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ACTI ON NARRATI VE

3:06: 14 PM

CO CHAIR BRYCE EDGMON called the House Special Conmttee on
Energy neeting to order at 3:06 p.m Representatives Dahl strom
Ranras, Johansen, Petersen, MIlett, and Edgnon were present at

the call to order. Representative Tuck arrived as the neeting
was in progress.

3:06: 34 PM

OVERVI EW  FUEL PRI CI NG I N RURAL ALASKA

CO CHAI R EDGVON announced that the only order of business would
be an overview on fuel pricing in rural Al aska. He then invited
M. Sniffen, representing the Departnent of Law (DOL), to advise
the witnesses on the scope of their testinony.

3:07:49 PM
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ED SN FFEN, Senior Assistant Attorney General, Commercial/Fair
Busi ness Section, Cvil D vision, Departnent of Law, remn nded
participants to be cautious in their discussion of conpetitively
sensitive pricing information.

3:09: 54 PM

MEERA KOHLER, President and CEO,  Alaska Village Electric
Cooperative (AVEC), infornmed the commttee that AVEC is a non-
profit electric wutility serving 53 wvillages, primarily in
Western and Northwestern Al aska. The popul ation served is about
22,000 residents, thus AVEC represents about 45 percent of the
villages in Alaska. The Alaska Village Electric Cooperative has
48 power plants and tank farns in the villages. Last year it
purchased about 5.5 mllion gallons of fuel in bulk that,
unfortunately, was purchased at or above $4.00 per gallon during
the peak of the high oil prices. The average |anded price was
$4.70 per ogallon resulting in an increase to the cost of
electricity in the villages. The average fuel surcharge for
electricity ranged from 37 cents to 58 cents per kilowatt hour.
On the other hand, villages with wind generation paid the |owest

charge of 25 cents per kilowatt hour. She continued to explain
fuel is purchased for a three-year period, with tw additiona
one-year periods that are elective to add to the contract. MVs.
Kohler said AVEC has just ended a five-year contract that was
exclusive to a single supplier serving Wstern Al aska. She

stated at the conclusion of the bidding process for this year,
the cost for the transportation of fuel for the next period had
gone up dranmatically. She opined this change is not surprising
because, for the previous five years, the cost was "locked in"
with a small consuner price index (CPl) increase. Ms. Kohl er
surm sed the supplier absorbed this increase in the past. The
cooperative hoped for additional conpetition during the bidding
process this year; unfortunately, the bulk of its purchases wll
go to sane single transportation agent again. Even at the
current price, the cost of fuel in the villages will be from
$2.50 to $3 per gallon unless there is a dramatic oil price
i ncrease. Ms. Kohler said the econony is starting to recover
and she expects the price of oil to be $100 per barrel again
within two years. She expressed her understanding that the cost
of transporting fuel is high; however, she encouraged the state
to discuss nethods to bring in nore conpetition. Ms. Kohl er
concluded that the reality of rural Alaska is "what smal
guantities of fuel we use.”

3:14:32 PM
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REPRESENTATI VE RAMRAS recalled the commttee's visit to snal
communities, and regional hub communities, in rural Al aska. He
asked for the range of kilowatt production fromthe smallest to
the | argest comunities. In addition, he asked for the age and
condition of the transm ssion grids for these comunities.

3:16: 07 PM

M5. KOHLER assured the committee AVEC enjoys "extrenely good
line |oss nunbers.” In fact, the average line loss of the
distribution system is about 4.5 percent. This amount is
conpetitive with any large utility in the country. In addition

AVEC achi eved an average kilowatt hour sales per gallon of fue

| ast year of 12.92. The snmallest systemis in Anvik, a town of
100 people, and the largest is Hooper Bay, a town that has about
1, 100 people; however, the range of efficiency is conparable and
t he anmount of kilowatt hours per gallon is about the sane. Ms.
Kohler noted that AVEC worked with the manufacturers of the
generation engines to achieve efficiency. Although AVEC can not
achi eve what None did because of the size of its generators, it
can get about 13.5 kilowatt hours per gallon of fuel, which is
about what Dillingham gets. She asked the conmmttee not to
conpare AVEC with a "stand al one" village because [AVEC] is able
to maintain high levels of efficiency longer than is possible
for a village. Regarding transm ssion system |osses, she
i ndicated that AVEC built lines to connect Tununak and Ni ghtrmnute
to the wind generators at Toksook Bay, resulting in a reduction
of the fuel surcharge conponent to 25 cents per hour; however,
wind can never provide nore than 40 percent of a comunity's
power .

