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EXAMPLE OF TAX POLICY CN SHIPS S5UNKEH SALES

VESTCOAST: RESIDUAL FUEL CIL AND ANY BLENDED VARIETY SCLD AS SHIPS
BUNKERS IS NCT SUBJECT TO ANY EXCISE TAX OUTSIDE CF ALASKA.
CALIFORNIA IMPOSED A SALES TAX CN SHIPS BUNKERS AND THE MARKET
"DRIED OP™ . THE 5TORY IS AN OUTSTANDING EXAMPLE CF HCW TAXING
POLICY CAN IMPACT A MARKET.

SOURCE: CIL PRICE INEORMATICN SERVICE (OPIS)
4 92-07-22 14:45:07 EDT
* PAMARINE FUEL BUSINESS F"DRYING UP®" IN CALIFORNIA: JCC REPORTS

Today"s Journal cf Commerce, in a lead article, says chat the
marine fuel business in California 1is drying up.

In lass char a year, sales cf marine fuel 1in California have
sunk from 4 million bbls merichly cc 1 million bbls. The reason fcr
che decline: Che scace sales can on [bunker]-fuel purchases.

The a. 25 pcc tax were, ir.co efface lasc July as a mechanism Co
help che scace raise money Co close a bucgec decide. Irscaad, che
sarc has driven business away from California and 1is coscirg che
scace mere chan 52 million in lose payroll taxes and ocher faes,
according Co a scudy commissioned by che Pacific Merchanc Shipping
Asscciacicn.

Lcs Angelas cnca ranked with Rcccardam and Singapore as one cf
che world®"s biggesc marine fuel cores, vrapcrts che JCC. Ic

wciddn"-t sake che Cop 20 today.

5 92-09-23 14:42 :57 EDT
»* CALIFORNIA REPEALS (BUNKER] FUEL TAX
California Gov. Peta Wilson accrcved chs raoeal cf a marina

fuel sales tax that nearly devastated Southern California“®s
[bunker] market by driving away business, che Journal cf Commerce
reports 1in coday"s 1issue.

The tax "placed California businesses an a competitive
disadvantage with businesses in other states,”" che governor said
in a scacamer.c announcing che repeal.

The repeal will cake affect January 1, 1992. The 3.25can on
(bunker] fuel was 1imposed a little mere than a year age, as pare
of an effort cc raise money to close a huge scace budget deride.

This particular cax ended up costing California [bunker] fuel
business, as snips bunkered in areas with no taxes. Lcs Angelas
sunk from being cr.e cf the top three [bunker] markets in che
councry co roc even being in the top 20, the Journal cf Commerce

THE CALIFORNIA 3.25* DRCVE BUSINESS AWAY. WITH THE ALASKA RATI CF

12*, BUNKER SALES IN-STATE ARE SPECIAL CIRCUMSTANCES ONLY. (I.E

WEATHER EMERGENCIES, BALLAST NEEDS, [IN-HOUSE REQUIREMENT) THERE

s NO "MARKET"™ PRESENTLY BUT THERE COULD BE IF THE ALASKA MARINE

-AX CN HEAVY SHIPS BUNKERS WERE REDUCE TO 1 CENT PER GALLON. IN
THERE 1S A GCCI "CASE™ FOR TAX REVENUE GOING UP

PETRO MARINE SERVICES

IMET wenams A v ins: -
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RESIDUAL FUEL SPECIFICATIONS: THE DEFINITION IN HOUSE SILL 453 AND
SENATE BILL 327 INTENDS TO EEFEE TC ANY SHIPS BUNKER THAT IS A
BLEND USING RESIDUAL FUEL OIL. UNFORTUNATELY LIKE A CASTLE, CNE
MANS BUNKER OIL IS NOT THE SAME AS ANOTHER. THERE ARE MORE THAN
ONE SET CF STANDARDS FOR ENGINE OILS:

- INTERNATIONAL COUNCIL CN COMBUSTION ENGINES ( CIMAC )

- BRITISH STANDARDS INSTITUTE ( 5SI )
- INTERNATIONAL STANDARDS ORGANIZATION ( ISO )

ONE OF MANY STANDARDS GENEFAULT USED TC GRADE FUELS IS ITS
VISCOSITY. ONE OF THE INDUSTRY GRADING STANDARDS IS KINEMATIC
VISCOSITY MEASURED IN WHAT IS CALLED CENTISTOKES (CST). THIS IS
A MEASURE OF THE NUMBER OF SECONDS IT TAKES FCR A FUEL TC PASS
THROUGH A STANDARD DEVISE UNDER CONTROLLED TEMPERATURES.

THE TYPE CF FUELS THAT WOULD BE COVERED BY THIS NEW LEVY ARE FUELS
THAT ARE THE RESULT CF BLENDING RESIDUAL TJEL OIL WITH A DIESEL
CR OTHER VISCOSITY BREAKER. THE RESULTING FUEL wiLL ALways HAVE
A VISCOSITY GREATER THAN NOI CR NC2 DIESEL. THE FOLLOWING ARE THE
GENERALLY ACCEPTED INTERNATIONAL STANDARDS FCR THE FUELS WE ARE

TALKING ABOUT.

KINEMATIC
VIS IN CS?
PRODUCT MIN MAX
NO2 DIESEL ( CALLED 1.3* 4,1 SOLD IN ALASKA AS HEATING
MARINE GAS CIL 1IN FUEL, MARINE DIESEL
THE MARINE FIELD)
NClI DIESEL 1.3 2.4 SOLD IN ALASKA AS HEATINC-
FUEL
MARINE FUELS GRADE DM5 2.5 11 CALLED MARINS GASCIL 1IN
DMC - 14 MARINE FIELD
RMA-10 $.Q 10
RiML-55 - 55
GAS .URBI1li “vY-4 Cl_,B>
a ,,
FUEL OILS GRADE NC. 4 5.5 24 SOMETIMES CALLED HADC
FUEL OILS GRADE NC. 5 53 163
FUEL CITS GRADE NC. 6 92 - CALLED NCS, RESIDUAL FUEL
THE SHIPS BUNKERS THA"
VISCOSITY RATING. THE
ED WITH RESIDUAL FUEL CIL TC ACHIEVE "ISCCSI TV.
STED SHI? BUNKER V 0" D_iSr._j
100 CST
130 CST 15
380 CST 0
420 CST ;.
900 CST

PURC MARINE SERMCES
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House Bill No. 453
Statement of Legislative Intent
March 8, 1?a4

H.3. 153 lowers the tax rate on marine bunker fuel from $0.05 to $0,015
er gallon in an effort to establish a new Alaska market, over 93.5% of bunk-:
uel produced in Alaska 1is exported to Japan cr the West Coast from Tesoro"s
anai refinery. The $0.05 per gallon tax prevents Alaska from servicing the
-ruise ship business, as bunker fuel 1is available at other locations at love

rices.

?cfal 3unkar Sales: Impact on Bill"s Financial Neutrality

A critical factor evaluated has been whether cr not there will be
sufficient sales volume increases to offsec the lower tax rate. There were
12 million gallons of taxable bunker fuel sold curing 1993 1in Alaska. -Tesor
accounted for 2/3"s this amount, using the product as bunker fuel for its
cankers, and for sales to other transport tankers. Alaska®s 1993 sales
generated approximately $600,000 in marine bunker fuel taxes. A reduction t
$0.01 would have reduced the tax income by $430,000 which translates ir.tc a
need fcr 50 Million more gallons cf product sales to retain revenue

neutrality. (Note: The total in-state bunker fuel sales 1in 1992 represent
Ly 1.47% cf the total produced 1in-stare. Source: Tesoro Alaska Petroleum
Company) .

Opportunity for New Market Development

Petro Marine Services has projected an expanded bunker fuel market from
the cruise ship industry if the current tax is lowered to $0,015. The
expected volumes are sufficient to offset the lower tax rate proviced by this
bill making it revenue neutral as it relates to the tourist ship business.

Sale cf gur.kar to Tanker Ships

During the 5 years (139-1992) vyears, the average usage was 5.3 MM gallons
ranging frcm as little as 1 MM gallons (19S0) tc 7.1 MM gallons (1991)."
Based on the five year average, the lower tax rate cf $0,015 would require an
additional 15 Million or more gallons of bunker sales per year to remain
revenue neutral. Tesoro dees r.ct expect tc experience such an increase, even
if the tax rate is reduced. This wculd be equivalent to approximately
$225,0G0 in lost taxes frcm bunkering tankers not in the cruise ship category.
Ibis dees net taka into account the economic benefit frcm the 12 new seasonal
)cbs created; sales and property taxes; a major investment in facilities at
Seward; and 1increased freight transportation business in the region. It is
rodear whether these benefits wi_i offset the less in revenue from a
reduction in tax rates to the tanker bunkering market.

Necialativa intent

If K3 452 1is enacted with a tax reduction applicable only to cruise
s-i.ps, a bill sur.set is expected. It is the intent of the legislature to
NExamine this 1issue prior to the law"s sunset to determine if the sales
vdumes have met these projected, and tc evaluate the extension of the lever
-sx rate tc the remaining bunker fuel customers, subject to identification c:
offsetting tax revenue, and or other tangible benefits, generated by the
-dal bunker fuel sales tc tour ships, tankers, and other users.
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GREATER SOLDOTNA CHAMBER CF COMMERCE
RESOLUTION NO. 94-3

A RESOLUTION SUPPORTING THE ADOPTON OF SENATE BILL NO. 327
"AN ACT AMENDING THE MOTOR FUEL TAX TO ESTABLISH A DIFFERENT TAX
LEVY CN RESIDUAL FUEL OIL USED IN AND ON WATERCRAFTS; AND
PROVIDING FOR AN EFFECTIVE DATE.'

WHEREAS, in 1970-72 heavy bunker fuel was sold, lo a small market, for

use instate; and

WHEREAS, in 1972, the present tax was placed on this fuel and ail sales
then ceased, and have remained non-existent since that date; and

WHEREAS, due to the excessive tax on heavy fuels if used instate, heavy

fules have no instate sales/useage; and

WHEREAS, there is currei Jly the potential for a market of these fuels in
Alaska, if the price of the fuel can be competitive with prices in Canada;

and

WHEREAS, Cruiselines have indicated a willingness to purchase Bunker
fuel in Alaska if the marine fuel tax rate is lowered; and

WHEREAS, the purchase of Bunker fuel by Cruiselines would have a

positive economic impact to the State of Alaska and the Kenai Peninsula

Borough,

NOW THEREFORE BE IT RESOLVED THAT THE GRIEATER SOLDOTNA CHAMBER
OF COMMERCE urges the Alaska Legislature to adopt Senate Bill No. 327.

ADOPTED this 3th day of March, 1994 at Soldotha, Alaska.

Kurt Eriksson, Vice President

ATTEST:

C

Cathy M. 6iark, Executive Director
\
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DRAFT - RESOLUTION 9%4-01

WHEREAS, there is a substantial demand for bunker fuel by the numerous cruise ships
that call on .Alaska ports and,

WHEREAS, ‘he 0 eratorfs of these cruise ships purchase bunker fuel a: the port where
they purchase at the most favorauie price and.

WHEREAS, ihe State of Alaska Marine Fuels Tax of S.05 per gallon preyents .Alaska fuel
Fers from.being co et?t?vel\rqt[]e%an er?ueﬁ market e|th%crts gn t%e U.S. West

SCU(?fstl and British C%I?Jm 13 and,

WHEREAS, this gro 0sed legislation is not exPected to reduce State revenues, hut rather,
api)ears likely tc 9 nerate incréased revenues to the State due to expected increase in
volume of bunker fuel sales at Alaska pons and,

WHEREAS, these increased sales of bunker fuel could potentially create as many as

twereSlZ?_ new seasonal jobs: generateas%l_flcan | cr%)ase In business for the
*ra sg rtation SUﬁgOft] #ustne; enerate additional loca sales an _proRert faxes: and
urther support the rapidly expanding tounsm business on the Kenai Peninsula and.

W'HEREAS, at this time, tourism is the fastest, growing industry in the State of Alaska.

NOW', THEREFORE, BE IT RESOLVED BY THE GREATER KENAI
HAMBER 'OF COMMERCE BOARD OF DIRECTORS THAT WE
EeEgSIi:’SEICJEHLLY URGE PASSAGE OF HB453/5B327 BY THE ALASKA STATE

re.

[ -

' ENAI CHAM F COMMERCE BC.ARD OF DIRECTOR
I,%?gED BY THE Igl;Agll::RK C ,1%550 CO CE BC.ARD O CTORS

alerie dmunds?n President
nag C %mber of Commerce
ard of Directors

ATTEST:

Laura R. Measles
Executive Director

~amSi)



CITY OF SEWARD ALASKA
RESOLUTION NO. 944130

A RESOLUTION OF THE CIO COUNCIL OF THE CITY
OF SEWARD. ALASKA.. SUPPORTING SB 327, ESTABLISHING
A DIFFERENT TAX LEVY ON RESIDUAL FUEL OIL
USED IN AND ON WATERCRAFT

_ WHEREAS, residual rue! oil currently produced bK Tesoro Alaska north or Kenai
is -old cs an export product due to the excessive tax on heavy fuels: and

WHEREAS, there is the potential to: amarket or these 1. els in Alaska if the price
of the fuel can be competitive with prices in Canada; and

WHEREAS, ninety cruise ships will visit the Port of Seward during the summer
of 1°%; and

WHEREAS, these cruise ships are currentIY purchasing their fuel oil in Canada
ana have indicated a desire to purchase fuel in Alaska; and

WHEREAS, the initial potential is forannual sales of $7,000,000 and employment
for seven to ten Alaskans;

NOW, THEREFORE,. BE IT RESOLVED BY TFIE CITY' COUNCIL OF THE CITY'
OF SEWARD, ALASKA, that:

~Section 1. The Seward City Council strongly urges the passa?e of SB 327, thereby
reducing the tax on residual fuel oil used inand on watercraft of all descriptions to one

cent per gallon.

