack Posted Price True-U p

Wholesale Rack Price Parity Scenario 1
Buyer Buyer Fairbanks

Fairbanks Anchorage minus
Posting Posting Anchorage

fq>q) icpo; u:;:q)
January 104.00 102.44 1.56
February 103.00 100.76 2.25
March 100.00 103.01 (3.01)
April 108.00 110.02 (2.02)
May 112.00 110.07 1.93
June 111.00 109.40 1.60
July 106.00 108.38 (2.38)
August 107.00 109.77 (2.77)
September 112.00 114.02 (2.02)
October 115.00 114.02 0.98
November 115.00 113.38 1.62
December 112.00 113.70 (1.70)

Annual Average 108.75 109.08 (0.33)
January
February Not Applicable
March

15 Month Average . _ J ________ J. .

Scenario 2
Buyer Buyer Fairbanks

Fairbanks Anchorage minus
Posting Posting Anchorage
(cpg) (cpg) (cpg)

106.00 102.44 3.56
103.00 100.76 2.25
105.00 103.01 1.99
112.00 110.02 1.98
112.00 110.07 1.93
111.00 109.40 1.60
108.00 108.38 (0.38)
109.00 109.77 (0.77)
115.00 114.02 0.98
115.00 114.02 0.98
113.00 113.38 (0.38)
113.00 113.70 (0.70)
110.17 109.08 1.09
119.00 119.95 (0.95)
125.00 126.19 (119)
133.00 134.13 (1.13)
113.27 112.61 0.65
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APPENDIX 5 
PROCEDURE FO R ADJUSTING TH E FORM ULA 

FO R CALCULATIONS O F PRICE

Step 1: Ca lcu la te  the vo lume-weigh ted average cost o f  marine transportation reported on
the ro ya lty  returns o f  BP , E x xo nM ob i l ,  and CPA I for the product ion M on th s 
January 2006 through December 2008. Ad ju s tm en ts through March  31, 2009 
sha l l be used in the ca lcu la t ion . For example , the roya lty  re turns for D ecember 
2008 product ions are due in January 2009. The marine transportation cost 
reported in January can be ad justed through March 31, 2009, but not later. The 
amount ca lcu la ted  is de f ined as “ R IV  Mar ine Cost .”

Step 2: Subtract from the R IV  M ar ine  Cost the amount $0.30. The an swer sha l l be
subs t i tu ted  for the $1.55 used in the ca lcu la t ion  o f  the Price (as de f ined in Section 
2.3) su b je c t  to the fo l low ing  l im ita t ions:

1. i f  the an swer is less than $1.45, subst i tu te $1.45 for the $1.55 used in the 
ca lcu la t ion  o f  the Price;

2. i f  the an swer i f  greater than $1.65, substitu te $1.65 for the $1.55 used in 
the ca lcu la t ion  o f  the Price.

Step 3: For Sa le O i l  de l iv e r ie s  beg inn ing  A p r i l  1, 2009, the $1.55 that had been used in
the ca lcu la t ion  o f  the Price sha ll be replaced w ith  the number determ ined in Step 
2, above . That number used in the ca lcu la t ion  o f  the Price sha l l remain in e f fe c t 
through the end o f  the term o f  the Agreement.
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APPENDIX 6 
M EM ORANDUM  O F A G REEM EN T 

BETW EEN 
W ILLIAM S ALASKA PETRO LEU M , INC.

AND
TH E GOVERNM EN T H ILL COM M UNITY COUNCIL
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W yoifl.Cfl f jn.

MEMORANDUM OF ACREEMXNT
between

. WUHitw Alnks Petroleum, lac,
«d4

the Government HiU Coamanky Council,
■a ua in co rp o r i l^  u  toc i i tkm

WHEREAS, Williams, operate* bulk fuel storage diitributipo fiiciUtics including 
aiortge t&nki, loading recks, tad ntltud inrfottrial vttoctures in the vicinity ofOovemmeniHil] 
and ibe Pert cf Anchorage tod wishes td build « double track n il loop (th* Loop Track Project) 
6a to property and on cactatoitidstada ft vrfiacqube from the Al«jfceRidIr«ad; apod;

WHEREAS. eonatrvCtipn of tbs Loop TVaek project wOl redoes traffic conawkm in ths 
Ron tret, allow for more efficient transfer of fuel from rail can to storage «td muismiwon 
frciimu tad enable Williams to build additional rtorajs tank* west of Ocean Dock Rood should 
the need triie in tfcc firturc, and

WHEREAS, the Government HO) Community Council (the Council) desires to allow 
William* to proceed with the orderly development of Kf Loop Track project while also ledoclflf 
risk* associated with the continued p rtH ra of fuel storage fcol Wee near Government Hfli,

NOW THEREFORE, THE PARTIES AGREE AS FOLLOWS:

1. Non Opposition to Loop Track project The Council and Ha officers agree not to 
eppoia ih» Loop TYack proj act proposed by William* and will not, officially or unofficially 
continue effort* to convince public and privets entitles to telce a petition or other action adverse 
to cooitncwtioa of tb« Loop TVackproject. The Council will alto taka reasonable efforts to 
inform the residents of Government Hill of this agreement and ha official position oo the Loop 
Track project

2. Lattera * taring the Official Poiltfoa a ftt*  Co cacti on the Loop Track project
Upon snacutioo of this Agreement, the Coundl president shall sign seven] letters netting forth 
fiie official position of the Council on the Loop Track project The lattera shall be Mbettxitislly



irt the u r i c  formas those contained in Exhibit Baud may be patented by WlUimtts to any 
public or private entity in connection with the Loop Track project as Williams determines. Tbs 
letters include;

i
1. A letter from the Council’* executive committee recommending the

Council withdraw its support for Resolution AR 2001-146 now before tiw 
Anchorage Assembly and that the Council request the Resolution be 
withdrawn from the Assembly agenda. The parties have been advised that 
upon approval ofthis Agreement, the sponsor of that Resolution will 
request that the Assembly table that reepltition indefinitely.

2. A letter to the Anchorage Assembly supporting the Alaska Railroad’s
i

efforts to lose back the small portion of tidetand* from the Municipality 
required to complete the Loop Track Project

3. A letter supporting William*’ efforts to build the Loop Trick prqject .. 
throughout the permitting and construction process. Specifically, the 
Counoil will advise the Division of Governmental Coordination that it has 
withdraws it* opposition to the Loop Track project, The Council will 
also asnd a letter to fot Corps of Engineers stating it Iras withdrawn its
op petition to Williams’i Fill Permit application currentiyupder review by 
the Corps and withdrawing the Council’s request for a public hearing,.

■

A. A letter to the municipality stating tire Council’s non-objection to the
extraction and use of the railroad's gravel deposit on the Hollywood Vista 
for the Loop Track project consistent with this agreement

, * i
3, A lettce supporting WiUluw’s efforts fo build future tank* on the West

tide of Ocean Dock road consistent with this agreement.

3, Conermrfon ofNewTbaksEaitofOceee Dock Road Williams ejpw  not to
construct any new foe! storage tanks on property It owns or leasee which ll lobeted east.of Ocean 
Dock Road.



