t) VA7 ITLHI=1—I-1TCIT T

12024 SENATE RESOURCES



Sale Oil lor any Month to not more than 85 percent of the total Royalty Oil for the Month or not

more than 95 percent of the Royalty Oil for the Month from any single Unit.

2.1.2 Buyer's Elective Reduction of Quantity. Buyer may elect to reduce the
initial Sale Oil quantity by giving Notice. The initial Sale Oil quantity shall remain as stated in
Section 2.1.1 for 12 Months after the Day of First L livery. Notice of a reduction shall be
delivered to the State at least six Months before the effective date of the reduction. The reduced
maximum quantity shall be 137.5 percent of the reduced minimum quantity. For example, il the
reduced minimum quantity is 40.000 barrels per Day. the reduced maximum quantity shall be
55.000 barrels per Day (40.000 times 1.375=55.000.)
Buyer may elect additional reductions to the Sale Oil quantity following a
reduction to the initial Sale Oil quantity. A reduction cannot be effectiv e until at least 12 Months
after the effective date of the most recent reduction in quantity. Notice of an additional reduction
shall be delivered to the State at least six Months before the effective dale ol the additional
reduction. The reduced maximum quantity shall be 137.5 percent of the reduced minimum
quantity.
The minimum Sale Oil quantity shall not be teduccd below 24.000 barrels per
day. except (I) in the case of a temporary quantity reduction in the event of a Force Majeure
under section 2.1.4. (2) in the event that the North Pole relinery is shut down, or (3) durir ‘'he
second five years ol'lhe contract term il the Sale Oil quantity is reduced to zero.
2.1.3 Increase in Quantity Follow inc I lective Reduction, following a reduction
ol Sale Oil quantity undei Section 2.1.2. Buyer may request an increase in the Sale Oil quantify
to tin amount that does not exceed the initial Sale Oil quantity. Ihe increased maximum quantity

must be 137.5 percent of the increased minimum quantity, and the minimum quantity shall not
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be increased to less than 24.000 barrels per day. An increase cannot be effective until at least 12
Months after the effective date of the most recent change in quantity (i.e.. a decrease under

Section 2.1.2 or an increase und pSection 2.1.3). Tiie Commissioner may approve or deny a

request for an increase in Sale Oil quantity.

2.1.4 Temporary Quantity Reduction in Event of Force Maieure.
a Force Majeure. Buyer may temporarily reduce the Sale Oil quantity by an amount equal to the
reduction in Buyer’s requirements that is a direct result >fthe Force Majeure event. Buyer shall
include a notice of temporary reduction in Sale Oil quantity under this Section with each of
Buyer's monthly nominations of Sale Oil made in accordance with Section 2.1.5. Each notice of
temporary reduction shall inc. de documentation of the nature of the event and quantification of
the direct impact of the event on Buyer's Sale Oil requirements for the affected Month of
nomination. Temporary' reductions in Sale Oil quantity under this Section shall be effective to
the extent that the State is able to reduce the volume of Royalty Oil that it actually receives
through the nomination process set out in Section 2.1. Buyer shall accept delivery or the total
volume of Royalty Oil delivered to the State in accordance with the State’s nominations. Buyer
acknowledges that some of the Leases from which the State must nominate Royalty Oil require

six Months notice to the Lessee prior to decreasing the State's nomination of Royalty Oil to be

taken in-kind in any Month.

In the event of

2.1.5 Monthly Nomination, Buyer shall nominate the total monthly Sale Oil

quantity by giving Notice. Except when the additional notice provisions of Section 2.1.6 are
invoked by Lessees, a monthly nomination shall be effective on the lirst Day of the Month
follow mg expiration of a minimum of one hundred Day s after the Notice of Buy er's nomination.

I he State will make commercially reasonable efforts to nominate, in accordance with applicable
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Unit Agreements, percentages of the State's estimated Royalty Oil volume from one or more
Units, at the State's discretion, that will equal the Sale Oil quantity nominated by the Buyer.
Buyer agrees to accept the volume of Royalty Oil delivered in accordance with the Slate's
nomination. See Appendix | for an illustration of the State-, nomination procedure for Sale Oil
nominated from the Prudhoe Bay Unit for July 2004.

2.1.6 Additional Notice Provisions. Buye- acknowledges that if a Lessee
invokes the Force Majeure provisions of its Royalty Settlement Agreement, the State may be
required to give up to 180 Days (i.e.. an additional 90 Days) nonce to the Lessee prior to
decreasing the State's nomination of Royalty Oil to be taken in-kind in any Month. If a Lessee
invokes the Force Majeure terms of its Royalty Settlement Agreement as a result of a reduction
in Buyer's nomination. Buyer's reduced nomination .hall not become effective until the end ol
the additional 90 Day notice period. If a Lessee invokes the Force Majeure terms of its Roy alty
Settlement Agreement and extends the notice period an additional 90 Days, the State agrees to
make commeiciaPy reasonable efforts to reduce its Royalty Oil nominations to other Lessees
that ha\c not invoked Force Majeure in order to limit Buyer's obligation to purchase Sale Oil.

2.1-7  No Guarantee of Quantity. The State shall exercise its rights under the
Leases and Royalty Settlement Agreements to request that Royalty Oil be delivered as Sale Oil.
Fhe State can deliver Sale Oil only to the extent it receives Roy alty Oil from the I essces. Ihe
quantity of Royalty Oil available to the State may vary and may be interrupted from time to time
depending on a variety of factors, including the rate of production from the Leases. The State
disclaims and Buyer waives, any guarantee, representation, or warranty, either express or
implied, that a specific quantity of the total, daily, monthly, average, or aggregate Royalty Oil

will be delivercd as Sale Oil.
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2.1.8  Source of Sale Oil. The Stale will deliver, as Sale 0:l. Royalty Oil
produced from thr Leases and delivered to the Slate as Royalty Oil in-kind. The availability to
the State of Royalty Oil in-kind in any Month may v'iry depending on a \ariety of factors,
including the rate of production from the Leases. The State disclaims and Bnver waives, any
guarantee, representation, or warranty, either express or implied, that Sale Oil delivered and sold
bv the State inany Month is from a certain Lease. Unit, or other area.

2.1.9 State's Warranty of Title. The State warrants that it has good and
marketable title to the Royalty Oil delivered and sold as Sale Qil.

2.2 Quality.
2.2.1 Quality of Sale Qil. The Royalty Oil the State delivers to Buyer as Sale

Oil shall be of the same quality as the Royalty Oil delivered to the Slate at the Point ol Delivery.
The quality of the Royalty Oil delivered to the State may vary from time to time. The State
disclaims, and Buyer waives, any guarantee, representation, or warranty, either expressed or
implied, of merchantability, fitness for use. or suitability for any particular use or purpose, or
otherwise, and of any specific, average, or overall quality or characteristic of * ale Oil. Buyer
specifically waives any claim that any liquid hydrocarbons, including such substances as crude
0il. condensate, natural gas liquids, or return oil from the crude oiltoppingplant, deliveredwith
the Sale Qil. are not Sale Oil lor purposes of this Agreement.

2.3 Price of the Sale Oil. The price per barrel of Sale Oildelivered from eachUnit by

the Stale to the Buyer each Month shall be equal to

ANS Spot Price - $1.55 - lariff Allowance + Quality Bank Adjustment - Line | o0ss.
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"ANS Spct Price" means the monthly average of the daily high and low assessments for
the Month for ANS oil traded at the United States West Coast as reported by Platts Oilgram
Price Report. Telerat' online data reporting service, and Reuters online data reporting service.
The ANS Spot Price calculation will not include days on which prices are not reported, such as
weekends or holidays. If one or two of these publications ceases to report daily assessments for
ANS oil traded at the United States West Coast, the Parties agree to calculate the ANS Spot Price
using the data fom the remaining reporting service or services. Ifeither Buyer or Seller makes a
good faith determination that the ANS Spot Price no longer accurately represents the price for
ANS oil traded at the United States West Coast. Buyer and Seller will attempt in good faith to
arrive at a r o' tally agreeable alternative source to establish, or substitute for. the ANS Spot
Price. If the Buver and Seller arrive at a mutually agreeable alternative source, that source shall
be used to det *t nine the ANS Spot Price beginning the Month follow ing the Month in which the
alternative source was determined. If Buyer and the State are unable to agree on an alternative

source, either may provide written notice of dispute to the other Party, and the dispute shall be

administered in accordance with Section 13.1.

"Tariff Allowance" means the sum of (I) the average, weighted by ownership, of the
Minimum Interstate |.APS [I'arifT (Pump Station No. | to Valdez Marine lerminal) for each
owner ineffect on the Day the Sale (til is tendered by the State to Buyer: and (2) any tariff paid
by Buyer for shipment of Sale Oil upstream of Pump Station No. I. "Minimum Interstate TAPS
Tariff" means the effective TAPS tariff on file with the federal Energy Regulatory Commission
("FERC") for each carrier on a given Day. excluding incentive tariffs. If a tarill which has been
used in the calculation of a Tariff Allowance is changed or subject to a refund order by the

| | RC. the Tariff Allowance will be recalculated using the changed FT RC-ordered tariff, the
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Sale Oil Price will be adjusied according!}, and the resulting refund to the State (or credit to
Buyer) will be made in accordance with Article IIl. If a FERC'-ordered tariff is suspended or
enjoined from implementation, the Tariff Allowance shall not be recalci. ited until the

suspension or injunction is lifted and the FERC order is implemented and goes into effect.

The "Quality Bank Adjustment" is a per-barrel amount, positive or negative, that
accounts for the difference in quality between the oil produced from the units on the North Slope
and the co-mingled ANS TAPS stream downstream of the PSVR connection. The Quality Bank
Adjustment for a Unit's stream will be calculated each Month as the difference between the
stream value for the PSVR Reference Stream and the stream value for each Unit. The stream
value and PSVR Reference Stream are reported by the TAPS quality bank administrator. If the
stream \alue o. lie PSVR Reference Stream is recalculated by the Quality Bank administrator,
the Quality Bank Adjustment shall be recalculated and the Price shall be adjusted as follows: (1)
a recalculation of a Quality Bank Adjustment that is not the direct result ofan order issued by the
FERC shall apply to Sale Oil that has been delivered to Buyer from and alter the effective date of
the adjustment, but any retroactive application ol the adjustment shall be limited to Sale Oil that
has been delivered to Buyer in the six calendar Months immediately prior to the Month of
invoice of the recalculation, and the Price shall be adjusted in accordance with Article Il and
(2) arecalculation of a Quality Bank Adjustment that is the direct result of an order issued by the
FERC. including but not limited to any and all orders issued in Docket No. OR89-2-016 et al.
shall apply to all Sale oil deliveries that occur within the lime frames affected by the FERC
order(s). and any resulting liability for retroactive adjustments shall be payable by the State or
Buyer in equal monthly installments over the same number of Months as .lie number of Months

of Sale Oil deliveries to which the recalculation of the Quality Bank Adjustment applied. The
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payments (or credit) of retroactive adjustments shall begin in the Month following the Month in
which the Quality Bank administrator issues an invoice that implements a retroactive adjustment
required by the FERC and shall be subject to the billing and payment (or credit) provisions of
Article I1l. 1f monthly payments are owed at termination, the amount owed (i.e.. the monthly
payment times the number of months remaining for payments to be made) shall be paid as an
adjustment under Article 1l as follows: (a) the first $1 million of the amount owed shall be paid
in full: and (b) the remainder of the amount owed, if any. shall be discounted to its net present
value and the discounted amount shall be paid in full. The discount rate used in this calculation
shall be the Bank ol America prime rate plus 2 perc. ntage points and the term for discount shall
be the number of months of payments remaining at termination. An adjustment under subsection

(2) of this paragraph will not be implemented until the relevant FERC order is final and not

subject to further appeal.

"Line Loss" is a per barrel amount equal to (.0009) x (ANS Spot Price - SI1.55 - Tariff

Allowance + Quality Bank Adjustment).

Appendix 2 is an illustrative example of the calculation of the Price of Sale Oil. If there
is a conflict between Appendix 2 and Section 2.3. Section 2.3 shall control. The $1.55
component used in calculation ol the Price shall be adjusted one time for Sale Oil deliveries on
and af'-T April 1. 2009. according to the terms of Appendix 5.

2.-1 Delivery of Sale Oil.

2.4.1 Djv of First Delivery. The Stale will make first delivery of the Sale Oil to

Buyer at the Point of Delivery on the first Day of the Month following the Month of Closing

("Day of First Delivery*'). "Closing" means the transfer from Williams t >Buyer of legal title to
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all of Williams' Alaska Properties. All nominations made by Williams prior to Closing that
pro\ ide for the deliveries of Royalty Oil by the State on and alter the Day of First Delivery shall

be deemed to be nominations by Buyer under this Agreement and shall be subject to all terms of

this Agreement, including Price.

2.4.2 Later Deliveries. After the firs' delivery, the Stale shall tender the Sale
Oil to Buyer at the Point of Delivery immediately upon the receipt of the Royalty Oil from the
Lessees at the Point of Delivery .

2.5 Passage of Title and Risk of Loss. Title to. and risk of loss of. the Sale Qil shall
pass from the State to Buyer for all purposes when the Stale tenders delivery of the Sale Oil to
Buyer at the Point of Delivery. Buy *rshall bear all risk and responsibility for the Sale Oil after
passage of Lt'e.

2.6 Indemnification After Passage of Title. Buyer shall indemnify and hold the State
harmless from and against anv and all claims, costs, damages (including reasonably foreseeable
consequential damages), expenses, or causes of action arising from or related to any transaction
or event in an\ wav related to the Sale Oil after title has passed to Buyer. If Buyer suffers
damages or losses caused by third parties and related to die Sale Oil. the State agrees to
cooperate with the Buyer to permit Buyer to attempt to recover such damages or losses. Ik
Stale will, on request, assign the Stale's claims to Buyer and cooperate in Buyer's pursuit of State
assigned claims.

2.7 Transportation Arrangements. Buyer shall make all arrangements for
transportation of the Sale Oil from the Point of Delivery, to. through and away from the LAPS,
and all pipelines upstream from Pump Station No. L and shall be responsible for meeting any

lincll 1 and storage tank bottom requirements related to transportation of the Sale Oil after
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passage of title, except that the Stale shall be responsible for meeting any linefill requirements
for pipelines upstream of Pump Station No. I. If Buyer provides the necessary data, the State
shall meet its linefill requirements by passing title to Sale Oil to Buyer at the Point of Delivery
but not invoicing Buyer for the portion of Sale Oil required for linefill until that portitu. ol Sale
Oil has been delivered to Buyer at Pump Station No. I. For purposes of invoicing. Buyer and
State agree that the linefill upstream of Pump Station | that has not been invoiced will be
deemed to be the last barrels injected at the Point of Delivery. On the State's request. Buyer
shall provide the State with evidence of the arrangements for transportation of the Sale Oil from
the Point of Delivery, through and away from TAPS, and all pipelines upstream from Pump
Station No. I. and evidence of arrangements for resale, exchange, or other disposal of the Sale
Oil. Buyer's failure to provide information, evidence, or assurances requested by the Sta'e shall,
at the Stale's election and after Notice to Buyer, constitute a material default under this

Agreement.

