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N i l s o n C o n d o n ,  S t a t e  A t t o r n e y  G e n e r a l , o u t l i n e d  t h e  s i x  i s s u e s  h e  s e e s  
i n  t h e  s e t t l e m e n t  a g r e e m e n t :

1 .  The r e s o l u t i o n  o f  t h e  r a t e  i s s u e  b e t w e e n  P r u d h o e  Ba y  a n d  F a i r b a n k s ,
2.  The  t a r i f f  l e v e l  f r o m 1993 o n ,  t o  a d d r e s s  t h e  o b j e c t i o n s  o f  t h e  

U . S .  J u s t i c e  D e p a r t m e n t .
3.  The  l e t t e r  f r o m  D e n n i s  M e l v i n ,  FERC t r i a l  s t a f f .
4.  The  l i k e l i h o o d  o f  r e f u n d s .
5.  The  l i k e l i h o o d  o f  l o w e r  t a r i f f s  i n  t h e  f u t u r e  t h a n  w h a t  i s  i n

t h e  s e t t l e m e n t  a g r e e m e n t .
6.  The  FERC d e c i s i o n - m a k i n g  p r o c e s s .

R o b e r t  L o e f f l e r ,  l . o e f f l e r ,  M o r r i s o n ,  ^ o e r e s t e r ,  D. C .  C o u n s e l  t o  t h e  
A t t o r n e y  G e n e r a l , i n  r e g a r d  t o  M e l v i n ' s  l e t t e r ,  e x p l a i n e d  t h a t  t h e  FERC 
t r i a l  s t a f f  a d v o c a t e s  t h e  c o n s u m e r s '  i n t e r e s t ,  and d o e s n ' t  r e p r e s e n t  t h e  
v i e w s  o f  t h e  C o m m i s s i o n .  In a d d i t i o n ,  d e s p i t e  t h e  r e c o m m e n d a t i o n  M e l v i n  
ma de  i n  h i s  l e t t e r ,  he  p e r s o n a l l y  t o l d  L o e f f l e r  t h a t  h e  t h o u g h t  t h e  
FERC C o m m i s s i o n  w o u l d  a p p r o v e  t h e  s e t t l e m e n t  a g r e e m e n t .  L o e f f l e r  s t a t e d  
t h a t  i n  m a k i n g  t h e  s e t t l e m e n t  a g r e e m e n t ,  p r o b a b i l i t i e s  o f  d i f f e r e n t  
a l t e r n a t i v e s  w e r e  j u d g e d ,  a nd  t h e  r e s u l t  i s  h i s  b e s t  I n f o r m e d  j u d g m e n t .
N o t i n g  t h a t  t h e  b u r d e n  o f  p r o o f  i n  t h i s  c a s e  i s  on t h e  S t a t e ,  t h a t  t h e
C o m m i s s i o n  c o u l d  h a n d l e  t h e  c a s e  i n  a wa y  t h a t  c o u l d  l e a d  t o  i t s  d i s m i s s a l ,  
and t h a t  t h e  p o s s i b i l i t y  < f  g e t t i n g  a d o l l a r  s e t t l e m e n t  f r o m  FERC i s  n o t  
g o o d ,  he  u r g e d  t h e  L e g i s l a t u r e  t o  a c c e p t  t h e  s e t t l e m e n t  a g r e e m e n t .

Co n d o n  e x p l a i n e d  t h a t  l a s t  y e a r  t h e  m i n o r i t y  me mb e r s  o f  t h e  H o u s e  u r g e d  
t h a t  a s e t t l e m e n t  be n e g o t i a t e d .  A f t e r  m e e t i n g s  w i t h  ma n y  a t t o r n e y s ,  a 
w h i t e  p a p e r  wa s  p r e s e n t e d  t o  t h e  G o v e r n o r ,  who t h e n  d i r e c t e d  t h a t  a 
s e t t l e m e n t  a g r e e m e n t  wa s  a p p r o p r i a t e .  The J u s t i c e  D e p a r t m e n t  a n d  FERC w e r e  
a l s o  p r e s e n t e d  w i t h  t h e  w h i t e  p a p e r .
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L o e f f l e r  b e l i e v e s  t h e  p i p e l i n e  c o m p a n i e s  w i l l  a c c e p t  t h e  s e t t l e m e n t  
a g r e e m e n t ,  a s  i t  w i l l  b r i n g  t h e i r  c o s t l y  l i t i g a t i o n  t o  a n  e n d ,  a n d  a d d  
c e r t a i n t y  t o  t h e  t a r i f f  i s s u e .  H o w e v e r ,  t h e  s e t t l e m e n t  d o e s  e x p i r e  
i n  t e n  y e a r s ,  s o  a c o n t r o v e r s y  o n r a t e  m a k i n g  m e t h o d o l o g y  c o u l d  b e g i n  
a n e w a t  t h a t  t i m e .

R e p r e s e n t a t i v e  H a l f o r d  mo v e d  t h a t  t h e  C o m m i t t e e  g o  i n t o  E x e c u t i v e  S e s s i o n  
t o  d i s c u s s  m a t t e r s  t h a t  d i r e c t l y  a f f e c t  t h e  f i n a n c e s  o f  t h e  S t a t e .  
U n a n i m o u s  c o n s e n t  wa s  a s k e d .

EXECUTIVE SESSION 
(NO MINUTES TAKEN)

R e p r e s e n t a t i v e  R a n d o l p h  e x p r e s s e d  c o n c e r n  o v e r  t h e  G o v e r n o r ' s  d i r e c t i o n  
t h a t  he  w i l l  a c c e p t  t h e  s e t t l e m e n t  a g r e e m e n t  u n l e s s  t h e  L e g i s l a t u r e  
d i s a p p r o v e s  i t .  R a n d o l p h  f e e l s  mo r e  t i m e  i s  n e e d e d  t o  a d e q u a t e l y  d e c i d e  
t h e  i s s u e .

Co n d o n  s t a t e d  t h a t  i f  t h e  L e g i s l a t u r e  t a k e s  no a c t i o n ,  t h e  G o v e r n o r  c a n  
i n d e e d  a c c e p t  t h e  s e t t l e m e n t ,  b u t  s t a t e d  he i s  c o m m i t t e d  t o  s e t t l i n g  t h r e e  
i s s u e s  p r i o r  t o  a c c e p t a n c e :  1)  r a t e s  t o  F a i r b a n k s  2) q u a l i t y  b a n k  i s s u e
3) o p p o s i t i o n  o f  t h e  J u s t i c e  D e p a r t m e n t  t o  t h e  s e t t l e m e n t ' s  1 0 - y e a r  
l i f e  s p a n .  Co n d o n  s e e s  l i t t l e  r i s k  o f  l o s i n g  t h e  g a i n s  i n  t h e  c u r r e n t  
s e t t l e m e n t  b y  n o t  r a t i f y i n g  i t  r i g h t  a w a y .

R e p r e s e n t a t i v e  C o t t e n  e x p r e s s e d  c o n c e r n  o v e r  t h e  a f f e c t  o f  p o s s i b l e  
d e r e g u l a t i o n  o f  p i p e l i n e s  on t h e  s e t t l e m e n t .  C o n d o n  f i n d s  t h e  p o s s i b i l i t y  
o f  d e r e g u l a t i o n  l o w ,  w h i c h  he  c o n s i d e r s  a p o i n t  i n  f a v o r  o f  t h e  
s e t t l e m e n t  a g r e e m e n t .

J a c o b  B i l l i g ,  B i l l i g ,  S h e r  & J o n e s ,  C o u n s e l  t o  MAPCO,  r e p r e s e n t i n g  N o r t h  
P o l e  Re f  i n e r y , s t a t e d  t h a t  N o r t h  P o l e ' s  a b i l i t y  t o  c o m p e t e  i n  t h e  r e f i n e r y  
i n d u s t r y  i s  d e p e n d e n t  on t h e  w e l l  h e a d  p r i c e  o f  t h e  o i l  a nd  t h e  TAPs 
t a r i f f  c h a r g e .  The  s e t t l e m e n t  a g r e e m e n t  w i l l  h a v e  t'.n a d v e r s e  a f f e c t  on 
N o r t h  P o l e ,  a s  t h e  i n c r e a s e  i n  t h e  w e l l  h e a d  p r i c e  w i l l  me a n  i n c r e a s e d  
c o s t s  t o  t h e  c o n s u m e r ,  a nd t h e  a g r e e m e n t  f a i l s  t o  a c c o r d  a n y  r e f u n d s  o f  
t h e  t a r i f f  c h a r g e s  p a i d  b y  N o r t h  P o l e  s i n c e  1 9 7 7 .  B i l l i g  w o u l d  l i k e  t o  
s e e  a l o w e r  t r a n s p o r t a t i o n  r a t e  t o  V a l d e z ,  a nd an a d j u s t m e n t  i n  t h e  
i n t r a s t a t e  r a t e .  P. o we v e r ,  i f  t h e s e  m a t t e r s  a r e  r e s o l v e d ,  a s  t h e  A t t o r n e y  
G e n e r a l  h a s  i n d i c a t e d  t h e y  w i l l  b e .  N o r t h  P o l e  R e f i n e r y  w o u l d  f a v o r  t h e  
s e t  t l e m e n t .

R e p r e s e n t a t i v e  C o t t e n  s t a t e d  t h a t  t h e r e  i s  no r e a l  s e t t l e m e n t  f o r  t h e  
L e g i s l a t u r e  t o  r a t i f y  u n t i l  a l l  l o o s e  e n d s  a r e  t i e d  u p ,  a nd t h a t  t i m e  i s  
t o o  s h o r t  f o r  t h e  L e g i s l a t u r e  t o  h a v e  s i g n i f i c a n t  i n v o l v e m e n t  i n  t h e  
s e t t l e m e n t  a g r e e m e n t .

Bu r t  S h a r p ,  C o m p t r o l l e r ,  G o l d e n  V a l l e y  E l e c t r i c  A s s o c i a t i o n ,  F a i r b a n k s , 
i s  c o n c e r n e d  a b o u  t h e  i n c r e a s e d  c o s t  t o  t h e  c o n s u m e r  t h e  s e t t l e m e n t  
a g r e e m e n t  w o u l d  p r o v i d e .  A t a r i f f  ( t r a n s p o r t a t i o n )  r e d u c t i o n  o f  $ 1 . 3 5  
p e r  b a r r e l  i s  b e i n g  r e a l i z e d  i n  an e q u a l  i n c r e a s e  i n  w e l l  h e a d  v a l u e .  
B e c a u s e  o f  t h e  l o c a t i o n  o f  b o t h  t h e  N o r t h  P o l e  R e f i n e r y  a nd GVEA a l o n g  
t h e  p i p e l i n e ,  t h e y  p a y  a p e r c e n t a g e  r a t e  o f  w e l l  h e a d  v a l u e ,  a n d  a n y
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i n c r e a s e  i n  w e l l  h e a d  v a l u e  i n c r e a s e s  t h e  c o s t  t o  c o n s u m e r s .  He 
s u g g e s t e d  t h a t  a m e c h a n i s m  b e  d e v i s e d  s o  t h a t  t h e  A l a s k a  u s e r s '  c o s t  
o f  c r u d e  w o n ’ t  i n c r e a s e ,  and u r g e d  p r o p e r  r e s o l u t i o n  o f  t h e  q u a l i t y  
b a n k  i s s u e .

K e v i n  M c C a r t h y ,  C o u n s e l .  J o i n t  Ho u s e  O i l  and Gas C o m m i t t e e , e x p r e s s e d  
o p p o s i t i o n  t o  t h e  s e t t l e m e n t  a g r e e m e n t ,  s t a t i n g  a l l  t h e  S t a t e  h a s  t o  
l o s e  i f  i t  d o e s n ' t  a c c e p t  t h e  s e t t l e m e n t  i s  a t t o r n e y s '  f e e s .  He c i t e d  
a s  p r o b l e m s  t h e  1 0 - y e a r  l i f e  o f  t h e  a g r e e m e n t ,  t h e  r i s k  o f  d e r e g u l a t i o n ,  
and t h e  t a c t  t h a t  t h e  a t t o r n e y s  r e p r e s e n t i n g  t h e  g o v e r n m e n t  i n  TAPs  
s i n c e  1 977 ( Jo hn C l e a r y ,  Ed Turney,  T e r r y  L i n d s n e r )  h a v e  n o t  p r e s e n t e d  
t l i e l r  o p i n i o n  on t h e  s e t t l e m e n t .  He s t a t e d  t h a t  c h e a p  t r a n s p o r t a t i o n  i s  
n e c e s s a r y  t o  t h e  f u t u r e  d e v e l o p m e n t  o f  t h e  N o r t h  S l o p e ,  a n d  v i e w s  t h e  
l o n g  t i m e  f r a m e  o f  t h e  l i t i g a t i o n  o f  t h e  c a s e  a s  a n  o p p o r t u n i t y  f o r  
r e f u n d s  t o  c o n t i n u e  a c c u m u l a t i n g .  Mc C a r t h y  c o n c l u d e d  b y  s a y i n g  t h a t  i f  
t h e  L e g i s l a t u r e  d i s a p p r o v e s  t h i s  s e t t l e m e n t  a g r e e m e n t ,  t h e y  w i l l  p r o b a b l y  
h a v e  a b e t t e r  o n e  b e f o r e  t he m i n  s e v e r a l  m o n t h s .

J e r r y  Mc C u t c h e o n  e x p r e s s e d  o p p o s i t i o n  t o  t h e  s e t t l e m e n t ,  s t a t i n g  t h a t  
t h e  f a c t  t h  S t a t e  i s  n e g o t i a t i n g  i s  d e l a y i n g  FERC' s  s e t t l e m e n t  o f  t h e  
c a s e .

