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PCOSI TI ON STATEMENT: Answered questions on the House Judiciary
Standing Commttee Al aska Gasoline Pricing Report

ACTI ON NARRATI VE
3:08: 09 PM

CO- CHAIR CHARI SSE M LLETT called the House Special Committee on
Energy neeting to order at 3:08 p.m Representatives Dahl strom
Ranras, Petersen, MIllett, and Edgnon were present at the call
to order. Representative Johansen and Tuck arrived as the
neeting was in progress. Representative Gara was also in
att endance.

3:08:22 PM

Revi ew of House Judiciary Report on retail gasoline prices in
Al aska

[ Cont ai ns di scussi on of HB 68]

CO- CHAIR M LLETT announced that the only order of business would
be a review of the House Judiciary Standing Comrittee Report on
retail gasoline prices in Al aska.

3:08:46 PM

Ed Sniffen, Senior Assistant Attorney General, Commercial/Fair
Busi ness Section, GCvil Division, Departnent of Law (DQ),
summari zed the conclusion of the Attorney General's Report 2008
Al aska Gasoline Pricing Investigation, and said that there was

no evidence of illegal activity related to the pricing of
gasol i ne. He described the investigative process of collecting
information, |ooking at docunents, and interview ng wtnesses
from the retail, distribution, and refinery businesses of the
retail gasoline nmarket. The collected information was then
reviewed by a petroleum econom st. M. Sniffen informed the

conmittee that after careful consideration, the conclusion
reached was that there are market reasons for the recent
novenment in the price of gas. The initial investigation began
in August when the differential between the price of gas in
Anchorage, conpared to prices in the Lower 48, grew to $1.06;
the difference in gas prices between the Pacific Northwest and
Alaska is historically about $0.13 and questions were raised
about the cause of this increase.

3:11:15 PM
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MR. SNIFFEN stated that after l|ooking at the information, the
econom st concluded that the record pace of the rise, and

subsequent fall, of oil prices was unprecedent ed. The pricing
volatility of crude oil pricing was coupled with Al aska' s unique
ol igopoly market. He explained that an oligopoly is a

concentrated market with a few conpetitors that account for al
of the market share. Even when conpetitors do not collude, in
this type of environnent conpetitors' market strategies are well
known to each other. These two factors can explain the price
differentials to some extent, although oil conpanies may have
taken advantage of this scenario and earned healthy profits.
M. Sniffen advised that the Departnment of Law (DOL) could find
no evidence of a violation of state law in docunents or in
t esti nony. He concluded that high prices are unfortunate and
frustrating; however, the DOL was "satisfied that there was
nothing illegal going on."

3:15: 00 PM

REPRESENTATI VE PETERSEN asked whet her "price-gougi ng"
| egislation that is now proposed before the Senate, if enacted
woul d have spurred an investigation by the attorney general into
price fixing by refineries.

3:16: 11 PM

MR. SNI FFEN opi ned oil refiners would have raised prices anyway;
however, an investigation would have ensued when prices did not
fall with those in the Lower 48 and the differential exceeded
the statutory cap.

3:16: 37 PM

REPRESENTATI VE JOHANSEN gave a point of order on the discussion
of proposed bills.

3:16:57 PM
REPRESENTATI VE RAMRAS presented the House Judiciary Committee

Report titled Al aska Gasoline Pricing Report, and explained that
the report was tasked by the speaker of the house during the

surmer of 2008. Representative Ranras comended his staff
menbers for their contributions and the DOL for its assistance
in preparing the report. He noted that the report was prepared

entirely "in-house"” and his office is wholly responsible for its
content and the process; nonetheless, all nenbers of the House
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Judiciary Standing Committee were offered the opportunity to
attach addenduns. Thus, addenduns are attached by
Representatives G uenberg, Lynn, and Hol nes. Al so attached for
reference is the Al aska Petroleum Products Pricing |Investigation
Cl osing Report prepared by the DOL and dated 11/21/2002.

