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Attachment 2

Area 11 - Black Hills:

Most of this area has been recommended for additional protection by 
Comprehensive Conservation Planning. The Bristol Bay Plan discusses the 
possibility of a cooperative management agreement or exchange of the area to 
FWS. None of the area is within Izembek NWR nr Alaska Peninsula NWR but is 
contiguous to both. Major resource values include: calving area for the
southern Alaska Peninsula caribou herd and waterfowl and shorebird nesting 
habitat throughout the Caribou-Sapsuk River lowlands. Migratory bird values 
are believed to be high based on preliminary surveys but very little work has 
been done in the area.

LOW PRIORITY

Area 1 - Trumpeter Swan Nesting Area:

One of the best waterfowl nesting areas in the State that was not included in 
the refuge system. Not in or near an existing NWR. About 25% of the Pacific 
Flyway trumpeter swans recorded on breeding ground population counts use the 
Gulkana Basin for nesting.

Area 2 - Redoubt Bay:

This area ia located on the west side of Cook Inlet and is not in or near an 
existing refuge. Tbe area contains most of the (Tule) greater white-fronted 
goose nesting and fall staging habitat. Resident game values are also high.

Area 8 - Kisaralik River:

This area includes the uppermost portion of the Kisaralik watershed. The 
parcel is outside the boundary of Yukon Delta NWR. Raptor surveys conducted 
in 1984 documented very high nesting density and diversity along the Kisaralik 
downstream from this area. Resident game such as beaver, moose and caribou is 
the principle wildlife resource value. The river is used by anglers and has 
high recreational potential.

Area 6 - Shearwater Peninsula:

Near Kodiak NWR this area is now managed as a "refuge” by the State as part of 
the Terror Lake Agreement (mitigation). The area contains small numbers of 
nesting seabirds and a few small, marine mammal haulout sites. Some of the 

coastal streams are brown bear feeding areas.



Area 9 - Nushagak/Iliamna Area:
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A very large parcel of almost 7 million acres. Not in or near an NWR. 
Important area for resident game. The area also contains salmon spawning 
habitat for the Bristol Bay run and a large and growing sport fishery. Scenic 
values are very high and the area is adjacent to Lake Clark National Park and 
Preserve.

Area 5 - Raspberry Island:

Not within a refuge. The State owns about half of the island, the other half 
being owned by a Native Corporation. The island contains the only elk herd in 
the Kodiak area that Is on public land. Black-tailed deer and brown bear are 
also present.

Artvi 12 - Kamishak:

Not within a refuge. Located between McNeil River State Game Area and Katmai 
National Park and Preserve. Contains several small seabird colonies and some 
moose habitat. Important area for resident game especially brown bears which 
use the adjacent McNeil River area for feeding.

Area 13 - Kokrine Hills/Melozitna River;

Not within a refuge. The area is almost all upland and is primarily habitat 
for resident game species such as moose, brown bear and caribou.

Area 14 - Lower John/Alatna River:

Not within a refuge. The area is primarily upland and is habitat for resident 
game. Also contains some spawning habitat for king and chum salmon.

Area 16 - Wolf Townships:

Bordered on three sides by Denali National Park and Preserve. Habitat for 
resident game including wolves, sheep, moose and caribou. National Park 
Service is interested in acquiring this parcel.

Area 17 - Reed River:

Bordered on three sides by Gates of the Arctic National Park and Preserve. 
Important habitat for resident game. Used by the western Arctic caribou herd.

Area 3 - McCarthy:

An inholding in Wrangell St. Elias National Park and Preserve. Alleged by the 
State to be threatened by development.



B I L L  S H E F F I E L D .  G O V E R N O R

D E P A R T .  jfciTT O F  N A T U R A L  R E S O U R C E S

DIVISION OF  L A N D  A N D  WATER M A N A G E M E N T

February 5, 1986

555 CORDOVA STREET 
POUCH 7-005
ANCHORAGE, ALASKA 99510-7005 
PHONE. (907) 276-2653

Robert E. Gilmore, Regional Director 
U.S. Fish and Wildlife Service 
1011 E. Tudor Road 
Anchorage, Alaska 99503

Dear Mr. Gilmore:

I appreciate the opportunity to meet with you to discuss state involvement 
in any land exchange involving the Arctic National Wildlife Refuge (ANWR). 
My purpose in arranging this meeting is twofold. Consistent with the 
governor's recent letter to you on this subject, I would like to learn more

• about the details of your on-going land exchange negotiations with several 
ANCSA regional corporations involving the coastal plain of ANWR. Secondly, 
I have consulted with state agencies to assemble a large pool of state land 
available for preliminary exchange consideration by your office 
(attachment).

As you may be aware, the state owns a substantial amount of habitat land 
surrounded by, or immediately adjacent to, components of the national 
refuge system (and other conservation system units). We have examined 
these areas and have identified almost 12 million acres of state land which 
we believe possess attributes worthy of exchange considtiution by your 
office. You may conclude that acquisition and management of these lands by 
the Fish ?iid Wildlife Service would further federal interests as well as 
serve to reduce unwieldy state/federal land ownership patterns.

The pool of state land presented for exchange consideration includes a wide 
variety of fish and wildlife habitat types in many geographic locations. 
Specifically included .re such significant areas as the Copper River Basin 
trumpeter swan nesting areas, key brown bear and seabird habitat on the 
Shearwater Peninsula of Kodiak Island, calving grounds for the lower Alaska 
Peninsula caribou herd in the Black Hills, the Kisaralik River region 
between Togiik and Yukon Delta NWR's, state inholdings within the Tetlin 
NWR and Redoubt Bay on the west side of Cook Inlet (nesting and staging 
area for tule geese and trumpeter swans). Both the existing Bristol Bay 
Cooperative Management Plan and several of your draft refuge plans already

• recommend that much of this state land be acquired by the FWS through
exchange.



Robert E. Gilmore 
Page 2
February 5, 1986

State land exchanges must occur in accord with AS 38.50 and 11 AAC 67. 
These applicable statute and regulatory authority's provide authorization 
for the exchange of state land or interests, provided the exchange serves 
the public interest and there are thorough opportunities for public and 
agency involvement in the process.^ Specifically, the department must 
provide widespread public notice of a proposed exchange, hold public 
hearings, provide for public comment and prepare and distribute a report on 
the proposed exchange./In addition, if the proposed exchange is of unequal 
value, or includes state \anj— haying an appraised or estimated value 
greater than $5,000,000, Vl&gisTatTve reviewA is required. These 
requirements are specifically designed to safeguard the public interest.

I urge your careful review of this state pool of possible exchange land. 
The state is sincerely interested in participating in any discussion of
land pattern adjustments which 
I await your timely response 
discuss this matter in greater 
should you have any questions.

would benefit state and national interests, 
and remain prepared to meet or otherwise 
detail. Please give me a call at 762-4355

Sincerely,

Tern Hawkins 
Di rector

Attachment
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Attachment

State Lands Available for Exchange Consideration With USFWS
February 5„ 1986

SOUTHCENTRAL ALASKA

Area 1 - Trumpeter Swan Nesting Area: In the Gulkana Basin approximately
500,dOO acres of state land are available, including important trumpeter 
swan nesting and rearing areas. The Gulkana Unit has the highest density 
of nesting swans in the state and contains 27 percent of the world 
population.

Area 2 - Redoubt Bay: This area constitutes approximately 176,000 acres of
state land on the west side of Cook Inlet. This area is used extensively 
by whitefronted geess (tule) for nesting and staging. The tule goose was 
listed as a subspecies of concern by the International Council for Bird 
Preservation. They also recommended to the U.S. Fish and Wildlife Service 
that the tule goose be listed as an endangered species. The area is also 
important for other waterfowl nesting, feeding and migration, moose 
calving, spring and fall bear feeding, and salmon spawning and rearing.

Area 3 - McCarthy; Surrounded by the Wrangell St. Elias National Park and 
Preserve are approximately 18,000 acres of state land in ‘"he heart of the 
park. These lands have development potential which couid be precluded 
through federal acquisition.

SOUTHWEST ALASKA 

KODIAK ARCHEPELAG0

Area 4 - Marmot Island: Marmot Island is located east of Afognak Island
and is surrounded by Maritime National Wildlife Refuge (NWR). The island 
contains important Steller sea lion rookeries. The state owns the entire 
island which contains approximately 12,000 acres. The eastern shore of 
Marmot Island contains one of the largest Steller sea lion rookeries in 
Alaska and is critical habitat for this species. A 1982 survey reported 
approximately 8,000 iidi vi duals utilizing this area. Marmot Island also 
supports four seabird colonies totalling about 3,500 breeding birds. The 
largest percentage of these birds are black-legged kittiwakes.

Area 5 - Raspberry Island: Raspberry Island is located across Onion Bay
from Kodiak NWR. The western half, or approximately 26,000 acres, of the 
island is under state ownership. Raspberry Island contains the only free 
roaming elk herd remaining on public land in the Kodiak Archepelago and the 
State of Alaska The valley between Driver Bay and Onion Bay is critical 
habitat for elk and is used year round. Raspberry Island also supports 
populations of Sitka black-tailed deer and brown bear. The abundant wet 
meadows in Driver Bay contain sedges and grasses that provide critical 
brown bear spring feeding areas.

Area 6 - Shearwater Peninsula: The State of Alaska owns approximately
123,000 acres on the Shearwater Peninsula located adjacent to the eastern 
border of the Kodiak NWR. This portion of Kodiak Island was originally



contained within the odiak NWR. The Shearwater Peninsula provides 
excellent brown bear haDitat and cor.tains key spring feeding areas and 
numerous strean; that are heavily fis.ied by brown bears. Several coastal 
areas are used as haul-out sites by harbor seals and Gull Point is a 
documented northern sea lion haulout area. The Peninsula also contains 
three large seabird colonies consisting of approximately 4,000 birds, 
comprised primarily of red-faced cromorants, black-legged kittiwakes, and 
tufted puffins.-

seals and Gull Point is a 
The Peninsula also contains 
approximately 4,000 birds, 
black-legged kittiwakes, and

Area 7 - Tugidak Island: Tugidak Island is located about 15 miles south of
Kodiak NWR and is surrounded by the Maritime NWR. The state has full
ownership of this island, which contains approximately 55,000 acres. It is 
extremely valuable habitat for harbor seals and a variety of birds 
including waterfowl, raptors, and shorebirds. Tugidak Island is the most 
important single breeding ground for harbor seals in Alaska. It has the 
largest known population of harbor seals in the world, estimated to be 
between 15,000 to 20,000 animals with concentrations of hauled-out seals 
reaching 14,000. In past years, this population has produced in excess of 
5,500 pups annually.

BRISTOL BAY REGION

Area 8 - Kisaralik River: This area consists of approximately 278,600
acres immediately adjacent to the Yukon Delta and Togiak National Wildlife 
Refuges. The upper reaches of the Kisaralik River system, which is one of 
the major salmon producing rivers in the Kuskokwim region, flow through 
this area. Brown bear, caribou, and moose are also found throughout the 
Kisaralik River vicinity. This river has high recreational potential and, 
in 1984, the National Park Service was studying the Kisaralik River for 
possible inclusion in the National Wild and Scenic River System.

Area 9 - Nushagak/Iliamna Area: Approximately 6,996,400 acres are included
in this area. A substantial proportion of this acreage is immediately 
adjacent to the Lake Clark and Katmai National Parks and Preserves. 
Additionally, about 13,844 acres are surrounded by the Lake Clark National 
Park and Preserve. This area encompasses highly valuable habitat for a 
variety of species such as salmon, caribou, moose, and brown bear. For 
example, a large portion of the salmon resources harvested by commercial, 
recreational, and subsistence users in the Bristol Bay region originate in 
the Iliamna Lake and drainage system. Other rivers, such as the Nushagak 
River, also support large salmon runs utilized intensively by 
recreationists. Large game species are abundant in the area, and some of 
the acreaqe encompasses habitat critical to these speciesm including 
caribou calving grounds, moose calving and winter concentration areas, and 
brown bear concentrations along salmon streams.

Area 10 - Alaska Peninsula: This area is comprised of several large tracts
oT state Tana between fTTe Naknek River and Hereendeen Bay. This area 
contains approximately 2,869,800 acres, which are contiguous to the 
Becharof National Wildlife Refuge, the Alaska Peninsula Wildlife Refuge, 
Katmai National Park, and Aniakchak National Monument and encompasses much 
of tne proauctive cuasta! plain of the Alaska Peninsula. Brown bear 
populations in this area are among the largest in the state, and the 
coastal plain provides critical fall and spring feeding areas for this 
species. This area also contains portions of several of the most important



sport fishing streams.- The area contains extensive wetlands and some very 
important watorfowl habitat. The state .lands adjacent to the Cinder River 
state Critical Habitat Area have been recently identified by the U.S. Fish 
and Wildlife Service (USFWS) as provi— 3 essential habitat for cackling 
Canada geese. The area also contains substantial state inholdings within 
the Alaska Peninsula Wildlife Refuge at Mother Goose Lake, as well as other 
locations on the peninsula.

Area 11 - Black Hills: This area consists of approximately 460,800 acres
contiguous to the Izembek National Wildlife Refuge. The Black Hills
contain the major calving area for the lower Alaska Peninsula caribou herd, 
as well as the drainages of several important salmon streams including the 
Caribou and Sapsuch rivers. This area contains extensive wetlands, and is 
adjacent to the Port Moller State Critical Habitat Area, which contains 
critical habitat for many species of waterfowl. The Black Hills ar*-; also 
supports a large brown bear population. The Bristol Bay Area Plan 
recommends this area for consideration for an exchange or cooperative 
agreement with the USFWS.

Area 12 - Kamishak: This urea consists of approximately /6,000 acres of
state land between the .McNeil River State Game Sanctuary and Katmai
National Park and Preserve. The area includes important brown bear, moose
and seabird habitat, including much of the range used by brown bears
frequenting the adjacent McNeil River area.

NORTHERN hLASKA

Area 13 - Kokrine Hills/Melczitna River: This land, composed mostly of
patented state lands with a surrounding ring of selected lands, lies north 
of the Yukon River between the Nowif.na NWR (to the south) and the Koyukuk 
NWR (to the west). The "Melozi" is a valuable wildlife production area, 
supporting good populations of moose and grizzlies. Black bears occur on 
the lower river near the canyon. A small population of caribou use V  ̂ 
Kokrines Hills. The river is an important simmer chum spawning stream, and 
both grayling and Dolly Varden occur commonly in the lower river. At least 
two peregrine falcon eyrie sites occur along the river (active in 1980). 
The upper Melozi meanders through substantial wetlands, which are used by 
waterfowl and furbearers.

Area 14 - Lower John/Alatna Rivers: This mixed block of patented and
selected state lands lies between the Kanuti NWR (to the south) and Gates 
of the Arctic National I'ark (to the north and west). Wildlife values 
include moose, caribou, and Dali sheep. Lake trout is an important fish 
species in lakes and both king and chum salmon use the Alatna River. Chum 
salmon also spawn in the lower John River. This would expand the values of 
Kanuti NWR substantially.

i r e  a 15 - Tetlin NWR Consolidation: Several townships of state patented or
selected lands lie within the Tetlin NWR south of the Alaska Highway. 
Consolidating these areas into the refuge would eliminate unwieldy land 
ownership patterns.

Area 16 - Wolf Townships: This area, composed of approximately 62,000
acres, is surrounded on three sides by Denali National Park and Preserve. 
It is an importart wintering area for moose and would provide additional
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FROM:C\[..(/£■ JOHN W. KATZ, D irec to r  of S ta te /F e d e ra l  R ela tions  
/,/ and Specia l Counsel to  the Governor

SUBJECT: ANWR LAND EXCHANGE

THE HONORABLE TED STEVENS, U.S. Senate 
THE HONORABLE FRANK MURKOWSKI, U.S. Senate 
THE HONORABLE DON YOUNG, U.S. House o f Reps.

As you know, the I n t e r io r  Department has commenced 
A  d iscu ss io n s  w ith  var ious  Native co rpo ra tion s  about the

p o s s i b i l i t y  of exchanging p r iv a te ly  owned lands f o r  fe d e ra l  
acreage lo ca ted  in  the A rc tic  National W ild l i fe  Refuge 
(ANWR). We are  advised th a t  these d iscu ss ion s  a re  a t  an 
e a r ly  s tag e . Accordingly, the S ta te  has n e i th e r  been 
con su lted  by DOI o f f i c i a l s ,  nor have we taken a p o s i t io n  
rega rd ing  the wisdom of such an exchange.

N eve r th e le ss ,  the S ta te  does have c e r ta in  i n t e r e s t s  and 
concerns which hopefu lly  w i l l  be addressed as n eg o t ia t io n s  
con tinue . Some of these concerns are expressed  in  the 
a t ta ch ed  correspondence from Governor S h e f f ie ld  to  Bob 
Gilmore o f the U.S. F ish  and W ild l ife  Se rv ice .

In essence , we have th ree  s p e c i f ic  i n t e r e s t s  a t  th i s  po in t 
in  time. F i r s t ,  as a sovereign S ta te ,  Alaska should be 
f u l l y  consu lted  and m eaningfully  involved in  m a t te r s ,  such 
as ANWR, which a re  in t e g r a l ly  r e la te d  to im portan t S ta te  
land use and resource  concerns. On the b a s is  o f  Hr. 
G ilm ore 's  l e t t e r  to the Governor and of my conve rsa tion s  
w ith  B i l l  Horn, I b e l iev e  th a t  such S ta te  p a r t i c i p a t i o n  w i l l  
occur.

Second, the S ta te  i s  concerned about p o ss ib le  adverse 
impacts on the 90-10 revenue sharing  formula which app lie s  
to the a l lo c a t io n  of fede ra l  m ineral revenues d er ived  from 
o i l  and gas development w ith in  w i ld l i f e  re fuges  in  Alaska. 
Under th i s  formula, the S ta te  rece iv es  90 pe rcen t o f  the



f e d e ra l  share of bonuses, r e n t a l s ,  and r o y a l t i e s  
a t t r i b u t a b l e  to such development. The accompanying 
memorandum from Tom Koester o f  the A ttorney G enera l 's  o f f ic e  
d e t a i l s  the le g a l  and po licy  reasons which support 
c on t in u a t io n  of the cu r ren t  formula.

T h ird , as the owner of c e r t a in  lands loca ted  w ith in  or 
ad jacen t to f e d e ra l  conserva tion  system u n i t s ,  the S ta te  may 
be in te r e s t e d  in  exchanging some o f  these  lands fo r  f e d e r a l  
acreage lo ca ted  on the c o a s ta l  p la in  o f ANWR. The re sou rce  
r e l a t e d  reasons fo r  d iscu ss ion s  regard ing  such an exchange 
a re  s im i-a r  to those which p e r ta in  to c e r ta in  Native 
h o ld in g s .

I w i l l  be meeting with B i l l  Horn l a t e r  th i s  week to d iscu ss  
th ese  m a tte rs  in  g r e a te r  d e t a i l .  However, knowing of your 
longstand ing  i n t e r e s t  in  the management and d is p o s i t io n  of 
AMUR land s , I wanted to app r ise  you of the S t a t e 's  c u r re n t  
th ink ing  a t  th i s  e a r ly  ju n c tu re .

We look forward to working w ith  you and your s t a f f s  in  the 
development o f a land ownership and management regime fo r  
ANWR which adequate ly  balances a .1 of the var ious  
c o n s id e ra t io n s .  P lease  l e t  me know i f  you have any 
ques t ion s  or comments concerning the sub jec t  m a tte r  of th i s  
memorandum. ^

Attachment

cc: B i l l  P h i l l ip s
Greg Chappados 
Dennis Fradley 
John Moseman 
C .J . Zane 
Rick Agnew
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Subject to Exchmai for Oil and Gas Rldrte 

1-4 Stats Zand Within NWR'®
5-9 State SaOacticn® Within NHR’s 

10-11 State Land ASjowst to NWR'«
12-13 state land Within National Paris 
14-15 state land Mjaoant to National Paris
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STATE UND
PROPOSED FOR CONVEYANCE TO THE U.S. DEPT. OF INTERIOR 

IN EXCHANGE FOR OH. & GAS RIGHTS 
IN IHE ARCTIC NATIONAL WHBLTFE REFUGE (ANWR) COASTAL PLAIN

STATE OWNED LAND WITHIN NATIONAL WILDLIFE 'REFUGES

1. Tetlin NWR

12-13N 20-212 CRN

2. Alaska Maritime NWR

32S 21W SM (Img Island)
4 OS 31W SM (Sundstran Island)

3. Alaska Peninsula NWR

5IS 72-75W SM

4. Yukon Delta NWR

14N 55W SM

45,000 acres

300 acres

45,000 acres

4,800 acres

VALID SW S 9' ONS WTIHIN NATIONAL WILDLIFE REFUGES

5. Alaska Peninsula NWR

5OS 73-74W SM

6. Yukon Delta NWR

11N 65W SM 
15N 55,56,63W SM 
16N 56,61W SM 
17N 56W SM 
22N 59W SM

7. Togiak NWR

14S 56W SM

8. Innoko NWR (north unit)

7S 8E KRM 
8S 5,7,9E KRM 
9S 8E KRM 
11S 2E KRM

9. Kbyukuk NWR
i

6N 13E KFM

31,000 acres

55,000 acres

3,300 acres

57,000 acres

1 9 ,0 0 0  a c re s
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10. Mother Goose lake/ 
Cinder River Unit 
(Alaska Peninsula NWR)

32S 51-54W SM 
33S 52-56W SM 
34S 53-57W SM 
35S 51-58W SM 
36S 51/55-5SW SM 
37S 57-5SW SM

11. Black Hills unit 
(Alaska Peninsula NWR)

49S S0-81W SM 
5OS 79-82W SM 
5IS 78-82W SM 
52S 79-85W SM 
53S 85W SM 
54S 85W SM

sms
535,000 acres

380,000 acres

STATE CWNED IANP WITHIN NATIONAL PARKS

12. Wrangell-St. Elias NP&P

5S 11-13E CRM 
6S 11-15E CRM

13. Katmai NP&P

13S 26-29W SM

18,000 acres

49,000 acres

STATE OWNED LAND ADJACENT. TO NATIONAL PARKS

14. Kamiahak Bay Unit
(Katmai NP&P)

13S 29-30W SM 
14S 32W SM

15. Bonanza Hills Unit
(Lake Clark NP&P)

5N 30-32W S*
6N 30-32W SM 
7N 29-31W SM 
8N 30W SM 
9N 30-31W SM

27,000 acres

218,000 acres
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M o b i l  O i l  C o r p .  o p p o s e s  p r o p o s e d  A N W R  l a n d  s w a
T H E  A S S O C I A T E D  P R E S S

A N C H O R A G E  -  Proposed land swaps tha t would give 
Native corporations lucrative oil and gas rights in the 
Arctic National Wildlife Refuge a re  illegal under federal 
land and m ineral leasing laws, according to an opinion 
prepared for a m ajor oil company opposed to the trades.
•' Mobil Oil Corp., the first m ajor oil producer Vo oppose 
publicly the trades, believes tne controversial land ex­
change proposals a re  hurting the effort to convince Con­
gress to allow oil and gas development in the 1.5-million- 
acre coastal plain of the refuge, a Mobil spokesman said 
Friday.
. The Interior Department wants to swap about 166,000 
acres of potentially oil-rich ANWR land for surface rights 
to 891,000 acres of Native-held land in wildlife refuges 
throughout Alaska. The government has said it wants the 
Natives’ refuge in-holdings to protect the land and wild­
life from development.
' Eighteen Native corporations have teamed with oil 

company partners and selected ANWR trac ts in a bid­
ding process tha t critics say was improper and aimed 
simply at pressuring Congress into opening the coastal 
plain to development. Oil companies would be able to ex­
plore for oil years sooner by avoiding a lengthy federal 
leasing process if the tracts are privately held.

Mobil is not one of the eight companies involved in the 
land trades. Other oil company officials suggested F r i­

day tha t Mobil only is trying to protect its own interests 
by opposing the trades.

Mike K immitt, a Dallas-based spokesman for Mobil, 
said the company opposes the lane, trades because they 
ra ise “competitive and legal” questions and d e trac t from 
the cen tral issue of opening the refuge to development.

David Heatwole of ARCO Alaska Inc., whose company 
is teamed with two Native corporations in the trades, 
said ARCO and its lawyers have concluded the proposed 
swaps a re  “perfectly legal."

State officials also are fighting the proposed trades, 
for many of the same reasons pointed out in Mobil’s legal 
opinion. And environmental groups have sued to stop the. 
swaps, claim ing they violate federal environmental poli­
cy laws.

Kimmitt said Mobil commissioned the legal opinion 
from a Washington, D.C.-based law firm.

The 31-page opinion, issued Nov. 24, blasts the Interior 
Departm ent for the way it has handled the proposed 
trades, saying the government made serious m istakes in 
the way it arrived at dollar values for ANWR oil and gas 
rights as well as dollar values for the Native-held lands.
. Undervaluing the oil and gas rights, and waiving a 

standard  royalty on production from federal lands, could 
resu lt in significant losses to the federal treasu ry , the 
opinion said.

Moreover, the trades would sidestep a competitive

bidding process that has been “the cornerstone” of the 
government’s leasing policy for 70 years. Oil companies 
tha t did not partic ipate in the land swaps would be a t a 
disadvantage in any future lease sales because they 
won't have the benefit of drilling and exploratory infor­
mation gained by the companies tha t did join with the 
Native corporations, the opinion said.

According to the opinion, the Native selections were 
made after more than two years of secre t negotiations 
between, the Natives and Interior. In July, Native corpo­
ration officials held closed-door meetings with Interior in 
a hotel In Arlington, Va., to choose specific tracts.

The Natives subm itted sealed bids for their top 
choices. If no other corporation had picked the same 
trac t, the company was awarded the tra c t a t the mini­
mum value established by Interior, the opinion said.

If  more than one company wanted the sam e acreage, 
a negotiation took place in which “the partic ipants were 
given an opportunity to leave the room and negotiate 
among tlicmselyes to try  to allocate trac ts  so they could 
still be awarded a t the minimum price,” the opinion said.

The corporations were allowed to pay each o ther cash 
to convince competitors to relinquish tracts. But if they 
couldn’t work it out after 90 minutes, Interior could ra il 
for a competitive bid or a  random drawing to allocate the 
trac t, the opinion said.

The corporations were able to seek advice from their

oil company partners via telephone during 
process, the opinion said.

The tra c t selection process essentially 
competitive bidding and ensured the corpc 
the m inimum price for each tract, the opinio;

Initially, the federal government was to r 
alty of 1.75 percent on the coastal plain tr.

' royalty apparently was elim inated, the opini 
ing tha t federal m ineral leasing law calls foi 
12.5 percent royalty  on federal landc.

The opinion said In terio r is proposing the l 
the Alaska National In te rest Lands Conserva 
tha t law requires land swaps to be of equal \ 
in the public interest.

But the way In terio r valued the ANWR 
held acreage, combined with the way the tr? 
was carried out, was simply a contrived proc 
the exchanges appear to be of equal value or i 
interest, the opinion said. • ■>

“We expect tha t when the record of the e 
reviewed, it will become apparen t tha t the pu 
exchanges is to remove lands from ANWR j 
can be open to immediate development by j 
ties without waiting for In terior to establish 
agement and leasing regim e for all ANWR,” 
said.
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HJR9 OPPOSES NATIVE LAN) TRADES FOR LANDS IN ANWR, XHI FFCY_TIfT'_71:fE~EASTS’—  

THAT THE STATE NEEDS THE ‘0 PERCENT OF FEDERAL FOYALTIES THAT IT WOULD GET 

UNDER PRESENT LAW IF THE U.S. GOVERNMENT OWNS AND LEASES THE LAND. THIS 

REASONING IS MISGUIDED FOR FIVE REASONS.

FIRST, 90 PERCENT OF NOTHING IS STILL NOTHING. NATIVE INVOLVEMENT AND 

SUPPOFTWILL BE ESSENTIAL IF CONGRESS IS TO OPEN ANWR AT ALL. ALASKA IS 

SEEN OUSIDE AS HAVING HAD ITS FLING, AND HOW MANY NEW VOTES CAN THE OIL 

COMPANIES' DELIVER? CONGRESSIONAL SUPPORT IN D.C. TOWARD NATIVE AMERIC v : 

AND WILDLIFE REFUGE ENHANCEMENT THROUGH NATIVE TRADES WILL OFF-SET THE 

INCLINATION TO CAST AN EASY PRO-ENVIRONMENTAL VOTE TO KEEF ANWR CLOSED. 

LANDS GIVEN UP BY THE NATIVES WILL INCLUDE EXTREMELY IMPORTANT INHOLDINGS 

IN OTHER:WILDLIFE REFUGES IN ALASKA, SUCH AS THE MAJOR HABITAT FOR SEVERAL 

THREATENED SPECIES OF GEESE AND BRANDT. FEDERAL ACQUISITION OF SUCH IN­

HOLDINGS (WILL) WIN THE SUPFORT OF SEVEREL WILDLIFE ORGANIZATIONS, AND FORM



^  PAGE 2
THE BASIS FOR THE KIND OF COMPROMISE WHICH'WILL BE NEEDED TO OPEN ANWR. 
OPPOSING THESE LAND TRADES PLAYS RIGHT INTO THE HANDS OF THOSE WHO WOULD 

iLi- LOCK UP ANWR FOREVER.
^  SECOND,'THE 90 PERCENT FIGURE IS CERTAIN TO BE REEXAMINED IF  CONGRESS 

OPENS ANWR TO OIL AND GAS DEVELOPMENT. NATIVE SUPPORT WILL BE VALUABLE FOR 
THE STATE IN ITS ATTEMPT TO KEEP ITS SHARE OF FEDERAL ROYALTIES AT A HIGH

— -— level. ...  '
THIRD, THE POTENTIAL SIZE AND IMPACT OF THE NATIVE TRADE ON THE ANWR

LANDS HAS BEEN GREATLY EXAGGERATED. WHILE THE NATIVES WILL BE TRADING IN
^  VERY SUBSTANTIAL ACREAGE IT WILL BE TRADED ON A VALUE BASIS. THE VALUE OF

i ' r l THE ANWR LANDS FAR EXCEEnS THAT OF THE NATIVE LANDS.
["FOURTH, THE TRADES WILL ESTABLISH A STRONG'TAX-BASE. STATE PRODUCTION
TAXES WILL BE PAID FOR NATIVE ROYALTY PRODUCTION FROM NATIVE LANDS, 

c —' iFIFTH, NATIVE CORPORATIONS, BEING PRIVATE, CAN IMPOSE AND ENFORCE ALASKA
HIRE PROVISIONS- IN A WAY'THAT THE STATE CAN NEVER HOPE TO MATCH CONSTITU-
TIONALLY.

FINALLY, THE BOTTOM LINE IS NOT TO LOSE SIGHT OF THE ULTIMATE OBJECTIVE 
OF OPENING ANWR, CREATING JOBS AND DEVELOPMENT , AND ESTABLISHING A SOUND 

LI LL tax BASE FOR THE STATE. IT IS AN HISTORICAL AXIOM THAT ALASKA HAS NEVER 
- J r  ACHIEVED MAJOR LAND LEGISLATION IN CONGRESS WHEN THE STATE WAS DIVIDED. 
r~' ON* BEHALF OF OUR 6300 SHAREHOLDERS AND THE 1'2 VILTA'JFl^TlR?'0”RATlbN^_TN 

OUR REGION AND WESTERN ALASKA COMPRISING THE NATIVE LANDS GROUP, COOK
A A

&
V?

< □
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FAGE 3
INLET REGION INC. ASKS FOR YOUR CONSIDERATION IN REMOVING THE PROVISIONS 
IN HJR9 OPPOSING NATIVE LAND TRADES.

ROY M. HUHNDORF, PRESIDENT 
COOK INLET REGION INC.

CC: GOVERNOR STEVE COWPER 
COMMISSIONER BRADY 
COMMISSIONER KELSO 
COMMISSIONER COLLINGSWORTH 
COMMISSIONER SMITH 
COMMISSIONER MALONE 
COMMISSIONER GUITTEREZ
JOHN KATZ,' SPECIAL ASSISTANT TO THE GOVERNOR
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ARCTIC NATIONAL WILDLIFE REFUGE CONTROVERSY AN OVERVIEW

SUMMARY

:• ;T V £

Congress may soon decide whether to develop the coastal plain of thV,; 
Arctic National Wildlife Refuge (ANWR) in Alaska, an area rich in fauna, 
flora, and oil potential. Current law forbids energy leasing. 
Development proponents argue that any ANWR oil would help secure our 
energy future and could be developed safely. Opponents argue that ANWR's 
balanced ecosystem is more valuable intact and should be legally 
designated as wilderness, or at least remain as an area in which energy 
development is forbidden.

Four committees have held hearings on ANWR and nine bills have been 
introduced in the 100th Congress. The hearings so far have era; hasized an 
April 1987 Department of Interior (DOI) environmental impact statemenc, 
environmental effects, and assessments of energy needs. Legislative 
options include proceeding with development (relevant bills are H.R. 1082,
H.R. 3601, and S. 1217) and designating the area as wilderness, thereby 
halting development (relevant bills *>-p h .R. 39 and S. 1804). Another 
option is to take no action; this would also prevent onshore development.

Many complex and difficult issues would be involved With a decision 
to proceed. Though seismic studies and drilling outside the 1002 area 
strongly suggest (but do not prove) a probability for a significant 
quantity of oil, whether and how exploratory drilling might proceed 
(relevant bill H.R. 3601), who would pay the costs, anj how the leasing 
options would be awarded are some of the many questions involved. How 
would the small Native population (around 200 people) living on the Refuge 
fare? What environmental protection measures would be appropriate, and 
how would change of habitat affect plant and animal populations? 
Assuming development revenues from bonuses, rents, and royalties, how 
would these monies be divided among the Federal Government, the State of 
Alaska, and others?

Land exchanges involving DOI and Alaskan Natives have been proposed 
(relevant bills are H.R. 2629 and S. 1493). Interior Secretary Hodel has 
agreed not to proceed with these exchanges until Congress authorizes them 
legislatively, though he insists that he has the authority to do so. This 
authority and the question of ownership of certain submerged lands beneath 
navigable waters within and offshore of ANWR (relevant bills are H.R. 2629 
and S. 576 ) are two of the major legal issues being addressed at this 
time.
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ISSUE DEFINITION

The coastal plain of the Arctic National Wildlife Refuge (ANWR) is 
the most promising U.S. onshore oil and gas prospect. It could contain as 
much oil as the giant field at Prudhoe Bay, which is on State land west of 
ANWR. On the other hand, the Refuge is home to a large variety of plants 
and animals in a nearly undisturbed state. The conflict between oil 
potential and pristine nature creates a dilemma: Should Congress open the
area for oil and gas development or should the area's ecosystem be given 
permanent protection? What factors should determine whether to open the 
area? If the area is opened, how can damage be minimized? To what extent 
should Congress involve itself in the management of the area (if it is 
developed) and to what extent should Federal agencies be left on their 
own?

BACKGROUND AND ANALYSIS

History and Recent Congressional Actions

Much of what is now the Arctic National Wildlife Refuge was set aside 
in December 1960 by Public Land Order 2214. The Alaska National Interest 
Lands Conservation Act (ANILCA, P.L.96-487) of 1980 prohibited oil and gas 
development in the 1.5-million-acre coastal plain of the 19-million-acre 
Arctic National Wildlife Refuge (ANWR) until authorized by Congress. 
Under Section 1002 of ANILCA, Congress required the Department of the 
Interior (DOI) to report on the plant and animal resources and the oil and" 
gas potential of the this part of ANWR, now generally called the "1002 
area." This report to Congress, the Final Legislative Environmental 
Impact Statement (FLE1S), was submitted in April 1987. DOI recommended 
that the area be fully leased. (For a history of the FLEIS, see CRS 
Issue Brief 87026 (archived).)

Four Committees have held extensive hearings on ANWR development: 
House Merchant Marine and Fisheries, House Interior and Insular Affairs, 
Senate Energy and Natural Resources, and Senate Environment and Public 
Works. The hearings have so far emphasized the DOI FLEIS, the 
environmental effects of oil development in ANWR or at Prudhoe Bay, and 
assessments of the need for additional sources of oil.

Several bills relating to ANWR have been introduced. Two bills 
(H.R. 39, S. 1804) would designate the 1002 area as wilderness, thereby 
precluding oil and gas development and maintaining the area's largely 
untouched state. Two bills (H.R. 1082, S. 1217) would authorize the 
Interior Secretary to lease the coastal plair. area expeditiously, and two 
others (H.R. 2629, S. 1493) would address a proposed land trade; H.R. 2629 
(as amended) would also address the ownership of submerged lands in ANWR 
as would 3. 576. H.R. 3601 would, among other things, establish an 
exploratory drilling program, allow the President to initiate a leasing 
program, and set up a program for the disposition of revenues from the 
leasing program. Finally, S. 735 would provide that income from oil and 
gas leasing programs in the National Wildlife Refuge System would be paid 
according to a formu’a to the State of origin, the Treasury, and the Land 
and Water Conservation Fund.
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The Legislative Choices

Congress has three basic choices for ANWR legislation. One option is 
designating the area as wilderness, thereby preventing energy development. 
This choice, like the failure to find oil, would likely encourage
alternative energy supplies and strategies. Supporters of this option 
argue that the entire, balanced ecosystem is most valuaole in the 
aggregate.and worth preserving intact. (Relevant bills are H.R. 39 and 
S. 1804.)

A second option is passing legislation permitting energy Leasing in 
the 1002 area. Supporters of oil development argue that ANWR oil is the 
best onshore prospect remaining in the United States, and that its
development is necessary for long-term national security and for
improving the balance of trade. They also argue that effects on animals, 
especially caribou, will not be serious, although they concede that 
wilderness values will be lost. If this option is chosen, Congress could 
also decide at what pace and under what conditions any oil would be
developed, and whether to adopt a preliminary exploration program. 
(Relevant bills are H.R. 1082, H.R. 3601, and S. .1217.)

The third option is taking no action, thereby preventing onshore 
energy development at this time. Those supporting delay often argue that 
not enough is known about either the probability of discoveries or about 
the environmental impact if development is permitted. Others argue that 
oil deposits shouLd be saved for an unspecified "right time." Finally, 
some parties favoring preservation advocate awaiting a new Administration 
that might be more favorable to their view.

One difficult question is whether the petroleum is needed at a 
possible expense of other values in ANWR. If ANWR oil is found, it would 
not contribute to national security or the trade balance until 15 years 
from now —  when any oil would first appear in quantity. But 15 years is 
enough time to pursue other energy alternatives. Moreover, the oil 
estimate from even a large field is equivalent to one year or less of 
current national consumption. Proponents of development contend that 
because the TransAlaskan Pipeline now delivers one-fifth of U.S. oil 
production and because the 1002 area is the best —  and maybe the only —  
prospect for keeping the pipeline flowing after 2000, ANWR must be 
developed. Proponents generally encourage pursuing energy alternatives 
under any circumstances, believing that other options cannot be prudently 
ignored. For some cases, the debate will be whether Congress should 
decide some of these issues in legislation, or leave them to the Executive 
agencies.

Geological Variables And Development Options

The fundamental conflict of energy development versus wilderness 
protection is exacerbated by uncertainty over how much oil is present in 
the 1002 area. This uncertainty has caused some Members of Congress to 
consider proposals to clarify how much petroleum is at stake in ANWR.
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Hidden Petroleum Probabilities

Few have challenged the DOI interpretation of the 1002 area
geologicaL data. Seismic studies and drilling outside the 1002 area
strongLy suggest (but do not prove) a relatively high probability for a 
significant quantity of oil to be present and recoverable. Thus, some of 
the debate tends to be on the significance of these data from the FLEIS to 
Congress.

If the low range of DOI's estimate (one field of less than one
billion barrels) is correct, then 30 years of production could begin in
about 10 years. More likely are several fields of varying sizes producing 
sequentially over 50 years or more. Any associated natural gas would not 
be immediately economic, but its later production could extend beyond 50 
years.

Exploration Options

Conventional Federal leases permit exploration and, after discovery, 
extend automatically until production ceases entirely. However, to reduce 
uncertainty, it has been suggested that Congress permit industry to begin 
exploration but not proceed automatically to development. Two options are 
possible.

One option is for DOI to offer leases and allow leaseholders to do 
further site-specific evaluations and to drill exploratory wells in 
winter. Any information or discoveries could then be evaluated and used 
to determine whether to proceed to full development or to terminate the 
activity. This approach appeals to those seeking more hard information. 
But it is opposed by industry and some Members because company expenditure 
of time and money might lead to naught even if producible oil is 
di scovered.

A second option (proposed in H.R. 3601) is to conduct a specific 
"informational" drilling program whose purpose would be to expand 
knowledge of the prospects in the region, rather than primarily to find 
oil. Informational drilling could be conducted by government at its own 
expense, or under some kind of incentive program for industry 
participants. Even if oil were found, it would not likely confirm 
producibility with so few wells.

If Congress authorizes any type of exploratory drilling program, it 
will need to address at least the following issues:

1. If exploration is part of a conditional leasing process,
how can industry be persuaded to participate, in view of a 
risk that a discovery might not lead to development rights?

2. Under any exploration option, how should the resulting
information be disseminated?

3. If a purely informational drilling program actually
encounters oil, how will the discovery affect subsequent 
leasing?
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Leasing Options

1. Should some limit be set on the size of DOl's initial lease
offerings in the 1002 area, to reduce the chance of selling
all of the hest prospects in the first sale?

2. Should tract size be limited in order to spur competition
and higher revenues, encourage development coordination,
facilitate wildlife protection, and improve coordination of 
rehabilitation after industry activity ends?

3. Should a particular leasing period be mandated for the
area, and if so, how long should the period be?

DOI and industry prefer for ANWR leasing to follow the customary 
procedures. In the 1002 area, DOI accordingly wants the discretion to 
offer for sale any or all of the area. Industry could bid un all or part, 
and DOI could accept all to none of he bids. However, many of the prime 
prospects could go in one sale in a relatively small area.

Different Federal leasing programs have different customary tract 
sizes —  typically providing larger tracts in difficult or frontier areas 
such as the Outer Continental Shelf. Similarly, longer leases are 
frequently employed under special circumstances such as unique 
environmental protection requirements.

Congress may wish to consider several of these issues in any ANWR 
legislation:

Environmental Quality Management

If ANWR is developed, Congress would face three kinds of 
environmental quality management issues: resource management, pollution,
and waste disposal. Congress could choose to leave these matters to 
administrative agencies under authorities of existing laws, a preference 
of many in the oil industry. But many others believe Congress should
impose a higher standard of environmental protection because the area is
in a wildlife refuge or because of the fragility of the Arctic
environment.

Gravel and water resources are essential for oil exploration and
development. Potential legislative issues include protection of wat r 
resources necessary for animals, especially fish; regulation of water u- e 
and gravel extraction; and setting fees for and allocating any revenui s 
from exploiting these resources. Air and water pollution primarily rai* » 
questions of subtle, long-term ecological effects. Potential legislative 
issues include the adequacy of existing standards, research needs, and 
assurance that the standards are met. Waste disposal includes three major 
waste streams: drilling fluids, toxic wastes, and nontoxic bulk wastes. 
Legislative issues include the adequacy of current waste disposal 
requirements, the development of alternatives to landfills, and also 
liability concerns that can r.iake consolidation of disposal facilities 
unattractive to oil companies.
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General Land Management

The main Federal law governing leasing and production of petroleum 
on Federal land is the 1920 Mineral Leasing Act. It remains to be seen 
whether Congress will see this law and its resulting regulations and 
procedures, other Federal environmental laws, and relevant Alaskan law as 
adequate for 1002 development. If Congress decides that the 1002 area 
should operate under a unique legal status, Congress will have to 
determine what elements of the process from exploration co reclamation 
should deviate from standard practices.

The 1002 area has a small human population whose needs may be 
addressed specifically in ANWR legislation. The village of Kaktovik 
(about 200 people) and the lands of the Kaktovik Inupiat Corporation (KIC) 
lie along the coast. There is also a U.S. military Distant Early Warning 
(DEW) station near Kaktovik, with dozens of employees. The DEW network 
also has several unoccupied sites of former or uncompleted development? 
scattered in the 1002 area. Together with Kaktovik, the DEW site operates 
a garbage dump and a runway.

Animals and Plants: the Purpose of a Refuge

Under ANILCA, one of the purposes of ANWR is to "conserve fish and 
'wildlife populations and habitats in their natural diversity." Opponents 
of development argue that the entire, balanced complex of caribou, polar 
and grizzly bears, wolves, falcons, wildflowers, and so on, is worth 
preserving intact. Resource development, in their view, would prevent 
such conservation, if not of entire species, then of the ecosystem's 
diversity. Sport hunters stress the importance of the habitats for 
migratory game birds taken in both Canada and the United States. Issues 
before Congress in this area include:

1. Should the entire area be designated wilderness to protect 
"populations and habitats in their natural diversity"?
(See H.R. 39 and S. 1804.)

2. Should special protection be given to certain species such 
as caribou, bears, wolves, musk oxen, snow geese, etc.? If
so, should protection take the form of habitat protection
and/or management restrictions? (See Section 202(b) of
H.R. 3601 )

3. Should some species (e.g., wolves) be reduced to enhance
populations of other species (e.g., caribou, musk oxen)
that may be reduced by development? Or should special 
measures be taken to prevent reduction of predators?

4. Should the location of major support facilities (e.g.,
service centers and ports) be restricted to reduce the 
impact on sensitive species (e.g., polar bears, snow
geese)?

Port and Offshore Activity

While Section 1003 of ANILCA prohibits energy production in ANWR 
until authorized by Congress, it does not cover the role the 1002 area
might play as a land base for State or Federal offshore activity. Both
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the United States and Alaska are proceeding with offshore leasing adjacent 
to the 1002 area. Even if Congress does not act to open ANWR (thus 
preventing development), it may wish to consider controlling the use of 
the 1002 area as a support center, port, or pipeline corridor for offshore 
development.

Management of Support Services: Avoiding Past Mistakes

Activities of the independent support service industries in the 
Prudhoe Bay area, perticularly at Deadhorse, have been widely criticized. 
(These firms are generally employed by, rather than part of, major oil 
companies.) At Deadhorse, the State leases land to small businesses that 
provide support services to the oil industry. Services include repair, 
cleaning, laundry, aircraft supply, etc. Issues include:

1. Should Congress specify the location of support facilities
ov require them to be located outside the Refuge?

2. Should Congress set financial standards or require bonds
for participation in ANWR services to minimize abandoned 
service sices?

3. Should Congress require a unified service center such as
the one at Kuparuk field (west of Prudhoe Bay) for ANWR?

4. Should Congress mandate that garbage be hauled out of ANWR?

To dace, no bills supporting development directly address these questions. 

Access: Roads and Legal Conflicts

For Congress, a key access issue is the logistical conflict between 
the area's management as an industrial site versus management as a refuge 
devoted not only to wildlife conservation but also to recreation 
(including sport fishing and hunting), subsistence uses, among other 
functions. This conflict would become more intense with the increasing 
human populations and road networks from development. In contrast to the 
free but difficult access at ANWR, access to the State-owned Prudhoe Bay 
complex is strictly (if not always effectively) controlled. Visitors' and 
workers' belongings are searched for firearms, alcohol, and drugs. None 
of these requirements now applies to the 1002 area. Moreover, hunting, 
even for subsistence, is forbidden at Prudhoe and limited in other 
developed areas. Similar restrictions are not found in the 1002 area, and 
may conflict with the purposes of the Refuge. Specific access issues 
which Congress may address include:

Should firearms be prohibited in the .1002 area for workers? 
For recreational visitors?
If firearms are allowed, should no-shooting buffer zones be
required around facilities and structures? If so, how much
of the area would remain open to subsistence and
recreational hunting?
Should developed areas be closed to recreational visitors? 
If not, should such visitors be allowed to use industry
roads? To cross them?
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A. W i l l  the increased a c c e s s i b i l i t y  o f  the area lead to 
excess ive hunting pressure? Should public access to the 
area be r e s t r i c t ed ?

5 .  What add i t iona l  personnel would be needed to enfo rce these 
p roh ib i t ions?

Subsistence Use

Natives o f  Kaktovik ,  on the north coast o f  the 1002 a rea ,  are the 
major users o f  the resources of  the coas ta l p la in ,  a lthough they depend 
p r im a r i l y  on marine resources .  Subsistence hunters in the United States 
and Canada a lso  take caribou from the Porcupine Herd. Kaktovik Natives 
oppose both leasing in the primary caribou calv ing area and a r e s t r i c t i o n  
on discharging f i rea rms .  Congress may wish to consider  the fo l l ow ing  
issues regarding subsistence use:

1. Should the current r igh ts  of  Native users be r e s t r i c t e d  as 
to e i th e r  access o r  hunting? Should sport  hunting be 
r e s t r i c t e d  to maintain subsistence oppor tun i t ies  i f  game 
populat ions diminish?

2 .  Are po la r  bears ,  which are cu r ren t ly  l e g a l l y  taken on ly  by 
Nat ives,  at  spec ia l  r i s k  from a p o t e n t i a l l y  increas ing 
Native popu lation and improved Native mob i l i t y?  I f  so, 
does the l e g a l l y  unres t r ic ted  Native take need new 
examination by Congress in the 1002 area?

3 .  What voice w i l l  subsistence users have in new regu la t ions  
as 1002 development ( i f  a ry )  evolves?

A. What p rov is ion ,  i f  any, should be made to minimize impacts ffHa
o f  development on Native cu l tu re?

Areas of Special Environmental Significance

The w i l d l i f e  debate has focused mainly on the migratory Porcupine 
Caribou Herd (PCH). However, other species,  such as po la r  and g r i z z l y  
bears and wolves, may be at g rea te r  r i s k ,  in the view o f  some. Congress 
may consider  specia l p ro tec t ion o f  the most important hab i ta ts  ( e . g . ,  
wi lderness designat ion ,  delayed exp lo ra t ion ,  or  a spec ia l  regu la to ry  
regime). At th is  t ime, the areas most o f ten mentioned f o r  some spec ia l 
s tatus inc lude:

1. the major ca lv ing area o f  the PCH;
2 .  the area around Sad le roch it  Spring (a warm spring which 

f lows a l l  w in te r ) ;
3 .  the a re a s  n ea re s t  the coast where subs tan t ia l  b ird 

populat ions occur, and where many female po la r  bears make 
t h e i r  dens; and

A. the area south and west of  Angun Point which includes a
por t ion o f  the snow geese's f a l l  feeding area .

Of those b i l l s  supporting at l e a s t  some development, on ly H.R. 3601 would 
e x p l i c i t l y  provide f o r  specia l treatment o f  ce r ta in  areas . The two 
wilderness b i l l s  (H.R. 3J , S. 180A) obvious ly  would provide complete
p ro tec t ion .

#
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Revenue Allocation

If oil is present, ANWR development revenues from bonuses, rents, and 
royalties, as well as sales of gravel and water, could generate billions 
of dollars for the landowners. Peak annual royalties alone might reach 
from §200 million to §2.5 billion, followed by declining revenues for 
30-50 years. If DOl's proposed land trade with Native corporations 
proceeds, these corporations (as owners of ANWR subsurface rights) would 
receive significant revenues from the development of their lands. (See 
Land Exchange, below.) If Alaska owns as much of the submerged lands as 
it claims, it could receive directly a substantial fraction of the 
revenues. (See Submerged Lands, below.) Whatever the Federal fraction 
of the income, Congress must decide:

1. Should Alaska continue to receive 90% of certain revenues 
from Federal leases on federally owned lands; and 
considering the terms of the Alaska Statehood Act, could 
Congress change Alaska's share?