ARTICLE 1
INVOICING AM) PAYMENT

3.1 Invoices. On or before the twentieth ealenda: Day of each Month alter the iirst
Month of delivery of Sale Qil. the State shall send to Buyer via facsimile a statement of account
with an invoice for the total amount due lor the estimated quantity of Sale Oil deliver d to Buyer
during the immediately preceding Month and the estimated Price applicable to those deliveries.
The State will base its estimates on the best information reasonably available to the State. [Ihe
State shall adjust invoices as prov iled in Section 3.3.

3.2 Pav ment ol Invoices. Buver shall pav the total amount of each invoice, in full, on
or before ih later of (I) the third Business Day alter the date of the statement of account in

which the invoice is included: or (2) the twentieth calendar Dav of the Month. Anv amount that
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Buyer does not pay in full on or before the payment due date calculated in accordance with this
section shall accrue interest as provided in Section 3.5. and become subject to the late payment
provisions of Section 3.7. and any other remedies available to the State under this Agreement
and at law.

3.3 Adjustments. Buyer acknowledges that any time after an invoice is sent, the State
may receive more accurate information concerning the ANS Spot Pnce. actual quantity of Sale
Oil delivered to Buyer, the proper calculation of Tariff Allowance, and Quality Bank
Adjustments that affect the Price of the Sale Oil. Buyer agrees that any time such information
becomes available to the State, the State shall make adjustments and invoice or credit Buyer the
amount of the adjustment in accordance with the process and retroactivity limits described in
Section 2.3. The Stale shall invoice or credit Buyer in a statement of account for the adjustments
as promptly as reasonably possible. All adjustments shall be paid within 30 Days of the end ol
the term.

3.4 Payment of Adjustments. The Buyer shall pay the total amount of each
adjustment invoice in full, on or before the later off I) the third Business Day after the date of the
statement of account that includes the adjustment invoice: or (2) the twentieth calendar Day of
the Month. If an adjustment is due to Buyer for an overpayment, the State shall credit to Buyer
the amount of the overpayment on the following Month's invoice or. if no following Month
invoice is provided, the State shall refund to Buyer the amount of the overpayment by the
twentieth calendar Day of the following Month. A.iy amount the Buyer does not pay in full
when due shall bear interest at the rate provided in Section 3.5 and become subject to the late

payment provisions of Section 3.7. and any other remedies available to the Stale under this

Agreement and at law.
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3.5 Interest. All amounts under this Agreement that Buyer does not pay in lull when
due. or thatthe State does not credit Buyer or pay in full when due. shall bear interest from the
date payment is due. calculated in accordance with Section 3.4. at the rate provided by Alaska
Statute 38.05.135(d) or as that statutory provision may later be amended.

3.6 Adjustments After Termination. Buyer and State agree that the State shall
continue to make adjustments after termination of this Agreement, and agre™™ tiiat the provisions
of Articles I11. VI. VII. and IX shall survive termination of this Agreement for any reason. If
following termination of this Agreement an adjustment is determined to be due to Buyer for
overpayment iri an amount that exceeds the amount of all sums remaining due from Buyer to the
State, the State shall credit the overpayment against any sums due from Buyer to the State, and
shall refund to Buyer the remaining amount of the adjustment. Any adjustments made alter
termination must be paid within thirty Days *f:er the date of the invoice.

3.7 Late Payment Penalty. In addition to all other remedies available to the State, il
Buyer failsto make timely payment in full of any amount due. including adjustments. Buyer
shall pay the State as a late payment penalty an amount equal to live percent of the total amount
not timely paid, in addition to the amount not timely paid, flic Commissioner shall waive
imposition of the late payment penally if the Buyer provides evidence that the failure to make
timely payment was not willful and was not due to one mistake in a chronic pattern of mistakes.
Appendix 3 contains an illustrative example of interest and late payment penalties.

3.8 Disputed Payments. |If a dispute arises concerning the amount of an invoice.
Buver agrees to pay in full all amounts not in dispute, and to explain m writing with particularity

the basis for and calculation of any disputed amounts withheld.
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3.9 Confidential Informalion. The State and Buyer agree that the State may invoice
Buyer for. and Buyer agrees to pay. amounts that are based upon confidential information held or
received by the State. If confidential information is used as the basis for an invoice, upon receipt
of a written request from Buyer, the State shall furnish to Buyer a certified statement of the
Commissioner to the effect that, based upon the best information available to the State, the
invoiced amounts are correct. At the request and expense of Buyer, the Commissioner's certified
statement will be based on an audit by an independent third part}.

3.10  Manner of Payment. Except as provided in Section 3.8. Buyer shall pay all
invoices in full within the times specified and without any deduction, set off. or withholding.
Buyer shall pay all invoices by either Automated Clearinghouse or bv federal Reserve Wire
Transfer (immediate funds available) procedure to the following State account and address:

State Street Bank & Trust Company

Boston. Massachusetts

ABA #011000028

For Credit to the State of Alaska

General Investment Fund - AYOI

Account No. 00657189 (Federal Reserve Wire Transfer)

Account No. 00653220-10000 (Automated Clearinghouse)
Buver mav pav ar invoice in such other manner or to such other address the State has specified
in an invoice or bv written notice. All other pavments due shall be paid in the same manner and
according to the same time schedule prov ided in this Article. Il payment falls due on a Saturday,

Sunday. or federal bank holiday, payment shall be made on the next Business Day.

ARTICLE IV
IN STATE PROCESSING

-1 In-Stale I'rocessine. Buyer shall use all commercially reasonable efforts to insure

that Sale Oil will be processed at its Alaska refinery or be exchanged for other crude oil that will
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be processed at its Alaska relinery. "Process" means the manufacture of refined petroleum

products.

ARTICLE V
BUYER'S SPECIAL COMMITMENTS

5.1 Buyer agrees to comply with and perform the list of “Special Commitments

contained in Appendix 4 to this agreement.

ARTICLE VI
BUYER'S AND GUARANTOR'S REPRESENTATIONS AM) OBLIGATIONS

6.1  Good Standing and Due Authorization of Buvcr. Buyer warrants that il is. and
shall remain at all times during the term of this Agreement: (I) qualified to do business in
Alaska: and (2) in good standing with the State. Buyer warrants that it has all company power
and authority necessary, and has performed all company action required, to enter into and tullill
its obligations under this Agreement.

6.2 Good Standing and Due Authorization of Guarantor. Guarantor warrants that it
is. and shall remain at all times during the term of this Agreement: (I)qualified to do business in
Alaska: and (2) in good standing with the State. Buyer warrants that it has all company power
and authority necessary, and has performed all company action required, to enter into and fulfill
its obligations under this Agreement.

6.3 financial Information. As soon as practicable after the execution (' this
Agreement, and annually as soon as practicable alter March 31 but no later than June 30.
Guarantor shall cause a financial analyst (the "I inancial Analyst”) to submit an opinion to the
Commissioner in the form of a letter (the "Opinion Letter") about Guarantor's curren. and
expected future credit rating by Standard and Poor's and Moody 's. The I inancial Analyst shall

be qualified to render an opinion as to the creditworthiness of the Guarantor and .-hall be in the
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business of understanding complex financial matters and financial statements to the extent
required to render such opinion. Buyer shall have the right to designate the Financial Analyst,
subject to approval by the State. The Financial Analyst shall be a contractor to Guarantor, and
Guarantor shall be responsible for entering into any necessary' contractual arrangements with the
Financial Analyst and paying the fees and expenses of the Financial Analyst.

The contract between r uarantor and the Financial Analyst and each Opinion Letter must

recite that the Financial Analyst (1)has been provided a copy of this Agreement. (2) understands

M, tnificance of the Opinion Letter in the administration of this Agreement. (3) understands
that the Slate will rely on the Opinion Letter, and (4) unde-stands that the Opinion Letter is for
the benefit of the State. The contract between Guarantor and the Financial Analyst shall be
subject to approval by the “tate. and the Stale shall be given a copy' ol the contract and all
amendments to it.

The Opinion Letter shall (i) identify all documents reviewed in forming the opinion, (ii)
identify people interviewed in forming the opinion and discuss the nature of the interview, (iii)
state the current long term (and short term, if available) credit ratings of Guarantor by Standard
and Poor's and Moody‘s and (i\)express an opinion whether those ratings are reasonably likely
to fall to or below BBB-r (Standard and Poor's) and Baal (Moody s) at any time during the
following twelve Months. Guarantor shall cause the Financial Analyst to review evidence of the
most current ratings by Standard and Poor's and Moody s ol Guarantor s long and short term
debt, all bank presentations provided to Guarantor's lenders, all reports on Guarantor prepared
bv Standard and Poor's or Moody's, any assessment (il available to the Guarantor) ol
Guarantor s financial condition conducted on behall ol the Port Commission ol the Port of

Corpus Christi Authority, concerning the Port of Corpus Chrisli Authority ol Nueces County.
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Texas Solid Waste Disposal Revenue Bonds, all documents filed by Guarantor with the
Securities and Exchange Commission, if any. any other documents reasonably necessary to
deliver the Opinion Letter, and a complete set of year-to-year comparative, independently
audited financial statements, including footnotes, prepared in accordance with generally accepted
accounting principles.

Guarantor's contract with the Financial Analyst may require the Financial Analyst to
prote'-t the confidentiality' of the information supplied to it under Section 6.3. The State may
review the information supplied to the Financial Analyst under Section 6.3 by executing a
confidentiality agreement with Guarantor but will not take any action that will make the
information part of the State's public records.

6.4 Financial Condition. Guarantor warrants (I) that all financial information
submitted to the Financial Analyst or reviewed by the State under Section 6.3 is complete and
accurate at the time of preparation, and fairly represents Guarantor's financial condition at the
time of submission: and (2) that there has been no material change in Guarantor's financial
condition, business operations, or properties since the financial information was prepared.
Guarantor warrants that the financial statements were prepared in accordance with generally
accepted accounting principles. Guarantor and Buyer shall immediately inform the State of any
material change in Guarantor's ownership or ownership of Buyer, ownership ol parent
companies, or financial condition, business operations, agreements, or property that is likely to
affect their ability to perform their obligations under this Agreement.

6.5  Absolute Obligations. Buyer's and Guarantor's obligations to pay amounts due.
provide assurances of performance in accordance with Article VII. accept, and dispose ol and

pay for Sale Oil. are absolute. These obligations shall not be excused or discharged by the
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operation of any disability of Buyer or Guarantor, event of Force Majeure. impracticability of
performance, change in conditions, or other reason or cause.

6.6 Guaranty. Buyer was formed to purchase the refiner) at North Pole. Alaska now
owned by Williams Alaska Petroleum. Inc. Buyer is an indirect, wholly-owned subsidiary of
Guarantor. Buver does not have any operating history', does not have public financial statements,
and does not have debt rated b> Moody's or Standard and Poor's. The Stale is not willing to
make this Agreement based solely on the credit worthiness of Buyer. Guarantor therefore agrees
that il guarantees performance of all of Buyer's obligations under this Agreement as il Guarai. r
were the Buyer and legally indistinguishable from Buyer. The Slate may require Guarantor at

any time to satisfy any unsatisfied obligation of Buyer.

ARTICLE VII
ASSI KANCE OF PERFORMANCE

7.1 Credit Review. If Guarantor fails to timely submit its financial statements and
other documents and information required under Article VI such that the Financial Analyst is
unable to timely submit the Opinion Letter; or if. in the opinion ol the Financial Analyst.
Guarantor's credit ratings have fallen to or below, or are reasonably likely in the twelve Months
follow ing the Opinion Letter, to fall to or below (a) "BBB-" (Standard and Poor s "Long term
issuer"), or (b) “Baal" (Moody's Investor Services “Issuer Ratings/Long Term Obligation
Ratings"); or Guarantor is not rated by Standard and Poor's and Moody's. Guarantor shall
immediately deliver to t' ¢ State a one year irrevocable stand-by letter of credit (the "Letter")
meeting the requirements of Sections 7.2 through 7.5.

Guarantor shall annually renew and continuously maintain the Letter in el feci until such
time as. in the opinion of the Financial Analyst. Guarantor's credit rating is no longer reasonably

likely to fall to or remain below (a) "BBB+" (Standard and Poor's "Long term issuer"): or (b)
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“Baal" (Moody's Investor Services "Issuer Ratings/Long Term Obligation Ratings") at any time
during the twelve Months following the Opinion Letter.

7.2 Letter of Credit. In the event that Guarantor is required to deliver a letter of credit
to the State in accordance with Section 7.1. the Letter shall be in a form satisfactory to the
Commissioner and shall be in effect no later than five Business Days after the effective date of
Notice from the State to the Guarantor (“Letter Effective Dale"). The State’s Notice shall
include a description of the circumstances that trigger the Letter requirement in accordance with
Section 7.1. The Letter shall be issued for the benefit of the Sta" by a state or national banking
institution of the United States that is insured by the Federal Deposit Insurance Corporation and
has an aggregate capital and surplus amount of not less than One Hundred Million Dollars
($100,000,000) ("Issuer"), or other banking institution approved by the Commissioner, such
approval not to be unreasonably withheld. The principal face amount of the Letter shall be an
amount reasonably estimated by the Commissioner to be equal to the Price of all Sale Oil to be
delivered by the State to Buyer during the 00 Days immediately following the Letter Effective
Date. The Letter shall not require the State to submit any documentation in support of drafts
drawn against it other than a certified statement b> the Commissioner and the State's Attorney
General that Guarantor is liable to the Slate for an amount of money equal to the amount of the
draft, that the amount of money is due and payable in full, and it has not been timely paid.

7.3 Performance Assurance After fermination. Il in accordance with the terms of
Section 7.1. a Letter is in effect immediately prior to Termination of the Agreement, the
Commissioner may require that, after fermination. the | etter be maintained in an amount
estimated by the Commissioner to be equal to the value of all adjustments which may he made

under Article I1l. As an alternative to maintaining a | etter after Icrminalion. the Guarantor may
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establish and maintain an interest-bearing escrow account in the same amount and including the
same payment terms as the Letter requirements of Section 7.2. on commercial terms acceptable
to the Commissioner.

