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M E M O R A N D  

TO:

February 19, 1985

FROM:

RE:

All Members
Senate Resources Committee

Staff
Senate fsem'rces Committee

SB 152 "An Act relating to extension and renewal of certain 
sales of state royalty oil; and providing for an effective 
date." /

SB 152 is designed to cover a time lapse between the expiration of the 
state's royalty oil contract with GVEA (Golden Valley Electric 
Association) and the effective date of a new contract. The current 
contract is due to expire June 30, 1985. This bill would extend uhat 
date to September 30, 1985.

A bill approving a new royalty oil contract with CVEA is scheduled to be 
introduced at the request of the Governor on March 8, 1985. Royalty oil 
contracts become effective four months after they are signed which means 
that the new contract could not become effective before the original 
expiration date.

When the state is taking its royalty oil in kind rather than in value, 
State regulations require 90 days written notice when the amount of oil 
taken is going to change. (See attached copy of 11 AAC 82.700[2]) If 
the contract lapsed, the state wortld have to give 90 days notice that it 
was decreasing the amount of oil taken in kind and then, when the 
contract was signed, would have to give another 90 days notice that the 
amount was going to go back up. These notice requirements, together 
v/ith the actual lapse iji..the-Contrac-t--̂ wou-14—cause ̂ ^substantial 
interruption in the supply of oil to GVEA. j

The Department of Natural Resources has issued findings that the GVEA 
contract is in the best interest of the state. It appears that the 
issue of whether the GVEA contracts are a good or bad deal for the state 
is ar issue that would more properly be addressed when the new contract 
is before this body. Nothing in this bill would commit the state in any 
way to the new contract.

In this packet is a sectional analysis of the committee substitute 
proposed by Sen. Coghill's office; a memo from Sen. Coghill's office on 
this issue; a copy of the relevant regulations; a chart showing the 
current distribution of the state's royalty oil; and a copy of GVEA's 
current contract.

i k n a t t
C o m m i t t e e  o n  I k g o u r c e t f
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SUBJECT: S e c t i o n a l  A n alysis for CS for HB 152
(Resources)

TO: S e n ator Arliss S t u r g u l e w s k i
Chairman, Senate R e s o u r c e s  C o m m i t t e e

FROM: R a n d a l l  J. M o e n
L e g i s l a t i v e  Counsel

S e c t i o n  1 The f o l l o w i n g  ne e d  not o c c u r  if a sale of s t a t e  
r o y a l t y  oil s u b j e c t  to l e g i s l a t i v e  a p p r o v a l  is e x t e n d e d  or 
r e n e w e d  for n o t  m o r e  that three m o n t h s  and the e x t e n s i o n  cr 
r e n e w a l  r e l a t e s  to a one year or less p r i o r  sale o f  oil w i t h  
the came p a r t y  to r e l i e v e  m a r k e t  or s t o r a g e  condi t i o n s :

1. A  w r i t t e n  f i n ding to the p u b l i c  b y  the d i r e c t o r  of the 
d i v i s i o n  of lands for the D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  
that a sale of oil w i l l  serve the b e s t  i n t e r e s t s  of the 
state. (AS 38.05.035(e))

2. C o m p e t i t i v e  b i d d i n g  b y  the c o m m i s s i o n e r  of n a t u r a l  
r e s o u r c e s  or p r i o r  w r i t t e n  n o t i c e  to the A l a s k a  R o y a l t y  Oil 
a n d  Gas D e v e l o p m e n t  A d v i s o r y  B o a r d  of r e a s o n s  for w a i v e r  cf 
c o m p e t i t i v e  bidding. (AS 38.05.183(a))

3. P r i o r  w r i t t e n  n o t i c e  to the p u b l i c  a n 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  B o a r d  of the 
r e a s o n s  w h y  the c o m m i s s i o n e r  of n a t u r a l  r e s o u r c e s  i n t e n d s  to 
sell r o y a l t y  oil o ther than by c o m p e t i t i v e  bid. (AS 
3 8 . 0 5.183(c))

4. A  r e q u i r e m e n t  of the c o m m i s s i o n e r  of n a t u r a l  r e s o u r c e s  
to sell r o y a l t y  oil to a p r o s p e c t i v e  b u y e r  w h o s e  p r o p o s a l  
of f e r s  m a x i m u m  b e n e f i t s  to the state. (AS 3 8 . 0 5 . 1 8 3 ( e ) )
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5. Review and written recommendation to the legislature by 
the Alaska Royalty Oil and Gas Development Advisory Board. 
(AS 38.06.050(a))

6. Prior written notice to the Alaska Royalty Oil and Gas 
Development Advisory Board by the Commissioner of natural 
resources of rejection of a bid or application for the p u r­
chase of royalty oil. (AS 38.06.060(b))

7. Prior written notice to the Alaska Royalty Oil and Gas 
Development Advisory Board by the commissioner of natural 
resources before the waiver of competitive bidding. (AS 
38,06.050(c))

Section 2 The legislature approves and ratifies a three 
month extension of a royalty oil contract between the State 
of Alaska and Golden Valley Electric Association, Inc.

Section 3 On October 1, 1985 the provisions of law noted in 
section 1 will apply to an extension or renewal of not more 
than three months of sale of oil that is subject to approval 
by the legislature under AS 38.96.055(c).

Section 4 Immediate effective date.

RJM:csh 
C3/004



Golden Valley Electric Assn. 

Contract Extension 

SB 152

P r e p a r e d  by:
S e n a t o r  Coghill' 
O f f i c e  2/19/85

Golden Valley and the State of Alaska negotiated an agreement in 1976 to 

sell 5,000 barrels per day of royalty oil. Golden Valley requested 

royalty oil so that crude oil might be used as turbine fuel for power 

generation if market conditions made the cost prohibitive.

Golden Valley did not exercise its option to purchase until 1981. It 

assigned ikcontract rights to Mapco in exchange for a price discount on 

the turbine fuel.

This price discount, over $500,000 a year, is passed on to its 50,000 

electric customers. The Department of Natural Resources has indicated 

that continued royalty oil sales to GVEA is in the best interest of the 

state because it offers maximum benefits to the citizens of the State.

The new Golden Valley contract with the State is a long-term 

noncompetitive bid' contract for 10 years. It is still awaiting final 

approval. This contract will require legislative approval and will not 

be ready for that approval until March. It then must be signed by the 

governor. It becomes effective four months after signing.



The expiration date of the existing contract is June 30, 1985.

As part of the Prudhoe Bay Unit Agreement of April 1, 1971, 90 days 

notice must be given to the producers to switch from in kind taking to 

in value for a small volume. This is the nomination/denomination 

process.

Notice must be given to the producers by March 31, 1985 under the 

existing contract—  if it expires June 30— in order for the State to 

return to in value taking.

Essentially with no extension the royalty oil will stop coming to Golden 

Valley. There will be a gap between the old and new contract. There is 

a four month waiting period before the new contract takes effect so that 

the State nr ay notify the producers of its desire to take in kind. In 

addition to these problems are the procedural requirements found in the 

bill relating to public notice. Each notice step takes a certain amount 

of time.

This bill will allow the Golden Valley contract to extend for three 

months, enough time for the new contract to take effect and keep the 

prices of turbine fuel down to help lower fuel costs to its customers. 

The legislation is temporary and expires October 1, a time fixed to 

coincide with the new contract start-up.

It is not practical at this time to treat the proposed extension as a 

new disposa. . '' numerous requirements which would be waived by the

proposed CS for Sl '2.
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(2 ) state location and status o f  all past and 
present activ ities on the lease;

(3 ) include a detailed report o f  all production 
during the s ix  m onths preceding the filing o f the 
application ;

(4 ) contain a detailed statem ent covering the 
entire life  o f the lease showing all expenses and 
costs o f  operating the lease including all 
royalties and overrid ing royalties and all incom e 
from all produced m inerals from  the lease; and

(5 ) include an agreement by the applicant to 
defray the cost o f  publishing a notice as 
provided in (b ) o f th is section.

(b ) Upon receipt o f an application  com plying 
w ith  (a ) o f this section , the com m issioner w ill 
cause to be published a notice o f pub lic hearing 
i f  required on the application . The  n o tic-* must

( 1) state the tim e and place o f hearing

(2 ) describe the lands invo lved ; and

(3 ) state the name o f the applicant and the 
nature o f the re lie f applied for.

(c ) The  notice must be published at least once 
a week for at least two consecutive weeks in 
advance o f the hearing date, which m u..' be at 
least 15 days after the last date o f pub lication , 
in at least one newspaper o f  general circu lation  
in the v ic in ity  o f the principal o ffice  o f  the 
departm ent, and must be posted at that office 
fo r the same period.

(d ) A t the tim e and place specified in the 
published notice, the com m issioner w ill hear 
evidence offered by the applicant and any other 
interested party .

( 0  The  com m issioner must give notice o f  the 
findings and determ ination to the lessee and to 
any other person who has filed a w ritten  request 
for it. The  action taken is e ffective on the date 
specified in the notice. (E f f .  9 /5/74 , Reg. 5 1 ; am 
7/22/79 , Reg. 71 )

A u th o rity : A S  3 8 .0 5 .0 2 0  
A S  3 8 .0 5 .1 4 0  
A S  3 8 .0 5 .1 4 5 (a )

11 A A C  8 2 .6 7 0 . S U S P E N S IO N  O F

P R O D U C T IO N  O R  O P E R A T IO N S . (a ) 
Applications fo r suspension o f production or 
operations under A S  3 8 .0 5 .1 4 0  must com ply 
w ith 1 1 A A C  88 .105  and must contain com plete 
inform ation showing the necessity or 
ju stifica tio n  for the suspension.

(b ) Whenever the com m issioner takes an 
action under A S  3 8 .0 5 .1 4 0 . he w ill give notice 
to the lessee, specify ing  the action taken, the 
effective date o f  it . and the duration o f any 
suspension, and note the action in the status 
record.

(c )  No lease expires because operations or 
production or both are suspended under any 
order or w ith  the assent o f the com m issioner. 
(E f f .  9/5/74 , Reg. 51 ; am 7/22/79. Reg. "1 )

A u th o rity : A S 3 8 .0 5 .0 2 0  
A S  5 8 .0 5 .1 4 0  
A S  5 8 .0 5 .145(a)

11 A A C  8 2 .6 7 5 . E F F E C T IV E  D A T E  O F  
L E A S E S  A N D  P E R M IT S . The effective date o f 
a lease or perm it is the first day o f the m onth 
following the date on which the lease or perm it 
was signed on behalf o f the state or upon prior 
w ritten  request on the first day o f the m onth in 
which it was siuned on behalf o f A laska. ( E f f .  
9/5/74 . Reg. 51)

A u th o rity : A S  3 8 .0 5 .0 2 0
A S  5 8 .0 5 .1 4 5 (a )

A R T IC L E  7.
R O Y A L T Y  P R O D U C T S

Section
700. Taking  ro ya lty  in kind 
705. Bidding method 
710. Notice o f sale 
715. Q ualifications

— *“ 11 A A C  8 2 .7 0 0 . T A K IN G  R O Y A L T Y  IN  
K IN D . R o ya lty  products taken in kind as 
provided by A S  3 8 .0 5 .1 8 2  must be taken 
pursuant to the provisions o f the lease w hich  
reserves the ro ya lty  to the state. I f  no provision 
is made in the lease or in the regulations dealing 
w ith the products to be taken, all or any portion 
o f the state ’s share m ay. at the option o f the 
com m issioner, be taken in kind in accordance 
w ith the fo llow ing :

(1 ) 90 days' w ritten  notice w ill be given to

11-283
(c o rre c te d )
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each lessee o f  the state's e lec t ion  to  take the 
ro y a l t y  p roduc ts  in k ind ; however , i f  the 
p r o p o r t i o n  o f  the s ta te ’s share to  be taken in 
k ind  exceeds 5 0  percent o f  the state's share. 180  
d ay s ’ no tice  wil l be given;

( 2 )  a f t e r  tak ing has ac tua l ly  comm enced , the 
| am oun t  to  be taken in k ind may be increased o r
decreased f r om  time to  t im e by no t more  than
10 pe rcen t upon  3 0  d ay s ’ w ritten no t ice  to  each 
lessee o f  reco rd , f r om  1 0 -percent to  5 0  percent 
upon 9 0  d ay s ’ w rit ten  notice , and ove r 5 0  
percent upon  1 8 0  days ’ w ritten no t ice ;

( 3 )  the p roduc ts  must be de livered to the 
state o r  its designated purchaser free o f  charge at 
the p o in t  p rov ided  in the lease fo r  de te rm ina t ion  
o f  the value o f  the ro y a l t y  p roduc t  i f  the 
p rod uc t ion  to  be taken were paid in m oney  
ra the r  than taken in k in d ; the cond it ion  o f  the 
p roduc t  must be the same as the non -roya l y 
share at the p o in t  o f  tak ing ; the lessee shall, i f  
necessary, fu rn ish safe storage f o r  the ro y a l ty  
share free o f  charge f o r  the same du ra t ion  and in 
the same manne r as storage is prov ided fo r  tlie 
n o n - ro y a l ty  share; when all o r  part o f  the 
ro y a l ty  p roduc t to  be taken consists o f  gas. the 
com m iss ione r  w il l take in to  cons idera t ion the 
e f fe c t  this tak ing may have on the long-term  gas 
supp lv  contrac ts  that the lessee has entered into . 
(Erf. 9 / 5 / 7 4 .  Reg. 5 1 ;  am 7 / 2 2 / 7 9 .  Reg. 7 1 )

A u th o r i t y :  AS 3 8 . 0 5 . 0 2 0
AS 3 8 . 0 5 . 1 4 5 ( a )  
AS 3 8 . 0 5 . 1 8 2

11 A A C  8 2 . 7 0 5 .  B ID D IN G  M E T H O D . R o y a l ty  
p roduc ts  which the comm iss ione r determ ines are 
to be so ld  by competit ive bid w il l be o f fe re d  fo r  
sale bv sealed bid o r  at pub lic  auc t ion . (E f f .  
9 / 5 / 7 4 ,  Reg. S h a m  7 / 2 2 / 7 9 .  Reg. 7 ! )

A u th o r i t y :  AS 3 8 . 0 5 . 0 2 0
AS 3 8 . 0 5 . 1 4 5 ( a )  
AS 3 8 . 0 5 . 1 8 3

11 A A C  8 2 . 7 1 0 .  N O T IC E  O F  S A L E .  I f  the
com m iss ione r de te rm ines that ro y a l t y  products  
wil l be o f fe re d  f o r  compet it ive  sale, notice o f  
the sale will be given as p rov ided by AS 
3 8 . 0 5 . 3 4 5 .  The  notice must spec ify  a l l the terms 
and cond it ion s  o f  the sale, inc lud ing the ro ya lty  
p roduc ts  to  be so ld , b idd ing m e th od , bond re­
qu iremen ts . sale place and time, m in im um  bid. 
i f  p rescr ibed , and any o th e r  term o r  cond it ion  
which the com m iss ione r determ ines necessary

to ca rry  o u t  the pu rposes o f  A S  3 8 . 0 5 . 1 8 3 .  
(E f f .  9 / 5 / 7 4 .  Reg. 5 1 ;  am 7 / 2 2 / 7 9 .  Reg. 7 1 ;  am 
3 / 1 8 / 8 3 .  Reg. 8 5 ;  am 3 / 3 0 / 8 3 .  Reg. 8 5 )  
A u th o r i t y :  A S  3 8 . 0 5 . 0 2 0 ( b )  A S  3 8 . 0 5 . 1 4 5

AS  3 8 . 0 5 . 1 3 5 ( b )  A S  3 8 . 0 5 . 1 8 0

11 A A C  8 2 . 7 1 5 .  Q U A L IF IC A T IO N S .  A 
purchaser o f  the state ro y a l t y  p roduc ts  must 
c om p ly  with the qua li f ic a t ion  requ irem en ts  o f  
11 A A C  8 2 . 2 0 0  and must supp ly  the show ing 
o f  qua li f ic a t ion  requ ired o f  m inera l pe rm ittees  
and lessees by 11 A A C  8 2 . 2 0 5 .  (E f f .  9 / 5 / 7 4 .  
Reg. 5 1 :  am 7 / 2 2 / 7 9 .  Reg. 7 1 )

A u th o r i t y :  AS 3 8 . 0 5 . 0 2 0
AS 3 8 . 0 5 . 1 4 5 ( a )

A R T IC L E  8.
R E C O R D S  A N D  R E P O R T S

Section
8 0 0 .  P rod uc t io n  records 
8 0 5 .  Test results 
8 1 0 .  C on f id en t ia l i ty  o f  data 
8 1 5 .  C ross-re fe rencing

1 1 A A C  8 2 . 8 0 0 .  P R O D U C T IO N  R E C O R D S .
(a )  M inera l lessees o f  state land shall keep in 
their possession accurate book s  and reco rds  
show ing the p rod uc t ion  and d ispos it ion  o f  all 
m inera ls p roduced  f r om  the leased land and shall 
pe rm it the com m iss ione r o r  his agents at all 
reasonab le hou rs  to exam ine  them .

