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ACTI ON NARRATI VE
3:33:13 PM

CO CHAIR BILL WELECHOABKI called the Senate Resources Standing
Commttee neeting to order at 3:33 p.m Present at the call to
order were Senators Huggi ns, Stedman, MGQuire and W el echowski .

SB 54- PRI CE GOUG NG | NVOLVI NG ENERGY RESOURCES
3:33:35 PM
CO CHAIR W ELECHOWSKI announced SB 54 to be up for
consi derati on.

COCHAIR MCGQU RE noved to adopt CSSB 54(RES) version 26-
LSO0209\T. There were no objections and it was so ordered.

SENATOR WAGONER j oi ned the comm ttee.

CO CHAI R W ELECHOWEKI expl ained that SB 54 is in response to the
outcry from across the state about the extrenely high fuel costs
and that there is no logical explanation for why they are as
high as they are in Alaska. The bill nmakes it an unfair trade
practice for refiners, distributors or retailers to charge
excessive or exorbitant costs to Al askans. It anmends the Unfair
Trade Practices Act to add nunmber 56 to the already 55 consumer
protection itens in the statue.

He explained that Alaska has historically paid 10-20 cents nore
than the national average for gasoline, and at one tinme Al aska
was actually lower than the national average. But during the
recent run up in oil prices, they have risen to nore than 70
cents to a dollar above the national average and they haven’t
fallen nearly as quickly as what has happened in the Lower 48 -
to the point where we have the highest gasoline prices in the
United States.

CO CHAIR WELECHOMNSKI said that the oil is produced in Al aska
and the vast mgjority of it is refined here. The shipping costs
to market are very mininmal and we have the |owest gas tax in the
nation — currently at zero right now The Attorney General has
found that Alaska has an oligopoly, which essentially nmeans no
free market for gasoline.
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In these situations, in the past, action has been taken when
excessive prices are charged. This is done in the RCA on a
regular basis with natural gas prices. Ol is regulated by the
RCA in-state and by the Federal Energy Regulatory Conm ssion
(FERC) when it is shipped down the pipe lines. Natural gas is
regul ated by the FERC or by the RCA when it’s shipped. It is not
unusual to do sonething like this with vital conmmodities Iike
oil and gas. He pointed out that SB 54 does not ask for
regulation or prices caps; it’'s just sinply saying you can’t
charge excess or exorbitant prices.

Provisions in the bill allow for higher costs that may incurred
because of Alaska’s smaller market. He has heard overwhel m ng
support from all over the state for this neasure. Years ago, a
simlar situation was investigated by the Attorney General and
he found that the high costs were due to essentially nmarket
conditions and nothing was done. They can choose to do nothing
and continue having Al askans charged the highest prices in the
future or they can take sone action that wll protect Al askan
consuners and busi nesses.

3:37:28 PM
SENATOR WAGONER asked when Al aska's gas prices were |ower than
the Lower 48 average.

GECRCGE ASCOIT, staff to Senator Wel echowski, sponsor of SB 54,
answered that said he didn’t have that information. Tesoro’s
representative mght have it.

3:38:15 PM

ED SNI FFI N, Assistant Attorney Ceneral, Departnent of Law, said
Anchorage gas prices in 2007 were lower than the nationa
average for a good portion of the sunmer.

SENATOR STEDMVAN said sone areas don’'t have nuch of a shipping
di stance, but it’s hard to argue that for Southeast where oil
tankers go to Cherry Point for refining and then the product
gets shipped back. It appears from a Sout heast perspective that
the issue wasn’'t at the refinery, but sonewhere between where it
| eft Washington State and canme out of the end of the hose.

SENATOR W ELECHOWBKI observed that Juneau's gas prices are
al ways hi gher than Anchorage gas prices with the exception that
this year when at about the tinme the Legislature cane into
session the price in Anchorage was about $2.40 and $2.07 at
Juneau Fred Meyer’s.
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SENATOR WAGONER said other factors go into calculating the

prices of the products. For instance, you can fill a tanker in
Val dez and send it down the West Coast, but when it’'s full it
cannot go into Puget Sound and deliver. It has to go to San

Francisco and deliver part of its load and then deliver the
bal ance of the load in Puget Sound, because of the restriction
on how many barrels of oil a tanker can have there.

3:41: 06 PM
MR. ASCOIT explained the differences between CSSB 54(ENE) 26-
LS0209/P and draft conmttee substitute (CS) version T. The

first change is on page 1, lines 9-12. The previous version
applied only to refiners, because it appeared that is where a
majority of the excessive pricing happened. In response to

concerns expressed by nenbers of the previous commttee that
price gouging was occurring in other areas of the state wth
fuel distribution by one or very few suppliers, the bill was
expanded to include distributors and retailers. This is intended
to make price gouging illegal anywhere along the supply chain.