7.4 Other Performance Assurance. The Commissioner may allow Guarantor to
provide security other than the Letter if the Commissioner determines other security is adequate
to protect the State's interest.

7.5 Correction of Defects in Letter. Guarantor shall have five Business Days to
correct anv defect in the Letter beginning on the Business Day Guarantor first learns of the
defect whether through Notice from the State or otherwise. A defect is any failure to comply

with the terms and conditions of Article VII.

ARTICLE VIII
MEASUREMENTS

8.1 Measurements. The quantity and quality of Sale Oil the State delivers under this
Agreement shall be determined by measurement at the Point of Delivery. Procedures used for
metering and measuring the Sale Oil shall be in accordance with the procedures in effect at the

Point of Delivery .

ARTICLE IX
EFFECTIVE DATE AM) TERM

9.1 | flective Date. Phis Agreement shall be effective when it is signed by all parties

("'Effective Date'

9.2 Initial lerm. [lie Initial lerm of this Agreement shall begin on the Day of Iirst
Delivery and terminate at the end of the last Day of the 12th Month after the Day ol | irst

Delivers. including the Month in which the Day of first Delivery occurs.
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9.3 Extension of Term. Under Alaska Statute 38.06.055. this Agreement is limited to
a term of no longer than one year unless a longer lerm is approved by the Alaska legislature.
The Commissioner shall have legislation to approve the extension of the term of this Agreement
for an additional nine years following the last Day of the Initial Term prepared for introduction
to the 23rd Legislature in 2004. The Commissioner and Buyer agree to use their best efforts to
support the passage of the legislation.

9.4  Termination Prior to Legislative Approval. Buyer. Guarantor, or the State may
terminate this Agreement, with no further obligation or liability to each other, if Enactment has
not occurred on or before March 17. 2004. Notice of termination shali be in writing, and shall be
effective if delivered to the other Party in accordance with Section 16.1 before Enactment.
"Enactment" means the Governor's signing of a bill passed by he 23rd Legislature that approves
the extension of the temi of this Agreement for an additional nine years following the lact Day of
the Initial Term.

9.5 Closinc on Williams' Alaska Properties. Buyer. Guarantor, or the State may
terminate this Agreement, with no further obligation or liabilily to each other, if Closing has not
been completed before April 1. 2004. Notice of termination shall be in writing, and shall be
effective if delivered to the other Part} in accordance with Section 16.1 before Closing.

9.6  Continuation of Obligations. Except as provided in Sections 9.4 and 9.5.
termination of this Agreement shall not relieve either Part} from an} expense, liabilit}. or other
obligation or anv retried} that has accrued or attached prior to the date of termination. 1or Sale
Oil actually delivered under this Agreement, termination of this Agreement shall not relieve

Buver of its obligation to pav all production Month invoices, initial adjustments, subsequent
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adjustments, and interest, and. where applicable, penalties, costs, attorney fees, and any other

charges related to the Sale Oil actually delivered.

ARTICLE X
DEFAULT OR TERMINATION

10.1  Default.

10.1.1 Events of Default. The Commissioner may suspend or terminate the

State's obligations to tender, deliver and sell Sale Oil to Buyer, and may exercise any one or

more of the rights and remedies pro\ ided in this Agreement, or at law. if any one or more of the

following events of default occur:
(1) Buyer or Guarantor fails to pay in full any sum of money owed

under this Agreement within live Business Days after the Slate gives Buyer Notice that payment

is past due:

(i) Within fi\e Business Davs alter Notice from the State. Buyer or
Guarantor fails to provide written assurances satisfactory to the State of Buyer s or Guarantor s
intention to perform its obligations under this Agreement and evidence or assurances of

transportation arrangements under Section 2.7:

(ili) ~ There is a material change in Buyer' or Guarantor's financial
condition, business operations, agreements, or property or ownership that is likely to affect
Buver's or Guarantor's ability to perform its obligations under this Agreement, and within live
Business Days after Notice from the Slate. Buver or Guarantor is unable or unwilling to provide

a Letter meeting the requirements of Sections 7.1 and 7.2;

<i\)  Buyer or Guarantor lads to perform anv ol its obligations under
this Agreement, and cannot cure the non-performance or the non-performance continues lor

more than 30 Davs alter the State has given Notice to Buver or Guarantor ol its non-

performance:

(vt  Anv representation or warrant) made bv Buver or Guarantor in this
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Agreement is found to have been materially false or incorrect when made; or

(vi)  Guarantor fails, or is unable for any reason (deluding reasons
beyond Guarantor's control), to maintain the Letter required under Article VII. regardless of
Guarantor's willingness or ability to perform any other obligations under this Agreement.

10.1.2 Default bv Inability to Pav. Buyer or Guarantor shall immediately provide
the State with Notice if Buyer or Guarantor is unable to pay any of its debts when due. makes an
arrangement for the benefit of creditors, flies a bankruptcy petition, or is otherwise insolvent.
Upon Notice from Buyer or Guarantor, or if the State independently determines that Buyer or
Guarantor is unable to pay any of its debts when due or is otherwise insolvent, die Slate's
obligations to deliver and sell Sale Oil to Buyer shall automatically and immediately terminate
without any requirement of Notice to Buyer or Guarantor or other action by the State. Within 30
Days after termination under this Article 10.1.2. the Stale shall have the right, upon consent of

Buyer or Guarantor, to reinstate all of the State's. Buyer's and Guarantor's obligations under this

Agreement retroacti\e to the date of termination.

10.2 State's Remedies. If Buyer or Guarantor defaults under this Agreement, in

addition to all other remedies available to the State under this Agreement or at law. the follow ing

remedies shall be available to the State:

10.2.1 Buyer's and Guarantor'?* Ohliuations Become Due. All monetary
obligations Buyer or Guarantor has accrued under this Agreement. c\en il not yet due and

payable, shall immediately be due and payable in full.

10.2.2 Stale Mav Dispose of Sale Oil. The Stale may dispose of some or all of
the Sale Oil to third parties. If the State exercises this remedy, regardless whether this
Agreeme.'i is terminated. Buyer and Guarantor shall be and shall remain liable to the State lor
the amount of the difference between the Price for the Sale Oil under Article Il and the actual

price the State receives from disposition of the S;de Oil to third panics.
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10.2.3 Indemnification for Loss. Buyer and Guarantor shall hold the State
harmless and indemnify it against all its liability, damages, expenses, attorney s fees and costs,
and losses directly arising out of Buyer's or Guarantor's default, termination of the State s
obligations, and disposal of the Sale Oil to third parties. Additionally, if Buyer or Guarantor
defaults in the payment of any monetary amounts due to the State for Sale Oil tendered o:
delivered under this Agreement. Buyer or Guarantor shall pay the Slate 100 percent of
reasonable actual costs and attorney fees incurred by the State in pursuing payment of the
monetary amounts due. regardless of whether litigation is commenced and regardless of whether

legal sen ices are provided by the Attorney General's office or private counsel.

10.2.4 Other Riehtsand Remedies. The Stale shall have the right cumulatively to
exercise all  rights and remedies providedin this Agreement and by lays, and obtain all other
reliefavailable under layv or at equity, including mandatory injunction and specific performance.

10.3 Limitation of Buyer's and Guarantor's Remedies. If Buyer or Guarantor breaches
or defaults in any of its obligations under this Agreement. Buyer oi Guarantor shall not obtain a

temporary restraining order or preliminary injunction preventing the State from disposing of the

Sale Oil inaccordance yyilh Section 10.2.2.

10.4 Article Survives Termination. This Article survives termination of the

Agreement.

ARTICLE XI
DISPOSITION OF OIL UPON DEFAULT OR TERMINATION

1.l Disposition of Oil Upon Default or Termination. Buyer and Guarantor
acknowledge that the Slate may be required to provide six Months notice to the Lessees before
the State may decrease its in-kind nomination of Royalty Oil in any Month. Ihe Commissioner
may request a waiver of any notice provision, condition, or requirement ol a Lease. Unit
Agreement. Royalty Settlement Agreement or other agreement. |If this Agreement terminates for

Jefault or any other reason after Buyer has nominated or is deemed to have nominated Sale Oil.
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Buyer shall continue to accept and pay for Sale Oil through the first Day of the Month following
expiration of a minimum of 100 Days after the dale of termination, if the Commissioner so
requires. Under no circumstances will Buyer be deemed to have nominated Sale Oil if Closing
does not occur. If. however, the additional notice provisions of Article 2.1.6 are invoked. Buyer
shall continue to accept and pay for Sale Oil until the expiration of six Months and ten Days after
the Dale of default or notice of termination.

11,2 Security for Disposal of Sale Oil. To secure the Buyer's obligations to purchase
and dispose of Sale Oil. upon the Commissioner's request, if Buyer refuses to accept or receive
Sale Oil under this Agreement. Buyer shall assign or otherwise transfer to the Slate, or its
designee. Buyer's right to transport the Sale Oil through and away from the TAPS, and all
pipelines upstream from Pump Station No. I. whether such rights are under nominations, leases.
contracts, tariffs, charter parties, or other agreements. The State shall not incur liability or
obligations unless the State actually exercises its rights under this Section.

ARTICLE XII
NONWAIVER

121 Nonwaiver. The failure of a Party to insist upon strict or a certain performance,
or acceptance b* a Party of a certain performance or course of performance under this
Agreement shall not: (1) constitute a waiver or estoppel of the right to require certain
performance or claim breach by similar performance in the future: (2) affect the right of another
Party to enforce any oro\ ision; or (3) alTec* the validity of any part of this Agreement.

ARTICLE XIII
DISPUTE RESOLUTION

13.1  Dispute Resolution. Any disagreement or dispute about the meaning or

application of a word. term, condition, right, or obligation in this Agreement shall be decided
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according to the dispute resolution procedure set forth in this Article. The procedure set forth in
this Article shall be initiated by a Party by providing written Notice of the disagreement or
dispute to the other Parties. No later than sixty Days after a Party provides written Notice, the
Parties shall each present any arguments and evidence supporting its view of the disputed term,
condition, right, or obligation in writing to the Commissioner for consideration. The State.
Buyer and Guarantor shall not have the right to civil litigation-type discovery' or a ci\ il litigation-
type trial with the right to call or cross-examine witnesses unless granted by the Commissioner,
after request. Within thirty Days after the Parlies submit their arguments and evidence, the
Commissioner shall issue a finding interpreting the meaning or application of the disputed word,
term, condition, right, or obligation and shall set forth the basis for the conclusions. The Parties
auree to accept findings of the Commissioner under this Article that are supported by substantial

e\ idence in light of the w hole record.

ARTICLE XIV
SEVERABILITY

14.1 Severability. If a court decrees any provision of this Agreement to be invalid, all
other provisions of this Agreement shall remain valid. If. however, invalidation ol a provision
impairs a material right or remedy under this Agreement, the Parties will negotiate in good lailh
to inaimain the original intent and benefits ol this Agreement. Il the Parties cannot restore the

original intent and benefits of this Agreement, then either Party may terminate this Agreement by

giving Notice.
ARTICLE XV
IFOPCF. MA.IEI RI
15.1 | fleet of force Majeure. Lxcopl for Buyer's and Guarantor's obligations to pay

amounts due. provide assurance of performance in accordance with Article \ I. and to accept.

«K>
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dispose of. and pa' for Sale Oil. no Party shall he liable for failure to perform if performance is
substantially prevented by Force Majeure after commercially reasonable efforts to perform.

15.2  Force Majeure. The term "Force Majeure” means an event or condition not
within the reasonable control of the Party claiming "Force Majeure." Force Majeure Events

include, but are not limited to. the follow ing events:

I act of God. fire, lightning, landslide, earthquake, storm, hurricane,
hurricane warning, flood, high water, washout, explosion, well blowout, failure of plant, pipe or
equipment, or:

i, strike, lockout, or other industrial disturbance, act of the public enemy,
war. military operation, blockade, insurrection, riot, epidemic, arrest or restraint by government
of people. terroii.,t act. civil disturbance, or national emergency;

ii.  act. order, or requisition of any governmental agency or acting
governmental authority or any governmental proration, regulation, or priority.

15.3  Notice and Remedy of Force Majeure. If a Party believes that Force Majeure lias
occurred, the Party shall immediately notify the other Parties of its claim of Force Majeure.
Except Ibr Buver"s and Guarantor's absolute obligations to pay amounts due. provide assurances
of performance in accordance with Article VII. and accept, dispose of and pay for Sale Oil. the
disabled Party's obligations to perform that are affected by the Force Majeure shall be suspended
from the Notice Effective Date until the disability caused b> the Force Majeure should have been
remedied with reasonable diligence. If Buyer or Guarantor is prevented by Force Majeure Irom

performing any material obligation for ISO successive Days or more, the Commissioner may

terminate this Agreement on sixtv Davs Notice.
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ARTICLE XVI
NOT ICE

16.1 Method. All notices, consents, requests, demands instructions, approvals, and

other communications permitted or required ("Notice") shall be made in writing and delivered by
any two of the following methods: (a) personally delivered, (b) delivered and confirmed by
facsimile transmission, (c) delivered by Federal Express. DHL. or other reputable overnight
courier delivery service, (d) e-mail, or (e) deposited in the United States mail, first class, postage
prepaid, certified or registered, return receipt requested, addressed as follows:

State of Alaska

Commissioner of Natural Resources

400 Willoughby Avenue

Juneau. Alaska 49801

Facsimile Number: (907) 465-3886
g-mail: commissioner™dnr.state.ak.us

and
Director. Division of Oil and Gas
550 West 7th Street. Suite 800
Anchorage, Alaska 99501-3510
Facsimile Number: (907) 269-8938
e-mail: director dogw dnr.state.ak.us
the Buver:

Flint Hills Resources Alaska. i.LC
4111 E. 37" St. N.

Wichita. KS 67220

Facsimile Number: (316) 828-8245
Attention: President

e-mail: alien.lasaterYv fltr.com

the Guarantor:
[ lint Hills Resources. | | C

41 11 E. 37,hSt. N.

Wichita. KS 67220

Facsimile Number: (316) 828-824:>
Attention: President

e-mail: da\ id.roberlson ct [hr.com
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of to any other place within the United States of America designated in writing b> the State.
Buyer or Guarantor.

16.2  Notice Effective Date. Notice given by personal deliver), overnight courier, or
mail shall be effective on the date of actual receipt at the appropriate address. Notice given by
facsimile or e-mail shall be effective on the date of actual receipt if received during recipient's
nomnl business hours, or at the beginning of the next business Day after receipt if received after
recipient's normal business hours. The Notice Effective Date is the effective date of the first of
the two Notices received.