(b )  T he  comm iss ione r w i l l ,  in his d isc re t ion , 
require copies o f  sales con trac ts  and o th e r  
agreements w ith the first bona fide pu rchaser 
a f fec t ing  p roduced  m ine ra ls  which are sub jec t to 
roya lt ies . ( E f f .  9 / 5 / 7 4 .  Reg. 5 1 :  am 7 / 2 2 / 7 9 .  
Reg. 7 1 )

A u th o r i t y :  A S  3 8 . 0 5 . 0 2 0 ( b ) (  I ) 
AS 3 8 . 0 5 . 1 4 5 (a )

I I  A A C  8 2 . 8 0 5 .  T E S T  R E S U L T S .  The  lessee 
o f  a state-issued m ine ra l lc:'se shall fu rn ish , 
upon request o f  the comm iss ione r , a c op y  o f  all 
geo logica l, geophysica l , engineering, and o th e r  
factua l data ob ta ined  f rom  the lease, inc lud ing 
all pe rt inen t tests, records , surveys, and analyses 
conducted on  o r  perta in ing to the leased lam ’ o r  
p roducts  f r om  it. but no t inc lud ing in te rp re ta ­
t ions o f  these items o r  p rop r ie ta ry  research data

1 1 -284
(corrected)
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DIVISION OF OIL wa 6BS

ESTIMATED PRODUCTION FOR PRUDHOE BAY AND KUPflRIK RIVER UNITS
ESTIMATED TOTAL PRODUCTION ESTIMATED ROYALTY

(BARRELS PER DAY) (BARRELS PER DAY)

YEAR
TOTAL

PRIME
(1)

TOTAL
KUPARUK

TOTAL PRUDHOE
ROYALTY

KIPABJK
ROYALTY

TOTAL
ROYALTY

1984 :.5K).ew 123,088 1,628,808 187,5C3 15,880 282,533
1935 :,S8,ooa 183,888 1,683,883 187,533 22,5(0 218,080
1986 1,588,823 188,808 1,688,803 187,588 22,588 218,888
1987 1,475,008 188,808 1,655,(03 184,375 22,588 288,875
1938 1,325,888 208,028 1,525,088 165,625 25,888 198,625
1989 1,175,838 288,080 1,375,889 148,875 25,883 171,875
1998 I,853,683 288,808 1,253,888 131,253 25,888 158,25819JI 958,008 200,888 1,150,003 118,758 2S,0(« 143,750
1992 858,808 208,'OOiJ l,85O,e«0 186,253 25,880 131,2581933 758,808 288,808 958,800 93,750 25,888 118,7501994 858,888 178,000 820,888 81,258 21,258 182,5081995 575,808 145,883 728,(08 71,875 18,125 98,(08
1995 518,888 128,888 638, eeo 63,758 i5,eoe 78,758•997 488,008 188,088 588,828 57,580 12,588 78,000
19S8 428,888 88,808 533,888 52,588 18,888 62,5881999 388,008 75,888 455,828 47,:«0 9,375 56,8752988 348,888 85,800 485,eea 42,588 8,125 58,6252081 388,008 55,808 355,(08 37.5M 6,875 44,375coce 278,888 ca vh vlv 329,888 33,758 6,258 48,8082083 248,ee) 48,828 288,888 38,(08 5,(08 35,8882884 218,888 35,800 245,888 26,258 4,375 33,6252005 182,808 25,008 285,828 22,588 3,125 25,6252006 168,888 25,008 185,888 28,8(0 3,125 23,1252087 148,008 28,808 168,888 17,588 2,588 29,e«82083 lie,800 28,888 138,888 13,758 2,588 16,258R089 88,023 18,808 90,(00 18,089 1,258 11,2582818 58,288 io,eoe 68,888 6,258 1,258 7,588
NOTES: 111 DNR ESTIMATE OF FIELD PERFORMANCE, XIGBER 1934.

m m

HI TESO.RQ'S CURKNT CONTRACT CALLS FOR A MAXIMUM OUfWTITY OF 24.533*
CF DAILY PRIME ROYALTY OIL LESS COCK I (LET ROYALTY PROOUCTICN. (7)
THE QUANTITY IS 21.283* IN 1984, AND WILL BE 21.326* STARTINS 
JAN. I, 1995. THIS CONTRACT HILL BE INCREASED TO ITS' MAXMJN 
OUANTITY ON OCTOBER I, 1585 DUE TO CA'CTLLATION OF TIE COOK I)LET 
CONTRACT ON THAT DATE. THE CONTRACT EIPIRES JANUARY 1995.

i hj

ESTIMATED SALES OF ROYALTY OIL 
(BARRELS PER OAY)

(2) (3) (4) IS) (6) (7)
NAPCO GVEA BVEA TESORO TESORO DEVRON COPET1T1VE ROYALTY

(OLD) (PROPOSED) (OLD) (NEW) SALE IN VALUE

35,888 5,838 39,765 18. CM 184,735
35,838 5,(03 45,999 26,(01 16,808 65.800 IS,888
35,888 5,083 45,999 26,881 18,888 80.888
35,(08 4,917 45,233 25,567 17,7(0 78,*53
35,808 4,417 43,633 22,967 15,968 71,78a
35,883 3,917 36,833 28,367 14,188 62,453
35,888 3,588 32,208 19,288 12,688 54,758
35,888 3,167 29,133 16,467 11,40. 48,553
35,800 2,833 26,868 14,734 18,280 42,417
35,(03 2,508 23,(08 13,(08 9,830 36,258
35,888 2,167 19,933 11,267 7, eea 26.333
35,889 55,(03
35,038 43,753
35,(09 35,808
35,088 27,503
35,(08 21,375
35,e(0 15.625
35,808 9.375
35,880 5,888
35,800 8

38.625
25.625 
23,125 
29.?38 
16.258 
11,253 
7.508

MOST OF THIS WLUC (AKXJT 25,838 BPD), HdCH IS CURRENTLY BEI46 TAKEN 
■IN VALUE,* WAS SOLD COFETITIVELY FOR DELIVERY APRIL 1, 1985 THRU SEPT. 38, 
1985. ON OCTOBER I, 1985 IT IS ANTICIPATED THAT TESORO HILL COtOCE 
DELIVERIES UNDER ITS 12/9/83 PRUDHOE CONTRACT, W4ICH HAS A MAXIM*
OUANTITY OF 13.86* OF DAILY PRUDHOE ROYALTY OIL AND EXPIRES JAN. 1, 1995.
OSVKH'S CONTRACT CALLS FOR A NAXIHJM OUANTITY OF 9.6* OF DAILY PRUMx 
ROYALTY OIL THE CONTRACT EXPIRES JANUARY I, 1995.
DELIVERIES HILL COrttHCE APRIL 1, 1985 FDR 58,W8 BPO OF FRUOrtE BAY 
LWIT ROYALTY OIL AND 15,888 BPO OF KLPARUK RIVER UNIT ROYALTY OIL,
AND HILL CONTINUE FOR ONE-YEAR, AND SIX-MONTH PERIODS, RESPECTIVELY,
AS A RESULT OF THE DEE. II, 1984 COMPETITIVE SALE. PRIOR TO THAT 
TIKE THIS OIL REMAINS 'IN VALUE.1
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AGREEMENT 1 OR THE SALE AND 

PURCHASE OF ROYALTY OIL

THIL AGREEMENT, entered into as of 9 /  by and between

THE STATE OF ALASKA ("Seller") and G O LD EN /V^ LE Y ELECTRIC ASSOCIATION, an 

Alaskan Non-Profit Corporation, hereinafter referred to as "Buyer".

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

following meanings:

1.1 "Commissioner'1 means the Commissioner of the Alaska Department of 

Natural Resources.

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

beginning at 12:01 a.m., Yukon Time.

1.3 "Leases" means the oil and gas leases which are subject to the terms 

of the Unit Agreement.

1.4 "Lessee" means any person owning a working interest in any of the 

Leases.

1.5 "Month" means the period beginning at 12:01 a.m., Yukon Time, on the 

first day of the calendar month and ending at the same time on the first day 

of the next succeeding calendar month.

1.6 "Oil" or "crude oil" shall have the same meaning as the word "oil" 

under the Unit Agreement.

ARTICLE I 

DEFINITIONS



1.7 "Point of Del ivery" shall have the meaning set out in Article 2.4.

1.8 "Royalty Oil" means the oil which the Seller may take in-kind

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

take or is taking that royalty in-kind.

1.9 ."Daily Royalty Oil" means the quantity of Royalty Oil produced by 

the Lessees each day.

1.10 "Uhit Agreement" means the Prudhoe Bay Unit Agreement effective 

April 1 , 1977, by and between Seller and the Lessees, as it may be amended 

from time to time.

ARTICLE II

SALE OF ROYALTY OIL   »

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

buy from Seller that amount of oil equal to 2.667% of the Daily Royalty Oil

("Maximum Quantity"). Upon at least nine (9) months written notice to Seller,

Purchaser may increase or decrease the amount of oil to be tendered by Seller 

at the Point of Delivery, but the amount tendered by Seller under this 

Agreement shall not exceed the Maximum Quantity. Purchaser recognizes that 

Seller must normally give six (6) months notice under the Unit Agreement (or

ninety (90) days if the amount increased or decreased is less thar. ten (10)

percent of the current nominations) to increase or decrease the amount of

Daily Royalty Oil to be taken in-kind. It is understood and agreed that the 

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

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

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

Purchaser waives any representation, covenant or warranty, express or implied, 

as to the specific quantity or the total or daily, ninthly, average, or 

aggregate volume of Royalty Oil to be sold or tendered under this Agreement. 

Seller warrants that it has good title to the oil tendered under this
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Agreement. Seller shall hold the Purchaser harmless from all liens, 

encumbrances and valid adverse claims that may affect the Royalty Oil at the 

time the Royalty Oil is tendered to the Purchaser.

If Seller underlifts or stores Royalty Oil at Prudhoe Bay, or if 

Seller recovers underlifted or stored Royalty Oil, the quantity of Royalty Oil 

tendered under this Agreement shall be calculated as if no Royalty Oil was 

underlifted or stored or recovered.

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

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

understood and agreed that the quality of the Royalty Oil sold may vary from 

time to time. Seller disclaims, and Purchaser waives, any guarantee, 

representation, or warranty, either expressed or implied, of the 

merchantability, fitness for use, or suitability for any particular use or 

purpose, or otherwise, of any of the oil delivered under this Agreement or as 

to any specific, average or overall quality or characteristic of Royalty Oil 

to be sold or tendered under this Agreement.

2.3 Price of the Royalty Oil. The price for the oil tendered under this 

Agreement shall be equal to the amount that Seller would have received from 

its Lessees for the Royalty Oil tendered if that royalty had been payable in 

money (taken in value) rather than taken in kind plus a premium of $0.30 per 

barrel plus the Field Cost Allowance incurred by that oil as determined under 

the Prudhoe Bay Royalty Settlement Agreement (dated April 1, 1980 for 

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

August 13, 1980 in State of Alaska, et al v. Amerada Hess Corp., et al., 

(Superior Court for the State of Alaska, First Judicial District at Juneau) 

("Anerada Hess") ("Settlement Agreement") ("Purchase Price"). The Purchase 

Price shall be determined by Seller based upon the reports submitted by the 

Lessees for royalty purposes or, when those reports are unavailable, 

incomplete, or inaccurate, upon information submitted by the Lessees for 

production tax or other tax purposes, as may be adju ed from time to time as 

provided in this Agreement. Buyer will only be entitled to review or request
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material or information which is not confidential under state law or 

regulation.

The method, basis and amount of royalty due Seller when it takes its

royalty in value from the Leases is presently the subject of litigation in

Amerada Hess. One of the issues involved is the proper method to be used by

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

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

judicial resolution or settlement, the Purchase Price will be based upon the

calculation of an amount per barrel equal to the per barrel volume weighted

average of the in-value prices reported by the Lessees to Seiler for royalty

purposes or, when the royalty reports are unavailable, incomplete, or

inaccurate, upon information submitted by the Lessees for production tax or

other tax purposes, plus $0.30 per barrel plus the Field Cost Al wanes as

determined under the Settlement Agreement. Upon resolution of each of the

various issues that are or will be involved in Amerada Hess, adjustments wi.ll
  &

be made to previous payments <n accordance with each resolution.

If additional amounts are owed by Purchaser to Seller, interest on those 

amounts will be paid at a variable interest rate which is the higher of: (1) 

the prime rate as may be announced from time to time by The Bank of America, 

San Francisco, California, plus three percert (3%); or (2) the rate of return 

as is realized from time to time in the investment of the State of Alaska's 

general fund. Anounts owed from Seller to Purchaser shall be 'epaid at the 

rate set out in Article 5.6. Buyer will not voluntar’ly intervene or 

otherwise participate in Anerada Hess unless Seller expressly consents to that 

participation in writing. A settlement of Amerada Hess will be binding upon 

Buyer whether or not Buyer agrees with or consents to the terms of that 

settlement.

If any applicable law of the United States of America or any rule or 

regulation promulgated by a federal agency will, in the judgment of Seller, 

operate to prohibit or prevent Seller from receiving the full amount due under 

the above provision, Buyer's obligation to pay the amount of the Purchase



Price in excess of the amount permitted will be suspended or adjusted to the 

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

2.4 Point and Time of Delivery. Simultaneous with receipt of its 

Royalty Oil from its Lessees, Seller shall tender the oil to Purchaser at the 

point at which Seller receives the Royalty Oil from its Lessees. That point 

as presently agreed to by Seller and its. Lessees in Article 2.3 of the 

Settlement Agreement is the custody transfer meters into the Trans Alaska 

Pipeline System at Prudhoe Bay.

2.5 Passage of Title and Risk of Loss. Title and risk of loss to the 

Royalty Oil sold under this Agreement shall pass from Seller to Purchaser for 

all purposes when Seller tenders the oil at the Point of Delivery.

2.6 Purchaser's Responsibility. Purchaser shall be responsible for th*; 

oil after passage of title. Purchaser will indemnify and hold Seller harmless 

from and against any and all claims, costs, damages (including reasonably

foreseeable consequential damages), expenses or causes of action as a result 

of any loss, injury, or damage incurred by any party as a result of any 

transaction or event which relates to the crude oil after title has passed to 

Purchaser.

2.7 Transportation Arrangements. Purchaser shall make all necessary 

arrangements for transporting the oil sold under this Agreement from the Point 

of Delivery, including satisfaction of line fill obligations and storage tank 

bottom requirements of the Trans Alaska Pipeline System, if any. If and as 

requested by the Seller, and at the time or times requested by Seller,

Purchaser shall su'mit specific information concerning the arrangement it has 

made for transportation of the Royalty Oil sold under this Agreement through

and away from the Trans Alaska Pipeline System and for the resale or other

disposal of the Royalty Oil. Such information may include the specific

tenders of oil made to the Trans Alaska Pipeline System and identification of 

tankers which will transport the Royalty Oil. In addition, Purchaser will 

provide Seller, if and as requested by Seller, with satisfactory evidence or



reasonable assurance of the existence and conti-.jing validity of adequate 

arrangements for the transportation or disposal of the Royalty Oil subject to 

this Agreement. Failure to provide information, evidence or assurances 

requested will, at Seller's election by notice to Purchaser, be a material 

default under this Agreement.

2.8 Absolute Obligations. The obligations of Purchaser to acceot, pay 

for, and arrange for the transportation of the Royalty Oil tendered or sold 

under this Agreement are absolute and will not be excused or discharged by the 

operation of any disability of Purchaser, event of force majeure, 

impracticability of performance, change in conditions, or any other reason or 

cause.

2.9 Date of First Delivery. Seller will initiate tender of Maximum

Quantity of Royalty Oil to Purchaser at the Point of Delivery to commence July

1, 1984.
* \

2.10 Performance Guaranty and Reservation Fee. If Purchaser does not 

take the Maximum Quantity on the Date of First Delivery, Purchaser shall pay 

to Seller, in addition to the Purchase Price, an amount equal to 1.25% of the 

Purchase Price per barrel per day on the difference between the Maximum 

Quantity and the actual quantity tendered to and accepted by Purchaser

("Actual Quantity") for each day Purchaser does not take the Maximum Quantity

on and after the Date of First Delivery. The payment of this fee shall end on 

the day that Purchaser accepts delivery of the Maximum Quantity. When 

Purchaser accepts the Maximum Quantity, all of the amounts paid under this 

Article 2.10 will be allowed to be credited against future payments for oil 

tendered under this Agreement 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 Maximum Quantity and the Actual Quantity for each day Purchaser 

did not take the f-bximum Quantity on and after the Date of First Delivery. If 

Purchaser should thereafter decrease the amount of Rcyalty Oil to be tendered 

under this Agreement, Purchaser shall pay to Seller, in addition to the 

Purchase Price, an amount equal to .75% of the Purchase Price per barrel per
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day after the date that the decrease in the amount of Royalty Oil to be 

tendered by Seller takes effect on thr difference between the Maximum Quantity 

and the Actual Quantity.