3:18:48 PM

M5. KOHLER infornmed the commttee AVEC recently energized w nd
systens in Savoonga and Hooper Bay, and wll soon have w nd
systens in Ganbell and Chevak. Ganbel | and Savoonga are "cl ass
seven wind regines, which is the very best."” The cooperative's
goal is to reduce diesel consunption by 25 percent in ten years,
"but it's going to take a |lot of wi nd generators."

3:19: 29 PM

REPRESENTATI VE PETERSEN asked whet her AVEC was in the process of
installing nore wind generators paid for by grants from the
renewabl e energy fund.

3:19:43 PM
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M5. KOHLER said yes. New systens are going in at Savoonga and

Chevak and all have been funded primarily by the Denali
Comm ssion and the rural utility service (RUS). The cooperative
received $10 mllion in grants through the renewable energy
appropriation that will add one turbine to Toksook Bay, provide

a conplete new system in Quinhagak and Mekoryuk, provide a
nodest system in Anbler, and fund hydroelectric feasibility
[studies] in two pl aces.

3:20: 35 PM

CO CHAIR EDGVON called the focus of the neeting back to fuel
pri ci ng. He asked for a description of the different
ci rcunst ances of fuel pricing in comunities.

3:21:13 PM

M5. KOHLER stated the delivered cost of fuel to AVEC has
historically been less than that of other entities. The primary
reasons are that AVEC is a credit-wrthy custoner; orders a
| arge anmount of fuel early in the spring, and allows the
transporter to deliver at its convenience. On the other hand,
with deliveries to a |ocal business or city there may be issues
about the tineliness of the order and the ability to pay.
Furthernore, the local retailer adds its cost of delivery. She
advi sed AVEC business plans for the tank farns it builds in
rural Alaska for the Denali Comm ssion, reveal it iIs necessary
to add 35 cents to $1 per gallon for delivery costs. However,
Ms. Kohler stated the fuel prices in the villages reported from
the Departnent of Comrerce, Community, & Econom c Devel opnent
(DCCED), Division of Comunity and Regional Affairs (DCRA)
"don't necessarily relate to that, and | don't know what the
difference is ... "

3:23: 24 PM

REPRESENTATI VE DAHLSTROM asked how t he anount of fuel purchased,
and the way it is stored, determnes pricing and rates.

3:24: 01 PM

M5. KOHLER explained AVEC strives to have 14 nonths worth of
fuel stored at each location. Purchasing all of the needed fuel
at one tinme saves the additional cost of later deliveries and
schedul i ng problens. Her organization plans to have enough fuel
to last wuntil spring with one nonth |eeway. The costs of
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storage are about 6 to 7 cents per gallon and are absorbed by
the cooperative. She noted at this tine of year, AVEC is often
contacted by other organizations who wish to buy or borrow

excess fuel, although that is not sonmething it does. However,
AVEC does work closely with schools and nost school districts
are allowed to "piggy-back on our fuel contract." Duri ng

negotiations for the fuel contract this year, AVEC asked for
three-year bids wth tw one-year extensions; however, a
proposer was reluctant to quote for nore than one year due to
the problens with the Flint Hlls refinery. The cooperative
decided to go ahead on a one-year contract wth its primry
supplier in the hope that next year it will have better prices,
especially for transportation. Regarding the electric rates,
Ms. Kohl er expl ained the cooperative buys fuel for 53 villages
and is required to get approval from the Regul atory Commi ssion
of Alaska (RCA) on its fuel cost charge. The RCA approves the
fuel cost charge and sets the power cost equalization (PCE)
| evel at the sane tine. For exanple, |ast year the PCE | evel of
$1 per kilowatt hour went into effect on the first of October
and AVEC submitted for its approval sonetime in QOctober or
Novenber. Therefore, the AVEC fuel charge will not change soon
and last year's high cost of fuel will be seen in the electric
bills through next Cctober.

3:28: 22 PM

CO CHAI R EDGVON observed this is a tough winter for Bush Al aska.
He asked what nay happen to consuners if high prices return for
anot her two or three years.

3:28: 58 PM

M5. KOHLER recalled |ast year there was not a higher rate of
del i nquency; however, this last winter consunmers have "started
to reach their breaking point because their cash resources were
not enough to cover their energy costs and their other cash
needs." She opined simlar costs in the conming winter "will be
the straw that breaks backs."

3:30: 04 PM
REPRESENTATI VE RAMRAS asked how nany average Kkilowatts are
consuned by the cooperative's custonmers as opposed to the rates

in nore urban areas.

3:30: 24 PM
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M5. KOHLER answered village residents' actual average nonthly
use is 390 kilowatt hours. In the Northwest and Nenana region
use is higher because of sewage punps and piped water systens.
The average use in Anchorage and Fairbanks is 700 kilowatt hours
per nont h.

