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PCSI TI ON  STATEMENT: During the hearing on HCR 22, provided
i nformati on and answered questi ons.

DOUG CHAPADCS, Presi dent/ CEO

Petro Star |Inc.

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified regardi ng HCR 22.

MERRI CK PEI RCE
Fai r banks, Al aska
POSI TI ON STATEMENT: Testified regardi ng HCR 22.

ACTI ON NARRATI VE
1: 06: 30 PM

COCHAIR DAN SADDLER called the House Resources Standing
Commttee neeting to order at 1:06 p.m Representatives Hawker
Tarr, Seaton, Feige, and Seaton were present at the call to
or der. Representatives Johnson and Kawasaki arrived as the
nmeeting was in progress. Representative Isaacson was also
present .

HCR 22-| N- STATE REFI NERI ES

1: 06: 53 PM

CO CHAIR SADDLER announced that the only order of business is
HOUSE CONCURRENT RESOLUTION NO. 22, Urging the governor to take
all action necessary to keep in-state oil refiners in operation
and to keep oil refining operations in the state conpetitive.

1: 07: 24 PM
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CO CHAIR FEIGE noved to adopt the proposed conmttee substitute
(CS), Version 28-LS1536\C, Bullock, 4/16/14, as the working
docunent .

REPRESENTATI VE SEATON obj ected for explanation of the changes.
1: 07: 53 PM

REPRESENTATIVE T. WLSON, Alaska State Legislature, as sponsor
of HCR 22, explained the changes nmade in the proposed conmttee
substi tute. She said Version C renoves the sul folane provision
because the Ilegal appeal of this issue has changed since the
commttee |ast heard HCR 22. Wiile the resolution nentions the
problenms of the Flint Hills and Petro Star refineries, Version C
speaks nore to it being an in-state refinery issue rather than
an Interior refinery issue. The resolution wuuld direct sone of
the major issues being faced right now, the quality bank being
one of those. Al though the quality bank is run by the federa

governnment, the State of Alaska receives sone of those funds.

Al aska North Slope (ANS) oil is about $6 a barrel nore than the
[ West Texas Internediate (WIl)] price. This big gap results in
Al aska's crude starting out higher, so for sonme facilities there
is a very high energy cost for refining. Version C addresses
nore of what the adm nistration needs to do so that during the
interima | ook can be taken at what other things can be done.

1: 09: 49 PM

REPRESENTATI VE SEATON renoved his objection. There being no
further objection, Version C was before the commttee.

1: 10: 30 PM

JOE BALASH, Conmi ssioner, Departnent of Natural Resources (DNR),
noted that some of the issues have been worked on since Flint
Hills announced | ast February that it is closing its doors. I n
particular, a subset of the governor's cabinet has been very
actively working the sulfolane issues with regard to cleanup
standards of the Departnent of Environnent Conservation (DEC)
and the issues associated with the responsibility for cleanup.
Some of the issues identified in the original version of the
resolution have therefore fallen away. The adm nistration would
like to see expeditious handling of the quality bank dispute
that is ongoing at the Federal Energy Regulatory Comm ssion
(FERC) because it is a critical step to keeping Petro Star
oper ati ng. A pair of pipelines runs from the Trans-Al aska
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Pi peline System (TAPS) to both the Flint Hlls and the Petro
Star facilities. The revenue requirenent for that pipeline
system in 2013 was about $4.5 mllion. The split in the |oad
between the two facilities was 85 percent Flint Hlls and 15
percent Petro Star. This year that revenue requirement is very
likely to be nmuch larger for Petro Star and will be even |arger
in 2015 when Petro Star is the sole custoner of that pipeline.