2.11 In-State Processing. Purchaser agrees that all oil purchased under 

the terms of this agreement shall be used in the State of Alaska. As used in 

this Agreement "used in the State of Alaska" means the following described 

uses or a use substantially similar to that described.

Purchaser has assigned its royalty oil to North Pole Refining (MAPCO) for

processing crude into a usable fuel for its generating station. Purchaser is
%

guaranteed a lower refining charge under this arrangement which is passed 

directly through to consumers in the form of reduced electric rates. If MAP ' 

cannot process purchaser's crude, purchaser has a commitment from the Rural 

Electrification Administration that mortgage funds would be available to 

convert its generating units to accept crude as fuel.

Purchaser's obligation to use Royalty Oil in-state may only be suspended 

or excused under the provisions of Articles VIII and XI.

Seller may, at its option, waive the in-state use reciuirement in whole or

in part, if Seller is satisfied that the waiver would n )t be contrary to the

underlying intent of the otuer provision'; of this Agreement.

2.12. Best Efforts. Purchaser agrees to use its "best efforts" to

process oil under the arrangements in Article 2.11 to reduce consumer prices 

in the Electrical Coop. A determination of "best efforts" under this Article 

shall include consideration of Purchaser's capabilities and the surrounding 

business circumstances. Purchaser's obligation to use its best efforts

include reasonable, diligent, and good faith efforts, but shall not require 

Purchaser to market in Alaska at a loss. "Best efforts" would, however, 

require Purchaser to market in Alaska even though Purchaser could make a 

greater profit by another disposition of the Royalty Oil or the products 

refined from that oi 1.

(
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c ARTICLE III

REPRESENTATION AND OBLIGATIONS OF PURCHASER

Purchaser warrants, represents, and agrees:

3.1 Good Standing and Due Authorization. Purchaser is, and at all times

during the operation of this Agreement shill remain, a corporation qualified 

to do business in, and in good standing with, the State of Alaska. Purchaser 

has all necessary corporate power to enter into this Agreement and to perform 

its covenants and obligations under this Agreement. All necessary corporate 

action has been taken to authorize Purchaser's entering into this Agreement 

and performing its covenants and obligations under this Agreement.

3.2 Financial Condition. The financial information submitted to Seller

is complete and correct and fairly presents Purchaser's financial condition at 

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

was prepared in accordance with generally accepted accounting principles 

consistently applied. Since the date the information was submitted, the

condition, business and properties cf Purchaser have not been materially 

adversely affected in any way. Purchaser agrees to inform Seller immediately

if during the term of this Agreement there is any material adverse change in

the condition, business, or properties of Purchaser which would have an

appreciable adverse effect on Purchaser's performance under this Agreement. 

Purchaser, in addition, will immediately inform Seller of any significant

change in ownership of either the Purchaser or any of its affiliates or parent 

company, and of any change in Purchaser's operations or agreements, which 

would appreciably affect Purchaser's performance under this Agreement.

3.3 Financial Statements. As soon as possible after the end of each

fiscal year of Purchaser, and in any event within one hundred twenty (120) 

days thereafter, Purchaser will furnish to Seller, at Purchaser's sole cost 

and expense, a report or a complete copy of a report in a form to be
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prescribed from time to time by Seller which will include Purchaser's balance 

sheet as of the close of the fiscal year and the income statement for that 

year prepared in each case in accordance with generally accepted accounting 

principles consistently applied by certified public accountants of recognized 

stanuing. For purposes of complying with this Article, Purchaser may submit, 

and Seller will accept, the annual report of the Golden Valley Electric 

Association, Inc.

ARTICLE IV 

f€AGUREf€NTS AND TESTS

4.1 Measurement Standards and Procedures. The quantity and quality of 

the crude oil sold under this Agreement shall be determined at the Point of

Delivery. Procedures and methods for measuring and metering the oil sold

under this Agreement shall be in accordance with the practices then in effect 

at Prudhoe Bay, Alaska.

ARTICLE V 

PAYMENTS AMD ACCOUNTING

5.1 Bi 11 ing. Seller will send to Purchaser, on or before the 10th 

(tenth) business day of each month after delivery of Royalty Oil, an invoice 

statement of account of all Royalty Oil estimated to have been measured at the 

custody transfer meter into the Trans Alaska Pipeline System and tendered to 

Purchaser under this Agreement during the immediately preceding month 

according to the best information available to Seller, the estimated price or 

prices applicable to those deliveries, and the total amount due ("initial

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

information reasonably available to Seller. Seller may render its initial 

billing to Purchaser based in part upon information reported by the Lessees to 

Seller and information published by the U.S. Government. Seller shall 

thereafter adjust its initial billing under this Article as soon as more



accurate information concerning the quantity and price or prices of Royalty 

Oil delivered each month is available. Seller, however, shall not be required 

to adjust the initial billing prior to the sending of the next month's invoice 

statement of account.

5.2 Initial Adjustment. After the monthly invoice under Article 5.1, 

the subsequent monthly invoice will also state Seller's initial adjustments to 

be made, if any, to the invoice rendered in the immediately preceding calendar 

month, in accordance with any additional or more accurate information which 

may have become available to Seller. Whether or not initial adjustments are 

made, however, subsequent adjustments may be made under Article 5.5.

5.3 Payment. Purchaser will make payment of that amount billed under 

this Article within ten (10) days after receipt of the invoice statement of 

account. Payment sha.l be made without any deduction, set off, or withholding 

in immediately available funds to Seller at the following address:

Bank of America, MT & SA
San Francisco, California

Securities Department 32S8
Credit to: State of Alaska Investment Account

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

may specify in the invoice statement of account or by other written notice.

All other payments to be made under this Agreement shall be paid in the same 

manner. If payment is due on a Saturday, Sunday, or legal holiday of the

place where payment is to be received, payment shall be made on the next

following business day. It is recognized that Seller may bill, and that 

Purchaser will pay, amounts that are based upon confidential information held 

or received by Seller. If confidential information is used as the basis for a 

billing, then upon request Seller will furnish Purchaser with the certified 

statement of the Commissioner that the amounts billed are correct based upon 

the best information available to Seller. Except for obvious clerical 

mistakes, if a dispute concerning a bill arises, it is agreed that Purchaser 

will pay the full amount billed by Seller pending final resolution of the 

dispute. Upon final resolution, the amount paid will be refunded to the 

Purchaser with interest, if such a refund is appropriate.



c 5.4 Payment to Lessee. Purchaser, at the request of Seller in the 

invoice statement of account or otherwise in writing, shall pay all or any 

portion designated by Seller of that payment required to be made to one or 

more of the Lessees at an address or addresses and in the manner designated by 

Seller. The payment will be made within the time limit specified in Article 

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

designate the amount, manner and place of payment under this provision. 

Unless otherwise specified, the balance of the payment due, if any, and 

payment for subsequent months, shall be made in accordance with Article 5.3.

5.5 Subsequent Adjustments. Purchaser acknowledges that more accurate 

information concerning the quantity of or Purchase Price for Royalty Oil 

tendered may subsequently become available to Seller. In the event that any 

such information should subsequently become available to Seller, Seller shall 

promptly furnish a corrected invoice statement of account to Purchaser and the 

parties will adjust the amount billed and pay or refund the amount of those 

adjustments.

In the event that Seller should render a corrected invoice to Purchaser, 

the parties will adjust the amount previously billed accordingly. Any amount 

to be refunded from Seller to Purchaser or paid from Purchaser to Seller will 

be paid within fifteen (15) days after the date of the corrected invoice. The 

time for paying an adjustment will be different, however, when the adjustment 

concerns an amount last invoiced more than sixty (60) days before the 

corrected invoice, in which case the amount will be paid by Purchaser or 

refunded by Seller, as the case may be, in equal monthly installments over the 

same period of time as that over which the adjustment accrued or six (6) 

months, whichever is the shorter period. No adjustment will be made more than 

twelve (12) months after the date of the last original invoice to which the 

adjustment relates, except for adjustments resulting from: (i) regulatory or 

court proceedings (including appeals) commenced or pending during that twelve 

(12) month period, whether or not Seller or Purchaser is a party to the 

proceeding, or (ii) bona fide audits by Seller of any Lessee(s) commencing at
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any time during the period six (6) years after the date of the last invoice to 

which such adjustment relates, or any resolution of disputes arising out of 

those audits. Adjustments due to audits or regulatory proceedings or court 

proceedings may be made at any time. The provisions of this Article 5.5 will 

survive any termination of this Agreement.

5.6 Interest. Except for adjustments made upon resolution of Amerada 

Hess under Article 2.3, the amount of all sums which are not paid when d'.e 

under this Agreement or which are subsequently determined to be due under an 

adjustment under Article 5.5, or refunds, shall bear interest from the date 

accrued until paid in full at a variable rate per annum equal to the prime 

rate as announced from time to time by the Bank of America, San Francisco, 

California, plus one and one-quarter percent (1.25") per annum.

5.7 Late Payment Penalty. Except for unintentional failures to pay,

including clerical mistakes or occurrences not within the reasonable control
\

of Purchaser, or insignificant underpayments, if Purchaser fails to make 

payment within one (1) day of the date that payment is due, then in addition 

to the amount due plus interest from the date that payment was due until the 

date of payment, Purchaser will pay an amount equal to one percent (1$) of the 

amount owed.

5.8 Payment to Third Parties. Seller may direct that Purchaser pay any 

amount due or which may become due directly to a “ > d  party in the manner and 

time as may be directed by Seller in written notice to the Purchaser if, in 

the Seller's sole discretion, the payment to the third party will assist 

Seller in monitoring or enforcing this Agreement.



ARTICLE VI 

TERM

6.1 Term. This Agreement shall become effective upon execution by the

parties. Subject to the other provisions contained in this Agreement,

Seller's obligation to sell and Purchaser's obligation to buy Royalty Oil 

shall begin July 1 , 1984 and end June 30, 1985.

ARTICLE VII 

DEFAULT OR TERMINATION

7.1 Default. If any one or more of the following events ("Events of

Default") occur, then at Seller's option, Seller may terminate or suspend its 

obligation to tender and sell Royalty Oil and proceed to exercise any one or 

more of the rights and remedies provided in this Agreement: ^

(i) Except for obvious clerical errors, Purchaser does net pay in full 

any sum owed under this Agreement at the time when payment is due; 

or

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

and obligations under Article II; or

(iii) Purchaser does not perform any act required or contemplated under 

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

more than thirty (30) days after Seller has notified the Purchaser 

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

perform the same or any other act required or contemplated under 

this Agreement during the immediately preceding twelve (12) month 

period; or
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(iv) there is a material adverse change in Purchaser's condition, 

business or property which appreciably affects the ability of the 

Purchaser to perform any of its obligations under this Agreement, 

and Purchaser is unable to give Seller adequate assurance of 

continued performance either within fourteen (14) days of a request 

for such an assurance or within such other shorter time period as 

Seller may reasonably request under the circumstances; or

(v) any representation or warranty made by Purchaser in this Agreement

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

the time that the representation or warranty was made.

7.2 Failure to Pay Debts. If at any time Purchaser becomes unable to

pay any of its debts when those debts are due, or should otherwise become

insolvent (without regard to how that insolvency may be evidenced), Purchaser 

will immediately give notice of that fact to Seller. Whether or not that 

notice is given, if Purchaser becomes unable to pay any of its debts when 

those debts are due or should otherwise become insolvent, Seller's obligation 

to tender and sell Royalty Oil under this Agreement will automatically and 

immediately terminate without any requirement of notice or other action by 

Seller; however, Purchaser will nevertheless be and remain liable for payment 

and performance of all of its obligations and covenants under this Agreement 

with respect to Royalty Oil actually tendered by Seller to and after any such 

termination. Within thirty (30) days after receipt of Purchaser's notice or, 

if no notice is given, after Seller otherwise becomes aware (as determined in 

Seller's sole discretion) of Purchaser's insolvency, Seller will have the 

right, upon written notice to Purchaser, to reinstate all of Seller's and 

Purchaser's obligations under this Agreement retroactively to the date of 

termination.

7.3 Seller's Remedies. Upon the occurrence of any Event of Default or 

if Seller's obligation to tender and sell Royalty Oil under this Agreement is 

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

Purchaser accrued but not otherwise due and payable under this Agreement will



immediately be due and payable in full. In addition, Purchaser will indemnify 

and hold Seller harmless from and against all other liability, damages 

(including reasonably foreseeable consequential damages), costs, losses and 

expenses (including reasonable attorneys' fees and disbursements) incurred by 

Seller and arising out of the Event of Default, termination, or suspension. 

Seller shall have the right cumulatively to exercise any and all other rights 

and remedies and to obtain all other relief available under applicable law or 

at equity, including mandatory injunction and specific performance. The 

Seller, upon occurrence of any Event of Default, in its sole discretion, may 

arrange for any disposition to third parties of Royalty Oil to be tendered and 

sold under this Agreement. Upon the occurrence of any Event of Default, the 

Purchaser is released from the obligations set forth in Articles 2.11

(In-State Processing) and 2.12 (Best Efforts) until the Event of Default no 

longer exists or the obligation of the Purchaser to take Royalty Oil under 

this Agreement expires. If upon occurrence of any Event of Default the Seller 

makes arrangement for disposition to third parties of Royalty Oil or if the 

Purchaser is released from Articles 2.11 and 2.12, whether or not this

Agreement is terminated, Purchaser will nevertheless be and remain liable to 

Seller for the full amount of the Purchase Price for that Royalty Oil in

excess of the Purchase Price over any amount or amounts received by Seller on

account of that disposition, net of the expenses of that disposition and for 

dll other costs, expenses (including reasonable attorneys' fees and 

disbursements), damages (including reasonably foreseeable consequential 

damages) and losses incurred by Seller and arising out of the Event of Default 

or disposition.

7.4 Purchaser's Exclusive Rpnedies. Upon any breach if, or default in, 

the due and timely observance or performance of any of Seller's convenants or 

obligations under this Agreement, Purchaser acknowledges and agrees that 

Purchaser's remedies will not include a temporary restraining order or 

preliminary injunction preventing Seller from taking any action with regard to 

the Royalty Oil sold under the Agreement.
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ARTICLE VIII 

DISPOSITION Of OIL

8.1 Disposition of Oil Upon Default or Termination. Purchaser 

acknowledges and agrees that under the Unit Agreement and Leases Seller's 

election to take Royalty Oil in-k'nd can be revoked or reversed only upon the 

satisfaction of various conditions, including the giving of six (6) months1 

notice to return all or more than ten percent (10%) of Seller's then current 

nominations. Purchaser acknowledges and agrees that Seller's election to 

invoke its rights to return to taking its Royalty Oil in value on less than 

six (6) months' notice, or to attempt to secure a waiver of any condition or 

requirements, is at Seller's sole and complete discretion. Notwithstanding 

termination of this Agreement for default or for any other reason, including 

expiration or termination under any provision contained in this Agreemenc, 

Purchaser shall continue to take and purchase Seller's Royalty Oil in the 

amount and for the price set forth in this Agreement for up to seven (7) 

months following termination of this Agreement if Seller, in its discretion, 

so requires.

8.2 Inability to Receive Oil. If for any reason Purchaser is unable or 

refuses to accept or receive any Royalty Oil tendered under this Agreement, 

Purchaser shall nevertheless be and remain responsible for the disposal of 

that Royalty Oil and for paying the Seller for the oil as though it has been 

received and accepted by Purchaser unless Seller, in its sole discretion, 

elects to waive this requirement.

8.3 No Right to Storage or Underlift. Purchaser waives and disclaims 

any interest or right that it may assert to storage of Royalty Oil, including 

by underlift or other means, to which Seller is or may come to be entitled 

under the Leases or any other agreement.
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ARTICLE IX 

WAIVER

9.1 Waiver. The failure of either party to insist upon strict 

performance of any provision of this Agreement shall not constitute a waiver 

of, or estoppel against, asserting the right to require that performance in 

the future. A waiver or estoppel in any one instance shall not constitute a 

waiver or estoppel with respect to a later breach of a similar nature or 

otherwise. A course of performance established by a party shall also not 

estop the other party from complaining of a later breach similar in nature.