2. Should any Federal revenues from ANWR be used for land 
acquisition in Alaska or elsewhere as part of the 
mitigation for reduced habitat values in a developed 1002 
area? If so, how should the revenues be allocated?

Two bills, S. 735 and H.R. 3601, address the allocation of revenues from 
ANWR. Among other things, they would allocate certain fractions of the 
revenue to various conservation programs.

#
Legal Issues

Certain issues are being addressed not only in legislation, but also 
in various courts.

Land Exchange ("Megatrade")

DOI has preliminarily negotiated land exchanges with some Alaskan 
Native groups, trading oil and gas rights in the 1002 area for land or 
surface rights belonging to the Natives within seven other refuges in 
Alaska. (The proposal has become known as "the Megatrade.") The 
Secretary appears to be relying on Section 1302 of the ANILCA (16 U.S.C. 
3101, 3192) for authority. This section authorizes the exchange even of 
lands within conservation areas for purposes of the act, if certain 
requirements are met. Critics deny -! at Section 1302 authorizes these 
exchanges. Interior Secretary Hodel has agreed not to proceed with the 
exchanges until Congress authorizes them legislatively, alchough he 
insists that he has the authority to do so.

In addition to considering the legality of the proposed exchange,
Congress may wish to consider other questions.

1. Is this trade in the economic interest of the United States
and the State of Alaska? Or is it otherwise in the public
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2. How might the trade add to or detract from an orderly lease 

management scheme in the 1002 area?
3. What additional rights would the Federal Government obtain 

on the acquired land3 tr.at it does not already possess?
4. How well did DOI insure that the trade was in fact an equal 

value trade?
5. In light of the legal restrictions and possible title 

problems on some of the lands in the seven Refuges, was the 
DOI appraisal of their value iccurate?

H.R. 2629 and S. 1493 would forbid these trades unless specifically 
authorized by law.

Submerged Lands Beneath Navigable Waters

The United States and Alaska dispute the ownership of submerged lands 
beneath navigable waters within and offshore of ANWR. Depending on how 
the legal issues are decided, Alaska may own significant inholdings within 
ANWR. If these inholdings are opened to leasing, not only would 
management of the remaining Refuge lands be complicated, but substantial 
revenues from any oil on those inholdings would accrue to Alaska, rather 
than the United States. H.R. 2629, which has passed the House, and S. 576 
would address these issues.

A case currently before the Supreme Court, United States v. Alaska, 
involves whether certain lands immediately offshore ANWR are owned by the 
Federal Government and are included in the Refuge. The case does not 
address other issues.

A second case —  Alaska v. United States —  recently filed in the 
Federal District Court for Alaska, challenges the current practices of the 
Bureau of Land Management (BLM) in Alaska for the surveying of lands and 
bodies of water. The State asserts that these practices wrongfully 
deprive Alaska of additional submerged lands it owns. These BLM practices 
are set out in the Manual of Surveying, and in apparent contradiction with 
the lawsuit, Alaska has been simultaneously urging that Congress ratify 
these practices legislatively as the most fair approach. (See H.R. 2629 
and S. 576.)

A pivotal factor in these suits will be the test used for determining 
navigability for purposes of deciding title questions. • The Federal 
District Court for Alaska, in another recent decision also captioned 
Alaska v. United States, devised a generous test of navigability for title 
purposes. The case currently is on appeal by Ahtna, Inc., a Native 
regional corporation which, with the United States, was a defendant.

If a generous test of navigability for title purposes prevails, and 
any pre-statehood actions of the Federal Government in withdrawing the 
lands later comprising, ANWR are held to be insufficient to have reserved 
title to the United States, Alaska may well own significant inholdings 
within the coastal plain. If so, Congress will face additional legal 
issues involved in regulating or precluding State mineral development:
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Can Congress preclude Alaska's development 
inholdings without owing compensation under t 
Amendment?
How should Congress regulate any Alaskan inholdings?
Can and should Congress approve through legislation the 
current surveying practices of BLM?

(For further information, see CRS Report 87-673 A, Legal Issues Related 
to the Ownership of the Submerged Lands within and off the Coast of the 
Arctic National Wildlife Refuge.)

Long-Term Issues

If no commercial quantity of oil is found in the 1002 area, 
substantial recovery from exploratory activities should take only a few
years. If major quantities are found, development including natural gas 
extraction would probably last for decades or even a century. 
Substantial recovery might then take further centuries in the harsh Arctic 
environment. Thus, Congress may be. debating rehabilitation that might
not begin until 2060 or 2090. Few existing laws contemplate such long­
term planning for a cleanup whose cause may not ever occur. Congress may 
consider various proposals on the long-term fate of the area:

1. Should industry pay a tax or fee to create a trust fund 
for long-term clean up, as opposed to one for such 
short-term problems as oil spills and hazardous waste
spills?

2. Alternatively, should industry be required to pay for 
performance bonds to ensure clean up? How would such a 
long-term bond work?

3. What ultimate rehabilitation goal(s) should apply? Should 
the area be returned insofar as possible to the pristine 
pre-development state after oil is extracted? After gas 
extraction? After offshore energy extraction?

4. What additional information is needed to plan for so 
distant an event?

LECISLATIOH

H.R. 39 (Udall)
Designates che Arctic Coastal Plain (1002 area} as wilderness. 

Introduced Jan. 6, 198/} referred to Committee on Interior and Insular 
Affairs.

H.R. 108.2 (D. Young)
Authorizes the Secretary of the Interior to lease lands in the 

Coastal Plain of ANWR for oil and gas exploration, development, and 
production. Introduced Feb. 11, 1987; referred to Committees on Interior 
and Insular Affairs, and on Merchant Marine and Fisheries.
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H.R. 2629 (D. Youug)
Amends ANILCA to clarify the conveyance and ownership of submerged 

lands and to forbid the transfer of subsurface rights in ANWR without 
congressional approval. Introduced June 8, 1987; referred to Committees 
on Interior and Insular Affairs, and on Merchant Marine and Fisheries. 
Reported Aug. 3, 1987 (H.Rept. 100-262, Part I). Passed House, amended, 
Aug. 3, 1987.

H.R. 3601 (W. Jones)
Relating to the enhancement of the Nation's fish and 

wildlife resources, the National Wildlife Refuge System, and for other 
purposes. Introduced Nov. 3, 1987; referred to Committees on Merchant 
Marine and Fisheries, and on Interior and Insular Affairs.

S. 576 (Murkowski)
Amends ANILCA to clarify the conveyance and ownership of submerged 

lands. Introduced Feb. 23, 1987; referred to Committee on Energy and 
Natural Resources.

S. 735 (Bentsen)
Amends the Land and Water Conservation Fund Act to distribute revenue 

from oil and gas resources in units of the National Wildlife Refuge 
System; directs the Secretary of the Treasury to distribute such monies 
according to a formula, if the Congress fails to act. Introduced Mar. 12, 
1987; referred to the Committee on Energy and Natural Resources.

S. 1217 (Murkowski)
Authorizes the Secretary of the Interior to lease public lands in the 

1002 area for oil and gas exploration, development and production. Also 
authorizes the Secretary of State to begin talks with Canadian Government 
on the transportation of energy resources in the Arctic region. 
Introduced May 15, 1987; referred to Committee on Energy and Natural
Resources.

S. 1493 (Bradley)
Requires approval by law of any land exchange in ANWR. Introduced 

July 14, 1987; referred to Committee on Energy and Natural Resources.

S. 1804 (Roth)
Amends the National Wildlife Refuge Administration Act to designate 

the Section 1002 area as wilderness. Introduced Oct. 21, 1987; referred 
to Committee on Environment and Public Works.

FOR ADDITIONAL READING

U.S. Library of Congress. Congressional Research Service. Arctic
National Wildlife Refuge: Oil, gas, and wildlife, by M. Lynne Corn 
and John Schanz. [Washington] Oct. 23, 1987.

CRS Issue Brief 87026 (archived)
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— Legal Issues related to the ownership of the submerged lands within 
and off the coast of the Arctic National Wildlife Refuge, by Pamela 
Baldwin. [Washington] 1987. 36 p.

CRS Report 87-673 A

  The proposed St. Matthew Island land exchange: Authority of
Secretary of the Interior to exchange lands under the Alaska National 
Interest Lands Conservation Act, by Pamela Baldwin. [Washington] 
June.21, 1982. 39 p.

  Whether Congress unilaterally may amend a mineral lease revenue
distribution formula that appeared in the Alaska Statehood Act, by
Thomas J. Nicola. [Washington] 1987. 12 p.

CRS Report 87-63 A

 World oil and the ANWR potential, by Robert L. Bamberger and Carl
E. Behrens. [Washington] 1987. 14 p.

CRS Report 87-438 ENR

U.S. Department of the Interior. Fish and Wildlife Service, Geological 
Survey, and Bureau of Land Management. Arctic National Wildlife 
Refuge, Alaska, coastal plain resource assessment. Report and
recommendation to the Congress of the United States and Final
Legislative Environmental Impact Statement. Washington, 1987.
208 p.
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P R I N C I P A L  D E F I N E D  T E R M S  U S E D  IN  T H I S  P R O X Y  S T A T E M E N T
A N C SA : A la sk a  N a tiv e  C la im s  S e tt lem en t A c t.
A N IL C A : A la sk a  N a tio n a l In te re s t  L an d s  C o n se rv a tio n  A c t.
A N W R : A r tie  N a t io n a l W ild life  R efuge .
A Q U A /T E R R A : A q u a /T e r r a  C o n su lt in g , L td . o f  G re a t  F a lls . V irg in ia .
C H E V R O N : C h ev ro n  U .S .A .. In c .
C H E V R O N  G R O U P : C h e v ro n . S ta n d a rd  A la sk a  P e tro le um  C om pan y  a n d  BP A la sk a  E x p lo ra ­

tion . Inc.
D IR K S E N : D irk se n  A p p ra is a l C o m p a n y  o f  A n ch o rag e . A la sk a .
D IR K S E N  R E P O R T : D irk s e n 's  A u g u s t 1. 1987 re p o r t rev iew ing  th e  FW S A p p ra isa l.
D O I: U n ited  S ta te s  D e p a r tm e n t o f  In te r io r .
E X C H A N G E : K o n ia g 's  p ro p o se d  e x c h an g e  o f  K on ia g  E x ch an g e  L an d s  fo r O il a n d  G a s  E D P  

In te re s ts  u n d e r  th e  E x ch an g e  A g re em en t.
E X C H A N G E  A G R E E M E N T : T h e  a g re em en t p ro v id in g  fo r th e  E x ch ang e .
E X C H A N G E  L A N D  V A L U E : N eg o tia te d  am o u n t o f  S77.442.711 a t t r ib u te d  to  th e  K o n iag

E x ch ang e  L and s .
FW S : U n ited  S ta te s  F ish  a n d  W ild life  S erv ice .
FW S  A P P R A IS A L : T h e  N o v em b e r  27, 1985 a p p ra is a l by FW S  o f  a ll la n d s  ow n ed  by K o n iag  

w ith in  K N W R  ( in c lu d in g  la n d s  n o t p a r t  o f  th e  K o n iag  E x ch an g e  L and s) .
IM P L E M E N T IN G  R E G U L A T IO N S : R eg u la t io n s  p ro m u lg a te d  p u r s u a n t  to  th e  O p en in g  L eg is ­

la tio n  to  re g u la te  p e tro le u m  e x p lo ra tio n , d ev e lo pm en t, a n d  p ro d u c tio n  in th e  C o a s ta l P la in  
o f  A N W R .

K A R L U K  L A N D S : T h e  su r fa c e  e s ta te  o f  a p p ro x im a te ly  34,186 a c re s  th a t K o n ia g  is seek ing  
a u th o r i ty  to  c o n v ey  to  ih e  K a r lu k  IR A  C o u n c il.

K N C : K a r lu k  N a tiv e  C o rp o ra t io n .
K N W R : K o d iak  N a t io n a l W ild life  R e fuge .
K O N IA G : K o n iag , In c .
K O N IA G  A N W R  L A N D S : T h e  t r a c ts  in A N W R  se le c ted  by K o n iag  to  w h ich  th e  O il an d  G a s  

E D P  In te re s ts  p e r ta in .
K O N IA G  A N W R  L E A S E S : T h e  leases w h ich  K on iag  w o u ld  issue to  th e  C h ev ro n  G ro u p  a n d  

Ph illip s  c o n c e rn in g  th e  O il a n d  G a s  E D P  In te re s ts .
K O N IA G  E X C H A N G E  L A N D S : T h e  su rfa c e  e s ta te  o f  112.564 a c re s  in  K N W R  th a t K o n ia g  

w ou ld  c o nv ey  to  th e  U n ite d  S ta te s  G o v e rn m en t u n d e r  th e  E x ch an g e  A g re em en t.
LAA : T h e  L ease  A cq u is i t io n  A g re em en t d a te d  D ec em b e r 17, 1985 b e tw een  K o n ia g  a n d  th e  

C h ev ro n  G ro u p .
L A R S E N  BA Y  L A N D S : T h e  su r fa c e  e s ta te  o f  a p p ro x im a te ly  17,676 a c re s  th a t K o n ia g  is seek ing  

a u th o r i ty  to  co nv ey  to  th e  T ra d i t io n a l T r ib a l C o u n c il fo r L a rsen  Bay.
L E A SE  A G R E E M E N T S : T h e  L ease  A cq u is it io n  A g re em en t a n d  th e  P h illip s  A g re em en t 

co llec tiv e ly .
L E IS : T h e  L eg is la tiv e  E n v iro n m en ta l Im p a c t S tu d y  w h ich  D O I in te n d s  to  p e rfo rm  re la tin g  to 

th e  E x ch ange .
M E R G E R : T h e  1980 m e rg e r o t K N C  an d  N N P I  w ith  K on iag .
N N P I : N u -N a c h k  P it. Inc .
O IL  A N D  G A S  E D P  IN T E R E S T S : O il a n d  gas e x p lo ra tio n , d ev e lo pm en t, a n d  p ro d u c tio n  r ig h ts  

held  by th e  U n ite d  S ta te s  G o v e rn m e n t in c e r ta in  la n d s  in A N W R .
P H IL L IP S : P h illip s  P e tro le um  C om p an y .
P H IL L IP S  A G R E E M E N T : T h e  A g re em en t d a te d  Ju ly  1. 1987 b e tw een  K o n ia g  a n d  P h illip s

P e tro leum  C om p an y
R E D U C T IO N : T h e  a g u e d  re d u c tio n  o f  th e  C h ev ro n  G ro u p 1 :■ fu tu re  le a seh o ld  r ig h ts  in  th e  O il

an d  G a s  E D P  In te re s ts  to  an  u n d iv id ed  51% .



KO N IA G . INC .
N O T IC E  O F  A N N U A L  M E E T IN G  O F  S H A R E H O L D E R S  

T o  Be H e ld  on D ec em b e r 5. 198"

T h e  A n n u a l M ee tin g  o f  th e  S h a re h o ld e rs  o f  K o n iag . Inc . ( ‘'K o n ia g " )  w ill be h e ld  a: 10:00 a .m . 
on  S a tu rd a y . D e c em b e r 5. 1987. a t B anq u e t R o om . K o d ia k  B usk in  R iv e r In n . K o d ia k . A la sk a , fo r 
th e  fo llow ing  p u rp o se s :

1. T h e  a d o p tio n  o f  c e r ta in  p ro p o s it io n s :
a . P ro p o s i t io n  I: T o  a u th o r iz e  K o n ia g  to  ex ch an g e  its in te re s t in  th e  su rfa c e  e s ta te  o f  

ap p ro x im a te ly  112.564 a c re s  o f  la n d  w ith in  th e  K o d ia k  N a tio n a l W ild life  R e fuge  fo r 
c e r ta in  o il an d  gas e x p lo ra tio n , d e v e lo p m en t an d  p ro d u c tio n  r ig h ts  h e ld  b \  th e  U n ite d  
S ta te s  G o v e rn m en t in c e r ta in  la n d s  in th e  A rc tic  N a t io n a l W ild life  R e fuge . Som e o r  
a ll o f  th e se  r ig h ts  in  tu rn  w o u ld  be leased  to  C h ev ro n  U .S .A ., In c ., S ta n d a rd  A la sk a  
P ro d u c t io n  C om pany , a n d  B P  A la s k a  E x p lo ra t io n , In c . a n d  to  P h ill ip s  P e tro le u m  
C om p an y , in  re tu rn  fo r m in im u m  c a sh  p a y m en ts  to  K o n ia g  to ta l l in g  a p p ro x im a te ly
558 ,300 ,000 an d  c e r ta in  c o n tin g e n t p a y m en ts , in c lu d in g  K o n ia g 's  r ig h t to  rece ive 
ro y a ltie s  from  th e  p ro d u c tio n  o f  a n y  o il a n d  gas from  th o se  la n d s . A g re em en ts  th a t 
h av e  a lre a d y  been s ig n ed  w ith  th e se  o il c om p an ie s  w o u ld  b e  ra tified .
A d d it io n a lly , th e  B o a rd  o f  D ire c to r s  w ou ld  be g ra n te d  th e  a b so lu te  d is c re tio n  to  am en d  
th e  ag re em en ts  w ith  th e  o il c o m p an ie s  a n d  th e  U n ite d  S ta te s  G o v e rn m en t e x cep t th a t  
a n y  m a te r ia l c h an g e s  to  th e  in te re s ts  g ra n te d  to  K o n ia g  u n d e r  th e  e x ch an g e  ag re em en t 
w ith  th e  U n ite d  S ta te s  G o v e rn m e n t w ou ld  be su b je c t to  c e r ta in  co n d itio n s .

b. P ro p o s i t io n  I I :  T o  a u th o r iz e  K o n ia g  to  t ra n s fe r  to  th e  t r ib a l o rg a n iz a tio n s  fo r K a r lu k  
a n d  L a rse n  B ay o r  to  e n tit ie s  d e s ig n a te d  by  th em , u p o n  th e  fu lfillm en t o f  c e r ta in  
c o n d it io n s  ( in c lu d in g  th e  e n a c tm e n t o f  sp ec ia l le g is la tio n ) , c e r ta in  la n d s  c u r re n t ly  
ow n ed  by  K on iag  th a t  a re  a d ja c e n t to  th e se  v illages.

c. P ro p o s i t io n  I I I :  T o  a u th o r iz e , by  m e an s  o f  an  a d v iso ry  v o te , K o n ia g  to  e x p en d  fu n d s  
to  in v e s tig a te , d ev e lop  a n d  seek  C o n g re s s io n a l a u th o r iz a t io n  fo r a  p ro p o sa l to  c re a te  
a  s h a re h o ld e r  d is tr ib u tio n  p e rm a n e n t fu n d , w h ic h  w ou ld  b e  fu n d e d  w ith  a  p o r t io n  o f  
a n y  rev en u e s  w h ich  m ay  be g e n e ra te d  by  in te re s ts  a c q u ire d  by  K o n ia g  in th e  A rc t ic  
N a t io n a l  W ild life  R efuge .

2. T o  e le c t th r e e  (3) d ire c to r s  to  se rv e  a  te rm  o f  th r e e  (3 ) y ea rs .
3. T h e  t r a n s a c t io n  o f  su ch  o th e r  b u s in e s s  as m ay  p ro p e r ly  c om e  b e fo re  th e  m ee tin g .
T h e  B o a rd  o f  D ire c to rs  h as fixed th e  c lo se  o f  b u s in e s s  on  O c to b e r  7, 1987, a s  th e  R e c o rd  D a te . 

S h a re h o ld e rs  o f  re c o rd  on  th e  book s o f  K o n ia g  on  th a t  d a te  w ill be e n t it le d  to  vo te  a t th e  m e e tin g  
an d  any  a d jo u rn m e n t th e reo f.
IM P O R T A N T : T H E  E N C L O S E D  P R O X Y  P E R M IT S  Y O U  T O  V O T E  W IT H O U T  
A T T E N D IN G  T H E  M E E T IN G . W E  U R G E  Y O U  T O  C O M P L E T E , D A T E  A N D  S IG N  
T H E  P R O X Y  A N D  R E T U R N  IT  IN  T H E  E N C L O S E D , S T A M P E D  E N V E L O P E  A S  SO O N  
A S  P O S S IB L E .
IF  Y O U  M A IL  IN  T H E  P R O X Y , Y O U  C A N  S T IL L  R E V O K E  IT  A T  A N Y  T IM E  
B E F O R E  O R  A T  T H E  M E E T IN G  A N D  V O T E  IN  P E R S O N 'A T  T H E  M E E T IN G  A S 
L O N G  A S Y O U  F O L L O W  T H E  IN S T R U C T IO N S  F O R  R E V O C A T IO N  C O N T A IN E D  IN  
T H E  A C C O M P A N Y IN G  P R O X Y  S T A T E M E N T .
A L L  P R O X IE S  M U S T  BE R E C E IV E D  A T  T H E  A N C H O R A G E . A L A S K A  O F F IC E  O F  
JA M E S  P R E S T O N . C .P .A .. O N  O R  B E F O R E  5:00 P .M ., D E C E M B E R  2, 1987. IN  O R D E R  
T O  A S S U R E  T H E IR  B E IN G  V O T E D .
A N Y  P R O X IE S  R E C E IV E D  A F T E R  T H A T  T IM E  W IL L  N O T  B E  V O T E D  A T  T H E  
M E E T IN G .

D A T E D  th is  8 th  d ay  o f  O c to b e r , a t A n c h o ra g e , A la sk a .

K O N IA G , IN C .

M ic h a e l P a g a n o
S e c r e ta r y /T  re a su re r



s h h h h |h ~~____________ ___

T A B L E  O F  C O N T E N T S

R E V O K IN G  P R O X IE S  ..................................................................................................................................

V O T I N G .....................................................................................................■...........................................................
-"v >■: : ■.'£ ■■ '' ■ "'V."- V ; •' ■• :-o‘:

S U M M A R Y  O F  P R O P O S IT IO N S  ...........................................................................................................
■ • •* - 

B A C K G R O U N D  T O  P R O P O S E D  T R A N S A C T IO N S  ...................................................

S U M M A R Y  O F  P R O P O S IT IO N  I— P R O P O S E D  E X C H A N G E  A N D  L E A S E  
A G R E E M E N T S  ...........................................................................................................................................

I n t r o d u c t io n  .....................................................................................................................................................
S u m m a ry  o f  P ro p o se d  E x ch an g e  w ith  D O I ................................................................................

S u m m a ry  o f  L ea se  A g re em en ts  w ith  O il C o m p a n ie s  . .  1 ...................................................

S u m m a ry  o f  R isk  F a c t o r s ........................................................................................................................

S U M M A R Y  O F  P R O P O S IT IO N  I I— P R O P O S E D  C O N V E Y A N C E S  T O  
K A R L U K  A N D  L A R S E N  B A Y ......................................................................................................

S U M M A R Y  O F  P R O P O S IT IO N  I I I— S H A R E H O L D E R  D IS T R IB U T IO N  
P E R M A N E N T  F U N D  P R O P O S A L  ..............................................................................................

E X T E N T  O F  S U M M A R Y  ...................................................................................................................

P R O P O S IT IO N  I— P R O P O S E D  E X C H A N G E  A N D  L E A S E  A G R E E M E N T S  . .

S T A T E M E N T  O F  P R O P O S IT IO N  I ............................................................................................

E X C H A N G E ...................................................................................................................................................

B a c k g ro u n d  o f  P ro p o s e d  E x c h a n g e ....................................................................................................

P ro p o s e d  E x ch a n g e  ......................................................................................................................................

1. K o n ia g  E x c h a n g e  L a n d s .........................................................................................................

2. R e c e ip t o f  O il a n d  G a s  E D P  I n t e r e s t s .........................................................................

3. C o n g re s s io n a l A c tio n  ..............................................................................................................

4. T r a c t  S e lec tio n  P r o c e s s ............................................................................................................

5. V a lu a tio n  o f  K o n ia g  E x ch an g e  L a n d s  .........................................................................

6. T e rm in a t io n  o f  E x ch an g e  A g r e e m e n t ............................................................................

7. M isc e lla n eo u s  ..............................................................................................................................

L E A S E  A G R E E M E N T S  .........................................................................................................................

B a c k g ro u n d  o f  L ease  A g r e e m e n t s .......................................................................................................

L ease  A c q u is i t io n  A g r e e m e n t .................................................................................................................

1. O b lig a t io n s  o f  K o n i a g ...............................................................................................................

2. O b lig a t io n s  o f  C h ev ro n  G r o u p ............................................................................................

3. T e rm in a t io n  o f  th e  L A A  .......................................................................................................

4. Is su a n c e  o f  L e a s e s .......................................................................................................................
5. T e rm s  o f  K o n ia g  A N W R  L eases  ....................................................................................

P«<

3



,  ,  .r.V  • »

,. - .. .. m  . .. m  .

;• to«>SS?iP5-*5i•■ j.v*,*):.S ri-' • ’r-.: ' •'*'• >r *:?<*•'. *

IPs

RSf'v

6. P a ym en ts  by C h e v ro n  G r o u p .............................

P h illip s  A g r e e m e n t ........................................................................

1. O b lig a t io n  o f  th e  P a r t i e s ........................................

2. T e rm in a t io n  o f  P h ill ip s  A g r e e m e n t ................

3. T e rm s  o f  K o n ia g  A N W R  L eases ...................

4. P a ym en ts  by P h i l l i p s ................................................

F a irn e s s  o f  C o n s id e r a t io n  U n d e r  L ease  A g re em en ts

U se o f  P ro c e e d s  by K o n ia g  ...................................................

C e rta in  T ra n s a c t io n s  ...................................................................
A U T H O R IZ A T IO N  T O  B E  G R A N T E D ...................

L I T IG A T IO N  A F F E C T IN G  P R O P O S E D  E X C H A N G E  A N D  L E A S E  
A G R E E M E N T S  ..........................................................................................................................................

1. Trustees for Alaska, etal. v. William Horn, etal., C iv . A c t io n  N o . A 8 7 -1 18 
(C iv i l ) ..................................................................................................................................................

2. S e a la sk a  A rb i t r a t io n  

R IS K  F A C T O R S ........................

F IN A N C IA L  E F F E C T S  O F  T H E  P R O P O S E D  E X C H A N G E  A N D  L E A S E  
A G R E E M E N T S  ..........................................................................................................................................

1. E ffec ts  o n  F in a n c ia l  S t a t e m e n t s ................

2. In c o m e  T a x  C o n s id e ra tio n s  ........................

R IG H T S  o f  D IS S E N T IN G  S H A R E H O L D E R S

P R O P O S IT IO N  I I— P R O P O S E D  C O N V E Y A N C E S  T O  K A R L U K  A N D  L A R S E N  
BA Y  ............................................................................. ................................................................................................

S T A T E M E N T  O F  P R O P O S IT IO N  I I ...............................................................

B A C K G R O U N D ...............................................................................................................

P R O P O S E D  A U T H O R IT Y  T O  C O N V E Y  ..................................................

1. S cop e  o f  P ro p o s e d  A u th o r i ty  to  C o n v ey  .......................................

2. R e c ip ie n ts  o f  th e  C o n v e y a n c e s ...............................................................

3. C o n d it io n s  o f  Is su a n c e  o f  C o n v ey an ce s  ..........................................

4. R e v e r te r  P ro v is io n s  in th e  C o n v e y e n c e s ..........................................

5. L ack  o f  C o n s id e ra tio n  ...............................................................................

F IN A N C IA L  E F F E C T S  O F  T H E  P R O P O S E D  C O N V E Y A N C E S

1. E ffect U p o n  th e  F in an c ia l S t a t e m e n t s ...............................................

2. In com e  T ax  C o n s id e ra tio n s  ...............................................................

V O T E  R E Q U IR E D  .......................................................................................................

C E R T A IN  T R A N S A C T IO N S  ............................................................................

Piae

‘A*; /.■•'/-

v>'

11
24
24

24
24

24

24

25

26 

27

27

27

28 

29

31

31

32

33

33

33

34 

34

34

35

35
36

36

36

36

37

38



P R O P O S IT IO N  I I I — S H A R E H O L D E R  D I S T R IB U T IO N  P E R M A N E N T  
F U N D — A D V IS O R Y  V O T E  .......................................................................................................................

. • •■'..•< : /Ai"v.:,Ur.. •'.. .. - .v" r-r'W-'x -j/Yr.V T  ■ ■ ?■' ' " ' " V'Sr
S T A T E M E N T  O F  P R O P O S IT IO N  I I I .......................................................................................

B A C K G R O U N D ..........................................................................................................................................

D E S C R IP T IO N  O F  C O N C E P T ........................................................................................................

V O T E  R E Q U IR E D  ..................................................................................................................................

E L E C T IO N  O F  D IR E C T O R S .....................................................................................................................

C U M U L A T IV E  V O T I N G .....................................................................................................................

N O M IN E E S  O F  T H E  B O A R D  O F  D IR E C T O R S ..............................................................

N O M IN A T IO N  BY  S H A R E H O L D E R  P E T I T I O N ...........................................................

N O M IN A T IO N S  A T  T H E  A N N U A L  M E E T IN G  ...........................................................

D IR E C T O R S  W H O S E  T E R M S  W IL L  C O N T I N U E ........................................................

R E M U N E R A T IO N  ...................................................................................................................................

C E R T A IN  T R A N S A C T IO N S  ...........................................................................................................

B O A R D  C O M M IT T E E S ........................................................................................................................

IN F O R M A T IO N  C O N C E R N IN G  K O N IA G ’S A C C O U N T A N T S  ................................

O T H E R  B U S IN E S S ..............................................................................................................................................

S O L IC IT A T IO N  O F  P R O X IE S    ...........................................................................................................

Put

38

38

38

38

39

40 

40

40

41

41

42 
44

44

45

45

46 

46

MAPS

F IG U R E  1. A R E A S  T O  B E  C O N V E Y E D  U N D E R  P R O P O S IT IO N S  I A N D
I I .................................................... : ......................................... ; .....................................................  5

F IG U R E  2. A R C T IC  N A T IO N A L  W IL D L IF E  R E F U G E  (A N W R )-1 0 0 2  A R E A :
T R A C T S  ID E N T IF I E D  B Y  N A T IV E  C O R P O R A T IO N S
F O R  E X C H A N G E  ..............................................................................................................  7

EXHIBITS

L E T T E R  F R O M  A Q U A /T E R R A  C O N S U L T IN G  G R O U P . L T D . T O  K O N IA G ,
IN C ., D A T E D  S E P T E M B E R  24. 1987   E X H IB IT  A

L E T T E R  F R O M  D IR K S E N  A P P R A IS A L  C O M P A N Y  T O  K O N IA G . IN C .,
D A T E D  S E P T E M B E R  24. 1987 ......................................................................................................  E X H IB IT  B

• . ’rn*7-.5T•?r.r"• ■rr:̂ '



KONIAG, INC.

4300 “B ” S tr e e t . S u i te  40" 
A n ch o rag e . A la sk a  99503

PROX\ STATEMENT

T h is  P ro x y  S ta tem e n t a n d  a c c om p an y in g  F o rm  o f  P ro x y  a re  b e ing  fu rn ish e d  by th e  B o a rd  o f 
D ire c to rs  o f K o n ia g . In c . ( "K o n ia g ”) in c o n n e c t io n , w ith  th e  B o a rd  o f  D i r e c to r ’s so lic ita tio n  o f  
p ro x ie s  fo r u se  a t th e  A n n u a l M ee tin g  o f  S h a re h o ld e rs  o f  K o n ia g  to  be h e ld  on  S a tu rd a y . D ecem b e r
5. 1987. a t 10:00 a .m . a t  th e  B a n q u e t R o om  o f  th e  K o d ia k  B u sk in  R iv e r  In n , K o d ia k , A la sk a , an d  
a t an y  a d jo u rn m e n t o r  a d jo u rn m e n ts  th e reo f . A t th is  m ee tin g , o r  an y  a d jo u rn m e n t o r  a d jo u rnm en ts  
th e reo f , th e  s h a re h o ld e r s  o f  K o n ia g  w ill v o te  on  th e  fo llow ing :

1. P R O P O S IT IO N  I .  T o  a u th o r iz e  K o n ia g  to  ex ch an g e  its  in te re s t  in  th e  su rfa c e  e s ta te  
o f  a p p ro x im a te ly  112 ,564 a c re s  o f  la n d  w ith in  th e  K o d ia k  N a t io n a l  W ild life  R efuge fo r 
c e r ta in  o il a n d  gas e x p lo ra tio n , d e v e lo p m en t a n d  p ro d u c tio n  r ig h ts  h e ld  by  th e  U n ite d  S ta te s  
G o v e rn m e n t in c e r ta in  la n d s  in  th e  A rc t ic  N a t io n a l  W ild life  R e fu g e . S om e  o r  a ll o f  th e se  
r ig h ts  in tu r n  w ou ld  be le a sed  to  C h ev ro n  U .S .A ., In c .. S ta n d a rd  A la sk a  P ro d u c t io n  
C o m p a n y , a n d  B P  A la sk a  E x p lo ra t io n , In c . a n d  to  P h ill ip s  P e tro le u m  C o m p a n y  in  re tu rn  
fo r m in im u m  ca sh  p a y m en ts  to  K o n ia g  to ta l l in g  a p p ro x im a te ly  558 ,300 ,000  an d  c e r ta in  
c o n tin g e n t p aym en ts , in c lu d in g  K o n ia g ’s r ig h t to  rec e iv e  ro y a l tie s  f rom  th e  p ro d u c tio n  o f  
an y  o il o r  gas from  th o s e  lan d s . A g re em en ts  th a t  h av e  a lre a d y  b een  s ig n ed  w ith  th e se  o il 
c o m p an ie s  w o u ld  be ra tif ie d . A d d it io n a l ly , th e  B o a rd  o f  D i r e c to r s  w o u ld  be g ra n te d  th e  
a b so lu te  d is c re tio n  to  am en d  th e  a g re em en ts  w ith  th e  o il c o m p a n ie s  a n d  th e  U n ite d  S ta te s  
G o v e rn m e n t ex cep t th a t  an y  m a te r ia l  c h an g e s  to  th e  in te re s ts  g r a n te d  to  K o n ia g  u n d i r  
th e  e x ch an g e  a g re em en t w ith  th e  U n ite d  S ta te s  G o v e rn m e n t w o u ld  b e  su b je c t to  c e r ta in  
c o n d it io n s .

2. P R O P O S IT IO N  I I .  T o  a u th o r iz e  K o n ia g  to  t ra n s fe r  to  th e  t r ib a l  o rg a n iz a tio n s  fo r 
K a r lu k  a n d  L a rse n  B ay  o r  to  e n tit ie s  d e s ig n a te d  by th em , u p o n  th e  fu lfillm en t o f  c e r ta in  
c o n d it io n s  ( in c lu d in g  th e  e n a c tm e n t o f  sp ec ia l le g is la tio n ) , c e r ta in  la n d s  c u r r e n t ly  ow n ed  
by  K o n ia g  th a t  a re  a d ja c e n t to  th e se  v illages .

3. P R O P O S IT IO N  I I I .  T o  a u th o r iz e , by  m e an s  o f  an  a d v is o ry  v o te , K o n ia g  to  exp end  fu n d s  
to  in v e s tig a te , d ev e lo p  an d  seek  C o n g re s s io n a l a u th o r iz a t io n  fo r  a  p ro p o sa l to  c re a te  a  
s h a re h o ld e r  d is t r ib u t io n  p e rm a n e n t fu n d , w h ic h  w o u ld  b e  fu n d e d  w ith  a  p o r tio n  o f  an y  
re v en u e s  w h ic h  m av  be g e n e ra te d  by  in te re s ts  a c q u ire d  b y  K o n ia g  in  th e  A rc t ic  N a tio n a l 
W ild life  R e fuge .

4. T o  e le c t th re e  (3 ) d ir e c to r s  to  se rv e  a te rm  o f  th re e  (3 ) y ea rs .

5. T o  t r a n s a c t  su c h  o th e r  b u s in e ss  as m ay  p ro p e r ly  c o m e  b e fo re  th e  m ee tin g .

B E C A U S E  T H E  P R O P O S E D  E X C H A N G E  W IT H  T H E  U N IT E D  S T A T E S  G O V E R N ­
M E N T  A N D  T H E  L E A S E  A G R E E M E N T S  W IT H  T H E  O IL  C O M P A N IE S ,  A N D  T H E  
C O N V E Y A N C E S  T O  T H E  T R IB A L  O R G A N IZ A T IO N S  O F  K A R L U K  A N D  L A R S E N  
BA Y  W IL L  N O T  P R O C E E D  U N L E S S  H O L D E R S  O F  T W O — T H IR D S  O F  T H E  V O T IN G  
S H A R E S  O F  K O N IA G  V O T E  IN  F A V O R . A F A IL U R E  T O  V O T E  O N  T H E S E  
M A T T E R S  (E IT H E R  IN  P E R S O N  O R  BY  P R O X Y ) H A S  T H E  S A M E  E F F E C T  A S  A 
V O T E  A G A IN S T  T H E  R E L E V A N T  T R A N S A C T IO N S . F O R  IN F O R M A T IO N  C O N ­
C E R N IN G  T H E  V O T E  R E Q U IR E D  F O R  T H E  O T H E R  IT E M S  O N  T H E  M E E T IN G  
A G E N D A . S E E  B E L O W .



O n ly  th o se  s h a re h o ld e r s  o f  r e c o rd  o n  th e  b o o k s  o f  K o n ia g  a t th e  c lo se  o f  b u s in e ss  on O c to b e r 
7, 1987, w ill be e n t i t le d  to  v o te  a t  th e  m ee tin g .

I f  th e  a c c om p a n y in g  fo rm  o f  p ro x y  is p ro p e r ly  e x e c u te d  a n d  re tu rn e d , th e  sh a re s  re p re se n te d  
th e reb y  w ill b e  v o te d  by  th e  p e rso n s  n am e d  as p ro x y  h o ld e rs  o r  th e i r  des ignees , in  th e  m a n n e r  
specified by y o u  on  th e  p ro x y . I n  th e  a b se n c e  o f  in s t ru c t io n s  to  th e  c o n tr a ry , th e  s h a re s  w ill b e  v o ted  
in th e  fo llow ing  m a n n e r :

1. O n  Proposition I— to authorize Koniag to exchange its interest in the surface estate of 

approximately 112,564 acres of land within the Kodiak National Wildlife Refuge for certain 

oil a n d  gas exploration, development a n d  production rights held by the United States 

Government in certain lands in the Arctic National Wildlife Refuge a n d  to ratify agreements 

providing for the leasing ofsome or all of those rights to Chevron U.S. A., Inc, Standard Alaska 

Production Company, a n d  B P  Alaska Exploration, Inc. a n d  to Phillips Petroleum Company: 

th e  s h a re s  w ill b e  v o te d  in fa v o r o f  g ra n t in g  th e  a u th o r iz a t io n  a n d  ra tify in g  th e  a g re em en ts .

2. O n  Proposition II— to authorize Koniag to transfer to the tribal organizations for Karluk an d 

Larsen Ba y or their designees, upon the fulfillment of certain conditions (including the 

enactment of special legislation), certain lands currently ow ne d by Koniag that are adjacent 

to these villages: th e  s h a re s  w ill b e  v o te d  in  fa v o r o f  th e  a u th o r iz a t io n .

3. O n  Proposition III— an advisory vote to authorize Koniag to investigate, develop a n d  seek 

Congressional approval of a proposal to create a shareholder distribution permanent fu nd 

which would be fu nd ed with a portion of any revenues which m a y  be generated by the interests 

acquired by Koniag in the Arctic National Wildlife Refuge: th e  s h a re s  w ill be v o ted  in  fa v o r 
o f  th e  d e v e lo p m en t o f  a  p ro p o s a l fo r  s u c h  fu n d .

4. For election to the Board of Directors: T h e  s h a re s  w ill b e  v o ted  c u m u la t iv e ly  fo r th e  n om in e e s  
l is te d  in  th e  p ro x y  s ta tem e n t  a n d  n am e d  in  th e  fo rm  o f  th e  p ro x y : W illiam  F . H a r tm a n , 
E v e ly n  M u lla n , a n d  M ich a e l P a g a n o , in  th e  m a n n e r  d e te rm in e d  b y  th e  p ro x y  h o ld e r  to  e lec t 
a s m a n y  o f  s u c h  n om in e e s  a s  p o ss ib le .

5. O n  an y  o th e r  m a tte r s  w h ic h  m ay  b e  p ro p e r ly  b ro u g h t b e fo re  th e  m ee tin g : th e  s h a re s  w ill 
be v o te d  in th e  p ro x y  h o ld e r ’s d is c re tio n .

C op ie s  o f  th is  P ro x y  S ta tem e n t a n d  fo rm s o f  p ro x ie s  a re  b e in g  m a iled  to  th e  sh a re h o ld e r s  o f  K o n ia g  
on  o r  a b o u t O c to b e r  8, 1987.

P rox ie s  m u s t be s ig n ed , d a te d  a n d  d e liv e re d  to  J im  P re s to n , C .P .A ., 130 W es t In te rn a t io n a l 
A irp o r t  R o ad , S u ite  103, A n c h o ra g e , A la s k a  99518 no  la te r  th a n  5:00 p .m . o n  D ec em b e r 2, 1987.

P L E A S E  S IG N , D A T E  A N D  M A IL  T H E  E N C L O S E D  P R O X Y  AS P R O M P T L Y  A S  PO S S IB L E  
W H E T H E R  O R  N O T  Y O L ' P L A N  T O  A T T E N D  T H E  M E E T IN G  IN  P E R S O N .

R E V O K IN G  P R O X IE S

A ny  s h a r e h o ld e r  w ho  s ig n s  a  p ro x y  m ay  re v o k e  th e  p ro x y  by ta k in g  e i th e r  o f  th e  fo llow ing  
a c tio n s :

1. S ig n in g  eit* ,er (i) a n o th e r  p ro x y  o r  (ii) a  w r i t te n  n o tic e  re v o k in g  th e  p ro x y , d a te d  as o f  a 
la te r  d a te  th a n  th e  p ro x y  to  be rev o k ed , a n d  d e liv e r in g  by m a il o r  o th e rw is e  su ch  la te r  d a te d  
p ro x y  o r  n o tic e  re v o k in g  th e  p ro x y  to  th e  fo llow in g  a d d re s s  so  th a t  it is received o n  o r  b e fo re  
5:00 p .m . o n  D e c em b e r 2, 1987:

J am e s  P re s to n . C .P .A .
130 W es t In te rn a t io n a l A irp o r t  R o ad  
S u ite  103
A n c h o ra g e , A la sk a  99518

2. A p p e a r in g  a t th e  m ee tin g  in p e rson  an d  c a s t in g  .1 b a llo t.



V O T IN G
A s o f  th e  R e co rd  D a te  fo r th e  A n n u a l M ee tin g , th e re  a re  225 .100  C la ss  A  a n d  148.000 C lass 

B sh a re s  o f  C om m on  S to ck  o u ts ta n d in g . A  com b in ed  to ta l o f  365 .275 C la ss  A  a n d  C lass B sh a re s  
a re  e n tit le d  to  v o te  a t th e  A n n u a l M ee tin g . P u r s u a n t  to  S ec tion  7 (h ) o f  th e  A la s k a  N a tiv e  C la im s 
S e tt lem en t A c t . th e  rem a in in g  sh a re s , w h ich  a re  n o t h e ld  b> A la sk a  N a tiv e s , a re  no t e n tit le d  to  be 
vo ted . O n  e ach  issu e  to  b e  v o ted  u p o n , ex cep t th e  e le c tio n  o f  d ir e c to r s , s h a re h o ld e r s  a re  e n tit le d  
to  o n e  v o te  fo r e ach  sh a re  o f  c om m on  s to ck . In  th e  e le c tio n  o f  d ir e c to r s  th e  sh a re h o ld e r s  h av e  th e  
r ig h t to  c u m u la te  th e ir  vo tes. F o r  a  m o re  c o m p le te  e x p la n a tio n  o f  c u m u la t iv e  v o tin g , see “E le c tio n  
o f  D ire c to r s— C u m u la t iv e  V o tin g ."

The follow ing schedule indicates the vote required to adopt each o f the items on the 
Agenda:

ISSUE VOTE
P ro p o s i t io n  I
L an d  E x c h a n g e /L e a s e  A g re em en ts  . .  
P ro p o s i t io n  I I
K a r lu k  a n d  L a rs e n  B ay  C o n v ey an ce s
P ro p o s i t io n  I I I  
S h a r e h o ld e r  D is t r ib u tio n  
P e rm a n e n t F u n d  A d v iso ry  V o te

E le c tio n  o f  D ire c to rs

2 /3  o f  all o u ts ta n d in g  v o tin g  sh a re s  

2 /3  o f  a ll o u ts ta n d in g  v o tin g  sh a re s

a m a jo r i ty  o f  th o s e  s h a re s  v o tin g  on  th e  
P ro p o s i t io n
th e  th re e  c a n d id a te s  re c e iv in g  th e  th re e  h ig h e s t 
n u m b e r  o f  v o te s  p ro v id e d  th e i r  com b in ed  vo te s 
eq u a l a  m a jo r i ty  o f  th e  v o te s  c a s t

m



The follow ing pages o f  this Proxy Statement summarize each o f the propositions to 
be voted upon. Follow ing these summaries is a more detailed description o f each o f the issues. 
In deciding how you should vote, please read these summaries and then carefully examine 
the additional information provided in the remainder o f  this Proxy Statement fo r your 
consideration.

Background to Proposed Transactions
In  1980, the shareholders o f  A fognak Native Corporation, Akhiok-Kaguyak, Inc., 

K a r lu k  Native Corporation ( “ K N C ” ), Leisnoi, V Nu-Nachk Pit, Inc., (the Village 
Corporation fo r Lareen Bay) ( “ N N P I” ) and O ld Harbor Native Corporation (collectively 
the “ V illage Corporations” ) approved a merger o f these Village Corporations with Koniag. 
Under the merger, Koniag acquired the assets o f the Village Corporations and each 
shareholder o f  the merged Village Corporations received additional stock in Koniag. The 
assets o f  these Village Corporations included approximately 300,000 acres o f  lands which 
were conveyed o r to be conveyed under the A laska Native C laims Settlement Act 
( “ A N C SA ” )  in the Kod iak National W ild life  Refuge ( “ K N W R ” ). Subsequently, share­
holders on beha lf o f  A fognak Native Corporation , Akhiok-Kaguyak, Inc., Leisnoi, Inc., and 
O ld  H arbo r Native Corporation sued to set aside the merger with respect to their respective 
Village Corporations.

W hile this litigation was pending, the then administration o f  Koniag entered into 
discussions with the United States Department o f  In terio r ( “ D O I" )  regarding the 
conveyance by Koniag to the United States Government o f  approximately a ll o f the lands 
in K N W R  (approximately 300,000 acres) which Koniag had acquired under the merger. 
Legislation was introduced in Congress which provided fo r the acquisition o f  these lands 
by the United States Government in exchange fo r its issuance o f “ (DCS Bid Credits”  in an 
amount equal to the value o f  the lands. The OCS Bid Credits were to be accepted by the 
United States in payment o f  lease bonuses and other amounts due under federal leases o f 
o il and gas interests in outer continental she lf lands. In  1982, Kon iag entered into an 
agreement with Chevron U .S .A ., Inc. ( “ Chevron” ) fo r the sale o f  such OCS Bid Credits 
(See “ Proposition I— Lease Agreements— Certain Transactions” ). In  1983, after the 
management o f  Koniag had changed, the Board o f D irectors withdrew its support o f the 
OCS Bid Credit Legislation which resulted in the legislation being withdrawn from  
consideration by the Senate after it had passed the House o f  Representatives.

The new management o f Kon iag also entered into a court approved settlement 
agreement o f  the litigation regarding the merger. Under that settlement, the merger between 
Koniag and the fou r corporations represented by the plaintiffs was set aside and the assets 
o f  these fou r V illage Corporations were returned to them. The merger between Koniag, K N C  
and N N P I (the “ Merger” ), which was not challenged in the litigation, was not affected by 
the settlement. As the result o f  this Merger, Kon iag either owns o r has the right to receive 
conveyance under A NCSA  to 125,520 acres o f  laud in K N W R . See "Proposition 
1— Exchange— Background. ”

SUMMARY OF PROPOSITIONS
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S U M M A R Y  O F  P R O P O S IT IO N  I— P R O P O S E D  EXCH A N G E  AND LEA SE  
A G REEM EN T S .
Introduction

i i9OT k a^ - rAQgh* ^ ap” afm,<‘T" * ri*J in: p r jp tip lc ffic re in a ftc r “ Exchaucc
owned by--.or.to:b«i

,^ p y e y c d r t f iB |^ ^ % N W ^ ^  ctitBM  rights to. explore, develop and produce the o il and gas 
^ i c h  m aW J» a r i^ ^ f^ w in L lf ln i^ (g j^ h ^ ^ tk y S ^ P ^ ^ W ijd li fe g ,if-fiigp ( “ A N W R ” ) (such 
rights hereinafter “ O il and Gas E D P  Interests”  and such proposed exchange hereinafter 
“ Exchange” ). ,Koniag has also negotiated certain agreements with Chevron, Standard 
A laska ; Petroleum Company ( “ Standard” ) and BP A laska Exploration, Inc. ( “ B PA E ") 
(Chevron , Standard and B PA E  hereinafter the "Chevron G roup ” ) and with Phillips 
Petroleum  Company ( “ Ph illip s” ) under which Koniag would grant to the Chevron G roup 
and Ph illip s the right to lease the O il and Gas E D P  Interests from  Kon iag . As payment 
fo r granting those rights to the Chevron G roup and to Phillips, Koniag would receive 
payments in the amount o f  approxim ate ly^ 5 SL3.0Q.00Q.in-cash and a 2 0%  royalty interest 
in any o il o r  gas produced from  the lands in A N W R  w fich are subject to Kon iag ’s O il and 
Gas E D P  In te rest The roya lty  interest would have no value i f  no oil o r gas were produced 
from  these lands.

Under A laska law, any exchange o r lease o f all o r substantially all o f a corporation ’s 
assets which is not made in the ord inary course o f business must be submitted to the 
shareholders fo r approval by two-thirds o f  the outstanding shares. While the Board o f 
D irectors believes that the Exchange Agreement and lease agreements may not involve a ll 
o r substantially all o f K on iag ’s assets, it has determined, because o f  the significance o f these 
transactions to Koniag and its shareholders, to condition the Board ’s approval o f the 
transactions on their approval by two-thirds o f  the out:landing voting shares. I f  less than 
two-thirds o f all o f the outstanding voting shares o f  Koniag fail to vote in favor o f  authorizing 
the Exchange Agreement and ratifying the lease agreements, Kon iag w ill not carry out the 
Exchange Agreement and the lease agreements w ill terminate. Because passage is determined 
by two-thirds o f  the total shares eligible to vote, and not just those voting, the failure of 
a shareholder to return a p r o x y  or to vote on this Proposition, if in attendance, will have the 

s a m e  effect as a vote against the Proposition.

