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Gilliland agreed that the applicability of the Horth Slope 
Borough ordinances to activities taking place in NPR-A would be 
part of the planning process. This means that the ELM could 
decide to apply them but that they were not automatically 
incorporated into the plan. He also noted that there was no 
local hire provision in the bill, wnich produced substantial 
discussion about the need for such provision. Gilliland and 
Curt McVie agreed that this was a point that deserved additional 
examination and indicated a willingness to have the Department 
consider taking a position on such a provision in the letter of 
transmittal of the bill to Congress or in the testimony of the 
Administration on the bill, inasmuch as it was too late to make 
any change to the legislation at this point.

Follow-up activities.

1. We should draft for the Department of the Interior an 
analysis of the need for an affirmative action program 
mentioning the adverse economic as well as societal 
impacts of not utilizing local residents. We should 
also draft appropriate language for such provision.

2. We should write to the Department requesting that 
they include reference to such a provision in their 
testimony or in the letter of transmittal to Congress.

3. We should attempt to have inviluded in the legislation 
a specific guarantee of a portion of the state's 
revenue being allocated to the North Slope Borough.

4. We should examine other National conservation areas, 
and BLM regulations regulating activities in those 
areas, to identify deficiencies in the management 
program that should be addressed in the legislation or 
in Report langaage.

cc:- Conrad Bagne Oliver Leavitt
Tom Smythe Larry Dinneen
Jon Buchholdt Jim Wickwire
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DEPARTMENT OF LAW
OFFICE OF THE ATTORNEY GENERAL POUCH K -S T A T E  CAPITOL 

JUNEAU. ALASKA 99811

April 26, 1982

Honorable Bettye Fahrenkamp 
Chairwoman, Senate Resources Committee 
Alaska State Senate 
Twelfth Legislature 
Pouch V
Juneau, Alaska 99811

Re: SB 835 (National Petroleum Reserve-Alaska
Trust Fund). Our File No. 366-619-82

Dear Senator Fahrenkamp:

SB 835, which would 
revenues the state receives
federal oil and gas leasing in the National Petroleum Reserve- 
Alaska, presents a numoer of serious legal questions in its 
current form.

establish 
from the

a trust fund account 
federal government

for
from

The first question is raised under Article IX, Sec- 
tior 7 of the Alaska Constitution, which provides in pertinent 
part: "The proceeds of any state tax or license shall not be
dedicated to any special purpose, except as provided in Sec­
tion 15 of this article or when required by the federal govern­
ment for state partic pation in federal programs." The Depart­
ment o: Law and the Legislative Counsel have disagreed over the 
rea h of this prohibition. Our department has construed the 
prc bition broadly to apply to all "public revenues" (e.g., 
taX'.-ui, license fees, revenues from the sale or disposition of 
natural resources, etc.); the Legislative Counsel has inter­
preted it narrowly as reaching only tax and license revenues. 
On April 23, 1982, the Alaska Supreme Court adopted the
Department of Law's broader interpretation in State v.
Alex, ___ P.2d , Op. No. 2488 (Alaska, April 23, 19T2yi See
Slip Op. at p . "20. As a result, we believe the revenues which 
the bill addresses -- i.e., those that the state would receive 
from the federal government as the result of federal oil and

NPR-A -- are subject to the prohibition.gas leasing in

However, 
prohibition "when 
participation in

there is an exception to the dedicated fund 
required by the federal government for state 
federal programs." The pertinent portion of

C3-CSLH
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P.L. 96-514, 94 Stat. 2964, which directs payment of the-money 
to the state, attaches certain conditions to the state's 
receipt of that money: The state may use it "for (a) planning,
(b) construction, maintenance, and operation of essential 
public facilities, and (c) other, necessary provisions of public 
service: Provided further, (_That in the allocation of such
funds, the State shall give priority to use by subdivisions of 
the State most directly or severely impacted by development of 
oil and gas leased under this Act.'M In other words, the funds 
received from the' federal * government must . be dedicated to 
planning, construction, maintenance, and operation of essential, 
public facilities, and other necessary provisions of public 
service. In addition, impacted political subdivisions must be 
given priority in the allocation of the funds-.

We believe the establishment of a trust ' fund into 
which all the federal revenues are placed immediately upon 
receipt from the federal government is both permissible under 
Article IX, Section 7 of the Alaska Constitution and desirable 
in that it will ease the administrative task of demonstrating 
to the federal government that the funds received have been • 
expended for the purposes and in the manner requited by the 
federal Act. However, it also i-s our opinion that the explicit 
provisions of the law establishing the trust fund cannot impose 
conditions on the use of the money which exceed these "required 
by the federal government for state participation" in the 
federal program -- i.e., those in the federal Act. Since it is 
only the federal conditions which except the funds from the 
general dedicated fund prohibition, we believe the only condi­
tions. which may be attached to the funds are those required by 
the federal Act. ' .

As a result, we believe the directive in Section 2(c). 
of SB 835 to pay a minimum of 50 percent of amounts in the fund 
to the North Slope Borough violates the dedicated fund prohibi­
tion because the federal Act doos not require it for state 
participation. In addition, the directive in Section 2(d) that 
remaining amounts in the fund may be spent only "in conjunction 
with the exploration of the National Petroleum Reserve in 
Alaska and a program of competitive leasing of oil and gas from 
that reserve" also violates' the prohibition, again because the 
federal Act does not require it. The federal Act simply does 
not impose the^e restrictions on the use of the funds received 
by the state.'
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Another question raised by SB 835 stems from Arti­
cle II, Section 19 of the Alaska Constitution, which provides 
in pertinent part: "The legislature shall pass no local or
special act if a general act can be made applicable." l.:-e 
problem here is that SB 835 specifically names the North Slope 
Borough as a recipient of amounts from the fund established. 
However, nothing in the federal Act requires that the North 
Slope be named, and it'is obvious that a general act can be 
made applicable and satisfy the terms of the federal Act simply 
by "giv[ing] priority to use by subdivisions of the State? most 
directly or severely impacted by development of oil and gas 
leased under this Act." * That is' the language of the federal 
Act, so using that language would satisfy that condition of the 
federal Act. It is language of general applicability to all 
subdivisions which might be impacted by NPR-A development, and 
therefore would be a general (not local or special) act within 
the meaning of the Alaska Constitution.' (We also would point 
out that the North Slope Borough may not be the only political 
subdivision impacted by oil and gas leasing in NPR-A. In the 
reserve, Barrow is a first class city and Wainwright and 
Nuiqsuit are second class cities.- Moreover, development in 
NPR-A may have an impact on other political subdivisions along 
the pipeline corridor or, it is conceivable, any other route
chosen to transport the oil and gas produced -- i.e., Nome, 
etc. This potential impact on other political subdivisions 
demonstrates the advisability of couchir."’ the bill in terms of 
a general act, not a local or special ace directed only to the 
North Slope Borough.)

Another problem stems from Article II, Section 13 of 
the Alaska Constitution, which provides in pertinent part:
"Bills for appropriations shall be confined to appropri­
ations." The problem in SB 835 is the Section 2(c) directive 
to pay money to the affected subdivisions (in the bill's 
current form, only the North Slope Borough). Specifically, 
Section 2(d) describes that directive as an appropriation. If 
it is an appropriation, it is an appropriation in a general act
and not in a bill confined to appropriations as required by the
Constitution. This conclusion is reinforced by the provision 
in Section 2(d) that amounts remaining in the fund after the 
payment to the subdivisions cannot be’ expended without appro­
priation by the legislature. To avoid' this problem, the bill 
could be amended simply to require appropriation by the legis- 
"TaTrure— prlTST^lany expenditure of funds in the trust account, 
giving the legislature discretion to appropriate funds to 
impacted subdivisions or for other purposes permitted under the
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Following my testimony on SB 835 at the Senate Resour­
ces Committee meeting on April 23, 1982, I met with Tom Smythe 
and Robert DuPere, representing the North Slope- Borough, and 
Resa King of the Committee staff. We seemed to reach general 
agreement that some minor modifications to the bill would 
satisfy the constitutional concerns while remaining true to the 
basic thrust of the proposed bill. My notes indicate that f-he 
following changes were contemplated:

1. Page 1, lines 12-15 should be amended to read 
(material to be deleted' is capitalized and in brackets; new 
material is underlined): "(1) The United States Congress, by
P.L. 96-514 (94 Stat. 2964, December 12, 1980), [APPROPRIATED
$107,001,000 FOR A PROGRA.M OF] provided that the state shall 
receive 50 percent of receipts derived from competitive leasiiTg 
of oil and gas in the National Petroleum Reserve in Alaska;" 
This change would eliminate any confusion regard ing the
$107,001,000 federal appropriation which is for administration 
of the leasing program, not an appropriation to the state. The
state will only receive money under the federal Act after the. 
program begins generating lease revenues.

2. Page 1, lines 24-26 should be amended to read: 
"The fund shall consist of funds [APPROPRIATED TO IT BY THE 
LEGISLATURE EQUAL TO THE AMOUNT OF FUNDS] received by the state 
from the federal government under P.L. 96-514." This would 
establish the constitutionally-permissible dedicated fund.

3. Subsection (c) of Section 2, which, begins on
page 1, line 29, and continues to page 2, line 4, should be
deleted in its entirety and replaced with the following:

(c) The commissioner of revenue shall pay 
to the subdivisions of the state most 
directly or severely impacted by development 
of oil and' gas leased under the federal Act 
the amount appropriated by the legislature 
from the fund for that purpose. It is the 
intent of the legislature that the amount 
appropriated for payment to the subdivisions 

. equal 50 percent of the amount received from 
the federal government under the federal
Act, and that this percentage be reviewed 
every five years following passage of this 
Act.
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This would indicate the legislative intent of sharing the 
revenues with impacted political subdivisions without violating 
the dedicated fund prohibition by_ imposing conditions beyond 
those required by the federal Act... It also avoids the local 
and special legislation problem, as well as the problem regard­
ing an appropriation in a bill not confined to appropriations.

4. Page 2, lines 5-10 should be amended to read: 
"(d) Amounts received by the state under (a) of this section 
[WHICH ARE NOT APPROPRIATED IN ACCORDANCE WITH (c) OF THIS 
SECTION] shall be used by the state, subject to appropriation 
by law, for the following activities and services [IN CONJUNC­
TION WITH THE EXPLORATION OF THE NATIONAL PETROLEUM RESERVE IN 
ALASKA AND A PROGRAM OF COMPETITIVE LEASING OF OIL AND GAS FROM 
THAT B.ESERVE]:" This avoids any dedicated funds problem by 
eliminating those conditions which exceed those required by the 
federal Act.

5. Subsection (e) of Section 2, appearing on page 2, 
lines '5-20, should be deleted in its entirety.

6. Subsection (f), beginning on page 2, line 21, and 
ending on page 3, line 1, should be amended to read:

"(f) amounts paid to [THE NORTH SLOPE 
BOROUGH] subdivisions under (c) of this 
section shall De used by the [NORTH SLOPE)
BOROUGH] subdivisions only for the following 
activities and services in conjunction with 
[THE EXPLORATION] development on the Nation­
al Petroleum Reserve in Alaska and a program 
of competitive leasing of oil and gas from 
that reserve:

"(1) planning;

"(2) construction, maintenance, and opera­
tion of essential public facilities by the 
[NORTH SLOPE BOROUGH] subdivisions; and

"(3) other necessary public services 
provided by the [NORTH .SLOPE BOROUGH] 
subdivisions."

This change is necessary to avoid the local and special legis­
lation problem.
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In addition, it was suggested that a committee letter
of intent be drafted to the effect that, at the present time,
the North Slope Borough is the only political subdivision of
the state which will be most directly or severely impacted by
oil and gas leasing in NPR-A.

I believe these comments accurately reflect the 
concensus of our work group. However, the other individuals 
present may have some further suggestions for change..

Finally, I must' indicate that these comments are not 
intended to represent the Administration's policy position on 
this bill. Rather, they are provided in the nature of a 
drafting service to overcome the constitutional and other legal 
problems which we believe are presented by the bill in its 
current form. If we can be of further assistance in this 
regard, please contact us at your earliest convenience.

Sincerely,

WILSON L. CONDON
ATTORNEY GENERAL

By:
G. Thomas Koester 

Assistant Attorney General
i

GTK:dim

cc: Honorable Don Bennett
Honorable M.E. Dankworth 
Co-Chairmen, Senate Finance Committee

Tom Smythe 
• Robert DuPere 
Keith Specking



REPORT LANGUAGE FOR HR 7724 

Provisions Affecting Exploration of 

National Petroleum Reserve in Alaska

The bill provides ?191, 251,000 to initiate and carry out the 

leasing of the National Petroleum Reserve in Alaska, a Federa] 

land holding of 23 million acres which is entirely located on the 

North Slope of Alaska. In addition to providing funds, the House 

bill provides substantive requirements directing the Secretary 

how such leasing is to be carried out. The Committee has agreed 

to the House provisions, with certain changes. The Committee 

believes that private leasing of the NPRA is extremely important 

and that it should proceed as expeditiously as possible. It is 

important, however, that the Congress also provide guidance to 

the Secretary on how that leasing should take place.

The social, economic, and environmental conditions in the 

Arcuic are extremely fragile. The sudden influx of workers and 

money into an area can be extremely disruptive to the local 

community and put a strain on governmental services. There is 

also great potential for harm to the environment from the equip­

ment and other activities associated with the exploration and 

development. Therefore, it is extremely important that the 

Secretary develop and implement a leasing program that gives 

proper consideration to the effects on the local community and 

political jurisdiction whose lands involved will be most directly



affected by the economic and social impacts. Because of these 

concerns, the Committee has made several changes in the House 

bill.

First, the House bill exempted the lease program from 

.Sections 202 and 603 of the Federal Lands Policy and Management 

Act of 1976. While the Committee agrees that those sections of 

FLPMA should not operate to delay the .leasing program, the 

sections would also have provided authority for important inter­

action between the Secretary and the State and local governments. 

The Committee considers it very important that the Secretary 

consult with the State and local jurisdictions regarding the 

lease program and insure important State and local decisions 

regarding land use control, environmental protection and preser­

vation of subsistence use by local residents are made part of 

any leasing program. The Committee amendment would require the 

Secretary to recognize and insure application of these local 

requirements, even though the FLPMA sections are otherwise not 

applicable. The Committee believes that this will not delay the 

lease program in any way.

Second, the Committee has added language that will lead to 

greater participation in the jobs and business contracts associ­

ated with the leasing program by disadvantaged Native groups. 

Natives have historically gained the least from the economic 

activity associated with oil and gas development. Efforts were 

made in connection with construction of the Trans-Alaska pipeline



'nd the proposed Alaska Natural Gas Transportation System to 

■■'ncourage hiring of Natives. The unemployment rate for Natives 

in the North Slope is perhaps the highest in the country and it 

is appropriate that they have a role in "he development of the 

resources from the area in which they live. This amendment makes 

more explicit the Federal goal that Natives have a preft ’ence in 

the employment and contracts that will be generated by the leas­

ing program of NPRA authorized by the bill.

Third, the Committee recognizes that the impacts of oil and 

gas development increases costs for local governmental units. In 

addition, the Committee considers it important that such local 

jurisdictions share in the financial rewards associated with the 

development of resources of land within their jurisdictions, even 

though fee ownership may still be with the Federal government.

The House bill provides that 50% of the lease sale proceeds, the 

royalties, and other income from the NPRA be returned to the 

State of Alaska, with a directive that the State allocate the 

funds to benefit the jurisdictions most affected by the develop­

ment of NPRA. . — ..

The Committee supports the concept of returning funds to 

local jurisdictions but is concerned that those funds be avail­

able to benefit the jurisdictions most directly affected by the 

development and the -:..cr ivities that produce the income. Tho 

State is subject, understandably, to pressures from jurisdictions 

throughout the state for distribution of its revenues; past



experience indicates that certain areas, particularly those less 

populated, may not rece;ve distribution appropriate to their 

needs or to the impacts that they have suffered. Furthermore, 

the State has restricted the authority of local jurisdictions to 

.raise revenues by taxing property associated with oil and gas 

development This has had its most serious impact on those loca­

tions where the oil and gas exploration and development is taking 

place and substantial amounts of property are located. Conse­

quently, the Committee has preserved the 50% allocation to the 

State and its local jurisdictions but has directed distribution 

within the state so that a reasonable portion goes to the North 

Slope Borough, the local jurisdiction most affected by develop­

ment of NPRA; the NPRA is composed of lands located totally 

within the North Slope Borough boundaries. Given the priority
t

set forth in the House bill that the funds go to the jurisdic­

tions most impacted by development, the Committee considers it 

appropriate to make the allocation explicit in the bill.

