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08083  0 0 0 0 0 0 3 6 /0 0 4 /E A -L
I .  INTRODUCTION

The l i t i g a t i o n  between th e  S t a t e  o f  A la sk a  ( " S t a t e " )  
and A la s k a  O i l  Company ("AOC") a r i s e s  f rom  AOC"s f a i l u r e  t o  
pay a p p r o x im a te ly  $ 6 2 .6  m i l l i o n  o f  th e  f u l l  i n v o i c e d  p r i c e  
f o r  r o y a l t y  o i l  p u rch ased  by  AOC from  th e  S t a t e  i n  1981 and 
1 9 3 2 .  The S t a t e  has i n s i s t e d  from  th e  b e g in n in g  o f  th e  d i s ­
p u te  t h a t  th e  p r i c e  in v o ic e d  by th e  S t a t e  was c a lc u la t e d  i n  
a cco rd ance  w ith  t h e  c o n t r a c t  between th e  S t a t e  and AOC, and 
t h a t  th e  f u l l  i n v o ic e d  p r i c e  must be p a id .  B u t AOC c la im s  
t h a t  th e  p r i c e  i n v o i c e d  by th e  S t a t e  exceeds th e  "m a rke t 
p r i c e "  which AOC a s s e r t s  was a g re ed  t o  i n  th e  c o n t r a c t ,  and 
AOC has t h e r e f o r e  p a id  th e  S t a t e  a low e r  p r i c e  i n  acco rdance  
w ith  AOC’ s u n i l a t e r a l  c a l c u l a t i o n s  o f  th e  "m a rk e t v a lu e "  o f  
th e  o i l .

S e c t i o n  I I  o f  t h i s  memorandum b r i e f l y  d is c u s s e s  
th e  S t a t e ’ s r i g h t  t o  and i t s  o p t i o n s  f o r  th e  d i s p o s i t i o n  
o f  r o y a l t y  o i l  f rom  P rudhoe B ay . Then, i n  S e c t i o n  I I I ,  th e  
n e g o t i a t i o n  and amendment o f  th e  AOC c o n t r a c t  w i l l  be con ­
s id e r e d ,  and th e  p r i c e  te rm s w i l l  be exam ined . AOC's w i th ­
h o ld in g  from  payments t o  th e  S t a t e ,  and AOC's c la im ed  re a s o n s  
f o r  such w i t h h o ld in g ,  a re  d e s c r ib e d  i n  S e c t i o n  IV . F i n a l l y ,  
i n  S e c t i o n  V, th e  ongo ing  l i t i g a t i o n  between th e  S t a t e  and 
AOC i s  re v iew ed .
I I . ROYALTY O IL  FROM PRUDHOE BAY LEASES

D u r in g  th e  1 9 6 0 s ,  th e  S t a t e  s o ld  l e a s e h o ld  i n t e r e s t s  
a t  P rudhoe  Bay t o  v a r i o u s  o i l  com pan ies . Each le a s e  r e s e r v e s  
f o r  th e  S t a t e  a o n e - e ig h th  ( 1 2 .5 % )  r o y a l t y  s h a re ,  t o  be ta k en
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" i n  k in d "  o r  " i n  v a l u e , "  i n  any p r o d u c t io n  which m igh t o c c u r  
a f t e r  th e  le a s e s  a re  e x p lo r e d  and d e v e lo p e d .

Under th e  l e a s e  te rm s , i f  th e  S t a t e  o p ts  t o  t a k e  
a l l  o r  p a r t  o f  i t s  r o y a l t y  s h a re  " i n k i n d , "  th e  S t a t e  t a k e s  
p o s s e s s i o n  o f  th e  r o y a l t y  o i l  a t  Pump S t a t i o n  No. 1 a f t e r  
g i v in g  th e  N o r th  S lo p e  P ro d u c e r s  s i x  months n o t i c e  o f  th e  
vo lume o f  o i l  d e s i r e d .  T r a d i t i o n a l l y ,  th e  S t a t e  does n o t  
ta k e  p h y s i c a l  c u s to d y  o f  th e  o i l ,  b u t  r a t h e r  r e s e l l s  i t  a t  
Pump S t a t i o n  No. 1 .

Under th e  " i n  v a lu e "  a l t e r n a t i v e  i n  th e  P rudhoe  Bay 
l e a s e s ,  th e  S t a t e  can r e c e i v e  cash  payments f rom  th e  N o r th  
S lo p e  P ro d u c e rs  f o r  th e  v a lu e  o f  some o r  a l l  o f  th e  S t a t e ' s  
12 .5%  o f  P rudhoe Bay o i l .  A lth ou gh  i n  t h i s  c a se  th e  S t a t e  
has no c o n t r o l  o f  how th e  o i l  i s  m a rke ted , th e  S t a t e  i s  em­
powered t o  a u d i t  th e  P ro d u c e rs  t o  i n s u r e  t h a t  p r o p e r  v a lu e  i s  
r e c e iv e d  f o r  th e  S t a t e ' s  r o y a l t y  ^ i l .

D i s p o s i t i o n  o f  th e  r o y a l t y  o i l  t o  which th e  S t a t e  
i s  e n t i t l e d  unde r th e  P rudhoe Bay le a s e s  i s  g ove rn ed  by AS 
3 8 . 0 5 . 1 8 2 - 1 8 3 .  S e c t i o n  1 8 2 ( a )  r e q u i r e s  th e  Comm iss ioner o f  
N a tu r a l  R e sou rc e s  t o  t a k e  r o y a l t y  o i l  " i n - k i n d "  u n le s s  th e  
Comm iss ioner f i n d s  t h a t  " i n  v a lu e "  t a k in g  i s  i n  th e  b e s t  
i n t e r e s t  o f  th e  S t a t e .  S e c t i o n  1 8 3 ( e )  r e q u i r e s  th e  
Comm iss ioner t o  e v a lu a t e  r o y a l t y  o i l  p u rch ase  p r o p o s a l s  
(where s a l e  i s  o t h e r  thzm by c o m p e t i t i v e  b i d )  i n  l i g h t  o f ,  
among o t h e r  t h in g s ,  th e  cash  v a lu e  o f f e r e d ,  th e  b e n e f i t s  o f  
r e f i n i n g  o r  p r o c e s s in g  i n  th e  S t a t e ,  and th e  a b i l i t y  o f  th e  
p u rc h a s e r  t o  s u p p ly  r e f i n e d  p ro d u c t s  i n - s t a t e  w i th  p r i c e  o r
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1 s u p p ly  b e n e f i t s .  These s t a t u t o r y  d i r e c t i v e s  im p ly  a p r e f e r ­
ence f o r  t a k in g  r o y a l t y  o i l  " i n  k in d "  r a t h e r  th an  " i n  v a lu e , "  
and a p r e f e r e n c e  f o r  i n - s t a t e  p r o c e s s in g  o v e r  p u r e ly  e x p o r t  
s a l e s .

In  1974  th e  A la s k a  L e g i s l a t u r e  e s t a b l i s h e d  th e  
A la s k a  R o y a l t y  O i l  and Gas D eve lopm en t A d v is o ry  B o a rd , and 
in v e s t e d  i t  w i th  a u t h o r i t y  t o  app rove  o r  d i s a p p ro v e  any 
r o y a lu y  o i l  d i s p o s i t i o n  c o n t r a c t s  su bm it te d  by  th e  
Comm iss ioner o f  N a t u r a l  R e s o u rc e s .  Under th e  1974  l e g i s ­
l a t i o n ,  p r o p o s a l s  f o r  th e  s a l e  o f  r o y a l t y  o i l  f i r s t  had t o  be 
a p p roved by th e  R o y a l t y  B o a rd , and th en  su bm it te d  t o  the  
A la s k a  L e g i s l a t u r e  f o r  i t s  c o n c u r r e n c e .
I I I .  ALPETCO AOC CONTRACT

A. N e g o t i a t i o n s 1 " "  • • - • •• -    - - ......
I n  th e  summer o f  1 9 7 7 , th e  D epa rtm en t o f  N a tu r a l  

R e sou rc e s  f o rm a l l y  s o l i c i t e d  b id s  f o r  th e  s a l e  o f  th e  S t a t e ' s  
r o y a l t y  o i l  f rom  P rudhoe  Bay . The s o l i c i t a t i o n  r e q u i r e d  each 
b id  t o  p r o v id e  f o r  th e  use i n  A la s k a  o f  ‘ 'some o r  a l l "  o f  th e  
pu rch ased  r o y a l t y  o i l .  C o n c u r r e n t ly ,  th e  R o y a l t y  B oa rd  s u p p le ­
mented ■‘‘he  e x i s t i n g  s t a t u t o r y  g u id e l i n e s  w ith  s e v e r a l  p o l i c i e s  
t o  gu id  th e  d i s p o s i t i o n  o f  th e  S t a t e ' s  r o y a l t y  o i l .  Among 
th e  p o l i c i e s  was th e  re q u i r em en t  t h a t  th e  p r i c e  a t  which th e  
S t a t e  s o ld  r o y a l t y  o i l  s h o u ld  be no l e s s  th an  th e  amount th e  
s t a t e  v/ould have r e c e iv e d  had th e  S t a t e  op ted  f o r  " i n  v a lu e "  
cash  payments from  th e  P ro d u c e r s  i n s t e a d  o f  t a k in g  th e  o i l  
" i n  k i n d . "

Te>.' p r e l im i n a r y  p r o p o s a l s  re sp o n d in g  t o  th e  S t a t e ' s  
s o l i c i t a t i o n  were r e c e i v e d  by August 1 , 1 9 7 7 .  A f t e r  th e
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Comm iss ione r o f  N a t u r a l  R e sou rc e s  e v a lu a t e d  th e  p r o p o s a l s ,  I
th e  l i s t  o f  b id d e r s  was redu ced  t o  f o u r  companies who sub ­
m i t t e d  f i n a l  p ro p o se d  c o n t r a c t s  f o r  la r g e - v o lu m e  p u rch a se s  o f  
r o y a l t y  o i l .  F o l lo w in g  i n t e n s i v e  n e g o t i a t i o n s  w i th  th e  f i n a l  
f o u r  b id d e r s ,  on Fe :b rua ry  2 2 ,  1978  th e  C om m iss ione r s ig n e d , 
and th e  R o y a l t y  B oa rd  ap p ro ved , an Agreement f o r  th e  S a le  and 
P u rch ase  o f  S t a t e  R o y a l t y  O i l  ( t h e  " C o n t r a c t " )  between th e  
S t a t e  and A la s k a  P e t r o c h e m ic a l  Company ( "APC") .  The i n i t i a l  
C o n t r a c t  was f o r  a te rm  o f  27 y e a r s  and a u t h o r i z e d  th e  p u r ­
chase  o f  up t o  1 5 0 ,0 0 0  b a r r e l s  p e r  day o f  r o y a l t y  o i l  f o r  
p r o c e s s in g  i n  a w o r ld - s c a l e  p e t r o c h e m ic a l  p l a n t  APC ag reed  t o  
c o n s t r u c t  i n  A la s k a .

B. Amendments t o  APC C o n t r a c t  
The APC C o n t r a c t  was amended tw ic e .  The f i r s t  

amendment o c c u r re d  as a r e s u l t  o f  th e  l e g i s l a t i v e  a p p r o v a l  
p ro c e s s  f o r  th e  i n i t i a l  C o n t r a c t ;  changes were mandated by 
th e  L e g i s l a t u r e  i n  some o f  th e  te rm s  o f  th e  C o n t r a c t  r e l a t i n g  
t o  r e q u i r e d  e x p e n d i tu re s  and c o n s t r u c t i o n  o b l i g a t i o n s .  The 
amended C o n t r a c t  r e q u i r e d  A lp e c to  t o  expend c e r t a i n  amounts 
i n  f u r t h e r a n c e  o f  th e  p r o j e c t  a t  s p e c i f i e d  i n t e r v a l s ,  t o  
e n t e r  i n t o  a r rangem en ts  f o r  c o n s t r u c t i o n  and f i n a n c in g  by 
December o f  1 9 7 9 . The amended C o n t r a c t  vas  app roved  by th e  
L e g i s l a t u r e  on June 1 3 , 1 97P .

The second amendment stemmed from  t h r e e  e v e n t s .
F i r s t ,  th e  p r o j e c t  s p o n s o r s  i n d i c a t e d  t h a t  th e  p e t r o c h e m ic a l  
p o r t i o n  o f  th e  p r o j e c t  was n o t  im m ed ia te ly  f e a s i b l e ,  and t h a t  
th e  f a c i l i t y  c o n s t r u c t e d  wou ld  i n  f a c t  be a r e f i n e r y  ( a l t h o u g h  
a h i g h ly  s o p h i s t i c a t e d  r e f i n e r y  u s in g  s t a t e  o f  th e  a r t  t e c h n o l o g y ) .
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Second , th e  S t a t e ' s  d e t e rm in a t i o n  i n  December 1979  t h a t  A lp e tc o  
had met r e q u i r e d  c o n d i t i o n s  r e g a rd in g  c o n s t r u c t i o n  and f in a n c in g  
a r ra n g em en ts , e n t i t l i n g  them t o  i n t e r im  t a k in g  o f  r o y a l t y  
o i l ,  met w i th  s u b s t a n t i a l  p u b l i c  c r i t i c i s m .  T h i r d ,  th e  owner­
s h ip  o f  th e  p r o j e c t  changed s u b s t a n t i a l l y  i n  1979 when APC 
a s s ig n ed  i t s  i n t e r e s t  i n  th e  C o n t r a c t  t o  th e  A lp e tc o  Company, 
which l a t e r  changed i t  name t o  A la s k a  O i l  Company ("A O C " ).
AOC i s  a g e n e r a l  p a r t n e r s h ip  p r e s e n t l y  c o n s i s t i n g  o f  C h a r t e r  
O i l  (A la s k a )  In c .  ( 8 5 . 3 1 % ) ,  V a ld e z  O i l ,  I n c .  ( 8 . 0 4 % )  and 
B a rb o u r  O i l  Company ( 6 . 6 5 % ) .  C h a r t e r  O i l  (A l a s k a ) ,  I n c .  and 
V a ld e z  O i l ,  I n c .  a re  b o th  w h o l ly  owned s u b s i d i a r i e s  o f  The 
C h a r t e r  Company, which t h e r e f o r e  has an i n d i r e c t  9 3 .3 5%  i n t e r ­
e s t  i n  AOC.

The second amendment, e n te re d  i n t o  i n  May 1 9 8 0 , 
reduced  th e  vo lume o f  o i l  t o  be pu rch ased  by AOC b e g in n in g  i n  
J u l y  1 98 0  from  1 5 0 ,0 0 0  t o  7 5 ,0 0 0  b a r r e l s  p e r  d ay . O n ly  when 
th e  p rom ised  r e f i n e r y  was o p e r a t i o n a l  wou ld  AOC be p e rm i t t e d  
t o  p u rch ase  up t o  1 0 0 ,0 0 0  b a r r e l s  p e r  d ay . To e n su re  t h a t  
AOC c o n s t ru c t e d  th e  r e f i n e r y  i n  an e x p e d i t i o u s  manner, th e  
amended C o n t r a c t  a l s o  r e q u i r e d  AOC t o  meet s p e c i f i c  p r o j e c t  
deve lopm en t c r i t e r i a  by December 3 1 ,  1 9 8 1 , b e f o r e  th e  
Comm iss ione r wou ld  app rove  f u r t h e r  s a l e s  o f  N o r th  S lo p e  
c rude  t o  AOC.

C. C o n t r a c t - P r i c e  P r o v i s i o n s
The p r i c e  p r o v i s i o n s  o f  th e  C o n t r a c t  were n o t  

a l t e r e d  by e i t h e r  amendment. S in c e  p r i c e  i s  a t  th e  c e n t e r  o f  
th e  S t a t e ' s  d i s p u te  w ith  AOC, th e  p r i c e  p r o v i s i o n s  a r e  d e s ­
c r ib e d  be low  i n  some d e t a i l .
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The S t a t e  had i n s i s t e d  from  th e  o u t s e t  t h a t  th e  
minimum a c c e p ta b le  p r i c e  f o r  i t s  r o y a l t y  o i l  wou ld  be th e  
e q u i v a le n t  o f  th e  " i n  v a lu e "  p r i c e  th e  S t a t e  wou ld  have r e ­
c e iv e d  from  th e  P ro d u c e r s  had th e  S t a t e  n o t  o p ted  t o  t a k e  i t s  
o i l  " i r ,  k i n d . "  I n  k e ep in g  w ith  th e  S t a t e ' s  unwavering  p o s i ­
t i o n  on p r i c e ,  th e  C o n t r a c t  e x p r e s s l y  p r o v id e s  t h a t  th e  f i n a l  
p r i c e  t o  be p a id  by APC/AOC " s h a l l  be e q u a l t o  th e  sum th e  
[ S t a t e ]  w ou ld  have r e c e i v e d  from  th e  [P r o d u c e r s ]  had [ th e  
S t a t e ]  r e c e iv e d  i t s  r o y a l t y  i n  v a lu e  i n s t e a d  o f  . . .  i n  
k i n d . "  ( A r t i c l e  8 . 1 . 1 . )  T h is  p r o v i s i o n  r e f l e c t s  th e  s im p le  
f a c t  t h a t  th e  S t a t e  had no i n t e n t i o n  o f  d im in is h in g  i t s  
r o y a l t y  income as a r e s u l t  o f  t a k in g  i t s  r o y a l t y  o i l  " i n  
k in d "  ( f o r  s a l e  t o  AOC) in s t e a d  o f  " i n  v a lu e "  ( i . e . ,  c a s h ) .

A t th e  t im e  th e  C o n t r a c t  was s ig n e d , th e  method o f  
d e te rm in in g  th e  " i n - v a lu e "  p r i c e  o f  r o y a l t y  o i l  was th e  sub ­
j e c t  o f  a s t i l l  u n r e s o lv e d  la w s u i t  e n t i t l e d  S t a t e  o f  A la s k a ,  
e t  a l .  v s .  Amerada Hess C o rp o r a t i o n ,  e t  a l . S in c e  th e  
" i n  v a lu e "  p r i c e  had y e t  t o  be d e te rm in ed  i n  th e  Amerada Hess 
l i t i g a t i o n ,  th e  C o n t r a c t  p r o v id e d  f o r  two p r i c e u :  a f i n a l
p r i c e  t o  be p a id  once Amerada Hess e s t a b l i s h e s  th e  " i n  v a lu e "  
p r i c e ,  and an i n t e r im  p r i c e  t o  cha rged  pend ing  th e  r e s o l u ­
t i o n  o f  Amerada H ess .

A r t i c l e  8 . 1 . 1  o f  th e  C o n t r a c t  p r o v id e s  t h a t  'the 
f i n a l  p r i c e  unde r th e  C o n t r a c t  w i l l  e q u a l th e  " i n  v a lu e "  
p r i c e  t o  be j u d i c i a l l y  d e te rm in ed  i n  Amerada H ess .

A f t e r  such t im e as [Amerada H e s s ] s h a l l  
be r e s o lv e d  among S e l l e r  and [ th e  P ro d u ­
c e r s ] ,  th e  p a r t i e s  h e r e t o  w i l l  be bound 
by th e  te rm s  o f  such r e s o l u t i o n ,  j u d i c i a l  
o r  o t h e rw i s e .  S e l l e r  and Buye r e x p r e s s l y
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r e c o g n i z e  t h a t  a d ju s tm en ts  i n  p r i c e s  
p r e v i o u s l y  p a id  may be n e c e s s a ry  f o l l o w ­
in g  s a id  r e s o l u t i o n  . . .

