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contending that the facility is outside the scope o f what is currently allowed  
on the land according to the patent lim itations and division o f A g regulations 
in effect.

I will let you know' if there is anyone else o f specific importance that I learn 
about before W ednesday. Thanks for your help.



SB 162: Ag Land 
Notes from 10/24/95

August 15, 1976 when Ag Revolving Loan Fund program started (20 year rctroacti ✓e 
provision in the bill).
Halford:

Any consideration of change of value? Some parcels competitively hid. In 
changing conditions, granting substantive increase in values?

Brett Huber/staff Sen. Green: Reduction in values, this bill would not change utilization.

Halford: Concerned about smaller parcels. Marketplace would establish value o f land. 
Supreme Court says you can't take away value; represents a taking. What arc fiscal 
implications? Need for research on this issue. What is value of parcel under different sets 
of conditions?

Ron Swanson: Administration not taking position on this legislation.

Recommendation from AG's office? Need enforceable contracts?
See additional notes on bill.



Alaska State Legislature
Session: Interim:
State Capitol 716 W 4th Avenue
Juneau AK 99801-1182 MEMO Anchorage AK 99501-2133

TO: Senate Resources Com m ittee

FROM : Annette Kreitzcr, Com m ittee Aide

DATE: January 16.1996

RE: A dditions to packet for SB 162

SB 162, Land U sed for A gricultural Purposes, was heard by the Senate Resources 
C om m ittee O ctober 24 in W asilla. Packets were sent out to m em bers, but m ay not have 
arrived to the com m ittee m em ber in a file folder. Please let me know  if you do  not have the 
inform ation from  the O ctober 24 m eeting.

I am  attaching for the January 17 hearing on SB 162:

a) C opy o f  SB 162
b) C opy of proposed Senate Resources Com m ittee Substitute (LS1021VF, 

C hcnow cth, 1/15/96)
c ) C opy o f  com m ittee m inutes from  O ctober 24, 1995
d) Additional letters (6)
c) A laska Farm  Bureau 1996 Resolution Platform
f) A FB N ew sletter (2 pages - Farm  Service Views and Legislative Report)



Session:
State Capitol 
Juneau AK 99801-1182

Alaska State Legislature
MEMORANDUM

TO: Jack Chcnoweth 
Ivegal Services
VIA FAX: x2029 Two pages

FROM: Annette E. Kreitzcr, Aide to 
Senate Resources Comnr :tcc

DATE: January 12, 1996

RE: Resources CS for SB 162

Interim: 
716 W 4th Avenue 

Anchorage AK 99501-2133

Plca.sc prepare a Resources Committee Substitute for SB 162 with the change noted on line 
14 the attached amendment (9-LS1021VC.2, Chcnoweth 1/9/96). I will be in the office 
Saturday after 10 a.m.. Please have the CS delivered to Capital 115, office of Senator 
Leman. Thank you.

0



9-LS1021 \C.2 w / 

Chcnoweth 

1/9/96

R E C E I V E D

A  M  E N D  M  E N T  JAN 0 9  1S95

A n s 'd .......................

OFFERED IN THE SENATE BY SENATOR GREEN

TO: SB 162

1 Page 5, line 31, through page 6, line 8:

2 Delete all material and insert:

3 "(a) The department shall include in a document that conveys state land

4 classified as agricultural land

5 (1) a covenant running with the land that restricts or limits the use of

6 the land exclusively for agricultural purposes;

7 (2) a eovenan* running with the land permitting die owner of state land

8 classified as agricultural land to subdivide and sell the land in not more than four

9 parcels of not less than 40 acres each; and

10 (3) a covenant running with the land permitting the owner of land

11 subdivided, whether subdivided under (2) of tliis subsection or under this paragraph,

12 to further subdivide and sell the subdivided land in not more than four parcels of not

13 less than 40 acres each, provided that a subdivision and sale under this paragraph may

14 not occur sooner thamjwtJ'years after the last previous subdivision and sale of the

15 land under (2) of this subsection or this paragraph."

16 Page 7. line 13. after "(c)":

17 Insert "A covenant described in (a) of this section may be enforced only by a civil

18 action.

19 (0"
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Chcnoweth 

1/15/96
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CS FOR SENATE BILL NO. 162(RES)

IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - SECOND SESSION

BV T H E SENATE RESOURCES COMMITTEE

Offered:
Referred:

Sponsor(s): SENATOR GREEN

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to land used for agricultural purposes and to state land 

classified for agricultural purposes or subject to the restriction of use for 

agricultural purposes only; and annulling certain program regulations of the 

Department of Natural Resources that are inconsistent with the amendments made 

hy this Act."

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

* Section 1. LEGISLATIVE INTENT. It is the intent of the legislature in amending 

AS 38.05.321(a) in see. 9 of this Act that, for slate land classified as agricultural land, the 

state convey fee title subject to a covenant running with the land that limits use of the land 

to agricultural purposes.

* See. 2. AS 38.04.045(b) is amended to read:

(b) Before the issuance of a long-term lease under AS 38.05.070 or of a patent 

for state land, an official cadastral survey shall be accomplished, unless a comparable.
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approved survey exists that lias been conducted by the federal Bureau of Land 

Management. Before land may be offered under [AS 38.05.055, 38.05.057,] AS 38.08 

[,] or AS 38.09, or before land may he offered under AS 38.05.055 or 38.05.057. 

except Jand that is_cla.s.sinetlfor_ngricultnra| uses, an official rectangular survey grid 

shall be established. The rectangular survey section comer positions shall be 

monumcntcd and shown on a cadastral survey plat approved by the state. For those 

areas where the state may wish to convey surface estate outside of an official 

rectangular survey grid, the commissioner may waive monumcntation of individual 

section comer positions and substitute an official control survey with control points 

being monumcntcd and shown on control survey plats approved by the state. The 

commissioner may not issue more than one conveyance for each section within a 

township outside of an official rectangular survey grid. Land [NO PORTION OF 

LAND] to be conveyed may not be located more than two miles from an official 

survey control monument except that the commissioner may waive this requirement 

on a determination that a single purpose use does not justify the requirement if the 

existing status of the land is known with reasonable certainty. The lots and tracts in 

state subdivisions shall be monumcntcd and the cadastral survey and plats for the 

subdivision shall be approved by the state. Where land is located within a 

municipality with planning, platting, and zoning powers, plats for state subdivisions 

shall comply with local ordinances and regulations in the same manner and to the same 

extent as plats for subdivisions by other landowners. State subdivisions shall be filed 

and recorded in the district recorder's office. The requirements of this section do not 

apply to land made available through a cabin permit system, for material sales, for 

short-term leases, for parcels adjoining a surveyed right-of-way, or for land that has 

been ojtcn to random staking under the remote parcel program or homestead program 

in the past: however, for short-term leases, the lessee shall [MUSTJ comply with local 

subdivision ordinances unless waived by the municipality under procedures specified 

by ordinance. In this subsection, "a single purpose use" includes a communication site, 

an aid to navigat'on. and a park site.

• Sec. 3. AS 38.04.065(h) is amended to read:

(h) Before the commissioner adopts a regional land use plan, a land
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classification may be made on the basis of a site-specific land use plan, except a 

classification for a land disposal under AS 38.05.057, AS 38.08, or AS 38.09 [, OR 

A NEW COMMERCIAL AGRICULTURE PROJECT UNDER AS 38.05.020(b)(6)], 

After adoption of a regional land use plan, land classifications shall be made under the 

plan.

* Sec. 4. AS 38.05.020(b) is amended to read:

(b) The commissioner may

(1) establish reasonable procedures and adopt reasonable regulations 

necessary to carry out this chapter and, whenever necessary, issue directives or orders 

to the director to carry out specific functions and duties; regulations adopted by the 

commissioner shall be adopted under AS 44.62 (Administrative Procedure Act); orders 

by the commissioner classifying land, issued after January 3, 1959, are not required 

to be adopted under AS 44.62 (Administrative Procedure Act);

(2) enter into agreements considered necessary to carry out the purposes 

of this chapter, including agreements with federal and state agencies;

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

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

provisions and objectives of this chapter;

(5) notwithstanding the provisions of any other section of this chapter, 

grant an extension of the time within which payments due on any exploration license, 

lease, or sale of state land, minerals, or materials may be made, including payment of 

rental and royalties, on a finding that compliance with the requirements is or was 

prevented by reason of war. riots, or acts of God;

(6) classify tracts for agricultural uses [AND REQUIRE THE 

PREQUALIEICATION, INCLUDING THE SUBMISSION OF CONSERV. /HON  

PLANS. DEVELOPMENT PLANS. OR OTHER PLANS. SCHEDULES. OR 

PROGRAMS. OF PERSONS WHO APPLY TO PARTICIPATE IN AN 

AGRICULTURAL DEVELOPMENT PROJECT UNDER AS 44.33.475J;

(7) waive, postpone, or otherwise modify the development requirements 

of a contract for the sale of agricultural land if

(A) the land is inaccessible by road; 0£ (AND)

WORK DRAFT WORK DRAFT WORK DRAFT
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(B) tidnsportation, marketing, and development costs render the 

required development uneconomic;

(8) reconvcy or relinquish land or an interest in land to the federal

government if

(A) the land is described in an amended application for an 

allotment under 43 U.S.C. 1617; and

(B) the reconveyance or relinquishment is

(i) for the purposes provided in 43 U.S.C. 1617; and

(ii) in the best interests of the state.

* Sec. 5. AS 38.05.057(j) is amended to read:

(j) The commissioner may require a participant in a lottery under this section 

for the sale of land that is part of an agricultural development project under former 

AS 44.33.475 to submit a single application for that land. Immediately following the 

drawing of an applicant’s name in the lottery, the applicant shall be given an 

opportunity to select for purchase one parcel of the land that is offered in the lottery. 

The names of alternate applicants shall be drawn after all parcel> have been selected. 

If the applicant who originally selected a parcel unequivocally rejects the offer to 

purchase the parcel or fails to sign the contract of sale within the period of time 

specified by the commissioner, the parcel shall be offered for sale to alternate 

applicants in the order in which their names were drawn.

* Sec. 6. AS 38.05.059 is repealed and reenacted to read:

Sec. 38.05.059. SALE OF AGRICULTURAL LAND. The commissioner shall 

provide for the sale of land classified under AS 38.05.020(b)(6) for agricultural uses 

in parcels or tracts described by aliquot parts. The parcels or tracts arc subject to state 

subdivision requirements and municipal ordinances.

* Sec. 7. AS 38.05.065(c) is amended to rcao:

(c) The director shall, for contracts under (a), (ORJ (b). or (hi of this section, 

set out in the contract for each sale the period for the payment of installments and the 

total purchase price plus interest. The director, with the consent of the commissioner, 

may also include in contracts under this section conditions, limitations* and terms 

considered necessary and proper to protect the interest of the stale. Violations of any
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provision o f this chapter or the term s o f the contract o f sale subject the purchaser to 

appropriate adm inistrative and legal action, including but not lim ited to specific 

perform ance, foreclosure, ejectm ent, or other legal rem edies in accordance with 

applicable state law.

* Sec. 8. AS 38.05.065(h) is am ended to read:

(h) The com m issioner

(1) shall p ro v id e  th a t , n o tw ith s tan d in g  (a) a n d  (h) o f  th is  section, 

in a c o n tra c t  fo r the  sale o f lan d  classified  u n d e r  AS 38.05.020(h)(6) fo r 

a e r ic u ltn rn l  uses, the in te res t ra te  to  he c h a rg ed  on  in sta llm en t p ay m en ts  is eight 

p e rc e n t:  a n d

(2) may declare a moratorium of up to five years on payments on land 

so ld  u n d e r  th is  section fo r [A SA LE OF A G R IC U LTU R A L) land classified  u n d e r  

AS 38 .05.020(h)(6) fo r a o r ic u ltu ra l uses (UND ER TH IS SEC TIO N ] if

(A) [(1)1 the com m issioner determ ines that the m oratorium  is 

in the best interest o f the state;

H il 1(2)] the com m issioner certifies and the contract purchaser 

agrees to perform  farm  developm ent, crop production, and harvesting, not 

including land clearing or related activity, requiring the expenditure o f amounts 

equivalent to the paym ents that would otherw ise be m ade during the 

m oratorium ;

(C) ((3)] the sale o f the agricultural land takes place after 

July I. 1979; and

(D) ((4)] the contract purchaser is in com pliance with the 

developm ent plan specified in the purchase contract at the tim e the purchaser 

applies for a moratorium under this subsection and rem ains in com pliance with 

the developm ent plan during the m oratorium ; fo r th e  p ay m en ts  sub jec t to  th e 

m o ra to r iu m  d ec la red  u n d e r  th is  p a ra g ra p h , in te re s t | . INTEREST] 

paym ents arc subject to the m oratorium  but interest continues to accrue during 

the m oratorium .

