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CERTIFICATION

I, the undersigned, an employee of the State of Alaska, do hereby certify
that the microfilm images on this microform are accurate reproductions
of th«e 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.
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Offered: 4/9/85

Referred: Resources and

Finance

Original sponsor: Rules/Governor

IN THE HOUSE

CS

FO

For an Act entitled:

BY THE HOUSE SPECIAL COMMITTEE
ON OIL AND GAS

nd Gas)
F ALASKA

SESSION

A BILL

"An Act approving the sale of Prudhoe Bay royalty oil

by the State of Alaska to the GoldenValley Electric

Association; and providing for an effective date."

BE IT ENACTED BY THELEGISLATURE OF THE STATE OF ALASKA:

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

Royalty

As™joeiat-

of one year only, until September 30,

* Sec. 2. This Act takes effect

10. 070(-c-X

the Golden Valley Electric
>ved and ratified for a period

1986.

immediately in accordance_wi.th- AS-01-;-

CSHB 287(0il&Gas)
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Offered: 5/8/85
Referred: Rules

Original sponsor: Rules/Governor

IN THE SENATE BY THE FINANCE COMMITTEE

CS FOR SENATE BILL NO. 232 (Finance)

IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL

For an Act entitled: "An Act relating to minimum work commitments in oil
and gas leases; and providing for an effective date."

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

* Section 1. AS 38.05.180(h) is amended to read:

(h) The commissioner may include terms in any oil and gas lease
imposing a minimum work commitment on the lessee. These terms shall

be made public before the sale, and may include appropriate penalty

provisions to take effect in the event the lessee does not fulfill the
minimum work commitment. If [SHOULD] it is [BE] demonstrated that a
lease has been proven unproductive by actions of adjacent lease
holders, the commissioner may set aside a work commitment. If amini—

mum work commitment 1is not fulfilled because <conditions preventing
drilling or exploration were not reasonably foreseeable by the lessee

or were beyond the lessee"s control, the commissioner may waive for

-1- CSSB 232(Fin)
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Introduced: 3/13/85
Referred: Resources and Finance

BY THE RULES COMMITTEE BY
IN THE SENATE REQUEST OF THE GOVERNOR

SENATE BILL NO. 232
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL

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

by the State of Alaska to the Golden Valley Electric

Association; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The "Agreement for the Sale and Purchase of Prudhoe Bay
Royalty Oil" between the State of Alaska and the Golden Valley Electric
Association, dated February 8, 1985, is approved and ratified.

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

10.070(c).

-1- SB 232
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TO: Senate Resource Committee Members

FROM: Senate Resource Committee S
RE: Senate Bill 232 ,
"An Act approving the sale of Prudhoe Bay royalty oil by the

State of Alaska %o the Golden Valley Electric ASssociation, and
providing for an effective date."

Because of ,the,heav¥ agenda for today's meeting and. the complexities of

this bill, it is no exRected that the committee wjll Bass out SB 232 at

its first hearing, Rather, (his initial meeting will be used to provide
members with the back?round briefing material for this bill and to have

Kay Brown, Director of the Division of Qil and Gas ,DePartment of

Natural Resources, give a brief overview on the subject.

Enclosed in this packet are the following documents:

1) Amarch 19, 1985 issue summary memo to Mike Davis, Chairman, House
Special Committee on Oil and Gas, from Jonathan Sperber, staff to
that committee.

2) The Governor's transmittal letter.

3) Azero fiscal note by the Department of Natural Resources.

4) Resolution 85-1 and a transmittal letter by the Alaska Royalty Oil
and Gas Development Board endorsing the GVEA contract.

5) A statement by MAPCO.
6) Royalty oil production tables.

1) Atransmittal letter to Senator Sturgulewski from Commissioner
Wunnicke.

8) ADNR briefing paper on the proposed GVEA contract.
9) Acopy of the public notice for the GVEAcontract.
10) DNR final findings and determination,



11) The proposed contract between the State of Alaska and GVEA

12) A document entitled "Exhibit A" that was signed by GVEA and MAPCO
on February 8th of this year and is referenCed in”the contract.

13) "Exhibit B", that details the assignment and product sales
agreement between MAPCO and GVEA

14) A petroleum products agreement between GVEA and MAPCO,

15) An irrevocable letter of credit from the state to GVEA for $5.4
million dollars.

16) Two letters of concern by Tesoro.
17) A 1983 report by House Research on MAPCQ's contract.

18) Statements by Kay Brown to the House Special Committee onOil and
Gas on March' 20" 21, 1985.
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H ouse Special Committee on O il and G as

To: Rep. Mike Davis, Chairman

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

Re: HB 287

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

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

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

Contract tem-.: duration, volume, premium
Three-year cancellation clause

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

Consumer savings v. MAPCQ profits

Value of royalty oil taken in-kind v. in-value

o r W

1. Contract Terms

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

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

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

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



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

with Chevron last year. Premiums on competitive bid salessignificantly
exceed those on negotiated sales, however, asevidenced by average premiums
of 310, 690, and 840 on the three Prudhoe Bayand Kuparuk categories offered
in the December, 1984 competitive bid sale.

2. Three-Year Cancellation Clause

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

3. Agreement For the State to Not Purchase Royalty Oil

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

Return (or residual) oil is returned by MAPCO to the Trans-Alaska
Pipeline at Fairbanks, and is then reclaimed by MAPCO as whole crude oil
at Valdez. MAPCO may then exchange this oil for crude oil from the North
Slope, thereby repeating the process of receiving, refining, returning,
and exchanging oil. As a penalty for returning lower-quality oil into
the pipeline, MAPCO pays a quality bank differential of 100 per APl degree
loss. At a 7 degree quality loss, MAPCO would pay a penalty of 700 per
barrel.

4. Amerada Hess Adjustment Liabilities

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



5. Consumer Savings v. MAPCO Profits

Each barrel of crude oil refined by MAPCO produces approximately 5.25
gallons of turbine fuel and 11.18 gallons of jet fuel and diesel/heating
oil. The remaining oil is reinjected into the pipeline as resid. MAPCO
marks-up turbine fuel at about 90/gal. (from assignment agreement with
MAPCO) and jet and diesel/heating oil at about 260/gal. (from Alaska Petroleum
Product Pricing). This implies an annual gross profit of about $1,800,000
based on 1469 b/d at a mark-up of $3.38 per barrel. Operating and depreciation
expenses would be deducted from this figure to arrive at MAPCO"s annual
net profit.

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

The difference in net value between oil taken in-kind and that taken
in- "alue is based upon the premium and the extent (if any) to which the
West Coast value of return oil emerging at Valdez exceeds the in-value
price paid of it plus the guality bank penalty.



BILL SHEFFIELD

GOVERNOR

S tate o f A 1 as k a
OFFICE OF THE GOVERNOR
Juneau

March 13, 1985

The Honorable Don Bennett
President of the Senate
Alaska State Legislature
Pouch V

Juneau, AK 99811

Dear Senator Bennett:

Under the authority of art. IIlI, sec. 18, of the Alaska
Constitution, | am transmitting a bill that provides for
legislative approval of a royalty oil contract between the
state and Golden Valley Electric Association for the sale of
Prudhoe Bay royalty oil. Also transmitted with this bill is
a copy of the resolution of the Alaska Royalty Oil and Gas
Development Advisory Board recommending approval of this
contract, along with a letter from the board chairman. This
resolution is being transmitted in accordance with
AS 38.06.040(a)(3) and AS 38.06.070(c).

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

This contract 1is being submitted for legislative approval

for two reasons. First, although this and the previous

administration have consistently taken the position that the

statutory requirement of legislative approval of royalty oil

contracts (AS 38.06.055) 1is unconstitutional, as a matter of
comity I respect the legislature™s desire to have a direct
voice 1in major disposals of royalty oil. Therefore, this

contract contains provisions vrequiring approval by the
legislature before it becomes effective. Second, this bill

would ratify the agreement for sale of oil. This ratifi—
cation would cure any procedural defect that may have recur—
red in the process of entering into this contract. Although
we believe that all necessary steps have been taken, the
statutes and regulations governing the disposal of royalty
oil represent often conflicting desires and goals - both

procedural and substantive. For example, even 1if statu—
torily requiring legislative approval were constitutional,

the present statutes provide, on the one hand, that the

legislature is to approve the contract by enacting



legislation (AS 38.06.055(a)), but, on the other hand, they
also provide that a report of the Royalty Board "shall be
submitted for legislative review at the time a resolution
for legislative approval of a proposed disposition of
royalty oil and gas 1is introduced 1in the legislature”
(AS 38.06.070(c)). Since legislative approval 1is required
anyway as a matter of contract, 1 believe that it is only
prudent to present this contract for legislative approval

and ratification at this time.

Sincerely

Bill Sheffield
Governor



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date:

FQUEST | FISCAL DETAIL
ffsulutonio 955%@@5%% Al Teeurees

BRU, Program or Subprogram”J Affected:

equestar il and Gas
Eat of Eequest_ O G

& NG RS & N® FY
10 R M

200 TRVEL

100 CONTRACTUAL

i*00 SUPPLIES

500 EQUIPMENT

500 LAND & STRUCTURES
700 CRANTS, CLAIMS
300 MISCELLANEOUS

TOTAL CPERATING -0- -0- -0- -0~ -0-

CAPITAL

C REVENUE

FUNDING.  (Thousands of Pol ars)

ILNtRAL FURIP
-EDERAL FUNDS

3THER

TOTAL -0 - -0 - -0 - -0 - -0 -

Title? nppr-nving royalty nil__
contract- with GVEA
0nsor:.

-ULL-i If
3ART-TIME
TEMPORARY

ANALYSIS:  Attach a separate page if necessary

No fiscal impact.
BT%})&[‘Ed B Nftd Farauhar hone:  465-2400
SIOﬂ Commissioner's Office ate: March 5, 1985
Approved bv Commissioners [NANN-NADate: warch s, 1985
genCy Natural Resources
Distribution (b ncy preparing fiscal note):
Isiatlve ¥|naq1 yPrep J )

?absesaglve ponsor
?mpacteg Al\élg%(ne rBt and Budget 111184



BILL SHEFFIELD, GOVERNOR

DEPARTS ™T OF NATURAE RESOURCES

DIVISION OF OIL AND QAS

70
ANCHORAGE, ALASKA 99510

March 11, 1985

he Honorab}e Don_Bennett
eside ﬁhe SFna e
ag a State Legislature
Juneau, Alaska 99811

Reference: "An Act Relatln to the Sale and Purchase of Royalt rom the
q I%}It betwe I the State of Alaska Rl(f (%Ié)en Valley
Iec rlc somatlon,

Dear Mr. President:
#258%?{“”‘3? e ’}?sk%? %Oa‘hy%n o e o fopmens y"‘é{v@SPg'%efa' § ekt
éeﬁo mew%ley Iglecemeglsslgomatlaﬁpr?ve the reference sale 0 ya oil to

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

] %mes B. Gottstein
alrman



The Alaska Royalty Oil & Gas Development Advisory Board

Resolution 85-1

Findings

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

| -

2. On January 16, 1985, the board received the conmissloner®s final
findings and determinations on the sale of Prudhoe Bay royalty oil to
CYEA.

