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ACTI ON NARRATI VE

CHAI R JAY RAMRAS called the House Judiciary Standing Conmittee

neeting to order at 9:48:23 AM Representatives Coghill,
Dahl strom and Ranras were present at the call to order

Representatives Lynn and G uenberg arrived as the neeting was in
progr ess. Representatives Kawasaki (via teleconference),

Guttenberg (via teleconference), and Seaton (via tel econference)
were al so in attendance.

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

9:49: 46 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].

9:51: 35 AM
REPRESENTATI VE BILL THOVAS, Al aska State Legislature, in
response to a question, relayed that the retail price of

gasoline is $4.93/gallon in Cordova, $4.88/gallon in Haines -
t hough he'd heard that it has recently dropped $.30/gallon - and
either $5.50/gallon or $5.60/gallon in Kake. However, home
heating fuel, which is what nost people in his district are
concerned about, has an average price of over $5.00/gall on.

CHAI R RAMRAS noted that the retail gasoline price in Anchorage
has dropped as low as $3.44/gallon, and is now [approximately]
$3.58/gallon in Fairbanks. He then read a letter by soneone who
had expressed concern that a week ago, the retail price of
gasoline was $3.59/gallon in Anchorage and $4.26/gallon in Honer
even though the price had dropped to under $3.00/gallon in the
Lower 48.

9:53:19 AM
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REPRESENTATI VE M KE HAWKER, Al aska State Legislature, observed
that imediately after the conmittee began investigating the
pricing practices of Alaska's refineries, prices dropped, though
they are still rmuch higher than the national average. He opined
that Alaska's refineries now recognize that they are in the
spot | i ght.

CHAIR RAMRAS relayed that the commttee would be neeting again
next nmonth to hear public testinony on this issue, that the
commttee would be producing a report on this issue, and that
one of the conmttee's recommendations to the next |egislature
will be that the l|egislature continue holding neetings on this
topic until prices again match those in the Lower 48. He
acknowl edged that the high prices of petroleum products in
Al aska are unlikely to be the result of antitrust violations,
and opined that Governor Palin should also hold neetings wth
Alaska's refiners on the issue of pricing regardless of the
adm ni stration's ongoing investigation into the matter.

REPRESENTATI VE THOVAS rel ayed that the high price of diesel fuel
is having a huge inpact on his constituents because they are
heavily involved in the fishing industry.

REPRESENTATI VE COGHI LL noted that with two refineries in his
district, a lot of his constituents are having a hard tine
understanding the nexus between [continued high] heating oi
prices and the [recent reduction in the] price of a barrel of
oi l. A lot of people are relying on wood and coal [for heat],
he relayed, and questioned whether this could be having an
impact on the volune [of heating oil being sold] and thus on
retail prices as well.

CHAI R RAMRAS offered his understanding that in his district, 300
coal -burning furnaces have been installed in various |ocations,
i ncl udi ng the Fai rbanks Community Food Bank.

REPRESENTATI VE COGHI LL surnised that changes in conservation and
consunption could al so be affecting retail prices.

REPRESENTATI VE LYNN suggested that they investigate how much
retail prices are being influenced by market fluctuations as
opposed to sone other factor.

10: 02: 00 AM

[ The comittee t hen wat ched a short vi deo from an
ABC News: Nightline episode titled "Gas Price Reprieve".]
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REPRESENTATI VE COGHI LL, in response to a question, nentioned
that he is often al so asked about heating fuel prices.

CHAI R RAMRAS offered that correspondence his office has received
indicates that sonme people are wunder the inpression that
government is sonmehow "aiding or abetting this adversary that's

out there." Such is not the case, he remarked, adding that al
Al askans, including those in governnent service, are paying the
prevailing higher prices. He recalled that testinony provided

during the conmttee's previous hearing on this topic indicates
that both of Alaska's refineries have unique circunstances to
deal with. For exanple, the Flint Hlls Resources' refinery in

North Pole is a small refinery and nust use oil - instead of
natural gas, which is cheaper - to refine its raw crude oil into
the products that it sells; and the Tesoro Al aska Conpany's
[smal ] refinery in N kiski nust purchase all its raw crude oi

from several different sources - including foreign markets - and
must then export about one-third of its finished products at a
| oss. Furthernore, neither of these small refineries could be

considered to be a nodel of efficiency.

10: 11: 47 AM

CLYDE (ED) SN FFEN, JR, Senior Assistant Attorney General,
Commercial/Fair Business Section, Cvil D vision (Anchorage),
Department of Law (DOL), concurred, but pointed out that those
chal l enges have been the same for about 20 years and so
shoul dn't account for the extraordinarily long tinme it's now
taking for retail prices in Alaska to fall as they have in the
Lower 48. By now, retail prices should have started to resenble
those down south, as they have historically, and so his
departnment has been investigating whether this lag is the result
of illegal activity on the part of the refiners.

CHAI R RAMRAS noted that a year ago, prices in Al aska resenbl ed

t hose in ot her | ocati ons Wi th simlar popul ati on
characteristics, but currently the retail gasoline rack rate in
Seattle is $.90 lower than it is in Al aska. Furthernore, al

gasoline sold in Southeast Alaska is inported [from the Lower
48], and the retail prices are higher in Southeast Al aska than
they are in the Railbelt. He offered his understanding that
because of limted storage capacity at the Port of Anchorage for
retail gasoline, the aforenentioned two refineries in Al aska are
able to, in effect, maintain a duopoly. He noted that Petro
Star, Inc. (PSI), doesn't refine its own gasoline.
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MR. SNl FFEN concurred on the latter point, but suggested that
the point about sufficient storage mght be debatable because
there are several tank farns [at the Port of Anchorage] and so
“"terminaling" space is probably available for |[|ease, though
per haps not enough to incentivize an entrepreneur into hauling
gasoline up from the Northwest. Under inport parity, one would
expect refineries to price their products at a price conparable
with what it would cost an entrepreneur to bring fuel up from an
Qutsi de source, add overhead costs, and then sell it. | mpor t
parity is the conpetitive check that drives Al aska' s refiners'
prices. For exanple, if Alaska's refiners start charging too
much, it wll encourage an entrepreneur to bring fuel up from
the Lower 48 to sell, but once the refiners see that sonething
like that is occurring, they would sinply lower their prices,
resulting in a loss of investnent for the entrepreneur.

MR. SNIFFEN remarked that the legal issues are different than
the economc issues, adding that Al aska doesn't have a "price

gougi ng" | aw. Furthernore, Al askans need to understand that
wth regard to petroleum products, it isn't a "price-plus"
mar ket : no mtter what it <costs to produce a gallon of
gasoline, refiners don't have to price that gallon of gasoline
based on their costs - they can price their refined product at
what ever the market will bear, at whatever consuners are wlling
to pay for it. Refiners have no legal requirenment to [|ower

their prices, and thus could charge $10/gallon if they so chose,
if they thought consunmers would pay that price. There aren't a
lot of legal limtations on how refineries and gasoline stations
can price their products, as long as no collusion, price-fixing
conduct, or coordinated activity occurs.

10:19: 00 AM

MR. SNl FFEN said that although there are very few refineries in
Al aska and thus the market is a bit different here, there is
also a refinery in Anacortes, Wshington, and yet gasoline
prices in that area are not the lowest in the nation

Furthernore, there are refineries in California, and gasoline
prices in those areas are also not the lowest in the nation. So
despite what was portrayed in the video, locations in which a
refinery is located are not necessarily where the cheapest
gasoline prices will be found, particularly if they are small
refineries. And in Alaska, the refineries are very snmall and
not as conplex as sone of the big refineries in the Lower 48.
For exanple, the Flint Hlls Resources' refinery is just a
topping plant - it can only do so much with its raw product, and
that nust be of high quality in order that it can be turned into
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jet fuel, heating oil, and gasoline - and the Tesoro Al aska
Conmpany's refinery must wuse "light sweet crude" in order to
produce gasoli ne. The cost of these raw products is a |lot
hi gher than the cost of |esser quality products that need to be
processed in a conplex refinery such as sonme of those that have
the ability to basically turn "sludge" into gasoline.

