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for Its mombOre throughout iti life, in the belief that if maximum competition
is present, the shareholders will benefit. It was with thet goal In mhd that it
previously provided bonded fud fadllities to Its menbers, and aso worked with
the MOA and State to create the Anchorage Foreign Trade Zore.

It has been true in the past, and remains true, that no combination of In-
state suppliers can provide al the jet fuel required at the arpot.  Hstorically,
that has meant using water borme cargo, most of which came fom tha
refineries neat Anacortes, Washington. It has also been historically true that
when market conditions were appropriate shareholders would purchase foreign
fuel for import Into the United States at Anchorage. It B also been
historically true that the intermational carriers using AnchoraQe for "technical
stops,” that is, stops purely for the purpose ol refueling, have been extremely
ooBt sensitive. AFSC’s experience In the past has been that when It became
possible to avoid Anchorage, the cammers did so. It has aso been AFSCa
experience in the past that several carriers have nowved their operations from
Anchorage to Fairbanks, lured largely by the availability of fue from the MAPCO
refiner.  Since MAPCO can ship fuel to the Fairbanks airport by truck
considerably cheaper than it can ship it to Anchorage by rall, coupled with a
less competitive market, It has apparently meant that fuel prices were
marginally lower.

This phenomenon is at work not only in the continuing efforts to shift
flights between Anchorage and Fairbanks, but also is at work between
Anchorage end airports In the former Soviet Union and airports in Canada.

From the standpoint of AFSC, its airline sharehdders, and the State, there
are many advantages to the foreign trade zone. The forenost of these (O that It
encouragos airlines to operate to and through Anchorage, because it reduces
their cost of operation. This is particularly true of intemational cargo flights.
As you are well anare, Anchorage Intermational Airport has become a mgor
cargo hub for Federal Bqress, and UPS has announced a mgjor expansion of its
facilities. In addition, there have been suggestions that inter-airline cargo
sorting facilities be constructed in Anchorage, and there has been a steady
Increase, In the number of transit cargo flights to and from Asia.  In fact, from a
fuel stand-polnl, the airport has fully recovered from the 1989 departure of the
intermational passenger flignts between Europe and Asia.  During the very recent



past, five cargo airlines have begun service to and through Anchorage, which has
off-set the move to Fairbanks of certain European cargo airlines, such as
Lufthansa. These, are Polar Air Cargo, Southem Arr Transport, EVA Airlines,
Evergreen Ainays and AtlasAir.  In addition, we continue to receive Inguiries
from airlines who are evaluating the possibility of using Anchorage as a transit
point. On the other hand, we are anare that airlines which are currently
members of AFSC continue to evaluate using Fairbanks, and other locations, aa
alternative teohnical stops. For exanple, last week China Airlines wes in
Fairbanks evaluating the possibility of noving its gperations there.

To put this matter In perspective, during 1989 AFSC pumped
approximately 660,000,00 gallons of Ja fud at the Anchorage Intemational
Aiport.  Starting In 1989, due to the availability of new, longer range airaraft
for passenger senvice, and the opening of airspace through the former U.S.S.R,,
there was a predpitous drap in traffic through thearmpot, and in the folloning
years, AFSC punmped as little as 455,000,000 gallons. Since that time there has
been a steady increase in the number of cargo flights through Anchorage, end it
Is our understanding that Anchorage is now the leading airport in the United
States in tenms of pounds of cargo Inpoted As a resut, during the year juet
completed, AFSC pumped approximately 530,000,000 gallons, and the trend
appears to continue uonard. To put this In concrete finandal tenrs, as you are
probably awnare, there is a 2 cent per gdlon "ilonage fee' for fuel lifted at the
airport.  Thus, AFSC member airlines have remitted to the airport approximetely
$10,600,000 over the past year. In addtion, of course, the menber airines pay
the airport for landing fees, terminal rentds, land learss, and the like. They
also purchase equipment and supplies, and enploy peode to provide necessary
services.

Has the Anchorage Foreign Trade Zone been exclusively responsible for
these developments? No. Has it been a significant factar in persuading airlines
that Anchorage, rather than Fairbanks, the former USSR, or other locations is
a good place to conmence or continue to do business? Yes.

The Foreign Trade Zone heB been a significant factor In this ongoing
effort bacaue®© it helps the carriers gperating in Anchorage contral their costs.
The largest single non-capital cost, after labor, of operating an airline is fuel.
There is obviously an Intense and continuing effort on the part of al airlines to



mnimize that expense. The foreign Uade zone help6 to acconplish that In two
ways. Hrst, and apparent reason this cane to your attention, is that It doviates
the need to pay a portion, of certain state taxes, depending on the source of the
fuel and destination of the aircraft. Even with the FTZ in full operation,
however, the airlines will continue to pay substantial amounts in notor fuel
tax. It Is our understanding that the Committee has been provided estimates of
revenue loss based on the assumption that foreign fuel would constitute as
nmuch as one third of all fuel used at the airport. Based on current experience
that appears to be a grossly excessive estinete. In any event, the anount of
foreign fuel imported will be a function of world market conditions for jet fuel,
which sometimes favor foreign fuel and sometimes favor domestic fudl.

Seoond, and much nore inportant In the larger picture, it alows the
airlines to encourage price competition among ol companies and fuel
distributors. Price competition, which is certainly to the benefit of Anchorage,
Alaska and their citizens, is encouraged because of the increased opportunity of
additional oll companies to enter the market. You are awaro that Kuwmait

Petroleum has brought two tankers to Anchorage. Chewron also brought in a
tanker from a Korean refinery to supplement their fuel commitments at

Anchorage. To the extent that this exarts a dowward effect upon price, It is to
the benefit of the airlines, the Municipality, and the State.

