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Maximum Product
Bbls. Per Gal. Per
Day Bbl.

Revised Original

GV Turbine Fuel 5,000 5.25
Other Products 5,000 9.45
TOTALS 14.7

More Accurate Data
"Revised" 4/12/85

*

** Based on current posted n ck prices.

5.25

11.18

16.43

REVISED FINANCIAL ANALYSIS HB 287

Product Estimated Estimated Estimated

Gal. Per Day MAPCP MAPOO Daily MAPOO Annual

(5,000 Bbl.) Markup Gross Profit Gross Profit
Revised Original Revised Original Revised Original Revised Orginal

26,250 26,250  $0,017 $0.09 $ 446.25 $ 2,362.50 $ 162,881 $ 862,313
47,250 55,900  $0.23** $0.26 $10,867.50 $14,534.00 $3,966,638 $5,304,910

73,500 82,150 $11,313.75 $16,896.50 $4,129,519 $6,167,223

GVEA Estimated Savings Ranges From $889,000 to $1,345,000*

Percent of Estimated QibfwZb to GVEA 21-1/2%, tc 32-1/2%

Depending or* where one assumes the amount of Amerada-Hess settlement will fall between zero dollars to $2.00 per barrel.



S tate of A 1l ask a

POUCH V
JUNEAU. ALASKA 998
(907) 465-4941

H ouse Special Committee on Oil and Gas

April 4, 1985

Commissioner Esther Wunnicke
Department of Natural Resources
Pouch M

Juneau, Alaska 99811

Dear Commissioner Wunnicke:

The House Special Committee on Oil and Gas requests that
the Department of Natuj."al Resources amend the royalty oil contract
with the Golden Valley Electric Association (GVEA) dated February
8, 1985, so that the contract will extend for a period of one
year, rather than for ten years as is presently written.

This request is based on the committee s desire to maintain
the financial benefit to GVEA"s consumers that would be realized
from this contract, and the committee"s coincident belief that it
is possible for this contract to be renegotiated in a manner that
will be far more favorable to these same consumers.

It is therefore the intent of this committee that passage
and ratification of CSHB 287 1is premised upon the condition that
this amendment be made to the February 8, 1985 contract.

Representative Mike Davis
Chairman



DEPARTMENT OF NATURAE RESOURCES
-April 4, 1985 {

Marco PignaJJberi

Alaska State Legislature
Pouch V (MS 3100) ;
Juneau, Alaska 99811

Dear Mr* Plgnalberi:

As you requested, this letter ssponds to your concern that the Department of
Natural Resources ” ("DNR”) January 16, 1983 Final Findings and Determination
to Sell Prudhoe Bay Royalty Oil to Golden Valley Electric Association. Inc.7
contained an inexpllcaole factual error. This letter will~explicate those-
concerns.

In that Finding DW3 stated that approximately one-third (523 barrels) of
CIVEAS daily turbine fuel requirements would be provided at a discounted price
to GVEA through the proposed disposal, GVEA Manager Burt Sharp noted at a
recent House Oil 4 Gas Committee Hearing that at the time the Findings were
prepared the DNR only had 19B3 numbers. Mr. Sharp also noted that in his
racent analysis of 1984 figures the barrels which would be provided at a
discounted price to GVEA through the proposed disposal are now oloser to
one-half (983 Tirrels) of GVEA13 daily turbine fuel requirement.

Although the contract contemplated a maximum quantity of 5000 bpd, as you can
see by Attachment 1 (Exhibit B to the original GVEA contract), there are
annual ceiling limits to this quantity,.such limits expiring December 15,
1983. On December 3, 1980, GVEA gave notice to the State that thev wished to
commence taking 2,055 barrels perday of state royalty oil (1.396&), with
deliveries commencing on June 17,1981 (Attachment 2), The 2,055 barrels per
day was the maximum GVEA could have ti ken at that time under the annual
ceiling. On April 15, 1983 notification was sent to the producers at GVEAS
request (See Attachment 3 - April 7, 1983 letter to Mike Kelly) increasing the
maximum quantity to the 5,000 bpd authorized under the terms of the contract.
Therefore, deliveries for 1983 toGVEA can be calculated as follows:

January 1 - July 31 9 2,055 bpd X 212 days m35,650
Auoust 1 - December 31 9 5,000 bpd X 153 days = 765,000
Total barrels i rTOS5FF

In 1984 deliveries were not subject to the annual quantity ceiling.



The amount of discounted turbine fuel provided to GVEA through the new
contract will represent a larger proportion of GVEA"s overall turbine fuel
needs than DNR reported in its Findi ]s. Measured as a proportion, the
proposed contract will have an even more favorable impact on GVEA. However
this proportion does not affect the $550,000 annual benefit to GVEA or the
per*kilowatt hour savings of between one and two-tenths of one percent
specified in DNR"s January Findings,

If there is anything else | can help you with please do not hesitate to ask

DWo/skt/3443s
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Attached to and Hade a Part of tha Royalty ol
Sales Agreement datad . ,oLot1,
Between golden vailed electric association, inc., an
Alaskan Non-profit Corporation, "Buyer"”, and tha Commissioner
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of THE State OF ALASKA,

"Sailer", With

acting

Respect to Certain

pursuant

the Leases

the State of

In-Kind by Seller Under
"A", Covering Lands in
the Herein Described Schedule of

SCHEDULE OF
DELIVERY OF CRUDE OIL

TO (bbla/day)
.December 15, 1978 2000
December S, 1979 3000
December 15, 1980 3000
December 15, 1981 3000 v
December 15, 1987. 5000
December 15, 1983 5000

Royalty

qQUANTITV
(But not to
exceed on an

annual

basis

500,000

750,000

756'"OTOE'S

750,000

1,200,000

1,200,000

*in

barrels



3LDHN VALLEV ELBC7P1C ASBPCIATtaN HVC, Box 1243. rVrbanks, Alaska SS70/?Fbonii S07-4S2-H51

December 3, 1980

$L,

Mr, Robert LeResche, Commissioner A
Department of Natural Resources
Pouch M

Juneau, AK. 99811,

Dear Commissioner LeResche:
t

Pursuant to the conditions and terms ot GVEA"s agreement
with the State of Alaska dated Aprilap, 1977 and as
amended thereafter, GVEA gives nottidfifrto tha State of
intent to take receipt of 2,055 .barrjjIB per day of ANS
royalty crude, an amount equal to l,eg&% of State royalty
crude. This notification shall contguie until tha ex—
piration date of our agreement as it,J ly ba further amended
unless notice is given by GVEA to tl' jontrary.

This amount represents GVEA 3 total § iuali2ad allotment
of royalty crude at this time.

I would like to request that the Sta “waive tha seven
months notification provision to theffiuctent that it 19 1in
the power of the State to do so. .

Very truly yours,

R.. L. Hufman
General Manager



3LDBN VALLEV ELCCTHIIC ASSOCIATION H\C. Box 1249, r «i'rtjsnko, Alaska 9270/t Phona 907-452-1131
December 3, 1980

Mr. Robert LeResche, Commissioner
Department of Natural Resources
Pouch M
Juneau, AK 99811,

;5
Dear Commissioner LeResche:

- fe =
Pursuant to the conditions and terms "GVEA agreement
with the State of Alaska dated April] 1977 and as
amended thereafter, GVEA gives notidl jjto the State of
intent to take receipt of 2,055 barrj Ss per day of ANS
royalty crude, an amount equal to I .i1% of State royalty
crude. This notification shall contl Ifle until tha ex-
piration date of our agreement as it* Sy be further amended
unless notice is given by GVEA to tl ~ ontrary.

This amount represents GVEA ¥ totaVj] iua|i2ad allotment
of royalty crude at this time.

I would like to request that the Sta waive the seven
months notification provision to the , ,tent that it is ine
the power of the State to do so. h

Very truly yours,

R..Li Hufman
General Manager

RLH:es
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TESTIMONY
BY DIRECTOR, DIVLc~;N OF OIL 4 GAS
TO HOUSE RESOURCES COMMITTEE4 HOUSE SPECIAL COMMITTEEON OIL 4 GAS
ON HB 287
ROYALTY OIL CONTRACT WITH GOLDEN VALLY ELECTRIC ASSOCIATION

MARCH 20, 1285

Thank you Mr. Chairman. For the record, I"m Kay Brown, Director of the
Division of Oil and Gas for the Alaska Department of Natural Resources.
With me is Assistant Attorney General Steve Porter. I appreciate this

opportunity to discuss the proposed long-term royalty oil contract with

the Golden Valley Electric Association, also known as GVEA.

Contract Terms

The proposed contract would sellabout 2.00 of the state"s dailyroyalty
oil from mrudhoe Bay Unit - currently about 5,000 barrels a day - to

GVEA for 10 years.

The contract price is the monthly volume weighted average of the
producers®™ current reported netback prices, plus field costs, plus
adjustments for the final outcome of the Amerada

Hess litigation, plus a 30*5 premium, with a price reopener in July 1587

and every two years thereafter.

I would refer the committee to the one-page sheet of background

information we have provided on SB 232/HB 287, which summarizes the major



provisions of the contract.

Background

Golden Valley Electric Association is a cooperative which generates
electricity for sale to its members. It uses a variety of fuels to
generate the electricity, including turbine fuel. Some o0:? the turbine
fuel GVEA purchases is refined directly from royalty oil purchased unoer
the cooperative™s present state contract. GVEA purchases adaitional

turbine fuel directly from the Mapco refinery.

Under its present and former state royalty oil contracts, GVEA assigns the
royalty oil to Mapco, which processes the oil at its North Pole Refinery
and sells Golden Valley turbine fuel at a discount. The aiscount on those
purchases amounts to about $550,000 annually in savings to GVEA. When
measured from the consumer®s perspective, this discount translates to a

savings of about 1.5% on the average consumer bill.

Hiutory of GVEA Sales and Negotiations

I would like to briefly give the committee some history on the state"s
royalty oil sales with Golden Valley Electric Association. The first
contract with Golden Valley was signed in April 1977, shortly after
establishment of the Royalty 0Oil and Gas Development Advisory Board and
the adoption of new statutory procedures governing royalty oil “"sales.
Golden Valley did not commence taking under the contract until June 1981,

when it began purchasing 5,000 barrels per day and assigning it to Mapco.



That contract expired in June 1984.

In November 1982, well in advance of the expiration of Golden Valley"s
original contract, GVEA requested a 10-year extension of the contract. No
action was taken by the outgoing administration in 1982, ana the new
administration began negotiations with Golden Valley in March 1983. j.n
November 1983, the department puulished a public notice of intention
to adopt a new contract with Golden Valley. The royalty board reviewed
the contract in December 1983, and that review revealed specific concerns
by both the public and the board members with respect to the state"s
option on residual oil and the relationship between Mapco and GVEA. In
view of those reservations and the limited time for further negotiation,
the long-term GVEA contract was not presented for legislative approval in
3984. Instead, an interim contract not requiring legislative approval was
put into effect pending contract revisions responsive to the issues raisea
at the meeting of December 7, 1983. That interim contract expires June

30, "mm"85.

Intermittent negotiations were held on the proposed long-term contract
during 1984. We had planned to complete negotiations so th< approval
legislation for the long-term contract could be introduced on the first

day of the 1985 session.

Our timeline called for a preliminary contract and findings to be
completed and a preliminary notice to be published in early October 1984.
The final contract and findings were to be available November 16, 1984,

Royalty Board review was scheduled for December 7, 1984, and approval



legislation was to be introducea on the fir~t day of the session. Due to
denomination deadlines, it was apparent to ail the parties that if
legislative approval did not occur by March 29, 1985, oil deliveries would

have to be interrupted.

During September 1984, 1 informed Golden Valley and Mapco of the time
pressure under this timeline, and had numerous negotiation sessions with
representatives of both Golden Valley and Mapco. Drafv. agreements were
exchanged, and we believed that agreement had been reached in early
October 1984. However, at the conclusion of a negotiatiun session on
October 9, 1984, Bert Sharp of Golaen Valley stated his severe
reservations about Golden Valley®"s liability for retroactive adjustments
to the royalt;- oil price based on the Amerada Hess litigation. His
primary objection was that as a regulated public utility, Goloen Valley
could only pass on to its customers -retroactive adjustments for a one-year
period. Amerada Hess adjustments for purchases older than one year could
not be passed on to Golden Valley"s customers, and would cause Golden
Valley severe financial difficulty. Mr. Sharp proposed tha. the state
charge an increased price premium but that it waive Amerada Hess
adjustments. This price term offer was unacceptable to the state, and we
suggested contract terms that would require Mapco to pay the Amerada Hess

adjustments.

Negotiations stalled for almost two months at this deadlock. However, on
November 23, 1984, | wrote to Bert Sharp and stated that an agreement
among the state, Golden Valley and Mapco looked unlikely. I suggested

commencing negotiations towards a contract between Golden Valley and the



state, without any assignment of the oil to Mapco. Negotiations resumed
immediately, and on November 29, 1984, an agreement was reached on the
terms now found in the proposed long-term contract. We immeaiately
prepared findings and a final contract, and worked to get the contract
before the royalty board and the legislature as soon as possible.
However, due to the negotiation stalemate, legislation approving the
long-term contract could not even be introauced in the legislature until

mid-March 1985.

Unless a new contract with Golden Valley is approved prior to March 29,
1985. - or unless the present contract is extended - we will denominate
the oil and return it to in-value. CSSB 152 woolo give the commissioner
the authority to extend the existing Golden Valley contract for up to

three months to avoid a lapse in caking by GVEA during the summer of 1985.

I want to briefly discuss two concerns that have been raised with the
contract that were originally identified at the royalty board meeting of

December 1983.

Consumer Benefits

The sale is premised on providing benefits to Alaska consumers. These
consumer benefits depend on GVEA"s assignment agreement with Mapco, which
provides turbine fuel at a price lower than what GVEA would otherwise
pay. Under GVEA"s current contract, the state is unable to enforce the
degree of advantage afforded to GVEA since that agreement is between GVEA

and Mapco only.



Exhibit A to the new contract is a three-party agreement signed by the
state, GVEA and Mapco. Exhibit A recognize? existing agreements between
GVEA and Mapco. In Exhibit A, the state cor.sents to those agreements so
long as they are riot modified to reduce the benefits to GVEA"s consumers.
The state retains the option to terminate the contract should the

relationship between GVEA and Mapco change materially.

Thus, the modest consumer benefit that | described earlier will continue
over the life of the contract, or the state will have the option to cancel

the contract.

Return Oil

A second issue of concern involves the return oil provision of the
contract., The Mapco refinery, because of its location near the Trans
Alaska Pipeline, is able to reinject the heavy and lightest ends of the
barrel which are not converted into products back into the pipeline. This
so-called "return oil"™ then reemerges as whole oil at Valdez, with Mapco

paying a $.10 per degree quality bank differential penalty.

We did negotiate an option to purchase the return oil into the new GVEA
contract. However, although the option to purchase return oil is embodied
in Section 3.4 of the new GVEA contract, the state has agreed in Exhibit A
that we will not exercise that option in return for Mapco paying Amerada
Hess adjustments on the portion of the royalty oil that is converted into

turbine fuel used by GVEA.



As | mentioned a moment ago, the negotiations were aeadlocked for several
monu.is, and foregoing the return oil opt:on was a concession we made to

break the deadlock.

Refinery Profits

Another issue of concern raised by legislators during consideration of the
three-month extension bill, CSSB 152, involves the amount of profits made

by Mapco off of the Golden Valley contract.