Re p r e s e n t a t i v e  H a l f o r d  s u g g e s t e d  t h a t  t h e  C o m m i t t e e  g o  t h e  G o v e r n o r  
t o  d e t e r m i n e  t h e  p o t e n t i a l s  on d e f e r r i n g  a c t i o n ,  a n d  a s k e d  t h a t  a n o t h e r  
m e e t i n g  be h e l d  on t h e  TAPs s e t t l e m e n t ,  w i t h  C l e a r y ,  Tur ne y ,  a n d  L i n d s n e r  
p r e s e n t .

The m e e t i n g  wa s  a d j o u r n e d  a t  6: 5 0 p . m.
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J o i n t  Meeting 
o f

The Senate Resources Cormittee and th e  House O i l  and Gas Conmittee
t o

Review th e  Proposed TAPS L i t i g a t i o n  Set t lement

Thursday, May 12, 1982 
3 P.M.

House Finance Room, Capi to l  Bui lding

Senate  Resources Cormittee House Oil  and Gas Committee

Sen. Bet tye  Fahrenkamp -  Chairman
Sen. Bradley
Sen. E l iason
Sen. F isch e r
Sen. Gilman
Fan. Mulcahy
Sen. Sturgulewski

Rep. Rick Halford  -  Chairman 
Rep. Bylsma 
Rep. Cotten 
Rep. Montgomery■
Rep. Randolph 
Rep. Rogers 
Rep. Vaska

Agenda

1. Department of  Law, In t roduc t ion  o f  Counsel

2. Review o f  TAPS l i t i g a t i o n ,  Phase I  and A dm inis t ra t ive  lav; Judge 
Kane's d ec is ion  -  by D.C. Counsel

3. L e g i s l a to r s  -  comments -  motions

4. Executive Session

5. Adjournment
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J A C O B  P. B IL L IG  
T E R R E N C E  D . J O N E S  
S T A N L E Y  O . S U E R  
J O H N  R . A T T A N A S IO
m a r c  j .  F i n k

J E F F R E Y  F. L A W R E N C E  
M A R K  J .  F R IT Z  

A N T H O N Y  J .  C IC C O N E , J R .  

D O R O T H Y  L . N IC H O L S  
S A N D R A  L . R IC H A R D S O N

LAW OFFICES
BILLIG, S H E B  & J O N E S . P. C.

SUITE 300 
2033 K STREET. N. W.

WASHINGTON, D. C. 20006
TEL.(2 02) 223 -8270 

CABLE: S IS JO  
TELEX: 65-569

May 1 3 ,  1982

Thi. H o n o r a b l e  B e t t y e  F a h r e n k a m p h ,  C h a i r m a n  
S e n a t e  R e s o u r c e s  C o m m i t t e e

The H o n o r a b l e  R i c k  H a l f o r d ,  C ha irm an  
House O i l  and Gas C o m m i t t e e

D ear  S e n a t o r  F a h re n k a m p h  an d  R e p r e s e n t a t i v e  H a l f o r d :

In  r e f e r e n c e  t o  t h e  w r i t t e n  summary w h i c h  h a s  b e e n  p r e p a r e d  
o f  t h e  May 7 ,  19 82 TAPS S e t t l e m e n t  H e a r i n g s ,  w e  w o u l d  l i k e  t o  
r e q u e s t  t h a t  t h e  a d d i t i o n a l  tw o  p o i n t s ,  n o t  s e t  f o r t h  i n  t h e  
s u m m a r y ,  b e  i n d i c a t e d  s i n c e  t h e y  w e r e  p a r t  o f  o u r
p r e s e n t a t i o n  o f  t h e  p o s i t i o n  o f  t h e  N o r t h  P o l e  R e f i n e r y :

1 .  The i n t r a s t a t e  t a r i f f  r a t e  f r o m  Pump S t a t i o n  SI t o
N o r t h  P o l e  s h o u l d  be a d j u s t e d  i n  a m a n n e r  so t h a t  
t h e  d e l i v e r e d  c o s t  o f  c r u d e  o i l  d o e s  n o t  i n c r e a s e  
a s  a r e s u l t  o f  t h e  s e t t l e m e n t .

2 .  The Q u a l i t y  Bank l i t i g a t i o n  b e  r e s o l v e d .

We w o u ld  r e q u e s t  t h a t  t h i s  c l a r i f i c a t i o n  be i n c l u d e d  i n  t h e  
o f f i c i a l  s u m m a r y  o f  t h e  h e a r i n g .  F o r  t h e  r e c o r d ,  I  am 
a t t a c h i n g  a w r i t t e n  c o p y  o f  t h e  t e x t  o f  my May 7
p r e s e n t a t i o n .

Very t r u l y  y o u r s ,

. J a c o b  P. B i l l i g  /
C o u n s e l  t o  N o r t h  P o l e  R e f i n e r y

E n c l o s u r e
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M A Y  7, 1982 S T A T E M E N T  O F  J A C O E  P. BILLIG 
O N  B E H A L F  O F  T H E  N O R T H  P O L E  R E F I N E R Y  

T O  T H E  A L A S K A  LEGISLATURE'S JOINT G A S  PIPELINE C O M M I T T E E

We appear here today on behalf of North Pole Refinery which 
operates the only refinery in the Interior of Alaska at Fairbanks. As 
m a n y  of you are aware, this Refinery has been in operation since 
August of 1977. Since that time it has been furnishing refined 
products, including jet fuel, home heating oil and turbine fuel, to the 
citizens of the Interior of Alaska. In addition, the Refinery serves 
the outlying Bush areas and has recently begun selling jc4. fuel in the 
Anchorage market thus reducing the dependency of that market on 
West Coast suppliers.

The abil i ty  of any in t e r io r  R ^finery to compete in th e se  m arkets  
i s ,  subs tan t ia l ly  dependen t  upon two in te r re la ted  factors :

(a) the  well head p r ice  of th e  oil; and

(b) i ts  TAPS ta r i f f  c h a rg e s .

We are  a p p ea r in g  h e re  today because  uoth of these  f a c to r s  are 
a f fec ted  by  i t s  proposed sett lement of the T ra n s  Alaska Pipel ine case 
p e n d in g  in Washington b e fo re  the  Federal Energy R egu la to ry  
Commission. Before a d d re s s in g  the  merits of the proposed se tt lement  
ag reem en t ,  I should point out tha t  the North Pole Ref inery  
t r a n sp o r ta t io n  cos ts ,  and  in tu rn  the cost to consumers  in th e  
In te i ’ior of Alaska,  are d i rec t ly  impacted by a va r ie ty  of t a r i f f  r a te s  
and  ch a rg es  a s se s sed  by the  TAPS c a r r i e r s .  T h u s ,  in addi t ion  to 
th e  ta r i f f  ch a rg e  for the t r a n sp o r ta t io n  of oil from Pump Sta t ion  1 to 
Valdez which tho Ref inery pays  with respec t  to some 30,000 b a r r e l s  
p e r  day ,  it  also pays  a t ran sp o r ta t io n  ra te  with r eg a rd  to the  
movement of oil from Pump Station 1 to the North Pole R ef ine ry  at 
F a i rb a n k s .  In addit ion,  the  c a r r i e r s  have  as se s sed  a so-cal led  
Quali ty  Bank ch arge  on the  North Pole r e t u r n  oil movements.  This  
c h a rg e  is c u r r e n t ly  at n ra te  of 15 cen ts  pci degree  API o r  
approximate ly  $2.10 p e r  b a r r e l  of p ro d u c t .  Under  the methodology 
which the c a r r i e r s  have p ro p o sed ,  the Quality Bank charge  could 
exceed  $5 a b a r r e l .

Since 1977, the North Pole Refinery has  been  seeking  in va r ious  
l i t igat ions  to secure  reasonable  r a t e s  and ch a rg e s  for  i ts movements
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from the T A P S  carriers. To a certain degree it has been successful 
before the Alaska Pipeline Commission, predecessor to the A P U C ,  in 
securing a mileage-based rate for t‘he movements to North Pole. 
However, that rate is presently being challenged by the carriers in 
court. With regard to the rate to Valdez, there has been an initial 
decision by the F E R C  Administrative Law Judge, Judge Kane. The 
Quality Bank case is pending before the same judge. Thus, in 
neither case has there been any final resolution by the FERC.

The settlement agreement proposes to deal with only one aspect 
of North Pole's transportation charges —  the rate to be assessed for 
the Valdez movement. It does not seek to settle the controversies 
still outstanding with the T A P S  carriers with respect to the 
intermediate point rate to North Pole or the Quality Bank charge. 
The fact that the proposed settlement addresses only a small part of 
its problems with the T A P S  carriers is a major difficulty which the 
North Pole Refinery has with it.

Insofa r  as the  In te r io r ' s  i n t e r e s t s  are concerned ,  'it i s  in  any  
event  c lear  tha t  the effect  of th e  proposed settlement u p o n  th e  
R ef ine ry  and i t s  customers will b e  adverse .  The Fairbanks  r a t e  is 
c o n s t ru c te d  as a p e rcen tage  of the  Valdez r a te s .  An in c re a se  in  the  
i n t e r s t a t e  Valdez ra te  th u s  would mean, if adopted for i n t r a s t a t e  
p u r p o s e s  as is l ikely, an in c re a se  in the  in t ra s ta te  F a i rbanks  r a t e .  
On the  o th e r  h a n d ,  a decrease  in the  Valdez r a te  would also r e s u l t  in 
in c re a se d  costs  to the  In te r io r  s ince  it  would r e su l t  in an i n c r e a s e  in 
t h e  well head p r ice .  In th is  r e s p e c t ,  u n d e r  the settlement which has  
been  p ro p o sed ,  th e  cost p e r  b a r r e l  of oil p roduc ts  will i n c r e a s e  b y  
$1.37. This  is a cost,  un less  t h e r e  is a countervai ling r e d u c t io n  in 
the  in ti  e s ta te  Fa i rbanks  r a t e ,  which would have to be b o rn e  b y  the  
consumers  in the  In te r io r  of Alaska as well as in the Bush .  It would 
also ser iously  disable ef for ts  to supply  needed fuels  to the  A n ch o rag e  
market which are  sh ipped on the Alaska Railroad.

Final ly,  the  Refinery has  diff iculty with the  proposed se t t lem en t  
because  it fails to accord any r e fu n d s  of ta r i f f  charges  which have  
been  paid  by North Pole since th e  early par t  of 1978. As a pub l ic  
company with a d u ty  to its s tockho lde rs  as well as  to i ts c u s to m e rs  in 
main tain ing a viable re f ine ry  opera t ion ,  the North Pole R e f in e ry  
cannot  overlook these  Tv f u n d s .

The  in te re s t s  of the  North Pole Refinery and the e n e r g y  
consumer  in Alaska which I have  descr ibed  were initially no t  fully
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u n d e r s to o d  and  taken  in to  account  in reaching  the  p r o p o s e d  
se t t lement .  We were pleased and gra t if ied  to h e a r  t o d a y  from t h e  
A t to rney  General thaf  th is  will be  rect ified and th a t  t h e  i s s u e s  I h a v e  
outl ined will be resolved as a condition to any accep tan ce  of t h e  
se t t lem en t .  Assuming th e '  th e  r a te  and Quality Bank i s s u e s  a r e  
reso lved  in a manner  whic.. meets Alaska ene rgy  n e e d s ,  t h e  N o r th  
Pole Ref inery  will fully s u p p o r t  the  proposed se tt lement .

(In answer  to a ques t ion  from a member of the Committee ,  I 
clar ified  tha t  Nor th Pole's position is not tha t  th e r e  m u s t  b e  h i g h e r  
r a t e s  to Valdez in o rd e r  to s e rv e  i t s  i n t e r e s t s .  I po in ted  ou t  t h a t  
while a lower ra te  to Valdez does d isadvantage North Pole an d  t h e  
In te r io r  in t h a t  it  r e su l t s  in an increased  well head p r i c e ,  we b e l ieved  
th i s  could and should be handled  by  adjus t ing  dow nw ard  th e  
in t r a s t a t e  r a te  to North Pole. In this r e spec t ,  I n o ted  t h a t  t h e  
movement of the "bot t leneck” to a point south  of the  R e f in e ry  made it 
reasonable  to accord such red u c t io n . )

Jacob P. Billig

A G O  8 8 6 2 6 7



May 14, 1382

It)

\d

17

T h e  Honorable J almar Kerttula 
President, A l a s k a  State Senate 

~ and '• • • ■ ■ *• •
T h e  Honorable Joe Hayes 
Speaker o f  the House 
A laska Sta te  Legislature 
P o u c h  V
Juneau, A l a s k a  99811

D e a r  Mr. P r es i de n t and Mr. Speaker:

I previously sent you a letter concerning the settlement of 
the Trans Al a s k a  Pipeline System |§j|a£S|| rate case, w h i c h  
basically stated that I intended to proceed with the 
proposed settlement unless the Legislature passed a re s ol u­
tion disapproving the settlement. I stated that I 3till 
believed this proposed settlement was in the best interest 
of the State and that it w o u l d  immediately increase State 
revenues b y  $200 million per year. This was concluded to be 
b etter than the expected present value of the various 
possible o ut c o m e s  of the litigation. Moreover it w o u l d  give 
p r e se n t ce r t a i n t y  to a dispute that otherwise may very well 
continue into the next decade and in the process incur addi­
tional C O S  t 3 •

\I asked for legislative participation because this issue has 
tremendous financial consequences to the S t a t e v : The 
response thus far has been at best skeptical due, in large 
part, to the recently emerging opposition of various other 
parties in the litigation, such as the F.E.R.C. staff. 
Although that opposition arises as a result of the different 
a n d  separate interests of those parties, it nonetheless has 
r a i s e d  con.jrns for many legislators. In addition, even if 
a negating resolution is not passed, there will remain a 
substantial cloud over the settlement. Silence will n o t  be 
seen a. support.