3:21:56 PM

CO-CHAIR M LLETT asked for clarification on the timng of the
Attorney General's report and that of the House Judiciary
Standi ng Comm ttee.

3:22:12 PM

REPRESENTATI VE RAMRAS explained that the governor charged the
attorney general to look into possible illegal activity, and the
speaker of the house <charged the House Judiciary Standing
Commttee (HIJUD) to nmke recommendations to the legislature for
possi ble action. The reports contain simlar data, although the
intent of the judiciary commttee was to consider price-gouging
legislation; in fact, the legislation that has been proposed to

the current | egislature is referenced in the report.
Representative Ranras confirned that the HIJUD committee reached
the sanme conclusion as the attorney general. He opined

government has three options: to regulate the market, through
proposed price-gouging legislation; to subsidize the narket,
through a discount on the cost of royalty oil; and to
incentivize the market. Representative Ranras then described
the status of Al aska refineries and their product share.

3:25: 22 PM

CO- CHAIR EDGVON asked whether there is vertical integration in
Al aska, fromthe refinery |level down to the retail [outlets.]

3:26: 07 PM

REPRESENTATI VE RAMRAS suggested there is a "Gordian knot." He
explained the State of Washington produces 10 tines the vol une
of gasoline as Al aska; however, Al aska produces tw ce as nmuch
jet aviation fuel. The HIUD conmittee was interested in the
fuel storage situation and the incentive of building |I|arge
storage tanks in Anchorage. However, an uni ntended consequence
of this incentive is to open up the market for |arge grocery
chains that are in a position to fill the tanks w th unbranded
retail gas and put snaller independent dealers out of business.
Representative Ranras said that the attorney general's report
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concurs with the HIUD conmittee's concern that if the state
provides a large tanker and storage in the urban and Rail belt
market, the price of the stored gasoline over tine may be higher
than recent, smaller shipnents.

3:29: 06 PM

REPRESENTATI VE RAMRAS discussed the production of retai

gasoline wth Petro Star, I nc. (Petro Star), and its
representative said that Alaska is a static market and its
mar ket share is two tenths of one percent of the national total.
Furthernore, Alaska has a very "efficient market, w th matched
buyers and matched sellers,” thus the refineries can charge
what ever the market can bear. He relayed that Petro Star is not
interested in entering the retail narket even with inducenents
from the governnment because the market is static, the market is
not growing, the market is well served, and there are too many

regul atory hurdles to overcone. Representative Ranras returned
to his description of the unusual period of tine surrounding the
fluctuating gas pricing. During this tinme, the Lower 48

mar ket pl ace suffered from denmand destruction, conservation
practices, recessionary economc conditions, and a surplus
supply of refined gasoline. There is a spectrum of refineries
across the nation, from conplex refineries to sinple refineries,
as are found in Al aska. A conplex refinery is nore efficient
but can not adjust its output. Alaska's sinple refineries, like
Tesoro Corporation (Tesoro) and Flint Hlls Resources (Flint
HIlls) refineries in Alaska, can adjust their output according
to the marketpl ace. He then explained that demand destruction
is when consunmers can not purchase a product because the price
is too high. Conservation is an adjustnment to how consuners use
t he product. A recessionary econom c condition effects whether
consuners purchase the product, and a surplus supply places too
much of the product on the narket.

3:36:48 PM

REPRESENTATI VE RAMRAS gave an exanple of this effect. He
stressed that Alaska's sinple refiners were able to respond to
the market and were not forced to drop their prices "far bel ow
its break-even price." The result was that the refiners in
Al aska had a great advantage over the consuners, whereas in the
Lower 48, the consuners held the advantage. Representati ve
Ranras said the conparison between the Alaska and Wshington
mar kets was conpletely inappropriate. Furthernore, refineries
in the Lower 48 can easily sell to a multi-state market, putting
|ower prices within the reach of everyone connected by a
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hi ghway. This situation is not the sane for Al aska, even for
the folks who Iive in the shadow of a refinery.