ARTICLE X 

VALIDITY

10.1 Validity. If any provision or clause of this Agreement .or

application of this Agreement to any person or circumstance is held invalid, 

that invalidity shall not affect other provisions or applications of this 

Agreement which can be given effect without the invalid provision or

application. If, however, an invalidity should operate to impair any material 

right or remedy of a party to this Agreement, that party may terminate this 

Agreement by notice to the other.

ARTICLE XI 

Fb,,E MAJEURE AND CHANGE IN CONDITION

11.1 Effect of Force Majeure. Except for Purchaser's obligations to

make payment of money for Royalty Oil tendered under this Agreement and except

for Purchaser's obligations to accept and dispose of Royalty Oil, neither 

party shall be liable for any failure to perform the terms of this Agreement 

when the failure is due in whole or in substantial part to force majeure. The 

term "force majeure" as applied to this Agreement shall mean Acts of God, 

strikes, lockouts and industrial disputes or disturbances, civil disturbances,
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arrests and restraints from rulers or people, interruptions by government or 

court orders or by present or future orders of any regulatory body having or 

asserting jurisdiction, acts of the public enemy, wars, riots, blockades, 

insurrections, inability to secure materials by reasons of allocations 

promulgated by authorized governmental agencvis, epidemics, landslides, 

lightning, earthquakes, fires, storms, floods, washouts, explosions, breakage 

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

any other event or condition, whether of the kind herein enumerated or 

otherwise, not within the reasonable control of the party claiming the benefit 

of this excuse. If, however, any material obligation of Purchaser is excused 

or suspended because of a claim of force majeure for a period of three hundred 

sixty-five (365) successive days or more, Seller will have the right to

terminate this Agreement. Prior to the Seller exercising its right to

terminate this Agreement the Seller and Purchaser shall enter into good faith 

negotiations to restore, to the fullest extent possible, the Seller and 

Purchaser to the benefits and obligations that existed under this Agreement 

before the occurrence of the force majeure condition.

11.2 Responsibility. Upon the occurrence and discovery of an event

providing the basis for a claim of force majeure, the party making a claim 

shall notify the other party to this Agreement of its claim of force majeure. 

Upon the occurrence of an event constituting force majeure that event shall, 

so far as possible, be remedied with all reasonable diligence and dispatch. 

Except for Purchaser's obligations to make payment of money for Royalty Oil 

tendered under this Agreement and except for Purchaser's obligation to dispose 

of Royalty Oil, the obligations of the disabled party to perform under this 

Agreement, insofar as they are affected by that force majeure, shall be

suspended from the time that force majeure occurs and for so long as the 

disability caused should have continued had the party claiming the existence 

of the force majeure remedied the event providing the basis of the claim of 

force majeure with reasonable diligence and dispatch, and for no longer. The 

settlement of strikes or lockouts or industrial disputes or disturbances will 

be entirely within the discretion of the party having the difficulty, and the 

above requirement that any force majeure shall be remedied with diligence and
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dispatch shall not require the settlement of strikes, lockouts, or industrial 

disturbances by acceding to the demands of any opposing party therein when 

such course is inadvisable in the sole discretion of the disabled party.

ARTICLE XII 

NOTICES

12.1 Method. All notices, requests, demands or statements shall be in 

writing, and may be delivered personally to the party to be- notified or may be 

sent by registered or certified United States mail, postage prepaid, with a 

return receipt requested to such party. Notice deposited in the mail in this 

manner shall be effective upon the expiration seven (7) days after it is so 

deposited. Notice given in any other manner shall be effective only if and 

when received by the addre?'-*'', For the purposes of notice, the addresses of 

the parties to this Agreement shall be as follows:

If to Seller: State of Alaska
Commissioner of Natural Resources 

Pouch "M"
Juneau, Al aska 9981 1

and

Commissioner of Revenue 

Pouch "S"
Juneau, Alaska 9981 1

and

Director, Division of Oil and Gas 

Pouch 7-034

Anchorage, Alaska 99510 

If to Purchaser:

g o l d f :, v a l l e y  e l e c t r i c  a s s o c i a t i o n

P.O. Box 1249 
Fairbanks, Alaska 99707

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

giving notice of the change.



c ARTICLE XIII

RULES AND REGULATIONS

13.1 Rules and Regulations. This Agreement is subject to all present 

and future valid laws, orders, rules and regulations of the United States, the 

State of Alaska, and any duly constituted agency thereof.

ARTICLE XIV 

SOVEREIGN POWER OF THE STATE

14.1 Sovereign Power of the State. This Agreement and its covenants 

shall not be interpreted as a limit on the exercise by the State of Alaska of 

any of its sovereign or regulatory powers, whether conferred on the State by 

constitution, statute or regulation, including but not limited to, its 

regulatory power over the Leases. The exercise by the State of Alaska of any 

sovereign or regulatory power will not operate or be deemed to enlarge any 

rights of Purchaser or to limit or impair any obligations or liability of 

Purchaser under this Agreement except for state statutes enacted after the 

effective date of this Agreement which have a direct and significant adverse 

effect on the ability of Purchaser to perform an obligation under this 

Agreement other than the obligations to accept, dispose, and pay for Royalty 

Oil tendered under this Agreement.

ARTICLE XV 

SECURITY

15.1 Letter of Credit. At least sixty (60) days before the Date of 

First Delivery, unless waived by Seller, Purchaser shall cause to be furnished 

to Seller an irrevocabl e stand-by letter of credit for the benefit of Seller, 

issued by a state or national banking institution of the United States which
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is a member of the Federal Deposit Insurance Corporation and has an aggregate 

capital and surplus of not less than Che Hundred Million Dollars 

($100,000,000), or other banking institution acceptable to Seller in its sole 

discretion. The principal face amount of the letter of credit shall initially 

be Five Million, Four Hundred Thousand Dollars, ($5,400,000). The letter of 

credit shall be substantially in a form satisfactory to the Commissioner, but 

in a n y  event shall not require any documents to be submitted in support of 

drafts drawn against this letter of credit other than the certified statement 

of the Commissioner or her designee and the Attorney General of the State of 

Alaska or his designee that Purchaser is liable to Seller for a sum equal to 

the amount of such draft, and that that sum is due and payable in full and has 

not been timely paid. In the event that Seller should have reasonable grounds 

for asserting any claims against Purchaser under this Agreement and does 

assert those claims in an aggregate amount in excess of the aggregate 

principal face amount of the letter of credit then in effect, Purchaser shall 

upon Seller's request (whether or not Purchaser may deny, reject or otherwise 

resist such claims) cause the principal face amount of the letter of credit to 

be increased by an amount equal to the excess. The principal face amount of 

the letter of credit shall also be automatically increased by Purchaser 

without request from Seller whenever the face amount is less than the expected 

Purchase Price of sixty (60) days of Royalty Oil tenders under this Agreement, 

to an amount equal to the expected Purchase Price of sixty (60) days cf 

Royalty Oil tenders. The principal face amount of the letter of credit may be 

decreased by Purchaser upon approval of Seller if the face amount is more than 

the expected Purchase Price of sixty (60) days of Royalty Oil tenders unaer 

this Agreement, to an amount equal to the expected Purchase Price of sixty 

(60) days of Royalty Oil tenders. The Commissioner may accept such other or 

additional security as she, in her sole discretion, considers adequate to 

protect Seller.
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ARTICLE XVI

PREFERENTIAL HIRING AND NON-DISCRIMINATION

16.1 Preferential Hirirr. Purchaser agrees to hire and employ Alaska 

residents and Alaska companies to the extent they are available, willing and 

qualified for all work performed in Alaska that is performed under or in 

connection with this agreement. As used in this agreement "Alaska resident" 

means an individual who has resided in the State for one year at the time of 

hiring or employment and "Alaska companies" means those companies who are 

•incorporated in the State of Alaska or whose principal place of business is in 

Alaska.

If this provision is determined to be unconstitutional by a court of competent 

jurisdiction, then Purchaser agrees to hire and employ Alaska residents and 

Alaska companies to the extent such preferential hiring is determined to be 

constitutional.
i

ARTICLE XVII 

APPLICABLE LAW

17.1 Alaska Law. This Agreement shall be governed by and construed in 

accordance with the laws of the State of Alaska, excluding any conflict-of-law 

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

state or country.

17.2 Submission to Jurisdiction. Any legal action or proceeding arising 

out of or relating to this Agreement or for the enforcement of the covenants 

or obligation of either party must be instituted in a State court of general 

jurisdiction sitting in the State of Alaska, and Purchaser hereby irrevocably 

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

WARRANTIES

18.1 No Warranties. Hie purchase and sale of Royalty Oil under this 

Agreement is subject only to the warranties of Seller expressly set forth in 

this Agreement and Seller disclaims and Purchaser waives all other warranties, 

express or implied in law, whatsoever.

ARTICLE XIX 

AfODbENT

19.1 Amendment. This Agreement may be supplemented, amended or modified 

at any time, but only by written instrument duly executed by the parties to 

this Agreement.

ARTICLE XX 

SUCCESSORS AND ASSIGNS

20.1 General Prohibition. No assignment, pledge or encumbrance of this 

Agreement shall be made by either party without first obtaining the written 

consent of the other party. The Commissioner may grant such consent on behalf 

of the Seller. The Commissioner shall have sole and complete discretion in 

granting or denying a proposed assignment, pledge or encumbrance. Subject to 

the above requirements in this Article, this Agreement will be binding upon 

and inure to the benefit of each of the parties and its successors and 

permitted assigns. In addition, if Purchaser gains or acquires a controlling 

interest in an entity which has an agreement with Seller for the sale of 

Royalty Oil ("Other Agreement"), then Seller, at its option and on one year's 

notice, may require Purchaser to terminate either this Agreement or the Other 

Agreement. The choice of which Agreement to terminate will be Purchaser's. 

Purchaser may request that Seller waive this option in advance of Purchaser 

gaining a controlling interest in an entity which has an agreement with Seller



for the sale of Royalty Oil. The Commissioner has sole and complete 

discretion in granting or denying the requested waiver.

ARTICLE XXI 

HEADINGS

21.1 Headings. Headings used in this Agreement are for convenience only 

and shall not affect the construction of this Agreement.

ARTICLE XXII 

RECORDS

22.1 Preservation of Records. Purchaser will preserve and maintain all 

books, accounts, and records relating to or arising out of the performance .of 

this Agreement, including but not limited to the purchase or sale of Royalty 

Oil and its refined products, for a period of six (6) years. Purchaser will 

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

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

the performance of various parts of this Agreement. Neither Purchaser nor 

Seller shall be required to retain any records for more than six (6) years 

unless retention of such records is specifically required by applicable law or 

regulation. Purchaser shall either maintain its records within the State of 

Alaska or make such records available to Seller at Purchaser's principal 

office in the State of Alaska within thirty (30) days after written request by 

Sell er.

22.2 Inspection of Records of Parties. Purchaser and Seller will accord 

to each other and to their authorized agents, attorneys, and auditors during 

reasonable business hours access to any and all property, records, books, 

documents, and indexes directly relating to the Purchaser's or Seller's 

performance of this Agreement and which are under the control of the party 

from which access is desired so that the other party may inspect, photograph
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and make copies of that property, records, books, documents and indexes. In 

no event, however, shall Seller be required to disclose any information, data, 

or records which are required to be held confidential by state law or 

regulation. If the information obtained by Seller may be held confidential 

under state or federal law or regulation, Purchaser may request that that 

information be held confidential by Seller.

disagreement about the meaning or application of a word, term, or condition in 

this Agreement, Purchaser will present the arguments supporting its view in 

writing to the Commissioner for her consideration. The Commissioner will 

subsequently, within a reasonable time, issue a finding on the meaning er 

application of the disputed word, term, or condition, setting forth the basis 

for her conclusions. Purchaser agrees to accept findings by the Commissioner 

under this Article as long as there is substantial evidence supporting the 

Commissioner's findings.

ARTICLE XXIII 

INTERPRETATION OF TERMS AND CONDITIONS

23.1 Commissioner Finding and Review. In the event that there is a

DATED thi s f  ^  day of 1984.

SELLER: THE STATE OF ALASKA

Corfimissioner,
Department of Natural Resources

PURCHASER: GOLDEN VALLEY ELECTRIC /...........
/

By.

Michael P. Kelly 
General Manager
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* PA Y•SCOBY *

The mepibers of the Alaska Legislature wish to pay a final 

tribute to a long-time Alaskan, Ray Scoby, who passed away recently 

in Seattle.

Born in Michigan in 1909, Ray Scoby spent his childhood in 

Michigan. He and Mable were married in 1936 and Ray worked as a 

cabinet maker until 1946 when the family moved to Tok.

Ray spent his; first winter in Alaska trapping and the following

spring began work on what was to become the 40-mile roadhouse at

mile 1302 of the Alaska Highway. The roadhouse opened in 1948 and 

as the years went by it expanded. In earlier years in Alaska the 

roadhouses along all of Alaska's highways, and particularly along 

the Alaska Highway became, in every sense of the word, an oasis for 

weary travelers, offering shelter, food, fuel and nearly every sort 

of assistance imaginable. Ray and Mable made countless thousands of 

friends during their time at the roadhouse. Some they saw only 

once. Others came to be lifelong companions.

Ray Scoby was a genial, hard-working and caring man. He loved 

his family and he loved Alaska. He took great joy in raising dogs

and was a charter member of the Tok Mushers Association. He leaves

many deeply saddened friends and memories that will stay with the 

Tok community for many years.

We wish to extend to Mablfe our most sincere condolences.

I''.nr:

twHww'Mwaautajaaap

tiff -
S P E A M F l  O F  T i l l :  H O U S E

i>v: Representative Shultz and 

Senator CoghiH
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* LARRY Li GOURLEY *
* ADVISORY PROJECT MANAGER *

* IBM DATA PROCESSING DIVISION *
* SEATTLE, WASHINGTON *

The members of th e  14th L e g i s l a tu re ,  and t h e i r  s t a f f  wish to  pay 
t r i b u t e  to  Larry  L. Gourley f o r  ten  y ea r s  of d e d ica te d ,  behind the  
scenes  ^work to  c r e a t e  much o f  the  d a ta  p rocess ing  systems support  
t h i s  L e g i s l a t u r e  has  come to  depend on f o r  a wide v a r i e t y  of 
a c c u r a t e  r e p o r t s .

Larry  f i r s t  came to  Juneau in  the  l a t e  f a l l  of 1974. The p lan  
was s imply to  a s s i s t  l e g i s l a t i v e  s t a f f  in  the  completion of a few 
"DP" systems and then r e t u r n  " f o re v e r "  sou th .  But two problems 
su r f a ce d .  Larry  was so e x p e r t  a t  h i s  work t h a t  one completed 
program led  to  a n o th e r ,  and the  L e g i s l a t u r e  was so i n t r i g u e d  by the 
p ro sp e c t  of  improved in fo rm a t io n  r e p o r t i n g  t h a t  new ass ignments  
promptly followed completed p r o j e c t s .  And so i t  went through l a s t  
week when Larry  d ied  q u i e t l y  in  S e a t t l e .

What. Larry  accomplished and l e f t  behind we see and use every
day:

-  What i s  i n  th e  c a p i t a l  budget f o r  Anchorage? Check Larry’s 
"ED Run".

-  How much i s  in  the  component f o r  c o n t r a c tu a l?  L a r r y ’s ’’sho r t  
form" .has the  answer.

-  Budget changed from f i s c a l  y ea r  1985 au thor ized?  I t  would 
show on L a r r y ' s  " cu t  s h e e t " .

-  The General  A p p ro p r ia t io n s  Act i t s e l f ?  Larry designed and 
produced t h a t  too ,  bu t  no t  w i thou t  many long, l a t e - h o u r  days 
work.

-  Where i s  my b i l l ?  P u l l  up the  ALASKA screen on BASIS, put in  
the  b i l l  "ID", and th e r e  i s  the  b i l l  h i s t o r y .  Yes, La try  
designed and f i r s t  produced t h a t  r e p o r t .

W h a t  L a r r y  a c c o m p l i s h e d  a n d  l e f t  behind w e  s t i l l  have and w i l l  
c o n t i n u e  t o  . u s e .  W h a t  h e  t o o k  w i t h  him, leaving b e h i n d  only t h e  
m e m o r y ,  w a s  t h e  f r i e n d s h i p  o f  a l l  t h o s e  who k n e w  him. O u r  sympathy 

g o e s  t o  h i s  w i f e ,  M a t y ,  a n d  t o  t h e  o t h e r  members of the f a m i l y ,

J a & l * k i
Sl'K.VMMl O F  Tl II; IK U ISK PR ESIDENT O F  T H E  SFN \  11

I ' .l ie :

Ki'iim-stciii>V: Representative Adams,



* HONORING - NATHAN P. JACKSON *

The members of the 14th Alaska Legislature take great pride in 

honoring a Native Alaskan, Nathan P. Jackson of Ketchikan, who has 

been selected to participate in an international arts festival.