The benefit to the Municipality and the State is the increased economic
activty at the airport, These flights generate multiple benefits. Their crens
need to be housed and fed. The arcraft need to be senviced and repaired Their

cargo needs to be moved and sorted. Transportation costs for goods sald in
Anchorage and elsewhere in Alaska are minimzed. Al these create solid,

dependable jobs for the dtizens of Anchorage, in addition to the Inproved
senices available to the dtizens and businesses of Anchorage and Alaska,

As you are probably anare, the last few years have seen a great deal of
effort by other communities to win this traffic anay from Anchorage. There
are several obvious examples. In Fairbanks, the airport has mede the
availability of the MAPCO refiner, and the preferential price deals it will
allegedly, make, a comerstone of its effort to lure flignts from Anchorage. It
has been successful with some to the BEuropean camers, such as Lufthansa ad
Ar France. Since Fairbanks does not have the apparent ability to create a



foreign trade zone, it would definitely be to the interest of the Fairbanks
airport and MAPCO to prevent the use of and FTZ in Anchorage. The secod
competitor, the Soviet Far East, which has conmmenced an aggressive program
designed to lure international traffic, is less well known in this country.
Numerous airports have been trying to establish themselves as technical stop
locations for cargo traffic from Asia to Europe, and we are advised that some to
the airlines using Anchorage also use, or are actively evaluating, airports In the
Far East. As usual, there are many factors in this evaluation, but one of the
most Important is a competitive fuel price.

Other examples are recent developments In Canada. Vancouver, BC. Is
actively marketing Its recently privatized airport as a gateway to Asia, tt has
taken the very aggressive step of redudng landing fees by 25% on cargo airoraft
making technical stops in Vancouver, and has hillboards at the Seattle airport
advertising "New Route to Asia - Go North and Tum Left” | do nat think that
they mean Anchorage when they advise people to go north. We also know that
Vancouver Is actively courting airlines which have been considering Anchorage
as a stop, such a6 Malaysia. Similarly, the Province of Alberta is considering
elimnating the Provincial tax on jet fuel, which is equal to approximately 26.5
cents par gallon. The stated purpose of this tax reduction is to lure cargo
technical stops.

The point of these exanples, of course, is that Inere is a great deal of
competition for these technical stops. Anchorage has historically had a great
deal of this business, due to its geographic Itcation. As we leamed with the
departure of Intemational passenger flights, however, geography Is not
everything. Price is a very substantial factor. The cargo business Is less tine
sensitive, and can therefore be mo e price sensitive, than passenger traffic.
This will naturally mean, among other things, that Anchorage should do
everything within Its power to foster the competition which will assure
reasonably priced fuel.

In evaluating the suggestion that the FTZ creates an unfair economc
advantage for non-US oil companies, and will have the effect of costing Jdos at
the MAPCO refinery, several comments are in order. Hrst, it Is our
und>rstanding that the cammers in Anchorage continue to purchase fuel from
MAFCO In substantial quantifies, just as they did prior to the availability of the



FTZ This fuel would be used for domestic nights, and because It is aways
important for the carrier to have an established, domestic, available supply of
fuel. Needless to say, MAPCO can bring fuel from Fairbanks with nore
reliability than Kuwait can bring It from the Persian Gulf. Second, the Petro
Star refinery in Valdez continues to expand the volume of fuel it supplies to the
aiport.  This volume appears to be at least as great, and probaldy greater on a
sustained basis, than the volumes from foreign conpanies. We are unawnare of
any suggestion that MAPCO has lost jolos in Fairbanks because of the expansion
to the Valdez refiner. In this connection, it is worth ponting out that the
Valdez refiner (Petro-Star) has announced plans for continued expansion.  Third,
due to the continued demand for jet fuel, and for diesel and hoe heating all, It
seems highly unlikely that the MAPCO refinery will actually lose any jobs.
Fourth, due to Its guaranteed supply of North Slope carude all, and the relatively
low transportation costs it muet pay, MAPCO would seem to have a significant
coat advantage over foreign produces In supplying refined product to the
Anohorage market.  Hfth, any minimal job losses which might occur in
Fairbanks are nore than off-set by job Increases in Anchorage associated with
the continued expansion of the Airport.  Sixth, the primary economic
consequence to MAPCO seens to be that it must conpete with other \WorldM\Wide
refiners, it is AFSC's view, and we hope that of the State, that governments
should not create protected markets, but should instead foster free and open
competition. Rather than acting to create a protected market for MAPCO, with
an artificially high price and the consequent cost increase to the airines, the
State should, as it has, act positively to foster price conpetition among the all
companies.

We are not able to provide information conceming specific price
comparisons between MAPCO (or any other producer) and inported FTZ fuel.
That Information is held proprietary by each of the respective airlines, each of
whom are responsible for purchasing their own fuel on their own tems.
However, when comparing the offidal pudic posted prices for jet fuel at ngjor
West coast airports one can easily see that Anchorage is 4 to 5 cents higher
than LA or Seattle. this price differential is essentially the transportation
cost from these lower 48 locations to Anchorage. The three refineries in
Alaska * MAPCO, Tesoro and Petro Star, do not have the refinng capacity to
produce enough Jet fuel to meet the amviation needs in the State of Alaska.



Therefore, airline* and other fuel suppliers must Inport the incremental volume
to meet the total jet fuel requirements In the State. This imported fuel
effectively establishes the price level for all Jat fuel in Anchorage. The Alaska
refineries, therefore, appear to have a protected price of West Coast plus 5
cents. This would appear to give the Alaska refineries a significant price and
profit advantage. The FTZ at Anchorage should help balance this price disparity
by providing inoentive for additional foreign fuels to enter the market at a [TOIE
competitive price since many times this product is cheagper to obtain from
foreign markets than Inporting from the lower 48.

Although It Is certainly true that the State will lose some Motor Fuel Tax
revenues based upon the operation of the FTZ just as the MOA will lose some
property tax revenue’s, it is our belief that these losses are nore than off-set
by the increased and continuing economic activity connected with the Anchorage
International Airport.  We wholeheartedly support the Administration's position
that Alaska should be "gpen for business.” We believe that it would be an
unfortunate reversal of this position, and a chilling message to both present and
future businesses considering investments In the state, if the State were to
reverse Its prior position, terminate the cooperative relationship It had
previously developed with the airline community, and continuo Its efforts to de-
activate the foreign trade zore.

