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AGREEMENT FOR THE SALE AND
PURCHASE OF ROYALTY OIL

This Agreement is between the State of Alaska (“State”), Flint Hills Resources Alaska,
LLC, an Alaska Limited Liability Company (“Buyer”) and Flint Hills Resources, LLC, a
Delaware Limited Liability Company (“Guarantor”). Buyer, an indirect wholly-owned
subsidiary of Guarantor, intends to purchase the refinery at North Pole, Alaska now owned by
Williams Alaska Petroleum, Inc. The effective date of this Agreement is the first Day on which
it has been signed by all Parties.

ARTICLE I
DEFINITIONS

As used in this Agreement, the terms listed below shall have the following meanings:

1.1 “Affiliate” is defined in Section 22.1

1.2 “ANS” means the Alaska North Slope.

1.3 “ANS Spot Price” is defined in Section 2.3.

1.4  “Assignee” is defined in Section 22.1.

1.5 “BP” means BP Exploration (Alaska) Inc. and its successors and assigns.

1.6  “Business Day” means any day, or part of a day, during which federally
chartered banks are open for business in the place designated in this Agreement for payment.

1.7 “Closing” is defined in Section 2.4.1.

1.8 "Commissioner" means the Commissioner of the Alaska Department of
Natural Resources or the Commissioner’s designee.

1.9  “CPAI” means ConocoPhillips Alaska, Inc. and its successors and assigns.
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1.10

"Day" means a period of twenty-four consecutive hours, beginning at

12:01 a.m., Alaska Local Time.

1.11
1.12
1.13
assigns.
1.14
1.15
1.16
1.17

1.18

“Day of First Delivery” is defined in Section 2.4.1.
“Enactment” is defined in Section 9.4.

“ExxonMobil” means ExxonMobil Corporation and its successors and

“Financial Analyst” is defined in Section 6.3.

“FERC” means Federal Energy Regulatory Commission.
“Force Majeure” is defined in Section 15.2.

“Initial Term” is defined in Section 9.2.

"Leases" means the oil and gas leases issued by the State on the Alaska

North Slope from which the State takes or may take Royalty Oil in-kind.

1.19

1.20

1.21

1.22

1.23

1.24

"Lessee" means a person owning a working interest in any of the Leases.
“Letter” is defined in Section 7.1.

“Letter Effective Date” is defined in Section 7.2.

“Line Loss” is defined in Section 2.3.

“Minimum Interstate TAPS Tariff” is defined in Section 2.3.

"Month" means a period beginning at 12:01 a.m., Alaska Local Time, on

the first Day of the calendar Month and ending at 12:01 a.m., Alaska Local Time, on the first

Day of the following calendar Month.

1.25

“Moody’s” means Moody’s Investor's Services, Inc., a subsidiary of

Moody’s Corporation, and its successors.

1.26

“Notice” means written notice in accordance with Article XVI.
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1.27  “Notice Effective Date” is defined in Section 16.2.

1.28  “Opinion Letter” is defined in Section 6.3.

1.29  “Parties” means, collectively, Buyer, Guarantor and State.

1.30  “Party” means Buyer, Guarantor or State, individually.

1.31  “Person” is defined in AS 01.10.060.

1.32  "Point of Delivery" means the transfer point at which the State receives
Royalty Oil in-kind from the Lessees.

1.33  “Price” is defined in Section 2.3.

1.34  “Process” is defined in Section 4.1.

1.35 “PSVR Reference Stream” is the blended TAPS stream immediately
downstream from the Petro Star Valdez Refinery.

1.36  “Quality Bank” means a system of calculations administered under the
authority of the FERC that accounts for the differences in value between the individual tendered
streams and the delivered co-mingled stream of TAPS.

1.37  “Quality Bank Adjustment” is defined in Section 2.3.

1.38  “RIV Marine Cost” is defined in Appendix 5.

1.39  "Royalty Oil" means the total volume of crude petroleum oil and other
hydrocarbons and associated substances from the Leases, including such substances as crude oil,
condensate, natural gas liquids, or return oil from crude oil topping plants, that may be blended
with crude oil before the Point of Delivery and tendered as a common stream to the State as
Royalty Oil that the State may take in-kind, regardless of whether the State takes the Royalty Oil

in-kind.
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1.40 "Royalty Settlement Agreement" means any written royalty settlement
agreement.

1.41  “Sale Oil" means the oil the State has agreed to sell to the Buyer, and the
Buyer has agreed to purchase from the State under this Agreement.

1.42  “Standard and Poor’s” means Standard and Poor’s, a division of McGraw-
Hill Companies, Inc., and its successors.

1.43  "TAPS" means the Trans Alaska Pipeline System

1.44  “Tariff Allowance” is defined in Section 2.3.

1.45  “Unit” has the meaning defined in 11 AAC 83.395(7).

1.46  “Unit Agreement” means any unit agreement for a Unit from which the
State takes or may take Royalty Oil.

1.47  “Williams” means Williams Alaska Petroleum, Inc.

1.48 “Williams’ Alaska Properties” means the following assets currently owned
by Williams: (a) a refinery located near North Pole, Alaska; (b) a petroleum products terminal
located at or near the Fairbanks International Airport; (c) a petroleum products terminal located
at Anchorage, Alaska; and (d) tangible and intangible assets related to the properties described in
(a), (b), and (c).

ARTICLE 11
SALE AND PURCHASE OF ROYALTY OIL

2.1 Quantity.

2.1.1 Sale Oil Quantity. The State agrees to sell to Buyer, and Buyer agrees to

purchase from the State, an initial Sale Oil quantity of a maximum of 77,000 barrels per Day and
a minimum of 56,000 barrels per Day averaged for the Month of Sale Oil delivery, as nominated

by Buyer in accordance with Section 2.1.5. The Commissioner may limit the total amount of
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Sale Oil for 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 Delivery. 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, if 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 effective 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 date of 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 reduced below 24,000 barrels per
day, except (1) 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 refinery is shut down, or (3) during the
second five years of the contract term if the Sale Oil quantity is reduced to zero.

2.1.3 Increase in Quantity Following Elective Reduction. Following a reduction

of Sale Oil quantity under Section 2.1.2, Buyer may request an increase in the Sale Oil quantity
to an amount that does not exceed the initial Sale Oil quantity. The 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 under Section 2.1.3). The Commissioner may approve or deny a
request for an increase in Sale Oil quantity.

2.1.4 Temporary Quantity Reduction in Event of Force Majeure. In the event of

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 of the 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 include 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 of 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.

