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CHAI R JAY RAMRAS called the House Judiciary Standing Conmmttee
neeting to order at 9:14:06 AM Representati ves G uenberg,
Dahl strom (via tel econference), Holnes, and Ranras were present
at the call to order. Representative Coghill arrived as the
neeting was in progress.

Overview(s): Matters pertaining to the high gas and heating oil
prices in Al aska

9:15:29 AM

CHAI R RAMRAS announced that the only order of business would be
consideration of matters pertaining to the high gas and heating
oil prices in Alaska and why gas prices have fallen in the Lower
48 but not in Al aska.

CHAIR RAMRAS relayed that he and Representative Harris have
di scussed the issue of rising retail gasoline prices and whet her

they are the result of "pricing power"” in the market or of
inefficiencies in the market due to volune issues - consunption
[ vol ume] or production [vol une]. He offered his recollection

that antitrust issues were investigated during the Know es
Adm ni stration, and the Departrment of Law (DCOL) concluded that
the pricing situation at that tinme was not due to antitrust
behavi or but was sinply the result of the market. He nentioned
that the hearing today would be largely informational; that M.
Sniffen from the DO. would be providing an overview of the
State's current ongoing inquiry into these matters; that a
foll owup hearing would be held in about a nonth; that the House
Judiciary Standing Commttee will be producing a report for the
| egislature; and that energy issues and the cost of fuel oil,
gasoline, and natural gas are of inportance to constituents.

9:21:32 AM
LOS HEIN, Co-Omer, Riverview Quck Stop, Inc., relayed that a

couple of weeks ago she'd called for delivery of gasoline but
couldn't get it because of a slowdown in production, and

therefore had to "bag off" the punps at her station. Upon
contacting Alaska Petroleum Distributing Inc. and Big State
Logistics, Inc., she discovered that "if we couldn't get gas

through the refinery, we were going to have to ship it in by
rail car,"” which would result in increased cost to consuners at
t he punp. Not having gas at the punps during bad tines, she
remar ked, makes things even worse, and these are very difficult
times right now She noted that her custonmers have signed a
petition against the high price of fuel in Fairbanks; they are
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di stressed that gasoline prices across the nation are going down
as is the price per barrel of oil and yet those decreases aren't
reflected in the price they are paying at the punp.

M5. HEIN noted that there had been a $.20 decrease in the price
of [gasoline] a couple of weeks ago, as well as an $.08 decrease
when the governor's legislation repealing the State's notor fuel
tax took effect. She expressed favor wth the investigatory
efforts being undertaken, adding that many people feel that they
have no recourse, and that she is seeing a |ot of people who are
going to have to nove. |In response to questions, she indicated
that many people signed the aforenentioned petition, and that
she would be providing the signed petition to the commttee and
to Governor Palin.

CHAIR RAMRAS said the conmttee would include a copy in its
forthcomng report and forward a copy to the "appropriate state
agenci es. "

M5. HEIN relayed her confort wth that proposal, adding, "I
would like to be able tell the people, who are asking daily,
that they do have a voice, [that] ... the State works for them -
.. we aren't forgotten Ilittle people.™ In response to
guestions, she explained that her conpany buys gasoline from
Al aska Petroleum Distributing Inc, the vendor from the refinery,
and that there have been no previous problens getting gasoline.

9: 25: 42 AM

REPRESENTATI VE GRUENBERG noted that his research indicates that
other states are considering "anti-gouging"” |egislation, though
the protections in a nunber of those pieces of l|egislation are
only triggered by the declaration of a state of energency. One
state, however, has considered broadening the definition of a
"state of energency” to include an "econom c energency". He
asked Ms. Hein whether she thinks it would be appropriate for
Al aska to do sonething simlar.

M5. HEIN indicated that she thinks that the current situation
could be considered an econom c energency, adding that she is
aware of people who are not able to pay their utility bill and
their fuel bill and their rent. Furthernore, prices in the
grocery store are rising, and vendors are raising their prices
three to four tines a year as well. "It's affecting everything
right down the chain,” she renmarked, adding that people just
can't afford "to live here.”" In response to further questions

she said that every week the price of gasoline has been going
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up; that her conpany has been having difficulty buying product
because she couldn't afford to pay that much nore to the
gasol i ne conpany every week; that in the |last year, for exanple,
the cost of gasoline has risen close to $1/gallon; and that
currently the price of gasoline at her punps is $4.38/gall on.

CHAI R RAMRAS asked Ms. Hein what her "margin is" per gallon,
what the fees currently are for credit card users conpared to a
year ago, and what volunme of gasoline she sells conpared to
other retail gas stations associated with | arge stores.

M5. HEIN said that her conmpany has a markup of $.20/gallon; pays
[$.05/gallon] on credit card purchases; and used to sell about
700 gallons/day but now only sells about 300 gall ons/day. She
said she assunes that this drop is due to people driving |ess.
She noted that she charges about $.20 nore per gallon than sone

gas stations located in town, such as "Fred Meyer," "Safeway,"
and "Holiday."
9: 30: 35 AM

REPRESENTATI VE DAVI D GUTTENBERG Al aska State Legislature, asked
Ms. Hein whether, when her distributors told her that gasoline
was not available, she was given a reason why production was
down.

M5. HEIN said she was sinply told that there was a problem at
the refinery, and only discovered later that production had
st opped.

REPRESENTATI VE GUTTENBERG asked whether that was due to the
refinery making | ess gasoline in favor of nmaking nore jet fuel.

M5. HEIN said she was not given that information.

REPRESENTATI VE GRUENBERG offered his understanding that Section
3 of North Carolina's proposed House Bill 653 expands the
definition of "disaster” to include "econom c well-being".

CHAIR RAMRAS indicated that the conmttee would be pursuing
these issues well into October and on into the next |egislative
sessi on.

9:34: 52 AM

CLYDE (ED) SN FFEN, JR, Senior Assistant Attorney General,
Commercial/Fair Business Section, Cvil D vision (Anchorage),

HOUSE JUD COWM TTEE - 6- Sept enber 10, 2008



Department of Law (DOL), relayed that he focuses on enforcing
Al aska's consuner protection and antitrust statutes, and that
al though he was not in that position when the aforenentioned
previ ous gasoline-pricing investigation occurred, he was when
the final report was issued. That investigation, which |ooked
at gasoline pricing in Alaska from the md-1990s to 2000,
focused on whether there was anything illegal about the pricing,
and the report concluded that there was not. The attorney
general is now again |ooking at those issues.

MR. SNI FFEN rel ayed that although he is synpathetic to concerns
that the high price of gasoline is causing people to think about

| eaving Alaska, it also raises the questions of, "Wat do we
want to do about it?" and "Wat can we do about it, from a | egal
per spective?" For the nobst part, [the State] doesn't control

what prices businesses set for their goods and services; there
is no |law that says businesses can only sell their products at
cost plus a certain anmount of profit. | nstead, [the State]
relies on the market to set prices; businesses sell their
products for whatever consuners are wlling to pay for them
One of the unfortunate aspects of gasoline is that the demand
for it is relatively inelastic regardless of price. Lacki ng an
[ adequate] public transportation system in Al aska, people have
to buy gasoline in order to travel to and from work, for
exanple, particularly in the wnter nonths. This inelasticity
regardi ng demand seens to have a huge inpact on pricing.

MR. SNl FFEN suggested that one way to help the market drive
prices down would be to |lower the demand for it, though that

could prove to be difficult. Another thing to consider is
whether there is anything illegal going on wth regard to
gasoline pricing. Al aska currently doesn't have a "price-
gougi ng" statute - the State can't sinply tell a business that
it is charging too much for a product. Furthernore, price-
gouging statutes in other states are all triggered by a declared
state of energency - when Hurricane Katrina hit, for exanple,

there was a declared state of energency, and [Louisiana's]
price-gouging statute prohibited businesses from raising prices
during that state of energency and thereby taking advantage of
consuner fears - so even if Alaska did have a simlar statute
it probably wouldn't apply under the current circunstances.

MR SNIFFEN relayed that although a price-gouging statute
triggered by economic strife of sonme kind mght be warranted in
Al aska, he is leery about having legislation interfere wth
mar ket forces. He acknowl edged, though, that such would be a
policy call for the legislature to make. Al aska's antitrust
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laws, on the other hand, also help to control pricing in a
peri pher al manner, and are ained at keeping the market
conpetitive. The State doesn't want conpetitors colluding with
each other or doing things that disrupt the normal operation of
t he market. Fair conpetition drives prices down, and benefits
consuners. Alaska's antitrust laws are [imted in scope in that
they target exclusionary conduct and conduct that suggests that
price fixing or coordinated activity has occurred. From an
antitrust perspective, the DO wll ook to see whether
busi nesses are colluding with each other in some way to keep the
price of gasoline at a certain level, or whether individual
busi nesses are attenpting to exercise market power in an illegal
fashion in order to keep gasoline prices high

9:41:22 AM

MR. SNI FFEN said that when it cones to the pricing of goods and
services, the legal renedies are narrow and few  \Wen there is
no collusion or other illegal antitrust conduct occurring, and
the market is operating conpetitively, then prices are sinply
what prices are; it's really just a supply-and-demand world, and
supply and demand affects prices. One reason for the recent
shortage of gasoline in the Fairbanks area, he surm sed,
pertained to an operational issue at the refinery - sone
conponents required in the mnufacture of gasoline had to be
repaired and it took several weeks for that to occur. Such
operational issues can account for spikes [in supply and
therefore price].

CHAI R RAMRAS offered his understanding that Tesoro Corporation

as a publicly traded conpany, lost 75 percent of its market
value over the last year; and that research indicates that
that's due to a lack of pricing power at the refinery level -
that as the price of gas goes up, consunption goes down, and so
refiners lose their margin. He said he's heard argunents that
had the price of gasoline truly followed the price of a barrel
of oil, the price of gasoline mght have gone as high as
$6. 00/ gal | on. Consuners, he surmsed, related the price of
gasoline to the price of a barrel of oil and thus assuned that
there should now be a correlating decrease in price. After
referring to the Healy Cean Coal Plant (HCCP), Chair Ranras
said that he'd met with the CEO of Golden Valley Electric
Association (GVEA), and offered his wunderstanding that GVEA

estimates the price of oil going forward 90 days, mssed a
"radical” move in the market and so |ost over $25 mllion, and
has since only been able to recapture $2.5 million of that |oss
every nmonth and thus it wll take GVEA 10 nonths of price
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correction to recoup the total $25 mllion. Consuners, on the
other hand, see only that the price they are paying has not
correspondingly dropped with the drop in the price of a barrel
of oil. He relayed that GVEA has indicated that it will have to
recoup the aforenentioned $25 million loss before it can "re-
price" [its rates] to correlate with the [current] cost of
diesel, which generates the majority of [GVEA' s electric]
kilowatts.