For a number of reasons, it is difficult to calculate the profitability of
a I".l.iery based on information in the public record. Although the
Department of Natural Resources has access to some confiaential
information provided by Mapco, we are obligated ro hold this information
confidential under AS 38.05.035 at Mapco"s request. However, considering
those constraints, we have attempted to provide some general information

about refining profits.

Mapco®s refining profits were examined in the February 1983 report
entitled Alaska Petroleum Product Pricing prepared for the Senate
Resources Committee. That document was authored by Messers. Pernela and
Delong, both of wrtom are former employees of North Pole Refining. As can
be seen in the report and the responses of Mapco and Tesoro to that
document, the profititility of a refiner is nearly impossible to infer
without access to certain cost data which is normally hela confidential.

This has proven true even though the authors, as foimer employees of



Mapco, may have had access to such data. This Tmation gap largely
accounts for the difference in the return to investment calculated in the
report - 46% - and Mapco"s stated return to investment of 15% to 17% (see

Mapco®s letter to Sen. Fahrenkamp of April 8, 15783).

Like most refiners, Mapco does not make available to the public separate
accounts of its various operations such as the North Pole refinery. While
Mapco®"s overall profitability is stated in its annual reports, the profits
of a particular refinery cannot be deduced from those reports. The
operating costs of a refinery are not normally available to the public

since such knowledge would be of considerable advantage to a competitor.

For this reason Messers. Pernela ana Delong were forced to rely on a
variety of unsatisfactory proxy figures which included the original cost
of the North Pole refinery, a supposed cost of capital, and the adjusted
operating costs of refiners in the continental United States, among other
things. These shortcomings enabled Mapco to handily rebut the report by
mentioning such items as investment which occurred after the initial
construction, interest during construction, the original investment risk,
the irrelevance of operating costs in other parts of the U.S. and the
vagaries of the federal crude oil entitlement program, which was in effect

over part of the study period.

Although Mapco®s apparent markup can be found by comparing their wholesale
prices with the aquisition cost of crude cil, a net profit per barrel
cannot be arrived at without knowing all the capital ana operating costs

of the refinery as well as the method of amortization. Mapco has not



volunteered this information to date.

Summary

In summary, Mr. Chairman, this contract is intended to provide a modest
amount of consumer benefit to the Alaska citizens living in the Interior
and served by the Golden Valley Electric Assiciation cooperative, and also
to provide the state with a market price for the royalty oil. | believe
that the state"s interest is served by pursuing this alternative, compared
to the alternative of not making a sale and leaving the oil in-value. It
could be argued that this contract does not maximize the value of royalty
oil relative to what could be obtained by selling the oil competitively.
However, the statutes do not require competitive sales ana. in fact, the
statutes clearly contemplate negotiated sales that provide ancillary
benefits from using the royalty oil within the State of Alaska. I think
you could view this contract as maintaining the status quo between the
in-state refiners, as it does not increase Mapco"s benefit relative to the
present situation. In fact, Mapco®"s benefit is slightly decreased under

the new GVEA contract.

Mr. Chairman, | believe this contract complies with 11 requirements of

the statute and the regulations, and that it is consistent with the

state"s policy of obtaining market value for its royalty oil.

For these reasons, the administration supports the contract and we urge

your approval of hB 287.

Sam Murray, a petroleum economist on my staff, is standing by in Anchorage



to assist us with answering any questions the committee may have, That

concludes my formal remarks, Mr. Chairman. Thank you.

1623K
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TESTIMONY BY DIRECTOR, DIVISION OF OIL AND GAS

TO HOUSE RESOURCES COMMITTEE AND
HOUSE SPECIAL COMMITTEE ON OIL AND GAS
ON HOUSE BILL 287

ROYALTY OIL CONTRACT WITH
GOLDEN VALLEY ELECTRIC ASSOCIATION

March 21, 1985

Thank you Mr. Chairman. For the record, 1"m Kay Brown, Director
of the Division of Oil and Gas for the Alaska Department: of

Natural Resources.

Several 1issues and questions were raised at the hearing yesterday,
and 1°d like to provide the committee with some additional
information on those points.

Many of tthe questions at the hearing yesterday centered- on the
benefi:s to be derived from the proposed contract — what those
benefits are and who receives them. Three parties would receive
benefits — the State, GVEA, and Mapco.

I'd like to briefly summarize those benefits as we perceive them,
Mr. Chairman,

Benefits to the State of Alaska

The benefits to the State are described in our final finding of
January 16, 1985. Under the statutes governing royalty oil and
gas sales, the commissioner 1is obligated to maximize benefits to

the citizens iIn a negotiated sale.



The price received i1s a benefit to the State. The State will
receive a 30C premium above in-value, which makes this sale
roughly equivalent to the Tesoro and Chevron royalty oil contracts
approved by the Legislature last session. There 1s no price
subsidy to GVEA, and to the extent that Mapco gets the oil, it
pays more for this oil than it does for the oil it buys directly
from the State.

Other benefits to the State are explained in detail in the final
findings, but they include cheaper electricity rates for Fairbanks
consumers, a dependable electricity supply, and protection of
existing investments in the North Pole refinery and the utility"s

turbines.

3
\

Benefits to GVEA

GVEA"s benefits come not from a reduced sale price, but from the
ereduced turbine fuel price Mapco gives GVEA on the turbine fuel

Mapco produces from GVEA"s royalty oil.

GVEA"s benefit can be calculated by comparing two prices. Those
prices are Mapco®"s general turbine fuel price to GVEA (which
covers roughly half of GVEA"s turbine fuel needs) and Mapco®s
reduced price to GVEA for turbine fuel processed from GVEA's
royalty oil (which covers the other half of GVEA"s turbine fuel
needs). Specifically, the 1980 Petroleum Products Agreement



between GVEA and Mapco generally obligates Mapco to sell turbine
fuel to GVEA at a price of Mapco®"s acquisition cost plus a
processing fee. Mapco has requested that we keep that excct
processing fee confidential. A second 1980 agreement between GVEA
and Mapco obligates Mapco to sell GVEA turbine fuel processed from
GVEA"s royalty oil at a reduced processing fee. Mapco has also
requested that we keep that exact fee- confidential.

Although the exact processing fees charged by Mapco are
confidential, GVEA manager Bert Sharp testified yesterday that the
difference 1is between 5 and 6 ce;nts a gallon. Multiplying that
savings by 42 gallons per barrel, ~ 625 barrels per day, and by
365 days per year, GVEA achieves a yearly savings of between
$479,000 and $575,000. In our final sale findings, our petroleum
economist projected an annual savings to GVEA of approximately
$550,000.

This $550,000 yearly savings translates into a benefit to GVEAS
-consumers of .1446<: per kilowatt hour. (This number is obtained
by dividing the $550,000 yearly benefit by the 380,412,000 kwh
that GVEA produces each year.)

Benefits to Mapco

The committee®s third area of concern is the amount of benefits to
Mapco under this contract. Mapco does benefit since it gets 87.5%



of each barrel, either as non-turbine fuel products or as return

oil.

The profitability figures for Mapco shown on the chart prepared by
staff that you received yesterday are basically accurate.
However, the" six-million dollar gross profit figure does not

include the expenses Mapco incurs in refining the oil.

A more relevant comparison could be made by looking at the price
that Mapco would otherwise have to pay the producers to obtain oil
iIf 1t did not receive royalty oil on assignment from GVEA, For
example, the January, 1985Pump Station 1 in-value price 1is
$16.90. Thus Mapco®s Pumpl price would be $17.20. By way of
comparison, Pump 1 prices iIn January were reported as $18.13 for
British I.Petroleum, $17.16 for nhillips and $16.95 for Sohio.

Thus, 1t 1s not clear thatMapco would pay less forState royalty

oil than i1t would for producers oil.

A similar comparison can be made with regard to the return oil.
The value of the return oil to Mapco at Valdez would roughly be
the Pump 1 price of $17.20, plus tariffs of about $0.01°% plus a
$1.22 quality differential penalty, for a Valdez price of $24.52.
By comparison, Valdez prices for producers oil would be $24.14 for
BP, $23.17 for Phillips and$22.96 for Sohio. Again, this does
not appear to be a windfall for Mapco.



To the extent that committee members fer . that Maoco is getting a
"good deal” from the State, I would suggest that the "good deal"
does not come from this contract, Rather, Maoco"s i oetitive
advantage comes from Mapco®s own royalty oil contract, which
contains terms significantly more attractive than those found iIn
Alaska®s other royalty oil contracts, and fromMapco®s
geographical location, which 1insulates itfromthe competition of

other refiners.

Since the information available to DNR concerning Mapco®s
profitability must by statute be held confidential, 1 would
suggest that your specific questions about the relationship
between GVEA and Mapco, and about Mapco®"s profits fromthissale,
be addressed to either GVEA or Mapco.

I"d like to correct one number that 1 gave to the committee
yesterday. The amount of return oil barrels from the GVEA

mcontract i1s roughly 3,300 bpd, rather than 1,500 to 1,600 bpd,

Thank you, Mr. Chairman, That concludes my remarks.



FINANCIAL ANALYSIS HB 287

Bbls. per Gal. Per Gal. Per Day MAPCO MAPCO daily MAPCO Annual

Day Bbl. (5000 Bhl.) Markup Gross Profit Gross Profit
Turbine Fuel 5,000 5.25 26,250 $0.09 $2,362.50 $862,312.50
Diesel/heating 5,000 11.18 55,900 $0.26 $14,534.00 $5,304,910.00
Totals 02,150 $16,896.50 $6,167,222.50
G.P. Turbine/per bbl 0.4725
G.P. Diesel/heating 2.9068 GVEA Estimated Savings $550,000.00
Total G.P. per bbl/crude 3.3793
% of profit to GVEA 8. 92*
Crude bbl per day 5,000

G.P. per day (total) $16,896.50



S tate of Al aska

POUCH V
JUNEAU. ALASKA 99811
(907J 465-4941

House Special Committee on Oil and Gas

This bill Dacket for HB 287 contains the following materials:
Letter of Transmittal

In which certain inconsistencies in the royalty statutes are noted,
and the view is exoressed that the statutory requirement that the legislature
approve royalty oil contracts is unconstitutional.

fiscal Note

Zero fiscal note.

Royalty Board Resolution

The Royalty Board recommends-that the. leocislature approve the GVEA contract.
MAPCO Statement

Provides breakdown of additional refined products to be produced by MAPCO,
and notes aspects of agreement between MAPCO and GVEA.

Royalty Oil Pi.duction Table

North Slope royalty oil production, royalty oil obligated through current
neootiated contracts, and remaining in-value royalty oil are all shown

on the cover table. The other tables refer to the competitive royalty
oil sale held in December, 1984.

DNR Final Findings & Determination

This document provides a background and chronology of the contract, summary
of proposed contract terms, contract revisions since November, 1983,

and findinas leading to the determination that this contract is in the

best interests uf the state.

Agreement for the Sale and Purchase of Royalty O0il

Contract between the State of Alaska and GVEA. brief descriptions of
the three agreements related to this contract are made on the following
page. Exhibit A is dated 1985. Exhibit B and the Petroleum Products
Agreement, both dated 1980, were confirmed this Fall by MAPCO and GVEA
as the working agreements for the present contract.



Exhibit A

Agreement between the State of Alaska, MAPCO, and GVEA. This agreement
address the assignment of royalty oil from GVEA to MAPCO, MAPCO"s ability
to designate the volume of royalty oil that GVEA will receive, Amerada
Hess adjustments and penalties for breaking the assignment agreement,

and the State"s agreement to not exercise its return oil option so long
as MAPCO receives royalty oil under the GVEA contract.

Exhibit B - Assignment and Product Sales Agreement

Agreement between MAPCO and GVEA. This agreement specifies that MAPCO
will sell to GVEA turbine fuel equal tol2.5% of the total crude oil
received by MAPCO under this agreement. At 5,000 b/d, this equates to
625 b/d of turbine fuel. This agreement also states that the turbine
fuel will be sold at MAPCO"s acquisition cost, plus a processing fee.

Petroleum Products Agreement

Agreement between MAPCO and GVEA. This agreement specifies the quantity,
quality, and title of the turbine fuel to be sold by MAPCO to GVEA.
This agreement also specifies a/ixed margin allowed to MAPCO on this
turbine fuel, and addresses the duration of the contract and the three
year cancellation clause.

Letter of Credit

An irrevocable letter of credit for GVEA in the amount of $5,400,000.
Tesoro"s Letter of Concern

Concerns expressed by Tesoro that the present contract does not benefit
the consumer sufficiently to iustify the arrangement between MAPCO and
GVEA.

House Research Agency

A brief analysis of the major provisions of MAPCO"s current royalty oil
contract with the State of Alaska.



S tate of Al aska

POUCH V
JUNEAU, ALASKA 99811
(907) 485-4941

House Special Committee on Oil and Gas

To: Rep. Mike Davis,Chairman

From: Jonathan Sperber, Committee Aide
Date: March 19, 1985

Re: HB 287

The sale of royalty oil to Golden Valley Electric Association (GVEA)
involves the Durchase of royalty oil by GVEA, the assignment of that oil
from GVEA to MAPCO, and the sale of 625+ b/d of industrial turbine fuel
from MAPCO to GVEA at a discounted price. This discounted fuel represents
approximately one-third of GVEA,= turbine fuel needs, and one-sixth of
the utility"s total energy requirements.

The 625 b/d of turbine fuel is sold to GVEA at MAPCO"s acquisition
cost,, plus a processing fee and a fixed margin. This represents a $550,000
annual discount to GVEA, which 1is passed through to GVEA"s members as a
1.57% savings on their electric costs. This consumer benefit satisfies
the best-interest requirement set forth in AS 38, and this serves as the
basis and justification for the state to sell royalty oil to GVEA.

Direct consumer benefit is an extremely important aspect of negotiated
royalty oil contracts. In order to maximize benefits to both local consumers
and the state as a whole, however, attention should be given to the following
terms of the proposed GVEA contract:

1. Contract terms: duration, volume, premium

2. Three-year cancellation clause

3. Agreement for the state to not purchase return oil
A. Amerada Hess adjustment liabilities

5. Consumer savings v. MAPCO profits

6. Vvalue of royalty oil taken in-kind v. in-value

1. Contract Terms

Duration: Ten years. The Dresent GVEA contract is for a 7-year period,
the Tesoro and Chevron contracts approved lest year are both 10-yea contracts,
and the MAPCO contract lasts 25 years.

Volume: 2.667% of Prudhoe Bay Unit royalty oil production. Initial volume

of 5,000 b/d, decreasing to 2,167 b/d in 1994. Since one-eighth of the

crude oil volume must be made available to GVEA as turbine fuel at a discounted
price, GVEA will receive 625 b/d of this fuel in 1985, and 270 b/d in 1994.



Premiums: 300 per barrel. This is the same as the premium negotiated

with Chevron last year. Premiums on competitive bid sales significantly
exceed those on negotiated sales, however, as evidenced by average premiums
of 510, 690, and 840 on the three Prudhoe Bay and Kuparuk categories offered
in the December, 1984 competitive bid sale.

2. Three-Year Cancellation Clause

The extreme length of notice required for GVEA to cancel its agreement
with MAPCO, in concert with GVEA"s being liable for Amerada Hess adjustments
on all turbine fuel purchased under this agreement if the agreement is
cancelled, 1is a very strong disincentive against breaking the agreement
with MAPCO. A three-year cancellation clause effectively locks out GVEA"s
ability to negotiate a better deal on its energy purchases should favorable
opportunities arise.

3. Agreement For the State to Not Purchase Royalty Oil

Based on MAPCO"s agreei jnt to be responsible for Amerada Hess adjustments,
the state has agreed to not exercise its option to purchase return oil
as long as MAPCO receives 7 jyalty oil under the GVEA contract. It is worth
noting that the state does not have a )Jopportunity to purchase return oil
under the MAPCO contract, although this option does exist with both the
Tesoro and Chevron contracts negotiated last year.

