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REVISED FINANCIAL ANALYSIS HB 287

Maximum 
Bbls. Per 

Day

Product 
Gal. Per 

Bbl.

Product 
Gal. Per Day 
(5,000 Bbl.)

Estimated
MAPCP

Markup

Estimated 
MAPOO Daily 

Gross Profit

Estimated 
MAPOO Annual 
Gross Profit

Revised Original Revised Original Revi sed Original Revised Original Revised Orginal

GV Turbine Fuel 5,000 5.25 5.25 26,250 26,250 $0,017 $0.09 $ 446.25 $ 2,362.50 $ 162,881 $ 862,313

Other Products 5,000 9.45 11.18 47,250 55,900 $0.23** $0.26 $10,867.50 $14,534.00 $3,966,638 $5,304,910

TOTALS 14.7 16.43 73,500 82,150 $11,313.75 $16,896.50 $4,129,519 $6,167,223

More Accurate Data 
"Revised" 4/12/85

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.

** Based on current posted n ck prices.



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

POUCH V 
JUNEAU . ALASKA 998 

(907) 465-4941

H o u s e  S p e c ia l  C o m m it t e e  o n  O il  a n d  G a s

A p r i l  4, 1985

C o m m i s s i o n e r  E s t h e r  W u n n i c k e  
D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  
P o u c h  M
Juneau, A l a s k a  9 9 8 1 1  

D e a r  C o m m i s s i o n e r  W u n n i c k e :

The H o u s e  S p e c i a l  C o m m i t t e e  on Oil a n d  Gas r e q u e s t s  that 
the D e p a r t m e n t  of  Natuj.'al R e s o u r c e s  a m e n d  the r o y a l t y  o i l  c o n t r a c t  
w i t h  the G o l d e n  V a l l e y  E l e c t r i c  A s s o c i a t i o n  (GVEA) d a t e d  F e b r u a r y  
8, 1985, so that the c o n t r a c t  w i l l  e x t e n d  for a p e r i o d  of  one 
year, r a t h e r  th a n  for ten y e a r s  as is p r e s e n t l y  w r i t t e n .

This r e q u e s t  is b a s e d  on the c o m m i t t e e’s d e s i r e  to m a i n t a i n  
the f i n a n c i a l  b e n e f i t  to G V E A ' s  c o n s u m e r s  that w o u l d  be r e a l i z e d  
f r o m  this c o n t ract, and the c o m m i t t e e ' s  c o i n c i d e n t  b e l i e f  that it 
is p o s s i b l e  for this c o n t r a c t  to be r e n e g o t i a t e d  in a m a n n e r  that 
w i l l  be f a r  m o r e  f a v o r a b l e  to these same con s u m e r s .

It is t h e r e f o r e  the i n t e n t  o f  this c o m m i t t e e  th a t  p a s s a g e  
a n d  r a t i f i c a t i o n  of CS H B  287 is p r e m i s e d  u p o n  the c o n d i t i o n  that 
this a m e n d m e n t  be m a d e  to the F e b r u a r y  8, 1985 contract.

R e p r e s e n t a t i v e  M i k e  Davis 
C h a i r m a n
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, BILL SHEFFIELD, GOVERNOR
ml * .' ... ..m - . .

DEPARTMENT OF NATURAE RESOURCES
p o u c h  n h *

IW IVOH O f  O H .  A N D  Q A S  AKCHORAQE. ALASKA 90610

- April 4, 1985 {

Marco PignaJJberi 
Alaska State Legislature 
Pouch V (MS 3100) .
Juneau, Alaska 99811

Dear Mr* PIgnalberi:

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 
CiVEA’s 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 I9B3 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 fc irrels) 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 per day 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 GVEA’s 
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 to GVEA can be calculated as follows:

January 1 - July 31 9 2,055 bpd X 212 days ■ 435,650
Auoust 1 - December 31 9 5,000 bpd X 153 days = 765,000 
Total barrels irTOS5ff

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

■s



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 I can help you with please do not hesitate to ask

DWo/skt/3443s
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EXHIBIT B

A t t a c h e d  t o  a n d  H a d e  a P a r t  o f  t h a  R o y a l t y  o i l

S a l e s  A g r e e m e n t  d a t a d  _______________________________________________________________ ,  1 9 1 1 ,
" *

B e tw e e n  g o l d e n  v a i l e d  e l e c t r i c  a s s o c i a t i o n ,  i n c . ,  a n  

A l a s k a n  N o n - p r o f i t  C o r p o r a t i o n ,  " B u y e r " ,  a n d  t h a  C o m m is s io n e r  

o f  N a t u r a l  R e s o u r c e s  o f  THE  St a t e  OF A L A S K A , a c t i n g  p u r s u a n t  

t o  AS 3 3 . 0 5 . 1 8 3 ( d ) ,  " S a i l e r " ,  W i t h  R e s p e c t  t o  C e r t a i n  R o y a l t y  

O i l  O w n e d  a n d  T a k e n  I n - K i n d  b y  S e l l e r  U n d e r  t h e  L e a s e s  

D e s c r i b e d  i n  E x h i b i t  " A " , C o v e r i n g  L a n d s  i n  t h e  S t a t e  o f  

A l a s k a  a n d  F o l l o w i n g  t h e  H e r e i n  D e s c r i b e d  S c h e d u le  o f  

D e l i v e r y  o f  C r u d e  O i l ,

SC HEDULE OF 

D E L IV E R y  OF CRUDE O IL

F r o m

D e c e m b e r

DATES 

1 5 ,  1 5 7 7

TO

.D e c e m b e r 1 5 , 1 9 7 8

( b b l a / d a y )

2 0 0 0

q u A N T IT V  

( B u t  n o t  t o  

e x c e e d  o n  a n  

a n n u a l  b a s i s  

5 0 0 ,0 0 0

D e c e m b e r I S , 1 9 7 8 D e c e m b e r I S , 1 9 7 9 3 0 0 0 7 5 0 ,0 0 0

D e c e m b e r I S , 1 9 7 9 D e c e m b e r 1 5 , 1 9 8 0 3 0 0 0 7 5 6',"OTOE'S

D e c e m b e r 1 5 , 1 9 8 0 D e c e m b e r 1 5 , 1 9 8 1 3 0 0 0  V 7 5 0 ,0 0 0

D e c e m b e r 1 5 , 1 9 8 1 D e c e m b e r 1 5 , 1 9 8 7 . 5 0 0 0 1 , 2 0 0 , 0 0 0

D e c e m b e r 1 5 , 1 9 8 2 D e c e m b e r 1 5 , 1 9 8 3 ‘ 5 0 0 0 1 , 2 0 0 , 0 0 0

• * i n  b a r r e l s

mrna



3 L D H N  V A L L E V  E L B C 7 P 1 C  A S B P C I A T t a N  HVC, B o x  1 2 4 3 .  r V r b a n k s ,  A la s k a  S S 7 0 / ? F b o n i i  S 0 7 - 4 S 2 - H 5 1

December 3, 1980

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

Dear Commissioner LeResche:

$1 
.•* .’11

.A

t
Pursuant to the conditions and t e r m s‘jot GVEA's agreement 
with the State of A l a s k a  dated A p r i l a p ,  1977 and as 
amended thereafter, GVEA gives nottidfifrto tha State of 
intent to take receipt of 2,055 .barrjjlB 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 
unless notice is given b y  GVEA to t l  '

This amount represents G V E A’s total‘J 
of roya l t y  crude at this time.

ly b a  further amended 
jontrary.

iuali2ad allotment
I w o u l d  like to request that the Sta 
months notification provision to theffiuc 
the power of the State to do so. •

‘waive tha seven 
tent that it i9 in'

power 

V e r y  truly yours,

R.. L. H u f m a n  
General Manager



3LDBN V A LLEV  E L C C T fllC  A S S O C IA T IO N  H\JC. Box 1249, r •i'rtjsnko, A laska  9270/t P h o n a  907-452-1131

December 3, 1980

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

Dear Commissioner LeResche:
;'5

Pursuant to the conditions and terms 
with the State of Ala s k a  dated April] 
amended thereafter, GVEA gives notidl 
intent to take receipt of 2,055 barrj 
royalty crude, an amount equal to l.-i 
crude. This notification shall contl 
p iration date of our agreement as it* 
unless notice is given b y  GVEA to tl ’

This amount represents G V E A’s totaVj] 
of roya l t y  crude at this time.

I w o u l d  like to request that the Sta 
months notification provision to the 
the power of the State to do so.

f’L ’
'GVEA’s agreement 
1977 and as 

jjto the State of 
Ss per day of ANS 
. i% of State royalty 
IfLe until tha ex- 
S y  b e  further amended 
ontrary.

iuali2ad allotment

V e r y  truly yours,

waive the seven 
„ , tent that it is in •

h

R..Li Hufm a n  
General Manager

RLH:es

H ;
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Hxt x ioM o l Ktixy(knar*! Hau^ai <k>ld«a Vailwy XXMtrls A ifiM iatioa , sac.fcgn 1244
x x  . m ?  . ;, ••

*

D#ar Hr, Ko lly i ‘I
ThaA k  jw  fo r your lafctar ooasi nvl hfr * runawti o f your roya lty  o i l  ratra<re» |.
1 w i ll support arfundia? y^ x p m  wit contract fo r S/OQO b/d, fo r  at U u t  w  Additional f i t *  y « r i ,  I k* w illing toCoaniidar i  ti»a paxiod i f  ywi o «  **** ** *d*qfu*ta;»hovinuj o f tha &oad, fo r tb* low $ .W «a ittt« a t. * ** t t to  ^w illia s  to raem t tha 1,2 * i 11left barru l annual I t o i t  whioh ex ia ii la  your pr**aat oofitraot.
2 usd<ur*t*hd that Har* Hittew o f ay a ta ff h*a provided you with a ©epy o f  o*». at«dard  fo ra eantraht, P lo w  fa a l fraato 4JU«um  PMtirfwlar pw rla ioad e$'th* contract with M i li t a n t  Afcteraoy OftSftMlvBebart Kaynard, whO' oaa .bo raiakad at 465- 3400, r «  bitTf had a ehiaea to raviww tha ooutract, I  •would ro M M M  that you diacuaa i t  with «r, Hayward ead Mr, w tttc#,"ate** thara ix i  p rov iiica i o f tha *ta« u r d fon tnot ba appropriate fo r  gvsa,
wa would ? U a to f in a li ia  a contract i t  tin * fo r a u ia it ta l to Aha Royalty n^ard (i+a AJ, 36,04) :by saptoabar, and to tha- hogialatura fo r  fchatr r n i ’aw in January 1344, z u&darataad that ycv would XiXa to wort out a kaok-up arraag«»*at, to prarani ax interruption of your ta iih ? in tha period im ad la ta ly  gdllcvta? axpiratioo o f your praaaifcj'ooatriort 1a Ju ly 1354,H4 w i ll try  to *wh out p rcviiiona [to aooowpliah tha t, and I  foraaaa no aario-'w prcbie** in do ii$ : ao.