3:41: 45 PM
REPRESENTATI VE RAMRAS returned to the boundaries of the HIUD

investigation and noted that concerns were raised about whether
confidential and proprietary information should be revealed to

commttee nenbers. As the task of the conmttee was to
determine why the gasoline prices are still high and what
solutions can be legislated, the conmttee turned to other
variables in the Southcentral and Railbelt areas. He i ndicated

that separate investigations should study the peculiarities
surroundi ng the Sout heast and Western Al aska retail gas markets.

3:44: 23 PM

REPRESENTATI VE RAMRAS further explained that the HIUD comittee
continued its search for another significant variable in the
Sout hcentral and Railbelt marketplace that could negatively
i mpact the consunmer, and concluded that it was the production of

jet aviation fuel. He referred to page 46 of the HIUD report
and read:
"Opportunity cost' is defined by Google as: ' The

value of the next best choice that one gives up when
maki ng a decision.'’

REPRESENTATI VE RAMRAS reninded the commttee that Al aska refines
twice the amount of aviation fuel as Washington. On a persona
note, he said that he was not defending the refineries and
described the effect of high gasoline prices on his business.
He then rem nded the gallery that the reason refineries exist in
Alaska is for the production of jet aviation fuel, and not for
the purpose of producing refined gasoline and diesel fuel for
vehicles or honme heating oil. He pointed out that the Stevens
Anchorage International Airport is the fourth busiest cargo
airport in the world due to its geographic |location and
conpetitively priced jet aviation fuel. Furthernore, the price
of jet aviation fuel is set by the world market and the
Anchorage airport mnust conpete.

3:49: 03 PM
REPRESENTATI VE RAMRAS called the commttee's attention to the

[ bar chart] on page 4 of the HIUD report that indicated the
average spread between Anchorage and Seattle retail gasoline
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prices from 2002 to 2008. In March 2008, began a decoupling of
the spread that led to the investigations by the attorney
general and the HIJUD commttee. The HIUD conmttee theorized
that the U S. went into a recession at the end of 2007 and
early in 2008, along with the rest of the world. Furt hernore

the chart indicates that in April 2008, the disparity in pricing
bet ween Al aska and Seattle moved from $0.20 to $0. 80. Thi s
happened because at the sanme tine there was a glut in the
refined gasoline market causing gas to be dunped in the Lower
48, jet aviation fuel was also being dunped onto the global
market, lowering its market price. Representati ve Ranras
acknow edged that the HIUD report was prepared w thout subpoenas
and the investigation of proprietary information; however, the
commttee found that the Alaska refineries have two markets, the

gl obal jet aviation marketplace and the Railbelt. Furt her nore
the two refineries, Tesoro and Flint Hlls, nust mtch the
global price of aviation fuel in order to maintain the
conpetitive position of the Anchorage airport. Representati ve

Ranras enphasized the financial connections between the
Anchorage airport and Fairbanks International Airport and the

fiscal inmportance of the production of jet aviation fuel to
bot h. In fact, the Fairbanks airport is subsided by the
Anchorage airport so that it can serve as a diversionary airport
for Anchorage. He then gave an exanple of different profit

margins for a variety of products.
3:55:13 PM

REPRESENTATI VE RAMRAS reiterated that the accepted concl usion of
the HIUD report is that the refineries are laying off the |osses
fromjet aviation fuel onto refined gasoline, |owsulfur diesel,
and di esel consuners. Furthernore, seven infrastructure assets,
for exanple, Eielson Ar Force Base and Elnendorf Air Force
Base, were identified as being wuniquely dependent on jet
aviation fuel. Representative Ranras renmarked:

What if the refiners are laying off a disproportionate
anount of their operating costs when they lose a
dollar a gallon on jet aviation fuel, are they laying
that cost off onto the consumer? Now, the legal term
of art for that we just learned ... is called 'cross
subsi di zation.' ... If we take testinony from the
public that this wll be one of the considerations
that is greatly offensive to the public. ... that the
consuners of Alaska could possibly be subsidizing the
cost of jet aviation fuel for a gl obal marketplace.
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REPRESENTATI VE RAMRAS then explained that the HIUD comittee
considered the possible unintended consequences of enacting
price regulations: The exit of the Alaska refiners leading to
the loss of the two air force bases, the tw refineries, the
Al aska Railroad, the Stevens Anchorage International Airport,
and the Fairbanks International Airport. These |osses would
represent about 10 percent of the state's gross donestic product

and 10 percent of the state's work force. In addition, jet
aviation fuel is a value-added product for Alaska, along wth
mning, fishing, oil, and gas. Representative Ranras opined

these jobs and infrastructure assets are put at risk when the
government tries to regulate the consunmer side of the market and
restricts the refiner's opportunity to lay off some of their
cost s. Al though this theory is unpopular wth the public the
HIUD committee, in light of the attorney general's proof of no
anti-trust [violation], no collusion, and no crimnal activity,
is trying to offer the reason why gasoline prices stay high

4:02:28 PM
CO- CHAIR M LLETT asked M. Sniffen for his theory.
4:02: 47 PM

MR. SNIFFEN said that he had no reason to dispute the factual
basis of the conclusions of the HIUD comrttee. He opined that
there is cross subsidization between jet aviation fuel and
gasoline, even though the econom st felt market factors weighed
nore heavily. He concluded that the pricing dynam cs of Tesoro
and Flint Hlls nust include consideration of all of their
products. That said, he differed the question to the econom st.

4:04: 27 PM

CO- CHAIR EDGVON returned to page 32 of the HIUD report that
di scussed the Tesoro refinery and its 31 convenience stores and
58 branded stores. He asked:

So, in terns of the pricing dynamcs from the refiner
to the wholesaler to the retail outlet down to the
consuner, what kind of market presence, the percentage
basis, are the 29 outlets owned by Tesoro? ... Are we
tal king 50 percent, 20 percent? Do we know?

4:05:51 PM
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MR. SNl FFEN assured the commttee that his office |ooked at the

nunber s; however, this is proprietary information. He stated
that there is vertical integration fromthe Tesoro refinery down
to the conpany-owned stations. M. Sniffen explained that the

branded stations are a little nore independent and set their
prices after paying the delivery price at their station (DTW.
The Al aska Tesoro stations are not integrated in that they do

not own the supply of oil; in Alaska, the level of integration
starts at the refiner. Therefore, Tesoro has the advantage of
setting the wholesale and retail price, in addition to its
significant share of the Alaska nmarket. The other rmajor

suppliers are Chevron U S A Inc., Holiday Stationstores, Inc.
and Shell G| Conpany.

4:08: 22 PM
CO- CHAI R EDGVON r enmar ked:

You can't tell the conmttee the exact percentage of
ownership of our retail outlets that the major refiner
in the State of Alaska which produces 85 percent of
the gasoline, that supplies basically 100 percent of
the Railbelt, you can't tell us that percentage of the
mar ket in Anchorage, but it's a significant anount.
And we know there is vertical integration, but we
can't say that there's price-gouging, we can't say
there's parallel pricing, we can't say if there's
collusion, we can't say that there's nonopoly activity
because - can you finish that sentence for nme?

4:09: 09 PM

MR. SNIFFEN agreed that there is parallel pricing, but not
necessarily due to illegal activity. Furt her nor e, there is
conpetition in nost of Alaska, wth the exception of rural
Al aska, where nonopolistic practices exist, but are not
necessarily illegal. This situation is troubling, but the DCL

is limted by what can be done.
4:10: 47 PM

CO CHAIR EDGVON observed there are two different nessages: the
literal interpretation and the "gray area". He called
attention to page 19 of the attorney general's report and read,
"Tesoro owns or |eases several tanker trucks to neke these
deliveries.™
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4:11:46 PM

REPRESENTATI VE PETERSEN di sagreed that consuners are subsidi zing
jet fuel. Hs theory is that traditionally the aviation
industry and airlines like to know in advance the cost of fuel
thus they contract in advance for 30 to 60 days to lock in
prices and set airfares. Last year the airlines contracted a
price with the refiners, but when the price of oil went up, the
refiners sold jet fuel at a significant |oss. That kept the
whol esale price up until now Representati ve Petersen noted
that the graph on page 5 of the HIUD report indicates there is
still a large differential between Al aska prices and the Lower
48; therefore the conpanies have to continue to keep prices high
to "get back to profitability."