4. Construction of New Traks West of OeuoDeck Read The Council agnxa mat 
William* may build new ftiel storage tanka on property it owns or leasts west of Ocean bock' 
Road provided that existing {tanks on the oast lida of Ocean Dock Road are retired and removed 
on* t*nk*^u sk basis, tfttf the oondJtioiuipMififd in Section 5 below km met. -

5, Removal of Three ExJating Tasks East of Ocean Dock Road I f  the Loop Track 
project in constructed, Williams agrees that the tanks shows on the site plan attached u  Exhibit 
A will be removed «t its own expense no leter thta th# dates specified below;

Tank 4 3296 Built 1950 December 31,2002
Tank # 3578 BuilU9S0 December 31,2003
Tank #3577 Built 1950 December 31,2004.

After removing those three tanks, the parties agree that Williams will have banked a "credit" to 
build one tank cm the West side of Ocean DOck Road, without the requirement to ictnm  an 
additional tank as defintd under the provision of Section 4 above.

6, Mineral Resource (gravel) extraction eperatkwt To build the Loop Track project 
WlUlams may eoqulre grave) from a pit owned by the Akska Railroad in tha vicinity of the 
former Hollywood Visa apartments. The Municipality of Anchorage has provisionally taken the 
position tint a conditional use permit granted by tire Planning and Zoning Cotowiioloa on 
2/05/96 for gravel extraction in that tree remains in effect until 12/31/01. I f  Williams acquires 
gravel from that area ter Its project, Williams will comply with applicable terms and condhioo) 
of thet conditional use permit and will complete gravel extraction foi the Loop Track project 
from the Railroad Property by no later than 12/31/01 unim extended by muroal consent of the ' 
parties. Subject to this agreement, the Council does not object to gravel extraction ftonvtb* 
railroad the neoeiMuy for copsmiotioe of (ha Loop Track project.

7. Port of Anchorage Bolk Fual Heard St*dy
« •

1, Tbs parties agrea to continue cooperative efforts in connection with the ongoing Bulk
Fuel Harare Study currently underway through th« Municipality of Anchorage, william* 
agree* to ensure that .the study include* an assessment of alternatives for reducing the



likelihood snd'cr co&foqueoce c f ritic* associated with tba prewnea c f bu-’k fuel storage • 
facllftiei in The Govemmeci H1U Arte. Mitigativeahwrttoea to be considered will 
include development of a buffer zone between fuel storage facijititi and residential Mrr*l

■ •

2. Upon completion of th* Built Fval Ketard Study, ti*  parties will >*otk cooperatively in
obtaining public tppM*l(») of suniefpn} sod state legislation, indudlng boud ■ 
propotiriooa to  Amd implamentarion of the Study.

8. Compliant* with all Utw Nothing in this agreement shall « *« ** William* from to 
ocmticul&g obligation to comply with all local ordinances and regulations, together with all suit 
and federal law* and admiaiewtive regulations that apply to tb* Loop Track project.

% In teg ra t ion

A, This Memorandum and its attached exhibit* contain the entire agree meat of the parties.
There arc no other pjcraiaee, terms, condition*, or rtpmcntetjoas binding PD My party to 
this agreement which ere not expressed harain.

2. The following ire Incorporated lute this egrceruM! by reference'

Exhibit At Sit* nan
Exhibit B; Loam stating Council’s position on Loop Tockprqjeet 

£>ATO THIS JL^_ DAY OF JUNE, 200) AT ANCHORAGE* ALASKA .

Williams Alaska Fctrokum Co. Inc. The Government HiU Community
Council





D « a r  M r ,  N * w c o m e r ,

T h i a  l e t t e r  c o n v e y s  t h e  G o v e r n m e n t  H i l l  C o n r w n i t y  C o u n c i l ' #  
p o e i t i o n  o f  e u p p c r t  f o r  t h e  c o n s t r u c t i o n  o f  b u l k  f u e l  
s t o r a g e  t a o k a  b y  W i l l i a m s  A l a s k a  P e t r o l e u m ,  I n c . ,  Oh l a n d ®  
v e e c  o f  O c e a n  D o c k  R o a d ,  s u b j e c t  t o  t h e  t e r m *  o f  a n  
a g r e e m e n t ;  b e t w e e n  t h e  C o u n c i l  a n d  W i l l i a m s  c o n c e r n i n g  t h e . '  
r e m o v a l  o f  t a n k *  f r o m  t h e  e a e t  s i d e  g f  O c e a n  D o c k  R o a d .
T h i e  l e t t e r  l a  d i r e c t e d  t o  t h e  a t t e n t i o n  o f  a n y o n e  i t  m a y  
c o n c e r n .

* * *
G o v e r n m e n t  H i l l  C o m m u n i t y  C o u n c i l  h * e  f o r  m a n y  y e a r s . 
a d v o c a t e d  f o r  t h e  c r e a t i o n  oC a  s a f e t y  b u f f e r  a r e a  t o  
s e p a r a t e  b u l k  f u e l  s t o r a g e  t a n k a '  f r o m  r e s i d e n c e s  a n d  o t h e r  
s e n s i t i v e  l a n d  v a o s  i n  o u r  a r e a ,  I n  H a y ,  8001, t h e  c o u n c i l  
e n d  W i l l l a m a  n e g o t i a t e d  a n  a g r e e m e n t  t o  b s f e l n  
l T | > l e m e n t a t i o n  o f  a  b u f f e r  r o n e  a t  W i l l i a m * *  f u e l  t e r m i n a l  
a l o n g  O c e a n  D o c k  R o a d ,  U n d e r  t h i a  a g r e e m e n t ,  w i l l i a m ®  
c o m m i t t e d  CO r e m o v a l  o f  t h r e a  t a n k a  f r o m  t h e  e a e t  a i d e  o f  
O c e a n  D o c k  H oad , i n  2602, 200 ) , a n d  3004, a n d  t o  f u t u r e  
r e m o v a l  o f  a d d i t i o n a l  t a n k e  f r o m  t h e  e a o t  a i d e  of O c e a n  
D o c k  R o a d  w h e n e v a r  n e w  t a n k a  a r e  b u i l t  w e s t  o f  O c e a n  D o c k . 
R o a d ,  a c c o r d i n g  t o  a  f o r m u l a  t h a t  w aa  a r r i v e d  a t  m u t u a l l y  ■ 
b y  t h e  p a r t i e s .

I n  c o n s i d e r a t i o n  f o r  W i l l l a m a *  a g r e e m e n t  t o  r e m o v a l  o f  
t h e e e  t a n k a  a n d  a t a g e d  c r e a t i o n  o f  t h e  s a f e t y  b u f f e r  a r e a ,  
G o v e r n m e n t  H i l l  c o m m u n i t y  C o u n c i l  s u p p o r t  a  c o n s t r u c t i o n  o f  
t h e  n e w  t a n k a  w e s t  o f . O c e a n  D o c k  R o a d  r e q u i r e d  t o . c o n t i n u e  
a n d  e x p a n d  W i l l i a m s '  o p e r a t i o n s ,  T h e  c o u n c i l  c o m m i t *  t o  
c o n t i n u e d  s u p p o r t  p f  n e w  t a n k  c o n s t r u c t i o n  s o  l o n g  « «  s u c h  
n ew  t a n k a  c o n t r i b u t e  t o  t h e .  e s t a b l i s h m e n t  o f  t h e  s a f e t y  
b u f f e r  a s  e x p l a i n e d  i n  t h e  a g r e e m e n t .

T h a n k  y o u  f o r  y o u * '  c o n t i n u e d  c o m m u n i c a t i o n  w i t h  t h e  a o i i n c i l  
a n d  yo J iT  p a r t i c i p a t i o n  i n  c u r  j o i n t  n e g o t i a t i o n s  a n d  
a g r e e m e n t .