CHAI R RAMRAS, remarking that the state is somewhat responsible
for the high price of oil because it's selling its royalty oil

at the premium price that the market wll bear, asked M.
Sniffen to speak about "pricing for retail customers ... and the
di sconnect that may exist between [the] price of a barrel of
oil, the relationship to refining, and how |ong consuners have

to wait until that relationship is restored.™

MR. SNl FFEN, suggesting that representatives fromthe refineries
m ght be better able to respond to those points, relayed that
the admnistration has retained the services of a petroleum

econom st - Barry Pulliam senior economst at Econ One
Research, Inc. - and that he and M. Pulliam have discussed the
fact that the retail price of gasoline did not correspondingly
go as high as the price of a barrel of oil, thus resulting in a
deficit for some refineries, which in turn have delayed
decreasing their prices until they can recoup their |oses.
Hi storical data regarding the price of gasoline in Alaska's
Rai | belt communities - Anchorage, Fairbanks, Kenai - illustrates
a trend for the price of gasoline to lag a bit behind "what the
mar ket has done." Even Seattle, for exanple, lags behind the

national market, and Al aska | ags even a bit further behind.

MR. SNI FFEN remarked that the current |lag has been particularly
|l ong, and that even when the prices elsewhere started to fall,
the prices in Alaska still have not, even a nonth later. M.
Pulliam M. Sniffen relayed, has indicated that perhaps sone
ot her operational issues in Al aska have been a factor in keeping
prices in Alaska up. M. Sniffen said that [he and M. Pulliam
will be investigating that point further. M. Sniffen suggested
that the fast and dramatic increases in the price of a barrel of
oi | caught everybody off guard, and so it may be awhile before
prices conme down further, though the suspension of the State's
notor fuel tax has resulted in a bit of a decrease.

9:49: 19 AM
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CHAIR RAMRAS referred to a chart in nmenbers' packets which
illustrates average gasoline prices, gasoline prices a nonth
ago, and gasoline prices a year ago, in Al aska, |daho, Montana,
Nort h Dakota, South Dakota, Washington, and the U S. as a whole.
He remarked that North Dakota is simlar to Alaska in that the
popul ation is small, it's rural in nature, there's no popul ation
density, it's an oil exporter and an oil producer, and has one
refinery. Consuners in Al aska, he remarked, have put forth the
argunent that since the state owns the oil, they ought to be
able to purchase it for |Iess. Chair Ranras expressed interest
in having M. Pulliam testify during the next hearing on these
issues, as well as in obtaining information from states wth
characteristics simlar to those of Al aska.

MR SNIFFEN, in response to a question, proffered that the
current high cost of gasoline in Alaska mght be causing sone
people to purchase their gasoline at stations that have cheaper
prices. So although the volunme of gasoline sold at Ms. Hein's
station, for exanple, has decreased, he doesn't know whether the
total volume of gasoline sold in the Fairbanks area has
necessarily decreased. He surmised that in some conmunities
where residents have the ability to cut down on consunption,
there has been a decrease in consunption. Consunpti on has gone
dowmn even in Anchorage, for exanple, but only by a smal
fraction, nothing large enough to have affected [retailers']
prici ng deci sions.

REPRESENTATI VE GRUENBERG asked whet her Al aska has devel oped any
common | aw that would remedy "this."

MR. SNI FFEN offered his understanding that if prices rose to an
unconsci onable level, that there is a "rule of equity" which
m ght allow the argunent to be made that a business's pricing is
so outrageous that it's unfair and thus shouldn't be allowed

He added, however, that he hasn't ever seen that [argunent]
successfully applied to the price of gasoline. In response to a
guestion, he indicated that in cases where that theory has been
rai sed, there has al nost always been a better theory raised as
well - such as that fraud or a consuner protection violation
occurred that resulted in the unconscionable price - and so the
fact of a high price alone has not been the focus [of any
subsequent investigation]. In response to another question, he
observed that alnost all consumer protection statutes are code-
based.

9:54: 59 AM
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REPRESENTATI VE M KE HAWKER, Al aska State Legislature, renarked
that there is precedent for the state to regulate the price of
essential life services via the Regulatory Comm ssion of Al aska
(RCA), so the state could sinply regulate all refining and
di stribution of petroleum products. Shoul d sonething |ike that
occur, he asked, would that result in consuners having to absorb
the entirety of such losses as those nentioned earlier? In
ot her words, would the price of petroleum products sinply go up
even hi gher under a regul ated environnment?

MR. SNI FFEN surm sed that that could be a possibility. He noted
that when Hawaii put its refineries under regulatory control a
few years ago, prices went up right away to the maxi num all owed
by statute and then never canme down. Doing sonmething simlar in
Al aska would be very difficult, he opined, and nentioned that
M. Pulliam had been involved in comng up wth Hawaii's
regul atory frameworKk. Under Al aska's current regul atory regine,
if a utility conpany wants to set a price for delivery of its
gas, it has to go before the RCA for a rate hearing. So if the
refineries in Alaska had their rates set by the RCA and
sonet hi ng happened whereby they incurred a lot of costs, they
woul d either have to seek sonme energency relief fromthe RCA or
wait wuntil their next regular rate hearing before adjusting
their rates and trying to recover their | oses. This would be
difficult, he again opined, because crude oil markets nove far
nore dynamcally than those associated with other types of
energy utilities that the state already regul ates.

REPRESENTATI VE HAWKER asked whether the courts have ruled that
the state may not sell its royalty oil bel ow market price.

MR. SNI FFEN sai d yes, adding that there is also a constitutiona

requirenent for the state to sell its royalty oil at market
rates so as to maximze the state's resources for the benefit of
the people, and conpanies |like Tesoro Corporation and Flint

Hills Resources nmust pay the price set in the world market.

REPRESENTATI VE HAWKER, referring to the aforenmentioned chart,
asked whether the columm |isting taxes includes excise taxes.

10: 01: 41 AM

JANE W PIERSON, Staff to Representative Jay Ranras, Al aska
State Legislature, said that that columm just lists sal es taxes.

MR. SNIFFEN, in response to comments and a question, offered his
understanding that when a refinery manufactures a gasoline
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product, it goes to various types of gas stations in a variety
of ways. For exanple, there are conpany-owned gas stations that
are affiliated with the refinery in sone way - they may be
| eased through the conpany that owns the refinery, or they may
be "branded" stations, which have to conmply wth certain
requirenents - and then there are sone independent gas stations
that use various distributors to transport fuel to them fromthe
refinery. Furthernore, sone independent gas stations m ght have
the resources to buy their own fuel trucks, and so wll just go
pick up their own fuel

MR. SN FFEN i ndicated that nost gas stations, though, have sone
kind of a relationship with a refinery - via sonme kind of
agreenent, which mght include a reduction from the "rack rate"
- and have gas delivered through various types of transportation
conpani es. Pricing decisions are primarily left to the retail
stations, and are clearly driven by the refinery's price for
gasoline at the rack, which is the term used for the outlet at
the refinery where the gasoline is sold and picked up by the

fuel trucks. A rack rate is what the refinery is selling its
gas for at the rack, various services track rack rate
information for refineries around the world, and the

adm nistration is using Gl Price Information Service (OPIS) to
track rack rates as part of its investigation.

MR. SNl FFEN expl ained that jobbers are entities that transport
fuel fromthe rack to the different stations, and are related to
the gas stations owners and the refineries in sone way. There
are also independent distributors that own fuel trucks and
transport fuel to anyone who needs it, charging so nuch per
gallon for that service.

REPRESENTATI VE COGHI LL, remarking that his father worked as a
j obber, offered his belief that jobbers have "brand loyalty."

MR. SN FFEN concurr ed.

10: 09: 30 AM

REPRESENTATI VE BOB ROSES, Al aska State Legislature, asked M.
Sniffen whether he was famliar with "the antitrust prosecution
that occurred agai nst independent service station owners back in
the '70s."

MR. SNI FFEN said he is famliar with that prosecution as well as

with an investigation that occurred in the early or md-'90s in
which it was found that there was sone collusion occurring,
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t hough he is not sure whether the subject of that investigation
was indicted or subjected to crimnal penalties.

REPRESENTATI VE ROSES, referring to the [prosecution] that
occurred in the '70s, explained that the State brought a |awsuit
against 18 different service station owners and that there were
about 30 stations involved because sone of the people under
i nvestigation owned several stations. This occurred back when
there were gas shortages all over the country, and [as one of
those service station owners, he'd] get calls from his
distributor five times a day saying that the price of gasoline
had changed agai n. During those tinmes, if a service station
owner was |ucky enough to buy 10,000 gallons of gasoline at one
of the day's low prices, then he/she could actually nake a
profit, but if not, then he/she would end up "giving it away" in
order to stay conpetitive wth other service stations.
Representative Roses explained that he was one of the
aforenmenti oned 18 service station owners.

10: 12: 33 AM

JEFF COOK, Director, External Affairs, Flint Hlls Resources,
paraphrased from his witten testinmony, which in part read
[original punctuation provided]:

Qur Conpany has nore than 60 years of experience in
the refining business. Along with the North Pole
Refinery, which we have owned since 2004, we also own
and operate refineries in Mnnesota and Texas.

The North Pole Refinery began operating in 1977,
shortly after the TransAl aska Pipeline System was
conpl et ed. The facility has gone through various
nodi fi cations over t he years, but its basi c
configuration has renmai ned unchanged. Qur refinery is
a topping plant neaning it |lacks the sophisticated
processing capability to turn all of the crude oil
that comes into the plant into refined products.

The North Pole Refinery takes in between 180,000 to

220,000 barrels per day of crude oil. We heat that
crude oil to distill it into a few basic products
which we retain to sell. The rest of the stream is
then returned to TAPS. As a result, we keep only
about 50,000 barrels a day of saleable products, the
majority of which is jet fuel. |In addition, we keep a
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guantity of fuel that is used to heat the crude oil in
the refining process.

