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adequately benefit the state. Furthermore, the commissioner is
compelled by the statute to act in sixty days. Who will analyze
the proposed credit and represent the state's interest? How can
the commissioner in sixty days determine the statewide effect of
a multimillion dollar capital expenditure? There is no conceiv-

able justification for shifting the burden to the state to prove

that the expenditures ?re not in the state’'s interest. Any
attempts to support a determination to that effect likely would
spawn additional litigation.

The legislature understandably has required legislative

approval of royalty oil contracts and modifications to those con-
tracts. One reason is to be sure that a disposal of state
resources 1is in the best interest of the state. Reducing the

contract price and taking a capital credit are economically the
same, yet the legislature will have no opportunity to review
capital credits. There may be bizarre results. For example,
MAPCO is the major customer of Golden Valley Electric Associa-
tion. However, with the benefit of capital credits to make the
necessary investment, MAPCO could generate its own electricity at
its North Pole refinery (Tesoro generates electricity at
Nikiski). Electrical generation paid for with capital credits
could be very cost effective and, using the ECO Northwest model,
would show benefits to the state. Unfortunately, it would be a

disaster for GVEA's other customers. Their rates would rise



significantly because fixed <costs now paid by MAPCO would be

shifted to the remaining customers.

The legislature should not shift control of major
expenditures to the RIK oil purchasers.
- 14 -
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SETTLEMENT AGREEMENT

THIS AGREEMENT is dated for reference purposes December
15, 1992, by and between Tesoro Alaska Petroleum Company ("Tesoro
Alaska"), Tesoro Petroleum Corporation ("Tesoro Petroleum™) and the
State of Alaska ("State"). Tesoro Alaska and Tesoro Petroleum are

referred to collectively as Tesoro.

RECITALS
Tesoro Alaska and the State are parties to four
Agreement(s) for the Sale and Purchase of Oil (collectively the

"RIK Agreements"), two c¢ which were entered into as of March 10,

1980, and two of which were respectively entered into as of
February 26, 1982, and December 9, 1983. The RIK Agreements
provide for the sale to Tesoro Alaska of oil which the State takes
in kind as its royalty from oil produced by State lessees ("ANS
Lessees™) of Alaska North Slope ("ANS") Prudhoe Bay oil fields;
The RIK Agreements provide, generally, that Tesoro
Alaska's purchase price for the oil is the same amount the State

would have received from its ANS Lessees, hajeT the State elected
instead to take its royalty payment in money;

The RIK Agreements further provide that the purchase

price for the oil is subject to retroactive price adjustments
("Price Adjustment Clauses”™) to reflect the outcome of litigation
the State initiated in 1977 against ANS Lessees, originally

TESORO



captioned State of Alaska v. Amerada Hess Corporation, qr.
Juneau Superior Court Civil Action No. 77-847, and later captioned
the ANS Royalty Litigation ("ANS Royalty Litigation1l). In the ANS
Royalty Litigation, the State contended the ANS Lessees misreported
their royalty payments under the ANS Leases;

On November 25, 1986, Natural Resources Commissioner

Esther C. Wunnicke issued findings (the "Wunnicke Findings")

governing Tesoro Alaska's liability wunder the Price Adjustment
Clauses. In December 1986, Tesoro Alaska initiated an action
against the State in Anchorage Superior Court, Civil Action No.
3AN-86-15298 ("RIK Litigation"™). In the RIK Litigation. Tesoro

Alaska judicially challenged the Wunnicke Findings and obtained a
remand to the Department of Natural Resources. Commi. sioner Lennie
Gorsuch issued findings on remand (the "Gorsuch Findings"”) which
affirmed the Wunnicke Findings. Tesoro Alaska appealed the Gorsuch
Findings in the RIK Litigation. Briefs are pending;

The ANS oil royalty claims in the ANS Royalty Litigation
have recently been settled; and

Tesoro Alaska and the State desire by this Agreement: (a)

to resolve and settle all claims asserted in the RIK Litigation;
(b) to resolve and settle all claims for retroactive price
adjustments applicable to oil purchased under the RIK Agreements

through December 31, 1991; and (c) to provide for the payment of

those retroactive price adjustments and the interest due thereon.

TESORO SETTLEMENT AGREEMENT/2
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For and in consideration of the covenants and upon the

terms and conditions set forth, the parties agree as follows:

1. Settlement of RIK Litigation. Tesoro Alaska and the
State settle and resolve all claims asserted by Tesoro Alaska in
the RIK Litigation. The parties shall stipulate to the dismissal
of the RIK Litigation, each party to bear its own costs and
attorney's fees. The dismissal shall be with prejudice as to all

monetary claims relating to the RIK Agreements through December 31,
1991; provided that neither party shall be precluded, on res-
iudicata or <collateral estoppel grounds, from raising, in any
future action wunder or relating to the RIK Agreements, the same
procedural and due-process claims and issues which were addressed
in the RIK Litigation; but either party may cite the decisions
rendered in the RIK Litigation as precedent for the court's
guidance.

2. Retroactive Price Adjustment. The parties agree

that the total amount of retroactive price adjustments applicable

to oil purchased by Tesoro Alaska under the RIK Agreements through
December 31, 1991, is the amount of $141,901,946 ("Retroactive
Price Adjustment”), including interest through December 31, 1992.

Calculation of the Retroactive Price Adjustment is shown in Exhibit
1. The Retroactive Price Adjustment is the full amount (including
interest through December 31, 1992) owed under the Price Adjustment

Clauses of the RIK Agreements, as calculated by the State in

TESORO SETTLEMENT AGREEMENT/3
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accordance with the Wunnicke Findings and the Gorsuch Findings, of
this amount, $97,060,501 is for oil purchased and refined by Tesoro

at its Alaska Refinery ("Tesoro Portion") and $44,841,445 is for

oil purchased by Tesoro and sold to Chevron U.S.A. Inc. ("Chevron
Portion"). The Retroactive Price Adjustment, as stated above, is
conclusive for all purposes, and not subject to challenge by either
party.

3. Payment Provision - Tesoro Portion. in full
satisfaction of Tesoro Alaska's liability to pay the Retroactive
Price Adjustment, Tesoro will make payments to the State for the

Tesoro Portion on the following schedule:

A. Lump Sum Payment
On January 19, 1993, Tesoro will pay the State Ten
Million Two Hundred Seventy Three Thousand Nine Hundred Fifty Six

Dollars ($10,273,956).
B. Cents Per Barrel Payments
For each month of: Tesoro will pay for each

barrel of Refinery Throughput
(as defined below):

1993 16 cents

1994 16 cents

1995 16 cents

1996 24 cents

1997 24 cents

1998 30 cents

1999 31 cents

2000 32 cents

2001 33 cents

2002 and later 34 cents escalating,
subject to subparagraph
C below

TESORO SETTLEMENT AGREEMENT/4
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The cents per barrel payments for each month shall be
paid by the 20th day of the following month. Tesoro shall make the
payment without invoice from the State and shall include with its
payment a statement showing the "Refinery Throughput” for the prior
month..

"Refinery Throughput”™ means the total number of barrels
measured and reported for each month of all feedstocks (hot just
ANS oil) charged to the "Alaska Refinery"” <crude distillation
unit(s). The term "Refinery Throughput” shall have the same

meaning as the term has in Tesoro's 1S91 SEC Form 10-K and Tesoro's

1991 annual report to shareholders. The "Alaska Refinery"™ means
the land and all facilities including improvements, additions, and
replacements, used in or related to the refining of crude oil,
located at Nikiski, Alaska, more particularly described in the deed

of trust attached as Exhibit 3.

The State shall have full right on reasonable notice to
audit to determine the accuracy of all statements and the accuracy
of the measurement o» metering methods used to measure Refinery
Throughput. If it is determined that the measurement or metering
methods are not accurate, the measurement or metering methods shall
be adjusted at Tesoro's expense. If the measurement or metering
method under-reported the Refinery Throughput, Tesoro shall make a
supplemental payment to the State of Alaska, and if the measurement

or metering method over-reported the Refinery Thiroughput, the State

TESOF.J SETTLEMENT AGREEMENT/5
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of Alaska shall credit Tesoro, in each case in an amount equal to
the applicable cents per barrel charge times the Change in Refinery
Throughput for the lesser of the period since the last test of the
measurement or metering method or the Jlast twelve months (the
"Adjustment Period"). The "Change in Refinery Throughput” means

the rate of error in the measurement or metering method times

Refinery Throughput during the Adjustment Period and shall be
deemed to be spread pro-rata over the Adjustment Period. The
supplemental payment or credit shall be made within 30 days after

the Change in Refinery Throughput is determined and made known to
the party required to make a supplemental payment or credit and
shall be accompanied by a payment of interest equal to the
supplemental payment or credit times the Applicable Interest Rate

times a fraction, the numerator of which is the number of days in

the Adjustment Period and the denominator of which is 730. The
Applicable Interest Rate shall be the average of the rates of
interest announced by uhe Bank of America, N.T. and S.A., of San

Franc’sco, California, as its prime rate for each day during the

Adjustment Period. Interest shall be compounded daily.

C. Final Payment and Monthly Payment Option
On the second business day of January 2002, Tesoro snail
pay the State Sixty Million Dollars ($60,000,000.00) unless Tesoro

elects to continue the cents per barrel payments. If Tesoro does

TESORO SETTLEMENT AGREEMENT/6
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not make the $60 million payment in January 2002, Tesoro shall

continue to make monthly cents per barrel payments which will
increase by 1 cent each year, for each barrel of Refinery
Throughput. For example, the rate for 2002 shall be 34 cents per
barrel, the rate for 2003 will be 35 cents per barrel, and so on.
The increasing cents per barrel payments will continue until Tesoro
makes the $60 million final payment. The $60 million payment is a
fixed amount and will not be reduced by cents per barrel payments.

Exhibit 2 shows the annual amount of the cents per barrel payments

at Refinery Throughput of 25 million barrels per year, which s
approximately the current annual Refinery Throughput. Actual
Refinery Throughput will vary and the payments will therefore vary.

Total payments made under this Agreement may be more or less than
the amount of the Tesoro Portion.

On and after the second business day of January "2002,

Tesoro may from time-to-time partially pay the $60 million bond in
increments of °15 million. If a partial bond payment is made, the
cents per bar.el payments shall be adjusted proportionately. For
example, if a $30 million bond payment is made on the second

business day of January 2002, the cents per barrel payments for
2002 shall be 17 cents, for 2003, 17.5 cents, and so on.
Tesoro shall notify the State by November 30, 2001 of th

amount of bond payment it intends to make in January 2002. Tesoro

TESORO SETTLEMENT AGREEMENT/7
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shall also notify the State at least 30 days in adv ince of its
intention to make a partial bond payment.

D. Beginning December 31, 1993, Tesoro may prej
entire obligation under this Agreement by paying the "Prepayment
Amount” shown below plus any past due amounts, including interest,

owed but unpaid.

At December 31 of: Prepayment Amount fin millions;
1993 $80.2
1994 79 .6
1995 79.0
1996 76.6
1997 74 .0
1998 71.5
1999 70.0
2000 65.0
2001 60.0

The Prepayment Amount for any day other than year end

will be calculated using straight-line interpolation and a 365 day
year. For example, the Prepayment Amount for January 30, 1996,
will be calculated as follows:
Step 1: Year-end 1995 Prepayment Amount $79,000,000
Yaar-end 1996 Prepayment Amount 76,000.000
Difference S 2.400.000
Step 2: S2.400.000 X 30 days = $197,260
365
Step 3: Year-end 1995 Prepayment Amount $79 ,000,000
Less: Amount from Step 2 137,260

22
23
24
25
26

Prepayment Amount

SETTLEMENT AGREEMENT/8
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$78.802.740



4. Payment Provision - Chevron Portion. The Chevron

Portion of the Retroactive Price Adjustment arises because Tesoro

Alaska sold oil purchased under the RIK Agreements to Chevron
U.S.A. Inc. ("Chevron") wunder Chevron Contract No. 127208, a copy
of which has been furnished the State. The State will separately

invoice Tesoro Alaska for the Chevron Portion, $44,841,445 plus
interest accrued from December 31, 1992. Tesoro Alaska will within
5 business days invoice the same amount to Chevron, and request
Chevron to make payment directly to the State.

Tesoro Alaska will cooperate with the State in recovering

from Chevron the Chevron Portion of the Retroactive Price

Adjustment. Tesoro Alaska will at the State's request assign to
and relinquish unto the State all claims and entitlements, however
characterized, under Chevron Contract No. 127208. Tesoro warrants

that Chevron Contract No. 127208 is the entire contract between
Tesoro and Chevron; that Exhibit 4 accurately states the number and
date of purchase of all barrels purchased by Chevron under that
contract; that there have been no representations or agreements,

oral or written, modifying or amending that contract; that Tesoro

has not made any representations, warranties, or promises to
Chevron that its liability under that contract would be limited or
different from the liability specified in the contract or would be

less than the Chevrcn Portion ($44,841,445 with interest through

December 31, 1992); and that Tesoro has not released Chevron from

TESORO SETTLEMENT AGREEMENT/9
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any liability under that <contract, or reached an accord and
satisfaction with Chevron as to any term of that contract.

If the State initiates an action against Tesoro Alaska to
recover the Chevron Portion of the Retroactive Price Adjustment,
Tesoro Alaska will, if requested by the State, and at Tesoro's own
expense, file a third-party claim against Chevron, so as to protect

and preserve the State's wultimate recourse against Chevron for

recovery of the Chevron Portion of the Retroactive Price
Adjustment. Tesoro Alaska's duties of cooperation shall not
require Tesoro Alaska to take a leadership role in any litigation.
The State shall at its expense prosecute the claim and control all
aspects of the litigation. Tesoro Alaska will, as requested by the
State, meet all deadlines and do all other things reasonably
necessary to insure that the State's interests are protected. The
State will reimburse Tesoro for third party and other out of pocket
costs incurred by Tesoro to produce documents, to present
witnesses, or to otherwise assist the State as requested by the
State. Tesoro and the State agree each will bear its own costs and

attorney's fees; not to seek to recover costs and attorney's fees
from the other; and in the event of a court award of attorney's

fev_j and costs against either, not to seek to recover such an award

from the other.

The State's sole and exclusive recourse for recovery of

the Chevron Portion of the Retroactive Price Adjustment, and all

TESORO SETTLEMENT AGREEMENT/10
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interest now or hereafter accrued, is recovery (directly or

indirectly) from Chevron of amounts due from Chevron. No ether
recourse shall exist against Tesoro.

5. Collateral. The $60 million payment obligation
shall be evidenced by a negotiable bond in the form attached as

Exhibit 5. The bond, the cents per barrel payments (including any
cents per barrel payments owed because the $60 million payment is
not made on the second business day of January 2002) and any
interest owed under Paragraphs 3 or 13 will be secured by a deed of
trust (including a U.Cc.C. security agreement) to the Alaska
Refinery in the form attached as Exhibit 3. For purposes of the
deed of trust, this Agreement shall be deemedto be a note.

G. Subordination. The rights of the State and
obligations owed the State under this Agreement and the State's
collateral interest in the Alaska Refinery shall be subordinate to
no more than $175 million in other obligations of Tesoro, at any

one time outstanding, plus Expansion Debt as defined below, on the

terms and to the extent provided in Exhibit 7. "Expansion Debt"
means debt incurred by Tesoro which is used to finance all or part
of any improvements, replacements, or additions, including land, to

the Alaska Refinery.

Except as provided in the immediately preceding
paragraph, other obligations of Tesoro for borrowed money, lease
obligations which are required to be included as debt on the
balance sheet of Tesoro under generally accepted accounting
principles, and the deferred purchase price for property, plant and

TESORO SETTLEMENT AGREEMENT/11
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equipment, other than trade payables 1in the ordinary course or

business, incurred after the effective date of this Agreement,
shall be subordinate to all obligations (including, without
limitation, cents per barrel payments, interest, and the S60
million bond) owed the State under this Agreement.

7. Document Preservation. Subject to the provisions of

applicable Protective Orders governing confidentiality, the State
will preserve until January, 1997 its documents, depositions, work
product, expert reports, claims schedules and computer data

(collectively "ANS Records"™) relating to the State's claims against

the defendants in the ANSRoyalty Litigation. The State will
respond to discovery requests concerning the ANS Records in
accordance with the applicable Civil Rules.

8. Financial Reporting - Tesoro will without request by
the State provide the State copies of all press releases, all
documents filed with theSecurities and Exchange Commission

including, without limitation, proxy statements and solicitations,
SEC Forms 10K, 10Q and 8K, (but excluding Form S-8) Tesoro's Annual
Report (if not part of SEC Form 10K) , and all documents sent to
Shareholders.

Tesoro shall also advise the State at the time the
information is made available to the public of all Major Financing

Transactions and, on request, provide documentation to the State.

A "Major Financing Transaction"” is the issuance of any stock, bond,
debenture, or similar instrument, in a single or series of related
transactions pursuant to which Tesoro will receive $10 million or

TESORO SETTLEMENT AGREEMENT/12
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more, the execution of any lease in which the total lease payments
exceed $10 million, or the execution of any note or other promise
to pay in which the principal amount exceeds $10 million. The
State shall have the right to obtain additional documents which

show the financial condition of Tesoro and to make requests from

time to time for additional information reasonably related to the
financial condition of Tesoro. The State agrees that it will hold
in confidence and will not disseminate to any third party any

information provided to it by Tesoro pursuant to this paragraph 8

which is identified in writing by Tesoro as being confidential.
The foregoing sentence shall not apply to any information that is
publicly available through no fault of the State. This Financial

Reporting provision is a compromise by the State of its request for
a seat on the Tesoro Board of Directors and shall be broadly
construed in favor of the State to insure that the State has full

knowledge of Tesoro's financial condition and affairs.