S i n c e r e l y *
|U S ^  ’•
F* C*
S t u a x t ^ H a l l
P r e s i d e n t ,
G o v e r n m e n t  H i l l  C o m m u n i t y  C o u n c i l
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C a t r  M r . ‘ H ew c cm e r
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i n c .  t h e  G o v e r n m e n t  K i l l  C o c w u n i t y  C o u n c i l ,  t h i a  l a t t e r  
• t a t a t « t o r  t n y o o a . i t  w a y  e o n c a r a ,  t h t  c o u n c i l '# o f f i c i a l  
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A l e a k *  R a i l r o a d  C o r p .  l a n d  a d j a c e n t  t o  t h «  H o l l y w o o d  V i a c a  
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o f  y o u r  L o op  R a i l  P r o j e c t , '  s u b j e c t  t o  t h e  u n d e x a t e n d i n g o  
e o n t a l n a d  h e r e i n .

T h e  c o u n c i l  i t  o f  fcha . u n d a r o u a n d i u g  t h a t  t h t  M u n i c i p a l i t y  
o f  A n c h o r a g e  H a t  p r o v i s i o n a l l y  t a k e n  t h e  p o e i e i o h  t h a t  a  
c o n d i t i o n a l  u t a  p e r m i t -  g r a n t e d  b y  t h e  P l a n n i n g  a n d  2«j»ning 
C o w b t I t a l o n  o n  P t b i r u a i y ^ a  i p p f ,  r e m a i n s  i n  e f f e c t  u n t i l  
D e c t n b e r  31, 2001/ f o r  g r a v e l  e x t r a c t i o n  f r o m  e a r t a i n  
A l a s k a  R a i l r o a d  C o r p .  l a n d  n t t r  G o v e r n m e n t  H i l l .  S u b  j  a c t  t o  
c o m p l i a n c e  w i t h  t h t  p r o v i s i o n *  o f  t h a t  p e r m i t .  t h e  C o u n c i l  
d o t t  n o t  o b j e c t . t o  r e m o v a l  o f  g r a v e l  f r o m  t h a t  « i t o  f o r  t h t  
L o o p  R a i l  p r o j e c t  p r i o r  t «  t h e  l a s t  d a y  o f  2 0 0 1 ,

r h i *  l e t t e r  a n d  t h e  c o u n c i l ' e  p o s i t i o n  o f  n o r c - c f c j e e t l o n .  i e  
o f f e r e d  t o  w i l l i a t n a  i n  c o n s i d e r a t i o n  f o r  W i l l i a m s '  
a g r e e m e n t  t o  r e m o v e  t h r e e  h u l k  f u e l  s t o r a g e  t a n k a  f r o m  n e a r  
t h e  G o v e r n m e n t  m i l  n e i g h b o r h o o d  a n d  f o r  t h e  f u r t h e r  f u t u r e  
r e m o v a l  O f  o t h e r  t a n k a  a a  n e w  t a n k a  a r e  b u i l t  w e s t  o f  O c e a n  . 
.D ock  R e a d .  T h i s  l a t t e r  d o e s  n o t  i p p l y  t o  o t h e r  l e a d *  t h a n  
t h o s e  c o v e r e d  I d  t h e  F e b r u a r y  c o n d i t i o n a l  u « a
p e r m i t ,  n o r  t o  a n y  p r o j e c t  w i u i a m a  o r  t h a  A l a s k a  R a i l r o a d  
m a y  c o n t e m p l a t e  s u b s e q u e n t  t o  t h e  a n d  o f  2001.

T h a n k  y o u  f « *  y o u r  c o n t i n u e d  a o n w u a i c e t i o a  w i t h  t h e  c o u n c i l  
p a  c i o n  i n  p u r  n e g o t i a t i o n  p r o c e s s  a n d  a g r e e m e n t ,

P r e s i d e n t ,
G o v e r n m e n t  K i l l  c o m e u n i t y  C o u n c i l  ■
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Senator Bettye Davis

Senate B il l 3 4 9 : "A n  Ac^ requ ir ing  licensure o f m idw ife ry  

b irth  centers; anu p rov id ing  fo r an effective date."

Sponsor Statement

C u r re n t ly  there arc 6 b ir th  cen te rs  in A la s k a ,  5 reg is te red  and 1 l ic en sed . The  owne rs  o f  

these b ir th  cen te rs , both c e r t i f ie d  d ire c t  en t ry  and c e r t i f ie d  nurse m id w iv e s ,  c o n c lu d e d  the need 

to h a ve  one l ic e n se d  s tanda rd  fo r a l l b i r th in g  cen te rs . These  l ic en se d  b irth  cen te rs w i l l  have  one 

set o f  re g u la t io n s  to fo l lo w ,  c om p ly  w ith  annua l in sp ec t ion s , and  put s a fe g u a rd s  in p lace to 

gua ran tee  the b ir th  cen te r  is a sa fe  e n v iro nm en t  fo r  fam i l ie s .

In  M a rch  o f  th is  yea r , the b ir th  cen te r  ow ne rs  co l la bo ra ted  toge the r to rew r ite  regu la t ion s 

fo r  l i c en se d  b ir th  cen te rs , w h ich  have not been ch anged  s in c e  1983, and  have  su bm it ted  the ir 

re c om m enda t io n s  to the r ew r i t in g  re gu la t io n  p roce ss . W i th  th is b i l l ,  the reg is te red  b irth  centers 
w i l l  be c o n s id e re d  l ic en sed  un t i l s ix  m on th s a f te r  the e f fe c t iv e  date o f  new  adopted regu la t ion s . 

A f t e r  th is  s ix-month  per iod , the b ir th  cen te rs  w i l l  be go ve rn ed  b y  the n ew  regu la t io n s . The  
m id w iv c s  o f  A la s k a  have  ag reed  there sh o u ld  be one u n i fo rm  s tanda rd  b ir th  cen te r and 

en cou ra g e  the m em be rs  o f  the L eg is la tu re  to suppo rt the passage o f  th is  importan t leg is la t ion .
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M  E M  O R A N  I) U M F e b ru a r y  20, 2004

SU B JE C T : L ic en su re  o f  M id w i f e r y  C en te rs  (SB 349)

TO : Sena to r B e t ty e  D a v i s  
A ttn: M y r a

FR O M : Jean M .  M i s c h e l  
L e g i s la t i v e  Coun se l

Y ou  have re que s te d  a sec t iona l s u m m a r y  o f  me above-de sc r ibed  b i l l .

A s  a p re l im in a ry  matter, note tha t a sec t iona l s um m a r y  o f  a b i l l  s h o u ld  not be  co n s id e red  
an au tho r i ta t iv e  in terpre ta t ion o f  the b i l l  and the b i l l  i t s e l f  i s  the be s t s ta temen t o f  its 
contents .

S e c t io n  1. R ep la ce s  the re q u ir em en t that the c om m is s io n e r  o f  hea lth  and so c ia l  se rv ic e s  
adopt re gu la t io n s  pe rta in ing  to the reg is tra t ion  o f  m id w i f e r y  b ir th  cen te rs w i th  a n ew  
requ irem en t to adop t re gu la t ion s  p e r ta in ing  to l i c e n su re  o f  m id w i f e r y  b ir th  centers .