A r t i c l e  8 . 1 . 1  o f  th e  C o n t r a c t  a l s o  s p e c i f i e s  th e
in t e r im  p r i c e  t o  be used  u n t i l  Amerada Hess i s  d e c id e d :

Pend ing  r e s o l u t i o n  o f  s a id  d i s p u te  among 
S e l l e r  and [P r o d u c e r s ] ,  by j u d i c i a l  d e c i ­
s i o n  o r  s e t t l e m e n t  i n  th e  [Amerada H e s s ] 
c a s e ,  th e  i n  v a lu e  r o y a l t y  unde r th e  
L e a s e s ,  and t h e r e f o r e  th e  p r i c e  h e r e ­
u n d e r ,  s h a l l  be computed i n  acco rd ance  
w i th  E x h i b i t  "B " ,  a t t a c h e d  [ t o  th e  Con­
t r a c t .  ]

E x h i b i t  B was d e s ig n ed  t o  y i e l d  a p r i c e  a k in  
t o  what th e  S t a t e  b e l i e v e s  th e  C ou r t  i n  Amerada Hess w i l l  
e v e n t u a l l y  d e te rm in e  i s  th e  p r o p e r  " i n  v a lu e "  p r i c e .  The 
E x h i b i t  B p r i c e  i s  c a l c u l a t e d  each month i n  two s t e p s .  F i r s t ,  
a p e r  b a r r e l  r o y a l t y  o i l  " v a lu e "  i s  d e te rm in ed  f o r  each P r o ­
d u c e r ,  by t a k in g  th e  h ig h e r  o f  th e  w e igh ted  a v e rag e  o f  th e  
a c t u a l  p r i c e s  re c e iv ed , by  t h a t  P ro d u c e r  c r  th e  w e igh ted  a v e r ­
age o f  th e  a c t u a l  p r i c e s  r e c e iv e d  by a l l  o t h e r  P r o d u c e r s .
The " v a lu e s "  f o r  each  P ro d u c e r  a re  th en  used  i n  th e  second 
s t e p  o f  th e  E x h i b i t  B c a l c u l a t i o n ,  which computes th e  w e igh ted  
a v e ra g e  o f  th e  "v a lu e s ;"  o f  a l l  th e  P r o d u c e r s .  The e f f e c t  o f  
t h i s  method o f  p r i c e  c a l c u l a t i o n  i s  t o  d i s r e g a r d ,  f o r  p u rp o se s  
o f  th e  f i n a l  w e igh ted  a v e ra g e , th e  low e r  p r i c e s  r e c e i v e d  by 
some P r o d u c e r s ,  and u n le s s  a l l  P ro d u c e r s  r e p o r t  e x a c t l y  th e

/v
same p r i c e s ,  th e  E x h i b i t  B p r i c e  w i l l  a lw ays exceed  th e  w e igh ted  
a v e ra g e  o f  a l l  P r o d u c e r s ’ p r i c e s  f o r  t h a t  month .

The f a c t  t h a t  n e i t h e r  th e  f i n a l  p r i c e  n o r  th e  Ex­
h i b i t  B p r i c e  unde r C o n t r a c t  wou ld  n e c e s s a r i l y  e q u a l "m a rk e t"
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v a lu e  was r e p e a t e d ly  r e c o g n iz e d  d u r in g  n e g o t i a t i o n  o f  th e  
C o n t r a c t ,  and on a t  l e a s t  t h r e e  o c c a s io n s  th e  p a r t i e s  r e ­
j e c t e d  use  o f  "m a rk e t p r i c e "  as a p r i c e  s t a n d a rd .  APC's 
o r i g i n a l  c o n t r a c t  p r o p o s a l  c a l l e d  f o r  a "m a rk e t p r i c e "  t i e d  
t o  th e  p r i c e  o f  S aud i c rud e  o i l .  B u t th e  S t a t e  i n s i s t e d  on 
r e c e i v i n g  an w*.n v a lu e "  p r i c e  pegged t o  th e  p r i c e  th e  P r o ­
du ce rs  wou ld  have p a id  th e  S t a t e  had th e  S t a t e ' s  r o y a l t y  been 
ta k e n  " i n  v a lu e "  r a t h e r  th an  " i n  k i n d , "  and A lp e tc o  e v e n t u a l l y  
a g re ed .

L a t e r  i n  th e  n e g o t i a t i o n s ,  d i s c u s s i o n  tu rn e d  t o  th e  
in t e r im  p r i c e  t o  be p a id  by APC pend ing  r e s o l u t i o n  o f  Amerada 
H ess . U n t i l  Amerada Hess i s  d e c id e d , r o y a l t y  payments by th e  
P ro d u c e rs  a re  based  on a w e igh ted  a v e rag e  o f  a l l  P r o d u c e r s ' 
a c t u a l  s a l e s ,  a f o rm u la  which y i e l d s  a p r i c e  low e r  th an  the 
" i n  v a lu e "  p r i c e  which th e  S t a t e  i n  Amerada Hess c la im s  i s  
a p p r o p r i a t e ,  and which E x h i b i t  B a p p ro x im a te s . APC o b je c t e d  
t o  p a y in g  a h ig h e r  i n t e r im  p r i c e  th an  th e  i n t e r im  p r i c e  th e  
P ro d u c e r s  were p a y in g , and sough t t o  base  i t s  i n t e r im  p r i c e  
on th e  w e igh ted  a v e rag e  o f  th e  p r i c e s  r e p o r t e d  t o  th e  S t a t e  
by a l l  th e  P r o d u c e r s .  The S t a t e ,  however , was u n w i l l i n g  t o  
a l l o w  APC t o  f o l l o w  th e  P ro d u c e r s  i n  p a y in g  l e s s  th an  th e  
p r i c e  th e  S t a t e  e x p e c ts  Amerada Hess t o  e s t a b l i s h  s in c e  APC 
had no s e c u r i t y  i n  A la s k a  com pa rab le  t o  th e  P ro d u c e r s '  l e a s e s .  
APC e v e n t u a l l y  ag re ed  te- b ase  th e  i n t e r im  p r i c e  ( E x h i b i t  B ) 
on th e  S t a t e ' s  p o s i t i o n  i n  Amerada H e s s , and th u s  ag re ed  t o  a 
p r i c e  h ig h e r  th an  th e  w e igh ted  ave rag e  o f  th e  P ro d u c e r s '  
p r i c e s .
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T h e r e a f t e r ,  d u r in g  th e  d e t a i l e d  n e g o t i a t i o n  on
u s in g  th e  S t a t e ' s  p o s i t i o n  i n  Amerada Hess as a b a s i s  f o r  th e
i n t e r im  p r i c e ,  m a rk e t  p r i c e  was once a g a in  r e j e c t e d ,  t h i s
t im e  by APC. I n  Amerada H e s s , th e  S t a t e  a s s e r t s  t h a t  each
P ro d u c e r  s h o u ld  pay th e  h ig h e s t  o f  t h r e e  p r i c e  s t a n d a rd s ,  one
o f  them b e in g  "m a rk e t p r i c e . "  The S t a t e  p ro p o sed  u s in g  th e
same t h r e e - p a r t  s ta n d a rd  f o r  APC's i n t e r im  p r i c e ,  b u t  APC
o b je c t e d  t h a t  "m a rk e t p r i c e "  i s  t o o  s u b j e c t i v e  t o  use i n
computing p r i c e .  The p a r t i e s  th e n  ag re ed  t o  e x c lu d e  "m a rk e t
p r i c e "  f rom  E x h i b i t  B c a l c u l a t i o n s ,  a d e c i s i o n  r e f l e c t e d  i n
F o o tn o te  5 t o  E x h i b i t  B:

"M a rke t"  . . . v a lu e  s h a l l  n o t  be used  i n  
c a l c u l a t i n g  th e  " I n  V a lu e  P r i c e  t o  B uye r"  
u n le s s  and u n t i l  th e  m e thodo log y  o f  d e t e r ­
m in ing  same i s  j u d i c i a l l y  d e c id ed .

Thus, d u r in g  n e g o t i a t i o n  o f  th e  C o n t r a c t ,  th e  s u b j e c t  o f  
u s in g  J lmarket p r i c e "  .a s  a. s t a n d a rd  a r o s e  t h r e e  t im e s .  On 
each o c c a s io n ,  i t s  u se  was r e j e c t e d .
IV . THE PRICE DISPUTE

A . AOC Cancellation of Refinery Project

By m ee t ing  c e r t a i n  "benchmark" re q u irem en ts  o f  th e  
C o n t r a c t  p e r t a i n i n g  t o  p r o g r e s s  on th e  r e f i n e r y  p r o j e c t ,  AOC 
became e n t i t l e d  t o  and began r e c e i v i n g  7 5 ,0 0 0  b a r r e l s  p e r  day 
o f  r o y a l t y  o i l  i n  J u l y  1 9 8 0 . Each month t h e r e a f t e r ,  th e  
S t a t e  t e n d e re d  an i n v o i c e  t o  AOC f o r  th e  o i l  p u rch a sed  th e  
p r e v io u s  month . The p r i c e  u sed  i n  each  in v o i c e  was computed 
by a p p ly in g  th e  fo rm u la  i n  E x h i b i t  B o f  th e  C o n t r a c t  t o  d a ta  
r e p o r t e d  by P ro d u c e r s  f o r  r o y a l t y  p u rp o s e s .  The S t a t e  a l s o  
p ro v id e d  AOC w i th  c e r t a i n  d a ta  from  th e  P r o d u c e r s ' r o y a l t y
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r e p o r t s  which were used  t o  c a l c u l a t e  th e  E x h i b i t  B p r i c e .
F o r  a lm o s t  one y e a r ,  AOC p a id  each  m on th ly  i n v o i c e ,  based  on 
th e  i n t e r im  E x h i b i t  B p r i c e ,  i n  f u l l .

On May 2 1 ,  1 9 8 1 , AOC announced th e  c a n c e l l a t i o n  o f  
th e  r e f i n e r y  p r o j e c t ,  c la im in g  t h a t  th e y  had d e te rm in ed  t h a t  
th e y  wou ld  be u n ab le  t o  o b t a in  adequa te  p r o j e c t  f in a n c in g  
b e f o r e  th e  C o n t r a c t  d e a d l in e  o f  December 3 1 ,  1 9 8 1 .  The S t a t e  
and AOC t h e r e a f t e r  m u tu a l l y  ag re ed  t o  t e rm in a t e  th e  C o n t r a c t .  
B u t because o f  th e  n o t i c e  re q u i rem en t  i n  th e  P rudhoe Bay U n i t  
Agreement f o r  d enom ina t in g  r o y a l t y  o i l ,  th e  C o n t r a c t  p ro v id e d  
t h a t  AOC had t o  c o n t in u e  t a k in g  r o y a l t y  o i l  f o r  seven  months 
a f t e r  n o t i c e  o f  t e rm in a t i o n  u n le s s  th e  S t a t e  c o u ld  make a l t e r ­
n a te  s a le s  a r ra n g em en ts .  The S t a t e  was u n ab le  t o  p la c e  th e  
o i l  e ls ew he re  unde r s a t i s f a c t o r y  te rm s , and AOC t h e r e f o r e  
c o n t in u e d  t o  t a k e  7 5 ,0 0 0  b a r r e l s  p e r  day u n t i l  J a n u a ry  1 2 , 
1 9 8 2 , when th e  C o n t r a c t  was o f f i c i a l l y  t e rm in a t e d .

B. AOC W i th o ld in g  from  Payments t o  S t a t e
In  m id -1 9 8 1 ,  s h o r t l y  a f t e r  AOC's c a n c e l l a t i o n  o f  

th e  r e f i n e r y  p r o j e c t ,  AOC became d i s s a t i s f i e d  w ith  th e  i n t e r im  
E x h ib i t  B p r i c e  e s t a b l i s h e d  by th e  C o n t r a c t  and d ec id ed  t o  
s e t  th e  p r i c e  u n i l a t e r a l l y .  T h e r e a f t e r ,  d u r in g  th e  rem a in in g  
months o f  th e  C o n t r a c t ,  AOC p a id  ab ou t $ 6 2 .6  m i l l i o n  l e s s  f o r  
th e  S t a t e ' s  r o y a l t y  o i l  th an  th e  amount i n v o ic e d  by th e  S t a t e  
p u rs u a n t  t o  E x h i b i t  B . ~

In  u n d e rp a y in g  th e  S t a t e  f o r  o i l  d e l i v e r e d  from  
June 1981  t o  J a n u a ry  1 9 8 2 , AOC n o t  o n ly  u n i l a t e r a l l y  "ad ­
ju s t e d "  th e  E x h i b i t  B p r i c e  t o  a low e r  p r i c e  a r b i t r a r i l y  s e t
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by AOC; i t  a l s o  s u b t r a c t e d  a p o r t i o n  o f  i t s  payments p r e v i o u s l y  
made a t  th e  E x h i b i t  B p r i c e  f o r  th e  months o f  F e b ru a ry  th ro u g h  
May 1 9 8 1 . F o r  exam p le , f o r  th e  month o f  November 1 9 8 1 , AOC 
u n d e rp a id  th e  S t a t e  a p p ro x im a te ly  $3 m i l l i o n  on th e  b a s i s  o f  
i t s  u n i l a t e r a l  p r i c e  a d ju s tm en t  f o r  th e  month o f  November, 
and w i th h e ld  an a d d i t i o n a l  $ 7 .5  m i l l i o n  as a " r e t r o a c t i v e  
a d ju s tm en t"  f o r  F e b ru a ry  1981  —  even though AOC had p r e v i o u s l y  
p a id  th e  F e b ru a ry  1981  in v o i c e  i n  f u l l .

By t h i s  d e v ic e  o f  " r e t r o a c t i v e  a d ju s tm e n t , "  ^OC 
a ttem p ted  t o  d i s g u i s e  th e  magn itude o f  i t s  u n i l a t e r a l  p r i c e  
r e v i s i o n s .  F o r  exam p le , AOC p u rp o r t e d  t o  reduce  th e  p r i c e  i t  
p a id  f o r  o i l  i n  November 1981 by $ 1 .9 2  p e r  b a r r e l  and a t t r i ­
bu ted  th e  rem a in d e r  o f  i t s  November underpayment t o  a " r e t r o ­
a c t i v e  a d ju s tm en t"  o f  $ 3 .5 3  p e r  b a r r e l  f o r  th e  month o f  
F e b ru a ry ,  1 9 8 1 ; th e  combined e f f e c t  o f  th e se  " a d ju s tm e n t s , "  
however, was a p r i c e  r e d u c t i o n  o f  more th an  $6 a b a r r e l  be low  
th e  $ 2 2 .9 1  in v o ic e d  p r i c e  c a l c u l a t e d  p u rs u a n t  t o  E x h i b i t  B 
f o r  o i l  d e l i v e r e d  i n  November.

The o i l  f o r  which AOC had u n d e rp a id  th e  S t a t e  was 
r e - s o l d  by AOC, th ro u g h  an a f f i l i a t e ,  f o r  a p r o f i t  which has 
been e s t im a te d  a t  between $32 m i l l i o n  and $38 m i l l i o n .  The 
d i s p o s i t i o n  o f  t h i s  p r o f i t  by AOC i s  d i f f i c u l t  t o  t r a c e  w ith  
p r e c i s i o n ,  b u t  i t  i s  c l e a r  t h a 4" AOC i t s e l f  r e t a i n e d  v i r t u a l l y  
none o f  th e  p r o f i t .  I n s t e a d ,  th e  p r o f i t  was t r a n s f e r r e d  t o ,  
AOC's p a r t n e r s  ar.d t o  o t h e r  a f f i l i a t e s  o f  The C h a r t e r  Company 
(wh ich  i n d i r e c t l y  owns 93 .3 5%  o f  AOC).

11

AGO 7 8 6 4 6 3

* ’= ___________



1

2

3
4
5
6

7
3
9

10

11

12

13
14

15
16
17
18
19
20

21

22

23
24
25
26
27
28

H '

' * S' V.* Yi1. f k ‘ .;

C. AOC's C la im ed  J u s t i f i c a t i o n  f o r  W i t h h o ld in g
AOC c la im s  t h a t  th e  C o n t r a c t  p r i c e  f o r  th e  o i l  

s h o u ld  r e p r e s e n t  a ' 'market p r i c e , "  and t h a t  AOC does n o t  have 
t o  pay  any p r i c e  h ig h e r  th an  th e  "m a rk e t  p r i c e "  c a l c u l a t e d  by 
AOC. The b a s i s  f o r  AOC's c la im  t h a t  i t  s h o u ld  pay  o n ly  a 
"m a rke t p r i c e "  ( r a t h e r  th an  th e  in v o i c e  p r i c e  computed p u r ­
s u a n t  t o  E x h ib i t  B o f  th e  C o n t r a c t )  has n e v e r  been t h o r o u g h ly  
e x p la in e d -  Bu t AOC a rg u e s  t h a t  th e  i n v o i c e d  E x h i b i t  B p r i c e  
was to o  h ig h  because  th e  p r i c e s  r e p o r t e d  by  th e  P r o d u c e r s ,  on 
which th e  E x h i b i t  B c a l c u l a t i o n  i s  b a sed , were t o o  h ig h .  
D e s p i t e  re p e a te d  r e q u e s t s  from  th e  S t a t e  f o r  e v id en c e  s u p p o r t ­
in g  AOC's c la im  t h a t  th e  P ro d u c e r  r e p o r t e d  p r i c e s  were to o  
h ig h , AOC's o n ly  e v id en ce  t o  d a te  c o n s i s t s  o f  t h e o r e t i c a l  
c a l c u l a t i o n s  by  AOC o f  what th e  t r u e  "m a rk e t  p r i c e "  f o r  
P rudhoe Bay o i l  s h o u ld  b e . AOC's c la im  o f  i n f l a t e d  p r i c e  
r e p o r t s  from  th e  P ro d u c e r s  i s  e s p e c i a l l y  im p la u s ib le  s in c e  
th e  sev e ran ce  t a x  p a id  t o  th e  S t a t e  by th e  P ro d u c e r s  i s  b ased  
on th e  p r i c e s  th e y  r e p o r t ,  i n  o t h e r  w o rd s , i f ,  as ADC c la im s ,  
th e  P ro d u c e r s  a re  r e p o r t i n g  p r i c e s  which a r e  t o o  h ig h ,  th en  
th e  P ro d u c e r s  a re  th e r e b y  d e l i b e r a t e l y  i n c r e a s i n g  th e  amount 
o f  s e v e ra n c e  tu x  th e y  must pay  t o  th e  S t a t e .

A lth ough  th e  f a c t u a l  b a s i s  f o r  AOC's w i th h o ld in g  
rem a in s  murky , t l .e  c la im ed  l e g a l  b a s i s  f o r  t h a t  w i th h o ld in g  
i s  more fo cu sed  A r t i c l e  9 . 3  o f  th e  C o n t r a c t  p r o v id e s  i n  i t s  
e n t i r e t y :

B i l l i n g  D i s p u t e s . S h ou ld  any p o r t i o n  o f  
th e  a c c oun t f u r n i s h e d  t o  B uye r by  S e l l e r  
be d is p u te d  i n  good f a i t h ,  B u ye r and 
S e l l e r  a g re e  t o  m u tu a l ly  a r r i v e  a t  a f a i r  
and e q u i t a b le  r e s o l u t i o n  o f  such d i s p u t e ,
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p . . .

1 i f  p o s s i b l e ,  and B uye r a g re e s  t o  pay  th e  
amount so d e te rm in ed  t o  be due t o  S e l l e r

2 w i t h in  f i f t e e n  ( 1 5 )  days a f t e r  such r e s o l u ­
t i o n .  B uye r s h a l l  p ay  f o r  such  amounts

3 as i t  does n o t  i n  good f a i t h  d i s p u te  i n  
acco rd ance  w ith  th e  p r o v i s i o n s  o f  t h i s

4 A r t i c l e  IX .

5 The S t a t e ' s  p o s i t i o n  i s  t h a t  t h i s  C o n t r a c t  p r o v i s i o n  i s  des igned

6 t o  c o v e r  r o u t i n e  and r e l a t i v e l y  m in o r b i l l i n g  d i s p u t e s ,  and
7 t h a t ,  i n  any e v e n t ,  AOC's p r i c e  d i s p u te  i s  n o t  i n  "good  f a i t h . "
8 B u t AOC i n t e r p r e t s  th e  p r o v i s i o n  much more b r o a d ly ,  a rg u in g

9 t h a t  i t  c o v e r s  m a t t e r s  as fu nd am en ta l as th e  method o f  c a l c u l a ­

10 t i n g  th e  p r i c e ,  and t h a t  AOC has no o b l i g a t i o n  t o  pay  amounts

11 i t  u n i l a t e r a l l y  d i s p u te s  u n t i l  f i f t e e n  days a f t e r  th e  r e s o l u ­

12 t i o n  o f  such d i s p u t e .

13 V. LITIGATION BETWEEN THE STATE AND’ AOC

14 The S t a t e  met on numerous o c c a s io n s  w ith  AOC and

H i i t s  law y e rs  i n  an a t tem p t t o  d e te rm in e  i f  AOC had any v a l i d

15 g rounds f o r  c la im in g  th e  e x i s t e n c e  o f  a p r i c i n g  d i s p u te  w i th in

17 th e  meaning o f  th e  C o n t r a c t ,  and t o  h e a r  v a r i o u s  p r e s e n t a t i o n s

18 made by AOC i n  s u p p o r t  o f  t h e i r  c la im .  On December 1 4 , 1 9 8 1 ,
/

19 a l e t t e r  was s e n t  by th e  S t a t e  t o  AOC s e t t i n g  f o r t h  th e  S t a t e ' s

20 d e t e rm in a t io n  t h a t  no cause  f o r  a p r i c e  d i s p u te  e x i s t e d ,  and

21 demanding payment o f  th e  f u l l  amount due t o  th e  S t a t e  unde r

22 th e  C o n t r a c t .  The day f o l l o w i n g  r e c e i p t  o f  t h i s  l e t t e r ,  AOC

23 f i l e d  a C om p la in t  f o r  d e c l a r a t o r y  judgment a g a in s t  th e  S t a t e

24 i n  F a i r b a n k s  S u p e r i o r  C e u r t .  The S t a t e  answered , a l l e g i n g

25 t h a t  th e  C o n t r a c t  p r i c e  te rm  c o n t r o l s ,  and t h a t  AOC had en ­

26 gaged i n  v a r i o u s  f r a u d u le n t  conveyances and o t h e r  t r a n s a c t i o n s

27 which had d e p le t e d  ’ t s  a s s e t s .  T h a t  ca se  i s  c u r r e n t l y  p end ing ,

28 b u t  has been s ta y e d  by th e  p e t i t i o n  f i l e d  by  th e  S t a t e  i n  th e
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U n ite d  S t a t e s  B a n k ru p tc y  C o u r t  i n  Anchorage s e e k in g  t o  have 
AOC d e c la r e d  an i n v o lu n t a r y  b a n k ru p t .

