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S u m m a r y  and B a c k g r o u n d  for Sale and 

P u r c h a s e  of S t a t e  R o y a l t y  Gas to A l a s k a  

P i p e l i n e  C o m p a n y  and for r e l ated 

A g r e e m e n t  w i t h  P h i l l i p s  P e t r o l e u m  C o m p a n y

Th i s  c o n t r a c t  ent i t l e d  "Gas P u r c h a s e  Contract", dated 

A p r i l  11, 1977, b e t w e e n  A l a s k a  P i p e l i n e  C o m p a n y  (Buyer) and 

the S t a t e  of A l a s k a  (Seller) is r e g a r d i n g  the sale and p urchase 

of S t ate r o y a l t y  gas. To a c c o m o d a t e  d e l i v e r y  of gas under 

the a b o v e  c o n t r a c t  it w a s  n e c e s s a r y  to enter into an agree m e n t  

d ated A p r i l  11, 1977 b e t w e e n  P h i l l i p s  P e t r o l e u m  C o m p a n y  (Lessee) 

and the S t a t e  of Alaska. T h e  a b o v e  c o n t r a c t s  will supercede 

the c o n t r a c t  e n t i t l e d  "Gas P u r c h a s e  Contract", dated June 4, 1976 

b e t w e e n  A l a s k a  P i p e l i n e  C o m p a n y  and the State of Al a s k a  and 

was a p p r o v e d  by the legislature. The n e w  a g r e e m e n t s  are 

n e c e s s a r y  b e c a u s e  c e r t a i n  of the p r o v i s i o n s  of the old agreement 

have pr o v e n  unworkable.

The f o l l o w i n g  e x h i b i t s  are submitted in support of these agreements:

1. Gas P u r c h a s e  C o n t r a c t  d a t e d  June 4, 1976 b e t w e e n  A P C  and 

the State.

2. N o r t h  C o o k  Inlet Field R o y a l t y  Gas, C o m m i s s i o n e r ' s  

P r o p o s a l  in Concept.

3. H o u s e  C o n c u r r e n t  R e s o l u t i o n  No. 142, i n t roduced May 4, 1976.

4. L e t t e r  d ated A pril 30, 1976 to the Speaker of the House 

f r o m  the Governor.

5. F i n d i n g s  and C o n c l u s i o n s  for N o n - C o m p e t i v e  Sale.
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The r e a sons th a t  the C o n t r a c t  e n t e r e d  into last y e a r  c o uld 

not be c o m e  o p e r a t i o n a l  are as follows:

1. A r t i c l e  2.1 of that a g r e e m e n t  r e q u i r e d  that B u yer 

was to p u r c h a s e  ail r o y a l t y  gas available at the p o i n t  of 

d e l i v e r y  ( w e l l h e a d ) . B u y e r  do e s  not have a d e q u a t e  dem a n d  

to take all of the gas all of the time. B u y e r  ag r e e d  that 

all gas p u r c h a s e d  u n d e r  the c o n t r a c t  w i l l  be used to m e e t  

the r e q u i r e m e n t s  of its c u s t o m e r s  w i t h i n  the S tate of Alaska.

One s o lution to B u y e r ' s  i n a b i l i t y  to use all of the r o y a l t y  

gas m i g h t  ha v e  be e n  for Buyer to sell its surplus gas back

to P h i l l i p s  Petroleum-, Had B u y e r  done that it m a y  have been 

in b r e a c h  of last years c o n t r a c t  b e c a u s e  B u yer ag r e e d  to 

use the gas for its c u s t o m e r s  and the sale was for in-state  

use. Phillips, however, sells the gas out-of-state.

2. The p oint of d e l i v e r y  of the gas was at the w e l l h e a d  

on the L e s s e e ' s  o f f s h o r e  p l a t f o r m  in the N o r t h  Cook Inlet 

Field. Buyer was required, at its own expense, to a r r a n g e

to a c c e p t  the gas at the p oint of delivery. However, B u yer 

has been un a b l e  to do so b e c a u s e  it is not e c o n o m i c a l l y  feasible 

to c o n s t r u c t  a p i p e l i n e  to the point of d e l i v e r y  and b e c a u s e  

Buyer has been unable to r each a g r e e m e n t  wi t h  the Lessee 

to use L e s s e e ' s  exi s t i n g  p i p e l i n e  to d e l i v e r  the gas to a 

point on the N o r t h  Kenai Road w h e r e  Buyer could r e c eive the 

gas. L e s s e e  has been u n w i l l i n g  to t r a n sport the gas for Buyer



b e c a u s e  t o  d o  so w o u l d  p l a c e  L e s s e e  u n d e r  t h e  j u r i s d i c t i o n  

o f  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  a n d  L e s s e e  d o e s  

n o t  w i s h  to b e c o m e  a p u b l i c  u t i l i t y .

C u r r e n t  a g r e e m e n t s  p r o v i d e  for s e v e r a l  p r o v i s i o n s  w h i c h  

d e s e r v e  s p e c i a l  c o n s i d e r a t i o n .  T h e y  a r e  as f o l l o w s :

Q u a n t i t y

T h e  B u y e r  p r e s e n t l y  d o e s  n o t  h a v e  m a r k e t s  for a l l  r o y a l t y  

g a s  p r o d u c e d  n o r  d o e s  t h e  L e s s e e  h a v e  t h e  p r o d u c t i o n  c a p a c i t y  

to p r o d u c e  e n o u g h  g a s  to m a i n t a i n  r e q u i r e d  p r o d u c t i o n  at 

h i s  L N G  p l a n t ,  in a d d i t i o n  to p r o d u c i n g  a l l  r o y a l t y  gas.

T h e  B u y e r  a n d  L e s s e e  h a v e  t h e r e f o r e  a g r e e d  t h a t  t h e y  w i l l  

b o t h  u s e  t h e i r  " b e s t  r e a s o n a b l e  e f f o r t s "  to a c c o m o d a t e  the 

o t h e r  a n d  t h a t  L e s s e e  w i l l  p r o d u c e  a n d  B u y e r  w i l l  se l l  t h a t  

g a s  w h i c h  is a v a i l a b l e .

If t h i s  a g r e e m e n t  is n o t  c o m p l e t e d ,  t h e  B u y e r ' s  m a r k e t  

w i l l  h a v e  to b e  s a t i s f i e d  f r o m  r e s e r v e s  in the K e n a i  g a s  

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

g a s  p r o d u c e d  f r o m  L e s s e e ' s  f i e l d  w o u l d  b e  d e l i v e r e d  to h i s  

m a r k e t  o u t s i d e  t h e  S t a t e  of A l a s k a .

T h e  L e s s e e  w i l l  b e  i n s t a l l i n g  c o m p r e s s o r s  to m a i n t a i n  

c u r r e n t  p r o d u c t i o n  r a t e s  a n d  to a c c o m o d a t e  p r o d u c t i o n  of 

r o y a l t y  gas. H o w e v e r ,  as the f i e l d  w e l l  p r e s s u r e  c o n t i n u e s  

to d e c l i n e ,  t h e  a b i l i t y  to p r o d u c e  t h e  t o t a l  r e q u i r e d  g a s  

w i l l  c o r r e s p o n d i n g l y  d e c l i n e .  S i n c e  t h e  L e s s e e  is r e q u i r e d  

to m a i n t a i n  d u c t i o n  f o r  t h e  L N G  p l a n t ,  t h e  B u y e r  h a s  a g r e e d  

to a l l o w  a n’. d u c t i o n  s h o r t f a l l  t o  b e  t a k e n  f r o m  t h a t  q u a n t i t y  

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

i n  t h e  f i e l d  w i l l  b e  s u f f i c i e n t  t o  a c c o m o d a t e  t h e  n e e d s  o f  

t h e  B u y e r  f o r  m o s t  o f  t h e  l i f e  o f  t h e s e  a g r e e m e n t s .

D e l i v e r y  - C o m p r e s s i o n

T h e  L e s s e e  h a s  a g r e e d  t o  d e l i v e r  t h e  g a s  p u r c h a s e d  b y  

B u y e r ,  b y  u t l i t z i n g  L e s s e e ' s  p i p e l i n e  f a c i l i t i e s ,  t o  a  p o i n t  

n e a r  t h e  N o r t h  K e n a i  r o a d .  T h e  c o m p r e s s i o n  f a c i l i t i e s  n e c e s s a r y  

t o  i n c r e a s e  f i e l d  p r o d u c t i o n  w i l l  b e  i n s t a l l e d  b y  L e s s e e  

t o  a c c o m o d a t e  t h i s  i n c r e a s e d  d e m a n d .

T h e  B u y e r  p r e v i o u s l y  a g r e e d  w i t h  L e s s e e  t h a t  t h e  c o s t  

o f  d e l i v e r y  s h a l l  b e  IOC p e r  MCF a n d  t h a t  t h e  c o s t  o f  c o m p r e s s i o n  

s h a l l  b e  a n  a d d i t i o n a l  IOC p e r  MCF. T h e s e  c o s t s  a r e  p a i d  

d i r e c t l y  f r o m  B u y e r  t o  L e s s e e  f o r  t h e  a c c o u n t  o f  t h e  S t a t e .

S h o u l d  a d d i t i o n a l  c o m p r e s s o r s  b e  r e q u i r e d  d u r i n g  t h e  l i f e  

o f  t h e s e  a g r e e m e n t s  t h e  n ew  c h a - g e s  m u s t  b e  a g r e e d  t o  o r  

t h e  c o n t r a c t s  w i l l  t e r m i n a t e .  J t  i s  f u r t h e r  u n d e r s t o o d  t h a t  

B u y e r ' s  a l t e r n a t i v e  5 iou rce  o f  g a s  w o u l d  c o s t  t h e  s ame  a s  

r o y a l t y  g a s  d e l i v e r e d  t o  t h e  s ame  p o i n t .

P r i c e

T h e  S t a t e  w i l l  a t  a l l  t i m e s  d u r i n g  t h e  l i f e  o f  t h e  a g r e e ­

m e n t s  r e c e i v e  a t  l e a s t  a s  m uch  a n d  p e r h a p s  m o r e  f o r  i t s  r o y a l t y  g a s  a s  

i t  w o u l d  h a v e  r e c e i v e d  i f  i t  h a d  t a k e n  i t s  r o y a l t y  i n - v a l u e .

P u b l i c  U t i l i t i e s  C o m m i s s i o n / A l a s k a  P i p e l i n e  C o m m i s s i o n

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

L e s s e e  w o u l d  b e  s u b j e c t  t o  t h e  j u r i s d i c t i o n  o f  t h e  a b o v e
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m e n t i o n e d  r e g u l a t o r y  a g e n c i e s .  T h e  c u r r e n t  a g r e e m e n t s  h a v e  

b e e n  d e s i g n e d  t o  a v o i d  t h i s  p r o b l e m  a s  t h e  o n l y  w a y  t h a t  

t h e  p r o d u c e r  w o u l d  a g r e e  t o  t r a n s p o r t  t h e  g a s .  T h e  l e g a l  

o p i n i o n s  r e l a t i n g  t o  t h i s  m a t t e r  w e r e  r e q u e s t e d  f r o m  t h e  

A t t o r n e y  G e n e r a l  a n d  a r e  e n c l o s e d  t o  s u p p o r t  t h e s e  a g r e e m e n t s .

T h e  r e g u l a t o r y  a g e n c i e s  w o u l d  n o r m a l l y  a u d i t  s u c h  c o s t s  

a s  t h e  d e l i v e r y  a n d  c o m p r e s s i o n  c h a r g e s  t o  b e  p a i d  b y  t h e  

B u y e r  t o  L e s s e e .  H o w e v e r ,  i n  t h i s  c a s e  t h e  B u y e r  a n d  L e s s e e  

h a d  a g r e e d  t o  t h e s e  c h a r g e s  p r i o r  t o  t h e  d e v e l o p m e n t  o f  t h e  

c u r r e n t  a g r e e m e n t s .  I t  i s  e v i d e n t  t h a t  h a d  t h e  p r e v i o u s  a g r e e m e n t  

b e c om e  o p e r a t i o n a l ,  t h e s e  s am e  c h a r g e s  w o u l d  h a v e  b e e n  a p p l i e d  

t o  t h i s  g a s .



E X H I B I T

1.

G a s  P u r c h a s e  C o n t r a c t  

d a t e d  J u n e  4, 1976 b e t w e e n  

A l a s k a  P i p e l i n e  Company  

a n d

S t a t e  o f  A l a s k a
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Gas P u rc h a s e  C o n t r a c t

o f

T h i s  C o n t r a c t ,  m a d e  a n d  e n t e r e d  i n t o  t h i s  ^  d a y  

1976, b y  a n d  b e t v / e e n  t h e  A l a s k a  P i p e l i n e  C om p an y

("APCvJ) h e r e i n  r e f e r r e d  t o  a s  " B u y e r "  a n d  t h e  S t a t e  o f  A l a s k a ,  

h e r e i n a f t e r  r e f e r r e d  t o  a s  " S e l l e r "  :

W ITNESSED

WHEREAS,  B u y e r  o w n s  a n d  o p e r a t e s  a  n a t u r a l  g a s  

p i p e l i n e  s y s t e m  i n  a r e a s  o f  A l a s k a  f o r  t h e  d e l i v e r y  o f  n a t u r a l  

g a s  f o r  u l t i m a t e  c o n s u m p t i o n  w i t h i n  t h e  S t a t e  o f  A l a s k a ,  a n d

WHEREAS, S e l l e r  h a s  t h e  r i g h t  u n d e r  e a c h  o f  t h e  

l e a s e s  i d e n t i f i e d  a t  E x h i b i t  "A" a t t a c h e d  h e r e t o  t o  b e  p a i d  

b y  t h e  l e s s e e  t h e r e u n d e r  a  r o y a l t y  o f  t w e l v e  a n d  o n e - h a -' f  p e r c e n t  

i n  k i n d  o r  i n  v a l u e  o f  t h e  n a t u r a l  g a s  p r o d u c e d  a n d  s a v e d  a n d  

u s e d  o f f  o f  t h e  l a n d s  c o v e r e d  b y  e a c h  s u c h  l e a s e ,  a n d

WHEREAS, S e l l e r  i s  a u t h o r i z e d  b y  AS 30 .05 .183 t o  

s e l l  r o y a l t y  g a s ;  a n d

WHEREAS, B u y e r  r e p r e s e n t s  t o  S e l l e r  t h a i i  a l l ;  g a s
V__

p u r c h a s e d  u n d e r  t h i s  c o n t r a c t  w i l l  b e  u s e d  t o  m e e t  t h e  r e q u i r e m e n t s  

o f  i t s  c u s t o m e r s  w i t h i n  t h e  S t a t e  o f  A l a s k a ;

NOW, THEREFORE , i n  c o n s i d e r a t i o n  o f  t h e  r e p r e s e n t a t i o n s ,  

c o v e n a n t s ,  a n d  c o n d i t i o n s  h e r e i n  c o n t a i n e d ,  B u y e r  a n d  S e l l e r  

h e r e b y  a g r e e  a s  f o l l o w s :

- 1 -
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A R T IC L E  1 

S e l l e r ' s  R o y a l t y  G a s

1 .1  S e l l e r  h e r e b y  a g r e e s  t h a t  w i t h i n  30 d a y s  a f t e r  

t h e  e x e c u t i o n  a n d  a p p r o v a l  o f  t h i s  a g r e e m e n t  a s  r e q u i r e d  b y  t h e  

l a w s  o f  t h e  S t a t e  o f  A l a s k a ,  S e l l e r  s h a l l  n o t i f y  t h e  l e s s e e  

u n d e r  t h e  l e a s e s  s e t  f o r t h  a t  E x h i b i t  "A "  o f  c h i s  a g r e e m e n t  o f  

S e l l e r ' s  e l e c t i o n  t o  t a k e  i t s  r o y a l t y  g a s  i n  k i n d .  S a i d  n o t i c e  

w i l l  p r o v i d e  t h a t  t h e  l e s s e e  s h a l l  c o m m en c e  t h e  d e l i v e r y  o f  s a i d  

r o y a l t y  g a s  t o  S e l l e r  ( o r  t o  S e l l e r ' s  d e s i g n e e )  u p o n  a  r e c e i p t  

o f  n o t i c e  f r o m  S e l l e r  t h a t  a l l  f a c i i i t i e s  n e c e s s a r y  t o  e n a b l e  

B u y e r  t o  r e c e i v e  a n d  m a r k e t  s a i d  g a s  a r e  r e a d y ;  p r o v i d e d ,  

h o w e v e r ,  i n  r .o  e v e n t  s h a l l  l e s s e e  b e  r e q u i r e d  t o  c o m m e n c e  t h e  

d e l i v e r y  o f  r o y a l t y  g a s  t o  S e l l e r  ( o r  i t s  d e s i g n e e )  p r i o r  t o  

s i x  (6) m o n t h s  f o l l o w i n g  l e s s e e ' s  r e c e i p t  o f  n o t i c e  o f  S e l l e r ' s  

e l e c t i o n  t o  t a k e  i t s  r o y a l t y  g a s  i n  k i n d .

1 .2  I n  o r d e r  t h a t  S e l l e r  c a n  g i v e  i t s  l e s s e e  a s  m u c h

a d v a n c e  n o t i c e  a s  p o s s i b l e  o f  t h e  d a t e  i t  w i l l  s t a r t  r e c e i v i n g

i t s  r o y a l t y  g a s  i n  k i n d ,  B u y e r  s h a l l  n o t i f y  S e l l e r ,  a n d  S e l l e r

s h a l l  n o t i f y  i t s  l e s s e e ,  a t  l e a s t  60 d a y s  p r i o r  t o  t h e  d a t e  B u y e r

w i l l  r e c e i v e  g a s  f r o m  S e l l e r  p u r s u a n t  t o  t h i s  c o n t r a c t .
• » ' 

A R T IC L E  I I

Q u a n t i t y

2 .1  I t  i s  u n d e r s t o o d  a n d  a g r e e d  b y  t h e  p a r t i e s  t h a t  

t h e  v o l u m e  o f  g a s  a v a i l a b l e  t o  S e l l e r  f r o m  t h e  l e a s e s  c o v e r e d  

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

o v e r  w h i c h  S e l l e r  h a s  n o  c o n t r o l .  B u y e r  h e r e b y  a g r e e s  t o  

p u r c h a s e  o n  e a c h  l a y  c o m m e n c i n g  w i t h . t h e  d a t e  o f  f i r s t  d e l i v e r y
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h e r e u n d e r  a n d  c o n t i n u i n g  d u r i n g  t h e  t e r m  o f  £ . . j.s  c o n t r a c t  J * l l ,  

o f  S e l l e r ' s  r o y a l t y  g a s  a v a i l a b l e  a t  t h e  p o i n t  o f  d e l i v e r y  

d e s c r i b e d  i n  A r t i c l e  I I I  h e r e o f .

A R T IC L E  I I I  

D e l i v e r y  P o i n t  a n d  D e l i v e r y  P r e s s u r e

3 .1  T h e  p o i n t  o f  d e l i v e r y  o f  a l l  g a s  d e l i v e r e d  

h e r e u n d e r  s h a l l  b e  a t  t h e  s a m e  p o i n t  o f  d e l i v e r y  t h a t  S e l l e r  

r e c e i v e s  d e l i v e r y  o f  i t s  r o y a l t y  g a s  f r o m  i t s  l e s s e e  i n  t h e  

N o r t h  C o o k  I n l e t  F i e l d .

3 .2  B u y e r ,  a t  i t s  own e x p e n s e ,  s h a l l  a r r a n g e  t o  

a c c e p t  S e l l e r ' s  g a s  a t  t h e  p o i n t  o f  d e l i '  e r y .

3 .3  S e l l e r . w i l l  d e l i v e r  g a s  r e c e i v e d  b y  S e l l e r  

f r o m  l e s s e e  a t  t h e  p r e s s u r e  a t  v / h i c h  t h e  g a s  i s  r e c e i v e d  b y  

S e l l e r  f r o m  i t s  l e s s e e .

A R T IC L E  I V  

Q u a l i t y

• 4 .1  T h e  g a s  t o  b e  d e l i v e r e d  b y  S e l l e r  t o  B u y e r  

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

d e l i v e r e d  t o  S e l l e r  b y  t h e  l e s s e e  a t  t h e  p o i n t  o f  d e l i v e r y .

-3-
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A R T IC L E  V 

P r i c e  a n d  B i l l i n g  

1 T h e  p r i c e  t o  b e  p a i d  b y  D u y e r  t o  S e l l e r  f o r  

s h a l l  b e  a s  f o l l o v / s :

C o m m e n c i n g  o n  t h e  d a t e  o f  f i r s t  d e l i v e r i e s  

h e r e u n d e r ,  a s s u m i n g  t h a t  t h i s  d a t e  o c c u r s  

p r i o r  t o  J u l y  1, 1977 a n d  c o n t i n u i n g  u n t i l  

t h e  f i r s t  d a y  o f  J u l y  1977, t h e  p r i c e  s h a l l  

b e  55.5 c e n t s  p e r  MCF.

C o m m e n c i n g  o n  t h e  f i r s t  d a y  o f  J u l y  1977 anc l  

c o n t i n u i n g  u n t i l  t h e  f i r s t  d a y  o f  J u l y  1978 

t h e  p r i c e  s h a l l  b e  t h e  h i g h e r  o f  ( i )  60.36 c e n t s  

p e r  MCF,  ( i i )  t h e  p r i c e  S e l l e r  w o u l d  h a v e  

r e c e i v e d  f r o m  P h i l l i p s  P e t r o l e u m  C o m p a n y  h a d  

i t  n o t  e l e c t e d  t o  r e c e i v e  . i t s  r o y a l t y  g a s  i n  

k i n d ,  ( i i i ) t h e  h i g h e s t  p r i c e  p a i d  b y  a n y  

p u r c h a s e r  i n  t h e  u p p e r  C o o k  I n l e t  a r e a  f o r  g a s  o f  

s i m i l a r  q u a l i t y  a n d  s i m i l a r  c o n d i t i o n s  o f  d e l i v e r y  

w i t h  d u e  r e g a r d  t o  a p p r o p r i a t e  f a c t o r s  i n c l u d i n g ,  

b u t  n o t  l i m i t e d  t o ,  d i f f e r e n c e  o f  BTU c o n t e n t ,  

d e l i v e r y  p r e s s u r e ,  t e r m  o f  t h e  c o n t r a c t  a n d  

c o n n e c t i o n  c h a r g e s .

F o r  e a c h  s u c c e e d i n g  12 m o n t h  p e r i o d  c o m m e n c i n g  

J u l y  1, 1978 t h e  p H . c e  s h a l l  b e  i n c r e a s e d  t o  

t h e  h i g h e r  o f  ( i )  -he  p r e v i o u s  y e a r ' s  p r i c e  p l u s  

2 c e n t s  p e r  MCF,  ( i i )  t h e  p r i c e  S e l l e r  w o u l d  

h a v e  r e c e i v e d  h a d  i t :  n o t  e l e c t e d  t o  t a k e  i t s

- 4 -
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r o y a l t y  i n  k i n d ,  ( i i i )  t h e  h i g h e s t  p r i c e  p a i d  

b y  a n y  p u r c h a s e r  i n  t h e  u p p e r  C o o k  I n l e t  a r e a  

, f o r  g a s  o f  s i m i l a r  q u a l i t y  a n d  c o n d i t i o n s  o f

d e l i v e r y ;  w i t h  d u e  r e g a r d  t o  a p p r o p r i a t e  f a c t o r s  

i n c l u d i n g ,  b u t  n o t  l i m i t e d  t o ,  d i f f e r e n c e  o f  BTU 

c o n t e n t ,  d e l i v e r y  p r e s s u r e ,  t e r m  o f  t h e  c o n t r a c t  

a n d  c o n n e c t i o n  c h a r g e s .

5 .2  T h i r t y  d a y s  p r i o r  t o  t h e  d a t e  o f  e a c h  a n n u a l  

p r i c e  c h a n g e ,  S e l l e r ,  a t  i t s  o p t i o n ,  m a y  d e t e r m i n e  t h e  p r i c e  

w h i c h  i t  w o u l d  h a v e  r e c e i v e d  f r o m  i t s  l e s s e e  h a d  i t  n o t  e l e c t e d  

t o  t a k e  i t s  r o y a l t y  g a s  i n  k i n d  a n d  t h e  h i g h e s t  p r i c e  b e i n g  

p a i d  f o r  g a s  o f  s i m i l a r  q u a l i t y  a n d  s i m i l a r  c o n d i t i o n s  o f  

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

b u t  n o t  l i m i t e d  t o ,  d i f f e r e n c e  o f  BTU c o n t e n t ,  d e l i v e r y  p r e s s u r e  

t e r m  o f  t h e  c o n t r a c t  a n d  c o n n e c t i o n  c h a r g e s  i n  t h e  u p p e r  C o o k  

I n l e t :  a r e a  a n d  s u b m i t  t h e  s a m e  t o  B u y e r  a l o n g  w i t h  s u i t a b l e  

s u p p o r t i n g  e v i d e n c e  a s  t o  s u c h  p r i c e s .  B u y e r  s h a l l  h a v e  t h e  

r i g h t  t o  s u b m i t  o t h e r  e v i d e n c e  w i t h i n  t h e  30 d a y  p e r i o d .

5 .3  A f t e r  t h e  d e l i v e r y  o f  g a s  h a s  c o m m e n c e d  B u y e r

s h a l l ,  o n  o r  b e f o r e  t h e  2 0 t h  d a y  f o l l o w i n g  t h e  e n d  o f  e a c h

m o n t h ,  r e n d e r  t o  S e l l e r  a  s t a t e m e n t  s h o w i n g  t h e  q u a n t i t y  o f  g a s  

d e l i v e r e d  d u r i n g  t h a t  m o n t h  a n d  s h a l l  t h e r e w i t h  p a y  S e l l e r  t h e  

a m o u n t  d u e  f o r  a l l  s u c h  g a s .

