M NUTES
SENATE FI NANCE COW TTEE
February 26, 2004
9:03 AM

TAPES

SFC-04 # 21, Side A
SFC 04 # 21, Side B
SFC 04 # 22, Side A

CALL TO ORDER

Co-Chair Gary WI ken convened the nmeeting at approxinmately 9:03 AM
PRESENT

Senator Lyda Green, Co-Chair
Senator Gary W/ ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senator Ben Stevens

Senat or Donny d son

Senat or Lyman Hof f man

Also Attending: TOM IRWN, Conm ssioner, Departnent of Natural
Resources; KEVIN BANKS, Analyst, Conmercial Section, Division of
Ol & Gas, Departnent of Natural Resources; ALLEN WRI GHT Vice
President, Public Affairs, Flint HIlls Resources; ALLEN LASATER
Vice President, Environmental Health & Safety, Flint Hlls
Resources and the future President of Flint HIls Resources,
Al aska; JEFF COCK, Representative, WIlians' Al aska Petrol eumlnc;
PH LI P REEVES, Assistant Attorney General, Cvil D vision (Juneau),
Departnent of Law, DAVE STANCLI FF, Staff, Admnistrative Regul ation
Review Conm ttee, O fice of Senate President Gene Therriault; ANDY
HEMENWAY, Hearing O ficer, Departnent of Adm nistration

Attending via Teleconference: There were no teleconference
partici pants

SUMVARY | NFORMVATI ON

SB 348- ROYALTY O L CONTRACT SALE APPROVAL
A Commttee heard from the Departnent of Natural Resources, the

Departnent of Law, and the industry. A conmttee substitute was
adopted and the bill reported fromComittee.
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SB 203- OFFI CE OF ADM NI STRATI VE HEARI NGS

The Conmittee heard from the sponsor, the Departnent of
Adm ni stration, and adopted a conmmttee substitute. The bill was
held in Conmittee.

SB 273- ASM BOARD/ SEAFOOD TAXES & ASSESSMVENTS
Schedul ed but not heard.
#sb348

SENATE BILL NO 348

"An Act approving the sale of royalty oil by the State of
Al aska to Flint Hlls Resources Alaska, LLC, and Flint Hills
Resources, LLC, and providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Commi ttee.

Co-Chair WIlken infornmed that this legislation would provide
| egi sl ative approval of a royalty oil contract between the State
and Flint Hlls Resources, Al aska, LLC, regarding the sale of the
State's North Slope royalty oil.

Co-Chair WI ken explained that a new version of the bill is before
the Conmttee solely because the original version of the bill was
drafted before the February 25, 2004 signing of the agreenent.

Co-Chair Geen noved to adopt the Version 23-LS1772\D conmittee
substitute as the working docunent.

Senat or Bunde objected in order to clarify that the reason for the
commttee substitute was to update information specific to the
signing of the agreenent.

Co- Chair W/I ken concurred.

Senat or Bunde wi t hdrew hi s objection.

There being no further objection, the commttee substitute was
ADOPTED.

TOM I RWN, Conm ssioner, Departnent of Natural Resources, inforned

the Commttee that the Departnent distributed several handouts
including one titled "Best Interest Finding and Determ nation For
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the Sale of Alaska North Slope Royalty Gl To Flint Hlls Resources
Al aska, LLC' dated February 12, 2004 [copy on file], a copy of the
contract between the State and Flint HIlls Resources (FHR) [copy on
file], a copy of "The Alaska Royalty O and Gas Devel opnent
Advi sory Board Resolution 04-1" dated February 17, 2004 [copy on
file] from the State's Royalty Board, and a copy of the
Department's Division of Gl and Gas forthcom ng presentation
titled "Sale of North Slope Royalty In-Kind Ol to Flint Hlls
Resources" [copy on file}.

Comm ssioner Irwin read a section fromthe Introduction on page one
of the Best Interest Findings handout as foll ows.

From an in-depth consideration of the potential economc

envi ronnent al , and soci al i npacts, and the various
requi rements for sale of the State's royalty oil, with a focus
on the criteria specified under the terns of AS 38.05. 183(a)
and (e) and AS 38.06.070(a), the commi ssioner finds that a
negotiated long-term contract for the sale of the State's
royalty oil to FHRis in the State's best interest.

Comm ssioner Irwin explained that AS 38.05.183 obligates the
Comm ssi oner of the Departnment of Natural Resources to reviewthe
proposal and AS 38.06.070 obligates the Royalty Board to review it.
He declared that "this is an incredibly good contract for the
State” as well as a good contract for FHR It noves that State
forward. He acknow edged the efforts of the State's negotiating
team which included Kevin Banks, Senior Analyst, Departnment of
Nat ural Resources; Philip Reeves, Assistant Attorney Ceneral, Gvil
Division (Juneau), Departnent of Law, Mark Mers, Director,
Division of Ol & Gas, Departnent of Natural Resources; and Janet
W son Baxter, Legislative Liaison, Ofice of the Conm ssioner
Departnent of Natural Resources.

Senator O son recalled that news releases pertaining to this
agreenent as specifying that FHR agreed that the price of its
petrol eum products in Fairbanks would not exceed those of
Anchorage. He supported the concept and wondered if this benefit
coul d be extended throughout the State.