Summary o f Proposed Exchange W ith D O I
Kon iag , along with other Native Regional and Village Corporations (including Old 

H arbor Native Corporation and A kh iok-Kaguyak , Inc., within the Koniag region), has been 
in negotiations with D O I regarding the possible exchange o flands owned by the corporations 
fo r the right to explore fo r oil and gas under certain lands in the Coastal Plain o f A N W R  
and to develop and produce any oil and gas which may be found there. The objective o f 
these negotiations has been that the Kon iag  lands and the O il and Gas ED P  Interests to 
be exchanged should be o f  approximately equal value.

W hile a form al exchange agreement between D O I and Koniag has not been executed, 
K o n ia g  a n d  D O I nave agreed in principle on the Exchange Agreement regarding the terms 
o f the Exchange, the lands to be conveyed by Koniag to the United States and the O il and 
Gas E D P  Interests that Koniag would receive if the Exchange were completed.

Under the Exchange Agreement, Koniag would convey to the United States 
Government the surface estate o f 112,564 acres in K N W R  (hereinafter "K on iag  Exchange 
Lands"). These lands are shown on the map designated as Figure 1. W hile the Exchange 
Agreement would require Kon iag to convey title to the Koniag Exchange Lands, Kon iag
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wpijld retain an easement on these lands which would preserve fo r the residents o f K a rlu k  
ajjd Larsen Bay access to the lands conveyed fo r essentially the same hunting, fishing and 
ftUbsistence uses they now enjoy. (See “ Proposition 1— Proposed Exchange— Koniag 
fltchange Lands.” ) Excluding the lands to be exchanged, Koniag would retain approxi­
m ate ly 51,862 acres o f  the land acquired from  K N C  and N N P I under the Merger, after 
•fehas satisfied its responsibilities to make the conveyances under Section 14(c) o f ANCSA  
"jand the Plan o f Merger. These retained acres are the subject o f Proposition I I  proposing 
^uieir conveyance to the tribal governments o f K a r lu k  and Larsen Bay o r their designees. 
See “ Proposition I I— Proposed Conveyances to K a r lu k  and Larsen Bay.”

J * * "  -A fte r extensive- negotiation^ JfCnniao; and D O I arrived at an attributed value o f 
$77 ,442 .711 fo r the lands to be conveyed by Koniag, which auiibuted valuelmay be more 

~/Sr less than the fa ir market value o f  the lands. See “ Proposition I— Proposed Exchange—  
Valuation o f  Koniag Exchange Lands.”  T o  assist in its negotiations with. D O I, Koniag 
obtained valuations o f  the Kon iag Exchange Lands from  the United States Fish and W ild life 
Service ( “ F W S ” )  and from  consultants retained by Kon iag . FW S had a conflict o f interest 
in perform ing its valuation since it is a part o f  D O I, which is proposing to acquire the Koniag 
Exchange Lands. In  any case, the valuations are o f  lim ited usefulness. See “ Proposition 
I— Proposed Exchange— Valuation o f  Kon iag Exchange Lands.”

Through a tract identification process completed in early July, 1987, Kon iag  (with the 
assistance o f  the Chevron G roup  and the concurrence o f  Ph illips) identified tracts o f land 
in A N W R  comprising approximately 3,186 acres, the O il and Gas E D P  Interests in which 
Kon iag  w ill receive i f  the Exchange is completed. See Figure 2 and “ Proposition I — Proposed 
Exchange— Tract Selection Process.”

The O il and Gas E D P  Interests were valued by D O I at $77,394,000, based upon the 
lands' potential fo r oil and gas development. See “ Proposition I— Proposed Exchange—  
Receipt o f  O il and Gas E D P  Interests.”  D O I had a conflict o f interest in perform ing this 
valuation since it is using the rights that it is valuing to pay fo r the lands being obtained 
from  Koniag. There is no assurance that there is any oil and gas beneath the lands to which 
the O il and Gas E D P  Interests pertain. See “ Proposition I— Risk Factors”  and “ Proposition 
I— Proposed Exchange— Receipt o f O il and Gas E D P  Interests.”

The Exchange w ill not occur unless Congress takes action to approve legislation which 
authorizes further oil and gas exploration, development and production in the Coastal P lain 
o f  A N W R  and which approves the Exchange Agreement itself. This process could take 
several years. See “ Proposition I— Proposed Exchange— Congressional A ction .”  Hearings 
on opening A N W R  to oil and gas exploration, development and production have already 
occurred. However before D O I can propose to Congress that it approve the Exchange, D O I 
must perform  a Legislative Environmental Impact Study ( “ L E IS ” ). W o rk  on the L E IS  has 
been suspended at the present time and it would take approximately six months o r more 
to complete the L E IS  once the work is resumed. U n til such time as the L E IS  is completed, 
form al agreements implementing the Exchange Agreement w ill not be executed by the 
Secretary o f  the Interior. There is also presently pending a lawsuit brought by certain 
environmental groups seeking to stop the Exchange process, including the preparation o f 
the LE IS , until after Congress has decided whether o r not to permit fu rther oil and gas 
operations in A N W R . Koniag has intervened in this lawsuit and at the present time its 
outcome cannot be predicted. See “ Proposition I— Litigation Affecting the Exchange.”



Summary o f Lease Agreements W ith O il Companies
1985, when Koniag first began discussions with D O I regarding the Exchange, it 

O H flfe  apparent that Koniag did not have the expertise to select tracts in A N W R  which 
fiad the best oil and gas potential, and that the negotiation process could be long and 
expensive. Consequently, the Board o f  D irectors decided to enter into an agreement with 
Ian oil company which would provide the expertise and financial support necessary to 
jhegotiate the Exchange and which would grant to the oil company the right to lease from  
iConiag some o r a ll o f  the O il and Gas ED P  Interests obtained in the Exchange. A fte r a 
series o f  negotiations with the Chevron G roup as well as other companies, Kon iag entered 
into an agreement with the Chevron G roup  in December o f  1985. The Chevron G roup  was 
ultimately selected fo r two reasons: first, at the time o f  the agreement, its proposal provided 
the most bonus monies (i.e., up-front payments not based upon a share o f  production) as 
well as roya lty share to Koniag and, second, the members o f  the Chevron G roup  were the 
on ly companies that had any data from  a well d rilled  in the Coastal P lain o f  A N W R , and 
thus it was believed that they could give Kon iag  the best advice on land selection in A N W R . 
As the negotiations with D O I progressed it became apparent that Koniag would receive 
O il and Gas E D P  Interests on less land than it orig ina lly had anticipated. Because o f  the 
structure o f  the agreement with the Chevron G roup , this would result in Koniag receiving 
lower lease bonuses than was acceptable to the Board o f  Directors. As the result o f  fu rther 
negotiations with the Chevron G roup , the Chevron G roup agreed to reduce its future 
leasehold rights to an undivided 51%  interest and permit Koniag to enter into another 
transaction with respect to the remaining 4 9%  interest. A fter negotiations with other oil 
companies, in July, 1987, Koniag entered into an agreement with Phillips ( “ Phillips 
Agreement” ). See “ Proposition I— Lease Agreements— Background o f  Lease Agreements.”

Under the Lease Acquisition Agreement with the Chevron G roup , as amended by 
provisions fo r the reduction (the “ Reduction” ) o f  the Chevron G roup ’s interest to 51%  
( “ L A A ” ), the Chevron G roup paid Koniag S I,000 ,000 upon the execution o f  the LA A  in 
1985 (which amount includes an overpayment o f 5490,000 arising from the Reduction). 
Koniag has also received 5633,254 (which amount includes an overpayment o f 5310.294 
arising from the Reduction) from  the Chevron G roup as interest on an assumed principal 
balance o f an escrow account. The Chevron G roup is to make additional payments o f
51,020,000 upon the occurrence o f certain events, a portion o f which amount w ill be credited 
against the lease bonuses. See “ Proposition I— Lease Acquisition Agreement— Payments 
by Chevron G roup .”  I f  Congress authorizes the opening o f  A N W R  and approves the 
Exchange Agreement on conditions satisfactory to the Chevron G roup, the Chevron G roup 
w ill pay Koniag the sum o f 51.842.630 as lease bonuses before the application o f  any credits 
o r adjustments. O f this am oun tT 5270§ 5  w ill be paid upon the issuance o f leases by Koniag 
to the Chevron G roup  o f  the O il and Gas ED P  Interests, and S 1,566,235 upon the Chevron 
G roup ’s approval o f  the regulations issued by D O I governing operations. I f  the Chevron 
G roup receives the right to d rill an exploratory well in connection with its leases from  Koniag 
and there is at least two years between the time the authorization to dn il could be obtained 
and the time o f a first lease saie by the United States Government o f unleased lands within 
six miles o f  such well, the amount o f the lease bonuses w ill be increased by ten percent (1 0% ). 
I f  the Chevron G roup  actually d rills a well before a lease sale it w ill pay Koniag the sum 
o f 51,530,000. Koniag is also entitled to receive an overriding royalty interest and payments 
from production o f  varying amounts from  certain other interests which may be acquired 
by the Chevron G roup . See "Proposition I— Lease Acquisition Agreement— Payments by 
Chevron G roup .”



Tender the Phillips Agreement. Phillips paid to Koniag the sum o f S I.000,000 upon 
ajttrftfifcution. Phillips will make a further payment to Koniag o f 57,250,000 upon Phillips* 
fe p ro v a l o f  legislation enacted by Congress opening A N W R  and approving the Exchange 
■rereement, a payment o f $27,500,000 upon the issuance by Koniag o f  leases o f  the O il and 
jra s  E D P  Interests to Phillips and a payment o f $19,250,000 upon the third anniversary 
m  the issuance o f such leases. The total amount o f payments due Koniag from  Phillips is 
^ 5 ,0 0 0 ,0 0 0 . See “ Proposition I— Phillips Agreement— Payments by Phillips.”

Jfcjeases are issued, they will be held 5 1%  by Chevron G roup and 4 9%  by Phillips 
W fthXhevron being the operator o f any such leases. Under the leases Koniag will be paid 
a roya lty o f  2 0%  o f the value o f  all oil and gas produced (based upon a field price or, if 
there is none, determined by a form ula) or, at its election, Koniag may take in kind 20%  
o f the oil and gas produced. At the time the lessees under the leases have received from 
production an amount equal to the total o f certain costs and expenses, and interest thereon, 
related to the leases granted by Koniag, Koniag can elect to convert its 2 0%  royalty interest 
to 3 0%  o f the net profits from the operations under the lease; at the time the lessees have 
received twice such costs and expenses, Kon iag  can elect to convert its 2 0%  royalty interest 
o r 3 0%  net profits interest, as the case may be, in the operations under the lease to a 40%  
net profits interest. At the present time it has not yet been determined whether the costs 
and expenses o f  the Chevron G roup ana Phillips w ill be accounted fo r separate! o r in the 
aggregate in determining when this right is exercisable. Once a conversion is made to a net 
profits interest, Koniag cannot return to a roya lty calculation. See “ Proposition I— Lease 
Acquisition Agreement— Terms o f  Kon iag A N W R  Leases”  and “ Proposition I— Phillips 
Agreement— Koniag A N W R  Leases.”

The proceeds received to date under the LA A  and the Phillips Agreement (collectively 
the “ Lease Agreements” ) have been used to defray the cost o f negotiations o f the Exchange 
Agreement, and the operations o f  Koniag. The Board o f  D irectors has not developed a long 
term plan fo r the use o r investment o f  the total proceeds other than the proposal being 
submitted herewith fo r a Shareholder D istribution Permanent Fund. See “ Proposition 
I— Lease Agreement— Use o f Proceeds by Kon iag .”

Pursuant to Proposition I, the Board o f  D irectors w ill be authorized to enter into such 
amendments o f the Lease Agreements as it determines to be advisable. Except as specified 
in the next sentence, it w ill also have the right to authorize such amendments o f the Exchange 
Agreement as it determines advisable. However, it w ill be able to authorize material 
amendments to the terms o f  the O il and Gas E D P  Interests to be granted under the Exchange 
Agreement on ly in response to a request o f the Secretary o f the In terior arising from the 
findings o f the LE IS  o r to legislation which is enacted by Congress.

F o r further information on the tax and accounting treatment o f the Exchange and Lease 
Agreements, see “ Proposition I— Financial Effects o f  the Proposed Exchange and Lease 
Agreements.”
S u m m a r y  o f  R i s k  F a c to r s

There are a number o f potential risks associated with the Exchange Agreement and 
the Lease Agreements. These include: ( i) uncertainties concerning the valuations o f the Oil 
and Gas ED P  Interests and the Koniag lands to be exchanged fo r them (and the D O I and 
FW S conflicts o f interest with respect to their value); (ii) the possibility that D O I will fail 
to execute the Exchange Agreement; (iii) the possibility that Congress will fa il either to open 
A N W R  to oil and gas development o r to authorize the Exchange Agreement; (iv ) the 
possibility that such legislation, if enacted, might not be acceptable to the Chevron G roup 
o r Phillips; (v ) the possibility that the regulations promulgated under the legislation which



m>ens the Koniag A N W R  Lands to oil and gzs development might not be acceptable to 
3»e Chevron Group; (v i) the possibility that revenues received from  the O il and Gas ED P  
Interests may be subject to the provisions o f Section 7 (i) o f A NCSA  pursuant to an 
arbitration by Sealaska Corporation against Koniag; (v ii) the possibility that litigation by 
environmental groups may delay or prevent exploration o f  the O il and Gas E D P  Interests; 
(y iii) the risk that no o il o r gas w ill be found that can be produced and transported 
economically and in accordance with applicable environmental and other regulations; (ix ) 
the possibility that the economic return from any o il and gas discovery may not be sufficient 
to warrant conversion by Koniag o f  its royalty interest to a net profits interest under the 
leases o f the O il and Gas E D P  Interests; (x ) the possibility that Phillips and the Chevron 
G roup may terminate the leases o f the O il and Gas ED P  Interests before any exploration 
.occurs; and (x i) the risk that Koniag may be responsible fo r perform ing final reclamation 
activities on the Koniag A N W R  Lands if they are not performed by Phillips and the Chevron 
Group. These risks as well as others are discussed in more detail in the section entitled “ Risk 
Factors”  which should be carefu lly reviewed.
S U M M A R Y  O F  P R O P O S IT IO N  I I — P R O P O S E D  C O N V EYA N C E S  T O  K A R L U K  
A N D  LA RSEN  BAY.

The second proposition submitted for shareholder approval is the authorization fo r 
Koniag to convey approximately 34,186 acres o f  land in the vicinity o f  K a rlu k , A laska to 
the K a rlu k  Indian Reorganization Act Council o r its designee and approximately 17,676 
acres o f land in the vicinity o f Larsen Bay, A laska to the T raditional T riba l Council o f  Larsen 
Bay o r its designee. The lands in question were received by Koniag as the result o f  the Merger 
with K N C  and N N P I, the Village Corporations fo r K a r lu k  and Larsen Bay. Based on an 
estimate by Dirksen that extrapolates from  (and relies on the methodology o f) the appraisal 
performed by FWS, which appraisal did not include most o f  these lands, the lands have 
an estimated “ highest and best use”  value o f  approximately 58,450,000 (excluding any 
impact o f Section 22(g) o f  ANCSA  and any consideration o f  the exchange value o f the lands 
to D O I). See ’ ’ Proposition I I— Proposed Authority to Convey— Scope o f  Proposed 
Authority to Convey.”  The conveyances would be made without Koniag receiving any 
consideration for them.

The conveyances are proposed to be made on ly after certain conditions have been met: 
(i) the consummation o f  the Exchange with D O I (which consummation cannot occur 
without the approval o f  Proposition I by the Koniag shareholders) and (ii) the passage o f 
federal legislation satisfactory to Koniag granting to Koniag the authority to make the 
conveyances and resolving certain other issues, including tax considerations. See “ Proposi­
tion I I— Proposed Authority to Convey— Conditions Upon Issuance o f  Conveyances.”

The Board o f  D irectors has been advised by legal counsel that it is unclear whether, 
in the absence o f special legislation, Koniag has legal authority to transfer the lands in 
question without receiving fair market value payment in return.

The Board o f  Directors believes that the conveyances would result ,n better 
relationships between Koniag and the former shareholders o f  K N C  and N N P I. It would 
also provide the opportunity fo r these former shareholders, acting through their tribal 
governments or their designees, to have approximately the same level o f  contro l over the 
lands which are adjacent to their villages as arc enjoyed by the shareholders o f  other Village 
Corporations in the Koniag region. The land which mav be cot?' eyed shall revert to Koniag 
if  certain events occur. See "Proposition I I— Proposed Authority to Convey— Reverter.. 
Provisions.”

F o r a discussion o f  the risks involved in making such conveyances and their financial 
and tax consequences, vee "Prop« isiiion I I— Financial Effects o f  the Proposed Conveyances.”



Because the conveyances could be considered a transfer o f a significant amount o f 
Kon iag ’s assets, and thereby affect the value o f the shareholders’ interests in Koniag, and 
because the conveyances could be claimed to disproportionately benefit certain Koniag 
shareholders (those residing in K a rlu k  and Larsen Bay), the Board o f D irectors believes 
that it should not proceed with them, nor seek the necessary legislative authority fo r them, 
unless they are authorized by the vote o f two-thirds o f the outstanding voting shares o f 
Koniag entitled to vote at the Annual Shareholders Meeting.
S U M M A R Y  O F  P R O P O S IT IO N  I I I — S H A R E H O L D E R  D IS T R IB U T IO N  PE R M A ­
N EN T  F U N D  P R O P O S A L .

The third matter to be submitted to the shareholders is an advisory vote being requested 
by the Board o f  D irectors for guidance as to whether to commit further time and money 
to the development o f  a formal proposal for the creation o f a shareholder distribution 
permanent fund and, if the Board deems it advisable, the promotion o f special legislation 
authorizing the creation o f  the fund. The fund’s purpose would be to make annual 
distributions to the present shareholders and their heirs, irrespective o f whether o r not they 
may be shareholders o f Koniag after 1991. I f  a m ajority o f the shares voting on the 
proposition favors its adoption, the Board o f D irectors w ill seek to develop a proposal for 
such a fund fo r submission fo r formal approval by the shareholders. NO  F U N D  W IL L  BE 
E ST A B L ISH E D  A T  TH IS  T IM E . IT  IS  P R E SE N T LY  C O N T E M PLA T E D  T H A T  A N Y  
SUCH F U N D  W O U L D  B E  C R E A T E D  O N LY  A F T E R  A  S H A R E H O L D E R  VOTE 
A P P R O V IN G  A F O R M A L  PRO PO SA L .

The Board o f D irectors believes that i f  the Exchange occurs, a portion o f the monies 
received by Koniag from  the Lease Agreements could be used to set up the fund. The fund 
could be fu rthe r capitalized by contributing to it a significant undivided interest (which may 
be less than 5 0% ) in O il and Gas E D P  Interests so that a portion o f any royalty o r net 
profit interest which might be generated would be owned by and flow directly to the fund. 
It is the present Board o f  D irectors ’ intention that the fund be managed by professional 
financial managers and that the fund be independent o f  Kon iag  and the control o f  any Board 
o f D irectors after its creation.

There are significant legal and tax consequences to be considered and policy 
determinations to be made before a form al proposal can be prepared and submitted. Special 
legislation may be required in order to achieve the fund ’s intended benefits. I f  the Board 
deems it advisable such legislation would be sought as part o f the legislation authorizing 
the Exchange. The Board o f  D irectors does not want to proceed with the development o f 
such a concept and the pursuit o f such legislation unless such further action is authorized 
by a majority o f  the shareholders voting on the proposition.

Because o f  tax and legal considerations, it may not be possible to develop a viable 
proposal fo r the creation o f such a fund. IN  V O T IN G  U P O N  T H IS  P R O P O S IT IO N  AND 
T H E  O T H E R S  S U B M IT T E D  ON  T H E  AGENDA , Y O U  S H O U L D  N O T  R E L Y  U PO N  
T H E  E S T A B L IS H M E N T  O F  T H E  FU N D  IN  D E T E R M IN IN G  H O W  TO  CAST 
Y O U R  V O T E S .
EX TEN T  O F  S U M M A R Y

The foregoing briefly summarizes the issues upon which the Shareholders are requested 
to vote at the Annual Meeting. The summary is qualified in its entirety by the more detailed 
description contained elsewhere in this Proxy Statement.



_____

P R O P O S I T I O N  I— P R O P O S E D  E X C H A N G E  A N D  L E A S E  A G R E E M E N T S

S T A T E M E N T  O F  P R O P O S I T I O N  I 

P ro p o s i t io n  I  s ta te s :
I T  IS  N O W  R E S O L V E D  b y  th e  s h a re h o ld e r s  o f  K o n ia g ,  In c . (i) th a t  th e  B o a rd  o f  
D ir e c to r s  o f  K o n ia g , In c . be a n d  h e re b y  is a u th o r iz e d  a n d  e m p o w e re d  to  a u th o r iz e  th e  
e x e c u t io n  a n d  p e r f o rm a n c e  b y  K o n ia g ,  In c . o f  a n  e x c h a n g e  a g r e e m e n t  ( “ E x c h a n g e  
A g re e m e n t” ) w ith  th e  U n ite d  S ta te s  G o v e r n m e n t  fo r  th e  e x c h a n g e  o f  th e  in te r e s t  in  th e  
s u r fa c e  e s ta te  o f  a p p r o x im a te ly  1 12 .564  a c re s  o f  la n d  o w n e d  b y  o r  to  be c o n v e y e d  to  K o n ia g ,  
In c . w ith in  th e  K o d ia k  N a t io n a l  W ild life  R e fu g e  fo r  c e r ta in  o il a n d  g a s  e x p lo ra t io n ,  
d e v e lo p m e n t  a n d  p r o d u c t io n  r ig h ts  h e ld  by  th e  U n ite d  S ta te s  G o v e r n m e n t  in  c e r ta in  la n d s  
in  th e  A rc t ic  N a t io n a l  W ild life  R e fu g e , a n d  th a t  a ll a c ts  ta k e n  by  th e  B o a rd  w ith  re s p e c t 
to  th e  E x c h a n g e  A g re e m e n t  a r e  h e re b y  ra tified , ( ii)  th a t  th a t  c e r ta in  L e a se  A c q u is i t io n  
A g re e m e n t  d a te d  D e c e m b e r  17, 1985, b y  a n d  b e tw e e n  K o n ia g , In c . a n d  C h e v ro n  U .S .A ., 
In c ., S ta n d a r d  A la s k a  P ro d u c t io n  C o m p a n y , a n d  B P  A la s k a  E x p lo ra tio n ,  In c . ( “ L A A ” ) 
a n d  t h a t  c e r ta in  A g re e m e n t  d a te d  J u ly  1, 1987, by  a n d  b e tw e e n  K o n ia g , In c . a n d  P h il l ip s  
P e t r o le u m  C o m p a n y  ( “ P h il l ip s  A g r e e m e n t” ), a n d  a n y  a m e n d m e n ts  to  e i th e r  b e  a n d  h e re b y  
a re  ra tif ie d , a n d  ( iii)  th a t  th e  B o a rd  o f  D ir e c to r s  be a n d  h e re b y  is a u th o r iz e d  a n d  e m p o w e re d  
to  a u th o r iz e  th e  e x e c u t io n  o f  a n y  a m e n d m e n ts  to  th e  E x c h a n g e  A g re e m e n t,  th e  L A A  o r  
th e  P h il l ip s  A g re e m e n t;  p r o v id e d ,  h o w e v e r , th a t  a n y  m a te r ia l  a m e n d m e n ts  to  th e  E x c h a n g e  
A g re e m e n t  w ith  r e s p e c t  to  th e  in te r e s ts  to  b e  c o n v e y e d  to  K o n ia g ,  In c . b y  th e  U n ite d  S ta te s  
G o v e r n m e n t  m a y  b e  a u th o r iz e d  o n ly  if  in  re sp o n se  e i th e r  to  a  r e q u e s t  m a d e  b y  th e  S e c r e ta r y  
o f  th e  I n te r io r  a r is in g  f ro m  th e  f in d in g s  o f  th e  le g is la tiv e  e n v i ro n m e n ta l  im p a c t s ta te m e n t  
o r  to  le g is la t io n  e n a c te d  b y  C o n g re s s .

EXCHANGE

Background of Proposed Exchange
A s a  r e s u lt  o f  th e  M e rg e r  b e tw e e n  K o n ia g  a n d  K N C  a n d  N N P I ,  K o n ia g  s u c c e e d e d  to  th e  r ig h ts  

o f  th e se  V illag e  C o r p o r a t io n s  u n d e r  A N C S A  to  c e r ta in  la n d  e n t i t le m e n ts .  A m o n g  th e s e  r ig h ts  w as 
th e  r ig h t to  rec e iv e  c o n v e y a n c e s  f ro m  th e  U n ite d  S ta te s  G o v e r n m e n t  o f  a p p r o x im a te ly  1 2 5 ,5 2 0  a c re s  
o f  la n d  in  K N W R , w h ic h  la n d s  h a d  b e e n  s e le c te d  b y  K N C  a n d  N N P I  p r io r  to  th e  M e rg e r , a n d  
w h ic h  in c lu d e  s o m e  o f  th e  m o s t c r i t ic a l  h a b i ta t  fo r  b ro w n  b e a r  in  K N W R , b e in g  d e s c r ib e d  by  so m e  
as  th e  h e a r t  o f  K N W R .

In  1985, th e  p re s e n t  m a n a g e m e n t  o f  K o n ia g , u p o n  a u th o r iz a t io n  f ro m  th e  B o a rd  o f  D ir e c to r s ,  
b e g a n  d isc u ss io n s  w ith  D O I  re g a rd in g  th e  a c q u is i t io n  b y  th e  U n ite d  S ta te s  G o v e r n m e n t  o f  a  p o r t io n  
o f  th e  la n d s  in  K N W R  w h ic h  h a d  b ee n  o r  w o u ld  b e  a c q u ir e d  by  K o n ia g  as  th e  s u c c e s s o r - in - in te re s t  
to  K N C  a n d  N N P I .  A n y  s ig n if ic a n t d e v e lo p m e n t  o f  th e  la n d s  p ro p o s e d  to  be e x c h a n g e d  w o u ld  
d ire c tly  c o n flic t w ith  th e  t r a d i t io n a l  u se  o f  th e m  b y  th e  s h a ic h o ld e r  re s id e n ts  o f  K a r lu k  a n d  L a rs e n  
B ay . B ecau se  th e s e  la n d s  w e re  p a n  o f  K N W R  b e fo re  th e ir  c o n v e y a n c e  u n d e r  A N C S A . th e y  a r e  
su b je c t to  th e  p ro v is io n s  o f  S e c tio n  2 2 (g ) o f  A N C S A , w h ic h  p ro v id e s  fo r  th e  r e s e rv a t io n  to  th e  U n ite d  
S ta te s  G o v e rn m e n t o f  a  r ig h t  o f  f irs t r e fu sa l if  s u c h  la n d s  a re  e v e r  s o ld  a n d  fo r  a r e q u ir e m e n t  th a t  
th e  la n d s  be s u b je c t to  th e  law s a n d  r e g u la t io n s  g o v e rn in g  u se  a n d  d e v e lo p m e n t o f  K N W R . P u r s u a n t  
to  th e  im p le m e n tin g  re g u la tio n s , s u c h  la n d s  m a y  be u se d  a n d  d e v e lo p e d  so  lo n g  a s  s u c h  u ses  w ill 
n o t  m a te r ia lly  im p a ir  th e  v a lu e s  fo r  w h ic h  th e  re fu g e  w as  e s ta b lish e d . B e ca u se  th e  la n d s  p ro p o s e d  
to  be e x c h a n g e d  by  K o n ia g  c o m p r is e  so m e  o f  th e  m o s t im p o r ta n t  b ro w n  b e a r  h a b i ta t  in  K N W R . 
F W S  in its d r a f t  C o m p re h e n s iv e  C o n s e r v a t io n  P la n  fo r  K N W R  (“ C C P ” ) p ro p o s e d  a  s y s te m  o f  
p ro te c tio n  levels to  b e  im p o s e d  o n  th e  K o n ta g  E x c h a n g e  L a n d s  w h ic h  w o u ld  r e s u l t  in  fa ir ly  s t r in g e n t  
l im ita tio n s  being  p la c e d  o n  th e  a c tiv i tie s  w h ic h  c o u ld  o c c u r  o n  th e se  la n d s . M a n y  o f  th e  la n d s  w e re  
p ro p o se d  to  be c la ss ified  in  a  m a n n e r  to  p r e c lu d e  an y  d e v e lo p m e n t o f  th e m  w h ic h  w o u ld  d is tu r b  
th e ir  su rfa ce  o r  re s u lt  in  a n y  s t r u c tu r e s  b e in g  e re c te d  u p o n  th e m . W h ile  th e  fina l C C P  d r o p p e d  th e  
c o n c e p t o f  p re -e s ta b lis h e d  p r o te c t io n  lev e ls  o r  /.ones, it n e v e r th e le ss  r e ta in e d  th e  c o n c e p t  th a t  a n y  
u se o r  d e v e lo p m e n t o f  th e se  la n d s  w o u ld  ^ e  e x tre m e ly  lim ite d .



• 'hus. g iven  th v  p o te n tia l  r e s i n u i n n -  i>r K o n ia g 's  u s t o f  th e  ia n d s . th e  B o a rd  V-r  D ire c to rs  
v)eter}tuned th a t  i f  th e  e x is tin g  n g h t k o f  th e  re s id e n ts  o f  K a r lu k  a n d  L a rse n  B ay t.> u s r  th e  lands 
fo r  t r a d i t io n a l  p u rp o s e s  c o u ld  be p r e s e n e d .  th e  e x c h a n g e  o f  th ese  la n d s  fo r  o th e r  p ro p e r ty  w ith  a 
g r e a te r  d e v e lo p m e n t p o te n tia l  w o u ld  b e  in th e  b es t in te re s ts  o f  all o f  th e  sh a re h o lo e r> ,

C o n c u r r e n t  w ith  th e se  d isc u ss io n s  w ith  D O I . D O I  w as p re p a r in g  a le g is la tiv e  e n v iro n m e n ta l 
im p a c t s ta te m e n t f o r  C o n g re s s  o n  th e  q u e s tio n  o f  f u r th e r  oil a n d  gas e x p lo ra tio n ,  d e v e lo p m e n t a n d  
p ro d u c t io n  in th e  C o a s ta l  P la in  o f  A N W R . A  s tu d y  o f  th e  w ild life  re so u rc e s  a n d  m in e ra l p o te n tia l 
o f  th e  C o a s ta l P la in  w as m a n d a te d  b y  S ec tio n  1002 o f  th e  A la s k a  N a tio n a l In te re s t  L a n d s  
C o n s e rv a tio n  A c t ( " A N I L C A " )  e n a c te d  in  1980. A s  p a n  o f  th a t  r e p o n ,  a  se ism ic  s tu d y  w as 
p e r fo rm e d  w h ic h  w a s  fu n d e d  by  tw e n ty - tw o  m e m b e rs  o f  th e  oil a n d  gas in d u s t ry  in c lu d in g  the  
C h e v ro n  G ro u p  a n d  P h illip s . A  d r a f t  r e p o n  w as  s u b s e q u e n tly  re le a se d  in  N o v e m b e r  1986, a n d  th e  
final r e p o n  w as  s e n t to  C o n g re s s  in  A p r i l  1987. T h e  S e c re ta ry  o f  th e  I n te r io r  h a s  re c o m m e n d e d  
le a s in g  th e  e n t i r e  C o a s ta l  P la in  fo r  th e  e x p lo ra t io n ,  d e v e lo p m e n t a n d  p r o d u c t io n  o f  o il a n d  gas w ith  
a p p ro p r ia te  s t ip u la t io n s  to  p ro te c t  th e  e n v iro n m e n t .

yr
T h e  C o a s ta l P la in  o f  A N W R  is lo c a te d  o n  th e  n o r th e a s te rn  e d g e  o f  A la sk a , b o r d e r e d  by  th e  

B e a u fo r t  S ea. I ts  m in e r a l  p o te n t ia l  w a s  d e s c r ib e d  in  th e  r e p o r t  to  C o n g re s s  a s  fo llow s:

T h e  1002 a re a  [C o a s ta l  P la in  o f  A N W R ]  is th e  N a t i o n ’s b e s t s in g le  o p p o r tu n i ty  to  in c re a se  
s ig n if ic a n tly  d o m e s tic  o il p ro d u c t io n .  I t  is t r e a te d  b y  g eo lo g is ts  a s  th e  m o s t o u ts ta n d in g  
p e tro le u m  e x p lo ra t io n  ta rg e t  in  th e  o n s h o re  U n ite d  S ta te s . D a ta  f ro m  n e a rb y  w ells  in  th e  
P ru d h o e  L a y  a r e a  a n d  in  th e  C a n a d ia n  B e a u fo r t  S ea  a n d  M a c k e n z ie  D e lta ,  c o m b in e d  w ith  
p ro m is in g  s e is m ic  d a ta  g a th e r e d  o n  th e  1002 a re a ,  in d ic a te  e x te n s io n s  o f  p ro d u c in g  t r e n d s  '  
a n d  o th e r  g e o lo g ic  c o n d i t io n s  e x c e p t io n a l ly  fa v o ra b le  fo r  d is c o v e ry  o f  o n e  o r  m o r e  
s u p e rg ia n t f ie ld s  ( la rg e r  th a n  5 0 0  m il l io n  b a r re ls ) .  ( A r c t ic  N a t io n a l  W ild life  R e fu g e , A la s k a  
C o a s ta l P la in  R e s o u r c e  A s s e s s m e n t,  R e p o r t  a n d  R e c o m m e n d a t io n  to  th e  C o n g r e s s /F in a l  
L e g is la tiv e  E n v ir o n m e n ta l  I m p a c t  S ta te m e n t ,  A p r i l ,  1987. P r e p a r e d  b y  th e  U .S . F is h  a n d  
W ild life  S e rv ic e , in  c o o p e ra t io n  w ith  th e  U .S . G e o lo g ic a l  S u rv e y  a n d  th e  B u re a u  o f  L a n d  
M a n a g e m e n t, D e p a r tm e n t  o f  th e  D O I . )

H o w e v e r , n o tw i th s ta n d in g  s u c h  b e l ie f  o f  D O I ,  th e r e  is n o  a s s u ra n c e  th a t  th e r e  is in  fa c t o il 
a n d  g as  in  th e  1002 a re a , o i o n  a n y  o f  th e  la n d s  in  w h ic h  K o n ia g  m a y  a c q u ir e  a n  in te re s t.

T h e  K o n ia g / D O I  n e g o tia t io n s  fo r  a n  e x c h a n g e  w e re  s u b s e q u e n tly  jo in e d  by  D o y o n  L im ite d  
(a  R e g io n a l C o r p o r a t io n  fo r  th e  I n te r io r  o f  A la s k a ) ,  G a n a - a ’Y o o  L im ite d  (a  D o y o n  re g io n  V illag e  
C o r p o ra t io n ) ,  th e  N a t iv e  L a n d s  G r o u p  (a  p a r tn e r s h ip  c o m p r is e d  o f  C o o k  I n le t  R e g io n  In c .,  A le u t 
C o r p o ra t io n ,  a n d  e le v e n  V illa g e  C o r p o r a t io n s )  a s  w e ll a s  O ld  H a r b o r  N a tiv e  C o r p o r a t io n  a n d  
A k h io k -K a g u y a k  In c . ,  w h ic h  a re  tw o  V illa g e  C o r p o r a t io n s  in  th e  K o n ia g  re g io n . T h e s e  e x c h a n g e s  
w o u ld  a llo w  D O I  to  a c q u ir e  N a tiv e  la n d s  in  e n v i ro n m e n ta l ly  s ig n if ic a n t a r e a s  a n d  a llo w  A la s k a  
N a tiv e s  to  a c q u ir e  p o te n t ia l ly  v a lu a b le  r ig h ts  to  e x p lo re , d e v e lo p  a n d  p r o d u c t  a n y  o il a n d  g a s  w h ic h  
m ig h t be fo u n d  o n  c e r ta in  la n d s  in  A N W R .

P ro p o s e d  E x c h a n g e

1. Koniag Exchange Lands
T h e  K o n ia g  E x c h a n g e  L a n d s  c o n s is t  o f  a p p r o x im a te ly  112 .564  a c r e s  o f  s u r fa c e  e s ta te  o f  la n d  

in  K N W R  p r im a r i ly  in  th e  a re a s  o f  K a r lu k  R iv e r  a n d  S tu rg e o n  R iv e r  d ra in a g e s . T h e  K o n ia g  
E x c h a n g e  L a n d s  a r e  s h o w n  o n  th e  m a p  d e s ig n a te d  as  F ig u re  1 in  th is  P ro x y  S ta te m e n t. K o n ia g  
w ill c o n v e y  to  th e  U n ite d  S ta te s  G o v e r n m e n t  th e  K o n ia g  E x c h a n g e  L a n d s  fo r  w h ic h  a  c o n v e y a n c e  
h a s  b een  issu ed  by  th e  U n ite d  S ta te s  G o v e r n m e n t  u n d e r  A N C S A , a n d  w ill r e l in q u is h  its  r ig h t to  
re c e iv e  t i t le  to  th e  K o n ia g  E x c h a n g e  L a n d s  w h ic h  h a v e  y e t to  be c o n v e y e d  to  it. T h e  K o n ia g  
E x c h a n g e  L a n d s  h a v e  n o t y e t b ee n  su rv e y e d  a n d . th e re fo re ,  th e  a c tu a l  a c re a g e  m a y  v a ry  s lig h tly  
a f te r  a  final su rv e y  is p e r fo rm e d .

A n  e s se n tia l f e a tu re  o f  th e  p ro p o s e d  e x c h a n g e  is th e  r e te n tio n  by  K o n ia g  o f  a n  e a se m e n t c o v e r in g  
a ll K o n ia g  E x c h a n g e  L a n d s  w h ic h  w ill g r a n t  to  th e  re s id e n ts  o f  K a r lu k  a n d  L a rs e n  B ay  th e  r ig h t 
o f  ac ce ss  to  e n te r  u p o n  a n d  c ro s s  th e  K o n ia g  E x c h a n g e  L a n d s  fo r  th e  p u rp o s e  o f  e n g a g in g  in  
c u s to m a ry  a n d  t r a d i t io n a l  u ses  o f  w ild , r e n e w a b le  re s o u rc e s  fo r  d ir e c t  p e rs o n a l  o r  fam ily
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c o n s u m p tio n  o f  fo o d , sh e lte r ,  fu e l, c lo th in g ,  to o ls  o r  t r a n s p o r ta t io n :  fo r  m a k in g  a n d  se llin g  o f  
h a n d ic ra f t  a r tic le s  o u t  oe n o n -e d ib le  b y p r o d u c ts  o f  fish  a n d  w ild life  re so u rc e s  ta k e n  fo r  p e rs o n a l  
o r  fam ily  c o n s u m p tio n ; fo r  b a r te r ,  o r  s h a r in g  fo r  p e r s o n a l  o r  fa m ily  c o n s u m m p tio n :  a n d  fo r  
c u s to m a ry  tr a d e  ( “ S u b s is te n c e  A c c e s s  E a s e m e n t" ) .  T h e  S u b s is te n c e  A c c e ss  E a s e m e n t is in te n d e d  
to  p e rm it th e  re s id e n ts  o f  K a r lu k  a n d  L a rs e n  B ay  to  c o n t in u e  th e i r  e x is tin g  u se  o f  th e  K o n ia g  
E x c h a n g e  L a n d s  fo r  su b s is te n c e  a n d  t r a d i t io n a l  p u rp o s e s . T h e  S u b s is te n c e  A c c e ss  E a s e m e n t, 
h o w ev e r, d o e s  n o t  g u a r a n te e  th e  r ig h t  to  ta k e  w ild life . T h a t  r ig h t  is n o w , a n d  w ill c o n t in u e  to  be. 
re g u la te d  b y  s ta te  a n d  fe d e ra l law : ev en  i f  K o n ia g  w ere  to  r e ta in  t i t le  to  th e  K o n ia g  E x c h a n g e  L a n d s , 
i t  w o u ld  n o t be a b le  to  e n la rg e  u p o n  th e  r ig h ts  g r a n te d  u n d e r  th o s e  law s.

2. Receipt o f Oil and Gas EDP Interests
In  e x c h a n g e  fo r  th e  K o n ia g  E x c h a n g e  L a n d s , th e  D O I  w ill < 'nnvey to  K o n ia g  a ll r ig h t ,  t i t le  

a n d  in te re s t  o f  th e  U n ite d  S ta te s  G o v e r n m e n t  in  a n d  to  th e  O il a n d  G a s  E D P  In te re s ts  p e r ta in in g  
to  la n d s  id e n tif ie d  by  K o n ia g  in A N W R  (“ K o n ia g  A N W R  L a n d s " ) ,  in c lu d in g  th e  r ig h t  to  e x p lo re  
a n d  p ro s p e c t fo r  o il a n d  g as , to  d r i l l  w e lls , to  p r o d u c e  o il a n d  g as  f ro m  th e  w ells , a n d  g e n e ra lly  
to  d o  a ll th in g s  n e c e s sa ry  to w a r d  th e  re c o v e ry  o f  a n y  o il a n d  g a s  d is c o v e re d  o n  th e  K o n ia g  A N W R  
L a n d s . T h e  K o n ia g  A N W R  L a n d s  a r e  s h o w n  o n  th e  m a p  d e s ig n a te d  as F ig u r e  2 in  th is  P ro x y  
S ta te m e n t, th e  le g a l d e s c r ip tio n s  o f  w h ic h  a r e  S e c t io n s  3, 4 , 9 a n d  10, T .6  N „  R .3 7  E ., U m ia t  
M e rid ia n , a n d  S e c tio n  31, T .6  N .. R .3 7  E ., U m ia t  M e r id ia n .  D O I  w ill a lso  g r a n t  to  K o n ia g  th e  r ig h t  
to  u se  th e  s u r fa c e  o f  th e  K o n ia g  A N W R  L a n d s  fo r  th e  re c o v e ry  a n d  p r o d u c t io n  o f  th e  o il a n d  g a s  
a c q u ire d  b y  K o n ia g . T h e s e  r ig h ts  a lso  in c lu d e  c e r ta in  r ig h ts  o f  a c c e ss  a c ro s s  o th e r  la n d s  in  A N W R , 
th e  r ig h t to  re m o v e  a n d  u se  s a n d  a n d  g ra v e l f ro m  A N W R  la n d s  a t  a  re a s o n a b le  p r ic e  a n d  c e r ta in  
lim ite d  w a te r  r ig h ts ,  i f  s u c h  r ig h ts  s h o u ld  be fo u n d  to  ex is t. A il o f  th e s e  O il a n d  G a s  E D P  I n te r e s ts  
g ra n te d  to  K o n ia g  a r e  s u b je c t to  c e r ta in  e n v i ro n m e n ta l  s t ip u la t io n s  w h ic h  w ill g o v e rn  th e  a c t iv i t ie s  
o f  K o n ia g  o r  its  o il c o m p a n y  lessees  in  A N W R , a n d  a r e  s u b je c t  to  s u c h  o th e r  te rm s  a n d  c o n d i t io n s  
as  C o n g re s s  m a y  re q u ir e  g e n e ra lly  in  a n y  le g is la tio n  w h ic h  a u th o r iz e s  f u r th e r  o il a n d  ga3 a c tiv i t ie s  
in  A N W R . T h e  e n v iro n m e n ta l  r e s t r ic t io n s  a re  a t ta c h e d  a s  A p p e n d ix  4  to  th e  E x c h a n g e  A g re e m e n t  
a n d  w ill be s u p e rs e d e d  b y  a n y  re g u la t io n s  a d o p te d  by  D O I  in  c o n ju n c t io n  w ith  th e  is s u a n c e  a n d  
su p e rv is io n  o f  fe d e ra l leases  in  A N W R , a n d  w h ic h  g o v e rn  o il a n d  g a s  a c tiv i tie s  in  A N W R  g e n e ra lly .

T h e  O il a n d  G a s  E D P  I n te r e s ts  in  th e  K o n ia g  A N W R  L a n d s  a r e  su b je c t  to  th e  c la im s  o f  th e  
S ta te  o f  A la s k a  fo r  ti t le  to  la n d s  b e n e a th  n a v ig a b le  w a te r  b o d ie s . K o n ia g  k n o w s  o f  n o  w a te r  b o d ie s  
o n  th e  K o n ia g  A N W R  L a n d s  w h ic h  h a v e  b een  d e te r m in e d  to  b e  n a v ig a b le  o r  w ith  re sp e c t to  w h ic h  
th e  S ta te  h as  a s s e r te d  a  c la im . I f  s u c h  a c la im  is a s s e r te d  a n d  is u p h e ld  b y  th e  c o u r ts ,  th e n  th e  S ta te  
o f  A la s k a  w o u ld  o w n  th a t  p o r t io n  o f  th e  K o n ia g  A N W R  L a n d s  b e n e a th  th e  n a v ig a b le  w a te r  b o d y  
a n d  K o n ia g  w o u ld  n o t o w n  a n y  in te re s t  in  th e  o il o r  gas  w h ic h  m a y  be w ith in  su c h  S ta te -o w n e d  
la n d s  n o r  w o u ld  it h a v e  a  c la im  a g a in s t  th e  U n ite d  S ta te s  G o v e r n m e n t  fo r  c o n v e y in g  less th a n  a ll 
o f  th e  in te re s ts  in  th e  K o n ia g  A N W R  L a n d s .

T h e  O il a n d  G a s  E D P  in te r e s ts  a r e  n o t g r a n te d  in  p e rp e tu i ty  b u t  w ill te rm in a te  u p o n  th e  
c o m p le tio n  o f  th e  re c la m a tio n  o f  th e  K o n ia g  A N W R  L a n d s : th is  re c la m a tio n  m u s t  c o m m e n c e  w ith in  
tw o  y ears  fo llo w in g  th e  la s t o f  i i)  D e c e m b e r  31 . 2030; ( ii)  th e  2 5 th  a n n iv e r s a ry  o f  th e  d a te  o f  f irs t 
c o m m e rc ia l o il o r  g as  p ro d u c t io n  f ro m  th e  K o n ia g  A N W R  L a n d s : o r  ( iii)  th e  c e s s a tio n  o f  p ro d u c t io n  
fro m  su c h  la n d s  i f  c e r ta in  f u r th e r  o il a n d  gas  a c tiv itie s  a re  n o t  c o m m e n c e d  w ith in  tw o  y e a rs  o f  su c h  
c e ssa tio n .

T h e  K o n ia g  A N W R  L a n d s  c o m p r is e  tw o  t r a c ts  o f  la n d  in  A N W R  to ta l l in g  3 .1 3 6  a c re s  a n d  
th e  O il a n d  G a s  E D P  I n te re s ts  in th e se  t r a c ts  h a v e  a v a lu e  d e te r m in e d  by D O I  to  be 577.394.0CX). 
T h is  v a lu a tio n  d e te rm in a t io n  w as m a d e  by  D O I  b a se d  u p o n  its  a s se s s m e n t o f  th e  la n d s ’ v a lu e  fo r  
o il a n d  gas. T h is  v a lu a tio n  w a s  n o t su o je c : to  n e g o tia t io n . S in ce  D O I  w as  v a lu in g  b o th  th e  O il a n d  
G a s  E D P  In te re s ts  a n d  th e  K o n ia g  E x c h a n g e  L a n d s  (see  " P r o p o s i t io n  I— P ro p o s e d  E x c h a n g e — 
V a lu a tio n  o f  K o n ia g  E x c h a n g e  L a n d s " ) ,  it is a p p a r e n t  th a t  a c c e p ta n c e  o f  th e  D O I  a s s e s s m e n t a n d  
v alue  sh o u ld  be su b je c t to  a d e g re e  o f  c a u tio n .  D O I ,  h o w e v e r, h a s  r e p re s e n te d  th a t  in  v a lu in g  th e  
O il a n d  G as  E D P  In te re s ts  it h as  a p p l ie d  th e  s a m e  m e th o d o lo g y  w h ic h  it w o u ld  u til iz e  in  o th e r  
s itu a tio n s  in d e a lin g  w ith  th e se  in te re s ts  o n  b e h a lf  o f  th e  I 'm t e d  S ta te s . P L E A S E  T A K E  N O T E  
th a t th e  B oard  o f  D ire c to rs  h as  n o t s o u g h t  an> in d e p e n d e n t  v a l u a t i o n  o f  th e  fa irn e s s  o f  rh e  v a lu e  
w h ich  the D O I p ia c e d  o n  th e  O il a n d  G a s  E D P  In te re s ts  m  ’he K o n ia g  A N W R  L m d s  In



t r a n s a c t io n s  in v o lv in g  d o l la r  a m o u n ts  as  la rg e  a s  th o se  in v o lv e d  in th e  E x c h a n g e , a c o rp o ra t io n  w o u ld  
ty p ic a l ly  h a v e  a n  in v e s tm e n t b a n k in g  in s t i tu t io n  e v a lu a te  a n d  issue a n  o p in io n  as  to  th e  fairnes>  
o f  th e  c o n s id e r a t io n  in v o lv e d  in  th e  t r a n s a c t io n .  H o w e v e r , th e  B o a rd  o f  D ire c to rs  h a s  been  a d v ise d  
b y  T o m  C a n tw e ll ,  a g eo lo g ica l c o n s u l ta n t ,  th a t  th e  c o s t o f  a c q u ir in g  th e  a v a ila b le  u n p ro c e sse d  
g e o p h y s ic a l d a ta  fo r  th e  C o a s ta i P la in  w o u ld  be a p p ro x im a te ly  S 3 .4 0 0 .0 0 0  a n d  th a t  th e  co s t o f  
a n a ly z in g  su c h  d a t a  w o u ld  b e  an  a d d i t io n a l  S 5 0 0 .0 0 0  to  S1.Q 00.000. B e c a u se  o f  th e  c o s t an d  d ifficu lty  
in  a c q u ir in g  a n d  a n a ly z in g  th e  g eo lo g ica l a n d  g e o p h y s ic a l d a t a  to  m a k e  su c h  e v a lu a tio n , th e  B o a rd  
o f  D ir e c to r s  in s te a d  h a s  o b ta in e d  fro m  D O I  its  r e p r e s e n ta t io n  th a t ,  in  d e te rm in in g  th e  v a lu e  o f  th e  
O il a n d  G a s  E D P  In te re s ts ,  D O I  u til iz e d  th e  s a m e  m e th o d o lo g y  w h ic h  it c u s to m a r ily  fo llo w s in  
v a lu in g  o il a n d  g a s  in te re s ts  fo r  th e  p u rp o s e  o f  e s ta b l is h in g  th e  m in im u m  a c c e p ta b le  b id  in  a  fed e ra l 
le a se  sa le  o f  su c h  in te re s ts ,  a n d  th a t  th e  D O I  v a lu a tio n  o f  th e  O il a n d  G a s  E D P  In te re s ts  is eq u a l 
to  s u c h  m in im u m  a c c e p ta b le  b id  p lu s  a n  a m o u n t  e q u a l to  th e  n e t p re s e n t  v a lu e  o f  th e  e s tim a te d  
a n t ic ip a te d  ro y a l ty  in te re s t  w h ic h  c u s to m a r i ly  w 'ou ld  h a v e  b e e n  re se rv e d  to  th e  U n ite d  S ta te s  
G o v e r n m e n t  u n d e r  a  fe d e ra l lease  (w h ic h  ro y a l ty  in te re s t  is less th a n  th a t  to  b e  re se rv e d  to  K o n ia g  
u n d e r  th e  L e a se  A g re e m e n ts ) ,  w h ic h  in te r e s t  w ill n o t be re se rv e d  in  th e  t r a n s fe r  o f  th e  O il a n d  G a s  
E D P  in te r e s ts  to  K o n ia g . In  a d d i t io n , as  d e s c r ib e d  b e lo w , K o n ia g  h a s  s t r u c tu re d  i ts  L ea se  
A g re e m e n ts  w ith  th e  C h e v ro n  G ro u p  a n d  P h il l ip s  to  a s s u re  K o n ia g  t h a t  i t  w ill rec e iv e  a  m in im u m  
o f  a p p r o x im a te ly  $ 5 8 ,3 0 0 ,0 0 0  i f  th e  t r a n s a c t io n s  c o n te m p la te d  in  th is  P ro p o s i t io n  I  a r e  c o n s u m ­
m a te d .  R e c e ip t  o f  t h i s  $ 5 8 ,3 0 0 ,0 0 0  is  n o t c o n t in g e n t  o n  a n y  d is c o v e ry  o f  o il  o r  gas, a n d  th e  B o a rd  
h a s  s e p a r a te ly  a s se sse d  th e se  tr a n s a c t io n s  o n  th e  a s s u m p tio n  th a t  th is  a m o u n t  m a y  c o m p ris e  th e  
to ta l  p a y m e n t  re c e iv e d  b y  K o n ia g .