5.4 E a c h  p a r t y  h e r e t o  s h a l l  h a v e ,  a t  i t s  e x p e n s e ,

t h e  r i g h t  t o  e x a m i n e  t h e  b o o k s  a n d  r e c o r d s  o f  t h e  o t h e r  p a r t y

t o  t h e  e x t e n t  n e c e s s a r y  t o  v e r i f y  t h e  a c c u r a c y  o f  a n y  s t a t e m e n t ,  

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

u n l e s s  q u e s t i o n e d  i n  v / r i t i n g  w i t h i n  t w o  (2) y e a r s  

p a y m e n t  t h e r e o f  h a s  b e e n  m a d e .

5 .5  T h e  t e r m s  " u p p e r  C o o k  I n l e t  a r e a "  a s  u s e d  

h e r e  i n  s h a l l  m e a n  t h e  a r e a  e n c o m p a s s e d  i n  a  r a d i u s  o f  100 

k i l o m e t e r s  f r o m  t h e  P h i l l i p s  P e t r o l e u m  N o r t h  C o o k . I n l e t  

p l a t f o r m .

A R T IC L E  V I  

T e r m

6.1 T h i s  c o n t r a c t  s h a l l  b e c o m e  e f f e c t i v e  u p o n  t h e  

e x e c u t i o n  h e r e o f  a n d  t h e  a p p r o v a l  o f  t h e  A l a s k a  R o y a l t y  O i l  a n d  

G a s  D e v e l o p m e n t  A d v i s o r y  D o a r d  a n d  t h e  S t a t e  L e g i s l a t u r e  a n d  

s h a l l  c o n t i n u e  a n d  r e m a i n  i n  e f f e c t  u n t i l  J u l y  1 ,  1984, u n l e s s  

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

p a r t i e s ,  o r  p u r s u a n t  t o  A r t i c l e  V I I .

A R T IC L E  V I I  

C o n d i t i o n s  P r e c e d e n t

7 .1  B u y e r  s h a l l  h a v e  t h e  r i g h t  t o  t e r m i n a t e  t h i s  

c o n t - . r a c t  u p o n  30 d a y s  w r i t t e n  n o t i c e  t o  S e l l e r  i f  B u y e r  i s  

u n a b l e  t o  m a k e  s a t i s f a c t o r y  a r r a n g e m e n t s  t o  t a k e  d e l i v e r y  o f  

t h e  g a s .  B u y e r  s h a l l  e x e r c i s e  t h i s  r i g h t  t o  t e r m i n a t e  o n  o r  

b e f o r e  J a n u a r y  31, 1978, t h e r e a f t e r  B u y e r  m a y  n o t  e x e r c i s e  t h i s  

r i g h t  t o  t e r m i n a t e .

A R T IC L E  V I I I  

N o t i c e s

8 .1  N o t i c e s  r e q u i r e d  t o  b e  g i v e n  u n d e r  t h i s  c o n t r a c t  

s h a l l  b e  d e e m e d  s u f f i c i e n t l y  g i v e n  a n d  s e r v e d  w h e n  a n d  i f
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d e p o s i t e d  i n  t h e  U n i t e d  S t a t e s  m a i l  p o s t a g e  p r e p a i d  a n d  c e r t i f i e d  

o r  r e g i s t e r e d  a d d r e s s e d  t o  S e l l e r  a t :

C o m m i s s i o n e r

D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  

P o u c h  M, J u n e a u ,  A l a s k a  99811

o r  t o  B u y e r  a t :

A l a s k a  P i p e l i n e  C om pan y  

P .  0 .  B o x  6288 

A n c h o r a g e ,  A l a s k a  99502 

I N  W ITNESS WHEREOF, t h e  p a r t i e s  h e r e t o  h a v e  c a u s e d  

t h i s  A g r e e m e n t  t o  b e  e x e c u t e d  i n  f o u r  (4) o r i g i n a l  c o u n t e r p a r t s  

o n  t h i s  d a y  a n d  y e a r  f i r s t  a b o v e  w r i t t e n .

- 7 -
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N o r t h  C o o k  I n l e t  F i e l d  R o y a l t y  G a s  
C o m m i s s i o n e r  ' s  P r o p o s a l  i n  C o n c e p t

T h e  C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  h a s  r e c o g n i z e d  t h a t  

t h e  i n c r e a s i n g  g r o w t h  o f  t h e  C o o k  I n l e t  a r e a  o f  A l a s k a  w i t h  

i t s  r e s u l t a n t  i n c r e a s e  i n  t h e  u s e  o f  n a t u r a l  g a s  r e q u i r e s  t h a t  

a d d i t i o n a l  n a t u r a l  g a s  r e s e r v e s  b e  a l l o c a t e d  f o r  t h a t  p u r p o s e  

f r o m  S t a t e  o f  A l a s k a  r o y a l t y  g a s .  F r om  t h e  s t a n d p o i n t  o f  s i z e  

o f  u n c o m m i t t e d  g a s  r e s e r v e s ,  g e o g r a p h i c a l  l o c a t i o n  a n d  p o s s i b l e  

p i p e l i n e  a c c e s s ,  t h e  N o r t h  C o o k  I n l e t  f i e l d  r o y a l t y  g a s  a p p e a r s  

t h e  b e s t  a v a i l a b l e  s u p p l y  a t  t h i s  t i m e .  P u r s u a n t  t o  AS 38 .05 .  

182 t h e  C o m m i s s i o n e r  p r o p o s e s  t h a t  i t  i s  i n  t h e  b e s t  i n t e r e s t  

o f  t h e  S t a t e  t o  t a k e  i n  k i n d  t h e  S t a t e ' s  r o y a l t y  s h a r e  o f  t h e  

g a s  p r o d u c t i o n  f r o m  t h e  N o r t h  C o o k  I n l e t  g a s  f i e l d  a n d  r e q u e s t s  

t h e  c o n s e n t  o f  t h e  A l a s k a  R o y a l t y  O i l  a n d  G a s  D e v e l o p m e n t  

A d v i s o r y  B o a r d  f o r  t h i s  c h a n g e .

T h e  C o m m i s s i o n e r  f u r t h e r  p r o p o s e s  t o  d i s p o s e  o f  t h e  N o r t h  C oo k  

I n l e t  f i e l d  r o y a l t y  g a s  t o  A l a s k a  P i p e l i n e  C om p an y  a n d  i t s  

s u b s i d i a r i e s  t h r o u g h  a  n e g o t i a t e d  c o n t r a c t .  T h e  p r o p o s e d  

c o n t r a c t  w i l l  c o n t a i n  t h e  f o l l o w i n g  p r o v i s i o n s :

1. P u r c h a s e r  a g r e e s  t o  t a k e  1/8 o f  d a i l y  p r o d u c t i o n  

f r o n  t h e  N o r t h  C o o k  I n l e t  g a s  f i e l d  o n  a n  i f  a n d  

a s  d e l i v e r a b l e  b a s i s  f o r  t h e  c o n t r a c t  p e r i o d .  T h e  

S t a t e  w i l l  r e p o r t  t o  t h e  P u r c h a s e r  e a c h  m o n t h  t h e  

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

t h e  p r i o r  m o n t h s .
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T h e  a p p r o x i m a t e  a v e r a g e  d a i l y  r o y a l t y  g a s  s h a r e  

o f  t h e  p r o d u c t i o n  f r o m  P h i l l i p s '  N o r t h  C o o k  I n l e t  

f i e l d  p l a t f o r m  i s  17,000 MCF. G a s  p r o d u c t i o n  f r o m  

t h e  p l a t f o r m  v a r i e s  a s  LNG p l a n t  n e e d s  d i c t a t e  

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

P o i n t  o f  d e l i v e r y  w i l l  b e  t h e  w e l l h e a d .

P u r c h a s e r  i s  r e s p o n s i b l e  f o r  m e a s u r e m e n t  c o s t s ,  

a n d  a n y  c o m p r e s s i o n  o r  d e h y d r a t i o n  c o s t s  i f  o r  

w h e n  n e c e s s a r y .

T h e  c o n t r a c t  e x p i r e s  o n  J u n e  1, 1904, u n l e s s  e x t e n d e d  

b y  m u t u a l  a g r e e m e n t  f o r  a  p e r i o d  n o t  t o  e x c e e d  o n e  

y e a r .

T h e  p r i c e  o f  t h e  g a s  w i l l  b e  e q u a l  t o  t h e  p r i c e  

t h e  S t a t e  o t h e r w i s e  w o u l d  h a v e  r e c e i v e d  f r o m  P h i l l i p s  

f o r  . i t s  r o y a l t y  g a s  f o r  e x p o r t  a s  T.NG t o  J a p a n ;  b u t  

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

i n  t h e  C o o k  I n l e t  a r e a  f o r  a  s i m i l a r  s a l e  o f  g a s  o f  

s i m i l a r  q u a l i t y .  T h e  p r i c e  w i l l  b e  a d j u s t e d  y e a r l y  

o n  t h e  a n n i v e r s a r y  d a t e  o f  t h e  c o n t r a c t .
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6 . The c o n t r a c t  s h a l l  n o t  be  e f f e c t i v e  u n t i l

- a l l  n e c e s s a r y  p e r m i t s  a n d  a u t h o r i z a t i o n s  b y  

g o v e r n i n g  b o d i e s  a r e  o b t a i n e d

- a l l  t r a n s p o r t a t i o n  o r  e x c h a n g e  a r r a n g e m e n t s  h a v e  

b e e n  c o m p l e t e d  t o  t h e  s a t i s f a c t i o n  o f  t h e  p a r t i e s  

i n v o l v e d .

- s i x  m o n t h ' s  n o t i c e  r e q u i r e d  u n d e r  l e a s e

T h e  C o m m i s s i o n e r  r e q u e s t  a p p r o v a l  o f  t h e  a b o v e  p r o p o s e d  c o n c e p ­

t u a l  p l a n  b y  t h e  A l a s k a  R o y a l t y  O i l  a n d  G a s  D e v e l o p m e n t  A d v i s o r y  

B o a r d .

{
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ALAbKA nuiALTy OIL & GAS BOARD
I n t r o d u c e d : 5 / V 7 6
Ref er r e d :  R e s o u r c e s  a n d

F i n a n c e

BY T H E  R U L E S  C O M M I T T E E  BY 
R E Q U E S T  O F  T H E  G O V E R N O RIN T H E  H O U S E

H O U S E  C O N C U R R E N T  R E S O L U T I O N  NO. li)2 

IN T H E  L E G I S L A T U R E  OF T H E  S T A T E  O F  A L A S K A  

N I N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

R e l a t i n g  to the t a k i n g  of 

st .te-ovmed r o y a l t y  oi l  o r  gas 

i n - k i n d  a n d  its d i s p o s a l  b y  sale.

B E  I T  R E S O L V E D  B Y  T H E  L E G I S L A T U R E  OF T H E  S T A T E  O F  ALASKA:

W H E R E A S  the l e g i s l a t u r e  by e n a c t m e n t  of t h e  A l a s k a  R o y a l t y  O i l  a n d  Gas 

D e v e l o p m e n t  B o a r d  s t a t u t e ,  AS 38.06. et^ s e q ., h a s  e s t a b l i s h e d  a c l e a r  p o l i c y  

of f a v o r i n g  the t a k i n g  of s t a t e - o w n e d  r o y a l t y  o i l  or gas i n - k i n d  and m a k i n g  

that r o y a l t y  a v a i l a b l e  fo r ir.-state uses; and

W H E R E A S  the S t a t e  o f  A l a 3 K a  p r e s e n t l y  r e c e i v e s  a o n e - e i g h t h  r o y a l t y  on 

gas p r o d u c e d  f r o m  th e  N o r t h  C o o k  I n le t  G a s  F i e l d  in v a l u e ,  bu t  h a s  the  

r i g h t  to r e c e i v e  chis r o y a l t y  i n - k i n d ;  a n d

W H E R E A S  the c o m m i s s i o n e r  of n a t u r a l  r e s o u r c e s  ha s  e n t e r e d  i n t o  a 

c o n t r a c t  for the s a l e  and p u r c h a s e  o f  s t a t e - o w n e d  r o y a l t y  gas f r o m  the 

N o r t h  C o o k  Inlet Gas F i e l d  w i t h  A l a s k a  P i p e l i n e  C o m p a n y ,  a n  A l a s k a n  c o r p o r a­

tio n  w h i c h  sells n a t u r a l  gas in the A n c h o r a g e  a n d  N o r t h  K e n a i  Roa d  are a s ;  and 

W H E R E A S  the c o n t r a c t  b e t w e e n  the S t a t e  of A l a s k a  and A l a s k a  P i p e l i n e  

C o m p a n y  r e q u i r e s  as a c o n d i t i o n  p r e c e d e n t  to Its b e c o m i n g  e f f e c t i v e  a p p r o­

val by a m a j o r i t y  of e a c h  h o u s e  of th e  L e g i s l a t u r e ;

BE  I T  R E S O L V E D  b y  the A l a s k a  S t a t e  L e g i s l a t u r e  that a p p r o v a l  of 

A l a s k a  R o y a l t y  Ga s  S a l e  No. 7 6 - 1 ,  t h e  c o n t r a c t  for the s a l e  of s tate 

r o y a l t y  gas from the N o r t h  C o o k  I n l e t Gas F i e l d  to A l a s k a  P i p e l i n e  C o m p a n y ,  

is h e r e b y  a p p roved.
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7*pril 30, 1976

Che  h o n o r a b l e  M i k a  E r a d n e r  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V
J u n e a u ,  A l a s k a  99311

T r a n s m i t t a l  o f  P r o p o s e d  
A l a s k a  R o y a l t y  G a s  S a l e  Mo. 76-1

D e a r  M r .  S p e a k e r :

A t t a c h e d  i s  A l a s k a  R o y a l t y  G a s  S a l e  C o n t r a c t  lio, 76-1 p r o v i d i n g  
f o r  a  s a l e  o f  S t a t e  r o y a l t y  g a s  f r o m  t h e  i . ' o r t h  C o o k  I n l e t  G a s  
F i e l d  t o  A l a s k a  P i p e l i n e  C o n p a n y  p u r s u a n t  t o  AS 33.06 e t  s e q . ,
AS 3 8 .O S . 132-133, a n d  11AAC26.005-.900. A l s o  a t t a c h e d  a r e  a l l  
n e c e s s a r y  w a i v e r s  o r  c o n s e n t s  r e l a t e d  t o  t h i s  a c t i o n  a n d  
r e q u i r e d  u n d e r  t h e  l a w .  T h e  c o n t r a c t  a n d  a l l  n e c e s s a r y  r e l a t e d  
a c t i o n s  h a v e  b e e n  a p p r o v e d  b y  t h e  A l a s k a  R o y a l t y  O i l  a n d  G a s  
D e v e l o p m e n t  A d v i s o r y  B e a r d  p u r s u a n t  t o  t h e  a b o v e  s t a t u t e s  a n d  
r e g u l a t i o n s .  G t h e r  i n f o r m a t i o n  p e r t i n e n t  t o  t h e  p r o p o s e d  s a l e  
i s  a l s o  a t t a c h e d ,  w i t h  t h e  i n t e n t i o n  o f  s u p p ? - y in g  y o u  w i t h  a n  
a d e q u a t e  r e c o r d  o n  t h i s  m a t t e r .

A l a s k a  P i p e l i n e  C om p a n y ,  a n d  i t s  s u b s i d i a r y  A l a s k a  C*3 a n d  S e r v i c e  
C o m p a n y , s u p p l y  n a t u r a l  g a s  t o  t h e  A n c h o r a g e  a r e a  a n d  a  p o r t i o n  
o f  t h e  I J o r t h  K e n a i  p e n i n s u l a  k n o w n  a s  t h e  n o r t h  K e n a i  r o a d  a r o a .  
I n c r e a s e d  u s e  o f  n a t u r a l  g a s  d u e  t o  g r o w t h  i n  b o t h  a r e a s  i s  
d i m i n i s h i n g  t h e  ga3  r e s e r v e s  d e d i c a t e d  t o  A l a s k a  P i p e l i n e  Company  
f a s t e r  t in a n  a n t i c i p a t e d .  T h e  c cap .- iny  e s t i m a t e s  t h a t  t h e  c o n t r a c t  
a m o u n t  f o r  t h e  N o r t h  K e n a i  r o a d  a r e a  w i l l  b e  e x h a u s t e d  b y  M ay  
o f  t i l l s  y e a r  a n d  h a s  e x e c u t e d  a  o n e  v t a r  c o n t r a c t  w i t h  t h e i r  
? o r e s e n c  s u o o l i e r  t o  o : < t o n e  t h e i r  s e r v i c e .

N o r t h  K e n a i  r o a d  a n d  l i q u i f i e d  f o r  e x p o r t  t o  J a p a n .

AGO 935921
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T h e  p r o p o s e d  c o n t r a c t  p r o v i d e s  t h a t  t h e  S t a t e  o f  A l a s k a  v ' i l l  
t a k e  i t s  r o y a l t y  s h a r e  o f  t h e  e a r t h  C o o k  I n l o t  G a s  F i e l d  
p r o d u c t i o n  i n  k i n d  r a t h e r  t h a n  i n  v a l u e ,  a n d  s e l l  t h i s  g a s  
t o  A l a s k a  P i p e l i n e  C om p an y  a t  t h e  s a n e  p r i c e  t h a t  t h e  S t a t e  
w o u l d  o t h e r w i s e  r e c e i v e  f r o m  P h i l l i p s  P e t r o l e u m  C om p a n y .  T he  
a m o u n t  o f  g a s  s o l d  w o u l d  a v e r a g e  15 t o  1G m i l l i o n  c u b i c  f e e t  
p e r  d a y  a n d  t o t a l  a b o u t  41 b i l l i o n  c u b i c  f e e t  o v o r  t h e  t e r m  
o f  t h e  - r o y a l t y  s a l e s  c o n t r a c t ,  w h i c h  w o u l d  e x p i r e  J u n e  1,  1934, 
c o i n c i d e n t a l l y  w i t h  t h e  e x p i r a t i o n  o f  t h e  p r e s e n t  P h i l l i p s  
c o n t r a c t  f o r  e x p o r t  t o  J a p a n .  T r a n s p o r t a t i o n  o r  e x c h a n g e  
p r o v i s i o n s  w i l l  b e  a r r a n g e d  b y  A l a s k a  P i p e l i n e  C o m p a n y ,  a s  v / i l l  
a l l  n e c e s s a r y  r e g u l a t o r y  c l e a r a n c e s .

T h e  p r e s e n t  p e a k  ga3 d e m a n d s  a l o n g  t h e  W o r t h  I l e n a i  r o a d  c a n  
b e  a s  h i g h  a s  10 m i l l i o n  c u b i c  f e e t  p e r  d a y .  G a s  e x c e s s  t o  
I d l e  s o  n e e d s  c a n  b e  u s e d  t o  a u g m e n t  t h e  g a s  s u p p l y  t o  A n c h o r a g e  
a n d  e x t e n d  t h e  l i f e  o f  t h o s e  r e s e r v e s .

T h e  t o t a l  c o n t r a c t  a m o u n t  r e p r e s e n t s  a b o u t  o n e  a n d  o n e - h a l f  
y e a r ' s  s u p p l y  o f  g a s  a t  A n c h o r a g e ' s  p r e s e n t  r a t e  o f  u s e ,  a n d  
a b o u t  o n e  y e a r ' s  p r o d u c t i o n  o f  t h e  i l o r t h  C o o k  I n l e t  G a s  F i e l d .

T h e  C o m m i s s i o n e r  o f  H a f c u r a l  R e s o u r c e s  a n d  t h e  A l a s k a  R o y a l t y  
O i l  a n u  G a s  D e v e l o p m e n t  A d v i s o r y  B o a r d  r e c o g n i s e  t h a t  t h e  
p r o p o s e d  s a l e  o f  r o y a l t y  g a s  v / i l l  s o m e w h a t  s h o r t e n  t h e  
p r o d u c t i v e  l i f e  o f  t h e  N o r t h  C oo k  I n l o f c  G a s  F i e l d  b y  a p p r o x i m a t e l y  
o n e  y e a r .  S i n c e  t h e  LNG c o n t r a c t  r e q u i r e s  d e l i v e r y  o f  a  
s p e c i f i e d  a m o u n t  e a c h  y e a r  i t  v / i l l  b e  n e c e s s a r y  t o  i n c r e a s e  t h e  
d a i l y  p r o d u c t i o n  o f  t h e  f i e l d  b y  t h e  a m o u n t  o f  t h e  r o y a l t y  g a s  
w i t h d r a w n  f r o m  t h e  L'/G p l a n t .  On b a l a n c e ,  h o w e v e r ,  t h e  s a l e  
o f  t h i s  r o y a l t y  g a s  t o  s u p p l y  t h e  W o r t h  K o n a 5. r o a d  a r e a  a n d  
A n c h o r a g e  i s  d e e m e d  t o  b e  i n  t h e  b e s t  i n t e r e s t  o f  t h e  S t a t e ,  a s  
i t  r e t u r n s  S t a t e  r o y a l t y  g a s  f r o m  f o r e i g n  e x p o r t  t o  A l a s k a  
c o n s u m e r s  a t  a  p r i c e  w h i c h  a s s u r e s  a l l  A l a s k a n s  a  f a i r  r e t u r n  
f o r  t h e i r  r e s o u r c e s .

I  h a v e ,  a t  v a r i o u s  t i m e s ,  e x p r e s s e d  t h e  b e l i e f  t h a t  s e c t i o n  55 
o f  t h e  R o y a l t y  B o a r d  S t a t u t e  ( w h i c h  r e q u i r e s  l e g i s l a t i v e  a p p r o v a l  
b y  c o n c u r r e n t  r e s o l u t i o n  o f  a n y  s a l e  o f  s u r p l u s  r o y a l t y  g a s )  i s  
u n c o n s t i t u t i o n a l .  T h e  A d m i n i s t r a t i o n  b e l i e v e s  t h a t  t i i i s  
r e q u i r e m e n t  r a i s e s  a  . s u b s t a n t i a l  c o n s t i t u t i o n a l  q u e s t i o n  a n d  
h a s  c o n c l u d e d  t h a t  i n  t h e  f u t u r e  a p p r o p r i a t e  a c t i o n  w i l l  b e  
n e c e s s a r y  e i t h e r  b y  t h e  L e g i s l a t u r e  t o  a m e n d  t h e  R o y a l t y  B o a r d  
S t a t u t e  o r  b y  t h e  c o u r t s  t o  d e c i d e  t h e  c o n s t i t u t i o n a l i t y  o f
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s e c t i o n  55. n o t w i t h s t a n d i n g  s u c h  d o u b t s  c o n c e r n i n g  t h e  
c o n s t i t u t i o n a l i t y  o f  t h i s  p r o v i s i o n ,  t h e  c o n t r a c t  i s  b e i n g  
s u b m i t t e d  t o  t h e  L e g i s l a t u r e  f o r  a p p r o v a l .  Two r e a s o n s  
s u p p o r t  t h i s  s u b m i s s i o n .  F i r s t ,  e a r l y  i n  t h i s  s e s s i o n ,  t h e  
Cor . i r .dsa i o v i o r  o f  L a t e r a l  R e s o u r c e s  a d v i s e d  t h e  L e g i s l a t u r e  
o f  h i s  i n t e n t  a s  a  p o l i c y  n a t t e r  t o  c a r r y  o u t  a l l  t h e  
r e q u i r e m e n t s  o f  t h e  R o y a l t y  B o a r d  S t a t u t e .  I  b e l i e v e  i t  
w o u l d  b e  l e s s  t h a n  f o r t h r i g h t  t o  p u r s u e  a n y  o t h e r  c o u r s e  
f o r  a  s a l e  d u r i n g  t h e  c l o s i n g  d a y s  o f  t h e  l e g i s l a t i v e  
s e s s i o n .  S e c o n d ,  a l t h o u g h  t h i s  s a l e  i r . y o l v e s  a  r e l a t i v e l y  
s m a l l  q u a n t i t y  o f  g a s ,  I  am. a n x i o u s  t o  s e e  i t  c o n s u m m a t e d  
a t  t h e  e a r l i e s t  p o s s i b l e  t i n e  a s  i t  w i l l  d i r e c t l y  a n d  
i m m e d i a t e l y  b e n e f i t  g a s  c o n s u m e r s  i n  t h e  A n c h o r a g e  a n d  
W o r t h  K e n a i  a r e a s .  F o r  t h a t  r e a s o n ,  i t  i s  u n d e s i r a b l e  t h a t  
t h i s  c o n t r a c t  b e c o m e  e n t a n g l e d  i n  l i t i g a t i o n  w h i c h  m i g h t  
e x t e n d  o v e r  a  l e n g t h y  p e r i o d  o f  t i n e .