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 first Day of the Month
following expiration of a minimum of one hundred Days after the Notice of Buyer’s nomination.

The 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 State’s
nomination. See Appendix 1 for an illustration of the State’s nomination procedure for Sale Oil
nominated from the Prudhoe Bay Unit for July 2004.

2.1.6 Additional Notice Provisions. Buyer 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) notice 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 shall not become effective until the end of
the additional 90 Day notice period. If a Lessee invokes the Force Majeure terms of its Royalty
Settlement Agreement and extends the notice period an additional 90 Days, the State agrees to
make commercially reasonable efforts to reduce its Royalty Oil nominations to other Lessees
that have 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.
The State can deliver Sale Oil only to the extent it receives Royalty Oil from the Lessees. The
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 delivered as Sale Oil.
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2.1.8 Source of Sale Oil. The State will deliver, as Sale Oil, Royalty Oil

produced from the Leases and delivered to the State as Royalty Oil in-kind. The availability to
the State of Royalty Oil in-kind in any Month may vary 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 Sale Oil delivered and sold
by the State in any 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 Oil.

2.2 Quality.

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

Oil shall be of the same quality as the Royalty Oil delivered to the State at the Point of 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 Sale Oil. Buyer
specifically waives any claim that any liquid hydrocarbons, including such substances as crude
oil, condensate, natural gas liquids, or return oil from the crude oil topping plant, delivered with
the Sale Oil, are not Sale Oil for purposes of this Agreement.

23 Price of the Sale Oil. The price per barrel of Sale Oil delivered from each Unit by

the State to the Buyer each Month shall be equal to

ANS Spot Price - $1.55 - Tariff Allowance + Quality Bank Adjustment - Line Loss.
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“ANS Spot 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, Telerate 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 from the remaining reporting service or services. If either 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 mutually agreeable alternative source to establish, or substitute for, the ANS Spot
Price. If the Buyer and Seller arrive at a mutually agreeable alternative source, that source shall
be used to determine the ANS Spot Price beginning the Month following 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 (1) the average, weighted by ownership, of the
Minimum Interstate TAPS Tariff (Pump Station No. 1 to Valdez Marine Terminal) for each
owner in effect on the Day the Sale Oil is tendered by the State to Buyer; and (2) any tariffs paid
by Buyer for shipment of Sale Oil upstream of Pump Station No. 1. “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 tariff which has been
used in the calculation of a Tariff Allowance is changed or subject to a refund order by the

FERC, the Tariff Allowance will be recalculated using the changed FERC-ordered tariff, the
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Sale Oil Price will be adjusted accordingly, and the resulting refund to the State (or credit to
Buyer) will be made in accordance with Article III. If a FERC-ordered tariff is 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.

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 value or the 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 of an order issued by the
FERC shall apply to Sale Oil that has been delivered to Buyer from and after the effective date of
the adjustment, but any retroactive application of 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 III; and
(2) a recalculation 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 time 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 the 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 III. If 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 III 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 of America prime rate plus 2 percentage 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 - $1.55 — 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 of the Price shall be adjusted one time for Sale Oil deliveries on
and after April 1, 2009, according to the terms of Appendix 5.

2.4 Delivery of Sale Oil.

2.4.1 Day of First Delivery. The State 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 to Buyer of legal title to
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all of Williams’ Alaska Properties. All nominations made by Williams prior to Closing that
provide for the deliveries of Royalty Oil by the State on and after 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 first delivery, the State 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 Oil shall

pass from the State to Buyer for all purposes when the State tenders delivery of the Sale Oil to
Buyer at the Point of Delivery. Buyer shall bear all risk and responsibility for the Sale Oil after

passage of title.

2.6  Indemnification After Passage of Title. Buyer shall indemnify and hold the State
harmless from and against any 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 any way related to the Sale Oil after title has passed to Buyer. If Buyer suffers
damages or losses caused by third parties and related to the Sale Oil, the State agrees to
cooperate with the Buyer to permit Buyer to attempt to recover such damages or losses. The
State will, on request, assign the State'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 TAPS,
and all pipelines upstream from Pump Station No. 1, and shall be responsible for meeting any

linefill and storage tank bottom requirements related to transportation of the Sale Oil after
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passage of title, except that the State shall be responsible for meeting any linefill requirements
for pipelines upstream of Pump Station No. 1. 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 portion of Sale
Oil has been delivered to Buyer at Pump Station No. 1. For purposes of invoicing, Buyer and
State agree that the linefill upstream of Pump Station 1 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. 1, 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 State shall,
at the State's election and after Notice to Buyer, constitute a material default under this
Agreement.

ARTICLE III
INVOICING AND PAYMENT

3.1 Invoices. On or before the twentieth calendar Day of each Month after the first
Month of delivery of Sale Oil, the State shall send to Buyer via facsimile a statement of account
with an invoice for the total amount due for the estimated quantity of Sale Oil delivered 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. The

State shall adjust invoices as provided in Section 3.3.

3.2  Payment of Invoices. Buyer shall pay the total amount of each invoice, in full, on
or before the later of (1) the third Business Day after the date of the statement of account in

which the invoice is included; or (2) the twentieth calendar Day of the Month. Any 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 Price, 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 State 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 of
the term.

34  Payment of Adjustments. The Buyer shall pay the total amount of each

adjustment invoice in full, on or before the later of (1) 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. Any 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 State under this

Agreement and at law.
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3.5  Interest. All amounts under this Agreement that Buyer does not pay in full when
due, or that the 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 agree that the provisions
of Articles III, 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 in 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 after
termination must be paid within thirty Days after the date of the invoice.

3.7 Late Payment Penalty. In addition to all other remedies available to the State, if

Buyer fails to 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 five percent of the total amount
not timely paid, in addition to the amount not timely paid. The Commissioner shall waive
imposition of the late payment penalty 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,

Buyer agrees to pay in full all amounts not in dispute, and to explain in writing with particularity

the basis for and calculation of any disputed amounts withheld.
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3.9  Confidential Information. 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 party.

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 by Federal Reserve Wire

Transfer (immediate funds available) procedure to the following State account and address:

Buyer may pay an invoice in such other manner or to such other address the State has specified
in an invoice or by written notice. All other payments due shall be paid in the same manner and
according to the same time schedule provided in this Article. If payment falls due on a Saturday,
Sunday, or federal bank holiday, payment shall be made on the next Business Day.

ARTICLE 1V
IN-STATE PROCESSING

4.1  In-State Processing. 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 refinery. "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 AND OBLIGATIONS

6.1 Good Standing and Due Authorization of Buyer. Buyer warrants that it is, and

shall remain at all times during the term of this Agreement: (1) 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.