1.4
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K icbw l ?, XaUy

w* are purataiaj a vxaatraot renewal tx&cihl* benefit* that will b* provJ who will pay la u  for power with ttt ratheias ftata raruAwaa, X VCtt5' aj written doevrataticn of tb* fuel cn to oujfcan&f <4 a result of tha in tur edaiaiatrativ* raeocd,
if* hawo initiated tha work &«m iii In your taking uadar tha existtag you have rp^uaatod, • ••
Plats* faai Sroa to cos tact m , o r  
$u«fltioaa,
PirtOsroly,

/  ' *  '
^ I  i,/(< /*•■■• t- <:'< + *

Esther C* ttuaaicka 
Cccaiasi&har

*5*11 T, 1383

Lth crvXX baoaoae o£ thato  your eoitowurs,
> tract,- v i  tbout l is t*  your p rorid ia* 

»gra that you w i l l  p a n  i'tracfc/ to r in c lu s io n

a c c o m p l i s h  a s  i a c r e a a *

to $ >000 b/d, is

citnff, i f  you turra.'ajay

cot Royalty soard 
R o b e r t  M a y u t r d  
x a y  g r o w n



TESTIMONY 

BY DIRECTOR, DIVLc ~;N OF OIL 4 GAS

TO HOUSE RESOURCES COMMITTEE 4 HOUSE SPECIAL COMMITTEE ON 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 sell about 2.6% of the state's daily royalty

oil from ■ 'rudhoe 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

I



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 o:? 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 Oil 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.

2



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 n ew 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 o n  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, "■'85.

Intermittent negotiations were held o n  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

3



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, I 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 o n  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, I 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

•4



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 I 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 $ . 1 0  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.

L



As I 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 i s  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. A s  can 

be seen i n  the report and the responses of Mapco and Tesoro to that 

document, the profititility o f  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

7



Mapco, may have had access to such data. This ’rmation 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 , IS'83).

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 i n  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 o f  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. I 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, I believe this contract complies with ^11 requirements of 

the statute and the regulations, and that i t  is consistent with the 

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

F or these reasons, the administration supports the contract and we urge 

your approval of hB 287.

S a m  Murray, a petroleum economist o n  my staff, is standing by in Anchorage

/



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

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, I'm Kay Brown, Director 

of the Division of Oil and Gas for the Alaska Department: of 

Natural Resources.

Several issues and questions were raised at the hearing yesterday, 

and I'd like to provide the committee with some additional 

information on those points.

Many of t the 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 b r i e f l y  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 is obligated to maximize benefits to 

the citizens in a negotiated sale.



The price received is 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 is 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.

•
\

Benefits to GVEA

GVEA's benefits come not from a reduced sale price, but from the 

•reduced 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 is 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 GVEA‘s 

-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 

if it did not receive royalty oil on assignment from GVEA, For 

example, the January, 1985 Pump Station 1 in-value price is

$16.90. Thus Mapco's Pump 1 price would be $17.20. By way of

comparison, Pump 1 prices in January were reported as $18.13 for 

British .Petroleum, $17.16 for nhi11ips and $16.95 for Sohio.
i

Thus, it is not clear that Mapco would pay less for State royalty

oil than it 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 fe' . 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 coi oetitive 

advantage comes from Mapco's own royalty oil contract, which 

contains terms significantly more attractive than those found in 

Alaska's other royalty oil contracts, and from Mapco's

geographical location, which insulates it from the competition of

other refiners.

Since the information available to DNR concerning Mapco's

profitability must by statute be held confidential, I would

suggest that your specific questions about the relationship

between GVEA and Mapco, and about Mapco's profits from this sale,

be addressed to either GVEA or Mapco.
\

I'd like to correct one number that I gave to the committee 

yesterday. The amount of return oil barrels from the GVEA 

■contract is roughly 3,300 bpd, rather than 1,500 to 1,600 bpd,

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



FINANCIAL ANALYS IS  HB 287

Bbl s .  per Ga l .  Per Ga l .  Per Day MAPCO MAPCO da i l y MAPCO Annua l
Day Bbl . (5000 B b l . ) Markup G r o s s  Profit G ro s s  Profi t

Turb i ne  Fue l 5,000 5.25 26,250 $0.09 $2 ,362.50 $862,312.50
D i e s e l / h e a t i n g 5,000 11.18 55,900 $0.26 $14 ,534 .00 $5 ,304 ,910 .00

T o t a l s 02,150 $16 ,896.50 $6 ,167 ,222 .50

G . P .  T u r b i n e / p e r  bbl 0.4725
G . P .  D i e s e l / h e a t i n g 2.9068 GVEA E s t ima t e d  Sav i ng s $550,000.00
Tot a l  G . P .  p er  b b l / c r u d e 3.3793

% of profi t to GVEA 8. 92*
Crude  bbl per  day 5,000

G . P .  per  day  ( t o t a l ) $16 ,896 .50

i



POUCH V 
JU NEAU . ALASKA 99811 

(907J 465-4941

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. leoislature 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 Oil

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.

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

H o u s e  S p e c ia l  C o m m it t e e  o n  O il  a n d  G as



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 to 12.5% 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 / i x e d  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. 

T esoro'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 t a t e  o f  A l a s k a

POUCH V 
JU NEAU , ALASKA 99811 

(907) 485-4941

H o u se  S p e c i a l  C o m m it t e e  o n  O il  a n d  G as

To: Rep. Mike Davis, Chai r m a n

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 t h e  sale of 625+ b/d of industrial t u r bine fuel 

from MAPCO to GVEA at a discounted price. This discounted fuel represents 

approximately one-third o f  G V E A ,c= 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 is passed through to GVEA's m e m b e r s  as a 

1.57% savings on their electric costs. This consumer benefit satisfies 

the best-interest requirement set forth in AS 38, and this s e rves as the 

basis and justification for the state to sell royalty oil to GVEA.

Direct consumer b e n efit is an extremely important aspect o f  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 G V E A  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 . Value of royalty oil taken in-kind v. in-value

1. Contract Terms

Duration: Ten years. T he Dresent GVEA contract is for a 7 - y e a r  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 P r u d h o e  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 b e  made available to GVEA as turbine fuel at a discounted 
price, GVEA will receive 625 b/d of this fuel in 1985, and 2 7 0  b/d in 1994.



Premiums: 300 per barrel. This is the same as the premium n e g o t i a t e d

with Chevron last year. P r e m i u m s  on competitive bid sales s i g n ificantly 

exceed those on negotiated sales, however, as evidenced by a v e r a g e  premiums 
of 510, 690, and 840 on t h e  three Prudhoe Bay and Kuparuk c a t e g o r i e s  offered 

in the December, 1984 c o m p e t i t i v e  bid sale.

2. Three-Year C a n c e l l a t i o n  Clause

The extreme length o f  notice required for GVEA to cancel i t s  agreement 

with MAPCO, in concert w i t h  GVEA's being liable for Amerada H e s s  adjustments 

on all turbine fuel p u r c h a s e d  under this agreement if the a g r e e m e n t  is 

cancelled, is a very s t r o n g  disincentive against breaking the a g r e e m e n t  

with MAPCO. A three-year cancellation clause effectively locks out GVEA's 

ability to negotiate a b e t t e r  deal on its energy purchases s h o u l d  favorable 

opportunities arise.

3. Agreement For th e  State to Not Purchase Royalty Oil

Based on MAPCO's agreei jnt to be responsible for Amerada H e s s  adjustments, 

the state has agreed to not exercise its option to purchase r e t u r n  oil 

as long as MAPCO receives 7 jyalty oil under the GVEA contract. It is worth 

noting that the state d o e s  not have a ) opportunity to purchase r e t u r n  oil 

under the MAPCO contract, although this option does exist with b o t h  the 

Tesoro and Chevron c o n t r a c t s  negotiated last year.

Return (or residual) oil is returned by MAPCO to the T r a ns-Alaska 

Pipeline at Fairbanks, a n d  is then reclaimed by MAPCO as whole c r u d e  oil 

at Valdez. MAPCO may t h e n  exchange this oil for crude oil from t h e  North 

Slope, thereby repeating t h e  process of receiving, refining, returning, 

and exchanging oil. As a penalty for returning lower-quality o i l  into 

the pipeline, MAPCO pays a qiality bank cifferential of 100 per API degree 

loss. At a 7 degree q u a l i t y  loss, MAPCO vould pay a penalty o f  7 C 0  per 
barrel.