COWM SSI ONER BALASH said the adm nistration's approach on the
quality bank dispute is one where the state has an interest in
ensuring that the value of the crude oil that goes into the
system at the top is accurately reflected in the royalty
paynents received by the state. However, an inbal ance in these
in-state charges would cause the state to be benefitting
di sproportionately than any other party, so the state has the
nost to gain or lose in such a resolution. He said HCR 22 has
been redrafted with key points to: 1) address the statew de
perspective that the co-chairs had expressed interest in during
the first hearing; and 2) give some very specific direction to
the admnistration on seeking resolution of the quality bank
matters in front of FERC by the first of next year. G ven that
this is a communication from the legislature to the executive
branch, a concurrent resolution is the appropriate vehicle. He
said he feels a little conspicuous in that this nessage urges
the governor and the attorney general to seek resolution, so he
woul d be happy to have DNR added if the comrittee thinks it
appropri ate because of the royalty interest affected.

1:14: 33 PM

REPRESENTATI VE SEATON drew attention to the whereas clause on
page 2, lines 9-11, of the CS regarding the higher cost in
Al aska of obtaining crude. Noting there has been tal k about the
price differential between Brent Crude and W, he asked whet her
adopting sonething that says "we are going to sell some of our
oil at WI" would cause problens in negotiating prices for
selling the rest of Alaska's crude. He inquired how selling in-
state at one price and selling out of state at another price can
be handled so it does not becone a liability for lowering the
price of all Al aska crude.

COWM SSI ONER BALASH replied this point was considered earlier
this year. Wien the closing of Flint HIlls was announced, [the
adm ni stration] began conversations wth Petro Star and gave
hard consideration to selling royalty oil to Petro Star at a
di scounted price, but federal constitutional concerns kept [the
adm ni stration] from exercising that option. So, Version C does
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not urge the admnistration to sell royalty oil at a discounted
pri ce. Currently, inported jet fuel is effectively conpeting
against Alaska's in-state refined products, which is putting a
ot of the negative pressure on overall cash flow and bal ance

sheets in this state. This Whereas clause calls out that the
price differential and the quality bank charges are causing
conpetitive probl ens for in-state refineries and is
substantiation for the resolve clause on page 2, |lines 22-25.
1:17: 25 PM

CO CHAI R FEI GE asked whether the conpeting inmport is conmng from
the US West Coast or Asia. Wiile the [current] W price is
about $6 bel ow ANS crude, that difference has been narrow ng, he
related. At one point the WII was significantly |ower than ANS
crude, but the WIl price has been gradually com ng up.

COWMM SSI ONER BALASH responded correct, saying the differential
at one point was in excess of $15 per barrel, but nore recently
it was in the range of $10 per barrel, and right now it is in

the single digits, which is good. In the long run it is
believed there will be a return to normalcy wherein ANS crude
wWill price simlar to WI. It is thought that wll occur as

infrastructure noves nore md-continent oil to the west and east
coasts and becones part of the fungible liquid market that crude
oil trades in. Regarding the sources of jet fuel that are
conpeting in Alaska, he said sone is from the Wst Coast and
sonme from overseas refineries. Those overseas refineries get to
bring in their product on non-Jones Act vessels and Wst Coast
refineries cone in on Jones Act vessels, so Alaska is primarily
seei ng stronger conpetition fromthose overseas outlets.

1:19: 34 PM

REPRESENTATI VE TARR rel ated an article in Petroleum News for the
week of 2/16/14 reports that the Flint HIls conplaint was
di sm ssed and an independent investigation is being done. She
understood the goal in passing HCR 22 is to send a nessage
regardi ng the independent investigation.

COWMM SSI ONER BALASH believed this correct. He understood that
the specific conplaint and renedy sought by Flint Hlls was
dismssed by an admnistrative Jlaw judge (ALJ) and an
i nvestigation was underway, potentially an action. Exactly what
happens next depends on the full commssion, he said, not the
ALJ deci sion. Procedurally this will spin out for many nonths
if not years. Since waiting years cannot be afforded, seeking a
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settlement by the parties is one way to circunvent that «clock
and hopefully get a fair resolution sooner rather than |l ater.

1:21:13 PM

REPRESENTATI VE KAWASAKI inquired what the sponsor neans by
"settlenment and resolution” as stated on page 2, |ine 23.