16.3  Chanue of Address. A Party may notif\ the other Parties of changes in its address
by giving Notice.

ARTICLE XVII
RULES AND REGULATIONS

17.1  ljules and Regulations. This Agreement is subject to j Il applicable laws of the

Slate of Alaska, and orders, rules and regulations of the United States, the Stale of Alaska, and

any duly constituted agency of the State of Alaska.

ARTICLE XVIII
SOVEREIGN ROWER OF HIE STATE

18.1  Sovereign Power of the Slate. This Agreement shall not be interpreted to limit in
an\ wav the State's ability to exercise any sovereign or regulator) powers, whether conferred bv
constitution, statute or regulation, The State's exercise of anv sovereign or regulator) power

shall not be deemed to enlarge any of Buver's or Guarantor's rights, or limit any of Buver's or

Guarantor's obligations or liabilities under this Agreement.
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ARTICLE XIX
APPLICABLE LAW

19.1  Governin'-! Law. This Agreement, and all matters arising from or related to this
Agreement, shall be governed, construed and determined by the laws of the Stale of Alaska.

19.2  Jurisdiction. After exhaustion of the dispute resolution provisions in Article XII1.
any legal action or proceeding arising out of or related to this Agreement shall be brought in a
State court, and Buyer and Guarantor irrevocably submit to the jurisdiction of the State court in

any action or proceeding.

ARTICLE XX
WARRANTIES

20.1 Warranties. The purchase and sale of Royalty Oil under this Agreement are
subject only to the warranties the Slate has expressly set forth in this Agreement. The State
disclaims and Buyer and Guarantor waive all other warranties, express or implied in law.

ARTICLE XXI
AMENDMENT

21.1 Amendment. This Agreement may be supplemented, amended, or modified only

b\ written instrument duly executed by the Parties, and. where required, only on approval under

Alaska Statute 38.06.055.

ARTICLE XXII
SI CCESSORS AND ASSIGNS

22.1  Assignments and Other Transfers. Buyer may freely assign its rights and

"Affiliate” shall mean an entity that is directly or indirectly controlled by Guarantor or

Guarantor s permitted assigns, or is directly or indirectly controlled by an entity that directly or
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indirectly controls Guarantor or Guarantor's permitted assigns, where control means the right to
vote more than fifty percent of the voting interest in the entity.

Buyer and Guarantor may. without consent of the State, collectively assign their rights
and obligations under this Agreement to a Person that acquires all or substantially all of the
Alaska refining assets of Buyer and Guarantor (the "Assignee"). provided that at least 45 Days
before the effective date of the assignment the Assignee provides to the Stale (a) all of the
financial information and warranties Guarantor is required to provide under Article VI and (b) a
copy of the form of the assignment, including Assignee s obligation to assume and discharge all
of Buyer's and Guarantor's obligations under this Agreement. If. based on the financial
information supplied under Article VI. Assignee is required to supply a Letter under Article VII.
the Letter in the form and amount required by Article VII must be provided to the State at least
30 Days before the effective date of the assignment. No assignment can be made to an Assignee
with long lerm credit ratings of less than BBB- (Standard and Poor's) or Baa3 (Moody s). From
and after the effective date of the Assignment. Buyer and Guarantor shall be relieved of their
rights and obligations under this Agreement. No assignment shall be effective until after 45
Day s Notice to the State.

Buyer and Guarantor may not otherwise assign their rights or obligations under this
Agreement without first obtaining the written consent of the Commissioner, which may not be
unreasonably withheld.

22.2 Bindinc on Successors. This Agreement shall be binding upon and inure to the

benefit of the legal representatives, successors, and assigns of the Parties.
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ARTICLE XXIII
RECORDS

23.1 Inspection of Records. Buyer and Guarantor and the Stale shall each accord to
the other and the other's authorized agents. attorneys, and auditors access during reasonable
business hours to any and all property, records, books, documents, or indices related to Buyer's.
Guarantor's or the State's performance under this Agreement, and which are under possession or
control of the Party from which access is sought, so the other Party may inspect, photograph, and
make copies of the property, records, books, documents, or indices except: (1) the State shall not
be required to disclose any information, data, or records that it is required by state or federal law
or regulation, or by agreement with the Person supplying the record, to be held confidential: (2)
the State's access to and treatment of Guarantor's financial records shall be limited by Section
6.3: and (3) no party shall be required to produce documents that are protected by the attorney -
client privilege. If information the State obtains from Buyer or Guarantor may be held
confidential under state or federal law or regulation. Buyer may request in writing that the State
hold the information confidential, and the Slate shall keep the information confidential to the

extent and for the term pros ided by law.

ARTICLE XXIV
EMPLOYMENT OF ALASKA RESIDENTS

24.1 Employment of Alaska Residents. Buyer shall comply with all valid federal,
state, and local laws in hiring Alaska residents and companies, and shall not discriminate against
Alaska residents and companies. Within the constraints of law. Buyer voluntarily agrees to
employ Alaska residents and Alaska companies to the extent they are available, willing, and at
least as qualified as other candidates for work performed in Alaska in connection with this

Agreement. “Alaska resident'* means an individual who is physically present in Alaska with the
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intent to remain in the state indefinitely. An individual may demonstrate an intent to remain in
the state by maintaining a residence in the state, possessing a resident fishing, trapping or
hunting license, or receiving a permanent fund dividend. “Alaska companies" means companies
incorporated in Alaska or whose principal place of business is in Alaska. 1l a court invalidates
any portion of this provision. Buyer agrees to employ Alaska residents and Alaska companies to

the extent permitted by law.

ARTICLE XXV
COUNTERPARTS

25.1 Counterparts. This Agreement may be executed in multiple counterparts. His not
necessary for the Parties to sign the same counterpart. Each duly executed counterpart shall be
deemed to be an original and all executed counterparts taken together shall be considered to be

one and the same instrument.

ARTICLE XXVI
MISCELLANEOUS

26.1  Agreement Not to Be Construed Acainst Anv Partv as Drafter. The Parties

recognize that this Agreement is the product of the joint efforts ol the Parties and agree that it

shall not be construed against any Party as drafter,

26.2  Entire Agreement. This Agreement constitutes the entire agreement and
understanding between the Parties about the subject matter ol this transaction and all prior
agreements, understandings, and representations, whether oral or written, about this subject

matter are merged into and superseded by this written Agreement.

26.3  lleadintis. The headings throughout this Agreement are for reference purposes

onb and shall not be construed or considered in interpretin'* the terms and provisions ol this

Vareement.
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26.4  Authority to Siun. Each Person signing this Agreement warrants that he or she

has authority to sign the Agreement.

26.5  Further Assurances. The Parties agree to do such further acts or execute such
further documents as may reasonably be required to implement this Agreement.

26.6  Currency. Al' Hollar amounts are U.S. dollars.

SIGNATURES:

the State: THE STATE OF ALASKA

Commissioner
Department of Natural Resources

Date:

FLINT HILLS RESOURCES ALASKA. LLC

Printed Name:
Title:

Date:

FLINT HILLS RESOURCES. LLC

Printed Name:
Title:

Date:
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APPENDIX 1
NOMINATION PROCEDURE EXAMPLE
For Sale Oil Delivered in July 2004

PBU IPA
& Satellites
March 15, 2004
Stale rjiceives preliminary barrel per day (bpd) production forecasts from the unit operator 456,000
105 days pn r to the start of the production month
Not later than
March 19, 2004
RIK purchaser notifies state of monthly bpd nomination (=
Not later than
March 31. 2004
State computes RIK percent of Royalty Oil based on Buyer’'s Sale Oil nomination
Estimated royally rales 12 50%
Total state estimated royalty bpd (bpd * royalty rale) 57,000
State’s RIK nhomination percentage
(Purchaser RIK bpd/estimated royalty bpd)
March 31, 20H
Slate notifies unit operator of slate's RIK nomination percentage 86 14%
May 24, 2004
Unit operator notifies state and working interest owners of updated production lorecast
Production forec. t (bpd) for May production month 441.752
State calculates RIK bpd
Royalty rates based on updated estimates iti 12 50%
State's RIK nomination percentage 86 14%
RIK bpd (bpd production forecast * Royally rale * nomination %) 47.566
May 31, 2004
Slate notifies RIK purchaser of bpd volume available for July production month 47.566
August 2, 2004
State invoices R'K purchaser for July production
Alyeska meter volume for July 1-31. 2003 14 392 425
Stale's RIK nomination percentage 86 14%
Royally rale 12 50%
Total RIK bbls 1.549.704 36
49.990 46

bpd volume (Total RIK/31) (vanes from forecast)

rotes

< The Slate dawnines frorr: vyhier jniis tononinal* RIK volunes (sswetion 215 of tIF Ag-uvnenf)

Greater Pt
Mcintyre Aroa

63,200

13.34%
8.431

86 14%

62.600

13 391158%
86.14%
7,221

7,221

2 045 163
86 14%

13 391158%
235.912 49
7.610 08

Id  The estmistvd royalty percentag* tor Greater Pi Mclntyre isa composite royalty rate from seven fields end will «ary v.rthproduction
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519.200

56,362

65.431

86 14%

86 14%

504.352

54,787

54.787

16437.588

86 14%

1785.616 85
57 600 54
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APPENDIX 2:
EXAMPLE OF CALCULATION OF PRICE OF SALE OIL

The Price of the Sale Oil delivered by the State to the Buyer each Month for each Unit from
which the Sale Oil is nominated is:

Price = ANS Spot Price - $1.55 - Tariff Allowance + Quality Bank Allowance - Line Loss

ANS Spot Price
Table 2-1 illustrates the calculation of the ANS Spot Price for July 2004.

Table 2-1: Calculation of ANS Spot Price

Platt's Oilgram Price Report Telerate On-line Data Reporting  Reuters On-line Data Reporting

Service Service

Effective ANS Daily ANS Daily ANS Daily ANS Daily ANS Daily ANS Daily ANS Daily ANS Daily ANS Daily

Dale Low High Midpoint Low High Midpoint Low High Midpoint

Average Average Average
07/01/04 S24 01 $24 05 $24 03000 $24 03 S24 08 524 05500 S23 81 52398 523 89500
07/02/04 523 62 $23.66 $2364000 523.67 523 72 523 69500 523 50 523 67 S23 58500
07/06/04 $24 55 $24 58 $24.56500 524 49 524 54 524 51500 524 19 524 36 524 27500
07/07/04 $23.70 52374 $23 72000 523.72 523 77 52374500 S2361 523 78 523.69500
07/08/04 $24 27 524 31 524 29000 524.23 S24.28 S24 25500 523 61 524 37 523 99000
07/09/04 $25 04 $25.08 $25 06000 $24 98 52503 S25 00500 524 20 525 07 $24 63500
07/12/04 $25 77 525 81 S25 79000 525.72 525.77 525 74500 52561 525.78 S25 69500
07/13/04 $25 42 $25 46 $25 44000 525.35 525 40 525 37500 525 30 S25 47 S25 38500
07/14/04 $2663 $26 67 526 65000 $26 50 526 60 526 55000 52647 526 64 526 55500
07/15/04 $27 33 527 36 $27 34500 527 17 527 27 527 22000 S27 17 527 34 527 2700
07/16/04 $26.71 $26 75 526 73000 526 94 527 04  S26 99000 S26 53 526 70  $26 cio00
07/19/04 $27 16 $27 20  S27 18000 527 34 527 44 S27 39000 527 03 527.20  S27 11500
07/20/04 $2683 526 87 $26 85000 527 03 527 13 S27 08000 526 80 S2697 $26 88500
07/21/04 $27 11 527 15 S27 13000 S27 48 527.58 527 53000 527 25 527 42 $27 33500
07/22/04 $27 49 $27 53 527 51000 527 58 S27 68 527 63000 $27 33 527 78 $27 55500
07/23/04 $27 31 $27 35 527 33000 $27 30 527 40 527 35000 S27 01 527 26  S27 13500
07/26/04 $28 14 $28 18  $28 16000 527 66 527 91 527 78500 527 56 S2e01 S27 78500
07/27/04 $27 25 $27 29 527.27000 527 60 527 85 527.72500 527 20 $27 37 S27 28500
07/28/04 $26 53 526 56 526.54500 S26 83 527 08 526 95500 526 42 S26 59 526 50500
07/29/04 527 09 $27 12 S27 10500 S27 65 527 75 527 70000 527 66 $27 83  S27 74500
07/30/04 527 59 $27 63  $27 61000 S28 21 528 31 528 26000 528 17 $28 34  $28 25500
Platt's Monllv Avg = 526 18810 lelerate Monthly Avg - $26 31214 Reuters Monthly Avg = 526 15143
ANS Spot Puce*,., JM= Platts Monthly Average - Telerale Mont:ly Average ¥ Reuters Monthly Averaoe $26 21722

Proposed Contract |ebruaty I= 2004



Tariff Allowance

The Tariff Allowance (TA) is the sum of (1) the average, weighted b\ ownership, of the
Minimum Interstate TAPS Tariff for each owner in effect on the Day the Sale Oil is tendered by
the State to the Buyer; and (2) any tariffs paid by Buyer for shipment of Sale Oil upstream of
Pump Station No. 1. Table 2-2. 2-3. and 2-4 illustrate how the state will calculate the TA for

each of the Units from which Sale Oil may be offered.

