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

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

a v a i l a b l e  to S e l l e r .  W h e t h e r  or n o t  i n i t i a l  a d j u s t m e n t s  are ma d e ,  

h o w e v e r ,  s u b s e q u e n t  a d j u s t m e n t s  m a y  be m a d e  u n d e r  A r t i c l e  5.-5.

5.3 P a y m e n t . P u r c h a s e r  w i l l  m a k e  p a y m e n t  of  t h a t  a m o u n t  

b i l l e d  u n d e r  t h i s  A r t i c l e  w i t h i n  t e n  (10) d a y s  a f t e r  r e c e i p t  of th e 

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

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

S e l l e r  at the f o l l o w i n g  a d d r e s s :

B a n k  of A m e r i c a ,  N T  & SA  
San. F r a n c i s c o ,  C a l i f o r n i a  
S e c u r i t i e s  D e p a r t m e n t  3 2 5 5  
C r e d i t  to?

S t a t e  of A l a s k a  I n v e s t m e n t  A c c o u n t

P a y n e n t  m a y  be m a d e  in s u c h  o t h e r  m a n n e r  or t o  s u c h  o t h e r  a d d r e s s  as 

S e l l e r  m a y  s p e c i f y  in the i n v o i c e  s t a t e m e n t  of a c c o u n t  o r  by o t h e r  

w r i t t e n  n o t i c e .  A l l  o t h e r  p a y m e n t s  to be m a d e  u n d e r  th is  A g r e e m e n t  

s h a l l  be p a i d  in the s a m e  m a n n e r .  If p a y m e n t  is d u e  o n  a S a t u r d a y ,  

S u n d a y ,  or l e g a l  h o l i d a y  of the p l a c e  w h e r e  p a y m e n t  is to be r e c e i v e d ,  

p a y m e n t  s h a l l  be m a d e  o n the n e x t  f o l l o w i n g  b u s i n e s s  day. It is 

r e c o g n i z e d  t h a t  S e l l e r  m a y  bill, and t h a t  P u r c h a s e r  w i l l  pay, a m o u n t s  

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

S e l l e r .  If c o n f i d e n t i a l  i n f o r m a t i o n  is u s e d  as the b a s i s  for a 

b i l l i n g ,  t h e n  u p o n  r e q u e s t  S e l l e r  w i l l  f u r n i s h  P u r c h a s e r  w i t h  the 

c e r t i f i e d  s t a t e m e n t  of the C o m m i s s i o n e r  t h a t  the a m o u n t s  b i l l e d  a re  

c o r r e c t  b a s e d  u p o n  the b e s t  i n f o r m a t i o n  a v a i l a b l e  to S e l l e r .  E x c e p t  

for o b v i o u s  c l e r i c a l  m i s t a k e s ,  if a d i s p u t e  c o n c e r n i n g  a b i l l  a r i s e s ,  

it is a g r e e d  t h a t  P u r c h a s e r  w i l l  p a y  the f u l l  a m o u n t  b i l l e d  by S e l l e r  

p e n d i n g  f i n a l  r e s o l u t i o n  of the d i s p u t e .  U p o n  f i n a l  r e s o l u t i o n ,  t he  

a m o u n t  p a i d  w i l l  be r e f u n d e d  to the P u r c h a s e r  w i t h  i n t e r e s t ,  if s u c h  a 

r e f u n d  is a p p r o p r i a t e .

5.4 P a y m e n t  to L e s s e e . P u r c h a s e r ,  at the r e q u e s t  of S e l l e r  in 

the i n v o i c e  s t a t e m e n t  of a c c o u h t  or o t h e r w i s e  in w r i t i n g ,  s h a l l  p a y  

a ll or an y p o r t i o n  d e s i g n a t e d  by S e l l e r  of t h a t  p a y m e n t  r e q u i r e d  to be 

m a d e  to on e or m o r e  of the L e s s e e s  at an a d d r e s s  cr a d d r e s s e s  and in 

the m a n n e r  d e s i g n a t e d  by S e l l e r .  T h e  p a y m e n t  w i l l  be m a d e  w i t h i n  the
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t i m e  l i m i t  s p e c i f i e d  in A r t i c l e  5.3. S e l l e r  m a y  a u t h o r i z e  an d

d e s i g n a t e  a t h i r d  p a r t y  to m a k e  the  r e q u e s t  a n d  d e s i g n a t e  the  a m o u n t ,  

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

s p e c i f i e d ,  the b a l a n c e  of the p a y m e n t  d u e ,  if an y,  and p a y m e n t  for 

s u b s e q u e n t  m o n t h s e s h a l l  be m a d e  in a c c o r d a n c e  w i t h  A r t i c l e  5.3.

5 . 5  S u b s e q u e n t  A d j u s t m e n t s . P u r c h a s e r  a c k n o w l e d g e s  t h a t  m o r e  

a c c u r a t e  i n f o r m a t i o n  c o n c e r n i n g  the q u a n t i t y  of or P u r c h a s e  P r i c e  for 

R o y a l t y  O i l  t e n d e r e d  m a y  s u b s e q u e n t l y  b e c o m e  a v a i l a b l e  to S e l l e r .  In

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

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

s t a t e m e n t  of a c c o u n t  to P u r c h a s e r  a n d  th e p a r t i e s  w i l l  a d j u s t  the 

a m o u n t  b i l l e d  an d p a y  or r e f u n d  the a m o u n t  of t h o s e  a d j u s t m e n t s .

In the e v e n t  t h a t  S e l l e r  s h o u l d  r e n d e r  a c o r r e c t e d  i n v o i c e  to 

P u r c h a s e r ,  th e p a r t i e s  w i l l  a d j u s t  the a m o u n t  p r e v i o u s l y  b i l l e d  

a c c o r d i n g l y .  A n y  a m o u n t  t o  be r e f u n d e d  f r o m  S e l l e r  to P u r c h a s e r  or

p a i d  f r o m  P u r c h a s e r  to  S e l l e r  w i l l  be p a i d  w i t h i n  f i f t e e n  (15) d a y s  

a f t e r  the date' of the c o r r e c t e d  i n v o i c e .  T h e  t ‘ me fo r p a y i n g  an

a d j u s t m e n t  w i l l  be d i f f e r e n t ,  h o w e v e r ,  w h e n  t he  a d j u s t m e n t  c o n c e r n s  an 

a m o u n t  l a s t  i n v o i c e d  m o r e  t h a n  s i x t y  (60) c a y s  b e f o r e  th e c o r r e c t e d  

i n v o i c e ,  in w h i c h  c a s e  the a m o u n t  w i l l  be p a i d  by P u r c h a s e r  or

r e f u n d e d  by S e l l e r ,  as the c a s e  m a y  be, in e q u a l  m o n t h l y  i n s t a l l m e n t s  

o v e r  the s a m e  p e r i o d  of t i m e  as t h a t  o v e r  w h i c h  the a d j u s t m e n t  a c c r u e d  

or s i x  (6 ) m o n t h s ,  w h i c h e v e r  is the s h o r t e r  p e r i o d .  N o  a d j u s t m e n t

w i l l  be m a d e  m o r e  t h a n  t w e l v e  (1 2 ) m o n t h s  a f t e r  th e d a t e  of the l a s t  

o r i g i n a l  i n v o i c e  to w h i c h  the a d j u s t m e n t  r e l a t e s ,  e x c e p t  for

a d j u s t m e n t s  r e s u l t i n g  f r o m  (i’ r e g u l a t o r y  or c o u r t  p r o c e e d i n g s

( i n c l u d i n g  a p p e a l s )  c o m m e n c e d  or p e n d i n g  d u r i n g  th at  t w e l v e - m o n t h  

p e r i o d ,  w h e t h e r  or n o t  S e l l e r  or P u r c h a s e r  is a p a r t y  t o  the 

p r o c e e d i n g ,  cr (ii) b o n a  f i d e  a u d i t s  b y  S e l l e r  of u n y  L e s s e e ( s )  

c o m m e n c i n g  at a n y  t i m e  d u r i n g  the p e r i o d  si x (6 ) y e a r s  a f t e r  the d a t e  

of th e l a s t  i n v o i c e  to w h i c h  s u c h  a d j u s t m e n t  r e l a t e s ,  or a n y  

r e s o l u t i o n  of- d i s p u t e s  a r i s i n g  o u t  o f  t h o s e  a u d i t s .  A d j u s t m e n t s  d u e  

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

a t a n y  time. T h e  p r o v i s i o n s  of t h is  A r t i c l e  5.5 w i l l  s u r v i v e  a n y  

t e r m i n a t i o n  of t h i s  A g r e e m e n t .
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5.6 I n t e r e s t . E x c e p t  f or  a d j u s t m e n t s  m a d e  u p o n  r e s o l u t i o n  of 

A m e r a d a  H e s s  u n d e r  A r t i c l e  2.3, the a m o u n t  o f  a ll  s u m s  w h i c h  are n o t  

p a i d  w h e n  d u e  u n d e r  t h i s  A g r e e m e n t  or w h i c h  ar e  s u b s e q u e n t l y

d e t e r m i n e d  to be d u e  u n d e r  an a d j u s t m e n t  u n d e r  A r t i c l e  5.5, or

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

at a v a r i a b l e  r a t e  p e r  a n n u m  e q u a l  to the p r i m e  r a t e  as a n n o u n c e d  f r o m  

t i m e  to tim e by th e  B a n k  of A m e r i c a ,  S a n  F r a n c i s c o ,  C a l i f o r n i a ,  p l u s  

o n e  an d o n e - q u a r t e r  p e r c e n t  (1.25%) pe r  an num .

5.7 L a t e  P a y m e n t  P e n a l t y . E x c e p t  for u n i n t e n t i o n a l  f a i l u r e s  

to pa y,  i n c l u d i n g  c l e r i c a l  m i s t a k e s  or o c c u r r e n c e s  not  w i t h i n  the 

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

P u r c h a s e r  f a i l s  to m a k e  p a y m e n t  w i t h i n  o n e  d a y  of the d a t e  t h a t  

p a y m e n t  is due, t h e n  in a d d i t i o n  to the a m o u n t  d u e  p l u s  i n t e r e s t  f r o m  

the d a t e  t h a t p a y m e n t  w a s  d u e  u n t i l  the d a t e  of  p a y m e n t ,  P u r c h a s e r  

w i l l  p a y  an a m o u n t  e q u a l  to o n e  p e r c e n t  (1 %) o f  the a m o u n t  owed.

15.8 P a y m e n t  to T h i r d  P a r t i e s . S e l l e r  m a y  d i r e c t  t h a t

P u r c h a s e r  p a y  an y a m o u n t  d u e  or w h i c h  m a y  b e c o m e  d ue  d i r e c t l y  to a 

t h i r d  p a r t y  in the- m a n n e r  an d time as m a y  be d i r e c t e d  by S e l l e r  in 

w r i t t e n  n o t i c e  to t h e  P u r c h a s e r  if, in t he  S e l l e r ' s  so le  d i s c r e t i o n ,  

the p a y m e n t  to the t h i r d  p a r t y  w i l l  a s s i s t  S e l l e r  in m o n i t o r i n g  or 

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

A R T I C L E  VI 

T E R M

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

e x e c u t i o n  by the p a r t i e s  and a f t e r  e n a c t m e n t  of l e g i s l a t i o n  by the 

S t a t e  o f  A l a s k a  ( i n c l u d i n g  a p p r o v a l  by the G o v e r n o r )  a p p r o v i n g  this 

A g r e e m e n t ,  or on M a y  30, 1983, w h i c h e v e r  is l a t e r .  T h i s  A g r e e m e n t

s h a l l  be n ul l  and v o i d  if it is n ot so a p p r o v e d  by S e p t e m b e r  1, 1983.

S u b j e c t  to the o t h e r  p r o v i s i o n s  c o n t a i n e d  in th is  A g r e e m e n t ,  S e l l e r ' s
<•

o b l i g a t i o n  to s el l an d P u r c h a s e ' s  o b l i g a t i o n  to b u y  R o y a l t y  n i l  s h al l
t

b e g i n  as p r o v i d e d  a b o v e ,  a n d  sh; 11 end J a n u a r y  1, 1995.

6.2 T e r m i n a t i o n  of -E x i s t i n g  A g r e e m e n t . T h i s  A g r e e m e n t  as of 

the d a t e  it b e c o m e s  e f f e c t i v e  as a b o v e  p r o v i d e d  s h a l l  t e r m i n a t e  and 

s u p e r s e d e  t'"at c e r t a i n  " A g r e e m e n t  for the S a l e  <and ‘P u r c h a s e  of R o y a l t y
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O i l "  d a t e d  N o v e m b e r  30, 19 8 2,  n o w  e f f e c t i v e  b e t w e e n  the p a r t i e s ;

p r o v i d e d ,  h o w e v e r ,  (a) t h a t  no  f i n a n c i a l  o b l i g a t i o n  o f  P u r c h a s e r  to 

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

t e r m i n a t i o n ,  an d (b) t h a t  t h e  L e t t e r  of C r e d i t  f u r n i s h e d  to  S e l l e r  

p u r s u a n t  t o  A r t i c l e  X V  o f  s a i d  A g r e e m e n t  s h a l l  to th e e x t e n t  of its 

p r i n c i p a l  a m o u n t  a p p l y  to t h e  L e t t e r  of C r e d i t  r e q u i r e d  b y  A r t i c l e  X V  

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

A R T I C L E  VT.I 

D E F A U L T  O R  T E R M I N A T I O N

7 . 1  D e f a u l t . If a n y  o n e  or m o r e  of the f o l l o w i n g  e v e n t s  

( " E v e n t s  o f  D e f a u l t " )  o c c u r ,  t h e n  at S e l l e r ' s  o p t i o n ,  S e l l e r  m a y  

t e r m i n a t e  or s u s p e n d  its o b l i g a t i o n  to t e n d e r  an d  s e l l  R o y a l t y  O i l  and 

p r o c e e d  to e x e r c i s e  a n y  o n e  or m o r e  of the r i g h t s  an d r e m e d i e s  

p r o v i d e d  in th ^s  A g r e e m e n t :

(i) E x c e p t  for o b v i o u s  c l e r i c a l  e r r o r s ,  P u r c h a s e r  d o e s  

n o t  p a y  in f u l l  a n y  s u m  o w e d  u n d e r  t h i s  A g r e e m e n t  at the t i m e w h e n  

p a y m e n t  is due; or

(ii) P u r c h a s e r  f a i l s  to o b s e r v e  or p e r f o r m  a n y  of its 

o t h e r  c o v e n a n t s  and o b l i g a t i o n s  u n d e r  A r t i c l e  II; or

(iii) P u r c h a s e r  d o e s  no t  p e r f o r m  an y  a c t  r e q u i r e d  or

c o n t e m p l a t e d  u n d e r  t h i s  A g r e e m e n t  and  e i t h e r :  (a) the n o n p e r f o r m a n c e

c o n t i n u e s  for m o r e  t h a n  30 d a y s  a f t e r  S e l l e r  h a s  n o t i f i e d  the 

P u r c h a s e r  of P u r c h a s e r ' s  n o n p e r f o r m a n c e ;  or (b) P u r c h a s e r  ha d  f a i l e d  

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

t h i s  A g r e e m e n t  d u r i n g  t he  i m m e d i a t e l y  p r e c e d i n g  12 m o n t h  p e r i o d ;  or

(iv) T h e r e  is a m a t e r i a l  a d v e r s e  c h a n g e  in P u r c h a s e r ' s  

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

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

A g r e e m e n t ,  an d  P u r c h a s e r  is u n a b l e  tc g i v e  S e l l e r  a d e q u a t e  a s s u r a n c e  

o f c o n t i n u e d  p e r f o r m a n c e  e i t h e r  w i t h i n  f o u r t e e n  (14) d a y s  of  a r e q u e s t  

fo r s u c h  an a s s u r a n c e  or w i t h i n  s u c h  o t h e r  s h o r t e r  tim e p e r i o d  as 

S e l l e r  m a y  r e a s o n a b l y  r e q u e s t  u n d e r  the circunr *• n. n c e s ; or

(v) A n y  r e p r e s e n t a t i o n  or w a r r a n t y  m a d e  by P u r c h a s e r  in 

t h i s  A g r e e m e n t  p r o v e s  to h a v e  b e e n  f a l s e  or i n c o r r e c t  in a n y  m a t e r i a l  

r e s p e c t  at the t i m e  . ;at the r e p r e s e n t a t i o n  or w a r r a n t y  w a s  ma d e .
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7 . 2  F a i l u r e  to P a y  D e b t s . If at a n y  t i m e  P u r c h a s e r  b e c o m e s  

u n a b l e  to p a y  an y o f  its d e b t s  w h e n  t h o s e  d e b t s  are  due, or s h o u l d

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

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

S e l l e r .  W h e t h e r  or n o t  t h a t  n o t i c e  is g i v e n ,  if P u r c h a s e r  b e c o m e s

u n a b l e  to p a y  an y  of its d e b t s  w h e n  t h os e d e b t s  are d u e  cr s h o u l d

o t h e r w i s e  b e c o m e  i n s o l v e n t ,  S e l l e r ' s  o b l i g a t i o n  to t e n d e r  and se ll

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

t e r m i n a t e  w i t h o u t  a n y  r e q u i r e m e n t  of n o t i c e  of o t h e r  a c t i o n  by S e l l e r ;  

h o w e v e r ,  P u r c h a s e r  w i l l  n e v e r t h e l e s s  be and r e m a i n  l i a b l e  for p a y m e n t  

a n d  p e r f o r m a n c e  of  all  of  its o b l i g a t i o n s  an d c o v e n a n t s  un d e r  this  

A g r e e m e n t  w i t h  r e s p e c t  to R o y a l t y  O i l  a c t u a l l y  t e n d e r e d  b y  S e l l e r  to 

a n d  a f t e r  a n y  s u c h  t e r m i n a t i o n .  W i t b ;n t h i r t y  (30) d a y s  a f t e r  r e c e i p t  

of P u r c h a s e r ' s  n o t i c e  or, if nc n o t i c e  is g i v e n ,  a f t e r  S e l l e r  

o t h e r w i s e  b e c o m e s  a w a r e  (as d e t e r m i n e d  in S e l l e r ' s  s o l e  d i s c r e t i o n )  of 

P u r c h a s e r ' s  i n s o l v e n c y ,  S e l l e r  w i l l  ha ve  the r i g h t ,  u p o n  w r i t t e n  

n o t i c e  to P u r c h a s e r ,  to r e i n s t a t e  all of S e l l e r ' s  a nd  B u y e r ' s  

o b l i g a t i o n s  u n d e r  t h i s  A g r e e m e n t  r e t r o a c t i v e l y  to th e d a t e  of 

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

7. 3 S e l l e r ' s  R e m e d i e s . U p o n  the o c c u r r e n c e  o f  a n y  i.vent of 

D e f a u l t  or if S e l l e r ' s  o b l i g a t i o n  to t e n d e r  and s e l l  R o y a l t y  O i l  u n d e r  

t h i s  A g r e e m e n t  is t e r m i n a t e d  or s u s p e n d e d  un d e r  A r t i c l e  7 . 1  a n d  7.2, 

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

u n d e r  t h i s  A g r e e m e n t  w i l l  i m m e d i a t e l y  be d u e  and p a y a b l e  in full. In 

a d d i t i o n ,  P u r c h a s e r  w i l l  i n d e m n i f y  and ho ld  S e l l e r  h a r m l e s s  f r o m  and 

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

c o n s e q u e n t i a l  d a m a g e s ) ,  c o s t s ,  l o s s e s  and e x p e n s e s  ( i n c l u d i n g  

r e a s o n a b l e  a t t o r n e y s '  f e e s  and d i s b u r s e m e n t s )  i n c u r r e d  by S e l l e r  and 

a r i s i n g  o u t  of the E v e n t  of D e f a u l t ,  t e r m i n a t i o n ,  or s u s p e n s i o n .

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

r i g h t s  and r e m e d i e s  and  to o b t a i n  all  ot h e r  r e l i e f  a v a i l a b l e  u n d e r  

a p p l i c a b l e  l a w  or at e q u i t y ,  i n c l u d i n g  m a n d a t o r y  i n j u n c t i o n  and

s p e c i f i c  p e r f o r m a n c e .  T h e  S e l l e r ,  u p o n  o c c u r r e n c e  of a n y  E v e n t  of 

D e f a u l t ,  in its s o l e  d i s c r e t i o n ,  m a y  a r r a n g e  for any  d i s p o s i t i o n  to 

t h i r d  p a r t i e s  of R o y a l t y  O i l  to be t e n d e r e d  a nd  s o l d  u n d e r  thi s 

A g r e e m e n t .  U p o n  the o c c u r r e n c e  of an y  E v e n t  of D e f a u l t ,  th e P u r c h a s e r

is r e l e a s e d  f r o m  .the o b l i g a t i o n s  s et  f o r t h  in A r t i c l e s  2 . 1 1  ( I n - S t a t e
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P r o c e s s i n g )  a n d  2 . 1 2  (Best E f f o r t s )  u n t i l  t he E v e n t  of  D e f a u l t  no 

l o n g e r  e x i s t s  or t he  o b l i g a t i o n  o f  t h e  P u r c h a s e r  t o  t a k e  R o y a l t y  O i l  

u n d e r  t h i s  A g r e e m e n t  e x p i r e s .  If  u p o n  o c c u r r e n c e  of  a n y  E v e n t  of 

D e f a u l t  t h e  S e l l e r  m a k e s  a r r a n g e m e n t  f o r  d i s p o s i t i o n  to t h i r d  p a r t i e s  

of R o y a l t y  O i l  or if th e P u r c h a s e r  is r e l e a s e d  f r o m  A r t i c l e s  2 . 1 1  and

2 . 1 2  w h e t h e r  or n o t  t h i s  A g r e e m e n t  is t e r m i n a t e d ,  P u r c h a s e r  w i l l  

n e v e r t h e l e s s  be ind r e m a i n  l i a b l e  t o S e l l e r  for th e f u l l  a m o u n t  of  the 

P u r c h a s e  P r i c e  for t h a t  R o y a l t y  O i l  in e x c e s s  of t he  P u r c h a s e  P r i c e  

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

d i s p o s i t i o n ,  n e t  of the e x p e n s e s  o f  t h a t  d i s p o s i t i o n  an d for a l l  o t h e r  

c o s t s ,  e x p e n s e s  ( i n c l u d i n g  r e a s o n a b l e  a t t o r n e y s '  f e e s  and 

d i s b u r s e m e n t s ) , d a m a g e s  ( i n c l u d i n g  r e a s o n a b l y  ^ r e s e e a b l e

c o n s e q u e n t i a l  d a m a g e s )  a nd  l o s s e s  i n c u r r e d  by S e l l e r  a n d  a r i s i n g  ou t  

of t h e  E v e n t  of D e f a u l t  or d i s p o s i t i o n .

7.4 P u r c h a s e r ' s  E x c l u s i v e  R e m e d i e s . U p o n  a n y  b r e a c h  of, or

d e f a u l t  in, the d u e  a n d  t i m e l y  o b s e r v a n c e  or p e r f o r m a n c e  of a n y  of 

S e l l e r ' s  c o v e n a n t s  or o b l i g a t i o n s  u n d e r  th is  A g r e e m e n t ,  P u r c h a s e r

a c k n o w l e d g e s  and a g r e e s  t h a t  P u r c h a s e r ' s  r e m e d i e s  w i l l  n o t  i n c l u d e  a 

t e m p o r a r y  r e s t r a i n i n g  order; or p r e l i m i n a r y  i n j u n c t i o n  p r e v e n t i n g

S e i l e r  f r o m  t a k i n g  a n y  a c t i o n  w i t h  r e g a r d  to th e  R o y a l t y  O i l  s o l d

u n d e r  th e A g r e e m e n t .

A R T I C L E  V I Z I 

D I S P O S I T I O N  O F  O I L

8 . 1  D i s p o s i t i o n  of O i l  U p o n  D e f a u l t  or T e r m i n a t i on. P u r c h a s e r  

a c k n o w l e d g e s  a n d  a g r e e s  t h a t  u n d e r  th e U n i t  A g r e e m e n t  a n d  L e a s e s  

S e l l e r ' s  e l e c t i o n  to t a k e  R o y a l t y  O i l  i n - k i n d  c a n  be r e v o k e d  or 

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

the g i v i n g  cf six (6 ) m o n t h s  n o t i c e  t o  r e t u r n  a l l  or m o r e  t h a n  ten

p e r c e n t  (10%) of S e l l e r ' s  t h e n  c u r r e n t  n o m i n a t i o n s .  P u r c h a s e r

a c k n o w l e d g e s  and a g r e e s  t h a t  S e l l e r ' s  e l e c t i o n  to i n v o k e  its r i g h t s  to 

r e t u r n  to t a k i n g  its R o y a l t y  o i l  i n - v a l u e  o n  l e s s  t h a n  six m o n t h s  

n o t i c e ,  or to a t t e m p t  to s e c u r e  a w a i v e r  of a n y  c o n d i t i o n  or 

r e q u i r e m e n t s ,  is at S e l l e r ' s  s o l e  an d c o m p l e t e  d i s c r e t i o n .

N o t w i t h s t a n d i n g  t e r m i n a t i o n  of t h i s  A g r e e m e n t  for d e f a u l t  or for a n y  

o t h e r  r e a s o n ,  i n c l u d i n g  e x p  \tion or t e r m i n a t i o n  u n d e r  a n y  p r o v i s i o n  

c o n t a i n e d  in thi s A g r e e m e n t ,  P u r c h a s e r  s h a l l  c o n t i n u e  to t a k e  and

p u r c h a s e  S e l l e r ' s  R o y a l t y  O i l  in the a m o u n t  a n d  for t h e  p r i c e  set
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f o r t h  in t h i s  A g r e e m e n t  fo r up  to s e v e n  (7) m o n t h s  f o l l o w i n g  

t e r m i n a t i o n  of  t h i s  A g r e e m e n t  if S e l l e r ,  in its d i s c r e t i o n ,  so 

r e q u i r e s .