4. Amerada Hess A d j u s t m e n t  Liabilities

GVEA is liable for A m e r a d a  Hess adjustments on the turbine fuel received 

under the agreement with M A P C O  for a 12-month period immediately prior 

to final resolution of A m e r a d a  Hess litigation. At an Amerada H e s s  adjustment 

figure of $2 per barrel, a n d  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 a t  the 
high-volume end of the contract. As mentioned above, GVEA will b e  liable 
for all Amerada Hess a d j u s t m e n t s  on turbine fuel received under this agreement 
if the utility cancels i t s  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 a n d  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 9 0 / g a l . (froin assignment agreement with 

MAPCO) and jet and diesel/heating oil at about 'ied/gal. (from A laska Petroleum 

Product Pricing). This implies an annual gross profit of about $1,800,000 

based on 1469 b/d at a m a r k-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 . Value of Royalty Oil Taken In-Kind v. In-Value

The difference in n et value between oil taken in-kind and that taken 

in-value is based upon t h e  premium and the extent (if any) to wh i c h  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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B a c k g r o u n d  In f o r m a 4-ion on S B  2 3 2 / H B  287 
O v e r v i e w  of p r o p o s e d  G V E A  l o n g - t e r m  c o n t r a c t  

d a t e d  F e b r u a r y  8, 1985

P r i c e  - M o n t h l y  v o l u m e - w e i g h t e d  a v e r a g e  o f  p r o d u c e r ' s  
c u r r e n t  r e p o r t e d  n e t b a c k  p r i c e s ,  p l u s  f i e l d  costs, p l u s  
a d j u s t m e n t s  for the f i nal o u t c o m e  o f  the A m e r a d a  H e s s  
l i t i g a t i o n ,  p l u s  a $.30 p r e m i u m ,  w i t h  a p r i c e  r e o p e n e r  
in J u l y  1987, a n d  e v e r y  two y e a r s  t h e r e a f t e r .

T e r m  - D e l i v e r y  of oil c o m m e n c e s  f o u r  m o n t h s  a f t e r  
a p p r o v a l  b y  the G o v e r n o r  and the L e g i s l a t u r e  (unless 
the S t a t e  sets an e a r l i e r  date) a n d  t e r m i n a t e s  on 
J u n e  30, 1995.

Q u a n t i t y  - 2 . 6 6 6 7 %  of the S t a t e ' s  d a i l y  p r o d u c t i o n  of 
r o y a l t y  o i l  f r o m  the P r u d h o e  B a y  U n i t  ( a p p r o x i m a t e l y  
5 , 000 b p d ) .

P o i n t  o f  D e l i v e r y  - C u s t o d y  t r a n s f e r  m e t e r s  in t o  the 
T r a n s  A l a s k a  P i p e l i n e  s y s t e m  at P r u d h o e  Bay.

I n - S t a t e  Use - W h e n  the D e p a r t m e n t  e x e c u t e s  the 
a g r e e m e n t ,  ft w i l l  a l s o  e x e c u t e  an a g r e e m e n t  w i t h  G V E A  
a n d  M A P C O  a p p r o v i n g  G V E A ' s  a s s i g n m e n t  of its r o y a l t y  
o i l  to M A P C O .  S h o u l d  the M A P C O / G V E A  r e l a t i o n s h i p  be 
t e r m i n a t e d ,  G V E A ' s  c o n t i n u e d  r e c e i p t  of  r o y a l t y  oil 
w o u l d  be c o n d i t i o n e d  u p o n  G V E A  a r r a n g i n g  a n e w  m e a n s  of 
u s i n g  r o y a l t y  oil to p r o v i d e  G V E A  c o n s u m e r s  e l e c t r i c i t y  
at  a c o s t  l o w e r  t h a n  o t h e r w i s e  p o s s i b l e .

S e c u r i t y  - G V E A  w i l l  p r o v i d e  a l e t t e r  of  c r e d i t  to the 
S t a t e  in the a m o u n t  of $ 5 , 3 1 6 , 0 0 0 ,  w h i c h  is e q u i v a l e n t  
to  a p p r o x i m a t e l y  60 days' w o r t h  o f  oil\

S t a n d a r d  C o n t r a c t  T erms - T h e  c o n t r a c t  w i l l  c o n t a i n  all 
a p p r o p r i a t e  s t a n d a r d  S t a t e  c o n t r a c t  terms.

E x h i b i t  A  - T h e  p r o p o s e d  l o n g - t e r m  c o n t r a c t  c o n t a i n s  as 
E x h i b i t  A  an a g r e e m e n t  s i g n e d  by  t h e  State, GVEA, arid 
M A P C O .  E x h i b i t  A  r e c o g n i z e s  e x i s t i n g  a g r e e m e n t s  
b e t w e e n  G V E A  a n d  MAPCO, u n d e r  w h i c h  M A P C O  t a k e s  G V E A ' s  
r o y a l t y  oil, r e f i n e s  it a n d  s e l l s  t h e  r e s u l t i n g  t u r b i n e  
fuel to G V EA. In E x h i b i t  A, the S t a t e  c o n s e n t s  to 
t h o s e  a g r e e m e n t s  so long as t h e y  are n e t  m o d i f i e d  to 
r e d u c e  t h e  b e n e f i t s  to G V E A ' s  c o n s u m e r s .  E x h i b i t  A  
a l s o  p r o v i d e s  t h a t  M A P C O  w i l l  p a y  a n y  A m e r a d a  He s s  
a d j u s t m e n t s  o n  the r o y a l t y  o i l  t u r b i n e  fuel it s e l l s  to 
GVEA, e x c e p t  t h a t  1) G V E A  w i l l  p a y  Timerada H e s s  a d j u s t­
m e n t s  on the last 12 m o n t h s  of  t u r b i n e  fuel p u r c h a s e s  
p r i o r  to r e s o l u t i o n  of A m e r a d a  H e s s, a n d  2) G V E A  w i l l  
p a y  a l l  A m e r a d a  He s s  a d j u s t m e n t s  on t h e  r o y a l t y  oil



tur >ine fuel if it t e r m i n a t e s  t h e  a g r e e m e n t s  or c a u s e s  
the _ t a t e  to t e r m i n a t e  the r o y a l t y  o i l  c o n t r a c t .

R e t u r n  O i l  - T h e  S t a t e  w i l l  h a v e  the o p t i o n  to p u r c h a s e  
a ll r e t u r n  oil p r o d u c e d ,  r e f i n e d  or e x c h a n g e d  u n d e r  the 
c o n t r a c t .  H o w e v e r ,  in e x c h a n g e  for M A P C O ' s  a g r e e m e n t  
to p a y  A m e r a d a  He s s  a d j u s t m e n t s ,  the S t a t e  a g r e e s  not 
to e x e r c i s e  its r e t u r n  o i l  o p t i o n .



March 13, 1985

T h e  H o n o r a b l e  B e n  G r u s s e n d o r f  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V
J u n e a u ,  A K  99811

D e a r  R e p r e s e n t a t i v e  G r u s s e n d o r f :

U n d e r  t h e  a u t h o r i t y  o f  art. Ill, sec. 18, o f  the A l a s k a  
C o n s t i t u t i o n ,  I a m  t r a n s m i t t i n g  a b i l l  t h a t  p r o v i d e s  for 
l e g i s l a t i v e  a p p r o v a l  o f  a r o y a l t y  o i l  contract: b e t w e e n *  the 
s t a t e  a n d  G o l d e n  V a l l e y  E l e c t r i c  A s s o c i a t i o n  for the sale; of 
P r u d h o e  B a y  r o y a l t y  oil. A l s o  t r a n s m i t t e d  w i t h  this b i l l  is 
a c o p y  o f  t h e  r e s o l u t i o n  o f  t h e  A l a s k a  R o y a l t y  Oil a n d  Gas 
D e v e l o p m e n t  A d v i s o r y  B o a r d  r e c o m m e n d i n g  a p p r o v a l  o f  this 
c o n t r a c t ,  a l o n g  w i t h  a l e t t e r  f r o m  the b o a r d  chair m a n .  This 
r e s o l u t i o n  is b e i n g  t r a n s m i t t e d  in a c c o r d a n c e  w i t h  
AS  3 8 . 0 6 . 0 4 0 ( a ) ( 3 )  a n d  AS 3 3 . 0 6 . 0 7 0 ( c ) .

T h i s  c o n t r a c t  is a l s o  d e s c r i b e d  in t h e  f i n d i n g s  i s s u e d  by 
the D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  o n  J a n u a r y  16, 1985.
C o p i e s  o f  t h e s e  f i n d i n g s  h a v e  b e e n  m a d e  a v a i l a b l e  to the 
l e g i s l a t u r e  a n d  t h e  p u b l i c  for r e v iew.