3. On February 8, 1985, the State of Alaska, tfirough 1m* comnlssioner,

executed the agreement for the sale of royalty oil with GVF\ and
provided each board member with a copy of the GVEA contract.

4, On February 20, 1985, the board held a public hearin rhorage,
with telecommunication hookups 1in Fairbanks, Juneau,®"and Valdez, to
receive testimony on the proposed sale of Prudhoe Bay royalty oil to
GVEA and met to discuss the GVEA contract, the commissioner®s findings
and determination, and the public testimony.

Conclusions

Based on the board"s review of the GVEA contract, the commissioner®s findings
and determinations, and the public testimony, the board concludes that the
proposed disposal of Prudhoe Bay royalty oil toGVEA meets the requirements of
AS 38.06.

Resolution

Based on these findings and conclusions, the board recoiranends to the
Fourteenth Alaska Legislature that the "Agreement for the Sale and Purchase of
Royalty Oil" between the State of Alaska andGolden Valley Electric
Association, Inc., dated February 8, 1985, be APPROVED.

Dated: March 11, 1985
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STATE OF ALAKA

COMETITIVE ROYALTY OIL ALE£

DEL 11, 194

ESTIMED CONTRACT  TOTAL EST.
BRES  LBGH BARRELS
(NDAS) PRONTRACT  FRICE

PURCHASR LOT t PER DAY
CATEXRY A-  KUPARLK
OCVRGN * 1 5,am
UNION « 2 5MI
GHBRN e 3 5,9M
SUBTOTAL iS5, st
HIGHEST PRAVIIUN BID:
CATEXRY B: PRIDHE
US. OIL 1 5,80
US. OIL 2 5,044
OBVRON * 3 5,8M
QBEVRON ¢ 4 5,4M
HBRN * 5 5,444
TEXAD ¢ 6 5,044
TEXXO ¢ 7 5,84
TBEXAO * 8 5,0M
TEXACD * 9 5,94
TEXAD » 18 5,80
SUBTOTAL 58,94
HIGHEST PREMIUM BID:
CATEXRY C: PRIHE
GBRN ¢ 1 5,94
TEXAD ¢ 2 5,94
TEXACO * 3 5,94
TEXD ¢ 4 5,984
SHIO 5 5,94
SUBTOTAL 5,84
HIGHEST PREVIIUM BID:
TOASFRALLOS: 18 N 44

(D THESE PROJECTIONS ASSUC THAT CURRENT MARKET COWITIONS A\D PRICES ONTIHE.

@ THIS AVONT IS THE DIFFERENCE BETWEEN THE ESTIMATED ROYALTY-IN-VALLE RECEIPTS BASD (N THE
VOLUVE WEIGHTED AVERAGE OF PRODUCERS RERCRTED "ETBACX FRICES (CCTCERR) A\D TREESTIVATED
RECEIPTS CF THE QOTETITIVE SALE BASED ON EBID PRAMIWM PLUS TVE BASE FRICE.

) PRICRITY BICCERS

1825
1825

<182

BHEGHEREBRE

<l

R

182.5
182.5
1825
182.5

<1.93

BAE

a2, SM 118.92
912,54 116.92
a2, SM 118.92
2,737,5n _
ABRAGE PREVIWM BID:
1,85,% <7.92
1,825,4M 7.9
1,85,448 7.
1,85,4n $7.92
1,85,4n S7. R
1,85,4n $17.92
1,825,4M <7.92
1,85,4n $L7. R
1,85,4n <7.92
1,85,% <7.R
18,250,9M
AVERAGE PREMIUM BID:
912,44 <17.R
9I25M ¢ $17.Q
912,5M 7.
912,5M $7. 2
912,5N $7.@
4,562 ,5\
AVERAGE PTNIUM BID:
oc PM AMA

FREVIILM

M.S1

<14
<14
<.13
<1.13
<1.43

43
$164
<1.84
4.64

4.8

1.8
464

84
8.5l

<169

TOTAL
REALIZD

O

116,187, 74.M
115,323,12S.M
<15,5%,85 4

47,745,544 84

<34,6*2,88183
<3#,882,811n
<34,583,75141
<34,583, 75IM
<34,583,75141
<33,872,8HM
<33,872,91 84
<33,872,4M.N
<33,872,H4141
<33,872,981M

<342,315,25148

<17,21,875.83
$16,936,900.M
<16,936,94144
$16,936,4M. 44
<16,817,3/5.91

<84,917,25198

$474,938,981 83

PAE 1

DIFFERBNCE
REALIZD

(O}

<844,177.13
<G39,562.13
<21,452.13

<1,54,781.38

<1,783,6%./
<1,783,6%6.5
<1,68,48.7
<1,685,4"\75
<1,685,48%.75
<973,656.75
<973,66.75
<O73,66.7
<973,6%6.75
<973,65.75

W2, 742.88
<486,827.88
<486,827.08
<486,827.88
<38,282.83

<2,671,39.38

$17,%7,9718.25



STATE OF ALASKA
CIKETITN* ROyfeTY OIL SALE

DEC. 11, 1964

NUVBRR OF BICS SUBVITTED:
NUVBER OF BICDERS PARTICIPATING:  *

HIGEST PREVIUM BID:
SBWITTED BY:  U.S. OIL

ESTIVATED TOTW. REVENUES FROM SALE:
QOVPANY WITH MOST WINNING BICS:

NUVBER OF LOTS WON BY PRICRITY BICDERS:
NUVBER OF LOTS WON BY NONHRRICRITY BIDDERS:



g*P n CTP
BILL SHEFFIELD, GOVERNOR

ey F

DEPARTMENT OF NATURAL RESOURCES POUCHM

JUNEAU, ALASKA 99811
PHONE: 907-405-2400

OFFICE OF THE COMMISSIONER

March 19, 1985

The Honorable Arliss Sturgulewski
Chair, Senate Resources Committee
Alaska State Legislature

Pouch V

Juneau, AK 99811

Dear Senator Sturgulewski:

I am enclosing information about the proposed royalty oil
contract between the State and Golden Valley Electric
Association (SB 232 and HB 287).

This information includes a briefing paper and the Depart—
ment®"s final finding and determination from January. The
Royalty Oil and Gas Advisory Board provided recommendations
in separate letters to House Speaker Grussendorf and Senate
President Bennett on March 11.

Please inform me or Kay Brown, Director of the Division of
Oil and Gas, if you need more materials or background. I

look forward to working with you on the proposed royalty oil
contract.

Sincerely,

Esther C. Wunnicke
Commissioner

10-J9H



Background Information on SB 232/HB 287
Overview of proposed GVEA long-term contract
dated February 8, 1985

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

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

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

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

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

Security - GVEA will provide a letter of credit to the
State in the amount of $5,316,000, which 1is equivalent
to approximately 60 days®™ worth of oil.

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

Exhibit A - The proposed long-term contract contains as
Exhibit A an agreement signed by the State, GVEA, and
MAPCO. Exhibit A recognizes existing agreements
between GVEA and MAPCO, under which MAPCO takes GVEA"s
royalty oil, refines it and sells the resulting turbine
fuel to GVEA. In Exhibit A, the State consents to
those agreements so long as they are not modified to
reduce the benefits to GVEA"s consumers. Exhibit A
also provides that MAPCO will pay any Amerada Hess
adjustments on the royalty oil turbine fuel it sells to
GVEA, except that 1) GVEA will pay Amerada Hess adjust—
ments on the last 12 months of turbine fuel purchases
prior to resolution of Amerada Hess, and 2) GVEA will
pay all Amerada Hess adjustments on the royalty oil



turbine fuel if it terminates the agreements or causes
the State to terminate the royalty oil contract.

Return Oil - The State will have the option to purchase
all return oil produced, refined or exchanged under the
contract. However, 1in exchange for MAPCO"s agreement
to pay Amerada Hess adjustments, the State agrees not
to exercise 1ts return oil option.
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DEPARTMENT OF NATURAL RESOURCES
[ POUCH 7-034
DIVISION OF OIL AND GAS ANCHORAGE, ALASKA 99510

STATE OF ALASKA
Alaska Royalty Oil & Gas Development Advisory Board
Notice of Public Hearing

The Alaska Royalty Oil and Gas Development Advisory Board will hold a public
hearing on a proposed sale of State royalty oil from the Prudhoe Bay Unit.
The hearing will be held by teleconference on Wednesday, February 20, 1985, at
10:30 a.m. The teleconference system will be available at that time in
Anchorage, Fairbanks, and Juneau. The public may appear at the Tfollowing

locations to present testimory:

Legislative Information Office Legislative Information Office
1024 West 6th 315 Barnett Street, Suite 101
Anchorage, Alaska Fairbanks, Alaska

278-9624 452-4448

State Office Building

10th Floor Conference Room
Juneau, Alaska

465-3836

The Department of Natural Resources has proposed a long-term, noncompetitive
sale of State .oyalty oil from the Prudhoe Bay Unit to Golden Valley Electric

Association (GYEM.

The proposed GVEA agreement is for the sale of 2.667% of the daily royalty
oil available from the Prudhoe Bay Unit (approximately 5,000 bpd). The
contract would commence four months after approval by the Governor and the
Legislature, and would terminate June 30, 1995. The proposed contract
includes a provision allowing either party to reopen price negotiations during
the month of July, 1987 and every two years thereafter.

The Alaska Royalty Oil and Gas Development Advisory Board, under AS 38.06.040
(2)(2), is required to "hold public hearings on" proposed sales, exchanges, or
other disposals of royalty oil or gas to determine whether the proposals

comply with AS 38.06.070."

AS 38.06:070 spates the "criteria™ tie Board must consider in the exercise of
its powers. These are:

(1) the revenue needs and projected fiscal condition of the state;

(2) the existence and extent of present and projected local and regional
needs for oil and gas products and by-products, the effect of state and
federal commodity allocation requirements which might be applicable to

those products and by-products, and the priorities among competing needs;



(3) the desirability of localized capital investment, increased payroll,
secondary, development and other possible effects of the sale, exchange or
other disposition of oil and gas or both;

(4 the projected social impacts of the transaction;

(®5) the projected additional costs and responsibilities which could be
imposed upon the state and affected political subdivisions by development
related to the transaction;

() the existence of specific local or regional labor or consumption
markets or both which should be met by the transaction;

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

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

The evaluation of proposed jales in accordance with thecriteria and the
public hearing process is to enable the Board to more effectively carry out
its purpose to "facilitate the wise development ofAlaska®s oil and gas
royalty interests by providing means and procedures for sales, exchanges or
other disposition of those interests in ways calculated to promote private
economic growth consistent with applicable environmental standards and public
fiscal stability...." AS 38.06.010. The Board is required to recommend to the
State Legislature whether the proposed sale to GVEA should be approved or
rejected. AS 38.06.050

The Board solicits comments from the public concerning this proposed sale.
You are invited to present a statement, oral or written, at the hearing or
send it directly to the Chairman, Alaska Royalty Oil and Gas Development
Advisory Board, c/o Kay Brown, Director, Division of 0Oil and Gas, Department
of Natural Resources, Pouch 7-034“%Anchorage, Alaska 99510.