The next change appears on page 2, lines 7-10. In the previous
version the civil penalty was not l|less than the greater of 10
times the economic benefit to the refiner or $50 mllion. The
penalty was changed to only be 10 tines the econom c benefit to
the refiner or distributor, and it was clarified that it also
applies to distributors and retailers. This is in addition to
the civil penalties that would normally be incurred under the
Unfair Trade Practices and Consumer Protection Act, which is not
nore than $5,000 per violation.

3:43: 08 PM

Also in response to industry concerns a section was added on
page 2, lines 11-22, that restricts the power to bring action
against a violator solely to the Attorney GCeneral. Normally

under the Unfair Trade Practices and Consumer Protection Act,
private individuals can sue a violator for treble damages. It
was felt that they could be bankrupted or seriously hurt by
nunerous individual lawsuits. Also on lines 12-14 the CS
specifies that the Attorney General may collect attorney' s fees
and court costs. This should have the effect of l|owering or
negating the fiscal note which is currently indeterm nate.

3:44: 04 PM

The next change starts on page 2, lines 23-27, that clarifies a
reasonable defense by a refiner, distributor, or retailer is
that the seemingly exorbitant prices have been attributable to
costs incurred in connection with the sale. Finally, on page 2,
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line 28 — page 3, line 7, definitions for the term “distributor”
and “retailer” were added to the definition of “refiner” which
had been previously defined.

3:44: 43 PM

] BOB W NESTEIN, Mayor, Cty of Ketchikan, supported the proposed
CS.{ Ketchikan has had quite a bit of concern about high gas
prices. Gving the Attorney General this authority is an
inportant |egal and economc tool for the state. Additionally,
this my cause refiners and distributors to watch their
practices nore closely and reduce the likelihood of excessive
pricing. He also agreed with Senator Stednan’s comrents about
how the situation in Southeast differs from other parts of the
state.

3:46: 09 PM

] DAVE  OTNESS, representing hinself, Cor dova, said what's
happening lately is destroying the fabric of Alaska.{ This step
up has kept going for years based on the attendant costs of
being in renote comunities, but sonmething went wong with the
equation to where we can't support our coastal societies any
nore. It behooves investigation on that |evel. W have no state
taxes on our gas, and we're paying nore than anybody el se.

3:48: 24 PM

] RANDY GRIFFIN, representing hinself, Fairbanks, opposed CSSB
54(RES) because it is contrary to the principals of freedom{ He
argued, “That fuel is private property and it bel ongs to whoever
manufactured it and | think that they should be able to sell it
for whatever they want since it belongs to them” The free
mar ket keeps prices in check.

3:50: 01 PM

STEVE ALLEY, representing hinself, Valdez, supported SB 54. He
bel i eves we are being gouged. In Anchorage, gas is $2.27 today
and in Valdez it is $2.81.09, $2.95.09 and $2.95.09. That is
price gougi ng.

3:51:14 PM

DEAN VESTLAKE, representing hinself, Kotzebue, supported CSSB 54
(RES). He renmarked, “Renenber, these nunbers only represent the
villages that the state surveyed, and unfortunately our region
is not one of the places that surveyed.” A place like Noatak is
$9.99/gal for heating fuel. Their |ocal fuel provider said they
would blend last year's price with this year's when the fuel
barge cones to Kotzebue in July. It sounds great wuntil one
realizes that when the prices hit there last July 5, they went
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up without the benefit of price blending. This year's spring
barges to the villages will be selling at last years’ prices
when they upload. So, in effect, they will be paying exorbitant
prices for tw years because of a delivery schedule that
maxi m zes outside profitability at the expense of |oca
sustainability.

3:52:49 PM

MARGARET HANSON, Kot zebue, supported CSSB 54(RES). Because of
the high cost of fuel in the Northwest Region, sonme cities are
having a hard tine keeping their doors open. In fact one city
closes its doors two days per week, and they are open Monday,
Wednesday and Friday four hours/day. Taxes can be raised, but
there are no jobs out there to support them The electric fuel
surcharge for the one community was $69,000 in one nonth; the
electricity charge was $2,000. It's too rmuch for the consumer to
handl e. She said her fanmly bought $600 worth of frozen neat a
couple of nmonths ago and when it got to Kotzebue it cost $900
for freight.

3:55:35 PM

MERRI CK PI ERCE, representing hinself, Fairbanks, supported CSSB
54( RES) . He thinks elimnating obvious price gouging by
regulation is a very positive step because of the amount of
price gouging Flint Hlls/Tesoro do to Al askan consuners. Last
fall he was in Sinclair, Womng, where today gas can be bought
for $1.42/gal. after subtracting the state gas tax. Wonmng is a
rural state with 493,000 people and they have a refinery in
Sinclair. Fairbanks has a refinery just like Sinclair does, but
they are paying over $2.56/gal. “Obviously there is sonme price
gougi ng occurring in our market.”