To  a v o i d  t h e  c h o i c e  o f  e i t h e r  a p p e a r i n g  t o  a c q u i e s c e  i n  t h e  
r e q u i r e m e n t  o f  l e g i s l a t i v e  a p p r o v a l  o r  u n d e r t a k i n g  a  p e r h a p s  
u n n e c e s s a r y  c o n f r o n t a t i o n ,  a  t e r m  h a s  b e e n  i n c l u d e d  w i t h i n  
t h e  c o n t r a c t  w h i c h  p r o v i d e s  t h a t  t h e  c o n t r a c t  w i l l  n o t  
b e c o m e  e f f e c t i v e  u n t i l  a p p r o v e d  b y  c o n c u r r e n t  r e s o l u t i o n  
p a s s e d  b y  a  m a j o r i t y  o f  e a c h  h o u s e  o f  t h e  L e g i s l a t u r e .  T h e  
A d m i n i s t r a t i o n  a l w a y s  ha3  t h e  r i g h t  t o  s e e k  t h e  a d v i c e  a n d  
c o u n s e l  o f  t h e  L e g i s l a t u r e  a n d  I  h a v e  i n  t h i s  c o n t r a c t  
s o u g h t  t o  m a k e  l e g i s l a t i v e  a p p r o v a l  a  c o n d i t i o n  p r e c e d e n t  
t o  Lh^ c o n t r a c t  b e c o m i n g  e f f e c t i v e .  I  a n  s u b m i t t i n g  t h i s  
c o n t r a c t  t o  y o u  f o r  y o u r  a p p r o v a l  p u r s u a n t  t o  t h a t  t e r m .
H o w e v e r ,  i n  d o i n g  s o .  I  w i s h  t o  m a k e  c l e a r  b e y o n d
p r o a d v e n t u r e  t h a t  my a c t i o n  s h o u l d  n o t  b e  c o n s t r u e d  a s  
e i t h e r  a p p r o v a l  o f  o r  w q u i e s c e n c e  i n  s e c t i o n  55 o f  t h e  
R o y a l t y  b o a r d  S t a t u t e  r  i d  t h a t  I  d o  n o t  f e e l  p e r s o n a l l y  
o r  l e g a l l y  o b l i g a t e d  t o  s u b m i t  f u t u r e *  c o n t r a c t s  f o r  t h e  s a l e  
o f  r o y a l t y  o i l  o r  g a s  t o  t h e  L e g i s l a t u r e  f o r  a p p r o v a l  b y  
c o n c u r r e n t  r e s o l u t i o n .

Y o u  a r e  a w a r e  t h a t  t h i 3  i s  t h o  f i r s t  r o y a l t y  s a l e  c o n t r a c t  p r e p a r e d  
u n d e r  t i n . ’ e x i s t i n g  s t a t u t e ,  a n d  o f  t'x.- f i r s t  o f  i t s  k i n d  i n  t h e  
W c t i o n .  T h e  C o m m i s s i o n e r  o f  n a t u r a l  R e s o u r c e s ,  w h o  i s  t h e
o f f i c i a l  r e s p o n s i b l e  f o r  t h e  a g r e e m e n t i s  p r e p a r e d  t o  s u p p l y
a l l  n e c e s s a r y  a d d i t i o n a l  i n f o r m a t i o n  t o  a s s i s t  y o u  i n  y o u r  
c o n s i d e r a t i o n  o f  t h i s  s a l e  c o n t r a c t .  Than! :  y o u  f o r  y o u r  c o n s i d e r a t i o n .

S i n c e r e l y .

J a y  :». Ranr . iond 
G o v e r n o r

A t t a c h m e n t

k I a  t u r n  1 R e  s o  n r  c  e  s/', iCF/dk/ t d g

t C  * ' • €.
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T h e  H o n o r a b l e  H u g h  M a l o n e  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
J u n e a u ,  A l a s k a  99811

D e a r  M r .  S p e a k e r :

U n d e r  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  18 o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  a n d  i n  a c c o r d a n c e  w i t h  AS 2 4 .3 0 .0 6 0 (b )  
a n d  t h e  U n i f o r m  R u l e s  o f  t h e  A l a s k a  S t a t e  L e g i s l a t u r e ,  
I  am t r a n s m i t t i n g  a  r e s o l u t i o n  g i v i n g  l e g i s l a t i v e  
a p p r o v a l  t o  a  s a l e  o f  r o y a l t y  n a t u r a l  g a s  f r o m  t h e  
N o r t h  C o o k  I n l e t  F i e l d  t o  A l a s k a  P i p e l i n e  C o m p a n y .  AS 
3 8 .0 6 .0 5 5 (a )  p r o v i d e s  t h a t  n o  s a l e  o f  s t a t e - o w n e d  
r o y a l t y  o i l  m a y  b e  m a d e  u n l e s s  a p p r o v e d  b y  c o n c u r r e n t  
r e s o l u t i o n  o f  t h e  l e g i s l a t u r e .

T h e  A l a s k a  R o y a l t y  O i l  a n d  G a s  D e v e l o p m e n t  A d v i s o r y  
B o a r d  r e v i e w e d  t h e  c o n t r a c t  a n d  g r a n t e d  i t s  a p p r o v a l  o n  
A p r i l  6 ,  1977. T h e  B o a r d ' s  d e c l a r a t i o n s  a n d  f i n d i n g s  
a r e  i n c l u d e d  i n  t h e  m a t e r i a l  s u b m i t t e d  t o  e a c h  l e g i s ­
l a t o r  t o d a y .  I  w o u l d  b e  p l e a s e d  t o  a s s i s t  y o u  w i t h  a n y  
a d d i t i o n a l  i n f o r m a t i o n  w h i c h  y o u  r e q u e s t .

L a s t  y e a r  t h e  S t a t e  o f  A l a s k a  a n d  t h e  A l a s k a  P i p e l i n e  
C o m p a n y  e n t e r e d  i n t o  a  c o n t r a c t  f o r  t h e  s a l e  o f  t h e  
s a m e  r o y a l t y  g a s  t o  A l a s k a  P i p e l i n e  C o m p a n y .  T h a t  
c o n t r a c t  w a s  a p p r o v e d  b y  t h e  l e g i s l a t u r e  l a s t  s e s s i o n .  
H o w e v e r ,  c e r t a i n  d i f f i c u l t i e s  w i t h  v o l u m e  f l e x i b i l i t y  
a n d  a r r a n g i n g  f o r  t h e  t r a n s p o r t a t i o n  o f  t h e  g a s  f r o m  
t h e  o f f s h o r e  p l a t f o r m  t o  s h o r e  p r e v e n t e d  A l a s k a  P i p e ­
l i n e  C om p a n y  f r o m  r e c e i v i n g  t h e  g a s  u n d e r  t h a t  c o n ­
t r a c t .  T h e  c u r r e n t  a g r e e m e n t  h a s  b e e n  e x e c u t e d  t o  
s o l v e  t h e s e  p r o b l e m s  a n d  a l l o w  r o y a l t y  g a s  t o  b e  
d e l i v e r e d  t o  A l a s k a  P i p e l i n e  C om p a n y .

T h e  p r o b l e m s  w i t h  t h e  p r e v i o u s  a g r e e m e n t  w e r e :

1 .  A l a s k a  P i p e l i n e  C om p an y  w a s  u n a b l e  t o
u s e  a l l  o f  t h e  r o y a l t y  g a s  a t  a l l  t i m e s  
( a s  r e q u i r e d  i n  t h e  c o n t r a c t )  d u e  t o  
l a c k  o f  a n  a d e q u a t e  m a r k e t ;  a n d  y e t ,  b e c a u s e  
o f  l i m i t a t i o n s  a l s o  i n c l u d e d  i n  t h e  c o n t r a c t ,  
i s  u n a b l e  t o  s e l l  t h e  e x c e s s  g a s  b a c k  t o  
P h i l l i p s  P e t r o l e u m  C om pan y  f o r  e x p o r t  f r o m  
t h e  S t a t e .
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2. A l a s k a  P i p e l i n e  C om p an y  w a s  u n a b l e  t o
e n t e r  i n t o  a n  a g r e e m e n t  w i t h  P h i l l i p s  P e t r o ­
l e u m  C om p a n y  f o r  t r a n s p o r t i n g  o f  t h e  g a s  t o  
s h o r e  f r o m  t h e  p r o d u c t i o n  p l a t f o r m  d u e  t o  
u n d e r s t a n d a b l e  r e l u c t a n c e  o f  P h i l l i p s  t o  
e x p o s e  t h e m s e l v e s  t o  t h e  j u r i s d i c t i o n  o f  t h e  
P u b l i c  U t i l i t i e s  C o m m i s s i o n  o r  t h e  P i p e l i n e  
C o m m i s s i o n .  T h e  n e w  a g r e e m e n t  I  am s u b m i t t i n g  
t o  t h e  l e g i s l a t u r e  t o d a y  r e m e d i e s  t h e s e  
p r o b l e m s .

T h i s  n e w  a g r e e m e n t  w i t h  A l a s k a  P i p e l i n e  n e c e s s i t a t e d  
t h a t  t h e  S t a t e  i t s e l f  a l s o  e n t e r  i n t o  a n  a g r e e m e n t  w i t h  
P h i l l i p s  P e t r o l e u m  C om p a n y  f o r  d e l i v e r y  o f  t h e  r o y a l t y  
g a s  f r o m  t h e  p l a t f o r m  t o  s h o r e .  T h i s  a g r e e m e n t  r e ­
q u i r e s  t h a t  t h e  S t a t e  p a y  t h e  c o s t  o f  g a t h e r i n g  a n d  
c o m p r e s s i n g  t h e  r o y a l t y  g a s  t o  t h e  p o i n t  o f  d e l i v e r y ;  
h o w e v e r ,  A l a s k a  P i p e l i n e  C om p a n y  i n  t u r n  a g r e e s  t o  p a y  
t h e s e  c o s t s  t o  P h i l l i p s  f o r  t h e  a c c o u n t  o f  t h e  S t a t e .
T h e  R o y a l t y  B o a r d  h a s  n e i t h e r  r e s p o n s i b i l i t y  n o r  a u t h o r ­
i t y  t o  j u d g e  t h e  a p p r o p r i a t e n e s s  o f  t h e  l e v e l  o f  t h e s e  
c h a r g e s ,  a n d  h a s  n ~ t  d o n e  s o .

P h i l l i p s  P e t r o l e u m  C om p a n y  h a s  o p e r a t i o n a l  p r o b l e m s  
a f f e c t i n g  t h e i r  a b i l i t y  t o  d e l i v e r  g u a r a n t e e d  v o l u m e s  
o f  r o y a l t y  g a s  t o  s h o r e ,  a s  d o e s  A l a s k a  P i p e l i n e  
C om p an y  a f f e c t i n g  t h e i r  a b i l i t y  t o  m a r k e t  t h e  g a s  
a v a i l a b l e .  T h e s e  c o m p a n i e s ,  t o g e t h e r  w i t h  t h e  S t a t e ,  
h a v e  a g r e e d  t o  u s e  t h e i r  ’’b e s t  r e a s o n a b l e  e f f o r t s "  t o  
a c c o m m o d a t e  t h e  n e e d s  o f  o n e  a n o t h e r  t o  p r o d u c e  a n d  
m a r k e t  r o y a l t y  g a s .

T h e  c o n t r a c t  b e t w e e n  t h e  S t a t e  a n d  P h i l l i p s  d o e s  n o t  
s t r i c t l y  r e q u i r e  l e g i s l a t i v e  a p p r o v a l  s i n c e  i t  d o e s  n o t  
i n v o l v e  a  s a l e  o f  r o y a l t y  g a s .  N e v e r t h e l e s s ,  I  h a v e  
i n c l u d e d  i t  i n  t h e  m a t e r i a l s  s u b m i t t e d  t o  t h e  l e g i s ­
l a t u r e  b e c a u s e  i t  i s  a n  i n t e g r a l  p a r t  o f  t h e  s a l e  o f  
r o y a l t y  g a s  t o  A l a s k a  P i p e l i n e  C om p a n y .

I  b e l i e v e  y o u r  c a r e f u l  r e v i e w  o f  t h e  e n c l o s e d  m a t e r i a l s  
w i l l  r e v e a l  m a n y  q u e s t i o n s  r e g a r d i n g  t h i s  a p p r o a c h  t o  
r e s o l v i n g  t h e  m a n y  p r o b l m e s  a s s o c i a t e d  w i t h  t h e  a c ­
q u i r i n g  a n d  d e l i v e r y  o f  t h i s  r o y a l t y  g a s .  H o w e v e r ,  I  
a l s o  b e l i e v e  t h a t  t h e s e  a g r e e m e n t s  a r e  t h e  b e s t  p o s s i b l e  
s o l u t i o n  a t  t h i s  t i m e ,  a r e  i n  t h e  b e s t  i n t e r e s t  o f  
t h e  S t a t e ,  a n d  a r e  i m p o r t a n t  t o  t h e  l o n g - t e r m  i n t e r e s t  
o f  A n c h o r a g e  u t i l i t y  c u s t o m e r s .

T h a n k  y o u  f o r  y o u r  c o n s i d e r a t i o n .
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M a t e r i a l s  f o r  L e g i s l a t u r e  

A l a s k a  P i p e l i n e  Company

L i s t  o f  m a t e r i a l s  s u b m i t t e d  t o  e a c h  l e g i s l a t o r .

1. G a s  P u r c h a s e  C o n t r a c t  d a t e d  A p r i l  11, 1977 b e t w e e n  A l a s k a  

P i p e l i n e  Company a n d  t h e  S t a t e  o f  A l a s k a .

2. A g r e e m e n t  d a t e d  A p r i l  11, 1977 b e t w e e n  P h i l l i p s  P e t r o l e u m  

Company a n d  t h e  S t a t e  o f  A l a s k a .

3. R e a s o n s  f o r  S a l e  a n d  P u r c h a s e  o f  S t a t e  R o y a l t y  G a s  t o  

A l a s k a  P i p e l i n e  Company  a n d  f o r  A g r e e m e n t  w i t h  P h i l l i p s  

P e t r o l e u m  Company .

4. F i n d i n g s  a n d  C o n c l u s i o n s  o f  t h e  C o m m i s s i o n e r  P u r s u a n t  

t o  A l a s k a  S t a t u t e  38 .01 .113(c )  ( d e t e r m i n a t i o n  n o t  t o  u s e  

c o m p e t i t i v e  b i d  p r o c e d u r e s . )

5. / a p p r o v a l s  r e l a t i n g  t o  a b o v e  b y  A l a s k a  R o y a l t y  O i l  a n d  G a s  

D e v e l o p m e n t  A d v i s o r y  B o a r d  d a t e d  A p r i l  6, 1977.

6. A t t o r n e y  G e n e r a l ' s  o p i n i o n s  r e l a t i n g  t o  j u r i s d i c t i o n  o f  

P u b l i c  U t i l i t i e s  C o m m i s s i o n  a n d  P i p e l i n e  C o m m i s s i o n .

7. Memos r e l a t i n g  t o  g a t h e r i n g  a n d  c o m p r e s s i o n  c h a r g e s .
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G A S  P U R C H A S E  C O N T R A C T

T h i s  C o n t r a c t ,  m a d e  a n d  e n t e r e d  i n t o  t h i s  (I '  d a y  o f

1977, b y  a n d  b e t w e e n  t h e  A l a s k a  P i p e l i n e  Company  

( "APC")  h e r e i n  r e f e r r e d  t o  a s  " B u y e r "  a n d  t h e  S t a t e  o f  A l a s k a ,
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WITNESSETH

WHEREAS, B u y e r  o w n s  a n d  o p e r a t e s  a  n a t u r a l  g a s  p i p e l i n e  

s y s t e m  i n  a r e a s  o f  A l a s k a  f o r  t h e  d e l i v e r y  o f  n a t u r a l  g a s  f o r  

u l t i m a t e  c o n s u m p t i o n  w i t h i n  t h e  S t a t e  o f  A l a s k a ,  a n d

WHEREAS, S e l l e r  h a s  t h e  r i g h t  u n d e r  e a c h  o f  t h e  l e a s e s ,  

i d e n t i f i e d  i n  E x h i b i t  "A" t o  t h i s  C o n t r a c t ,  t o  b e  p a i d  b y  L e s s e e  

t h e r e u n d e r  a  r o y a l t y  o f  t w e l v e  a n d  o n e - h a l f  p e r c e n t  i n - k i n d  o r
I

i n - v a l u e  o f  t h e  n a t u r a l  g a s  p r o d u c e d  a n d  s a v e d  o r  u s e d  o f f  o f  

t h e  l a n d s  c o v e r e d  b y  e a c h  l e a s e ,  a n d

WHEREAS, S e l l e r  i s  a u t h o r i z e d  b y  AS 38.05.183 t o  s e l l  r o y a l t y  

jj g a s ;  a n d

WHEREAS, B u y e r  r e p r e s e n t s  t o  S e l l e r  t h a t  t h e  g a s  r e c e i v e d  

b y  B u y e r  u n d e r  t h i s  c o n t r a c t  w i l l  b e  u s e d  t o  m e e t  t h e  r e q u i r e ­

m e n t s  o f  i t s  c u s t o m e r s  w i t h i n  t h e  S t i i t e  o f  A l a s k a ;  a n d  

WHEREAS, t h i s  G a s  P u r c h a s e  C o n t r a c t  w hen  e x e c u t e d  w i l l  

s u p e r s e d e  a n d  e x t i n g u i s h  t h a t  c e r t a i n  G a s  P u r c h a s e  C o n t r a c t  

e x e c u t e d  J u n e  4,  1976 b y  t h e  p a r t i e s  h e r e t o ;

NOW, THEREFORE, i n  c o n s i d e r a t i o n  o f  t h e  r e p r e s e n t a t i o n s ,  

c o v e n a n t s ,  a n d  c o n d i t i o n s  h e r e i n  c o n t a i n e d ,  B u y e r  a n d  S e l l e r  

h e r e b y  a g r e e  a s  f o l l o w s :

I
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T h e  " G a s  P u r c h a s e  C o n t r a c t "  d a t e d  A p r i l  1 1 ,  1 9 7 7 ,

b e t ween Alas k a  Pipeline Company and the State of Alas k a  is 

hereby amended by adding this page 1(a) b e t w e e n  pages 1 and

2.

DEFINITIONS

The following terms when used in this contract 

shall have the following m e a n i n g s :

1.1 The term "day" shall mean a p e r i o d  of twenty- 

four (24) consecutive hours beginning and ending at 7:00 

o'clock A.M. The reference date for any day shall be the 

date of the beginning of such day.

1.2 The term "month" shall m e a n  a p e r i o d  b e g i n­

ning at 7:00 o'clock A.M. on the first day of a calendar 

m o n t h  and ending at 7:00 o'clock A.M. on the first day of 

the next succeeding calendar month.

1.3 The term "Mcf" shall mean one thousand (1,000) 

cubic feet of natural gas measu r e d  as here i n a f t e r  provided.

Alaska Pipeline Company

A R T I C L E  I

D a t e :

-  1 ( a )  -
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.7 . 7
ART ICLE  IE   ̂ ^  '

S e l l e r ’ s  R o y a l t y  G a s

2 .1  S e l l e r  h e r e b y  a g r e e s  t h a t  w i t h i n  30 d a y s  a f t e r  t h e  

e x e c u t i o n  a n d  a p p r o v a l  o f  t h i s  a g r e e m e n t  a s  r e q u i r e d  b y  t h e  l a w s  

o f  t h e  S t a t e  o f  A l a s k a ,  S e l l e r  s h a l l  n o t i f y  t h e  L e s s e e  u n d e r  t h e  

l e a s e s  s e t  f o r t h  a t  E x h i b i t  "A "  o f  S e l l e r ' s  e l e c t i o n  t o  t a k e  

i t s  r o y a l t y  g a s  i n - k i n d .  S a i d  n o t i c e  w i l l  p r o v i d e  t h a t  t h e  

L e s s e e  s h a l l  c om m en c e  t h e  d e l i v e r y  o f  s a i d  r o y a l t y  g a s  t o  S e l l e r  

o r  t o  S e l l e r ' s  d e s i g n e e  u p o n  a r e c e i p t  o f  n o t i c e  f r o m  S e l l e r  

t h a t  a l l  f a c i l i t i e s  n e c e s s a r y  t o  e n a b l e  B u y e r  t o  r e c e i v e  a n d  

m a r k e t  s a i d  g a s  a r e  r e a d y ;  p r o v i d e d ,  h o w e v e r ,  i n  n o  e v e n t  s h a l l  

L e s s e e  b e  r e q u i r e d  t o  com m en ce  t h e  d e l i v e r y  o f  r o y a l t y  g a s  t o  

S e l l e r  o r  i t s  d e s i g n e e  p r i o r  c o  s i x  (6) m o n t h s  f o l l o w i n g  

L e s s e e ' s  r e c e i p t  o f  n o t i c e  o f  S e l l e r ' s  e l e c t i o n  t o  t a k e  i t s  

r o y a l t y  g a s  i n - k i n d .

2 .2 I n  o r d e r  t h a t  S e l l e r  c a n  g i v e  i t s  L e s s e e  a s  m u ch  

a d v a n c e  n o t i c e  a s  p o s s i b l e  o f  t h e  d a t e  i t  w i l l  s t a r t  r e c e i v i n g  

i t s  r o y a l t y  g a s  i n - k i n d ,  B u y e r  s h a l l  n o t i f y  S e l l e r ,  a n d  S e l l e r  

s h a l l  n o t i f y  i t s  L e s s e e ,  t h a t  a l l  f a c i l i t i e s  n e c e s s a r y  t o  r e c e i v e  

a n d  m a r k e t  s a i d  g a s  a r e  r e a d y ,  a t  l e a s t  60 d a y s  p r i o r  t o  t h e  d a t e  

B u y e r  w i l l  r e c e i v e  g a s  f r o m  S e l l e r  p u r s u a n t  t o  t h i s  C o n t r a c t .

2 .3  B u y e r  a g r e e s  t h a t  S e x i e r ' s  r o y a l t y  g a s  w h i c h  i s  

p u r c h a s e d  a n d  r e c e i v e d  b y  B u y e r  w i l l  b e  u s e d  o r  r e s o l d  f o r  u s e

- 2 -
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w i t h i n  th e  S ta t e  o f  A la s k a .

ART ICLE  I I I  

Q u a n t i t y

3 .1 I t  i s  u n d e r s t o o d  a n d  a g r e e d  b y  t h e  p a r t i e s  t h a t  t h e  

v o l u m e  o.- g a s  a v a i l a b l e  t o  S e l l e r  f r o m  t h e  l e a s e s  c o v e r e d  b y  

t h i s  C o n t r a c t  d e p e n d s  u p o n  t h e  p r o d u c t i o n  f r o m  t h e  l e a s e s  o v e r  

w h i c h  S e l l e r  h a s  no  c o n t r o l ,  a n d  f u r t h e r  d e p e n d s  u p o n  t h e  L e s s e e ' s  

g a t h e r i n g  c a p a c i t y  i n s t a l l e d  a n d  a v a i l a b l e ,  o v e r  w h i c h  S e l l e r  

l i k e w i s e  h a s  n o  c o n t r o l .  B u y e r  h e r e b y  a g r e e s  t o  p u r c h a s e  on  

e a c h  d a y  c o m m e n c i n g  w i t h  t h e  d a t e  o f  f i r s t  d e l i v e r y  h e r e u n d e r  

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

S e l l e r ' s  r o y a l t y  g a s  a v a i l a b l e  a t  t h e  p o i n t  o f  d e l i v e r y  d e s c r i b e d  

i n  S e c t i o n  5.1 h e r e o f ,  i t  b e i n g  u n d e r s t o o d  t h a t  B u y e r ' s  r e q u i r e ­

m e n t s  f o r  i t s  m a r k e t s  may  n o t  a l l o w  B u y e r  t o  p u r c h a s e  t h e  e n t i r e  

am o u n t  o f  S e l l e r ' s  r o y a l t y  g a s  on e a c h  d a y  i t  i s  a v a i l a b l e ;  

a n d  i t  b e i n g  f u r t h e r  u n d e r s t o o d  t h a t  B u y e r  w i l l  t a k e  n o t  l e s s  

t h a n  t h e  am o u n t  t o r  w h i c h  B u y e r  h a s  d em an d  a n d  d e l i v e r y  f a c i l i ­

t i e s  a v a i l a b l e .  B u y e r  s h a l l  u s e  i t s  b e s t  r e a s o n a b l e  e f f o r t s  

t o  t a k e  n o t  l e s s  t h a n  t h r e e  (3) b i l l i o n  c u b i c  f e e t  pe'r y e a r  o f  

r o y a l t y  g a s  a t  t h e  p o i n t  o f  d e l i v e r y .

3 .2 I t  i s  r e c o g n i z e d  t h a t  i t  i s  i m p o s s i b l e  t o  d e l i v e r  t o  Buy 

e a c h  d a y  t h e  e x a c t  a m o u n t  o f  r o y a l t y  g a s  p r o d u c e d  f r o m  t h e  l e a s e s  

l i s t e d  i n  E x h i b i t  " A " .  S e l l e r  a g r e e s  t h a t  S e l l e r  o r  L e s s e e  

w i l l  c a r r y  a n  o v e r  a n d  s h o r t  a c c o u n t  w i t h  r e s p e c t  t o  t h e  r e c e i p t s  

o f  r o y a l t y  g a s  a n d  t h e  d e l i v e r y  o f  same t o  B u y e r ;  p r o v i d e d ,

e r



h o w e v e r ,  t h a t  t h e  a c c o u n t  s h a l l  n e v e r  b e  r e q u i r e d  t o  c a r r y  

m o r e  t h a n  a  t o t a l  o f  60,000 M c f  o v e r  o r  u n d e r d e l i v e r y .  I n  

t h e  e v e n t  t h e  t a k e s  b y  B u y e r  o n  a  c u m u l a t i v e  b a s i s  s h a l l  e v e r

4 b e  mo re  t h a n  60,000 M c f  l e s s  t h a n  t h e  a m o u n t  o f  r o y a l t y  g a s

5 a v a i l a b l e  t o  B u y e r  a t  t h e  p o i n t  o f  d e l i v e r y ,  B u y e r  s h a l l  n o t

6 j b e  a l l o w e d  t o  m ak e  up  f o r  a n y  s u c h  u n d e r d e l i v e r y  a n d  S e l l e r

7 j jmay s e l l  t h e  u n d e l i v e r e d  q u a n t i t y  o f  r o y a l t y  g a s  t o  L e s s e e .

8 '

9 Ii ART ICLE I V

Q u a l i t y ,  P r e s s u r e ,  a n d  O d o r i z a t i o n

4.1 Th e  g a s  t o  b e  d e l i v e r e d  b y  S e l l e r  t o  B u y e r  a t  t h e  

d e l i v e r y  p o i n t  s h a l l  b e  g a s  o f  t h e  s ame  q u a l i t y  a n d  p r e s s u r e  

a s  d e l i v e r e d  t o  S e l l e r  b y  t h e  L e s s e e  a t  t h e  p o i n t  o f  d e l i v e r y .