MR. SNIFFEN, in response to coments and questions, after
mentioning that during the last admnistration, the DOL had
proposed a price-gouging statute to the |egislature, concurred
that all of the price-gouging statutes that he is aware of are
triggered only by a declared state of enmergency - declared by
either the |ocal governnent or the federal government - and are
meant to prevent retailers from raising the price of a power
generator, for exanple, from $300 to $3,000 during an energency
situation such as would be caused a hurricane. Such statutes
essentially say that during a declared state of energency, a
retailer cannot raise prices to anything greater than they were
30 days prior to the declaration. This is an attenpt to prevent
retailers from preying on consuner fears during unfortunate
circunstances in order to nmake a profit. However, he said he is
not aware of any statute that puts a cap on gasoline prices, or
that is triggered by a particular econonm c situation.

REPRESENTATI VE GRUENBERG asked M. Sniffen to provide the
committee with a copy of the legislation the DOL proposed.

CHAIR RAMRAS shared his wunderstanding that that |egislation
didn't address whol esalers or nanufacturers. He offered his
recoll ection that previous testinony has indicated that there is
not a lot of noney to be made by being a retailer of gasoline,
that selling gasoline at the retail level 1is sinply an
i nducenment for people to cone into a station or store and
pur chase ot her products.

10: 25: 45 AM

MR. SNI FFEN acknowl edged that nost price-gouging legislation is
focused on retailers because that's where such conduct generally
occurs, though one piece of legislation he is famliar with did
somewhat address distributors as well.

REPRESENTATI VE GRUENBERG asked whether the legislation the DOL
proposed woul d be relevant to the issue before them

MR. SNI FFEN said he doesn't know that it would have much i npact
on gasoline pricing, or that the DOL could draft a bill that
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woul d address an econonmic crisis outside of a declared state of
ener gency.

REPRESENTATI VE  GRUENBERG expressed interest in antitrust
| egi sl ati on.

CHAI R RAMRAS asked whether legislation could be crafted to
address price gouging at the refinery |evel.

MR. SNI FFEN surm sed that such legislation would be difficult to
craft because it would need to regulate the price that refiners

charge; it would essentially prohibit refiners from setting
prices based on market conditions. Hi gh gasoline prices are a
difficult problem to address because the demand in Alaska is
relatively constant. Prices in the Lower 48, for exanple, have

dropped due to a huge drop in demand, but Al aska doesn't have
the luxury of being able to simlarly reduce its demand.

10: 30: 04 AM

CHAI R RAMRAS then read portions of an e-nail he'd received that
expressed concern about statenments he'd nade that were quoted in
a Fairbanks Daily News-Mner article; the author of the e-mai
suggested that it is the legislature's duty to take action on
this issue. Chair Ranras asked M. Sniffen what would be the
worst that could happen if the legislature were to enact a |aw
that limted what refineries could charge.

MR. SNI FFEN surm sed that the worst that could happen is that
the refineries would sinply close down, and even if that were
not the imediate outcone, such legislation could result in
refineries producing a poorer-quality product, or becomng
unreliable, or not being able to fulfill contractual obligations
as they attenpt to cut costs.

REPRESENTATI VE LYNN asked what the difference is between price
control and anti-gouging | egislation.

MR. SNIFFEN said that price-gouging legislation would put a
[imt on how nuch nmay be charged for a product or service; price
control efforts, in contrast, are generally subsidized by
government prograns. The only way to effectively inplenent sone
sort of pricing limtation, he opined, would be to have an
entity such as the Regulatory Commssion of Alaska (RCA
regul ate the product. However, he pointed out, a simlar tack
taken in Hawaii with regard to gasoline prices didn't work out.
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CHAIR RAMRAS asked M. Sniffen to provide the committee wth
nore information about the steps Hawaii took and the results.

MR. SNIFFEN, in response to a conments and a question, said he
suspects that regulating gasoline prices via an agency such as
the RCA could result in Al askans paying higher prices, on
average, than in the past.

REPRESENTATI VE HAWKER suggested that Al aska's refiners should be
put on notice that they nust either voluntarily decrease their
prices or face being regulated or being subject to crimnal
penal ti es.

10: 41: 39 AM

REPRESENTATI VE LYNN suggested that regulating gasoline prices
woul d disrupt "the free market econony,” which, he opined, nost
peopl e favor. He asked M. Sniffen whether, at this point in
time, he would reconmend regul ati ng gasoline prices via the RCA

MR. SNIFFEN said he doesn't think he could recomend such
action. Gasoline is a tricky comobdity to regulate, and so
instead its pricing is treated like that of other consuner
products such as mlk, bread, and eggs, even though gasoline
isn't a product that people can sinply choose not to buy.
Gasoline is alnbst an essential service, though not quite

because in many instances there are other means of
transportation available, though perhaps not necessarily in
Al aska. He suggested instead that it would be better if

refiners made a voluntarily commtnment to fair pricing.
Furthernmore, if Alaska had an infrastructure that encouraged
conpetition, such as a public termnal that could be |eased for
gasoline storage, the threat of that alone would perhaps go a
long way towards encouraging refiners to keep their prices a
little nore conpetitive. Sooner or later, conpetition is really
t he answer.

REPRESENTATI VE LYNN concurr ed. Conmpetition is the answer
regardl ess of what product/comodity is being discussed, he
opi ned. Wth regard to the concept of regulating gasoline, he
said, "This is a very dangerous path we're going down, here; to
me, the answer ..., in a free narket econony, is to increase the
conpetition ...."

MR. SN FFEN concurr ed.
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CHAIR RAMRAS questioned whether the Tesoro Corporation is
charging high prices at its refinery in Alaska in order to nmake
up for losses at its other refineries. He agai n suggested that
the commttee be provided with information about the steps
Hawai i took and the results.

10:46: 35 AM

MR. SN FFEN said he would attenpt to do so. In response to
comments and questions, he relayed that the statute the DOL uses
to investigate potential antitrust and consuner protection
violations requires that the DOL maintain the confidentiality of
the information it's gathered during an investigation. Because
of this, the DOL can't disclose the information recently
provi ded by Tesoro. He renmarked, however, that the DOL did have
a good discussion wth Tesoro, and that Tesoro was very
cooperative in providing the information that M. Pulliam and he
need in order to deternmne whether anything illegal is
occurring. He said he doesn't think that Tesoro is attenpting
to ride the wave of high gasoline prices as |long as possible;
i nstead, Tesoro has sinply been reacting to nmarket conditions in
a fairly responsible manner. "There [are] ... just ... a lot of
interesting conplexities that go into their pricing decisions,"”
he of f er ed.

MR SNIFFEN, in response to a question, explained that the
antitrust investigation that occurred during the Know es
Adm nistration focused on whether there was collusion anong
refineries [and/or] distributors to artificially set the price
of gasoline at the level it was back then; there seenmed to have
been a bubble between 1995 and 1998 of supra-conpetitive prices.
That investigation found no evidence of collusion, and prices
did cone down after the investigation was concluded, and

normal i zed over tine. The current investigation is simlar,
though there are different dynamics present such as an
unprecedented run up in the price of crude oil, as well as an

unprecedented run down. And as the markets in the rest of the
United States adjusted to those price fluctuations, Alaska's
mar ket hasn't really followed the sane trends. The DOL's
current investigation is focused on whether that failure to
follow those trends is the result of some coordinated or
col lusive activity.

