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FINAL FINDINGS AND DETERMINATION 

TO SELL KUPAR.UK RIVER UNIT ROYALTY OIL 

TO PETRO STAR, INC. AND CHEVRON U.S.A., INC. 

December 9, 1985



INTRODUCTION

On  S e p t e m b e r  1 6 ,  1 9 8 5  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  i s s u e d  a d o c u m e n t  
e n t i t l e d  A n a l y s i s  a n d  R e c o m m e n d a t i o n s  f o r  D i s p o s i t i o n  o f  S t a t e  R o y a l t y  O i l  
( A n a l y s i s ) .  , h e  A n a l y s i s  r e v i e w e d  t h e  s t a t e ' s  c o m p e t i t i v e  r o y a l t y  o i l  s a l e  o f  
O e c e m b e r  1 1 ,  1 9 8 4  ( 1 9 8 4  C o m p e t i t i v e  S a l e )  a n d  e v a l u a t e d  n e g o t i a t e d  r o y a l t y  o i l  
d i s p o s a l  o p t i o n s  r e s u l t i n g  from t h e  d e p a r t m e n t ' s  S o l i c i t a t i o n  f o r  P r o p o s a l s ( s )  
t o  P u r c h a s e  P r u d h o e  Bay a n d / o r  K u p a r u k  R i v e r  U n i t  R o y a l t y  O i l  o f  A p r i l  1 ,  1 9 8 5  
( S o l i c i t a t i o n ) .  A f t e r  c o n s i d e r i n g  comm ent s  fr o m  t h e  A l a s k a  k o y a l t y  O i l  a n d  
G a s  D e v e l o p m e n t  A d v i s o r y  B o a r d  ( R o y a l t y  B o a r d ) ,  l e g i s l a t o r s  a n d  many members  
o f  t h e  p u b l i c ,  t h e  C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  d e t e r m i n e d  t h a t  t h e  
s t a t e ' s  i n t e r e s t s  w o u l d  be  b e s t  s e r v e d  by a n e g o t i a t e d  l o n g - t e r m  s a l e  t o  P e t r o  
S t a r ,  I n c .  ( P e t r o  S t a r )  a n d  C h e v r o n  U . S . A . ,  I n c .  ( C h e v r o n ) ,  a n d  a d d i t i o n a l  
s h o r t - t e r m  c o m p e t i t i v e  s a l e s .

A p r e l i m i n a r y  f i n d i n g  a n d  p u b l i c  n o t i c e  f o r  a c o m p e t i t i v e  s a l e  o f  P r u d h o e  Bay  
U n i t  R o y a l t y  O i l  was p u b l i s h e d  O c t o b e r  1 7 ,  1 9 8 5 .  T h e  d o c u m e n t  e n t i t l e d  
P r e l i m i n a r y  F i n d i n g s  a n d  D e t e r m i n a t i o n  to  s e l l  K u p a r u k  R i v e r  U n i t  R o y a l t y  O i l  
t o  P e t r o  S t a r ,  I n c .  a n d  C h e v r o n  U . S . A . ,  I n c .  ( P r e l i m i n a r y  F i n d i n g s )  was 
p u b l i s h e d  w i t h  a p r e l i m i n a r y  n o t i c e  on  O c t o b e r  2 3 ,  1 9 8 5 .

T h e  d e p a r t m e n t  p r o p o s e s  t o  s e l l  a p p r o x i m a t e l y  6 , 5 0 0  b a r r e l s  p e r  da y  ( b p d )  o f  
r o y a l t y  o i l  f r o m  t h e  K u p a r u k  R i v e r  U n i t .  A maximum o f  2 , 5 0 0  b p d  w i l l  b e  s o l d  
t o  P e t r o  S t a r  a n d  a b o u t  4 , 0 0 0  b p d  w i l l  b e  s o l d  t o  C h e v r o n ,  w i t h  b o t h  s a l e s  
o c c u r r i n g  u n d e r  a s i n g l e  l o n g - t e r m ,  n o n c o m p e t i t i v e  c o n t r a c t .  I n  a c c o r d a n c e  
w i t h  AS 3 8 ,  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  m u s t  d e t e r m i n e  w h e t h e r  t h i s  
d i s p o s a l  s e r v e s  t h e  s t a t e ' s  b e s t  I n t e r e s t  a n d  make o t h e r  f i n d i n g s  b e f o r e  t h e  
s a l e  may t a k e  p l a c e .  T h i s  f i n a l  f i n d i n g  d e s c r i b e s  t h e  p r o p o s e d  s a l e  a n d  
a n a l y z e s  , cs p o t e n t i a l  e f f e c t s .



BACKGROUND

A long-term royalty oil disposal to Petro Star (an in-state refiner located in 

North Pole) has been discussed at several public meetings held by the Royalty

Board during 1985. At the February 20 meeting, Petro Star representatives

testified in support of a royalty oil sale. On March 26, the department 

reported to the Royalty Board on the status of the state's planned 

Solicitation. At the April 12 meeting, the department presented a status 

report on the Solicitation, which was released April 1. A recapitulation . 

the responses to the Solicitation was presented at the Rovalty Board meeting 

of July 25.

In its response to the department's Solicitation, Petro Star originally 

requested an 11-year contract for 4.266% of Prudhoe Bay Unit royalty oil 

production, or about 8,000 bpd. At the time the department's Analysis was 

released (September 13, 1985), tentative agreement had been reached for a

long-term contract with Petro Star on terms similar to Petro Star's original 

proposal. However, that tentative agreement was subject to Petro Star making 

a satisfactory disposition of the return oil barrels.

Oil which has been processed through a refinery, but is not retained as

refined product, is known as residual oil. Residual oil can be injected i * "  

the Trans Alaska Pipeline System (TAPS), where it becomes commingled with 

TAPS crude stream. Residual oil added to the TAPS crude stream is called 

"return oil". The department was aware that a substantial volume of return 

oil would result from a long-term disposal to Petro Star.

At a September 16, 1985 meeting of the House Special Committee on Oil and Gas, 

several legislators encouraged the department to pursue a "net sale" to Petro 

Star that would relieve it of the obligations related to the return oil 

barrels. Tne department investigated this possibility, and concluded that it 

would be feasible to make a "net sale" to Petro Star if satisfactory 

arrangements could be made by the department for the return oil barrels.
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It was suggested that Petro Star's return oil could be offered in future 

shu^’t-term competitive sales. The department determineo that it was 

preferable to dispose of the return oil barrels in a long-term contract 

running in tandem with the Petro Star contract, rather than leaving tnose 

barrels uncommitted. There is presently too much uncertainty regarding future 

competitive sales to ensure satisfactory disposal through that mechanism.

The department then asked Chevron whether it would be willing to purchase

Petro Star's return oil barrels under the same terms that Chevron had offered
%

in response to the department's Solicitation. Chevrcn was selected because it

offered the highest premium (50d/barrel) of any company responding to uhe

Solicitation and was willing- to meet the standard financial and security terms 

requested by the departmait in the Solicitation. Chevron indicated its 

tentative agreement with this proposal, and the royalty board was advised of 

this development at its meeting September 26.

At the Royalty Board meetings of September 26-27 and October 7, the Royalty 

Board received public testimony on the proposed sale of royalty oil to Petro 

Star and Chevron. On October 30, the Director of the department's Division of 

Oil and Gas made a presentation to the Royalty Board on the Petro Star-Chevron 

contract proposed in the Preliminary Findings; the Royalty 8oard also received 

public testimony on the proposed contract.

Under the contract, a maximum of approximately 6 , 5 0 0  bpd of Kuparuk River Unit

royalty oil will be sold to Petro Star and Chevron. Chevron will have a 

maximum quantity of approximately A,000 bpd, and Petro Star a maximum quantity 

of approximately r . , 5 0 0  bpd. These volumes will be expressed and sold as a 

percentage of unit production. The exact percentages will be determined after 

approval of the contract next year since production from the Kuparuk River 

Unit is fluctuating at this time. Petro Star initially will take 

approximately 2,000 bpd, and will have the option to increase its take by 

November 1 ,  1 9 8 7  to the maximum quantity of approximately 2 , 5 0 0  bpd. Chevron
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will sell its royalty oil volume from this contract to Petro Star at Pump 

Station 1, and Petro Star will sell its return oil to Chevron at Valdez.

The differences between the contract form which accompanies this finding and 

the proposed contract form presented with the Preliminary Findings reflect a 

consideration of the comments received and the issues raised both by the

department and board members at the Royalty Board meeting of October 30, 1985.

SUMMARY OF PROPOSED CONTRACT TERMS

1. Price: The total price per barrel to be received by the state in

this negotiated disposal is the sum of the following components:

(a) The amount the state would have received for a barrel of

Prudhoe Bay royalty oil taken at that time in value (in money);

(b) a premiun of 35a! per barrel for Petro Star and 50^ per barrel 

• for Chevron;

(c) Kuparuk field costs;

(1) additional sums upon the resolution of State of Alaska, et al

v. Amerada Hess Corp., et al (Superior Court for the State of

Alaska, First Judicial District at Juneau) (Amerada Hess);

(e) less, the tariff charge for the Kuparuk Pipeline and the

applicable TAPS quality bank adjustment.

2. Term: Delivery of oil will commence the first day of the first

month seven (7) months after the contract is approved by the 

Legislature and tf Sovernor. The contract terminates September 30, 

1996.



3 .  Q u a n t i t y  a n d  S o u r c e : T h e  c o n t r a c t  a l l o w s  f o r  a maximum v o l u m e  o f  
a p p r o x i m a t e l y  6 , 5 0 0  b a r r e l s  p e r  d a y  ( b p d ) ,  e x p r e s s e d  as  a  p e r c e n t a g e  
o f  d a i l y  r o y a l t y  o i l  f r o m  t h e  K u p a r u k  R i v e r  U n i t .  P e t r o  S t a r  w i l l  
p u r c h a s e  a maximum o f  a p p r o x i m a t e l y  2 , 5 0 0  b p d  a n d  C h e v r o n  w i l l  
p u r c h a s e  a p p r o x i m a t e l y  4 , 0 0 0  b p d .

4 .  P o i n t  o f  D e l i v e r y :  P u r c h a s e r s  w i l l  ta k e  d e l i v e r y  a t  t h e  C e n t r a l
P r o d u c t i o n  F a c i l i t y  m e t e r  i n t o  t h e  K u p a r u k  P i p e l i n e .

5 .  I n - S t a t e  P r o c e s s i n g  a n d  d e s t  F f ' o r t s :  P e t r o  S t a r  w i l l  p r o c e s s  n o t
l e s s  t h a n  8535 o f  t h e  t o t a l  ro .  l t y  o i l  s o l d  u n d e r  t h e  a g r e e m e n t .  
P e t r o  S t a r  a l s o  a g r e e s  t o  u s e  i t s  " b e s t  e f f o r t s "  t o  p r o d u c e  a n d
m a r k e t  i n  A l a s k a  a n  a m o u n t  o f  r e f i n e d  p e t r o l e u m  p r o d u c t s  f r o m  i t s  
r e f i n e r y  n e a r  N o r t h  P o l e ,  A l a s k a  n o t  l e s s  i n  v o l u m e  t h a n  2 3 %  o f  t h e  
t o t a l  r o y a l t y  o i l  s o l d  u n d e r  t h e  a g r e e m e n t .

6 .  S e c u r i t y :  P e t r o  S t a r  w i l l  p r o v i d e  a l e t t e r  o f  c r e d i t  w o r t h  s i x t y
( 6 U )  d a y s  o f  o i l ,  a n d  C h e v r o n  w i l l  p r o v i d e  a  l e t t e r  o f  c r e d i t  wort h
n i n e t y  ( 9 0 )  d a y s  o f  o i l .  I n  t h e  e v e n t  o f  d e f a u l t  by  P e t r o  S t a r ,
C h e v r o n  a g r e e s  t o  p u r c h a s e  P e t r o  S t a r ' s  v o l u m e  o n  f i v e  d a y s  n o t i c e .
I n  a d d i t i o n ,  P e t r o  S t a r  w i l l  e x e c u t e  a n  e sc r o w  a g r e e m e n t  t o  c o v e r  
f u t u r e  p a y m e n t s  o f  a d d i t i o n a l  a m o u n t s  t h a t  may b e  owed u p o n  f i n a l  
r e s o l u t i o n  o f  t h e  Am er ad a  H e s s  l i t i g a t i o n .  P e t r o  S t a r  h a s  a g r e e d  t o  
e sc r o w  $ 1 . 1 2  p e r  b a r r e l  t o  b e  c r e d i t e d  a g a i n s t  f u t u r e  A mer aaa  H e s s  
a d j u s t m e n t s .

7 .  R e l a t i o n s h i p  b e t w e e n  P e t r o  S t a r  a n d  C h e v r o n :  P e t r o  S t a r  w i l l  u s e  a s  
r e f i n e r y  c h a r g e  C h e v r o n ' s  v o l u m e  o f  r o y a l t y  o i l  s o l d  u n d e r  t h e  
c o n t r a c t .  A f t e r  P e t r o  S t a r  p r o c e s s e s  t h e  o i l  t h e r e  w i l l  r e m a i n  a 
p o r t i o n  o f  o i l  o r  o i l  p r o d u c t s  w h i c h  w i l l  b e  s h i p p e d  t h r o u g h  T A P S ,  
a n d  s o l d  by  P e t r o  S t a r  t o  C h e v r o n  a t  V a l d e z .  T h e  q u a n t i t y  w i l l  
a p p r o x i m a t e  C h e v r o n ' s  p u r c h a s e  v o l u m e  u n d e r  t h e  r o y a l t y  o i l  c o n t r a c t .
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IN-STATE BENEFIT ANALYSIS

P e t r o  S t a r  was i n c o r p o r a t e d  d u r i n g  O c t o b e r  o f  1 9 8 4  by  a g r o u p  o f  p r i v a t e  
A l a s k a  i n v e s t o r s .  T h e  co m p a n y  was f o r m e d  t o  p r o d u c e  r e f i n e d  p e t r o l e u m  
p r o d u c t s  f o r  m a r k e t i n g  w i t h i n  t h e  I n t e r i o r  a n d  o n  t h e  N o r t h  S l o p e  o f  A l a s k a .  
S i n c e  i n c o r p o r a t i o n ,  P e t r o  S t a r  h a s  r e c e i v e d  a d d i t i o n a l  f i n a n c i a l  b a c k i n g  f r o m  
t h e  A r c t i c  S l o p e  R e g i o n a l  C o r p o r a t i o n  i n  e x c h a n g e  f o r  a n  o w n e r s h i p  i n t e r e s t  o f  
3 0  p e r c e n t  i n  t h e  c o m p a n y .

A t  t h e  t i m e  o f  P e t r o  S t a r ' s  r e s p o n s e  t o  t h e  d e p a r t m e n t ' s  S o l i c i t a t i o n ,  P e t r o  
S t a r  h a d  e x e r c i s e d  a n  o p t i o n  t o  p u r c h a s e  a  6 , 0 0 0  b p d  t o p p i n g  p l a n t  a n d  two
1 , 0 0 0  b p d  t o p p i n g  p l a n t s .  T h e  6 , 0 0 0  b p d  p l a n t  i s  l o c a t e d  a d j a c e n t  t o  TA P S  a t  
N o r t h  P o l e ,  a n d  c o m m e nc e d  r e f i n i n g  h e a t i n g  o i l s  o n  S e p t e m b e r  5 ,  1 9 8 5  u s i n g  
N o r t h  S l o p e  c r u d e  p u r c h a s e d  f r o m  S o h i o .  E v e n t u a l l y ,  a v i a t i o n  g a s o l i n e  i s  a l s o  
t o  b e  r e f i n e d .  P e t r o  S t a r  i s  i t s  own d i s t r i b u t o r  o f  r e f i n e d  p r o d u c t s ,  a n d  
p l a n s  t o  e m p h a s i z e  r u r a l  m a r k e t s .

O n  O c t o b e r  2 0 ,  1 9 8 5 ,  a  f i r e  a t  t h e  P e t r o  S t a r  r e f i n e r y  i d l e d  t h e  p l a n t .  T h e  
r e f i n e r y  co mm e nc e d  o p e r a t i o n s  a n a i n  o n  N o v e m b e r  2 3 ,  1 9 8 5 .  T h e  d e p a r t m e n t  d o e s  
n o t  a n t i c i p a t e  a n y  i m p a c t  o n  t h e  p r o p o s e d  d i s p o s a l  a s  a  r e s u l t  o f  t h a t  e v e n t .

T h e  p r i m a r y  b a s e s  f o r  t h i s  L o n g - t e r m  n e g o t i a t e d  s a l e  a r e :  1 )  t o  r e c e i v e  a 
m a r k e t  p r i c e  f o r  r o y a l t y  o i l ;  a n d  2 )  t o  e n c o u r a g e  i n - s t a t e  p r o c e s s i n g  o f  
r o y a l t y  o i l  a n d  t h e  a t t e n d a n t  b e n e f i t s  ( p r i m a r i l y  j o b s ,  i n c r e a s e d  t a x  b a s e ,  
a n d  c o m p e t i t i o n  f r o m  r e f i n e d  p r o d u c t  s u p p l i e r s  t h a t  may l e a d  t o  l o w e r  p r o d u c t  
p r i c e s  f o r  c o n s u m e r s ) .  An i n - s t a t e  b e n e f i t  a n a l y s i s  o f  t h e  P e t r o  S t a r  
p r o p o s a l  ( a n d  o f  t h e  o t h e r  r e s p o n s e s  t o  t h e  S o l i c i t a t i o n  w h i c h  p r o p o s e d  t o  
p r o c e s s  r o y a l t y  o i l  i n - s t a t e )  was p r o v i d e d  i n  t h e  A n a l y s i s ,  a n d  i s  u p d a t e d  
h e r e .

T h e  p r o s p e c t i v e  i n - c  t e  b e n e f i t s  o f  t h e  d i s p o s a l  t o  P e t r o  S t a r  a r i s e  fro m 
r e d u c e d  r e f i n e d  p r o d u c t  p r i c e s  a n d  t h e  p r i m a r y  a n d  s e c o n d a r y  e c o n o m i c  e f f e c t s  
o f  t h e  r e f  n e r y  o p e r a t i o n .  S i n c e  t h e  p u b l i c a t i o n  o f  t h e  A n a l y s i s ,  P e t r o  S t a r



and others have made the department aware of MAPCO's substantial shipments of 

jet fuels to Anchor ,ge in recent years, and the department acknowledges that a 

new Fairbanks refinery need not lead to excess capacity in the region. However, 

the conclusi.on of the Analysis with respect to price impacts remains valid. 

For the reasons discussed in the Analysis, the Department anticipates no more 

than modest favorable impacts on the price of refined products as a result of 

a sale to Petro Star.

However, Mr. Steve Lewis of Petro Star indicated at the Royalty Board meeting 

of October 7, 1985 that significant price competition has occurred since the 

construction of the Petro Star refinery. Petro Star officials say the company 

is marketing much of its present refinery production (about 1,000 bpa) at 

prices lower than those charged by MA°C0. Examples cited include heating oil 

sales to five rural villages and to construction companies operating on the 

North Slope. According to Mr. Lewis, Petro Star currently serves the total 

fuel needs of the Anaktuvuk Pass area at favorable prices. Petro Star 

officials also believe that recent favorable changes in MAPCO's product 

prices, which are said to be at a three-year low, were influenced by their 

company's prospective and present operations. While the price discounts 

mentioned by Petro Star are only on the order of pennies per gallon, a one 

cent decrease in the price of a gallon of refined product that could be made 

from 1,000 bpd translates to an annual e  umer savings of about $153,000. 

However, the extent to which a royalty oil disposal to Petro Star may maintain 

or extend these price reductions cannot be readily determined.

The second area of prospective in-state benefits resulting from a disposal of 

royalty oil to Petro Star relates to the spinoff effects of the refinery 

operation. The direct benefits would stem from payroll, property taxes, state 

corporate taxes, and profits if held in-state. All Petro Star profits are 

expected to be held in state. These cash infusions in turn lead to multiplier 

effects. Actual project-specific multiplier estimates for other projects, 

such as Beluga coal development or the Dow-Shell petrochemical proposal 

examined in 1981, vary from 0.6 to 3.0. Actual project-specific multiplier 

effects can only be ascertained by extensive surveys or actual development.
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The Analysis indicates that the in-state benefits presented there are 

overstated because of the Displacement effects of excess capacity. However 

this statement may not be applicable in light of the earlier mentioned 

acknowledgement that a new Fairbanks refinery need not lead to excess capacity 

in the region. The table below provides some in-state benefit measures for 

the Petro Star refinery. The table reflects clarifications provided by Petro 

Star since the publication of the Analysis. A 1.5 capital investment 

multiplier is used for discussion purposes, as it falls within the expected 

range for this type of project.

CONSTRUCTION BEN>TITS

Capital 1 Capital Investment 1 Total
Investment 1 Multiplier at 1 Construction

Capital Investment in Alaska 1 1.5 1 Benefits
initially $6.9 $5.7 1 $8.5 1 $14.2

million million 1 million 1 million

ANNUAL POST-CONSTRUCTION BENEFITS i

I I I State i I I Total
[Property I ICorporate I Known I 1.5 iKnown

Payroll I Taxes I Profits [Profits Taxi Total IMultiplierIBi -fit
5600,Ood I IUnknown but I undetei> ["1636,0001 $954,000 12 -0,000

(11 persons)! $36,0001 in-state I mined I__________I____________[ _______

The benefits estimated above for the construction of the refinery itself, 

which cannot be ascribed to a prospective long-term royalty oil contract, are 

shown for information purposes only. The annual post-construction benefits 

reflect the effect of the refinery's continued operation. These benefits are 

not entirely traceable to a long-term royalty oil contract with Petro Star, 

since continued operation of the refinery does not depend on royalty oil. 

Nevertheless, this sale to Petro Star would help ensure the continuation of 

spinoff benefits resulting from operation of the Petro Star refinery. Those 

benefits would include the 15-member work force of tht distribution company
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■f North Pole Fuel, which has been purchasea by Petrc Star.Further, refinery

projects offering more substantial in-state benefits frequently depend on 

royalty oil for construction as well as operation. All of the spinoff 

benefits identified above could have been attributable to a long-term disposal 

had Petro Star been dependent on royalty oil to begin construction and 

A  operations. The department's preference for new refinery proposals which are

not dependent on royalty oil was made know., to Petro Star prior to the

1,1 construction of th° Petro Star refino.. Consequently, the qualifiers to the

spinoff benefits shown above are largely a result of that preference. Petro

BJ Star is the only proposal for new in-state refining that has proven by

actually building and operating a refinery that is not dependent on royalty 

oil. The department regards this evidence of economic viability morp highly

N  than the tentative nature of spinoff benefits arising from speculative

projects which are dependent on royalty oil.

Ii COMMENTS RECEIVED

The department received only one written comment in response to the 

Preliminary Notice and Findings. In a letter dated November 8, 1985, the 

Tesoro Alaska Petroleum Company (Tssoro) expressed concern to the Commissioner 

about the effect of this long-term disposal on the future availability of 

royalty oil to meet the needs of in-state refiners. Tesoro said that in eight 

years, the state's total volume of royalty oil will be less than its current 

sales to in-state refiners. Consequently, Tesoro stated that "any additional

long term-commitments by the state will mean deeper cutbacks in future crude

supply to present Alaska refineries" and that "there is already refining 

capacity in Alaska which exceeds the state-wide demand for petroleum

products." Tesoro also believed the* the disposal could set a precedent that

would make it difficult for the state to deny similar awards to "anyone who

can secure a simple, inexpensive plant, buy a few barrels of crude, and

declare himsolf an in-state refiner." Tesoro concluded that regularly

scheduled competitive royalty oil sales would serve the best interests of 

Alaskans while maximizing state oil revenues. While the department
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appreciates and shares Tesoro's concern about the future availability of 

royalty oil to meet the needs of in-state refiners, and na.e addressed this 

topic in the Analysis, the Commissioner has nonetheless concluded that the 

disposal wixl best serve the site's interests. That conclusion is based on 

the need to foster regional ca Detition among in-state refiners and provide 

additional in-state benefits tnat result from in-state refining, ana to 

provide equity of access to royalty oil among existing refiners.

DISCUSSION OF SPECIFIC CONTRACT PROVISIONS

Because the contract entails the sale of state royalty oil to two p a r t H &  it 

contains several provisions different from other long-term state con. :̂ ;us. 

Those provisions and other changes are discussed below.

QUANTITY OPTIONS

The quantity of oil to be sold under the long-term contract is expressed as a 

percentage of daily Kuparuk River Unit royalty oil production. The sales 

quantity will initially be about 6,000 bpd. Chevron will purchase about 4,000 

bpd ^nd Petro Star will purchase about 2,000 bpd.