Section 2. Copies of this resolutionihall be -en: to Governor Waiter J. Hicku.
Senator Suzanne Little and Representative lary Davis

Section 3. This resolution shall take:ffect immediately upon its adoption.

PASSED AND APPROVED by the Cy Council of the city of Seward, Alaska, this
14th day of March, 1994,

THE CITY' OF SEWARD, ALASKA

/ F£4-5f \
Davée W, Crane, Mayor



ALASKA TRUCKING ASSOCIATION, INC.
3-3 Or-va = Ancnorace. Alaska 98503 » PHONE ;907; 275-1"<?  FAX 190T| 2?7*-' 96

March 9, 1994

ALASKA TRUCKING ASSOCIATION POSITION PAPER

TO: Representative Gary Davis
and
Members of the Legislature

FROM: Frank J. Dillon, Executive Director Alaska Trucking
Association, Inc.

RZ: SUPPORT OF H.B. 453 AND S.B. 327

On behalf cf the 30C-member companies of Alaska Trucking
Association, Inc. 1 ask ycur support for the passage of House Bill

453 and corresponding Senate Bill 327.

H.3. 453 entitled "An Act Amending Motor Fuel Tax To Establish A
Different Levee on the Residual Fuel Oil Used In and On Water Craft
and Providing For An Effective Data." What this bill basically
does i1s reduce the tax on heavy bunker fuel from 5-cents a gallon
to l-cent a gallon.

The reason this legislation is needed is to bring the bunker fuel
price down so that we-can compete iIn selling fuel to cruise ships
which visit Alaska ports. Currently, virtually all the fuel burned
in Alaska®s waters i1s purchased in British Columbia. Refiners, who
as part of the refining process are left with the heavy bunker fuel
currently have little or no market in “Alaska for that fuel.

ATA Teels that this 1iIs exactly the scrt of business rcsk and
economic endeavor the state of Alaska should be involved In. We
recognize there are risks iInvolved iIn the worse case scenario the
state could lose revenue It fuel sales dc not iIncrease to offset
the reduction In the tax rata. We believe this is a legitimate and
reasonable business risk for the state of Alaska to take in order
to expand Alaska’s job base and economic activity.

In the trucking area alone we believe that the iIncreased sales
activity will result In 15-25 new and good paying jobs in Alaska"s
trucking industry.

Please move this tll. Please support this bill. It"s a good
piece of legislation.



City and Borough of Sitka

304 LAKE STREET. SITKA, ALASKA -99835

March 2, 1994

The Honorable Bart M. Sharp, Chair
Sonata Transportation Committee
Juneau, AK 99601-1192

FAX No. 465-2070

Re: SENATE BILL NO. 327

Soar 3enatar Sharp, N

Senate Bill no. 327 i1s a vary important i3Sue to the City
and Borough of Sitka, 1f It passes we have a commitment from*
Pacific Northern Oil to refuel cruise shine iIn Sitka. This wil
create i1mportant jobs for cur community and in the long term
will give us significant opportunities*as a change port.

we strongly urge your support of thi? legislation.

Sincerely,

ax ~on
strator
City and Borough of Sitka

cc. Senator Robin Taylor
Representative Ben Grusasndori
Paul Fuhs - Alaska Dept, cf Commerce
and Economic Development
Eric Lind - Pacific Northern Oil



KENT DAWSON COMPANY

P.0. Bo* 20790
Juneau, Alaska 99802
Phone: 8907)463-2533

The Honorable Al Vezey

Chair, House State Affairs
Commi ttee

State Capitol

Juneau, Alaska 99801-1182

Dear Mr. Chairman:

On behalf of Princess Cruises and Princess Tours | have been asked
to convey the foliowing--quoting from a February 28, 1994, letter
to Mr. Jim Burns of Petro Marine, and signed by Stephen A. Nielsen
of Princess Cruises, which I have attached:

"Princess Cruises operates 6 cruise vessels in the Alaska cruise
trade from June through September each year. Five of these vessels
are based in Vancouver and one in San Francisco. 0Of the 5
Vancouver based vessels, 3 operate 7 day cruises across the Gulf of
Alaska between Vancouver and Seward and 2 operate 7 day cruises
round trip trom Vancouver through the inside passage of Alaska.
Alaska ports of call include Ketchikan, Juneau, Skagway, Sitka and
Seward.

"We purchase the fuel oil for our ships based upon quality and
price. Fuel oil purchased in Vancouver is essentially the same
guality as that available 1in San Francisco, Seattle and Seward.
The price differential, due to the Alaska state motor fuel tax 1is,
however significant. The tax of $0.05 per gallon, which is
approximately equal to $13.65 per ton, makes it prohibitive to
purchase more that the minimum required in Seward to return to

Vancouver. Our total requirements for the 1994 Alaska cruises
season will be approximately 57,855 tons (15,680,000 gallons) for
the 6 vessels. of this amount we anticipate purchasing

approximately 9,450 tons (2,561,000 gallons) 1in Seward.

"We strongly support the proposal to reduce the Alaska state motor
fuel tax to $0.01 per gailon. This would make the cost ot fuel oil
in Alaska competitive with that in Vancouver. This would encourage
greater purchase of fuel oil in Alaska."

In addition, 1 have been authorized to say that Princess will

Offices locatedtit ~ North Franklin SirccL



The Honorable Al Vezey -2 - March 16, 1994

purchase at least one third (1/3) of our fuel requirements for the
ships calling at Seward if the price and quality are competitive
with Vancouver, B.C. We can only say this for the Seward ships as
Seward is the only Alaska port with bunkering facilities.

At tachment
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Mr. James, S.BURNS 7¢ fax : (937) 561-S=W
Petro Marine Services

3111 - Street Suite 500

Anchorage AK, £9503

Seattle February 16 7904

Dear Mr. Sums

ltwas a pleasure meeting you Wednesday lor wnat turned out to'be a very
interesting discussion. You Informed me.that you are currently working

with ethers In iha Marine Industry to have legislation introduced that would

reduce the current tax cn marine fuel in Alaska frcm 5cents per gallen to 1cant.

If succssful. this would Immediate reduce the price fcr Intermediate ounker fuel with
approximately S 10.ca per Metric Ten and this would allow Seward and other
Alaskan pens to offer shipowners an adctional or alternative bunkerchcica cn

\hf U.s. V\l.eést Coastland BnIs(q Columbia, -

tIs A 1LPosslb| h Inmind, tyat, express mr}(srﬁ)cr,eustlcrr %ndSPP ortfﬁr our
continued errorts In fnls matter, . |cR|n_rg[1X0£| 10 vvulgﬂread enerjtnot on

ttie Marine Industry nutincreasingly so, Ifta people and Viastate of Alaska.

Captain Willem A KCOPMAN
Director Marine Operations WSC
HOLLAND—AMERICA UNE—WE3TOURS Inc,

C.C. D.Grausz

00 Elliott Avenue WAL oSeattle, WA %6129« #2513525 o Fix ZJ)zsl-"il0

L6TTETF €es o f s upoport
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(jrim (jruiseJmec

February IS, 194
194057aa

VIA FAX:  907-£dI-d£00

Petro Marine Services
Attn: James 3. Burns
Anchorage, Alaska

Dear Mr. Bums:

We operate the MS CROWN DYNASTY whose summer itinerary has her sailing mom
Vancouver throughout Alaska.

While researching? available bunkering ports, we understand the Alaska Marine Tax of
Sve-csnt3 per gailon is currently in effect. We understand Petro Marine Services is
leading the way to have the tax reduced from 5cants to 1 cent; we wouid like ‘c lend our
support to this error: and advise that such a reduction wouid oiay a key role inour
geuﬁlon ttot_bunker in Alaska rather than reiying solely cn Vancouver as the primary

unker station.

Thank you for including our formal letter of supeort in this reduction efforts dossier."

Sincerely, n Q

/1 lyoiluTjL -«

Csptaia Jorg Walczak
Director,.Marine Ogerations

JW:aa

cc. 7. Grant, Sr. VP Operations



RECENCY CRUISES

Harch 1, 1594

Hr. Jamss S. Bums
PSTRO HARINE SERVICES
3111 "C"™ Street

Suita 500
Anchorage, AK S9503

Baar Hr. Burns:

As 1 indicated during-our nesting last month, Regency will
deploy two vessel3 in Alaska during the summer of 94 and |
am piease to tell you we will add a third ship in 1995.

While at present, bunkering takes place in Vancouver every
two weeks®", we are very much interested in your proposal to

bunker in Seward.

However we must tell you that in order to stay competitive
with Vancouver®s price, serious consideration must be
given to reduce the current "motor fuel tax- to a more

realistic Tfigure.

To give you an indication of aur bunkering needs, on an
average the Regent Sea bunkars 450 H/7 of 1?0 130 and 150
H/7 of MDO, the Regent Star 450 21/T of 1x0 100 and 130 H/7

of HDC every two wee] 3.

We look forward to doing business with you hopefully in
the very near future.

3LRESEE ruiss

Andrew 1 . Horton
Hanager - Port Operations

AKE/GG

isto NWxw A w - Sl M. Pz « T @osxm --[l-N\@- O@ssz-cnw



Princess Cruises

February 28, 1394
Ref: SAfilcjt #1612

Mr. Jim Burnt

Petro Marine

3111 C Suite 600
Anchorage, Alaska 39503

Dear Jim,

Princess Cruises operates 6 cruise veeselLe in the Alaska cruise trade from
June through September each year. Five of these vessels are based m
Vancouver and cn« Ln San Francisco. Of the 5 Vancouver baaed vessels, 3
operate 7 day cruises across the Gulf of Alaska oetween Vancouver ar.d Seward
and 2 operate 7 day cruises round trip from Vancouver through the inside
passage of A.aska. That San Francisco based vessel operates 10 day round
trip cruises to the inside passage of Alaska. Alaska ports o' call include
Ketchikan, J-.meau, Skagw&y, Sitka and Seward.

We purchase the fuel oil for our ships based upon quality and price. Fuel
or! purchased in Vancouver is essentially the same quality as that available
irr San Francisco, Seattle and Seward. The price differential, duo to the
Alaska state motor fuel tax lo, however significant. The tax of S0.C5 per
gallon, which io approximately equal to SL3.6S per ton, makes it prohibitive
to purchase more than the minimum required in Seward to return to Vancouver.
Our total requirements for the 1994 Alaska cruise* season wul ba
appc .matsly 57,853 tons (15,680,000 gallons) for the 6 vessels. Cf this
amount we anticipate purchasing approximately 9,450 tons (2,561.000 gallons)
in Seward.

'We strongly support the proposal to reduce the Alaska state motor fuel tax
to $0.03 per gallon. This would make the coat of fuel oil in Alaska
competitive with that in Vancouver. This would encourage greater purchase
of fuel oil ir. Alaska.

Vary truly yours,

Stephen A. Nielsen

I/~

"ianui Mn-
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Low prices fuel a
busy bunker
market

By Fred McCague

Low prices in che Pacific North-
west have caused aswing in the pat-
tern of bunkering. Pnces in Puget
Sound dipped below S60.00 per ton
during December, and while they are
now in the S66 to S68 range, they
remain among the lowest in the world,
macched only by the Houston area
and the Persian Gull', and are about
ST per con below Los .Angeles prices.
.Although che location has precluded
ship diversions to Puget Sound tor
bunkers only, the lower prices and
better supply are making Seattle and
Puget Sound che prime bunkersource
on the West Coast, and shifting bun-
ker purchases from the Orient to the
Pacific Northwest.

Shio Shiozaki of Pacific Northern
Oil Corp. says between 1 and 12
million barrels (155.000 - 1SS.00Qions)
of bunker fuel issold ir. Puget Sound
annuallv. now exceeding sales in Los
.Angeles™ Long Beach and she notes
=We are doing more confainer lines
than before." .Abigail Addington. Mar-
keting Manager PNW for BP Marine
Amenca says BP'ssale of ics Femdale
refinery does not affect BP Marine
ana they 'maintain a strong presence
in the Northwest market.' She notes
bunkers are a volatile markec "chang-
ing with the swing in prices." adding
cyclical pnce swings can mean buy-
ing in Korea or Singapore one trip
and Seattle che next. BP and Pacific
Northern are the two largest suppliers
in Puget Sound and on the Columbia
River.

Low Vancouver prices
have sparked an
increase in bunker
sales and prompted

one new etry...

The Vancouver market is tradition-
ally SS :0 S10 per ton higher than
Puget Sound because the region tra-
Jitionallv unpons bunker fuel to aug-
ment local production, and -.hore-
hased installation.-', including pulp
mills, comoete for the supple Inaddi-

trans-pacific

shipping

Liner downsizing ?