There were nmany topping plants operating in the United
States when the North Pole Refinery opened for
business in 1977. Now, there are just a few
| ncreased environnental em ssions regulations caused
many topping plants to shut down and increasingly
stringent federal requirenments on the type of fuels
produced forced others to cl ose.

The North Pole Refinery was able to keep pace with new
environnmental regulations but the changes in the type
of fuels required has inpacted the anount of gasoline
that can be produced at our North Pol e plant.

Since federally mandated decreases in sulfur content
for gasoline and diesel fuel came into effect in the
| ast few years, our ability to produce those two fuels
has been substantially dimnished. Wile the refinery
still produces sonme gasoline and off-road diesel, we
now buy gasoline and diesel fuel from other sources in
order to nmeet the full needs of our custoners.

W are not in the crude production business nor do we
own retail stations and all of our products are sold
on the whol esal e mar ket .

It's also inportant to note that we provide |ess than
one-fifth of the gasoline used in Alaska and only a
third of the heating fuel in the Fairbanks area.

10: 16: 17 AM

CHAIR RAMRAS offered his understanding that Flint Hills
Resources is contenplating taking "draconian neasures" because
it is having a difficult tinme staying in business and has
ongoing tension with the State; that nost refineries are able to
use natural gas to refine their products into gasoline; that the
price of natural gas is equivalent to oil at about $45 per
barrel; and that Flint Hlls Resources is still using oil to
refine its products into gasoline, resulting in nore cost
conpared to the refinery at N kiski, which, he said he assunes,
uses natural gas.

MR COX relayed that Flint Hlls Resources has to refine its
crude oil into the product - basically, gasoline - it uses to
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run its refinery in North Pole, so the high prices of crude oi
have definitely inpacted the conpany. Most refineries in the
country do run on natural gas, and this puts the North Pole
refinery at a conpetitive disadvantage. It costs about
$21/MvBtu (mllion British thermal units) to run that refinery.

CHAIR RAMRAS offered his belief that "usually the energy
equi val ent between natural gas and oil is six to one"; that the
current price of natural gas at the Henry Hub is about $7; and
that the current price of Al aska North Slope (ANS) crude oil

will be about $100 per barrel. If there was natural gas in
Fai rbanks, would Flint Hlls Resources be able to refine its
product for |ess, he asked. And, if so, would Flint Hills

Resour ces pass that savings on to the consuner?

MR. COX said that if that natural gas were to be priced simlar
to what it's priced in the Anchorage area, it would certainly
reduce his conpany's costs significantly, though |long-term
mar ket forces are what define price.

CHAIR RAMRAS surmised that if Flint Hlls Resources were to
change the type of fuel it uses to refine its product, it would
result in future savings for consuners. He offered his
understanding that 1 Bcf/year would supply the Fairbanks market,
and that Flint HIlls Resources would use about 5 Bcf "in order
to swap natural gas for the function that oil is playing in
refining products at the topping plant."”

MR. COOK, in response to questions, indicated that some of his
conpany's proprietary information could be provided to the
| egislature as long as confidentiality agreenents were signed.

10: 22: 06 AM

REPRESENTATI VE HAWKER asked what it would cost to convert the
North Pole refinery so that it could use natural gas to refine
its products.

MR. COOK said he would try to provide that information to the
conmittee.

REPRESENTATI VE GRUENBERG r ai sed the issue of "zone pricing," and
noted that proposed legislation in New York would make such
illegal; that legislation - NY A 2641 - in part reads: "PRI CES
SET PURSUANT TO THE PRACTICE OF ZONE PRICING WHEREBY A
WHOLESALE OR RETAIL DI STRIBUTOR OF MOTOR FUELS SETS PRICES ON
THE BASIS OF CEOGRAPHHC REG ONS, SHALL BE DEEMED TO BE
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UNCONSCI ONABLY EXCESSI VE AND SUCH PRACTI CE OF ZONE PRI CI NG SHALL
BE PRCHI BI TED." Representative G uenberg asked M. Cook whet her
he's heard of zone pricing taking place in Al aska.

MR. COOK said he has not.

10: 24: 23 AM

REPRESENTATI VE SCOTT KAWASAKI, Alaska State Legislature, asked
how Flint Hlls Resources determnes what its rack price for
heating fuel wll be.

MR. COX said that there is no specific formula that's used, and
that market forces set the price and Flint HIls Resources nust
remai n conpetitive in order to stay in business.

REPRESENTATI VE ROSES of fered his understanding that zone pricing
pertains to businesses that can access refineries in nore than
one state, and is therefore not an issue in Al aska.

10: 27:11 AM

DOUG CHAPADOS, President, Petro Star Inc. (PSlI), paraphrased
from his witten testinony, which in part read [original
punctuati on provided]:

Petro Star was incorporated in 1984 and becane a
wholly owned subsidiary of Arctic Slope Regiona
Corporation (ASRC) in 1987. In terms of conpanyw de
refining capacity, Petro Star is, by a wde margin,
the smallest in-state refiner and the only one that is
owned and control |l ed by Al askans.

Today Petro Star operates two refineries. North Pol e
is our original plant and has a crude oil processing
capacity of 20,000 barrels/day. Qur second plant is
|ocated in Valdez and has a crude oil processing
capacity of 48,000 barrels/day. These very sinple
topping units produce mlitary and commercial jet fuel
and, with increasing restrictions, hone heating oil
and di esel fuels.

In addition to refining, Petro Star also markets fue

to end users in Interior, South Central, and Western
Al aska through our North Pacific and Sourdough Fuel
di vi si ons. It is inmportant to note that while we
refine crude oil, we do not produce gasoline. The
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gasoline sold at the eleven convenience stores we
operate statewide is purchased from third parties.
For this reason, Petro Star is just |ike any other
gasoline retailer.

It is part of Petro Star's culture to be good
corporate citizens. W enploy approximtely 290
Al askans, nore than half of whom reside here in the
Fai r banks area. Qur renmai ning enployees can be found
in the other conmunities where we do business -
Kodi ak, Unal aska, Val dez and Anchorage. Al nost all of
ASRC s 9,600 shareholders - our owners - live and work
in Al aska. We provide econom c benefits in the form
of enploynent opportunities which positively inpact
Al aska's econony, and by acting as a good conmunity
part ner.

Petro Star is very aware of, and sensitive to, the
negative inpacts of high fuel costs on Al askans. A
large mpjority of our enployees and their famlies
live in areas where energy costs are extrenely high.

It is nostly out of necessity that Alaskans |live
energy intensive lifestyles, and we recognize that
high energy costs fall especially hard on the

residents of this state. Hi gh costs have al so opened
the fuel industry to criticism but we consider it a
privilege to provi de this essenti al servi ce,
especially in the nore isol ated regions of Al aska.

The chall enges facing refiners across the country are
growing and this is especially true for small refiners
like Petro Star. | ncr easi ng envi ronnent al
regul ations, such as the proposed carbon tax and the
ongoi ng inplenentation of |ow sulfur fuel standards to
name but two, pose significant econom c chall enges for
our conpany and undoubtedly wll inpact the prices
Al askans pay for fuel in the future.

Modi fying just one of our small refineries to produce
ultra-low sul fur di esel is estimted to cost
substantially nore that it did to build the refineries
in the first place and we are now in the process of
deci di ng whether this huge investnent can be justified
and what our options are if it can't.

Record high crude oil costs are a mxed blessing; on
one hand they provide substantial revenue to the state
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treasury and help grow the Permanent Fund, yet these
same high crude oil prices also create very rea
hardships for Alaskan famlies and businesses, and
i npose drag on our nation's econony.

Though admttedly a short term solution, Petro Star
views the Resource Rebate as a positive step and can
report t hat we imediately inplenmented another
provision of this legislation by passing along the
savings from suspension of the State Mtor Vehicle
Fuel Tax to our customers.

Wile the last few years have been good for Petro
Star, our business is volatile and good years are
often offset by bad ones. Being small, Petro Star
does not have the sane economes of scale enjoyed by
our larger conpetitors, and while we always price our
products to be conpetitive, we are not in a position
to dictate the prices we pay for fuel or the market
prices of the products we produce.

Petro Star has deep roots in the state of Al aska and
we are committed to providing superior and conpetitive
services to our custoners. W take pride in our
ability to successfully conpete in the Al aska
mar ket pl ace and look forward to a continued positive
relationship with our custoners, the comunities in
whi ch we do business, and the State of Al aska.

10: 32: 19 AM

CHAI R RAMRAS asked whether having access to natural gas in
Fai rbanks would reduce Petro Star's production costs, and
whether the same would be true if there was natural gas
avai |l abl e in Val dez.

MR. CHAPADOS said natural gas would be cheaper than the fuels
Petro Star currently burns at its refineries, but pointed out
that there is sonme limt with regard to how nmuch natural gas
could be used to supplant the existing fuels. For exanpl e,
there are conponents in the crude oil stream - when crude is
processed in the refinery - that are not practical to return to
the pipeline, and so those conponents are burned as refinery
fuel. Petro Star could take advantage of natural gas prices,
but not to the extent that it mght at first appear. I n
response to a question, he explained that |ow sulfur fuel
standards are part of the Cean Ar Act, began taking effect in
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Al aska June 1, 2006, and address the sulfur content of diesel
fuels and gasoline. In response to another question, he
concurred that refined fuel 1is a value-added product, and
characterized it as a significant contributor to the state's
econony.

MR. CHAPADCS, in response to other questions, explained that
fuel -quality standards are set at the federal level; that Petro
Star has been designated by the Environnmental Protection Agency
(EPA) as a small refiner; that that designation allows Petro
Star to delay conplying with federal |owsulfur fuel standards
for roughly four years, but |imts the volume of high-sulfur
fuels - such as diesel for off-road use and heating oil - that
it can sell fromits two refineries; that the volune caps that
were inposed on Petro Star were based on years when the conpany
sold |l ess volunme; and that as a consequence, Petro Star nust now
truck product from its refinery in the Interior down to
Sout hcentral Al aska, and truck product from it's refinery in
Sout hcentral up to the Interior, thus incurring greater cost,

which it nust recoup. He nentioned that it is far nore
efficient and cost effective to transport fuel by barge than by
t ruck. In response to another question, he indicated that the

af orenentioned delay in having to conply with the federal |ow
sul fur fuel standards was the result of input from the state
regarding the distinction between urban and rural areas of the
st at e.