We would be pleased to try and answer any questions from the Conmittee.
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To: Jeff Cook

From: Keith Selby

Subject: DOR Calculations of Mapco Compantive Cost Analysis Calculations on Jet Production.

I would like to address the calculations presented in a Feb. 3.1996 memorandum from Sara
Fisher which attempted to compare Mapco costs for making Jet fuel with the costs of an
importer. | have two significant corrections to the DOR calculations.

QUALITY BANK PENALTY

The DOR showed a Quality Bank fee of 1.72/barrel of return. Or $1.32/barrel of product
retained. This Quality Bank is on the combined North Pole refineries as opposed to Mapco only.
It also does not indude the additional payment that Mapco must make to our imransit partners to
keep them whole. The correct Mapco Quality Bank for Sep. 1995 is S.54Jt>arrel of ratum oil or
$1.60/barrel of product retained. But this does not tell the whole story. The DOR apparently
assumes that every type of product incurs the same Quality Bank penalty. This is not correct.
Jet has the highest Quality Bank payment of all products and in Sep. 1994 was S3.23/bb! of .Jet

retained.
REFINERY COST

The DOR used a 9.50/barrel refinery operating cost for Mapco and an importer. 9.50/barrel of
crude run is an accurate estimate of our incremental operating costs. But most refineries run
100 barrels of crude and produce 95-100 barrels of product. Mapco runs 130,000 barrels/day of
crude and makes 40,000 barrels/day of product returning the restto TAPS. Thus the
incremental cost of 9.50/barrel of crude becomes 91.62 per barrel of product. This should bn
used in a comparison rather than the S.50/barref of crude.

Making these two corrections to the DOR calculations results in the following comparison.

CORRECTED COST COMPARISON

Mapco Importer

Crude S11.49 916.87
Tariff 92.36
QB 93.23
Ref. Cost 91.62 1.50
Rail 93.15 1.50
Tax $1.34

Totrl 923.19 921.67

Therefore, if the DOR had correctly used the Quality Bank and operating cost data, they would
have determined that an importer using the FTZ has a significant cost advantage over Mapco.

CC:  Randy Newcomer [ & ax i X
Mike Smith
Bonnie Gamer

JKII Udi3d dxstflo GOdoW Ud6£:99 56. t» 331



Comparative Costs to G et Jet Fuel to

A nchorage vs. M arket Price in Anchorage:

September 1995 [ M porter
M apco .
Based on best available *
Pump Station * public information Caribhean Spot
#1 Price Market Price
Y) R <X
$11.49/bhl $16,67/bbl
FACT5 K10
© AKIC VACEAB (J)
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Backup Information

Department cf Revenue Jet Fuel Comparative Cost Analysis (for September 19951
HB362

Mapco Costs

Pump Station #4 Cost $1149/barrel
Source: State of AJaska Royalty-in-Kind Billing (Attachment A)

TAPS Tariffto North Pole ~ $2.36/barrel ,
Source: 1995 TAPS tarifffilings, weight averaged across fields and TAPS owners

estimated by volume weight average; actual tariff paid by Mapco may vary slightly)
Attachment B)

Quality Bank Fee - $1.32/harrel .
Source: TAPS Quality Bank Stream Values and Total Stream Volumes Shipped

Calculation as follows (Attachment C):

Barrels leaving Pump Station #4 42225533 harrels

Less Barrels passing North Pole 38.384.128, barrels

Barrels removed by Mapco (Calculated) 3841405 harrels

Barrels returned to TAPS by Mapco 2488632 harrels

Barrels retained by Mapco (Calculated) 1352773 barrels

Suality Bank fee paid , $0.72/varrel

arrels to which penalty applies
~(returned barrels) 2488632 harrels
Total Quality Bank fee $1,791,815
Quality Bank fee spread over
barrels run through refinery $1,791.815/1,352,773 barrels
$1.32/harrel
Refinery Costs $0.50/barrel

Source: Estimate based on discussions with industry consultant, who gave possible range

of costs at $0.20 to $1.00 per barrel,

Alaska Railroad Freight $3.15/harrel
Source: Alas
30 million gallons (Attachment D)

aRailroad public rates for Petroleum Products, annual minimum volume of



Importer Costs

Caribbean Spot Market Price 51667/barrej

Source: Platt’s Oilgram Price Report - ANS gulfcoast spot market price for September

Refinery Costs $0.50/barrel

Source: Estimate based on discussions with industry consultant, who gave possible range

ofcosts at $0.20 to $1.00 per barrel.

Tanker Freight $4.50/barr9|

Source: Estimate based on cost to spot charter products tanker from Caribbean to

Anchorage
Anchorage Market Price for Jet Fuel

Rack Price $2898/barre|

Source: Bloomberg reporting service



SUMMARY OP MONTHLY PRODUCTION ANO IN-KINO 91U.INGS POR OR. ANO GAS ROYALTIES

NIpKuk PA
BP EXPLORATION
TOTALS

WHIHM'VUA.
ARCO

EXXON
TOTALS

TOTAL LISBURNE CTR:

TOTAL PRUDHOE BAY
UNIT - RIV

ROYALTY IN-KIND OIL

PURCHASER

MAPCO

TESORO

TOTAL RIK BiLLNGS

PRUDHOE BAY
UNIT - RIV 8 RIK

TOTAL

ID=9072696644

FEB 02 '96

STATE OP ALASKA

DEPARTMENT OP NATURAL RESOURCES

a VISION OP OIL ANO HAS

POR PRODUCTION MONTH OF SEPTEMBER 1988

ANO RECEIPT MONTH OP OCTOBER 19**

VOLUME
ROYALTY BBLS 1

34,807.19
34,807.13

2.319.86
2.819.86
6.639.72

297.564.70

1,799.464.92

QUANTITY
PURCHASED
987,218.45
1.042,780.90
2,029.999.35

3.829,464.27

*1 Includes M liquid hydrocarbons.