The d e c i s i o n  t o  p ro c e e d  a g a in s t  AOC i n  th e  B an k ru p tc y  
C o u r t  r a t h e r  th a n  i n  F a i r b a n k s  S u p e r i o r  C o u r t  r e f l e c t e d  th e  f a c t  
t h a t  AOC i t s e l f  has v i r t u a l l y  no a s s e t s ,  h a v in g  t r a n s f e r r e d  them 
t o  i t s  a f f i l i a t e s .  I n  o r d e r  t o  r e c o v e r  any s u b s t a n t i a l  p o r t i o n  
o f  th e  money owed t o  th e  S t a t e  by  AOC, i t  w i l l  be n e c e s s a ry  f o r  
th e  S t a t e  t o  c o l l e c t  f rom  AOC's p a r e n t  (The C h a r t e r  Company) and 
i t s  a f f i l i a t e s  —  a p r o c e s s  wh ich i s  f a r  e a s i e r  i n  th e  Bank­
ru p tc y  C o u r t  th a n  i n  S t a t e  C o u r t .  M o re o v e r , th e  B ank rup tcy  
C o u r t  has b r o a d e r  j u r i s d i c t i o n  o v e r  w i tn e s s e s  and documents 
o u t s id e  o f  A la s k a ,  and B an k ru p tc y  p ro c e e d in g s  te n d  t o  be r e ­
s o lv e d  more q u i c k ly  th a n  S t a t e  C o u r t  a c t i o n s .

The b a n k ru p tc y  p ro c e e d in g  was commenced by th e  
S t a t e  i n  F e b ru a ry  1982  and th e  m a t t e r  was t r i e d  i n  J a n u a ry  
1 9 8 3 .  D u r in g  th e  i n t e r v e n in g  m onths , n in e  s e p a r a t e  h e a r in g s  
vrere h e ld ,  dozens o f  b r i e f s  and memoranda were f i l e d  by b o th  
s i d e s ,  t h i r t y - o n e  d e p o s i t i o n s  were ta k e n  i n  f o u r  s t a t e s ,  and 
te n s  o f  th ou sand s  o f  pages o f  documents were exchanged and 
re v iew ed .

T r i a l  commenced i n  Anchorage on J a n u a ry  1 7 ,  1 9 8 3 ,  
and c o n t in u e d  f o r  f i v e  v e r y  f u l l  t r i a l  d a y s . A t th e  c o n c lu ­
s i o n  o f  th e  t r i a l ,  th e  B an k ru p tc y  Judge d en ie d  th e  S t a t e ' s  
p e t i t i o n  t o  have AOC p la c e d  i n  i n v o lu n t a r y  b a n k ru p tc y .  T h is  
r u l i n g  does n o t ,  how eve r , p r e v e n t  th e  S t a t e  from  now p ro c e e d in g  
a g a in s t  AOC i n  th e  A la s k a  S t a t e  C o u r t s .

The F in d in g s  o f  F a c t  and C o n c lu s io n s  c f  Law which 
th e  B an k ru p tcy  Judge must i s s u e  t o  c on c lu d e  th e  b a n k ru p tc y

14
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p ro c e e d in g s  a r e  s t i l l  th e  s u b je c t  o f  memoranda and argument 
b e f o r e  th e  C o u r t ,  and a r e  n o t  e xp ec ted  t o  be i s s u e d  b e f o r e  
th e  end o f  A p r i l .  B u t even  i n  th e  absence o f  a d e f i n i t i v e  
s ta tem en t  from  th e  C o u r t ,  th e  o r a l  r u l i n g  by th e  Judge a t  th e  
c lo . ' e  o f  th e  t r i a l  i n ’ Anchorage g iv e s  a f a i r  i n d i c a t i o n  o f  
th e  b a s i s  f o r  h i s  r u l i n g .

The B an k rup tcy  Judge s t a t e d  t h a t ,  b ased  s o l e l y  on th e  
p r i c e  p r o v i s i o n s  o f  th e  C o n t r a c t ,  AOC has a d eb t  t o  th e  S t a t e  
f o r  a t  l e a s t  some p o r t i o n  o f  th e  amount w i th h e ld  f rom  AOC's p ay ­
ments f o r  r o y a l t y  o i l .  B u t th e  Judge a l s o  c on c lu d ed  t h a t  AOC's 
p r i c e  d i s p u te  i s  i n  good f a i t h  w i t h in  th e  meaning o f  A r t i c l e
9 . 3 ,  and t h a t  A r t i c l e  9 . 3  o f  th e  C o n t r a c t  g iv e s  AOC th e  r i g h t  
t o  w i th h o ld  payment o f  any amounts d i s p u te d  i n  good f a i t h  u n t i l  
such t im e  as th e  d i s p u t e  i s  r e s o lv e d .  T h e r e f o r e ,  t h e  C o u r t  con­
c lu d ed , AOC's d eb t t o  the  S t a t e  i s  n o t  y e t  "due" t o  be p a id  
b ecause  o f  th e  good f a i t h  p r i c e  d i s p u t e ,  and AOC c o u ld  n o t  be 
judged  t o  be b a n k ru p t  f o r  f a i l i n g  t o  pay t h a t  d e b t .  C oun se l f o r  
th e  S t a t e  b e l i e v e  t h a t  th e  C o u r t ' s  r u l i n g  i s  n o t  c o n s i s t e n t  w ith  
e x i s t i n g  law , and th e  p r o s p e c t s  f o r  an ap p ea l o f  th e  B an k ru p tc y  
C o u r t ' s  d e c i s i o n  a r e  now b e in g  e v a lu a t e d .

The S t a t e  i s  a l s o  c o n s id e r in g  th e  e x t e n t  t o  which 
i t  w i l l  be f r u i t f u l  t o  p u rsu e  th e  S t a t e  C o u r t  a c t i o n  a g a in s t  
AOC t o  r e c o v e r  th e  $ 6 2 .6  m i l l i o n  w i th h e ld  by AOC from  i t s  
payments f o r  r o y a l t y  o i l* .  Among th e  f a c t o r s  t o  be c o n s id e re d  
i n  c o n n e c t io n  w ith  t h a t  d e c i s i o n  i s  th e  f a c t  t h a t  A r t i c l e
9 . 3 ,  which p ro v ed  t o  be th e  m a jo r  s tu m b lin g  b lo c k  i n  th e  
B an k ru p tc y  C o u r t  p ro c e e d in g ,  wou ld  have l i t t l e  b e a r in g  on an 
a c t i o n  i n  A la s k an  C o u r t s . AOC was a b le  t o  a v o id  i n v o lu n t a r y

15
AGO 786467



1

2

3
4
5
6

7
8

9
10

11

12

13
14
15
16
17
18
19
20

21

22

23
24
25
26
27
28

b a n k ru p tc y  by c o n v in c in g  th e  B ank rup tcy  C o u r t  t h a t  i t s  d i s p u te  
w ith  th e  S t a t e  was i n  good f a i t h ,  and t h a t  (b ecau se  o f  A r t i c l e  
9 . 3 )  AOC's d e b t  was n o t  y e t  "due" t o  be p a id .  B u t i n  S t a t e  
C o u r t ,  th e  c e n t r a l  i s s u e  wou ld  be s im p ly  whethe r o r  n o t  AOC 
has p a id  th e  p r i c e  c a l l e d  f o r  by th e  C o n t r a c t ,  and AOC's good 
f a i t h  ( o r  l a c k  t h e r e o f )  wou ld  n o t  c o n t r o l  w hethe r AOC must 
p ay  th e  S t a t e  th e  amount w i t h h e ld .  A no th e r im p o r t a n t  c o n s i ­
d e r a t i o n  b e a r in g  on th e  d e c i s i o n  w he the r t o  p u rsu e  th e  
S t a t e  C o u r t  c a se  i s  th e  f a c t  t h a t  much o f  th e  r e s e a r c h  and 
d i s c o v e r y  a l r e a d y  conduc ted  i n  th e  b a n k ru p tc y  p ro c e e d in g  
I u ld  be used  i n  a S t a t e  C o u r t  a c t i o n .

nr
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LEGISl AT!VE AFFAIRS AGENCY

M E M O R A N D U M  M a y  5 ,  1 9 8 3

S U B J E C T :  R o y a l t y  o i l  s a l e s  u n d e r  A S  3 8 . 0 6 . 0 5 5

( W o r k  O r d e r  N o .  1 3 - 1 3 6 1 )

T O :  R e p r e s e n t a t i v e  J o h n  C o w d e r y

F R O M :  R i c h a r d  C .  F o l t a  C h . .
L e g i s l a t i v e  C o u n s e l

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

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

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

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

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

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

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

t i o n s " .  A S  3 8 .  0 6 .  0 5 5  \ ' b )  ( 3 )  p r o v i d e s  t h a t  l e g i s l a t i v e  

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

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

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

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

f o r e 1. o  c o m p e t i t i v e  b i d d i n g  i f  i n  t h e  " b e s t  i n t e r e s t  o f  t h e  

s t a t e "  a f t e r  n o t i c e  t o  t h e  R o y a l t y  B o a r d  ( A S  3 8 . 0 5 . 1 8 3 ( a ) ) ,

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

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

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

a n d  p r o c e e d i n g  w i t h  a  s a l e  u n d e r  A S  3 8 . 0 6 . 0 5 5 ( b ) ( 1 ) .  I f  

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

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

A l a s k a  v .  D e p a r t m e n t  o f  R e v e n u e ,  6 4 2  p . 2 d  8 1 1  ( 1 9 8 2 ) .

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

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

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

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

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

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

o w n  d e t e r m i n a t i o n  o f  t h e  m e a n i n g  o f  t h e  s t a t u t e  a n d  n e e d  n o t
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follow the agency's construction even if it is one of 
several reasonable readings. Very likely the court would 
invoke the former rule in coining to a decision.
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Introduced by: Mayor
Date: May 3, 1983
Vote:
Action:

KENAI PENINSULA BOROUGH 

RESOLUTION 83-119

SUPPORTING APPROVAL OF STATE ROYALTY OIL CONTRACTS TO CHEVRON USA 
AND TESORO ALASKA.

WHEREAS, contracts for the supply of the State's royalty oil 
for Chevron USA and Tesoro Alaska are currently pending the 
approval of the State Legislature; and

WHEREAS, the supplies of crude oil 'from Cook Inlet and 
Peninsula fields have been dwindling annually since 197C necessi­
tating the companies to look to the State for assured supplies; 
and

WHEREAS, it has been the expressed interest of the State to 
pledge its royalty oil for in-State processing and to trigger new 
industrial investment and employment; and

WHEREAS, the contracts call for an eleven-year supply of 
18,000 barrels per day to the Chevron refinery, and 26,000 
barrels per day to the Tesoro refinery for in-State processing of 
products for Alaska markets; and

WHEREAS, the supply of the royalty oil will add measurably 
to the economic well-being of the State of Alaska and the Kenai 
Peninsula assuring th'; continuing operation for the Chevron 
refinery and the furf' ar expansion of the Tesoro refinery; and

WHEREAS, the Chevron and Tesoro refineries are annual 
contributors to the economy with a combined payroll of $4 million 
from the 105 year-round jobs, operations impacting another 100 
jobs and $2.5 million in wages in the service and supply sector, 
$1.5 million in local purchases, and sizeable tax contributions 
from a combined $125 million in assessed valuations; and

WHEREAS, such contributions to the economy would be in­
creased by an $80-$90 million expansion of the Tesoro refinery, a 
250-member construction work force, and the addition of 20-30 new 
year-round jobs for the expanded operations of the plant; and

WHEREAS, it has been determined by the State Commissioner of 
Natural Resources, and the State's Royalty Oil and Gas Advisory 
Board that the approval of contracts to provide long-term sup­
plies of the State's North Slope crude to the two companies is in

Kenai Peninsula Borough 
Resolution 83-119 
Page 1 of 2 Pages
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the best interest of the State of Alaska, and a wise and expedi­
ent use of the State's oil resources;

NOW THEREFORE, BE IT RESOLVED BY THE ASSEMBLY OF THE KENAI 
PENINSULA BOROUGH:

Section 1 . That the Assembly recommends that the State
Legislature approve contracts for the supply of the State's 
royalty oil from the North Slope to the in-State refining facili­
ties of Chevron USA and Tesoro Alaska.

Section 2 . That the Kenai Peninsula Borough Assembly
supports the concept of approval and ratification of those 
contracts as provided in HB 320; HB 370; HB 371; SB 268, and 
SB 269.

*

Section 3 . That the Borough Clerk shall distribute a copy
of this resolution to Governor William J. Sheffield; to Senate
President Jalmar Kerttula; to House Speaker Joe L. Hayes; to the 
Chairmen of the Senate and House Resources Committees; to 
Senators Don Gilman and Paul Fischer; and to Representatives Hugh 
Malone, Bette Cato, Milo Fritz, and Vern Hurlbert.

Section 4 . That this resolution takes effect immediately on 
the date of its adoption.

ADOPTED BY THE ASSEMBLY OF THE KENAI PENINSULA BOROUGH ON 
THIS ___________  DAY OF  , 1983.

Donald L. McCloud, Assembly President

ATTEST:

B o r o u g h  C l e r k

Kenai Peninsula Borough 
Resolution 83-119 
Page 2 of 2 Pages
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Chevron

%

Chevron U S A. Inc.
P.O. Box 7-839, Anchorage, AK 99510 . Phone (907) 273-9666

J * c * u S V M a y  1 1 .  1 9 8 3Public A ffairs Manager *

H o n o r a b l e  J o h n  R i n g s t a d  

H o n o r a h l e  R i c h a r d  S h u l t z  

C o - C h a i r m e n

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

G e n t l e m e n :

A t  t h e  H o u s e  R e s o u r c e  C o m m i t t e e  h e a r i n g  o n  M a y  5  , 1 9 8 3  t h e r e  w e r e  

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

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

l i s t e d .

1 .  W h a t  ' s  t h e . , t o t a l  p e t r o l e u m  p r o d u c t  d e m a n d  i n  A l a s k a ,  a n d  w h a t  

i s  t h e  i n d i v i d u a l  r e f i n e r  m a r k e t  s h a r e ?

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

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

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

p r e s e n t e d  i n  t h e  A l a s k a  P e t r o l e u m  P r o d u c t  P r i c i n g  R e p o r t  ( L .  F .  

D e L c n g  a n d  L .  M .  P e r n e l a ,  F e b r u a r y  1 ,  1 9 8 3 )  i s  r e a s o n a b l y  

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

e s t i m a t e s  t h a t  w e r e  m a d e  i n  1 9 7 9 *  T h e r e f o r e ,  w e  s u m m a r i z e  

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

S t u d y  R e p o r t .  F o r  a  s e p a r a t e  b r e a k - o u t  o f  " R a i l b e l . t "  d e m a n d  

P a g e  3** o f  t h a t  r e p o r t  i s  e n c l o s e d  a s  A t t a c h m e n t  B .

O u r  o w n  1 9 7 9  s t u d y  a n t i c i p a t e d  A l a s k a ' s  d e m a n d  f o r  p r o d u c t  t o  

i n c r e a s e  o v e r  a  1 9 8 0  b a s e  o f  1  b y  t h e  f o l l o w i n g  f a c t o r s :

I 9 6 0 1 9 8 9 1 9 9 0 2 0 0 0
A V  G A S 1 1.00 1 . 1 8 1 . 3 6

M O  G A S 1 . 9 8 . 9 5 . 9 3

J E T  F U E L 1 1 . 1 8 1 . 3 5 1 . 1*1
D I S T I L I A B L E  F U E L S 1 1 . 1 3 1 . 2 1 1 . 3 1
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H o n o r a b l e  J o h n  R i n g s t a d  

H o n o r a b l e  R i c h a r d  S h u l t z

Page 2

2 .  W h a t  i s  t h e  p ^ i c e  o f  C o o k  I n l e t  C r u d e ?

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

r e c e n t  p r i c e  p o s t i n g  v e  h a v e  i s  b y  A R C O  d a t e d  F e b r u a r y  1 7 ,  1 9 8 3 .  

T h a t  p o s t i n g  v a s  a t  $ 2 5 . O 0 / B b l .  f o r  c r u d e  a t  a  g r a v i t y  b e t w e e n  

3 U . 0  a n d  3 U . 9  ° A P I .  F o r  e v e r y  g r a v i t y  i n c r e a s e  o f  1 °  A P I  t h e  

p r i c e  g o e s  u p  1 0 $ ;  e . g . ,  3 6 . 5 °  A P I  c r u d ' *  w o u l d  b e  $ 2 5 * 2 0 / B b l .

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

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

( i n  t h e  o r d e r  o f  m a g n i t u d e  o f  5 5 ?  v s .  3 5 ?  f r o m  A N S ) .

3 .  H o w  m u c h  J e t  F u e l  d o e s  C h e v r o n  i m p o r t ?  H o w  m u c h  J e t  F u e l  i s  

i m p o r t e d  a t  A n c h o r a g e  I n t e r n a t i o n a l  A i r p o r t ? ______________________________

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

a i r p o r t  c o n s o r t i u m .  I t  i s  c u r r e n t l y  a  c o n s o r t i u m  o f  t e n  ( 1 0 )  

a i r D ^ n e  m e m b e r s  o p e r a t e d  b y  B u t l e r  A v i a t i o n .  E a c h  a i r l i n e  

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

t o ’ c o m m o n  t a n k a g e .  T h e  f u e l  i s  c o m i n g l e d  b u t  e a c h  a i r l i n e  

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

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

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

y e a r  o f  1 9 8 2  s u p p l i e d  a p p r o x i m a t e l y  2 . 8  m i l l i o n  B b l s .  ( 7 . 7  M B D ) .  

T h e  s o u r c e  o f  t h i s  f u e l  w a s  a s  f o l l o w s :

T h e  t o t a l  t h r u - p u t  f o r  t h e  A n c h o r a g e  t e r m i n a l  f o r  1 9 8 2  i s  i n  t h e  

o r d e r  o f  m a g n i t u d e  o f  5 , 0 0 0 , 0 0 0  B b l s .  o r  a b o u t  1 3 * 7  M B D .

I m p o r t e d  v i a  t a n k e r  

P r o d u c e d  a t  N i k i s k i  R e f i n e r y  

E x c h a n g e  o r  p u r c h a s e  a g r e e m e n t  f r o m  

o t h e r  i n - s t a t e  r e f i n e r s

?  M B D

^ 3  3 = 3
2k l . y

3 3  2 . 5

1 0 0  7 . 7
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H o n o r a b l e  J o h n  R i n g s t a d

H o n o r a b l e  R i c h a r d  S h u l t z  P a g e  3

J ; .  W h a t  i s  C h e v r o n ' s  d i s t r i b u t i o n  s y s t e m  f o r  W e s t e r n  A l a s k a ?

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

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

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

c o s t s .

I n  t h e  s u m m e r  t i m e ,  t a n k e r s  d e l i v e r  p r o d u c t  t o  D u t c h  H a r b o r  a n d  

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

o p e r a t i o n  i s  r e q u i r e d .  L a r g e  b a r g e 3  t h e n  m o v e  t h e  p r o d u c t  f r o m  

D u t c h  H a r b o r  u p  t o  K o t z e b u e ,  N o m e  a n d  S t .  M i c h a e l ,  b u t  a g a i n ,  

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

s m a l l e r  b a r g e s .

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

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

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

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

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

c o s t  t o  t h e  u l t i m a t e  f u e l  p r i c e .

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

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

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

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

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

P L A N T  E S T I M A T E D  M A R K E T  -  E S T I M A T E D  V A L U E  O F

V A L U E  O F  P L A N T  A V E R A G E  I N V E N T O R Y

B e t h e l  $  2 , 7 3 9 , 0 0 0  $  1 * , 6 8 1 , 0 0 0

S t ;  M i c h a e l  8 0 9 , 0 0 0  l . V f M O O

N o m e  1 , 1 5 9 , 0 0 0  5 , 5 8 2 , 0 0 0

K o t z e b u e  2 , 5 8 7 , 0 0 0  5 , 7 2 6 , 0 0 0

D i l l i n g h a m  1 , 5 8 2 , 0 0 0  1 , 3 7 ^ , 0 0 0

F o r t  Y u k o n  5 5 7 , 0 0 0  6 7 0 , 0 0 0

G a l e n a  '  9 7 1 , 0 0 0  1 , 1 9 8 , 0 0 0

N a k n e k  8 7 5 , 0 0 0  1 , 2 0 6 , 0 0 0

W e  L o p e  t h a t  t h i s  i n f o r m a t i o n  i s  t h e  c o m p l e t e  r e s p o n s e  t o  y o u r  q u e s t i o n s .  