10: 39: 27 AM

REPRESENTATI VE HAWKER questioned whether [|ow sulfur standards
are really necessary in Alaska or whether it's just a case of
Al aska getting swept up in the national trend.

MR. CHAPADCS i ndicated that those standards should be applied in
Al aska because nodern vehicles that are designed to burn ultra-
| ow-sul fur diesel cannot burn high-sulfur diesel. In response
to coments and a question, he explained that prior to
i npl enentation of |owsulfur diesel standards, all refiners in
Al aska coul d produce "highway diesel fuel,"” but now the only in-
state refinery that is now capabl e of producing ultra-Iow sul fur
diesel fuel is the one owned by Tesoro, and that [conversion]
did not come cheap to Tesoro. In contrast, Petro Star has a
l[imted ability to produce what is known as |owsulfur diesel
fuel, but, again, Petro Star is also limted with regard to the
volune it may sell.
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CHAI R RAMRAS asked M. Chapados what Petro Star's profit margin
is with regard to the sale of gasoline at its 11 conveni ence
stores.

MR. CHAPADCS declined to provide that specific information. He
added that in general, Petro Star is seeking to be conpetitive
with other gas stations near its retail |ocations and at |east
break even on its "gasoline volunes"; Petro Star nmakes nore
nmoney on the other products it sells at its convenience stores
that it does on gasoline sales.

10: 45: 23 AM

REPRESENTATI VE KAWASAKI asked how Petro Star calculates its rack
rates.

MR. CHAPADOS said Petro Star is seeking to be conpetitive,
adding that his conpany won't sell heating oil to other
distributors, for exanple, if its prices aren't conpetitive.

REPRESENTATI VE KAWASAKI asked M. Chapados if he could prove
that Petro Star is passing on to consuners the $.08 savings
resulting fromthe repeal of the State's notor fuel tax.

MR. CHAPADCS agreed to get that information to the commttee.

REPRESENTATI VE KAWASAKI expressed concern that because gasoline
goes from a refiner to a distributor and then to a retailer,
that that savings has not been passed on to consuners and is
i nstead sinply being absorbed sonmewhere.

MR. CHAPADOS indicated that he would be providing information
which illustrates that his conpany's prices dropped by $.08 as
of Septenber 1, 2008. In response to comments and questions, he
expl ained that jet fuel is typically sold to |arge commercial or
mlitary entities and so retail prices are tied to published

i ndi ces regardl ess of what a barrel of crude oil is selling for
on the gl obal market. He relayed that during that period when
the cost of a barrel of oil increased so dramatically, Petro

Star did not pass on that increase to its heating fue
cust oners.

CHAIR RAMRAS offered his belief that the public perception is
that "everybody in the chain" did exceedingly well during that
time period and engaged in bad behavior and took advantage of
the situation. The goal of the commttee, he relayed, is to
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determ ne why, as the price of a barrel of oil comes down, there
is not a conmmensurate decrease in the retail price of gasoline.

MR. CHAPADCS said his sense is that that increase in the price
of crude oil was not passed on in its entirety. 1In response to
a question, he explained that heating oil makes up the snmall est
part of Petro Star's sal es.

REPRESENTATI VE COGHI LL questioned whether Petro Star, if it no
|l onger had the mlitary bases in the Interior as customers, it
could start selling nore heating fuel to people in the Fairbanks
ar ea.

MR. CHAPADOS said it could not because of the aforenentioned
vol une caps pertaining to high-sulfur diesel; the only other
outlet for that product would be to truck it all down to
Anchor age as jet fuel

CHAI R RAMRAS remarked that Alaska's fuel market is fragile and
tied to the mlitary, and noted that when he'd spoken of the
problenms facing Flint HIlls Resources to sonmeone in the
adm nistration, that person indicated that Petro Star would
sinply buy Flint Hlls Resources. All refineries have a fragile
nature, he concluded, and are not nmaking vast anmounts of profit
as is assunmed by the public.

REPRESENTATI VE COGHI LL asked what the state's gasoline needs are
and whether it is necessary to inport gasoline into Alaska to
neet those needs.

CHAIR RAMRAS offered his wunderstanding that Southeast Al aska
must get its gasoline from Seattl e.

10: 54: 49 AM

REPRESENTATI VE HAWKER asked whether the commtnent fromthe U S
Department of Defense (DOD) to require a conversion from regul ar
diesel fuel to synthetic fuel at Alaska's mlitary basis wll
threaten the fuel industry's stability in the state.

MR. CHAPADCS said it is a threat.
REPRESENTATI VE HAWKER surmsed that the state would have to
build new refineries to accommodate such a conversion, and that

the resulting costs being passed onto retail consunmers wll get
even Wwor se.

HOUSE JUD COWM TTEE -21- Sept enber 10, 2008



CHAI R RAMRAS indicated that an exanple of a synthetic fuel would
i nvol ve converting "coal to liquids." He surmised that a
closure of Eielson Air Force Base would also pose a threat to
Petro Star.

MR. CHAPADCS concurred.

CHAIR RAVRAS relayed that he would like to hear coments
regarding a proposal to limt the price of crude oil for in-
state use, and what effect that would have on the prices of
gasol i ne and hone-heating oil.

10: 58: 23 AM

KI P KNUDSON, Manager, External Affairs, Tesoro Al aska Conpany

referring to his PowerPoint presentation, said that Tesoro's
Kenai refinery [in N kiski] was first started in 1969 and is now
heavily integrated wth the comunity, and suggested that
menbers should look at the refining industry as the nost
successful val ue-added industry that the state has ever had. He
relayed that Tesoro Corporation is an independent refiner and
marketer - with the Kenai refinery remaining what he called the
| egacy asset - and is publicly traded as TSO on the New York
St ock Exchange ( NYSE)

MR. KNUDSON i ndi cated that Tesoro Al aska Conpany has three major
el enent s: the refinery, a distribution network, and its retai

sites. The Kenai refinery's "naneplate" capacity is 72,000
barrel s per day, though it never operates at that capacity, and
it has over 200 enployees and an award-w nning safety record
recogni zed nationw de. The Kenai refinery is what he called a

"medi um conpl exity refinery”; it makes  several di fferent
products, and production volunme is increased via the addition of
cat al ysts. O the seven products that the Kenai refinery
produces, there are three - heavy vacuum gas oil, fue

oi | / bunker, and road asphalt - that don't really have any market
in Alaska, and thus one-third of the plant's production has to
be exported. About 50 percent of the Kenai refinery's crude oil
supply conmes from the North Slope, about 25 percent cones from
Cook Inlet, and about 25 percent cones from foreign sources -
illustrated on slide 6 of his PowerPoint presentation - because
the refinery can't currently buy enough crude from Al aska
sources to satisfy its denmands.

MR. KNUDSON relayed that Tesoro was the first conpany hauling

crude oil and refined products into the state to use doubl e-
hull ed tankers, currently charters two tankers with a capacity
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of roughly 500,000 barrels each, and has exceeded regulatory
requi renents by stationing a chartered "assist tug" at its
Ni ki ski dock to help tankers on and off the dock. He i ndicated
that slide 9 of his PowerPoint presentation illustrates the
paths that the Kenai refinery's product takes in ternms of supply
and distribution. The Kenai refinery has racks at N kiski for
asphalt, propane, butane, gasoline, and diesel, and has a 70-
mle, 10-inch, "clean products only" pipeline that runs from
Ni ki ski up to the port of Anchorage and - via a spur line - the
Anchor age airport.

11: 06: 14 AM

CHAI R RAMRAS asked whether Tesoro sells product only to Tesoro
di stributors.

MR. KNUDSON said Tesoro will sell product to anyone who w |l buy
it. After noting that Tesoro has two termnals at the port of
Anchorage, he indicated that slide 12 of his PowerPoint
presentation references the 31 convenience stores owned by
Tesoro - 29 of which sell fuel wunder the "2go" logo - and
Tesoro's 58-plus branded deal ers. Acknowl edgi ng that consuners
are extrenely frustrated with the high price [of gasoline], he
offered the following contributing factors: the cost of the raw

crude oil, the cost to refine that product, the cost to
distribute that refined product, the cost of marketing, taxes,
and [the influence of] conpetition. Furthernore, there wll be

fluctuation daily with regard to which of those factors is
contributing nost heavily to the retail price, though the cost
of crude oil constitutes "the lion's share" of costs to the

conpany.

MR. KNUDSON observed that Tesoro is in a commodity business; it

buys a commodity, that being crude oil, and sells a commodity,
t hat bei ng gasoline and heating oil, both of which are traded on
the nmercantile exchanges, which in turn - to a large extent -
have sonme influence over what retail consunmers are paying.
Tesoro, he assured the commttee, is not "in a cost plus
busi ness”; just because the conpany has costs doesn't nean that
those costs wll wultinately be recouped via sales. Sever al
[gl obal] factors influence the price of crude oil, and thus it

is hard to predict what that price will be fromnonth to nonth.

MR. KNUDSON explained that refining and distribution costs are
based on gl obal and regional factors: regional factors wthin
the state, regional factors in the state "wit large,"” Wst
Coast factors, and world factors. On the issue of environnental
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regul ations, he relayed that Tesoro invested $60 million in the
sul fur-stripping process at the N kiski refinery just to
essentially stay in the diesel business, and this investnent
won't be increasing production amounts at all. That sane
investnment had to be nade just to stay in the gasoline business;
furthernore, an additional capital investnent will have to be
made in the future in order to meet [forthcom ng] new
requi renents regardi ng benzene |evels. These are all externa

forces influencing the retail price of the product.

11:11: 06 AM

MR. KNUDSON offered his belief that as the state's natural gas
pi peline noves forward, it wll be difficult to keep [enployees
at the refinery]. The market sets the price, he went on to say,
and referred to slide 15 of his PowerPoint presentation as
illustrative of those things that influence the nmarket. I n
response to a question, he said that the graph on slide 16 shows
that Al aska has a very small market for notor fuel [conpared to
sonme ot her western states].

CHAIR RAVMRAS asked that the commttee be provided a simlar
chart with conparisons between Al aska and |daho, Montana, North
Dakot a, and Sout h Dakot a.