He noted the Legislature could adopt additional renedies to
reduce the cost of energy for Alaskans. One of the best ways to
reduce the cost of transportation energy 1is through the

construction of energy infrastructure that will make better cost
alternatives to gasoline and diesel fuel available. That added
conpetition wll pl ace significant downward pressure on

whol esal e gasoline prices. He said the best alternative to
gasoline is conpressed natural gas (CNG .

MR. PIERCE said the highest priority of the Legislature should
be getting the all-Alaska gas line built. Wth natural gas,
existing state vehicles can be converted to run on OCNG or

factory CNG vehicles can be purchased — like the Honda G vic GX
He said the cost equivalent for running a vehicle on CNG is |ess
than 50 cents per gallon versus the $2.50/gal. Natural gas
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prices are collapsing, because vast shale gas deposits are being
developed in North America. This is a chance for the state to
provi de sone real |eadership for the rest of the country.

4:00: 05 PM

BILL ZORI K, representing hinself, Fairbanks, supported SB 54. He
said he can think of several reasons that gas should be cheaper
up here, but Flint HIls has been very reluctant to share their
true costs and profits.

4:02: 04 PM

JEFF COOK, Director, External Affairs, Flint Hlls Resources
Al aska, opposed SB 54. It would adversely affect their business,
and have longer term negative inplications for the people of
Alaska. It's inportant to understand that Flint Hlls doesn't
own retail stations or crude oil. Al of their products are sold
on the wholesale market, and they make |ess than one-fifth of
the gasoline used in Alaska and only a third of the heating fuel
in the Fairbanks area.

Their 175 enployees are very proud of their contributions to
Al aska; they run a very efficient and safe refinery. Flint Hills
Resources has nore than 60 years of experience in the refining
busi ness. They have owned and operated the North Pole refinery
since 2004 and they also own and operates refineries in
M nnesota and Texas.

The North Pole refinery began operating in 1977 shortly after
TAPS was conpleted. The facility has gone through various
nodi fications over the years, but its basic configuration has
remai ned unchanged. The refinery is a topping plant, which neans
it lacks the sophisticated processing capability to refine all
the crude oil comng into the plant into finished products. It
takes in 180, 000-220,000 barrels of crude oil per day; they heat
the crude to distill it into a few basic products to sell; the
rest of the stream is returned to TAPS for which they pay a
gquality bank assessnent. As a result, they keep only about
40,000 barrel s/day of saleable product, a majority of which is
jet fuel. In addition, they keep an energy source for heating
the crude oil and refining process, a disadvantage because
natural gas fuels nost refineries in the U S.

Many topping plants like the North Pole refinery operated in the
U S years ago, but now just a few remain due to increased
envi ronmental em ssions regul ations and the increasing stringent
federal requirenents on the different types of fuels.
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MR. COX said the North Pole refinery has kept pace with the new
envi ronment al regul ations, but federal mandates for | ower
sul phur content in the last few years have substantially
di m nished their ability to produce these two fuels. They still
produce sone gasoline and off-road diesel, but they now buy
gasol ine and diesel from other sources to neet the full needs of
their custoners. Due to these regulations and their affect on
the market place, supplies are tight and margins for refineries
like North Pole are very small.

Flint Hills is currently working with the Al aska Departnment of
Nat ural Resources (DNR) to develop their understanding of their
operation and the circunstances that threaten their long-term
viability in the state. Even though the refinery has been
profitable recently, that doesn’'t nmean it will remain that way.
It is not the case currently.

He said they are exploring all options to deal wth this
uncertainty and they have provided financial data to DNR so they
can anal yze and understand the challenges facing their refinery.
SB 54 would be a very serious threat to the future of the North
Pole Refinery. The CS does not specify what exorbitant prices
are, yet subjects refiners to penalties 10 tinmes the anmount of
the econom c benefits of an unlawful sale; this |eaves a high
| evel of wuncertainty. They may be forced to cease refining in
t he state.

Finally, he argued that |ower prices don't attract producers who
will cone into a market only if they believe they can nake noney
under the <controlled price. This could lead to shortages.
Setting price caps is a dangerous ganme; no one can forecast the
future with any degree of accuracy and the consequences of being
wong wll result in a shortage of fuel in Al aska.

4:08: 22 PM

In closing, he said that Flint HIls wunderstands that high
prices can be a hardship for many Al askan famlies. North Pole
workers pay the same high price for gasoline as everyone el se.

Price control |l egislation wll harm consuners by causing
shortages; their refinery is facing serious challenges now
Denmand for j et fuel, their primary  product, is down

significantly in Al aska, and particularly at the Anchorage
International Airport. This is evidenced recently by Fed Ex
taking 68 pilots out of Anchorage.