•  Sec. 9. AS 38.05.321(a) is repealed and reenacted to read:

(a) The departm ent shall include in a docum ent that conveys state land

WORK DRAFT WORK DRAFT WORK DRAFT
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classified us agricultural land

(1) a covenant running with the land that restricts or limits the use of 

the land exclusively for agricultural purposes;

(2) a covenant running with the land permitting the owner of stale land 

classified as agricultural land to subdivide and sell the land in not more than four 

parcels of not less than 40 acres each; and

(3) a covenant running with the land permitting the owner of land 

subdivided, whether subdivided under (2) of this subsection or under this paragraph, 

to further subdivide and sell the subdivided land in not more than four parcels of not 

less than 40 acres each, provided that a subdivision and sale under this paragraph may 

not occur sooner than four years after the last previous subdivision and sale of the land 

under (2) of this subsection or this paragraph.

* Sec. 10. AS 38.05.321(b) is amended to read:

(b) Subject to (a) of this section, state [STATE] land classified as agricultural 

land that has been selected by a municipality under former AS 29.18.190 * 29.18.200 

or former AS 29.18.205(e) may be approved by the director for patent under 

AS 29.65.050(c) [; HOWEVER. ONLY RIGHTS IN THE LAND FOR 

AGRICULTURAL PURPOSES MAY BE TRANSFERRED AND ALL OTHER 

INTERESTS IN THE LAND WILL REMAIN WITH T h S T A T E ], Agricultural land 

approved for patent to a municipality shall be credited, acre for acre, toward fulfillment 

of that municipality's entitlement under AS 29.65.010 - 29.65.030 or former 

AS 29.18.201 - 29.18.203. [IF THE DIRECTOR LATER DETERMINES IT TO BE 

IN THE BEST INTERESTS OF THE STATE TO TRANSFER SOME OR ALL OF 

THE ADDITIONAL RIGHTS IN THAT APPROVED OR PATENTED 

AGRICULTURAL LAND. THOSE RIGHTS SHALL PASS WITHOUT 

CONSIDERATION TO THE MUNICIPALITY IN WHICH THE LAND IS 

LOCATED. THE NOTICE AND REVIEW PROVISIONS OF AS 38.05.945 ARE 

APPLICABLE TO CONVEYANCE OF RIGHTS UNDER THIS SECTION.l

• See. 11. AS 38,05.321 is amended by adding new subsections to read:

(d) For state land classified as agncultural land (hat is conveyed under (a) of 

this section.

CSSB 162(KES) -6-
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(1) the commissioner may require the landowner to cooperate with the 

appropriate soil and water conservation district under AS 41.10 in the development and 

implementation of soil conservation plans as authorized by AS 41.10.110(6);

(2) as a condition of the conveyance, the commissioner may not require 

preparation and implementation of a farm development plan unless the commissioner 

permits modification of a plan in cases of economic hardship or other extenuating 

circumstances;

(3) the commissioner may not limit

(A) the landowner’s right to construct improvements related to 

agricultural use;

(B) the landowner’s right to use the land and improvements for 

purposes that arc incidental to and not inconsistent with the primary use of the 

land for agricultural purposes; and

(C) the landowner’s right to subdivide and sell the land if the 

resulting parcels are not in violation of the minimum parcel size set out in 

(a)(2) of this section.

(c) A covenant described in (a) of this section may be enforced only by a civil

action.

(0  In this section, "agricultural purposes" means

(1) the production of plants and animals useful to man, including forage 

and sod crops, grains and feed crops, fruits, trees, and vegetables, dairy animals and 

products, and livestock;

(2) the construction of fixed, permanent, or immovable structures 

reasonably required for or related to agricultural production, including that farmstead 

normally required for yards, driveways, parking, bams, and other outbuildings, and 

similar uses;

(3) the use of gravel reasonably required for agncultural production on 

the parcel conveyed; and

(4) removal and disposition of timber in order to bring agricultural land 

into production.

•  Sec. 12. CONVERSION OF DISPOSALS MADE UNDER AS 38.05.069(c) OR UNDER

WORK DRAFT WORK DRAFT WORK DRAFT
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FO RM ER AS 38.05.321(a). The provisions o f AS 38.05.321(a), as am ended by see. 9 o f this 

A ct, apply  to state land classified as agricultural land that, under AS 38.05.069(c) o r under 

AS 38.05.321(a) before its am endm ent by see. 9 o f  this Act, w as subject to the lim itation o f 

the conveyance o f only the interest in the land that related to agricultural purposes and that 

was sold, leased, or disposed o f after August 15, 1976, and before the effective date o f  this 

Act. The com m issioner o natural resources shall issue a new instrum ent o f conveyance for 

the land that conform s to AS 38.05.321(a) and (d), as amended and enacted by sees. 9 and 11 

o f this Act.

* Sec. 13. C O N V ERSIO N  OF DISPO SA LS M A D E UNDER FO RM ER AS 38.05.321(b). 

The provisions o f  AS 38.05.321(a), as am ended by see. 9 of this Act, apply to state land 

classified  as agricultural land that, under AS 38.05.321(b) before its am endm ent by see. 10 

o f this Act, was subject to the limitation o f the conveyance of only the interest in the land that 

related to agricultural purposes and that was conveyed to a m unicipality after June 30, 1978, 

and before the effective date o f this Act. The com m issioner o f natural resources shall issue 

a new instrum ent of conveyance for the land that conform s to AS 38.05.321, as am ended by 

sees. 9  - 11 o f  this Act.

* See. 14. The follow ing regulations are annulled: 11 AA C 67.162, 11 AAC 67.165, 11 

A A C  67.167(d), II A A C 67.170, II A A C 67.172, II  AA C 67.175(1), 11 AA C 67.185, 11 

A A C  67.187, II  A A C 67.188(a)(3). 11 AA C 67.188(a)(4). I! AAC 67.188(a)(5), 11 AAC 

67.188(a)(6), II  A A C  67.188(b». II  A A C 67.188(c), II  AAC 67.190(a), II AA C 67.192,

WORK DRAFT WORK DRAFT WORK DRAFT
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* • V

Official Business

TO:

FROM:

DATE:

RE :

A l a s k a  S t a t e  L e g i s l a t u r e

State Capitol 

Juneau AK 99801

MEMO

Myrna Maynard, Senator Pearce's aide 
Mary Hoyt, Senator Taylor's aide 
Alii Gordon, Senator Frank's aide 
Paula Terrel, Senator Lincoln's aide 
Roger McKowan, Senator Hoffman's aide

Annette Kreitzcr, Aide to Senate Resources

November 1, 1995

Additions to SB 162 folder

Comm it

'Hie attached documents were handed out during the October 24, 1995, Resources hearing 
on SB 162 - Agricultural Land. Please update you/ Senator’s SB 162 committee folder 
with them so that the file will be complete for the next hearing on this bill. Thanks.
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This la to certify that this 13 a 
i.V j and corroct copy of tho 
original a s  executed  by the 
d irec to r cf tho Division of 
Land, D epartm ent of Natural 
R eso u rces .

Title A dm inistration 

D ate J - Q - 1 ? > - 9 S

3Exuifa <XF)ESE $ r m n t f l  that tho Grantor, tho STATE OF ALASKA, DEPARTMENT OF

NATURAL RESOURCES. 3601 C Street, Suite 960 , A nchorage, A laska 99503*5936 , pursuant to 

AS 38 .05 .055 , AS 38.05.321 and the regulations promulgated thereunder, in consideration of tho sum of 

ONE HUNDRED TWENTY-THREE THOUSAND AND NO /100 DOLLARS lawful m oney of tho United States, 

and othor good and valuable consideration, now paid, tho receipt whereof is hr _ /  acknowlodgod, grants 

and convoys to the Grantoo, SCOTT W. SCHULTZ, a married person, whoso mailing address cf record is HC 

62, Box 5440, Delta Junction. Alaska 99737, Grantee's heirs and assign s. lhB;su*»5c©:ostateTn.foe'simplo 

subject to tho condition subsequent and covonants se t forth herein, in all that real property situated in tho 

Fairbanks Recording District, Stato of Alaska, and doscribod a s  follows:

TRACTS U*2 AND U-3 O F ALASKA STA T E  U N O  SU R V EY  NO. 91-2 , 
CONTAINING 1,888.064 A C RES. MORE OR LESS. A CCORDING TO THE 
SURVEY PLAT RECORDED IN THE FAIRBANKS RECORDING DISTRICT ON 
APRIL 9, 1991 AS PLAT 91-28.

r

Subject to platted and valid existing easements and reservations.

$ r a U ib e b  that the Grantee, by acceptance horool and by agreem ent with the Grantor, heroby oxprossly 
iQK^DantSslQiUSjtLthJfrPfOPoflyifpteaqriculturalrprrposogforijYj which may include personal residential use  
incidental to farm operations on tho property, and to cpeTate in accordance with a  Farm Conservation Plan 
approvod by tho Grantor and furthor agroos that thoso covenants shall run with tho land and shall bo binding 
upon the Grantee and all other persons and partios claiming through the Grantoo.

^ r o l i ib e b  3TiiriI}er, as a condition subsoquont to this patont, that if the proporty Is usod  for purposos 
othor than agricultural purposos, thon the Grantor may entor tho proporty and terminato tho ostato  
convoyod heroin.

x n h  iC xrrpf. those restrictions appoaring in the Fodoral Patont or othor convoyanco by which tho 
Grantor acquired tille;

• * ’ , 1
A n b  7 u r i f | t r ,  tho Grantor, horoby oxprossly sa v es, oxcopts and rosorvos out of tho grant horoby mado, 
unto itself, its lo sso o s, successors, and assig n s forovor, all oils, g a se s , coal, ores, minerals, fissionable
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materials, gootharmal rosourcos, and fossils of evory namo, kind or description, and which may bo in or 
upon said lands above doscribod, or any part thoroof, and tho right to oxploro tha samo for such oils, gasos, 
coal, ores, minerals, fissionablo materials, geothermal rosourcos, and fossils, and it also horoby expressly 
saves and reserves out of the grant hereby made, unto itself, its lessees, successors, and assigns forever, 
the right to ontor by itself, rts or their agonts, attorneys, and sorvants upon said lands, or any part or pans 
thereof, at any and all times for the purpose of opening, developing, drilling, and working mines or wells on 
these or othor lands and taking out and removing therefrom all such oils, gases, coal, ores, minorals, 
fissionable materials, geothermal resources, and fossils, and to that end it funher expressly rosorvos out of 
the grant horoby mado, unto itself, its lessees, successors, and assigns forever, the right by its or their 
agents, servants and attorneys at any and all times to erect, construct, maintain, and use all such 
buildings, machinery, roads, pipelines, poworllnes, and railroads, sink such shafts, drill such woll3, remove 
such soil, and to remain on said lands 01 any part thereof for tho foregoing purposes and to occupy as much 
of said lands as may bs necessary or convenient for such purposes hereby oxpressly reserving to itself, ils 
lessees, successors, and assigr3, as aforesaid, generally all rights and power in, to. and over said land, 
whether herein expressed or not, reasonably necessary or convenient to rondor beneficial and efficient the 
comploto onjoymontof the proporty and rights heroby expressly reserved.