9. Release of Claims. Except as otherwise prov

this Agreement, Tesoro releases the State, and the State releases
Tesoro from any and all claims known or unknown, asserted or
unasserted, arising out of or relating to the RIK Agreements,
(except claims concerning the calculation and payment of the amount
owed for oil purchased after December 31, 1991) including, without
limitation, Tesoro's claim that it is entitled to a refund of

reservation fees under the RIK Agreement dated December 9, 1983,

TESORO SETTLEMENT AGREEMENT/13
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and Tesoro's claim that is or may be entitled to a refund for
the Field Cost Allowance paid pursuant to the RIK Agreements. The
State reserves all claims for payment of the Chevron Portion and

the Tesoro Portion of the Retroactive Price Adjustment, subject to

the provisions of this Agreement. This Agreement does not settle,
compromise, or limit the rights of Tesoro Alaska and the State to
assert claims and initiate and participate in proceedings

concerning the TAPS Quality Bank.

10. Authority. Tesoro represents that its
Directors has approved the execution of this Agreement (which
includes the attached bend, deed of trust, subordination agreement,
financing statement and security agreement) as shown by attached
Exhibit 6 and that the people signing this Agreement on its behalf
are fully authorized to do so. Tesoro further represents that all
things necessary to make this Agreement lawful, valid, and binding
have been done and that the execution of this Agreement does not
violate any law or other Agreement by Tesoro. The State represents
that the people signing this Agreement on its behalf are fully
authorized to do so, and that no further approvals are required.
The Attorney General represents that legislative approval under the
provisions of AS 38.06.055, and review and recommendation of the
Alaska Royalty Oil and Gas Development Advisory Board under AS

38.06.050, are not required.

TESORO SETTLEMENT AGREEMENT/14

TESORO 14



10

12
13
14
15
16
17
18
19
20
21
22
23
24
25

26

11. Notices. Written notices under this Agreement shall

be given by mail, express courier, or FAX transmission, to the

following designated representatives of the parties at the

following addresses and FAX numbers, (or
representatives, addresses, or FAX numbers as are
writing by the party making a change):

If to the State:

Commissioner of Natural Resources
400 Willoughby Avenue,Fifth Floor
Juneau, Alaska 99801
(FAX: 907/586-2754)

and

Director, Division of Oil and Gas
Box 10-7034

Anchorage, Alaska 99510

(FAX: 907/562-5269 and 907/562-3852)

If to Tesoro:

President

Tesoro Alaska Petroleum Company
3230 C Street

Anchorage, Alaska 99503

(FAX: 907/561-5047)

President

to such new

designated in
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All notices shall be effective upon confirmed receipt.

12. Default Upon default in payment of any obl|

owed wunder this Agreement or reporting under Paragraph 3 which
remains uncured for 30 days after written notice of default

("Notice of Default") specifying the amount in dispute ("Disputed

Amount”), the State shall be entitled to all remedies available at
law or equity including, without limitation, the right to foreclose
the deed of trust, and the right to accelerate, and declare

immediately due and payable, the entire unpaid balance owed under
this Agreement wunless Tesoro pays the Disputed Amount in full
within 30 days following the written Notice of Default.

If Tesoro pays the Disputed Amount in full, Tesoro may

accompany its payment with a statement that it 1is paying under

protest. Any portion of the payment found not to be owed shall be
subject to refund to Tesoro. Any refund will be made as a credit
to Tesoro and shall bear interest at the Bank of America rate
specified in Paragraph 3.B. If Tesoro does not initiate an action

in the Superior Court of the State within 180 days of paying the
Disputed Amount to determine whether the Disputed Amount is owed,
the Disputed Amount shall be deemed owed the State.

If Tesoro does not pay the Disputed Amount in full and if
the State elects to accelerate payment of the unpaid balance, the

unpaid balance shall be calculated as follows:

TESORO SETTLEMENT AGREEMENT/16
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If default occurs before the second business day of 2002,
the unpaid balance shall be equal to 110 per cent of the
Prepayment Amount (including any past due amounts, with
interest) calculated as of the date of the State's
written Notice of Default. If default occurs prior to
December 31, 1993, the Prepayment Amount shall be
interpolated for 1993 as if there had been a Prepayment
Amount of $86.5 million at December 31, 1992.

B. If default occurs on or after the second business day of
2002, the wunpaid balance shall be equal to $60 million
(plus any past due amounts, including interest) plus all
cents per barrel payments which accrue during the
pendency of the default minus the amount of all
prepayments made pursuant to the second paragraph of

Paragraph 3.C.

13. Payments and Interest. AIll payments due
Agreement from Tesoro shall be made by wire transfer under
instructions provided from time-to-time by the State. Except under
the limited circumstances specified in Paragraphs 3.B. and 12, all

amounts not paid when due or which are later determined to be due
as an adjustment shall bear interest from the date due at che rate
for royalty payments provided in AS 38.05.135(d) as it may be

amended from time-to-time ("Default P.ate") . The "date due" for

TESORO SETTLEMENT AGREEMENT/17
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cents per barrel payments is the 20th day of the month following
the month the barrels are charged to the Alaska Refinery (as

provided in Paragraph 3.3.).

14. Forum For Dispute Resolution. This Agreement shall
be governed by the laws of the State. Any litigation concerning
this Agreement shall be filed in the Superior Court of the State in

Juneau unless another State Superior Court is the required forum.

15. No Intended Third Party Beneficiaries. No person or
entity, including Chevron, 1is an intended third party beneficiary

of this Agreement.

16. Counterparts. This Agreement may be executed in
multiple counterparts. Each counterpart shall be deemed to be an
original and all <counterparts shall be deemed to be the same
document.

17. Effective Date. This Agreement is dated December
15, 1992 for reference purposes. It is effective when executed by
all parties and payment is made in accordance with paragraph 3.A.

TESORO SETTLEMENT AGREEMENT/18

TESORO 18



STATE OF ALASKA

By: v
commissioner of Natural Resources

Date Signed: vy , y <Yy

By: k s ml C- c.. /.
Attorney General

Date Signed: I » 11 e ;?

STATE OF ALASKA

THIRD JUDICIAL DISTRICT

The foregoing instrumemt was acknowledged before me this
day of 1993 | by U.
Commissioner/of Natural Resources of the State of Alaska.

TARY PUBLIC in wuia for Alaska

My commission expires: [/ - Tcf"
STATE OF ALASKA
) ss
THIRD JUDICIAL DISTRICT
/f-ar The~oregoing instrument was acknowledged before me this
// day of (jtisrU U IAu , 1993, by CtHA~LPJ £$U L.

Attorney Geneval for ilhe State of Alaska.

My commission expires:

TESORO SETTLEMENT AGREEMENT/19
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LEUM COMPANY

Title: sr.Vice Pres.,Chief Cinancial Off.
Date Signed: 1/15/93

TESORO PETROI NATION

Title: Vice Pres.,Chief Financial Off,
Date Signed: 1/15/93

STATE OF TEXAS
) ss:
COUNTY OF BEXAR

The foregoing instrument was acknowledged before me this
15th day of January 1993, by Bruce A. Smith, Sr. Vice Pres.,Chief Fin-
ancial Officer of Tesoro Alaska Petroleum Company, a Delaware
corporation, on behalf of the corporation.

NOTARY UBLIC in and IT ¥raxas
My commission expire”™”

STATE OF TEXAS
) ss:
COUNTY OF BEXAR

The foregoing instrument was acknowledged before me this
15thday of January , 1993, byBruce A. Smith,Vice Pres., Chief Financ
Officer of Tesoro Petroleum Corporation, a DelLaware

corporation, on behalf of the corporatic

J \y notary PUBLIC in and for Texas.
ttr+j My commission expires:
I —/£ \yf\\\ r-\"
W
o(omml. r <" *>3

\Vfy —  *-/
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Exhibit One to tne December

For
In Kird
Sales

Tesoro 1

Tesoro 2

Wircow)
Tesoro 4

Tesoro 5

Total

Cheviron Portion

fran

Baibit 3

Tesoro Portion

Tesoro 1
Tesoro 2
Tesoro 4

Tesoro 5

Smary of Retroective Price Adjustmants

Prircipal
Arount of
Retroectinve

Price
Adjusstrets
$ 54,60.3%
S 9,38
5%6.086.5958.8

G 5,5%6,28.3)

530.946.610.HA

521,311,84.71

30,633,7%6.23

Interest
On Retroective
Price
Adjustrents  thru
Decanter 31, 192

S &7,38.27

S 2,8
564,980,523.75
& 4,638,86.79)

530,956,35.35H

523,59,50.31

H7,46,745.04

iste RIK Agreanent: catedMarch 10, 1580,
iste RIK Agreament datedMarch 10, 1980

iste RIK Agresnent date) February 26, 1982,
iste RIK Agresent cated Oecenber 9, 193.
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15, 1992 Agreement Between the State of Alaska and Tesoro

Total
Interest

ad
Principal

5 14,063

G 22,13.40)
5 15i,007.02.68
G 10,25,006.60)

5 141,901,946.29

5 4,31.465.@

5 97,000,901.27

TESORO



Sales
Moth

@

3i-jui-ao

Mot«l:

\olare

©

51,490,51
H4,083.06
38,2731
66,4%5.(2
,563.12
80,672.66

9%,130.83
133,64.20
148,28.45
142,50.30
144,98.4%6
144,581.19

1,189,9%.19

32676481)7

245514000

Stare of Alada

of Natural Resouross
Olvisimn of Gil &Css

Royalty Acoonting
A\S Royalty Litigation
Tesoo |
70 - A1
—=EEESEB 2B =
Price Acti tiaal Due Date Interest Interest Tolal Fb)ahy
el ta ty Rate
© ®=09 O O ®=¢ O @D
G¢.158418) ( 8,18.86) HAQ 14356470 ( $12,149.51) ( $0,33.37
$.281480 $5,04.53 2SS90 1474816 $2,1P.87 $7,24.0
$.1%67812) ($11,56.85) Z/-0ct-80 1.4613035 ( $16,853.85) < $8,36.71

.865306
$3.083432
$1.7483033

$190,30.48
$214,50.07
$141,047.53

SoMEY  $R6BM
56004 $B,21.27
G250 (($37,674.91)
($.40983) (($70,299.37)
s $3,3B.FH
G.25228) ($5,55.8)

$574,649.36

Exhibit 1 to the Settlement Agreement dated 12/15/92
Page -2-

osHovso 1.448348 W2/5,686.52  $466,06.00
26-0ece0 14300248 $36,800.4 21,3061
26-Jan-81 1412334  $19,26.28 $30,23.31
Sl 1.3852248  $120,26.33  $£21,99.77
Shar8l 1.380988 $104,80.2 S, 730D
278l 1363880 ( WL,3UNA) (3

26-Hep-81 13475047 ( :1394,73505) ( $.08,031.43
Burel 1LRYE2  $11,119 $19,48.5
278l 1311381 ( $46,626(B) ( $2,18L.8

$827,38.27 $1,4A2,00.63
S-533333353555

Interm calculated at tha Oieaical Back Prime ¢ 1.25X through Oecenbar 31, 1992.

TESORO



State of Alada
of Natural Resouroes
Division of Gil & Gss

Royalty Acoounting
AN\S Royalty Utiigation
Tesoro 2
779
Sales \olare Valle AAS  Previous Price Additicel Qe Date Interest Interest  Total Royatt\
Morith Rebillirg Value Delta Royalty Rate & Interest
@ © <€) <) Q) O=-0® < O WdD=CFD G =)

LD 81,1000 *2B.28336 *23.3022000 (*.108340) <*W,IB5E) SAG LABAO (*10,754.88) (*222,123.4
81,100.00 (180,385 (M. 754.8) < *22,123.4:

Hotel: Interest calaulated at the Chamical Bark Prime ¢ 1.25X thraugh Oecedxr 31, 1992,

Exhibit 1 to the Settlement Agreement dated 12/15/92
Page *3-
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Salles
uoin

@

a3
83

Notel:

\olLme

©)

321,30.64
1,1:,574.11
1,246,776.16
1,196,553.6b
1,181,768
1,165,4/0.20
1,22,174.86
1,217,181.73
1,22,016.9%
1,244,76.81
1,182,033.97
1,215,02.41

* 2%6,85.68
1,198,78.53
1,135,408.26
1,266,120.47
1,318,%57.28
1,181,%61.73
1,222,521.73
1,281,136.18
1,261,872.04
1,266,76.27
1,237,987.66
1,215,237.38

1,10,7/51.42
1,256,115.20
1,316,95.74
1,2,%7.755
1,35,000.4
1,291,54.16
1,280,713.16
1,25%,828.23
1,280,006.30
1,493,011.61
1,807,50.13
1,4%,972.06

1,4A,080.87
1,334,163.38
1,453,30.64
1,38,619.15
1,511,343.54
1,428,532.04
1,508,19.62
1,438,33.81
1,380,906.04
1x29,808.30
1,441,020.40
1,408,451.88

*18.98730
*18.196500
*17.36470

*18.2341
*18.85567
*18.86466
*18.08728
*17.55982

Previas

*17.62629
*17.38082
*17.5118
*17.58382
*17.58832
*17.67344
*17.62213
*17.68B
*17.7045
*17.622
*17.63406
7> 2580

*15.33528

State of Alasa
Departrentt of retural Resources
Oivision of Oil & Ges
Royality Accountirg
A\S Royality Litication
Tesoro A
/8B * 12A1

Price
Cela
(©)

51.9147340

*_.9744200
* 811730

G.080) (
G410 ( *900,374.00)

SGI320  *717,811.10
* 480 *1,790,49.0
*. 30690 *1,781,419.68
SABBD  *EB,120.53
S.0015000 *2,002.59
(S.2153700) ( *278,151.25)
* (B0 *45,195.30
*36I000  *497.942.80
TeXB0  $7R,95.31
* 3190 *2,274,140.35
S.6R0  *961,530.42

Adti tiarel
Royalty
® =09

615,34.81
*2,308,102.78
*1,546,030.84
*1,886,856.%5
*2,35,48%6.62
*2,645,633.91
*2,918,578.(2
*2,328,493.00
*1,867,958.40
*1,234,901.35

*62,707.57
*1,089,719.17

*1,445,367.43

2, 060.960.26
22 060, 356.63

] (08,288.50

*10,250.53)

13-May-36
17-dn-86
15-ul-66
16-Au-85
16-Sp-ab
15086

18+How-85
16 Cec-85

&.0646300) (*3,0/0,001.73) 17-Jar£E6

(S.71520) (*8,538,98.00) 18-Feh-86
(S3.4050100) (*4,606,35.08) 17-Mar-86
(R15IM) (*3,00,60.28) 14406
* 130100  *188,856.50 16-Vey-B6
* 60140 ~ *950,846.68 16-0r-BE)

*2.0830800
*3.2108000
*1.195280
*1.15/8330
*1.888250
*2.98083200

,131,200.90
*4,618,298.51
*1,637,421.28
*1,771,298.06
*2,722,029.89
*4,140,632.15

(S1.00830) (*1,58.383.00) 17-Ml-8
, 15-A0-86

Exhibit 1 to the Settlement Agreement dated 12/15/92
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18*S'e6 .
16-0ct56 .
17-Nov-M .
15-0«-86 -
16-Jan-87 .

Interest ac the Bark of Arerica Prine Rate plus 3X thrauch Cecarber 31, 192.

-8ames

8RI575 ( *245,210.76) (

.8/06146
Reseessil
8800836
8384228
888337

*1,784.63

*30,348.4
*428,220.83
*6/74,00.3A4

*1,906,601.09
*796,990.30

Total Roalty
4 Interest

@ * (i)
51,3%,73%.1

*1,148,166.
3,321
*4,56.C
*X6,172.£
*1,466,94. -
4,190,331

8178748 (*2,510,980.79) ( *5,58L,00.

_80EIE (*6.890,206.17) (*15,429,143.
797200 (*3,706,967.10) ( 8,383,322
7836146 (*2,421,556.60) ( *5,42,25.

s
- /o33331

A0118 (1,182,831.13) (

*147,015.45
*730,80.74

*2,349,290.43
*3,419,177.13
*1,19,082.78
*1,280,815.03
*1,946,338.14
*2,922,397.90

TESORO

35,872
1,681, 746.
2,741,214
5,48,40.
*8,B7,475.
2,836,504,
3,02, 113.
4,668,358
*7,083,290

24



Jul-8

\olure

Exhibit 1 to the Settlement Agreement dated 12/15/92
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Value AS
Rebilling

Previous
Value
<>

5096182
510.82239
511.00545
511.607%
51214776
51245618
511.84374
5115184
510.9194

50.53662

349451
P.2641

Oivision of Gil & Ges
Royvalty Accounting
AS Royalty Litigation
Tesoro 4
/83 = 1281

Price
celta
(G4

$2.1950000
$.H47058
$1.2862700
$.6497200
$1.0214800
$1.0863900
51.2049000
$.0330B2
$.1503809
$.17708A

Acti tiarel
Royalty
=09

53,4%6,834.51
$1,2%6,714.33
$,083,50.11
$1,000,35.31
51,637,621.70

$1.613.350.5
$1.8%5.642.00

$0,233.87
$28,8/5.83
$29,48.HA

C$.530030) ( $30,853.56)
G43¥5B) ( K)6,38.9)

5.0039100
$.0837700
$.7192700
$.5027200
5.0434900

$,634.36
$67,884.33

$1,361,157.60

531,618.30
$67,649.07

$.001900) ( $18,7R.6%)

$.4008975

15-A0-8 .
S.4314100 $633,312.29 16-S5p-88 .
G 19040D) ( $315,423.0) 17088 .
$.312430) ( $B2,713.14) 14How-B .
$1,06,715.63
,606,66.47

5.7001357
51.7075100

51.1584400
5.8065027
51.22080%6
5.9196400

5.2148400
5.4211600
S.3085/0
5.5197/000
5.5514100
5.6296200
51.1490900

$61,50.52

$1,656,349.08
$1,089,38.26
$1,50,741.52
$1,288,716.HA
(5.02250) (

548,006.75)
$£0

De Date

©

17+Feb-67

16-Mar-87
16-A87 .
15-Mey-87 .
15007 .
17-ul-87 .
17-Ag-87 -

14-Sp-87
16-0ct-87

16-MOv-87
14087
193a 788

18-Feb-ea
14+Har-88

18-A*83
16-Ms§_/-68
17-0ui-88

18-UI-88 .