Finally, the Committee ha?; rejected the request by the

Administration that Cne bill require transfer of the Barrow gas 

field, which at present is under the jurisdiction of the 

Secretary of the I; <,erior. The gas from that field is essential 

to life in Barrow, *r northernmost community. The gas is used 

for heat and electricity, and a reliable supply of gas is neces­

sary during the severe Arctic winters. While the Committee 

agrees that the source and cost of long-term energy supplies f<~>r
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Barrow, as well as other North Slope Borough Villages, should be 

examined by the Secretary and discussed with the local community, 

it is inappropriate for tht Congress to direct that a transfer 

take place in advance of studies and other data that demonstrate 

how energy supplies can best be funded. The Committee wants to 

avoid hurriedly choosing an unrealistic operating situation which 

might endanger the continued supply of fuel for heat to the 

community.

The leasing of NPRA provides a good opportunity for the 

Secretary to study energy needs on the North Slope and determine 

how North Slope Villages, including Barrow, car. gain access to 

indigenous energy supplies. While the Barrow gas field would 

obviously not be included in any leasing program, the Secretary 

should consider lease conditions on tracts which will be leased 

that will guarantee access to any discovered oil or gas by the 

villages. Following development of such information, the 

Congress will be better able to respond in an appropriate manner 

to the Administration's request for transfer of the Barrow gas 

fi e l d s .
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Despj-te the fact that commercial petroleum prospects 

for NPRA have been substantially downgraded by the United 

States Geological Service and Department of Natural 

Resources as a result of past Federally sponsored drilling 

programs the potential impacts, in fact, may be greater. 

Past drilling indicates the possibility of a reasonably 

large number of smaller fields rather than the giants or 

super giants forecast in the past. If this is the case, 

production would probably await the development of groups of 

smaller fields which would collectively represent a 

commercial undertaking. Collectors would link these small 

fields to a pipeline running to TAPS. The tracts receiving 

bids during the January 27, 1982, NPRA lea.se sale and their 

pattern substar ». this belief. This type of development 

scenario necev u.y would disturb a larger area as well as 

beir.g more difficult to service.

In contrast to Prudhoe Bay, the impacts of NPRA 

development will be at the doorstep of four of the eight

permanent Borough communities (Barrow, Nuiqsut, Atkasook,
*

and Uainwright). The indirect or secondary impacts of the 

Prudhoe Bay development, discounting primary impacts, 

created drastic cultural, social and economic disruptions 

for the permanent Inupiat population. Impacts forced change 

upon the resident population, not at their own making, and 

required them to organise a local governmental unit to 

represent th'' ir interests. With the development of NPRA the
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pressures will be more direct and perhaps more devastating 

unless mitigation measures can be taken.

Senate Bill 835 will provide a portion of the funding 

required to address forthcoming impacts. With Prudhoe Bay 

and the Kuparuk experience, future Borough approaches to 

industrial impacts will involve direct yet cooperative 

State/industiv/Borough planning and provision of basic 

consolidated services within the fields as well as within 

the communities. The result of Borough involvement 

pr noting consolidation of facilities and services will 

result in more efficient, less disruptive development and 

therefore less detrimental impact.

The Federal law, Department of Interior and Related 

Agencies Appropriations Act of 1980, contains the following 

language:

Provided, that . . . (9) all recipients
from sales, rentals, bonuses, and 
royalties on leases issued pursuant to 
this Act shall be paid into the Treasury 
of the United States: Provided, that 50
per centv.m shall be paid by the 
Secretary of the Treasury semiannually, 
as soon as practicable after March 30 
and September 30 each year, to the State 
of Alack;' for (a) planning, (b) 
construction, maintenance and operation 
of essential, public facilities, and (c) 
other necessary provision of public 
service: Provided further, that in the
allocation of such funds the State shall 
give priority to use by subdivisions of 
the State most directly or severely 
impacted by development of oil and gas 
leased under this Act.

was in part a result the cooperative effort'of the State and

-3-



the North Slope Borough in working with the Administration 

and the Congress.

Since NPRA is Federal reserve lands, there was no 

requirement tor Federal revenue sharing. In fact, there was 

7ocal opposition _ from influential Administrative and 

Congressional officials to sharing with the State. The 

Administration considered draft language to include only the 

Borough since NPRA lies almost totally within the Borough. 

However, Governor Hammond's opposition to direct revenue 

sharing rather than a pass through and the Borough's belief 

that the Borough alone would be limited to the 25 percent 

precident for local revenue sharing established in worldlife 

range rnd refuge law, prompted the Borough to jointly seek 

revenue sharing with the State. The joint State/Borough 

effort resulted in the State receiving 50 percent of the net 

Federal receipts with a proviso that the State would pass 

through funds to directly or severely impacted local 

governmental units.

Although the Administration introduced legislation in 

both the House and the Senate, Senator Stevens, in a 

sophisticated legislative maneuver, extracted the 

appropriate NPRA lease sale language from the Administration 

bill and included it as a part of Interior Appropriations. 

NPRA leasing was permitted and the revenue sharing 

preserved. However, the remainder of the Administration 

bill which dealt in large part with environmental 

constraints and enforcement provisions is dormant and

-A-



probably will not be resurrected. This places a great 

burden upon the State and the Borough to ensure efficient, 

environmentally sound development.

In summary, the North Slope Borough urges the prompt 

enactment of Senate Bill 835 to provide the Borough with the 

means of ameliorating impacts occasioned by the development 

of petroleum leases in NPRA. In providing this pass through 

of funds, the Borough will use these funds for the planning, 

construction, maintenance and operations of public 

facilities and other necessary provisions of services 

resulting from NPRA lease sales.
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Original sponsor: Adams

IN THE HOUSE BY THE RESOURCES COMMITTEE

CS FOR HOUSE BILL NO. 298 (Resources)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

THIRTEENTH LEGISLATURE - SECOND SESSION

A BILL
*•

For an Act entitled: "An Act establishing a National Petroleum Reserve,

Alaska, special revenue fund; and providing for an

effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section . FINDINGS. The legislature finds that

l) the United States Congress, by 43 U.S.C. 1337 (P.L. 96-514), 

provided that the state shall receive 50 percent of receipts derived from 

competitive leasing of oil and gas in the National Petroleum Reserve in 

Alaska;

(2) virtually all of the National Petroleum Reserve in Alaska 

lies within the corporate limits of the North Slope Borough, a home rule 

political subdivision of the state; and

(3) because of the continuing nature of the congressional appro­

priation a special revenue fund should be established to comply with the 

directive of the federal Act.

* Sec. 2. NATIONAL PETROLEUM RESERVE, ALASKA, SPECIAL REVENUE FUND, 

(a) The National Petroleum Reserve, Alaska, special revenue fund is estab­

lished. The fund shall consist of money received by the state from the 

federal government under 43 U.S.C. 1337 (P.L. 96-514).

(b) The commissioner of revenue shall manage the special revenue fund 

in accordance with AS 37.10.070.

(c) The commissioner of revenue shall pay to those subdivisions of 

the state that are most directly or severely impacted by development of oil 

and gas leased under 43 U.S.C. 1337 the amount appropriated by the

-1- CSHB 298(Res)
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legislature from the fund for that purpose. It is the intent of the legis­

lature that the amount appropriated for payment to the subdivisions equal 

25 percent of the amount received from the federal government unde^ A3 

U.S.C. 1337 and that this percentage be reviewed by the legislature every 

five years following the effeccive date of this Act.

(d) Amounts received by the state under (a) of this section shall be 

used by the state, subject to appropriation by law, for the following

activities and services:

(1) planning;

(2) construction, maintenance, and operation of essential public 

facilities; and

(3) other necessary public services.

(e) Amounts paid to subdivisions of the state under (c) of this 

section shall be used by the subdivisions only for the following activities

and services :Ln conjunction with development of the National Petroleum

Reserve *n Alaska and a program of competitive leasing of oil and gas from 

that serve:

(1) planning;

(2) construction, maintenance, and operation of essential public 

facilities by the subdivisions; and

(3) other necessary public services provided by the subdivi­

sions .

* Sec. 3. This Act takes effect immediately in accordance with AS 01.- 

10.070(c).

CSHB 298(Res) -2-
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1 IN THE HOUSE BY ADAMS

2 HOUSE BILL NO. 298

3 IN THE LEGISLATURE OF THE STATE OV ALASKA

4 THIRTEENTH LEGISLATURE - FIRST SESSION

5 A BILL

6 For an Act entitled: "An Act establishing a National Petroleum Reserve,

7 Alaska, special revenue fund; and providing for an

8 effective date."

9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 * Section 1. FINDINGS. The legislature finds that

11 (1) the United States Congress, by 43 U.S.C. 1337 (P.L. 96-514),

12 provided that the state shall receive 50 percent of re.eipts derived from

13 competitive leasing of oil and gas in the National Petroleum Reserve in

14 Alaska;

15 (2) virtually all of the National Petroleum Reserve in Alaska

16 lies within the corporate limits of the North Slope Boroc^h, a home rule

17 political subdivision of the state; and

18 (3) because of the continuing nature of the congressional appro-

19 priation a special revenue fund should be established to comply with the

20 directive of the federal Act.

21 * Sec. 2. NATIONAL PETROLEUM RESERVE, ALASKA, SPECIAL REVENUE FUND.

22 (a) The Nctional Petroleum Reserve, Alaska, special revenue fund is estab-

23 lished. The fund shall consist of imney received by the state from the

24 federal government under 43 U.S.C. 1337 (P.L. 96-514).

25 (b) The commissioner of revenue shall manage the special revenue fund

26 in accordance with AS 37.10.070.

27 (c) The commissioner of revenue shall pay to those subdivisions of

28 the state that are most directly or severely impacted by development of oix

29 and gas leased under the federal Act the amount appropriated by the

-1- HB 2 9 8
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/'1 legislature from the fund for that purpose. ^  It is the intent of the

2 legislature that the amount appropriated for Payment to the subdivisions
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3 equal 30 percent of the amount/received from the federal government under

4 the federal Act"^ and that this percentage be reviewed by the legislature

5 every five years following the passage of this Act.

6 (d) Amounts received by the state under (a) of this section shall be

7 used by the state, subject to appropriation by law, for the following

8 activities and services:

9 (1) planning;

10 (2) construction, maintenance, and operation of essential public

11 facilities; and

12 (3) other necessary public services.

13 (e) Amounts paid to subdivisions of the state under (c) of this

14 section shall be used by the subdivisions only for the following activities

15 and services in conjunction with development of the National Petroleum

1G Reserve in Alaska and a program of competitive leasing if oil and gas from

17 that reserve:

18 (1) planning;

19 (2) construction, maintenance, and operation of essential public

20 facilities by the subdivisions; and

21 (3) other necessary public services provided by the subdivi-

22 sions.

23 * Sec. 3. This Act takes effect immediately in accordance with AS 01.-

24 10.070(c).

HD 298 -2-
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94 STAT. 2964 PUBLIC L A W  96-514-DEC. 12, 1980

42 use G.708. 
42 USC 6S04.

43 USC 1712, 
17?2.

42 USC 6.702.

43 USC 1337.

1
Judicial review. 
Publication in 
Federal 
lU'Kiater.

EXPLORATION OP N A T IONAL P E T R OLEUM RESERVE IN ALASKA

For necessary expenses of carr 'ing out the provisions of section lM 
of Public Law 94-258, and for - ,nducting hereafter and with fun-** 
appropriated by this Act and by subsequent appropriation Acts, 
notwithstanding any other provision of law and pursuant to su*“ 
rules and regulations as the Secretary may prescribe, an expeditious 
program of competitive leasing of oil and gas in the National 
Petroleum Reserve in Alaska, $107,001,000, to remain available ur.tu 
expended: Provided., That (.1) activities undertaken pursuant to Ous 
Act shall include or provide for such conditions, restrictions, anil 
prohibitions as the Secretary deems necessary or appropriate to 
mitigate reasonably foreseeable and significantly adverse effects cm 
the surface resources of the National Petroleum Reserve in Alaska 
(the Reserve); (2) the provisions of section 202 and section 603 of 
Federal I-ands Policy and Management Act of 1976 (90 Stat. 1<43) 
shall not be applicable to the Reserve; (3) the first lease sale shall be 
conducted within twenty months of the date of enactment of this Aĉ 
Provided, That the first lease sale shall be conducted only aft*/ 
publication of a final environmental impact statement if such is 
deemed necessary under the provisions of the National Environmea; 
Lai Policy Act of 1969 (42 U.S.C. 4332); (4) the withdrawals established 
by section 102 of Public Law 94-25S are rescinded for the purposes of 
the oil and gas leasing program authorized herein; (5) bidding system* 
used in lease sales shall be based on bidding systems included m 
section 205(aXl) (A) through (H) of the Outer Continental Shelf Land* 
Act Amendments of 1978 (92 Stat. 629); (6) lease tracts may encom­
pass identified geological structures; (7) the size of lease tracts maybe 
up to sixty thousand acres, as determined by the Secretary; (S) each 
lease shall be issued for an initial period of up to ten years, and shall 
be extended for so long thereafter as oil or gas is produced from tke 
lease in paying quantities, or as drilling or reworking operations, a* 
approved by the Secretary, are conducted thereon; and (9) all receipt 
from sales, rentals, bonuses, and royalties on leases issued pursuant 
to this Act Bhall be paid into the Treasury of the United States 
Provided, That 50 per centum thereof shall be paid by the Secretary 
of the Treasury semiannually, as soon as practicable after March 33 
and September 30 each ycur, to the State of Alaska for (a) planning,
(b) construction, maintenance, and operation of essential public 
facilities, and (c) other necessary provisions of public service: 
vidcd further, That in the allocation of such funds, the State shall 
give priority to use by subdivisions of the State most directly or 
severely impacted by development of oil and gas leased under this 
Act.
Any agency of the United State .1 and any person authorized by the 

Secretary may conduct gcc’ogical and geophysical explorations in the 
National Petroleum Reserve in Alaska which do not interfere with 
o,orations under any contract maintained or granted previously. 
Any information acquired in such explorations shall he subject to the 
conditions of 43 U.S.C. 1352(nXlXA).
Any action seeking judicial revic.v of the adequacy of any program 

or site-specific environmental impact statement under section 102 of 
the National Environmental Policy Art of 1969 (42 U.S.C. 4332) 
concerning oil and gas leasing in the National Petroleum Reserve- 
Alaska shall he barred unless brought in the appropriate District 
Court within 60 days after notice of the availability of such statement 
is published in the Federal Register. Any proceeding on such action



J M a s d m  jifette legislature

H O U S E  O F  R E P R E S E N T A T I V E S  

COMMITTEE ON RESOURCES

JOHN RINGSTAD, CO-CHAIRMAN 
RICHARD SHULTZ, co-chairman 

POUCH V 
JUNEAU. ALASKA 99311 

(907) 465-3715

To: Committee Members

From: Committee Staff 

Date: February 8, 1984

Rt: HB 293,, establishing a National Petroleum Reserve, Alaska, fund

I . Overview

This bill establishes a "National Petroleum Reserve, Alaska, 
Special Revenue Fund." It would be funded by receipts from the federal 
government for leasing of oil and gas tracts in the National Petroleum 
Reserve, Alaska (NPRA). The federal act (Public Law 96-514) requires 
that 50% of all sales, rentals, bonuses, and royalties on leases issued 
shall be paid to the State of Alaska.

I I . History.

During the 12th Legislative Session, SB 835, a very similar piece 
of legislation to HB 298, passed both the House and Senate, but was 

vetoed by the Governor. The main reason for his veto was because the 
bill created some constitutional problems, namely, it created a dedicat- 

:,j ed fund, (see Art. IX, Sec. 7, of Alaska Constitution)

In 1980, Congress approved Public Law 96-514. This law required 
that 50% of all sales, rentals, bonuses and royalties received from 
federal oil and gas leases in the National Petroleum Reserve, Alaska, be 
paid to the State of Alaska

Part of this Public Law provided that the priority use of these 
funds be used by the subdivisions of the state that were most directly

i impacted by the development of oil and gas leases in the NPR-A. (see
enclosed Public Law 96-514, highlighted section) The law states that:

$ "That in the allocation of such funds, the State shall give
priority to use by subdivisions of the State most directly or a
severely impacted by development of oil and gas leased under
this act." I

Note that this clause does not address how much should go to the
impacted subdivision, nor does it say how to determine what is an "im- j
pacted subdivision". Thus the questions arise as to who determines what 
areas are impacted the most and also what criteria will be used. Under 
HB 298, these decisions are to be made by the Commissioner of Revenue, 
with the .id of intent language in the bill.