I f  t h e r e  i s  o t h e r  i n f o r m a t i o n  t h a t  w o u l d  b e  d e s i r e d ,  p l e a s e  l e t  M r .

R a y  P l u m m e r  k n o w  e n d  w e ' l l  t r y  a n d  r e s p o n d .

S i n c e r e l y ,

•:J ■*b-j 11 w»«5?*̂ sW!r:iKo'

G .  E .  D a y

AGO 7136^75
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ATTACHMENT b

r
V

D. RAILBELT DEMAND

The demand for petroleum products in the Railbelt was determined from 

a number of data sources, including but not limited to: the volumes 

?.uid types of petroleum products moved thru the ports of Anchorage, 

Whittier, and Nikiski; the production of products at the Alaska 

refineries and the product/crude oil movements through the GVEA, 

Nikiski, and Whittier pipelines. Utilizing the above data and 

formulating an input/output model, the 1981 and 1982 Rai.lbelt demand 

on a BPCD basis was determined as outlined below:

RAILBELT PRODUCT DEMAND

MPBCD

r

Product- 

MoGas 

JP-4 

cET B 

AvGas 

Jet A-l

*1 HO/diesel/DFA

# 2  HO/diesel

*4 FO

Asphalt

Total

1981

1 0 . 2

4.6

1.7 

.9

2 0 . 1

1.6

4.4

.6

___ .JB
44.0

1982 

10 . 8  

4.6 

.5 

.7 

23.0 

1.8 

4. 3 

.8

___ ^9

46.5

The Railbelt volumes shown above reflect actual purchases and 

deliveries by refiners and wholesalers. Not included in the above 

figures are the TAPS turbine fuel manufactured and used exclusively by 

TAPS. Also year to year inventory changes would modify some of the 

above numbers in a minor way. For example, the changes in yearly 

inventory of the asphalt mix used in the manufacture of asphalt by 

Union at their topping plant at their Anchorage terminal is a clear 

indication of the types of problems encountered when interpreting 

cata. In this example the numbers presented above do not reflect 

inventory carry-overs or drawdowns, yet in 1981 Union used 1980 

asphalt in their plant, whereas in 1982 they imported asphalt mix ar.d 

used it all in that year. The apparant "increase" in asphalt demand

AGO 7864 77
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Ks. J. C. LHfTVTLER:

M c - ^ o r a n d B c s

ALASKA Pfcjpjj f  STUDY

San Francisco, CA 
Kay 11, 1983

hove developed the lowing responses to the questions raised in Kr. J. F. Ksyer's 
„y 9 letter to you on.the above sub.fect:

Q." k'hat Is the cost to produce Nikiski jet fuel versus West Coast jet 

fuel?

have never attempted to allocate refinery costs to individual prod­

uct yields at our refineries and, therefore, these data are not 
available. We do Raintain refiner/ optimization progress at most of 

our refineries to detemrine cost to produce incremental products 
based on assumed Incremental raw material supply. However, these data 

would not be applicable to determine average costs.,

*GO 786479 V
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Q. What is the in-state refinery output versus capacity?

Total in-state refinery capacity reflected on page 36 of the study is 
130.5 K8PCO. Total output reflected in the refinery yield data in­
corporated 1n the study and assuming that Arco is operating its North
Slope Refinery at capacity (14.0 NE5PCD) tota7s 84.5 J8PCD.

Q. With the Tesoro expansion what will he the total in-state refinery out­

put?

Based on a February 7, 1983 Oil and 6as Journal article indicating 
that Tesoro plans to expand its refinery to 80.0 K80 by mid-84, total
in-state refinery output would be increased about 30 K3PCD to a total
of about 114.5 M8PC0 1f Tesoro operated that Increscent at capacity.

_  Q, What products are Imported into the state? From where?

All preniuet unleaded eogas and avgas rust be imported because local 
refi :ries.are unable to manufacture these premium products. This 
coypled with the deficits of jet and diesel oil are all imported 
from the West Coast *ith the exception of a small amount of foref?;< 
jet fuel as discussed 1n the next question. Asphalt charge stoc* U  
also imported from the West Coast for further processing at our 
Nikiski Refinery to manufacture finished asphalt.

Q. Does the consortium 1r Anchorage Import jet fuel into the state? From 

where?

It 1s our understanding that essentially all imported jet into Anchorage 
flows through the consortium. On page 31 of the study, the import of 

jet fuel 1s indicated as follows:

3490 BPCO is Imported from the West Ccust

540 BPCD from foreign sources

However, we believe the .Import of foreign-source jet has now been 

swtlched to the West Coast.

Please advise if you have any questions i-egarding the above.

W. T. DAN ICE

WTD:jh

AG0 7 86480
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Tesoro Stake Lowered 
To28.9%byCharterCo.

Du a Wall SmetT Journal Staff Reporter
WASHINGTON-Charter Co. said it low­ered to 2S.9r< its stake in Tesoro Petroleum 

Corp.
In a filing with the Securities and Ex­

change Commission. Charter said a subsid­
iary. Charter Security Life Insurance Co.. 
New York, sold 250.000 shares of Tesoro 
1 common stock from May 16 through May 20 
at prices ranging from J14.875 to S15.25 a 
share on the open market. The filing also 
said that 36.800 shares were purchased on 
April IS at prices ranging from S11.S75 to S15 
a share.

The filing also said that on May 23 Char­
ter Security of New York sold 1.276.6S5 Te­
soro common shares to another Charter sub­
sidiary. Charter Security Life Insurance Co.. 
Louisiana, for Sl-i a rhare. It also sold all of 
the Tesoro preferred shares it held to Char­
ter Security of Louisiana for $17.60 apiece. 
Charter said that its New York unit sold all 
of its voting stock of Tesoro after New York 
state Insurance Department representatives 
indicated that its stake might be violating 
New York law governing stock ownership by 
insurance companies.

As a result of the purchases and sales, 
the filing said that Charter Co. holds 2.184.- 
085 common shares and 2.875.000 preferred 
shares convertible into 2.500.100 common 
shares.

As of Dec. 31. Tesoro had 13.7 million 
common shares outstanding.

In Jacksonville. Fla., a spokeswoman for j 
Charter, an oil, Insurance and communica­
tions concern, said the company didn't have 
any comment about the filing. "It's Just a 
regular 13D." she said.

In San Antonio. Texas. Tesoro officals 
couldn't be reached for comment.

AGO 786481



ALASKA RURAL ELECTRIC COOPERATIVE 
ASSOCIATION, INC.

■*37 E. FIREW EED LANE • S l'ITE  301 
ANCHORAGE, ALASKA 90503 • (907)276-3235

Hon. Frank Ferguson 
Alaska State Legislature 
Pouch v
Juneat, AK 99811 June 14, 1983

Dea " Sen. Ferguson,

Several weeks ago, I had the opportunity to testify 
before the House and Senate Resources Committees 
regarding pending state royalty oil contracts with 
Tesoro Petroleum and Chevron USA.

Our support of these contracts was voiced in an effort 
to create a condition where competition and free market 
forces would force lower fuel price, in Western Alaska, 
ooth for our member electric utilities and consumers who 
must now pay more than 50% of cireir total household 
income for heat and light.

In the intervening weeks, we have been able to obtain 
some fuel prices which reinforce our position and 
should, we feel, be taken into consideration as these 
contracts are acted upon.

As you know, Western Alaska is supplied exclusively by 
Chevron USA from bulk shipments of fuel that originate 
on the West Coast. We have met with the company three 
times in an effort to negotiate lower prices but these 
talks have been singularly unproductive. Their prices 
are their prices and we don't like them; that's too bad. 
Their prices are also set community by community and are 
not effected by decreases in prices in Anchorage where 
Chevron must compete against other suppliers.

Tesoro, on the other hand, has been more than willing to 
assist our efforts at obtaining lower prices. And the 
president of Tesoro, Mr. Dennis Jurens, has made good 
faith commitments to us regarding a continuation of 
their pricing policies for this year and for the years 
to come. His company, he says, is interested in moving 
its products and to do that, it must have additional 
sales points and a more widespread

DEM OCRACY IN  A C T IO N
A GO 7 86482 4



The savings that Tesoro can give our member utilities 
right now are substantial. In the case of Naknek, Tesoro 
will sell us fuel at their Nikiski price of $.79 a 
gallon. We can barge this fuel into Naknek for S . IP a 
gallon with a landed price of $.89. This compares to 
$1.1425 per gallon from Chevron. The savings for the 
co-op in Naknek amount to $256,000 this year.

At Unalakleet, we are looking forward to saving a 
proportionate amount since Chevron's landed price is 
$1.38 while we can get supplied from a delivery point 
outside of St. Michael's at less than $1.16. Instead of 
prices in excess of $1.40 at Kotzebue, deliveries from 
competitive markets at Dutch Harbor will come in for 
just over $1.16.

Tesoro's Nikiski price, by the way, is lower than the 
jobber prices in Puget Sound. So much lower, in fact, 
that even piggybacking major shipments to the North 
Slope on already hired barges is more expensive than 
buying in-state and shipping from Cook Inlet.

Chevron's comments to us indicate that their prices will 
only respond to actual competition in the marketplace. 
None of the other major oil companies in Alaska we have 
contacted have expressed willingness to market products 
in Western Alaska in the immediate future. Lower fuel 
prices in the Western Alaska district are directly tied 
to Tesoro's ability to process more crude in-state and 
sell it here to existing markets. We feel that this 
opportunity to see Alaskans directly benefit from 
Alaska's oil resource should not be passed up since 
competition will result in lower prices for home heating 
fuel as well.

The state has a direct financial interest in these fuel 
prices, not only as a user of fuels but as a subsidizer 
of energy costs through the Power Cost Assistance 
Program and the Energy Cost Assistance Program. The 
lower the retail price of fuel, the less state money 
will have to be committed to support these programs.

As an aside, our fuel purchasing efforts are not being 
confined only to electric co-ops.. We are in the pro* ess 
of contacting canneries and other major users who can 
take deliveries of large quantities to help us achieve 
an economy of scale. Mr. Jurens has indicated Tesoro's 
willingness to help us in this effort by arranging 
trades with other suppliers to provide the

AGO 7 8 6 4 8 3



quantities necessary in the event that 
in their refinery expansion.

We feel strongly that it is in the best 
state, particularly Western Alaska, to 
contracts and we would ask your support

Regards,

Bill Blessington 
Information Director

cc Dennis Jurens

there is a delay

interests of the 
approve these 
in this matter.
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COM M ITTEES  
>=£._ O il. 4 G A S —(CO CHAI 1) 

E E H 'A T E  O F A F F A IR S —(VICE-L'H AIR) 
LA BO R  4 COM M ERCE  

R ESO U R C ES ^Hmtsc nf KrprrsrnLifiurs

REPRESENTATIVE

JOHN J. COWDERY
DISTRICT EIGHT

ANCHORAGE
P.O. BOX 10-1623 

AN CH O RA G E. AK 99511 
1907) 344 0950

JU N EAU

POUCH V 
JUNEAU. AK S3S11 

(907)465-4905 
465-4906

June 15, 1983

The Honorable Bill Sheffield
Governor
State of Alaska
Juneau,, Alaska S9811

Dear Governor Sheffield:

I am seriously concerned by your recent statements regarding 
the proposed royalty oil contracts for Tesoro and Chevron. I 
note that, at your cabinet meeting this week, you accused 
several "large oil companies" of interfering with your 

(  attempts to seek legislative approval of the royalty oil
contract legislation. Yet you declined to mention any of 
these "interferers" by name.

In a free enterprise system it seems quite appropriate tio me 
that competition be allowed to flourish. You evidently 
disagree as evidenced by your statements. Further, if you 
intend to make such accusations, I would think you would have 
the courtesy to specifically name your detractors rather than 
brand the oil industry wholesale for what you perceive to be 
improper actions. I would request that you name the "large 
oil companies" which you are accusing so that the public will 
not be led to believe that the State's Chief Executive is 
dealing in rumor spreading or plain gossip.

I also am concerned that you are urging legislative 
ratification of these contracts and that you feel they 
deserve to be voted on. Yet, much of the information 
requested of Tesoro and Chevron by the House and Senate 
committees has not been forthcoming. Am I to assume by your 
statements that you wish the Legislatuxe to vote on these 
contracts while many important questions about the financial 
feasibility of these long term contracts remain unanswered?
I certainly hope not. You recently forced some legislators 
to vote on another matter without allowing questions to be 
answered via the committee process, and we have seen the less 
than ideal results of that debacle.©
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G o v ernor B i l l  S h e f f i e l d
June 15, 1983
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The committee process is in place to ask the questions that, 
perhaps, your Administration would rather not ask. We owe 
that obligation to Alaskans. The people of Alaska trust that 
their representatives will vote only after they are properly 
informed on the issues. Some of us respect the Constitutional 
duties we have been elected t.o uphold.

The contracts before us deserve critical and prolonged 
examination. I, personally, do not believe, at this time, 
they should be entered into. If the questions I have asked 
of the oil companies are satisfactorily answered, I might 
change that opinion.

Finally, I would note that House and Senate priorities were 
agreed upon during the time you were out of state attending a 
zoo opening in Oregon. If these contracts were so vital to 
you, it seems to me you would have been present in Juneau 
during the critical negotiations between the House and Senate 
to bring this session to a close.

I urge that you give greater consideration to these contracts 
and the unanswered questions. I further urge that you 
refrain from negatively branding the oil industry on which 
this state depends so greatly without adequate justification.

Representative John Cowdery 
Chairman
Joint Legislative- Committee on Oil and Gas
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. P.O. Box 100100 / Anchorage. Alaska 99510 I (907) 562-0100

RESOLUTION IN SUPPORT OF 
ENACTMENT OF MEASURES 
WHICH ALLOW THE STATE TO 
PROCEED WITH THE SALE OF 
ROYALTY OIL TO BOTH TESORO 
ALASKA PETROLEUM CO. AND 
CHEVRON U.S.A.

Whereas, the Alaska Support Industry Alliance has reviewed the
complicated issues attendant to the contracts between 
the State of Alaska and the Tesoro Alaska Petroleum 
Co. and Chevron U.S.A. and,

Whereas, after sucli review, it appears to be in the best interest 
of the State to proceed to enter into these agreements.

Now Therefore Be It Resolved that the Alaska Support Industry
Aliance hereby does call upon the Legislature of the 
State of Alaska to expeditiously proceed with passage 
of those bills which are required to ratify both of 
the agreements exncuted by the Commissioner of Natural 
Resources and the in-state refiners.

A l a s k a  S u p p o r t  I n d u s t r y  A l l i B n C G . ..for responsible economic development

Dated this 2 .  day of June, 1983

Miltor

Milton Byid — Piesident 
Fronlier Companies ol Alaska 

Ann Curtis — Vre Piesident 
Crowley Maritime 

Paul Harding — Secrelary 
Universal Services. Inc. Inl'l

Joe Mattns — Treasurer 
Universal Services. Inc. Inn 

Virgil Gillespie 
Alaska International 
Construction. Inc.

Len Kelley 
Greyhound Support Services. Inc

John Marlin 
Dresser Allas

Val Molyneu 
VEC0

Roper Spencer 
Alaska Bussell Electric. Inc

Bill W’ Ob 
Arctic Hosts. Inc 

Chuck Becker
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A l a s k a  j i f a t e  l e g i s l a t u r e

COMMITTEE ON RE SO U RC ES
H OUSE OF REPRESENTATIVES

J O H N  R I N G S T A D ,  C O -C H A IR M A N  
R I C H A R D  S H U L T Z ,  C O -C H A IR M A N  

P O U C H  V  
J U N E A U ,  A L A S K A  0 9 6 1 1  

( 9 0 7 )  4 6 8 - 3 7 1 3

April 20, 1983

TO: All Members, House & Senate Resources Committee
Joint Oil & Gas Committee

FROM: Committee Staff

RE: Royalty Oil Sales to Tesoro and Chevron
Petroleum Companies

The Senate Resources Committee and members of the Joint Oil & Gas Committee 
will join the House Resources Committee on Wednesday, April 20, to hear 
testimony on the proposed State royalty oil sales to Tesoro and Chevron 
Petroleum Companies. These hearings will be held at 3:00 p.m. in the Senate 
Finance Committee room.

There are three different contracts before the Legislature for the sale of 
royalty oil. The first contract is for the sale of approximately 8,200 b/d 
of Cook Inlet crude to Tesoro Petroleum Company. The contract would commence 
January 1984, with a term of eleven years. The price term is the weighted 
average price which the State would hr.ve received had the State taken the 
oil in-value. Tesoro has committed to manufacture the Cook Inlet crude in 

their Nikiski refinery.

The second contract is between Chevron, USA, and the State. This agreement 
is for 18,000 b/d of ANS royalty crude which will be run at Che\ron's Nikiski 
refinery. Chevron has agreed to pay $.30 over the producers weighted average 
field price which the Department of Natural Resources claims will offset 
and avoid creating any significant downward trend in the oil market. The 

term of this contract is twelve years.

The third contract before the Committee is an agreement between Tesoro 
Petroleum Company and the State for the sale of approximately 26,000 b/d 
of ANS royalty crude. In consideration for the royalty crude, Tesoro has 
agreed to pay $.30 over the producers weighted average field price to 
diminish the possible displacement of ANS on the West Coast. Tesoro has 
further agreed to refine this crude in their Nikiski refinery, which they 
plan to expand to refine additional petroleum products for sale in Alaska. 
Because of the concern over Tesoro's agreement with Charter Security Life 
Insurance Company, which is a subsidiary of Charter Company, this contract 
provide: that if a third party acquires control of Tesoro, the State may 
cancel the contract at Its ^ l e  discretion.

Additional information on these three contracts has been attached.

AGO 7  8 6  4 8  8 \



ROYALTY OIL INFORMATION

I. Existing Agreements

A. Cook Inlet - Tesoro taxes all royalty oil under 

1969 contract; expires in 1983; a ten-year renewal 

is now before the Legislature (HB 320).

B. Prudhoe Bay

1. Golden Valley Electric Association - may take 

up to 5, 0C0 barrels a day (b/d) under their

1977 agreement which expires in 1984. Currently 

working with Department on renewal.

2. North Pole Refining (Mapco) - entitled to 

15 percent, or up to 35,000 b/d under their

1978 agreement, which expires in 2Q03.

3. Tesoro - entitled to 24.5 percent, or up to

46,000 b/d under their 1982 agreement, which 

expires in 1394..

All of the existing Prudhoe Bay agreements were approved by 

the Alaska Legislature. Two other long-term proposals, by 

Alpetco and Doyon, were approved by the Legislature in 1973 

and 1982, respectively, but have since been terminated.

-1 -
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The basic provisions of the pending long-tern Prudhoe Bay 

Unit (P3U) agreement,

Tesoro

an 11-year contract for almost 14 percent of PBU 

production (about 26,000 b/d at current levels);

for every barrel, a 30-cent premium over the 

in-value price;

special provisions to avert control of Tesoro 

by Charter;

enables $90 million expansion of Nikiski refinery 

by Tesoro; entire quantity must be processed 

in-state.

Chevron

an 11-year contract for about 9*s percent of P3U 

production (about 18,000 b/d at current levels);

as with Tesoro, a 30-cent premium for each barrel 

over the in-value price;

will avert the closure of the Kenai refinery;

AGO 7 8 6 4 9 0



will require the in-state production of specified 

petroleum products, including asphalt (which is in 

high demand).

Major benefits of the agreements:

In-state processing of more than 23 percent of Alaska's 

royalty oil promising

adequate supplies of gasoline, asphalt, and other 

petroleum products for Alaskans;*

over $4 3/4' million annually above the amount 

that would have been received in-value;

continuation of Chevron's Kenai refinery; nearly 

$90. million expansion of Tesoro's Nikiski refinery

attendant tax base and employment benefits.

-3 - AGO 7 8 6 4 9 1



TE SO R O

Tesoro Alaska Petroleum Company

March 15, 1983

Ms. Esther C. Wunnicke,
Commissioner 
State of Alaska

Department of Natural Resources 
Pouch M .
Juneau, Alaska 99811

Dear Commissioner Wunnicke:

Please find enclosed a fully e:-.̂ ruted original of the 
Letter' Agreement between the State of Alaska and Tesoro 
Alaska Petroleum Company concerning third party control 
of Tesoro.

A copy of this letter has been retained for our records.

Yours very truly,

JFS:pw
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M i l  OF M S B  '  —
DEPARTM ENT OF NATURAL RESOURCES

OFFICE OF THE COMMISSIONER
POUCH M
JUNEAU. ALASKA 99811
PHONE: (907). 4 65—24 00

March 12, 1983

Mr. James F. Smith 
President
Tesoro Alaska Petroleum 

Company- 
8700 Tesoro Drive 
San Antonio,- Texas 782'8 6

Dear Mr. Smith:

On March 12, 1983, the State of Alaska and Tesoro Alaska 
Petroleum Company ("Tesoro Alaska") entered into an Agreement 
for the.- Sale and Purchase of Royalty Oil (the "Agreement"). 
Article 7.5 of the Agreement provides that the State may 
elect to terminate the Agreement in the event that a "third 
party" obtains "control" (as such terms are defined therein) 
of Tesoro Alaska or its parent, Tesoro Petroleum Corporation 
("Tesoro").

