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J O IN T  M EET ING  O F  T H E  S E N A T E  A N D  H O U S E  R E S O U R C E  C O M M IT T E E S
Ju n e  2 ,  1981 T r a n s c r i p t  ( F r o m  T ape )

C h a i rm a n  B e t t y  F u h r c n k am p :  T o d a y  we a r e  v e r y  a p p r e c i a t i v e  o f  t h e  f a c t  t h a t

t h e  A l a s k a  O i l  C o m p a n y  and  C h a r t e r  O i l  C o m p a n y  h a ve  v o lu n t e e r e d  t o  c o m e  up 

an d  r e p o r t  011 w h a t s  g o in g  on .  We w i l l  s t a r t  t h e  t e s t im o n y  t o d a y  w i th

C om m is s i o n e r  Bob  L e R e s c h e .

C om m is s i o n e r  Bob L e R e s c h e :  T h a n k  ' ,r»i. We t h oug h t  i t  wou ld  be a g o o d  idea

f o r  m e  to  t a k e  th is  o p p o r t u n i t y  t o  g e t  1 j  C o m m i t t e e  up t o  d a t e  b a s i c a l l y  on  

t h e  h i s t o r y  and s om e  o f  t h e  t e c h n i c a l i t i e s  t h a t  h a v e  o c c u r r e d  o v e r  t h e  l a s t  t h r e e  

o r  f o u r  weeks  f o r  C h a r t e r  O i l  and t h e  A l a s k a  O i l  c o n t r a c t  wh ich  is  k n own  

a f f e c t i o n a l l y  t o  m o s t  o f  us as  the  A l p c t c o  o i l  c o n t r a c t .  In a d d i t i o n  I w a n t  t o  

t a k e  the  o p p o r t u n i t y  t o  sugge s t  t o  t h e  C o m m i t t e e  s om e  l e s s ons  t h a t  I h o pe  th e  

S t a t e  has l e a r n e d  f r o m  vhe e x p e r i e n c e .  B a s i c a l l y  e v e r y o n e  h e r e  r e m e m b e r s  f i r s t  

hand t h a t  a y e a r  a g o  l a s t  m o n t h  th e  S t a t e  and  A l a s k a  O i l  C o m p a n y  t h en  A l p e c t o  

d id  r e n e g o t i a t e  the  o r i g i n a l  s upp ly  c o n t r a c t  o f  1978 .  We made  s e v e r a l  c h a n g e s  

in it t o  r e du c e  the v o l u m e  o f  c r u d e  o i l  t h a t  A l p c t c o  wou ld  t a k e  i n i t i a l l y  f r o m

150 , 0 00  b a r r e l s  t o  down  t o  h a l f  o f  t h a t ,  7 5 , 0 0 0  b a r r e l s  a day .  In a d d i t i o n  ve  s e t  

a  new dead l i n e  by wh ich  A l a s k a  O i l  was r e q u i r e d  t o  c o m e  t o  the  S t a t e  n o t  o n l y  

w i th  a c om p l e t e  de s ign  and  c o n f i g u r a t i o n ,  p r o d u c t  s l a t e ,  s i t e  p l a n ,  p e rm i t s  and 

s e v e r a l  o t h e r  th ings ,  bu t  a l s o  and m o s t  im p o r t a n t l y  w i th  the  r e f i n e r y  th o  

f in anc ing  d o c um en t s  e x e c u t e d  and th e  c o n s t r u c t i o n  c o n t r a c t  e x e c u t e d  t h a t  is t o  

show us tha t the  m on e y  was  e o i n i t t c d  t o  a e 4,,n l l y  beg in  c o n s t r u c t i o n .  F u r t h e r ­

m o r e ,  on  th e  D e c e m b e r  31 d a t e  the  S t a t e  w i t h h e l d  th e  s o l e  d i s c r e t i o n  t o  d e c i d e  

w i th in  00 days  o f  t h a t  t im e  w h e t h e r  o r  n o t  t o  a l l o w  th e  c o n t r a c t  t o  g o  a h e ad
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o r  cnnee l  it j u s t  s u m m a r i l y  o t  t h a t  t im e ,  e v e n  i f  t h e  b e n c hm a r k  hud been  inc t .

A t  ab ou t  the s a m e  t im e  a b o u t  u y e u r  ag o ,  C h a r t e r  O i l  o r  A l p e t c o  a l s o  began  

I n k i n g  d e l i v e r y  o f  t h e  7 5 , 0 0 0  b a r r e l s  a  d a y  o f  th e  c rude  a l l ow e d  th em  unde r  the 

c o n t r a c t .  T h e y  s t a r t e d  t a k i n g  th e s e  d e l i v e r i e s  unde r  the  t e rm s  o f  t h e  c o n t r a c t  

as  t o  s a y  th ey  g a v e  t h e  S t a t e  s i x  o r  s e v e n  m on th s  n o t i c e  wh ich  was  passed  on 

^  t o  t h e  p r o d u c e r s  unde r  th e  c o n t r a c t .  T h e y  pa id  th e  in - v n lu c  p r i c e  t h u t  is e x a c t l y  

t h e  s am e  a m o u n t  the  S t a t e  w ou ld  " a v e  g o t t e n  i f  i t  s o ld  to  th e  p r o d u c e r s ,  t h e y  

e s t ab l i s h ed  r a t h e r  s e v e r e  c r e d i t  r e q u i r e m e n t s  t l i a t  is,  l e t t e r s  o f  c r e d i t  f o r  90  

d a y s  o f  c r u d e  o i l  wh ich  is ru nn ing  r i g h t  now  u t  a b o u t  $185 m i l l i o n  o f  r e v o l v i n g  

l e t t e r s  o f  c r e d i t  f o r  C h a r t e r .  P a r t  o f  t h e  c o n t r a c t  t h a t  a l l ow ed  t h em  t o  t a k e  th e  

c r ud e  o i l  b e f o r e  the  r e f i n e r y  was  c o n s t r u c t e d  as  y ou  u l l  know has b e en  qu i t e  a 

c o n t r o v e r s y .  T h e  o r i g i n a l  A l p c t c o  p a r t n e r s  as w e l l  C h a r t e r  hoped  t h a t  th is  

t a k i n g  o f  c r u d e  b e f o r e  c o m p l e t i o n  o f  c o n s t r u c t i o n  wou ld  a l l ow  th em  to  ‘ urn 

h o p e f u l l y  a t  l e a s t  a m od e s t  p r o f i t  wh ich  t h e y  wou ld  then  use a s  m o n e y  f o r  the

p r o j e c t .  Many p e o p l e  and ,  f r a n k l y  m y s e l f  was  on e ,  cou ld  not u n de r s t a nd  how an

2% o i l  c om pan y  c o u l d  be f o r c e d  t o  t a k e  c r u d e  a t  a p r i c e  tha t t h e  p r o d u c e r s  we re  

e a rn i n g  f o r  a l i k e  a m o u n t  o r  l a r g e r  v o l u m e  f o r  t h e  s am e  type o f  c r u d e  and tu rn  

a p r o f i t  on i t .  U n f o r t u n a t e l y ,  t h e y  h a v e  p r o v e n  t o  be r igh t .  . .u  a n yw a y  buck  

t o  l a s t  y e a r .  A t  th e  t im e  o f  t h e  r e n e g o t i a t i o n  b e cau se  o f  the d i s t r u s t  t h a t  was 

r u m p a n t  in J u n e a u ,  Mr .  P a r k e r  and  o t h e r  r e p r e s e n t a t i v e s  o f  C h a r t e r  O i l  p r om i s e d  

the  A d m in i s t r a t i o n  t h a t  i f  t h e  f a i l u r e  o f  th e  p r o j e c t  wus im m in e n t  und i f  i t  was 

c l e a r  enough  t o  t h em  t h a t  t h e  kn ew  th a t  t h e r e  was a v e r y  v e r y  s m a l l  c h a n c e  o f  

a c t u a l l y  m e e t i n g  th e  D e c e m b e r  31 r e q u i r e m e n t ,  t h e y  would c o m e  t o  us and 

r e t u r n  the  o i l  t o  t h e  S t a t e .  U n d e r  th e  t e rm s  o f  th e  c o n t r a c t  th a t  

( u n i n t c l l i g e n c c - n o t  a p p a r e n t l y  im p o r t a n t ) .  T h i s  s e em ed  to  be a v e r y  im p o r t a n t  

p r om i s e  a t  the  t im e  b e c au s e  m an y  p e o p l e  w o r e  c o n c e r n e d  that the  r i g h t  to  t a k e

th is  c r u d e  was a g r e a t  and  v a l u a b l e  a s s e t  f o r  C h a r t e r  and they w a n t e d  the  S t a t e
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t o  t a k e  i t  ba ck  i f  C h a r t e r  wa sn ' t  g o i n g  t o  bu i ld  a r e f i n e r y .  Aga in ,  r e c e n t  e v e n t s

h ave  made  us l o o k  uga in  a t  w h e t h e r  i t  us  such u g o o d  d e a l  t o  h a v e _______________ .

In nny e v e n t ,  t h e y  did p r om i s e  t h a t  t h e y  wou ld  l e t  us know  a h e ad  o f  t im e ,  a h e ad  

o f  D e c e m b e r  31, i f  th e  c o n t r a c t  o r  i f  c o n s t r u c t i o n  wou ld  be im po s s ib l e .  T w o  

w eek s  ugo th e y  c a m e  t o  t own  and so  n o t i f i e d  us.  A f t e r  t r y i n g  v e r y  h a rd  t o  m y  

know ledge  and l o o k i n g  p r a c t i c a l l y  e v e y w h e r e  t o  m y  k n ow l e d g e  th e y  c o n c l u d e d

* th .£ the p r o j e c t  wus n o t  f i n a n c c a b l e  u nde r  ____________ . T h e y  o f f e r e d  o f  c o u r s e

t o  r e t u r n  a l l  th e  c r u d e  im m e d i a t e l y  and  a s k e d  o f  c o u r s e  t h a t  we d o  w h a t e v e r  we 

' c o u ld  with in  th e  be s t  i n t e r e s t s  o f  t h e  S t a t e  t o  t a k e  the  c r u d e  ba ck  a t  a t im e  

b e f o r e  the 7 m on th  n o t i c e .  We a g r e e d  t o  h e l p  t h em  unde r  c e r t a i n  c o nd i t i o n s .  

T he  f i r s t  c o nd i t i o n  is t h a t  C h a r t e r  d e n o m i n a t e  now unde r  the  c o n t r a c t ,  t h a t  is 

g i v e  us the 7 m on t h  n o t i c e  we need  t o  g i v e  t o  the  p r o d u c e r s  th e  6 m on th  n o t i c e  

t h a t  we wish t o  r e t u r n  the  o i l  t o  t h e  p r o d u c e r s .  S e c o n d ) ' ’ , we a g r e e d  t h a t  t h e y  

wou ld  re l i nqu i sh  o r  r e l e a s e  a n y  r i g h t s  t o  the  c r u d e  t h a t  t h ey  w ou ld  h a v e  in o r d e r  

f o r  us to be ub lc  t o  s e l l  t o  a n y o n e  e l s e .  And t h i r d l y ,  we a g r e e d  t h a t  i f  we w e r e  

a b l e  t o  p lu cc  a l l  o f  t h e  c r u d e ,  t h a t  t h e y  w ou ld  t e rm i n a t e  th e  c o n t r a c t  

p r e m a t u r e l y  and  no t  ho ld  on t o  D e c e m b e r  31, j u s t  f o r  the s a k e  o f  h o l d in g  i t .  I 

s p en t  the l a s t  tw o  w eeks  t r y i n g  t o  s e l l  t h e  75 ,00 (1 b a r r e l s  a d a y  o f  c r u d e  o i l .  We 

c o n t a c t e d  f i r s t  i n s t a t e  r e f i n e r s :  T e s o r o ,  C h e v r o n ,  N o r t h  P o l e  R e f i n e r y .  We 

c o n t a c t e d  se cond  those  f i rm s  t h a t  supp ly  p r o d u c t s  in t h e  S t a t e .  C h e v r o n  o f  

c o u r s e  is one ,  us  is Sh e l l  and Un io n .  T h i r d ,  we c o n t a c t e d  t h e  p r odu ce :  s who ,  o f  

c o u r s e ,  h ave  a c l o s e  r e l a t i o n s h i p  w i th  the  S t a t e .  F o u r t h ,  we c o n t a c t s  . D ow  

\  C h em i c a l  and th o  U n i t e d  S t a t e s  S t r a t e g i c  P e t r o l e u m  R e s e r v e .  We d id  n o t ,  o f  

c o u r s e ,  c a l l  n a t i o nw id e  t o  c o n t a c t  7 0 0  c o m p a n i e s .  We o n l y  c o n t a c t e d  th o se  w i th  

wh ich  sa le s  wou ld  a c c r u e  and add a  ( u n i n t e l l i g i b l e ) ,  r a t h e r  th an  j u s t  a s a l e  t o  l e t  

C h a r t e r  ou t o f  the c o n t r a c t .  T he  r e s u l t s  h a v e  b e en  e x t r e m e l y  d i s a ppo in t i n g .
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T c s o r o  wou ld  no t a g r e e  l o  t a k e  an y  o f  t h i s  c r u d e  o i l .  C h e v r o n  wou ld  a g r e e  t o  

l u k e  s om e  o n l y  i f  we  c o u l d  g i v e  i t  t o  t h em  f o r  15 y e a r s ,  wh ich  o f  c o u r s e  wus 

no t  a c c e p t a b l e  t o  t h e  S t a t e .  M A P C O  und N o r t h  P o l e  R e f i n i n g  no t  o n l y  w ou ld  n o t  

a g r e e  t o  t a k e  any ,  bu t a s ked  m e  t o  p l c u s c  t r y  t o  g e t  b a c k  p a r t  o f  t h e  v o l u m e  

wh ich  th e y  p r e s e n t l y  t a k e  o r  w i l l  be  t a k i n g  in v e r y  f e w  weeks .  I r . s t a t e  s u p p l i e r s ,  

She l l  und Un ion  b o th  o f  t h em  o f  c o u r s e  d id  no t r e sp ond  to  o u r  o p t i o n  and  did  

wan t  one  e x t r a  d r o p  a t  th is  ' u n c .  T h e  p r o d u c e r s  E x x o n  r e f u s e d  t o  t a k e  a n y  

c r ud e  ba ck ,  Soh io  has a g r e e d  t e n t a t i v e l y  t o  t a k e  b a c k  t h e i r  s h a r e  t h a t  is  5 3 %  

o f  A l p c t c o ' s  v o l u m e  wh ich  sh ou ld  c o m e  t o  3 9 , 7 5 0  b a r r e l s  pe r  d a y  unde r  i n - v a l u e  