Currently, from conversation with DNR, there has been two sales 
within the NPR-A, totalling $66,887,505. Of this, the State received 
50%, or $33,443,752. Thus, under HB 298, the State as a whole would 

receive 50% of this, or $17,997,687, and the impacted subdivisions would 
receive $17,997,687.
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ANALYSIS (HB 298)

This bill establishes a "National Petroleum Reserve, Alaska, Special 
Revenue Fund." It would be funded by receipts from the federal 
government for leasing of oil and gas tracts in the National Petroleum 
Reserve, Alaska (NFPA). The comissioner of revenue is to invest the 
fund. Monies of the fund are to be approiriated by the Legislature, half 
to the state and half to subdivisions in the state directly affected by 
oil and gas development in the NPRA.

Costs will be incurred; however, due to the fact that amount and grade of
oil in the NPRA has not been determined, the size of the fund is

unknown. Safekeeping, accounting, audit, and commission costs would be 
incurred each year the fund exists. This fund would be invested with the
General Fund, but accounted for separately.



United States Department of the InteriorOFFICE OF THE SECRETARY WASHINGTON, D.C. 20240
Honorable Eben Hopson 

Mayor of North Slope Borough 

Eox 69
Barrow, Alaska 99723 

Bear Eben:

The Naval Petroleum Reserves Production Act of 1976 ins' the
Department of the Interior to submit to Congress by January 1, 1980, leg- 
islation suggesting the best procedures for petrolexin development of the 

National Petroleum Reserve in Alaska (t’PP.-A). This legislation must con­
sider the economic and environmental concerns which affect both management 
of the lands and the best procedures for pursuing the petroleum potential 

of this area.

kith your assistance, and that of many others, the Department has completed 

a great deal of study on NPP.-A, and has prepared legislation vl ich will be 
sent to Congress v/ithin the statutory deadline. The Secretary has assignee 
me the lead role in representing the Administration or. this legislation, 

and my first objective is to continue the excellent working relationships 
which have been formed during the various studies. To begin, I wo.ild like 

to sponsor, at your earliest opportunity, a briefing and discussion ces­

sion, at which time we will outline the various provisions of the legisla­
tive approach proposea by the Department. While the bill itself is still 
in the internal clearance process of the Executive branch, I have attached 

a copy of the Secretary's letter to the President setting out the features 
of our proposal.

Eased on work you have done during the study period, and other expression*, 
of opinion, I believe you will be pleased with the direction and balance of 
the proposed legislation. Hie basic proposal is for ELM management of the 

area, which is to be designated as a National Conservation Area.

Frocpt oil and gas exploration through a leasing program is emphasized, ard 

is coupled with the creation of several special management areas to protect 

the unique surface resources of the UCukok Uplands, Teshekpuk Lake area, 
the Colville P>iver Valley and Icy Cape/Kasegaluk lagoon. In addition, the 

legislation protects continued subsistence uses of the area for local rural 
residents and sets up broad, flexible leasing authority for the region.
..cat important, the legislation provides for extensive public participation 

in developing the land use plan and leasing program. Other provisions arc



set out in the Secretary's letter, but these are the key concepts. We 

believe we have constructed a bill which is sensitive to the environmental 
and social needs of the NPR-A region while fostering the necessary 
p' :roleura exploration to meet the energy demands of the nation as a whole.

We are extremely interested in meeting with you informally as soon as pos­
sible to discuss the proposal which we will be presenting to Congress. I 

an anxious that these sessions begin soon and continue into next year, so 
that we work together toward a satisfactory program for this important 
area.

I intend to do as much as I can personally to lead these discussions, but 
I do not want to delay starting them if I cannot attend. To facilitate 
this, I have asked Curt McVee, the Alaska State Director for the Bureau of 
Land Management, Jerry Gilliland, the Secretary's representative in Alaska 

and Diane Josephy of ray staff, to set up early meetings with you since I 
have no plans to travel to Alaska before the first of the year. Of course 
if you are in Washington, please let me know so that both BLM Director 
Frank Gregg and I can discuss this issue with you.

I look forward to meeting with you on the proposed legislation and on the 
plans for the future of this region.

With best regards, I am

Sincerely,

Guy R. Martin 
Assistant Secretary for 
Land and Water Resources

Enclosure 

cc: v/Mr. Tom Sraytht'
Mr. John Bucholdt



LETTER OF INTENT 
TO ACCOMPANY 

CSHB 298 (Resources)

It is the intent of the Legislature that the Department of Revenue 
rely on the fo)lowing analysis of Committee Substitute for House Bill 
298 (Resources) and P.L. 96-514, Title 1, Sec. 100 when administering 

this Act. In particular, it is the intent of the Legislature that the 
Department determine if a subdivision is "most directly or severely 
impacted" by oil and gas development in the National Petroleum Reserve - 
Alaska for purposes of Sec. 2(c) of this Act in a manner consistent with 
the analysis of such impacted communities provided in this letter of 

intent.

CSHB 298 (Res) implements the revenue-sharing provisions of P.L. 
96-514, Title 1, Sec. 100 (1380) dealing with the Interior Department's 
oil and gas leasing program ir. the National Petroleum Reserve - Alaska. 
This leasing and revenue shading program was part of the Interior 
Department Appropriations Act of 1981.

CSHB 298 (Res) establishes a state program which carries out the 
legislative intent of the federal act, which states as follows:

"That 50 per centum thereof (rentals, bonuses, royalties, etc.) 
shall be paid by the Secretary of the Treasury ... to the State of 
Alaska for (a) planning; (b) construction, maintenance, and 
operation of public facilities; and (c) other necessary provisions 

of public service.
PROVIDED FUEThER, that in the allocation of such funds, the State 
shall give pr:.ority to use by subdivisions of the state most 
directly or severely impacted by development of oil and gas leased 
under this section." 42 U.S.C. Sec. 6508

The purpose of this provision is to provide a source of funds for 

dealing with impacts related to the NPR-A oil ano gas leasing program. 
The provision states that the funds are to be used for "planning," for 
"construction," and "operation of public facilities" and for "other 

necessary" public services. The purpose was also to allocate these 
funds to communities where the impacts ore "most directly or Severely" 
felt . The provision requires the state to give "priority" to 
subdivirions "most directly or severely impacted" by the NPR-A leasing 

program in "the allocation of such funds." This will rule out the 
possibility of a statewide revenue-sharing program or even one designed 
to ameliorate oil and gas development impacts in general. The purpose 
is restricted by federal low to communities suffering the effects of the 

NPR-A leasing program.

The federal provision does not expressly define further than this 
which communities could qualify for impact ct.uds. Certainly the North 
Slope Borough would qualify since the program affects the Borough in the 
most "direct" way possible, being entirely inside of it. This is



consistent with the statutory predecessor to the federal revenue-sharing 
provision. P.L- 94-258 (1976), which transferred jurisdiction over the 
NPR-A from the ] avy to the Interior Department, authorized the Secretary 

to assist impacted communities "located on or near the reserve as a 
direct result of the exploration and study activities, Sec. 107.

The language in the 1980 Act allows the State more leeway in 
allocating funds to local communities than the 1976 Act; nonetheless, 
the intention is to abide by the limitation that funds be allocated to 
communities "most severely or directly impacted." This bill should be 
implemented with the degree of flexibility necessary to cover such 
eventualities, but restrained by the purpose of the federal provision.

This approach would also be consistent with similar interpretations 
of the courts of federal law and federal programs. The U.S. Supreme 
court recently interpreted the Coastal Zone Management Act's "directly 
affecting" language in the SECRETARY OF THE INTERIOR v. CALIFORNIA. The 

court found that for an affect to be direct there had to be a 
significant, physical alteration of an area; in this case, California s 
coastal zone. When Congress adopted the Coastal Energy Impact Program 
(16 U.S.C. 1456 (a)) it limited loans and grants to coastal states and 
local governments actually in the coastal zone. Also, Senator Stevens' 
OCS revenue-sharing bill, S.800, would qualify only coastal local 
governmentr to receive OCS revenue-sharing funds. Thus, in other, 
similar situations, both Congress and the courts narrowly relate direct 
affects on a geographic basis, providing a sound, factual underpinning 
to federal revenue sharing for adverse affects of specific federal 

programs.

Representative John Ringstad, 
Co-chairman, House Resources Committee
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THE LEG IS LA ill KL Ut THE bl'AlE Or ALASNA
TWELFTH LEGISLATURE 

FISCAL NOTE

Laso oj-Hrm/
• (ZM/vn’Wec.

I. REQUEST
Bill/Resolution Number: _________________________________
Title: Establishing a National Petroleum Reserve. Alaska. Special Revenue
Fund

CSS3 835(Fln) (5/10/82)

Requested by: 
Date: 5/13/82

Senate Finance Committee

II. FISCAL DETAIL 
Agency Affected: Department of Revenue
Program Category Affected: Revenue Collection and Management
BRU, Program, or Subprogram(s) Affected: Treasury Management
(Note: If more than one budget component is affected, separate line-item 

amounts and furling for each eomp> .lent in the analysis section.)

EXPENDITURES (Thousands of Dollars/
FY 82 _FY 83 FY 84 

_______

FY 85 I FY 86 FY 87

100 PERSONAL SERVICES - 15.7 • 17.3
1

- -

200 TRAVEL - - - | - -
300 CONTRACTUAL - 48.0 48.0 - | - -
400 COMMODITIES - 2.0 2.0 | - -
500 EQUIPMENT - - - | - -
600 LAND & STRUCTURES - - - | - -
700 GRANTS,CLALMS,ETC - - - | - -
800 MISCELLANEOUS - — -

mt . " 1 - -

TOTAL -
_

65.7 67.3 —
1

-INDETERMINATE— —

FUNDING (Thousands of Dollars)

GENERAL FUND I - I 65.7 I
FEDERAL FUNDS I - I - I
OTHER (Specify Source)! I I

67.3 I

■I-
I

- I

POSITIONS
•I-

FULL TIME 
PART TIME 
TEMPORARY

- I - I
I -11/6mm I 1/6mm I
I ' - I - I - I 
.| 1 1 1.

- I

■I-

III. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)

Establishes a National Petroleum Reserve, Alaska, Special Revenue Fund. Consists of 
amouncs received by it from federal government for leasing of oil & gas tracts in 
National Petroleum Reserve, Alaska. Commissioner of Revenue to Invest fund. Monies 
to be disbursed as grants and used directly by legislative appropriation from fund.

Personal Services for half-time Accounting Tech. II (14,G) for
accounting/reporting/allocation/distribution. Contractual Scrvies: Comm. $5.0; Print
& Adv. $5.0; Safekeeping and related reporting/accounting $32.0; Audit $3.0; Misc. 
$3.0.
Above analysis of costs valid for range of rocelpts/ave. fund balance of $50-100 
million, use of special revenue fund char, is not a separately invested fund but with 
separate accountability. FY 85-87 listed as indeterminate because rate of drawdown 
unknown. Xf,
IV. DATE: May 13, 1982 FREPARED BY: Anselm C. Staack, Treasury

AGENCY: 
PHONE:Original: Legislative Finance 

cc: Budget and Management
Prime Sponsor (First Legislator Named) 

33-001 (Rev. li/Sl)

Comptroller 
Dept, of Revenue, Treasury Dlvison 
465-2350
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STATE OF ALASKA
FISCAL NOTE

I. REQUEST

Bill/Resolution No: HB 298_________
Title: National Petroleum Reserve
Alaska Special Revenue Fund_________

Sponsor: Adams________________________

II. FISCAL DETAIL

Revision Date . 1983

i: REVENUE

Requestor: Resources and Finance

EXPENDITURES/REVENUES: (Thousands of Dollars)

Program Category Affected: Revenue

Collection and Management 

BRU, Program of Subprogram(s) Affected: 
Treasury Management________________________

I
OPERATING

1 FY 83 I FY 34 I FY 85 I FY 86 I FY 87 I FY 88

J_________I______ I________I_______ I_______ I_____
I 100 PERSONAL SERVICES

j 200 TRAVEL
| 300 CONTRACTUAL
j 400 COMMODITIES

i 500 EQUIPMENT
j 600 LANDS & STRUCTURES

| 700 GRANTS, CLAIMS, ETC.

I

I. TOTAL OPERATING | INDETERMINATE- j

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)
i GENERAL FUND 

| FEDERAL FUNDS 
j OTHER (Specify Source)

POSITIONS:
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MEMORANDUM

rO: Mayor Eben Hopson
North Slope Borough

Edward Hopson 
President
Arctic Slope Regional Corporation

FROM: G. William Frick,

RE: Summary of NPR-A Meeting

This memorandum will summarize the meeting held with, 
representatives of the Arctic Slope Regional Corporation, North 
Slope Borough and others in Anchorage on December 7, 1979. The 
persons who attended the meeting are on the attached list.

A. Arctic Gas Pipeline

The first item of discussion was a presentation by Jack 
Bachman (907-27L-2900), the Alaska representative of Northwest 
Pipeline, who provided an update on the Salt Lake City meeting 
between Mayor Hopson and other Borough representatives, and John 
McMillian and Northwest Pipeline staff. Bachman indicated that 
Northwest Pipeline was pleased with the interest of the North 
Slope Borough to participate -in some manner in the project and 
was interested in providing an opportunity for the local as well 
as state involvement if possible. He did note that state actions 
thus far had been disappointing. He indicated that Northwest 
Pipeline hoped to begin civil'construction in 1981, begin laying 
pipe in 1982, and finish the line in the warm weather of 1985.



He pointed out that the Northwest Pipeline Company has no 
direct responsibility for the ;^nditioning plant, although it 
is extremely interested in its construction as an essential part 
of the overall system. While the state has indicated it wants 
to do "something" on the conditioning plant, it has not yet 
formulated a position. Bachman did note that moving the condi­
tioning plant to Fairbanks would prevent the pipeline from be3 4g 
built. Northwest Pipeline is looking at producers as "overrun 
insurance," who will be turned to if necessary for completion 
of the line; the Department of Justice has problems with pro­
ducers owning the line. Larry Dinneen pointed out that ARCO has 
expressed interest in knowing what the North Slope Borough and 
ASRC plan to do regarding the conditioning plant.

Mayor Hopson expressed concern about the failure of the 
North Slope Borough to have been consulted on issues surrounding 
the conditioning plant and the pipeline that affect the North 
Slope Borough. He also emphasized that while NSB had proposed 
having some involvement,- it was subject to further decisions and 
negotiations involving the NSB and ASRC.

Follow-up actions from the discussion with Bachman are;

1. This firm is to contact Howard Butner, Vice President 
for Finance of Northwest Alaska Pipeline in Washington. 
Butner apparently has a variety of studies and other 
documents regarding various financial schemes for 
financing the pipeline that may be of use to the NSB
in reviewing its potential participation.

2. This firm is to develop a brief analysis summarizing 
what nas transpired with the gas pipeline to date
and to prepare recommendations to the Borough on what 
future actions to take on this issue.

B. NPRA Legislation

The next item discussed was the position of ASRC and NSB 
on the NPRA legislation now being drafted by the Department of 
the interior. Under this legislation NPR-A would be designated 
a "National Conservation Area." Mayor Hopson emphasized that the 
North Slope Borough supported any effort, including private 
leasing, that would open up NPR-A for exploration and development 
as the North Slope Borough's contribution to the national goal 
of improving energy supplies. Mayor Hopson emphasized that the 
Borough has always supported onshore development.

There was general agreement with the basic statutory posi­
tions that DOI had indicated would be included in the legislation.



Conrad Bagne suggested that the bill include provisions allowing 
local access to non-commrrcial and commercial discoveries found 
near communities on the lorth Slope. Herb Bartel pointed out 
that the BLM had already developed several years of planning 
analysis and data on NPR-A and that this experience should not 
be lost in the transition to the NCA management scheme.. In 
particular, with respect to the four areas that were to be given 
special attention, the governmental offices charged with' respon­
sibility for those special areas,' assuming it is not BLM, should 
be required to utilize BLM analysis.

Jon Buchholdt noted that the four areas cited for special 
consideration are possibly the most promising for private 
leasing; the boundaries, terms, and access of those areas should 
be examined carefully to insure development is not precluded.
Herb Bartel also observed that the protection for fishing sites 
should not be limited to designated sites but rather to "systems" 
that would allow movement within fishing areas as the fish popu­
lations, and other influences on fishing, change.

With respect to the leasing systems, it was pointed out that 
a "nominating" system should be used in order to give the Borough, 
as well as the federal government, advance notice of what areas 
should be studied to determine the n^ed for environmental or 
other protection. There was general agreement that any leasing 
system should, to the maximum extent possible., utilize bids that 
would internalize non-economic factors such as environmental 
protection and local hire. In addition, local considerations 
and provisions encouraging participation by small companies 
should be included into a system. Senator Gravel apparently is 
looking into developing such a program independently of the 
Department of the Interior. It was also pointed out that the 
Teshekpuk Lake had already been identified as an area that should 
be protected for the Native community. This should be kept in 
mind as the provisions regulating the Teshekpuk Lake area are 
formulated.