6.2 Good Standing and Due Authorization of Guarantor. Guarantor warrants that it

is, and shall remain at all times during the term of this Agreement: (1) 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 of this

Agreement, and annually as soon as practicable after March 31 but no later than June 30,
Guarantor shall cause a financial analyst (the “Financial Analyst”) to submit an opinion to the
Commissioner in the form of a letter (the “Opinion Letter”) about Guarantor’s current and
expected future credit rating by Standard and Poor’s and Moody’s. The Financial Analyst shall

be qualified to render an opinion as to the creditworthiness of the Guarantor and shall 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 Guarantor 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
the significance of the Opinion Letter in the administration of this Agreement, (3) understands
that the State will rely on the Opinion Letter, and (4) understands 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 State, and the State shall be given a copy of 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 (iv) express an opinion whether those ratings are reasonably likely
to fall to or below BBB+ (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 of Guarantor’s long and short term
debt, all bank presentations provided to Guarantor’s lenders, all reports on Guarantor prepared
by Standard and Poor’s or Moody’s, any assessment (if available to the Guarantor) of
Guarantor’s financial condition conducted on behalf of the Port Commission of the Port of

Corpus Christi Authority, concerning the Port of Corpus Christi Authority of 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
protect 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 (1) 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 of 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 of 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 refinery at North Pole, Alaska now
owned by Williams Alaska Petroleum, Inc. Buyer is an indirect, wholly-owned subsidiary of
Guarantor. Buyer does not have any operating history, does not have public financial statements,
and does not have debt rated by Moody’s or Standard and Poor’s. The State is not willing to
make this Agreement based solely on the credit worthiness of Buyer. Guarantor therefore agrees
that it guarantees performance of all of Buyer’s obligations under this Agreement as if Guarantor
were the Buyer and legally indistinguishable from Buyer. The State may require Guarantor at
any time to satisfy any unsatisfied obligation of Buyer.

ARTICLE VII
ASSURANCE 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 of the Financial Analyst,
Guarantor’s credit ratings have fallen to or below, or are reasonably likely in the twelve Months
following 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 the 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 effect 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 Date”). 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 State 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 90 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 by the Commissioner and the State’s Attorney
General that Guarantor is liable to the State 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 Termination. If 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 Termination, the Letter be maintained in an amount
estimated by the Commissioner to be equal to the value of all adjustments which may be made

under Article III. As an alternative to maintaining a Letter after Termination, 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 any 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 AND TERM

9.1  Effective Date. This Agreement shall be effective when it is signed by all parties
(“Effective Date”).

9.2  Initial Term. The Initial Term of this Agreement shall begin on the Day of First
Delivery and terminate at the end of the last Day of the 12th Month after the Day of First

Delivery, 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 term 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 shall 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 the 23rd Legislature that approves
the extension of the term of this Agreement for an additional nine years following the last Day of
the Initial Term.

9.5  Closing on Williams’ Alaska Properties. Buyer, Guarantor, or the State may

terminate this Agreement, with no further obligation or liability 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 Party 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 Party from any expense, liability, or other
obligation or any remedy that has accrued or attached prior to the date of termination. For Sale
Oil actually delivered under this Agreement, termination of this Agreement shall not relieve

Buyer of its obligation to pay 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 provided 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 five Business Days after the State gives Buyer Notice that payment
is past due;

(i1) Within five Business Days after 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;

(ii1))  There is a material change in Buyer’s or Guarantor’s financial
condition, business operations, agreements, or property or ownership that is likely to affect
Buyer’s or Guarantor’s ability to perform its obligations under this Agreement, and within five
Business Days after Notice from the State, Buyer or Guarantor is unable or unwilling to provide
a Letter meeting the requirements of Sections 7.1 and 7.2;

(iv)  Buyer or Guarantor fails to perform any of its obligations under
this Agreement, and cannot cure the non-performance or the non-performance continues for
more than 30 Days after the State has given Notice to Buyer or Guarantor of its non-
performance;

(v) Any representation or warranty made by Buyer 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 (including 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 by Inability to Pay. 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, files 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, the State’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 State 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 retroactive 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 following
remedies shall be available to the State:

10.2.1 Buyer’s and Guarantor’s Obligations Become Due. All monetary

obligations Buyer or Guarantor has accrued under this Agreement, even if not yet due and
payable, shall immediately be due and payable in full.

10.2.2 State May Dispose of Sale Oil. The State may dispose of some or all of

the Sale Oil to third parties. If the State exercises this remedy, regardless whether this
Agreement is terminated, Buyer and Guarantor shall be and shall remain liable to the State for
the amount of the difference between the Price for the Sale Oil under Article II and the actual

price the State receives from disposition of the Sale Oil to third parties.
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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 or
delivered under this Agreement, Buyer or Guarantor shall pay the State 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 services are provided by the Attorney General’s office or private counsel.

10.2.4 Other Rights and Remedies. The State shall have the right cumulatively to

exercise all rights and remedies provided in this Agreement and by law, and obtain all other
relief available under law 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 or Guarantor shall not obtain a
temporary restraining order or preliminary injunction preventing the State from disposing of the
Sale Oil in accordance with 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

11.1 Disposition of Oil Upon Default or Termination. Buyer and Guarantor

acknowledge that the State 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. The Commissioner
may request a waiver of any notice provision, condition, or requirement of a Lease, Unit
Agreement, Royalty Settlement Agreement or other agreement. If this Agreement terminates for

default or any other reason after Buyer has nominated or is deemed to have nominated Sale Oil,

Proposed Contract — February 9, 2004 26



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 date 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 Date 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 State, 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. 1, 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

12.1 Nonwaiver. The failure of a Party to insist upon strict or a certain performance,
or acceptance by 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 provision; or (3) affect 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 civil litigation-
type trial with the right to call or cross-examine witnesses unless granted by the Commissioner,
after request. Within thirty Days after the Parties 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
agree to accept findings of the Commissioner under this Article that are supported by substantial
evidence in light of the whole 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 of a provision
impairs a material right or remedy under this Agreement, the Parties will negotiate in good faith
to maintain the original intent and benefits of this Agreement. If the Parties cannot restore the
original intent and benefits of this Agreement, then either Party may terminate this Agreement by
giving Notice.