Mo. The 220-foot Sea Trader shown in thisphoto isowned by the Sea
TraderCo. and operated by Sonhkind Services Inc. o fSeattle to cany
containers to outlying ports in Alaska. 77,e?Sea Trader isshown here after
the addition of9foot sponsonsat AK-WA Shipyard in Tacoma. Toe
conversion, designed by Fisker-Atulerson -2 Whalen. Inc.. incivased the
vessel's capacityfrom 29 to 75fortyfoot containers.

tion. sales are hampered by a ~ per-
cent provincial bunker tax.

In the past, ships frequently bun-
kered at Port .Angeles en route to
Vancouver, and Shiosaki said hercom-
panv bunkered a number of Vancou-
ver-destined ships at Port Angeles dur-
ing the recent port strike. Low Van-
couver prices <currentiv in the low
S'0 range pius tax) have sparked an
increase in bunker sales and prompt-
ed one new entry. Sea Fuels, division
.>iSeaspan International, last year into
cne Vancouver scene. Vancouverpnc-
es are expected to rise again during

Russian Far

the summer, the peak sales season, as
the poit bunkers the entire -O-Tmp
Alaska cmise fleet.

Portland and the Columbia River
are -.mailer bunker markets and. like
Vancouver, pnces follow Puget Sound
levels but are SS to S10 per ton higher
because all fuel must be barged ai.
Sales volumes -ire about one quarter
those of Puget Sound. Pacific North-
ern and BP are the only active com
petitors in this market at the moment
Currently Portland prices are lower
than Yokohama, encouraging grain
ships to purchase locally ]

East Update

The only monthly reportfor people serious about
business in the Russian Far East

Your business guide to...

Contact us for a sample and

Privatization Shipping suoscripiion information
Joint Ventures Forestry po. 90 ::izs
Communications Fishing Tsﬁat})'g-ewﬁf“f-“g
Banking Mining Fix (080 625000

Sid Il

» .« s Kk



FINAL REPORT
OF THE.
GOVERNOR'S TASK FORCE

ON

regulatory reform

MARCH 1

9,1993



TABLE OF CONTENTS

FOREWARD Page 1
METHODOLOGY Page 2
EXECUTIVE SUMMARY Page 3

GENERAL PRINCIPLES Page 4

ADMINISTRATIVE PROCEDURES ACT :AS 44.62 Page
OTHER STATUTORY CHANGES Page 0
ADMINISTRATIVE CHANGES Page 3

SPECIFIC INDUSTRIES Page 11

AGRICULTURE Page 11
LAND USE Page 12
UNDERGROUND STORAGE TANKS Page 12
OIL PagelS
MINING Page 13
TOURISM Page 16 _
GAME GUIDE'CEARTER HSEING Pagei?
CONTAMINATION Page 13

ADDITIONAL REMARKS Page 19
COSTS Page 22
TASK FORCE STATUS Page 23

APPENDEX OF ARTICLES & REPORTS Page



S1 9. Propose a statutory or regulatory change to make marketing of heavy fuels
(heavy bunker oil) more economically competitive by eliminating or reducing the
taxes. Statutory reference AS 43.40.1 - May be possible to do by

regulatioo.

Due to the excessive tcx on heavy fuels ifused instate (S2.J0), heavy fuels have

no instate scles/useage. In 1970-72, heavy bunker fuel was sold, to a small market, for

use instate, by such firms as Seciand. In 1972, the present tcx was pieced on this fuel.

All sales then ceased, and have remained non-existent since that date. Currently, there is
the voter.r.al for a market of these fuels in Alaska, if the price of the fuel can be

combDetetive with prices in Canada (current fuel sourcej. Tne initial potential 1is for

annual scies of ST, 000,000, and employment for 7-10 A.laskans. Refineries instate da

oreduce the heavy bunker fiuel, and then itsell as an exportedproduct.

MININ G

S1 10. Change the valid timeframe of an Exploration and Reclamation permit from
one year to five years (DNR). 11 AAC 97.300

Currentlypermits are onlygoodfor one year, and require considerable effortand

exoense in oreoarcdon. Exviorction and reclamation themselves are likely to span
"everal years. Reauiring firms to file anew each year 1is an unnecessary additional

exoense oathfor the business enterprise and the State, which does not contribute to either

the applicant or ADNR .

I1fADNR is seeking undated information on changes, then alter the regulations

to require notification of any changes when aid if changes occur from those in the

original approvedpermit.

Sl 11. Add a phrase to IS AAC 30.020 so that it reads: "Toxic and Other
Deleterious Organic and Inorganic Substances -Substances shall not exceed Alaska
Drinking W ater Stanaarus (IS AAC SO) or EPA Quality Criteria for Water as
applicable to substances and use, ie.. ifthe water isnot used as a public water svstem.

18 AAC 80.020 Source Protection isnot the applicable use. ™

This is recommended in order to get away from effective treated water at the

source . As a result, "raw water" orior to treatment wouid not have to meet the same

standards as water iaken and treatedfar public consumption.



SECTIONAL ANALYSIS

CS for HOUSE BILL 453(FIN)

"An Act amending the motor fuel tax to establish a different tax levy
on residual fuel oil used in and on watercraft; and providing for an

Section 1 (3)

Section 1 (b)

Section 1 (¢)
Section 1 (d)

Section 2

Section 3

effective date.

Amends AS 43.40.010 by decreasing the motor fuel tax rate
on residual fuel oil from five cents to one cent per gallon.
The decreased tax rate applies only to the cruise ship
industry. However, the decreased tax rate will not appl
until the state has received $205,000 (last year's revenueg
in revenue from the five cent a gallon rate. Also,
provides a sunset clause for June 30, 1998,

The department will rjimburse the persons who pay the
flk\)/te .cendt a gallon rate tfter the $205,000 threshold has been
obtained.

Grants the Department of Revenue the authority to adopt
regulations

Provides definitions for "passenger watercraft" and
"residual fuel oil."

Clarifies the applicability of this chapter.

Provides for an immediate effective date.



SPONSOR STATEMENT

CS for HOUSE BILL 453(FIN)

"An Act amending the motor fuel tax to establish a different tax levy
on residual fuel oil used in and on watercraft; and providing for an
effective date."

House Bill 453 is simple, straight forward legislation. HB 453 will attempt to
create an equal playing field between Alaska®"s residual fuel oil industry and

their counterparts in the Lower 48 and Canada.

Residual fuel-oil is the residue from crude oil after the light oils, ga. line,
naptha, kerosine, and mid-distillates are extracted in the refining process.
The only applications for residual fuel oil in Alaska are asphalt, cruise ship
fuel and reinjection into the pipeline. The cruise ship industry is the prime

potential market for this fuel oil.

This product is subject to the State"s motor fuel tax. The tax rate for residual

fuel oil is five ce \ts per gallon.

As a result of this product®s current rate of taxadon, Alaska 3 residual fuel oil
is automadcally non-campetitive with the same product available elsewhere.
Though many ships cruise Alaska waters during the summer tourist season,
minimal quantities of this fuel oil are purchased in Alaska due to our
comparatively high tax. Consequently the state receives minimal revenue

from the tax.

House Bill 453 will reduce the tax rate levied on the sale of residual fuel oil,

which will stimulate sales of residual fuel oil and benefit Alaska®s economy,

while simultaneously guaranteeing consistent revenues to the state treasury.
This legislation will increase job opportunities in the trucking and fuel

industries, thus benefiting the Alaska economy.

This bill is a prime economic development initiative.
it creates a market for an Alaskan product
has great revenue potential for the State
creates jobs and infrastructure
reduces environmental risk - reduces unwanted emissions

lurge your favorable consideration of this legislation.
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Tris 1is an accncmic csvsicptaer.: prcposajL wnf.cn ccu_a rasm:
the fciicwinc benefits cc che Stats of Alaska:

Creation cc apercximacaly eleven full-time jobs 1in
Seward {eight: seasonal drivers May through September,
two dock watch operators, and cr.e operations
supervisor), plus chrse jobs in Kenai,

Increased commercial trucking activity at <50,000 metric
tcna cr approximately 17,000,000 gallons equal 12 tc 20
leads daily frcm WMdy 15 until September 13,

3. Capital 1investment totalling 31,2 million at Seward,
330,000 at Kenai, plus S800,Q0G0 Weaver Brothers tank
truck and trailers,

Development cf an in-state market for Tesoro residual
bunker fuel from the Kenai refinery. This will improve
the eccncmccs ever Tesoro's current Japanese expert
sales, and will assist consumers by stabilising Tescrc
refined products® cost, (This resulcs frcm Tesoro
being able to market residual oil domestically in place
cf exporting tc foreign customer®s an

significantly less than crude cost),

Provide the incentive fcr the cruise industry to fuel
in Alaska as opposed to foreign ports, primarily
Vanccuver, 3.C.

Z. BACKGROUND

Cruise ships visiting Alaska utilize a very low grade cf fuel oil
tor prcpuusicn. This fuel is referred to as "bunker rueu,” wmcn
can be handled most efficiently in the Alaskan climate during the
summer months,

Currently, the Kauai Tesoro refinery exports its residual bunker
fteu overseas to markets iIn—i , There 1is current-"/ no m -
state market cr usa for bunker fuels.

The cruise industry has historically met its demands for bunker
fuel by purchasing in Vancouver, B.C., and Seattle. Their prices
=--- established off Seattle costings regardless of where they
za.ca phvsical delivery.

"--h the 1increase in cruise traffic to Southeast and South
Central Alaska, Petro marine "arvicss has undertaker, a determined
---crt to develop a market 1in Alaska with the cruise industry
--t-icinc the Tascro bunker fuel, which otherwise would be
snipped overseas.

y - errcrt r.as resu_tac m serious negotiations witr. Princess
-“tisa lines and other carriers.

PETRO MARINE SERVICES
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ZCCNCMIC BENEFITS

Princess cr ether cruise liras acrae tc curchasa era bunker
fusi ir Alaska, this wculd rasult in cacitsi cevelcement anc
construction investment amounting tc about S2 .1 million. (Ir
Seward, it wculd mean SI1.2 million ard three jcbs. Ir Karas, ir

wculd mean SS00,0GG ir cacizal 1imcrcvemencs.

Tie product wculd be icedad cn :anker trucks in Kenai ard
cransccrtad re Seward.

Tha vciume for ail vessels calling ir Seward is 1ir excess cf
£0,000 metric rcr.s or approximately "17, GOO,GGO gallons annually.
This volume 1is expected to increase in future years ard the trar.c.

is reward largar vessels carrying mere people.

?RCELI.M

The currant Alaska state meter fuel rax cf S0.0S/gallon is a
significant impediment to gaining the full pctantiai of residual
fusi oil vciume available at Seward.

We feel that the bulk cf the tour beat fuel business calling ir
Seward could be served from an Alaskan scurce if we car get cur
pricing within a competitive range versus Vancouver, B.C.

Current history 1is shew in Exhibit 1. As you can see, cn
average, Seward is S0.0SST/gailcn cut cf line with the Vancouver

aiterrace. Five cents per gallcn cf chat difference 1is the

Alaska State tax. Discussions with pctantiai buyers have

indicated that if we can get close tc the Vancouver pricing, we

will get the fueLrbusiness. Exhibit 2 graphs tha fluctuations in
""n mwCcNn

—eilet of tha tax could bring ir mere than five times the volume
as the Seward price is mace ccmcetitive with Vancouver,

ha vastly increased vciume will mean economics cf scale 1in

prccucc cost
freight
amortisation of investment

This means the sucolier car. lock at sharinc those economies with

the customer and cet verv close tc Vancouver economies We
.ih sunericr -- anc orccucz

(See attached Exhibits 1, 2 and 2

P5TRO MARINE SERVICES
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Sunker fuels are kncwn 1ir. the refining industry as residual fuel

cil. They are, -use as the r.ams implies, che residue cf che
refining process' When ail cf cue desirable ahc profitable
fuels, 1i.e., gasciir.es, ;ac fuel, diesel, and hearing cil have

beer, remcved, "chan 1is what is laic.

Crude oils vary in chemical make-up and che yield and (L < o
residual fuel may differ greaciy frcm. cne cc ar.eeher. We have ar.
excellent example righc hare cn Alaska;

Ccck Inlet crude, cf which “here 1id very limicad supply,
will yield approximately 23.5V residual fuel cil with a

sulphur concent cf C.2V. Ic is a very desirable crude fcr
this reason, hue chars is simply n.cc enough available
supply.

Ncrch Slope crude, which 1is sciii available in graac
abundance, will yield 43V residual fuel cil wich a sulphur
ccncanc cf 2.5V. unfortunately, cc have almcsc half cf
every barrel you refine ends up as a lew quality fuel fcr
which there traditionally has been no local market, 1is a

tremendous eccacnic -detriment fcr -any company tc bear.
Certainly Tescrc"s earnings have reflected these economic
realities since the mid 1330"s when it switched to Alaska
North Slope crude as 1its primary feed stock.

The question might be asked: Why is there nc local market fcr
this product? It is because the fuel 1is normally used in large
scale applications which can afford to invest in the ecuicment tc
handle this viscous and "difficult tc burn"™ material. Pumping
and handling cf hunker fuel will require the maintenance cf tank
and pipeline temperatures cf at least 120 degrees ?, Atomization
fcr proper combustion will require approximately 200 degrees ?,

Typically, the fuel 1is used in utilities fcr the production cf
steam tc turn turbines ar.d produce electricityv. Other lame
applications are paper mills, steel mills, ar.d chemical plants.
We have little manufacturing case ir. the state and mesc cf these
that dc exist are wei”™ served by convenient natural gas sucpiies.