T H E  D O I  H A S  M A D E  N O  R E P R E S E N T A T I O N S  O R  W A R R A N T I E S  A S  T O  T H E  
E X I S T E N C E , L O C A T IO N , P R O D U C I B I L I T Y ,  Q U A N T I T Y  O R  Q U A L I T Y  O F  O I L  A N D  
G A S  R E S O U R C E S  I N  O R  U N D E R  A N Y  O F  T H E  K O N I A G  A N W R  L A N D S . T H E R E F O R E ,  
K O N I A G ,  A N D  T O  T H E  E X T E N T  P R O V I D E D  I N  T H E  L E A S E  A G R E E M E N T S , T H E  
C H E V R O N  G R O U P  A N D  P H I L L I P S .  W I L L  B E A R  T H E  E N T I R E  R I S K  A S  T O  T H E  
E X I S T E N C E , L O C A T I O N , P R O D U C I B I L I T Y .  Q U A N T I T Y  O R  Q U A L I T Y  O F  O IL  A N D  
G A S  R E S O U R C E S  I N  O R  U N D E R  T H E  K O N I A G  A N W R  L A N D S .

3. Congressional Action
I f  th e  E x c h a n g e  A g re e m e n t is e x e c u te d  b y  th e  S e c re ta ry  o f  th e  I n te r io r  (see ‘‘P ro p o s i t io n  

I— R isk  F a c t o r s ” ), i t  w ill be su b m itte d  to  C o n g re s s  fo r  r a t i f ic a t io n  a n d  a p p ro v a l .  U n til  a n d  u n le ss  
le g is la tio n  is e n a c te d  w h ic h  ra tifie s  a n d  a p p r o v e s  it ( s u c h  le g is la tio n  h e r e in a f te r  a s  “ E x c h a n g e  
L e g is la t io n ” ), th e  E x c h a n g e  w ill n o t be c a r r ie d  o u t  by  th e  U n ite d  S ta te s  G o v e r n m e n t  a n d  K o n ia g .

T h e  E x c h a n g e  is f u r th e r  c o n d i t io n e d  u p o n  C o n g re s s  e n a c t in g  le g is la tio n  w h ic h  o p e n s  th e  
K o n ia g  A N W R  L a n d s  fo r  f u r th e r  e x p lo ra t io n ,  d e v e lo p m e n t a n d  p ro d u c t io n  o f  o il o r  oil a n d  gas 
( " O p e n in g  L e g is la t io n ” ). W h e th e r  O p e n in g  L e g is la t io n  w ill b e  e n a c te d  a n d ,  if  so , w h e th e r  th e  
le g is la tio n  w ill b e  in  a fo rm  sa tis fa c to ry  to  K o n ia g ,  is p re s e n t ly  u n k n o w n . A t  th e  p re se n t t im e , all 
o f  th e  C o a s ta l  P la in , in c lu d in g  th e  K o n ia g  A N W R  L a n d s ,  is  c lo s e d  to  a n y  f u r th e r  oil a n d  gas 
e x p lo ra t io n  a n d  to  a ll o il a n d  g a s  d e v e lo p m e n t a n d  p ro d u c t io n .  C o n g re s s  is p re s e n tly  h o ld in g  h e a r in g s  
o n  th e  D O I  r e c o m m e n d a tio n  to  o p e n  th e  C o a s ta l  P la in  o f  A N W R , in c lu d in g  th e  K o n ia g  A N W R  
L a n d s ,  to  f u r th e r  o il a n d  g as  e x p lo ra tio n , d e v e lo p m e n t a n d  p ro d u c t io n .

4. Tract Selection Process
O n  J u n e  16. 1987. K o n ia g  e n te re d  in to  th e  A N W R  T r a c t  Id e n t i f ic a t io n  A g re e m e n t w ith  th e  

D O I  a n d  c e r ta in  o th e r  N a tiv e  C o r p o r a t io n s  ( ” T r a c t  A g re e m e n t" ) ,  w h ic h  p ro v id e d  fo r th e  m e c h a n ism  
p u r s u a n t  to  w h ic h  K o n ia g  id e n tif ied  K o n ia g  A N W R  L a n d s .

T h e  s e le c tio n  o f  th e  K o n ia g  A N W R  L a n d s  w a s  m a d e  b y  K o n ia g  u p o n  th e  re c o m m e n d a tio n  
o f  th e  C h e v ro n  G r o u p  a n d  w ith  th e  c o n c u r re n c e  o f  P h illip s .  W h ile  th e r e  w e re  a  n u m b e r  o f  t r a c ts  
w h ic h  w e re  a v a ila b le  fo r  se le c tio n  by  K o n ia g  a n d  w h ic h  h a d  b e e n  n o m in a te d  fo r  c o n s id e ra t io n  by



K o n ia g  ( s u c h  n o m in a t io n s  h a v in g  b e e n  m a d e  w ith  th e  a d v ic e  o f  th e  C h e v ro n  G ro u p ) ,  K o n ia g  w as 
lim ite d  a s  to  th e  t r a c ts  i t  c o u ld  se le c t in  th is  p ro c e s s  in  th a t  it c o u ld  n o t  se le c t t r a c ts  w h ic h  h a d  
a  c u m u la t iv e  v a lu e  in  ex c ess  o f  th e  v a lu e  o f  th e  K o n ia g  E x c h a n e e  L a n d s . N E I T H E R  T H E  
C H E V R O N  G R O U P  N O R  P H I L L I P S  M A D E  A N Y  R E P R E S E N T A T I O N S  O R  W A R R A N ­
T IE S  A S  T O  T H E  E X IS T E N C E , L O C A T I O N . P R O D U C I B I L I T Y .  Q U A N T I T Y  O R  Q U A L I T Y  
O F  O IL  A N D  G A S  R E S O U R C E S  I N  O R  U N D E R  A N Y  O F  T H E  K O N I A G  A N W R  L A N D S . 
T H E R E F O R E , I N S O F A R  A S  K O N I A G ’S  2 0 %  R O Y A L T Y  I N T E R E S T  IS  C O N C E R N E D . 
K O N I A G  W I L L  B E A R  T H E  E N T I R E  R I S K  A S  T O  T H E  E X IS T E N C E . L O C A T IO N . 
P R O D U C I B IL I T Y ,  Q U A N T I T Y  O R  Q U A L I T Y  O F  O I L  A N D  G A S  R E S O U R C E S  I N  O R  
U N D E R  T H E  K O N I A G  A N W R  L A N D S .

P L E A S E  T A K E  N O T E  th a t  a  c o p y  o f  th e  T r a c t  A g re e m e n t c a n  b e  re v ie w e d  a t  th e  b u s in e ss  
offices o f  K o n ia g  d u r in g  r e g u la r  b u s in e ss  h o u r s .  A  c o p y  o f  th e  T ra c t  A g re e m e n t  w ill b e  s e n t to  y o u  
u p o n  re q u e s t.

5. Valuation o f Koniag Exchange Lands
T h e  m a jo r  f a c to r  b e a r in g  u p o n  th e  fa irn e s s  o f  th e  c o n s id e r a t io n  to  b e  re c e iv e d  b y  K o n ia g  f ro m  

D O I  is th e  v a lu e  a t t r ib u te d  to  th e  K o n ia g  E x c h a n g e  L a n d s  as  th e  r e s u lt  o f  e x te n s iv e  n e g o t ia t io n s  
b e tw e e n  K o n ia g  a n d  D O I. T h is  a t t r ib u te d  v a lu e  o f  th e  K o n ia g  E x c h a n g e  L a n d s  ra n g e s  b e tw e e n  
S 170  p e r  a c re  a n d  S 850  p e r  a c re , c o v e r in g  a  to ta l  o f  1 1 2 ,5 6 4  a c re s , w ith  a  to ta l  o v e ra ll  a t t r ib u te d  
v a lu e  o f  5 77 .4 4 2 ,7 1 1  ( “ E x c h a n g e  L a n d  V a lu e ” ). O f  th e  K o n ia g  E x c h a n g e  L a n d s , 101 .013  a c re s  h a d  
a t t r ib u te d  v a lu e s  ra n g in g  b e tw e e n  5 5 5 2  p e r  a c re  a n d  5 8 5 0  p e r  a c re  a n d  th e  r e m a in in g  11,551 a c re s  
h a d  a t t r ib u te d  v a lu e s  r a n g in g  f ro m  $ 1 7 0  p e r  a c re  to  $ 5 1 0  p e r  a c re . In  d e te r m in in g  th e se  a t t r ib u te d  
v a lu es  K o n ia g  a n d  D O I  h a v e  a lso  d e d u c te d  ( i)  a  n e g o t ia te d  v a lu e  fo r  th e  r e ta in e d  S u b s is te n c e  A c c e s s  
E a se m e n t e q u a l to  2 %  o f  th e  g ro s s  v a lu e  a n d  (ii)  a  n e g o t ia te d  v a lu e  re f le c tin g  th e  im p a c t  o f  th e  
re s tr ic tiv e  p ro v is i n s  o f  S e c tio n  2 2 (g )  o f  A N C S A  e q u a l  to  13%  o f  th e  g ro s s  v a lu e .

P L E A S E  T A K E  N O T E , T H E  F O L L O W I N G  D IS C U S S IO N  O F  T H E  V A L U A T IO N S  O F  
T H E  K O N I A G  E X C H A N G E  L A N D S  S H O U L D  B E  R E V I E W E D  W I T H  C A U T I O N .  A s  
d isc u sse d  b e lo w , th e  re l ia b il i ty  o f  a p p ra is a ls  a n d  o th e r  v a lu a tio n s  in  d e te r m in in g  th e  m a rk e t  v a lu e  
o f  u n iq u e  re so u rc e s  is a lw a y s  s u b je c t to  q u e s tio n . T h is  is e sp e c ia lly  tru e  w ith  r e s p e c t  to  th e  K o n ia g  
E x c h a n g e  L a n d s  w h ic h  a re  n o t s u sc e p tib le  to  t r a d i t io n a l  v a lu a tio n  te c h n iq u e s  a n d  w h ic h  a re  su b je c t  
to  g o v e rn m e n ta l re g u la tio n s  w h o se  im p a c t h a s  y e t  to  b e  d e te rm in e d . A n  e x a m p le  o f  th is , a s  a lso  
d isc u sse d  b e lo w , is th e  o p in io n  o f  D irk s e n  A p p ra is a l  C o m p a n y  th a t  th e  im p a c t  o f  th e  a p p l ic a t io n  
o f  S ec tio n  2 2 (g ) o f  A N C S A  o n  th e  m a rk e t  v a lu e  o f  th e  K o n ia g  E x c h a n g e  L a n d s  c o u ld  r e s u l t  in  
a  10%  to  9 0 %  d e c re a s e  in  th e  m a rk e t  v a lu e  o f  th e  la n d s . D e sp ite  th e se  s u b s ta n t ia l  u n c e r ta in t ie s  
w ith  re sp e c t to  th e  v a lu a tio n s ,  th e  fo llo w in g  d is c u s s io n  is in c lu d e d  b e c a u s e  th is  in fo rm a tio n  w as 
a v a ila b le  to  th e  B o a rd  o f  D ire c to rs  in  its  d e l ib e ra t io n s  a n d  b e c au se  d e c is io n s  o f  th e  A la s k a  c o u r ts  
in v o lv in g  A N C S A  c o r p o r a t io n s  in d ic a te  th a t  s u c h  a p p ra is a ls  m a y  be h e lp fu l to  s h a re h o ld e r s  in  
e v a lu a tin g  p ro p o sa ls .

T h e  D O I  c a u s e d  e m p lo y e e s  o f  F W S  to  a p p ra is e  th e  v a lu e  a s  o f  N o v e m b e r  27. 1985 o f  a ll la n d s  
o w n e d  by K o n ia g  w ith in  K N W R  in c lu d in g  so m e  la n d s  w h ic h  a r e  n o t p a n  o f  th e  K o n ia g  E x c h a n g e  
L an d s  (“ F W S  A p p ra is a l" ) .  I t  w as re p re s e n te d  to  K o n ia g  d u r in g  th e  c o u r s e  o f  th e  n e g o t ia t io n s  th a t  
th e  F W S  A p p ra is a l  w as  p e r fo rm e d  u s in g  a  m a rk e t  d a ta  a p p ro a c h  to  e s t im a te  v a lu e , a n d  in c lu d e d  
a n  a e r ia l in sp e c tio n  o f  th e  K o n ia g  E x c h a n g e  L a n d s . U n d e r  a m a rk e t d a t a  a p p ro a c h ,  v a lu e  is a s se s s e d  
by a n a ly z in g  sa les  o f  s im ila r ,  re c e n tly  so ld  p r o p e n ie s  in  o r d e r  to  a r n v e  a t  th e  m o s t p ro b a b le  sa les  
p rice  o f  th e  p r o p e n y  b e in g  a p p ra is e d . A n  a b b re v ia te d  d e v e lo p m e n t a p p r o a c h  w as a lso  u se d  to  
e s tim a te  th e  v a lu e  o f  s o m e  o f  th e  la n d  id e n tif ie d  a s  s u i ta b le  fo r th e  d e v e lo p m e n t o f  re c re a tio n a l  c a b in  
sites. T h a t  a p p r o a c h  fo c u se s  o n  th e  p ro je c te d  in c o m e  f ro m  th e  p ro p e r ty  o n c e  it is d e v e lo p e d . N e i th e r  
a p p ro a c h  g av e  a n y  v a lu e  to  th e  u n iq u e  h a b i ta t  a t t r ib u te s  o f  th e  ia n d  o r th e  v a lu e  to  th e  p u b lic  
g en e ra lly  fo r h a v in g  th e  la n d  as p a r t  o f  th e  re fu g e  sy s te m . U n d e r  th e  F W S  A p p ra is a l  th e  e s t im a te d  
a v e rag e  v a lue  p e r  a c re  is $172  17 fo r  a to ta l  o f  $ 1 9 ,3 8 0 ,0 0 0  fo r  th e  K o n ia g  E x c h a n g e  L a n d s  T h e  
F W S  A p p ra is a l  a lso  e s t im a te d  th a t  th e  e ffec ts  o f  S e c tio n  22(g) o f  A N C S A  w o u ld  re d u c e  th e  v a lu e  
o f  th e  K o n iag  E x c h a n g e  L a n d s  to  $ 1 0 ,8 2 0 ,0 0 0 . B e c a u se  S ec tio n  2 2 ^ .)  l im its  :h e  u ses  to  w h ic h  th e  
K o n ia g  E x c h a n g e  L a n d s  m a y  be p u t. .in a n a ly s is  ) f  th e  la n d s ' m a rk e t v a lu e  w i t c h  is F t  e . ' o n  th e  
v a lue  o f  th e  la n d s  fo r  d if fe re n t u ses w o u ld  be d ire c tly  a ffec ted  K  > a ' : ' " t  ' L a  -! • ic h  h as



’ .!'<-> an d  u p ’. 'r. w h L h  de«. J o p m e n t  is r e s tr ic te d ,  ee n era ll.. w ill h a v e  a  lo w e r v a lu e  th a n  la n d  
w ith o u t su c h  r e s tr ic t io n s  in d  lim ita tio n s .

A lte r  rev ie w in g , th e  F W S  A p p ra is a l.  K o n ia g  h ire d  A q u a /  r e r r a  C crnstrhm gv L td . o f  G re a t  F a l l s  
V irg in ia  ( “ A q u a / T e r r a ” ?  to  v a lu e  th e  p u b ltc  in te r e s t  v a lu e s  o f  th e  K o n ia g  E x c h a n g e  L a n d s . 
A q u a /T e r r a  is su e d  a  r e p o n  p re p a re d  by  R o b e n  A . J a n tz e n .  P re s id e n t o f  A q u a /T e r r a  C o n s u ltin g . 
L td . a n d  f o rm e r  D ir e c to r  o f  F W S . A q u a / T e r r a  d o e s  n o t p e r fo rm  a p p ra is a ls ,  b u t has  ex ten s iv e  
e x p e r ie n c e  a s  a  w ild life  h a b i ta t  sp e c ia lis t . A q u a /T e r r a  w as n o t .  a t  th e  t im e  o f  its  c o n tra c t  w ith  
K o n ia g . a n d  is n o t  p re s e n tly , a c o n t r a c to r  o f  u .e  U n ite d  S ta te s  G o v e r n m e n t .  A q u a /T e r r a  a lso  
r e ta in e d  th e  s e rv ic e s  o f  R ic h a rd  J. H e n se l.  f o rm e r  re fu g e  m a n a g e r  o f  K N W R . in  p re p a r in g  a n d  
a n a ly z in g  d a t a  r e la te d  to  th e  c o n tr ib u t io n s  to  th e  e c o n o m y  d e r iv e d  f ro m  th e  K o n ia g  E x c h a n g e  L a n d s . 
A q u a /T e r r a  w a s  s e le c te d  b y  K o n ia g  b a se d  u p o n  th e  r e c o m m e n d a t io n  o f  th e  F ish  a n d  W ild life  
F o u n d a t io n ,  a  p u b lic  fo u n d a tio n  c re a te d  fo r  th e  p u rp o s e  o f  a c q u ir in g  la n d s  fo r  in c lu s io n  in  th e  
n a t io n a l  re fu g e  sy s te m .

T h e  A q u a / T e r r a  R e p o n  re c o m m e n d e d  c o n s id e r a t io n  o f  th re e  c o m p o n e n ts  in  v a lu in g  th e  
K o n ia g  E x c h a n g e  L a n d s : ( i)  th e  rea l e s ta te  v a lu e  a s  d e te r m in e d  by  th e  m a rk e t  d a ta  a p p ro a c h ; (ii) 
th e  v a lu e  o f  th e  n a tu r a l  r e so u rc e s  ta k e n  f ro m  o r  p r o d u c e d  o n  th e  la n d s  t h a t  d ire c tly  a ffec t th e  
e c o n o m y  o f  th e  re g io n  a n d  s ta te ,  w h ic h  a re  n o t  re f le c te d  in  th e  a p p ra is e d  v a lu e ; a n d  (iii)  th e  v a lu e  
o f  th e  in ta n g ib le  b e n e f its  to  th e  p u b lic  f ro m  o w n e rs h ip ,  s u c h  as  s c e n e ry , w ild e rn e ss , p re s e rv a tio n  
o f  b ro w n  b e a r  h a b i ta t  a n d  u n ifo rm  m a n a g e m e n t  o f  K N W R  a n d  its  w ild life  p o p u la tio n .  F o c u s in g  
o n  th e  s e c o n d  f a c to r ,  it w as  th e  o p in io n  o f  A q u a / T e r r a  th a t  th e  v a lu e  o f  th is  f a c to r  w a s  a t  le a s t 
$ 5 1 ,8 3 0 ,6 4 8 , w h ic h  w as  a r r iv e d  a t b y  a n  a n a ly s is  o f  r e v e n u e s  g e n e ra te d  f ro m  th e  K o n ia g  E x c h a n g e  
L a n d s  b y  c o m m e rc ia l  s a lm o n  fish erie s , s p o r ts  f ish e rie s , b e a r  a n d  d e e r  h u n t in g  a c tiv i tie s  a n d  t r a p p in g .  
T h e  s tu d y  o ffe re d  n o  o p in io n  as  to  th e  v a lu e  o f  th e  th i r d  c o m p o n e n t .  T h e  A q u a /T e r r a  R e p o r t  
su g g e s te d  th e  v a lu e  o f  K o n ia g 's  125.661 a c re s  in  K N W R , w h ic h  in c lu d e d  all o f  th e  K o n ia g  E x c h a n g e  
L a n d s , fe ll s o m e w h e re  b e tw e e n  5 7 2 ,0 0 0 .0 0 0  a n d  $ 1 5 4 ,0 0 0 ,0 0 0 ; th e  f o rm e r  a m o u n t  w as d e r iv e d  by  
a d d in g  to g e th e r  th e  f in d in g s  o f  th e  F W S  A p p r a is a l  a n d  th e  A q u a / T e r r a  R e p o r t ,  a n d  th e  la t te r  
a m o u n t  w a s  d e r iv e d  b y  a d d it io n a lly  ta k in g  in to  a c c o u n t  t h e  o th e rw is e  u n v a lu e d  in ta n g ib le  b en e fits  
to  th e  p u b lic  o f  s u c h  o w n e rs h ip  ( sc e n e ry , w ild e rn e s s ,  b e a r  h a b i ta t ,  re fu g e  m a n a g e m e n t ,  e tc .) , u s in g  
a n  a r i th m e t ic  e x t r a p o la t io n  f ro m  a n  a n a ly s is  o f  th e  a c q u is i t io n  p r ic e  o f  th e  P r ib i lo f  B ird  C liffs  by  
th e  U n ite d  S ta te s  G o v e r n m e n t  u n d e r  S e c tio n  1 4 1 7 (b ) o f  A N I L C A .  In  a r r iv in g  a t  th e se  v a lu e s , th e  
A q u a /T e r r a  R e p o r t  d id  n o t c o n s id e r  th e  e ffec ts  o f  th e  a p p l ic a t io n  o f  S e c tio n  2 2 (g )  o n  th e  K o n ia g  
E x c h a n g e  L a n d s .

K o n ia g  a lso  r e ta in e d  th e  D irk s e n  A p p r a is a l  C o m p a n y  o f  A n c h o r a g e ,  A la s k a  ( “ D ir k s e n ” )  to  
rev ie w  th e  F W S  A p p ra is a l .  D irk s e n  is  h e a d e d  b y  P a u l  P . D ir k s e n ,  S R P A - M A I  w h o  h a s  e x te n s iv e  
e x p e r ie n c e  :u  a p p r a is in g  p ro p e r tie s  o n  K o d ia k  I s la n d  a n d  in  A la s k a  g e n e ra lly . D ir k s e n  is in d e p e n d e n t  
o f  K o n ia g  b u t h a s  p e r fo rm e d  f ro m  t im e  to  t im e  a p p r a is a l s  o f  p r o p e r ty  o w n e d  by  K o n ia g  in  
c o n ju n c t io n  w ith  p o ss ib le  sa le s  o f  s u c h  p r o p e r ty .  D ir lc se n  h a s  b ee n  a  c o n t r a c to r  o f  th e  U .S . 
G o v e rn m e n t  f ro m  tim e  to  tim e , a n d  h o ld s  U .S . G o v e r n m e n t  c o n t r a c ts  a t  th e  p re s e n t  tim e . D irk s e n  
issu e d  a r e p o r t  d a te d  A u g u s t  1. 1987 o f  its  re v ie w  o f  th e  F W S  A p p ra is a l  ( “ D ir k s e n  R e p o r t” ). T h a t  
rev iew , w h ic h  d id  n o t c o n  «>itute a n  a p p ra is a l ,  in c lu d e d  a p h y s ic a l  in s p e c t io n  o f  th e  K o n ia g  E x c h a n g e  
L a n d s , th e  u t i l iz a t io n  o f  th e  s a m e  a s s u m p tio n s  o f  h ig h e s t  a n d  b es t u se  m a d e  in  th e  F W S  A p p ra is a l  
a n d  a  re v ie w  a n d  a n a ly s is  o f  th e  m e th o d o lo g y  u se d  in  th e  F W S  A p p ra is a l .  T h e  D ir k s e n  R e p o r t  s ta te d  
th a t ,  b a se d  u p o n  th e  F W S  A p p ra is a l ’s a s s u m p t io n s  o f  h ig h e s t  a n d  b es t u se . th e  F W S  A p p ra is a l  
o v e r s ta te d  th e  m a rk e t  v a lu e  o f  th e  K o n ia g  E x c h a n g e  L a n d s  b y  4 0 %  to  4 5 % , a n d  th a t  th e  im p a c t 
o f  S e c tio n  2 2 (g ) o f  A N C S A  w o u ld  re s u lt  in  a  f u r th e r  r e d u c t io n  in  v a lu e  th a t  c o u ld  ra n g e  f ro m  a 
lo w  o f  1 0 %  to  a  h ig h  o f  9 0 %  d e p e n d in g  u p o n  th e  la n d s  in v o lv e d  a n d  th e  u l t im a te  r e s o lu t io n  o f  
th e  d e g re e  o f  c o n t ro l  w h ic h  F W S  c a n  e x e rc is e  o v e r  th e  N a tiv e  in h o ld in g s  in  th e  R e fu g e  u n d e r  su c h  
p ro v is io n . T h u s ,  th e  D irk s e n  R e p o r t  c o n c lu d e d  th a t  th e  F W S  A p p ra is a l  m e th o d o lo g y  sh o u ld  h a v e  
re su lte d  in  a  fa ir  m a rk e t  v a lu e  d e te r m in a t io n  o f  $ 1 2 ,8 6 3 ,0 0 0  to  $ 1 3 ,2 1 0 ,0 0 0 . su b je c t to  f u r th e r  
r e d u c tio n s  to  re f lec t th e  im p a c t o f  S e c tio n  2 2 (g ). T h e  D ir k s e n  R e p o r t  a r g u e d ,  h o w e v e r , th a t  th e  
F W S  A p p ra is a l  e r r e d  in  its  d e te r m in a t io n  o f  h ig h e s t  a n d  b e s t use, b e c a u s e  th e  h ig h e s t  a n d  b e s t u se  
o f  th e  la n d  w a s  fo r  w ild life  h a b i ta t .  T h e  D ir k s e n  R e p o r t  f u r th e r  n o te d  th a t  w h ile  th e  u se  o f  w ild life  
h a b i ta t  v a lu e s  c o u ld  re su lt  in  a n  in c re a s e  in  th e  m a rk e t  v a lu e  o f  th e  K o n ia g  E x c h a n g e  L a n d s , th e se



sa m e  w ild life  h a b i ta t  v a lu e s  a re  lik e ly  to  be p r o te c te d  u n d e r  S e c tio n  2 2 (g ) o f  A N C S A . a n d  th u s  th e  
g ro u p s  w h ic h  p ro v id e  a  m a rk e t  fo r  h a b i ta t  la n d s  w o u ld  n o t  be lik e ly  to  pay  fo r  r ig h ts  a l re a d y  
p ro te c te d .

P L E A S E  T A K E  N O T E  th a t  th e re  h a v e  b ee n  n o  v a lu a tio n s  o f  th e  K o n ia g  E x c h a n g e  L a n d s  
o th e r  th a n  th e  a p p r a is a l  a n d  r e p o r ts  d is c u s se d  a b o v e . T h e  B o a rd  o f  D ir e c to r s  o f  K o n ia g  h a s  
d e te rm in e d  th a t  f u r th e r  a p p r a is a l s  o r  v a lu a tio n s  w o u ld  n e t  m a te r ia l ly  a s s is t th e  B o a rd  in  e v a lu a t in g  
th e  fa irn ess  o f  th e  n e g o t ia te d  v a lu e  p la c e d  o n  th e  K o n ia g  E x c h a n g e  L a n d s . T h e  B o a rd 's  
d e te rm in a t io n  w as b a se d  u p o n , a m o n g  o th e r  th in g s , r e c o g n it io n  o f  th e  in h e re n t  d if f ic u ltie s  in  v a lu in g  
th e  la n d s , in c lu d in g  th e  s c a rc i ty  o f  m a rk e t  d a ta ,  th e  a b s e n c e  o f  in c o m e  g e n e ra te d  f ro m  c u s to m a r i ly  
re c o g n iz e d  so u rc e s  o n  th e  la n d s , a n d  th e  effec t o f  v a r io u s  g o v e rn m e n ta l  r e s tr ic t io n s  in c lu d in g  S e c tio n  
22(g ) o f  A N C S A .

P L E A S E  A L S O  T A K E  N O T E  th a t  a  c o p y  o f  th e  r e le v a n t p o r t io n s  o f  th e  F W S  A p p ra is a l ,  
th e  A q u a /T e r r a  R e p o n ,  a n d  th e  D irk s e n  R e p o r t ,  c a n  be re v ie w ed  a t  th e  b u s in e ss  offices o f  K o n ia g  
d u r in g  re g u la r  b u s in e s s  h o u rs .  A  c o p y  o f  th e se  r e p o r ts  a n d  a p p ra is a ls  w ill be s e n t to  y o u  u p o n  re q u e s t.

6 . Termination of Exchange Agreement
T h e  c o n s u m m a tio n  o f  th e  E x c h a n g e  A g re e m e n t  re q u ir e s  its  a u th o r iz a t io n  by  th e  s h a re h o ld e r s  

o f  K o n ia g , th e  e n a c tm e n t  o f  O p e n in g  L e g is la t io n  a n d  th e  e n a c tm e n t  o f  E x c h a n g e  L e g is la t io n . A f te r  
e x e c u tio n  o f  th e  E x c h a n g e  A g re e m e n t ,  e i th e r  p a r ty  s h a ll  h a v e  th e  r ig h t  to  c a n c e l  it a t  a n y  t im e  a f te r  
D e c e m b e r  31, 1993, u p o n  th i r ty  d a y s ’ w r i t te n  n o tic e  to  th e  o th e r  p a r ty  if  th e  O p e n in g  L e g is la t io n  
o r  th e  E x c h a n g e  L e g is la t io n  h a s  n o t  b ee n  e n a c te d .  K o n ia g  m a y  a lso  c a n c e l th e  E x c h a n g e  A g re e m e n t  
u p o n  w r i t te n  n o tic e  to  th e  S e c r e ta r y  o f  th e  I n te r io r  p r io r  to  D e c e m b e r  31, 1993, a n d  th e  e n a c tm e n t  
o f  e i th e r  O p e n in g  L e g is la t io n  o r  E x c h a n g e  L e g is la t io n , u p o n  th e  p a y m e n t  to  D O I  o f  its  c o s ts  in  
n e g o tia t in g  th e  p ro p o s e d  e x c h a n g e . T h e  a m o u n t  o f  th e s e  c o s ts  h a s  n o t b ee n  d e te r m in e d  a t  th is  t im e . 
D u r in g  th e  tim e  th e  E x c h a n g e  A g re e m e n t  is in  effec t, n e i th e r  p a r ty  c a n  e n c u m b e r  th e  la n d s  o r  
in te re s ts  to  b e  c o n v e y e d  u n d e r  it o r  a l te r  s u b s ta n t ia l ly  th e  p h y s ic a l c o n d i t io n  o r  o th e rw is e  e ffec t 
a  m a te r ia l c h a n g e  in  th e  m a n a g e m e n t  o f  a n y  la n d s  o r  in te r e s ts  p ro p o s e d  to  be e x c h a n g e d  o r  c o n v e y e d , 
e x c e p t th a t  K o n ia g  h a s  th e  r ig h t  to  p la c e  a n d  re m o v e  a l l  o r  p a r t  o f  th e  K o n ia g  E x c h a n g e  L a n d s  
in  a n d  f ro m  th e  A la s k a  L a n d  B a n k  P ro g r a m  e s ta b l is h e d  b y  S e c tio n  9 0 7  o f  A N IL C A .

K o n ia g  f u r th e r  h a s  th e  r ig h t  to  c a n c e l th e  E x c h a n g e  A g re e m e n t u p o n  w r i t te n  n o tic e  to  D O I  
(i) w ith in  s ix ty  d a y s  o f  (h e  e n a c tm e n t  o f  O p e n in g .L e g is la t io n  w h ic h  is n o t in  a  fo rm  a n d  c o n te n t  
sa tis fa c to ry  to  K o n ia g , o r  ( ii)  w ith in  s ix ty  d a y s  o f  th e  e n a c tm e n t  o f  E x c h a n g e  L e g is la t io n  w h ic h  
a m e n d s  o r  seek s to  a m e n d  a n y  o f  th e  te rm s  o f  th e  E x c h a n g e  A g re e m e n t,  w h ic h  a l te r s  o r  se e k s  to  
a l te r  a n y  o f  K o n ia g ’s r ig h ts  u n d e r  th e  E x c h a n g e  A g re e m e n t  w i th o u t  K o n ia g ’s p r io r  w r i t te n  c o n s e n t 
o r  w h ic h  in c lu d e s  p ro v is io n s  w h ic h  a re  n o t  a d d re s s e d  in  th e  E x c h a n g e  A g re e m e n t  a n d  w h ic h  a re  
n o t  in  fo rm  a n d  c o n te n t  s a tis fa c to ry  to  K o n ia g .

K o n ia g  h as  th e  r ig h t  to  re sc in d  th e  E x c h a n g e  A g re e m e n t  a f te r  it is c o n s u m m a te d  if. a s  th e  
re s u lt  o f  ju d ic ia l,  le g is la tiv e  o r  a d m in is t r a t iv e  a c tio n  b e y o n d  th e  c o n t r o l  o f  K o n ia g  o r  its  lessee u n d e r  
a  K o n ia g  A N W R  L ea se , e i th e r  (i) th e  n e c e s sa ry  p e rm its  a n d  a u th o r iz a t io n s  to  d r i l l  a  w ell o r  c o n d u c t  
o p e ra tio n s  in  c o n ju n c t io n  w ith  su c h  d r i l l in g  a re  n o t  is s u e d  o r  K o n ia g  o r  its  lessees a r e  p re v e n te d  
f ro m  c o m m e n c in g  to  d r i l l  s u c h  w ell o n  o r  b e fo re  th e  2 7 0 th  d a y  fo llo w in g  its  su b m is s io n  o f  a ll 
n ec essa ry  p e rm it a p p l ic a tio n s ,  o r  (ii) K o n ia g  o r  its  lessees  a r e  p ro h ib i te d  f ro m  c o m p le t in g  th e  d r i l l in g  
o f  su c h  w ell w ith in  tw o  w in te r  d r i l l in g  se a so n s . I f  K o n ia g  so  e le c ts  to  re sc in d , it m a y  re q u ire  th e  
U n ite d  S ta te s  G o v e r n m e n t  in  e x c h a n g e  fo r  its  in te re s ts  in  th e  O il a n d  G a s  E D P  I n te re s ts  e i th e r  
to  "econvey to  it c e r ta in  o f  th e  K o n ia g  E x c h a n g e  L a n d s  o r  to  c o n v e y  to  it s :ich  o th e r  fe d e ra l la n d s  
o r  p ro p e r ty  as K o n ia g  a n d  D O I  jo in t ly  d e te rm in e .  T h e  v a lu e  o f  th e  K o n ia g  E x c h a n g e  L a n d s  to  
be reco n v ey ed  (o r  o f  th e  o th e r  fe d e ra l la n d s  o r  p r o p e r ty  if  K o n ia g  so  e le c ts )  w ill be e q u a l to  th e  
E x c h a n g e  V alue o f  th e  K o n ia g  E x c h a n g e  L a n d s  less a n  a m o u n t  e q u a l to  a ll m o n ie s  rec e iv e d  by 
K o n ia g  u n d e r  th e  L ease  A g re e m e n ts  as  re d u c e d  by  K o n ia g 's  c o s ts  in n e g o t ia t in g  th e  E x c h a n g e  
A g re e m e n t a n d  in  d e fe n d in g  a n y  lit ig a tio n  c h a lle n g in g  its  r ig h ts  th e re u n d e r .  T h e  o r d e r  in w h ic h  
th e  K o n ia g  E x c h a n g e  L a n d s  w o u ld  be re c o n v e y e d  is to  be se t o u t  in  a n  a p p e n d ix  to  th e  E x c h a n g e  
A g re e m e n t, w as re a c h e d  as  th e  re s u lt  o f  n e g o t ia t io n s  a n d  leav es  fo r  la s t th e  re c o n v e y a n c e  o f  th e  
m o s t va lu ab le  h a b i ta t  la n d s . R a th e r  th a n  re e o n v e v  s u c h  la n d s , th e  U n ite d  S ta te s  h a s  th e  n g h t  to  
p u rc h a se  th e  K o n ia g  E x c h a n g e  L a n d s  to  be re c o n v e y e d  fo r  a n  a m o u n t  eq u a l to  th e ir  E x c h a n g e  V i>ue.



A t a n y  tim e  a f te r  th e  c o n s u m m a tio n  o f  th e  E x c h a n g e  A g re e m e n t,  th e  S e c re ta ry  m a y  su sp e n d  
K o n ia g 's  o il an d  g a s  ac tiv itie s  if  it is d e te rm in e d  th a t  th o se  a c tiv i tie s  w o u ld  c a u se  m a jo r . lo n g -te rm  
a n d  i r re p a r a b le  h a rm  to  fish a n d  w ild life , th e ir  h a b i ta t ,  th e  e n v iro n m e n t  o r  h u m a n  h e a lth , o r  th a t 
su c h  s u sp e n s io n  is in  th e  in te re s t o f  n a t io n a l s e c u r i ty  o r  d e fe n se . S u ch  su sp e n s io n  m a y  be fo r  a p e rio d  
u p  to  five y e a rs , a t  th e  e n d  o f  w h ic h  p e r io d  th e  S e c re ta ry  m a y  e i th e r  e x te n d  it fo r a n o th e r  p e rio d  
n o t to  e x c ee d  five y e a rs  o r  e x t in g u is h  a li o f  K o n ia g ’s in te re s t  in  th e  O il a n d  G a s  E D P  In te re s ts  for 
j u s t  c o m p e n s a t io n .  A t a n y  tim e  d u r in g  a n y  p e r io d  o f  su sp e n s io n . K o n ia g  c a n  r e q u ir e  th e  S ecre tary  
to  e i th e r  te rm in a te  th e  su sp e n s io n  o r  e x t in g u ish  its  r ig h ts  fo r  ju s t  c o m p e n s a tio n  I f  th e  p a r tie s  a r t  
u n a b le  to  a g re e  a s  to  w h a t c o n s t i tu te s  j u s t  c o m p e n s a tio n  to  be p a id  by  th e  U n ite d  S ta te s  G o v e rn m e n t,  
th e n  K o n ia g  m a y  b r in g  a n  a c tio n  to  h a v e  a ju d ic ia l  d e te r m in a t io n  o f  th e  a m o u n t  it is  to  be p a id . 
T h is  r ig h t  o f  th e  U n ite d  S ta te s  G o v e r n m e n t  is s im ila r  to  th a t  p ro v id e d  by  s ta tu e  w ith  re sp e c t to  
le a se s  is su e d  by it  fo r  oil a n d  g a s  r ig h ts  o n  th e  o u te r  c o n t in e n ta l  s h e l f  a n d  w as r e q u ir e d  b y  D O I  
to  b e  in c lu d e d  in  th e  E x c h a n g e  A g re e m e n t  b e c a u se  o f  th e  e n v iro n m e n ta l  se n s itiv i ty  o f  A N W R .

7. Miscellaneous
P L E A S E  T A K E  N O T E  th a t  a  c o p y  o f  th e  E x c h a n g e  A g re e m e n t  is a v a ila b le  a t  th e  b u s in e ss  

o ffices o f  K o n ia g  d u r in g  r e g u la r  b u s in e s s  h o u rs .  A  c o p y  o f  t h a t  A g re e m e n t w ill be s e n t  to  y o u  u p o n ’ 
y o u r  re q u e s t.

T h e  U n ite d  S ta te s  o f  A m e r ic a ,  a c t in g  th r o u g h  th e  S e c re ta ry  o f  th e  In te r io r ,  is th e  o th e r  m a te r ia l  
p a r ty  to  th e  D G I. T h e re  is n o  m a te r ia l  r e la t io n s h ip  o f  th e  U n i te d  S ta te s  G o v e rn m e n t  to  K o n ia g  
o r  a n y  o f  K o n ia g ’s o fficers o r  d ir e c to r s  e x c e p t a s  m a y  a r is e  f ro m  th e  p ro v is io n s  o f  A N C S A  g e n e ra lly .

L E A S E  A G R E E M E N T S

Background of Lease Agreements
I n  th e  c o u r s e  o f  th e  e a r ly  d is c u s s io n s  w ith  D O I  r e g a rd in g  th e  E x c h a n g e , i t  b e c a m e  a p p a r e n t  

to  th e  B o a rd  o f  D ir e c to r s  th a t  K o n ia g  la c k e d  th e  e x p e r tis e  a n d  in f o rm a tio n  n e c e s sa ry  to  s e le c t th e  
K o n ia g  A N W R  L a n d s  a n d  th a t ,  b e c a u s e  o f  K o n ia g ’s f in a n c ia l p o s it io n  a t  th e  tim e , i t  w o u ld  a lso  
r e q u ir e  a d d i t io n a l  fu n d s  to  d e f ra y  th e  c o s ts  o f  n e g o t ia t in g  th e  E x c h a n g e  a n d  se c u r in g  C o n g re s s io n a l 
a p p r o v a l  o f  it. In  th e  s p r in g  o f  1985 , K o n ia g  e n te re d  in to  n e g o t ia t io n s  w ith  th e  C h e v ro n  G ro u p .  
A f te r  a  b r e a k  in  th o s e  n e g o tia t io n s , d u r in g  w h ic h  t im e  K o n ia g  s o lic ite d  p ro p o s a ls  f ro m  o th e r  o il 
c o m p a n ie s ,  K o n ia g  a n d  th e  C h e v ro n  G r o u p  re n e w e d  th e i r  n e g o t ia t io n s ,  w h ic h  n e g o tia t io n s  r e s u lte d  
in  th e  e x e c u t io n  o f  th e  L A A .

A s  n e g o t ia t io n s  w ith  D O I  p ro g re s s e d  f u r th e r ,  it a lso  b e c a m e  a p p a r e n t  to  th e  B o a rd  o f  D ir e c to r s  
th a t  a s  th e  r e s u l t  o f  th e  v a lu a tio n  p ro c e s s  o f  th e  K o n ia g  E x c h a n g e  L a n d s  a n d  th e  in te re s ts  in  A N W R , 
th e  le a se  b o n u se s  to  b e  p a id  to  K o n ia g  u n d e r  th e  L A A  w o u ld  b e  less th a n  th e  v a lu e  o f  th e  K o n ia g  
E x c h a n g e  L a n d s  d e te rm in e d  by  a  m a r k e t  v a lu e  a p p r o a c h .  T h is  w o u ld  re s u lt  in  th e  r is k  o f  re c e iv in g  
c o n s id e r a t io n  e q u a l  to  su c h  m a rk e t  v a lu e  b e in g  d ir e c t ly  r e la te d  to  th e  r isk  o f  th e  d is c o v e ry  o f  o il 
a n d  g a s  in  c o m m e rc ia l  q u a n ti t ie s  o n  th e  K o n ia g  A N W R  L a n d s .  A s  th e  r e s u lt  o f  f u r th e r  n e g o t ia t io n s  
w ith  th e  C h e v ro n  G ro u p ,  th e  p a r t ie s  a g re e d  to  a m e n d  th e  L A A  to  p ro v id e  fo r  th e  R e d u c t io n ,  w h ic h  
r e d u c e d  th e  f u tu r e  le a se h o ld  n g h ts  o f  th e  C h e v ro n  G r o u p  to  a n  u n d iv id e d  5 1 %  in te re s t ,  r e d u c in g  
i ts  o b l ig a t io n s  u n d e r  th e  L A A  p r o p o r t io n a te ly ,  a n d  p e r m i t te d  K o n ia g  to  e n te r  in to  a n o th e r  
t r a n s a c t io n  w ith  re s p e c t  to  th e  r e m a in in g  4 9 %  in te re s t .  O n  J u ly  1, 1987 , K o n ia g  e n te r e d  in to  th e  
P h i l l ip s  A g re e m e n t  w h ic h  g ra n te d  to  P h i l l ip s  th e  r ig h t  to  a c q u ir e  su c h  4 9 %  in te re s t .  T h e  d is c u s s io n  
o f  th e  L A A  a n d  P h il l ip s  A g re e m e n t as  p ro v id e d  h e r e in  re f le c t th e  R e d u c t io n  a n d  th e  s u b s e q u e n t 
d is p o s it io n  o f  th e  4 9 %  in te re s t to  P h ill ip s .

L e a s e  A c q u is i t io n  A g re e m e n t

T h e  fo llo w in g  se c tio n  a d d re s s e s  th e  m a te r ia l  f e a tu re s  o f  th e  L A A  re g a rd in g  th e  s e le c tio n , 
e x p lo ra t io n ,  d e v e lo p m e n t a n d  p ro d u c t io n  o f  th e  O il a n d  G a s  E D P  I n te r e s ts  to  b e  a c q u ire d  b y  K o n ia g  
u n d e r  th e  p ro p o s e d  e x c h a n g e .

1. Obligations o f Koniag
K o n ia g  a g re e d  to  use its  b es t e f fo r ts  c o n s is te n t  w ith  its  in te r e s ts  to  n e g o tia te  a n  e x c h a n g e  

a g re e m e n t w ith  D O I  w h ic h  w o u ld  m a x im iz e  th e  in c lu s io n  in th e  la n d s  to  w h ic h  th e  O il a n d  G a s
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E D P  In te re s ts  p e r ta in  o f  th o s e  t r a c ts  th a t  th e  C h e v ro n  G r o u p  h a d  d e te rm in e d  as h a v in g  th e  g r e a te s t  
p o te n tia l fo r  th e  p r o d u c t io n  o f  o il a n d  g as . T h r o u g h o u t  th e  p ro c e s s  o f  n e g o tia t in g  th e  E x c h a n g e  
A g re e m e n t a n d  s e c u r in g  p a s sa g e  o f  O p e n in g  L e g is la t io n  a n d  E x c h a n g e  L eg is la tio n . K o n ia g  is 
o b lig a te d  to  p ro v id e  th e  C h e v ro n  G ro u p  w ith  a n  o p p o r tu n i ty  to  re v ie w  a n d  c o m m e n t o n  th e  p ro p o s e d  
a g re e m e n ts  a n d  le g is la t io n  p r io r  to  K o n ia g ’s ta k in g  a p o s it io n  o n  s u c h  a g re e m e n ts  a n d  le g is la t io n . 
In  se le c tin g  th e  K o n ia g  A N W R  L a n d s , K o n ia g  w as  f u r th e r  o b lig a te d  to  ta k e  in to  a c c o u n t  th e  
c o n c lu s io n s  a n d  r e c o m m e n d a t io n s  o f  th e  C h e v r o n  G r o u p  b u t i t  w as  u n d e r  n o  o b lig a tio n  to  s e le c t  
an y  o f  th e  la n d s  so  re c o m m e n d e d  u n le ss  it e le c te d  to  d o  so . U p o n  th e  e le c tio n  o f  th e  C h e v ro n  G r o u p ,  
K o n ia g  is o b lig a te d  to  is su e  leases to  th e  C h e v r o n  G r o u p  g r a n t in g  it a n  u n d iv id e d  5 1 %  o f  th e  O il 
a n d  G a s  E D P  I n te r e s ts  su b je c t  to  c e r ta in  te rn .a  a n d  c o n d i t io n s  ( “ K o n ia g  A N W R  L e a se s " ) .  T h e  
re m a in in g  4 9 %  o f  th e  O il a n d  G a s  E D P  I n te r e s t s  w ill b e  g r a n te d  to  P h illip s . (See " P r o p o s i t io n  
I— P h illip s  A g re e m e n t- K o n ia g  A N W R  L e a s e s ” ).

2. Obligations o f Chevron Group
T h e  C h e v ro n  G r o u p  w a s  o b lig a te d  to  p r o v id e  K o n ia g  w ith  c e r ta in  in fo rm a tio n  r e g a rd in g  th e  

lease b o n u se s  th a t  it w as  w illin g  to  pay  K o n ia g  fo r  K o n ia g  A N W R  L e a se s  o f  th e  v a r io u s  t r a c t s  
w h ic h  in fo rm a tio n  w a s  n e e d e d  b y  K o n ia g  to  s e le c t  th e  K o n ia g  A N W R  L a n d s . T h is  in f o rm a t io n  
w as  p ro v id e d  a s  to  th e  th i r ty  t r a c ts  w ith  th e  h ig h e s t  le a se  b o n u s  v a lu e s . T h e  C h e v ro n  G r o u p  is a ls o  
o b lig a te d  to  p a y  c e r ta in  s u m s  to  K o n ia g  u p o n  th e  o c c u r re n c e  o f  v a r io u s  e v e n ts  (see " P r o p o s i t io n  
I— L ease A c q u is i t io n  A g re e m e n t— P a y m e n ts  b y  C h e v ro n  G r o u p " ) ,  a n d  to  ta k e  K o n ia g  A N W R  
L eases u p o n  th e  e x e c u t io n  o f  th e  E x c h a n g e  A g re e m e n t  a n d  th e  e n a c tm e n t  o f  O p e n in g  L e g is la t io n  
a n d  E x c h a n g e  L e g is la t io n  a l l  in  a  fo rm  a n d  c o n t e n t  s a t is f a c to ry  to  th e  C h e v ro n  G ro u p .