Table 2-2: Calculation of TAPS Portion of Tariff Allowance
Ownership-Weighted Average Minimum Interstate TAPS Tariff - July 2004

Pipeline Company FERC Percent Pipeline Minimum Interstate TAPS Tanff
No Company TAPS Tariff (Pump times

Ownership Station No 1to  Company Ownership Percentage

Valdez Marine

Terminal) by

Pipeline Company
Phillips Transportation Alaska. Inc 282953% S3.32 S0.93940
ExxonMobil Pipeline Company 203378% $334 SO067928
Wiliams Alaska Pipeline Company 3.0845% S3.28 SO 10117
BP Pipelines (Alaska) Inc 46.9263% S3.28 S1.53918
Unocal Pipeline Company 1.3561% S2.83 $0 03638
100.0000%

Ownership-Weighted Average Minimum Interstate TAPS Tariff S3 29741

Table 2-3: Cak illation of Portion of Tariff Allowance Upstream of Pump Station No. |
Minimum Tariff on Pipelines Upstream of Pump Station No. 1- July 2004

Pipeline Company FERC RCA Pipeline Tanff
No Tariff Advice
Letter No
Kupa uk Transportation Company Kuparuk River Unit to TAPS Pump Station
No 1 SO 20000
r ndicotl Pipeline Company cridicott Main Production Island to TAPS
Pump Station No 1 SO 36000
Kuparuk Transportation Company Milne Point Pipeline Connection to TAPS
Pump Station No 1 SO 14400
Milne Point Pipeline Company Milne Point Central Facilities to Kuparuk
Transportation Company Tie-in SO 28000
Total MPU Upstream Tanff Allowance S0 42400
Kuparuk Transportation Company Kuparuk River Unit to TAPS Pump Station
No 1 S0.20000
Alpine Transportation Company Colville, Alaska Alpine Field to Kuparuk
River Unit SO 78000
Total CRU Upstream Tariff Allowance SO 98000
BP Transportation (Alaska) Inc Northstar Unit Seal Island to TAPS Pump
Station No 1 S2 02000
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Table 2-4: Calculation of Tariff Allowance for Each Unit

Calculation of TA for Prudhoe Bay Unit
Ownership-Weighted Average Minimum Interstate TAPS Tariff
Upstream Tariff
TApbu
Calculation of TA for Kuparuk River Unit
Ownership-Weighted Average Minimum Inlerstate TAPS Tariff
Kuparuk Transportation Co Tariff
TAhru
Calculation of TA for Duck Island Unit
Ownership-Weighted Average Minimum Interslate TAPS Tariff:
Endicott Pipeline Co Tanff
TAau
Calculation of TA for Milne Point Unit
Ownership-Weighted Average Minimum Inferstale TAPS Tariff
Kuparuk Transportation Co Tanff
Milne Point Pipeline Co Tanft
TAwvpu
Calculation of TA for Colville River Unit
Ownership-Weighted Average ! 'mimum Interstate TAPS Tariff
Kuparuk Transportation Co Tariff
Alpine Transportation Company Tanff
TA*ipo
r~alculation of TA for Northstar Unit
Ownership-Weighted Average Minimum Inter late TAPS Tariff
BP Transportation (Alaska) Inc Tariff

TA»U

'Kuparuk Pipeline/Milne Point Pipeline connection to TAPS Pump Station No 1

Quality Bank Adjustment (QBA)

The TAPS Quality Bank compensates shippers of a high-value crude oil stream when a lower*
value crude oil stream is blended in the common stream.’

S3.29741
S0.00000

S3 29741

$3 29741
S02J000

$349741

S3.29741

S036000

S3 65741

S3.29741

SO 14400°

S0.28000

S3 72141

S3 29741
SO 20000
SO 78000

S4.27741

S3.29741
$2 02000

S531741

[o calculate the Price ol'ilie Sale Oil

at the Point ofDclivery an adjustment must be made ITr the impact that the sale oil will have on

the value of the commingled crude oil stream when it enters the 1APS \ aide/ terminal.

" Mitchell & Mitchell. 8300 p-ugins Avenue. *800. Dallas. 1X 75225. administers the 1 APS Quality Bank.

Anyone who ships oil on | M’S must make prior arrangements with Mitchell A Mitchell to participate in the 1 M’S

Quality Hank
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The QBA isa per-barrel value, either positive or negative, and will be calculated each Month by
the State for Sale Oil from each Unit. The State will estimate a QBA for each applicable Unit for
the initial billing. Typically, the State receives the data to calculate the actual QBA for the

Month about two Months after the Month the Sale Oil is delivered. For this reason the QBA will

be subject to a routine true-up in a subsequent adjustment.

Table 2-5: Hypothetical TAPS Qualify Bank Data

TAITi Quality Hank ,
Stream Values and 1ntal Stream Volume Shipped
July 2004
Sample Location Slream \é(élgrtnle Stream Value (VHHL)
PBU IPA PBU IPA JU.(KKL.OK) $27 93BAHKHKKK)
|ISBIRNE USBURNE 35(X),(Xi $27 5372400KKI
ENDICOTI hndicott 1250000 $27 2578(KXKKX
KIJPARIIK kIJPARUK 12,000, $27 441 S3VKXN
N(JRTHSTAR NORTIISTAR 2.0K>000 $28KXKXHKKKK)
PSXI PS»| Rl 1IFRENCH 37.7501XX $27.7237483444
GVEA OFFTAKE GVIJV PASSINti 28;XK).000 $27 65465(KXKK!
GVEA RETURN GVEA RETURN 3500.(KKI $20 67533(KXXKi
GVEA GVEA REFERENCE 31500000 $275458422022
I'SVK OFFIAKt- PSVR PASSING 30.000.(XKI $27 55 7wxxkki
PSVR RETURN PSVR RETURN 1000000 $20 84S0201KKK!
PSVR PSVR REFERENCE 3l.ixki.0J0 $275287(1193%

LP Qualit¥ Hank ,
Stream Values an 1|ntﬁl S ﬁam Volume Shipped

Jull 2,
Sample Location Stream \églgnce Slream V'alue (S/BBLI
|
Eﬁgf\c%ln REJ L.RENCI EKAIBWH RLI I KENCt 12&8’% %é‘%%?m
ENDICIITT MAIN PROD  ENDICI*TL MAIN PROD 1I70IKKI 072466143570

~ Kit Quality llanl. o
Stream Vallies ami [nInl Stream Volume Sl ippeil
Juh 1004
Sample Location Stream \|/ﬁ||u||m|e Stream Value (VHHI |
At I'INI. ALPINE VIKXI.tKK] 27 - e wckn
MILNL I'D IM MUM ISUK' 1.500.tW0 $27 13623(XKN]
KUPARUK Ri || RHNCE kI "PARIIk RLI [KI."NCI IJEXKXXKI $27 44183(Kii XKI
kI'PARI'k RIVER DNH  MTAKUK RIVIRI'M| 75X.(\ S2'.

'total Stream Value
&

KI30S22.(KMY)
$7030340 (X
$A074750 (Y)

$327,30170000
S56,000.000)T

$1,046577,05000

$STA433021XL (X
$9336383000
$86767403000

26552k ¥(
26845020 (X
$853377.8201X1

Total Stream Value

®176211 2L
334074.7501%
VU.87X 5TS N0

[ot.il Stream Value

(Vi
$B3AKMXXI(%>

$40,702.845 (X
g e

lable 2-5 shows the kind of information supplied bv tlv TAPS qualitv bank administrati>r that
will be used to calculate the qualitv hank differential for Sale Oil produced from each I'nil. The
L \PS qualitv hank administrator prov ides this information to the Stale, pipeline owners, and
shippers. As a shipper on 1APS. the Buver will also receive this information. In the column
titled "Stream Value ($/BBI f are the different per-barrel values of each stream produced from
the Units from which Sale Oil mav he delivered. The PSVR Reference Stream value is labeled
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“PSVR Reference" and is the stream value of the blended TAPS stream immediately
downstream of the Petro Star Valdez Refinery return stream. The Quality Bank Adjustment is
calculated as the difference between the stream value of each Unit and the PSVR Reference

Stream.

For example, assume that the Month is July 2004 and the Sale Oil is produced from the Duck
Island Unit. The QBA for Sale Oil from the Duck Island Unit (QBAdiu) is calculated as the per-
barrel difference beiween the Stream value for the Duck Island Unit, indicated as the "Endicott
Main Prod" in Table 2.5. and the PSVR Reference Stream Value. In this example Sale Oil from
the Duck Island Unit lowers the value ol the stream of oil measured at Valdez. Therefore.
$0.2823475765 per barrel is the QBA incorporated in the calculation of Price for Sale Oil from

the Duck Island Unit.

Quality Bank Adjustment for the Duck. Island Unit = the stream value for Endicolt Main Production minus
the stream value of PSVR Reference (from Table 2-5)

QBAo.u= 27.2466143590-27.5289619355

QBAo(u= -S0.28235

Note: The Price of Sale Qil from the PBU IPA and Lisburne are invoiced separately.

Lint* Loss

Usiny the results of the example calculations abo\e. Line Loss for Sale Oil delivered from the
Duck Island Unit inJuly 2004 equals

Line Losspiu = (.0009) X ($26.21722 -$1.55000 - $3.65741 + -$0.28235) = $0.01865.
Calculating the Price of Salt* Qil
The Price of Sale Oil delivered from the Duck Island Unit in July 2004 is
Pricepu =$26.21722-$1.55000-$3.65741+ -$0.28235 - $0.01865 =$20.7088!
Note that the each number in the equation is rounded to live decimal places. Il a number s sixth

decimal is 0. 1.2. 3. or 4. the number shall be truncated to the filth decimal.ll @ number s sixth
decimal is 5. 6. 7. 8. or 0. the number shall be truncated to the fifth decimal and the lilth decimal

shall be increased b\ I.
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APPENDIX 3
EXAMPLE OF CALCULATION OF INTEREST AND LATE PAYMENT PENALTIES

Sample Calculation of an Invoice for July 2004 eliverics

Assumptions:

L. Month is August 2004,
2, Sale Oil delivered to the Buyer front the Duck Island Unit inJuly 2004 = 2.170.000

barrels (70.000 bpd).
3. July 2004 Price of the Sale Oil for the Duck Island Unit as initially estimated by the State

= $21.00000 per barrel.
4, Statement of account, with July 2004 in\ oice. sent to the Buyer on August 3. 2004.

5. July 2004 invoice payment due to the Stale = August 20. 2004.
6. Buyer pays Slate only $10,000,000 on the due date. August 20. and pays the outstanding

balance on August 25. 2004.
7. Annual interest rate provided by Alaska Statute 38.05.135(d) for August 2004 is 11

percent.
Method for calculating Buyer's invoice payment for July 2004 deliveries:

Invoice Amount = Quantity of Sale Oil x Bu; er's Price of Sale Oil
= 2.170.000 x $21.00000 = $45,570,000.00

Because payment in full was not received by the State on or before August 20. 2004, interest will
accrue on the unpaid balance from August 20. 2004 through the date the payment is received,
and a late payment penalty will be assessed.

Below is asample calculation of late payment penalty fee (assuming that it is not waived under
Section 3.7) and interest. This sample calculation shows what will happen if the Buyer makes a
partial payment on August 20 and the balance on August 25.

Late Payment Penalty Fee:

Statement of Account amount $45,570,000.00

Amount paid on August 20 = 10.000.000.00

Outstanding balance (8/20/04) - $35,570,000.00

Late Payment Penalty Fee ($35,570,000 \ 5HY) = - $1,778,500.00
Interest:

$53.452.10

$35,570,000 x (11%/366) x 5 Days
$37,401,052.19

Amount Buyer owes on August 20. 2004

Note: As more accurate data is received by the Slate,the Stale may adjust the Price and or the
actual quantity of Sale Oil and invoice the Buyer in the initial adjustment invoice
submitted with the following Month's (August 2004) statement ol account.
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Sample Calculation ofan Adjustment Invoice in September 2004

Assumptions:

Month is Septembei 2004,
Sale Oil delivered inJuly 2004 has beet revised t0 2.169.0000 barrels.

1

2.

3 July 2004's price for Sale Qil is unchanged at $21.00000 per barrel.

4 Date of the statement of account that contains the adjustment invoice is September 2.

2004,
5. Date the adjustment invoice payment is due to the State = September 20. 2004.

Method for calculating the Buyer"s adjustment invoice amount for July 2004:

Invoice Amount = Quantity of Sale Oil x Buyer's Price of Sale Qil
=2 169.000 X $21.00000
= $45,549,000.00

Adjusted Invoice Amount for July 2004 - $45549,000.00
Amount previously paid by the Buyer for July 2004 $45.570.000.00
Overpayment for July 2004 ($21,000.00)

Credit due the Buver auainst statement of account amount dated September 2 due September 20.
2004.

Note: As more accurate data is received by the State, the State may adjust the Price and/or the
actual quantity of Sale >l and invoice the Buyer in the adjustment invoice submitted
with the followin'* Month's (October 2004) statement of account.

Sample Calculation of an Adjustment Invoice in October 2004

Assumptions:

L. Month is October 2004.
2. .Iniv 2004s price for Sale Qil is changed to $21.05000 per barrel due to a change in the

quality bank.
3. The statement of account that contains the adjustment invoice is Octoberl.2o04.

4. The adjusted invoice payment is due to the State - October 20. 2004.
Method for calculating the Buyer's adjustment invoice amount lor July 2004:
Production Month Invoice Amount  Quantitv of Sale Oil x Buver'sPrice ol Sale Qil

- 2.169.000 x $21.05000
= $45,657,450.00
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APPENDIX 4
SPECIAL COMMITMENTS

Buyer agrees to the following list of Special Commitments:
A. Clean Fuels Processing. After performing an engineering study. P'lyer will install necessary

C\

Proposed Contract |ebruary 9. 2004

equipment and complete such modifications to its North Pole Refinery or will participate in
the modification of other refinery facilities in Alaska as required to produce gasoline and on-
road. off-road. marine, and rail diesel fuels that meet or exceed all EPA low sulfur fuel
requirements ("Clean Fuels").Buyer will make commercially reasonable efforts to complete
necessary installations and modifications on or before the effective dates of the Clean Fuels

requirements of the EPA regulations.

Total project costs are expected to exceed $100,000,000.00 and will likely include the
construction of processing units, including hydrotreating. a hydrogen plant . nd sulfur
removal equipment. These projects will result in a significant reduction in gasoline and diesel

sulfur levels.

Anchorage Tank Farm Evaluation. Buyer agrees to discharge the commitments previously

made by " 'illiams in the "Memorandum of Agreement between Williams Alaska Petroleum.

Inc. and L .ic Government Hill Community Council” attached as Appendix 6 to this

agreement. The key requirements are as follows:

« Removal of three (3) tanks from east of the Ocean Dock Road with a total capacity ol
o\er 5.500 barrels

* Refrain front installing additional tanks east of the Ocean Dock Road

+ Evaluation of all remaining tanks cast of the Ocean Dock Road to determinewhether they
comply with all State and Federal requirements vi/. overfill protection, lire protection,
tank seal monitoring, potential for change of product service. and possible removal of
additional tanks, and prompt remediation of am violations of these requirements.

« Installation of new tanks west of the Ocean Dock Road will occur provided that existing

tanks on the wst side of Ocean Dock Road are retired and removed on a tank-for-tank

basis.

| HR agrees to continue cooperative efforts in connection with the ongoingBulk 1 ucl

Hazard Studv currently underway through the Municipality of Anchorage.

Shipment by Rail. Williams currently ships refined products bv rail under an Agreement
with Alaska Railroad Corporation (an Agreement originalh entered by MAPCO Alaska
Petroleum Inc. in May of 1993). As part of Buyer's refinery acquisition from Williams.
Buy er will assume the rights and obligations of Williams under the rail agreement and

continue to ship refined products to Anchorage.

Air Traffic Marketing and Structural Improvement Study. Buyer and the State shall
jointly explore commercially reasonable options lor increasing passenger and cargo air traffic
through the Fairbanks International Airport. Buyer shall work with the Iairbanks
International Airport to concentrate on promoting the Fairbanks International Airport to
cargo carriers operating between Asia and Europe and otherwise: shall evaluate, and possibly
upgrade, the airport's fuel distribution facilities, including the feasibility of using or
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Sample Calculation ofan Adjustment Invoice in September 2004

Assumptions:

Month is September 2004.
Sale Oil delivered inJuly 2004 has been revised to 2.100.0000 barrels.

