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W TNESS REG STER

JOE BALASH, Comm ssi oner

Depart ment of Natural Resources (DNR)

Anchor age, Al aska

PCSI TI ON STATEMENT: On behal f of the administration, introduced
HB 287.

KEVI N BANKS, Petrol eum Market Anal yst

Division of Gl & Gas

Department of Natural Resources

Anchor age, Al aska

POSI TI ON STATEMENT:  Answered questions regarding HB 287.

JAMES TANGARO, Vice President Kenai Refinery

Tesoro Al aska Conmpany

Kenai, Al aska

PCSI TI ON STATEMENT: Testified in support of HB 287.
ACTI ON NARRATI VE

12: 05: 18 PM

REPRESENTATI VE M KE HAWKER called the House Resources Standing
Commttee neeting back to order at 12:05 p.m Represent ati ves
Tarr, Seaton, O son, P. WIlson, Johnson, and Hawker were present
at the call back to order. Representati ve Josephson was al so
present .

HB 287- APPROVE TESORO ROYALTY O L SALE

12: 05: 50 PM

REPRESENTATI VE HAWKER announced the only order of business is
HOUSE BILL NO 287, "An Act approving and ratifying the sale of
royalty oil by the State of Alaska to Tesoro Corporation and
Tesoro Refining and Marketing Conpany LLC, and providing for an
effective date."

REPRESENTATI VE HAWKER noted HB 287 was introduced by the House
Rules Standing Conmttee at the request of the governor. He
said the intention is to nove the bill today follow ng testinony
and any anmendnents.

12: 06: 46 PM
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JOE BALASH, Conmi ssioner, Departnent of Natural Resources (DNR),
i ntroduced HB 287 on behalf of the adm nistration. He said he
has a slide pack ready for presentation but proposed to instead
provi de a summary and answer the commttee's questions.

REPRESENTATI VE HAVWKER agreed to Comm ssioner Bal ash's proposal,
saying comrittee nenbers are well aware of what are royalty-in-
kind sales and nenbers are only looking for an explanation of
why HB 287 is before the commttee.

12: 07: 26 PM

COWM SSI ONER BALASH explained that in fourth quarter 2013 the
Division of Ol & Gas, Departnent of Natural Resources, entered
into a sales contract with Tesoro to provide between [5,000] and
15,000 barrels per day of Alaska North Slope supply to Tesoro's
Ni ki ski refinery. Because the contract was for |ess than one
year, it could be executed wi thout going through a |egislative
revi ew. However, in further discussion, the operator expressed
a desire to extend the contract, and |egislative approval is
needed to extend it beyond one year. The price terns for this
particular sale are different than the ones that were before the
committee last year when it considered the much |arger vol une

for sale to "Flint Hlls" in North Pole. A reason for that
difference is driven in part by the lack of specific special
commi t ment s. Some special commtnents were made in the Flint

Hlls case and therefore Flint Hills received a higher deduction
off of the total price than is seen here with Tesoro; it is a
di fference of about 20 cents. The other terns are largely the
same, with the exception of the vol unes. Comm ssi oner Bal ash
said the Tesoro refinery in N kiski has been operating since
1969 and is the largest and nost sophisticated refinery in

Al aska. The refinery manufactures ultra-Ilow sul phur diesel
(ULSD), and while it is not the only refinery making this
product, it mnekes the nost. The Tesoro refinery has a diverse

product line that includes jet fuel to the Ted Stevens Anchorage
International Airport, a lot of gasoline, as well as the ULSD.
The N ki ski plant provides nore than 200 hi gh-paying jobs, so it
is a good opportunity to add value to one of Al aska's resources.
He said refining is a business that he hopes will remain a part
of Al aska's econony for sone tine.

12:10: 28 PM

REPRESENTATI VE HAWKER, regarding [DNR s] Cctober 24, 2013, best
interest finding for the sale of Alaska North Slope (ANS)
royalty oil to Tesoro Refining and Marketing Conpany, LLC, noted
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that a public comrent period of at |east 30 days was held and
was closed on Septenber 23 for which no public coment was
recei ved. It is therefore presuned that no one is challenging
this best interest finding by the departnent.