8 . 2  I n a b i l i t y  to R e c e i v e  O i l . If for a ny  r e a s o n  P u r c h a s e r  is 

u n a b l e  or r e f u s e s  to a c c e p t  or r e c e i v e  a n y  R o y a l t y  O i l  t e n d e r e d  u n d e r  

t h i s  A g r e e m e n t ,  P u r c h a s e r  s h a l l  n e v e r t h e l e s s . b e  and r e m a i n  r e s p o n s i b l e  

fo r t h e  d i s p o s a l  of t h a t  R o y a l t y  O i l  a n d  for p a y i n g  the  S e l l e r  for the 

o i l  as t h o u g h  it h a d  b e e n  r e c e i v e d  a n d  a c c e p t e d  by P u r c h a s e r  u n l e s s  

S e l l e r ,  in its s o l e  d i s c r e t i o n ,  e l e c t s  to w a i v e  thi s r e q u i r e m e n t .

8.3 N o  R i g h t  to S t o r a g e  or O n d e r l i f t . P u r c h a s e r  w a i v e s  and 

d i s c l a i m s  a n y  i n t e r e s t  or r i g h t  t h a t  it m a y  a s s e r t  to s t o r a g e  of 

R o y a l t y  O i l ,  I n c l u d i n g  by u n d e r l i f t  or o t h e r  m e a n s ,  to w h i c h  S e l l e r  is 

or m a y  c o m e  to be e n t i t l e d  u n d e r  t h e  L e a s e s  or a ny  o t h e r  a g r e e m e n t .

A R T I C L E  IX 

W A I V E R

9 . 1  W a i v e r . T h e  f a i l u r e  cf e i t h e r  p a r t y  to i n s i s t  u p o n  s t r i c t  

p e r f o r m a n c e  o f  an y  p r o v i s i o n  of t h i s  A g r e e m e n t  s h a l l  no t  c o n s t i t u t e  a 

w a i v e r  of, or e s t o p p e l  a g a i n s t ,  a s s e r t i n g  the r i g h t  to r e q u i r e  that 

p e r f o r m a n c e  in the f u t u r e . A  w a i v e r  or e s t o p p e l  in a n y  o n e  i n s t a n c e  

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

b r e a c h  of a s i m i l a r  n a t u r e  or o t h e r w i s e .  A  c o u r s e  of p e r f o r m a n c e  

e s t a b l i s h e d  b y a p a r t y  s h a l l  a l s o  n o t  e s t o p  the o t h e r  p a r t y  fr om

c o m p l a i n i n g  of a l a t e r  b r e a c h  s i m i l a r  in na tu re .

A R T I C L E  X 

V A L I D I T Y

1 0 . 1  V a l i d i t y . If an y p r o v i s i o n  or c l a u s e  of this A g r e e m e n t  or 

a p p l i c a t i o n  of t h i s  A g r e e m e n t  to a n y  p e r s o n  or c i r c u m s t a n c e  is h e l d  

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

a p p l i c a t i o n s  of th is  A g r e e m e n t  w h ich , c a n  be g i v e n  e f f e c t  w i t h o u t  the 

i n v a l i d  p r o v i s i o n  or a p p l i c a t i o n .  If, ho ve v e r ,  an i n v a l i d i t y  s h o u l d

o p e r a t e  to i m p a i r  a ny  m a t e r i a l  r i g h t  or r e m e d y  of a p a r t y  to this 

A g r e e m e n t ,  t h a t  p a r t y  m a y  t e r m i n a t e  th is  A g r e e m e n t  by n o t i c e  to the

o t h e r .
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A R T I C L E  XI 

F O R C E  M A J E U R E  A N D  C H A N G E  IN C O N D I T I O N

1 1 . 1  E f f e c t  of F o r c e  M a j e u r e . E x c e p t  for P u r c h a s e r ' s

o b l i g a t i o n s  to m a k e  p a y m e n t  of m o n e y  for R o y a l t y  O i l  t e n d e r e d  un der

this  A g r e e m e n t  and e x c e p t  for P'.rchaser's o b l i g a t i o n s  to a c c e p t  and

d i s p o s e  of R o y a l t y  Oil, n e i t h e r  p a r t y  s h a l l  be li abl e for an y f a i l u r e

to p e r f o r m  the te rms of this A g r e e m e n t  w h e n  the f a i l u r e  is due in

w h o l e  or in s u b s t a n t i a l  p a r t  to f o r c e  m a j e u r e .  The  t e r m  ."force

m a j e u r e "  as a p p l i e d  to this A i r e e m e n t  s h a l l  m e a n  acts of ^od, st ri kes ,

l o c k o u t s  and i n d u s t r i a l  d i s p u t e s  or d i s t u r b a n c e s ,  c i v i l  d i s t u r b a n c e s ,

a r r e s t s  and r e s t r a i n t s  f r o m  r u l e r s  or peo pl e,  i n t e r r u p t i o n s  by

g o v e r n m e n t  or c o u r t  o r d e r s  or by p r e s e n t  or future o r d e r s  of any

r e g u l a t o r y  b o d y  h a v i n g  or a s s e r t i n g  j u r i s d i c t i o n ,  acts of the p u b l i c

enemy, wars , riots, b l o c k a d e s ,  i n s u r r e c t i o n s ,  i n a b i l i t y  to s e c u r e
•

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

g o v e r n m e n t a l  a g e n c i e s ,  e p i d e m i c s ,  l a n d s l i d e s ,  li gh tn in g,  e a r t h q u a k e s ,  

fires, st orms, floods, w a s h o u t s ,  e x p l o s i o n s ,  b r e a k a g e  or a c c i d e n t  to 

m a c h i n e r y  or li n e s  of pipe, f r e e z i n g  of w e l l s  or pi pe li n e s ,  or any  

o t h e r  e v e n t  or c o n d i t i o n ,  w h e t h e r  of the kind h e r e i n  e n u m e r a t e d  or

o t h e r w i s e ,  not w i t h i n  the r e a s o n a b l e  c o n t r o l  of the p a r t y  c l a i m i n g  the 

b e n e f i t  of this excuse. If, h o w e v e r ,  any m a t e r i a l  o b l i g a t i o n  of'

P u r c h a s e r  i 's  e x c u s e d  or s u s p e n d e d  b e c a u s e  of a c l a i m  of for ce  m a j e u r e  

for a p e r i o d  of 365 s u c c e s s i v e  d a y s  or more, S e l l e r  w i l l  ha ve  the

ri gh t to t e r m i n a t e  this A g r e e m e n t .  .Prior to the S e l l e r  e x e r c i s i n g  its

r ig ht  to t e r m i n a t e  this A g r e e m e n t  the S e l l e r  and P u r c h a s e r  sh all  enter

into go o d  faith  n e g o t i a t i o n s  to rest or e, to the f u l l e s t  ex t e n t  

p o s s i b l e ,  the S e l l e r  and P u r c h a s e r  to the b e n e f i t s  and o b l i g a t i o n s  

that e x i s t e d  under this A g r e e m e n t  b e f o r e  the o c c u r r e n c e  of the f o r c e  

m a j e u r e  c o n d i t i o n .

11 . 2  R e s p o n s i b i l i t y . U p o n  the o c c u r r e n c e  and d i s c o v e r y  of an

e v e n t  p r o v i d i n g  the basis for a c l a i m  of for ce  ma je u r e ,  the p a r t y

m a k i n g  a c l a i m  sha ll  n o t i f y  the o t h e r  p a r t y  to this A g r e e m e n t  of its

c l a i m  of f o r c e m aj e u r e .  U p o n  the o c c u r r e n c e  of an e v en t c o n s t i t u t i n g

fo rc e m a j e u r e  that ev ent  shall, so far as p o s s i b l e ,  be r e m e d i e d  w i t h  

all r e a s o n a b l e  d i l i g e n c e  and d i s p a t c h .  E x c e p t  for P u r c h a s e r ' s  

o b l i g a t i o n s  to m a k e  p a y m e n t  of m o n e y  for R o y a l t y  Oi l t e n d e r e d  under

thi s A g r e e m e n t  and e x c e p t  for P u r c h a s e r ' s  o b l i g a t i o n  to d i s p o s e  of
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R o y a l t y  Oil, the o b l i g a t i o n s  of the d i s a b l e d  p a r t y  to p e r f o r m  under 

this A g r e e m e n t ,  insofar as they are a f f e c t e d by that force maj eu re , 

s h a l l  be s u s p e n d e d  from the time that force m a j e u r e  occur s and for so 

l o n g  as the d i s a b i l i t y  cause d s h ou ld  have co n t i n u e d  had the p a r t y  

c l a i m i n g  the e x i s t e n c e  of the f o r c e  m a j e u r e  r e me di ed  the eve nt  

p r o v i d i n g  the basi s of the c l a i m  of force m a j e u r e  wit h r e a s o n a b l e  

d i l i g e n c e  and dis pa tc h,  and for no longer. T h e  s e t t l e m e n t  of str ike s 

or l o c k o u t s  of i n d u s t r i al  d i s p u t e s  or d i s t u r b a n c e s  will  be e n t i r e l y  

. w i t h i n  the d i s c r e t i o n  of the p a r t y  h a vi ng  the di ff icu lty , and the 

above r e q u i r e m e n t  that any fo rce m a j e u r e  shall be re medied wi th  

d i l i g e n c e  and d i s p a t c h  shall not r e q u i r e  the s e tt le m e n t  of strikes, 

lockou ts , or in du st r i a l  d i s t u r b a n c e s  by acc ed in g to the dem and s of any 

o p p o s i n g  p a r t y  th e r e i n  whe.» such c o u r s e  is i n ad v i s a b l e  in the sole 

d i s c r e t i o n  of the d i s a b l e d  party.

A R T I C L E  XII 

N O T I C E S

12.1 M e t h o d . A l l  notices, requests, d e m a n d s  or sta tem en ts  

shall  be in writing, and m ay be d e l i v e r e d  p e r s o n a l l y  to the p a rt y to 

be n o t i f i e d  or m a y  be sent by r e g i s t e r e d  or c e r t i f i e d  U ni te d St at es  

mail, p o s t a g e  prep ai d,  with a r e t u r n  re ce i p t re que ste d to such party. 

N o t i c e  d e p o s i t e d  in the ma il  in this m a n n e r  shall be ef f e c t i v e  upon 

the e x p i r a t i o n  of seven (7) day s afte r it is so deposit ed . N o t i c e  

gi v e n  in any other m ann er shall be e f f e c t i v e  onl y if and when rece iv ed  

by the ad dr es s e e.  For the p u r p o s e s  of notic e the a d dr es se s of the 

p a r t i e s  to this A g r e e m e n t  shall be as follows:

If to Seller:

Sta t e  of A l a s k a
C o m m i s s i o n e r  of N a t u r a l  R e s o u r c e s
Po u c h  "M"
Ju neau, A l a s k a  9S811.

/

and
C o m m i s s i o n e r  of R e v e n u e
P ou c h  "S"
Juneat, A l a s k a  99811
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and

D i r e c t o r ,  D i v i s i o n  of M i n e r a l s  and E n e r g y  M a n a g e m e n t  
555 C o r d o v a  S t r e e t  
A n c h o r a g e ,  A l a s k a  99501

If to P u r c h a s e r :

N O T I C E S  A N D  C O R R E S P O N D E N C E :  I N V O I C E S  A N D  R E F U N D S  ONLY:

C H E V R O N  U. S.A . INC. C H E V R O N  U.S.A. INC.
P. 0. Bo x  9000 P. O. B ox  W, S e c t i o n  424
C o n c c r d ,  C A  94 52 4 C o n c o r d ,  C A  94 524

12.2 C h a n g e  of A d d r e s s . E a c h  p a r t y  m a y  c h a n g e  its a d d re ss  for 

n o t i c e  by g i v i n g  n o t i c e  of the change.

A R T I C L E  XIII 

RU LES A N D  R E G U L A T I O N S

13. 1 Rule,? and R e g u l a t i o n s . T h i s  A g r e e m e n t  is s u b j e c t  to all 

p r e s e n t  and f ut ur e val id  laws, ord er s,  rules  and r e g u l a t i o n s  of the 

U n i t e d  Sta te s , the S t a t e  of A l a s k a ,  and any d u l y  c o n s t i t u t e d  a g e n c y  

ther eof .

A R T I C L E  X I V  

S O V E R E I G N  P O W E R  OF  TH E  S T AT E

14.1 S o v e r e i g n  Pow er  of the S t a t e . T h i s  A g r e e m e n t  and its 

c o v e n a n t s  shall  not be i n t e r p r e t e d  as a li m i t  on the ex er c i s e  by the 

S t a t e  of A l a s k a  of any of! its s o v e r e i g n  or r e g u l a t o r y  powers, w h e t h e r  

c o n f e r r e d  on the St a t e  by c o n s t i t u t i o n ,  s t a t u t e  or re gu l a t i o n ,  

i n c l u d i n g  but not l i m i t e d  to, its r e g u l a t o r y  p o w e r  over the L e a s e s .  

T h e  e x e r c i s e  by the S t a t e  of A l a s k a  of any s o v e r e i g n  or r e g u l a t o r y  

po w e r  w i l l not o p e r a t e  or be d e e m e d  to e n l a r g e  any  ri ght s of P u r c h a s e r  

or to li mi t  or impair any o b l i g a t i o n s  or l i a b i l i t y  of P u r c h a s e r  u n de r 

this A g r e e m e n t  e x c e p t  for stat e s t a t u t e s  e n a c t e d  after the e f f e c t i v e  

d a t e  of this A g r e e m e n t  w h i c h  have a d i r e c t  and s i g n i f i c a n t  a d v e r s e  

e f f e c t  on the a b i l i t y  cf P u r c h a s e r  to p e r f o r m  an o b l i g a t i o n  under this 

A g r e e m e n t  o t h e r  than the o b l i g a t i o n s  to accept, di spose, and pa y  for 

R o y a l t y  O i l  t e n d e r e d  under this A g r e e m e n t .
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A R T I C L E  X V  

S E C U R I T Y

lb. .ietter of C r e d i t . A t  least  n i n e t y  (90) dayr  before the 

d a t e  of F i r s t  D e l i v e r y ,  unles s wa iv ed  by  Seller, P u r c h a s e r  shall cause  

to be f u r n i s h e d  to S e l l e r  an i r r e v o c a b l e  s t a n d - b y  le tte r of cr edi t for 

the b e n e f i t  of Se ller, issued by a stat e or n a t i o n a l  ba nk in g 

i n s t i t u t i o n  of the U n i t e d  S t a t e s  w h i c h  is a m e m b e r of the F e d e r a l  

D e p o s i t  I n s u r a n c e  C o r p o r a t i o n  and has an a g g r e g a t e  c a p i t a l  and su rp lu s 

of not less than $ 1 0 0 ,0 0 0 ,0 0 0 , or o t her  ba n ki ng  in st i t u t i o n  ac ce pt ab le  

to S e l l e r  in its sol e d i sc re tio n.  Th e  p r i n c i p a l  face amount  of the 

le t t e r  of c r e d i t  s ha l l  in i ti al ly  be $2 3, 0 0 0 , 0 0 0 . 0 0 .  The letter of 

c r e d i t  shall be s u b s t a n t i a l l y  in a form  s a t i s f a c t o r y  to the 

C o m m i s s i o n e r ,  but in any e v en t shall  m-f r e qu ir e any d o c um en ts  tc be 

s u b m i t t e d  in s u p p o r t  of draft s dr a w n  ag ai n s t this letter of cr edi t 

o t h e r  than the c e r t i f i e d  s t a t e m e n t  of the C o m m i s s i o n e r  * or his de si gn ee  

and the A t t o r n e y  G e n e r a l  of the State  cf A l a s k a  or his de si g n e e  that 

P u r c h a s e r  is l i a bl e to Seller for a s um  equa l to the amoun t of such 

draft, and that that sum is due and p a y a b l e  in full and has not been 

t i m e l y  paid. In the eve nt  that S e ll er  should have r e a s o n a b l e  gro un ds  

for a s s e r t i n g  any c l a i m s  ag ai ns t P u r c h a s e r  under this A g r e e m e n t  and 

d o e s  a s ser t those c la im s in an a g g re ga te  am oun t in excess of the 

a g g r e g a t e  p r i n c i p a l  face amoun t of the lette r of c r ed it  then in 

ef fect, P u r c h a s e r  shall upon S e l l e r ' s  re qu e s t  (whether or not 

P u r c h a s e r  m ay  deny, reject  or o t h e r w i s e  resist  sucn claims) caus e the

p r i n c i p a l  face a m o u n t  of the letter of c re di t to be i n cre as ed  by an

a m o u n t  equal to the excess. The p r i n c i p a l  face a m o u n t of the letter 

of c r e d i t  shal l also be a u t o m a t i c a l l y  i nc re as ed  by Pu r ch as er  w i t h o u t  

r e q u e s t  from S e l le r  wh en e v e r  the face a mo un t is less than the e x p e c t e d  

P u r c h a s e  P r i c e  of s i x t y  (60) days of R o y a l t y  Oi l te nders under this 

A g r e e m e n t ,  to an a m o un t  equal to the ex pe ct ed  Pur/:, ase Pri ce  of six ty  

(60) days of R o y a l t y  Oi l tenders. T h e  p r i n c i p a l  face am ount of the

le t t e r  of c r e d i t  m a y  be d e c r e a s e d  by P u r c h a s e r  upon a p p ro va l of Seller

if the face am o u n t  is less than the e x p e c t e d  P u r c h a s e  Price of sixty 

(60) day s of R o y a l t y  Oi l tenders under this Ag re eme nt , to an am ou nt  

eq u a l  to the e x p e c t e d  P u r c h a s e  Pr i c e  of vixty (60) days cf R o y a l t y  Oi l 

tenders . T he C o m m i s s i o n e r  may ac cep t such other or a d d i t i o n a l  

s e c u r i t y  as he, in his sole di sc ret ion , c o ns id er s ad eq ua te  to p r o t e c t  

seller,
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A R T I C L E  T T I 

P R E F E R E N T I A L  H I R I N G  A N D  M O N - D I S C R I M I N A T I O N

1 6 . 1  C o m p l i a n c e  w i t h  A l a s k a  L a w . P u r c h a s e r  w i l l  corcoly with 

all a p p l i c a b l e  A l a s k a  s t a t u t e s  and r e g u l a t i o n s  in e f f e c t  at the time

th i s A g r e e m e n t  b e c o m e s  e f f e c t i v e ,  as w e l l  as all a m e n d m e n t s  t.o them 

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

r e s i d e n t s  and n or .- dis cr imi na ti on a g a i n s t  them.

1 6 . 2  P r e f e r e n c e  to Q u a l i f i e d  A l a s k a  R e s i d e n t s . T o  the ex t e n t

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

legislation or regulations, Purchaser will use its best efforts to

a s s u r e  that w o r k  d o n e  by or for it w i t h i n  the S t a t e  of A l a s k a  in 
%

c o n n e c t i o n  w i t h  this A g r e e m e n t  shall, to the e x t e n t  th ey  are

a v a i l a b l e ,  w i l l i n g  and q u a l i f i e d ,  be p e r f o r m e d  by A l a s k a  r e s i d e n t s  

who, at the time of their i n i t i a l  e m p l o y m e n t  by P u r c h a s e r ,  its 

c o n t r a c t o r s  or s u b c o n t r a c t o r s ,  fall w i t h i n  o ne  or m o r e  of the

f o l l o w i n g  e m p l o y m e n t  t a r g e t  groups, as d e t e r m i n e d  by the S t a t e  or an 

a g e n c y  or a g e n c i e s  d e s i g n a t e d  by the State:

(1 ) " c h r o n i c a l l y  u n e m p l o y e d  r e s i d e n t , "  d e f i n e d  as

e i t h e r :

(A) a r e s i d e n t  w h o  has been  u n e m p l o y e d  for a

m i n i m u m  of e i g h t  (8 ) m o n t h s ,  c u m u l a t i v e l y ,  of the t w el ve  (1 2 ) m o n t h s  

i m m e d i a t e l y  p r e c e d i n g  the time of a p p l i c a t i o n  for d e t e r m i n a t i o n  of

s t at us , so long as the i n d i v i d u a l ' s  i n c o m e  for the 1 2 - m o n t h  p e r i o d  

d o e s  no t e xc ee d  $ 25 ,0 00 ;  or

(B) a r e s i d e n t  w h o  has e x h a u s t e d  b e n e f i t s

a v a i l a b l e  under the A l a s k a  E m p l o y m e n t  S e c u r i t y  Act, AS 23.20, w i t h i n

the t w e l v e  m o n t h s  i m m e d i a t e l y  p r e c e d i n g  the time at w h i c h  he m a k e s  

a p p l i c a t i o n  for c e r t i f i c a t i o n  and is c u r r e n t l y  not e l i g i b l e  for

u n e m p l o y m e n t  be ne f i t s ;

(2 ) " e c o n o m i c a l l y  ‘ a a d v a n t a g e d  r e s i d e n t , "  d e f i n e d  as a

r e s i d e n t  w h o s e  t o ta l householr i n co me  for the tw e l v e  m o n t h s  

i m m e d i a t e l y  p r e c e d i n g  the time of a p p l i c a t i o n  for d e t e r m i n a t i o n  of

s t a t u s  falls b e l o w  s e v e n t y  p e r c e n t  (70%) of the m i n i m u m s  set by the 

U.S. B u r e a u  of L a b o r  S t a t i s t i c s  "lowe r l i v i n g  s t a n d a r d  incom e level"

?s a d j u s t e d  for A l a s k a ;  and

(3 ) " t r a i n i n g - q u a l i f i e d  r e s i d e n t , "  d e f i n e d  as a

r e s i d e n t  who, w i t h i n  t h e ' 1 2  m o n t h s  i m m e d i a t e l y  p r e c e d i n g  the time of
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a p p l i c a t i o n  for d e t e r m i n a t i o n  of status, has s u c c e s s f u l l y  c o m pl et ed  a 

p r o g r a m  of job t r a i n i n g  d e s i g n e d  to q u a l i f y  the re si de nt  for 

e m p l o y m e n t  on p r o j e c t s  c a r r i e d  o ut  in c o n n e c t i o n  w i th  this Agreemen t.

16 .3 A s s u r a n c e  of C o m p l i a n c e . P u r c h a s e r  shal l us£ its best 

e f f o r t s  to as s u r e  th at  - e i t h e r  it, nor its c o n t r a c t o r ^  and 

s u b c o n t r a c t o r s ,  hire n o n r e s i d e n t s  whe n r e s i d e n t s  fa l l i n g  w i t h i n  one or 

m o r e  of the e m p l o y m e n t  t ar ge t g r o u p s  set o u t  in A r t i c l e  16.2 are kn own 

to be av ail a bl e,  w i l l i n g  and q u a l i f i e d  for e m p l o y m e n t  for work 

p e r f o r m e d  in c o n n e c t i o n  w i t h  this A g r e e m e n t  w i t h i n  the Stat e of 

A l a s k a .

16.4 E x c e p t i o n s . T h e  r e q u i r e m e n t s  of this A r t i c l e  do not 

a p p l y  to bona fide a d m i n i s t r a t i v e ,  ex e c u t i v e  or p r o f e s s i o n a l  em plo yee s 

o f  the P u r c h a s e r  or its c o n t r a c t o r s  or s u b c o n t r a c t o r s ,  as those terms 

are d e f i n e d  in 8 A A C  15.190.

16.5 C o l l e c t i v e  B a r g a i n i n g  A g r e e m e n t s . In i m p l e m e n t i n g  the 

r e q u i r e m e n t s  of this A r t i c l e ,  P u r c h a s e r  sh a ll  as su re  that it and its 

c o n t r a c t o r s  and s u b c o n t r a c t o r s  use their best  e f fo rt s to include in 

al l c o l l e c t i v e  b a r g a i n i n g  a g r e e m e n t s  wit h labor u ni on s c o ve ri ng  work 

to be p e r f o r m e d  in c o n n e c t i o n  w i t h  this A g r e e m e n t  p r o v i s i o n s  that will 

a s s u r e  e m p l o y m e n t  p r e f e r e n c e  to A l a s k a  r e s i d e n t s  fa ll in g w i t h i n  the 

ta r g e t  g ro up s set out  in A r t i c l e  16.2 in a c c o r d a n c e  with the 

r e q u i r e m e n t s  of this Ar ti cl e.

16.6 N o n - d i s c r i m i n a t i o n . P u r c h a s e r  shall  as su re  that ne ither 

it nor its c o n t r a c t o r s  or s u b c o n t r a c t o r s  en g a g e  in d i s c r i m i n a t o r y  

p r a c t i c e s  a g ai ns t A l a s k a  r e s id en ts  fal lin g w i t h i n  the em pl oy m e n t  

t ar ge t  g rou ps set ou t in A r t i c l e  16.2 who are e m p l o y e d  or se eking 

e m p l o y m e n t  by P u r c h a s e r  or its c o n t r a c t o r s  or sub con tr ac to rs . 