Return (or residual) oil is returned by MAPCO to the Trans-Alaska
Pipeline at Fairbanks, and 1is then reclaimed by MAPCO as whole crude oil
at Valdez. MAPCO may then exchange this oil for crude oil from the North
Slope, thereby repeating the process of receiving, refining, returning,
and exchanging oil. As a penalty for returning lower-quality oil into
the pipeline, MAPCO pays a qiality bank cifferential of 100 per APl degree
loss. At a 7 degree quality loss, MAPCO vould pay a penalty of 7C0 per
barrel.

4. Amerada Hess Adjustment Liabilities

GVEA is liable for Amerada Hess adjustments on the turbine fuel received
under the agreement with MAPCO for a 12-month period immediately prior
to final resolution of Amerada Hess litigation. At an Amerada Hess adjustment
figure of $2 per barrel, and following MAPCO"s stated intent to sell GVEA
685 b/d under this agreement, this equates to a loss of $500,000. This
loss represents approximately one year®s annual savings to GVEA at the
high-volume end of the contract. As mentioned above, GVEA will be liable
for all Amerada Hess adjustments on turbine fuel received under this agreement
if the utility cancels its agreement with MAPCO.



5. Consumer Savings v. MAPCO Profits

Each barrel of crude oil refined by MAPCO produces approximately 5.25
aallons of turbine fuel and 11.18 gallons of jet fuel and diesel/heating
oil. The remaining oil is reinjected into the pipeline as resid. MAPCO
marks-up turbine fuel at about 90/gal. (froin assignment agreement with
MAPCO) and jet and diesel/heating oil at about "ied/gal. (from Alaska Petroleum
Product Pricing). This implies an annual gross profit of about $1,800,000
based on 1469 b/d at a mark-up of $3.38 per barrel. Operating and depreciation
expenses would be deducted from this figure to arrive at MAPCO"S annual
net profit.

6. Vvalue of Royalty Oil Taken In-Kind v. In-Value

The difference in net value between oil taken in-kind and that taken
in-value is based upon the premium and the extent (if any) to which the
West Coast value of return oil emerging at Valdez exceeds the in-value
price paid of it plus the quality bank penalty.
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Background Informa4-ion on SB 232/HB 287
Overview of proposed GVEA long-term contract
dated February 8, 1985

Price - Monthly volume-weighted average of producer®s
current reported netback prices, plus Tfield costs, plus
adjustments for the final outcome of the Amerada Hess
litigation, plus a $.30 premium, with a price reopener
in July 1987, and every two years thereafter.

Term - Delivery of oil commences four months after
approval by the Governor and the Legislature (unless
the State sets an earlier date) and terminates on
June 30, 1995.

Quantity - 2.6667% of the State®"s daily production of
royalty oil from the Prudhoe Bay Unit (approximately
5,000 bpd).

Point of Delivery - Custody transfer meters into the
Trans Alaska Pipeline system at Prudhoe Bay.

In-State Use - When the Department executes the
agreement, ft will also execute an agreement with GVEA
and MAPCO approving GVEA®"s assignment of its royalty
oil to MAPCO. Should the MAPCO/GVEA relationship be
terminated, GVEA"s continued receipt of royalty oil
would be conditioned upon GVEA arranging a new means of
using royalty oil to provide GVEA consumers electricity
at a cost lower than otherwise possible.

Security - GVEA will provide a letter of credit to the
State in the amount of $5,316,000, which is equivalent
to approximately 60 days®™ worth of oil\

Standard Contract Terms - The contract will contain all
appropriate standard State contract terms.

Exhibit A - The proposed long-term contract contains as
Exhibit A an agreement signed by the State, GVEA, arid
MAPCO. Exhibit A recognizes existing agreements

between GVEA and MAPCO, under which MAPCO takes GVEA"s
royalty oil, refines it and sells the resulting turbine
fuel to GVEA. In Exhibit A, the State consents to
those agreements so long as they are net modified to
reduce the benefits to GVEA"s consumers. Exhibit A
also provides that MAPCO will pay any Amerada Hess
adjustments on the royalty oil turbine fuel it sells to
GVEA, except that 1) GVEA will pay Timerada Hess adjust—
ments on the last 12 months of turbine fuel purchases
prior to resolution of Amerada Hess, and 2) GVEA will
pay all Amerada Hess adjustments on the royalty oil

3n



tur >ine fuel if it terminates the agreements or causes
the _tate to terminate the royalty oil contract.

Return O0il - The State will have the option to purchase
all return oil produced, refined or exchanged under the
contract. However, in exchange for MAPCO"s agreement
to pay Amerada Hess adjustments, the State agrees not
to exercise its return oil option.



March 13, 1985

The Honorable Ben Grussendorf
Speaker of the House

Alaska State Legislature
Pouch V

Juneau, AK 99811

Dear Representative Grussendorf:

Under the authority of art. |I1lIl, sec. 18, of the Alaska
Constitution, | am transmitting a bill that provides for
legislative approval of a royalty oil contract: between* the
state and Golden Valley Electric Association for the sale; of
Prudhoe Bay royalty oil. Also transmitted with this bill 1is
a copy of the resolution of the Alaska Royalty O0il and Gas
Development Advisory Board vrecommending approval of this
contract, along with a letter from the board chairman. This
resolution is being transmitted in accordance with
AS 38.06.040(a)(3) and AS 33.06.070(c)-

This contract 1is also described in the findings 1issued by
the Department of Natural Resources on January 16, 1985.
Copies of these findings have been made available to the
legislature and the public for review.

This contract 1is neing submitted for 1legislative approval

for two reasons. First, although this and the previous
administration have consistently taken the position that the
statutory requirement of legislative approval of royalty oil

contracts (AS 38.06.055) is unconstitutional, as a matter of
comity | respect the legislature®s desire to have a direct
voice in major disposals of royalty oil. Therefore, this
contract <contains provisions requiring approval by the
legislature before it becomes effective. Second, this bill

would ratify the agreement for sale of oil. This ratifi—
cation would cure any procedural defect that may have occur—
red in the process of entering into this contract. Although
we believe that all necessary steps have been taken, the
statutes and regulations governing the disposal of royalty
oil represent often conflicting desires and goals - both
procedural and substantive. For example, weven if statu-—
torily requiring legislative approval were constitutional,

the present statutes provide, on the one hand, that the
legislature is to approve the contract by enacting



legislation (AS 38.06.055(a)), but, on the other hand, they
also provide that a report of the Royalty Board "shall be
submitted for legislative review at the time a resolution

for legislative approval of a proposed disposition of
royalty oil and gas 1is introduced in the legislature"”
(AS 38.06.070(c)). Since legislative approval 1is required

anyway as a matter of contract, | believe that it 1is only
prudent to present this contract for |legislative approval
and ratification at this time.

Sincerely,

Governor
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BILL SHEFFIELD, GOVERNOR

DEPARTMENT OF NATURAE RESOURCES

DIVISION OF OIL AND GAS

POUCH 7-034
ANCHORAGE. ALASKA 99510

March 11, 1985

The Honorable Ben F. Grussendorf
Speaker of the House of Representatives
Alaska State Legislature

Pouch V

Juneau, Alaska 99811

Reference: "An Act Relating to the Sale and Purchase of Royalty Oil from the
Prudhoe Bey Unit between the State of Alaska and Golden ValTey
Electric Association, Inc.”

Dear Mr. Speaker:

In accordance with AS 38.06,040(3), | am forwarding for your consideration the

resolution of the Alaska Royalty 0Oil and Gas Development Advisory Board which

recommends that the legislature approve the referenced sale of royalty oil to

Golden Valley Electric Association, Inc.

If we can be of further service, please do not hesitate to call.

Sincerely,

Chairman



Findings

1. On December 5, 1984, the Alaska Royalty Oil and Gas Development
Advisory Board ("board™) received the preliminary findings and
determinations of the commissioner of the Alavka Department of Natural
Resources ("commissioner™) on the sale of Prudhoe Bay royalty oil to
Golden Valley Electric Association, Inc. ("GVEA") and the draft

contract with GVEA for the sale and purchase of that royalty oil.

2. On January 16, 1985, the board received the commissioner®s final

findings and determinations on the sale of Prudhoe Bay royalty oil to

GVEA. .
3. On February 8, 1985, the State of Alaska, through the commissioner,
executed the agreement for the sale of royalty oil with GVEA and
prcvided each board member with a copy of the GVEA contract. J
4. On February 20, 1985,the board held a public hearinc/in Anchorage,

with telecommunication hookups 1in Fairbanks, Juneau,®and Valdez, to
receive testimony on the proposed sale of Prudhoe Bay royalty oil to
GVEA and met to discuss the GVEA contract, the commissioner®s findings

and determination, and the public testimony.

Concl usions

Based on the board"s review of the GVEA contract, the commissioner®s findings
and determinations, and the public testimony, the board concludes that the
proposed disposal of Prudhoe Bay royalty oil to GVEA meets the requirements of

AS 38.06.

Resolution

Based on these findings and concl isions, the board recommends to the
Fourteenth Alaska Legislature that the "Agreement for the Sale and Durchase of

Royalty 0Oil"™ between the State o" Alaska and Golden Valley Electric
Association, Inc., dated February 8, 1985, be APPROVED.

Dated: March 11, 1985



MAPCO has had a contract with Golden Valley Electric Association (GVEA)
since September 1, 1977. The contract is for MAPCO to deliver industrial
turbine fuel into GVEA"s fuel storage tanks via pipeline, based on a monthly
requirement from GVEA. MAPCO assumes financial obligation to deliver
product from the refinery to GVEA"s storage tanks. For all ANS crude that
1s delivered through GVEA's feeder line to MAPCO"s refinery, which runs
approximately 2.3 miles from the TAPS line, MAPCO pays to GVEA a
transportation fee,

MAPCO and GVEA signed a contract on May 1, 1980 whereby MAPCO supplied

turhine fuel (which Includes HF/DF iU and HF/DF for diesel generator
facilities at North Pole and 1in Fairbanks. The Fairbanks product Is
delivered by rail tank car or transport truck. The proposed royalty oil

contract between State of Alaska and GVEA Insures a continued source of
turbine fuel.

MAPCO signed an agreement with GVEA on October 22, 1984 whereby MAPCO
had constructed, at a cost of $2,250,000, an electric substation to connect
MAPCO electrical facilities to the transmission system of GVEA. GVEA
provides MAPCO system control and data acquisition capabilities for the 69
KV portion of the substation. As MAPCO and GVEA"s operations are 1n close
proximity, either party is available for any required maintenance work on a
24 hour basis.

GVEA 1s working with the Department of Natural Resources, State of
Alaska, for a 5000 OPD royalty oil contract. A breakdown of that product,
based on average percentage yields, Is listed below:

Refinery fuel 60 BPD
GVEA - turbine fuel 685
Return oil 2786
Refined product 1469
JP-4/Jet S 407
#1 fuel oil -
Jet A 784

#2 fuel oil -10= 242
#2 fuel oil +05¢<< 36
TTO

5000 BPD

The turbine fuel 1is provided at a discount to GVEA, This accounts for
approximately one-third of GVEA"s dally turbine fuel vrequirements. The
refining charge GVEA pays for the other two-thirds of its daily turbine fuel
needs would translate into a savings to GVEA of about $550,000 annually.

MAPCO and GVEA have an agreement for MAPCO to keep and dispose of the
royalty return oil on an earlier contract. As the state has requested
additional consideration from MAPCO for assignment agreement, MAPCO will be
responsible for any GVEA liabilities resulting from retroactive price



adjustments regarding tha resolution of the Amerada Hess dispute. GVEA
would be responsible for one-eighth of the Amerada Hess liability accrued ln
one year. The remaining seven-eights during that one year period, and any
liabilities accrued 1n all other years during the term of the proposed GVEA
contract, would be assumed by MAPCO. This provision guards GVEA from the
effects of a favorable outcome for the state and increases benefits to be
received by GVEA customers. With MAPCO"s agreement to cover the larnest
share of any future liability, the benefit to GVEA members on the proposed
royalty oil contract 1ls great. This protection allows GVEA the freedom from
a liability which could accumulate for up to ten years and be financially
devastating.

The negotiation of this contract would have great benefits for the
residents of Interior Alaska.

1. With population Increasing in Interior Alaska, a constant
electrical energy source 1is assured.

2. The benefits of an electrical cooperative will continue,

3. Local labor markets will benefit by employment with GVEA and
MAPCO.

4. Alaska®"s petroleum retirements can he met with additional refined
products available.
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STATE OF AU»A
CCWETITIVE ROYALTY OIL 9AUE

DEL 11, 1994

ESTIMATED  CONTRACT TOTAL EST.
BARRELS LENGTH BARRELS BAGE
PURCHASER LOT ( PER DAY (IN DAYS) PER CONTRACT PRICE
CATESORY At KUPAUK
CFEVROI . 5,999 182.5 912,589 <18.92
UNION 8 182.5 912,599 <18.92
CHEVRON * 182.5 912,589 <18.92
SUBTOTAL is,80a 2,737,599 .
HIGHEST PREMIUM BIO: 19.82 AVERAGE PREMIUM BID:
CATESORY B: PRUDHOE
U.s. 0OIL 1 S. M 385 1,325,819 <17.92
u.s. oIL 2 5,889 385 1,825,899 <17.92
OEVRGH * 3 5,389 385 1,825, M9 <17.92
DCVRQN + 4 5,899 365 1,825,999 <17.92
OEVRON » 5 5,889 385 1,825,999 <17.92
TEXACO + 6 5,899 385 1,825,999 <17.92
TEXACO » 7 5,899 385 1,825,999 <17.92
TEXACO « 8 5,899 385 1,825,899 *57.92
TEXACO * 3 5,889 385 1,825,899 <17.S
TEXACO + 1B 5,889 385 1,825,899 <17.92
SUBTOTAL 59,899 18,259,899
HIGHEST PREMIUM BID: <1.84 AVENGE PREMIUM BID:
CATEGORY C: PRUDHOE
CHEVRON 1 5,899 182.5 912,599 <17.92
TEXACO 2 5,899 182.5 912,599 * <17.92
TEXACO * 3 5,889 182.5 912,599 <17.92
TEXACO * 4 5,898 182.5 912,599 <17.92
SOHIO0 S 5,999 182.5 912,5M <17.92
SUBTOTAL 25,899 4,562,599
HIGHEST PREMIUM BID: *1.83 AVERAGE PREMIUM BID:
TOTALS FOR ALL LOTS: 18 98,899 25,559,999

(1) T>€Sc PROJECTIONS ASSJC THAT CURRENT MARKET COCITIONS AM) PRTCES CXXTINJE.

() THIS AMOUNT IS THE DIFFERENCE BETWEEN THE ESTIMATED ROYAL Y-IN-VALUE RECEIPTS BASED CN W
VOLUME WEIGHTED AVERAGE OF PRODUCERS "REPORTED *TBACX PRICES (OCTOBER) AK> THE ESTIMATED
RECEIPTS CF TVE COFETITIVE SALE BASED CN T>£ BID PRO IIK PLUS TIE BASE ARICL

(*) PRIORITY BIDDERS

PREMIUM

<9.82
<9.53
<9.17

<9.51

<1.64
<1.84
<1.13
<1.13
<1.13
<9.84
<9.84
<9.84
<9.84
<9.84

<9.84

<1.83
<9.84
<9.84
<9.84
<9.51

<9.89

TOTAL
REALIZED

O]

<18,187,759.
<15,923,125.
<15,594,825.