Copies of the proposed meeting agenda, applicable Alaska statutes,
regulations, and other information relating to the proposed sale may be
obtained by contacting Sandra Schwartzbauer at 265-4274.

James B. Gottstein
Chairman

Pub: January 17, 1985



State of Alaska
Department of Natural Resources
Final Findings & Determination
to Sell Prudhoe Bay Royalty Oil to
Golden Valley Electric Association, Inc.
January 16, 1985
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11, Background and Chronology.
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and GVEA In view of thos servations ang the limite trEte or rP‘rr

er

t—l-f—l-
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On November 29, 1984, GVEA an the Deg rtmen}] reached tentative
aﬁre ment on a new fo t

ong-term cpn ac o resen oa a

-t t { { d

Islatye. The “terms o ro %seg contract, rc gv ed

rtgt nts mrn rﬁ n rn etermination e ell Egy
afley Electrrc Association, Inc. December ,
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[11. Surrmary of Proposed Contract Terms.

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

a)  Hie (monthly) volume wejghted avera the Pudho a
@ Iesseeg ryen report edg netbac gfces as adjruste Ft/

transportatron and other costs by those lessees.

(b) ﬁtdedms(trdale ar(r)r Qd?rs p”mat“\drahlm GVEA assrgne

ispufing the vaIrdrtg/ rrud/r_heso B0 1o ks ees imeron
I-feps rted 3 thack prices | State of Alaska, et a

(c) Those wﬁleanrn and 8ckehydratron field coats which the s!ate must

Bt {1 e s Wl s Ve ekl

ron}t Pru equ

%e 0 therr current reported retback prices, as

ctrvey aLuste lfpon resolutron of the Ameaaf ess
i1 |g1<at|dpn or ta |ng |t e to Its royaJtY share of ol or

|sp a 1980 partial  settlement P d

Ameraa I-\ess atron ﬁe state acknowe ed [imite
responsibility or ertarn field costs In eirther case. And,

(d) AS$.30 per barrel premium,

aver
retro

(a) The date of first de]hver%/ WI|| be four monﬁhs after enactment

Islatiqn te of Alaska (includin rova

he %%vernod drovrn the agreement uniess tegstap In rpd
sole drscretron sets an earliér date

(b) The termination date of the contract is June 30, 1995,

¢) The_price specified above is subject tp renegotiation in Ju

) condr)aacnt e\Pery two years theredteter ?or trheg duratron of *he

antity:  2.657% (approximately5,000bpd) of  dailyroyalty oil
rom the P2ru6ddde pd)ay Jnately pd) o yroyalty

4. Point of Delivery. Custody transfermeters into theTrans Alaska
Pipeline system at Prudnoe Bay.
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8. Standard Contract Terms: The contract will contain all appropriate
standard state contract terms.
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V. Comments Received
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ﬁg SF?relr ?Irr

e
%mﬁ asrzers In "'t mi ar\( ndrn {0 ose Jrsr?o% ase
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V. Contract Revisions
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GVEA's total turbine f VE&onsum tion now accounts for about 450( Its fuel
USe. e baIance en ratro come? from coal. . Give e
aeratron 05tS o coaI |re eneration an 8

scomjed t rbrne ue t pro || wg&tract Wou
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ma or eneficiary “of the prror tK oil contract,. In g rt thro gh 1S

er th return orI stae as sour%ht additional cons ratron
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In addition to the revisions of the In-stat and return oil provi
other chan%es ave bee ma e to the gropose 1%3893 contr ct to &%on orm &\?Qaa

%oposeﬂ ntract to the sfate's mob {e rag orms
ese C anrlres car be found In §ectr B ection 8.
Receive 01I) Article XIX (Amen men8 and a number of minor areas.
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I 0
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An additional sentence In Article XIX end states that, materral
imenrgmen to the contract which aﬁova éAE gs tth % ra recerve
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Bfasﬁ< %hrs contract Ignguag P requrredtb A{’ 3% 8
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Minor revisions, can be . found in two sections of Article V (Payme[rts anp
Accounting). Thes revrsrons which  track te state's recent royat 0l
contf]acts gra terms ?f ament so what, more strrngené the
urchaser. tron 3 now ca Is dpaélmentb y Wire trans er,”an onger
rovr rica cceptable ba IS

%[ [ ce mrsSaZkes as or farIrng eP h
mount Sec% Is el) mrnats severa clrrcumstancs Previous
specified as accept e grounds or fallure to make full payment

The remarnrn changes to the GVEA contract gre technrcal In nature and concern

umerrca corrections, date correctrons defrnrtro a |on chan es rn
formaf, .and ml@f vr?rons ? ections %o 8 rQ

utho .7[at|0n )., and referentia rrrng ]so é or yay a

een eeted throré%hout the contcht n]/ erev an

o, lprece t]e wor
certajn terms unnecessary the Introduction of the term "Purchase
Price” have been deleted.

The clauses particylar to GVEA's situation, and tp long-term negotiated
; L1 F ft intact. Exa pPes mglude Sect?on 5.1

rbtgaclts " eneraGVEﬁhave beeeh 0 _change certaln buds
antr}tyyb ?t receive é Sct?oﬂ 7%1\/% eIIer?s Remedp ﬁ
ows the sta 0 reIease | rom e In-state u e rqurremen he
tate's sole rscre lon.. . Section 8 osrt efaut or
ermrnatron aso Is rnto t S cate o s obr atr n to cont
E%//men In" eyent o efault mo rather he sana]

even-month, duration. Thrs IS aHse the Pru hg aIy tpro ucers. wi
con raritua areement accept. physica custog 0 smaI quantities of

{ Ity oil for
saYe tg WHW vry thin thaY qnt?alnct?ty ranegev0 Uz OF Toyalty oil”propose
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VI.

Findings and Detemi nations.
1. Competitive bidding is waived.

I have de[ermrned in accordance witl AS 38.05,183( al) that fhe hest

teresﬁ 0 B fate oes Ot re ure com etrérve mg or thi
[fOSa making™ this awar

mtere% ﬂ the sta te IS, s v
dr acrors other tﬁJan ﬁ Ighest ﬁrce received fro %com titive sale.
hose factors are detailed in“the following section of this document.

RY Sedstfgdgr e e/s%b’ %6%687dm§l{8d ) e consigerations O?'r's Y
consumers sposa com etitive bid with the award det ermme entrrel%
Lrﬁron the cas va ue ffere |sn nt?re In the best In erest 0

IS instance., Rather, |t best Interest.of the state to spose
his ro(YaI ol which offers rmﬂ]rmm benefits to ﬁate

citizens a]

recglr] ved

retroactrveayy a
. The sale is in the best interests of the State.
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AGREEICNT FOR THE SALE AND
PURCHASE OF ROYALTY OIL

THIS AGREEMENT is entered into as of February 8, 1985 by and between
THE STATE OF ALASKA ('Seller') and GOLDEN VALLEY ELECTRIC ASSOCIATION INC., an
Alaskan Electric Cooperative Corporation, hereinafter referred to as

""Purchaser"".

ARTICLE 1
DEFINITIONS

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

following respective meanings:

1.1 "Commissioner” means the Commissioner of the Alaska Department of

Natural Resources or her designee.

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

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

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

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

of the Unit Agreement.

1.5 "Lessee means apy person owning a working interest In any of the

Leases.

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

the first day of the next succeeding calendar Month.

1.7 "Oil1"™ or "crude oil" shall have the same meaning as the word "Oil"

under the Unit Agreement.

1.8 'Point of Delivery" shall have the meaning set out In Section 2.4.



1.9 "Royalty Oil" means the Oil which the Seller may take 1n-kind

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

take or iIs taking that royalty in-kind.

1.10 "Daily Royalty Oil'" means the quantity of Royalty 011 produced by the

Lessees each day.

1.11 *Unit Agreement' means the Prudhoe Bay Unit Agreement effective April
1, 1977, by and between Seller and the Lessees, as amended from time to time.

1.12 "TAPS'" means the Trans Alaska Pipeline System.

ARTICLE 11
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 Dai ly 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 (0) days iIf the amount iIncreased or decreased is less than 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 tne Leases. Seller disclaims and
Purchaser wailves any representation, covenant or warranty, expressed or
implied, as to the specific quantity or the total or daily, Monthly, average,
or aggregate volume of Royalty Oil to be sold or tendered under this
Agreement. Seller warrants that 1t has good title to the Oil tendered under
this Agreement. Seller shall hold Purchaser harmless from all liens,
encumbrances and valid adverse claims that may affect the Royalty Oil at the

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

stored or recovered.

2.2 Quality. The Oil sold shall be the same quality as the Royalty Oil
delivered by the Lessees to the Seller at the Point of Delivery. It is
understood and agreed that the quality of the Oil sold may vary from time to
time. Seller disclaims, and Purchaser wailves, any guarantee, representation,
or warranty, either expressed or implied, of the merchantability, Tfitness 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 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 eqgual 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 Pruchoe 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 iIn State of Alaska, et al v. Anerada Hess Corp., et al.,
(Superior Court for the State of Alaska, First Judicial District at Juneau)
("'Amerada 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 iInformation submitted by the Lessees for
production tax or other tax purposes, as may be adjusted from time to time as
provided iIn this Agreement. Buyer will only be entitled to review or request

material or iInformation which 1is not confidential under state law or

regulation.



The method, basis and amount of royalty due Seller whenit takes iIts
royalty 1n value from the Leases is presently the subject of litigation in
Amerada Hess. One of the issues involved is the proper method tobe used by
the Lessees in calculating the state®s royalty when the royalty ispayable in
money (in value). Until there 1s 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 Seller for royalty
purposes or, when the royalty reports are unavailable, incomplete, or
inaccurate, upon iInformation submitted by the Lessees for production tax or
other tax purposes, plus $0.30 per barrel plus the Field Cost Allowance as
determined under the Settlement Agreement. Upon Tfinal non-appeal able
resolution of each of the various issues that are or will be involved iIn

Amerada Hess, adjustments will be made to previous payments in accordance with

each resolution.

IT additional amounts are owed by Purchaser to Seller, iInterest on those
amounts will be paid at a variable interest rate which is the higher of: (@)
the reference rate as may be announced from time to time byThe Bank of
America, San Francisco, California, plus three percent (3%); or (2 the rate
of return as is realized from time to time in the investment of the State of
Alaska®s general fund. Amounts owed from Seller to Purchaser shall be repaid
at the rate set out in Article 5.6. Buyer will not voluntarily intervene or
otherwise participate In Amerada Hess unless Seller expressly consents to that
participation iIn 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.

IT any applicable law of the United States of America orany rule or
regulation promulgated by a federal agency will, in the judgment of Seller,
operate to prohibit or prevent Seller from receiving the full amount due under
the above provision, Purchaser®s obligation to pay the 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.



Either party shall have the right to reopen this Agreement, as to price
only, during the tenth of July, 1987 and every two years thereafter for the
purpose of negotiating a new price for the Royalty Oil to be paid under this
Section 2.3. The right to reopen may be exercised by either party by giving
to the other party thirty (30) days prior written notice. Upon receipt of a
notice to reopen, the parties will promptly commence good-faith negotiations
in an attempt to establish a new price. In the event that a new price is not
agreed to by the parties within ninety (90) days of the effective date of the
notice to reopen, either party may terminate this Agreement upon nine (9
tenths written notice to the other. The price for any Oil tendered during any
such period pending termination shall be calculated as set out hereinabove or
as agreed to In a previous reopener. If a new price is agreed to by both
parties, such new price shall be effective for Oil tendered iIn the Month

following agreement by the parties on the new price.