4:15:25 PM

MR. SNI FFEN, in response to Representati ve Pet er sen
acknow edged that nmay have been the case for sone; however,
airline contracts are keyed to market indices. He opined the

refiners would not have been |osing noney because |osses were
tenpered as prices noved with the market.

4:16: 38 PM

REPRESENTATI VE PETERSEN observed that Al aska residents want to
know why gasoline and diesel fuel prices are high; neither
report gives a definite answer. He encouraged the commttee to
continue to | ook for satisfactory answers.

4:17:45 PM
REPRESENTATI VE RAMRAS read from Representative Lynn's addendum

Trying to get definitive answers was difficult. The
best we could do was to confirm a nultiplicity of
factors is involved. Many of the public explanations
by the refinery representatives were a rehash of what
we already knew or suspected. ... | have a problem
with governnent inposed price controls, whether for
gasoline or anything else. Typically price controls
are counterproductive, result in many unintended
consequences, and create nore problems than they
sol ve.

REPRESENTATI VE RAMRAS read from Representative Hol mes' addendum
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First, the attorney general's office has been studying
this issue in greater depth and its public report is

expected in the very near future; this commttee
woul d  benefit from seeing that report bef ore
finalizing our own. ... Second, the report coments on

newly introduced legislation that has not yet been
heard by any commttee, let alone by this commttee.

REPRESENTATIVE RAMRAS read from Representative Guenberg's
addendum

. it was wunfortunate that we do not have that
departnment's t hi nki ng bef ore publ i shi ng this
commttee's report. ... The laws of other states were
not adequately discussed, there was insufficient
review of other state [laws], such as those from
Hawaii and North Carolina. ... [The report] offers no
serious discussion on whether governnent should take a
nore active role in solving the problem Finally the
report paints a doonsday portrait should HB 68 pass
bef ore hearings have ever been scheduled on the bill.
Utimately, the report concludes that the |egislature
is powerless to do anything about the problem

REPRESENTATI VE RAMRAS invited M. Sniffen to speak about the
subpoena process used in the DCOL investigation, and about
Hawai i 's experience with price regul ation.

4:21:01 PM

CO CHAIR M LLETT asked M. Sniffen whether his report discovered
that any anti-trust |aws were broken.

4.21:38 PM

MR. SNl FFEN said no. In response to Representative Ranras he
described Hawaii's price regulation |egislation. In 2005, the
power to regulate the whol esale price of gasoline was granted to
the Hawaii Public Uilities Comm ssion. The | egislation keyed
the maximum price allowed the two Hawaii refiners to @ulf Coast
and West Coast prices. After Hurricane Katrina, @lf Coast
prices were driven up, and the refiners imediately set their
prices at the naxi mum all owabl e. He opined that the price cap

creates a "safe harbor,” that encourages manufacturers to price
products at the cap. On the subject of subpoenas, M. Sniffen
af firmed during hi s i nvestigation subpoenas and civil
i nvestigative demands (ClIDs) were issued for interviews and for
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witten information from the refineries, distributors, and
retailers. Thousands of docunents regarding pricing strategies
and whol esale contracts were studied. He said that he was
"confortable that the conclusions we reached are absolutely
accurate and correct." In response to Representative Edgnon's
comrent about price gouging, he advised that in Alaska |aw, the
only thing illegal about pricing could be anti-trust behavior,
or "unconscionable" pricing that violates the Al aska Consuner
Protection Act. He concluded that gas prices are high because
the market is at work and there is not nmuch conpetition in
Al aska; these conditions allow the gasoline wholesalers to price
their products as they are wunless there 1is evidence of
col | usi on.