Conmm ssioner Irwin stated that the FHR and the State's negotiating
teans worked hard to develop this agreenent. The State considers
the arrangenent of aligning the wholesale prices in Fairbanks with
those in Anchorage "as a major step forward.” This would not i npact
retail prices as other issues such as volume and transportation
come into consideration. Wiile this agreenment does not apply to
other areas of the Alaska, sone benefit is anticipated as other
| ocati ons' whol esal e purchasing originates in either Fairbanks or
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Anchor age.

Senat or Bunde asked whether it would "be fair to assune that the
cost of produci ng woul d be the same" in Fairbanks or Anchorage "so
that the whol esale prices would reflect actual costs.

Comm ssioner Irwin responded that two issues are involved in this
di scussi on: one being the dynam cs of open narket conpetitiveness
of products that are brought in California and other places from
outside of the State. The second dynamc is that there is an active
refinery in Fairbanks. 1In theory, due to the open nmarket
conpetitiveness, prices should be |ess expensive in Anchorage as
"that is where the cheapest route is." On the other hand, the
Fai rbanks refinery is using Al aska gas. Uilizing that | ogic,
Fai rbanks should be cheaper as there are no shipping costs
i nvol ved. The negotiating team consi dered addressi ng the whol esal e
price to be the fairest approach for Al askans.

Senator Bunde applauded the fairness efforts. An alternative
suggestion would be to all ow hi gher whol esal e prices in Anchorage
to support the wholesale price in Fairbanks.

Comm ssioner Irwin stated that the intent was not to raise the
price in one location to make it fairer for the other as
conpetitiveness with the outside world nust continue. In addition,
this Conpany nust be conpetitive "across the board."

Senat or Bunde acknow edged. He asked that further information
regarding efforts to develop a fuel systemin Fairbanks that would
allow it to be nore conpetitive with the Anchorage system be
provi ded.

Comm ssioner Irwin expressed that these issues woul d be addressed
in the forthcom ng presentation.

KEVI N BANKS, Analyst, Commercial Section, Division of Gl & Gas,
Department of Natural Resources, stated that his presentation,
portrayed in the aforenmenti oned handout titled "Sale of North Sl ope
Royalty in-Kind Ol to Flint Hlls Resources,” would provide the
background of the State's Royalty In-Kind (RIK) oil programand the
hi ghlights of the agreenment with FHR including the R K arrangenent
with them

M. Banks recounted that two years prior, WIllians Al aska Petrol eum
Inc. decided to sell its North Pole refinery to FHR To neke the
sale attractive, securing a long-termoil contract with the State
was a condition of that purchase. This |egislation would provide
FHR with ten-year long-term contract with the State that would
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allow the refinery purchase to transpire. He noted that WIIians'
gas stations and conveni ence stores would be sold to a separate
entity. FHR would acquire the refinery and sone of "the
terminalling facilities in Anchorage and Fairbanks.” WIIians'
interest in the Trans-Al aska Pi peline System (TAPS) property at the
Anchorage International Airport would not be included.

M. Banks expl ained that the State owns approxi mately one-ei ght of
the production of oil on the North Slope. This oil could either be
received as Royalty in Kind (RIK) or Royalty in Value (RIV). The
RI'V process would allow the | essee to sell the product and pay the
State its share of the revenue. In the RIK process, the State woul d
t ake possession of the oil and sell it to its own custoners. These
arrangenents have been in place in excess of 25-years. He revi ewed
sone previous RIK and RIV contract terns.

M. Banks shared that the decision to contract wwth Flint HIlIls was
made after a thorough overview of the nmarketplace. During the
negotiations with FHR, the State's negotiating team was provi ded
expert assistance by a private consultant firm Negotiations began
in July 2003.

Senat or Bunde asked how the negoti ati ons addressed pertinent issues
such as how vol une purchasing would affect jet fuel price parity.

M. Banks stated that while high volune custoners m ght enjoy a
| ower price than snaller operators, the contract expressly states
that simlar customers would pay the sane price whether they are in
Anchor age or Fai rbanks.

Senator Bunde asked whether they would pay the sanme price
regardl ess of the cost to FHR

M. Banks responded that in addition to price, demand is also a
consideration. While high volune custonmers m ght pay a | ower cost
than small vol une purchasers, the fairness lies in the fact that
the sanme price wuld be charged to that custoner in either
| ocati on.

Senat or Bunde commented that this sounds like "artificial price
supports,” a practice that did not bode well in the farmng
i ndustry.

M. Banks noted that, as specified in its Resolution, the Royalty
Board has reviewed and approved this agreenent. The Departnent is
requesting that the Legislature al so approve the contract.

M. Banks reviewed sone of the contract conponents: sale of oil
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woul d range between 56,000 and 77,000 barrels per day which woul d
all ow for seasonal demands; once every twelve nonths, FHR could
request a change in the volume with the mniml quantity being
specified at 24,000 barrels per day for the first five years of the
contract and the maxi num being 77,000 barrels a day or 85-percent
of the State's royalty production on the North Slope. In the second
five-year portion of the contract, while FHR would be required to
continue to neet the special commtnent conponents of the bill
whi ch woul d be addressed later in the presentation, FHR could only
reduce the quantity to less than 24,000 barrels per day by
receiving zero barrels per day for twelve nonths. After those
twelve nonths, they could request to increase their barrel
consunpti on; however, the Comm ssioner nust approve the quantity,
as the Departnent m ght have agreed to provide other custonmers its
oil allotnent. Therefore, FHR "would be taking a chance" were it to
reduce its barrel quantity, as it mght not be able to increase it.
The State has attenpted to establish an agreenent that would limt
FHR s ability to arbitrage the State's oil agai nst the marketpl ace
to the State's or other producers' disadvantage. The goal was not
to establish "some kind of price cap.”