!

2.

3. July 2004's price for Sale QOil is unchanged at $21.00000 per barrel.

4 Date of the statement of account that contains the adjustment invoice is September 2.

2004,
5. Date the adjustment invoice payment is due to the State = September 20. 2004,

Method for calculating the Buyer's adjustment invoice amount for July 2004:

In\ oice Amouni - Quantity of Sale Oil x Buyer's Price of Sale Oil
=2.169.000 X $21.00000
= $45,549,000.00

Adjusted Invoice Amount for July 2004 $45,549,000.00
Amount previously paid by the Buyer fo» July 2004 $45.570.000.00
Ov erpay ment for July 2004 ($21,000.06)

Credit due the Buyer against statement of account amount dated * ptember 2 due September 20.
2004,

Note: As more accurate data is received by the State, the * e may adjust the Price and/or the
actual quantity of Sale Oil and invoice the Buyer in the adjustment invoice submitted
with the fo'lowing Month's (October 2004) statement of account.

Sample Calculation of an Adjustment Invoice in October 2004

Assumptions:

L. Month is October 2004.
2. Jul\ 2004's price for Sale Qil is changed to $21.05000 per barrel due to a change in the

quality bank.
3. The statement of account that contains the adjustment invoice is Octoberl. 2004.

4. I'he adjusted invoice payment is due to the State = October 20. 2004.
Method for calculating the Buyer's adjustment invoice amount tor July 2004:
Troduction Month Invoice Amount  Quantity of Sale Oil x Buver'sl'rice of Sale (il

-2.169.000 x $21.05000
= $45,657,450.00
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Adjusted Invoice Amount for July 2004
Amount previously paid by the Buyer tor July 2004
Underpayment for July 2004

The underpayment is due the State on October 20. 2004

Proposed Contract - February 9. 2004

$45,657,450.00
$45.549.000.00
$108,450.00
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upgrading the hydrant fueling system: and shall charge a jet fuel customer in Fairbanks the
same or a lower price as Buyer charges that same customer in Anchorage.

Wholesale Rack Pr~e Parity. Buyer agrees, for the term of the Agreement, to maintain the
Buyer wholesale truck rack posted price for gasoline in Fairbanks at a price not to exceed the
Buyer wholesale truck rack posted price for gasoline in Anchorage on an annual simple

average basis (within a tolerance/variation of | cent per gallon (cpg)).

Buyer makes no

guarantee of the price parity for Buyer's wholesale truck rack posted prices for gasoline in
Fairbanks and Anchorage on a daily basis. If the annual average variation of the
aforementioned posted prices exceeds | cpg. Buyer shall have ninety (90) days to reduce the
variation below | cpg. averaged over an all-inclusive timeframe, including the ninety (90)
day period and the previous annual period. This provision shall not apply to any gasoline

exchanges. An example of the calculations appears in Table 4-1.

Table 4-1 Wholesale Truck Rack Posted Price True-Up

Wholesale Rack Price Parity Scenario 1 Scenario 2

Buyer Buyer Fairbanks Buyer Buyer Fairbanks

Fairbanks  Anchorage minus Fairbanks  Anchorage minus
Posting Posting Anchorage Posting Posting Anchorage
(cpg) (cpg) (cp9) (cpg) (eng) (cp9)
January 104.00 102 44 1.56 106.00 102 44 356
February 10300 100.76 225 103.00 100 76 2.25
March 00 103 01 301) 105.00 103.01 199
April 108 00 110 02 22 02) 11200 110 02 198
May 112.00 110.07 103 112.00 110 07 1903
June 00 109 40 ].60 ]Jl 00 109.40 160
July 106 00 108 38 (2 38) 108.00 108.38 (0 38)
August 107.00 109 77 2.77) 109 00 109 77 0 77)
September 00 114 02 2 02) 115 00 114 02 0 98
October 115 00 114 02 0 98 115 00 114 02 098
November 11500 113.38 162 113 00 113.38 (0.38)
December 112 00 11370 1 70) 113 00 113 70 (0 70)
Annual Averaqe 108.75 109.08 (0.33) 110.17 109.08 1.09
January 119 00 119.95 (0.95)
February Not Applicable 125 00 126 19 1 19)
March 133 00 134 13 1 13)
15 Month Average i L 113.27 112.61 0.65
47
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APPENDIX 4
SPECIAL COMMITMENTS

Buyer agrees to the following list of Special Commitments:
A. Clean Fuels Processing. After performing an engineering study. Buyer will install necessary

equipment and complete such modifications to its North Pole Refinery or will participate in
the modification of other refinery facilities in Alaska as required to produce gasoline and on-
road. off-road. marine, and rail diesel fuels that meet or exceed all EPA low sulfur fuel
requirements (“Clean Fuels").Buyer will make commercially reasonable efforts to complete
necessary installations and modifications on or before the effective dates of the Clean Fuels

requirements of the EPA regulations.

Total project costs are expected to exceed $100.000.000.00 and will likely include r.he
construction of processing units, including hvdrotreating. a hydrogen plant and sulfur
removal equipment. These projects will result in a significant reduction in gasoline and diese’

sulfur levels.

Anchorage Tank Farm Evaluation. Buyer agrees to discharge the commitments previously
made by Williams in the "Memorandum of Agreement between Williams Alaska Petroleum.
Inc. and The Government Hill Community Council" attached as Appendix 6 to this
agreement. The key requirements are as follows:

« Removal of three (3) tanks from east of the Ocean Dock Road w ith a total capacity ol
o\er 5.500 barrels

« Refrain from installing additional tanks east of the Ocean Dock Road

 Evaluation of all remaining tanks east of the Ocean Dock Road to determinewhether they
comply with all Slate and Federal requirements viz. overfill protection, lire protection,
tank seal monitoring, potential for change of product service, and possible removal ol
additional tanks, and prompt remediation of any violations of these requirements.

« Installation of new tanks west of the Ocean Dock Road will occur provided that existing
tanks on the east side of Ocean Dock Road are retired and removed on a tank-1'or-tank
basis.

« |1IR agrees to continue cooperative efforts in connection w ith the ongoingBulk 1 uel
Hazard Study currently underway through the Municipality of Anchorage.

Shipment by Rail. Williams currently ships refined products bv rail under an Agreement
with Alaska Railroad Corporation (an Agreement originally entered by MAPCO Alaska
Petroleum Inc. in May of 1993). As part of Buyer's refinery acquisition from Williams.
Buyer v ill assume the rights and obligations of Williams under the rail agreement and

continue to ship refined products to Anchorage.

Air Traffic Marketing and Structural Improvement Study . Buyer and the State shall
jointly explore commercially reasonable options for increasing passenger and cargo air traffic
through the Fairbanks International Airport. Buyer shall work with the I airbanks
International Airport to concentrate on promoting the Fairbanks International Airport to
cargo carriers operating between Asia and Europe and othcrw ise: shall evaluate, and possibly
upgrade, the airport's fuel distribution facilities, including the feasibility of using or
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APPENDIX 5
PROCEDURE FOR ADJUSTING THE FORMULA
FOR CALCULATIONS OF PRICE

Step L Calculate the volume-weighted average cost of marine transportation reported on
the royalty returns of BP. ExxonMobil, and C'PAI for the production Monti..-.
January 2006 through December 2008. Adjustments through March 31. 2009
shall be used in the calculation. For example, the royalty returns for December
2008 productions are due in January 2009. The marine transportation cost
reported in January can be adjusted through March 31. 2009. but not later. The
amount calculated is defined as “RIV Marine Cost.

Step 2: Subtract from the RIV Marine Cost the amount $0.30. The answer shall be
substituted for the $1.55 used in the calculation of the Price (as defined in Section
2.3) subject to the following limitations:

L. if the answer is less than $1.45. substitute $1.45 for the $1.55 used in the
calculation of the Price:
2. if the answer if greater than $1.65. substitute $1.65 for the $1.55 used in

the calculation of the Price.

Step 3: For Sale Oil deliveries beginning April 1. 2009. the $1.55 that had been used in
the calculation of the Price shall be replaced with the number determined in Step
2. above. That number used in the calculation of the Price shall remain in effect
throuiih the end of the term of the Agreement.
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APPENDIX 6
MEMORANDUM OF AGREEMENT
BETWEEN
WILLIAMS ALASKA PETROLEUM, INC.
AND
THE GOVERNMENT HILL COMMUNITY COUNCIL
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wani/iMpm.

MEMORANDUM OF ACRHWXNT
between
WEHems Alaska Petroleum, lac-,
nod
the Government Hill Community Council,
$0 unincorporated ejwcuitioa

WHEREAS, Wijllisais operate* bulk fuel storage end dirtributicji fccil&es including
storage tanks, loading tecta, uvd related InduitrieJ structures in dw vicinity of Oovemmcent Hill
and the Port of Anchorage end wisher to build t double Creek rail loop (Cur Loop Track Project)
on lie property and on oectain jtideUnds it wflJ acquire from the Alaska Railroad; end;

WHEREAS, conm'Olcra ofthe Loop Track project will reduo* traffic cor.ge#tioc in the
Port area, allow for more efficient transfer of fuel from mil carl 10 storage and tnuisraissjon
facilities and enable Williams to build additional storage tanka west o f Ocean Dock Road should

the need arise in the future, and

WHBREAS, the Coverwoeui HO) Community Council (the Council) desires to allow
Williams to prpceet* with the orderly development of its Loop Track project wMlo also rcdaciflf
riita associated with the continued prcaenoe of fuel storage focMtiae mar Government HIM,

NOW THEREFORE, THE PARTIES AGREE AS FOLLOWS:

1. Non Opposition to Loop Track project The Council and its officers agree not to
oppoi# the Loop Thkok project proposed by William*; nd wQl not, officially or unofficially
continue efforts to convince pubile and private entities to lake a portion or other action adverse
to constreet?on of the Loop 7Y>ckproject. The Council will also take reasonable effbits to
inform the residents of Government Hill of this agreement mod hi official position on the Loop

Track project

2. letter* stating the Official Poiltfcra oftoe Cocadi cmthe Loop Track project
Upon execution of this Agreement, the Council president shall sign several letter# netting fonh
foe official position of the Council on the Loop Track projoot The letter* shall bn eubattntiaUy



in die seme form as those contained ia Exhibit B end may be presented by Williams to roy

public ox private entity In connection whh the Loop Track project «* Williams detaraloes. Tb*

letters include:

1.

A Jetter from the Council’s executive committee recorr qdinglthe
Council withdrew its mppott for Resolution AR 2001-146 now before the
Anchorage Assembly end that toe Council request the Reeoivrioa be
withdrawn from the Assembly agenda. The parties have bcoa edvieod that
upon epproved ofthis Agreement, foe sponsor ofthat Resolution will

request that the Assembly table that resolution indefinitely.

A letter to the Anchorage AraemWYy supporting the Alaska RolUoad’s
efforts to lease beck the email portion o ftidetends from the Municipality

required to complete tie Loop TVeck Project

A letter supporting Williams’ efforts to build the Loop Track prgject
throughout foe permitting and construction prooan- Specifically, the
Council will advise the Division o f Governmental Coordination that it has
withdrawn its opposition to foe Loop Track project. The Council will
also send a letter to the Corps of Engineers stating it ho* withdrawn ft*
oppetition to Willitros'i Fill Permit epplioation currently updw ravtew by

the Corps and withdrawing foe Council’# request for a public hearing,

A letter to the municipality stating foe Council's nonobjection to tht
extraction and use of the railroad’s grave] deposit on the Hollywood Virta
for the LOOp Track project conritftat with foil agreement

A lettex supporting WilUiarm’a effort# to build future tasks on the vest

ride of Ocean Dock road consistent with this agreement.

3, CoriitriKtion of New Dank# Eak of Ocmb Dock Road Williams sgnrei not to

construct any new fuel itcrege tank* on property It own* or kaoes which la lodetcd east o f Ocean

Dock Road.



4. Cotwtroctfon of N*w Tauks Watt of Oetos Dock Read The Council agree* that
Wijtliaxm mty build new ftiel storage uuikx on property it owo* or leases west of Ooean Dock’
Road provided that existing Itanks on the cast ride of Ocean Dock Road are retired and removed

on a unk'for*«ank basis, after the condition* specified in Sactioa 5 below are met

5. Removal of Three Existing Tanks Cut of Ocean DockRoad |f the Loop Track
project in constructed, Williams agree# that the tanks shewn on the site plan attached as Exhibit

A will be removed at ilr own cxpcaat no later than the date* specified below:

Tank # 32W B trilll95Q December 31,2002
Tank#357B Built 1950 December 31,2003
Tank ft 3577 Built 1950 December 31,2004

After remcrving tboK three tanks, the parties agree that William® Mil have banked a "credit“ to
build one tank on the west aide of Ocean Dock Road, without the requfonnont to remove an

additional tank a* deftned under the provision vf Section 4 abcv*.

6. Mineral Resource (gravel) extraction eperatkwt To build the Loop Track projocL
Williams may acquire grave) from apit owned by the Alaska Railroad in th* vicinity of the
former Hollywood Visa apartments. The Municipality of Anchorage has provisionally taken the
petition that a conditional use permit granted by foe Planning and Zoning ComMlaxkm on
2/0i /96 for grava] extraction ifi that tree remain* in effoet until 12/31/01. |If Williams acquire*
gravel from that are* for It* project, Williams will comply with applicable tamos and conditions
ofthet conditional use permit and will complete gravel extraction for the Loop Track project
from the Railroad Proparry by no later tins 12/31/01 unless extended by mimul consent of the
parties. Subject to this agreement, the Council does bat object to gravel extreotioti from the

railroad eite necessary for cowtruotioii of the Loop Track project
7. Portof Anchorage BoBt Fuel Hazard Stedy
Tbr perneo agree to erntfnue cooperative efforts in cccnection wirb foe ongoing Bulk

Pu«l Harard Study currently underway through foe Municipality of Anchorage. William*

Igreet to ensure that the study includes an assessment of alternatives for ieducing the



iikcl&ood ancLer coaso”ueooe Ofririo associated with xba p m ran of bulk fuel tXaitgt
facllhiet in the Government HIU Am . Mitigative tlteroedvt* to he comidcrrd will

include development of d buffer zone between fuel stewge inti]jtin and rwkJsntja] e w

2. Upon ewnplction of the Bulk "Fuel Hatwd Study, the parties will w « k oooporatively in
obUinijig public epptwil(s) ofBtonieipii) «od fUU» legislation. moVudInf hood

propositions to And implementation of the Study.