T h i s  c o n t r a c t  is n e i n g  s u b m i t t e d  for l e g i s l a t i v e  a p p r o v a l  
for t w o  r e a s o n s .  First, a l t h o u g h  t h i s  a n d  the p r e v i o u s  
a d m i n i s t r a t i o n  h a v e  c o n s i s t e n t l y  t a k e n  the p o s i t i o n  th a t  the 
s t a t u t o r y  r e q u i r e m e n t  o f  l e g i s l a t i v e  a p p r o v a l  o f  r o y a l t y  oil 
c o n t r a c t s  (AS 3 8 . 06.055) is u n c o n s t i t u t i o n a l ,  as a m a t t e r  of 
c o m i t y  I r e s p e c t  t h e  l e g i s l a t u r e ' s  d e s i r e  to h a v e  a d i r e c t  
v o i c e  in  m a j o r  d i s p o s a l s  o f  r o y a l t y  oil. T h e r e f o r e ,  th i s  
c o n t r a c t  c o n t a i n s  p r o v i s i o n s  r e q u i r i n g  a p p r o v a l  b y  the 
l e g i s l a t u r e  b e f o r e  it b e c o m e s  e f f e c t i v e .  Second, this b i l l  
w o u l d  r a t i f y  t h e  a g r e e m e n t  for sale o f  oil. This r a t i f i­
c a t i o n  w o u l d  c u r e  a n y  p r o c e d u r a l  d e f e c t  t h a t  m a y  have o c c u r­
re d  in t h e  p r o c e s s  o f  e n t e r i n g  in t o  t h i s  c o n t r a c t .  A l t h o u g h  
w e  b e l i e v e  t h a t  a l l  n e c e s s a r y  s t e p s  h a v e  b e e n  taken, the 
s t a t u t e s  a n d  r e g u l a t i o n s  g o v e r n i n g  t h e  d i s p o s a l  of r o y a l t y  
o i l  r e p r e s e n t  o f t e n  c o n f l i c t i n g  d e s i r e s  a n d  g o a l s  —  b o t h  
p r o c e d u r a l  a n d  s u b s t a n t i v e .  F o r  e x a m p l e ,  e v e n  if s t a t u­
t o r i l y  r e q u i r i n g  l e g i s l a t i v e  a p p r o v a l  w e r e  c o n s t i t u t i o n a l ,  
the p r e s e n t  s t a t u t e s  p r o v i d e ,  o n  the o n e  hand, that the 
l e g i s l a t u r e  is to a p p r o v e  the c o n t r a c t  b y  e n a c t i n g
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l e g i s l a t i o n  (AS 3 8 . 0 6 . 0 5 5 ( a ) ) ,  but, on t h e  o t h e r  hand, they 
a l s o  p r o v i d e  t h a t  a r e p o r t  o f  the R o y a l t y  B o a r d  "s h a l l  be 
s u b m i t t e d  for l e g i s l a t i v e  r e v i e w  at the t i m e  a r e s o l u t i o n  
for l e g i s l a t i v e  a p p r o v a l  o f  a p r o p o s e d  d i s p o s i t i o n  of 
r o y a l t y  o i l  a n d  gas is i n t r o d u c e d  in t h e  l e g i s l a t u r e "  
(AS 3 8 . 0 6 . 0 7 0 ( c ) ) .  S i n c e  l e g i s l a t i v e  a p p r o v a l  is r e q u i r e d  
a n y w a y  as a m a t t e r  o f  c o n t r a c t ,  I b e l i e v e  t h a t  it is o n l y  
p r u d e n t  to p r e s e n t  th i s  c o n t r a c t  for l e g i s l a t i v e  a p p r o v a l  
a n d  r a t i f i c a t i o n  at th i s  time.

S i n c e r e l y ,

G o v e r n o r
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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 o f  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), I am forwarding for yo u r  consideration the 
resolution of the Alaska Royalty Oil 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



Fi ndings

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 h e a r inc/in Anchorage,

with telecommunication hookups in Fairbanks, J u n e a u , ' a n d  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 Oil" between the State ô ' 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 #2) for diesel qenerator 

facilities at North Pole and in 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, 1 s listed below:

Refinery fuel 60 BPD
GVEA - turbine fuel 685
Return oil 2786

1469Refined product

JP-4/Jet S 407

# 1 fuel oil -

Jet A 784
#2 fuel oil - 1 0 ° 242#2 fuel oil + 05“ 36

T T O

5000 BPD

The turbine fuel is provided at a discount to GVEA, This accounts for 
approximately one-third of GVEA's dally turbine fuel requirements. 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

-1-



adjustments regarding tha resolution of the Amerada Hess dispute. GVEA 

would be responsible for one-eighth of the Amerada Hess liability accrued 1 n 
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 1s 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 is 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 r e t i r e m e n t s  can he met with additional refined 
products available.



JAN. 14, 1913 STATE Or AJtSXfi

o s w r o e i T  o f  n a tu r a l  r e s o u r c e s

D IV ISION  Or O IL  AND BAS

ESTIMATED POTJCT1GN FOS PRJOHOE SAY AND KIPAKLH RIVER UNITS

ESTIMATED TOTAL PROOUCTICN 
(BARRELS PEI OAY)

ESTIMATED ROYALTY 
(BAFRSLS AES OAY)

ESTIMATED 6^£3 CF SQYCLTY OIL 
(BARRELS PES OAY)

(1) (2) (3) (4) (3) (S) (7)
TOTAL TOTAL TOTPL PRtEHQE KUPfWK TOTAL NAPCO 3VEA GVEA TESORO TESORO OEVRCN COFETtTlVS ROYALTY

YEAR PRUOHE KLPARLK ROYALTY ROYALTY ROYALTY (OLD) (PROPOSED) (OLD) OEU) SPU RVALUE

1954 :.:« .K 9 123,223 1,626,109 187,363 11639 292,301 3160) 1639
•

33,763 18,059 114,733
1923 1,36150) 160,591 1,633,598 1B7,3» 22,339 2ie,090 31591 1663 41599 23,681 18,399 61699 11699
1916 1,53a, eco 153,199 1,631,809 187,529 22, M l 211,50) 35,03) 1099 41999 26,691 18,650 63,050
1987 1,473,52* 163,009 1,63,589 184,373 22. 33) 296,375 31599 4,917 41233 23,367 17,750 78,438
1953 1,21139 299,699 1,323,099 161623 21699 151,623 33,629 4,417 43,633 22,967 1150) 71,708
1539 1,171309 269,299 1,371 099 146,3); 23,231 171,873 31561 1917 36,833 26,367 14,161 62,438
1959 1,533,20) 202,50) 1,239,239 131,231 21021 136,231 33,258 3,336 32,269 19,299 12,609 34,738
1591 730.321 222,299 1,139,683 119,731 23,00) 143,733 31591 1167 29,133 16.467 11,439 48,363
19S2 638,333 209,229 1,630,659 196,233 21299 131,231 31019 2,633 26,565 14,734 19,259 42,417
1933 732,221 216,592 530, e99 53,733 21581 123,733 33,003 1336 21699 1160) 9,050 36,253
1954 532,121 179,699 526,683 31,239 21,233 162,301 31693 2,167 19,933 11,237 7,869 86,232
1593 1712M 143, en 722,299 71,373 13,123 91,091 33,591 3150)
1553 311,209 126,329 633,599 63,739 11029 78,731 21599 41731
1597 *63,32) 129,599 era ov j -OC| W ) 37,599 12,339 71099 23,599 3,90)
1933 *29,239 59,232 319,689 32,339 19,599 62,33) 21609 27,369
1999 333,50) 73,0^ 431 099 47,329 9,373 36,373 21699 21,373
2219 343,229 616M *33,599 *2,339 8,123 53,623 25,681 13,623
2081 339,221 31299 331 £09 37,529 6,373 44,373 21659 9,373
2«e 273,021 33,029 326,899 33,731 6,238 41,691 31599 3,609
2*33 243,321 *9,629 253,029 33,65 . 19)9 31691 31696 6
C2D4 212,281 21239 2*1299 21238 4,373 31,623 30,623
2063 151,22) 21299 293,599 22,339 3.12S 23,625 21623
2026 163,231 21299 lB3,699 21,6(9 3,123 23,123 21123
£297 149,td £9,099 169,989 17,329 2,359 21,6(9 21,531
2283 lie ,229 26,399 13,689 13,733 2,339 16,233 16,230
2299 60,929 15,699 50,590 n,eea 1,231 11,231 11,231
2911 32,299 10,258 69,939 5,£33 1,233 7,321 . 7,369

>OTESj (1) CKS ESTIMATE OF FIELD PERFORMANCE, CCTCJER 1994.

ia svEO's current contract expires .lie 30, 193s.
(3) 3VEVS PROPOSED TEN-YEAR CONTRACT WOULD C3HENCE FOUR WNTO AFTER 

APPROVAL SY THE LSISLflTUSE PHD STVESOR. OLWFTirY IS 2.667X OF 
DAILY PRUDHOE ROYALTY OIL

(4) THSMO’ S CURRENT CONTRACT CALLS FOS A MAXIKK QUANTITY OF 24.3331 
OF DAILY PS-OWE ROYALTY 'JIL LESS COX 1HET ROYPLTY PttWJCTIW.
to  quantity is zlemx in 1594, wo v ia  be 21.22a  sto tuq
JAN. I, (931 THIS CONTRACT VU1 BE INCREASED TO IT? MAXIWI 
QUANTITY 01 GCTCSSR I, 1513 CUE TO CAVCELLATTQ1 OF TO COOK I MET 
CONTRACT 01 TOT DATE. TO CONTRACT EXPIRES JANUARY 19S3.