*2  Fisld Costs lor Prudhoe and lisbuma art 8.83 per barral.

*3 Royalty paymant recaivad Is a net amount Inclusive ol COTP adjustments.
reported NGL field cost deductions, and RIK field cost deductions.

*4 Invoices sent 10/02/99 based on royalty report values received 09/30/95.

KUPAHK RVERUNT

Ktineruk PA
LESSEE

ARCO

BP EXPLORATION
CHEVRON

EXXON

MOBIL

UNOCAL

TOTAL KUPARUK RIVER UNIT:'

VOLUME
ROYALTY 6BLS
964,998.91
413,821.49
1,149.97
2,298.15
3,863.39
52,303.22
1,088,026.40"

"5 Field cost for Kuparuk li ».42S per barrel.

Peymenu Received thru 11AJ2/9B.

dm gcHMEOT

REPORTED
VALUE BEFORE
field costs *2

*11.37000

<12.02000
811.37000

ROYALTY
VALUE_ U--emme

(+11.48708J
+Ti.i84fl4

REPORTED

VALUE BEFORE

FIELD COSTS *5
811.87000
110.88000
811.64BOO
810.98000
810.79900
811.12000

ROYALTY PYMT
RECEIVED *3

4333,640.64
+333,940.84

828,863.40
127,030.50
155,893.90

83,278.828.76

817,943.899.12

ROYALTY
PYMT RECEIVED
811,340.257.23

112.080.443"4"
~823,420.707.17

\%

141,364,603.29

ROYALTY PYMT
RECEIVED
86,821,233.37
84,330.678.85
812,750.87
123,583.62
839,999.50
8899,279.49
si 1,487,462.77

C: MSUM99C

llAll

15=18 No0.004

P.02

YEAR TO DATE
ROYALTY PYMT

12.388,814.39
82,388,814.39

8103,594.37
+98,670.61
1200,264.98

829.8B4,360.37

8180.007 548.39

YEAR TO DATE
ROYALTY PYMT
8117,734,548.59
8122,428.384.82
8240.180,933.41

+420.108.479.80

YEAR TO OATE

ROYALTY PYMT
863,944,961.12
841,904,989.80
9122,443.22
*234,831.43
839J.663.70
i9.008.724.92
8112,104,913.89

11708/96
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NOTICE OF PJPEIINE CARRIE. J TARiFF FILINGS

7fie ALASKA FUOLIC 'JTISI TIta COMNUSSION *ve« nine* ttict each n Bhe seven Trans Alaska Pipeline
Syiiem (TAPS) cemers hi* filM 11 leui rvm Ulif revisionl.

me seven TAPS cimeri are AVERADA HCSS PIPELINE CORPORATION (Amuradiil, ARCO
TRANSPORTATION ALASKA INC (AHOUILVTPiPeUNes IALASKA) INC. (UP), KXXON PIPELINE COMPANY
IEnom. JOOIL ALASKA PIPELINE COMPANY (MoW), PHU.UPS ALASKA PIPELINE CORPORATION (Phdkpil. ana
UNOCAL PIPELINE COMPANY IUivoeHI.

Sixof me "APS cjrnarl Ned two unit ‘on'yoni one filng 10 revue the auflnvrrﬂtht‘mev one fllng ‘0 revue
:he odneril irmioonetion rails ano me Dumpamiliy l«rrnr. J«enmr mralmai. ini
grBichff~p«liofej* mramr. on; imim IMWJ mm u-ree *ffit levirons: ont Hirm la revise me omlty bxni
aOluiimari: one ling b revise Ihe oeneni tramponallon him ; on« Wing » nyilHHi pumoaniLiv laeiai aescn3«

8 que Ig . )

ify.
— InmilTa Oeiignaled at TL41-300 (ANE?AOA) TL46-301 (Amo), TL48-311 (BP). TL59-304 (Exxon). TL42-308
(I\/bW) TL43-310 (Phiilioi), and TL44-312 (Unocal). lhc camora propoea lo reman the pumpxtxity ladoo describen

PRESENT PROPOSED

KuparuK 1084 1.095
Liibume .983 1041
Erxicon 1.062 1.008

Following ii i aummnry ol itie oresontly iuiism ma tha proposed Inirasiale mill rate* per barrel lor
general transportation ol petroleum through Iha TAPS.

Prudhoe Bay lo ,__J’rudhge Bey (0
Paidbo fVntdez/tarlik ~ *etroSWyJonnvclion
(' Nonh Pole) ~eNnnrrtnel "atvikjez —

Preeent  Propoie™v Present Propoeed Present “Vropoaed
AMERADA (1L41-300)

Sndierochii Petroleum 11.96 32.42" 53.18-r' 33.83" n.u Su.Pi
Kuparuk Petroleum 213 2.65-- 3.43-. 4.20- f/br 4.17™
UsCurne Pelroieum t.#9--; 2.52-- 3.0S 3.99-- ' r 3.97--
Endreoft Pelroieum 2.08 2.63--- 3.38-" 4.17- 334- 4.15--
ARCO (TL48-301

Sndterochit Pelroieum 57.23" 32.24™ 33.63" "' 33.80" 33.61- 33.58
Kuparuk Pelroieum 242-;. 2.AS-- 3.93-f 3.95-- 3.9i; 3.92-m
Usburne Pelroieum 2.15; . 2.33"~ 3.49" 3.75" 3.47 3.73--
Endicolt Pelroieum 2.37° 243" 3.85 3.92-" 3.83 3.90"
UP (TL48-311]

Saulerocftrl Petroleum 82.02-m  $2.29"" 3327r"* $3.7?"  *3.25- 33.70"
Ktiparvk Ptlroleuin 2.19 251< 3.54 4.07" 352 . 4.0G-'
Lisournc Poirotoum 19S . 2.3ffC 3.15" 3.87-" 3.13 3.85™
Endlcon Petrolcam 2.15 2.4pP" 3.47 - 4.0S 3.45 4.03
EXXON (TL59-304)