(To 3 fa iiE  A n b  CTa !H n Ib  tho said land, together with tho tenements, hereditaments, and 
appurtenances thoraunto appertaining, unto the said Grantee and Grantoes's heirs and assigns forever.

Hit (Tw H ntony lU l jr r r n f  the Stato ot Alaska has causod those presents to be exocutod by the 
Oirec.or of the Division of Land, Department of Natural Resources, State of Alaska, pursuant to delegated 
authority, this 10th day of Octobor, 1995.

B y

£hr£c o f  A I sbKx

(T ljtrb  j ju b i r ia l  B te tr ic t

j S3. 

)

Carol L  Shobo
For Ranald W . Swanson, Director 
Division of Land

P «
(H jls  3a ( lo  QTcHify that on tho 10th day of October. 1995, appeared before mo CAROL L  SHOBE. 
who is known to mo to be the person who has boon lawfully delogatod the authority of Ronald W . Swanson, 
Director of the Division cf Land, Department of Natural Rosourcos, Slate of Alaska, to oxocuto the foregoing 
document; that Carol L  Shcbo exocutod said document under such legal authority and with knowledge ol its 
contents; and that such act was performed freely and voluntarily upon tho premisos and for tho purposos 
stated therein.

H flth u aa  my hand and official seal tho day and yoar in this certificate first above writton.

This Is to certify that this Is a 
truo and correct copy of the 
original as executed by the 
director of tha Division nf 
Land, Department of Nature!' 
Resources. n  •  .

Title Administration

Dato 10 ~ I *3 ~ ----------

Patont No. 14771 
ADL No. 414519 
Location Indox:
T. 10 S . R. 14 E.. P.M. 
Sect on 32
T. It  S.. R. 13 E., F.M. 
Sect on 12 . i
T. 1*. S.. R. 14 E., F.Mr 
Sodtons 4, 5. 6, 7 and 8

X  'K m p jt J
ar tho Stato of Alaska

My Commission Expires: April 4,1997

Pago 2 ol 2



TO.NY KNOWLES. GOVERNOR

. DEPARTMENT OF NATURAL RESOURCES ' " 400 w i l l o u o h b y a v e n u e
rjt-'ZAU, ALASKA 99601-1794

OFFICE OF THE COMMISSIONER 7m * ' (X 7 )%s lm

F e b r u a r y  2 8 ,  1 9 9 5  »■.

•

The H ono r a b l e  Lyda Green 
A l a s k a  S t a t e  S en a t e  
S t a t e  C a p i t o l  
J u n e a u ,  A l a s k a  $9801-1182
Re:  Dana an d  Nansen  O l s o n  .
D ea r  S e n a t o r  G r een :
Thank you  t o r  y o u r  l e t t e r  c o n c e r n i n g  Dana and  Nansen C l s o r . ,  who 
s t i l l  hope t o  o b t a i n  Chase  I I I  h ome s t e a d  p a r c e l s .  The f o l l o w i n g  
i s  some o f  t h e  p e r t i n e n t  b a c k g r o u n d  i n f o r m a t i o n  on Cha s e  I I I .

~ :rr
T h a t  c o n t r o v e r s i a l  1984 h om e s t e a d  d i s p o s a l  was  c h a l l e n g e d  b y  
A l a s k a  S u r v i v a l ,  a g r o up  o f  a b o u t  50 l o c a l  r e s i d e n t ; *  I n  1986 i t  
was  o v e r t u r n e d  c y  t h e  Supreme C o u r t  b e c a u s e  i t  h ad  be en  b a s e d  on 
a s i t e - s p e c i f i c  p l a r .  i n s t e a d  c :  a r e g i o n a l  p l a n  a s  r e q u i r e d  by  AS 
23.04.065. The Depa r tmen t  o f  N a t u r a l  R e s o u r c e s  (DNR) c o u l d  have 
r e o p e n e d  i t s  n ew l y  a d o p t e d  S u s i t n a  Area  P l a n  t o  t a k e  a f r e s h  l o o k  
a t  Cha s e  I I I ,  b u t  w i t h  b u d g e t s  a l r e a d y  d e c l i n i n g ,  t h e  d e p a r tm e n t  
hoped t o  a v o i d  t h a t  e x p e n s e .  I n s t e a d ,  i t  a s k e d  t h e  1987 
l e g i s l a t u r e  t o  r e s c u e  t h e  d i s p o s a l  b y  amend in g  AS 38.04.065. The 
l e g i s l a t u r e  r e s p o n d e d  by a g r e e i n g  t h a t  s i c e - s p e c i f i c  p l a n s  we r e  
a c c e p t a b l e  f o r  some p u r p o s e s .  Due i t  p r o h i b i t e d  t h e i r  u s e  f o r  
m a j o r  l a r . d  o f f e r i n g s ,  s p e c i f i c a l l y  i n d u c i n g  homf c r . e a c s  and 
c o m m e r c i a l  a g r i c u l t u r e  s a l e s .  See  S e c s .  1-7, Ch.  75, SLA 1987.
DNR was w o r r i e d  t h a t  t h e  1987 amendment s  m i g h t  i n v a l i d a t e  
numerous  p a s t  d i s p o s a l s .  To e l i m i n a t e  t h i s  c o n c e r n ,  t h e  
L e g i s l a t u r e  i n c l u d e d  t h r e e  ‘ s a v i n g s  c l a u s e s *  ( S e c .  16-18) f o r  
d i s p o s a l s  o c h e r  t h a n  Cha s e  I I I  (Se e .  L'<'. S e c .  19 made i t  c l e a r  
t h a t  i f  DNR s t i l l  w a n t e d  t o  o f f e r  a g r i c u l t u r a l  h om e s t e a d s  a t  
C h a s e ,  i t  w o u l d  h a v e  t o  go o a c k  t o  s q u a r e  o n e .
D e s p i t e  w h a t  t h e  O l s o n s  may h a v e  t o l d  y o u ,  t h a t  was n o t  t h e  end 
o f  t h e  s t o r y .  The O l s o n s  d i d  n o t  w a i t  t o  s e e ' w h e t h e r  DNR w o u l d  
a t t e m p t  a n o t h e r  Chase h c n c s c e a d  d i s p o s a l .  I n s t e a d ,  t h e y  
i m m e d i a t e l y  a p p l i e d  f o r  p r e f e r e n c e  r i c h e s  t o  two cViasc I I I  
p a r c e l s ,  t r i g g e r i n g  t h e  r e c o n s i d e r a t i o n  e n v i s i o n e d  by  t h e  Supreme 
C o u r t  and  Che l e g i s l a t u r e .  A f t e r  an e s p e c i a l l y  t h o r o u g h  r e v i e w  
a t  t h e  r e q u e s t  o f  s e v e r a l  l e g i s l a t o r s  ( S e n a t o r s  J o e  J o s e p h s o n ,
M i k e  S z y m a n s k i ,  J a n  F a i k s  a n d  R e p r e s e n t a t i v e s  Ron L a r s o n ,  Sam 
C o t c e n ,  C u r t  Mena r d ) ,  DNR d e c i d e d  t h a t  i t  c o u l d  n e t  p r o c e e d  w i t h

V
10./U H



The Honorable Lyda Green
February 28, 1995
Page 2

t h e  d i s p o s a l ,  a r .d  t h a t  t h e  O l s o n s '  a p p l i c a t i o n s  a n a  s u b s e q u e n t  

a d m i n i s t r a t i v e  a p p e a l s  m u s t  b e  d e n i e d .  T h e  O l s o n s  s u e d  t h e  s t a t e  

t o  o v e r t u r n  c h a t  d e c i s i o n ,  b u t  l o s t  b e f o r e  b o t h  t h e  S u p e r i o r  

C o u r t  ( 1 9 8 9 )  a n d  t h e  S u p r e m e  C o u r t  ( 1 9 9 0 ) .

I  u n d e r s t a n d  h o w  m u c h  t h e  O ls e n s  w o u l d  l i k e  t o  r e o p e n  t h e  c a s e ,  

b u t  t h e y  h a v e  e x h a u s t e d  t h e i r  a d m i n i s t r a t i v e  a n d  j u d i c i a l  

r e m e d i e s .  N c r  c c u l d  DNR s u p p o r t  t h e  i d e a  o£ r e p e a l i n g  S e c .  1 9 ,  

C h .  7 5 ,  SLA  1 9 c 7 .  E l i m i n a t i n g  S e c .  19  w o u l d  m a k e  i t  l o o k  a s  

t h o u g h  t h e  1 5 8 7  l e g i s l a t i o n  w a s  i n t e n d e d  t o  r a t i f y  C h a s e  I I I ,  

w h i c h  w a s  n o t  w h a t  h a p p e n e d .  A l a s k a  S u r v i v a l  w o u l d  p r o b a b l y  

o p p o s e  i t  a s  a  s e r i o u s  b r e a c h  o f  f a i t h .  L o c a l  r e s i d e n t s  w o n  

t h e i r  l a w s u i t  f a i r  a n d  s q u a r e ,  t h e  1 9 8 7  l e g i s l a t u r a ' d u b s t a n c i a l l y  

a g r e e d  w i t h  t h e i r  v i e w  o f  t h e  l a n d  u s e  p l a n n i n g  l a w ,  a n d  DNR h a s  

l c r . g  s i n c e  a c c e p t e d  t h a t  a s  r e a l i t y .

I  h o p e  t h a t  t h e  O l s o n s  c a n  a l s o  m a k e  t h a t  a d j u s t m e n t .  C h a s e  I I I  

s o i l s  a r e  m a r g i n a l  ( p r e d o m i n a n t l y  C l a s s  I V )  a n d 1 l a c k s  h i g h w a y  
a c c e s s ,  a n e c e s s i t y  t o  g e t  f a r m  p r o d u c t s  t o  m a r k e t .  T h e r e  i s  

a b u n d a n t  p r i v a t e  a n d  M a t a n u s k a - S u s i t n a  B o r o u g h  l a n d  f o r  s a l e ,  

i n c l u d i n g  c l e a r e d  a g r i c u l t u r a l  l a n d  w i t h  g o o d  s o i l s  a n d  r o a d  

a c c e s s .  DNR i t s e l f  w i l l  b e  b a c k  i n  t h e  l a n d  d i s p o s a l  b u s i n e s s  

s e e n ,  n o w  t h a t  t h e  m e n t a l  h e a l t h  t r u s t  l a n d  c i i e m r a  i s  s o l v e d .  

C o n s i d e r i n g  t h e  l a n d  i n v e n t o r y  a v a i l a b l e .  I  am  c o n f i d e n t  t h e  
O l s o n s  c a n  f i n d  a  f a r m s i t e  m u c h  b e t t e r  s u i t e d  f o r  t h e i r  p r o p o s e d  

a p p l e  o r c h a r d  t h a n  C h a s e  I I I  w o u l d  h a v e  b e e n .

S i n c e r e l y ,

c c :  R o n  S w a r . s c n ,  D i r e c t o r ,  D i v i s i o n  o f  L a n d

J o h n  C r a m e r ,  D i r e c t o r ,  D i v i s i o n  c :  A g r i c u l t u r e

A l a s k a  S u r v i v a l
r.:\ i  l .  - .  . ..

CTSi



From  the Desk o f:

Brett W. Huber
S e n a t o r  L y d a  G r e e n ' s  O f f i c e
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ALASKA STATE LEGISLATURE

Interim:

600 EmI Railroad Avcmuu 
Wa»llla, Alaska 99654 
(907)3761170

Saturn

luncau. Alaska 99801-1182 
(907) 465-6600 
Fa* 463 3805

S E N A T O R  L Y D A  G R E E N
SENATE DISTRICT N

Sponsor Statement 
Senate Bill 162

Senate Bill 162 am ends Alaska Statute Title 38 with regard to agricultural land 
disposal and utilization. The proposed changes are designed to help facilitate 
the grow th , stability and  economic viability of agriculture as a renewable 
resource industry  for Alaska.