S e l l e r  s h a l l  h a v e  n o  o b l i g a t i o n  t o  i m p r o v e  t h e  q u a l i t y  o r

p r e s s u r e  o f  g a s  b e y o n d  t h a t  q u a l i t y  a n d  p r e s s u r e  a t  w h i c h  

L e s s e e  d e l i v e r s  t h e  g a s  t o  s e l l e r .

10

n

12

13

14

15

16

17

18 

m  

20 

21 

22

23

24

25

26

27

28

29

30

31

32

4.2 G a s  d e l i v e r e d  h e r e u n d e r  w i l l  n o t  b e  o d o r i z e d  a n d  

i f  B u y e r  s o  u t i l i z e s  t h e  g a s  d e l i v e r e d  h e r e u n d e r  f o r  p u r p o s e s  

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

f o r  s u c h  u s e  i s  B u y e r ' s  a n d  B u y e r  a g r e e s  t o  c o m p l y  w i t h  a l l  

l a w s  a n d  r e g u l a t i o n s  r e s p e c t i n g  t h e  o d o r i z a t i o n  o f  s u c h  g a s  

a n d  h e r e b y  i n d e m n i f i e s  a n d  h o l d s  S e l l e r  h a r m l e s s  f r o m  a n y  

a n d  a l l  c l a i m s ,  i n j u r i e s ,  e x p e n s e s ,  p e n a l t i e s  a n d  d a m a g e s  

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

s t r i c t l y  a n d  c o m p l y  w i t h  a l l  l a w s ,  r u l e s  a n d  r e g u l a t i o n s  w i t h  

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

O w n e r s h i p , a n d  M e a s u r e m e n t

4 i| 5 .1 B u y e r  s h a l l  i n s t a l l ,  m a i n t a i n ,  a n d  o p e r a t e  a  c o n n e c -

5 , t i o n  i n t o  t h e  L e s s e e ' s  p i p e l i n e  s y s t e m  a t  o r  n e a r  L e s s e e ' s
l!

6 | i p i p e l i n e  t a p  p r e s e n t l y  b e i n g  u s e d  t o  d e l i v e r  g a s  f r o m  L e s s e e ' s

7 [p i p e l i n e  t o  t h e  T e s o r o  r e f i n e r y  l o c a t e d  i n  t h e  g e n e r a l  v i c i n i t y

o f  t h e  K e n a i  LNG p l a n t  o n  t h e  N o r t h  K e n a i  R o a d ,  ( h e r e i n a f t e r  

c a l l e d  " t h e  p o i n t  o f  d e l i v e r y " ) . T h e  p o i n t  o f  d e l i v e r y  o f  

a l l  g a s  d e l i v e r e d  h e r e u n d e r  s h a l l  b e  a t  t h e  s am e  p o i n t  o f  

d e l i v e r y  t h a t  S e l l e r  r e c e i v e s  i t s  r o y a l t y  g a s  f r o m  t h e  L e s s e e .

8

9

10 

11 

12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

26

27

28

29

30

31

32

5.2 B u y e r  a g r e e s  t o  i n s t a l l ,  m a i n t a i n ,  a n d  o p e r a t e  a l l  

p i p e l i n e ,  p r e s s u r e  r e g u l a t o r s ,  a n d  r e l a t e d  f a c i 1i t i e s  n e c e s s a r y  

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

a b o v e  s p e c i f i e d ,  t o  B u y e r ' s  m e t e r i n g  s t a t i o n ( s )  a l s o  l o c a t e d

i n  t h e  g e n e r a l  v i c i n i t y  o f  t h e  K e n a i  LNG p l a n t  on t h e  N o r t h  

K e n a i  R oad  ( h e r e i n a f t e r  c a l l e d  " t h e  p o i n t  o f  m e a s u r e m e n t " ) .

5.3 B u y e r  s h a l l  b e  d e em e d  t o  b e  i n  c o n t r o l  a n d  p o s s e s s i o n  

o f  t h e  g a s  d e l i v e r e d  h e r e u n d e r  a t  a n d  f r o m  t h e  p o i n t  o f  d e l i v e r y  

and  r e s p o n s i b l e  f o r  a n y  d am a g e  o r  i n j u r y  c a u s e d  t h e r e b y .

3 u y e r  s h a l l  b e  r e s p o n s i b l e  f o r  a n y  g a s  l o s t  b e t w e e n  t h e  p o i n t  

of d e l i v e r y  a n d  t h e  p o i n t  o f  m e a s u r e m e n t .  B u y e r  s h a l l  i n d e m n i f y  

and h o l d  S e l l e r  h a r m l e s s  a s  t o  a n y  i n j u r y  o r  d am a g e  a r i s i n g  

a u t  o f  t h e  d e l i v e r y  o f  g a s  t o  B u y e r  a n d  i t s  m e a s u r e m e n t  h e r e u n d e r ,

5.4 S t a n d a r d s  o f  M e a s u r e m e n t s  a n d  T e s t s
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5 .4 .1  E x c e p t  f o r  t h e  d e t e r m i n a t i o n  a n d  c o m p u t a t i o n

o f  t o t a l  h e a t i n g  v a l u e ,  t h e  u n i t  o f  v o l u m e  o f  g a s  d e l i v e r e d  h e r e ­

u n d e r  s h a l l  b e  o n e  (1) c u b i c  f o o t  a t  a n  a b s o l u t e  p r e s s u r e  o f  

f o u r t e e n  a n d  s i x t y - f i v e  h u n d r e d t h s  (14.65) p o u n d s  p e r  s q u a r e  

i n c h  a n d  a t  a b a s e  t e m p e r a t u r e  o f  s i x t y  (60) d e g r e e s  F a h r e n h e i t .

5 .4 .2  Th e  v o l u m e s  o f  g a s  d e l i v e r e d  h e r e u n d e r  s h a l l  b e  

m e a s u r e d  a n d  c o m p u t e d  b y  B u y e r  i n  a c c o r d a n c e  w i t h  t h e  m e t h o d s  

p r e s c r i b e d  i n  G a s  M e a s u r e m e n t  C o m m i t t e e  R e p o r t  N o .  3, N a t u r a l  

G a s  D e p a r t m e n t ,  A m e r i c a n  G a s  A s s o c i a t i o n ,  i n c l u d i n g  t h e  A p p e n d i x  

t h e r e t o ,  d a t e d  A p r i l ,  1955, e x c e p t  t h a t  t h e  a t m o s p h e r i c  p r e s s u r e  

s h a l l  b e  a s s u m e d  t o  b e  f o u r t e e n  a n d  s e v e n - t e n t h s  (14.7) p o u n d s  

p e r  s q u a r e  i n c h .  T h e  m e t h o d  u s e d  f o r  c o r r e c t i n g  s u c h  v o l u m e s  

f o r  d e v i a t i o n  f r o m  t h e  I d e a l  G a s  L aw s  s h a l l  b e  t h e  p r o c e d u r e  

r e c o m m en d e d  i n  t h e  m o s t  c u r r e n t  R e p o r t  o f  t h e  A m e r i c a n  G a s  A s s o ­

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

h e r e t o .

5 .4 .3  T h e  s p e c i f i c  g r a v i t y  o f  t h e  g a s  d e l i v e r e d  h e r e u n d e r  

s h a l l  b e  d e t e r m i n e d  b y  L e s s e e  u t i l i z i n g  t h e  m e t h o d  p r e s c r i b e d  

i n  A m e r i c a n  P e t r o l e u m  I n s t i t u t e  C o d e  N o .  50-A a t  t h e  b e g i n n i n g

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

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

v o l u m e  o f  g a s  d e l i v e r e d  h e r e u n d e r  u n t i l  t h e  e f f e c t i v e  d a t e  o f  

t h e  n e x t  s u c c e e d i n g  t e s t .

5 .4 .4  Th e  f l o w i n g  t e m p e r a t u r e  o f  t h e  g a s  d e l i v e r e d  h e r e ­

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

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

a r i t h m e t i c a l  a v e r a g e  o f  t h e  h o u r l y  t e m p e r a t u r e s  r e c o r d e d  e a c h  d a y  

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

s u c h  d a y .

6 !i

7

8

9

10 

11 

12

13

14

15
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32

5 .4 .5  I f  t h e  g a s  d e l i v e r e d  h e r e u n d e r  i s  s o l e l y  f r o m  t h e  

1 6 - in c h  p i p e l i n e  s e r v i n g  t h e  N o r t h  C oo k  I n l e t  F i e l d ,  t h e  t o t a l  

h e a t i n g  v a l u e  o f  t h e  g a s  s h a l l  b e  t h e  a v e r a g e  o f  t h a t  r e c o r d e d  on  

t h e  r e c o r d i n g  c a l o r i m e t e r  f o r  L e s s e e ' s  g a s  a t  t h e  i n l e t  t o  

K e n a i  LNG P l a n t  d u r i n g  t h e  b i l l i n g  p e r i o d  c o r r e c t e d  t o  t h i r t y  

(30) i n c h e s  o f  M e r c u r y  a n d  s i x t y  (60) d e g r e e s  F a h r e n h e i t  d r y .

5.5 M e a s u r e m e n t

5 .5 .1  S e l l e r  o r  L e s s e e  m ay  a t  t h e i r  o p t i o n  a n d  e x p e n s e ,  

i n s t a l l  c h e c k  m e t e r s  u p s t r e a m  o r  d o w n s t r e a m  o f  B u y e r ' s  m e t e r  

s t a t i o n  p r o v i d e d  t h a t  s u c h  c h e c k  m e t e r s  w i l l  b e  i n s t a l l e d  s o  

a s  n o t  t o  i n t e r f e r e  w i t h  t h e  o p e r a t i o n  o f  B u y e r ' s  f a c i l i t i e s .  

T h e  c a l i b r a t i n g  a n d  a d j u s t i n g  o f  m e t e r s  a n d  t h e  c h a n g i n g  o f  

c h a r t s  a n d  t h e  r e a d i n g  o f  c h a r t s  on  m e t e r s  s h a l l  b e  d o n e  b y  t h e  

p a r t y  who i n s t a l l e d  t h e  m e t e r s .

5 .5 .2  B u y e r ,  L e s s e e ,  a n d  S e l l e r  s h a l l  h a v e  a c c e s s  a t  a l l  

t i m e s  t o  B u y e r ' s  m e t e r i n g  e q u i p m e n t  i n c l u d i n g  a l l  o t h e r  i n s t r u ­

m e n t s  u s e d  b y  B u y e r  i n  d e t e r m i n i n g  t h e  m e a s u r e m e n t  a n d  q u a l i t y  

o f  t h e  g a s  d e l i v e r e d  h e r e u n d e r ,  b u t  t h e  r e a d i n g ,  c a l i b r a t i n g  

a n d  a d j u s t i n g  t h e r e o f ,  a n d  t h e  c h a n g i n g  o f  c h a r t s  s h a l l  b e  d o n e  

o n l y  b y  t h e  e m p l o y e e s ,  a g e n t s ,  o r  r e p r e s e n t a t i v e s  o f  B u y e r .  Upon

-7-
AGO 935936

-



«

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

23

20

30

31

32

r e q u e s t  o f  L e s s e e  o r  S e l l e r ,  B u y e r  s h a l l  s u b m i t  t o  L e s s e e  o r  

S e l l e r  r e c o r d s  a n d  c h a r t s  f r o i i T s u c h  e q u i p m e n t  s u b j e c t  t o  r e t u r n  

b y  L e s s e e  o r  S e l l e r  w i t h i n  t h i r t y  (30) d a y s  a f t e r  r e c e i p t  t h e r e o f  

B u y e r  h e r e b y  a g r e e s  t o  a s s u r e  S e l l e r  a n d  L e s s e e  i n g r e s s  a n d  e g r e s :  

a t  t h e  p o i n t  o f  m e a s u r e m e n t  a n d  b e t w e e n  t h e  p o i n t  o f  d e l i v e r y  a n d  

t h e  p o i n t  o f  m e a s u r e m e n t  w i t h o u t  c h a r g e  f o r  a l l  p u r p o s e s  n e c e s s a r y  

h e r e t o .

5 .5 .3  A t  l e a s t  o n c e  a  m o n t h  B u y e r  s h a l l  t e s t  i t s  a b o v e  /j 

m e n t i o n e d  m e t e r i n g  e q u i p m e n t  o r  c a u s e  t h e  s am e  t o  b e  t e s t e d  a n d  ^
*  . '\l\s h a l l  g i v e  L e s s e e  o r  r e p r e s e n t a t i v e  r e a s o n a b l e  p r i o r  n o t i c e  

o f  t h e  t i m e  a l l  s u c h  t e s t s  a r e  t o  b e  m ad e  s o  t h a t  L e s s e e  m a y ,  

i f  d e s i r e d ,  h a v e  i t s  r e p r e s e n t a t i v e  p r e s e n t  t o  o b s e r v e  s u c h  t e s t s  

a n d  a n y  a d j u s t m e n t s  m ad e  u p o n  s u c h  m e t e r i n g  e q u i p m e n t .  F o l l o w i n g  

a n y  t e s t ,  a n y  o f  B u y e r ' s  m e t e r i n g  e q u i p m e n t  f o u n d  t o  b e  i n a c ­

c u r a t e  t o  a n y  d e g r e e  s h a l l  b e  a d j u s t e d  i m m e d i a t e l y  t o  m e a s u r e  

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

t o  b e  i n a c c u r a t e  b y  t w o  p e r c e n t  (2%) o r  m o r e ,  r e g i s t r a t i o n  f r o m  

s a i d  m e t e r i n g  e q u i p m e n t  a n d  a n y  p a y m e n t s  b a s e d  u p o n  s u c h  r e g i s ­

t r a t i o n s  s h a l l  b e  c o r r e c t e d  a t  t h e  r a t e  o f  s u c h  i n a c c u r a c y  f o r  

a n y  p e r i o d  o f  i n a c c u r a c y  w h i c h  i s  d e f i n i t e l y  k n ow n  o r  a g r e e d  

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

u p o n ,  t h e n  f o r  a  p e r i o d  e x t e n d i n g  b a c k  o n e - h a l f  o f  t h e  t i m e  

e l a p s e d  s i n c e  t h e  l a s t  p r e v i o u s  t e s t ,  n o t  e x c e e d i n g  h o w e v e r ,  

f i f t e e n  (15) d a y s .

5 .5 .4  I f  f o r  a n y  r e a s o n  B u y e r ' s  m e t e r  i s  o u t  o f  s e r v i c e  o r  

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

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

- 8 -
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t h r o u g h  s u c h  m e t e r  c a n n o t  b e  a s c e r t a i n e d  o r  c o m p u t e d  f r o m  t h e  

r e a d i n g s  t h e r e o f ,  t h e  v o l u m e  o f  g a s  s o  d e l i v e r e d  d u r i n g  t h e  

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

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

b a s i s  o f  t h e  b e s t  a v a i l a b l e  d a t a ,  u s i n g  t h e  f i r s t  o f  t h e  f o l l o w ­

i n g  m e t h o d s  w h i c h  i s  f e a s i b l e :

(a) By c o r r e c t i n g  t h e  e r r o r  i f  t h e  p e r c e n t a g e  o f  

e r r o r  i s  a s c e r t a i n a b l e  b y  c a l i b r a t i o n ,  s p e c i a l  t e s t ,  

o r  m a t h e m a t i c a l  c a l c u l a t i o n ;

(b) By u s i n g  t h e  r e g i s t r a t i o n  o f  a n y  c h e c k  m e a s u r i n g  

e q u i p m e n t  o f  L e s s e e  i f  i n s t a l l e d  a n d  r e g i s t e r i n g  

a c c u r a t e l y ;

(c)  By e s t i m a t i n g  t h e  v o l u m t  b y  c o m p a r i n g  i t  w i t h  

d e l i v e r i e s  d u r i n g  p r e c e d i n g  p e r i o d s  u n d e r  s i m i l a r  

c o n d i t i o n s  when  t h e  m e t e r  w a s  r e g i s t e r i n g  a c c u r a t e l y .

ART ICLE  V I  

P r i c e  a n d  B i l l i n g

6.1 T h e  p r i c e  t o  b e  p a i d  b y  B u y e r  t o  S e l l e r  f o r  g a s  d e l i v e r ­

i e s  s h a l l  b e  a s  f o l l o w s :

(a) C om m en c in g  on  t h e  d a t e  o f  f i r s t  d e l i v e r i e s  h e r e ­

u n d e r  a s s u m i n g  t h a t  t h i s  d a t e  o c c u r s  p r i o r  t o  J u l y  1, 

1978 a n d  c o n t i n u i n g  u n t i l  t h e  f i r s t  d a y  o f  J u l y ,  1978, 

t h e  p r i c e  s h a l l  b e  64.65 c e n t s  p e r  MCF.

(b) C om m en c in g  on  t h e  f i r s t  d a y  o f  J u l y ,  1978 a n d  

c o n t i n u i n g  u n t i l  t h e  f i r s t  d a y  o f  J u l y ,  1979 t h e  

p r i c e  s h a l l  b e  t h e  h i g h e r  o f  ( i )  66.65 c e n t s  p e r
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1 MCF, ( i i )  t h e  p r i c e  S e l l e r  w o u l d  h a v e  r e c e i v e d  f r o m  

L e s s e e  h a d  i t  n o t  e l e c t e d  t o  r e c e i v e  i t s  r o y a l t y  g a s  

i n  k i n d ,  ( i i i )  t h e  h i g h a s t  p r i c e  p a i d  b y  a n y  p u r c h a s e r  

i n  t h e  u p p e r  Cook  I n l e t  a r e a  f o r  g a s  o f  s i m i l a r  q u a l i t y  

a n d  s i m i l a r  c o n d i t i o n s  o f  d e l i v e r y ;  w i t h  d u e  r e g a r d  

t o  a p p r o p r i a t e  f a c t o r s  i n c l u d i n g ,  b u t  n o t  l i m i t e d  t o ,  

d i f f e r e n c e  o f  BTU c o n t e n t ,  d e l i v e r y  p r e s s u r e ,  t e r m  o f  

t h e  c o n t r a c t  a n d  c o n n e c t i o n  c h a r g e s .

( c )  F o r  e a c h  s u c c e e d i n g  12 m o n t h  p e r i o d  c o m m e n c i n g  

J u l y  1, 1979 t h e  p r i c e  s h a l l  b e  i n c r e a s e d  t o  t h e  h i g h e r  

o f  ( i )  t h e  p r e v i o u s  y e a r ' s  p r i c e  p l u s  2 c e n t s  p e r  M c f ,

( i i )  t h e  p r i c e  S e l l e r  w o u l d  h a v e  r e c e i v e d  h a d  i t  n o t  

e l e c t e d  t o  t a k e  i t s  r o y a l t y  i n - k i n d ,  ( i i i )  t h e  h i g h e s t  

p r i c e  p a i d  b y  a n y  p u r c h a s e r  i n  t h e  u p p e r  C ook  I n l e t  

a r e a  f o r  g a s  o f  s i m i l a r  q u a l i t y  a n d  c o n d i t i o n s  o f  d e l i v e r y ;  

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

n o t  l i m i t e d  t o ,  d i f f e r e n c e  o f  BTU c o n t e n t ,  d e l i v e r y  

p r e s s u r e ,  t e r m  o f  c o n t r a c t  a n d  c o n n e c t i o n  c h a r g e s .

(d) I n  a d d i t i o n  t o  t h e  p r i c e  o t h e r w i s e  p a y a b l e  h e r e i n ­

a b o v e ,  f o r  g a s  d e l i v e r e d  t o  B u y e r  a t  t h e  d e l i v e r y  p o i n t  

B u y e r  s h a l l  p a y  t o  L e s s e e ,  f o r  t h e  a c c o u n t  o f  S e l l e r ,  

a  g a t h e r i n g  c h a r g e  o f  t e n  c e n t s  (1 0 .0C) p e r  M c f  f r o m  t h e  

d a t e  o f  f i r s t  d e l i v e r y  h e r e u n d e r .  T h e  a b o v e  s t a t e d  

c h a r g e  s h a l l  i n c r e a s e  s i x  p e r c e n t  (6%) c o m p o u n d e d  a n n u a l l  

o n  e a c h  a n n i v e r s a r y  o f  t h e  d a t e  o f  t h i s  c o n t r a c t .

(e) I t  i s  r e c o g n i z e d  b y  t h e  p a r t i e s  h e r e t o  t h a t  i t  w i l l  

b e  n e c e s s a r y  f o r  L e s s e e  t o  i n s t a l l  c o m p r e s s i o n  f a c i l i t i e s
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6

d u r i n g  t h e  t e r m  o f  t h i s  A g r e e m e n t .  A t  t h e  t i m e  t h e  

f i r s t  c o m p r e s s o r  u n i t ,  i s  i n s t a l l e d  a n d  f i r s t  u s e d ,  B u y e r  

s h a l l  p a y  t o  L e s s e e ,  f o r  t h e  a c c o u n t  o f  S e l l e r ,  i n  a d d i t i o n  

t o  t h e  p r i c e  a n d  g a t h e r i n g  c h a r g e  o t h e r w i s e  p a y a b l e  

h e r e i n a b o v e ,  a  c o m p r e s s i o n  c h a r g e  o f  t e n  c e n t s  (1 0 .OC) 

p e r  M c f  f o r  a l l  g a s  d e l i v e r e d  t o  B u y e r  a t  t h e  d e l i v e r y  

p o i n t .  S u c h  c h a r g e  s h a l l  i n c r e a s e  b y  s i x  p e r c e n t  (6%) 

p e r  y e a r  c o m p o u n d e d  a n n u a l l y ,  c o m m e n c i n g  on  t h e  

f i r s t  a n n i v e r s a r y  o f  t h e  d a t e  s u c h  c o m p r e s s i o n  f a c i l i t i e s  

a r e  i n s t a l l e d  a n d  r e a d y  f o r  o p e r a t i o n .  N o t h i n g  

h e r e i n  s h a l l  b e  c o n s t r u e d  b y  e i t h e r  p a r t y  a s  a n  

o b l i g a t i o n  on  L e s s e e  t o  i n s t a l l  a n y  c o m p r e s s i o n  

f a c i l i t i e s  w h a t e v e r  o r  t o  o p e r a t e  a n y  c o m p r e s s i o n  

f a c i l i t i e s  a l r e a d y  i n s t a l l e d .

( f )  I n  a d d i t i o n  t o  t h e  p r i c e  p r o v i s i o n s  s t a t e d  h e r e i n ,  

B u y e r  h e r e b y  a g r e e s  t o  p a y  S e l l e r  a s  p a r t  o f  t h e  t o t a l  

p u r c h a s e  p r i c e  o f  t h e  r o y a l t y  g a s  a n y  c o s t s  n o t  o t h e r ­

w i s e  s t a t e d  h e r e i n  i n c u r r e d  b y  S e l l e r  i n  t r a n s p o r t i n g  

t h a t  g a s  t o  t h e  p o i n t  o f  d e l i v e r y  s p e c i f i e d  i n  s e c t i o n ^ ,  

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

a m o u n t  w h i c h  S e l l e r  i s  o b l i g a t e d  t o  r e i m b u r s e  L e s s e e  

f o r  a  p r o p o r t i o n  o f  new  o r  i n c r e a s e d  f e e s ,  i m p o s t s ,  

d u t i e s ,  c h a r g e s ^ o r  t a x e s .

t \ M

1

o.