Sadlcrocnit Petroleum 32.01' 12.42+"  3325- m $3.80 $3.23 33.78
Kuparuk Pcdoleuin 2.18 2.85-"- 3.52" u.16— 3,50 414 =
Lisbume Penoicum 194 . 2.52n; 313" 3.98~ 311 3.94 "
Endk»n Pelroieum 2.14 2.64-1 345" 4.13" 3.43 411 --
MOBH. (TL-41-308)

Sedlerochit Petroleum 11.92- 1 Si2P"  $3.09 33.57 3308- 33.55"
Kuperuk Pelroieum 2.08- 2,42-< . 3.91" 3.33- 3.89—T
Usburne Petroleum lsr' 2.301 2.98" 3.72" 2.06 3.70"
EndicoU Pclroloum 2.04- 2.4t>"1 3.28-" 3.89" - 327i 387-"
PHILLIPS (7143-310)

Sedleroche Petroleum 32.21" 32.28~  $358" 33.53"  “33.56- 33sF”
Kuparuk Petroleum 2.37" 2.47-")  3.82" 3.87-"  3.82- 364-7
Usburne Petruieum 2.12 2.35%° 343 3.80" 3.43- 3 65*
Fnriicoit Petroleum 2.35- 2.45-1 3.79 3.82" 3.79 /e 3.82-"
UNOCAL (TL44-312)

Seolerochli Pctrdeum S2.tr 1 S2J?71 53 39 33.98" $3.37 m  33.94"
Kupirok Petroleum 229 1 2.621- 3.68" 4.3T" 3.88- 43V-.
Lntburne Petroleum 203 ; 2.49' [ 3.27-" 4.12n 3.25* 410-
EndicoU Petroleum 224 i 2.01"/ 3.60 - 4.30" 3.58 428"~

carriers in reasonable, Iha Commission may approve rates or dsspfcaaone whitcfi vary from Ivon propote 1
Detailed Information may fye obtained from He TAPS camera at die wtovAng addresses.
Amir»dn « UV Albert S. Tabor, Jr.. Vtason & EWra LL.P.. 2300Bret City Tower, 1001
Fannin Street, Houston, TX 77002-5780

Arto - 700 G Street, Suita 916, Anchorage. AK 99501

BP - 900 Eut Bervoon Otvd,, P.O. Boa 100848, Anchorage, AK99519-0541
Exxon * P.O. Bo« 2220. Houston, TX 77252-2220

Mobi . -P.O. Ron900, Dalai, TX 75221

Phillfps « Kcity Keith, IXn* Representative, P.O. Bo* 1S67. Houtton, TX7731-1967
Unocta « 1201 Weal filth Avenue, Lot Angetei, CA90017

The Flings may be inspected il tnc olltcn of tha Alaska Pubic UIftoo* Commitiilon, |0)6 Wen Sixth Avenue. Suite
400, Ancnonge. Alwfca 99501.

Any interfiled penon may Me with fie CommiMion atatamenta o| views favoring or oppoeirg these wutff filings. If
you am a pemon with a dijeWity who may need a apectai auoummodnQn lo comment on the propoood land rcwaone,
please contg;Pit OkJenberg at 263-2107 by December 16,1994. lo matol irry neoauary arrangements.

Plcaao IlLcomment! or pattern by Deeerrber 23.1094. tonewe lheir consideration by tm Ca nirenion prior to
a Unit decision on thb mallet’ Any eUiomeri fled with dm Com W iw should deedy affirmrut Pie interneted person
)>ai 1Sad » true copy of fie jwiomem wadh fie TAPS camera.

The Commtselon conbdem oomrpenti In determlnmg the appropdaie ecden to be taken. comment! wif not
meto peuon i party lo the proceeding. To become * party, one muil first pctlUn lo rffetvane b iccoraanee wilh 3
AAC48.110. .

DATED al Anchorage, Aliike, fUs Bfi dsy ol December. 1994.
KAPUBLIC LfTIUTIfS COMMISSION
llam E. Mannal Tor Hebert A Lohr, Execuovi Dlrockx
KeOre. U. HL . A00e-wse

Q rTACHW HhGOT "6"
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Cco

AMERADA HESS
ARCO

BP

EXXON

MOBIL

PHILLIPS
UNOCAL

TOTAL

1905

TAPS TO VALDEZ
OWNERSH

0.015000
0.213190
0.499276
0.203040
0.041762
0.013665
0.013865
0.999696

SAD
3.03
3.60
3.72
3.60
3.57
3.53
3.96
3.71

usSB

99
875
3.87
3.96
3.72
3.68
4.12
3.86

END!

4.17
3.92
4.05
4.13
369
3.84
4.30
4.03

2.39
E#S5T"nm-

KUP
2.65
2.45
251
2.65
242
2.47

M

USB

252
233
2.38
2.52
2.30
2.35
2.49
2.40

ENOI

2.63
2.43
2.49
2.64
2.40
2.45

2jE>

TO PETROSTAR
SAD
381
3.58
3.70
3.78
3.55
351
3.94
3.69

KUP
417
3.92
405
4.14
3.89
3.84
4.31
4.04

usB

3.97
3.73
3.85
3.94
3.10
3.65
4.10
3.64

ENDI

415
390
403
4.11
3.87
382
4.28
4.01
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09:30

SAMPLE LOCATION

PBU IPA WEST
PB1J IPA EAST

PBU IPA

ASVR OFFTAKE
PSVR RETURN

PSVR

GVEA PASSING
GVEA RETURN

GVEA REFERENCE

PSVR PASSING
PSVR RETURN

PSVR REFERENCE

TAPS Quality Bank

TOTAL S

14,
11,

25,

2

OoNOTO;

40,

39,

40

7

eptember,

42,

VOLUME

m u

357,066
135,655

492,721

, 492,721
.245.651
.386.651
,100,510

225,533

, 384,128
,488,632

872,760

035,701
781,313

,617,014

@é’g SHIPPED

STREAM VALUE

tt/BBM

18 .0349600000
IB.0065200000

18.0225369233

18.0225369233
18 .2353300000
17 . 9644600000
18.0577500000

180532786507

18.0196800000
17.2498600000

17.9728077387

17.9261700000
17.1300800000

179108563320

258,
200,

459,

459,
95,

42

164,

762,

691,
42,

734,

714,
13,

727,

443,

443,
656,
874,
334,

309,

669,
928,

590,

101,
383,

485,

505

505.
177.