Senator S.tevens joined the meeting at this point and made 
the following-comments:

1. He considers the letter of Acting Secretary Joseph, 
regarding the legislative program of NPR-A, to be 
balanced but is concerned about those areas that DOI 
proposes to "set aside." He also feels that any 
provisions relating to the Mineral Leasing Act may 
present problems.

2. He is concerned about the revenue sharing provisions j  
and feels it may be hard to hold the 5C% now proposed j
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\ to be allocated to the state because of the large
royalty already received by the state from Prudhoe Bay. 
Provisions guaranteeing local shrre from the revenues 
to the state would help maintain this provision;_______

3. He supports the NCA being administered by the BLM but
is concerned about BLM continuing to apply the approaches 
they have traditionally followed under the Mineral Leasing 
Act. Stevens indicated he was meeting with Guy Martin 
on the legislation on December 10.

4. He is quite committed to keeping this bill separate from 
D-2 and indicated that this was the view of Secretary 
Andrus. Senator Stevens cautioned about trying to put 
D-2 related Native amendments on the bill when it comes 
from the House.

5. Senator Stevens vigorously emphasized the need to slow
the Beaufort Sea sale. He is very concerned about drill­
ing in the Beaufort Sea ard faels that the international
situation will result in a compressing of the time for

• leasing of NPR-A.

6. He is very interested in getting small companies
involved in the development of NPR-A.

7. He supports the efforts to find a new agency or
agencies to fund and administer NARL. He mentioned
also the possibility of turning over the gas field 
at Barrow to the North Slope Borough and providing 
authority for requiring federal facilities to pay 
for gas from the field.

In the afternoon we were joined by representatives of the 
Department of the Interior: Gerry Gilliland, Curt McVie, Irene 
Rowan, Jim Wicks, and Ed Eisenson.

Gerry Gilliland outlined the Department's views on the 
legislation. He emphasized that the legislation is to encourage 
oil and gas development while protecting the unique surface 
values and lifestyle of the native residents. BLM is to admini­
ster the area in a multiple use manner and the local residents 
are to assist BLM in land use planning and in its lease program.
He noted also that the bill included language that would lead 
to transfer of the Barrow gas’field to the North Slope Borough.

With respect to leasing, the Department hopes to have a 
minimum time schedule that would result in the first lease within 
twenty months of the legislation. The legislation would provide
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broad leasing authority to the BLM to establish terms and condi­
tions. He emphasized that the authority would allow stipulations 
to protect the environment and require access yet he noted that 
the proposal did not have any corridors specifically set aside.
He said that the bill would provide the Secretary with discre­
tionary authority to lease minerals but only local leasing of 
coal would be specifically allowed. The report from Gilliland 
basically coincided with the information provided in Under­
secretary Joseph's letter.

Gilliland indicated that the legislation was being reviewed 
within the Administration but that there had been no major 
changes proposed. The only objections from other agencies 
involved issues unrelated to the direct administration of NPR-A, 
e.g., the Department of Justice was concerned about anti-trust 
language, some agency was concerned about the size of the 
tracts being too large and thereby inhibiting participation 
by local companies, and there was concern over the name of 
the NCA. Gilliland does not know the exact timetable for 
submission of the bill to Congress but expects it to happen 
before January. He felt it was too late for any additional 
input at this time from the local community although the 
Department remains interested in the local reaction.

With respect to the four special areas he emphasized that 
the bill would only have Congress stating that BLM is to give 
those areas special consideration; it would be left up to the 
BLM, after consultation with an Advisory Committee, to determine 
exactly what those special considerations should be. BLM.proposes 
to use the Federal Land Policy Management Act (FLPMA) planning 
process to establish appropriate restrictions. He also pointed 
out that Section 603 of FLPMA would not apply nor would the 1876 
Mineral Act. This would preclude hard rock mining and provide 
no protection of existing claims. It was pointed out by Charlie 
Edwardson that there might be some outstanding claims that existed 
before the formulation of NPR-A.

Gilliland agreed that the leasing approach authority in the 
bill would allow internalization of costs but such leasing would 
not be mandated by the legislation.

Mayor Hopson emphasized the importance of sharing information 
from prior exploration of NPR-A inasmuch as the data is a key 
factor affecting exploration on the Slope. Mayor Hopson expressed 
his desire that the legislation should turn over leasing totally 
to private companies so that the Federal government would not 
be involved in the actual exploration.



Gilliland agreed that the applicability of the North Slope 
Borough ordinances to activities taking place in NPR-A would be 
part of the planning process. This means that the BLM could 
decide to apply them but that they were not automatically 
incorporated into the plan. He also noted that there was no 
local hire provision in the bill, which produced substantial 
discussion about the need for such provision. Gilliland and 
Curt McVie agreed that this was a point that deserved additional 
examination and indicated a willingness to have the Department 
consider taking a position on such a provision in the letter of 
transmittal of the bill to Congress or in the testimony of the 
Administration on the bill, inasmuch as it was too late to make 
any change to the legislation at this point.

Follow-up activities.

1. We should draft for the Department of the Interior an 
analysis of the need for an affirmative .iction program 
mentioning the adverse economic as well as societal 
impacts of not utilizing local residents, We should 
also draft appropriate language for such provision.

2. We should write to che Department requesting that 
they include reference to such a provision in their 
testimony or in the letter of transmittal to Congress.

3. We should attempt to have included in the legislation 
a specific guarantee of a portion of the state',' 
revenue being allocated to the North Slope Borough.

<. We should examine other National conservation areas, 
and BLM regulations regulating activities in those 
areas, to identify deficiencies in the management 
program that should be addressed in the legislation or 
in Report langaage.

ccr Conrad Bagne Oliver Leavitt
Tom Smythe Larry Dinneen
Jon Buchholdt Jim Wickwire
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PROPOSED HOUSE RESOURCES COMMITTEE 
LETTER OF INTENT TO ACCOMPANY 

HOUSE BILL 298

It is the intent of the legislature that the Department of Revenue rely on 
the following analysis of House Bill 298 and P.L. 96-514, Title 1, Sec. 100 
when administering this Act. In particular, it is the intent of the legis­
lature that the Department determine if a subdivision is "most directly or 
severely impacted" by oil and gas development in the National Petroleum 
Reserve-Alaska for purposes of Sec. 2(c) of this Act in a manner consistent 
with the analysis of such impacted communities provided in this letter of 
intent.

HB 298 implements the revenue sharing provisions of P.L. 96-514, Title 1, 

Sec. 100 (1380) dealing with the Interior Department's oil and gas leasing 
program in the National Petroleum Reserve-Alaska. This leasing and revenue 
sharing program was part of the Interior Department Appropriations Act of 
1981.

HB 298 establishes a state program which carries out the legislative intent 
of the federal act, which states as follows:

"That 50 per centum thereof (rentals, bonuses, royalties, etc.) shall 
be paid by the Secretary of the Treasury...tc the State of Alaska for 
(a) planning; (b) construction, maintenance, and operation of public 
facilities; and (c) other necessary provisions of public service. 

PROVIDED FURTHER, that in the allocation of tuch funds, the State 
shall give priority to use by subdivisions of the state most directly 
or severly impacted by development of oil and gas leased under this 
section." 42 U.S.C. Sec. 6508

The purpose of this provision is to provide a source of funds for dealing 
with impacts related to the NPR-A oil and gas leasing program. The 
provision states that the funds ate to be used for "planning," for 

"construction," and "operation of public facilities" and for "other 
necessary" public services. The purpose was also to allocate these funds 
to communities where the impacts are "most directly or severly" felt. The 
provision requires the state to give "priority" to subdivisions "most 
directly or severly impacted" by the NPR-A leasing program in "the 

allocation of such funds." This will rule out the possibility of a 
statewide revenue sharing program or even one designed to ameliorate oil 
and gas development impacts in general. The purpose is restricted by 
federal law to communities suffering the effects of the NPR-A leasing 

program.



The federal provision does not expressly define further than this which 
communities could qualify for impact funds. Certainly the North Slope 
Borough would qualify since the program affects the Borough in the most 
"direct" way possible, being entirely inside of it. This is consistent 
with the statutory predecessor to the federal revenue sharing provision. 
P.L. 94-258 (1976) which transferred jurisdiction over the NPR-A from the 
Navy to the Interior Department authorized the Secretary to assist impacted 
communities "located on or near the reserve as a direct result of the ex­
ploration and study activities, Sec. 107.

The language in the 1980 act allows the state more leeway in allocating 
funds to local communities than the 1976 act, nonetheless, the intention is 
to abide by the limitation that funds be allocated to communities "most 
sf arly or directly impacted." While this would exclude slow, impercep­
tible or other non-severe or direct growth related impacts in areas outside 
of the Borough, it would not exclude impacts anticipated to be severe and 
direct such as those related to development, production and transportation 
of commercial quantities of oil and gas. Thus, for example, a firm making 
a major discovery of oil in NPR-A might need to significantly expand its 
base of operations in Anchorage, including office construction, placing an 
acute, possibly severe impact on that community. Major pipelines could 
also result in impacts crossing the Borough's boundaries. This bill should 
be implemented with the degree of flexibility necessary to cover such even­
tualities, but restrained by the purpose of the federal provision.

This approach would also be consistent with similar interpretations of the 
courts of federal law and federal programs. The U.S. Supreme Court re­
cently interpreted the Coastal Zone Management Act's "directly affecting" 
language in the SECRETARY OF THE INTERIOR V. CALIFORNIA. The court found 
that for an affect to be direct there had to be a significant, physical 
alteration of an area, in this case, California's coastal zone. Wien 
Congress adopted the Coastal Energy Impact Program (16 U.S.C. 1456 (a)) it 
limited loans and grants to coastal states and local governments actually 

in the coastal zone.- Also Senator Stevens' OCS revenue sharing bill S. 800 
would qualify only coastal local governments to receive OCS revenue sharing 
funds. Thus, in other similar situations both Congress and the courts 
narrowly relate direct effects on a geographic basis, providing a sound 

factual underpinning to federal revenue sharing for adverse effects of 
specific federal programs.
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. ANALYSIS (HB 298)

This bill establishes a "National Petroleum Reserve, Alaska, Special 
Revenue Fund." It would be funded by receipts from the federal 
government for leasing of oil and gas tracts in the National Petroleum 
Reserve, Alaska (NPRA). The comissioner of revenue is to invest the 
fund. Monies of the fund are to be appropriated by the Legislature, half 
to the state and half to subdivisions in the state directly affected by 
oil and gas development in the NPRA.

Costs will be incurred; however, due to the fact that amount and grade of 
oil in the NPRA has not been determined, the size of the fund is 

unknown. Safekeeping, accounting, audit, and commission costs would be 
incurred each year the fund exists. This fund would be invested with the 
General Fund, but accounted for separately.





•' MEMORANDUM State of Alaska
to: Esther Wunnicke date: Hay 5, 1983

Commissioner
Department of Natural Resources fileno:

TELEPHONE NO: 465-3600

fro.'/i: Norman C. Gorsuch subject: Overview of royalty
Attorney General oil contract terms

By; Robert H. Maynard AS??**1 
Assistant Attorney General 
Oil and Gas-Juneau

The state's royalty oil contracts are unique. 
Normally, oil sales contracts are for cash or equal amounts of 
oil, are for a relatively short term (three months to one year), 
and are very short documents (usually no more than three or four
pages).' In fact, large sales of oil are often accomplished
merely by exchanging telex's, with industry custom filling in all 
non-expressed terms of the agreement. The flexibility of each
company to respond to changes and conditions and the concern 
solely with price and quality of the oil sold allows these
contracts to be generally sufficient. In addition, e.ven the.
longer term contracts (up to five years) have clauses that allow 
either party to get out the contract, usually after each quarter, 
if they cannot continue to agree on the price of the oil sold.

The state's contracts, on the other hand, are unique in
that not only are they long term (11 to 25 years), but also they
have extensive and detailed provisions. The reason for the 
general difference is that the state is not in the oil market
with the same goals as private companies. Nor does the state 
have a private company's flexibility.

Also, the state is much more risk adverse than the 
normal oil company. About AO percent of total state revenues 
derive from the money the state gets for its royalty oil. 
Whereas a private company is often willing to "gamble1 on making 
greater profit, the state interest is often more conservative.

Without taking "in-kind", the state would receive what 
the producers receive when they market their own oil. These 
companies, primarily Exxon, Sohio, and Arco, have large and 
expert marketing staffs and are generally able to approach or 
exceed the values the state could receive over the long term by a

02-001A (Rev. 10/79)^
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similar marketing effort. Therefore, if the state decides to 
take its oil in kind it is making a decision that it can get 
greater consideration for its oil when it sells than the 
companies as a whole receive when they market their oil. Under 
certain circumstances this can occur, but it must occur either 
through unusual circumstances or through the offering of a 
benefit for the sale of royalty oil that the companies do not 
offer when they sell their oil in the normal commercial 
transaction.

In any event, the state is otherwise guaranteed a 
certain level of revenues from royalty oil when it leaves it with 
the producers. Taking the oil in kind not only puts an element 
of risk upon the state that the state should try to minimize, but 
also entails other problems that make the sale of the royalty oil 
a more complicated transaction. One of these considerations is 
that the state as a government has procedures for the sale of oil 
that bind its flexibility much more than that of a private oil 
company. For example, the constitution gives the legislature the
power to set the terms and conditions of royalty oil sales. The
legislature in the past has not given (and there are strong
arguments why it should not give)-, complete discretion and
flexibility to one state official in daily transactions for Lhe 
sale of AO percent of the state treasury. The delegation of that 
much control and authority in such a high risk area has been 
viewed by the legislature as too much of a gamble. Consequently, 
the statutes set forth a very detailed and, to a private company, 
cumbersome procedure before the state can commit any significant 
quantities of royalty oil.

Another practical problem is that it would be extremely 
difficult for the state to duplicate the marketing expertise of 
the individual oil companies. First, large staffs would have to 
be manned with experts in the area. It is doubt.ful that the 
state could be able to hire those expert trad'ets on a state
salary system. The only alternative would be co hire those
experts by contract or to give them a percentage of the
transaction.

Even so, the state also doesn't have the backup 
facilities or expertise in the other aspects of oil 
transportation and sale that the majors have acquired. The state 
does not have the ability to instantaneously take oil from or 
give oil back to the producers -- instead, the state must give 
six months notice before it can force the producers to either 
give the state oil or take oil back in case of a problem.
Consequently, the state must be prepared to arrange for or invest

AGO 786370
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in tankers, storage facilities, or other backup systems that
would be necessary to handle oil on any emergency basis.

Because of these and other considerations, the state 
has not attempted to enter the day to day oil marketing business 
in the same manner as the rest of the industry. Not only would 
it be difficult to consistently outperform the majors in that
type of business transaction, but also there are practical and 
political barriers to the state attempting to run its royalty oil 
business in that manner.

Instead, the state has attempted to take advantage of 
unique conditions for the sale of oil or has attempted to offer a 
unique advantage to the purchaser of royalty oil that that 
purchaser could not receive in a normal commercial oil 
transaction. The occurance of conditions for the short term sale 
of royalty oil for greater cash consideration are few and far
between -- they usually depend upon holes in the market created 
by government regulation (e.g., government price controls and
entitlements). And, those short term sales are only available 
for relatively small volumes (20 to 50 thousand barrels a day) of 
oil. Examples of the state taking advantage of unique conditions 
for a sale are the 1979 sale back to the producers of royalty oil 
for the ceiling price (which netted the state approximately three 
to four hundred million dollars) or the auction of state royalty 
oil in 1980, which ultimately netted the state approximately 60 
to 70 million dollars (even with the various bankruptcies and 
some companies walking on the state contracts).

Otherwise, there is only one unique advantage the state 
can offer in the world oil market -- a long-term royalty oil 
contract. The state is the only place in the world where a 
purchaser can receive a long-term guaranteed supply of oil from a 
secure source of supply. That guarantee of a long-term supply 
has some, often unquantifiable, worth which the state can lever 
into additional consideration above the market value of the oil 
itself (since market value is determined by the relatively 
short-term sales of Prudhoe Bay oil).

In offering long-term contracts, however, the state 
entered into an area for which there was no real precedent. 
There were no form contracts or proven provisions for long-term 
oil contracts. As has been seen in the last decade in the oil 
markets, there are many unknown changes in world circumstances 
which will occur over the term of the contract. Thus the 
contract would have to anticipate possible problems and protect 
the state in the event that an unknown danger arose. Not knowing 
the exact nature of that unknown condition made the task much

AGO 786371
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more difficult. In addition, because of the relatively 
cumbersome procedures for disposing of royalty oil, the state has 
much less flexibility in amending a contract when problems arise 
in the future.