3:31:27 PM

REPRESENTATI VE RAMRAS asked whether the volune of kilowatt use
increased in the communities with wind generation that brought
the price down to 25 cents per kilowatt hour

3:31:57 PM

M5. KOHLER said no, because PCE adjusted the difference and
there was no reduction in price to residents, although
busi nesses benefitted.

3:32: 25 PM
COCHAIR MLLETT asked whether AVEC felt the inpact of the

permanent fund dividend (PFD) and state resource rebate paynents
to residents.

3:32:51 PM

M5. KOHLER said yes. The cooperative was overwhelned wth
paynents; in fact, sonme residents left a large credit on their
accounts. In further response to Co-chair MIllett, she said

paynents at the tine of the PFD are al ways high
3:33:45 PM

KIRK PAYNE, Chief Operating Oficer, Northstar Uilities G oup,
informed the conmmttee that the conpanies operating under the
unbrella of Northstar Utilities Goup in Alaska are Delta
Western and Inlet Petrol eum He addressed the questions that
were previously submitted to him by the conmttee. The first
guestion was: Can you list out sone of the conponents of fuel
pricing that could explain disparities in the cost of fuel from
one village to another? M. Payne said the first conponent of
fuel pricing was comobdity cost, which can vary from day to day
and fromregion to region, and is dictated by supply and demand.
The next cost to consider was operating expense that is the cost
of operating transportation equipnent, |abor, fuel, disposables,
and inspection services. The third consideration was |ogistic
i nefficiency caused by the direct delivery of fuel that requires
the fuel to be transported by nore than one piece of equipnent
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to various termnals scheduled around weather, tides, product
avai lability, and dock space. The fourth consideration was the
cost to carry the product for a long tinme as it voyages from
Seattle; in fact, it may be sixty days or, if a port becones
iced in, eight nonths to final del i very. The fifth
consideration was operating risk due to the cost of non-
performance of contracts and deliveries made under difficult
conditions such as |low water, extrenme tides, wnd, weather, and
waves. M. Payne said there are also conpliance costs, as the
industry is a much regulated industry at the federal and state
| evel, and Northstar intends to be 100 percent conpliant. The
seventh [conmponent] was supply risk as the fuel is procured in
advance, "but there's a lot of water between a lift and a
delivery," he said. Al though his conpany arranges for the pick
up of the product at the refinery, it nay not be there, or the

dock may not be avail able. The next consideration was credit
risk. Qobvi ously, he said, his conpany nust be sure it wll be
paid for its product. Next was the environnmental risk of

operating in sone of the nost pristine country in the world

M. Payne pointed out that petroleum products are very volatile
and there is handling and breathing |oss each time the product
is transferred. The next conponent was the term nal through-put
fees assessed each tinme the product is handled before final
di stribution. Next, he noted the cost of general insurance and
specific coverage regarding pollution and cargo. M. Payne said
the conpany nust also consider the equi pment capital costs for
marine assets that are only wutilized during Al aska s short
season. Al'so, on the horizon is the new [O1l Pollution Act of
1990 (OPA 90)] requirenment for doubled hulled barges; to date,

there is only one line-haul barge in service in Al aska.
Furthernore, he advised that the lighterage fleet is old and
al t hough exenpt from OPA 90, requires re-investnent. Finally,

there are local sales taxes levied by nunicipalities on fuel on
a percentage basis, pipeline fees, through-put fees, and nporage
f ees.

MR. PAYNE addressed the second question that was: |In any of the
conponents you listed - could you talk about instances where
your conpany may have had wide variations in costs fromone trip
to the next? He responded that comobdity cost has a very big
i mpact on that question; in fact, the volatility [of the price]
was high last year, conbined with uncertainties in weather for
each voyage. Question three was: Do you see anything cities,
villages, or utilities could be doing process-wise to |ower the
ultimate price consuners are paying? M. Payne suggested
pl anni ng ahead can | ower the cost of the delivery of fuel. Sone
communities and users do not order until the |ast nonment and,
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from a transportation logistics perspective, t hat makes
[deliveries] even nore inefficient and expensive. Question four
was: Any factors that can help us learn about pricing of fuel
products in areas of Al aska off the road systen? He opined that
the conponents listed in the first question "tells the story of
what the issues are.” (Question five was: \Wat can you tell us
about infrastructure advant ages such as t ank st or age,
distributor relationships or other factors that mght have
direct effects on retail price at the comunity |evel? He
explained that I|arger orders are not always the npbst cost
effective as in the case of an order of 150,000 gallons of fue
to be delivered by a vessel with 100,000 gallons of space. M.
Payne reiterated that pre-planning would make a difference in
this exanple. Question six was: Are there any regulations or
restrictions that you can identify that play a role in the

overall cost of your products? He predicted that |ine-haul
equi pnent conpliance with OPA 90 wll be a big issue, in
addition to changes in coastw se tugboat regulations that wll
"inmpact the whole fleet." Furthernore, the Departnent of
Transportation & Public Facilities (DOIPF) has a rule change
comng that wll affect truck sales and increase the cost of
fuel . Question seven was: Wiere do you purchase the fuel? |If
outside, why isn't the fuel purchased in Al aska? M. Payne said
his conpany buys fuel inside and outside of Al aska depending

either on the logistics or the price.
3:44: 35 PM

REPRESENTATI VE = DAHLSTROM asked for the average age of
Nort hstar's equi pnent.