MR. KNUDSON agreed to do that, adding that Al aska's snmall market
is a contributing factor with regard to how the market perforns.
He explained that jet fuel "is king in Al aska"; that's what the
refineries in Alaska were built to produce in order to satisfy
the international jet fuel trade at the Anchorage and Fairbanks
airports. Gasoline and diesel fuel, to a certain extent, are
sinply byproducts of those refineries. Additionally, the Al aska
mar ket shows nore "seasonality" even when conpared with the West
Coast. The tinmes when one wouldn't want to be either a refiner
or gas station owner are February, April, and Novenber

VR. KNUDSON, referring to slide 18 of his  Power Poi nt
presentation, enphasized that retail prices are set by retai

station owners, and Tesoro only controls retail pricing at its
29 conveni ence stores that sell gasoline, and has no influence
over the prices at any of the other stations in the state.

Retail prices also respond to differing Ilocal conditions.
Again, the Alaska market is very small and very seasonal. He
rel ayed that Tesoro, under confidentiality agreements, wll be

working with M. Sniffen to provide him the information he is
seeki ng.
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REPRESENTATI VE ROSES asked how Tesoro's price structure changed
after the adoption of Alaska's Cear and Equitable Share (ACES)
| egi sl ati on.

MR. KNUDSON said passage of that legislation didn't affect what
Tesoro is paying for its crude oil because that price is based
on the global price, and the tax rate that producers pay is
i ndependent of that price. He indicated that after the recent
repeal of the State's notor fuel tax, sonme retailers relayed to
him that they were concerned that that repeal didn't take into
account that they purchased their product when the tax was stil

owed but then didn't sell it until after that tax was repeal ed.

11:16: 12 AM

REPRESENTATI VE HAVWKER asked whether, when Tesoro buys a barre
of crude oil, Tesoro nust then use all of it because it can't be
put back into the pipeline.

MR. KNUDSON said yes, and reiterated that roughly a third of
Tesoro's refined products nust be exported to markets outside of
Al aska; furthernore, those products generally sell at or below

the price of the raw crude oil used to make them In response
to questions, he relayed that the percentage of foreign oil that
Tesoro buys will be going up as production in Al aska declines;
that the "crude buyers" at his conpany would |love to be able to
purchase nore Al aska crude oil; and that up until the late '90s,
Tesoro was a big purchaser of the state's royalty oil, but

doesn't purchase such oil now.

MR. KNUDSON, in response to further questions, relayed that the
tankers which Tesoro contracts operate under the Jones Act; that
Tesoro does receive shipnents from foreign vessels; and that
Cook Inlet is limted with regard to the nunber of barrels that
can be onboard a vessel because of spill response requirenents.
He noted also that Tesoro has to use crude with a chem cal
signature simlar to that found at the North Slope because it
was around that signature that the refinery was built. In
response to still further questions, he said that Tesoro uses
natural gas in its refining process, and that each refinery has
its own advant ages and di sadvantages in the market.

REPRESENTATI VE KAWASAKI asked how Tesoro's rack price is
det er m ned.

MR. KNUDSON said he doesn't know but surmsed that such
information would be proprietary in nature and that M. Sniffen
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would be investigating Tesoro's rack pricing processing.
Pricing is a market-driven opportunity, he added.

REPRESENTATI VE KAWASAKI, referring to slide 15, asked how the
| arge spot market price in Seattle, San Francisco, and Los
Angel es factors into Tesoro's pricing decisions.

MR. KNUDSON explained that those spot market prices are
guidelines and are unbelievably fluid conpared to market prices
in Alaska; that those markets take in product fromtens if not
hundreds of refineries; and that the characteristics and sw ngs
in those markets don't always apply to Al aska, but are always
taken into consi deration.

11: 25: 26 AM

REPRESENTATI VE HAWKER asked how nuch of Alaska's demand for
not or fuel Tesoro supplies.

MR. KNUDSON said he is not sure, and is also not sure that
anyone at Tesoro is keeping track of those statistics. He
offered his guess that Tesoro is a large player in satisfying
Al aska's denmand for nmotor fuel, but noted that inports can also
have influence on retail price.

REPRESENTATI VE HAWKER surnised that it would be hard for someone
to buy gasoline in Washington, ship it to Anchorage, and then be
conpetitive with Tesoro.

MR. KNUDSON said he doesn't know that to be the case,
particularly given that at sonme point, other refineries wll
al so be producing ultra-Iow sul fur diesel.

REPRESENTATI VE KAWASAKI  asked M. Knudson to provide the
conmittee with proof that the repeal of the $.08 notor fuel tax
is being passed on to Tesoro's consuners.

MR. KNUDSON agreed to do so for Tesoro's 29 conveni ence stores
that sell gasoline.

CHAIR RAMRAS - referring to the aforenentioned chart which
illustrates average gasoline prices, gasoline prices a nonth
ago, and gasoline prices a year ago, in Al aska, |daho, Mbontana,
North Dakota, South Dakota, Washington, and the U S. as a whole
- questioned why there is such a great disparity in pricing
bet ween Al aska and other rural states with snmall popul ations.
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MR. KNUDSON surnised that in that chart, Al aska's average price
was calculated using the retail gasoline prices in both urban
and rural comunities - for exanple, averaging the retail price
in Fairbanks with the retail price in Bethel.

CHAI R RAMRAS offered his understanding that instead the average
prices for Al aska were calculated using only retail gasoline
prices in Al aska's Railbelt communities.

MR. KNUDSON said, "It's market forces that have ... produced
these prices, [for both] the price one year ago and the
current [price]." He nentioned that he has a newspaper clipping

stating that in March 2007, Anchorage had the nation's | owest
gasol i ne prices.

REPRESENTATI VE HAWKER asked why Al askans haven't seen a
reduction in retail notor fuel prices simlar to what occurred
with the price of a barrel of crude oil over the last three
nmonths - a 46 percent reduction.

MR, COOK, reiterating that Flint HIls Resources provides |ess
than one-fifth of the gasoline used in Al aska, concurred with an
earlier statenent that had the retail price of gasoline kept up

with the price of crude oil, gasoline prices would have been
closer to $6/gallon, or certainly a lot higher than they did
get. Because the retail price of gasoline did not keep up with
the price of a barrel of crude oil, he explained, Flint Hlls
Resources |ost noney during the majority of the last 12 nonths.
Furthernore, even though the price of crude oil has dropped
recently, it is still at an unprecedentedly high price, and so

in order to stay in business, Flint HIlls Resources can't afford
to continue to |ose noney, particularly given that the costs of
operating its refinery are also unprecedentedly high. He
assured nmenbers that Flint Hlls Resources would be providing,
under confidentiality agreenents, proprietary information to the
DOL.

11:36: 15 AM

REPRESENTATI VE HOLMES poi nted out, though, that retail prices of
gasol i ne have already cone down everywhere else in the country,
and they never got up to $6/gallon in those |ocations either.

MR. KNUDSON nentioned that over a year ago, he'd participated in
an inquiry conducted in the state of Wshington, wherein
i nvestigators went county by county, looking at the variability
in retail gasoline prices within the state of Wshington, and
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every county had different reasons for charging a particular
price, and every county had finished product from a variety of
di fferent sources. M. Knudson surmsed that M. Pulliam when
| ooking at Al aska's data, will be able to glean answers fromthe
data, but he doesn't have the ability to do so. I n concl usi on,
M. Knudson said it seens |like the market is currently working
the way it al ways has.

CHAI R RAMRAS remarked, "Certainly not for the benefit of the
consuners.” He asked what percentage of the state's notor fue
needs is being satisfied by Tesoro.

MR. KNUDSON said he doesn't know, and, even if he did, he
woul dn't be able to divulge that proprietary information in this
venue. In response to a question, he said that although one
mght be able to find out who is producing gasoline in the
state, one wouldn't be able to find out who is inporting it into
the state, particularly given that there is nothing preventing
sonmeone from inporting gasoline to any tidewater port in the
state.

CHAI R RAMRAS questioned what would occur if a constitutional
anmendnent were introduced [and passed by the voters] to put a
cap on how nmuch crude oil was sold for - from the state's
royalty share - to [in-state] refiners for the production of
gasoline and heating oil [for in-state use].

MR, KNUDSON said it would be difficult to predict what the
results would be until such an amendnent was actual |y passed.

CHAI R RAVMRAS countered, "W certainly couldn't do it until you
predi cted what it would do."

REPRESENTATI VE COGHI LL surm sed that market dynam cs, whether
Al aska has the ability to sell [enough royalty oil to neet in-
state demands], and the constitutionality of such a cap would
all have to be consi dered.

11:42: 12 AM

CHAI R RAMRAS asked at what point will the state itself have to
buy oil from the producers in order to neet its contractual
obl i gati ons.

MR. COCK pointed out that Flint HIlls Resources is only allowed

to have 85 percent of what it buys be royalty oil, with no nore
than 95 percent of that comng from any given field. Today,
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with the reduction in the Trans-Al aska Pipeline System (TAPS)
and the aforenentioned restrictions, if Flint Hlls Resources
were to demand the maxi mum anount of royalty oil it could, the
state would be hard pressed to neet that demand; Flint Hlls
Resources is taking far less than its nmaxi mum all owabl e anount
of 77,000 barrels per day.

MR. CHAPADCS, in response to a question, said that Petro Star
gets its crude oil supply fromone of the major producers.

MR COOK, in response to a question, said that Flint Hlls
Resources takes in as nuch royalty oil as it has product demand
to sel |, and, because of t he af orenent i oned f eder al
restrictions, is at naxinmm capacity with regard to gasoline
[ production].

MR. KNUDSON said the production rate [at his conpany] is geared
to neet nmarket demand, and so [his conpany] doesn't want to nake
25 percent nore, for exanple, than there is demand for, one
because there isn't any place to store it and, two, that's just
not good business. Furthernmore, production [demand] changes
daily and nonthly.

11:45:11 AM

MR. CHAPADCS said that Petro Star's Valdez refinery runs very
near capacity, and is doing sonme expansion in order to be able

to process nore crude oil. The North Pole refinery, because of
the aforementioned federal restriction, doesn't run at capacity
at all tines. Petro Star is having to anticipate what its
vol unmes of high-sulfur diesel and heating oil products wll be,
and so may have to either forego sone sales or transport product
down to Anchorage. "That has cut into our crude oil runs at
that North Pole ... [refinery]," he added.

MR. KNUDSON, in response to questions, reiterated that Tesoro's
Kenai refinery never runs at naximum capacity, but also doesn't
want to have idle equipnment, because a lot of plants don't run

wel | when operating under capacity. He indicated that details
with regard to Tesoro's output rates will be provided to M.
Sniffen under confidentiality agreenents. In response to a

further question, he said he doesn't know how Tesoro's average
refineries conpare with other refineries in the US. wth regard
to unit costs.