REPRESENTATIVE T. WLSON replied she wants to ensure [the state]
is sitting at the table and being proactive, whether it is a
settlement or a resolution. Wile she is unsure what the state
can do at this point, she does know the state benefits fromthe
gquality bank and can therefore be part of the conversation that
is currently ongoing. So, it |eaves the options open.

REPRESENTATI VE KAWASAKI asked what Conmm ssioner Bal ash thinks a
"settlenment and resolution" is, as defined in the resol ution.

COWMM SSI ONER BALASH responded settlenent suggests a conclusion
wll be reached on this matter sooner than would the process.
Procedural ly, something like this could take upwards of another
18 nont hs. [ The adm nistration] does not think that is the
right timefrane in which to get a decision and ultimately a
resolution of this matter. A nethodology is being sought to be
enployed in the quality bank for points south of Punp Station 1,
so that Alaska's in-state refineries are not paying nore than
they ought to for the degradation of the crude oil stream that
results fromtheir refining processes.

1: 23: 10 PM

REPRESENTATI VE KAWASAKI inquired whether the state has argued to
the point at which there is a nunber in place or a type of
val uation systemin place from which to go forward. He said he
is unsure about the process at FERC and how that works and is
therefore confused with what the resol ution does.

COWM SSI ONER BALASH replied the quality bank is a conplicated
system intended to keep all parties economcally whole.
Production on the North Slope includes multiple fields that have
multiple varieties and qualities of crude. For exanple, the
crude produced at Alpine is extrenely high quality and is the
nost val uabl e crude produced on the North Sl ope. However, to
get to market, that oil nust go into TAPS where it joins the
slop from MlIne, which has a nuch |ower Anerican Petroleum
Institute (APlI) gravity. The idea is that everybody is getting
the sane quality crude down at the Valdez Marine Termnal.
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Those who bring higher quality crude to the table at Punp
Station 1 are being harnmed econom cally and those bringing the
| ower quality crude are benefitting. The quality bank is
supposed to be a system where the low quality players pay in and
the high quality payers take out, keeping everything even.
Taking that a step further, when the refineries in A aska pull
the crude off of TAPS, take out the high-end products of diesel,
home heating fuel, and gasoline, and put the residual back into
TAPS, they have degraded that stream further, only they have
degraded it for all of the other players in the system So, the
bank system uses a fornula that |ooks at the specific conponents
of the crude stream and the market values associated with each
of those conponents. The refineries contend that the specific
formula and pricing mechanisnms are out of balance and do not
reflect the market realities, especially on the Wst Coast in
whi ch these particular barrels are being traded; that they have
been contam nated, if you will, by pricing netrics and fornul as
that are nore relevant to the md-continent where the glut is
t aki ng pl ace. The administration's goal is to see that a fair
system be in place. The administration wants to protect the
state's interest, the state's value, in the crude that is put in
at the North Sl ope. To the extent that the quality bank is
extracting nore than it should from the refineries, the state
treasury is benefitting to the tune of 40 or 50 percent of those
overcharges into the quality bank. That is caused by two
t hi ngs. First is the state's royalty interest at 12.5 percent
and second is the state's marginal tax rate on production tax
value, which is 35 percent of the remaining 87.5 percent.
Al together, [the state] is somewhere between 45 and 50 percent
of the benefit that m ght be paid into the quality bank by these
refineries. [ The admnistration] pegs that total inpact at
around $50 mllion for 2013.

1: 27: 52 PM

CO- CHAI R SADDLER observed Version C states on page 1, line 12

that the refineries change the tenperature of the crude in TAPS
by addi ng heat. He asked whether the quality bank or another
factor accounts for that differential in tenperature and the
benefit to the state.

COWM SSI ONER BALASH answered he does not believe the quality
bank specifically recogni zes that value, but he understood there
is a least one comercial agreenment in which the TAPS owners
conpensate a refinery for the heat returned to the pipeline.