COWMM SSI ONER BALASH confirned that is correct, saying that under
the statutes of "183," a hearing was conducted with the [Al aska
Royalty G| and Gas Developnent Advisory Board] that also
recomended the approval of this particular sales contract.

12:12: 09 PM

REPRESENTATI VE TARR inquired whether closure of the Flint Hills
refinery will have any inpact on this contract in ternms of
vol une. For exanple, whether nore than 15,6000 barrels per day

woul d be available for the Tesoro contract.

COWMM SSI ONER BALASH responded the specific negotiation on the
volunme for this contract was sonewhat |limted because of the
sale of royalty to Flint Hlls. Both contracts have a proration
clause in the event that the state, for whatever reason, w nds
up short on royalty production -- the state is able to reduce
the volune it is selling to either or both refineries. As
information related to the Flint HIls closure continues to be
understood, it is inportant to note that the contract approved

for Flint HIlls is a larger volune and is still in place. The
first notification of a zero barrel requirement under the
contract has been received. After the receipt of three zero

barrel nmonthly nominations in a row, the contract term nates.
So, it wuld be md to late second quarter 2014 that the Flint
Hlls contract would run its natural course and term nate,
freeing up those royalty barrels for selling to a different
party, perhaps even Tesoro.

12:14: 07 PM

REPRESENTATI VE P. WLSON understood the current initial quantity
range included a clause that the quantity nmay be adjusted after
12 nmonths with conm ssioner approval. She asked whether the
contract was just for 12 nonths.

COWM SSI ONER BALASH confirnmed the initial contract was for 12
nont hs. Responding further, he explained this is an extension
and further authorization, and the departnent is presently
investigating wth Tesoro whether and how the volunes can be
increased if additional royalty volunes becone available, but
nothing in that regard has been cl osed yet.
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REPRESENTATIVE P. WLSON inquired whether she is correct in
understanding that this is another contract for another year.

COWM SSI ONER BALASH bel i eved this contract runs through 2016, so
it would be approximately one additional year.

REPRESENTATIVE P. WLSON surmsed the provision saying the
comm ssi oner can change those anbunts after 12 nonths is noot.

COWMM SSI ONER BALASH replied that, in this case, what would be
| ooked at is an opportunity after the first year to nmke a
change in the second year because this is, in effect, now a two-
year contract. He explained that the initial contract was just
one year. A new contract is being entered into which extends
that initial contract by one year and includes the latitude to
increase the volune after the first 12 nonths. He deferred to
the Division of Ol & Gas to provide further information.

12:17:19 PM

KEVI N BANKS, Petroleum Market Analyst, Division of GOl & Gas,
Departnment of Natural Resources (DNR), confirned the initial
contract period was for one year, as stated by Comm ssioner

Bal ash. A term in that one-year agreenent talks about re-
adjusting the volunes; this term is sonething of a vestige of
the contract the state has with Flint Hills. 1In the Flint HIlls

case, it was intended to give Flint Hlls an opportunity to
reduce vol unes because that seenmed to be a bigger issue for that

conpany. In this case with Tesoro, it is a clause that actually
does not have effect in a one-year term Now t hat the division
would like to be able to add a second term it wll give the

opportunity to adjust the volumes up or down depending on the
needs expressed by Tesoro.

REPRESENTATI VE P. WLSON said she wants to ensure that it is not
being automatically said that the contract is going to renewed
again for one year and have all the wording the sanme in the
contract. She asked whether she is correct in understanding
that the contract is being renewed for one year, but sone of the
| anguage in the contract has been changed.

MR. BANKS responded the only difference in the new one-year-

addition contract is the |language that changes the date. The
original contract and all of the terns are identical except for
the dates that the contract will run
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REPRESENTATI VE HAWKER understood that HB 287 authorizes an
extension of the existing contract. So, instead of it being the
one year that <could be entered into wthout |egislative
approval, the contract is being extended beyond that first one-
year, which requires legislative approval and is what is before
the commtt ee.

MR. BANKS replied correct.