P r o h i b i t e d  d i s c r i m i n a t o r y  p r a c t i c e s  include, but are not n e c e s s a r i l y  

l i m i t e d  to:

(1 ) r e j e c t i o n  of a re si d e n t  re fe r r e d  to an empl oye r by 

a c o l l e c t i v e  b a r g a i n i n g  age nt  in favor of a n o n r e s i d e n t  of simi lar  

q u a l i f i c a t i o n s  in e m p l o y m e n t  cov er ed  by a c o l l e c t i v e  ba rg ai n i n g  

ag re em e n t;

(2 ) r e j e c t i o n  of a r e si de nt  in Lavor of a n on re s i d e n t  

of s i m i l a -. q u a l i f i c a t i o n s  in e m p l o y m e n t  not c o v e r e d by a c o l l e c t i v e  

b a r g a i n i n g  agreement;
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(3) t e r m i n a t i o n  of a r e s i d e n t  in fav or  of a n o n r e s i d e n t  

of  s i m i l a r  q u a l i f i c a t i o n s ;  and

(4) d i f f e r e n t i a t i o n  in p a y m e n t  of wages, salaries,-

f r i n g e  b e n e f it s,  and w o r k i n g  c o n d i t i o n s  b e t w e e n  a r e s i d e n t  and 

n o n r e s i d e n t .

1 6 . 7  D e f i n i t i o n s . In this A r t i c l e ,

(1 ) " q u a l i f i e d "  m e a n s  able, by e d u c a t i o n ,  t r a i n i n g  and 

E x p e r i e n c e  or c o m b i n a t i o n s  of them, to p e r f o r m  the d u t i e s  and s a t i s f y  

the te r m s  and c o n d i t i o n s  w h i c h  are us u al  in the o f f e r e d  emp lo ym en t,  

p r o v i d e d  that the d u t i e s ,  te r m s  and c o n d i t i o n s  m e e t  the r e a s o n a b l e

s t a n d a r d s  of the i n d u s t r y  as r e q u i r e d  of o t he r e m p l o y e e s  p e r f o r m i n g

the s a m e  type of w o r k  in the i nd us tr y;  and

(2 ) " r e s i d e n t "  m e a n s  a p e r s o n  who:

(A) e x c e p t  for b r i e f i n t e r va ls , m i l i t a r y  service, 

a t t e n d a n c e  at an e d u c a t i o n a l  or t r a i n i n g  i n s t i t u t i o n ,  or for ab se n c e s  

for g o o d  cause , is p h y s i c a l l y  p r e s e n t  in the s t a t e  for a p e r i o d  of at 

l e a s t  30 d a y s  i m m e d i a t e l y  b e f o r e  the time that p e r s o n ' s  s t a t u s  is

d e t e r m i n e d ;

(B) m a i n t a i n s  a p l a c e  of r e s i d e n c e  in the state;

(C) has not e s t a b l i s h e d  r e s i d e n c y  for v o t i n g

p u r p o s e s  in the state;

(D) has not, w i t h i n  the p e r i o d  of requi red

r e s i d e n c y ,  c l a i m e d  r e s i d e n c y  in a n o t h e r  state; and

(E) s h o w s  b'y all a t t e n d i n g  c i r c u m s t a n c e s  that

that  p e r s o n ' s  in tent is to m a k e  A l a s k a  his or her p e r m a n e n t  residence.

A R T I C L E  XVII 

A P P L I C A B L E  L A W

17 . 1  A l a s k a  L a w . T h i s  A g r e e m e n t  sh a l l  be g o v e r n e d  by and

c o n s t r u e d  in a c c o r d a n c e  w i t h  the laws of the S t a t e  of Al as ka ,

e x c l u d i n g  any c o n f l i c t - o f - l a w  rule or p r i n c i p l e  w h i c h  m i g h t  refer such 

c o n s t r u c t i o n  of the law s of a n o t h e r  s t a t e  or c o un tr y.

17.2  S u b m i s s i o n  to J u r i s d i c t i o n . A n y  le g a l  a c t i o n  or

p r o c e e d i n g  a r i s i n g  o ut  of or r e l a t i n g  to this A g r e e m e n t  or t^r the

e n f o r c e m e n t  of the c o v e n a n t s  or o b l i g a t i o n  of e i t h e r  p a r t y  m u s t  be
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i n s t i t u t e d  in a St a t e  c o u r t  of g e n e r a l  j u r i s d i c t i o n  si t t i n g  in the 

S t a t e  of A l a s k a ,  and P u r c h a s e r  h e r e b y  i r r e v o c a b l y  sub mi ts  to the 

j u r i s d i c t i o n  of that c o ur t in an y such  a c tio n or p r o c e e d i n g .

A R T I C L E  XVII I 

W A R R A N T I E S

1 8 . 1  N o  W a r r a n t i e s . T h e  p u r c h a s e  and s a le  of R o y a l t y  O i l  

und e r  this A g r e e m e n t  is s u b j e c t  o n l y  to the w a r r a n t i e s  of Seller  

e x p r e s s l y  set fort h in this A g r e e m e n t  and S e l l e r  d i sc la im s and 

P u r c h a s e r  w a i v e s  all ot h er  w a r r a n t i e s ,  exp re ss  or imp li ed  in law, 

w h a t s o e v e r .

A R T I C L E  XIX 

A M E N D M E N T

19 .1  A m e n d m e n t . T h i s  A g r e e m e n t  m a y  be s u p p l e m e n t e d ,  amended  

or m o d i f i e d  at any time, but o n l y  by w r i t t e n  i n s t r u m e n t  du ly  ex ec ut ed  

by the p a r t i e s  to this A g r e e m e n t .  In addition, m a t e r i a l  a m e n d m e n t s  to 

this  A g r e e m e n t  w h i c h  a p p r e c i a b l y  r e d u c e  the c o n s i d e r a t i o n  to Seller 

m u s t  be a p p r o v e d  by ths L e g i s l a t u r e  of the S t a t e  of Al aska.

A R T I C L E  XX 

S U C C E S S O R S  A N D  A S S I G N S

20. 1 Genera} P r o h i b i t i o n . No a s s i g n m e n t ,  p l e d g’-' or 

e n c u m b r a n c e  of this A g r e e m e n t  shal l be mad e by e i t h e r  p a r t y  w i t h o u t  

fi r s t  o b t a i n i n g  the w r i t t e n  c o n s e n t  of the ot h er  party. The 

C o m m i s s i o n e r  m a y  g r an t such c o n s e n t  on behalf  of the Seller. The 

C o m m i s s i o n e r  shall have so le  and c o m p l e t e  d i s c r e t i o n  in g r a n t i n g  or 

d e n y i n g  a p r o p o s e d  a s s i g n m e n t , p l e d g e  or en cu m b r a n c e .  S u b j e c t  to the 

ab o v e  r e q u i r e m e n t s  in this A r t i c l e ,  this A g r e e m e n t  w i l l  be binding 

upon  and inure to the b e n e f i t  of each of the p a r t i e s  .and its 

s u c c e s s o r s  a: d p e r m i t t e d  a s s ig ns . In addition, if P u r c h a s e r  gains or 

a c q u i r e s  a * o nt ro l l i n g  i n t e r e s t  in an e n t i t y  w h i c h  has an a g r e e m e n t  

w i t h  S e l l e r  for the sale of R o y a l t y  O il  ("Other A g r e e m e n t " ) ,  then 

S e l l e r ,  at its o p t i o n  and on on e y e a r ' s  notice, m a y  r e q u i r e  P u r c h a s e r  

to t e r m i n a t e  either this A g r e e m e n t  or the O t he r A g r e e m e n t .  The choice 

of w h i c h  A g r e e m e n t  to t er m i n a t e  wil l be P u r c h a s e r ' s .  P u r c h a s e r  ma y 

r e q u e s t  that S el le r w a i v e  this o p t i o n  in a d v a n c e of P u r c h a s e r  gai nin g 

a c o n t r o l l i n g  in te r e st  in an e n t i t y  w h i c h  has an a g r e e m e n t  wi th  Seller
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for the sal e of R o y a l t y  Oil. T he  C o m m i s s i o n e r  has sole and c o m p l e t e  

d i s c r e t i o n  in g r a n t i ng  or d e n y i n g  the r e q u e s t e d  wa i ve r.

A R T I C L E  XXI 

H E A D I N G S

2 1 . 1  H e a d i n g s . H e a d i n g s  use d in this A g r e e m e n t

c o n v e n i e n c e  o n l y  and shal l not a f f e c t  the c o n s t r u c t i o n  

A g r e e m e n t .

A R T I C L E  XXII 

R E C O R D S

22. 1 P r e s e r v a t i o n  of. R e c o r d s . P u r c h a s e r  wi ll  p r e s e r v e  and

m a i n t a i n  all books, accounts, and re cords, r e l a t i n g  to or a r i s i n g  out 

of the p e r f o r m a n c e  of this A g r e e m e n t ,  in c l u d i n g  but not l i m i t e d  to the 

p u r c h a s e  or sale of R o y a l t y  Oil  and its ref in ed  pr o d u c t s ,  for a pe r i o d

of six (6 ) years. P u r c h a s e r  w i l l  al so  m a i n t a i n  and p r e s e r v e  all

s i m i l a r  books, accounts, and r e c o r d s  of w h i c n  it has p o s s e s s i o n  

b e l o n g i n g  to those third p a r t i e s  w i t h  w h o m  it c o n t r a c t s  for the

p e r f o r m a n c e  of var io us  parts  of this A g r e e m e n t .  N e i t h e r  P u r c h a s e r  nor 

S e l l e r  s h al l be re qu ir ed  to r e t a i n  any re c o r d s  for m o r e  t'.ian six (6 ) 

y e a r s  u n l e s s  r e t e n t i o n  of such r e c o r d s  is s p e c i f i c a l l y  r e q u i r e d  by 

a p p l i c a b l e  la w or reg ula tio n. P u r c h a s e r  shall either  m a i n t a i n  its

r e c o r d s  w i t h i n  the State of A l a s k a  or m a k e  such 'records a v a i l a b l e  to

S e l l e r  at P u r c h a s e r ' s  p r i n c i p a l  o f f i c e  in

the S t a t e  of A l a s k a  wi t h i n  thirt y !30) days after w r i t t e n  r e q u e s t  by 

S e l l e r .

22.2 I n s p e c t i o n  of R e c o r d s  of r a r t i e s . P u r c h a s e r  and S el le r 

w i l l  a c c o r d  to each other and to their a u t h o r i s e d  agents, att orn ey s,  

and a u d i t o r s  du ri ng  r e a s o n a b l e  b u s i n e s s  hours  a c c e s s  to any and all 

p r o p e r t y ,  records, books, d o c u m e n t s ,  and in de xe s d i r e c t l y  r e l a t i n g  to 

the P u r c h a s e r ' s  or S e l l e r ' s  p e r f o r m a n c e  of this A g r e e m e n t  and wh i c h  

are un d e r  the co nt ro l of the p a r t y  from which  a c c e s s  is d e s i r e d  so 

th at  the o t h e r  p a r t y  ma y inspect, p h o t o g r a p h  and m a k e  co p i e s  of that

p r o p e r t y ,  re cords, books, d o c u m e n t s  and indexes. In no event, 

h o w e v e r ,  s h al l  Se ller be r e qu i r e d  to d i s c l o s e  any i n f o r m a t i o n ,  data,

are for 

of this
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or r e c o r d s  w h i c h  are r e q ui re d to be hel d c o n f i d e n t i a l  by state  law or 

■regulation. If the i n f o r m a t i o n  o b t a i n e d  by Seller m a y  be held 

c o n f i d e n t i a l  under stat e c~ f e d er al  l aw or regulation, P u r c h a s e r  may 

r e qu es t  that that i nf or m a t i o n  be held c o n f i d e n t i a l  by Seller.

A R T I C L E  XXIII 

I N T E R P R E T A T I O N  OF T E RM S A N D  CO ND IT IO NS

23. 1 C o m m i s s i o n e r  fi nd in g and r e v i e w . In the e v en t that there

is a d i s a g r e e m e n t  about the m e a n i n g  or a p p l i c a t i o n  of a word, term, or 

c o n d i t i o n  in this Ag re em e n t ,  P u r c h a s e r  w i l l  p r e s e n t  the arg um en ts  

s u p p o r t i n g  its v i e w  in w r i t i n g  to the C o m m i s s i o n e r  for his 

c o n s i d e r a t i o n .  T h e  C o m m i s s i o n e r  w i ll  su bs eq uen tly , w i t h i n  a

r e a s o n a b l e  t..me, issue a fi n di ng  on the m e a n i n g  or a p p l i c a t i o n  of the 

d i s p u t e d  word, term, or c o n d i t i on , and se tt i n g  forth the basis for his 

co n c l u s i o n s .  P u r c h a s e r  agrees to a c c e p t  find ing s by the C o m m i s s i o n e r  

under this A r t i c l e  unless there is cle ar  and co nv in ci ng  ev id e n c e  for a 

find ing  c o n t r a r y  to the C o m m i s s i o n e r ' s  findings.

D A T E D  this / 6  day of T 'T 'l/ u d n ___________, 1983.

SE LLER:

T H E  STATE OF ALASKA

iH! ̂  -<•-
!ommis*ionfr, Department of 

Natc.al Resources

PURCHASER:

CHEVRON U .S .A .  INC.

By:
 ̂ R. F. Walsh, Vice President •
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A L A S K A  R O Y A L T Y  O I L  A N D  G A S  D E V E L O P M E N T  A D V I S O R Y  B O A R D

R e s o l u t i o n  8 3 - 1

W H E R E A S ,  t h e  S t a t e  o f  A l a s k a ,  t h r o u g h  t h e  C o m m i s s i o n e r  

o f  t h e  A l a s k a  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s ,  a n d  t h e  

T e s o r o  A l a s k a  P e t r o l e u m  C o m p a n y  h a v e  e n t e r e d  i n t o  a n  " A g r e e ­

m e n t  f o r  t h e  S t a t e  a n d  P u r c h a s e  o f  R o y a l t y  O i l  f r o m  t h e  C o o k  

I n l e t  B a s i n "  d a t e d  t h e  2 2 n d  d a y  o f  F e b r u a r y  1 9 8 3 ;  a n d

W H E R E A S ,  i n  a c c o r d a n c e  w i t h  A S  3 8 . 0 6 . 0 5 5 ( a )  " . . .  t h e  

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

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

o f  r o y a l t y  o i l  o r  g a s  u n d e r  A S  3 8 . 0 5 . 1 8 3  w i t h o u t  t h e  p r i o r  

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

W H E R E A S ,  a c c o r d i n g  t o  A S  3 8 . 0 6 .  0 5 5  (a)-, " . . .  a s a l e ,  

e x c h a n g e ,  e n c u m b r a n c 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  o r  

o f  t h e  r i g h t s  o r  w a i v e r  o f  t h e  r i g h t s  t o  r e c e i v e  f u t u r e  

p r o d u c t i o n  o f  r o y a l t y  o i l  o r  g a s  m a y  n o t  b e  m a d e  b 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  R e s o u r c e s  u n d e r  A S  3 8 . 0 5 . 1 8 3  w i t h o u t  

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

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

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

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

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

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

b r a n c e ,  o r  o t h e r  d i s p o s i t i o n  i s i n t r o d u c e d  i n  t h e  L e g i s l a t u r e " ;  

a n d

W H E R E A S ,  i n  a c c o r d a n c e  w i t h  A S  3 8 . 0 6 . 0 4 0 ( a ) ,  t h e  B o a r d

s h a l  1

" ( 2 )  h o l d  p u b l i c  h e a r i n g s  o n  p r o p o s e d  s a i e s ,  e x c h a n g e s ,  

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

t h e  p r o p o s a l s  c o m p l y  w i t h  A S  3 8 . 0 6 . 0 7 0 ;

( 3 )  e x a m i n e  p r o p o s e d  s a l e s ,  e x c h a n g e s  o r  o t h e r  d i s p o s a l  

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

d i s a p p r o v e  a p r o p o s e d  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 a l  o f

( A )  t h e  o i l  o r  g a s  t h a t  is o b t a i n e d  b y  t h e  S t a t e  

a s  r o y a l t y  u n d e r  A S  3 8 . 0 5 . 1 3 2 ;  o r
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(B) t h e  r i g h t s  to  r e c e i v e  f u t u r e  oi l o r  g a s  p r o ­

d u c t i o n  u n d e r  S t a t e  l e a s e s " ;  a n d

W H E R E A S ,  t h e  B o a r d  d i d ,  o n  F e b r u a r y  2 3 ,  1 9 8 3  r e c e i v e  

f r o m  t h e  '•'^.nissioner o f  N a t u r a l  R e s o u r c e s  t h e  a b o v e - m e n t i o n e d  

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

p o s e d  D i s p o s i t i o n  o f  R o y a l t y  O i l ,  T e s o r o  A l a s k a  P e t r o l e u m  

C o m p a n y ,  F i n d i n g s  a n d  D e t e r m i n a t i o n s  R e q u i r e d  f o r  D i s p o s a l s  

o f  R o y a l t y  O i l " 1 d a t e d  F e b r u a r y  2 2 ,  1 9 8 3  e n d  t h e  B o a r d  d i d  

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

u l a t i o n s  o u t l i n e d  in 3 A A C  56, in  A n c h o r a g e  on M a r c h  2 2,

1 9 8 3  a n d  r e c e i v e d  p u b l i c  c o m m e n t  p e r t i n e n t  t o  t h i s  a g r e e ­

m e n t ;  a n d

W H E R E A S ,  in a c c o r d a n c e  w i t h  A S  3 8 . 0 6  a n d  A S  3 3 . 0 5 ,  t h e  

C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  is r e q u i r e d  to s u b m i t  to 

t h e  B o a ^ d ,  in w r i t i n g ,  c e r t a i n  F i n d i n g s  o r  D e t e r m i n a t i o n s  

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

a n d  t h e  B o a r d  h a s  r e c e i v e d  t h e  r e q u i r e d  F i n d i n g s  a n d  D e t e r ­

m i n a t i o n s ;  a n d

W H E R E A S ,  t h e  b o a r d  m e m b e r s  h a d  t h e  o p p o r t u n i t y  to 

r e v i e w  t h e  a g r e e m e n t ,  r e l a t e d  F i n d i n g s  a n d  D e t e r m i n a t i o n s  

a n d  P u b l i c  T e s t 1 a n y  d u r i n g  t h e  p e r i o d  F e b r u a r y  2 8 ,  1 9 8 3  

u n t i l  A p r i l  >, 1 9 8 3 ;  a n d

W H E R E A S ,  tl. • B o a r d  d i d ,  o n  A p r i l  5, 1 9 8 3 ,  m e e t  to 

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

a n d  P u b l i c  T e s t i m o n y  to i n s u r e '  t h a t  t h i s  d i s p o s a l  is in 

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

i n  A S  3 8 . 0 6  a s  w e l l  as  t h e  B o a r d ' s  " B a s i c  P r i n c i p l e s  a n d  

P o l i c i e s "  as o u t l i n e d  in t h e  B o a r d ' s  d e v e l o p m e n t  p l a n .

T H E R E F O R E ,  t h e  B o a r d  f i n d s  a s f o l l o w s :

1. t h a t  t h e  C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  h a s

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

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

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

2. t h a t  t h e  s a l e  o f  t h e  r o y a l t y  oil  i n t e r e s t s  to

T e s o r o - A l 3 s k a  P e t r o l e u m  C o m p a n y  as  p e r  t h e  a g r e e ­

m e n t  is in 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  b e c a u s e
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(a) t h e  oil is t o  b e r e f i n e d  o r  p r o c e s s e d  in th e 

e x i s t i n g  T e s o r o  r e f i n e r y  n e a r  K e n a i ,  A l a s k a .

(b) T e s o r o - A l a s k a  is a n  i n - s t a t e  r e f i n e r y  w h i c h  

s u p p l i e s  p r o d u c t s  to  t h e  A l a s k a  m a r k e t  w i t h  

s u p p l y  b e n e f i t s  t o  s t a t e  c i t i z e n s .

(c) t h e  C o m m i s s i o n e r  o f  N a t i o n a l  R e s o u r c e s  d i d  

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

d i s p o s i t i o n  o f  C o o k  I n l e t  r o y a l t y  o i l .  T h e  

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

r e c e i v e d  in r e s p o n s e  to  t h i s  s o l i c i t a t i o n  

w e r e  n o t  in t h e  S t a t e ' s  b e s t  i n t e r e s t .

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

r o y a l t y  i n t e r e s t  a p p e a r s  to  b e  s u b s t a n t i a l l y  

e q u i v a l e n t  t o  o r  g r e a t e r  t h a n  t h e  p r i c e  t h e  

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

i n - v a l u e .  H o w e v e r ,  t h e  B o a r d  d o c s  n o t  beli e>ve  

t h a t  t h e  1 0 d  p">r b a r r e l  c u m u l a t i v e  c a p i t a l  

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

s i g n i f i c a n t  f a c t o r .

(e) T e s o r o  h a s  r e c e i v e d  1 0 0 5  o f  t h e  C o o k  I n l e t  

r o y a l t y  o il s i n c e  1 9 6 9  a n d  t h e  e x i s t i n g  

N i k i s k i  r e f i n e r y  is o n l y  e q u i p p e d  to p r o c e s s  

c r u d e s  o f  s i m i l a r  q u a l i t y .  T h e r e f o r e ,  if 

T e s o r o  d o e s  not. h a v e  a c c e s s  to t h i s  r o y a l t y  

o i l ,  t h e y ' w o u l d  n e e d  to a c q u i r e  t h i s  o r  

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

p u r c h a s e .  F u r t h e r ,  if T e s o r o  d o e s  n o t  r e c e i v e  

t h i s  r o y a l t y  oi l t h e y  w o u l d  h a v e  t h e  a b i l i t y  

to  i n c r e a s e  p u r c h a s e s  o f  P r u d h o e  3 a y  r o y a l t y  

c r u d e  b y a l i k e  a m o u n t  in a c c o r d a n c e  w i t h  t h e  

a g r e e m e n t  e n t e r e d  I n t o  in 1 9 8 1  w i t h  T e s o r o  

f o r  P r u d h o e  3 a y  r o y a l t y  c r u d e .

(f) t h a t  T e s o r o - A l a  s k a  is a h i g h l y  q u i 11 f l e d  

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

to p r o d u c e  p r o d u c t s  f o r  t h e  A l a s k a  m a r k e t  f o r  

o v e r  13  y e a r s .

(g) t h a t  t h i s  a g r e e m e n t  is c o n s i s t e n t  w i t h  t h e  

c r i t e r i a  o u t l i n e d  in A S  3 3 . " 6 . 0 7 0 .
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A N D  T H E R E F O R E  3 E  IT R E S O l V E O  T H A T  t h e  A l a s k a  R o y a l t y  

O i l  a n d  G a s  D e v e l o p m e n t  A d v i s o r y  3 o a r d  r e c o m m e n d s  to t h e  

T h i r t e e n t h  A l a s k a  L e g i s l a t u r e  t h a t  t h e  " A g r e e m e n t  f o r  t h e  

S a l e  a n d  P u r c h a s e  o f  R o y a l t y  O i l  f r o m  t h e  C o o k  I n l e t  R a s i n "  

b e t w e e n  t h e  S t a t e  o f  A l a s k a  a n d  T e s o r o - A l a s k a  P e t r o l e u m  

C o m p a     ‘ “"’R O V E D . '

m o v e d  t h e

a d o p t i o n  o f  t h e  R e s o l u t i o n .  B o a r d  M e m b e r

7
s e c o n d e d .  T h e  v o t e  w a s  as f o l l o w s :

A P P R O V E D I S A P P R C . E

7
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DEPARTMENT OF NATURAL RESOURCES

O FF IC E  OF  THE  COMM ISS IONER

BILL SHEFFIELD, GOVERNOR

POUCH M
JUNEAU, ALASKA 99811
PHONE: (907) 4 6 5 - 2 4 0 0

F e b r u a r y  23, 1 9 8 3

Mr. D o n  W o l d  

E x e c u t i v e  D i r e c t o r  
A l a s k a  R o y a l t y  O i l  a n d  G a s  

D e v e l o p m e n t  A d v i s o r y  B o a r d  
62 0 E. 1 0 t h  A v e n u e  
A n c h o r a g e ,  A K  9 9 5 0 1  i

D e a r  Mr. W o l d :

---A.A Y
OIL & GAS BOARD

C O O K  I N L E T  R O Y A L T Y  C R U D E
1 r r » ii iwmwi i j j u i j ,  «, MMUVa.

I h a v e  e n c l o s e d ,  f o r  t h e  c o n s i d e r a t i o n  o f  t h e  B o a r d ,  f i n d i n g s  
a n d  a s i g n e d  c o n t r a c t  •ro r  t h e  l o n g - t e r m  d i s p o s i t i o n  o f  C o o k  
I n l e t  r o y a l t y  o i l  t o  T e s o r o  A l a s k a  P e t r o l e u m  C o m p a n y .  T h e  

c o n t r a c t  h a s  b e e n  r e v i e w e d  b y  t h e  A t t o r n e y  G e n e r a l ' s  O f f i c e .

O u r  i n t e n t i o n  is t o  s u b m i t  a b i l l  a p p r o v i n g  t h e  c o n t r a c t  t o  
t h e  L e g i s l a t u r e  30 d a y s  a f t e r  y o u  h a v e  r e c e i v e d  t h e s e  d o c u m e n t s

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

i n  d r a f t  f o r m ,  i n c l u d i n g  m y  r e j e c t i o n  o f t h e  o f f e r s  o f  U n i o n  
O i l  a n d  C h e v r o n  U S A  f o r  t h e  C o o k  I n l e t  r o y a l t y  o i l ,  a n d  m y  

i n t e n t i o n  t o  w a i v e  c o m p e t i t i v e  b i d  u n d e r  A S  3 8 . 0 5 . 1 8 3 ( c ) .

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

B o a r d ' s  r e v i e w  o f  t h e  e n c l o s e d  m a t e r i a l s ,  w h i c h  a r e  t h e  
r e s u l t  o f  t h e  s o l i c i t a t i o n  i s s u e d  b y  t h e  D e p a r t m e n t  i n  1 9 8 2  
a s  a r e s u l t  o f  d i s c u s s i o n s  w i t h  t h e  B o a r d .

P l e a s e  l e t  m e  k n o w  i f  I m a y  b e  o f  a s s i s t a n c e  i n  a n y  w a y .