I do not believe that the interests of the State are well 
served if an issue of this magnitude is settled with such a 
pall hanging ever it. Moreover, unfortunately, because of 
the timing of the settlement process and the upcoming 
changes in both the administration and the Legislature, 
d e l a y  would likely simply substitute for abandonment.

y t  i v .

"Hi*- ’ .. -. V-Vi.
• ~ ! § r  — {ft;



The Hon. J&lmar Kerttula -2- H ay 14 r 1982
The Hon. Joe Hayes

The i ssue must be resolved one way or another this session. 
F or m e  to approve it requires that the Legislature show 
s up p or t for the proposed settlement. M y current perception 
of the legislative attitude is one of doubt. VThethor that 
p e r c e p t i o n  i3 accurate or even if the Legislature as a whole 
a c t u a l l y  supports the settlement, I am now concerned that 
this perception will not b e  dispelled by the failure to pass 
an o p p o s i n g  resolution. T herefore, I have.decided.not_to 
p r o c e e d  with t h e _ s e t t l e m e n \  unless the Legislature passes a 
r e s o l u t i o n  supporting the'settlement.' ' 7’

Several  legislators have suggested that the m at t e r  be 
r e f e r r e d  to an interim committee for two to three months and 
then ha v e the committee report its decision to the executive 
branch. I do not think this is an acceptable alternative.
It is m o s t  preferable to the State to have this case decided 
expeditiously if__we _cannot achieve a settlement. As long as 
the s e tt l em e nt  process coxxtinues the F.E.R.C. w i l l  not 
s eriously consider deciding.the case. We a l r e a d y  have 
d i r e c t  knowledge- that^the F.E.R.C. has put the case on its 
"back burner" while our settlement discussions have been 
ongoing. Delay favors the pipeline companies. The longer 
the d e l a y  in resolving the case, the more difficult it wi l l 
be for the F.E.R.C. to order the substantial refunds and the 
d ra m at i ca l ly  lower rates that would hr the best possible 
out co m e for the State.

A  d ec is i on  to t >b s  jEor a potential big victory in the 
future or to take $200 million per year now is a m ajor 
p ublic policy decision. I t is a3 much an important po licy 
d e c i s i o n  as decisions on operating or capital budgets, 
s pe nding l i m i t s , or other important State matters. As such, 
I believe legislative participation in this 'decision is mo s t 
appropriate. While I remain confident that we have 
n eg o ti a te d  the possible settlement, I will not proceed 
unless you approve it.

Sincerely,

J ay S. Hammond 
Governor

bcc: Attorney General Wil Condon 
S us an  Greene 

J S Hz l sg
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JAY S. HAMHOHO, GOVERNOR

POUCH K  - STATE CAPITOL 
JUNEAU. ALASKA 99811 
PHONE: (907) 465-3600

DEPARTMENT OF LAW

OFFICE OF THE ATTORNEY GENERAL

May Ik , 1982

The Honorable
Richard W, Halford 

House of Representatives 
Alaska State Legislature 
Pouch V
Juneau. Alaska 99811

Dear Representative Halford:

Although there has not yet been a fom.al communication, 
I understand that the Joint Gas Pipeline Committee is inclined 
toward disapproving the proposed TAPS settlement. In addition, I 
understand that there is also a desire of r.any members to see 
Phase II settled by itself.

Fi~st, I would like to commend the committee for its 
handling of a very difficult and complex matter. Although I 
disagree with your conclusions, mv staff and I were very i m­
pressed by the deliberation and care taken by members of the 
committee. The inquiry was thoughtful, the questioning intelli­
gent, and the care taken was evident. The members are to be 
congratulated and thanked for the time invested at a point in the 
session when many other issues were pressing. Even though I do 
net concur with the result, the committee's decision was made in 
a very responsible and intelligent manner.

Although I will attempt to settle Phase II of the case, 
in my opinion, the possibility of getting a reasonable settlement 
w i t h  the companies is very slim.

Based on my discussion with their in-house counsel as 
recently as this week, I believe that they view Phase II as a 
meats of delaying the ultimate resolution of Phase I. Since the 
"big dollars"’are tied in with the Phase I issues, their perce-- 
tion is that dragging out the entire proceeding works to their 
advantage since thev continue to collect a weighted average 
tariff of S6.00 per 'barrel while the case continues. Nor do they 
see <;ny significant litigation costs associated with this tactic. 
Since their Phase II case preparation has been completed, their 
major expenditure on the case is over. In short, they believe 
that ;ime is on their side and that Phase II is our Vietnam. 
Whether or net their perception is correct, it is their present 
belief. Obviously, as long as they hold that view an acceptable
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R i c h a r d  VJ. Halford -2- May 14, 1982

settlement is unlikely. Therefore, although I will make the 
attempt, I am not optimistic.

without an overall settlement, the litigation w i l l  
proceed and our present litigation request of $4.5 million to 
rund the TAPS litigation to February 15 is n o w  absolutely n e c e s­
sary. Moreover, I w ould urge the legislature to fund the TAPS 
litigation for the entire fiscal year, and thus restore the 
funding to the originally requested $7,380,000. I do not think 
the State w i l l  be well served if the next Attorney General is 
placed in the position of having to fight for a TAPS supplemental 
as one of his or her first responsibilities.

Again, I w is h  to thank the committee for their care and 
thoughtful deliberation. You were faced w it h  a difficult and 
complex decision that had to be made quickly. Although I d i s­
agree with your conclusion, I believe you acted responsibly.

Condon 
1/A.ttorney General

VJLC • mr
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Alaska State Legislature
SENATE 

Resources Committee p o u c h v
STATE CAPITOL 

JUNEAU. ALASKA 99811 
(907) 465-3834 
(907) 465-3835

Offica! Business

BETTYE FAHRENKAMP, Chairman
VIC FISCHER, Vice-Chairman
BRAD BRADLEY
DICK EL1ASON
DON GILMAN
BOB MULCAHY
ARUSS STURCULEWSKI

TAPs LITIGATION SETTLEMENT HEARING

May 7,  1982 
A :00 p . m .

G o v e r n o r ' s  C o n f e r e n c e  Room

SENATORS PRESENT R E P R E S E N T A T I V E S  P R E S E N T

S e n a t o r  F a h r e n k a mp  
S e n a t o r  B r a d l e y  
S e n a t o r  C o l l e t t a  
S e n a t o r  Da n k w o r t h  
S e n a t o r  F i s c h e r  
S e n a t o r  Gi l ma n  
S e n a  t o r  K e r ' i l i a  
S e n a t o r  Mu l c a h y  
S e n a t o r  Pa r r  
S e n a t o r  S t u r g u l e w s k i

R e p r e s e n t a t i v e  R a n d o l p h  
R e p r e s e n t a t i v e  S u t c l i f f e  
R e p r e s e n t a t i v e  V a s k a

R e p r e s e n t a t i v e  A d a ms  
R e p r e s e n t a t i v e  Br o w n  
R e p r e s e n t a t i v e  B y l s m a  
R e p r e s e n t a t i v e  C o t t e n  
R e p r e s e n t a t i v e  H a y e s  
R e p r e s e n t a t i v e  M a l o n e

R e p r e s e n t a t i v e  H a l f o r d

W i l s o n  C o n d o n ,  S t a t e  A t t o r n e y  G e n e r a l , o u t l i n e d  t h e  s i x  i s s u e s  h e  s e e s  
i n  t h e  s e t t l e m e n t  a g r e e m e n t :

1 .  The r e s o l u t i o n  o f  t h e  r a t e  i s s u e  b e t w e e n  P r u d h o e  B a y  a n d  F a i r b a n k s
2.  The t a r i f f  l e v e l  f r o m 1993 o n ,  t o  a d d r e s s  t h e  o b j e c t i o n s  o f  t h e  

U . S .  J u s t i c e  D e p a r t m e n t .
3.  The l e t t e r  f r o m De n n i s  M e l v i n ,  FERC t r i a l  s t a f f .
4.  The l i k e l i h o o d  o f  r e f u n d s .
5.  The l i k e l i h o o d  o f  l o w e r  t a r i f f s  i n  t h e  f u t u r e  t h a n  w h a t  i s  i n

t he  s e t t l e m e n t  a g r e e m e n t .
6.  The FERC d e c i s i o n - m a k i n g  p r o c e s s .

R o b e i t  L o e f f l e r ,  L o e f f l e r ,  M o r r i s o n ,  F o e r e s t e r ,  D . C .  C o u n s e l  t o  t h e  
A t t o r n e y  G e n e r a l , i n  r e g a r d  t o  M e l v i n ' s  l e t t e r ,  e x p l a i n e d  t h a t  t h e  FERC 
t r i a l  s t a f f  a d v o c a t e s  t h e  c o n s u m e r s '  i n t e r e s t ,  a nd d o e s n ' t  r e p r e s e n t  t h e  
v i e w s  o f  t h e  C o m m i s s i o n .  In a d d i t i o n ,  d e s p i t e  t h e  r e c o m m e n d a t i o n  M e l v i n  
ma de  i n  h i s  l e t t e r ,  he  p e r s o n a l l y  t o l d  L o e f f l e r  t h a t  he  t h o u g h t  t h e
FERC C o m m i s s i o n  w o u l d  a p p r o v e  t h e  s e t t l e m e n t  a g r e e m e n t .  L o e f f l e r  s t a t e d
t h a t  i n  m a k i n g  t h e  s e t t l e m e n t  a g r e e m e n t ,  p r o b a b i l i t i e s  o f  d i f f e r e n t  
a l t e r n a t i v e s  w e r e  j u d g e d ,  and t h e  r e s u l t  i s  h i s  b e s t  i n f o r m e d  j u d g m e n t .
N o t i n g  t h a t  t h e  b u r d e n  o f  p r o o f  i n  t h i n  c a s e  i s  o n t h e  S t a t e ,  t h a t  t h e
C o m m i s s i o n  c o u l d  h a n d l e  t h e  c a s e  i n  a way  t h a t  c o u l d  l e a d  t o  i f ^  d i s m i s s a l ,  
a nd t h a t  t h e  p o s s i b i l i t y  o f  g e t t i n g  a d o l l a r  s e t t l e m e n t  f r o m  FEKC i s  n o t
g o o d ,  h e  u r g e d  t h e  L e g i s l a t u r e  t o  a c c e p t  t h e  s e t t l e m e n t  a g r e e m e n t .

Co n d o n  e x p l a i n e d  t h a t  l a s t  y e a r  t h e  m i n o r i t y  me mb e r s  o f  t h e  H o u s e  u r g e d  
t h a t  a s e t t l e m e n :  be  n e g o t i a t e d .  A f t e r  m e e t i n g s  w i t h  many  a t t o r n e y s ,  a 
w h i t e  p a p e r  wa s  p r e s e n t e d  t o  t h e  G o v e r n o r ,  who t h e n  d i r e c t e d  t h a t  a 
s e t t l e m e n t  a g r e e m e n t  was  a p p r o p r i a t e .  The J u s t i c e  D e p a r t m e n t  a n d  FERC w e r e  
a l s o  p r e s e n t e d  w i t h  t h e  w h i t e  p a p e r .
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L o e f f l e r  b e l i e v e s  t h e  p i p e l i n e  c o m p a n i e s  w i l l  a c c e p t  t h e  s e t t l e m e n t  
a g r e e m e n t ,  a s  i t  w i l l  b r i n g  t h e i r  c o s t l y  l i t i g a t i o n  t o  a n  e n d ,  a n d  a d d  
c e r t a i n t y  t o  t h e  t a r i f f  i s s u e .  H o w e v e r ,  t h e  s e t t l e m e n t  d o e s  e x p i r e  
i n  t e n  y e a r s ,  s o  a c o n t r o v e r s y  o n r a t e  m a k i n g  m e t h o d o l o g y  c o u l d  b e g i n  
a n e w a t  t h a t  t i m e .

R e p r e s e n t a t i v e  H a l f o r d  mo v e d  t h a t  t h e  C o m m i t t e e  g o  i n t o  E x e c u t i v e  S e s s i o n  
t o  d i s c u s s  m a t t e r s  t h a t  d i r e c t l y  a f f e c t  t h e  f i n a n c e s  o f  t h e  S t a t e .  
U n a n i m o u s  c o n s e n t  wa s  a s k e d .

EXECUTIVE SESSION 
(NO MINUTES TAKEN)

R e p r e s e n t a t i v e  R a n d o l p h  e x p r e s s e d  c o n c e r n  o v e r  t h e  G o v e r n o r ' s  d i r e c t i o n  
t h a t  he  w i l l  a c c e p t  t h e  s e t t l e m e n t  a g r e e m e n t  u n l e s s  t h e  L e g i s l a t u r e  
d i s a p p r o v e s  i t .  R a n d o l p h  f e e l s  mo r e  t i m e  i s  n e e d e d  t o  a d e q u a t e l y  d e c i d e  
t h e  i s s u e .

Co nd o n s t a t e d  t h a t  i f  t h e  L e g i s l a t u r e  t a k e s  no a c t i o n ,  t h e  G o v e r n o r  c a n  
i n d e e d  a c c e p t  t h e  s e t t l e m e n t ,  b u t  s t a t e d  he  i s  c o m m i t t e d  t o  s e t t l i n g  t h r e e  
i s s u e s  p r i o r  t o  a c c e p t a n c e :  1)  r a t e s  t o  F a i r b a n k s  2) q u a l i t y  b a n k  i s s u e
3) o p p o s i t i o n  o f  t h e  J u s t i c e  D e p a r t m e n t  t o  t h e  s e t t l e m e n t ' s  1 0 - y e a r  
l i f e  s p a n .  Co n d o n  s e e s  l i t t l e  r i s k  o f  l o s i n g  t h e  g a i n s  i n  t h e  c u r r e n t  
s e t t l e m e n t  b y  n o t  r a t i f y i n g  i t  r i g h t  a w a y .