REPRESENTATI VE HAWKER opi ned that such information is relevant.
He indicated that he is questioning whether sonme of Alaska's
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costs are driven by a unit cost differential inherent in smaller
refineries. He asked whether Tesoro's unit costs are consi stent
at all its refineries.

MR KNUDSON sai d he would research that issue further

REPRESENTATI VE HAWKER - referring to the aforenentioned chart
which illustrates average gasoline prices, gasoline prices a
month ago, and gasoline prices a year ago, in Alaska, |daho,
Mont ana, North Dakota, South Dakota, Washington, and the U S. as
a whole - pointed out that a year ago, the price of regular
gasoline less taxes in Al aska was about the sane as it was in
North Dakota, where Tesoro owns the only refinery, whereas a
nmonth ago, the price of regular gasoline less taxes in Al aska
was about a dollar nore than it was in North Dakot a.

11:50: 47 AM

MR. KNUDSON said he doesn't know why that is.

CHAI R RAMRAS noted that with the recent decrease in the price of
a barrel of oil, the retail price of heating oil has dropped in
his area, but, again, a simlar decrease in the price of
gasoline has not occurred. He questioned what the difference is
between those two types of fuel that would account for such a
di screpancy.

MR. KNUDSON relayed that heating oil is a high-sulfur product
whereas highway fuel is an ultra-low sul fur product, so they are
really two different products these days.

CHAIR RAMRAS clarified that his point is that mnmarket forces
appear to have affected the price of heating fuel but don't
appear to have affected the price of gasoline.

REPRESENTATI VE COGHI LL asked how, if conpanies spent the capita
to upgrade their refineries so as to be able to produce ultra-
| ow-sul fur fuel, that cost would be passed on to the consuners.

MR. KNUDSON said he couldn't answer that question accurately
today, but surmsed that M. Sniffen would be investigating that
issue in the near future. He remarked, however, that |ust
because his conpany mekes a capital investnent, that doesn't
mean that it will be able to just raise the price of fuel in
order to recapture that investnent - there is no connection
bet ween the two. In response to comrents, he indicated that he
woul dn't be able to say whether Tesoro Corporation tries to
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recoup costs incurred at its refineries in conpetitive areas of
the nation through its prices in Alaska, where conpetition is
not so stiff.

REPRESENTATI VE CGRUENBERG offered his understanding that sone
ot her states have authorized - and provided funding for - their
attorneys general to investigate these types of issues, and
opined that the legislature would be well advised to try and get
a handle on what the causes [of <continued high retail fuel
prices] are in Alaska, and investigate whether anything can be
done to help keep costs down. He remarked that if they could
figure out why [in March 2007] gasoline prices in Anchorage were
the lowest in the nation, it could perhaps provide sone clues as
to how to nmake it happen again.

11: 59: 00 AM

MR. KNUDSON suggested that perhaps sonme Internet sites could
provide some pricing data from that tine. He remarked that
al t hough prices in the Lower 48 tend to go up and down nuch nore
sharply than they do in Alaska, "they always intersect over the
long term- al ways."

REPRESENTATI VE GRUENBERG asked whether pricing is entirely
random

MR. KNUDSON offered his belief that to a very great extent,
pricing is based on |local market conditions, such as the nunber
of retail sites, wholesalers, trucks, pipelines, and refineries
there are in a particular |ocal. In response to a question, he
surmsed that attenpting to explain what the retail price of
gasoline will be is the sanme as attenpting to predict what the
price of a barrel of oil will be. They are both a commobdity and
therefore subject to all kinds of market influences and factors
only some of which can be charted, studied, estimated, and
proj ected over the years.

REPRESENTATI VE CGRUENBERG suggested that even a little bit nore
informati on woul d be helpful in attenpting to solve the problem

MR. KNUDSON predicted that when the DOL's investigation is
concluded, it wll show that there isn't really a problem
consuners may not |ike the price, but the nmarket is performng
as it should. He then referred to the aforenentioned Washi ngton
i nvestigation, and noted that although an unbelievabl e anmount of
data was analyzed, the conclusion was that the narkets were
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operating as expected, regardless that they weren't predictable
or understandable at every point in tine.

REPRESENTATI VE ROSES rel ayed that back when he was a gas station
owner, the prices were so volatile that a group of service
station owners in Anchorage decided to form a gasoline retailers
associ ati on. That group would neet to talk about what was
occurring in the market, but didn't discuss price fixing.
Representative Roses said he went to one neeting, and when he
was asked at that neeting how he determned what price to
charge, he said he sinply looked to see what his nearby
conpetition was charging, and when asked what he did about his
signs, he said he stopped displaying prices because he was tired
of having to change his signs several tines a day. He indicated
that his refusal to post prices was considered to be price

fixing. Those of that group who were successfully prosecuted
were required to lower their gasoline prices for the next six
nont hs. Representative Roses said that during that time, when

he was conpeting with those stations that had had to |ower their
prices, he was selling his gas for $.04/gallon less than he paid
for it.

The conmittee took a recess from12:07 p.m to 1:59 p.m

CHAIR RAVRAS - after stating the commttee's goal and recapping
what transpired earlier in the neeting for the representatives
from Saf eway, Inc. - asked who provides Safeway stores in Al aska
with gasoline products; in other words, which refiner do those
products conme from and what distribution source does Safeway
use.

2:04: 37 PM

RAY WEST, Senior Corporate Counsel, Safeway, Inc., said that
sonme of the conpany's gasoline products come from out of state,
and offered to research that issue further

2:05: 05 PM

GLENDA WOOD, Director, Pricing and Pronotion, Safeway, Inc.,
relayed that in Al aska, Safeway gets nost of its gasoline from
either Flint Hlls Resources or [Tesoro Al aska Conpany].

2: 05: 23 PM

JOE GULLEY, Manager, Denali District, Safeway, Inc., added that
because of logistics, gasoline for the Safeway stores in
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Sout heast Alaska - Juneau and Ketchikan - conmes through the
Seattle distribution Iink.

M5. WOOD relayed also that in Southwest Alaska, Safeway stores
get their gasoline through a couple of different brokers in
Al aska.

MR. GULLEY, in response to a question, listed the Safeway stores
in Al aska.

M5. WOOD, in response to questions, said that Safeway also
operates gasoline stations in Wshington, Oegon, California,

Col orado, Arizona, Texas, Illinois, on the East Coast, and in
Canada; that in general, the percentage that Safeway's retail
gasoline prices rise or fall is simlar in all of its retail

markets; that in the last five years, market volatility has
increased, and thus Safeway has had difficulty in all of its
mar kets dealing with high costs while still pricing its gasoline
conpetitively; and that Safeway prices its gasoline as a whole
and doesn't differentiate price according to which state the
gasoline will be sold in - but the conpany has seen the rapid
cost increases along with the not-so-rapid cost decreases at all
of its stations.

2:13: 47 PM

CHAIR RAMRAS, in response to a question, relayed that for its
chart that illustrates average gasoline prices, gasoline prices
a nmonth ago, and gasoline prices a year ago, in Al aska, |daho,
Mont ana, North Dakota, South Dakota, Washington, and the U S. as
a whole, the commttee used information from the Anerican
Aut onobi | e Association (AAA) web site. That chart illustrates
quite a difference in pricing in Al aska conpared to other states
in the [Pacific Northwest].

MR. WEST questioned whether the recent troubles at the Flint
Hlls Resources refinery mght have had an inpact on Al aska's
prices.

CHAIR RAMRAS said the commttee is specifically interested in
the apparent lag in which prices in Al aska - conpared to prices
el sewhere in the country - are dropping back down to sonething
consi dered nornal. He asked for information about Safeway's
"pricing power."
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MR. WEST said he is not sure that Safeway considers itself to
have nmuch pricing power; instead, generally, Safeway sinply
surveys its conpetitors to determne howto price its product.

M5. WOOD added that Safeway also factors in the substantially
hi gher whol esal e costs in Al aska. In Al aska, Safeway purchases
product from independent refiners who in turn have had to buy
product from the secondary market; Safeway buys its product at
the best possible prices from the independent refiners - though
those prices are higher in Al aska than they are in other states

- and then prices its retail product accordingly. In response
to a question, she proffered that wholesale prices in Al aska are
hi gher because of the state's |limted refining capacity. The

few refiners there are in Alaska are small and have to buy their
raw crude from one of the major conpanies and then mark up their
prices accordingly. Safeway buys refined products at contracted
rates, but nust then transport those products to its retail
sites, thus incurring transportation costs. And when Saf eway
has to inport its gasoline from out of state, Safeway's retai
prices reflects those higher transportation costs. Most of the
gasoline used in Alaska is not refined in Al aska, she noted.

MR. WEST, in response to a coment, reiterated that for its
Ket chi kan and Juneau stores, Safeway transports gasoline up from
Washi ngt on. He remarked that in Alaska, there isn't a lot of
conpetition anong refiners, and that those refiners, just Ilike
refiners everywhere else, are subject to the "spot crude oil
mar kets. "

REPRESENTATI VE CGRUENBERG said that if it were true that the
transportation costs of Safeway's gasoline products are what
results in higher retail prices, then those sane transportation
costs should also be affecting the prices of Safeway' s other
products, but that doesn't seem to be the case - the price of
Saf eway's gasoline is higher, proportionally, than the price of
its other products.

MR. WEST offered his belief that npbst products that Safeway
cannot source in Alaska do include a premum for transportation
t hough he is not sure how big that premumis or how it conpares
to [the one associated wth Safeway's retail gasol i ne],
particularly given that gasoline nust be shipped differently due
to regul atory requirenents and ot her issues.

2:25: 00 PM
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REPRESENTATI VE GRUENBERG noted that the commttee is questioning
whether the increase in gasoline price is due to those in the
petroleum industry or due to those in the transportation
i ndustry.

MR WEST sai d:

The fact that we are able to ship gas from the

state of Washington economcally points to the fact
that the ... refiner's price in Alaska is relatively
hi gh. Were that not the case, | think it's obvious
t hat we could ship the product from Al aska,
economically, rather than having to go to Seattle to

get it. Whi ch doesn't necessarily nean that
transportation cost is solely to blame for higher
prices in Alaska; we think also that Iimted refining

capacity there is part of the problem

CHAI R RAMRAS pondered whether refiners in Alaska set their
prices based on what it would cost an outside refiner to ship
petrol eum products to Al aska fromthe Lower 48.