^  cond i t i on s .  We o r e  s t i l l  hav ing  s o m e w h a t  o f  a  m i sunde r s t a nd ing  w i th  t h em  a b ou t  

wha t  the  i n - v a l u e  p r i c e  sh a l l  be  p end ing  o u r  l aw s u i t ,  wh ich  has be en  k i c k i n g  

a r ound  the  c o u r t s  f o r  s e v c r u l  y e a r s .  So  we ha ve  n o t  mude an a r r a n g e m e n t  w i th  

Soh io ,  t h e y  ha ve  t e n t a t i v e l y  a g r e e d  i f  we can  w o r k  ou t  the  p r i c e  t o  k e e p  th e  

S t a t e  who le .  A r c o  has a g r e e d  t o  t a k e  f o r  s u r e  1 0 .0 0 0  b a r r e l s  a d a y .  Y o u  

{ . /ab ly a l l  kn ow  t h a t  one  o f  th e  b u y e r s  in o u r  o p t i o n  in D e c e m b e r  is  E n e r g y  

C o o p  C o r p o r a t i o n  is g o in g  b an k r u p t  so  we r e a l l y  h a v e  a p r o b l em  w i th  t h a t  a. 1 

those  a r e  th e  f i r s t  b a r r e l s  |'U£ s e l l .  A r c o  has a g r e e d  t o  t a k e  th o se  and .. 

us know  i f  t h e y  w i l l  t a k e  a b i t  m o r e .  1 d oub t  s e r i o u s l y  i f  t h e y  w i l l  c o n s i d e r  

t a k ing  any  m o r e  than  10 ,0 00  b a r r e l s  a d a y .  S o  t h a t  l e a v e s  C h a r t e r  wi t !  th e  

bu rden  t o  t a k e  up t o  o r  a t  l e a s t  4 0 , 0 0 0  b a r r e l s  a d a y  and c o n t i n u e  t a k i n g  it f o r  

s e v r  mon ths .  We c ou ld  a s k  th em  bu t  1 am  su r e  t h a t  t h e y  w i l l  c o n t i n u e  t o  f u l f i l l  

t h e i r  o b l i g a t i o n s  unde r  .h e  c o n t r a c t .  T h e  r i g h t  t o  t a k e  c r u d e  o i l  u n d e r  o u r  

c o n t r a c t  is no t o n l y  a r i g h t  bu t a l s o  an  o b l i g a t i o n  t h a t  we r e v i ew  v e r y  c a r e f u l l y .
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*  L e t  m e  m ak e  j u s t  u f ew  p e r s o n a l i z e d  r e m a r k s  a b o u t  w h a l s  happen ing .  1 

w on ' t  be r e p e t i t i v e .  T h e r e  a r e  s o m e  th ing s  t o  t h in k  a b ou t .  E v e r  s i n c e  P r u d h o e  

c a m e  on l i n e ,  e v e r  s i n c e  th e  S l a t e  f i r s t  t o o k  l a r g e  v o l u m e s  o f  c r u d e  o i l  we  h o ve  

a l l  been  w o r k i n g  unde r  the  a s s um p t i o n  t h a t  o i l  i s  s c a r c e ,  t h a t  i ts  e a s y  t o  s e l l ,  

and  t h a t  l o n g  t e rm  c o n t r a c t s  h o v e  s o m e  k ind  o f  r e  '.dual v a l u e  au o v c  th e  p r i c e  

o f  th e  o i l .  We have  u l l  b e en  v e r y  l e a r y  o f  p e o p l e  A/ho wan t  l o n g  t e rm  c o n t r a c t s  

b e cau se  I t h in k  u l o t  o f  us l a b o r e d  unde r  the  im p r e s s i o n  t h a t  t h e y  g o t  a b e t t e r  

d e a l  th an  we e v e r  r e a l i z e d .  We h a v e  a l s o  w o r k e d  unde r  the  a s s um p t i o n  -  th e  

a s sum p t i o n  is s t r o n g  enough  t h a t  i t  ha s  be en  w r i t t e n  i n t o  s t a t u t e  -  t h a t  t h e r e  

s h a l l  be u p r e s um p t i o n  t h a t  t h e  S l a t e  t o  t a k e  e v e r y  b a r r e l  in k ind  nnd th e  

M  C o m m i s s i o n e r  mus t  m a k e  a f i n d in g  o f  S t a t e ' s  i n t e r e s t  in o r d e r  t o  t a k e  in

v a lu e .  T h a t  p r e s um p t i o n  has be en  t h a t  in k ind  I n k i n g  is a lw a y s  b e t t e r  th an  

l e a v i n g  i t  w i th  th e  p r o d u c e r s  and  t a k i n g  ( c a s h ? ) . 1 hope a l l  o f  us w i l l  p au se  and 

c on s i d e r  s om e  o f  th e se  p r e v i o u s  a s s um p t i o n s  in l i g h t  o f  wha t ' s  h app ened ,  

b a s i c a l l y  i ts  n o t  t o  s a y  t h a t  we t h ough t  b e f o r e  i sn ' t  s o m e t im e s  t r u e ,  but i t s  s u r e  

o c heck  not a lw a y s  t r u e .  R i g h t  now -  b e l i e v e  i t  o r  n o t  and i t s  ha rd  to  sw i t c h  

y o u r  th ink ing  -  a l o n g  t e rm  c o n t r a c t  w i th  the  S t a t e  o f  A lu sku  is no  a s s e t :  i t s  

a heck  o f  a bu rden .  Mos t o f  t h e  p e o p l e  who ha ve  l o n g  t e rm  c o n t r a c t s  w i th  us 

now  a r c  t r y i n g  t o  r e t u r n  c r u d e  o i l  t o  us m o r e  q u i c k l y  th an  th e  c o n t r a c t  a l l ow s :  

C h a r t e r  and Mnpco .  T h e  q u e s t i o n  r e a l l y  c o m e s  down  to  is how m uch  can  a 

c om pan y ,  s m a l l  o r  m ed ium  s i z e  c o m p a n y  a f f o r d  t o  l o s e  o v e r  the  s ix m o n th  p e r i o d  

o r  s e ven  m on th  p e r i o d  i t  t a k e s  t o  g i v e  o u r  o i l  b a c k  i f  th e y  guessed  w rong .

S e c ond l y ,  we a r c  s ee ing  f r a n k l y  wha t  s o m e  o f  th e  p r o d u c e r s  h a v e  be en  t r y i n g  t o  

s a y  a l l  a l o n g  and 1 s t i l l  m a i n t a i n  i t s  n o t  a lw a y s  t r u e ,  bu t i ts  t r u e  r i g h t  n ow ,  t h a t
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ou r  l u s t  und s a f e s t  r e f u g e  is I n k i n g  in v a l u e ,  th e  t a k i n g  o f  m o n e y ,  l e a v i n g  th e  

bu rd en  o f  s a l e s  on  t h e  p r o d u c e r s .  R i g h t  now  f o r  e x a m p l e ,  r u m o r s  in t h e  i n du s t r y  

o r e  t h a t  Soh i o ,  who  ho ld s  th e  L i on ' s  s h a r e  o f  P r u d h o c  Cay  c r u d e  is a c t u a l l y  a b l e  

: t o  s e l l  t h e i r  c r u d e  f o r  $ 3 . 0 0  -  $ 3 . 5 0  m o r e  t h a n  C h a r t e r  is a b l e  t o  s e l l ,  s e l l  the 

I in k ind sh a r e .  So  a g a i n  the  p r e s u m p t i o n  o f  a lw a y s  t a k i n g  in k ind  d o e sn ' t  a lw a y s  

f o l l o w ,  d e pend ing  o  w h a t ' s  happen ing  in t h e  m a r k e t .  S e c o n d l y ,  when  the  

a n n ou n c em en t  was  m ad e  t h a t  C h a r t e r  f i n a l l y  c o u l d  n o t  do  f i n a n c in g ,  R e p r e ­

s e n t a t i v e  M a l o n e  c a m e  o u t  and  s a id ,  v e r y  s t r o n g l y  w e l l  t h a t  o u g h t  t o  t e a c h  us 

to  l o o k  v e r y  c a r e f u l l y  a t  a n y  o f f e r s  t h a t  we g e t .  We l l  I c o u l d n ' t  a g r e e  m o r e ,  

f r a n k l y  I d on ' t  t h in k  i t  is a  l e s s on  we n e ed  t o  l e a r n ,  I th in k  we h a v e  l e a r n e d  i t .  

T h e r e  a r e  o n l y  tw o  w ay s  t o  l o o k  a t  w h e t h e r  a n  o f f e r  is a  good on e  and  w h e t h e r  

a p r o j e c t  is a c t u a l l y  g o ing  t o  happen .  T h e  f i r s t  w a y  wh ich  s o m e  p e o p l e  f a v o r  

is h a v ing  an a c a d e m i c  h i r e d  as  a c o n s u l t a n t ,  h i r e  a p r o f e s s o r ,  and  t r y  t o  l o o k  20 

y e a r s  down th e  r o a d  and  t e l l  you w h e t h e r  o r  n o t  y o u  c a n  f i n un c e  th e  th ing  o r  

no t .  The  s e c ond  w a y  is t h e  way we c h o s e ,  and  I s i t  h e r e  t o d a y  f e e l i n g  j u s t  us

s t r o n g l y  as  I d id  t h r e e  y e a r s  when  we ch o s e  t l \ !  r i g h t   ___ • T h a t  r o u t e

b a s i c a l l y  is man- 1 t e s t .  Y o u  c r e a t e  as  r i s k - f r e e  a c o n t r a c t  a s  y o u  p o s s ib l y  can  

w i th  the  mos t  c o m p e t e n t  f i rm  you  can ,  w i th  p e r f o rm a n c e  t e rm s ,  you  g i v e  t h em  

the  i n c e n t i v e ,  t h e  v e r y  s t r o n g  i n c e n t i v e  t o  m a k e  th e  p r o j e c t  w o r k ;  bu t  y o u  ho ld  

the  S t a t e  w ho l e  in cu sc  th e  p r o j e c t  d o e s n ' t  g o .  13c s u r e  th e  c o n t r a c t  is v e r y  

t igh t  in t e rm s  o f  p r i c i n g ,  you  en su r e  d e l i v e r y  o f  th e  c rude  is  t a k en  a t  P u m p  

S t a t i o n  i l l ,  t o  k e e p  th e  S t a t e  ou t o f  the  sh ipp ing  bus iness .  B e  su r e  t h a t  t h e  7 

m on th  n o t i c e  p r o v i s i o n  is w r i t t e n  in t h e  c o n t r a c t ,  t o  a l l ow  us t o  r e t u r n  t o  the 

p r o d u c e r s  o r  t o  c o n t i n u e  th e  bu rden  th e  bu ye r  w i l l  t a k e  ( th e  o b l i g a t i o n  t o  t a k e  

i t ) .  And,  o f  c o u r s e ,  y o u  w ou ld  h a v e  v e r y  s t r o n g  s e c u r i t y .  Now unde r  t h e  m a r k e t  

t e s t  o f  f i n d in g  o u t  w h e t h e r  the p r o j e c t  is r c u l l y  f e a s i b l e ,  n o b od y  is p r om i s i n g
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u l t im u t e l y  l h a t  th e  f a c i l i t y  wi l l  b e  b u i l t .  C c r l u i n l y  t h e  pub l i c  and p r e s s  ha ve  

g o t t e n  the  idea  t h a t  e v e r y o n e  p r o m i s e s  f o r  i t  t o  be bu i l t .  A t h o r o u g h  r e v i e w  o f  

t h e  r e c o r d ,  1 d o n ' t  t h in k  y ou  w i l l  f i n d  on e  s t a t e m e n t  t h a t  m a k e s  th i s  p r om i s e ,  

but t h a t  t h e y  w i l l  t r y ,  wha t  t h e y  hv  d o n e  is t r y ,  and  I th in k  t h a t  the S t a l e  f i n a l l y  

unde r s t a nd s  t h a t  a b ig  r e f i n e r y  t h e s e  d a y s  is no t  g o in g  t o  be f i n a n c e d  and bu i l t  

in A l a s k a .  F o u r t h l y ,  I hope r e c e n t  e v e n t s  h a v e  u n d e r s c o r e d  t h e  p o l i c y  wh ich  we 

h a ve  a lw a y s  had ,  t h a t  is t o  k e ep  t h e  s l a t e  o u t  o f  th e  spo t  m a r k e t ;  t o  k e e p  us 

o u t  o f  t h e  s h o r t  t e rm  s a l e s  a g r e e m e n t  ( a n y t h i n g  u nde r  a y e a r  i f  p o s s ib l e ) .  K e e p  

us o u t  o f  th e  sh ipp ing  business .  D o n ' t  l e t  us g e t  s t u c k  w i th  c r u d e  o i l .  The  

c o n c e rn  and n a t u r e  o f  a l l  o f  ou r  c o n t r a c t s  t o  d a t e  h a v e  r e f l e c t e d  t h a t  f e a r  and ,  

b e l i e v e  me ,  w h a t  we h a ve  gone  t h r o u g h  in th e  l a s t  c oup le  o f  w e e k s  ha s  j u s t

u n de r s c o r e d  t h a t  in spades .  The  S t a t e  s h o u l d  n o t  be d e a l i n g  w i t h _________ . One

o t h e r  c o m m en t  I wou ld  l i k e  t o  m a k e .  T h e r e  h a v e  b e en  c o m m e n t s  d u r i n g  t h e  l a s t  

tw o  weeks  du r ing  th e  i im c  e v e r y o n e  c u r r e n t l y  s h i f t e d  f r om  h ow  c o u l d  y o u  l e t  

A l p e c t o  k e ep  t a k i n g  th is  o i l  t o  h ow  cai ,  you  l e t  t h em  g ive  i t  b a c k  t o  us, t h e r e  

h ave  been a l o t  o f  c o m m e n t s  tha t  w e l l  i f  we  had  j u s t  chosen  s o m e b o d y  e l s e  t h e y  

co u ld  have  made  th is  happen .  W e l l ,  t h i n k  b a c k  t h r e e  y e a - s .  T h e r e  wa s  n ob od y  

e l s e  o f  th e  s t a t u r e  o f  A l a s ku  I n t e r s t a t e  wh ich  was  in l l i e  i n i t i a l  m a j o r i t y  p a r t n e r  

and c e r t a i n l y  no  one e l s e  w i th  t h e  s t a t u r e  o f  C h a r t e r .  1 suppo se  i t  is po s s ib l e  

t h a t  s om eon e  e l s e  m igh t  ha ve  be en  a b l e  t o  h a nd l e  i t  bu t i ts  h i g h l y  im p r o b a b l e .  

T o d a y  in A m e r i c a  t h e r e  a r e  17 m i l l i o n  b a r r e l s  o f  o i l  a da y  o f  r e f i n e r y  c a p a c i t y .  