3. Termination o f the LAA
T h e  L A A  te rm in a te s  u p o n  th e  firs t to  o c c u r  o f  th e  fo llo w in g  e v e n ts : (i) th e  c o n c lu s io n  o f  th e  

te rm  o f  th e  la s t o f  th e  K o n ia g  A N W R  L e a se s  is s u e d  u n d e r  th e  L A A ; ( ii)  th e  effec tive  d a te  o f  th e  
re g u la tio n s  p r o m u lg a te d  p u r s u a n t  to  th e  O p e n in g  L e g is la t io n  to  im p le m e n t  th e  e x p lo ra t io n ,  
d e v e lo p m e n t, a n d  p r o d u c t io n  o f  th e  C o a s ta l P la in  o f  A N W R  ( th e  " I m p le m e n t in g  R e g u la t io n s ” ) 
i f  su c h  d a te  is p r io r  to  th e  e x e c u tio n  o f  th e  E x c h a n g e  A g re e m e n t;  ( iii)  i f  K o n ia g  h a s  re c e iv e d  
c o n v e y a n c e  o f  th e  O il a n d  G a s  E D P  In te re s ts  a n d  tn e  C h e v ro n  G r o u p  h a s  d is a p p ro v e d  th e  O p e n in g  
L eg is la tio n  o r  E x c h a n g e  L e g is la t io n , th e n  d u r in g  th e  fo llo w in g  te n  y e a r  p e r io d , u p o n  th e  f a i lu re  
o f  th e  C h e v ro n  G r o u p  e i th e r  to  ta k e  K o n ia g  A N W R  L e a se s  w h e n  o tfe re d  o r  to  ex e rc ise  its r ig h ts  
o f  first re fu sa l w i th  r e s p e c t  to  th ir d  p a r ty  o tfe r s  to  le a se  th e  O il a n d  G a s  E D P  In te re s ts : liv )  th e  
fa ilu re  o f  th e  C h e v ro n  G r o u p  to  pay  th e  b a la n c e  o f  th e  le a se  b o n u se s  d u e  a f te r  th e  issu an ce  o f  K o n ia g  
A N W R  L eases, i f  th e  C h e v ro n  G ro u p  h as  d is a p p ro v e d  th e  Im p le m e n tin g  R e g u la tio n s : (v ) if  O p e n in g  
L eg is la tio n  a n d  E x c h a n g e  L e g is la t io n  a re  n o t e n a c te d  d u r in g  th e  C o n g re s s  in to  w h ic h  su c h  le g is la tio n  
is in tro d u c e d  a n d  s im ila r  b ills  a r e  n o t in tro d u c e d  in  th e  s u b s e q u e n t  se s s io n  o f  C o n g re s s : o r  (vi > tw e n ty  
y e a rs  a f te r  th e  d a t e  o f  th e  L A A  if  th e  Im p le m e n tin g  R e g u la t io n s  h a v e  n o t b ee n  p ro m u lg a te d  o r  
if  th e  lease b o n u s e s  h a v e  n o t b ee n  p a id  in  fu ll b y  th e  C h e v ro n  G ro u p .

T h e  L A A  m a y  be te r m in a te d  a t  th e  o p t io n  o f  th e  C h e v ro n  G r o u p  u p o n  a n y  o f  the  fo llo w in g :
(i)  th e  is su a n c e  o f  I m p le m e n t in g  R e g u la tio n s  w h ic h  a r e  u n s a t is f a c to ry  to  th e  C h e v ro n  G ro u p :  (ii)  
th e  re je c tio n  by  th e  s h a re h o ld e r s  o f  K o n ia g  o f  th e  \ -o p o s a l to  a u th o r iz e  K o n ia g ’s e x e c u tio n  o f  th e  
E x c h a n g e  A g re e m e n t  a n d  r a t i fy  th e  L A A : (iii) a t  s u c c e s s iv e  in te rv a ls  o f  th r e e  y e a rs  a f te r  th e  e ffec tiv e  
d a te  o f  th e  L A A  i f  e n a c tm e n t  o f  O p e n in g  L e g is la t io n , E x c h a n g e  L e g is la t io n , a n d  th e  p ro m u lg a tio n  
o f  Im p le m e n tin g  R e g u la t io n s  h a v e  n o t a ll th r e e  o c c u r r e d  b y  th e  t im e  o f  e a c h  o f  th e  in te rv a ls .

T h e  L A A  m a y  a lso  be te rm in a te d  if  th e  p a r t i e s  a g re e  in  w r i t in g  th a t  th e re  is no s u b s ta n t ia l  
lik e lih o o d  th a t  a n y  o f  th e  O il a n d  G a s  E D P  I n te r e s t s  w ith  re sp e c t to  w h ic h  th e  C h e v ro n  G r o u p  
h a s  a n  in te re s t in  a c q u ir in g  a  lease  w ill be in c lu d e d  in  a n  E x c h a n g e  A g re e m e n t.

U p o n  th e  te rm in a t io n  o f  th e  L A A . K o n ia g  s h a l l  r e ta in  a il s u m s  p a id  to  it by  th e  C h e v ro n  G r o u p  
is  o f  th a t  d a te : p ro v id e d , h o w e v e r, in th e  fo llo w in g  tw o  in s ta n c e s . K o n ia g  is re q u ire d  to  re fu n d  a il 
iu m s  rece ived  f ro m  th e  C h e v ro n  G ro u p : (1) if  th e  L A A  o r  th e  E x c h a n g e  A g re e m e n t is .:e c la re d  
to  be in v a iid  by a final ju d ic ia l  o r d e r  u n d e r  w h ic h  it is d e te r m in e d  th a t  K o n ia g  d id  no t • pserve th e  
re q u is ite  p ro c e d u re s  u n d e r  its  a r t ic le s  a n d  b y la w s  in  e n te r in g  in to  th e  L A A : a n d  (2 )  a f te r  five y ea rs  
f ro m  the  effective d a te  o f  th e  Im p le m e n tin g  R e g u la t io n s ,  i f  th e  C h e v ro n  G r o u p  h a s  d is a p p ro v e d  
th e  Im p le m e n tin g  R e g u la tio n s .  K o n ia g  h as not re c e iv e d  a th i r d  p a r ty  offer to  lease  th e  i >il m d  G a s



E D P  I n te re s ts  a n d  th e  C h e v ro n  G ro u p  e le c ts  to  te rm in a te  th e  L A A  r a th e r  th a n  pay  th e  rem a in in g  
lease  b o n u s  if  s u c h  e le c tio n  is m a d e  up o n  th e  re q u e s t o f  K o n ia g .

4. Issuance of Leases
K o n ia g  w ill is su e  K o n ia g  A N W R  L e a se s  to  th e  C h e v ro n  G r o u p  u p o n  th e  C h e v ro n  G ro u p 's  

a p p r o v a l  o f  th e  O p e n in g  L e g is la tio n  a n d  th e  E x c h a n g e  L e g is la t io n . T h e s e  K o n ia g  A N W R  L eases 
w ill b e c o m e  e ffec tiv e  u p o n  re c e ip t by K o n ia g  o f  th e  O il a n d  G a s  E D P  In te re s ts  in th e  K o n ia g  A N W R  
L a n d s .  H o w e v e r , th e  C h e v ro n  G ro u p  w ill n o t  h a v e  th e  r ig h t  to  c o n d u c t  a n y  o p e ra tio n s  in v o lv in g  
th e  K o n ia g  A N W R  L e a se s  p r io r  to  th e  p a y m e n t o f  1 0 0 %  o f  th e  lease  b o n u se s  d u e  u n d e r  th e  L A A .

5 .  Terms o f Koniag ANWR Leases
T h e  K o n ia g  A N W R  L ea ses  w ill le a se  to  th e  C h e v ro n  G r o u p  a n  u n d iv id e d  5 1 %  w o rk in g  in te re s t 

in  th e  O il a n d  G a s  E D P  I n te re s ts  in  th e  K o n ia g  A N W R  L a n d s ,  in c lu d in g  th e  r ig h t  to  e x p lo re  fo r. 
d e v e lo p , p r o d u c e ,  ta k e , o w n  a n d  m a rk e t  th e  o il a n d  g as  in  a n d  u n d e r  th e  K o n ia g  A N W R  L a n d s , 
to  d r i l l  w e lls  th e re o n ,  a n d  to  c o n d u c t  su c h  o th e r  a c tiv i tie s  w ith  re s p e c t  to  th e  O il a n d  G a s  E D P  
I n te r e s ts  a s  a re  n e c e s sa ry  to  e x e rc ise  th e  C h e v ro n  G r o u p ’s r ig h ts  u n d e r  t h e  K o n ia g  A N W R  L eases. 
E a c h  o f  th e  K o n ia g  A N W R  L ea ses  h a s  a  p r im a ry ' te rm  o f  tw e lv e  y e a rs  a n d  w ill c o m m e n c e  on  th e  
la te s t  o f  th e  fo llo w in g  e v e n ts : (1 ) th e  c o n v e y a n c e  o f  th e  O il a n d  G a s  E D P  I n te r e s ts  to  K o n ia g  f ro m  
th e  U n ite d  S ta te s  G o v e rn m e n t:  (2 ) th e  p a y m e n t  o f  th e  fu ll le a se  b o n u s-  a n d  (3 )  th e  effective d a te  
o f  th e  Im p le m e n tin g  R e g u la tio n s . T h e  p r im a ry  te r m  m a y  b e  e x te n d e d  if, d u r in g  th e  p r im a ry  te rm , 
o il  a n d  g a s  is d is c o v e re d  in q u a n t i t ie s  su ffic ien t to  p a y  th e  o p e r a t in g  c o s ts  o n  th e  la n d s  su b je c t to  
t h e  lease , o r  fo r  so  lo n g  as  th e re  is p ro d u c tio n ,  o r  o p e r a t io n s  a r e  b e in g  c o n d u  :ted , o n  th e  la n d s  su b je c t 
to  th e  lease .

T h e  K o n ia g  A N W R  L e a se s  p ro v id e  fo r K o n ia g  to  b e  p a id ,  in  a d d i t io n  to  th e  lease  b o n u s  (see  
“ P ro p o s i t io n  I— L e a se  A c q u is i t io n  A g re e m e n t— P a y m e n ts  b y  C h e v ro n  G r o u p ”  a n d  “ P ro p o s i t io n  
I— P h ill ip s  A g re e m e n t— P a y m e n ts  b y  P h il l ip s ” ) a  r o y a l ty  o f  2 0 %  o f  th e  v a lu e  o f  th e  o il an d  g a s  
p r o d u c e d  f ro m  th e  lease . T h is  ro y a lty  c a n  be p a id  in  k in d  o r  in  c a s h  a t  K o n ia g ’s o p tio n .  I f  th e  ro y a lty  
is  p a id  in  c a s h , th e  v a lu e  o f  th e  o il a n d  g as  is b a s e d  u p o n  field  p ric e ; i f  th e r e  is n o  a c tu a l  field  p rice , 
th e  K o n ia g  A N W R  L e a se s  in c lu d e  a  fo rm u la  fo r  c a lc u la t in g  a  p r ic e . K o n ia g  h a s  th e  r ig h t  to  c o n v e r t 
i t s  ro y a l ty  to  a  3 0 %  s h a re  o f  th e  n e t  p ro fits  ( a s  d e f in e d )  f ro m  th e  p r o d u c t io n  o f  o il a n d  g as  f ro m  
th e  le a se  a t  th e  f irs t t im e  th a t  th e  le ssees  h a v e  r e c e iv e d  to ta l  p ro c e e d s  (a s  d e f in e d )  f ro m  th e  o il a n d  
g a s  p r o d u c e d  f ro m  th e  le a se  in  a n  a m o u n t  w h ic h  is in  ex c e ss  o f  a ll o f  th e  e x p e n d itu re s  m a d e  by  
t h e  le ssee s  r e g a rd in g  th e  lease  p lu s  in te re s t  th e re o n , a n d  th e  r ig h t  to  c o n v e r t  i ts  ro y a lty  o r  3 0 %  n e t  
p r o f i ts  in te re s t ,  a s  th e  ca se  m a y  b e , to  a  4 0 %  s h a re  o f  th e  n e t  p ro fits  f ro m  th e  le a se  a t  th e  tim e  th e  
p r o c e e d s  e q u a l tw ic e  th e  e x p e n d itu re s  p lu s  in te re s t.  A t  th e  p re s e n t  t im e  it h a s  n o t  y e i b ee n  d e te rm in e d  
w h e th e r  th e  c o s ts  a n d  ex p e n se s  o f  th e  C h e v ro n  G r o u p  a n d  P h il l ip s  w ill b e  a c c o u n te d  fo r  se p a ra te ly  
o r  in  th e  a g g re g a te  in  d e te rm in in g  w h e n  th is  r ig h t  is  e x e rc is a b le . O n c e  K o n ia g  h a s  e le c te d  to  c o n v e r t 
i t s  r o y a l ty  in te r e s t  to  a  s h a re  o f  th e  n e t p ro fits , it m a y  n o t c o n v e r t  i ts  n e t p ro fits  s h a re  b a c k  to  a 
ro y a l ty .

K o n ia g  w ill a lso  be p a id  a n  a n n u a l  re n ta l  u n d e r  th e  K o n ia g  A N W R  L e a se s  in  th e  a m o u n t o f  
$ 1 0  p e r  a c re  fo r  a p p ro x im a te ly  2 ,5 6 0  a c re s  a n d  $5  p e r  a c re  fo r  a p p ro x im a te ly  623  ac res .

6. Payments by Chevron Group
T h e  C h e v ro n  G r o u p  u n d e r  th e  L A A  is o b lig a te d  to  m a k e  th e  fo llo w in g  p a y m e n ts  to  K o n ia g :

( a )  $ 1 ,0 0 0 ,0 0 0  w h ic h  w-as p a id  u p o n  th e  e x e c u t io n  o f  th e  L A A . A s  a re s u lt  o f  th e  
R e d u c t io n ,  th e  C h e v ro n  G r o u p  is e n t i t l e d  to  a  c r e d i t  a g a in s t  fu tu re  p a y m e n ts  o f  
$ 4 9 0 ,0 0 0 .

(b ) Q u a r te r ly  p a y m e n ts  o f  in te re s t  to  b e  c o m p u te d  a t  th e  p r im e  r a te  o n  an  a s su m e d  
p r in c ip a l  b a la n c e  o f  a n  escro w  a c c o u n t  w h ic h  w a s  in i t ia l ly  $5  m illio n  a n d  h a s  b een  
re d u c e d  to  S 2 .5 5 0 .0 0 0  as a  re s u lt  o f  th e  R e d u c t io n .  T h is  e s c ro w  a c c o u n t h a s  n ev e r 
b e e n  fo rm a lly  fu n d e d . T o  d a te ,  p a y m e n ts  o f  in te r e s t  in th e  a m o u n t  o f  $ 6 3 3 ,2 5 4  h av e  
b e e n  rec e iv e d . A s  a re s u lt  o f  th e  R e d u c t io n ,  th e  C h e v ro n  G r o u p  is e n t i t le d  to  a  c re d it  
a g a in s t  fu ru re  p a y m e n ts  o f  $ 3 1 0 ,2 9 4 ;

(c) P ro g re s s  p a y m e n ts  in  th e  a m o u n t  o f  $ 2 5 5 ,0 0 0  e a c h  u p o n  th e  o c c u r re n c e  o f  e a c h  o f  
th e  fo llo w in g  e v e n ts : ( i)  th e  re a c h in g  o f  a n  a g r e e m e n t  w ith  D O I  a s  to  th e  la n d s  to  be



e x c h a n g e d  a n d  th e  a c tio n  o t 'th e  B o a rd  o f  D ir e c to r s  to  su b m it th e  E x c h a n g e  A g re e m e n t 
a n d  th e  L A A  to  th e  s h a r e h o ld e r s  fo r  a p p r o v a l  a n d  ra tif ic a tio n ; ( ii)  th e  a p p r o v a l  o f  th e  
E x c h a n g e  b y  th e  s h a re h o ld e r s  a n d  th e  e x e c u t io n  o f  th e  E x c h a n g e  A g re e m e n t  by  K o n ia g  
a n d  th e  S e c r e ta ry  o f  th e  I n te r io r :  ( iii)  th e  t r a n s m it ta l  to  C o n g re s s  o f  th e  r e p o n  o f  th e  
S e c re ta ry  o f  th e  I n te r io r  r e c o m m e n d in g  th e  O p e n in g  L e g is la t io n  a n d  E x c h a n g e  
L e g is la t io n  w h ic h  is a p p ro v e d  a s  to  fo rm  a n d  c o n te n t  b y  K o n ia g  (o r ,  i f  K o n ia g  d o e s  
n o t  so  a p p ro v e ,  th e  fu lf i llm e n t o f  (iv )); ( iv )  p a s sa g e  b y  b o th  th e  H o u se  a n d  S e n a te  d u r in g  
th e  s a m e  C o n g re s s  o f  O p e n in g  L e g is la t io n  a n d  E x c h a n g e  L e g is la t io n  s a t i s f a c to r y  as 
to  fo rm  a n d  c o n te n t  to  K o n ia g . T h e  C h e v ro n  G r o u p  m a y  w ith h o ld  p a y m e n ts  o f  a n y  
o f  th e  p ro g re s s  p a y m e n ts  re q u ir e d  b y  ( iii)  o r  ( iv )  if  it d is a p p ro v e s  o f  th e  O p e n in g  o r  
E x c h a n g e  L e g is la t io n  w ith  re s p e c t to  its  fo rm  o r  c o n te n t .  T h e  p ro g re s s  p a y m e n ts  to  
b e  m a d e  u p o n  th e  e v e n ts  d e s c r ib e d  in  ( ii) , ( iii)  a n d  (iv ) a b o v e  a r e  to  b e  t r e a te d  a s  a d v a n c e  
p a y m e n ts  o f  le a se  b o n u se s  u n d e r  (d )  a n d  d r i l l in g  p re m iu m  p a y m e n ts  u n d e r  (e). T h e  
C h e v ro n  G r o u p  w ill a lso  b e  e n t i t le d  to  ta k e  a s  a  c r e d i t  a g a in s t  th e se  p ro g re s s  p a y m e n ts  
th e  c r e d i ts  id e n tif ie d  in  ( a )  a n d  (b )  ab o v e :

(d )  5 2 7 6 ,3 9 5  u p o n  th e  is s u a n c e  o f  th e  K o n ia g  A N W R  L e a se s  (n o  p a y m e n t  w o u ld  b e  d u e  
a f te r  th e  c r e d i t  fo r  5 0 %  o f  th e  p ro g re s s  p a y m e n ts  d e s c r ib e d  in  (c ) h e re o f)  a n d  
5 1 ,5 6 6 ,2 3 5  u p o n  K o n ia g ’s r e c e ip t  o f  t i t le  to  th e  O il a n d  G a s  E D P  I n te r e s ts  a n d  
a p p r o v a l  b y  th e  C h e v ro n  G r o u p  o f  th e  r e g u la tio n s  p ro m u lg a te d  u n d e r  th e  O p e n in g  
L e g is la t io n  o r  th e  e le c tio n  o f  th e  C h e v ro n  G r o u p  to  w a iv e  s u c h  a p p ro v a l  (5 1 ,4 6 0 ,1 2 9  
a f te r  th e  b a la n c e  o f  th e  p ro g re s s  p a y m e n ts  c re d it) .  T h e se  a m o u n ts  w ill  a lso  b e  s u b je c t  
to  a  f u r th e r  d o w n w a r d  a d ju s tm e n t  in  th e  a m o u n t  o f  th e  p r io r  o v e rp a y m e n ts ,  i f  s u c h  
o v e r p a y m e n ts  h a v e  n o t b e e n  fu lly  c r e d i te d  a g a in s t  th e  a m o u n ts  d u e  u n d e r  (b )  a n d  (c )  
h e re o f;

(e) A  D r i l l in g  P re m iu m  P a y m e n t  in  th e  a m o u n t  o f  5 1 8 4 ,2 3 6  i f  th e  C h e v ro n  G r o u p  h a s  
th e  r ig h t  to  d r i l l  a n  e x p lo ra to r y  w e ll u n d e r  a n  is su e d  K o n ia g  A N W R  L ea se  o n  a n y  
o f  th e  K o n ia g  A N W R  L a n d s  a n d  a  m in im u m  o f  tw e n ty -fo u r  m o n th s  w o u ld  e la p se  
b e tw e e n  th e  d a te  th e  a u th o r iz a t io n  to  d r i l l  a  w ell c o u ld  be o b ta in e d  a n d  u n le a se d  fe d e ra l  
la n d s  w h ic h  a r e  w ith in  six  m ile s  o f  s u c h  K o n ia g  A N W R  L a n d s  a r e  o ffe re d  a t  a  fe d e ra l 
lease  sa le . S u c h  p a y m e n t  w ill b e  m a d e  o n  th e  d a t e  su c h  a u th o r iz a t io n  c o u ld  f irs t b e  
o b ta in e d  i r re s p e c tiv e  o f  w h e th e r  o r  n o t  it is a p p l ie d  fo r. A n  a d d i t io n a l  D r i l l in g  P re m iu m  
P a y m e n t  o f  5 1 .5 3 0 .0 0 0  is to  b e  p a id  as o f  th e  d a t e  o f  th e  firs t f e d e ra l lease  sa le , i f  a  
w ell is a c tu a l ly  d r i l le d  d u r in g  th e  p e r io d  sp e c if ie d  in  th is  s u b se c tio n . A g a in s t  th e se  
D r i l l in g  P re m iu m  P a y m e n ts ,  th e  C h e v ro n  G r o u p  is e n t i t le d  to  re c e iv e  a  c re d i t  in  th e  
a m o u n t  o f  5 3 8 2 ,5 0 0  fo r  a  p o r t io n  o f  th e  P ro g re s s  P a y m e n ts  it w ill m a k e ."a s  d e s c r ib e d  
in  (c ) h e re o f:

( 0  A n  o v e r r id in g  ro y a lty  in te re s t  o f  0 .5 1 %  o f  a n y  o il a n d  gas p r o d u c e d  f ro m  a n y  in te re s t  
a c q u ir e d  b y  th e  C h e v ro n  G r o u p  in  a n y  la n d s  w ith in  six  m ile s  o f  a n y  la n d s  su b je c t to  
a  K o n ia g  A N W R  L ea se  is su e d  to  th e  C h e v ro n  G r o u p  u n le ss  su c h  in te r e s t  w a s  a c q u ir e d  
f ro m  A rc t ic  S lo p e  R e g io n a l C o r p o r a t io n  u n d e r  a n  a g re e m e n t d a te d  F e b ru a ry  6, 1984;

(g ) A n  o v e r r id in g  ro y a lty  in te re s t  o f  0 .2 5 5 %  o f  a n y  o il a n d  gas p ro d u c e d  f ro m  a fe d e ra l 
le a se  a c q u ir e d  by  th e  C h e v ro n  G r o u p  in  a n y  la n d  n o t  r e c o m m e n d e d  fo r  s e le c tio n  by  
K o n ia g  b y  th e  C h e v ro n  G r o u p  w h ic h  is c o r n e r in g  o r  c o n t ig u o u s  to  a n y  la n d s  su b je c t 
to  a  K o n ia g  A N W R  L ea se  if  th e  C h e v ro n  G r o u p  h a s  d r i l le d  to  its  o b je c tiv e  d e p th  
a n  e x p lo ra to r y  w ell o n  su c h  K o n ia g  A N W R  L ea se  p r io r  to  th e  fe d e ra l lease  sa le :

(h )  A  B o n u s  D iffe re n tia l P a y m e n t e q u a l to  5 1 %  o f  th e  a m o u n t  by w h ic h  th e  a v e ra g e  p e r  
a c re  b o n u s  o f  a n y  lease  a c q u ir e d  a t  a  fe d e ra l lease  s a le  by  th e  C h e v ro n  G r o u p  o r  a n y  
m e m b e r  th e re o f , o f  la n d s  p ro p o s e d  b y  th e  C h e v ro n  G ro u p  fo r  se le c tio n  by K o n ia g , 
e x c e e d s  th r e e  tim e s  th e  a v e ra g e  p e r  a c r e  b o n u s  a m o u n t  th e  C h e v ro n  G ro u p  w o u ld  
h a v e  p a id  K o n ia g  h a d  su c h  la n d  b ee n  se le c te d  by K o n ia g . S u ch  B o n u s  D iffe re n tia l 
w o u ld  b e  p a id  ouc o f  2 0 %  o f  1 0 0 %  o f  th e  C h e v ro n  G r o u p ’s o r  a n y  m e m b e r 's  th e re o f, 
s h a re  o f  p r o d u c t io n  f ro m  -u c h  fe d e ra l lease . N o  B o n u s  D iffe re n tia l w iil He j u e .  
h o w e v e r, i f  a n  e x p lo ra to ry  a  oil h a s  b een  d r i l le d  p r io r  to  su c h  lease sa le  bv th e  C h e  w o n



G r o u p  w ith in  fifteen  m iles  o f  an y  p o r t io n  o f  <«ueh fe d e ra l lease , a n d  th e  Bonu> 
D iffe re n tia l w ill be p ro p o r t io n a te ly  re d u c e d  if  th e  in te re s t  a c q u ir e d  by th e  C h e v ro n  
G r o u p  is less th a n  1 0 0 %  o f  th e  w o rk in g  in te re s t.

YBFw
1. Obligation o f the Parties
K o n ia g  is o b lig a te d  to  le a se  to  P h il l ip s  a n  u n d iv id e d  4 9 %  w o rk in g  in te re s t  in  th e  O il a n d  G as  

E D P  In te re s ts .  P h il l ip s  h a s  a g re e d  th a t  C h e v ro n  w ill b e  th e  o p e r a to r  o n  a ll th e  K o n ia g  A N W R  
L e a se s  w h e re  th e  C h e v ro n  G r o u p  h o ld s  th e  b a la n c e  o f  th e  w o rk in g  in te re s t .

2. Termination o f Phillips Agreement
T h e  P h il l ip s  A g re e m e n t m a y  b e  te rm in a te d  b y  P h il l ip s  w ith in  th i r ty  d a y s  o f  th e  e n a c tm e n t  o f  

th e  O p e n in g  L e g is la t io n  a n d  th e  E x c h a n g e  L e g is la t io n , i f  s u c h  L e g is la t io n  is  u n a c c e p ta b le  to  P h illip s  
in  e i th e r  fo rm  o r  c o n te n t.  A ll a m o u n ts  p a id  b y  P h il l ip s  to  K o n ia g  p r io r  to  su c h  te rm in a t io n  sh a ll 
b e  r e ta in e d -b y  K o n ia g .

K o n ia g  h a s  th e  r ig h t  to  te rm in a te  th e  P h il l ip s  A g re e m e n t  i f  i t  e le c ts  to  c a n c e l th e  E x c h a n g e  
A g re e m e n t  b e c a u s e  it  h a s  d e te rm in e d  th a t  th e  c o n s u m m a tio n  o f  th e  E x c h a n g e  w ith  D O I  is n o t  in 
i ts  b e s t in te re s ts .  I f  su c h  c a n c e lla t io n  o c c u rs  a f te r  th e  e n a c tm e n t  o f  th e  O p e n in g  o r  E x c h a n g e  
L e g is la t io n , K o n ia g  s h a ll  r e fu n d  to  P h il l ip s  $ 5 0 0 ,(XX) o f  th e  m o n ie s  p a id  b y  P h il l ip s  to  it. T h e  P h illip s  
A g re e m e n t  sh a ll  a lso  te rm in a te  i f  th e  s h a re h o ld e r s  o f  K o n ia g  fail to  a p p ro v e  th e  P h il l ip s  A g re e m e n t, 
in  w h ic h  e v e n t K o n ia g  sh a ll re fu n d  to  P h illip s  a ll a m o u n ts  p a id  b y  P h il l ip s  to  K o n ia g  a s  o f  th a t  
d a te .

3. Terms o f Koniag AXWR Leases
I f  P h il l ip s  d o e s  n o t e x e rc ise  its  r ig h ts  to  te rm in a te  th e  P h il l ip s  A g re e m e n t ,  it s h a ll  b e  g ra n te d  

K o n ia g  A N W R  L eases , w h ic h  leases  sh a ll  b e  th e  s a m e  le a se s  as  th o s e  g r a n te d  to  th e  C h e v ro n  G ro u p  
(see  “ P ro p o s i t io n  I— L ea se  A c q u is i t io n  A g re e m e n t— T e r m s  o f  K o n ia g  A N W R  L e a se s” ), e x c e p t th a t 
P h i l l ip s ’ in te r e s t  sh a ll  be re f lec te d  th e re in  a s  b e in g  a n  u n d iv id e d  4 9 %  o f  th e  w o rk in g  in te re s t.

4. Payments by Phillips
P h il l ip s  is o b lig a te d  to  p a y  K o n ia g  $ 5 5 ,0 0 0 ,0 0 0  in  a c c o r d a n c e  tv ith  th e  fo llo w in g  sc h ed u le :

(a )  $ 1 ,0 0 0 ,0 0 0  u p o n  th e  e x e c u t io n  o f  th e  P h il l ip s  A g re e m e n t;

(b ) $ 7 ,2 5 0 ,0 0 0  u p o n  th e  e x p ira t io n  o f  th e  th i r ty  d a y  p e r io d  fo llo w in g  th e  e n a c tm e n t  o f  
th e  O p e n in g  L e g is la t io n  a n d  E x c h a n g e  L e g is la t io n  a n d  th e  r e c e ip t  b y  P h illip s  o f  n o tic e  
f ro m  K o n ia g  to  D O I  th a t  K o n ia g  w a iv e s  its  r ig h t  to  c a n c e l  th e  E x c h a n g e  A g re e m e n t. 
H o w e v e r , th is  a m o u n t  a n d  a n y  f u r th e r  a m o u n ts  w ill n o t  b e  p a y a b le  if  P h illip s  
te rm in a te s  th e  P h il l ip s  A g re e m e n t w ith in  th e  th i r ty  d a y  p e r io d ;

(c ) $ 2 7 ,5 0 0 ,0 0 0  u p o n  th e  is s u a n c e  to  P h i l l ip s  by  K o n ia g  o f  th e  K o n ia g  A N W R  L eases;

(d )  $ 1 9 ,2 5 0 ,0 0 0  u p o n  th e  th i r d  a n n iv e r s a ry  o f  th e  is s u a n c e  to  P h i l l ip s  by  K o n ia g  o f  th e  
K o n ia g  A N W R  L eases.

F a ir n e s s  o f  C o n s id e ra t io n  U n d e r  L e a s e  A g re e m e n ts

In  th e  B o a rd 's  v iew , th e  m a jo r  fa c to r  in  a s se ss in g  th e  fa irn e s s  o f  th e  c o n s id e r a t io n  o ffe re d  by  
P h il l ip s  a n d  th e  C h e v ro n  G r o u p  is th e  v a lu e  o f  th e  K o n ia g  E x c h a n g e  L a n d s .  T h e  p ro p o s e d  E x c h a n g e  
p ro v id e s  th a t  K o n ia g  w ill rec e iv e  f ro m  D O I  th e  O il a n d  G a s  E D P  I n te r e s ts  in  e x c h a n g e  fo r  th e  
K o n ia g  E x c h a n g e  L a n d s  K o n ia g . in  tu r n ,  w ill le a se  s u b s ta n t ia l ly  a ll o f  th e  O il a n d  G a s  E D P  I n te re s ts  
to  th e  C h e v ro n  G r o u p  a n d  P h illip s  in  e x c h a n g e  fo r  a  m in im u m  a m o u n t  o f  a p p r o x im a te ly  $ 5 8 ,3 0 0 ,0 0 0  
p lu s  c o n t in g e n t  a m o u n ts  th a t  in c lu d e  D r i ll in g  P r e m iu m  P a y m e n ts  a n d  o il a n d  gas ro y a lt ie s . T h e  
E x c h a n g e  A g re e m e n t  a n d  th e  L ea se  A g re e m e n ts  c o m p r is e  p a n s  o f  a  s in g le  t r a n s a c t io n  u n d e r  w h ich  
K o n ia g  effec tiv e ly  is e x c h a n g in g  th e  K o n ia g  E x c h a n g e  L a n d s  fo r  r ig h ts  u n d e r  th e  L ea se  A g re e m e n ts , 
a n d  c o n s e q u e n t ly  th e  K o n ia g  B o a rd  h a s  fo c u se d  its  a t te n t io n  o n  w h e th e r  th e  L ea se  A g re e m e n ts  
fa ir ly  c o m p e n s a te  K o n ia g  fo r  th e  K o n ia g  E x c h a n g e  L a n d s . In  m a k in g  th is  d e te r m in a t io n ,  th e  B o a rd



h as  p laced  p r im a r y  e m p h a s is  o n  th e  m in im u m  c o m p e n sa tio n  o f  a p p r o x im a te ly  5 5 8 ,3 0 0 .0 0 0  to  be 
rece ived  u n d e r  t h e  L e a se  A g re e m e n ts  b e c a u s e  o f  th e  u n c e r ta in ty  th a t  th e  c o n t in g e n t  a m o u n ts  
( in c lu d in g  th e  o i l  a n d  g a s  ro y a lt ie s  a n d  D r i l l in g  P re m iu m  P a y m e n ts )  w ill e v e r  b e  re a liz e d  a n d  th e  
d ifficu lties in  v a lu in g  c e r ta in  o f  th e m .

A s d e s c r ib e d  a b o v e ,  th e re  a r e  s u b s ta n t ia l  u n c e r ta in tie s  in  v a lu in g  th e  K o n ia g  E x c h a n g e  L a n d s . 
(See “ P ro p o s i t io n  I— P ro p o s e d  E x c h a n g e — V a lu a tio n  o f  K o n ia g  E x c h a n g e  L a n d s .” ) H o w e v e r , 
D irk se n  has a d v i s e d  th e  B o a rd  o f  its  v iew  th a t  a n y  p rice  for th e  K o n ia g  E x c h a n g e  L a n d s  in  ex c ess  
o f  th e  F W S  A p p r a i s a l  w o u ld  te n d  to  b e  w ith in  rea so n , an d  A q u a / T e r r a  h a s  a d v ise d  th e  B o a rd  o f  
its  view  th a t  a  p r i c e  o f  S 5 8 .3 0 0 .0 0 0  fo r  th e  K o n ia g  E x ch a n g e  L a n d s  is  f a ir  a n d  re a so n a b le  to  K o n ia g  
a n d  its s h a re h o ld e r s  f ro m  a  f in a n c ia l p o in t  o f  v iew . C op ies  o f  le t te r s  t o  th e  B o a rd  f ro m  A q u a / T e r r a  
a n d  D irk sen  a r e  a t t a c h e d  a s  E x h ib its  A  a n d  B. T h e  B oard  h a s  re v ie w e d  th e se  le tte rs ,  th e  F W S  
A p p ra isa l, th e  A q u a / T e r r a  R e p o r t  a n d  th e  D irk s e n  R e p o r t  a n d  is p e r s u a d e d  th a t  a p p r o x im a te ly
558 ,300 ,000  c o n s t i tu t e s  fa ir  v a lu e  fo r  th e  K o n ia g  E x ch a n g e  L a n d s .

P L E A S E  T A K E  N O T E  th a t  th e  B o a rd  o f  D ire c to rs  has n o t  s o u g h t  a n y  in d e p e n d e n t e v a lu a t io n  
o f  th e  fa irness  o f  t h e  c o n s id e r a t io n  to  be p a id  u n d e r  th e  L ease A g r e e m e n ts ,  th e  v a lu e  o f  th e  ro y a lty  
in te re s t o r  o th e r  c o n t in g e n t  in te r e s ts  w h ic h  K o n ia g  w ill receive, o r  t h e  v a lu e  o f  a n y  re s id u a l in te r e s t  
in  th e  O il a n d  G a s  E D P  I n te r e s ts  w h ic h  K o n ia g  w ill receive  if  th e  K o n ia g  A N W R  L eases  te rm in a te  
b e fo re  K o n ia g  is r e q u i r e d  to  r e tu r n  its  in te r e s t  in  th e  O il an d  G a s  E D P  I n te r e s ts  to  th e  U n ite d  S ta te s  
p u r s u a n t to  th e  t e r m s  o f  th e  E x c h a n g e  A g re e m e n t.

T h e  B o a rd ’s d e t e r m in a t io n  n o t  to  se e k  o r  o b ta in  su c h  a n  e v a lu a t io n  w as  b a s e d  o n , a m o n g  o th e r  
th in g s , the  s c a r c i ty  a n d  e x p e n s e  o f  o b ta in in g  a n d  e v a lu a tin g  a v a i la b le  g e o p h y s ic a l, g e o lo g ic a l a n d  
s im ila r  d a ta  w ith  r e s p e c t  to  th e  A N W R  L a n d s ,  th e  d ifficu lty  in  e v a lu a t in g  th e  q u a n t i ty ,  q u a l i ty  o r  
ty p e  o f  oil o r  g a s  r e q u i r e d  to  m a k e  e x p lo ra t io n ,  p ro d u c tio n  a n d  d e v e lo p m e n t  e c o n o m ic a lly  fea s ib le , 
a n d  th e  s ig n if ic a n t in h e r e n t  r isk s  in  a n y  o il a n d  gas e x p lo ra tio n  in  a  field  w h ic h  h a s  n o t y e t b e e n  
ex p lo re d . See “ P r o p o s i t io n  I— P ro p o s e d  E x c h a n g e — R ece ip t o f  O il  a n d  G a s  E D P  I n te r e s ts .” T h e  
te rm s  o f  b o th  th e  L A A  a n d  th e  P h illip s  A g re e m e n t  w ere  r e s p e c tiv e ly  n e g o t ia te d  a f te r  d is c u s s io n s  
w ith  a  n u m b e r  o f  c o m p a n ie s  a n d  re flec t th e  m o s t  ec o n o m ic a lly  a t t r a c t i v e  te rm s  w h ic h  K o n ia g  w a s  
a b le  to  secu re  a t  t h e  re sp e c tiv e  d a te s  th e y  w e re  n eg o tia ted . In  r e a c h in g  th e  d e c is io n  to  e n te r  in to  
th e se  tra n s a c t io n s , th e  B o a rd  o f  D ir e c to r s  c o n s id e re d  n o t o n ly  th e  d i r e c t  e c o n o m ic  c o n s id e r a t io n  
to  b e  paid  to  K o n ia g  b u t a lso  th e  in f o rm a tio n  a v a ila b le  to  th e  C h e v r o n  G r o u p  as  th e  r e s u lt  o f  its  
w ell in  the C o a s ta l  P la in  o f  A N W 'R . w h ic h  in fo rm a tio n  w as n o t  a v a i la b le  to  D O I  o r  a n y  o th e r  o il  
c o m p a n y  a n d  w h ic h  th e  B o a rd  th o u g h t  w o u ld  e n h a n c e  th e  C h e v r o n  G r o u p ’s  a b ility  to  m a k e  
r e c o m m e n d a tio n s  t o  K o n ia g  w ith  re sp e c t to  i ts  se lec tio n  o f  t r a c ts  in  A N W R .

Use- o f  P ro c e e d s  b y  K o n ia g

T h e  B o a rd  o f  D i r e c to r s  h as  in v e s te d  th e  in i t ia l  p ro ce ed s  fro m  th e  L e a s e  A g re e m e n ts  w ith  v a r io u s  
in v e s tm e n t m a n a g e r s  o r  in s t i tu t io n s  to  th e  e x te n t  th a t  su c h  p ro ce ed s  h a v e  n o t b ee n  re q u ire d  to  d e f ra y  
th e  co s ts  o f  o p e r a t io n s  o f  K o n ia g , in c lu d in g  th e  c o s ts  in c u rre d  b y  it in n e g o tia t in g  th e  L ea se  
A g re em en ts  a n d  t h e  E x c h a n g e . S h o u ld  th e  E x c h a n g e  fail to  b e  c o n s u m m a te d  o r  th e  L ea se  
A g re em en ts  be t e r m in a te d  p r io r  to  the is s u a n c e  o f  K o n iag  A N W R  L e a se s , th e  p ro c e e d s  re c e iv e d  
fro m  th e  L ease  A g r e e m e n ts  w o u ld  c o v e r  th e  p re s e n t  e s tim a ted  o u t- o f - p o c k e t  ex p e n se s  w h ic h  m a y  
be in c u rre d  by  K o n ia g  a s  th e  re s u lt  o f  its  p a r t ic ip a t io n  in  the E x c h a n g e  p ro c e ss  a n d  th e  n e g o tia t io n  
a n d  p e rfo rm a n c e  o f  th e  L ea se  A g re e m e n ts .

B ecause o f  t h e  u n c e r ta in t ie s  a b o u t th e  c o n s u m m a tio n  o f  th e  E x c h a n g e  a n d  th e  is s u a n c e  o f  
K o n iag  A N W R  L e a se s , th e  B o a rd  o f  D ir e c to r s  h as  d e te rm in e d  n o t t o  b eg in  d e v e lo p in g  a p la n  fo r  
th e  use o r in v e s tm e n t  o f  th e  to ta l  p ro c e e d s  o th e r  th a n  th e  p re lim in a ry  e t fo r ts  d is c lo se d  h e re in  u n d e r  
P ro p o s itio n  I I I  r e g a r d in g  c o n s id e ra t io n  o f  a  s h a re h o ld e r  d is tr ib u tio n  p e r m a n e n t  fu n d . A t s u c h  t im e  
as C o n g ress io n a l a p p r o v a l  a n d  th e  is su a n c e  o f  th e  K o n iag  A N W R  L e a s e s  a p p e a rs  like ly , th e  B o a rd  
in te n d s  to d e v e lo p  a  p la n  fo r  th e  u se  an d  in v e s tm e n t o f  th e  p ro c e e d s  u n d e r  th e  L ease  A g re e m e n ts  
a n d  K o n iag  A N W R  L eases .



C e r ta in  T ra n sa c tio n s

T h e  n a m e s  an d  a d d r e s s e s  o f  fn e  o th e r  p a r tie s  w ith  re sp e c t to th e  L e a s e  A g re e m e n ts  a re :

P h illip s  A g r e e m e n t  . .  P h il l ip s  P e tro le u m  C om panv
9 0 5 5  E as t T u f ts  P arkw ay 
D e n v e r . C o lo ra d o  S0237

L A A ...........................................  C h e v ro n  U .S .A . Inc
C h e v ro n  P a rk
6001 B o llin g e r  C anyon  R o a d  
S an  R a m o n .  C a lifo rn ia  9 9 5 8 3 -2 3 9 0

S ta n d a rd  A la s k a  P ro d u c tio n  
C om pany- 
5151 S an  F e lip e  
P .O . B ox 4 5 8 7  
H o u s to n .  T e x a s  77210

B P  A la s k a  E x p lo ra tio n  In c .
100 P in e  S tre e t .  Suite 3100  
S an  F ra n c is c o .  C a lifo rn ia  9 4 1 1 1

T h e r e  is no m a te r ia l  r e la t io n s h ip  b e tw e e n  P h il l ip s  a n d  K oniag . i ts  s u b s id ia r ie s ,  o fficers  o r  
d i r e c to r s  ex c e p t fo r th e  P h i l l i p s  A g re e m e n t .

T h e  o n ly  m a te ria l r e l a t io n s h i p s  b e tw e e n  th e  C h e v ro n  G ro u p  an d  i ts  m e m b e r s ,  a n d  K o n ia g , 
i ts  s u b s id ia r ie s , officers a n d  d i r e c to r s ,  o th e r  th a n  th e  L A A . a re  as fo llo w s:

(a )  O n  D ec em b e r 2 0 , 1 9 8 2 , K o n ia g ,  In c . a n d  C h e v ro n  e n te red  in to  th e  C e r t i f ic a te s  A g re e m e n t 
(" C e rtif ic a te s  A g r e e m e n t " )  u n d e r  w h ic h  K o n ia g  w as paid  $ 3 0 0 ,0 0 0  b y  C h e v ro n  a n d  
C h e v ro n  a g re e d  t o  p ro v id e  c e r ta in  lo a n  g u a r a n te e s  an d  o th e r  c o n s id e r a t io n  fo r  a n  
ass ig n m  :n t by  K o n i a g  o f  th e  O C S  B id  C r e d i ts  it w o u ld  receive  u p o n  th e  p a ssa g e  o f  th e n  
p e n d in g  le g is la t io n .  T h e  C e r t if ic a te s  A g re e m e n t  fu rth e r  p r o v id e d  th a t ,  sh o u ld  su c h  
le g is la tio n  fail to  b e  e n a c te d .  C h e v ro n  w o u ld  h a v e  a righ t o f  f irs t r e f u s a l  u n til  D e c e m b e r  
31 , 1986, to  n e g o t i a t e  w ith  K o n ia g  fo r  th e  p u r c h a s e  o f  any r ig h ts ,  l a n d s ,  m in e ra ls  o r  o th e r  
a s se ts  tr a n s fe r re d  t o  K o n ia g  b y  th e  U n ite d  S ta te s  G o v e rn m e n t in  c o n s id e r a t io n  o f  K o n ia g ’s 
co n v e y a n c e  to  th e  U n i t e d  S ta te s  G o v e r n m e n t  o f  th e  la n d s  d e sc r ib e d  in  th e  le g is la tio n . W h ile  
th is  o b lig a tio n  to  n e g o t i a t e  a r o s e  o n ly  a f te r  th e  t r a n s f e r  o f  su ch  in t e r e s t s  b y  th e  U n ite d  S ta te s  
G o v e rn m e n t, K o n i a g  e n te r e d  in to  d is c u s s io n s  w ith  C h e v ro n  a n d  th e  C h e v ro n  G ro u p  
c o n c e rn in g  a le a s e  o f  th e  O il a n d  G a s  E D P  I n te r e s ts  to  be a c q u i r e d  u n d e r  th e  E x c h a n g e  
b ec au se  o f  K o n ia g 's  p a s t b u s in e s s  r e la t io n s h ip  w ith  C hev ro n . A f t e r  p r o v id in g  th e  C h e v ro n  
G r o u p  w ith  th is  i n i t i a l  o p p o r tu n i ty ,  K o n ia g  so lic ite d  p ro p o sa ls  f r o m ,  a n d  n e g o tia te d  w ith , 
o th e r  oil c o m p a n ie s  p r io r  to  r e c o m m e n c in g  n e g o t ia t io n s  w ith C h e v r o n .  T h e  C h e v ro n  G r o u p  
p ro p o sa l w as p r e f e r r e d  b e c a u s e  it o ffe re d  th e  h ig h e s t lease b o n u s e s  a v a i la b le  a t  th a t  tim e  
a n d  because  o n ly  t h e  C h e v ro n  G r o u p  h a d  d r i l l in g  d a ta  from  th e  C o a s t a l  P la in  o f  A N W R  
(a n d , c o n s e q u e n tly ,  p o te n t ia l ly  s u p e r io r  in fo rm a tio n  c o n c e rn in g  t h e  r e la t iv e  v a lu e  o f  th e  
t r a c ts  being o f fe re d ) .

A ll lo a n s  g u a r a n t e e d  by C h e v ro n  h a v e  b ee n  d isc h a rg e d  by  K o n i a g  a n d  K o n ia g  h a s  
n o  fu r th e r  o b l ig a t io n s  u n d e r  th e  C e r t if ic a te s  A g re e m e n t.

(b )  A s  o f  Ju n e  1. 1 9 7 4 . K o n ia g  e n te r e d  in to  a n  a g re e m e n t w ith  C h e v r o n  ( th e n  k n o w n  as  
S ta n d a rd  O il C o m p a n y  o f  C a l i f o r n ia )  w h ic h  g r a n te d  to  C h e v ro n  t h e  r ig h t  to  le a se  u p  to
300 ,000  ac res  o f  c e r t a i n  la n d s  a v a i la b le  f o r  s e le c tio n  by  K o n iag  u n d e r  A N C S A  on  th e  A la s k a  
P en in su la , a n d  w h ic h  r e q u ir e d  C h e v ro n  to  le a se  a  m in im u m  o f  1 0 0 .0 0 0  a c re s  o f  th e se  la n d s . 
C h e v ro n  t r a n s f e r r e d  25<Tr o f  its in te re s t  to  G e t ty  O il C o m p an y  ( “ G e t t y " ) ,  n o w  a s u b s id ia ry  
o f  T exaco . I n c o r p o r a t e d .  T h re e  le a se s  to ta l l in g  68 .438  acres w e re  is s u e d , an d  th e y  w e re  
su b se q u e n tly  s u r r e n d e r e d  on  A p r i l  2Q. 1983 to  K o n iag . O n  J u ly  2 5 , 1984. th e  p a r t ie s



a m e n d e d  th e  o rig in a l a g r e e m e n t :  u n d e r  th e  a m e n d m e n t .  K o n iag  w as p a id  a  n o n - re fu n d a b le  
lease  b o n u s  on  the  r e m a in in g  3 1 .5 6 2  a c re s , w h ic h  G e t ty  a n d  C h e v ro n  w e re  o b lig a te d  to  
lease , a n d  th e  tim e fo r  t h e  e x e rc is e  by  G e t ty  a n d  C h e v ro n  o f  th e ir  r ig h t to  le a s e  u p  to  3 0 0 .0 0 0  
a c re s  w as ex ten d ed  to  D e c e m b e r  31. 1989. T h is  a g re e m e n t is still in  fu ll  fo rc e  a n d  effect.

(c )  O n  N o v e m b e r  26, 1979, K o n ia g ,  N A N A  R e g io n a l C o rp o r a t io n  an d  S c a la s k a .  In c . e n te re d  
in to  a  J o in t  B idd ing  A g r e e m e n t  w ith  S ta n d a r d  a n d  B P A E  fo r  the  a c q u is i t io n  o f  le a se s  in 
th e  jo in t  fed e ra l-s ta te  B e a u f o r t  S e a  le a se  sa le . P u r s u a n t  to  th e  te rm s o f  s u c h  a g r e e m e n t  a n d  
th e  su c c e ss fu l bids o f  t h e  g ro u p ,  K o n ia g  a c q u ir e d  a  \%  in te re s t in n in e  leases . K o m a g  
su b s e q u e n tly  sold its  i n t e r e s t  in  o n e  o f  th e  leases . S ix  o f  th e  leases w e r e  s u b s e q u e n tly  
c o m m itte d  to  a u n it p r o d u c t i o n  a g re e m e n t u n d e r  s ta te  law  ( th e  P o in t T h o m p s o n  U n it) .  
B P A E  tra n s fe rre d  its  in te r e s t s  in  th e  leases  in  1986. K o n ia g  is p re se n tly  s e e k in g  to  d iv e s t 
i ts e lf  o f  its  rem a in in g  in te r e s t s  in  th e  leases.

(d )  J u d i th  M e id in g e r, a  d i r e c t o r  a n d  C h a ir m a n  o f  th e  B o a rd  o f  K o n iag , w as P r e s id e n t  a n d  th e  
o w n e r  o f  C o u n se lo rs  In c . ,  w h ic h  p ro v id e d  v a r io u s  se rv ic e s  to  th e  oil i n d u s t r y .  C o u n s e lo r s  
In c . p re v io u s ly  held  c o n t r a c t s  fo r  se rv ic e s  to  b e  p ro v id e d  by it to  S t a n d a r d  a n d  B P A E . 
C o u n s e lo r s  In c . a lso  e n t e r e d  in to  c o n t r a c ts  w ith  c e r ta in  o il in d u s try  a s s o c ia t io n s ,  th e  
m e m b e rs  o f  w h ich  in c lu d e  m e m b e rs  o f  th e  C h e v ro n  G r o u p  a n d  P h illip s . M r s .  M e id in g e r  
w a s  in v o lv e d  in  the in i t ia l  n e g o t ia t io n s  w ith  th e  C h e v ro n  G ro u p  b u t s h e  w a s  n o t  d i r e c t ly  
in v o lv e d  in  th e  final n e g o t ia t io n s  o f  th e  L e a se  A g re e m e n ts  o r  th e  E x c h a n g e .

P L E A S E  T A K E  N O T E , c o p ie s  o f  th e  L A A  (e x c lu d in g  c e r ta in  c o n fid e n tia l in f o r m a t io n )  a n d  
th e  P h illip s  A g re e m e n t a re  a v a ila b le  a t  th e  b u s in e s s  o ffice o f  K o n ia g  d u r in g  r e g u la r  b u s in e s s  h o u r s .  
A  c o p y  o f  th e se  ag re e m e n ts  w ill b e  s e n t  to  y o u  u p o n  y o u r  re q u e s t .