One example of this problem is the determination of a 
price for the oil over the long-term. The price of world oil has 
gyrated wildly just in the past six years. Negotiating a price 
term without the benefit of price reopeners over the long-term is 
a difficult task -- no outside' referent (such as OPEC postings, 
product worth, etc.) has proved to be a reliable guide for the 
value of Prudhoe Bay oil from year to year. Thus in negotiating 
for the additional consideration for the long-term nature of the 
contract, the state must first identify the base consideration 
that it would otherwise have received for those years. In other 
words, whether or not the state wishes that additional 
consideration be in cash or in non-monetary benefits (e.g., 
in-state processing or in-state supply), a key term is the 
underlying base consideration representing the short-term value 
of royalty oil for any particular year. An additional, and 
extremely important consideration here is that the monetary 
income for the base price of the royal-ty oil is a large component 
of total state revenues. Thus the price term that nr t be picked 
should not carry with it the risk of the state recei\-xng less fcr 
its oil than it would have if it never entered into a royalty 
contract at all.

The only price term which accomplishes these purposes 
is tying the Fase of the royalty oil to that which the state
would have received from the producers if it had continued to 
take the oil in value rather than in kind. This term would rise 
and fall over time in proportion to the other sales of North
Slope crude oil, and thus be in line with the short-term value of 
that royalty oil. At the same time it would leave the state in 
the exact same position as if it had never taken the oil in kind 
at all.

Therefore the base price for the royalty oil contracts 
is the "in-value" price term. If the state wishes to take the 
additional consideration for the long-term nature of the contract 
in cash, the state would ask for a premium above the in-value 
price (for example, the in-value price plus thirty cents). If 
the state wanted non-monetary consideration, it would simply ask 
for the in-value price, and then provide for that non-monetary 
consideration in other parts of the contract (for example,
requiring that the oil be processed in state).
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As a general matter, the bulk of the royalty oil 
contract, and all of the terms of the contract which are unique 
to the state's sale of oil, revolve around the long-term nature 
of that contract. On the one hand are those terms which deal 
with the additional consideration be given to the state because 
of the long term nature, of the contract.

On the other hand are those terms which protect the 
state from potential adverse consequences of entering into a 
long-term royalty oil contract.' These derive not only from the 
unknowns which would arise from entering into a contact over a 
number of years, but also the problems that the state faces from 
its lack of flexibility if an emergency should arise.

These terms in effect shift the risk of unknown
conditions or advers-' consequences from the state to the 
purchaser. It must be emphasised that these terms also represent 
"consideration" to the state for entering into a long-term 
contract. As an example, if the benefit of a long-term contract 
to purchaser is equal to one dollar, terms protecting the state 
from -adverse consequences over the long-term might be worth AO 
cents of that dollar (like paying for insurance), leaving the
additional consideration available for the cash portion of the 
price term to be only 60 cents. In other words, every time the 
state insists on being protected from adverse consequences, it 
reduces the state's ability to demand greater benefits for 
in-state benefits or cash f-om the purchaser.

And, as a matter of policy, the state has decided that 
if it is to make concessions in the negotiation process, it would 
make no concessions on those provisions which protect the state 
from adverse consequences. Consequently, the state, if 
necessary, would make some concessions in Lhe area of 
guaranteeing the additional benefits, and mike many more 
concessions on those relatively minor benefits that might be 
added to the contract. For example, the state would not budge
from the strigent guarantees that would require the purchaser to
pay the in-value price or guarantee its payment (e.g., a letter 
of credit for 60 days worth of oil which would require no 
documentation whatsoever to be submitted for instant payment 
except for the signature of the Attorney General and the 
Commissioner of Natural Resources). On the other hand, for 
in-state processing requirements the state was willing to give a 
little bio and make those provisions protections against abuse by 
the purchaser rather than absolute guarantees, that certain goals 
would always be reached. In other wbrus, the in-state processing 
and in-state supply provisions provide for minimum benchmarks 
that must be met, and rely upon market conditions in Alaska to
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extract the greater benefits that may be realized. In the Tesoro 
ANS contract, for instance, the contract provides that all oil 
sold must be run through the plant, and at least 32% of that oil 
be converted to products marketed in Alaska. The proposed Tesoro 
plant, however, could produce a much higher percentage of product 
if Alaska demand required. The contract does not demand that 
higher percentage; rather, it relies on the market to realize
that additional in-state use. It should be emphasized that these 
concessions were made in exchange for concessions by the 
purchaser to give the state protection against adverse 
consequences.

Specifically, there are four general types of
provisions that the state has considered essential to protect its 
long-term interest. First, there are terms that insure that the 
state will be paid the amount that it would have received from 
the producers if it had not taken the royalty oil in kind, but 
in tead had left the oil in value (the "in-value price). These 
include provisions that insure that in-value is the price paid,
and assure the payment of that amount in case adverse
circumstances arise. Provisions of the standard contract which 
implement these principles include Article 2.3 (price of royalty 
oil); Article 2.8 (absolute obligations); Article 5 (payments and 
accounting); Article 8.2 (inability to receive oil); Article 14 
(sovereign power of the state); Article 12 (disposal of oil upon 
default or termination); Article 15 (security); Article 19 
(amendment); and Article 23 (interpretations of terms and 
conditions).

Second, there are a group of terms which are designed 
to a rsure that the state is never in physical custody of the oil, 
or is otherwise ieft without someone to pick up the oil at Pump 
Station Number 1. First, such a situation might result in the 
state having to sell the oil at distressed prices without the 
hopes of ultimate recovery from a credit worthy party. Second, 
the state is simply not equipped, both legally and practically, 
to make instaneous dispositions of oil on the spot market. 
Third, because of the limited storage capacity for oil at Valdez, 
it would not take very long for unlifted oil to back up at Valdez 
and potentially shut down the pipeline. Such an event would have 
disastrous consequences on all state revenues. In addition, 
this catagory of terms also provides that the state is never in 
physical custody of the oil: that the transfer of oil from the
producers to the state and the state to its purchaser is an 
instanteous transaction and that all risk passes to the 
purchaser at the time and point the state receives delivery of 
the oil. Thus these provisions provide that the purchaser must 
instaneously accept delivery, that the state can force the

AGO 7863 74



Esther Wunnicke, Commissioner May 5, 1983
Department of Natural Resources Page 7

purchaser to take delivery under all imaginable circumstances, or 
that in an emergency the state can take the oil from a purchaser 
and sell to a third party without interference from the original 
purchaser (this is to prevent the purchaser from tying the 
disposition of oil during a disagreement). Examples of these 
provisions are Article 7 (default), Article 8 (disposition of oil 
upon default or termination), and Article 11 (force majeure).

A third category of _ provisions are those provisions 
that protect the state from the purchaser using an excuse or 
other legal argument to attempt to get out of their obligation to 
pick up the royalty oil and pay for it. Thus the state insisted 
on strigent conditions concerning default, force majeure, and 
provisions which would provide that the state would not warrant 
anything except that it had title to the oil. Examples of these 
provisions are Article 2.1 (quantity); Article 2.2 (quality); 
Article 2.4 through 2.6 (point and time of deliverly, risk,); 
Article 4.1 (measurement); Article 18 (disclaimer of warranties); 
Article 7 (default or termination); Article 8 (disposition of 
o i l ) ; Article 2.8 (absolute obligation); Article 5.7 (late 
payment); and Article 5.3 (payment).

These provisions provide as close to complete 
protection as the state could reasonably devise by a contract. 
In addition, to cover the situation where the purchaser may argue 
that the contract mi6ht be ambiguous or vague when it attempted 
to be applied to some presently unforeseen event, the state 
insisted in Article 23 that such disagreements would first be 
resolved uy *"he commissioner, and that the commissioner would 
make the initial determination of what the word, term, or 
application of that word, term or condition would be. In 
addition, the purchaser contracts to agree to accept that 
interpretation along as there is substantial evidence supporting 
the commissioner's findings, which is a standard of review 
similar to the limited review a court gives a finding of fact by 
a state agency when it is in its regulatory capacity. In 
addition, the state inserted some terms and conditions which 
would allow the state to monitor the purchaser's actions to see 
if there is any indication that the purchaser might be 
considering abandoning its obligations under the contract. Such 
provisions include Article 2.7 (transportation arrangements); 
Article 3.2 -- 3.3 (financial condition); and Article 22
(records).

In these areas the state insisted on extremely 
stringent conditions, and for the most part refused to consider 
any alteration even though it was recognized that these 
conditions would put burdens on the purchaser not matched any
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where in the world under other oil contracts. These provisions 
were born from the experiences the state has undergone over the 
past seven years, including the present price dispute with the 
Alaska Oil Company, a previous bankruptcy of one of the state's 
purchasers (Energy Cooperative, Inc.), and the abandonment of the 
royalty oil contract by Alaska Petroleum Company. These terms 
were reviewed by outside counsel, who also suggested a number of 
the terms inserted in these contracts.

Although it is impossible to totally protect the state 
under all conceivable circumstances simply by a contract, there 
is little question that overall the state has the tightest oil 
contract in the world. Although this is a little like saying a 
person has the best sight in a room full of blind people (given 
the loose and flexible nature of almost all other oil contracts), 
it does provide a quantum level of increased protection for the 
state over any other oil contract known.

Like money spent for insurance, however, some premium 
must be paid by the insistence of the state upon such stringent 
conditions. Again, since the state was not willing to grant any 
concessions on terms it considered vital to protect it against 
risk, the state was not in a position to require as stringent 
provisions in the other terms of the contract dealing with the 
additional consideration. Thus in the in-state processing and 
in-state supply portions of the contract (the non-monetary 
consideration) the state was not able to insist upon stringent 
performance guarantees or other provisions which would require 
the purchaser to produce products in Alaska at a loss or break 
even point. Nor was the state in a position to insist upon 
levels of production or in-state processing which were above 
those reasonably required by Alaska market demand.

Instead, the in-state processing and supply provisions 
provided "sideboards-’' or minimum provisions that would protect 
the state against abuses by the purchaser from the intent of the 
contract. In other words, the state insisted that the oil be 
processed in an in-state refinery, that that refinery actually 
produce significant amounts of products, and that the purchaser 
otherwise exercise its best efforts to produce and market in 
Alaska some minimum quantity of oil products. The state left to 
the local demand the other economic decisions of the local 
refiner to increase production above that minimum quantity to 
either meet demand or increase market share.

Therefore, there are provisions in the contract which 
are designed to assure that to the extent the market in Alaska 
would support the economic processing and marketing of oil

Ma y  5, 1983
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products within the state, the oil sold to the purchaser would be 
processed and marketed in the state. Examples of these articles 
are Articles 2.9 (date of first delivery -- in the Te^oro ANS 
contract); Article 2.10 (performance guarantee and reservation
fee); Article 2.11 (in-state processing); Article 2.12 (best 
efforts); Article 3.5 (option to purchase resid). As a
subsidiary matter, there are also provisions which are designed 
to assure than the purchaser is not asking or taking more oil 
than their in-state needs would require (and thus be actually 
used for some out of state benefit).- Article 2.1 (quantity) and 
Article 2.10 (performance guarantee) are examples of those types 
of articles which are designed to assist in that goal.

Finally, the state negotiated for some additional 
benefits, but did not insist upon many guarantees of those
benefits. These additional minor benefits could someday be very 
valuable, but were not considered the primary consideration for 
the long-term contract. Examples of these provisions are 
Article 3.A (expansion); Article 3.6 (petroleum coke); and 
Article 16 (local hire).

E M M : j  f
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PRESENTATION' BEFORE THE JOINT MEETING OF THE 

HOUSE AND'SENATE RESOURCES COMMITTEE IN JUNEAU, ALASKA

ON APRIL 20, 1983

I AM ROBERT J, ALFREY, GENERAL MANAGER OF THE WESTERN REGION, SUPPLY & 

DISTRIBUTION DEPARTMENT FOR CHEVRON U.S.A. INC. IN SAN FRANCISCO.

FOR MANY YEARS, CHEVRON WAS A NET SELLER OF CRUDE ON A WORLD-WIDE 

BASIS. DURING THAT PERIOD, WE NEVER REQUESTED CONSIDERATION FOR 

PURCHASE OF ROYALTY OIL. HOWEVER, IN THE LAST FEW YEARS, THE WORLD 

SUPPLY OF OIL HAS CHANGED AND CHEVRON HAS BECOME A NET PURCHASER OF 

CRUDE TO MEET THE REQUIREMENTS OF OUR REFINERIES.

CURRENTLY, CHEVRON IS THE ONLY IN-STATE REFINER NOT PURCHASING ROYALTY 

OIL FROM THE STATE UNDER A LONG-TERM CONTRACT. LAST YEAR, WE SPENT 

CONSIDERABLE "IME NEGOTIATING A LONG-TERM CONTRACT WITH THE STATE BUT 

WERE NOT ABLE TO FINALIZE AN AGREEMENT BEFORE THE LEGISLATURE 

ADJOURNED.

SOME OF YOU ARE AWARE THAT WE HAVE BEEN REQUESTING 3P.000 BPD OF 

ROYALTY OIL FROM THE STATE ~  18,000 BPD FOR OUR NIKISKI REFINERY AND

20,000 BPD FOR PROCESSING IN OUR CALIFORNIA REFINERIES -  TO MAKE THE 

MORE THAN 12,000 BPD OF PRODUCTS THAT WE BRING TO ALASKA FROM 

CALIFORNIA. liOTH WESTERN ALASKA AND SOUTHEAST ALASKA ARE SUPPLIED 

FROM OUR CALIFORNIA REFINERIES BECAUSE IT IS MORE ECONOMIC TO DO SO.

P a g e  N o . 1
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THE CALIFORNIA REFINERIES PRODUCE AVIATION GASOLINE AND ASPHALT CHARGE 

STOCK WHICH CANNOT BE PRODUCED BY ANY ALASKAN REFINERY, THE 18,000 

BPD LONG-TERM CONTRACT, WHICH IS THE SUBJECT OF TODAY'S HEARING, ONLY 

PARTIALLY MEETS OUR OBJECTIVE FOR A TOTAL VOLUME OF 38,000 BPD,

WE PLAN TO CONTINUE DISCUSSIONS WITH THE DEPARTMENT OF NATURAL 

RESOURCES FOR THE ADDITIONAL 20,000 BPD OF ROYALTY CRUDE AND WOULD 

HOPE TO HAVE AN EXECUTED CONTRACT THROUGH THE ROYALTY ADVISORY BOARD 

AND WAITING FOR LEGISLATIVE APPROVAL AT THE START OF THE 198A SESSION,

HOWEVER, IT IS ESSENTIAL TO CHEVRON THAT THIS 18,000 BPD LONG-TERM 

CONTRACT BE APPROVED BY THE LEGISLATURE THIS YEAR TO ENSURE OUR HAVING 

A CONTINUOUS SUPPLY OF' CRUDE FOR NIKISK1. SUCH ACTION WOULD BE 

CONSISTENT WITH CONTRACTS THE STATE HAS ALREADY MADE WITH ALL OTHER 

IN-STATE REFINERS, EXCEPT CHEVRON.

WE ARE AWARE THAT SOME QUESTIONS ARE BEING RAISED AS TO THE BEST

DISPOSITION OF ROYALTY OIL INCLUDING COMPETITIVE BIDDING AND EVEN

EXPORT TO JAPAN, CHEVRON REPRESENTATIVES FIRST APPEARED BEFORE THE

ALASKA ROYALTY OIL AND GAS ADVISORY BOARD OVER THREE YEARS AGO AND

REQUESTED THAT THE STATE SELL CHEVRON NORTH SLOPE ROYALTY OIL, AT

THAT TIME, WE SAID IT WAS NOT REASONABLE FOR THE STATE TO EXPECT TO

SELL NORTH SLOPE ROYALTY OIL TO COMPANIES WHICH DO NOT OPERATE-

REFINERIES OR MARKET PRODUCTS IN ALASKA, AND THEN EXPECT EXISTING

ALASKAN REFINER/MARKETERS TO CONTINUE TO BE ABLE TO MEET THE PRODUCT

REQUIREMENTS IN ALASKA WHILE FACING RAPID DECLINES IN CRUDE

AVAILABILITY. THIS STATEMENT IS STILL APPROPRIATE TODAY, AS CHEVRON'S

WORLD-WIDE CRUDE SUPPLY HAS CONTINUED TO DECLINE SINCE THAT TIME,

Pa g e No , 2
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CHEVRON WAS T H E ‘"IRST COMPANY TO MARKET PETROLEUM PRODUCTS IN ALASKA 

STARTING IN 1889 AND HAS SERVED ALASKA CONTINUOUSLY SINCE THAT TIME,

WE ARE THE ONLY STATEWIDE MARKETER AND ARE THE SOLE SUPPLIER OF 

PETROLEUM PRODUCTS IN FOURTEEN COMMUNITIES, CHEVRON SUPPLIES ABOUT

27,000 BPD OR SOME 36 PERCENT OF THE LIGHT PRODUCTS USED IN THE STATE. 