16-0c8 -
16-Ja-80 -

16Feb-89 -
16+Har-89 -
17-Ar8 .
15Hy-3 .
16-341-89 -
17-3ul-80 .
14~ .
17-Sp® .
15-0ct=® .

1B3HV-0

15080 .
15-0n90 .

6BE5  $37.50.80
9R  §S02
625R  $I71.20.13

B85 ( $49%5,664.88) (
563 ( $406,49.66) (

B3 $,720.83
548380 $30,026.57
0B $767,57.88
SHEPI0 $489,316.67
BT 750, .

Hrb  $7/58,120.06
ME/EL $486,50.12
B $668,1%5.0
23005 $B4,294.25
410096 ( $19,896.91)
PHT  $15,783.13
3B/I5H  $A0,587.56
B2 $161,458.30
IR $23,847.50
F6 W05
I $36,641.82
RE  $6D0,997.84

Total Royalty
S Intarest

® = @)

6,932,882/
R,122,416.08
$3,416,106.A4
$1,671,733.5%
8,721,107
8,714,94.%6
$3,014,53.21
%’H’-m
$371,46.04
$0,781.07
$1,316,518.73
$1,02,813.44

$7,414.19
$106,910.90
$,128,715.57
$1,370,934.97
$1,435.%6
$43,53.04
$1,008,707.49
$1,034,086.27
$473,86.83
$30,914.37
$1,623,96.27
$3,88,31.31

$2,414,460.13
$1,5/5,878.38
2,207,96.61
$1,833,641.19
wim'®
$406,30.51
$717,356.%

TESORO



Sales
Moth

@

Jan-0
Feb-0
Ver-0

Jinol
-

a1
Dec*o1

Hotel -

\olure

©

1,373,3%6.47
1,218,877.83
1,36,161.64
1,294,408.93
1,33,741.98
1,128,671.70
1,234,723.07
1,291,250.67
1,168,845.%5
1,387,782.88
1,22,32.&2
1,33,431.31

1,3112,248.9

968,002.14
1,2A,2714.9
1,175,074.89
1,276,32.24
1,2%,648.71
1,549,911.51
1,364,432.00
1,240,502.5%6
1,361,737.42
1,237,691.06
1,230,434.38

145,244,136.48

Value AlIS
Rdbilling
©

$14.66853
$13.68721
S12.7190

$0.89228

$.41430

$0.23085
$10.38011
$19.66426
S25.81297
6.03321
$23.53208
$18.92872

$11.23145

State of Aleda

of Vatural Resouross

Ouvision of il & Gs

Royality Acoount,rg
A5 Royalty Litication
Tesoro A
/B - 1A
Price Additicel
Celta Royelty
® ® =v®
$.5438100 $746,834.11
1193800 $£235,500.33
$. 720000 41,08%6,160.01

G.2304300) ( $30,90.89) 1k
$.566360  $0,727.62 15-JiPD .
G540 ( $614,019.9) 16-1l-D .

Due Date

O

16-Feb-90 .
16Ver-90 .
15-A0 .
14-Vay-0 .

$.970500) ($L,198,48.86) 13-AgD

$528800  $70,706.87
$.4%6720  $668,912.13
$.5E6I00  $86,577.F5
$1.52700  $1,988,190.30
$1.1604000  $1,576,33.68
$L.240  $1,974,183.29
($.3195200) ( $306,196.66)
$.2145100  $277,634.91
$.197400  R,06.82
G.001450) ( $L,850.67)
$.067300  $88,78.18
$.13780L 213,643
$.12200  $160,380.58
$.2000M0  $56,870.87
$.5050000  $811,323.17
$.9854100  $1,219,633.12
$.55MA0  $657,179.58

$96,086,58.B

Exhibit 1 to the Settlement Agreement dated 12/15/92
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17-Sp-0 .
12-0ct-90
130D
14-0c-90 .
14-In9al .

5209 .
Saral .

13-4.91 .

EH@@H

509l .
13-ul-9l .
2Ag9l .
15Sp9 .
13091 .
4+l .
13091 .
13-JarP

Interest at the Bark of Areriica Prime Rare plus 3X thraugh Decarber 31, 192,

Interest  Interest
Rate
hle ® = Fh)

280110 ( $9,505) ( $30,404
2775137 ¢ $208,080.68 $667,787.3
6476 < $163,619.50) ( $777,60.4
b ( $307,411.13) ( $1,506,85.0
2482  $180,513.5 500,219.4
26130 $133,768.39 $1R,680.5
237379  f134,92.53  $1,011,90.8
2128  $I8,617.0  5,3%6,98.2
i8ps  $318,160.06 BL,84,42.1
91080 $377,24.79 < R,F1,48.C
Bo11 < $5,740.38) ( $6L%71
172063 $47,999.07 R5,58."
6078 $37,834.59 0,81 <
156781 ( %) (1 2131
143562 $8,447 .6 $%67,170.1
o $8,711.9 PP,36.1
123730 $2,39.00 60"
N5 $9,615.80 $56,45.1
106770  $%5,816.87 $897,D1
orRls  $118,80.60  $1,338,463.
0157 %1,245.35 $778,424.
$64,990,583.75 151,007,082

anmnisins:

TESORO



Soles
@
Get-86

Cec-b

Mar—86
Aor-6

-5

Mar-80
Apr-3
Vey-89
An

\olure

©
843,907.%6
7%6,623.79
840,494.09

84,506.06
771,077.88

774.0/8.64

Value ANS
Rebi 11 ing
©

SI19.4%311
S18.66720
S15.7658

S10.01918
S7.8533%6
H.430%6
$6.44401
$5.84749
53.7132
5.3413
46610

5.4000
5.40161
5.27/653
5.0/633

5.0852
5.0830
5.0860
5.08%7
S.Ce20
5.00733
5.10277
5.0633
5.0238
5.0004
50

1 9

J&6
5.0r%6
S.0r461
S.(8130
5.07743
5.07349
5.07173
5.06382
5.066086
$.0622
$.06768
$.07331

$.08301
$.09100
$.10667
$.11007
$.0071
$.0978

5.06130
5.07333%
5.0/a271
5.0811/00
5.0826100
5.08/0800
5.0911100
5.0534200
5.088830
5.086334
5.0819100
5.071520

5.0712100
5.0622/0
5.0663300
5.0741953
5.0744800
S.0715300
5.0650300
5.0629600
S.0B36/mM0
5.0626400
5.0408001
5.0880801

Departmait o Natural Resouross
Division of Gil 1 Gss
Royalty Accounting
AB Royalty Litigation
Tesoro 5
/&6 « 30

Price
clta
®

Acti ticrel
Royalty
® =09

515231900  51,285,4.08
5.683400  5543/22.44
B.0606000) (51,735/34.53)

<S.715200) (54,826,537.87)
(G3.400010) (R2,626,32.10)
G 1510) (51,735,65.3)
5.137100  5106,749.06
5.620140  5537,4%.29
GL.0080) ( 5890,88.2)
52.08380 51,769,830.90
5.0970000 51,704,900.43

5.0089600
5.0086345
5.01483%3
5.0247/600

5.0190000
5.000734
5.0074630
5.0073000
S.0102900
5.0107700
5.0116600
5.0029100
5.0087300
5.0089416
G-001310) (
G000 |

5.00P6500
5.0032900
S.0079800
5.0071047
$.0029800
$.0019300
$.0067000
y-rjs830
$.0011900
$.0002800
$.00787%9
$.015429

$.0113100
$.0086/01
$.0117800
$.0003200
$.00238300
$.0042400

56,9874
57,90.64
512,127 66
519,41.74

517,189.40
57,2913
56,266.20
56,526.91
50,324.61
59,206.24

510,333.58
52,587.83
53,171.39
53,516.15
51,199.04)

5560.62)

52,290.68
2,721.62
57,10.97
56,004.15
2,50.41
51,611.64
$4.8%.36
$5,110.14
51,010.31
2231
56,649.04
513,284.45

50,443.86
56,568.60
58,408.45
57,4246
52,002.58
53,241.86

Due Dete

16-+Hay-88
17-drveB
18-Jul-88

15-A083
16-Sp-3
17-0ct=&a
14-M0/-83
16-0ec-83
16-Jan-39

16-Feh-89
16-Har-80
17-pr-80
ISMey-0
16-0n-89
17-2ul-8

Interest at the Bark of Anerica Prime Rate plus 3X through Deoarber 31, 1922.
Premium of S.3b
Mote3: Tesoro"s period of denamination is Agust 19, 1986 to Noverber 19, 19%.

Exhibit 1 to the Settlement Agreement dated 12/15/92
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Inerest Interest Total Roalty

Rate 4 Interest
@) @ =Fh @) = (>

B8BB $1,077,76.80 9,33,167.3
OB M0ADTA 0401218
8178748 (51,419,286.45) ( 53,154,620.8

80501 (53,894,610.33) ((58,721.143.D
IR0 (R,056,32.42) (54,721,645
736146 (51,368,763.08) (53,104,418.41
-rsar $33,08.83 $180,847.89
3 Y1310 78 $060,588.07
70118 (968,588 ($L50,40.D
A2 §1,37,82.6  $3,007,773.16
TAOBB $1,22,20.5  ©.97,10.78
72296 $5,080.66 $12,018.59
7300 $6,430.18 $12,90.8
yalsece $8,671.75 $0,70.41
-AB3337 $13,853.80 $3,56.A4

EEB3 1,976 $9,164.2
Rl BRR $12,314.06
686 $,20.2 $10,56.22
671180 $4,30.90 $10,907.71
MHIEHEL  $6,100.0 $15,494.10
G2l $6,00.37 $15,206.61
B $6,66.40 $16,990.98

633436 $1,620.23 $,227.06
2R $1,9/5.77 $5,147.16

8,154.8 $5,671.04

6183
a3 (0 4.8 (0 SLIB.0D)

52633 ( 8.0 ( $32.66\
R32275¢% $1,34.90 $3,65.58
5748580 $1,54.66 $4,286.27
5653008 $,043.15 $11,213,12
5HBP10 $3,32.43 $09,3%6.38
SMEXP $1,30.66 $3,970.07
5342970 $61.00 $,472.73
BX656 $2,563.18 $7,48.A4
51307 $,623.08 $7,733.17
5022338 $807.72 $1,518.53
A2AA $119.30 $361.61
407177 $3,19%6.31 99,8565
4ax671 $,238.% $19,518.41
4465781 82,9%4.00 90,5278

A3 $3,648.98 $12,067.43
A22B05 $3,130.20 $10,583.25

A095 1.6 .43
.3HB137 $1,201.98 $,53.7°
TESORO 27



@
-

Oced
O
Jan-90

Var-0
Aor-D

Jul-0

\olue

©

714,302
787,430
75,9545
730,154.57
70,134.84
783,417

75,781.%5
956.90
780,910.37
12,5140
48,2271
637,958.88
a@7,956.45

®,%82.63

a8

47,34,96.17

Previaus
Value
<d)

J.0833000
S.08/40
J.0903200
S.0889000
S.08985200
S. 1066500

S. 1069400
S. 1012000
S.08%4600
J.0738900
S.0663600

State of Alaska

Department of Natural Resources

Oivision of Oil 4 Gas
Royalty Accounting

ANS Royalty Litigation

Tesoro S
10/85 - 8/90
Price Addraoal
Celta Foyalty
© ® = ©9

S.0067/00 51,136.%
S.0049300 53,882.31
S.0065200 54,9°8.78
S.007/0800 5%,571.43
S.0078/0 55,061.36
S.0112400 8,%1.8
S.0067/000 55,197.74
S.0040800 2,810.2
1.0085600 55,513.37
S. oooaaoo 538.01
S.0 55,147.80

(5-00145[0) ( 505.06)
X.046300) ( 53,20.%)

5484.06
(5,5%,228.83)

16-3ul-0

17-Sp-0

Mtel:  Interest at the Bark of Arerica Prie Rate plus 3X thresh Geoedoer 31, 1992
M2 Pramia of 535
Ncte3:  Tesoro'a perlod of denomination is August 19, 1986 to Mbwealer 19, 1986.
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51,8%56.40
51,506.%
51,800.12
51,97/5.07
5,077.01
52,96.87

51,682.74
5871.17
51,999.06
5175.66
51,428.99

475 < 5246.9) (
b ( 513.72) (

2440342

5118.13

4 Interest
® =ED

5,415
%5,30.%6
%,728.20
57,%6.50
33,138.37
511,797

56,880.48
53,682.00
18,462.43
5783.67
56,576.3
S, 171.56)
54,084.08}
58P.19

(54,63,8%6.79) <510,25,065.62}
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Exhibit Two to the Settlement Agreement between
The State of Alaska and Tesoro

Estimated Schedule of Tesoro Payments at Approximate
Current Refinery Throughput of

25 Million Barrels per Year
Year Cents

Per 25 Million

Barrel Bbl/Year
1993 $0.16 $4,000,000
1994 $0. 16 $4,000,000
1995 $0. 16 $4,000,000
1996 $0.24 $6,000,000
1997 $0.24 $6,000,000
1998 $0.30 $7,500,000
1999 $0.31 $7,750,000
2000 $0.32 $8,000,000
2001 $0.33 $8.250.000
Total $55,500,000

Bhibit 2 t the Ssttdemat Agreament caited 12/15/2
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SECURITY AGREEMENT

THIS SECURITY AGREEMENT ("Security Agreement'), dated as of the

day of , 1993, by and between THE STATE OF Alaska

(""Secured Party'), being the Secured Party hereunder, and TESORO A laska PETROLEUM
COMPANY ("'Debtor™), is entered into with reference to the following:

RECITALS

A Debtor is indebted to Secured Party under a Settlement Agreement dated
December 15, 1992, attached hereto as Exhibit A and incorporated by reference (the
""Settlement Agreement™), in the original principal amount of NINETY SEVEN MILLION
Sixty Thousand Five Hundred One Dollars ($97,060,501.00) and as further set forth
in the Settlement Agreement.

B. The Settlement Agreement is secured among other things by a Deed of Trust
and a Bond. The Deed of Trust, this Security Agreement, the Non-Standard Financing
Statement and Bond are hereby known as the Security Documents. The Security
Documents encumber the real property described on Exhibit B attached hereto and the
improvements situated thereon (collectively the ""Real Property'), and the collateral further
described herein.

C. Secured Party is willing to enter into the Settlement Agreement in reliance
in part on the execution of this Security Agreement.

NOW, THEREFORE in consideration of the above recitals and of the mutual
covenants, representations and warranties contained herein and for other good and valuable
consideration, the receipt and adequacy of which is hereby acknowledged, Debtor and
Secured Party agree as follows:

i Grant of Security Interest. Debtor hereby grants to Securec

security interest in the property described in Paragraph 2 below (collectively and severally
the "'Collateral’") to secure payment and performance of the obligations to Secured Party
described in Paragraph 3 below (collectively and severally the "'Obligations™).

Exhibit 3to the Settlement acreement dated 12/15/92
Page -1-of -3~
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2.

Besses:

Collateral. The Collateral shall consist of the following (the terms used

herein are as defined in the Alaska Uniform Commercial Code):

a All improvements now or hereafter attached to or
placed, erected, constructed or developed on the tract of land
described on Exhibit "B" attached hereto and made a part hereof for
all purposes (the ""Premises™), situated in the Kenai Recording District,
Third Judicial District, Alaska.

b. All fixtures, furnishings, equipment, spare parts, supplies,

inventory (but excluding all crude oil, refined product, partially refined
product, and all hydrocarbons, additives and other ingredients to be
incorporated in the refined product) and articles of personal property
(the "Personal Property’") now or hereafter attached to or used in or
about the Improvements or Premises or that are necessary or useful
for the complete and comfortable use, operation, and occupancy of the
Improvements for the purposes for which they were or are to be
attached, placed, erected, constructed or developed, or which Personal
Property is or may be used in or related to the planning, development,
or operation of the Improvements, and all renewals of or replacements
or substitutions for any of the foregoing, whether or not the same are
or shall be attached to the Premises or Improvements.

C. All water and water rights, timber, crops, and mineral

interests pertaining to the Premises.

d. All building materials and equipment now or hereafter

delivered to and intended to be installed in or on the Premises or the
Improvements.

e. All plans and specifications for the Improvements.

f. All Debtor’s rights (but not its obligations) under an\

contracts relating to the Premises, the Improvements or the Personal
Property, but excluding any contract rights under any contract
containing a prohibition against assignment of or the granting of a
security interest in the rights of any party thereunder.

Exhibit 3 to the Settlement agreement dated 12/15/2
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0. All  Debtor’ rights (but not its obligations) under any
documents, construction connects, architectural agreements and
general intangibles, other than contract rights under any contract
containing a prohibition against assignment of or the granting of a
security interest in the rights of any party thereunder, and arising from
or by virtue of any transactions related to the Premises, Improvements
or Personal Property.

h. All permits, licenses, leases, franchises, certificates, and
other rights and privileges obtained ip connection with the Premises,
the Improvements and the Personal Property.

I All proceeds arising from or by virtue of the sale, lease
or other disposition of the Premises, the Improvements or the Personal
Property.

] All proceeds (including premium refunds) of each policy
of insurance relating to the Premises, the Improvements or the
Personal Property.

k. All proceeds from the taking of any of the Premises, the
Improvements, the Personal Property or any rights appurtenant thereto
by right of eminent domain or by private or other purchase in lieu
thereof, including change of grade of streets, curb cuts or other rights
of access, for any public or quasi-public use under any law.

1 All right, title and interest of Debtor in and to all streets

roads, public places, easements and rights-of-way, existing or proposed,
public or private, adjacent to or used in connection with, belonging or
pertaining to the Premises.

m. All of the leases, rents, royalties, and issues, from the
Premises, the Improvements or the Personal Property, including
without limitation, cash or securities deposited pursuant to leases to
secure performance by the lessees of their obligations thereunder.

n. All rights, hereditaments and appurtenances pertaining
to the foregoing.

Exhibit 3 to the Settlement agreement dated 12/15/92
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0. Other interests of every kind and character that Debtor
now has or at any time hereafter acquires in and to the Premises,
Improvements, and Personal Property described herein and all
property that is used or useful in connection therewith, including rights
of ingress and egress and all reversionary rights or interests of Debtor
with respect to such property.