(31 NOST OF THIS VOLK 1A8CUT 05,503 BPD), W10( IS CURRENTLY BETN8 TAKEN 
•IN VALUE,' HAS SOLD COMPETITIVELY FOR DELIVERY APRIL 1, 1585 THRU SEPT. 
1581 CH OCTCSSR I, 1563 IT IS ANTICIPATED TOT TcSORO V ia COIOCE 
DP ' cRIES LNEER ITS 12/9/83 PSUDHOE CONTRACT, 1*4101 HAS A WIINIt 
QUANTITY OF 13.161 OF DAILY PRUD10E ROYALTY OIL WO EXPIRES JAN. 1, 1991

(6) OEVRCH'S CONTRACT CALLS FOR A NAXIKJN OJWTTTY OF 9.61 CF DAILY PRU0H3E 
ROYALTY OIL THE CONTRACT EXPIRES JANUARY I, 1991

(7) DELIVERIES V ia OrtOCE APRIL 1, 1915 FOR 3*,We BPO CF PRUDHOE BAY 

UNIT .ROYPLTY OIL «ffl 13, WO BOO OF KLPAfiUK RIVER UNIT ROYPLTY OIL 
AND Via CONTINUE FOR CNE-YEAR, PNO SIIHCNTH PERIODS, RESPECTIVELY,
AS A RESULT Or TO DEL It, 1964 COWETITTVE SALE. PRIOR TO TOT 
TIKE THIS OIL RETAINS ’ IN VfiUJE. •

Ihj



STATE OF A U » A
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PAGE 1

DEL 11, 1994

ESTIMATED CONTRACT TOTAL EST. TOTAL DIFFEREMCE

BARRELS LENGTH BARRELS BAGE REALIZED REALIZED

PURCHASER LOT ( PER DAY (IN DAYS) PER CONTRACT PRICE PREMIUM (1) (1) (2)

CATESORY At KUPAUK

CFEVROI • 1 5,999 182.5 912,589 <18.92 <9.82 <18,187,759.99 <894,177.13

UNION § 2 182.5 912,599 <18.92 <9.53 <15,923,125.89 <539,532.13

CHEVRON * 3 182.5 912,589 <18.92 <9.17 <15,594,825.89 <211,152.13

SUBTOTAL is,8oa 2,737,599 • - <47,715,519.99 <t, 554,781.38

HIGHEST PREMIUM BIO: 19.82 AVERAGE PREMIUM BID: <9.51

CATESORY B: PRUDHOE

U.S. OIL 1 S . M 385 1,325,819 <17.92 <1.64 <34,832,899.89 <1,783,655.75

U.S. OIL 2 5,889 385 1,825,899 <17.92 <1.84 <34,842,899.89 <1,783,83.75

OEVRGH * 3 5,389 385 1,825, M 9 <17.92 <1.13 <34,583,759.99 <1,685,495.75

DCVRQN ♦ 4 5,899 365 1,825,999 <17.92 <1.13 <34,563,759.19 <1,885,445.75

OEVRON » 5 5,889 385 1,825,999 <17.92 <1.13 <34,563,759.89 <1,885,445.75

TEXACO ♦ 6 5,899 385 1,825,999 <17.92 <9.84 <33,872,899.19 <973,655.75

TEXACO » 7 5,899 385 1,825,999 <17.92 <9.84 <33,872,819.89 <973,855.75

TEXACO « 8 5,899 385 1,825,899 *57.92 <9.84 <33,872,899.19 <973,655.75

TEXACO * 3 5,889 385 1,825,899 <17. S <9.84 <33,872,899.89 <973,835.75

TEXACO ♦ IB 5,889 385 1,825,899 <17.92 <9.84 <33,872,999.89 <973,655.75

SUBTOTAL 59,899 18,259,899 <342,315,259.99 <13,331,887.59

HIGHEST PREMIUM BID: <1.84 AVENGE PREMIUM BID: <9.84

CATEGORY C: PRUDHOE

CHEVRON ♦ 1 5,899 182.5 912,599 <17.92 <1.83 <17,291,873.99 <842,782.38

TEXACO * 2 5,899 182.5 912,599 *' <17.92 <9.84 <18,928,899.99 <488,827.38

TEXACO ♦ 3 5,889 182.5 912,599 <17.92 <9.84 <18,938,899.89 <488 827.88

TEXACO ♦ 4 5,898 182.5 912,599 <17.92 <9.84 <16,928,899.99 <48L 'Ai’7.88

SOHIO S 5,999 182.5 912,5 M <17.92 <9.51 <16,017,375.81 <388,282.88

SUBTOTAL 25,899 4,562,599 <64,917,259.89 <2,671,389.38

HIGHEST PREMIUM BID: *1.83 AVERAGE PREMIUM BID: <9.89

TOTALS FOR ALL LOTS: 18 98,899 25,559,999 <474,938,899.99 <17,557,978.25

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

(2) 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 P R O  I IK PLUS Tl€ BASE ARICL

(*) PRIORITY BIDDERS
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STATE OF ALASKA
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8
1.64

♦474,938,666

TETACO KITH 8 LOTS 

IS 

3
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I .  Introduction.
The Sta te  o f  Alaska proposes to  se ll 2.6675 of I t s  daily royalty o i l  
(approximately 5,000 barre ls per day) from the Prudhoe Bay Unit to  Golden 
Yalley E le c t r ic  Association , Inc. (GVEA) under a long-term, noncompetitive 
contract . In accordance with AS 38 , the Department of Natural Resources must 
determine whether th is  disposal serves the s ta te 's  best in terest before the 
sa le  may take place. This final finding describes the proposed sale and 
analyzes I t s  potential e f fe c ts .
11. Background and Chronology.
GVEA 1s the public cooperative e le c t r i c  u t i l i t y  1n Fairbanks. The s ta te 's  
previous long-term royalty o i l  contract with GYEA, executed in 1976, was the 
f i r s t  royalty o i l  contract negotiated and executed a fte r the 1976 
establishment o f the Alaska Royalty Oil and Gas Development Advisory Board. 
GVEA requested royalty o i l  so that crude o i l  might be used as turbine fuel for 
power generation in the event that the cost o f turbine fuel fr>m the North 
Pole Refinery became proh ib it ive .
GYEA's contract with the s tate  was for the purchase of 5 ,000 bpd. GYEA did 
not exercise i t s  option to purchase royalty o i l  until June 17, 1981. GYEA 
assigned i t s  contract r ights to North Pole Refinery, In c . ,  which is  now owned 
by MAPCO Petroleum Inc. (MAPCO), in exchange for a price discount on the 
turbine fuel refined from the royalty o i l .  MAPCO refines the royalty o i l  Into 
j e t  fue ls , d ie se l ,  heating o i l ,  and other refined products in addition to 
turbine fue l , and re in je c ts  the remaining return o i l  into the Trans Alaska 
Pipeline System (TAPS).
In a November 1982 l e t t e r  to the Department of Natural Resources, GYEA 
requested an extension of i t s  con tract fo r  an add1t1o> \\ ten years. No action  
was taken on that request pending the change of a t in istrat ions . In March 
1983, the new administration began negotiations with GYEA on a new ten-year 
contract to a s s is t  in satisfy ing the needs of GYEA's 50,000 in -s ta te  
consumers. Notice o f  the proposed long-term sale to GYEA was published on 
November 8, 1983. A notice o f tha t royalty boaro meeting, which included a 
review o f  the proposed GYEA disposal (among other th ings ) , was a lso published 
on November 16, 1983.
The Alaska Royalty 011 and Gas Development Advisory Board's December 7 , 1983 
review o f the proposed GYEA disposal and the agreement, as negotiated to that 
date, revealed sp e c i f ic  concerns by both the public and board members with 
respect to the s t a t e 's  option on roturn o i l  and the re la tionship between MAPCO 
and GYEA. In view o f  those reservations and the lim ited time for further 
negotiation , the long-term GYEA con tract was not presented for le g is la t iv e  
approval. Instead, an interim one-year contract r.ot requiring le g is la t iv e  
approval was put into e f f e c t .  Subsequently, GYEA and the Department undertook 
sporadic negotiations during early 1984 with the gcal of making long-term 
contract revisions responsive to the issues raised a t the December 7, 1983 
royalty board meeting. During th is  period , the assignment agreement between 
MAPCO and GYEA a lso  remained in e f f e c t .  On Saptemoer 12, 1984, the D irector 
o f  the Division o f Oil 5 Gas brie fed the royalty board on the Department's 
continuing negotiations with GYEA and MAPCO.



On Novertaer 29, 1984, SYEA, MAPCO and the Department reached tentative 
agr eement on a new long-term contract to be presented to the royalty board and 
the leg is la tu re . The terms of the proposed con trac t , which were included In 
the Department's Preliminary Findings and Determination to Sell Prudhoe Bay
Royalty 011 to Golaen Yalley E le c t r ic  Association, inc. of Decemoer 7. 1 ̂ b4~
are again sunraarized below.
I I I .  Sumnary of Proposed Contract Terms.

1. P r ice : The to ta l price per barrel to be received by the s tate  in the
proposed contract 1s the sum of the following components:
(a ) The (monthly) volume weighted average o f the Prudhoe Bay

lessees' current reported netback p r ices , as adjusted for 
transportation and other costs by those lessees .

(b) Additional amounts, primarily from GYEA's assignee (MAPCO), 1f
the s ta te  obtains a favorable resolution of l i t ig a t io n  
disputing the va l id ity  of the Prudhoe Bay lessees' current
reported netback prices ( State of Alaska, et al vs. Amerada 
Hess, e t a l ) .

(c ) Those cleaning and dehydration f ie ld  costs which the s ta te  must 
pay when e ithe r  taking i t s  royalty share in-value (receiving 
money from the Prudhoe Bay lessees equal to  the volume weighted 
average of the ir  current reported netback prices , as may be 
re troac t iv e ly  adjusted upon resolution o f the Amerada Hess 
l i t ig a t io n )  or taking t i t l e  to i t s  royalty share of oi 1 for an 
"in-kind" disposal. In a 1980 partia l settlement of the 
Amerada Hess l i t i g a t i o n ,  the s ta te  acknowledged ’ 1 mi ted 
respons ib il ity  for  certa in  f ie ld  costs in e ither case. And,

(d) A $ .30 per barrel premium.
2. Term:

(a ) The date of f i r s t  delivery will be four months a fte r  enactment 
of leg is la t ion  by the State of Alaska (including approval by 
the Governor) approving the agreement unless the s ta te , in i ts  
so le  d is c re t ion , sets an e a r l i e r  date.

(b) The termination date of the contract is  June 30, 1995.
(c )  The price specified above i s  sub ject to renegotiation in July 

1987 and every two years thereafter for the duration of the 
contract .

3 . Quantity: 2 .6672 (approximately 5,000 bpd) o f daily royalty o il
from the Prudice Bay Unit.