PETRO MARINE SERV1CS5
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PORT OF SSWARD MARKET

THE 3SWARD PROGRAM: IN THE SPRING OF 1=33 PETR# MARINS INVESTED
3303,500 IN A PUMPING/INLINE BLEND SYSTEM TO SELL SHIPS BUNKERS
IN SEWARD. PETRO MARINE ESTABLISHED THIS FIRST CF ITS KIND
FACILITY IN ALASKA AFTER PRINCESS CRUISE SIGNED A THREE YEAR
CONTRACT TO BUY A SPECIFIED MINIMUM VOLUME. PRINCESS NEEDED
BUNKERS FOR VESSEL STABILITY AND PETRC MARINE NEEDED A MINIMUM!
QUANTITY FOR ITS RETURN CN INVESTMENT. CURING THE 1=33 SUMMER
SEASON PETRC MAR-NE SOLD- 4,105, £75 C-ALLCNS CF BUNKERS AND PAID

520=,343,S0 MARINE TAX .

TEE 1234 SEASON: THE FOUR MAJOR CRUISE LINES HAVE THE FOLLOWING
REQUIREMNET EACH SUMMER SEASON. { ABOUT ONE HALF CF THE PRINCESS
AND HOLLAND FLEET GO TO GLACIER BAY AND THEN RETURN SOUTH)

CRUISE LINE SUMMER BUNKER CONSUMPTION
"CNS GALLONS

PRINCESS CRUISE 2,3=5 15,5=0,CCC LETTER)

HOLLAND AMERICA S, 000 1S,070,0ca (PER MEETING!

< CROWN 5, G20 1,580,000 (PER MEETING)

REGENCY 9, 720 2,550,000 (PER LETTER)
5, 505 25,110,066

SEWARD POTENTIAL VOLUME:
BY THE AECVE FOUR LINES. IF THE MOTOR FUEL TAX WAS REDUCED FROM

5 CENT PER GALLON TO 1.5 CENT PER GALLON, PETRC MARINE
REALISTICALLY EXPECTS TO SELL IN EXCESS C? 12,000, COG GALLONS OF
SHIPS BUNKER IN SEWARD DURING A SUMMER CRUISE SEASON. ( NOTE: THE
REDUCED TAX WOULD ONLY BE CN THE RESIDUAL PORTION (32%)CF THE
EUNKsR FUEL .AID THE FULL 5 CENTS PER GALLON CN THE DIESEL.
COMBINED TAX RATE WoOULD BE 1.73 CENTS PER. GALLON)

CRUISE LINE IFC 330 GALLONS
TONS
r.*.-ziCica CRUISE 37,200 10,337,200 VCONTRACT MAXIMUMS;
:CLLA2i4-" AMERICA * 4,03= 1,122,000(ONE SKIP IN SEWARD)
2,700 740,000 (ONE SHIP)
4,0=0 1,110,000 (TWO SHIPS)
45 ,54= 12,323,200

S
- ~ULNE WOULD PAY APPROXIMA.TELY 5 237,000.00 MARINE TAX DO
CF ALASKA IN 1334. (321,537.20 OVER 1393)

PSTRO MARINE SERVICES
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SEWARD TOTAL VOLUME: WHEN THE SEWARD BUNKER PRICE IS ESTABLISHED
As A COMPETITIVE PRICE, YOU CAN BUILD A CASE THAT PETRC MARINE MAY
BE _ABLE TO ATTRACT ._ADDITIONAL */GLUME FRCM THE FOUR MAJOR LINES AND
OTHERS ( IN OTHER WORDS BUNKER FOR THE ROUND TRIP) . ONCE THE
CRUISE INDUSTRY SEES SEWARD .AS THE!R BUNKER PORT, THEN PETRC
MARINE ALSO HAS AN OPPORTUNITY TO SELu STRAIGHT MARINE DIESEL AT
THE FULL 5 CENT PER GALLON TAX *( CURRENTLY PURCHASED IN CANADA)
THE FULL POTENTIAL OP THE SEWARD SAILINGS (34) IS IN THE TABLE
BELOW:

CRUISE LINE IFC 220 MARIN GALLONS
TONS diese:

PRINCESS CRUISE 37,300 NONE 10, 257 .,200 (CONTRACT

MAXTMUM)

HOLLAND AMERICA 13,320 1,250 4.375.000 (TWO SHIPS)

CROWN 5, 400 530 1.372.000 (ONE SHI?)

REGENCY 3,100 1, 520 2.717.000 (TWO SHIPS)

CT.1d.= 7, COG 2,520 3,00C,000 (THREE SHIPS)
74 ,S6C 7, 020 22,322,200

PETRO MARINE WwWOULD PAY A?PRCXIMATLZY $472,300 MARINE TAX TO THE
STATE OF ALASKA. ($257,252.20 OVER 1-393}

UPDATE TO MAY 1393 "PROPOSAL TC DEVELOP AN ALASKAN MARKET FOR
BUNKER FUEL™:

TESCRO INVESTED 575,000 IN A TRUCK RACK LOADING SYSTEM FOR
NO6 FUEL OIL

PETRC MARINE INVESTED SECS, 500 CN A NEW PUMPING/INLINE
BLENDING SYSTEM TO THE ALASKA RAILROAD DOCK.

PETRC MARINE EMPLOYBED 2 DOCK WATCH OPERATORS.

WEAVER BROTHERS TRUCKING PURCHASED TWO TRUCKS AND EMPLCYEED
4 DRIVERS

TOTAL SALES FOR 1333 WAS 4,103,373 GALLONS, 355 TRUCK LOADS

THE AVERAGE PRICE I1FFEHENCE BETWEEN SEWARD AND VANCOUVER
FOR SHIP BUNKERS IN 1333 WAS 5.02 CENTS PER GALLON

1? PETRC MARINE SETS A 1394 SALES OBJECTIVE OF 12,000,000 GALLONS :

PETRO MARINE WILL HIRE 4 DOCK WATCH OPERATORS AND A

OPERATIONS SUPERVISOR
TESCRO WILL UPGRADE THE TRUCK LOADING RATE AT THE

REFINERY RACK
WEAVER WILL BUY 5 ADDITIONAL TRUCKS AND EMPLOYEE 10

ADDITIONAL DRIVERS

PFTaO MARINE SERVICES
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WHAT IS SHIPS BUNKERS?

BUNKER OIL: FUEL FCR TANKER, CARGO OR CRUISE SHIPS DERIVED FROM
THE BLEND CF RESIDUAL FUEL OIL AND DISTILLATE CILS. THE RESULTING
3LEND 1S DESCRIBED BY ITS VISCOSITY. CN BOARD A SHI?, THE BLEND
MUST BE PEE-HEATED AT THE BURNER TO REDUCE THE VISCOSITY FURTHER

FCR PROPER ATOMIZATION.

RESIDUAL FUEL OIL: GENERALLY A BLACK, THICK, VISCOUS, SEMIFLUID
MATERITAL. IT IS THE RESIDUE FROM CRUDE OIL AFTER THE LIGHT CILS,
GASOLINE, NAPHTHA, KZRCSIN5, AND MID- DISTILLATES ARE EXTRACTED
IN THE REFINING PROCESS. IT IS ALSO CALLED REDUCED CRUDE AND NC9
FUEL OIL. RESIDUAL FUEL OIL IS LIMITED TO HEAVY COMMERCIAL AND
INDUSTRIAL USE WHERE SUFFICIENT HEAT 1S AVAILABLE TO FLUIDIZE FCR

PUMPING AND COMBUSTION.

VISCOSITY: THE VISCOUS CONDITION CF RESIDUAL FUEL OIL IS BROKEN
DOWN BY USING MID-DISTILLATES ( NC2 DIESEL ) CR OTHER VISCOSITY
BREAKERS. THE BLEND IS MEASURED BY A SPECIFIC STANDARD THAT THE
REFINING AND SHIPPING INDUSTRY HAS FOUND TO BE THE OPTIMUM FCR
EFFICIENT COMBUSTION AND OPERATION. THE COMMON MARINE BLENDS ARE
INTERMEDIATE FUEL OIL (IRC) 130 AfrDTFO 130 .T52 "TTCMSERE ASFIF. TO
THE SECONDS IT TAKES THE BLEND TO PASS THRCUC-H A MEASURING DEVISE .

ALASKA: TSSCRC IS THE ONLY ALASKA REFINER THAT MUST MARKET
RESIDUAL FUEL OIL SINCE ALL OTHERS RE-INJECT RESIDUE BACK INTO THE
PLYESKA PIPELINE. THE ONLY APPLICATIONS FOR RESIDUAL FUEL OIL IN-
ALASKA ARE ASPHALT AND SHIPS BUNKERS. OUTSIDE ALASKA IT CAN BE
USED FCR REFINERY FEED STOCK ( COKING) BOILER FEED FCR ELECTRIC
GENERATION AND INDUSTRIAL HEATING.

7TAX CN BUNKER FUEL: THE SALE OF THIS TYPE OF MARINE FUEL CAN EASLY
BE EFFECTED BY TAXATION. THE STATE OF CALIFONIA WAS A MAJOR
SUPPLIER OF SHIPS BUNKERS UNTIL THE STATE IMPOSED A 3. 23A TAX. THE
STATE HAS GONE FROM 3rd IN THE WORLD TO 22nd. BECAUSE OF THE
CURRENT .ALASKA TAX CF 5 CENTS PER GALLON, THIS FUEL IS ONLY S

IN ALASKA UNDER UNIQUE SITUATIONS. SEE THE ATTACHED ARTICLES

SEASONS FOR BUYING BUNKERS IN ALASKA:

- VESSEL CHARTERED BY AN ALASKA COMPANY
- VESSEL REQUIRES BUNKER FOR RETURN VOYAGE ( 3TA3ILITY )

- AN EMERGENCY
- ERROR AT DEPARTURE PORT

PETRO MAfIIHE SEHMCSS
7RUCIm Mrryonr*-
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EXAMPLE OF TAX POLICY CN SHIPS BUNKER SALES

WESTCOAST: RESIDUAL FUEL CiL AND ANY 3LENUED VARIETY SCLD AS SHIPS
3UNKERS IS NCT SUBJECT TO ANY EXCISE TAX OUTSIDE CF ALASKA..
CALIFORNIA IMPOSED A SALES TAX CN SHIPS HUNKERS AND THE MARKET
"DRIED UP™ . THE STORY IS AN OUTSTANDING EXAMPLE CF HOW TAXING
POLICY CAN IMPACT A MARKET.

SOURCE: CIL PRICE INFORMATICN SERVICE (OPIS)
4 92-07-23 14:45:07 EDT
** MARINE FUEL HUSINESS F"DRYING UP" IN CALIFORNIA.: JCC REPORTS

Today' 3 Journal of Commerce, 1in. a laad article, says chat Che
marine fuel business in California 1is drying up.

In lass chan a year, sales of marine fuel 1in California, have
sunk from 4 million, bbls mcnchly cc i million bbls. The reason for
the decline: the stacs sales fax cn [bunker]-fuel purchases.

The 3.25 pcc cax wena cr.cc effect; lasc July as a mechanism Co
help che scats raise money to close a budgec deficit. Irscaad, the
cax has driver, business away from California and 1is ccscir.g che
scace mere chan S3 million in lose payroll caxes and ocher fees,
according cc a study commissioned by che Pacific Merchant Shipping
Association.

Lcs Angelas once ranked with Rotterdam ar.d Singapore as one of
che world"s biggest marine fuel ~cores, reports che JCC. It
wciuLdr_."i make che con 20 todav.

5 92-09-23 14 :42:57 EDT
CALIFORNIA REPEALS [BUNKER] FUEL TAX

Califcrr_a Gov. Pete Wilson approved che repeal of a marine
fuel sales <cax chat nearly devastated Southern California“®s
[bunker] market by driving away business, the Journal of Commerce
report3 in today"s issue.

The cax "placed California businesses at a competitive
disadvantage with businesses in ether states 1 che ccvemcr raid
ir. a statement announcing the repeal.

The repeal will cake effect January 1, 1ss3. The 3.25tax c¢n
[bunker] fuel was imposed a little mere chan a year age, as part
cf an effort cc raise money to close a huge scace budgec deficit.