2.4 Point and Time of Delivery. Simultaneous with receipt of iIts Royalty
Oil from its Lessees, Seller shall tender the Oil to Purchaser at the point at
which Seller receives the Royalty Oil from its Lessees. That point as
presently agreed to by Seller and its Lessees in Section 2.3 of the Settlement
Agreement is the custody transfer meters into TAPS at Prudhoe Bay.

2.5 Passage of Title and Risk of Loss. Title and risk of loss to the
Oil sold under this Agreement shall pass from Seller to Purchaser for all
purposes when Seller tenders the Oil at the Point of Delivery.

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

after title has passed to Purchaser.

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

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



at the time or times requested by Seller, Purchaser shall submit specific
information concerning the arrangement it has made for transportation of the
Oil sold under this Agreement through and away from TAPS and for the resale or
other disposal of the Oil. Such information may Include the specific tenders
of Oil made to TAPS and identification of tankers which will transport the
Oil. In addition, Purchaser will provide Seller, if and as requested by
Seller, with satisfactory evidence or reasonable assurance of the existence
and continuing validity of adequate arrangements forthe transportation or
disposal of the Oil subject to this Agreement. Failure to provide
information, evidence or assurances requested will, at Seller®s election by
notice to Purchaser, be a material default under this Agreement.

2.8 Absolute Obligations. The obligations of Purchaser to accept, pay
for, and arrange for the transportation of the Oil tendered or sold under this
Agreement are absolute and will not be excused or discharged by the operation
of ary disability of Purchaser, event of force majeure, iImpracticability of
performance, change in conditions, or any other reason or cause.

2.9 Date of First Delivery. The date of First Delivery will be four (4
Months after the Effective Date unless Seller, iIn its sole discretion, sets an

earlier date.

2.10 Performance Guaranty and Reservation Fee. If Purchaser does not take
the Maximum Quantity on the Date of First Delivery, Purchaser shall pay to
Seller, iIn addition to the Purchase Price, an amount equal to1.25% 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 OQil
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 Quantityand the Actual Quantity for eachday Purchaser
did not take the Maximum Quantity on and after the Date of First Delivery. IFf
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Purchaser should thereafter decrease the amount of 011 to be tendered under
this Agreement, Purchaser shall pay to Seller, in addition to the Purchase
Price, an amount equal to JS% of the Purchase Price per barrel per day after
th® date that the decrease in the amount of Oil to be tendered by Seller takes
effect on the difference between the Maximum Quantity and the Actual Quantity.

2.11 In-State Processing. Purchaser agrees that all Oil purchased
under the terms of this agreement shall be processed or burned iIn the State of
Alaska. As used iIn this Agreement "processed or burned in the State of
Alaska" means the following described uses or a use substantially similar to
those uses, which provides an equivalentbenefit to GVEA"s consumers.
Purchaser has assigned i1ts Oil to MAPCO PETROLEUM Inc. for processing the
crude oil into a fuel usable at Purchaser®s generating station. Under this
arrangement, Purchaser 1is assured of a dependable supply of Tfuel, v;hich
assists Purchaser 1iIn providing uninterrupted electrical service to its
consumers. Purchaser also receives from MAPCO a lower refining charge or
processing fee which Purchaser passes directly through to its consumers in the
form of reduced electric rates. IT Purchaser®s arrangement with MAPCO ever
fails to yield these benefits, Purchaser has a commitment from the Rural
Electrification Administration for mortgage funds to be made available to pay
for the prompt conversion of Purchaser"s generating units so that the Oil
could be burned as fuel by Purchaser without, first being processed. Upon such
conversion, Purchaser could again provide its consumers with a dependable

supply of electricity at a cost lower than otherwise possible.

Purchaser"s continued receipt of a dependable supply of fuel upon terms
that allow Purchaser to provide its consumers with electricity at a cost
significantly lower than otherwise possible is a material element of this
agreement. Purchaser"s failure to process orburn iIn the State of Alaska as
defined 1n this Agreement the Oil tendered under this agreement will, at
Seller™s option, constitute a material default under this agreement. However,
Seller may, at 1its option, waive the IiIn-state processing or burning
requirement in whole or in part, if Seller is satisfied that the waiver would

not be contrary to the underlying intent of the other provisions of this

Agreement.



ARTICLE 111
REPRESENTATION AND OBLIGATIONS OF PURCHASER

Purchaser warrants, represents, and agrees:

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

covenants and obligations under this Agreement.

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

3.3 Financial Statements. As soon as possible after the end of each
fiscal year of Purchaser, and iIn any event within one hundred twenty (120)
days thereafter, Purchaser will Tfurnish to Seller, at Purchaser"s sole cost
and expense, a report or acomplete copy of a report ina form to be
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 1n each case in accordance with generally accepted accounting
principles consistently applied by certified public accountants of recognized
standing. For purposes of complying with this Article, Purchaser may submit,
and Seller will accept, the annual report of the Golden Valley Electric

Association, Inc.

3.4 Option to Purchase Return Oil. IT Purchaser assigns Oil purchased
under this agreement for fuel usable iIn the present configuration of its
generating station, there may remain a portion of Oil or Oil products which
will not be processed fo° consumption in-state ('Return Oil'). This Return
O1l may be shipped thvoxj.i TAPS. Return Oil shipped through TAPS becomes
intermingled with unprocessed crude oil so that when the Return Oil 1is picked
up in Valdez it is identical to the common stream crude oil shipped through
TAPS. A shipper of Return Oil presently iIs, and may continue to be, liable
for the payment of a quality bank adjustment differential based upon the
resulting degradation of TAPS common-stream crude (‘‘quality penalty™).

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

months®™ advance written notice.

Seller shall have the option to take title to the Return Oil either at the
tanker flange inlet in Valdez, Alaska, or at the MAPCO refinery outlet to the
Golden Valley Pipeline at North Pole, Alaska. The per-barrel Return Oil
purchase price shall be thefull cost toPurchaser or Purchaser"s assignee at
the point of redelivery minus agy '‘quality penalty' which had or would attach,
which will be paid by Purchaser. Purchaser or Purchaser®s assignee will

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

transportation of the Return Oil through TAPS.

Purchaser or Purchaser®s assignee shall furnish Seller or the Seller's
designee, on or before the tenth day of the month following the month of
delivery, a provisional invoice covering the Return 011 delivered to Seller or
Seller®s designee In the preceding month. The price of the Return Oil to
Seller or Seller"s designee shall be the price paid by Purchaser for Ol.
tendered under this Agreement for the month preceding delivery. The Seller or
the Seller"s designee shall make payment to Purchaser or Purchaser"s assignee
on or before the twentieth day of the month following the month of delivery.
The initial billing may be adjusted iIn a subsequent month"s iInvoice as more
accurate or complete information concerning the quantity and Purchase Price of
the Return Oil delivered each Month is available. Subsequent adjustments to
the Return Oil initial billing shall also be made for Amerada Hess as
specified In Section 2.3 and for other adjustments as specified in Section 5.5.

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

Seller under Section 2.3.

The option to purchase Return Oil will remain in effect for the term of
this Agreement. Failure to exercise this option for any period of time will
not affect the Seller"s right to exercise the option at a later time. This
option, in whole or in part, and for any term, shall be freely assignable by
Seller and such assignment shall release Seller from all obligations to
receive or pay for the Retjm Oil sold under this option, provided, however,
that Purchaser or Purchaser®s assignee shall have the right to demand of an
assignee of the Seller reasonable security for the Return Oil sold to that
assignee. If authorized in an assignment by Seller, that assignee shall have
the further right freely to assign that option, however, that assignment shall
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at release the assignee (or any subsequent assignee) of ary responsibilities
or liabilities to Purchaser or Purchaser®s assignee unless agreed to by
Purchaser or Purchaser"s designee. Seller shall provide Purchaser or

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

ARTICLE IV
MEASUREMENTS AND TESTS

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

practices then in effect at Prudhoe Bay, Alaska.

ARTICLE V
PAYMENTS AND ACCOUNT ING

5.1 Billing. Seller will send to Purchaser, on or before the 10th
(tenth) business day of each Month after delivery of Oil, an invoice statement
of accoui.t of all Royalty Oil estimated to have been measured at the custody
transfer meter into TAPS and tendered to Purchaser under this Agreement during
the 1mmediately preceding Month according to the best information available to
Seller, the estimated Purchase Prices applicable to those deliveries, and the
total amount due ('initial billing'). The estimates will be made by Seller
according to the best information reasonably available to Seller. Seller may
render its 1initial billing to Purchaser based iIn 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 cs more accurate information concerning the quantity and
Purchase Price of Oil delivered each Month is available. Seller, however,
shall not be required to adjust the initial billing prior to the sending of

the next Month"s invoice statement of account.



5.2 elnitial Adjustment. After the Monthly invoice under Section 5.1,
the subsequent Monthly invoice will also state Seller®s initial adjustments to
be made, iIf any, to the invoice rendered 1n the iImmediately preceding 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 Section 5.5.

5.3 Payment. Purchaser will make payment of each amount billed under
this Article within ten (0) days after receipt of the iInvoice statement of
account. Payment shall be made without any deduction, set off, or
withholding, by wire transfer of iImmediately available funds to Seller”s

account at the following address:

First Pennsylvania Bank Philadelphia

ABA No. 031000024
For Credit to State of Alaska

Acxount No. 07/089250/00
Attn: Catherine Hess
Payment may be made iIn such other manner or to such other address as
Seller may specify iIn 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 isrecognized 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 Tfurnish Purchaser with the certified
statement of the Commissioner that the amounts billed are correct based upon
the best information available to Seller. IT a dispute concerning a bill

arises, Purchaser agrees topay the full amount billed bySeller, pending

final resolution of the dispute.

5.4 Payment to Lessee. Purchaser, at the request of Seller in the
invoice statement of accountor otherwise iIn writing, shall pay all or any
portion designated by Seller of that payment required to be made to one or
more of the Lessees at an address or addresses and in the manner designated by
Seller. The payment will be made within the time limit specified In Section
5.3. Seller may authorize and designate a third party to make the request and
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designate the amount, manner and place of payment under this provision.
Unless otherwise specified, the balance of the payment due, 1If arly, and
payment for subsequent Months, shall be made 1n accordance with Section 5.3.