13 m i l l i o n  b a r r e l s  a d a y  a r e  s i t t i n g  t h e r e  on  the  g r o u n d  tha t  n o  on e  is t a k i n g .  

A r e c e n t  O i l  and  Ga s  J o u r n a l  has a l i s t  o f  8 o r  10 r e f i n e r i e s  t h a t  a r e  f o r  s a l e  

o r  shut  down ,  7 0 , 0 0 0  r o u g h l y  b a r r e l s  a  d a y .  T h e s e  i r e  no t  C h a r t e r  O i l
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C o m p a n y  r e f i n e r i e s ,  o r  A l a k a  I n t e r s t a t e  r e f i n e r i e s  o r  Mapco  r e f i n e r i e s .  T h e y  a r e  

A m o c o ,  T e x a c o ,  G u l f ,  M ob i l ,  C o n o c o ,  D ow ,  P e t r o f i n a .  Those  p e o p l e  c a n ' t  m a k e  

m o n e y  on  a r e f i n e r y  t h e s e  duy s ,  s o  1 c a u t i o n  y ou  i n t o  th ink ing t h a t  we ch o s e  the  

w r o n g  p a r t n e r .  11s the  m a r k e t .  C e r t a i n l y  you  a l l  unde r s t a nd  w h a l s  happen ing .  I ts  

n o t  a m a t t e r  o f  i n c o m p e t e n c e ,  i t s  a  m a t t e r  o f  f o r e s i g h t .  In s h o r t ,  l e t  m e  j u s t  

s a y  the  S t a t e  ha sn ' t  l o s t  a th ing  on  th is  c o n t r a c t  and 1 don ' t  w an t  t o  sound l i k e  

1 am  a p o l o g i z i n g  t o o  m u c h ,  b e c au se  I am  no t .  We t o o k  the  best ch an c e  we had 

t h r e e  y e a r s  ago  and m a y b e  we sh ou ld n ' t  ha ve  t a k e n  an y  chances .  We d id .  We 

d idn ' t  t a k e  a. ch anc e  w i t h  o u r  m on e y  and  we d id n ' t  t a k e  a chance  w it l i  o u r  c r u d e  

o i l .  We r e c e i v e d  e v e r y  c e n t  we wou ld  have  r e c e i v e d  f r o m  t h a t  o i l  i f  we had 

c h o s e n  s om e o n e  e l se  o r  t o k e n  i t  in v a lu e .  B u t  ve ha ve  g o t t e n  the  f e a s i b i l i t y  

s t u d y  wh ich c o s t s  s e v e r a l  t e n s  o f  m i l l i o n s  o f  d o l l a r s  a c c o rd i n g  t o  C h a r t e r  and 

th i s  f e a s i b i l i t y  s tudy  was  d o n e  no t by  a c o n s u l t a n t ,  n o t  by a u n i v e r s i t y  p r o f e s s o r ,  

bu t by  s om ebo d y  who has  $ 4 0  m i l l i o n  buck s  r i s k e d  on  i t  und t h e r e f o r e  s om eb o d y  

who had the  g r e a t e s t  i n c e n t i v e  o f  a n y on e  t o  m a k e  i t  lumpen. And w i th  t h a t  

M adam  C h a i rm a n ,  1 c e r t a i n l y  e n c o u r a g e  y o u  to  l i s t e n  t o  C h a r t e r  t e l l  y ou  e x a c t l y  

why t h e _______________.

C h a i rm a n  B e t t y  F a h r e n k am p :  T h an k  y ou  C o m m i s s i o n e r  L e R e s c h e .  D u d l e y

P a r k e r  -  H e r e  w i th  C h a r t e r  O i l  w i l l  now s p eak .

M r .  D u d l e y  P a r k e r :  M adam  C h a i rm a n ,  m e m b e r s  o f  t h e  C o m m i t t e e  I s p e a k  f o r

C h a r i e r  wh ich  r e a l l y  ow n s  9 3 %  o f  A l a s k a  Oi l .  C o m p a n y  o f  which is  th e  p r o j e c t  

in the  j o i n t  v e n t u r e  in w h ic h  e v o l v e d  f r o m  A l p c t c o .  1 am  P r e s i d e n t  o f  C h a r t e r  

O i l  C om p a n y .  I have  w i t h  me  t o d a y  s i t t i n g  on  m y  r i g h t ,  Z cke  Z c c h c l l a ,  who is 

P r e s i d e n t  o f  A l a s k a  Oi l  C o m p a n y ,  und the  young  f e l l o w  s i t t i n g  up a t  t h e  t a b l e ,  

F r a n k  Sm i th ,  who is V ice P r e s i d e n t  o f  O p e r a t i o n s  o f  A l a s k a  O i l  C om p a n y .  1



a p p r e c i a t e  the s t a t e m e n t s  C o m m i s s i o n e r  L e R e s c h e  made  and I a p p r e c i a t e  the 

o p p o r t u n i t y  t o  appcu r  h e r e  t o d a y .  We d o  no t  c o m e  f r om  th e  s t a n d p o i n t  t o  

a p o l o g i z e .  We do  no t c o m e  f r o m  the  s t a n d p o i n t  t o  a s k  any  f a v o r s .  We hope  when 

we l e a v e  th is  r o om  t o d a y ,  t h a t  we w ou ld  h a v e  t o l d  l l i e  s t o r y ,  a s t o r y  t h a t  s t o r i e d  

m an y  y e a r s  ago  o f  wh ich  we w e r e  n o t  a p a r t y  o f ,  bu t m o r e  c l o s e l y  we w ou ld  l i k e  

t o  t a k e  and t e l l  t h a t  s t o r y  o f  t h e  l o s t  y e a r  a f t e r  C h a r t e r  g o t  i n v o l v e d  in i t  and 

r e a l l y  c om e  ab ou t  t o  t h e  am e n d m e n t  in w ha t  bus t r a n s p i r e d  in t l i a t  y e a r ' s  l im e .  

And I aga in  would odd f r o m  th e  s t a n d p o i n t  t o  wha t  Bob  sa id  n o t  o n l y  in th e  

am e n d m e n t  o f  t h a t  c o n t r a c t  we a g r e e d  and d id  p r o v i d e  r e p o r t s  t o  the  o f f i c e  o f  

th e  C om m i s s i o n e r  on u q u a r t e r l y  ba s i s  a nd  l a t e r  on  a  m on th l y  ba s i s  t o  k e e p  th e  

C o m m i s s i o n e r  and his s t a f f  c o m p l e t e l y  a p p r a i s e d  o f  wha t  we w e r e  d o in g  and to  

a l l  a s p e c t s  o f  th is  p r o j e c t .  I t s  go in g  t o  be d i v id ed  i n t o  tw o  p a r t s .  The f i r s t  p a r t  

I am  go ing  t o  ask  Mr .  Z e e h e l l a  t o  h and le  and  l e t  h im t e l l  y o u  as  f a r  a s  th e  

p r o j e c t ,  the r e f i n e r y ,  t h e  p c l r o e h c m c i a l  f a c i l i t y  o r  p r o c e s s in g  un i t ,  w h a t e v e r  you  

wan t  t o  en l l  i t ,  t o  l e t  y o u  un d e r s t a n d  t h a t  why  t h e r e  wus $<10 m i l l i o n  s p en t  and 

why t o  th e  e x t e n t  tha t  th i s  r e f i n e r y  w ou ld  h a v e  and c ou ld  ha ve  w o r k e d .  A l s o ,  

B ob  r e a d  a l i s t  o f  th e  r e f i n e r i e s  t h a t  w e r e  shu t  down .  1 t h in k  t e s t im o n y  w i l l  

p r o v e  tha t  we made  t h e  s t a t e m e n t  t h a t  a f a c i l i t y  t o  s u r v i v e  in t o d a y ' s  m a r k e t  

and  i n t o  th e  f u t u r e  m u s t  bo a v e r y  s o p h i s t i c a t e d  h igh ly  c o n v e r s i o n  c o m p l e x  

f a c i l i t y .  T h a t  was the d e s i g n ,  t h a t  was  i n t e nded  t o  be bu i l t ,  n o t  a l o p p in g  p l a n t ,  

n o t  a m ean s  o f  ju s t  a s h am  t o  t a k e  the  c r u d e  o i l  and  run  at  th e  end  o f  it And 

1 hope when wo l e a v e  th e  r o o m  t o d a y  t h a t  t h e r e  w i l l  no t be  a n y  d o u b t s  in 

a n ybody ' s  m ind  as  t o  t h e  i n t e n t i o n  o f  C h a r t e r  and the  o t h e r  p a r t n e r s  t ow a r d s  

th i s  p r o j e c t  and t ow a r d s  th e  S t a t e  o f  A l a s k a .  And w i th  t h a t  '/.eke I w ou ld  l i k e  

t o  t u r n  it o v e r  to  you.
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Mr.  Z e k e  Z e e h e l l a :  M adam  C h a i rm a n ,  I t h in k  t h a t  poss ib ly  the  bes t  way  f o r

m e  t o  b r ing  th is  j o i n t  c o m m i t t e e  up t o  d a t e  is t o  l i s t  th e  i t em s  o f  th e  c o n t r a c t  

wh ich  w e r e  r e q u i r e d  t o  be s u b m i t t e d  t o  C o m m i s s i o n e r  L e R e s c h e  by th e  end  o f  

th i s  y e a r .  I f  1 c ou ld  h a v e  s om e  l i g h t ,  t h a n k  y o u ,  I w i l l  quo te  th o se  i t e m s  r i g h t  

o f  ou t  o f  th e  c o n t r a c t  and th en  d i scuss  t h em  t o  the  d e g r e e  I th ink  is n e c e s s a r y  

f o r  y o u r  t o  unde r s tand  wha t  we have  d one .  T he  f i r s t  r e q u i r e m e n t  was t h a t  we 

c o n f i g u r e ,  e n g in e e r  und des ign  a 1 0 0 , 0 0 0  b a r r e l  a d a y  r e f i n e r y .  Th i s  r e q u i r e m e n t  

o f  c o u r s e  c a m e  a f t e r  t h e  a m e n d m e n t .  T he  o r i g i n a l  r e q u i r e m e n t  was f o r  1 5 0 , 0 0 0  

b a r r e l  a  da y  f a c i l i t y  wh ich  had been  a lm o s t  c o m p l e t e l y  des igned b e f o r e  we had 

th e  am e n dm en t .  So  when th e  am e n d m e n t  c a m e ,  we had t o  r e d e s ig n  a g r e a t  

p o r t i o n  o f  th i s  r e f i n e r y  t o  u t i l i z e  1 0 0 , 0 0 0  b a r r e l s  a d a y .  As M r .  P a r k e r  s t a t e d ,  

o u r  s tudy  showed  t h a t  t o  bu i l d  u t o pp ing  p l a n t  was  s h e e r  f o l l y ,  a b s o l u t e l y  no 

e c o n o m i c  way  t h a t  i t  c o u ld  be m ad e  t o  w o r k .  We hi red P o s t e r  W h e e l e r  

E ng in e e r i ng  C om p a n y ,  one  o f  th e  l e a d e r s  in th e  f i e l d  in p e t r o c h e m i c a l  d e s ign ,  in 

c o n j u n c t i o n  w i th  the  G e rm a n  f i rm  o f  T h y s s en  T e c h n i q u e  as  a j o i i u  v e n t u r e  t o  do  

th i s  des ign  w o rk .  And wo de s igned  a high c o n v e r s i o n  v e r y  high t h e rm a l  

e f f i c i e n c y ,  r e f i n e r y .  We m ad e  it us  f l e x i b l e  a s  we c o u l d  so  t h a t  o u r  p r o d u c t  

s l a t e s  cou ld  bo  v a r i e d  f r o m  t im e  to  t im e  t o  m e e t  the  m a r k e t  c o nd i t i o n s  as  th e y  

ch anged ,  but e s s e n t i a l l y  o u r  p r o d u c t  s l a t e  was 4 3 , 0 0 0  b a r r e l s  a d a y  o f  g a s o l i n e ,

2 0 , 0 0 0  b a r r e l s  a d a y  o f  j e t  f u e l ,  and 2 5 , 0 0 0  b a r r e l s  o f  d i e s e l  ( A r c t i c  and r e g u l a r  

d i e s e l ) .  We m ade  no r e s id u a l  f u e l  o i l .  We i n s t a l l e d  a f l e x i c o k c r  wh ich  is a s l a t ' '  

o f  the a r t  p r o c e s s  p r im a r i l y  b e c au se  a t  tho  s i t e  in V a l d e z  we had no a c c e s s  t o  

an y  p o w c r p l a n l  o f  the s i z e  s u f f i c i e n t  t o  f u r n i s h  the  n e c e s s a r y  p ow e r  t o  run  a 

r e f i n e r y  o f  th i s  s i z e .  And w i th  th is f l e x i c o k c r  we m ad e  low b tu  ga s  wh ich  wo 

th en  c h ann e l l e d  t o  ou r  p o w c r p l a n l  t o  f u r n i s h  the  e n e r g y  we needed  to  run  the  

f a c i l i t y .  And, as  Mr .  P a r k e r  s a id ,  th is  was  no t  a  t o pp ing  p l an t  a s  you  c a n  see .
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As q r e s u l t  o f  o u r  e n g in e e r i n g  des ign  we h a v e  p r o d u c e d  29  v o l u m e s  o f  

e n g in e e r i n g  d a t a  and d r aw ing s .  We d idn ' t  b r ing  t h em  w i th  us bu t t h e y  wou ld  

e x t e n d  f r o m  m e  t o  t h a t  t a b l e  o v e r  t h e r e .  T h e s e  v o l u m e s  i n e lu d c  e v e r y  s y s t em  

n e c e s s a r y  t o  m a k e  th i s  r e f i n e r y  w o r k  w i th  th e  l a t e s t  s t a t e  o f  t h e  a r t  p r o c e s s e s ,  

m a n y  o f  t h em  l i c e n s e d  p r o c e s s e s  f r o m  v u r i o u s  e n g i n e e r i n g  and p e t r o l e u m  

com pan ie s .  In a d d i t i o n ,  we c o m p l e t e d  a p r o d u c t  d o c k  de s ign  in a v e r y  p r e c a r i o u s  

s e i sm ic  a r e a  as  you  know .  T l i a t  de s ign  is c o m p l e t e  and  r e a d y  t o  be b u i l t .  So  we 

th in k  we have  m e t  t h a t  f i r s t  r e q u i r e m e n t  o f  c o n f i g u r e ,  e n g i n e e r  and de s ign  a 

r e f i n e r y .  As p a r t  o f  t h a t ,  y o u  see  b e f o r e  y o u  a v e r y  s m a l l  p o r t i o n  o f  t h e  m od e l  