4:27:07 PM

REPRESENTATI VE JOHANSEN expressed his disappointnent that the
HIUD report did not include Southeast and Western Alaska in its
i nvestigation. He recalled two prior reports on gas pricing,
one issued during the Know es Adm nistration, that also found
not hing wong. He said that he has faith in the work done by the
DOL. Regarding price gouging he referred to page [11l] of the
attorney general's report and read:

Sinmply having a high price for gasoline is not price
gouging in Al aska, even if those prices are in excess
of prices in other parts of the country.

REPRESENTATI VE JOHANSEN understood the difficulty to consumners,

especially those communities limted to bulk fuel supply by
barge lines or air service. He described the situation in
Ket chi kan.

4:31: 35 PM

MR. SNIFFEN, in response to Representative Ranras, confirned
that the attorney general's office holds broad subpoena power
not subject to judicial approval. He said that he was not
famliar with |egislative subpoena power. In further response
to Representative Ranras, he said that the report was produced
by hinmself, as the primary and only attorney, with the help of
an investigator and an econom st with Econ One Research Inc.
(Econ One). The contract with Econ One cost under $150, 000.

4:33:46 PM
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REPRESENTATI VE RAMRAS pointed out that the HIUD conmttee did
not have subpoena powers or ClIDs, and had no investigator or
support from an econom st. He opined the HIUD commttee
produced a report in agreenent with the attorney general and
that also presented a hypothesis beyond the scope of previous
reports. He asked M. Sniffen whether price gouging |egislation
woul d prevent high prices.

4:35:22 PM

MR. SNl FFEN acknow edged the difficulty of this question and
cited the problem that arose in Hawaii . He opined there are
potential risks, such as driving refiners out of business and
forcing prices higher. In response to Representative Ranras,
M. Sniffen provided his resume and title. Regarding price
gouging regulation, he said that he held no authority to speak
to the DOL position with regard to regulatory |egislation.

4:38: 05 PM

REPRESENTATI VE TUCK stated his appreciation for the HIUD
conmttee report. He referred to the graph on page 5 and
surmsed the blue line representing average USA prices would

have been | ower had Al aska prices not been included.
4:39: 28 PM

JANE PIERSON, Chief of Staff to Representative Jay Ranras,
Al aska State Legislature, agreed.

4:39:40 PM

REPRESENTATI VE TUCK noted that gasoline prices in July and
August coul d have been as high as $7 per gallon and asked for an
expl anat i on.

4:39:54 PM

M5. PIERSON opined during this tine there was a glut on market
and this was also the tine of highest wuse in Al aska.
Furthernore, in Al aska change does not cone as quickly as in the
Lower 48.

4:40: 42 PM

REPRESENTATI VE TUCK referred to a 2008 Reuters [news agency]
report and read:
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American based conpanies are shipping record anounts

of gasoline and diesel fuel to other countries. A
record of 1.6 billion barrels a day for the first four
months of this year up to 33 percent from 1.2
[billion] barrels prior to that year.

REPRESENTATI VE TUCK observed that a shortage of oil causes
prices to up, but there was no shortage. Referring to the chart
on page 13 of the HIUD report, he asked whether petroleum
products refined in Al aska are export ed.

4:42:32 PM

M5. PIERSON advised that Al aska does not export gas; however,
she was unsure about jet aviation fuel. In further response to
Representative Tuck, she said that Al aska consunes all of the
gas it refines.