A renowned carver, Nathan Jackson will travel to England 1n the 

spring to participate in a special program at the Museum of Mankind 
in London, England.

Nathan will be carving a totem pole approximately twenty feet 

tall during May and June. The pole will depict an eagle, a bear and 
a man.

Born in Southeast Alaska, Nathan Jackson was Immersed 1n the 

art and lore of the Tlingit people at an early age; He received 

formal education at the American Indian Arts Institute 1n New

Mexico, specializing 1ri fabric design, silk screen and graphics, He 

has made his profession carving, jewelry making and design,

For many years Nathan has taught carving at a variety of

educational Institutions, within and without Alaska. He 1s

currently the artist in residence at Ketchikan Community College. 

On many occasions he has been called Upon as a consultant for 

important exhibits and as an Instructor. He and his work are much 

in demand all across the United States.

All Alaskans can be proud that this talented artist will 

represent the State of Alaska, and the history of the native people 

of Southeast Alaska internationally. We commend him on his

selection and extend to him our sincere best wishes. We know he

will represent us well.

SPEAKER O F  T H E  H O U S E  PR ESID EN T O F  TH E  S E N A T E

Dai

Rr;-.inrMej hV: Senators Zieg! e r ; 0
Representatives Sund & Taylor
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* HONORING - STUDENT LEADERSHIP PROJECT *

PR E SID E N T  O F  THE SEN A TE

The members of the 14th Alaska Legislature wish to commend the 

Student Leadership Project and several of the young Alaskans who 

have participated in the leadership training program with 
outstanding .results.

Funded through the Alaska Department of Education and operated 

by the Northern Institute, the Student. Leadership Project has, in 

the four years since its creation, conducted v/orkshops in every 

school district in Alaska. Teachers, administrators, and more than 

3,500 students have received training in individual leadership, team 

building and how to organize a student leadership organization.

Hahna Shepard, President of the Alaska Association of Student 

Governments, an elective office, has described her candidacy as "one 

of the most educational events of my life." The election, and the f

Association of State Government is made possible through the Student

Leadership Project. {!

Wasi11 a senior Susan DeCamp has used her Project training to 

involve herself in Future Homemakers of America. She has thus 

;j received training at the national level which, as Susan has said, "t

will share with members at the state level and they will share with

their families, schools and communities."

"I have learned to apply my vocational skills In on-the-job 

training," says Wasilla student Robert Nelson and Anchorage senior 

Christine Bradley, who has involved herself with the Distributive 

Education Clubs of America stated, in an address to members of the

Legislature, "...students are given the chance of a lifetime by

participating in the DECA program."

The Student Leadership Project, working In a variety of ways to 

bring forth the talents of Alaska's young people, has become a well

established and popular program.

Kel1 Hite of Ft, Greely, state treasurer ttf OEA* a participant . 

organization, says proudly, "because of OEA I have gained confidence 

not only 1n myself, but In others," and Palmer student Jeffrey 

Werner says of his participation 1h FFA "I set goals as a freshman

1n high school. At graduation those goals were all completed."

We ore proud of each participant and the many organizations 

which have combined to make the Student Leadership Project an 

effective and well received program to assist Alaska's leaders of 

tomorrow.

Date:

Rn iiin tr.1  hy: Rep. Szymanskl /_____________
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F i r s t  C o n t r a c t  s ig n e d  A p r i . l  1 9 7 7

A m o u n t : 2 ,0 0 0  b / d  1 9 7 8

3 .0 0 0  b / d  1 .9 7 9 -1 9 8 1

5 .0 0 0  b / d  .1 .9 8 1 -1 9 8 4  

Com m enced t a k i n g  . lu n e  1 9 8 1

T e r m : S i x  y e a r s  f r o m  d a t e  o f  f i r s t  r e c e i p t .  GVKA w a s  t e c h n i c a l l y  deem ed t o  b e

r e c e i v i n g  i n  J u n e  o f  1 9 7 8  s o  e x p i r a t i o n  w a s  J u n e  1 9 8 4

i

P r i c e :  I n - V a l u e  p l u s  A m e ra d a - H e s s  r e t r o a c t i v e  p l u s  f i e l d  c o s t s - a s  airanended 

M a rc h  1 9 7 8 .

I n t e r i m  E v e n t s :  G V EA  r e q u e s t s  e x t e n s i o n  o f  o ld  c o n t r a c t  f o r  t e n  y e a r s - N o v .  82  

No a c t i o n  1 9 8 2 .  M a rc h  8 3  b e g in  n e g o t i a t i o n s .  N o t i c e  o f  p r o ­

p o s e d  c o n t r a c t  f o r  R B  r e v i e w  N o v . 1 9 8 3 .  RB  r e v ie w  n e g a t i v e  

D e c .  1 9 8 3 .

E m e rg e n c y  C o n t r a c t  s ig n e d  M ay 1 9 8 4

A m o u n t : 2 .6 6 7 %  o f  P B ,  no w  5 ,0 0 0  b / d  

co m m en ced  t a k i n g  J u l y  1 9 8 4

T e r m : E x p i r e s  J u n e  3 0 ,  1 9 8 5

P r i c e :  J .n - V a lu e  p l u s  A -H  r e t r o a c t i v e  p l u s  f i e l d  c o s t s  p l u s  3 0 i .



assum e 42  g a l l o n s  c o n v e r t e d  t o :  5 . 2 5  g a l .  t u r b i n e  f u e l

1 1 . 1 8  g a l .  j e t  and d i e s e l s / h e a t i n g  o i l

2 5 . 2  g a l .  r e i n j e c t  w i t h  q u a l i t y  b ank  p e n a l t y

T u r b i n e  f u e l  m arkup  i s  a b o u t  9 ^ / g a l .  ( f r o m  a s s ig n m e n t  a g re em en t  w i t h  MAPCO)

rJ e t  and D i e s e l s  m arkup i s  a b o u t  2 6 < ( / g a i .  ( f r o m  A la s k a  P e t r o l e u m  P r o d u c t  

P r i c i n g )

R e f i n e d  B a r r e l  Markup i s  a b o u t  $ 3 . 0 0 .  T h a t  w o u ld  a p p ly  t o  t h e  d a i l y  amount 

r e t a i n e d  f r o m  th e  5 , 0 0 0  b /d  o r  a b o u t  2 , 0 0 0  b / d  ( 4 0 % ) .  I m p l i e s  a n n u a l  g r o s s  

p r o f i t s  o f  $ 2 , . 1 9 5 , 0 0 0  n o t  c o u n t i n g  t h e  e x t e n t  t o  wh ich  t h e  (W e s t  C o a s t )  v a lu e  

o f  r e t u r n  o i l  em e rg in g  a t  V a ld e z  e x c e e d s  t h e  i n - v a l u e  p r i c e  p a i d  f o r  i t  p l u s  

q u a l i t y  b ank  p e n a l t y .  J u d g in g  f r o m  t h e  A la s k a  P e t r o l e u m  P r o d u c t  P r i c i n g  

r e p o r t ,  r e n n . ' r y  m a rkup s  v a r y  c o n s i d e r a b l y  o v e r  t im e - p e r h a p s  H- o r  -  4 0% . N e t 

p r o f i t s  a r e  n o t  known s i n c e  MAPCO d o e s  n o t  r e v e a l  i t s  o p e r a t i n g  c o s t s  o r  

a m o r t i z a t i o n  p r a c t i c e s .  A ssum ing  MAPCO p a s s e s  i t s  s a v in g s  ( o v e r  t h e  W es t 

C o a s t  p r i c e )  on  t o  c o n s u m e rs ,  t h e  p e r  b a r r e l  markup w ou ld  b e  no  d i f f e r e n t  t h a n  

had  MAPCO p u r c h a s e d  f r o m  a p r o d u c e r .  O t h e rw i s e ,  MAPCO’ s  n e t  p r o f i t  s h o u ld  be

v iew e d  a s  s im p ly  t h e  d i f f e r e n c e  b e tw e en  w ha t MAPCO p a y s  v s .  w ha t i t  w o u ld  h a v e

t o  p a y  a p r o d u c e r ,  j u s t  l i k e  C h e v ro n  and T e s o r o .

CHRONOLOGY OF GVKA CONTRACT:

M A P C O  P R O F I T S  R E S U L T I N G  F R O M  G V K A  C O N T R A C T



I d & S T  S U t T T  

G U M

GVEA ROYALTY OIL CONTRACT 

FACT SHEET

T I T L E ; Agreement for Sale and Purchase of Royalty Oil

TERM: 3 months

MAJOR FACTS/BENEFITS:

a. This is a renewal or continuation of GVEA's 1977 royalty 
oil contract which was the first royalty contract. GVEA 
is presently receiving oil and has been receiving 
continuously since 1981.

b. The contract has specific "In State Processing Requirement".

c. Guaranteed Benefits:

(1) Directly benefits more than 50,000 Interior residents 
who are consumers of GVEA by providing GVEA a lower 
price for turbine generator fuel.

(2) GVEA's fuel derived from the royalty oil agreement 
costs 9.4% less than next best competitive alternative.

(3) GVEA saves in excess of $550,000 a year which is passed 
on directly to the consumer via GVEA's "Cost of Power 
Adjustment (CPAC)" tariff and has been a credit 
adjustment on the last 33 monthly electric billings.

d. Fairbanks area electric consumers are the only major group
in Alaska who do not presently benefit from hydro development, 
power cost assistance, or availability of economical natural 
gas fuels.

e. Although approval now seems within our grasp, there have 
been several delays in the approval of GVEA's contract. We 
are in a position at this late date where even if the proposed 
contract is approved immediately, we will lose our oil supply 
because of the crude oil denomination and re-nomination 
requirements associated with the lapse of our current contract 
and implementation of the new contract. When DNR granted our 
present one year contract, they pledged their best efforts
to insure that GVEA would suffer no crude flow interruption. 
Passage of S.B. 152 will insure chat the commitment is kept.

f. The 3 month lapse would result in $125,000 to $135,000 higher 
electric bills to the GVEA consumer via G V E A’s CPAC.
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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

OFFICE OF THE COMMISSIONER

BILL SHEFFIELD, GOVERNOR

POUCH M
JUNEAU. ALASKA 99811 
PHONE:

February 18, 1985

Senator Arliss Sturgulewski, Chairman 

Senate Resources Committee 

Alaska State Senate 

Pouch V

Juneau, Ak 99811

Dear Senator Sturgulewski:

The attached Extension Amendment has been drafted to accommodate a 

proposed extension of the current royalty oil contract between the State 

and Golden Valley Association, Inc., as contemplated by the proposed 

Committee Substitute for Senate Bill 152. Upon enactment of the 

legislation (including approval by the Governor), I am prepared to execute 

the amendment.

Sincerely yours,

Esther C. Wunnicke 

Commissioner

Department of Natural Resources

Attachment as stated

cc: Mike Kelly, Golden Valley Electric Assoc., Inc.

157 AK

10-J9LH



E x t e n s i o n  A m e n d m e n t

The f ollo w i n g  language amends the agreement for the sale and 

p u r c hase of royalty oil d a t e d  M a y  9, 1 9 8 A b e t w e e n  the State of 

A l a s k a  and Golden Valley E l e c t r i c  Association, Inc.:

A R T I C L E  VI 

T E R M

6.1 T e r m . This A g r e e m e n t  shall become effective 
u p o n  execution by the parties. Subject to the other 
provis i o n s  contained in this Agreement, Seller's 
o b l i g a t i o n  to sell and P u r c h a s e r ' s  oblig a t i o n  to buy 
Royalty Oil shall b e g i n  J u l y  1, 1984 and end June 30,
1985.

6.2 Ex t en s ion of T e r m . Upo n enactment on or 
b e f o r e  March  1985 of legislation approvin g and
r a t i fying a t hree-mont h e x t e n s i o n  of this Agreement, 
Seller's obliga tion to sell and Purchaser's obl ig a t i o n  
to b u y  Royalty Oil shall not end until September 30,
1985, or until the date of first delivery u n d e r  the 
agreement for the sale and p u r c h a s e  of Royalty Oil 
conditi onally entered into by Seller and P u r c haser on 
Fe b ru ary 8, 1985, w h i c h e v e r  comes first. As u s e d  in 
this article, "enac tment of l egislation" is as defined 
in AS 0 1 . 1 0 . 0 7 0 ( f ) (4).

6.3 Security for E x t e n s i o n  of T e r m . Seller 
shall not ~hi o b l i g a t e d  to deliver Royalty Oil to 
P u r c haser under any e x t e n s i o n  of the term of this 
Ag r e e m e n t  if Purch aser fail by M a r c h  28, 1985 to 
deliver to Seller e v i d e n c e  that Seller m a y  issue 
drafts against P u rchase r's A r t i c l e  X V  Security i n s t r u­
men t  up to and inc luding N o v e m b e r  30, 1985.

Date:
Commis s i o n e r
D e p a r t m e n t  of Natural Resources

D a t e :

Go l d e n  Valley Electric 
A ssociation, Inc.



M  A P C O  P E T R O L E U M ,*
.ILfl A SUBSIDIARY OF MAPCO INC.A SUBSIDIARY OF MAPCO INC.

<180 NORTH BELT 
SUITE 111
HOUSTON. TEXAS 7/060 
|7I3) 931-7860 
TELEX 794655

February 15, 1985

Senator John B. (JackJ Coghill 
Alaska State Legislature 
Pouch V (MS 3100)
Juneau, Alaska 99811

Dear Senator Coghill:

Mapco would support legislation introduced by yourself and 
co-sponsored by Senators Bennett and Fahrenkamp, that would extend 
for three months the term of the royalty oil sale contract between 
the State of Alaska and Golden Valley Electric Association, Inc. 
This extension would ensure a steady supply of oil available for 
processing for Golden Valley's account until the new long term con­
tract is in place.

We appreciate the efforts of the Alaska legislature in this 
regard.

Very truly yours,

Da-
Vice President

DKC:jr
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Original sponsor: Rules/Governor

O f f e r e d :  4 / 9 / 8 5
R e f e r r e d :  R e s o u r c e s  a n d
F i n a n c e

BY THE HOUSE SPECIAL COMMITTEE
1 IN THE HOUSE ON OIL AND GAS

2 CS FOR HOUSE BILL NO. 287 (Oil and Gas)

3 • IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FOURTEENTH LEGISLATURE - FIRST SESSION

5 A BILL

6 For an Act entitled: "An Act approving the sale of Prudhoe Bay royalty oil

7 by the State of Alaska to the Golden Valley Electric

8 Association; and providing for an effective date."

9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 * Section 1. The "Agreement for the Sale and Purchase of Prudhoe Bay

11 Royalty Oil" between the State of Alaska and the Golden Valley Electric

12 Association, dated February 8, 1985, is approved and ratified for a period

13 of one year only, until September 30, 1986.

14 * Sec. 2. This Act takes effect immediately in accordance with AS 01.-

15 10.070(c).

c -1- C S H B  2 8 7 ( O i l & G a s )
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I, the undersigned, an employee of the State of Alaska, do hereby certify

that the microfilm images on this microform are accurate reproductions

of the original records of the State of Alaska as accumulated during the 
*

regular course of business, and that it is the established policy and practice 

of this State to microfilm its records and to dispose of the original records 

after microfilm reproductions have been made.

02-519 (REV 8/78)





LEGISLATIVE AFFAIRS AGENCY

M E M O R A N D U  M March 3, 1986

SUBJECT:

TO:

FROM:

As I have advised Frank Homan, the  q u e s t io n  of  the  a p p l i c a ­
t io n  o f  the  b i l l  to  "conveyed" land may be ambiguous s in c e  
the commissioner o f  n a t u r a l  r e sou rces  conveys bo th  p a t e n t s  
and le a s e s  regard ing  a g r i c u l t u r a l  land.

I f  only p a ten te d  land i s  in ten d ed  to be the  s u b je c t  of  
p a r t i t i o n  ( " s p l i t t i n g " ) ,  then  "p a ten te d "  would be b e t t e r  
usage than  "conveyed .

I f  I may be o f  f u r t h e r  a s s i s t a n c e ,  p le a s e  ad v ise .

A g r i c u l tu r a l  p a r c e l s  
[CSSSSB 155(R esources ) ]

Senator A r l i s s  Sturgulewski 
Chair ,  Senate Resources Committee

Richard A. Bradle 
L e g i s l a t i v e  Couns

RAB:csh 
c6/023



* Section 1. AS 38.05.020(b)(7) is amended to read:

4 . ^  (b) The commissioner may

v * '
(7) waive, postpone, amend, or otherwise modify the development 

requirements of a contract for the sale of agricultural 1 and / a s--eorvfca4ned 
4rHri^m--e^5erva44^fn3Jfen̂  on a findingfwdor AS-38v65rQ€4-s]that LIFJ

(A) such waiver, postponement, amendment, or modification 
would tend to promote the more efficient and economical development of 
agriculture within the state I THE LAND IS INACCESSIBLE BY ROAD I; or I AND!