3. Obligations. TTie obligations secured by this Security Agreer
consist of any and all debts, obligations and liabilities of Debtor to Secured Party arising out
of, connected with, or related to the following (collectively the ""Obligations™):

31 the Settlement Agreement;
3.2 the Deed of Trust securing the Settlement Agreement; and
all amendments or extensions or renewals of the above.

4. Representations and Warranties. Debtor hereby repre:
warrants to Secured Party that:

4.1 Debtor is the owner of the Collateral (or, in the case of after
collateral, at the time Debtor acquires rights in the collateral, will be the owner thereof);

4.2 Debtor has full power, right and authority to execute and d
Security Agreement and to grant the assignments and security interest, in the Collateral and
Debtor has taken all necessary legal and other action to authorize the execution and
delivery of this Security Agreement;

4.3 all Collateral is in good repair except for normal wear and tear;

4.4 all permits and licenses with respect to the Collateral and
Real Property are in full force and effect;

4.5 in granting the security interest in the Collateral, Debtor is no
any indenture, agreement, law or regulation to which Debtor is a party or by which it is
bound;

4.6 all items of Collateral are located only in the state of Alaska:

Exhibit 3to the Settlement agreement dated 12/15/2
Page 4-0of -
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4.7  all information heretofore or herein supplied to Secured Party by or
on behalf of Debtor with respect to the Collateral is true and correct as of the date given;

4.8 the foregoing representations and warranties survive the completion
and termination of this Security Agreement; and

5. Additional Covenants. Debtor hereby covenants and agrees as follows:

51  Debtor will do all acts necessary to maintain, preserve and protect the
Collateral and will not use nor permit any Collateral to be used unlawfully or in violation
of any provision of this Security Agreement, or any applicable statute, regulation or
ordinance or any policy of insurance covering the Collateral;

5.2 Debtor shall take all steps necessary to maintain all licenses and
permits in full force and effect;

5.3  Debtor will not cause or permit any waste or unusual or unreasonable
depreciation of the Collateral;

54  Debtor will keep the Collateral free of all levies and security interests
or other liens or charges except 1) as exist upon the execution of this Security Agreement,
as set forth in the title insurance policy, issued by TransAlaska Title Insurance Agency, Inc.
Order No. 445892, Policy No. 105298, 2) liens for taxes not yet delinquent, 3) liens to secure
senior debt as defined in Exhibit 7 of the Settlement Agreement, and 4) other liens arising
in the ordinary course of business which do not materially reduce the value of the Collateral
or interfere with the operations of the Alaska Refinery;

55 Debtor will appear in and defend any action or proceeding which may
affect its title or Secured Party’s interest in the Collateral,;

5.6 Debtor will pay promptly when due all taxes, assessments, charges,
encumbrances and liens now or hereafter legitimately imposed upon or affecting any item
of Collateral;

5.7 Debtor will insure the Collateral, with Secured Party named as an
additional insured, in form and amounts, with companies, and against risks and liabilities,
satisfactory to Secured Party; the form, amounts and companies of the coverage identified
in Exhibit C to the Security Agreement are deemed satisfactory;

Exhibit 3 to the Settlement agreement dated 12/15/92
Page -5- of -39-
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5.8 Debtor will not surrender or lose possession of, sell, encumber, lease,
rent or otherwise dispose of or transfer (other than to Secured Party) any Collateral or right
or interest therein except as otherwise specifically set forth herein and except for
transactions in the ordinary course of business, disposition of obsolete or worn out assets,
and transactions which do not in the aggregate result in disposition of collateral with a fair
market value in excess of THREE MILLION AND No/100 DOLLARS ($3,000,000.00);

59 Debtor will take such action to procure, execute and deliver from time
to time such documents and instruments as Secured Parry may request in order to (i)
perfect the security interest given by this Security Agreement, (ii) administer or enforce this
Security Agreement or the Collateral or any part thereof, and (iii) assess and confirm
Secured Party’s rights, powers and remedies under this Security Agreement;

5.10 Debtor will at any reasonable time, upon demand by Secured Party,
exhibit to and allow inspection of the Collateral by Secured Party (or its representatives);

5.11 Debtor will comply in all material respects with all laws, regulations and
ordinances relating to the possession, operation, maintenance and control of Collateral; and

5.12 Debtor shall not remove any items of Collateral which constitute
fixtures from their present locations, or remove any item of Collateral from the state of
Alaska without prior written notice to Secured Party and consent thereto, unless allowed
under Paragraph 5.8.

6. Authorized Action by Secured Party. Debtor hereby irrevocably
appoints Secured Party its attorney-in-fact to do at any time subsequent to an Event of
Default, any act which Debtor is obligated by this agreement to do (but Secured Party shall
not be obligated to nor shall it incur any liability to Debtor or any third parties for failure
to do so) and to protect the collateral.

7. Event of Default. At the option of Secured Party, the following shall
constitute an ""Event of Default" under this Security Agreement:

7.1  An Event of Default pursuant to Paragraph 12 of the Settlement
Agreement, Exhibit A hereto.

7.2 Breach of any material provision of this Security Agreement.

Exhibit 3 to the Settlement agreement dated 12/15/92
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7.3 Occurrence of a Default under any Security Document.

7.4 Discovery that any material representation or warranty given herein was
false or inaccurate in any material aspect at the time given.

8. Remedies Upon Default. Upon the occurrence of any Event of Default,
Secured Party shall have the rights specified in the Alaska Uniform Commercial Code and
any other rights provided by law by virtue of this Security Agreement or by virtue of a
judgment.

8.1  In addition, Secured Party may:

8.1.1  foreclose or otherwise enforce Secured Party’s security interest
in any manner permitted by law, or provided for in this Security Agreement;

8.1.2 apply to any court of competent jurisdiction for an order
appointing a receiver to take possession of any Collateral or requiring the delivery of
Collateral to Secured Party, all without notice to Debtor and without prior hearing;

8.1.3 sell, lease or otherwise dispose of any Collateral at one or more
public or private sales, whether or not such Collateral is present at the place of sale, for
cash or credit or future delivery, on such terms and in such manner as Secured Party may
determine;

8.1.4 enter onto the Premises where any item of Collateral is located
and take possession thereof with or without judicial process;

8.1.5 demand that Debtor assemble the Collateral to the extent
reasonably practicable, and make the Collateral available to Secured Party at a place
designated by Secured Party; and

8.1.6 purchase the Collateral at any public sale.

8.2 It is understood and agreed that any sale of the Collateral by Secured
Party shall be conclusively (unless the sale is tainted by fraud or bad faith) deemed a
"public™ sale for the purposes of the Alaska Uniform Commercial Code and "‘commercially
reasonable™ if the sale is an aucdon conducted by a licensed auctioneer in accordance with
H's customary procedures or if the following procedure is followed: (i) the sale is held in a

Exhibit 3 to the Settlement Agreement dated 12/15/92
Page *7- of -39- 7
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public place in the judicial district where the Real Property is situated, between the hours
of 900 a m and 5:00 p.m. on any business day, (ii) Debtor is given written notice of the sale
and the identity of the party conducting the saie at least fourteen (14) days prior to the sale;
(iii) the sale is advertised in the public notice section of a newspaper of general circulation
in the judicial district where the Real Property is situated, twice per week for a period of
at least three (3) weeks preceding the sale, (iv) the Collateral is sold either individually or
as a unit within the discretion of the party conducting the sale, (v) except for a credit bid
by Secured Party, payment on all bids is made in cash or by certified check immediately
upon termination of the sale, and (vi) the Collateral is sold to the highest qualified bidder
who is able to complete the purchase;

8.3 However, nothing herein shall be deemed an agreement that (i) a sale
must be conducted in the above manner to be considered *public’ or '‘commercially
reasonable™ or (ii) that any such sale must be held; and

8.4  Debtor shall remain obligated for any deficiency remaining after
foreclosure upon the Collateral.

9. Application of Proceeds of Sale. The proceeds of sale of the Collateral,
or any portion thereof, sold upon default pursuant to Paragraph 8 hereof shall be applied
by Secured Party as follows:

91 First, to the reasonable expense of collecting, retaking, holding,
preparing for sale, selling and the like and (to the extent provided by law) the reasonable
attorneys’ fees and legal expenses incurred by Secured Party;

9.2 Thereafter, to the satisfaction of the indebtedness of Debtor to Secured
Party under the Settlement Agreement and the Security Documents. If said proceeds are
insufficient to satisfy all of said obligations, Secured Party, in its sole discretion, can decide
the manner in which and the obligation to which said proceeds shall be applied; and

9.3 The satisfaction of indebtedness secured by any subordinate security
interest in the Collateral if (i) written notice and demand therefor is received prior to
distribution of the proceeds and (ii) reasonable proof of such interes." or interests is
reasonably furnished to Secured Party.

10. Waivers and Authorizations.

Exhibit 3 to the Settlement agreement dated 12/15/92
Page -8- of -39- 8
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10.1  Debtor waives any right to require Secured Party to:
10.1.1 proceed against any guarantor or any other person;
10.1.2 proceed against or exhaust any Collateral; or
10.1.3 pursue any other remedy in Secured Party’s power;

10.2 Debtor waives any defense arising from any disability, discharge or
other defense of any other person, from any cause whatsoever except payment in full of the
outstanding debt due under the Settlement Agreement and Security Documents;

10.3 Debtor hereby waives any right to enforce any remedy which Secured
Party now has or may hereafter have against any other person and hereby waives any benefit
of and any right to participate in any Collateral, guaranty or security now or hereafter held
by Secured Party; and

10.4 Debtor, in its capacity under this Security Agreement but not in its
capacity under the Settlement Agreement or the Bond, further authorizes Secured Party,
without notice or demand and without affecting its liability hereunder or on the
indebtedness, from time to time;

10.4.1 to renew, extend, accelerate or otherwise change the time for
payment of, or otherwise change the terms of any indebtedness secured hereby or any part
thereof, including any increase or decrease of the rate of interest thereon;

10.4.2 to take and hold other security, for the payment of the
indebtedness secured hereby or any part thereof, and exchange, enforce, waive and release
the Collateral, or any part thereof, or any such other security; and

10.4.3 to apply the Collateral or other security as Secured Party, in its
sole discretion, may determine, and upon default direct the order or manner of sale thereof.

11. Binding Agreement; Assignment. This Security Agreemen
terms, covenants and conditions hereof, shall be binding upon and inure to the benefit of
the parties hereto and their respective successors and assigns, except that Debtor shall not
be permitted to assign this Security Agreement or any interest herein or any obligation

EXIOBIT 3 TO THE SETTLEMENT AGREEMENT DATED 12/15/92
Page -9- of -39-
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hereunder. Nothing herein shall preclude Secured Party from assigning this Security
Agreement.

11.1 Until all Obligations shall have been paid in full, all rights, po

remedies granted to Secured l-arty hereunder shall continue to exist and may be exercised
by Secured Party at any time and from time to time irrespective of the fact that the
indebtedness, or any part thereof, may have become barred by any statute of limitations or
that the personal liability of Debtor may have ceased.

12. Transfer of Collateral. Upon the transfer of all or any part of the
indebtedness of Debtor, Secured Party may transfer all or any part of the Collateral and
shall be fully discharged thereafter from all liability and responsibility with respect to such
Collateral so transferred, and the transferee shall be vested with all the rights and powers
of Secured Party hereunder. With respect to any Collateral not so transferred, Secured
Party shall retain all rights and powers hereby given.

13. Cumulative Rights. The rights, powers and remedies given to Secured
Party by virtue of this Security Agreement shall be in addition to all rights, powers and
remedies given to Secured Party by virtue of any statute or rule of law and all such rights
may be exercised successively or concurrently. Any single or partial exercise of any right,
power or remedy hereunder shall not preclude the further exercise thereof, and every right,
power and remedy of Secured Party shall continue in full force and effect.

14. No Waiver. Secured Party shall not by any act or omission be deemed
to have waived any rights, powers or remedies hereunder unless such waiver be in waiting
and signed by Secured Party and then only to the extent specifically set forth therein; a
waiver of one event shall not be construed as a bar to or waiver of such right or remedy on
a subsequent event. In accordance with the terms of this paragraph, the acceptance by
Secured Party of delinquent payments under the Settlement Agreement Documents shall
not waive any rights of Secured Party hereunder or thereunder.

15. Expenses and Fees. Debtor agrees to pay all reasonable costs and
expenses incurred by Secured Party in the enforcement and exercise of the rights and
powers granted to Secured Party under this Security Agreement. Said expenses shall
include reasonable attorneys’ fees and expenses whether or not legal action is instituted by
Secured Party and shall include reasonable attorneys’ fees and expenses incurred in
connection with proceedings under the United States Bankruptcy Code to enforce Secured

Exhibit 3 to the Settlement agreement dated 12/15/92
Page -10- of -39-
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Parry’s rights, to protect Secured Party's secured position or to obtain the permission of the
bankruptcy court to enforce Secured Party's rights.

16. Notice. All notices, demands or requests from one party to another
shall be sent as provided in Paragraph 11 of the Settlement Agreement.

17. Severability. In the event that any provision, or portions thereof, of
this Security Agreement is held to be unenforceable or invalid by any court of competent
jurisdiction, the validity and enforceability of the remaining provisions or portions thereof
shall not be affected thereby.

18. Governing Law. This Security Agreement shall be construed in
accordance with, and governed by, the laws of the state of Alaska.

19. Interpretation. Each party has had the benefit of assistance of counsel
in drafting the Security Jocuments. Any ambiguities will not be construed against either
party for the reason of their having supplied the language at issue. In the event of conflicts
in the provisions and clauses in the Security Documents, the following priority of clauses
best establishes the intent of the parties: the Settlement Agreement, the Deed of Trust, and
this Security Agreement, with the Settlement Agreement being given the most weight.
Words of common usage in the Settlement Agreement and Security Documents will be
interpreted the same.

20. Authority to Execute. Each of the parties hereto warrants tbai it has
full right and authority to execute this Security Agreement and acknowledges that it has
executed this Security Agreement voluntarily.

21. Amendment. This Security Agreement may be altered, amended or
repealed, in whole or in part, only by written consent of all of the parties hereto.

22. Captions. The captions contained in this Security Agreement are for
the convenience of the parties and shall not be deemed or construed as in any way limiting
or extending the language of the provisions of which said captions may refer,

23. Termination. This Security Agreement shall terminate when all the
Obligations have been fully paid and performed, at which time Secured Party shall redeliver
to Debtor or release its interest in such of the Collateral (if any) as shall not have been sold
or otherwise applied by Secured Party pursuant to the terms hereof.

Exhibit 3 to the Settlement agreement dated 12/15/92
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24, Subordination. This Security Agreement is subject to the terms of the
Subordination Agreement, a form of which is attached as Exhibit 7 of the Settlement
Agreement and is expressly incorporated herein and shall be attached as a separate exhibit
to this Security Agreement.

IN WITNESS WHEREOF, the parties hereto have caused this Security
Agreement to be duly executed as of the date set forth above.

SECURED PARTY:

The State of Alaska

By:.
STATE OF ALASKA )
) ss:
THIRD JUDICIAL DISTRICT )
The foregoing instrument was acknowledged before me this day of
, 1993, by , of The State of Alaska

(Secured Party).

NOTARY PUBLIC in and for Alaska
My commission expires:

Exhibit 3 to the Settlement agreement dated 12/15/92
Page -12- of -39-
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DEBTOR:

Tesoro Alaska Petroleum Company

By:.
STATE OF
) ss:
COUNTY OF
The foregoing instrument v.as acknowledged before me this___ day of
, 1993, by : ofTesoroAlask
Petroleum Company (Debtor), a corporation, on behalf of the corporation.

NOTARY PUBLIC in and for
My commission expires:

Exhibit 3 to the Settlement agreement dated 12/15/92
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CONSENT & ESTOPPEL

Tesoro Petroleum Company, a Delaware Corporation and the parent of the
Debtor, hereby consents to the execution of the Security Documents, by the Debtor, affirms
the representations and warranties made herein by Debtor and affirms the Secured Party's
material reliance on the warranties, covenants and representations made herein.

Tesoro Petroleum Company

By:.
Its:
STATE OF
) ss:

COUNTY OF

The foregoing instrument was a-Jmowledged before me this day of

, 1993, by , of Tesoro Petroleum

Company, a corporation, on behalf of the corporation.