1: 28: 27 PM
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REPRESENTATI VE SEATON, regarding the $4.5 nillion [cost for
getting oil to the Petro Star refinery], inquired who owns the
pi pel i ne and who gets that noney.

COWMM SSI ONER BALASH responded CGol den Valley Electric Association
owns that pipeline. Because it is a regulated facility, the
associ ation receives a return on its original cost plus a little
bit of profit.

REPRESENTATI VE SEATON asked whether that is calculated on a per-
barrel basis or on the investnent and costs.

COWMM SSI ONER BALASH understood there is a revenue requirenent
neaning there is an annual allocation for depreciation of the
original investnment made by Golden Valley, plus a return and the
vari abl e operating costs, which adds up to $4.5 mllion. That
$4.5 mllion is recovered as the cost of service. The nunber of
barrel s going through can vary, so the charge mght be a little
hi gher or lower in any given year depending upon the demand of
the refineries. Wth Flint HIlls going froma very |arge nunber
to zero in the second half of 2014, the per-barrel charge to
Petro Star is going to go up by a rather |arge percentage.

1: 30: 22 PM

CO CHAIR FEI GE inquired whether the fornmula for the quality bank
is a national fornmula or an Al aska-specific fornula.

COWM SSI ONER BALASH understood there are various conponents of
the fornmula, or products. Pricing for some of those products
relies on national indices as opposed to West Coast indices.

CO CHAIR FEI GE asked what the cost would be for the state to
purchase the pipeline from Golden Valley Electric Association.

COMM SSI ONER BALASH responded he has not i nquired.

CO- CHAIR FEI GE remarked it was just a random t hought.

1:31:24 PM

REPRESENTATI VE TARR understood the original resolution was nore
specific to resolving the issue at Flint Hlls whereas Version C

addresses things in a nore conprehensive way by focusing on how
the quality bank nethodol ogy i npacts in-state refineries.
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REPRESENTATIVE T. WLSON replied it was two things. One was
reacting to the closure of Flint HIlls and whether there were
nmore actions that could be taken immediately to find soneone to
buy the refinery sooner rather than later. The refinery portion
of the facility is currently set to close June 1, 2014. Si nce
then, it has cone to light that Flint HIls is not seeking a

buyer for the refinery and will instead be inporting refined
product and selling it through the refinery for the Interior.
The refinery also supplies the Anchorage airport and will now

import that fuel directly to the airport, which cuts down on the
refinery's transportation costs. How Petro Star is reacting to
this was also |ooked at. Normal |y when a conpetitor closes
there is opportunity for that other entity, but here there is
not because [Flint HIlls] plans on neeting its obligation.
Thus, there have been no new contracts for Petro Star to be able
to take advantage of and now it is being asked to conpete with
an inport business. The question is what the problemreally is
and why there is this unevenness as far as conpetition goes.
The quality bank rose to the top because it is one of the
bi ggest paynents, as is the paynent for the two [ Gol den Valley]
pi pel i nes. Anot her paynment is the railroad since Flint Hlls
was the mgjor entity. Thus, Version C is not as broad as the
original resolution and is saying [for the state] to be at the
table and to do sonmething now to prevent closing.

1: 34: 59 PM

REPRESENTATI VE SEATON recalled that in the TAPS settlenent the
state got stuck losing about $6 billion because it was a
settlenent and therefore the state could not change it. As was

stated by the conm ssioner, the situation has changed because
the Brent crude and WII "are quite different the other way."
When prior administrations were thinking about nmaking a
settlement they were not trying to create a large windfall for
ot her conpanies at a loss to the state. |[If the state pursues a
settlenment in this issue, the legislature wll not have any
impact on it and will be unable to change the settlenent. He
inquired how the long-term financial health of the state will be
protected given the resolution is open ended.