S e c t ion  2. A m en d s  the u n c o d i f ie d  law  to a l lo w  m id w i f e r y  b ir th  cen te rs that w e re  
reg is te red be fo re  the e f fe c t iv e  da te  o f  the b i l l  to be con s id e red  to be l ic en sed  unde r the 
b i l l  un t i l  s i x  m on th s a fte r the e f f e c t iv e  date o f  the new  l ic en su re  re gu la t io n s .

S e c t io n  3. A m en d s  the u n c o d i f ie d  law  to a l lo w  the D epa r tm en t o f  Hea lth  and Soc ia l 
S e rv ic e s  to p roceed to adop t re g u la t io n s  se t t in g  up l ic en su re  u nde r the b i l l .

S e c t io n  4. P ro v id e s  an im m ed ia te  e f fe c t iv e  da te  fo r  sec . 3 pe r ta in in g  to regu la t ion s .

S e c t io n  5. P ro v id e s  a J u ly  1, 2004 e f fe c t iv e  da te  fo r  the rem a in de r  o f  the b i l l .

JM M :m e d
04-217.med
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J U N E A U
FAMILY BIRTHC E N T E R

Te s t im on y  on SB 349 “A n  act re q u ir in g  l ic en su re  o f  m id w i f e r y  b ir th  cen te rs ; and  p ro v id in g  fo r 
an e f fe c t iv e  da te .”

M y  name is K a y e  K anne . I am a C e r t i f ie d  D irec t-En try  M id w i f e  and E x e c u t i v e  D ire c to r  o f  the 
Juneau F a m i ly  B ir th  Cen ter . I sa t on the B oa rd  o f  C e r t i f ie d  D irec t-En try  M id w i v e s  from  i t ’s 
incep tion in 1992 un t i l  I  had comp le ted  tw o  te rm s and re s ig n ed  in 2000.1 am  a lso  the vo lun te e r  
lo b b y i s t  fo r  the M id w iv e s  A sso c ia t ion  o f  A la sk a .

I w a s  the vo lu n te e r  lo b b y i s t  fo r the M id w i v e s  A sso c ia t io n  o f  A la s k a  in 1992 when  the o r ig in a l 
le g is la t io n  c rea t in g  “ reg is te re d ” b irth cen te rs w a s  passed  and I w o u ld  l i k e  to educa te  th is 
com m it tee  on how  w e  c am e  to have  tw o  d i f fe re n t  k in d s  o f  b ir th  cen te rs in  A la s k a .  I t  w a s  neve r 
the ir  in ten t ion o f  the M id w i v c s  A sso c ia t io n  o f  A la s k a  o r the le g is la tu re  to crea te  tw o  k in d s  o f  
b ir th  cen ters , one reg is te re d  and one l ic en sed . The in ten t ion o f  th is la n guage  in the o r ig in a l 
le g is la t ion , H ouse  B i l l  382 (1992) w as to in su re  that C e r t i f ie d  Direct- E n t r y  M id w i v c s  co u ld  
p rac t ice  in dep en den t ly  in b ir th  centers w i th o u t  the sup e rv is io n  o f  a p h y s ic ia n  or C e r t i f ie d  N u rse  
M id w i f e .  T h is  w a s  n e ce s sa ry  because  the re gu la t ion s  go ve rn in g  l ic en se d  b ir th  cen te rs at the t im e 
requ ired  the p resence  o f  a C N M  or phys ic ian  at e v e ry  b irth in a b ir th  center. These  re gu la t io n s  
are s t i l l  in e f fe c t  and have  not been upda ted s in ce  1983. These  re gu la t io n s  w e re  w r i t ten  be fore 
the passage o f  le g is la t io n  to l icen se  C e r t i f ie d  D irec t-En try m idw iv e s .  T he  use  o f  the w o rd  
registered  in s te ad  o f  licensed  w a s  o ve r lo o ked  b y  a l l o f  us at the t im e .

O u r  in ten t ion w a s  a t the t im e , and s t i l l  is , to have  one k in d  o f  b ir th  cen te r in A la s k a  that a l l 
p ro v id e rs  l ic en sed  to a ttend ch i ld b ir th , can ow n  or operate . One k in d  o f  f a c i l i t y  w he re  p ro v ide rs  
can w o rk  toge ther , i f  d e s i r ed , to p ro v ide  com p rehen s ive  care . A s  it s tand s today , C D M ’s can not 
w o rk  in o r ow n  a l ic en sed  b ir th  center. T h is  creates a s i tua t ion  whe re , as an exam p le , w e  have  a 
b ir th  cen te r in A n cho ra ge  that has two b i r ln  rooms, one is l ic en sed  and one is reg is te red , so that 
nu rse  m id w iv e s  and C e r t i f ie d  D irec t-Entry M id w i v e s  can bo th w o rk  in the sam e  b ir th  center. 
T h is  is  the o n ly  l ic en se d  b ir th  center in A la sk a .  There arc 5 reg is te red  b ir th  cen te rs in A la sk a , 
ow ned  and opera ted b y  C e r t i f ie d  d irec t-Entry M id w iv c s .

R eg is te red  b ir th  cen te rs c u r re n t ly  have no re gu la t io n s  go ve rn in g  them . B e c a u se  C e r t i f ie d  Direct- 
E n t r y  M id w i v e s  are so c lo s e ly  regu la ted  th is does not e f fe c t the q u a l i t y  o f  care  g iv en  b y  C D M ’s 
in reg is te red  b ir th  cen te rs , bu t it is an area o f  concern  for those reg is te red  b ir th  cen te rs cu r ren t ly  
v o lu n ta r i ly  c om m it t in g  to h igh s tandards for the fa c i l i t y  its se lf .

I t is the re com m enda t ion  o f  the M id w iv c s  A sso c ia t io n  o f  A la s k a  that a l l  b ir th  cen te rs con fo rm  to 
one s tandard  that a l lo w s  the independent p rac t ice  o f  each p ro fe s s ion  in that b ir th  center . C e r t i f ie d  
d irec t-Entry M idw .' c s  are cu r ren t ly  a t tend ing  10% o f  the b ir th s  in A la s k a ,  and the m a jo r i ty  o f  
b ir th  cen te r and  home b ir th s . I w o u ld  add  that C e r t i f ie d  D irec t-Entry M id w i v e s  are the exper ts  in 
out o f  hosp ita l b ir th  and I hope that the le g is la tu re  and th is a dm in is t ra t ion  con t inue  to look  to us 
fo r g u id an ce  and in fo rm a t ion  conce rn ing  these issues .

T h ank  you  fo r yo u r  t im e and cons ide ra t ion  o f  th is b i l l .
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THE BIRTH CENTER EXPERIENCE
B irth  C enters Lead Cost C on ta inm en t E fforts 

W hile P roviding Q uality  C are

"Few innovations in health setyice promote lower cost, greater availability, and a high degree o f satisfaction 
with a comparable degree: o f safety. The results o f this study suggest that modern birth centers can identify 
women who are at low risk fo r obstetrical complications and care fo r them in a way that provides these 
benefits."

N ew  Eng land Journal o f  Med ic ine , 12/28/89

W hat is a b irth  center?

• The birth center is a homelike fac i l i ty , existing with in a healthcare system with a program o f  care designed in 
the wellness model o f  pregnancy and birth.

• Birth centers are guided by principles o f  prevention, sens it iv i ty , sa fe ty , appropriate medica l intervention, and 
cost effectiveness.

• Birth centers provide family-centered care for healthy women before, dur ing and after normal pregnancy, 
labor and birth.

W hat is the b irth  center experience?