M. Banks referred the Conmmttee to the "Price" chart in the
handout .

*Price
e State will get a prem um of $0.30 per barrel above the
price of Royalty in-Value ("Rl V")
e State will receive additional annual revenue ranging from

$2.6 mllion and $8.4 nillion per year, depending on
vol unes.

Co-Chair WIken asked the volune that WIlians has typically
acquired fromthe pipeline.

M. Banks specified that while approxi mately 220,000 barrels m ght
flow through the refinery each day, WIIlians' actually purchases
50, 000 or 55,000 barrels per day fromthe State and an additi onal
20,000 barrels from other producers. The balance is re-injected
into the pipeline.

Co-Chair W1 ken asked how recently the refinery purchased 24,000
barrel s per day.

M . Banks responded that while it m ght have been within the |ast
three or four years, it was only on a nonth-by-nonth basis.

M. Banks noted that, as depicted in the "Exanple Cal cul ati on of
FHR RIK Price" chart in the handout, the fornula utilized in this
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agreenent is nodeled after those utilized by the producers and the
in-State refineries when Al aska oil is sold at Punp Station No. 1.

Price
Exanpl e Cal cul ation of FHR RIK Price

ANS Spot Price
- $1.55
Interstate TAPS Tariff

PSVR Ref. Stream | PA/Lisb. Stream
- Li ne Loss
- FHR Price
- Royalty Field Cost Paynent to Lessees
= Rl K Val ue

M. Banks continued that the negative $1.55 is the conponent that
represents the deduction applicable to the cost of narine
transportation of Al askan oil to the West Coast. In this nunber,
the State is also "capturing the market value of our oil." The
industry utilizes a factor of approximately $1.85 and the State's
utilization of the $1.55 price would result in a higher price in
RI K.

M . Banks noted that, "looking back in time denonstrates that the
proposed RIK contract price would have been favorable to the
State.” This is depicted on the chart on page four of the handout.
He noted that the destination price agreed upon in royalty prices
has been | ower than anticipated. This benefits the State. "The rea
difference in the premum that we expect to receive under this
contract is developed in the difference between that $1.55
deduction and the transportation deduction that the producers
t ake. "

M. Banks stated that commtnents that are unique in this agreenent
i ncl ude the foll ow ng.

Speci al Commtnents/State Benefits
e Equipnent Installation for C ean Fuels Processing
* Anchorage Tank Renbval and Tank Farm Eval uati on
e Shi pnent by Rai
 Fairbanks International Railroad
» Whol esal e Gasoline Rack Price Parity

M. Banks stated that as specified in the agreenent, FHR woul d be

investing up to one million dollars in equipnent to support clean
fuel s processing in order to neet Environnental Protection Agency
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(EPA) requirements by the end of 2006. In addition, FHR has agreed
to work with the Governnent H Il Community Council in Anchorage to
expedite tank renoval in one area while constructing a new tank
farm in another |ocation. FHR would also address environnental
issues at the former site. FHR would also transport fuel and
gasol i ne between Anchorage and Fairbanks via the Al aska Railroad.

Senat or Bunde asked why the commtnent to ship via the Al aska
Rai | road was pursued rather than shipping it "as economcally as
possi ble.™

M . Banks responded that the Railroad was concerned that FHR m ght
construct a pipeline as an alternative node of transportation.
However, rail shipnent is the nost econom ¢ and consi stent manner
with which to ship product from Fairbanks to Anchorage. FHR woul d
have not have agreed to this conponent were that not the case.

Co-Chair WIlken stated that further discussion in this regard would
occur during FHR s testinony.

Senat or Bunde opined that were the Railroad to increase business,
perhaps it could pay a dividend to the State.

M. Banks noted that FHR has al so agreed to work with the State to
eval uate inprovenents to the fuel supply system at the Fairbanks
International Airport termnal and its hydrant system In addition,
t hey have agreed to pronote Fairbanks anong air cargo carriers.

M. Banks stated that Fairbanks is ideally geographically suited to
ship cargo from Asia to Europe whereas Anchorage is nore ideally
suited to handl e cargo shipnents fromAsia to the Lower 48. Wile
there is conpetition between the two airports, sone shipping routes
are nore suitable to one than the other. Therefore, total cargo
novenent for the whole State would be the goal, wth shipnent
centers being noved to Fairbanks from Russian |ocations. As
di scussed earlier, gas price parity would be instituted.

Senator B. Stevens asked whether the "Interstate TAPS Tariff"
identified in the RIK pricing calculation would be the "Tariff
Al l owance" discussed in Section 3, on page eight of the "Best
I nterest Findings and Determ nation" handout.

M. Banks affirmed that it is.
Senator B. Stevens opined that the "Line Loss" conponent detailed
on the chart and in Section 5, page nine of the Best Interest

Fi ndi ngs bookl et, woul d appear to be "an insignificant nunber." He
asked whether the fact that the pipeline is not operating at
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capacity is a factor.