COWM SSI ONER BALASH observed the | anguage in Version C, page 2,
lines 23-24, states "to seek a settlenent and resolution ... in
a manner that wll provide long-term quality bank stability".
For sonmething to be stable over the long term he said, it nust
be fair to all parties and may require adjustnent fromtine to
tinme. Adj ustnent could be a broad re-opener or sinply a re-
calibration of some of the indices or pricing nmechanisns wthin
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the quality bank itself. He imagined it could work simlar to
how the state's royalty settlenment agreenments function, which
have big broad re-openers every 10 years or so, but specific re-
openers every couple of years on things |like nmarine
transportation. These agreenents are on a three-year rotation
so only one per year is dealt wth. He said the aforenentioned
is how he would interpret the direction being given here.

1: 38: 22 PM

REPRESENTATI VE SEATON noted the |anguage also states "before
January 1, 2015". He expressed concern that there will be no
i nvol venent by the legislature for ratification or agreenent.
The resolution calls for the admnistration to negotiate
something to keep sonebody in business. He said this is al nost
a legislative appropriation because it is talking about nobney
that the state is not going to have, given the $50 nmillion in
the quality bank may possibly be reduced by an unknown anount

for a long tinme or perhaps permanently. Plus, it is not just
one refinery, it is all refineries. He requested Comm ssioner
Bal ash to address whether |legislative approval should be
request ed.

COWMM SSI ONER BALASH answered if the two remaining refineries on
TAPS were to shut down the state would not receive that nonetary
benefit anynore anyway. He pointed out that the nature of state
government settlenents is that they generally do not conme back
to the legislature for approval or ratification. If there is a
transfer of wvalue or paynent required by the state, then
typically those require an appropriation to support them and he
cannot imagi ne a scenario where that would be the case. January
1, 2015, would be taken by the adm nistration as a very strong

suggestion but not a requirenent. Many other parties are being
dealt with in this case, so even if the state has sone urgency
those parties will not necessarily have the same urgency. The

overarching nessage in the resolution is "to get with it and try
to get done because of the inpact it is having on the renaining
refineries.” He believed the cycle for annual renewal of
purchase contracts for crude oil occurs at the end of the first
guarter each year, so trying to target that tinmeframe in the
cal endar would be nost helpful for the decisions that those
operati ons woul d need to nake.

1:42: 02 PM

CO CHAI R SADDLER expressed his support for the goals of this
resol ution. He said there is a conpelling interest to ensure
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that there is refining capacity for providing jet fuel to supply
the mlitary bases, as well as to supply the Interior.

1:42: 37 PM
CO CHAI R SADDLER noved to adopt Anmendnent 1 as foll ows:

Page 1, line 1, after "governor":
I nsert "comm ssioner of the departnment of natural
resour ces"

Page 2, line 22, after "governor"
I nsert "comm ssioner of the departnment of natural
resour ces”

There being no objection, Anmendnent 1 was adopt ed.
CO CHAI R SADDLER passed the gavel to Co-Chair Feige.
1: 43: 19 PM

REPRESENTATIVE T. WLSON, addressing Representative Seaton's
earlier question, agreed the nonies that come to the state are
i mportant. However, in her opinion, the reason legislators are
sitting here today is due to the state's actions to ensure that
t he bi ggest bang for the buck cones to the state. A royalty oil
contract ended up not being the best for the entity it went to;
it did not keep that entity economcal so that entity then found
a different way to be able to still get contracts and therefore
closed [its refinery]. The question is how inportant an in-
state refinery is to the State of Alaska. Gven mlitary bases
and security reasons, does Alaska really want to be an inport
state? Does Alaska want to export all of its resources just to
inport the rest of it? She understood not wanting to give noney
away, but said the state is losing in the nmeantine because it is
so focused on that bottom dollar for state government at the
expense of others. |If both refineries stay open, the state wll
be good. If one closes and there is just the inport, prices
will stay low for a while but eventually the price wll rise
because there is only "one gane in town." It is unknown whet her
the state will get back this lost industry and it nmust be
ensured that no nore is |ost.