This particular cax ended up costing California [bunker] fuel
business, as ships bunkered m areas with r.c caxes. Lcs Angeles
sunk from being one cf che cop three [bunker] markets in che
ccuntrv to not ever, beir.r ir. the coo 3C the Journal cf Commerce

THE CALIFORNIA. 5.25% DROVE BUSINESS AWAY. WITH THE ALASKA RATE C.-
*-3%, HUNKER SALES IN-STATE ARE SPECIAL CIRCUMSTANCES ONLY. (1.l
WEATHER EMERGENCIES, HALIAST NEEDS, IN-HOUSE REQUIREMENT) THERE
33 NO "MARKET"™ PRESENTLY HUT THERE COULD HE IF THE ALASKA MARINE
CN HEAVY SHIPS HUNKERS WERE REDUCE TO 1 CENT PER GALLON. IN
3CCC "CASE™ FCR TAX REVENUE GOING UP 1IF -Aa

PETRO MARINE SERVICE:
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RESIDUAL FUEL SPECIFICATIONS: THE DEFINITION IN HOUSE BILL 453 AND
SENATE BILL 327 INTENDS TO REFER TC ANY SHIPS BUNKER THAT IS A
BLEND USING RESIDUAL FUEL OIL. UNFORTUNATELY LIKE A CASTLE, ONE
MANS BUNKER Oil IS NOT THE SAME AS ANOTHER. THERE ARE MORE THAN
ONE SET OF STANDARDS FOP. ENGINE OILS:

- INTERNATIONAL COUNCIL CN COMBUSTION ENGINES ( CIMAC )

- BRITISH STANDARDS INSTITUTE ( SSI )
- INTERNATIONAL STANDARDS ORGANIZATION ( I1SO )

ONE OF MANY STANDARDS GENERALLY USED TO GRADE FUELS IS ITS
VISCOSITY. ONE 0? THE INDUSTRY GRADING STANDARDS IS KINEMATIC
VISCOSITY MEASURED IN WHAT IS CALLED CENTISTOKES (CST) . THIS 1S
A MEASURE OF THE NUMBER 0? SECONDS IT TAKES FCR A FUEL TC PASS
THROUGH A STANDARD DEVISE UNDER CONTROLLED TEMR2RArJ7.ES.

THE TY7E CF FUELS THAT WOULD BE COVERED BY THIS NEW LEVY ARE FUELS
THAT ARE THE RESULT CF BLENDING RESIDUAL FUEL OIL WITH A DIESEL
CR OTHER VISCOSITY 372.AKER. THE" RESULTING FUEL wiLL ALwAYs HAVE
A VISCOSITY GREATER THAN NO1 OR NC2 DIESEL. THE FOLLOWING AR.E THE
GENERALLY ACCEPTED INTERNATIONAL STANDARDS FOR THE FUELS WE ARE

TALKING ABOUT.

KINEMATIC
VIS IN CST
PRODUCT MIN  MAX
NO2 DIESEL ( CALLED 1.3- 4.1 SOLD IN ALASKA AS HEATING
MARINE GAS CIL IN FUEL, MARINS DIESEL
THE MARINE FIELD)
NC1 DIESEL 1.3 2.4 SOLD IN ALASKA ASHEATING
FUEL
MARINE FUELS GRADE DM5 2.5 11  CALLED MARINS GASCIL 1IN
DMC 14  MARINE FIELD
SKA-1Q 5.0 10
RML-53 55
GAS TURBINE FUEL CILS 3-6GT
4-GT
FUEL OILS GRADE NC. 4 5.5 24  SOMETIMES CALi ™
FUEL CILS GRADE NC. 5 53 152
FUEL CILS GRADE NC. 6 32 - CALLED NCc, RESIDUAL FUEL

™M SHIPS BUNKERS THAT PETRO MARINE SELLS IN SEWARD ARE SOLD CN
VISCOSITY RATING. THE TABLE BZLCW SHOWS THE AMOUNT CI<“N0O2 DIESEL
BLENDED WITH RESIDUAL FUEL OIL TC ACHIEVE REQUESTED VISCOSITY,

REQUESTED SHI? BUNKER V C? DIESEL
1oc CST 23
150 CST 15
380 CST 3
420 CST 7
300 CST

PSTRC MARINE SIRVICES
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House Bill No. <53
Statement of Legislative Intent
March 8, 1994

H.3. 453 1lovers the tax rate on marine bunker fuel from $0.05 to $0,015
cer gallon in ar. effort to establish a new Alaska market. Over 93.5% of bunk-
fuel produced in Alaska 1is exported to Japan cr the West Coast from Tesoro"s
;-eral refinery. The $0.05 per gallon tax prevents Alaska from servicing the
cruise ship business, as bunker fuel 1is available at ether locations at love

crices

?ctal 3unker Salas: |Impact on Bill ™ Financial Neutrality

A critical factor evaluated has been whether cr not there will be
sufficient sales volume increases to offset the lover tax rate. There were
12 million gallons of taxable bunker fuel sold curing 1993 in Alaska. -lesor
accounted for 2/21s this amount, using the product as bunker fuel for its
cankers, and for sales to other transport tankers. Alaska®"s 1993 sales
generated approximately $500,000 in marine bunker fuel taxes. A reduction t
$0.01 would have reduced the tax income by $430,000 which translates into a
need for 50 Million more gallons cf product sales to retain revenue

neutrality. (Note: The total in-state bunker fuel sales 1in 1393 represent
or.ly 1.47% cf the total produced in-state. LMurce: Tesoro Alaska Petroleum
Company).

Opportunity for New Market Development

Petrc Marine Services has projected an expanded bunker fuel market from
;tha cruise ship industry if the current tax is lowered to $0,015. The
expected volumes are sufficient to offset the lower tax rate provided by this
bill making it revenue neutral as it relates to the tourist ship business.

Sale cf Bunker to Tanker Ships

During the 5 years (139-1993) years, the average usage was 5.3 MM gallons
ranging from as little as 1 MM gallons (1990) to 7.1 MM gallons (1991).
rased on the five year average, the lever tax rate cf $0,015 would require ar.
additional 15 Million or more gallons of bunker sales per year to remain
revenue neutral. Tescro dees not expect to experience such an 1increase, even

che tax rata is reduced. This would be equivalent to approximately

'-115,000 in lost taxes from bunkering tankers not in the cruise ship category.
This dees net taka into account the economic benefit from the 12 new seasonal
fees created; sales and property taxes; a major investment in facilities at
Sevara; and increased freighttransportation business in the region. It 1is
-relear whether these benefits will offset the less in revenue from a
“éduction in tax rates to the tanker bunkering market.

*

Legislative Intent

If K3 453 1is enacted with a tax reduction applicable only to cruise
s"lps, a bill sur.set is expected. It is the intent of the legislature to
Examine this 1issue prior to che law"s sur.set to determine if the sales
""glumes have met these projected, and to evaluate the extension of the lever
*=X rate to the remaining bunker fuel customers, subject to idencificacior. cf

setting tax revenue, and or ether tangible benefits, generated by the
egfai bunker fuel sales to tour ships, tankers, and other users.



GREATER SOLDOTNA CHAMBER CF COMMERCE
RESOLUTION NO. 94-3

A RESOLUTION SUPPORTING THE ADOPTON OF SENATE BILL NO. 327
-AN ACT AMENDING THE MOTOR FUEL TAX TO ESTABLISH A DIFFERENT TAX
LEVY ON RESIDUAL FUEL OIL USED IN AND ON WATERCRAFTS,; AND
PROVIDING FOR AN EFFECTIVE DATE.

WHEREAS, in 1970-72 heavy bunker fuel was sold, to a small market, for
use instate; and

WHEREAS, in 1972, the present tax was placed on this fuel and all sales
then ceased, and have remained non-existent since that date; and

WHEREAS, due to the excessive tax on heavy fuels if used instate, heavy
fules have no instate sales/useage; and

WHEREAS, there is currently the potential for a market of these fuels in
Alaska, if the price of the fuel can be competitive with prices in Canada;

and

WHEREAS, Cruiselines have indicated a willingness to purchase Bunkjr
fuel in Alaska if the marine fuel tax rate is lowered; and

WHEREAS, the purchase of Bunker fuel by Cruiselines would have a
positive economic impact to the State of Alaska and the Kenai Peninsula

Borough,

NOW THEREFORE BE IT RESOLVED THAT THE GREATER SOLDOTNA CHAMBER
CF COMMERCE urges the Alaska Legislature to adopt Senate Bill No. 327.

ADOPTED this 3th day of March, 1994 at Scldotha, Alaska.

Kurt Eriksson, Vice President

ATTEST,

=thu M Nark Evaernit .
~o-uuve Director



DRAFT - RESOLUTION 94-01

A RESOLUTION_OF THE §REATER KENAI CHAMBER OF COMMERCE
DARD OF DIRECTORS URGI E _OF HB453/5B327 RELATING TO
B Bl gl RS g e

WHEREAS, there isa subgtantial demand for bunker fuel by the numerous cruise ships
that call on .Alaska ports and,

WHEREGAS, the 0 erator? cf these cruise ships purchase bunker fuel a: the port where
they pUrchase at the most ravorable price and,

WHEREAS, the State of Alaska Marine Fuels Tax of S.05 per gallon prevents .Alaska fuel
su&f lers from.belg%co etlat?veMthe%un er ﬂjeﬁ market \Pv?thgports ntY1e U.S. West
Coast and British Columbia and,

WHEREAS, this proposed legislation is not expected to reduce State revenues, hut rather,
ap?ears I|kgly E) generate mcreas?d revenues to me Slate due to expected increase in
volume of bunker fuel sales at .Alaska pens and,

WHEREAS, these increased sales of bunker fuel could potentially create as many as
:vve!ve(lZ%, new seasonal jobs; generate asignificant increase in business for the
#rarﬁgorta on s%)ort |H ustries; generate a dltt)lona local S%|€S an ,propertgl taxes; and
urther support the rapialy expanding tourism business on the Kenai Peninsula and.

WHEREAS, at this time, tourism is the fastest growing industry in the State of Alaska.

NOW, THEREFORE, BE IT RESOLVED BY THE GREATER KENAI
JHAMBER 'OF COMMERCE BOARD OF DIRECTORS THAT WE
ﬁEé?gLCE'WRIEY URGE PASSAGE OF HB453/35B327 BY THE ALASKA STATE

{ —

!-ived by the %reat?r kenaichamberofcommerce bc.ard of directors
1S ay o

, 199C.

L
[
I

éaler.ie dmunds?n Pmsidenc
enaAC %mbero Commerce
Icard er Directors

ATTEST:
Laura R. Measles
Executive Director
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Sponsored hy: It-e?

Cm' OF SEWARD ALASKA
RESOLUTION NO. £44130

A RESOLUTION OF THE Cm_ COUNCIL OF THE CITY
OF SEWARD. ALASKA.. SUPPORTING 3B 327, ESTABLISHING
A DIFFERENT TAX LEVY ON RESIDUAL FUEL OIL
USED IN AND ON WATERCRAFT

WHEREAS, residual fuel oil currently produced by Tesoro Alaska north or kenai
i? H-1d a.- an export product due to the evces.-ive tax on heavy fuels and

WHEREAS, there is the potential to: 2 market of these fuels in Alaska if the price

of the fuel can be competitive with prices InCanada; and

WHEREAS, ninety cruise ships wili visit the Port of Seward during the summer
or JW4; and

WHEREAS, these cruise ships are currently purchasing their fuel oil in Canada
and have indicated a desire to purchase fuel in Alaska; and

WHEREAS, the initial potential is torannual sales of $7,000,000 and employment

for seven to ten Alaskans;

NOW, THEREFORE, BE ITRESOLVED BY THE CITY" COUNCIL OF THE CITY
OF SEWARD, ALASKA, that:

Section 1. The Seward City- Council sronglv urges the passage of SB 327, thereby
reducing the tax on residual fuel oil used inand on watercraft of all descriptions to one

cent per gallon.

Section 2. Copies of this resolutor.-ha0 be “enr to Gov ernor Waiter J. HickG.
Senator Suxanne Little and Representative oary Davis.

Section 3. This resolution shall take:ffect immediately upon its adoption.

PASSED AND APPROVED by the Cry Council of the city of Seward, Alaska, this
14th day of March, 1994.

THE CITY OF SEWARD, ALASKA

/mArlAcW w

Vv
Dave W. Crane, Mavor



ALASKA TRUCKING ASSOCIATION, INC.

34-3 Mmnescia Drive < Ancnoraca. Ala6Xa 96503 » PI-ONE ;907! 27S-1 49 . FAX 190T} 274-« 546

March 9, 1994

ALASKA TRUCKING ASSOCIATION POSITION PAPER

TO: Representative Gary Davis
and
Members of the Legislature

FROM: Frank J, Dillon, Executive Director Alaska Trucking
Association, Inc,

RE; SUtPCRT 0? H.3. 453 AND S.3. 327

Or. behalf cf the 30C-member companies of Alaska Trucking
Association, Inc. 1 ask vcur support for the passage of House Bill

453 and corresponding Senate Bill 327.

K.3. 453 entitled "An Act Amending Hotor Fuel Tax To Establish A
Different Levee on the Residual Fuel Oil Used In and On Water Craft
and Providing For An Effective Date.” What thi3 bill basically
dees 1s reduce the tax on heavy bunker fuel from 5-cents a gallon
to 1-cent a gallon.

The reason this legislation iIs needed is to bring the bunker fuel
price down ao that we-can compete in selling fuel to cruise ships
which visit Alaska ports. Currently, virtually all the fuel burned
in Alaska’s waters i1s purchased in British Columbia. Refiners, who
as part of the refining process are left with the heavy bunker fuel
currently have little or no market in Alaska for that fuel.

ATA taels that this i1s exactly the scrt of business risk and
economic endeavor the state of Alaska should be involved ir.. We
recognize there are risk3 i1nvolved In the worse case scenario the
state could lose revenue If fuel sales do not increase tc offset
the reduction in the tax rats. We believe thisis a legitimate and
reasonable business risk for the state of Alaska to take iIn order
to expand Alaska®s jJob base and economic activity.