4 . Point o f Delivery: Custody transfer meters into the Trans Alaska
Pipeline system a t  Prudhoe Bay.
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5 . In -S tate  Use: When the Department executes the agreement, 1 t w ill also 
execute an agreement with GVEA and MAPCO approving GYEA's assignment 
o f I t s  royalty o i l  to  MAPCO. The state  retains the right to 
terminate I t s  approval o f  the MAPCO/GYEA re la tionsh ip , 1n which MAPCO 
provides GYEA a spe c if ic  discount on a spe c if ic  quantity of turbine 
fue l . Should the assigiment be terminated, GYEA's continued receipt 
of royalty o i l  would be conditioned upon GYEA arranging a new means 
of using royalty o i l  to provide GYEA considers e le c t r i c i ty  a t a cost 
lower than otherwise possib le .

6. Security : GYEA will arrange to provide a l e t t e -  o f c red it  to  the
state 1n the amount of $5 ,316 ,000 , wl<-.h 1s equivalent to 
approximately s ix ty days' worth of o i l .  Upon de fau lt , th is le t t e r  1s 
redeemable upon signature o f the Attorney General and the 
Commissioner.

7. Return O i l : Throughout the term of the con trac t , the state w ill have 
the option to purchase a l l  return o i l  produced, refined, or exchanged 
under the con tract . In consideration o f MAPCO's consent to accept 
the majority of any l i a b i l i t i e s  stemming from the resolution of the 
Amerada Hess dispute, the state  has agreed not to exercise i t s  return 
o il option so long as MAPCO receives royalty o il under the GYEA 
royalty o i l  con tract .

8 . Standard Contract Terms: The contract w ill contain a l l  appropriate 
standard s ta te  contract terms.

IY. Comments Received
Written comments addressing the Preliminary Finding and Decision were received 
from two parties prior to the close o f the conment period. By a le t t e r  dated 
December 28, 1984, Tesoro Alaska Petroleum Company (Tesoro) expressed concern 
about the extent to which the proposed disposal may benefit MAPCO. Tesoro 
suggested tha t a more favorable contract for GVEA might have been secured 
during negotiations with MAPCO. The Department agrees that the benefits to 
GYEA of the proposed disposal are modest. While perhaps not su f f ic ien t ly  
emphasized in the Preliminary Findings, the proposed disposal is based upon 
benefits to the s ta te  as well as to GYEA. Consequently, the price terms of 
the proposed disposal are s im ilar to  those of the s t a t e 's  recently executed 
royalty o i l  contracts with Tesoro and Chevron.
Since the s ta te  would be a major financial beneficiary of the proposed 
disposal, more advantageous contract terms for GYEA could not necessarily be 
borne by MAPCO. Although MAPCO must benefit to some degree as an Ind irect  
party to  the agreement, the Department has sought to confine (to  the extent 
possible in c o l le c t iv e  bargaining) the benefits o f the proposed disposal to 
the state and GYEA. Upon receiving Tesoro's comments, the Department 
encouraged d ir e c t  consultations between Tesoro and GYEA. As these discussions 
did not lead GYEA to conduct further negotiations with MAPCO, GYEA has 
presumably secured the best terms possib le from MAPCO as well as the s ta te .
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By t le t t e r  dated J*..-jary 8 , 1985, James B. Gottstein , the Chair o f the 
Royalty Ofl end Gas Advisory Board (Royalty Board), a lso submitted comments 
related to  the proposed disposal. Gottstein was concerned with a possible 
relationship between th is disposal and the decision to shorten the contract 
terms of three 5 ,000 b/d lo ts  o f Kuparuk River royalty o il from one year to 
six  months fo r  the competitive royalty o il sale o f Decenfcer 11, 1984.
However, the Kuparuk o i l  withdrawn from the sale was not conmltted to MAPCO or 
GYEA as Gottstein apparently believed was the case. That o il remains 
uncooml tted .
Gottstein a lso said the Department did not properly inform the Royalty Board 
o f  that decis ion , as he believed was required. The Royalty Board review
mandated by AS 38 .06 .050  extends only to royalty o il d ispositions for which 
le g is la t iv e  approval 1s required. The December 11, 1984 competitive royalty 
o i l  sale was a short-term market conditions sa le , for  which leg is la t iv e  
approval was not required (AS 3 8 .0 6 .0 5 5 (b ) ( 1 ) ) .  At the Septenter 12, 1984 
Royalty Board meeting, the div ision did b r ie f  the Royalty Board about the 
competitive sa le . In the Invitation to Bid discussed at the Royalty Board
meeting, future revisions to sale terms at the d irection  of the comnissioner 
were c lea r ly  contemplated. The rationale  for  the Department's revision was 
also public ly  analyzed in-depth in the November 28, 1984 Supplemental Findings 
for the Competitive Royalty Oil Sale. Royalty Board input was not requires 
ror tne decision to decrease tne terms of the Kuparuk lo t s ,  and the d iv is ion 's
consultation with- regard to the sa le  in general exceeded statutory and
regulatory requirements.

Y. Contract Revisions
Since publication o f the previous preliminary notice in November, 1983, the 
proposed GYEA contract has been altered by the Department and GYEA to address 
the concerns raised about the e a r l ie r  proposed contract . Two key issues, botn 
o f which led to revisions in the contract form, were 1n-state use and return 
o i l .
Currently, the consumer benefits of the GYEA contract depend on MAPCO's 
agreement with GYEA to provide turbine fuel a t a price lower than what GYEA 
would otherwise pay. Under GYEA's present contract , the state is  unable to 
enforce the degree of advantage afforded to GYEA since that agreement is  
between GYEA and MAPCO only. Consequently, Section 2.11 (In -S ta te  Use) o f the 
proposed contract has been rewritten , and an agreement between the s ta te , 
GYEA, and MAPCO has been added to assure that the. agreed upon refining 
arrangement with MAPCO w ill be maintained, within certa in  bounds, over the
l i f e  o f the GYEA con trac t . The s ta te  w ill have the option to terminate i t s
approval o f  the assignment should the relationship between GYEA and MAPCO
change materia lly .
The state  has in s is ted on the option to terminate the contract on these
grounds since the proposed disposal is  based in part on the spec if ic  benefits 
provided for GYEA members. Approximately one-third (625 barrels) o f GYEA's 
daily turbine fuel requirements would be provided a t  a discounted price to 
GVEA through the proposed disposal. When compared co the refining charge 
which GYEA must pay for the remaining two-thirds of i t s  turbine fuel needs, 
th is  discount translates in to  an annual savings to GYEA of about $550,000.