3:44: 45 PM

MR. PAYNE said Northstar has two |ighterage barges, one of which
is under repair and after will be "a new piece of equipnent."”
However, the average barge in the lighterage fleet was built in
1960.

3:45: 11 PM

REPRESENTATI VE DAHLSTROM asked how Northstar plans for equipnent
expenses; for exanple, are incurred costs "figured into next
year's pricing."

3:45: 33 PM
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MR. PAYNE advised for a business to renmin viable, there nust be
reinvestnent in the business; however, the business nust have a
profit to reinvest.

3:45:59 PM

REPRESENTATI VE RAVMRAS asked whether a major capital investnent
inavillage will "factor into pricing” for that village.

3:46:46 PM

MR. PAYNE pointed out termnals owned and operated by Northstar
must be sustainable. He said, "There is no good answer, in this
venue, to say this is how nuch we would spend on this termna
[and] this on this one. Long term the business has to be
vi abl e."

3:47:11 PM
REPRESENTATI VE RAMRAS rest ated the question.
3:47:19 PM

MR. PAYNE further explained each termnal needs to make the
noney to support its inprovenents. Northstar's business plan
| ooks at reinvestnment over 30 to 50 years.

3:48: 16 PM

REPRESENTATI VE RAMRAS described a situation in which the average
cost of fuel is $5. Wuld the expenditure of $1 mllion for
capital inprovenents cause an increase to $6 or $7 in the cost
of fuel specifically for that village? He said the conmmttee
was told there was a $1 variation in the price of fuel between
comunities only 10 mles apart.

3:49: 24 PM

MR. PAYNE advised the incone stream for each of those facilities
over the previous ten years should already have been "built-in."
Nort hstar makes a continual reinvestnment over |ong-term

3:49: 53 PM

REPRESENTATI VE RAMRAS asked how $5 million in costs would be
anortized for a community.

HOUSE ENE COWM TTEE -10- March 12, 2009



3:50:19 PM

MR. PAYNE said the costs are anortized according to US.
general |y accepted accounting principles (GAAP).

3:50: 35 PM
REPRESENTATI VE RAMRAS r enar ked:

GAAP in relation to the governnment, or GAAP in
relation to the communities that you serve, that is
the question |"'mtrying to ..

3:50:39 PM
MR. PAYNE said, "GAAP related to naintaining investnent grade.”
3:50: 59 PM

REPRESENTATI VE RAMRAS asked "What kind of a return on investnent
do you strive for?"

MR. PAYNE declined to answer. In further response to a request
from Representative Ranras, M. Payne declined to provide the
commttee with copies of his notes.

3:51:43 PM

ELAINE BROAN, Ceneral Manager, NorthStar Gas, inforned the
committee NorthStar Gas is a Native-owned petrol eum distributor
within Western Al aska. Nort hStar delivers fuel on a three-year
contract with two one-year extensions and is currently at the
end of its present contract. The conpany brokers all of the
fuel delivered to the Yukon-Kuskokwi m coast and is planning to
expand into the Norton Sound-NANA region, and the Dillingham

regi on. NorthStar was established in 1998 and delivers fuel
village by village. It also assists villages with financing and
del i veri es. Ms. Brown addressed question one and said her

conpany determ ned there are three conponents to fuel pricing in
rural conmunities: the nmarket from which the fuel is purchased,
the transportation costs by gallon to each comunity; and the
costs of overhead and mai ntenance that can be fixed, such as the
size of the tank farm and insurance, or variable, such as the
age of the tank farm and the nunber of enployees operating the
tank farm She then gave an exanple of five villages on the
Yukon River that pay a fixed price for fuel but have differing
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costs for overhead, maintenance, and profit margin, resulting in
a difference in fuel cost of between $.5 and $1.50.

3:55:32 PM

CO CHAIR EDGVON asked whether NorthStar was the one fue
cooperative in Al aska.