&

4 - ^ '  ~?7

6.2 T h i r t y  d a y s  p r i o r  t o  t h e  d a t e  o f  e a c h  a n n u a l  p r i c e  c h a n g e ,  

S e l l e r ,  a t  i t s  o p t i o n ,  may  d e t e r m i n e  t h e  p r i c e  w h i c h  i t  w o u l d  h a v  

r e c e i v e d  f r o m  i t s  L e s s e e  h a d  i t  n o t  e l e c t e d  t o  t a k e  i t s  r o y a l t y
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g a s  i n - k i n d  a n d  t h e  h i g h e s t  p r i c e  b e i n g  p a i d  f o r  g a s  o f  s i m i l a r  

q u a l i t y  a n d  s i m i l a r  c o n d i t i o n s  o f  d e l i v e r y ;  w i t h  d u e  l e g a r d  

t o  a p p r o p r i a t e  f a c t o r s  i n c l u d i n g ,  b u t  n o t  l i m i t e d  t o ,  d i f f e r e n c e  

o f  BTU c o n t e n t ,  d e l i v e r y  p r e s s u r e ,  t e r m  o f  t h e  c o n t r a c t  a n d

6.3 On o r  b e f o r e  t h e  15 th  d a y  o f  e a c h  m o n t h  a f t e r  t h e  

d e l i v e r y  o f  g a s  h e r e u n d e r  h a s  commence d  3 u y e r  s h a l l  f u r n i s h  

S e l l e r  a n d  L e s s e e  w i t h  a  f u l l  a n d  c o m p l e t e  s t a t e m e n t  r e f l e c t i n g  

t h e  q u a n t i t y  o f  g a s  d e l i v e r e d  a t  t h e  d e l i v e r y  p o i n t  d u r i n g  

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

P a y m e n t  u n d e r  s e c t i o n s  6 . 1 ( d ) ,  6 .1 ( e )  a n d  6 . 1 ( f )  o f  t h i s  C o n t r a c t  

s h a l l  b e  m ad e  t o  L e s s e e  on  a c c o u n t  o f  S e l l e r  a t  L e s s e e ' s  o f f i c e  

i n  B a r t l e s v i l l e ,  O k l a h o m a  w i t h i n  t e n  (10) d a y s  a f t e r  d e l i v e r y  

o f  e a c h  s u c h  s t a t e m e n t .  P a y m e n t  u n d e r  s e c t i o n s  6 . 1 ( a ) ,  6 .1 ( b )  

an d  6 .1 ( c )  o f  t h i s  C o n t r a c t  s h a l l  b e  m ad e  t o  S e l l e r  on  t h e  

d a y  o f  d e l i v e r y  o f  e a c h  s u c h  s t a t e m e n t  b y  d i r e c t  w i r e  t r a n s f e r  

o f  f e d e r a l  r e s e r v e  f u n d s  t h r o u g h  t h e  F e d e r a l  R e s e r v e  B an k  

w i r e  t r a n s f e r  s y s t e m  t o  t h e  f o l l o w i n g  a d d r e s s :

BANK OF AMERICA,  NA + SA 

S an  F r a n c i s c o ,  C a l i f o r n i a  

S e c u r i t i e s  D e p a r t m e n t  3255

C r e d i t  t o :  S t a t e  o f  A l a s k a  I n v e s t m e n t  A c c o u n t

o r  t o  s u c h  o t h e r  a d d r e s s  a s  t h e  C o m m i s s i o n e r  o f  R e v e n u e  may  d e s i g n a t e

6.4 E a c h  p a r t y  h e r e t o  s h a l l  h a v e ,  a t  i t s  e x p e n s e ,  t h e  r i g h t  

t o  e x a m i n e  t h e  b o o k s  a n d  r e c o r d s  o f  t h e  o t h e r  p a r t y  t o  t h e  e x t e n t
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n e c e s s a r y  t o  v e r i f y  t h e  a c c u r a c y  o f  a n y  s t a t e m e n t ,  c h a r g e ,  com ­

p u t a t i o n ,  o r  d em a n d  m ad e  u n d e r  o r  p u r s u a n t  t o  t h i s  c o n t r a c t .  Any  

s t a t e m e n t  s h a l l  b e  f i n a l  a s  t o  b o t h  p a r t i e s  u n l e s s  q u e s t i o n e d  i n  

w r i t i n g  w i t h i n  t w o  (2) y e a r s  a f t e r  p a y m e n t  t h e r e o f  h a s  b e e n  m ade

6.5 T h e  t e r m s  " u p p e r  Cook  I n l e t  a r e a "  a s  u s e d  h e r e i n

s h a l l  m ean  t h e  a r e a  e n c o m p a s s e d  i n  a  r a d i u s  o f  100 k i l o m e t e r s  

f r o m  t h e  L e s s e e ' s  N o r t h  C oo k  I n l e t  p l a t f o r m .
*

ART ICLE  V I I  

T e r m i n a t i o n

7 .1 T h i s  c o n t r a c t  s h a l l  b e c o m e  e f f e c t i v e  u p o n  t h e  e x e c u t i o r  

h e r e o f  a n d  t h e  a p p r o v a l  o f  t h e  A l a s k a  R o y a l t y  O i l  a n d  G a s  D e v e l ­

o p m e n t  A d v i s o r y  B o a r d  a n d  t h e  S t a t e  L e g i s l a t u r e  a n d  s h a l l  c o n t i n u e  

a n d  r e m a i n  i n  e f i e c t  u n t i l  J u n e  1, 1984 u n l e s s  t e r m i n a t e d  o r  

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

p u r s u a n t  t o  t h i s  A r t i c l e  o r  A r t i c l e  V I I I .

7.2 S e l l e r ' s  o b l i g a t i o n s  h e r e u n d e r  a r e  c o n t i n g e n t  u p o n  

S e l l e r  a r r a n g i n g  w i t h  L e s s e e  f o r  s a t i s f a c t o r y  t r a n s p o r t a t i o n  o f

r o y a l t y  g a s  s o l d  h e r e u n d e r  t o  t h e  p o i n t  o f  d e l i v e r y  s p e c i f i e d  i n
£  . . 

s e c t i o n  . '£.1 o f  t h i s  a g r e e m e n t .  I f ,  a f t e r  e x e r c i s i n g  S e l l e r ' s

b e s t  e f f o r t s ,  S e l l e r  i s  u n a b l e  t o  a r r a n g e  s u c h  t r a n s p o r t a t i o n  on

t e r m s  s a t i s f a c t o r y  t o  S e l l e r ,  S e l l e r  s h a l l  g i v e  n o t i c e  t o  B u y e r

a n d  t h i s  a g r e e m e n t  s h a l l  t e r m i n a t e  30 d a y s  a f t e r  s a i d  n o t i c e .

7.3 T h e  p a r t i e s  h e r e b y  a g r e e  t h a t  i n  t h e  e v e n t  t h a t  a n y  

g o v e n m e n t a l  a g e n c y  d e c l a r e s  t h a t  L e s s e e ' s  a c t i v i t i e s  h e r e u n d e r  

s u b j e c t  L e s s e e  t o  r e g u l a t i o n  a s  a  u t i l i t y ,  t h e n  e i t h e r  p a r t y  s h a l t L  

h a v e  t h e  o p t i o n  t o  g i v e  n o t i c e  t o  t h e  o t h e r  a n d  t h i s  a g r e e m e n t . s h ^ l l

t e r m i n a t e  30 d a y s  a f t e r  s a i d  n o t i c e .
- 1 3 -  AG0 935942
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7.4 I n  t h e  e v e n t  o f  d e f a u l t  b y  B u y e r  i n  m a k i n g  t h e  p a ym e n t^  

r e q u i r e d  b y  t h i s  C o n t r a c t ,  S e l l e r  s h a l l  g i v e  n o t i c e  t o  B u y e r  

a n d  i f  t h e  d e f a u l t  c o n t i n u e s  f o r  a  p e r i o d  o f  30 d a y s  a f t e r  s u c h  

n o t i c e ,  S e l l e r  s h a l l  h a v e  t h e  o p t i o n  o f  t e r m i n a t i n g  t h i s  C o n t r a c t

7 .5 I n  t h e  e v e n t  t h a t  L e s s e e  i n s t a l l s  o r  c a u s e s  t o  b e  

i n s t a l l e d  c o m p r e s s i o n  f a c i l i t i e s  i n  a d d i t i o n  t o  t h e  f i r s t  

c o m p r e s s o r  u n i t  m e n t i o n e d  i n  s e c t i o n  6 .1 ( e )  o f  t h i s  c o n t r a c t ,  

S e l l e r  s h a l l  g i v e  B u y e r  w r i t t e n  n o t x c e  a t  l e a s t  s i x  (6) m o n t h s  

p r i o r  t o  t h e  t i m e  L e s s e e  a n t i c i p a t e s  p l a c i n g  s u c h  a d d i t i o n a l  

f a c i l i t i e s  i n  o p e r a t i o n  t o  m a i n t a i n  c a p a c i t y  i n  i t s  g a t h e r i n g  

s y s t e m .  S u c h  n o t i c e  s h a l l  a l s o  t e r m i n a t e  t h i s  a g r e e m e n t  a t  t h e  

e n d  o f  t h e  s i x  (6) m o n t h  p e r i o d  u n l e s s  w i t h i n  n i n e t y  (90) d a y s  

o f  t h e  d a t e  o f  s u c h  n o t i c e  a  n ew  c o m p r e s s i o n  c h a r g e  i s  a g r e e d  

u p o n  b y  t h e  tw o  p a r t i e s  t o  b e  a p p l i c a b l e  when  t h e  a d d i t i o n a l  

f a c i l i t i e s  g o  i n t o  o p e r a t i o n .  I f  a  n ew  c o m p r e s s i o n  c h a r g e

i s  a g r e e d  u p o n ,  t h i s  a g r e e m e n t  s h a l l  n o t  t e r m i n a t e  b u t  s h a l l  

c o n t i n u e  i n  f u l l  f o r c e  a n d  e f f e c t  a s  am en d e d  t o  i n c l u d e  t h e  

new  c o m p r e s s i o n  c h a r g e .

7.6 I f  t h e  a g r e e m e n t  b e t w e e n  S e l l e r  a n d  L e s s e e  a t t a c h e d  

h e r e t o  a s  E x h i b i t  "B "  i s  t e r m i n a t e d  f o r  a n y  r e a s o n ,  t h i s  

a g r e e m e n t  may  b e  t e r m i n a t e d  b y  e i t h e r  p a r t y  u p o n  t h i r t y  (30) 

d a y s  n o t i c e .

7.7 I f  d e l i v e r i e s  t o  B u y e r  h e r e u n d e r  h a v e  n o t  c ommenc e d

on  o r  b e f o r e  J u n e  30, 1978, t h e n  t h i s  C o n t r a c t  s h a l l  i m m e d i a t e l y  

t e r m i n a t e .

- 1 4 -
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ART ICLE  V I I I

R e p r e s e n t a t i o n ,  C o n d i t i o n  P r e c e d e n t  a n d  F o r c e  M a j e u r e

8.1 I t  i s  e x p r e s s l y  r e c o g n i z e d  a n d  a g r e e d  t h a t  t h e  g a s  g a t h  

i n g  s y s t e m  u t i l i z e d  f o r  d e l i v e r i e s  h e r e u n d e r  i s  o p e r a t e d  a n d  m a i n  

t a i n e d  b y  L e s s e e  f o r  i t s  own p u r p o s e  a n d  t h a t  L e s s e e  w i l l  n o t  d e ­

d i c a t e  a n y  f a c i l i t i e s  o r  o t h e r w i s e  u n d e r t a k e  t o  r e n d e r  a n y  s e r v i o  

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

t o  e f f e c t u a t e  t h e  d e l i v e r y  o f  r o y a l t y  g a s  w h i c h  B u y e r  i s  p u r c h a s : .  

f r o m  t h e  S t a t e  o f  A l a s k a ,  a n d  t h e  p a r t i e s  h e r e t o  m ake  t h e  m a t e r i c ,  

r e p r e s e n t a t i o n  t h a t  n e i t h e r  t h i s  A g r e e m e n t  n o r  B u y e r ' s  u s e  o r  d i s :  

p o s i t i o n  o f  t h e  g a s  d e l i v e r e d  h e r e u n d e r  w i l l  s u b j e c t  L e s s e e  t o  r t :  

u l a t i o n  b y  t h e  F e d e r a l  P o w e r  C o m m i s s i o n  o r  t h e  A l a s k a  P u b l i c  U t i ]  

i t i e s  C o m m i s s i o n  o r  t h e  A l a s k a  P i p e l i n e  C o m m i s s i o n .

8.2 F o r c e  M a j e u r e

8 .2 .1  Wo l i a b i l i t y  s h a l l  r e s u l t  t o  e i t h e r  p a r t y  f r o m  

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

( e x c e p t  B u y e r ' s  o b l i g a t i o n  t o  m ak e  p a y m e n t  h e r e u n d e r )  c a u s e d  b y  

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

i n c l u d i n g ,  b u t  n o t  l i m i t e d  t o ,  a c t s  o f  G od ,  f i r e ,  f l o o d ,  s t o r m ,  v 

( d e c l a r e d  o r  u n d e c l a r e d ) , r e p a i r  o f  f a c i l i t i e s ,  b r e a k a g e  o r  

a c c i d e n t  t o  m a c h i n e r y  o r  l i n e s  o f  p i p e ,  r e p a i r ,  r e d r i l l i n g  

o r  r e w o r k i n g  o f  w e l l s ,  g o v e r n m e n t a l  r e g u l a t i o n ,  r e q u i s i t i o n  

o r  d i r e c t i o n ,  l a b o r  s t r i k e s  o r  l o c k o u t s  o r  b r e a c h  o f  c o n t r a c t  

b y  L e s s e e .

8 .2 .2  T h e  p a r t y  c l a i m i n g  r e l i e f  u n d e r  t h i s  A r t i c l e  V I I I  

s h a l l  a d v i s e  t h e  o t h e r  p a r t y  w i t h  r e a s o n a b l e  p r o m p t n e s s  i n  w r i t i r i

- 1 5 -
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'
g i v i n g  f u l l  p a r t i c u l a r s  o f  t h e  c a u s e  o r  c a u s e s  r e l i e d  u p o n  

a n d  s h a l l  a l s o  g i v e  p r o m p t  n o t i c e  i n  w r i t i n g  o f  t h e  c e s s a t i o n  

o f  a n y  s u c h  c a u s e  o r  c a u s e s .  T h e  p a r t y  c l a i m i n g  f o r c e  m a j e u r e  

s h a l l  e x e r c i s e  d u e  d i l i g e n c e  i n  u n d e r t a k i n g  t o  r e m e d y  a n d  

o v e r c o m e  t h e  c a u s e  o f  d e l a y  h e r e u n d e r ,  b u t  n e i t h e r  p a r t y  s h a l l  

b e  r e q u i r e d  t o  a g r e e  t o  a n y  d em an d  o f  l a b o r  t o  s e t t l e  a n y  

s t r i k e  o r  l a b o r  d i s p u t e  e x c e p t  i n  t h e  s o l e  d i s c r e t i o n  o f  t h e  

p a r t y  s u b j e c t  t o  s u c h  s t r i }  o r  l a b o r  d i s p u t e .

ART ICLE  I X  

M i s c e l l a n e o u s

9.1 Th e  t e r m s  a n d  p r o v i s i o n s  o f  t h i s  A g r e e m e n t  s h a l l  

e x t e n d  t o  a n d  b e  b i n d i n g  u p o n  t h e  p a r t i e s  h e r e t o ,  t h e i r  a s s i g n s  

a n d  s u c c e s s o r s  i n  i n t e r e s t .  I t  i s  u n d e r s t o o d ,  h o w e v e r ,  t h a t  

B u y e r  may n o t  a s s i g n  i t s  r i g h t s  a n d  i n t e r e s t  i n  t h i s  A g r e e m e n t  

w i t h o u t  t h e  w r i t t e n  c o n s e n t  o f  S e l l e r ,  e x c e p t  a s  may b e  n e c e s s a r y  

t o  B u y e r  t o  c o n f o r m  w i t h  i t s  v a r i o u s  f i n a n c i n g  d o c u m e n t s  o r

a s  may  b e  d e s i r a b l e  t o  B u y e r  a s  t o  i t s  c o m m on l y  owned  a f f i l i a t e  

o r  s u b s i d i a r y .  No a s s i g n m e n t  s h a l l  r e l i e v e  a n y  a s s i g n o r  o f  

t h i s  A g r e e m e n t  o f  i t J«  o b l i g a t i o n s  h e r e u n d e r  w i t h o u t  t h e  w r i t t e n  

c o n s e n t  o f  S e l l e r .

9.2 I n  t h e  e v e n t  B u y e r  d o e s  n o t  r e c e i v e  o r  p u r c h a s e  

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

S e l l e r  may r e c e i v e  a n d  d i s p o s e  o f  t h a t  p o r t i o n  n o t  t a k e n  b y  

B u y e r  p r o v i d e d  S e l l e r  d o e s  n o t  b u r d e n  B u y e r  , / i t h  a n y  c o s t  

t h e r e f o r  i n c l u d i n g  L e s s e e ' s  c h a r g e s  f o r  g a t h e r i n g  a n d  c o m p r e s s i o n  

on  t h e  g a s  n o t  t a k e n  b y  B u y e r .

- 1 6 -
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N o t i c e S "

10.1 E x c e p t  a s  h e r e i n  o t h e r w i s e  p r o v i d e d ,  a n y  n o t i c e ,
II

r e q u e s t ,  d e m a n d ,  s t a t e m e n t  o r  b i l l  p r o v i d e d  f o r  i n  t h i s  C o n t r a c t ,  

o r  a n y  n o t i c e  w h i c h  e i t h e r  p a r t y  may  d e s i r e  t o  g i v e  t o  t h e

o t h e r ,  s h a l l  b e  i n  w r i t i n g  a n d  s h a l l  b e  c o n s i d e r e d  a s  d u l y

j j d e l i v e r e d  w h e n  m a i l e d  b y  r e g i s t e r e d  m a i l  t o  e i t h e r  o f  t h e  

p a r t i e s  h e r e t o  a s  t h e  c a s e  m ay  b e  a t  t h e  f o l l o w i n g  a d d r e s s :

C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  
S t a t e  o f  A l a s k a  
P o u c h  M
J u n e a u ,  A l a s k a  99811

A l a s k a  P i p e l i n e  Company  
P .  0 .  B ox  6288 
A n c h o r a g e ,  A l a s k a  99502

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

t i m e  t o  t i m e  b y  f o r m a l  w r i t t e n  n o t i c e .  R o u t i n e  c o m m u n i c a t i o n s ,  

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

i 'as d u l y  d e l i v e r e d  w h en  m a i l e d  b y  e i t h e r  r e g i s t e r e d  o r  o r d i n a r y

i 'm a i l  e x c e p t  p a y m e n t s  f o r  r o y a l t y  g a s  f r o m  B u y e r  t o  S e l l e r
!j , w h i c h  m u s t  b e  m ad e  b y  w i r e  t r a n s f e r  u n d e r  s e c t i o n  6.3 o f  t h i s  

C o n t r a c t .

27

28

29

30

31

I N  WITNESS WHEREOF, t h e  p a r t i e s  h e r e t o  h a v e  c a u s e d  t h i s  

C o n t r a c t  t o  b e  e x e c u t e d  i n  t w o  (2) o r i g i n a l  c o u n t e r p a r t s  on  

t h i s  d a y  a n d  y e a r  f i r s t  a b o v e  w r i t t e n .

32j

BUYER

A TTEST : A TTEST :
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A t t a c h e d  t o  a n d  M a d e  a  P a r t  o f  a  G a s  P u r c h a s e  a n d  S a l e s

A g r e e m e n t  d a t e d  1 (__________________________ / 1977, B e t w e e n
ft '
n t e u i t J E '  C o f r l P A - M ______________________________________________ " B u y e r "  n

5>TA~rE* frE / j t -A sK A ________________________________________________ " S e l l e r '

W i t h  R e s p e c t  t o  C e r t a i n  R o y a l t y  G a s  Owned  a n d  T a k e n  i n  K i n d  b y  

  _________________________________________________________

U n d e r  t h e  L e a s e s  D e s c r i b e d  H e r e i n  C o v e r i n g  L a n d s  i n  t h e  S t a t e  o f  

A l a s k a .

E a c h  o f  t h e  F o l l o w i n g  d e s c r i b e d  L e a s e s  r e s e r v e s  t o  t h e  S t a t e  o f  

A l a s k a  a  o n e - e i g h t h  r o y a l t y  i n t e r e s t .

L e a s e  S e r i a l  N o . L e g a l  D e s c r i p t i o n G r o s s  A c r e s

ADL-17589
2/1/62

1ADL-17590
3/1/62

ADL-1874 0 
9/1/62

ADL-18741
9/1/62

T .1 2 N * t R .9 W . ,  S .M . 4 ,375 . 50
S e c . 31: A l l ;
S e c . 32: A l l .
T .1 1 N • / R .9 W . ,  S .M .
S e c . 5: A l l ;
S e c . 6 : A l l ;
S e c . 7: A l l ;
S e c . 18: N 1/2.
T .  U N • / R .1 0 W . ,  S . M .
S e c . 12: A l l ;
S e c . 13: N 1/2.

T .1 2 N • f R .9 W . ,  S . M . 640 • o o
S e c . 21: W 1/2;
S e c . 28: W 1/2.

T .  12N • f R .1 0 W . , S .M . 800 oo
.

S e c . 35: SE  1/4.
T .1 1 N • t R .1 0 W . ,  S . M .
S e c . 2 : E 1/2;
S e c . 1 1 : E 1/2.

T U N . , R . 9W. ,  S .M . 640 oo
•

S e c . 9: N 1/2,  SW 1/4.
T .1 2 N • t R .9 W . ,  S .M .
S e c .  33: 
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A D L-37831 
9/1/62

T . 1 2 N . , R .9 W .,  S .M .
S e c .  29: A l l ;
S e c T  30: A l l ;
S e c .  19: SE  1/4;
S e c .  20: NE 1/4 ,  S 1/2 .
T . 1 2 N . ,  R .1 0 W . ,  S .M .
S e c .  36: A l l ;
S e c .  25: SE  1/4.
T . 1 1 N . , R .1 0 W . ,  S .M .
S e c .  1: A l l .

3 ,326 .00

- 2 -  E x h i b i t  " A "
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AGREEMENT

i i *T h is  C o n t r a c t ,  made and e n te r e d  i n t o  t h i s

day of QjuJI , 1977, by and between the State of Alaska,
<

herein referred to as "State", and Phillips Petroleum Com­

pany, herein referred to as "Lessee",

W I T N E S S E T H

WHEREAS, Lessee is the holder of certain mineral

leases from the State in the North Cook Inlet area of Alaska,

said leases identified in Exhibit "A" to this Agreement; and

WHER E A S , the State has the right under the terms

of said leases to receive in value or in kind a 1/8 (one- 

eighth) royalty share of natural gas produced from said 

leases; and

WHEREAS, the State desires to receive its in kind

royalty share of natural gas at a point other than at Lessee's

production platform; and

WHEREAS, Lessee operates a gas pipeline to gather 

natural gas from the said leases to the LNG facility at 

Kenai, Alaska (hereinafter referred to as Kenai LNG Plant), 

which Lessee operates; and

WHEREAS, Lessee is willing to deliver to the State 

its in kind royalty share of the natural gas from said 

leases at a point near the Kenai LNG Plant; and

WHEREAS, the State desires to receive its royalty

share of the natural gas from said leases at such a point

AGO 935949
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a n d  h a s  a g r e e d  w i t h  A l a s k a  P i p e l i n e  Company  t o  s e l l  s u c h  g a s  

t o  A l a s k a  P i p e l i n e  Company ( h e r e i n  r e f e r r e d  t o  a s  "APC" )  f o r  

r e s a l e  a n d  u s e  w i t h i n  t h e  S t a t e  o f  A l a s k a  a c c o r d i n g  t o  t h e  

t e r m s  o f  t h a t  c e r t a i n  Gas  P u r c h a s e  C o n t r a c t  a t t a c h e d  h e r e t o  

a s  E x h i b i t  " B " .

NOW, THEREFORE, p r e m i s e s  c o n s i d e r e d ,  t h e  S t a t e  a n d
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; L e s s e e  h e r e b y  m u t u a l l y  a g r e e  a s  f o l l o w s :

ART ICLE  I  

D E F IN IT IO N S

Th e  f o l l o w i n g  t e r m s  w h e n  u s e d  i n  t h i s  A g r e e m e n t  

s h a l l  h a v e  t h e  f o l l o w i n g  m e a n i n g s :

1 .1 The  t e r m  " d a y "  s h a l l  m ean  a  p e r i o d  o f  t w e n t y -  

f o u r  (24) c o n s e c u t i v e  h o u r s  b e g i n n i n g  a n d  e n d i n g  a t  7:00 

o ' c l o c k  A .M .  The  r e f e r e n c e  d a t e  f o r  a n y  d a y  s h a l l  b e  t h e  

d a t e  o f  t h e  b e g i n n i n g  o f  s u c h  d a y .

1 .2 The  t e r m  " m o n t h "  s h a l l  m ean  a p e r i o d  b e g i n ­

n i n g  a t  7:00 o ' c l o c k  A .M .  o n  t h e  f i r s t  d a y  o f  a  c a l e n d a r  

m o n t h  a n d  e n d i n g  a t  7:00 o ' c l o c k  A .M .  on  t h e  f i r s t  d a y  o f  

t h e  n e x t  s u c c e e d i n g  c a l e n d a r  m o n t h .

1 .3 The  t e r m  " M c f "  s h a l l  m ean  o n e  t h o u s a n d  (1,000) 

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

ART ICLE  I I  

The  S t a t e ' s  R o y a l t y  G a s

2 .1 W i t h i n  30 d a y s  a f t e r  t h e  e x e c u t i o n  a n d  a p p r o v a l  

o f  t h i s  A g r e e m e n t  a s  r e q u i r e d  b y  t h e  l a w s  o f  t h e  S t a t e  o f  

A l a s k a ,  t h e  S t a t e  s h a l l  n o t i f y  t h e  L e s s e e  u n d e r  t h e  l e a s e s
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set forth at Exhibit A, the State's election to take its 

royalty gas in kind. Said notice will provide that the 

Lessee shall commence the delivery of said royalty gas to 

the State (or to the State's designee) upon a receipt of 

notice from the State that all facilities necessary to 

receive and market said gas are ready; provided, however, in 

no event shall Lessee be required to commence the delivery 

of royalty gas to the State (or its designee) prior to six

(6) months following Lessee's receipt of notice of the 

State's election to take its royalty gas in kind.

2.2 In order that the State give Lessee as much

advance notice as possible of the date it will start receiv­

ing its royalty gas in kind, the State shall notify Lessee 

that all facilities necessary to receive and market said gas 

are ready, at least sixty (60) days prior to the date on which 

Lessee shall be required to commence delivery pursuant to 

this Agreement.

ART ICLE  I I I  

F A C I L I T I E S

3.1 Lessee is presently operating and maintaining 

a natural gas gathering system between the North uook Inlet

Field and the Kenai LNG Plant.

3.2 The State or its designee shall install, 

maintain and operate all pipeline, pressure regulators, and 

related facilities necessary to receive gas hereunder at the 

point of delivery hereinafter specified. Said point of 

delivery shall be at or near the existing pipeline tap being 

presently used to deliver gas from Lessee's pipeline to the

- 3 -
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Tesoro refinery located in the general vicinity of the Kenai 

LNG Plant on the North Kenai Road.

3.3 The State or its designee shall install, 

operate and maintain all necessary equipment at the point of 

delivery and at the State's or its designee's measuring
;t ■ /•' . . . .

station(s) (hereinafter called the "point of measurement") 

to properly control, odorize, and measure the volumes of 

! gas delivered hereunder.

3.4 Lessee hereby grants the State or its designee 

1 ingress and egress at the point of delivery without charge

for all purposes necessary hereto, and the State and its 

designee hereby agree to assure Lessee ingress and egress at 

the point of measurement and between the point of delivery 

and the point of measurement without charge for all purposes 

necessary hereto.