S. CompUaec* with all lafrt Nothing in this AgrcoiDenl SheDtxcwo VtlJiamj from its

coHtinuLae obligation to comply with til locsl ordinance* tad regulations, together with til state

and federal law* and administrative regulations thatapply to thr LOOp Track project.

J. Integration.

A. This Memorandum and its attached exhibits contain the emir* agmnvtcr ofthe parties,
There ire so other ptomiaei, term*, conditions, or repmcniations binding pt> lyjy party to

this agreement which art W 1cXpmst4 hff>m
2 The following ire lacorpcnled btfo this agreement by reference’

Exhibit At SjleTlan
Exhibit B: Lotterx Rating Council's position on Loop Track ptojoa.

J
DATED THIS DAY OF JUNK, 200J AT ANCHORAGE ALASKA

ViLikm* Alaeki Petroleum Co. Inc. The Govomnem HIU Community

Council






DaMr. "ewcoi&ftr,

This latter convey® the Government R ill Cennunity Council'#
position of support for the construction of n«« bulk fuel
storage tank® by William® Alaska Petroleum, Inc., on land®
wet of Ocean Dock koad, subject to the term® of an
Agreement b«tv«an the Council and William® concerning the
removal of tank* from the east side of Ocean Pock Road.
This letter la directed to the attention of anyone it may
concern.

Government H ill Community Council h*« for many years
advocated for the creation of a safety buffer area to
separate bulk fuel storage tanka' from residences and other
sensitive land uees in our area. In Kay, 2001, the council
and William*) negotiated an agreement to befeln
ispleroentatioo of a buffer zone at Williame* fuel terminal
«inn® Ocean Dock Road. Under this agreement, williams
committed to removal of three tank® from the east lid* of
Ocean Dock Road in 2002, 2002, and 2004, and to future
removal of additional tank”™ from the eaut aide of Ocean
Dock Road whenever new tank® are built west of Ocean Pock
Road, according tc a formula that vae arrived at mutually

by the partla*-

in consideration for William*' agreement to reavoval of
the** tank# and *t»g*d creation of the safety buffer area,
Government H ill Community Council eupports construction of
the new tank® west of Ocean Dock Road required to .continue
and expand william *- operation®. The council oommit* to
oontinuad support of new tank construction »o0 long a® ®udh
n*v tank* contribute to the. establishment of the *Afety

buffer as explained in the agreement.

Thaiik you for your continued communication vith the aouncAl
ar.d yopf participation in our joint negotiation* and
agreement.

foesrely*
C. .
Stuart.Hs.il

Preeident,
Government K ill Community Council



Soar Mr."Newcomer

Pursuant to the agreement between williafca Mask*

inc. and the Government K ill community Council, this letter
states, for enyoae.it may eoiwinv, the council'# o fficial
position of nonobjection to extraction of gravel £rom
Ale#** Railroad Corp. lend adjaoent to the Hollywood Viac»
property on Government H ill fox the purpose of construction
of your Loop Rail Project, eubjeec to the understanding#
contained herein.

The council i* of the .underccandipg that the Municipality
of Anchorage he# provicionelly taken the positioh thtut a
conditional u»e permitegranted by the Planning end Zoning
Commission on Peb*ruary?47S1*9*. remain* in effect until
December 31, 2001/ for gray*! extraction fro© certain
Alaska Railroad Corp. lend near Government M ill. Subject to
compliance with the provisions of that pantit, the Council
doe# not object co removal of gravel from that alte for the
Loop hall Project prior te the last day of 20C3.

Xhic letter and the Council'* position of non-cbjeetion ia
offered to wil'lieey# in conaldaration for Williams"
agreement to remove three hulk fuel storage tank# from near
the Government S ill neighborhood and for the further future
removal of other tank# a# new tanks ere built west of Ocean
Dock Read. This latter does not apply co other lend* than
those covered in the February #'/'sl» f, conditional u««
permit, nor to any project william# or the Alaska Railroad

may contemplate subsequent to the end of 2001.

Thank you for your continued coaamnication with the council
participation in our negotiation proce#e end ecreetnent.

incirely,

Stuar
president,
Government hill conwamity Council =+



GOVERNMENT HILL COMMUNITY COUNCIL

(Peat Otflca Bex 10M19 * Anckaratfa, Ai»tkatNN [l
Wednesday, so Kay 2001

Honorable Dick Train!, Chair
Anchorage Municipal Assembly
P.O. Box 194650

Anchorage”™ Alaska 99519-6650

R5i Lease-back, Tidalends, Port of Ancherge (ARRC/wiiltam*
Petroleum, Inc.)

pear Hr. chairman and Member* of the Assembly!

In light of recent negotiations between' Killians Petroleum, Inc,
nanbert of the Assembly and representatives of the Government hill
Cocftunity Council, tha Executive Comaitteo of the Council convened
this date agrees to support the efforts of tha Alaska Railroad Cor-
poration to leas* back * email portion of tidalande in tha Port of
Anchorage from the Municipality of Anohorafre to permit completion of
a loop track railroad project «Y Williams Petroleum, Ino.

Establishes ItIf * Aarker*i«'«riret and 0/4*#* HMdhhorkoed



GOVERNMENT HILL COMMUNITY COUNCIL

Port Offkcin IMOILI «* AtiehMMa, Atftrt* M« tt*001#
Wednesday, 30 Hay 200!

Di.g." ginesr ) . ]
" :‘,foft g:? of Engineers, Alaska District

Anchorage?eAIBc?eXchgO9950f-0*98
Att'n; David ¢, Cheey, Regulatory Branch
BEt M-S20090; Anlk Aria 119/Killiaioc Petroleum, Ino,
p«ar Mr. Caseyt .

In light of recent negotiations between Williafcs Petroleum, Inc,,

members of the Anchorage Municipal Assembly end representatives of
the Government H ill Community Council, the Ixeeuttve Committee of

the council convened this date’withdraws it» opposition *> the
application of Willidwi Petroleum, Inc,,.for € fill permit end
witbdrewe the council's requestfor a public hearing on this ap-

plication ,

CatnblUh«d 1*W m Aaekora*t'lJFlret a£f [fkborheed

total p.09



Mlick ) PV MO

What will SB 314 do?

« SB 314 proposes the enactment of a statutory prohibition on "retroactive price
adjustment” terms in existing and future RIK contracts. It will cause an amendment
of the price term in the existing RIK contract between the State and Flint Hills
Resources.

Mow will FHR's RIK Contract Change?
* FHR's Price Tc*m is defined in Article 2.3 as:

ANS Spot Price - Si 55 - Tariff Allowance - Quality RankAdjustment - Line Loss.
* The contract defines 'he "Tariff Allowance" as:

"Tariff Allowance" means the sum of (1) the average, weighted by
ownership, of the Minimum Interstate TAPS lariff (Pump Station No. | to
Valdez Marine Terminal) for each owner in effect on the Day the Sale Oil
is tendered by the Stale to Buyer: arid (2) any tariffs paid by Buyer for
shipment of Sale Oil upstream of Pump Station No. |."Minimum
Interstate TAPS Tariff means the cITcctive TAPS tariffon file with the
Federal Energy Regulatory Commission ("FERC") for each carrieron a
given Day. excluding incentive tariffs."

* On February 15. 2005, FHR asked DNR to amend the retroactive requirement. SB
314 would require that such an amendment be adopted by the commissioner.

"If a tariff which has been used in the calculation of a Tariff Allowance is
changed or subject to a refund order by the FERC. the lurilT Allowance

Pthv —will he adjusted acooil ingly. and the-fesultine- re fund-to the State t<f
efedh to-Buyerf will he mude in accordance with Article 111. The chanced
IF RC ordered tariff shall he used in the calculation of the price of Sale Oil
delivered to Buver on and after the dale of the FERC order, hut not before.
Ifa FFRC-ordcrcd lariffis suspended or enjoined from implementation, the
Tariff Allowance shall not be recalculated until the suspension or injunction
is lifted and the FERC order is implemented and goes into effect.”
|Deletions are indicated in strikeout: additions are unuerlined ]

 This i\ terribly misleading. 1 HR he”an this conversation March 2hh> by proposing several
alternative solutions to the issue. The D\ R did not respond to any o fthose.

«  Ihe retroactive provision in the FHR contract was agreed to at the expense of other
considerations for the State. The retroactive provision is just one part of a larger deal
in which the stale agreed to the $1.55 per barrel discount on ANS spol price, provided



FHR with an option to reduce volumes purchased, added a built in automatic reopener
to lower FHR's price after five years.

“The retroactive provision in the FHR contract was agreed to at the expense o fother

considerations..."
ft hat are these other expenses'/ The FHR crude contract results in apremium oj about
S0.JO/bbl to the Slate's alternative royalty-in-vulue (RH j contracts.
The SJ.ss «discountan 1\S" isin reality recognition ofthe marine cost to ship .TVS'to
the H. Coast. Marine costs arc also included in the State's RIl contracts.
The retroactive language was vigorously challenged by FHR during the crude contract
negotiations anil only accepted by FHR because FUR understood that the State, being a
signatory to the T IPS Settlement Methodology (TSM) was bound by a joint defense
agreement in that settlement to defend the T iPS tariff. Lhderstunding the State had
agreed to defend TSM reassured fH R that TSM tariffs would he in-place at least until
20(19. ( (timutelv, FHR agreed to rite retrouctie *anguage because the State insisted it
was ret)uired to match the retroactivity provisions ofits R/l contracts in this lioyalty-in-
Kirul (RIK) contract and with the understanding that a retroactive reduction in tariff was
remote given the State's commitment to TSM.

"... ndded < milt in automatic re-opener to lower FHR\ price after five years. "
This i uitt unite. Ilie re-opener was at the request of the State and FHR did not want
toace the re-openerpreferring the certainty offixed pricing relationships.

Hon does FHR's retroactive obligation arise?

« When FHR and the state negotiated the RIK ontraci in 2004. both were well a are

that the Regulatory Commission of Alaska had two years before determined that the
methodology used to calculate the FAPS intrastate tariff exceeded the "just and
reasonable” rate standard required by law. (The RCA's decision has been affirmed in
Alaska superior court.) The state and FHR agreed that, should the interstate TAPS
tariff be changed by a ruling of the FFRC so that refunds to shippers would he
required, then MIR would pay the state the difference between the temporary and the
new permanent tariffs. (Similarly, if the permanent FERC tariff were higher, the
contract requires that the slut'' will refund the difference to EUR.)

Since the State is a signatory to the TSM, it apparently agreed that ISM is ‘Just and
reasonable”. In its decision to accept retroactivity in the crude contract, FHR placed a great
i cal of importance on the store\ commitmentto TSM and the joint defense provisions the

State committed to in signing that settlement.

An independent (i.e.. non-1 APS owner) ANS oil producer challenged the 2005 1APS
interstate tariffs submitted to the FFRC by the | APS owners on the grounds that the
interstate tariffs failed to meet the Interstate Commerce Act's requirement that tariffs
he "just and reasonable.” The FERC. pending a full hearing, suspended the 2005 and
2006 proposed tariffs, making them temporary and refundable. The state joined the
complaint charging that the interstate TAPS tariffs were discriminatory when

compared to the intrastate rates for essentially the same transportation service.



“The state joined the complaint charging the TAPS tariffs were discriminatory when
compared to the intrastate ratesfor essentially the same transportation service. ” Apparently.
the State did notfeel TSM was discriminatory nor unjust or unreasonable when it chose to
enter the TSM settlement. Joining the tariff complaint is a complete reversalfrom the
commitment the State made to defend TS M when it entered into that settlement and beyond
any eventuality FUR could have reasonablyforeseen at the time it entered into the crude

contract with the state.

How much State revenue is at stake**

The 2005 and 2006 proposed interstate tariffs are S3.71and S3.96 per barrel,
respectively. The RCA ordered for this tame service is $1.96. FIIR has purchased an
average of about 55,000 barrels per day of RIK oil from the state in 2005-06. Using
the RCA tariff as an indicator of what the FF.RC mas do in January 2007. FUR could
owe the state approximately $100 million for the 2005-07 period. Twenty-five
percent of these amounts, i.e.. $25 million, will be paid to the Permanent fund.

According to the "fact sheet" accompanying SB 314. the total amount that FIIR mas
owe the State could be $200 million depending on the extent of FFRC appeals.

If FHR's contract is changed. FIIR will be given a benefit that the ANS lessees do not
have. According to the lease contracts and the royalty settlement agreements, the
lessees will have to adjust retroactive that amount they owe the state for taking royalty
in-value. This means that RIK sill be less than RIV if SB 314 passes. The State would
have been better oil; i.e.. received higher royalty revenues, il it had chosen not to sell to FHR.

"This means that RIK will be less than RU ifSH *Vpasses, " This statement is only true if
the tariffis retroactively lowered. If the tariffis not retroactively lowered, the RIK value will
continue to exceed that oj the RU as il does today. “The State would have been belter off,
l.e., received higher royalty revenues, ifit hail <host n notto sell to FIIR. ” This statement is
only true if one ignores the oilier sources of value the State receives b\ supplying the V
Pole refinery w'th crude oil.

sB 314 does not require that the State receive anything in return for relieving 1 HR of
its retroactive obligation. This lack of an enforceable and measurable commitment

jeopardizes the constitutionality of SB314.

FHR\ obligation was entered into under circumstances that have changed dramatically and
in a way that | IIR could not have reasonablyforeseen. Simply put. the Stale has joined a
complaint against the very same TSM that they are a party to and. as part of the TS M
settlement, had agreed to defend. In contrast to the 1).\R \ position, the State'sfederal
delegation Inis taken a stance against the inherent unfairness of retroactivity as it relates to
the Quality Hank. FUR can not "retroactively" adjust its operations to reflect a retroactive
change in its cost of crude oil whether those costs accrue from changes in the Quality Hank

or tariff.



Constitutional Issues:

Ihe Department of Law has identified three potential constitutional problems with
SB 314: impairment of contracts; separation of powers; and a violation of
Article VIII, Section 2.

DNR can comment on this lasi item. Article VIII. Section 2 states

"The legislature shall provide for t\e utilization, development, and
conservation of all natural resources belonging to the Slate, including land
and waters, for the maximum benefit of the people.

In the ANS Royalty Litigation. Alaska Superior Court Judge Compton ruled that the
"maximum benefit" requirement prohibits the commissioner of DNR from collecting
royalties "in kind" if the amount realized would he less than if taken "in value." For
the reasons stated above and assuming as FHR. the legislative "fact sheet." and DNR's
own modeling of the FHR's potential liability. RIK will be less tha* RIV if the FERC
rules to lower the interstate tariff as the RCA did in 2002.