The royalty oil contract gives Petro Star the option to increase its purchase 

amount from about 2,000 bpd to 2,500 bp1. The total quantity sold under the 

contract will be about 6,500 bpd if Petro Star purchases its maximum. Should 

Petro Star not exercise this option by November 1, 1987, t 'e total quantity 

could be reduced to either the maximum daily quantity purchased by Petro Star 

prior to November 1, 1987 or the Petro Star refinery's maximum thruput 

capacity at that time, provided it does not exceed 6,500 bpd.
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P e t r o  S t a r  a n d  C h e v r o n  may e a c h  a c c e p t  l e s s  t h a n  t h e i r  c o n t r a c t u a l  maximum 
q u a n t i t i e s  by g i v i n g  a n i n e - m o n t h  n o t i c e  t o  t h e  s t a t e .  P e t r o  S t a r  a n d  C h e v r o n  
may a l s o  p e r m a n e n t l y  r e d u c e  t h e i r  c o n t r a c t u a l  max imum q u a n t i t i e s  by  g i v i n g  a 
s i m i l a r  n i n e - m o n t h  n o t i c e  t o  t h e  s t a t e .  I f  e i t h e r  P e t r o  S t a r  o r  C h e v r o n  g i v e  
n o t i c e  t h a t  i t  w i s h e s  t o  a c c e p t  d e l i v e r y  o f  l e s s  t h a n  i t s  maximum q u a n t i t y  
w i t h o u t  p e r m a n e n t l y  r e d u c i n g  i t s  maximum q u a n t i t y ,  a  p e n a l t y  w i l l  b e  a s s e s s e d  
a g a i n s t  i t  b a s e d  o n  t h e  d i f f e r e n c e  b e t w e e n  t h e  max imum q u a n t i t y  a n d  t h e  a c t u a l  
v o l u m e  i t  a c c e p t s .  A l s o ,  i f  e i t h e r  o f  t h e  p u r c h a s e r s  p e r m a n e n t l y  d e c r e a s e s  
i t s  maximum q u a n t i t y  by  50  p e r c e n t  o r  m o r e ,  t h e  d e p a r t m e n t  m a y ,  s u b j e c t  t o  
c e r t a i n  c o n d i t i o n s ,  t e r m i n a t e  t h e  s a l e  o f  r o y a l t y  o i l  t o  t h e  o t h e r  p u r c h a s e r .

S e v e r a l  c i r c u m s t a n c e s ,  i n c l u d i n g  t h e  s t a n d a r d  p r o v i s i o n s  c o v e r i n g  d e f a u l t ,  
c o u l d  l e a d  t o  t h e  t e r m i n a t i o n  o f  r o y a l t y  o i l  s a l e s  t o  o n e  o f  t h e  p u r c h a s e r s .  
T h e  r o y a l t y  o i l  a g r e e m e n t ,  a s  i t  r e l a t e s  t o  t h e  r e m a i n i n g  p u r c h a s e r ,  may 
c o n t i n u e  u n d e r  s p e c i f i c  c o n d i t i o n s .  P e t r o  S t a r  c o u l d  c o n t i n u e  i t s  p o r t i o n  o f  
t h e  a g r e e m e n t  o r  i n c r e a s e  i t s  t a k e  t o  i n c l u d e  a l l  o r  p a r t  o f  t h e  C h e v r o n  
v o l u m e  u p o n  a g r e e m e n t  w i t h  t h e  C o m m i s s i o n e r  t o  m eet  s p e c i f i e d  r e q u i r e m e n t s .  
C o n t i n u a t i o n  o f  t h e  d i s p o s a l  t o  C h e v r o n  w o u l d  b e  i n  t h e  C o m m i s s i o n e r ' s  
d i s c r e t i o n  a n d  w o u l d  b e  c o n t i n g e n t  o n  C h e v r o n ' s  a g r e e m e n t  t o  p r o c e s s  t h e  o i l  
a t  i t s  N i k i s k i  r e f i n e r y .  T h e  c o n t r a c t  p r o v i s i o n s  f o r  t h e s e  e v e n t u a l i t i e s  a r e  
more f u l l y  d e s c r i b e d  i n  a  f o l l o w i n g  s e c t i o n  e n t i t l e d  " P r i c e  R e o p e n e r " .

P E T R O  S T A R / C H E V R O N  A G R E E M E N T

C h e v r o n  h a s  a g r e e d  t o  s e l l  t h e  r o y a l t y  o i l  i t  p u r c h a s e s  u n d e r  t h e  c o n t r a c t  t o  
P e t r o  S t a r  a t  TAP S Pump S t a t i o n  #1, a n d  t o  r e p u r c h a s e  t h e  o i l  a t  t h e  T A P S  
t e r m i n u s  i n  V a l d e z .  T h i s  w i l l  e n a b l e  P e t r o  S t a r  t o  r u n  i t s  r e f i n e r y  a t  f u l l  
c a p a c i t y  a n d  r e t a i n  i t s  p u r c h a s e  v o l u m e  i n  t h e  f o r m  o f  r e f i n e d  p r o d u c t s .  O n c e  
p r o c e s s e d ,  t h e  o i l  n o t  r e t a i n e d  b y  P e t r o  S t a r  ( r e t u r n  o i l )  i s  e x p e c t e d  t o  
e q u a l  t h e  a p p r o x i m a t e l y  4 , 0 0 0  b p d  i n i t i a l l y  p u r c h a s e d  by  C h e v r o n .  T h a t  v o l u m e  
w i l l  b e  r e i n j e c t e d  i n t o  TAPS a t  t h e  P e t r o  S t a r  r e f i n e r y  s i t e .  R e t u r n  o i l  
s h i p p e d  t h r o u g h  T A P S  b e c o m e s  i n t e r m i n g l e d  w i t h  u n p r o c e s s e d  c r u d e  o i l  s o  t h a t  
when t h e  r e t u r n  o i l  e m e r g e s  a t  V a l d e z  i t  i s  i d e n t i c a l  t o  t h e  T A P S  common



s t r e a m  c r u d e  o i l .  P e t r o  S t a r ,  a s  t h e  s h i p p e r ,  w i l l  b e  l i a b l e  f o r  t h e  p a y m e n t  
o f  t h e  TA P S q u a l i t y  b a n k  d i f f e r e n t i a l  b a s e d  o n  t h e  r e s u l t i n g  d e g r a d a t i o n  o f  
t h e  c o m m o n - s t r e a m  c r u d e  o i l .

C h e v r o n  a n d  P e t r o  S t a r  h a / e  e n t e r e d  i n t o  a  s e p a r a t e  c o n t r a c t  b e t w e e n  
t h e m s e l v e s  w h i c h  c o v e r s  U r ,  d e t a i l s  o f  t h e i r  b u y - s e l l  a g r e e m e n t .  T h a t  
c o n t r a c t  h a s  b e e n  a d d e d  a s  a n  a t t a c h m e n t  t o  t h e  s t a t e  r o y a l t y  o i l  c o n t r a c t  
( E x h i b i t  A ) .

R e t u r n  o i l ,  o n  w h i c h  t h e  s t a t e  m i g h t  o t h e r w i s e  r e t a i n  a n  o p t i o n ,  w o u l d  n o t  
r e s u l t  f r o m  t h e  p r o p o s e d  d i s p o s a l  d u e  t o  t h e  a r r a n g e m e n t s  c o n t e m p l a t e d  u n d e r  
t h e  c o n t r a c t .  S h o u l d  t h e r e  b e  a n y  c h a n g e  i n  t h e  a r r a n g e m e n t  b e t w e e n  P e t r o  
S t a r  a n d  C h e v r o n ,  a l l  a f f e c t e d  p a r t i e s  w i l l  n e g o t i a t e  toward  a g r e e m e n t  u p o n  a 
m a r k e t  p r i c e  o p t i o n  f o r  t h e  s t a t e  o n  w h a t e v e r  r e t u r n  o i l  may e x i s t  u n d e r  a n y  
new a r r a n g e m e n t .  T h e  s t a t e  may t e r m i n a t e  t h e  r o y a l t y  o i l  a g r e e m e n t  i f  a 
m a t e r i a l  c h a n g e  i n  t h e  t e r m s  o f  t h e  a r r a n g e m e n t  b e t w e e n  P e t r o  S t a r  a n d  C h e v r o n  
p r e c l u d e s  P e t r o  S t a r  f r o m  e c o n o m i c a l l y  u s i n g  C h e v r o n ' s  v o l u m e  a s  r e f i n e r y  
c h a r g e .

A t  t h e  R o y a l t y  B o a r d  m e e t i n g  o f  O c t o b e r  3 0 ,  1 9 8 5 ,  t h e  f a c t  t h a t  r e s i d u a l  o i l  
r a t h e r  t h a n  r e t u r n  o i l  w o u l d  r e s u l t  f r o m  a t e r m i n a t i o n  o f  P e t r o  S t a r ' s  p o r t i o n  
o f  t h e  a g r e e m e n t  was r a i s e d .  T h i s  w o u l d  o c c u r  s i n c e  C h e v r o n ' s  N i k i s k i  
r e f i n e r y  i s  n o t  p o s i t i o n e d  t o  i n j e c t  r e s i d u a l  o i l  i n t o  T A P S .  C o n s e q u e n t l y ,  
t h e  s e c t i o n  o f  t h e  c o n t r a c t  f o r m  w h i c h  a d d r e s s e s  t h e  s t a t e ' s  m a r k e t  p r i c e  
o p t i o n  o v e r  r e t u r n  o i l  ( 2 . 1 3 )  h a s  b e e n  a m e n d e d  t o  i n c l u d e  r e s i d u a l  o i l .  T h i s  
a l t e r a t i o n  i n c l u d e s  t h e  i n s e r t i o n  o f  a p h r a s e  i n  s e c t i o n  2 . 1 4  w h i c h  e x p l i c i t l y  
g r a n t s  t h e  s t a t e  a  m a r k e t  p r i c e  o p t i o n  o  ° r  C h e v r o n ' s  r e s i d u a l  o i l  s h o u l d  
P e t r o  S t a r ' s  p o r t i o n  o f  t h e  a g r e e m e n t  b e  t e r m i n a t e d .

I N - S T A T E  P R O C E S S I N G  R E Q U I R E M E N T S

T h e  c o n t r a c t  c o n t a i n s  a  n u m b e r  o f  i n  s t a t e  p r o c e s s i n g  r e q u i r e m e n t s  f o r  P e t r o  
S t a r .  P e t r o  S t a r  a g r e e s  t o  p r o c e s s  n o t  l e s s  t h a n  8 5  p e r c e n t  o f  t h e  t o t a l
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v o l u n e  o f  r o y a l t y  o i l  s o l d  u n d e r  t h e  c o n t r a c t .  P e t r o  S t a r  a l s o  a g r e e s  t o  
r e t a i n  a t  l e a s t  20 p e r c e n t  o f  t h a t  v o l u t e  i n  t h e  form o f  r e f i n e d  p r o d u c t s .  
T h e s e  p e r c e n t a g e  r e q u i r e m e n t s  a r e  l e s s  s t r i n g e n t  t h a n  t h o s e  c o n t a i n e d  i n  
r o y a l t y  c o n t r a c t s  h e l d  b y  o t h > r  i n - s t a t e  r e f i n e r s .  T h e  l o w e r  p e r c e n t a g e s  a r e  
n e c e s s a r y  t o  a c c o m m o d a t e  P e t r o  S t a r ' s  s m a l l  r e f i n e r y  a n d  i t s  r e c e n t  
comme nce me nt  o f  o p e r a t i o n s  a n d  m a r k e t i n g .

I n  a d d i t i o n ,  P e t r o  S t a r  a g r e e s  u n d e r  t h e  c o n t r a c t  t o  u s e  i t s  " b e s t  e f f o r t s "  t o  
p r o d u c e  a n d  m ark et  a v o l u m e  o f  r e f i n e d  p r o d u c t s  i n  A l a s k a  e q u a l  t o  n o t  l e s s  
t h a n  2 3  p e r c e n t  o f  t h e  t o t a l  v o l u m e  o f  r o y a l t y  o i l  s o l d .  T o  m o n i t o r  t h a t  
e f f o r t ,  P e t r o  S t a r  w i l l  b e  r e q u i r e d  t o  p r o v i d e  t h e  d e p a r t m e n t  a q u a r t e r l y  
s t a t e m e n t  s h o w i n g  t h e  q u a n t i t y  o f  ' e f i n e d  p r o d u c t s  i t  p r o d u c e d  a n d  m a r k e t e d  i n  
A l a s k a  o v e r  t h a t  p e r i o d .

T h e s e  p r o v i s i o n s  a r e  s i m i l a r  t o  t h e  i n - s t a t e  p r o c e s s i n g  r e q u i r e m e n t s  c o n t a i n e d  
i n  t h e  l o n g - t e r m  r o y a l t y  o i l  c o n t r a c t s  w i t h  T e s o r o  A l a s k a  P e t r o l e u m  C o m p a n y  
a n d  C h e v r o n .

P R I C E

T h e  c o n t r a c t  c o n t a i n s  a  u n i q u e  p r i c e  t e r m .  A l t h o u g h  t h e  c o n t r a c t  w i l l  s e l l  
K u p a r u k  R i v e r  U n i t  r o y a l t y  o i l ,  t h e  p r i c e  te rm  w i l l  b e  b a s e d  o n  P r u d h o e  B a y  
U n i t  o i l  a s  a d j u s t e d  f o r  t h e  d i f f e r e n c e s  b e t w e e n  t h e  two f i e l d s .  T h i s  p r i c e  
te r m  i s  p o s s i b l e  s i n c e  K u p a r u k  R i v e r  U n i t  a n d  P r u d h o e  B a y  U n i t  o i l  a r e  
i n t e r m i n g l e d  i n  T A P S ,  c r e a t i n g  a  s i n g l e  r o y a l t y  c r u d e  s t r e a m  a v a i l a b l e  f o r  
d i s p o s a l  by  t h e  s t a t e .  T h e  T A P S  q u a l i t y  b a n k  a d j u s t m e n t  c o m p e n s a t e s  f o r  t h e  
d i f f e r e n c e  i n  q u a l i t y  b e t w e e n  P r u d h o e  B a y  a n d  K u p a r u k  R i v e r  c r u d e  o i l s .  T h e  
K u p a r u k  p i p e l i n e  t a r i f f  c o m p e n s a t e s  f o r  t h e  l o c a t i o n a l  d i f f e r e n c e s  b e t w e e n  t h e  
s o u r c e s  o f  t h e s e  c r u d e  o i l s .

T h e  p r i c e  o f  t h e  K u p a r u k  r o y a l t y  o i l  t o  b e  s o l d  u n d e r  t h e  c o n t r a c t  w i l l  b e  
e q u a l  t o  t h e  a m o u n t  th« t  t h e  s t a t e  w o u l d  r e c e i v e  f r o m  i t s  P r u d h o e  B a y  l e s s e e s  
f o r  a  l i k e  v o l u m e  o f  P r u c l - o e  B a y  r o y a l t y  o i l  t a k e n  i n  v a l u e  a t  t h a t  t i m e ,  p l u s
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t h e  v <njk R i v e r  U n i t  f i e l d  c o s t  a l l o w a n c e  w h i c h  t h e  s t a t e  i s  b i l l e d  when
t a k i n g  K u p a r u k  r o y a l t y  o i l  i n  k i n d ,  p l u s  a p e r  b a r r e l  premium o f  3 51 from
P e t r o  S t a r  a n d  50tf from C h e v r o n .  T o  p r o p e r l y  c o m p e n s a t e  th e  p u r c h a s e r s  f o r  
t h e  q u a l i t y  a n d  t r a n s p o r t a t i o n  c o s t  d i f f e r e n t i a l  be t w e e n  Ku par uk  r o y a l t y  o i l  
a n d  t h e  P r u d h o e  B a y - b a s e d  p r i c e ,  two d e d u c t i o n s  w i l l  b e  made t o  t h a t  p r i c e .
T h e s e  a r e  t h e  K u p a r u k  P i p e l i n e  t a r i f f  a n d  t h e  TA P S q u a l i t y  ba nk  a d j u s t m e n t  
c h a r g e  f o r  i n j e c t i n g  K u p a r u k  o i l  i n t o  t h e  T A P S  c r u d e  o i l  s t r ea m .

I n  a d d i t i o n ,  P e t r o  S t a r  a n d  C h e v r o n  w i l l  b e  l i a b l e  t o  t h e  s t a t e  f o r  
r e t r o a c t i v e  a d j u s t m e n t s  t o  t h e  P r u d h o e  Ba y  1 n  v a l u e  p r i c e  r e s u l t i n g  from
r e s o l u t i o n  o f  t h e  A m e r a d a  _  s l i t i g a t i o n .  T h o s e  r e t r o a c t i v e  p r i c e  
a d j u s t m e n t s  w i l l  a p p l y  to  a l l  r o > . 7 o i l  p u r c h a s e d  u n d e r  th e  a g r e e m e n t .  T o  
a s s u r e  t h e  p u r c h a s e r s  a l i m i t  t o  t n  r l i a b i l i t y  f o r  Amerada H e s s  r e t r o a c t i v e  
p r i c e  a d j u s t m e n t s ,  t h e  d e p a r t m e n t  h a s  a g r e e d  t o  a c e l l i n g  r e t r o a c t i v e  p r i c e  
a d j u s t m e n t  o f  $ 2 . 5 0  p e r  b a r r e l  o f  r o y a l t y  o i l  p u r c h a s e d .  T h i s  sum r e p r e s e n t s  
a  n e g o t i a t e d  c e i l i n g ,  a n d  1 s  n o t  a n y  p a r t y ' s  e s t i m a t e  o f  l i t i g a t i o n  r e s u l t s .

A t  t h e  R o y a l t y  B o a r d  m e e t i n g  o f  O c t o b e r  3 0 ,  1 9 8 5 ,  t h e  d e p a r t m e n t  a n n o u n c e d  a ^  

p o s s i b l e  a l t e r a t i o n  t o  t h e  I n t e r e s t  r a t e s  s p e c i f i e d  1 n  th e  A m e r a d a  H e s s  /
p r o v i s i o n  o f  t h e  p r o p o s e d  l o n g - t e r m  r o y a l t y  c o n t r a c t  w i t h  P e t r o  S t a r  a n d  
C h e v r o n .  T h i s  i s s u e  a r o s e  f r o m  C h e v r o n ' s  d e s i r e  t o  r e n e g o t i a t e  t h e  p r o v i s i o n  
w h i c h  s p e c i f i e s  t h e  i n t e r e s t  r a t e  t h a t  w o u l d  be  a p p l i e d  t o  a d d i t i o n a l  a m o u n t s  
t h a t  may b e  owed by t h e  p u r c h a s e r  u p o n  f i n a l  r e s o l u t i o n  o f  t h e  A m er ad a  H e s s  
l i t i g a t i o n .  O r i g i n a l l y  t h i s  te rm  s p e c i f i e d  t h a t  t h e  a p p l i c a b l e  i n t e r e s t  r a t e  
w o u l d  b e  t h e  h i g h e r  o f  t h e  p r i m e  r a t e  p l u s  3 p e r c e n t  o r  th e  r a t e  o f  r e t u r n  
r e a l i z e d  o n  t h e  S t a t e  g e n e r a l  f u n d .  U n d e r  t h e  a l t e r a t i o n  p r o p o s e d  by  C h e v r o n  
a n d  a g r e e d  t o  by  t h e  d e p a r t m e n t ,  t h e  p u r c h a s e r  w o u l d  pay  t h e  i n t e r e s t  r a t e  
w h i c h  w i l l  b e  e x p l i c i t l y  o r  i m p l i c i t l y  i n c l u d e d  1 n  t h e  r e s o l u t i o n  o f  t h e
Amerad a  H e s s  l i t i g a t i o n .

T h i s  a l t e r a t i o n  was f o u n d  a c c e p t a b l e  t o  t h e  d e p a r t m e n t  i n  l i g h t  o f  C h e v r o n ' s
c o n c e r n s ,  w h i c h  a r o s e  from t h e  f a c t  t h a t  t h e  i n t e r e s t  r a t e s  e x p e c t e d  t o  e m er ge
from a s e t t l e m e n t  o f  t h e  A m e r a d a  H e s s  l i t i g a t i o n  w i l l  l i k e l y  d i f f e r  fr o m  t h e  
i n t e r e s t  r a t e  o r i g i n a l l y  s p e c i f i e d  i n  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 .
D e p e n d i n g  o n  when a r e s o l u t i o n  t o  t h e  Amerad a  H e s s  l i t i g a t i o n  o c c u r s ,  t h i s
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s i t u a t i o n  c o u l d  l e a d  t o  s e t t l e m e n t  a m o u n t s  w h i c h  a r e  s u b s t a n t i a l l y  d i f f e r e n t  
t h a n  t h e  s e t t l e m e n t  amount  a r i s i n g  f r o m  a r e s o l u t i o n  o f  t h a t  l i t i g a t i o n .  T h i s  
a m en dm ent  a p p e a r s  i n  s e c t i o n  2 . 3  ( P r i c e  o f  t h e  R o y a l t y  O i l )  o f  t h e  c o n t r a c t .

S E C U R I T Y

T h e  d e p a r t m e n t  o r d i n a r i l y  r e q u i r e s  f r o m  r o y a l t y  o i l  p u r c h a s e r s  a n  i r r e v o c a b l e  
l e t t e r  o f  c r e d i t  e q u a l  t o  9 0  d a y s '  w o rt h  o f  o i l .  T h i s  r e q u i r e m e n t  h a s  b e e n  a 
f e a t u r e  o f  a l l  r o y a l t y  o i l  d i s p o s a l s  s i n c e  t h e  c o m p e t i t i v e  s a l e  o f  D e c e m b e r
11. . ,  1 9 8 4 ,  w i t h  t h e  e x c e p t i o n  o f  t h e  P r u d h o e  B a y  r o y a l t y  o i l  o f f e r e d  a t  t h a t  
s a l e .  T h e  e x c e p t i o n  o c c u r r e d  b e c a u s e  t h e  d e p a r t m e n t  d e v i s e d  a  " p u t  c a l l "  
o p t i o n  w h i c h  e n a b l e d  t h e  l e t t e r  o f  c r e d i t  r e q u i r e m e n t  f o r  t h a t  o i l  t o  be  
r e d u c e d  t o  6 0  d a y s .  T h e  F i n d i n g s  a n d  D e t e r m i n a t i o n  t o  C o n d u c t  a C o m p e t i t i v e  
S a l e  o f  P r u d h o e  Ba y  a n d  K u p a r u k  R i v e r  U n i t  R o y a l t y  O i l ,  o f  O c t o b e r  1 7 ,  1 9 8 4  
d i s c u s s e s  b o t h  t h e  p u t  c a l l  o p t i o n  a n d  t h e  e v e n t u a l i t i e s  w h i c h  n e c e s s i t a t e  t h e  
r e q u i r e m e n t  f o r  a  l e t t e r  o f  c r e d i t .

T h e  c o n t r a c t  r e q u i r e s  t h e  s t a n d a r d  9 0 - d a y  l e t t e r  o f  c r e d i t  fro m C h e v r o n  f o r
t h e  q u a n t i t y  t o  b e  p u r c h a s e d  b y  t h e  c o m p a n y .  C h e v r o n  a l s o  h a s  a g r e e d  t o  a
" b a c k u p "  a r r a n g e m e n t  w i t h  t h e  s t a t e  u n d e r  t h e  c o n t r a c t .  U n d e r  t h a t  p r o v i s i o n ,  
C h e v r o n  w i l l  a c c e p t  d e l i v e r y  o f  a n y  v o l u m e  o f  r o y a l t y  o i l  u p o n  w h i c h  P e t r o
S t a r  may d e f a u l t ,  w i t h  o n l y  a  f i v e  d a y  n o t i c e  r e q u i r e d  from t h e  s t a t e .  T h e
p u r c h a s e  p r i c e  f o r  t h a t  v o l u m e  w o u l d  b e  t h e  P e t r o  S t a r  p u r c h a s e  p r i c e .  T h e  
b a c k u p  s a l e  w o u l d  c o n t i n u e  o n l y  u n t i l  t h e  C o m m i s s i o n e r  r e t u r n e d  t h e  o i l  t o  i n  
v a l u e .

T h e  a d d i t i o n a l  s e c u r i t y  p r o v i d e d  b y  t h e  b a c k u p  a r r a n g e m e n t  w i t h  C h e v r o n  h a s  
a l l o w e d  f o r  t h e  l e t t e r  o f  c r e d i t  r e q u i r e m e n t  f o r  P e t r o  S t a r  t o  b e  r e d u c e d  t o  
60 d a y s .  T h e  P e t r o  S t a r  l e t t e r  o f  c r e d i t  w i l l  p r o v i d e  f i n a n c i a l  p r o t e c t i o n  
f o r  t h e  s t a t e  b e y o n d  t h e  d a t e  t h e  d e p a r t m e n t  may b e c o m e  aware o f  a n y  p o s s i b l e  
p e r f o r m a n c e  f a i l u r e  o n  t h e  p a r t  o f  P e t r o  S t a r .  T h e  b a c k u p  a r r a n g e m e n t  w i t h  
C h e v r o n ,  w h i c h  w o u l d  b e  a c t i v a t e d  i n  t h a t  e v e n t ,  r e p l a c e s  t h e  a d d i t i o n a l  30 
d a y s  o f  c o v e r a g e  o r d i n a r i l y  r e q u i r e d  by  t h e  d e p a r t m e n t .
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AfERADA HESS ESCROW ACCOUNT

Upon a review of the responses to the department's Solicitation, the 

department became concerned with the ability of some respondents to pay the 

state retroactive price adjustments stemming from resolution of the Amerada 

Hess litigation. The amounts which may be entailed by tho^e retroactive price 

adjustments (to be determined at an unknown time) over j long-term royalty oil 
disposal could be substantial. Consequently, the department suggested escrow 

arrangements with some respondents, including Petro Star, during the first 

review of the responses to the Solicitation. During the later negotiations 

with Petro Star, an escrow amount of $1.12 per royalty oil barrel purchased 

was found acceptable by the department. Under the contract, Petro Star will 

establish an interest-bearing escrow account in that amount for the purpose of 

making payments to the state for any retroactive price adjustments resulting 

from a resolution of the Amerada Hess litigation.