4:09:30 PM
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JAVEN OSE, representing hinself, said he is a 50-year resident
of Anchorage, and that he had seen enough of free market forces
with $140/barrel for gasoline. He is not ready for another
surmer of price gouging. Instead of conparing Anchorage prices
to Seattle prices, because we have no denographics in conmon
with them we should conpare our state to Womng where they
have reported a | ow of $1.14/gal. over the last two nonths.

The state has failed in its fiduciary duty to its citizenry.
They have known this manipul ati on has been going on in Kenai for
years where gas is 15 cents higher than in Anchorage — and they
make it right there.

MR. OSE said he had contacted the Attorney Ceneral’s Ofice to
adm nister the contract to keep Flint HIls from gouging. Over
the last five years they have averaged 46,000 barrels per day.
By contract, the wupper limt is 77,000 barrels. If the limt
were to be refined that m ght bring prices down to bel ow $1/gal
where it belongs. He summarized, "I'm mad as hell and thank you
for listening."

4:16: 43 PM

GABRI EL ACEVES, Executive Director, Alaska Public Interest
Research G oup (AKPIRG, supported SB 54. Everyone recognizes
there are certain costs to doing business in Alaska, and it's
not good for conpanies to take advantage of consuners because of
| ack of conpetition.

Price control legislation sets floors and ceilings, but this
bill doesn't do either one of those. It sinply puts the onus on
the folks refining and distributing to prove that what they are
charging is not exorbitant.

4:20: 32 PM

KIP KNUTSON, Manager, External Affairs, Tesoro Al aska, noted
that “excessive” and “exorbitant” had not been defined, and that
woul d add risk to their operation here. And he offered, “Perhaps
you woul d consi der applying the golden rule to this |egislation,
if it’s so good for refiners, perhaps it could be applied to al
comercial transactions in the state.”

Wen he read the Attorney General’s report that can be found at
the Departnment of Law s website, he saw that the AG concl uded
that the Alaska refiners are abiding by Al aska s consuner
protection laws. It found no evidence of collusion or restraint
of trade or nonopolistic practices. The sane report highlights
that although there are only tw in-state manufacturers of
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gasoline, the market forces of supply and demand account for
prices paid by Alaskans. The report concluded that oligopoly
conpetition is comon for many goods and services in the state
of Alaska and it doesn't by definition mean there is no
conpetition, but it neans there are few conpetitors.

MR. KNUTSON said the report says that economic realities of the
Al aska gasoline market likely explain the price of gas in Al aska
and the relationship between Alaska gasoline prices and the
prices in the Lower 48.

4:23:18 PM
SENATOR WAGONER asked hi mwhere their crude oil cones from

MR. KNUTSON answered their refinery is located in N kiski. They
haul roughly 50 percent of the crude they purchase from North
Sl ope producers by tanker from Val dez. They buy every drop that
is purchased in the Cook Inlet, which is roughly 25 percent of
their crude throughput. They are now having to source the
remai ni ng 25 percent fromas far away as Norway or Nigeria.

SENATOR WAGONER asked the cost of the |ow sul phur unit at their
refinery.

MR. KNUTSON replied $65 mllion - to just stay in the road
di esel business.

SENATOR WAGONER asked why they were forced to do that.

MR. KNUSTON answered the Environnmental Protection Agency (EPA)
required that on-road vehicles burn ultra | ow sul phur diesel — a
new fuel specification

SENATOR WAGONER asked what their tineline is on recouping their
i nvestment on that.

MR. KNUTSON answered that he didn't have that information

4:26:10 PM

SENATOR WAGONER said a couple of other things need to be said.
First of all the average fam |y received $3,800 from the state
of Alaska last year to defray the cost of higher fuel for which
there are various reasons. He asked what Tesoro' s stock value
was in 2006 and what it is now.
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MR. KNUSTON answered that he couldn’t quote the 2006 price, but
at one point the stock peaked out at $65/share. Late |ast year
it hit $6/share. It has recovered sonewhat to the $12-$%$14 range.

SENATOR WAGONER said that Tesoro is in his district and a | ot of
people work full time there. “They are Al askans, too. They had
to buy the sane high prices on the fuels.” He remarked if there
is so nmuch profit on a gallon of gas at the punp, then why in
the center of Kenai, probably the best |ocation there, is there
a brand new station built 10 years ago by Petro Marine that is
vacant and has been vacant for three years.

4:27: 36 PM

CO CHAI R W ELECHOWSKI cl osed public testinony and said he would
hold the bill to address conmittee concerns.

4:28:20 PM

There being no further business to come before the commttee, he
adj ourned the neeting at 4:28.
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