wh ich  is a  p a r t  o f  t h e  de s ign  e f f o r t .  As s o m e o n e  sa id  t l i a t  wou ld  c o s t  $ 2  b i l l i o n ,  

o b v i ou s l y  t h a t  i sn ' t  wha t  c o s t  $2  b i l l i o n .  T h a t  m od e l  is a s c a l e  o r  t h a t  p o r t i o n  

o f  th e  m ode l  I s h ou ld  s a y  th e  t o t a l  m od e l  wou ld  n o t  f i t  i n t o  th is  a r e n a  a r e a  h e r e  

is a  p a r t  o f  th e  r e f i n e r y  r e f e r r e d  t o  as  the  c r u d e  un i t .  T h a t  is  a s c a l e  mode l  

and i t is u t i l i z e d  by the  e n g i n e e r s  t o  e n t e r  t h e  c o o r d i n a t e s  o f  e a c h  p i e c e  o f  

e q u ipm en t  and  th e  des ign  p a r a m e t e r s  o f  t h a t  e q u i pm en t  i n t o  a c o m p u t e r  so  t h a t  

th e  pipe run s  and th e  pipe  s t r e s s  a n a l y s i s  and  th e  i n s u l a t i o n  and  a l l  the 

i n s t r um e n t a t i o n  and  e v e r y t h i n g  e l s e  thu t  i t l a k e s  to  bu i l d  tha t r e f i n e r y  c o u l d  be 

used ,  c ou ld  be d e v e l o p e d  w i th  a c o m p u t e r  m od e l .  So  we b r ough t  t h a t  l i t t l e  p i e c e  

o f  mode l  h e r e  j u s t  t o  sh ow  y ou  t h a t  i t  is an  e x c e l l e n t  des ign t o o l  and  i ts  o n l y  

the  f i r s t  s t o p  in m od e l i n g .  T h o  ne x t  s t e p  in m od e l i n g  g o e s  f a r  b e y ond  th i s  b l o c k  

m od e l  wha t  you  s e c  h e r e ,  i n to  u d e t a i l e d  s c a l e  m od e l  o f  e v e r y  p i e c e  o f  

e q u i pm en t  n the  r e f i n e r y .  The  s e cond  th ing  wo w e r e  r e q u i r e d  t o  do  is t o  o b t a i n  

l l i e  p e rm i t s  and l i c en s e s .  I g o t  ou t  th em  a l ’ t l l c  o u t  o f  s e quence  t h e r e ,  I wi l l  

go  w i th  t h a t  s e quen c e .  T he  c o n s t r u c t i o n  c o n t r a c t  -  l e t s  t a l k  a b ou t  t h em  and 

whe re  we s t and .  I m e n t i o n e d  b e f o r e  t h a t  we had h i r e d  F o s t e r  W h e c l c r / T h y s s c n
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o s  u j o i n t  v e n t u r e  t o  n o t  o n l y  des ign  t h e  f a c i l i t y  bu t t h e  inpu t f r o m  Thy s s cn  

wh ich  is a l a r g e  G e rm a n  s i c  c o m p a n y  b a s i c a l l y ,  bu t  t h e y  ha ve  h ' m a n y  l a r g e  

p r o j e c t s  t h r o u gh ou t  t h e  w o r l d  end  t h e y  o r e  e x p e r t  in i n t e r n a t i o n a l  f i n anc ing .  

Th is  c om b in e  was supposed  t o  f u r n i s h  t o  us a  f i rm  f i x e d  c o n t r a c t  f o r  th e

c o n s t r u c t i o n  o f  th is  r e f i n e r y  in V a l d e z .  We w o r k e d  v e r y  c l o s e l y  w i th  t h e m ,  we 

t r a v e l e d  w i th  t h em  a r o u n d  the  w o r l d  t o  m a n y  o f  th e  i n du s t r i a l  c o u n t r i e s

____________ p r i c e  c o n t r a c t .  So  as  a r e s u l t  o f  t h a t  we t e rm i n a t e d  t h a t  n e g o t i a t i o n ,

h o w e v e r  we did t e l l  t h em  t o  c o n t i n u e  t o  d o  t h e i r  w o r k  un t i l  t h e y  had f in i sh ed  

th e  des ign  t o  s u f f i c i e n t  p o s i t i o n  t o  w h e r e  t h e y  c o u l d  g i v e  us a f i rm  f i x e d  p r i c e  

e s t im a t e .  We had t o  h a v e  s o m e  s o r t  o f  an  e s t im a t e  as  t o  wha t  th i s  r e f i n e r y  was 

go in g  t o  c o s t .  T h e y  g a v e  us t h a t  e s t im a t e  and  i t  was  $ 3 . 4 2  b i l l i o n .  Th is  

o b v i o u s l y  was  im po s s ib l e  f o r  us t o  a c c e p t  and  we d id  h a v e  f r om  f h em  a 

c o n s t r u c t i o n  s c h edu l e  wh ich  is r e q u i r e d  by  t h e  c o n t r a c t  wh ich  sh owed  s t a r t  up 

in J a n u a r y  o f  108G, t h r e e  m on th s  b e f o r e  t h e  c o n t r a c t  r e q u i r e m e n t  o f  p r o c e s s i n g  

o i l  t h r o u gh  th e  c r u d e  un i t  on  M a r c h  1 o f  1986 .  So  we did h a v e  a c o n s t r u c t i o n  

s c h ed u l e  and  we had  on  o u r  ow n  e s t a b l i s h e d  a t o t u l  p r o j e c t  c o n t r o l  w h e r e  we 

used c o m p u t e r  t e chn iq u e s  f o r  th e  c o n t r o l s  o f  c o n s t r u c t i o n  and c o s t s .  We used 

ihe  so  c a l l e d  c r i t i c a l  p a th  t e c hn iq u e  o f  s c h edu l i n g .  N ow  l e t ' s  g o  b a c k  and t a l k  

a  b i t  a b ou t  the  p e rm i t s .  We h a ve  o b t a i n e d  a l l  t h e  s t a t e  and  f e d e r a l  p e rm i t s  

i n c lud ing  the  C o r p  o f  E n g i n e e r  p e rm i t s .  We h a v e  c o m p l e t e d  th e  e n v i r o n m e n t a l  

im p a c t  s t a t e m e n t .  As  a  m a t t e r  o f  f u e l ,  t h e  E1S was  c i t e d  by the  E P A  a s  a 

p e r f e c t  e x a m p l e  o f  how i n d u s t r y  and  g o v e r n m e n t  c o u l d  w o r k  t o g e t h e r  t o  p r o d u c e  

an  e n v i r o n m e n t a l  im p a c t  l a l o m c n l  in a s h o r t  o r d e r  t im e  wh ich was a c c e p t a b l e

t o  a l l  p a r t i e s .  So we ha ve  m e t  t h a t  r e q u i r e m e n t .  And th e  ne x t  r e q u i r e m e n t  was

 o f  r e a l  p r o p e r t y  f o r  th e  s i t e .  1 f e e l  we d o  n o t  h a v e  t o  dw e l l  on  th is

f o r  v e r y  l o ng .  Y o u  h a v e  a l l  r e a d  in t h e  n ew sp ap e r s .  We ha ve  a s i t e ,  we have
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o 99  y e a r  l e a s e  t h a t  is s igned  w i th  l l i e  C i t y  o f  V a ld e z .  L a s t  s u m m e r  we c l e a r e d  

t h a t  s i t e ,  we bu i l t  t h e  d i k e s  f o r  w a t e r  c o n t r o l  and we b u i l t  a c c e s s  r o a d s  and

b r i d g e s . ______________ bou r i ng s  and g e o p h y s i c a l  w o r k  is c o m p l e t e d  and  we a r c

r e a d y  t o  bu i ld  on  t h a t  s i t e .  Now  w h a t  r e m a i n s .  O b v i o u s l y  the  l a s t  i t em  is 

f i n an c in g .  As Mr .  L c R c s c h c  m e n t i o n e d  t h a t  p a r t  o f  t h e  p r o g r a m  was t o  i n c lud e  

a r e a s o n a b l e  p r o f i t  on  th e  i n t e r im  c r u d e  o i l ,  wh ich  was  g o in g  t o  be o u r  e q u i t y ,  

a  p o r t i o n  o f  o u r  e q u i t y  c o n t r i b u t i o n  t o  t h i s  f a c i l i t y .  N ow  l e t  m e  spend  s om e  

t im e  t a l k i n g  a b o u t  o u r  f i n a n c in g  e f f o r t .

T he  f i r s t  t h in g  we did was we had  a f e a s i b i l i t y  s t u d y  c o n d u c t e d  n o t  by 

F o s t e r  W h e e l e r  t h e  p e o p l e  who  had a v e s t e d  i n t e r e s t  in k e ep in g  th e  p r o j e c t  

a l i v e  becau se  o f  th e  e n g i n e e r i n g  w o r k  r e q u i r e d ,  bu t  by  th e  P a c e  E n g i n e e r i n g  

C om p a n y .  N ow  P a c e  is a  h igh ly  a c c e p t e d  e n g i n e e r i n g  c o n s u l t a n t  f i rm  in th e  o i l  

i n d u s t r y .  We h i r e d  t h em  to  m a k e  th i s  f e a s i b i l i t y  s t u d y ,  we a s k e d  t h em  to  r e v i e w  

ou r  c o n f i g u r a t i o n  und o u r  p r o d u c t  s l a t e .  T h e y  c o n f i r m e d  t h a t  t h e  c o n f i g u r a t i o n  

was r i g h t ,  ou r  p r o d u c t  s l a t e  was c o r r e c t  and  t h a t  the  c o s t  e s t im a t e ,  by  t h e i r  

e s t im a t e s ,  th is  r e f i n e r y  shou ld  be a b l e  t o  be b u i l t  in V a l d e z  f o r  $1.5 b i l l i o n .  

S e v e r a l  th ings  c a m e  ou t  o f  t h a t  s t u d y .  One  was  t h a t  t h e  r e f i n e r y  b u i l t  in 

A l a s k a ,  as  a s t a nd  a l o n e  i n v e s tm e n t  w i t h o u t  a n y  i n t e r im  c r u d e ,  was  a m a r g i n a l  

i n v e s tm en t  a t  be s t :  t h e y  sh owed  a r e t u r n  on  e q u i t y  o f  13 p e r c e n t .  Why d id  w i 

c o n t i n u e  th is ,  why i f  we kn ew  in o u r  P a c e  s t u d y  t h a t  t h e  f e a s i b i l i t y  s h ow ed  t h a t  

th is  was a m a r g i n a l  r e t u r n ,  why did  we c o n t i n u e ?  W e l l  f i r s t  o f  a l l ,  t h e  s t u d y  

was  v e r y  c o n s e r v a t i v e .  We a s k ed  P a c e  t o  m a k e  a s t u d y  o f  th e  r e f i n e r y  s t a n d in g  

a l o n e  w i th  no c r u d e  o i l  p r o f i t s  on the  f r o n t  end ,  no  i n v e s tm e n t  t a x  c r e d i t s  f o r  

the c o n s t r u c t i o n  b e c au s e  we d idn ' t  kn ow  who o u r  p a r t n e r s  m igh t  be and wha t  t a x
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c r e d i t s  w e r e  a v u i l a b l e ,  and u l s o  u t  t i ie t im e  we d i d n ' t  know wha t  ou r  f i n an c in g  

p r o g r am  wou ld  be so  we a s k ed  t h em  t o  d o  it on  a 10096 e qu i t y  bas is .  S o  i t  was  

a v e r y  c o n s e r v a t i v e  e s t im a t e  and t h e r e f o r e  we f e l t  as  c o n s e r v a t i v e  as  i t  wus the 

13% r e t u r n  was a r e a s o n a b l e  r i s k  t o  t a k e  t o  c o n t i n u e .  In a d d i t i o n  t o  th is ,  we 

c o n s t r u c t e d  ou r  own  i n t e r n a l  e c o n o m i c  m od e l  wh ich  was  a v e r y  c o m p l e x  m od e l  

and 1 w i l l  j u s t  show  y o u ,  th ese  pages  is t h e  o u t p u t  o f  t h a t  c o m p u t e r  m o d e l .  We 

ha ve  4 2  d i f f e r e n t  p a r a m e t e r s  t l i a t  we h a v e  i n t o  th i s  e c o n om ic  m od e l  and  i t  g o e s  

f r o m  the  n umbe r  o f  p l a n t  w o r k e r s  a l l  a w a y  d own  t o  th e  i n f l a t i o n  r a t e  e s t im a t e s .  

Th is  m od e l  i n c l ud ed  in i t  $1 a b a r r e l  p r o f i t  on t h e  i n t e r im  c r u d e  wh ich  we 

th ough t  at  t h e  t im e  was  a  r a t h e r  c o n s e r v a t i v e  f i g u r e .  This  m od e l  a l s o  ch o se  a 

2 5 %  e q u i t y  c o n t r i b u t i o n  and a 7596 d e b t .  T h i s  m od e l  w i l l  p r o d u c e  a p r o f i t  and 

l o s s  s t a t e m e n t  and a b a l a n c e  sh e e t  and w i l l  c o m p u t e  th e  r e t u r n  on  t h e  e q u i t y  

i n v e s tm e n t .  O u r  m od e l  s h owed  a 2 2 %  r e t u r n  bas d on th ese  p a rm e t e r s  t h a t  we 

a s sumed  in the  m od e l .  T l u r e f o r e  we had a l i t t l e  m o r e  f e e l i n g  o f  c o n f i d e n c e  t h a t  

we w e r e  on  a p r o j e c t  which m ad e  s om e  sense .  T h e  t h i r d  th ing  we d id  was we 

h i r e d  a n o t h e r  c o n su l t i n g  f i rm  c a l l e d  the P e t r o l e u m  I n du s t r y  R e s e a r c h  A s s o c i a t e s  

headed  by Mr .  L i c h l b l u u  and A s s o c i a t e s  and  a s k ed  t h em  to  m a k e  a s t udy  o f  the 

m a r k e t  a r e a  in wh ich  we w e r e  g o in g  t o  h a v e  t o  w o r k  w i th  o u r  p r o d u c t s ,  m a i n l y  

t he  P A D  V a r e a  wh ich  o f  c o u r s e  as  y ou  kn ow  is the  Wes t C o a s t ,  A l a s k a  and 

Hawa i i .  U s ing  th e  p r o du c t  s l a t e  t h a t  we had d e t e rm i n e d  f o r  o u r  r e f i n e r y ,  and 

the  c r u d e  p r i c e s  wh ich  th e y  p r o j e c t e d  t h e y  c o n f i r m e d  the p r o du c t  s l a t e  t o  be 

c o r r e c t .  T h e y  ciid po in t  ou t  l l u t  t h e r e  was  e x c e s s  r e f i n i n g  c a p a c i t y  in th e  P A D  