MR. SNIFFEN, in response to another question, said that the DOL
is looking at nore than just the refineries' rack rates; the DCL
is looking at all sellers of fuel, not just the refiners. He
said he is not convinced that there isn't sone arrangenent that
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m ght be illegal, and so the DOL is still going to explore that
possibility, as well why it is that the relationship in Al aska
between the price of crude oil and the price of gasoline has
been so different than it has been everywhere el se. There are
some explanations for why the price of gasoline is higher in
Al aska, but those contributing factors have always been present
and so don't explain why prices in Al aska haven't responded to
the market in the sane way prices everywhere el se have. Anytine
retailers and refiners are able to maintain supra-conpetitive
prices for an extended period of tinme, there is generally a
reason why and it's generally not a nmarket-based reason. Thi s
is raising a big red antitrust flag, so the DOL is still
investigating what that reason m ght be because supra-
conpetitive prices, although currently sonewhat |owered, are
still in place in Alaska, and a market that's operating
rationally shouldn't be able to nmaintain supra-conpetitive
prices. Conpetitive pricing, in conparison, stays close to what
it would cost a conpany to nake or provide a particular product
or service and have a reasonable rate of return.

10:56:41 AM

CHAI R RAMRAS questioned whether it is correct to say that the
retail sellers of gasoline have conpetitive pricing, and so the
supra-conpetitive pricing is occurring before the gasoline gets
to the retailers.

MR. SNIFFEN surm sed that that mght be true in Southcentra
Al aska, but not in Southeast Al aska because there just isn't a
| ot of conpetition in Southeast Alaska. In response to comments
and questions, after noting that the DO. has the power to
subpoena information and keep it confidential, he suggested that
the legislature wuse its power to open up conpetition via
statutory changes, explore regulatory options, and consider
i ntroducing price-gouging legislation that would apply in tines
of emergencies, though the issue of whether extrenely high crude
oil prices constitute an energency would also need to be
addr essed.

REPRESENTATI VE HAWKER asked whether the DOL needs anything nore
from the legislature that would assist the DOL in its
i nvesti gati on.

MR. SNIFFEN said he couldn't think of anything at this point,

but surmsed that the conmttee's hearings on this topic have
been hel pful to the public.
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REPRESENTATI VE HAWKER offered his belief that these hearings
have resulted in price reductions.

REPRESENTATI VE THOVAS said he's heard conplaints that the recent
repeal of Alaska's notor fuel tax hasn't actually been passed on
to consuners.

MR. SNIFFEN said that as soon as the repeal took effect, the
Department of Revenue (DOR) stopped charging that tax, and
retail gasoline prices in Anchorage did drop [by $.08], though
that doesn't necessarily nmean that $.08 hasn't since been added
back onto retail prices. He pointed out that sonme areas of the
state have borough and city sales taxes, and consunmers in those
areas are still paying those taxes.

REPRESENTATI VE THOVAS noted that he's seen sone |ocal
initiatives proposing to repeal those |ocal taxes.

VR. SNI FFEN  acknow edged t hat t hose | ocal t axes can
significantly raise the price of petroleum products. I n
response to a question, he offered his wunderstanding that
Alaska's refineries are neeting their jet-fuel contract
requirenents, that jet fuel still needs to be inported into the
state in order to neet demand, and that Al aska's refineries are
producing nore gasoline than there is demand for in the state
because Alaska is the smallest user of gasoline in the nation -
Al aska's demand is tiny conpared with that of any other state

He added that he doesn't think that any attenpts by the
refineries to neet the state's denmand for jet fuel are driving
the state's gasoline-pricing problens. In response to a conment
and a question, he offered his understanding that gasoline is a
byproduct of jet fuel production, and said he doesn't know what
effect doing awnay with the state's jet fuel contracts would have
with regard to what the refineries decide to produce.

REPRESENTATI VE COGHI LL suggested that the jet fuel contracts
m ght inpact gasoline availability.

11: 12: 29 AM

REPRESENTATI VE GRUENBERG asked if the DO. has investigated
whet her, at stores that also sell gasoline, the prices of their
ot her products went up when they | owered their gasoline prices.

MR. SN FFEN sai d no.
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REPRESENTATI VE GRUENBERG questioned whether, if newspapers were
to publish the gasoline prices at various |ocal retail
| ocations, it would increase conpetition.

MR. SNI FFEN said it mght and it certainly wouldn't hurt; to the
extent that |ower prices can be rewarded by a higher volune of
sales, it certainly helps conpetition. However, the way nost
peopl e go about deciding where to buy gasoline is that they wait
until the lowfuel light cones on and then they buy gasoline at
the cl osest gas station regardless of the price, and still other
people are driven by the desire for convenience and so they
sinply buy their gasoline at the nobst convenient |ocation such
as at a gas station located on the way to work or on the way
home from work. He surm sed, therefore, that having gasoline
prices published in newspapers will only affect the decisions of
those who make a point of investigating where the |owest prices
are, though at <current prices, he acknow edged, perhaps nore
peopl e are choosing to do that.

REPRESENTATI VE GRUENBERG said it seens to him that at stores
that also sell gasoline, it is the other products that are the
loss lead itens, and not gasoline; if such were not the case,
then those stores would advertize their gasoline prices in the
newspapers just as they do their other products.

MR. SNI FFEN offered his recollection that at the |ast neeting on
this topic, representatives from Safeway, Inc., testified that
they would nmuch rather sell their other products than gasoline,
because their profits are higher for those other products. He
offered his understanding that sone stores that offer a reward
program for gasoline sales will advertize that fact.

REPRESENTATI VE GRUENBERG surm sed that perhaps nost stores don't
advertize the price of their gasoline because the cost of the
gasoline to them fluctuates so much

11:17: 28 AM

REPRESENTATI VE CARL GATTO, Alaska State Legislature, asked
whether the refineries commt to providing a specific anmount of
j et fuel

MR. SNI FFEN of fered his understanding that all contracts for jet
fuel are long-term contracts of one to three years, and that
once a refinery enters into such a contract, the refinery is
then committed to providing a certain volunme of jet fuel though
it may not actually refine all of it and may instead have to
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i mport sonme of it. In response to another question, he offered
hi s understanding that the price of jet fuel is keyed to another
market - another price marker - and so when that market
fluctuates, the price also fluctuates.

CHAIR RAMRAS referred to a proposed confidentiality agreenent
recently drafted by Legislative Legal and Research Services, and
asked M. Sniffen whether he thinks it would be worthwhile for
the legislature to pursue obtaining confidential information
fromthe refiners.

MR. SNIFFEN surm sed that engaging in such an agreenent and
pursing such confidential information would give the |egislature
a much better wunderstanding of how retailers determne their
pricing, but the legislature would then be precluded from
sharing anything it learns with the public - so it would
probably be enlightening but not useful. Not wi t hst andi ng t hat
point, he added that he would encourage the legislature to
pursue obtaining that confidential information, because then he
woul d be able to share his observations about that information
with the | egislature.

REPRESENTATI VE LYNN, in response to conments, indicated that in
general, he has a problem with [entering into] confidentiality
agreenments because he is wary of learning sonmething that he
can't then share with his constituents.