This legislation expands the state's ability to convey interests in land classified 
for agricultural purposes that the state has conveyed or m ay convey. 
C urrently , the state conveys agricultural interest only and  the state retains all 
o ther interests. W ith the passage of SB 162, the state shall convey fee sim ple 
title, subject to certain restrictive covenants that w ould underp in  the use of 
the land for agricultural purposes. This change w ould allow  ow ners of 
agricu ltural parcels the opportunity  to obtain financing from other than the 
state.

Agricultural land disposal represents a cost effective m eans of transferring 
public land into private ow nership. Increased private ow nership  expands the 
local tax base and  reduces revenue sharing needs while prom oting 
com m unity  developm ent and  supporting  infrastructure developm ent for a 
variety  of other resource uses, i.e.. public recreation, m ining and 
transportation. O ther provisions of SB 162 aid future land disposals in two 
ways: by allowing the use of a site-specific plan to support a land classification 
for new  commercial agricultural projects, and by authorizing  the sale of Ag 
land in parcels o r tracts by aliquot parts.

The rem aining provisions of the bill em phasize a greater level of autonom y 
for the individual agribusiness ow ner, while ensuring the states interests are 
protected. The bill also reduces the state’s direct control over individual farm 
developm ent and utilization and allows Ag land ow ners Ihe ability to m ake 
business decisions responsive to the economic factors of the  m arketplace and 
their individual circum stances.

SI. 162 redefines the state's role in agricultural land disposal and 
developm ent to better enhance economic developm ent opportunities. Its 
passage will allow the stale of Alaska to reap the benefits of agriculture as an 
economically viable and  expanding resource industry*. I respectfully request 
your support of SB 162.



A l a s k a  S t a t e  L e g i s l a t u r e

State C apitol 
Jiinrm t. AK 9V80I-11K2

SENATE RESOURCES COMMITTEE

•e xp ec te d  lo  lit' p rcxen t/nn llne
•C 'h u lr in u n : S ena to r l .n re n  l .rm a n  

V ice C h a irm a n : S enato r D rue  I’earce

S ena to r Steve F ra n k  

Senator K ic k  H u lfo rd  

•S ena to r R ob in  T ay lo r 

•S ena to r t ie o rK ianna  l .ln to ln  

S ena to r l .y n ia n  l lo f rm a n

Teleconference Sites: Jnu, .Soldolna. FBX. Homer. Mat-So

AGENDA 
2:00 10 4:00 p.m.

Tuesday. October 24. 1995 
Mal Su LcglslaUse Information Office 

600 J- Railroad Avc.. Wasilla

Ml 162: Agricultural Laud 
SENATOR GREEN. Sponsor

Expected Witnesses:
Senator Green to present bill (may be assisted by Brett Huber. Legislative Aide) 
Bill Ward. Agriculture Revolving Loan Fund Boaid member (Soldolna tele.) 
Robert Franklin, President of Alaska Farm Bureau (FBX)
Mike Swan. Soil and Water Conservation Board member (Soldolna I 
Ron Scxton.Ag Producer (Soidotna)
Don IHnklc. Ag Producer (Mat-Su)
Herb Simon. Owncr/Lilllc Nclchina Farms 
Jerry Marlow. Ag Producer (North Polc/FBX)
Bruce Willard (Homer)
Bill Lemon. Ag Producer
John ('ranter. Fortner Director Div. of Agriculturc/DNR 
Ron Swanson. Director. Division ol Lands/DNK

Official business

A D J O t  RN



1 4 :1 5 :2 6  PARTICIPANT LIST (TESTIFIERS ONLY)

TCN:50082 SCHEDULED FO R :10 /2 4 /9 5 14 :00 TO 16 :00 

PUDLIC HEARING SENATE RESOURCES

10/24/95 LEGISLATIVE TELECONFERENCE NETWORK SYSTEM

ATION:FAIRBANKS
SD 162 MR. HENRY COLE INT.ECON.DSV.COUTESTIFY
jxx :
/SB

,/sB 162 MR. BOB FRANKLIN AK.FARM BUREAU TESTIFY



1 4 :3 1 :4 0 PARTICIPANT L IST (ALL PARTICIPANTS)

TCN: 508B2 SCHEDULED FO R :1 0 /2 4 /9 5 14 :0 0 TO 16 :00

PUBLIC HEARING SENATE RESOURCES

LOCATION: ANCHORAGE 
/S B  162 HARVEY BASKIN

SB 162 KYM SWIFT

10/24/95 LEGISLATIVE TELECONFERENCE NETWORK SYSTEM



1 0 /2 4 /9 5  1 4 :2 0 :1 0  LEGISLATIVE TELECONFERENCE NETWORK SYSTEM LTN1120
MESSAGE FROM: LIOCDJG IN ANCHORAGE MAT

RE TCN: 50882 SCHEDULED FO R :10 /2 4 /9 5 14 :00 TO 16 :00 
SPONSOR: SENATE RESOURCES PURPOSE: PUBLIC HEARING

MESSAGE TEXT: DON QUARBERG,DJT ON LINE WITH YOU



10/24/95 13 :55 :59
MESSAGE FROM: LIOCSU

ELECONFERENCE NETWORK SYSTEM LTN1120
MAT

RE TCN: 50882 SCHEDULED FOR:1 0 /2 4 /9 5  14 :0 0 TO 16 :00 
SPONSOR: SENATE RESOURCES PURPOSE: PUBLIC HEARING

MESSAGE TEXT: I AM EXPECTING AIDES FROM LEMAN6LINCOLN
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'
15: <16: 32 PARTICIPANT LIST (ALL PARTICIPANT.1!)

TCN:60143 SCHEDULED FOR:01/17/96 15:30 TO 17:00 

PUBLIC HEARING SENATE RESOURCES

01/17/96 LEGISLATIVE TELECONFERENCE NETWORK SYSTEM

LOCATION: ANCHORAGE 
- -Sir-1-6?----------- MR— -RON- -SWANGON-

SB 162 

SB 162

01/17/96 

15 : <1<1: 07

MR.

MR.

CLIFF

MIKE

EAMES

BRONSON

— DNR

AK CNTR/ENVIR

BY:ANC 

FOR: ANC

-TESTIFY-

TEST Il'Y

TESTIFY

LTN1150

LEGISLATIVE TELECONFERENCE NETWORK SYSTEM 

PARTICIPANT LIST (TESTIFIERS ONLY)

TCN:60143 SCHEDULED FOR:01/]7/96 15:30 TO 17:00

PUBLIC HEARING

LOCATION:MATSU

SR 162___________________MR— ----BILL---

SB 162-

GB 162- 

Sl! 162" 

SB 162 

SB 162

MR

MR

MR

MR

MR

IIARV Y 

I iRRY 

JOHN

MIKE

ED

SENATE RESOURCES

WARP 

BASKIN 

DEVTT.BISS 

•TAMER—

CROUCH

KERN

LTN1150 

BY:MAT 

FOR: MAE

TESTIFY

TESTTFY

TESTIFY 

TEST1FY 

TESTIFY 

TESTIFY

01/17/96 LEGISLATIVE TELECONFERENCE NETWORK SYSTEM

15:36:56 PARTICIPANT LIST (ALL PARTICIPANTS)

TCN:60143 SCHEDULED FOR:01/17/96 15:-3 TO 17:00

PUBLIC HEARING SENATE RESOURCES

LOCATION:FAIRBANKS 
 Mtt- -KD- 5KLK

sn 162 MR. N! 11.0 KOrONEN SELF

LTN1150 

BY: FBX
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1 AGREEMENT FOR THE SALE AND

2 PUR.CHASEJ2ERQmTY.QIL
3 THIS AGREEMENT is effective as o f April 21, 1995 by and between the State of Alaska

4 (State) and Tesoro Alaska Petroleum Company, a Delaware corporation with its principal offices

5 located at 3230 C Street, Anchorage. Alaska 99503 and Tesoro Petroleum Corporation, a Delaware

6 corporation with its principal offices located at 8700 Tesoro Drive, San Antonio, Texas 78217

7 (collectively Tesoro).

8

9 ARTICLE I

10 PEEINJT1QNS.

11 As used in this Agreement, the following terms shall have the following respective meanings:

12 LI "Commissioner" means the Commissioner of the Alaska Department of

13 Natural Resources or his designee.

14 1.2 Dailv Royalty Oil" means the quantity o f Royalty Oil produced by the

15 Lessees from the Prudhoc Bay Unit Area in a Day except as provided in Article 2 .1(b).

16 1.3 "Dav" means a period o f  twenty-four ( I t )  consecutive hours, beginning at

17 12:01 a.m., Alaska Standard Time.

18 1.4 "Effective Date" shall have the meaning set out m Article VI.

19 1.5 "Field Cost Agreement" means the Prudhoc Bay Royalty Settlement

20 Agreement effective April I. 1980.

21 1.6 "Leases" means the Oil and Gas leases which are subject to the terms of the

22 Prudhoc Bay Unit Agreement.

I



1 1.7 "Lessee" means anv person ownine a working interest in anv o f the Leases.

2 1.8 "Month" means the period beginning at 12:01 a.m., Alaska Standard Time,

3 on the first Day of the calendar Month and ending at the same time on the first Day of the next

4 succeeding calendar Month.

5 1.9 "Qil" means the same as the word "oil” under the Leases and the Unit

6 Agreement, except where inconsistent with Articles 2.1(b) and 2.2 of this Agreement, in which case 

Articles 2. Kb) and 2.2 shall control. For purposes o f this Agreement, "Oil" shall also include natural

o gas liquids ("NGLs").

9 1.10 "Point of Delivery" shall have the meaning set out in Article 2.6.

10 1.11 "Rovaltv Oil" means the Oil which the State may take in-kind (in amount) as

11 its royalty under the Leases whether or not the State has elected to take or is taking that royalty in-

12 kind except as provided in Article 2 .1(b).

13 1.12 "Rovaltv Settlement Agreement" means the written royalty settlement

14 agreements between the State and Exxon Corporation ("Exxon") dated December 31, 1991.

15 1.13 "Royalty Value" means the royalty value o f all liquid hydrocarbons from the

16 Prudhoc Bay Unit or the Prudhoc Bay Unit initial Participating .Areas as provided in Article 2.1(b)

17 calculated in accordance with the Royalty Settlement Agreement for West Coast placements as

18 explained in Article 2.3.

19 1.14 T A P S " means the Trans Alaska Pipeline System.

20 1.15 "Unit Agreement" means the Prudhoc Bay Unit A erecmcnt effective Apnl 1.

21 1977. by and between the Lessees and the State, as amended from time to time.



1 ARTICLE II

2 S A.LE.QF. RO.YALI Y-QIL

3 2.1 QuM iiy-

4 2.1(a) Prudhoc Bav Unit Quantity. The State agrees to sell to Tesoro and

5 Tesoro agrees to buy from the State that amount of Oil equal to 30.0 percent of the Daily Royalty Oil

6 (Maximum Quantity). At any time upon six months and ten days written notice, Tesoro may: (1) 

decrease the Maximum Quantity; or (2) terminate this Agreement, in which ease Tesoro shall not

8 make any payments as described in Article 2.11.

9 Subject to the limitations in this article, Tesoro may temporarily decrease or increase

10 the amount o f Oil to be tendered, but not the Maximum Quantity provided in this article. To increase

11 or decrease the amount of Oil to be tendered, Tesoro must give the State at least six Months and ten

12 Days written notice. If, however, the increase or decrease is less than ten percent of Tcsoro's then

13 current in-kind nomination. Tesoro must give at least one hundred Days written notice. In addition,

14 the new tendering will take effect on the first Day o f the Month after the applicable notice period

15 expires.

16 The volume of Daily Royalty Oil available to the State will vary and may be

17 interrupted from time to time, and depends upon a  variety of factors, including the rate o f production

18 from the Leases. The State disclaims and Tesoro waives any representation, covenant or warranty,

19 expressed or implied, that a specific quantity or the total or daily, monthly, average, or aggregate

20 volume c f  Royalty Oil will be sold or tendered under this Agreement. The State warrants that it has

2 1 good title to the Oil tendered under this Agreement.