<47,715,519.

<34,832,899.
<34,842,899.
<34,583,759.
<34,563,759.
<34,563,759.
<33,872,899.
<33,872,819.
<33,872,899.
<33,872,899.
<33,872,999.

<342,315,259.

<17,291,873.
<18,928,899.
<18,938,899.
<16,928,899.
<16,017,375.

<64,917,259.

<474,938,899.

99
89
89

89
89

99

99
99
89
99
81

89

99
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DIFFEREMCE
REALIZED

o

<894,177.13
<539,532.13
<211,152.13

<t, 554,781.38

<1,783,655.75
<1,783,83.75
<1,685,495.75
<1,885,445.75
<1,885,445.75
<973,655.75
<973,855.75
<973,655.75
<973,835.75
<973,655.75

<13,331,887.59

<842,782.38
<488,827.38
<488 827.88
<48L “Ai7.88
<388,282.88

<2,671,389.38

<17,557,978.25



STATE OF ALASKA
COPeriH”™ ROYALTY OIL SALE

DEL 11, 1964

tJHBER OF BIDS SUBMITTED! 49
MIMBER OF BIDDERS PARTICIPATE: 8
HIEHEST PREMIUM BIO: 1.64

SLSMITTED BY: ILS. Oil

ESTIMATED TOTAL REVENUES FROM SALE: +474,938,666
COMPANY KITH WST UINNIN6 BIDS: TETACO KITH 8 LOTS
NUMBER OF LOTS HON BY PRIORITY BIDDERS: 1S

NUMBER OF LOTS HON BY NON-PRIORITY BIDDERS: 3



State of Alaska
Department of Natural Resources
Final Findings A Determination
to Sell Prudhoe Bay Royalty Oil to
Golden Yalley Electric Association, Inc.

January 16, 1985
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[. Introduction.

he State fAIaska ro oses to sell 2.6675 Its daily .royalty oil
laﬁorox?mate? bapr er da& from te Prudhoe Ba[)[g )(Jnrt %o %olgen

Electric ASSOCI&I’IOI’] un er d on -ter noncompetitive

contract a]cor ance with AS 38 the Department qb atural Res urcs myst
defermrne wEet er this drﬁs osfal ?er¥es the étates est Interest ore the
sale may ta lace. Inal  finding describes the proposed sale and

analyzes Its potentral effects
11, Background and Chronology.

GVEA. 1s ublrc coo erative electric utility 1In Farrbgnks The state's
revrous erm roya ol contract wrth G execut Was 5h%
irst . roy a y . oil ract nego |ae exec te a 197

%VEaAb |shment of thle Aa a R d/ 8) eveo ment A vrsory Boad
requested roya t){ so t ryge or mr t e used as turbine fueI of
Bower generation “in the event t at the cost of turbine fuel fr>m the Norh
ole Refinery became prohibitive.

GYEA's contract with the state was for the purchase (if 5,000 bpd. GYEA did
not. exercise Its option to purchase roga t%fo untjl” June 1; 1981, GYEA
Bssr ned its c ntract rrght AEO horth Pdle Refi IS now 0 ed

nery, Inc.,
ero eum N exc awy a price dscount on
e, 1Y Olher

turbr e fuel refined from frnes the royalt nto
P drese’;] heatrng praducts |r¥ ddrtron
s the remaining return oil

ur Ine ?uel an rernjec Into the Trans AIaska
Pipeline System (TAPS).

In a November 1982 Ietter to the De artmen(! of Natural Resources, GYEA
req uested an extensron of IS contract for an a d1t10> w ften years. No action
\frgg ﬁ” on th t request rPeB the cange of a}t (n@tratrons n March
3, the new administratio e negotiations wit on_a new ten-year
contract to assist rn satis e needs of GYEA's 50,000 rnsate
consumers. Notrce of the pro? long- Frm sale to GYEA was b&*i
November .8, 1983. A nqtice of that ro ty hoaro meeting, which Inc Bd ﬂg
review of the proposed GYEA disposal (among” other things),” was also publishe
on November 16, 1983.
The. Alaska Royalty 01 Gas DeveIo en Advisory Board's December 7, 1983
review of theyro osed Ylgt\ dis os% a{)nnd the agreement, as ne?otrated to that
date, revea ed specific _concerns the %blrc and boaFd  members with
respect to the state's optron on ro urn orI and t e relatrons between MARCO
and GYEA In vrew of ‘those reservations and the limited tr e for further
ne otratron the ongaterm GYEA contract was not presented. for Islat|ve
approval. Instead, an_interim_qne-year contract ot requirin Islative
approval was put into effect. Subse uenty YEA and t e e art ent ondertook
soradrc negotiations during earl with the, gca makrn ong-term
ntract revisions responsr e to he rssugs r\arsed at the December /,” 1983
ro aty oar eetrno H }? eriod, the assignment agree ent between
GYEA also emarne t. On Saptemoer 12, 1984, the Director

of the Division of Oil 5 Gas briefed the royalty board on the De artment's
contpnurng negotiations wrth YEAanrf yalty P



On  Novertaer 29, ][984 SYEA, MAPCO and the De rtmenh reached tent trve
reement on a new ong term con ract to he present to t t
%rsau Ite terms 0 gropos contract,. whic gv
e rtment's Pre mrnarﬁ ndrn? and Determination tq Sell
Ro alty. 0l1to Golaen Yafley Electr

are agarn sunraarized below.
[11. Sumnary of Proposed Contract Terms.

1. Price: The total price Irwaer barrel to be received by the state in the
proposed contract 1s the sum of the following coniponents:

a The (monthly)volume  weighted average of the Prudhoe Ba
&) esseeg ryr)ent reported gnet back gr?ces as adjusteg ?or/
transportatron and other costs by those lessees.

(b) Additional am unts, prrmarrl from GYEA's assrgnee (MAPCQ), . Lf
the state tarna \(yorahbe ﬁolutron Irtrg ation

dtjtoe Bay
Association, Inc. of Decemoer . 1'nd~

Isputing the vali 0e Bay lessees’ current

Ir_le S%rt% g estbac\ﬁ prices State of AFaska yet al vs. Ameraﬂa

(c) Those cIeanrn and dehydration fred costs which fhe state .must
er er ta mé |ts royalty share in-va

when (receivin
one fro e Pruahoe™Bay less es eﬂ ual to the volume wei htg%l
average 0 te|r current reported nethack prrces as may be
(etroactrvey a Luste Lipon resolutro of the Amerada, "Hess
|t|q(at|on or ta title to 1ts yaIt share of o1l for an

disposal.” ..In a %980 artial _ settle ent ,o{ g
Amerada Hess Irtrgatron the state acknowledg

responsibility for Certain field costs in either case And
(d) AS$.30 per barrel premium,
2. Term:
(a) The date of frrst deIrver erI be four months after enactment
eG%rs ation ate of Alaska (inc u% g anro g/
te verno% B/rovrng the agreement unless the “state, In it
sole drscretron sets an earliér date.
(b) The termination date of the contract is June 30, 1995.
c) The rrce s ecified above is subject to renegotiation in_Jul
) p every two years thereatter for thegdurat?on of the/
contract
3. Quantity: 2.6672 ( apgroxrmaterSOOO bpd) ofdaily royalty ol
fromthe Prudice ~ "Bay Unit

4. Point of Delivery: Custogy transfermeters into theTransAlaska
Pipeline system at Prudhoe Bay.
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5. In-State Use: When the Deﬂar ment executes the aolreement 1t will also
¥ecnte an a Ireemen Wrt GY

ts 10 MAPCO The staﬁ)e)m %IHS tséasfsﬁ%ntment
termrgate I¥s %% rovaI of éhe MAPCO/GYEA re atlons In wh(; MAP&%

P Yr es G specjfic discount on a specific ua’ntrt?]/ turbine

o hould a]ssrgrment be terminated, GYEA's caontinued receipt

royalty I woud e conditioned upon GYEA arranging a new means
o us nﬁ ng/ oIl to p[)civrde GYEA considers electricity at a cost
ower than otherwise possi

6. Securrty GYEAWlII arrange to gro vide a Iette of credrt to the
state . amoar E,B 6,00 s urvalent {o
aggroxr ?tel srxty ays' wort o oIl Uon Jefault, tlrs etéer

eema upon ~ signature of the Attorney General an

Commissioner,

7. Return Oil: Throughout the term of the contract the state will have
the option to purchase all retu n oil refined, or exch ang
nde the. con act In consi eratron COs consent to acc

the majorrtyé) [y ?] ilities stemmrn rom the resolution o te
|spu - t e

erada . Hess e has.a re ot to exercise Its retur
ofl option so long N&% receives royalty otl under the GL{(EA
royalty oil contract
8. Standard Contract Terms: The contract will contain all appropriate
standard state contract terms.
Y. Comments Received

Written comments addressing the PreIrmrnar Finding and, Decrsron Were recerved

from two parties. prior to ‘the conmen riod. a letter dated
Decem h Bg 198p o]ro Alﬁs a Setroleu . Comp ny”i'?e 0ro) pressed concern
about t(e extent 'to |ch t% proposed sfoosa %ner MAPCO.  Tesoro
ageste that .a more. ampame cr%ntract or mrg have been secured

ne%otratrons wrth emoggartment arees that the ene ItS to

ro osed aisposal _ar erhaps not S frcent
Preliminar Frngrngs ro%oserf 8 Lf)aseo\

m h sized In t

E R%rts to tge state as well . as to G) EA nsequently, te prrcle terms oJ
Proposed Isposal are similar to those of the' state's recently execute

roya ty oil contracts with Tesoro and Chevron.

Since the state would be a ntraori ttrnancral (t;)YeErAefrcraéy Otf the j)osed

Isposal adv equs ract terms for could” not necessar

gor e 8/ &Pho%(h N&B&) must benefit to some deqree as an rect

art t the Plreement the De artment as sousgt t0 con Ine éo te e tent
In co ectrve bar aini the benefits of the Rropose drsgosa

e statg tp ecervrng Tesoro's _commehts, the Department

en oura% drrect consulta ons between~Tesoro and GYEA  As these dIscussions

did not lead GYEA to conduct further negotiations with MAPCO, GYEA has
presumably secured the best terms possible from MAPOO as well as the state.



*
P% aI Iettﬁr dgtegasJAdJ\%r 19r%5 RJoamS BBoard tSteIlso tu]gmr(tpeactrco%mt#tg
refate roposed osa te| concerned with a possible
re atrons et ee 1Sposal ecrsron to sor en the ontract
terms of t ree 5,000 d Iots 0 Kupar Rrv r ro alt rgm ong ye

SIX months for te com etrtrve royalt ale f ecenfcer 11
I-k&ev ré tEe Kuparuk oil wrt qrawge“rom e a e was not conqjhtted t? MAP(D or

OttS ein  apparently eved was the case. at oIl remains
uncooml tted.

Gotts]tern also. said the D%partmerat did not pro erIy |nform ‘he Ro(}/ dty Board
%ecrsron elieved was required, a¥ Board ™ revie
38.06 90 extend onﬁ/ tB ro aty or grs ositions. for Wh,
|9 sa]e Waaspprovglmsterre " ceon ec|on saIe for _which leqi
ap rova was not requrreﬂ (AS 5 BGOS%)S 3{) the Sept ender glf 1984
at¥ Board meetrnﬂ e ‘division did (ﬁoga t}/ Boar out te
P |t|ve sale. [N the Invrtatron to Br drscusse t the Roa Board
mee |n ture revrs ons. to _sale terms at .the dire t|on of the comnrssroner
were ceb Y cont ated e rathonale for the artmer]ts revision
also publicly ana d in-dep t |n te Novem er 28, 19 P ementa Frndrngs
for te Competrtrve oﬁ ¥alt ﬁ% t){I Board inpu not,.requires
ror tne decision to ec eae tne terms of the Kuparuk lots, an th division's
consultatron with- gar to the sale in ge eraI exceeded statutory and
regulatory requirement

er 11 1934 ‘co petrtrve ro

Y. Contract Revisions

Since publication of the previous prelrmrnary notice in November, 1983 the
roposed GYEA cont acg has heen altered (e Department and GYEA to ad Bess
e ONCerns. raise out the earlier Pro se contract, Two key |ssugs otn
I which led to revisions In the contfact form, were 1n-state use and return

or

CurrentI the consumer benefits of the GYEA contract Ipend on MAPCO's
\A%re%{n "with to rovrde turbrne fuel at a price lower than wha% GYEA
otherwrseIp ant e af%eaent contrat the Sttaa% |as re%naete 10
nforce V |
etween RPI—SA WAP(D on(f nsequent?y gectron 21{] ?In State% nf the
0sed co’w&gt as been rewritten, and an a re ment etween the ?tate
and has_ been added to ‘assure tn % on refinin
arrangement with MAPCO will  pe marntarnrﬁi within certarn ounds,, over th
e GYEA contract Tn ‘8te Wi have theoptan to terminate it
aro rovaI of the assignment should the relationship Dbetween GYEAand
change materially.

The state has |nsrsted 8” theo tron to termrnate th%econtra?t on th

rounds sipce the propose drs osa ar on, the specific penefits
§ro ided for G mem ers. pproxrmat onet 625 barrels of GYEA
ary t]urbrne qurreme {s wo |d h% rovide |scou td ce to
o i e oo clpel, thﬁtrté’argf .t% tt e fi S
W

this drscount tr nzlates Into an ann%al savings to GYEA o out $550,000."



SYEA's ota!) turbine fueI consum tron now accounts for about 455 of I[ts fueI
use. . alance YS up% en ratro cor?? from coal. . Slven
Bfratronts gosts of SYEA's t |ne coal-Tire generatron and t
8 iscounted turbine fuel the prog ng royalty o1l contract woud
rovide GYEA, KAPCO's |scountE reduce * the GYEA cnsumerf
veraqe povrer 9enerat|on co(? X out 1573, Due to a mathematica
oversoht Preliminary Findings erroneously implie that an average power
%e&eggarlon cost savings to GYEA of about 15 ‘would result from the “proposed

The state's ability o ensure that the contract uId Co.i rovide
these consumer L h/ trts as bean re nfor ce the aﬁ Ition o E Bth
agreement attached t Foro ose ? rac gtween %
ArtrcI II of Ex Rt Acalls for an to ee the st te
aﬁaorrse n}/ changes In their assron ent iagree ent, and rel ats t
Icres rto tha ree ent hich mater X af o e ‘consumer ene és are
roy or termrn tbon 0 e assl nme prova the state. In addition,
rticle 111 of Exhr It Aensures NhD(ﬂ | e nrne ([9 months written
notice to GYEA %ore reducing te am%unt of roX tg aken, since GYEA
must also notrfy the state ning’ (9) months In advance of such a reduction.

Residual oil 1s a by-product of most refineries, includi the North Pole
Reﬂner Res%duazi ?/Ipre resentsnh ortron o? arrePgof crude otrqwh?ch

Feln é@trhs.duat‘”a |'e inde h&ﬁ?st ’hé’rept? téteme?geé?”%% MR o UG
thrs oIl 1s also referred to as "return oil

The assrgnment agreement between MAPQD and GYEA allows MAPCC to keen and

dispos the royajty return oil for export. Because IVIAPOO appeared to be a
ma’ﬁ)r enefrcraryyo# )the r|or YEAro Ptx contrac* art thro(u Its
c trol over, the return or the, state has souoht addrtronl consi ratron

MO for state approval of the assignmen greementCons 9uent
frtbc IV of Ehr it A makes MAPCD eprr arily (eponsr any 'GVEA
labilities resu rom retroactiv prrce adjustments attendrn the
resolution of the Amerada Hess dispute.