ARTICLE XV
FORCE MAJEURE

15.1 Effect of Force Majeure. Except for Buyer’s and Guarantor’s obligations to pay

amounts due, provide assurance of performance in accordance with Article VI, and to accept,
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dispose of, and pay for Sale Oil, no Party shall be 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 following events:

1. 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;

1i. 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, terrorist act, civil disturbance, or national emergency;

iii. 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 has

occurred, the Party shall immediately notify the other Parties of its claim of Force Majeure.
Except for Buyer’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 by the Force Majeure should have been
remedied with reasonable diligence. If Buyer or Guarantor is prevented by Force Majeure from
performing any material obligation for 180 successive Days or more, the Commissioner may

terminate this Agreement on sixty Days Notice.
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ARTICLE XVI
NOTICE

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 99801

Facsimile Number: (907) 465-3886
e-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 dog@dnr.state.ak.us
the Buyer:

Flint Hills Resources Alaska, LLC
4111 E. 37" St. N.

Wichita, KS 67220

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

e-mail: allen.lasater@thr.com

the Guarantor:
Flint Hills Resources, LLC
4111 E. 37" St. N.
Wichita, KS 67220
Facsimile Number: (316) 828-8245
Attention: President
e-mail: david.robertson@thr.com
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or to any other place within the United States of America designated in writing by the State,
Buyer or Guarantor.

16.2 Notice Effective Date. Notice given by personal delivery, 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
normal 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 Change of Address. A Party may notify the other Parties of changes in its address

by giving Notice.

ARTICLE XVII
RULES AND REGULATIONS

17.1 Rules and Regulations. This Agreement is subject to all applicable laws of the

State of Alaska, and orders, rules and regulations of the United States, the State of Alaska, and
any duly constituted agency of the State of Alaska.

ARTICLE XVIII
SOVEREIGN POWER OF THE STATE

18.1 Sovereign Power of the State. This Agreement shall not be interpreted to limit in

any way the State’s ability to exercise any sovereign or regulatory powers, whether conferred by
constitution, statute or regulation. The State’s exercise of any sovereign or regulatory power
shall not be deemed to enlarge any of Buyer’s or Guarantor’s rights, or limit any of Buyer’s or

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

19.1 Governing Law. This Agreement, and all matters arising from or related to this
Agreement, shall be governed, construed and determined by the laws of the State of Alaska.

19.2  Jurisdiction. After exhaustion of the dispute resolution provisions in Article XIII,
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 State 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
by written instrument duly executed by the Parties, and, where required, only on approval under
Alaska Statute 38.06.055.

ARTICLE XXII
SUCCESSORS AND ASSIGNS

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

obligations to an Affiliate formed under the laws of a state in the United States of America. An
“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 State (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 term 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
Days 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 Binding 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 State 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 State shall keep the information confidential to the
extent and for the term provided 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. If 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. It is 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 Against Any Party as Drafter. The Parties

recognize that this Agreement is the product of the joint efforts of 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 of 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 Headings. The headings throughout this Agreement are for reference purposes
only and shall not be construed or considered in interpreting the terms and provisions of this

Agreement.
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26.4  Authority to Sign. 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. All dollar 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 Greater Pt
& Satellites Mclintyre Area Total
March 15, 2004
State receives preliminary barrel per day (bpd) production forecasts from the unit operator 456,000 63,200 519,200
105 days prior to the start of the production month
Not later than
March 19, 2004
RIK purchaser notifies state of monthly bpd nomination (a) 56,362
Not later than
March 31, 2004
State computes RIK percent of Royalty Oil based on Buyer's Sale Oil nomination
Estimated royalty rates 12.50% 13.34%
Total state estimated royalty bpd (bpd * royalty rate) 57,000 8,431 65,431
State's RIK nomination percentage 86.14%
(Purchaser RIK bpd/estimated royalty bpd)
March 31, 2004
State notifies unit operator of state's RIK nomination percentage 86.14% 86.14% 86.14%
May 24, 2004
Unit operator notifies state and working interest owners of updated production forecast
Production forecast (bpd) for May production month 441,752 62,600 504,352
State calculates RIK bpd
Royalty rates based on updated estimates (v) 12.50% 13.391158%
State's RIK nomination percentage 86.14% 86.14%
RIK bpd (bpd production forecast * Royalty rate * nomination %) 47,566 7,221 54,787
May 31, 2004
State notifies RIK purchaser of bpd volume available for July production month 47,566 7,221 54,787
August 2, 2004
State invoices RIK purchaser for July production
Alyeska meter volume for July 1-31, 2003 14,392,425 2,045,163 16,437,588
State's RIK nomination percentage 86.14% 86.14% 86.14%
Royalty rate 12.50% 13.391158%
Total RIK bbls 1,549,704.36 235,912.49 1,785,616.85
bpd volume (Total RIK/31) (varies from forecast) 49,990.46 7,610.08 57,600.54
Table notes:
(a) The state determines from which units to nominate RIK volumes (section 2.1.5 of the Agreement)
(b) The estimated royalty percentage for Greater Pt Mcintyre is a composite royalty rate from several fields and will vary with production
Proposed Contract — February 9, 2004 37




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

Date Low High Midpoint Low High Midpoint Low High Midpoint

Average Average Average
07/01/04 $24.01 $24.05  $24.03000 $24.03 $24.08  $24.05500 $23.81 $23.98  $23.89500
07/02/04 $23.62 $23.66  $23.64000 $23.67 $23.72  $23.69500 $23.50 $23.67  $23.58500
07/06/04 $24.55 $24.58  $24.56500 $24.49 $24.54  $24.51500 $24.19 $24.36  $24.27500
07/07/04 $23.70 $23.74  $23.72000 $23.72 $23.77  $23.74500 $23.61 $23.78  $23.69500
07/08/04 $24.27 $24.31  $24.29000 $24.23 $24.28  $24.25500 $23.61 $24.37  $23.99000
07/09/04 $25.04 $25.08  $25.06000 $24.98 $25.03  $25.00500 $24.20 $25.07  $24.63500
07/12/04 $25.77 $25.81  $25.79000 $25.72 $25.77  $25.74500 $25.61 $25.78  $25.69500
07/13/04 $25.42 $25.46  $25.44000 $25.35 $25.40  $25.37500 $25.30 $25.47  $25.38500
07/14/04 $26.63 $26.67  $26.65000 $26.50 $26.60  $26.55000 $26.47 $26.64  $26.55500
07/15/04 $27.33 $27.36  $27.34500 $27.17 $27.27  $27.22000 $27.17 $27.34  $27.25500
07/16/04 $26.71 $26.75  $26.73000 $26.94 $27.04  $26.99000 $26.53 $26.70  $26.61500
07/19/04 $27.16 $27.20  $27.18000 $27.34 $27.44  $27.39000 $27.03 $27.20  $27.11500
07/20/04 $26.83 $26.87  $26.85000 $27.03 $27.13  $27.08000 $26.80 $26.97  $26.88500
07/21/04 $27.11 $27.15  $27.13000 $27.48 $27.58  $27.53000 $27.25 $27.42  $27.33500
07/22/04 $27.49 $27.53  $27.51000 $27.58 $27.68  $27.63000 $27.33 $27.78  $27.55500
07/23/04 $27.31 $27.35  $27.33000 $27.30 $27.40  $27.35000 $27.01 $27.26  $27.13500
07/26/04 $28.14 $28.18  $28.16000 $27.66 $27.91  $27.78500 $27.56 $28.01  $27.78500
07/27/04 $27.25 $27.29  $27.27000 $27.60 $27.85  $27.72500 $27.20 $27.37  $27.28500
07/28/04 $26.53 $26.56  $26.54500 $26.83 $27.08  $26.95500 $26.42 $26.59  $26.50500
07/29/04 $27.09 $27.12  $27.10500 $27.65 $27.75  $27.70000 $27.66 $27.83  $27.74500
07/30/04 $27.59 $27.63  $27.61000 $28.21 $28.31  $28.26000 $28.17 $28.34  $28.25500
Platt's Montly Avg. = m Telerate Monthly Avg. = m Reuters Monthly Avg. = m
ANS Spot Price, 200s = Platts Monthly Average + Telerate Mont3h|v Average + Reuters Monthly Average - $26.21722
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Tariff Allowance