/ c / 9  H-'-'O Tt-f B<?sr /t̂ rvt-cs7~ T-rtis-znmZ
(B) transportation, marketing, or [AND] development costs 

render the required development uneconomical^

* Section 2. AS 38.05 is amended by adding a new section to read:

Sec. 38.05.064. SPLITTING AND COMBINING OF AGRICULTURAL PARCELS, (a) 
The commissioner may allow a person who has purchased a parcel of 
agricultural land under this chapter that is part of an agricultural 
development project to split the parcel by selling portions of the parcel 
or to combine it with other parcels.

vib) The total acreage of farmsteads resulting from a split or 
combination made under this section shall be no more than tnat allowed 
before the split or combination of parcels.

(c) The commissioner may not allow a parcel to be split or combined 
under this section unless

(1) the commissioner makes a written finding that tl i proposed 
split or combination is necessary to promote the public interest; in making 
this determination the commissioner shall consider whether the split or 
combination will encourage development of the state's agricultural 
resources, prevent economic waste, encourage instate agricultural products 
at a competitive market price, and assist in gaining agricultural 
self-sufficiency for the state;

(2) for each parcel resulting from a split or combination, an 
amended contract for the sale of agricultural land is to be entered into 
with the state and approved by the commissioner;

(3) the application for the split or combination of parcels 
designates an operator for each of the proposed resulting parcels;

(4) the commissioner provides public notice of, and an 
opportunity for a hearing and written comment regarding, a proposed split 
or combination; and

(5) the commissioner makes available to the public a written 
explanation of the proposed split or combination, information on how to 
obtain a copy of the application on the proposed split or combination, and 
the proposed amended contract for the sale of agricultural land.

(d) The commissioner may adopt regulations to implement this section.



J o s e p h  P a t r i c k  C a n g e

Certfied Public Accountant 
BOX 4-BA7 

ANCHORAGE. ALASKA 03509
j 4 / s 8

%

January 22, 1986

A r l i e e  S tu r g u le w s k i 
C h a irm a n R e s o u rc e s C om m it te e  
A la s k a  S t a t e  S e n a te  
Pouch V
C a p i t a l B u i l d i n g  
J u n e a u , A la s k a

S u b je c t :  S e n a te  B i l l  No. 155 

D e a r A r l i s s :

I  am s u b m i t t i n g  a c o p y o f  a p ro p o s e d  b i l l  w h ic h  I  w o u ld  a sk 
t h a t  you h a v e y o u r s t a f f  r e v ie w  and u se a s a s u b s t i t u t e  
f o r  th e  c u r r e n t  S e n a te  B i l l  1 55 . T h is  p ro p o s e d  b i l l  h a s 
been p re p a re d  b y th e  p e o p le  a t DNR and ha s ch a n g e s f ro m  
t h e  o r i g i n a l  S e n a te  B i l l  155 w h ic h  w e re n e c e s s i t a t e d  b e c a u s e  
o f  t h e  la n g u a g e  i n  AS 3 8 . 0 5 . 0 2 0 ( b )  ( 7 ) .  T h e re  a re  a ls o  
a few  m in o r c h a n g e s t h a t  w e re  made t o  c o r r e c t  some am b ig u o u s 
t e rm in o lo g y  and t o  c l a r i f y  t h e  i n t e n t  o f  t h e  b i l l .

T h is  b i l l ,  a s you know , i s  o u r m os t im p o r t a n t p ie c e  o f  
l e g i s l a t i o n  i f  we a re  t o  s u r v i v e  a t  P o in t M a cK e n z ie  and 
a t  D e l ta .

I f  t h e r e  a re  an y q u e s t io n s  r e g a r d in g  t h i s  p ro p o s e d  b i l l ,  p le e s e  
c o n t a c t me. We th a n k  yo u f o r  y o u r w o rk on th e  a g r i c u l t u r e  
h i l l s  and we a p p r e c ia t e  y o u r c o n t i n u in g  s u p p o r t .

I  w o u ld  a ls o  l i k e  t o  a s k f o r  y o u r a s s is t a n c e  in  g e t t i n g  S e n a te  
B i l l  57 (a n  a c t r e l a t i n g  t o  p r e f e r e n t i a l  u se o f A la s k a  
a g r i c u l t u r a l  o r  f i s h e r i e s  p r o d u c t s )  s c h e d u le d  i n  R e s o u rc e s .
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AS 38.0^Ro(b)(7) is amended to read: ^

a \D °*°
(b) The commissioner mayrp

v > y .
■ ft (7) waive, postpone, amend, or otherwise modify the development
? requirements of a contract for the sale of agricultural land as contained

in a farm conservation plan on a finding under AS 38.05.064 that LIFJ

(A) such waiver, postponement, amendment, or modification 
would tend to promote the more efficient and economical development of 
agriculture within the state LTHE LAND IS INACCESSIBLE BY ROADj; or |AND]

(B) transportation, marketing, or [AND] development costs 
render the required development uneconomical^

* Section P. AS 38.05 is amended by adding a new section to read:

Sec. 38.05.064. SPLITTING AND COMBINING OF AGRICULTURAL PARCELS, (a) 
The commissioner may allow a person who has purchased a parcel of 
agricultural land under this chapter that is part of an agricultural 
development project to split the parcel by selling portions of the parcel 
or to combine it with other parcels.

(b) The total acreage of farmsteads resulting from a split or 
combination made under this section shall be no more than that allowed 
before the split or combination of parcels.

(c) The commissioner may not allow a parcel to be split or combined 
under this section unless

(1) the commissioner makes a written finding that the proposed 
split or combination is necessary to promote the public interest; in making 
this determination the commissioner shall consider whether the split or 
combination will encourage development of the state's agricultural 
resources, prevent economic waste, encourage instate agricultural products 
at a competitive market price, and assist in gaining agricultural 
self-sufficiency for the state;

(2) for each parcel resulting from a split or combination, an 
amended contract for the sale of agricultural land is to be entered into 
with the state and approved by the commissioner;

(3) the application for the split or combination of parcels
designates an operator for each of the proposed resulting parcels;

(4) the commissioner provides public notice of, and an 
opportunity for a hearing and written comment regarding, a proposed split 
or combination; and

(5) the commissioner makes available to the public a written
explanation of the proposed split or combination, information on how to
obtain a copy of the application on the proposed split or combination, and 
the proposed amended contract for the sale of agricultural land.

(d) The commissioner may adopt regulations to implement this section. 

n , . OKJ
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Bradley 
3/7/86/✓

Original sponsor:. Kerttula

IN THE SENATE ' BY THE RESOURCES COMMITTEE

CS FOR SPONSOR SUBSTITUTE FOR SENATE BILL NO. 155 (Resources)

IN THE LEGISLATURE OF TL7. STATE OF ALASKA 

FOURTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: MAn Act relating to the splitting and combining of

agricultural parcels."
i

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 38.05.020(b) is amended to read:

(b) The commissioner may

(1) establish reasonable procedures and adopt reasonable 

regulations necessary to carry out this chapter and, whenever neces­

sary, issue directives or orders to the director to carry o\it specific 

functions and duties; regulations adopted by the commissioner shell be 

adopted under the Administrative Procedure Act (AS 44.62); orders by 

the commissioner classifying land, issued after January 3, 1959, are 

not required to be adopted under the Administrative Procedure Act: 

(AS 44.62);

(2) enter into agreements considered necessary to carry out: 

the purposes of this chapter, including agreements with federal and 

state agencies;

(3) review any order or action of the director;

(4) exercise the powers and do the acts necessary to carry 

out the provisions and objectives of this chapter;

(5) notwithstanding the provisions of any other section of 

this chapter, grant an extension of the time within which payments due 

on any lease or sale of state land, minerals, or materials may be 

made, including payment of rental and royalties, on a finding that 

compliance with the requirements is or was prevented by reason of war,
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riots, or acts of God;

(6) classify tracts for agricultural uses and require the 

prequalification, including the submission of conservation plans, 

development plans, or other plans, schedules, or programs, of persons 

who apply to participate in an agricultural development project under 

AS 44.33.475;
!

(7) after public notice and an opportunity for a hearing 

and for written comment, waive, postpone, amend, or otherwise modify 

the development requirements of a contract for the sale of agricul­

tural land on a finding that [IF]

(A) the waiver, postponement, amendment, or modifica­

tion of the contract would tend to promote the more efficient and 

economical development of agriculture within the state and be in 

the best interests of the state; or [THE LAND IS INACCESSIBLE BY 

ROAD; AND]

(B) transportation, marketing, or [AND] development 

costs render the required development uneconomic.

* Sec. 2. AS 38.05 is amended by adding a new section to read:

Sec. 38.05.064. SPLITTING AND COMBINING OF AGRICULTURAL PARCELS,

(a) The commissioner may allow a person who has purchased a parcel of 

agricultural land under this chapter that is part of an agricultural 

development project to split the parcel by selling portions of the 

parcel. Only conveyed land may be split under this section and no 

more than one farmstead may be maintained for each 640-acre parcel 

resulting from the split.

(b) If two or more parcels that are part of an agricultural 

development project are proposed to be combined, the commissioner may 

allow the owner of the parcels proposed for combination to amend each 

contract for the sale of an agricultural interest in state land only
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as p rovided  in  t h i s  s e c t i o n  and n o t  more than four  p a r c e l s  may be 

combined.

(c) The commissioner may n o t  a l low  a p a r c e l  to  be s p l i t  or 

approve an amended c o n t r a c t  f o r  th e  s a l e  o f  an a g r i c u l t u r a l  i n t e r e s t
i

i n  s t a t e  land  to  combine p a r c e l s  under  t h i s  s e c t io n  u n le s s

(1) the  commissioner makes a w r i t t e n  f i n d in g  t h a t  the 

proposed s p l i t  o r  combinat ion i s  n e c e s s a ry  to  promote the  pub l ic  

i n t e r e s t ;  in  making t h i s  d e t e rm in a t io n  the  commissioner s h a l l  cons ide r  

whether  the s p l i t  o r  combinat ion  w i l l  encourage development o f  the 

s t a t e ' s  a g r i c u l t u r a l  r e s o u r c e s ,  p re v e n t  economic w as te ,  and p r o t e c t  

a l l  i n t e r e s t e d  p a r t i e s  in c lu d in g  th e  s t a t e ;

(2) f o r  each p a r c e l  r e s u l t i n g  from a s p l i t  o r  combination 

under t h i s  s e c t i o n ,  an amended c o n t r a c t  f o r  the  s a l e  o f  a g r i c u l t u r a l  

land  i s  en te re d  in to  w i th  th e  s t a t e  and approved by the  commissioner;

(3) the  a p p l i c a t i o n  f o r  the  s p l i t  or combination of  p a r c e l s  

d e s ig n a te s  an o p e ra to r  f o r  each o f  the  proposed r e s u l t i n g  p a r c e l s ;

(4) the  commissioner p ro v id es  p u b l i c  n o t i c e  o f ,  and an 

o p p o r tu n i ty  f o r  a h e a r in g  and w r i t t e n  comment r e g a rd in g ,  a proposed 

s p l i t  o r  combination; and

(5) the  commissioner makes a v a i l a b l e  to  the  p u b l i c  a w r i t ­

ten  e x p lan a t io n  o f  the  p roposed  s p l i t  o r  combination,  in fo rm at ion  on 

how to  o b ta in  a copy o f  the  a p p l i c a t i o n  f o r  the  proposed s p l i t  or 

combination,  and the  proposed a g r i c u l t u r a l  development agreements.

(d) The commissioner may approve the  s a l e  of  an a g r i c u l t u r a l  

i n t e r e s t  in  s t a t e  land to  p e rm it  the  combination o f  p a r c e l s  under t h i s  

s e c t io n  i f  the  c o n t r a c t  f o r  the  combined p a r c e l s  w i l l  r e q u i r e  the 

o p e r a to r  o f  the  combined p a r c e l s

(1) to  c u l t i v a t e  n o t  l e s s  than  90 p e rc e n t  o f  the  Class I I  

or  I I I  s o i l s  o f  the  combined p a r c e l s ;
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(2) i f  the  former c o n t r a c t  r e q u i r e d  cows to  be m ilked ,  to  

m ilk  n o t  l e s s  than  one cow fo r  each four  ac re s  o f  s t a t e  land  r e q u i r e d  

to  be c u l t i v a t e d  ;under the  former c o n t r a c t ;

(3) to  con t inue  the  c u l t i v a t i o n  and m i lk ing  req u i rem e n ts  of 

th e  former c o n t r a c t s  f o r  a t  l e a s t  f i v e  yea rs  beyond th e  time r e q u i r e d  

i n  each former c o n t r a c t ;

(4) to  perm it  in s p e c t io n  o f  the  a g r i c u l t u r a l  o p e r a t io n s  no t  

l e s s  o f t e n  than  once each year ;

(5) to  reduce the  number of  fa rm stead  ac re s  p e r m i t t e d  on 

th e  p a r c e l s  to  th e  amount o f  land a c t u a l l y  being  used f o r  fa rm s tead  

p u rp o ses .

(e) The commissioner may adopt r e g u l a t i o n s  to  implement t h i s  

s e c t i o n .

i



WORK DRAFT WORK DRAFT WORK DRAFT
n

Bradley 
3/3 /86  /

O r ig in a l  sponsor: K e r t t u l a

1

2

3

4

5

6

7

8 

9

10

11

12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

26

27

28 

29

IN THE SENATE BY THE RESOURCES COMMITTEE

CS FOR SPONSOR SUBSTITUTE FOR SENATE BILL NO. 155 (Resources)

IN THE LEGISLATURE OF THE STATE OF ALASKA
\

FOURTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act e n t i t l e d :  "An Act r e l a t i n g  to  the s p l i t t i n g  and combining of

a g r i c u l t u r a l  p a r c e l s . "

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* S ec t ion  1. AS 38 .05 .020(b )  i s  amended to read:

(b) The commissioner may

(1) e s t a b l i s h  r e a s o n a b le  procedures  and adopt reasonab le

r e g u la t i o n s  n ec e s s a ry  to  c a r r y  ou t  t h i s  ch a p te r  and, whenever n eces ­

s a ry ,  i s su e  d i r e c t i v e s  o r  o rd e r s  to  the  d i r e c t o r  to  c a r r y  out s p e c i f i c  

fu n c t io n s  and d u t i e s ;  r e g u l a t i o n s  adopted by the  commissioner s h a l l  be 

adopted under th e  A d m in is t r a t iv e  Procedure Act (AS 44 .62 ) ;  o rd e r s  by 

the  commissioner c l a s s i f y i n g  la n d ,  i s su ed  a f t e r  January  3, 1959, are

no t  r e q u i r e d  to  be adopted under the  A d m in is t r a t iv e  Procedure  Act 

(AS 44.62);

(2) e n t e r  in to  agreements cons idered  n e c e s s a ry  to c a r r y  out 

the  purposes o f  t h i s  c h a p te r ,  in c lu d in g  agreements w i th  f e d e r a l  and 

s t a t e  agencies ;

(3) rev iew  any o rd e r  o r  a c t i o n  of  the  d i r e c t o r ;

(4) e x e r c i s e  the  powers and do the a c t s  n e c e s s a ry  to  ca rry  

out the p ro v is io n s  and o b j e c t i v e s  of  t h i s  c h a p te r ;

(5) n o tw i th s ta n d in g  the  p ro v i s io n s  o f  any o th e r  s e c t i o n  of 

t h i s  ch ap te r ,  g r a n t  an ex te n s io n  of  the  time w i th in  which payments due 

on any le a se  o r  s a l e  of  s t a t e  land ,  m in e ra l s ,  or  m a t e r i a l s  may be 

made, inc lud ing  payment o f  r e n t a l  and r o y a l t i e s ,  on a f in d in g  th a t  

compliance with  the  requ irem en ts  i s  o r  was p rev en ted  by reason  of war,

-1 -  CSSSSB 155(Res)
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r i o t s ,  or  a c t s  o f  God;

(6) c l a s s i f y  t r a c t s  f o r  a g r i c u l t u r a l  uses  and r e q u i r e  the 

p r e q u a l i f i c a t i o n ,  in c lu d in g  th e  submission of  c o n s e rv a t io n  p lans ,  

development p l a n s ,  or  o t h e r  p l a n s ,  schedu les ,  or programs, o f  persons 

who apply to p a r t i c i p a t e  in  an a g r i c u l t u r a l  development p r o j e c t  under 

AS AA.33.475;