3



If the State undcrlifts or stores Royalty Oil at the Prudhoe Bay Unit, or if the State 

recovers underlined or stored Royalty Oil, the quantity o f Oil tendered under this Agreement shall be 

calculated as if no Royally Oil were underliftcd or stored or recovered.

2 .1(b) Initial Participating Areas Quantity. The State may choose, in its sole 

discretion, to sell to Tesoro, and Tesoro agrees to buy from the state, oil that is produced solely from 

the initial Participating Areas o f the Prudhoc Bay Unit, as defined in the Unit Agreement, rather than 

from all participating areas and Leases within the Prudhoe Bay Unit. If the State so elects, the 

Maximum Quantity of Oil shall equal 35.2 percent o f the Royalty Oil produced from the initial 

Participating Areas in a Day. If the State so elects, the terms Daily Royalty Oil, Oil, and Royalty Oil 

shall have the same meaning set forth in Article I as limited in tliis article.

2.2 Quality. The Oil sold shall be the same quality as the Royalty Oil delivered 

by the Lessees to the State at the Point of Delivery from the Prudhoe Bay Unit Area. The quality of 

the Oil sold may vary from time to time. The State disclaims, and Tesoro waives, any guarantee, 

representation, or warranty, either expressed or implied, o f merchantability, fitness for use. or 

suitability for any particular use or purpose, or otherwise, of any o f the Oil delivered under this 

Agreement or as to any specific, average, or overall quality or characteristic o f Oil to be sold or 

tendered under this Agreement. Tesoro expressly waives any claim that any liquid hydrocarbons 

made available to the State by the Lessees, including such substances as crude oil. condensate, natural 

gas liquids, or return oil from the Prudhoe Bay Uni* Crude Oil Topping Plant, that may be blended 

with crude by the Lessees before the Point of Delivery and tendered as a common stream by the 

Lessees to the State as Royalty Oil arc not Oil, for purposes of this Agreement.

4



1 2.3 Price of the Rovaltv Oil. The price each Month for Oil purchased under this

2 Agreement shall he the Royalty Value for that Month of Oil delivered to the West Coast by Exxon

3 from the Prudhoc Bay Unit production. The Royalty Value shall be determined according to the

4 Royalty Value calculation stated in Article 3.2 c) of its Royalty Settlement Agreement, except that the

5 Average Valdez Netback shall be the West Coast Valdez Netback. Exhibit A is an illustrative

6 calculation of the price if Tesoro had purchased Oil during the Month of January, 1995.

7 If any applicable law of the United States o f America or any rule or regulation

8 promulgated by a federal agency will, in the sole judgment of the State, operate to prohibit or prevent

9 the State from receiving the full amount due under the above provision. Tcsoro's obligation to pay the

10 amount of the purchase price in excess of the amount permitted will be suspended or adjusted to the

11 minimum extent required for the State to comply with that law, rule or regulation.

12 2.4 Reopeners.

13 2.4(a) Export Ban Reopcner. Neither Tesoro nor the State shall have the

14 right to reopen this Agreement, unless the export ban on Alaska North Slope crude now in effect is

15 lifted. Anytime after the export ban is lifted, either Tesoro or the State may reopen tl ; Agreement

16 for purchase price only, by giving the other party one month's prior written notice. Upon issuance

17 and receipt of a notice to reopen. Tesoro and the State will promptly commence good faith

18 negotiations in an attempt to establish a new purchase price. If Tesoro and the State cannot agree on a

19 price within three months alter the written notice to reopen, cither Tc:oro or the State may terminate

20 this Agreement upon nine months written notice to the other. The purchase price for Oil tendered

21 during any period pending termination shall be the price in effect immediately before giving the

5



1 notice of intent to reopen. If a new purchase price is agreed to by Tesoro and the State, the new price

2 shall be effective for Oil delivered in the month following the Agreement.

3 2.4(b) Rovaltv Settlement Agreement Reopener. Tesoro shall not intervene

4 or otherwise participate in any way regarding litigation, styled ANS Rovaltv Litigation. Case No. 1-

5 JU-77-847. any future royalty settlement agreements with the Lesspes, or rcopcncrs or other

6 discussions under or pertaining to royalty settlement agreements. Any judgment resulting from the 

ANS Royalty Litigation, any future royalty settlement agreements, or any rcopener under the Royalty

8 Settlement Agreement shall be conclusively binding upon Tesoro whether or not Tesoro agrees with

9 or consents to the terms of any such judgment, settlement, or reopencr. Furthermore. Tesoro has no

10 independent nght to invoke any o f the provisions of the Royalty Settlement Agreement. If the

11 Royalty Value is modified in the future as a result of a modification of the Royalty Settlement

12 Agreement, a corresponding retroactive modification will be made to the pnee term of this

13 Agreement and interest will apply to the modification, whether resulting in an overpayment or

14 underpayment, as set forth in Article 5.6. Tesoro agrees to be conclusively bound by any such

15 modification agreed to by the State and Exxon.

16 Nevertheless, due to potential unpredictable increased costs to Tesoro posed by any

17 changes to Article III o f the Royalty Settlement Agreement and/or any changes made under the

18 reopencr procedures of Article IV o f the Royalty Settlement Agreement, the State shall give Tesoro

19 notice o f such changes or a Notice o f Reopencr initiated by Exxon or the State. Such notice shall

20 include information on the nature o f such changes and/or the reopencr, the requested effective date of

21 any such changes or proposed changes, and the position taken by Exxon and the State. Any changes

6



1 and/or Reopencr action under the Royalty Settlement Agreement will give Tesoro the right to

2 terminate this contract upon six Months and ten Days written notice to the State.

3 2.5 Point and Time of Delivery. Simultaneously with receipt o f its Royalty Oil

4 from its Lessees, the State shall tender the Oil to Tesoro where the State receives the Royalty Oil

5 from its Lessees. That point presently agreed to by the State and its Lessees in Article 2.3 of the Field

6 Cost Agreement is the TAPS Pump Station No. 1 Prudhoc Bay Custody Transfer meter ("Transfer

7 Meter").

8 2.6 Passage of Title and Risk of Loss. Tide and risk of loss to the Oil sold under

9 this Agreement shall pass from the State to Tesoro for all purposes when the State tenders the Oil at

10 the Point of Delivery.

11 2.7 Tesoro's Responsibility. Tesoro shall be responsible for the Oil after passage

12 of title. Tesoro will indemnify and hold the State harmless from and against any and all claims, costs.

13 damages (including reasonably foreseeable consequential damages), expenses, or causes of action

14 arising from or in connection with any transaction or event which relates to the Oil after title has

15 passed to Tesoro.

16 2.8 Transportation Arrangements. Tesoro shall make all necessary arrangements

17 for transporting the Oil sold under this Agreement from the Point of Delivery, including satisfaction

18 o f line fill obligations and storage tank bottom requirements of the TAPS, if any. If requested by the

19 State, Tesoro shall submit specific information concerning its arrangement for transportation of the

20 Oil sold under this Agreement through and away from the TAPS and for the resale or other disposal

21 o f  the Oil. Such information may include the specific tenders o f Oil made to the TAPS and

22 identification o f tankers, if any, which will transport the Oil. In addition. Tesoro will provide the
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1 State, if requested by the State, with satisfactory evidence or reasonable assurance o f die existence

2 and continuing validity of adequate arrangements for die transportation or disposal o f the Oil subject

3 to this Agreement. Failure to provide informadon, evidence, or assurances requested will, at the

4 State’s elecuon by notice to Tesoro, be a material default under tliis Agreement.

5 2.9 Absolute Obligations. The obligadons of Tesoro to accept, pay for, and

6 arrange for the transportation o f the Oil tendered or sold under this Agreement are absolute and will 

not be excused or discharged by the operation of any disability of Tesoro, event of force majcurc,

8 impracticability or performance, change in conditions, or any other reason or cause.

9 2.10 Pate o f First Delivery. The date of First Delivery will be the First Day of

10 January 1, 1996.

11 2.11 Performance Guaranty and Reservation Fee. If Tesoro does not take the

12 M aximum Quantity, Tesoro shall pay to the State, in addition to the purchase price on the actual

13 quantity taken, an amount equal to .75 percent o f  the purchase price per barrel per Day on the

14 difference between the Maximum Quantity and the actual quantity tendered to and accepted by

15 Tesoro for each Day Tesoro does not take the Maximum Quanuty.

16 2.12 In-State Processing. Tesoro agrees to use best efforts to insure that any and all

17 o f the Royalty Oil tendered under this Agreement will be processed through Tesoro's refinery near

IS Nikiski. Alaska, or will be exchanged for other crude oil which shall be processed at that refinery.

19 "Process" means the manufacture o f refined petroleum products. In no event, however, shall the

20 quanuty o f Royalty Oil. which must be processed, be less than 80 percent o f the volume of Royalty'

21 Oil tendered under this Agreement. "Exchange" means: (1) direct trades o f equal volumes o f crude

22 oil; (2) trades o f crude oil involving either cash or volume adjustments, or both, provided that those

8



1 adjustments relate solely to quality or location differences; (3) sequential transactions in which Tesoro

2 receives back crude oil frotn a party other than the party which receives the Royalty Oil in a trade

3 from Tesoro; or (4) matching purchases and sales o f crude oil. The terms under which Tesoro

4 receives crude oil in any exchange shall not d.i Ter in any significant term from the terms under which

5 Tesoro delivered Royalty' Oil except for terms which adjust for differences in quality and location.

6 Tesoro agrees that any trade or exchange shall not reduce the price to be paid to the .State and that

7 trades or exchanges shall be at no cost or expense to the State.

8 Tesoros obligation to process Royalty Oil or exchanged oil in-State may only be

9 suspended or excused under the provisions of Articles VTTI and XI.

10 The State may. in its sole discretion, waive the in-State processing requirement in

11 whole or in part, if State is satisfied that Tesoro is using its best efforts to process the Royalty Oil

12 tendered or the oil exchanged for Royalty Oil tendered under this Agreement at Tesoro’s .Alaska

13 refinery and that the waiver would not be contrary to the underlying intent o f the other provisions of

14 this Agreement.

15

16 ARTICLE ID

17 REPRESENTATION AND OBLIGATIONS O F TESORO

18 Tesoro warrants, represents, and agrees:

19 3.1 Good Standing and Due Authorization. Tesoro is, and at all umes dunng the

20 operation o f this Agreement shall remain, a corporation organized and existing under and by virtue o f

21 the laws o f the United States or o f any State, territory or the District o f Columbia, and qualified to do

22 business in. and in good standing with, the State o f Alaska. Tesoro has all necessary' corporate power

9



to enter into this Agreement and to perform the covenants and obligation under this Agreement. All 

necessary corporate action has been taken to authorize Tesoro to enter into this Agreement and 

perform its covenants and obligations under this Agreement.

3.2 Financial Condition. The financial information submitted to the State is 

complete and correct and fairly presents Tcsoro's financial condition when the information was 

submitted to the State. The financial information was prepared in accordance with generally accepted 

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

condition, business, and properties o f Tesoro have not been materially adversely affected in any way. 

Tesoro agrees to inform the State immediately if there is any material adverse change in its condition, 

business, or properties which may have an appreciable adverse effect on its ability to perform under 

this Agreement. Tesoro. in addition, will immediately inform the State o f any significant change in 

ownership of Tesoro. affiliates, parent company, and o f any change in Tcsoro's operations or 

Agreements, which may appreciably affect Tesoro's performance under this Agreement.

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

Tesoro. and in any event within one hundred twenty Days thereafter. Tesoro will furnish to the State, 

at Tesoro's sole cost and expense, a report or a complete copy of a report in a form to be prescribed 

from time to time by the State which will include Tesoro's balance sheet as of the close o f the fiscal 

year and the income statement for that year, prepared in each case in accordance with generally 

accepted accounting principles consistently applied by certified public accountants o f recognized 

standing. For purposes o f complying with tliis article, Tesoro may submit, and the State will accept, 

the annual report o f Tesoro Petroleum Corporation filed with the United States Securities and 

Exchange Commission pursuant to Sec. 13 or 15 (d) o f the Security Exchange Act o f 1934.