1:45: 34 PM

REPRESENTATI VE SEATON said he wants to ensure this is |ooked at
holistically. The railroad has had a hard problem because of
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the lack of refining and the fuel being inported for Anchorage.
Care nust be taken by the legislature to not get inside
busi nesses to nake them profitable only to have them turn around
and inport outside fuel anyway because it is cheaper than

retooling the refinery. He enphasized he is not against in-
state refining, he is always for in-state val ue-added products,
but the question here is how to get there. As he stated

earlier, he is worried about settlenents and the state being
stuck for years. The TAPs settlenent was a loss to the state of
at least $6 [billion]. He suggested that "settlement and" be
deleted from page 2, line 23, and that only a resolution be
sought to avoid possible problens with seeking a settlenent in
which the legislature is not involved. He inquired whether the
sponsor and conmm ssioner would be confortable wth including re-
openers for a settlenment or leaving out the settlenent and just
calling for a resolution.

The committee took an at-ease from1:47 p.m to 1:49 p. m
1:49: 27 PM
REPRESENTATI VE SEATON noved to adopt Amendnent 2 as foll ows:

Page 2, line 23, after "a":
Del ete "settl enent and”

There bei ng no objection, Amendnent 2 was adopt ed.
1:50: 00 PM

REPRESENTATI VE JOHNSON suggested the word "a" be renoved from
page 2, line 23, because there nmay be nore than one resol ution.

REPRESENTATIVE T. WLSON agreed this suggestion nakes sense
because tying the hands of DNR or the governor is not wanted and
the date of 1/1/15 is included because it needs to be sooner
rather than later since later may not nake a difference.

1:50: 45 PM

REPRESENTATI VE JOHNSON noved to adopt Amendnent 3 as foll ows:

Page 2, line 23, after "seek":
Del ete "a"

There bei ng no objection, Arendnent 3 was adopt ed.
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1: 51: 05 PM

REPRESENTATI VE HAWKER stated that in accepting Anendnents 2 and
3, the word "seek" has no connotation of finding a concl usion;
"seek" is to ook for. The |anguage "seek resol ution"” does not
precl ude resolving and settling the issues that are in play.

CO- CHAIR FEI GE observed conmmttee nenbers nodding their heads
He invited a representative of Petro Star [an in-state refiner]
to provide testinony.

1:52: 45 PM

DOUG CHAPADOS, President/CEO Petro Star Inc., testified that
while Petro Star has nade paynents to the quality bank prior to

nine years ago, is has paid over half a billion dollars to the
qual ity bank during the past nine years, and half of that anount
was paid in the last three years. He said he is pointing this

out to identify that the quality bank is getting worse at the
same time that Petro Star's market conditions are also getting
worse. The quality bank is currently taking a larger and | arger
portion of the gross margins between the products that Petro
Star refines and sells and the raw nmaterials it purchases to
produce those. For exanple, during the nonth of Mrch there
were tines when Petro Star's raw material cost for Al aska North
Sl ope (ANS) crude oil, plus quality bank, exceeded the delivered
cost of jet fuel to the Port of Anchorage. This suggests to him
that jet fuel has nore value mxed in with the crude oil stream
than it does after Petro Star has refined it and noved it to the
ultimate end user. This situation is strangling Petro Star's
busi ness. Petro Star used to be able to nmake a very small
profit on very large volumes of jet fuel, but today that is no
| onger the case and every gallon is typically selling at a | oss.
The quality bank is one reason for that and the other is the
very high cost of ANS crude oil; HCR 22 addresses only the
gual ity bank

MR. CHAPADOS noted committee nenbers are recognizing that this
is not just a single inpact to a single refiner; it has a ripple

ef fect throughout the econony. The railroad is experiencing
sonme difficulties given the snmaller volunes that are noving from
North Pole to the Anchorage market. Gven its current economc

circunstance, Petro Star has put a project on hold that would
ship product by railroad from both its North Pole and Val dez

refineries. The quality bank getting worse at the sane that
Petro Star's market is getting worse is sonething that Petro
Star cannot control. The conplaint filed by Flint HIlls goes a
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long way toward addressing what Petro Star sees as the flaws in
the current quality bank nethodol ogy and is sonething Petro Star
believes forns the basis of what mght be a settlenent position
in the future.