(7) waive,  p o s tpone ,  amend, or  o therw ise  modify the  dev e l ­

opment requ irem en ts  o f  a c o n t r a c t  f o r  the  s a le  of  a g r i c u l t u r a l  land on 

a f in d in g  t h a t  [ IF]

(A) the  w a iv e r ,  postponement,  amendment, o r  m o d if ic a ­

t io n  of  the  c o n t r a c t  would tend to promote the  more e f f i c i e n t  and

 ̂ ■' economical development o f  a g r i c u l t u r e  w i th in  the  s t a t e  and be in

$\ the b e s t  i n t e r e s t s  o f  th e  s t a t e ;  or [THE LAND IS INACCESSIBLE BY

( ROAD; AND]

(B) t r a n s p o r t a t i o n ,  marke ting ,  or  [AND] development 

. co s t s  r e n d e r  the  r e q u i r e d  development uneconomic.
' - J J L L z r z *  ( c l )

* Sec. 2. AS 38.05 i s  amended by adding a new s e c t io n  to  read :

Sec. 38.05 . 064 . SPLITTING AND COMBINING OF AGRICULTURAL PARCELS,

(a) The commissioner may a l lo w  a person who has purchased  a p a rc e l  of

a g r i c u l t u r a l  land  under  t h i s  c h a p te r  t h a t  i s  p a r t  o f  an a g r i c u l t u r a l

16 m  S 'A i - f '

17

18

19

20 

21
development p r o j e c t  to  s p l i t  the  p a r c e l  by s e l l i n g  p o r t i o n s  of  the

22 - (fi\S
 *cel.(—  ~

(v«) /v

r '  LI y Iparcel.^or to combine i t  w i th  o th e r  p a r c e l s j
23

(b) Only conveyed land  may be s p l i t  under t h i s  . . s e c t io n  and no
24

more than one fa rm s tead  may be m a in ta ined  fo r  each 320-acre  pa rce l
25 ^  ^

r e s u l t i n g  from the  s p l i t .  I f  p a r c e l s  are  c o m b i n e d a p p r o v e d
26

c o n t r a c t  f o r  the  s a l e  o f  an a g r i c u l t u r a l  i n t e r e s t  in  s t a t e  land must

be amended to  accommodate the  com binat ion .  Inhere i s  no l i m i t  on the
28 4  s

s i z e  o f  the r e s u l t i n g  p a r c e l ,  bu t  the  t o t a l  ac re s  of  fa rm stead  on a
29

r e s u l t i n g  combination may n o t  exceed the number of  fa rm stead  acres  

CSSSSB 155(Res) -2 -
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permitted before the combination*arrd £he total acres of the farmstead

A
may be reduced by the commissioner.

(c) The commissioner may not allow a parcel to be split or 

combine dander this section unless

(1 ) the commissioner makes a written finding that the

proposed split or combination is necessary to promote the public 

interest; in making this determination the commissioner shall consider 

whether the split or combination will encourage development of the

state's agricultural resources, prevent economic waste, and protect

all interested parties including the state;

(2) for each parcel resulting from a split or combination, 

an amended contract for the sale of agricultural land is entered into 

with the state and approved by the commissioner;

(3) the application for the split or combination of parcels

designates an operator for each of the proposed resulting parcels;

(A) the commissioner provides public notice of, and an 

opportunity for a hearing and written comment regarding, a proposed 

split or combination; and

(5) the commissioner makes available to the public a writ­

ten explanation of the proposed split or combination, information on 

how to obtain a copy of the application for the proposed split or

combination, and the proposed agricultural development agreements.

^  y^s'' (d) When the commissioner approves a combination of parcels

under this section, each approved contract for the sale of an interest

in agricultural land shall be amended and the contract for the com­

bined parcel must require that the operator of the combined parcel 

cultivate not less than the total number of acres formerly required 

and milk not less than the total number of cows required to be milked 

under the previous contracts. The commissioner, as a condition to

-3 - C S S S S B  155(Res)
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approval of a combination of parcels may

(1) increase the total number of acres to be cultivated;

(2) increase the total number of cows to be milked;

(3) extend the term during which cultivation and milking is

required.

(e) The commissioner may adopt regulations to implement this

section.

C S S S S B  1 5 5 ( R e s )
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B r a d le y  
3/3/86 /

O r ig in a l  sponsor:  K e r t t u l a

IN THE SENATE BY THE RESOURCES COMMITTEE

CS FOR SPONSOR SUBSTITUTE FOR SENATE BILL NO. 155 (Resources)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

FOURTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act e n t i t l e d :  "An Act r e l a t i n g  to  the s p l i t t i n g  and combining of

a g r i c u l t u r a l  p a r c e l s . "

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* S ec t io n  1. AS 3 8 .0 5 .0 2 0 (b )  i s  amended to read:

(b) The commissioner may

(1) e s t a b l i s h  rea so n ab le  procedures and adopt reasonab le

r e g u l a t i o n s  n e c e s s a ry  to  c a r ry  ou t  t h i s  chapter  and ,  whenever n ec es ­

s a ry ,  i s s u e  d i r e c t i v e s  o r  o rd e rs  to  the  d i r e c to r  to  c a r r y  out s p e c i f i c  

f u n c t io n s  and d u t i e s ;  r e g u l a t i o n s  adopted by the commissioner s h a l l  be 

adopted under the  A d m in i s t r a t iv e  Procedure Act (AS 44 .62 ) ;  o rd e r s  by 

the  commissioner c l a s s i f y i n g  land ,  i s su ed  a f t e r  Ja n u a ry  3, 1959, are

n o t  r e q u i r e d  to  be adopted  under the  A d m in is t ra t iv e  Procedure Act 

(AS 44 .62) ;

(2) e n t e r  i n t o  agreements considered n e c e s s a r y  to c a r r y  out 

the  purposes of t h i s  c h a p te r ,  in c lu d in g  agreements w i th  f e d e r a l  and 

s t a t e  agencies ;

(3) r ev iew  any o rd e r  o r  a c t io n  of the d i r e c t o r ;

(4) e x e r c i s e  th e  powers and do the a c t s  n e c e s s a ry  to  ca r ry  

out  the  p ro v is io n s  and o b j e c t i v e s  of  t h i s  chap te r ;

(5) n o tw i th s t a n d in g  the  p ro v is io n s  o f  any o th e r  s e c t io n  of 

t h i s  ch a p te r ,  g r a n t  an ex ten s io n  o f  the  time w i th in  which payments due 

on any le a se  or s a l e  o f  s t a t e  land ,  m inera ls ,  o r  m a te r i a l s  may be 

made, inc lud ing  payment o f  r e n t a l  and r o y a l t i e s ,  on a f in d in g  th a t  

compliance with the  req u irem en ts  i s  or  was p reven ted  by reason  of war,

-1 -  CSSSSB 155(Res)



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

W O R K  D R A F T  W O R K  D R A F T  W O R K  D R A F T

r i o t s ,  or ac ts  o f  God;

(6) c l a s s i f y  t r a c t s  f o r  a g r i c u l t u r a l  uses  and r e q u i r e  the 

p r e q u a l i f i c a t i o n ,  in c lu d in g  the  submission o f  c o n s e rv a t io n  p la n s ,  

development p l a n s ,  or  o th e r  p la n s ,  schedules ,  o r  programs, o f  persons 

who apply to p a r t i c i p a t e  in an a g r i c u l t u r a l  development p r o j e c t  under 

AS 44.33.475;

(7) w aive ,  postpone ,  amend, or o therw ise  modify the deve l­

opment requ irem ents  o f  a c o n t r a c t  f o r  the sa le  o f  a g r i c u l t u r a l  land on 

a f in d in g  th a t  [ IF]

(A) the  waiver ,  postponement, amendment, or  m o d if ic a ­

t io n  of the  c o n t r a c t  would tend to  promote the  more e f f i c i e n t  and 

economical development of  a g r i c u l t u r e  w i th in  the  s t a t e  and be in 

the bes t  i n t e r e s t s  of  the  s t a t e ;  or [THE LAND IS INACCESSIBLE BY 

ROAD; AND]

(B) t r a n s p o r t a t i o n ,  marketing, or [AND] development 

co s ts  ren d er  the  r e q u i r e d  development uneconomic.

* Sec. 2. AS 38.05 i s  amended by adding a new s e c t i o n  to  read :

Sec. 38 .05 .064 .  SPLITTING AND COMBINING OF AGRICULTURAL PARCELS,

(a) The commissioner may al low a person who has purchased  a p a r c e l  of

a g r i c u l t u r a l  land  under  t h i s  ch a p te r  th a t  i s  p a r t  of  an a g r i c u l t u r a l  

development p r o j e c t  to  s p l i t  the  p a rc e l  by s e l l i n g  p o r t io n s  o f  the

p a r c e l  or to combine i t  w ith  o th e r  p a r c e l s .

(b) Only conveyed land may be s p l i t  under t h i s  s e c t io n  and no

more than one fa rm s te ad  may be m ain ta ined  fo r  each 320-acre  p a rce l

r e s u l t i n g  from th e  s p l i t .  if parcels are combined, each approved 

c o n t r a c t  fo r  the  s a l e  o f  an a g r i c u l t u r a l  i n t e r e s t  in  s t a t e  land must

be amended to accommodate the  combination.  There i s  no l i m i t  on the

s i z e  of  the r e s u l t i n g  p a r c e l ,  bu t  the  t o t a l  a c re s  of fa rm stead  on a 

r e s u l t i n g  combination may no t  exceed the number o f  farm stead  acres 

CSSSSB 155(Res) -2-



W O R K  D R A F T  W O R K  D R A F T  W O R K  D R A F T

1 permitted before the combination and the total acres of the farmstead

2 may be reduced by the commissioner.

3 (c) The commissioner may not allow a parcel to be split or

4 combined under this section unless

5 (1) the commissioner makes a written finding that the

6 proposed split or combination is necessary to promote the public

7 interest; in making this determination the commissioner shall consider

8 whether the split or combination will encourage development of the

9 state's agricultural resources, prevent economic waste, and protect 

all interested parties including the state;

(2) for each parcel resulting from a split or combination, 

an amended contract for the sale of agricultural land is entered into 

with the state and approved by the commissioner;

(3) the application for the split or combination of parcels 

designates an operator for each of the proposed resulting parcels;

(4) the commissioner provides public notice of, and an

17| opportunity for a hearing and written comment regarding, a proposed

split or combination; and

(5) the commissioner makes available to the public a writ­

ten explanation of the proposed split or combination, information on

how to obtain a copy of the application for the proposed split or

22 combination, and the proposed agricultural development agreements.

23 (d) When the commissioner approves a combination of parcels

24 under this section, each approved contract for the sale of an interest 

in agricultural land shall be amended and the contract for the com­

bined parcel must require that the operator of the combined parcel 

cultivate not less than the total number of acres formerly required 

and milk not less than the total number of cows requii_d to be milked 

under the previous contracts. The commissioner, as a condition to

-3- CSSSSB 155(Res)
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approval of a combination of parcels may

(1) increase the total number of acres to be cultivated;

(2) increase the total number of cows to be milked;

(3) extend the term during which cultivation and milking is

required.

(e) The commissioner may adopt regulations to implement this

section.

C S S S S B  1 5 5 (Res) -4-
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M E M O R A N D U M  A p r i l 2, 1985

TO: A l l Members
Senate Resources Committee

FROM: S ta f f
Senate Resources Committee

RE: SB 155 "An Act r e la t in g  to the s p l i t t i n g  and combining o f
a g r ic u l t u r a l p a rc e ls . "

Senate B i l l  155 would a llow  the Commissioner o f the Department o f N a tu ra l 
Resources to approve s p l i t t i n g  and combin ing o f a g r ic u l t u r a l p ro je c t 
p a rc e ls i f  c e r ta in  co n d it io n s are met. Th is le g is la t io n  would a f fe c t 37 
D e lta b a r le y p ro je c t p a rce ls and 31 P o in t MacKenzie p ro je c t p a rc e ls .

I f  a p a rc e l is  s p l i t ,  no more than one farm stead (house, ba rns , 
o u tb u ild in g s ) o f 20 acres may be m a in ta ined . I f  a p a rc e l is  combined, 
th e re is  no l im i t  to the s ize bu t o n ly one farm stead may be m a in ta ined .

The Commissioner must eva lu a te each reques t f o r  s p l i t t i n g  o r combing and 
must f in d  th a t i t  is  in  the p u b lic  in te r e s t , has an approved development 
p lan and has des ignated an ope ra to r fo r each p a rc e l. In  a d d it io n , the 
Commissioner must p ro v id e fo r p u b lic  n o t ic e  and hea rin gs on the proposed 
a c t io n .

Inc luded in  th is  packet a re :

1. F is c a l note from the Department o f N a tu ra l Resources which is  ze ro .
2. B i l l  A na ly s is from the Department o f N a tu ra l Resources.
3. A le t t e r  from the A laska Rura l Development C ounc il su ppo rtin g the 

b i l l .
4 . A re s o lu t io n  from the Fa irbanks Chamber o f Commerce suppo rtin g the 

concept.
5. A le t t e r  from Karen 0. Lee su p po rtin g the b i l l .
6. A le t t e r  from Joe Cange su p po rtin g the b i l l .
7. A le t t e r  from Dennis Green su p po rtin g the b i l l .
8 . A le t t e r  from Sid Nelson opposing the b i l l .

fh :b h
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Analysis of Senate Bill No. 155

This legislation will allow the Coirmissioner of Natural Resources to 
approve requested splitting or combining of agricultural project parcels, 
and sets out the following conditions under which these changes m y  occur:

—  only one farmstead per 640 acre parcel that results from a split;
—  only one farmstead on a parcel resulting frcm combining other parcels;
—  farmsteads m y  not exceed 20 acres in size;
—  splitting or combining of parcels must promote the public interest or 

the development of agriculture;
—  new development plans for the resulting parcels are approved by the 

coirmissioner;
—  one operator will be designated for each resulting parcel;
—  public notice and a written explanation of the proposed split or 

combination is provided.
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An J ' H ? ŝrT- c ,c-f~~ -A AAH.'-/ l-ĉyiV? J-'AcA J A
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______'/fa I "?i IC/i^y Ûj-.-ce.'h c. Z? /̂'O,_ __  _^__

/ / -  ^  —  ,£ (  j,c?  Z c s  'F j f  t 3 ~ sy  y . 3 __________________

'tc-'S ^

,*<L-<?- ?--C‘̂-'/~£ <z— <̂ Vc ^ _ '7~t£ ,?\—2̂ -£-<z. <&. <r jy/

>/ z c—^C c /L -t.'S i. C - / Z  i t  a S / £

/  .O & - ~7/i g / r z y y - v j J z f c

/*—3 <?---̂C. <l-<d.
/

H  s  # . y < r . _ _ .________________________________ ,

^>, S . / ' Z j  - 7 5 t <T.c~tC- ' x- *-<~P -'/ ĵ c y  ,/ 7$aJ*~  ^ /2,/ J / tc ^ y
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March 5, 19S5

Senator Don Bennett 
Alaska State Legislature 
Pouch V (MS 3100)
Juneau, Alaska r 1811

Dear Don:

Kith o i l  prices continuing to dominate the jicâs , concern is growing about the 
future s tab i l i ty  of the Alaskan economy. I t  becomes important, then, that 
we look for ways to diversify our economy, and begin now to develop some 
reasonable alternatives.  I realize tMs i s n ' t  an original idea, but we need 
to take i t  s< riously, none the less.

Agriculture .i; an industry that holds much promise for the Inter ior  of Alaska. 
I t  is renewable, i t  gets land into the hands of people who will  use i t  pro-, 
ductivcly, i t  can help us become less dependent on imports, i t ' s  clean, and 
on and on.

The Greater Fairbanks Chamber of Commerce is very supportive of agricultural 
development in the In ter io r  and around the state.  Our Agriculture Committee 
lias reviewed several pieces of legislation that are in the works in one 
committee or another in the Senate. Ke would like to pass on our ideas for 
your consideration when these b i l l s  come before you.

Tn some cases, we have supported a b i l l  "in concept", as the f ina l  form will 
probably change.

Thank you in advance for your consideration. Let us know i f  we can be of 
further assistance.

Best regards,

Ruki Wright 
President

cc: Governor Bill  Sheffield
Fsther Wunnicke, Commissioner of Natural Resources 
Bill Heim, Director, Division of Agriculture 
Adelheid Hcrnnnn, Chairman, House Resources Committee



'Die Agricultural Development Committee and the Board of Directors of the 
Greater Fairbanks Chamber of Commerce urges your support for the following 
legis la t ion to encourage agricultural development in Interior and South 
Central Alaska.

• * j  » e . •

1. Support is urged for SB39 to build the roads and bridges necessary 
to develop both the agricultural and mineral resources in the 
Totchnket area of Interior Alaska.