R e p r e s e n t a t i v e  C o t t e n  e x p r e s s e d  c o n c e r n  o v e r  t h e  a f f e c t  o f  p o s s i b l e  
d e r e g u l a t i o n  o f  p i p e l i n e s  o n t h e  s e t t l e m e n t .  Co n d o n  f i n d s  t h e  p o s s i b i l i t y  
o f  d e r e g u l a t i o n  l o w ,  w h i c h  h e  c o n s i d e r s  a p o i n t  i n  f a v o r  o f  t h e  
s e t t l e m e n t  a g r e e m e n t .

J a c o b  B i l l i g ,  B i l l i g ,  Sl i er & J o n e s ,  C o u n s e l  t o  MAPCO,  r e p r e s e n t i n g  N o r t h  
P o l e  Re f  i n e r y , s t a t e d  t h a t  N o r t h  P o l e ' s  a b i l i t y  t o  c o m p e t e  i n  t h e  r e f i n e r y  
. • ' . i dust ry  i s  d e p e n d e n t  on t h e  w e l l  h e a d  p r i c e  o f  t h e  o i l  a n d  t h e  TAPs 
t a r i f f  c h a r g e .  The s e t t l e m e n t  a g r e e m e n t  w i l l  h a v e  an a d v e r s e  a f f e c t  on 
N o r t h  P o l e ,  a s  t h e  i n c r e a s e  i n  t h e  w e l l  h e a d  p r i c e  w i l l  me a n  i n c r e a s e d  
c o s t s  t o  t h e  c o n s u m e r ,  and t h e  a g r e e m e n t  f a i l s  t o  a c c o r d  a n y  r e f u n d s  o f  
t h e  t a r i f f  c h a r g e s  p a i d  by  N o r t h  P o l e  s i n c e  1 9 7 7 .  B i l l i g  w o u l d  l i k e  t o  
s e e  a l o w e r  t r a n s p o r t a t i o n  r a t e  t o  V a l d e z ,  and an a d j u s t m e n t  i n  t h e  
i n t r a s t a t e  r a t e .  Ho w e v e r ,  i f  t h e s e  m a t t e r s  a r e  r e s o l v e d ,  a s  t h e  A t t o r n e y  
G e n e r a l  h a s  i n d i c a t e d  t h e y  w i l l  b e .  N o r t h  P o l e  R e f i n e r y  w o u l d  f a v o r  t h e  
s e t t l e m e n t .

R e p r e s e n t a t i v e  C o t t e n  s t a t e d  t h a t  t h e r e  i s  no r e a l  s e t t l e m e n t  f o r  t h e  
L e g i s l a t u r e  t o  r a t i f y  u n t i l  a l l  l o o s e  e n d s  a r e  t i e d  u p ,  a nd  t h a t  t i m e  i s  
t o o  s h o r t  f o r  t h e  L e g i s l a t u r e  t o  h a v e  s i g n i f i c a n t  i n v o l v e m e n t  i n  t h e  
s e t t l e m e n t  a g r e e m e n t .

Bu r t  S h a r p ,  C o m p t r o l l e r ,  G o l d e n  V a l l e y  E l e c t r i c  A s s o c i a t i o n ,  F a i r b a n k s , 
i s  c o n c e r n e d  a b o u t  t h e  i n c r e a s e d  c o s t  t o  t h e  c o n s u m e r  t h e  s e t t l e m e n t  
a g r e e m e n t  w o u l d  p r o v i d e .  A t a r i f f  ( t r a n s p o r t a t i o n )  r e d u c t i o n  o f  $ 1 . 3 5  
p e r  b a r r e l  i s  b e i n g  r e a l i z e d  i n  a n  e q u a l  i n c r e a s e  i n  w e l l  h e a d  v a l u e .  
B e c a u s e  o f  t h e  l o c a t i o n  o f  b o t h  t h e  N o r t h  P o l e  R e f i n e r y  a n d  GVEA a l o n g  
t h e  p i p e l i n e ,  t h e y  p a y  a p e r c e n t a g e  r a t e  o f  w e l l  h e a d  v a l u e ,  a n d  a n y
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i n c r e a s e  i n  w e l l  h e a d  v a l u e  i n c r e a s e s  t h e  c o s t  t o  c o n s u m e r s .  He 
s u g g e s t e d  t h a t  a m e c h a n i s m  b e  d e v i s e d  s o  t h a t  t h e  A l a s k a  u s e r s '  c o s t  
o f  c r u d e  w o n ' t  i n c r e a s e ,  and u r g e d  p r o p e r  r e s o l u t i o n  o f  t h e  q u a l i t y  
b a n k  i s s u e .

K e v i n  M c C a r t h y ,  C o u n s e l ,  J o i n t  Ho u s e  O i l  a nd Gas C o m m i t t e e , e x p r e s s e d  
o p p o s i t i o n  t o  t h e  s e t t l e m e n t  a g r e e m e n t ,  s t a t i n g  a l l  t h e  S t a t e  h a s  t o  
l o s e  i f  i t  d o e s n ' t  a c c e p t  t h e  s e t t l e m e n t  i s  a t t o r n e y s '  f e e s .  He c i t e d  
a s  p r o b l e m s  t h e  1 0 - y e a r  l i f e  o f  t h e  a g r e e m e n t ,  t h e  r i s k  o f  d e r e g u l a t i o n ,  
and t h e  f a c t  t h a t  t h e  a t t o r n e y s  r e p r e s e n t i n g  t h e  g o v e r n m e n t  i n  TAPs 
s i n c e  1 97 7  ( J o h n  C l e a r y ,  Ed Tu me y ,  T e r r y  L i n d s n e r )  h a v e  n o t  p r e s e n t e d  
t H e i r  o p i n i o n  on t h e  s e t t l e m e n t .  He s t a t e d  t h a t  c h e a p  t r a n s p o r t a t i o n  i s  
n e c e s s a r y  t o  t h e  f u t u r e  d e v e l o p m e n t  o f  t h e  N o r t h  S l o p e ,  a nd  v i e w s  t h e  
l o n g  t i m e  f r a m e  o f  t h e  l i t i g a t i o n  o f  t h e  c a s e  a s  a n  o p p o r t u n i t y  f o r  
r e f u n d s  t o  c o n t i n u e  a c c u m u l a t i n g .  M c C a r t h y  c o n c l u d e d  b y  s a y i n g  t h a t  i f  
t h e  L e g i s l a t u r e  d i s a p p r o v e s  t h i s  s e t t l e m e n t  a g r e e m e n t ,  t h e y  w i l l  p r o b a b l y  
h a v e  a b e t t e r  o n e  b e f o r e  t he m i n  s e v e r a l  m o n t h s .

J e r r y  Mc C u t c h e o n  e x p r e s s e d  o p p o s i t i o n  t o  t h e  s e t t l e m e n t ,  s t a t i n g  t h a t  
t h e  f a c t  t h  S t a t e  i s  n e g o t i a t i n g  i s  d e l a y i n g  FERC' s  s e t t l e m e n t  o f  t h e  
c a s e .

R e p r e s e n t a t i v e  H a l f o r d  s u g g e s t e d  t h a t  t h e  C o m m i t t e e  g o  t h e  G o v e r n o r  
t o  d e t e r m i n e  t h e  p o t e n t i a l s  on d e f e r r i n g  a c t i o n ,  a n d  a s k e d  t h a t  a n o t h e r  
m e e t i n g  be  h e l d  on t h e  TAPs s e t t l e m e n t ,  w i t h  C l e a r y ,  T u me y ,  a n d  L i n d s n e r  
p r e s e n t .

The m e e t i n g  wa s  a d j o u r n e d  a t  6 : 5 0 p . m.
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W i l s o n  C o n d o n ,  A t t o r n e y  G e n e r a l , r e a s s u r e d  t h e  C o m m i t t e e  t h a t  t h e  r a t e  
i s s u e  b e t w e e n  P r u d h o e  Bay and F a i r b a n k s  w o u l d  be  r e s o l v e d  b e f o r e  
a c c e p t a n c e  o f  t h e  s e t t l e m e n t  a g r e e m e n t .

J a c o b  B i l l i g ,  C o u n s e l  t o  M a p c o , s t a t e d  he  ha d p r e p a r e d  an a d d i t i o n  
t o  t h e  m i n u t e s  o f  t h e  May 7,  1982 TAPs L i t i g a t i o n  S e t t l e m e n t  h e a r i n g  t h a t  
he w o u l d  l i k e  i n c l u d e d  a s  p a r t  o f  t h e  w r i t t e n  r e c o r d .  ( C o p y  a t t a c h e d . )

T e r r y  L i n d s n e r ,  D. C.  C o u n s e l , s t a t e d  he had b e e n  r e t a i n e d  t o  i n v e s t i g a t e  
a n y  i m p r u d e n t  c o s t s  i n  t h e  p i p e l i n e  c o n s t r u c t i o n .  He f e e l s  t h a t  t h e  
S t a t e  h a s  a v e r y  s t r o n g  c a s e  i n  P h a s e  2 o f  t h e  TAPs l i t i g a t i o n ,  b u t  
s u p p o r t s  t h e  i d e a  o f  a s e t t l e m e n t  t o  r e d u c e  t h e  u n c e r t a i n t i e s ,  r i s k s ,  
a nd c o n t i n u e d  e x p e n s e  t o  t h e  S t a t e  and i t s  c i t i z e n s .

J o h n  C l e a r y ,  D. C C o u n s e l , s t a t e d  t h a t  he  h a s  b e e n  a c t i v e  i n  t h e  r a t e  
m a k i n g  m e t h o d o l o g y  w h i c h  l e d  t o  J u d g e  K a n e ' s  d e c i s i o n ,  and i n  d e t e r m i n i n g  
t h e  s e r v i c e  l i f e  o f  t h e  l i n e .  He s t a t e d  t h a t  s e t t l i n g  i n  f a v o r  o f  
t h e  c l i e n t  s h o u l d  a l w a y s  be  s o u g h t .

Co n d o n  s t a t e d  t h a t  w h e t h e r  o r  n o t  t o  s e t t l e  i s  a j u d g m e n t  t h a t  mu s t  be 
ma d e ,  f i r s t  b y  t h e  A t t o r n e y  G e n e r a l ,  t h e n  b y  t h e  G o v e r n o r ,  t h e n  b y  t h e  
L e g i s l a t u r e .  T h i s  j u d g m e n t  d e p e n d s  on t h e  p u r s u i t  o f  p a r t i c u l a r  S t a t e  
p o l i c y  g o a l s .  The D. C.  C o u n s e l  i s  n o t  I n v o l v e d  i n  m a k i n g  t h i s  j u d g m e n t ,  
b u t  i n  d e t e r m i n i n g  t h e  l i k e l i h o o d  o f  r e f u n d s ,  o f  t h e  Kane d e c i s i o n  b e i n g  
u p h e l d  o r  m o d i f i e d ,  and o f  wh a t  f u t u r e  t a r i f f s  m i g h t  b e ,  Co n d o n
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o u t l i n e d  f o u r  p o s s i b l e  p o l i c y  q u e s t i o n s :  b e i n g  a t r u s t e e  o f  p u b l i c

r e s o u r c e s  a n d  s e e k i n g  c e r t a i n t y :  b e i n g  a  t r u s t e e  b u t  d i s a g r e e i n g  w i t h  

t h e  e v a l u a t i o n s ;  a c c e p t i n g  t h a t  t h e  S t a t e  m a y  a l w a y s  b e  i n v o l v e d  i n  

l i t i g a t i o n  w i t h  t h e  o i l  c o m p a n i e s ;  c o n t i n u i n g  w i t h  l i t i g a t i o n  a s  a 

w a y  o f  a v o i d i n g  t h e  i s s u e .  C c n d o n  f e e l s  t h a t  a d e c i s i o n  o n  t h e  s e t t l e ­

m e n t  a g r e e m e n t  m u s t  b e  m a d e  s o o n ,  b e c a u s e  t h e  S t a t e  w i l l  b e  i n j u r e d  

b y  a  d e l a y .

C l e a r v  r e l a y e d  a s t a t e m e n t  m a d e  b y  F E R C  C h a i r m a n  B u t l e r  r e g a r d i n g  t h e  

T A P s  c a s e .  B u t l e r  t h i n k s  t h e  c a s e  i s  s u b j e c t  t o  a f a i r l )  d e f i n i t i v e  

s e t t l e m e n t  a g r e e m e n t ,  a n d  h o p e s  F E R C  w i l l  n o t  h a v e  t o  s p e n d  t h e  t i m e  

a n d  r e s o u r c e s  d e c i d i n g  t h e  c a s e .

C o n d o n ' s  o p i n i o n  i s  t h a t  c e r t a i n t y  o f  i n c o m e  t o  t h e  S t a t e  i s  mo r e  
i m p o r t a n t  t h a n  a s e t t l e m e n t  o f  m e t h o d o l o c y  i s s u e s .  He s t a t e d  t h a t  FERC 
i s  s u c h  a p o l i t i c a l  b o d y  t h a t  i t  c a n  h a v e  no  " r u l e s " .