The comm ttee took an at-ease from11:26 p.m to 11:33 p. m

11: 33: 38 AM

BARRY PULLI AM Senior Econom st, Econ One Research, Inc., as a
consultant to the Departnent of Law, first briefly recounted his
investigatory experience as it pertains to gasoline and its
pricing, and remarked that there have been nmany, many such

investigations at both the national level and at the state
| evel . In response to a question regarding whether the
| egi sl ature would benefit from pursuing confidential information
from refiners, he echoed M. Sniffen's coments. On the issue
of Alaska's gasoline market, he referred to page 1 of his
Power Poi nt presentation, and said it illustrates that Al aska is
part of the Wst Coast supply area - Petroleum Adm nistration

for Defense District (PADD) V - and thus although conparisons
can be nade between Alaska and other states, wth regard to
supply, the nore rel evant conparisons will be between Al aska and
the other PADD V states: Arizona, California, Hawaii, Nevada
Oregon, and Washi ngt on. The Pacific Northwest, in other words,
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is the potential supply alternative for Alaska, and in fact
somewhat already functions as such, particularly in Southeast
Al aska.

MR. PULLI AM said that froma refining standpoint and a petrol eum
supply standpoint, the Wst Coast operates differently than the
rest of the country, just as Al aska operates differently than
the rest of the country and the Wst Coast. Al aska has to
contend with geographic distances and a |ack of infrastructure
such as pipelines that could readily connect it with refineries
in the Gulf Coast or the rest of the Wst Coast, and so it is
not always in |lockstep with those markets.

11: 38: 45 AM

MR. PULLIAM referring to page 2 of his PowerPoint presentation,
indicated that it illustrates that Al aska has the |owest
percentage of gasoline sales of all the states, selling only
two-tenths of 1 percent of the national average. Al aska is not
a big demand area, and so it just doesn't have a lot of

refineries; [page 3 of the PowerPoint presentation illustrates
that] Alaska only has two refineries, one owned by Tesoro Al aska
Conmpany, and one owned by Flint Hlls Resources. In contrast,

Washington and California have 18 refineries owned by 10
conpanies that are readily able to nove product up and down the
West Coast, thus resulting in a different conpetitive picture.
Furthernore, in terns of capacity, Alaska's refineries are snal

- less than half the average size of those on the rest of the
West Coast - and are very sinple refineries. One statistic on
page 3 refers to a refinery's "conplexity" - how much of a
barrel of crude oil can it turn into the nore valuable |ighter
products such as gasoline and jet fuel. Conpared to refineries
in the rest of the nation, Alaska's refineries are the |east
conplex refineries still operating, and they are not designed to
manufacture a |ot of gasoline and so produce very little of it,
t hough they do have sonme limted ability to upgrade sone "bottom
of the barrel"™ products into "mddle distillates" such as jet
fuel and diesel.

MR. PULLIAM said Alaska's refineries, in addition to being
smaller and less efficient, have smaller footprints and so on a
"per wunit" basis, the fixed costs nust be spread over the
smal | er nunber of barrels being refined. Referring to page 4 of
his PowerPoint presentation, he indicated that it illustrates
petrol eum product sales in Alaska conpared to the rest of the
PADD V region. Only about [15.4 percent] of what Al aska sells
is gasoline, whereas about [44.9 percent] of what the rest of
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PADD V region sells is gasoline. However, about [60.8 percent]

of what Alaska sells is jet fuel, whereas only about [13.1
percent] of what the rest of the PADD V region sells is jet
fuel. Al aska's consunption is really geared towards jet fuel.
He noted that because of confidentiality issues, page 4 doesn't
reflect production statistics, only consunption statistics. He

predicted that if he were able to |ist production statistics,
Al aska could be seen to be producing a larger percentage of
residual fuel than other [PADD V states]; these bottom of-the-
barrel products are not as valuable as either jet fuel or
gasol i ne.

MR. PULLIAM referring to page 5 of his PowerPoint presentation,
indicated that it illustrates that for the last 10 years, the
demand in Al aska conpared to el sewhere on the Wst Coast is very
seasonal, with a big spike in demand during the summer nonths.
This seasonality somewhat affects how refiners operate and what
t hey manuf acture. So although some conparisons can be nade
bet ween Al aska and other PADD V region states - and doing so is
nore relevant than conparing Alaska with any of the other states
- Alaska is still different, particularly with regard to the
types of products offered, the average consunption |levels, the
types of refineries it has, and the nature of the conpetition in
that there just aren't as many "players"” in Al aska.

MR. PULLIAM referring to page 6 of his PowerPoint presentation,
indicated that it illustrates the price of Alaska North Slope
(ANS) crude oil conpared wth after-tax retail prices of
gasoline in Anchorage and Seattle since 2004, Page 7 of his
Power Poi nt presentation, he relayed, illustrates conbined | ocal,
state, and federal gasoline taxes throughout the country.
Al aska, even before the repeal of its state notor fuel tax, had
the lowest taxes in the country. Currently, except for |oca

taxes, Alaska only pays a federal tax of $.18/gallon, whereas
the average taxes in the US. as a whole cone to about
[$. 484/ gallon], and Wshington has taxes of about $.56/gallon

Page 8 of his PowerPoint presentation, he explained, illustrates
the price of ANS crude oil conpared with before-tax retai

prices of gasoline in Anchorage and Seattle since 2004.
Essentially, retail gasoline prices generally keep pace with the

price of crude oil, but don't go in |ockstep - they are "sticky"
and so it takes tinme, even in places other than Al aska, for "oi
prices to work thenselves through the system™ Furt her nore,

there are other factors that go into the pricing of gasoline,
such as what is occurring in the refining market.
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MR. PULLI AM noted that what has occurred recently is that from
the beginning of 2008, crude oil essentially doubled in price
and then fell back down to what it was in 2007. Thi s has been
the nost volatile period that he can renenber, he added, and
i ndi cated that page 9 of his PowerPoint presentation illustrates
that as the price of ANS crude oil goes up in the latter part of
2007 and first part of 2008, gasoline prices in both Anchorage

and Seattle went up as well, though the margin between oil
prices and gasoline prices did shrink until the point when oil
prices started to decrease, sonetine in July 2008. Seattle
gasoline prices fell off at a slower rate than oil but nore
qui ckly than Al aska gasoline prices. The fact that Al aska's
gasoline prices fall nore slowy than in other states is a

pattern that's been seen historically, though not to the degree
seen recently.

MR. PULLIAM in response to a question, explained that residua

oil - sonetines referred to as the bottom of the barrel - can be
used for asphalt, and nore sophisticated refineries can "crack”
residual oil into bunker fuel oil; generally, though, residua
fuel is not as valuable as even crude oil itself. In response

to comments and a question regarding page 9 of his PowerPoint
presentation, he explained that lags in prices work both ways.
For exanple, in 2007, when prices were going up, the price in
Seattle rose nore quickly than did the price in Al aska. He
acknowl edged that once the price in Alaska hits a high peak, it
is then slow to cone off that high price. Page 9 conpares the
before-tax retail gasoline price in Anchorage between Novenber
2007 and m d-COctober 2008 with that of Seattle, and with the
price of ANS crude oil. In md-Cctober 2008 the price in
Seattle was approximately $1/gallon nore than crude oil, and the
price in Anchorage was about $1.76/gallon nore than crude oil

Noting that he'd |ooked at data from as far back as 2000, he
characterized this three-and-a-half-nonth price |lag between the

West Coast and Anchorage as the |ongest on record. In response
to a request, he relayed that he would also |ook at data as far
back as the early 1990s. In response to a question, he said

that page 9 reflects daily nunbers turned into nonthly averages.

11:54: 27 AM

SENATOR CGENE THERRI AULT, Al aska State Legislature, referring to
page 8 of M. Pulliams PowerPoint presentation, asked whether
the lag in a reduction of Alaska's prices is due to gouging by
the refineries or due to the fact that the state's supply
infrastructure is |less conpetitive and |ess sophisticated. He
also asked whether other PADD V states that have found
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t hensel ves awash in gasoline are then encouraged to drop their
prices faster.