S i n c e r e l y ,

'̂ ’" E s t h e r  C. W u n n i c k e  

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

cc: L e n n i e  B o s t o n
R o b e r t  M a y n a r d  
K a y  B r o w n

AGO 786646



I r ; , ,!B 2 , 1 1983

PROPOSED DISPOSITION OF ROYALTY OIL '
  i TESORO ALASKA P E T R O L E U M  COMPANY

O IL & GAS BOARD

FINDINGS AND DETERMINATIONS REOUIRED FOR DISPOSALS OF 
ROYALTY O I L

Und e r  AS 38. 05, AS 38.06, and 11 AAC 03, I must; make various 
determinations and findings bef o r e  I nay dispose of royalty 
oil. This document constitutes those determinations and 
findings regarding the proposed disposal of Cook Inlet 
royalty oil to Tesoro Alaska P e t r o l e u m  Company (TAPC).

Under the relevant statutes and regulations I must nake the 
■following findings and determinations prior to the execution 
of an agreement for the disposal of royalty oil:

(1) That the disposal is in the best interest of the State. 
11 AAC 03.010(d); AS 38.05.020(2).

(2) If the disposal necessitates a taking in-value (such as 
return of the oil to the producers) that that taking 
in-value is in the best interest.of the-State.
11 AAC 03.010(c); AS 38.05.182.

(3) If the disposal would allow for the export of royalty 
oil from the State, that that royalty oil is surplus to 
present and trojected intrastate domestic and industrial 
needs. 11 AAC 03.010(e); AS 38.05.183(d).

(4) If the royalty oil is disposed of to relieve storage or 
market conditions, that tha agreement will relieve the 
storage or market condition. 1 1 'AAC 03.010(f).

(5) If the disposal is other than by competitive bid, 
either that no competition exists, or the best interest of 
the State reauires noncomt'etitive disposals.
11 AAC 03.030(a); AS 38.05.183(c).-

(6) That a proposal or proposed disposition offers the 
maximum benefits to the State. 11 AAC 03.060(a);
AS 3 8 . 0 5 . 1 8 3 ( e ) .

The determination that a proposal r e a s o n a b l y  offers the 
maximum benefits to the citizens of Alaska is the best 
interest determination described in 11 AAC 03.010(d).
11 AAC 03.060(b). In making that determination I must 
consider the criteria described in AS 38.05.183(e), state . 
wh i c h  of those criteria apply to the proposed disposition, 
ar.c discuss the weight given to the applicable criteria in 
determining the maximum benefit tc the State. The criteria 
described in AS 38.05.183(e) are:
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P a g e  2 - P r o p o s e d  D i s p o s i t i o n  of C o o k  Inlet R o y a l t y  Oil

1. the cash value offered;

2. the projected effects of the sale, exchange, or
other disposal on the economy of %tne State;

3. the projected benefits of refining or processing 
the oil and gas in the State;

A. the ability of the prospective buyer to provice 
r efined products or by-products for distribution and 
sale in the State w i t h  price or supply benefits to the 
citizens of the State;

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

The criteria described in AS 38.06.070(a) are:

1. the revenue needs and projected fiscal condition of 
the State;

2. the existence and extent of present and projected
local and regional needs for oil and gas projects and
by-products, the effect of state or federal commodity 
allocation requirements w h i c h  might be applicable to 
those products and by-products, and the priorities 
among competing needs;

■3. the d e s i r a b i l i t y  of. localized capital investment, 
increased payroll, s e c o n d a r y  development, and other 
possible effects on the sale, exchange, or other - 
disposition cf oil and gas or both;

A. the projected social impacts of the transaction;

5. the projected additional costs and responsibilities 
w h i c h  could be imposed upon the State and affected 
political subdivisions by development related to the 
transaction;

6. the existence cf specific local or regional labor 
or consumption markets wh i c h  should be met by the 
t r a n s a c t i o n ;

7. the projected positive and negative environmental 
effects related to the transaction;

8. the projected effects of the proposed transaction 
upon existing private commercial enterprise and 
patterns of investments.

In addition, AS 38.06 and 3 AAC 56 govern the actions of the 
Alaska Roya l t y  Oil anc Gas Development Advisory Board and 
require, among other things, that they hold public hearings
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P a g e  3 - P r o p o s e d  D i s p o s i t i o n  o f  C o o k  I nlet R o y a l t y  Oil

on proposed disposals of royalty oil to determine compliance 
w i t h  AS 38.

• Background and Chronology

The State currently receives royalty oil from four oil 
fields, in the Cook Inlet basin. These fields have b e e n  in 
decline since the early 1 9 7 0 ' s ; royalty production currently 
totals approximately 2,200 barrels per day (b/d), and is 
anticipated to decline to approximately 6,900 b/d/ in 198 a 
and 2.700 b/d by 1990. In .February* 1969, Commissioner of 
Natural Resources Thomas E. Kelley signed an eight-year 
contract w i t h  the Ala s k a  Oil and Refining Company. The 
contract r e q uired the in-state proc e s s i n g  cf up to 15,000 
b/d or royalty oil. Alaska Oil and Refining Company merged 

..into the Tesoro P e t r o l e u m  Company in July of that year, and 
constructed a refinery in Nikiski for the manufacture of 
gasoline, kerosene, and diesel from Cook Inlet crude.

In 1977, Tesoro requested a one-year contract extension, 
wh i c h  was granted in March, 1978. In 1978, Tesoro requested 
a five-year extension, w h i c h  was approved by the 
commissioner and legislature. The current termination date 
for the Tesoro contract is December, 1983.

In November, 1982, the Royalty Board recommenced that the 
commissioner issue a competitive solicitation for the 
disposition of Cook Inlet royalty oil. Pursuant to that 
recommendation, a general notice of the prospective 
availability of Cook Inlet royalty oil was issued and 
published during that month. Union Oil, Chevron U.S.A. and 
Tesoro Alaska Petroleum Company (TAPC) each expressed an 
interest in obtaining the oil. For the reasons explained 
below’, TAPC has been selected as- the successful applicant 
for Cook Inlet royalty oil.

Union Oil Company of California .
Union submitted a proposal for the purchase of the full 
volume of the State's Cook Inlet area royalty oil commencing 
January 1, 198A . The contract term w h i c h  was prcposed was 
for the period cf five years and the price offered to be 
paid by Union for the royalty oil would have been Union's 

' posted price. This proposal was nonresponsive to the 
State's needs since it did not offer (1) a price equal to an 
in-value price; (2) in-state refining o r  p r o c e s s i n g ; or (3) 
a term of significant duration.

Chevron U.S.A.
Chevron U.S.A. also submitted a proposal for the entire 
volume cf Cook Inlet royalty oil commencing January, 1984.
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P a g e  4 - P r o p o s e d  D i s p o s i t i o n  of C o o k  Inl et R o y a l t y  Oil

The term offered was six years but they were open for 
consideration to other periods. The price term was that 
w h i c h  the State would have received if the State has taken 
the oil in-value and the additional .consideration offered 
was to make available for sale in Alaska Chevron's historic 
level of aviation gasoline during the term of the Cook inlet 
royalty oil contract. Chevron's promise of aviaticn 
gasoline is significantly less than the amount of. products 
wh i c h  would be produced from the amount of Cook Inlet oil 
products taken. Further, they made no promises regarding 
grades (e.g., guaranteed 80/87) nor wo u l d  they agree to 
provide it"if they g o  not make it in California. While the 
proposal represented an adequate term and the in-value 
price, the overriding consideration and benefits offered by 
Tesoro of in-state refining made it the overwhelming 
preference.

Tesoro Alaska P e t roleun Company
Tesoro Alas k a  Petroleum Company (TAPC) submitted a proposal 
for the entire volume of Cook Inlet royalty oil commencing 
January, 1984. The term offered was eleven years and the 
price term was the w e i ghted average price which the State 
would have received had it taken the oil in-value.

In addition, TAPC was willing ..to commit to manufacturing the 
Cook Inlet crude oil in their Nikiski refinery. The 
commissioner's expressed intention was to sell the Cook 
Inlet royalty oil to someone capable of processing the crude 
within the State. Tesoro met that goal as well as having 
the most realistic term, m e e ting the in-value price 
requirement, and offering an investment premium. TAPC 
agreed, in addition to the in-value price to be paid, to 
make cumulative capital investments in Alaska relative to 
their refining, marketing, transportation, or terminalling 
activities during the term of ":he contract equal to ten 
cents per barrel for each barrel of crude oil purchased 
under this contract. The expected contribution to 
employment, ancillary industries, and local tax bases (or, 
alternatively, to the S t a t e •t r e a s u r y ) v:as a significant 
factor. ' •

In addition, the sale of Cook Inlet oil to TAPC will not be 
a "net" sale of oil. In 1981, the state sold ANS oil to 
TAPC. The amount sold was 46,000 b/d minus the amount of 
Cook Inlet oil sold to TAPC. At present, the State sells 
about 37,000 b/d of ANS and 9,000 b / d A  of Cook Inlet oi'.. to 
Tesoro. Therefore, if the State does not sell this oil to 
TA.PC, it w i l l  have to increase its ANS delivery to TAPC By 
selling Cook Inlet oil to TAPC, however, the State frees up . 
an equal number of barrels of its ANS crude for other sales. 
In contrast, a sale to anyone besides TAPC will decrease 
available royalty oil to be sold.

Fincints and Determinations
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Page 5 - Proposed D i s p o s i t i o n  of Cook Inlet Royalty Oil

(1) I find and determine that the taking of royalty oil 
in-kind and the disposal of that royalty oil to TAPC for 
processing in-state is in furtherance of the intent of
A S  38.05.1982-183 and AS 38.06, and is in the best interest 
of the State for the reasons stated above and for the 
following reasons:

•a. The volu m e  is the state's royalty share of Cook 
Inlet crude oil p r o duction to b e  run entirely'at 
Nikiski. Therefore, the entirety of the sale is for 
in-state processing, V7hich is entitled to a high 
preference under the governing statutes.

b. The price term is that wh i c h  the state w o u l d  have 
received if the state had taken the oil in-value plur v 
premium. Therefore the requirements of AS 38.05.io/ 
and 11 AAC 03.010(c) relating to taking in-value are 
met.

(2) AS 38.05.183(c) requires that I make public the 
findings and cor&usions for sales not made b y  competitive 
bid. Generally, the purpose of seeking competitive bids is 
to obtain the highest possible price on a standard form 
contract. The purpof •> of this disposal is to maximize the 
variety of benefits to the state cited in AS 38.05.183 and
38.06, including in-state pro c e s s i n g  and investment. 
Obtaining and b a l a n c i n g  those benefits requires a 
negotiation process, as opposed to a one-factor bid process. 
For. that reason, I waive the competitive bid requirement of 
AS 38.05.183(c) in favor of direct negotiation.

(3) I find and determine that the findings required by
AS 38.05.183(d) and 11 AAC 03.010(e) relating to the export 
of r o y a l t y  oil from the State are not applicable to this 
proposed disposal.

(1) With respect to the criteria set forth in 
AS 38.05.183(e). I make the following findings and 
determinations w i t h  respect to the proposed disposal to
m  > T*. ̂  l
l L i  U : -

The cash va l u e  is the Producers' w e i g h t e d  average field 
price, plus a ten cent (10c) per bariel premium- for 
capital investments. Therefore, as discussed above the 
cash value is equivalent to, and above,; that what the 
State wou l d  have received if it did not enter into this 
a g r e e m e n t .

A disposal to TAPC will have a favorable effect on the
economy cf the State b e c ause it will ensure the
continued operation of the r e f i n e r y  w i t h  attendant 
employment and tax base benefits for the term of the 
contract. Crude oil products wo u l d  be processed
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P a g e  6 - P r o p o s e d  D i s p o s i t i o n  of C o o k  Inlet R o y a l t y  O i l

in-state, insuring that industries dependent on those 
products w o u l d  likely have adequate supplies.

The benefits of the continued operation of the Nikiski 
. refinery include the 'aforementioned e m p l o y m e n t , tax 

base, and security of supply benefits, and there would 
therefor be direct favorable results of processing the 
■Cook Inlet royalty crude in-state. Secondary 
industries p a r tially or wholly connected with TAPC's 
refining operation w o u l d  also continue to benefit from 
that relationship.

W i t h  respect to the criteria set forth in AS 38.06.070(a), I 
m a k e  the following findings and determinations with respect 
to the proposed disposal to TAPC:

Regarding the effect of the disposal on the revenue 
needs and p r o j e c t e d  fiscal conditions of the State, the 
m at t e r  is covered above.

The s u p p l y  needs of crude oil products in various 
localities and regions are generally met by TAPC. The 
continued operation and expansion of the Nikiski 
refinery with attendant payroll and secondary benefits 
wo u l d  have a positive and desirable effect on the 
citizens of the State.

The potential adverse social i m p a c t s , .adverse 
governmental costs and responsibilities, adverse 
private impacts, and adverse environmental effects from 
consummating the proposal are negligible, if any, since 
the facility is already in existence. In fact, the. 
effects of the proposed disposal upon existing 
commercial private enterprise and patterns of 
investments could only be beneficial because of the 
continued o p e ration and expansion of Nikiski refinery 
and the continued supply of TAPC products to the State.

For the foregoing reason,' I find and determine that the 
Tesoro Alaska P e t r o l e u m  Company disposal is in the best 
interest of the State and maximizes benefits to the State.
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STATE OF ALASKA 
FISCAL NOTE R e v i s i o n  Daze , 1953

I. REQUEST _ ' II. FISCAL DETAIL

Bi i I/Resolution No. * Agency Attected: N a t u r a l  R e s o u r c e s

Title: Approving Cook Inlet royalty oil... Program Category AffectaGrMomt. of Enercr
Sponsor: uovernor 1 r t 5RU, Program of Subprogram^) Affectec?
Requestor: Governor Oil & Gas fount.___________________________

EXPENDITURES/REVENUES: (Thousands of Dollars)

f-Y £3 1 FY 84 | FY 85 I FY 85 |“T y 8/ I FY 88 1
OPERATING 1 1 1 1 1 1

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

1 1 1 1 ! 1
TOTAL OPERATING n l 0 1 n ! 1 I 1

CAP iTAL

f  REVENUE

FUNDING: (Thousands of Dollars)

GENERAL FUND

FEDERAL FUNDS
OTHER (Specify Source)

i

i 1 ! 1 1 1
1 ! 1 1 1 1
1 ! 1 1 1 1

0 .1 0 1 0 1 I 1 1

POSITIONS:

FUL l -TIME 1 1 1 i 1 !
PART-TIME 1 I 1 1 1 1
TEMPORARY 1 1 ! 1 1 1

•0 1 0 1 . 0 1  1 1 1

III. SOURCE OF FUNDS 7C OFFSET FISCAL IMPACT OF EILL:

IV. ANALYSIS: Attach a separate pcoe for any Analysis

Prepared 8y: M a r k  W i t t o w  _________  Phone: 4 6 5 - 2 4 0 0
Division: C o m m i s s i o n e r ' s -  o f f i c e ,  D N R  Date: 3 / 1* j VI

Approved Cc..imissioner:H T \ g u A - \  ro Q Quh____ — -_________  Date: ,3/^ri(
Department: N a t u r a l  P.esourcd^j _________________________

Distribution:
Original to Legislative Finance
Copy to-Office of Management and Budget (for Legislature introduced bills) 
Copy ro Department (for Governor introduced bills)
Ccpy to Soonsor A G O  7 86 65 3
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IIB 319

limit would a l l o w  the a ut ho ri ty to op e r at e  for at least 
an other year wi th ou t  the n e c e s s i t y  for an ad di ti ona l a d­
jus tm e n t to the statut or y limit.

Sincerely,

/s/ Bill Sheff ie ld

Bill Sheffield 
Gover no r

HB  320

H O US E  BI LL  NO. 320 by the Kulas Com m it t e e by reques t of 

the Covern or , entitled:

"An Act relati ng  to the sale of royal ty 
oil by  the St ut n of Al aska to the 
T e s o r o  Alaska Pe tr ole um  Company; and 
pr o vi d i ng  for an effec tiv e date."

was read the first time and referred to the Jo in t C o m­
mit tee  on  Oil und Gas for re view and c om men t,  and tha 

Re s ou r c es  Commltteu.

A  zero fiscal note ac co mp a ni e d  HB  320.

T h e  G ov e r no r 's  tra nsmittal letter d at ed M a r c h  31, 1983,

f o l l o w s :

Dear Mr. Speaker:

Un du r the a u t h o r i t y  of art. Ill, sac. 18, of the Alaska 
C o nst it ut ion , 1 urn trans mi tti ng  a bill wh ich  provl daa  for 
legis la tiv e approval of a ro yalty oil co nt rac t bu t w c c n  the 
state and T u s o r o  Alaska Petro le um Co mp any  for the oulu of 

Cook Inlet r u yul ty  oil.

This contrac t 1s descr ibe d In the findings c nt ll lu d " P r o­
posed Dispo si tio n of Ro yalty Oil, T es oro  Al aska Pet ro le u m  
Co mp any " Issued by the Department of Natural Resources on 
Februury 22, 1983. Copies of thcso findings h a v e  b een
ma de  a v ail ab le  to the legislature and tha pu bl ic for 

review.
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Th is  co nt r a ct  It b e in g  submitted for legislative approval 
for two reasons. First, a lt hou gh  this and the previous 
a d m i ni s t ra t io n  have co nsi s t en t ly  taken the po si tio n that 
the s ta tu to ry requi re men t of legislative approval of 
ro yalty oil co nt r a ct s  Is unconstit ut ion al  (AS 38.06.033), 
ai a ma t te r  of c o m i t y  I respec t the legi sla tu re 's desire 
to have a di re ct  v oi ce In m a j o r  dlapcsala of royalt y oil. 
There fo re,  this co n tr a ct  contains provisions r eq uir in g 
appro va l by  the le gislature befor e It become s ffectlve. 
Second, this bill would r a ti f y the agreement fc . the uale 
of oil. This ra t ifi ca ti on would cure any pr ocedural 
defect that m a y  h av e occ u rr e d  In the process of entering 
into this contract.

Altho ug h we be lie ve  thac all necess ar y rteps have b een  
taken, the scatut ae  and regul at ion s gov e rn i ng  the disposal 
of roy alty oil repres ent  of te n  c on fl ic tIr g de si re s and 
goals, bot h pro cedural und substantive. Fe example, even 
If st atu t or i l y r e qui ri ng  leg islative approval we re  
cons ti tut io na l, the present statutes provide, on the one 
hand, that the legislature Is to t 'rove the contract by 
ena c ti n g le gi sla ti on  (AS 3 8 . O h .056>. )• but, on the other
hand, they also provid e that a r e p o . . of the Royalty Board 
"shall be  submitted for legislative re view at the time of 
[sic] re so l u ti o n  for legislative approval of s proposed 
di sp osi ti on  of r o yal ty  oil and gas Is Introduced In the 
legit iture" (AS 38.06.070(c)). Since legislative 
approval Is requir ed  anyway as a matter of  contract, I 
be lieve It on ly  prudent to present tills contra ct  for 
legislative approval und ratif ic ati on  at this time.

S l n c e r u l y ,

/a/ bill Sheffi el d

Bill Sheffield
Govarnor

IIB 321

H OU SE BILL HO. 321 by the Rules Committee by request of 
the Governor, entitled:



A G R E E M E N T  F O R  T H E  S A L E  A N D  P U R C H A S E  O F i   i i •
' m Y

R O Y A L T Y  O T L  F R O M  T H E  C O O K  I N L E T  5 AS IN O I L  <S G A S  B O A R D

T H I S  A G R E E M E N T ,  e n t e r e d  i n t o  as o f  t h e  c a y  o f

b y £ n d  b e t w e e n  T H E  S T A T E  O F  A L A S K A  

( " S e l l e r " )  a n d  T E S O R O  A L A S K A  P E T R O L E U M  C O M P A N Y  ( " B u v e r " ) .

ARTICLE I

D E F I N I T I O N S

»
A s  u s e d  in t n i s  A g r e e m e n t ,  thv_- f o l l o w i n g  t e r m s  s h a l l  

h a v e  th e  f o l l o w i n g  m e a n i n g s :

1 .1 " Ccr.rrissicner" m e a n s ,  t h e  C o m m i s s i o n e r  of A l a s k a  

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 .

1.2 " D a y " m e a n s  a p e r i o d  o f  t w e n t y - f o u r  (2*0 c o n s e c u t i v e  

h o u r s ,  b e g i n n i n g  at 1 2 : 0 1  a . m . ,  A l a s k a  S t a n d a r d  T i m e .

1 . 3  " L e a s e s " m e a n s  t h e  b e l o w - l i s t e c  o il  a n d  g a s  l e a s e s  

l o c a t e d  w i t h i n  t he  S t a c e  c f  A l a s k a :

A D L - 1 7 5 7 9 ,  A D L - 1 7 5 8 6 .  A D L - 1 7 5 6 7 ,  A D L - 1 7 5 9 ^ ,  A D L - 1 75 95 ,

A D L - 1 7 5 9 7  , A D L - 1 7 6 0 2 ,  A D L - 1 8 7 1 6 ,  A D L - 16 729 , AD L-  15 730 ,

A D L -  1 87 3*1 i A D L  - 1 8 7 - 2  , A D L -  1 8 7 ^ - , A D L -  1 8 7 ^ 6, A D L - l c ? ? ^ ,

A D L - 1 8 7 5 6  , A D L - *.£756, A D L - 1 8 7 6  1, A D L  - 1 8 " 7 2  , AD L-  15 776 ,

A D L - 1 8 7 7 7  , A D L - 2 1 0 6 5 ,  a nd  A D L - 3 5 ^ 3 1 .

«
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1 . 4  “L e s s e e " m e a n s  a n y  p e r s o n  o w n i n g  a w o r k i n g  i n t e r e s t  in 

a n y  o f  t h e  L e a s e s .

1.5 " M o n t h " m e a n s  t h e  p e r i o d  b e g i n n i n g  at 1 2 : 0 1  a.m.,

A l a s k a  S t a n d a r d  T i m e ,  on t h e  f i r s t  d a y  of th e c a l e n d a r  m o n t h  a n d  

e n d i n g  at the  s a m e  t i m e  on the f i r s t  d a y  o f  the n e x t  s u c c e e d i n g  

c a l e n d a r  m o n t h .

1 . 6  "O i l " or " c r u d e  o i l " s h a l l  m e a n  cr u d e  p e t r o l e u m  oi l a n d  

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

s a v e d  in l i q u i d  f o r m  at t h e  w e l l  o r  its s e p a r a t o r  by o r d i n a r y  

p r o d u c t i o n  m e t h o d s  and t h i s  a g r e e m e n t  d o e s  not c o v e r  n a t u r a l  gas 

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

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

1.7 " P o i n t  o f  D e l i v e r y " s h a l l  h a v e  t h e  m e a n i n g  set o u t  in 

A r t i c l e  2.4.

1.8 " R o y a l t y  C il" m e a n s  th e  o i l  w h i c h  the S e l l e r  m a y  t a k e  

in ki nd  ( a m o u n t )  a s  its r o y a l t y  u n d e r  the L e a s e s  w h e t h e r  or not 

S e l l e r  h as  e l e c t e d  to t a k e  or i s  t a k i n g  t h a t  r o y a l t y  in kin d.

1.9 "D a i l y  R o y a l t y  O i l " m e a n s  the a u a n t i t y  o f  R o y a l t y  O i l  

p r o d u c e d  by the L e s s e e s  e a c h  da y.

1.10 " Capital I n v e s t m e n t " m e a n s  tne e x p e n d i t u r e  of funds 

for an asset which b e n e f i t s  future ps ri cds  cr w h ic h  wo uld ex te nd  

the us efu l life cf an a s se t beycr.d the; a ss et' s c r i g i n a l  life. 

C a p i t a l  I n v e s t m e n t  does  net i n c l u d e  ncrr.sl m a i n t e n a n c e  cr 

o p e r a t i n g  expenses.

- 2 -
AGO 786657



A R T I C L E  II 

S A L E  Or R O Y A L T Y  O I L

2.1 Q u a n t i t y . S e l l e r  a g r e e s  to s e l l  to P u r c h a s e r  an a  

P u r c h a s e r  a g r e e s  to b u y  f r o m  S e l l e r  1 0 0 . 0 0 *  of t h e  D a i l y  R o y a l t y  

O i l  f r o m  t h e  " L e a s e s "  ( " Q u a n t i t y " ) .  It is u n d e r s t o o d  a n d  a g r e e d  

t h a t  t h e  v o l u m e  of D a i l y  R o y a l t y  O i l  a v a i l a b l e  to S e l l e r  w i l l  

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

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

L e a s e s .  S e l l e r  d i s c l a i m s  a n d  P u r c h a s e r  w a i v e s  a n y  r e p r e s e n t a t i o  

c o v e n a n t  or  w a r r a n t y ,  e x p r e s s  cr  i m p l i e d ,  an to t h e  s p e c i f i c  

q u a n t i t y  o r  the t o t a l  o r  d a i l y ,! m o n t h l y , a v e r a g e ,  c r  a g g r e g a t e  

v o l u m e  o f  R o y a l t y  O i l  t o  be s o l d  or  t e n d e r e d  u n d e r  t h i s  Agreem er.  

S e l l e r  w a r r a n t s  t h a t  it h a s  g o o d  t i t l e  to  the oi l  t e n d e r e d  u n d e r  

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

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

t h e  R o y a l t y  Oi l  at t h e  t i m e  t h e  R o y a l t y  O i l  is t e n d e r e d  to t h e  

P u r c h a s e r .