AUTHORIZATION TO BE GRANTED
T h e  a d o p t io n  o f  P ro p o s itio n  I  w i l l  a u th o r iz e  th e  B o a rd  o f  D ir e c to r s  (i) to  a u th o r iz e  th e  e x e c u t io n  

a n d  p e r fo rm a n c e  o f  a n  a g re em e n t, t h e  te rm s  o f  w h ic h  a re  c o n s is te n t  w ith  th e  E x c h a n g e  A g re e m e n t;
(ii) to  e x e rc ise , o n  b e h a lf  o f  K o n ia g ,  t h e  r ig h ts  o f  K o n ia g  u n d e r  s u c h  ex e cu ted  a g r e e m e n t  in c lu d in g  
th e  a m e n d m e n t  o f  su c h  a g re e m e n t w i th o u t  a d d i t io n a l  s h a r e h o ld e r  a u th o r iz a t io n ,  e x c e p t  th a t  m a te r ia l  
c h a n g e s  to  th e  O il a n d  G a s  E D P  I n t e r e s t s  c a n  be m a d e  o n ly  if  in  re sp o n se  e ith e r  to  a  r e q u e s t  m a d e  
by  th e  S e c re ta ry  o f  th e  In te r io r  a r i s in g  f ro m  f in d in g s  o f  th e  L E IS  to  be p re p a re d  b y  D O I  o r  to  
le g is la tio n  e n a c te d  by  C ongress.

L I T I G A T I O N  A F F E C T IN G  P R O P O S E D  E X C H A N G E  A N D  L E A S E  A G R E E M E N T S

1. Trustees for Alaska, et al. v. William Horn, et al„ Civ. Action Ho. A87-118 (Civil).
O n  M a rc h  19, 1987, a  la w su it w h ic h  m a y  a ffec t th e  E x c h a n g e  w as b eg u n  in th e  U n i te d  S ta te s  

D is tr ic t  C o u r t  fo r  th e  D is tr ic t o f  A la s k a .  T h e  p la in tif fs  in c lu d e  T ru s te e s  fo r A la s k a ,  A m e r ic a n  
W ild e rn e s s  A llia n c e , N a tio n a l W ild life  R e fu g e  A s s o c ia t io n , N o r th e r n  A la s k a  E n v ir o n m e n ta l  C e n te r .  
T h e  S ie r ra  C lu b , T h e  W ild ern ess  S o c ie ty  a n d  th e  N a t io n a l  A u d u b o n  S ocie ty . T h e  d e f e n d a n ts  a re
(i) W illia m  P. H o rn ,  A ss is ta n t S e c r e ta r y  o f  th e  I n te r io r  fo r  F ish , W ild life  an d  P a r k s ,  ( ii)  D o n a ld  
P. H o d e l, S e c re ta ry  o f  th e  In te r io r , ( i i i )  F r a n k  D u n k le , D ir e c to r ,  U .S . F ish  an d  W ild l i f e  S e rv ice , 
(iv) J a m e s  G riff ith , A c tin g  R e g io n a l D i r e c to r .  U .S . F is h  a n d  W ild life  Serv ice , (v) th e  D O I .  a n d  (v i)  
th e  U n ite d  S ta te s  F is h  a n d  W ild life  S e rv ic e .

B ecau se  th e  p la in tif fs ’ ac tio n , if  s u c c e s s fu l ,  c o u ld  d e la y  o r  p re v e n t th e  p ro p o se d  e x c h a n g e s  o r  
c o u ld  re su lt  in  th e  im p o s itio n  o f  a d d i t io n a l  c o n d i t io n s  fo r  s u c h  e x c h a n g e s , K o n iag , a lo n g  w ith  c e r ta in  
o th e r  N a tiv e  p a r t ic ip a n ts ,  has in te r v e n e d  in  th e  la w su it o n  th e  s id e  o f  th e  d e fe n d a n ts .

T h e  c o m p la in t  in th e  law su it a s k s  fo r  d e c la ra to r y  a n d  in ju n c tiv e  relief. It c l a im s  th a t  the. 
d e fe n d a n ts  h av e  v io la te d  an d  are  v io la t in g  S e c tio n  102 o f  th e  N a tio n a l  E n v iro n m e n ta l  P o lic y  A c t  
C 'N E P A " ) ,  re g u la tio n s  im p le m e n tin g  N 'E P A . th e  A d m in is t r a t iv e  P ro c e d u re  A c t ,  A N IL C A ..  
A N C S A . a n d  th e  W ild e rn ess  \ c t  by  " a c t iv e ly  p u rs u in g  e x c h a n g e  n e g o tia t io n s  in v o lv in g  th e  C o a s ta l  
P la in  o f  th e  A rc tic  N a tio n a l W ild life  R e fu g e  a n d  c o m m it t in g  fed e ra l p e rso n n e l an d . f in an c ia l 
re so u rce s  b e fo re  C o n g re s s  decides w h e th e r  to  a llo w  o il a n d  g as  d e v e lo p m e n t in th a t  a r e a :  a n d  by 
p ro ce ed in g  w ith  th o se  n eg o tia tio n s o n  a n  e x p e d ite d  hasi>- a  t th o u t  - 'r e n a n n g  a n  e n v i ro n m e n ta l  im r u i . r



s ta te m e n t  a n d  w ith o u t c o m p ly in g  w ith  o th e r  p r o c e d u re s  re q u ire d  by N E P A  an d  th r  N E P A  
im p le m e n tin g  r e g u la t io n s ."  T h e  p la in tif fs  h a v e  a s k e d  lo r  a p re lim in a ry  a n d  p e rm a n e n t in ju n c tio n  
a g a in s t  " a l l  f u r th e r  n e g o t ia t io n s  a n d  d e l ib e ra t io n s  re g a rd in g  th e  p ro p o se d  e x c h a n g e  u n le ss  C o n g re s s  
e n a c ts  le g is la tio n  o p e n in g  th e  a re a  fo r  oii a n d  g as  le a s in g , a n d  u n til th e  p ro p e r  p ro c e d u re s  a re  
fo llo w e d ."

T h e  S e c re ta ry  o f  th e  I n te r io r  a n d  th e  o th e r  o r ig in a l  d e fe n d a n ts  filed a  m o tio n  to  d ism iss  th e  
c o m p la in t  o n  A p r i l  14. 198” . T h e  m o tio n  c o n te n d s  th a t  p la in tiffs  la ck  " s ta n d in g "  to  c h a lle n g e  
d e f e n d a n ts ' a u th o r i ty  to  n e g o tia te , th a t  th e  d e f e n d a n ts - a c tio n s  a re  n o t y e t " r ip e "  fo r  a rev iew  b> 
a  c o u r t ,  th a t  th e  A d m in is tra t iv e  P ro c e d u r e  A c t  g iv es th e  c o u r t  n o  ju r is d ic t io n  to  s to p  th e  n e g o tia t io n s  
a n d  th a t  p la in tif fs  h a v e  n o t s ta te d  a n y  g o o d  g ro u n d s  fo r  th e ir  la w su it.

O n  A p r i l  2 2 , 1987. th e  p la in tiffs  filed a  m o t io n  fo r  p re lim in a ry  in ju n c t io n ,  s u p p o r te d  by  o th e r  
p a p e r s ,  c la im in g  th a t  th e  d e fe n d a n ts  a r e  v io la t in g  N E P A  in  tw o  d is t in c t  w ays: by  p r e m a tu r e ly  
c o m m it t in g  g o v e rn m e n t re s o u rc e s  to  n e g o t ia t io n s  b e fo re  a  final d e c is io n  is re a c h e d  b y  C o n g re s s : 
a n d  (2 )  b y  n o t p r e p a r in g  a n  E n v ir o n m e n ta l  I m p a c t  S ta te m e n t  o n  th e  p ro p o s e d  e x c h a n g e  b ased  u p o n  
p u b l ic  p a r t ic ip a t io n  " a s  e a r ly  a n d  a s  f r e q u e n tly  a s  p o s s ib le ."  P la in tif fs  a lso  a rg u e  th a t  th e  e x c h a n g e  
n e g o t ia t io n s  v io la te  A N I L C A .  A N C S A  a n d  th e  W ild e rn e s s  A c t.  T h e  g o v e rn m e n t  d e fe n d a n ts  h a v e  
filed  s ta te m e n ts  w ith  th e  c o u r t  in d ic a t in g  th e i r  in te n t io n  to  p r e p a re  a  L E IS  o n  th e  p ro p o s e d  
e x c h a n g e s .

F o l lo w in g  b r ie f in g  o f  th e  issu es  ra is e d  b o th  b y  d e f e n d a n ts ’ m o tio n  to  d ism is s  ( jo in e d  in  by  th e  
N a t iv e  C o r p o r a t io n  in te rv e n o r s )  a n d  p la in tif f s ' m o tio n  fo r  a  p re l im in a ry  in ju n c t io n  (o p p o se d  b y  th e  
N a t iv e  C o r p o r a t io n  in te rv e n o r s  as  w e ll a s  b y  th e  o r ig in a l  d e fe n d a n ts ) ,  t h e  m a t te r  w as  a rg u e d  on  
J u ly  16, 1987. T h e  ju d g e  in d ic a te d  th a t  h e  w o u ld  d e c id e  th e  m a t te r  la te r .  T h e r e  is n o  d e f in ite  d a te  
b y  w h ic h  th e  ju d g e  m u s t  d e c id e  th e s e  m o tio n s .  A s  o f  O c to b e r  1, 1987, th e  ju d g e  h a d  n o t r e n d e re d  
a  d e c is io n  o n  th e s e  m o tio n s .

B e c a u s e  o f  th e  e a r ly  s ta tu s  o f  th is  l i t ig a t io n ,  th e  B o a rd  o f  D ir e c to r s  c a n n o t  p re d ic t  i ts  o u tc o m e .

2 . Sealaska Arbitration
O n  J u ly  16, 1987, S e a la sk a  C o r p o r a t io n  ( " S e a la s k a " ) ,  a n  A la s k a  N a tiv e  R e g io n a l C o rp o r a t io n ,  

in i t ia te d  a n  a r b i t r a t io n  a g a in s t K o n ia g . T h e  a r b i t r a l  on  is p u r s u a n t  to  th e  S e ttle m e n t A g re e m e n t 
e n te r e d  in to  as  o f  J u n e  29 , 1982, b e tw e e n  a ll o f  th e  A la s k a  R e g io n a l  C o r p o r a t io n s  c re a te d  u n d e r  
A N C S A  (" S e t t le m e n t  A g re e m e n t" )  w h ic h  p ro v id e s  fo r  th e  m a n n e r  in  w h ic h  re v e n u e s  f ro m  th e  
s u b s u r f a c e  e s ta te  o f  la n d s  c o n v e y e d  to  a R e g io n a l  C o r p o r a t io n  b y  A N C S A  a r e  to  b e  s h a re d  p u r s u a n t  
to  th e  p ro v is io n s  o f  S e c tio n  7 (i) o f  A N C S A . C o o k  In le t  R e g io n a l C o r p o r a t io n  is th e  o n ly  o th e r  
c o r p o r a t io n  to  h a v e  jo in e d  th e  A rb i t r a t io n .  T h e  is su e s  *nvolved  in  th e  a r b i t r a t io n  a re  w h e th e r  
re v e n u e s  d e r iv e d  f ro m  th e  in te re s ts  to  b e  a c q u ir e d  by  K o n ia g  in  th e  E x c h a n g e  a r e  su b je c t to  th e  
re v e n u e  s h a r in g  p ro v is io n s  o f  S e c tio n  7 (i)  o f  A N C S A . a n d  w h e th e - - K o n ia g ’s re fu s a l  to  p ro v id e  th e  
L A A  to  th e  o fficers o f  S e a la sk a  c o n s t i tu te s  a  v io la t io n  o f  th e  S e tt le m e n t A g re e m e n t .  K o n ia g  re fu se d  
to  m a k e  th e  L A A  a v a ila b le  to  th e  o fficers  o f  S e a la s k a  b e c a u s e  o f  c o n f id e n t ia l i ty  p ro v is io n s  o f  th e  
L A A , a n d  h a s  ta k e n  th e  p o s it io n  th a t  th e  S e t t le m e n t  A g re e m e n t  e x p l ic i t ly  s ta te s  th a t  in  th e  ev e n t 
o f  a n  e x c h a n g e  w h e re  th e  s u r fa c e  e s ta te  o f  la n d s  a c q u ir e d  u n d e r  A N C S A  a re  e x c h a n g e d  fo r  th e  
s u b s u r f a c e  e s ta te  o f  o th e r  la n d s , re v e n u e s  d e r iv e d  f ro m  th e  s u b s u r fa c e  e s ta te  so  a c q u ir e d  a re  n o t 
s u b je c t  to  t h e  p ro v is io n s  o f  S e c tio n  7 (i). K o n ia g  f u r th e r  m a in ta in s  th a t  a g re e m e n ts  w h ic h  r e la te  so le ly  
to  s u b s u r f a c e  w h ic h  is n o t  su b je c t to  s h a r in g  u n d e r  S e c tio n  7 (i) s h o u ld  n o t b e  re q u ire d  to  b e  d isc lo se d . 
A s  p a r t  o f  th e  a r b i t r a t io n  p ro c e s s , it is lik e ly  th a t  th e  p a n e l  w ill d e te r m in e  i f  r e v e n u e s  d e r iv e d  f ro m  
th e  in te r e s t  a c q u ir e d  b y  K o n ia g  in  th e  K o n ia g  A N W R  L a n d s  a re  r e q u ir e d  to  be s h a re d  by  K o n ia g  
p u r s u a n t  to  th e  p ro v is io n s  o f  S e c tio n  7 (i). I f  su c h  a f in d in g  is m a d e , th e n  a p p ro x im a te ly  6 5 .5 %  o f  
th e  re v e n u e s  u n d e r  th e  L ease  A g re e m e n ts ,  a f te r  d e d u c t in g  c e r ta in  e x p e n se s  as  a u th o r iz e d  b y  th e  
S e tt le m e n t A g re e m e n t ,  w o u ld  b e  r e q u ir e d  to  b e  p a id  by  K o n ia g  to  th e  o th e r  e leven  R e g io n a l 
C o r p o r a t io n s  in  p ro p o r t io n  to  th e ir  o r ig in a l  re s p e c tiv e  e n r o l lm e n ts  a n d  a p p ro x im a te ly  2 %  o f  s u c h  
n e t re v e n u e s  w o u ld  be p a id  to  th e  V illa g e  C o r p o r a t io n s  in  th e  K o n ia g  re g io n  a n d  to  th e  a t - la rg e  
(C la s s  B) s h a re h o ld e r s  o f  K o n ia g .

K o n ia g  b e liev e s  th e  S e a la sk a  p o s it io n  th a t  re v e n u e s  re c e iv e d  b y  K o n ia g  u n d e r  th e  L e a se  
A g re e m e n ts  a re  s u b je c t to  s h a r in g  u n d e r  S e c t io n  7 (i)  is w i th o u t  m e ri t .  S e c tio n  7 (i) a p p lie s  o n ly  to  
re v e n u e s  f ro m  t im b e r  a n d  th e  s u b s u r fa c e  e s ta te  c o n v e y e d  to  R e g io n a l C o r p o r a t io n s  u n d e r  A N C S A .



I t  is K o n ia g 's  p o s it io n  cha t th e  re v e n u e s  f ro m  th e  s u b s u r fa c e  m rerescs  in th e  K o n ia g  A N W R  L a n d s  
a re  n o t su b jec t to  th e  p ro v is io n s  o f  S e c tio n  7(i) fo r  se v e ra l re a so n s . F ir s t ,  a s  d is c u s s e d  a b o v e , th e  
S e ttle m e n t A g re e m e n t sp e c if ic a lly  e x c lu d e s  f ro m  s h a r in g  a n y  re v e n u e s  d e r iv e d  f ro m  s u b s u r fa c e  
in te re s ts  a c q u ire d  in  a n  e x c h a n g e  fo r  s u r fa c e  la n d s . S e c o n d , b e c a u s e  th e  K o n ia g  E x c h a n g e  L a n d s  
w ere  o r ig in a lly  V illag e  C o r p o r a t io n  la n d s  w h ic h  w e re  a c q u ir e d  b y  K o m a g  th r o u g h  a m e rg e r  a n d  
n o t f ro m  its la n d  e n t i t le m e n ts  u n d e r  A N C S A , a n d  b e c a u s e  V illag e  C o r p o r a t io n  la n d s  a r e  n o t  su b je c t  
to  S ec tio n  7 (i), th e  re v e n u e s  f ro m  th e  K o n ia g  E x c h a n g e  L a n d s  o r  f ro m  th e  in te re s ts  re c e iv e d  fo r  
th e m  u n d e r  th e  p ro p o se d  e x c h a n g e , a r e  lik e w ise  not: s u b je c t to  s h a r in g  u n d e r  S e c tio n  7 (0 . S e a la sk a  
h a s  y e t to  in fo rm  K o n ia g  o f  th e  b as is  fo r  its  p o s it io n  th a t  su c h  re v e n u e s  a re  su b je c t  to  s h a r in g  u n d e r  
S ec tio n  7(i).

T h e  B o a rd  w o u ld  rea ssess  th e  a d v is a b i l i ty  o f  th e  E x c h a n g e  in  th e  e v e n t th a t  S e a la sk a  w e re  to  
p re v a il in  th e  a r b i t r a t io n .

A  c o p y  o f  th e  S e tt le m e n t  A g re e m e n t  is a v a ila b le  a t  th e  b u s in e ss  orifices o f  K o n ia g ,  In c . d u r in g  
re g u la r  b u s in e ss  h o u rs . A  c o p y  o f  th a t  A g re e m e n t  w ill b e  s e n t  to  y o u  u p o n  y o u r  re q u e s t.

RISK FACTORS
T h e re  a re  a  n u m b e r  o f  p o te n t ia l  r isk s  in v o lv e d  in  th e  E x c h a n g e  a n d  th e  L e a se  A g re e m e n ts .

T h e  D O I  is u n d e r  n o  o b lig a t io n  to  e x e c u te  th e  p ro p o s e d  E x c h a n g e  A g re e m e n t.  T h e  d e c is io n  
w h e th e r  to  e x e c u te  th a t  A g re e m e n t  w ill b e  m a d e  o n ly  a f te r  th e  L E IS  is p r e p a re d  a n d  p u b lic  c o m m e n ts  
o n  it  h a v e  been  rec e iv e d . A t  th e  p r e s e n t  t im e . D O I  h a s  n o t  c o m m e n c e d  th e  L E IS  b e c a u s e  o f  a n  
u n d e r s ta n d in g  w h ic h  th e  S e c r e ta r y  o f  th e  I n te r io r  r e a c h e d  w ith  th e  C h a ir m a n  o f  th e  S e n a te  E n e rg y  
C o m m itte e . T h e  C h a ir m a n  h a s  e x p re s se d  s e r io u s  c o n c e rn s  a b o u t  th e  E x c h a n g e  a n d  th e  o th e r  
p ro p o se d  e x c h a n g e s  a n d  th e ir  im p a c t  o n  p e n d in g  le g is la tio n  to  o p e n  A N W R  to  o il a n d  g a s  a c tiv i tie s .  
I t  is K o n ia g ’s u n d e r s ta n d in g  th a t  f u r t ’.e r  d is c u s s io n s  a re  to  b e  h e ld , a t  w h ic h  t im e , b a se d  o n  th o s e  
d isc u ss io n s , D O I  w ill m a k e  a  d e te r m in a t io n  w h e th e r  to  c o m m e n c e  th e  L E IS  o r  to  d e la y  f u r th e r  
th e  p ro ce ss  in  lig h t o f  th e  c o n c e rn s  o f  th e  C h a ir m a n .  I f  a  f u r th e r  d e la y  is e x p e r ie n c e d , th e  B o a rd  
w ill m a k e  a  d e te r m in a t io n  in  l ig h t o f  th e  c i r c u m s ta n c e s  th e n  e x is tin g  as  to  th e  a c t io n  it m a y  ta k e . 
S u ch  a c tio n  c o u ld  in c lu d e  se e k in g  in t r o d u c t io n  o f  le g is ia tio n  w i th o u t  th e  s p o n s o r s h ip  o f  D O I .

W h ile  D O I  h a s  in d ic a te d  its  g o o d  f a i th  c o m m itm e n t  to  th e  E x c h a n g e , in f o rm a tio n  m a y  be 
d e v e lo p e d  as  p a r t  o f  th e  L E IS  p ro c e s s  w i.ic h  c o u ld  re s u lt  in  th e  K o n ia g  A N W R  L a n d s  n o t  b e in g  
a v a ila b le  b ec au se  o f  e n v iro n m e n ta l  c o n c e rn s  o r  b e c a u s e  th e  S e c re ta ry  h a s  d e te r m in e d  th a t  th e r e  a re  
a d v e rse  e n v iro n m e n ta l  c o n s e q u e n c e s  o f  th e  E x c h a n g e  w h ic h  p re c lu d e  e x e c u t io n  o f  th e  E x c h a n g e  
A g re e m e n t by D O I.

B ecau se  th e  E x c h a n g e  A g re e m e n t  is su b je c t  to  th e  e n a c tm e n t  o f  c e r ta in  le g is la tio n , th e re  e x is ts  
a  risk  th a t  C o n g ress  w ill e i th e r  (i) n o t  e n a c t  th e  r e q u ir e d  le g is la tio n , o r  ( ii I e n a c t  O p e n in g  L e g is la t io n  
w h ic h  so  re s tr ic ts  d e v e lo p m e n t o f  th e  K o n ia g  A N W R  L a n d s  so  a s  to  r e n d e r  th e  O il a n d  G a s  E D P  
In te re s ts  n o n e c o n o m ic , o r  ( iii)  e n a c t  E x c h a n g e  L e g is la t io n  w h ic h  se ek s  to  m o d ify  o r  a l te r  th e  te rm s  
o f  th e  E x c h a n g e  A g re e m e n t.  K o n ia g  h a s  th e  o p t io n  to  te rm in a te  th e  E x c h a n g e  A g re e m e n t  p r io r  
to  its c o n s u m m a tio n  i f  th e  le g is la tio n  w h ic h  is e n a c te d  is n o t s a tis fa c to ry  to  it. H o w e v e r , o n c e  
ex e cu ted , th e  E x c h a n g e  A g re e m e n t re q u ir e s  K o n ia g  to  p re s e rv e  a n d  n o t e n c u m b e r  th e  K o n ia g  
E x c h a n g e  L a n d s  u n ti l  D e c e m b e r  31. 1993. o r  u n t i l  s u c h  tim e  as  K o n ia g  h a s  te rm in a te d  th e  E x c h a n g e  
A g re e m e n t in  a c c o rd a n c e  w ith  its  te rm s . T h e  c o n s e q u e n c e s  o f  su c h  te rm in a t io n  w ith  re sp e c t to  th e  
L ease A g re e m e n ts  a re  a d d re s s e d  in th e  re s p e c tiv e  se c tio n s  d e a lin g  w ith  th e  L A A  a n d  P h il l ip s  
A g re e m e n t.

U n d e r  th e  te rm s  o f  th e  L A A . th e  C h e v ro n  G r o u p  is n o t r e q u ire d  to  ta k e  leases  f ro m  K o n ia g  
o r  pay K o n iag  th e  lease  b o n u s  a m o u n ts  u n le ss  it a p p ro v e s  th e  fo rm  a n d  c o n te n t  o f  th e  O p e n in g  
L eg isla tio n  an d  E x c h a n g e  L e g is la tio n . T h e  o b lig a tio n  o f  th e  C h e v ro n  G r o u p  to  p a y  th e  b a la n c e  o f  
th e  lease b o n u ses  a f te r  an y  leases h av e  b ee n  is s u e d  is c o n t in g e n t  u p o n  its  a p p ro v a l  o f  th e  r e g u la t io n s  
p ro m u lg a te d  u n d e r  th e  O p e n in g  L eg is la tio n . T h e  fa ilu re  o f  th e  C h e v ro n  G r o u p  to  a p p r o v e  su c h  
reg u la tio n s  co u ld  re su lt in th e  te rm in a t io n  o f  th e  L A A . in  w h ic h  e v e n t K o n ia g  w o u ld  n o t re c e iv e  
an y  fu r th e r  rev en u es u n d e r  th e  L A A . I f  su c h  te rm in a t io n  o c c u r re d  a f te r  th e  e x p ira t io n  o f  K o n ia g ’s 
r ig h t to  te rm in a te  th e  E x c h a n g e  A g re e m e n t, th e n  K o n ia g  w o u ld  re ta in  -he u n d iv id e d  51 ^  in te re s , 
in th e  K o n iag  A N W R  L eases w h ic h  w o u ld  l u v ~ e e n  h e ld  b> 'h e  C h e v ro n  G r o u p  S im d a i \ . >



h a s  th e  • ip p o r tu n i iy  i c  te rm in a te  th e  P h illip s  A g re e m e n t i f  it find? th e  fo rm  a n d  c o n te n t  o f  th e  e n a c te d  
O p e n in g  L e g is la t io n  a n d  E x c h a n g e  L e g is la tio n  to  ne u n a c c e p ta b le  to  it. If  su c h  te rm in a t io n  o c c u rs .  
P h il l ip s  h a s  n o  o b lig a tio n  to  p a y  a n y  a d d i t io n a l  a m o u n ts  to  K o n ia g . S h o u ld  e i th e r  th e  C h e v ro n  G r o u p
o . P h il l ip s  o r  b o th  ex e rc ise  th e ir  tig h t?  to  te rm in a te  th e ir  re sp e c tiv e  a g re e m e n ts ,  th e  B o a rd  o f  
D ir e c to r s  in te n d s  to  c o n s id e r  th e  re a so n s  fo r  su c h  te rm in a t io n  a n d  th e  a d v isa b i lity  o f  K o n ia g  
p ro c e e d in g  w ith  th e  E x c h a n g e . S h o u ld  it th e n  be d e te rm in e d  to  be a d v isa b le , th e  B o a rd  o f  D ire c to rs  
in te n d s  to  ta k e  a ll re a so n a b le  a c tio n s  m  e n te r  in to  a n  e q u iv a le n t t r a n s a c t io n  w ith  a n o th e r  c o m p a n y  
p r io r  to  th e  e x p ira t io n  o f  its  r ig h ts  to  te rm in a te  u n a e r  th e  E x c h a n g e  A g re e m e n t.  I t is n o t k n o w n  
w h e th e r  K o n ia g  c o u ld  e n te r  in to  a tim e ly  t r a n s a c t io n  w ith  a n o th e r  o il c o m p a n y  fo r  su c h  in te re s ts  
a s  th e n  m a y  b e  a v a ila b le  o r  th e  n a tu re  o f  th e  te rm s  o f  a n y  su c h  su b s e q u e n t tr a n s a c t io n .

T h e re  a re  c e r ta in  o p e ra tio n a l  r isk s  in v o lv e d  in  th e  K o n ia g  A N W R  L e a se s , th e  m o s t rec o g . '• ’b le  
o f  w h ic h  is th e  r is k  th a t  th e re  m a y  n o t be a n y  o il o r  g as  u n d e r  th e  K o n ia g  A N W R  L a n d s  w h ic h  
c o u ld  b e  p r o d u c e d  e c o n o m ic a lly . I f  th e re  is n o  p ro d u c t io n .  K o n ia g  w ill n o t  re c e iv e  a n y  ro y a lty  u n d e r  
th e  K o n ia g  A N W R  L eases . A l th o u g h  th e  K o n ia g  A N W R  L ea ses  re q u ir e  th e  lessees u n d e r  su c h  
le ase s  to  u se  re a s o n a b le  d ilig e n c e  in  d r i l l in g , p ro d u c in g  a n d  o p e r a t in g  w ells  o n c e  a  c o m m e rc ia l 
d is c o v e ry  is m a d e ,  e i th e r  P h il l ip s  o r  th e  C h e v ro n  G r o u p  c o u ld  d e te rm in e  n o t  to  e x p lo re  a n d  d r ill  
fo r  o il o r  gas . a n d  c o u ld  le a v e  th e  K o n ia g  A N W R  L a n d s  in  a n  u n p r o d u c t iv e  s ta te  fo r  s u b s ta n t ia l  
p e r io d s  b e fo re  th e  leases  w o u ld  te rm in a te .  In  a d d i t io n ,  e n v iro n m e n ta l  g ro u p s  o p p o se d  to  o il a n d  
g a s  o p e r a t io n s  c o u ld  seek  to  e n jo in  th e m  b e c a u s e  o f  a l le g e d  e n v iro n m e n ta l  c o n s id e ra t io n s .  I f  su c h  
l i t ig a t io n  d o e s  o c c u r ,  it c o u ld , a t  a  m in im u m , d e la y  o p e ra tio n s ,  r e s u lt in g  in  h ig h e r  c o s ts  (w h ic h  w o u ld  
d e la y  a n d / o r  r e d u c e  a n y  n e t p ro fits  in te re s t  w h ic h  K o n ia g  m a y -h a v e ) . a n d  c o u ld , i f  su c c e ss fu l, p re v e n t 
a n y  o p e r a t io n s  f ro m  o c c u r r in g .

A n y  d is c o v e ry  o f  o il a n d  gas  in  c o m m e rc ia l  q u a n t i t ie s  o n  th e  K o n ia g  A N W R  L ea ses  w o u ld  
n o t b r  c a p a b le  o f  p ro d u c t io n  u n ti l  d e v e lo p m e n t  a n d  t r a n s p o r ta t io n  fa c ilitie s  ( in c lu d in g  fac ilitie s  
lo c a . i .  o ff  th e  K o n ia g  A N W R  L a n d s )  a r e  in  p la c e . T h e  c o n s t ru c t io n  o f  a n y  s u c h  fa c ilitie s  c o u ld  
be d e la y e d  o r  p ro h ib i te d  d u e  to  e n v i ro n m e n ta l  f a c to rs ,  by  th i r d  p a r ty  l i t ig a t io n ,  g o v e rn m e n ta l  p e rm i t  
r e q u ir e m e n ts  o r  fo r  o th e r  re a so n s . T h u s ,  a n y  p r o d u c t io n  f ro m  w h ic h  K o n ia g  m a y  b e  e n t i t le d  to  
ro y a l t ie s  m a y  n o t o c c u r  fo r  a  s u b s ta n t ia l  p e r io d  o f  t im e , i f  a t  a ll.

T h e r e  is a ls o  n o  g u a ra n te e  th a t  th e  e c o n o m ic  r e tu r n  f ro m  a n y  o il a n d  g a s  d isc o v e ry  w h ic h  m a y  
b e  m a d e  w o u ld  b e  su c h  as  to  a l lo w  K o n ia g  to  e x e rc is e  i ts  r ig h t to  c o n v e r t  i ts  ro y a lty  in te re s t  to  
a  n e t  p ro f its  in te r e s t  o r  th a t  i f  th e  c o n d i t io n s  to  a l lo w  th e  c o n v e rs io n  w e re  m e t, th e  p ro c e e d s  f ro m  
su c h  n e t p ro fits  in te re s t  w o u ld  e x c e e d  th o s e  to  b e  d e r iv e d  u n d e r  th e  g ro s s  r o y a ’ty  p ro v is io n s  o f  th e  
K o n ia g  A N W R  L eases .

T h e  p o s s ib ility  a lso  ex is ts  th a t  th e  K o n ia g  A N W R  L e a se s  m a y  b e  te rm in a te d  by  P h illip s  a n d  
th e  C h e v ro n  G r o u p  b e fo re  a n y  e x p lo ra t io n  e ffo rts  a re  u n d e r ta k e n .  I f  su c h  te rm in a t io n  o c c u rs , it 
is n o t  p o ss ib le  *o d e te rm in e  now  w h e th e r  s u c h  in te re s ts  o w n e d  b y  K o n ia g  c o u ld  be leased  to  a  th i r d  
p a r ty  o r  th e  te r m s  o f  a n y  su c h  s u b s e q u e n t lease .

U n d e r  th e  E x c h a n g e  A g re e m e n t,  K o n ia g  is o b lig a te d  to  p e r f o rm  c e r ta in  final r e c la m a tio n  
a c tiv itie s  w ith  re s p e c t  to  th e  o il a n d  g a s  a c tiv itie s  u n d e r ta k e n  by  i t  o r  w ith  i ts  a p p ro v a l u n d e r  th e  
E x c h a n g e  A -g reem en t o n  th e  K o n ia g  A N W R  L a n d s  o r  o th e r  la n d s  in  A N W R . W h ile , u n d e r  th e  
L ea se  A g re e m e n ts ,  th e se  o b lig a tio n s  a r e  a s s u m e d  b y  th e  C h e v ro n  G r o u p  a n d  P h il l ip s . K o n ia g  w ill 
be re sp o n s ib le  fo r  th e i r  n o n p e r fo rm a n c e  b u t w ill h a v e  a c la im  a g a in s t th e  C h e v ro n  G r o u p  a n d  P h illip s  
fo r  a n y  c o s ts  w h ic h  it m ay in c u r.

T h e  E x c h a n g e  is a lso  su b je c t to  th e  r isk  th a t  re v e n u e s  re c e iv e d  b y  K o n ia g  f ro m  th e  O il a n d  
G a s  E D P  I n te r e s ts  m a y  be su b je c t to  th e  p ro v is io n s  o f  S e c t io n  7 (i)  o f  A N C S A . See " P r o p o s i t io n  
I— L it ig a t io n  A ffe c tin g  P ro p o s e d  E x c h a n g e  a n d  L e a se  A g re e m e n ts ."  K o n ia g  b e liev e s  th a t  th is  r isk  
is n o t v ery  h ig h . I f  it w e re  d e te rm in e d  p r io r  to  th e  c o n s u m m a tio n  o f  th e  E x c h a n g e  th a t  re v e n u e s  
fro m  th e  O il a n d  G a s  E D P  I n te re s ts  w e re  su b je c t to  S e c tio n  7 (i), th e  B o a rd  w o u ld  re c o n s id e r  its 
p o s it io n  o n  th e  E x c h a n g e  A g re e m e n t a n d  its  a d v is a b i l i ty  fo r  K o n ia g .

A s  d is c u s se d  p re v io u s ly  (see  “ P ro p o s i t io n  I — P ro p o s e d  E x c h a n g e — R e c e ip t  o f  O il a n d  G a s  E D P  
I n te r e s ts ” ), th e re  is s u b s ta n tia l  u n c e r ta in ty  a s  to  th e  v a lu e  o f  th e  O il a n d  G a s  E D P  I n te r e s ts  a n d  
th e  v a lu e  o f  th e  c o n t in g e n t  in te re s ts  u n d e r  th e  L e a se  A g re e m e n ts .  T h e  B o a rd  o f  D ire c to rs  b e liev es
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th is  r isk  is a c c e p ta b le  m e n  th a t ,  in  th e  B o a rd 's  v iew , th e  c o n s id e ra t io n  to  be re c e iv e d  u n d e r  th e  
L ease  A g re e m e n ts  w h ic h  is n o t d e p e n d e n t  u p o n  th e  d is c o v e ry  ot* o il a n d  g as  < a p p ro x im a te ly  
5 5 8 .3 0 0 .0 0 0 ) is a  fa ir  v a lu e  fo r  th e  K o n ia g  E x c h a n g e  L a n d s . T h e re  is a lso  u n c e r ta in ty  as to  th e  v a lu e  
o f  th e  K o n ia g  E x c h a n g e  L a n d s . (S ee  " P r o p o s i t io n  I— P ro p o s e d  E x c h a n g e — V a lu a tio n  o f  K o n ia g  
E x c h a n g e  L a n d s ." )

T h e  B o a rd  o f  D ir e c to r s  b e lie v e s  th a t  m a n y  o f  th e  r isk s  id e n tif ie d  h e re in  a re  in h e re n t  in  e i th e r  
th e  o il a n d  g as  in d u s t ry  o r  th e  le g is la tiv e  p ro c e s s . T h e  B o a rd  h a s  a t te m p te d  to  m in im iz e  th e se  r isk s  
to  K o n ia g  b y  s e tt in g  th e  d e a d l in e  fo r  th e  C h e v ro n  G r o u p  a n d  P h illip s  to  g ive n o tic e  o f  th e i r  
a c c e p ta n c e  o f  th e  le g is la tio n  in  a d v a n c e  o f  th e  e x p i ra t io n  o f  K o n ia g  s r ig h t to  te rm in a te  th e  E x c h a n g e  
if  th e  O p e n in g  L e g is la t io n  o r  th e  E x c h a n g e  L e g is la t io n  is n o t  a c c e p ta b le . W h ile  u n d e r  th e  L ea se  
A g re e m e n ts . K o n ia g  w ill n o t  re c e iv e  a n  a m o u n t  e q u a l  to  th e  E x c h a n g e  V alu e  o f  th e  K o n ia g  E x c h a n g e  
L an d s  u n le ss  th e re  is p r o d u c t io n  f ro m  th e  K o n ia g  A N W R  L a n d s ,  th e  lease  b o n u se s  to  be p a id  u n d e r  
th e  P h illip s  A g re e m e n t a r e  a  m in im u m  o f  S 5 5 .0 0 0 ,0 0 0  a n d  in  th e  B o a rd ’s v iew  th is  a m o u n t ,  p lu s  
th e  p o te n tia l fo r  a  2 0 %  ro y a lty ,  w o u ld  b e  fa ir  c o n s id e r a t io n  fo r  th e  K o n ia g  E x c h a n g e  L a n d s . T h u s ,  
if  P h illip s  a p p ro v e s  s u c h  L e g is la t io n , the . i r r e s p e c t iv e  o f  th e  r isk s  in v o lv e d  in  th e  e x p lo ra t io n ,  
d e v e lo p m e n t a n d  p r o d u c t io n  o f  th e  o il  a n d  g a s  in te re s ts ,  th e  B o a rd  o f  D ire c to rs  b e liev es th a t  K o n ia g  
w ill rece iv e  fa ir  c o n s id e r a t io n  fo r  th e  K o n ia g  E x c h a n g e  L a n d s  ev e n  if  it h a s  to  b e a r  th e  r isk  th a t  
n o  p ro d u c tio n  o f  o il o r  g as  m a y  o c c u r .  I f  P h il l ip s  fa ils  to  a p p r o v e  s u c h  le g is la tio n , th e n  K o n ia g  c o u ld  
te rm in a te  its  o b lig a tio n s  u n d e r  th e  E x c h a n g e  A g re e m e n t  a n d  re ta in  tit le  to  th e  K o n ia g  E x c h a n g e  
L an d s . In  th a t  e v e n t, th e  C h e v ro n  G r o u p  w o u ld  h a v e  n o  e x p re s s  r ig h t  u n d e r  th e  L A A  to  r e q u ir e  
th a t  K o n ia g  n o t  te rm in a te  th e  E x c h a n g e  A g re e m e n t .  I f  K o n ia g  d id  te rm in a te  th e  E x c h a n g e  
A g re e m e n t, i t  w o u ld  s ti l l  r e m a in  o b l ig a te d  b y  c e r ta in  p ro v is io n s  o f  th e  L A A  c o n c e r n in g  
c o n f id e n tia lity  o f  in f o rm a tio n  p r o p r ie ta r y  to  th e  C h e v ro n  G r o u p  a n d  c e r ta in  r ig h ts  o f  th e  C h e v ro n  
G ro u p  to  a c q u ire  a  p o r t io n  o f  a n y  in te r e s t  w h ic h  K o n ia g  m a y  s u b s e q u e n tly  a c q u ir e  in  c e r ta in  la n d s  
w ith in  A N W R . I f  s u c h  te r m in a t io n  o f  th e  E x c h a n g e  A g re e m e n t  d id  o c c u r , th e  c o s ts  o f  n e g o t ia t in g  
th e  E x ch a n g e  A g re e m e n t a n d  th e  L ea se  A g re e m e n ts  w o u ld  h a v e  b ee n  d e f ra y e d  by  th e  m o n ie s  
rece iv ed  by K o n ia g  u n d e ,  th e  L e a se  A g re e m e n ts  p r io r  to  th a t  tim e .

D u rin g  th e  n e g o tia t io n s , K o n ia g  h a d  a n  o p p o r tu n i ty  to  in c lu d e  in  th e  E x c h a n g e  A g re e m e n t  
p ro v is io n s  w h ic h  w o u ld  g r a n t  it th e  r ig h t  to  re s c in d  th e  E x c h a n g e  if  it fa iled  to  d is c o v e r  c e r ta in  
q u a n titie s  o f  o il a n d  gas w ith in  a  sp e c if ie d  p e r io d . T h is  r ig h t  o f  re sc is s io n  w o u ld  h a v e  g r a n te d  K o n ia g  
th e  sa m e  r ig h ts  a f fo rd e d  it by  its  r ig h t to  re sc in d  if  it is u n a b le  to  d r i l l  a n d  c o m p le te  a  w ell a s  d is c u s s e d  
in  " P ro p o s it io n  I— P ro p o s e d  E x c h a n g e — T e r m in a t io n  o f  E x c h a n g e  A g re e m e n t"  ab o v e . H o w e v e r , 
in  c o n s id e ra tio n  fo r  su c h  r ig h t,  th e  U n ite d  S ta te s  w o u ld  h a v e  re ta in e d  1 .7 5 %  o f  th e  to ta l  p ro d u c t io n  
w h ich  w o u ld  h a v e  b ee n  p a id  o u t  o f  K o n ia g 's  ro y a l ty  in te r e s t  in  th e  K o n ia g  A N W R  L eases , r e d u c in g  
K o n ia g ’s ro y a lty  s h a re  by  3 .7 5 % . In  o r d e r  to  e x e rc is e  s u c h  r ig h t  o f  re sc iss io n . K o n ia g  w o u ld  h a v e  
b een  re q u ire d  to  o b ta in  th e  a g re e m e n t  o f  P h il l ip s  a n d  th e  C h e v ro n  G r o u p  to  s u r r e n d e r  th e ir  leases. 
G iv e n  th e  g u a ra n te e d  m in im u m  c o m p e n s a t io n  o f  a p p r o x im a te ly  S 5 8 .3 0 0 .0 0 0  to  K o n ia g  u n d e r  th e  
L ease  A g re e m e n ts , th e  l im ite d  c o n d i t io n s  u n d e r  w h ic h  th e  r ig h t  o f  re sc is s io n  w o u ld  be e x e rc is a b le  
by  K o n ia g  a n d  th e  c o s t o f  th e  r ig h t ,  th e  B o a rd  o f  D ir e c to r s  b e liev e d  th e  c o s t  to  K o n ia g  o f  th is  r ig h t  
o f  resc ission  w o u ld  e x c ee d  th e  b e n e f its  a n d  th e re fo r e  e le c te d  n o t to  in c lu d e  it in  th e  E x c h a n g e  
A g re e m e n t.

F IN A N C IA L  E F F E C T S  O F  T H E  P R O P O S E D  E X C H A N G E  A N D  L E A S E  A G R E E M E N T S

I. E ffe c ts  on  F in a n c ia l  S ta te m e n ts

B ecause th e  fa ir  v a lu e  o f  la n d s  c o n v e y e d  u n d e r  A N C S A  c o u ld  n o t be d e te rm in e d  a t th e  tim e  
o f  co n v e y an c e  a n d  in  k e e p in g  w ith  g e n e ra lly  a c c e p te d  a c c o u n t in g  p r in c ip le s . K o n ia g  d o e s  n o t  re flec t 
o n  its b a la n c e  sh e e t th e  v a lu e  o f  th e  la n d s  o r  r ig h ts  to  rec e iv e  la n d  w h ic h  it rec e iv e d  u n d e r  A N C S A . 
o r  w h ich  it rec e iv e d  as th e  re su lt  o f  th e  M e rg e r  a n d  w h ic h  w e re  c o n v e y e d  p u r s u a n t  to  A N C S A . 
T h e  a c q u is itio n  o f  th e  O il a n d  G a s  E D P  In te re s ts  in  th e  K o n ia g  A N W R  L a n d s  th r o u g h  th e  E x c h a n g e  
w ill have n o  effect o n  th e  b a la n c e  sh e e t o f  K o n ia g , s in c e  th e  v a lu e  o f  th e  O il a n d  G a s  E D P  In te re s ts  
w ill be b o o k ed  a t  th e  s a m e  v a lu e  /i.e.. z e ro )  as th e  v a lu e  o f  th e  K o n ia g  E x c h a n g e  L a n d s  as c a r r ie d  
o n  th e  b o o k s  o f  K o n ia g . T h e  E x c h a n g e  i ts e lf  w iil a lso  n o t re su lt  in  th e  re c o g n itio n  o f  in c o m e  to  
K o n iag  fo r bo o k  p u rp o se s . H o w ev er, th e  lease  b o n u se s  a n d  o th e r  a m o u n ts  to  be p a id  to  K o n ia g  
u n d e r  th e  L ease A g re e m e n ts  a n d  K o n ia g  A N W R  L e a se s  w ill b e  b o o k e d  as in c o m e  to  K o n ia g  w h e n  
ea rn ed .
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T h e  B o a rd  o f  D ire c to rs  h as  b een  a d v ise d  by  its  a u d i to r s  t h a t  i: i> n o t c ie a r  u n o e r  thy t a x  l a v . -  
w h a t  p a n .  i f  a n y , o f  th e  E x c h a n g e  w ill q u a lify  as  a ta x -f re e  e x c h a n g e  to  K o m a c  u n til  u s  n n a i fo rm  
i s  k n o w n . I f  th e  E x c h a n g e  o r  so m e  p a r t  th e re o f  d o e s  n o t q u a lify  fo r  ta x -fre e  t r e a tm e n t ,  k o n ia g  w o u iu  
r e c o g n iz e  ta x a b le  g a in  o r  loss in  an  a m o u n t e q u a l to  th e  d i f f e r e n c e  b e t w e e n  K o n ia g ’s tax  b a s t -  ir. 
th e  p o n io n  o f  th e  p ro p e r ty  a n d  r ig h ts  e x c h a n g e d  th a t  d o  n o t q u a lify  fo r  ta x -f re e  t r e a tm e n t  a n d  th e  
f a ir  m a rk e r  v a lu e  o f  th e  c o r re s p o n d in g  p o n io n  o f  th e  O il a n d  G a s  E D P  In te re s ts .  K o n ia g ’s b a s i s  
in  th e  p o n io n  o f  th e  K o n ia g  E x c h a n g e  L a n d s  a l re a d y  c o n v e y e d  to  K o n ia g  b y  th e  U n ite d  S ta te s  
G o v e r n m e n t  a t  th e  t im e  o f  th e  E x c h a n g e  Wil l  b e  e q u a l  to  th e ir  f a ir  v a iu e  a t  th e  t im e  o f  th e ir  re c e ip t 
f ro m  th e  U n ite d  S ta te s  G o v e rn m e n t.  I t  is  u n c le a r  w h e th e r  K o n ia g  w ill h a v e  a n y  b a s is  in  i ts  r ig h ts  
to  th e  la n d  ye t to  b e  co n v e y e d  to  K o n ia g  by  th e  U n ite d  S ta te s  G o v e r n m e n t  a n d  i f  so  h o w  th a t  b as is  
w ill b e  d e te r m in e d . D O I  a n d  K o n ia g  h a v e  d e te rm in e d  th a t  th e  E x c h a n g e  L a n d  V a lu e  is 5 7 7 ,4 4 2 ,7 1 1  
a n d  D O I  h a s  d e te r m in e d  th a t  th e  v a lu e  o f  th e  K o n ia g  A N W R  L a n d s  is 5 7 7 ,3 9 4 .0 0 0 . K o n ia g  h a s  
o b ta in e d  se v e ra l e s tim a te s  o f  th e  f a ir  m a rk e t  v a lu e  o f  th e  K o n ia g  E x c h a n g e  L a n d s  w h ic h  v a ry  
s ig n if ic a n t ly  a m o n g  th e m se lv e s  a n d  f ro m  th e  E x c h a n g e  L a n d  V a lu e . S ee “ P ro p o s i t io n  I — P ro p o s e d  
E x c h a n g e — V a lu a tio n  o f  K o n ia g  E x c h a n g e  L a n d s .”  N o n e  o f  th e s e  v a lu a t io n s  a re , h o w e v e r, b in d in g  
o n  th e  I n te r n a l  R e v e n u e  S erv ice . T h e  fa ir  m a r k e t  v a lu e  o f  th e  O il a n d  G a s  E D P  I n te r e s ts  is a lso  
u n c le a r .  D e p e n d in g  o n  th e  a m o u n ts  u l t im a te ly  d e te r m in e d  fo r  th e  b a s is  o f  th e  K o n ia g  E x c h a n g e  
L a n d s  a n d  fo r  th e  fa ir  m a rk e t  v a lu e  o f  th e  O il a n d  G a s  E D P  In te re s ts ,  K o n ia g  c o u ld  re c o g n iz e  
s u b s ta n t ia l  a m o u n ts  o f  in c o m e , n o  in c o m e  a t  a l l ,  o r  a  ta x  loss.

K o n ia g  h a s  a lso  b ee n  a d v ise d  b y  its  a u d i to r s  th a t  th e  p a y m e n ts  m a d e  b y  th e  C h e v ro n  G r b u p  
u n d e r  th e  L A A  a n d  by  P h il l ip s  u n d e r  th e  P h il l ip s  A g re e m e n t  p r io r  to  is s u a n c e  o f  th e  K o n ia g  A N W R  
L e a se s  w ill b e  t r e a te d  a s  o p tio n  p a y m e n ts  a n d  w ill n o t  b e  in c o m e  to  K o n ia g  u n t i l  i t  is  d e te rm in e d  
w h e th e r  o r  n o t th e  K o n ia g  A N W R  L e a se s  w ill b e  is su e d . I n  th e  e v e n t t h a t  p a y m e n ts  m a d e  b y  th e  
C h e v ro n  G r o u p  a n d  P h illip s  p r io r  to  is s u a n c e  o f  th e  K o n ia g  A N W R  L e a se s  a r e  c o n s id e re d  o p t io n  
p a y m e n ts  fo r  fe d e ra l  in c o m e  ta x  p u rp o s e s , th e n  a t  su c h  t im e  a s  th e  o p t io n s  a r e  e i th e r  e x e rc is e d  (b y  
th e  e x e c u t io n  o f  leases) o r  ex p ire , K o n ia g  w o u ld  r e c o g n iz e  ta x a b le  in c o m e . I f  th e  o p t io n s  e x p ire , 
th e r e  w o u ld  b e  n o  o ffse ttin g  b as is  a d ju s tm e n t  a n d  th e  e n t i r e  a m o u n t  w o u ld  b e  in c lu d e d  in  K o n ia g ’s 
ta x a b le  in c o m e . I f  th e  p a y m e n ts  f ro m  th e  C h e v ro n  G r o u p  a n d  P h il l ip s  a r e  n o t  o p t io n  p a y m e n ts  
fo r  fe d e ra l  in c o m e  ta x  p u rp o se s , th e s e  p a y m e n ts  w ill c o n s t i tu te  in c o m e  u p o n  r e c e ip t  b y  K o n ia g .