10



1 ARTICLE IV

2 ME A S URE MEIST§_ AND. TESTS

3 The quantity anJ quality of Oil sold under this Agreement shall be determined at the

4 Point o f Delivery. Procedures and methods for measuring and metering the Oil sold under this

5 Agreement shall be in accordance with the practices then in effect in the Prudhoc Bay Unit.

6

7 ARTICLE V

8 PAYMENTS AND ACCOUNTING

9 5 .1 Initial Billing. The State will send to Tesoro, on or before the tenth business

10 Day o f each Month after delivery of Oil. an invoice statement o f account o f all Oil estimated to have

11 been measured at the Transfer Meter and tendered to Tesoro under this Agreement during the

12 immediately preceding Month according to the best information available to the State, the estimated

13 purchase price applicable to those deliveries, and the total amount due (Initial Billing Invoice). The

14 estimates will be made by the State according to the best information reasonably available to the

15 State. The State may render its Initial Billing Invoice to Tesoro based in part upon information

16 reported by the Lessees to the State, information published by the U.S. Government, and information

17 published in Platt’s Uilgram Price Report or any other publicly available report. The State shall

IS thereafter adjust its Initial Billing Invoice under this article as soon as more accurate information

19 concerning the quantity and purchase price of Oil delivered each Month is available. The State.

20 however, shall not be required to adjust the Initial Billing Invoice before the sending of the next

21 Month's invoice statement o f account.

11



1 5.2 Initial Adjustment. After the Initial Billing Invoice under Article 5.1, the next

2 Monthly invoice will also state the State’s initial adjustments, plus interest, to be made, if any, to the

3 Initial Billing Invoice rendered in the immediately preceding Month, in accordance with any

4 additional or more accurate information which may have become available to the State ("Initial
t

5 Adjustment Invoice"). Whether or not initial adjustments arc made, however, subsequent adjustments

6 may be made under Article 5.5.

7 5.3 Subsequent Adjustments. Tesoro acknowledges that after the Initial Billing

8 and Initial Adjustment Invoices, more accurate information concerning the quantity of or purchase

9 price for Royalty Oil tendered may become available to the State If any such information should

10 later become available to the State, it shall furnish a corrected invoice statement of account to Tesoro

11 ("Subsequent Adjustment Invoice") and the State will adjust the amount previously billed; and Tesoro

12 will pay. or the State will credit or refund, the amount o f any Subsequent Adjustment Invoice plus

13 interest. If the State should render a Subsequent Adjustment Invoice to Tesoro, any amount to be

14 credited or refunded from the State to Tesoro or paid by Tesoro to the State will be refunded or paid

15 within thirty Days after the date of the Subsequent Adjustment Invoice.

16 The parties recognize that subsequent adjustments may be necessary alter December

17 31. 1998, and. accordingly, the provisions o f .Article V will survive any termination of this

18 Agreement. Any Subsequent Adjustment Invoice rendered more than six years after the date of

19 deliven* will bear interest for only six years from the date accrued as defined in Article 5.5. Tliis

20 limitation on interest does not apply to Subsequent Adjustment Invoices resulting from; (1)

21 regulatory, reopencr or court proceeding (including appeals) commenced during the six year period

12



1 whether or not the Tesoro or the State is a party and (2) bona fide audits by the State o f Exxon

2 commenced during the six year period.

3 5.4 Payment. Tesoro will pay the Initial Billing Invoice on ihe third business Day

4 of the month following delivery or within three business Days after the date o f the invoice whichever 

is later; and the Initial Adjustment Invoice within three business Days of the date o f  the invoice and

6 on any Subsequent Adjustment Invoice within 30 Days o f the date of the invoice. Payment shall be

made without any deduction, set off, or withholding, by wire transfer o f immediately available funds

8 to the State's account at the following address:

9 State Street Bank & Trust Company
10 Boston, Massachusetts
11 ABA #011000028
12 For credit to the State of Alaska
13 General Investment Fund. AY01
14 Account #00657189
15 Attn: Kim Chan. Public Funds
16
17 Payment may be made in such other manner or to such other address as the State may

18 specify in the invoice statement of account or by other written notice. All other payments to be made

19 under this Agreement shall be paid in the same manner. If payment is due on a Saturday. Sunday, or

20 legal holiday o f the place where payment is to be received, payment shall be made on the next

1 1 following business Day. It is recognized that the State may bill, and that Tesoro will pay, amounts

22 that are based upon confidential information held or received by the State. If confidential information

23 is used as the basis for a billing, then the State will furnish Tesoro. upon its request, with the certified

24 statement o f the Commissioner that the amounts billed are correct based upon the best information

25 available to the State. If a dispute concerning a bill arises. Tesoro agrees to pay the full amount billed

26 by the State, except for obvious clerical mistakes, pending final resolution of the dispute.

13



1 5.5 Interest. The Amount of all sums, which are not paid when due under this

2 Ngrcemcnt or which arc later determined to be due as an adjustment, shall bear interest from the date

3 accrued until paid in full at the rate as provided in AS 38.05 135(d) or as that statutory provision may

4 later be amended. Currently, that interest rate in a calendar quarter is at the rate o f five percentage

5 points above the annual rate charged member bunks for advances by the 12th Federal Reserve District

6 as of the First Day of tliat calendar quarter, or at the annual rate of 11 percent, whichever is greater, 

compounded quarterly as of the last Day o f that quarter. The term "date accrued" means the date of

8 the Initial Billing plus three business Days." Interest shall apply to both adjustments for

9 overpayments and underpayments.

10 The following illustrates from what date interest will run:

11 January I * 31. 1996 -  Tesoro takes 1996 January production:

12 February 9. 1996 -  State sends Tesoro the Imual Billing Invoice for 19% January

13 producuon:

14 February 14. 19% (Initial Billing plus three business Days) -  Tesoro must pay the

15 Initial Billing Invoice for January 19% producuon. If Tesoro does not pay on

16 this day. the Initial Billing Invoice bean  interest from this date plus a late

17 payment penalty.

18 March 8. 19% ~  State sends Tesoro the Iruual Adjustment Invoice for January 19%

19 producuon. Tesoro owes the Slate an additional sum

20 March 13. 19%  -  Tesoro must pay the Initial Adjustment Invoice plus interest from

21 February 14. 19% through! the payment d a tt.

14



1 January 10. 1997 -  S ale sends Tcsoto a Subsequent Adjustment Invoice for Januaty

2 1996 production. Tesoro is entitled to a credit. State pays interest from

3 February 14. 19% through January 10.1997.

4 Apnl 10. 2006 -  The State is notified by Exxon that, due to a clerical error, it has

revised the Royalty Value for January 1996.

6 Apnl 17, 2006 -  State sends Tesoro another Subsequent Adjustment Invoice for

January 1996 production after Exxon a reports a clcncal e ro r  in its

8 calculation of the Royally Value. Tesoro owes the State an additional sum.

9 May !7. 2006 *• Tesoro must fav  the Subsequent Adjustment Invoice for January

10 1996 production plus merest from calculated February 14. 1996 through

11 February 14. 2002. If lc>oro does not pay the Subsequent Adjustment

12 Invoice on this date, interest will accrue from February 14. 19% through the

13 date the payment is made and Tesoro must also pay a late payment penalty'.

14 November 10. 2006 ~  Court settles dispute between the TAPS earners and shippers;

15 Carriers are awarded a higher tanff for January 19%.

16 November 30. 2006 ** Slate sends Tesoro a Subsequent Adjustment Invoice. Tesoro

17 is entitled to a refund which includes interest calculated from February 14.

18 19%  through November 30.2006.
19 5.6 Late Payment Penalty If Tesoro fails to make a full payment within three

20 business days of the date o f either an Initial Billing Invoice or Initial Adjustment Invoice, or within

2 1 thirty Davv o f the date o f any Subsequent Adjustment Invoice, then tn addition to the amount doc
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plus interest Irorn the date accrued until the date of actual payment, Tesoro will pay an amount equal 

to five percent of the principal payment due as a late payment penalty.

5.7 Payment to Lessee. At the request o f the State in the invoice statement of 

account or otherwise in writing. Tesoro shall pay all or any portion designated by the State of that 

payment required to be made to one or more of the Lessees at an address or addresses and in the 

manner designated by the State. The payment will be made within the time limit specified in 

.Article V. The State may authorize and designate a third party to make the request and designate the 

amount, manner and place o f payment under this provision. Unless otherwise specified the balance 

ot the payment due. if any, and payment for subsequent Months, shall be made in accordance with 

Article V.

5.8 Payment to Third Parties. The State may direct that Tesoro pay any amount 

due or which may become due directly to a third party in a manner and time as may be directed by 

the State in written notice to Tesoro if. in the State's sole discretion, the payment to the third party 

will assist the State in monitoring or enforcing this Agreement.

ARTICLE VI

TERM
This Agreement shall become effective upon execution by the panics. The States 

obligation to sell and Tesoro's obligation to buy Royalty Oil becomes effective immediately. 

Deliveries under this Agreement shall begin on January 1. 1996. and shall end December 31. 1998 

The provisions o f Article V shall survive the termination o f this Agreement.

16



1 ARTICLE VD
2 D EFAULT OR TERM IN A TIO N

3 7.1 Default. If any one or more of the following events ("Events of Default")

4 occur, then the State, at the its sole option, may terminate oi suspend its obligation to tender and sell

5 Oil and exercise any one or more of the rights and remedies provided in this Agreement:

6 (i) At any time, Tesoro (a) repudiates any o f its covenants or obligations

under this Agreement, or (b) fails, within five Days, after written

8 request from the State to provide the State with written affirmation of

9 this Agreement and of Tcsoro's intention to perform under this

10 Agreement (together with evidence or assurances o f transportation

11 arrangement pursuant to Article 2.8 reasonably satisfactory to the

12 State);

13 (ii) Tesoro docs not pay in full any sum owed under this Agreement at the

14 time when payment is due;

15 (iii) Tesoro fails to observe or perform any of its other covenants and

16 obligations under Article U;

17 (iv) Tesoro does not perform any act required or contemplated under this

18 Agreement and: (a) the non-performance cannot be cured; (b) the

19 nonperformance continues for mere than thirty Days after the State

20 has notified Tesoro of its nonperformance; or (c) Tesoro has failed to

21 perform the same or any other act required or contemplated under this

22 Agreement;

17



1 (v) There is a tnatcnaJ adverse change in Tcsoro's condition, business, or

2 property which may appreciably affect its ability to perform any of its

3 ’ obligations under this Agreement and Tesoro is unable or unwilling to

4 give the State adequate assurance o f continued performance either

5 within five Days of a request for such an assurance or within such

6 other shorter time period as the Slate may request under the

7 circumstances:

8 (vi) Any representation or warranty made by Tesoro in this Agreement

9 was materially false or incorrect when made; or

10 (vii) Tcsoro's failure or inability for any reason (including reasons beyond

11 Tcsoro’s control) to maintain the Security described in Article XV,

12 notwithstanding Tesoro's continuing willingness and ability to

13 perform its other obligations and covenants under the Agreement.

14 7.2 Failure to Pav Debts. If Tesoro becomes unable to pay any of its debts when

15 due. or should otherwise become insolvent (regardless how that insolvency may be evidenced),

16 Tesoro will immediately give wntten notice o f that fact to the State. Whether that notice is given, if

17 Tesoro becomes unable to pay any ot its debts when due or should otherwise become insolvent, the

13 State's obligation to tender and sell Oil will automatically and immediately terminate without any

19 requirement o f  notice or other action by the State; however. Tesoro will nevertheless be and remain

20 liable for pavmcnt and performance o f all o f its obligations and covenants under this Agreement

21 regarding Oil actually tendered by the State to and after any such termination. Within thirty Days

22 alter receipt o f  Tesoro's noucc or. if no notice is given, after the State otherwise becom es aware (as

IS



1 determined in the State's sole discretion) o f Tcsoro's insolvency, the State will have the right, upon

2 written notice to Tesoro. to reinstate all o f the State’s and Tesoro's obligations under this Agreement

3 retroactively to the date of termination.