GVEA would be resgonsrble only for one- erghth of the Amerada Hess Irabrlrty

accryed In. a period not to exceed one remaining seven-eigntns  of
Tl B i o R R
Xfrs provis on ot1 Exhr[)rt Aﬁ)nspulates GYEA Prom the e#fects 0 tt%vorabe
tcome for the state | the Amerada Hess dispute and conse uent¥ mcreasg
Ite benefits rcerve a/ GT 'S consumeg MAPCO's agreement 1o {
a est share o any futdre lia vYou mcreage the e cftrve ben%lt to
mem ers 0 te ?pose royat citl %t sever ? this
Protectron GVEA largely avoids” a otentra i1ty which could accumulate

or a period of up to fen years and cc* sequently harm its financial position.

The return oil rovrsron of the proposedcontragt grves the state the o tron
to . purchase a return orJ rodjced, — refined, orexch %nrlr E m
contract.  However, in consideration” of  Article IY ofExhr grwhrc
accepts ciic pcteotial* Araerads Hess lianilities |scusse(i ve
state agrees not to exercise- its right 10 purchase return oil so long as
receiveS royalty oil under the GYEA royalty oil contract.

-5-



In addition to, the revisions of the In-stat and return oil provi
other can%es have been made fo tn ro osede 1%58% contract {0 f%rm &? X
% Eose ntract to the stat 'S mot7 ec nt contra 0rms BOF

ese ¢ aanres can be found 1In ectron efault), ectron 8.2 Ina ity to
Receive O1f) Article XIX (Amendment), and a number of minor areas.

N R e i L O R
g vr/?ncﬂ YE& has ' for state r yalt In t aﬂg

other tra sportatron rrangementst t

even urch sers Inabili receive roya IS 1S now, a
E dard rovr 1on r state rogl M il contractsyand 1S Tound fn ]both the
ackup and primary form contract e December 11, 1984 competitive sale.

A additional sentence in Ar cIe XIX . (Amend entg %ates th “An material
men ment t0 the contract whic recra [y reduces the consi ?ratro recerved
3{ t(e state re urres prior ap ova he esggrs ature the State o
Alas This co tract language’ Is requrred y AS .

In Section 7.1 (Default), the first of the six conditions of efault listed
has been added go tﬁat )the state may ht% e\r(rdence ofo Im endrdnlg Partlure to

Perform declare a condrtron o def ault This, 1S an Im ortanh otectré)n for
he. state since there % crrcum tantial evraenc such, as  Inadequate
transportation arrangements ich precede actual failure 'to perform.

Minor revisions can be found In two sectrons of Article V (Pay ments and
Accounting).  These revisions, .which track the state's recent ro af}/
contracts make, the terms ?f oa ment  somewhat, more s(}rrngen(!

urc (aser Sectron ?3 now call pa ment) y Wire tans er, and no onr[rer
rovide [or cerrca mi takes as an acceptanle oasrs arIrneq to pay
moung Section also eliminates severa crrcumstancs prevrousy

specrfred as acceptable grounds for failure to make full payment.

The remaining changes to the GYEA contract are technical In nature and concern
umerrcal corrections, date corrections, definitiop cl rrfr atjons, changes |n
format, and mrnor evrsrons to Sectro 3.2 %o San nrng F

ut or| atron and Preferentia Hrrrng Also, é ord "Rpya t}/"
er de eted throu hout the contrgct wherevef jt precedes %e word “"Ofl and

cert arn terms made unnecessary Dy the iIntroduction of the term “Purchase
Price” have been deleted.

The clauses particular to GYEA'f situation, and to Iong -term ne?otrated
contracts In general, _have been eft Intact. Exam es InCluyde Section 2
uantrtyg (i G may elect to canrde grn certain gounds n]
antity " ofroyalty o rece ved. and Sectr ler's Remedies), whic
lows “the state to release. GVEA from the in- stat use requrrement at the
tate's sole drscr tion..  Section 8.1 tDrs%osrté% Cfr on Default or
ermination) also falls into this catego ut ob %atr n to continue
ayment In° event of defaulthas a fo rmon h rat er than the standard
even-month, duration. This 1S becaHse the P (? afy Unrt producers. will,

contractua agreement acceﬁt“g ysica custo small | quantitie of

g e. The volume of royalty oil * propose
Y GVEAfaIIs Wl%lhl ?tat quantity — range. ylty Ot prop
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VI,

Findings and Determinations,
1. CoMXtftlve bidding 1s waived.

I have determined 1n accordance with AS 38.05.183(a) that the best
Interest of the state does not require competitive bidding for this
disposal. The best Interest of the state 1s served by making this award
on factors other than the hipest price received from a competitive sale.
Those factors are detailed 1n the following section of this document.

In order to realize the objectives implied by the considerations listed 1n
AS 38.05.182-183 and AS 38.06.070 and to obtain benefits for Alaska
consumers, disposal by competitive bid with the award determined entirely
upon the cash value offered is not in the best Interest of the state 1n
this Instance. Rather, it 1s 1n the best Interest of the state to dispose
of this royalty oil to GYEA, which offers maximum benefits to state
citizens and which will pay a S.30 premium over what the state would have
received had the state taken the oil at the weighted average of the
Prudioe Bay lessees®™ current reported netback prices, as may be
retroactively adjusted by resolution of the Amerada Hess litigation.

2. The sale is in the best interests of the State.

Under AS 38.05.183(e) a noncompetitive sale, exchange, or other disposal
of royalty oil or gas taken in-kind by the state may be awarded by the
commissioner to the prospective buyer whose proposal offers maximum
benefits to the citizens of the state.

In accordance with AS 38.05.035(e), AS 38.05.183(c) and (e), and 11 AAC
03.010(d), I find and determine that the taking of royalty oil in-kind and
the disposal of that oil to Golden Yalley Electric Association, Inc.
(GVEA) for use in-state 1is in the best interests of the state. The
following has been considered in making this determination:

a. The state will receive no less from this sale than if it had
continued to take its royalty oil in-value at the weighted average of
the Prudioe Bay lessees” current reported netback prices as
retroactively adjusted by litigation. The premium of S.30 over that
price will likely offset any adverse effects on that price (and state
revenues) which could occur when the state meets the needs of a
refinery (In this case MAPCO) that would otherwise be a crude oil
customer on the West Coast. The Coimiissioner®s Preliminary Findings
and Determination to negotiate Backup Royalty 0il Contracts) and
T~bnauct a Competitive Royalty Oil Sale ot July 12, 1984 detail those
potential effects. It is not oossible to forecast the impact of
customer displacement on West Coast prices, let alone its Influence
on the current reported 1n-value price. However, the amount of the
premium is likely to cover a reasonable differential. Further, MAPCO
presently receives similar amounts of crude oil daily under the
existing GVEA short-term contract. AS 38.05.183(e)(1).



b. A disposal to GYEA will have a favorable effect on the economy of
the state because It will ensure that the cooperative"s menbers
continue to benefit directly from lower electric rates than would
otherwise be possible. Each consumer to whom GYEA provides electric
service 1ls a member of the cooperative. Profit margins are allocated
bach to the consumer owners, all of whom are Alaska residents. The
cooperative®s goal 1is to provide dependable electrical service to its
member-owners at the most economical price.

GVEA 1s regulated by the Alaska Public Utilities Coimrission. Over
the past year, GYEA has experienced 1increased consumer need
represented by an addition of 2,700 new households. GYEA currently
employs 174 people (25 more workers than last yetr) to bring electric
service to more than 50,000 Alaskans. AS 38.05. ®83(e)(2).

c. An in-state refiner, MAPCO, will be favorably Impacted by the
proposed GYEA contract. MAPCO"s assigned right to purchase 5,000 bpd
of state royalty oil enables MAPCO to refine many products for
Alaskans in addition to turbine fuel for GVEA. The 5,000 bpd of
royalty oil also assists MAPCO in meeting the feedstock requirements
of its soon-to-be-expanded refinery. MAPCO may also sell or exchange
the resulting return oil (so long as the price discount on turbine
fuelprovided to GYEA remains materially unaltered) to acquire more
oil from TAPS nearits Fairbanks refinery.

Although MAPCO will benefit from the proposed GVEA contract, it will
not receive a windfall. Eecause of the S.30 premium, MAPCO will
likely pay more for the assigned oil than it does under its own state
royalty oil contract. Further, MAPCO"s Exhibit A agreement to pay
most of any Amerada Hess liabilities arising under the proposed GYEA
contract precludes it from passing on Amerada Hess adjustments to
GVEA, as it would otherwise do. AS 38.05.183(e) (SH

d. GVEA is uniquely able to use its royalty oil purchases to allow
it to supply >jlectrical energy to more than 50,000 Alaskans who
currently enjoy orice benefits directly attributable to the
cooperative®s purchase of state royalty oil. AS 38.05.183(e)(4).

e. The state 1is now highly dependenton oil revenues and will
continue to depend on oil revenues in the future. The price term of
the proposed sale protects the state"s interest by ensuring that
revenues from this sale will exceed the in-value alternative.

AS 38.06.070(a)(1).

f. The local and regional needs of the Fairbanks area for electrical
supply are met by service provided by GYEA to its member owners. The
assignment agreement with MAPCO also helps satisfy local and regional
needs for petroleum products. AS 38.06.070(a)(2).

g. The continued operation of GVEA, with the attendant payroll and
secondary benefits, will have a positive and desired effect on the
citizens of the state. While this disposal will likely not result in
new capital 1investment or development, it will enable the efficient
use of existing investment and development and contribute to the

requirements of a refinery pli?ned for expansion. AS 38.06.070(a)(3).



h,, The projected social |Impacts of a disposal to GVEA are
anticipated to be favorable. The benefits presently received from
the operation of the electrical cooperative will continue.

AS 38.05.070(a)(4).

1. Any additional costs and responsibilities which could be imposed
upon the state and affected political subdivisions are likely to be
minimal. AS 38.06.070(a)(5).

J- Local and regional consumption of both fuel oil-fired electricity
and refined petroleum products will be directly and favorably
affected by the GVEA disposal. Local labor markets will continue to
benefit through employment opportunities at both GYEA and MAPCO.

AS 28.06.C70(a) (6)-

k. Environmental effects resulting from the proposal will  be
negligible, if any, since the facility is already in existence.
AS 38.06.070(a) (7).

1. The proposed disposal will helpexisting conmercial private
enterprise and patterns of investments by assisting in the continued
operation of the GYEA cooperative and providing, through assignment,
royalty oil to the North Pole Refinery for processing into refined
products. AS 38.06.070(a)(8).

In accordance with 11 AAC 03.060(b), the weight given to the applicable
criteria in determining the maximum benefit to Alaska citizens must be

addressed. In making this finding the Department first assured itself that
;he state would not lose money by making a disposal to GVEA. Once so assured,
other benefits attendant to th*. disposal were examined. IT the price offeree

did not assure the state at leas what it would have received had it left the
oil in-value then the sale would not, 1in the Department®s view, serve the
state"s best interests. For this reason the greatest weight in this disposal
was placed on AS 38.05.183(e)(1), the cash value offered. After the cast
value offered, the greatest weight was given to the projected benefits Ol
using tne oil in the state to directly benefit Alaskan citizens through Ilowei
electric rates.

VII. Concl usiun.

By the terms of the proposed contract, the state is guaranteed th«
iitigatlon-tdjusted in-value price for its oil as well as a premium on eaci
barrel. The additional premium assures that the state is not initiall!,
receiving less for its oil than if it elected to take its royalty share 1
money at the weighted average of the Prudhoe Bay lessees®™ reported prices
Should the Anerada Hess litigation be resolved in the state®s favor, the stat
will be entitled to "reimbursements vresulting from the retroactive pric
adjustments provided for 1in the contract, with MAPCO holding the majo
responsibility for that potential liability. The satisfactory price terms o
the proposed contract, coupled with associated direct and secondary benefit
for Alaska citizens, supports the decision to waive competitive bidding.

9.



AGREEJ€ENT FOR THE SALE AND
PURCHASE OF ROYALTY OIL

THIS AGREE?€NT is entered into as of February 8, 1985 by and between
THE STATE OF ALASKA ("Seller™) and GOLDEN YALLEY ELECTRIC ASSOCIATION INC., an
Alaskan Electric Cooperative Corporation, hereinafter referred to as

"Purchaser".

ARTICLE 1
DEFINITIONS

As wused in tMs Agreement, the following terms shall have the

following respective meanings:

1.1 "Commissionerll means the Commissioner of the Alaska Department of

Natural Resources or her designee.

1.2 "Day" means a period of twenty-four (24) consecutive  hours,

beginning at 12:01 a.m., Alaska Standard Time.

1.3 "Effective Date" shall have the meaning set out in Article VI.

1.4 "Leases™ means the Oil and Gas leases which are subject to the terms

of the Unit Agreement.

1.5 "Lessee" means any parson owning a working interest in any of the

Leases.

1.6 "Month"™ means the period beginning at 12:01 a.m., Alaska Standard
Time, on the first day of the calendar Month and ending at the same time on

the first day of the next succeeding calendar Month.

1.7 "Qil"™ or "crude oil" shall have the same meaning as the word "Oil"

under the Unit Agreement.

1.8 "Po-fnt of Delivery" shall have the meaning set out in Section 2.4.



1.9 "Royalty 011" means the 011 which the Seller may take 1n-klnd
(amount) as Its royalty under the Leases whether or not Seller has elected to

take or 1s taking that royalty 1n-klnd.

1.10 "Dally Royalty 011" means the quantity of Royalty 011 produced by the

Lessees each day.

1.11 "Unit Agreement"™ means the Prudhoe Bay Unit Agreement effective April

1, 1977, by and between Seller and the Lessees, as amended from time to time.

1.12 "TAPS"™ means the Trans Alaska Pipeline Systenm.

ARTICLE 1
SALE OF ROYALTY OIL

2.1 Quantity. Seller agrees to sell to Purchaser and Purchaser agrees to
buy from Seller that amount of Oilequal to 2.667% of the Daily Royalty Oil
(Maximum Quantity™). Upon at least nine (9) Months written notice to Seller,
Purchaser may increase cr decrease the amount of Oil to be tendered by Seller

at the Point of Delivery, but the amount tendered by Seller under this
Agreement shall not exceed the Maximum Quantity. Purchaser recognizes that
Seller must normally give sixs (6%) >Manths- notice.-, under the- Unit: Agreement (0**
rrinet>E: (SOkrdayss-.tfc thef amount -fhereased™ or decreased Isrless” tharr terr (10)
percentr oih-the*:currei>t:nominations}: to”.increase- or decrease- the amount oil
DaLttyKfteyeVty*" OtTwto*-ter taker* inrfcind® It is understood and agreed that the
volume of Daily Royalty 011 available to Sellerwill vary and may  be-
interrupted from time to time, and depends wupona variety of factors,
including the vrate of production from the Leases. Seller disclaims and
Purchaser waives any representation, covenant orwarranty, expressed or
implied, as to the specific quantity or the total ordaily, Monthly, average,
or aggregate volume of Royalty O0il to be sold or tendered under this
Agreement. Seller warrants that it has good title to the Oil tendered under
this Agreement. Seller shall hold Purchaser harmless from all liens,
encumbrances and valid adverse claims that may affect the Royalty 0Oil at the

time the Royalty Oil 1is tendered to Purchaser.
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If Seller underlifts or stores Royalty 011 at Prudhoe Bay, or if Seller
recovers underlifted or stored Royalty O0il, the quantity of Oil tendered under
this Agreement shall be calculated as if no Royalty Oil was underlifted or

stored or recovered.