2 . 2  Q u a l i t y . T h e  R o y a l t y  O i l  s o l d  s h a l l  be t h e  s a m e  q u a l i  

as  the  o i l  d e l i v e r e d  b y  t h e  L e s s e e s  to t h e  S e l l e r  a t  t h e  P o i n t  o 

D e l i v e r y .  It is u n d e r s t o o d  a n d  a g r e e d  t h a t  the q u a l i t y  o f  t h e  

R o y a l t y  O i l  sc ld  m a y  v a r y  f r o m  t i m e  to t i m e .  S e l l e r  d i s c l a i m s ,  

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

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

u s e ,  ur  s u i t a b l i l i t y  f o r  a n y  p a r t i c u l a r  u s e  cr p u r o c s e ,  cr 

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

R o y a l t y  O i l  to be so ld  or tendered^ u n d e r  t h i s  A g r e e m e n t .

2 . 3  P r i c e  o f  the R o y a l t y  O i l .  T h e  p r i c e  f o r  tne oil 

t e n d e r e d  u n d e r  t h i s  A g r e e m e n t  s h a l l  be e q u a l  to t h e  a m o u n t  that  

S e l l e r  w o u l d  h a v e  r e c e i v e d  f r o m  its L e s s e e s  for the R o y a l t y  O i l  

t e n d e r e d  if t h a t  r o y a l t y  h a d  b e e n  p a y a b l e  in m o n e y  ( t a k e n  i n­

v a l u e )  r a t h e r  t h a n  t a k e n  in k i n d .  T h a t  P u r c h a s e  P r i c e  s h a l l  be 

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

L e s s e e s  f o r  p r o d u c t i o n ,  s e v e r a n c e ,  cr o t h e r  tax p u r p o s e s ,  as 

n a y  be a d j u s t e d  f r o m  t i m e  to t i n e  as p r o v i d e d  in t h i s  A g r e e m e n t .
t

B u y e r  w i l l  o n l y  be e n t i t l e d  to r e v i e w  or r e q u e s t  m a t e r i a l  o r  

i n f o r m a t i o n  w h i c h  is no t  c o n f i d e n t i a l  u n d e r  s t a t e  l a w  o r  r e g u l a­

tion . T h e  P u r c h a s e  P r i c e  w i l l  be the c a l c u l a t i o n  o f  an a m o u n t  

p e r  b a r r e l  e q u a l  to t h e  p e r  b a r r e l  v o l u m e  w e i g h t e d  a v e r a g e  of
• 4 I

t h e  ir.-value p r i c e s  as r e f l e c t e d  b y  i n f o r m a t i o n  s u b m i t t e d  by  th e  

L e s s e e s  for  p r o d u c t i o n ,  s e v e r a n c e ,  cr o t h e r  tax p u r p o s e s .

In th e  e v e n t  th at  the tax  r e p o r t s  no l o n g e r  a d e q u a t e l y  

r e f l e c t  th e  a m o u n t  th at  the S t a t e  w o u l d  h a v e  r e c e i v e d  f r o m  its 

l e s s e e s  fo r  the c r u d e  oil sold  to p u r c h a s e r  h e r e u n d e r ,  t h e n  at 

t h e  r e q u e s t  of  e i t h e r  p ar ty,  th e p a r t i e s  s h a l l  m e e t  to n e g o t i a t e  

t h e  r e v i s a l  of the p r i c e  t e r m  of t h i s  A g r e e m e n t .

Any s u c h  r e q u e s t  s h a l l  be m a d e  in w r i t i n g  and sent  by 

r e g i s t e r e d  mail, t e l e g r a m ,  cr t e l e x ,  p u r s u a n t  to S e c t i o n  12 h e r e o f ,

e :irst m e e t i n g  sh all take place wi t hi n fif t ee n (15)The fi

d a y s  from- the r e c e i p t  cf said  n o t i c e .
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T h e  p a r t i e s  s h a l l  h a v e  t h i r t y  ( 3 0)  d a y s  f r o m  t h e  r e -  . 

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

t c  be m a d e  to th e A g r e e m e n t .

I f t h e - p a r t i e s  r e a c h  an a c c o r d  w i t h i n  t h e  t i m e  p e r i o d  

o f  t h i r t y  (30) d a y s ,  t h e  a l t e r a t i o n (s ) w h i c h  h a v e  b e e n  d e c i d e d  

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

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

I f  on e x p i r a t i o n  of  t h e  t h i r t y  (30) d a y  p e r i o d  n o  a g r e e ­

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

2

e i t h e r  p a r t y  s h a l l  h a v e  t h e  o p t i o n  tc t e r m i n a t e  t h i s  A g r e e m e n t ,  

s u b j e c t  t o  th e  p r o v i s i o n s  o f  A r t i c l e  V I I I .

P e n d i n g ,  o r  in t h e  a b s e n c e  of, a n y  a g r e e m e n t  b e t w e e n  

t h e  p a r t i e s ,  t h e  p r i c e  to be in e f f e c t  s h a l l  be t h e  a r i t h m e t i c  

a v e r a g e  o f  t h e  f o l l o w i n g  p o s t i n g s  for C o o k  I n l e t  C r u d e  O i l :

(1) A r c c ,  (2) U n i o n  o f  C a l i f o r n i a ,  (3) C h e v r o n  an d  (A) M o b i l .

In s e t t l e m e n t  o f  l i t i g a t i o n  o v e r  v a r i o u s  c l a i m s  b e t w e e n  

a n d  a m o n g  th e  S t a t e ,  P u r c h a s e r  a n d  t h e  e l e v e n  (11) c o m p a n i e s  

h o l d i n g  l e s s e e  i n t e r e s t s  in t w e n t y - t h r e e  (23) s p e c  ific o i l  a nd  

g a s  l e a s e s  ( l i s t e d  b e l o w )  i s s u e d  by t h e  S t a t e  in t h e  C o o k  I n l e t  

B a s i n ,  t h e  S t a t e ,  P u r c h a s e r  a n d  e a c h  c f  t h o s e  L e s s e e s  a g r e e d  to 

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

e s t a b l i s h m e n t  cf  c e r t a i n  " P l a t f o r m - t o - S h c r e  C h a r g e s "  a n c  "C & D 

A l l o w a n c e s "  u n d e r  th e  t e r m s  o f  th e s e t t l e m e n t  a g r e e m e n t s ,  w h i c h  

w e r e  a p p r o v e d  by t h e  C c u r t  an d  m a c e  f i n a l  in t h e  C o u r t ' s  o r d e r s

i -  5 -
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d i s m i s s i n g  th e  l i t i g a t i o n .  T h e s e  " P l a t f o r m - t o - S h o r e  C h a r g e s "  a n d  

"C & D A l l o w a n c e s "  a r o s e  s o l e l y  u n d e r  the e x p l i c i t  t e r m s  o f  the 

s e t t l e m e n t  a g r e e m e n t s ;  a nd  the f u l l  c o n s i d e r a t i o n  for t h e m  w a s  

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

l i t i g a t e d ,  u p o n  t h e  t e r m s  set f o r t h  in t he  s e t t l e m e n t  a g r e e m e n t s .  

T h e  S t a t e  a n d  P u r c h a s e r  r e a f f i r m  t h e  s e p a r a t e  n a t u r e  o f  t h e s e  

c o s t s  f r o m  t h i s  A g r e e m e n t  and f r o m  a ny  o t h e r  l e a s e ,  c o n t r a c t  or 

a g r e e m e n t  of  a n y  k i n d  ( o t h e r  t h a n  t h e  s e t t l e m e n t  a g r e e m e n t s ) ;  a n d  

th e  " P l a t f o r m - t o - S h o r e  C h a r g e s "  a n d  "C & D A l l o w a n c e s "  e s t a b l i s h e d  

by t h o s e  s e t t l e m e n t  a g r e e m e n t s  shall, if a p p l i c a b l e ,  be paid,

i

w i t h o u t  r e g a r d  to an y p r o v i s i o n ' h e r e o f  and w i t h o u t  e f f e c t  on a n y  

p ri c e  to be p a i d  h e r e u n d e r  to the S t a t e  by P u r c h a s e r .  T he  l e a s e s  

to w h i c h  t h e  s e t t l e m e n t  a g r e e m e n t s  a p p l y  are:

A D L - 17579, A D L - 17586, A D L - 1 7 5 8 7 ,  A D L - 1 7 5 9 2*, A D L - 17595,

A D L - 17597, A D L - 1 7 6 0 2 ,  A D L - T  8716, A D L - 187 29, A D L - 1 8 7 3 0 ,

A D L - 18731 , A D L - 187*12, A D L - 187*1*1, A D L - 187*46 , ADL - 1875*1,

A D L - 18 756, A D L - 18758, A D L - 18761, A D L - 18772, A D L - 1 6 7 7 6 ,

AD L-  18777, A D L - 2 1 0 6 8 ,  and. ADL-35** 3 I .

If a n y  a p p l i c a b l e  l a w  o f  the U n i t e d  S t a t e s  o f  A m e r i c a  

or any r u l e  or r e g u l a t i o n  p r o m u l g a t e d  by a f e d e r a l  a g e n c y  wil l,  

in the j u d g m e n t  o f  S e l l e r ,  o p e r a t e  to p r o h i b i t  or p r e v e n t  S e l l e r  

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

B u y e r ' s  o b l i g a t i o n  to pay the a m o u n t  c f  the P u r c h a s e  P r i c e  ir. 

e x c e s s  of the a m o u n t  p e r m i t t e d  w i l l  be s u s p e n d e d  or a d j u s t e d  to
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t h e  m i n i m u m  e x t e n t  r e q u i r e d  f o r  S e l l e r  t o  c o m p l y  w i t h  t h a t  law,., 

r u l e  c r  r e g u l a t i o n .

2 . ^  C a p i t a l  I n v e s t m e n t  P r e m i u m .  P u r c h a s e r  a g r e e s ,  in a d d i ­

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

c a p i t a l  i n v e s t m e n t s  in A l a s k a  r e l a t i v e  to P u r c h a s e r ' s  r e f i n i n g ,  

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

t e r m  o f  t h i s  A g r e e m e n t  e q u a l  t o  t e n  c e n t s  (S. 10) p e r  b a r r e l  f o r  

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

C a p i t a l  I n v e s t m e n t  P r e m i u m  m a y  be a c c u m u l a t e d  by  P u r c h a s e r  a n d  

e x p e n d e d  e i t h e r  in p a r c e l s  or in t o t a l  at a n y  t i m e  d u r i n g  t h e  t e r  

o f  t h i s  A g r e e m e n t .  I f  at t he e x p i r a t i o n  c r  t e r m i n a t i o n  o f  t h i s  

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

m e n t s  g r e a t e r  t h a n ,  or e q u a l  to, t h e  a c c r u e d  C a p i t a l  I n v e s t m e n t
. \ 

P r e m i u m s  to the d a t e  o f  e x p i r a t i o n  or t e r m i n a t i o n ,  the  a m o u n t  o f

u n d e r  i n v e s t m e n t  w i l l  be p a i d  d i r e c t l y  to t h e  S e l l e r  w i t h i n  o n e
%

h u n d r e d  t w e n t y  ( 1 2 0 )  d a y s  o f  s u c h  e x p i r a t i o n  or t e r m i n a t i o n .

2 . 5  P o i n t s  o f  D e l i v e r y .  D e l i v e r y  a n d  r e c e i p t  o f  a l l  

R o y a l t y  O i l  p u r c h a s e d  h e r e u n d e r  s h a l l  be at the p o i n t  or p o i n t s  

w h e r e  s u c h  o i l  is d e l i v e r e d  to t h e  S e l l e r  by i t s  L e s s e e s ,  s u b j e c t  

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

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

b e t w e e n  t h e  S t a t e  a n d  t h e  L e s s e e s ;  p r o v i d e d ,  h o w e v e r ,  n o t h i n g  in 

t h i s  S e c t i o n  s h a l l  a u t h o r i z e  a n y  r e d u c t i o n  in t h e  p r i c e  to be 

p a i d  by P u r c h a s e r  p u r s u a n t  tc S e c t i o n  2 . 3  h e r e o f ,  an d no s u c h  

o t h e r  a g r e e m e n t  h e r e a f t e -  m a d e  by t he  S t a t e  and its L e s s e e s  s n a i l  

d i m i n i s h  P u r c h a s e r ' s  r i g h t s  hereur.c . ,
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2.6 ■ P a s s a g e  o f  T i t l e  avid R i s k  of  L o s s .  T i t l e  an d r i s k  of  

l o s s  to th e R o y a l t y  O i l  s o l d  under- t h i s  A g r e e m e n t  s h a l l  p a s s  f r o m  

S e l l e r  to P u r c h a s e r  f or  a l l  p u r p o s e s  w h e n  S e l l e r  t e n d e r s  t h e  o i l  

at the P o i n t  o f  D e l i v e r y .

2.7 P u r c h a s e r ' s  R e s p o n s i b i l i t y .  P u r c h a s e r  s h a l l  be r e s p o n ­

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

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

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

d a m a g e s ) ,  e x p e n s e s  or c a u s e s  o f  a c t i o n  as a r e s u l t  o f  a n y  loss,

i n j ur y ,  o r d a m a g e  i n c u r r e d  by a n y  p a r t y  as a r e s u l t  of any
/

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

h a s  p a s s e d  to P u r c h a s e r .

2. 8 T r a n s p o r t a t i o n  A r r a n g e m e n t s . P u r c h a s e r  s h a l l  m a k e  a l l  

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

A g r e e m e n t  f r o m  the P o i n t  of  D e l i v e r y .  If  an d as r e q u e s t e d  by t h e  

S e l l e r ,  an d at the  time  c r t i m e s  r e q u e s t e d  by S e l l e r ,  P u r c h a s e r  

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

h a s  m a d e  for  t r a n s p o r t a t i o n  o f * t h e  R o y a l t y  O i l  s c l d  u n d e r  t h i s  

A g r e e m e n t .

2.9 A b s o l u t e  O b l i g a t i o n s .  T h e  o b l i g a t i o n s  o f  P u r c h a s e r  

to a c c e p t ,  pay fcr, a nd  a r r a n g e  fo r the t r a n s p o r t a t i o n  of t h e  

R o y a l t y  O i l  t e n d e r e d  or s o l d  u n d e r  t h i s  A g r e e m e n t  ar e a b s o l u t e  

ar.c w i l l  r.ct be e x c u s e d  cr d i s c h a r g e d  by the o p e r a t i o n  cf a ny  

d i s a b i l i t y  of P u r c h a s e r ,  e v e n t  of f o rc e m a j e u r e ,  i m p r a c t i c a b i l i t y
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o f  p e r f o r m a n c e c h a n g e  in c o n d i t i o n s ,  cr a n y  o t h e r  r e a s o n  or  

c a u s e .  ’

2 . 1 0  D a t e  o f  F i r s t  D e l i v e r y .  On  J a n u a r y  1, 198*1, or s e v e n  

m o n t h s  a f t e r  s t a t u t o r y  a p p r o v a l  as s et  f o r t h  in A r t i c l e  VI, 

w h i c h e v e r  is l a t e r ,  S e l l e r  w i l l  t e n d e r  t o  P u r c h a s e r  at t h e  P o i n t  

c f  D e l i v e r y  t h e  Q u a n t i t y .

2.1 1 I n - S t a t e  P r o c e s s i n g .  P u r c h a s e r  a g r e e s  t h a t  a n y  a n d  

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

p r o c e s s e d  t h r o u g h  P u r c h a s e r ' s  r e f i n e r y  n e a r  K e n a i ,  A l a s k a ,  o r  

s h a l l  be e x c h a n g e d  for o t h e r  c r u d e  oi l  w h i c h  s h a l l  be p r o c e s s e d  

at  t h a t  r e f i n e r y .  " P r o c e s s "  m e a n s  p r o d u c i n g  o i l  p r o d u c t s  in 

s i g n i f i c a n t  q u a n t i t i e s ,  b u t  w h i c h  q u a n t i t i e s  m a y  n o t  be l e s s  t h a n  

*1C£ o f  t h e  v o l u m e  o f  R o y a l t y  0-il t e n d e r e d  u n d e r  t h i s  A g r e e m e n t .  

" E x c h a n g e "  m e a n s :  (1) d i r e c t  t r a d e s - c f  e q u a l  v o l u m e s  o f  c r u d e

o i l ;  (2) t r a d e s  o f  c r u d e  o i l  i n v o l v i n g  e i t h e r  c a s h  cr v o l u m e  

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

s o l e l y  to q u a l i t y  o r  l o c a t i o n  d i f f e r e n c e s ;  (3) s e q u e n t i a l  

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

p a r t y  o t h e r  t h a n  t h e  p a r t y  w h i c h  r e c e i v e s  t h e  R o y a l t y  O i l  in a 

t r a d e  f r c m  P u r c h a s e r ;  o r  ( ^ ) m a t c h i n g  p u r c h a s e s  and  s a l e s  o f  

c r u d e  oil . T h e  t e r m s  u n d e r  w h i c h  P u r c h a s e r  r e c e i v e s  c r u d e  o i l  in 

a n y  e x c h a n g e  s h a l l  net d i f f e r  in a n y  s i g n i f i c a n t  t e r m  f r c m  the 

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

t e r m s  u n d e r  w h i c h  a d j u s t  f o r  d i f f e r e n c e s  in q u a l i t y  an d  l o c a t i o n . 

P u r c h a s e r  a g r e e s  t h a t  a n y  t r a c e  or  e x c h a n g e  s h a l l  not r e d u c e  .the
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p r i c e  to be p a i d  to S e l l e r  a n d  th at  t r a d e s  or  e x c h a n g e s  s h a l l  be 

at no c o s t  or e x p e n s e  to S e l l e r .

P u r c h a s e r ' s  o b l i g a t i o n  t o  p r o c e s s  R o y a l t y  O i l  or 

e x c h a n g e d  o i l  i n - s t a t e  m a y  o n l y  be s u s p e n d e d  or e x c u s e d  u n d e r  t h e  

p r e v i s i o n s  of  A r t i c l e s  V I I I  a n d  XI.

S e l l e r  may, at i t s  o p t i o n ,  w a i v e  the i n - s t a t e  p r o c e s s i n g  

r e q u i r e m e n t  in w h o l e  or in pa rt, i f  S e l l e r  is s a t i s f i e d  t h a t  

P u r c h a s e r  is u s i n g  its b e s t  e f f o r t s  to p r o c e s s  th e  R o y a l t y  Oi l  

t e n d e r e d  c r  t h e  oi l e x c h a n g e d  for R o y a l t y  O i l  t e n d e r e d  u n d e r  t h i s  

A g r e e m e n t  at P u r c h a s e r ' s  r e f i n e r y ,  an d t h a t  the w a i v e r  w o u l d  n o t  

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

t h i s  A g r e e m e n t .

*

2 . 12 B e s t  E f f o r t s .  P u r c h a s e r  a g r e e s  to  us e  its b e s t  e f f o r t s  

tc p r o d u c e  and m a r k e t  in A l a s k a  an a m o u n t  o f  c r u d e  oil p r o d u c t s  

not  l es s in v o l u m e  t h a t  JiO* o f  the R o y a l t y  O i l  t e n d e r e d  u n d e r  

t h i s  A g r e e m e n t .  " C r u d e  oil p r o d u c t s "  d o e s  not i n c l u d e  r e s i d u a l  

f u e l  o i l  e x p o r t e d  f r o m  A l a s k a _u n l e s s  the C o m m i s s i o n e r ,  in h i s  

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

 ------- 1 <■---■■ <•■----------~ r ** *--------- " V'

■HI r li m i If ■ I g nnj iiii.iiiii.ijw ■ ■■■jnVi .. . ■ ... ,«■ n ■ ; j .

ja.'. i .  ,r - O n  or b e f o r e  the 2 0 t h  ( t w e n t i e t h )  d ay  a f t e r  t h e

er.c c f e a c h  m o n t h  cf the t e r m  of t h i s  A g r e e m e n t ,  the P u r c h a s e r  

s h a l l  orovirie to the S e i l e r  an a f f i d a v i t  c e r t i f i e d  bv the P u r c h a s e r
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s t a t i n g  t h e  q u a n t i t y  o f  c r u d e  o i l  p r o d u c t s  p r o d u c e d  a n d  m a r k e t e d  

in t h e  S t a t e  o f  A l a s k a  f r c m  i n - s t a t e  p r o c e s s i n g  o f  t h e  D a i l y  

R o y a l t y  O i l  t e n d e r e d  u n d e r  t h i s  A g r e e m e n t .

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

s h a l l  i n c l u d e  c o n s i d e r a t i o n  c f  P u r c h a s e r ' s  c a p a b i l i t i e s  a n a  the 

s u r r o u n d i n g  b u s i n e s s  c i r c u m s t a n c e s .  P u r c h a s e r ' s  o b l i g a t i o n  to 

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

e f f o r t s ,  b u t  s h a l l  no t r e q u i r e  P u r c h a s e r  t o  p r o d u c e  a n d  m a r k e t  

c r u d e  o i l  p r o d u c t s  in A l a s k a  a t a l o s s .  " B e s t  e f f o r t s "  w o u l d ,  

h o w e v e r ,  r e q u i r e  P u r c h a s e r  to p r o d u c e  a n d  m a r k e t  p r o d u c t s  in 

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

a n o t h e r  d i s p o s i t i o n  of  t h e  R o y a l t y  O i l  or l > p r o d u c t s  r e f i n e d  

f r o m  t h a t  oil .

2 . 1 3  F u t u r e  D i s p o s i t i o n s  o f  R o y a l t y  O i l .  S e l l e r  r e c o g n i z e s  

t h a t  A S . 3 S . 0 5 • 1 £ 3 ,  w h i c h  g o v e r n s  d i s p o s i t i o n  o f  R o y a l t y  O i l  by 

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

p o s i t i o n s  p r o p o s i n g :  (1) i n - s t a t e  p r o c e s s i n g  o f  R o y a l t y  O i l ,  a n d

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

O i l ,  in t h a t  o r d e r .  S e l l e r  r e p r e s e n t s  t h a t ,  in c o n j u n c t i o n  w i t h  . 

f u t u r e  d i s p o s i t i o n s  of  R o y a l t y  Oi l,  P u r c h a s e r  w i l l  be a f f o r d e d  t h e  

c o n s i d e r a t i o n  c o n t e m p l a t e d  by A S . 3 5 • 0 5 . 1 8 3 .

2 . 1 ^  R e f i n e r y  M o d i f i c a t i o n .  In th e  e v e n t  t h a t  t h e  P u r c h a s e r  

m o d i f i e s  th e  P u r c h a s e r ' s  r -'finery n e a r  K e n a i ,  A l a s k a ,  to p r o c e s s  

o n e  h u n d r e d  p e r c e n t  ( 1 0 0 * )  A l a s k a n  N o r t h  S l o p e  c r u d e  oil , t h e  

P u r c h a s e r  w i l l  n o t i f y  th e S e i l e r  n i n e  (9) m o n t h s  in a d v a n c e  cf
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th e  d a t e  w h e n  on e h u n d r e d  p e r c e n t  ( 1 0 0 J )  A l a s k a n  N o r t h  S l o p e  c r u d e  

o i l  c o u l d  be p r o c e s s e d  in the r e f i n e r y .  U p o n  s u c h  n o t i f i c a t i o n ,  

th e  S e l l e r  w i l l  h a v e  a o n e - t i m e  o p t i o n  to t e r m i n a t e  the  A g r e e m e n t  

at the en d of th e n i n e  (9) m o n t h s  n o t i f i c a t i o n  p e r i o d  or c o n t i n u e  

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

t i o n s  i m p o s e d  by S e c t i o n s  2.11 a n d  2.12 .

A R T I C L E  I I I  

R E P R E S E N T A T I O N  A M D  O B L I G A T I O N S  0 ?  P U R C H A S E R

P u r c h a s e r  w a r r a n t s ,  r e p r e s e n t s ,  and a g r e e s :

3.1 G o o d  S t a n d i n g  a n d  D u e  A u t h o r i z a t i o n .  P u r c h a s e r  is, 

a n d  at all  t i m e s  d u r i n g  t h e  o p e r a t i o n  of t h i s  A g r e e m e n t ,  s h a l l  

r e m a i n ,  a c o r p o r a t i o n  q u a l i f i e d  to do b u s i n e s s  in, an d in g o o a  

s t a n d i n g  w i th , the S t a t e  o f  A l a s k a .  P u r c h a s e r  has  all n e c e s s a r y  

c o r p o r a t e  p o w e r  to e n t e r  i n t o  t h i s  A g r e e m e n t  and to p e r f o r m  its 

c o v e n a n t s  and o b l i g a t i o n s  u n d e r  t h i s  A g r e e m e n t .  All n e c e s s a r y  

c o r p o r a t e  a c t i o n  has be en  t a k e n  to a u t h o r i z e  P u r c h a s e r ' s  e n t e r i n g  

in to  t h i s  A g r e e m e n t  a nd  p e r f o r m i n g  its c o v e n a n t s  and o b l i g a t i o n s  

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

3-2 F i n a n c i a l  C o n d i t i o n .  T h e  f i n a n c i a l  i n f o r m a t i o n  s u b m i t t e d  

tc S e l l e r  is c o m p l e t e  and c o r r e c t  and f a i r l y  p r e s e n t s  P u r c h a s e r ' s  

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

S e l l e r .  T h e  f i n a n c i a l  i n f o r m a t i o n  was p r e p a r e d  in a c c o r d a n c e  w i t h  

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

S i n c e  the da te  the in f o r m a t  icr.- was s u b m i t t e d ,  the c o n d i t i o n ,
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b u s i n e s s  a n d  p r o p e r t i e s  o f  P u r c h a s e r  h a v e  n o t  b e e n  m a t e r i a l l y  

a d v e r s e l y  a f f e c t e d  in a n y  way.  P u r c h a s e r  a g r e e s  to i n f o r m  S e l l e r  

i m m e d i a t e l y  if d u r i n g ' t h e  t e r m  of t h i s  A g r e e m e n t  t h e r e  is a n y  

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

o f  P u r c h a s e r  w h i c h  w o u l d  h a v e  an a p p r e c i a b l e  a d v e r s e  e f f e c t  on 

P u r c h a s e r ' s  p e r f o r m a n c e  u n d e r  t h i s  A g r e e m e n t .  P u r c h a s e r ,  in a d d i ­

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

o w n e r s h i p  o f  e i t h e r  t h e  P u r c h a s e r  o r  a n y  c f  i ts  a f f i l i a t e s  cr  

p a r e n t  c o m p a n y ,  a n d  of a n y  c h a n g e  in P u r c h a s e r ' s  o p e r a t i o n s  or 

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

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

3. 3  F i n a n c i a l  S t a t e m e n t s .  A s  s o o n  as  p o s s i b l e  a f t e r  t h e  

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

cr.e h u n d r e d  t w e n t y  ( 1 2 0 )  d a y s  t h e r e a f t e r ,  P u r c h a s e r  w i l l  f u r n i s h  

to  S e l l e r ,  at P u r c h a s e r ' s  s o l e  c o s t  a n d  e x p e n s e ,  c o m p l e t e  f i n a n c i a l  

s t a t e m e n t s ,  r e f l e c t i v e  o f  P u r c h a s e r ' s  f i n a n c i a l  c o n d i t i o n ,  in t h e  

f o r m  f i l e d  w i t h  t he  S e c u r i t i e s  and E x c h a n g e  C o m m i s s i o n .