MR. PULLI AM said that all of those factors have contributed [to
the current higher prices in Alaska conpared to other
| ocati ons]. He indicated that in a purely conpetitive market,
one woul d expect people to take advantage of the l|lower prices
el sewhere by getting that cheaper product to Al aska and selling
it at Alaska's higher price, which is currently higher than
Seattle's by about $.80/gallon. So, since it certainly doesn't
cost $.80/gallon to transport gasoline from one location to
another, and since the structure of Alaska's market is |ess
conpetitive - fewer refiners, fewer wholesalers - the question
then Dbeconmes, why hasn't that difference 1in price been
arbitraged away, since that's what conpetitive markets do. What
he has found, he relayed, is that in small markets, such as
Al aska's, even a three-nonth lag in price reduction doesn't
really provide enough incentive to bring in cheaper product; the
aforenmentioned sort of market discipline is only possible if the
lag continues long term Furthernore, outside of Southeast,
Al aska doesn't really have the infrastructure for handling such
addi tional inports of gasoline. He then offered an exanple in
which California, for a brief period of tine, experienced fewer
imports and [thus higher prices].

12: 01: 51 PM

MR. PULLI AM referring to page 10 of hi s Power Poi nt
presentation, indicated that it conpares the before-tax retail
gasoline price in Anchorage between Novenber 2007 and md-
Oct ober 2008 with those of Seattle and Honolulu, and with the
price of ANS crude oil. Hawaii is simlar to Alaska in that
they both have only two refineries and about the sane nunber of
whol esal ers, and thus they have a sim/lar conpetitive structure,

though the demand in Hawaii is larger than it is in Al aska.
Regardl ess, the price of gasoline in Alaska is still higher, by
about $.29, than it is in Hawaii, and the rate at which prices
are adjusting in Hawaii is not as great as it is in Seattle.
Referring to page 11 of his PowerPoint presentation, he
indicated that it illustrates the rack price - the wholesale
price - of gasoline in Anchorage and in Seattle, along with the
price of ANS crude oil, since 2004. In Al aska, rack prices are

set by the refiners and sone distributors, and are typically
nore responsive to changes in the price of crude oil than are
subsequent retail prices. The drop off in rack price and the
margi ns between the rack prices illustrated on page 11 is
simlar to the drop off and margins with regard to retail prices
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as illustrated on previous pages of the PowerPoint presentation.
This indicates that at issue is the question of what is going on
at the refinery/whol esale |evel, not the wholesale/retail |evel.

MR. PULLIAM in response to comments and a question, explained
that the recent large margin between Seattle's rack price and
Anchorage's rack price, such as is illustrated on page 11, can
be found with any two markets or |ocations that are as far apart
from each other as are Anchorage and Seattle - there sinply wll
be periods in which the rack prices nove far apart as a result
of the particulars of each |ocation/ market. He acknow edged
that this current period and large margin have |lasted far | onger
than any others in the past. Additionally, the recent huge
increase in the price of crude oil, as well as the recent huge
price decline is also unprecedented. He said that at this
poi nt, he doesn't have an explanation for why there is currently
such a large margin between Anchorage and Seattle prices, other
than to say that the nature of Alaska's narket is different and
could potentially account for the lag in a price reduction.

CHAI R RAMRAS expressed interest in |learning which questions the
comm ttee shoul d be asking the refineries.

12:10: 01 PM

MR. PULLIAM in response to a question, explained that for
arriving at what a gallon of ANS crude oil would cost, he used a
cal cul ation of 42 gallons per barrel.

REPRESENTATI VE GRUENBERG suggested that a graph illustrating the
price differentials as percentages, as opposed to nonetary
anounts, woul d be hel pful.

MR, PULLI AM said that although he could create such a graph, he
doesn't think it would be helpful because what 1is being
investigated is the difference between prices in Alaska and
prices in Seattle, for exanple, and so what should be consi dered
is the difference in price as it relates to the cost of
inporting product to Alaska from elsewhere in the Pacific
Nort hwest; that cost, although it can change sone depending on
the cost of the fuel it takes to transport product, doesn't
change in the sane kind of "percentage manner" as the underlying
price of oil.

REPRESENTATI VE GRUENBERG argued that he would still find it
hel pful to see such a graph.
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12:13: 32 PM

MR. PULLI AM referring to page 12 of hi s Power Poi nt
presentation, indicated that it illustrates that at |east since
2004, the statew de average after-tax price of kerosene-type jet
fuel in Alaska pretty nuch mrrors that in Washington. Jet fue
prices aren't subject to the sane kind of disparity found with

gasoline prices, in part because that's how that particular
mar ket works; there are a larger nunber of suppliers as well as
inmportation from other sources - thus there is far nore

conpetition - and the buyers of jet fuel are very sophisticated
and have the ability to |everage a nationw de buying package,
and thereby bring that to bear in Al aska. He predicted that if
the chart were to include a jet fuel price for Hawaii, it would
also mrror the Alaska and Wshington prices. Buyers of jet
fuel could probably even leverage to bring product in to their
area and thus avoid being reliant upon |local supply if the | ocal
price got too far out of |ine.

SENATOR THERRI AULT surm sed that Alaska is a big player in the
jet fuel market, that it's refineries are well suited to the
manufacture of jet fuel, and that if the jet fuel price in
Al aska gets too high, buyers will sinply bring jet fuel in from
el sewhere

MR. PULLI AM concurred, adding that jet fuel is already regularly
inmported into Alaska and this has resulted in [price] stability.

SENATOR THERRI AULT asked what would be the inpact on gasoline
prices in Alaska if a simlar inportation infrastructure were
put in place.

VR. PULLI AM opined that having an adequate inportation
infrastructure in place would be a big factor and sonething
worth | ooking at. \Wen other states have | ooked into the issue
of high fuel prices, they ve determ ned that having an adequate
importation infrastructure is key to being able to discipline
price. The only thing that can discipline price when there are
only two refiners is the potential for cheaper product to be
inported into the area, and even if product isn't brought in,
just having an adequate inportation infrastructure in place can
provide nore price discipline. And, of course, there would
still be challenges associated with inporting product to Al aska;
for exanple, having enough buyers, and having sufficient storage
space. And with regard to having enough buyers, that issue is
further conplicated by the fact that in Alaska, there just
aren't a lot of retailers that aren't already affiliated with
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or have a contract with, a particular supplier. Nonetheless, he
reiterated, establishing an adequate inportation infrastructure
is sonething worth | ooking at.

MR. PULLIAM in response to a question, said that the focus of
the DOL's investigation has been on the price of gasoline, not
the price of hone heating oil or diesel. He offered, however,
that the buying leverage of diesel is nore akin to that of
gasoline than to that of jet fuel

CHAI R RAMRAS added that the commttee is also primarily focused
on gasoline prices. He expressed interest in learning why, if
the industry was meking a profit when selling gasoline at
$2.77/gallon a year ago when oil was $81/barrel, the industry
must now charge $3.94 even though oil is again $81l/barrel. At
i ssue, he opined, is the question of what was it that occurred
which resulted in gasoline prices in Alaska not keeping pace
with prices in the Lower 48 once those prices started to
decr ease.

12:22:58 PM

MR. PULLIAM acknow edging that short-term prices are volatile
and prone to disparity, suggested that it would hel pful for the
conmttee to | ook at average prices over the long term Page 13
of the PowerPoint presentation, for exanple, illustrates the
spread between Anchorage and Seattle before-tax retail gasoline
prices every year since 2002; the average spread for the |ast
seven years was about $.15/gallon, which is not too far out of
line with what one would expect it to cost to bring product up
to Alaska and the increnental cost of selling product in a place
where there is |ess demand. Early on in 2008 the spread was
about $.18/gallon; however, nost recently it has been about
$. 36/ gal | on.