M. Banks stated that the "Line Loss" conponent was previously "a
much | arger nunber” as the punp stations along TAPS renoved oi
fromthe line for fuel. This is no longer the case. Therefore, Line
Loss is truly a change in volunme as the oil cools in the pipeline
and the bal ances on each end of the line fluctuate. He agreed that
it is afairly small nunber, equating to a penny or a penny and a
hal f .

Senator B. Stevens asked whether information pertaining to the "FHR
Price," as specified in the calculation, is that as |ocated in the
par agraph on page eight of the "Best Interest Findings" handout. He
asked whether the State woul d bear the expense of transporting the
crude oil to Punp Station No. 1.

M. Banks responded no. The "Royalty Field Cost Paynent to Lessees”
provides the Lessees with a field cost deduction, whether the State
receives its oil through RRK or RIV. Setting the FHR price above
t hat deduction as specified on the calculation chart would all ow
the State "to receive sufficient credit to pay the RIV fuel cost
deduction.”

Senator B. Stevens voiced confusion as to whether the State bears
the cost of the tariffs north of Punp Station No. 1.

M. Banks responded that the Price graph in the presentation
handout assunes that the crude oil being taken from Prudhoe Bay
occurs at Punp Station No. 1 rather than from another site such as
Kuparuk River Unit which has another set of tariffs that would
apply between it and Punp Station No. 1.

Senator B. Stevens asked whether those transportation deductions
are factored into this tariff rate or woul d be absorbed in anot her
manner .

M . Banks responded that the deduction would be incorporated into
the price, and would, therefore, result in a |ower price.

Senator B. Stevens understood that fuel taken from Kuparuk and
ot her sites would be incorporated into the price.

M . Banks commented that oil from Kuparuk woul d have a "net back"
whi ch woul d be | ower than the punp price for Prudhoe Bay. This is
simlar to how the | essees’ RIK is calcul ated.

M. Banks clarified that whol esale rack price parity would apply to
posted wholesale prices in Anchorage and Fairbanks. This would
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allow the Division to ascertain whether simlar prices are being
charged in these nmarkets. There is concern that higher expenses in
Fai rbanks m ght increase prices in Anchorage. However, the markets
are different as there is an excess supply of gasoline produced in
the Anchorage market that nust be exported. Anchorage producers
could either export their excess supply to a refinery in another
| ocati on or decrease production. These pressures serve to result in
| ower prices in Anchorage than experienced in Fairbanks. This would
serve to benefit custoners in Fairbanks. Fairbanks' conditions
woul d not result in |owering Anchorage's price.

M. Banks noted that FHR has agreed to hire locally when possible.
It is anticipated that the $100 mllion C ean Fuels project would
have a significant construction and enpl oynent inpact for a short
term Currently, the refinery has 150 full time positions with an
annual payroll of approximately $8 to $12 nmillion. He noted that
the State's previous agreenment with WIlians required that 80
percent of the RIK oil sold to them nust be used in the refinery.
The agreement with FHR specifies that they would nmake al
commercially reasonable efforts to use the royalty oil in their
refinery. This would insure that enploynent efforts would be
support ed.

Senat or Hof f man asked whet her any consideration was given to the
tax structure and liabilities of FHR due to the fact that it is a
Limted Liability Corporation (LLC).

M. Banks replied yes, that "sonetines painful discussions” in this
regard occurred, particularly since the State could not view the
financial strength of FHR "an LLC and a privately held
corporation,” as opposed to WIllianms, which was a publicly held
corporation and subject to certain reporting requirenents. As a
result, a provision was incorporated into this agreenent specifying
that an advi sor would be retained to exam ne FHR finances and their
future perspectives and a report would be provided to the State in
regards to these matters. Wre the "health of FHR' to fall below a
certain bond rating it would be required to post a Standby Letter
of Credit (LC) with the State equating to the sale of 90 days of
sale oil. This would be approximately $120 million LC.

Senat or Hof fman asked for the difference between a LC and a bond.
M. Banks replied that, "an LC is nmade out to the State." For
exanple, this would provide the State with "an unfettered ability
to cash it" were this contract to go into default.

Senat or Hof fman asked whether there is a difference in the tax
structure of an LLC and a corporation.
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M. Banks replied that he was unsure.

Senat or Bunde understood that an LLC would not pay a corporate
i nconme tax.

Senat or Hof f man asked regarding the Departnent's fiscal note. He
al so asked the anpunt of noney the State would receive at 24,000
barrel s per day |evel.

M . Banks responded that 24,000 barrels per day woul d provide the
State $2.6 nillion a year based on the previously discussed thirty-
cent premium An expected range would be between $2.6 mllion and
$8.4 mllion. It is anticipated that the initial volume would range
bet ween 56, 000 and 77,000 barrels per day.

Senat or Hoffrman asked that the tax inpact in regards to an LLC
verses a corporation be provided.

Co- Chair W/I ken supported that request.

Senat or Bunde questioned how the State would benefit from FHR
shi pping product via the Alaska Railroad as the Railroad is "a
gquasi private enterprise” and that the property tax generated from
the refinery would not be contributed to the State.

Co-Chair Wl ken thanked the Departnment of Natural Resources for its
present ati on.