During the negotiations which led to the execution of the 
Agreement, you informed the State that, on January 26, 1983, 
two Charter Security Life Insurance Companies, subsidiaries 
of The Charter Company ("Charter"), had entered into a 
Purchase Agreement, a Stockholders Agreement, a Registration 
Rights Agreement and a Certificate of Designation Establishing 
A Series of $2.20 Cumulative Covertible Preferred Stock (the 
"agreements") with Tesoro to purchase 2,875,000 shares of a 
new series of Cumulative Convertible Preferred Stock of 
Tesoro. Furthermore, those agreements contemplate that'the 
Charter Security Life Insurance Companies or other companies 
affiliated with The Charter Company may purchase additional 
shares of Tesoro so that The Charter Company and companies 
affiliated with The Charter Company may own up to 30 percent 
of the voting interest in Tesoro. You also informed us that 
the Charter Security Life Insurance Companies will be entitled 
to up to three seats on Tesoro's Board of Directors, depending 
upon the size of Tesoro's Board.
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Mr.' James F. Smith -2- M a r c h  12, 19S3

The purpose of this letter is to set forth the understanding 
and intent of the State and Tesoro Alaska with respect to 
the application of Article 7.5 of the Agreement to the 
contemplated relationship between Charter and Tesoro. If 
the arrangements described in the preceding paragraph are 
effected, it is the understanding and intent of the parties 
that Charter and/or its affiliates will not control Tesoro 
or Tesoro Alaska within the meaning of Article 7.5 of the 
Agreement. If, however, Charter and/or its affiliates 
materially increases ins or their ability to direct or cause 
direction of the management and policies of Tesoro or Tesoro 
Alaska over that contemplated in the agreements, Article 7.5 
will be applicable.

Sincerely,

Esther C. .Wunnicke 
Commissioner

ACCEPTED AND AGREED TO:

James F. Smith, President 
/Tfesoro Alaska Petroleum Company
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S t a t e  o f  A l a s k a

OFFICE OF THE GOVERNOR 
J u  K E A TJ

March 31, 1983

The Honorable Joe L. Hayes 
Speaker of the House 
Alaska State Legislature 
Pouch V
Juneau, Alaska 99811 

Dear Mr. Speaker:

Under the authority of art. Ill, sec. 18, of the Alaska 
Constitution, I am transmitting a bill which provides for 
legislative approval of a royalty oil contract between the 
state and Tesoro Alaska Petroleum Company for the sale of 
Cook Inlet royalty oil.

This contract is described in the findings entitled "Pro­
posed Disposition of Royalty Oil, Tesoro Alaska Petroleum 
Company" issued by the Department of Natural Resources on 
February 22, 1983. Copies of these findings have been made 
available to the legislature and the public for review.

This contract is being submitted for legislative approval 
for two reasons. First, although this and the previous 
administration have consistently taken the position that 
the statutory requirement • of legislative approval of 
royalty oil contracts is unconstitutional (AS 38.06.055), 
as a matter of comity I respect the legislature's desire 
to have a direct voice in major disposals of royalty oil. 
Therefore, this contract contains provisions requiring 
approval by the legislature before it becomes effective. 
Second, this bill would ratify the agreement for the sale 
of oil. This ratification would cure any procedural 
defect that may have occurred in the process of entering 
into this contract.

Although we believe thct all necessary steps have been 
taken, the statutes and regulations governing the disposal 
of royalty oil represent often conflicting desires and 
goals, both procedural and substantive. For example, even 
if statutorily requiring legislative approval were 
constitutional, the present statutes provide, on the one 
hand, that the legislature is to approve the contract by 
enacting legislation (AS 38.06.055(a)), but, on the other 
hand, they also provide that a report of the Roya1 -̂v Board
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"shall be submitted for legislative review at the time of 
[sic] resolution for legislative approval of a proposed 
disposition of royalty oil and gas is introduced in the 
legislature" (AS 38.06.070(c)). Since legislative approval 
is required anyway as a matter of contract, I believe it 
only prudent to present this contract for legislative 
approval and ratification at this time.

Sincerely

E
Governor

AGO 7 8 6 4 9 7



I. REQUEST ‘ II. FISCAL DETAIL

Bi 11/Resolution No.:    Agency ArTected*. N a t u r a l  R e s o u r c e s
Title: Approving Cook Inlet royalty oil . Program Category Affected :Mqmt. of Enerc 
Sponsor"  Governor ~5rcc g ^  Program of Subprogram(s ) Affectec:

Requestor: Governor Oil &~Gas Mgmt.__________________________

EXPENDITURES/REVENUES: (Thousands of Dollars)

FY 83 1 FY 84 I FY 85 I FY 86 I FY 8" 1 FY 88 1
OPERATING 1 1 1 1 1 1

100 PERSONAL SERVICES I I I !
200 TRAVEL I I  I I I
300 CONTRACTUAL 1 1 1 1
400 COMMODITIES I I I  1
500 EQUIPMENT 1 1 1 1
600 LAND & STRUCTURES 1 1 1 1 1
700 GRANTS, CLAIMS, ETC 1 1 1 1 1

1 1 1 1 1 1
TOTAL OPERATING o 1 n 1 n 1 1 1 1

c3 pT T % l

■KTvT n u T

FUNDING: (Thousands of Dollars)

GENERAL FUND

FEDERAL FUNDS
OTHER (Specify Source)

1 1 1 1
• 1 1 1 1 I

1 1 1 I
o 1 o i n 1 1 1

POSITIONS:

FULL-TIME 1 1 1 1 1
PART-TIME 1 1 1 1
TEMPORARY 1 1 1 I

O '  0 1 0

III. SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

IV. ANALYSIS: Attach a separate page for any Analysis

Prepared B y : Mark Wittow Phone: 465-2400
Division: Commissioner's Office, DNR  ~ Date:

Approved Commi ss ioner: H T \ &  j l r s J ) ? U > L d > — -___________ Date:

Department: Natural Resource^)

Distribution: J
Original to Legislative Finance
Copy to Office of-Management and Eudget (for Legislature introducc-ci bills) §

Copy to Department (for Governor introduced bills)

Copy to Sponsor

03&'t
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B IL L  S H E F F IE L D

G O V E R N O R

S t a t e  o f  A l a s k a

office; of the g o v e r n o r
J U K E A O

April 19, 1983

5

The Honorable Joe L. Hayes 
Speaker of the House 
Alaska State Legislature 
Pouch V
Juneau, Alaska 99811 

Dear Mr. Speaker:

Under the authority of art. Ill, sec. 18, of the Alaska 
Constitution, I am transmitting a bill which provides for 
legislative approval of a royalty oil contract between the 
state and Chevron, U.S.A., Inc. for the sale of Prudhoe 
Bay royalty oil.

This contract is described in the findings entitled "Pro­
posed Disposition of Royalty Oil, Chevron, U.S.A." issued 
by the Department of Natural Resources on March 16. 1983. 
Copies of these findings have been made available to the 
legislature and the public for review.

This contract is being submitted for legislative approval 
for two reasons. First, although this and the previous 
administration have consistently taken the position that 
the statutory requirement of legislative approval of 
royalty oil contracts is unconstitutional (AS 38.06.055), 
as a matter of comity I respect the legislature's desire 
to have a direct voice in major disposals of royalty oil. 
Therefore, this c~..rract contains provisions requiring 
approval by the legislature before it becomes effective. 
Second, this bill would ratify the agreement for the sale 
of oil. This ratification would cure any procedural 
defect that may have occurred in the process of entering 
into this contract.

Although we believe that all necessary steps have been 
taken, the statutes and regulations governing the disposal 
of royalty oil represent often conflicting desires and 
goals, both procedural and substantive. For example, even 
if statutorily requiring legislative approval were 
constitutional, the present statutes provide, on the one 
hand, that the legislature is to approve the contract by 
enacting legislation (AS 38.06.055(a)), but, on the other

AGO 7 8 6 5 0 0



hand, they also provide that a report of the Royalty Board 
"shall be submitted for legislative review at the time of 
[sic ] resolution for legislative approval of a proposed 
disposition of royalty oil and gas is introduced in the 
legislature" (AS 38.06.070(c)). Since legislative approval 
is required anyway as a matter of contract, I believe it 
only prudent to present this contract for legislative 
approval and ratification at this time.

Sincerely

B
Governor

A GO 786501



STATE OF ALASKA
FISCAL NOTE Revision Date , 1S83

REQUEST

Bi 11/Resolution No.:______________________
Title: Chevron Prudhoe Bay Unit Royalty

H B  370

Sponsor: Governor Agreement

Requestor: Governor

H .  FISCAL DETAIL
Agency Affected: Natural Resourc;*^

’ Program Category Aftected: Momt nf Pnpr' 
BRU, Program of Subprogram!s) Affected 

Oil and Gas Management_____________________

EXPENDITURES/REVENUES: (Thousands of Dollars)
FY 83 FY 84 "  FY '85' FY 86 FY 87 ~ T Y  8'8

OPERATING

100 PERSONAL SERVICES
200 TRAVEL

300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES 1
700 GRANTS, CLAIMS, ETC 1

1
TOTAL OPERATING L _  Q_____ 0 Q 0 1

CAPITAL

■REVTEN'uF

FUNDING: (Thousands of Dollars)

GENERAL FUND I 1
FEDERAL FUNDS 1
OTHER (Specify Source) 0 1 0 0 0

. 1 1

POSITIONS:

FULL-IIME 1
PART-TIME 1 !
TEMPORARY 1 1

_ Q .  . 0 n 1 o
III. SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

IV. ANALYSIS: Attach a separate page for any Analysis

Prepared By: Mark Wittow__________________________________________ Phone: 465-2400
Division: Commissioner's urnce, unk f v  Date: ' • t - j r l v 7~

Approved Commissioner: ^V{\Cjju A \    Date: SlftlfcTS

Department: Natural Resources

Distribution:
Original to Legislative Finance
Copy to Office~of- Management and Budget (for Legislature introduced bills)
Copy to Department (for Governor introduced bills)
c o w  to Sponsor AGO 786502
r nnw tn Doflimctnr / i f  r lif fp ro n t frnm ^noncnrl



S t a t e  o r  A l a s k a

OFFICE OF THE GOVERNOR 
J U N E A U

April 19, 1983

The Honorable Joe L. Hayes 
Speaker of the House 
Alaska State Legislature 
Pouch V
Juneau, Alaska 99811 

Dear Mr. Speaker:

Under the authority of art. Ill, sec. 18, of the Alaska 
Constitution, I am transmitting a bill which provides for 
legislative approval of a royalty oil contract between the 
state and Tesoro Alaska Petroleum Company for the sale of 
Prudhoe Bay royalty oil.

This contract is described in the findings encitlt^d "Pro­
posed Disposition of Royalty Oil, Tesoro Alaska Petroleum 
Company" issued by the Deparunent of Natural Resources on 
March 16, 1983. Copies of these findings have been made
available to the legislature and the public for review.

This contract is being submitted for legislative approval 
for two reasons. First, although this and the previous 
administration have consistently taken the position that 
the statutory requirement of legislative approval of 
royalty oil contracts is unconstitutional (AS 38.06.055), 
as a matter of comity I respect the legislature's desire 
to have a direct voice in major disposals of royalty oil. 
Therefore, this contract contains provisions requiring 
approval by the legislature before it becomes effective. 
Second, this bill would ratify the agreement for the sale 
of oil. This ratification would cure any procedural 
defect that may have occurred in the process of entering 
into this contract.

Although we believe that all necessary steps have been 
taken, the statutes and regulations governing the disposal 
of royalty oil represent often conflicting desires and 
goals, both procedural and substantive. For example, even 
if statutorily requiring legislative approval were 
constitutional, the present statutes provide, on the one 
hand, that the legislature is to approve the contract by 
enacting legislation (AS 38.06.055(a)), but, on the other

AGO 7 8 6 5 0 4
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hand, they also provide that a report of the Royalty Board 
"shall be submitted for legislative review at the time of 
[sic ] resolution for legislative approval of a proposed 
disposition of royalty oil and gas is introduced in the 
legislature" (AS 38.06.070(c)). Since legislative approval 
is required anyway as a matter of contract, I believe it 
only prudent to present this contract for legislative 
approval and ratification at this time.

Sincerely,

E
Governor

AGO 7 8 6 5 0 5



•J'"'?.:'-*.- 3/51?
* STATE OF ALASKA •

FISCAL NOTE Revision Date , 1983

I. REQUEST
H B  371B i 11/Resolution No.:

Title* Tesoro Prudhoe bay unit Royalty oil
„---------------------- Agreement

Sponsor: Governor_______________ __________
Requestor: Governor_________________________

EXPENDITURES/REVENUES: (Thousands of Dollars)

II. FISCAL DETAIL
Agency Affected: Natural Resource Mgint. 

Program Category Affected:Mgmt. of Enerc 
BRU, Program of Subprogram(s) Affecteo: 

Oil and Gas Management____________________

FY 83 FY 84 FY 85 FY 66 ~ 7 Y - 8 7 ~ FY 8 6 1
OPERATING 1

100 PERSONAL SERVICES
200 TRAVEL 1
300 CONTRACTUAL 1
400 COMMODITIES 1
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS, CLAIMS, ETC

1
TOTAL OPERATING 0 0 ... ,0, 0 -

CAPITAL

■r e v e n u e

IJNDING:
GENFRAL FUND 
FtuERAL FUNDS 
OTHER (Specify Source)

I !
• I I

0 0 0 0 1

1 1

POSITIONS:
FULL-lIME
PART-TIME
TEMPORARY

. 0 0 0 Q_

III. SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

IV. ANALYSIS: Attach a separate page for any Analysis

Prepared By:- M*rk Wittow 
Division: “T^'iiVTSTlonsrs UTHce, u n k "

Phone:
Date:

465-2400

-m m :

Date: H/ R I R SApproved C o m m i s s i o n e r : ^ T T \ f i J L ^ L \ . i V J U >
Department: Natural Resources ' " 7 ..

Distribution:
Original to Legislative Finance
Copy to Office of Management and Budget (for Legislature introduced bills^

Copy to Department (for Governor introduced bills) „n 18b ^ 06

Copy to Sponsor
Cnnv f-n Oonnostnr fit diffprpnt from Soonsor) 3/8/



Department o£tockholders agreement 

N a t u r a l  Resources

This Stockholders Agreement is entered into this 
26th day of January, 1983, between CHARTER SECURITY LIFE 
INSURANCE COMPANY, a New Jersey corporation, and CHARTER 
SECURITY LIFE INSURANCE COMPANY (NEW YORK), a New York 
corporation (collectively "Charter" and individually "the 
Purchasers") and TESORO PETROLEUM CORPORATION, a Delaware 
corporation ("Tesoro").

W I T N E S S E T H :

WHEREAS, Charter has agreed to purchase from 
Tesoro and Tesoro has agreed to sell to Charter 2,875,000 
shares of Tesoro's $2.20 Cumulative Convertible Preferred 
Stock (the "Preferred Stock") pursuant to, and in accordance 
with, a Purchase Agreement (the "Purchase Agreement") dated 
January 26, 1S83 between Tesoro and Charter; and

WHEREAS, as contemplated by the Purchase Agree­
ment, Tesoro and Charter wish to provide for certain 
arrangements with respect to the Preferred Stock and any 
shares of common stock (the "Common Stock") of Tesoro which 
Charter may receive upon conversion of the Preferred Stock 
or may otherwise acquire from time to time, including the
504,000 shares of Common Stock owned by Charter on the date 
hereof (such shares of Common Stock and the Preferred Stock 
are hereinafter referred to as the "Stock") and with respect 
to certain relationships between Tesoro and Charter;

NOW, THEREFORE, Tesoro and Charter agree as fol­
lows:

Section 1. Representations and Warranties.

1.1 Representations and Warranties of Tesoro. 
Tesoro hereby represents and warrants to Charter as follows:

(a) Tesoro is a corporation duly organised, 
validly existing and in good standing under the laws of the 
State of Delaware.
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(b) The authorized capital stock of Tesoro 
consists of (i) 50,000,000 shares of Tesoro common stock, of 
which at January 1, 1983, 13,708,403 shares were validly 
issued and outstanding, fully paid and nonassessable and no 
shares were held in Tesoro’s treasury and (ii) 5,000,000 
series, preferred shares, with no par value, of which, at 
January 1, 1983, 40,000 were designated 8% Convertible Pre­
ferred Stock, of which 1,000 were validly issued and 
outstanding, 4,600,000 were designated $2.16 Cumulative 
Convertible Preferred Stock, of which 1,323,862 were validly 
issued and outstanding. In addition, at January 1, 1983, an 
aggregate of 1,620,619 shares of Tesoro common stock and
200,000 shares of $2.16 Cumulative Preferred Stock (includ­
ing authorized but unissued shares and treasury shares) were 
reserved for issuance pursuant to currently existing and 
future stock incentives, under currently existing stock 
incentive plans and an aggregate of 2,473,902 shares were 
reserved for issuance upon conversion of Tesoro's preferred 
shares and convertible debentures. There are outstanding no 
other options, warrants, rights or convertible securities 
providing for the issuance of Tesoro capital stock.

(c) Tesoro has full legal right, power and 
authority to enter into and perform this Agreement, and the* 
execution and delivery of this Agreement by Tesoro and the 
consummation of the transactions contemplated hereby have 
been duly authorized by the Board of Directors of Tesoro 
and require no other action by the Board of Directors or 
stockholders of Tesoro. This Agreement constitutes a valid 
and binding agreement of Tesoro.

1.2 Representations and Warranties of Charter. 
Charter hereby represents and warrants to Tesoro as follows:

(a) Each of the Purchasers is a corporation 
duly organized, validly existing and in good standing under 
the laws of their respective states of incorporation as set 
forth above.

(b) Charter has full legal right, power and 
authority to enter into and perform this Agreement, and the 
execution and delivery of this Agreement by Charter and the 
consummation of the transactions contemplated hereby have 
been duly authorized by the Board of Directors of Charter 
and require no other action by the Board of Directors or 
stockholders of Charter. This Agreement constitutes a valid 
and binding agreement of Charter, except that no representa­
tion or warranty is made that the restrictions contained in 
Sections 3.1, 3.2 and 3.3 of this Agreement will be enforce­
able .
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Section 2. Covenants of Charter with Respect to 
the Stock and Other Matters.

2.1 Restrictions on Resale or Other Disposition. 
Until the Expiration Date (as defined in Section 4.1) or the 
early termination of. this Agreement pursuant to Section 4.2 
or Section 4.4. Charter covenants and agrees that for so 
long as it or any of its affiliates owns, directly or in­
directly, any Stock or any voting securities of Tesoro (any 
and all voting securities of Tesoro, including the Stock, 
are hereinafter referred to as the "Tesoro Voting Securi­
ties") , or any other Tesoro securities convertible into or 
exchangeable or exercisable for the purchase of Tesoro Vot­
ing Securities (all such other Tesoro securities and the 
Tesoro Voting Securities are hereinafter referred to as the 
"Tesoro Restricted Securities"), Charter and its affiliates 
will not sell, transfer, pledge, hypothecate or otherwise 
dispose of any Tesoro Restricted Securities, or any bene­
ficial interest therein, except with the prior written con­
sent of Tesoro. Such consent shall be conclusively presumed 
and may not be withdrawn by Tesoro, if the proposed sale, 
transfer, pledge, hypothecation or other disposition is to 
occur pursuant to:

(a) a public offering of Stock pursuant to 
the registration rights granted under the Registration 
Rights Agreement between Tesoro and Charter dated Jan­
uary 26, 1983 (the "Registration Rights Agreement") made in 
accordance with Section 2.2; or

(b) sales, of Stock made in accordance with 
Rule 144 of the General Rules and Regulations of the Securi­
ties and Exchange Commission under the Securities Act of 
1933, as amended (the "Securities Act") or sales in con­
ventional brokerage transactions made in compliance with all 
applicable securities laws, provided that such sales are 
made in accordance with- Section 2.2 and further provided 
that Charter shall notify Tesoro at least two days prior to 
the date of entering any such sale or transfer order by 
Charter, and provided further that, if Tesoro shall there­
upon notify Charter of the pendency of a sale under any 
public offering by it of any Tesorc Voting Securities, and 
if the managing underwriter of such public offering shall 
advise Charter that in its good faith judgment sales by 
Charter, pursuant to this paragraph (b) would make it imprac­
ticable to conduct Tesoro's public- offering at the price at 
which the securities to be sold in such public offering 
could be sold without such sales by Charter pursuant to this 
paragraph (b), neither Charter nor any of its affiliates 
shall effect any sales pursuant to this paragraph (b) within 
10 days prior to the commencement of or during such offer­
ing; or
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(c) sales of Stock pursuant to a tender 
offer or exchange offer which the Board of Directors of 
Tesoro does not oppose; or i

(a) sales of Stock which are exempt from the 
registration provisions of the Securities Act, provided that 
no sales of Stock shall be made to any person or group 
(within the meaning of the Securities Exchange Act of 1934, 
as amended (the "Exchange Act")), if Charter knows, or upon 
the exercise of its best efforts, should have known, that 
the person or group purchasing such Stock owns, or will own, 
directly or indirectly, following such sale, Tesoro Voting 
Securities having an aggregate of 5% or more of the voting 
power of all of the then outstanding Tesoro Voting Securi­
ties (assuming for the purposes of such calculation that all 
Tesoro securities which may, by their terms, be converted 
into Tesoro Voting Securities without the payment to.Tesoro 
of any consideration, have been so converted) and provided 
that, prior to making such sales, Charter and its affiliates 
comply with the provisions of Section 2.3 hereof; or

(e) sales of Stock which are exempt from the 
registration provisions of the Securities Act, provided that 
each person purchasing such Stock executes and is bound by 
an agreement with Tesoro which contains the provisions and 
restrictions of this Stockholders Agreement and provided 
that, prior to making such sales, Charter and its affiliates 
comply with the provisions of Section 2.3 hereof.