896
734

313.

703.
553.

257.

548.
954.

502.

.03
AT

.50

50
05

42
.45

42

64
59

23

20
20

39



ALASKA RAILROAD CORPORATION
ICOARR. FREIGHT TARIFF 4WS-Y
Cancels
ICC-AJLR Freight Tariff 400R-X
LOCAL CARLOAD RATES
APPLYING ON PETROLEUM AND PETROLEUM PRODUCTS
BETWEEN
STATIONS IN ALASKA ON THE ALASKA RAILROAD

PETROLEUM TARIFF

Afldaagn affected by thisicasac am new or lalumJ inies

Governed except as otherwise provided herein by rales end conditions of A lula Railroad Tariff

ICC-ARR-301MERIES

Rate* mucd in this tariffwill not alu;t?aie with rite* flamed is any other tariffissued by
Alaska Rii*'road Corporation.

The provitioas publlshed herein WIll, if effective, not reiult in an effect on the quality 0f the human environment.

Issued April S, 198 Effective April 101933

A'TrhrCMHBPT
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RULM AND OTHER OOVERNING PROVISIONS

lumi description (P governing classification

This tariffis governed, except at otherwise provided, by the rules tad provisions of ICC-UFC-6000-Serier.

Itam ID STATION LIST ANTLCQNDITIONS

This larilTu governed by the Official List of Open and frepay Stations Tariff ICC-OPSL-«000Seres, iisued by Station
List Publishing Company. Agent.

ftem 15 EXPLOSIVES AND DANGEROUS ARTICLES

For rules tad regulations governing liie transportation of explosives and other dangerous articles by freight, also
specifications for shippingcontainers and restrictions governing theacceptance tod transportation ofexplosivesand other
dangerous articles, see Bureau of Explosive* TariffICC-BOE-6000 Series, Tj\. Pbcautcr, Agent.

tm2Q REFERENCE TO TARIFFS. fTEMS. NOTES. RULES

Where reference is made in this tariff to tariffs, items, notes, rules, etc., slich references are continuous and include
supplements to and successive Issues of suich tariffs and reissues of such items, notes, etc.

hem 23 TERMINAL AND OTHER CHARGES. PRIVILEGES AND ALLOWANCES

Shipments made under the rates contained in this tariff are entitles also to termini] and transit services and privileges,
aod are aubject to the charge*, allowance), rules and regulation* legally applicable thereto, a* provided in separately J

published, lawfully filed tariffs.

11fm4Q CONSECUTIVE NUMBERS

Where consecutive number* are represented in this tsriffby the first and last numbers connected by the word "to
OF @ hyphen, they Will h0 understood t0 Include both of the cumbers Shown.

I the first number only bears a reference mark, such reference mark also applies lo the last number shown and to ill
numbers between the first and last numbers.

,CC.ARR.*W*-Y mn : ucc-arr-ww-y
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RIFLES AND OTHER GOVERNING PROVISIONS

CAPAOTIES AND DIMENSIONS OF RAIL CARS Item 41

For marked capacities, dimension* and cubical capacities ofcars, see toe Official Railway Equipment Register, ICCRHR
6411-Series.

ALTERNATION ¢ VARYING MINIMUM-WEIGHTS HEM 0
When two or more carloads rate* are provided in tbe mac item for application on the nine commodity from and to the

umc poku, apply that rate which results In the lowest charge based upon the actual or authorized estimated weight of
the shipment, but not lea than the minimum weight published in connection with the rate need.

HATES APPLICABLE FROM INTERMEDIATE POINTS EEM.M

When no rates are provided from a named origin point, apply the rate named from the uut more distant point.

RATES APPLICABLE TO INTERMEDLATB roiNTS HEMJ3

When no rates are provided to dnamed destination point, apply the rate named to the neat more distant point

SHIPMENTS HANDLED 1U OR FROM FERRY ITEM 1%

On all shipments handled to or from Ferry, a lurcharg* of S175.00 per ear will boassessed ia addition to all other charges
whan lat-out or piok-ap ii requested on days other than those on which load train KTrioe il provided.

ARRTTRARres TO OR FROM FAIRRANKS INTERNATIONAL AIRPORT rrF.M 2Ni

Except u otherwise provided is individual rate items, through commodity rates to or from Palrhanb International
Airport will be constructed by adding the arbitrary named harein to tfcaothirwisa applicable rate to or from Faiiluulx

Wima the appHcjhtg ralr iarrpnwrt In- Ajmli1Ox following Arbitrary

Cents Per Gallon 50.00594 (J94 cents) per gnOoo

Cents Per 100# 50.09 Per 100 Poauds

ICCORR4091-Y h.riJ FCrARIUCCLY
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VOLUME 3

Note: Rates ™x»Hb| nfermce. hereto will apply only whoa tbe tenai tad conditions of this rule tie folly met.

(A)  Theminimum number ofgallons is applicable per each time period specified is the governing rateitem, andis based
on toe shell fillonage capacity of the car(s) shipped.

(0) Shipper desiring to use the services described, and at rates subject to (bis rule, mast comply with the following rules
and conditions. Specifically, shippers must:

. Provide Alaska Railroad Corporation a written notice in advance, ofitsintention to make shipments subject
to this item. Such notice must include the following information:

a Aetna] nr Minimum gallons t0 be shipped
b. The heginning date on which records are to be kept,
o.  The origin and destination paints or shipment
1 Cite this item on each bill oflading as applicable authority covering shipments made bcreaadcr. ¢
3 Maintain a complete and accurate record of all gallonage transported.
4. Furnish an sillrinvit at tbe close of the time period setting forth the total galloaage shipped
5

Permit an authorised representative of Alaska. Railroad Corporation reasonable access to shipper's records
to verify compliance with provisions of this Item, and to rscoocfle gaQocage shipped.