ALLEN WRI GHT Vice President, Public Affairs, Flint HIlls Resources,
i ntroduced hinself and M. Allen Lasater, the prospective President
of Flint Hills Resources, Alaska. Both currently reside in Wchita
Kansas.

SFC 04 # 21, Side B 09:50 AM

M. Wight conplinmented the State's negotiating team for their
prof essi onal and thorough approach to the negotiations. The end
product is considered to be beneficial to both entities.

M. Wight reviewed a handout titled "Flint Hlls Resources W W
Are, Culture and Phil osophy, Commtnent to adding val ue" [copy on
file]. FHR is one of the | eading producers of fuels and base oils
for lubricants and other petrochem cal and commopdity products.
Headquartered in Wchita Kansas and owned by Koch Industries, FHR
has sixty years of experience in this field. It is tightly focused
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on its goals, growth, and success based on a "culture of principled
entrepreneurship” with a commtnent to integrity and to consuner
needs. Its innovative approach to business, conbined with safety,
efficiency, and environmental protection operational goals, has
resulted in the devel opnent of val ue-added fuels for custonmers. Its
2,000 enployees support these endeavors. The conpany wll be
sustai nabl e for the long run.

M. Wight shared that the conpany has two refineries; one in
M nnesota with a 280,000 barrel a day refinery capacity and a
refining and chem cal plant in Texas, which produces in excess of
300,000 barrels a day. FHR is one of |largest heavy crude oil
refineries in the United States. The production of clean fuels is a
f ocus.

M. Wight expressed that the purchase and sal e agreenent of the
Wllians' refinery that was announced in Novenber 2003, is
conti ngent upon the approval of this contract with the State. This
is an exciting opportunity. FHRis commtted to the "clean fuel s"
enhancenents outlined by M. Banks.

M. Wight reviewed sone the conpany's projects that would | end
expertise to this proposed undertaking.

Senat or Bunde asked whet her the conpany has other transportation
agreenments that specify that its products nust be transported by a
specific node of transportation, such as the proposed agreenent
with the Al aska Railroad.

M. Wight responded that the Texas operation utilizes its own
proprietary rail line. The Mnnesota refinery is serviced either by
truck or other common carrier |ines.

ALLEN LASATER, Vice President, Environnental Health & Safety, Flint
Hlls Resources and the future President of Flint H Ils Resources,
Al aska, clarified that no specific transportation node is required
at the other operations.

M. Wight noted that FHR has a joint venture interest in a conpany
cal | ed Excel Paral ubes, which is |located in Louisiana. This plant
produces base oils and other lubricants. FHR al so has devel oped a
diverse fuels nmarketing system that has 160 term nal |ocations
t hroughout the United States. This system markets gasoline, jet
fuel, diesel, heating oil, and perfornmance fuels.

M. Wight stated that in regards to Environnental health and

safety issues, "the conpany strives for 100 percent conpliance"
with environnental and safety issues "while neeting the
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expectations of the cormodities in which we operate.” C ean fuels
have been brought to the market "well in advance of federal
gui del i nes."” Environnental standards neasures support the conpany's
goal s.

Senat or Bunde voiced appreciation of the fact that the conpany
could neet the environnmental standards of M nnesota, as they are
quite stringent. Continuing, he asked regarding the conpany's
M nnesota plant's "BluePlanet" gasoline; specifically how it
conpares to what is currently being produced at the North Pole
Refinery and whether the conpany would be inplenenting this
approach in Al aska.

M. Wight responded that BluePlanet is simlar to the product that
woul d be produced at the North Pole refinery.

M. Lasater explained that BluePlanet is a | ow sul fur gasoline that
neets M nnesota's 2006 environnmental requirenents. The conpany
conpleted this requirenent years prior to the deadline. The conpany
woul d be producing fuel simlar to BluePlanet in Al aska, as simlar
requi renents woul d becone effective in Al aska in January 2007.

M. Wight noted that "transparency” is very inportant to FHR An
alliance has been forned with communities in Mnnesota to devel op a
website that would allow access to the conpany's environnental
performance. The conpany's efforts in Environnental, Health and
Safety issues have al so been acknow edged in Texas.

M. Wight al so conveyed that the conpany is an active partici pant
in the cormunities in which it operates. He reviewed sonme of the
part nershi ps, sponsors, and other sorts of participation that have
occurred in its various |ocations.

Co-Chair WIken noted that the conmpany has provided an
"Environnental, Health and Safety Facts" brochure [copy on file].

M. Lasater stated that FHRis conmtted to operating a successfu
refinery in Al aska, as supported by its commtnent to the
production of clean fuels.

Co-Chair WIlken recalled that WIlianms had conducted a significant
expansion of this refinery in the md 1990s which increased the
refinery's production by up to 60-percent. He asked the amount of
that investnment as this would assist in placing the proposed $100
mllion investnent in perspective.

M. Lasater stated that Wllians's third crude oil refinery unit,
whi ch produces 100, 000 barrel per day, becanme operational in 1998.
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He recalled that the investnent mght have totaled $80 mlli on.

JEFF COOK, Representative, WIllians' Alaska Petroleum Inc,
clarified that WIlians' expended $71 mllion on that project.

Co-Chair W1 ken understood, therefore, that the $100 mllion FHR
di esel conversion wupgrade slated for the refinery would be
significant.