1: 56: 23 PM

REPRESENTATI VE SEATON reiterated his concern about the past
settlenment that occurred for a certain set of circunstances, but
then the circunstances changed and caused a | oss for many years.
He inquired whether M. Chapados will be looking at a system
that is self-correcting for variables or that has a re-opener.

MR. CHAPADCS replied the quality bank is intended to have a
self-correcting process; it values the various conponents within
the crude oil or values according to market conditions and
pricings in many cases. The basis of the Flint HIls conplaint
addresses the valuation for one of those conponents that does
not have a market price index and so uses a very conplex formula
for a determnation. Petro Star supports the Flint Hlls
conpl aint which sought to change that and which has now been
turned into an investigation by FERC He said he thinks a
settlement can be struck that is equitable to all parties and
that corrects what Petro Star sees as a flaw in the existing
quality bank nethodology and that would, at the sanme tineg,
preserve Petro Star's ability to nake a profit on the gallons it
refines as well as appropriately conpensate shippers for Petro
Star degrading their crude oil by re-injecting streans from the
refinery after the processing.

1: 59: 09 PM

REPRESENTATI VE SEATON asked how this would inpact the other
refineries in the state.

MR. CHAPADOS answered the other refinery simlarly situated to
Petro Star is Flint HIlls, so the three refineries are al
treated in the sanme fashion with respect to the return oil
streans that the refineries send back to TAPS. Tesoro's Nikisk
refinery is not subject to the quality bank, but the quality
bank is reflected in the sales price of royalty crude oil, both
at the wellhead and in ternms of royalty-in-kind (RIK) sales to
in-state refineries.

2: 00: 16 PM
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COCHAIR FEIGE, in an effort to conform to the previous
anmendnents, noved to adopt Amendnent 4 as foll ows:

Page 1, line 1, after "seek":
Delete "a settlenent and”

There bei ng no objection, Amendnment 4 was adopt ed.
2:01: 00 PM
CO- CHAI R FEI GE opened public testinony on HCR 22.

MERRI CK PEIRCE testified regarding his concerns wth the

original version of HCR 22. He said his concern is the
sul folane issue and that sonething is still mssing from the
resolution. He drew attention to the "Wereas" on page 2, lines

1-4, of the original resolution, which states:

WHEREAS, if the Departnment of Environnental
Conservation expeditiously set a reasonable cleanup
standard supported by science for the Flint Hills
Refinery and appropriately allocated the costs of
cleanup to all potentially responsible parties, it is
possible that a new buyer for the refinery could be
f ound;

MR. PEIRCE said there are two problens with the clause. First,
the governor has already said he would indemify a future
purchaser of the refinery for the responsibility for the
contami nation isSsue, making the aforenentioned statenent
illogical. Second, the conclusion by DEC s Division of Wter
regarding acceptable contamnation levels of an industrial
solvent in drinking water is in error and there is no evidence
to support that conclusion. O main concern, he said, is
creation of an econom c dead zone in this area of contam nation.
Wen two hones are identical in price and size, but one has
contam nated drinking water and the other does not, which one
gets sold? Further, which honme can be financed through a bank

nortgage? New honmes will not be built here and the owners of
existing hones will find it very difficult to sell and over tine
this area will look like Detroit wth abandoned hones. Thi s

final "Whereas" is without nerit and he is glad it was pulled.