(C) Charges will be anesxd at rates applicable to volumes specified in shipper's notice. At the end ofeach time period
the total é]allonage win be ascertained. If actual amount shipped is less thin the minimum at which rated. Charges
will be adjusted to the lesser of.

1 Ths minimum specified in the notice at the rates in connection therewith.
2. Ths otherwise applicable rats is connection with the actual volume shipped.

(D) Prior to the beginning ofeach specified period of time, the shipper shall furnishin mdemmtglbold satisfactory to
Alaska Railroad Corporation, m as iroount adequate and [u |dsat tofully oovor s diflersooo between charges

smessed at rates made subject to this item and charges otherwise provided, i0 te eventthe aggregate gallonage
icquixed la not metduring that period of time.

ICC-ARRSOOSY Pij«4 tcc.ARJt4oo0ay
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COMMODITY RATES

ITEM 4Q8

LIQUinZD PETROLEUM IMS, is tank ais, subject to actual gallonage at 60 degrees fVhrenheit, and agreed weight
of425 Ib* per gaflon. Ratea is cent* per 100 Ibi, Minimum CI. 127,500 Ib*

Between - Anchorage Crown Point or Palmer |
And | Moon Pan

Fairbanks 19 231 138 [
Anchorage a |

EDM

PETROLEUM PRODUCTS, as described under that heeding in IfFC, in bulk in tank can. Carload Minimum 20000
gallons. Subject to item 347. Rite* incents per gallon.

FAIRBANKS, NORTH POLE e 155

ITRM S0Q

PETROLEUM PRODUCTS, U described under that beading ia UFC, m bulk in shipper owned or leased tank can.
Railroad win not pay per diem, mileage, or other car-hire charges.
Carload Mi&fenum 20000 gallons Subject to item 347. Ritr* in nenti per gallos.

I"ggiicsS=sly ¢

NORTH POLE Rate Rite * Rate
|

tJ2 W w

icc-AaMoce-Y Pi*5 (ccAAR-«o0a-Y ’
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EHWMI

PETROLEUM PRODUCTS, a* described under that heading in UFC, in bulk in tank cars. Carload Minimum 70,000
F .ons, exceptu noted. Races in cents per Gallon.

betweek "™/ | ZUNORTHPOLE £ L. 1S rpE™
AND:. hoz- -'H.rrjij*%rrzr%zrz%szs-.vsr-?trsegfepongAS
ANCHORAGE:" 118 498
| CANTWEIX:; AL N 937 1023 1564
CHinjTNAMH "p* 1008
clear. 554 13M 1815
COLORADOQ' " 937 149
CUKRY W 0%
DBNAN;PAM:/A 739 1109 1690
|EIELSO1)® A M 111
EKLUTNANS s 18 548
244 18 1815
21 143 1815
1128 1690
m m m m am 30 5021
502 1419 18151
PAIMERGfASnX"KA 1148 3P 627 J
131 231 |
SEWARI>;i*Np*:d 473 533 |
713 1128 1690 |
Tkiwirgm & m 94 10%|
WHTTNBYgIr - 19 3J3 |
Note 1: (A) Rat* include wharfage at Seward

(B) CL Minimum 10,000 Gallons

|CC'A]UMxﬁ'y rcn.A»n«*nnt.y



NS 0 g0 oG i i eweretCRUe 3 __10-IU iu.uu0 r.ug

i

ITEM 580(new)

PETROLEUM PRODUCTS, as described voder that heading in UFC, in bulk in shipper owned or leased tank cara.
Railroad win not pay per diem, mileage, or other car-hirt charges.
Carload Minimum 20000gallons, except m noled. Rates In cents per Gallon.

j BETWEEN - NORTH POLE ANCHORAGE "1
AND: i
ANCHORAGE X4
CANTWELL 371 4@
clear site 245 603
DENALI PARK 3D 8IS
FAIRBANKS 1% 790
FTWAINWRIGHT 1% 818
HEALY n 50
MOOSE PASS 252
NBNANA 1*2 6J3
( PALMER/WASILLA . 7B Ul
PORTAGB 164
SEWARD  (seeNote 1) 1071 13l
(V) 472
SUNTRANA . 3n 50
TALKEBTNA 117
EQaeniorfAFB ] 100
JFort Richard*©*

Note I: Rates iodude wharfaga at Saward

(10)CL Mioumun 10000Gallons

EXPLANATION OF ABBREVIATIONS

(A) ...Increase  (R)... Redaction
\[OJ— Number ~ NOS.. Not otherwise specified in taxsTirifT. . o _
UPC ... Uniform freight CiisriOailon, ICC-UFC 8X00Seriei issved by Uniform GasaTicadion Committee, Agent

VIZ .... Namely

|CCA*¥*~>yY 0-ARR=<w I
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A M A MAPCO ALASKA PETROLEUM we.
Feb 14.1996

Ms. Sara Fisher ,
Legislative Assistant for Rep. Gene Therriault
State Capitol

Juneau, A
Fax: 907 465 3384

Dear Sara:

I want to very briefly clarify and expand on our telephone conversations regarding the attached
comparisons of Singapore versus Alaska market prices for aviation jet fuels. The attached was previously
submitted to you on February 6,1996, with only a verbal discussion of the significance of the information.