S e n a t o r  F a h r e n k a mp  mo v e d  a nd a s k e d  u n a n i m o u s  c o n s e n t  t h a t  t h e  C o m m i t t e e  
go i n t o  E x e c u t i v e  S e s s i o n ,  a s  i m m e d i a t e  k n o w l e d g e  o f  i s s u e s  t o  be  
d i s c u s s e d  w o u l d  h a v e  an a d v e r s e  i m p a c t  o n t h e  f i n a n c e s  o f  t h e  S t a t e .

R e p r e s e n t a t i v e  R o g e r s  mo v e d  a nd a s k e d  u n a n i m o u s  c o n s e n t  t h a t  t h e  
C o m m i t t e e  me e t  f i r s t  w i t h  t h e  D. C.  C o u n s e l ,  a nd t h e n  s e p a r a t e l y  w i t h  
t h e  A t t o r n e y  G e n e r a l .

EXECUTIVE SESSION 
No M i n u t e s  T a k e n

J a c o b  B i l l i g ,  D. C.  C o u n s e l  t o  M a o c o , r e m i n d e d  t h e  C o m m i t t e e  o f  t h e  t h r e e  
i s s u e s  t h a t  mu s t  b e  s a t i s f i e d  b e f o r e  N o r t h  P o l e  R e f i n e r y  w o u l d  c o n s i d e r  
t h e  s e t t l e m e n t  a g r e e m e n t  s a t i s f a c t o r y :  t h e  i n t r a s t a t e  r a t e ;  t h e  r e f u n d s
p o t e n t i a l l y  d u e  N o r t h  P o l e ;  t h e  q u a l i t y  b a n k  i s s u e .  S i n c e  a p p e a r i n g  
b e f o r e  t h e  C o m m i t t e e  on May 7 t h ,  1 9 8 2 ,  B i l l i g  h a s  c o n f e r r e d  w i t h  
r e p r e s e n t a t i v e s  o f  B r i t i s h  P e t r o l e u m  P i p e l i n e ,  who i n f o r m e d  h i m t h e y  
w e r e  u n w i l l i n g  t o  d i s c u s s  r e f u n d s  o r  t h e  q u a l i t y  b a n k  i s s u e .  Due t o  
t h i s  f a c t ,  N o r t h  P o l e  f i n d s  t h e  s e t t l e m e n t  a g r e e m e n t  c o n t r a r y  t o  t h e  
p u b l i c  i n t e r e s t ,  and B i l l i g  u r g e d  t h a t  t h e  L e g i s l a t u r e  d i s a p p r o v e  t h e  
a g r e e m e n t  and b r i n g  p r e s s u r e  on FERC t o  g e t  on w i t h  t h e  c a s e .

J e r r y  Mc C u t c h e o n  e x p r e s s e d  o p p o s i t i o n  t o  t h e  s e t t l e m e n t  a g r e e m e n t ,  
s a y i n g  t h a t  t h e  S t a t e  w o u l d  s u f f e r  a n e t  l o s s  o f  r e v e n u e  i f  i t  a c c e p t s  
t h e  s e t t l e m e n t  a g r  u n e n t .

The m e e t i n g  wa s  a d j o u r n e d  a t  8: 20 p . m .
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J E F F R E Y  F. L A W R E N C E  
M A R K  J .  F R IT Z  

A N T H O N Y  J .  C IC C O N E , J R .  
D O R O T H Y  L .N I C H O L S  
S A N D R A  •_ R IC H A R D S O N

The H o n o r a b l e  B e t t y e  F a h r e n k a m p h ,  C h a i r m a n  
S e n a t e  R e s o u r c e s  C o m m it te e

The H o n o r a b l e  R i c k  H a l f o r d ,  C h a i r m a n  
H ouse  O i l  a n d  Gas C o m m it te e

D e a r  S e n a t o r  F a h ren k a m p h  and  R e p r e s e n t a t i v e  H a l f o r d :

I n  r e f e r e n c e  t o  t h e  w r i t t e n  s u m m a ry  w h i c h  h a s  b e e n  p r e p a r e d  
o f  t h e  May 7 ,  19 82 TAPS S e t t l e m e n t  H e a r i n g s ,  we w o u l d  l i k e  t o  
r e q u e s t  t h a t  t h e  a d d i t i o n a l  t w o  p o i n t s ,  n o t  s r  f o r t h  i n  t h e  
s u m m a r y ,  b e  i n d i c a t e d  s i n c e  t h e y  w e r e  r t  o f  o u r
p r e s e n t a t i o n  o f  t h e  p o s i t i o n  o f  t h e  N o r t h  P o l e  w i n e r y :

1 .  The i n t r a s t a t e  t a r i f f  r a t e  f r o m  Pump S t a t i o n  #1 t o
N o r t h  P o le  s h o u l d  b e  a d j u s t e d  i n  a  m a n n e r  so  t h a t  
t h e  d e l i v e r e d  c o s t  o f  c r u d e  o i l  d o e s  n o t  i n c r e a s e  
a s  a r e s u l t  o f  t h e  s e t t l e m e n t .

We w o u ld  r e q u e s t  t h a t  t h i s  c l a r i f i c a t i o n  be i n c l u d e d  i n  t h e  
o f f i c i a l  s u m m a r y  o f  t h e  h e a r i n g .  F o r  t h e  r e c o r d ,  I  am 
a t t a c h i n g  a w r i t t e n  c o p y  o f  t h e  t e x t  o f  my Ma y  7 
p r e s e n t a t i o n .

May 1 3,  1982

2.  The Q u a l i t y  Bank l i t i g a t i o n  be  r e s o l v e d

V ery  t r u l y  y o u r s

C o u n s e l  t o  N o r t h  P o l e  R e f i n e r y

E n c l o s u r e
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M A Y  7, 1982 S T A T E M E N T  O F  J A C O B  P. B I L L I G  
O N  B E H A L F  O F  T H E  N O R T H  P O L E  R E F I N E R Y  

T O  T H E  A L A S K A  L E G I S L A T U R E ' S  J O I N T  G A S  P I P E L I N E  C O M M I T T E E

W e  ap p e a r  here today on behalf of North Pole Refinery w h i c h  
operates the only refinery in the Interior of Alaska at Fairbanks. As 
m a n y  of y o u  are aware, this Refinery has b e e n  in operation since 
A u g u s t  of 1977. Since that time it has been furnishing refined 
products, including jet fuel, h o m e  heating oil a n d  turbine fuel, to the 
citizens of th Interior of Alaska. In addition, the Refinery serves 
the outlying B u s h  areas and has recently b e g u n  selling jet fuel in the 
A n c h o r a g e  market thus reducing the d e p e n d e n c y  of that market on 
West Co." . ^ers.

T \ e  aoi l i ty  of any in ter ior  Ref inery  to compete in t h e s e  m a r k e t s  
i s ,  s u b s tan t ia l ly  d ep e n d en t  upon two in te r r e l a t e d  fac to rs :

(a) th e  well head  price of t h e  oil: and

(b)  i t s  TAPS t a r i f f  charges .

We a re  a p p e a r in g  here  today because  bo th  of these  fac to rs  a re  
a f fec ted  b y  i t s  p roposed  sett lement  of the T r a n s  Alaska Pipel ine case 
p e n d i n g  in Washington before t h e  Federal E n e rg y  R e g u l a t o r y  
Commission. Before a d d re s s in g  t h e  merits of th e  p roposed  s e t t lem en t  
a g re e m e n t ,  I should point out ^hat the  Nor th  Pnk  Refinery’ 
t r a n s p o r t a t i o n  cos ts ,  a n d  in t u r n  the cost to consum ers  in t h e  
I n te r io r  of Alaska ,  are  direct ly impacted by a va r ie ty  o f  t a r i f f  r a t e s  
and  c h a rg e s  a s se s se d  b y  the TAPS c a r r i e r s .  T h u s ,  in addi t ion  to 
t h e  t a r i f f  c h a r g e  for th e  t ran sp o r ta t io n  of oil from Pump Sta t ion 1 to 
Valdez which th e  Ref inery  pays  with re spec t  to some 30,090 b a r r e l s  
p e r  day ,  it also pays  a t ran sp o r ta t io n  r a t e  with r e g a r d  to t h e  
movement of oil from Pump S ta L .n  1 to the  North  Pole R e f in e ry  at 
F a i r b a n k s .  In add i t ion ,  the c a r r i e r s  have  as se s sed  a so-ca l led  
Q ual i ty  Bank c h a rg e  cr. the North Pole r e t u r n  oil movements.  T h i s  
c h a r g e  is c u r r e n t l y  at  a vote of 15 c en ts  p e r  degree  API o r  
approx im a te ly  S2.10 p e r  bar re l  of p ro d u c t .  U n d e r  the methodology’ 
which  the c a r r i e r s  have  p roposed ,  the Qual i ty  Bank c h a r g e  could  
e x ce e d  S5 a b a r r e l .

Since 1977, the North  Foie Refinery  has  been  scekinm in ver i~u£ 
l i t iga t ions  to s ecu re  reasonable  r a t e s  and c h a r g e s  for i i ^  movements
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from the T A P S  carriers. T o  a certain degree it has b e e n  successful 
before the Alaska Pipeline Commission, predecessor to the A P U C ,  in 
securing a mileage-based rate for fhe m o v e m e n t s  to N o r t h  Pole. 
H o w e v e r ,  that rate is presently being challenged b y  the carriers in 
court. With regard to the rate to Valdez, there has b e e n  a n  initial 
decision b y  the F E R C  Administrative Law Judge, J u d g e  K ane. T h e  
Quality B a n k  case is pending before the same judge. T h u s ,  in 
neither case has there been any final resolution b y  the F E R C .

T h e  settlement agreement proposes to deal with only o n e  aspect 
of North Pole's transportation charges —  the rate to b e  assessed for 
the Valdez movement. It does not seek to settle the controversies 
still outstanding with the T A P S  carriers with respect to the 
intermediate point rate to North Pole or the Quality B a n k  charge. 
T h e  fc 1 that the proposed settlement addresses only a small pa r t  of 
its problems with the T A P S  carriers is a major difficulty w h i c h  the 
North Pole Refinery has with it.

In so fa r  as th e  In te r io r ' s  i n t e r e s t s  a re  c o n c e rn ed ,  :it i s  i n  a n y  
e v en t  c lear  tha t  the  effect of the  proposed  se tt lement  upon  t h e  
R ef ine ry  and i ts  cus tom ers  will b e  a d v e r se .  The F a i rb a n k s  r a t e  is  " 
c o n s t r u c t e d  as a p e rce n tag e  of the  Valdez r a t e s .  An i n c r e a s e  i n  th e  
i n t e r s t a t e  Valdez r a t e  thus  would mean, if  adopted f o r  i n t r a s t a t e  
p u r p o s e s  as  is l ike ly ,  an in c rea se  in the in t r a s t a t e  F a i r b a n k s  r a t e .  
On th e  o th e r  h a n d ,  a decrease  in the Valdez r a te  would also r e s u l t  in  
in c re a se d  cos ts  to th e  In te r io r  s ince  it  would resu l t  in an  i n c r e a s e  in  
t h e  well head  p r ic e .  In this  r e s p e c t ,  u n d e r  the  se t t lem ent  w h ic h  has  
been  p r o p o se d ,  th e  cost  p e r  b a r re l  of oil p ro d u c t s  will i n c r e a s e  by  
$1.37 .  Th is  is a co s t ,  un less  th e re  is a coun te rva i l ing  r e d u c t i o n  in 
th e  i n t r a s t a t e  F a i rb a n k s  r a te ,  which would have  to be  b o r n e  b y  the  
consum ers  in the In te r io r  of Alaska as well as  in the B u s h .  It  would 
also se r ious ly  disable  effor ts  to supp ly  needed  fuels to t h e  A n c h o r a g e  
m arket  which are sh ip p ed  on the Alaska Railroad.

Final ly ,  the Ref inery  has  difficul ty with the p ro p o se d  s e t t l e m e n t  
b ecau se  it fails to accord  any r e fu n d s  of t a r i f f  c h a r g e s  which hav e  
been  paid b y  North  Pole since the  early p a r t  of 1978. As a p u b l i c  
company with a d u ty  to its s tockho lders  as well as to i t s  c u s to m e r s  in  
mainta in ing a viable re f in e ry  opera t ion ,  th e  North Pole R e f i n e r y  
canno t  over look th e s e  r e fu n d s .

The i n t e r e s t s  of  the North  Pole Refinery'  and t h e  e n e r g y  
consumer  in Alaska which I have  descr ibed  were in i t ia l ly  no t  fu lly
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u n d e r s t o o d  and  taken  into account  in reach ing  t h e  p r o p o s e d  
se t t l e m en t .  We were p leased  and  gra ti f ied to h e a r  t o d a y  from t h e  
A t to rn e y  General  thaf  t h i s  will be  rect ified and th a t  t h e  i s s u e s  I h a v e  
ou t l ined  will be reso lved  as a  condition to any a c c e p ta n c e  o f  t h e  
se t t l em en t .  Assuming th a t  t h e  ra te  and Quality B a n k  i s s u e s  a r e  
r e so lved  in a manner  which- meets Alaska en e rg y  n e e d s ,  t h e  N o r t h  
Pole R ef ine ry  will fully s u p p o r t  th e  p roposed  se t t lem en t .