IN ADDITION, CHEVRON OPERATES THE ONLY FINISHED PRODUCT TANKER BASED 

IN. ALASKA -  THE "ALASKA STANDARD" -  WHICH iS DEDICATED TO SERVING 

ALASKANS IN REMOTE AREAS, IN ADDITION TO THIS TANKER, WE HAVE 

EXTENSIVE AND EXPENSIVE BARGING OPERATIONS IN THE BRISTOL BAY, BERING 

SEA AND SOUTHEAST ALASKA AREAS.

CHEVRON BUILT THE FIRST MODERN REFINERY IN ALASKA WHICH STARTED 

OPERATING IN 1963. IN ADDITION TO LIGHT PRODUCTS, WE HAVE 

HISTORICALLY MADE ABOUT 70 PERCENT OF THE STATE'S REQUIREMENT FOR 

ASPHALT AT NIK1SKI AND WILL PROBABLY SUPPLY 100 PERCENT THIS YEAR, AS 

THE OTHER SUPPLIER HAS WITHDRAWN FROM SELLING ASPHALT IN ALASKA,

THE INDUSTRY HAS SEEN REDUCED DEMANDS RESULTING IN EXCESS REFINING 

CAPACITY NATIONWIDE, AND A SUBSTANTIAL NUMBER OF REFINERY CLOSINGS 

HAVE OCCURRED. CHEVRON, TOO, HAS REVIEWED CRITICALLY THE OPERATION OF 

ALL OUR REFINERIES, ABOUT THREE WEEKS AGO, WE ANNOUNCED PLANS TO SHUT 

DOWN ONE OF OUR LARGER REFINERIES ON THE EAST COAST WITH A CRUDE 

CAPACITY OF 168,000 BPD, AS IT WAS NO LONGER ECONOMIC TO PRODUCE LIGHT 

PRODUCTS IN TODAY'S ENVIRONMENT. NEEDLESS TO SAY, WE CONTINUE TO 

MONITOR VERY CLOSELY THE ECONOMIC CONTRIBUTION OF EACH OF OUR 

REFINERIES,
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CHEVRON HAS APPROXIMATELY 190 EMPLOYEES IN ALASKA DIRECTLY ASSOCIATED 

WITH THE VARIOUS OPERATIONS WE ARE INVOLVED IN, IN ADDITION, WE DO

BUSINESS KITH ABOUT 190 INDEPENDENT RETAIL DEALERS WHO EMPLOY 800 

PEOPLE AND 69 JOBBERS AND AGENTS WHO EMPLOY OVER 300 PEOPLE. IN 

TOTAL, CHEVRON'S INVOLVEMENT IN THE PETROLEUM INDUSTRY IN ALASKA 

RESULTS IN THE DIRECT AND INDIRECT EMPLOYMENT OF ALMOST 1300 PEOPLE,

ALL OF YOU ARE QUITE AWARE OF THE ROYALTY INCOME GENERATED FOR THE 

STATE AS A RESULT OF THE PETROLEUM INDUSTRY IN ALASKA. FOR MORE THAN 

TWENTY-FIVE (25) YEARS, CHEVRON HAS BEEN THE OPERATOR OF ALASKA'S 

PIRST MAJOR PRODUCING OIL FIELD -  THE SWANSON RIVER FIELD,

IN ADDITION TO OUR LARGE VISIBLE INVESTMENTS IN ALASKA IN THE NIK I SKI 

REFINERY AND SOME 260 SERVICE STATIONS AND BULK PLANTS THROUGHOUT THE

STATE, WE HAVE MADE LARGE EXPENDITURES -- NOT QUITE SO VISIBLE -  IN

EXPLORING FOR NEW OIL FIELDS, WHICH IF SUCCESSFUL, WOULD GENERATE 

ADDITIONAL ROYALTY INCOME FOR THE STATE, OVER THE PAST FIVE (5) YEARS 

ALONE, CHEVRON HAS SPENT A TOTAL OF $598 MILLION IN CAPITAL 

EXPENDITURES AND OPERATING EXPENSES IN ALASKA IN OUR CRUDE OIL 

EXPLORATION AND PRODUCTION ACTIVITIES, IN ADDITION, OUR MARKETING 

DEPARTMENT CAPITAL EXPENDITURES AND OPERATING EXPENSES HAVE BEEN 

APPROXIMATELY $100 MILLION DURING THIS FIVE (5) YEAR PERIOD FOR A 

COMBINED TOTAL BY CHEVRON OF JUST UNDER $700 MILLION, THIS IS AN 

AVERAGE OF ABOUT $140 MILLION PER YEAR WHICH WAS PUT INTO THE STATE'S

ECONOMY IN ONE WAY OR ANOTHER.

P a g e  No , A
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THE STATE HAS ABOUf 197,000 BPD OF ROYALTY OIL FROM THE NORTH SLOPE, 

INCLUDING KUPARUK, OF THIS VOLUME, ABOUT 81,000 BPD IS COMMITTED TO 

IN-STATE REFINERS UNDER LONG-TERM CONTRACTS AND T HE BALANCE OF ABOUT

110,000 BPD HAS BEEN LEFT WITH THE PRODUCERS, WHO ARE EXPORTING THE 

OIL TO THE LOWER A8 STATES, OVER HALF OF THE VOLUME BEING EXPORTED IS 

GOING THROUGH THE PANAMA CANAL TO THE GULF COAST AREA FOR SUPPLYING 

PRODUCTS IN THAT AREA, AND THE STATE, IS IN EFFECT PAYING THE 

TRANSPORTATION COST FROM ALASKA TO THE GULF COAST THROUGH LOWER 

REALIZATIONS FROM THE PRODUCERS. NONE OF THE THREE LARGEST PRODUCERS 

EXPORTING ROYALTY OIL RETURN PRODUCTS TO ALASKA FOR USE BY THE 

RESIDENTS IN ALASKA. IN CONTRAST, AS MENTIONED EARLIER, CHEVRON 

BRINGS OVER 12,000 BPD.OF PRODUCTS TO ALASKA FROM OUR CALIFORNIA 

REFINERIES TO SUPPLEMENT THE PRODUCTS MADE AT OUR NIKI SKI REFINERY.

ONE OF THE PRODUCTS WE BRING TO ALASKA IS AVIATION GASOLINE, OF WHICH 

CHEVRON SUPPLIES ABOUT 80 PERCENT OF THE STATE'S TOTAL REQUIREMENT,

THE STATE HAS THE ALTERNATIVE OF (1) LEAVING 18,000 BPD OF ROYALTY OIL 

WITH THE PRODUCERS FOR EXPORTING TO THE LOWER A8 TO MAKE PRODUCTS IN 

THE GULF COAST AREA, OR (2) SELLING THIS VOLUME OF ROYALTY OIL TO 

CHEVRON UNDER A LONG-TERM CONTRACT AT A HIGHER PRICE THAN THE STATE 

WILL RECEIV FROM THE PRODUCERS. OUR CONTRACT WILL PROVIDE THAT WE 

REFINE THE OIL IN-STATE AT OUR NIK1SKI REFINERY AND CONTINUE TO SUPPLY 

THE PRODUCT NEEDS OF THE CONSUMERS IN ALASKA INCLUDING DIESEL, HEATINGi
OILS, JET FUELS, AND ASPHALT. A SALE TO CHEVRON WILL RESULT IN ALL 

IN-STATE REFINERS HAVING LONG-TERM CONTRACTS FOR ROYALTY OIL AND
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THEREBY RECEIVING THE BENEFITS OF USING LOWER PRICED ROYALTY OIL FOR 

IN-STATE PROCESSING, I DO NOT BELIEVE ANYONE CAN ARGUE THAT SUCH USE 

OF THE ROYALTY OIL IS NOT IN THE BEST INTEREST OF THE STATE AND ITS 

CITIZENS,

IN CLOSING, WE SINCERELY HOPE THAT THE LEGISLATURE WILL DETERMINE IT 

IS IN THE BEST INTEREST OF THE STATE AND ITS CITIZENS TO MAKE A LONG­

TERM CONTRACT WITH CHEVRON, A COMPANY THAT HAS HISTORICALLY DONE 

BUSINESS IN ALASKA, HAS SIZABLE INVESTMENTS IN THE STATE AND WOULD 

LIKE TO CONTINUE OUR MAJOR INVOLVEMENT IN SERVING.ALASKA,

I WILL BE HAPPY TO ANSWER ANY QUESTIONS THAT YOU MAY HAVE,

THANK YOU.
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C O M M E N T S  T O  

J O I N T  M E E T I N G  O F  T H E  S E N A T E  A N D  H O U S E  

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

A P R I L  2 0 ,  1 9 8 3  

J U N E A U ,  A L A S K A

O n  J a n u a r y  2 6 ,  o u r  B o a r d  o f  D i r e c t o r s  g a v e  t e n t a t i v e  a p p r o v a l  t o

p r o c e e d i n g  w i t h  a  m a j o r  e x p a n s i o n  a n d  m o d i f i c a t i o n  o f  o u r  K e n a i  r e f i n e r y .

T h e  p r o j e c t  i n c l u d e s  a n  i n c r e a s e  i n  c r u d e  o i l  p r o c e s s i n g  c a p a c i t y  f r o m  4 8 , 5 0 0

B / D  t o  8 0 , 0 0 0  B / S D ,  a n  e x p a n s i o n  o f  t h e  e x i s t i n g  a t m o s p h e r i c  g a s o i l  h y d r o c r a c k e r

f r o m  7 , 5 0 0  B  ID t o  9 , 0 0 0  B / D ,  a n d  t h e  c o n s t r u c t i o n  o f  a  1 4  m i l l i o n - c u b i c - f o o t

p e r  d a y  h y d r o g e n  p l a r a t  a n d  1 4 . 2  t o n s  p e r  d a y  s u l p h u r  p l a n t .  A d d i t i o n a l

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

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

t h e  K e n a i  r e f i n e r y  w o u l d  b e  c a p a b l e  o f  p r o c e s s i n g  1 0 0  p e r c e n t  h i g h e r  s u l p h u r

((J A6oui~l0%>
A l a s k a n  N o r t h  S l o p e - t y p e  c r u d e . ^  E n g i n e e r i n g  i s  i n  p r o g r e s s  a n d  o r d e r s  f o r  

m a j o r  p r o c e s s  u n i t s  a r e  r e a d y  t o  b e  p l a c e d .  j?°

T h e  p r o j e c t  i s  e s t i m a t e d  t o  c o s t  $ 8 0  t o  $ 9 0  m i l l i o n  a n d  c o u l d  b e  c o m p l e t e d  

i n  m i d - 1 9 8 4 .  A t  c a p a c i t y ,  t h e  e x p a n d e d  r e f i n e r y  w o u l d  b e  c a p a b l e  o f  s u p p l y i n g  

1 0 0  p e r c e n t  o f  t h e  e x p e c t e d  d e m a n d  i n  o u r  m a r k e t  a r e a  f o r  m o t o r  g a s o l i n e ,  

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

' 8 0 s .

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

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

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

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

a s  w ' c h i n  t h e  l a s t  m o n t h .  T h e  r e s p o n s e  i s  s t i l l  t h e  s a m e :  C r u d e  c a n ’ b e  m a d e

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

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

f o r  a s  m u c h  a s  5 0  p e r c e n t  o f  t h e  t o t a l  v o l u m e .  O b v i o u s l y ,  i t  w o u l d  b e  d i f f i c u l t

t o  j u s t i f y  s p e n d i n g  $ 8 0  t o  $ 9 0  m i l l i o n  o n  a  r e f i n e r y  e x p a n s i o n  w i t h  n o  a s s u r a n c e

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

U K*fi I Ij lyii" (is-oc ’7ctowTo A a d 7*0 1
/ W d  d*- U*i/f 'fe.i.o-rt, pt& klir J t r W  //V lel~)~l'Th< iQĵ qtUljp

fZaxAtl c/wicd {*«■ f&iQeQihi Cfudt Qhosi io fa* fa fa rtfvaJid 10 P»*-
I n  1 9 8 1 ,  t h e  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  i s s u e d  a  b r o a d  s o l i c i t a t i o n

Afpvlto .

f o r  p r o p o s a l s  f o r  t h e  u t i l i z a t i o n  o f  ANS r o y a l t y  c r u d e .  T e s o r o  A l a s k a  w a s  

o n e  o f  2 7  r e s p o n d e n t s  t o  t h a t  s o l i c i t a t i o n .  O u r  p r o p o s a l  w a s  t h a t  w e  b e  a l l o w e d  

t o  p u r c h a s e  a p p r o x i m a t e l y  7 0 , 0 0 0  b a r r e l s  p e r  d a y  o f  ANS r o y a l t y  c r u d e ,  h a l f  

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

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

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

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

i n  i t s  J a n u a r y  1 ,  1 9 8 3  R e v i e w  o f  A l a s k a  R o y a l t y  O i l  d o c u m e n t ,  s t a t e d ,  " S i n c e  

T e s o r o  c o u l d  n o t  m a k e  a  f i r m  c o m m i t m e n t  t o  a n  e x p a n s i o n  a t  t h e  t i m e ,  t h e  S t a t e  

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

I  t r u l y  w i s h  w e  c o u l d  h a v e  m a d e  t h e  e x p a n s i o n  c o m m i t m e n t  i n  1 9 8 1 ,  b u t  

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

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

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

a l r e a d y  i n v e s t e d  o v e r  $ 1 2 0  m i l l i o n  i n  o u r  A l a s k a n  o p e r a t i o n s  s i n c e  r a t h e r  

h u m b l e  b e g i n n i n g s  i n  1 9 6 9  a n d  w i l l  b e  a p p r o a c h i n g  o n e - q u a r t e r  o f  a  b i l l i o n  

d o l l a r s  i n v e s t e d  w h e n  t h e  p r o p o s e d  e x p a n s i o n  i s  c o m p l e t e d .  T h a t  m e a n s ,  

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

n e t  a f t e r  t a x  e a r n i n g s  o f  o u r  A l a s k a n  o p e r a t i o n s  s i n c e  w e  f i r s t  o p e n e d  o u r  

d o o r s  i n  1 9 6 9 .

°  W e  w i l l  h a v e  g r o w n  f r o m  1 4  e m p l o y e e s  i n  1 9 6 9  t o  o v e r  2 0 0  

w h e n  c o m p l e t e  w h h  a  p a y r o l l  i n  e x c e s s  o f  $ ?  m i l l i o n  a n n u a l l y .  

T w o - h u n d r e d - f i f t y  ( 2 5 0 )  t o  3 0 0  w o r k e r s  w i l l  b e  e m p l o y e d  

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

0  S t a t e  i n c o m e  t a x e s  h a v e  i n c r e a s e d  f r o m  $ 4 , 0 0 0  i n  1 9 6 9  t o  

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

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

u s e ,  a n d  e x c i s e  t a x e s  h a v e  i n c r e a s e d  f r o m  $ 8 , 0 0 0  i n  1 9 6 9  

t o  o v e r  $ 7 . 6  m i l l i o n  t o d a y .

0  T h e  p u r c h a s e  o f  l o c a l  g o o d s ,  s e r v i c e s  a n d  s u p p l i e s ,  

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

f r o m  $ 1 . 6  m i l l i o n  i n  1 9 6 9  t o  o v e r  $ 1 3  m i l l i o n  p e r  y e a r  c u r r e n t l y .
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T h i s  r e p r e s e n t s  a  d i r e c t  e c o n o m i c  i m p a c t  i n  A l a s k a  o f  m o r e  t h a n  

$ 2 7 . 5  m i l l i o n  e v e r y  y e a r ,  a n d  g r o w i n g .

T h r o u g h  a g g r e s s i v e  m a r k e t i n g ,  o v e r  1 0 0  d e a l e r s ,  j o b b e r s  a n d  d i s t r i b u t o r s  

a r e  n o w  a f f i l i a t e d  w i t h  T e s o r o ,  p r o v i d i n g  i n  e x c e s s  o f  1 , 2 0 0  a d d i t i o n a l  j o b s  

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

F a i r b a n k s  a n d  K e n a i ,  b u t  i n  m o r e  r e m o t e  a r e a s  s u c h  a s  D e l t a  J u n c t i o n  a n d  T o k  

a s  w e l l .

I n  r e c e n t  F . o y a l t y  B o a r d  m e e t i n g s ,  t h e r e  w e r e  t h r e e  g e n e r a l  a r e a s  o f  

d i s c u s s i o n  r e l a t i v e  t o  t h e  p r o p o s e d  s a l e  o f  A N S  r o y a l t y  c r u d e  t o  T e s o r o  A l a s k a .

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

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

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

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

c o m p a n y .