PRICE REOPENER

Any time after two years from the date of first delivery of royalty oil to 

Petro Star and Chevron, the state or either of the purchasers may exercise the 

price reopener clause contained in the contract by giving a one month written 

notice. If a new purchase price is agreed to by the state and the affected 

purchaser within three months of the notice to reopen, the new purchase price 

will become effective one month after that agreement. Two years after a new 

purchase price becomes effective, that price will be subject to renegotiation 

under the price reopener provision of the contract. If a new purchase price 

is not agreed to by the state and the. affected purchaser within three months 

of the notice to reopen, that purchasers' portion of the agreement may be 

terminated by either the state or the purchaser upon nine months written 

notice.

The requirements to continue the remaining purchaser's portion of the 

agreement differ for Petro Star or Chevron. Were the agreement to be
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t e r m i n a t e d  w i t h  r e s p e c t  t o  P e t r o  S t a r ,  t h e  s t a t e  m a y ,  u p o n  n i n e  m o n t h s  w r i t t e n  
n o t i c e ,  t e r m i n a t e  t h e  a g r e e m e n t  w i t h  C h e v r o n .  S h o u l d  t h e  d e p a r t m e n t  e l e c t  t o  
c o n t i n u e  t h e  s a l e  o f  r o y a l t y  o i l  t o  C h e v r o n  u n d e r  t h e  p r o p o s e d  c o n t r a c t ,  t h e  
v o l u m e  s o l d ,  w h i c h  w o u l d  n o t  e x c e e d  a p p r o x i m a t e l y  4 , 0 0 0  b p d ,  m u s t  b e  p r o c e s s e d  
a t  t h e  C h e v r o n  r e f i n e r y  i n  N i k i s k i .

I f  C h e v r o n ' s  p o r t i o n  o f  t h e  a g r e e m e n t  v.ere t e r m i n a t e d ,  t h e  s a l e  o f  r o y a l t y  o i l  
t o  P e t r o  S t a r  c o u l d  c o n t i n u e  u n d e r  t h e  c o n t r a c t  o n l y  u n d e r  t h e  f o l l o w i n g  
c o n d i t i o n s .  T h e  s a l e s  v o l u m e  c o u l d  r e m a i n  t h e  same o r  c o u l d  b e  e x p a n d e d  t o  
i n c l u d e  a l J  o r  p a r t  o f  t h e  q u a n t i t y  f o r m e r l y  p u r c h a s e d  by C h e v r o n .  T h e  p r i c e  
t o  P e t r o  S : a r  f o r  a ny  e x p a n d e d  q u a n t i t y  o f  o i l  w i l l  b e  C h e v r o n ' s  p u r c h a s e  
p r i c e ,  i n c l u d i n g  t h e  p e r  b a r r e l  p r e m i u m  o f  50«i. P e t r o  S t a r  m u s t  a l s o  a g r e e  t o  
e x p a n d  i t s  s e c u r i t y  a n d  i n - s t a t e  p r o c e s s i n g  o b l i g a t i o n s  t o  c o r r e s p o n d  t o  t h e  
new t o t a l  d a i l y  v o l u m e  t o  b e  p u r c h a s e d .  T h i s  w o u l d  i n c l u d e  a n  i n c r e a s e d  
l e t t e r  o f  c r e a i t ,  e q u a l  t o  90  d a y s '  w o r t h  o f  t h e  new d a i l y  v o l u m e  t o  b e  
p u r c h a s e d ,  a n d  A m era da  H e s s  e s c r o w  a c c o u n t  p a y m e n t s  c o r r e s p o n d i n g  t o  t h a t  
v o l u m e .  F u r t h e r ,  P e t r o  s t a r  a n d  t h e  d e p a r t m e n t  m u s t  s u c c e s s f u l l y  c o m p l e t e  
n e g o t i a t i o n s  f o r  a n  anv . i d me nt  t o  t h e  c o n t r a c t  w h i c h  p r o v i d e s  t h e  s t a t e  a n  
o p t i o n  t o  r e p u r c h a s e  P e t r o  S t a r ' s  r e t u r n  o i l ,  a t  a  m a r k e t - b a s e d  p r i c e .

S h o u l d  t h e  e x e r c i s e  o f  a n y  o f  t h e  o p t i o n s  d e s c r i b e d  i n  t h i s  s e c t i o n  r e s u l t  i n  
a n  a p p r e c i a b l e  r e d u c t i o n  o f  t h e  c o n s i d e r a t i o n  r e c e i v e d  b y  t h e  s t a t e  f o r  t h e  
c o n t i n u e d  s a l e  o f  r o y a l t y  o i l ,  t h e  a p p r o v a l  o f  t h e  A l a s k a  S t a t e  L e g i s l a t u r e  
w i l J  be  r e q u i r e d .

F o r  more i n f o r m a t i o n ,  s e e  A r t i c l e  V I I  ( D e f a u l t  o r  T e r m i n a t i o n )  o f  t h e  p r o p o s e d  
c o n t r a c t .

L O f A L  H I R E

L i k e  t h e  s t a t e ' s  o t h e r  l o n g - t e r m  r o y a l t y  o i l  c o n t r a c t s  w i t h  i n - s t a t e  r e f i n e r s ,  
t h e  c o n t r a c t  c o n t a i n s  a  p r o v i s i o n  c o n c e r n i n g  l o c a l  h i r e .  T h e  p r e f e r e n t i a l  
h i r i n g  c l a u s e  s t a t e s  i n  p a r t ,  " P u r c h a s e r  a g r e e s  t o  h i r e  a n d  e m p l o y  A l a s k a
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r e s i d e n t s  a n d  A l a s k a  c o m p a n i e s  t o  t h e  e x t e n t  t h e y  a r e  a v a i l a b l e ,  w i l l i n g  a n d  
q u a l i f i e d  f o r  a l l  work p e r f o r m e d  i n  A l a s k a  u n d e r  o r  i n  c o n n e c t i o n  w i t h  t h i s  
A g r e e m e n t ,  i n c l u d i n g  b u t  n o t  l i m i t e d  t o  c o n s t r u c t i o n  a n d  o p e r a t i o n  o f  
f a c i l i t i e s  t o  r e f i n e  o r  o t h e r w i s e  u s e  t h e  R o y a l t y  0 1 1 . "  " A l a s k a  r e s i d e n t "  i s  
d e f i n e d  as  a n  i n d i v i d u a l  who h a s  l i v e d  i n  t h e  s t a t e  f o r  o n e  y e a r  a t  t h e  t i m e  
o f  h i r i n g .  I t  i s  u n d e r s t o o d  u n d e r  t h e  a r r a n g e m e n t s  i n i t i a l l y  c o m t e m p l a t e d ,  
t h a t  C h e v r o n  w i l l  n o t  b e  p e r f o r m i n g  work i n  A l a s k a  i n  c o n n e c t i o n  w i t h  t h i s  
c o n t r a c t .  I f  t h i s  p r o v i s i o n  I s  d e t e r m i n e d  t o  b e  u n c o n s t i t u t i o n a l ,  t h e n ,  by 
s i g n i n g  t h e  c o n t r a c t  P e t r o  S t a r  a g r e e s  t o  h i r e  a n d  e m p l o y  A l a s k a n  r e s i d e n t s  
a n d  A l a s k a  c o m p a n i e s  t o  t h e  e x t e n t  s u c h  p r e f e r e n t i a l  h i r i n g  i s  d e t e r m i n e d  t o  
b e  c o n s t i t u t i o n a l .

T h e  i s s u e  o f  l o c a l  h i r e  w i t h  r e s p e c t  t o  P e t r o  S t a r  was r a i s e d  a t  t h e  R o y a l t y  
B o a r d  m e e t i n g  o f  S e p t e m b e r  2 6 ,  1 9 8 5  b y  Mr.  K e v i n  D o u g h e r t y ,  who r e p r e s e n t e d  
t h e  A l a s k a  A F L - C I O  a n d  t h e  A l a s k a  S t a t e  D i s t r i c t  C o u n c i l  o f  L a b o r e r s .  Mr.  
D o u g h e r t y  r e m a r k e d  t h a t  a p p r o x i m a t e l y  o n e  h a l f  o f  t h e  e m p l o y e e s  c o n t r a c t e d  t o  
c o n s t r u c t  t h e  P e t r o  S t a r  r e f i n e r y  were  fro m o u t  o f  s t a t e .  Mr.  D o u g h e r t y  a l s o  
n o t e d  t h a t  t h e  a n n u a l  e m p l o y e e  s a l a r y  i n d i c a t e d  i n  t h e  A n a l y s i s  f o r  P e t r o  S t a r  
was much l o w e r  t h a n  t h e  c o r r e s p o n d i n g  f i g u r e s  shown f o r  t h e  p r o p o s e d  A r c t i c  
E n e r g y  r e f i n e r y .

Mr.  S t e v e  L e w i s  o f  P e t r o  S t a r  d i d  n o t  a g r e e  t o  t h e  p a y r o l l  f i g u r e s  i m p l i e d  i n  
t h e  A n a l y s i s .  Mr .  L e w i s  f u r t h e r  s t a t e d  t h a t  t h e  i s s u e  o f  l o c a l  h i r e  s h o u l d  
n o t  be  c o n f u s e d  w i t h  u n i o n  h i r e  a n d  t h a t  a l l  P e t r o  S t a r  e m p l o y e e s  were A l a s k a  
r e s i d e n t s .  Mr .  L e w i s  a l s o  d i s p u t e d  t h e  a s s e r t i o n  t h a t  o n l y  o n e  h a l f  o f  t h e  
r e f i n e r y ' s  c o n s t r u c t i o n  work f o r c e  was c o m p r i s e d  o f  A l a s k a  r e s i d e n t s .

I n  a l e t t e r  t o  t h e  R o y a l t y  B o a r d  d a t e d  S e p t e m b e r  2 / ,  1 9 8 5 ,  Mr.  D o u g h e r t y  
s t a t e d  t h a t  h i s  co m me nt  w i t h  r e s p e c t  t o  P e t r o  S t a r ' s  c o n s t r u c t i o n  work f o r c e  
was b a s e d  o n  I n f o r m a t i o n  p r o v i d e d  by  t h e  wo rk er s  o n  t h a t  p r o j e c t .  Mr.  
D o u g h e r t y  a l s o  a d d e d  t h a t  h i s  p a y r o l l  f i g u r e s  were t a k e n  d i r e c t l y  from t h e  
A n a l y s i s .  T h e  l a t t e r  d i s c r e p a n c y  was t r a c e d  t o  t h e  n u m b e r  o f  e m p l o y e e s  shown 
f o r  P e t r o  S t a r  1 n  t h e  A n a l y s i s ,  w h i c h  h a s  b e e n  c o r r e c t e d  I n  t h i s  d o c u m e n t .
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P R E L I M I N A R Y  F I N D I N G S  AND D E T E R M I N A T I O N S

1 .  C o m p e t i t i v e  b i d d i n g  i s  w a i v e d .

I  h a v e  d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  AS 3 8 . 0 5 . 1 8 3 ( a )  a n d  1 1  AAC 0 3 . 0 3 0  
t h a t  t h e  b e s t  i n t e r e s t  o f  t h e  s t a t e  d o e s  n o t  r e q u i r e  c o m p e t i t i v e
b i d d i n g  f o r  t h i s  d i s p o s a l .  P e t r o  S t a r  i s  t h e  o n l y  e x i s t i n g  i n - s t a t e  
r e f i n e r  w h i c h  d o e s  n o t  p u r c h a s e  s t a t e  r o y a l t y  o i l  u n d e r  n e g o t i a t e d ,
l o n g - t e r m  c o n t r a c t ( s ) .  I n  o r d e r  t o  r e a l i z e  t h e  o b j e c t i v e s  i m p l i e d  by 
many o f  t h e  c o n s i d e r a t i o n s  l i s t e d  1 n  AS 3 8 . 0 5 . 1 8 2 - 1 8 3  a n d  AS 3 8 . 0 6 . 0 7 0  
a n d  t o  o b t a i n  t h e  b e n e f i t s  f o r  A l a s k a  c o n s u m e r s  t h a t  a c c r u e  fro m 
i n - s t a t e  r e f i n i n g ,  t h e  d e p a r t m e n t  h a s  w a i v e d  c o m p e t i t i v e  b i d d i n g  f o r  
t h i s  d i s p o s a l ,  w h i c h  i s  p a r t i a l l y  b a s e d  o n  f a c t o r s  o t h e r  t h a n  t h e  c a s h  
v a l u e  o f f e r e d .  T h e  c o n t r a c t  f o r  a l o n g - t e r m  r o y a l t y  o i l  s a l e  t o  P e t r o  
S t a r  a n d  C h e v r o n  f o l l o w s  a f o r m a l  " S o l i c i t a t i o n  f o r  P r o p o s a l s " ,  t o  
w h i c h  e l e v e n  f i r m s  r e s p o n d e d ,  a n d  a s 1 x - m o n t h  p u b l i c  r e v i e w  a n d
c o m n e n t  p r o c e s s .

2 .  T h e  s a l e  t o  P e t r o  S t a r  a n d  C h e v r o n  i s  i n  t h e  b e s t  i n t e r e s t  o f  
t h e  S t a t e .

U n d e r  AS 3 8 . 0 5 . 1 8 3 ( e ) ,  a n o n c o m p e t i t i v e  s a l e ,  e x c h a n g e ,  o r  o t h e r  
d i s p o s a l  o f  r o y a l t y  o i l  o r  g a s  t a k e n  1 n  k i n d  b y  t h e  s t a t e  may be
a wa rd e d  by  t h e  c o m m i s s i o n e r  t o  t h e  p r o s p e c t i v e  b u y e r  whose  p r o p o s a l  
o f f e r s  maximum b e n e f i t s  t o  t h e  c i t i z e n s  o f  t h e  s t a t e .

I n  a c c o r d a n c e  w i t h  AS 3 8 . 0 5 . 1 8 3 ( a ) , ( c )  a n d  ( e ) ,  a n d  1 1  AAC 0 3 . 0 1 0 ( b )  
a n d  ( d ) ,  I  f i n d  t h a t  t a k i n g  r o y a l t y  o i l  1 n  k i n d  a n d  s e l l i n g  t h a t  o i l  
t o  P e t r o  S t a r  “ i d  C h e v r o n  f o r  u s e  1 i i - s t a t e  i s  i n  t h e  b e s t  i n t e r e s t s  o f  
t h e  s t a t e  a n d  t h a t  i t  w i l l  m a x i m i z e  b e n e f i t s  t o  s t a t e  c i t i z e n s .  
A p p l i c a b l e  s t a t u t o r y  c r i t e r i a  a r e  d i s c u s s e d  b e l o w .

- 1 9 -



( a )  T h e  s t a t e  i s  now h i g h l y  d e p e n d e n t  o n  o i l  r e v e n u e s  a n d  w i l l
c o n t i n u e  t o  d e p e n d  o n  o i l  r e v e n u e s  i n  t h e  f u t u r e .  T h e  p r i c e  term 
o f  t h e  s a l e  p r o t e c t s  t h e  s t a t e ' s  i n t e r e s t  by  e n s u r i n g  t h a t  
r e v e n u e s  f r o m  t h i s  s a l e  w i l l  e x c e e d  t h e  i n  v a l u e  a l t e r n a t i v e .  AS 
3 8 . 0 5 . 1 8 3 ( e ) ( 1 )  a n d  AS 3 6 . 0 6 . 0 7 0 ( a ) ( 1 ) .

( b )  T h e  p r o j e c t e d  e f f e c t s  o f  t h i s  s a l e  a r e  b r o u g h t  a b o u t  b y  t h e
c o n t i n u e d  a s s u r a n c e  o f  s u p p l y  u n d e r  a  l o n g - t e r m  e x i s t i n g  
c o n t r a c t .  P e t r o  S t a r  h a s  made a n  i n i t i a l  i n v e s t m e n t  o f  mo re  t h a n  
$ 6 . 9  m i l l i o n  i n  i t s  A l a s k a  o p e r a t i o n s .  T h e  c o m p a n y  h a s  c r e a t e d
1 1  new j o b s .  T h e  b e n e f i t s  r e l a t e d  t o  l o c a l  p a y r o l l s  a n d  t o  t h e
p u r c h a s e  o f  l o c a l  g o o d s ,  s e r v i c e s  a n d  s u p p l i e s  i s  mor e  t h a n  $ 1 . 6  
m i l l i o n  a n n u a l l y .  AS 3 8 . 0 5 . 1 8 3 ( e ) ( 2 ) - ( 3 ) .

( c )  T h e  l o c a l  a n d  r e g i o n a l  n e e d s  o f  t h e  F a i r b a n k s  a r e a  f o r  p e t r o l e u m  
p r o d u c t s  w i l l  b e  s a t i s f i e d  a n d  l o c a l  c o m p e t i t i o n  amon g  r e f i n e r i e s  
w i l l  b e  c r e a t e d .  A o n e  c e n t  d e c r e a s e  i n  t h e  p r i c e  o f  e a c h  g a l l o n  
o f  r e f i n e d  p r o d u c t  t h a t  c o u l d  b e  ma de  f r o m  1 , 0 0 0  b p d  t r a n s l a t e s  
t o  a n  a n n u a l  c o n s u m e r  s a v i n g  o f  a b o u t  $ 1 5 3 , 0 0 0 .  O n  t h e  
c o n s e r v a t i v e  a s s u m p t i o n  t h a t  P e t r o  S t a r  w o u l d  r e d u c e  i t s  p e r  
g a l l o n  p r o d u c t  p r i c e  b y  o n e  p e n n y ,  t h e  a n n u a l  s a v i n g s  t o  t h e  
c o n s u m e r  w o u l d  e x c e e d  $ 3 8 0 , 0 0 0  a t  t h e  r e f i n e r y ' s  e x p e c t e d  
c a p a c i t y .  AS 3 8 . 0 5 . 1 8 3 ( e ) ( 4 )  a n d  AS 3 8 . 0 6 . 0 7 0 ( a ) ( 2 ) .

( d )  T h e  c o n t i n u e d  o p e r a t i o n  o f  P e t r o  S t a r ,  w i t h  t h e  a t t e n d a n t  p a y r o l l  
a n d  s e c o n d a r y  b e n e f i t s ,  w i l l  h a v e  a  p o s i t i v e  a n d  d e s i r e d  e f f e c t  
o n  t h e  c i t i z e n s  o f  t h e  s t a t e .  W h i l e  t h i s  d i s p o s a l  l i k e l y  w i l l  
n o t  r e s u l t  i n  new c a p i t a l  i n v e s t m e n t  o r  d e v e l o p m e n t ,  i t  w i l l  
e n a b l e  t h e  e f f i c i e n t  u s e  o f  e x i s t i n g  i n v e s t m e n t  a n d  d e v e l o p m e n t .  
AS 3 8 . 0 6 . 0 7 0 ( a ) ( 3 ) .
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( e )  T h e  p r o j e c t e d  s o c i a l  i m p a c t s  o f  a  d i s p o s a l  t o  P e t r o  S t a r  a r e  
a n t i c i p a t e d  t o  b e  f a v o r a b l e .  T h e  b e n e f i t s  p r e s e n t l y  r e c e i v e d  
f r o m  t h e  o p e i  d t i o n  o f  t h e  P e t r o  S t a r  R e f i n e r y  p l u s  t h e  s u p p l y  o f  
p r o d u c t s  t h v r  j h  P e t r o  S t a r ' s  d i s t r i b u t i o n  s y s t e m  w o u l d  
c o n t i n u e .  AS 3 8 . 0 6 . 0 7 0 ( a ) ( A ) .

( f )  S i n c e  m o st  o f  t h e  e s s e n t i a l  p r o v i s i o n s  o f  t h e  p r o p o s e d  d i s p o s a l  
t o  P e t r o  S t a r  r e l a t e  t o  o p e r a t i o n  o f  i t s  e x i s t i n g  f a c i l i t i e s  a n d  
s y s t e m s ,  t h e  a d d i t i o n a l  c o s t s  a r d  r e s p o n s i b i l i t i e s  w h i c h  c o u l d  b e  
i m p o s e d  u p o n  t h e  s t a t e  a n d  a f f e c t e d  s u b d i v i s i o n s  a r e  l i k e l y  t o  be  
m i n i m a l .  AS  3 8 . 0 6 . 0 7 0 ( a ) ( 5 ) .

( g )  L o c a l  a n d  r e g i o n a l  c o n s u m p t i o n  o f  r e f i n e d  p e t r o l e u m  p r o d u c t s  w i l l  
b e  d i r e c t l y  a n d  f a v o r a b l y  a f f e c t e d  b y  t h e  P e t r o  S t a r /  C h e v r o n  
d i s p o s a l .  L o c a l  l a b o r  m a r k e t s  w i l l  c o n t i n u e  t o  b e n e f i t  t h r o u g h  
e m p l o y m e n t  o p p o r t u n i t i e s  a t  t h e  P e t r o  S t a r  r e f i n e r y .  AS 
3 8 . 0 6 . 0 7 0 ( a ) ( 6 ) .

( h )  E n v i r o n m e n t a l  e f f e c t s  r e s u l t i n g  f r o m  t h e  d i s p o s a l  w i l l  o e  
n e g l i g i b l e ,  i f  a n y ,  s i n c e  t h e  f a c i l i t y  i s  a l r e a d y  i n  e x i s t e n c e .  
AS 3 8 . 0 6 . 0 7 0 ( a ) ( 7 ) .

( i )  T h e  s a l e  w i l l  h e l p  e x i s t i n g  c o m m e r c i a l  p r i v a t e  e n t e r p r i s e  a n d  
p a t t e r n s  o f  i n v e s t m e n t s  b y  a s s i s t i n g  i n  t h e  c o n t i n u e d  o p e r a t i o n  
o f  P e t r o  S t a r .  F u r t h e r ,  P e t r o  S t a r  i s  t h e  s o l e  i n - s t a t e  r e f i n e r y  
owned by  A l a s k a n s  a n d  A l a s k a  c o m p a n i e s .  AS 3 6 . 0 6 . 0 7 0 ( a ) ( 8 ) .

I n  a c c o r d a n c e  w i t h  1 1  AAC 0 3 . 0 6 0 ( b ) ,  t h e  w e i g h t  g i v e n  t o  t h e  
a p p l i c a b l e  c r i t e r i a  i n  d e t e r m i n i n g  t h e  max imum b e n e f i t  t o  A l a s k a  
c i t i z e n s  m u s t  b e  a d d r e s s e d .  I n  m a k i n g  t h i s  f i n d i n g  t h e  D e p a r t m e n t  
f i r s t  a s s u r e d  i t s e l f  t h a t  t h e  s t a t e  w o u l d  n o t  l o s e  m o ne y  by  m a k i n g  a 
d i s p o s a l  t o  P e t r o  S t a r / C h e v r o n .  O n c e  s o  a s s u r e d ,  o t h e r  b e n e f i t s  
a t t e n d a n t  t o  t h e  d i s p o s a l  were e x a m i n e d .  I f  t h e  p r i c e  o f f e r e d  d i d  n o t  
a s s u r e  t h e  s t a t e  a t  l e a s t  what  i t  w o u l d  h a v e  r e c e i v e d  h a d  i t  l o f t  t h e
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o i l  i n  v a l u e  t h e n  t h e  s a l e  w o u l d  n o t ,  i n  t h e  D e p a r t m e n t ' s  v i e w ,  s e r v e  
t h e  s t a t e ' s  b e s t  i n t e r e s t s .  T a t r o  S t a r  m a t c h e d  t h e  h i g h e s t  p r e m i u m  
o f f e r e d  b y  a n y  e x i s t i n g  i n - s t a t e  r e f i n e r ,  a n d  C h e v r o n  o f f e r e d  t h e  
h i g h e s t  p r e m i u m  f o r  e x p o r t  p u r c h a s e .  T h e r e f o r e  g r e a t  w e i g h t  i n  t h i s  
d i s p o s a l  was p l a c e d  o n  AS 3 8 . 0 5 . 1 8 3 ( e ) ( 1 ) ,  t h e  c a s h  v a l u e  o f f e r e d .  I n  
a d d i t i o r .  t o  t h e  c a s h  v a l u e  o f f e r e d ,  g r e a t  w e i g h t  was g i v e n  t o  t h e  
p r o j e c t e d  b e n e f i t s  o f  P e t r o  S t a r  u s i n g  t h e  o i l  i n  t h e  s t a t e  t o  
d i r e c t l y  b e n e f i t  A l a s k a  c i t i z e n s .