(In answ er  to a ques t ion  from a member of t h e  Committee,  I 
c lar i f ied  th a t  North Pole's posit ion is not t h a t  t h e r e  m ust  b e  h i g h e r  
r a t e s  to Valdez in o r d e r  to s e rv e  i t s  i n t e r e s t s .  I p o in t e d  o u t  t h a t  
while a lower  r a te  to Valdez does d isadvantage N o r th  Pole an d  t h e  
I n te r io r  in th a t  i t  r e s u l t s  in an increased  well head p r i c e ,  we  b e l i e v e d  
t h i s  c^ ‘Id and should be hand led  by ad just ing  d o w n w a r d  t h e  
i n t r a s t o t e  r a t e  to N or th  Pole. In this r e s p e c t ,  I n o t e d  t h a t  t h e  
movement of the  "bot t leneck"  to  a point sou th  of the  R e f i n e r y  made i t  
r ea so n a b le  to accord su c h  r e d u c t io n . )

Jacob P. Billig
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F a h r e n k a m p : F i r s t  of all I w i l l  c a l l  the E x e c u t i v e  S e s s i o n  in

order.

H a l f o r d : M a d a m  C h a i rm an.

F a h r e n k a m p : Yes.

H a l f o r d : B e f o r e  w e  - if w e ' r e  g o i n g  to h a v e  a taping, a n d  if w e

do h a v e  t h i n g s  a r r i v e  t r a n s c r i p t  to the p u b l i c  and the p r e s s  I

w o u l d  h o p e  w e  do that - w e  c o u l d  go t h r o u g h  it and m a y b e  if the

A t t o r n e y  G e n e r a l ' s  o f f i c e  can go t h r o u g h  it and just c h e c k  to 

m a k e  s u r e  tha' w h a t  is p r o v i d e d  is n o t  - p r e j u d i c i a l  to our case 

b u t  o t h e r  t h a n  that I w o u l d  p r o v i d e  the e n t i r e  tape, less

a ny of t h o s e  s e c t i o n s  at l e a s t  a t r a n s c r i p t  of it.

F a h r e n k a m p : W e l l  I - I t h i n k  e v e r y b o d y  k n o w s  h o w  all of us feel

a b o u t  e x e c u t i v e  s e s s i o n s  - b u t  t h e r e  are times w h e r e  I ----- u s e

as m u c h  i n f o r m a t i o n  as p o s s i b l e .  So w o u l d  y o u  p l e a s e  p r o ceed.

L o e f f l e r : N u m b e r  one if w e  d o n ' t  f i n i s h  w e  w i l l  b e  h a p p y  to come

b a c k  e v e n  n e x t  w e e k  if n e c e s s a r y .  Let'-s - let me d i v i d e  t h a t  i n­

to t h r e e  b i g  i s s u e s  - w h a t  w e  t h i n k  is g o i n g  to h a p p e n  w i t h  this

r a t e  m e t h o d o l o g y  q u e s t i o n ,  w h i c h  is r e a l l y  the b i g  b u c k s  q u e s­

tion; s e cond, w h a ; ' s  g o i n g  to h a p p e n  w i t h  this s o - c a l l e d  r a t e -
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b a s e  t h e  a r g u m e n t s  of w a s t e  a n d  m i s m a n a g e m e n t ;  and t h i r d  w h a t  the 

D e p a r t m e n t  of J u s t i c e  said to us this w e e k

N u m b e r  one, as I s a i d  o p e n l y  [i.e. in o p e n  se ssion], K a n e ' s  d e­

c i s i o n  w a s  b a s e d  o n  d e p r e c i a t e d  o r i g i n a l  cost. T h a t ' s  s o m e t h i n g  

w e ' v e  earned. Hr. M e l v i n  says, " O h  I c an't see a n y  a n y t h i n g  h a p -  

p e n i n g  to the d e p r e c i a t e d  ri,f**-n.1 c o s t s . "  T h e r e  are f o u r  c o m m i s­

si o n e r s  at the C o m m i s s i o n .  T h r e e  are r e p u b l i c a n s ;  o ne's a d e m o­

crat. T h e r e ' s  one d e m o c r a t  v a c a n c y .  O n  the g e n e r a l  q u e s t i o n ,  

W i l l i a m s  case, as far as w h e r e  the F E R C  w i l l  go on m e t h o d o l o g y ,  

w e  k n o w  t h e y  a r e  s p l i t  b e t w e e n  two choices, n e i t h e r  o f  w h i c h  is 

w h a t  Mr. M e l v i n  urges. T h e s e  c h o i c e s  are the ICC v a l u a t i o n  

m e t h o d o l o g y  and t r e n d e d  o r i g i n a l  cost.

It's no

s e c r e t  t h a t  c o m p a n i e s  h a v e  h e a r d  the same thing. It's b e e n  in 

t h e  T r a d e  P ress . So, b o t h  of the a l t e r n a t i v e s  for oil p i p e l i n e  

r a t e  m a k i n g  g e n e r a l l y  are n o t  the ones -that the a d m i n i s t r a t i v e  

l a w  j u d g e  u s e d  for the P h a s e  I i n t e r i m  d e c i s i o n  or that Mr. M e l ­

v i n  b a s e s  h i s  p r e d i c t i o n s  on.

_ 9 _
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R e p r e s e n t a t i v e  F r e d  Brown:

L o e f f l e r : 

L e v i n e : 

B rown: •

B r o w n :

F a h r e n k a m p :

L o e f f l e r : But  t h e r e  are a l s o  s i m i l a r  r e p o r t s  on the m o r e  g e n e r a l

m e t h o d o l o g y  in the T r a d e  P re ss. So o i l  p i p e l i n e s  g e n e r a l l y  w e r e  

s e e i n g  n o t h i n g  like the l a w  j u d g e  used. The b u l k  of t h o s e  

m e t h o d o l o g i e s  are a lot m o r e  f a v o r a b l e  - to the industry.
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L o e f f l e r :  L e t  m e  s a y  one m o r e  s e n t ence. Y o u  say -

L e v i n e :  T h e  r e a s o n  w h y  is b e c a u s e  t h e n  the rate  b a s e  k e e p s

s h r i n k i n g  so if y o u  g e t  say a 10% r e t u r n  or w h a t e v e r  y o u r  r a t e  

base, t h a t  is, y o u r  tariff, k e e p s  g o i n g  down. U n d e r  v a l u a t i o n  

its a c o m b i n a t i o n ,  its p a r t l y  d e p r e c i a t e d  o r i g i n a l  c o s t /  and 

p a r t l y  r e p l a c e m e n t  cost?, w h i c h  o b v i o u s l y  goes up in i n f l a t i o n a r y  

t imes. So t h e r e  the r a t e  b a s e  stays c o n s t a n t  or goes u p  a l i t t l e  

b i t  so y o u r  t a r i f f s  go u p  a l i t t l e  bit. U n d e r  t r e n d e d  o r i g i n a l  

c o s t  t h e  m e t h o d o l o g y  i n v o l v e s  a d j u s t i n g  the r a t e  b a s e  e v e r y  y e a r  

f o r  the r a t e  of i n f l a t i o n .  Now, e v e n t u a l l y  the r a t e  b a s e  does 

b e g i n  to s h r i n k  b e c a u s e  y o u r  a c c u m u l a t e d  d e p r e c i a t i o n  eats it up, . 

b u t  o n l y  a f t e r  the f i r s t  15-20 y e a r s  do y o u  r e a c h  a t i p p i n g
t

p o i n t .  T h e  t a r i f f s  go up c o n s i d e r a b l y  - can go up - let m e  put? 

it this way, f a s t e r  t h a n  the t a r i f f s  p r o v i d e d  .for in the s e t t l e­

m e n t ,  b e c a u s e  the s e t t l e m e n t  t a r i f f s  o n l y  go up at 40% the rate 

of i n f l a t i o n ,  t h e y  d o n ' t  go up at 100% inflat ion.

C o t t e n • M a d a m  C h a i r m a n ,  c a n  w e  k i n d  of try. to c o n s t r a i n
i

o u r s e l v e s  to- the m a t e r i a l  that is s u p p o s e  to b e  a secret: or 

w h a t e v e r ?

L o e f f l e r : P o i n t  n u m b e r  one: there are- b o t h  p u b l i c  an d n o n p u b l i c

s o u r c e s  of i n f o r m a t i o n  that s u g g e s t  the c o m m i s s i o n e r s  are g o i n g  

a w a y  f r o m  u s .
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T h e r e  is the d e r e g u l a t i o n  m o v e m e n t  i n  C o n g r e s s  and m a y b e  S e n a t o r  

S t e v e n s  c a n  b l o c k  t h a t  f o r  T A P S  a n d  m a y b e  h e  can't.

F o u r  y e a r s  f r o m  now, 

if y o u ' v e  g o t  a n e w  n a t i o n a l  a d m i n i s t r a t i o n  that is v e r y  

c o n s u m e r - m i n d e d  it m i g h t  t u r n  again. I can't - I ' m  j u s t  t e l l i n g  

y o u  w h a t  w e  k n o w  a b o u t  the p e o p l e  w h o  are on the C o m m i s s i o n  

today. •

In D e c e m b e r  ,j one d e m o c r a t  on the C o m m i s s i o n  w h o m  w e  t h o u g h t  w a s  

m o s t  f a v o r a b l e  to o u r  p o i n t  of v i e w  a nd to the J u d g e ' s  d e c i s o n  of 

law, c a m e  and g a v e  a s p e e c h  t h a t  w a s  r e p o r t e d  p u b l i c l y  s a y i n g  

that he w a n t e d  to .go w i t h  o n e  of t h e s e  o t h e r  form ulas. It - it 

s h o o k  us up. T h a t ' s  n u m b e r  one. *
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N u m b e r  t w o  - the i s s u e  of w a s t e  a n d  m i s m a n a g e m e n t :  the P h a s e  T w o

case. T h i s  o ne is c u r r e n t l y  b e i n g  tried, t h e r e ' s  no d e c i s i o n  on 

it y e t  b e f o r e  the l a w  j u d g e .  I t ' s  n o  s e c r e t  the l a w  j u d g e  

d o e s n ' t  l i k e  it. H e  said, w a l k i n g  o u t  cf the h e a r i n g  r o c m  the 

o t h e r  day, " I ' m  c o u n t i n g  o n  the s e t t l e m e n t  to s a v e  m e  ktom this."

S p e c i a l  c o u n s e l  T e r r y  L e n z n e r  h a s  g i v e n  us an e s t i m a t e  of w h a t  is 

the m o s t  h e  c o u l d  w i n  a n d  w h a t  h e  b e l i e v e s  is the l i k e l y  r e sult.

- 6 -
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K a l f o r d :

L o e f f l e r :

L e v i n e :

L o e f f l e r :

T h e  t h i r d  p o i n t ,  D e p a r t m e n t  of J u s t i c e .  D e p a r t m e n t  of J u s t i c e
*%

staff, m a i n l y  D o n  K a p l a n  -who h as b e e n  on the case for fi ve y e a r s  

as the l i t i g a t i o n  coun’sel

m a d e  a r g u m e n t s  s i m i l a r  to the e x t r e m e  p o s i t i o n  

e x p r e s s e d  i n  D e n n i s  M e l v i n ' s  letter. W e  did a lot of w o r k  

r e s p o n d i n g  to K a p l a n ' s  a r g u m e n t s .  I n  fact, three w e e k s  ago he

$
s a i d  v e  m i g h t  b e  v i o l a t i n g  the a n t i - t r u s t  laws, b e c a u s e  v k  got 

o u r  a t t o r n e y s '  f e e s  b a c k  .out of the s e t t l e m e n t ,  it's a v i o l a t i o n  

of the E l k i n s  A c t  as a r e b a t e  or a d i v i d e n d .  In r e s p o n d i n g  to 

the a n t i - t r u s t  p r o b l e m s  a nd t r y i n g  to get a f i x e d  rate as f a r  as 

t he s e t t l e m e n t ,  w e  - w e ' v e  s p e n t  a lot 'of time d o i n g  e legal 

m e m o .  W e ' v e  l o c k e d  in [ A s s i s t a n t  U.S. A t t o r n e y  G e n e r a l  W i l l i a m ]  

B a x t e r  on M o n d a y ,  H e  says,
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1 d o n ' t  h a v e  a n y  p r o b l e m  w i t h  the s e t t l e m e n t  ' - 

e x c e p t  o n e  - I w a n t  to k n o w  w h a t  h a p p e n s  in 1993. A n d  all I n e e d  

is a r a t e  b a s e  n u m b e r .  I d o n ' t  care w h a t  it is ( w ithin 

r e a s o n a b l e  l i m i t s ) ,  so l o n g  as I can m e a s u r e  this r a t e  of r e t u r n  

for the w h o l e  p r o j e c t  a g a i n s t  it. T h e  s e t t l e m e n t s  is f i n e  w i t h

N o w  w e ' r e  t r y i n g  to s a t i s f y  the c o n c e r n s  of the D e p a r t m e n t  of 

J u s t i c e  b y  s h o w i n g  t h e m  on t h e i r  o w n  n u m b e r s  that the r a t e  of 

r e t u r n  o n  the i n v e s t m e n t  o v e r  the life of the p r o j e c t  will' n o t  

e x c e e d  8 1 r e a l  r a t e  of return.

A g a i n ,  y o u ' v e  got - I m e a n  - 7 can m a k e  thi sort of argumerA:

'
[i.e. t h e * M e l v i n  letter] j u s t  as w e l l  as Melv. n has. It is the 

a r g u m e n t  t h a t  w e  w i l l  m a k e  if we don't go ahead w i n h  the 

s e t i l e m e n t .

B u t  I d o n ' t  w a n t  to b e  q u o t e d  p u b l i c l y  as saying

/
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W e  h a v e  f i n a l l y * -  I s h o u l d  h a v e  s a i d  this p r o b a b l y  in the first 

p l a c e  - the s e t t l e m e n t  h a s  to b e  a p p r o v e d  b y  the Commission, T h e  

s t a n d a r d  is j u s t  and r e a s o n a b l e  and in the p u b l i c  interest. 