ART ICLE  IV  

QUANTIFY OF GAS

4.1 Subject to the availability of capacity in 

its facilities to handle volumes in excess of its own 

needs and to the extent of such availability, and upon 

proper written notice from the State under Article II 

hereof, Lessee shall gather the royalty gas in the North 

Cook Inlet Field and deliver same to the State at the point 

of delivery specified herein. The State it entitled to 

receive at the wellhead 1/8 (one-eighth) of the natural gas 

produced from the leases listed in Exhibit "A", and to the 

extent that Lessee gathers and delivers more or less than 

the amount of royalty gas to which the State is entitled,

-  4 -
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that difference shall be carried in the over and short 

account described below or Lessee shall purchase same on the 

basis provided in Section 4.3 below.

It is recognized that it is impossible to deliver 

to the State or for the State or its designee to receive the 

exact amount of royalty gas produced from the leases listed 

in Exhibit "A". Lessee agrees that it will carry an over 

and short account with respect to the receipts of royalty 

gas and the delivery of same to the State, provided, however, 

that Lessee shall never be required to carry more than a 

total of 60,000 Mcf over or under delivery. In the event 

the takes by the State on a cumulative basis shall ever be 

more than 60,000 Mcf less than the amount of royalty gas 

available at the point of delivery, the State shall not be 

allowed to make up for any such underdelivery, and Lessee 

shall purchase the excess undelivered quantities of royalty 

gas over 60,000 Mcf from the State at the wellhead on the 

basis provided in section 4.3 below.

4.2 Subject to (i) the availability of royalty 

gas at the platform and (ii) to the State's or its designee's 

requirements, and (iii) the State's or its designee's ability 

to take such requirement, Lessee shall use its best reasonable 

efforts to deliver to the State or its designee at the 

delivery point specified herein on an annual basis not less 

than three (3) billion cubic feet of royalty gas; provided, 

however, that in using such best reasonable efforts, Lessee 

shall not be required to install or operate any pipeline, 

compression or other facilities which, when operating as a 

reasonably prudent operator, it would not otherwise install

- 5 -
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4 .3  The  p a r t i e s  r e c o g n i z e  t h a t  t h e  S t a t e  c o n t e m ­

p l a t e s  s e l l i n g  s u c h  r o y a l t y  g a s  t o  A l a s k a  P i p e l i n e  Company 

a n d  t h a t  s u c h  p u r c h a s e r  m ay  b e  u n a b l e  f r o m  t i m e  t o  t i m e  t o  

t a k e  a n d  d e l i v e r  t o  i t s  c u s t o m e r s  t h e  f u l l  v o l u m e s  o f  g a s  

a t t r i b u t a b l e  t o  t h e  S t a t e ' s  r o y a l t y  i n t e r e s t  a l t h o u g h  i t  i s  

c o m m i t t e d  t o  p u r c h a s e  t h a t  v o l u m e  f r o m  t h e  S t a t e .  I n  s u c h  

e v e n t ,  L e s s e e  a g r e e s  t o  p u r c h a s e  f r o m  t h e  S t a t e  f r o m  t i m e  t o  

t i m e  t h o s e  v o l u m e s  w h i c h  APC i s  u n a b l e  t o  t a k e .  F o r  s u c h  

v o l u m e s  w h i c h  i t  p u r c h a s e s  f r o m  t h e  S t a t e ,  L e s s e e  w i l l  p a y  

t h e  S t a t e  a  p r i c e  e q u a l  t o  t h a t  am o u n t  w h i c h  L e s s e e  w o u l d  

h a v e  o t h e r w i s e  p a i d  t o  t h e  S t a t e  a s  r o y a l t y  i f  t h e  S t a t e  h a d  

n o t  e l e c t e d  t o  r e c e i v e  i t s  r o y a l t y  g a s  i n  k i n d ,  a n d  L e s s e e  

w i l l  n o t  c h a r g e  t h e  S t a t e  f o r  g a t h e r i n g  o r  c o m p r e s s i n g  s u c h  

v o l u m e s  o f  g a s  o r  f o r  o t h e r  c h a r g e s  u n d e r  t h i s  A g r e e m e n t .

ART ICLE V 

POINT OF DEL IVERY AND OWNERSHIP

5 .1  The  p o i n t  o f  d e l i v e r y  t o  t h e  S t a t e  l o r  a l l  g a s  

g a t h e r e d  a n d  d e l i v e r e d  h e r e u n d e r  b y  L e s s e e  s h a l l  b e  a t  t h e  

j u n c t u r e  o f  A P C ' s  f a c i l i t i e s  a n d  L e s s e e ' s  f a c i l i t i e s  l o c a t e d  

n e a r  t h e  p i p e l i n e  t a p  s e r v i n g  t h e  T e s o r o  r e f i n e r y  a s  m e n t i o n ­

e d  i n  S e c t i o n  3 .2 o f  t h i s  A g r e e m e n t .

5 .2 L e s s e e  s h a l l  b e  d e em e d  t o  b e  i n  c o n t r o l  a n d  
p o s s e s s i o n  o f  t h e  g a s  d e l i v e r a b l e  h e r e u n d e r  a n d  r e s p o n s i b l e

f o r  a n y  d am ag e  o r  i n j u r y  c a u s e d  t h e r e b y  u n t i l  s a i d  g a s  s h a l l

h a v e  b e e n  d e l i v e r e d  t o  t h e  S t a t e  o r  i t s  d e s i g n e e  a t  t h e

p o i n t  o f  d e l i v e r y ,  a f t e r  w h i c h  d e l i v e r y  S t a t e  o r  i t s  d e s i g n e e

s h a l l  b e  d e em e d  t o  b e  i n  e x c l u s i v e  c o n t r o l  a n d  p o s s e s s i o n  o f

a n d / o r  o p e r a t e .
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t h e  g a s  a n d  r e s p o n s i b l e  f o r  a n y  i n j u r y  o r  d am ag e  c a u s e d  t h e r e b y .

5 .3 M e a s u r e m e n t  o f  r o y a l t y  g a s  s h a l l  b e  t h e  r e s p o n s i ­

b i l i t y  o f  t h e  S t a t e  o r  i t s  d e s i g n e e  s u b j e c t  t o  L e s s e e ' s  r i g h t  

t o  v e r i f y  s u c h  m e a s u r e m e n t  o r  t o  i n s t a l l  a n d  o p e r a t e  c h e c k  

m e t e r i n g  e q u i p m e n t ,  a n d  s h a l l  b e  d o n e  a t  a m e t e r i n g  s t a t i o n ( s )  

on  t h e  N o r t h  K e n a i  R o a d ,  c a l l e d  t h e  " p o i n t  o f  m e a s u r e m e n t " .

T h e  S t a t e  o r  i t s  d e s i g n e e  s h a l l  b e  r e s p o n s i b l e  f o r  a n y  g a s  

l o s t  b e t w e e n  t h e  p o i n t  o f  d e l i v e r y  a n d  t h e  p o i n t  o f  m e a s u r e m e n t .

ART ICLE  V I  

QTTALITY, PRESSURE, AND ODOR IZAT ION

6.1 L e s s e e  s h a l l  d e l i v e r  g a s  h e r e u n d e r  a t  t h e  

p r e s s u r e  e x i s t i n g  f r o m  t i m e  t o  t i m e  i n  i t s  f a c i l i t i e s  a t  t h e  

p o i n t  o f  d e l i v e r y .

6.2 L e s s e e  a g r e e s  t h a t  t h e  q u a l i t y  o f  g a s ,  w hen  

d e l i v e r e d  a t  t h e  p o i n t  o f  d e l i v e r y  h e r e u n d e r ,  s h a l l  b e  t h e  

q u a l i t y  o f  g a s  e x i s t i n g  i n  i t s  g a t h e r i n g  s y s t e m  f r o m  t i m e  t o  

t i m e  a n d  t h e  S t a t e  a g r e e s  t o  a c c e p t  s u c h  g a s .

6 .3 I t  i s  u n d e r s t o o d  t h a t  t h e  g a s  d e l i v e r e d  

h e r e u n d e r  w i l l  n o t  b e  o d o r i z e d  b y  L e s s e e ,  a n d  i f  t h e  S t a t e  

o r  i t s  p u r c h a s e r  s o  u t i l i z e s  t h e  g a s  d e l i v e r e d  h e r e u n d e r  f o r  

p u r p o s e s  w h i c h  r e q u i r e  o d o r i z a t i o n  o f  s u c h  g a s ,  t h e  f u l l  

r e s p o n s i b i l i t y  f o r  s u c h  u s e  i s  t h e  S t a t e ' s .  L e s s e e  s h a l l  

h a v e  no  r e s p o n s i b i l i t y  f o r  o d o r i z i n g  s u c h  g a s  i r r e s p e c t i v e  

o f  t h e  S t a t e ' s  d i s p o s i t i o n  o f  s am e .

ART ICLE  V I I  

STANDARDS OF MEASUREMENT AND TESTS

7.1 E x c e p t  f o r  t h e  d e t e r m i n a t i o n  a n d  c o m p u t a t i o n
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of total heating value, the unit of volume of gas delivered 

hereunder shall be one (1) cubic foot at an absolute pres­

sure of fourteen and sixty-five hundredths (14,65) pounds 

per square inch and at a base temperature of sixty (60) 

degrees Fahrenheit.

7.2 The volumes of gas delivered hereunder shall 

be measured and computed by the State or its designee in 

accordance with the methods prescribed in Gas Measurement 

Committee Report No. 3, Natural Gas Department, American Gas 

Association, including the Appendix thereto, dated April,

1965, except that the atmospheric pressure shall be assumed 

to fourteen and seven-tenths (14.7) pounds per square inch.

The method used for correcting such volumes for deviation 

from the Ideal Gas Laws shall be the procedure recommended 

in the most current Report of the American Gas Association 

or by any other method mutually agreeable to the parties 

hereto.

7.3 The specific gravity of the gas delivered 

hereunder shall be determined by Lessee's utilizing the 

method prescribed in American Petroleum Institute Code No.

50-A at the beginning of delivery hereunder and once during 

each month thereafter. The results of each such determina­

tion shall be used in computing the volume of gas delivered 

hereunder until the effective date of the next succeeding test.

7.4 The flowing temperature of the gas delivered 

hereunder shall be determined by means of a continuous 

recording thermometer installed by the State or its designee 

so that it will properly record the temperature of the gas 

flowing through the meter. The arithmetical average of the

-  8 -
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h o u r l y  t e m p e r a t u r e s  r e c o r d e d  e a c h  d a y  s h a l l  b e  u s e d  i n  

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

7.5 I f  t h e  g a s  d e l i v e r e d  h e r e u n d e r  i s  s o l e l y  f r o m  

t h e  1 6 - in c h  p i p e l i n e  s e r v i n g  t h e  N o r t h  Cook  I n l e t  F i e l d ,  t h e  

t o t a l  h e a t i n g  v a l u e  o f  t h e  g a s  s h a l l  b e  t h e  a v e r a g e  o f  t h a t  

r e c o r d e d  o n  t h e  r e c o r d i n g  c a l o r i m e t e r  f o r  L e s s e e ' s  g a s  a t  

t h e  i n l e t  t o  K e n a i  LNG P l a n t  d u r i n g  t h e  b i l l i n g  p e r i o d  

c o r r e c t e d  t o  t h i r t y  (30) i n c h e s  o f  M e r c u r y  a n d  s i x t y  (60) 

d e g r e e s  F a h r e n h e i t  d r y .

ART ICLE  V I I I  

MEASUREMENT

8.1 As  a g r e e d  i n  S e c t i o n  5 .3 h e r e o f ,  t h e  S t a t e  o r  

i t s  d e s i g n e e  s h a l l  b e  o b l i g a t e d  t o  a n d  b e  r e s p o n s i b l e  f o r  

a l l  m e t e r i n g  o f  g a s  h e r e u n d e r .

8.2 The  S t a t e  o r  L e s s e e  m a y ,  a t  t h e i r  o p t i o n  a n d  

e x p e n s e ,  i n s t a l l  c h e c k  m e t e r s  u p s t r e a m  o r  d o w n s t r e a m  o f  t h e

!j S t a t e ' s  o r  i t s  d e s i g n e e ' s  m e t e r  s t a t i o n  p r o v i d e d  t h a t  s u c h
i

c h e c k  m e t e r s  w i l l  b e  i n s t a l l e d  s o  a s  n o t  t o  i n t e r f e r e  w i t h  

t h e  o p e r a t i o n  o f  t h e  S t a t e ' s  o r  i t s  d e s i g n e e ' s  f a c i l i t i e s .  

The c a l i b r a t i n g  a n d  a d j u s t i n g  o f  m e t e r s  a n d  t h e  c h a n g i n g  o f  

c h a r t s  a n d  t h e  r e a d i n g  o f  c h a r t s  on  m e t e r s  s h a l l  b e  d o n e  b y  

t h e  p a r t y  who i n s t a l l e d  t h e  m e t e r s .

8.3 The  S t a t e  a n d  L e s s e e  s h a l l  h a v e  a c c e s s  a t  a l l  

t i m e s  t o  t h e  S t a t e ' s  o r  i t s  d e s i g n e e ' s  m e t e r i n g  e q u i p m e n t  

i n c l u d i n g  a l l  o t h e r  i n s t r u m e n t s  u s e d  b y  t h e  S t a t e  o r  i t s  

d e s i g n e e  i n  d e t e r m i n i n g  t h e  m e a s u r e m e n t  a n d  q u a l i t y  o f  t h e  

g a s  d e l i v e r e d  h e r e u n d e r ,  b u t  t h e  r e a d i n g ,  c a l i b r a t i n g  a n d  

a d j u s t i n g  t h e r e o f ,  a n d  t h e  c h a n g i n g  o f  c h a r t s  s h a l l  b e  d o n e

-  9 -
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o n l y  b y  t h e  e m p l o y e e s ,  a g e n t s ,  o r  r e p r e s e n t a t i v e s  o f  t h e  

S t a t e  o r  i t s  d e s i g n e e .  Upon r e q u e s t  o f  L e s s e e ,  t h e  S t a t e  o r  

i t s  d e s i g n e e  s h a l l  s u b m i t  t o  L e s s e e  r e c o r d s  a n d  c h a r t s  f r o m  

s u c h  e q u i p m e n t  s u b j e c t  t o  r e t u r n  b y  L e s s e e  w i t h i n  t h i r t y  

(30) d a y s  a f t e r  r e c e i p t  t h e r e o f .

8 .4 A t  l e a s t  o n c e  a  m o n t h  t h e  S t a t e  o r  i t s  d e s ­

i g n e e  s h a l l  t e s t  i t s  a b o v e - m e n t i o n e d  m e t e r i n g  e q u i p m e n t  o r  

c a u s e  t h e  same  t o  b e  t e s t e d  a n d  s h a l l  g i v e  L e s s e e  o r  i t s  

r e p r e s e n t a t i v e  r e a s o n a b l e  p r i o r  n o t i c e  o f  t h e  t i m e  a l l  s u c h  

t e s t s  a r e  t o  b e  m ade  s o  t h a t  L e s s e e  m a y ,  i f  d e s i r e d ,  h a v e  i t s  

r e p r e s e n t a t i v e  p r e s e n t  t o  o b s e r v e  s u c h  t e s t s  a n d  a n y  a d j u s t ­

m e n t s  made  u p on  s u c h  m e t e r i n g  e q u i p m e n t .  F o l l o w i n g  a n y  

t e s t ,  a n y  o f  t h e  S t a t e ' s  o r  i t s  d e s i g n e e ' s  m e t e r i n g  e q u i p ­

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

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

m e t e r i n g  e q u i p m e n t  i s  f o u n d  t o  b e  i n a c c u r a t e  b y  two  p e r c e n t  

(2 7 o )  o r  m o r e ,  r e g i s t r a t i o n  f r o m  s a i d  m e t e r i n g  e q u i p m e n t  a n d  

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

a t  t h e  r a t e  o f  s u c h  i n a c c u r a c y  f o r  a n y  p e r i o d  o f  i n a c c u r a c y  

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

p e r i o d  i s  n o t  d e f i n i t e l y  k nown  o r  a g r e e d  u p o n ,  t h e n  f o r  a  

p e r i o d  e x t e n d i n g  b a c k  o n e - h a l f  (1/2) o f  t h e  t i m e  e l a p s e d  s i n c e  

t h e  l a s t  p r e v i o u s  t e s t ,  n o t  e x c e e d i n g ,  h o w e v e r ,  f i f t e e n  (15) 

d a y s .

8.5 I f  f o r  a n y  r e a s o n  t h e  S t a t e ' s  o r  i t s  d e s i g n e e ' s  

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

t h e  v o l u m e  o f  g a s  d e l i v e r e d  t h r o u g h  s u c h  m e t e r  c a n n o t  b e  

a s c e r t a i n e d  o r  c o m p u t e d  f r o m  t h e  r e a d i n g s  t h e r e o f ,  t h e
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/ 1 v o l u m e  o f  g a s  s o  d e l i v e r e d  d u r i n g  t h e  p e r i o d  t h e  m e t e r  i s
2 o u t  o f  s e r v i c e  o r  r e g i s t e r i n g  i n a c c u r a t e l y  s h a l l  b e  e s t i m a t e d

ii

3 ii
a n d  a g r e e d  u p o n  b y  t h e  p a r t i e s  h e r e t o  u p o n  t h e  b a s i s  o f  t h e

4 b e s t  a v a i l a b l e  d a t a ,  u s i n g  t h e  f i r s t  o f  t h e  f o l l o w i n g  m e t h o d s
5

;
w h i c h  i s  f e a s i b l e :

6 !

,
( a )  b y  c o r r e c t i n g  t h e  e r r o r  i f  t h e  p e r c e n t a g e  o f  e r r o r

a
i s  a s c e r t a i n a b l e  b y  c a l i b r a t i o n ,  s p e c i a l  t e s t ,  o r

m a t h e m a t i c a l  c a l c u l a t i o n ;

10 1

■
(b )  By u s i n g  t h e  r e g i s t r a t i o n  o f  a n y  c h e c k  m e a s u r i n g

n e q u i p m e n t  o f  L e s s e e  i f  i n s t a l l e d  a n d  r e g i s t e r i n g
12

13

a c c u r a t e l y ;

14

15

( c )  By e s t i m a t i n g  t h e  v o l u m e  b y  c o m p a r i n g  i t  w i t h  d e ­

l i v e r i e s  d u r i n g  p r e c e d i n g  p e r i o d s  u n d e r  s i m i l a r

lfi
c o n d i t i o n s  when  t h e  m e t e r  w a s  r e g i s t e r i n g  a c c u r a t e l y .

17 ART ICLE  I X
18 GATHERING AND COMPRESSION CHARGES AND TAXES
nin

20

21

22

23

24

9.1 F o r  a l l  g a s  d e l i v e r e d  b y  L e s s e e  t o  t h e  S t a t e

a t  t h e  d e l i v e r y  p o i n t ,  t h e  S t a t e  o r  i t s  d e s i g n e e  s h a l l  p a y  

t o  L e s s e e  a  g a t h e r i n g  c h a r g e  o f  t e n  c e n t s  ( 1 0 . 0 ( 0  p e r  M c f  

f r o m  t h e  d a t e  o f  f i r s t  d e l i v e r y  h e r e u n d e r .  The  a b o v e - s t a t e d  

c h a r g e  s h a l l  i n c r e a s e  b y  s i x  p e r c e n t  (6%) c o m p o u n d e d  a n n u a l l y ,

25
on  e a c h  a n n i v e r s a r y  d a t e  o f  t h e  d a t e  t h i s  A g r e e m e n t .

26
9.2 I t  i s  r e c o g n i z e d  b y  t h e  p a r t i e s  h e r e t o  t h a t

27
i t  may  b e  n e c e s s a r y  f o r  L e s s e e  t o  i n s t a l l  c o m p r e s s i o n  f a c i l ­

28 i t i e s  d u r i n g  t h e  t e r m  o f  t h i s  A g r e e m e n t .  A t  t h e  t i m e  t h e

29

30

f i r s t  c o m p r e s s o r  u n i t  i s  i n s t a l l e d  a n d  f i r s t  u s e d ,  t h e  S t a t e

3'

321
- 11 -
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or its designee shall pay Lessee in addition to the gathering 

charge set forth in Section 9.1, a compression charge of ten 

cents (lO.OfO per Mcf for all gas delivered by Lessee to the

State at the delivery point. Such charge shall increase by

six percent (6%) per year, compounded annually, commencing on 

the first anniversary of the date such compression facilities 

are installed and first used.

9.3 In the event that Lessee installs or causes 

to be installed from time to time compression facilities 

in addition to the first compressor unit mentioned in 

Section 2, above, Lessee shall give the State and its desig­

nee written notice at least six (6) months prior to the time 

Lessee anticipates placing any additional unit or units in 

operation in order to maintain capacity in its gathering 

system. Such notice shall also terminate this Agreement at 

the end of such 3ix (6) months period. If, within ninety (90) 

days of the date of such notice the parties shall agree upon

a new compression charge to be applicable when such additional 

compression facilities go into operation, then this Agreement 

shall not terminate but shall continue in full force and effect

as amended to include the new compression charge.

9.4 Lessee shall pay all ad valorem taxes on its 

pipelines and facilities employed in delivering gas here­

under. In addition to the price and payments hereinabove 

provided, the State shall reimburse Lessee in the proportion 

of deliveries made to the State by Lessee, an amount equal 

to the aggregate total of any new or increased fee, impost, 

duty, charge, excise or tax levied or imposed in addition to 

the rates at which those, if any, are levied, assessed, or

-  12 -
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4
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6
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8

9

10

11

12

13

14

IS

16

17

18

19

20

21

22

23

24

25

26

27

28

29
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31

32

f i x e d  a s  o f  t h e  d a t e  h e r e o f ,  w i t h  r e s p e c t  t o  t h e  g a t h e r i n g  

o f  t h e  r o y a l t y  g a s  d e l i v e r e d  h e r e u n d e r  ( i n c l u d i n g  c o m p r e s ­

s i o n )  p r i o r  t o  i t s  d e l i v e r y  t o  t h e  S t a t e  t h a t  L e s s e e  may  b e  

r e q u i r e d  t o  p a y  f o r  d i r e c t l y  o r  i n d i r e c t l y .

ART ICLE  X 

B IL L IN G  AND PAYMENTS

10.1 On o r  b e f o r e  t h e  15th  d a y  o f  e a c h  m o n t h  

d u r i n g  t h e  t e r m  h e r e o f  t h e  S t a t e  o r  i t s  d e s i g n e e  s h a l l  

f u r n i s h  L e s s e e  w i t h  a  f u l l  a n d  c o m p l e t e  s t a t e m e n t  r e f l e c t i n g  

a l l  g a s  d e l i v e r e d  b y  L e s s e e  d u r i n g  t h e  p r e c e d i n g  m o n t h  a n d  

t h e  t o t a l  a m o u n t  d u e  h e r e u n d e r  p u r s u a n t  t o  A r t i c l e  I X  h e r e o f .  

P a y m e n t  h e r e u n d e r  s h a l l  b e  m ad e  t o  L e s s e e  a t  i t s  o f f i c e  i n  

B a r t l e s v i l l e ,  O k l a h o m a  w i t h i n  t e n  (10) d a y s  a f t e r  d e l i v e r y  

o f  e a c h  s u c h  s t a t e m e n t .

10.2 On o r  b e f o r e  t h e  30th  d a y  o f  e a c h  m o n t h  

d u r i n g  t h e  t e r m  h e r e o f  L e s s e e  s h a l l  f u r n i s h  t o  t h e  S t a t e  o r  

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

t o t a l  am o u n t  o f  r o y a l t y  g a s  p r o d u c e d  b y  L e s s e e  d u r i n g  t h e  

p r e c e d i n g  m o n t h .  D e d u c t i n g  t h e  q u a n t i t y  t a k e n  b y  t h e  S t a t e  

f o r  s u c h  m o n t h ,  L e s s e e  s h a l l  d e t e r m i n e  t h e  am o u n t  o f  r o y a l t y  

g a s  n o t  t a k e n  b y  t h e  S t a t e  f o r  s u c h  m o n t h  a n d  s h a l l  m ake  

p a y m e n t  t h e r e f o r  t o  t h e  S t a t e  t o g e t h e r  w i t h  s a i d  s t a t e m e n t .

10.3 E a c h  p a r t y  h e r e t o  s h a l l  h a v e ,  a t  i t s  e x p e n s e ,  

t h e  r i g h t  t o  e x a m i n e  t h e  b o o k s  a n d  r e c o r d s  o f  t h e  o t h e r  

p a r t y  t o  t h e  e x t e n t  n e c e s s a r y  t o  v e r i f y  t h e  a c c u r a c y  o f  a n y  

s t a t e m e n t  o r  i n v o i c e  m ad e  u n d e r  o r  p u r s u a n t  t o  t h i s  c o n t r a c t .  