3 .  T h e  c o n t r a c t  p r i c e s  a r e  a c c e p t a b l e .

U n d e r  1 1  AAC  0 3 . 0 9 1 ( b )  I  f i n d  t h a t  i n  e s t a b l i s h i n g  t h e  p r i c e  o f  t h i s  
r o y a l t y  o i l  c o n t r a c t ,  t h e  d e p a r t m e n t  h a s  o b t a i n e d  a  p r i c e  a t  l e a s t  
e q u a l  t o  t h e  v o l u m e  w e i g h t e d  a v e r a g e  o f  t h e  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  f i l e d  b y  t h e  l e s s e e s  f o r  r o y a l t y  p u r p o s e s  f o r  t h o s e  f i l i n g  
p e r i o d s  a p p l i c a b l e  t o  t h e  te rm  o f  t h e  d i s p o s i t i o n ,  p l u s  f i e l d  c o s t s  
i n c u r r e d  b y  t h e  r o y a l t y  s h a r e .

P e t r o  S t a r  w i l l  p a y  a $ . 3 5  p r e m i u m  o v e r  t h e  a m o u n t  t h e  s t a t e  w o u l d  
r e c e i v e  f r o m  i t s  P r u d h o e  B a y  l e s s e e s  f o r  t h a t  a m o u n t  o f  P r u d h o e  B a y  
r o y a l t y  o i l  t a k e n  a t  t h a t  t i m e  i n  money ( i n  v a l u e ) ,  p l u s  K u p a r u k  f i e l d  
c o s t s ,  l e s s  t h e  K u p a r u k  P i p e l i n e  t a r i f f  c h a r g e  a n d  l e s s  t h e  a p p l i c a b l e  
T A P S  q u a l i t y  b a n k  a d j u s t m e n t .  C h e v r o n  w i l l  p u r c h a s e  what w o u l d  
o t h e r w i s e  b e  P e t r o  S t a r ' s  r e t u r n  o i l  a n d  w i l l  p a y  t h e  s t a t e  a  $ . 5 0
p r e m i u m  o v e r  t h e  a m o u n t  t h e  s t a t e  / / i l l  r e c e i v e  f r o m  i t s  P r u d h o e  B a y

\

l e s s e e s  f o r  t h a t  a m o u n t  o f  P r u d h o e  Ba y  r o y a l t y  o i l  t a k e n  a t  t h a t  t i m e  
i n  m on ey  ( i n  v a l u e ) ,  p l u s  K u p a r u k  f i e l d  c o s t s ,  l e s s  t h e  K u p a r u k  
P i p e l i n e  t a r i f f  c h a r g e  a n d  l e s s  t h e  a p p l i c a b l e  T A P S  q u a l i t y  b a n k  
a d j u s t m e n t .  T h e  i n  v a l u e  c o m p o n e n t  o f  t h e  i n  v a l u e  p r i c e  b a s e s  f o r  
b o t h  P e t r o  S t a r  a n d  C h e v r o n  w i l l  b e  r e t r o a c t i v e l y  a d j u s t e d  u p o n  
r e s o l u t i o n  o f  t h e  A m er ad a  H e s s  l i t i g a t i o n .
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4 .  T h e  R o y a l t y  O i l  t o  be  s o l d  t o  C h e v r o n  i s  a v a i l a b l e  f o r  e x p o r t .

I n  v i e w  o f  t h e  d e p a r t m e n t ' s  mo st  r e c e n t  a n n u a l  ( 1 9 6 5 )  H i s t o r i c a l  a n d  
P r o j e c t e d  O i l  a n d  G a s  C o n s u m p t i o n  r e p o r t ,  a n d  t h e  d e p a r t m e n t ' s  
F i n d i n g s  a n d  D e t e r m i n a t i o n  d o c u m e n t s  f o r  r e c e n t  s h o r t - t e r m  r o y a l t y  o i l  
d i s p o s a l s ,  i n c l u d i n g  t h e  S u p p l e m e n t a l  F i n d i n g s  f o r  t h e  C o m p e t i t i v e  
R o y a l t y  O i l  S a l e  ( N o v e m b e r  2 8 ,  1 9 8 4 ) ,  I  f i n d  u n d e r  AS 3 8 . 0 5 . 1 8 3 ( d )  a n d  
1 1  AAC  0 3 . 0 1 0 ( e )  t h a t  t h e  v o l u m e  o f  r o y a l t y  o i l  t o  b e  s o l d  t o  C h e v r o n  
i s  s u r p l u s  t o  t h e  p r e s e n t  a n d  p r o j e c t e d  i n t r a s t a t e  d o m e s t i c  a nd  
i n d u s t r i a l  n e e d s  f o r  o i l  a n d  i s  a v a i l a b l e  f o r  d i s p o s a l  a n d  p o s s i b l e  
e x p o r t  f r o m  t h e  s t a t e .

U n d e ’ * t h e  t e r m s  o f  t h e  p r o p o s e d  c o n t r a c t ,  t h e  s t a t e  w o u l d  r e c e i v e  a  m a r k e t  
( l i t i g a t i o n - a d j u s t e d )  p r i c e  f o r  t h e  r o y a l t y  o i l ,  w h i l e  f o s t e r i n g  i n - s t a t e  
p r o c e s s i n g  a n d  a t t e n d a n t  b e n e f i t s .  T h e  s a t i s f a c t o r y  p r i c e  t e r m s ,  c o u p l e d  w i t h  
a s s o c i a t e d  d i r e c t  a n d  s e c o n d a r y  b e n e f i t s  f o r  A l a s k a  c i t i z e n s ,  s u p p o r t s  t h e  
d e c i s i o n  t o  w a i v e  c o m p e t i t i v e  b i d d i n g .

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

C O N C L U S I O N

f o r  E s t h e r  C .  W u n n t c k e  
C o m m i s s i o n e r

4051s
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DOG  9 - 8 5
( P E T R O  STAR & C H E V R O N / K U P A R U K )  
( R e v i s e d  1 1 - 8 5 )
(DN R # 1 0 - 4 0 1 7 )

A G R E E M E N T  F O R  T H E  S A L E  AND 
P U R C H A S E  O F  ROYALTY O I L

jJl • /T H I S  A G R E E M E N T ,  e n t e r e d  I n t o  as  o f  /JtAt„j/Cu) 9 J?fX 
by  a n d  b e t w e r -  T H E  S T A T E  O F  A LA SKA  ( , ,S e l l e r , , ) P E T R O  S T A R ,  I N C . .  a n  A l a s k a  
c o r p o r a t i o n ,  ( " P u ' x h a s e r  P e t r o  S t a r " ) ,  a n d  C H E V R O N  U . S . A .  I N C . .  a P e n n s y l v a n i a  
c o r p o r a t i o n ,  ( " P u  v M s e r  C h e v r o n " ) .

A R T I C L E  I  
D E F I N I T I O N S

As u s e d  i n  t h i s  A g r e e m e n t ,  t h e  f o l l o w i n g  te rm s s h a l l  h a v e  t h e  
f o l l o w i n g  r e s p e c t i v e  m e a n i n g s :

1 . 1  "C o m m i s s i o n e r " me ans  t h e  C o m m i s s i o n e r  o f  t h e  A l a s k a  D e p a r t m e n t  
o f  N a t u r a l  R e s o u r c e s  o r  h e r  d e s i g n e e .

1 . 2  "D a y " m ean s  a  p e r i o d  o f  t w e n t y - f o u r  ( 2 4 )  c o n s e c u t i v e  h o u r s ,  
b e g i n n i n g  a t  1 2 : 0 1  a . m . ,  A l a s k a  S t a n d a r d  T i m e .

1 . 3  "L e a s e s " me ans  t h e  o i l  a n d  g a s  l e a s e s  w h i c h  a r e  s u b j e c t  t o  t h e  
terms o f  t h e  U n i t  A g r e e m e n t .

1 . 4  "L e s s e e " m ean s  a n y  p e r s o n  o w n i n g  a w o r k i n g  i n t e r e s t  i n  a n y  o f  
t h e  L e a s e s .



1 . 5  "M o n t h " m eans  t h e  p e r i o d  b e g i n n i n g  a t  1 2 : 0 1  a . m . ,  A l a s k a  
S t ? n d a r d  T i m e ,  o n  t h e  f i r s t  day  o f  t h e  c a l e n d a r  n o n t h  a n d  e n d i n g  a t  t h e  same 
t i m e  on t h e  f i r s t  day  o f  t h e  n e x t  s u c c e e d i n g  c a l e n d a r  m o n t h .

1 . 6  "O i l " o r  " c r u d e  o i l " s h a l l  h a v e  t h e  same m e a n i n g  a s  t h e  word 
" o i l "  u n d e r  t h e  U n i t  A g r e e m e n t .

1 . 7  "P o i n t  o f  D e l i v e r y " s h a l l  h a v e  t h e  m e a n i n g  s e t  o u t  i n  S e c t i o n
2 . 5 .

1 . 8  "P u r c h a s e r " m ean s  e i t h e r  ? e t r o  S t a r ,  I n c . ,  o r  C h e v r o n  U . S . A .  
I n c . ,  o r  b o t h ,  u n l e s s  o n e  p a r t i c u l a r  P u r c h a s e r  i s  d e s i g n a t e d .

1 . 9  "P r u d h o e  B a y  L e s s e e s " m e an s  t h e  l e s s e e s  o f  t h e  o i l  a n d  g a s
l e a s e s  s u b j e c t  t o  t h e  P r u d h o e  Ba y  U n i t  A g r e e m e n t  e f f e c t i v e  A p r i l  1 ,  1 9 7 7 ,  as
a m e n d e d  fro m t i m e  t o  t i m e .

1 . 1 0  "P r u d h o e  B a y  R o y a l t y  O i l " m e an s  R o y a l t y  O i l  r e c e i v e d  fro m t h e  
P r u d h o e  Ba y  L e s s e e s .

1 . 1 1  "R o y a l t y  O i l " me ans  t h e  o i l  w h i c h  S e l l e r  may t a k e  i n  k i n d
( a m o u n t )  a s  I t s  r o y a l t y  u n d e r  t h e  L e a s e s  w h e t h e r  o r  n o t  S e l l e r  h a s  e l e c t e d  t o
t a k e  o r  i s  t a k i n g  t h a t  r o y a l t y  1 n  k i n d .

1 . 1 2  "D a i l y  R o y a l t y  O i l " m e an s  t h e  q u a n t i t y  o f  R o y a l t y  O i l  p r o d u c e d
b y  t h e  L e s s e e s  e a c h  d a y .

1 . 1 3  "S e t t l e m e n t  A g r e e m e n t " m ean s  t h e  A g r e e m e n t  f o r  S e t t l e m e n t  o f  
C l e a n i n g ,  D e h y d r a t i o n  a n d  T r a n s p o r a t i o n  C h a r g e s  A p p l i c a b l e  t o  R o y a l t y  O i l
T a k e n  F r o m  t h e  K u p a r u k  R i v e r  U n i t ,  e f f e c t i v e  a s  o f  D e c e m b e r  1 3 ,  1 9 8 1 ,  a n d
a t t a c h e d  t o  t h e  U n i t  A g r e e m e n t  a s  A p p e n d i x  I .

1 . 1 4  "TAPS" m ean s  t h e  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 .
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1 . 1 5  “ U n i t  A g r e e m e n t 11 me ans  t h e  K u p a r u k  R i v e r  U n i t  A g r e e m e n t  
e f f e c t i v e  a s  o f  D e c e m b e r  1 ,  1 9 8 1 ,  b y  a n d  be t w e e n  S e l l e r  a n d  t h e  L e s s e e s ,  as 
a m e n d e d  from t i m e  t o  t i m e .

A R T I C L E  I I  
S A L E  O i" ROYALTY O I L

2 . 1  Q u a n t i t y .  S e l l e r  a g r e e s  t o  s e l l  t o  P u r c h a s e r  P e t r o  S t a r ,  a n d
P u r c h a s e r  P e t r o  S t a r  a g r e e s  t o  b u y  frzti S e l l e r ,  t h a t  a m o u n t  o f  o i l  e q u a l
t o  __________  % of t h e  D a i l y  R o y a l t y  O i l  ("Maximum Q u a n t i t y " ) .  S e l l e r  a g r e e s
t o  s e l l  t o  P u r c h a s e r  C h e v r o n ,  a n d  P u r c h a s e r  C h e v r o n  a g r e e s  t o  b u y  fro m S e l l e r ,
t h a t  a m o u n t  o f  o i l  e q u a l  t o _____________  % o f  t h e  D a i l y  R o y a l t y  O i l  ("Maximum
Q u a n t i t y " ) .  P r o m p t l y  a f t e r  t h e  e f f e c t i v e  d a t e  o f  t h i s  A g r e e m e n t ,  S e l l e r  w i l l  
d e t e r m i n e  t h e  a c t u a l  p e r c e n t a g e s ,  w h i c h  w i l l  b e  t h e  p e r c e n t a g e s  t h a t  on  t h e  
d a t e  o f  i n i t i a l  n o m i n a t i o n  w o u l d  r e s u l t  i n  a Maximum Q u a n t i t y  f o r  P u r c h a s e r  
P e t r o  S t a r  t h a t  o n  t h e  D a t e  o f  F i r s t  D e l i v e r y  w o u l d  a p p r o x i m a t e  2 50 0 b p d  a n d  a 
Maximum Q u a n t i t y  f o r  P u r c h a s e r  C h e v r o n  t h a t  o n  t h e  D a t e  o f  F i r s t  D e l i v e r y  w i l l  
a p p r o x i m a t e  4000 b p d .  H o w e v e r ,  u n l e s s  P u r c h a s e r  P e t r o  S t a r  n o t i f i e s  S e l l e r  i n  
w r i t i n g  w i t h i n  f i v e  ( 5 )  d a y s  a f t e r  t h e  e f f e c t i v e  d a t e  o f  t h i s  A g r e e m e n t ,  
S e l l e r  w i l l  i n i t i a l l y  n o m i n a t e  f o r  P u r c h a s e r  P e t r o  S t a r  t h e  p e r c e n t a g e  t h a t  
S e l l e r  e s t i m a t e s  w i l l  o n  t h e  D a t e  of  F i r s t  D e l i v e r y  a p p r o x i m a t e  200 0 b p d .

U p o n  a t  l e a s t  n i n e  ( 9 )  m o n t h s '  w r i t t e n  n o t i c e  t o  S e l l e r ,  P u r c h a s e r  
may I n c r e a s e  o r  d e c r e a s e  t h e  a m o u n t  o f  D ^ i l y  R o y a l t y  O i l  t o  b e  t e n d e r e d  by 
S e l l e r  a t  i h e  P o i n t  o f  D e l i v e r y ,  p r o v i d e d  t i i a t  t h e  a m o u n t  t e n d e r e d  by  S e l l e r  
u n d e r  t h i s  A g r e e m e n t  s h a l l  n o t  e x c e e d  t h e  Maximum Q u a n t i t y .  I f  by  N o v e m be r  1 ,  
1 9 8 7  P u r c h a s e r  P e t r o  S t a r  h a s  n o t  b e g u n  t o  t a k e  t h e  Max imum Q u a n t i t y  o f  o i l ,  
S e l l e r ,  a t  I t s  o p t i o n  a n d  d i s c r e t i o n ,  may p e r m a n e n t l y  d e c r e a s e  t h e  P u r c h a s e r  
P e t r o  S t a r ' s  Maximum Q u a n t i t y  t o  e i t h e r  ( 1 )  t h e  g r e a t e s t  p e r c e n t a g e  o f  D a i l y  
R o y a l t y  O i l  t e n d e r e d  by  S e l l e r  t o  f t  b e f o r e  t h a t  t i m e  o r ,  ( 2 )  t h e  maximum 
a m o u n t  o f  o i l  t h a t  c a n  b e  p r o c e s s e d  a t  P u r c h a s e r  P e t r o  S t a r ' s  r e f i n e r y ,  
l o c a t e d  a t  N o r t h  P o l e ,  A l a s k a .  P u r c h a s e r  may p e r m a n e n t l y  d e c r e a s e  i t s  Maximum 
Q u a n t i t y  u n d e r  t h i s  A g r e e m e n t  u p o n  n i n e  ( 9 )  m o n t h s '  w r i t t e n  n o t i c e  t o  S e l l e r .
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I t  1 s  u n d e r s t o o d  a n d  a g r e e d  t h a t  t h e  v o l u m e  o f  D a l l y  R o y a l t y  O i l  
a v a i l a b l e  t o  S e l l e r  w i l l  v a r y  a n d  may b e  i n t e r r u p t e d  f r o m  t i m e  t o  t i m e ,  a n d  
d e p e n d s  u p o n  a v a r i e t y  o f  f a c t o r s ,  i n c l u d i n g  t h e  r a t e  o f  p r o d u c t i o n  from t h e  
L e a s e s .  S e l l e r  d i s c l a i m s  a n d  P u r c h a s e r  w a i v e s  a n y  r e p r e s e n t a t i o n ,  c o v e n a n t  o r  
w a r r a n t y ,  e x p r e s s  o r  i m p l i e d ,  a s  t o  t h e  s p e c i f i c  q u a n t i t y ,  o r  t h e  t o t a l  o r  
d a i l y ,  m o n t h l y ,  a v e r a g e ,  o r  a g g r e g a t e  v o l u m e  o f  O i l  t o  b e  s o l d  o r  t e n d e r e d  
u n d e r  t h i s  A g r e e m e n t .  S e l l e r  s h a l l  h o l d  P u r c h a s e r  h a r m l e s s  fro m a l l  l i e n s ,  
e n c u m b r a n c e s  a n d  v a l i d  a d v e r s e  c l a i m s  t h a t  may a f f e c t  t h e  O i l  a t  t h e  t i m e  t h e  
0 1 1  i s  t e n d e r e d  t o  P u r c h a s e r .

I f  S e l l e r  s t o r e s  R o y a l t y  0 1 1  p u r s u a n t  t o  t n e  K u p a r u k  R i v e r  U n i t  
E m e r g e n c y  S t o r a g e  A g r e e m e n t  d a t e d  D e c e m b e r  1 5 ,  1 9 8 1 ,  a n d  a t t a c h e d  a s  A p p e n d i x  
I I  t o  t h e  U n i t  A g r e e m e n t ,  ( t h e  " S t o r a g e  A g r e e m e n t " ) ,  o r  o t h e r w i s e ,  o r  i f  
S e l l e r  r e c o v e r s  s t o r e d  R o y a l t y  O i l ,  t h e  q u a n t i t y  o f  O i l  t o  b e  s o l d  a n d  
p u r c h a s e d  u n d e r  t h i s  A g r e e m e n t  s h a l l  b e  c a l c u l a t e d  as  i f  n o  R o y a l t y  O i l  was 
s t o r e d  o r  r e c o v e r e d .

2 . 2  Q u a l i t y . T h e  0 1 1  s o l d  s h a l l  b e  t h e  same q u a l i t y  a s  t h e  R o y a l t y  
0 1 1  d e l i v e r e d  b y  t h e  L e s s e e s  t o  S e l l e r  a t  t h e  P o i n t  o f  D e l i v e r y .  I t  i s  
u n d e r s t o o d  a n d  a g r e e d  t h a t  t h e  q u a l i t y  o f  t h e  0 1 1  s o l d  may v a r y  f r o m  t i m e  t o  
t i m e .  S e l l e r  d i s c l a i m s ,  a n d  P u r c h a s e r  w a i v e s ,  a n y  g u a r a n t e e ,  r e p r e s e n t a t i o n ,  
o r  w a r r a n t y ,  e i t h e r  e x p r e s s  o r  i m p l i e d ,  o f  t h e  m e r c h a n t a b i l i t y ,  f i t r  -s f o r  
u s e ,  o r  s u i t a b i l i t y  f o r  a n y  p a r t i c u l a r  u s e  o r  p u r p o s e ,  o r  o t h e r w i s e ,  c : n y  o f  
t h e  O i l  d e l i v e r e d  u n d e r  t h i s  A g r e e m e n t  o r  a s  t o  a n y  s p e c i f i c ,  av age  o r  
o v e r a l l  q u a l i t y  o r  c h a r a c t e r i s t i c  o f  0 1 1  t o  b e  .4 o r  t e n d e r e d  u n d e r  t h i s  
A g r e e m e n t .

2 . 3  P r i c e  o f  t h e  R o y a l t y  0 1 1 .  T h e  p r i c e  p a y a b l e  b y  P u r c h a s e r  P e t r o  
S t a r  f o r  O i l  t e n d e r e d  u n d e r  t h i s  A g r e e m e n t  ( " P e t r o  S t a r  P u r c h a s e  P r i c e " )  s h a l l  
b e  e q u a l  t o  t h e  a m o u n t  t h a t  S e i l e r  a c t u a l l y  w o u l d  r e c e i v e  f r o m  i t s  P r u d h o e  Bay  
L e s s e e s  f o r  t h a t  a m o u n t  o f  P r u d h o e  B a y  R o y a l t y  0 1 1  t a k e n  a t  t h a t  t i m e  i n  money  
( 1  n v a l u e ) ,  p l u s  35j !  p e r  b a r r e l  a n d  p l u s  t h e  K u p a r u k  F i e l d  C o s t  A l l o w a n c e  
i n c u r r e d  by t h e  0 1 1  a s  d e t e r m i n e d  u n d e r  t h e  S e t t l e m e n t  A g r e e m e n t ,  l e s s  t h e  
t a r i f f  c h a r g e  f o r  t h e  K u p a r u k  P i p e l i n e  a n d  l e s s  t h e  a p p l i c a b l e  TA P S  q u a l i t y  
b a n k  a d j u s t m e n t .
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T h e  p r i c e  p a y a b l e  by P u r c h a s e r  C h e v r o n  f o r  O i l  t e n d e r e d  u n d e r  t h i s  
A g r e e m e n t  ( " C h e v r o n  P u r c h a s e  P r i c e " )  s h a l l  b e  e q u a l  t o  t h e  a m o u n t  t h a t  S e l l e r  
a c t u a l l y  w o u l d  r e c e i v e  from i t s  P r u d h o e  Ba y  L e s s e e s  f o r  t h a t  a m o u n t  o f  P r u d h o e  
Bay  R o y a l t y  O i l  t a k e n  a t  t h a t  t i m e  i n  money  ( i n  v a l u e ) ,  p l u s  50{ p e r  b a r r e l  
a n d  p l u s  t h e  K u p a r u k  F i e l d  C o s t  A l l o w a n c e  i n c u r r e d  by  t h e  o i l  a s  d e t e r m i n e d  
u n d e r  t h e  S e t t l e m e n t  A g r e e m e n t ,  l e s s  t h e  t a r i f f  c h a r g e  f o r  t h e  K u p a r u k  
P i p e l i n e  a n d  l e s s  t h e  a p p l i c a b l e  TAP S q u a l i t y  b a n k  a d j u s t m e n t .

T h e  i n  v a l u e  c o m p o n e n t  o f  e a c h  P u r c h a s e  P r i c e  s h a l l  b e  d e t e r m i n e d  by  
S e l l e r  b a s e d  u p o n  t h e  r e p o r t s  s u b m i t t e d  by  t h e  P r u d h o e  B a y  L e s s e e s  f o r  r o y a l t y  
p u r p o s e s  o r ,  when t h o s e  r e p o r t s  a r e  u n a v a i l a b l e ,  I n c o m p l e t e  o r  i n a c c u r a t e ,  
u p o n  i n f o r m a t i o n  s u b m i t t e d  by  t h e  P r u d h o e  B a y  L e s s e e s  f o r  p r o d u c t i o n  t a x  o r  
o t h e r  ti<x p u r p o s e s  a s  may b e  a d j u s t e d  fro m t i m e  t o  t i m e  as  p r o v i d e d  1 n  t h i s  
A g r e e m e n t .  P u r c h a s e r  s h a l l  b e  e n t i t l e d  o n l y  t o  r e v i e w  o r  r e q u e s t  su c h  
m a t e r i a l  o r  i n f o r m a t i o n  w h i c h  I s  n o t  c o n f i d e n t i a l  u n d e r  s t a t e  l a w  or  
r e g u l a t i o n .