3.^ E x p e n s i o n / M o d i f i c a t i c n ■ P u r c h a s e r  a g r e e s ,  f o r  so l o n g  

as  P u r c h a s e r ,  in its s o l e  j u d g m e n t ,  d e t e r m i n e s  t h a t  an e x p a n s i o n  

o r  m o d i f i c a t i o n  o f  its i n - s t a t e  r e f i n i n g  c a p a c i t y  is p o t e n t i a l l y  

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

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

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

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

s h a l l  r e p o r t  to S e l l e r  a n n u a l l y  cr. t h e  s t a t u s  c f  s u c h  s t u d i e s .
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3.5 O p t i o n  to P u r c h a s e  R e s i d .  S u b j e c t  to P u r c h a s e r ' s  

e x i s t i n g  c o n t r a c t s ,  P u r c h a s e r  g r a n t s  t o  S e l l e r  an o p t i o n  tc 

p u r c h a s e  a l l ,  o r  a n y  q u a n t i t y ,  o f  t h e  r e s i d u a l  oil  ( " r e s i d " )  

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

o i l  e x c h a n g e d  for  t h e  R o y a l t y  O i l .  S e l l e r  s h a l l  e x e r c i s e  t h i s  

o p t i o n  b y  g i v i n g  P u r c h a s e r  w r i t t e n  n o t i c e  n i n e  (9) m o n t h s  in 

a d v a n c e  o f  p u r c h a s e  by  S e l l e r .  T he  n o t i c e  s h a l l  s p e c i f y  the 

q u a n t i t y  S e l l e r  w i l l  p u r c h a s e .  T h e r e a f t e r  S e l l e r  m a y  i n c r e a s e ,  

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

n o t i c e  n i n e  (9) m o n t h s  in a d v a n c e ,  a nd  S e l l e r  m a y  a g a i n ,  s u b j e c t  

to P u r c h a s e r ' s  e x i s t i n g  c o n t r a c t s ,  c o m m e n c e  p u r c h a s e s  a f t e r  

h a v i n g  t e r m i n a t e d  s u c h  p u r c h a s e  by g i v i n g  w r i t t e n  n o t i c e  n i n e  (9) 

m o n t h s  in  a d v a n c e  o f  S e l l e r ' s  p u r c h a s e .  S e l l e r  s h a l l  t a k e  t h e  

r e s i d  f o r  a p e r i o d  o f  at l e a s t  n i n e  (9) m o n t h s  u n l e s s  th e R o y a l t y  

O i l  is r u n  in P u r c h a s e r ' s  r e f i n e r y  for  a p e r i o d  o f  l e s s  t h a n  n i n e

(9) m o n t h s .  In t h a t  c a s e ,  S e l l e r  s h a l l  be o b l i g a t e d  to p u r c h a s e

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

T h i s  o p t i o n  s h a l l  r e m a i n  in e f f e c t  for the terra o f  t h i s

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

t i m e  s h a l l  no t  a f f e c t  S e l l e r ' s  r i g h t  to e x e r c i s e  t he  o p t i o n  at a 

l a c e r  t i m e .  T h i s  o p t i o n ,  in w h o l e  or in p a r t  and for a n y  term,
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s h a l l  b e  f r e e l y  a s s i g n a b l e  b y  S e l l e r  a n d  s u c h  a s s i g n m e n t  s h a l l  

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

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

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

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

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

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

r e l e a s e  t h a t  a s s i g n e e  ( o r  a n y  s u b s e q u e n t  a s s i g n e e )  o f  a n y  r e s p o n ­

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

P u r c h a s e r  i n  w r i t i n g .
i

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

e s t  p r i c e  t h e  P u r c h a s e r  is o f f e r e d  f o r  t h e  s a m e  p r o d u c t  f r o m  an y  

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

In t h e  e v e n t  P u r c h a s e r  h a s  no  s i m i l a r  o f f e r  to b u y  f r o m  

a bcr.a f i d e  b u y e r ,  t h e  p r i c e  s h a l l  b e  P u r c h a s e r ’s p o s t e d  p r i c e  

f o r  a l i k e  g r a d e  o f  r e s i d  in e f f e c t  o n  d a t e  o f  l o a d i n g  at its  

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

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

h e r e u n d e r  p l u s  a c t u a l  t r a n s p o r t a t i o n  c o s t  to  K e n a i ,  A l a s k a .  

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

q u a l i t y  o f  r e s i d  f r o m  a n y  s o u r c e ,  d o m e s t i c  o r  f o r e i g n ,  s o  l o n g  a s
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t h e  l a i d - i n  c o s t  o f  t he  r e s i d  at S e l l e r ' s  i n t e n d e d  d e s t i n a t i o n  

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

r e s i d  at K e n a i ,  A l a s k a .

3 . 6  P e t r o l e u n  Coke . P u r c h a s e r  a g r e e s  t h a t  if it m o d i f i e s  or
i

e x p a n d s  it s r e f i n e r y  at K e n a i ,  A l a s k a ,  so t h a t  the r e f i n e r y  is a b l e  

to p r o d u c e  an d  h a n d l e  p e t r o l e u m  coke , P u r c h a s e r  w i l l  at t h a t  t i m e  

e n t e r  i n t o  g o o d  f a i t h  n e g o t i a t i o n s  w i t h  S e l l e r  for an o p t i o n  to 

p u r c h a s e  t h a t  p e t r o l e u m - c o k e .

A R T I C L E  IV

}
M E A S U R E M E N T S  A N D  T E S T S  

^.1 M e a s u r e m e n t  S t a n d a r d s  and P r o c e d u r e s .  T h e  q u a n t i t y  

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

d e t e r m i n e d  at the P o i n t  o f  D e l i v e r y .  P r o c e d u r e s  an d m e t h o d s  f o r  

m e a s u r i n g  a n d  m e t e r i n g  the oi l s c l d  u n d e r  t h i s  A g r e e m e n t  s h a l l  be 

in a c c o r d a n c e  w i t h  the p r a c t i c e s  t h e n  in e f f e c t  in the Cook- I n l e t  

B a s i n  a r e a  of A l a s k a .

A R T I C L E  V 

P A Y M E N T S  A N D  A C C O U N T I N G

5.1 B i l l i n e . S e l i c r  w i l l  s e n d  to P u r c h a s e r ,  on o r  b e f o r e  th .• 

10t h ( t e n t h )  b u s i n e s s  day of e a c h  m o n t h  a f t e r  d e l i v e r y  o f  R o y a l t y  

O i l ,  an i n v o i c e  s t a t e m e n t  of a c c o u n t  o f  a l l  R o y a l t y  Oil e s t i m a t e d  

to h a v e  b e e n  m e a s u r e d  at the p o in t cf d e l i v e r y  and t e n d e r e d  to 

P u r c h a s e r  u n d e r  t h i s  A g r e e m e n t  d u r i n e  the i m m e d i a t e l y  p r e c e d i n g  

m o n t h  a c c o r d i n g  to the be st  i n f o r m a t i o n  a v a i l a b l e  to S e l l e r ,  the
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e s t i m a t e d  p r i c e  cr  p r i c e s  a p p l i c a b l e  to t h o s e  d e l i v e r i e s ,  a n d  t h e  

t o t a l  a m o u n t  d u e  ( " i n i t i a l  b i l l i n g " ) .  T h e  e s t i m a t e s  w i l l  be m a d e  

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

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

b a s e d  in p a r t  u p o n  i n f o r m a t i o n  r e p o r t e d  b y  t h e  L e s s e e s  to Seller; 

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

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

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

p r i c e s  o f  R o y a l t y  O i l  d e l i v e r e d  e a c h  m o n t h  is a v a i l a b l e .  S e l l e r ,  

h o w e v e r ,  s h a l l  n o t  be r e q u i r e d  to a d j u s t  t h e  i n i t i a l  b i l l i n g  p r i o r  

t o  t h e  s e n d i n g  o f  t h e  n e x t  m o n t h ’s i n v o i c e  s t a t e m e n t  o f  a c c o u n t .

5 . 2  I n i t i a l  A d j u s t m e n t .  A f t e r  t h e  m o n t h l y  i n v o i c e  u n d e r  

A r t i c l e  5 . 1 ,  t h e  s u b s e q u e n t  m o n t h l y  i n v o i c e  w i l l  a l s o  s t a t e  

S e l l e r ' s  i n i t i a l  a d j u s t m e n t s  to be m a d e ,  if any , to t h e  i n v o i c e  

r e n d e r e d  in t h e  i m m e d i a t e l y  p r e c e d i n g ' - c a l e n d a r  m o n t h ,  in a c c o r ­

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

h a v e  b e c o m e  a v a i l a b l e  to S e l l e r .  W h e t h e r  o r  n o t  i n i t i a l  a d j u s t ­

m e n t s  a r e  m a d e ,  h o w e v e r ,  s u b s e q u e n t  a d j u s t m e n t s  m a y  be m a d e  u n d e r  

A r t i c l e  5 .5 .

5 . 3  P a y m e n t . P u r c h a s e r  wixj. m a k e  p a y m e n t  o f  t h a t  a m o u n t  

b i l l e d  u n d e r  t h i s  A r t i c l e  w i t h i n  t e n  (10) d a y s  a f t e r  r e c e i p t  o f  

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

a n y  d e d u c t i o n ,  set off, or w i t h h o l d i n g  in i m m e d i a t e l y  a v a i l a b l e  

f u n d s  to S e l l e r  at the  f o l l o w i n g  a d d r e s s :
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B a n k  o f A m e r i c a ,  N T  & SA 
S a n  F r a n c i s c o ,  C a l i f o r n i a  
S e c u r i t i e s  D e p a r t m e n t  3 2 5 5

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

P a y m e n t  m a y  be m a d e  in s u c h  o t h e r  m a n n e r  or  to s u c h  o t h e r  a d d r e s s  

as S e l l e r  m a y  s p e c i f y  in t h e  i n v o i c e  s t a t e m e n t  o f  a c c o u n t  or by 

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

A g r e e m e n t  s h a l l  be p a i d  in the s a m e  m a n n e r .  I f p a y m e n t  is due  

on a S a t u r d a y ,  S u n d a y ,  .or l e g a l  h o l i d a y  o f  the p l a c e  w h e r e  

p a y m e n t  is to be r e c e i v e d ,  p a y m e n t  s h a l l  b e  m a d e  on the n e x t  

f o l l o w i n g  b u s i n e s s  day. It  is r e c o g n i z e d  t h a t  S e l l e r  m a y  bill, 

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

t i a l  i n f o r m a t i o n  h e l d  or r e c e i v e d  b y  S e l l e r .  I f  c o n f i d e n t i a l  

i n f o r m a t i o n  is u s e d  as th e b a s i s  f o r  a b i l l i n g ,  t h e n  u p o n  r e q u e s t  

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

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

b e s t  i n f o r m a t i o n  a v a i l a b l e  to S e l l e r .  E x c e p t  for o b v i o u s  c l e r i c a l  

m i s t a k e s ,  if a d i s p u t e  c o n c e r n i n g  a b i l l  a r i s e s ,  it is a g r e e d  

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

fi n a l  r e s o l u t i o n  o f  the  d i s p u t e .  U p o n  f i n a l  r e s o l u t i o n ,  t he  

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

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

5.^ P a y m e n t  to L e s s e e .  P u r c h a s e r ,  at the r e q u e s t  of S e l l e r  

in the i n v o i c e  s t a t e m e n t  o f  a c c o u n t  or o t h e r w i s e  in w r i t i n g ,  

s h al l pa y  all or a n y  p o r t i o n  d e s i g n a t e d  by S e i l e r  o f  that p a y m e n t  

r e q u i r e d  to be m a d e  to on e or m o r e  cf the L e s s e e s  at an a d d r e s s  

cr a d d r e s s e s  and in th e m a n n e r  d e s i g n a t e d  by S e l l e r .  T h e  p a y m e n t
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w i l l  be m a d e  w i t h i n  t h e  t i m e  l i m i t  s p e c i f i e d  in A r t i c l e  5.3.

S e l l e r  m a y  a u t h o r i z e  a n d  d e s i g n a t e ;  a t h i r d  p a r t y  to m a k e  t h e  

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

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

t h e  p a y m e n t  due,' if any, a n d  p a y m e n t  f o r  s u b s e q u e n t  m o n t h s ,  s h a l l  

b e  m a d e  in a c c o r d a n c e  w i t h  A r t i c l e  5-3 .

5 . 5  S u b s e q u e n t  A d j u s t m e n t s .  P u r c h a s e r  a c k n o w l e d g e s  t h a t  

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

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

t o  Se ll e r .'  In t h e  e v e n t  t h a t  a n y  s u c h  i n f o r m a t i o n  s h o u l d

i

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

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

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

a m o u n t  o f  t h o s e  a d j u s t m e n t s .

I n t h e  e v e n t  t h a t  S e l l e r  s h o u l d  r e n d e r  a c o r r e c t e d  

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

b i l l e d  a c c o r d i n g l y .  A n y  a m o u n t  to be r e f u n d e d  f r o m  S e l l e r  to 

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

f i f t e e n  (15 ) d a y s  a f t e r  th e  d a t e  o f  t h e  c o r r e c t e d  i n v o i c e .  I h e  

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

t h e  a d j u s t m e n t  c o n c e r n s  an a m o u n t  l a s t  i n v o i c e d  m o r e  t h a n  s i x t y

(00) d a y s  b e f o r e  th e  c o r r e c t e d  i n v o i c e ,  in w h i c h  c a s e  t h e  a m o u n t  

w i l l  be p a i d  by P u r c h a s e r  or  r e f u n d e d  by S e l l e r ,  as  the c a s e  m a y  

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

t h a t  o v e r  w h i c h  the  a d j u s t m e n t  a c c r u e d  or  si x (6) m o n t h s ,  w h i c h e v e r
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is the s h o r t e r  p e r i o d .  No a d j u s t m e n t  w i l l  be m a d e  m o r e  th an  

t w e l v e  (12) m o n t h s  a f t e r  t h e  d a t e  ’o f  th e  l a s t  o r i g i n a l  i n v o i c e  to 

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

fr om : (i) r e g u l a t o r y  or c o u r t  p r o c e e d i n g s  ( i n c l u d i n g  a p p e a l s )  c o m ­

m e n c e d  or p e n d i n g  d u r i n g  t h a t  t w e l v e  (12) m o n t h  p e r i o d ,  w h e t h e r  

or  not S e l l e r  or P u r c h a s e r  is a p a r t y  to t h e  p r o c e e d i n g ,  o r  (ii) 

b o n a  f i d e  a u d i t s  b y . S e l l e r  -of a n y  L e s s e e ( s )  c o m m e n c i n g  at a n y  t i m e  

d u r i n g  t h e  p e r i o d  six (6) y e a r s  a f t e r  t h e  d a t e  of  t h e  ’̂ st i n v o i c e  

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

a r i s i n g  o u t  o f  t h o s e  a u d i t s .  A d j u s t m e n t s  d u e  to a u d i t s  or r e g u­

l a t o r y  p r o c e e d i n g s  or c o u r t  p r o c e e d i n g s  m a y  be m a d e  at any  time.

T h e  p r o v i s i o n s  of t h i s  A r t i c l e  5. 5 w i l l  s u r v i v e  a n y  t e r m i n a t i o n  

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

5 . 6  I n t e r e s t . T h e  a m o u n t  o f  a ll  s u m s  w h i c h  a r e  n o t  pa id  

w h e n  d u e  u n d e r  t h i s  A g r e e m e n t  or which' a r e  s u b s e q u e n t l y  d e t e r m i n e d  

to be d u e  u n d e r  an a d j u s t m e n t  u n d e r  A r t i c l e  5.5, o r  r e f u n d s ,  s h a l l  

b e a r  i n t e r e s t  f r o m  the d a t e  a c c r u e d  u n t i l  paid in f u l l  at a v a r i­

a b l e  r a t e  per a n n u m  e q u a l  to the p r i m e  r a t e  as a n n o u n c e d  f r o m  t i m e  

to t i m e  by the B a n k  o f A m e r i c a ’, S a n  F r a n c i s c o ,  C a l i f o r n i a ,  p l u s  o n e  

a n d  o n e - q u a r t e r  p e r c e n t  ( 1 . 2 5 ? )  p e r  a n n u m .

5. 7 L a t e  P a y m e n t  P e n a l t y .  E x c e p t  f o r  u n i n t e n t i o n a l  f a i l u r e s  

to pay, i n c l u d i n g  c l e r i c a l  m i s t a k e s  or o c c u r r e n c e s  not w i t h i n  t h e  

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

if P u r c h a s e r  f a i l s  to m a k e  p a y m e n t  w i t h i n  one (1) d a y  o f  th e d a t e  

t h a t  p a y m e n t  is due, t h en  in a d d i t i o n  to t h e  a m o u n t  due p l u s
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i n t e r e s t  f r o m  th* d a t e  t h a t  p a y m e n t  w a s  d u e  u n t i l  t h e  d a t e  o f  

p a y m e n t ,  P u r c h a s e r  w i l l  p a y  an a m o u n t  e q u a l  to o n e  p e r c e n t  (1*) 

o f  t h e  -amount o w e d .

5 . 8  P a y m e n t  to  T h i r d  P a r t i e s .  S e l l e r  m a y  d i r e c t  that'

«

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

t o  a t h i r d  p a r t y  in t he  m a n n e r  a nd  t i m e  a s  m a y  be d i r e c t e d  by 

S e l l e r  in w r i t t e n  n o t i c e  t o  t h e  P u r c h a s e r  if, in t h e  S e l l e r ’s 

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

S e l l e r  in m o n i t o r i n g  or  e n f o r c i n g  t h i s  A g r e e m e n t .

A R T I C L E  VI 

T E R M

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

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

b y  t he  S t a t e  o f  A l a s k a  ( i n c l u d i n g  a p p r o v a l  by t h e  G o v e r n o r )  

a p p r o v i n g  t h i s  A g r e e m e n t .  T h i s  A g r e e m e n t  s h a l l  be n u l l  and 

v o i d  if it is n o t  so a p p r o v e d  by S e p t e m b e r  1, 198 3.  S u b j e c t  

to  t h e  o t h e r  p r o v i s i o n s  c o n t a i n e d  in t h i s  A g r e e m e n t ,  S e l l e r ' s  

o b l i g a t i o n  to s e l l  and P u r c h a s e r ' s  o b l i g a t i o n  to b u y  R o y a l t y  

O i l  s h a l l  b e g i n  s e v e n  (7) m o n t h s  a f t e r  t h e  a b o v e  a p p r o v a l  o r  

J a n u a r y  1, 198*1, w h i c h e v e r  is l a t e r ,  a n d  e n d  J a n u a r y  1, 1995.

A R T I C L E  VII  

D E F A U L T  OR T E R M I N A T I O N

7.1 D e f a u l t . If a n y  o n e  or m o r e  o f  t h e  f o l l o w i n g  e v e n t s  

( " E v e n t s  o f  D e f a u l t " )  o c c u r ,  t h e n  at S e i l e r ' s  o p t i o n ,  S e l l e r  m a y

- 21 -

AGO 786676



t e r m i n a t e  or s u s p e n d  its o b l i g a t i o n  to t e n d e r  a n d  s e l l  R o y a l t y  

O i l  a n d  p r o c e e d  to e x e r c i s e  a n y  o n e  o r m o r e  o f  t h e  r i g h t s  and 

r e m e d i e s  p r o v i d e d  in t h i s  A g r e e m e n t :

(i) E x c e p t  f o r  o b v i o u s  c l e r i c a l  e r r o r s ,  P u r c h a s e r  

d o e s  n o t  p a y  in f u l l  a n y  s u m  o w e d  u n d e r  t h i s  A g r e e m e n t  at the 

t i n e  w h e n  p a y m e n t  is due; or

(ii) P u r c h a s e r  f a i l s  t o  o b s e r v e  or p e r f o r m  a n y  of 

i t s  o t h e r  c o v e n a n t s  a n d  o b l i g a t i o n s  u n d e r  A r t i c l e  II; o r

(iii) P u r c h a s e r  d o e s  n o t  p e r f o r m  a ny  ac t r e q u i r e d  or 

c o n t e m p l a t e d  u n d e r  t h i s  A g r e e m e n t  a n d  e i t h e r :  (a) th e  n o n p e r­

f o r m a n c e  c o n t i n u e s  for m o r e  t h a n  t h i r t y  (30) d a y s  a f t e r  S e l l e r  

h a s  n o t i f i e d  th e P u r c h a s e r  of P u r c h a s e r ' s  n o n - p e r f o r m a n c e ;  or 

(b) P u r c h a s e r  h a d  f a i l e d  to p e r f o r m  t h e  s a m e  or a n y  o t h e r  act 

r e q u i r e d  o r  c o n t e m p l a t e d  u n d e r " t h i s  A g r e e m e n t  d u r i n g  the  i m m e­

d i a t e l y  p r e c e d i n g  t w e l v e  (12) m o n t h  p e r i o d ;  or

(iv) T h e r e  is a m a t e r i a l  a d v e r s e  c h a n g e  in P u r c h a s e r ' s  

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

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

t h i s  A g r e e m e n t ,  an d  P u r c h a s e r  -is u n a b l e  to g i v e  S e l l e r  a d e q u a t e  

a s s u r a n c e  o f  c o n t i n u e d  p e r f o r m a n c e  e i t h e r  w i t h i n  f o u r t e e n  ( l4) 

d a y s  o f  a r e q u e s t  for s u c h  an .‘•s ur a n c e  or  w i t h i n  s u c h  o t h e r  

s h o r t e r  t i m e  p e r i o d  as S e l l e r  ma y r e a s o n a b l y  r e q u e s t  u n d e r  the 

c i r c u m s t a n c e s ;  or

(v) A n y  r e p r e s e n t a t i o n  cr w a r r a n t y  m a c e  by P u r c h a s e r  

in t h i s  A g r e e m e n t  ^ r c v e s  to h a v e  b e e n  f a l s e  or i n c o r r e c t  in any 

m a t e r i a l  r e s p e c t  at the ti me  that the r e p r e s e n t a t i o n  or w a r r a n t y  

w a s  m a d e .
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7 . 2  F a i l u r e  t o  P a y  D e b t s .  I f  at a n y  t i m e  P u r c h a s e r  

b e c o m e s  u n a b l e  to p a y  a n y  o f  it s  d e b t s  w h e n  t h o s e  d e b t s  a r e  due, 

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

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

n o t i c e  o f  t h a t  f a c t  to S e l l e r . -  W h e t h e r  or n o t  t h a t  n o t i c e  is 

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

t h o s e  d e b t s  a r e  d u e . o r  s h o u l d  o t h e r w i s e  b e c o m e  i n s o l v e n t ,  S e l l e r 1 

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

w i l l  a u t o m a t i c a l l y  a n d  i m m e d i a t e l y '  t e r m i n a t e  w i t h o u t  a n y  r e q u i r e ­

m e n t  o f  n o t i c e  or o t h e r  a c t i o n  by S e l l e r ;  h o w e v e r ,  P u r c h a s e r  w i l l  

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

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

r e s p e c t  to  R o y a l t y  O i l  a c t u a l l y  t e n d e r e d  b y  S e l l e r  t o  a n d  a f t e r  

a n y  s u c h  t e r m i n a t i o n .  W i t h i n  .thirty ( 3 0 )  d a y s  a f t e r  r e c e i p t  o f  

P u r c h a s e r ' s  n o t i c e  or, if no n o t i c e  i? g i v e n ,  a f t e r  S e l l e r  o t h e r ­

w i s e  b e c o m e s  a w a r e  (as d e t e r m i n e d  in S e l l e r ' s  s o l e  d i s c r e t i o n )  o f  

P u r c h a s e r ' s  i n s o l v e n c y ,  S e l l e r  w i l l  h a v e  t h e  r i g h t ,  u p o n  w r i t t e n  

n o t i c e  tc P u r c h a s e r ,  to '-eins ta te  a l l  o f  S e l l e r ' s  a n d  B u y e r ' s  

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

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

7 . 3  S e l l e r ' s  R e m e d i e s .  U p o n  t h e  o c c u r r e n c e  o f  a n y  E v e n t  

o f  D e f a u l t  o r  if S e l l e r ' s  o b l i g a t i o n  t o  t e n d e r  and s e l l  R o y a l t y  

O i l  u n d e r  t h i s  A g r e e m e n t  is t e r m i n a t e d  or s u s p e n d e d  u n d e r  