In the trucking area alone we believe that the increased sales
activity will result in 15-25 new and good paying jobs in Alaska’s
trucking industry.

Please move this bill. Please support this bill. It’s a good
piece of legislation.

L £ V I £ Ov- SLIPPCfcT



City and Borough of Sitka

304 LAKE STSE=T,SITKA, ALASKA .99835

March 9, 1994

Tho Honorable Sort M. Sharp, Chair
Sonata Transportation Committee
Juneau, AX 99001-1192

FAX No. 465-2070

Re:  SENATE 3ILL NO. 327

Dear Senator Sharp, m >
Senate 3111 No. 327 1is a vary important issue to tha City

and Borough or Sitka. If it passes we have a commitment from*

Pacific Northern 0Oil to refuel cruise shins in Sitka. This wii

create important jobs for cur community and in the long term

will give us significant opportunities ~as a change port.

we strongly urge your support of thi.3 legislation.

Sincerely,

rator
City and Borough of Sitka

cc. Senator Robin Taylor
Representative Ben Grussendorf
Paul Fuha - Alaska Dept, cf Commerce
and Economic Development
Eric Lind - Pacific Northern 0il



KENT DAWSON COMPANY

P.0. Qox 20790
Juneau, Alaska 99802
Phone: (907) 463-2533

March 16 1994 FAX: (907)463-3922

The Honorable Al Vezey

Chair, House State Affairs
Commi ttee

State Capitol

Juneau, Alaska 99801-1182

Dear Mr. Chairman:

On behalf of Princess Cruises and Princess Tours | have been asked
to convey the following--quoting from a February 28, 1994, letter
to Mr. Jim Burns of Petro Marine, and signed by Stephen A. Nielsen
of Princess Cruises, which | have attached:

"Princess Cruises operates 6 cruise vessels in the Alaska cruise
trade from June through September each year. Five of these vessels
are based in Vancouver and one in San Francisco. 0Of the 5
Vancouver based vessels, 3 operate 7 day cruises across the Gulf of
Alaska between Vancouver and Seward and 2 operate 7 day cruises
round trip from Vancouver through the inside passage of Alaska.
Alaska ports of call include Ketchikan, Juneau, Skagway, Sitka and
Seward.

"We purchase the fuel oil for our ships based upon quality and
price. Fuel oil purchased 1in Vancouver 1is essentially the same
quality as that available in San Francisco, Seattle and Seward.
The price differential, due to the Alaska state motor fuel tax 1is,
however significant. The tax of $0.05 per gallon, which is
approximately equal to $13.65 per ton, makes it prohibitive to
purchase more that the minimum required 1in Seward to return to

Vancouver. Our total requirements for the 1994 Alaska cruises
season will be approximately 57,855 tons (15,680,000 gallons) for
the 6 vessels. of this amount we anticipate purchasing

approximately 9,450 tons (2,561,000 gallons) 1in Seward.
"We strongly support the proposal to reduce the Alaska state motor
fuel tax to $0.01 per gallon. This would make the cost of fuel oil

in Alaska competitive with that 1in Vancouver. This would encourage
greater purchase of fuel oil in Alaska."

In addition, 1 have been authorized to say that Princess will

Offices located nr till North Franklin Street



The Honorable Al Vezey -2 - March 16, 1994

purchase at least one third (1/3) of our fuel requirements for the
ships calling at Seward 1if the price and quality are competitive
with Vancouver, B.C. We can only say this for the Seward ships as
Seward 1is the only Alaska port with bunkering facilities.

Attachment



medtmrs el

evice
treet Surte

Anchorage AK. S9503 m

Dear Mr. 8um3

zj%wes S URNS Tc fax ; (537) 561-6530

It was a pleasure meeting vcu Wednesday for what turned out to'be a very

interesting discussion. You Informed me.that you are currently working

with others In the Marine Industry to have legislation introduced that would

reduce the current fax cn marine fuel in Alaska frcm 5 cents per gallcn fa 1 cant.

If succesful. this would Immediate reduce the price for Intermediate Bunker fuel with

approximately S 10.00 per Metric Ton and this would allow Seward and other
adgtfcnal or alternativegbgnkerclgcics cg

Director Marine Operations WSC
HOLLAND—AMERICA UNE-WESTCURS Inc.

¢.c. D.Grausz

:CO SlIlok Avenue Wa« *Sards. WA 98119 Q05 * Z5i.0SSS e rix  (31-7110

Il e t t e r o f support
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February 1S, 194
L.S4057aa

VIA FAX: 907-£d1-<6£00

Petro Marine Services
Attn: James 3. 3urr.s
Anchorage, .Alaska

Dear Mr. Sums:

We operate the MS CROWN DYNASTY whose summer itinerary has her sailing from
Vancouver throughout Alaska.

While researchingi avaiiacie bunkering pons, we understand the Alaska Marine Tax o:
nve-csnts per gatlon is currently in effect. We understand Petro Marine Services is
leading the way to have the tax reduced from 5Scents to 1 cent; we wouid like tc lend our
supper: to this effort and advise that such a reducrion wouid piay a key role inour
geuﬁlon ttot_bunker in .Alaska rather than reiving solely cn Vancouver as the primary

unker station,

Thank vou for including our formai letter of suooorc in this reducrion efforts dossier."

Sincerely, Q .
/L AhufiaZ*

C_ﬁptaiﬁ]Jorg Walczak
Director, Marine Operations

JW:aa

cc. 7. Grant, Sr. VP Operations



REGENCY CRUISES

Harch 1, 1394

Hr. James S. Buns
P3TEO HARZNS S2RVTCSS
3111 -C" Street:

Suita 500

Anchorage, AK S9503

Dear Hr, Sums:

As | indicated during our meeting last month, Recency will
deploy two vessels in Alaska during tie summer of 94 and |
am please to tell you we will add a third ship in 1995.

While at present, bunkering takes place in Vancouver every
two weeks, we are very much interested in your proposal to
bunker in Seward.

However we must tell you that in order to stay competitive
with Vancouver®s pries, serious consideration must be
given to. reduce the current *emotor fuel tax® to a more

realistic figure.

To give you an indication of our bunkering needs, on an
average the Regent Sea bunkars 450 M/T of 1?0 I1SO and 15C
H/T of HDQ, the Regent Star 450 H/T of I1TO 100 and 130 H/T
of HDC every two weeks.

We leak forward to doing business with you hopefully in
the very naar future.

Sincerely.
R2GZNCT CRUISSS

Andrew R. Horton
Hanaaer - Port Operations

A3H/GG

3E30 HW. xxn Strm*, Sum u, .yferi fiemli 13177  T«. PCS) 2)3*2333 maiftr JfIMQJ « TthMx: PCS) Sfiz-CSX



Princess Cruises

February 28, 1394
Ref: SXN/c-jt #1612

Mr. Jin> Burns

Petro Marine

3111 ¢ Suite 600
Anchorage, Alaska 99503

Dear Jim,

Princess Cruises operates 6 cruma vassals in tha Alaaka cruisa trade from
June through -September each year. Five of these vessels are baced in
Vancouver and cru in San Francisco. Of the 5 Vancouver baaed vessels, 3
operate 7 day cruises across the Gulf of Alaska between Vancouver ar.ci Saward
and 2 operate 7 day cruises round trip from Vancouver through the inside
passage of A-.oska. That San Francisco based vessel operates 10 day round
trrp crurses to the inside passage of Alaska. Alaska ports o' call include

Ketchikan, Juneau, Skagw&y, sitka and Seward.

We purchase the fuel oil for our ships based upon quality and price. Fuei
oil purchased in Vancouver is essentially the same quality as that available
ir San Francisco, Seattle and Seward. The price differential, due to the
Alaska state motor fuel tax is, however significant. The tax of $0.C5 per

gallon, which im approximately equal to $13.65 par ton, makes it prohibitive
to purchaaa mor* than tha minimum required in Seward to return to Vancouver.
Our torai v*qg» iremenca for the 1994 Alaska <cruises season wul be
approximately 57,655 tons (15,680,000 gallons) for the 6 vessels. Cf this
amount we anticipate purchasing approximately 9,450 tons (2,561.000 gallons)
in Seward.

We strongly support the proposal to reduce the Alaska atate motor fuel tax

to S0O.01 per gallon. ThiB would make the cost of fuel o1! in Alaska
competitive with that in Vancouver. This would encourage greater purchase
cf fuel oil in Alaska.

Very truly youro,

<U' |
3 L-CU _
Stephen A. !llelser.

“StrficTUC
IS\ T
5'HX

rn :%x-s7;
“fairi X



Low prices fuel a
busy bunker
market

By Fred McCague

Low prices in che Pacific North-
west have caused a swing in the pat-
tern of bunkering. Pnces in Puget
Sound dipped below S60.00 per ton
during December, and while they are
new in che 566 to $68 range, they
remain among che lowest inthe world,
matched only by che Houston area
and che Persian Gulf, and are about
57 per ten below Los Angeles prices.
Alhough the location has precluded
ship diversions to Puget Sound for
bunkers oniv. the lower prices and
better supply are making Seattle and
Pugec Sound the plane bunkersource
on the West Coast, and shifting bun-
ker purchases from che Orient to the
Pacific Northwest.

Shio Sniozaki of Pacific Northern
Oil Corp. says between 1 and 12
million barrels (155.000 - 185.000 tons)
of bunker fuel issold in Pugec Sound
annuailv, now exceeding sales in Los
Angeles* Long Beach and she notes
"We are doing more container lines
chan before.' Abigail Addington. Mar-
keting Manager PNW for BP Manne
Amenca says BP's sale of its Femdale
refinery does noc affect 3P Marine
and they 'maintain a strong presence
in che Northwest market." Site notes
bunkers are a volatile market "chang-
ing with che swing in prices," adding
cyclical price swings can mean buy-
ing in Korea or Singapore one trip
and Seattle the next. BP and Pacific
Northern are the cwo largest suppliers
in Puget Sound and on the Columbia
River.

Low Vancouver prices
have sparked an
increase in bunker
sales and prompted
one new entry—

The Vancouver market is tradition-
ailv 55 to per ton higher 'han
Pugec Sound because the region 'ra-
Jiuoiiallv imports bunker fuel to aug-
ment local production, and more-
based installations, including pulp
pulls, compete for the Hippie Inaddi-

trans-pacific

shipping

Liner downsizing ?

Ab. The 220-foot Sea Trader shown in thisphoto isowned by the Sen
TraderCo.and operated by Sonbland Services Inc. ofSeattle to cany
containers to outlying ports in Alaska. Tire Sea Trader isshown here after
the addition o f9-foot sponsons at AK-WA Shipyard in Tacoma. Tire
conversion, designed by Fisker-Anderson & Whalen. Inc.. increased the
vessel's capacityfrom 29 to 75forty-foot containers.

tion. sales are hampered by a " per-
cent provincial bunker tax.

In che past, ships frequently bun-
kered at Port .Angeles en route to
Vancouver, and Shiosaki said hercom-
pany bunkered a number of Vancou-
ver-destined ships at Port .Angeles dur-
ing the recent port strike. Low Van-
couver prices currently in the low
S’0 range plus taxi have sparked an
increase m bunker sales and prompt-
ed one new entry. Sea Fuels, division
*a Seaspan International, last vear into
me Vancouver scene. Vancouver pric-
es are expected to nse again during

Russian

Far

the summer, che peak sales season, as
che oort bunkers' me enure ..u-hio
Alaska ennse fleet.

Portland and the Columbia River
are smaller bunker markets and. .ike
Vancouver, prices follow Puget Sound
levels but are 55 to 510 per ton higher
because all fuel must be barged m.
Gal> volumes are about one quarter
those of Puget Sound. Pacific North-
ern and BP are the oniv active com-
petitors in this market at me moment
Currently Portland prices are .ou-r
<han Yokohama, encouraging cram
ships to purchase locallv [

East Update

The only monthly reportforpeople serious about
business in the Russian Far East

Your business guide to...

Contact s lor a.amolc ad

Privatization Shipping suDScription information
Joint Ventures Forestry po Box ::::n
Communications Fishing Sereie. WA ASI:;
Bankina Mining o caosanns e

S\



FINAL REPORT
OF THE
GOVERNOR'S TASK FORCE
ON
REGULATORY REFORM

MARCH 19,1993
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51 9. P.opose a statutory or regulatory change to make marketing of heavy fuels
(heavy bunker oil) more economically competitive by eliminating or reducing the
taies. Statutory reference AS 43.40.1 - May be possible to do by

regulation.

Due to the excessive tax on heavy fuels ifused instate (S2.1Q), heavy fuels have

no instate scies/useage. In 1970-72, heavy bunker fuel was sold to a small market, for

use instate, by such firms as Sealcmd In 1972, the present rax was placed on this fuel.

All saies then ceased, and have remained non-existent since that date. Currently, there is
the coter.r.al for a market of these fuels in A.laska, if the price of the fuel can be
comDetetive with prices in Canada (current fuel source). The initial potentici is for
annual saies of S7,000,000, and employment for 7-10 AJaskans. Refineries instate do

oroduce the heavy bunker fuel, and then itsell as an exportedproduct.

MINING

S1 10. Change the valid timeframe of an Exploration and Reclamation permit from
one year to five years (DNR). 11 AAC 97.300

Currently permits are onlygoodfor one year, and require considerable effortand
exuense 1in oreveranon. Exniorction and reclamation themselves are likely to span
several years. Recruiting firms to file anew each year 1is an unnecessary additional

exoense bothfor the business entervrise and the State, which does not contribute to either

the applicant or A D NR.