2.2 Quality. The Oil sold shall be the same quality as the Royalty O0il
delivered by the Lessees to the Seller at the Point of Delivery. It is
understood and agreed that the quality of the 0Oil sold may vary from time to
time. Seller disclaims, and Purchaser waives, any guarantee, representation,
or warranty, either expressed or implied, of the merchantability, fitness for
use, or suitability for any particular use or purpose, or otherwise, of any of
the O0il delivered under this Agreement or as to any specific, average or
overall quality or characteristic of 011 to be sold or tendered under this

Agreement.

2.3 Price of the Royalty Oil. The price for the oil tendered under this
Agreement shall be equal to the amount that Seller would have received from
its Lessees for the Royalty Oil tendered if that royalty had been payable in
money (taken in value) rather than taken in kind plus a premium of $0.30 pew
barrel-"pTus”™ the? Field® Cost Al lowanc* incurred by that oil as determined under
the Pruchoe Bay Royalty Settlement Agreement (dated April 1, 1980 for

reference purposes only), which was entered as part of a final judgment dated

Aug <- "g80 in State of Alaska, et al v. Amerada Hess Con)., et al.,
(Superw * f<r The State of Alaska, First Judicial District at Juneau)
("Amerada Hessll) ("Settlement Agreement®l) ("Purchase Price"). The Purchase

Price shall be determined by Seller based upon the reports submitted by the
Lessees for royalty purposes or, when those reports are unavailable,
incomplete, or inaccurate, wupon information submitted by the Lessees for
production tax or other tax purposes, as may be adjusted from time to time as
provided in this Agreement. Buyer will only be entitled to review or request
material or information which 1is not confidential under state law or

regulation.



The method, basis and amount of royalty due Seller when it takes its
royalty in value from the Leases is presently the subject of litigation in
Amerada Hess. One of the issues involved is the proper method to be usedby
the Lessees 1in calculating the state"s royalty when the royalty 1is payablein
money (in value).. Until there 1is a resolution of that dispute through
judicial resolution or settlement, the- Purchase-Price-will be based-upon the
calcttl*tlon*"of ar+amount- per- berreV-equel--to- the” per- barre-1 volume welghtsd
"verage«o~thefeinMfal>uerprKesK reported: byrthe:Lessees tar Seller for royalty
purpose# or, when the royalty reports are unavailable, Incomplete, or
inaccurate, upon information submitted by the Lessees for production tax or
other tax purposes, plus®-$Qv30-- per— barrel plus: the-Field Cost Allowance as
determined under the Settlement Agreement. Upon final non-appealabl e
resolution of each of thevarious 1issues that are or will be involved in
Amerada Hess, adjustments will be made to previous payments in accordance with

each resolution.

If additional amounts are owed by Purchaser to Seller, interest on those
amounts will be paid at a variable interest rate which is the higher of: (1)
the reference rate as maybe announced from time to time by The Bank of
America, San Francisco, California, plus three percent (9@\ or (2) the rate
of return as is realized from time to time in the investment of the State of
Alaska®"s general fund. Amounts owed from Seller to Purchaser shall be repaid
at the rate set out in Article 5.6. Buyer will not voluntarily intervene or
otherwise participate in Amerada Hess unless Seller expressly consents to that
participation in writing. A settletneftt.-afe,Amerada-. Hess- will be-binding" upon
Buyer whether or not Buyer agrees with or consents to the terms of that

settlement.

If any applicable law of the United States of America or any rule or
regulation promulgated by a federal agency will, in the judgment of Seller,
operate to prohibit or prevent Seller from receiving the full amount due under
the above provision, Purchaser®s obligation to pay the amoun- of the Purchase
Price in excess of the amount permitted will be suspended or adjusted to the

minimum extent required for Seller tc comply with that law, rule or regulation.



Eiltherr.-party- shallvhay%;_tt*jri ght~ to- reopen* thiS;:Agreement,, as t&r price
only-j~duri.ngv the. Month-of. July> 1987 and-every- two years thereafter for the
purpose of negotiating a new price for the Royalty 0Oil to be paid under this
Section 2.3. The right to reopen may be exercised by either party by giving
to the other party thirty (30) days prior written notice. Upon receipt of a
notice to reopen, the parties will promptly commence good-fait¥ negotiation"",
in an attempt to establish a new price. Imrthe*event that a new price is; not
igreedrrrto-:byr;the*: parties: :w-tthi m-.rrtrtety (90Ydaysr of the-effecti verdate- of the
"-mrttcEe”.t0T*reopen%.; «istiwr"perty-may--teminate. this-Agreement upon- nine..(9)
Months™writtenrnotice to- therother. The price for any Oil tendered during any
such period pending termination shall be calculated as set out hereinabove or
as agreed to in a previous reopener. If a new price 1is agreed toby both
parties, such new price shall be effective for Oiltendered in the Month

following agreement by the parties on the new price.

2.4 Point and Time of Delivery. Simultaneous with receipt of its Royalty
Oil from its Lessees, Seller shall tender the 0Oil to Purchaser at the point at
which Seller receives the Royalty O0il from 1its Lessees. That point as
presently agreed to by Seller and its Lessees in Section 2.3 of the Settlement

Agreement is the custody transfer meters into TAPS at Prudhoe Bay.

2.5 Passage of Title and Risk of Loss. Title and risk of loss to the
0il sold under this Agreement shall pass from Seller to Purchaser for all

purposes when Seller tenders the Oil at the Point of Delivery.

2.6 Purchaser®s Responsibility. Purchaser shall be responsible for the
Oil after passage of title. Purchaser will indemnify and hold Seller harmless
from and against any and all claims, costs, damages (including reasonably
fjreseeable consequential damages), expenses or causes of action arising from
or in connection with any transaction or event which relates to the crude Oil

after title has passed to Purchaser.

2.7 Transportation Arrangements. Purchaser shall make all necessary
arrangements for transporting the Oil sold under this Agreement from the Point
of Delivery, including satisfaction of line fill obligations and storage tank

bottom requirements of TAPS, if any. If and as requested by the Seller, and

-5-



at the time or times requested by Seller, Purchaser shall submit specific
information concerning the arrangement it has made for transportation of the
011 sold under this Agreement through and away from TAPS and for the resale or
other disposal of the 011. Such information may include the specifictenders
of 0Oil made to TAPS and identification of tankers which will transport the
oil. In addition, Purchaser will provide Seller, if and as requested by
Seller, with satisfactory evidence or reasonable assurance of the existence
and continuing validity of adequatearrangements for the transportation or

disposal of the O0il subject to this Agreement. Failure to provide
information, evidence or assurances requested will, at Seller"s election by

notice to Purchaser, be a material default under this Agreement.

2.8 Absolute Obligations. The obligations of Purchaser to accept, pay
for, and arrange for the transportation of the Oil tendered or sold under this
Agreement are absolute and will not be excused or discharged by the operation
of any disability of Purchaser, event of force majeure, impracticability of

performance, change in conditions, or any other reason or cause.

2.9 Date of First Delivery. Therdate of First Delivery will be-four (40
MonthScTafteth”.Effective~rrDat® unless Seller, in its sole discretion, sets an

earlier date.

2.10 Performance Guaranty and Reservation Fee. If Purchaser does not take
the Maximum Quantity on the Date of First Delivery, Purchaser shall pay to
Seller, in addition to the PurchasePrice, an amount equal to 1.25X of the
Purchase Price per barrel per day on the difference between the Maximum
Quantity and the actual quantity tendered to and accepted by Purchaser
("Actual Quantity") for each day Purchaser does not take the Maximum Quantity
on and after the Date of First Delivery. The payment of this fee shall end on
the day that Purchaser accepts delivery of the Maximum Quantity. When
Purchaser accepts the Maximum Quantity, all of the amounts paid under this
Article 2.10 will be allowed to be credited agaii"it future payments for Oil
tendered under this Agreement except for an amour*: to be retained by Seller
equal to .755 of the Purchase Price per barrtl per day on the difference
between the Maximum Quantity and the Actual Quantity for each day Purchaser

did not take the Maximum Quantityon and after the Date of First Delivery. If
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Purchaser should thereafter decrease the amount Of Oil to be tendered under
this Agreement, Purchaser shall pay to Sel er, 1n addition to the Purchase
Price, an amount equal to .75% of the Purchase Price per barrel per day after
the date that the decrease in the amount of Oil to be tendered by Seller takes

effect on the difference between the Maximum Quantity and the Actual Quantity.

2.11 In-State Processing. Purchaser- agrees"-"that all- 0il:, purchased*
cmderzther.termsioihth"i-s.-agreemeritshal.l:: bir-processed; or burned: in: the. State of
"ATasica? As wused 1in this Agreement "processed or burned in the State of
Alaska"™ means the following described uses or a use substantially similar to
those wuses, whJch provides an equivalent benefit to GYEA"s consumers.
Purchaserrhas£:assfgffedr.ttsrQrh”to---MAPCO. PETROLEUM In®vJ for* processing* the
crudei.aTlMtitto7arftterk usablffi"atr Purchaser®s- generating station* Under this
arrangement, Purchaser 1is assured of a dependable supply of fuel, which
assists Purchaser in providing uninterrupted electrical service to its
consumers. Purchaser also receives from MAPCO a Jlower refining charge or
processing fee which Purchaser passes directly through to its consumers in the
form of reduced electric rates. If Purchaser™s arrangement with MAPCO ever
fails to yield these benefits, Purchaser has a commitment from the Rural
Electrification Administration for mortgage funds to be made available to pay
for the prompt conversion of Purchaser®s generating units so that the Oil
could be burned as fuel by Purchaser without first being processed. Upon such

conversion, Purchaser could again provide its consigners with a dependable

supply of electricity at a cost lower than otherwise possible.

Purdreser”~s”continuedr*recelptrof~rdependable* supply* of fuel: uporr-terms*,
ttratr*aVVawrftrrchaser— torprovirder;tts~~consumers” swittr-el ectri ci ty- at. ea: cost
sfgrrr.ftcantTy*Tower*thrarf"dtherwfse”pbssfbTe""fa "materfaT "element? "ofe thi 3
agreemenlx Purchaser®s failure to process or burn in the State of Alaska as
defined 1in this Agreement the O0il tendered under this agreement will, at
Seller™s option, constitute a material default under this agreement. However,
Seller may, at its option, waive the in-state proceSjing or burning
requirement in whole or in part, if Seller is satisfied that the waiver would
not be contrary to the underlying intent of the other provisions of this

Agreement.



ARTICLE 111
REPRESENTATION AND OBLIGATIONS OF PURCHASER

Purchaser warrants, represents, and agrees:

3.1 Good Standing and Due Authorization. Purchaser 1Is, and at all times
during the operation of this Agreement shall remain, a corporation organized
and existing under and by virtue of the laws of the United States or of any
state, territory or the District of Columbia, and qualified to do business in,
and in good standing with, the State of Alaska. Purchaser has all necessary
corporate power to enter into this Agreement and to perform its covenants and
obligations under this Agreement. All necessary corporate action has been
caken to authorize Purchaser®s entering into this Agreement and performing its

covenants and obligations under this Agreement.

3.2 Financial Condition. The financial information submitted to Seller
is complete and correct and fairly presents Purchaser®s financial condition at
the time the information was submitted to Seller. The financial information
was prepared in accordance with generally accepted accounting principles
consistently applied. Since the date the information was submitted, the
condition, business and properties of Purchaser have not been materially
adversely affected in any way. Purchaser agrees to inform Seller immediately
if during the term ofthis Agreement there is any material adverse change in
the condition, business, or properties of Purchaser which would have an
appreciable adverse effect on Purchaser®s ability to perform under this
Agreement. Purchaser, in addition, will immediately inform Seller of any
significant change in ownership of either Purchaser or any of its affiliates
or parent company,and of any change in Purchaser®s operations or agreements,

which would appreciably affect Purchaser®s performance under this Agreement.

3.3 Financial Statements. As soon as possible after the end of each
fiscal year of Purchaser, and in any event within one hundred twenty (120)
days thereafter, Purchaser will furnish to Seller, at Purchaser®s sole cost
and expense, a report or a complete copy of a report in a form to be

prescribed from time to time by Seller which will include Purchaser"s balance
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sheet as of the close of the fiscal year and the income statement for that
year, prepared in each case in accordance with generally accepted accounting
principles consistently applied by certified public accountants of recognized
standing. For purposes of complying with this Article, Purchaser may submit,
and Seller will accept, the anrual report of the Golden Valley Electric

Association, Inc.

3.4 Option to Purchase Return Oil. If Purchaser assigns 011 purchased
under this agreement for fuel usable in the present configuration of its
generating station, there may remain a portion of Oil or Oil products which
will not be processed for consumption in-state ("Return O0il"). This Return
0il may be shipped through TAPS. Return Oil shipped through TAPS becomes
intermingled with unprocessed crude oil so that when the Return Oil is picxed
up 1n Yaldez it 1is identical to the common stream crude oil shipped through
TAPS. Arshfppen®”yfrRetunr Gril~resefrtly--1s”-and. may- continua-to- be,~I iabVfe
fo"r»thet» paymet®- of*a”-quzrhi-ty~bante-adjustment® differential based upon- the*

resulttmjxdegradatioT*of*T-APSrcommon”strearm cruder ("quality penaTty ¥ .

Purerraser®-grants-Seller®an-option-ta purchase-all- the Return 011. For the
purposes of determining the volume of Return Oil for which Seller may exercise
its option to purchase under this Agreement, that volume shall be a proportion
of the 011 tendered under this Agreement equivalent to the ninety (90) day
rolling weighted average, determined monthly, of the ratio of total refined
products produced to total refinery charge. Seller shall exercise this option
by giving Purchaser nine (9) months * advance written notice. The notice shall
specify the date delivery will conmence and the point of delivery to Seller.
Thereafter Seller may terminate the purchase of Return 011 by giving nine (9)

months® advance written notice.

Seller shall have the option to take title to the Return Oil either at the
tanker flange <nlet in Valdez, Alaska, or at the MAPCO refinery outlet to the
Golden Valley Pipeline at North Pole, Alaska. The"per~barreT" Return- CHI
p(mdTas”pr~C»“halVWb6=rthe--ful.lKCost -to-Purchaser- or-Purchaser®s assignee at
the"-point- oferederfvery-Tirfnus®any®-~uaLtty” penalty" -whi ch- bad or would* attach,
whfdrrwfH*-her-pa+dr-1~r Purchaser. Purchaser or Purchaser®s assignee will

assign all necessary shipment rights to guarantee delivery to Seiler at
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Seller"s designated delivery point and to facilitate the reinjection into and

transportation of the Return Oil through TAPS.

Purchaser or Purchaser®s assignee shall furnish Seller or the Seller’s
designee, on or before the tenth dayof the month following the month of
delivery, a provisional invoice covering the Return Oil delivered to Seller or
Seller®s desigiee 1in the preceding month. The price of the Return O0il to
Seller or Seller"s designee shall be the price paid by Purchaser for Oil
tendered under this Agreement for the month preceding delivery. The Seller or
the Seller-"s designee shall make payment to Purchaseror Purchaser®s assignee
on or before thetwentieth day of the month followingthe month of delivery.
The initial billing may be adjusted 1in a subsequent month"s invoice as more
accurate or complete information concerning the quantity and Purchase Price of
the Return 011 delivered each Month is available. Subsequent adjustments to
the Return Oil initial billing shall also be made for Amerada Hess as

specified in Section 2.3 and for other adjustments as specified in Section 5.5.