T h e  m e t h o d ,  b a s i s  a n d  a m o u n t  o f  r o y a l t y  d u e  S e l l e r  when 1 t  t a k e s  i t s  
P r u d h o e  Bay  R o y a l t y  0 1 1  I n  v a l u e  fr o m  I t s  P r u d h o e  B a y  L e s s e e s  1 s  p r e s e n t l y  t h e  
s u b j e c t  o f  l i t i g a t i o n  i n  S t a t e  o f  A l a s k a ,  e t  a l  v .  Amerad a  H e s s  C o r p . ,  e t  a l . ,  
( S u p e r i o r  C o u r t  f o r  t h e  S t a t e  o f  A l a s k a ,  F i r s t  J u d i c i a l  D i s t r i c t  a t  J u n e a u )  
( " Amerad a  H e s s " ) .  O n e  o f  t h e  I s s u e s  i n v o l v e d  i s  t h e  p r o p e r  m e t h o d  t o  b e  u s e d  
by t h e  L e s s e e s  i n  c a l c u l a t i n g  t h e  s t a t e ' s  r o y a l t y  when t b s  r o y a l t y  1 s  p a y a b l e  
1 n  money  ( 1 n  v a l u e ) .  U n t i l  t h e r e  1 s  a r e s o l u t i o n  r'- t h a t  d i s p u t e  t h r o u g h  
j u d i c i a l  r e s o l u t i o n  o r  s e t t l e m e n t ,  t h e  P u r c h a s e  P K <ce w i l l  b e  b a s e d  u p o n  t h e  
c a l c u l a t i o n  o f  a n  a m o u n t  p e r  b a r r e l  e q u a l  t o  che  p e r  b a r r e l  v o l u m e  w e i g h t e d
a v e r a g e  o f  t h e  i n  v a l u e  p r i c e s  r e p o r t e d  b y  t h e  P r u d h o e  Bay  L e s s e e s  t o  S e l l e r
f o r  r o y a l t y  p u r p o s e s  o r ,  when t h e  r o y a l t y  r e p o r t s  a r e  u n a v a i l a b l e ,  i n c o m p l e t e ,  
o r  i n a c c u r a t e ,  u p o n  i n f o r m a t i o n  s u b m i t t e d  b y  t h e  P r u d h o e  B a y .  L e s s e e s  f o r  
p r o d u c t i o n  t a x  o r  o t h e r  t a x  p u r p o s e s ,  p l u s  $ 0 . 3 5  p e r  b a r r e l  f o r  P u r c h a s e r
P e t r o  S t a r  a n d  $ 0 . 5 0  f o r  P u r c h a s e r  C h e v r o n ,  a n d  p l u s  t h e  K u p a r u k  F i e l d  C o s t
A l l o w a n c e  a s  d e t e r m i n e d  u n d e r  t h e  S e t t l e m e n t  A g r e e m e n t ,  l e s s  t h e  K u p a r u k  
P i p e l i n e  t a r i f f  a n d  l e s s  t h e  a p p l i c a b l e  TAPS q u a l i t y  b a n k  a d j u s t m e n t .  U p o n  
r e s o l u t i o n  o f  e a c h  o f  t h e  v a r i o u s  i s s u e s  t h a t  a r e  o r  w i l l  b e  i n v o l v e d  i n
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A me ra da  H e s s , a d j u s t m e n t s  w i l l  b e  made  t o  p r e v i o u s  p a y m e n t s  i n  a c c o r d a n c e  w i t h  
e a c h  r e s o l u t i o n .  H o w e v e r ,  S e l l e r  a n d  P u r c h a s e r  a g r e e  t h a t  a n y  Amerada  H e s s  
a d j u s t m e n t s  i n  e x c e s s  o f  $ 2 . 5 0  p e r  b a r r e l  w i l l  n o t  b e  m a d e .  T h i s  s u n
r e p r e s e n t s  a n e g o t i a t e d  c e i l i n g ,  a n d  i s  n o t  a n y  p a r t y ' s  e s t i m a t e  o f  l i t i g a t i o n  
r e s u l t s .

I f  a d d i t i o n a l  a m o u n t s  a r e  owed b y  P u r c h a s e r  t o  S e l l e r  o r  b y  S e l l e r  t o  
P u r c h a s e r  u n d e r  a f i n a l  j u d g e m e n t  o r  s e t t l e m e n t  r e s o l v i n g  a l l  o r  p a r t  o f  t h e  
i s s u e s  I n  Am er ad a  H e s s  w h i c h  s e p a r a t e l y  s p e c i f i e s  p r i n c i p a l  a n d  i n t e r e s t ,  
i n t e r e s t  w i l l  b e  p a i d  on  t h e  p r i n c i p a l  c o m p o n e n t  o f  t h e  a d d i t i o n a l  a m o u n t s  1 n  
t h e  m a n n e r  a n d  a t  t h e  i n t e r e s t  r a t e  o r  r a t e s  s p e c i f i e d  i n  t h e  j u d g e m e n t  o r  
s e t t l e m e n t  r e s o l v i n g  e a c h  I s s u e .  I f  n o  I n t e r e s t  r a t e  1 s  s p e c i f i e d  i n  t h e
j u d g e m e n t  o r  s e t t l e m e n t  o r  i f  i n t e r e s t  i s  e x p r e s s l y  I n c l u d e d  w i t h i n  a l u m p  sum
a m o u n t  i n  t h e  j u d g e m e n t  o r  s e t t l e m e n t ,  a n  i n t e r e s t  c o m p o n e n t  w i l l  b e  p r e s u m e d
t o  a l r e a d y  c o m p r i s e  a p o r t i o n  o f  t h e  a d d i t i o n a l  a m o u n t s ,  a n d  n o  s e p a r a t e  
i n t e r e s t  w i l l  b e  p a i d .

P u r c h a s e r  P e t r o  S t a r  w i l l  n o t  v o l u n t a r i l y  i n t e r v e n e  o r  o t h e r w i s e  
p a r t i c i p a t e  1 n  A m era da  H e s s  u n l e s s  S e l l e r  e x p r e s s l y  c o n s e n t s  t o  t h a t  
p a r t i c i p a t i o n  i n  w r i t i n g .  A s e t t l e m e n t  o f  A m era da  H e s s  w i l l  b e  b i n d i n g  u p o n  
P u r c h a s e r  w h e t h e r  o r  n o t  P u r c h a s e r  a g r e e s  w i t h  o r  c o n s e n t s  t o  t h e  terms o f  
t h a t  s e t t l e m e n t .

I f  a n y  a p p l i c a b l e  l a w  o f  t h e  U n i t e d  S t a t e s  o f  A m e r i c a  o r  a ny  r u l e  o r  
r e g u l a t i o n  p r o m u l g a t e d  by  a f e d e r a l  a g e n c y  w i l l ,  i n  t h e  j u d g m e n t  o f  S e l l e r ,  
o p e r a t e  t o  p r o h i b i t  o r  p r e v e n t .  S e l l e r  fro m r e c e i v i n g  t h e  f u l l  a m o u n t  d u e  u n d e r  
t h e  a b o v e  p r o v i s i o n s ,  P u r c h a s e r ' s  o b l i g a t i o n  t o  p a y  t h e  a m o u n t  o f  t h e  P u r c h a s e  
P r i c e  i n  e x c e s s  o f  t h e  a m o u n t  p e r m i t t e d  w i l l  b e  s u s p e n d e d  o r  a d j u s t e d  t o  t h e  
m i n i m u m  e x t e n t  r e q u i r e d  f o r  S e l l e r  t o  c o m p l y  w i t h  t h a t  l a w ,  r u l e  o r  r e g u l a t i o n .
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2.4 Purchase Price R e o p e n e r . Se l le r  and each P u rchaser shall have 

the right to reopen this A g r e e m e n t  w ith respect to each Purchaser's own 

volume, as to purchase price only. At any time after Purc h a s e r  receives Oil 

for two (2) y e a rs  from the Date of F i r s t  D e l ivery (as defined in Section 

2.10), Se l le r  or Pur c ha s e r  ma y  exercise the right to reopen by giving to the 

other party one (1) m onth prior written notice. Upon Issuance and receipt of 

a notice to reopen, that P u rchaser and Seller will promptly commence good 

faith negotiations In an attempt to establish a ne w  purchase price. In the 

event that a new purchase price 1s not agreed to by that Purchaser and Seller 

within three (3) months a fter giving the notice to reopen, that P u rchaser or 

S eller may terminate that Purchaser's portion of this Agr ee m e n t  upon nine (9) 

months w r i t t e n  notice to the other. The purchase price for 011 tendered 

d uring any period pending termination shall be the price 1n effect immediately 

prior to giving the notice of Intent to reopen. If a ne w  purchase price is 

agreed to by that P u rchaser and Seller, the new p u rchase price shall become

effective for 011 tendered 1n the m onth f ollowing the A g r e e m e n t  on the new

purchase price. Not less than two (2) years a ft e r  the c onclusion of the 

purchase price reopener process described above, that  P u r ch a s e r  or Se l l e r  may 

reopen that Purchaser's portion o f  this Agreement, as to purchase price only, 

by giving notice of Intent to exercise the r ight to reopen. A t  that time, the 

purchase price reopener process d e s cribed above will again be applicable.

2.5 Point and Time of D e l i v e r y . Slmulta ne o u s l y  with rece i pt  of its

Royalty 011 from Its Lessees, Seiler shall tender the 011 to P u r c h a s e r  at the

point at w hich Seller receives the Royalty 011 from Its Lessees. That  ^,o1nt 

as presently agreed to by Se l l e r and Its Lessees 1n Section 2.3 of the

S ettlement A g r e e m e n t  Is the Central P roduction F a ci l i t y  M e t e r  Into the Kuparuk

Pipeline.

2.6 Passage of Title and Risk of L o s s . Title and risk of loss to

the Oil sold under this A g r e e m e n t  shall pass from Seller to P u rchaser for all

purposes when Seller tenders the 011 at the P o i nt  of Delivery.
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2.7 P u r c h a s e r 's  R e s p o n s i b i l i t y . Pur c h as e r  shall be responsible for 

the Oil after pass a g e  of title. P u rchaser will ind e m n i f y  and hold Seller 

h armless from and a g a i n s t  any and all claims, costs, damages (including 

reasonably f o r e s eeable consequential damages), expenses or causes of action 

arising from or in conne c t i o n  with any transaction or e v e nt  which relates to 

the c rude oil a fter title has passed to Purchaser.

2.8 T r a n s p o r t a t i on  A r r a n g e m e n t s . P u r c h a s er  shall m a k e  all 

necessary a r r a n g e m e n ts  for transporting the 011 sold u n d e r this A g r e em e n t  from 

the Point of Delivery, I nc luding satisfaction of line fill obligations and 

storage tank b o t t o m  req u i re m e n t s  o f  the Kuparuk P i p e l in e  and Trans Alaska 

Pipel i n e  System, if any. If and as requested by Seller, and a t  the time or 

times requested by  Seller, P u r c ha s e r  shall submit specific information 

conce r n i n g  the a r r a n g em e n t s  it has m ade for t r a n s p o r t at i o n  of the 011 sold

under this A g r e e m e n t  through and away from Kuparuk P i p e l i n e  and the Trans 

Alaska P ip eline S y s t e m  and for the resale or o t he r  disposal of the 011. Such 

information may incl u d e  the specific tenders of Oil m a d e  to the Kuparuk 

P i p e li n e  and Trans A l a s k a  P i p eline System and id e n t i f i ca t i o n  o f  tankers which 

will t r ansport the Oil. In addition, Pu r c h a s e r  will prov id e  Seller, if and as 

requested by Seller, wit h  sati s fa c t o r y  ev i d e n c e  o r  r e a s o n a b l e  assurances of 

the e x istence and c o n t i n u i n g  validity of a de q u a t e  a r r a n g e m en t s  for the

transportation or disposal of the Oil subject to this Agreement. Failure to 

prov i d e  Information, e v i d e n c e  or assurances r e q ue s t e d  will, at Seller's 

election by notice to P u rchaser, be a material d e f a ul t  under this Agreement.

2.9 A b s o l u t e  O b l i g a t i o n s . The obliga t i o ns  of P u r c h a s e r  to accept, 

pay for, and arrange for the transportation of the Oil t e n d e re d  or sold under 

this A g r e e m e n t  are a b s o l u t e  and will not b e  excu s e d  or d i sc h a r g e d  by the 

operation of any d is a b i l i t y  of Purchaser, e v e n t  of f orce majeure,

i m p r ac t i c a b i l it y  of pe r f o rmance, change 1n conditions, o r  a ny  o ther reason or

cause.
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2 .10 Date of F irst D e l i v e r y . The Date of F i r s t  Delivery will be on 

the first day of the first month seven (7) months a fter the effective date 

specified 1n Article VI, unless Seller, 1n its sole discretion at the request 

of both Purchasers, sets an earlier date.

2.11 In-State P r o c e s s i n g . P u r chaser Petro Star agrees that no t  less 

than 8 5 %  of the Royalty 011 sold under this Agreement, a v e r a g e d on a quarterly 

basis, shall be processed through Pur c h as e r  Petro Star's refinery near North 

Pole, -Alaska, ex c ep t  as provided below. "Process" m e a n s  producing refined 

petroleum products from the crude oil In si g ni f i c a n t  quantities, b u t  which 

quantities may not b e  less than 20% of the volume of Roya l t y  011 run through 

P u rchaser Petro Star's refinery pursuant to this Agreement.

P u r c h a se r  Petro Star's obligation to process R o y a l t y  011 1n-state may 

only be suspended o r  excused under (1) the provisions of Ar t i c l e s  VIII and XI, 

or (2) firing refinery maintenance.

Seller may, at Its option, waive the !n-state p r ocessing require m e n t  

in w hole or 1n part, 1f Seller 1s satisfied that P u r c h a s er  Petro Star is using 

its best efforts to process the Royalty 011 sold u n d e r  this A g r e e me n t  at

P u r c h a s e r  Petro Star's refinery and that the w a i v e r  w o u l d  not be contrary to 

the underlying intent of the other provisions of this Agreement.

2.12 Best E f f o r t s . (1) P u r c h a se r  Petro S tar agrees to use its "best 

efforts" to prod u c e  and m a r k e t  1n Alaska an am o u nt  of refined pet r o l e u m

p roducts from its r ef inery near North Pole, A l a s k a  not less 1n v o l u m e  than 23%

of the Royalty Oil sold under this Agreement. T h o s e refined petroleum

products shall be c omprised of at least LAGO a nd  Kerosene. A f t e r  each three 

(3) months of d e liveries under this Agreement, P u r c h a s e r  Petro Star shall 

promptly provide to the Seller an a f fidavit c e r t i f i e d  by P u r c h a s e r  Petro Star 

stating the q ua ntity of refined petroleum products p ro d u c e d  and m a r keted in 

the State of Al a s k a  from in-state p r ocessing of the Dally Royalty Oil sold 

under this A g r e e m e n t  for that period.
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A  d e t e r m i na t i o n  of "oest efforts" u n d e r  this A r t ic l e  shall include 

c o n s i d e ra t i o n  of Pu r c h a s e r  P etro Star's capa b i l i t i es  and the surrounding 

business c ir cumstances. P u r c h a s e r  Petro Star's o bligation to use it's best 

efforts includes reasonable, diligent, and good faith efforts, bu t  shall not 

require P u r c h a s e r  Petro Star to produce and ma r k e t  refined petroleum products 

1n Alaska at a loss. "Best efforts" (vould, however, require Pur c h a s er  Petro 

Star to produce and m a r k e t  products in Alaska even though P u r c h as e r  Petro ‘ifar 

could m ake a greater profit by anoth e r  d isposition of the Royalty Oil or the

products refined from that oil.
\

2 . 1 3  Option to P u r c h a s e Return Oil. A f t e r  P u r c h a s e r Petro Star 

processes Royalty Oil, there will remain a portion o f  011 or Oil products 

which m a y  be shipped through T APS ("Return Oil"). Return Oil shipped through 

TAPS becomes i n t e r mingled with u n p r o c e s se d  crude oil so that w h e n  the Return 

011 is picked up in V a l d e z  it 1s Identical to the common st r ea m  c rude oil 

shipped through TAPS. A shipper of Return 011 p re sently Is, and m a y  c o n t i nu e  

to be, liable for the paym e n t  of a quality bank a d j u s t m e nt  differential based 

upon the r e s ulting d e g r a d a t i o n of TAPS c o n m o n - s t r e a m  c ru d e  ( " q uality bank 

adjustment").

Th e  total d a i l y  vo l u m e o f  Roya l ty  011 sold u nder thiv Agr e em e n t  

ap p r o ximates P u r c h a s e r  Petro Star's daily r e f i n er y  throughput. Purchaser 

Petro Star's daily M a x i m u m  Q u a n t i t y  a p p r o ximates Its m a x i m u m  retained product 

and P u r c h a s e r  C h e v ro n ' s  dally M a x i m u m  Q ua n t i * -  approximates w h a t  would 

o t herwise be P u r c h a se r  P etro Star's return oil. Thus, u n d e r  the arr a n g e me n t s  

c o n t em p l a t e d  under this Agreement, no return oil w o u l d  e xist upon w h i c h  the 

state could retain an option. Should the a r r a n g e m en t s  c o n t e m p l at e d  u nder this 

A g r e e m e n t  c e a s e to exist, P u r c h a s e r  and S e l l e r  agree to neg o t i a t e  in good 

faith towards a g r e e m e n t  upon a m a r k e t  price option for S e l l e r  on w h a t e v e r  

return oil or residual oil may e x i s t  u nder the n e w  arrangements.
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2. 1 4  A r r a n g em e n t s  between P u r c h a s e rs. P u r c h a s e r  Chevron and 

P u rchaser Petro Star have entered into an a r r a n g e m e n t u nder w hich P u r chaser 

Petro Star will use as refinery charge Purc h a s e r  Chevron's volume of Royalty 

Oil under this Agreement. The a r r a n g e m e n t  includes the p ur chase of Royalty 

Oil taken by P u r c h a s e r  Chevron under this A g r e e m e n t  by P u r c h 4 2 : r  Petro Star at 

TAPS Pump Station No. 1, and resale of the Royalty Oil to P u r c h a s e r  Chevron at 

Valdez. A  copy o f  the d o c ument which specifies the terms of the arrangement 

is a tt a c h e d  as E x h i b i t  A. Should the terms of the a r r a n g em e n t  change 

m a t e r i a l l y so that P u r c ha s e r  Petro Star is precluded from e c o n o mically using 

Pur ch a s e r  C h e vron's volume as refinery charge, Seller shall h ave the right at 

the Commiss i o n e r ' s discretion to t e r minate this A g r e e m e n t  on nine (9) months 

notice.

Should P u r c h a s e r  mater i a l ly  reduce Its Maxi m u m  Qu a ntity u nder Section

2.1 or terminate its portion of this A g r e e m e n t  under Section 2.4, or should 

termination occur due to an Event o f  D e fa u l t  u nder Article VII, either Seller 

or the other Pu r c h a s e r  may terminate the remaining portion of this A g r e e me n t  

by giving nine (9) m o n t h s  written notice, except as p r o vided below. In this 

section a material re duction m eans a reduction of 50% or mo r e  from the 

original M a x i m u m Quantity.

Upon termination of P u r ch a s e r  Petro Star's portion of this A g r e e me n t  

for any reason o r  material reduction of P u r c h a s e r  P etro Star's M a x i m u m  

Quantity u nder Sect i o n  2.1, S e l l e r  shall exercise its r ight to terminate 

P u r c h a s e r  Chevron's portion of this Agreenent. However, if P u r chaser Chevron 

agrees to process In its ref1n< at Nikiski, Alaska the Royalty Oil to be 

s old u nder this A g r e e m e n t  a fter that time, a n d  if P urchaser Chevron 

successfully c o mpletes negotiations with the c o m m is s i o n e r  for an a m e n d m e n t  to 

this A g r e e m e n t  w h ic h  grants Seller a m a r k e t  price option on Purchaser 

Chevron's residual oil resulting from the proc e s s in g  o f  tha t  oil, the 

C o m m issioner shall hav e  the discretion to not ter m i na t e  P u r c h a s er  Chevron's 

portion of this Agreement.
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Upon t e rm i nation of P u r chaser Che v r o n ' s  portion o f  this A g r e e m e n t  for 

any reason or material reduction of Pu r c h a s e r Chevron's M a x i m u m  Qu a n t i t y  under 

Section 2.1, P u r c h a s er  Petro Star shall have the option to continue purchasing 

up to its M a x i m u m  Quantity, or to Increase its Ma x i m u m  Quantity to include all 

or part of the volume formerly p u rchased by P urchaser Chevron u nder this 

Agreement. P u r c h a s e r  P e t ro  Star shall e x e r c i s e  this option in w r i t i n g  within 

one month of the termination of P u r c ha s e r  Che v r o n ' s portion of this

Agreement. Pu r c h a s e r  P etro Star's option shall be co n d i t i on e d  on Purchaser 

Petro Star (1) agree i n g  for any in c reased quantity to pay the Purchase Price 

that P u r c h a s e r  Chev r o n  w o u l d  pay u n d e r  this A g reement, (2) a g r eeing to 

increase Its Section 15.2 letter o f  credit to ninety (90) days for all volumes 

it would purchase under this Agree m en t ,  (3) agreeing to pay its Section 15.3 

Amerada Hess escrow am o u n t  for all volumes 1t w o u l d  purchase under this 

Agreement, (4) a g r e e i n g to increase Its Section 2.11 and Section 2.12 in-state 

processing r-. best efforts ob li g a t i o n s  to Include all volumes 1t w o u l d

purchase under this Ag r e e m e n t ,  and (5) s u c c e ss f u l l y  c o m pl e t i n g  n e g o tiations

wit h the C o m m i s s i o n e r  for an a m e n d me n t  to this A g r e e m e n t  w hich grants S e l l e r  a 

m a r k e t  price option on P u r c h a s e r  P et r o  Star's return oil from all volum e s  it 

would p u r chase u n d e r  this Agreement. Th e C o m m i s s i o n e r  shall have the 

d i scretion to ac c e p t  o t h e r  o r  additional s e c urity arra n g e m e nt s  as part of

P u r c h a s e r  Petro St a r' s  option as she, in her sole discretion, considers 

adequate to p r o t ec t  Seller. In a c c o r d a n c e  wit h A r t ic l e  XIX o f  this Agreement, 

the exercise of any op t i o n des c r i b e d  in this section that w o u ld  appreciably 

reduce the c o n s i d e r at i o n  r e c eived by Se l l e r  requires p rior approval of the 

A laska Legislature.

2.15. P e r f o r m a n c e  G u a r a nt y  and Reserv a ti o n  F e e . If P u r c h a s e r  does 

not take the M a x i m u m  Q u a n t i t y  on the Date o f F i r s t  Delivery, P u r ch a s e r  shall 

pay to Seller, in addition to the P u r c h a s e r  Price, an a mo u n t  equal to l .PCS of 

the P u r c h a se  Price pe r  barrel per day on the d i f fe r e n c e  between the M a x i m um  

Q u a n ti t y  a n d  the actual q u an t i t y  t e n d e re d  to and a c ce p t e d  b y  P u r c h a s e r  

("Actual Quant.ty") for each day P u r c h a s e r  does not take the M a x i m u m  Quantity 

on and after the Date of F i r s t  Delivery. Th e  payment of this fee shall end on 

the day that P u r c h a s e r  acce pt s  s i l v e r y  of the M a x i m u m  Quantity. When
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Purchaser accepts the Maxi m u m  Quantity, all of tne amounts paid under this 

Section 2.15 will be allowed to be credited agai n st  future payments for oil 

tendered under this A g reement except for an amount to be retained by Seller 

equal to .75% of the Purchase Price per barrel per day on the difference

between the Maxi m um  Quantity and the Actual Quant i ty  for each day P ur chaser 

did not take the Maxi m u m  Quant it y  on and a f t e r  the Date of First Delivery. If 

Purchaser should thereafter decrease the am o un t  of Royalty 011 to be tendered 

under this Agreement, P u r chaser shall pay to Seller, in addition to the 

Purchase Price, an amount equal to .751 of the Purchase Price per barrel per 

day after the date that the decrease 1n the amount of Royalty 011 to be

tendered by Seller takes effect on the difference between the M a x i m u m  Quantity 

and the Actual Quantity.

ARTICLE III

R E PRESENTATIONS AND OBLIGATIONS OF PURCHASER

P u r c h u s e r  warrants, represents, and agrees:

3.1 Good Standing and Due A u t h o r i z a t i o n . P u r c h a s e r  1s, and at all

times during the operation of -this A g r e e m e n t  shall remain, (a) a natural 

person who has reached tne age of majority a n d  wl.o is a citizen of  the United

States; or (b) a corporation organized and existing u nder and by virtue of the

laws of the United States o r  of any state, territory or the Di s t r i c t  of 

Columbia and q u a lified to do business in Alaska; or (c) any as s o c ia t i o n  o f  the 

foregoing. If a corporation, P u r chaser has all necessary c o r p o r a t e power to 

enter into this A g r e e m e n t  and to perform its covenants and ob l i g a t i o ns  under 

this Agreement, and all necessary corporate action has been taken to authorize 

Purchaser's enter in g  into this A g r e e m e n t  and p e rforming its cov e n a n t s and 

obligations u nder this Agreement.
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3.2 Financial C o n d i t i o n . The financial i nformation sub m i t t e d  to 

Seller is c o m plete and c o r r e c t  and fairly presents P urchaser's financial 

condition at the time the information was submitted to Seller. The financial 

information w a s  prepared in acco r d a n c e with gen e r a l ly  a c cepted accounting 

principles c o n s is t e n t l y  applied. Since the date the information was

submitted, the condition, b u s iness and properties of P u r c h a s e r  h ave n o t  been 

m a t e r i a l l y a d versely a f f ected in any way. P u r ch a s e r  agrees to in f o r m Seller 

Immediately if during the ter m  of this Ag r e e m e n t  there is any material adverse 

change in the condition, business, o r  properties of P u r c h a s e r  w hich w o ul d  have 

an a p p r e c i a b le  adverse e f fe c t  on P urchaser's a b i l i t y  to perform under this 

Agreement. P urchaser, in addition, will I mmediately inform S e l l e r  of any

s i g n if i c a n t  change in o w n e r s h i p  of either P u r c h a s e r  or any of its a ffiliates 

or parent company, and of any change in Pu r c h a s e r 's  o perations or agreements, 

which w o u l d  apprec i a b l y  a f f e c t  Pu r c h a s er ' s  pe r f o r m a nc e  u n d e r  this Agreement.