NOTARY PUBLIC in and for
My commission expires:

Exhibit 3 to the Settlement Agreement dated 12/15/92
Page -14- of -39-
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Exhibit b

Parcel I:

That portion of Section 22 and the Northeast 1/4 of Section 21, Township 7 North, Range
12 West, Seward Meridian, records of the Kenai Recording District, Third Judicial District,
State of Alaska, described as follows:

Commencing at the 1/4 corner common to Section 22 and Section 27,
Township 7 North, Range 12 West, Seward Meridian, Alaska, marked by an
Alaska Department of Highways survey monument found; proceed East
2640.92 feet along the section line, Basis of Bearing for this description,
according to General Land Office datum for the Section corner common to
Sections 22, 23, 26 and 27 marked by an Alaska Department of Highways
monument found; thence N 00°07°44" W 1982.23 feet along the section line
common to Section 22 and Section 23 to the northeast corner of the Seaman
property, the true Point of Beginning for this description, marked by a 5/8"
X 30" rebar with 2" aluminum cap attached, set; thence S 89°5852" W 330.15
feet along the north boundary line of the Seaman property to the northwest
corner of said property, marked by a 5/8" X 30" rebar with 2" aluminum cap
attached, set; thence S 00°07’59" E 660.69 feet along the western boundary of
the Seaman property to the southwest corner of said property, marked by a
5/8" X 30" rebar with 2" aluminum cap attached, set; thence S 89°59'26" W
2310.72 feet to the CS 1/16 corner of Section 22, marked by a 3 1/4"
aluminum monument 4928-S, found; thence N 00°08’43" W 1320.75 feet to the
C 1/4 of Section 22, marked by a brass cap G.L.O. monument 610-S, found;
thence S 89°58'28KW 1320.53 feet to the CW 1/16 corner, marked by a brass
cap monument 610-S, found; thence S 89°56’49" W 991.57 feet to a property
corner which is situated in a small pond; thence North 00°0558" W 1170.92
feet to a property corner marked by a 5/8" X 30" rebar, set; thence N
89°59'53" W 330.64 feet to the section line common to Section 21, Section 22
and HES 74, marked by a brass capped monument, found; thence N 89°59°53"
W 659.87 feet to a property corner situated along the easterly right-of-way
line of the North Kenai Road; thence N 20°33’50" W 19.36 feet along said
right-of-way to a point of curvature; thence along a curve of said right-of-way
whose radius point bears northeasterly 1357.50 feet, delta of 1R5'49", arc
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length 33.S9 feet to a property corner marked by a 5/S" X 30" rebar with 2"
aluminum cap attached, set; thence S 89°59’53" E 678.10 feet to a property
corner situated on the east line of Section 21, marked by a 5/8" X 30" rebar
with 2" aluminum cap attached, set; thence N 00°05’14" W 100.68 feet to the
N 1/16 corner common to Section 21 and Section 22, marked by a brass cap
monument 610-S, found; thence S 89°59’34" E 1320.96 feet to the NW 1/16
corner Section 22, marked by a 3-1/4" aluminum monument 4928-S found;
thence S 89°57°03" E 322.87 feet to the Southwest corner of Tract A, K.R.D,
S6-135, marked by a 5/8" rebar with aluminum cap attached, found; thence N
00°10°25" W 131.00 feet to the northwest corner of said tract, marked by a
5/8" rebar with aluminum cap attached, found; thence S 39°59°05" E 997.56
feet to the northeast corner of said tract, marked by a 5/8" rebar with
aluminum cap attached, found; thence N 00°1025" W 413.73 feet along the
N-S centerline of Section 22 to a property corner, marked by 5/8" X 30" rebar
with 2" aluminum cap attached, set; thence N 85°16'01" E 1324.75 feet to a
property corner, marked by a 5/8" X 30" rebar with 2" aluminum cap attached,
set; thence N 00°09°47" W 668.93 feet to the E 1/16 corner common to
Section 15 and Section 22, marked by a 3 /4" aluminum cap monument 4928-
S set; thence N 89°58’44" E 1320.69 feet along the section line to the section
corner common to Sections 15 14, 22 and 23, marked by a brass cap
monument 631-S, found; thence S 00°0652" E 1320.60 feet to the N 1/16
corner common to Section 22 and Section 23, marked by a survey monument
3808-S, found; thence S 0031544" E 780.99 feet to the W.C. 1/4 corner
common to Section 22 and Section 23, marked by a brass cap monument
G.L.O., found; thence S 00°0744" E 1200.83 feet to the northeast corner of
the Seaman property and the true Point of Beginning.

Parcel II;

That certain portion of U.S. Government Lot Sixty (60) of Section 23, Township 6 North,
Range 12 West, Seward Meridian, that lies West of Existing Westerly right-of-way line of
the North Kenai Highway, in the Kenai Recording District, Third Judicial District, State of
Alaska.

Exhibit 3 to the Settlement agreement dated 12/15/92
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EXHIBIT C

TESono Alaska Petroleum Company
Kenai Refinery
Insurance Coverage
(In Millions)

SEPARATE COVERAGES SINGLE LOSS AGGREGATE

Property Business General Retention/

Damage Interruption Liability Limits Limits Term Deductible
General Liability $ - $ - $ 10 $ 1.0 $ 2.0 04/01/92-93 $0.1
Primary Energy Package 2.5 2.5 25 5.0 5.0 04/01/92-93 $1.0 (PD)

15 Days (Bl)
Energy Package 75 75 6.5 10.0 10.0 04/01/92-93 Underlying
Oil Insurance Ltd.1 200.0 200.0 275.0 12/31/91-93 Underlying
Property Policy 40.0 25.0 65.0 65.0 04/01/92-93 Underlying
Excess Energy Package - - 15.0 15.0 15.0 04/01/92-93 Underlying
XL mEurope - 100.0 100.0 100.0 04/01/92-93 Underlying
Oil Casualty Ins. Ltd. _li- 25.0 25.0 25.0 04/01/92-93 Underlying
TOTALS $250.0 $35.0 $150.0 $421.0 $497.0

‘At the 12131192 renewal of this policy, tlw Replacement Cost coverage option was declined. Instead, Tesoro purchased a Depreciation Insurance policy

with a term of 12131/92 to 4/1/93

12/15/92

Exhibit st the Settlement agreement dated

TESORO
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Non Standard Financing Statement

This Non-Standard Financing Statement is presented to a Filing Officer for
filing pursuant to the Uniform Commercial Code.

1

3.

Name and address of the debtor ("Debtor"):

Tesoro Alaska Petroleum Company

8700 Tesoro Drive
San Amtonio, Texas 78217

Name and address of secured party ("Secured Party"):

The State Of Alaska
Director

Division of Oil & Gas
P.O. Box 10-7034
Anchorage, Alaska 99510

This Non-Standard Financing Statement covers the following collateral

to the extent of the present or any future ownership interest of Debtor therein:

a. AJl Improvements now or hereafter attached to or
placed, erected, constructed or developed on the tract of land
described on Exhibit "A" attached hereto and made a part hereof for
all purposes (the "Premises™), situated in the Kenai Recording District,
Third Judicial District, Alaska.

b. Ail fixtures, furnishings, equipment, spare parts, supplies,
inventory (but excluding all crude oil, refined product, partially refined
product, and all hydrocarbons, additives and other ingredients to be
incorporated in the refined product) and articles of personal property
(the "Personal Property") now or hereafter attached to or used in or
about the Improvements or Premises or that are necessary or useful
for the complete and comfortable use, operation, and occupancy of the
Improvements for the purposes for which they were or are to be
attached, placed, erected, constructed or developed, or which Personal
Property is or may be used in or related to the planning, development,
or operation of the Improvements, and all renewals of or replacements
or substitutions for any of the foregoing, whether or not the same are
or shall be attached to the Premises or Improvements.

Exhibit 3 to the Settlement Agreement dated 12/15/92
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C. Ail water and water rights, timber, crops, and mineral
interests pertaining to the Premises.

d. AJ1 building materials and equipment now or hereafter
delivered to and intended to be installed in or on the Premises or the
Improvements.

e. Ail plans and specifications for the Improvements.

f. Ail Debtor’s rights (but not its obligations) under any
contracts relating to the Premises, the Improvements oi the Personal
Property, but excluding any contract rights under any contract
containing a prohibition against assignment of or the granting of a
security interest in the rights of any party thereunder.

g. Ail Debtor's rights (but not its obligations) under any
documents, construction contracts, architectural agreements and
general intangibles, other than contract rights under any contract
containing a prohibition against assignment of or the granting of a
security interest in the rights of any party thereunder, and arising from
or by virtue of any transactions related to the Premises, Improvements
or Personal Property.

h. Ail permits, licenses, leases, franchises, certificates, and
other rights and privileges obtained in connection with the Premises,
the Improvements and the Personal Property.

I. All proceeds arising from or by virtue of the sale, lease
or other disposition of the Premises, the Improvements or the Personal
Property.

J. All proceeds (including premium refunds) of each policy
of insurance relating to the Premises, the Improvements or the
Personal Property.

k. All proceeds from the taking of any of the Premises, the
Improvements, the Personal Property or any rights appurtenant thereto
by right of eminent domain or by private or other purchase in lieu
thereof, including change of grade of streets, curb cuts or other rights
of access, for any public or quasi-public use under any law.

1 All right, title and interest of Debtor in and to all streets,
roads, public places, easements and rights- of-way, existing or proposed,

Exhibit 3 to the Settlement agreement dated 12/15/92
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public or private, adjacent to or used in connection with, belonging or
pertaining to the Premises.

in. All of the leases, rents, royalties, and issues, from the
Premises, the Improvements or the Personal Property, including
without limitation, cash or securities deposited pursuant to leases to
secure performance by the lessees of their obligations thereunder.

n. All rights, hereditaments and appurtenances pertaining
to the foregoing.

0. Other interests of every kind and character that Debtor
now has or at any time hereafter acquires in and to the Premises,
Improvements, and Personal Property described herein and all
property that is used or useful in connection therewith, including rights
of ingress and egress and all reversionary rights or interests of Debtor
with respect to such property.

This Financing Statement is filed pursuant to the Security Agreement dated
January , 1993.
DEBTOR:

TESORO ALASKAPETROLEUM COMPANY

Date: By.
Treasurer
STATE OF )
) ss:
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
, 1993, by

NOTARY PUBLIC in and for
My commission expires:

EXHIBIT 3 TO THE SETTLEMENT AGREEMENT DATED 12/15/92
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SECURED PARTY.

The State of Alaska

Date: By:.

STATE OF ALASKA
) ss:
THIRD JUDICIAL DISTRICT

The foregoing instrument was acknowledged before me this day of
, 1993, by

NOTARY PUBLIC in and for Alaska
My commission expires:

Exhidit 3 to the Settlement agreement dated 12/15/2
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Exhibit A
Parcel I

That portion of Section 22 and the Northeast 1/4 of Section 21, Township 7 North, Range
12 West, Seward Meridian, records of the Kenai Recording District, Third Judicial District,
State of Alaska, described as follows:

©w g U W

10
11
12

14

16
17
13
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20

21

22

23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

Commencing at the 1/4 corner common to Section 22 and Section 27,
Township 7 North, Range 12 West, Seward Meridian, AJaska, marked by an
Alaska Department of Highways survey monument found; proceed East
2640.92 feet along the section line, Basis of Bearing for this description,
according to General Land ffice datum for the Section corner common to
Sections 22, 23, 26 and 27 marked by an Alaska Department of Highways
monument found; thence N 00°07°44" W 1982.23 feet along the section line
common to Section 22 and Section 23 to the northeast comer of the Seaman
property, the true Point of Beginning for this description, marked by a 5/8"
X 30" rebar with 2" aluminum cap attached, set; thence S 89°58’52" W 330.15
feet along the north boundary line of the Seaman property to the northwest
corner of said property, marked by a 5/8" X 30" rebar with 2" aluminum cap
attached, set; thence S 00°07°59" E 660.69 feet along the western boundary of
the Seaman property to the southwest comer of said property, marked by a
5/8" X 30" rebar with 2" aluminum cap attached, set; thence S 89°5926" W
2310.72 feet to the CS 1/16 corner of Section 22, marked by a 3 1/4"
aluminum monument 4928-S, found; thence N 00°08’43" W 1320.75 feet to the
C 1/4 of Section 22, marked by a brass cap G.L.O. monument 610-S, found;
thence S 89068°28" W 1320.53 feet to the CW 1/16 comer, marked by a brass
cap monument 610-S, found; thence S 89°56°49" W 991.57 feet to a property
corner which is situated in a small pond; thence North 00°0558" W 1170.92
feet to a property comer marked by a 5/8" X 30" rebar, set; thence N
89°59'53" W 330.64 feet to the section line common to Section 21, Section 22
and HES 74, marked by a brass capped monument, found; thence N 89°59°53"
W 659.87 feet to a property comer situated along the easterly right-of-way
line of the North Kenai Road; thence N 20°33'50" W 19.36 feet along said
right-of-way to a point of curvature; thence along a curve of said right-of-way
whose radius point bears northeasterly 1357.50 feet, delta of 1°25°49", arc
length 33.89 feet to a property comer marked by a 5/8" X 30" rebar with 2"

Exhibit s to the Settlementagreement dated 12/15/92
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aluminum cap attached, set; thence S 89°5953" E 678.10 feet to a property
corner situated on the east line of Section 21, marked by a 5/8" X 30" rebar
with 2" aluminum cap attached, set; thence N 00°05’14" W 100.68 feet to the
N 1/16 corner commou to Section 21 and Section 22, marked by a brass cap
monument 610-S, found; thence S 89°59°34" E 1320.96 feet to the NW 1/16
corner Section 22, marked by a 3-1/4" aluminum monument 4928-S found;
thence S 89°57'03" E 322.87 feet to the Southwest corner of Tract A, K.R.D.
86-135, marked by a 5/8" rebar with aluminum cap attached, found; thence N
00°10°25" W 131.00 feet to the northwest corner of said tract, marked by a
5/8" rebar with aluminum cap attached, found; thence S 89°5905" E 997.56
feet to the northeast corner of said tract, marked by a 5/8" rebar with
aluminum cap attached, found; thence M 00010,25" W 413.73 feet along the
N-S centerMne of Section 22 to a property corner, marked by 5/8" X 30" rebar
with 2" aluminum cap attached, set; thence N 853 6,01" E 1324.75 feet to a
property corner, marked by a 5/8" X 30" rebar with 2" aluminum cap attached,
set; thence N 00°09°47" W 668.93 feet to the E 1/16 corner common to
Section 15 and Section 22, marked bv a 3 /4" aluminum cap monument 4928-
S set; thence N 89°5844" E 1320.69 feet along the section line to the section
corner common to Sections 15 14, 22 and 23, marked by a brass cap
monument 631-S, found; thence S 00°06’52" E 1320.60 feet to the N 1/16
corner common to Section 22 and Section 23, marked by a survey monument
3808-S, found; thence S 00°15'44" E 780.99 feet to the W.C. 1/4 corner
common to Section 22 and Section 23, marked by a brass cap monument
G.L.O., found; thence S 00°07°44" E 1200.83 feet to the northeast corner of
the Seaman property and the true Point of Beginning.

Parcel Il:

That certain portion of U.S. Government Lot Sixty (60) of Section 23, Township 6 North,
Range 12 West, Seward Meridian, that lies West of Existing Westerly right-of-way line of
the North Kenai Highway, in the Kenai Recording District, Third Judicial District, State of
Alaska,

Exhibit 3 to the Settlement agreement dated 12715/92
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Deed of Trust

among

Tesoro Alaska Petroleum Company
a Delaware Corporation

as Trustor

and

TransAlaska Title Insurance Agency, Inc.

as Trustee

and

The State of Alaska
as Beneficiary

D ated as of January , 1993

Exhibit 3 to the Security agreement dated 12A5/92
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DEED OF TRUST

THIS DEED OF TRUST dated as of the day cf January 1993 among Tesoro
Alaska Petroleum Company, a Delaware corporation ("Trustor™). having its principal office at 8700
Tesoro Drive, San Antonio, Texas 78217, TransAlaska Title Insurance Agency, Inc., an Alaska
corporation ("Trustee™) (including any successor trustee at the time acting as such hereunder), having
its principal office at 100 West Tudor Road, Building A, Anchorage, Alaska 99503, and The State
of Alaska; Attention: Director the Division of Oil & Gas, P.O. Box 10-7034, Anchorage, Alaska
99510 ("Beneficiary"l

WITNESSETH:

I TO SECURE:

A Payment and performance of the indebtedness, obligations and liabilities owed by the
Trustor to the Beneficiary under and pursuant to that Settlement Agreement, attached hereto as
ExhibitA (the "Settlement Agreement™), the terms of which are incorporated herein by reference,

made bv the Trustor to the Beneficiary pursuant to the Settlement Agreement;

B. Performance and observance of each term to be performed by Trustor under the
Settlement Agreement and the Security Documents and payment of all sums payable by Trustor to
Beneficiary as provided therein;

C. Performance of the obligations, terms, conditions and liabilities of the Bond described
in Paragraph 5 of the Settlement Agreement.

D. Performance and observance of each term contained in this Deed of Trust and the
Security Agreement and payment of all sums payable by Trustor to Beneficiary as provided herein;
provided that this Deed of Trust shall secure not only existing obligations and indebtedness but also
future advances, whether such advances are obligatory or otherwise as may arise under the terms
of Exhibit A; (ail of the foregoing indebtedness, obligations and liabilities being hereinafter referred
to as the "Secured Obligations™!:

Il. Trustor hereby conveys, grants, assigns, transfers and sets over to Trustee, with power of sale,
all right, title and interest of Trustor in and to the following (collectively called the "Mortgaged

Property"):

A The real property described in Exhibit B attached hereto and made a part hereof
(the "Premises™);

Exhibit 3 to the Security agreement dated 12/15/92
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B. All buildings, improvements and fixtures now or hereafter located or erected on the
Premises (the "Improvementsl);

C. Any and all leases, underlettings and licenses of the Premises or Improvements, or
any part thereof, now existing or hereafter entered into by Trustor, including, without
limitation, upon a default, the right to receive and collect the rents, issues and
royalties derived or to be derived by Trustor therefrom; and

D. (i) All and singular, the tenements, hereditaments, rights-of-way, easements, waters,
water courses, riparian rights, appendages and appurtenances and property belonging
or in any way pertaining to the Premises or the Improvements and (ii) all estate,
right, title, claim or demand whatsoever, either in law or in equity, in possession or
expectancy, of, in and to the Premises and the Improvements.

TO HAVE AND TO HOLD the Mortgaged Property unto Trustee, its successors
and assigns forever.

IN TRUST, NEVERTHELESS, upon the terms and trust herein set forth for the
benefit and security of Beneficiary.

IN THE EVENT Trustor shall pay all of the sums payable under the Settlement
Agreement, the Security Documents and hereunder, and shall comply with the terms hereof and
under the Security Documents, then this Deed of Trust shall be null and void and of no further force
and effect and shall be released by Beneficiary at the expense of Trustor.

SECTION 1 COVENANTS.
Trustor covenants with Beneficiary as follows:
1.1 Definitions.
1.1.1 As used herein, the following terms shall have the following meanings:

"Beneficiary™ as defined in the preamble hereto.