I f  th e  o p t io n s  a re  e x e rc ise d  a n d  le a se s  a r e  e n te r e d  in to ,  K o n ia g  w ill re c o g n iz e  in c o m e  in  th e  
a m o u n t  o f  th e  le a se  b o n u s  p a y m e n ts  re c e iv e d . K o n ia g  w ill, h o w e v e r , b e  e n t i t le d  to  a d e p le tio n  
d e d u c t io n  w 'h ich  w ill o ffse t in  p a r t  o r  to ta l ly  th e  le a se  b o n u s  p a y m e n ts .  T h e  d e p le tio n  d e d u c t io n  
w ill b e  c o s t d e p le tio n  a n d  w ill b e  c a lc u la te d  o n  K o n ia g ’s b a s is  in  th e  O il a n d  G a s  E D P  In te re s ts .  
I f  th e  O il a n d  G a s  E D P  In te re s ts  w e re  re c e iv e d  in  a  ta x - f re e  e x c h a n g e , as  m e n tio n e d  a b o v e , th e i r  
b a s is  w o u ld  b e  th e  s a m e  as  K o n ia g ’s b a s is  in  th e  K o n ia g  E x c h a n g e  L a n d s .  A N C S A  p ro p e r t ie s  
(p r o p e r t ie s  re c e iv e d  p u r s u a n t  to  A N C S A )  a r e  e n t i t le d  to  a n  a l te r n a t iv e  b a s is , i f  g re a te r ,  b a s e d  o n  
th e  f a ir  m a rk e t  v a lu e  o f  th e  s u o s u r fa c e  e s ta te  o n  th e  d a te  o f  f irs t  c o m m e r c ia l  d e v e lo p m e n t. I t  is 
u n d e te r m in e d  a t  th is  p o in t  w h e th e r  th e  O il a n d  G a s  E D P  I n te r e s ts  w ill q u a l ify  a s  A N C S A  p ro p e r ty .  
I f  th e y  d o , a n  a l te r n a t iv e  b a s is  v a lu a tio n  w ill b e  o b ta in a b le ,  a s s u m in g  it e x c e e d s  th e  o r ig in a l  b as is . 
I f  th e  E x c h a n g e  is  ta x a b le . K o n ia g ’s b a s is  in  th e  O il a n d  G a s  E D P  I n te r e s ts  w ill b e  th e ir  f a ir  m a rk e t  
v a lu e  o n  th e  d a t e  o f  tb.e E x c h a n g e  u n le s s  th e  A N C S A  a l te r n a t iv e  b a s is  p ro v is io n s  a p p ly .

I f  th e r e  is n o  c o m m e rc ia l d e v e lo p m e n t.  K o n ia g  w ill r e c o g n iz e  ta x a b le  in c o m e  a t  so m e  p o in t  
in  th e  f u tu r e  b a s e d  o n  d e p le tio n  r e c a p tu r e  fo r  th e  a m o u n t  ta k e n  a s  a n  o ffse t to  th e  le a se  b o n u s  
p a y m e n ts .

P L E A S E  T A K E  N O T E  th a t  K o n ia g  w ill n o t o b ta in  a  ta x  o p in io n  f ro m  c o u n s e l in  c o n n e c t io n  
w ith  th e  ta x  t r e a tm e n t  o f  th e  E x c h a n g e  a n d  th e  L e a se  A g re e m e n ts .  M o re o v e r ,  a n y  c h a n g e  in  th e  
ta x  la w s  m a y  a d v e rs e ly  a ffec t th e  ta x  t r e a tm e n t  o f  th e  p ro p o s e d  E x c h a n g e  a n d  th e  L ea se  A g re e m e n ts . 
A s  p a r t  o f  th e  E x c h a n g e  L e g is la tio n . K o n ia g  w ill se ek  c la r if ic a tio n  th a t  th e  O il a n d  G a s  E D P  I n te r e s ts  
w ill b e  a c c o rd e d  th e  sa m e  tax  t r e a tm e n t  as la n d s  su b je c t  to  A N C S A . In  th e  e v e n t th a t  th e  B o a rd  
d e te r m in e s  t h a t  th e  tax  t r e a tm e n t  o f  th e  E x c h a n g e  A g re e m e n t  a n d  th e  L e a se  A g re e m e n ts  w ill r e s u lt  
in  a d v e rs e  ta x  c o n s e q u e n c e s  w h ic h  a re  n o t m it ig a te d  b y  th e  E x c h a n g e  L e g is la t io n , th e  B o a rd  w ill 
r e c o n s id e r  th e  a d v is a b i li ty  o f  K o n ia g 's  p a r t ic ip a t io n  in  th e  E x c h a n g e .

2. Income Tax Considerations



T h e  a b o v e  se c tio n  re fe rs  e x c lu s iv e ly  to  fe d e ra l ta x  c o n s e q u e n c e s . A la s k a 's  c o r p o r a te  in c o m e  
tax  is b a se d  o n  fe d e ra l ta x a b le  :n e o m e  a n d  g e n e ra lly  fo llo w s  th e  fe d e ra l ru les . In  g e n e ra l,  th e re fo re .  
K o n ia g 's  A la s k a  in c o m e  ta x  l ia b ili ty  s h o u ld  be d e te rm in e d  b y  a p p ly in g  th e  a p p lic a b le  A la s k a  ta x  
r a te  a t  th e  tim e  o f  th e  t r a n s a c t io n  to  th e  a m o u n t  o f  a n y  g a m  re c o g n iz e d  fo r  fe d e ra l ta x  p u rp o se s .

R I G H T S  O F  D I S S E N T I N G  S H A R E H O L D E R S

U n d e r  th e  S ta te  o f  A la s k a 's  B u s in e ss  C o rp o r a t io n  A c t.  i f  a  sa le  o r  e x c h a n g e  o f  a ll o r  s u b s ta n t ia l ly  
a ll o f  th e  a s se ts  o f  a  c o r p o r a t io n  o th e r  th a n  in  th e  u su a l a n d  r e g u la r  c o u rse  o f  b u s in e ss  is a u th o r iz e d  
by  a  v o te  o f  th e  s h a re h o ld e r s ,  a  s h a r e h o ld e r  w h o  o p p o se s  su c h  sa le  o r  e x c h a n g e  m a y  e x e rc is e  w h a t  
a re  c a lle d  " d i s s e n te r s ' r ig h ts "  a n d  r e q u ir e  th e  c o r p o r a t io n  to  b u y  th i s h a re h o ld e r ’s s h a re s  a t  th e ir  
fa ir  m a rk e t  v a lu e . A s  in d ic a te d  a b o v e , it is n o t  c le a r  w h e th e r  th e  Exc h a n g e  A g re e m e n t  a n d  L e a se  
A g re e m e n ts  c o n s t i tu te  a n  e x c h a n g e  o f  s u b s ta n t ia l ly  a ll o f  th e  a s se ts  o f  K o n ia g . In  a d d i t io n ,  w h ile  
th e re  is n o  ju d ic ia l  a u th o r i ty  o n  th e  a p p l ic a b il i ty  o f  d is s e n te r s ’ r ig h ts  to  A la s k a  N a tiv e  C o r p o r a t io n s  
in  th e se  c i rc u m s ta n c e s .  A N C S A  p ro h ib its  th e  t r a n s f e r  o r  a l ie n a tio n  o f  N a tiv e  C o r p o r a t io n  s to c k  
u n til  J a n u a r y  1, 1992, e x c e p t in  c e r ta in  l im ite d  s i tu a t io n s  n o t  a p p l ic a b le  h e re to . In  l ig h t  o f  th e  
fo re g o in g , K o n ia g  b e liev e s  th a t  s h a re h o ld e r s  w h o  o p p o s e  th e  E x c h a n g e  A g re e m e n t  a n d  L e a se  
A g re e m e n ts  w ill n o t  b e  e n t i t le d  to  re c e iv e  p a y m e n t  fo r  th e i r  s h a re s  if  th e  E x c h a n g e  is a p p ro v e d  a n d  
th e  L e a se  A g re e m e n ts  a r e  ra tif ie d . C o n s e q u e n t ly ,  th e se  s h a re h o ld e r s  w ill r e m a in  s h a re h o ld e r s  o f  
K o n ia g .

P R O P O S I T I O N  I I — P R O P O S E D  C O N V E Y A N C E S  T O  K A R L U K  A N D  L A R S E N  B A Y

S T A T E M E N T  O F  P R O P O S I T I O N  I I  

P ro p o s i t io n  I I  s ta te s :
IT  IS  N O W  R E S O L V E D  b y  th e  s h a re h o ld e r s  o f  K o n ia g , In c . th a t  th e  B o a rd  o f  D ir e c to r s  o f  
K o n ia g  In c ., b e  a n d  h e re b y  is a u th o r iz e d  a n d  e m p o w e re d  to  c o n v e y , w i th o u t  c o n s id e ra t io n ,  
th e  s u r fa c e  e s ta te  o f  a p p r o x im a te ly  3 4 ,1 8 6  a c re s  in  th e  v ic in ity  o f  K a r lu k ,  A la s k a  to  th e  K a r lu k  
I R A  C o u n c il  o r  its  d e s ig n e e , a n d  th e  s u r fa c e  e s ta te  c f  a p p r o x im a te ly  17,676 a c re s  in  th e  v ic in ity  
o f  L a rse n  B ay , A la s k a  to  th e  T ra d i t io n a l  T r ib a l  C o u n c il  fo r  L a rs e n  B ay , a n  u n in c o r p o r a te d  
a s so c ia tio n , o r  its  d e s ig n e e : p ro v id e d , h o w e v e r , th e  fo llo w in g  c o n d i t io n s  in  th e  d e te r m in a t io n  
o f  s u c h  B o a rd  o f  D ir e c to r s  sh a ll  h a v e  b ee n  m e t  p r io r  to  th e  is s u a n c e  o f  a n y . s u c h  
c o n v e y a n c e s : (a )  th e  c o n s u m m a tio n  o f  th e  p ro p o s e d  E x c h a n g e  w ith  th e  U n ite d  S ta te s  o f  la n d s  
in  th e  K o d ia k  N a tio n a l  W ild life  R e fu g e  fo r  c e r ta in  o il a n d  gas e x p lo ra tio n ,  d e v e lo p m e n t a n d  
p ro d u c t io n  r ig h ts  in  a n d  to  c e r ta in  la n d s  in  th e  A rc t ic  N a t io n a l  W ild life  R e fu g e ; a n d  (b ) th e  
e n a c tm e n t  o f  fe d e ra l le g is la tio n  s a t is f a c to ry  to  K o n ia g  a u th o r iz in g  K o n ia g  to  m a k e  s u c h  
c o n v e y a n c e s  w i th o u t  c o n s id e ra t io n ,  e l im in a t in g  a n y  u n in te n d e d  a d v e rs e  ta x  c o n s e q u e n c e s  
a r is in g  f ro m  th e  c o n v e y a n c e s  a n d  in c lu d in g  su c h  o th e r  te rm s  a n d  c o n d i t io n s  a s  K o n ia g  sh a ll  
d e te rm in e  to  b e  n e c e s sa ry  o r  a p p r o p r ia te .  T h e  a c tu a l  a m o u n t  o f  th e  a c re a g e  to  b e  c o n v e y e d  
w ill be su b je c t  to  a d ju s tm e n t  r e s u lt in g  f ro m  th e  fu lf i llm e n t o f  K o n ia g ’s o b lig a tio n s  u n d e r  S e c t io n  . 
14(c) o f  A N C S A . S h o u ld  e i th e r  o f  th e se  re c ip ie n ts  d e s ig n a te  a n o th e r  e n t i ty  to  re c e iv e  
c o n v e y a n c e , t h a t  d e s ig n a te d  e n t i ty  m u s t b e  c o m p r is e d  o f  a  m e m b e rs h ip  w h ic h  is lim ite d  to  a ll 
fo rm e r  s h a re h o ld e r s  o f  th e  V illag e  C o r p o r a t io n  fo r  th a t  c o m m u n ity ,  o r  th e ir  h e irs  a n d  
d e s c e n d a n ts , u n le s s  a n y  fe d e ra l le g is la tio n  w h ic h  m a y  be e n a c te d  p ro v id e s  o th e rw is e . A n y  
c o n v e y a n c e s  m a d e  p u r s u a n t  to  th is  r e s o lu t io n  w ill p ro v id e  th a t  u p o n  th e  o c c u r re n c e  o f  a n y  
o f  th e  fo llo w in g  e v e n ts ,  t it le  to  th e  la n d s  so  c o n v e y e d  w ill a u to m a t ic a lly  re v e r t  to  a n d  v es t in  
K o n iag :

(a )  A  final ju d ic ia l  d e te rm in a t io n  by  a  c o u r t  o f  c o m p e te n t  ju r is d ic t io n  th a t  th e  p ro p o s e d  
E x c h a n g e  is in v a lid  o r  w h ic h  it se ts  a s id e  fo r  a n y  rea so n :

( b) A  final ju d ic ia l  d e te rm in a t io n  by a c o u r t  o f  c o m p e te n t  ju r is d ic t io n  th a t  th e  m e rg e r  b e tw e e n  
K a r lu k  N a tiv e  C o r p o ra t io n .  N u -N a c h k  P it, In c .. a n d  K o n ia g  is in v a lid  o r  w h ic h  se ts  it 
a s id e  fo r  a n y  rea so n :

<c) A  final ju d ic ia l  d e te rm in a t io n  by  a c o u r t  o f  c o m p e te n t  ju r is d ic t io n  th a t  th e  c o n v e y a n c e s  
a u th o r iz e d  h e re b y  w ere  n o t D roperlv  a u th o r iz e d ,  c o n s t i tu te  w a s te  o f  th e  a s se ts  o f  th e  
c o r p o ra t io n  o r  a r e  in v a lid  fo r  anv rea so n



BACKGROUND
A s  th e  r e s u lt  o f  th e  M e rg e r  b e tw e e n  K o n ia g  a n d  K N C  a n d  N N P I  ■* ' ;a - <' UCi:ee° e^  10 

r ig h ts  o f  K N C  a n d  N N P I  w ith  re sp e c t to  th e i r  a s se ts  as  o f  th e  d a te  o f  i ' i - rg c r .  in c lu d in g  b u t
n o t l im ite d  to  th e i r  r ig h ts  to  rece iv e  la n d  u n d e r  th e  p ro v is io n s  o f  A N C S A  f ’ s n a re h o ld e r  o f  K . C.
a n d  N N P I  re c e iv e d  o n e  s h a re  o f  C la ss  B K o n ia g  s to c k  fo r  e a c h  s h a r e  o f '  •* ' C o rp o ra tio n  s to c
h e ld  by  th e m . K o n ia g  C la ss  B s h a re h o ld e r s  a re  e n t i t le d  to  re c e iv e  d ir e c t  dis? • • ,lo n  o f  A la s k a . a t n e
F u n d  a n d  S e c tio n  7 (i) m o n ie s , in  a d d i t io n  to  a n y  d iv id e n d s  d e c la re d  by

A s  th e  s u c c e s s o r - in - in te re s t  to  K N C  a n d  N N P I .  K o n ia g  h a s  th e  r ig h t 1 l '-‘c e ' ve t l l !e 10 
a c r e s  o f  la n d  o n  K o d ia k  I s la n d  w h ich  h a d  b ee n  s e le c te d  b y  th e  tw o  Villo* ■ c o r p o r a t io n s ,  as w ell 
a s  t i t le  to  th e i r  r e s p e c t iv e  in te re s ts  in  th e  A fo g n a k  J o in t  V e n tu r e  w h ic h  h:»-‘ t>c‘en c rea tec ‘ p u r s u a n t 
to  th e  p ro v is io n s  o f  A N I L C A  in e x c h a n g e  fo r  c e r ta in  la n d  e n t i t le m e n t^  •*’ l *ie  Pa r t ,c *Pa n ls -

U n d e r  th e  te r m s  o f  th e  M e rg e r , th e  K a r lu k  I R A  C o u n c il  w a s  to  re* , " c‘ f*860 ac res  o f  la n d  
a n d  th e  L a rs e n  B a y  T r a d i t io n a l  C o u n c il ,  2 .0 3 0  a c re s . T h e s e  la n d s  w e re  th* e q u iv a le n t o f t e n  a c re s  
fo r  e a c h  s h a r e h o ld e r  w h o  w a s  o r ig in a lly  e n ro lle d  to  K N C  a n d  N N P I  r e s p e * " 'e • ^  e.r  d isc u ss io n s  
w ith  th e  tw o  r e c ip ie n t  e n t i t ie s  as  to  th e  lo c a tio n  o f  th e s e  la n d s , K o n ia g .  a c * u c c e s so r- in -m te re s t to  
K N C  a n d  N N P I ,  m a d e  th e  re q u ir e d  c o n v e y a n c e s . T h e  tw o  tr ib a l  o rg a n iz a i '* ,nS h a d  S? Uj", t0  uVC 
K o n ia g  c o n v e y  c e r ta in  la n d s  w h ich  h a d  b ee n  id e n tif ie d  b y  e a c h  o f  th e  fo « '!,t![  s h a re h o ld e rs  as  h is  
p re fe r re d  lo c a tio n .  W h ile  th e re  w as n o  o b lig a tio n  o n  th e  p a r t  o f  K o n ia g  1,1 ‘1° n o r  su c h  re q u e s ts , 
it a t te m p te d  to  d o  so . e x c e p t w ith  re s p e c t to  la n d s  w h ic h  h a d  b ee n  id e n tif ie d  *n t a e  a ^ s 
b y  F W S  as b e in g  p o te n t ia l ly  th e  m o s t v a lu a b le  fo r  th e  E x c h a n g e . K o n ia g  h'**1 a d v ise d  by  r  
t h a t  i f  th e s e  la n d s  w e re  c o n v e y e d  in  s a t is f a c tio n  o f  K o n ia g ’s M e rg e r  o b l i g a t i * th e  E x c h a n ge m l?  1 
n o t  b e  p o ss ib le .

A ll o f  th e  la n d s  p ro p o s e d  to  be e x c h a n g e d  w ith  D O I  a s  d is c u s s e d  in  P ro p o s itio n  I a re  la n d s  
w h ic h  K o n ia g  a c q u ir e d  in  th e  M e rg e r  w ith  K N C  a n d  N N P I .

B e c a u se  o f  th e  M e rg e r .  K a r lu k  a n d  L a rs e n  B a y  a r e  th e  o n ly  N a t iv e  v lt ,uKes o n  K o d ia k  I s la n d  
w h e re  th e  m a jo r i ty  o f  th e  la n d s  s u r ro u n d in g  th e  v illa g e  a r e  o w n e d  b y  K o n ia r  d e c is io n  a fle c tin g  
th e  u se  o r  d is p o s a l  o f  s u c h  la n d s  is m a d e  b y  K o n ia g ,  w h ic h  is u n d e r  n o  le g i '1 o b lig a tio n  to  c o n s i e r  
th e  d e s ire s  o f  th e  v illa g e  re s id e n ts . T h e  p re s e n t  B o a rd  o f  D i r e c to r s  h a s  s o t iU 'l j t0  a d n iin is te r  ese  
la n d s , w h e re  p o s s ib le , in  a c c o rd a n c e  w ith  th e  w ish e s  o f  th e  re s id e n ts  o f  th* v illages. B e ca u se  e re  
is n o  leg a l o b l ig a t io n  to  d o  so , fu tu re  B o a rd s  o f  D ir e c to r s  m a y  c h o o s e  to  f» »!low a d iffe re n t c o u rse . 
T h e  B o a rd  o f  D i r e c to r s  b e liev e s  th a t  it is  im p o r ta n t  t h a t  th e  N a t iv e  re s id e n * b ° ‘ e a c h  V 1 a 8e 111 e 
K o d ia k  re g io n  h a v e  a  m o re  d ir e c t  v o ic e  in  th e  m a n a g e m e n t  o f  la n d s  adjac**"1 10 1 j Cirf VJL .a ®e? 
th a t  w h ic h  e x is ts  in  K a r lu k  a n d  L a rs e n  B a y . B e c a u se  o f  th is  c o n c e r n ,  th* ” o a r d  °  irec  o rs  *s 
re q u e s tin g  th a t  it b e  g r a n te d  th e  a u th o r i ty  to  c o n v e y  c e r ta in  la n d s  to  th e  r H ,ec tlv e  n  a  c o u n c l s 
o r  th e i r  d e s ig n e e s  f o r  e a c h  v illage .

P R O P O S E D  A U T H O R I T Y  T O  C O N V E Y

1. S c o p e  o f  P r o p o s e d  A u th o r i ty  to  C o n v e y

U n d e r  th e  p r o p o s a l ,  K o n ia g  w o u ld  be a u th o r iz e d  to  c o n v e y  to  th e  K » i iu k  I R A  
s u r fa c e  e s ta te  o f  a p p r o x im a te ly  3 A 1 8 6  a c re s  as  s h o w n  o n  th e  m a p  d es ig n a t*  *' a s  . re  '  _
L a n d s ” ). K o n ia g  w o u ld  b e  a u th o r iz e d  to  c o n v e y  to  th e  T r a d i t io n a l  T r ib a l  1 ° I , & L a n d s ” )*
th e  s u r fa c e  e s ta te  o f  a p p r o x im a te ly  17 ,676  a c re s  a s  a ls o  s h o w n  o n  F ig u r e  1 1 L a rs e n  ay  ;•
T h e s e  la n d s  h a v e  n o t  y e t b e e n  su rv e y e d  a n d  th e re fo r e  th e  a c tu a l  a c re a g e  m a y  varv  s ig  . p o  
p e r f o rm a n c e  o f  a  f in a l su rv e y . A p p ro x im a te ly  1 0 .1 6 0  a c r e s  o f  th e  K a r lu k  L p " db a  1 e a ![s®n . a ^ 
L a n d s  a r e  lo c a te d  w ith in  th e  b o u n d a r ie s  o f  K N W R  a n d  a re  s u b je c t to  th* re s tr ic t io n s  o ec l r.
2 2 (g )  o f  A N C S A . T h e  b a la n c e  o f  th e  K a r lu k  L a n d s  a n d  th e  L a r s e n  B a y  L a n d  a p p r o x im a e y  ,
a c re s , a r e  lo c a te d  o u ts id e  th e  b o u n d a r ie s  o f  K N W R  a n d  a r e  n o t  su b je c t to  1h‘ P r ° vlS.10PST°  1 j
2 2 (g ). O f  th e  la n d s  p r o p o s e d  fo r  c o n v e y a n c e , a p p r o x im a te ly  1 .570  a c r e s  o f ,n e  r  u . a i? . ,
1 .567 a c re s  o f  rh e  L a r s e n  B ay  L a n d s  a re  la n d s  fo r  w h ic h  K o n ia g  h a s  th e  r 'P m  10 rece iv e  * ”
w h ic h  h a v e  y e t to  b e  c o n v e y e d  to  K o n ia g . A t th e  t im e  th a t  K o n ia g  r e c e r  \  C? nVj 'Vato° ̂ e  tr ib a l 
la n d s  f ro m  th e  U n i te d  S ta te s  G o v e r n m e n t ,  K o n ia g  w o u ld  th e n  c o n v e y  ”  s l 0 f l a n d
c o u n c ils  i f  th e  o th e r  r e q u ir e m e n ts  fo r  th e s e  c o n v e y a n c e s  h a v e  b ee n  m e t. T h '  ‘*c tu a  v ev a n ce s
to  b e  c o n v e y e d  w ill b e  su b je c t to  th e  fu lf i llm e n t o f  K o n ia g 's  o b l ig a t io n s  to  m -  * c c e r ta in  co n  •



to  th ir d  p a r t ie s  u n d e r  S e c tio n  14(c) o f  A N C S A . T h e  n u m b e r  o f  a c re s  s ta te d  h e re  a re  n e t o f  a ll S ec tio n  
14(c) c la im s  o f  w h ic h  K o n ia g  is a w a re  b u t n e g o t ia t io n s  a re  s till in p ro g re s s  w ith  th e  S ta te  o f  A la s k a 's  
M u n ic ip a l  L a n d  T r u s te e  a s  to  th e  a m o u n t  o f  a c re a g e  to  be t r a n s f e r r e d  by  K o n i3 g  to  it in t r u s t  fo r  
a  m u n ic ip a l c o r p o r a t io n  w h ic h  m a y  b e  c r e a te d  a t  K a r lu k .  I f  s u c h  n e g o tia t io n s  a re  c o m p le te ly  
u n su c c e s s fu l a n d  K o n ia g  is re q u ire d  to  t r a n s f e r  th e  m a x im u m  a m o u n t  o f  la n d  r e q u ire d  u n d e r  S e c tio n  
14(c)(3 ) o f  A N C S A . it w o u ld  th e n  be ab le  to  c o n v e y  3 3 ,3 2 6  a c re s  to  K a r lu k  I R A  C o u n c il.

T h e  B o a rd  o f  D ir e c to r s  h as  n o t  c o m m is s io n e d  a fo rm a l a p p ra is a l  o f  th e  la n d s  to  be c o n v e y e d . 
H o w e v e r . D irk s e n  d id  p e r fo rm  a t  K o n ia g 's  re q u e s t a n  e s t im a te  o f  v a lu e  b a s e d  u p o n  th e  s a m e  
a s s u m p tio n s  a n d  m e th o d o lo g y  u se d  b y  F W S  to  v a lu e  th e  K o n ia g  E x c h a n g e  L a n d s . S ee " P r o p o s i t io n  
I— P ro p o s e d  E x c h a n g e — V a lu a tio n  o f  K o n ia g  E x c h a n g e  L a n d s ’-. In  a  r e p o r t  d a te d  S e p te m b e r  15. 
1987, D irk s e n  e s t im a te d  th e  to ta l  v a lu e  o f  th e  la n d s  to  b e  c o n v e y e d  to  th e  K a r lu k  IR A  a n d  L a rs e n  
Bay T rib a l  C o u n s e l to  be S 8 ,4 4 2 .0 0 0 . T h is  e s t im a te  is b a s e d  u p o n  a  " h ig h e s t  a n d  b e s t u s e "  a n a ly s is  
a n d  d o e s  n o t re f lec t e i th e r  th e  effec t o f  S e c tio n  2 2 (g ) o f  A N C S A  o r  th e  v a lu e  th a t  su c h  la n d s  m ig h t  
h a v e  in  a n  e x c h a n g e  w ith  D O I .  S u c h  e s t im a te s  o f  v a lu e  a r e  s u b je c t to  th e  s a m e  p ro b le m s  as  p re v io u s ly  
id e n tif ie d  in  th e  d is c u s s io n  o f  v a lu a tio n  o f  th e  K o n ia g  E x c h a n g e  L a n d s  (See " P r o p o s i t io n  
I— P ro p o s e d  E x c h a n g e — V a lu a t io n  o f  K o n ia g  E x c h a n g e  L a n d s " )  b u t  a r e  e v e n  less re lia b le  (b e c a u s e  
m o s t o f  th e se  la n d s  w e re  n o t p a r t  o f  th e  la n d s  a p p ra is e d  b y  F W S ).

2. R e c ip ie n ts  o f  th e  C o n v e y a n c e s

K o n ia g  p ro p o s e s  to  c o n v e y  th e  K a r lu k  L a n d s  to  th e  K a r lu k  I R A  C o u n c il  o r  its  d e s ig n e e ; th e  
L a rse n  B ay L a n d s  w o u ld  b e  c o n v e y e d  to  th e  L a rs e n  B ay  T r ib a l  C o u n c il ,  a n  u n in c o r p o r a te d  
a s so c ia tio n , o r  its  d e s ig n e e . D e p e n d in g  u p o n  th e  c o n d i t io n s  se t b y  le g is la tio n  a u th o r iz in g  th e  
c o n v e y a n c e s  (see  “ P ro p o s i t io n  I I — P ro p o s e d  A u th o r i ty  to  C o n v e y — C o n d i t io n s  o f  I s s u a n c e  o f  
C o n v e y a n c e s” ), ta x  c o n s id e ra t io n s ,  p o lit ic a l p e rc e p tio n s  r e g a rd in g  t r ib a l  s o v e re ig n ty  a n d  o th e r  
fa c to rs , it m a y  b e  a p p r o p r ia te  fo r  e a c h  o f  th e  t r ib a l  g o v e rn m e n ts  to  e s ta b l is h  a n d  d e s ig n a te  o th e r  
e n tit ie s  to  rec e iv e  th e  c o n v e y a n c e s . I f  th e  re sp e c tiv e  tr ib a l  c o u n c ils  d e s ig n a te  o th e r  e n t i t ie s  to  re c e iv e  
title , th e n  e a c h  su c h  e n t i ty  w ill b e  l im ite d  to  a  m e m b e rs h ip  o f  a ll f o rm e r  s h a re h o ld e r s  o f  th e  re sp e c tiv e  
V illag e  C o r p o r a t io n ,  o r  th e i r  h e irs  a n d  d e s c e n d a n ts ,  u n le s s  a n y  a u th o r iz in g  le g is la tio n  p ro v id e s  
o th e rw ise .

3. C o n d it io n s  o f  I s s u a n c e  o f  C o n v e y a n c e

N o  c o n v e y a n c e s  o f  th e  K a r lu k  L a n d s  a n d  th e  L a rse n  B ay  L a n d s  w o u ld  be m a d e  u n til  th e  B o a rd  
o f  D ire c to rs  h as  d e te r m in e d  th a t  th e  fo llo w in g  c o n d i t io n s  h a v e  b ee n  m e t:

(a )  T h e  c o n s u m m a tio n  o f  th e  E x c h a n g e  a n d  th e  re c e ip t b y  K o n ia g  o f  th e  O il a n d  G a s  
E D P  I n te r e s ts ,  w h ic h  c o n s u m m a tio n  c a n n o t  o c c u r  w ith o u t  th e  a p p r o v a l  o f  P ro p o s i t io n  
I a u th o r iz in g  th e  E x c h a n g e ;

(b ) E n a c tm e n t  o f  fe d e ra l le g is la tio n  s a tis fa c to ry  to  K o n ia g  w h ic h  a u th o r iz e s  K o n ia g  to  
c o n v e y , w ith o u t  c o n s id e ra t io n ,  th e  K a r lu k  L a n d s  a n d  L a rs e n  B a y  L a n d s  to  th e  K a r lu k  
I R A  C o u n c il  a n d  th e  L a rse n  B ay  T r ib a l  C o u n c il r e sp e c tiv e ly , e l im in a te s  a n y  
u n in te n d e d  a d v e rs e  ta x  c o n s e q u e n c e s  a r is in g  f ro m  th e  c o n v e y a n c e s , a n d  in c lu d e s  s u c h  
o th e r  te rm s  a n d  c o n d i t io n s  a s  K o n ia g  sh a ll  d e te r m in e  to  b e  n ec essa ry ' o r  a p p r o p r ia te .

T h e  B o a rd  o f  D ir e c to r s  be lieves th a t  th e  K a r lu k  L a n d s  a n d  L a rse n  B ay L a n d s  s h o u ld  n o t be 
co n v ey ed  u n til th e  E x c h a n g e  h as  b ee n  c o n s u m m a te d  a n d , as a  re s u lt  th e re o f . K o n ia g  h a s  e i th e r  
rece ived  o r  w ill be le g a lly  e n t i t le d  to  rec e iv e  su ffic ie n t fu n d s  ( a p p ro x im a te ly  S 58 .3 0 0 .0 0 0  less w h a te v e r  
a m o u n t m ay  be a l lo c a te d  to  th e  s h a re h o ld e r  p e rm a n e n t  d is t r ib u t io n  fu n d  if  s u c h  fu n d  is c r e a te d  
(see " P ro p o s it io n  I I I " ) )  f ro m  th e  L ea se  A g re e m e n ts  to  " r e p la c e "  th e  c a p i ta l  o f  th e  c o r p o r a t io n  
(sh a re h o ld e rs  e q u i ty )  w h ic h  h a d  b ee n  lo s t in  p r io r  y ea rs .

T h e  B o ard  o f  D ire c to rs  is f u r th e r  c o n d i t io n in g  su c h  c o n v e y a n c e s  u p o n  th e  e n a c tm e n t  o f  
a u th o r iz in g  fe d e ra l le g is la tio n  s a tis f a c to ry  to  th e  B o a rd . A t  th e  p re s e n t  t im e  it is u n c le a r  w h e th e r  
K o n ia g  has th e  a u th o r i ty  to  m a k e  a  t r a n s fe r  o f  th is  m a g n itu d e  w ith o u t m o n e ta ry  o r  o th e r  f in a n c ia l 
c o n s id e ra tio n . In  a d d i t io n ,  th e  ta x  t r e a tm e n t  o f  th e  c o n v e y a n c e s  c o u ld  b e  p ro b le m a tic  in th e  a b s e n c e  
o f  leg is la tive  relief, a n d  th e re  a re  o th e r  m a tte rs  th a t  need  to  b e  a d d re s s e d  le g is la tiv e ly . C o n s e q u e n t ly ,  
no  co n v e y an c es  w ill b e  m a d e  u n til  s a t is f a c to ry  le g is la ra m  h as  b een  e n a c te d .



A n y  c o n \e y a n c e  issu ed  p u r s u a n t  to  th e  a u th o r iz a t io n  g r a n te d  by th is  P ro p o s ittu  I I  sh a ll 
p r o v id e  th a t  u p o n  th e  o c c u r re n c e  o f  a n y  o f  th e  fo llo w in g  e v e n ts , t i t le  to  th e  la n d s  con v ey ed  w ill 
a u to m a t ic a l ly  re v e r t  to  a n d  v est in K o n ia g

(a )  A  fina l ju d ic ia l  d e te r m in a t io n  b y  a c o u r t  o f  c o m p e te n t ju r is d ic tio n  th a t th e  E x ch a n g e  
is in v a lid  o r  w h ic h  se ts  it a s id e  fo r  a n y  reason -

(b )  A  final ju d ic ia l d e te rm in a t io n  b> a c o u r t  o f  c o m p e te n t  ju r is d ic t io n  th a t  th e  M e rg e r  
b e tw e e n  K N C . N N P I .  a n d  K o n ia g  is in v a lid  o r  w h ic h  se ts  it a s id e  fo r  a n y  reason :

(c ) A  fina l ju d ic ia l  d e te r m in a t io n  by  a  c o u r t  o f  c o m p e te n t  ju r is d ic t io n  th a t  th e  co n v e y an c es  
o f  th e  K a r lu k  L a n d s  a n d  th e  L a rse n  B ay  L a n d s  w e re  n o t a u th o r iz e d ,  c o n s ti tu te d  w a s te  
o f  th e  a s se ts  o f  th e  c o r p o r a t io n  o r  w e re  in v a lid  fo r  a n y  re a so n .

T h e  f irs t r e v e r te r  c o n d i t io n  re f lec ts  th e  p re m is e  u p o n  w h ic h  th e  c o n v e y a n c e s  a re  b e in g  s u b m itte d  
f o r  s h a r e h o ld e r  a u th o r iz a t io n .  I f  th e  E x c h a n g e  is se t a s id e , t i t le  to  th e  la n d s  w o u ld  re v e r t to  K o n ia g  
f o r  s u c h  f u r th e r  a c t io n  a s  th e  B o a rd  o f  D ir e c to r s  a n d  s h a re h o ld e r s  m a y  d e te rm in e  to  b e  a p p ro p r ia te .

S in c e  K o n ia g  a c q u ir e d  t i t le  to  th e  la n d s  as  th e  r e s u lt  o f  th e  M e rg e r ,  th e  s e c o n d  re v e r te r  c o n d itio n  
p ro v id e s  t h a t  u p o n  a  d e te r m in a t io n  o f  th e  in v a lid ity  o f  th a t  M e rg e r , t i t le  to  th e  la n d s  w o u ld  v est 
in  K o n ia g . T h is  c o n d i t io n  a l lo w s  K o n ia g  to  th e n  b e  in  a p o s it io n  to  re c o n v e y  th e se  la n d s  to  th e  
r e e s ta b l is h e d  V illa g e  C o r p o r a t io n s  f ro m  w h ic h  it  re c e iv e d  th e m  i f  a  c o u r t  so  o rd e re d . S in ce  n o  
c o m p e n s a t io n  is  to  b e  rec e iv e d  b y  K o n ia g  fo r  th e  p ro p o s e d  c o n v e y a n c e , th is  p ro v is io n  is n e c e s sa ry  
to  a v o id  a n y  r is k  th a t  K o n ia g . h a v in g  c o n v e y e d  th e  la n d s  to  e n t i t ie s  c o m p r is e d  o f  th e  fo rm e r  
s h a r e h o ld e r s  o f  th e  V illa g e  C o rp o r a t io n s ,  c o u ld  n o n e th e le s s  b e  r e q u ire d ,  s h o u ld  th e  M e rg e r  b e  
c h a lle n g e d  su c c e s s fu lly , to  c o m p e n s a te  th e  V illa g e  C o r p o r a t io n s  fo r  th e  lo ss  o f  th e i r  lan d s .

T h e  th i r d  r e v e r te r  c o n d i t io n ,  th e  re v e rs io n  o f  t i t le  to  K o n ia g  i f 't h e  c o n v e y a n c e  is h e ld  to  be 
in v a lid , u n a u th o r iz e d  o r  c o n s t i tu te  w a s te , is in c lu d e d  to  m in im iz e  th e  e x p o s u re  a n d  p o te n tia l in ju ry  
to  K o n ia g  i f  s u c h  a  f in d in g  is m a d e , b y  in s u r in g  t h a t  t i t le  to  th e  la n d s  w o u ld  r e v e r t  to  K o n ia g  a n d  
th u s  K o n ia g  w o u ld  be r e s to re d  to  its  p re s e n t  p o s it io n . T h is  p r o v is io n  is  n e c e s sa ry  g iven  th e  r isk  
th a t  th e  r e c ip ie n t  o f  th e  c o n v e y a n c e s  m ig h t  t r a n s f e r  t i t le  to  a  th i r d  p a r ty  a n d  th u s  m a y  n o t b e  in  
a  p o s it io n  to  r e tu r n  t i t le  to  K o n ia g  in  th e  e v e n t o f  su c h  a  ju d ic ia l  d e te r m in a t io n .

A ll o f  th e s e  p ro v is io n s  w o u ld  be a c o n d i t io n  o f  th e  t i t le  o f  a n y  s u b s e q u e n t  o w n e rs  o f  th e  la n d s  
a n d  w o u ld  b e  a p p l ic a b le  to  th e m  as w e ll a s  th e  o r ig in a l  re c ip ie n ts .  T h e s e  r e v e r te r  p ro v is io n s  m a y  
a ffec t th e  m a r k e ta b i l i ty  o f  th e  la n d s  by th e  t r ib a l  c o u n c ils .  T h is  e ffec t c o u ld  e x te n d  b e y o n d  th e  p e r io d  
d u r in g  w h ic h  th e  re v e rs io n a ry  c o n d i t io n s  c o u ld  o c c u r  b e c a u s e  o f  t r a n s a c t io n  c o s ts  a s so c ia te d  w ith  
e v a lu a t in g  th e  r is k  (a t  le a s t u n t i l  su c h  t im e  a s  t i t le  in s u r a n c e  b e c o m e s  a v a ila b le ) .

5 . L a c k  o f  C o n s id e ra t io n

P L E A S E  T A K E  N O T E . B E C A U S E  T H E  P R O P O S E D  C O N V E Y A N C E S , I F  M A D E , 
W O U L D  N O T  IN V O L V E  T H E  P A Y M E N T  O F  A N Y  M O N E T A R Y  C O N S I D E R A T I O N  T O  
K O N I A G ,  T H E  C O N V E Y A N C E S  W O U L D  R E S U L T  I N  A  D E C R E A S E  IN  T H E  U N D E R ­
L Y I N G  V A L U E  O F  T H E  K O N I A G  S T O C K .

F I N A N C I A L  E F F E C T S  O F  T H E  P R O P O S E D  C O N V E Y A N C E S

1. E f f e c t  U p o n  th e  F in a n c ia l  S ta te m e n ts

B e c a u se  th e  K a r lu k  la n d s  a n d  th e  L a rs e n  B ay  la n d s  w o u ld  b e  c o n v e y e d  w ith o u t f in a n c ia l o r  
m o n e ta ry  c o n s id e r a t io n ,  th e i r  c o n v e y a n c e  as  a u th o r iz e d  w o u ld  re s u lt ,  i f  s u c h  la n d s  w ere  s h o w n  as 
a n  a s se t w ith  a  v a lu e  fo r  f in a n c ia l s ta te m e n t  p u rp o s e s , in  a d e c re a s e  in  th e  r e p o r te d  v a lu e  o f  th e  
a s se ts  o f  K o n ia g  b y  a n  a m o u n t  e q u a l to  th e  fa ir  m a rk e t  v a lu e  o f  s u c h  la n d s  a s  o f  th e  d a te  o f  th e ir  
c o n v e y a n c e  u n d e r  A N C S A . w ith  c o r r e s p o n d in g  d e c re a s e  in  th e  c o n t r ib u te d  c a p i ta l  o r  s h a re h o ld e r  
e q u i ty  a c c o u n t .  T h e  effec t o f  th is  a c c o u n t in g  t r a n s a c t io n  w o u ld  b e  to  d e c r e a s e  th e  b o o k  v a lu e  o f  
e a c h  s h a re  o f  o u ts t a n d in g  K o n ia g  s to c k .

4 Reverter Provisions in the Conveyances



A t th e  p re s e n t  t im e , h o w e v e r . K o n ia g  d o e s  n o t c a r r y  o n  its  b o o k s  a n y  v a iu e  to r  th e  ia n d s  o r  
r ig h ts  to  o b ta in  la n d  re c e iv e d  p u r s u a n t  to  th e  p ro v is io n s  o f  A N C S A . in c lu d in g  th e  K a r lu k  L a n d s  
a n d  th e  L a rse n  B ay  L a n d s . C o n s e q u e n t ly ,  fo r  f in a n c ia l s ta te m e n t  p u rp o se s , no  c o r r e s p o n d in g  
a d ju s tm e n t  to  s h a r e h o ld e r  e q u i ty  w ill b e  s h o w n  o n  th e  f in a n c ia l s ta te m e n ts  o f  K o n ia g  w h e n  th e  la n d s  
a r e  c o n v e y e d .

I t  is p o ss ib le  th a t  th e  c o n v e y a n c e s  m ay  o c c u r  a f te r  J a n u a r y  I. 1992, a t  w h ic h  tim e  th e  s to c k  
o f  K o n ia g  m a y  b e  t r a n s fe ra b le .  B e c a u se  it is n o t p o ss ib le  to  fo re c a s t  th e  c o n d i t io n s  u n d e r  w h ic h  
su c h  s h a re s  o f  K o n ia g  s to c k  m a y  be so ld , th e  e x is te n c e  o f  a  m a rk e t  o r  th e  m a rk e t  v a lu e  o f  s u c h  
sh a re s , it is n o t  p o ss ib le  a t  th is  t im e  to  d e te r m in e  th e  e ffec t o f  th e  p ro p o se d  c o n v e y a n c e  u p o n  th e  
m a rk e t v a lu e  o f  th e  K o n ia g  s to c k  if  it b e c o m e s  tra n s fe ra b le .

2. In c o m e  T a x  C o n s id e r a t io n s

T h e  p ro p o s e d  c o n v e y a n c e s  c o u ld  h a v e  a d v e rs e  ta x  c o n s e q u e n c e s  to  K o n ia g  a n d  its  s h a re h o ld e r s .  
K o n ia g  w ill se ek  le g is la tio n  to  m in im iz e  o r  e l im in a te  a n y  s u c h  a d v e rs e  ta x  c o n s e q u e n c e s . H o w e v e r , 
u n d e r  c u r r e n t  ta x  la w s  th e  c o n v e y a n c e  c o u ld  b e  in te r p re te d  b y  th e  In te r n a l  R e v e n u e  S e rv ic e  to  be 
e q u iv a le n t to  a  p re fe re n t ia l  d iv id e n d  to  K o n ia g  s h a re h o ld e r s  w h o  a r e  f o rm e r  s h a re h o ld e r s  o f  K N C  
a n d  N N P I .  E v e n  th o u g h  th e  p ro p e r t ie s  w o u ld  n o t  b e  re c e iv e d  b y  su c h  s h a re h o ld e r s  d ir e c t ly ,  th e  
d is t r ib u t io n  to  th e  tr ib a l  c o u n c ils  fo r  th e  b e n e f it o f  th e se  s h a re h o ld e r s  c o u ld  b e  v ie w e d  b y  th e  I n te r n a l  
R e v e n u e  S e rv ice  a s  a  d is t r ib u t io n  o f  p r o p e r ty  w ith  re s p e c t  to  s to c k .  S h o u ld  th is  o c c u r ,  K o n ia g  w o u ld  
b e  s u b je c t to  a  ta x  o n  th e  e x c e s s  o f  th e  fa ir  m a r k e t  v a lu e  o v e r  th e  ta x  b a s is  o f  th e  p r o p e r t ie s  d is t r ib u te d .

F ro m  th e  s h a r e h o ld e r  p e rsp e c tiv e , th e  f a ir  m a rk e t  v a lu e  o f  th e  p ro p e r tie s  re c e iv e d  b y  th e  t r ib a l  
c o u n c il  c o u ld  b e  t r e a te d  as  a  d is t r ib u t io n  w ith  r e s p e c t  to  s to c k . I f  i t  is so  t r e a te d ,  s h a re h o ld e r s  w o u ld  
be c o n s id e re d  to  h a v e  re c e iv e d  a  d iv id e n d  to  th e  e x te n t  o f  K o n ia g ’s c u r r e n t  o r  a c c u m u la te d  e a r n in g s  
a n d  p ro f its  (as  c a lc u la te d  fo r  fe d e ra l in c o m e  ta x  p u rp o s e s )  a t  th e  t im e  o f  th e  d is t r ib u t io n  b u t  n o t  
to  ex c ee d  a n  a m o u n t  e q u a l  to  th e  fa ir  m a rk e t  v a lu e  o f  th e  p ro p e r t ie s .  K o n ia g ’s e a m in g s  a n d  p ro fits  
c a n n o t  c u r r e n t ly  b e  p re c is e ly  d e te r m in e d  a n d  c o u ld  b e  a s  m u c h  a s  th e  e n t i r e  a m o u n t  o f  th e  
d is tr ib u t io n .  A n y  d is t r ib u t io n  in  ex c ess  o f  c u r r e n t  o r  a c c u m u la te d  e a rn in g s  a n d  p ro fits  w o u ld  r e d u c e  
th e  s h a re h o ld e r s ’ b a s is  in  th e i r  K o n ia g  s to c k , a n d  a n y  a m o u n t  r e m a in in g  a f te r  s u c h  b as is  w as  r e d u c e d  
to  z e ro  w o u ld  b e  t r e a te d  a s  in c o m e  f ro m  th e  sa le  o f  p ro p e r ty .

A s m e n tio n e d  a b o v e , K o n ia g  in te n d s  to  p u r s u e  le g is la tiv e  r e l ie f  to  a v o id  th e se  p o te n tia l  a d v e rs e  
ta x  c o n se q u e n c e s  to  i ts e lf  a n d  its  s h a re h o ld e r s .  T h e  a c tu a l  ta x  c o n s e q u e n c e s  to  b o th  K o n ia g  a n d  
th e  s h a re h o ld e rs  w ill d e p e n d  o n  th e  s ta tu s  o f  th e  ta x  la w s  a t  th e  tim e  o f  c o n v e y a n c e , th e  in c o m e  
p o s itio n  o f  K o n ia g , th e  v a lu e  o f  th e  la n d s  to  b e  c o n v e y e d , th e  ta x  s ta tu s  o f  th e  re c ip ie n ts ,  a n d  th e  
le g is la tiv e  re lie f  o b ta in e d .

P L E A S E  T A K E  N O T E  th a t  K o n ia g  w ill n o t  o b ta in  a  ta x  o p in io n  f ro m  c o u n s e l  in  c o n n e c t io n  
w ith  th e  tax  t r e a tm e n t  o f  th e  p ro p o s e d  c o n v e y a n c e s . T h e  B o a rd  d o e s  n o t in te n d  to  c a r r y  o u t  th e  
p ro p o s e d  c o n v e y a n c e s  s h o u ld  it d e te r m in e  th a t  th e  c o n v e y a n c e s  w o u ld  h a v e  m a te r ia l ly  n e g a tiv e  ta x  
c o n s e q u e n c e s  fo r  K o n ia g  o r  its  s h a re h o ld e r s  a n d  th a t  th e se  c o n s e q u e n c e s  h a v e  n o t b ee n  re m e d ie d  
by  le g is la tio n  s a t is f a c to r y  to  K o n ia g .

T h e  ab o v e  s e c tio n  re fe rs  e x c lu s iv e ly  to  fe d e ra l ta x  c o n s e q u e n c e s . A la s k a 's  c o r p o r a te  in c o m e  
ta x  is b a se d  o n  fe d e ra l ta x a b le  in c o m e  a n d  g e n e ra lly  fo llo w s th e  fe d e ra l ru le s . In  g e n e ra l,  th e re fo re .  
K o n ia g 's  A la s k a  in c o m e  ta x  lia b ili ty  s h o u ld  b e  d e te r m in e d  b y  a p p ly in g  th e  a p p l ic a b le  A la s k a  ta x  
r a te  a t  th e  tim e  o f  th e  tr a n s a c t io n  to  th e  a m o u n t  o f  a n y  g a in  re c o g n iz e d  to r  fe d e ra l ta x  p u rp o se s . 
T h is  d isc u ss io n  d o e s  n o t  re fe r  to  a n y  p o te n t ia l  s ta te  ta x  lia b ili ty  o f  K o n ia g  o th e r  th a n  fo r  c o r p o r a te  
in c o m e  tax . T h e  p o te n t ia l  s ta te  tax  c o n s e q u e n c e s  to  in d iv id u a l  s h a re h o ld e r s  w ill d e p e n d  o n  th e ir  
p e rso n a l s i tu a t io n  a n d  o n  th e  s ta te  in  w h ic h  th e y  re s id e . In d iv id u a ls  s h o u ld ,  th e re fo re , c o n s u l t  th e i r  
p e rso n a l ta x  a d v iso rs  a b o u t  b o th  th e  im p a c t o f  fe d e ra l ta x es  o n  th e i r  p e rs o n a l  s i tu a t io n s  a n d  a b o u t  
p o te n tia l s ta te  ta x  lia b ilitie s .

V O T E  R E Q U I R E D

B ecause o f  th e  m a g n itu d e  o f  th e  p ro p o s e d  c o n v e y a n c e s  o f  th e  K a r lu k  L a n d s  a n d  L a rse n  B ay  
L an d s  a n d  the  '‘ac t th a t  th e y  c o u ld  be sa id  to  d is p r o p o r t io n a te ly  b en e fit c e r ta in  K o n ia g  s h a re h o ld e r s ,  
rhe B o a rd  o f  D ire c to rs  has d e te r m in e d  th a t  a u th o r iz a t io n  o f  th e .c o n v e y a n c e s  s h o u ld  be 'u n je c t  to  
a  h ig h e r  s tan u .tr* : ■ r \ n j .  c i io ld e r  c o n s e n t th a n  a m a jo r i ty  vo te . F o r  th is  re a so n , th e  B o a rd  o f  I ): r e c to rs



h a s  c o n d i t io n e d  f u r th e r  B o a rd  a c t io n  r. seek  irm  
a ff irm a tiv e  v o te  o f  a t  le a s t tw o -th ird '*  i l  o f  t'r  
A n n u a l  M e e tin g .