3.3 Financial S t a t e m e n t s . As soon as p o s s i b l e  a f t e r  the end of each 

fiscal y e a r  of Purchaser, and in any e vent w i t h i n  one  hund r e d  t w e n t y  (120) 

days thereafter, P u r c h a s e r  will furnish to Seiler, a t  P u r c h a s e r 's  sole cos t  

and expense, a r e p o r t  or a c o m p l e t e copy of a r e p o r t  in a form to be 

prescribed from time to time by Seller which will include P u r c h a se r ' s  balance 

sheet as of the close of the fiscal y e a r  and the income s t a t e m e n t  for that 

y e a r  prepared in each case in acco r d a n c e  w ith g e n er a l l y  a c c epted a c co u n t i n g  

principles c o n s i s t e n t l y  a p p l ie d  by certified public a c c o u n t a n t s  of recog n i z e d 

standing. F o r  purposes of c o m p l y i n g  with this section, P u r c h a s e r  Chev ro n  may

submit, and Se l l e r will accept, the annual re p o r t a n d  s u p p l e m e n t  of Chevron

Corporation.

A R T I C LE  IV 

M E A S UR E M E N T S  AND TESTS

Th e  qu a ntity and q u a l i t y  of the oil sold u n d e r  this A g r e e m e n t  shall 

be dete r m i ne d  at the P o i nt  of Delivery. P rocedures and m e t h o d s  for m e a s u r i n g  

and m e t e r i n g  the oil sold u nder this A g r e e m e n t  shall be 1n a c c o r d a n c e  w ith the 

practices then in effect at the P o i n t  of D e l iv e r y  spe c if i e d  under Section 2.5.
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ARTICLE V 

P A Y MENTS AND ACCOUNTING

5.1 B i l l i n g . Seller will send to Purchaser, on or before the 10th 

(tenth) business day of each Month after the month of delivery of Oil, an 

invoice statement of acco un t  of all 011 estimated to have been m e a s u r e d  at the 

Central Production Facil it y  M e t e r  into the Kuparuk Pipeline and tendered to 

Purchaser u nder this A g r e e m e n t  during .the immediately p r e ceding Mont./ 

according to the best Information available to Seller, the estimated Purchase 

Price(s) applicable to those deliveries, and the total amount due ("Initial 

billing"). The estimates will be m ade by Seller according to the best 

information reasonably avai l a b l e  to Seller. Seller shall t h e r ea f t e r  adjust 

Its initial billing under this section as soon as m o r e  accurate information 

concerning the q u an t i t y  and P u r c h as e  Pr1ce(s) of 011 delivered each Month 1s 

available. Seller, however, shall not h e  required to adjust the Initial 

billing prior to the sending of the next Month's invoice statement o f  account.

5.2 Initial A d j u s t m e n t . A f t e r  the first monthly invoice under 

Section 5.1, e'ch subse q u e n t  m o n t h l y  invoice will also state S e l ler's initial 

adjustments ti be made, if any, to tne invoice rendered n the i mmediately 

preceding Month, 1n a ccordance with any additional or m o r e  accurate 

information which may have be c o m e  a va ilable to Seller. W h e t h e r  or no t  initial 

adjustments are made, however, subse q u e nt  a djustments m a y  be made under 

Section 5.5.

5.3 P a y m e n t . P u r c h a s e r  will m ake payment of each a m o u n t  billed

under this section wi t h i n  ten (10) Days after rece i p t  of the invoice statement

of account. P a y m e n t  shall be  m a d e  w i t h o u t  any deduction, set off, or

w i t h holding by wir e  t r a n s f e r  of imnediately ava i l a b l e funds to Seller's

account at the f o llowing address:

F i r s t  P e n n s ylvania Bank P h i l adelphia 

A B A  No. 0 3 1 0 0 0 0 2 4  

Fo r  C r e d i t  to State of Alaska 

A c c o u n t  Mo. 07/089250/00 

Attn: C a t h e r i n e  Hess
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P a y m e n t  m a y  be made in such o ther m a n n e r  or to such o ther address as 

S eller may specify in the invoice s t atement of accou n t  or by other writ t e n  

notice. All o ther payments to be made under this A g r e e m e n t  shall be paid in 

the same manner. If p a y m f' t  is due on a Saturday, Sunday, or legal holi d a y of 

the place w h e r e  paym e n t  is to be received, payment shall be mad e  on the next 

following business day. It is recog n i z ed  that Seller m a y  bill, and that 

Pur ch a s e r  will pay, amounts that are based upon confidential Information held

or received by Seller. If confidential information is use d  as the basis for a*
billing, then upon request Se l l e r  will furnish P u r c h a s e r  wit h the ce rtified 

statement of the C o m m i s s i o n e r  that the amounts b i l l e d  are c o r r e c t  b ased upon 

the best information a v a i l a b l e  to Seller. B u y e r  will onl y  be p e rmitted to 

r eview material or i nformation tha t  1s no t  confidential. If a dispu t e  

c oncerning a bill arises, P u r c h a s e r  agrees to pay the full am o u n t bi l l e d  by 

Seller, e x c e p t  for obvious clerical m i stakes, pending final r e solution of the 

dispute.

5.4 P a y m e n t  to L e s s e e ( s). Purchaser, a t  the request of Sel l er  1n

the Invoice s t a t em e n t  of a c c o u n t  or o t h e r w i s e  in w ri ting, shall pay all or any

portion desig n a t e d  by Se l l e r  of the a m o u n t  due to S e l l e r  tc on e  or mor e  o f  the

Lessees at an addr e s s or addr e s s e s  a nd  in the m a n n e r  d e si g n a t e d  by Seller.

The payment will be m a d e  wi t h i n the time limit spe c if i e d  in Section 5.3. 

S eller m a y a u t h o r i z e and d e s i g n a t e  a third p a r t y  to m a k e  the request and

d esignate the amount, m a n n e r  and p lace o f  paym e nt  u n d e r  this provision. 

U n l e ss  o t h e r w i s e  specified, the b a l a n c e  of the p a y me n t  due, 1f any, and 

payments for s u b s e q u e n t  months, shall be mad e  in a c c o r d a n c e  w i t h  Section 5.3.

5.5 Subse q u en t  A d j u s t m e n t s . P u r c h a s e r  a c k n o wl e d g e s  tha t  m ore

accurate Inform a t i o n c o n c e r n i n g  the q u a ntity of or P u r c h a s e  Price for Oil

t e n dered may s u b s e q ue n t l y  be c o m e  a v a i l a b l e  to Seller. In the e ve n t  that any

such information should s u b se q u e n t l y  be c o m e  ava i l a b l e  to Seller, Se ll e r  shall 

promptly furnish a c o r r e c t e d  invoice s t a t e m e n t  of a c c o u n t  to Pu r chaser and the 

parties will ad j us t  the am o u n t  billed and pay or re f un d  the am o u n t  of those 

adjustments.
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In the e v e n t  that Se ll e r  should render a c o r r e c t e d  invoice to 

Purchaser, any amount to be refunded from Seller to P u rchaser o r  paid from 

Purchaser to Se l l e r  will be paid within fifteen (15) Days after the date of 

the corrected invoice, unless the a d j u s t m e n t concerns an amount last invoiced 

m ore than sixty (60) Days before the c o rrected Invoice. In tha t  case, the 

amount will be paid by Pu rc h a s e r  or r e f unded by Seller, as the cas e  may be, in 

equal monthly •‘nstallments over the same period of time as that ove r  w hich the 

adjus t m e n t  a c > m e d  or six (6) Months, w h i c h e v e r  1s the shorter period. No 

a d justment will be m ade more than twelve (12) Months a fter the date of the 

last original invoice to w hich the a dj u s t m e n t  relates, except for adjust m e n t s 

resulting from regulatory or c o u r t  p roceedings (Including appeals) c o m m e n c ed  

or pending during that twelve (12) month period, w h e t h e r  or no t S e l l e r  or

Purchaser 1s a party to the proceeding. A d j u s t m en t s  due to regu l a t o r y  or

c ourt proceedings ma y  be mad e  a t  any time and shall bear i nt e r e s t  a t  th e  rate 

stated in Section 5.6 from the date of payme n t  of the invoice upon w h i c h an 

a d justment is s u b s equently m ade pu r s u a n t  to this section. The p rovisions of 

this Section 5.5 will survive any termination of this Agreement.

5.6 I n t e r e s t . Ex c e p t  for adjustments made upon reso l u t i o n  of

Amerada Hess under Section 2.3, all sums w hich are not paid when due under 

this A g r e e m e n t  or which are subs e q u en t l y  d e t e rm i n e d  to be due u nd e r  an

a d justment under Section 5.5, shall bea r  interest from the date accrued until 

paid In full at a v a r iable rate p e r  a nnum equal to the prime rate as a n n o u n c e d  

from time to time by the Bank o f  America, San Francisco, California, plus one 

and o ne-quarter percent (1.25%) per annum.

5.7 Late P a y m e n t  P e n a l t y . E x c e p t  for unintentional failures to pay, 

including clerical m i s t a ke s  or o c c u r r e n ce s  not wi t h i n  the r easonable control 

of Purchaser, or I n s i gn i f i c a n t  u n d e rpayments, 1f P u r c h a s e r  fails to m a k e  

payment wi t h i n  one (1) Day o f  the date that paym e n t  1s due, then in addition 

to the a mo u n t  due plus interest from the date that payment was due until the 

date of payment, P u r c h a s e r  will pay an amount equal tc one percent (1%) of the 

amount owed.
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5.8 P a y m en t  to T hird P a r t i e s . Seller m a y  di r e c t that P u r c h a s e r  pay 

any amount due to Seller or which may b e c o m e  due directly to a third party in 

the m a n n e r  and time as m a y  be directed by Seller in writ t e n  notice to 

Pur ch a s e r  If, 1n Seller's sole discretion, the payment to the third party will 

assist Seller in monit or i n g  or e n forcing this Agreement..

A R T I C L E  VI 

TERM

This A g r e e m e n t  shall bec o m e eff e c t i ve  upon e xe cution by the parties 

and ena c tm e n t  o f  le gi s l a t i o n  by the State of Al a s k a (Including approval by the 

Governor) a p proving this A greement. This A g r e e m e n t  shall be null and v o i - if 

it is not so approved by Se p te m b e r  30, 1986. Subject to the e ther provisions 

co ntained in this A g r e em e n t ,  S e l ler's o b l i ga t i o n  to sell and Purchaser's 

obligation to buy Royalty 011 shall begin as specified in .Section 2.10, and 

shall end Sep t e m b e r  30, 1996. As used in this section, " e n a c t m e n t  of 

legislation" is as defined 1n AS 01.10.070(f)(4).

A R T I C L E  VII 

DEFA U L T  OR T E R M I N A T I ON

7.1 D e f a u l t . If any one o r  m o r e  of the follt ■< events ("Events of 

Default") occur, then at S e l ler's option, S e l l e r  m ay  t. iate or suspend its 

ob ligation to tender and sell 011 and p r o c e e d  to e x e r c : :<= any one or m o r e  of 

the rights and remedies provided In this Agreement:

(I) Ex ce p t  for obvious clerical errors, P u r c h a se r  does not pay in 

full an y  sum Invoiced u n d e r  this A g r e e m e nt  a t  the time when 

p a y m e n t  is due; o r

(II) P u r c h a s e r  falls to obse r v e or p e r f o ^ i  any of its o ther 

cov en a n t s  and obliga t i on s  u nder Artie'1 : or
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(111) P u r c h a s er  does not perf o rm  any act required or contemplated

under this Ag r e e m e n t  and either: (a) the nonperformance

continues for m o r e  than thirty (30) days a f t e r  Seller has

no t ified P u r c h a se r  of Purchaser's nonperformance; or (b)

P u rchaser had failed to perform the same o r  any other act

required or  cont e m p l a t e d u nder this A g r e e m e n t  during the

immediately preceding twelve (12) month period; or

(1v ) There Is a material adverse change In Pur c h a s e r ' s condition,

business or property w h i c h  appreciably a f f e c t s  the ability of 

P u r c h as e r  to perform any o f  Its obliga t io n s  u nder this

Agreement, and Pu r c h a s e r Is unable to give Se l l e r  adequate 

ass u r a n ce  of c on tinued p e r f o r ma n c e  either w i t h i n  fourteen (14) 

days o f  a request for such an assurance or w i t h i n  such other 

shor t e r  time period as Sel l e r  may reasonably r e q u e s t  u n d e r  the 

circumstances; or

(v) Any represe n t a ti o n  or wa r r a n t y  m a d e  by P u r c h a s e r  1n this

A g r e e m e n t  proves to h ave been false or In c o r r e c t  in any 

material resp e c t  at the time that the r e p r es e n t a t i o n or 

w a r r a n t y  was made.

7.2 Failure to Pay D e b t s . If at any time P u r c h as e r  becomes unable

to pay any of Its debts when those debts are due, or should oth e r w i s e  become

Insolvent (without regard to ho w  that Insolvency may be evidenced), P u r c h a s e r 

will 1mned1ately give no ti c e  of that fact to Seller. W h e t h e r  or  not that

notice 1s given, 1f P u r c h a s e r  beco m e s  un a b l e  to pay any o f  its debts when

those debts are due o r  should othe r w i s e  b e c o m e  insolvent, S e l l e r ' s  obligation 

to tender and sell 011 u n d e r  this A g r e e m e n t  will a u t o matically and immediately 

terminate w i t h o u t  an y  r eq u i rement o f  no ti c e  or other a c t i o n  by Seller; 

however, Purchaser will nevertheless be and remain liable for p a y m e n t  and 

perfor ma n c e  of -ill o f  Its obliga t i on s  and cov e n a n t s  under t his A g r e e m e n t  with 

resp e c t  to 01.1 actua l l y  tendered by Se l le r  to and after any suc h termination.

Within thirty (30) days a f t e r  receipt of Purchaser's notice or, 1f no notice
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is given, after Seller o t h e r w i s e  becomes aware (as determined in S e l l e r’s sole 

discretion) of P u r c h a s e r ' s  insolvency, Seller will have the right, upon 

w r i t t e n  notice to P u r c h a s e r ,  to reinstate all o f  Seller's and Pu r c ha s e r ' s  

ob l i g ations under this A g r e e m e n t  r e t roactively to the date of termination.

7.3 Seller's R e m e d i e s . Upon the occurrence of any E v e n t  of Defa u l t  

or if Seller's obli g a t i o n  to tender and sell 011 under this A g r e e m e n t  is 

terminated or suspended u n d e r  Sections 7.1 and 7.2, all obl i g a t i o n s of 

P u r c h a s e r  accrued but n o t  oth e r w i s e due and payable under this A g r e e m e n t  will 

1 nmed1ately be due and payable' In full. In addition, Purchaser will indemnify 

an d  hold Seller h a rm l e s s  from and a g a i n s t  all other liability, damages 

(Including reasonably f o r e s e e a b l e  consequential damages), costs, losses and 

expenses (Including r e a s o n a b l e  attorneys' fees and disbursements) I n c u rr e d  by 

Seller and arising o u t  o f  the Event o f  Default, termination, or suspension. 

Se l le r  shall have the r i g h t  c u m u l a ti v e l y  to e x e rcise any and all o t h e r  rights 

and remedies and to o b t a i n  all o ther relief ava i l a b l e  under a p p l i c a b l e  l a w  or 

at equity, Including m a n d a t o r y  Injunction and specific performance. Seller, 

upon occurrence of any E v e n t  of Default, in Its sole discretion, may arrange 

for any disposition to t h i r d  parties of Oil to be tendered and s ol d  u n d e r this 

Agreement. Upon the o c c u r r e n c e  of any E vent of Default, P u r c h a s e r  is released 

fro m  the obligations set forth 1n Sections 2.11 (In-State P rocessing) and 2.12 

(Best Efforts) until the E v e n t  of D e f a u l t  no longer exists o r  the obligation 

of P u r c h a s er  to take R o y a l t y  Oil u nder this A g r e e m e n t  expires. If upon 

occu r r e n c e  of any Event o f  Defa u l t  Seller makes arrangement for di s p o sition to 

third parties of 011 w h e t h e r  o r  not this A g r e e m e n t  1s terminated, P u r c h a s e r  

will nevertheless be a n d  remain liable to S e l l e r  for the full am o u n t  of the 

Pu r c h a s e  Price for that Oil in excess o v e r  an y  am o u n t  or a m o u n ts  received by 

Se l l e r  on account of that, d i sp osition, n e t  of the expenses of t h a t  di s p o s i ti o n  

and for all other costs, losses and expenses (Including r e a so n a b l e  a t torneys 

fees and disbursements) I n c u r r e d  by S e l l e r  and arising o u t  of the E v e n t  of 

D e f a u lt  or disposition.



7.4 Purchaser's Exclusive R e m e d i e s . Upon any breach of, or default 

1n, the due and timely o b s e r v a n c e  or pe r f o r m an c e  of any of S e l l e r ' s  covenants 

or obligations under this Agreement, P u r c h a s e r  acknowledges a n d  agrees that 

Purchaser's remedies will n o t  include a temporary restraining o rder or 

preliminary Injunction p r e v e n t i n g  Seller from taking any action w i t h  regard to 

the 011 which Is the s u b j e c t  of this Agreement.

ARTICLE VIII 

D I S P O S I T I O N  OF OIL

8.1 Inability t o  Receive 0 1 1 . P u r c h a s e r  acknowledges and agrees

tha t under the Unit A g r e e m e n t  and Leases, Seller's election to take Royalty 

011 in kind can be r e v o k e d  or reversed only upon the satisfaction o f  various 

c onditions, Including the giving of thirty (30) days advance w r i t t e n  notice to 

return up to 2500 b a r r e l s  of Seller's then c u r r e n t  nominations. Purchaser 

acknowledges and agrees t h a t  Se l l e r ' s  election to Invoke Its r i g h t s  to return 

to taking Its Royalty 011 1n value on less than six (6) months' p rior notice, 

or  to a t t e m p t  to secure a w a i v e r  of any c o n d i t i o n  or requirement, Is at 

Seller's sole and c om p l e t e  discretion. If for any reason P u r c h a s e r  1s unable 

or  refuses to accept o r  receive any 011 t en dered under t h i s  Agreement,

Pur ch a s e r  shall n e v e r theless be and remain r esponsible for t h e  disposal of 

that Oil and for paying S e l l e r  for the Oil as though 1t had b een received and 

a c c epted by Purchaser u n l e s s  Seller, in Its sole discretion e l e c t s  to w aive 

this requirement. In o r d e r  to secure the o bligation* of P u r c h a s e r u nder this 

Section 8.1 and under S e c t i o n  2.8, P u r c h a s e r  shall, 1f and as Seller may

requ e s t  from time to time, assign to S e l l e r  all right, title a n d  I n terest of

Pur ch a s e r  u n d e r  any n o m i n a t io n s ,  leases, agreements, c o n t r ac t s ,  charter 

parties and other a r r a n g e m e nt s  for the transpo r t a ti o n  of the 011 sold under 

this A g r e e m e n t  through a n d  aw a y  from the Kupa r u k  Pipeline and t h e  Trans Alaska. 

P i p eline System; p r o v i d e d , t hat S e l l e r  shall not have any liab i l i t y  or 

obligations under any suc h  nominations, leases, agreements, c on t r a c t s ,  charter 

parties or other ar r a ngements unless, an d  to the extent that, Sell e r  shall 

a c t ually exercise Its ri g h t s  to succeed to P urchaser's interest t h e r e u n d e r  anti 

shall obtain the benefits thereof.
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8.2 No Right to Storage or U n d e r l i f t . P u r c h a s e r  wa i ve s  and 

disclaims any interest or r ight that it ma y  assert to storage o f  R o ya l t y  Oil,

including by underlift o r  o t h e r  means, to w h ic h  Se l le r  is or m a y  come  to be

e n t itled u nder the Leases, S t o r a g e  Agreement, or any o t h e r  agreement. 

However, P u rchaser shall us e  due di 11 g nee and mak e  its best e f f o r t s  to act in 

a m a n n e r  that enables S e l l e r  to ad he r e  to the notice requirements and o ther 

o bligations provided 1n th e  S t o r a g e  Agreement. Purchaser agrees that whe n  it 

executes this Agreement, 1 t  will also Immediately execute the r e le a s e  attached 

as Exhi b i t B to this Agreement.

A R T I C LE  IX 

W A I V E R

The failure of e i t h e r  party to ins i s t  upon strict p e r f o r m a n c e  of any 

p rovision of this A g r e e m e n t  shall no t  c o n s t i t u t e  a waiver of, or estoppel 

against, a s serting the r i g h t  to requ i r e  t hat performance in the future, A

w a i v e r  or estoppel in a n y  one Instance shall no t  c onstitute a w a i v e r  or

estoppel wit h  respect to a l a t e r  breach o f  a simil a r  nature o r  otherwise. A 

c o u r s e  of performance e s t a b l i s h e d  by a p arty shall also not s t o p  the other 

p arty from complaining of a l a te r  breach simi l a r in nature.

A R T I C L E  X 

S EV E R A B I LI T Y

If any provision o r  cl a u s e  o f  this A g r e e m e n t  or a p p l i c a t i o n  of this 

A g r e e m e n t  to any person o r  c i r c u m s t a n c e  is h eld Invalid, that I n v a l i d i t y  shall 

n o t  a ff e c t  o ther provisions o r  a p p l i c a ti o n s  o f  this Agr e em e n t  w h i c h  can be 

given e f f e c t  with ou t  the I n v a l i d  p r o v i s i on  o r  application. I f 9 however, an 

i n validity should operate to Impair any material right or remedy of a party to 

this Agreement, that party m a y  t e r m in a t e  this A g r e e m e n t  by notice to the other.
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ARTI C L E  XI 

FORCE MAJEURE AND CHA N G E  IN C O N DITION

11.1 Effect of F orce M a j e u r e . Except for Purchaser's obliga t i o n s  to 

m a k e  payment of m oney for 011 tendered under this A g r e e m e n t  and ex ce p t  for 

P urcha s e r ' s  obligations to acce p t  and dispose of Royalty 011, n e i t h e r  party 

shall be liable for any failure to perform the terms of this A g r e e m e n t  when 

the failure Is due In w h o le  or In substantial part to force majeure. The term 

"force majeure" as applied to this A g r e e m e n t  shall mea n  Acts of God, strikes, 

lockouts and Industrial disputes o r  disturbances, civil disturbances, arrests 

and restraints from rulers or people, Interruptions by g o v e r n m en t  or court 

orders o r  by present o r  future orders of an y regulatory b ody having or 

a s serting jurisdiction, acts of the public enemy, wars, riots, blockades, 

Insurrections, Inability to secure m a t e r ia l s  by reasons of a llocations 

p r o m u l g a t ed  by a uthorized governmental agencies, epidemics, landslides, 

lightning, earthquakes, fires, stcrms, floods, washouts, e xplosions, breakage 

or accident to machinery o r  lines of pipe, freezing of wells or pipelines, or 

any o t he r  event or condition, w h e t h e r  of the kind herein e n u m e r a t e d  or 

otherwise, not within fctos reasonable control o f  the party c la i m i n g  the benefit 

of this excuse. If however, any material obli g a t i on  of P u r c h a s e r is excused 

o r  s u spended because of a c l a i m  of force m a j e u r e  for a period o f  three hundred 

s i x t y  f.ve (365) successive days or more, Seller will have the r ig h t  to 

ter mi n a t e  this Agreement. P r i o r  to S e l l e r  e xercising Its right to terminate 

this A g r e e m e n t  Seller and P u r ch a s e r  shall e n t e r  Into good faith negotiations 

to restore, to the fullest ext e n t  possible, Se l l e r  and P u r c h a s e r  to the 

benefits and obligations that exis t e d  u n d e r  this A g r e e m e n t  be f or e  the 

occur r e n c e  of the force m a j e u r e  condition.

11.2 R e s p o n s i b i l i t y . Upon the occu r r e n c e  and d i scovery o f  an event 

p r oviding the basis for a c l a i m  of force majeure, the party m a k i n g  a c laim 

shall notify the o ther party to this A g r e e m e n t  of Its c la i m  of force majeure. 

Upon the o ccurrence of an e vent c o n s t i t ut i n g  force m a j e u r e  that event shall, 

so far as possible, be remedied wit h all r e asonable diligence and dispatch. 