V a r e a  and t h a t  we wou ld  be s e l l i n g  in t h e i r  e s t im a t e  8 0 %  o f  ou r  p r o d u c t  in t h a t  

a r e a  and o n l y  °09,' in the  S t a t e  o f  A l a s k a ,  b u t  n e v e r t h e l e s s  t h e y  c o n c l u d e d  tha t  

it was  a r i s k y  but f e a s i b l e  p r o j e c t .  So  the  r e a s o n  1 wen t  th rough  a l l  th i s  was t o  

po in t  ou t  t o  p e op l e  t h a t  we d idn ' t  ju st  s a y  we a r c  gonna bu i l d  a r e f i n e r y  in 

A l a s k a .  We did s om e  v e r y  d e t a i l e d  a n a l y s e s  o f  why we thought  th is  p r o j e c t  wou ld
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work .  In a d d i t i o n  wo went  t o  f o u r  d i f f e r e n t  Wa l l  St ree t ,  i n v e s tm en t  house s  f o r  

a d v i c e  and f i n a l l y  s e t t l e d  on  E . F .  M u t t o n  as  o u r  f i n anc ia l  a d v i s o r  p r im a r i l y  

becau se  t h e y  had o r i g i n a l l y  o e cn  a p a r t  o f  t h e  j o i n t  v e n t u r e  and kn ew  th e  p r o j e c t  

v e r y  w e l l .  C om m i s s i o n e r  L e R e s c h e  m e n t i o n e d  the  f a c t  th a t  we  had e s t a b l i s h e d  

a c r e d i t  f a c i l i t y  t o  h and le  the  i n t e r im  c r u d e  $185 m i l l i o n  r e q u i r e d  by t h e  S t a t e  

o f  A l a s k a  and a s  I m e n t i o n e d  b e f o r e  we had w o rked  w i th  t h e  F o s t e r  

W h e e l e r / T h y s s e n  g r o u p  and T hy s s c n  had a g r e e d  t l i a t  th ey  wou ld  f u r n i s h  $ 7 5 0  

m i l l i o n  o f  e x p o r t  f i n a n c in g  t o  h e l p  us w i th  the  e q u i pm en t  f in anc ing .  We w o r k e d  

w i th  th e  C i t y  o f  V a l d e s  and we s u b m i t t e d  t o  t h e  I n t e r n a l  F ievenue S e r v i c e  the  

r e q u e s t  f o r  l a x  e x e m p t  r e v e n u e  bonds t o  the  e x t e n t  o f  abou t $ 7 5 0  m i l l i o n .  So  

we made  e v e r y  e f f o r t  t o  pu t  th is  th ing  t o g e t h e r  in a c o n v e n t i o n a l  m a n n e r .  And 

I m igh t  l i k e  t o  j u s t  f o r  a m in u t e  go  b a c k  t o  wha t  C o m m i s s i o n e r  L e R e s c h e  sa id  

and e x p r e s s  t o  y ou  in the  chunge  o f  a t t i t u d e  t h a t  t o o k  p la ce  o v e r  t h e  m on th s  

we we re  w o rk i n g  in the  f i n a n c i a l  c o m m u n i t y .  When  we f i r s t  w en t  t o  the  

f i n a n c i a l  c o m m u n i t y  and we sa id  t h a t  we h a v e  a  l o n g  t e rm  20  y e a r  a f t e r  s t a r t  

up i n t e r im  c rud e  g u a r a n t e e d  c o n t r a c t  f r o m  th e  S t a t e  o f  A l a s k a ,  i n v a r i a b l y  t h e y  

sa id  th a t  is an e x c e l l e n t  a s se t  and  sh ou ld  he lp  t h e  f i n a n c in g  o f  th i s  p r o j e c t .  N ow  

the  a t t i t u d e  is how much  a r e  y o u  go ing  t o  l o s e  on  t h a t  c rude  o i l  and  why do  y ou  

th ink  i t  is an a s s e t ?  I t s  e x a c t l y  wha t  C o m m i s s i o n e r  L e R e s c h e  su id .  So  we had 

m an y  changes  in th e  c o u r s e  o f  th i s  p e r i o d  o f  t r y  and f i n a n c e .  When we 

t e rm i n a t e d  o u r  e f f o r t s  w i th  F o s t e r  W h e e l e r ,  we wen t  on  and h i r e d  the  R a l p h  M. 

P a r s o n s  C o m p a n y  and t h e y  a r c  c u r r e n t l y  s t i l l  o n  o u r  p a y r o l l  and th e y  a r e  d o ing  

nnd a r c  c on t i n u in g  t o  d o  s om e  o f  th e  de s ign  w o r k  and  th e  f u r t h e r  e s t im a t i n g  o f  

t h e  cos t  o f  th e  r e f i n e r y .  But we d i d n ’ t g i v e  up,  wo c on t i n u ed  t o  w o r k ,  we l o o k e d  

f o r  p a r t n e r s .  F o r  a c o m p a n y  th e  s i z e  o f  C h a r t e r  t o  t a k e  on a $2  b i l l i o n  p r o j e c t
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a l o n e  is f o o l  h a rd l y .  We knew  t h a t  a t  t h e  o u t s e t  and  on e  o f  o u r  p r im e  pu rp o s e s ,  

p r im e  e f f o r t s  1 sh ou ld ,  s a y  wus t o  f i n d  a  p a r t n e r  who  wou ld  j o i n  us in t h e  e q u i t y  

po s i t i o n  on  th i s  r e f i n e r y .  1 d o n ' t  t h i n k  i t  h e lp s  t o  s a y  who but I c on  s a y  we 

t a l k e d  to  s om e  m a j o r s ,  we t a l k e d  t o  s o m e  s m a l l e r  c om p an i e s ,  we t a l k e d  t o  s om e  

n on -o i l  c om p an i e s  and  in e v e r y  c a s e  t h e  high r i s k  o f  do ing  c o n s t r u c t i o n  w o r k  in 

A l a s k a  -  th e  P i p e l i n e  s y d r o m c  -  how d o  y ou  kn ow  y o u r  e s t im a t e  is g o o d ?  -  what 

m ak e s  you  th ink  y o u r  b e t t e r  th an  th e  m a j o r s  who w e r e  wo rk ing  on  the  P i p e l i n e ?

The se  a r e  the k inds o f  th ings  we r a n  i n t o .  T he  o t h e r  th ing t h a t  h appened  o f  

c ou r s e  is t h a t  m an y  o f  t h e se  p e o p l e  we w en t  t o  f o r  p a r t n e r s h i p  c o n s i d e r a t i o n  f e l l  

t h a t  t h e y  hod o t h e r  p r o j e c t s  w i th  l e s s  r i s k s ,  w i th  b e t t e r  r e t u r n  t h a t  t h e y  c o u ld  

pu t th e i r  m on e y  in.  The  r e s u l t  was  wc w e r e  un ab le  t o  f ind an y on e  w i l l i n g  t o  

j o i n  us in th is  p r o j e c t .  And 1 gu e s s  th e  f i n a l  b l ow  in th e  f in anc ing  e f f o r t  r e a l l y  

c a m e  when you  l o o k  a t  th e  f a c t  t h a t  when wc s t a r t e d  th e  p r o j e c t  the  p r im e  r a l e  

was  15%. T he  p r im e  r a l e  t o d a y  as  y o u  kn ow  is 2 0 %  and  those  f i v e  p o i n t s  add 

$100 m i l l i o n  t o  th e  f i r s t  y e a r  o f  o p e r a t i o n  o f  th is  r e f i n e r y .  When y ou  add  it a l l  

up ev en  though we spen t  $'10 m i l l i o n  on  the  w o r k  t h a t  has been d one  t o  d a l e  and 

we a r c  e s t im a t i n g ,  and 1 use the  w o rd  e s t im a t i n g  a p r o b a b l y  $0  t o  $7  m i l l i o n  

p r o f i t  on  the  c r u d e  and Mr.  P a r k e r  w i l l  d i scuss  t h a t  in m o r e  d e t a i l  l a t e r .  The se  

numbe r s  th a t  1 ha ve  qu o te d  h e r e  th e  $ 4 0  m i l l i o n  and  th e  $5 m i l l i o n  t o  $7  m i l l i o n  

a r e  c e r t a i n l y  go ing  t o  t u r n  up in the  a u d i t  th a t  is now  be ing c o n d u c t e d .  T h e  

S t a t e  A ud i t o r s  ha ve  been  in o u r  o f f i c e  f o r  t h e  p a s t  tw o  w e e k s ,  we ha ve  

c o o p e r a t e d  w i th  th em  and m ad e  e v e r y t h i n g  a v a i l a b l e  t o  th em  so  t h a t  t h e y  can  

v e r i f y  these  numbe r s .  We ha ve  n o t h i n g  t o  h ide ,  we a r e  not h e r e  a p o l o g i z i n g ,  we 

c am e  h e r e ,  wc had n l e a r n i n g  e x p e r i e n c e ,  a l b e i t  an  e x p en s i v e  one  and  now  Mr.  

P a r k e r  is go ing  t o  di scuss  s om e  o f  th e  o t h e r  e c o n o m i c  f a c t o r s  wh ich  s t r e n g t h e n  

ou r  c o nc lu s i o n  t o  r e t u r n  the  i n t e r im  c r u d e  t o  th e  S t a t e  o f  A l a s k a .  T h a n k  you  

v e r y  much  Madam  C h a i rm a n .
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Mr D ud l e y  P a r k e r :  Th an k  you  Z e k e .  T l i a t  r e a s o n  was t h a t  wc c a m e  t o  th e

c l o s e s t  conc lu s i on  t h a t  we c ou ld  n o t  f i n a n c e  t h a t  p r o j e c t  and 1 w i l l  e m p h a s i z e  

ag a in  th a t  as  Z e k e  i n d i c a t e d  y o u r  t a l k i n g  a b o u t  an  e x p e n d i t u r e  o f  $ 4 0  m i l l i o n  and 

thu t ' s  an e x p en d i t u r e  t h a t  is c o n t i n u in g  t o  g o  f o rw a r d  and y o u r  t a l k i n g  a b o u t  an 

e s t im a t e d  p r o f i t  a id e s t im a t e d  a t  th is  p o in t  in t im e  is t h r o u gh  Ju ne  o f  t h i s  y e a r  

w i th  a c tu a l  as f a r  as  we a r e  a b l e  t o  d e t e rm i n e .  And 1 w i l l  c o v e r  th e  r e a s o n  why 

i t s  ha rd  t o  d e t e rm in e  y o u r  a c t u a l  p r o f i t  a l i t t l e  b i t  l a t e r  in th is .  1 m ig h t  a l s o  

add th a t  we w i l l  e r a s e  f r o m  a n y o n e ' s  m ind  in t h a t  we a r e  t a l k i n g  in th i s  ca se  

bo th  abou t  A l a s k a  o i l  and y ou  s a y  w e l l  t h e r e  was  a s a l e  t o  s o m e w h e r e  e l s e  in 

C h n r t c r  t h e y  r a n  i t  t o  th e  B a h a m a s  and t h e y  r a n  i t  t o  H ou s t o n  r e f i n e r y  and  th e s e  

a r e  m i r r o r s  r a t h e r  t h an  the  t r u e  f a c t s .  A s  Z e k e  sa id  t h e y  a r c  d own  t h e r e  

aud i t i ng  the bo ok s ,  t h e r e  has n o t  b e en  a n y  c r u d e  o i l  r u n  in th e  B a h a m i a n  

r e f i n e r y ,  A l a s k an  c r u d e ,  you  c a nn o t  e x p o r t  i t  and  I w i l l  add  t o  tha t  so  y o u  d o n ' t  

pu rsue  tha t  qu e s t i o n ing  t h e r e  has no t  be en  a n y  c r u d e  o i l  in e x ch a ng ed  f o r  o t h e r  

c r u d e  o i l  tha t has run  in the  B a h am ia n  r e f i n e r y .  1 w i l l  g o  a s  f a r  as  t o  s a y  tha t 

t h e  p a r tn e r s h ip  a g r e e m e n t  t h a t  we ha ve  w i th  o u r  p a r t n e r s  t h e r e  is no  p r o v i s i o n  

t o  c a l c u l a t e  a sp l i t  o f  p r o f i t  b a sed  on  r u nn ing  a n y  f a c i l i t y  t h a t  C h a r t e r  has in 

add i t i on  to  Hous t on .  As f a r  a s  ru nn ing  th i s  c r u d e  o i l  in H o u s t o n  t h e r e  was  an 

am oun t  due t o  hav ing  t o  g o  t h r o u gh  a s t o r a g e  p r o b l e m  and  as  it c a m e  o u t  o f  

t h e r e  s om e  h i l l s  in the t a n k s  and th e  a m o u n t  as  1 was  t o l d  t o d a y  was  

a p p r o x im a t e l y  4 0 , 0 0 0  t o  0 0 , 0 0 0  b a r r e l s  -  n o t  a d a y  o f  b a r r e l s ,  s om e b o d y  c o u l d  

m a k e  tha t c a l c u l a t i o n  it p r o b a b l y  c o m e s  o u t  l e s s  th an  o n e - h a l f  o f  o n e  p e r c e n t  

o f  the t o t a l .  So  1 w i l l  em p h a s i z e  tha t has n o t  be en  ru n  in an y  o f  t h e s e  p r o f i t  

c a l c u l a t i o n s  o r  sh adowed  by s om e th in g  t h a t  is pu t e l s e w h e r e  w i th in  C h a r t e r .  