4:43: 03 PM

REPRESENTATI VE PETERSEN relayed in Hawaili the legislature
regulated the price of gas, but not of diesel fuel. After
Hurricane Katrina, gas prices cane down due to the regul ations,
but the price of diesel fuel stayed high. He then asked about
"cross subsidization" and how nmuch is added to the price of gas
to subsidize jet fuel

4:44:10 PM

REPRESENTATI VE RAMRAS said he was not sure. He gave the exanple
of Agrium Inc., and surmsed the price of jet aviation was the
same for all consuners. He did not offer the legal definition
of the term"cross subsidization."

4:46: 14 PM

REPRESENTATI VE PETERSEN asked whether the residents of the North
Star Borough are subsidizing jet fuel by paying higher prices
for hone heating fuel.

4:46: 39 PM
REPRESENTATI VE RAMRAS assured Representative Petersen that the
residents of Fairbanks are subsidizing the econony of Anchorage

because, if the HIUD conmittee theory is correct, they are
payi ng higher prices to protect the supply of aviation fuel that

HOUSE ENE COWM TTEE -14- February 12, 2009



supports jobs in Anchorage. He strongly expressed his point of
vi ew supporting a free market over nore governnent control

4:47:51 PM

CO-CHAIR M LLETT asked M. Sniffen for historical data on how
many previous reports have been issued by the attorney genera
on Al aska gasoline pricing.

4:48: 07 PM

MR. SN FFEN said that he was aware of one other that began in
1999. The investigation was sl owed by debate over
confidentiality and an interimreport was issued in 2000 and the
closing report was issued in 2002. These reports are avail able

for the conmmttee. Interestingly, in the 80's there was an
investigation of gasoline prices that resulted in prosecutions
of anti-trust violations in Anchorage. In response to Co-Chair

MIllett, he added that two or three independent gas station
owners were involved, and the refineries were not.

4:51: 01 PM

REPRESENTATI VE JOHANSEN corrected his previous statenent,
al t hough the reports cone to the sanme concl usion, he said.

4:51:32 PM

REPRESENTATI VE PETERSEN recal l ed that the price of gasoline went
down as a result of the investigation.

4:52:13 PM

REPRESENTATI VE RAMRAS pointed out that gas prices canme down
after the HIUD comrittee investigation.

4:53: 09 PM

REPRESENTATI VE TUCK assunmed that Alaska is self sustaining as
far as its source of gas. Furthernore, according to the HIUD
commttee report, it is not cost effective for another party to
enter the market outside of the existing refineries. |If this is
so, there is no reason that Alaska prices would increase. He

then turned to page 9, and paraphrased:

Pricing strategies and the refining/distribution costs
have global and regional factors, ... which
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include but are not limted to electricity costs, gas
fuel cost, environnmental regulations, equipnment cost,
mai nt enance cost, | abor costs and the cost of
additional capital investnents that nmay be required by
regul ati on changes.

REPRESENTATI VE TUCK understood the increase in energy and
equi pnent costs and asked whether there have been changes in
envi ronnmental regul ations. If not, and Alaska is refining its
own gas, there was no reason for the increase in prices.

4:55:48 PM

M5. PIERSON confirmed that there have been strict regulatory
standards, especially regarding the production of |owsulfur
diesel; in fact, Tesoro is the only facility in Al aska producing
| ow sul fur diesel.

4:56: 28 PM

REPRESENTATI VE TUCK mai nt ai ned his questi on.

4:56:44 PM

CO- CHAIR EDGMON stated his appreciation of both reports. He
noted frustration over high prices in Al aska; however, no one is

breaking the law and market forces prevail in Al aska and ot her
st at es. He cautioned about the danger of crossing the line to
unfair trade practices. Representati ve Edgnon concl uded that

there is a business relationship between major refineries and
the outlets in Anchorage and questions renmain for expert

W t nesses. He cited the situation in Wstern Alaska where
residents are "paying incredibly high prices with no real
understanding of what goes into ... the [overall] pricing
structure.”
4:59:14 PM

CO- CHAIR M LLETT thanked the presenters.
4:59: 30 PM
ADJ QURNVENT

There being no further business before the commttee, the House
Special Commttee on Energy neeting was adjourned at 4:59 p.m
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