SYEA's to ta l turbine fuel consumption now accounts for about 455 of I ts  fuel 
use. The balance o f  SYEA's power generation coroes from coal . Slven the 
operations costs  o f  SYEA's turbine fuel and c o a l - f i r e d  generation and the 
voltne o f  discounted turbine fuel the proposed royalty o il contract would 
provide GYEA, KAPCO's discount to SYEA would reduce the GYEA consumer's
average power generation cos t  by about 1 .575. Due to a mathematical
oversight, the Preliminary Findings erroneously implied tha t an average power 
generation co s t  savings to  GYEA o f about 15 would resu lt  from the proposed 
disposal.
The s ta te 's  a b i l i ty  to ensure that the GVEA contract would co.itlnue to provide 
these consumer benefits has bean reinforced by the addition of Exhibit A, an 
agreement (attached to the proposed GYEA contract) between the State , GVEA, 
and MAPCO. A rt ic le  I I  o f  Exhibit A c a l l s  fo r  MAPCO and GYEA to keep the state  
apprised o f any changes in the ir  assignment agreement, and re itera tes  tha t  
changes to that agreement which materially a f fe c t  the consumer benefits are 
grounds for termination of the assignment approval by the state . In addition , 
Artic le  I I I  o f  Exhibit A ensures that MAPCO will give nine (9 ) months written 
notice to GYEA before reducing the amount of royalty o il taken, since GYEA 
must a lso notify  the s ta te  nine (9 ) months 1n advance o f such a reduction.
Residual o i l  is  a by-product of most re f iner ies , including the North Pole
Refinery. Residual o i l  represents that portion of a barrel o f crude o i l  which
a refinery is  unable to process into product. Because MAPCO is s ituated to
re in jec t residual o i l  in to TAPS (where i t  re-emerges as whole oi'i a t Valdez),
th is  o i l is  a lso referred to as "return o i l" .
The assignment agreement between MAPCO and GYEA allows MAPCC to keen and 
dispose of the royalty return o i l  fo r  export. Because MAPCO appeared to be a 
major beneficiary o f the pr ior GYEA royalty o il contrac* , in part through i t s  
control over the return o i l ,  the state has sought additional consideration  
from MAPCO fo r  s ta te  approval o f the assignment agreement. Consequently,
A rtic le  IV o f  Exhib it A makes MAPCO primarily responsible fo r  any GVEA
l i a b i l i t i e s  resu lting from retroactive price adjustments attending the 
resolution o f the Amerada Hess dispute.
GVEA would be responsible only for one-eighth of the Amerada Hess l i a b i l i t y  
accrued in a period not to exceed one year. The remaining seven-eignths of 
the l i a b i l i t y  accrued in tha t period , and a ll l i a b i l i t i e s  accrued in a ll other 
years during the term o f the proposed GYEA contract , would be borne by MAPCO. 
This provision of Exhib it A insulates GYEA from the e ffe c ts  of a favorable 
outcome fo r  the s ta te  in the Amerada Hess dispute and consequently, increases 
the benefits received by GYEA's consumers. MAPCO's agreement to bear the 
la rgest share o f any future l i a b i l i t y  would increase the e ffe c t ive  benefit to  
GVEA members o f  the proposed royalty oil contract by several fo ld . With th is  
protection , GVEA large ly avoids a potential l i a b i l i t y  which could accumulate 
fo r a period of up to ten years and cc*.sequently harm i t s  financial posit ion .
The return o i l  provision o f the proposed contract gives the state the option
to purchase a l l  return o i l  prodjced, refined, or exchanged under the
contract . However, in consideration of A rt ic le  IY o f  Exhibit A, by which
MAPCO accepts ciic pcteotial' Araerads Hess l i a b i l i t i e s  discussed above, the 
state agrees not to  exercise- its right To purchase return o i l  so long as MAPCO 
receives royalty o i l  under the GYEA royalty o il con trac t .
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In addition to the revisions of the In -s ta te  use and return o il provisions, 
other changes have been made to the proposed 1983 contract to conform GYEA's 
proposed contract to the s ta te 's  most recent contract forms where possible . 
These changes can be found 1n Section 7.1 (D efau lt ) , Section 8 .2  (In ab i l i ty  to 
Receive O il) A r t ic le  XIX (Amendment), and a number of minor areas.
For the s ta te 's  protection , a new clause In Section 8 .2  assigns to the sta te  
a l l  transportation r igh ts , Including nominations, charter agreements, and any 
other transportation arrangements which GYEA has for s ta te  royalty o i l ,  1n the 
event o f the purchaser's In ab i l i ty  to  receive royalty o i l .  This 1s now a 
standard provision fo r  s ta te  royalty o i l  contracts and 1s found 1n both the 
backup and primary form contracts for the December 11, 1984 competitive sa le .
An additional sentence in A rt ic le  XIX (Amendment) s ta tes tha t , “Any material 
amendment to the contract which appreciably reduces the consideration received 
by the state requires pr ior approval o f the Legislature o f the State of 
Alaska". This con tract language 1s required by AS 3 8 .0 5 .1 8 3 ( f ) .
In Section 7.1 (D e fau l t ) ,  the f i r s t  o f the six conditions of defau lt l i s t e d  
has been added so tha t the state  may, with evidence of impending fa i lu re  to 
perform, declare a condition o f de fau lt . This is an important protection for 
the. state since there 1s often circumstantial evidence, such as inadequate 
transportation arrangements, which precede actual fa i lu re  to perform.
Minor revisions can be found in two sections of A r t ic le  V (Payments and 
Accounting). These rev is ions, which track the s ta te 's  recent royalty o il 
contracts , make the terms of payment somewhat more stringent fo r  the 
purchaser. Section 5 .3  now c a l l s  for payment by wire tran s fe r , and no longer 
provides for c le r ic a l  mistakes as an acceptable oasis fo r  fa i l ing  to pay the 
amount b i l le d . Section 5 .7 a lso eliminates several circumstances previously 
specified as acceptable grounds for  fa i lu re  to make fu ll payment.
The remaining changes to the GYEA contract are technical In nature and concern 
numerical co rrec tion s , date corrections , defin ition  c la r i f i c a t io n s ,  changes in 
the format, and minor revisions to Sections 3.2 (Good Standing and Due 
Authorization) and 16.1 (P referentia l H ir ing ). Also, the word "Royalty" has 
beer, deleted throughout the contract wherever i t  precedes the word "Oil" and 
certa in terms made unnecessary by the introduction o f  the term "Purchase 
Price" have been deleted .
The clauses p a r t ic u la r  to  GYEA's s itua t ion , and to  long-term negotiated 
contracts 1n genera l, have been l e f t  in ta c t .  Examples include Section 2.1 
(Quantity), where GVEA may e le c t  to  change, within certa in  bounds, the 
quantity o f  royalty o i l  received, and Section 7.3 (S e l l e r 's  Remedies), which
allows the s ta te  to release GVEA from the in -sta te  use requirement, a t  the 
s ta te 's  sole d is c re t ion . Section 8.1 (D isposition o f Oil Upon Default or 
Termination) a lso  f a l l s  into th is  category, but GYEA's obligation to continue 
payment in event o f  de fau lt has a four-month, rather than the standard
seven-month, duration. This is  because the Prudhoe Bay Unit producers w il l ,  
by contractual agreement, accept physical custody o f small quantit ies of 
royalty o i l  with only a 90-day notice . The volume of royalty o i l  proposed for
sale to GVEA f a l l s  within that quantity range.
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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 h i p e s t  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 is 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 l itigation. 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 (1n 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 Oil C o n t r a c t s ) and 
T^bnauct a Competitive Royalty Oil Sale ot July 12, 1984 detail those 

potentia 1 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).
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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 1s a member of the cooperative. Profit margins are allocated 
bach to the consumer owners, all of whom are Alaska residents. The 
cooperative's goal is 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 increased 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 
fuel provided to GYEA remains materially unaltered) to acquire more

oil from TAPS near its 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) ( S H

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 is now highly dependent on 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 investment or development, it will enable the efficient 
use of existing investment and development and contribute to the 

requirements of a refinery planned for expansion. AS 38.06.070(a)(3).
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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 help existing 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. If 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, in 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 01 
using tne oil in the state to directly benefit Alaskan citizens through lowei 
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 initial!, 
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 resulting from the retroactive pric 
adjustments provided for in the contract, with M^PCO 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.
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AGREEJ€NT FOR THE SALE AND 

. PURCHASE OF ROYALTY OIL

THIS AGR£E?€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 I 

DEFINITIONS

As used in t M s  Agreement, the following terms shall have the 

following respective meanings:

1.1 '‘Commissioner11 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 "Qi1 " or "crude o il" 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-k1nd

(amount) as Its royalty under the Leases whether or not Seller has elected to

take or 1s taking that royalty 1n-k1nd.

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 System.

ARTICLE II 

SALE OF ROYALTY OIL

2.1 Quantity. Seller agrees to sell to Purchaser and Purchaser agrees to 

buy from Seller that amount of Oil equal 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.-, u n d e r  the- Unit: Agreement (o** 

rrinet>E:(SOkrdayss-.tfc thef amount -fhereased' o r  decreased Isrless^ tharr terr (10) 

percentr oih-the*:currei>t:nominations}: to^.increase- o r  decrease- the a m o u n t  oil 

DaLttyKfteyeVty*' OtTwto*-ter taker* inrfcind^ It is understood and agreed that the 

volume of Daily Royalty 011 available to Seller will vary and may be-

interrupted from time to time, and depends upon a variety of factors,

including the rate of production from the Leases. Seller disclaims and 

Purchaser waives any representation, covenant or warranty, expressed or

implied, as to the specific quantity or the total or daily, Monthly, average,

or aggregate volume of Royalty Oil 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 Oil at the 

time the Royalty Oil is 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 Oil, the quantity of Oil tendered under 

this Agreement shall be calculated as if no Royalty Oil was underlifted or 

stored or recovered.

2.2 Qua!ity. The Oil sold shall be the same quality as the Royalty Oil 

delivered by the Lessees to the Seller at the Point of Delivery. It is 

understood and agreed that the quality of the Oil 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 Oil 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 O i l . 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' C o s t  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 <- 'q80 in State of Alaska, et al v. Amerada Hess Con)., et al.,

( S u p e r w  * f°r The State of Alaska, First Judicial District at Juneau) 

("Amerada Hess11) ("Settlement Agreement'1) ("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, upon 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 is not confidential under state law or 

regulation.
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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 H e s s . One of the issues involved is the proper method to be used by

the Lessees in calculating the state's royalty when the royalty is payable in

money (in value).. Until there is a resolution of that dispute through

judicial resolution or settlement, the- P u r c h a s e -Price-will b e  based-upon the 

calcttl*t1on*"of a rv- amount- per- berreV-equel--to- the^ per- barre-l vol ume we1 ghtsd 

^ v e r a g e «o^thefeinMfa!>uerprKesK reported:^ byr* t h e : L e s s e e s  tar S eller 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: t h e - F i e l d  C o s t  A l lowance as 

determined under the Settlement Agreement. Upon final non-appealabl e

resolution of each of the various issues that are or will be involved in

Amerada H e s s , 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 may be announced from time to time by The Bank of

America, San Francisco, California, plus three percent (3%)\ 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 

a t  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.
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Eitherr.-party- shallv hay%;_tt^jri ght~ to- reopen* this;: Agreement,, a s  ter 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 Oil 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-fait1* negotiation'', 

in an attempt to establish a new price. Irr the* ev e n t  that a< n e w  price is; not

igreedrrrto-:byr; the*:parties::W-tthi rr-.rrtrtety (90Y daysr o f  ‘t h e - effecti ver date- of the

'-mrttcEe^.tOT*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 is agreed to by both

parties, such new price shall be effective for Oil tendered 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 Oil to Purchaser at the point at 

which Seller receives the Royalty Oil from its 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 

Oil 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
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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 specific tenders

of Oil 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 adequate arrangements for the transportation or

disposal of the Oil 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. The^ d a t e  o f  First Delivery will b e -four (40 

MonthScTafte^tb^.Effective^rDat® 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 o f  First Delivery, Purchaser shall pay to

Seller, in addition to the Purchase Price, 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 Quantity on 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- Oil:, purchased* 

cmderzther.termsioihth'i-s.-agreemeritshal.l:: bir-processed; o r  burned: in: the. State of 

' ATasica? As used in this Agreement "processed or burned in the State of 

Alaska" means the following described uses or a use substantially similar to 

those uses, whJch provides an equivalent benefit to GYEA's consumers. 

Purchaserrhas£:assfgffedr.ttsrQrh"to---MAPCO. PETROLEUM In®vJ for* processing* the 

crudei.aTl^titto:-7arftterk usablffi'atr Purchaser's- generating station* Under this 

arrangement, Purchaser is assured of a dependable supply of fuel, which 

assists Purchaser in providing uninterrupted electrical service to its 

consumers. Purchaser also receives from MAPCO a lower 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'recelptr o f ^ d e p e n d a b l e *  supply* o f  fuel: uporr-terms*, 

ttratr^aVVawrftrrchaser— torprovirder;tts~~consumers' • wittr- el ectri ci ty- at. • a: cost 

sfgrrr.ftcantTy^Tower^thrarf"dtherwfse^pbssfbTe''fa ' mat e r f a T 'element?’ of • thi’s 

agreemenlx Purchaser's failure to process or burn in the State of Alaska as 

defined in this Agreement the Oil tendered under this agreement will, at 

Seller's option, constitute a material default under this agreement. However, 

Se l le r  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.