The Tariff Allowance (TA) is the sum of (1) the average, weighted by 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 Tariff
No. Company TAPS Tariff (Pump times
Ownership Station No.1 to |Company Ownership Percentage
Valdez Marine
Terminal) by
Pipeline Company
Phillips Transportation Alaska, Inc. 28.2953% $3.32 $0.93940
ExxonMobil Pipeline Company 20.3378% $3.34 $0.67928
Williams Alaska Pipeline Company 3.0845% $3.28 $0.10117
BP Pipelines (Alaska) Inc. 46.9263% $3.28 $1.53918
Unocal Pipeline Company 1.3561% $2.83 $0.03838
100.0000%
Ownership-Weighted Average Minimum Interstate TAPS Tariff: $3.29741

Table 2-3: Calculation of Portion of Tariff Allowance Upstream of Pump Station No. 1

Minimum Tariff on Pipelines Upstream of Pump Station No. 1 — July 2004
Pipeline Company FERC RCA Pipeline Tariff
No. | Tariff Advice
Letter No.

Kuparuk Transportation Company Kuparuk River Unit to TAPS Pump Station

No. 1 $0.20000
Endicott Pipeline Company Endicott Main Production Island to TAPS

Pump Station No. 1 $0.36000
Kuparuk Transportation Company Milne Point Pipeline Connection to TAPS

Pump Station No. 1 $0.14400
Milne Point Pipeline Company Milne Point Central Facilities to Kuparuk

Transportation Company Tie-in $0.28000

Total MPU Upstream Tariff Allowance: $0.42400

Kuparuk Transportation Company Kuparuk River Unit to TAPS Pump Station

No. 1° $0.20000
Alpine Transportation Company Colville, Alaska Alpine Field to Kuparuk

River Unit $0.78000

Total CRU Upstream Tariff Allowance: $0.98000

BP Transportation (Alaska) Inc. Northstar Unit Seal Island to TAPS Pump

Station No. 1 $2.02000
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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

TApsu

Calculation of TA for Kuparuk River Unit
Ownership-Weighted Average Minimum Interstate TAPS Tariff:
Kuparuk Transportation Co.Tariff

TAxrU

Calculation of TA for Duck Island Unit

Ownership-Weighted Average Minimum Interstate TAPS Tariff:
Endicott Pipeline Co. Tariff:

TAow

Calculation of TA for Milne Point Unit

Ownership-Weighted Average Minimum Interstate TAPS Tariff:
Kuparuk Transportation Co. Tariff

Milne Point Pipeline Co. Tariff

TAwmeu

Calculation of TA for Colville River Unit
Ownership-Weighted Average Minimum Interstate TAPS Tariff:
Kuparuk Transportation Co. Tariff:

Alpine Transportation Company Tariff:

TAwpu

Calculation of TA for Northstar Unit

Ownership-Weighted Average Minimum Interstate TAPS Tariff:
BP Transportation (Alaska) Inc. Tariff:

TAow

1Kuparuk 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-

$3.29741

$0.00000

$3.29741

$3.29741

$0.20000

$3.49741

$3.29741

$0.36000

$3.65741

$3.29741
$0.14400"

$0.28000

$3.72141

$3.29741
$0.20000

$0.78000

$4.27741

$3.29741

$2.02000

$5.31741

value crude oil stream is blended in the common stream.! To calculate the Price of the Sale Qil
at the Point of Delivery an adjustment must be made for the impact that the sale oil will have on

the value of the commingled crude oil stream when it enters the TAPS Valdez terminal.

" Mitchell & Mitchell, 8300 Douglas Avenue, #800, Dallas, TX 75225, administers the TAPS Quality Bank.

Anyone who ships oil on TAPS must make prior arrangements with Mitchell & Mitchell to participate in the TAPS

Quality Bank.
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The QBA is a 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 Quality Bank Data

Sample Location

PBU IPA
LISBURNE
ENDICOTT
KUPARUK
NORTHSTAR
PS #1

GVEA OFFTAKE
GVEA RETURN
GVEA

PSVR OFFTAKE
PSVR RETURN
PSVR

TAPS Quality Bank
Stream Values and Total Stream Volume Shipped
July 2004
Stream Volume
(BBL)
PBU IPA 19,000,000
LISBURNE 3,500,000
ENDICOTT 1,250,000
KUPARUK 12,000,000
NORTHSTAR 2,000,000
PS #1 REFERENCE 37,750,000
GVEA PASSING 28,000,000
GVEA RETURN 3,500,000
GVEA REFERENCE 31,500,000
PSVR PASSING 30,000,000
PSVR RETURN 1,000,000
PSVR REFERENCE 31,000,000

Stream Value ($/BBL)

$27.9380000000
$27.5372400000
$27.2598000000
$27.4418300000
$28.0000000000
$27.7239483444