O k a y  we s a y  why cou ldn ' t  we f i n a n c e  i t ,  wha t  has c h a n g e d ?  The  f i r s t  o n e  1 wi l l  

s t a r t  wi th is d emand .  And you  r e a l l y  n e ed  t o  p a y  a t t e n t i o n  t o  th is .  In 11)79 1 

th ink  that  the  use and c o n s um p t i o n  o f  p e t r o l e u m  p r o d u c t s  p e a k e d ,  in 1980  i t
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sh owed  a d e c r e a s e  r o u g h l y  5 % .  Y o u  c a n  r e n d  m a n y  p l a c e s  t o d a y  t h a t  t h e y  a r c  

a n t i c i p a t i n g  on a d d i t i o n a l  596 (I d i d n ’ t k n ow  wc w e r e  g e t t i n g  t h a t  h igh )  so  i t  

l o o k s  l i k e  t h a t  t h e  d e m an d  f o r  p e t r o l e u m  p r o d u c t s  h a s  pe aked  and is c o n t i n u in g  

down ,  t h a t  is p r o d u c t s  and  c r u d e  o i l  and 1 w i l l  q u o t e  f r om  P l a t t ’ s O i l  G r o m  on 

May 15 which s a y s  t h a t  U .S .  Im p o r t s  3 5 %  t o t a l  d o m e s t i c  d e l i v e r i e s ,  th e  l o w e s t  

l e v e l  s i nce A p r i l  o f  1973 ,  c o m p a r i n g  1973 Ap r i l  t o  A p r i l  o f  th is  y e a r .  So  we 

e s t ab l i s h  f r o m  the  s t a n d p o i n t  t h a t  the  d em and  f o r  b o th  c rude  o i l  and  p r o d u c t s  

is  de c r e a s ing .  T h e  s e c ond  f a c t o r  is r e f i n e r y  u t i l i z a t i o n ,  wh ich 1 w i l l  d e f i n e  as  

th roughpu t  o r  th e  a m o u n t  in wh ich  y ou  run  t h r o u gh  a d e l i v e r y .  T h e r e  is a d r a f t  

sh ow ing  c om in g  o u t  o f  th e  A P I  w e e k l y  sh ow ing  a d e c l i n e  in the  u l t i l i z a t i o n  o f  

r e f i n i n g  c a p a c i t y .  N ow  a l o n g  t h a t  l i n e  in J a n u a r y  o f  1980 ,  y o u  w e r e  us ing y o u r  

r e f i n i n g  c a p a c i t y  a t  8 2 %  in the  f i r s t  q u a r t e r  o f  1981 the  r e f i n i n g  c a p a c i t y  was 

a p p r o x im a t e l y  71% in A p r i l  th e  r e f i n i n g  c a p a c i t y  u t i l i z e d  was 61.996 and  in th e  

f i r s t  h a l f  o f  May  i t has a v e r a g e d  0 6 . 8 9 6 .  And t h a l s  t h e  r e a s o n  why th e  l i s t  th e  

C om m is s i o n e r  r e a d  a s  f a r  as  r e f i n i n g  c a p a c i t y  is be ing  shut down .  We b a s i c a l l y  

had a t r em en d o u s  d e c r e a s e  in the  u t i l i z a t i o n  o f  r e f i n i n g  c a p a c i t y  in th i s  c o u n t r y  

and con t i nu e s  t o  d r o p .  T he  th i r d  f a c t o r :  r e f i n e r y  m a rg in s .  I f  d em and  is d own ,  

r e f i n i n g  u t i l i z a t i o n  is d ow n ,  t h e r e  i s n ’ t any  q u e s t i o n s  thut th e  p r o f i t a b i l i t y  o f  

r e f i n i n g  c r u d e  o i l  and s e l l i n g  p r o d u c t s  has t o  a l s o  go  down .  Th is  is ba sed  on 

A r a b  l igh t and sh ows  the  d e c l i n e  in r e f i n i n g  o r ig in s .  In J a n u a r y  o f  1980 the  

r e f i n e r y  m a rg in s  w e r e  $ 7 . 4 6  p e r  b a r r e l  w h e r e a s  i t has been  r e p o r t e d  in M a r c h  

o f  1981 as  $ 2 . 5 0  p e r  b a r r e l .  N ow  r e f i n e r y  m a rg i n s  a r e  no t p r o f i t s ,  i ts  no t  a f t e r  

t a x e s ,  i ts  not a f t e r  o p e r a t i n g  e x pen se s .  T he  d i f f e r e n c e  b e tw e en  th e  c o s t  o f  th e  

c r ud e  o i l  and the  v a l u e  o f  th e  p r o d u c t  p r o d u c e d  and th a t  is wha t  has h appened  

to  the r e f i n i n g  i n du s t r y  in the  U .S .

The  nex t  i t em :  we h a v e  had a d e c r e a s e  in d em and ,  we h a v e  had r e f i n e r y  
u t i l i z a t i o n  go  d own  and p r o f i t a b i l i t y  go  d own  and wha t  has h appened  t o  c r u d e
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o i l ?  We ha ve  c o n t i n u e d  t o  p r o d u c e  c r u d e  o i l  and wc a r c  c o n t i n u in g  t o d a y ,  we 

" jk  h a v e  c r e a t e d  a t r em e n d o u s  i n v e n t o r y  in th i s  c o u n t r y  o f  c r u d e  o i l .  J n  J a n u a r y  o f  

1980 t h e r e  w e r e  3 0 0  m i l l i o n  b a r r e l s  o f  c r u d e  o i l  in U.S.. i n v e n t o r y ,  in Ap r i l  and 

May o f  1981 t h e r e  is 4 0 5  m i l l i o n  b a r r e l s  o f  c r u d e  o i l  in e x i s t e n c e  t o d a y .  Wc have  

a g lu t  o f  c r u d e  o i l ,  who wou ld  h a v e  p r e d i c t e d  thu t  when  you  w e r e  l o o k i n g  a t  th is  

in 1979 ,  1980 .  1 wou ld  l i k e  t o  g i v e  y o u  an  e x a m p l e  s e t t i n g  up t h e r e  on the  p l ane  

I r e a d  f r o m  the  s t a n d p o in t ,  th e  M ay  22  P l a t t ' s  O i l  G r a m ,  U .S .  c r u d e  s t o c k  is a t  

4 0 8  m i l l i o n  b a r r e l s  r e f i n e r s  ru nn ing  a t  6 7 . 6 %  and y ou  end up in the  s t a n d p o i n t  

and g a ve  n c o m p a r i s o n  o f  th e  w e e k  end ing  May  15, 1981 and I w i l l  ag a i n  r e a d  

c r ud e  i n v e n t o r y  s l o c k s  was r o u g h l y  4 0 8  m i l l i o n  b a r r e l s  th e  w e e k  b e f o r e  M ay  the 

8 t h ,  th e  i n v e n t o r y  was 3 9 9  m i l l i o n  b a r r e l s ,  a y e a r  a g o  the  i n v e n t o r y  was  3 8 6  

^  m i l l i o n  b a r r e l s ,  t h e y  j u s t  r e c e n t l y  had th e  m e e t i n g  in O P E C  and t h e y  a r e  now 

l o o k i n g  a t  a  c u t b a c k  as  f u r  a s  p r o d u c t i o n  i n s t e ad  o f  c o n t i n u in g  t o  p r o d u c e  t h a t  

c r u d e .  Y ou  can  r e a d  e v e r y d a y  o f  compan ie s '  t h a t  a r e  t r y i n g  no t t o  t a k e  c r u d e  

o i l  t h a t  a r e  b a c k i n g  aw a y  f r o m  c o u n t r i e s  y e t  we c o n t i n u e  t o  p r o du c e  t h a t  c r u d e .  

A l on g  those  s a m e  l in e s  t h a t  n o t e  in th is  O i l  G r a m  sa id  t h a t  on the  w e e k  end ing  

May the  15th tha t  t h e r e  wa s  3 4 . 2  m i l l i o n  b a r r e l s  o f  A l a s k a n  w a t c r b o r n  c r u d e  

in c luded  in t h e r e .  The  w eek  b e f o r e  5 / 8  t h e r e  was  3 0 . 7  m i l l i o n  b a r r e l s  an d  u y e a r  

a g o  in May o f  1980 (M a y  16) t h a t  w e e k  end ing  you  had 10 m i l l i o n  b a r r e l s ,  you  

b a s i c a l l y  h a v e  t h r e e  t im e s  a s  m an y  b a r r e l s  i n c luded  in t h a t  i n v e n t o r y  c o m in g  ou t  

o f  th e  S t a l e  o f  A l a s k a  th an  y ou  had in 1980 .  T he  i t em  r i g h t  b e l ow  t h a t  s a y s  a l l  

m a j o r s  a r e  now po s t i ng  $34  n b a r r e l  f o r  d o m e s t i c  c r u d e  o i l  and  t h e y  a r e  s p e a k in g  

in th is  ca se  o f  wes t  T e x a s  l h a t s  a d r o p  o f  $ 2 . 0 0  p e r  b a r r e l .  C r u d e  p r i c e s  u r c  

go ing  down and th e  r e a s o n  why y ou  d o n ' t  ha ve  the  d e m a n d ,  w i th  t h a t  y o u  h a ve  

no  r e f i n i n g  c a p a c i t y  t h a t  is b e ing  u t i l i z e d  and we a b s o l u t e l y  a r c  d r ow n in g  in 

c r u d e  o i l .  And 1 m igh t  a l s o  add  th a t  th is  o c c u r r e d  du r i n g  th a t  t im e  f r a m e  when
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we had ou r  o i l  i n t e r r u p t e d  b e tw e e n  I r an  and I r a q .  Wl int  wou ld  (happen i f  t h e i r  

p r o du c t i o n  was  s t a c k e d  on  t o p  o f  t h a t ?  T h e r e  a r e  o t h e r  f a c t o r s  in a d d i t i o n  t o  

th i s  and 1 d o  n o t  w on t  a g a i n  t o  m a k e  e x cu s e s ,  bu t the  g o v e r n m e n t  h e lp ed  us in 

th is  p r o j e c t ,  we s t a r t e d  t a k i n g  c r u d e  on  J u l y  18. Augus t 1 t h e y  e n a c t e d  the  

sp e c i a l  e n t i t l e m e n t s  c o v e r i n g  A l a s k a n  c r u d e ,  t h e  b o t t o m l i n e  on wha t  t h a t  d id 

was t o  i n c r e a s e  th e  c o s t  o f  A l a s k a  c r u d e  t o  a r e f i n e r  and it is not ha rd  t o  f i g u r e  

cu t  i f  his c o s t  g o e s  up and  his p r o d u c t  p r i c e s  d o n ' t  g o  up and the  d e s i r e  f o r  t h a t  

c r u d e  g o e s  down  w h e r e  the  p r o f i t  m a r g i n  d e c r e a s e s .

In a d d i t i o n  t o  t h a t  in D e c e m b e r  o f  1980 t h e y  e s t a b l i s h ed  w h a t  was  r e f e r r e d  

t o  as a c r ud e  r e s e l l e r  m a r g i n  and t h e y  e s t a b l i s h e d  t h a t  m a x im u m  r a t e  a t  $ . 2 0  

a b a r r e l ,  $ . 2 0  a b a r r e l  -  and  t h e y  s o l v e d  t h a t  p r o b l e m  when t h e y  d e c o n t r o l l e d  

in J a n u a r y  o f  1980 .  In a d d i t i o n  t o  t h a t  we h a v e  had a c u s t o m e r  o f  wh ich  had 

a c o n t r a c t ,  t h a t  c u s t o m e r  ch o se  t o  b r e a c h  th e  c o n t r a c t  has l e f t  us w i th  4096  o f  

ou r  c r u d e  o i l  t o  c o m e  b a c k  i n t o  us t o  p l a c e  unde r  t o d ay s '  c o nd i t i o n s .  We had 

it c o n t r a c t e d  to  s e l l ,  and t h e y  ch o s e  to  w a l k  a w a y  f r o m  i t.  O n e  o t h e r  a s p e c t  

o f  th is  and t h u t s  the  p r i c i n g  o f  A N S  c r u d e .  C om m i s s i o n e r  L e R e s c h e  in d i c a t e d  

th a t  maybe  s a f e  o f  t h e  o t h e r s  c o u l d  g e t  $3  u b a r r e l  m o r e ,  we wou ld  be g l a d  t o  

s e l l  o u r s  and  s h a r e  in t h a t  p r o f i t a b i l i t y .  Bu t  n o t  o n l y  f r om  the  s t a n d p o i n t  t h a t  

wc a r c  ou t t h e r e  t o  p e dd le  Hint c r u d e  and  we t o l d  y ou  an e s t im a t e d  p r o f i t  o f  

$5  to  $7 m i l l i o n .  Y o u  kn ow  on e  o f  th o  r e a s o n s  why  wc can ' t  t e l l  y ou  wha t  t h a t  

p r o f i t  is? We do  no t y e t  k n ow  w h a t  o u r  p r i c e  w i l l  p a y  in the  m on t h  o f  A p r i l  -  

How  wou ld  y o u  l i k e  t o  be in a p o s i t i o n  t h a t  y o u  s e l l  y o u r  c r u d e  o r  y o u r  p r o d u c t  

o r  you a r e  w idg e t  and  GO d a y s  l a t e r  s om eb o d y  t e l l s  you :  h e r e ' s  wha t  i t c o s t s .  

T hn t s  b a s i c a l l y  w h a t s  r e q u i r e d  in t h e  way i t  w o r k s  unde r  the  c o n t r a c t .  I n c l ud ed  

in t h a t  p r i c ing  is v e r y  l i t t l e  d e t a i l e d  su ppo r t .  I t s  r e q u i r e d  by th e  c o n t r a c t  t h a t
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c e r t a i n  suppo r t  be  pu t  i n t o  t h a t  b i l l i n g  -  we d o n ' t  h a ve  t h a t .  We a r c  c o n c e r n e d  

f r o m  the  s t andpo in t  a s  f a r  a s  the  r e l a t i v e  m a r k e t  p r i c e s  o f  th is  c r u d e  t h a t  we 

ba s i c a l l y  be ing  b i l l e d  by .  So  i t  wc mus t  s t i l l  s l a y  w i th  t h a t  e s t im a t e  t h a t  aga in  

the  aud i t  is t h e r e  and th e  a ud i t  w i l l  show  b a s i c a l l y  wha t  t h a t  p r o f i t a b i l i t y  w i l l  

be .  Those  a r e  s om e  o f  th e  r e a s o n s  we ch o se  t o  c o m e  ba ck  and r e t u r n  t h a t  c r u d e  

t o  the S t a t e  o f  A l a s k a  and a s k ed  C o m m i s s i o n e r  L e R e s c h e  t o  w o r k  w i th  us.  And 

we a r e  w o r k i n g  w i th  h im unde r  th e  c o n f i n e s  o f  t h e  c r u d e  o i l  c o n t r a c t  a t t e m p t i n g  

t o  r e d e l i v e r  th is  c r u d e  ba ck  t o  the  S t a t e  a s  p r o v i d e d  unde r  the  c o n t r a c t  and  a l s o  

t o  o p e r a t e  unde r  o u r  r i g h t s  unde r  th a t  c o n t r a c t .  1 gues s  and I hope  f r o m  the  

s t andpo in t  t h a t  t im e s  c h ang e ,  you  p e o p l e  c o n t r o l  u v e r y  v a l u a b l e  a s s e t ,  y o u  

c o n t r o l  a c o m m o d i t y  wh ich  th i s  S l a t e  sh ou ld  use t o  b e t t e r  i t s  i n d u s t r y ,  t o  

p r o v i d e  j ob s  bu t i t  sh ou ld  u l s o  r e a l i z e  t h a t  t h e r e  g o t  t o  be f r o m  t im e  t o  t im e  

i n c en t i v e s  f o r  c om p a n i e s  and  p r o j e c t s  t o  c o m e  i n t o  the  S t a t e  o f  A l a s k a .  I hope  

f r o m  the  s t andpo in t  t h a t  a l l  o f  us w i l l  r e e o gn i / . c  t h a t  t h e r e  is v e r y  s e l d om  a one  

way  s t r e e t  o r  as we used to  s a y  b a c k  w h e r e  I c a m e  f r o m :  I ts  a l o n g  w o rm  that 

n e v e r  tu rns .  P r om  the  s t a n d p o i n t  I c h a l l e n g e  a l l  t h e se  p r o j e c t s  a s  t h e y  c o m e  

f o rw a r d ,  p l e a s e  r e v i e w  th o s e  w i th  t h a t  in m ind ,  bu t  i t s  n o t  f r o m  th e  s t a n d p o i n t  

t h a t  th is  r e f i n e r y  was no t bu i l t  t h a t  you  r h o u l d  be c o n c e r n e d .  B u i  i1s f r o m  a 

s t andpo in t  th a t  th o s e  j o b s  a r e  no t a v a i l a o l c  in the  S t a l e  o f  A l a s k a .  W E  l i k e  