F i r s t ,  l e t ' s  r e v i e w  t h e  i m p l i c a t i o n  o f  t h e  C h a r t e r  S e c u r i t y  L i f e  I n s u r a n c e  

C o m p a n i e s '  r e c e n t  a c q u i s i t i o n  o f  c o m m o n  a n d  p r e f e r r e d  e q u i t y  o f  T e s o r o  

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

t h e  R o y a l t y  B o a r d ,  t h e  A t t o r n e y  G e n e r a l  a n d  t h e  G o v e r n o r ,  C h a r t e r  S e c u r i t y  

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

t h e y  m a y  o w n  i n  T e s o r o  P e t r o l e u m  C o r p o r a t i o n  t o  n o t  m o r e  t h a n  3 0  p e r c e n t .

O n  M a r c h  1 7 ,  o u r  G e n e r a l  C o u n s e l  t e s t i f i e d  b e f o r e  t h e  R o y a l t y  B o a r d  a s  t o
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t h e  n a t u r e  o f  t h a t  a g r e e m e n t ,  a n d  o u t l i n e d  t h e  n u m e r o u s  c o n s t r a i n t s  p l a c e d  

u p o n  t h e  C h a r t e r  i n s u r a n c e  c o m p a n i e s  w i t h  r e s p e c ;  t o  v o t i n g ,  p r o x y  s o l i c i t a t i o n ,  

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

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

p r e e m p t i v e  r i g h t s  t o  b u y  b a c k  t h e  s t o c k  u p o n  t h e  t e r m i n a t i o n  o f  t h e  a g r e e m e n t .  

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

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

D e w e y ,  B a l l a n t i n e ,  B u s h b y ,  P a l m e r  & W o o d ,  w h o m  y o u  m a y  r e c o g n i z e  a s  

t h e  f i r m  w h i c h  s u c c e s s f u l l y  r e p r e s e n t e d  M a r t i n - M a r i e t t a  C o r p o r a t i o n  i n  t h e i r  

r e c e n t  t a k e o v e r  d e f e n s e .  I n  a d d i t i o n ,  t h e  a g r e e m e n t  h a s  b e e n  r e v i e w e d  

b y  t h e  N e w  Y o r k  S t o c k  E x c h a n g e  a n d  f i l e d  w i t h  t h e  S e c u r i t i e s  a n d  E x c h a n g e  

C o m m i s s i o n .  O f  n o  i n s i g n i f i c a n t  c o n s e q u e n c e  i s  t h e  f a c t  t h a t  t h e r e  i s  a n o t h e r  

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

i n  s e e i n g  C l i a r t e r  S e c u r i t y  L i f e  o r  a n y  o t h e r  c o m p a n y  m a k e  a n  a t t e m p t  t o  t a k e  

o v e r  T e s o r o .  D i r e c t o r s ,  o f f i c e r s  a n d  e m p l o y e e s  o f  t h e  C o m p a n y  a r e  t h e  

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

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

s t o c k  o f  t h e  C o m p a n y .  T h e  c o l d ,  h a r d  f a c t s  a r e  q u i t e  s i m p l e :  E x p e r t  l e g a l  

o p i n i o n  i s  t h a t  C h a r t e r  S e c u r i t y  L i f e  I n s u r a n c e  C o m p a n i e s '  s e c u r i t y  o w n e r s h i p  

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

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

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

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

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

w i t h  T e s o r o  s h o u l d  C h a r t e r  e v e r  g a i n  c o n t r o l .  I  t r u l y  d o  n o t  u n d e r s t a n d  

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

C h a r t e r  s u b j e c t  m o o t .  B u t  o n  t h e  o t h e r  h a n d ,  p e r h a p s  I  d o  u n d e r s t a n d .

S u n n y  C a r p e n t e r  o f  I n t e r i o r  E n e r g y  C o r p o r a t i o n  i n  F a i r b a n k s  s t a t e d  i t  q u i t e . 

s i m p l y  i n  h e r  t e s t i m o n y  t o  t h e  R o y a l t y  B o a r d  t w o  w e e k s  a g o :  T h e  C h a r t e r  s u b j e c t  

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

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

S e c u r i t y  L i f e  I n s u r a n c e  C o m p a n i e s '  i n v e s t m e n t  i n  T e s o r o ,  t h p  p r o p o s e d  r o y a l t y

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

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

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

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

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

cyAo-y, g/tn/ [d  t~c. <?/✓£/»> %
c a n n o t  i n f l u e n c e  o r  c o n t r o l  C h a r t e r .

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

c o m p a n y  i n d  t h e  3 0 0  u n e m p l o y e d  c o n s t r u c t i o n  w o r k e r s  w h o  m i g h t  o t h e r w i s e  

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

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

l o c a l  a n d  r e g i o n a l  g o v e r n m e n t s '  w h o  w o u l d  r e c e i v e  i n c r e a s e d  t a x  r e v e n u e s .
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I n  t h e  l a s t  R o y a l t y  B o a r d  m e e t i n g ,  t h e  m a t t e r  o f  c o n t r a c t  t e r m  w a s  

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

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

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

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

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

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

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

i s  n o t  g r e a t .  I n  f a c t ,  t o d a y ,  r e f i n e r y  m a r g i n s  a r e ,  o n  a v e r a g e ,  n e g a t i v e .

L a s t  y e a r  y o u  h e a r d  D o y o n  t e s t i f y  t h a t  t h e i r  b a n k  g r o u p  w o u l d  n o t  e v e n  

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

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

s i n c e  l a s t  y e a r ,  i t ' s  b e e n  f o r  t h e  w o r s e ,  n o t  b e t t e r .

I  w o u l d  l i k e  t o  s h a r e  t w o  l e t t e r s  w i t h  y o u .  O n e  f r o m  L a z a r d  F r e r e s ,  a  

l e a d i n g  U . S .  i n v e s t m e n t  b a n k i n g  f i r m ,  a n d  o n e  f r o m  M a n u f a c t u r e r s  H a n o v e r  

T r u s t  C o m p a n y ,  a  t o p  U . S .  c o m m e r c i a l  b a n k .  A s  y o u  c a n  s e e ,  t h e s e  t w o  

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

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

t h e  r a n g e  o f  1 0  t o  1 2  y e a r s  i s  o n e  o f  s e ^  ; r a l  c r i t i c a l  r e q u i r e m e n t s  f r o m  a  

f i n a n c i n g  p e r s p e c t i v e ,  i n  a n y  m a j o r  r e f i n p  y  p r o j e c t .

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

s u p p l y  o f  1 0  t o  1 2  y e a r s  a r e  p e r h a p s  u n d u l y  b i a s e d ,  I  u r g e  y o u  t o  g i v e  d u e
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consideration to the expert opinions of these two highly respected financial

i n s t i t u t i o n s .

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

2 6 , 0 0 0  B / D  o f  t h e  a p p r o x i m a t e l y  9 6 , 0 0 0  BJ D  o f  c u r r e n t l y  u n c o m m i t t e d  A N S  

r o y a l t y  c r u d e  t o  s u p p o r t  t h e  e x p a n s i o n  o f  i n - s t a t e  r e f i n i n g .  I t  w a s  s u g g e s t e d  

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

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

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

p r i c e  o f  A N S  c r u d e  a n d  t h e r e b y  i n c r e a s i n g  A l a s k a ' s  r o y a l t y  a n d  t a x  r e v e n u e s .  

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

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

f o r  b o t h  s i d e s  t a k i n g  p l a c e  i n  W a s h i n g t o n  r i g h t  n o w .  W h i l e  I  h a v e  s e r i o u s  

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

i n  t h e  n e x t  y e a r  o r  s o ,  l e t ' s  a s s u m e  t h a t  t h e  e f f o r t  i s  s u c c e s s f u l .  W h a t  w o u l d  

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

F i r s t ,  t h e  v a l u e  o f  A N S  c r u d e  s h o u l d  i n c r e a s e ,  b u t  i f  i t  d o e s ,  s o  d o e s  

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

T e s o r o  A l a s k a  p a y s  f o r  i t s  r o y a l t y  c r u d e ,  s i n c e  o u r  p r i c e  i s  b a s e d  u p o n  

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

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

w i l l  e x c e e d  $ 3 3  m i l l i o n  o v e r  t h e  t e r m  o f  t h e  c o n t r a c t .  T h u s ,  u n l e s s  t h e  S t a t e  

b e l i e v e s  t h a t  i t  c a n  o u t - p e r f o r m  t h e  a v e r a g e  i n  selling c r u d e  o i l ,  t h e  S t a t e
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w i l l  a l w a y s  b e  a h e a d ,  i n  t e r m s  o r  p r i c e ,  b y  s e l l i n g  t h e  c r u d e  t o  T e s o r o  A l a s k a ,  

B u t  u n d e r  a n y  c i r c u m s t a n c e ,  t h e  S t a t e ,  b y  a w a r d i n g  t h i s  c o n t r a c t  t o  T e s o r o  

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

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

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

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

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

t o  3 0 -  t o  3 5 , 0 0 0  B / D ,  w h i c h  c o u l d  b e  e x p o r t e d ,  s o l d  t o  s o m e o n e  w h o  w a n t e d  

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

S e c o n d ,  i f  t h e  S t a t e  c h o o s e s  t o  i g n o r e  t h e  p r i c e  c o n s i d e r a t i o n  a n d  e x p o r t s  

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

o t h e r w i s e  a c c r u e  t o  A l a s k a n s .  W h y  s h o u l d  A l a s k a  s e n d  a  c r i t i c a l  r a w  m a t e r i a l  

t o  J a p a n  o r  K o r e a  t o  h a v e  v a l u e  a d d e d  b y  f o r e i g n  l a b o r  w h e n  w e  h a v e  A l a s k a n  

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

a t  h o m e ?

T h i r d ,  w h a t  h a p p e n s  i f  t h e r e  i s  a n o t h e r  m a j o r  i n t e r r u p t i o n  o f  w o r l d w i d e  

c r u d e  s u p p l i e s  a s  t h e r e  w a s  i n  1 9 7 4  a n d  a g a i n  i n  1 9 7 8 ?  T r u e ,  t h e  s h i p m e n t s  

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

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

Y o u  c e r t a i n l y  c a n ' t  b u i l d  r e f i n e r i e s  i n  j u s t  a  c o u p l e  o f  m o n t h s ,  o r  e v e n  a  

c o u p l e  o f  y e a r s  I n  N o v e m b e r  1 9 8 0 ,  t h e  R o y a l t y  B o a r d  r e v i e w e d  t h e  c r i t e r i a
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f o r  t h e  d i s p o s i t i o n  o f  r o y a l t y  c r u d e  i n  t h e  c o n t e x t  o f  t h e  r o y a l t y  c r u d e  a u c t i o n  

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

I  w o u l d  l i k e  t o  q u o t e  t h e  c o m m e n t ^ a d d r e s s i n g  c r i t e r i a  ( 2 )  w h i c h  d e a l s  w i t h  

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

" . . .  a l t h o u g h  e x i s t i n g  e c o n o m i c  c o n d i t i o n s  e x i s t  w h i c h  a l l o w  

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

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

l o n g  t e r m .  F u r t h e r ,  i t  w o u l d  s e e m  t o  b e  i n  t h e  S t a t e ' s  i n t e r e s t ,  

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

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

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

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

a  s e r i o u s  w o r l d w i d e  s h o r t a g e  w h i c h  m a y  r e q u i r e  l o w e r  4 8  r e f i n e r s  

t o  d i s c o n t i n u e  t h e  l e s s  e c o n o m i c  A l a s k a  m a r k e t . "

I  t h i n k  T f g a t e p r t s f H S i w a d ' t h o s e  w o r d s  h o l d s  a s  t r u e  t o d a y  a s  i t  d i d  a l m o s t  

t h r e e  y e a r s  a g o .

I  w a s  i n  W a s h i n g t o n ,  D . C .  l a s t  W e d n e s d a y  a n d  s p o k e  w i t h  S e n a t o r  

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

t h e  e x p o r t  o f  A N S  c r u d e .  I  e x p r e s s e a  e n t h u s i a s m  t h a t  t h e  o p p o r t u n i t y  

m i g h t  e x i s t  f o r  A l a s k a  t o  i n c r e a s e  i t s  r e v e n u e s ;  b u t  a t  t h e  s a m e  t i m e ,  

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

A l a s k a  b y  l i m i t i n g  r o y a l t y  c r u d e  a v a i l a b l e  f o r  i n - s t a t e  r e f i n e r s .  T h e
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( A la s k a  j i i a i t  l e g i s l a t u r e

Pouch V 
State Capitol 

Juneau, Alaska 99811

A p r i l  2 6 ,  1 9 8 3

R e p .  J o h n  R i n g s t a d ,  C o - c h a i r m a n  

a n d  M e m b e r s

H o u s e  R e s o u r c e s  C o m m i t t e e  

D e a r  R e p .  R i n g s t a d :

T h i s  l e t t e r  i s  w r i t t e n  i n  s u p p o r t  o f  t h e  T e s o r o  A l a s k a  a n d  

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

c o m m i t t e e .

A S  3 8 . 0 5 . 1 8 3 ( d )  s t a t e s  i n  p e r t i n e n t  p a r t ,  " O i l  o r  g a s  t a k e n  i n  

k i n d  b y  t h e  s t a t e  a s  i t s  r o y a l t y  s h a r e  m a y  n o t  b e  s o l d  o r  

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

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

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

i n d u s t r i a l  n e e d s . "  C o m m i s s i o n e r  W u n n i c k e  h a s  f o u n d  t h a t  t h e r e  

i s  a  n e e d  f o r  i n - s t a t e  r e f i n i n g .  B a s e d  o n  t h o s e  f i n d i n g s  a n d  

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

b e l i e v e  t h a t  t h e  1 3 t h  L e g i s l a t u r e  s h o u l d  g o  f o r w a r d  i n  a  

p o s i t i v e  m a n n e r  w i t h  t h e s e  c o n t r a c t s .

B o t h  C h e v r o n  U S A  a n d  T e s o r o  A l a s k a  h a v e  b e e n  e x t r e m e l y  g o o d  

c o r p o r a t e  c i t i z e n s  o f  o u r  c o m m u n i t y .  T h e  C h e v r o n  r e f i n e r y  h a s  

b e e n  i n  o p e r a t i o n  2 0  y e a r s  a n d  T e s o r o  1 4  y e a r s .  D u r i n g  t h i s  

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

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

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

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

s t a t e  o f  A l a s k a .  N o t  o n l y  d o  t h e y  p r o v i d e  e x p e r t i s e ,  

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

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

r e f i n e r y .  O v e r  9 0 %  o f  t h e  l a b o r  f o r c e  o n  t h a t  e x p a n s i o n  c a m e  

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

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

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

r u n n i n g  i n  e x c e s s  o f  2 0 % ,  t h e  e x p a n s i o n  o f  t h e  T e s o r o  f a c i l i t y ,  

w h i c h  w o u l d  e m p l o y  3 0 0  w o r k e r s ,  i s  a  r e a l  s h o t  i n  t h e  a r m  f o r  

o u r  e c o n o m y .  T h e  2 5  o r  s o  o n g o i n g  j o b s  a l s o  a d d  a n o t h e r

Official Business
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R e p .  J o h n  R i n g s t a d  

a n d  M e m b e r s , -  H o u s e  R e s o u r c e s  

A p r i l  2 6 ,  1 9 8 3  

P a g e  2

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

s a y ,  t h e  8 0 - 9 0  m i l l i o n  d o l l a r  a d d e d  t a x  b a s e  w i l l  m o r e  t h a n  p a y  

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

L a s t  y e a r  T e s o r o  A l a s k a  c o u l d  p r o b a b l y  h a v e  s e c u r e d  t h e  2 6 , 0 0 0  

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

p o s i t i o n  a s  t h e y  a r e  n o w  -  t h a t  i s  t o  c o m m i t  c o n s t r u c t i o n  

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

w a s  b a s e d  o n  t h e  n o w  p r o p o s e d  a d d i t i o n .  T h e r e  i s  n o  q u e s t i o n  

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

e x p a n s i o n .

T h i s  p a s t  O c t o b e r ,  C h e v r o n  w a s  a w a r d e d  1 8 , 0 0 0  b a r r e l s  f o r  t h e i r  

N i k i s k i  r e f i n e r y .  W h i l e  t h a t  w a s  f o r  o n l y  o n e  y e a r ,  t h e  

f i n d i n g s  b y  b o t h  C o m m i s s i o n e r  K a t z  a n d  C o m m i s s i o n e r  W u n n i c k e  

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

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

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

h e l p  d i v e r s i f y  A l a s k a ' s  e c o n o m i c  b a s e ,  c r e a t i n g  j o b s  a n d  

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

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

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

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

m a t t e r .