Any  s t a t e m e n t  s h a l l  b e  f i n a l  a s  t o  b o t h  p a r t i e s  u n l e s s  

q u e s t i o n e d  i n  w r i t i n g  w i t h i n  tw o  (2) y e a r s  a f t e r  p a y m e n t
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ART ICLE  X I  

REPRESENTATION AND CONDITION PRECEDENT

1 1 .1 I t  i s  e x p r e s s l y  r e c o g n i z e d  a n d  a g r e e d  t h a t  

t h e  g a s  g a t h e r i n g  s y s t e m  u t i l i z e d  f o r  d e l i v e r i e s  h e r e u n d e r  

i s  o p e r a t e d  a n d  m a i n t a i n e d  b y  L e s s e e  f o r  i t s  own p u r p o s e  a n d  

L e s s e e  d o e s  n o t ,  b y  e n t e r i n g  i n t o  t h i s  A g r e e m e n t ,  d e d i c a t e  

a n y  f a c i l i t i e s  o r  o t h e r w i s e  u n d e r t a k e  t o  r e n d e r  a n y  s e r v i c e  

t o  o r  f o r  t h e  p u b l i c .  T h i s  A g r e e m e n t  i s  b e i n g  u n d e r t a k e n  

s o l e l y  t o  e f f e c t u a t e  t h e  d e l i v e r y  o f  r o y a l t y  g a s  t o  t h e  

S t a t e ,  a n d  t h e  S t a t e  m a k e s  t h e  m a t e r i a l  r e p r e s e n t a t i o n  t h a t  

n e i t h e r  t h i s  A g r e e m e n t  n o r  t h e  S t a t e ' s  u s e  o r  d i s p o s i t i o n  o f  

t h e  g a s  d e l i v e r e d  h e r e u n d e r  w i l l  s u b j e c t  L e s s e e  t o  r e g u l a ­

t i o n  b y  t h e  F e d e r a l  P o w e r  C o m m i s s i o n ,  t h e  A l a s k a  P u b l i c  

U t i l i t i e s  C o m m i s s i o n ,  o r  t h e  A l a s k a  P i p e l i n e  C o m m i s s i o n .

11.2 I n  t h e  e v e n t  t h a t  a n y  g o v e r n m e n t a l  a g e n c y  

s h a l l  d e c l a r e  t h a t  L e s s e e ' s  a c t i v i t i e s  h e r e u n d e r  s u b j e c t  

L e s s e e  t o  r e g u l a t i o n  a s  a  u t i l i t y ,  t h e n  e i t h e r  p a r t y  s h a l l  

h a v e  t h e  o p t i o n  t o  t e r m i n a t e  t h i s  A g r e e m e n t  u p o n  t h i r t y  (30) 

d a y s '  n o t i c e  i n  w r i t i n g .

ART ICLE  X I I  

ALASKA P I P E L IN E  COMPANY

12.1 The  S t a t e  h a s  e n t e r e d  i n t o  a Gas  P u r c h a s e  

A g r e e m e n t  w i t h  A l a s k a  P i p e l i n e  Company ,  u n d e r  t h e  t e r m s  o f  

w h i c h  APC w i l l  p u r c h a s e  t h e  S t a t e ' s  r o y a l t y  g a s  a f t e r  same 

h a s  b e e n  d e l i v e r e d  b y  L e s s e e  t o  t h e  S t a t e .  U n d e r  s u c h  

c o n t r a c t ,  APC h a s  a g r e e d  t o  m ak e  f o r  t h e  S t a t e ' s  a c c o u n t  a l l

t h e r e o f  h a s  b e e n  m a d e .

-  1 4  -
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p a y m e n t s  r e q u i r e d  b y  A r t i c l e s  I X  a n d  X h e r e o f .  L e s s e e  

a g r e e s  t o  a c c e p t  s u c h  p a y m e n t s  b y  APC a s  s a t i s f a c t i o n  o f  t h e  

S t a t e ' s  o b l i g a t i o n s  u n d e r  A r t i c l e s  I X  a n d  X h e r e o f .  I n  t h e  

e v e n t  o f  d e f a u l t  b y  APC i n  m a k i n g  s u c h  p a y m e n t s ,  L e s s e e  

s h a l l  p r o m p t l y  n o t i f y  t h e  S t a t e  a n d  i f  s u c h  d e f a u l t  c o n t i n u e s

1 f o r  a  p e r i o d  o f  t h i r t y  (30) d a y s  a f t e r  s u c h  n o t i c e ,  L e s s e e
! s h a l l  h a v e  t h e  o p t i o n  o f  t e r m i n a t i n g  t h i s  A g r e e m e n t  i n  i t s  

| e n t i r e t y .

12.2 L e s s e e  a g r e e s  t o  a c c e p t  t h e  S t a t e ' s  d e s i g n a ­

t i o n  o f  APC a s  t h e  S t a t e ' s  d e s i g n e e  h e r e u n d e r  f o r  t h e  p e r f o r m  

a n c e  o f  a n y  o t h e r  o b l i g a t i o n s  w h i c h  t h e  p r o v i s i o n s  h e r e o f  

p l a c e  o n  t h e  S t a t e .

12.3 By i t s  e x e c u t i o n  h e r e o f  APC r a t i f i e s  a l l  o f  

t h e  t e r m s ,  c o v e n a n t s ,  c o n d i t i o n s ,  a n d  r e p r e s e n t a t i o n s  h e r e o f .

ART ICLE  X I I I  

F ORCE MAJEURE

13.1 No l i a b i l i t y  s h a l l  r e s u l t  t o  e i t h e r  p a r t y

I f r o m  d e l a y  i n  p e r f o r m a n c e  o r  n o n - p e r f o r m a n c e  o f  a n y  o b l i g a -  

! t i o n  h e r e u n d e r  ( e x c e p t  t h e  S t a t e ' s  o b l i g a t i o n  t o  make  p a y m e n t  

h e r e u n d e r )  c a u s e d  b y  c i r c u m s t a n c e s  r e a s o n a b l y  b e y o n d  t h e  

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

t o ,  a c t s  o f  God ,  f i r e ,  f l o o d ,  s t o r m ,  w a r  ( d e c l a r e d  o r  u n d e ­

c l a r e d ) ,  r e p a i r  o f  f a c i l i t i e s ,  b r e a k a g e  o r  a c c i d e n t  t o  

m a c h i n e r y  o r  l i n e s  o f  p i p e ,  r e p a i r ,  r e d r i l l i n g  o r  r e w o r k i n g  

o f  w e l l s ,  g o v e r n m e n t a l  r e g u l a t i o n ,  r e q u i s i t i o n  o r  d i r e c t i o n ,  

o r  l a b o r  s t r i k e s  o r  l o c k o u t s .

13.2 Th e  p a r t y  c l a i m i n g  r e l i e f  u n d e r  t h i s  A r t i c l e  

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

r e l i e d  u p o n  a n d  s h a l l  a l s o  g i v e  p r o m p t  n o t i c e  i n  w r i t i n g  o f  

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

f o r c e  m a j e u r e  s h a l l  e x e r c i s e  d u e  d i l i g e n c e  i n  u n d e r t a k i n g  t o  

r e m e d y  a n d  o v e r c o m e  t h e  c a u s e  o f  d e l a y  h e r e u n d e r ,  b u t  n e i t h e r  

p a r t y  s h a l l  b e  r e q u i r e d  t o  a g r e e  t o  a n y  d em an d  o f  l a b o r  t o  

s e t t l e  a n y  s t r i k e  o r  l a b o r  d i s p u t e  e x c e p t  i n  t h e  s o l e  d i s c r e ­

t i o n  o f  t h e  p a r t y  s u b j e c t  t o  s u c h  s t r i k e  o r  l a b o r  d i s p u t e .

ART ICLE  X IV  

TERM

14.1 T h i s  A g r e e m e n t  s h a l l  b e c om e  e f f e c t i v e  u p o n  

t h e  e x e c u t i o n  h e r e o f  a n d  t h e  e x e c u t i o n  a n d  a p p r o v a l  o f  t h e  

A l a s k a  R o y a l t y  O i l  a n d  Gas  D e v e l o p m e n t  A d v i s o r y  B o a r d  a n d  

t h e  S t a t e  L e g i s l a t u r e  o f  t h e  C o n t r a c t  a t t a c h e d  a s  E x h i b i t  

"B "  h e r e t o  a n d  s h a l l  r e m a i n  i n  e f f e c t  u n t i l  J u n e  1, 1984, 

u n l e s s  t e r m i n a t e d  o r  e x t e n d e d  p r i o r  t o  s u c h  d a t e  b y  m u t u a l  

a g r e e m e n t  o f  t h e  p a r t i e s ,  o r  p u r s u a n t  t o  t h i s  A r t i c l e  o r  

A r t i c l e  X I  o r  X I I I .

14.2 I n  t h e  e v e n t  t h a t  t h e  A g r e e m e n t  a t t a c h e d  

h e r e t o  a s  E x h i b i t  "B "  i s  t e r m i n a t e d ,  t h i s  A g r e e m e n t  may b e  

t e r m i n a t e d  b y  e i t h e r  p a r t y  u p o n  t h i r t y  (30) d a y s  n o t i c e .

14.3 I f  d e l i v e r i e s  t o  t h e  S t a t e  o r  i t s  d e s i g n e e  

h e r e u n d e r  h a v e  n o t  c ommenc e d  on o r  b e f o r e  J u n e  30, 1978, 

t h e n  t h i s  A g r e e m e n t  s h a l l  t e r m i n a t e  i m m e d i a t e l y .

14.4 I n  t h e  e v e n t  o f  t e r m i n a t i o n  o f  t h i s  A g r e e ­

m e n t  o r  o f  d e l i v e r i e s  o f  r o y a l t y  g a s  h e r e u n d e r ,  t h e  p a r t i e s  

a g r e e  t h a t  s u c h  t e r m i n a t i o n  s h a l l  h a v e  t h e  e f f e c t  o f  r e ­

v o k i n g  t h e  S t a t e ' s  e l e c t i o n  t o  r e c e i v e  i t s  r o y a l t y  g a s  i n - k i n d

1 -  i . ,™ .
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a s  o f  t h e  d a t e  o f  t e r m i n a t i o n  a n d  L e s s e e  s h a l l  i m m e d i a t e l y  

commence s u c h  r o y a l t y  p a y m e n t  u n d e r  t h e  t e r m s  o f  t h e  l e a s e s  
l i s t e d  i n  E x h i b i t  "A "  t o  a s s u r e  t h e  s t a t e  o f  i t s  f u l l  r o y a l t y  

s h a r e  on a l l  g a s  p r o d u c e d  f r o m  t h e  l e a s e s .

ART ICLE XV 

MISCELLANEOUS

15.1 E x c e p t  a s  h e r e i n  o t h e r w i s e  p r o v i d e d ,  a n y  

n o t i c e ,  r e q u e s t ,  d em a n d ,  s t a t e m e n t  o r  b i l l  p r o v i d e d  f o r  i n  

t h i s  A g r e e m e n t ,  o r  a n y  n o t i c e  w h i c h  e i t h e r  p a r t y  may d e s i r e  

t o  g i v e  t o  t h e  o c h e r ,  s h a l l  b e  i n  w r i t i n g  a n d  s h a l l  b e  c o n ­

s i d e r e d  a s  d u l y  d e l i v e r e d  w h en  m a i l e d  b y  r e g i s t e r e d  m a i l  t o  

e i t h e r  o f  t h e  p a r t i e s  h e r e t o  a s  t h e  c a s e  may  b e  a t  t h e  

f o l l o w i n g  a d d r e s s :

C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  
S t a t e  o f  A l a s k a  
P o u c h  M
J u n e a u ,  A l a s k a  99811

P h i l l i p s  P e t r o l e u m  Company
A t t n :  G a s  a n d  Gas  L i q u i d s  D i v i s i o n
B a r t l e s v i l l e ,  O k l a h om a  74004

A l a s k a  P i p e l i n e  Company  
P .  0. Box 6288 
A n c h o r a g e ,  A l a s k a  99502

o r  a t  s u c h  o t h e r  a d d r e s s  a s  e i t h e r  p a r t y  s h a l l  d e s i g n a t e  

f r o m  t im e  t o  t i m e  b y  f o r m a l  w r i t t e n  n o t i c e .  R o u t i n e  com­

m u n i c a t i o n s ,  i n c l u d i n g  m o n t h l y  s t a t e m e n t s  a n d  p a y m e n t s ,  

s h a l l  be  c o n s i d e r e d  a s  d u l y  d e l i v e r e d  when  m a i l e d  b y  e i t h e r  

r e g i s t e r e d  o r  o r d i n a r y  m a i l .

IN  WITNESS WHEREOF, t h i s  A g r e e m e n t  i s  e x e c u t e d  a s  

o f  t h e  d a y  a n d  y e a r  f i r s t  a b o v e  w r i t t e n .

■ •
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A s s i s t a n t  S e c r e t a r y

P H I L L I P S  PETROLEUM COMPANY
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A L A S K A  P I P E L I N E  C O M P A N Y

C o n t r a c t  t o  P u r c h a s e  S t a t e  R o y a l t y  G a s

F i n d i n g s  a n d  C o n c l u s i o n s  o f  t h e  C o m m i s s i o n e r  
P u r s u a n t  t o  A l a s k a  S t a t u t e  38 .05 .183(c )

A l a s k a  S t a t u t e ,  AS 3 8 .0 5 .1 8 3 ( c ) ,  r e q u i r e s  t h a t  t h e  C om m i s ­

s i o n e r  o f  N a t u r a l  R e s o u r c e s  m a k e  p u b l i c ,  i n  w r i t i n g ,  t h e  s p e c i f i c  

f i n d i n g s  a n d  c o n c l u s i o n s  u p o n  w h i c h  a  d e t e r m i n a t i o n  n o t  t o  u s e  

c o m p e t i t i v e  b i d  p r o c e d u r e s  i s  b a s e d  f o r  a  s a l e  o f  A l a s k a  r o y a l t y  

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

b y  t h e  A l a s k a  R o y a l t y  O i l  a n d  G a s  D e v e l o p m e n t  A d v i s o r y  B o a r d .  On 

A p r i l  6, 1977, t h e  R o y a l t y  B o a r d  d i d  a p p r o v e  t h e  C o m m i s s i o n e r ' s  

d e t e r m i n a t i o n  t o  w a i v e  t h e  c o m p e t i t i v e  b i d d i n g  r e q u i r e m e n t  

f o r  s a l e  o f  r o y a l t y  g a s  t o  t h e  A l a s k a  P i p e l i n e  Company  b y  

a p p r o v i n g  t h e  c o n t r a c t  e n t i t l e d  "G a s  P u r c h a s e  C o n t r a c t "  f o r  

g a s ,  d a t e d  A p r i l  11, 1977, b e t w e e n  t h e  S t a t e  o f  A l a s k a  a n d  

A l a s k a  P i p e l i n e  C om p an y .  A c c o r d i n g l y ,  t h e s e  w r i t t e n  f i n d i n g s  

a n d  c o n c l u s i o n s  a r e  s u b m i t t e d  i n  f u l f i l l m e n t  o f  t h e  r e q u i r e m e n t s



T he C o n t r a c t  e n t i t l e d  "Gas P u r c h a s e  Contract" d a t e d  

A p r i l  11, 1977, b e t w e e n  the A l a s k a  P i p e l i n e  C o m p a n y  and the 

S t ate of Alaska, as w e l l  as the a g r e e m e n t  b e t w e e n  the P h i l l i p s  

P e t r o l e u m  C o m p a n y  and the S t a t e  of Alaska, have b e e n  e n t ered 

into b e c a u s e  the C o n t r a c t  e n t i t l e d  "Gas P u r c h a s e  Contract" 

d a t e d  June 4, 1976 c o u l d  n o t  b e c o m e  implemented.

The F i n d i n g s  and C o n c l u s i o n s  for N o n - C o m p e t i v e  Sale for the 

p r e v i o u s  C o n t r a c t  is a p p e n d e d  to s u p p o r t  the c u r r e n t  Fin d i n g s  

and C o n c l u s i o n s  of the C o m m i s s i o n e r  not to use c o m p e t i v e  

bid p r o c e d u r e s  for t h e s e  contracts.

Th e  c u r r e n t  a g r e e m e n t s  have be e n  e x e c u t e d  sol e l y  to solve 

these p r oblems and a l l o w  r o y a l t y  gas to be d e l i v e r e d  to the 

B u y e r .

The r e a s o n s  for this d e t e r m i n a t i o n  not to use c o m p e t i t i v e  

bid are the same as the p r e v i o u s  d e t e r m ination.
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F i n d i n g s  a n d  C o n c l u s i o n s  for N o n - C o m p e t i t i v e  Sa l e

P u r s u a n t  to A S . 3 8 . 0 5 . 1 8 3  and A S . 3 8 . 0 6  t h e  f i n d i n g s  a n d  
c o n c l u s i o n s  v/hich f o r m  the b a s i s  for the d e c i s i o n  t h a t  the 
sa l e  of N o r t h  C o o k  I n l e t  G a s  F i e l d  r o y a l t y  gas to A l a s k a  
P i p e l i n e  C o m p a n y  s h o u l d  be n o n - c o m p e t i t i v e  sale are 
s u m m a r i z e d .

1. A l a s k a  P i p e l i n e  C o m p a n y  f o r m e r l y  A n c h o r a g e  N a t u r a l  Gas 
C o m p a n y ,  is in n e e d  of a d d i t i o n a l  n a t u r a l  g a s  supply.
T h e  p r e s e n t  c o n t r a c t  of 10 b i l l i o n  c u b i c  fe e t  to supply 
t h e  N o r t h  K e n a i  r o a d  a r e a  w i l l  b e  e x h a u s t e d  d u r i n g  the 
f i r s t  h a l f  of  1976. A l a s k a  P i p e l i n e  has e x e c u t e d  an 
a g r e e m e n t  r e c e n t l y  v/ith t h e i r  s u p p l i e r  w h i c h  e n a b l e s  
t h e m  t o  u s e  gas f r o m  the A n c h o r a g e  c o n t r a c t  r e s e r v e s
t o  s u p p l y  t h e  N o r t h  K e n a i  a r e a  for o n e  a d d i t i o n a l  year. 
P r o j e c t i o n s  o f  t h e  p r e s e n t  g r o w t h  r a t e  of A n c h o r a g e  
a n d  u s e  of n a t u r a l  gas i n d i c a t e  t h a t  the A n c h o r a g e  
c o n t r a c t  d e d i c a t e d  g a s  s u p p l y  c o u l d  b e  e x h a u s t e d  
s e v e r a l  y e a r s  b e f o r e  t h e  c o n t r a c t  t e r m i n a t i o n  a t  t h e  end 
o f  1992.

2. T h e  p r o p o s e d  s a l e  a m o u n t  of r o y a l t y  g a s  is s u f f i c i e n t  to 
m e e t  t h e  n e e d s  of  t h e  N o r t h  K e n a i  a r e a  for t h e  t e r m  of 
t h e  a g r e e m e n t .  P r e s e n t  u s e  of t h e  N o r t h  K e n a i  a r e a  is 
10 m i l l i o n  c u b i c  f e e t  p e r  day. A b o u t  90% of  t h i s  gas is 
u s e d  b y  the B e r n i c e  L a k e  e l e c t r i c  g e n e r a t i n g  p l a n t  of 
C h u g a c h  E l e c t r i c  A s s o c i a t i o n .  T h e  d i f f e r e n c e  b e t w e e n  
w i n t e r  and s u m m e r  l o a d s  is small. T h e  N o r t h  C o o k  Inlet 
G a s  F i e l d  r o y a l t y  g a s  s h a r e  a v e r a g e s  15 to 16 m i l l i o n  
c u b i c  f e e t  p e r  day. G a s  in e x c e s s  to the N o r t h  K e n a i  
a r e a  d e m a n d  c a n  be u s e d  to a u g m e n t  t h e  A n c h o r a g e  c o n t r a c t  
g a s  supply. T h e  total v o l u m e  of  gas w h i c h  w o u l d  be sold 
u n d e r  the p r o p o s e d  a g r e e m e n t  is a p p r o x i m a t e l y  40 to 41 
b i l l i o n  c u b i c  feet.

3. N o r t h  C o o k  I n l e t  G a s  F i e l d  gas f u r n i s h e s  70% of the gas 
s u p p l y  of the N i k i s k i  L N G  plant, the r e m a i n i n g  30% is 
s u p p l i e d  b y  M a r a t h o n  from the K e n a i  G a s  Field. T h e  LNG 
is s h i p p e d  to J a p a n  in c r y o g e n i c  t a n k e r s  and r e v a p o r i z e d  
fo r  u s e  by T o k y o  G a s  and T o k y o  E l e c t r i c .  At th i s  time, 
th e  S t a t e  is t a k i n g  its r o y a l t y  s h are in v a l u e  a n d  this 
g a s  b r i n g s  the g r e a t e s t  r e t u r n  to the S t a t e  of a n y  r o y a l t y  
gas.

4. P r o p o s e d  sa l e  of th i s  r o y a l t y  g a s  w i l l  not d i m i n i s h  S t ate 
r e v e n u e .  A l a s k a  P i p e l i n e  has a g r e e d  to p a y  the S t a t e  the 
s a m e  p r i c e  that t h e  S t a t e  o t h e r w i s e  w o u l d  h a v e  r e c e i v e d

( <•
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f r o m  P h i l l i p s .  P r i c e  t e r m s  in the p r o p o s e d  a g r e e m e n t  
a r e  b a s e d  on P h i l l i p s  p r i c e s  p l u s  an a g r e e m e n t  to p a y  
a p r i c e  e q u a l  to the h i g h e s t  p r i c e  p a i d  in U p p e r  C o o k  
I n l e t  for g a s  of s i m i l a r  q u a l i t y  and s i m i l a r  c o n d i t i o n s  
of d e l i v e r y .

T h e  p r o p o s e d  a c t i o n  m a y  r e d u c e  the p r o d u c t i v e  l i f e  of 
t h e  f i eld e q u i v a l e n t  t o  o n e  y e a r  at t h e  p r e s e n t  ra t e  
of p r o d u c t i o n .  T h e  t o t a l  a m o u n t  of g a s  s o l d  u n d e r  the 
a g r e e m e n t  w i l l  b e  a b o u t  40 to 41 b i l l i o n  c u b i c  f e e t  p e r  
year. T h e  p r e s e n t  L N G  c o n t r a c t  d e d i c a t e d  r e s e r v e s  are 
6 4 7 , 5i3 m i l l i o n  c u b i c  feet. E s t i m a t e d  o r i g i n a l  
r e c o v e r a b l e  r e s e r v e s  w e r e  1 , 5 0 0 , 0 0 0  m i l l i o n  c u b i c  feet. 
T h e  e s t i m a t e d  r e m a i n i n g  g a s  r e s e r v e s  n o t  c o m m i t t e d  to 
c o n t r a c t  a r e  a b o u t  834 b i l l i o n  c u b i c  feet.
T h e  p r o p o s e d  sa l e  i n v o l v e s  a b o u t  5% o f  the r e m a i n i n g  
u n c o m m i t t e d  r e s e r v e s .  B e c a u s e  t h e  L N G  s a l e  c o n t r a c t  
r e q u i r e s  d e l i v e r y  of  5 0 , 7 5 0  m i l l i o n  c u b i c  fe e t  of gas 
p e r  y e a r  to  To k y o ,  it w i l l  be n e c e s s a r y  for P h i l l i p s  
t o  i n c r e a s e  t h e  f i e l d  p r o d u c t i o n  b y  the a m o u n t  w i t h d r a w n  
f o r  r o y a l t y  sale. W h i l e  t h i s  i n c r e a s e d  p r o d u c t i o n  w i l l  
s h o r t e n  t h e  p r o d u c i n g  l i f e  of t h e  field, t h e  a m o u n t  of 
d e c r e a s e  is s m a l l  a n d  a m o u n t s  to le s s  t h a n  o n e  y e a r ' s  
p r o d u c t i o n .

D u r i n g  the p e r i o d  of r e v i e w  of A l a s k a  P i p e l i n e  C o m p a n y ' s  
a p p l i c a t i o n  for p u r c h a s e  of  r o y a l t y  g a s  a p p l i c a t i o n s  
w e r e  a l s o  m a d e  b y  H o m e r  E l e c t r i c  A s s o c i a t i o n ,  P a c i f i c  
A l a s k a  L N G  a n d  P h i l l i p s  P e t r o l e u m .

H o m e r  E l e c t r i c  w i s h e d  to b u y  the B e r n i c e  L a k e  g e n e r a t i n g  
f a c i l i t y  f r o m  C h u g a c h  E l e c t r i c  and w a n t e d  to u s e  the 
N o r t h  C o o k  I n l e t  G a s  F i e l d  r o y a l t y  g a s  t o  s u p p l y  the 
g e n e r a t o r .  T h i s  w o u l d  b e  the same u s e  p r o p o s e d  b y  A l a s k a  
P i p e l i n e .  H o m e r  E l e c t r i c  s u b s e q u e n t l y  a d v i s e d  t h e  A l a s k a  
R o y a l t y  Oil a n d  G a s  D e v e l o p m e n t  B o a r d  t h a t  H E A  h a d  m a d e  
s a t i s f a c t o r y  a r r a n g e m e n t s  w i t h  the C i t y  of  K e n a i  for a 
g a s  s u p p l y  in t h e  e v e n t  it v/ould be n e e ded.

P a c i f i c  A l a s k a  L N G  m a d e  a s t a t e m e n t  t h a t  t h e y  w o u l d  be 
i n t e r e s t e d  in b i d d i n g  for the N o r t h  C o o k  I n l e t  r o y a l t y  
g a s  if it w e r e  o f f e r e d  in a c o m p e t i t i v e  b i d  sale.

Later, P a c i f i c  A l a s k a  a d v i s e d  the B o a r d  b o t h  b y  m a i l  and 
in p e r s o n  th a t  t h e y  w e r e  not m a k i n g  a p p l i c a t i o n  for the 
N o r t h  C o o k  I n l e t  r o y a l t y  g a s  b u t  r a t h e r  a g e n e r a l  
s t a t e m e n t  a p p l i c a b l e  to p o s s i b l e  f u t u r e  s a l e s  of o t h e r  
r o y a l t y  gas.



P h i l l i p s  P e t o r l e u m  m a d e  a fi r m  o f f e r  to p u r c h a s e  the 
r o v a l t y  g a s  w i t h  an i n c r e a s e  in p r i c e  of five c e n t s  
p e r  t h o u s a n d  c u b i c  f e e t  (MCF) the f i r s t  year, a s i m ilar 
i n c r e a s e  the s e c o n d  year, and an a n n u a l  e s c a l a t i o n  of 
two c e n t s  p e r  M C F  t h e r e a f t e r  for t h e  li f e  of the p r e s e n t  
c o n t r a c t .