A r t i c l e  7.1 ? ^ d  7 . 2 ,  a l l  o b l i g a t i o n s  o f  P u r c h a s e r  a c c r u e d  b ut  n o t  

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

be d u e  a n d  p a y a b l e  in f u l l .  In a d d i t i o n ,  P u r c h a s e r  w i l l  i n d e m n i f
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an d  h o l d  S e l l e r  h a r m l e s s  f r o m  a n d  a g a i n s t  al l o t h e r  l i a b i l i t y ,  

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

co s t s ,  l o s s e s  a n d  e x p e n s e s  ( i n c l u d i n g  r e a s o n a b l e  a t t o r n e y s '  f e e s  

a n d  d i s b u r s e m e n t s )  i n c u r r e d  by S e l l e r  a n d  a r i s i n g  o u t  o f  t’.e 

E v e n t  o f  D e f a u l t ,  t e r m i n a t i o n ,  or s u s p e n s i o n .  S e l l e r  s h a l l  h a v e  

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

r e m e d i e s  a n d  to obtain- all  o t h e r  r e l i e f  a v a i l a b l e  u n d e r  a p p l i c a b l e  

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

p e r f o r m a n c e .  T h e  S e l l e r ,  u p o n  o c c u r r e n c e  o f  a n y  E v e n t  o f  D e f a u l t ,  

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

p a r t i e s  o f  R o y a l t y  O i l  to be t e n d e r e d  an d  s o l d  u n d e r  t h i s  A g r e e­

m e n t .  U p o n  t h e  o c c u r r e n c e  of a n y  E v e n t  o f  D e f a u l t ,  the P u r c h a s e r  

is r e l e a s e d  f r o m  th e o b l i g a t i o n s  s e t  f o r t h  in A r t i c l e s  2.11 

( I n - S t a t e  P r o c e s s i n g )  a n d  2 . 1 2 ' ( B e s t  E f f o r t s )  u n t i l  the E v e n t  o f  

D e f a u l t  no l o n g e r  e x i s t s  or  th e o b l i g a t i o n  of t h e  P u r c h a s e r  to 

t a k e  R o y a l t y  O i l  u n d e r  t h i s  A g r e e m e n t  e x p i r e s .  If u p o n  o c c u r r e n c e  

c f  any E v e n t  o f D e f a u l t  th e S e l l e r  m a k e s  a r r a n g e m e n t  f or  d i s p o s i t i o n  

to t h i r d  p a r t i e s  of R o y a l t y  O i l  or if th e P u r c h a s e r  is r e l e a s e d  f r o m  

A r t i c l e s  2.11  a n d  2.12, w h e t h e r  or not t h is  A g r e e m e n t  is t e r m i n a t e d ,  

P u r c h a s e r  w i l l  n e v e r t h e l e s s  be and r e m a i n  l i a b l e  to S e l l e r  for th e 

f u l l  a m o u n t  of  th e P u r c h a s e  P r i c e  for t h a t  R o y a l t y  O il  in e x c e s s  o f  

t h e  P u r c h a s e  P r i c e  o v e r  a n y  a m o u n t  or a m o u n t s  r e c e i v e d  by S e l l e r  on 

a c c o u n t  o f  th at  d i s p o s i t i o n ,  ne t o f  t h e  e x p e n s e s  o f  th at  d i s p o s i t i o n  

a n d  fo r a l l  e t h e r  c os ts , e x p e n s e s  ( i n c l u d i n g  r e a s o n a b l e  a t t o r n e y s '  

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

c o n s e q u e n t i a l  d a m a g e s )  a n d  l o s s e s  i n c u r r e d  by S e l l e r  a nd  a r i s i r g  o u t  

c f  the E v e n t  of D e f a u l t  or d i s p o s i t i o n .
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7.1J P u r c h a s e r ' s  E x c l u s i v e  R e m e d i e s .  U p o n  a n y  b r e a c h  of, o r  

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

S e l l e r ' s  c o v e n a n t s  or o b l i g a t i o n s  u n d e r  t h i s  A g r e e m e n t ,  P u r c h a s e r  

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

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

S e l l e r  f r o m  t a k i n g  a n y  a c t i o n  w i t h  r e g a r d  to  t h e  R o y a l t y  O i l  s o l d  

u n d e r  t h e  A g r e e m e n t ;  • ■

A R T I C L E  V I I I  

D I S P O S I T I O N  O F  O I L

8.1 D i s p o s i t i o n  o f  O i l  U p o n  D e f a u l t  o r  T e r m i n a t i o n .

P u r c h a s e r  a c k n o w l e d g e s  a n d  a g r e e s  t h a t  u n d e r  t h e  L e a s e s

S e l l e r ' s  e l e c t i o n  to t a k e  R o y a l t y  O i l  in k i n d  m a y  be r e v o k e d  or 

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

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

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

t e r m i n a t i o n  of  t h i s  A g r e e m e n t  f o r  d e f a u ? t  o r  f o r  a n y  o t h e r  r e a s o n ,  

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

in t h i s  A g r e e m e n t ,  P u r c h a s e r  s h a l l  c o n t i n u e  to t a k e  a nd  p u r c h a s e  

S e l l e r ' s  R o y a l t y  O i l  in t h e  a m o u n t  and  f o r  t h e  p r i c e  s e t  f o r t h  in 

t h i s  A g r e e m e n t  f o r  up to s e v e n  (7) m o n t h s  f o l l o w i n g  t e r m i n a t i o n  

o f  t h i s  A g r e e m e n t  if S e l l e r ,  in i t s  d i s c r e t i o n ,  so r e q u i r e s .

8 . 2  I n a b i l i t y  to R e c e i v e  O i l .  If  f o r  a n y  r e a s o n  P u r c h a s e r  

is u n a b l e  cr r e f u s e s  tc a c c e p t  or r e c e i v e  a n y  R o y a l t y  O i l  t e n d e r e d  

u n d e r  t h i s  A g r e e m e n t ,  P u r c h a s e r  s h a l l  n e v e r t h e l e s s  be a n d  r e m a i n  

r e s p o n s i b l e  f or  t h e  d i s p o s a l  o f  t h a t  R o y a l t y  O i l  a n d  f o r  p a y i n g
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t h e  S e l l e r  for t h e  oi l  as t h o u g h  it h a d  b e e n  r e c e i v e d  a n d  a c c e p t e d  

by  P u r c h a s e r  u n l e s s  S e l l e r ,  in its' s o l e  d i s c r e t i o n ,  e l e c t s  to 

w a i v e  t h i s  r e q u i r e m e n t .

«

8. 3 N o  R i g h t  to  S t o r a g e  o r  U n d e r l i f t .  P u r c h a s e r  w a i v e s  a n d  

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

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

S e l l e r  is or m a y  c o m e  to be e n t i t l e d  u n d e r  th e  L e a s e s  or  a n y  

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

A R T I C L E  IX  

W A I V E R

9.1 W a i v e r . T h e  f a i l u r e  of e i t h e r  p a r t y  to i n s i s t  u p o n  

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

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

to r e q u i r e  t h a t  p e r f o r m a n c e  in the fu tu r e .  A w a i v e r  or e s t o p p e l  

in an y on e i n s t a n c e  s h a l l  not c o n s t i t u t e  a w a i v e r  o r  e s t o p p e l  

w i t h  r e s p e c t  to a l a t e r  b r e a c h  of s i m i l a r  n a t u r e  or  o t h e r w i s e .  A 

c o u r s e  of p e r f o r m a n c e  e s t a b l i s h e d  by a p a r t y  s h a l l  a l s o  not e s t o p  

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

n a t u r e .

A R T I C L E  X

V A L I D I T Y

10.1 V a l i d i t y . If an y p r o v i s i o n  cr c l a u s e  o f th is  A g r e e m e n t  

or a p p l i c a t i o n .c f  this A g r e e m e n t  t o  a n y  p e r s o n  cr c i r c u m s t a n c e  is 

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

t h e  i n v a l i d  p r o v i s i o n  or a p p l i c a t i o n .  If, h o w e v e r ,  an  i n v a l i d i t y  

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

t o  t h i s  A g r e e m e n t ,  t h a t  p a r t y  m a y  t e r m i n a t e  t h i s  A g r e e m e n t  by 

n o t i c e  to  t h e  o t h e r .

A R T I C L E  X I  

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

11.1 E f f e c t  o f  F o r c e  M a j e u r e .  E x c e p t  f o r  P u r c h a s e r ’s 

o b l i g a t i o n s  t o  m a k e  p a y m e n t  o f  m o n e y  f o r  R o y a l t y  O i l  t e n d e r e d

i

u n d e r  t h i s  A g r e e m e n t  a n d  ex c ep t'  f o r  P u r c h a s e r ' s  o b l i g a t i o n s  to 

a c c e p t  a n d  d i s p o s e  of R o y a l t y  O i l ,  n e i t h e r  p a r t y  s h a l l  be l i a b l e  

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

f a i l u r e  is d u e  in w h o l e  o r  in s u b s t a n t i a l  p a r t  to f o r c e  m a j e u r e .

T h e  t e r m  " x o r c e  m a j e u r e "  a s  a p p l i e d  to t h i s  A g r e e m e n t  s h a l l  m e a n  

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

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

o r  p e o p l e ,  i n t e r r u p t i o n s  b y  g o v e r n m e n t  o r  c o u r t  o r d e r s  or by 

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

j u r i s d i c t i o n ,  a c t s  of t h e  p u b l i c  e n e m y ,  w a r s ,  ri ot s,  b l o c k a d e s ,  

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

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

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

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

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

w h e t h e r  o f  t h e  k i n d  h e r e i n  e n u m e r a t e d  o r o t h e r w i s e ,  n o t  w i t h i n
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t h e  r e a s o n a b l e 'c o n t r o l  o f  t he  p a r t y  c l a i m i n g  th e b e n e f i t  o f  this  

e x c u s e .  If, h o w e v e r ,  a n y  ma t e r i a l '  o b l i g a t i o n  o f  P u r c h a s e r  is 

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

p e r i o d  o f  t h r e e  h u n d r e d  s i x t y - f i v e  (365 ) s u c c e s s i v e  d a y s  or m o re , 

S e l l e r  w i l l  h a v e  t he  r i g h t  to t e r m i n a t e  t h i s  A g r e e m e n t .  P r i o r  t o  

t h e  S e l l e r  e x e r c i s i n g  its  r i g h t  to t e r m i n a t e  t h i s  A g r e e m e n t  the 

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

r e s t o r e ,  to t h e  f u l l e s t . e x t e n t  p o s s i b l e ,  t h e  S e l l e r  a nd  P u r c h a s e r  

to the  b e n e f i t s  a n d  o b l i g a t i o n s  t h a t  e x i s t e d  u n d e r  t h i s  A g r e e m e n t  

b e f o r e  t h e  o c c u r r e n c e  of  t h e  f o r c e  m a j e u r e  c o n d i t i o n .
it

11.2 R e s p o n s i b i l i t y . U p o n  t h e  o c c u r r e n c e  and d i s c o v e r y  of 

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

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

m e n t  o f  its c l a i m  of  f o r c e  m a j e u r e .  (U p o n  the o c c u r r e n c e  o f  an 

e v e n t  c o n s t i t u t i n g  f o r c e  m a j e u r e  t h a t  e v e n t  shall,  so f a r  as 

p o s s i b l e ,  be  r e m e d i e d  w i t h  a ll  r e a s o n a b l e  d i l i g e n c e  a nd  d i s p a t c h .  

E x c e p t  fo r P u r c h a s e r ' s  o b l i g a t i o n s  to m a k e  p a y m e n t  o f  m o n e y  for 

R o y a l t y  O i l  t e n d e r e d  u n d e r  t h i s  A g r e e m e n t  and e x c e p t  f o r  P u r c h a s e r ' s  

o b l i g a t i o n  to d i s p o s e  of R o y a l t y  Oi l,  th e o b l i g a t i o n s  o f  th e  d i s ­

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

a f f e c t e d  by that  f o r c e  m a j e u r e ,  s h a l l  be s u s p e n d e d  f r o m  the t i m e  

th at  f o r c e  m a j e u r e  o c c u r s  and for s o  l o n g  as t he  d i s a b i l i t y  -caused 

s h o u l d  h a v e  c o n t i n u e d  had the p a r t y  c l a i m i n g  the e x i s t e n c e  of t h e  

fo rce  m a j e u r e  had r e m e d i e d  the e v e n t  p r o v i d i n g  the b a s i s  o f  the 

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

for no l o n g e r .  T h e  s e t t l e m e n t  of s t r i k e s  cr l o c k o u t s  o r  i n d u s t r i a l
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d i s p u t e s  o r  d i s t u r b a n c e s  w i l l  b e  e n t i r e l y  w i t h i n  t h e  d i s c r e t i o n  

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

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

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

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

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

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

A R T I C L E  X I I  

N O T I C E S

12.1  M e t h o d . A l l  n o t i c e s , ; r e q u e s t s , d e m a n d s  o r  s t a t e m e n t s  

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

p a r t y  to be  n o t i f i e d  or m a y  be s e n t  by r e g i s t e r e d  o r  c e r t i f i e d

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

q u e s t e d  to s u c h  p a r t y .  N o t i c e  d e p o s i t e d  in t h e  m a i l  in t h i s  

m a n n e r  s h a l l  be  e f f e c t i v e  u p o n  t h e  e x p i r a t i o n  o f  s e v e n  (7) d a y s  

a f t e r  it is so d e p o s i t e d .  N o t i c e  g i v e n  in a n y  o t h e r  m a n n e r

s h a l l  be e f f e c t i v e  o n l y  if an d w h e n  r e c e i v e d  by  th e  a d d r e s s e e .

F o r  t h e  p u r p o s e s  o f  n o t i c e ,  th.e a d d r e s s e s  o f  t h e  p a r t j e s  t o  t h i  

A g r e e m e n t  s h a l l  be as f o l l o w s :

I f  to S e l l e r :  S t a t e  o f  A l a s k a
C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  

P o u c h  "M"
J u n e a u .  A l a s k a  9 9 8 1 1  

a n d

C o m m i s s i o n e r  o f  R e v e n u e  

P o u c h  " S"

J u n e a u ,  A l a s k a  9 9 8 1 1  
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D i r e c t o r ,  D i v i s i o n  o f  M i n e r a l s  
and E n e r g y  M a n a g e m e n t  

5 5 5  C o r d o v a  S t r e e t  
A n c h o r a g e ,  A l a s k a  9 9 5 0 1

I f  to P u r c h a s e r :  T e s o r o  A l a s k a  P e t r o l e u m  C o m p a n y
8 7 0 0  T e s o r o  D r i v e
P. 0. B o x  1 7 5 3 6
S a n  A n t o n i o ,  T e x a s  7 8 2 8 6

1 2 . 2  C h a n g e  o f  A d d r e s s .  E a c h  p a r t y  m a y  c h a n g e  its a d d r e s s  

fo r  n o t i c e  by g i v i n g  n o t i c e  o f  the' c h a n g e .

a r t i c l e ; X I I I  

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

13.1 R u l e s  and R e g u l a t i o n s .  T h i s  A g r e e m e n t  is s u b j e c t  to al l  

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

U n i t e d  S t a t e s ,  th e  S t a t e  o f  A l a s k a ,  a n d  a n y  d u l y  c o n s t i t u t e d  a g e n c y  

t h e r e o f .

A R T I C L E  X I V  

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

1*1.1 S o v e r e i g n  P o w e r  o f  t h e  S t a t e . T h i s  A g r e e m e n t  a nd  its 

c o v e n a n t s  s h a l l  n ot  be i n t e r p r e t e d  as a l i m i t  on t h e  e x e r c i s e  by 

the  S t a t e  of A l a s k a  o f a n y  of  its s o v e r e i g n  or r e g u l a t o r y  p o w e r s ,  

w h e t h e r  c o n f e r r e d  on t h e  S t a t e  by c o n s t i t u t i o n ,  s t a t u t e  or r e g u l a­

tion, i n c l u d i n g ,  b u t  n ot  l i m i t e d  to, its r e g u l a t o r y  p o w e r  over* the 

L e a s e s .  T h e  e x e r c i s e  by the S t a t e . o f  A l a s k a  of  any s o v e r e i g n  o r  

r e g u l a t o r y  'power w i l l  no t o p e r a t e  or be d e e m e d  to e n l a r g e  a n y  ..

and

-  30 -
«

AGO 786685



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

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

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

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

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

t h e  o b l i g a t i o n s  to a c c e p t ,  d i s p o s e ,  a n d  p a y  f o r  R o y a l t y  O i l  t e n­

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

A R T I C L E  X V  

S E C U R I T Y

i

15.1 L e t t e r  o f  C r e d i t .  At l e a s t  n i n e t y  (90 ) d a y s  b e f o r e  t h e  

D a t e  o f  F i r s t  D e l i v e r y ,  u n l e s s  w a i v e d  b y  S e l l e r ,  P u r c h a s e r  s h a l l  

c a u s e  t o  b e  f u r n i s h e d  to S e l l e r  an i r r e v o c a b l e  s t a n d - b y  l e t t e r  o f  

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

b a n k i n g  i n s t i t u t i o n  o f  t h e  U n i t e d  S t a t e s  w h i c h  is a m e m b e r  o f  t h e  

F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t i o n  a n d  h a s  a n  a g g r e g a t e  c a p i t a l  

a n d  s u r p l u s  o f  n o t  l e s s  t h a n  O n e  H u n d r e d  M i l l i o n  D o l l a r s  

( $ 1 0 0 , 0 0 0 , 0 0 0 ) ,  or  o t h e r  b a n k i n g  i n s t i t u t i o n  a c c e p t a b l e  to S e l l e r  

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

c r e d i t  s h a l l  i n i t i a l l y  b e  F o u r t e e n  M i l l i o n  D o l l a r s  ( $ 1 4 , 0 0 0 , 0 0 0 ) .

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

t o  t h e  C o m m i s s i o n e r ,  b u t  in a n y  e v e n t  s h a l l  no t r e q u i r e  a n y  d o c u m e n t s  

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

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

o r  hi s  d e s i g n e e  a n d  t h e  A t t o r n e y  G e n e r a l  o f  the  S t a t e  o f  A l a s k a  o r  

h i s  d e s i g n e e  t h a t  P u r c h a s e r  is l i a b l e  to S e l l e r  fo r  a s u m  e q u a l  

t o  th e a m o u n t  o f  s u c h  d r a f t ,  a n d  t h a t  t h a t  s u m  is d u e  a n d  p a y a b l e
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in f u l l  a n d  h a s  n o t  b e e n  t i m e l y  paid.  In the e v e n t  t h a t  S e l l e r  

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

P u r c h a s e r  u n d e r  t h i s  A g r e e m e n t  and d o e s  a s s e r t  t h o s e  c l a i m s  in an 

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

o f  t h e  l e t t e r  o f  c r e d i t  t h e n  in e f f e c t ,  P u r c h a s e r  sh a l l ,  u p o n  

S e l l e r ' s  r e q u e s t  ( w h e t h e r  o r  n o t  P u r c h a s e r  m a y  den y,  r e j e c t  

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

o f  t h e  l e t t e r  of  c r e d i t  to be i n c r e a s e d  by an a m o u n t  of  t h e  l e t t e r  

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

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

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

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

s i x t y  (60) d a y s  o f  R o y a l t y  O i l  t e n d e r s  u n d e r  t h i s  A g r e e m e n t ,  to an  

a m o u n t  e q u a l  t o t h e  e x p e c t e d  P u r c h a s e  P r i c e  o f  s i x t y  (60) d a y s  o f  

R o y a l t y  O i l  t e n d e r s .  T h e  p r i n c i p a l  f a c e  a m o u n t  o f the l e t t e r  of 

c r e d i t  m a y  be d e c r e a s e d  by P u r c h a s e r  u p o n  a p p r o v a l  of S e l l e r  if 

t h e  f a c e  a m o u n t  is m o r e  t h a n  t h e  e x p e c t e d  P u r c h a s e  P r i c e  o f  s i x t y  

(60) d a y s  o f  R o y a l t y  O i l  t e n d e r s  u n d e r  t h i s  A g r e e m e n t ,  to an 

a m o u n t  e q u a l  t o  t h e  e x p e c t e d  P u r c h a s e  P r i c e  o f  s i x t y  (60) d a y s  

o f  R o y a l t y  O i l  t e n d e r s .  T h e  C o m m i s s i o n e r  n a y  a c c e p t  s u c h  o t h e r  

or a d d i t i o n a l  s e c u r i t y  as he, in h i s  s o l e  d i s c r e t i o n ,  c o n s i d e r s  

a d e q u a t e  to p r o t e c t  S e l l e r .

A R T I C L E  X V I  

P R E F E R E N T I A L  H I R I N G  A HE K'Ot.'-P TSCr.IMIi) A T I O N

16.1 C o m p l i a n c e  w i t h  A l a s k a  Lav;. P u r c h a s e r  will  c o m p l y  w i t h  

a l l  a p p l i c a b l e  A l a s k a  s t a t u t e s  and r e g u l a t i o n s  in e f f e c t  at the
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t i m e  t h i s  A g r e e m e n t  b e c o m e s  e f f e c t i v e ,  as w e l l  as a l l  a m e n d m e n t s  

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

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

1 6 . ?  P r e f e r e n c e  to  Q u a l i f i e d  A l a s k a  R e s i d e n t s .  T o  t h e  e x t e n t  

n o t  s u p e r c e d e d  by or i n c o n s i s t e n t  w i t h  p r e s e n t  or-, s u b s e q u e n t l y  

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

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

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

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

f o r m e d  by A l a s k a  r e s i d e n t s  w h o , , a t  t h e  t i m e  of t h e i r  i n i t i a l
»

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

w i t h i n  o n e  (1) o r m o r e  o f  th e f o l l o w i n g  e m p l o y m e n t  t a r g e t  g r o u p s ,  

a s  d e t e r m i n e d  by  t h e  S t a t e  or a n  a g e n c y  or  a g e n c i e s  d e s i g n a t e d  b y  

t h e  S t a t e :

(1) " c h r o n i c a l l y  u n e m p l o y e d  r e s i d e n t , "  d e f i n e d  a s

e i t h e r :

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

m i n i m u m  o f  e i g h t  (8) m o n t h s ,  c u m u l a t i v e l y ,  o f  

t h e  t w e l v e  (12 ) m o n t h s  i m m e d i a t e l y  p r e c e d i n g  

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

s t a t u s ,  so l o n g  as th e  i n d i v i d u a l ' s  i n c o m e  f o r  

t h e  t w e l v e  (12 ) m o n t h  p e r i o d  d o e s  n o t  e x c e e d  

$ 2 5 , 0 0 0 ;  o r

(b) a r e s i d e n t  w h o  h as  e x h a u s t e d  b e n e f i t s  a v a i l ­

a b l e  u n d e r  the A l a s k a  E m p l o y m e n t  S e c u r i t y  Ac t,
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A S . 2 3 . 2 0 ,  w i t h i n  t h e  t w e l v e  (12) m o n t h s  

i m m e d i a t e l y  p r e c e d i n g  t he  t i m e  at w h i c h  he

m a k e s  the a p p l i c a t i o n  f o r  c e r t i f i c a t i o n  and

is c u r r e n t l y  n o t  e l i g i b l e  for  u n e m p l o y m e n t

b e n e f i t s ;

(2) " e c o n o m i c a l l y  d i s a d v a n t a g e d  r e s i d e n t , "  d a f i n e d  as a

r e s i d e n t  w h o s e  t o t a l  h o u s e h o l d  i n c o m e  for the  t w e l v e  (12) m o n t h s

i m m e d i a t e l y  p r e c e d i n g  th e  t i m e  of a p p l i c a t i o n  fo r  d e t e r m i n a t i o n  o f

s t a t u s  f a l l s  b e l o w  s e v e n t y  p e r c e n t  (7055) o f  the m i n i m u m s  s e t  by t h e

U . S .  B u r e a u  o f  L a b o r  S t a t i s t i c s ,  " l o w e r  l i v i n g  s t a n d a r d  i n c o m e  l e v e l "
/

as a d j u s t e d  fo r A l a s k a ;  a n d

(3) " t r a i n i n g - q u a l i f i e d  r e s i d e n t , "  d e f i n e d  as a r e s i d e n t  

who , w i t h i n  t h e  t w e l v e  (12) m o n t h s  i m m e d i a t e l y  p r e c e d i n g  t h e  t i m e  o f  

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

a p r o g r a m  o f  j o b  t r a i n i n g  d e s i g n e d  to q u a l i f y  the r e s i d e n t  for e m­

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

16.3 A s s u r a n c e  of  C o m p l i a n c e .  P u r c h a s e r  s h a l l  use its be st  

e f f o r t s  to a s s u r e  that n e i t h e r  it, n o r  its c o n t r a c t o r s  and s u b c o n­

t r a c t o r s ,  h i r e  n o n - r e s i d e n t s  w h e n  r e s i d e n t s  f a l l i n g  w i t h i n  one (1) 

cr m o r e  o f  the e m p l o y m e n t  t a r g e t  g r o u p s  s e t  out in A r t i c l e  16.2 a r e  

k n o w n  to be a v a i l a b l e ,  w i l l i n g ,  a n d  q u a l i f i e d  fo r e m p l o y m e n t  for  

w o r k  p e r f o r m e d  in c o n n e c t i o n  w i t h  t h i s  A g r e e m e n t  w i t h i n  the  S t a t e  

o f  A l a s k a .

16.4 E x c e n t i o n s . T h e  r e q u i r e m e n t s  o f  this A r t i c l e  do not 

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

as t h o s e  t e r m s  a r e  d e f i n e d  in 8 . AA.C . 15 . 9 1 0  .