VR. PULLI AM indicated that page 14 of his  Power Poi nt
presentation illustrates the spread between Anchorage and
Seattle's before-tax retail gasoline prices for the nonths of
August through October every year since 2002. From 2002 through
2007, the spread averaged only about $.17/gallon, whereas in
2008, the spread was $.71/gall on. Therefore, he concluded, the
seasonality of demand in Alaska had nothing to do with the
failure of prices in Al aska to decrease when prices in the Lower

48 decreased - there is nothing that explains a spread of
$. 71/ gal | on. He then indicated that page 15 of his Power Poi nt
presentation illustrates the average nonthly spread between

Anchorage and Seattle's before-tax retail gasoline prices for
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the period between 2002 and 2007, conpared with the nonthly
spread for 2008. The nonthly spreads in 2008 do not follow the

spread pattern of the prior six years. In response to a
guestion, he said that even if he were to add nore prior-year
data, the nonthly spreads in 2008 still wouldn't resenble the

spreads in prior year

REPRESENTATI VE HAWKER noted that the vast difference in nonthly
spreads started to occur in April 2008. He asked what occurred
at that point in tinme to account for the abrupt change in
spr eads.

MR. PULLIAM said he can't point to a particular event or cause
other than to say that the structure of Alaska's market is
sinply different; there is less conpetition in Al aska, and so
there is no incentive to |ower prices again once a conpany has
been forced to raise prices to keep up wth higher costs.

REPRESENTATI VE HAWKER maintained his belief that sonething
specific had to have happened.

12: 29: 43 PM

MR. PULLIAM in response to coments, offered his belief that at
least in the Anchorage and Fairbanks areas, any extra profit
resulting from Alaska's lag in reduced pricing is not, for the
nost part, being seen at the retail level, regardless that there
m ght be sone anecdotal evidence which suggests that sone
retailers are enjoying a higher profit margin for short periods

of tine. This lack of consistent large profits over the |ong
term for retailers is the result of there being sufficient
conpetition at that |evel; again, however, in Al aska, there is
| ess conpetition at the "rack/distribution"” |evel. Referring

then, to page 16 of his PowerPoint presentation, he noted that
he'd al so given consideration to whether the pricing |lag Al aska
is experiencing is sinply sonmething that happens after oi
prices have fallen, but research of past oil price decreases
i ndi cates that such is not the case. He said he doesn't have an
answer regarding why Alaska's retail prices are not now keeping
pace with retail prices elsewhere other than the fact that this
year, the oil market has been nore volatile than it's ever been,
that gasoline prices tend to lag oil prices, and that they tend
to lag even nore in a |ess conpetitive environment such as
Al aska's. It just doesn't seem to be the case that continued
high retail prices in Alaska are the result of illegal activity,
he concl uded, adding that this same conclusion has been reached
in various past investigations.
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CHAI R RAMRAS asked what would be the effect of enacting anti-
gouging legislation that would be triggered by an economc
di saster, defined as occurring anytime oil prices rise above
$100/ barrel, and that would apply to rack prices rather than
retail prices.

MR. PULLIAM - speaking of his experience with the state of

Hawaii when it attenpted to address, via a price cap and
regul atory oversight, high gasoline prices at the wholesale
| evel - expressed disfavor with the concept of such |egislation,

and warned nenbers to be extrenely cautions when considering
t hat approach because it could result in decreasing the state's
gasol i ne supply. Hawaii geared it's whol esale-price cap to an
average of wholesale prices in Los Angeles, Houston, and New
York, under the theory that product could conme froma variety of
| ocations; in reality, however, Hawaii was able to obtain |ess
expensive gasoline from Asian narkets, and this enabled
whol esalers in Hawaii to raise prices up to the cap and thus
charge nore for product than consuners were paying on the West
Coast . Eventually, Hawaii allowed that legislation to |apse,
and there is still ongoing debate regarding whether it actually
did anything to control high gasoline prices.

12:41: 17 PM

CHAIR RAMRAS suggested that the |legislature could perhaps
institute a price cap that would preclude a rack rate in Al aska
from being nore than $.17/gallon higher than the rack rate in
Seattle, or from being nore than the average historica

di fference between Al aska and Seattle prices over the preceding
seven years.

MR. PULLI AM suggested that any such price cap should be tied to
the novenment of the price of a barrel of oil as it either
approaches or recedes from a particular price, not just tied to
a fixed price.

CHAIR RAMRAS asked whether a price cap on rack rates would
negatively affect the nmarket.

MR. PULLI AM said he could research that issue further, but again
warned that there are potential pitfalls associated with trying
to i nmpl enent such a cap.

CHAI R RAMRAS acknow edged that point, but argued that his
constituents are strongly urging him to do something about the
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high price of gasoline in Al aska. He then reiterated his
suggestion to institute a price cap on rack rates, as well his
gquestion about what the unintended consequences of such a cap
woul d be.

MR, PULLIAM in response to a different question, explained that

the federal gasoline tax is the same for all states -
$.18/gallon, and reiterated that Alaska no longer has a state
gasol i ne tax. In response to another question, he said that

al though there are itens the prices of which the State controls,
to do so with petrol eum products should only be undertaken with
extreme caution.

The commttee took a recess from12:47 p.m to 2:19 p. m
2:19: 05 PM

JEFF COOK, Director, External Affairs, Flint Hlls Resources,
noting that he'd already provided witten testinony during the
committee's last hearing on the topic of high gasoline prices

and that he didn't have nmuch to add, explained that Flint Hlls
Resources supplies only about 15 percent of the gasoline
consuned in Alaska, and that all of the gasoline his conpany
refines is consunmed in the Interior. From the aforenentioned
witten testinony, he repeated that his conpany sells about one-
third of the heating fuel sold in the Interior. He then relayed
that Flint HIls Resources has provided the DOL with all the
information it requested, though that information remains
confidential, even from him

MR COOK went on to say:

Federal laws relative to price fixing inclusion
prohi bit us from discussing details of pricing, costs,
and our nmarketing in a forum where our conpetitors
attend or mght be able to gain information from a

public forum My guess is our conpetitors are
probably on line listening as we speak. So, to the
extent possible, ... | wll answer questions you have

CHAIR RAVRAS asked whether Flint Hlls Resources would be
anenable to providing legislators with confidential information
if legislators sign the proposed confidentiality agreenent.
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MR. COCK, noting that he is not the conpany's |egal counsel
relayed that Flint Hlls Resources would be willing to |ook at
that docunent to see if it is satisfactory.

CHAIR RAMRAS, noting that sone nenbers are reluctant to be
provided with information that can't then be shared, said he
wants to be provided with confidential information in order to
better understand the issue.

REPRESENTATI VE HAWKER opined that such information would be
hel pful, but cautioned that confidentiality agreenents inpose
i ncredi ble responsibilities on those who sign them

2:23: 59 PM

REPRESENTATI VE GRUENBERG suggested changes to the proposed
confidentiality agreenent.

REPRESENTATI VE COGHI LL indicated that he is not in favor of
signing a confidential agreenent.

REPRESENTATI VE DAHLSTROM indicated that she is in favor of
signing a confidentiality agreenent.

CHAI R RAMRAS nentioned that at its next neeting, the conmmttee
will further address the question of whether to enter into a
confidentiality agreenent with the refiners.

REPRESENTATI VE COGHI LL observed that were he to enter into a
confidentiality agreement wth refineries, constituents m ght
begin to question his notives for any actions he takes regarding
the refineries after being provided with their confidential
i nformation.

[Following was a brief discussion regarding how the comittee
m ght be proceeding should all or some nmenbers choose to enter
into a confidentiality agreenent.]