The amount of all sums which are not paid when due under tnis option or
which are subsequently determined to be due under an adjustment, shall bear
interest from the date accrued until paid in full at a variable rate per annum
equal to the reference rate as announced from time to time by the Bank of
America, San Francisco, California, plus one and one-quarter percent (1.25%)
per annum, provided, however, that any interest due on an adjustment made as a
result of the Amerada Hess litigation shall be at the same rate charged by

Seller under Section 2.3.

Thg~dpttonyto* purchase”R&turi>"01T-pill remain- irr effeet for- the* termt- Of
th+s”Agreement?. Failure to exercise this option for any period of time will
not affect the Seller"s right to exercise the opt\\ I at a later time. This
option, in whole or in part, and for any term, shall be freely assignable by
Seller and such assignment shall release Seller from all obligations to
receive or pay for the Return Oil sold under* this option, provided, however,
that Purchaser or Purchaser®"s assignee shall have the right to demand of an
assignee of the Seller reasonable security for the Return O0il sold to that
assignee. If authorized in an assignment by Seller, that assignee shall have

the further right freely to assign that option, however, that assignment shall
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not release the assignee (or any subsequent assignee) of any responsibilities
or liabilities to Purchaser or Purchaser®"s assignee unless agreed to by
Purchaser or Purchaser"s designee. Seller shall provide Purchaser or

Purchaser®s desigiee with written notice of any such assignment.

ARTICLE 1Y
fE€ASUREMENTS AND TESTS

The quantity and quality of the crude Oil sold under this Agreement shall
be determined at the Point of Delivery. Procedures and methods for measuring
and metering the 011 sold under this Agreement shall be in accordance with the

practices then in effect at Prudhoe Bay, Alaska.

ARTICLE Y
PAYFENTS AND ACCOUNTING

5*1 Bill ing. Seller will send to Purchaser, on or before the 10th
(tenth) business day of each Month after delivery of 0Oil, an invoice statement
of account of all Royalty Oil estimated to have been measured at the custody
transfer meter into TAPS and tendered to Purchaser under this Agreement during
the immediately preceding tenth according to tha best information available to
Seller, the estimated Purchase Prices applicable to those deliveries, and the
total amount due ("initial billing"). The estimates will be made by Seller
according to the best information reasonably available to Seller. Seller may
render its initial billing to Purchaser based in part wupon information
reported by the Lessees to Seller and information published by the U.S.
Government. Seller shall thereafter adjust 1its initial billing under this
Article as soon as more accurate information concerning the quantity and
Purchase Price of O0il delivered each Month 1is available. Seller, however,
shall not be required to adjust the initial billing prior to the sending of

the next Month®"s invoice statement of account.
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5.2 Initial Adjustment. After the Monthly 1invoice under Section 5.1,
tne subsequent Monthly invoice will also state Seller®s initial adjustments to
be made, if any, to the invoice rendered in the immediately preceding Month,
1n accordance with any additional or more accurate information which may have
become available to Seller. Whether or not initial adjustments are made,

however, subsequent adjustments may be made under Section 5.5.

5.3 Payment. Purchaser will make payment of each amount billed under
this Article within ten (10) days after receipt of the invoice statement of
account. Payment shall be made without any deduction, set off, or
withholding, by wire transfer of immediately available funds to Seller's
account at the following address:

First Pennsylvania Bank Philadelphia

ABA No. 031000024

For Credit to State of Alaska

Account No. 07/089250/00

Attn: Catherine Hess

Payment may be made in such other manner or to such other address as

Seller may specify in the invoice statement of account or by other written
notice. All other payments to be made under this Agreement shall be paid in
the same manner. If payment is due on a Saturday-, Sunday, or legal holiday of
the place where payment is to be received, payment shall be made on the next
following business day. It is recognized that Seller may bill, and that
Purchaser will pay, amounts that are based upon confidential information held
or received by Seller. If confidential information 1s used as the basis for a
billing, then upon request Seller will furnish Purchaser with the certified
statement of the Commissioner that the amounts billed are correct based upon
the best information available to Seller. If a dispute concerning a bill

arises, Purchaser agrees to pay the full amount billed by Seller, pending

final resolution of the dispute.

5.4 Payment to Lessee. Purchaser, atthe request of Seller in the
invoice statement of account or otherwise inwriting, shall pay all or any
portion designated by Seller of that payment required to be made to one or
more of the Lessees at an address or addresses and in the manner designated by
Seller. The payment will be made within the time limit specified in Section

5.3. Seller may authorize and designate a third party to make the request and

-12-



designate the amount, manner and place of payment under this provision.
Unless otherwise specified, the balance of the payment due, 1f any. and

payment for subsequent Months, shall be made in accordance with Section 5.3.

5.5 Subsequent Adjustments. Purchaser acknowledges that more accurate
information concerning the quantity of or Purchase Price for Royalty O0il
tendered may subsequently become available to Seller. In the event that any
such information should subsequently become available to Seller, Seller shall
promptly furnish a corrected invoice statement of account to Purchaser and the
parties will adjust the amount billed and pay or refund the amount of ehose
adjustments. In the event that Seller should render a corrected invoice to
Purchaser, any amount to be refunded from Seller to Purchaser or paid from
Purchaser to Seller will be paid within fifteen (15) days after the date of
the corrected invoice. However, when the adjustment concerns an amount last
invoiced more than sixty (60) days before the corrected invoice, the amount
will be paid by Purchaser or refunded by Seller, as the case may be, in equal
Monthly installments over the same period of time as that over which the
adjustment accrued or six (6) Months, whichever is the shorter period. No
adjustment will be made more than twelve (12) Months after the date of the
last original 1invoice to which the adjustment relates, except for adjustments
resulting from: (i) regulatory or court proceedings (including appeals)
commenced or pending during that twelve (12) Month period, whether or not
Seller or Purchaser is a party to the proceeding, or (ii) bona fide audits by
Seller of any Lessee(s) commencing at any time during the period six (6) years
after the date of the last invoice to which such adjustment relates, or any
resolution of disputes arising out of those audits. Adjustments due to audits
or regulatory proceedings or court proceedings may be made at any time. The

provisions of this Section 5.5 will survive any termination of this Agreement.

5.6 Interest. Except for adjustments made upon resolution of Anerada
Hess wunder Article 2.3, the amount of all sums which are not paid when due
under this Agreement or which “re subsequently determined to be due under an
adjustment under Section 5.5, shail bear interest from the date accrued until
paid in full at a variable rate per annum equal to the reference rate as
announced from time to time by the Bank of America, San Francisco, California,

plus one and one-quarter percent (1.255) per annum.
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5.7 Late Payment Penalty. If Purchaser fails to make full payment
within one (1) day of the date that payment is due, then 1in addition to the
amount due plus interest from the date that payment was due until the date of
payment, Purchaser will pay an amount equal to one percent (1%) of the amount

owed.

5.8 Payment to Third Parties. Seller may direct that Purchaser pay any
amount due or which may become due directly to a third party in the manner and
time as may be directed by Seller In written notice to Purchaser if, in the
Seller®s sole discretion, the payment to the third party will assis"T rVller in

monitoring or enforcing this Agreement.

ARTICLE VI
TERM

This Agreement shall become effective upon execution by the parties and
after enactment of legislation by the State of Alaska (including approval by
the Governor) approving this Agreement. This Agreement shall be null and void
if it 1is not so approved- by September 30, 1985. Subject to the other
provisions contained 1in this Agreement, Seller % obligation to sell and
Purchaser®"s obligation to buy Royalty Oil shall begin as provided above, and
shaWemfcrdune 3Q71995J As used in this Article, ""enactment of legislation”

is as defined in AS 01.10.070(f)(4).

ARTICLE YII
DEFAULT OR TERMINATION

7.1 Default. If any one or more of the following events ("Events of
Default™) occur, then at Seller"s option, Seller may terminate or suspend its
obligation to tender and sell Royalty Oil and proceed to exercise any one or

more of the rights and remedies provided in this Agreement:



@) At any time, Purchaser (a) repudiates any of its covenants or
obligations under this Agreement, or (b) fails, within five (5)
Days after written request from Seller, to provide Seller with
written affirmation of this Agreement and of Purchaser®s intention
to perform under this Agreement (together with evidence or
assurances of transportation arrangements pursuant to Section 2.7

reasonably satisfactory to Seller); or

(Il1) Purchaser does not pay in full any sum owed under this Agreement at

the time when payment is due; or

(iii) Purchaser fails to observe or perform any of its other covenants

and obligations under Article 1I1; or

(lv> Purchaser does not perform any act required or contemplated under
this Agreement and either; (a) the nonperformance continues for
more than thirty (30) days after Seller has notified Purchaser of
Purchaser™s nonperformance; or (b) Purchaser had failed to perform
the same or any other actrequired or contemplated wunder this

Agreementduring the immediately preceding twelve (12) Month

period; or

(v) There is a material adverse change in Purchaser®s condition,
business or property wnich appreciably affects the ability of
Purchaser to perform any of its obligations under this Agreement,
and Purchaser is unable to give Seller adequate assurance of
continued performance either within five (6) days of a request for
such an assurance or within such other shorter time period as

Seller may reasonably request under thecircumstances; or
(vi) Any representation or warranty made by Purchaser in this Agreement

proves to have been false or incorrect in any material respect at

the time that the representation or warranty was made.
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7.2 Failure to Pay Debts. If at any time Purchaser becomes unable to
pay any of its debts when those debts are due, or should otherwise become
insolvent (without regard to how that insolvency may be evidenced), Purchaser
will immediately give notice of that fact to Seller. Whether or not that
notice 1is given, if Purchaser becomes unable to pay any of its debts when
those debts are due or should otherwise become insolvent, Seller®"s obligation
to tender and sell 011 under this Agreement will automatically and immediately
terminate without any requirement of notice or other action by Seller;
however, Purchaser will nevertheless be and remain liable for payment and
performance of all of its obligations and covenants under this Agreement with
respect to 011 actually tendered by Seller to and after any such termination.
Within thirty (30) days after receipt of Purchaser®s notice or, if no notice
is given, after Seller otherwise becomes aware (as determined in Seller®s sole
discretion) of Purchaser®s insolvency, Seller will have the right, upon
written notice to Purchaser, to reinstate all of Seller"s and Purchaser"s

obligations under this Agreement retroactively to the date of termination.

7.3 Seller®s Remedies. Upon the occurrence of any Event of Default or
if Seller"s obligation to tender and sell 0Oil under this Agreement is
terminated or suspended under Sections 7.1 and 7.2, all obligations of
Purchaser accrued but not otherwise due and payable under this Agreement will
iumediately be due and payable in full. In addition, Purchaser will indemnify
and hold Seller harmless from and against all other [liability, damages
(including reasonably foreseeable consequential damages), costs, losses and
expenses (including reasonable attorneys®™ fees and disbursements) incurred by
Seller and arising out of the Event of De.ault, termination, or suspension.
Seller shall have the right cumulatively to exercise any and all other rights
and remedies and to obtain all other relief available under applicable law or
at equity, including mandatory injunction and specific performance. Seller,
upon occurrence of any Event of Default, in its sole discretion, may arrange
for any disposition to third parties of Royalty Oil to be tendered and sold
under this Agreement. Upon the occurrence of any Event of Default, Purchaser
may, in Seller"s discretion, be released from the obligations set forth in
Article 2.11 (In-State Processing) until the Event of Default no longer exists
or the obligation of Purchaser to take 011 under this Agreement expires. If

upon occurrence of any Event of Default Seller makes arrangement for
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disposition to third parties of 011, or if Purchaser is released from Article
2.11, whether or not this Agreement is terminated, Purchaser will nevertheless
be and remain liable to Seller for the full amount of the Purchase Price for
that 011 1in excess of the Purchase Price over any amount or amounts received
by Seller on account of that disposition, net of the expenses of that
disposition and for all other costs, expenses (including reasonable attorneys-
fees and disbursements), and losses incurred by Seller and arising out of the

Event of Default or disposition.

7.4 Purchaser®"s Exclusive Remedies. Upon any breach of, or default 1n,
the due and timely observance or performance of any of Seller®s convenants or
obligations under this Agreement, Purchaser acknowledges and agrees that
Purchaser®"s remedies will not include a temporary restraining order or
preliminary injunction preventing Seller from taking any action with regard to

the Royalty Oil which is the subject of this Agreement.

ARTICLE VIII
DISPOSITION OF OIL

8.1 Disposition of O0il Upon Default or Termination. Purchaser
acknowledges and agrees that under the Unit Agreement and Leases, Seller"s
election to take Royalty Oil in-kind can be revoke! or reversed only upon the
satisfaction of various conditions, including the giving of six (6) Months
notice to return all or more than ten percent (10S) of Seller"s then current
nominations. Purchaser acknowledges and agrees that Seller"s election to
invoke its rights to return to taking its Royalty Oil in value on less than
six (6) Month"s prior notice, or to attempt to secure a waiver of any
condition or requirement, is at Seller"s sole and complete discretion.
Notwithstanding termination of this Agreement for default or for any other
reason, 1including expiration or termination under any provision contained 1in
this Agreement, Rurchatser<“siraTh"continue-to-take and: purchase-Sell er"y Royalty
Oil .tr*:ther amount.andrfor the price7set-.forth- in- thi s Agreement "for up to four

(4) - Motnthrsr-"fallowlnf-v"temination- of this Agreement- tf- Seller, in 1its

discretiorry. so- reqyir-y.
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8.2 Inability to Receive 011. OR-ramy*.-.reasoo**PiiPClvabaer:r~runabTe”of
re-fuses™ to"accepfc-.ar- rtcfciverany 0iV tendered under thisvAgreements Purchase*
sha&tnevertheless*be,-and; remain-responsible: for*- the. disposal, of thatrOl"P and
for paying Seller for the 011 as though it had been received and accepted by
Purchaser unless Seller, in its sole discretion, -elects to waive this
requirement. In order to secure the obligations of Purchaser under this
Section 8.1 and under Section 2.8, Purchaser shall, if and as Seller may
request from time to time, assign to Seller all right, title and Interest of
Purchaser under any nominations, leases, agreements, contracts, charter
parties and other arrangements for the transportation of the O0il sold under
this Agreement through and away from the Trans Alaska Pipeline System;
provided, that Seller shall not have any liability or obligations under any
such nominations, Jleases, agreements, contracts, charter parties or other
arrangements unless, and to the extent that, Seller shall actually exercise
its rights to succeed to Purchaser®s interest thereunder and shall obtain the

benefits thereof.

8.3 No Right to Storage or Underlift. Purchaser waives and disclaims
any interest or right that it may assert to storage of Royalty Oil, including
by wunderlift or other means, to which Seller is or may come to be entitled

under the Leases or any other agreement.

ARTICLE IX
WAITVER

The Tfailure of either party to insist upon strict performance of any
provision of this Agreement shall not constitute a waiver of, or estoppel
against, asserting the right to require that performance in the future. A
waiver or estoppel in any one instance shall not constitute a waiver or
estoppel with respect to a later breach of a similar nature or otherwise. A
course of performance established by a party shall also not estop the other

party from complaining of a later breach similar in nature.
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ARTICLE X
VALIDITY

If any provision or clause of this Agreement or application of this
Agreement to any person or circumstance is held invalid, that invalidity shall
not affect other provisions or applications of this Agreement which can be
given effect without the Invalid provision or application. If, however, an
invalidity should operate to impair any material right or remedy of a party to

this Agreement, that party may terminate this Agreement by notice to the other.