A p p r o v a l  of the set .lement is a p u b l i c  p r o c e s s  in w h i c h  e v e r y o n e  

a n d  t h e i r  b r o t h e r  c a n  m a k e  c o m m e n t s  a n d  o b j e c t  to the settle m e n t .  

It goes, up to t h e  C o m m i s s i o n  a n d  t h e n  it goes to the courts.

«
*

W e  h a v e  r e s e a r c h e d  t h e  law, t h e r e  is a lot of l a w  t h a t  says the 

v a l u e  o f  c e r t a i n t y  in a l i t i g a t i o n  that h a s  b e e n  h o t l y  c o n t e s t e d  

m a k e s  sense in the p u b l i c  int erest.

n
Parr: M a y b e  # o w  t h e y ' r e  a n s w e r i n g  the q u e s t i o n  I w a s  t r y i n g  to

r a i s e  a w h i l e  r. go. W e ' r e  b , w e ' v e  got -see. m o n e y  on a horse,

right"?

L o e f f l e r : T h a t ' s  fight.

Parr: A n d  y o u r  j u d g m e n t  is that w e  h a v e  b e t  e n o u g h  m o n e y  on t h a t

h o r s e  to go - to go to cop o u r  b e t s  a nd take - cut our l o s s e s  and 

get out. ^  t

» ;i• t

L o e f f l e r : Right . *

Parr: Is t h a t  w h a t  y o u ' r e  saying?
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L o e f f l e r : I t ' s  m o r e  like, " Q u i t  w h i l e  w e ' r e  a h e a d . "  W e ' r e

ahead, t h e r e’s no q u e s t i o n ,  w e ' r e  a h e a d  b a s e d  on t h a t  l a w  j u d g e ' s  

d e c i s i o n .  B u t  s e v e r a l  t hings h a v e  happened, i n t e r e s t  r a t e s  h a v e  

z o o m e d  u p  - I m e a n  h e  /?as t a l k i n g  a b o u t  an 1 1 . 5  o v e r a l l  r a t e  of

r e t u r n  a n d  n o w  w e  see 15, 16, 17, a n d  18 c o m i n g  out of the

C o m m i s s i o n .  E v e n  u n d e r  h i s  r a t e  of r etu rn f o r m u l a ,  that 

a d j u s t m e n t  w i l l  o c c u r  a u t o m a t i c a l l y  and i n c r e a s e  the rates. W h a t  

w e  fear, is t h a t  if w e  go to the C o m m i s s i o n  a n d  w e  c a n  a s k  t h e m

to d e c i d e  it f a s t  and m a y b e  t h e y  w i l l  and m a y b e  they w o n ' t  - thd'y

are n o t  going to t a k e  t h e m  j u d g e ' s  decision, b u t  t h e y  are g o i n g  

to take s o m e t h i n g  t h a t ' s  a lot less f a v o r a b l e  to us.

On the p a r t  of the case t h a : h i s  n o t  yet b e e n  d e c ided, the P h a s e  

T w o  C o s t  O v e r r u n ,  w e ' v e  m a d e  a g o o d  case, t h e r e ' s  n o  q u e s t i o n  of 

i t .

C o t t e n : Weil.

F a h r e n k a m p : R e p r e s e n t a t i v e .

C o t t e n : Well, p r o b a b l y  s o u n d s  like a real s i m p l e  q i ^ s t i o n ,  b u t

d o n ’t those g u y s  k n o w  it too. D o e s n ' t  BP k n o w  that it is s o r t  of 

g o i n g  the o t h e r  w a y  - y o u  k n o w  - w h a t  makes t h e m  so a n x i o u s  to 

s e t t l e .
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L o e f f l e r : W e l l  it's the c e r t a i n t y .  I m e a n  I r e a l l y  t h i n k  the

i n t e r e s t  isn't m u c h  d i f f e r e n t  t h a n  us. T h e y  k n o w ,  on the o t h e r  

h a n d ,  w e  c a n  d r a g  it out for a l o n g  time, d e p e n d i n g  u p o n  w h e t h e r  

t h e  r e s o u r c e s  a r e  c o m m i t t e d  to t h e  case, I ' m  as g o o d  as the n e x t  

f e l l o w  and so o n  - T e r r y  L e n z n e r  or J o h n  C l e a r y  are b o t h  c a p a b l e  

of s t r e t c h i n g  t h e  c ase out. So t h e y  [the P i p e l i n e  C ompa n i e s ]  

l i v e  w i t h  u n c e r t a i n t y  too.

F a h r e n k a m p ; A r e  t h e i r  f u r t h e r  q u e s t i o n s ?

«

C o t t e n : N o t  j u s t  d e p r e c i a t e d  d o l l a r  thing y o u  t o l d  m e  about

e a r l i e r .  M a y b e  I m i s u n d e r s t o o d  s o m e t h i n g  but, it is to the

a d v a n t a g e  to t h e  p i p e l i n e  o w n e r s  to s t r e t c h  it out, c o u l d  they

p a y  us off if t h e y  lose - d e p r e c i a t e d  dollars.

*

L o e f f l e r : T h a t ' s  right. j

H a l f o r d : It's to our a d v a n t a g e  to s e t t l e  now, c a u s e  w e  get the

d o l l a r s  at p r e s e n t  dollars.

i • .

l o e f f l e r : W h o  g e t s  r e d u c t i o n .  ?

H a l f o r d : Is t h a t  the p o i n t  ’ ;u w e r e  m a k i n g  a w h i l e  ago?

L o e f f l e r : Yes. W e ' v e  - two t h i n g s  - w e ' v e  g o t  it n o w  in the

s e t t l e m e n t  a g r e e m e n t  that the t a r i f f  drops. R i g h t  d o w n  to the
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a v e r a g e  r a t e  is a r o u n d  $6.00 t h a t ' s  b e i n g  c h a rged. It w i l l  drop 

as s o o n  as the s e t t l e m e n t  is a p p r o v e d ,  I g u e s s  is th eir . . .

L e v i n e :  I m m e d i a t e l y  u p o n  f i l i n g  of the s e t t l e m e n t ,  the t a r i f f

w i l l  d r o p  to $ 5 . 5 0 .  As s o o n  as the s e t t l e m e n t  is a p p r o v e d  the

r a t e  w i l l  drop s t i l l  f u r t h e r  to $4.62.

L o e f f l e r : N o t  - I d o n ' t  w a n t  to o v e r p l a y  this b e c a u s e  t h e r e  are

p e o p l e  w h o  are g o i n g  to o p p o s e  it, y o u  can see that. Mr. M e l v i n
•

- h e  c a n ' t  t a k e  it to court. D e p a r t m e n t  of J u s t i c e  m a y  d e c i d e  to 

a n d  t h e y  m a y  d e c i d e  n o t  to. T h e r e  are o t h e r  p e o p l e  w h o  can take 

it to c o u r t  a n d  if c o u l d  b e  t h r o w n  out.

U n i d e n t i f i e d  l e g i s l a t o r : I t h o u g h t  y o u  said the D e p a r t m e n t  of

J u s t i c e  . . . ?

L o e f f l e r : T h e y  h a v e  one c o n c e r n  i n  tha t if w e  can m e e t  t h e i r

c o n c e r n  a b o u t  h a v i n g  a r a t e  b a s e  n u m b e r  or s o m e t h i n g  that m e e t s  

t h e i r  s t a n d a r d s  m i g h t  - a f t e r  the s e t t l e m e n t  is over . . . T h e  

a p p r o a c h ,  l i k e  it or hot, of e v e r y o n e  w h o  has b e e n  i n v o l v e d  in 

this is, " W h a t ' s  in it f o r  m e ? "  D e p a r t m e n t  of J u s t i c e  - w e l l  

t h e y  s p e n t  a lot of time a n d  m o n e y  on this case so t h e y  waftt to 

g e t  s o m e t h i n g  o u t  of it too. A  t e n - y e a r  s e t t l e m e n t  may be .fine 

f o r  the S t a t e  of A l a s k a .  T h e  D e p a r t m e n t  of J u s t i c e  has w e a k e n e d .  

B i l l  B a x t e r  says, " $ f t e r  a l l , "  he says, " y o u  g i v e  me a r a t e  b a s e  

n u m b e r  in 1993, an d t h a t ' s  all I w a n t . "
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L e v i n e : W e  d o n ' t  h a v e  it n a i l e d  d o w n  y e t  so t hat's w h y  Hr.

L o e f f l e r  c o n c e d e d  the p o s s i b i l i t y  t h a t  the D e p a r t m e n t  of J u s t i c e  

m i g h t  c h a l l e n g e  the s e t t l e m e n t .  U n t i l  w e  g e t  t h a t  n a r r o w e d  down.

F a h r e n k a m p ; R e p r e s e n t a t i v e  Vaska.

V a s k a : Y o u  - a c o u p l e  of t h i n g s  y o u  m e n t i o n e d  the f e d e r a l

a n t i t r u s t  d i v i s i o n .

F a h r e n k a m p : Yeah.

V a s k a : N o w  t h e r e  use.

L o e f f l e r : T h a t ' s  D e p a r t m e n t  of Justice.

V a s k a : O k a y  -that's the D e p a r t m e n t  of Justice.

L o e f f l e r : T h e y  are a p a r t y  to the case. Yeah, okay fine.

V a s k a : A n d  y o u  sai d that t h e y  w o u l d  take it away f r o m  the F E R C ?
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L o e f f l e r : T h e  h e a d  of the a n t i t r u s t  d i v i s i o n  said h e  d i dn't

b e l i e v e  the F E R C  w o u l d  e v e r  d e c i d e  T A P S  or W i l l i a m s  a n d  that  
At-

m a y b e ^ o u g h t  to f i n d  a w a y  to take  it a w a y  fro m-t h e m .  N o n e  of us

in the r o o m  k n e w  w h a t  h e  m e a n t .  L e g i s l a t i o n  is the o n l y  o b v i o u s

r
w a y  to do that. T h e r e ' s  n o t  - y o u  got to - its b e f o r e  the F E R C  

b y  l e g i s l a t i o n  - and it w o u l d  t a k e  l e g i s l a t i o n  to take it away.

F a h r e n k a m p : R e p r e s e n t a t i v e  R a n d o l p h .

R a n d o l p h : C h a r g e s  m o v i n g  w i t h  w a t c h  again, I d o n ’t t h i n k

b u t  T. t h i n k  its a b s o l u t e l y  i m p e r a t i v e  that the folks - if w e ' r e  

g o i n g  to s t i c k  w i t h  some of t h e s e  time frame. G o v e r n o r ' s

o r i g i n a l  c o m m u n i c a t i o n  that t h e s e  f o l k s  come b a c k  a g a a n  n e x t  w e e k  

a n d  c o n t i n u e  this.

L o e f f l e r : Y c u  a d v i s e  us a n d  w e ' l l  come back.

F a h r e n k a m p : O kay, are t h e r e  f u r t h e r  q u e s t i o n s  b e f o r e  w e  go b a c k

into g e n e r a l  - is that all y o u ' v e  got to say.

L e v i n e :  O n e  small c o m m e n t  w h i c h  I t h i n k  is important. O n e  of

the t h i n g s  the s taff of the l e g i s l a t u r e  and W i l s o n  and Mr. M e l v i n  

t a l k e d  a b o u t  in their m e m o s  is that the-re is n o t h i n g  in the T A P S  

r e c o r d  that s u p p o r t s  any m e t h o d o l o g y  e x c e p t  v a l u a t i o n ,  w h i c h  a 

lot of p e o p l e  t'-lnk is n o n s ense^ and o r i g i n a l  cost. T h a t ' s  right. 

A n d  t h a t  m e a n s  that one of the m o s t  l i k e l y  things the C o m m i s s i o n
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ca do is to s e n d  the case  b a c k  d o w n  to the A d m i n i s t r a t i v e  L a w  

J u d g e  f o r  a n e w  r o u n d  of h e a r i n g s  a n d  e v i d e n c e  on t h e s e  o t h e r  

m e t h o d o l o g i e s .  T h a t  adds t h r e e  y e a r s  o n t o  all the e s t i m a t e s "  

w e ' v e  b e e n  g i v i n g  you.

F a h r e n k a m p : L e t  me.

L o e f f l e r ; T h e r e  a r e  all sorts of w a y s  to

p o s t p o n e  a d e c i s i o n ,  e s p e c i a l l y  for a b u n c h  of p e o p l e  w h o  d o n ' t 

w a n t  to m a k e  them.

F a h r e n k a m p : A r e  t h e r e  any o t h e r  q u e s t i o n s  in b e f o r e  w e  go b a c k

i n  g e n e r a l  session. Is t h e r e  a n y t h i n g  else that they w a n t  to 

say. I t h i n k  . . .

L o e f f l e r : L e t  m e  look at m y  n o t e s  quickl y.

F a h r e n k a m p : B e c a u s e  I t h i n k  it is i m p o r t a n t  the re m a y  be

q u e s t i o n s  t h a t  w e  c a n ' t  t h i n k  of to ask r i g h t  n o w  that are  s h o u l i

b e  b r o u g h t  out in the ’e x e c u t i v e  session. T h a t  -

L o e f f l e r : T h e r e ' s  one t h i n g  I w a n t  to say.

F a h r e n k a m p ;  T h o s e  in the e x e c u t i v e  session.
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L o e f f l e r :

L e v i n e : T h e  o n l y  r a t e s  o n  the t a b l e  w e r e  78-79 rates.