4 7.3 State's Remedies. If any Event of Default occurs or if the Slate's obligation to

5 tender and sell Oil under tliis Agreement is terminated or suspended, all o f Tcsoro’s obligations

6 accrued but not otherwise due and payable under this Agreement will immediately be due and 

payable in full. In addition. Tesoro will indemnify and hold the State harmless from and against all

8 other liability, damages (including reasonably foreseeable consequential damages), costs, losses and

9 expenses (including reasonable attorney's fees and disbursements) incurred by the State and arising

10 out o f the Event of Default, termination, or suspension. The State shall have the right cumulatively to

11 exercise any and all other rights and remedies and to obtain all other relief available under applicable

12 law or at equity, including mandators’ injunction and specific performance.

13 Additionally, in its sole discretion, the State, upon occurrence o f any Event of

14 Default: (1) may dispose to third panics any or all Royalty Oil to be tendered and sold under this

15 Agreement and (2) may release Tesoro from the in-state processing obligations set forth in Article

16 2.12 unul the Event of Default no longer exists or the obligation o f Tesoro to take Oil under this

17 Agreement expires. If the State disposes o f  Oil to third parties, or if Tesoro is released from Article

18 2.12. whether or not this Agreement is terminated. Tesoro will nevertheless remain liable foi the

19 difference between the purchase price for mat Oil under this Agreement and the price received by the

20 State by disposition, including all o f the expenses (including reasonable attorneys’ fees m d costs), and

21 losses incurred by the State ansmg out of the Event of Default or disposition.

19



1 7.4 Tcsoro's Exclusive Remedies. Upon any breach of, or default in performance

2 o f any of the State's covenants or obligations under this Agreement, Tesoro agrees that its remedies

3 will not include a temporary restraining order or preliminary injunction preventing the State from

4 taking any action regarding the Royalty Oil which is the subject of this Agreement.

5

6 ARTICLE VIII
7 D ISPO SITIO N  O F O IL

8 8.1 Disposition o f Oil Upon Default or Termination. Tesoro recognizes that the

9 State may be required to give up to six Months notice to the Lessees (or ninety Days if the amount of

10 increase or decrease is less than ten percent o f the then curccnt nominations or marine transportation is

11 available) to increase or decrease the amount of Daily Royalty Oil to be taken in-kind. Tesoro agrees

12 that the State's electing to invoke its rights to return to taking its Royalty Oil in-value on less than six

13 Month's prior notice, or to attempt to secure a waiver of any condition or requirement, is at the State's

14 sole discretion. Notwithstanding termination o f this Agreement for any reason, Tesoro shall continue

15 to take and purchase the S tates Royalty' Oil in the amount and for the price set forth in this

16 Agreement for up to six Months following termination if the State, in its sole discretion, so requires.

17 8.2 Inability to Receive O il. If for any reason. Tesoro is unable or refuses to

18 accept or receive any Oil tendered under this Agreement. Tesoro shail nevertheless be and remain

19 responsible for the disposal of that Oil and for paying the State for the Oil as though it had been

20 received and accepted by Tesoro unless the State, in its sole discretion, elects to waive this

21 requirement. To secure Tesoro's obligations under .Article 8.2 and Article 2.9, Tesoro shall, if the

22 Slate requests, assign or otherwise transfer to the State or its designee all or part right, title and interest

20



1 of Tesoro under any nominations, Leases, agreem ent, contracts, charter parties and other

2 arrangements for the transportation of the Oil sold under this Agreement through and away from the

3 TAPS; provided, that the State shall not have any liability or obligations under any such nominations,

4 Leases, agreements, contracts, charter parties or other arrangement unless, and to the extent that, the 

State shall actually exercise its rights to succeed to Tesoro's interest under them and shall obtain the

6 benefits of them.

8.3 N'o Right to Storage or Undcrlift. Tesoro waives and disclaims any interest or

5 nght that it may assert to storage o f  Royalty Oil. including by undcrlift or other means, to which the

9 State is or may become to be entitled under the Leases or any other agreement.

10

11 ARTICLE IX
12 W A IV E R

13 The failure o f either party to insist upon strict performance o f any provision of this

14 Agreement shall not constitute a waiver of, or estoppel against, asserting the nght to require that

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

16 estoppel with respect to a later breach o f a similar nature or otherwise. A course o f performance

17 established by a party shall also not estop the other pany from complaining of a later breach similar in

18 nature.
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A R T IC L E  X 

VALIDITY

If any provision or clause of Ihis Agreement or application of this Agreement is held 

invalid, that invalidity shall not affect other provisions or application o f this Agreement which can be 

given effect without the invalid provision or application. If. however, an invalidity' should operate to 

impair any material right or remedy o f a party to this Agreement, that party may terminate this 

Agreement by notice to the other.

ARTICLE XI
FO R C E  M A JE U R K  AND C H A N G E  IN  C O N D IT IO N

11.1 Effect o f Force Majcure. Except for Tcsoro's obligations to pay for Oil 

tendered and to accept and dispose of Royalty Oil. neither party shall be liable for any failure to 

perform when performance is prevented, in whole or in substantial pan. by force majcure after good 

faith efforts to perform. The term force majcure' shall mean an event or condition not within the 

reasonable control o f the party claiming the benefit o f this excuse. If. however, any material 

obligation o f Tesoro is excused or suspended by a force majeurc for sixty successive Days or more, 

the State will have the right to terminate this Agreement. Before the State exercises its right to 

terminate, Tesoro and the State shall in good faith negotiate to restore the benefits and obligations of 

the force majcure condition.

11.2 Responsibility’ If a party believes that force maj:urc has occurred, the party’ 

shall immediately notify the other party of its claim o f force majcure. If force majeurc occurs, that 

occurrence shall, so far as possible, be remedied with reasonable diligence. Except for Tesoro's
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1 obligations to pay for O il tendered and to accept and dispose o f Oil, the disabled party's obligations to

2 perform that arc affected by the force majcure shall be suspended from the time that notification

3 occurs until the disability should have been remedied with reasonable diligence, and for no longer.

4

5 A R TIC LE X n

6 NOTICES

7 12.1 Method. Ail notices, requests, demands or statements shall be in writing, and

8 inav be delivered personally, telecopied, or sent by registered or certified United States mail, postage

9 prepaid, with a return receipt requested, to the party to be notified. Notice deposited in the mail in

10 this manner shall be effective upon the expiration o f seven Days afier it is so deposited or upon the

11 date o f receipt, whichever is earlier. Notice given in any other manner shali be effective only if and

12 when icceived by the addressee. For the purposes o f notice, the address o f the parties snail be as

13 follows:

14 If to the State: State o f Alaska
15 Commissioner of Natural Resources
16 400 Willoughby Avenue
17 Juneau, Alaska 99801 
IS
19 and
20 Director. Division o f Oil and Gas
21 P. O. Box 107034
22 Anchorage, Alaska 995100734
23 Telecopy Number: (907)562-3852
24
25 If to Tesoro:
26 Gaylon H. Simmons
27 Tesoro Alaska Pctrolet m Company
28 8700 Tesoro Drive
29 San .Antonio, Texas 78217
30 Telecopy Number: (210) 283-2031
31

23



1 12.2 Change o f Address. Each party may change its address for notice by giving

2 written notice of the change.

3

4 ARTICLE XD1

5 RULES AND REGULATIONS

6 This Agreement is subject to all present and future valid laws, orders, rules and 

regulations o f the United States, the State o f Alaska, and any duly constituted agency of the State of

8 Alaska.

9
10 ARTICLE XIV
11 SO V ER EIG N  PO W ER O F  T H E  STATE

12 Tliis Agreement shall not be interpreted as a limit on the State of Alaska's exercise of

13 any o f its sovereign or regulatory powers, whether conferred by constitution, statute or regulation.

14 including, but not limited to. its regulatory power over the Leases. Its exercise o f  any sovereign or

15 regulatory power will not operate or be deemed to enlarge any rights of Tesoro or to limit or impair

16 any obligations or liability' of Tesoro under this Agreement.

17

18 ARTICLE XV
19 SECURITY

20 15.1 Letter of Credit. Seventy five Days before the Date of First Delivery. Tesoro

21 shall cause to be issued and delivered to the Slate an irrevocable stand-by letter o f credit, with an

22 effective date no later than the Date of First Delivery, issued for the benefit o f the State by a State or

24



1 nauonaJ banking institution o f the United States ( "Issuer '), which is insured by the Federal Deposit

2 Insurance Corporation and has an aggregate capital and surplus o f not less than One Hundred Million

3 Dollars (S 100.000.000). or other banking institution acceptable to the State in its sole discretion. The

4 principal face amount of such letter o f credit shall be a sum estimated by the Commissioner, in his 

sole discretion, to be equal to the aggregate purchase price for the approximate total amount of Oil to

6 be tendered by the State to Tesoro during the first seventy five Days following the Date o f First

Deliver/. The letter of credit shall be in a form satisfactory to the Commissioner, but in anv event* 4 m

8 shall noi require any documents to be submitted in support of drafts drawn against this letter o f credit

9 other than the certified statement of the Commissioner or his designee and the Attorney General of

10 the State of Alaska or his designee that Tesoro is liable to the State for a sum equal to the amount of

11 such draft, and that sum is due and payable in full and has not been timely paid. The letter of credit

12 must be renew ed seventy five Days before its expiration so that a letter o f credit is continuously valid

13 for seventy five Days after the date o f the last delivery of Royalty Oil. If a replacement letter of

14 credit, in a form satisfactory to the Commissioner in his sole discretion, is not received seventy five

15 Days before the expiration o f  the existing letter of credit, then Tesoro shall be deemed to .lave

16 materially b rexhed  this Agreement, there shall have occurred an event o f default under Article 7 .1.

17 and all obligations o f Tesoro xcru cd . but not otherwise due and payable under this Agreement, will

18 immediately become due and payable in full.

19 If the State has reasonable grounds for asserting any claims against Tesoro and docs

20 assert those claims in an aggregate amount in excess o f the aggregate principal face amount of the

21 letter of credit then in effect. Tesoro shall, upon the Slate s request (whether or not Tesoro may deny.

22 reject or otherwise resist such claims), cause the principal f x c  amount to be increased by an amount

25



1 equal to the excess. Tesoro shall also automatically increase the principal face amount, without

2 request from the State, whenever the face amount is less than the expected purchase price of seventy

3 five Days o f Oil tenders, to an amount equal to the expected purchase price of seventy five Days of

4 Oil tenders. Upon approval of the State in its sole discretion. Tesoro may decrease the principal face

5 amount if the face amount is more than the expected purchase price of seventy five Days of Oil

6 tenders to an amount equal to the expected purchase price of seventy five Days of Oil tenders.

7 The letter of credit must allow drafts to be drawn and presented to the Issuer up to and

8 including the 75th Day after the last delivery o f Royalty Oil to Tesoro under this Agreement. The

9 Commissioner may accept such other or additional security .is he. in his sole discretion, considers

10 adequate to protect the State.

11 15.2 Reduction of Term. The term o f the letter of credit required under Article XV

12 shall be reduced from seventy five Days to sixty Days, if Tesoro and the State can reach an agreement

13 regarding the transportation of Oil if Tesoro defaults under this Agreement. If the panics cannot

14 reach an agreement, then the letter of credit shall remain at seventy five Days or Tesoro shall have the

15 right, in its sole discretion, to terminate this Agreement as provided in Article 2.1.

16
17 ARTICLE XVI

18 PREFERENTIAL HIRING AND NON-DISCRIMINATION
19 Tesoro agrees to employ Alaska residents and Alaska companies to the extent they arc

20 available, willing and qualified for all work performed in Alaska in connection with the Agreement.

21 'Alaska resident ’ means an individual who has resided in Alaska for one year at the time of
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1 employment and "Alaska companies" means companies incorporated in Alaska or whose principal

2 place of business is in Alaska.

3 If this provision is determined to be unconstitutional, then Tesoro agrees to employ

4 Alaska residents and Alaska companies to the extent such preferential hiring is determined to be

5 constitutional.