REPRESENTATI VE HAVWKER, referring to page 15 of M. Pulliams
Power Poi nt presentation, asked M. Cook what occurred in Apri
2008 to account for the abrupt change in historical pricing
spr eads.

MR. COX said he does not know of anything.

REPRESENTATI VE HAWKER asked himto specul at e.
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MR. COOX declined to do so.

REPRESENTATI VE GRUENBERG asked M. Cook whether he would be
willing speculate if he could do so in a confidential setting.

MR. COOK expl ained that were Flint Hlls Resources to enter into
a confidentiality agreenment with legislators, he would not be
the one providing legislators with the confidential information,
and thus he couldn't specul ate then, either.

2:35: 24 PM

CHAI R RAMRAS asked whether Flint Hlls Resources is producing
| ess gasoline in order to be able to produce nore jet fuel.

MR COOK sai d no.

CHAI R RAMRAS asked whether refineries are attenpting to recoup
via high gasoline prices, any |losses they experienced as a
result of high crude oil prices.

MR. COOK explained that that's not how refineries price their
products; instead, prices are considered in terns of what the
daily markets are doing. He noted that the confidential
information provided by Flint HIlls Resources to the DOL
addresses this point in nore detail.

CHAI R RAMRAS asked how environnental regulations have inpacted
Flint HIls Resources, and whether the cost of conplying with
any such regulations is being anortized into the price of its
products.

MR COOK, in response, repeated a portion of his witten
testinony provided during the commttee's last hearing on the
topi ¢ of high gasoline prices:

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

HOUSE JUD COW TTEE - 26- Oct ober 23, 2008



of fuels required has inpacted the anobunt of gasoline
that can be produced at our North Pole plant.

Since federally mandated decreases in sulfur content
for gasoline and diesel fuel cane into effect in the
| ast few years, our ability to produce those two fuels
has been substantially dimnished. Wile the refinery
still produces sone 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.

MR. COCK, in response to a question, said Flint Hlls Resources
is currently able to neet gasoline demands in the Interior, but

only just. In response to another question, he acknow edged
that the type of crude oil being acquired by a refinery does
affect its ability to refine products. For exanple, crude oi

that contains nore inpurities can cause problenms wth a
refinery's equipnent, and crude oil with nore viscosity must be
heated nore in order for it to flow through to the refining
equi pnent . There is sonme concern that as Alaska' s renaining
supply of crude oil increases in viscosity, a refinery |ocated
in the Interior would not be able to operate on any resulting
intermttent supply of crude.

REPRESENTATI VE COGHI LL asked whether the quality of the raw
crude oil that Flint HIlls Resources refined resulted in
Al aska's high retail gasoline prices conpared with those of
ot her PADD V st at es.

MR, COX said he is not qualified to answer that question.

REPRESENTATIVE COGHILL said he assunes that the cost of
operation is higher when the raw product is nore viscous.

CHAI R RAMRAS asked what it would cost for Flint Hlls Resources
to convert its refinery such that natural gas, instead of oil,
coul d be used to produce its refined products.

MR. COOK explained that Flint HIlls Resources has not yet
conducted a conplete analysis, but feels that such a conversion
woul d be an advantageous step to take, assuming a stable supply
and a conpetitive price. |In response to a question, he said:

The future of refining in Alaska and North Pole is
uncertain. On the positive side, we have a great
wor kforce, and they have ... hit a nunber of safety
records in our operation recently, and we're very
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proud of those. ... W believe that the people of
Alaska value having in-state refining, and we
certainly know that sone of the larger economc
entities such as the Alaska railroad, the Ted Stevens
International Airport, and [the] Fairbanks airport
realize the value of having in-state refining.
However, these wuncertain economc tinmes and recent
high crude prices have  hurt our refinery in
particular. ... Additional federal regulations on
fuels could also negatively inpact our operations.
There's also discussion on clinmate change, and other
regul ations that have the potential to challenge our
oper at i ons. And ... declining North Slope crude
production is also a concern, as is the challenge of
places like Prince George, B.C, saying they want to
take away the cargo business out of the Ted Stevens
International Airport in Anchorage. So these are sone
of the challenges we face in the future - very
uncertain.

2:42:50 PM

CHAI R RAMRAS asked M. Cook what he sees as being the major
factors contributing to the fact that gasoline prices in Al aska
do not cone down as quickly as they do in the Lower 48 and | ag
behind the price of oil when it falls.

MR COOX declined to answer t hat guestion because of
confidentiality concerns, but noted that Flint Hlls Resources
has provided the DOL with information on that point.

CHAIR RAVMRAS asked what effect a price cap, such as was
di scussed earlier, would have on Flint Hills Resources.

MR COX said it would be difficult to say without being able to
anal yze the specific |anguage of such a cap. Flint Hills
Resources, he added, would never conprom se on the quality of
the fuel it sells, and strongly believes in free enterprise and
the conpetitive system in the long term consuners are best
served by unfettered economc enterprise. In response to
anot her question, he relayed that when his friends and rel atives
ask him about the high retail price of gasoline, he replies that

the market will work [to |ower prices] and they nust just have
pati ence. He noted that he, too, is paying those sanme retail
prices.
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REPRESENTATI VE HAWKER asked M. Cook what he thinks the State
could do to increase conpetition.

MR. COOK, remarking that it would be very difficult for Flint
Hlls Refinery to increase its gasoline production, offered his
belief that the State is doing a good job of providing for a
conpetitive environnent. He also nentioned that Flint Hills
Resources no longer sells fuel to the mlitary.

REPRESENTATI VE COGHI LL surmised that nost mnmlitary bases in
Al aska get their fuel fromPetro Star, Inc. (PSI).

MR. COCK, in response to a question, offered his understanding
that the Alaska Railroad Corporation (ARRC) obtains about 40
percent of its revenue from transporting fuel for Flint Hlls
Resour ces.

CHAI R RAMRAS observed that having a healthy railroad is critical
to having a healthy infrastructure in the state. He then asked
the representative from the Port of Anchorage to address the
i ssue of [term naling] space at the Port of Anchorage.

2:55:02 PM

STEPHEN RIBUFFO, Deputy Port Director, Port of Anchorage,
Municipality of Anchorage (MJA), first explained that the Port
of Anchorage considers itself to be a "landlord port,"” and that
everything it does wth respect to property l|leases and tariff
assessments nust first be approved by the Anchorage Assenbly.
As a landlord port, the Port of Anchorage is responsible for
taking care of the property: mai ntai ning the dock space,
keeping the lights on, and keeping the roads clean. However,
any operations that take place at the port are not the Port of
Anchorage's to run. There are 22 people on staff at the Port of
Anchorage, 15 of them are what he called "nmaintainers”, and the
rest conprise office staff and managenent. Al'l  the equipnent
and personnel - either in-house or contract - necessary to
operate the port belong to the conpanies that do business down
at the port.

MR. RIBUFFO said that the Port of Anchorage earns revenue in
three different ways: fromlease arrangenents; from dockage - a
per/foot charge per/12-hour period for the size of the vessel

tied to the dock; and "wharfage" - also known as tonnage - based
on the anmpbunt of commobdity that crosses the dock, whether com ng
or going. The Port of Anchorage generates approxinately $14

mllion in revenue yearly, with a yearly profit of between $3
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mllion and $4 mllion depending on a given year's expenditures;
those changing expenditures include payroll, overtime in the
wintertinme, and the cost of gravel/sand.