2.2 Covenant with Pespect to Distribution of 
Shares. In any transaction or transactions described in • 
Section 2.1(a) or (b), the seller of Stock will use its best 
efforts to effect the sale or transfer of such Stock in a 
manner which will effect the broadest possible distribution, 
with no sales or transfers of Stock to any one person or 
group (within the meaning of the Exchange Act) in excess of 
3% of the then outstanding Tesoro Voting Securities.

2.3 Right of First Refusal. Prior to any sale of 
shares of Stock pursuant to Sections 2.1(d) or (e) , Charter 
or its affiliates shall notify Tesoro, in writing (the "Pur­
chase Notice"), of their intention to sell such Stock, stat­
ing the identity of the purchaser, the price at which the 
shares of Stock are to be sold,-the proposed manner in which 
sales will be made, the number of shares of Stock to be 
sold, the proposed closing date for such sales (which clos­
ing date may be set by Charter irrespective of any time 
periods relating to actions to be taken by Tesoro as set 
forth in Section 2.4) and the other terms and conditions of 
the sale. In the event that sales are to be made to more 
than one purchaser, a separate Purchase Notice shall be

t given with respect to each purchaser. Tesoro shall have, 
during the periods specified in Section 2.4, the right and 
option to purchase all, but not less than •all*, of the shares
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of Stock covered by any Purchase Notice in the manner set 
forth in Section 2.4. In the event that Tesoro notifies 
Charter that it does not intend to exercise its option or if 
it does not exercise its option within the periods specified 
in Section 2.4, Charter and its affiliates may sell the 
shares covered by the Purchase Nctice, at no less than the 
price, in substantially the manner and to the purchaser 
specified in the Purchase Notice, provided that such sales 
are consummated within 120-days of the written notification 
to Charter by Tesoro that Tesoro does not intend to exercise 
its option or. the failure by Tesoro to exercise its option 
within the time periods specified in Section 2.4.

2.4 Exercise of First Refusal Right. Tesoro may 
exercise its right and option arising under Sections 2.3,
4.3(a), 4.3(b) and 4.5 by giving Charter notice in writing
("Notice of Exercise"), within the 15 day period following 
receipt by Tesoro of the Purchase Notice, of Tesoro's elec­
tion, subject, if Tesoro so desires, to obtaining financing 
for the purchase, to exercise its option to purchase all, 
but not less than all, of the shares covered by the Purchase 
Notice. The Notice of Exercise 'shall state the amount and
terms of the financing, if any, which Tesoro shall require
in connection with its purchase. Tesoro shall use its best 
efforts during the period ending 6G days after the receipt 
by Tesoro of the Purchase Notice, to obtain financing in the 
amount and on the terms specified in the Notice of Exercise. 
If Tesoro shall arrange financing within such period on 
terms at least as favorable to Tesoro as those specified in 
the Notice of Exercise,"-Tesoro shall, or if Tesoro has not 
been able within such period to arrange such financing, 
Tesoro may, at its option, notify Charter of its irrevocable 
e-lection to purchase the shares covered by the Purchase 
Notice and shall specify the closing date for the purchase, 
which shall be a date not more than 90 days after the date 
on which the Purchase Notice was delivered to Tesoro. On 
such closing date, Charter shall deliver or cause to be 
delivered the certificate or certificates representing the 
appropriate number of shares, endorsed ir blank or with 
appropriate stock powers attached, to Tesoro, or to such 
other purchaser as Tesoro shall designate to Charter, in 
writing, against payment of the purchase price by certified 
or official bank check payable in New York Clearing House 
funds. 1 The purchase price payable for any shares purchased 
pursuant to this Section 2.4(c) shall be an amount in cash 
equal in value to the price set forth in the Purchase No­
tice, with any property, notes, securities or other non-cash 
consideration included in the price set forth in the Pur­
chase Notice being valued by agreement between Tesoro and 
Charter or, in lieu of such agreement, by a nationally rec­
ognized investment banking firm agreeable to Tesoro and 
Charter, plus, with respect to shares of Preferred Stock, 
the dividends wh:jh have accrued and remained unpaid on the 
shares of Preferred Stock to be purchased duri-ng the period
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between the proposed closing date specified in'the Purchase 
Notice and the actual closing date for the purchase of such 
shares by Tesoro. With respect to shares of Common Stock 
purchased by Tesoro, Tesoro shall pay to Charter, at the end 
of the fiscal quarter in which the actual closing date oc­
curred, the pro rata (based on the number of days such 
shares of Common Stock were owned by Charter during such 
fiscal quarter) amount of the dividends, if any, that would 
have been paid on the shares of Common Stock purchased by 
Tesoro had they been owned by Charter during all of such 
fiscal quarter. In the event that Tesoro shall fail to give 
a Notice of Exercise within the 15 day period set forth 
above, or having given such Notice of"Exercise, shall fail- 
to notify Charter of its irrevocable election to purchase 
the shares covered by the Purchase Notice within the 60 day 
period from the receipt by Tesoro of the Purchase Notice as 
set forth above, then Charter may sell the shares covered by 
the Purchase Notice in the manners specified in Sections 
2.3, 4.3(a) and 4.3(b).

Section 3. Voting, Ownership and Other 
Restrictions.

3.1 Obligation to be Counted for Quorum. Charter 
agrees, as a stockholder, to be present, and to use its best 
efforts to cause its affiliates who are stockholders of 
Tesoro to be present, in person or to be represented by 
proxy, at all stockholder meetings of Tesorc so that all 
shares of Tesoro Restricted Securities beneficially owned by 
Charter or its; affiliates may be counted for the purpose of 
determining the presence of a quorum at such meetings.

3.2 Voting by Charter. Charter and its affili­
ates agree, as stockholders, if so requested by tne Board of 
Directors of Tesoro, to vote or cause to be voted all Tesoro 
Restricted Securities beneficially owned by them in the same 
proportion as the votes cast by or on behalf of all other 
holders of Tesoro Voting Securities, except that Charter and 
its affiliates may vote at all times in their discretion 
with respect to any matter that woulu materially and ad­
versely affect Charter if it did not own Tesoro securities 
•and with respect to any amendment of the Certificate of 
Incorporation or By-Laws of Tesoro which imposes limitations 
on the legal rights of Charter as a Tesoro stockholder, 
other than those imposed pursuant to the terms hereof, based 
on the s i z e  of security holdings or other considerations 
applicable to Charter and net to security holders of Tesoro 
generally.

3.3 Certain Agreements of Charter. Charter and 
its affiliates shall not, unless the prior written consent 
of the Board of Directors of Tesoro has been obtained (and 
then only to the extent such written consent has been ob­
tained) :
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(a) solicit proxies or become a "partici­
pant" in a "solicitation" (as such terms are defined in 
Regulation 14A under the Exchange Act) in opposition to the 
recommendation of the Board of Directors of Tesoro with 
respect to any matter; or

(b) deposit any Tesoro Voting Securities in 
a voting trust or subject them to a voting agreement or 
other arrangement of similar effect; or

(c) acquire or offer to acquire or agree to 
acquire, directly or indirectly, by purchase or otherwise, 
any Tesoro Restricted Securities, if after such acquisition 
Charter and its affiliates would own,' directly or in­
directly, Tesoro Voting Securities representing more than 
30% of the combined voting power of all Tesoro Voting 
Securities (assuming for the purposes of such calculation 
that all Tesoro securities which may, by their terms, be 
converted into Tesoro Voting Securities without the payment 
t.o Tesoro of any consideration, have been so converted); or

(d) . join or permit any affiliate of Charter 
to join a partnership, limited partnership, syndicate, or 
other group for the purpose of acquiring, holding or dispos­
ing of Tesoro Voting Securities within the meaning of Sec­
tion 13(d) of the Act unless such partnership, limited 
partnership, syndicate, or other group consists solely of 
Charter and its affiliates; or

(e) initiate, propose or otherwise solicit 
stockholders for any matter at a.ny time, or induce or at­
tempt to induce any other person to initiate any stockholder 
proposal or a tender offer for shares of Tesoro securities 
•or any change of directors or control of Tesoro, or for the 
purpose of convening a stockholders' meeting ' Tesoro; or

(f) acquire, other chan for investment pur­
poses, by purchase or otherwise, shares representing more 
than 5% of the voting power of all of the voting securities 
of any entity, if Charter or its affiliates know, or in the 
exercise of their best efforts, should have known, that such 
entity and its affiliates are the beneficial owner of Tesoro 
Voting Securities having an aggregate of 5% or more of the 
voting power of all of the then outstanding Tesoro Voting 
Securities; or

(g) take any action as a Tesoro stockholder 
by written consent in lieu of a meeting.

3.4 Legend and Stop Transfer Order. To assist in 
effectuating the provisions of this Agreement, Charter and 
its -affiliates hereby consent:

7-
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(a) to the placement of the following legend 
on all certificates representing ownership of Tesoro Re­
stricted Securities beneficially owned by Charter or its 
affiliates until such shares have been sold, transferred or 
disposed of pursuant to the requirements of Section 2 
hereof, at which time Tesoro will promptly remove such leg­
end:

The shares represented by this 
certificate are subject to the pro­
visions of an Agreement among Tesoro 
Petroleum Corporation, Charter Security 
Life Insurance Company and Charter Se­
curity Life Insurance Company (New 
York), and may not be sold, transferred, 
pledged, hypothecated or otherwise dis­
posed of except in accordance therewith.
A copy of said Agreement is on file at 
the office of the Secretary of Tesoro 
Petroleum Corporation.

(b) to the entry of a stop transfer order 
with the transfer agent or agents of Tesoro securities 
against the transfer of the Tesoro Restricted Securities 
except in compliance with the requirements of this Agree­
ment, which stop transfer order shall be removed promptly 
from the shares being transferred upon transfer in compli­
ance with the requirements of this Agreement, or if Tesoro 
is its own transfer agent with respect to any Tesoro Re­
stricted Securities, to the refusal by Tesoro to transfer 
any such securities except in compliance with the require­
ments of this Agreement.

3.5 Certain Agreements of Tesoro. Tesoro agrees 
that it wil] not, at any'time prior to the earlier of the 
Expiration Date (as defined in Section 4.1 hereof) or any 
early termination of this Agreement pursuant to Section 4.2 
or Section 4.4 hereof, unless the prior written consent of 
Charter has been obtained, acquire or offer to acquire or 
agree to acquire, directly or indirectly, by purchase or 
otherwise, any voting securities of The Charter Company.

Section 4. Term of Agreement; Certain Provisions 
Regarding Termination._______________

4.1 Term of Agreement. Except as otherwise pro­
vided in Section 4.2 or Section 4.4, the respective cov­
enants and agreements of Charter and its affiliates and 
Tesoro contained in this Agreement will continue in full 
force and effect from the date first above written until 
January 25, 1993 (such date being referred to herein as the 
"Expiration Date"). Upon the Expiration Date, unless there 
is an early termination of this Agreement pursuant to Sec­
tion 4.2 (in which case the continuing rights and obliga-
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tions of Charter and its affiliates and Tesoro-shall be 
governed by Section 4.3) or Section 4.4 (in which case the 
continuing rights and obligations of Charter and its affili­
ates and Tesoro shall be governed Ly that Section), all 
rights and obligations of Charter and its affiliates and 
Tesoro shall terminate except as specifically provided in 
Section 4.5,

4.2 Early Termination. Charter may, at its sole 
option, 10 days after written notice (the "Termination No­
tice") has been received by Tesoro, terminate this Agreement 
prior to the Expiration Date, if one of the following events 
has occurred:

(i) if, in Charter's opinion, there is a change 
in the members of Tesoro's senior officer group which 
significantly affects the business strategy or pros­
pects of Tesoro;

(ii) if, at any time, in the opinion of Charter's 
independent public acountants, Charter may no longer 
account for its ownership of Tesoro Common Stock using 
the equity method (Charter's accountants shall assume, 
for the purpose of making this determination, that the 
number of shares of Tescro Voting Securities held by 
Charter is the number that would be obtained if it were 
assumed that Charter initially purchased 2,875,000 
shares of Preferred Stock and 1,625,000 shares of Com­
mon Stock and that Charter made no transfers or other 
dispositions (other than conversions of Preferred Stock 
to Common Stock) of any Tesoro Restricted Securities 
held by it from the time of such initial purchase to 
the time of the determination);

(iii) if any one of the individuals designated by 
Charter and accepted by Tesoro, pursuant to Section 5 
below, for election to the Board of Directors of 
Tesoro, is not nominated for election as a 'iirector or 
is not elected as a director of Tesoro (other than by 
reason of such individual's incapacity or unwillingness 
to serve);

(iv) if, at any time, Tesoro shall be in default 
in the payment of dividends on the Preferred Stock in 
an amount equivalent to or exceeding four quarterly 
dividends (whether or not consecutive) and Charter 
shall, at such time, own any shares of Preferred Stock;

(v) if, at any time, Tesoro shall be adjudicated 
as bankrupt or insolvent, or admit in writing its in­
ability to pay its debts as they mature, or make an 
assignment for the benefit of creditors, or shall apply

' for or consent to the appointment of any receiver, 
trustee, or similar officer for it or for all or any
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substantial part of its property, or such.receiver, 
trustee or similar officer shall be appointed without 
the application or consent of Tesoro or Tesoro shall 
institute any bankruptcy, insolvency, readjustment of 
debt or similar proceeding relating to the rights of 
creditors or if any .such proceedings shall be commenced 
against Tesoro and si all remain undismissed for 60 
days; or

(vi) if, at any time, indebtedness of Tesoro 
(except indebtedness as to which there is no recourse 
against.Tesoro or any of its subsidiaries and except an 
amount of purchase money mortgage indebtedness not 
exceeding in the aggregate the lesser of (i) 5% of the 
total assets of Tesoro and its subsidiaries on a 
consolidated basis or (ii) $50 million, which indebted­
ness was incurred with respect to special project 
financings and with respect to which the only recourse 
is against subsidiaries of Tesoro formed specifically 
to accommodate such financings) in an amount in excess 
of $10 million shall become due and payable, by reason 
of a default, prior to the date on which such indebted­
ness was, by its terms, to- become due and payable or 
if, at any time, Tesoro shall receive a notice that 
such an amount of indebtedness will become due and 
payable, by reason of'a default, prior to the date on 
which such indebtedness was, by its terms, to become 
due and payable, and such notice shall not be properly 
waived or withdrawn within 30 days of its receipt by 
Tesoro.

Ten days after receipt by Tesoro of the written 
notice by Charter pursuant to this Section 4.2 electing to 
terminate this Agreement, unless such notice shall have been 
rescinded by Charter in writing, all rights and ob'igations 
of Tesoro and Charter under this Agreement shall terminate 
except as shall be provided in Section 4.3. hereof. Fcr 
purposes of clause (i), "senior officer group" shall mean 
executives at or above the level currently designated as 
croup vice president; also, the retirement or other loss of 
lumbers of senior managemert who at the date of this Agree­
ment are age 63 or older shall not be the basis for a Ter­
mination Notice.

4.3 Rights of Tesoro and Cha-ter Upon Early Ter­
mination. If, at any time prior to the Expiration Date, 
Charter shall terminate this Agreement pursuant to Section
4.2 above, the following provision-- shall apply:

(a) Right of First Refusal. Prior to any 
sale by Charter or its affiliates of shares of Common Stock 
pursuant to Sections 2.1(d) or (e) or pursuant to a bona 
fide offer by a person unaffiliated with Charter to purchase 
shares of Common Stock, other than sales pursuant to Sec-
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tions 2.1(a), (b) or (c), which sale is to occur during the 
two year period following the effective date of the early 
termination of this Agreement pursuant to Section 4.2 but in 
no event later than the Expiration Date (the "Common Stock 
Restricted Period") and prior to any sale by Charter or its 
affiliates of shares of Preferred Stock pursuant to Sections 
2.1(d) or (e) or pursuant to a bona fide offer by a person 
unaffiliated with Charter to purchase shares of Preferred 
Stock, other than sales pursuant to Sections 2.1(a), (b) or
(c), which sale is to occur during the five year no call 
period of the Preferred Stock (the "Preferred Stock Re­
stricted Period"), Charter or its affiliates shall notify 
Tesoro in writing (the "Purchase Notice") of such proposed 
sale, naming the prospective purchaser, stating the price at 
which the shares are to be sold, the number of shares sought 
to be purchased and the other terms and conditions of the 
proposed sale. In the event that sales are to be made to 
more than one prospective purchaser, a separate Purchase 
Notice shall be given v»ith respect to each prospective pur­
chaser. Tesoro shall have, during the periods specified in 
Section 2.4, the right and option to purchase all, but not 
less than all, of the shares covered by any Purchase Notice 
in the manner set forth in Section 2.4. In the event that 
Tesoro notifies Charter that it does not intend to exercise 
its option or if it does not exercise its option within the 
periods specified in Section 2.4, Charter or its affiliates 
may- sell the shares covered by the Purchase Notice to the 
purchaser at no less than the price and in substantially the 
manner specified in the Purchase Notice, provided that such 
sale is consummated within 120 days of the written notifica­
tion to Charter by Tesoro that Tesoro does not intend to 
exercise its option or the failure by Tesoro to exercise its 
option within the time periods specified in Section 2.4.

(b) Right of Repurchase. Tesoro shall have 
the right, during the Common Stock Restricted Period, to 
repurchase any or all shares of Common Stock of Tesoro owned 
by Charter or its affiliates on the effective date of the 
early termination of this Agreement or received thereafter 
upon conversion of Preferred Stock. Tesoro may exercise 
this right of repurchase by notifying Charter in writing 
(the "Repurchase Notice") of such intention, which Re­
purchase Notice shall set a closing date for the repurchase 
of the .shares covered by such Repurchase Notice, which clos­
ing date shall be a date not less than 120 days or more than 
180 days -after the date of the Repurchase Notice. If during 
the 90 day period following the receipt by Charter of the 
Repurchase Notice Charter or its affiliates shall receive a 
bona fide offer by a person unaffiliated with Charter to 
purchase any or all of the shares covered by the Repurchase 
Notice, which offer Charter or its affiliates intends to 
accept, then Charter shall notify Tesoro of such offer by 
mearis of a Purchase Notice in the manner provided in 
subparagraph (a) above and Tesoro shall have the right and
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option to purchase all, but not less than all of the shares 
covered by such offer as provided in subparagraph (a) above. 
Tesoro may purchase at the closing date specified in the 
Repurchase Notice any or all shares covered by the Re­
purchase Notice for which no bona fide offer is received by 
Charter or its affiliates during the 90 day period following 
receipt by Charter of the Repurchase Notice at a price per 
share which shall equal 110% of the average closing price 
for .a share of Tesoro Common Stock on the New York Stock 
Exchange for the 10 trading days immediately preceding such 
purchase. On the closing date specified in the Repurchase 
Notice, Charter or its affiliates shall deliver or*cause to 
be delivered the certificate or certificates representing 
the appropriate number of shares, endorsed in blank or with 
appropriate stock powers attached, to Tesoro, or to such 
purchaser as Tesoro shall designate to Charter, in writing, 
against payment of the purchase price by certified or of­
ficial bank check payable in New York Clearing House funds.

(c) Restrictions on Transfer. Charter or 
its affiliates shall not sell, assign or otherwise transfer 
any shares of Common Stock duri-ng the Common Stock Re­
stricted Period or any shares of Preferred Stock during the 
Preferred Stock Restricted Period ej;cept in the manner pro­
vided in paragraphs (a), (b) , (c), (d) and (e) of Section
2.1 or pursuant to bona fidt offers by persons unaffiliated 
with Charter after complying with the provisions of this 
Section 4.3.