Co-Chair W1 ken asked whether the $100 mllion diesel conversion
woul d result in there being nore than one type of diesel produced
at the North Pole Refinery.

M. Lasater responded that the conversion would allow for two types
of diesel to be produced. Federal rules for on-road diesel, which
beconmes effective in 2006, would prohibit a sulfur content
exceedi ng 15-parts per mllion. Of-road and other diesels such as
heating fuel could contain higher sulfur |evels; however, it is
anticipated that these fuels sulfur content would be restricted in
the future

Co-Chair WI ken asked whet her the proposed conversion woul d affect
the quantity of oil that would be renoved from the pipeline
specifically whether it would increase demand.

M. Lasater replied that it should not increase the demand.
Co- Chair WI ken asked when the conversion project mght begin.

M. Lasater stated that the engineering of the project began in the
fall of 2003. The timng is considered "critically tight" for 2006.
Engi neering would be conpleted in 2004, the project's foundation
woul d be constructed in 2005, and the equi pnent would be installed
in 2006. The conpany is confident that it would neet the 2007
gasoline tineline requirenment. The 2006 di esel requirenent date is
June 2006. The short construction season in the State m ght present
an obstacl e.

Senat or Bunde asked whether this $100 million inmprovenment m ght
i npact the whol esale price of gasoline and diesel.

M. Lasater replied that the cost of production would increase.
However, historically the refining business has not been a cost-
pl us based business, as the price would be nore dependent on free
mar ket conpetition. While the cost to the conpany m ght increase,
t he market conditions would have nore affect on the price consuners
woul d pay.
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Co-Chair WI ken asked FHR s position in regard to transporting its
products via the Al aska Rail road.

M. Lasater understood that this rel ationship, which was devel oped
at the request of the State, was based on a couple of factors. The
refinery currently accounts for approximately fifty percent of the
revenue generated by the Railroad. The only alternate shipping
nmet hod woul d be a pipeline and, were that avenue pursued, it would
"have quite an inpact to the State as far as the viability of the
Rai |l road." However, at the conclusion of the contract, construction
of a pipeline would be an option.

Senat or Bunde understood therefore, that FHR had not initiated the
Rai | road provi sion.

M. Lasater affirned, however, clarified that for "the foreseeabl e
future" no other option exists.

Co-Chair WIlken inquired as to when WIlians' sale of its
conveni ence stores m ght occur.

M. Lasater explained that the sale of the convenience stores would
coincide with the date that FHR acquires the refinery.

Co-Chair WI ken asked regarding the conpany's position on |oca
hire.

M. Lasater stated that the current workforce is viewed by FHR as a
key el ement in the success of this acquisition. Wile the conpany
m ght bring in some of its managenent teamto run the operation

the intent is to not reduce the work force to save noney, as it
comon in sone acquisitions. Instead, he continued, the refinery's
direction conbined with the clean fuel investnment would require an
expanded wor k base including increased contractual work.

Senat or O son expressed that one of concerns in the State is the
environnental affect of industry, specifically in regards to such
things as spills that m ght negatively affect fishing grounds and
the fragility of the tundra. Therefore he voiced concern that Koch
I ndustries, FHR s parent conpany, has been sizably penalized for
environnental violations in recent years. He asked what safeguards
coul d be established to prevent violations from occurring.

M. Wight responded that the Conpany assunes full responsibility
for the conpany's environnental record, good and bad, and that the
conpany "has |learned a great deal fromthose experiences and as a
result has inpl enented managenent and conpliance nonitoring systens
that allow the conpany to prevent simlar situations from re-

SFC- 04 (15) 02/ 26/ 04



occurring. Specifically, the Texas facility's Clean Air violation
occurred due to enployee error. The error was uncovered during a
conpany audit, the enployee was di sm ssed, and the conpany al erted
the EPA to the violation. The Conpany is currently on probation.
VWile a separate subsidiary of Koch Industries had been
investigated for inaccurate neasurenents relating to its oi

acquisitions, a jury did not find that FHR had commtted any
wrongdoing in this regard and, even though FHR settled in that
|l awsuit, it provided no adm ssion of guilt. Furthernore, in this
agreenent, FHR woul d not be purchasing crude oil at the well head.

Senat or Hof f nan asked whet her the Koch I ndustries subsidiaries that
had the violations filed against them were established as LLC
conpani es.

M. Wight replied that he unsure as, at various times, Koch
I ndustries has utilized different business structures. He recounted
the nanes of the entities involved in the violations; however,
could not recall their business structure. He stated that this
i nformati on woul d be provided.

Senat or Hof f man voi ced that this information would be appreciated
as LLCs "have less liability and that is the reason"” that they are
established. The State should investigate this further as were
negative circunstances to occur, the liability on the part of an
LLC mght differ fromthe specified violation determ nations.

M. Wight stated that the current conpany structure's perfornmance
is one that has received high ratings from the EPA and other
environnmental groups. "It is performng at an industry |eader
| evel . ™

Co-Chair WIlken thanked M. Wight and M. Lasiter for their
corments and voiced that the State is looking forward to the
devel opnent of a mutually beneficial working relationship with Koch
| ndustries.

PH LI P REEVES, Assistant Attorney General, Cvil D vision (Juneau),
Department of Law noted that, at the Departnent of Law s request,
t he Departnent of Revenue has specified that the State's corporate
incone tax utilizes the sanme guidelines as the federal incone tax
which treats nost LLCs as corporations for nobst tax purposes. A
definitive answer in this regard woul d be provided.