"Event of Loss™ shall mean, with respect to the Mortgaged Property, the actual or
constructive loss thereof or of the use thereof due to theft, destruction, damage beyond repair or
damage to an extent which makes repair uneconomical as reasonably determined by Trustor or the
condemnation, confiscation or se;ure thereof, or requisition of title to or to the use thereof by any

Governmental Authority or any other Person, whether or not acting under color of governmental
authorization; provided, however, that any event shall not constitute an Event of Loss if: (a) within

Exmmnrr3 to the Security agreement dated 12/15/92
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90 days of the occurrence of such event, the Board of Directors of Trustor shall have determined
in good faith that any such loss or requisition of use is not expected to extend beyond 90 days after
such event or that any such properties which have been lost, destroyed, damaged, condemned,
confiscated, seized or requisitioned will be rebuilt or replaced and (b) Trustor acts diligently and in
good faith and with sufficient resources to rebuild or replace any such properties which have been
lost, destroyed, damaged, condemned, seized or requisitioned within one year, such one year period
to be emended by the Beneficiary upon evidence reasonably satisfactory to the Beneficiary that the
Trustor has proceeded diligently in such rebuilding o *replacement; provided further, however, that
if Trustor shall not comply with the requirements of the preceding proviso at any time during such
period, or if at the end of such period the Mortgaged Property has not been substantially rebuilt or
replaced and/or the use thereof substantially restored to Trustor, an Event of Loss shall then be
deemed to have occurred. An Event of Loss shall be a default under this Deed of Trust which will
Accelerate all remaining amounts due and owing or otherwise entitle Beneficiary to exercise any or
all of its rights upon default.

"Mortgaged Property " as defined in the granting clauses hereof.
"Premises™ as defined in the granting clauses hereof.

"Security Documents™ The Deed of Trust, the Security Agreement and the Non-
Standard UCC Financing Statement recorded concurrently with the Deed of Trust, and the Bond
described in 15 of the Settlement Agreement.

"Taking™ a taking of all or any part of the Mortgaged Property or any interest
therein or right accruing thereto, as the result of or in lieu or in anticipation of the exercise of the
right of condemnation or eminent domain, or a change of grade affecting the Mortgaged Property
or any part thereof.

"Trustee™ as defined in the preamble hereto.
"Trustor™ as defined in the preamble hereto.

1.1.2 The capitalized terms used herein but not defined herein are defined in, or
by reference to the Settlement Agreement, Exhibit A, and shall have the meanings specified therein
(such definitions to be equally applicable to the singular and plural forms thereof).

1.1.3 The words "hereof,” "herein” and "hereunder" and words of similar import

when used in this Deed of Trust shall refer to this Died of Trust as a whole and not to any
particular provision of this Deed of Trust, or Exhibits.

EXHIBIT 3 TO THE SECURITY AGREEMENT DATED 12/15/92
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1-2 Payment of Indebtedness. Trustor shall pay the indebtedness secured by this Deed
of Trust in accordance with the terms of the Settlement Agreement and shall pay and perform each
and all of the other Secured Obligations.

13 Insurance.
131 Trustor shall maintain with financially sound and reputable companies:

1311 Insurance covering the Improvements against loss or damage by fire,
lightening, flood (subject to normal sublimits), vandalism and malicious mischief and by such other,
further and additional risks as now are or hereafter may be covered by the standard extended
coverage endorsement in amounts not less than Two Hundred Fifty Million Dollars
($250,000,000.00) p'us each additional coverage equal to the lesser of (i) the replacement value of
Improvements built with Expansion Debt or (ii) the amount of such Expansion Debt;

1312 Business interruption insurance, not less than Thirty' Five Million
Dollars ($35,000,000.00);

1313 Comprehensive public liability and property damage insurance
applicable to the Mortgaged Property of not less than One Hundred Fifty Million Dollars
($150,000,000.00);

1314 During the course of any construction or repair of the Improvements,
workers’ compensation insurance in amounts reasonably satisfactory to Beneficiary;

1.3.15 During the course of any construction or repair of Improvements, in
an amount in excess of $1,000,000.00, builder’s completed value risk insurance against “all risks of
physical loss,” including collapse and transit coverage, during construction of the Improvement,
covering the total value of work performed and equipment, supplies and materials furnished;

1.3.1.6 Boiler and machinery insurance covering pressure vessels, air tanks,
boilers, machinery, pressure piping, heating, air-conditioning and elevator equipment escalator
equipment, provided the Improvements contain equipment of such nature, and insurance against loss
of occupancy or use arising from any such breakdown, in amounts reasonably satisfactory to
Beneficiary; and

1.3.1.7 Such other insurance, and in such amounts, as reasonably may be
required by Beneficiary against other hazards.

Subject to the existing exclusions in the policies set forth in Exhibit C to the Security Agreement,
all policies of insurance shall, except for workers’ compensation insurance, name T*- ‘or and

Exhibit 3 to the Security acreement dated 12/15/92
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Beneficiary as insureds, shall proviue that any loss shall be payable notwithstanding any act or
negligence of Trustor and shall contain a waiver of subrogation against Trustor.

132 Trustor will make all payments for insurance premiums for which provision
has not been made herein and will deliver to Beneficiary, promptly upon request the originals of all
insurance policies required hereunder or certificates evidencing such policies (or, in the case of
blanket policies, certificates thereof) together with evidence of payment of all premiums due thereon.

133 Any amounts advanced or expended by Beneficiary to pay costs of collection
of insurance proceeds hereunder, including without limitation, reasonable attorney’ fees, costs and
disbursements, shall be paid by Trustor to Beneficiary on demand, with interest thereon from the
date of advance or expenditure at the Default Rate set forth in Exhibit A. Settlement Agreement
Paragraph 13.

134 Trustor shall cause (i) all property loss or damage insurance policies with
respect to the Mortgaged Property to contain a loss payable clause in favor of Beneficiary providing
that any payment with respect to a loss in excess of Three Million Dollars ($3,000,000.00), if
not lawfully paid first to a creditor with a lien prior to these Security Documents, shall be paid solely
to Beneficiary and any payment with respect to a loss of Three M illion D ollars ($3,000,000.00)
or less shall be paid to Trustor, (ii) all insurance policies to provid" that no cancellation, reduction
inamount or material change in coverage thereof shall be effective until at least 30 days after receipt
by Beneficiary of written notice 'hereof, (iii) all insurance policies to insure the interests of
Beneficiary regardless of any breach of or violation by Beneficiary or any other Person of any
warranties, declarations or conditions contained therein, and (iv) all insurance policies to provide
that Beneficiary shall have no obligation or liability for premiums, commissions, assessments or calls
in connection with such insurance or in connection with any representation or warranty made by
Trustor in connection with the obtainment of such insurance.

135 Trustor shall be entitled to negotiate the settlement of any insurance payment
from any insurer in connection with the insurance required hereunder provided that (a) the Trustor
declares an Event of Loss and plans to replace or restore the Mortgaged Property, and either (i) if
the Trustor plans to rebuild or replace such loss or damage to the Mortgaged Property, the Trustor
delivers to the Beneficiary a report, prepared by an independent engineer and certified by a
Responsible Officer of the Trustor, that the amount of the insurance settlement is sufficient to
replace or restore such loss or damage to the Mortgaged Properry, with such additional information
as the Beneficiary may reasonably request or (ii) if the Trustor plans to rebuild or replace such loss
or damage to the Mortgaged Property and the amount of the insurance settlement is insufficient to
rebuild or replace such loss or damage to the Mortgaged Property, any such insurance settlement
is subject to the final approval of the Beneficiary (such approval not to be unreasonably withheld
or delayed); provided, however, that if a notice of default is in effect, Trustor will not be entitled
to negotiate the settlement of any such insurance payments.

Exhibit 3 to the Security agreement dated 12/15/92
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1.36.1 Payments received by Beneficiary from any insurer with respect to loss
or damage to the Mortgaged Property (whether or not involving any Event of Loss) shall be held
by Beneficiary if not held by a creditor with a lien senior to Beneficiary and (A) unless a notice of
default shall be in effect or an Event of Loss shall have occurred and be continuing, shall be paid
over  Trustor at the request of the Trustor for use in the replacement or restoration of the part
of the Mortgaged Property which suffered such damages or loss, (B) if the Mortgaged Property is
not to be replaced or restored shall be applied to the balance due to Beneficiary and (C) if a notice
of default shall be in effect, shall be applied in accordance with the terms of the Settlement
Agreement; and

1.3.6.2 Any payments received by Beneficiary from any insurer with respect
to business interruption insurance shall be held by Beneficiary and (A) unless a notice of default
shall be in effect or an Event of Loss shall have occurred and be continuing, shall be paid over to
Trustor at the request of the Trustor for use in the Trustor’s ordinary course of business and (B)
if a notice of default shall be in effect, shall be applied in accordance with the terms of the
Settlement Agreement.

14 Maintenance. Repairs. Additions, etc. Trustor shall (a) maintain the Mortgaged
Property in good condition and repair (including, without limitation, any repair or rebuilding
required as a result of any damage, destruction or Taking of the Mortgaged Property) and shall not
commit or suffer any waste thereof, (b) not negatively, materially alter or demolish the Mortgaged
Property and (c) comply in all material respects with all Requirements of Law affecting the
Mortgaged Property.

15 Impositions.

151 Prior to delinquency Trusior shall pay (i) all real estate taxes or assessments
and special assessments for local improvements, sewer rents, water rates and any other charges in
lieu of or in substitution of real estate taxes or assessments and (ii) any license fee, tax or assessment
imposed on Beneficiary and measured by or based in whole or in part upon the amount of the
outstanding obligations secured hereby, (collectively, the "Impositions™).

152 Trustor shall furriish Beneficiary upon request within 60 days after the date
upon which any such Imposition is payable hereunder by Trustor, official receipts of the appropriate
taxing authority, or other proof reasonably satisfactory to Beneficiary, evidencing the payment
thereof.

153 If requested by Beneficiary, Trustor shall cause to be furnished to Beneficiary
a report from Trustee or its successor reflecting the current statu; of tax payments with regard to
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the Mortgaged Property and such title endorsement and other information as the Beneficiary mav
reasonably request.

1.6 Permitted Contests. Trustor may contest, after notice to Beneficiary, any Imposition
or Requirement of Law, provided that (a) in the C3se of an unpaid Imposition such proceedings shall
suspend the collection thereof from Trustor, Beneficiary and the Mortgaged Property, (b) neither
the Mortgaged Property nor any interest therein would be in danger of being sold, forfeited or lost,
(c) in the case of a Requirement of Law neither Trustor nor Beneficiary would be in any danger of
any additional civil or any criminal liability for failure to comply therewith, and (d) Trustor shall
have set aside on its books adequate reserves with respect thereto, and shall have furnished such
security as may be reasonably requested by Beneficiary.

17 Expenses of Litigation. Trustor shall, at its expense, appear in and defend any action
or proceeding purporting to affect the security hereof or the rights and power of Beneficiary or
Trustee hereof, and pay al! costs and expenses, including reasonable expenses of title and legal
expenses, costs, and fees in any action Eeneficiarv or Trustee may appear. Failure of Trustor to
appear and defend after notice is a Default under this Deed of Trust. All reasonable sums incurred
by Beneficiary for the expense of any litigation (including, without limitation, attorney’s fees and
expenses) to prosecute (including, without limitation, an action to foreclose this Deed of Trust or
to collect the indebtedness secured hereby), or defend the rights and lien created by this Deed of
Trust shall be paid by Trustor on demand, together with interest thereon at the rate set forth in
Exhibit A, Settlement Agreement. 1113

18 Taking of Mortgaged Property. If there should be a Taking, partially or totally of
the Mortgaged Property, Trustor shall give prompt notice thereof to Beneficiary and all awards and
proceeds of such Taking shall be paid to Beneficiary if not lawfully paid first to a creditor with a
prior lien to these Security Documents. Trustor hereby assigns such awards and proceeds to
Beneficiary. Trustor shall be entitled to negotiate the settlement of any claims for such awards or
proceeds, provided that (a) the Trustor declares an Event of Loss and does not plan to replace or
restore the Mortgaged Property, (b) if the Trustor plans to replace the Mortgaged Property, the
Trustor delivers to the Beneficiary a report, prepared by an independent engineer certified by a
Responsible Officer of the Trustor, that the awards or proceeds of the claims settlement are
sufficient to replace the Mortgaged Property, with such additional information as the Beneficiary
may reasonably request or (c) if the Trustor plans to replace the Mortgaged Property and the
amount of the claims settlement is insufficient to replace the Mortgaged Property, any such claims
settlement is subject to the final approval of the Beneficiary (such approval not to be unreasonably
withheld or delayed); provided, however, that if a notice of default is in effect, Trustor will not be
entitled to negotiate the settlement of any such claims. Any awards or proceeds of a Taking received
by Beneficiary shall be held by Beneficiary and (i) unless a notice of default shall be in effect or an
Event of Loss shall have occurred and be continuing, shall be paid over to Trustor for use in the
replacement or restoration of the part of such Mortgaged Property which suffered such Taking, (ii)
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if such Mor.gaged Property is not to be replaced or restored, shall be credited to the obligations of
Trustor under the prepayment schedule set forth in Exhibit A, (iii) if a notice of default shall be in
effect, shall be applied in accordance with the terms of the Ser'lement Agreement.

1.9 Inspection. Beneficiary and any persons authorized by Beneficiary shall have the right
to enter and inspect the Mortgaged Property at all reasonable "imes.

1.10 Utilities. Trustor shall pay when due all utility, sprinkler system and protective
services charges which are furnished to the Mortgaged Property whether public or private.

1.11Action by Beneficiary to Preserve Mortgaged Property, Should Trustor fail to make
any payment or do any act as and in the manner provided in this Deed of Trust, Beneficiary without
obligation so to do after 10 days written notice to or demand upon Trustor and without releasing
Trustor from any obligation, Beneficiary may make or do the same in such manner and to such
extent as it may deem necessary therefor. Trustor shall, upon demand therefor by Beneficiary pay
all reasonable costs and expenses incurred by Beneficiary in connection with the exercise by
Beneficiary of the foregoing rights (including, without limitation, attorney’s fees and expenses)
together with interest thereon from the date of each such expenditure until paid, calculated at the
rate set forth in U 13 of Exhibit A, and the same shall constitute additional indebtedness secured
hereby.

1.12 Other Instruments.

1121 Trustor shall execute, acknowledge and deliver, from time to time, such
further instruments as the Beneficiary may reasonably require to accomplish the purposes of this
Deed of Trust.

1.12.2 Trustor, promptly upon the execution and delivery of this Deed of Trust, and
thereafter from time to time, shall cause this Deed of Trust, any mortgage or deed of trust
supplemental hereto and each instrument of further assurance to be filed, registered or recorded and
refiled, re-registered or re-recorded in such manner and in such places as may be required by any
present or future law in order to publish notice of and perfect the lien of this Deed of Trust upon
the Mortgaged Property.

1.12.3 Trustor shall pay all filing, registration and recording fees, all refiling, re-
registration and re-recording fees, and all expenses incident to the execution and acknowledgement
of this Deed of Trust, the Security Agreement, any mortgage or deed of trust supplemental hereto
and any instrument of further assurance, and all Federal, State, county and municipal stamp taxes
and other taxes, duties, imposts, assessments and charges arising I t of or in connection with the
execution and delivery of the Notes, this Deed of Trust, the Secuniy Agreement, any mortgage or
deed of trust supplemental hereto or any instruments of further assurance.

Exhibit 3 to the Security agreement dated 12/15/92
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1124 Statements. Trustor, within five days upon request in person or within 10 days
upon request by mail, shall furnish the Beneficiary a written statement, duly acknowledged, of the
amount due on this Deed of Trust and whether it has knowledge of any offsets or defenses existing
against the indebtedness secured by this Deed of Trust.

SECTION 2 NOTICE OF DEFAULT

2.1 Notice of Default. If any notice of default is in effect, Beneficiary may proceed by
an action at law, suit in equity or other appropriate proceeding, to protect and enforce its rights,
whether for the foreclosure of the lien of this Deed of Trust, or for the specific performance of any
agreement contained herein or for an injunction against the violation of any of the terms hereof.

2.2 Power of Sale. If a notice of default is in effect, Beneficiary may invoke the power
of sale and any other remedies permitted under the laws of Alaska or provided herein. Trustor
acknowledges that the power of sale herein granted may be exercised by Beneficiary without prior
judicial hearing. Trustor has the right to bring an action to assert the non-existence of a breach or
any other defense of Trustor to default and sale. Beneficiary shall be entitled to collect all
reasonable costs and expenses incurred in pursuing such remedies, including, but not limited to,
reasonable attorney’ fees and costs of documentary evidence, abstracts and title reports.

The Trustor is personally obligated and fully liable for the amount due from Trustor
under the Settlement Agreement. The Beneficiary has the right to sue on the Settlement Agreement
and obtain a personal judgment against the Trustor for satisfaction of the amount due under the
Settlement Agreement either before or after a judicial foreclosure of the mortgage or deed of trust
under AS 09.45.170 - 09.45.220.

If the power of sale is invoked, Trustee shall execute a written notice that a notice
of default is in effect and of the election to cause the Mortgaged Property to be sold and shall
record such notice in each Recording District in which the property or some part thereof is located.
Trustee shall mail copies of such notice in the manner provided by the laws of Alaska to Trustor and
to such other persons as the laws of Alaska prescribe. Trustee shall give notice of sale and shall sell
the Mortgaged Property according to the laws of Alaska. Trustee may sell the property at the time
and place and under the terms designated in the notice of sale in one or more parcels and in such
order as Trustee may determine. Trustee may postpone sale of all or any parcel of the Mortgaged
Property by public announcement at the time and place of any previously scheduled sale.
Beneficiary or Beneficiary's designee may purchase the property at any sale.

Trustee shall deliver to the purchaser Trustee’s deed conveying the property so sold
without any covenant or warranty, expressed or implied. Recitals in the Trustee's deed shall be
prima facie evidence of the truth of the statements made therein.

Exhibit 3 to the Security agreement dated 12/15/92
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The proceeds of any sale of the Mortgaged Property shall be applied and distributed
according to the laws of the State of Alaska. All such proceeds lawfully belonging to Beneficiary
shall be applied as provided in the Settlement Agreement.

2.3 Waiver of Appraisement. Valuation, etc. To the extent permitted by applicable law,
Trustor hereby waives the benefit of all appraisement, valuation, stay, extension and redemption laws
now or hereafter in force and all rights of marshalling in the event of any sale of the Mortgaged
Property or any interest therein.

2.4 Appointment of Receiver. To the extent permitted by applicable law, if a notice of
default is in effect, Beneficiary shall, as a matter of right, be entitled to the appointment of a
receiver for the Mortgaged Property, and Trustor hereby consents to such appointment and waives
notice of any application therefor.