MR. RIBUFFO, on the issue of petroleum products, relayed that
there is enough storage capacity at the Port of Anchorage for
2.8 mllion barrels. This capacity is spread between all the
Port of Anchorage's petroleum tenants: Flint Hlls Resources,
"Signature Fuels" - which services the airport - Tesoro [Al aska
Conmpany], and "Chevron” - which has two primary custoners, the
downtown service stations that it supports, and the "defense
fuel s" contract it has with El nmendorf Air Force Base for jet

fuel. He noted that all the jet fuel used at Elnendorf Air
Force Base conmes through the Port of Anchorage. That 2.8
mllion barrels of storage capacity is what he ternmed static

storage capacity, whereas about three to four tines that anount
actual ly passes through the Port of Anchorage in any given year.
Alittle nore than 50 percent of the Port of Anchorage's revenue
is generated by petroleum products, and the Port of Anchorage
col | ects about $.125 per ton.

MR. RIBUFFO said that the Port of Anchorage receives [refined]
petrol eum products from all the refineries in Al aska, and the
only refined fuel it receives from out of state is aviation
gasoline; this aviation gasoline, which contains |ead, cones
from California because that's where one of the few refineries
inthe US. that can still produce | eaded fuel is |ocated.

2:58:49 PM

CHAI R RAMRAS asked where the fuel that Tesoro stores in its
al | ocated space conmes from and where any of the fuels stored in
the Port of Anchorage's 2.8 mllion barrels of static storage
space cones from

MR. RIBUFFO said that when a petrol eum product cones across the

Port of Anchorage's dock, "it has no color"” in that the Port of
Anchorage has no knowl edge of where a customer's petroleum
product originated from Furthernore, the Port of Anchorage
receives no crude oil; all petroleum products received at the

Port of Anchorage are refined.

MR. RIBUFFO in response to questions, said that should an entity
wi sh to buy gasoline in the Lower 48 and bring it to the Port of
Anchorage in order to resell it up here, currently the entity
would be limted with regard to avail able space; however, the
Port of Anchorage is undergoing expansion, and so once that
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expansion is conpleted, it wll open up opportunities for the
af orenenti oned type of enterprise.

CHAI R RAMRAS asked whether the Port of Anchorage would be able
to work with the Institute of Social and Econom c Research
(ISER) if the ISER could be persuaded to conduct a study
regarding the Port of Anchorage and its expansion as they relate
to possibly providing an entity with the storage space necessary
to bring gasoline up to Alaska fromthe Lower 48.

MR. RIBUFFO said that the Port of Anchorage would find the tine
to assist the ISER in any such study, and would view doing so as

an exciting opportunity. In response to a question, he noted
that with regard to the aforenentioned expansion, the Port of
Anchorage could use as nmuch help fromthe State as it is willing

to provide.
3:06: 20 PM
CHAIR RAMRAS reiterated that the commttee would be neeting

again next nmonth to hear public testinmony on this issue, that
the coomittee would be producing a report on this issue, that at

its next neeting, the comrittee wll further address the
guestion of whether to enter into a confidentiality agreenent
with the refiners, and that one  of the commttee's
recommendations to the next legislature wll be that the
| egi sl ature continue holding neetings on this topic until prices
again match those in the Lower 48. He then offered sone

suggestions regarding how the next hearing on this issue would
pr oceed.

REPRESENTATI VE HAWKER suggested that the issue of inport parity
be discussed further during the next neeting; for exanple, the
commttee could invite comments from those conpanies that barge
refined fuel to Al aska.

REPRESENTATI VE LYNN said he has serious concerns about price
fixing, maintaining the free market, and the problens that would
arise for those who decide to sign a confidentiality agreenent.

REPRESENTATI VE COGHI LL - noting that no one thus far has been
able to pinpoint a reason why retail gasoline prices in
Anchorage started being so much higher than in Seattle as of
April 2008, as illustrated via page 15 of M. Pulliams
Power Point presentation - reiterated his concerns regarding
entering into confidentiality agr eenent s, and how his
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constituents mght view any actions he takes afterwards should
he choose to sign such an agreenent.

CHAI R RAMRAS asked M. Sniffen when the DOL's report could be
expected, what topics were going to be highlighted, and how the
DOL will separate confidential information from that which wll
be disclosed to the public.

MR. SNl FFEN concurred that the DOL doesn't yet know what has
occurred to cause the aforenentioned anonal ous spread between
Anchorage and Seattle retail gasoline prices, but assured the
cormittee that the DOL will know the answer at sonme point,
though it may not be an answer that anyone wants to hear; for
exanple, the answer could sinply be that prices are higher in
Al aska because refiners are able to charge nore in Al aska and
therefore do so, or it could sinply be that the higher prices
are the result of recent fluctuations in the price of crude oil.
He said he anticipates that the DOL will be able to provide

something - at least an interim report - to the legislature
before the start of the next session. The final report, he
indicated, will educate the public with regard to current |aw,
mar ket influences, and factors unique to Al aska. Ri ght now,

however, the only thing that the DOL can point to that might
have resulted in Al aska's higher gasoline prices is the dramatic
i ncrease and dramatic decrease in the price of crude oil.

MR SNIFFEN, with regard to creating a report for the public
that doesn't contain any confidential information, acknow edged
that that will be a challenge, but surmsed that after the DOL
has a chance to review the confidential information given to it,
at least sone of the DOL's conclusions could be relayed to the

public wthout disclosing any confidential information. He
added that he is already considering how best to phrase what can
be di scl osed. He then offered his understanding that the cost

of shipping gasoline to Al aska runs between $.08/gallon and
$.10/gallon, and so those figures are being considered by the
DCOL as it investigates the issue of inmport parity and what woul d
really be necessary in order for soneone to successfully inport
gasoline to Al aska.

3:22:18 PM

MR. SNIFFEN, in response to a question, explained that the
adm nistration is considering drafting sone proposed revisions
to the state's antitrust statutes, such as providing for
stronger penalties; under existing law, <certain antitrust
violations only warrant a m sdeneanor penalty. Alaska is not in
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line with other states or the federal government with regard to
antitrust enforcenent and penalties.

REPRESENTATI VE GRUENBERG noted that he's asked Legislative Legal
and Research Services to provide himwth the antitrust |aws of
all states and the federal governnent, and with a listing of
their provisions, differences, [and simlarities]. He offered
hi s understanding that Alaska's antitrust |law was drafted in the
"70s or early '80s, and that the current penalties provide for
one year in jail and a fine of $20,000 for an individual or
$50, 000 for a corporation.

MR. SNIFFEN, in response to a question, offered his belief that
under federal law, the fine is $10 mllion for an individual and
$100 million for a corporation.

CHAIR RAMRAS asked how many people have been convicted of
antitrust violations in Al aska over the last 10 years.

MR. SNIFFEN said not many, but noted that there have been a
couple of civil actions brought by the state for the purpose of
stopping sone potentially illegal conduct; he then offered an
exanpl e.

REPRESENTATI VE GRUENBERG indicated that he is considering
proposing legislation that would alter all sections of "the
Act . "

CHAI R RAMRAS expressed interest in incorporating information
about t he adm nistration's pr oposed changes into t he
af orenenti oned forthcom ng conmttee report.

MR. SNI FFEN agreed to work with the conmttee on that point. In
response to a question, he indicated that Deborah Behr heads up
the DOL's Legislation & Regul ati ons Secti on.

3:27:25 PM

REPRESENTATI VE GRUENBERG noted that the National Conference of
Comm ssioners on Uniform State Laws (NCCUSL), of which M. Behr
is a nmenber, is currently working on revisions to some sections
of the Uniform Comrerci al Code (UCO), and offered his
understanding that at some point those revisions would be com ng
before the commttee.
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[ Following was a brief discussion about how the commttee m ght
be proceeding at its next neetings, and what m ght be included
in the aforenentioned forthcom ng commttee report.]

ADJ QURNVENT

There being no further business before the commttee, the House
Judiciary Standing Conmittee neeting was adjourned at 3:33 p. m
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