ARTICLE X1
FORCE MAJEURE AND CHANGE IN CONDITION

11.1 Effect of Force Majeure. Except for Purchaser®s obligations to
make payment of money for 011 tendered under this Agreement and except for
Purchaser"s obligations to accept and dispose of Royalty Oil, neither party
shall be liable for any failure to perform the terms of this Agreement when
the failure is due in whole or in substantial part to force majeure. The term
"force majeure" as applied to this Agreement shall mean-Acts of God, strikes,
lockouts and industrial disputes or disturbances, civil disturbances, arrests
and restraints from rulers or people, interruptions by government or court
orders or by present or future orders of any regulatory body having or
asserting jurisdiction, acts of the public enemy, wars, riots, blockades,
insurrections, inability to secure materials by reasons of allocations
promulgated by authorized governmental agencies, epidemics, landslides,
lightning, earthquakes, fires, storms, floods, washouts, explosions, breakage
or accident to machinery or lines of pipe, freezing of wells or pipelines, or
any other event or condition, whether of the kind herein enumerated or
otherwise, not within the reasonable control of the party claiming the benefit
of this excuse. If, however, any material obligation of Purchaser 1is excused
or suspended because of a claim of force majeure for a period of three hundred
sixty-five (365) successive days or more, Seller will have the right to
terminate this Agreement. Prior to Seller exercising its right to terminate
this Agreement Seller and Purchaser shall enter into good faith negotiations

to restore, to the fullest extent possible, Seller and Purchaser to the
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benefits and obligations that existed under this Agreement before the

occurrence of the force majeure condition.

11.2 Responsibility. Upon the occurrence and discovery of an event
providing t*e basis for a claim of force majeure, the party making a clainm
shall notify the other party to this Agreement, of its claim of force majeure.
Upon the occurrence of an event constituting force majeure, that event shall,
so far as possible, be remedied with all reasonable diligence and dispatch.
Except for Purchaser®s obligations to make payment of money for 011 tendered
under this Agreement and except for Purchaser®s obligation to dispose of O0il,
the obligations of the disabled party to perform under this Agreement, insofar
as they are affected by that force majeure, shall be suspended from the time
that force majeure occurs and for so long as the disability caused should have
continued had the party claiming the existence of the force majeure remedied
the event providing the basis of the claim of force majeure with reasonable
diligence and dispatch, and for no longer. T>? settlement of strikes or
lockouts or industrial disputes or disturbances will be entirely within the
discretion of the party having the difficulty, and the above requirement that
any force majeure shall beremedied with diligence and dispatch shall not
require the settlement of strikes, lockouts, or industrial disturbances by
acceding to the demands of any opposing party therein when suchcourse is

inadvisable in the sole discretion of the disabled party.

ARTICLE XI1
NOTICES

12.1 Method. All notices, requests, demands or statements shall be in
vi.-iting, and may be delivered personally to the party to be notified or may be
sent by registered or certified United States mail, postage prepaid, with a
return receipt requested to such party. Notice deposited in the mail in this
manner shall be effective upon the expiration of seven (7) days after it is so
deposited. Notice given in any other manner shall be effective only if and
when received by the addressee. For the purposes of notice, the addresses of

the parties to this Agreement shall be as follows:



If to Seller: State cf Alaska
Cornnlssioner of Natural Resources
Pouch "M"
Juneau, Alaska 9981 1

and
Conrnissioner of Revenue
Pouch "S"
Juneau, Alaska 99811
and

Director, Division of Oil and Gas
Pouch 7-034
Anchorage, Alaska 99510

If to Purchaser:

GOLDEN VALLEY ELECTRIC ASSOCIATION, INC.
P.0. Box 1249
Fairbanks, Alaska 99707

and (as long as the right to Oil is assigned thereto)

Vice President-Supply
MAPCO PETROLEUM Inc.

P.0. Box 645

Tulsa, Oklahoma 74101-0640

12.2 Change of Address. Each party may change its address for notice by

giving notice of the change.
ARTICLE X111
RULES AND REGULATIONS
This Agreement is subject to all present and future valid laws, orders,

rules and regulations of the United States, the State of Alaska, and any duly

constituted agency thereof.
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ARTICLE XI1Y
SOVEREIGN POWER OF THE STATE

This Agreement and its covenants shall not be interpreted as a limit on
the exercise by the State of Alaska of any of its sovereign or regulatory
powers, whether confe 1 on the State by constitution, statute or regulation,
including but not limited to, |Its regulatory fyower over the Leases. The
exercise by the State of Alaska of any sovereign or regulatory power will not
operate or be deemed to enlarge any rights of Purchaser or to limit or impair
any obligations or liability of Purchaser under t"-ds Agreement, except for
state statutes enacted after the effective date of uiis Agreement which have a
direct and significant adverse effect on the ability of Purchaser to perform
an obligation wunder this Agreement other than the obligations to accept,

dispose, and pay for Royalty 011 tendered under this Agreement.

ARTICLE XY
SECURITY

Thirty (30) days -prior to the Date of First Delivery, Purchaser shall
cause to be furnished to Seller evidence that an irrevocable stand-by letter
of credit for the benefit of Seller effective by Date of Delivery, will be
issued by a statf or national banking institution of the United States which
is a member of the Federal Deposit Insurance Corporation and has an aggregate
capital and surplus of not less than One Hundred Million Dollars
($100,000,000), or other banking institution acceptable to Seller in its sole
discretion. The principal face amount of the letter of credit shall initially
be Five Million, Three Hundred Sixteen Thousand Dollars ($5,316,000). The
letter of credit shall be substantially in a form satisfactory to the
Commissioner, but in any event shall not require any documents to be submitted
in support of drafts drawn against this letter of credit other than the
certified statement of the Conrnissioner or her designee and the Attorney
General of the State of Alaska or his designee that Purchaser is liable to
Stiller for a sum equal to the amount of such draft, and that that sum is due
and payable in full and has not been timely paid. In the event that Seller

should have reasonable grounds for asserting any claims against Purchaser
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under this Agreement and does assert those claims In an aggregate amount 1n
vilest of the aggregate principal face amount of the letter of credit then In
effect, Purchaser shall wupon Seller®s request (whether or not Purchaser may
deny, reject or otherwise resist such claims) cause the principal face amount
of the letter of credit to be Increased by an amount equal to the excess. The
principal face amount of the letter of credit shall also be automatically
increased by Purchaser without request from Seller whenever the face amount 1s
less than the expected Purchase Price of sixty (60) days of 0Oil tendered under
this Agreement, to an amount equal to the expected Pu hase Price of sixty
(60) days of Oil tendered. The principal face amount of the letter of credit
may be decreased by Purchaser upon approval of Seller (which approval will not
be unreasonably withheld) if the face amount is more than the expected
Purchase Price of sixty (60) days of Royalty O0il tendered under this
Agreement, to an amount equ"il to the expected Purchase Price of sixty (60)
days of Royalty Oil tendered. The Commissioner may accept such other or
additional security as she, 1in her sole discretion, considers adequate to

protect Seller.

ARTICLE XVI
PREFERENTIAL HIRING AND NON-OISCRIMINATION

Rur.dWLSEc™a.gnees.;. hirerandremploy- Alaslear residents: andrAtasJcascompani es
tofrthfcWftaitrtheyKrarsKavadTaiylIF, "- wtT-Tfngr-asmk qualified for--aTT"Worir performed
im rATaste~tha”i-s«rpei”orme”unde”oiv-t "n«K:onnectiorrwitlv«Uvis<-agreemenl*. As
used In this agreement "Alaska residem"™ means an individual who has resided
in the State for one year at the time of hiring or employment and "Alaska
companies" means those companies who are incorporated in the State of Alaska

or whose principal place of business is in Alaska.

If this provision 1is determined to be wunconstitutional by a court of
competent jurisdiction, then Ptn”aseirr-agrefrttr* irtrer-raiTtb:empToy*1Alaska
re&vdenty”amt”ATaskag-companies ™ tar mithe eextentr®such--preferential- hiring 1is

detenained™trr be~constitutional >
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ARTICLE XYI1I
APPLICABLE LAW

17.1 Alaska Law. Tin"s Agreement shall be governed by and construed In
accordance with the laws of the State of Alaska, excluding any conflict-of-law

rule or principle which might refer such construction to the laws of another

state or country.

17.2 Submission to Jurisdiction. Any le«al action or proceeding arising
out of or relating to this Agreement or for the enforcement of the covenants
or obligation of either party must be instituted in a State court of general
jurisdiction sitting in the State of Alaska, and Purchaser hereby irrevocably

submits to the jurisdiction of that court in any such action or proceeding.

ARTICLE XYII1
WARRANTIES

The purchase and sale of Royalty Oil under this Agreement is subject only
to the warranties of Seller expressly set forth in this Agreement and Seller

disclaims and Purchaser waives all other warranties, expressed or implied in

law, whatsoever.

ARTICLE XIX
ANENDFCNT

This Agreement may be supplemented, amended or modified at any time, but
only by written instrument duly executed by the parties to this Agreement.
Any material amendment to the contract which appreciably reduces the

consideration received by the State requires prior approval of the Legislature

of the State of Alaska.
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ARTICLE XX
SUCCESSORS AND ASSIGNS

Nck8ssPKgnmefrrr'pTedd”or-~encumbrance- ai” this-. Agreement shaib be- made* tty
etther.:party wfthourTf rsf~obtai rri-ngr.the- w rftterrrGonsemr"df the®otherrparty?
The Commissioner may “rant such consent on behalf of the Seller. The
Conrnissioner shall have sole and complete discretion in granting, or denying a
proposed assignment, pledge or encumbrance. Subject to the above requirements
in this Article, this Agreement will be binding upon and inure to the benefit
of each of the parties and its successors and permitted assignees. In
addition, if Purchaser gain* or acquires a controlling interest in an entity
which has an agreement with Seller for the sale of Royalty Oil (“Other
Agreement™), then Seller, at its option and on one year"s notice, may require
Purchaser to terminate either this Agreement or the Other Agreement. The
choice of which Agreement to terminate will be Purchaser®s. Purchaser may
request that Seller waive this option 1n advance of Purchaser gaining a
controlling interest in an entity which has an agreement with Seller for the
sale of Royalty O011. The Conrnissioner has sole and complete discretion in

granting or denying the requested waiver.

ARTICLE XXI
HEADINGS

Headings used in this Agreement are for convenience only and shall not

affect the construction of this Agreement.

ARTICLE XXI1
RECORDS

22.1 Preservation of Records. Purchaser will preserve and maintain
books, accounts, and records relating to or arising out of the performance of
this Agreement, including but not limited to the purchase or sale of Royalty
011 and its refined products, for a period of six (6) years. Purchaser will

also maintain and preserve all similar books, accounts, and records of which

5.

all



It has possession belonging to those third parties with whom It contracts for
the performance of various parts of thisAgreement. Neither Purchaser nor
Seller shall be required to retain any records for more than six (6) years
unless retention of such records Is specifically required by applicable law or
regulation. Purchaser shall either maintain its records within the State of
Alaska or make such records available to Seller at Purchaser®s principal
office iri the State of Alaska within thirty (30) days after written request by

Seller.

22.2 Inspection of Records of Parties. Purchaser and Selle- will accord
to each other and to their authorized agents, attorneys, and auditors during
reasonable business hours access to any and all property, records, books,
documents, and indexes directly relating to Purchaser®s or Seller's
performance of this Agreement and which are under the control of the party
from which access is desired so that the other party may inspect, photograph
and make copies of that property, records,books, documents and indexes. In
no event, however, shall Seller be required to disclose any information, data,
or records which are required to be held confidential by state law or
regulation. If the information obtained by Seller may be held confidential
under state or federal law or regulation, Purchaser may request that that

information be held confidential by Seller.

ARTICLE XXI11
INTERPRETATION OF TERMS AND CONDITIONS,

In the -event that there is a disagreement about the meaning or
application of a word, term, or condition in this Agreement, Purchaser will
present the arguments supporting Its view in writing to the Commissioner for
her consideration. The Commissioner will subsequently, within a reasonable
time, |Issue a finding on the meaning or application of the disputed word,
term, or condition, setting forth the basis for her conclusions. Purchaser
agrees to accept findings by the Commissioner under this Article as long as
there is substantial evidence supporting the Conmissioner"s findings. None of
the above shall empower the Conrnissioner to set the price of the 0il should

such price become subject to renegotiation pursuant to Section 2.3.
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DATED this 8th day of February 1985.

SELLER: THE STATE OF ALASKA

Commissioner,
Department of Natural Resources

PURCHASER: GOLDEN YALLEY ELECTRIC ASSOCIATION, INC.

By -
MIchael P. Kelly
General Manager
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EXHIBIT A

THIS AGREEMENT is entered into this 8th day of February, 1985 by and
between the State of Alaska (State), and MAPCO PETROLEUM 1Inc. (MAPCO), arrd
Golden Valley Electric Association, Inc. (GVEA).

ARTICLE 1
DEFINITIONS

As used in this Agreement, the following terms shall have the following

meani ngs:

1.1 "MAPCO"™ includes MAPCO PETROLEUM Inc. and its predecessors in
interest, MAPCO Alaska Inc. and Earth Resources Company of Alaska, including

the North Pole Refining Division of Earth Resources Company of Alaska.

1.2 "GVEA Royalty O0il Contract"™ means the Agreement 1"or the Sale and
Purchase of Royalty 0Oil dated February 8, 1985 between the State and Golden
Valley Electric Association Inc. (GVEA).

1.3 "Assignment" means the Assignment and Product Sales Agreement between
MAPCO and GVEA executed May 27, 1980. That Assignment provides for the
assignment to MAPCO of GVEA"s rights under the GVEA Royalty Oil Contract in

exchange for GVEA paying MAPCO a reduced processing fee for turbine fuel.

1.4 "Petroleum Products Agreement" means the 4”,rod4«wniE#"duclis-Agreement*
e-tweenr3vClA-r-HTRA"™M"IAPS 0 - " s " xerotedThat Petroleum Products
Agreement provides for MAPCO"s sale of processed turbine fuel to GVEA at a

pricr Dased on MAPCO"s net acquisition cost for ANS crude plus a fixed margin.



ARTICLE 11
APPROVAL OF ASSIGNF-ENT

The State consents to the Assignment end to the Petroleum Products
Agreement in their present forms as modified by the terms of this Agreement,-
to include amending the term of said agreements to run as long as MAPCO
receives Royalty Oil 1in the quantities specified under the GVEA Royalty Oil
Contract. MAPCO and GVEA agree to notify the State ofany modifications to
those agreements; provided, that changes 1in price do not constitute a
modification so long as the actual pricing mechanism (ascompared to the price
itself) contained in the Assignment is notchanged and the price charged GVEA
for fuel sunder the Assignment remains equal to or less than the price that
would then be in effect calculated under the pricing mechanism contained in
the Assignment. MAPCO agrees that modifications to the Assignment (or to the
quality, price, or escalation provisions of the Petroleum Products Agreement)
which materially reduce GVEA"s benefits will give the State the right, 1in its
discretion, to terminate the GVEA Royalty Oil Contract and/or the State's

approval of the Assignment.

ARTICLE 111
DESIGNATION OF ROYALTY OIL VOLUMES

The Assignment states that #MAr*-«?2fftiMleTt M esignatfi="e**juinErjof
Roy.alty”013” at-~VIAMVIL-1N  ke-4indffr V&A *Royal ty~iJ-Go~icact. However,
GVEA can only reduce the quantity of Royalty Oil it takes under the GVEA
Royalty Oil Contract by giving the State nine (9) Months written notice. In
consideration of these facts MAPCO agrees that it will give GVEA nine (9)
Months® written notice before exercising any rights it may have to decrease
the amount of Royalty Oil it requires GVEA to designate under the GVEA Royalty
Oil Contract, which nine (9) Month notice will be concurrent with the nine (9)
Months®" written notice GVEA gives the State (which notice GVEA agrees to give
the State immediately upon receipt of any such notice from MAPCO).