5.5 Subsequent Adjustments. Purchaser acknowledges that more accurate
Information concerning the quantity of or Purchase Price for Royalty Oil
tendered may subsequently become available to Seller. In the event that any
such Information should subsequently become available to Seller, Seller shall
promptly furnish a corrected invoice statement of account to Purchaser and the
parties will adjust the amount billed and pay or refund the amount of those
adjustments. In the event that Seller should render a corrected invoice to
Purchaser, agy amount, to be refunded from Seller to Purchaser or paid from
Purchaser to Seller will be paid within fifteen (15) days after tne date of
the corrected invoice. However, when the adjustment concerns an amount last
invoiced more than sixty (60) days before the corrected invoice, the amount
will be paid by Purchaser or refunded by Seller, as the case may be, in equal
Monthly installments over the same period of timeas that over which the
adjustment accrued or six (6) Months, whichever isthe 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 agy Lessee(s) commencing at any ..me during the period six (6) years
after the date of the last invoice to which such adjustment relates, or any
resolution of disputes arising out of those audits. Adjustments due to audits
or regulatory proceedings or court proceedings may be made at any time. The

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

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

plus one and one-quarter percent (1.25%) per annum.
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5.7 Late Payment Penalty. If Purchaser fails to make +full payment
within one () day of the date that payment is due, then iIn addition to the
amount due plus iInterest 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 maydirect that Purchaser pay ary
amount due or which may become due directly to athird party iIn the manner and
time as may be directed by Seller iIn written notice to 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

This Agreement shall become effective upon execution by the parties and
after enactment of legislation by the State of Alaska (including approval by
the Governor) approving this Agreement. This Agreement shall be null and void
if It is not so approved by September 30, 1985. Subject to the other
provisions contained iIn this Agreement, Seller"s obligation to sell and
Purchaser®s obligation to buy Royalty Oil shall begin as provided above, and
shall end June 30, 1995. As used In this Article, "enactment of legislation”

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

ARTICLE VII
DEFAULT OR TERMINATION

7.1 Default. If any one or more of the following events (‘BEvents 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:



D

@)

@in

av)

)

ivi)

At ar\y time, Purchaser (@ repudiates any of 1Its covenants or
obligations under this Agreement, or (b) fTails, within five &)
Days after written request from Seller, to provide Seller with
written affirmation of this Agreement and of Purchaser®s intention
to perform under this Agreement (together with evidence or
assurances of transportation arrangements pursuant to Section 2.7

reasonably satisfactory to Seller); or

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

the time when payment is due; or

Purchaser fails to observe or perform any of its other covenants

and obligations under Article II; or

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

Agreement during the immediately preceding twelve (12) Month

period; or

There is a material adverse change iIn Purchaser®s condition,
business or property which appreciably affects the ability of
Purchaser to perform any of its obligations under this Agreement,
and Purchaser 1is unable to give Seller adequate assurance of
continued performance either within five (6) days of a request for
such an assurance or within such other shorter time period as

Seller may reasonably request under the circumstances; or

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 1is given, 1If 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 Oil under this Agreement will automatically and immediately
terminate without any requirement of notice or other action by Seller;
however, Purchaser will nevertheless be andremain liable for payment and
performance of all of its obligations and covenants under this Agreement with
respect to 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 iIn Seller®s sole
discretion) of Purchaser®s insolvency, Seller will have the right, upon
written notice to Purchaser, to reinstate all of Seller’s and Purchaser"s

obligations under this Agreement retroactively to the date of termination.

7.3 Seller®s Remedies. Upon the occurrence of any Event of Default or
if Seller’s obligation to tender and sell Oil under this Agreement is
terminated or suspended under Sections 7.1and 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 otherliability, 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, oOr suspension.
Seller shall have the right cumulatively to exercise any and all other rights
and remedies and to obtain all other relief available under applicable law or
at equity, including mandatory injunction and specific performance. Seller,
upon occurrence of any Event of Default, iIn i1ts sole discretion, may arrange
for any disposition to third parties of Royalty Oil to be tendered and sold
under this Agreement. Upon the occurrence of any Event of Default, Purchaser
may, In Seller"s discretion, be released from the obligations set forth in
Article 2_.H (In-State Processing) until the Event of Default no longer exists
or the obligation of Purchaser to take Oil under this Agreement expires. It

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

Event of Default or disposition.

7.4 Purchaser®s Exclusive Remedies. Upon ar\y breach of, 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 ay action with regard to

the Royalty Oil which is the subject of this Agreement.

ARTICLE VIII
DISPOSITION OF OIL

8.1 Disposition of Oil Upon Default or Termination. Purchaser
acknowledges and agrees that under the Unit Agreement and Leases, SellerT"s
election to take Royalty Oil in-kind canbe revoked or reversed only upon the
satisfaction of various conditions, including the giving of six (6) Months
notice to return all or more than ten percent (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) Month®"s prior notice, or toattempt to secure a waiver of any
condition or requirement, 1is at Seller’s sole and complete discretion.
Notwithstanding termination of this Agreement for default or for any other
reason, iIncluding expiration or termination under any provision contained iIn
this Agreement, Purchaser shall continue to t-ke and purchase Seller®s Royalty
Oil in the amount and for the price set forth in this Agreement for up to four

(@ Months following termination of this Agreement 1if Seller, in its

discretion, so requires.
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8.2 Inability to Receive Oil. If for any reason Purchaser is unable or
refuses to accept or receive any Oil tendered under this Agreement, Purchaser
shall nevertheless be and remain responsible for the disposal of that Oil and
for paying Seller for the Oil as though it had been received and accepted by
Purchaser unless Seller, 1iIn its sole discretion, elects to waive this
requirement. In order to secure the obligations of Purchaser under this
Section 8.1 and under Section 2.8, Purchaser shall, if and as Seller may
request from time to time, assign to Seller all right, title and Interest of
Purchaser under agy nominations, leases, agreements, contracts, charter
parties and other arrangements for the transportation of the Oil sold under
this Agreement through and away fTrom the Trans Alaska Pipeline System;
provided, that Seller shall not have any liability or obligations under any
such nominations, leases, agreements, contracts, charter parties or other
arrangements unless, and to the extent that, Seller shall actually exercise

its rights to succeed to Purchaser®s interest thereunder and shall obtain the

benefits thereof.

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

under the Leases or any other agreement.

ARTICLE 1IX
WAIVER

The Tailure of either party to insist upon strict performance of any
provision of this Agreement shall not constitute a wailver of, or estoppel
against, asserting the right to require that performance in the future. A
waiver or estoppel In agy one 1instance shall not constitute a walver 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 iIn nature.
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ARTICLE X
VALIDITY

IT 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. I, however, an
invalidity should operate to impair any material right or remedy of a party to
this Agreement, that party may terminate this Agreement by notice to the other.

ARTICLE XI
FORCE MAJEURE AND CHANGE IN CONDITION

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

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

occurrence of the force majeure condition.

11.2 Responsibility. Upon the occurrence and discovery of an event
providing 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 Oil tendered
under this Agreement and except for Purchaser®s obligation to dispose of Oil,
the obligations of the disabled party to perform under this Agreement, insofar
as they are affected by that force majeure, shall be suspended from the time
that force majeure occurs and for so long as the disability caused should have
continued had the party claiming the existence of the force majeure remedied
the eventproviding 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 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 iIn the sole discretion of the disabled party.

ARTICLE XI1
NOTICES

12.1 Method. All notices, requests, demands or statements shall be iIn
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 of seven (7) days after it is so
deposited. Notice given iIn any other manner shall be effective only if and
when received by the addressee. For the purposes of notice, the addresses of

the parties to this Agreement shall be as follows:



If to Seller: State of Alaska
Commissioner of Natural Resources
Pouch "M
Juneau, Alaska 99811

and
Commissioner of Revenue
Pouch "'S™
Juneau, Alaska 99811
and

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

If to Purchaser:

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

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

Vice President-Supply
MAPCO PETROLEUM Inc.

P.O. Box 645

Tulsa, Oklahoma 74101-0645

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

giving notice of the change.

ARTICLE X111
RULES AND REGULATIONS

This Agreement is subject to all present and future valid laws, orders,
rules and regulations of the United States, the State of Alaska, and ar\y duly

constituted agency thereof.
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ARTICLE XIV
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

Thirty (30) days prior to the Date of First Delivery, Purchaser shall
cause to be furnished to Seller evidence that an irrevocable stand-by letter
of credit for the benefit of Seller effective by Date of Delivery, will be
issued by a state or national banking institution of the United States which
is a member of the Federal Deposit Insurance Corporation and has an aggregate
capital and surplus of not 1less than One Hundred Million Dollars
($100,000,000), or other banking institution acceptable to Seller in its sole
discretion. The principal face amount of the letter of credit shall initially
be Five Million, Three Hundred Sixteen Thousand Dollars ($5,316,000). The
letter of credit shall be substantially in a form satisfactory to the
Commissioner, but In any event shall not require any documents to be submitted
in support of drafts drawn against this letter of credit other than the
certified statement of the 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
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under this Agreement and does assert those claims 1n 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
deqy, reject or otherwise resist such claims) cause the principal face amount
of the letter of credit to be iIncreased 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 Oil tendered under
this Agreement, to an amount equal to the expected Purchase Price of sixty
(®0) days of Oil tendered. The principal face amount of the letter of credit
may be decreased by Purchaser upon approval of Seller (which approval will not
be unreasonably withheld) if the face amount 1is more than the expected
Purchase Price of sixty (60) days of Royalty Oil tendered under this
Agreement, to an amount equal to the expected Purchase Price of sixty (60)
days of Royalty Oil tendered. The Commissioner may accept such other or

additional security as she, iIn her sole discretion, considers adequate -to

protect Seller,

ARTICLE XVI
PREFERENTIAL HIRING AND NON-DISCRIMINATION

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 iIn the State of Alaska

or whose principal place of business is in Alaska.

IT 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 1is

determined to be constitutional.



ARTICLE XYII
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 ar\y conflict-of-law
r-ule 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 iIn any such action or proceeding.

ARTICLE XVIII ;
WARRANTIES

The purchase and sale of Royalty Oil under this Agreement is subject only
to the warranties of Seller expressly set forth iIn this Agreement and Seller
disclaims and Purchaser waives all other warranties, expressed or implied in

law, whatsoever.

ARTICLE XIX
ATENDFENT

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

consideration received by the State requires prior approval of the Legislature

of the State of Alaska.
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ARTICLE XX
SUCCESSORS AND ASSIGNS

No assignment, pledge or encumbrance of this Agi sement 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
Conmissioner shall have sole and complete discretion in granting or denying a
proposed assignment, pledge or encumbrance. Subject to the above requirements
in this Article, this Agreement will be binding upon and inure to the benefit
of each of the parties and its successors and permitted assignees. In
addition, 1if Purchaser gains or acquires a controlling interest iIn an entity
which has an agreement with Seller for the sale o." 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 iIn advance of Purchaser agining-" 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

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

affect the construction of this Agreement.

ARTICLE XXI1
RECORDS

22.1 Preservation of Records. Purchaser will preserve and maintain 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
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1t has possession belonging to those third parties with whom 1t contracts for
the performance of various parts of this Agreement. Neither Purchaser nor
Seller shall be required to retain ay records for more than six (6) years
unless retention of such records 1s specifically required by applicable law or
regulation. Purchaser shall elther maintain Its records within the State of
Alaska or make such records available to Seller at Purchaser"s principal
office 1n 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 Purchaser"s or Seller's
performance of this Agreement and which are under the control of the party
from which access is desired so that the other party may inspect, photograph
and make copies of that property, records, booxs, 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. IT the iInformation obtained by Seller may be held confidential
under state or fTederal law or regulation, Purchaser may request that that
information be held confidential by Seller.