IfTADNR R is seeking updated information on changes, then alter the regular,ors

to reauire notification of cry changes when and if changes occur from those in the

original approvedpermit

SI 11. Add a phrase to IS AAC 30.020 so that it reads: "Toxic and Other
Deleterious Organic and Inorganic Substances -Substances snail not exceed Alaska
Drinking Water Standards (IS AAC 30) or EPA Quality Criteria for Water as
applicable to substances and use. Le.. ifthe water isnot used as a public water svstem.
18 . AAC 30.fl20 Source Protection is not the applicable use.

This is recommended in order to get away from effective treated water at the

source, .-is a result, "raw water"™ drier to treatment would not nave to meet the seme

standards as water taken and treatedfor public consumption.



SENATE FINANCE COMMITTEE REPORT

=) :
DATE: 4/15/94 FURTHER:
DATE TURNED INTO OFFICE:
The Finance Committee considered CS FOR HOUSE BILL NO. 453(FIN)

"An Act establishing, for purposes of the levy and collection of the motor fuel tax and for a limited
period, a different tax levy on residual fuel oil used in and on certain watercraft; and providing for

an effective date."

and recommends:

_ [ ] same title
[ ] replace with CSs (FINANCE) [ ] new title
. technical
or [ ] adopt previous CS 1 ) t[me] change
[ ] attaches amendment(s) (HB only)
[ ]adopts Letter of Intent
[ ] further referral to the
[Vﬁk) pass
[ ]do not pass
[ ] no recommendation
[ ]individual recommendations
NEW FISCAL NOTES _ PREVIOUS FISCAL NOTES
Department Date Zero Fiscal Deparrriant Date Zero Fiscal
[ ) Appropnation No Fiscal Note
DO PASS: OTHER RECQMMENDATIONS:
Xjl.
-tiX-
-~

ture/Recommendation Co-Cfiair: Signature/Recommendation



SENATE FINANCE COMMITTEE REPORT

DATE: 4/15/94 FURTHER:
DATE TURNED INTO OFFICE:
The Finance Committee considered CS FOR HOUSE BILL NO. 453(FIN)
"An Act establishing, for purposes of the levy and collection of the motor fuel tax and for a limited

period, a different tax levy on residual fuel oil used in and on certain watercraft: and providing for
an effective date."

and recommends:

_ same title
[ ] replace with CS (FINANCE) new title
. technical
or [ ] adopt previous CS 1 ) fitle change
[ ] attaches amendment(s) (HB Only)
[ 1Tadopts Letter of Intent
[ ] further referral to the
"do pass
[ ]1do not pass
[ ] no recommendation
[ 1individual recommenaations
NEW FISCAL NOTES . PREVIOUS FISCAL NOTES
Department Date Zero Fiscal Department Date Zero Fiscal

| ) Appropnation No Fiscal Note

DO PASS: OTHER RECOMMENDATIONS:

2. - U
Co-Chair: Signature/Recommendation



SENATE FINANCE COMMITTEE REPORT
| ;
DATE: 4/15/94 FURTHER:

DATE TURNED INTO OFFICE:

The Finance Committee considered CS FOR HOUSE BILL NO. 453(FIN)

"An Act establishing, for purposes of the levy and collection of the motor fuel tax and for a limited
period, a different tax levy on residual fuel oil used in and on certain watercraft; and providing for

an effective date."

and recommends:

] [ ] same title
[ ] replace with CS (FINANCE) [ ] newtitle
. [ ]technical
or [ ] adopt previous CS < ) title change
m[ ] attaches amendment(s) (HB only)
[ ]adopts Letter of Intent
[ ] further referra’ to the
"do pass
[ ]1do not pass
[ 1 no recommendation
[ ] individual recommenoatioris
NEW FISCAL NOTES PREVIOUS FISCAL NOTES
Department Date zero Fiscal Department Date Zero Fiscal

| | Appropnation No Fiscal Note

DO PASS. OTHER MMENDATIONS:
So

ture/Recom'mendation Co-Chair: Signature/Recommendation









HOUSE COMMITTEE REPORT

Safl?e Referred: February 9, 1994 : FURTHER REFERRAIES:

Date of Committee Action: MNoxus

The FINANCE Committee considered: FIB 454
HOUSE BELL NO. 454 APPROP: COST OF OIL/GAS LITIGATION

"An Act making a supplemental appropriation to the Department of Law to pay costs of certain continuing legal
proceedings; and providing for an effective date."

RECOMMENDATIONSy-v same fitle
be replaced with (-0 [ ]anew title

[ J Imve attached arendments(s)

\/1&o Pass

[ Jdo not pass
[ ] no recommendations
[ ] individual recommendations

[ ] additiontil referral to the Committee
ADOPTS: letter of Intent
ATTACHES NEW FISCAL NOTE(s): @) APPROVES PREVIOUS: (DeptiDate
[ ] fiscal impact [ ]fiscal note(s)
f ] zero fiscal note .. [ ] zero fiscal note(s)
SIGNI* OTHER RECOMMENDATIONS
tWRcc*

93 QbNuj u
CHAIRMAN'S SIGNATURE



8-GH2039XE

CS FOR HOUSE BILL NO. 454(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA

EIGHTEENTH LEGISLATURE -SECOND SESSION
BY THE HOUSE FINANCE COMMITTEE

Offered:
Referred:
Funding Information:  General Fund $13,837,500
Other Funds 4.612.500
$18,450,000

Sponsor(s):  HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A BILL
FOR AN ACT ENTITLED
"An Act making a supplemental appropriation to the Department of Law to pay

costs of certain continuing legal proceedings; and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1 The sum of $18,450,000 is appropriated to the Department of Law to pay
continuing costs for legal proceedings involving oil and gas revenue due or paid to the state
or state title to oil and gas land, and proceedings before state and federal regulatory agencies
involving the transportation of oil and gas, for the fiscal year ending June 30, 1994, from the
following sources:

General fund $13,837,500
Permanent Fund Corporation receipts 4,612,500
* Sec. 2. This Act takes effect immediately under AS 01.10.070(c).

1 CSHB 454(FIN)
New Texr. Underlined IDELETED TEXT BRACKETEDI









SENATE FINANCE COMMITTEE RTQORT

( \

DATE: 3/24/94 FURTHER:

DATE TURNED INTO OFFICE: 3-
The Finance Committee considered CS FOR HOUSE BILL NO. 454(FIN)

"An Act making a supplemental appropriation to the Department of Law to pay costs of certain
continuing legal proceedings; and providing for an effective date."

and recommends:

. [ ] same title
[ ]replace with Cs (FINANCE) [ ] newtitle
or [ ] adopt previous CS 1 ) gﬂe]zed‘nlne:al
[ ] attaches amendment(s) (HBonly)
[ |adopts Letter of Intent
[ ] further referral to the
[-'fticTpass
[ ]do not pass
[ ] no recommendation
[ ] individual recommenaations
NEW FISCAL NOTES _ PREVIOUS FISCAL NOTES _
Department Date Zero Fiscal Department Date Zeno Fiscal

[Mf'Appropnation No Fiscal Note
OTHER RECOMMENDATIONS:

. Signhature/Recommendation
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DATE: 3/9/94

Judiciary Committee considered CS FOR HOUSE BILL NO. 454(FIN)

making a supplemental appropriation to the Department of Law/io pay costs of certain
continuing legal proceedings; and providing for an effective date." /

i
Nons

and recommends:
[ ] same title

[ ] replace with .CS [ ] new title
or [ ] adopt previous___ CS Eﬂgzic::ézal
[ ] attaches amendment(s) (HBonly)
[ ] adopts Letter of Intent
[ ] further referral to the
[ ]do pass
[ ] do not pass 0
[ 1 no recommendation
[ ] individual recommendations
NEW FISCAL NOTES _ PREVIOUS FISCAL NOTES _
Department Date.  Zero Fiscal Department Date Zero Fiscal
| [*Appropriation No Fiscal Note
DO PASS: MMENDATIONS:

(MO Kec)
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Judiciary Committee considered CS FOR HOUSE BILL NO. 454(FIN)

making a supplemental appropriation to the Department of Lalyto pay costs of certain
continuing legal proceedings; and providing for an effective date."

and report It

and recommends: bzck S3 M/ows

[ ] same title

. [ ] replace with .CS [ 1 new title
or [ ] adopt previous___ CS gﬂgzic::égal
[ ] attaches amendment(s) (HBonly)
[ ]adopts Letter of Intent

[ ] further referral to the

[ ]do pass
[ ] do not pass
[ ] no recommendation

[ ]individual recommendations

NEW FISCAL NOTES _ PREVIOUS FISCAL NOTES _
Department Date Zero Fisccl Department Date Zer Fiscal

([*Appropriation No Fiscal Note
DO PASS: OMMENDATIONS:

/ Alo Kec)



WALTER J. HICKEL, GOVERNOR

PLEASEREPLY TO:

0 -
DEPARTMENT OF LAW é@ﬁ@ ‘
OFFICE OF THEATTORNEY GENERAL i

March 25, 1994

The Honorable Steve Frank
Co-Chair, Senate Finance
Room 518

State Capitol

Juneau, AK 99801-1182

Re: FY 94 0il and Gas
litigation supplemental
HB 454

Dear Senator Frank:

The Department of Law urgently requests Finance
Committee approval of a supplemental appropriation for oil and
gas litigation in FY 94 in the amount of $18,450,000. The appro—
priation is contained in HB 454 new pending in your committee.

The department 1is now 1in the trial preparation stage
for four major cases. Two of these cases involve royalty matters
set for trial in the spring of 1995. The remaining cases are tax
matters set for formal administrative proceedings. All of these
cases are complex, involving substantial amounts of time and
expense to prepare. The legislature partially funded the FY 1994
oil and gas special litigation budget request unit by appropriat—
ing $10,358 million (1. 11-12, sec. 25, ch. 65, SLA 1993) of the
estimated $25 million needed to finance a full year of litigation
activities. Because of the expense of document collection,
production and organization, the need to take numerous deposi—
tions, and the employment and preparation of experts for all of
these cases, the original appropriation has been fully expended.

Consequently, it is 1imperative that a special supple—
mental appropriation bill be considered by the Senate Finance
Committee at the earliest possible time. There 1is precedent for
expedited consideration of an oil and gas litigation-related
supplemental appropriation (see, e.g. . ch. =z, bJLA 1983; ch. 1,
SLA 1981). Without early enactment of a supplemental appropria—
tion, we will be forced to shut down our litigation effort at the
most crucial pretrial period. Our efforts 1in the royalty cases
are being driven by scheduling orders 1imposed by the Superior
Court. OQur efforts in the tax cases are being driven by the
policy of the administration to resolve long standing tax
disputes that may add significantly to state revenues.

URTHOUSE
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The supplemental will complete funding in FY 94 for the
following major activities:

1. Royalty Cases.
In re ANS Royalty litigation (formerly known as State
v. Amerada Hess). This case 1is scheduled for trial beginning 1in
Spring 1995. The case involves the validity and method of calcu—

lation of <charges assessed by North Slope producers for the
state"s royalty oil produced in the form of natural gas liquids.

We are incurring significant expense to process over 2,500,000
documents produced by our opponents during discovery. We are
also conducting oral depositions of oersons who may provide
relevant evidence concerning the state or the producer®s case.

Experts were hired to prepare reports to support the cases of the
respective parties. These reports were exchanged with our
opponents and we muse now depose these experts. In order to be
ready for trial, it is crucial to continue funding these activi—
ties.

MAFCO. The department is also deeply committed to
prosecuting the state®"s claims against MAPCO for a retroactive
price adjustment under certain royalty oil contracts. This case
is also scheduled for a Spring 1995 trial. The recovery of over
$100 million is at stake 1in this case. All other royalty oil
purchasers have either admitted liability or settled for substan-—
tially all of the state®s clainms. MAPCO 1is alone in its denial

of liability and is defending this case in a manner which appears
to be calculated to cost the state the maximum amount to obtain a
judgment. Again, the continuation of funding 1is crucial to keep
up the pace set by MAPCO and the Superior Court.

2. 0Oil and gas tax cases.

Tax proceedings conducted before the Department of
Revenue are confidential. Accordingly, the department is unable
to disclose the specific taxpayers, issues, or amounts at 1issue.
It is expected that the <cases currently being developed will
require the processing of millions of documents and the
employment of several experts. Development of these cases is
contingent upon additional funding since existing appropriations
are fully committed.

3. TAPS cases.

TAPS Corrosion Case. The TAPS corrosion case between
the state and the TAPS owners 1is stayed to permit the parties to
undertake a cooperative corrosion control program. The parties

hope that the program will provide a basis for settlement of the
dispute. The department is expending substantial amounts through
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outside counsel to support the ~cooperative program. It 1is
possible that the program will either continue and the case will
settle, or .the parties may abandon the cooperative program and

return to litigation. IT the program continues, the state will
incur substantial sums to provide expert support for the program.
IT the case returns to litigation, the costs of preparing for
hearing before the Federal Energy Regulatory Commission could be
substantial. Presently, we expect that the cooperative progrrm
will be extended by FERC. However, we must be prepared for the

other eventuality.