T h e  w i t h d r a w a l s  of  H o m e r  E l e c t r i c  and P a c i f i c  A l a s k a  L N G  
l e f t  P h i l l i p s  P e t r o l e u m  as  the o n l y  v i a b l e  a l t e r n a t e  to 
A l a s k a  P i p e l i n e ' s  a p p l i c a t i o n .

C O N C L U S I O N :

T h e  d e c i s i o n  to h o l d  a n e g o t i a t e d  sale r a t h e r  t h a n  a 
c o m p e t i t i v e  s a l e  w a s  b a s e d  on s e v e r a l  fa c t o r s :  e n d  use, 
p r i c e  to c o n s u m e r s ,  and f u t u r e  gas s u p p l y  for Alaska.

T h e  e x p o r t  of L N G  to J a p a n  has c r e a t e d  a s u b s t a n t i a l  
m a r k e t  for A l a s k a ' s  n a t u r a l  g a s  c o n v e r t i n g  a n o n - r e v e n u e  
p c o d u c i n g  r e s o u r c e  in t o  a v a l u a b l e  a s s e t  w i t h  s u b s t a n t i a l  
r e v e n u e s  t o  t h e  State.

T h e  e x p o r t e d  L N G  p r o d u c e s  a b o u t  75% of the S t a t e  r e v e n u e  
f r o m  n a t u r a l  gas. W h i l e  t h e r e  w a s  a r e l u c t a n c e  to alter 
t h e  u s e  of the r o y a l t y  g a s  and p o s s i b l y  n e c e s s i t a t e  
a d d i t i o n a l  c o s t s  to the L N G  p r o j e c t ,  t h e  u s e  of the gas 
b y  the K e n a i  a n d  A n c h o r a g e  c o n s u m e r s  w a s  d e e m e d  to be 
a h i g h e r  a n d  b e t t e r  use.

Alaska. P i p e l i n e  a g r e e d  to p a y  the S t a t e  the sa m e  price 
t h e  S t a t e  o t h e r w i s e  w o u l d  h a v e  r e c e i v e d  for t h e  gas 
t h e r e b y  m a i n t a i n i n g  the s a m e  r e v e n u e  f r o m  the gas. W h i l e  
a c o m p e t i t i v e  sale m i g h t  h a v e  r e s u l t e d  in m o r e  r e v e n u e  
f o r  the S t a t e  it w o u l d  a l s o  r e s u l t  in t h e  g a s  b e i n g  
e x p o r t e d  f r o m  the S t a t e  and n o t  a v a i l a b l e  for A l a s k a n  use. 
A l t e r n a t e l y ,  if an A l a s k a n  c o m a p n y  w a s  t h e  s u c c e s s f u l  h i g h  
b i d d e r  it l i k e l y  w o u l d  set a n e w  h i g h  p r i c e  to the A l a s k a n  
c o n s u m e r .

T h e  p r e s e n t  sa l e  r e p r e s e n t s  a b a l a n c e  of p u b l i c  va l u e s  
r e g a r d i n g  t h i s  s e r i e s  of issues. T h e  p r o p o s e d  n o n - c o m p e t i t i v e  
s a l e  of N o r t h  C o o k  I n l e t  Gas F i e l d  r o y a l t y  g a s  a p p e a r s  
to be  in the b e s t  i n t e r e s t  of t h e  S t a t e  as a w h o l e  and of 
the K e n a i  and A n c h o r a g e  a r e a  g a s  c o n s u m e r s  m o r e  directly.
T h e r e  is no  loss of r e v e n u e  to the State; t h e  gas sale 
w i l l  be  the g a s  s u p p l y  for the N o r t h  K e n a i  r o a d  area and 
a d d  to the A n c h o r a g e  a r e a  gas r e s e r v e s ;  the s l i g h t  lo s 
o f  p r o d u c t i v e  li f e  of the N o r t h  C o o k  I n l e t  G a s  F i eld is 
o f f s e t  b y  the c o n t i n u e d  s e r v i c e  to the A l a s k a n  g a s  consumers.

i\
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APPROVAL OF THE AGREEMENT FOR THE PURCHASE 
AND SALE OF STATE ROYALTY GAS FROM THE NORTH 

COOK INLET FIELD BETWEEN THE STATE AND
ALASKA PIPELINE COMPANY__________

WHEREAS, Alaska Statutes 38.06.050(3) and 38.05.183 
require that the Alaska Royalty Oj.l and Gas Development 
Advisory Board ("Board") grant to the Commissioner of 
Natural Resources ("Commissioner") written approval for the 
sale, exchange or other disposition of royalty oil or gas, 
and

WHEREAS, Alaska Statute 38.05.182 requires that 
the Board grant its consent to the taking of royalty oil or 
gas in-kind, and

WHEREAS, the Board has been advised by the Commissioner 
of the progress of negotiations and has heard testimony, both 
in public sessions and working sessions, from the purchaser, and

WHEREAS, the Commissioner has now concluded his 
negotiations with the purchaser and has presented to this 
Board for its approval an agreement for the sale of royalty 
gas from the North Cook Inlet field (which gas is identified 
more specifically in the Contract), and

WHEREAS, This Board has carefully reviewed the 
proposed agreement and has received public comment 
on the agreement, and

WHEREAS, This Board finds that the taking of 
royalty gas in-kind to meet the obligations under the 
agreement will serve an important public purpose and be 
of general benefit to the public interest,

NOW THEREFORE, the Alaska Royalty Oil and Gas 
Development Advisory Board hereby grants its approval of the 
"Gas Purchase Contract" between the State of Alaska and 
AlaskA Pipeline Company and further approves the taking in-kind 
of the royalty gas dedicated to this agreement.

This approval relates to that certain agreement
entitled "Gas Purchase Contract" between the Alaska Pipeline 
Company and the State of Alaska dated this day of ,’/ //

1977.

Approve

Date: f y u /  /?77
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APPROVAL OF REQUEST OF COMMISSIONER OF NATURAL RESOURCES 
______TO WAIVE REQUIREMENT OF COMPETITIVE BIDDING_______

WHEREAS, Alaska Statutes 38.06.050(c) and 38.05.183 
(a) and (c) require the Alaska Royalty Oil and Gas Development 
Advisory Board ("Board") grant written approval to the 
Commissioner of Natural Resources ("Commissioner") to 
waive the requirement that royalty oil or gas be sold 
by competitive bid, and

WHEREAS, the Commissioner has submitted to this 
Board a request to waive the requirement of public bidding 
with reBpect to royalty gas from the North Cook Inlet Field, 
and

WHEREAS, the Board has considered the request 
of the Commissioner and finds the Commissioner's reasons 
sufficient to justify a waiver of the requirement fox- public 
bidding in the public interest;

NOW THEREFORE, the Alaska Royalty Oil and Gas 
Development Advisory Board hereby grants to the Commissioner 
of Natural Resources its approval of his request to waive 
public bidding.

This waiver relates to that certain agreement 
entitled "Gas Purchase Contract" between Alaska Pipeline 
Company and the State of Alaska dated thip day of (jpr)J // 

1977. /

Approve

Date:
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APPROVAL OF REQUEST OF COMMISSIONER 
OF NATURAL RESOURCES 
TO REJECT APPLICATIONS______

WHEREAS, Alaska Statute 38.06.050(b) prohibits 
the rejection of applications for the purchase of royalty 
oil or gas by the Commissioner of Natural Resources 
("Commissioner") without the approval of the Alaska Royalty 
Oil and Gas Development Advisory Board ("Board"), and

WHEREAS, the Commissioner in conjunction with 
his request for the sale of royalty gas to Alaska Pipeline 
Company requests that he be allowed to reject applications 
in conflict with the proposed safe, and

WHEREAS, this Board has reviewed all other applications 
for the purchase of royalty gas and heard public comment 
thereon,

NOW THEREFORE, this Board hereby grants its 
approval to reject applications to the extent such 
applications are rendered infeasible or impossible by 
the contracts for the sale of royalty gas approved by this Board 
on this date.

This approval relates to that certain agreement 
entitled "Gao Purchase Contract" between Alaska Pipeline 
Company and the State of Alaska dated this day of fjprO 

1977. /■

Approve

D.i I i' <p, /911.______



I '’l
flff , -

APPROVAL OF THE AGREEMENT FOR THE TAKING 
AMD GATHERING OF STATE ROYALTY GAS BETWEEN 
THE STATE OF ALASKA AND PHILLIPS PETROLEUM 

COMPANY ______

WHEREAS, Alaska Statutes 38.06.050(a) and 38.05.183 
require that the Alaska Royalty Oil and Gas Development 
Advisory Board ("Board") grant to the Commissioner of 
Natural Resources ("Commissioner") written approval for the 
sale, exchange or other disposition of royalty oil or gas, 
and

WHEREAS, Alaska Statute 38.05.182 requires that 
the Board grant its consent to the taking of royalty oil or 
gas in-kind, and

WHEREAS, the Board has been advised by the Commissioner 
of the progress of negotiations and has heard testimony, both 
in public sessions and working sessions, from the Lessee, and

WHEREAS, the Commissioner has now concluded his 
negotiations with the Lessee and has presented to this 
Board for its approval an Agreement for the sale of royalty 
gas from the North Cook Inlet (which gas is identified more 
specifically in the Agreement), and

WHEREAS, This Board has carefully reviewed the 
proposed agreement and has received public comment 
on the agreement, and

WHEREAS, This Board finds that the taking of 
royalty gas in-kind to meet the obligations under the 
agreement will serve an important public purpose and be 
of general benefit to the public interest,

NOW THEREFORE, t he Alaska Royalty Oil nd Gas 
Development Advisory Board hereby grants its approval of the 
Agreement between the State of Alaska and Phillips 
Petroleum Company and further approves the taking in-kind 
of the royalty gas dedicated to this agreement.

This approval relates to that certain "Agreement" 
to take in-kind royalty gas from the North Cook Inlet 
between the State of Alaska and Phillips Petroleum Company.
Dated A o n '/  //___________, 1977.

Approve Disapprove

' L  ft?. J
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STATE 
of A L A S K A

1
./

4 ‘
Wf-- A P u c ^  

'P A Jjte r 
R fU  Ca.

t o .  p  DATE: M a r c h  7, 1977
G u y  M a r t i n ,  C o m m i s s i o n e r  
Dept, o f  N a t u r a l  R e s o u r c e s  file no

/  J  TELEPHONE NO:

W i l s o n  C o n d o n / J u r i s d i c t i o n  of the A P U C  
D e p u t y  A t t o r n e y  "General subject o v e r  P h i l l i p s  P e t r o l e u m

P i p e l i n e
FROM: A t t o r n e y

4 +  / '

T h i s  is in r e s p o n s e  to y o u r  m e m o r a n d u m  o f  F e b r u a r y  24, 
197/, in w h i c h  y o u  a s k  i f  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  
w o u l d  h a v e  j u r i s d i c t i o n  o v e r  a p i p e l i n e  o p e r a t e d  b y  P h i l l i p s  P e­
t r o l e u m  if S t a t e - o w n e d  r o y a l t y  gas is t r a n s p o r t e d  o v e r  that p i p e­
l i n e  to N o r t h  K e n a i  Road, w h e r e  it w o u l d  b e  s o l d  b y  the S t a t e  to 
A l a s k a  P i p e l i n e  C o m p a n y ,  a w h o l l y  o w n e d  s u b s i d i a r y  o f  A l a s k a  Gas 
a n d  S e r v i c e .  M y  c o n c l u s i o n  is t h a t  the A P U C  w o u l d  n o t  h a v e  j u r i s­
d i c t i o n  o v e r  the P h i l l i p s  P e t r o l e u m  C o n p a n y  p i p e l i n e .

T h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  h a s  j u r i s d i c t i o n  
o v e r  " p u b l i c  u t i l i t i e s "  w h i c h  a r e  d e f i n e d  b y  A S  4 2 . 0 5 . 7 0 ( 2 )  as 
f o l l o w s :

" p u b l i c  u t i l i t y "  or " u t i l i t y "  i n c l u d e s  e v e r y  c o r p o r a t i o n
( w h e t h e r  p u b lic, c o o p e r a t i v e ,  or o t h e r w i s e ) , company,
i n d i v i d u a l ,  o r  a s s o c i a t i o n  of i n d i v i d u a l s ,  t h e i r  lessees, 
t r u s t e e s ,  o r  r e c e i v e r s  a p p o i n t e d  by a court, that owns 
o p e r a t e s ,  m a n a g e s  o r  c o n t r o l s  any plant, p i p e l i n e  or 
s y s t e m  for

*  * *

(D) f u r n i s h i n g  b y  t r a n s m i s s i o n  or  d i s t r i b u t i o n  of n a t u r a l  
or  m a n u f a c t u r e d  gas to the A l a s k a  p u b l i c  for c o m p e n s a t i o n ;

*  *  *

" P u b l i c "  is d e f i n e d  by A S  4 2 . 0 5 . 7 0 1 ( 5 )  as follows:

" p u b l i c "  or " g e n e r a l  p u b l i c "  m e a n s

(A) a n y  g r o u p  o f  10 o r  m o r e  c u s t o m e r s  t h a t  p u r c h a s e  
the s e r v i c e  o r  c o m m o d i t y  f u r n i s h e d  by a p u b l i c  u t i l i t y  
as d e f i n e d  in (2) of  this section; a n d

(B) a n y  u t i l i t y  p u r c h a s i n g  the p r o d u c t  o r  s e r v i c e  or 
p a y i n g  for the t r a n s m i s s i o n  of  e l e c t r i c  energy, n a t u r a l  
or m a n u f a c t u r e d  gas, o r  p e t r o l e u m  p r o d u c t s  w h i c h  are r e ­
sol d  to a groxip i n c l u d e d  in (A) o f  this p a r a g r a p h  or 
w h i c h  are u s e d  to p r o d u c e  the s e r v i c e  o r  c o m m o d i t y  sold 
to the p u b l i c  by the u t i l i t y .
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G u y  M a r t i n ,  C o m m i s s i o n e r  
Dept, o f  N a t u r a l  R e s o u r c e s

M a r c h  7, 1977 
P a g e  2

If P h i l l i p s  d e l i v e r s  r o y a l t y  n a t u r a l  gas to the State 
at the w e l l h e a d ,  a n d  the S t a t e  c o n t r a c t s  w i t h  P h i l l i p s  for t r a n s­
p o r t a t i o n  o f  that gas to N o r t h  K e n a i  Road, P h i l l i p s  w i l l  be  r e n­
d e r i n g  a u t i l i t y - t y p e  s e r v i c e  b e c a u s e  it w i l l  b e  e n g a g e d  in the 
t r a n s m i s s i o n  o f  n a t u r a l  gas. P h i l l i p s ,  h o w e v e r ,  w i l l  b e  n e i t h e r  
a " u t i l i t y "  n o r  " p u b l i c  u t i l i t y "  w i t h i n  the m e a n i n g  of the P u b l i c  
U t i l i t i e s  s t a t u t e  b e c a u s e  it w i l l  n o t  b e  f u r n i s h i n g  t r a n s m i s s i o n  
s e r v i c e  to the " p u b l i c "  or the " A l a s k a  p u b l i c . "  P h i l l i p s  w o u l d  be 
f u r n i s h i n g  t r a n s m i s s i o n  s e r v i c e  to the State. T h i s  w o u l d  m a k e  
it a p u b l i c  u t i l i t y  if  1) the S t a t e  is the 1 0 t h  c u s t o m e r  to p u r­
ch a s e  t r a n s m i s s i o n  s e r v i c e  (our a s s u m p t i o n  is t h e r e  are less t h a n  
10 p u r c h a s e r s  o f  t r a n s m i s s i o n  s e r v i c e ) ,  or  2 )if the State is a 
"util i t y .  . . p a y i n g  for t h e  t r a n s m i s s i o n  of. . . n a t u r a l .  . . 
gas. . . w h i c h  is r e s o l d  to [any g r o u p  of  10 o r  m o r e  c u s t o m e r s  
t h a t  p u r c h a s e  the s e r v i c e  o r  c o m m o d i t y  f u r n i s h e d  b y  a p u b l i c  u t i l i  
ty. . 1." T h e  S t a t e  w o u l d  n o t  b e  a u t i l i t y  ( b ecause it does n o t
fit w i t h i n  the d e f i n i t i o n  o f  AS  4 2 . 0 5 . 7 0 1 ( 2 ) ) ,  thus P h i l l i p s  c o u l d  
n o t  b e  a p u b l i c  u t i l i t y  s u b j e c t  to the j u r i s d i c t i o n  o f  the A P U C  
w h e n  it f u r n i s h e s  t r a n s m i s s i o n  s e r v i c e  to the State.

W L C :F H B : b v d

cc: F r e d e r i c k  H. Bo n e s s
A s s i s t a n t  A t t o r n e y  G e n e r a l

R o b e r t  E. S t o l l e r  
A s s i s t a n t  A t t o r n e y  G e n e r a l
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JSTATE
of A L A S K A f  m m m r v

p  D o n  W o l d  date:
E x e c u t i v e  D i r e c t o r
A l a s k a  R o y a l t y  Oil a n d  Gas file n o . 

D e v e l o p m e n t  A d v i s o r y  B o a r d
TELEPHONE NO:

M a r c h  29, 1977

W i l s o n  C o n d o n  /
D e p u t y  A t t o r n e y / G e n e r a l

subject. J u r i s d i c t i o n  of  the
A l a s k a  P i p e l i n e  C o m m i s s i o n  
O v e r  P h i l l i p s  E a s t  C o o k  
I n l e t  Gas L i n e

T h i s  is i n  r e s p o n s e  to y o u r  m e m o r a n d u m  o f  M a r c h  
11, 1977 i n  w h i c h  y o u  a s k  if the A l a s k a  P i p e l i n e  C o m m i s s i o n  
(APC) w o u l d  h a v e  j u r i s d i c t i o n  o v e r  a p i p e l i n e  o p e r a t e d  b y  
P h i l l i p s  P e t r o l e u m  if S t a t e - o w n e d  r o y a l t y  gas is t r a n s p o r t e d  
o v e r  t h a t  p i p e l i n e  to N o r t h  K e n a i  Road, w h e r e  it w o u l d  b e  
s o l d  b y  t h e  S t a t e  to A l a s k a  P i p e l i n e  Com p a n y ,  a w h o l l y  o w n e d  
s u b s i d i a r y  o f  A l a s k a  G a s  a n d  Ser v i c e .  M y  c o n c l u s i o n  is t h a t  
t h e  A P C  w o u l d  n o t  h a v e  j u r i s d i c t i o n  o v e r  the P h i l l i p s  P e t r o l e u m  
C o m p a n y  p i p e l i n e .

T h e  A l a s k a  P i p e l i n e  C o m m i s s i o n  has j u r i s d i c t i o n  
o v e r  " p i p e l i n e s " ,  " p i p e l i n e  f a c i l i t i e s "  and " p i p e l i n e  c a r r i e r s " .  
A S  4 2 . 0 6 . 6 3 0 ( 1 0 )  d e f i n e s  " p i p e l i n e  c a r r i e r "  as:

. . . t h e  owner, i n c l u d i n g  c o r p o r a t i o n s  

. . ., o f  a n y  p i p e l i n e ,  as the t e r m  is 
d e f i n e d  i n  this s ection, or a n y  i n t e r e s t  
i n  it;

A S  4 2 . 0 6 . 6 3 0 ( 9 )  d e f i n e s  " p i p e l i n e "  o r  " p i p e l i n e  f a c i l i t y "  as:

. . . .  a l l  the f a c i l i t i e s  of  a t o t a l  s y s t e m  
o f  p i p e  . . .  i n  this s t a t e  u s e d  by  a 
p i p e l i n e  c a r r i e r  for t r a n s p o r t a t i o n ,  for 
h i r e  a n d  as a c o m m o n  ca r r i e r ,  of o i l  or 
g a s  f o r  d e l i v e r y ,  sto r a g e ,  or f u r t h e r  
t r a n s p o r t a t i o n ,  a n d  i n c l u d i n g  all 
p i p e ,  p u m p  a n d  c o m p r e s s o r  s t a t i o n s ,  
s t a t i o n  e q u i p m e n t ,  and all o t h e r  f a c i l i t i e s  
u s e d  or  n e c e s s a r y  for an i n t e g r a l  l i n e  o f  
p i p e  to e f f e c t u a t e  the t r a n s p o r t a t i o n  f r o m  
p o i n t  to point, e x c l u d i n g ,  h o w e v e r ,  gas 
p r o c e s s i n g  pl a n t ,  h e a t e r s  and s e p a r a t o r s ;
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D o n  W o l d  ' - 2 -  ' M a r c h  29, 1 9 7 7

T h e  s a l i e n t  p o r t i o n  o f  the a b o v e  d e f i n i t i o n  is 
w r i t t e n  in t h e  c o n j u n c t i v e ,  i . e . , to be a " p i p e l i n e "  or 
" p i p e l i n e  f a c i l i t y "  u n d e r  the A l a s k a  P i p e l i n e  C o m m i s s i o n  
Act, A S  4 2 . 0 6  et s e q ., a p i p e l i n e  f a c i l i t y  m u s t  b e  u s e d  ", .
. f o r  t r a n s p o r t a t i o n ,  for h i r e  a n d  as a c o m m o n  c a r r i e r  . . 

( e m p h a s i s  added).

O f  c o u r s e  P h i l l i p s ,  in t h e  a r r a n g e m e n t  d e s c r i b e d  
a t  t h e  o u t s e t  o f  t h i s  m e m o r a n d u m ,  w i l l  b e  u s i n g  its p i p e l i n e  
f o r  " t r a n s p o r t a t i o n "  o f  gas. H o w e v e r ,  s i n c e  the s u b j e c t  
p i p e l i n e  is n e i t h e r  o p e r a t e d  b y  P h i l l i p s  "as a c o m m o n  c a r r i e r "  
n o r  is i t  s u b j e c t  t o  t h e  " c o m m o n  c a r r i e r "  c o v e n a n t  r e q u i r e m e n t  
o f  A S  3 8 . 3 5 . 1 2 0  d u e  t o . t h e  fact t h a t  the l e a s e  of s t a t e  
l a n d s  f o r  t h e  s u b j e c t  p i p e l i n e  p r e - d a t e s  t h e  e n a c t m e n t  o f  
t h a t  s t a t u t e ,  the s u b j e c t  p i p e l i n e  w o u l d  n o t  f a l l  w i t h i n  the 
j u r i s d i c t i o n  o f  t h e  A P C  w e r e  the p r o p o s e d  a r r a n g e m e n t  to be  
e n t e r e d  i n t o  b y  P h i l l i p s .

W L C : R M B : j e c
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SKA P IPELIN E COMPANY J
G eneral O ffices Located at 3000 Spenard Road 

P.O. Box 6288 Anchorage. Alaska 99002 / P h o n e  (907) 277-5551 
Telex 25-187

April 15, 1977

Mr. Don Wold, Executive Director

Alaska Oil and Gas Development Advisory Board

Department of Natural Resources

State Office Building

Juneau, AK 99811

Dear Don:

In response to your requests this week, we are writing to summarize 

and describe the essence and the effect of the contract(s) executed by 

the State and Phillips and Alaska Pipeline Company (APC) regarding the 

taking in kind of the State's royalty gas (l/8th) from the North Cook 

Inlet Gas Field.

By way of background, APC's supply until now has come entirely 

from the Kenai gas field, which is owned by Union and Marathon. We have 

had two supply contracts: one for Anchorage, in which delivery to us is

at the Kenai gas field; and one for the North Kenai Road ("Nikiski") 

area, in which delivery to us is at or near the Kenai LNG plant.

The "Anchorage" contract is for a total of 550 BCF (billions of
T*

cubic feet) to be taken (take or pay for) at 26 BCF/year (which is 

72,000 MCFD--72,000 thousand cubic feet per day) by December 31, 1992, 

but with deliverability of 160,000 MCFD on any day throug., December 31,

1985. The basic price for this gas is 244 per MCF until January 1, 1981, 

then 274 until January 1, 1986, and then the defined "area price" for the 

remainder of the contract term. In addition to this basic price we pay

19.54 per MCF for the extra deliverability described above, and the

S U B S I D I A R Y  O F  A L A S K A  I N T E R S T A T E  C O M P A N Y
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19.54 is adjusted each January 1 by the ratio of the published Wholesale 

Price Index (WPI) of the preceding November to the WPI of November, 1974.

At present, the total cost for gas under this "Anchorage" contract is 

45.14 per MCF.
c.

The "Nikiski" contract was for 10 BCF to be delivered from May 1, 1957 

to April 30, 1977, with deliverability of 10,000 MCFD, no take or pay, 

and priced at 1.54 higher than the basic price for "Anchorage" reserves 

as described above. We used the last of the 10 BCF under this contract 

in August of 1976, and thereafter we began taking "Anchorage" reserves 

at Nikiski, priced at the total price of "Anchorage" reserves plus

1.54 per MCF, temporarily (one ye a r  was agreed) pending resolution of a 

longer term supply. We had expected to be using North Cook Inlet royalty 

gas as the replacement for "Anchorage" reserves at Nikiski, and still 

expect to be doing so upon the implementation of the royalty gas contracts 

as revised this year.

We selected North Cook Inlet royalty gas because we believed, and still 

believe, this gas will be available to us and our customers at a lower 

price than any other "new" reserves. This gas is under contract (as '

LNG) to June 1, 1984 for export to Tokyo and its cost to us is approximately 

754 per Mcf immediately, rising to 854 when compressors are installed, 

with certain escalation as described in the revised contracts. In 

comparison, Pacific Alaska LNG is offering $1.45 for similar gas from ;

Cook Inlet (without the same deliverability of our "Anchorage" reserves), 

with escalations. We do not have proof of the $1.45 pricing, but it can 

be verified by the State. Thus, we see,the royalty gas to be available
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