$27.6546500000
$26.6753800000
$27.5458422222

$27.5517600000
$26.8450200000
$27.5289619355

Total Stream Value
)
$530,822,000.00

$96,380,340.00
$34,074,750.00
$329,301,960.00
$56,000,000.00
$1,046,579,050.00

$744,330,200.00
$93,363,830.00
$867,694,030.00

$826,552,800.00
$26,845,020.00
$853,397,820.00

EPC Quality Bank

Stream Values and Total Stream Volume Shipped

July 2004
Sample Location Stream Volume Stream Value ($/BBL) Total Stream Value
(BBL) )
BADAMI BADAMI 80,000 $27.4526400000 $2,196,211.20
ENDICOTT REFERENCE ENDICOTT REFERENCE 1,250,000 $27.2598000000 $34,074,750.00
ENDICOTT MAIN PROD ENDICOTT MAIN PROD 1,170,000 $27.2466143590 $31,878,538.80
KTC Quality Bank
Stream Values and Total Stream Volume Shipped
July 2004
Sample Location Stream Volume Stream Value ($/BBL) Total Stream Value
(BBL) S
ALPINE ALPINE 3,000,000 $27.8000000000 $83,400,000.00
MILNE POINT MILNE POINT 1,500,000 $27.1352300000 $40,702,845.00
KUPARUK REFERENCE KUPARUK REFERENCE 12,000,000 $27.4418300000 $329,301,960.00
KUPARUK RIVER UNIT KUPARUK RIVER UNIT 7,500,000 $27.3598820000 $205,199,115.00

Table 2-5 shows the kind of information supplied by the TAPS quality bank administrator that
will be used to calculate the quality bank differential for Sale Oil produced from each Unit. The
TAPS quality bank administrator provides this information to the State, pipeline owners, and
shippers. As a shipper on TAPS, the Buyer will also receive this information. In the column
titled “Stream Value ($/BBL)” are the different per-barrel values of each stream produced from
the Units from which Sale Oil may be 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 (QBApyy) is calculated as the per-
barrel difference between 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 of 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 Endicott Main Production minus
the stream value of PSVR Reference (from Table 2-5)

QBApy= 27.2466143590 - 27.5289619355

QBAp = -$0.28235

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

Using the results of the example calculations above, Line Loss for Sale Oil delivered from the
Duck Island Unit in July 2004 equals

Line Losspiy = (.0009) X ($26.21722 — $1.55000 — $3.65741 + -$0.28235) = $0.01865.
Calculating the Price of Sale Oil
The Price of Sale Oil delivered from the Duck Island Unit in July 2004 is
Pricepiy = $26.21722 — $1.55000 — $3.65741 + -$0.28235 — $0.01865 = $20.70881
Note that the each number in the equation is rounded to five decimal places. If a number’s sixth
decimal is 0, 1, 2, 3, or 4, the number shall be truncated to the fifth decimal. If a number’s sixth

decimal is 5, 6, 7, 8, or 9, the number shall be truncated to the fifth decimal and the fifth decimal
shall be increased by 1.
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APPENDIX 3
EXAMPLE OF CALCULATION OF INTEREST AND LATE PAYMENT PENALTIES

Sample Calculation of an Invoice for July 2004 Deliveries
Assumptions:

1. Month is August 2004.
Sale Oil delivered to the Buyer from the Duck Island Unit in July 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 invoice, sent to the Buyer on August 3, 2004.

5. July 2004 invoice payment due to the State = August 20, 2004.

6. Buyer pays State 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 Buyer’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 a sample 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 x 5%) = = $1,778,500.00
Interest:
$35,570,000 x (11%/366) x 5 Days = $53.452.19
Amount Buyer owes on August 20, 2004 = $37,401,952.19

Note: As more accurate data is received by the State, the State 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 of account.
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Sample Calculation of an Adjustment Invoice in September 2004

Assumptions:

1. Month is September 2004.

2. Sale Oil delivered in July 2004 has been revised to 2,169,0000 barrels.

3. July 2004’s price for Sale Oil 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 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 for July 2004 = $45,570,000.00
Overpayment for July 2004 = ($21,000.00)

Credit due the Buyer against 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 Oil and invoice the Buyer in the adjustment invoice submitted
with the following Month’s (October 2004) statement of account.

Sample Calculation of an Adjustment Invoice in October 2004
Assumptions:

1. Month is October 2004.

2. July 2004’s price for Sale Oil 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 October 1, 2004.

4. The adjusted invoice payment is due to the State = October 20, 2004.

Method for calculating the Buyer’s adjustment invoice amount for July 2004:
Production Month Invoice Amount = Quantity of Sale Oil X Buyer’s Price of Sale Oil

=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 for July 2004
Underpayment for July 2004

The underpayment is due the State on October 20, 2004

Proposed Contract — February 9, 2004
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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 the
construction of processing units, including hydrotreating, a hydrogen plant and sulfur
removal equipment. These projects will result in a significant reduction in gasoline and diesel
sulfur levels.

B. 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:

e Removal of three (3) tanks from east of the Ocean Dock Road with a total capacity of
over 5,500 barrels

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

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

e 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-for-tank
basis.

e FHR agrees to continue cooperative efforts in connection with the ongoing Bulk Fuel
Hazard Study currently underway through the Municipality of Anchorage.

C. Shipment by Rail. Williams currently ships refined products by 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 will assume the rights and obligations of Williams under the rail agreement and
continue to ship refined products to Anchorage.

D. 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 Fairbanks
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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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 Price 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 1 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 1 cpg, Buyer shall have ninety (90) days to reduce the
variation below 1 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) (cpg) (cpg) (cpg) (cpg)

January 104.00 102.44 1.56 106.00 102.44 3.56
February 103.00 100.76 2.25 103.00 100.76 2.25
March 100.00 103.01 (3.01) 105.00 103.01 1.99
April 108.00 110.02 (2.02) 112.00 110.02 1.98
May 112.00 110.07 1.93 112.00 110.07 1.93
June 111.00 109.40 1.60 111.00 109.40 1.60
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 112.00 114.02 (2.02) 115.00 114.02 0.98
October 115.00 114.02 0.98 115.00 114.02 0.98
November 115.00 113.38 1.62 113.00 113.38 (0.38)
December 112.00 113.70 (1.70) 113.00 113.70 (0.70)
Annual Average 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 [ [ 113.27 112.61 0.65
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Step 1:

Step 2:

Step 3:

APPENDIX 5
PROCEDURE FOR ADJUSTING THE FORMULA
FOR CALCULATIONS OF PRICE

Calculate the volume-weighted average cost of marine transportation reported on
the royalty returns of BP, ExxonMobil, and CPAI for the production Months
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.”

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:

1. 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.