(a) Restrictions on Purchase. During the 
Preferred Stock Restricted Period, so long as Charter or its 
affiliates shall own any shares of Preferred Stock, Charter 
and its•affiliates shall continue to be subject to the 
restrictions contained in Section 3 hereof. If Charter or 
its affiliates shall desire that such restrictions shall no 
longer apply, Charter shall notify Tesoro in writing (the 
"Restrictions Notice") of such desire. Tesoro shall have 
the right and option, for a period of 60 days following the 
receipt of the Restrictions Notice, to purchase any or all 
of the shares of Preferred Stock owned by Charter or its 
affiliates at the price of $20 per share plus accrued and 
qnpaid dividends, if any. Tesoro may exercise this right 
and option by giving Charter notice in writing of Tesoro's 
election, which notice shall specify the number of shares of 
Preferred Stock to be purchased and the closing date for the 
purchase, which shall be a date not more than 90 days after 
the receipt by Tesoro of the Restrictions Notice. Tesoro 
may pay the purchase price of the shares of Preferred Stock, 
by delivery to Charter at the closing of, (i) a certified or 
official, bank check (the "Check") payable in New York Clear­
ing House funds for at least 20% of the aggregate purchase 
price and (ii) a note (the "Note") for the remaining amount 
of the aggregate purchase price. The Note shall- bear in­
terest at the rate that Charter would ch^.ye in a loan to a
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company with a credit rating comparable to Tesoro at the 
date the Restrictions Notice is received by Tesoro. The 
principal amount of the Note shall be payable in equal an­
nual installments, plus all accrued and unpaid interest, on 
each succeeding anniversary of the closing -date, provided 
that Tesoro shall pay any unpaid principal amount and all 
accrued and unpaid interest on the last day of the Preferred 
Stock Restricted Period and provided that the principal 
amount of the Note, or any portion thereof, may be prepaid 
without penalty at any time. Upun delivery to Charter of 
the Check and the Note, if applicable, on the closing date, 
Charter and its affiliates shall deliver or cause to be 
delivered the certificate or certificates representing the 
appropriate number of shares, endorsed in blank or with 
stock powers attached, to Tesoro or to such other person as 
Tesoro shall designate to Charter, in writing. If Tesoro 
shall have assigned its right to purchase any cf the shares 
covered by the Restrictions Notice to any other purchaser, 
Tesoro shall unconditionally guaranty all the obligations of 
such purchaser under the Note, if any, delivered to Charter 
at the closing. Upon such a closing, or if Tesoro shall 
have not elected to purchase any shares of Preferred Stock, 
on the date 61 days after the receipt by Tesoro of the 
Restrictions Notice, Charter and its affiliates shall cease 
to be subject to the restrictions contained in Section 3 
hereof.

<.4 Other Termination. If, at any time, the 
Tesoro Voting Securities held by Charter or its affiliates 
shall represent less than 5% of the voting power of all the 
then outstanding Tesoro Voting Securities, both Tesoro and 
Charter shall have the option, during such time as Charter 
or its affiliates shall continue to own Tesoro Voting 
Securities representing less than 5% of the voting pcwer of 
•all the then outstanding Tesoro Voting Securities, to ter­
minate this Agreement by written notification to the other 
party. Ten days after the receipt of such written notice by 
the other party all rights and obligations of Tesoro and 
Charter under this Agreement shall terminate.

4•5 Richts of Tesoro and Charter Upon Expiration. 
After .the Expiration Date, for so long as_Charter or its 
affiliates own any of the shares of Stock that were owned by 
them on the Expiration Date, unless this Agreement has been 
terminated prior to the Expiration Date pursuant to Section
4.2 (in which case the continuing rights and obligations of 
Charter and its affiliates ana Tesoro sha.11 be governed by 
Section ).3) or Section 4.4 (in which case the continuing 
rights and obligations of Charter and its affiliates and 
Tesoro shall be governed by that Section), Charter and its 
affiliates shall not transfer any shares of Stock that were 
owned by Charter or its affiliates on the Expiration Date, 
or any interest therein,- except pursuant to a bona fide 
sale. Tesoro shall have a right of first refusal' with re-
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spect to any such bona fide sales ("Restricted"Transfers") 
except sales of Stock made by Charter or its affiliates in 
the manner specified in Sections 2.1(a) , (b) , (c) or (d); 
provided that with respect to any sale of stock in the man­
ner specified in Section 2.1(d), such sale need not comply 
with Section 2.3. Prior to any Restricted Transfer, Charter 
or its affiliates shall notify Tesoro, in writing (the "Pur­
chase Notice") of their intention to sell such Stock, stat­
ing the identity of the purchaser., the price at which the 
shares of Stock are to be sold, the proposed manner in which 
sales will be made, the number of shares of Stock to be 
sold, the proposed closing date for such sales (which clos­
ing date may be set by Charter irrespective of any time 
periods relating to actions to be taken by Tesoro as set 
forth in Section 2.4) and the other terms and conditions of 
the sale. In the event that sales are to be made to more 
than one purchaser, a separate Purchase Notice shall be 
given with respect to each purchaser. Tesoro shall have, 
during the periods specified in Section 2.4, the right and 
option to purchase all, but not less than all, of the shares 
of Stock covered by any Purchase Notice in the manner set 
forth in Section 2.4. In the event that Tesoro notifies 
Charter that it does not intend' to exercise its option or if 
it does not exercise its option within the periods specified 
in Section 2.4, Charter and its affiliates may sell the 
shares covered by the Purchase Notice, at no less than the 
price, in substantially the manner and to the purchaser 
specified in the Purchase Notice, provided that such sales 
are consummated within 120 days of the written notification 
to Charter by Tesoro that Tesor.p does not intend to exercise 
its option or the failure by Tesoro to exercise its option 
within the time periods specified in Section 2.4.

Section 5. Election of Directors. Tesoro agrees 
that it will nominate.and use its best efforts to the end 
that two individuals (or, if the total number of directors 
of Tesoro ether than those designated by Charter shall equal 
or exceed 15, three individuals) designated by Charter and 
reasonably acceptable to Tesoro shall be, at all times, 
members of the Board of Directors of Tesoro; provided, how­
ever, that at any time when Charter and its affiliates bene­
ficially own shares of Tesoro Voting Securities with less 
than an aggregate of 1,850,000 votes but more than an ag­
gregate of 925,000 votes, Charter shall have the right to 
designate one such individual (or, if the total number of 
directors of Tesoro other than those designated by Charter 
shall equal or exceed 15, two individuals) and Charter shall 

• use its best efforts to cause one of its designees on the 
Tesoro Board of Directors to resign forthwith; and provided, 
further, however, that at any time when Charter and its 
affiliates beneficially own shares of Tesoro Voting Securi­
ties with an aggregate of 925,000 votes or less, Charter 
shall not have the right to designate any such person and 
Charter shall use its best efforts to cause its designee or
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designees on the Tesoro Board of Directors to resign forth­
with. Charter's rights under this Section 5 shall be in 
addition to any rights which Charter may have as a holder of 
Preferred Stock.

Section 6. General

6.1 Specific Enforcement? Other Remedies. (a) 
Charter acknowledges and agrees that Tesoro would be irrepa­
rably damaged in the event any of the provisions of this 
Agreement were not performed by Charter and its affiliates 
in accordance with their specific terms or were otherwise 
breached. It is accordingly agreed that Tesoro shall be 
entitled to an injunction or injunctions to prevent breaches 
of the provisions of this Agreement and to enforce specifi­
cally the terms and provisions hereof in any court of the 
United States or any state thereof having jurisdiction, in 
addition to any other remedy to which Tesoro may be entitled 
at law or equity.

(b) In the event any of the provisions of 
this Agreement are not performed’ by Tesoro in accordance 
with their specific terms or are otherwise breached, Charter 
and its affiliates shall be entitled to an injunction or 
injunctions to prevent breaches of the provisions of this 
Agreement and to enforce specifically the terms and pro­
visions thereof or seek recovery, of money damages in any 
court of the United States or any state thereof having 
jurisdiction, in addition to any other remedy to which Char­
ter and its affiliates may be entitled at law or equity, 
provided that any such nonperformance or breach shall not 
entitle Charter to terminate this Agreement prior to the 
Expiration Date unless such non-performance or breach was 
willful and material and further provided that no action 
taken by Tesoro which constitutes an event specified in 
Section 4.2 or which causes an event specified in Section 
4.2 to occur, sha.ll entitle Charter to terminate this Agree­
ment except in the manner specified in Section 4.2.

6.2 Severability. If any term, provision, cov­
enant .or restriction of this Agreement is held by a court of 
competent jurisdiction to be invalid, void, or unenforce­
able, the remainder of the terms, provisions, covenants and 
restrictions shall remain in full force and effect and shall 
in no way be affected, impaired or invalidated. It is 
hereby stipulated and declared to be the intention of the 
parties that they would have executed the remaining terms, 
provisions, covenants and restrictions without including any 
of such which may be hereafter declared invalid, void or 
unenforceable.

6.3 Definitions. As used herein the term 
"affiliate" shall havo the meaning set forth in Rule 12b-2 
under the Exchange Act and shall also include any person
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acting on behalf of a person or its affiliate, .'the term 
"person" shall mean any individual, partnership, corpora­
tion, trust or other entity and the term "voting power" 
shall refer to the ordinary right of the holder of a se­
curity- to vote for the election of directors 'thout ref­
erence to any special rights which may arise with respect to 
defaults in the payment of dividends or defaults under any 
other terms of preferred stock).

.6.4 Amendments. This Agreement may be amended 
only by an agreement in writing.

6.5 Descriptive Headings. Descriptive headings 
are for convenience only and shall "not control or affect the 
meaning or construction of any provision of this Agreement.

6.6 Counterparts. For the convenience of the 
parties, any number of counterparts of this Agreement may be 
executed by either party hereto and each such executed 
counterpart shall be, and shall be deemed to be, an original 
instrument.

6.7 Successors and Assigns. This Agreement shall 
be binding upon and inure to the benefit of and be enforce­
able by the successors and assigns of the parties hereto 
except that Tesoro may only assign its rights of repurchase 
and'first refusal set forth in Sections 2.3, 4.3 and 4.5 in 
the manner provided in those Sections.

6.8 Transfers. Nothing in this Agreement shall 
prohibit transfers of Tesoro Voting Securities among Charter 
and controlled affiliates of Charter, so long as all limita­
tions and covenants herein on the part of Charter shall 
apply to such controlled affiliates to the same extent as 
they apply to Charter.

6.9 Accounting Matters. Tesoro will, and will 
cause its employees, indepenaent public accountants and 
other representatives to, provide all information and any 
certificates or documents to, and otherwise cooperate with, 
Charter so as to enable Charter to (i) account for its 
investment in Tesoro pursuant to the equity method, (ii) 
prepare financial statements and related information in 
accordance with generally accepted accounting principles and 
with statutory accounting principles applicable to insurance 
companies and (iii) to comply with its reporting require­
ments and other disclosure obligations under applicable laws 
and regulations. In that regard, Tesoro acknowledges and 
agrees not to dispute that Charter has the ability, by vir­
tue of its ownership of Stock or its representation on 
Tesoro's Board of Directors, to influence the management of 
Tesoro. Nothing in this Section 6.9 shall restrict the 
right of Tesoro to issue its securities at any time.
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6.10 Redemption of Preferred Stock., Until the 
Expiration Date or the effective date of any early termina­
tion of this Agreement, Tesoro will not, so long as Charter 
or its affiliates own any shares of Preferred Stock, redeem 
any shares of Preferred Stock without the prior written 
consent of Charter.

6.11 Effect of Stock Splits, etc. Whenever any 
rights under this Agreement are available only when at least 
a specified minimum number of Tesoro Voting Securities or 
votes is involved, such specified number shall be appro­
priately adjusted to reflect any stock split, stock divi­
dend, combination of securities into a smaller number of 
securities or reclassification of stock.

6.12 Notices. Any notice to be given hereunder 
shall be deemed sufficiently given when in writing and 
delivered to an officer of Tesoro or Charter, transmitted by 
tested'telecopier, telex or TWX, or deposited in the United 
States mail, postage prepaid and registered or certified and 
addressed as set forth below in this Section 6.12 or to such 
other address for a party as may be specified in a notice. 
Tested telecopier, telex and TWX notices'-shall be effective 
upon transmission and notices delivered personally to an 
officer of Charter or Tesoro shall be effective when given. 
Notices that are mailed shall be effective upon receipt or 
upon rejection by the party to whom addressed:

To Tesoro:

Tesoro Petroleum Corporation 
8700 Tescro Drive 
San Antonio, Texas 78286 
Attn:• Chairman of the Board

To Charter:

Charter Security Life Insurance Company 
21 West Church Street 
Jacksonville, Florida 32202 
Attn: President

with a copy to:

Smith & Hulsey 
500 Barnett Bank Building 
Jacksonville, Florida 32202 
Attn: E. Ellis Zahra, Jr., Esq.
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6.13 Counterparts. This Agreement may be exe­
cuted simultaneously in one or more counterparts, each of 
which shall be deemed an original.

IN WITNESS WHEREOF, Tesoro and Charter have caused 
this Agreement to be duly executed by their respective offi­
cers, each of whom is duly and validly authorized and em­
powered, all- as of the day and year first above written.

TESORO PETROLEUM CORPORATION

CHARTER SECURITY. LIFE INSURANCE 
COMPANY

By

CHARTER SECURITY LIFE INSURANCE 
COMPANY (NEW YORK)

By________

The Charter Company agrees the; it 
and its affiliates who are not 
otherwise parties to this agreement 
will be bound by the restrictions 
placed upon tnem as set forth in 
this agreement.

THE CHARTER COMPANY

B y : ________ ____________
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ALASKA ROYALTY OIL AND GAS DEVELOPMENT ADVISORY BOARD

\
Resolution 83-3

WHEREAS, the State of Alaska, through the Commissioner of

Inc. have entered into an "Agreement for the Sale ana Purchase 

of Royalty Oil" dated the 16th day of March 1983; ana

WHEREAS, in accordance with AS 38.06.055(a) "... the 

Commissioner of. Natural Resources may not enter into a sale, 

exchange, or other disposition of oil or gas or of the rights

or waiver of the rights to receive future production of royalty 

oil or gas under AS 3 8 .05.183 without the prior approval of the

exchange, encumbrance, or other disposition of oil or gas or of 

the rights or waiver of the rights to receive future production 

of royalty oil or gas may not be made by the Commissioner of 

Natural Resources under AS 3 8 .05•-^3 without prior review of 

the proposed sale, exchange, encumbrance or other disposition 

by the Board. A written recommendation of the Board on e 

proposed sale, exchange, encumbrance or other disposition of

m e  Legislature at the time a resolution approving the proposed 

sale, exchange, encumbrance, or other disposition is introduced 

in -che Legislature"; and

cr other disposals of royalty cil or gas to determine whether

r"the Alaska Department of Natural Resources, and Chevron U.S.A.

WHEREAS, according to AS 38.06.055^2), "... a sale,

U T V  oil or gas or of the rights or waiver of the rights to receive 

1 '°,'ture production of royalty oil or gas shall be submitted to

WHEREAS, in accordance with AS 3 8 .06.0^0(a), the Board

shall

"(2) hold public hearings on proposed sales, exchanges,

the proposals comply with. AS 3 8 .0 6 .070;
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(3) examine proposed sales, exchanges or other disposal 

or, and recommend to the Legislature that it approve or dis­

approve a proposed sale, exchange or other disposal of

(A) the oil or gas that is obtained by the State as 

royalty under AS 3 8 .05-183; or

(B) the rig h t s  to receive future oil or gas p r o­

duction under State L e a s e s ” ; and

WHEREAS, the Board did on March 17, 1983 receive from the 

Commissioner of Natural Resources the above-mentioned agreement 

with Tesoro as well as a document entitled "Proposed Disposition 

of Royalty Oil, Tesoro Alaska -Petroleum Company, Findings and 

Determinations Required for Disposals of Royalty Oil", dated 

March 16, 19 8 3 and the Board did act and call public hearings, 

in accordance with the regulations outlined in 3 ACC 5 6 , in 

Juneau and by teleconference in Fairbanks, Anchorage, and Kenai 

on April 5> 1983 and received public comment pertinent to this 

agreement; and

WHEREAS, in accordance with AS 3 8 . 0 6  and AS 38.05, the 

Commissioner of Natural Resources is required to submit to the 

Board, in writing, certain Findings or Determinations relating 

to the disposal of oil and gas royalty interests and the Board 

has received the required Findings and Determinations; and

WHEREAS, the board members had the opportunity to review 

the agreement, related Findings and Determinations and Public 

Testimony during the period March 17, 1983 until April 20, 1983; 

and

WHEREAS, the Board did, on April 20, 1 9 8 3 , meet .to discuss 

the agreement, related Findings and Determinations, and Public 

Testimony to insure that this disposal is in accordance with the 

statutory purpose and criteria set forth ir A 36.06 as-well as 

the Board's "Basic Principles and Policies" as outlined in the 

Board's development plan.
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1. that the Commissioner of Natural Resources has followed

the board policies, applicable statutes, and regulations 

relating to the disposal of oil and gas royalty interests.

2. that the sale of the royalty oil interests to. Chevron U.S.A.

Ir.c. , as per the agreement, was made because:

(a) the oil is to be refined or processed in the existing

Chevron refinery near Kenai, Alaska.

(t) Chevron is an in-state refiner which supplies products 

to the Alaska market with supply benefits to state 

citizens.

(c) the price the State will receive for this royalty

interest appears to be substantially equivalent to or 

greater than theprice the State would receive by taking 

this royalty in-value.

(c) that Chevron is a qualified company which has been oper­

ating its refinery to produce products for the Alaska 

market for many years.

•(e) Chevron has advised the State that its refining system

is short of crude and without additional crude supplies 

she closure of the Nikiski refinery might be imminent.

It is in the S t a t e ’s Interest to have the refinery con­

tinue to operate.

(f) Chevron is the State's only road asphalt producer and

closure of the refinery would eliminate the State's only 

local supplier.

(t) that this agreement is consistent with the criteria

outlined in AS 38.06.070.

4‘.

THEREFORE, the Board finds as follows:
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AND THEREFORE BE IT RESOLED THAT the Alaska Royalty Oil

and Gas Development Advisory Board recommends to the Thirteenth 

Alaska Legislature that the "Agreement for the Sale and Purchase 

of Royalty Oil" between the State of Alaska and Chevron U.S.A. 

Inc., dated March 16, 1983 he ,.y .? n  r  c- o  e J  ;______.
/ I

Board Member J u  c / f i c  c / e >-/ c /<_______________ moved the

adoption of the Resolution. Board Member ) }  / c  I  t< >-c/

seconded. The vote was as follows:

APPROVE DISAPPROVE
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Resolution 83—2

WHEREAS, the State of Alaska, through the Commissioner of 

the Alaska Department of Natural Resources, and the Tesoro Alaska 

Petroleum Company have entered into an ’’Agreement for the Sale 

and Purchase of Royalty Oil" dated the 16th day of March, 1983; 

and

WHEREAS, in accordance with AS 38.06.035(a) "... the 

Commissioner of Natural Resources may not enter into a sale, 

exchange, or other disposition of oil or gas or of the rights or 

waiver of the rights to receive future production of royalty oil 

or gas under AS 3 8 .05.183 without the prior approval of the 

Legislature . . ."; and

WHEREAS, according to AS 38.06.055(a), "... a sale, 

exchange, encumbrance, or other disposition of oil or gas or of 

the rights or waiver of the rights to receive future production 

of royalty oil or gas may not be made by the Commissioner of 

Natural Resources under AS 3 8 .05-183 without prior review of 

the proposed sale, exchange, encumbrance or other disposition 

of oil or gas or of the rights or waiver of the rights to 

receive future production of royalty oil or gas shall be sub­

mitted to the Legislature at the time a resolution approving 

the proposed sale, exchange, encumbrance, or other disposition 

is introduced in the Legislature"; and

WHEREAS, in accordance with AS 38.06.0^0(3), the Board

shall

"(2) hold public hearings on proposed sales, exchanges, 

or other disposals of royalty oil or gas to determine whether 

the proposals comply with AS 3&-06.07C;

(3) examine proposed sales, exchanges or other disposal 

of, and recommend to the Legislature that it approve or dis­

approve a proposed sale, exchange or other disposal of

ALASKA ROYALTY OIL AND GAS DEVE L O P M E N T  ADVISORY BOARD
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(A) the oil or gas that is obtained by the State as

royalty under AS 38.05.182; or

(B) the rights to receive future oil or gas produc­

tion under State leases"; and

WHEREAS j the Board did, on March 17, 1983 receive from 

the Commissioner of Natural Resources the above-mentioned agree­

ment with Tesoro as well as a document entitled "Proposed Dis­

position of Royalty Oil, Tesoro Alaska Petroleum Company, Findings 

and Determinations Required for Disposals of Royalty Oil", dated 

March 16, 1983 and the Board did act and call public hearings, in 

accordance with the regulations outlined in 3 ACC 56, in Juneau 

and by teleconference in Fairbanks, Anchorage, and Kenai on 

April 5, 1983 and received public comment pertinent to this 

agreement; and

WHEREAS, in accordance with AS 3 8 . 0 6  and AS 38.05, the 

Coirimissioner of Natural Resources is required to submit to the 

Board, in writing, certain Findings or Determinations relating 

to the disposal of oil and gas royalty interests and the Board 

has received the required Findings and Determinations; and

WHEREAS, the board members had the opportunity to review 

•the agreement, related Findings and Determinations and Public 

Testimony during the period March 17, 1983 until April 20, 1982; 

and

WHEREAS, the Board did, on April 20, 1983, meet to discuss

the agreement, related Findings and Determinations, and Public

Testimony to insure that this disposal is in accordance with the

statutory purpose and criteria set forth in AS 3 8 . 0 6  as well as
•o

the Board's "Basic Pirnciples and Policies" as outlined in the 

Board's development plan.
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THEREFORE, the Board finds as follows:
‘•i- ' * ■ *. * ' , ; ■■**4

1. that the Commissioner of Natural Resources has followed the 

Eoard policies, applicable statutes, and regulations relat­

ing to the disposal of oil and gas royalty interests.