A l a s k a ,  we have  been  t r e a t e d  qu i t e  w e l l ,  we  h a v e  e n j o y e d  the d e a l i n g s  wc have  

had r e g a r d l e s s  o f  wha t  p e o p l e  m a y  th ink  w i th  the  L e g i s l a t u r e  h e r e  and  m an y  

m em b e r s  o f  i t  and we a p p r e c i a t e  i t  v e r y  much .  And l l i e  C i t y  o f  V a l d e z  and  the  

l e a d e r s  o f  V a l d e z  c o m m u n i t y  and the  o t h e r  A n c h o r a g e  c i t i e s  a c r o s s  y o u r  g r e a t  

S l u t c .  Wc l i k e  A l a s k a  and we w i l l  c o n t i n u e  t o  pu r su e  and  h o p e f u l l y  t o  be  a b l e  

t o  do  s om e th i n g  w i th in  the  S t a l e  o f  A l a s k a  b ecau se  wc th ink  no t o n l y  f r o m  the
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s t a ndpo in t  h a v i n g  pa id  th e  p r i c e ,  th e  e d u c a t i o n  t o  g o  t r o u g h  th is ,  we un d e r s t a n d  

a l i t t l e  b i t  m o r e  a b o u t  A l a s k a  and  we  v e r y  d e f i n i t e l y  hope t o  b e c o m e  u v e r y  

g o od  c o r p o r a t e  c i t i z e n  o f  th e  S l a t e  o f  A l a s k a .  W i th  t h a t  I w i l l  o p en  t h e  f l o o r  

t o  any  qu e s t i o n s  and 1 r e a l l y  r e q u e s t  t h a t  i f  a n y on e  has a c o n c e r n  l e t ' s  a s k  it 

b e cau se  i f  we w a lk  o u t  o f  th is  r o o m ,  l o t ' s  d o n ' t  s e c ond  guess  th e  p a th  in wh ich 

we t o o k  the L e g i s l a t u r e ,  t h e  D e p a r tm e n t  o f  N a t u r a l  R e s o u r c e s  and C h a r t e r  us 

a  p a r t n e r  to  t h i s  p r o j e c t .

C h a i rm a n  F . ' h r c n k am p :  T h an k  y o u  M r .  P a r k e * .  D o e s  a n y o n e  o f  the

C o m m i t t e e  h a v e  an y  q u e s t i o n s ?

Ms. S t u r g u l ew sk i :  M r .  P a r k e r ,  f r om  wha t  y o u  sa id  and what wc e a r l y  h e a rd  the  

C o m m i s s i o n e r  s a y  t h a t  e v e r y b o d y  did o k a y ,  but i t s  w o r l d  e c o n o m i c  c o nd i t i o n s  

t h a t  h a v e  c o s t  us ,  in o t h e r  wo rd s  we h a v e n ' t  r e c e i v e d  i n f o rm a t i o n  t h a t  w ou ld  s a y  

e i t h e r  f r om  y o u r  po in t o f  v i ew  o r  f r o m  the  d a l e ' s  po in t  o f  v i ew  we shou ld  done  

a  g r e a t  dea l  d i f f e r e n t l y ?  Is t h a t  a c o r r e c t  a s s um p t i o n ?

M r .  P a r k e r :  1 d o n ' t  t h in k  tha t  wc c o u l d  ha ve  d one  a g r e , . l  d e a l  d i f f e r e n t l y ,

and  I th ink  th a t  Hob s a id  and  1 was not t h e r e  a t  the  t im e  th ey  ch o se  the  A l p e t e o  

p e op l e  t o  go  f o rw a r d ,  he i n d i c a t e d  t h a t  t h a t  was  th e  bes t  th a t  was  a v a i l a b l e  a t  

t h a t  t im e .  I d o n t  know  w ha t  e l s e  c o u ld  h a ve  be en  d o n e  on  th is p r o j e c t  in A l a s k a .

I t  is  no t ni l  c o n s um ed  on  the  Wes t c o a s t ,  i t  m u s t  m o v e  t o  t h e  G u l f  C o n s t  and 

r i d  a w o r l dw id e  g l u t  f o r  c r u d e  o i l .  I t  m u s t  c o m p o t e  a t  a l t e r n a t e  v a lu e s .
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Mr.  Z e e h e l l a :  May  1 c o m m e n t ?

Mr.  P a r k e r :  A b s o l u t e l y .

M r .  Z e e h e l l a :  A c o m p a n y  d oc s  no t g o  b a n k r u p t  i f  t h e y  a r e  m a k in g  a p r o f i t ,

and 1 th in k  th a t  the  f u c t  t h a t  p a r t i c u l a r  c om pan y  did have  m an y  o f  t h e  s am e  

p r o b l em s  we ha ve .  Wc d o n ' t  know  w h a t  t h e i r  i n t e r n a l  m a n a g em en t  was ,  w h e t h e r  

t h e y  w a r e  do ing  a g o od  j o b  o r  bad j o b  but th e  b o t t o m l i n e  is you  d o n ' t  g o  l a c k  

up when y ou  m a k e  a p r o f i t .  1 t h in k  t h e  c o n t r i b u t i o n  o f  the  p r o b l e m s  t h e y  h a v e  

had w i th  the  A l a s k an  c r u d e  whe re  p r o b a b l y  p a r t  o f  t h a t .

M r .G a r d i n e r :  Madam C h a i rm a n  th is  q u e s t i o n  m a y  be bo th  f o r  Mr .  P a r k e r  and

Mr.  L e R e s c h e .  1 am  no t q u i t e  su re  e x a c t l y  l e g a l l y  w h a t  , ;e s t a t u s  o f  th e

c o n t r a c t  is now and when th e  C o m m i s s i o n e r  t a l k e d  a b ou t  t h e  f a c t  t h a t  the

d e ad l i n e  o f  t h e  c o n t r a c t  is n o t  l u r e  and  A l p c t c o _  t o  r e t u r n  i t ,  so  I

w an te d  t o  ge t  it s t r a i g h t  in my  own  m ind  w he re  e x a c t l y  we a r e  a t  in t e rm s  o f

the l e g a l  p r o v i s i o n s  in th e  c o n t r a c t  in t e rm s  o f  th e  S t a t e  and  c o m p a n y ’s po in t  

o f  v iew .

C om m is s i o n e r  L e R e s c h e :  Le t  m e  s a y  f i r s t ,  the c o n t r a c t  is s t i l l  in e f f e c t ,  g i v e n

tha t i ts  s t i l l  in e f f e c t ,  C h a r t e r  s t i l l  has the  r i g h t  t o  d e n om in a t e  al> o r  p a r t  o f  

die c r ud e  o i l  g i v e n  i t s  7 m o n t h  n o t i c e .  T h e y  haven ' t  d one  it and  i ts  im po s s ib l e  

f o r  us t o  do  i t now and un t i l  we k n o r  1 ni t n u m be r  3 ,  wh ich  is t h e  a m o u n t  o f  

^  c r ude  t h a t  we a r c  v o l u n t a r i l y  t r y i n g  t o  p l a c e  a t  no  l o s s  t o  t h e  s t a l e  b a c k  w i th  

the p r odu ce r s .
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Mr.  G a r d i n e r :  Ro l l i e  s t a t u s  is ,  r a t h e r  th an  a f o rm a l  p r o c e s s  o f  A l p e t c o ' s

d e n om in a t i n g  and s e t t i n g  t h a t  in m o t i o n  and  a t  th e  end o f  th e  7 m on th s  the 

S t a t e  t a k i n g  o v e r ,  w h e t h e r  t h e y  h a v e  a n y th in g  l i n ed  up  o r  n o t  we ha ve  an 

i n f o rm a l  p r o c e s s  w i th  th e  c o n t r a c t  s t i l l  in e f f e c t  A l p c t c o  t o l d  us wha t  th e re  

ch anc e s  a r c  and th e  S t a t e  is t r y i n g  t o  a r r a n g e  s o m e t h i n g  t o  d o  w i th  A lp c t c o .

Mr .  P a r k e r :  L e t  m e  a n sw e r  y o u r  q u e s t i o n .  We a r e  w o r k i n g  w i th  C o m m i ­

s s i o n e r  L e R e s c h e .  T he  c o n t r a c t  is in e f f e c t ,  wc a r c  a t t e m p t i n g  an  o r d e r l y

w inddown unde r  t h a t  c o n t r a c t  o f  th e  p r o v i s i o n s  t h a t  w i l l  p r o v i d e  an end  -  t h a t ' s

wha t  y o u r  t a l k i n g  a b ou t .  Y o u  p i c k  on e  i t e m ,  the  c o n t r a c t  is in t o t a l ,  we a r e  

in the  p r o c e s s  o f  w o r k i n g  t h a t  a s  an o r d e r l y  w inddown o f  t h a t  c o n t r a c t .

C o m m i s s i o n e r  L e R e s c h e :  N o t  i n s t e ad  o f  t h a t  a l o n g  w i th  the  f o rm a l  d e n o m i ­

n a t i o n  p r o c e s s ,  t h a t  .vil l o c c u r  in o n e  d a y  o r  t h r e e  d a y s  -  Hie f o rm a l  

d e n om in a t i o n .  But a l o n g  s ide  o f  t h a t ,  we a r c  t r y i n g  t o  h e lp  th em  p l a c e  the  c r u d e  

b a ck  w i th  th e  p r o d u c e r s  i f  wc don ' t  l o s e  a n y th in g  on  i t .

M r .  G a r d i n e r :  B e tw e e n  n ow  and 7 m on th s .

C o m m i s s i o n e r  L e R e s c h e :  Ye . ; ,  i ts  g o in g  t o  be now ,  1 m e m  th a t  wl iai  we a g r e e

on  th is  week  is what hap; mis . T h e y ' r e  no t g o in g  t o  t a k e  a n y  b a c k  in t h e  m id d l e

o f  th e  s e v en  m on th s  -  i ts  u one  l im e  o f f e r .

M r .  G a r d i n e r :  O k a y  but a t  s om e  po in t  y o u  sa id  w i th in  t h e  n e x t  f ew  d a y s  t h e r e

w i l l  be a f o rm a l  d e n om in a t i o n .
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C o m m i s s i o n e r  L e R e s c h e :  T h e  f o rm a l  d e n om in a t i o n  wi l l  be :  C h a r t e r ' s  r e l e a s e d

t o  th e i r  r i g h t  t o  t h a t  p o r t i o n  o f  the  c r u d e  wh ich  wc have  been  a b l e  ! o  p l a c e .  

T h e r e  is no  c o n t r a c t  p r o v i s i o n  f o r  t h a t  bu t b o th  m em b e r s  o f  th e  c o n t r a c t  c an  

s ign such  a r e l e a s e .  And i t  w i l l  be t h e i r  a g r e e m e n t  t h a t  the c o n t r a c t  sh a l l  

t e rm i n a t e  a b s o l u t e l y  a c t u a l l y  60 d a y s  a f t e r  t h e y  t a k e  th e  l a s !  d e l i v e r y  o f  c r u d e  

f r om  us. T h a t  is t h e  b i l l i n g  pe r i od .

Mr.  G a r d i n e r :  O k a y ,  t h e r e  is a f o r m a l  d e n om in a t i o n  and  th en  a t  t h a t  po in t

l e g a l l y  have 7 m on th s  b e f o r e  we l e g a l l y  t a k e  ba ck  th e  o i l ?

C omm is s i o ne r  L e R e s c h e :  Y e s ,  o f  c o u r s e ,  t h a t s  j u s t  w r apped  in w i th  t h e  un i t

a g r e e m e n t ,  b e c au s e  we  need  t o  g i v e  th e  p r o d u c e r s  s i x  m on th s  un le s s  t h e y  

v o l u n t a r i l y  l a k e  i t b e f o r e .

Mr .  G a r d i n e r :  But b e tw e e n  th e  7 m on th  p e r i o d  what  wc ha ve  is s om e t h i n g  t l i a t

is no t an a r r a n g e m e n t  w i th in  the  c o n t r a c t  i ts  a d i f f e r e n t  a r r a n g e m e n t  y ou  a r e  

wo rk ing  ou t  n ow ?

C om m i s s i o n e r  L e R e s c h e :  T h a t s  r i g h t .

Mr .  B a r k e r :  I t s  w i th in  t h e  c o n t r a c t

C om m i s s i o n e r  L e R e s c h e :  T h e  d e n o m in a t i o n  is w i th in  th e  c o n t r a c t ,  bu t th en

th e r e  a r c  tw o  s ide  a g r e e m e n t s :  o n e  is t h a t  the  c o n t r a c t  s h a l l  t e rm i n a t e  on  tho
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d a l e  t h a t  a l l  o f  o u r  o b l i g a t i o n s  a r c  m u l u l l y  s a t i s f i e d ;  t h e  o t h e r  is t h a t  t h e y  g i v e  

up th e  r i gh t  t o  the v o l u m e  o f  c r u d e  t h a t  we p l a c e d  and  a l s o  o f  c o u r s e  we a g r e e d  

no t  t o  r e n o m i n a t e  th a t  c r u d e  a t  a n y  t im e  wh i l e  the  c o n t r a c t  is s t i l l  in e f f e c t .

C h a i rm a n  B e t t y  F n h r e n k nm p :  An yon e  e l s e  w i th  ' i on s ?  Mr .  P a r k e r ,  y ou

m en t i o n e d  s om e th in g  t h a t _____________ ou r  r e p o r t  t h a t  was  v e r y  i n t e r e s t i n g  t o  me

you  sa id  th a t  in o r d e r  t o  m a k e  th is  c o n t r a c t  w o r k  t o  m a k e  A l a s k a ' s  o i l  m o r e

v a lu a b l e ,  we needed  t o  o f f e r  i n c e n t i v e s ,  wou ld  y o u  l i k e  t o  e x t e n d  o n  t h a t  

a n y m o r e "

Mr .  P a r k e r :  N o  m am ,  n o t  unde r  th e s e  c ond i t i o n s .