2.5 Assignment of Rents. As additional security, Trustor hereby grants to Beneficiary
the right, power and authority during the continuance of this trust to collect the rents, issues, and
royalties of said property, reserving to Trustor prior to any default by Trustor in payment of the
obligation secured hereby or in performance of any agreement hereunder the right to collect and
retain such rents, issues, and royalties as they become due and payable. Upon such default,
Beneficiary may, at any time without notice, either in person, by agent or by a receiver, and without
regard to the adequacy of any security for the obligation hereby secured, enter upon and take
possession of said property or any part thereof, and in her own name or otherwise, sue for or
otherwise collect such rents, issues, royalties and profits, including those past due and unpaid and
any advance payments made thereon, and apply the same, less reasonable costs and expenses of
operation and collection, including reasonable attorney's fees, to the obligation secured hereby, in
such order as Beneficiary reasonably determines. The entering upon and taking possession of said
property, the collection of such rents, issues, royalties and profits, and such application thereof shall
not cure nor waive any default or notice of default hereunder nor invalidate any act done pursuant
to such default or notice. The Beneficiary’s rights, described in this paragraph as accruing upon
default in payment of the obligation secured hereby, are not exclusive and shall apply in addition to
any other rights allowed by law.

2.6 Remedies, etc. Cumulative. Each right, power and remedy of Beneficiary provided
for herein and now or hereafter existing at law or in equity or by statute or otherwise shall be
cumulative, and the exercise by Beneficiary of any one or more of such rights, powers or remedies
shall not preclude the simultaneous or later exercise by Beneficiary of any or all such other right:;,
powers or remedies.

EXt.IBIT 3 TO THE SECURITY AGREEMENT DATED 12/15/92
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SECTION 3 MISCELLANEOUS

31 Settlement Agreement. This Deed of Trust has been executed and delivered pursuant
to the Settlement Agreement and is entitled to the benefits thereof.

3.2 Notices. All notices, requests, demands or other communications hereunder shall be
given in writing (including telex or facsimile transmission) and shall be deemed to have been duly
given when delivered pursuant to 1L 11 of Exhibit A

3.3 No Oral Modification. This Deed of Trust may not be changed or terminated orally.

3.4 Terms Subject to Applicable Law. All rights, powers and remedies provided herein
may be exercised only to the extent that the exercise thereof does not violate any applicable law, and
are intended to be limited to the extent necessary so that they will not render this Deed of Trust
invalid, unenforceable or not entitled to be recorded, registered or filed under any applicable law.
In the event any one or more of the terms contained in this Deed of Trust shall be held to be
invalid, illegal or unenforceable in any respect, such invalidity, illegality or unenforceability shall not
affect any other term hereof.

3.5 Successors and Assigns. All terms of this Deed of Trust (including, without
limitation, the obligation to make payments required by Exhibit A) shall run with the land and bind
Trustor, its successors and assigns, and all persons claiming under or through Trustor or any such
successor or assign and shall inure to the benefit of Trustee and Beneficiary, and their respective
successors and assigns.

3.6 Warranty of Title. Trustor represents that it has good and marketable fee simple title
to the Mortgaged Property, subject only to those items set forth as exceptions to title in the form
of the title policy delivered to Beneficiary at closing under TransAlaska Title Insurance Agency, Inc.
Order No. 445892, Policy No. 105298, and has the right to mortgage the Mortgaged Property. This
warranty of title isa material representation to the inducement of the Settlement Agreement, Exhibit
A. Trustor will pay the premium for Ten Million Dollars (510,000,000.00) of title insurance
coverage as an additional inducement to this Settlement Agreement. This premium is approximately
$11,725.75. The parties recognize that the amount of coverage is insufficient to cover the true loss
of Beneficiary if there is a defect in title. Thus, as an additional inducement, the Trustor will also
name the State of Alaska as an additional insured on any future title insurance policies issued as to
part or all of the Premises and Improvements to the extent obtainable at a nominal cost to the
Trustor. Trustor will warrant and defend such title and the lien and interest of this Deed of Trust
as a valid and enforceable deed of trust thereon subject only to the exceptions shown on the above-
referenced policy of Title Insurance, and the Senior Debt as defined in Exhibit 7 to the Settlement
Agreement.
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Successor Trustee. Beneficiary shall have the right to appoint a substitute, or a
successor trustee, to act as Trustee hereunder by written designation. Such right shall extend to the
appointment of other successor and substitute trustees successively until the indebtedness hereby
secured has been paid in full or until the Mortgaged Property is sold hereunder, and each substitute
and successor trustee shall succeed to all of the rights and powers of the original Trustee named
herein.

3.8 Future Advances. This Deed of Trust shall secure not only existing indebtedness
hereby secured but also any future advances, whether such advances are obligatory or are to be made
at the option of the Beneficiary or otherwise, as are made within 10 years from the date hereof to
the same extent as ifsuch future advances were made on the date of execution of this Deed of Trust
although there may be no advance made at the time of the execution of this Deed of Trust and
although there may be no indebtedness secured hereby outstanding at the time any advance is made.
The lier. of this Deed of Trust shall be valid as to all indebtedness secured hereby and including
future advances from the time of its filing of record in the Recording District where the Mortgaged
Property is located. The total amount of indebtedness hereby secured may increase or decrease
from time to time but the total unpaid principal balance of indebtedness hereby secured at any time
outstanding shall not exceed Ninety Six Million Eight Hundred Two Thousand Two
Hundred Ninety and No/100 D ollars (596,802,290.00) plus accrued interest thereon as provided
in Exhibit A. This Deed of Trust shall be valid and have priority over ail subsequent liens and
encumbrances including statutory liens excepting solely taxes and assessments levied on the
Mortgaged Property and excepting the Senior Debt as defined in Exhibit 7 to the Settlement
Agreement.

3.9 Interest. It is the intention of the parties hereto that the Deed of Trust and
Settlement Agreement shall conform strictly to usury laws applicable to it. Accordingly, if the
transactions contemplated hereby would be usurious as to the Trustor or Beneficiary under laws
applicable to it, then, in that event, notwithstanding anything to the contrary in this Deed of Trust
or in the Settlement Agreement entered into in connection with or as security for the Secured
Obligations, it is agreed as follows: (i) the aggregate of all consideration which constitutes interest
under law applicable to any Secured Party that is contracted for, taken, reserved, charged or received
by such Secured Party under the Secured Obligations of such Secured Party, this Deed of Trust or
under any of the aforesaid Security Documents or agreements or otherwise in connection with the
Secured Obligations shall under no circumstances exceed the maximum amount allowed by such
applicable law, and any excess shall be credited by such Secured Party on the principal amount of
the Secured Obligations of such Secured Party (or, if the principal amount of the Secured
Obligations of such Secured Party shall have been paid in full, refunded by such Secured Party to
the Trustor); and (ii) in the event that the maturity of the Secured Obligations is accelerated by
reason of an election of the holder or holders thereof resulting from any event of default under this
Deed of Trust or otherwise, or in the event of any required or permitted prepayment, ther such
consideration that constitutes interest under law applicable to any Secured Party may never include
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more than the maximum amount allowed by such applicable law, and excess interest, if any; provided
for in this Deed of Trust or otherwise shall be canceled automatically by such Secured Party as of
the date of such default or prepayment and, if theretofore paid, shall be credited by such Secured
Party on the principal amount of the Secured Obligations of such Secured Party (or. if the principal
amount of the Secured Obligations of such Secured Party shall have been paid in full, refunded by
such Secured Party to the Trustor).

3.10 Reconveyance. Upon written request of Beneficiary stating that all sums secured
hereby have been paid, and upon surrender of this Deed of Trust to Trustee for cancellation and
retention and upon payment of its fees by Trustor, Trustee shall reconvey, without warranty, the
property then held hereunder. Absent manifest error, the recitals in such reconveyance of any
matters of facts shall be conclusive proof of the truthfulness thereof.

3.11 Subordination. This Deed of Trust is subject to the terms of the Subordination
\greement. a form of which is attached as Exhibit 7 of the Settlement Agreement and is expressly
incorporated herein and shall be attached as a separate exhibit to this Deed of Trust.

IN WITNESS WHEREOF, this Deed of Trust has been duly executed by Trustor.

TESORO ALASKA PETROLEUM COMPANY

By:

Its:

STATE OF

N N N
@

COUNTY OF

The foregoing instrument was acknowledged before me this day of
, 1993, by : of Tesoro Alaska Petroleum

Company, a corporation named as Trustor in the foregoing deed, and acknowledged to me that he
executed the same on behalf of said corporation freely and voluntarily for the uses and purposes
therein mentioned.

NOTARY PUBLIC in and for New York
My commission expires:

Exhibit 3 to the Security agreement dated 12/15/92
Pace -36- of -39-
13-

TESORO



©® y4o Ulh W IR

WWNN S DNDNNNNNDD
BREREEB"orsBrrco b NEERERBRE S

CONSENT & ESTOPPEL

Tesoro Petroleum Company, a Delaware Corporation and the parent of the Trustor,
hereby consents to the execution of the Security Documents, by the Trustor, affirms the
representations and warranties made herein by Trustor and affirms the beneficiary’s material reliance
on the warranties, covenants and representations made herein.

Tesoro Petroleum Company

By:_
Its:
STATE OF )
) SS:
COUNTY OF )
The foregoing instrument was acknowledged before me this .day of
, 1993, by : of Tesoro Petroleum Company,

corporation, on behalf of the corporation.

NOTARY PUBLIC in and for
My commission expires:
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Parcel I

That portion of Section 22 and the Northeast 1/4 of Section 21, Township 7 North, Range
12 West, Seward Meridian, records of the Kenai Recording District, Third Judicial District,
State of Alaska, descrioed as follows:
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Commencing at the 1/4 corner common to Section 22 and Section 27,
Township 7 North, Range 12 West, Seward Meridian, Alaska, marked by an
Alaska Department of Highways survey monument found; proceed East
2640.92 feet along the section line, Basis of Bearing for this description,
according to General Land Office datum for the Section corner common to
Sections 22, 23, 26 and 27 marked by an Alaska Department of Highways
monument found; thence N 00°07°44" W 1982.23 feet along the section line
common to Section 22 and Section 23 to the northeast corner of the Seaman
property, the true Point of Beginning for this description, marked by a 5/8"
X 30" rebar with 2" aluminum cap attached, set; thence S 89°58’52" W 330.15
feet along the north boundary line of the Seaman property to the northwest
corner of said property, marked by a 5/8" X 30" rebar with 2" aluminum cap
attached, set; thence S 00°07°59" E 660.69 feet along the western boundary of
the Seaman property to the southwest corner of said property, marked by a
5/8" X 30" rebar with 2" aluminum cap attached, set; thence S 89°59'26" W
2310.72 feet to the CS 1/16 corner of Section 22, marked by a 3 1/4"
aluminum monument 4928-S, found; thence N 00°08'43" W 1320.75 feet to the
C 1/4 of Section 22, marked by a brass cap G.L.O. monument 610-S, found;
thence S 89°5828" W 1320.53 feet to the CW 1/16 corner, marked by a brass
cap monument 610-S, found; thence S 89°56°49" W 991.57 feet to a property
corner which is situated in a small pond; thence North 00°0558" W 1170.92
feet to a property corner marked by a 5/8" X 30" rebar, set; thence N
89°59°53" W 330.64 feet to the section line common to Section 21, Section 22
and HES 74, marked by a brass capped monument, found; thence N 89°59°53"
W 659.87 feet to a property corner situated along the easterly right-of-way
line of the North Kenai Road; thence N 20°33’50" W 19.36 feet along said
right-of-way to a point of curvature; thence along a curve of said right-of-way
whose radius point bears northeasterly 1357.50 feet, delta of r25749", arc
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length 33.S9 feet to a property corner marked by a 5/8" X 30" rebar with 2"
aluminum cap attached, set; thence S 89°59’53" E 678.10 feet to a property
corner situated on the east line of Section 21, marked by a 5/8" X 30" rebar
with 2" aluminum cap attached, set; thence N 00°05’14" W 100.68 feet to the
N 1/16 corner common to Section 21 and Section 22, marked by a brass cap
monument 610-S, found; thence S 89°59°34" E 1320.96 feet to the NW 1/16
corner Section 22, marked by a 3-1/4" aluminum monumeut 4928-S found;
thence S 89°57'03" E 322.87 feet to the Southwest corner of Tract A, K.R.D.
86-135, marked by a 5/8" rebar with aluminum cap attached, found; thence N
00°10'25" W 131.00 feet to the northwest corner of said tract, marked by a
5/8" rebar with aluminum cap attached, found; thence S 89°59°05" E 997.56
feet to the northeast corner of said tract, marked by a 5/8" rebar with
aluminum cap attached, found; thence N 00°10°25" W 413.73 feet along the
N-S centerline of Section 22 to a property corner, marked by 5/8" X 30" rebar
with 2" aluminum cap attached, set; thence N 85°16°01" E 1324.75 feet to a
property corner, marked by a 5/8" X 30" rebar with 2" aluminum cap attached,
set; thence N 00°09°47" W 668.93 feet to the E 1/16 corner common to
Section 15 and Section 22, marked by a 3 /4" aluminum cap monument 4928-
S set; thence N 89°58’44" E 1320.69 feet along the section line to the section
corner common to Sections 15, 14, 22 and 23, marked by a brass cap
monument 631-S, found; thence S 00°06’52" E 1320.60 feet to the N 1/16
corner common to Section 22 and Section 23, marked by a survey monument
3808-S, found; thence S 00°15’44" E 780.99 feet to the W.C. 14 corner
common to Section 22 and Section 23, marked by a brass cap monument
G.L.O., found; thence S 00°07'44" E 1200.8. feet to the northeast corner of
the Seaman property and the true Point of Beginning.

Parcel lI;

That certain portion of U.S. Government Lot Sixty (60) of Section 23, Township 6 North,
Range 12 West, Seward Meridian, that lies West of Existing Westerly right-of-way line of
the North Kenai Highway, in the Kenai Recording District, Third Judicial District, State of
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$1,441,181.27
$1,333,987.86
$900,40.41
$48,061.11
$40,33.60

$34,978.15
$1,42,95.%5
1985,908.77
$016,084.85
$1,080,918.26
$84,58.11
$6/6,982.51
$728,4865.5
$834,90.%6
*2A,775.86

(6,20.06)
@177,883.77)

$335,910.01
73,7318

$1,311,84.71

Interest Rate
BA Prine ¢ X

Through 12.31.2

1.2200080
1.2108530
1.1997/5/0
1.18090310
1.178300
1165830
1.1552230
11429490
1132200
1.1214/00
1.1001980
1.097320

1.0854640
1.0743710
1.0619530
1.060380
1.03640
1.0234010
1.00840
0.9968300
0.983r30
0.9/08080
0.95840
0.9477240

0.935830
0.92%6320

Interest Dollars
QA Aife ¢ X
Through 12.31. 2

(§21,577.43)
$1,570,804.46
$1,155,383.67
$1,638,2/5.53
$1,604,413.46
$1,180,286.48
,151,443.27
$1,647,1%.60
$1,510,353.06

$683,5%.30
$807,907.19
$72,674.20

$710,965.20
$1,608,977.84
$1,046,983.46
$062,239.04
$1,128,766.12
$618,674.67
$683,680.11
$725,480.71
$8/0,1%5.8
$247,261.24
(,086.%5)
(H168,556.28)

$343,387.6
$631,006.66

$23,520,590.31

Adjustrent

Plus
Interest

(1408,063.19)
$2,868,075.43
©,118,38.41
$3,016,00.60
$2,966,041.78
$,191,811.19
#,013,806.14
$3,088,377.%
$,844,340.8
$1,298,034.71
$1,15,98.30
$1,343,027.80

31,356,933
$3,006,923.7
#,022,887.23
$1,878,33.89
$2,218,63.38
$1,223,22.78
$1,380,62.63
$1,453,917.27
$1,754,745.82
$652,087.10
($10,35.2)
($346,410.00)

$710,297.06
$1,104,737.B

$4,841,445.01

TESORO
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Form Of Bond

Registered United States of America Registered
No. R-I State of Texas $60,000,000

Tesoro Alaska Petroleum Company
Tesoro Petroleum Company
State of Alaska
RIK Settlement Bond

Interest Rate: 0% Maturity Date: January___, 2002,
Subject to Extension

Issue D ate: , 1993

Registered Holder: State of Alaska

Principal Amount: Sixty Million Dollars

Tesoro Alaska Petroleum Company, a Delaware corporation and Tesoro
Petroleum Company, a Delaware corporation, (collectively "the Issuer™), for value
received, hereby, jointly and severally, promise to pay to the Registered Holder named
above, or registered assigns, on the Maturity Date set forth above the Principal Amount set
forth above; provided, however, that the Issuer may defer the term of payment in
accordance with Paragraph 3.C of the Settlement Agreement dated December 15, 1992,
between the Issuer, Tesoro Petroleum Corporation and the State of Alaska (the
"Agreement”). The Issuer shall have no obligation to pay interest with respect to the

Exhibit 5 to the Settlement Agreement dated 12/15/92
Page -I-
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Principal Amount except upon the failure to pay the Principal Amount and then in
accordance with and subject to the terms of Paragraph 13 of the Agreement.

L Payment. Principal and the prepayment premium of this Bond shall
be payable to the Registered Holder if this Registered Holder is the State of Alaska, in
accordance with Paragraph 13 of the Agreement, and to all other Registered Holders at the
corporate office of the Issuer located in Anchorage, Alaska (the "Place of Payment™) upon
the surrender for cancellation of this Bond.

If the specific date for any such payment shall be a Saturday, a Sunday or
legal holiday or the equivalent for banking institutions generally (other than legal
moratorium) at the place where p~A'ment thereof is to be made, then such payment may be
made on the next succeeding day which is not one of the foregoing days without interest and
with the same force and effect as if made on the specified date for such payment. All such
payments shall be made in such coin ~r currency of the United States of America as at the
time of payment is legal tender for payment of public and private debts.

2. Prepayment. This Bond may be prepaid at any time at the option of
the Issuer in accordance with Paragraph 3.D of the Agreement.