- 7 -



ARTICLE III 

REPRESENTATION AND OBLIGATIONS OF PURCHASER

Purchaser warrants, represents, and agrees:

3.1 Good Standing and Due Authorization. Purchaser Is, 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 of this 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 Oil"). This Return 

Oil 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 is identical to the common stream crude oil shipped through 

TAPS. Arshfppen^^yfrRetunr Grl^resefrtly--1s^-and. may- continua-to- be,~l iabVfe 

fo'r»thet» paymet^- of^a^-quzrhi-ty^bante-adjustment' differential based upon- the* 

resulttmjxdegradatioT*of*T-APSrcommon^strearm cruder ( "quality penaTty‘1 .

Purerraser^-grants-Seller'an-option-ta purchase-all- the Return 011. For the 

purposes of determining the volume o f  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) m o n t h s’ 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 ( m d T a s ^ p r ^ C ^“sha!VWb6=rthe--ful.lKCost -to-Purchaser—  or-Purchaser's assignee at 

the"-point- o f • rederfvery-Tirfnus^any^-^uaLtty^ penalty" -whi ch- b a d  o r  would* attach, 

whfdrrwfH*-her-pa+dr-l^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 a n d  to facilitate the reinjection into and 

transportation of the Return Oil through TAPS.

Purchaser or Purchaser's a s s i g n e e  shall furnish Seller or the Seller's

designee, on or before the tenth d a y  of the month following the month of

delivery, a provisional invoice cover i n g  the Return Oil delivered to Seller or

Seller's desigiee in the preceding month. The price of the Return Oil to

Seller or Seller's designee shall b e  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 p a y m e n t  to Purchaser or Purchaser's assignee

on or before the twentieth day of t h e  month following the month of delivery.

The initial billing may be adjusted in a subsequent month's invoice as m o r e  

accurate or complete information c o n c e r n i n g  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 o t h e r  adjustments as specified in Section 5.5.

The amount of all sums which a r e  not paid when due under tnis option or 

which are subsequently determined to be due under an adjustment, shall b e a r  

interest from the date accrued until paid in full at a variable rate per a n n u m  

equal to the reference rate as a n n o u n c e d  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 a n y  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^dptto n y to* purchase^R&turi>^01T-jwi11 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 e x e r c i s e  the opt\\ l at a later time. Thi s  

option, in whole or in part, and f o r  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 s o l d  under* this option, provided, however, 

that Purchaser or Purchaser's a s s i g n e e  shall have the right to demand of an 

assignee of the Seller reasonable security for the Return Oil sold to tha t  

assignee. If authorized in an assignment by Seller, that assignee shall h a v e  

the further right freely to assign t h a t  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.

A R T ICLE IY 

f€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 w i t h  the 

practices then in effect at Prudhoe Bay, Alaska.

ARTICLE Y 

PAYf€NTS 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 Oil, an invoice statement 

of account of all Royalty Oil e s timated 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 P rices 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 upon information 

reported by the Lessees to Seller and information published by the U.S. 

Government. Seller shall thereafter adjust its initial billing under this 

Article as soon as more accurate information concerning the quantity and 

Purchase Price of Oil delivered each Month is 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 invoice 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, at the request of Seller in the

invoice statement of account or otherwise in writing, 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 Oil 

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 ♦hose 

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 invoice 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 under 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 in 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 !n written notice to Purchaser if, in the 

Seller's sole discretion, the payment to the third party will assis'1' r Vller 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 is not so approved- by September 30, 1985. Subject to the other 

provisions contained in this Agreement, Seller’s obligation to sell and 

Purchaser's obligation to buy Royalty Oil shall begin as provided above, and 

s h a W e m f c r d u n e  3 Q ^ 1 9 9 5 J  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 sel1 Royalty Oil and proceed to exercise any one or 

more of the rights and remedies provided in this Agreement:



(I) 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

(II) 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 A r t i c l e  II; or

(1 v> Purchaser does not perform any act required or contemplated under

this Agreement and either; (a) the nonperformance continues for 

more than thirty (30) d a y s  after Seller has notified Purchaser of 

Purchaser's nonperformance; or (b) Purchaser had failed to perform 

the same or any other act required or contemplated under this

Agreement during the immediately preceding twelve (12) Month

period; or

(v) There is a material adverse change in Purchaser's condition,

business or property w n i c h  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 (5) days of a request for 

such an assurance or w i t h i n  such other shorter time period as 

Seller may reasonably request under the circumstances; or

(vi) Any representation or w a r r a n t y  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 is 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 o f  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 Oil under this Agreement is 

terminated or suspended under Sections 7.1 and 7.2, all obligations of 

Purchaser accrued b ut 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 in 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 Oil 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, including expiration or termination under any provision contained in 

this Agreement, Rurchatser“siraTh"continue-to-take and: purchase-Sell er'y Royalty 

Oil . tr*:ther amount.andrfor the price7'set-.forth- i n- thi s. Agreement "for up to four

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

discretiorry. so- reqyir- y.
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8.2 Inability to Receive 011. oR-ramy*.-.reasoo**PiiPClva5aer:r^unabTe^of 
re-fuses^ to^accepfc-.ar- rtcfci v erany O i V  tendered under thisv Agreements Purchase* 

s h a & t  nevertheless* be,- and; remain-responsible: for*- the. disposal, o f  thatrOI'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 Oil 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, leases, 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 underlift or other means, to which Seller is or may come to be entitled 

under the Leases or any other agreement.

ARTICLE IX 

WAIVER

The failure 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 XI 

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 is 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 claim 

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 Oil, 

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 be remedied 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 such course is

inadvisable in the sole discretion of the disabled party.

ARTICLE XII 

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

and

If to Purchaser:

Conrnissioner of Revenue 

Pouch "S"
Juneau, Alaska 9981 1

Director, Division of Oil and Gas 

Pouch 7-034
Anchorage, Alaska 99510

GOLDEN VALLEY ELECTRIC ASSOCIATION, INC. 

P.O. Box 1249 

Fairbanks, Alaska 99707

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

Vice President-Supply 
MAPCO PETROLEUM Inc.

P.O. Box 645
Tulsa, Oklahoma 74101-064o

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

giving notice of the change.

ARTICLE XIII 

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 XIY 

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 o f 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 under 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 upon 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 Oil 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 Oil 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, in her sole discretion, considers adequate to 

protect Seller.

ARTICLE XVI 

PREFERENTIAL HIRING AND NON-OISCRIMINATION

Rur.dWLS£c^a.gnees.;. h i r e r a  n dr employ- Al aslear residents: andrAtasJcascompani es 

tOfrthfcWftaitrtheyKrarsKavadTaiyllF,'- wtT-Tfngr'asmk qual i f i e d  for-- aTT'Worir performed 

i m rATaste^tha^i-s«rpei^orme^unde^oiv-t'n«K:onnectiorr witlv«Uvis<-agreemen1*. As 

used In this agreement "Alaska r e s i d e m "  means an individual who has resided 

in the State for one ye a r  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 is determined to be unconstitutional by a court of 

competent jurisdiction, then Ptn^aseirr-agref^ttr* irtrer-raiTtb: empToy*1 Alaska 

r e & v d e n t y ^ a m t ^ A Task ag-compan i e s " tar ■ the  •extentr'such--preferential- hiring is 

detenained^trr be^ constitutional >
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ARTICLE XYII 

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 

o ut 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 XYIII 

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 

1 aw, 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"pTed9^or-^encumbrance- ai^ this-. Agr e e m e n t  s h a i b  be- made* tty 
et tb e r.: p a r t y  w f  tho u^Tf'rsf^obtai rri-ngr. the- w r f t t e r r r G o n s e m r " d f '  t h e ^ o t h e r r party? 

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 011. 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 XXII 

RECORDS

22.1 Preservation of Records. Purchaser will preserve and maintain all 

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
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It has possession belonging to those third parties with whom It contracts for

the performance of various parts of this Agreement. 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 a u +horized 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 XXIII

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 Oil should 

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

SELLER: T HE STATE OF ALASKA

PURCHASER:

Commissioner,
Department of Natural Resources

GOLDEN YALLEY ELECTRIC ASSOCIATION, INC.

By ________
Mlchael P. Kelly 

General Manager

- 2 7 -



c c
EXHIBIT A

THIS AGREEMENT is entered into this 8th day of February, 1985 by and 

between the State of Alaska (State), and MAPCO PETROLEUM Inc. (MAPCO), arrd 

Golden Valley Electric Association, Inc. (GVEA).

ARTICLE I 

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 Oil Contract" means the Agreement 1'or the Sale and 

Purchase of Royalty Oil 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^,ro4«wni:=#^duc1i:s-:Agreement* 

e-tweenr^3vcLA-r-HTfd':̂i'1AP;G 0 - ' ^ s ' x e r o t e d T h a t  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.



c c
ARTICLE II 

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 in the quantities specified under the GVEA Royalty Oil

Contract. MAPCO and GVEA agree to notify the State of any modifications to

those agreements; provided, that changes in price do not constitute a 

modification so long as the actual pricing mechanism (as compared to the price

itself) contained in the Assignment is not changed and the price charged GVEA

for fuel • under 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, in its 

discretion, to terminate the GVEA Royalty Oil Contract and/or the State's 

approval of the Assignment.

ARTICLE III 

DESIGNATION OF ROYALTY OIL VOLUMES

The Assignment states that <M A ^ ^ * - « ? f f t 1 ^ l e T t ^ ^ ^ e s i g n a t f i = ^ e ^ ^ j u i n £ ^ j o f  

Roy.a 1 ty^OI 3 ̂  a t-^ VIA^vil-l ̂  ke-4indffr V&A’*Ro‘yal t y ^ i J - G o ^ i c a c t . 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).