MR. WEST said that from an economc standpoint, it's hard to
i mgine how the wholesale price in Seattle and the cost of
shipping wouldn't, to sone extent, influence and perhaps

discipline the price that refineries in Al aska are charging.
2:33:30 PM
CHAI R RAMRAS asked how Safeway views its gasoline sales.

M5. WOOD indicated that because Safeway is primarily in the
business of selling groceries, it views its gasoline sales as a
custoner convenience. Particularly as gasoline prices escal ate,
selling gasoline at |lower prices provides Safeway's custoners
with another form of a reward for shopping there, and Safeway
has found that providing discounts for gasoline is viewed by its
custoners as a nore neaningful reward than providing discounts
for grocery itens.

MR.  WEST added, though, that Safeway still expects its fuel
departnment to show a profit at the end of the year and certainly
not to | ose noney.

CHAI R RAMRAS surm sed that the assunption of Safeway's custoners
is that Safeway's posted retail gasoline prices - before any
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reward discounts are applied - really are conparables with those
of nearby conpetitors.

M5. WOOD, in response to comments and questions, relayed that
Saf eway's divisions are | ooked at as a whole, and that Safeway's
costs are reflected inits retail prices.

MR, WEST, in response to comments and questions regarding
Safeway's profit margins and costs in the different states in
which it operates, declined to answer on the basis that that
information is proprietary.

M5. WOOD added that research of rack price data would reveal
whether, in each state in which it operates, Safeway's retail
prices are a consistent percentage higher than its whol esale
costs.

2:43:25 PM

REPRESENTATI VE ROSES rel ayed that back when he owned two car
washes that also sold gasoline, it was not his intention to nake
noney on his gasoline sales, and, in fact, he occasionally sold
gasoline for less than he bought it for because his goal was to
encourage custoners to use his car wash services. Back then, he
noted, his average price markup was $.05/gallon, and al nost all
gasoline stations were full service stations, and a lot were
owned by nechanics who also happened to sell gasoline. Back
then, the retail market was extrenely conpetitive, and one of
t he advant ages he obtai ned when he becane a branded retailer for
Union 76 gasoline products was that he didn't have to pay a fee
on any sales paid for wwth a Union 76 credit card, whereas the
fee he was charged for all other credit card sales was about 2
per cent . He then reiterated sonme of his coments from earlier
in the neeting, and indicated that even when he was able to buy
gasoline products for a lower price from his distributor, he
still had to mark up his retail prices such that he could afford
to pay the [potentially] higher cost of his next purchase.

[ The chairing site nmted audio due to teleconference
i nterference; t her ef or e, no audio is available for that
ti mefrane. ]
2:51: 23 PM
REPRESENTATI VE ROSES provided anecdotal information about his

experience as a gas station owner, and recalled how state and
federal taxes were sinply included as part of the price he paid
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for a load of fuel; therefore, when he was also charged a
corporate tax, it was based on his gross sales, which included
federal and state taxes, and so he was taxed on the noney he was
payi ng for taxes. He renmarked that gasoline is not a product
upon which to meke noney, because the retail gasoline industry
is too conpetitive, too regulated, and too restrictive.

CHAI R RAMRAS surm sed that retailers aren't making a profit, and
therefore any profit to be made in this industry nust be being
made by either the distributors or the refiners, though the
latter only with difficulty.

REPRESENTATI VE ROSES pointed out that transportation costs must
al so be factored in.

CHAI R RAMRAS suggested, though, that sone retailers are very
close to a refinery and so therefore don't bear much in the way
of transportation costs but still charge retail prices
conpetitive with those stations that have to have their fuel
transported in fromfurther away.

REPRESENTATI VE HAWKER not ed, though, that sone of those stations
are located in areas that have a sal es tax.

REPRESENTATI VE ROSES i ndi cated that depending on what a refinery
is charging, a retail station owner mght be able to purchase
gasoline from further away and have it shipped for |ess cost
than he/she could buy it for froma nearby refinery.

3:01: 21 PM

LI SA SUNDBORG, O fice Manager, Alaska Petroleum Distributing
Inc., relayed that her conpany delivers fuel, both whol esal e and
retail; that it purchases fuel fromthe two refineries in North
Pole - the one owned by Flint HIls Resources, and the one owned
by Petro Star Inc. (PSI); that it purchases all its ultra-Ilow
sul fur diesel and all of its gasoline products fromFlint HIlls
Resources, as well as sonme home heating oil - both nunber 1 and
nunber 2; that it primarily purchases its hone heating oil -
both nunber 1 and nunber 2 - from PSI; that it doesn't have any
storage facilities; that it has about 17 trucks; and that it
goes to the refinery, l|loads the fuel, and then delivers the
fuel, and then - hopefully - collects paynent for it. She noted
that at one point her conpany had two gasoline stations but had
cl osed one of them because it couldn't conpete wth any of the
"box stores,” since they could buy and then sell fuel at the
punp cheaper than her conpany could buy it from the refinery.
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In response to a question, she said the conpany's trucks, in
addition to hauling home heating oil, haul gasoline to its
remai ning station and bulk [anmounts of gasoline] to Prudhoe Bay
and ot her |ocations.

CHAI R RAMRAS asked whether it would be easy to buy trucks and go
into the business of hauling fuel.

M5. SUNDBORG said permts would have to be acquired, and one
woul d have to have enough funds to buy the product to begin
Wi th. For exanple, the mgjority of +the cost her conpany
contends with is the cost of the product itself, and the conpany
generally sells its product for about 14 percent nore than it

paid for it. In response to a question, she said her conpany
really only delivers gasoline to two gasoline stations - the one
owned by the conpany and another one - and although it had
delivered to other gasoline stations in the past, it isn't now

because that's such a hard market; a station has to able to pay
for product up front before her conpany will deliver it.

CHAIR RAMRAS offered his wunderstanding that the markup for
di stributing fuel is not extraordinary.

M5. SUNDBORG concurred, adding that at the conpany's gasoline
station, the punp price is $4.20, but the conpany is purchasing
product for $3.77 and then paying federal tax of approximtely
$.18, thus resulting in a markup of only $.25. And al though her
conpany doesn't charge itself to deliver that fuel, it still
costs the conpany sonething to deliver it. Again, on nobst days,
box stores in the area are selling gasoline cheaper than her
conpany can buy it for. In response to a question, she
indicated that all of her conpany's costs are significantly
hi gher now than they used to be. In response to comments, she
relayed that when the gasoline stations near her conpany's
station decide to drop their retail prices, +the conpany's
station nust also drop its prices, even if it neans |osing
noney, or it won't have any custoners.

3:10: 39 PM

MR. SNI FFEN sai d he thought he'd heard Ms. Sundborg say that her
conpany purchases ultra-lowsulfur fuel from Flint Hlls
Resources, but had heard soneone else say earlier that Tesoro
owns the only refinery in Alaska that can produce ultra-I|ow
sul fur fuel
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MR. COOK explained that Flint Hlls Resources purchases ultra-
| ow-sul fur fuel fromthat Tesoro refinery and then resells it at
its own rack

MR. SNI FFEN asked Ms. Sundborg whether Flint Hlls Resources and
PSI have different prices for honme heating oil.

M5. SUNDBORG said no, their prices are pretty much the sane; the
difference is that PSI provides a different paynent option,
whi ch her conpany prefers.

MR. SNI FFEN asked Ms. Sundborg whet her she perceives conpetition
occurring between PSI and Flint Hlls Resources.

M5. SUNDBORG said that credit terns are the driving factor for

her conpany. In addition, though, PSI neither makes nor
distributes ultra-lowsulfur fuel, so her conpany doesn't have a
choice in where to obtain that product - it nust get it from

Flint HIlls Resources. She noted that her conpany al so delivers
fuel to Flint HIls Resources, which prefers to use its own

product . In response to a question, she clarified that her
conpany also delivers gasoline in bulk to sonme comercia
enterprises that aren't gas stations. In response to a further

guestion, she surm sed that a couple of reasons why her conpany
doesn't have many gasoline stations as custoners is because,
one, nost stations are branded stations and thus purchase only
branded fuel, and, two, her conpany demands paynent on delivery,
whi ch m ght not suit nost independent stations.

3:15:35 PM

MR. SNIFFEN relayed that about a nonth ago, his office was
directed to start investigating "these issues,”" and so started
by requesting information from the refineries, the retailers,
and the distributors, and has since received only cooperation
from everyone. Hs office has also requested information from
"Chevron" to try to find out why other gasoline retailers don't
obtain product from the Lower 48, and what sonme of the barriers

to that process mght be. This information will be helpful in
considering what he ternmed inport parity, particularly as it
pertains to Southcentral Al aska. I mport parity illustrates the
difference in what it would cost to bring fuel up fromthe Lower
48 and then sell it in Alaska's nmarket, as opposed to sinply
getting fuel directly from one of Alaska' s refineries. | mpor t
parity could illustrate, for exanpl e, whet her Al aska's
refineries are colluding with each other - he added, though,
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that at this point his office has no reason to believe that
that's what's occurring.

MR. SNIFFEN said that if prices at Al aska's refineries get high
enough, conpetitors mght decide to just barge product up from

the Lower 48. M. Sniffen indicated that M. Pulliam has
relayed that inport parity somewhat drives sonme of the pricing
decisions being nmade by Alaska' s refineries. Refi ners nust

ensure that their prices stay at or below a certain |level so as
not to encourage the aforenentioned type of conpetition
Knowing what it would really cost for soneone to inport fuel
from the Lower 48 would assist the DOL in determ ning whether
prices in Alaska are [significantly] above what one woul d expect
in a market that's operating in a rational and nornmal manner.

MR. SNIFFEN referred to a pair of graphs in menbers' packets
illustrating regular unleaded retail gasoline prices after taxes
in Anchorage, Fairbanks, and Seattle between January 2002 and

August 2008. The first graph illustrates absolute prices in
those locations, and the second graph conpares the prices in
Anchorage and Fairbanks with those in Seattle. He expl ai ned
that the prices in Seattle are wused in calculating inport
parity. Generally, absolute prices in Anchorage and Fairbanks
have pretty much paralleled the absolute prices in Seattle. He
mentioned that there is another pair of graphs that illustrate
these sane things but include a national average price. He
pointed out that all the issues which sone have argued are

responsible for increasing retail gasoline prices in Alaska -
refining costs, labor costs, transportation costs, fuel costs

operating costs - are not new, those issues have been around for
the last decade and have not changed significantly. These
graphs show what the trends have been. He noted that in the
af orenenti oned second graph, one can see that in 2007, the
prices in Anchorage and Fairbanks were quite a bit |ower than
they were el sewhere in the country.