(nrrently 1 UR pays approximately SO.JO/hbl premium over the RU the State would
otherwise receive. In addition, there are other benefits that accrue to the people of Alaska
from having refined products produced in the Stare rather than simply exporting t\S and
receiving R11. In any event, the dtulge's ruling does not limit the power of the \hiska
legislature to enact as law the draft legislation.

If SB 314 were to require that the commissioner negotiate a trade from FHR such that
at FUR would provide some compensating non-price benefit in return for the relieving
FHR of its retroactive obligation, the "maximum benefit" might be achieved. This
non-price benefit would have to have a definite commitment required of FIIR and that
the benefit would have to be measurable and sufficiently balance what the State gives
up. This assumes that there may he more latitude to amend the FII R contract than

Judge Compton ruling requires.

FHR Economics

Consider that FHR can acq re crude oil at a substantially lowci price than West
Coast refineries (at the RIK nethack price plus the intrastate tariff between Pump
Station No. | and North Role) and sells its products at a price only slightly less than
West Coast refineries (after accounting for FHR’s cost of railroading its i roducts
from Fairbanks to Anchorage).

DNR hired Baker & O'Brien to review information supplied bv FHR. In the two
yc..rs that FHR has owned the North Pole refinery, it has very favorable margins.



F.ven considering the margins of the last five years, the North Pole refinery
has experienced positive earnings.

CARH tjifir.

* Py Jow LinM o <4%C Jitt01 i>'<, jjoh)*  aAMiA

[ IIA* h.conomics:

« Thegraph the DA provides aho"e is a "('ARB 3-2-1 Margin " representing a product slate
that is b~",, CARB gasoline and 33% ( ARB diesel and without dudactionfor operating c<sts.
hirst, ( ARB quality products command apremium price to conventional quality products.
| HR does not make ( IRB products. Second, FHR's produces less than 10% gasoline, less
than 11, diesel, with jetfuel being the major portion of the refinery's yield. Acloser
approximation is shown below, still on a gross margin basis (i.e., operating costs have not
been deducted). I\ can be seen, this gross margin is much tower than the 3-2-1 ( iRB
Margin provided by the I) ' R. approaching and evenfalling below SO bbl from time-to-lime.

and this before subtracting operating costs.

ANS Quality Bank Topping Margin

33.00

Topping Margin without deducting operating coats
28.00
23.00

18.00

S/bbl

(7.00)

7 B a® 0 i @ B ¥ Il I



The reasonfor this very dramatic difference between these two margin estimates is the very low
complexity of FHR's refinery. Veryfew refineries in the 1S. have such a low complexity.

U.S. Refinery Complexity
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FHR has ver> limit *d opportunities to invest in the refinery itsevidenced by FHR's
decision to buy. instead of producing clean diesel, front Tesoro. FHR indicated to
DNR that the uncertainty caused by the retroactive tariffallowance provision in its
RIK price contributed to this decision but a doubling of anticipated project costs
contributed to this decision.

The dean diesel project at \orth Ride was canceled because of retroactivity, not rising costs.
(‘osts are rising at oar other refineries also, but nr are investing hundreds of millions of
didlars at those refineries. Ife are accustomed to making investmentsfor thefuture in the
face of rising costs and changing market conditions. Ife are not investing at \orth Role
because we can not forecast the outcome of a high stakes, winner-takes-all lawsuit.

FIIR has indicated that a prospective rise in the RIK price will mean that I IR will
try to maximize cash flow hy reducing costs by reducing throughput and avoiding
new investment.



FHR North Pole Refinery Throughput

+ Thepreceding chart shorn how FHR \ production is expected to decline. This trend reflects
the unfavorable result o fthe recent Quality Hank decision hy the Administrative Law Judge
which has rendered some of FHR's historic production uneconomic, in FHR's view. This
declining volume also illustrates how the complexity o fthe Quality Hank can make specific
products uneconomic even if some macro refining margins (e.g.. 1VV.1-2-1 ( \RH Margin)
may indicate refining is profitable in general.

+ Relieving FHR of its retroactive obligations will not likely contribute to lower product
prices. To assume that FHR can influence prices downward or upward because of its
costs is to assume that. FHR has market power in what should he a fairly competitive

market.

« The question for policy makers is what will (can?) FFIR do it the retroactive provision ot
its contract is changed.

Future KIk Contracts

« If SB 314 passes, and the constitutional "maximum benefit" requirement is resolved.
DNR will have to draft conforming regulations, today the commissioner is
prohibited from selling RIK for less than RIV under 11 AAC 03.030.

Kevin Banks
Department of Natural Resources
April 2006



P<) Box '12#19 imriunkv AKW '0? 12i9 * (907) 172-LISLe wwxt ~uconi

AU keddiiqr Evun Litfvomr

April 21, 2C06

The Honorable Thomas Wagner
Alaska State Senate

Chair, Resources Committee
State Capitol. Room 427
Juneau. AK 99801-1187?

Subject: SB 314

Dear Senator Wagner:

I would like to express my support for the concept of SB 314 because it would help
reduce pricing uncertainty for oil to be used in the State As a utility that purchases
large quantities of oil processed within the State, we are concerned with retroactive
impacts that may or may not be allowed in our rates by the Regulatory Commission of
Alaska.

Thank you for your consideration

Best regards.

Steve H. Haagenson
President and Chief Executive Officer






ALASKA STATE LEGISLATURE

Senate Resources Committee

Senator Tom Wagoner, Chair
State Capitol, Room 427
Juneau, AK 99801-1182
Official Business Phone: (907) 465-4907 Fax: (907) 465-4779

Senator Ralph Scekins, Vice-Chair Senator Fred Dyson
Senator Ben Stevens Senator Bert Stedman

Senator Kim Elton Senator Gretchen Guess

Sponsor Statement
SCR 6: COOK INLET OIL & GAS PLATFORM ABANDONMENT

The Senate and House Resources Committees held a joint com mittee
meeting in Kenai in February 2005. The purpose of the meeting was to
receive testimony from individuals and companies doing oil and/or natural

gas business in the Cook Inlet basin.

The committee heard comments and suggestions on methods to improve
the business conditions in the oil and natural gas industry. One ofthose
suggestions was the need to provide for regulations on the abandonment

of the platforms in the Cook Inlet.

Production in the Cook Inlet has declined since the date the platforms were
in place in the 1960’'s. Four of the sixteen platforms are “lighthoused" and
inactive. However, it is possible that the platforms could be instrumental in
reversing the declining production trend. The platforms could be used to
drill new, deeper wells and might tap into larger fields than have been

developed to date.

In 1996, the Alaska Oil and Gas Conservation Commission (AOGCC)
proposed implementation of revised platform abandonment regulations.
However, a decision by the attorney general indicated that the Department
of Natural Resources (DNR) and not the AOGCC was responsible for

developing regulations.

This resolution urges the Governor to direct the DNR to undertake a

comprehensive review of the platform abandonment.

SSSCR6: S(RES) 4-11-05 mj






ALASKA STATE LEGISLATURE

Senate Resources Committee

Senator Tom Wagoner, Chair

State Capitol, Room 427

Juneau, AK 99801-1182

Phone: (907)465-4907 Fax: (907) 465-4779

Senator Ralph Seekins, Vice-Chair Senator Fred Dyson
Senator Ben Stevens Senator Bert Stedman
Senator Kim Elton Senator Gretchen Guess

SCR 7: Cil and Gas Regulatory Revisions
Sponsor Statement

The Senate and House Resources Committees held ajoint com mittee

meeting in Kenai in February 2005.

The purpose ofthe meeting was to receive testimony from individuals and
companies doing oil and/or natural gas business in the Cook Inlet basin.
The committee heard comments and suggestions on methods to improve

the business conditions in the oil and natural gas industry.

One ofthose suggestions was the need to continue to streamline the

regulatory process for oil and gas exploration.

Exploration is critical to the development and production of new fields and
attention to the permitting processes and the efforts and costs of those

processes is necessary in order to assure continued exploration efforts.

This resolution recognizes the efforts undertaken by Governor MurkowsKki
since his administration took office in December 2002 and endorses
ongoing efforts to continue to review and revise regulations .0 streamline

the exploratory oil and gas process.

SS SCR 7: S(RES) < 11-05m]j



ALASKA STATE LEGISLATURE

Senate Resources Committee

Senator Tom Wagonei, Chair
State Capitol, Room 427
o _ luneau, AK 993(11-1182
Official Business Phone: (907) 4( 4907 Fax: (907) 405-4779

Senator Ralph Seekins, Vice-Chair 5enator Fred Dyson
Senator Ben Stevens Senator Bert Stedman

Senator Kim Elton Senator Gretchen Guess

Spor -or Statement
SCR C COOK INLET OIL & GAS PLATFORM ABANDONMENT

The Senate and House Resources Committees held a joint com mittee
meeting in Kenai in February 2005. The purpose ofthe meeting was to
receive testimony from individuals and companies doing oil and/or natural

gas business in the Cook Inlet basin.

The committee heard comments and suggestions on methods to improve
the business conditions in the oil and natural gas industry. One oi those
suggestions was the need to provide fcr regulations on the abandonment

of the platforms in the Cook Inlet.

Production in the Cook Inlet has declined since the date the platforms were
in place in the 1960’'s. Four of the sixteen platforms are “lighthoused” and
inactive. However, it is possible that the platforms could be instrumental in
reversing the declining production trend. The platforms could be used to
drill new, deeper wells and might tap into larger fields than have been

developed to date.

In 1996, the Alaska Oil and Gas Conservation Commission (AOGCC)
proposed implementation of revised platform abandonment regulations.
However, a decision by the attorney general indicated that the Department
of Natural Resource™ (DNR) and notthe AOGCC was responsible for

developing regulations.

This resolution urges the Governor to direct the DNR to undertake a

comprehensive review of the platform abandonment.

SSSCR6: S(RES) 4-11-05 mj






FISCAL NOTE

STATE OF ALASKA

Fiscal Note N um her:

2005 LEGISLATIVE SESSION Bl Version: s[;R002-DNR-Q&G-01-2'
() Publish Date:

Revision Date/Time (Note if correction): Ded)t. Affected]R Natural Resources

Title Endorsing ANWR Leasing RDU esource DeveIoFment
Component Ol and Gas Development

Sponsor Senate Resources Committee

Requester  Senate Resources Committee

Component No. 439

Expenditures®Revenues

(Thousands of Dollars)

Note: Amounts do not include inflafion unless otherwise noted below.

OPERATING EXPENDITURES
Personal Services
Travel
Contractual
Supplies
Equg)ment
Land &Structures
Grant:, &Claims
Miscellaneous
TOTAL OPERATING

|CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )
FUDS O U R C E

FY 2006

FY2007 "FYZ2008 FYZ2000 FY2010 FY2011

0.0 0.0 0.0 0.0 0.0 0.0

(Thousands of Dollar?)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

Other (Specify Ty}%%gLnot abbreviate)

Mark this box

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS;

Estimate of any current year (FY2005) cost: 00
{X) if funding for this bill is included in the Governor's FY 2006 budget proposal:

(Attach a separate page if necessary

00 00 00, 0.0 0.0 00

No fiscal impact anticipated with passage of this resolution.

Prepared by: ~ Mark D. Myers, Director
Division Ol and Gas

Approved by Tom Irnin. Commissioner
Agency Natural Resources

Rivad A4 OB

Phone 269-8800
Date/Time ~1/21/2005

Date 1/21/2005

Page 1of 1



Headquarters:
217 2nd Street, Suite 201

_ Juneau, Alaska 99801
j/) 586-2323 FAX 463-5515
7 & z www.alaskachamber.com

Regional Office: ~ CTA E
601 W 5th Ave., Suite 700
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January 25, 2005

Senator Tom Wagnoner
Chair

Senate Resource Committee
State Capitol Room 427
Juneau, Alaska 99801-1182

The Hononble Chairman and Members of the Senate Resource Committee,

The Boarti of Directors of the Alaska State Chamber of Commerce supports and endorses
passage of Senate Joint Resolution 2 (SJR 2). The resolution urging the United States Congress
to pass legislation to open the coastal plain of the Arctic National Wildlife Refuge, Alaska, to oil
and gas exploration, development, and production is in une with one of our legislative priorities
urging the opening of the ANWR to oil exploration.

The Uaska State Chamber of Commerce supports Alaska's role in providing this nation with a
maj > portion c. its domestic oil and encourages the United States Congress to pass a bill
opening the coastal plain of the Arctic National Wildlife Refuge to responsible exploration,
deven pment, and production of its oil and gas resources. We believe that oil exploration and
devc opnient activity can be conducted in a manner that protects the wildlife and the

envi onment. Additionally, the Alaska State Chamber of Commerce opposes any efforts to
declare the coastal plain of ANWR a wilderness area.

The Alaska State Chamber of Commerce urges the Senate Resources Committee and Legislature
to continue to support and actively participate in efforts to open the Coastal Plain of ANWR to
environmentally responsible oil and gas development and to appropriate the necessary resources
to attain congressional approval of environmentally responsible development within the 1002
area of ANWR. We believe adoption of SJR 2 sends a strong message oi support for opening
ANWR.

Thank you for your support and consideration of this resolution.

Yours in economic prosperity,
|

/

Wayne A. Stevens
President
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ALASKA STATE LEGISLATURE

Senate Resources Committee

Senator Tom Wagoner, Chair
State Capitol, Room 427
Juneau, AK 99801-1182
Official Business Phone: (907) 465-4907 Fax: (907)465-4779

Senator Fred Dyson
Senator Bert Stedman
Senator Gretchen Guess

Senator Ralph Seekins, Vice-Chair
Senator Ben Stevens
Senator Kim Elton

Sponsor Statement
SIR 2- ENDORSING ANWR LEASING

The need for expanding Alaska's resource based industries is imperative if we
want to maintain or increase the State's economic base. Development ot our oil
and gas reserves is our most viable option to increase the revenue stream and

supply new jobs for those entering the workforce.

North Slope production peaked in 1988 at 2.005 million barrels per day and has
declined steadily since. Current production is approximately half of the peak
production. Development of the Coastal Plain will allow Alaska to derive
economic benefits and at the same time provide stability to our nation.9 energy
demands during the ongoing turmoil in the Middle Hast and Venezuela.

This resolution is not a new piece of legislation. It has been introduced on several
occasions and has always enjoyed overwhelming support from the Governor and

Legislature, as well as the citizens of Alaska.

W ith the recent changes in the United States Senate and support from the
leadership in both the Senate and the House of Representatives, it is quite likely
that Congress will act favorably this year. We can be assured that President Bush
will not veto it, like his predecessor. President Clinton, did in 1995.

SS SIR 2 (5-RES) 1-22-05