S i n c e r e l y

S e n a t o r  P a u l  F i s c h e r

S e n a t o r  D o n  G i l m a n

R e p .  B e t t e  C a t o

AGO 786441



C O N T E N T S  O F  F I L E  

O N

R O Y A L T Y  O I L  C O N T R A C T S

A )  C O P Y  O F  R E M A R K S  B Y  T E S O R O  R E P R E S E N T A T I V E

B )  C O P Y  C F  R E M A R K S  B Y  C H E V R O N  R E P R E S E N T A T I V E

C )  M E M O  O F  E X P L A N A T I O N  C N  C O N T R A C T S

D )  C O P Y  O F  L E T T E R  O F  A G R E E M E N T  F R O M  T E S O R O

E )  C O P Y  O F  H B  3 2 0  W I T H  F I S C A L  N O T E  A N D  G O V E R N O R ' S

T R A N S M I T T A L  L E T T E R

F )  C O P Y  O F  H B  3 7 0  W I T H  F I S C A L  N O T E  A N D  G O V E R N O R ' S  

T R A N S M I T T A L  L E T T E R

G )  C O P Y  O F  H B  3 7 1  W I T H  F I S C A L  N O T E  A N D  G O V E R N O R ' S  

T R A N S M I T T A L  L E T T E R

H )  C O P Y  O F  S T O C K H O L D E R S  A G R E E M E N T  B E T W E E N  C H A R T E R  A N D  

T E S O R O

I )  C O P Y  O F  C O N T R A C T S ,  W I T H  C O M M I S S I O N E R  W U N N I C K E ' S  C O V E R  

L E T T E R

J )  R E S O L U T I O N S  F R O M  R O Y A L T Y  O I L  B O A R D

AGO 7 8 6 4 4 2
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M a y  2 ,  1 9 8 3

J o e  H a y e s ,  S p e a k e r

A l a s k a  H o u s e  o f  R e p r e s e n t a t i v e s

P o u c h  V

J u n e a u ,  A l a s k a  9 9 8 1 1  

D e a r  M r .  H a y e s :

S U B J E C T :  R o y a l t y

O i l  L e g i s l a t i o n

MAY ’  3  1983

A s  a n  o r g a n i z a t i o n  d e v o t e d  t o  f o s t e r i n g  r e s p o n s i b l e  

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

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

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

s i g n i f i c a n t  i n f l u e n c e  o n  o u r  s t a t e ' s  e c o n o m y .  I t  w a s ,  

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

B i l l s  3 7 0  a n d  3 7 1  a n d  S e n a t e  B i l l s  2 6 8  a n d  2 6 9 ,  w h i c h  

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

C  e v r o n  o i l  c o m p a n i e s .  T h e  C o u n c i l  w i s h e s  t o  e x p r e s s  i t s  

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

O n  A p r i l  2 6 ,  1 9 8 3 ,  t h e  s t a t e w i d e  B o a r d  o f  D i r e c t o r s  f o r  

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

s u p p o r t i n g  E c o n o m i c  D e v e l o p m e n t ,  M a n u f a c t u r i n g ,  E n e r g y  

" R e s o u r c e  D e v e l o p m e n t  a n d  N a t u r a l  G a s '  a n d  P e t r o c h e m i c a l s  

D e v e l o p m e n t .

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

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

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

A l a s k a  a n d  b e  a b l e  t o  s a t i s f y  i n - s t a t e  n e e d s  f o r  g a s o l i n e  

a n d  j e t  f u e l .  S u c h  v a l u e - a d d e d  p r o c e s s i n g  o f  A l a s k a ' s  

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

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

T o  t h e  e x t e n t  t h a t  t h e s e  b i l l s  s u p p o r t  t h e  e x p a n s i o n  o f  

A l a s k a ’ s  e c o n o m i c  b a s e  a n d  e m b r a c e  t h e  c o n c e p t  o f  t h e  

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

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

S i n c e r e l y ,

R E S O U R C E  D E V E L O P M E N T  C O U N C I L  

f o r  A l a s k a ,  I n c .

O tucJL& Jeeb5*̂
C h a r l e s  R .  W e b b e r  

P r e s i d e n t

e n d .
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R e s o u r c e
f o r  A l a s k a ,  I n c .

4 4 4  W e s t  7 t h  A v e n u e .  A n c h o r a g e .  A l a s k a  9 9 5 01  

Box 1 0 0 5 1 6 .  A n c h o r a g e .  A l a s k a  9 9 5 1 0  —  9 0 7 / 2 7 8 - 9 6 1 5

EXECUTIVE DIRECTOR 
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E. Thomas Pargeter

DIRECTORS/FOUNDERS 
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5TAFF CONSULTANTS 
Boyd Brownlield 
Steven H. Hosegowo 
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Robert Huck 
Frank Jones 
William Ogle 
Dale Tubbs

P O L I C Y  S T A T E M E N T  N O .  1  

E C O N O M I C  D E V E L O P M E N T

S e c t i o n  1  o f  t h e  A l a s k a  C o n s t i t u t i o n  s t a t e s  " I t  i s  t h e  

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

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

a b l e  f o r  m a x i m u m  u s e  c o n s i s t e n t  w i t h  t h e  p u b l i c  i n t e r e s t . "

S e c t i o n  2  s t a t e s  " T h e  l e g i s l a t u r e  s h a l l  p r o v i d e  f o r  t h e  

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

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

w a t e r s ,  f o r  m a x i m u m  b e n e f i t  o f  i t s  p e o p l e . "

T h e  R e s o u r c e  D e v e l o p m e n t  C o u n c i l  m a i n t a i n s  t h a t  e c o n o m i c  

u t i l i z a t i o n  c f  t h e  s t a t e ' s  r e s o u r c e s  i s  c o n s i s t e n t  w i t h  t h e  

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

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

e c o n o m y .

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

n a t u r a l  s t a t e  a r e  p o t e n t i a l  w e a l t h .  H o w e v e r ,  t h e y  m u s t  b e  

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

a n d  t h e  n a t i o n .

T h e  R e s o u r c e  D e v e l o p m e n t  C o u n c i l  b e l i e v e s  A l a s k a ' s  p u b l i c  

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

b u i l t  b y  u t i l i z a t i o n  o f  t h e  s t a t e ’ s  n a t u r a l  r e s o u r c e s .

T h e r e f o r e :

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

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

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

d e v e l o p m e n t  o f  A l a s k a ' s  a b u n d a n t  n a t u r a l  r e s o u r c e s .

I I

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

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

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

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

d i r e c t e d  t o  u t i l i z i n g  o u r  r e s o u r c e s  f o r  t h e  b e n e f i t  o f  t h i s  

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

m o r e  e x p e n s i v e  g o v e r n m e n t  s t r u c t u r e .

- c o n t i n u e d -
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T h e  R e s o u r c e  D e v e l o p m e n t  C o u n c i l  m a i n t a i n s  t h a t  a  s t a t e  p o l i c y  

p r o v i d i n g  a  c l i m a t e  f o r  p r i v a t e  d e v e l o p m e n t  o f  A l a s k a ' s  p u b l i c  

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

w i t h  t h e  i n t e n t  o f  t h e  C o n s t i t u t i o n  o f  t h e  S t a t e  o f  A l a s k a .

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

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

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

d e v e l o p m e n t  t h a t :

( 1 )  o f f e r s  l o n g - t e r m  b e n e f i t s  a n d  i n c r e a s e d  e m p l o y m e n t  t o  

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

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

( 2 )  i s  e n v i r o n m e n t a l l y  s o u n d  a n d  m i t i g a t e s  a d v e r s e  i m p a c t  o n  

t h e  s t a t e ' s  w i l d l i f e  a n d  s c e n i c  r e s o u r c e s ?

( 3 )  p r o v i d e s  o p p o r t u n i t i e s  f o r  i n c r e a s e d  p e r s o n a l  i n c o m e  a n d  

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

p r e s e n t l y  i n  e x i s t e n c e  o r  n o t  f u l l y  d e v e l o p e d ;

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

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

b u r d e n s o m e  c o s t s  i n  e x c e s s  o f  i t s  p o s i t i v e  e f f e c t ?

( 5 - ) *  i s  u n d e r t a k e n  a f t e r  c l o s e  c o o r d i n a t i o n  a n d  f u l l  

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

d e v e l o p m e n t ?

F U R T H E R ,  t h a t  t h e  S t a t e  o f  A l a s k a ,  t o  t a k e  a d v a n t a g e  o f  

i n v e s t m e n t  o p p o r t u n i t i e s  a f f o r d e d  b y  A l a s k a ' s  a b u n d a n t  r e s o u r c e s ,  

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

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

T h e  S t a t e  s h a l l :

( 1 ) a s s i s t  p r e s e n t  a n d  p o t e n t i a l  d o m e s t i c  a n d  f o r e i g n  

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

e v a l u a t i n g  p r o j e c t  f e a s i b i l i t y ?

( 2 ) w i t h  c o o £ > e r a t i o n  f r o m  i n v e s t o r s ,  s e e k  t o  i d e n t i f y  

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

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

c r e a t e d  b y  t h o s e  c o n s t r a i n t s ?

( 3 )  w i t h  c o o p e r a t i o n  f r o m  i n v e s t o r s ,  s e e k  t o  i d e n t i f y  

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

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

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

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

p r o v e d  t o  b e  i n  t h e  s t a t e ' s  o v e r a l l  b e s t  i n t e r e s t s ?

P o l i c y  S t a t e m e n t  o n  E c o n o m i c  D e v e l o p m e n t — P a g e  2
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P O L IC Y  STATEMENT NO. 6 

MANUFACTURING

B a s i c  m a n u f a c t u r i n g  i n  t h e  U n i t e d  S t a t e s  a c c o u n t s  f o r  

n e a r l y  2 5 %  o f  a l l  e m p l o y m e n t .  I n  A l a s k a ,  j o b s  i n  

m a n u f a c t u r i n g  c o n s t i t u t e  l e s s  t h a n  6 % o f  t o t a l  e m p l o y ­

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

m a n u f a c t u r i n g  j o b s  w a s  1 6 %  l e s s  t h a n  t h e  g r o w t h  r a t e  o f  

j o b s  i n  a l l  o t h e r  s e c t o r s  o f  t h e  A l a s k a  e c o n o m y .

I n  a  1 9 8 2  e s t i m a t e  b y  t h e  A l a s k a  D e p a r t m e n t  o f  L a b o r ,  

o u t  o f  a  t o t a l  l a b o r  f o r c e  o f  1 9 4 , 4 0 0 ,  o n l y  1 1 , 1 0 0  

p e o p l e  m a d e  \ : h e i r  l i v i n g  i n  j o b s  r e l a t e d  t o  t h e  

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

p r o d u c t s .  M a n y  o f  t h o s e  j o b s  w e r e  h e l d  b y  n o n - A l a s k a n s  

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

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

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

— n a t i o n a l  a n d  i n t e r n a t i o n a l  e c o n o m i e s .  P r o c e s s i n g  a n d  

p a c k a g i n g  o f  A l a s k a  s e a f o o d ,  f o r e s t  a n d  f o o d  p r o d u c t s ;  

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

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

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

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

A l a s k a ' s  c i r c u m s t a n c e s  h a v e  r e s u l t e d  i n  c r e a t i o n  o f  

p r o d u c t s  f o r  w h i c h  g r e a t e r  m a r k e t s  m a y  e m e r g e .  T h e s e  

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

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

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

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

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

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

a n d  s u b s t a n c e s  i n t o  n e w  p r o d u c t s .  A l a s k a - b a s e d  m a n u ­

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

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

f o r  t h e  e x i s t i n g  a n d  f u t u r e  l a b o r  m a r k e t s .  A s  t h e  

s t a t e ' s  p o p u l a t i o n  g r o w s ,  ‘m o r e  m a n u f a c t u r i n g  v e n t u r e s  

b e c o m e  e c o n o m i c .  G r e a t e r  u s e  o f  e x p o r t  t r a d i n g  

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

e n c o u r a g e  A l a s k a  m a n u f a c t u r i n g  a s  w e l l .

- c o n t i n u e d -
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I n  a d d i t i o n  t o  t h e  r e c o m m e n d a t i o n s  c o n t a i n e d • i n - t h e  E c o n o m i c  

D e v e l o p m e n t  P o l i c y  S t a t e m e n t  N o .  1 ,  a n d  i n d u s t r y - s p e c i f i c  

s t a t e m e n t s ,  t h e  R e s o u r c e  D e v e l o p m e n t  C o u n c i l  r e c o m m e n d s :

I

T h a t  t h e  S t a t e  o f  A l a s k a  a n d  f e d e r a l  a g e n c i e s ,  t o  t h e  g r e a t e s t  

e x t e n t  p o s s i b l e ,  p r o c u r e  p r o d u c t s  a n d  s e r v i c e s  f r o m  A l a s k a n  

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

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

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

I I

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

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

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

d i s c o v e r y  r o y a l t i e s  s t a t e - o f - t h e - a r t  m a r k e t  r e s e a r c h  

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

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

i n v e n t o r i e s ,  i n v e s t m e n t  t a x  c r e d i t s ,  v o c a t i o n a l  t r a i n i n g  

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

d o i n g  b u s i n e s s  i n  s p e c i f i c  c o m m u n i t i e s .

A d o p t e d  A p r i l  2 6 ,  1 9 8 3 ,  a s  a m e n d e d .

P o l i c y  S t a t e m e n t  o n  M a n u f a c t u r i n g — P a g e  2
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P O L I C Y  S T A T E M E N T  N O .  1 5  

E N E R G Y  R E S O U R C E  D E V E L O P M E N T

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

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

f a l l i n g  w a t e r  a n d  s u n s h i n e .

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

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

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

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

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

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

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

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

T h e  R e s o u r c e  D e v e l o p m e n t  C o u n c i l  t h u s  r e c o m m e n d s :

I

T h a t  A l a s k a  i n c r e a s e  i t s  c o m m i t m e n t  t c  m a i n t a i n  a n d  

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

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

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

r e q u i r e d  f o r  m a n u f a c t u r i n g  a n d  e n e r g y .

I I

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

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

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

e f i o c t i v e n e s e  o v e r  t h e  p r o j e c t ' s  l i f e .

A d o p t e d  A p r i l  2 6 ,  1 9 8 3
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N A T U R A L  G A S  A N D  P E T R O C H E M I C A L S  D E V E L O P M E N T

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

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

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

f r o m  A l a s k a ' s  l a n d s .

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

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

t h e  s t a t e .  T h e  f o l l o w i n g  a r e  e x a m p l e s  o f  a c t i o n s  t h e  s t a t e  

s h o u l d  c o n s i d e r  t a k i n g  a n d  t h a t  R D C  b e l i e v e s  a r e  r e a s o n a b l e  

a n d  i n  t h e  b e s t  i n t e r e s t s  o f  t h e  p e o p l e  o f  A l a s k a :

T h a t  t h e  S t a t e  o f  A l a s k a  i d e n t i f y  a n d  r e m o v e  a l l  b a r r i e r s  

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

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

I I

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

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

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

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

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

I l l

T h a t  t h e  S t a t e  o f  A l a s k a  d e v e l o p  a  r e g u l a t o r y  p o l i c y  w h i c h  

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

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

I V

T h a t  A l a s k a ' s  C o n g r e s s i o n a l  d e l e g a t i o n  w o r k  t o  r e m o v e  

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

o f  l i q u e f i e d  n a t u r a l  g a s - a n d  s u r p l u s  g a s  l i q u i d s .

T h a t  t h e  S t a t e  o f  A l a s k a  w o r k  t o  p r o m o t e  t h e  s a l e  o f  

p e t r o l e u m  p r o d u c t s  f r o m  t h e  N o r t h  S l o p e  a n d  o t h e r  a r e a s  o f  

t h e  s t a t e  t o  f o r e i g n  m a r k e t s .

- c o n t i n u e d -
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V

T h a t  t h e  S t a t e  o f  A l a s k a  e x p a n d  a n d  d e v e l o p  i n f r a s t r u c t u r e  w h i c h  

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

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

V I

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

l a w s  t o  e n s u r e  f a i r  r e t u r n s  t o  p r i v a t e  i n v e s t o r s .  P i p e l i n e  

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

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

e n c o u r a g e d .

V I I

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

A l a s k a n s  f o r  j o b s  a v a i l a b l e  i n  t h e  o p e r a t i o n  o f  n a t u r a l  g a s ,  g a s  

l i q u i d s  a n d  l i q u e f i e d  n a t u r a l  g a s  p i p e l i n e s  a n d  f a c i l i t i e s .

A d o p t e d  A p r i l  2 6 ,  1 9 8 3 ,  a s  a m e n d e d

. P o l i c y  S t a t e m e n t  o n  N a t u r a l  G a s  &  P e t r o c h e m i c a l s — P a g e  2
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