• The qua li ty  o f  care in birth centers reported in the “The Nationa l B irth Center S tud y” reflects the low  overa ll 
intrapartum and neonatal morta l i ty rate o f  1 .3 /1000  births; 0 .7 /1 0 0 0  i f  lethal anomalies are exc luded . These 
rates are comparable to studies o f  low risk, in-hospital births. I

• The cesarean section rate for women receiving care in birth centers averages 4.4%, approximate ly one h a l f  
that in studies o f  low  risk, in-hospital births J

• Birth centers nationa lly have consistently d isp layed charges for care for normal birth that average up to 50%  
less than regu lar hospital stays and 3 0 %  less than short stays - in c lud ing practit ioner fees.2» 3

• More than h a l f  o f  birth centers include routine laboratory exams, ch i ldb ir th  education, home vis its , extra o ff ice 
v is i ts , and initia l newborn examinations in their charges.

• Most major health insurers reimburse contract with birth centers for re imbursement. Because charges reflect
cost and since the birth center is a sing le service unit, there is no opportunity fo r cost sh ift ing or operating the
birth center as a “ loss leader" to other services.

• 98.8 percent o f  women using the birth center wou ld  recommend it to fr iends and/or return to the center for a
subsequent birth. ̂

Rev. 2/04
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W hat are the p o te n tia l benefits to fam ilie s?

• The birth center approaches pregnancy and birth as a norma! fam ily event until proven otherwise. The 
program encourages fam i ly  invo lvemen t and provides a safe environment for fam ilies to experience the socia l , 
emotional, and sp ir itua l renewal inherent in birth ing forth new life — while attending to the po ss ib i l i ty  that a 
prob lem may arise that w i l l  require med ica l intervention or care in the acute care setting o f  the hospita l. This 
is in opposition to the v iew  that pregnancy is an il lness and birth a medical/surgical event that needs to be 
cured,

• The birth center program o f  education encourages parents to become informed and self-reliant; to assume 
responsib i l i ty for their own health and the health o f  the fam ily .

• The birth center br ings generations together to celebrate new life by encouraging grandparents and ch ildren to 
participate in the birth center program.

• Birth centers have demonstrated that they are a v iab le  alternative to unattended home birth and to cost ly  
hospital acute care for 20 years. I t is now time to mainstream these services.

W hat are the benefits to business and industry?

• Birth centers o f fe r business and industry direct sav ings in the cost o f  health benefits. I f  on ly 100,00 births 
were attended in birth centers, annual sav ings cou ld be a lmost $314 million.-* 3

• The birth center program provides a starting base for the wellness and prevention programs being estab lished 
in industry .

• The fam ily  in the hinge pin o f  the employee. Indu s try ’s support o f  a program that encourages fam i ly  unity, 
self-determination and responsib le health can on ly improve employee performance.

■ Birth center care encourages ch i ldbear ing women (who may also be employees) to be confident in the design 
o f  their bodies. Such confidence, in turn, bu i lds self-esteem and starts the young fam ily o f f  on th ink ing o f  
pregnancy, birth and fam i ly  health as wellness , not disease.

• The nine-month in tensive focus on improving fam ily  health by promotion o f  lifesty le change's in pregnancy 
can have a s ign if ican t ripple e f fec t in the long-term improvement o f  fam ily  health.

H ow  w ill it  a ffe c t the hosp ita l acute care service?

• Birth centers have had a major impact on humaniz ing the acute care maternity services provided b y  hospitals. 
Note the rise in hospita l b irth ing rooms, in priv i leges for nurse-midwives, in childbirth education programs, 
and in more l ibera l attitudes about fam i ly  participation.

• Birth centers arc show ing that the ma jo r i ty  o f  women can sa fe ly  proceed through pregnancy and birth using 
acute care se rv ices on ly  as needed. In a wellness orientation to pregnancy and birth, birth centers wou ld  be 
the managed care gatekeepers for the acute care obstetric newborn services.

• Birth centers even tua lly  w i l l  help to reduce the number o fco s t ly  hospital beds and expand primary care services.

• Birth centers w i l l  help to reduce dependency fostered by institutional confinement and strengthen the fam i ly ’s 
ab i l i t y  to share respons ib i l i ty  for matern ity care and fam ily health.

• Birth centers w i l l  help to deve lop a system  o f  care based first, on th needs o f  the fam ily and second, on the 
needs o f  medica l education or product promotion.

Notional Association of CIrildbecirinv Centers Rev. 2/04



H ow  w ill it  a ffe c t the obstetricians?

• Birth centers provide an opportunity for obstetric ians and fam ily  phys ic ians to learn and practice m idw ife ry  - 
time and education intensive, “with woman” - care.

• Birth centers provide an opportunity for obstetricians to invest in a service in which they can expand their interests.

• Birth centers o ffer obstetric ians an opportunity to deve lop teams o f  professiona l care providers that w i l l  
improve primary care serv ices to fam il ies and better use their spec ia l is t sk i l ls .

H ow  is the qua lity  o f  care assured in  b irth  centers?

• Through the promotion o f  st-.te regulations for licensure (37 states cu rren t ly  license birth centers).

• Through estab lished Nationa l Standards (adopted 1985).

• Through a Continuous Qua li ty Improvement Program for Birth Centers (model program availab le).

• Through accreditation by the Commission for the Accreditat ion o f  Birth Centers.

H ow  do b irth  centers conta in costs?

• By retaining autonomy (control) over birth center operations and program regard less o f  ownership (some 
hosp ita ls own freestanding birth centers).

• B y  p rov id ing “high touch" rather than “high tech” care, birth centers m in im ize  the overuse o f  technology.

• B y  p rov id ing a program o f  primary care that emphasizes education, we l lness , prevention, self-help and self- 
re l iance in fam ily  health maintenance.

• By us ing s ta f f  e f f ic ien t ly ; s ta f f  are on ly in-house when a mother is in-house. S ince birth centers do not 
compete with emergency services or hospital acute care, leve ls o f  s t a f f  are used e f f ic ien t ly  and appropriately.

• B y  sharing responsib i l i ty  w ith the childbearing fam ily  for health and prevention o f  i l lness .

• By us ing ex is t ing community  serv ices when ava i lab le  (instead o f  creating co st ly  dup lications) for transport 
serv ices , socia l serv ices , medica l consultation, laboratories, etc.

• B y  us ing estab lished po lic ies and procedures for screening and transfer o f  women w ith problems to acute care 
serv ices .

• By us ing low cost construction that meets safety codes.
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Outcomes of care in birth centers. The National Birth 
Center Study

JP Rooks, N L  Weatherby, E K  Ernst, S Stapleton, D  Rosen, and A Rosenfield

A b s t r a c t  a r t i c l e

We studied 11,814 women admitted for labor and delivery to 84 
free-standing birth centers in the United States and followed 
their course and that of their infants through delivery or transfer 
to a hospital and for at least four weeks thereafter. The women 
were at lower-than-average risk of a poor ouicome of 
pregnancy, according to many but not all of the recognized 
demographic and behavioral risk factors. Among the women,
70 .7  percent had only minor complications or none; 7 .9  percent 
had serious emergency complications during labor and delivery 
or soon thereafter, such as thick meconium or severe shoulder 
dystocia. One woman in six (15.8 percent) was transferred to a 
hospital; 2.4  percent had emergency transfers. Twenty-nine 
percent of nuiliparous women and only 7 percent of parous 
women were transferred, but the frequency of emergency 
transfers was the same. The rate of cesarean section was 4 .4  
percent. There were no maternal deaths. The overall 
intrapartum and neonatal mortality rate was 1.3 per 1000  
births. The rates of infant mortality and low Apgar scores were 
similar to those reported in large stuoies of low-risk hospital 
births. We conclude that birth centers offer a safe and 
acceptable alternative to hospital confinement for selected pregnant women, particularly those 
who have previously had children, and that such care leads to relatively few cesarean 
sections.
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Juneau Family Birth Center

The JFBC midwives have attended 392 (as of September 30, 2003) 
births since opening in April 1998. This number includes all 
women who started their labor intending to deliver at the birth 
center or at home.