12:19:42 PM

REPRESENTATIVE P. WLSON noted she has not seen the contract
itself but understands it nmay be adjusted after 12 nonths wth

conmmi ssi oner approval . She expressed her concern that "they
would be able to do that." Wiile she knows it is wunderstood
that way, it is sonetines understood one way but it does not say
that -- it says it my be adjusted after 12 nonths wth
comi ssi oner approval . It does not say when that 12 nonths
starts. If the sane contract is being done here, and it is up
for starting to continue, it does not say "we're going back to
the first contract at the beginning and saying ... 12 nonths

have gone by and so we can do it now." Sone attorney nay say

this contract has been extended and so from the date the
| egi sl ature has extended it perhaps it says it may be adjusted
after 12 nonths. She said she wants to ensure that it says
"what we intend it say," adding she does not have a question
with what it says, but wants to ensure there are not unintended
consequences because of that.

REPRESENTATI VE HAWKER requested M. Banks to clarify the change
provision that is in the contract and whether it does say what
the division intends it to say.

MR. BANKS, reading from the |anguage in the contract, spoke as
fol |l ows:

The buyer may elect to reduce the initial sale oil

gquantity by giving notice. The initial sale oi
quantity shall remain as stated for 12 nonths after
the ... day of first delivery.

MR. BANKS continued, explaining the 12-nonth period that
Representative P. WIlson is concerned about is triggered by the
delivery of oil wunder the existing original contract. Any
change to reduce the amobunt of oil would occur after January 1,
2015, and the conm ssioner has the right to approve or deny
t hat . It is specifically built into the contract to reduce the
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anount, not necessarily to increase it. He said he thinks it is
saying exactly what should resolve the concerns raised by
Representation P. WI son.

REPRESENTATI VE P. WLSON agreed it sounds |ike her concerns are
addr essed.

12: 23: 16 PM

REPRESENTATI VE TARR surmi sed that when the contract with Flint
Hlls is elimnated in three nonths there will be royalty oil to
get to sonebody else. She asked whether the contract is witten
in such a way that it would delay until 1/1/15 the opportunity
to make adjustnents, although she allowed that the state could
| ook for sonebody el se during that tinme period.

COWMM SSI ONER BALASH responded the opportunity of that gap wll
likely require the departnment to enter into a second contract
with Tesoro for the state to be able to sell additional volune
to Tesoro above 15,000 barrels per day because the adjustnent
provision only allows for going down.

12: 24: 23 PM

REPRESENTATI VE HAVWKER opened public testinony on HB 287.

12:24: 45 PM

JAMES TANGARO, Vice President Kenai Refinery, Tesoro Al aska
Conpany, said Conm ssioner Balash hit nost of the key points
contained in his Mirch 3, 2014, letter to the conmttee
[included in the commttee packet]. He stated that Tesoro
supports HB 287 and urges the conmttee to support it as well
The refinery has existed for 45 years, has no plans to be
el sewhere, and is a big part of the comunity. He said HB 287
extends the contract and gives Tesoro a firm supply of Al aska
North Slope crude and the flexibility to operate the refinery
efficiently. The bill is inportant to Tesoro, he said.

REPRESENTATI VE HAWKER related his staff has reviewed DNR s best
interest findings, which state that the Tesoro refinery supplies
35 percent of the jet fuel wused at Ted Stevens Anchorage
I nternational Airport.

MR. TANGERO replied it is 35 percent or a little higher.
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REPRESENTATI VE HAWKER further shared that DNR s best interest
findings state that the Tesoro refinery provides 60 percent of
t he gasoline consunmed by Al askans, indicating the inportance of
t he comrercial service provided by the refinery to Al askans.

MR. TANGERO answer ed t hank you.

12: 27: 00 PM

REPRESENTATI VE HAWKER cl osed public testinony after ascertaining
that no one else wished to testify.

12:27:26 PM

REPRESENTATI VE P. WLSON noved to report HB 287 out of comittee
with individual recomendations and the acconpanying fiscal
not e.

REPRESENTATI VE HAWKER observed it is an indeterm nate revenue
fiscal note because the value of the resource is unknown over
time because the price fluctuates with the open market.

There being no objection, HB 287 was reported from the House
Resources Standing Comm ttee.

12:28: 04 PM

ADJ OURNVENT

There being no further business before the conmttee, the House
Resources Standing Commttee neeting was adjourned at 12:28 p. m
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