L o e f f l e r : A n d  then they d i s m i s s e d  those, t h e y  say that those

w e r e  o k a y  and t h e n  y o u  got to c o m e  b a c k  in the n e x t  race. ' I

m e a n  it's n o t  a v e r y  satisfa-.tory p r o c e s s ,  b u t  t h e r e ' s  if the

c o m m i s s i o n  is p r e d i s p o s e d  n o t  to face the h a r d  i ssue then t h e y

ta k e  the e a s y  out of s a y i n g  the e a r l y  r a t e  w a s  j u s t  and

r e a s o n a b l e  for v a r i o u s  r e a s o n s  - one m i g h t  be b e c a u s e  the state 

d i d n ' t  p r o v e  its case w e l l  e n o u g h ,  or b e c a u s e  the i n t e r e s t  rates 

h a v e  c h a n g e d  a n d  y o u  look at it n o w  and they look o k a y  and y o u  

w a n t  a n y  o t h e r  nu mber,' A n d  ther y o u ' v e  got a e r o  in the

b a n k .

Parr: O k  no I g u e s s  the q u e s t i o n  comes b a c k  to me out

n o t  b e i n g  an a t t o r n e y  y o u  knov; b u t  w e ' r e  t a l k i n g  a bout 2 b i l l i o n  

do l l a r s ,  as far as I'm c o n c e r n e d  b e l o n g s  to the St ate of A l a s k a .  

A n d  the c o s t s  b y  c o m p a r i s o n  of c a r r y i n g  this t h i n g  f o r w a r d  is 

obv'.ously slight. So w h a t  y o u ' v e  got to do is f i g u r e
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of c a r r y i n g  it f o r w a r d  a g a i n s t  3 b i l l i o n  let's say on one h a n d

a n d  the odds of s u c c e s s  on the other. A n d  t hat's  w h a t  this

/
g e n t l e m a n  c a n  t e l l  us in p r i v a t e  '

w h a t  a r e  o u r  'chances of c o m i n g  o u t  on top of this thing. O n e  in 

t h r e e  - one in five.
c"

L o e f f l e r : I w o u l d  say w h a t  w e  d i d  - w h a t  w e  did w a s  s o - c a l l e d

d e c i s i o n  t r e e  a n a l y s i s  e a c h  o u t c o m e  it w a s n ' t  a

a n d  I s t i c k  b y  t h o s e  v i e w s  b u t  c o m i n g  out on top for the w h a t  y o u  

c a l l  a 3 b i l l i o n  d o l l a r s  o f f  I w r u l d  say there one in ten' or 

l e s s .

B r o w n : Okay, i . there one in ten then h o w  m u c h  w i l l  it cost.

W h a t ' s  the rule?

H o w  m u c h  t h e  l i t i g a t i o n  fees.

Yeah.

B oy y o u  got a b o u t  15 m i l l i o n  dollars.

T o t a l  cost of the ca se • 35 m i l l i o n .

W e  s p e n t
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W h a t  do y o u  t e l l  t h e m

23 foillion, 35 m i l l i o n  

F a h r e n k a m p : R e p r e s e n t a t i v e  Vaska.

V a s k a : T h a n k  y o u  M a d a m  C h a i r m a n .  O n e  m o r e  q u e s t i o n .  . T h e  a f f e c t

of  a s e t t l e m e n t  or a c o n t i n u e d  l i t i g a t i o n  on f u r t h e r  d e v e l o p m e n t  

o f  oil and gas. U s u a l l y .

It d o e s n ' t  t o u c h  - w i t h  c o m p a r a t i v e s .4

Okay, w h a t  a b o u t  all the o t h e r  p r o d u c t i o n s ?

L o e f f l e r : O u r  I'll  tell y o u  w h a t  m y  f e e l i n g  is, I fee l t h a t  it

h e l p s  i n  two r e s p e c t s .  N u m b e r  1 C h a r g e d  r a t e  w i l l  drop this  y e a r  

$ 1 . 6 0  o r  $ 1 . 7 0  f r o m  w h a t  it is today. So n e w  c o m p a n i e s  n o t  t h o s e  

that 

up
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b r e a k i n g  r a t e s  for t h e  n e x t  t e n  y e a r s  to f i g u r e  out

a f t e r  t r a n s p o r t a t i o n  h o w  m u c h  t h e y  get. So I t h i n k  t h a t  helps. 

B e c a u s e  y o u ' r e  f o l l o w i n g  y o u r  t r a n s p o r t a t i o n .  N u m b e r  2 I h a v e  

to t h i n k  t h a t  m o s t  p e o p l e  w i l l  d i f f e r  w i t h

t h a t  r e m o v i n g  this sor t o f  o p e n . s o r e  b e t w e e n  the S t a t e  a n d  oil 

c o m p a n i e s  is f a v o r a b l e  t o w a r d s  r e s o u r c e s  t h a t ' s  m y

p e r s o n a l  j u d g m e n t .

F a h r e n k a m p : A r e  t h e r e  a n y  f u r t h e r  q u e s t i o n s .  A n y  t h i n g  else y o u

w a n t  to b r i n g  to us b e f o r e  w e

B r o w n : O k a y  - one m o r e  t h i n k , J u s t  to try and f o l l o w  this down.

Y o u  s a i d  less than one  in ten, 35 m i l l i o n  dollar s, is the 3 

b i l l i o n  d o l l a r  f i g u r e  a d i s c o u n t e d  f i g u r e  a p r e s e n t  d o l l a r  value.

L o e f f l e r : It's 1.7 is the n e t  p r e s e n t  value.

L e v i n e : But.

e v e r y t h i n g  ' a s s u m i n g  it h a p p e n s

B rown: A t  w h a t  i n t e r e s t  rate?

Le v i n e :  6.25 7..

- 1 9 -
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S t o l l e r : T h a t  is $1.7 b i l l i o n ^  d i s c o u n t e d  at 8 ^  in 1 9 8 2  dollars.

W e  h a v e  t h a t  f i g u r e  f r o m  H i l t  B a r k e r - w h o  d i d  t h e m  today.

B r o w n : H i g h  this w o u l d  b e  lower, and that a s sumes

6. 2 5  7, i n t e r e s t  on it.

L o e f f l e r : W e ' v e  a r g u e d  f o r  a h i g h e r  r a t e  on refun d s ,  a n d  in

o t h e r  a r e a s  t h e  c o m m i s s i o n  doe's a p p l y  a h i g h e r  rate, b u t  the rate  

t h a t ' s  a p p l i e d  in t h e s e  o n e s  a r e  a c c o r d i n g  to an e s t a b l i s h e d  r u l e  

f o r  o i l  p i p e l i n e s  is 6.25.

U n i d e n t i f i e d  l e g i s l a t o r : B u t  w h a t  if is takes ten years i n s t e a d  •

of f i v e  y e a r s ?

L e v i n e :  N e t  p r e s e n t  v a l u e  w i l l  go d o w n  40^.

U n i d e n t i f i e d  l e g i s l a t o r : So w e ' r e  d o w n  to 1 m i l l i o n  d o l l a r s  ten

y e a r s  f r o m  n o w  is the p r o b a b l y

L e v i n e :  T h a t ' s  o f f  the b a c k  of m y  h e a d  r u l e  of 72 I

d o n 't k n o w .

Y o u  c o u l d  f i g u r e  it o u t f i t ' s  n o t  d i f f i c u l t .

F a h r e n k a m p : R e p r e s e n t a t i v e  Brown.

- 2 0 -
AGO 806299



B r o w n : C h a i r  I ' m  s o r r y  to b e  a c t i n g  l i k e  it's the e n d  of a

F r i d a y  a n d  n o t  g o i n g  t h r o u g h  the c h a i r  b u t  y o u  n o w  if the odds 

a r e  t e n  to one a g a i n s t  us, b u t  the i n v e s t m e n t  is two to a 

h u n d r e d ,  a n d  m y  d a d d y  t a u g h t  m e  t h a t  w h e n  the a m o u n t  of m o n e y  

t h a t ' s  o f f e r e d  y o u  in the t a b l e  .is the i n v e r s e  of the odds y o u ' r e ,  

g o i n g  to i m p r o v e  y o u r  h a n d ,  y o u r  g o i n g  to stay in. y o u  d o n ' t  f o l d  

y o u r  c a r d s .

L o e f f l e r : T h a t . d e p e n d s  on y o u r  a p p r o a c h

B r o w n : I j u s t  ran out here, y o u  k now, so.

L o e f f l e r : I - u l t i m a t e l y  y o u  h a v e  to m a k e  the j u d g m e n t ,  I m e a n  I -

it's n o t  m y  judgment,. I ' m  a h i r e d  g u n  as is any lawyer. I can 

g i v e  y o u  m y  c h a n c e s  and m y  t h o u g h t s

C a r e f u l .

L o e f f l e r : h e r e  g e t t i n g  that m u c h  money. slip, y o u

ar e  g e t t i n g  m o n e y  u n d e r  the s e t t l e m e n t ,  I m e a n  so it's n o t  - I 

d o n ' t  k n o w  w h a t  y o u  do.

B r o w n : T w o  d o l l a r s  w i l l  get us a h u n d r e d  a n d  the odds a g a i n s t  us

are t e n  to one again.

L o e f f l e r : T w o  d o l l a r s  m a v  get y o u  a hundred.

- 2 1 - AGO 886300



B r o w n :  W e l l  yeah, the m a y  is in the odds that w i l l  g e t  us two to

o n e  a g a i n s t  us. A n y  p o k e r  p l a y e r  stays in.

L o e f f l e r : But, it depen d s ,  I d o n ' t  p l a y  p o k e r  so m a y b e  that.

F a h r e n k a m p : Rep. K a l f o r d .

H a l f o r d : Y e a h  - let m e  j u s t  t r y  a n d  f o l l o w  that - n o t  b y  a s k i n g

n o t  to s a y  y o u  said the b e s t  is ten to one - for one

t hing, a n d  if its a b i l l i o n  d o l l a r s  ten y e a r s  d o w n  the road,

w h a t  d o e s  the s e t t l e m e n t  g e t  us p e n d i n g  ten y e a r s  d o w n  the road? 

a b i l l i o n  d o l l a r  d i f f e r e n c e  b e t w e e n  the s e t t l e m e n t  and ‘ is 

a b i l l i o n  d o l l a r  d i f f e r e n c e .

L o e f f l e r : In 1982.

H a l f o r d : Right.

L o e f f l e r : b e t w e e n  the s e t t l e m e n t  t o d a y  and w i n n i n g  e v e r y t h i n g  in

1992. T h a t ' s .

As is less t h a n  one out of ten.

L o e f f l e r : Yeah.

F a h r e n k a m p : R e p r e s e n t a t i v e .
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C o t t e n : O f  course, this d i s c u s s i o n  of v a r i o u s  p r o b a b i l i t i e s  of

g e t t i n g  m o n e y  b a c k  d o e s n’t m e a n  too much, b e c a u s e  y o u  got to care 

f o r  v a r i o u s  t a r i f f s  t h r o u g h  to 1992 t h o s e  to so t hat's a

p r e t t y  s u p e r f i c i a l  w a y  of l o o k i n g  at it.

L o e f f l e r (?): Y o u  d o n ' t  h a v e  all the n u m b e r s  in f r o n t  of you.

L e v i n e : n u m b e r s

I t h i n k  the m e t h o d o l o g y  is o v e r w o r k e d  too. But

t h a t 's w h a t

L o e f f l e r : E x c u s e  m e  b u t  I've g o t  to r e a l l y  run.

F a h r e n k a m p : A n y  o b j e c t i o n s ?

C o n d o n : D o  y o u  w a n t  t h e m  b a c k  n e x t  w e e k ?  I'll b r i n g  t h e m  back.
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Official Buxine**
Poach V  

State Capitol 
Jtmeau, Alaska 99811

M a y  17, 1982

Wilson L. C o n d o n  
Attorney General 
D e p artment of L a w  
P o u c h  K
J uneau, A K  99811 

Dear Wil:

T h e  m e m b e r s  of the House Special Gas Pipeline Committee a n d  the 
Senate Resources Committee would ]ike to thank you for yo u r  
presentation on the T A P S  settlement. Y o u r  attempted settlement of this 
long standing litigation is to be c o m m e n d e d  a n d  certainly appreciated. 
Although a difficult decision, w e  do not believe that the state should 
proceed with the settlement.

W e  believe that the state should continue with the Phase I litigation in 
order to establish a methodology necessary' for long term stability. 
Although the proposed settlement m a y  be a reasonable compromise of the 
state monetary interests through this decade, w e  believe that it is only 
t h r o u g h  litigation that w e  can establish a principle that m a y  last 
th r ough this century. T h e  development of future North Slope reserves 
will b e  directly affected b y  pipeline tariffs. T h e  present litigation is 
the Lest chance uhe state has of establishing a favorable methodology 
that will materially aid the development of these reserves. Although 
the matter is complex, it is our view that the policy of developing the 
future reserves of the state outweighs the present certainty of the 
revenues that the settlement would secure.

Ev e n  t h o u g h  w e  would not n o w  accept a settlement of the P h a s e  I 
issues, the committee would still consider a Phase ET rate base deduction 
settlement as long as that consideration has no adverse impact o n  either 
the timing or the overall outcome of the Phase I tariff methodology 
decision.

House Special. Gas Pipeline Committee Senate Resources Committee

R H / B F / l s
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FROM: S a n d r a  S c h u b e r t

DATE: May 1 9 ,  1982

RE: Ta p e  o f  TAPs H e a r i n g  -  May 7,  1982

In t h e  p r o c e s s  o f  b e i n g  d u p l i c a t e d ,  Ta p e  I ( 5 / 7 / 8 2 )  b r o k e  

A l t h o u g h  i t  h a s  b e e n  s p l i c e d  b a c k  t o g e t h e r ,  a p o r t i o n  o f  t h e  

d i a l o g u e  may  h a v e  b e e n  i n a d v e r t e n t l y  d e l e t e d .
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