3:21:29 PM
MR. SNIFFEN referred to another pair of graphs that illustrate

regul ar unleaded gasoline prices in Anchorage and Seattle in
conparison with the price of ANS crude between January 2002 and

August 2008 before taxes. The graph illustrating absolute
prices indicates that although Al aska's prices are higher, they
have generally followed the trend of ANS crude prices. Thi s

rules out any argunent that the percentage of how nuch higher
Al aska's prices are has increased recently.
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MR. SNIFFEN referred to another graph illustrating rack prices
conpared to retail regul ar unl eaded gasoline prices in
Anchor age, Fairbanks, Seattle, and the US. - on average -
bet ween January 2002 and August 2008 before taxes. Thi s graph
illustrates what the retail nmargins are, with the "zero |ine"
illustrating the [rack rate]. Seattle's prices are always above
the rack rate and spike nuch nore drastically and nore often
than do the prices in Anchorage and Fairbanks; furthernore, the
prices in Anchorage and Fairbanks have occasionally dropped
below the rack rate. In 2008, the prices in Anchorage and
Fai rbanks had started to rise fromthe rack rate, with the rise
in the price in Fairbanks paralleling the rise in the national
average price, with the rise in the price in Anchorage being
much less dramatic than either of those two, and wth an
incredible rise in the price in Seattle.

MR. SNIFFEN said this latter graph indicates that the current
price increase is not due to retail or distribution pricing;
instead, it seens to be the rack rate that drives price. For
exanple, in August, the average rack rate in Alaska for Tesoro
gasoline was $4.02, whereas in Seattle it was around $3.10; this
approximate $.90 difference is high, he remarked, and should
instead be around $.20-$%.40. He said he is not so concerned
that retailers are colluding to keep prices high, or that
distributors are making a lot of profit; the data just doesn't
support either of those things as the cause of Alaska' s high
prices. Therefore, the DOL will instead be focusing on refining
i ssues and on why rack rates are what they are; they don't seem
to be noving nearly as nuch [as they shoul d].

3:26: 08 PM

MR. SNIFFEN, referring to the argunents put forth earlier by the
refiners that regulatory requirenents and changes in fuel
consunption have increased their costs, pointed out that those
factors have also been present for the Ilast decade. He
indicated that his office, therefore, is questioning why the |ag
in a corresponding decrease in Alaska's retail prices has drug

out for three or four nonths. He added, "It can't be an
operational issue - ... we would have seen that kind of stuff
happen before - so there is sonething else going on, ...
[though] I'm not suggesting it's sonmething that's illegal or
violates any of our laws." If that lag is really due to the
rapid increase in the price of crude oil, a simlar |lag wuld be
taking place everywhere else in the country and it's not. Once

the DOL receives the requested information fromthe refiners, it
wi |l have a better sense of what m ght be occurring.
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MR. SNI FFEN indicated that it is inportant to know the causes so
as to be able to take appropriate steps now and in the future
should sonething simlar occur again. He referred to the
earlier discussion about possibly making changes to the
restrictions regarding how nmuch the state nust sell its royalty
oil for, though noted that such changes would rai se other issues
which would have to be addressed. In conclusion, he remarked
that other graphs in nmenbers' packets detail information simlar
to that which the graphs that were discussed detailed - and al
illustrate that Al aska's prices sonewhat intersect with prices
el sewhere up until June of this year, after which the
differences in prices becane nore dramatic and the lag in any
correspondi ng price decrease has been | ong.

CHAI R RAMRAS surm sed that constituents woul d concur

REPRESENTATI VE COGHILL said he was surprised to learn that one
of the refiners has to inport 25 percent of its crude oil in
order to neet its demands. He indicated that he still has
guestions that renmain unanswered such as whether there is sone
fini shed product being inported into Al aska that's affecting the
retail price.

MR. SNIFFEN relayed that at the end of the aforenentioned
previ ous gasoline-pricing investigation, it was determ ned that

Al aska was a net exporter of refined products. Al aska could
refine all the fuel needed in the Railbelt, and have an excess
supply of gasoline to sell outside of Al aska. He offered his
belief that that is still true today, and that Al aska has the

capacity to refine all the gasoline products that are used in
Al aska. Usage in Anchorage and Fairbanks nake up 70 percent of
the state's total gasoline usage, with about 60 percent being
used in Anchorage and about 10-20 percent being wused in
Fai r banks.

3:32:21 PM

CHAIR RAMRAS said he intends to hold nonthly neetings on this
topic until such time as there is no longer a disparity between
prices in Al aska conpared with other states, and reiterated that
the coomttee would be producing a report. He predicted that if
someone undertook to inport inexpensive gasoline to the state
the refineries' prices wuld snap back to sonething nore
conventi onal .
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REPRESENTATI VE COGHI LL i ndicated agreement with the intention of
hol di ng neetings until sonething can be resol ved.

REPRESENTATI VE GRUENBERG asked M. Sniffen whether he could
suggest a possible |egislative solution.

MR. SNIFFEN said he is not sure that a "price gouging" statute
would really resolve the issue, though it wouldn't be a bad idea
for the state to have one. The question of when such a statute
woul d be triggered should be considered. If it were triggered
upon a declared state of energency, for exanple, nerely having
high gas prices wouldn't reach that Ilevel even in tinmes of
econom ¢ distress. He indicated that the DOL has drafted such
legislation in the past, though it never nmade it though the
process, and he would be happy to share it with the conmttee

He also noted that currently, Alaska's antitrust |aw has no
penalty provisions, though those of other states do, as does
federal |aw. Under federal law, a violation carries with it a
maxi mum penalty of $100 million for a corporation and $1 nillion
for an individual; under Alaska law, a violation is nerely a
m sdeneanor . The DOL prosecutes all antitrust violations
occurring in the state, and "this" wuld be included as a
consuner protection Act violation as well.

3:37:28 PM

REPRESENTATI VE GRUENBERG expressed interest in pursuing a
statutory sol ution.

[Following was a brief discussion regarding how the committee
m ght be proceeding. ]

REPRESENTATI VE COGHI LL pointed out that although there is a
refinery in his district, his constituents pay sone of the
hi ghest prices [for gasoline and home heating oil].

REPRESENTATI VE GRUENBERG expressed disfavor with the fact that

Al aska does not have what he characterized as a better antitrust
| aw.

CHAI R RAMRAS expressed concern that the high retail prices of
petrol eum products are already causi ng damage to constituents.

[Follow ng was another brief discussion regarding how the
commttee m ght be proceeding.]
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MR. SNIFFEN, in response to a question, explained that Al aska's
antitrust statute is patterned after federal law, but, again, is
| acking penalty provisions. Al t hough sone issues regarding
conpetition have been raised over the last few years, the DOL
has not yet had a chance to focus on the state's antitrust |aw.

3:49: 00 PM

REPRESENTATI VE = KAWASAKI offered his understanding that an
article in the Anchorage Daily News indicates that 95 percent of
all the gasoline used in the state is refined in Al aska. He
asked when the DOL wll be able to release its findings
regardi ng the current investigation.

MR. SNI FFEN said he hopes to be able to share sone prelimnary
findings before the end of the year.

REPRESENTATI VE KAWASAKI asked how the DOL wll determne the
veracity of the argunment that rack prices are driven by market
forces.

MR. SNIFFEN said that the DOL is asking refiners how nmuch it
costs to produce "a unit," what those costs consist of, and what
costs are variable from year to year. He surm sed that many of
those costs won't have actually changed. He went on to say:

Based on that information, | can get a good idea of
why [the rack price] ... should change - other than
the crude price - and what's going into that decision.
And so we'll have sone economic answers |[to the
question of] ... what are the stinmuli that would cause
a [gasoline] producer to change their prices at the
rack. ... W're going to try and dissect it out, to
all its conmponent parts as nuch as we can, and cone up
with howit is they're justifying their rack rates.

MR. SNIFFEN, in response to a question, said he doesn't think
that this type of information was sought during the |ast
investigation, and the report that was nade public was just a
sutmmary of the DOL's confidential report. He nentioned that his
office will also be seeking the aforenentioned information from
refiners outside of Al aska.

REPRESENTATI VE KAWASAKI - paraphrasing from the findings'
portion of a docunent titled, "Al aska Petrol eum Products Pricing
| nvestigation C osing Report, Prepared by the Al aska Depart nent
of Law Novenber 21, 2002", and noting its use of the term
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"parallel pricing" - asked for nore information about parall el
pri ci ng.

MR. SNl FFEN expl ained that parallel pricing is what occurs when
a person can see what a conpetitor is charging for a product or
service and then sets the same price for his/her product or
service. The existence of parallel pricing does not necessarily
mean that collusion is occurring; it is sinply that someone has
mat ched an advertized price, and 1in the retail gasoline
busi ness, prices are displayed for everyone to see. The sane
can be said to sone extent with regard to rack rates because
there are services that track rack rates. He said that when
considering the question of why retail prices are quick to
increase and slow to decrease, one nust realize that when the
cost of fuel rises, there is an immediate econom c incentive to
raise retail prices, but when the cost of fuel decreases, there
IS no economc incentive to lower prices until the conpetition
does so. The sanme is true of rack rates. One possible reason
to lower one's rack rates before the conpetition does so would
be to obtain nore of the market share, but in Al aska, the market
share for the refiners is pretty nmuch already divided up due to
the geographic locations of the refineries, and so not nuch
change is going to occur. And given that, it's sinply just
easier for the refiners to maintain simlar [high] rack rates.

3:57:37 PM

CHAIR RAMRAS characterized the current situation regarding the
refiners as a duopoly, and again predicted that if soneone
undertook to inport inexpensive gasoline to the state, the
refiners' rack rates would i nmedi ately drop.

MR. SNI FFEN concurr ed.

REPRESENTATI VE  GRUENBERG posited that the aforenentioned
forthcom ng conmmttee report could provide guidance to the next
| egi sl ature.

ADJ OURNVENT

There being no further business before the commttee, the House
Judiciary Standing Conmttee neeting was adjourned at 4:01 p. m
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