TATS audit. The department gave the TAPS owners
notice of the state®"s right to audit for tariff review purposes.
An audit was Jlast done through 1986. The audit may provide a
basis for questioning substantial -expenses recovered by the
owners through the TAPS tariff. It is expected that the legisla—
ture and pubic will be critical of the time lag since the last
audit. It is imperative that the administration anticipate this
criticism by moving forward now with the audit. The shortfall in
available appropriations will delay the audit. The main audit
firm has expressed a reluctance to begin 1in earnest without
assurance of funding. Additionally, Alyeska appears prepared to
litigate our right of access to their documents. The litigation
will add an unanticipated expense to our audit effort.

In closing, please let me stress the 1importance of

enacting an early supplemental. A temporary cessation of trial
preparation would be required in the absence of an early supple—
mental. This will have a devastating effect on the state®'s oil
and gas litigation. OQur trial teams would, for the most part, be
disbanded. Reconstruction of the teams later would be difficult
and, in the long term, more expensive for the state than continu—
ing our <current level of activity. The emergency measures

described here would send a signal of weakness to the producers.
A shutdown now would make it far more difficult (if not 1impos—
sible) to arrive at settlements that are acceptable to the state.

Sincerely,

BRUCE M. BOTELHO
ATTORNEY GENERAL

James L. Baldwin
Assistant Attorney General

JLB:tg
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Co-Chair, Senate Finance

cc: Bruce M. Botelho
Attorney General
Dick Pegues, Director ~
Administrative Services Division



MEMORANDUM State of Alaska

Department of Law

TO: Charles E. Cole date: November 10, 1993
Attorney General

FILEND.;
TEL NO.: m165- 3672

0il and Gas Litigation
Funding History

PROM: Richard 1. Pegues,l/Director
Administrative Services Division

The following is a listing of appropriations made to the
Department of Law for oil and gas litigation. The appropriations
began in FY 77 and continue to the current fiscal year, FY 94. The
appropriations were both lapsing andnon-lapsing and, thus, most
were fully expended. However,perhaps as much as $300,000lapsed
from the 12-month appropriations.

Department of Law

** CH 89/SLA 77 $ 465.0
CH 113/SLA 78/Pg. 55/Ln. 7 2,000.0
CH 7/SLA 78 958.3
CH 80/SLA 79/Pg. 46/7,n. 22 1,500.0
CH 120/SLA 80/Pg. 62/Ln. 16 2,000.0
CH 50/SLA 80/Sec. 257 1, 920.0

JO

8 CH 1/SLA 81/Secs. 1-2 10,615.0

g CH 1/SLA 81/Sec. 5 734.0

g CH 101/SLA 82/Sec. 40 815.2
CH 101/SLA 82/Sec. 42 4,433 .4

s3 CH 101/SLA 82/Sec. 43 211.7

cn CH 101/SLA 82/Sec. 44 436.0

00

o CH 107/SLA 83/Sec. 11 11,222.7
CH 2/SLA 83/Secs. 2-3 5,425.2
CH 122/SLA 84/Sec. 11 9,149.6
CH 98/SLA 85/Sec. 12 9,149.6
CH 129/SLA 86/Sec. 12 8,900.0

CH 130/SLA 86/Sec. 4 488.0
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Department of Lav fCont"d.)

CH 95/SLA 87/Sec. 20 9,,483 ,8
CH 9/SLA 87 (1,-912 «1)
CH 154/SLA 83/Sec. 17 14, ,474,.0
CH 173/SLA 88/Sec. 4 400 ,0
CH 173/SLA 88/Sec. 5 ,539,.0
CH 116/SLA 89/Sec. 25 14,,000, .0
CH 17/SLA 90/Sec. KP) 7*7..6
CH 17/SLA 90/Sec. j(q) 8,,274,.3
CH 209/SLA 90/Sec. 30(a) 10,,500..0
CH 207/SLA 90/Sec. 30(b) 3,.500..0
CH 1/SLA 91/Sec. 14 12,,000.,0
CH 73/SLA 91/Sec. 40 11,,000..0
CH 8/SLA 92/Sec. 2 15,,500.,0
CK 136/SLA 92/Sec. 44 10,,358 .4
CH 41/SLA 93/Sec. 77 8,.800.,0
3,500.0 of this appropriation is from the Permanent Fund

Reserve Account to Law; the remaining 10,500.0 1is fronm
. - the general fund.

This 3,500.0 appropriation is from the Permanent Fund
Reserve Account to the Permanent Fund Board. The Board
in turn provided, these funds to Law for royalty and title
litigation purposes.

2,000.0 of this appropriation is from the Permanent Fund
Earnings Reserve Account; the remaining 10,000.0 is from
the general fund.

1,750.0 of this appropriation is from the Permanent Fund
Earnings Reserve Account to Law; the remaining 9,250.0 is
from the general fund.

2,500.0 of this appropriation is from the Permanent Fund
Earnings Reserve Account to Law; the remaining 13,000.0
is from the general fund.

2.750.0 of this appropriation is from the Permanent Fund
Earnings Reserve Account to Law; the remaining 7,608.4 1is
from the general fund.

2.200.0 of this amount is from Permanent Fund Corporation
receipts. The remaining 6,600.0 1is from the general
fund.



CH 65/SLA 93/Sec. 25 10.358 .4

TOTAL $199,447.1

cc: Bruce M. 3otelho
Deputy Attorney General

2,750.0 of this amount is from Permanent Fund Corporation
receipts. The remaining 7,608.4 is from the general
fund.



DEPARTMENT OF LAW
OFFICE OF THEATTORNEY GENERAL

March 25, 1994

The Honorable Steve Frank
Co-Chair, Senate Finance

Re:™

518

State Capitol
Juneau, AK 99801-1182

Dear Senator Frank:

the state as a result of
BRU:

Year

WALTER J. HICKEL. GOVERNOR
PLEASEREPLY TO-

Oil and Gas Settlements

The following are estimates of savings or payments to

Sett]cment Payment

Signed

Descripti m

Gas royalty settlements

1982

1984

1985

1985

1986

1988

0”SLH

Union Cook Inlet royalty
settlement

Phillips LNG royalty
settlement

Marathon LNG royalty
settlement

Union and Marathon royalty
settlement

ARCn, chevron & Shell Cook
Inlet gas royalty settlement
Union royalty settlement

Sub-total

litigation efforts under the oil and gas

Immediate Future
Payment Benefit
(nearest thou.) (nearest thou.)

$ 848,000
36,300,000
4.300.000
4.200.000
1.568.000
3C0,000

47,53.6,000
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Oil royalty settlements

North Slope royalty casel

1989 Amerada Hess 318,624

1990 ARCO Alaska 287.000.000

1990 Freeport-McMoRan 331,000

1991 Marathon 424,039

1991 British Petroleunm 185.000.000

1991 Phillips 12,944,960

1991 LL&E 251,848

1992 Mobil 10,000,000

1992 Texaco-Getty 3.200.000

1992 Chevron 4,888,130

1992 Exxon 128.000.000

1992 Shell 203,854

1992 Petro Star 2.100.000
1993 Tesoro 10.273.000 115,500,000

1993 Chevron 87.700.000
Subtotal 732,635,455 115,500,000

Tax settlements?

Taxpayer A $243, 000, 000

Taxpayer B 172, 200, 000

Taxpayer C 28, 100, 000

Taxpayer D 5, 525, 000

Taxpayer E 2,257, 000

Taxpayer F 32, 800, o000

Taxpayer G 27075, 000

Taxpayer H 19, 000, 000

Taxpayer | 165, 000, 000

Taxpayer J 3, 000, 000

Taxpayer K 851, 000

Taxpayer L 13, 573 ,000

Taxpayer M 630, 000, 000

Taxpayer N 50, 273, 000

Taxpayer O 3, 500, 000

This amount only includes settlements for the past. It does not
include estimate of future revenues to the state that will occur -
without Llitigation - under a future formula agreed to by each of the
parties who have settled.

These cases do no: include the state®"s victory 1iIn Atlantic

Richfield Co. v. State, 705 P.2d 418 (Alaska 1985), in which the
state"s separate accounting methodology was upheld, thus voiding oil
company claims of $2 billion in tax refunds.
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Taxpayer P 69.824.000
Taxpayer Q 42.200.000
Taxpayer R 650,000
Taxpayer S 4.002.000
Taxpayer T 6.858.000
Taxpayer U 9.600.000
Taxpayer V 63.870.000

Subtotal 1,568,158,000

Federal government revenue sharing

1986 Congressional settlement 51,000,000 135,000,000
1987 Congressional authorization 323.000,000

state to receive its minimum
"8(g)" share of Dinkum Sands
escrow account

Subtotal 374,000,000 135,000,000

Federal Energy Regulatory Commission Proceedings (through 1992)

1984 Kuparuk 1 settlement 6,000,000
1985 TAPS settlement3 250,460,000 2,649,650,000
1990 Milne Point settlement 2,500,000
1991 Kuparuk Il settlement 82 ,600,000
1993 Endicott Pipeline 10.200,000 3,800.000
Subtotal 260,660,000 2,744 ,550,000
TOTAL $2,982,969,455 $2,995,050,000
GRAND TOTAL <".5,978. 019,455
Please note that frequently the full benefit of the
settlement 1is not reflected 1in the retroactive amount. Typi —
cally, the dispute was resolved prospectively as well. The 1985

3

settlement with Union and Marathon 1is an example of a case where
the prospective benefit was probably greater than the retroactive
benefit. In the 8(g) ~case, winning 27 percent of federal
revenues in the 8(g) zone in 1986 opened the way to receiving

In addition, the state received approximately $33.28 million

costs and attorney®"s fees paid into the general fund.

in
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$323 million 1in 1987, and to 27 percent of future revenues as
well.

This summary does not include savings in which attempts
to interfere with state"s revenue opportunities have been

thwarted. For example, we successfully defended against vigorous
efforts by ARCO and Exxon to have the U.S. District Court 1in
Kansas enjoin tax claims potentially worth over $100 million. We

have, of course, also defended the state®s oil and gas leasing
program against various attacks.

IT you have any questions, please do not hesitate to
contact me.

Sincerely,

BRUCE M. BOTELHO
ATTORNEY GENERAL

By:
J"mes L. Baldwin
Assistant Attorney General

JLB:tg



Morrison & Foerster

SAN FRANCISCO ATTORNEYS AT LAW NEW YORK
LOS ANGELES DENVER
SACRAMENTO 2000 PENNSYLVANIA AVENUE. N.W. LONDON
ORANCE COUNTY WASHINGTON, D.C. 20006-1888 BRUSSELS
PALO ALTO TELEPHONE (202) 887-1500 HONG KONG
WALNUT CREEK TELEFACSIMILE (202) 887-0763 TOKYO
SEATTLE TELEX 90-1030 MRSN FOERS WSH

DIRECT DIAL NUMBER

March 11, 1994 (202) 887-8727

VIA PPS OVERNIGHT

James L. Baldwin »tCElVED

Assistant Attorney General r<oa tmanf of Law
State of Alaska

Department of Law, Civil Division m VL
T|BIWLLL1213)4516
State Capitol - Pouch K

Juneau, Alaska 99811

Dear Jim:

The "return on investment”™ of 13 to 1 cited in the
newspaper story on oil and gas litigation expenses seemed
low to us. The substantial settlement benefits from lower
tariff rates seem to have been omitted. In any event, we
thought you might be able to use an update of the revenue
effect of the settlements for TAPS and all three feeder
pipelines. Summary tables and more detailed backup
schedules are enclosed.

I asked Horst, Frisch to separate out the refund
revenues for the Kuparuk and Endicott settlements. (See
Table 3.) When these refunds are added to those from the
TAPS settlement (Table 1), the total 1in direct revenue
resulting from refunds is approximately $315 million. In
addition, Ilower tariff rates have thus far increased royalty
and severance taxes by approximately $3.5 billion, measured
against the filed rates prior to the settlements.

Please call if you have any questions or would like
additional analyses. These numbers can be updated quickly
at any tinme.

Best regards,

Ellen E. Deasor.
Enclosures

Q17925 [8083/351



TABLE 1
TAPS SETTLEMENT AGREEMENT
ADDITIONAL REVENUES COLLECTED BY THE STATE OF ALASKA UNDER
THE TAPS SETTLEMENT AGREEMENT THROUGH 1994 ($ MILLIONS)

Resulting
From Lower
Resulting Tariffs
From Refunds (1985-1994) Total

Additional Royalties $108.41 $1,826.83 $1,935.24

Additional Proauction Taxes 108.77 1,651.07 1,759.84
Reimbursement of Litigation

Expenses 33.28 OQu 33.28

TOTAL $250.46 $3,477.89 $3,728.35

Horst, Frisch, Clowery & Finan
March 7, 1994



TABLE 2

Horst, Frisch, Clowery Af'inan

TAPS SETTLEMENT AGREEMENT iU-Mar-94

BENEFIT FROM REDUCED TAPS TARIFFS (12/12/85-12/31/93)

(revenue amounts In millions)
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BENEFIT FROM REDUCED TAPS TARIFFS (12/12/85-12/31/93)
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TABLE 2

TAPS SETTLEMENT AGREEMENT

BENEFIT FROM REDUCED TAPS TARIFFS (12/12/85-12/31/93)

(revenue amounts In millions)
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