1998 77 women served
30 women prenatal care only 
6 hospital support 

41 births attended Births in Juneau 407
11 home births
27 birth center births 

3 hospital transports 
0 cesarean sections

1999 118 women served
36 women prenatal care only 

5 hospital support 
79 births attended (18.8% of Juneau births-421)

17 home births 
46 birth center births 
16 hospital transports 

9 cesarean sections

2000 101 women served
39 women prenatal care only 
5 hospital support 

68 births attended (16.2% of Juneau births-421)
12 home births
48 birth center births 

8 hospital transports 
7 cesarean sections
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2002

2003

118 women served
45 prenatal care only 
10 hospital support 

73 births attended (17% of Juneau births-435)
9 home births 

. 56 birth center births 
8 hospital transports 

4 cesarean sections

125 women served
42 prenatal care only 
14 hospital support 

83 births attended (20.5% of Juneau births-405)
14 home births 
55 birth center births 
14 hospital transports 

6 cesarean sections

140 women served (as of September 30, 2003)
6 hospital support 

48 births attended
4 home births 

33 birth center births
7 hospital transports

6 cesarean sections

Total births attended to as of September 30, 2003 by JFBC 
midwives - 392
Total women served by the birth center- 700



Statistics as of August 24, 2003

Number of women transported in labor 56

Number of cesarean sections 32
(Number of cesarean sections nation wide

Number of transports of mom postpartum 6

Number of transports of baby postpartum 7
Baby deaths at birth 0
Baby deaths before 6 weeks 2 

One of heart problems at 5 weeks 
One of a birth defect incompatible with life

Homebirths 67

Breastfeeding rate for the first 6 weeks
(Most of our moms breastfeed for years, but we have
way of tracking this)

8 .2 %
28%)

1 .8 %

1 .8 %

17.3%

98% 
no official

15.5%

Average baby weight



COST DIFFERENTIAL FOR BIRTHING CENTERS AND 
HOSPITALS IN ALASKA

ANCHORAGE

Geneva  W o o d s  B i r th  Cen te r S1200.00

P ro v id en ce  H o sp i ta l  53460.00(1)
A la s k a  R e g io n a l  $3475.00(2)

JU N E A U

Juneau F a m i l y  B i r th  Cen te r $1200.00

Bar t le t t  R e g io n a l  H o sp i ta l  52695.00-53850.00 (mom) p lu s
51170.00-51755 (baby) (3)

F A IR B A N K S  

A la s k a  F a m i l y  H ea l th
&  B ir th  C en te r $1200.00

Fa irb an k s  M e m o r ia l  H o sp i ta l  52500.00-53500.00 (4)

1. Quo te  is fo r  P ro v id e n ce  Hosp ita l , u n c om p l ic a te d  d e l i v e r y  and 24 hou r s ta y  a f te r  
d e l i v e r y .  E p id u ra l  anes the s ia  is 51300.00 a dd i t io n a l .  C esa rean  se c t io n  is 
$7104.00 fo r  3 d a y  s ta y , not in c lu d in g  ane s th e s ia  or p h y s ic ia n  charges .

2. C esa rean  se c t io n  at A la s k a  R eg io n a l is 57206.00.
3. B a r t le t t  R e g io n a l  H o sp i ta l  does not h a ve  a l l- in c lu s iv e  p r ic in g . T h e y  quo te  a range 

o f  p r ice s a n d  e v e ry th in g  from  an IV  to o x y g e n  and m ed ic a t io n  is  an a dd i t io n a l 
cha rge . C e sa re an  se c t io n  in Juneau co s ts  57203.00-58295.00 (mom ) w i th  an 
a d d i t io n a l  cha rge  fo r  the b a b y  o f$ l995 .00-52310.00.

4. F a i rb a n k s  M e m o r ia l  does not have a l l- in c lu s iv e  p r ic in g  and cha rge s fo r  la bo r and 
d e l i v e r y  b y  the hour . B a b y  is an a d d i t io n a l  cha rge , as is a n y  m ed ica t io n , oxygen , 
etc. C e sa rean  se c t io n  is app rox im a te ly  58,000.00.

T ^ V o v J t d e j d  ^  e v \ . JOLU 1>S
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GenevaWoods 
Birth Center

Barbara Norton, C N M , ANP 
Geneva W oods B irth  Center 
3730 Rhone C irc le , Su ite 102 
Anchorage, A K . 99508

Honorable Senators Seek ings, Bunde, Dav is , Stevens and French,

I  w ou ld  like to take th is opportun ity to d iscuss w ith  yo u  m y  support fo r Senate B i l l  349. 
As I  am sure you are aware, this b i l l  w ou ld  require licensure fo r  birth ing centers, 
e f fec t ive ly  chang ing curren t ly  registered b ir th ing centers into licensed b irth centers. Th is 
is an important b i l l  because there arc currently two standards fo r b ir th ing centers in 
A laska . L icensed b irth centers have regulat ions to fo l low , annual inspections and 
safeguards in  place to guarantee the birth center is a safe environment for fam il ies . 
Registered birth centers, on the other hand, have no regu la t ions, no inspections and no 
oversight at all .

The estab lishment o f  th is “doub le  standard” was inadvertent, and there is  no better t ime 
to remedy the s ituation. A l l  owners o f  registered and l icensed b irth centers agree, and in 
fact, have worked  together to rewr ite  the regulat ions (wh ich haven ’t been changed since 
1982) to accommodate both cert i f ied nurse m idw ife ry  practice and cert if ied direct-entry 
m idw ife ry  practice.

The registered b irth centers in A la ska  w i l l  be g iven s ix  months to upgrade the ir fac il i t ies , 
and put the appropriate sa feguards in place. A s an owner o f  a licensed b irth center, I w i l l  
work w ith  the other b irth centers to prepare for their convers ion to licensure b y  sharing 
po l icy  & procedure information , r is k  assessment tools, and qua l i ty  assurance programs.

Approx imate ly  5 % o f  A la skan  fam il ie s choose out*of hospita l birth, wh ich represents 
several hundred fam i l ie s  each year choosing the birth center option. There are numerous 
studies show ing  the sa fe ty  o f  b ir th ing centers for low-risk women, and in addit ion to 
sign if icant cost sav ings , fam il ie s ove rwhe lm ing ly  report pos it ive , reward ing experiences 
in birth ing centers.

There shou ld o n ly  be one standard for birth ing centers in  A la sk a  and I  trust our 
representatives in Juneau w i l l  agree that this is an essentia l b i l l  that w i l l  remedy the 
doub le standard and serve to protect the public .