3:55:44 PM

M5. BROWN said no, Norton Sound also has a fuel cooperative

She then addressed question two and reiterated her exanple of
the NorthStar Gas contract for transportation that remained the
sanme for each community. However, for a community that did not
participate with a conpany that had a contract, its delivery
price was open to fair market value. This is one reason fuel
prices can vary between vill ages. She addressed question three
and suggested the price of fuel would decrease if conmunities
woul d band together, becone credit-worthy, and purchase all of
their fuel from one entity. Ms. Brown stressed credit
worthiness is a mjor factor and her organization helps get
| oans approved, in fact, loan applications are time-consum ng
and a delay in loan approval also nay delay a fuel order. I n
addition, early loan approval could allow for one delivery of
fuel, which would be a huge savings on transportation. Also, if
each comunity would conbine its tank farnms there would be a

savings in overhead. She addressed question four and said
factors for regions off the road system are: overhead,
mai nt enance, transportation, and the market. She addressed

guestion five and said Northstar Gas does not own tank farns but
negoti ates on behalf of rural conmunities. Negotiating for al

of the region would Ilower prices on transportation. She
addressed question six and suggested Alaska Energy Authority
(AEA) loan applications should be streanined. Regar di ng

guestion seven, she said NorthStar Gas does not own fuel
4:00: 18 PM

REPRESENTATI VE DAHLSTROM asked whether residents travel to a
nei ghboring village to buy fuel at a | ower price.

M5. BROM said yes. She gave an exanple of three villages
within one or two mles of each other where the residents fil
fifty-gallon drunms to save noney.

4:01:42 PM
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REPRESENTATI VE DAHLSTROM asked whet her residents were aware that
the higher-priced fuel "would still be there.™

4:01: 57 PM

M5. BROWN pointed out people drive out of their way to buy
cheaper fuel in Anchorage.

4:02:13 PM

REPRESENTATI VE DAHLSTROM asked why the village governnent would
set a higher price and di scourage |ocal business.

4:02:46 PM

M5. BROWN said she can not speak for the village board of
directors; however, each conmunity nust consider operating
expenses and its profit margin.

4:03:35 PM

REPRESENTATI VE DAHLSTROM asked whether this would happen if the
di stance between comrunities was great.

4:03: 54 PM

M5. BROWN suggested this would still happen if relatives were
visiting or if a village ran out of fuel.

4:04: 44 PM

REPRESENTATI VE PETERSEN referred to Ms. Brown's observations on
the | oan process and asked for her suggestions.

4: 05: 05 PM

M5. BROWN suggest ed expansion of the AEA | oan approval from one
year to three or five years would streamine the process. The
| oans could also be set up simlarly to an open line of credit;
this would be helpful in that the annual waiver would not have
to be signed during fishing season when officials are at fish
canp. Furthernore, if AEA administrators would begin the |oan
approval process after receipt of a facsimle copy of the
application, there would be a tine savings. She al so suggested
the loan could be approved on the basis of the applicant's
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paynent history, but subject to the final paynment from the
previ ous year.

4:07:54 PM

REPRESENTATI VE RAMRAS spoke about the possibility of a Pacific
Nort hWwest Econom ¢ Region (PNAER) summit between small rural
Canadi an comunities and |ike comunities in Alaska to discuss
problem solving in renote regions. He then disclosed his
personal experience was that l|ast summer, the gross profit
margin on fuel in Fairbanks was 20 cents per gallon. He asked
for Ms. Brown to estimate the gross profit for the entities in
her area.

4:10: 16 PM

M5. BROWN said the gross profit is unique to each conmunity.
Al t hough she was unsure of the basis upon which the profit
margin is set, she estimated profits run from 5 percent to 40
percent. Ms. Brown |isted four villages with a disparity in
overhead costs and how they calculated their profit margin. She
said there are efforts to encourage "everybody, [to] at |[east
[use] one fornula, but that changes community by community."

4:12: 03 PM

REPRESENTATI VE RAMRAS asked whether the Department of Commerce,
Community, & Econom c Developnment (DCCED) was present in the
villages to work on energy problens with individual conmunities
that do not have the support of large utilities.

4:13: 09 PM

M5. BROWN said her cooperative is in close contact with the
DCCED office in Bethel when there is an issue. The Denali
Comm ssi on al so provi des sone operations training once a year.

4:14: 06 PM

REPRESENTATI VE RAMRAS recommended the commttee ask AEA what is
being done to provide wuniform training to conmunities. He
poi nted out that sone rural communities are very well organized
and managed, and others are struggling to hang on through this
difficult winter. To encourage problem solving he re-stated the
idea of a summt with simlar Canadian comrunities and further
di scussion with the AEA on anal yst availability and training.
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4:15:49 PM

M5. BROMN expressed her support for both ideas, and especially
for a | oan education programthrough AEA.

4:16: 08 PM

COCHAIR EDGVON noted that officials of AEA and DCCED are
listening to the testinmony and further discussion of this topic
coul d be continued on anot her occasi on.