Madam C h a i rm a n :  O k ay .

Mr .  P a r k e r :  L e t  me  s a y  t h a t ,  I d idn ' t  m e a n  f o r  t l i a t  t o  c o m e  o u t  w r o n g  is

t h a t  t l i a t  was s o r t  o f  a p e r s o n a l  p r e f e r e n c e  tha t  1 s e t  in th is  r o om  a lm o s t  a y e a r  

ago  rind we t a l k e d  ab ou t  at  t h a t  po in t  in t im e  we had sp en t  s e v e r a l  m i l l i o n s  o f  

d o l l a r s  be ing  g e a r e d  up to  m e e t  a b e n c h m a r k  r e q u i r e d  unde r  the  e x i s t i n g  

c o n t r a c t  and we ended  up w i th  an am e n d m e n t  t o  th a t  c o n t r a c t .  And wc hoped  

f r om  th e  s t a ndpo in t  t h a t  th e  am e n d m e n t  o f  th a t  c o n t r a c t  was  on e  o f  th e  r e a s o n s  

why t h e r e  wou ld  be a m o r e  f a v o r a b l e  a tm o s p h e r e  f o r  us t o  c o n t i n u e  f o rw a r d  

wi th .  I t  g r e a t l y  im p r o v e d  but i t  d id n o t  s o l v e  a l l  t h e  p r o b l em s .  And 1 d o  no t

b e l i e v e  f r om  the  s t a n d p o i n t  t o  t r y  t o  g o  in t o d a y  t o  g i v e  a n y  i n d i c a t i o n  t h a t  we

wou ld  l i k e  t o  r e n e g o t i a t e  t h a t  c o n t r a c t  t h a t  wn ich  th e  C o m m i s s i o n e r  m a y  h a v e  

been  e r r o n e o u s l y  q u o t e d  was  no t  o u r  i n t e n t i o n .  We h a v e  n e v e r  a s k ed  f o r  t h a t  

and f r o m  tha t  s t a ndpo in t  I th ink  we need  to  a d d r e s s  th e  issue t o d a y  an d  th a t  is
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t h a t  t h e  R o y a l t y  C o n t r a c t  has the  p r o v i s i o n s ,  t h e  r i g h t s ,  e t c  and t h a t  d o c u m e n t  

shou ld  f o l d  d own  t o  be pu t t o  bed f o r e v e r .  So  i f  1 c a m e  in f r o m  the  s t a n d p o i n t  

t h a t  you  sh ou ld  c r e a t e  th is  i n c e n t i v e  and  t h a t  t h en  I d o  n o t  want t h a t  t o  he

m i s c o n s t r u e d  as  an  a t t e m p t  t o  r e n e g o t i a t e  t h a t  c o n t r a c t .

M adam  C h a i rm a n :  T h a t  is no t  w h a t  i hod in m ind .  1 was  t h in k ing  f u t u r e

c o n t r a c t s  w i th  o t h e r  p a r t i e s .

C o m m i s s i o n e r  L e R e s c h e :  I wou ld  l i k e  t o  m a k e . a  p e r s o n a l  c o m m e n t  on  t h a t ,

t h u t  I h a ve  b e en  w a n t i n g  to  s o y  and i t s  a  l i t t l e  s o u r  bu t I am  go ing  t o  s a y  i t  

a n yw a y .  Mere  is a c o m p a n y  t h a t  is t h e  s u c c e s s o r  t h a t  w e re  t h e  h o l d e r s  o f  a v e r y  

c o n t r o v e r s i a l  c o n t r a c t ,  and s ince  C h a r t e r  has be en  in ,  s ince  the  c o n t r a c t  has 

be en  in e f f e c t ,  d o n ' t  ho ld  m e  to  th e s e  f i g u r e s  bu t the  th e y  sp en t  40  b i l l i o n

d o l l a r s  and m ad e  5 t o  7 ,  t h a t ' s  a  l o s s  o f  35  m i l l i o n  d o l l a r s  m o r e  o r  l e ss .  They

have  o p e r a t e d  un de r  wha t  t h e y  f i g u r e d  wa s  a c o n t r a c t .  Now  a c o n t r a c t  in th e  

r e a l  w o r l d  -  non g o v e r n m e n t  w o r l d  -  i t s  n o t  a t r e a t y ,  i t s  no t  a s t a t u t e ,  bu ts  i ts  

an a g r e e m e n t  in wh ich  bo th  s ide s  u n d e r t a k e  an o b l i g a t i o n  in g o od  f a i t h .  N ow  

as  f a r  a s  1 am  c o n c e r n e d ,  e v e r y  c om p a n y  t h a t  ha s  b e en  in c h a r g e  and i n v o l v e d  

in t h e  A l p c t c o  s i d e  has c e r t a i n l y  o p e r a t e d  in g o od  f a i t h .  As  f a r  a s  1 am  

c o n c e r n e d  th e  S l a t e  has o p e r a t e d  in g o o d  f a i t h ,  bu t j u s t  si t b a c k  and th in k ,  you  

a r c  a  c om pan y  t h a t  m igh t  want t o  do  bus iness  in th e  f u t u r e  w i th  A l a s k a  

s o m e t im e ,  and y ou  s e e  wha t  happened  to  th e s e  guys :  t h e y  l o s t  $ 3 5  m i l l i o n ,  f in e  

th e y  made  a bad c o n t r a c t ;  f r om  n Monday  m o r n i n g  q u a r t e r b a c k i n g  po in t  o f  v i ew ,  

bu t m e a nw h i l e  t h e y  t r i e d  to  f i n a n c e  a v e r y  e x p en s i v e  th ing in a w o r l d  w he re  

p e op l e  and W a l l  S t r e e t  a r c  r e a d i n g  n ew sp ape r s .  Va r i ou s  A l a s k a n s  in pub l i c
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po s i t i o n s  a r e  e x p r e s s i n g  t h e i r  s y n i c i sm ,  t h e i r  su sp ic i on  nnd sp e a k in g  v e r y  

d e r o g a l o r e l y  n b ou t  th i s  e o n l r n c l  nnd the  e om pnn y  t h a t  is t r y i n g  t o  l a k e  c a r e  o f  

it .  S om e  p e o p l e  a c t i n g  in t h e i r  p r i v a t e  c a p a c i t y  c e r t a i n l y  ha ve  no t b e h a v e d  as  

a p a r t n e r  in g o o d  f a i t h  in th i s  c o n t r a c t .  I f  t h e r e  is an i n c e n t i v e  th o  S t a t e  can 

o f f e r  1 th ink  i t  is t o  a r g u e  ab ou t  c o n t r a c t s  b e f o r e  we s ign t h e m ,  but l e t s  suppo r t  

th em  f o r  a c h ang e  a f t e r  wc s ign th em .  T h a i ' s  an i n c e n t i v e  t h a t  d o e s n ' t  c o s t  us 

a th ing.

S e n a t o r  B r a d l e y :  M adam  C h a i rm a n ,  th is  : s d i r e c t e d  t o  M r .  P a r k e r .  Mr .

P a r k e r  w i th  t h e  o i l  and g a s  c o r p o r a t e  t a x  m ade  an y  d i f f e r e n c e s  t o  the  su cce s s  

o f  th e  c o n t r a c t .  ( ? )

Mr . P a r k e r :  1 am  no t  f a m i l i a r  w i th  t h a t  t a x  a t  u l l .  I d o  no t b e l i e v e  i t  p l a y e d

a p a r t  in th i s  p r o j e c t  b e c au s e  i t d o e s  n o t  — .

Madam C h a i rm a n :  A r c  t h e r e  an y  o t h e r  q u e s t i o n s  f r o m  m e m b e r s  o f  th e

C o m m i t t e e ?

R e p .  G a r d i n e r :  M r .  C o m m i s s i o n e r ,  y ou  w en t  t h r o u gh  th e  l i s t  o f  a l l  th e  p e o p l e

tha t  you  h a v e  b een  t r y i n g  t o  n e g o t i a t e  w i th  t o  s e e  i f  t h e r e  is a n y  i n t e r e s t  in 

s om e  kind  o f  d e a l ,  what  t e rm s  ha ve  you  been  n e g o t i a t i n g  w i th  t h em  in t e rm s  o f  

a s h o r t  t e rm ,  i n - v a l u e  p r i c e ?
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C om m i s s i o n e r  L e R e s c h e :  Y e s ,  wc o f f e r e d  i l  f o r  o n e  y e a r  l l i a l  is J u l y  1 th r ou gh

June  31 then i t  wou ld  c o m e  b a ck  t o  th e  S t a t e  a t  t h o  t im e  ou r  ne x t  s o l i c i t a t i o n ,  

i f  t h e r e  u r e  a n y  c o n t r a c t s  r e s u l t i n g  f r o m  tti is wou ld  t a k e  e f f e c t  J u l y  1, 1982 a t  

th e  in v a lu e  p r i c e .  And o u r  f e e l i n g  is t h a t  in d e a l i n g  j u s t  wi th th e se  f i rm s  t h a t  

ha ve  a r g u a b l y  a n c i l l a r y  r e l a t i o n s h i p s  and b e n e f i t s  f o r  th e  S t a l e ,  im p r o v e s  th e  

S t a t e ’ s i n t e r e s t  in th e  su lc  i f  i t  g o e s  f r o m  C h a r t e r  buck  t o  t h em .  We cou ldn ' t  

a r g u e  t h a t  t h a t s  t h e  ca s e  i f  wen t  t o  C h a r t e r  j u s t  t o  s om ebod y  e l s e  who  r e a l l y  

d o e sn ' t  have  a r e l a t i o n s h i p  w i th  th e  S t a t e .  But y o u  shou ld  r e c a l l  l l i e  o r i g i n a l  

f ind ing  we m ad e  t h a t  th i s  c r u d e  was su rp lu s ed  t o  i n s t a t e  needs  was  based  on th e  

f a c t  t h a t  i t wou ld  l e a d  t o  c o n s t r u c t i o n  o f  a r e f i n e r y .  N ow  th a t  t h a t s  no l o n g e r  

th e  ca se ,  wc can  p l a c e  i t w i th  s om e b o d y  who has a r e f i n e r y  o r  who supp l i e s  

p r o du c t s  th en  t l i a t  e n h an c e s  the  S t a t e ' s  i n t e r e s t s .  So  th a t ' s  why we o f f e r e d  i t 

t o  o n l y  tho se  f i rm s .

R e p .  G a r d i n e r :  T h a t  s o r t  o f  c on i c s  t o  m y  s e c ond  qu e s t i o n  that  we w e r e  s o r t  o f  

us ing the  in v a l u e  p r i c e  a t  s om e  kind o f  m e a s u r i n g  s t i c k  he re tha t  we used f o r  

the  A l p c t c o  c o n t r a c t  und I guess  o t h e r  t im e s  wc ha ve  used i t  a s  a y a r d s t i c k  1 

wonde r i ng  i f  th e  e x p e r i e n c e  w i th  th e  A l p c t c o  c o n t r a c t  br ings in t o  qu e s t i o n  as 

t o  w he th e r  t h a t  how much  sense  o r  a c c u r a c y  th a t  what  we a r e  us ing a s  an in 

v a lu e  p r i c e  m a k e s  th e  S t a t e ' s  t r y i n g  t o  s e l l  o i l  t o  o t h e r  p eop le  o r  s om e b o d y  who 

c o n t r a c t e d  t r y i n g  t o  m a r k e t  p r i c e  o r  no t .

C om m is s i o n e r  L e R e s c h e :  I t  m a k e s  e v e r y  s en se  f r o m  th e  S t a t e ' s  po in t  o f  v i ew ,

becau se  wc h a v e  an  o b l i g a t o r y  bu ye r  a t  t h a t  p r i c e ,  so  tha t  r e a l l y  s t a l l ’ s in m y
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v i ew  and in t h e  p o l i c y  and  th e  A d r i i n s l r a t i o n ' s  v i ew  wc shou ld  n e v e r  l a k e  l e s s  

I l i a n  t h a t  b e c au s e  we c an  a lw a y s  g e t  t h a t  much  f r o m  the p r o d u c e r s .  But ns 

D u d l e y  p o in t e d  o u t  p a r t i a l l y  i t  d o e s  cuusc  a h e c k  o f  a p r o b l em  f o r  a n y o n e  wh> 

w an t s  t o  buy  th e  s t u f f  und r e s e l l  i t .  And in s om e  t i g h t  i n s t a n c e s  f o r  a n yb o d y  

who wan t s  t o  r u n  it th r ou gh  his r e f i n e r y .  B e c a u s e  the  p r i c i n g  is d e l a y e d ,  

b e cau s e  th e  m a j o r  p r o d u c e r ' s  s a l e s  c o n t r a c t  c a r r y  a l o l  m o r e  i n e r t i a  than  mos t  

c r u d e  o i l  c o n t r a c t s ,  j u s t  w a tch in g  the in v a lu e  p r i c e s  when p r i c e s  g o  d own  t h e i r s  

s t a y  up,  se v e r a l  m on th s  b eyond  th e  g e n e r a l  m a r k e t  g o ing  down .  When p r i c e s  go  

up  t i i e i r s  s t a y  a l i t t l e  l o w e r  f o r  a f e w  m on th s .  So  i l  is v e r y  d i f f i c u l t ,  and  we 

r e a l l y  a c k n ow l e d g e d  th is  f r o m  the  beg inn ing ,  f o r  a n y o n e  t o  buy a t  th e  be s t  p r i c e  

t h e  p r o d u c e r s  a r e  g e t t i n g ,  s e l l  in a p r o d u c e r s  m a r k e t  and m a k e  m on e y .  F c r  

r e s e l l e r s  the  in v a l u e  p r i c e  p r e s e n t s  a v e r y  v e r y  g r e a t  d i f f i c u l t y .

M adam  C h a i rm a n :  A r c  t h e r e  a n y  f u r t h e r  q u e s t i o n s  b e f o r e  t h e  m em b e r s .

Mr .  G a r d i n e r :  A r c  t h e r e  a n y  e f f o r t s  t o  r e n e g o t i a t e  the  c o n t r a c t .

C om m i s s i o n e r  L e R e s c h e :  N'mic w h a t s o e v e r .  C h a r t e r  d id n o t  a s k  and  we

c e r t a i n l y  did n o t  o f f e r .

M adam  C h a i rm a n :  1 w an t  t o  th ank  y o u  Z e k e  a . id Dud l ; \ v  f o r  c o m in g  in and

g iv ing  us y o u r  s ide  o f  th e  qu e s t i o n .  Th an k  y ou  C o m m i s s i o n e r .  A r e  t h e r e  an y  

f u r t h e r  q u e s t i o n s ?
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