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
through 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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MEMORANDUM OF AGREEMENT
: bebonen
. WiHams Alsske Pemoleus, Inc.,
i
the Government Hill Community Council,
a0 unincorporsied associstion

WHEREAS, Wiliiams operates bulk fuel storage and disiribution facilities including
norage tanks, loading recks, and relared industria) stroctures in the viclaity of Govemnment Hill
and the Port of Ancharage and wishes 1o bulld a double truck rafl Joop {the Loop Treck Project)
o its propenty and on certainjtldslnnds it wilt acquire frors the Alaska Ruikosd; wnd; :

WHEREAS, construction of the Loop Tresk project will reduse traffic congostion in the
Port area, allow for more efficient transfer of fiel from rdl cars 1o stomge and trunsmizsion
faciiitiey and ennhlaWﬂﬁmmhﬂlﬂdﬂinmﬂm-mﬁuwﬂtﬂmmﬂm;&moﬂd
the need arize in the foture, and

'WHERBAS, the Governmezt HD) Communlty Council (the Ootneil) deairss 1o aliow
Willigus o proceed with the orderly developmens of its Loop Track project whiis also reducing
mmﬁmmmmmufmmmm“mmum

NOW THEREFORE, THE PARTIES AGREE AS FOLLOWS:

1. Nor Opposition o Loop Track project The Council and its officers spme totto

appeas the Loop Trask projest proposed by Wiltiems and will not, officially or unofficially
continue cfforts to convince public and private entitlcs {n take & position or other action adverse
to construotion of the Loop Track project. The Council will also take reasonable efforts 1o
inform the residenta of Govenment Hil! of this egreament aod its official position on the Loop
Track project.

2. Latters stating tha Official Position of the Corucl] o1t the Loop Track projest
Upon sxesution of this Agreenient, the Council pragidest shall sign several lattars setting forth
the oMcial position of the Council on the Loop Track project. The letteve shall be substentislly




ire the same famuMeWhExﬂﬁthdwhmeyWﬁm
public or private entity in conneerion with the Loop Track project as W:Illumduwnntnﬂ The

letters include:

8

Ammm%mﬂ’smvammmwumﬂhﬂﬁ _
Council withdraw its suppott for Resolution AR 2001-146 niow before the
Anchorage Assembly and that the Council requesi the Reso{ytion be
withdrawn from the Assembly agende. The pastics have been advised that
upon spproval of this Agreement, the sponsor of that Resolution will
roquast that the Agsenbly table that resvlution indefinitsly,

A lerter 1o the Anchomge Amembly supperting the Alaska Railroad’s
efforts to deass back the small portion of tidelands from the Munleipality
required to compleie the Loop Track Project.

Mmsmmnins“’i_llim’mmwbuﬂdth:meTﬁskpﬁm . .

ihroughout the permitling and construction process. Specifically, the
Councli will advise the Division of Soversments] Coordination that it has
withdrawn its opposition to e Leop Teack project. The Council will
glao sesd o Jotter to the Corps of Enginears statlng It hes mthdmmiu
opposition to Willismae's Fill Permit spplicution currently upder mﬂew by
the Corps and withdmwing the Council’s request for a pubkc hearing. .

A lettey to the municipality steting the Council's nor-objection to the
extrection and use of the railroad's grave] deposit on the Hollywood Vise
fmmlmpmmmmmhmm ‘

A letter supporting Willinme’ :eﬁmwmﬁmmmmm h
m&of@umﬂuekmﬂmimmﬁﬁhw

3. Construction of Nﬁ Tanks Enst of Ocesn Dock Road  Willinmns apves not 10
consiruct any new fuel mrage tanks on property it owns or leases which is lotated eastof Ocenn

Dock Road.




4. Covstruction of New Tenks Waat of Oceag Dock Read  The Councl] agroes that
Williams may build new fug! sterage tanka on property it owns or jeases west of Deean Dock-
Road provided that exlsting tanks on the cast Fido of Ocesn Dock Road are retired and removed

- on tank-for-tank besis, after the condidons specified in Sestion 5 below sremer. -

S. Removal of Thrée Exiating Taaks Kast of Ocean Deck Road  Iftht Loop Track
project is constructed, Williams agreea that the tanks shown on the xite plan attached as Exhibﬂ_-
Awill bemmwa&nmnw oxpcse 84 1eter than the dates specified below:

Tank ¥ 3296 Buiit 195¢ Decemnber 31, 2002
Tank ¥ 3578 Built 1950 December 31, 2003

Tank #3577 Buflt 1950 ~ Decersber 31, 2004

Aftet remaving tbose three tanks, the parties agree that Witliams will have banked » "credit” 1o
hu:ldamtmknntheuﬁtaideof%mukkmdﬂdthmﬂumquhmmwmm
sdditional tank aa defined under the provision of Section 4 sbove. :

. Misersl Resource (gravel) extraction aperatious  To build the Loop Track projoct.
Williams mmay scquire grave) from a pit owned by the Alaska Railroad in the vicinity of the -
former Hollywood Vigts spartmeats. Tho Munjeipality of Anchorage has provitionally wken the
povition that » conditiona) wse permit granted by the Planning and Zoning Cotarinsion on
2/08/96 for gravel extraction in that wres remaing in efeet wni? 1271/01. 1f Williams scquires
gravel from that aren for its project, Williams will camply with applicable torns rnd coaditions
of that condidional use permit and witl complete gravel extrustion for the Loop Track projest
from the Reilroad Property by no Ister thag 2/51/0] uniesy exicaded by mumal congent of the -
partics. Subject to this agroémem, the Council does not object to gravel extraction o the
rallroad slte necesmy for sonamuction of the Loop Track projest.

7. Port of Anchorage Bolk Fue! Hazard Stedy
1 The parties agree to continue cooperative efforts in congection with the cageing Bulk

Fuel Huzard Study currently utderway through the Municipality of Anchorage. Williums
Agtees 1o easure that the study Includes an sasessment of altematives for reducing the




Witllams Alaske Petroeum Cg. Inc.

uksﬁhnoduwnrm&ﬁlhw vdthlb:munfbﬂkhulnmm_-

 acitities in the Govemnmem HIll Ares. Mitigative altetnatives to be sarmidered witl ; _
includc development of & buffer zone hetwoen fuel sicrage fucilities angd vesidentis) aremy, |

Upon completion of the Bulk Fusl Hazad Study, the parties will wotk ccoparatively in
obiaining pudlic wm of mumicipa! apd ptats Jeglsintion, including hond
propositions 1¢ fimd iraplementation of the Study,

8. Complanes with all laws Nothing in this agreemvent shal] sxcuse Willigms from i

cominuing obiigetion to comply with all locsl ordinances und regulstions, together with alf state
and federal laws and administrative vegalatlons that apply % the Loap Travk project.