ARTICLE XXI11
INTERPRETATION OF TERMS AND CONDITIONS

In the event that there 1is a disagreement about the meaning or
application of a word, term, or condition iIn this Agreement, Purchaser will
present the arguments supporting iIts view iIn writing to the Commissioner for
her consideration. The Commissioner will subsequently, within a reasonable
time, issue a finding on the meaning or application of the disputed word,
term, or condition, setting forth the basis for her conclusions. Purchaser
agrees to accept findings by the Commissioner under this Article as long as
there is substantial evidence supporting the Commissioner®"s findings. None of
the above shall empower the Commissioner to set the price of the Oil should

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

SELLER: THE STATE OF ALASKA

Commissioner,
Department of Natural Resources

PURCHASER: GOLDEN VALLEY ELECTRIC ASSOCIATION, INC.

Michael P. Kelly
General Manager
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EXHIBIT A

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

ARTICLE 1
DEFINITIONS

As used iIn this Agreement, the following terms shall have the Tfollowing
meani ngs:

1.1 "MAPCO"™  includes MAPCO PETROLEUM Inc. and 1its predecessors in
interest, MAPCO Alaska Inc. and Earth Resources Company of Alaska, including
the North Pole Refining Division of Earth Resources Company of Alaska.

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

1.3 "Assignment” means the Assignment and Product Sales Agreement between
MAPCO and GVEA executed May 27, 1980. That Assignment provides for the
assignment to MAPCO of GVEA"s rights under the GVEA Royalty Oil Contract in
exchange for GVEA paying MAPCO a reduced processing fee for turbine fuel.

1.4 "Petroleum Products Agreement’ means the ~tr™OTroPr”~ac”ts”gngement”
§e 23 VEABah & 3P OIe)ar M Ied 4ay 2 ° 7-1«»1980r That Petroleum Products
Agreement provides for MAPCO"s sale of processed turbine fuel to GVEA at a
price based on MAPCO"s net acquisition cost for ANS crude plus a fixed margin.



ARTICLE 1l
APPROVAL OF ASSIGNMENT

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

- - ARTICLE 111
DESIGNATION OF ROYALTY OIL VOLUMES

The Assignment states that "P£Q-mds-ElEliedsato esi-gnfljifi~he™o3ume ,-of
EUSyja. UM a® tAVEMV 14N k«Amder~"he3£VE T A FTtoyalty-0. i4——-Contnact.  However,
GVEA can only reduce the quantity of Royalty Oil it takes under the GVEA
Royalty Oil Contract by giving the State nine (9 Months written notice. In
consideration of these facts MAPCO agrees that it will give GVEA nine ()
Months® written notice before exercising any rights it may have to decrease
the amount of Royalty Oil it requires GVEA to designate under the GVEA Royalty
Oil Contract, which nine (9@ Month notice will be concurrent with the nine (9)
Months®™ written notice GVEA gives the State (which notice GVEA agrees to give
the State Immediately upon receipt of any such notice from MAPCO).
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ARTICLE IV
SUBSEQUENT AMERADA HESS ADJUSTMENTS

Except as provided herein, MAPCO agrees that the retroactive price
adjustment provisions contained in Paragraph-1V of the Petroleun Products
Agreement,” as it applies to the Assignment, shall not extend to adjustments
made upon final non-appeal able resolution of each of the issues In the Amerada
Hess litigation pursuant 10" Section 2.3 of the GVEA Royalty Oil Contract.
GVEA agrees to pay that portion of the Amerada Hess adjustment based on the
ratio of"the barrels of product purchased by GVEA under the assignment to the
total barrels of Royalty Oil purchased under the GVEA Royalty Oil Contract
during .the twelve-month®. period immediately preceding the final non-appeal able
resolution of each"of: the issues of the Amerada Hess litigation.” With the
exception of the twelve-month period i1mmediately preceding the final
non-appeal abl e . resolution of "each of the 1issues iIn the Amerada Hess
litigation, MAPCO agrees to pay to the State any such adjustments owed by GVEA
or MAPCO as a result of- purchases made by MAPCO under the GVEA Royalty Oil

Contract; provided, however, thnt the
Assignment and/or Petroleum Products Agreement under Paragraph X of the
Petroleum Products Agreement, Royalty Oil

TfContract and/or this Agreement approving the Assignment as a result of a
breach of elther agreement by GVEA.iGVENIMVYWaM*®Jthe-sStetenaaipercentage-"of
gthe:"Ameradarhess.Madjustment, with the percentage based on the ratio of the
barrels of product purchased by GVEA under the assignment to the total barrels
of royalty oil purchased under the GVEA Royalty Oil Contract during the period
in which the Amerada Hess adjustment applies. Within ten days of being
notified by the State that there has been a final non-appeal able resolution of
each of the issues iIn the Amerada Hess litigation, GVEA and MAPCO shall
discuss with each other and advise the State of the percentage of the
adjustment by month and year each is to pay the State.



ARTICLE V
OPTION ON RETURN OIL

MAPCO- acknowledges that the State has reserved an option to purchase all
Re“urn Oil resulting- from the sale of Royalty Oil under the GVEA Royalty OQil
Contract. In consideration of MAPCO®"s agreements iIn Article IV of this
Agreement concerning subsequent Amerada Hess adjustments, the State agrees to

-not exercise its return oil option so long as MAPCO receives Royalty Oil under
“tire GVEA Royalty Oil Contract.

Bv
=i - -Commissioner,
C Department of Natural Resources

GOLDEN VALLEY ELECTRIC ASSOCIATION

By.

Michael P. Kelly
General Manager

MAPCO PETROLEUM INC.

Robert M. Howe
President



NorfSa Bole RefmiB g r.o. Box5028. North Pole. Alaska 99705

DIVISION OF EARTH RESOURCES COMPANY OF ALASKA

907/488-2741
907/488-2742

PETROLEUM PRODUCTS AGREEMENT
This Agreement, dated the 1st day of May 1980, by and betweer\:

NORTH POLE REFINING (NPR), Division of Earth Resources Company
of Alaska, an Alaskan Corporation, and GOLDEN VALLEY ELECTRIC
ASSOCIATION, INC. (GVEA).

Witnesseth

The Agreement, when duly executed, shall constitute an agreement under
which NPR, shall sell and deliver to GVEA, and GVEA shall purchase and
receive from NPR, processed turbine fuel, as per Section 1 below, at
GVEA"s North Pole and Zhender generating plants effective the date of
first delivery at GVEA"s meter station of Royalty crude oil as provided
for in BUYER’S Assignment and Product Sales Agreement, by NPR under
terms and conditions as follows:

I QUANTITY AND QUALITY

NPR shall sell and deliver to GVEA hereunder Industrial Turbine Fuel
(including HF/DF =1 and HF/DF £2) meeting G. E. specification GE141047H
for Heavy True Distillate and all petroleum products identified herein

as "Turbine Fuel™ for use at the GVEA"s gas turbine and/or diesel gen-
erator facilities located at North Pole and Fairbanks (Zhender), Exhibit
I, 11(A), and 11(B). Said Industrial Turbine Fuel (heavy true distillate)
shall be delivered by pipeline from NPR, at his expense, into the GVEA'"s
Turbine Fuel storage tanks located at the North Pole Facility. Deliveries
to Fairbanks (Zhender) locations will be*by rail tank car or transport
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I QUANTITY AND QUALITY (CONTINUED)

truck in full capacity of the conveyance as determined by GVEA. GVEA
and NPR recognize highway weight” restrictions in the fall and spring of
each year may require scheduling of liftings to avoid this period with
deliveries by transport truck. Deliveries shall be made during each
month of the term hereof on GVEA"s orders. GVEA will furnish NPR with
estimated annual projections of all monthly petroleum fuel requirements
to be updated at three (3) months intervals. GVEA hereby recognizes
that product requirements in excess of one-hundred-ten.percent (110%) of
original monthly nominations (Exhibit 111) may not, at NPR"s option, be
available. GVEA will confirm estimates of the quantities to be delivered
during each month at least .forty-five (45) days prior to the first day
of the month in which said quantities are to be delivered. Exhibit IV
formats the required data (modifications may be made that are mutually
acceptable). Scheduling for deliveries of volumes specified will be
coordinated on a weekly basis between NPR and GVEA"s designated agent(s)-

1 MEASUREMENT AND TEST

Quantity and quality of Turbine Fuel sold and purchased hereunder shall

be determined from NPR"s recording flow meters and from samples taken at
NPR*s facility. Observed volume shall be corrected to sixty (50) degrees
Fahrenheit by use of APl Table 5. All sampling arid testing shall be

done as mutually agreed. Claims for errors, deficiencies or imperfections
will not be entertained by NPR unless notice in writing is given by GVEA
to NPR within ten (10) days of discover.

I TITLE

Title to the Turbine Fuel sold and delivered hereunder shall pass to
GVEA when the Turbine Fuel enters GVEA®"s storage tanks or truck transport,

North Jtue Refin:ssq
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il TITLE (CONTINUED)

and risk of loss shall follow title. All Turbine Fuel sold hereunder
shall be deemed to be in the entire custody and control of GVEA, immedi-
ately upon delivery into GVEA"s.terminal (GVEA"s intake headers or
storage tanks at North Pole or. Zhender) or ijito GVEA"s truck transport;
GVEA shall indemnify and hold NPR harmless from any and all. liability
(including reasonable attorney"s fees) for loss, damage, injury or other
casualty to persons or property caused or occasioned by any leakage,
fire, explosion and/or any other, damage caused directly or indirectly by
the Turbine Fuel sold hereunder when the said Turbine Fuel .is iIn the

custody of GVEA as aforesaid.

v PRICE

For each net barrel of forty-two (42) U.S. gallons sold and purchased
hereunder of Industrial Turbine Fuel only (heavy true dist ""late), GVEA
agrees to pay and NPR agrees to accept a price equal to NPR"s net acqui-
sition cost for each barrel of forty-two (42) U.~. gallons of North
Slope Alaskan crude oil plus a fixed margin of 3 * 3 per barrel. NPR"s
net acquisition cost shall include all tariffs for transportation of
said crude oil, the effects of any programs of any governmental agencies
and 67.67 percent of the cost associated with any specific gravity
adjustments; Sulphur and B S & W relative to oil returned to the TAPS,
excluding any impurities introduced into the return crude stream which
was not an element of the acquired crude or generic to that portion of
said return penalty shall be excluded when calculating GVEA"s price of
turbine fuel as it relates to NPR"s total acquisition cost). NPR will
certify to GVEA, within sixty (60) days following the end of-the month
in question, the actual acquisition cost of crude received during said
month and will at that time issue any resulting retro-active adjustments
to the selling prices for all deliveries made during the month In question.
It is understood by both parties that certain components of

No-ik RileRciinir:"



Page Four

v PRICE (CONTINUED)

the final cost of crude oil purchased by NPR may not be finalized until
an indeterminate time in the future. It is therefore, agreed between
both parties that any adjustments to the final crude cost for: any months
in question irrespective of the timing of these adjustments, will be
handled retro-actively to the month iIn question in accordance with the
pricing terms herein notwithstanding any limitations to the contrary

contained elsewhere in this agreement.