2. that the sale of the royalty oil interests to Tesoro Alaska 

Petroleum Company, as per the agreement, was made because:

(a) the oil is to be refined or processed in the Tesoro 

refinery near Kenai, Alaska.

(b) Tesoro-Alaska is an in-state refiner which supplies 

products to the Alaska market with supply benefits to 

State citizens.

(c) the sale is made to support Tesoro-Alaska's refinery 

expansion plans to increase the capacity from, the 

current *48 , 500 BPD to approximately 80,000 BPD. The 

construction program is expected to include a new 

crude distillation tower, expansion of the hydrocracker 

from 7,500 to 9,000 BPD, a hydrogen plant to produce

1*1 million cubic feet of hydrogen from natural gas, and 

a sulfur plant to recover and produce 1*4.2 tons per day 

of sulfur. Necessary offsite facilities, such as tank­

age, pipelines, etc., to support the expansion also are 

10 be constructed. The expansion has an announced cost 

of $80-90 million and is to be completed to mid-198*4.

(a) the price the State will receive for this royalty

interest appears to be substantially equivalent to or 

greater than the price the State would receive by tak­

ing this royalty in value.

(e) that Tescro-Alaska is a qualified company which has 

been operating its refinery to produce products for the 

Alaska market for over 13 years.

(f) that this agreement is consistent with the criteria 

outlined in AS 3 8.06.070.
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AND THEREFORE EE IT RESOLVED THAT the Alaska Royalty Oil 

and Gas Development Advisory Board recommends to the Thirteenth 

Alaska. Legislature that the "Agreement for the Sale 'and Purchase 

of Royalty Oil" between the State of Alaska and Tesoro-Alaska 

Petroleum Conroany, dated March 16, 1983 be q  „ r r«<~' ? __________y -

Boara Member  - J k  /? o J  C r t c/ moved the

adoption of the Resolution. Board Member J 2 / L y y , 

seconded. The vote was as follows:

APPROVE DISAPPROVE

£ L

/Z . tfZ c rd jB U sC ssC .
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DEPARTMENT OF NATURAL RESOURCES

Dfr.CE OF THE COUUISSIOHEK

I  AY S. HAMMOND, GOVERNOR

P O U C H  M
J U N E A U .A L A S K A  9 9 8 1 1
PHONE: 907/465-2400

Pursuant to the Alaska Statutes and the recommendations of 
the Alaska Royalty Oil and Gas Development.Advisory Board, 
the Commissioner of the Alaska Department of Natural Resources 
intends to sell the State's royalty oil from Cook Inlet.
The Commissioner desires to sell the oil competitively to 
someone able to process the crude within the State of Alaska 
or supply products in-state from crude processed elsewhere. 
Preference will be given to companies capable of processing 
the crude in Alaska. Only in the case of an exceptional 
premium would he consider selling it for export from the 
State.

The amount of crade oil available over the term of the 
contract will vary with production. The Cook Inlet field is 
in decline, and it is anticipated that the volume of oil 
that will be available for sale 011 January 1, 1984 , will be 
approximately 6,900 barrels per day (b/d). The volume will 
decline to approximately 2,700 b/d by 1990.

At the present time, the Cook Inlet royalty crude oil is 
committed by contract to Tesoro Alaska Petroleum. The 
Tesoro contract, which expires on December 31, 1983, has 
been in effect since 1970. Tesoro currently processes the 
crude in its refinery at Kenai, Alaska.

The price of the oil, if sold, will be no less than in­
value. The sale is being considered under Title 38 of the 
Alaska statutes and the regulations contained in 11 AAC 03, 
and potential buyers should be aware* of those provisions.

In addition to the statutory criteria, the financial responsi­
bility of the bidders will be considered and initial informa­
tion relating to such responsibility should be submitted 
with the proposal.

It is anticipated that negotiations may begin with the 
qualified respondents shortly after the close of the solicita­
tion period and that a contract will be finalized in February, 
1983, for submittal to the 13th Alaska Legislature. Because 
of the short timeframe for negotiations and submittal of a 
contract to the Legislature, proposals must be as specific 
as possible and should include price, volume and term of
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contract. The purchaser of the royalty oil must be able to 
process or begin supplying products in-state by January 1,
1984.

The Commissioner may reject submitted proposals at any time 
after receipt of the proposals, and may not hold negotiating 
sessions with every prospective buyer who submits a proposal.
To the extent possible provisions of the Prudhoe Bay standard 
form contract will be included in any contract negotiated.
The State's policy regarding royalty oil is discussed in the 
document prepared in February, 1982, entitled "Review of 
Alaska Poyalty Oil Policy and Findings for Proposed Disposition 
of Royalty Oil." Copies cf this document and further informa­
tion can be obtained by contacting:

Lennie Boston
Special Assistant to the Commissioner 
Department of Natural Resources 
Pouch M
Juneau, Alaska 99811 
(907) 465-2400

Responses to this solicitation must be received by the 
Commissioner of Natural Resources at the above address by 
close of business on December 17, 1982.

Q&lbt ( jl ) . Kc&El
J ohngw T  K a t z ,  C o m m i s s i o n s ^ ’*  . 
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

D a t e
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Union 76 Division
Union Oil Company of California
Union Oil Center, Box 7600, Lcs Angeles, California 90051 
Telephone (213) 977-6560

R. C. Beach December 10, 1982
v.ce President 
’6 Oiviftion Crude Supply

Commissioner Esther C. Wunnicke 
Department of Natural Resources 
State of Alaska 
Pouch M
Juneau, Alaska 99811

Dear Commissioner Wunnicke:

This letter is in response to your department's solicitation 
of November 16, 1982, for the sale and purchase of Alaska 
Cook Inlet area royalty oil commencing January 1, 1984.

Union Oil Company is a major supplier of petroleum products 
throughout the Stare of Alaska. Although we will not be 
able to process the royalty oil within the State, we believe 
the proposal below will help provide a secure supply of 
petroleum products to our customers in Alaska.

Proposal

1. The State of Alaska will sell and Union will purchase 
the full volume of the State's Cook Inlet area royalty 
oil commencing January 1, 1S84.

2. Contract term will be firm for a period of five years.

3. Price paid by Union for the royalty oil will be Union's 
posted price.

If this response to your solicitation is of interest to the 
State, Union is prepared to meet with you and .’•■•'sue the 
matter further.

Thank you for your consideration. We look forward to meeting 
with you in Juneau at an early da .e.

RCB:jv
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Shell Oil Company

Two Shell Plaza 
P.O. Box 2099 
Houston, Texas 77001

Decembe r  10,  1982

M r .  J o h n  W. Ka t z ,  C omm is s i o n e r  
D epa r tm en t  o f  Natura l  R e s o u r c e s  
Sta te  c f  A la ska  
Pouch  M
J u n e a u ,  A la s k a  99811 

D e a r  M r .  Katz :

T h i s  r e s p on d s  to y o u r  so l ic i t a t ion  le t te r  o f  November  16, 1982 ,  f o r  
p r o p o s a l s  to p u r c h a s e  Coo k  In le t  r o y a l t y  c r u d e  oi l  b eg inn ing  J a n u a r y  I,
1984 .  She l l  has c a r e f u l l y  c o n s i d e r e d  th is  mat te r and has dec ided  no t  
to make  a p r o p o s a l .

Even  though Sh e l l  cou ld  p h y s i c a l l y  t r a n s p o r t  th is  c r u d e  to its West Coas t  
r e f i n e r i e s  and p r o c e s s  it, it is a h i g h e r  q u a l i t y  c r u d e  than we w i l l  r e q u i r e  
in 1984 and b e y ond .  It is b e t te r  su ited to the A la s k an  r e f i n e r i e s  d e s ig n ed  
to r u n  it, w h i le  S h e l l ' s  West Coa s t  r e f i n e r i e s  a r e  mo re  e c on om ic a l l y  su i ted  to 
h e a v i e r  c r u d e s  -  e s p e c i a l l y  C a l i f o r n i a  and A la s k an  Nor th  S l o pe  (ANS) c r u d e s .
In a dd i t i o n ,  un i t  t r a n sp o r t a t i o n  cos t s  f o r  the r e l a t i v e l y  low v o lum e s  o f  Cook  
In le t  r o y a l t y  c r u d e  wou ld  be h ig h .

We take th is  o pp o r t u n i t y ,  h o w e v e r ,  to r e - s t a t e  o u r  c on t inu ing  in te re s t  in 
p u r c h a s i n g  ANS r o y a l t y  c r u d e  f r om  the State o f  A l a s k a .  We s tand beh ind  
o u r  p r o p o s a l  o f  Oc tobe r  7 ,  1982 ,  to p u r c h a s e  20 M B /D  o f  ANS c r u d e  and to 
s u p p l y  p r o c u c t s ,  as n eeded ,  on a o n e - y e a r  te rm , and s tand r e a d y  to n eg o ­
t ia te  a l o n g e r - t e rm  a r r a n g em en t .  We have  been en cou rag ed  by  r e cen t  
d i s c u s s i o n s  with you  and y o u r  s ta f f ,  and a r e  e sp e c i a l l y  in te re s ted  in p u r ­
su ing  an a r r a ng em en t  w h e r e b y  Sh e l l  w ou ld  en te r  the A la s k a n  a sph a l t  m a rk e t  
in a subs tan t ia l  w ay .

We app re c i a t e  y o u r  in c lu s i o n  o f  S h e l l  in y o u r  so l i c i ta t ion  o f  po tent ia l  Cook  
In le t  c r u d e  p u r c h a s e r s  and we l ook  f o rw a r d  to an o p p o r t u n i t y  to f u r t h e r  
d e v e l o p  S h e l l ' s  ANS c r u d e  p u r c h a s e s / p r o d u c t  sa le s  p r o p o s a l  to y ou  and 
the  incoming adm in i s t r a t i o n .

Most  s i n c e r e l y ,

W. L .  K r e p s ,  Manage r
T r a d i n g  & Schedu l in g  AGO 786536
Domest ic  Raw M a te r i a l s  S u p p l y
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C o m m i s s i o n e r  J o h n  W . K a t z  
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  
S t a t e  o f  A l a s k r  
P o u c h  "M "
J u n e a u ,  A K  9 : ^ 1 1

D e a r  C o m m i s s i o n e r  K a t z :

T h i s  is in  r e s p o n s e  t o  y o u r  N o v e m b e r  1 6 ,  1 9 8 2  s o l i c i t a t i o n  f o r  p r o p o s a l s  t o  p u r c h a s e  
C o o k  I n l e t  r o y a l t y  o i l  s t a r t i n g  J a n u a r y  1 ,  1 9 8 4 .

C h e v r o n ' s  p r o p o s a l  t o  p u r c h a s e  t h e  C o o k  I n l e t  r o y a l t y  o i l  is  b r i e f l y  s u m m a r i z e d  
b e l o w :

V o l u m e : E n t i r e  v o lu m e  o f  r o y a l t y  o i l  e s t im a t e d  t o  b e  a b o u t
6 , 9 0 0  B P D  in J a n u a r y  1 9 8 4  a n d  d e c l i n i n g  t o  a b o u t  2 , 7 0 0  B P D  b y  
1 9 9 0 .

T e r m : S i x  ( 6 )  y e a r s  e n d in g  D e c e m b e r  3 1 ,  1 9 8 9  b u t  C h e v r o n  is 
o p e n  t o  c o n s id e r  o t h e r  p e r i o d s .

P r i c e : C h e v r o n  w i l l  p a y  t h e  s a m e  p r i c e  t h e  S t a t e  w o u ld  h a v e
r e c e i v e d  i f  t h e  S t a t e  h a d  t a k e n  t h e  o i l  in v a lu e  f r o m  th e  
p r o d u c e r s .  T h is  w o u ld  b e  a  w e ig h t  a v e r a g e  p r o d u c e r  i n - v a lu e  
p r i c e .

A d d i t i o n a l  C o n s i d e r a t i o n : C h e v r o n  w i l l  c o m m i t  t o  m a k e
a v a i l a b l e  f o r  s a le  in  A l a s k a  o u r  h i s t o r i c  l e v e l  o f  a v i a t i o n  g a s o l i n e  
d u r in g  t h e  t e rm  w e  a r e  p u r c h a s i n g  t h e  C o o k  I n l e t  r o y a l t y  o i l .

C h e v r o n  h a s  b e en  a w a r d e d  1 8 , 0 0 0  B P D  o f  A N S  r o y a l t y  o i l  f o r  p r o c e s s in g  a t  o u r  
N i k i s k i  A l a s k a  r e f i n e r y  u n d e r  a  o n e  y e a r  c o n t r a c t  s t a r t i n g  a b o u t  M a y  3 0 ,  1 9 8 3 .  
C o n s e q u e n t l y ,  w e  c o u ld  n o t  p r o c e s s  t h e  C o o k  I r . i e t  r o y a l t y  o i l  i n - s t a t e  f o r  a  s h o r t  
p e r i o d  o f  t im e  b e tw e e n  J a n u a r y  1 , 1 9 8 4  a n d  M a y  3 0 ,  1 9 8 4 .  C h e v r o n  is b o t h  a n  in ­
s t a t e  r e f i n e r  as w e l l  as  a  l a r g e  i n - s t a t e  s u p p l i e r  o f  r e f i n e d  p r o d u c t s  t h a t  a r e  p r o d u c e d  
in  o u r  C a l i f o r n i a  r e f i n e r i e s  a n d  sh ip p e d  t o  A l a s k a .  A s  t h e  A la s k a n  d e m a n d  f o r  
p r o d u c t s  h a s  i n c r e a s e d ,  C h e v r o n  h a s  sh ip p ed  t o  A l a s k a  a s  m u ch  a s  1 5 , 0 0 0  B P D  o f  
g a s o l i n e ,  h e a t i n g  f u e l s  a n d  a v i a t i o n  g a s o l i n e .  W e  c u r r e n t l y  s u p p ly  a b o u t  u0 %  o f  t h e  
m o t o r  g a s o l i n e ,  3 0 %  o f  t h e  h e a t i n g  a nd  d i s t i l l a t e  f u e l s  a n d  8 0 %  o f  t h e  a v i a t i o n  
g a s o l i n e  u sed  in A la s k a .

C h e v r o n  w a s  th e  f i r s t  c o m p a n y  t o  m a r k e t  p e t r o l e u m  p r o d u c t s  in A l a s k a  s t a r t i n g  in 
. 1 8 8 9  a n d  h a s  s e r v e d  A la s k a  c o n t i n u o u s l y  s in c e  t h a t  t im e .  W e  a r e  t h e  o n l y  s t a t e w id e  
m a r k e t e r  in A l a s k a  and  a r e  th e  s o le  s u p p l i e r  o f  p e t r o l e u m  p r o d u c t s  in e i g h t e e n  ( 1 8 )  
A l a s k a n  c o m m u n i t i e s .

AGO 7 8 6 5 3 8



W||* •

Commissioner Katz -2- December 13, 1982

In  s u p p o r t . o f  o u r  c o n s i d e r a t i o n  t o  c o n t i n u e  t o  m a k e  a v i a t i o n  g a s o l i n e  a v a i l a b l e  f o r  
s a l e  in  A l a s k a ,  w e  o f f e r  t h e  f o l l o w i n g  c o m m e n t s .  N o n e  o f  t h e  A la s k a n  r e f i n e r i e s  
p r o d u c e  a v i a t i o n  g a s o l i n e .  C o n s e q u e n t l y ,  i n - s t a t e  p r o c e s s in g  o f  C o o k  I n l e t  r o y a l t y  o i l  
t o  p r o d u c e  t h e  A la s k a n  r e q u i r e m e n t s  f o r  a v i a t i o n  g a s o l i n e  c a n n o t  b e  a c h i e v e d  a nd  
a v i a t i o n  g a s o l i n e  w i l l  h a v e  t o  b e  im p o r t e d  t o  A l a s k a  f r o m  C a l i f o r n i a .  A t  l e a s t  o n e  
h i s t o r i c  s u p p l i e r  h a s  a l r e a d y  w i t h d r a w n  f r o m  s o m e  o f  t h e  a v i a t i o n  g a s o l i n e  m a r k e t  in  
A l a s k a ,  l e a v i n g  a  g r e a t e r  r e s p o n s i b i l i t y  o n  t h e  r e m a in in g  m a r k e t e r s .  C h e v r o n  
s i n c e r e l y  b e l i e v e s  a v i a t i o n  g a s o l i n e  is  e s s e n t i a l  t o  t h e  g r o w t h  and  e c o n o m y  in  A la s k a  
—  p a r t i c u l a r l y  in  t h e  B u sh  c o m m u n i t i e s  - -  a n d  a  c o m m i tm e n t  by  C h e v r o n  t o  m e e t  
t h e s e  r e q u i r e m e n t s  is  o f  g r e a t  v a lu e  t o  t h e  S t a t e  o f  A l a s k a .  W e  h o p e  t h e  S t a t e  w i l l  
g i v e  t h i s  a v i a t i o n  g a s o l i n e  c o m m i tm e n t  t h e  p r o p e r  c o n s i d e r a t i o n .

C h e v r o n  a n d  t h e  S t a t e  s p e n t  c o n s i d e r a b l e  t im e  d u r in g  t h e  p a s t  c o u p le  o f  y e a r s  
n e g o t i a t i n g  a  l o n g  t e r m  a g r e e m e n t  t o  p u r c h a s e  3 8 , 0 0 0  B P D  o f  A N S  r o y a l t y  o i l .  
A l t h o u g h  a n  a g r e e m e n t  w a s  n o t  f i n a l i z e d ,  i t  is s t i l l  o f  c o n s i d e r a b le  i n t e r e s t  t o  u s . 
T h e r e  m a y  b e  s o m e  i n t e r - r e l a t i o n s h i p  b e tw e e n  a  lo n g  t e r m  a g r e e m e n t  f o r  A N S  
r o y a l t y  o i l  a n d  t h e  p r e s e n t  s o l i c i t a t i o n  f o r  C o o k  I n l e t  r o y a l t y  o i l .  A c c o r d i n g l y ,  
C h e v r o n  w o u ld  l i k e  t h e  o p p o r t u n i t y  t o  d is c u s s  th i s  o v e r a l l  r o y a l t y  o i l  s u b j e c t  w i t h  th e  
a p p r o p r i a t 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  r e p r e s e n t a t i v e s .  W e w o u ld  a p p r e c i a t e  
a  m e e t i n g  in e a r l y  J a n u a r y  1 9 8 3  b e f o r e  a n y  d e c i s i o n  is m a d e  o n  th e  C o o k  I n l e t  r o y a l t y  
o i l  d i s p o s i t i o n .

A t t a c h e d  is a  c o p y  o f  t h e  1 9 8 1  a n n u a l  R e p o r t  f o r  S t a n d a r d  O i l  C o m p a n y  o f  C a l i f o r n i a  
( p a r e n t  c o m p a n y  o f  C h e v r o n  U . S .A . ) .  W e  b e l i e v e  th i s  w i l l  m e e t  th e  r e q u e s t  f o r  i n i t i a l  
i n f o r m a t i o n  on  t h e  f i n a n c i a l  r e s p o n s i b i l i t y  o f  b id d e r s  f o r  C o o k  I n l e t  r o y a l t y  o i l .

P l e a s e  c o n t a c t  M e s s r s .  R .  3 .  A l f r e y  o r  R .  J .  E n g e lh a r t  a t  ( 4 1 5 )  9 4 4 - 6 2 0 4  r e g a r d in g  
a n y  q u e s t i o n s  o n  t h i s  p r o p o s a l  f o r  C o o k  I n l e t  r o y a l t y  o i l  and  t o  s e t  a  m e e t i n g  d a t e  in 
J u n e a u  f o r  d i s c u s s io n s  o n  t h e  o v e r a l l  r o y a l t y  o i l  s u b je c t .

R J A : d w
A t t a c h m e n t
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