6

7 A R TIC LE X V n

8 A PPLICABLE LAW

9 17.1 Alaska Law. This Agreement shall be governed by and construed in

10 accordance w ith the laws of the State o f Alaska.

11 17.2 Submission to Jurisdiction. Any legal action or proceeding arising out of or

12 relating to this Agreement or for the enforcement of the covenants or obligations o f cither party must

13 be instituted in a State court o f general jurisdiction sitting in the State of Alaska, and Tesoro hereby

14 irrevocably submits to the junsdiction o f that court in any such action or proceeding.

15

16 A R TIC LE XVIII

17 W ARRANTIES

18 The purchase and sale o f Royalty Oil are subject only to the wananties o f the State

19 expressly set *brth in thi: Agreement and the State disclaims and Tesoro waives all other warranucs.

20 express or implied in law. whatsoever.



1 A R T IC L E  XDC

2 A M E N D M E N T

3 This Agreement may he supplemented, amended, or modified only by written

4 instrument duly executed by the parties,

5

6 A R T IC L E  XX

7 SUCCESSORS AND ASSIGNS

8 No assignment, pledge, or encumbrance of this Agreement shall be made by either

9 party without the written consent of the other party'. The Commissioner or the Commissioner's

10 designee may grant or deny such consent. Subject to the above requirements in this article, this

11 Agreement will be binding upon and inure to the benefit of each of the parties and its successors and

12 permitted assignees.

13

14 A R T IC L E  XXI

15 H EAD IN G S

16 Headings used in this Agreement arc for convenience only and shall not affect its

17 construction.

18

19 A R T IC L E  XXH

20 JW C Q R D g

21 22.1 Preservation of Records. Tesoro will preserve and maintain all bool5,

22 accounts, and records relating to or ansing out o f  the performance of this Agreement including, but
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not limited to, the purchase or sale o f Royalty Oil and its refined products, for a period of no less than 

six years from the date of transaction or last adjustment relating to the transaction. Tesoro will also 

maintain and preserve all similar books, accounts, and records o f which it has possession belonging to 

those third parties with whom it contracts for the performance of various parts of this Agreement. 

Neither Tesoro nor the State shall be required to retain any records for more than six years unless 

retention o f such records is specifically required by applicable law or regulation, or this Agreement. 

Tesoro shall either maintain its records within the State of Alaska or make such records available to 

the State at Tesoro's principal office in the State of Alaska within thirty Days after written request by 

the State.

22.2 Inspection of Records of Panics. Tesoro and the State will accord to each 

other and to their authorized agents, attorneys, and auditors during reasonable business hours access 

to any and all property, records, books, documents, and indices directly related to Tesoro's or the 

Stale's performance of this Agreement and which arc under the control of the party from wliich access 

is desired so that the other party may inspect, photograph and make copies of that property, records, 

books, documents and indices. The State shall not be required to disclose any information, data, or 

records which are required to be held confidential by State or federal law o r regulation, or by 

agreement. If the information obtained by the State may be field confidential under State or federal 

law or regulation. Tesoro may request that information be held confidenual by the State and the State 

will keep this information confidential.
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1 ARTICLE XXIII
2 IN TER PR ET A T IO N  O F  TERM S AND CO ND ITIO NS

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

4 tliis Agreement will be decided according to the dispute resolution procedure set forth in this article.

5 Either party may give the other written notice o f a disagreement. Within 60 days after written notice.

6 Tesoro must present any argument and evidence supporting its view in writing to the Commissioner 

for consideration. Tesoro shall not have the right to civil litigation-type discovery or a civil litigation*

8 type trial with the nght to call or cross-examine witnesses unless granted by the Commissioner in his

9 sole discretion. The Commissioner will subsequently issue a finding on the meaning or application of

10 the disputed word. term, or condition, setting forth the basis for the conclusions. Tesoro agrees to

11 accept findings by the Commissioner under this article which arc supported by substantial evidence.

12

13 ARTICLE XXTV

14 CO U N TERPA RTS

15 This Agreement may be executed in multiple counterpart, the parties need not sign

16 the same counterpart. Each counterpart shall be deemed to be an original and all o f  which taken

17 together shall be one and the sam e instrument.
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1

0 the State.

SIGNATURES 

THE STAT

Commissioner
Department of Natural Resources

HDate _

3 Tesoro Alaska Petroleum Company

9

10 

11 

12

13 Tesoro Petroleum Corporation

14

15

16

TESORO ALASKA PETROLEUM COMPANY

|[s Executive Vice Presidenc

Date
April 20, 1995

TESORO PETROLEUM CORPORATION 

0v3v

J»5 Executive Vice Presidenc

Date April 20, 1995
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1 ACKNOWLEDGEMENT
2
3
4 State o f Alaska )
5 ) ss.
6 T hird  Judicial District )
7 .
8 ' / )
9 TH IS IS T O  CERTIFY  that on the day o f  w tL u J  1995. before

10 m e. appeared John T. Shively, the comm issioner. Department o f Natural Resources. State of
11 Alaska; that John T. Shively executed that document under legal authonty and with
12 knowledge o f its contents; and that this act was performed freely and voluntanlv upon the
13 prem ises and for the purposes stated in the document.
14
15 W itness my hand and official seal the day and sear in thi. agreement first
16 above wnttcn.
17 
IS
19
20
21
*n

Notary Public m and for Alaska 
My comm ission expires d
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ACKNOWLEDGEMENT

State of T«xa«

Counev of  Bexar

THIS IS TO CERTIFY tha t on the 20ch_ day of _ *P_r t » 1995. before me
appeared _Cayton H. s ic p o n t___________0( Tesoro Alaska Petroleum Company £an Antcmo
Texas tha t Cayion h . st=non» executed that document under cgai au tho rity and witn
knc*lcdge of .is contents ind that this act »a? performed freeiy and vo lun ta rily upon the 
premises md fo r the ourposes stated in the document

Witness my r.ar.c and official seal the day ana year ;n tn.s agreement firs t above» fitter.

IINQA IOEN
>«**■» S 'J t t  C# T n t t

Mt ttprn
<M*Cm 27 •* »

n eern w m p



ACKNOWLEDGEMENT

) ss
Councy o f  3 c x a r _____________  )

State of Tcxa»_ _ _ _ _ _ _  )

THIS iS TO CERTIFY that on the zoch day of A p r i l  199 5 before me. 
appeared Gayion h. s ia p o n i of Tesoro Petroleum Corporation. San Antonio Texas 
tha t c*yA °n » . s ig a o n t executes that document under legal autho rity and with Knowledge 
of its contents and that th is act was performed freely and voluntarily upan the premises ana
for the ou r::ses states ;n the aocumenl

"I *««•)«
a tr.css my nanc »na :ffic ia i seal the aav and year ir. this agreement firs t above



EXHIBIT A

This exhibit shows the mechanics o f  the pnee calculation and data sources. Exxon's Royalty Value for 
the Prudhoc Bay Unit lessees are taken from its Royalty Report. Royalty Value currently is taken from 
Column H o f these reports. An example calculation using the information for January 1995 and a 
hypothetical RIK volume sold to Tesoro is shown below. Attached arc the Royalty Report Summaries 
for the Prudhoc Bav Unit.

C A L C U L A T I O N  O F  R O Y A L T Y  V A L U E

Lsburr.c Production 
Center 

Prudhoe Bay IPA 
Total

Exxon's Production 
from the Prudhoc 

Bay Unit

1.762.900 13

3.507.215 20 
10.570.115.33

Royalty Value 
from Column H 

o f the Oil 
Royalty Report 

Summary 
SI 1.050

S11.110

Product o f  Volume Tunes 
Royalty Value

S19.480.4C6.44

S97.S48.160.87 
$117,328,207.31

Exxon's Royalty Value = SI 17.323.207,31 -  10.570.115.33 = SI 1.09999

Should .Article 2.1(b) apply, the Royalty Value will be calculated using the Royalty Value and 
production volumes for only the initial Partirpatmg .Areas.

C A LCUT ATIQN.QF. INTEREST

Numbers in these examples arc illustrative. They do not represent accurate values that may have 
existed in the past or are forecasted for any tune m the future.

Mechanics o f  the calculations include:

1. The annual interest rate specified m legislation is convened to a daily rate for 
calculations.

2. Credits arc applied to the next monthly payment. Payment for an underpayment is due 
(a) within 3 business o f the date the bill is sent for Initial Billings and initial adjustment 
or (b) within 30 days o f the tune the bill is sent for subsequent adjustments. Interest on 
overpayments stops accruing on the date o f the invoice.
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Example 1: Initial Billing

Assumptions:

1. Month is February.
2. Royally Oil delivered to Tesoro in January = 1.240,000 barrels
3. Royalty Value for January, from Column H o f Exxon's Oil Royalty Report Summanes

t attached) = SI 1.09999.
4. Bill sent to Tesoro on February 1st; Payment due to State by February 6th (Initial

Billing date pius three business days.

Method for calculating Tesoro s initial invoice for January dclivcnes:

Voiumc x Pace = Initial Billing

1.240.000 x SI 1.09999 = SI 3 ,763,987.60

Note:

The lessees arc required to submit their royalty reports to the State for January's production by the last 
day in February. For this reason the Slate will biil Tesoro for January production based on the 
December Royalty Value. This is an inicrun value and is subject to revision, since the Agreement 
requires that Tesoro pay the Monthly Price for the same production month. The revised pnee is 
incorporated in the invoice submitted the following month (March).



Example 2: Initial Adjustment

1. Month is March.
2. Royalty Oil delivered to Tesoro in January = 1.240,000 barrels.
1  Revised Monthly Price for January = S11.00000.
4. Annuiil interest rate charged member banks for advances by 12th Federal Reserve

District as o f January 1st is three percent. .Annual rate for contract = 11 percent.
5. Date of Initial Adjustment is March 1st.

:thod for calculating Tesoro's revised invoice for January deliveries:

Volume x Pr.ce = Revised Billing

1.240.000 x SI 1.00000 = S13.640.000.00

.mount Paid by Tesoro for January deliveries (calculated in Example I):

SI 3.763.987.60

>umptions:

verpayment for January" (SI23.987.60)

Jference between Initial Adjustment date (M arch 1st) and original accrual date (February' 6th) = -3 
rys.

tcresi due = S123.987.60 x (1 19&/365) x 23 = (S859.42)

redit due Tesoro for next month's billing a  (S124.g47.02)
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Apnl 22. 1995

The I lonorable Dnic Pearce 
President of the Senate 
Alaska State Legislature 
State Capitol 
Juneau. AK 99801-1182

Dear President Pearce:

Under the authority of art. III. sec. 18. o f the Alaska Constitution, 1 am transmitting a bill 
that provides for legislative approval o f a royalty oil contract between the state and Tesoro 
Alaska Petroleum Company for the sale o f Prudhoc Bay Unit royalty oil. Also transmitted 
with this bill arc copies of the resolution o f the Alaska Royalty Oil and Gas Development 
Advisory Board recommending approval o f that contract in accordance with 
AS 38.06.040(a)(3) and 38.06.050(a), and the report required by AS 38.06.070(c).

Hie contract is described in a final finding issued by the commissioner o f the Department of 
Natural Resources on Apnl 21. 1995. A copy o f the commissioner’s final finding and the 
signed contract are attached. Copies o f die commissioner’ s preliminary finding and die draft 
contract previously were sent to die legislature and made available to the public ' j r  review.

A bill approving the contract is being introduced for legislative approval for two reasons 
First, as a matter o f comity, I respect the legislature’ s desire to have a direct voice in major 
disposals o f royalty oil. Therefore, although this and previous Administrations have 
consistently taken the position that die statutory’ requirement o f legislative approval o f 
royalty oil contracts (AS 38.06.055) is unconstitudonal, the contract itself contains 
provisions requiring approval by the legislature before it can take effect.

Second, dus legislation would ratify the royalty oil contract. This ratification would cure 
any procedural defect that might have occurred in the process o f entering into this contract.

I urge your prompt consideration and passage o f this bill.

Sincerely.

Toq^/Knowlcs 
Governor