4:17:27 PM

CRAI G TORNGA, General Manager, QI |Industry Services, Crow ey
Marine in Al aska, gave a brief PowerPoint presentation. M.
Tornga informed the committee Crow ey Marine has 21 fuel storage
facilities in Alaska with a capacity of 30 mllion gallons of
st or age. In every community, Crowl ey enploys 100 percent | ocal
hire for good jobs wth long-term enploynent and good benefits.
Hs conpany has a large fleet of shallow draft vessels in
Western Al aska for coastal and river use, and a slide showed two
new vessels under construction. He displayed a slide of a
vessel making a difficult fuel delivery from the beach and said
nost deliveries are nmade wthout the benefit of a dock. The
next slide showed a delivery in Hooper Bay by a very long red
hose strung out to reach the "header." The next slide showed
the shallow channel to Newtok wth the barge stuck on the
bott om The next slide was of Prince of Wales Island with the
barge and a float hose operation exposed to the ocean surf. The
next slide displayed a delivery at Little D onmede with a rocky
coast and no dock. He explained two weeks can be spent at sone
of these locations, such as Ganbell, waiting for acceptable
weat her to nmake a delivery.

4:22:30 PM

MR. TORNGA then displayed a slide of the Chevak |lower tank farm
with small tanks that nust be filled individually. He stressed
“"time is cost" and each delivery takes a lot of tinme, especially
with a line-haul vessel that has a deep draft requiring the
transfer of the fuel to a lighterage vessel. The next slide
showed the fuel storage tank at Newok that can not be
conpletely filled because it has a bullet hole. He pointed out
this situation creates a liability for his conpany when the
owners of the tank farns do not take responsibility. The slide
at Nightmute showed the barge on the beach, waiting for the
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tide, and a red hose at the upper tank farmthat only has a two-
i nch dianeter.

4:25:13 PM

MR, TORNGA, in response to Representative Tuck, explained
sonetines there is not a header within reach of the hose and the
barge punps directly to a tanker truck; this situation, as in
Twn HIlls, takes a lot of waiting tinme when 100,000 gall ons of
fuel is |oaded into 5,000 gallon tanker trucks. The final slide
di spl ayed Platts Index of Market Price Conparison that indicated
the swings in fuel prices last summer. M. Tornga addressed
guestion one and said product cost is the first reason for the
variation in cost from one village to the next. Next is the
cost of local municipalities fees and taxes; for exanple, Hooper
Bay has a 5 percent city sales tax and Chevak does not. O her
variables are transportation and logistics, the difficulty of
delivery, lighterage operations, and the cost of float hose
oper at i ons. He opined the conponents that nay be inproved are
custoner operations; for exanple, the lack of adequate storage
that makes two deliveries necessary, the lack of trained

personnel on the delivery site, the credit limts of custoners
and paynent cycles, and limted vol une. M. Tornga addressed
guestion two and said the biggest conponent to w de variations
in cost is product cost. Lesser conponents are the weather
conditions, beach erosion, and volune. He addressed question

three and suggested the consolidation of storage and
distribution has the potential to nake a difference, especially
in a village of 500 residents that has three separate tank
farns. The Denali Comm ssion is funding a new tank farm
"package" but they are given for a single purpose, are not
consolidated, and do not |ower the operations cost to the user.
In addition, professional and trained managenent of operations
will lower the cost for receipt of the delivery, and securing
early bookings wll result in lowering the total cost. He
addressed question four and said local taxes make a big
difference from village to village. Al so, delivery |logistics,
regul atory requirenents fromthe U S. Coast Guard, spill plans

Environnental Protection Agency (EPA) rules, and state and
federal insurance requirenents vary fromvillage to village. He
addressed question five and re-stated the inportance of
centralizing the tank farms and inproving the econom es of
scale. He addressed question six and listed the requirenents of
the Coast CGuard, OGOccupational Safety and Health Adm nistration

(CsHA), the ADC spill plans, and Certificates of Financial
Responsibility to transport fuel over water as sone of the
regul ations Crowl ey Marine nust neet. Furthernore, there wll
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soon be cost increases to meet the new EPA regulations set by
the Gl Pollution Act of 1990 (OPA 90). H's conpany's fleet of

single hull line-haul barges wll have to be replaced by 2015;
in fact, four new barges will be required at a cost of $20
mllion each. In addition, by 2010 new EPA regulations wll

require different handling of ultra |lowsulfur diesel in Al aska.
He addressed question seven and said his conpany purchases the
majority of its fuel in Alaska, sonme on the Wst Coast, and
about 12 mllion gallons fromforeign sources.

4:37:46 PM

REPRESENTATI VE JOHANSEN encouraged M. Tornga to look in Al aska
for facilities with the capability to manufacture fuel barges.