For billing purposes, sales will be expressed in gallons. The price
which GVEA shall pay NPR for delivery of the following Turbine Fuel
products hereunder shall be as follows:

North Pole Refining Plant Posted Prices, F. 0. B. NPR, at the time
of each delivery for the particular product involved, less a dis-
e count equal to the maximum discount per gallon given to any other

buyer of the particular product.

Diesel Fuel #1
Diesel Fuel #2

Notice of a change in discount for the above products will be given
to GVEA by NPR ten (10) calendar days prior to change.

NPR will notify GVEA, iIn writing, within five (5) working days of
the effective date of the posting change for the above products.

Transportation fee to be agreed upon by separate agreement.
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v ESCALATION

Price of Industrial Turbine Fuel (heavy true distillate) will escalate/
de-escalate relative to the August 1977 U.S. Bureau of Labor Statistics
Wholesale Price Index for Major Commodity and Special Groupings (Table 1
Manufacture Goods) times eighty-seven percent (872) of the fixed margin
($2.62 per barrel). Examples are shown in Exhibit Il. Price escalations
are to be computed at the end of each calendar quarter commencing on

December 31, 1977 and quarterly thereafter, and be effective on purchases

made during following quarters.

Escalator to be reviewed annually upon written request by either party
no later than sixty (60) days prior.to the anniversary date of this

agreement.

1 PAYMENT

All payments for Turbine Fuel sold and delivered to GVEA hereunder
during each calendar week shall be billed on the following Monday,

payment terms net four (4) days from date of iInvoice.

VIl TAXES

All taxes, fees, assessments and charges now or in the future assessed,
levied and charged by any State, Federal and local government against or
upon the Turbine Fuel covered hereby and against or upon the selling and
transportation thereof shall be paid by GVEA; and 1If NPR has paid or
shall hereafter pay any such tax, fee, assessment and charge; GVEA
agrees to promptly reimburse NPR the full amount therefore, together
with all penalties, interest and costs there on. Any such payments
shall be iIn addtiion to the price otherwise provided for.
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VIIl  FORCE MAJEURE

Except as to payments due hereunder, each of the parties hereto shall be
excused from performance under this agreement as long as to the extent
that performance may be prevented in whole or in part by reason of
strike, fires, washouts, breakage of pipeline or tankage,.acts of God,
war, sabotage, the elements, earthquakes, differences of disputes with
workmen (however arising or from whatever cause) inability to obtain
labor or personnel service, shortages of supplies of crude oil, scheduled
or unscheduled shutdown of plants, or any other cause, except financial,
beyond its control, whether of a similar or dissimilar class, including
specifically acts, orders or recommendations of Government officers,

bodies or committees acting under claim of authority.

IX  MUTUAL AGREEMENT

Any details of this agreement not specified herein shall be resolved by

mutual agreement of the parties hereto.

X CONDITIONS/TERMS
This Agreement shall become effective on May 1, 1980. This Agreement
shall remain in full force and effect for seven (7) years and thereafter

until terminated. Either party may, at any time, terminate this Agreement
upon three () year"s written notice to the other.

Xl NON-ASSIGNMENT: MODIFICATION

This Agreement may not be assigned to any third party except the admin-
strator of the Rural Electrification Administration without the written

iSorik Rclznizig
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Xl NON-ASSIGNMENT:  MODIFICATION (CONTINUED)

consent of NPR. This agreement may not be modified or terminated except

by instrument in writing, signed by the parties hereto.

X1l GOVERNING LAW

This Agreement shall be governed and construed iIn accordance with the
lans of the State of Alaska. All terms and .provisions hereof are
subject to the applicable orders, rules, and regulations of all govern-

mental authorities.

X111 SUPERSEDING AGREEMENTS

This Agreement supersedes any previous Petroleum Product Agreement
effective the date NPR receives Tirst delivery of GVEA"s State Royalty
crude oil as provided for In GVEA"s Assignment and Product Sales Agreement

dated May 1, 19S0.

ACCEPTED AND AGREED TO:

GOLDEN VALLEY ELECTRIC ASSOCIATION, INC. NORTH POLE REFINING.
By:

0
Title:

Date: £ - ni *71" 770



VL ) Ji© *

.. 2T ~cxw /gy

If. N tnrfll IRjle Refm ing PO Boxsoz2s. North Pole. Alaska 99705

OIVISION OF EARTH RESOURCES COMPANY OF ALASKA

ASSIGNMENT AND PRODUCT SALES AGREEMENT

This Agreement, dated the 1st day of May 1980, by and between:

NORTH POLE REFINING, Division of Earth Resources Company of
Alaska, an Alaskan Corporation, (NPR) and GOLDEN VALLEY ELECTRIC

ASSOCIATION, INC., (GVEA)
t

shall be as follows:

<l. . GVEA, holder of certain rights to crude oil under a State Royalty
Oil Contract, does hereby assign, transfer and convey its rights
under said contract (as well as any future similar contracts) to
NPR, effective on May 1, 1930, subject to the following terms and

conditions:

a. GVEA shall make request for State crude oil under its contract
immediately upon receipt of written notice by NPR for the
volumes so designated by NPR.

b. NPR shall assume and be responsible for all obligations and
duties of GVEA under its State Royalty Oil Contract for the
volumes so designated.

c. Certain provisions of the current GVEA Royalty Oil Contract

and any future contracts may be excepted and modified as
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dictated by any State declared GVEA/State Royalty contract
relationships i1f mutually agreed to by NPR and GVEA.

d. NPR agrees that so long as GVEA State Royalty Oil is being
delivered to NPR per the terms of this agreement, %DR will not
issue notice of cancellation to the Pecroleum Products Agree-
ment referenced herein.

2.  NPR, in consideration of this Agreement, agrees to sell .GVEA and -

- GVEA agrees to purchase quantities of turbine fuel to 12.5 volume
percent of those barrel > of crude oil .acquired by NPR under this
assignment at a cost equal to NPR"s net acquisition cost as defined
in the attached Petroleum Products Agreement between the parties
plus a processing fee of $rCT/barrel. This fee shall escalate
only as set forth In the Petroleum Products Agreement effective
betvw/een the parties except for base period. Base period for the
excalation of the processing fee shall be concurrent with the
reporting period of the Bureau of Labor and Statistics Wholesale
Price Index for Major Commodities and Special Groupings on May 1,
.1930. Due to cyclic seasonal requirements and the limitations of
GVEA storage fTacilities, the difference in qu.ntities of turbine
fuel available to GVEA and the amount purchased by .GVEA under the
12.52 provision of"“this paragraph, shall accumulate month by month
for annual periods and be available for puchase by GVEA until the
end of each annual period. At the end of the annual period, that
turbine fuel not purchased by GVEA shall not be carried forward

“ into the next annual period. The annual period shall commence sixty
(60) days after the anniversary date of the date of delivery of
Royalty crude oil to NPR provided for in this agreement, and annually
thereafter. The purpose of this accumulation statement is to
guarnatee GVEA the option of purchasing turbine fuel equal to 12.5
volume percent of the total crude oil acquired by NPR under this
agreement during the annual period. It is understood by both

xNorlk RjJc Refining
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parties that NPR has limited storage for turbine fuel at the refinery
(a usable amount of approximately 20,000 barrels) and that transfer of
quantities In any short period of time and In great excess of this

amount, would be impractical.

3. It is further agreed by HPR and GVEA that no part of this agreement
constitutes an obligation by NPR to nominate any or all of the
State Royalty Oil rights assigned herein.

4. GVEA and NPR specifically agree that in the event any court shall
decree or determine that NPR"s acquisition of crude oil under this
agreement shall be in any way unlawful, then the terms and condi-

tions of this Assignment and Product Sales Agreement shall be null

and void and no longer binding on either party.

ACCEPTED AND AGREED TO:

GOLDEN VALLEY ELECTRIC ASSOCIATION, INC. NORTH POLE REFINING

rSortn Rclinin”
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LETTER OF CREDIT DIVISION MAILING ADDRESS !
/ { BANKERS TRUST PLAZA + NEW YORK P.O. 30X 313—CHURCH ST STA
NEW YORK. N.Y. 10015

JUKE 9, 1983

IRREVOCABLE LETTER OF CREDIT
NO. W-78702-S

COMMISSIONER OF NATURAL RESOURCES

«STATE OF ALASKA ~
POUCH M

JUNEAU, ALASKA 99811

GENTLEMEN:

WE HEREBY ISSUE IN YOUR FAVOR O.UR IRREVOCABLE LETTER OF CREDIT FOR
ACCOUNT OF GOLDEN VALLEY ELECTRIC ASSN. (GVEA) , P.0. BOX 12A9,
FAIRBANKS, .ALASKA 99701 FOR A SUM NOT TO EXCEED U.S. DOLLARS FIVE
MILLION FOUR HUNDRED THOUSAND AND 00/100 **$5,400,000.00** WHICH IS
AVAILABLE AGAINST PRESENTATION OF YOUR SIGHT DRAFT(S) DRAWN ON US
WHEN ACCOMPANIED BY: (

1) COPY OF UNPAID INVOICE REFERRED TO IN DOCUMENTARY REQUIREMENT
NO. 2 IN THE AMOUNT PAYABLE TO THE STATE OF ALASKA BY GVEA
FOR THEIR PURCHASE OF THE STATE OF ALASKA ROYALTY CRUDE OIL.

2) A STATEMENT PURPORTEDLY SIGNED BY THE COMMISSIONER OF NATURAL
RESOURCES FOR THE STATE OF ALASKA OR HIS DESIGNEE, INDICATING
NAME AND TITLE OF SIGNATOR READING AS FOHLOWS;

"THE UNDERSIGNED HEREBY CERTIFIES THAT:

A) THE ROYALTY OIL COVERED BY THE ACCOMPANYING INVOICE HAS BEEN
DELIVERED TO GVEA AND THE AMOUNT COVERED BY THE INVOICE 1S
PAST DUE AND REMAINS UNPAID TO THE STATE OF ALASKA AT THE
TIME OF DRAWING.

B) AN AUTHORIZED REPRESENTATIVE OF THE STATE OF ALASKA HAS
DISCUSSED THE NON-PAYMENT OF SUCH INVOICE WITH AN OFFICER OF
GVEA AND AN OFFICER OF MAPCO PETROLE%P, INC. (OF ALASKA).

C) THE TERMS OF PAYMENT DEFINED IN ARTICLE VvVIIl, CLAUSES 8.1,
8.2, 8.A, 8.:- IN THE "AGREEMENT FOR THE SALE AND PURCHASE OF
STATE ROYALTY OIL"™ BETWEEN GVEA AND THE STATE OF ALASKA DATED
4/12/77, HAVE NOT BEEN COMPLIED WITH;: AND

D) A WRITTEN NOTICE OF DEFAULT PER CLAUSE 6.1 OF ARTICLE XVI HAS
BEEN GIVEN BY THE* STATE OF ALASKA TO CVEA.