MR. PEIRCE said he also has concern with what is mssing from
the CS, which is discussion about what can and should be done to
i nprove the economcs of these refineries. So far the Parnel

Adm nistration has said it wants to engage in corporate welfare
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by throwing hundreds of mllions of dollars at these private
conpanies to prop themup at a tine with the adm nistration has

created multi-billion-dollar deficits. Rational discussion
would instead place attention on trying to route a gasline
around Fai r banks. Not routing the gasline down the TAPS

corridor means it never gets to Valdez or the Valdez refinery.
The cost of energy is a huge concern for any refiner or any

| arge energy user. Flint HIlls has publically described its
cost of operation as three tinmes higher than other refineries.
Al refiners, except Petro Star's North Pole and Valdez

refineries and Flint Hlls'" North Pole refinery, use natural gas
to run process equipnent that heats crude to the requisite
tenperatures. A refinery running on expensive ANS crude has an
extreme disadvantage against refineries that run on cheap
natural gas; the difference is roughly $4 per mllion British
Thermal Units (BTUs) for heat versus $30 per million BTUS. To
address this requires a large-dianeter gasline with an econony
of scale that can deliver natural gas wth distance-sensitive
rates of around $4 per mllion BTUs. What is happening wth
these refineries illustrates that Alaska conpetes wthin the
worl d markets. The US has three trade agreenents with twenty
nations, so Alaska does not Ilook viable long term when
manuf acturers can access both cheaper energy and | abor overseas
without tariff restrictions. If Alaska's refiners, mnes,
manuf acturing businesses, and mlitary bases are to conpete in
the world markets, then a final whereas would be inserted that
makes note of the benefit of ensuring that these entities have
proxi mate access to a large-dianeter gasline that parallels the
TAPS corridor and delivers the | owest possible cost energy.

2: 05: 19 PM

CO- CHAIR FEIGE cl osed public testinony after ascertaining no one
el se wished to testify.

REPRESENTATI VE TARR noted she does not disagree wth the
contents or problens stated in Version C, but said it is a vast
departure from the original neasure and it would have been nore
appropriate to do a new resol ution.

2:06:12 PM

CO- CHAIR FEIGE opined that keeping a refining industry running
in Al aska has security and strategic benefits to the state. For
exanpl e, Russian tanks surprised Crinean citizens, and while he
does not know that that could happen in Alaska, it is a
consideration to always keep in mnd. | f the sea-borne supply
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routes to Alaska are threatened, either up the Wst Coast of
North Anmerica or across the northern Pacific, not having
refineries could be an extrene di sadvantage to Al aska as well as
i npacting its econony. The economic benefit of refineries in
the state is significant, especially in the Fairbanks area. The
argunents regarding the quality bank are valid issues that can
be resolved and this resolution will go a long ways towards
hel ping the state, industry, and FERC cone to an agreenent on
how better to apply the concept of a quality bank.

2: 07: 55 PM

REPRESENTATI VE SEATON agreed that val ue-added industry for the
state's raw resources is very beneficial; however, he continued,
it is a world econony and it needs to be ensured that Alaska is
conpetitive. He said he is happy the resolution does not seek a
cost differential for in-state because he believes that would be
a huge liability for sales of the state's crude to out-of-state
refiners. The quality bank issues are a good portion of
resolving the problens. If Petro Star does not have a heat
contract with Alyeska Pipeline Service Conmpany it should be
another elenment in addition to the quality bank because adding
heat to the pipeline to keep TAPS running during the winter is a
huge issue and has value and ought to be recognized in
commercial agreenents. Oherwise, in-state refineries are being
asked to subsidize Alyeska, although the state does pay part of
that. He said he will be supporting the resolution but does not
think it is the only nmechanism for getting greater value for in-
state refineries.

2:10: 21 PM

REPRESENTATI VE HAWKER noved to report the proposed committee
substitute (CS), Version 28-LS1536\C, Bullock, 4/16/14, as
amended, out of conmittee wth individual recommendations and
t he acconmpanying fiscal notes. There being no objection, CSHCR
22(RES) was reported from the House Resources Standing
Conmittee.

The committee took an at-ease from2:10 p.m to 2:12 p. m

2:12:31 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmmttee neeting was adjourned at 2:13 p. m
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