Sincere ly,
/ i tM " / ;  dA 4 L .'7 \m H \ i^  U l f l l  < t t + lP

Barbara Norton, C N M , ANP

ieva Woods Medical Center • 3730 Rhone Cir. Suite 107 • Anchoage.AK 99.r>08 • Tel 90//56I-5152 • Fax90//o62-2585



3225 H o s p i t a l  D r i v e  S u i t e  106, J u n e a u ,  A K  99801 
(907) 586-1203 f a x  (907) 586-5765

J U N E A U
FAMILY BIRTHC E N T E R

03/12/2004
D ea r  L e g is la to r

I  am  a C e r t i f ie d  D ire c t-En try  M id w i f e  and  an E x e c u t i v e  D ire c to r  o f  the Juneau  F a m i ly  
B ir th  Center, a non-profit R eg is te re d  b ir th  cen te r here in Juneau . 1 have  w o rk e d  on 
m id w i f e r y  is s u e s  in  A la s k a  s in ce  1984 and  lo o k  fo rw a rd  to he lp in g  to c la r i t y  fo r y o u  
m id w i f e r y  and  b ir th  cen te r is sue s . I  s e r v e d  on the S ta te  L ic en s in g  Boa rd  fo r C e r t i f ie d  
D irect- E n t r y  M i d w i v e s  f rom  its incep t ion  in 1992 u n t i l  2000.

M id w i f e r y  is a g r o w in g  p ro fe s s ion , as I  am  su re  y o u  are aware . A la s k a ’s C e r t i f i e d  D irect- 
E n t r y  M id w i v e s  d e l i v e r  a lm o s t  10% o f  the b a b ie s  in  A la s k a .  T h is  is an am a z in g  s ta t is t ic  
c o n s id e r in g  tha t n a t io nw id e , D irec t-En try  M id w i v e s  a t tend  2% o f  the b ir th s . A la s k a  is at 
the fo re fron t o f  m id w i f e r y  and  other s ta te s lo o k  to o u r  law  w hen  c ra f t in g  le g is la t io n .

I  w j u l d  l i k e  y o u r  s u p p o r t  o f  SB  349, a b i l l  c h an g in g  reg is te red  b ir th  cen te rs  to l i c e n se d  
b ir th  cen te rs . I t  w a s  n e ve r  o u r  in ten t ion , o r the le g i s la t u r e ’s in ten t ion , to h a v e  two k in d s  
o f  b i r th  cen te rs in  A la s k a  w hen  th is  law  w a s  p a s sed  in 1992. T h e  w o rd in g  o f  the la w  w a s  
m ean t to a l lo w  us to p ra c t ice  a u to nom ou s ly  in b ir th  cen te rs as the re gu la t io n s  at the t ime 
a l lo w e d  o n ly  fo r  C N M ’s and  P h y s ic ia n s  to p ra c t ice  in b i r th in g  centers . W h i le  fo c u s in g  on 
th is , w e  m is ta k e n ly  u sed  the w o rd  reg is te red  in s te a d  o f  l i c en se d  in the la n guage  o f  the 
b i l l .  I t  w a s n ’ t u n t i l  la te r  w hen  the Dept o f  H & SS  in te rp re ted  th is to mean a com p le te ly  
d i f fe re n t  k in d  o f  b i r th  cen te r that the m is ta k e  be c am e  apparent. R eg is te red  b ir th  cen te rs 
h a ve  a lso  been  w i th o u t  re g u la t io n s  s in ce  th is t im e , e v e r  though th is law  s ta te d  that 
re g u la t io n s  w o u ld  b e  d e v e lo p ed  b y  the C om m is s io n e r .  I t  is in  the bes t in te rests o f  the 
Sta te o f  A la s k a ,  o u r  b i r th in g  w om en  and the ir f am i l ie s  to have  one s tandard  for b ir th  
cen te rs w i th  g oo d  upda te d  regu la t ion s .

I apprec ia te  y o u r  suppo r t on  th is b i l l .  I w o u ld  be  happy  to m ee t w i th  yo u  i f  yo u  need 
more  in fo rm a t ion .

S in c e re ly ,

K a y e  K anne , C D M  
E x e c u t i v e  D irec to r ,
Juneau  F a m i ly  B ir th  C en te r
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W o m a n ' s  W a y  M i d w i f e r y ,  I n c .
1 4 9  E . Corral Ave. Suite 2  

Soldotna, A K  9 9 6 6 9  

9 0 7 -2 6 2 - 9 4 4 6  

Fax: 9 0 7 -2 6 2 - 9 3 5 4

March 1,2004

Senator Con Bunde, Chair 
Senator Ralph Seekings, Vice Chair 
Senator Bettye Davis 
Senator Gary Stevens 
Senator Hollis French

It would be o f great benefit to families and the state o f Alaska to pass SB349 and I am 
writing this letter to strongly urge you to do so.

Birthing centers are a popular option for families and are integral in prenatal education 
and providing a variety o f  early prevention programs that reduce the likelihood o f costly 
birth complications and health issues in the mother and baby. Providing licensing and 
standardized regulations for birth centers will make the midwifery model of care more 
accessible to parents and increase the quality o f birth centers in our state.

Midwives are highly trained and licensed by the state o f Alaska to provide 
individualized care and to dedicate time to families that is simply not possible for most 
health care providers to spend. Each prenatal at our clinic averages 1 hour and much o f 
that time is spent on nutritional and healthy living education. Prevention is the key to 
health improvement in the individual and ultimately cost savings to the state. In addition, 
there is much evidence that increasing the involvement o f the parents in their prenatal 
care will have a remarkable long-term impact on the family. In our own practice wc 
could site many examples o f parents who have made huge lifestyle changes due to their 
active Involvement in their pregnancy. Midwivcs emphasize the importance o f healthy 
nutrition, eliminating alcohol, drugs and cigarettes from the home, preventing premature
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labor, early bonding and educate on parenting skills. Wc also provide other free services 
to the community. Our birth center has a classroom and wc teach a variety of free 
classes, we offer a free lending library and a lactation consultant volunteers her services 
from our building.

Making birth centers available to the public is the next step in supporting families, 
encouraging them to make healthy decisions for their children and providing adequate 
health care. In addition to the cost saving o f preventative health care, midwifery care 
(health care as well as facility fees) simply cost less. Midwives and birth centers need 
your support to continue with important services.

The state o f  Alaska has 22 licensed midv <es attending 10% of the births. We and the 
families that we serve encourage you to support SB349.
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M o o n l i g h t  M i d w i f e r y Laura Gore C.O.M P.O. Bo* 112051 Anclwagc. Alaska 99511

March 2, 2004

Honorable Senators Seekings, Bunde, Davis, Stevens, and French,

I am writing In support of Senate: Bill 349. As I'm sure you are aware, this bill would require licensure 
for all birthing centers, changing currently registered birthing centers to licensed birthing centers. This 
is an important bill because there are currently two standard# for birthing centers In Alaska. Licersed 
centers have regulations to follow and annual inspections to insure public safety. Registered birth 
centers currently have no established regulations or inspections but Instead rely on the Certified Direct- 
Entry Midwives, Statutes and Regulations to provide some standard of care.

The establishment of these two different types of birthing centers was not intentional; rather It was an 
error in wording. I currently operate a  registered birth center and I am the Administrator for a licersed 
birth center. I can assure you the standards (as proposed In the rewrite 2/04, using Input from owners 
of both licensed and registered birth centers) for licensed birth centers is both achievable and practical 
for all birthing centers and will benefit the public by assuring one uniform standard for this typ-e of 
facility.