2. Support is urged for the concept of production credits ,  as outlined 
in SB40 and SB154, to ass is t  Alaska’s agricultural industry in i t s  
early stages of development.

3. Support is urged for SB41 to increase from five years to ten years, 
the moratorium on payments for the sale of s tate land for agr icultural  
purposes. This b i l l  will  a ss is t  Alaskan farmers in adjusting to the 
new worldwide economic conditions in agriculture.

4. Support is urged for the concept of SB42 as i t  rela tes to the transfer  
of land t i t l e  from sta te  to private ownership. This concept wil l  en­
hance the ab i l i ty  of Alaskan fanners to obtain financing from private 
sector sources for agricultural production.

5. Support is urged for SB57, which would require a clause be inserted in 
a l l  s ta te  bids, requiring agricultural products originating in th is

. s tate be used wherever competitively priced and available and of l ike 
quality as compared with agricultural products orginating outside the 
state. .

'•V . • VyiV
6. Support is  urged for SB110 to increase the amounts of long term loans 

available from the State of Alaska to any one borrower for agricultural  
purposes. This legislation will increase the loan limits to be more
in line with the economy of scale necessary for economically sound, modem 
fanning and will enhance the ab i l i ty  of borrowers to repay. v.

upport is  urged for the concept of SB155, relating to the sp l i t t in g  and 
'combining of agricultural parcels, with the suggestion the b i l l  be 
amended to allow the minimum parcel size be 320 acres. This leg is la t ion  
will permit increased f lex ib i l i ty  in the development of economically 
sound full-time and part-tijne fanning enterprises in Alaska.

8. Support is urged for SB120 to increase the limits of the Agricultural 
Revolving Loan Fund, to ass is t  in the establishment of Commodity 
Marketing Associations, and to increase the number of members on the 
Agricultural Revolving Loan Fund Board.
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Karen 0. Lee 
P.O. Box 871871 
Wasilla, Alaska 99687

Senator Arliss Sturgulewski 
Pouch V
Juneau, Alaska 99811

Dear Senator Arliss Sturgulewski?
I would like to request your help in remedying sane of the problems 

associated with the state's current attempt at agricultural development.

At present, there are some crucial, and sensible, measures addressing 
this problem which have been introduced this session. I would like to urge your 
positive consideration c-fJ33 110, rkisingr-fche Agricultural Revolving Loan Fund 
loan limit per unit to $2^!r±Hl'6nTC^154>^estaLiishing a system of production 
credits on agricultural sales to appTy~tcwflrd interest on state agriculture 
loans; ancTSB 155,)allowing for adjustments in contractural requiLements on 
agricultural'‘interest parcels soid by the state.

Before discussing the merits of each bill, I should lik to make a brief 
case fcr agriculture in Alaska, and for the state's having a role in. the initial 
development of it.

Not least among the considerations is the fact that the State of Alaska has 
already decided to develop agriculture. Many Alaskans with belief in the good 
intentions of our state have been invited to participate. O n c e in the program, 
we have been forced to put up very large sums of our own money, work and hopes 
for the future in support of a joint vision, ours and the state's. I cannot 
believe that the purpose in all this was to convince a few people to put our 
whole hearts into the enterprise and then end it. It is one thing for the state to 
cut its own losses; it as another thing altogether for the state to decide 
prematurely to cut tne losses of its individual citizens.

To reiterate the reasons for the state's original interest in the development 
of agriculture: it is a basic, job-creating, service-creating, renewable
resource industry. It not only creates its cwn labor requirements; it creates a 
ripple effect throughout every community where it exists. For example, my farm 
creates employment for four families directly. Caimodities are hauled in and 
milk is hauled out; truckers are employed at both ends. In Anchorage, the milk 
is processed by more employees, and distributed by still more. Another company 
manufactures plastic jugs for the milk. All this demonstrates the well-known 
economic fact that a dollar produced by a basic industry circulates many times 
more than a service or retail "'ollar does.



agricultural bills— page two

I grew up in Alaska, and I can attest to the accuracy of the economists1 
observations. There is one major difference between the Alaska of the 1950 s 
and the Alaska of the present, and that is the general affluence. That affluence 
is due to the building up of a large public and service network based on another 
basic industry, resource extraction. Without that basic industry, there would 
be no affluence. Without the incentives, particularly those at the federal level, 
urging on the oil companies to explore and the mining companies to keep looking, 
there would be little but fishing in Alaska right now which could qualify as a 
basic industry.

The problem with resource extraction as the basic industry of choice, of course, 
is its volatility. The warnings or. oil have been sounding for seme time now.

I believe strongly that we must develop what other basic industries we are 
able to in the time remaining to us, with the funds frcm other extractive industries 
which we still have ccming to us. Agriculture, mining, fishing and tourism thus 
become, as I see it, the major areas for expansion, rather than contraction, in 
state spending in the coming years of waning oil revenue. At z me point, we are 
not only going to have to be weaned from oil, we are going to need same other 
basic to replace it. Otherwise, we will be stuck with & state of shopping centers 
and state ard service employees, and no one to provide the basic dollar on which 
they all feed.

Agriculture has earned its place in the line-up of future basic industries 
supporting the state's economy, even though it is still barely half-way to its 
goal of self-suffieacy. It has perservered through decades of neglect, lack of 
infrastructure, lack of marketing cohesion, lack of fair labeling laws, lack of 
sufficient volt me of either land or product, and lack of sufficient state 
encouragement. Even so, there are now farms which have been in existence since 
the 1930's and 1940's.

statistics available indicate that a self-sufficient agriculture industry 
hippens naturally when 500,000 acres are in production. We have a ways to go to 
meet that goal, as outlined in the Governor's Agricultural Task Force Report of 
May 18, 1983. I believe that if the fundamental precepts outlined in that 
document and others preceding it are followed, and funding is kept at the levels 
reccrrmended in that report, the success of agriculture in Alaska will be assured.

As to the specifics of the bills, SB 110 and SB155, when considered together, 
actually constitute a cost-cutting device. In rhe case of the Point MacKenzie 
Agricultural Project, for example, the 19 dairies required in the original configuration 
would have been eligible for, and would have needed, $1 million each, or a total of 
$19 million. At that, many of the units would not have been of an efficient size, 
and those which were would have been grossly undercapitalized.

Should the bill allowing consolidation of units be approved, five consolidated 
farms and six single farms are likely to result at Point MacKenzie, making the total 
loan requirement $16 million, a savings of $3 million. (Five at $2 million; six at 
$1 million each.) Moreover, the total number of cows producing milk will actually 
be higher than in the original plan, a fact which is crucial to the survival of the 
finished product marketing arm, Matanuska Maid.



agricultural bills— page three

The original Point MacKenzie feasibility st*dy was written seven years ago.
Even then, the study clearly stated that the most efficient farm was the largest 
size studied (1: j cows). Sinue that time, building costs have increased by huge 
increments. S" have insurance, workmen's compensation, feed, labor, equipment, 
fertilizer, aid so on.

In the past seven years, the industry as a whole has undergone a number of 
changes tending to force farms into larger sizes for efficiency of production.
It is likely that this trerd will increase, rather than subside, especially if 
President Reagan's proposed new farm policy is instituted nationally.

Consolidation and an increase in unit loan limits will insure that Point 
MacKenzie dairies come on line in configurations that will allow than to compete 
with shipboard milk. The ship milk is produced on farms being subjected to great 
national pressure to become larger and more efficient. If we are to compete, we 
too must become larger and more efficient, "'uilding 19 units, many of which will 
be small expensive anachronisms on the day they open, does not make economic sense 
for the farmer, for the state, or for the consumer.

National statistics indicate that the farms now in trouble are those with 
between $50,000 and $500,000 in gror-> annual revenues. Adjusted for pricing 
differentials, the Alaskan figures would more likely be between $60,000 and 
$700,000. At present, only a few farms in Alaska exceed that volume. Anything 
under $60,000 could be considered a hobby with the owner/operator making the 
main living elsewhere. TO earn over $700,000 a dairy farm would have to milk 
240 cows, and milk them well. A 240-cow farm in Alaska costs a minimum of $2.5 
million to build, stock and plant.

With the recent loss of a significant percentage of its stability and pricing 
levels at the market, the dairy industry in Alaska is particularly vulnerable right 
now, and particularly in need of a mechanism for consolidating both land and debt
to a point that will again allow them to operate with positive cash flows. Between
than, SB 110 and SB 155, would be of immense help in preserving the gains that 
have been made in the dairy industry. And, as I mentioned earlier, they will save
money in both the short and long runs.

Other areas of agriculture would be similarly benefitted by the measures. Delta 
would became more flexible in the handling of their lands; possibly converting some 
of the farms into the part-time lower-gross category while still maintaining the 
same amount of planted acreage. Hog farms and beef feedlots are as capital-intensive 
as are dairy farms; with the rise of inflation over the past decade, it would not 
be possible to build either of these enterprises to an efficient level for the 
current loan limits. The state has invested significantly in the processing ends 
of both the meat and milk industries. It seems foolish to expect these investments 
to pay off if there are not to be any large hog farms, no big beef feedlots and 
no large dairy farms.

There has been much concern expressed over the delinquency rate of current 
ARLF loans. I think that is a problem that will take care of itself once farming 
has actual y been developed, rather than developing. Once the industry has grown 
to the sufficient volume to be interrelated and profitable, the private financing 
industry vdll be only too glad to take over the responsibilities. For now, it must 
be remembered by policy makers that ARLF is in the business of developing a new 
basic i.idustry, literally from the woods. They are not loaning to a new hamburger 
outlet for a simple return on invested capital. They are trying to get Alaskan 
agriculture to the point where we could sell our own hsmburgers, not just eat the
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ones that cane in from Argentina. When reading the negative reports frcm 
Legislative Audit and the Budget Office, this ultimate larger purpose should 
be recalled.

As for SB 154, dealing with production credits, I favor this mechanism 
simply because it premises sane benefit to those who ha.ve teen trying the 
hardest to make the agricultural system work. The way it is now, those of us 
why I lave been working hardest and longest, thus losing the most money, are the 
ones getting hurt. Those who have been planting for years at Delta, with only 
a modicum of state encouragement, or who began producing milk at Point MacKenzie 
before they absolutely had to, would at least get the benefit of same reduction 
in carryover interest debt. 1'n the case of the Point MacKenzie farmers, the 
state in its capacity of creamery owner has held the price of milk down because 
of a state moratorium.until late 1985 on state loan repayments. That sounds all 
right, until you remember that if the interest is not forgiven, it will have cost 
every farmer about $80,000 for that moratorium. There is no way to recoup that 
loss without production credits.

To surrtnarize, SB 110 and SB 155 will act quickly to maintain the dairy 
industry in Southcentral Alaska, and enable the other areas of agriculture to 
become more efficient and to develop according to the overall plan. SB 154 will 
not involve an appropriation, and will greatly aid those who have been the losers 
so far in the struggle to develop agriculture in Alaska.

I would be happy to supply more information, either general or specifically 
frcm my cwn Point MctcKenzie operation, should you decide that that would help 
you in your deliberations.

Thank you for taking your time in a busy 120-day session to listen to these 
concerns.

Sincerely

Owner
Tract 30 Point MacKenzie



J o s e p h  P a t r i c k  C a n g e

C e r t i f ie d  Pueuc A c c o u n t a n t

BOX A-ec7 

ANCHORAGE. ALASKA 9 9 3 0 9

TELEPHONE (9071 3AA-3BOO

February 18, 1985

A r l i s s  S turgulewski 
Chairman Resources Committee 
Alaska S ta te  Senate 
Pouch V
C ap i ta l  Building 
Juneau, Alaska

SUBJECT: SENATE BILLS NOS. 110 AND

Dear A r l i s s :

Pursuant  to  our c o n v e rs a t io n  y e s te rd ay ,  I am subm it t ing  
data  rega rd ing  Senate B i l l s  Nos. 110 and 155. Before I 
address  these  i tem s,  however, I would l i k e  to  express  my 
thoughts  on the  a g r i c u l t u r e  in d u s t ry .

F i r s t  I ask "Can the  d a i ry  in d u s t ry  be v ia b le ? "  Yes. Our 
f ig u re s  i n d i c a t e  t h a t  we can provide m ilk  t h a t  i s  competi­
t i v e  with Outside milk because of  the f r e i g h t  advantage 
th a t  e x i s t s .  The a d d i t i o n a l  t o t a l  c o s t  of  producing milk 
l o c a l l y  versus  Outside i s  l e s s  than  the  f r e i g h t  on milk 
shipped from S e a t t l e .

The goal a t  the  Tucker d a i ry  i s  to  produce milk a t  the  
lowest co s t  p o s s ib le  per u n i t  of  milk produced. The lo c a l  
d a i r i e s  must be as e f f i c i e n t  and as w el l  managed as Outside 
d a i r i e s  or  they  cannot compete in  the l o c a l  market p la c e .  
Most of  the l o c a l  d a i r i e s  have never  become e f f i c i e n t  
enough to  b r in g  t h e i r  o p e ra t in g  c o s t s  down to  be competi­
t i v e  with Outside d a i r i e s .  For example, our c o s t  of feed 
i s  $4.29 per day per  cow when we b r ing  in soybean meal and 
b a r le y  in  bulk and mix our own feed .  The c o s t  of  t h i s  same 
feed purchased l o c a l l y  i s  $1.00 per day per  cow more. That 
S I . 00 savings i s  the f a rm e r ' s  p r o f i t  on the  milk produced.



A r l i s s  S t u r g u l e w s k i
F e b r u a r y  18, 1985
P a g e  T w o

H i s t o r i c a l l y ,  the v a r io u s  S ta te  a d m in i s t r a t i o n s  have had 
no comprehensive p lan .  Thus, a g r i c u l t u r e  has been an 
unorganized ,  unplanned and poor ly  ad m in is te red  in d u s t r y .  
This s i t u a t i o n  has l e f t  Alaskan a g r i c u l t u r e  in  a s t a t e  of 
chaos and near  bankruptcy.  I t  i s  no t  too l a t e  to  save 
a g r i c u l t u r e .  Many th in g s  must be done and many changes 
in  p o l i c i e s  and p r a c t i c e s  must immediately take p la ce  i f  
we a re  to  save the i n d u s t ry .

We are f o r tu n a te  t h a t  f o r  the  f i r s t  time in  Alaskan a g r i ­
c u l t u r a l  h i s t o r y  we now have a Commissioner who i s  
genuinely  concerned about a g r i c u l t u r e .  She i s  w i l l i n g  to 
change o b so le te  p o l i c i e s  and th in k in g  and i s  doing the 
th in g s  necessa ry  to  save the  in d u s t ry  — and the s t a t e ' s  
investm ent.  This i s  the  d i r e c t i o n  in  which E s the r  Wun.iicke 
and Deputy D i re c to r  James K. B a rne t t  a re  embarking. Senate 
B i l l  No. 110 and Senate B i l l  No. 155 are  a v i t a l  p a r t  of 
t h a t  comprehensive p lan  t h a t  w i l l  make the  d a i ry  in d u s t ry  
v ia b le .

SENATE BILL NO. 110 
Proposes in c re a s in g  loan l i m i t s  o f  the  A g r i c u l tu r a l  
Revolving Loan Fund (ARLF) from $1,000,000 to 
$2,000,000

A number of  th ings  have made t h i s  in c re a s e  n e c e s s a ry .
1. When the S t a t e ' s  f ig u re s  were done in  1979 (see 

E xh ib i t  A " P o te n t i a l  Milk P roduc t ion  in  the  Po in t  MacKenzie 
a rea  of S ou th cen tra l  Alaska") the Consumer P r ic e  Index was 
233.2 (1 /1 /8 0 ) .  Today the Consumer P r ic e  Index i s  316 
which i s  a 36% inc rease  in  c o s ts  s in c e  1 /1 /80 .

2. . The i n i t i a l  p lan  a t  Po in t  MacKenzie was f o r  the  
es tab l i shm en t  of  19 small fam i ly - ru n  d a i r i e s .  However,
the $200,000 cash requirem ent  f o r  even the  s m a l l e s t  d a i ry  
p ro h ib i te d  the b u i ld in g  of these  sm a l le r  d a i r i e s .  The 
l a r g e r  d a i r i e s  a c t u a l l y  being b u i l t  r e q u i r e  more t o t a l  
borrowing, but r e s u l t  in  lower borrowing per  cow.

3. The S t a t e ' s  f i g u r e s  (see page 7 of  E x h ib i t  A) 
showed t h a t  the  t o t a l  c a p i t a l  investment f o r  a 150-cow 
f a c i l i t y  was e s t im a ted  to  be $1 ,241,711.  However, these  
numbers do not inc lude housing ,  working c a p i t a l  or  
machinery c o s t s .  These add an a d d i t i o n a l  $500,000 to  the 
1979 f ig u re  of  $1,241,711.