BY

(*COMMISSIONER OF NATURAL RESOURCES FOR
STATE OF ALASKA) OR (*DESISNEE FOR
COMMISSIONER OF NATURAL RESOURCES FOR
STATE OF ALASKA)"

*APPROPRIATE DESIGNATION TO BE USED TO IDENTIFY PARTY SIGNING THE CERTIFICAT1
Thi* wrcdii/jdvice K subject to ibe Uniform Customs and

Pfjriicr for Documentary Credit* (1974 JUfiUon), Inter*
national Chamber of Commerce Publication No. 2. - CONTTINUTETD -

31306 TABC I'R) SOP)G Sie



D BankersTrust Company

LETT ER OF CREDIT DIVISION MAILING §DDKESS
/ I BANKTPS TRUST PLAZA « NEW YORK P.0. BOX 31B—CHURCH ST. STA
NEW tCnX. N.Y 10013

2 RE: L/C W-78702-S

NOTWITHSTANDING ANY REFERENCE IN THIS LETTER OF CREDIT TO OTHER

DOCUMF >n, INSTRUMENTS OR AGREEMENTS OR REFERENCES IN SUCH OTHER
DOCUMi-rfTb, INSTRUMENTS OR -AGREEMENTS TO THIS LETTER OF CREDIT, THIS
LETTER OF CREDIT CONTAINS. THE ENTIRE AGREEMENT AMONG THE ACCOUNT

PARTY, BENEFICIARY AND THE .ISSUER HEREUNDER RELATING TO THE OBLIGATIONS
OF THE ISSUER HEREUNDER.

ALL DRAFTS MUST BE MARKED "DRAWN UNDER BANKERS TRUST CO. CREDIT
NO. W-78702-S".

DRAFTS AND ACCOMPANYING DOCUMENTS MUST BE PRESENTED TO THE DRAWEE
NOT LATER THAN JUNE 30, 1984.

WE HEREBY AGREE WITH YOU THAT DRAFTS DRAWN UNDER AND IN COMPLIANCE
WITH THE TERMS OF THIS CREDIT SHALL BE DULY HONORED ON DUE PRESENTATION
TO THE DRAWEE.

VERY TRULY YOURS

AUTHORIZED SIGNATURE

Thi. rredit/idvicc i> lubjeet 10 the Uniform Cuttonu and
Pnriicf for Documentary Credit, (1974 Revision), Inter-
national Chamber on Commerce Publication No. 290.

91306 IADC 1-B2) SO-fKC



UMMBEITITL U ALMN 2>» W |<n'»|»y .
7 LETTER OF CREDIT DIVISION 50 80X S8 CORCH T, TA.
NEW YORK. N.Y. 10M-

40VICE CF AMENDMENT HEw YORK, APRIL 17# 1984
OUR CREDIT VO. *787028

oo ¥
mwmmammmmmmmm |- Q TE

THIS CO*FI £ OUR CABLE. OF TOO,

SEMEFICIARYI Q APPLICANT |
CO-AISSTOMER OF NATURAL RESCJRCCS GOLDEN VALLEY ELECTRIC
STATE Ce ALASKA® ASS'V,  (GVEA)

ep Jr,.: v P. 0. BOX 1249
JJ"EAU, ALASKA 99611 FAIRBANKSTt ALASKA 99701

ADVISING 6AmKI

RfcCelViti)

? 61984

OE'--TLEvrn: -at DIMISION OF OIL & GAS
, ANHR".:.2. ALAS "A
THIS CREDIT Hio BEEN AMENDED AS FOLLOWS.

IN REFERENCE TO ITEM 28 THAT PART READINGJ "jJ,#L .AN OFFICER OF MAPCO

DETROLE*I-< T.c. (0F ALASKA) ,,,H NOW To READ AN OFFICER OF MAPCO
PETROLEUM I»C.  (ALASKA)..,1 i
IN REFERENCE TO ITEW 2D AFTER "... BY THE STATE OF GVEA"- ADD "AND

MAPCO PETROLEUM TFC. (ALA3KA)"™

"DRAFTS ="UsT ?£ PRESENTED TO THE DRAWEE 1InT LATER THAN JUNE 30, 1985",

ALL OTHER t?RVS AMR CONDHIC'S AS PREVIOUSLY ADIVISED REMAIN UNCHANGED.
immediate notification must be given to wus if this amendment is not
ACCEPTED

TRULY YOUR

frX
UTHORIZED SIGNATURE

>0702 (ABC 10/11) 9SO/CTN
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Vice Presiflem
Domesiic Ciude Oil December 28, 1984

;-/Alaska Department of Natural Resources
Attn: Ms. Kay Brown, Director
;Division of 0il & Gas

APouch 7-034

~"Anchorage, Alaska 99510

,,;Dear Ms. Brown:

kr-

In response to your December 7 notice, we offer herewith our comment on the

.*~proposed royalty oil sale to Golden Valley Electric Association (GVEA). The
e~purpose of our remarks is not to discourage the awarding of a contract which

yjwill benefit consumers of electric power in Fairbanks; but rather to suggest
~improvements in the clarity and definition of the agreements which would better
.assure that indeed it will be the consumers who benefit from the royalty oil
-sale.

tit is clear that GVEA cannot employ the crude oil directly in its power genera-
.tftion facilities and therefore r.vst rely on Mapco®"s adjacent refinery to process
jthe crude, extracting a gas oil fraction which GVEA can use. Therefore, it is
.~incumbent upon the State to assure that such processing and extraction results
eegin the maximum benefit to GVEA rather than a windfall to Mapco. This is par—
ticularly important since the Commissioner®s Preliminary Findings state (on
rpage 7) that:

3m.
ii "No profits accrue to persons who are not both residing in
)0il Alaska and utilizing the GVEA services in-state."

«>;Before addressing the question "Who benefits?", we should like to turn briefly

"To the situation referred to in Paragraph 2.11 of thd Agreement where GVEA
would utilize directly the crude, oil sold thereunder. We believe that the
“words "prompt conversion of Purr.haser 3 generating units™ m3y be misleading.
/There are a number of substantial problems which do not lend themselves to
promptness, the least of which is the REA financing. Design of the facilities,
ordering and delivery of materials, and construction are time-consuming. Far
more difficult to resolve prompMy, however, are the approval and permitting
required by regulatory agencies Lo construct and operate facilities which would
bum unprocessed crude oil with low flash point and high sulfur content. We
believe that the facility conve sion referred to in the Agreement represents

a project which can be complete:" at best in many months to several years, and
at worst, never. Furthermore, ihe cost of such conversion, together with interest
cost of the financing, could elii nate any cost advantage of burning crude oil
"s burning coal.

Tesoio P-;!rcleum Corporalion. 6700 T'..soro Dove, San Antonio. Texas 70286 (512' HPR-n.m*



Alaska Dept, of Natural Resources
Division of Oil & Gas

December 28, 1984

Page 2

Turning now to the question of who benefits from this sale of royalty oil to
GVEA, we note on page 4 of the Preliminary Findings that the "benefit" to the
consumers will be about $0.00095/kwh and that the benefit results entirely
from a "discount” which Mapco gives GVEA on the price of the gas oil extracted
from the royalty crude.

It is unclear just what this discount is - a discount below what? Paragraph

2.11 of the Agreement refers to it as a "lower refining charge” but does not
&". indicate lower than what? The Preliminary .Findings shed some light on the
m>. question, Paragraph 1V, page 3, where it states that the Mapco/SVEA agreement

provides fuel "at a price lower than what GVEA would pay otherwise.”™ We con-
elude that GVEA gets a lower-priced gas oil from Mapco when Mapco buys GVEA"s
royalty oil than when Mapco buys its royalty oil from other sources. )

I If that is the correct conclusion, the obvious question is: Why does Mapco

V give GVEA the discount? One explanation might be that Mapco pays less for GVEA"s

V' crude than for crude acquired fr”m others. However, we bfelieve that such is not

y* the case. The price which Mapco pays the State for its long-term royalty .oil is

y .within pennies of the price which GVEA pays the State (and assigns to Mapco).
Therefore, if Mapco®"s costs are essentially the same when running its own

groyalty crude and when running GVEA"s royalty crude, how is the "discount"™ jus-
tified? Or one could ask: how is Mapco"s undiscounted price to GVEA justified?

"y Or how is the amount of the discount determined?

Nothing in the Preliminary Findings or the Agreement speaks to the amount of the
discount, although this amount is the heart of the justification for the royalty
oil sale. Reference is made in the Preliminary Findings that:

Jlir "Mapco®s discount to GVEA would reduce GVEA"s average power
- - generation cost by about $0.00095/kwh."

This hardly seems to be a bonanza for the electric power consumer. A typical
residential user on GVEA"s system pays about $0.09/kwh; so the cost saving re—

sulting from the Mapco discount amounts to about 1% of the price which the
consumer pays for his electricity.

We suggest that there may be several alternatives available to GVEA which are
more beneficial to consumers than a "discount”™ on 12% of the crude barrel.
There are options which could result in GVEA"s utilization of substantially
more than 12% of the crude, at lower cost to GVEA than that of conventional

refinery fractionation. We will be happy to discuss such options with you at
your convenience.



Alaska Dept, of Natural Resources
Division of Oil & Gas

December 28, 1984

Page 3

In summary, since GVEA cannot use the crude oil to generate power, the State"s
proposed sale of royalty oil is really a sale to Mapco, contingent upon Mapco®s
agreement to sell to GVEA the gas oil which is extracted from the crude; and
contingent upon Mapco®s selling the gas oil at some unspecified "discount™ below
some unspecified price level. Viewed in this context, and recognizing that

GVEA may have other available options which will yield greater benefits from

the State royalty oil, we suggest that the awarding of a long-term crude contract
to GVEA be deferred until the State is satisfied that the royalty oil being com—
mitted to GVEA is indeed being employed in the best interests of the GVEA consumer
and that GVEA"s current needs be satisfied by short-term commitments not exceeding

two years.

EAC/ml.
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March 27, 1985

Representative Mike Davis maR 2 0 REQO
Chairman

House Special Committee on Oil and Gas

Pouch V

Juneau, Alaska 99811

Dear Representative Davis:

Your committee has inquired about the options to which our
client, Tesoro Alaska Petroleum Company, referred in its December
28, 1984 letter to the Department of Natural Resources, regarding
the GVEA royalty oil contract being considered by your committee.

Since that time, at DNR"s suggestion, we have met with
representatives of GVEA and have discussed the alternatives we
had 1in mind. We suggested that in order to utilize more
effectively the State royalty oil, GVEA might construct adjacent
to its North Pole generating station a crude oil extraction unit
from which turbine fuel could be produced, perhaps in quantities
greater than that provided from Mapco®"s processing agreement.

Energy-efficient design might utilize waste heat from GVEA"s
turbines, and operating costs might be minimized through the use

of common maintenance and management personnel. The unused
portion of the crude could be returned to the pipeline in return
for which GVEA - or the State - would receive crude oil at
Valdez.

After consideration of our suggestions, GVEA told us that
investment of capital resources 1in such facilities was not in
accordance with 1its management policy.

Very truly yours,

GROH, EGGERS & PRICE

6 -
:hf Clifford J. Groh

cc: Rep. John Sund
Rep. Sam Cotten
Rep. Mike Szymanski
Rep. Pat Pourchot
Rep. Marco Pignalberi
Rep. Andre Marrou