,v. Inhﬂﬂﬁﬁﬂ

This Memorandum asd its attached exhibits contain the entire sgresment of the parties, -

Thero are oo sther plomiaes, lermns, conditions, orr:prwnﬂnmbhdmgmmywﬁ

this mnt whick ere not expreased herein,

mioilowingm inrorperated lgts (his sgreement by reference:

Exhibit A: Site Ian
Dxhibit B; lmmmcm!‘smhmmmfmkmm

DATED THIS ,E_l_ DAY OF WINE 200) AT ANCHORAGE, ALASKA

mmwmmemﬂuﬂnmmminr
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DaaY Mr, Newcomay,

This letzer Conveys ihe Goverpmant Rill Community Counesilrs
romition of suppert for the comatiuction of new bulk fugl
storags tauke by Williams Almska Petroleum, Inc., on lande
west of Ocenn Dock Read, subject to the teymn of an
agreement betwesn the Council and Williams concerning the.
removal of veanks from the east side of Ocean Dock Road,
This letter is directed to the attention of anyend it may
CORCRTT. . :

Government Hill Community Council hawm for hany yeAYS
advacated for the creation of x safety buffer area to

 sapexabe bulk fuel storage tanks from residunces snd other

senmitive land veoe in sur ares. In Hay, 2001, the Council
and Willieme negotiated an agresment to bagin
ivplementaticon of & Buffar zone at Willlams' fuel terminal
along Ocesn Dock Rowd. Undex this agreement, wWilliams
committed €O rencval of thres tanks from the east side of
Coeann DOCK Road in- 2003, 2003, snd 2004, wnd to futuze
removal ¢f additional tanks from the wast side of Ocean
Dock Road vwhengver neaw tanke are built west of Ocean Dock.
Road, accerding £ o formula that was arrived at mutually
by the partiss.

In censideration £or Williams’ agresmest Lo removal of
thess tanke and staged cresvion of the eafety buffey area,
Government Hill Community Council supporte construction of

the new tatks west of Coeen Dack Road regquired to.continmue

and expand Williams- coparaticns, The ¢suncil commitsé to
sontinued support ¢! new tank constrxuction vo long we such
new taokz contribute to the epfablishment of the safety
vuffer 23 explained in the agrsemant.

Thank you for your continued communicatvicon Hith-thﬂ'uuﬁn:ﬁi

ang perticipation in our joint negotiations and

T

-
$tuart Hall
Prtlidsnt,
Govarnment Hill Cnmmunity Ceuncil




-

Zaar Mre. Heawcomay

Purouant £o the agressant Between Williute Alsake PROL YOl eu
inc. and the dovernment Kil1l Community Council, this letyer’
prates, JOr anyone it may econcern, the Counoil‘y wfficia)
position of non~cbisction o extraction of qravel from
Alaska Railrond Corp. land afjsgent to the Hollywood Visca
propexty on Governmant Rill for the purpows of conatrucCLion

of your Locp Rail Project. gubjeer to the understandinge
contained hexsin. .

The conneil ia of the underetanding that the Municipalicy
of Anchorags has provicionally taken the Position thue a
conditional uss permit-granted by the Planning and Zoning
Comnipgion on February £151555, remsins in effect until
December 31, 2001, for'gravel extraction frem cevtain

. Aluska Railroad Corp. lend near Goverrment H{11. Subject o
conpliance with the provisions of that permit, che Counci]
does not cbjeck. to removel of gravel from that aite fer the
Loop Rail Project pricr te the last day of 2001,

Thie¢ letter and the Council'e pomition of nbon-ckjecrion ia
cffered to Willlams in coneideration for Williame’
BgreeMent O remove three pulk fue)l gtoraga tanke £rom near
the Government Hill neighborhosd sand for zhe further futurs
removel of other tanks 36 new tankz are built west of Ocesn
DPock read. Thie latter does not apply te other landds than
those vovered {n the Pebruary 19%¢, condiciznsl use
perit, nor Lo any project willlams or the Aleska Railroad
may contemplate wubkequent to the end of 2001.

Thank you for your continuwd communication with the council
participation in our negotiation provess and sgryeemsne,

nceraly,

13
stuanf’ﬂan

Presidant,
Government: Hill Comeunity Council -

AU -~




g MW GOVERNMENT HILL COMMUNITY COUNCIL
r(“." o _ Post Otfice Bex 100018 - Anchorage, Alasha #03 10-0010

Caony sl

i Wednesday, 10 Kay 2001

Honorable Diok Traini, Chair
Anchorage Municipal Aszembly
?.0. Box 194630

Anchorage, Alaska 99519-58%0

R5: Lease-back, Tidelande, Port of Anchorge (ARRC/Williams
Poryolsum, Ino.) ' .

E:ar Hy. Chairman and hMenbers of the Aswembiyr

In light of recent negotiaticns between Williams Petroleum, Ine,
merbera of the Assembly and rapresentatives of the Government Hill
Copmunity Councll, the Executive Committes of the Couneil convensd
this date agrees to support the efforts of the Alaska Railroad Soxw-
poration to leass beck A small portion of tidelande in the Port ot
Anchorage Irom the Munloipality af Anchorage to permit completion of
# loop track railroad predect gy Williums Petrolsum, Inc,

b truly yours,

STUART C. HALL, P

Establiahed 1016 « Ancherage's Firat and Oldest Natghdorhood "




v £ R  GOVERNMENT HILL COMMUNITY COUNCIL
(e Post Office Box 188018+ Anchorage, Alugka $0510-0018

LT S T TN I

M) | Wednesday, 30 May 2001

" pistrict EBagineer

U.§. Corps of Enginee¥s, Alanka Diaf:iét
Post Office Box 850 :
Anchorege, Alaske 99506-085%
Att'n: David C, cisty, Regulatory Branch
RE: N-520000; Knik Azm 119/Williams Patreleum, Inu,

Rmar Mr. Casey:

In light of recent nagotiaticas betwesn Williams Petroleum, Inc., . )
mexrkers of the Anchorags Municipal Assexbly and reprassntatives of -
‘the Government Hill Community Council, the Bxacutive Committes of

the Councl]l cenvened this dats withdraws lts oppopition to the
lication of Willisms Petroleum, Ine.,.for a F£ill perwit and

withdraws the Counoil's request for a public hearing on this ap-

Pm‘tiﬂn » ' .

Va Tuly yours,

STUART C, BALL, Presid

Ratablished 1915 - Aschorage’s Firat and Ofdest Nelghborhood

TOTAL £.29
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