3. Security. This Bond and the obligations hereunder are secured by a
Deed of Trust substantially in the fo-.n of and covering the property described in Exhibit 3
to the Agreement.

4, Certain Rights of Holders. If a default shall occur under
Paragraph 12 of the Agreement, the principal amount of this Bond, together with a
prepayment amount, may be declared due and payable in the manner and with the effect
provided in the Agreement.

5. Transfer and Exchange. This Bond is transferable on the
registration books of the Issuer to be maintained by the Issuer, upon surrender of this Bond
for transfer at the office of the Issuer in the Place of Payment duly endorsed by, or
accompanied by a written instrument of transfer in form reasonably satisfactory to the Issuer
duly executed by the Registered Holder hereof or its attorney duly authorized in writing and
thereupon a new Bond will be issued to the designated transferee.

Exhibit 5 to the Settlement agreement dated 12A5/92
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No service charge will be made for any such transfer or exchange, but the
Issuer may require pavment of a sum sufficient to cover any tax or other governmental
charge payable in connection therewith.

The Issuer, and any agent of the Issuer, may treat the person in whose name
this Bond is registered on the registration books maintained by the Issuer as the owner
hereof for the purpose of receiving payment as herein provided and for all other purposes
whether or not this Bond shall be overdue.

6. Subordination. The obligations of this Bond are subordinate to
Senior Debt on the terms set forth in the Subordination Agreement, a form of which is
attached as Exhibit 7 to the Agreement, the terms of which are expressly incorporated
herein.

7. Waiver of Notice, Etc. The Issuer hereby waives presentment,
demand, protest, notice of intent to accelerate and any other notice of any kind except as
provided in the Agreement or the Deed of Trust.

It Is Hereby Certified, Recited and Represented that the issuance of this
Bond is duly authorized by law, that all acts, conditions and things required to exist aui
necessary to be done or performed precedent to and in the issuance of this Bond to render
the same lawful, valid and binding have been properly done and performed and have
happened in regular and due time, form and manner as required by law, that all acts,
conditions and things necessary to be done or performed by the Issuer or to have happened
precedent to and iri the execution and delivery of the Agreement have been done and
performed and have happened in regular and due form as required by law; and that the
issuance of the Bond does not contravene or violate any constitutional or statutory
limitation.

IN Witness W hereof, the Issuer has caused this Bond to be duly executed.

Tesoro Alaska Petroleum Company

By
[Vice] President

EXHIBIT S TO THE SETTLEMENT AGREEMENT DATED 12/15/92
Page -3-
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CERTIFICAIE

1, James C. Reed, Jr., do hereby certify that 1 am Vice
President, Secretary, of Tesoro Petroleum Corporation, a Delaware
corporation; that each of the persons listed below is an officer of
Tesoro Petroleum Corporation, as of this date; and that the
signature appearing opposite each name and office 1is a true and

correct signature.

Michael D. Burke President and Chief
Executive OFfficer

Bruce A. Smith Vice President and X
Chief Financial Officer

I further certify that Michael D. Burke was duly elected to
his office by the Board of Directors of Tesoro Fetroleum
Corporation on July 27, 1992, and Bruce A. Smith was duly elected
to his office by the Board of Directors of Tesoro Petroleum

Corporation on September 14, 1992.

I further certify that either Michael D. Burke or Bruce
A. Smith are authorized by the Board of Directors of Tesoro
Petroleum Corporation to sign the Settlement Agreement (including
the bond, deed of trust, security agreement, Tfinancing statement,
and subordination agreement which are attached as exhibits
thereto), dated for reference purposes December 15, 1992, between
Tesoro Alaska Petroleum Company, Tesoro Petroleum Corporation and

the State of Alaska.

IN WITNESS WHEREOF, I have hereunto set my hand and the seal
of the corporation, this 15th day of January 1993.

Pames C. Reed, Jr.
Vice President, Secretary
[Beal]

/sh»re.nplfrgsh.bo«rd.»Rsettl«.jcr/

Exhibit 6 TE R
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CERTIFICATE

I, James C. Reed, Jr., do hereby certify that | am Vice
President and Secretary of Tesoro Alaska Petroleum Company, a
Delaware corporation; that each of the persons listed below is an
officer of Tesoro Alaska Petroleum Company, as of this date; and
that the signature appearing opposite each name and office is a
true and correct signhature.

Michael D. Burke President

Bruce A. Smith Senior Vice
and Chief
Officer

I further certify that Michae? D. Burke was duly elected to
his office by the Board of Directors of Tesoro Alaska Petroleum
Company on July 27, 1992, and Bruce A. Smith was duly elected to
his office by the Board of Directors of Tesoro Alaska Petroleum
Company on September 14, 1992.

I further certify that either Michael D. Burke or Bruce A.
Smitl are authorized by the Board of Directors of Tesoro Alaska
Petroleum Company to sign the Settlement Agreement (including the
bond, deed of trust, security agreement, financing statement, and
subordination agreement which are attached as exhibits thereto) ,
dated for reference purposes December 15, 1992, between Tesoro
Alaska Petroleum Company, Tesoro Petroleum Corporation and the
State of Alaska.

IN WITNESS WHEREOF, I have hereunto set my hand and the seal
of the corporation, this 15th day of January 1993.

/shtre.hploflih.board.ans«ttle.jcr/

BCfIBIT 6
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Subordination Agreement

1 applicabilityand Definitions. This Subordination Agreement
is an exhibit to the Settlement Agreement dated for reference purposes December 15, 1992,
and to the Deed of Trust, Security Agreement, and Bond, attached as Exhibits to that
Settlement Agreement. The terms of this SUBORDINATION AGREEMENT are incorporated
by reference to each.

11 The reference to the "State" herein shall mean the State of
Alaska in its capacity under the Settlement Agreement and as the Secured party under the
Security Agreement, Beneficiary under the Deed of Trust, or Holder of the Bond as
appropriate to ea™h of the Security Documents.

1.2 The "Security Documents™ shall collectively mean the Deed of
Trust, the Security Agreement, the Bond, and the Non-Standard Financing Statement.

1.3 The "Subordinated Debt" is the obligations of Tesoro under the
Settlement Agreement and the Security Documents.

1.4 Ail other terms and words used herein shall be given the same
meaning as given in the Settlement Agreement, its exhibits, and the Security Documents.

2. Subordination. Paragraph 6 of the Settlement Agreement sets forth
the extent of the Subordination of the obligations created by the Settlement Agreement and
Security Documents to the S;nior Debt as defined below. Paragraph 6 reads:

The rights of the State and obligations owed the State under this
Agreement and the State's collateral interest in the Alaska
Refinery shall be subordinate to no more than S175 million in
other obligations of Tesoro, at any one time outstanding, plus
Expansion Debt as defined below on the terms and to the extent
provided in Exhibit 7. Expansion Debt means debt incurred by
Tesoro which is used to finance all or part of any improvements,
replacements, or additions, including land, to the Alaska Refinery.

Exhibit 7 to the Settlement agreement dated 12/15/92
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Except as provided in the immediately preceding paragraph, other
obligations of Tesoro for borrowed money, lease obligations which
are required to be included as debt on the balance sheet of Tesoro
under generally accepted accounting principles, and the deferred
purchase price for property, plant and equipment, other than trade
payables in the ordinary course of business, incurred after the
effective date of this agreement shall be subordinate to all
obligations (including, without limitation, cents per barrel
payments, interest, and the $60 million bond) owed the State
under this Agreement.

3. Definition Of Senior Debt. "Senior Debt" means all principal,
interest, fees, expenses, indemnities and all other amounts, contingent or otherwise, now or
hereafter existing or owing by Tesoro (whether directly or as a result of a guarantee) up to
but not to exceed ONE HUNDRED Seventy Five MILLION AND No0/100 DOLLARS
($175,000,000.00) and Expansion Debt which by its terms expressly provides in writing that
it is Senior Debt.

4. No Payment On The Subordinated Debt. If Tesoro defaults in the
payment of any principal of, or interest or other payment on, any Senior Debt when the
same becomes due and payable, whether on demand, at stated maturity, at a date fixed for
prepayment, upon acceleration or otherwise, th w, unless and until such default shall have
been remedied or waived or shall have ceased to exist, no direct or indirect payment (in
cash, property or securities or by set-off or otherwise) shall be made or agreed to be made
on account of any Subordinated Debt, or as a sinking fund for the Subordinated Debt.

5. Other Defaults. If Tesoro receives from any holder of Senior Debt
a notice of occurrence of a default or Event of Default other than a default described in
Paragraph 4 above, no direct or indirect payment (in cash, property or securities or by set-
off or otherwise) shall be made or agreed to be made on account of aDy Subordinated Debt
or as a sinking fund for the Subordinated Debt, or in respect of any redemption, retirement,
purchase or other acquisition of any of the Subordinated Debt; provided, however, that if
such default or Event of Default shall be cured or waived, or such default or Event of
Default shall continue for a period of 365 or more days after the receipt by the Issuer of
such notice without the same being cured or waived, then this restriction shall no longer

apply.

6. Dissolution, Winding Up, Etc. In the event of (i) any insolvency,
bankruptcy, receivership, liquidation, reorganization, readjustment, composition or other
similar proceeding relating to Tesoro, its creditors as such or its property, (ii) any
proceeding for the liquidation, dissolution or other winding-up of the Tesoro voluntary or

EXHIBIT 7 TO THE SETTLEMENT AGREEMENT DATED 12/15/92
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involuntary, whether or not involving insolvency or bankruptcy proceedings, (iii) anv
assignment by Tesoro for the benefit of creditors or (iv) any other marshalling of the assets
of Tesoro, all Senior Debt shall first be paid in full before any payment or distribution,
whether in cash, securities or other property, shall be made to any holder of anv
Subordinated Debt on account of any Subordinated Debt. Any payment or distribution,
whether in cash, securities or other property (other than securities of Tesoro or any other
corporation provided for by a plan or reorganization or readjustment the payment of which
is subordinate, at least to the extent provided in these subordination provisions with respect
to Subordinated Debt, to the payment of all Senior Debt at the time outstanding and to any
securities issued in respect thereof under any such plan of reorganization or readjustment),
which would otherwise (but for these subordination provisions) be payable or deliverable
in respect of this Subordinated Debt shall be paid or delivered directly to the holders of
Senior Debt in accordance with the priorities then existing among such holders until all
Senior Debt shall have been paid in full.

7. Certain Payments Held In Trust. If any payment or distribution
of any character or any security whether in cash, securities or other property (other than
securities of Tesoro or any other corporation provided for by a plan of reorganization or
readjustment the payment of which is subordinate, at least to the extent provided in these
subordination provisions with respect to Subordinated Debt, to the payment of all Senior
Debt at the time outstanding and to any securities issued in respect thereof under any such
plan of reorganization or readjustment), shall be received by any holder of Subordinated
Debt in contravention of any of the terms hereof and before all Senior Debt shall have been
paid in full, such payment or distribution or security shall be received in trust for the benefit
of, and shall be paid or delivered and transferred to, the holders of the Senior Debt at the
time outstanding in accordance with the priorities then existing among such holders for
application to the payment of all Senior Debt remaining unpaid, to the extent necessary to
pay all such Senior Debt in full. In the event of the failure of any holder of any
Subordinated Debt to endorse or assign any such payment, distribution or security, each
holder of Senior Debt is hereby irrevocably authorized to endorse or assign the same.

8. Rights Not Impaired. No present or future holder of any Senior
Debt shall be prejudiced in the right to enforce the subordination of any Subordinated Debt
by an act or failure to act on the part of Tesoro. Except as provided in paragraphs 4, 5. 6,
7, 11 and 12, nothing contained herein shall impair, as between Tesoro and the holder of
any Subordinated Debt, the obligation of Tesoro to pay to the holder thereof the principal
thereof and interest thereon as and when the same shall become due and payable in
accordance with the terms thereof, or prevent the holder of any Subordinated Debt from

Exhibit /to the Settlement agreement dated 12/15/92
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exercising all rights, powers and remedies otherwise permitted by applicable law under anv
instrument evidencing o; relating to such Subordinated Debt upon a default, all subject to
the rights of the holders of the Senior Debt to receive cash, securities or other property
otherwise payable or deliverable to the holders of any Subordinated Debt.

9. Subrogation. Upon payment in full of all Senior Debt,
of any Subordinated Debt shall be subrogated to all rights of any holders of Senior Debt
to receive any further payments or distributions applicable to the Senior Debt until the
Subordinated Debt shall have been paid in full, and, for the purposes of such subrogation,
no payment or distribution received by the holders of Senior Debt of cash, securities, or
other property to which the holders of the Subordinated Debt would have been entitled
except for these subordination provisions shall, as between Tesoro and its creditors other
than the holders of Senior debt, on the one hand, and the holders of Subordinated Debt,
cn the other, be deemed to be payment or distribution by Tesoro on account of Senior
Debt.

10. Subordination of Liens and Subsequent Recordation. The
security interests, mortgages, and liens created by the Security Documents are and shall
continue to be subject and subordinate to all security interests, mortgages, and liens, now
or hereafter securing, or in favor of, the Senior Debt. The effect of this subordination is
effective over documents representing Senior Debt but recorded or filed subsequent to this
"Subordinated Debt."

11. Rights Under The Security Docijments. Rights and obligations
under the Security Documents, by way of example but not by limitation, of the State, to
receive insurance proceeds (as provided in Paragraph 5.7 of the Security Agreement and
Paragraph 1.3 of the Deed of Trust) and rents, issues, royalties, profits, awards and proceeds
(as provided in Paragraph 1.8 and 2.5 of the Deed of Trust), to be named as insured or loss
payee, or receive originals of insurance policies, to exercise powers of attorney or other
rights, or to grant approvals or negotiate on behalf of the grantor of the Security
Documents, are subject to and subordinate to the Senior Debt and the rights of the holders
of the Senior Debt with respect thereto as piovided in the Senior Debt or the documents
securing the Senior Debt.

12. Default. Promptly following any default under the Security
Documents, the Settlement Agreement or the Bond (and in all events prior to the State
exercising any remedies contained in the Security Documents), the State will give any Senior
Debt holder written notice of the default, subject to the following conditions:

the h

12.1 For purposes of this Subordination Agreement, the

Debt shall not be deemed in default until (1, 30 days have passed from the State’s issuance

Exhibit 7 to the Settlement agreement dated 12/15/92
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of a written Notice of Default as defined in paragraph 12 of the Settlement Agreement and
(2) Tesoro's failure to pay the Disputed Amount or failure to satisfy the Subordinated Debt
in its entirety;

12.2 The State shall not be required to give a notice of default to anv
Senior Debt holder unless the Senior Debt holder has given the State written notice of the
person to whom and place to which the notice should be sent.

12.3. The State will not, for a period of 30 days following receipt by
the Senior Debt holder (identified under 12.2 above) of the notice of default from the State,
file an action to foreclose judicially any of Tesoro’s real property, record a notice of non-
judicial foreclosure of any of Tesoro's real property or otherwise take any action permitted
by Section 2 of the Deed of Trust, or file an action to take possession of any of Tesoro's
personal property or otherwise take any action permitted by Section 8.1 of the Security
Agreement.

12.4. Subject to the right to cure set forth in paragraph 12.5, at the
expiration of the 30 day period following the date the Senior Debt holder received notice
from the State of Tesoro's default, the State shall be entitled to institute foreclosure
proceedings or initiate other remedies as specified in the Security Documents, subject to
paragraphs 4, 5, 6 and 7 above and the other provisions of this Subordination Agreement.
Subject to paragraphs 4, 5, 6 and 7 above and the other provisions of this Subordination
Agreement, the State may file any actions, record any notices, or take any other actions it
deems necessary to enforce its remedies. The State will not, however, take posses ion of
or sell or cause to be sold any of Tesoro’s real property or any of Tesoro’s personal
property or cause a receiver to be appointed for any of Tesoro’s property prior to the 121st
day following the day on which the Senior Debt holder received the notice from the State
of default by Tesoro.

12.5 At any time during the 120 day period following the date the
Senior Debt holder received the notice from the State of Tesoro’s default, the Senior Debt
holder may cure or cause Tesoro to cure the default by paying the Disputed Amount (as
defined in the Settlement Agreement) plus interest from the date due at the rate for
royalty payments provided in AS 38.05.135(d) as it may be amended from time-to-time, plus
the State’s reasonable actual attorney fees and costs incurred in conjunction with the
default. If the Senior Debt holder cures or causes Tesoro to cure Tesoro’s default, the
State shall take no further action against Tesoro based on the default.

12.6 The right to cure after foreclosure proceedings have been
initiated as granted by this Paragraph 12 may not be used more than two times in any 12
month period.

Exhibit 7 to the Settlement agreement dated 12/15/92
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13. .additional Documents. Tesoro and the State agree to execut
record and/or file at any time and from time to time such documents as may reasonably be
requested by a holder of the Senior Debt to further evidence the subordination of this
Subordinated Debt to the Senior Debt.

14. W aiver. The State agrees that the holder of the Senior Debt n
its sole discretion, exercise or refrain from exercising any of its rights that may exist under
the terms and conditions of the Senior Debt and its Collateral. The State waives any and
all claims against the holder of the Senior Debt that the State may assert on account of the
exercise of the rights of the holder of the Senior Debt and subject to the extent of this
subordination.

15. Enforcement. The State agrees that the holders of the Senior
may enforce the provisions of this Subordination Agreement against the holders of the
Subordinated Debt.

IN WITNESS WHEREOF, this SUBORDINATION AGREEMENT has been duly
executed bv Trustor.

TESORO ALASKAPETROLEUM COMPANY

By:..

Its:

STATE OF
) ss:
COUNTY OF

The foregoing instrument was acknowledged before me this day of
, 1993, by : of Tesoro Alaska

Petroleum Company, a corporation named as Trustor in the foregoing deed, and
acknowledged to me that he executed the same on behalf of said corporation freely and
voluntarily for the uses and purposes therein mentioned.

NOTARY PUBLIC in and for New York
My commission expires:

EXHIBIT 7 TO THE SETTLEMENT AGREEMENT DATED 12/15/92
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