Except for Purchaser's obligations to m ake payment of m o n e y  for 011 tendered
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under this A g r e e m e n t  and ex c e p t  for P u r c h a se r ' s  o b li g a t i o n  to dispose o f  Oil, 

the obl i g a t i o n s of the d i s abled party to p e r f o r m under this Agre e m e n t ,  insofar 

as they are affected by that force majeure, shall be s u s p e n d e d from the time 

that force m a j e u re  occurs and for so long as the d i s a b il i t y  c a u s e d  should have 

c o n t i n u e d  had the party cl a i m i n g  the exi st e n c e  of the force m a j e u r e  remedied 

the e v e n t  prov i d i n g  the b asis o f  the c l a i m  of force m a j e u r e  w ith reasonable

d i l igence and dispatch, and for no longer. The s e t t l e m e n t  of strikes or

lockouts or industrial d is putes or dist u r ba n c e s  will be e n t i r e l y  w i t h i n  the 

discr e ti o n  of  the party having the difficulty, and the a bove r e q u i re m e n t  that 

any force m a j e u r e  shall be remedied wit h  dili g e n c e  an d  d i s pa t c h  shall not

require the s e t t l e m e n t of strikes, lockouts, o r  industrial disturbances by 

a c c e d i n g  to the demands of any oppos in g  p a rt y  therein w h e n  such cou r se  1s

in a d v isable in the sole d i s c r e t i on  of the d i s a b l e d party.

A R T I C L E  XII 

NOTI C E S

12.1 M e t h o d . All notices, requests, demands or s t a t e m en t s  shall be

In writing, and m a y  be d e l i v er e d  personally to the party to b e  n o t ified o r  may

b e  sent to the party by r e g i s t e r e d  o r  c e r t i f i e d  Uni t e d States mall, postage

prepaid, w i t h  a return r e c e i p t  requested o f  the party. N o t i c e  d e p o si t e d  in

the mail in this m a n n e r  shall be ef f ective upon the e x p i r a t i o n  of seven (7)

days a f t e r  it is so deposited. Notice given 1n any o t h e r  m a n n e r  shall be

e f f e c t i v e  only  if and when r e c e iv e d  by the addressee. F or  the purposes of

notice, the addresses o f  the parties to this A g r e e m e n t  shall be as follows:

If to Seller: S t a t e  of Alaska

C o m m i s s i o n e r  o f  Natural R e sources 

P ouch "MH

Juneau, Alasxa 99811

and
C o n n l s s i o n e r  of Reve n u e  

P ouch “S"

J u neau,  Al a sk a  99811
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and
Director, Division of Oil and Gas 

Pouch 7-034

Anchorage, Alaska 99510

Telephone:

Telex:

If to Purc h a s e r  Petro Star:

Telephone:

Telex:

If to Pur c h as e r  Chevron:

Telephone:

Telex:

12.2 Change of A d d r e s s . Each party ma y  c ha n g e  its address for

notice by giving notice of the change.

ARTICLE XIII 

RULES A N D  REGULATIONS

This A g r e e m e n t  is subj e c t  to all present an d  future valid laws,

orders, rules and r egulations o f  the Uni t e d  States, the State of Alaska, and

any dul y  co n s t i t ut e d  agency thereof.
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A RTIC L E  XIV 

S OV E R E I G N POWER OF THE STATE

This A g r e e m e n t  and its covenants shall no t  be in t e r preted as a limit 

on the exercise by the State of Alaska of any of its sov e r e i g n  or regulatory 

powers, w h e t h e r  c o n f e r r e d  on the State by constitution, statute or regulation, 

including b u t  n o t  limi t e d  to, its regulatory p o w e r  over the Leases. The 

e x e rcise by the S t a t e  o f  Alaska of any sovereign or r e g u l a t o r y power will not 

o p e r a t e  or be de e m e d  to e n l ar g e  any rights of P u r c h a s e r  or to l imit or impair 

a ny obliga t i on s  or l i a b i l i t y  o f  P u r c h a s e r  under this Agreement, ••xcept for 

state statutes e n a c t ed  a fter the e f fective date of this A g r e e m e n t  which have a 

di r e c t  and s i g n i f i c a n t  adve r s e  eff e c t  on the a b i l i ty  of P u r c h a s e r  to perform 

an oblig a ti o n  u n d e r  this A g r e e m e n t  o ther than the ob l i g a t i o ns  to accept, 

dispose of, and pay for Oil t e ndered u n d e r  this Agreement.

A R T I C L E  XV 

SECURITY

15.1 P u r c h a s e r  Chev ro n  Let t e r of C r e d i t . S ixty (60) days prior to 

D ate of F i r s t  Del i v er y ,  P u r c h a s e r  Chevron shall c a u s e  to be issued and 

de l i v e r e d  to S e l l e r  a n  irrevo c a b l e  s t a nd-by le t te r  o f  credit, with an 

eff e c t i ve  date no l a t e r  than the Date of F i r s t  D e livery, issued for the 

b e n e f i t  of Se l l er  by a state or national bank i n g i n s t i t u t i o n  of the United 

States ("Issuer"), w h i c h  1s insured by the Federal D e p o s i t  Insurance 

Co r po r a t i o n  and has an a g g re g a t e  capital and surplus of n o t  less than One 

Hundred M i l l i o n  D o l l a rs  ($100,000,000), o r  o t h e r  b a n k i n g  institution 

acce p t a bl e  to S e l l e r  in its sole discretion. The principal face amount of 

such le t t e r  o f  c r e d i t  shall be a sum estimated by the C o m m i s s i o n e r  to be equal 

to the agg r e g a te  P u r c h a s e  Price for the approx i m a t e  total a m o u n t  of Oil to be 

tendered by S e l l e r  to P u r c h a s e r  Chevron during the f i r s t  ninety (90) days 

f o l lowing the D a t e  o f  F i r s t  Delivery, c a l c u l a t e d  at the P ur c h a s e  Price. The 

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

Commissioner, b u t  in any e v e n t  shall no t  require any doc u m e n t s to be submitted



1n support of drafts drawn against this letter of cr e d i t other than the 

ce r tified s t a te m e n t  of the C o m mi ssioner or her designee and the Attorney 

General of the S tate of Alaska or his designee that P u r c h a se r  Chevron is 

liable to Se l l e r  for a sum equal to the amount of such draft, and that that 

sum 1s due and payable in full and has not been timely paid.

In the event that Seller should have reasonable grounds for asserting 

any claims a g a i n s t  Pur c ha s e r  Chevron under this A g r e e m e n t  and does assert 

those claims 1n an agg r e g a t e amount in excess of the a g gregate principal face 

amount of the le t t er  of credit then In effect, P u r c h a s e r  Chevron shall upon 

Seller's r e q u e s t  (whether or no t  P u r c h a s e r  Chevron ma y  deny, reject or 

otherwise resist such claims) cause the principal face am o u n t  of the letter of 

credit to be Increased by an amount equal to the excess. T h e  principal face 

amount of the le t t e r  of credit shall also be a u t o m a t i c al l y  Increased by 

P u rchaser Chevron w i t h o u t  request from Sel l e r  w h e n e v e r  the face amount Is less 

than the e x p ected Purchase Price of ninety (90) days o f  011 tenders to 

Purchaser Chevr o n  u nder this Agreement, to an am o u n t  equal to the expected 

Purchase P rice of ninety (90) days of 011 tenders to P u r c h a s e r  Chevron. The 

principal face a mo u n t  of the letter o f  c r e d i t  m a y  be de cr e a s e d  by Purchaser 

Chevron upon approval of Seller 1f the face amount 1s m o r e  than the expected 

Purchase Price of ni n e ty  (90) days of 011 tenders to P u r c h a s e r  Chevron under 

this Agreement, to an am o u n t  equal to the e x p e c t e d  P u r c h a s e Price of ninety 

(90) days of 011 tenders to P u rchaser Chevron.

The letter of cr e d i t  m u s t  a l l o w drafts to be drawn and presented to 

the Issuer up to and Including the 90th day after the las t  delivery of Royalty 

011 to P u r c h a s e r  Chev ro n  under this contract. T h e  C o m m i s s i o n e r  m a y  accept 

such o ther o r  additional security as she, 1n her sole discretion, considers 

adequate to prot e c t  Seller.
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15.2 P u r c h a s e r  Petro Star Letter o f  C r e d i t . Sixty (60) days prior 

to the Date of F i r s t  Delivery, Purc h a s e r  P etro Star shall c a u s e  to be issued 

and d e livered to S e l l e r  an irrevocable s t a n d - b y  l e t t e r  o f  credit, with an 

e f f e c t i v e  date no l ater than the Date o f  F i r s t  Delivery, issued for the 

b e n e f i t  of S e l l e r  by a state or national bank i n g  i n s t i tution of the United 

States ("Issuer"), w h i c h  is insured by the Federal D e p o s i t  Insurance 

C o r p or a t i o n  a n d  has an aggregate capital and surplus or n o t  less than One 

H u n d r ed  M i l l i o n  Dollars ($100,000,000), or o t h er  b a n k i n g  Institution 

a c c e p ta b l e  to S e l l e r  In its sole discretion. The principal face amount of 

such letter of c r ed i t  shall be a sum e s t i m a t e d  by the C o m m i s s i o n e r  to be equal 

to the aggregate P u rc h a s e  Price for the a p p r o x i m a t e  total a m ' u n t  of 011 to be 

t e n dered by S e l l e r  to P u r c ha s e r  P etro S t a r  during the f i r s t  sixty (60) days 

following the Date of F i r s t  Delivery, c a l c u l a t e d  at the P u r c h a s e  Price. The 

l e t t e r  of c r e d i t  shall be s u b s tantially in a fc m  s a t i s f a c t o r y  to the 

Commissioner, but 1n any evt <t shall not r e q u i r e  any doc u m e n ts  to be submitted 

In supp o r t of drafts drawn a g a i n s t this le t t e r  of c r e d i t  o t h e r  than the 

c e r t i f i e d  s t a t e m e n t  of the Commi s s i o n e r  o r  her d es i g n e e  a nd  the Attorney 

General of the State o f  Al a s ka  or his d e s i g n e e  that P u r c h a s e r  P e t r o  Star is 

liable to Se l le r  for a sum equal to the amo u n t  of such draft, arid that that 

s um 1s due and payab l e  1n full and has no t  bee n  timely paid.

In the e vent t hat Seller should h a v e  reasonable p o u n d s  for asserting 

any claims a g a i n s t  P u r c h a s e r  Petro Star u n d e r  this A g r e e m e n t  a n d  does assert 

those claims in an a g g r e g a t e  amount 1n e x c e s s  of the a g g r e g a t e  principal face 

a m o u n t  of the le t t e r  of cre d it  then 1n effect, P u r c h as e r  P e tr o  S t a r  shall upon 

Seller's requ e s t  (whether or not P u r c h a s e r  Petro S t a r  m a y  deny, reject or 

o t h e r w i s e  resist such claims) cause the principal face a m o u n t  o f  the letter of 

c r e d i t  to b e  Inc r e as e d  by an a m o u n t  equal to the excess. T h e  principal face 

am o un t  of the le t t e r  o f  credit shall als o  be a u t o m a t i c a l l y  Increased by 

P u r c h a s e r  P e t r o  S t a r  w i t h o u t  requ e s t  from S e l l e r  wheneve** the face amount is 

less than the e x p e c t e d  Purcha s e  Price of sixty (60) days of 011 tenders to 

P u r c h a s e r  Petro S t a r  u nder this Agreement, to an a m o u n t  equal to the expected 

P u r c h a s e  Price of sixty (60) days of 011 tend e r s  to P u r c h a s e r  P e t r o  Star. The 

principal face am o u n t  of the let t e r  of c r e d i t  may b e  d e c r ea s e d  by Purchaser



P e t r o  Sta r  upon approval of Seller if the face a m o u n t  is more than the 

e x p e c t e d  Purchase P rice of  sixty (60) days of Oil tenders to Pur ch a s e r  Petro 

Sta r u n d e r  this Agreement, to an amount equal to the e x p ected Purch a s e  Price 

of sixty (60) days of 011 tenders to P u r c ha s e r  Petro Star.

The let t e r  of cr e d i t m u s t  allow dr a f t s  to be drawn and presented to 

the Issuer up to and I n c luding the 60th da y  a fter the last delivery of Royalty 

011 to P u r c h a s er  P etro Star under this contract. Th e  C om m i s s i o n e r  may accept 

such o th e r  or  additional security as she, 1n her sole discretion, considers 

a d e q u a t e  to p r ot e c t  Seller;

15.3 P u r c h a s e r  P etro Star A m e r a d a  Hess E s c r o w . Sixty (60) days

p r i o r  to the Date o f  F i r s t  Delivery, P u r c h a s e r  P e t r o  S t a r  shall cause to be 

e x e c u t e d  and del i v e r ed  to Se l le r  an executed es c r ow  a g r e e m e n t  with a s tate or

national b a n k i n g Institution of the United States ("Escrow Bank"), w h i c h 1s

insured by the Federal D ep o s i t  Insurance Cor p o r a t i on ,  and w h i c h  has a

a g g r e g a t e  capital and surplus of not less than One H u n d r e d  Mill i o n  Dollars 

($100,000,000), or e t h e r  b a n ki n g  Institution a c c e p t a b l e  to the Se l l er  1n 'c., 

sole discretion. The es c r o w  agreement shall be In a for m  s a t i s factory to the 

Commissioner. Th e  e s c r o w  a g r e e m e n t  shall prov i de  for p a y m e n t  of escrowed 

amounts only a f t e r  final resolution of the A m e r a d a  Hess litigation, Including 

any appeals, and upon te n d e r  of a c e r t i f i e d  statement, signed by the

C o m m l s s l o n e r  of Natural Resources and the A t t o r n e y  General of the State of 

Alaska. The c e r t i f i e d  s t a t e me n t  shall speci f y  the d is p o s i t i o n of the

principal a n d  a c c r u e d  Inter e s t of the e s c r o w  as c a l c u l a t e d  under the

p rovisions of A r ti c l e s  II and V of this A g r ee m e n t ,  wit h  the full adjusted 

P u r c h a s e  Price and I n t e r e s t  payable to Seller, and any e s c r o w  b a l a n c e payable 

to P u r c h a s e r  P e t r o  Star. Before requesting e s c r o w  payment, Sel l e r  will give 

P u r c h a s e r  P et r o  S t a r  a t  l east twenty (20) days w r i t t e n  notice of Its

ca l c u l a t i o n s  for the escrow disposition.



P u r c h a s e r  P e t ro  S t a r  agrees to m a k e  m o n t h l y  d e p os i t s  into the es c r ow  

of the sum e^ual to $1.12 per barrel of Roya l t y  011 p u r c h a s e d  by P u r c h a s e r  

Petro Star f.om S e l l e r  u n d e r  this A g r e e m e n t  dur i n g  the previous month. This 

sum represents a n e g o t ia t e d  e s c r o w  amount, and is n o t  any party's e s t imate of 

litigation results. The a m o u n t  of this e s c r o w  shall be an e l e m e n t  of the 

"Purchase Price" u n de r  this A g r e e m e n t  and shall be s u b j e c t  to periodic 

renegotiation as sp e ci f i e d  in the purchase price re o p e n e r  pro v i s io n  of Section 

2.4.

P u r c h a s e r  P e t r o  S tar shall m ake payments to the e s c r o w  at the same 

time as It pays S e l l e r  u n d e r  A r t i c l e  V of this A g r ee m e n t ,  Including Increased 

payments n e ce s s i t a t e d  by q u a n t i t y  a d ju s t m e n t s  u n d er  tha t  Article. P u r c h a s e r  

Petro Star shall b e a r  all expenses o f  the escrow, and  shall arrange for the 

E s c r ow  Bank to send to S e l l e r  m o n t h l y  statements showing the e s c r o w  balance.

1 5.4 C h e v r o n  B a c k u p . Pu r c h a s e r  Chevron agrees that, after receiving 

at least five (5) day s  n o t i c e  from Seller, It will a c c e p t  d e l i v e r y o f  any 

volumes of Roya l t y  011 upon w h i c h  P u r c h a s e r  P e t ro  S t a r  has d e f a u l te d  u nder 40̂  

this Agreement. T h e  no t ic e  r e f e r e n c e d a b o ve  shall be given by te lephone and 

by telex to the t e l e p h o n e  nianber and address p r o v i d e d  1n Section 12.1.

P u r c h a se r  Chev r o n  ag r e e s  to take t hose volumes s u b j e c t  to all the terms of

this A g reement, e x c e p t  t h a t  the price for those volumes shall be the Petro 

Star P u r c h a s e Price. P u r c h a s e r  Chev r on  will promptly Increase its letter of 

cr e d i t  to Incl u de  the I n c r e a s ed  volume. The C o m m i s s i o n e r  will return the 

defaulted volumes to 1n value as soon as possible, a n d  will promptly notify

P u r c h a s e r  C h e v r o n  o f  the dat e  on w h i c h  d e l i ve r i e s  to 1t u nd e r  this section

will cease.
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ARTICLE XVI
PREFERENTIAL HIRII

P u r c h a s e r  agrees to hire and employ Alaska residents and Alaska 

companies to the e x t e n t  they are available, willing and q u a li f i e d  for all work 

performed 1n Ala s k a  u nder or 1n c onnection wit h  this Agreement, Including but 

no t  limited to con s t r u c ti o n  and operation of facilities to refine or otherwise 

use the R o y a l t y  Oil. As used 1n this A g r e e m e n t  "Alaska resident" means an 

Individual wh o  has resided 1n the S t a te  for one y e a r  at the time of hiring or 

e m p l o ym e n t  a n d  "Alaska companies" m e a n s  those companies w h o  are incorporated 

1n the S ta t e  of Al a s k a  or w hose principal place of business 1s 1n Alaska. 

S eller a c k n o w l e d g e s  that under the a r ra ngements Initially contemplated under 

this A g reement, Pur c ha s e r  Chevron will not be perf o r m i n g  work 1n Alaska under 

or 1n c o n n e ct i o n  w ith this Agreement.

If this provision 1s d e termined to be unconstitutional by a court of 

c o m p e t e n t  j u r i s d i c t i o n ,  then Pur c ha s e r  agrees to hir e  and employ Alaska 

r esidents and A l a s k a  c o mpanies to the extent such preferential hiring is 

d e t e r mi n e d  to be constitutional.

A R T I C L E  XVII 

A P P L I C A B L E  LAW

17.1 Al a sk a  L a w . This A g r e e m e n t  shall be g o v erned b y  and construed

1n a c c o r d a n c e  w i t h  the laws o f  the S t a t e  o f  Alaska, excluding any

c o n f l 1 c t - o f - l a w  rule o r  principle w h i c h  m i g h t  refer such co n s t ruction to the 

laws of a n o t h e r  state or  country.

17.2 Submis s i o n  to J u r i s d i c t i o n . Any legal action or proceeding 

a risi n g  o u t  o f  o r  r e l ating to this A g r e e m e n t  or  for the e nforcement of the 

covenants or o b l i g a t i o n  of either party mu s t  be Instituted 1n a State court of

general j u r i s d i c t i o n  sitting 1n the State o f  Alaska, and Purchaser hereby

Irrevocably subm i t s  to the j u r i s d i c t i on  of t hat c o ur t  in any such act'on or 

proceeding.
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ARTICLE XVIII
NO WARRANTIES

The p u r c ha s e  and sale of Royalty 011 u nder this A g r e e m e n t  Is subject

or.'ly to the w a r r a n t i e s  of Seller e x p r e s s l y  set forth In this Agreement and

S e l l e r  disclaims and Pu r c h a s e r waives all o t h e r  w a rr a nties, express or Implied 

1n law, whatsoever.

ARTICLE X I X

A M E N D M E N T

This A g r e e m e n t  m a y  be supplemented, amen d e d  o r  m o d i f i e d  at any time, 

bu t  only by w r i t t e n  Instrument duly e x e c u t e d  by the parties to this 

A g r e e m e n t .  A n y  material amendment to this c o n t r a c t  that a p p r e c i a bl y  reduces 

the c o n s i d e ra t i o n  recei v e d  by the s t a t e  requires prior approval of the 

legislature.

ARTICLE X X  

SUCCESSORS AN D  A S S I G N S

No a ssignment, pledge or e n c u m b r a n c e  of  this A g r e e m e n t  shall be made

by e i t h e r  P u r c ha s e r  w i t h o u t  first obt a i n i ng  the written c o n s e n t  of Seller, or

by S e l l e r  w i t h o u t  o b t a i n i n g  the writ t e n  c o n s e n t  o f  b o t h  Purchasers. The 

C o m m i s s i o n e r  m a y  g r a n t  such consent on b e h a l f  of Seller. The Commissioner 

shall have sole and c om p l e t e  discretion i n  g r anting or deny i n g a proposed 

a s s i g n me n t ,  pledge o r  encumbrance. S u b j e c t  to the a bove r e q u i r e m e n ts  1n this 

A r t i c l e ,  this A g r e e m e n t  will be binding u p o n  and inure to the b e n e f i t  of each 

of t h e parties and its successors and p e r m i t t e d  assigns. In addition, if 

P u r c h a s e r  gains or ac q uires a controlling I n t e r e s t  1n an e n t i t y  which has an 

a g r e e m e n t  w i t h  Seller for the sale of Oil ( " O t h e r  Agr e e m e nt " ) ,  then Seller, at 

Its op t i o n  and on thi r t y  Dalys' prior n o t i c e ,  may r e q u i r e Purchaser to 

t e r m i n a t e  e i t h e r  this A g r e e m e n t  or the O t h e r  Agreement. T h e  choice of which
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A g r e e m e n t  to t e rminate will be Seller's. P u r chaser may  request that Seller 

w a i v e  this provision in advance of P u r c h a s e r  gaining a c o n t r o l l i n g  interest in 

a n  en t i t y  w h i c h  has an agreement wit h  S e l l e r  for the sale of Oil. The 

Coninl^jioner has sole and complete d i s c r e t i o n  in g r a nting or denying the 

r e q u e s t e d  waiver.

ARTICLE X X I  

H E A D I N G S

Headings u s e d  in this Agreement a r e  for c o n v e n i e n c e  only and shall 

n o t  a f f e c t  the con s t r u c t io n  of this A g r e e m e n t .

ARTICLE X X I I  

RECO R D S

22.1 P r e s e r v a t i o n  of Records. P u r c h a s e r  will p r eserve and maintain 

all books, accounts, and records directly r e l a t i n g  to the performance of this

A g r e e m e n t ,  Including b u t  not limited to t h e  purchase or sale of Oil and its

r e f i n e d  products, for a period of six (6) y e a r s .  P u r c h a s e r  will also maintain 

a n d  p r eserve all s i m i l a r  books, a c c o u n t s ,  and records of which it has

p o s s e s s i o n  b e l o n g i n g  to those third p a r t i e s  wit h  w h o m . 1 t  contracts for the

p e r f o r m a n c e  of various parts of this A g r e e m e n t .  Neit h e r P u r c h a se r  nor Seller 

s hall be required to retain any records f o r  more than six (6) years unless 

r e t e n t i o n  of such records is s p e c i f i c a l l y  required by applicable law or 

r e g u l a t i o n .  P u r c h a s e r  shall either m a i n t a i n  Its records w i t h i n  the State of 

A l a s k a  or  m a k e  such records available t o  Seller a t  Purcha s e r ' s  principal 

o f f i c e  In the S tate o ' A l a s k a  within t h i r t y  (30) days a f t e r  w r i t t e n  request by 

S e l l e r .
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22.2 Inspection of Records o f  P a r t i e s . Pu r c h a s e r  and Seller will 

a c c o r d  to each o t h er  and to their a u t h o r i z e d  agents, attorneys, and auditors 

d u r i n g  r e asonable busine s s  hours access to any and all property, records, 

b o o k s ,  documents, and Indexes directly r e l a t i n g  to P u r c haser's or Seller's 

p e r f o r m a n c e  of this A g r e e m e n t  and which a r e  u nder the control of the party 

f r o m  w hich access is desired, so that th e o ther party m a y  inspect, photograph 

a n d  m ake copies of t hat property, records, books, documents and indexes. In 

no event, however, shall Seller be r e q u i r e d  to disclose any information, data, 

o r  records which are required to be h e l d  confidential by state law or 

r e g u l a t i o n .  If the information obtained by Seller ma y  be held confidential 

u n d e r  state or federal l a w  or regulation, P u r c h a s er  may request that that

i n f o r m a t i o n  be held  confidential by Seller.

ARTICLE X X I I I  

INTERPRETATION OF T E R M S  AN D  C O N D I T I O N S

In the e v e n t  that there is a d i s a g r e e m e n t  a b o ut  the meaning or

a p p l i c a t i o n  of a w ord, term, or co n d i t i o n in this A greement, P u rchaser will 

p r e s e n t  the a r guments suppo r t i n g its v i e w  In w r i t i n g  to the Commissioner for 

h e r  consideration. T h e  Commissioner will subsequently, within a reasonable 

t i m e ,  issue a finding on the meaning o r  a p p l ic a t i o n  of the disputed word,

t erm, or condition, sett i ng  forth the b a s i s  for her c o n c lusions. Purchaser

a g r e e s  to a cc e p t  findings by the C o m m i s s i o n e r  u nd e r  this A r t i c l e  as long as 

t h e r e  is substantial e v i d e n c e  supporting t h e  C o m m i s s i o n e r ' s  findings.
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DATED this 

SELLER;

day of / 9 A
/

THE STATE OF AL A S KA

jZ Y T ru r* - '̂ b it fL o b r ^ ----
oner 1
nt of Natural Resources

PURCHASER PETRO STAR, INC.:

P U RCHASER CHEVRON:

PETRQ^SI&R, INC.