4:39: 08 PM

MR. TORNGA said Crow ey Marine sends barges to Ketchikan for
repair.

There was a brief reference to the Ccean Ranger program

REPRESENTATI VE JOHANSEN asked whether Crowey Marine is in
contact with the Departnment of Environnmental Conservation (DEC)
to inprove the tank farns and the delivery situation in the
vil | ages.

4:40:12 PM

MR TORNGA said his contact with DEC is wusually regarding
Crowl ey Marine tank farnmns. In further response, he said his
crewis not allowed to fill the community tank farnms that do not

have headers because, "those are risks we can't take."
4: 40: 50 PM

REPRESENTATI VE RAMRAS asked whether Crow ey is liked and trusted
by the conmunities it serves.

4:41: 06 PM
MR. TORNGA remar ked:
You're the guy at the end of the hose with the high

price, so they always look at you l|ike you're the
reason for the high price. Now |l wll say in the |ast
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coupl e of years that has changed dramatically ... they
now realize this is a global issue.

4:41: 44 PM

REPRESENTATI VE RAMRAS |i kened conpanies like Crowmey to a "de
facto" utility because they are the only provider for space heat
and electric generation in these small comunities. He pointed
out that the RCA regulates utilities in Fairbanks at a 12
percent rate of return. He asked whether Crowl ey exceeded this
rate or fell below that |evel

4:42:28 PM
MR. TORNGA deferred the question to M. Sniffen.
4:43:19 PM

REPRESENTATI VE RAMRAS cl arified that he asked about the rate of
return, not the percentage of pricing.

MVR. TORNGA opined this question "crosses the line" to
proprietary information

REPRESENTATI VE RAMRAS opined his question does not belie

proprietary information, thus is not an anti-trust issue. Thi s

is a reasonable question that could be answered, and comrunities

are interested in the answer. He said, "W heard a |ot of

public testinmony, with all due respect, to precisely that end
only two weeks ago."

4:44: 36 PM

JUSTI N CHARON, | ndependent Consultant, inforned the commttee he
was an independent consultant but his testinony was not for the
benefit of a client. Previously, he was a 50 percent owner of a
fuel conmpany in Anchorage, and prior to that he was the vice
presi dent of Yukon Fuel. Hi s experience in the industry, from
1998 through 2005, was studying the costs of fuel distribution
in Western Al aska. M. Charon summari zed three reasons for the

price differences between villages: timng of the inventory;
the actual delivery cost; and big pricing differences between
t he independent owners. He pointed out the vast mmjority of

tank farnms in Western Al aska are owned by third party bulk fue
owners with a variety of conpliance |evels and capital.

4:46: 43 PM
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REPRESENTATI VE RAMRAS asked what can be done to bring uniformty
to all of the different comunities so they are all based on the
nost successful nodel.

4:47: 27 PM

MR. CHARON recalled the Denali Conmm ssion, through Rural Al aska
Fuel Services, Inc. (Rafs), cane up wth a nodel on what a
responsi bly run tank farm should |ook IiKke; however, this help
"may not get you to the prices you want." For exanple, he

conpared Hooper Bay, that has a better infrastructure and higher
fuel prices, wth Chevik, that has Ilower prices and a
deteriorating tank farm He opined bringing all of the villages
to conpliance "[is] the right answer, but not necessarily the
cheapest answer." In fact, it would elimnate the village to
vill age di screpanci es, but may nean a hi gher price.

4:48: 53 PM

REPRESENTATI VE RAMRAS asked whet her there is gouging going on in
some comunities that are served by a single supplier.

4:49:10 PM

MR. CHARON said it is very unlikely that there is gougi hg going
on in a wide-spread basis. He re-stated that each community has
its own independent fuel provider; however, nost of those
providers are the city or a Native corporation. As far as the

big conpanies - the fuel distributors - he said, "I'm very
confident there is no gouging going on there, |'ve studied that
in depth, many tinmes.” M. Charon expl ained when the prices get
too high, Delta [Western] and CrowW ey [Marine] w || aggressively
conpete wth each other and reinvest in equipnent. There are
barriers to entering this market, but the barriers are not
i nsur nount abl e. In fact, there is a new conpany called Ruby
Marine on the Yukon River. Furthernore, if there were gouging,
other investors would conme into the market "and |evel things
out." He acknow edged the Western Al aska market is expensive to
come into because it is «capital intensive and fixed-cost
i ntensi ve.

4:50:53 PM

REPRESENTATI VE RAMRAS asked whether the rate of return exceeds
the rate of return enjoyed by utilities regulated by the RCA
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MR. CHARON said he did not know the profits of Crowl ey and
Del ta; however, at Yukon Fuel, the "after tax return would have
been sonet hing we woul d have | ooked forward to." He renmarked:

The typical RCA return isn't a pre-tax return, it's a
post-tax return, and that post-tax return was a nunber
that was attractive to us. W many tines joked we
woul d be better off that way."