1 6 . 5  C o l l e c t i v e  B a r g a i n i n g - A g r e e m e n t s .  In i m p l e m e n t i n g  t h e  

r e o u i r e m e n t s  o f  t h i s  A r t i c l e ,  P u r c h a s e r  s h a l l  a s s u r e  t h a t  it a n d  

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

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

c o v e r i n g  w o r k  to  be p e r f o r m e d  in c o n n e c t i o n  w i t h  t h i s  A g r e e m e n t  

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

d e n t s  f a l l i n g  w i t h i n  t h e  t a r g e t  g r o u p s  s et  o u t  in A r t i c l e  1 6 . 2  in 

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

1 6 . 6  N o n - D i s c r i m i n a t  i o n . P u r c h a s e r  s h a l l  a s s u r e  t n a t  n e i t h e r  

it n o r  its c o n t r a c t o r s  or s u b c o n t r a c t o r s  e n g a g e  in d i s c r i m i n a t o r y  

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

t a r g e t  g r o u p s  s e t  o u t  in A r t i c l e  1 6 . 2  w h o  a r e  e m p l o y e d  o r  s e e k i n g  

e m p l o y m e n t  b y  P u r c h a s e r  or  its  c o n t r a c t o r s  o r  s u b c o n t r a c t o r s .  P r o ­

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

l i m i t e d  to:

M )  r e j e c t i o n  o f  a . r e s i d e n t  r e f e r r e d  to an e m p l o y e r  by 

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

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

a g r e e m e n t ;

(2) r e j e c t i o n  o f  a r e s i d e n t  in f a v o r  Df a n o n - r e s i d e n t  

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

b a r g a i n i n g  a g r e e m e n t ;
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(3) t e r m i n a t i o n  o f  a r e s i d e n t  in f a v o r  o f  a n o n­

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

(4) d i f f e r e n t i a t i o n  in p a y m e n t  o f  w a g e s ,  s a l a r i e s ,  

f r i n g e  b e n e f i t s , ,  a n d  w o r k i n g  c o n d i t i o n s  b e t w e e n  a r e s i d e n t  and 

n o n - r e s i d e n t .

16.7 D e f i n i t i o n s In t h i s  A r t i c l e :

(1) " q u a l i f i e d "  m e a n s  a b l e ,  by e d u c a t i o n ,  t r a i n i n g  a n d  

e x p e r i e n c e  or c o m b i n a t i o n s  of t h e m ,  t o  p e r f o r m  the d u t i e s  an d

s a t i s f y  th e t e r m s  a n d  c o n d i t i o n s  w h i c h  are u s u a l  in t h e  o f f e r e d

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

t h e  r e a s o n a b l e  s t a n d a r d s  o f  th e  i n d u s t r y  as r e q u i r e d  o f  o t h e r  

e m p l o y e e s  p e r f o r m i n g  t h e  s a m e  t y p e  of w o r k  in t h e  i n d u s t r y ;  a nd

(2) " r e s i d e n t "  m e a n s  a p e r s o n  who:

(a) e x c e p t  f o r  b r i e f - I n t e r v a l s , m i l i t a r y  s e r v i c e ,  

a t t e n d a n c e  at an e d u c a t i o n a l  or  t r a i n i n g  i n­

s t i t u t i o n ,  or for a b s e n c e s  for g o o d  ca us e,  is 

p h y s i c a l l y  p r e s e n t  in the  S t a t e  f o r  a p e r i o d  o f  

at l e a s t  t h i r t y  (30) d a y s  i m m e d i a t e l y  b e f o r e  

the  t i m e  t h a t  p e r s o n ’s s t a t u s  is d e t e r m i n e d :

(b) m a i n t a i n s  a p l a c e  of r e s i d e n c e  in t h e  S t a t e .

(c) ha s  e s t a b l i s h e d  r e s i d e n c y  for v o t i n g  p u r p o s e s  

in the S t a t e ;

(d) has  not, w i t h i n  t h e  p e r i o d  of r e q u i r e d  r e s i­

d e n c y ,  c l a i m e d  r e s i d e n c y  in a n o t h e r  State;-, i n d
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(e) s h o w s  by  a l l  a t t e n d i n g  c i r c u m s t a n c e s  t h a t  t h a t  

p e r s o n ’s i n t e n t  is to m a k e  A l a s k a  h i s  o r  h e r  

p e r m a n e n t  r e s i d e n c e .

A R T I C L E  X V I I  

A P P L I C A B L E  L A W

17.1 A l a s k a  L a w .  ' T h i s  A g r e e m e n t  s h a l l  b e  g o v e r n e d  by a n d  

c o n s t r u e d  in a c c o r d a n c e . w i t h  t h e  l a w s  of  t h e  S t a t e  o f  A l a s k a ,  

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

r e f e r  s u c h  c o n s t r u c t i o n  to the l a w s  o f  a n o t h e r  s t a t e  o r  c o u n t r y .
i
\

1 7 . 2  S u b m i s s i o n  t o  J u r i s d i c t i o n .  A n y  l e g a l  a c t i o n  or p r o ­

c e e d i n g  a r i s i n g  o u t  of  or  r e l a t i n g  to t h i s  A g r e e m e n t  or fo r t h e  

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

b e  i n s t i t u t e d  i n  a S t a t e  c o u r t  of  g e n e r a l  j u r i s d i c t i o n  s i t t i n g  in 

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

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

A R T I C L E  X V I I I  

W A R R A N T I E S

18 .1 N o  W a r r a n t i e s .  T h e  p u r c h a s e  a n d  s a l e  of R o y a l t y  O i l  

u n d e r  t h i s  A g r e e m e n t  is s u b j e c t  o n l y  to the w a r r a n t i e s  o f  S e l l e r  

e x p r e s s l y  set f o r t h  in t h i s  A g r e e m e n t  a nd  S e l l e r  d i s c l a i m s  a n d  

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

law , w h a t s o e v e r .
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A R T I C L E  X I X  

A M E N D M E N T

19.1 A m e n d m e n t . T h i s  A g r e e m e n t  m a y  b e  s u p p l e m e n t e d ,  a m e n d e d  

or  m o d i f i e d  a t  a n y  t i me , b u t  o n l y  b y  w r i t t e n  i n s t r u m e n t  duly, 

e x e c u t e d  by t h e  p a r t i e s  to t h i s  A g r e e m e n t .  In a d d i t i o n ,  m a t e r i a l  

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

t i o n  to S e l l e r  m u s t , b e  a p p r o v e d  by the L e g i s l a t u r e  of t h e  S t a t e  o f  

A l a s k a .

A R T I C L E  X X  

S U C C E S S O R S  A N D  A S S I G N S

20.1 G e n e r a l  P r o h i b i t i o n .  No  a s s i g n m e n t ,  p l e d g e  or e n c u m­

b r a n c e  of t h i s  A g r e e m e n t  s h a l l  be m a d e  by e i t h e r  p a r t y  w i t h o u t  

f i r s t  o b t a i n i n g  t h e  w r i t t e n  c o n s e n t  o f  t h e  o t h e r  p ar ty . T h e  

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

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

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

S u b j e c t  to t h e  a b o v e  r e q u i r e m e n t s  in t h i s  A r t i c l e ,  this A g r e e m e n t  

w i l l  be b i n d i n g  u p o n  and i n ure  to the b e n e f i t  of e a ch  o f  t h e  

p a r t i e s  a nd  i t s  s u c c e s s o r s  and p e r m i t t e d  a s s i g n s .  In a d d i t i o n ,  

if P u r c h a s e r  g a i n s  or a c q u i r e s  a c o n t r o l l i n g  i n t e r e s t  in an 

e n t i t y  w h i c h  h a s  an a g r e e m e n t  w i t h  S e l l e r  for the sale o f  R o y a l t y  

O i l  ( " O t h e r  A g r e e m e n t " ) ,  t h en  u p o n  at l e a s t  on e  y e a r ' s  n o t i c e  

S e l l e r ,  at its o p t i o n  m a y  r e q u i r e  P u r c h a s e r  to t e r m i n a t e  e i t h e r  

t h i s  A g r e e m e n t . o r  the O t h e r  A g r e e m e n t .  T h e  c h o i c e  of w h i c h  

A g r e e m e n t  to t e r m i n a t e  w i l l  be P u r c h a s e r ' s .  P u r c h a s e r  ma y
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r e q u e s t  t h a t  S e l l e r  w a i v e  t h i s  o p t i o n  in a d v a n c e  o f  P u r c h a s e r  

g a i n i n g  a c o n t r o l l i n g  i n t e r e s t  in 'an e n t i t y  w h i c h  h a s  an  a g r e e ­

m e n t  w i t h  S e l l e r  f o r  t h e  s a l e  o f  R o y a l t y  O i l .  T h e  C o m m i s s i o n e r

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

r e q u e s t e d  w a i v e r .

A R T I C L E  X X I  

H E A D I N G S

2 1 . 1  H e a d i n g s . H e a d i n g s  u s e d  in t h i s  A g r e e m e n t  a r e  f o r  

c o n v e n i e n c e  o n l y  a n d  s h a l l  not a f f e c t  t h e  c o n s t r u c t i o n  o f  t h i s  

A g r e e m e n t .

A R T I C L E  X X I I  

R E C O R D S

2 2 . 1  P r e s e r v a t i o n  o f  R e c o r d s .  P u r c h a s e r  w i l l  p r e s e r v e  an d  

m a i n t a i n  a l l  b o o k s ,  a c c o u n t s ,  a n d  r e c o r d s  r e l a t i n g  to or  a r i s i n g  

o u t  o f  t h e  p e r f o r m a n c e  o f  t h i s  A g r e e m e n t ,  i n c l u d i n g  bu t  no t 

l i m i t e d  to t h e  p u r c h a s e  or  s a l e  of  R o y a l t y  O i l  a n d  its r e f i n e d  

p r o d u c t s ,  f o r  a p e r i o d  o f  s i x  (6) y e a r s .  P u r c h a s e r  w i l l  a l s o  

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

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

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

A g r e e m e n t .  N e i t h e r  P u r c h a s e r  n o r  S e l l e r  s h a l l  be rec Jired to 

r e t a i n  a n y  r e c o r d s  for m o r e  t h a n  s i x  (6) y e a r s  u n l e s s  r e t e n t i o n  

o f  s u c h  r e c o r d s  is s p e c i f i c a l l y  r e q u i r e d  by a p p l i c a b l e  l a w  or 

r e g u l a t i o n .  P u r c h a s e r  s h a l l  e i t h e r  m a i n t a i n  its r e c o r d s  w i t h i n
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th e  S t a t e  o f  A l a s k a  o r m a k e  s u c h  r e c o r d s  a v a i l a b l e  to S e l l e r  

at P u r c h a s e r ’s p r i n c i p a l  o f f i c e  in t h e  S t a t e  o f  A l a s k a  w i t h i n  

t h i r t y  (30) d a y s  a f t e r  w r i t t e n  r e q u e s t  b y  S e l l e r .

2 2 . 2  I n s p e c t i o n  o f  R e c o r d s  of P a r t i e s .  P u r c h a s e r  a n d  

S e l l e r  w i l l  a c c o r d  to e a c h  o t h e r  and to t h e i r  a u t h o r i z e d  a g e n t s ,  

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

to a n y  a n d  a l l  p - o p e r t y ,  r e c o r d s ,  b o o k s ,  d o c u m e n t s ,  a n d  i n d e x e s  

d i r e c t l y  r e l a t i n g  to t h e ' - P u r c h a s e r’s or S e l l e r ' s  p e r f o r m a n c e  of 

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

w h i c h  a c c e s s  is d e s i r e d  so t h a t  the o . h e r  p a r t y  m a y  i n s p e c t ,  

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

d o c u m e n t s  a n d  i n d e x e s .  In n o  e v e n t ,  h o w e v e r ,  s h a l l  S e l l e r  be 

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

r e q u i r e d  to b e . h e l d  c o n f i d e n t i a l  by s t a t e  l a w  or r e g u l a t i o n .  If 

t h e  i n f o r m a t i o n  o b t a i n e d  by S e l l e r  m a y  be h e l d  c o n f i d e n t i a l  u n d e r  

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

t h a t  i n f o r m a t i o n  be h e l d  c o n f i d e n t i a l  by S e l l e r .

A R T I C L E  X X I I I  

I N T E R P R S T A T I O N  OF  T E R M S  A N D  C O N D I T I O N S

23.1 C o m m i s s i o n e r  F i n d i n g  and R e v i e w .  In t h e  e v e n t  th at  

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

w o r d ,  te rm ,  o r  c o n d i t i o n  in t h i s  A g r e e m e n t ,  P u r c h a s e r  wi ll  p r e s e n t  

the a r g u m e n t s  s u p p o r t i n g  its v i e w  in w r i t i n g  to th e C o m m i s s i o n e r  

f or  his c o n s i d e r a t i o n .  The C o m m i s s i o n e r  w i l l  s u b s e q u e n t l y ,  w i t h i n  

a r e a s o n a b l e  ti me, i s s u e  a f i n d i n g  o n  the m e a n i n g  or a p p l i ca ti on '
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o f  s u c h  d i s p u t e d  w o r d ,  terra, o r  c o n d i t i o n ,  a n d  s e t t i n g  f o r t h  the  

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

t h e  C o m m i s s i o n e r  u n d e r  t h i s  A r t i c l e  as  l o n g  as t h e r e  'is s u b s t a n t i a l  

e v i d e n c e  s u p p o r t i n g  t h e  C o m m i s s i o n e r ' s  f i n d i n g s .  N o n e  o f  t h e  a b o v e  

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

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

S e c t i o n  2.3.

D A T E D  t h i s  0- d a y  o f , 1983,

S E L L E R T H E  S T A T E  O F  A L A S K A  

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

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

P U R C H A S E R : T E S O R O  A L A S K A  P E T R O L E U M  C O M P A N Y
1 ' u

\  y  i
By \£yyu-o *t

James- F . S m i t h , 

IJ  P r e s i d e n t
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Tesoro Alaska Petroleum Company 

M a r c h  15, 1983

Ms. Esth e r  C. Wunnicke,
Commissioner 
State of A l a s k a
Department of Natural Resources 
Pouch M  . . .
Juneau, A l a s k a  99811

Dear Commi s s i o n e r  Wunnicke:
»

Please find enclo s e d  a fully executed original of the 
Letter A g r e e m e n t  betw e e n  the State of A l a s k a  and Tesoro 

Alaska P e t r o l e u m  Company concerning third p a r t y  control 
of Tesoro.

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

Yours very truly,

t * X x

/ / James F.'- Smithu President

J F S :pw
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DEPARTMENT OF XATURAL RESOURCES

O F F IC E  O F  TH E  COMM ISS IONER

BILL LHEFFIELD, GOVERNOR

POUCH M
JUNEAU, ALASKA 99811
p h o n e : (907)4 65-24 00

M a r c h  12, 1 9 8 3

Mr. J a m e s  F. S m i t h  
P r e s i d e n t
T e s o r o  A l a s k a  P e t r o l e u m  

C o m p a n y  
8 7 0 0  T e s o r o  D r i v e  
S a n  Antonio,- T e x a s  782’8 6

D e a r  Mr. S m i t h :

O n  M a r c h  12, 1 9 8 3 ,  t h e  S t a t e  o f  A l a s k a  a n d  T e s o r o  A l a s k a  
P e t r o l e u m  C o m p a n y  ( " T e s o r o  A l a s k a " )  e n t e r e d  i n t o  an A g r e e m e n t  
f o r  t h e  S a l e  a n d  P u r c h a s e  o f . R o y a l t y  O i l  (the " A g r e e m e n t " ) .  
A r t i c l e  7.5 o f  t h e  A g r e e m e n t  p r o v i d e s  t h a t  t h e  S t a t e  m a y  
e l e c t  t o  t e r m i n a t e  t h e  A g r e e m e n t  in t h e  e v e n t  t h a t  a " t h i r d  
p a r t y "  o b t a i n s  " c o n t r o l "  (as s u c h  t e r m s  a r e  d e f i n e d  t h e r e i n )  
of T e s o r o  A l a s k a  o r  i t s  p a r e n t ,  T e s o r o  P e t r o l e u m  C o r p o r a t i o n  
( " T e s o r o " ) .

D u r i n g  t h e  n e g o t i a t i o n s  w h i c h  l e d  t o  t h e  e x e c u t i o n  of the 
A g r e e m e n t ,  y o u  i n f o r m e d  t h e  S t a t e  t h a t ,  o n  J a n u a r y  26, 1983, 
t w o  C h a r t e r  S e c u r i t y  L i f e  I n s u r a n c e  C o m p a n i e s ,  s u b s i d i a r i e s  
o f  T h e  C h a r t e r  C o m p a n y  ( " C h a r t e r " ) ,  h a d  e n t e r e d  i n t o  a 
P u r c h a s e  A g r e e m e n t ,  a S t o c k h o l d e r s  A g r e e m e n t ,  a R e g i s t r a t i o n  
R i g h t s  A g r e e m e n t  a n d  a C e r t i f i c a t e  o f  D e s i g n a t i o n  E s t a b l i s h i n g  
A  S e r i e s  o f  $ 2 . 2 0  C u m u l a t i v e  C o v e r t i b l e  P r e f e r r e d  S t o c k  (the 
" a g r e e m e n t s " )  w i t h  T e s o r o  t o  p u r c h a s e  2 , 8 7 5 , 0 0 0  s h a r e s  of a 
n e w  s e r i e s  o f  C u m u l a t i v e  C o n v e r t i b l e  P r e f e r r e d  S t o c k  of 
T e s o r o .  F u r t h e r m o r e ,  t h o s e  a g r e e m e n t s  c o n t e m p l a t e  t h a t ' t h e  
C h a r t e r  S e c u r i t y  L i f e  I n s u r a n c e  C o m p a n i e s  o r  o t h e r  c o m p a n i e s  
a f f i l i a t e d  w i t h  T h e  C h a r t e r  C o m p a n y  m a y  p u r c h a s e  a d d i t i o n a l  
s h a r e s  o f  T e s o r o  s o  t h a t  T h e  C h a r t e r  C o m p a n y  a n d  c o m p a n i e s  
a f f i l i a t e d  w i t h  T h e  C h a r t e r  C o m p a n y  m a y  o w n  u p  t o  30 p e r c e n t  
o f  t h e  v o t i n g  i n t e r e s t  in T e s o r o .  Y o u  a l s o  i n f o r m e d  us t n a t  
t h e  C h a r t e r  S e c u r i t y  L i f e  I n s u r a n c e  C o m p a n i e s  w i l l  b e  e n t i t l e d  
to  u p  t o  t h r e e  s e a t s  o n  T e s o r o ' s  B o a r d  o f  D i r e c t o r s ,  d e p e n d i n g  
u p o n  t h e  s i z e  o f  T e s o r o ' s  B o a r d .

0..*9LH
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T h e  p u r p o s e  o f  t h i s  l e t t e r  is t o  s e t  f o r t h  t h e  u n d e r s t a n d i n g  
a n d  i n t e n t  o f  t h e  S t a t e  a n d  T e s o r o  A l a s k a  w i t h  r e s p e c t  t o  
t h e  a p p l i c a t i o n  o f  A r t i c l e  7.5 o f  t h e  A g r e e m e n t  t o  t h e  
c o n t e m p l a t e d  r e l a t i o n s h i p  b e t w e e n  C h a r t e r  a n d  T e s o r o .  If 
t h e  a r r a n g e m e n t s  d e s c r i b e d  in  t h e  p r e c e d i n g  p a r a g r a p h  a r e  
e f f e c t e d ,  i t  is t h e  u n d e r s t a n d i n g  a n d  i n t e n t  o f  t h e  p a r t i e s  
t h a t  C h a r t e r  a n d / o r  i t s  a f f i l i a t e s  w i l l  n o t  c o n t r o l  T e s o r o  
o r  T e s o r o  A l a s k a  w i t h i n  t h e  m e a n i n g  o f  A r t i c l e  7.5 o f  t h e  
A g r e e m e n t .  If, h o w e v e r ,  C h a r t e r  a n d / o r  its a f f i l i a t e s  
m a t e r i a l l y  i n c r e a s e s  i t s  o r  t h e i r  a b i l i t y  to  d i r e c t  o r  c a u s e  
d i r e c t i o n  o f  t h e  m a n a g e m e n t  a n d  p o l i c i e s  o f  T e s o r o  o r  T e s o r o  
A l a s k a  o v e r  t h a t  c o n t e m p l a t e d  in t h e  a g r e e m e n t s ,  A r t i c l e  7.5 
w i l l  b e  a p p l i c a b l e .

S i n c e r e l y ,

E s t h e r  C. . W u n nicke
C o m m i s s i o n e r

A C C E P T E D . A N D  A G R E E D  TO:

J a m e s  F. S m i t h ,  P r e s i d e n t  
/T-tesoro A l a s k a  P e t r o l e u m  C o m p a n y

AGO 786699



CONTENTS OF FILE 
ON

ROYALTY OIL CONTRACTS

A) COPY OF REMARKS BY TESORO REPRESENTATIVE

B) COPY OF REMARKS BY CHEVRON REPRESENTATIVE

C) MEMO OF EXPLANATION ON CONTRACTS

D) COPY OF LETTER OF AGREEMENT FROM TESORO

E) COPY OF HB 320 WITH FISCAL NOTE AND GOVERNOR'S
TRANSMITTAL LETTER

F) COPY OF HB 370 WITH FISCAL NOTE AND GOVERNOR'S 
TRANSMITTAL LETTER

G) COPY OF HB 371 WITH FISCAL NOTE AND GOVERNOR'S 
TRANSMITTAL IETTER

H) COPY OF STOCKHOLDERS AGREEMENT BETWEEN CHARTER AND 
TESORO

I) COPY OF CONTRACTS, WITH COMMISSIONER WUNNICKE'S COVER 
LETTER

J) RESOLUTIONS FROM ROYALTY OIL BOARD
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MEMORANDUM State of Alaska
t o :  Esther Wunnicke d a te :  May 5, 1983

Commissioner
Department of Natural Resources f i l e n o :

TELEPHONE NO: 465-3600

s u b j e c t :  Overview of royalty
oil contract terms

By: Robert M. Maynard
Assistant Attorney General 
Oil and Gas-Juneau

f r o m :  No:.man C. Gorsuch
Attorney General

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

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

Also, the state is much more risk adverse than the 
normal oil company. About 40 percent of total state revenues 
derive from the money the state gets for its royalty oil. 
Whereas a private company is often willing to "gamble' on making 
greater profit, the state interest is often more conservative.

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

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

In any event, the state is otherwise guaranteed a 
certain leve] of revenues from royalty oil when it leaves it with 
the p r o d u c e r s . Taking the oil in kind not only puts an element 
of risk upon the state that the state should try to minimize, but 
also entails other problems that make the sale of the royalty oil 
a more complicated transaction. One of these considerations is 
that the state as a government has procedures for the sale of oil 
that bind its flexibility much more than that of a private oil 
company. For example, the constitution gives the legislature the 
power to set the terms and conditions of royalty oil sales. The 
legislature in the past has not given (and there are strong
arguments why it should not give) complete discretion and 
flexibility to one state official in daily transactions for the 
sale of 40 percent of the state treasury. The delegation of that 
much control and authority in such a high risk area has been 
viewed by the legislature as too much of a gamble. Consequently, 
the statutes set forth a very detailed and, to a private company, 
cumbersome procedure before the state can commit any significant 
quantities of royalty oil.

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

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

AGO 786702



E s t h e r  Wunnicke, Co mmis s i o n e r
D e p a r t m e n t  of N a t u r a l  Resources

M a y  5, 1983
Page 3

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

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

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

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

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

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

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

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

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

These terms in effect shift the risk of unknown 
conditions or adverse consequences from the state to the 
purchaser. It must be emphasized that these terms also represent 
"consideration" to the state for entering into a long-term 
contract. As an example, if the benefit of a long- term contract 
to purchaser is equal to one dollar, terms protecting the state 
from adverse consequences over the long-term might be worth 40 
cents of that dollar (like paying for insurance), leaving the 
additional consideration available for the cash portion of the 
price term to be only 60 cents. In other words, every time the 
state insists on being protected from adverse consequences, it 
reduces the state's ability to demand greater benefits for 
in-state benefits or cash from the purchaser.

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

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

Second, there ire a group of terms which are designed 
to assure that the state is never in physical custody of the oil, 
or is otherwise left without someone to pick up the oil at Pump 
Station Number 1. First, such a situation might result in the 
state having to sell the oil at distressed prices without the 
hopes of ultimate recovery from a credit worthy party. Second, 
the state is simply not equipped, both legally and practically, 
to make instaneous dispositions of oil on the spot market. 
Third, because of the limited storage capacity for oil at Valdez, 
it would not take very long for unlifted oil to back up at Valdez 
and potentially shut down the pipeline. Such an event would have 
disastrous consequences on all state revenues. In addition, 
this catagory of terms also provides that the state is ..ever in 
physical custody of the oil: that the transfer of oi,. frcm the
producers to the state and the state to its purchaser is an 
instanteous transaction and that all risk passes to the 
purchaser at the time and point the state receives delivery of 
the oil. Thus these provisions provide that the purchaser must 
instaneously accept delivery, that the state can force the
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purchaser to take delivery under all imaginable circumstances, or 
that in an emergency the state can take the oil from a purchaser 
and sell to a third party without interference from the original 
purchaser (this is to prevent the purchaser from tying the 
disposition of oil during a disagreement). Examples of these 
provisions are Article 7 (default), Article 8 (disposition of oil 
upon default or termination), and Article 11 (force majeure).

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

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

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

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

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

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

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

Finally, the state negotiated for some additional 
benefits, but did not insist upon many guarantees of those 
benefits. These additional minor benefits could someday be very 
valuable, but were not considered the primary consideration for 
the long-term contract. Examples of these provisions are 
Article 3.4 (expansion); Article 3.6 (petroleum coke); and 
Article 16 (local hire).
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