8y—
Z r jL f/s n y / _________________

CHEVRON U.S.A. INC.

By Q -  i/\jL

3928s
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EXHIBIT B

RELEASE

Fo r  a v a l u a b l e  consideration, the receipt and adequacy of w h ic h  are 

acknowledged, the u ndersigned does hereby release and forever discharge ARCO 

Alaska, Inc., BP Al as k a  E x p l o ration Inc., Chevron U.S.A. Inc., Exxon 

Corporation, Mobil 011 Corporation, Phillips P e t r o l e um  Company, Sohio Alaska 

P e t r o l eu m  Company, Union 011 Compa n y  of California, A moco Produc*1on Company, 

Individually and collectively, and each of t heir predecessors, successors, 

assigns, and all persons acting by, through, u nder or  1n c o n c e r t  with them, or 

any of them (the "Releasees"), of and from any and all claims, demands or 

causes of action of any nature w hatsoever, known or unknown, fixed or 

contingent, h e r e i n a f t e r  made a g a i n s t the Releasees, or any of them arising out 

of, baseJ upon, or relating to the purp o r t e d  storage rights o f  the State of 

Alaska with resp ec t  to royalty oil produced from the lan d  as to w h i c h  the 

Kuparuk River U n i t  A g r e e m e n t  is no w  e f f e ct i v e  on to which 1t may be extended.

The u n de r s i g n e d  represents and w a r r a n t s  that there has been no assignment 

or other transfer of any interest in any c l a i m  w hich agrees to indemnify and 

h old Releasees, an d  each o f  them, harmless from any liability, claims, 

demands, damages, costs, expenses and attorney's fees incurred by Releasees, 

or any of them, as a result o f  any person a ss erting a s s i g n m e n t or transfer or 

any rights or claims u n d er  that a s s i g n m e n t  or transfer. It 1s the intention 

of the parties t hat this i n d emnity does not require paym e n t  as a condition 

precedent to recovery b y  the Releasees agai n s t  the unders i g n e d  u nder this 

indemnity.



The u n d e r s i g n ed  agrees tha t  if a f t e r  execution o f  this Release the 

u n d e r s i g n e d  conmences, joins in, or in any man n e r  seeks relief through any 

suit arising out of, based upon, or r e l ating to any of the claims released 

u nder this Release or in any m a n n e r  asserts a g a i n s t  Releasees, or any of them, 

any of the claims released under this Release, then the un de r s i g n e d  will pay 

to Releasees, and each of them, in a d d ition to any other damages ca u s e d  to 

Releasees by that action o r  c l a i m  all atto r n e y ' s  fees Incurred by Releasees in 

def e n d i ng  or o t h erwise r e s p o n d i ng  to the action or claim.

The un d e r s i g n e d  furth e r  u nderstands and agrees that the execution of this 

R elea s e  shall neit con s i t u te  nor be c o n s t r u e d  as an a d m ission by the 

R e l e a s e e s  or any of them, that they have any storage obligation with respect 

to the State's royalty oil.

PE T R O  STAR,- INC. DATE

6?  J)cc£A% \ r  M S ’ Z '

CHEV R O N  U.S.A. DATE



BILL SHfc.Fr ELD
GOVERNOR

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

o f f i c e  OF t h e  G O V E R N O R  
J U S  E A  t;

The Hon orable Ben Grussendorf  
Speaker of the House 
Alaska State Legislature 
P.O. Box V 
Juneau, AK 99811

Dear Representa tive Grussendorf:

Under the au thority of art. Ill, sec. 18, of the Alaska 
Constitution, I am transmi tting a bill that provides for 
legislative approval of a royalty  oil contract between the 
state, Petro Star, Inc. and C h e v ron U.S.A., Inc. for the 
sale of Kuparuk River royalty oil. Also transmitted with  
this bill is a copy of the resolution of the Alas ka Royalty 
Oil and Gas Development Ad visory Board reco mmending approval 
of that contract, along with a letter from the Department of 
Law forwarding the resol "•'-ion to you. This resolution is 
being transmitt ed in accordance wi th AS 38.06.040(a)(3) and 
AS 38.06.070 (c) .

The contract is also described in the findings issued by the 
Department of Natural Resources on December 9, 1985. Copies 
of these findings have been made available to the legisla­
ture and the public for review.

A bill approvi ng the contract is b e i n g  introduced for l e g­
islative approval for two reasons. First, as a matter of 
comity, I respect the legislature's desire to have a direct 
voice in major  disposals of royalty oil. The} ifore, a l­
though this and the previous admini s t r a t i o n  have c o n s i s­
tently taken the position that the statutory requirement of 
legislative approval of royalty oil contracts (AS 38.06.055) 
is unconstitutional, the contract itself contains provisions 
requiring approval by the legislature before it takes 
e f f e c t .

Second, this legislation would ratify the royalty oil c o n­
tract. This ratification would cure any procedural defect

DO
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that m a y  have occurr ed in the process of entering into this 
contract. A l t h o u g h  we believe that all nec essary steps have 
been taken, the statutes and regulations governin g the 
disposal, of royalty oil represent often- c o n f l i c t i n g  desires 
and goals —  both procedural and substantive. For example, 
the statutes provide that the legislature is to approve a 
royalty oil contract only by "enacting legislation" 
(AS 38.06.055(a)), but also refer to a Royalty Board r e c o m­
men d a t i o n  to be submitted to the legislature at the time a 
"resolution approvin g the proposed sale ... is introduced in 
the legislature" (AS 38.06.070(c)). Since legislative 
approval by enactment of legislation is required as a matter 
of contract, I believe that it is prudent to present this 
contract for legislative approval and ratification.

Sincerely

E
Governor



BILL SHEFFIELD, GOVERNOR
REPLY TO:

DEPARTMENT OF LAW

OFFICE OF THE A T T O R N E Y  G E N E R A L

J a n u a r y  14, 1986

0 'i1031 IV 4th A VENUE  
SUITE 200
ANCHORAGE, A LA S K A  99501 
PHONE: 1907) 276-3550

□ 1st N A T IO N A L CENTER 
100 CUSHMAN ST.
SUITE 400
FAIRBANKS. A LA SKA 99701 
PHONE: 1907) 452-1568

□ POUCH k  ■ STATE CAPITOL 
JU N E /1U. A LA SKA 99811 
PHONE: (907) 465-3600

The H o n o r a b l e  Ben F. Grus se n d o r f 
S p e a k e r  of the House of R e p r e se ntatives  
A lask a State Le gislature 
Pouch V
Juneau, A l a s k a  99811

Reference: "An A ct R e l ating to the Sale and Purchase of Royalty
Oil from the Kuparuk U n i t  b e t ween the State of Alaska 
and Petro Star, Inc. and Chevron U.S.A. Inc.

Dear Mr. Speaker:

In accordance w i t h  AS 38.06.040(a)(3), I am forwarding for 
y o u r  co nsid e r a t i o n  the r esolu t i o n  of the A l a s k a  R o y a l t y  Oil and Gas 
De v e l o p m e n t  A d v i s o r y  B oard w h i c h  recommends that the legislature 
approve the referenced sale of royalty oil to Petro Star and Chevron 
U.S.A.

If we can be of further service, p l e a s e  do not hesitate to
call.

Sincerely,

H A R O L D  M. BROWN 
A T T O R N E Y  G E N E R A L

Ann E. Prezyna V  

A s s i s t a n t  A t t o r n e y  General

A E P/m a

03-C5LH
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Department of Lav

T he A l a s k a  R o y a l t y  Oil and Gas D e v e l o p m e n t

J A N - y  196G

>ffice of the Attorney C
idVI q K n ; .  a n x r n 7

Resolut ion 85-2

7" TT s  j A / itu J u J
Anchorage. AJaskp

On or a b o u t  O c t o b e r  23, 1985, the d i r e c t o r  of the d i v i s i o n
of oil and gas ("director") p r o v i d e d  the A l a s k a  R o y a l t y  Oil and 
Gas D e v e l o p m e n t  A d v i s o r y  Bo ard w i t h  the p r e l i m i n a r y  notice of 
sale, p r e l i m i n a r y  findings, and p r o p o s e d  c o n t r a c t  for a l o n g - t e r m  
sale of up to about 6500 b a r rels p e r  day of K u p a r u k  R i v e r  U n i t  
r o y a l t y  oil to Petrostar, Inc. and C h e v r o n  U.S.A. Inc.

T h i s  p r o p o s e d  sale has b e e n  d i s c u s s e d  at several p u blic  
m e e t i n g s  h eld by the b o a r d  d u r i n g  1985. A t  the F e b r u a r y  20 
meeting, P e t r o s t a r  r e p r e s e n t a t i v e s  t e s t i f i e d  in s u p p o r t  of a 
r o y a l t y  oil sale. O n  M a r c h  26, staff of the A l a s k a  D e p a r t m e n t  of 
Natural R e s o u r c e s  (DNR) r e p o r t e d  to the board on the status of a 
s o l i c i t a t i o n  for purc h a s e r s  of st ate r o y a l t y  oil. A t  the April 
12 meeting, DNR p r e s e n t e d  a s tatus r e p o r t  on the solicitation, 
w h i c h  was r e l e a s e d  April 1. O n  J u l y  25, DNR p r e s e n t e d  to the 
b o a r d  a r e c a p i t u l a t i o n  of the r e s p o n s e s  to the solicitation. At 
the m e e t i n g s  of the b o a r d  held S e p t e m b e r  26-27 and O c t o b e r  7, the 
b oard r e c e i v e d  p ublic t e s t i m o n y  on a p r o p o s e d  sale, of K u paruk 
r o y a l t y  oil to P e t r o s t a r  and Chevron. On O c t o b e r  30, the 
d i r e c t o r  m a d e  a p r e s e n t a t i o n  to the boa rd on the 
P e t r c s t a r - C h e v r o n  c o n t r a c t  p r o p o s e d  in DNR's O c t o b e r  23 
p r e l i m i n a r y  findings; the b o a r d  also r e c e i v e d  public t e s t i m o n y  on 
the p r o p o s e d  contract. The last two m e e tings were h e l d  by 
t e l e c o n f e r e n c e  in Anchorage, Fairbanks, Valdez, and Juneau.

DNR's final findings on the p r o p o s e d  sale and the c o n t r a c t  
were s ent to the board  on D e c e m b e r  9, 1985. On D e c e m b e r  19, the 
b o a r d  m e t  to d e v e l o p  and v o t e  on its r e c o m m e n d a t i o n s  to the 
l e g i s l a t u r e  on the p r o p o s e d  sale.

B ased on the b o a r d ' s  r e v i e w  of the a g r e e m e n t  for the sale 
and p u r c h a s e  of r o y a l t y  oil b e t w e e n  the S t a t e  of A l a s k a  and 
P e t r o s t a r  and Chevron, DNR's findings  and d e t e r m i n a t i o n s  
r e g a r d i n g  the p r o p o s e d  sale, and the t e s t i m o n y  r e c e i v e d . a t  public  
m e e t i n g s  of the board, the b o a r d  is of the opinion' t h a t  the 
p r o p o s e d  d i s p o s i t i o n  of K u p a r u k  R i v e r  U n i t  r o yalty oil to
P e t r o s t a r  and C h e v r o n  m e e t s  the r e q u i r e m e n t s  of AS 39.06 and 3 
A A C  56. T h e  b o a r d  r e c o m m e n d s  t h a t  the F i f t e e n t h  Alaska
L e g i s l a t u r e  approve the a g r e e m e n t  for the sale and p u r c h a s e  of

:he K u p a r u k  R i v e r  U n i t  to P e t r o s t a r  and Chevron,
1985.

Dated: December/9, 1985



BILL SHEFFIELD, GOVERNOR

OFFICE OF THE A T T O R N E Y  G E N E R A L

January 22,

M E M O R A N D U M

TO: Honorable Bill Sheffield
Governor

FROM: Harold M. Brown
Attorney General

RE: Attached bill on Petro Star/
Chevron royalty oil contract 
Our file: 377-094-86

Attached is a bill (prepared for both House and Senate 
introduction), requested by the Department of Natural Resources 
(DNR), which provides for legislative approval and ratification 
of a royalty oil contract between the state and both Petro Star 
Inc. and Chevron U.S.A. Inc. for the sale of Kuparuk River roy­
alty oil. This contract is the result of negotiations with the 
companies over the past year. If you prefer not to introduce 
this bill in both houses, DNR would prefer that it be introduced 
in the Senate.

Also attached are copies of the resolution of the 
Alaska F.oyalty Oil and Gas Development Advisory Board recommend­
ing that the legislature approve this sale of royalty oil. 
These copies are attached to original letters forwarding the 
Royalty Board's resolution to the Speaker of the House and the 
President of the Senate. In accordance with AS 38.06.040(a)(3) 
and AS 38.06.070(c), this resolution and the appropriate letter 
should be transmitted with each bill at the time of introduc­
tion.

If you only introduce the bill in the Senate, it 
should not be necessary to send the separate Department of law 
letter and copy of the board's resolution to the Speaker of m e  
House. However, it might be wise to do so as a courtesy.

A draft transmittal letter, explaining the bill in 
more detail, is also attached.

HMB:SRP:ma

cc w/enc.: Hon. Esther Wunnicke, Commissioner
Department of Natural Resources

D E P A R T M E N T  O F L A W POUCH K  -  S7A r e  CAPITOL 
JUNEAU. ALA SKA 99811 
PHONE: 19071 465-3600

1 9 8 6



D R A F T

Under the authority of art. Ill, sec. 18, of the Alaska 

Constitution, I am transmitting a bill that provides for 

legislative approval of a royalty oil contract between the 

state, Petro Star, Inc. and Chevron U.S.A., Inc. for the 

sale of Kuparuk River royalty oil. Also transmitted with 

this bill is a copy of the resolution of the Alaska Royal­

ty Oil and Gas Development Advisory Board recommending 

approval of that contract, along with a letter from the 

Department of Law forwarding the resolution to you. This 

resolution is being transmitted in accordance with AS 38.- 

06.040(a)(3) and AS 38.06.070(c).

The contract is also described in the findings issued by 

the Department of Natural Resources on December 9, 1985.

Copies of these findings have been made available to the 

legislature and the public for review.

A bill approving the contract is being introduced for leg­

islative approval for two reasons. First, as a matter of 

comity, I respect the legislature's desire to have a di­

rect voice in major disposals of royalty oil. Therefore, 

although this and the previous administration have consis­

tently taken the position that the statutory requirement 

of legislative approval of royalty oil contracts (AS 38.- 

06.055) is unconstitutional, the contract itself contains 

provisions requiring approval by the legislature before it

- 1 -



ta k es  e f f e c t .

Second, this legislation would ratify the royalty oil con­

tract. This ratification would cure any procedural defect 

that may have occurred in the process of entering into 

this contract. Although we believe that all necessary 

steps have been taken, the statutes and regulations gov­

erning the disposal of royalty oil represent often- 

conflicting desires and goals -- both procedural and sub­

stantive. For example, the statutes provide that the leg­

islature is to approve a royalty oil contract only by "en­

acting legislation" (AS 38.06.055(a)), but also refer to a 

Royalty Board recommendation to be submitted to the legis­

lature at the time a "resolution appro.xng the proposed 

sale ... is introduced ir the legislature" (AS 38.06.- 

070(c)). Since legislative approval by enactment of leg­

islation is required as a matter of contract, I believe 

that it is prudent to present this contract for legisla­

tive approval and ratification.

Sincerely,

Bill Sheffield 

Governor

-2 -
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Royalty-In-Kind Contract Terms Filename: C:Contract dwj

For Current Contracts 

AS OF FEBRUARY 1, 19BS

CGKPETIT

wny

IVE SALE CONTRACTS

Guantity(l) 

Unit <% & Bbls)

PURCHASE PRICE 

(Base Price 

Plus Bid 

Premium)

Price

Re-opener

Letter 

of Credit

Length of 

Contract

Provision for 

retroactive 

Amerada Hess 

adjustment

State ootion 

to purchase 

residual oil 

or return oil

Chevron

"'"udhoe 8.0001%

Bay 15,000 BPD

(DJ17.95

No 60 Days

4/1/85-

3/31/86 no no

Texaco

Prudhoe 13.3334% 

Bay 25,000 BPD

(1)$17.56

No 60 Days

4/1/85-

3/31/86 no no

U.S. Oil

Prudhoe 5.3332%

Bay 10,000 BPD

{1> $17.95

No
60 _ 

Days

4/1/85-

3/31/86 no no

U.S. Oil

Kuoaruk fl.8888% 

River 2,778 BPD

(1)$17.10865

No 90 Days

10/1/85-

3/31/86 no no

U.S. Oil

Kuparuk 13.3332% 

River 4,167 BPD

(1J$17.10865

No 90 Days

10/1/85-

3/31/86 no no

U.S. Oil

Kuparuk 13.3332% 

River 4,167 BPD

<1)*I7.10865

No 90 Days

10/1/85-

3/31/86 no no

Union

Kupa'uk 13.3332% 

River 4,167 BPD

<1)<17.10865

No 90 Days

10/1/85-

3/31/86 no no

Chevron

Kuparuk 17.7776% 

River 5,556 BPD

(1)$17.10865

No SO Days

10/1/85-

3/31/86 no no

(1) Price oer barrel billed in January 1986. Price is adjusted monthly 

to reflect changes in posted prices of West Texas sour crude, with 

a floor price of the volume weighted average of the producers' 

reported netback prices.

I



V
Royalty-In-Kind Contract Terns Filename: C:Contract dw

For Current Contracts

AS OF FEBRUARY 1, 1986

NEGOTIATED CONTRACTS

Company Unit

Quantity(l) 

(* A Bbls)

Price Plus 

Applicable 

Preuium

MAPCO
Prudhoe

Bay

18. ££67jt 

35,020 BPD

(2)Exhibit B + 

field cost5

(3) ($17.61921)

Prudhoe 

Tesoro Bay

24.533)1 (2) In-value +

46,000 BPD field costs

') ($17.41643)

Tesoro

Prudhoe

Bay

Chevron

Prudhoe

Bay

GVtA
Prudhoe

Bay

PetrcStar/

Chevron

Kuparuk

River

(pending Legislative 

approval)

Price

Re-opener

Letter of 

Credit

Length of 

Contract

Provision for 

retroactive 

Amerada Kss3 

adjustment

No No

11/1979-

12/2003 yes(4)

(6)

No

Yes 

60 days

1/1/1983-

1/1/1995 yes

(7)

(2)In-value +

13.867* $.35 Bbl +

26,000 BPD field costs

(3) ($17.76648)

(2)In-value +

9.6* $.30 Bbl +

18,000 BPD field costs

(3)($17.71648)

(2)In-value +

2.667* $.30 Bbl +

5,000 BPD 'ield costs

(3) ($17.71646)

19.198* (2)PBU in value

6,e00 BPD + $.35 premium

(2,000 P/E, for P/S; $.50

4,000 Chv) premium for Chv

with option for + Kuparuk field

500/b Petro Star costs - (Kuparuk

increase to P/L tariff and

6,500 BPD total TAPS quality bank

adjustment)

Yes-six years 

after date of 

1st delivery, 

every two years 

thereafter

Yes 

60 days

10/1/1905-

1/1/1995 yes

(7)

Yes-every two 

years

Yes 

60 days

5/30/1904-

1/1/1995 yes

(7)

no

Yes 

60 days

7/1/196' - 

6/30/lrJ5 yes

(7)

Yes-every two 

years P/S

Chv

Yes 12/1/1986- 

60 days; 9/30/1996 

90 days

yes(5) 

(8)

(1) Due to field fluctuations and decline, all 

quantities for the purchase of royalty oil 

are expressed as a percentage of daily royalty 

oil production. However, Mapco receives 

35,000 bpd regardless of fluctuating production.

State option 

to purchase 

residual oil 

or return oil

no

yes

yes

yes

no

no

(5) Petro Star agrees to escrow $1.12 per barrel of royalty 

oil purchased, as a pre-payment towards the final resolution 

of Amerada Hess.

(6) Interest on retroactive pavment is prime rate then charged by 

Chemical Bank of NY + 1 1/4*.

(2) Prudhoe producers1 prices as initially reported 

for royalty purposes. These prices will be sub­

sequently adjusted to reflect the outcome of Amerada 

Hess litigation. In-value was $17.41648 in December 

1985, Exhibit B was $17.61921. Prudhoe field costs 

were $0.70.

(7) Interest on retroactive payment is higher of: 1) prime rate 

at Bank f America, SF0 + 3*; or (2) rate of return as is 

realized from time to time in the investment of the State 

of Alaska's general.fund.

(3) Price per barrel billed in January, 1986.

(8) Interest as specified in Amerada Hess settlement or judicial 

resolution.

(4) Mapco's Exhibit B is a pre-payment towards the final 

resolution of Amerada Hess.
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Page 2 of 2 A N A L Y S I S  

F i s c a l  N o t e  HB 559

A p p r o v a l  o f  the p r o p o s e d  P e t r o s t a r / C h e v r o n  w i l l  r e s u l t  i n  the s t at e' s 

r e c e i p t  of  a p p r o x i m a t e l y  $7.5 m i l l i o n  in p r e m i u m  p a y m e n t s  o v e r  the term 

o f  the contract. A p p r o x i m a t e l y  16 ,7 5 6 , 6 7 0  b a rr els  of  oil w i l l  b e  d e l i v e r e d  

u n d e r  the contract, w i t h  C h e v r o n ' s  r e s p e c t i v e  s h a r e  b e i n g  1 1 , 1 7 1 , 0 0 2  

bar r e l s ,  and  P e t r o s t e a ' s  share b e i n g  5 , 5 85 ,66 8 b ar re ls . C h e v r o n  w i l l  

p a y  a p r e m i u m  a b o v e  the "in value" a m o u n t  of $ .50 p e r  barr el , w h i l e  

P e t r o s t a r ' s  p r e m i u m  w i l l  be $ .35 p e r  b a r r e l  for its n e t  b a r r e l s .  C h e v r o n ' s  

sh ar e o f  this p r e m i u m  w i l l  total $ 5 , 5 8 5 , 5 0 1  o v e r  the life  o f  the c o n t r a c t  

(contract ends S e p t e m b e r  30, 1996), and P e t r o s t a r ' s  r e s p e c t i v e  c o n t r i b u t i o n  

w i l l  be $1,954, 98 4.  A l l  amou nts  c a l c u l a t e d  are e x p r e s s e d  in " n o m i n a l " d o i l a r  

an d the a n a l y s i s  assumes c o n t r a c t  d eli v e r i e s  c o m m e n c e  D e c e m b e r  1, 1986 

a n d  end s S e p t e m b e r  30, 1996.

R e v e n u e  Pr oj e c t s  

C a l e n d a r  Y e a r

92 655.5

93 592.0

94 5 28.8

95 475.4

96 323.0

T o t a l  7,539.4



R E S I D E N C Y  S T A T U S  

O F  P E T R O  S T A R  I N C .  E f l P L O Y E E S

A S  O F  J A N U A R Y  1, 1 9 8 6

W a l t e r  A l e x a n d e r  

F r e d  A m b u e h l  

A l a n  A r m b r u s t e r  

K a r e n  B o s u o o d  

E a r l  B u r g e s s  

R o b e r t  B u r g e ?  

D o u g l a s  C h a p a d o s  

G r e g  D a v i s  

S a n d r a  D a v i s  

J o  A n n  F o r d  

U a l t e r  G o r e  

A n d y  G r e e n b l a t t  

K e n t  H e r m a n  

S t e p h e n  L e w i s  

K e n  L i n c o l n  

K r i s t i  L i n s e  

P a t r i c i a  N a r c o p u l o s  

S t e v e  N o e l  1 er 

J i m  N o r r i s  

D a w n  N u l l  in 

S h a u n  N u l 1 in 

J o h n  P e e p  

L a r s  P e t e r s o n  

L o r e t t a  P o r t e r  

K a t h y  R o g e r s  

D e e  R o b e r t s  

N a r k  S t a c k  

J u l i e  U r i g h t

1 0

3

12

1 0

2 3

2 3

y e a r s  

y e a r s  

y e a r s  

y e a r s  

y e a r s  

y e a r s  

L i f e t  i m e  

L i  f e t  i m e  

L i  f e t  i m e  

L i f e t  i m e  

2  y e a r s  

y e a r s  

y e a r s  

y e a r s  

y e a r s  

•/ears 

y e a r s  

y e a r s  

y e a r s  

y e a r s  

y e a r s  

y e a r s  

y e a r s  

L i f e t  i m e  

2 3  y e a r s  

2 2  y e a r s  

L i f e t  i m e  

L i f e t  i m e

1 0

9

17
28

5
5

15
1 2

2

2

9

2

R e s i d e n t

R e s i d e n t .

R e s i d e n t

R e s i d e n t

R e s i  d e n t

R e s i d e n t

R e s i d e n t

4.60213-1