MR. CHARON then gave the exanple of Bethel, where $50 million
worth of steel in the tank farm in addition to the value of the
fuel, is a total capital investnent of $80 mllion. It is very
hard to nake a return on that investnent, even though the gross
profit may be very attractive. Prior to the sale of Yukon Fuel
to Crowl ey, prospective investors were asking for returns in
excess of 25 percent; in fact, venture capitalists will not get
into this market because the returns are so | ow

4:52:49 PM

CO CHAI R EDGVON asked for M. Charon's suggestions regarding the
consolidation of facilities in order to maximze efficiencies
and generate econom es of scal e.

4:53:34 PM

MR. CHARON agreed with Ms. Brown and M. Tornga in that tank
farms are very heavy in fixed cost and the consolidation of tank
farmse would be very efficient. For exanple, a 600,000 gallon
facility would cost about $.50 per gallon to run, whereas a
200,000 facility would cost about $1.25 to run. This is also
true of regionalization in that fuel conpanies can focus on
fewer delivery sites. In addition, increasing capacity of the
tank farns will reduce the nunber of deliveries and generate a
cost savings as well.

4:54: 36 PM

CO CHAIR EDGVON asked whether there were sources for price data
ot her than the Division of Conmunity & Regional Affairs, DCCED.

4:54: 48 PM

MR. CHARON said no. However, custoners keep busi nesses inforned
about conpetitor's prices.

4:55:10 PM
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REPRESENTATI VE PETERSEN asked:

If there was regulation by the RCA in rural Al aska,
it's your opinion that the prices would actually be
hi gher now t hen what they actually are?

4:55: 32 PM
MR. CHARON answered, "nore than likely, yes."
4:55:53 PM

REPRESENTATI VE RAVRAS asked where relief could cone fromfor the
residents of the villages.

4:56: 08 PM

MR. CHARON encouraged the conmittee to try [to help], although
there no easy answers. He predicted $150 per barrel oil prices
will return someday and everyone should prepare for that. M.
Charon re-stated the expense of doing business in the region and
the need to address credit issues in order to prevent |ast
m nute orders. Theoretically, if everyone had a tank farm big
enough to hold one year's worth of fuel, and all orders were in
by May 1, the fuel conpanies would respond by minimzing repeat
trips and planning deliveries by the map and the equipnent
needed. He al so encouraged continued support of the AEA Bul k
Fuel Revolving Loan Fund and suggested the departnent could
provi de managenent and pricing assistance to the borrowers.

4:58:13 PM

SMOKEY NORTON, Director of Mrketing, Petro Marine Services,
informed the committee Petro Marine Services is not in business
in Western Al aska but has marine market facilities in Southeast
and coastal Southcentral. He referred to the previous testinony
and said, "Mst of the ground has been plowed." However, he
poi nted out a trenmendous challenge for his conpany was that the
cost component of the fuel was "least controllable." Petro
Marine worked to nmanage termnal and |abor cost, and to invest
well, but to stay in business, it nust pass on the purchase
cost. An equal challenge will be to use the large inventories
of high priced fuel after the prices begin to fall. M. Norton
assured the commttee "screamng custonmers are the last thing
that you want." He also predicted that the cost of doing
business will increase with the expense of the new double-hulled
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barges. On the subject of reducing expenses for Wstern Al aska,
he suggested ~conservation practices wuld be effective
"househol d to househol d."

5:01:53 PM

REPRESENTATI VE PETERSEN asked whether Petro Marine's business
was all in Southeast Al aska.

5:02:41 PM

MR. NORTON stated his conpany serves many very small comunities
and all of the cities of Southeast, and nost of Southcentral,
i ncluding Cook Inlet, Kodiak, Valdez, and Cordova. In further
response to Representative Petersen, he said Petro Marine
purchases nost of its fuel for Southcentral in N kiski and the
fuel for Southeast in the [Pacific] Northwest. Recently there
have been sone supply problens. Again responding to
Representative Petersen he said the supply problens happen wth
both the Al aska and the West Coast refineries. Furthernore, the
distributors do not have the flexibility to try to save noney by
"timng" the purchase of fuel

5:05: 09 PM

REPRESENTATI VE PETERSEN asked whether refinery prices are |ower
on the West Coast than in Al aska.

5:05: 35 PM
MR. NORTON sai d yes.
5:06:13 PM
ADJ QURNIVENT

There being no further business before the commttee, the House
Special Commttee on Energy neeting was adjourned at 5:06 p. m
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