; o f  P ro p o s .n .- -  Ii o n  its  rece ip t o f  th e  
"!£ v o tin g  s n u ic '  e lig ib le  to  v o te  at th e

CERTAIN TRANSACnONS
O th e r  th a n  as  sp e c if ie d  b e lo w , th e re  is n o  m a te  

o r  th e  L a rs e n  B ay  T r ib a l  C o u n c i l  a n d  K o n ia g .  u s  
m a t te r s  g e n e ra lly  p e r ta in in g  to  th e  m a n a g e m e n t 
J im m y  J o h n s o n ,  a  d i r e c to r  o f  K o n ia g .  is a f o rm t  
B a y  a n d  w o u ld  b e n e f it f ro m  th e  a p p r o v a l  o f  th e  p r  
th e  o th e r  r e s id e n ts  o f  L a r s e n  B a v  a n d  f o rm e r  sh .

•iship b e tw e e n  th e  K a r lu k  IR A  C o u n c il 
•s. o fficers o r  d ir e c to r s  ex c ep t fo r  th o se  
luk L a n d s  a n d  th e  L a rse n  B ay L a n d s , 
ae r o f  N N P I  a n d  a  re s id e n t o f  L a rse n  
ivevances in  th e  s a m e  m a n n e r  as w o u ld  
of N N P I .

P R O P O S I T I O N  I I I — S H A R E H O L D E R  I
A D V I S O P

S T A T E M E N T  O F  P R O P O S I T I O N  I I I

P ro p o s i t io n  I I I  s ta te s :
IT  IS  N O W  R E S O L V E D  b y  th e  s h a re h o ld e r  
a u th o r iz e d  a n d  e m p o w e re d  to  in v e s tig a te  a 
s h a re h o ld e r s  o f  th e  c o r p o r a t io n  fo r  th e  c re a ti  
to  b e  fu n d e d  w ith  a  p o r t io n  o f  th e  re v e n u e s  w h i 
d e v e lo p m e n t a n d  p r o d u c t io n  r ig h ts  a c q u ir e d  b 
a n d , i f  it d e e m s  it to  b e  a d v isa b le , to  se e k  e n a c tn  
o f  th e  fu n d .

B A C K G R O U N D

T I O N  P E R M A N E N T  F U N D —

ag. In c . th a t  th e  B o a rd  o f  D ire c to rs  is 
:p a p ro p o sa l fo r  su b m is s io n  to  th e  
a re h o ld e r  d is t r ib u t io n  p e rm a n e n t fu n d  
g en e ra te d  b y  th e  o il a n d  gas e x p lo ra tio n  
in th e  A rc t ic  N a t io n a l  W ild life  R e fu g e  

-ria l le g is la tio n  to  a u th o r iz e  th e  c re a tio n

'R  leases  a re  is s u e d  u n d e r  th e  L ea se

m  j e r  D is tr ib u t io n  P e r m a n e n t  F u n d , w h ic h  
cn ; - g e n e ra te  d is t r ib u t io n s  to  th e  p re se n t 
in  o rd e r  to  m in im iz e  th e  le g a l a n d  ta x  issu es

I f  th e  E x c h a n g e  is  c o n s u m m a te d  a n d  K o n ia ^
A g re e m e n ts ,  K o n ia g  w ill b e  p a id  s ig n if ic a n t am ouov+ o f  t to n e y  a s  le a se  b o n u se s . T h e se  m o n ie s  
( a p p r o x im a te ly  S 5 8 .3 0 0 .0 0 0 )  a r e  a lm o s t  e q u a l  to  th roe , nc. f n e  in itia l c a p i ta l iz a t io n  o f  K o n ia g  u n d e r  
A N C S A  f ro m  th e  A la s k a  N a t iv e  F u n d .  I t  is th e  o e s i f t  o f  th e  B o a rd  o f  D ir e c to r s  th a t  a  p o n io n  
o f  th e se  m o n ie s  a n d  o f  a  p o r t io n  o f  a n y  r o y a l ty  o r^ -n  n. p ro fit in te re s t  t h a t  K o n ia g  m a y  rec e iv e  
u n d e r  th e  K o n ia g  A N W R  L e a se s  b e  se t a s id e  in  a s e p a ra te  en tity  fo r  th e  p u rp o s e  o f  g e n e ra tin g  in c o m e  
to  b e  p a id  to  th e  p r e s e n t  s h a r e h o ld e r s  o f  K o n ia g  a n c  -Vheir hen 's. T h e  c r e a t io n  o f  s u c h  a  fu n d  w o u ld  
a l lo w  all p re s e n t  s h a r e h o ld e r s  o f  K o n ia g  to  s h a r e  direc-H y in  an y  b e n e f its  w h ic h  m a y  b e  d e r iv e d  f ro m  
th e  E x c h a n g e . In  th e  p a s t .  K o n ia g  h a s  b e e n  u n a b le  to  p a y  di v idends. W h ile  it  is th e  g o a l o f  th e  B o a rd  
o f  D ir e c to r s  to  m a n a g e  K o n ia g  so  th a t  it w ill b e  in  £ ion to  p ay  d iv id e n d s  to  its  sh a re h o ld e rs , 
th e re  c a n  b e  n o  a s s u ra n c e  th a t  a n y  s u c h  d iv id e n d s  u  r  Daid. T h e  B o a rd  o f  D ir e c to r s  w ish es  to  
a s se ss  th e  p o s s ib il i ty  o f  d e v e lo p in g  a  s t r u c t u r e  f o r  a  Sh: 
i f  e s ta b l is h e d  a n d  c a p i ta l iz e d  p r o p e r ly ,  c o u ld  c o n s  
s h a re h o ld e r s  a n d  th e i r  h e irs . T h e  B o a rd  m a y  a ls o  w is. 
a s s o c ia te d  w ith  s u c h  a  fu n d , to  seek  th e  e n a c tm e n t  i s p e c i a l  le g is la tio n  a u th o r iz in g  its  c re a tio n

B e c a u se  th e  d e v e lo p m e n t o f  a  p la n  fo r  a  fu n d  v-ili re q u ire  a s u b s ta n t ia l  c o m m itm e n t o f  th e  
K o n ia g  s ta f f  a n d  m a y  r e q u ir e  K o n ia g  to  se e k  th e  e r a c tm e n t  o f  sp e c ia l le g is la tio n , th e  B o a rd  o f  
D ir e c to r s  is s o lic i t in g  a n  a d v is o ry  v o te  o f  in te r e s t  o f  th e  s h a re h o ld e r s  b e fo re  c a u s in g  th e  C o rp o ra tio n  
to  p ro c e e d  w ith  th e  d e v e lo p m e n t o f  th is  p ro p o s a l.

D E S C R I P T I O N  O F  C O N C E P T

T h e  p ro p o s a l  w o u ld  c r e a te  a fu n d  s e p a r a te  f ro m  K o n ia g . fo rm e d  to  p r o te c t  a n d  p re se rv e  th e  
a s se ts  t r a n s f e r r e d  to  it. to  in v e s t a n d  re in v e s t  th e  o r ig in a l  c o n t r ib u t io n s  a n d  s u b se q u e n t p ro c e e d s  
th e re f ro m , a n d  to  d is t r ib u te  a ll o r  a  p o r t io n  o f  its  n e t in c o m e  e a c h  y e a r  to  th e  b e n e fic ia r ie s  o f  su c h  
fu n d . T h e  fu n d  w o u ld  b e  a t r u s t  o r  o th e r  fo rm  o f  o rg a n iz a tio n .  T h e  b e n e fic ia l in te re s ts  in th e  fu n d  
w o u ld  b e  h e ld  by  th e  p re s e n t  s h a r e h o ld e r s  o f  K o n ia g  a n d  th e ir  h e irs . T h is  in te r e s t  w o u ld  be s e p a ra te  
f ro m  th e ir  ow  n e r s h ip  o f  s to c k  in  K o n ia g  so  th a t  a sa le  o f  th e  s to c k  o f  K o n ia g .  to  th e  e x te n t p e rm itte d  
b y  law , w o u ld  n o t a ls o  re s u lt  in  a t r a n s f e r  o f  th e  s h a r e h o ld e r ’s in te re s t  in  th e  e n tity .
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T h e  re a s o n  to r  th e  u se  o f  a  s e p a r a te  fu n d  is to  s e g re g a te  a s u b s ta n t ia l  a m o u n t  o f  m o n e y  a n d  
f u tu re  in c o m e  p r o d u c in g  a s se ts  f ro m  th e  r e m a in in g  a s se ts  o f  K o n ia g . T h e  a s se ts  to  be d is t r ib u te d  
to  th e  fu n d  w o u ld  b e  ir re v o c a b ly  a n d  p e r m a n e n t ly  se t a s id e  fo r  th e  p u rp o s e  o f  p r o d u c in g  in c o m e  
to  b e  d is t r ib u te d  o n  a n  a n n u a l  b a s is  to  th e  e x is t in g  s h a re h o ld e r s  o f  K o n ia g  a n d  th e i r  h e irs . K o n ia g  
w o u ld  re ta in  n o  c o n t r o l  o v e r  th e  n ew  fu n d  o r  th e  a s se ts  to  b e  c o n v e y e d  th e re to .  S e p a ra te  tru s te e s  
o r  o th e r  a d m in is t r a to r s  w o u ld  b e  n a m e d  a n d  w o u ld  b e  in d e p e n d e n t  o f  K o n ia g .

I t  is p re s e n tly  a n t ic ip a te d  th a t  as  m u c h  as  S20 to  S25 m illio n  o f  th e  m o n ie s  re c e iv e d  b y  K o n ia g  
as  b o n u se s  u n d e r  th e  K o n ia g  A N W R  L e a se s  c o u ld  b e  d is t r ib u te d  to  th e  fu n d , a n d  th a t  a n  u n d iv id e d  
in te re s t  in  th e  K o n ia g  A N W R  L ea ses  a n d  in  th e  ro y a l ty  in c o m e  g e n e ra te d  th e re f ro m  c o u ld  a lso  
be d is t r ib u te d  to  th e  fu n d . T h e  a c tu a l  a m o u n t  o f  fu n d s  a n d  th e  a c tu a l  a m o u n t  o f  th e  u n d iv id e d  in te r e s t  
to  be d is t r ib u te d  to  th e  fu n d  w o u ld  b e  su b je c t  to  th e  d e te r m in a t io n  o f  th e  B o a rd  a n d  w o u ld  b e  se t 
o u t  uf a  s u b s e q u e n t p r o p o s a l  se e k in g  s h a r e h o ld e r  a p p r o v a l  o f  th e  f o rm a tio n  o f  th e  F u n d .

B e ca u se  o f  le g a l, f in a n c ia l ,  ta x  a n d  p o lic y  c o n s id e r a t io n s ,  f u r th e r  w o rk , in c lu d in g  th e  p o ss ib le  
e n a c tm e n t  o f  sp e c ia l le g is la t io n , m u s t  o c c u r  b e fo re  a  fina l p ro p o s a l  w ill be s u b m i t te d  to  th e  
s h a re h o ld e r s  fo r  a p p r o v a l .  I f  le g is la tio n  is r e q u ir e d ,  i t  is a n t ic ip a te d  th a t  i t  w ill b e  s o u g h t  a s  p a r t  
o f  th e  le g is la tio n  a u th o r iz in g  th e  E x c h a n g e  w h ic h  m a y  b e  in t r o d u c e d  in  C o n g re s s  d u r in g  th e  1 0 0 th  
C o n g re s s .

A  F A V O R A B L E  A D V I S O R Y  V O T E  A U T H O R I Z I N G  T H E  D E V E L O P M E N T  O F  A  
P R O P O S A L  W I L L  N O T  G U A R A N T E E  T H E  C R E A T I O N  O F  T H E  F U N D  O R  C O N S T I T U T E  
IT S  E S T A B L I S H M E N T . W h ile  th e  B o a rd  o f  D ir e c to r s  w ill s e e k  to  d e v e lo p  a  p ro p o s a l  to  b e  
s u b m itte d  to  th e  s h a re h o ld e r s ,  f u r th e r  r e s e a rc h  m a y  d is c lo s e  leg a l, f in a n c ia l o r  ta x  c o n s id e r a t io n s  
th e  im p a c t o f  w h ic h  w o u ld  s e r io u s ly  je o p a r d iz e  th e  b e n e f its  s o u g h t  to  b e  o b ta in e d .

B E C A U S E  T H I S  I S  O N L Y  A N  A D V I S O R Y  V O T E  A N D  D O E S  N O T  R E Q U I R E  O R  
G U A R A N T E E  T H E  C R E A T I O N  O F  S U C H  F U N D , Y O U  S H O U L D  N O T  R E L Y  U P O N  
T H E  E S T A B L I S H M E N T  O F  T H E  F U N D  I N  D E T E R M I N I N G  H O W  T O  C A S T  Y O U R  
V O T E S  O N  T H E  O T H E R  P R O P O S I T I O N S  O N  T H E  A G E N D A .

V O T E  R E Q U I R E D

T h e  p ro p o s i t io n  w ill b e  d e e m e d  a p p ro v e d , a n d  f u r th e r  w o rk  o n  d e v e lo p in g  a p ro p o s a l  w ill 
p ro c e e d , if  a  m a jo r i ty  o f  th e  s h a re s  v o tin g  o n  th e  p r o p o s i t io n  v o te  in  fa v o r  o f  it.



E L E C T I O N  O F  D IR E C T  O R S I m g m m

A t th e  A n n u a l  M e e tin g , th e  C o m p a n y ’s S h a re h o ld e rs  w ill e lec t th re e  D ire c to rs  to  m . h , r  a 
te rm  o f  th r e e  y e a rs  a n d  u n til  th e ir  su c c e s so rs  a re  e le c te d  a n d  q u a lify .

T h e  o n ly  v o tin g  se c u r i t ie s  o f  K o n ia g  a r t  its  s h a re s  o f  C la ss  A  a n d  C la ss  B c o m m o n  si,., \ , 
" C o m m o n  S to c k ” ).

CUMULATIVE VOTING

W h e n  v o tin g  fo r  K o n ia g  D ire c to rs ,  e a c h  S h a re h o ld e r  h a s  th e  n u m b e r  o f  v o tes  eq u a l tll t ^ e 
n u m b e r  o f  s h a re s  o w n e d  tim e s  th e  n u m b e r  o f  D ire c to rs  to  b e  e le c te d . T h re e  D ir e c to r s  w ill In , i,.c ted  
a t  th is  A n n u a l  M e e tin g . I f  y o u  o w n  100 s h a re s  o f  C o m m o n  S to c k , fo r  e x a m p le , y o u  h a v e  .tim  U )(es 
y o u  c a n  c a s t in  th e  e le c tio n  fo r  d ire c to rs .  W ith  c u m u la t iv e  v o tin g , y o u  m a y  c a s t y o u r  v o n  -. „u  fo r  
o n e  p e r s o n , o r  d i s t r ib u te  th e m  a m o n g  a s  m a n y  c a n d id a te s  a s  y o u  w ish , in  th e  a m o u n ts  y i,n  Wls^  
T h is  m e th o d  o f  v o tin g  w a s  d e s ig n e d  to  p r o te c t  th e  in te re s ts  o f  m in o r i ty  s h a re h o ld e rs .

T h e  th r e e  c a n d id a te s  re c e iv in g  th e  h ig h e s t n u m b e r  o f  v o te s  c a s t  s h a ll  b e  e le c te d , p ro v m , ,| ,jia t  
th e y  h a v e  a  c o m b in e d  v o te  to ta l  e q u a l to  a  m a jo r i ty  o f  th e  v o te s  c a s t.  In  th e  e v e n t th e y  d o  n o i. Im  jh e r  
r o u n d s  o f  b a l lo tin g  w ill b e  h e ld  u n ti l  th is  s ta n d a r d  is sa tis fied .

N O M I N E E S  O F  T H E  B O A R D  O F  D I R E C T O R S

T h e  C o m p a n y ’s B o a rd  o f  D ir e c to r s  h a s  n o m in a te d  th e  p e r s o n s  n a m e d  b e lo w  fo r  e le ih , , , ,  as  
D i r e c to r s  a t  th e  C o m p a n y ’s A n n u a l  M e e tin g . U n le s s  o th e rw is e  in s t ru c te d  b y  th e  s h a re h u lu ,.rs jn 
th e  p r o x y ,  th e  p e r s o n s  n a m e d  a s  p ro x ie s  in  th e  e n c lo se d  p ro x y  fo rm  in te n d  to  v o te  all * |,u res 
r e p r e s e n te d  b y  p r o p e r ly  s ig n e d  p ro x ie s  fo r  th e  n o m in e e s  l is te d  b e lo w . T h e  p ro x y  h o ld e rs  w in  vo te  
s u c h  s h a re s  c u m u la t iv e ly  in  th e  m a n n e r  th e y  d e te r m in e  to  p ro v id e  fo r  th e  e le c tio n  o f  th e  K 'cu test 
n u m b e r  o f  s u c h  n o m in e e s . A l th o u g h  th e  B o a rd  o f  D ir e c to r s  b e liev e s  t h a t  a ll o f  its  n o m in e e ; w ju  
b e  a v a i la b le  to  s e rv e  a s  D ir e c to r s  o f  K o n ia g ,  s h o u ld  a n y  o n e  o r  m o r e  o f  th e m  b e  u n a b le  o r  u iiw i || ,nE 
to  se rv e , o r  w i th d r a w  th e i r  n a m e  f ro m  c o n s id e ra t io n ,  i t  is in te n d e d  th a t  th e  p ro x ie s  w ill be V(1(ecj 
fo r  th e  e le c tio n  o f  a  s u b s t i tu te  n o m in e e  o r  n o m in e e s  d e s ig n a te d  b y  th e  B o a rd  o f  D irector*!

T h e  fo llo w in g  ta b le  lis ts  th e  n a m e s , a d d re s s e s  a n d  ag e s  o f  th e  n o m in e e s  o f  th e  B o a rd  o f  D in  ( | , , rs 
a n d , i f  th e y  w e re  p re v io u s ly  e le c te d  o r  a p p o in te d  to  se rv e  as  a  d i r e c to r ,  th e  y e a r  in  w h ic h  they  Werg 
a p p o in te d  o r  e le c te d .

A n n u a l
M e e tin g

F i r s t
N o m in e e ’s N a m e  & A d d re s s  A g e E le c te d /A p p t .

W ill ia m  F o i / e s t  H a r tm a n  ............................................................ 56  1985
B o x  733
K o d ia k ,  A K  9 9 6 1 5

E v e ly n  M u lla n  ........................................................................... 3 6  1985
150 F a r n s w o r th  
S o ld o tn a ,  A K  99b(j9

M ic h a e l  P a g a n o   .........................................................................  30  1981
8 0 4 0  F a i r w o o d  C irc le  
A n c h o ra g e .  A K  ° 9 5 0 5

William Forrest Hartman w as b o m  a n d  ra ise d  in K o d ia k .  H e  h a s  b ee n  e m p lo y e d  as a c . , , „ an 
e m p lo y e e  b \  th e  U n ite d  S ta te s  C o a s t G u a r d  s in c e  M a rc h  1973, a n d  p re s e n t ly  w o rk s  in  th e  ca;,.*. Ity 
o f  H e a v y  E q u ip m e n t  O p e r a to r  L e a d e r . M r . H a r tm a n  is a lso  a  f ish e rm a n . H e  s e rv e d  in  th e  U .S  A rm y 
f ro m  1948 to  1952 a n d  h a s  se rv e d  o n  th e  S h u y a k  In c . B o a rd  o f  D ir e c to r s  s in c e  1974. a n d  is p re v ,,. j j .  
V ice  P re s id e n t  o f  S h u y a k  In c . M r. H a r tm a n  p re s e n tly  se rv e s  o n  th e  F in a n c e  C o m m itte e  | n’e 
S c h o la rs h ip  C o m m it te e  o f  th e  B o a rd  o f  D ir e c to r s  o f  K o n ia g . H e  h a s  se rv e d  o n  th e  K o n iag
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s in ce  M a y , 1985. M r . H a r tm a n  is o n  th e  E x e c u tiv e  C o m m it te e  o f  th e  A fo g n a k  J o in t  V e n tu re  in  w h ic h  
K o n ia g  h o ld s  a  3 3 %  in te re s t  a n d  w h ic h  w as in d e b te d  to  K o n ia g  in  th e  a m o u n t  o f  5 6 2 .2 0 i as o f  
A u g u s t  31 , 1987.

Evelyn Mullan is a  r e s id e n t  o f  S o ld o tn a .  .A laska , b u t  h a s  b ee n  a c tiv e ly  in v o lv e d  in  N a tiv e  m a t te r s  
fo r  m a n y  y e a r s  in  O u z in k ie .  S h e  w as  in v o lv e d  in  th e  o r g a n iz a t io n  o f  th e  T r ib a l  C o u n c il  fo r  O u z in k ie  
a n d  s e rv e d  o n  it  f ro m  1982 to  F e b r u a r y  1985. S h e  h a s  a lso  s e rv e d  o n  th e  K o d ia k  A re a  N a tiv e  
A s s o c ia t io n  B o a rd  o f  D ir e c to r s ,  as  a  C o m m is s io n e r  fo r  th e  K o d ia k  I s la n d  H o u s in g  A u th o r i ty ,  a n d  
as V ice  C h a ir p e r s o n  o f  th e  L o c a l A d v is o ry  S c h o o l B o a rd  o f  O u z in k ie . S h e  is a lso  a  D ir e c to r  a n d  
S e c re ta ry  o f  th e  O u z in k ie  N a t iv e  C o r p o r a t io n ,  w h ic h  c o r p o r a t io n  rec e iv e d  S 31 ,465  fro m  K o n ia g  
d u r in g  fiscal y e a r  1986, p u r s u a n t  to  S e c tio n  7 0  o f  A N C S A . M rs .  M u lla n  w as  S e c re ta ry  o f  K o n ia g  
in  1986.

Michael Pagano w a s  b o m  o n  K o d ia k  I s la n d  a n d  is p re s e n t ly  a  r e s id e n t  o f  A n c h o ra g e ,  A la s k a .  
H e  h a s  s e rv e d  o n  th e  B o a rd  o f  D i r e c to r s  o f  K o n ia g  s in c e  1981 a n d  h a s  h e ld  th e  office o f  
S e c r e ta r y /T r e a s u r e r  o f  K o n ia g  s in c e  O c to b e r  1986. H e  o w n s  a n d  o p e ra te s  a c o m m e rc ia l  s e t-n e t  
sa lm o n  f ish in g  b u s in e s s  o n  U g a m k  B ay d u r in g  th e  s u m m e r  m o n th s  a n d  a t te n d s  co lle g e  d u r in g  th e  
w in te r .  In  M a y , 1986 , h e  re c e iv e d  a n  A s s o c ia te  D e g re e  in  A p p lie d  S c ie n c e s  in  B u s in ess  
A d m in is t r a t io n  f ro m  A n c h o r a g e  C o m m u n i ty  C o lle g e  a n d  p r e s e n t ly  in te n d s  to  a t te n d  th e  U n iv e r s i ty  
o f  A la s k a  th is  w in te r  to  c o n t in u e  h is  s tu d ie s  in  B u s in e ss  A d m in is t r a t io n .

M r. P a g a n o  is p r e s e n t ly  a  d i r e c to r  o f  L e isn o i,  In c ., w h ic h  c o r p o r a t io n  re c e iv e d  5 2 7 ,4 7 5  f ro m  
K o n ia g  d u r in g  th e  f isca l y e a r  1986, p u r s u a n t  to  S e c t io n  7 0  o f  A N C S A . H e  is th e  s o n  o f  F r a n k  
P a g a n o  a n d  n e p h e w  o f  J u d i t h  M e id in g e r .

N O M I N A T I O N  B Y  S H A R E H O L D E R  P E T I T I O N

P u r s u a n t  to  A r t ic le  2, S e c tio n  2 .7 c . o f  th e  B y la w s  o f  r  Oi . 'a g , tw e n ty -f iv e  s h a re h o ld e r s  s ig n in g  
a  p e t i t io n  m a y  n o m in a te  a  c a n d id a te  fo r  th e  p o s it io n  o f  d. *. T h e  E le c tio n  &  R u le s  C o m m itte e  
o f  K o n ia g , In c . r e c e iv e d  th e  fo llo w in g  n o m in a t io n  b y  s h a r e l . , . . p e t i t io n  fo r  th e  K o n ia g , In c . B o a rd
o f  D ire c to rs :

Sancy E. Anderson is a  re s id e n t o f  K o d ia k ,  A la s k a .  S h e  is  f  8 ca rs  o ld . M rs . A n d e r s o n  g r a d u a te d  
from  M t. E d g e c u m b e  H ig h  S c h o o l in  1948 a n d  e a rn e d  a  d e g re e  u i B u s in e ss  E d u c a t io n  in  1975 f ro m  
K o d ia k  C o m m u n ity  C o lle g e . D u r in g  th e  p a s t  five y e a rs  s h e  h a s  b ee n  e m p lo y e d  as  a  s e c r e ta r y / r e c e p ­
tio n is t fo r  N a tiv e s  o f  K o d ia k ,  In c . A t  th e  p r e s e n t  t im e  sh e  is e m p lo y e d  as  a  p a r t- t im e  c h a u f fe u r  
by K o d ia k  C a b  C o m p a n y  a n d  p a n  t im e  b y  A la s k a  D e lta ,  In c . d o in g  g e n e ra l  office w o rk .

M rs . A n d e r s o n  se rv e d  as  a  d i r e c to r  o f  K o n ia g  f ro m  1974 to  1983. S h e  h a s  s e rv e d  as  V ice  
C h a irp e r s o n  o f  th e  B o a rd , a n d  h a s  s e rv e d  o n  th e  fo llo w in g  c o m m itte e s  o f  th e  B o a rd  o f  D ir e c to rs :  
B y law s, P e rs o n n e l,  A u d i t .  E x e c u tiv e  a n d  F in a n c e .  M rs . A n d e r s o n  w as a  d i r e c to r  o f  K o n ia g  a t  th e  
tim e  o f  th e  m e rg e r  a n d  w a s  a  d e f e n d a n t  in  th e  l i t ig a t io n  c h a lle n g in g  th e  m e rg e r .  A s  th e  r e s u lt  o f  
a  s e tt le m e n t w ith  th e  p la in tif fs  in  th a t  l i t ig a t io n ,  M rs . A n d e r s o n  a n d  th e  o th e r  in d iv id u a l  d e f e n d a n ts  
w h o  w ere  d i r e c to r s  o f  K o n ia g  a t  th e  tim e  o f  th e  M e rg e r , a g re e d  n o t to  se rv e  o n  th e  B o a rd  o f  D ir e c to r s  
o f  K o n ia g , o r  a s  a n  e m p lo y e e  o f  K o n ia g , u n t i l  a f te r  S e p te m b e r  26. 1987. M rs . A n d e r s o n  w as  a lso  
o b lig a te d  u n d e r  th a t  s e t t le m e n t  to  p a y  5 2 ,5 0 0  to  th e  v illa g e s  re p re s e n te d  b y  th e  p la in tiffs .

N O M I N A T I O N S  A T  T H E  A N N U A L  M E E T I N G
\

N o m in a t io n s  m a y  a lso  be m a d e  b y  th e  s h a re h o ld e r s  f ro m  th e  f lo o r  a t  th e  a n n u a l  m e e tin g  a s  
a llo w ed  by  th e  B y law s. A r t ic le  II. S e c tio n  2 .7 (e ), o f  th e  C o r p o r a t io n .
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D I R E C T O R S  W H O S E  T E R M S  W I L L  C O N T IN L T

V e a r  C u r- 
< r e n t  T e rm

N a m e  & A d d re s s  A g e or E x p ire s

E m il  C h r is t ia n s e n .  S r   33 ! ' o  I98S
P .O . B o x  63
O ld  H a r b o r ,  A K  9 9 643

J a m e s  ( “ J im m y ” ) J o h n s o n    47  1983 1988
P .O . B o x  15 
L a rs e n  B a y , A K  9 9 6 2 4

J u d y  M e id in g e r    47  1983 1988
2711 V a lle y  F o rg e  C ir.
A n c h o ra g e ,  A K  9 9 5 0 2

P e te r  J .  O lse n    26  1985 1989
P .O . B o x  2723  
K o d ia k ,  A K  996 1 5

F r a n k  P a g a n o    6 0  1976  1989
2 2 4 7  W . 4 6 th  
A n c h o r a g e .  A K  995 0 3

T h o m a s  H . P a n a m a r o f f  ...................... 2 6  1986 1989
P .O . B o x  123 
K o d ia k ,  A K  9 9 6 1 5

Frank Pagano w a s  b o m  in  K o d ia k .  H e  is m a r r ie d  io  E lle n  S im eo n o ff. T h e y  h a v e  th r e e  a d u l t  
c h i ld r e n .  H e  s e rv e d  in  th e  U .S . A rm y  in  th e  K o r e a n  W a r  : >d is r e t i re d  f ro m  th e  A la s k a  A rm y  
N a t io n a l  G u a r d .  I n  1982, h e  re t i re d  f ro m  th e  U n i te d  S ta t • s i  \ i  • al A v ia t io n  A d m in is t r a t io n  (F A A ). 
F r o m  A u g u s t ,  1982, to  th e  fa ll o f  1985, h e  w a s  e m p lo y e d  b y  C o u n s e lo r s  l n r .  F r o m  J a n u a r y  1, 1986 
to  A p r i l  1, 1987, M r . P a g a n o  w as  e m p lo y e d  p a r t - t im e  b y  L e isn o i In c . in  th e  c a p a c i ty  as P re s id e n t,  
a n d  p a r t - t im e  b y  K o n ia g  a s  P re s id e n t .  S in c e  A p r i l  1, 1987, M r . P a g a n o  h a s  b ee n  e m p lo y e d  fu ll- tim e  
b y  K o n ia g

M r. P a g a n o  p re s e n tly  s e rv e s  as  P re s id e n t  o f  K o n ia g ,  In c .,  a  p o s it io n  h e  h a s  h e ld  s in c e  F e b ru a ry , 
1984. M r . P a g a n o  is a lso  th e  P re s id e n t  o f  K o d ia k  I s la n d  S ea fo o d s , In c .,  K o d ia k  S w iftsu re  C o rp . 
a n d  T h e  K a z im  C o m p a n y , a n d  is C h a ir m a n  o f  th e  B o a rd  o f  S w if ts u re  A la s k a ,  In c . all o f  w h ic h  
a r e  s u b s id ia r ie s  o f  K o n ia g . M r . P a g a n o  re s ig n e d  f ro m  th e  B o .ird  in  M a rc h ,  1982 , a lo n g  w ith  o th e rs ,  
a n d  e x p re s s e d  c o n c e r n s  r e g a rd in g  th e  m a n a g e m e n t  o f  K o n ia g  a n d  its  f a i lu re  to  s e t t le  th e  lit ig a tio n  
r e g a rd in g  th e  M e rg e r .  In  r e s p o n s e  to  h is  e ffo rts  to  re c a ll  th e  f o rm e r  B o a rd  in  1982 , th e  fo rm e r  B o a rd  
a n d  m a n a g e m e n t  filed  a  c o m p la in t  w ith  th e  A la s k a  S e c u r it ie s  C o m m is s io n  a g a in s t  h im  a n d  su e d  
h im  a n d  o th e r s  f o r  d e fa m a tio n .  W h ile  th e  A la s k a  S e c u r i t ie s  C o m m is s io n , b a s e d  o n  th e  re c o rd  
p r e s e n te d  b y  th e  f o rm e r  m a n a g e m e n t  o f  K o n ia g , fo u n d  th a t  h is  re c a ll  p ro x y  s o lic i ta t io n  v io la te d  
th e  A la s k a  s e c u r i t ie s  la w s , th e  n e w  m a n a g e m e n t s t ip u la te d  in  th e  s e t t le m e n t  o f  th e  a p p e a l o f  th e  
C o m m is s io n ’s d e c is io n  th a t  b a s e d  u p o n  in f o rm a tio n  a v a ila b le  to  K o n ia g  b u t  n o t p ro d u c e d  b y  th e  
f o rm e r  m a n a g e m e n t ,  th e  v a l id ity  o f  th e  C o m m is s io n ’s f in d in g s  w e re  c a lle d  in to  q u e s tio n . A s  th e  
r e s u lt  o f  th e  s e t t le m e n t .  M r. P a g a n o  w as  re im b u rs e d  b y  K o n ia g  fo r  h is  c o s ts  a n d  a t to r n e y s ’ fees.

M r . P a g a n o  h a s  se rv e d  as  a p o lic e  o fficer fo r  th e  C ity  o f  K o d ia k  a n d  h a s  a lso  b ee n  a  c o m m e rc ia l 
f is h e rm a n . H is  e x p e r ie n c e  a n d  b a c k g r o u n d  is in p e rso n n e l a d m in is t r a t io n ,  in v e s tig a tio n s  a n d  p ro g ra m  
m a n a g e m e n t .  D u r in g  fiscal y e a r  1986. M r . P a g a n o  w as a lso  a  m e m b e r  o f  th e  L e isn o i B o a rd  a n d  
P re s id e n t  o f  th e  C o rp o r a t io n .  M r . P a g a n o  re s ig n e d  as  P re s id e n t  o f  L e isn o i In c .  o n  A p r i l  1, 1987, 
a n d  f ro m  th e  B o a rd  o f  D ir e c to r s  o f  L e isn o i In c . o n  J u ly  24, 1987. H e  is th e  f a th e r  o f  M ic h a e l P a g a n o  
a n d  th e  b r o th e r - in - la w  o f  J u d i th  M e id in g e r .



Peter J. Olsen w a s  b o m  in  A n c h o r a g e  a n d  ra is e d  in  K o d ia k .  H e  g r a d u a te d  f ro n t K o d ia k  H ig h  
S ch o o l in  1979. H e  g r a d u a te d  f ro m  O re g o n  S ta te  U n iv e rs i ty  C o lleg e  o f  F o re s try  in  th e  s p r in g  o f  
1984. F ro m  1971 to  1978 h e  w a s  e m p lo y e d  a s  a  c o m m e rc ia l  f ish e rm a n . F ro m  1979 to  1983 he w as 
e m p lo y e d  b y  A fo g n a k  N a tiv e  C o r p o r a t io n  d o in g  t im b e r  c ru is e s  fo r  t im b e r  sa le s , a d m in is t r a t io n  a n d  
re fo re s ta t io n  s ite  p r e p a r a t io n  a n d  fo re s t p la n n in g . S in ce  th e  s u m m e r  o f  1984, h e  h a s  b ee n  e m p lo y e d  
b y  A fo g n a k  N a tiv e  C o r p o r a t io n  as  a  fo re s te r .  M r . O lse n  is c u r r e n t ly  v ic e -p re s id e n t o f  K o n ia g , a 
p o s it io n  w h ic h  h e  h a s  h e ld  s in c e  D e c e m b e r , 1985. M r . O lse n  is a lso  a  m e m b e r  o f  th e  S ta te  o f  A la s k a  
F o re s try  B o a rd .

T h e  A fo g n a k  N a tiv e  C o r p o r a t io n  re c e iv e d  5 4 7 ,6 1 7 .4 6  f ro m  K o n ia g  d u r in g  fiscal y e a r  1986 
p u r s u a n t  to  S e c tio n  7 (j)  o f  A N C S A . In  a d d i t io n ,  p u r s u a n t  to  a n  a g re e m e n t d a te d  O c to b e r  1C. '9 8 3 , 
b e tw e e n  K o n ia g  a n d  A fo g n a k  N a tiv e  C o r p o r a t io n ,  K o n ia g  a g re e d  to  p a y  A fo g n a k  N a tiv e  
C o r p o r a t io n  th e  p r in c ip a l  s u m  o f  5 2 5 0 ,0 0 0 .0 0  in  s e t t le m e n t  o f  th e  l i t ig a t io n  re g a rd in g  th e  M e rg e r . 
P a y m e n t is to  be m a d e  o v e r  u te n  (1 0 ) y e a r  p e r io d .  D u r in g  th e  la s t fiscal y e a r ,  K o n ia g  p a id  A fo g n a k  
N a tiv e  C o r p o r a t io n  5 3 6 .3 9 6 .8 9  in  p r in c ip a l  a n d  in te re s t .  S in c e  th e  e n d  o f  th e  la s t fiscal y e a r  a n d  
p r io r  to  th e  d a te  o f  th is  P ro x y  S ta te m e n t ,  K o n ia g  h a s  p a id  in  fu ll th e  o u ts t a n d in g  b a la n c e  o f  th is  
s e tt le m e n t .

Thomas H. Panamaroff w as b o m  in  K o d ia k ,  A la s k a ,  a n d  is a  lo n g - t im e  re s id e n t.  H e  is a  g r a d u a te  
o f  K o d ia k  H ig h  S c h o o l a n d  in  1983 re c e iv e d  a  B a c h e lo r  o f  S c ie n c e  D e g re e  in  F in a n c e  f ro m  th e  
U n iv e rs i ty  o f  O re g o n  C o lle g e  o f  B u s in e s s  A d m in is t r a t io n  w ith  a  m a jo r  in  F in a n c e .

D u r in g  th e  s u m m e r s  f ro m  1972 th r o u g h  1983 h e  s e in e d  s a lm o n  in  c o m m e rc ia l  f ish e rie s . D u r in g
1984 h e  s e rv e d  a s  A d m in is t r a t iv e  A s s is t a n t  to  S ta te  S e n a to r  B o b  M u lc a h y  o f  K o d ia k ,  r e s e a rc h in g  
fish erie s  a n d  re s o u rc e - re la te d  le g is la tio n  a s  w e ll a s  a s s is tin g  c o n s t i tu e n ts  w ith  th e ir  c o n c e rn s .  F ro m
1985 to  th e  p r e s e n t  h e  h a s  b ee n  e m p lo y e d  a s  th e  A d m in is tra t iv e  A s s is ta n t  to  S ta te  S e n a to r  F r e d  
F . Z h a ro ff , r e s p o n s ib le  fo r  b u d g e t a n a ly s is ,  c a p i ta l  p ro je c t  re q u e s ts  o f  th e  c o m m u n it ie s  in  A la s k a  
S ta te  S e n a te  D is t r ic t  N . a n d  v a r io u s  o th e r  ta s k s  a s s ig n e d  by  th e  S e n a te . H e  h a s  b e e n  a  d i r e c to r  o f  
K o n ia g  s in c e  O c to b e r ,  1986.

Emil Christiansen, Sr. is a  r e s id e n t  o f  O ld  H a r b o r ,  A la s k a .  H e  g r a d u a te d  f ro m  K o d ia k  H ig h  
S c h o o l in  1973. M r . C h r is t ia n s e n  w as  a p p o in te d  a s  a  d i r e c to r  by  th e  B o a rd  o n  J u n e  14. 1985 to  
c o m p le te  th e  u n e x p ire d  p o n io n  o f  th e  te r m  o f  E m il N o r to n ,  w h o  re s ig n e d  in  1985. M r. C h r is t ia n s e n  
is a  s e lf-e m p lo y e d  f is h e rm a n  a n d  o w n e r  o f  a  b o a t  w h ic h  h e  o p e ra te s . H e  h a s  b ee n  s e lf-e m p lo y e d  
fo r  m o re  th a n  five y ea rs .

M r. C h r is t ia n s e n  is in d e b te d  jo in t ly  w ith  s e v e ra l o f  h is  b r o th e r s  to  K o d ia k  I s la n d  S e a fo o d . In c ., 
a  w h o lly  o w n e d  s u b s id ia ry  o f  K o n ia g , in  th e  a m o u n t  o f  5 3 ,5 6 9  as  o r O c to b e r  1, 1987, w h ic h  d e b t  
a ro s e  f ro m  th e  p u r c h a s e  by M r. C h r is t ia n s e n ,  M r . C a r l  C h r is t ia n s e n  a n d  M r. H a r o ld  C h r is t ia n s e n  
o f  a  B u tle r  B u ild in g  in  O ld  H a rb o r .  M r. C h r is t ia n s e n  is a  d i r e c to r  o f  O ld  H a r b o r  N a tiv e  C o r p o r a t io n ,  
w h ic h  c o r p o r a t io n  re c e iv e d  5 3 1 .0 9 5  f ro m  K o n ia g  d u r in g  fiscal v e a r  1986, p u r s u a n t  to  S e c tio n  7(j) 
o f  A N C S A .

James ("Jimmy") Johnson is 47  y e a rs  o ld  a n d  a  re s id e n t o f  L a rse n  S a y , A la s k a . H e  h a s  b ee n  
a  d i r e c to r  s in c e  1985. H e  g r a d u a te d  f ro m  h ig h  s c h o o l in  1958 a n d  a t te n d e d  M a n k a to  S ta te  C o lle g e  
fo r  th r e e  y e a rs . H e  h a s  b ee n  in v o lv e d  in  c o m m e rc ia l  f ish in g  fo r  th ir ty  five y e a rs . S in ce  A p r i l  1984. 
he h as  m a n a g e d  L .B . U tili ty  C o .

B e ca u se  o f  p e rs o n a l  d e b ts , M r. J o h n s o n  riled fo r  p e r s o n a l  b a n k r u p tc y  o n  J a n u a r y  21. 1985, a n d  
a n  o r d e r  d is c h a rg in g  h is  d e b ts  w as  e n te r e d  S e p te m b e r  17, 1985.

D u r in g  riscal y e a r  1986 e n d in g  M a rc h  31. 1987. M r. J o h n s o n  a t te n d e d  2 8 ^  o f  re g u la r ly  
sc h e d u le d  a n d  sp e c ia l m e e tin g s  o f  th e  B o a rd  o f  D ire c to rs  a n d  c o m m itte e  m e e tin g s  o f  c o m m itte e s  
o n  w n ich  he h a s  se rv e d .



Jvaitn Meiainec*• w as b o rn  a : m ib d y  I s la n d . A la s k a , a n d  h a s  o een  a  re s id e n t o f  A n c h o ra g s  
fo r  1“ y e a rs . S h e  h a s  b een  m o s t re c e n tly  e m p lo y e d  as P re s id e n t o f  C o u n s e lo r s  In c . ( lQ fcM Q S oi u h '.-  
p ro v id e d  m a n a g e m e n t a n d  c o m m u n ity  r e la t io n s  se rv ic es  to  th e  o il in d u s t ry  o f  A la sk a . C o u n s e lo r ' 
In c . h a s  s in c e  ce a se d  o p e ra tio n s .  S he h a s  a ls o  se rv e d  as  E x e c u tiv e  V ice  P re s id e n t o f  A la s k a  N a m - . 
F o u n d a t io n .  In c . f 197 8 -1 9 8 1 ) a n d  E x e c u tiv e  D ir e c to r  o f  C o p p e r  R iv e r  H o u s in g  A u th o r ity  
(1 9 7 6 -1 9 7 7 ) . M rs . M e id in g e r  is p re s e n tly  se rv in g  as  a m e m b e r  o f  th e  N a tio n a l  P e tro le u m  C o u n c il  
a n d  a s  a  m e m b e r  o f  th e  T r a d e  A la s k a  B o a rd  o f  A d v is e rs  to  th e  G o v e r n o r  o f  th e  S ta te  o f  A la s k a .

M rs . M e id in g e r  is C h a ir m a n  o f  th e  K o n ia g .  In c . B o a rd  o f  D ir e c to r s ,  a n d  sh e  h a s  s e rv e d  in  th is  
c a p a c 'ty  s in c e  F e b ru a ry  . 1985. S h e  is a u n r  to  M ic h a e l P a g a n o  a n d  s is te r - in - la w  to  F ra n k  P a g a n o .

R E M U N E R A T I O N

Remuneration For Fiscal Year Ending March 31. 1986
D ir e c to r ’s

G ro s s  W a g e s  C o m p e n s a tio n  P e r s o n a l  B e n e f its

CTw e L . G r o s s ................................................................
(E x e c u t iv e  V ice  P re s id e n t  a n d  C h ie f  
E x e c u tiv e  O fficer)

$ 1 0 1 ,0 5 2 * -0- ' 2 ,5 2 8

K .S . K e a m e v ................................................................
(C o n tro l le r )

S 4 4 .2 0 0 -0- -0-

F r a n k  P a e a n o  ................................................................
( P re s id e n t  a n d  D ir e c to r )

S 3 0 .0 0 0 -0- 1,469

J u d i th  M e i d i n g e r ........................................................
( C h a i rm a n  o f  th e  B o a rd  a n d  D ir e c to r )

6 ,625 675

E v e ly n  M u l l a n ..............................................................
(S e c re ta ry  a n d  D ir e c to r )

-0- 4 ,8 0 0 368

T o ta l  O fficers a n d  D ire c to rs*  F e e s  (12  $ 2 1 0 ,1 4 6
p e rso n s )

* O f  th is  a m o u n t  S 6 .947  w as  p a id  to  M r . G r o s s  fo r  a n n u a l  le a v e  t im e  w h ic h  h e  w as  u n a b le  to  u se  
b e c a u s e  o f  K o n ia g ’s b u s in e ss .

T h e  C o m p a n y  m a in ta in e d  a  n o n - c o n tr ib u to r y ,  d e f in e d  b en e fit p e n s io n  p la n  fo r  its  e m p lo y e e s  
w h ic h  w a s  te rm in a te d  A p r i l  20 , 1985. T h e  C o m p a n y  n o w  m a in ta in s  a  s im p lif ie d  e m p lo y e e  p e n s io n  
p la n  u n d e r  w h ic h  th e  c o n t r ib u t io n s  fo r  a ll e m p lo y e e s  b y  th e  C o m p a n y  a re  d is c re t io n a ry  e a c h  y ea r .

T h e  C o m p a n y ’s D ir e c to r s  w e re  p a id  S 2 0 0  p e r  d a y  d u r in g  fisca l y e a r  1986 fo r  a t te n d in g  m e e tin g s  
o f  th e  B o a rd  o f  D ir e c to r s  o r  C o m m itte e s  o f  th e  B o a rd  a n d  a r e  c u r r e n t ly  p a id  $2 7 5  p e r  d ay . T h o s e  
D ir e c to r s  r e q u ire d  to  tra v e l  to  a t te n d  B o a rd  a n d  C o m m it te e  M e e tin g s  a re  a lso  p a id  p e r  d ie m  in  
a ' ,  a m o u n t  w h ic h  is e q u a l to  th a t  p e r m i t te d  u n d e r  fe d e ra l g u id e lin e s  fo r  th e  lo c a lity .

C E R T A I N  T R A N S A C T I O N S

E x c e p t as  d isc lo se d  h e re in ,  n o n e  o f  th e  p re s e n t m a n a g e m e n t  o r  B o a rd  M e m b e rs  is in d e b te d  to  
K o n ia g  o r  a n y  o f  its  su b s id ia r ie s .

44



B O A R D  C O M M I T T E E S  A N D  C E R T A I N  O T H E R  C O M M I T T E E S  O F  K O N I A G

T h e  B o a rd  o f  D i r e c to r s  d e s ig n a te d  th e  fo llo w in g  c o m m itte e s  d u n n g  th e  fiscal y e a r  1936, f ro m
A p r i l  1, 1986 to  M a rc h  31 , 1987:

Executive Committee Land
J u d i th  M e id in g e r  E m il C h r is t ia n s e n
F r a n k  P a g 3 n o  E v e ly n  M u lla n
M ic h a e l P a g a n o  M ic h a e l P a g a n o
P e te r  J . O lse n  P e te r  J . O lse n

Bylaw/Personnel Audit/Finance
J u d i th  M e id in g e r  M ic h a e l P a g a n o  '
E v e ly n  M u lla n  W illia m  H a r tm a n
J a m e s  J o h n s o n  E v e ly n  M u lla n
P e te r  J . O lse n  T o m  P a n a m a ro lF

14(c) Committee Election & Rules
S o n n y  C h ic h e n o ff*  H o w a r d  V alley *
J u l ie  K n a g in *  P a t  H a r r is *
P e te r  O lse n  S r.*  T o m  P a n a m a ro lF
R ic h a rd  S im eo n o ff*

* T h e se  p e rs o n s  a r e  s h a re h o ld e r s  b u t  n o t  d ir e c to r s  o f  K o n ia g .

T h e s e  c o m m itte e s  p e r fo rm  th e  fo llo w in g  fu n c tio n s :

Executive Committee...................  a c ts  o n  b e h a lf  o f  fu ll  B o a rd  o f  D ir e c to r s  b e tw e e n  r e g u la r
m e e tin g s  o f  th e  B o a rd  o f  D ire c to rs .

Land ................................................... m o n ito rs  a n d  m a k e s  re c o m m e n d a tio n s  r e g a rd in g  th e  la n d s  h e ld
b y  K o n ia g  as  w e ll a s  th o s e  to  b e  c o n v e y e d  p u r s u a n t  to  A N C S A .

Bylaw/Personnel.............................. rev ie w s b o a rd  a n d  m a n a g e m e n t  a c t io n s  o n  a d h e r e n c e  to  a n d
re c o m m e n d s  c h a n g e s  to  B y law s; re c o m m e n d s  p e r s o n n e l p o li­
c ies  fo r  m a n a g e m e n t /s ta f f .

Audit/Finance ................................  c o n s id e rs  a n d  m a k e s  r e c o m m e n d a t io n s  r e g a rd in g  b u d g e ts .
f in a n c ia l a d v is o rs  a n d  f in a n c ia l m a tte r s ;  a ls o  m a k e s  r e c o m m e n ­
d a t io n s  r e g a rd in g  a u d i to r s ,  m o n ito r s  a n n u a l  a u d i ts  a n d  re v ie w s  
o f  in te r n a l  o p e ra t io n s  a n d  f in an c es .

14(c) Committee.............................. m a k e s  d e te rm in a t io n s  o n  b e h a lf  o f  K o n ia g  as  r e q u ir e d  b y
S e c tio n  14(c)(1 ), (2 ) a n d  (3 )  o f  th e  A la s k a  N a tiv e  C la im s  
S e tt le m e n t A c t.

Election & Ru les ...........................  m o n ito rs  a n d  e n fo rc e s  a n n u a l  m e e tin g  e le c tio n  p ro c e d u re s .

I N F O R M A T I O N  C O N C E R N I N G  K O N I A G ’S  A C C O U N T A N T S

K o n ia g 's  c e r tif ie d  p u b lic  a c c o u n ta n ts  fo r  rh e  la s t fisca l y e a r  w e re  P e a t  M a rw ic k  M a in  &  C o . 
A  re p re s e n ta t iv e  o f  P e a t  M a rw ic k  M a in  &  C o . w ill b e  p re s e n t a t  th e  A n n u a l  M e e tin g  w ith  th e  
o p p o r tu n ity ,  if  h e  d e s ire s , o f  m a k in g  a s ta te m e n t ,  a n d  w ith  th e  re sp o n s ib ility  to  re s p o n d  to  a p p r o p r ia t e  
q u e s tio n s .

P ea t M a rw ic k  M a in  & C o . e x a m in e d  th e  f in an c ia l r e c o rd s  o f  K o n ia g  a s  w ell a s  its  s u b s id ia r ie s  
a n d  p e r fo rm e d  th e  a u d i t  fo r  fiscal y e a r  1986. In  a d d i t io n  to  its  a u d i t  w o rk . P e a t  M a rw ic k  M a in  
&  C o . p re p a re d  th e  c o r p o r a te  tax  r e tu r n s  a n d  p ro v id e d  ta x  c o u n s e lin g . D u r in g  fiscal y e a r  1986, 489?- 
o f  th e  to ta l a m o u n t  p a id  to  P ea t M a rw ic k  M a in  & C o . w as  fo r  se rv ic e s  w h ic h  w e re  n o t  r e la te d  t' 
th e  a u d it .