Co-Chair Wl ken stated that this would be further nonitored as the
| egi sl ati on advances.

Co-Chair Geen noved to report the bill from Committee wth
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i ndi vi dual recommendati ons and acconpanyi ng fiscal note.

There being no objection, CS SB 348 (FIN) was REPORTED from
Conmttee with a new zero fiscal note, dated February 26, 2004 from
t he Departnent of Natural Resources.

AT EASE: 10:22 AM/ 10: 23 AM
#sb203

CS FOR SENATE BI LL NO. 203(JUD)

"An Act relating to admnistrative hearings, to hearing
officers, and to adm nistrative | aw judges; establishing the
office of admnistrative hearings and relating to that office;
and providing for an effective date."

This was the second hearing for this bill in the Senate Finance
Commi ttee.

Co-Chair WI ken conmmunicated that this |egislation wiuld create an
i ndependent office of hearing officers under the adm nistration of
a chief admnistrative |aw judge (ALJ), within the Departnent of
Adm nistration. The bill's sponsor would be providing further
information in regards to the office's structure. An explanation
pertaining to the fiscal note would be forthcom ng.

Co-Chair WIken asked whether there was any objection to the
adoption of the Version 23-LS0903\Z conmmttee substitute as the
wor ki ng docunent .

There being no objection, Version "Z" was ADOPTED.

[NOTE: A formal request to adopt the Version "Z" committee
substitute was offered later in the hearing.]

DAVE STANCLI FF, Staff, Adm nistrative Regul ati on Review Comm ttee,
Ofice of Senate President CGene Therriault, the bill's sponsor
explained the this commttee substitute has been devel oped to
address technical issues and to "clean up" various conponents of
the bill as identified by the Legislative Legal Division and the
Adm ni stration. He referenced a handout provided by the Regul ation
Review commttee titled, "Changes Included in SB 203(FIN" [copy on
file] that specifies the eight changes made in the conmttee
substitute. The first substantive change is |ocated in Section 66,
line 30, page 31 of the bill and reads as foll ows.

Sec. 66. AS 39.52.170 is anended by addi ng a new subsection to
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read:

(d) A public enployee who is in a permanent full-tinme
position as a hearing officer or admnistrative | aw judge may
not accept enploynent as a hearing officer or enter into a
contract to act as a hearing officer, admnistrative |aw
judge, or judicial officer for the federal governnent, another
state, a municipality, or a Native tribe.

M. Stancliff stated that the municipal jurisdiction specification
was added to the list to avoid possible conflicts of interest.

Senator O son understood the rationale for this section, as it
woul d apply to such large communities as Anchorage or Fairbanks;
however, he asked how Rural locations with limted nunbers of
hearing officers woul d be affected.

ANDY HEMENWAY, Hearing Oficer, Departnent of Admnistration,
responded that currently the State has 25 hearing officers, all of
whom are located in Anchorage, Fairbanks, or Juneau. These
individuals travel to other locations or participate via
tel econference as required. Therefore, this requirenment woul d not
affect smaller comrunities.

Senator d son continued to voice disconfort with the inclusion of
muni cipality enployees in the |ist.

M. Henenway stated that the purpose of this |anguage is to avoid
any conflict of interest that m ght arise regardi ng deci si on- naki ng
on behalf of one sovereign entity verses another's policies or
i nterests.

Senat or O son questioned how a hearing officer, whose role is one
of neutrality, could have a conflict of interest.

M. Henenway expressed that the intent would be to avoid any
"inherent"” conflict of interest. There m ght be a perception that a
heari ng officer who works on behalf of the State mght tend to rule
inits favor in a situation involving the State and a nunicipality,
for exanple.

Senator O son observed "that it sounds like we are trying to
protect ourselves from ourselves."

M. Stancliff comented that the second change is located in
Section 65 on page 31 of the bill. VWhile the bill provides
protection to the ALJ from inappropriately contact or influence
from agencies or Legislative agencies, it did not provide that
protection to hearing officers. This is addressed in Section 65.
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M. Stancliff stated that recently enacted | egislation incorporated
new processes at the request of Associated Ceneral Contractors
(AGC) in regard to dispute resolution. In order to allow that
process to devel op, those processes has been elimnated fromthe
jurisdiction of the |egislation.

M. Stancliff continued that the Adm nistration has requested that
hearing officers be provided the sane type of code as judicial
officers have in that a person could request a different hearing
officer preside over the hearing. This l|language is included in
Section 3, Subsection 44.21.570(c) on page ten, beginning on line
el even.

M. Stancliff stated that the definition of an admnistrative
hearing i s expanded in | anguage in Section 3, Subsection 44.21.599
(1) on page 11. This section reads as foll ows.

(1) "admnistrative hearing" neans a quasi-judicial hearing
bef ore an agency, but does not include an infornmal conference
or review held by an agency before a final decision is issued.

M. Stancliff, addressing Senator dson's concern about the
prohi bition of hearing officers working for the State and anot her
jurisdiction specifically in regards to how this mght affect a
smal |l Rural area, stated that this | anguage woul d serve to address
the concern. Hi ghly contested cases would be heard at the higher
adm ni strative |evel.