Sincerely,

Laura Gore C.D.M. 
Certified-Dlrect Entry Midwife
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Sharon K. Evans, CPM , CDM  
PO Box 67 
Palmer, A K  9.9645 
March 3, 2004

Sub jec t :  Senate B i l l 349

Dear Senator:

I am in favor o f  SB 349, an act which would require licensure o f  m idw ife ry  birth centers. As 
a l icensed m idw ife  and A la ska  State Direct Entry M idw ife ry  Board member, I  am currently in­
vo lved in the regu lat ion o f  m idw ivcs . T am interested in our state prov id ing qua l i ty  assurance 
ihrough the regulation/licensure o f  birth centers.

At this time, 34 states curren tly license birth centers. Standards and qua li ty  o f  care can be as­
sured through the licensing o f  Birth Centers, with A laska ’s requirements be ing comparable to 
other .states, a l low ing  consumers and the economy to be greatly benefited.

Please support SB 349. By doing so, our state wou ld be on the leading edge in qua li ty , cost- 
effective maternity care in A la ska  state licensed birth centers,

Sincerely,

Sharon K. Evans, CPM , C D M
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Mat~!>a Midwifery, Ine.
2 6 3 0  Broadview five., Wasilla, flK. 9 9 6 5 4 -

907-373-3420 fax 907-376-7547

■Vliirch 2,2004

Subject: Senate Util 349

Dear .Senator;

1 um writing this letter in support of SB 349, an act which would require licensure of midwifery birth centers. I 
am ii certified direct-entry midwife licensed in this state since 1993. I own and operate Mal-Su Midwifery, Inc. 
tti Wasilla, AK which is a registered out-of-hospitai birth center. We currently deliver over 100 babies per year 
at our birth center. I would like to be able to assure our clients that the standard and quality of care we provide 
here is state-approved, as is our practitioner’s liccnso.

At this time. 34 states currently license birth centers, With Alaska’s requirements being comparable to other 
states, consumers and the economy would be greatly benefited.

Sincerely,

P

Judi Davidson, CDM, CPM
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1 FRO N T IER  M ID W IF E R Y  SER V IC ES

' March 1,2004

Dear Senator,

I am w rit in g  reguard ing rew riting  o f  one set o f  regu la tion s fo r a ll licenced birth 
centers. 1 am the owner o f  a b irth  center in  Soldotna. W c  serve a large 
com m un ity in c lud in g , Homer, S e ldov ia , Seward, and in d iv id u a ls  from bush 
com m un itie s a ll o ve r the sta le  who commute to town to rece ive prenatal, labor 
and d e live ry  and poslparleum  care.

W e are encourag ing this chunge as a benefit to the in d iv id u a ls , the community 
and the slate . M idw ife ry  care is m ost im portantly safe and cost e ffec tive . The 
focus o f  A  M idw ife ry  M ode l o f  Care is qua lity  and prevention. Each patient 
spends and average o f  45minutcs w ith  a h igh ly  tra ined licenced health care 
provider concentrating on early parenting education and b o n d in g . Our goal is to 
o ffe r a persona lized care. A ll o f  these factors have been cited as s ign ifican t 
con tribu to rs to reducing adverse outcomes, e sp ec ia lly  p rem aturity and low  b irth 
weigh t.

In  conc lus ion  we w ou ld  lik e  you to consider M idw ife ry  and B irth  Center care fo r 
and innova tive  and cost e ffe c tive  app oach to the esca la ting costs o f  health care.

S incere ly ,

l m z A < A { $ n

Katherine P ia tt, C D M
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Alaska Family Health & Birth Clinic
'-i°° \  72H GnlTney Rd. Suilo 100. Fairbanks, Alaska 99701 * (907)456-3719

March 3, 2004

Subject: Senate H ill 294 
Senate B il l 349

M y nantc is  Dana B rown and 1 have been a licensed C ertified  D irect En try M idw ife  
(CDEM ) s in ce  January 1993. 1 ani w rit in g  in Support o f  SB294 and SB349.

I am the d irecto r o f  A la sk a  F am ily  Health &  B irth Center, a non-pro l i t  reg istered birth 
center. I am in favo r o f  a ll b irth  centers becom ing licensed w ith  in c lu s ion  o f  C D EM 's as 
providers. L icen sing  birth centers assures high standards and is in the best interest o f  the 
pub lic . SB 349 supports th is. B irth  centers have been proven safe fo r low  risk 
pregnancies and o ffe r an a ffo rdab le  a lternative . In fact, b irth  centers can provide a 
sav ings o f  50 - 75% less than hosp ita l b irth s. B irth centers b c n c li l consum ers as w e ll as 
the economy. SB294 o ffe rs a prom ise o f  sav ings and cost e ffe c tiveness . P lease support 
SB294 and SB349. Thank you for you consideration .

S incere ly ,

Dana Brown
C ertified D irec t En try M idw ife
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Alaska Family Health & Birth Clinic

Danie lle Buham , C M A  
728 GafTney Street, S u ite  100 
Fairbanks, A!£ 99709

March 3,2004

S ub je c t: S ena te  B i l l 349 
Sena te  B i l l 294

Dear Senator:

I am the O l'iice A dm in is tra to r at A H F& BC  a non-profit b irth  center in Fairbanks.

1 am support o f  SB  294 &  SB  349 and ask that the le g is la t iv e  p lease pass these b ills . 

Thank you for your consideration  in th is matter.

Sincerely,

D an ie lle  Baham , C M A
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728 Gaffney Rd. Suite 100, Fairbanks. Alaska 99701 • (907)456-3719

Alaska Family Health & Birth Clinic

Vanessa R. Dunham  
Apprentice D irect-entry M idw ife  
72S G affney Street, Su ite  100 
Fairbanks, A K  90707

March 3 ,2 0 0 4

Subject: Senate Bill 349 
Senate Bill 294

Dear Senator:

I am in favo r o f  SB  349, an act w h ich w ou ld  requ ire the licen s in g  o f  b irth centers. A s a 
soon to be direct-entry m idw ife , w o rk in g  for A la sk a  Fam ily  Health and B irth Center I 
feel that licen s in g  con tribu tes to the h igh standards o f  birth centers.

I am in favo r o fS B  294, T h is b i l l is co st e ffec tive  and w i l l g ive  m edacu id recip ients the 
same options as p rivate and insurance clien ts.

Thank you for yo u r consideration in rh is matter.

Cl i m*r*i*i'l \/

Vanessa R. Dunham
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Alaska Family Health & Birth Clinic
72.S Gaffney Rd. Suite ) 00, Fairbanks. A laska 99701 • (907)456-3719

March 3, 2004

RE: Senate B ill 294 
Senate B ill 349

I am w riting  in support o f  SB294 and SB349. These b i lls  w ou ld  requ ire a ll b irth  centers 
to be licensed and p rov ide for C ertified  D irect en try M idw iv c s  to be the attendants at 
these b irth s. T h is w ou ld  p rov ide a sa fe  a lte rna tive  to low  r isk  women at a sav ings to the 
State for a ll M ed ica id  and D enali K id  Care patients. C ertified  D irec t En try M idw ivc s  
typ ica lly  have a h igh percentage o f  M ed ica id  and P K C  c lien ts and charge 50 75% less 
o ve ra ll for prenatal earc and ch ild b irth  sendees. C D EM s arc cu rren tly  do ing  hom ebirih s 
or w ork ing in birth centers that m ay be registered through the S ta le but do not have any 
licen sing p rovisions. Those b i l ls  w ou ld  p rov ide fo r consisten t q u a lity  for a ll b irth 
centers.

Thank You,

Chery l Corrick
Certified D irect En try M idw ife
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