M. Stancliff stated that Nunber Six on the Regulation Review
Commttee list would address sonme conflicts the legislation
incurred with agency's "cease and desist” authority. This | anguage
is located in Section 8, on page 13, beginning on |line 16.

M. Henenway explained that this | anguage would prinmarily address
the bill's conflict with the Departnment of Conmmunity and Econom c
Devel opnent's crease and desi st orders for regul ated professions.

M. Stancliff stated that a technical change incorporated in this
commttee substitute is that the clarification of the duties and
responsibilities of ALJs and hearing officers is clearly defined in
the bill.

Senat or Bunde nentioned that separate legislation relating to
wor ker's conpensation woul d incorporate a panel of ALJs. Therefore
he asked how t hese two pieces of |egislation would interact.

M. Stancliff replied that this is an unknown, as the integration
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stage of the procedure has not been conducted. However, this should
be addressed as the processes advance.

Senat or Bunde stated that the bill in question is SB 311-1 NSURANCE
& WORKERS' COVPENSATI ON SYSTEM

M. Stancliff acknow edged.

SFC 04 # 22, Side A 10:40 AM

Senat or Hof fman asked whether the possible conflict of interest
issue that mght arise by a hearing officer being enployed in a
second job is addressed in this commttee substitute.

M. Stancliff responded that substantial discussion has occurred in
this regard, specifically whether hearing officers should be
all owed to practice | aw outside of their public enployee position.
This bill is restrictive in regards to possible conflicts.

M. Henenway noted that I|anguage in Section 3, Subsection
44, 21.540(c) on page six, lines 24 through 27 addresses the concern
regarding a second job. However, while this bill contains |anguage
inthis regard, it does not expressly prohibit work in a second job
outside of their enploynent with the State.

(c) An administrative |law judge enployed by the office nust
devote full tinme to the duties of the office unless appointed
to a position that is less than full-tine. An adm nistrative
| aw judge enployed by the office may not perform duties
inconsistent with the duties and responsibilities of an
adm ni strative | aw judge.

M. Henmenway understood the intent of this |anguage to be that a
person enpl oyed as an ALJ should "not also hold a second job within
the Adm nistration," such as being a Deputy Conmm ssioner, for
exanpl e.

Senat or Hoffrman stated that rather than being concerned about an
individual's ability to hold a second job, his primary concern was
their ability to privately practice | aw.

M. Stancliff responded that while this concern was addressed, the
decision was mnmade not to include it. However, the Chief
Adm ni strative Law Judge would be developing a judicial canon
simlar to that currently in place for the State Judicial Branch.
New regul ati ons governi ng ALJS woul d al so be devel oped that m ght
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address this issue. It is not, however, required, in Statute.

Senat or Hof f man asked whet her the i ndependent practice of |aw would
present a conflict of interest for hearing officers.

M. Henenway shared that this issue is a primary concern. The
Judicial Canon does prohibit judges from practicing law. The
essential question is whether this should also apply to
adm ni strative hearing officers. This is worth considering.

Responding to Senator Hoffman's question, M. Henenway decl ared
that there is certainly the potential for conflicts of interest in
this area. The question is whether it should be addressed through
regul ati on or Statute.

Senator Hoffman declared that if there is the potential for
conflict of interest, it should be included.

M. Stancliff stated that the State currently contracts with a
nunber of hearing officers and this process woul d be continui ng.
Therefore, consideration nmust be given to this situation.

M. Stancliff stated that the final change in the bill pertains to
Section 46(b) on page 26 of the bill and regards the anount of tine
that hearing officers mght spent in regard to insurance rate
setting. Currently, the Director of the Division of |Insurance
currently spends nore that 1,000 hours in this regard. Wre the
rate setting responsibility to shift over to the ALJs, it would
significantly increase the fiscal note. There are sone D vision of
| nsurance duties however, that could be transferred to the Centra
Panel w thout rnuch i npact.

M. Henenway voiced that rate setting responsibilities should not
be conducted by the Central Panel.

M. Stancliff concurred and stated that were those responsibilities
to beconme the responsibility of the Central Hearing Panel, the
fiscal note would be cost prohibitive and the bill would falter.

Co-Chair WI ken asked regarding the validity of the University of
Al aska's two-page brief [copy on file] requesting an exclusion from
the jurisdiction of the bill

M. Stancliff commented that the brief mght have some validity.
The determnation regarding the University is under review
However, he voiced, "that no State hearing officer should be exenpt
fromthe protections and hi gher standards" being devel oped in the
bill. The University has a high quality process and neets those
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st andar ds.

Co-Chair W I ken asked how the University's request would be
addr essed.

M. Stancliff replied that an anmendnent would be developed to
address their exenption.

Co-Chair Green noved to adopt the Version 23-LS0903\Z commttee
substitute as the working docunent.

There being no objection, the Version "Z" commttee substitute was
formal | y ADOPTED as the worki ng docunent.

Co-Chair Wl ken stated that the fiscal note di scussi on would occur
during the next hearing on the bill

Senat or Hoffrman asked whether there is a shortage of hearing
officer applicants in the State.

M. Henenway responded that in his perception, as positions open,
there are a nunber of good applicants.

Co-Chair Wl ken noted that the bill would be HELD in Conmittee.

#
ADJ QURNIVENT

Co-Chair Gary WI ken adjourned the neeting at 10:52 AM
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