In order to understand the dynamics of the Anchorage market for jet foet, it is necessary to know: (1) the
pricing basis for fuel sold in this market and (2) the possible sources for fuel that might economically
compete for sales to carriers operating in the market. A very large percentage ofjet sold to commercial
earners in Anchorage is sckl based on a formula which relates the purchase pnee to the Los Angeles spot
jet fuel market plus a differential. In theory, this differential represents the transportation cost between L. A.
and Anchorage. (This marketwas chosgen by seller and consumer alike due to the liquidity of the market
“nd the ability to determine spot prices.g) Unfortunately for in-state refiners, this differential has been
shrinking over the past several years and does nottoday accurately represent the cost of shipping jet from

the L A trade center to Alaska,

Ifwe look at tne historical prices of Singapore jet fuel and add actual average transportation costs , we find
this price compares ve favorably to historical Anchorage pricing based on L. A. jet plus the current market
(location) differential. fﬁl aCt, this is the data we provided you on February 6. If we take the case of
Singapore values plus $3.00 per barrel transportation cost, which is approximately the cost for 1994 and
1995, we see 17 of the 24 months in this period in which Singapore jet could have been landed in the
Anchorage market at prices lower than the Anchorage contract price. On average, in both years. Singapore
product competes economically delivered into the Anchorage market.

Since both Singapore and Alaska jet fuel producers are assumed to be inherently profitable, importation
and sale oftax free Singapore jet at Alaska market prices adds to the foreign refiners profit margin. Having
to match the tax break given to foreign refiners by discounting prices 3§ cents per gallon in order to remain
competitive, detracts from the Alaska refiners profitability. This is inherently unfair and we are simply

seeking a leveling of the playing field.

Thank you for your time.

Best Regards,

Bonnie J.vadmer Michael L. Smith

ionocean oocx road eanchoraci.alaska 9950!-1199
PHONE (907) 374-4100 « TELECOPY (907) 374-JS1J
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05-Feb-96

MAPCO ALASKA PETROLEUM Inc.
Product Supply & Distribution

FTZ Economics

Platt’s LA

OO0 2

MOPS MOPS
Kerosene  Frt/BBL Kerosene  P/LKero
S/BBL 300 CPG P
24 2549 06069
2148 2445 (05822
2073 273 05649
%@ 2460 0585/
| 2% 059
2014 214 05509
2073 273 05649
2069 22%% 05639
ik K b7
24.29 2129 06497
2251 X510 06074
2172 2472 05836
A6l 06097
%lzgll 251  058bH
2055 235 05607
2208 208 05972
%22%%L %8}1 06169
2104 2404 8%%1
2080 280 006/
2156 245 0584/
271 w77 06137
2471 2771 0659
2862 3162 079
2267 2567 06l

7 SElEinsoEee T Hmmdiggioags

Frt/CPG
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m ."‘.«-<*ro't00f§f(
ALASKA AIR CARRIERS ASSOCIATION Moo
1117 E. 35th Avenue, Suite 102 -nCI'v.lﬁr(é
(007} 2730671 " Ea (607) 277-00m2 Mo
February 28 19% oot
'

Via Telecopier T
onoraB|e ark Hanle 1=

EP ﬁneresentgil{J IVes

Ll -
§uneau S~ l’l& o
UGN>AIM
Ref: Unansw " thlngehoﬁgx Exemption; Questionable Analyses and | .:mﬂ
Gentlemen, mﬁ%‘i

AI I Carriers, Association h n|n|nnr N Jeqislative  arxamepa
w&dera |ona8 Elé)‘ Vi/ﬁile W’gce%%é?e%soscoo Fuolﬁ% te St a%)oqu aﬁw% G
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accurate Tacts, alt S, f
s, we und rstand ro of HB Federal law e ..
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re era
ﬁ%J Eﬁ% aQ ﬁ ﬁ ?f mpﬁrn: or om aﬁ hrou %@“&
untries a At
ontinul U% jchorage % (ng ﬁ% ﬂﬁﬂf orl mai I
nc orage aln ounc% o er US>, destinations, or % S or| Ina m% Tﬂ@am i
Anchorage and hound Tor foreign destirations. Bl
If you so desire, we will readily furnish a more in-depth briefing. Tk
MVEEARS
On_the proponents' s?cond and third arguments, there seem to be any G
number of unanswered questions M E——
Vi
oo

TUCAVHAVA
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The Honorable Mark Hanley
The Honorable Gene Therrault
February 28 19%

page 2
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AT,
ALASKA AIR CARRIERS ASSOCIATION ol
lA1n1<:7h oEr.a:;zThAAI\e:/seknau:’955(;15;te o me\'a;\c%_'iv\vff
(907) 277-0071 Fax (907) 277-0072 Aé:»d"ﬂ%;m
"0 "
Februaryza 19%6 ol
S tron Arguments A
AAas% ésa on Aviation Euel e 0S5
The Ala ka D artment of Reven sstated Its, 0 n tha fe -
Iaw reempts esta sale stax on rm eg ﬂtj aﬁsé) ug(t)t MH'"J.”
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nIy ther no rnd cation thaé nCon ressb nnshed to

on rar c o r(r)rlrcsaI ates 10 im dse SUC rh
y hﬁﬁgﬁleﬁ% erofst asto?h eqree
Fe

on ress aW rmr aes?x 0 ér terra ve
\rrdérJD ?Pﬁ% Igro brﬁ< ?
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l

A77U.S. at 7 (emphasis added).
Second, the Court examined,

1) jlmecﬁhr%ag%nlf éreg{aon on Interpatiopal Crvrl Aviation,

es, and
Eal oh agr%sz,% 0 m}g pted ({ En{edgnapiﬂaf Cnr@
r%emn It whrc th gta eS haﬁ
mI{ernaaroanﬂ f A 0us Toreign countnes dealing™ wi

477 U.S. at 9 The Cdurt then discussed these expressions of Congressional
policies on international aviation;

ot o oS e (s P o

men S 0 Iore qr V§ —|ncIu Ing. taxatlo -
e
477U.S. at 10

he United States h s Sl ce the time th t the Chrca
ventroncme |nto r‘ce ecom a a omor jﬁ%

:F;u

lateral jon a one .0
reemens as t h H dhi at sa reed to deny the
power Asserted by Horioa I

A77U.S. at 11 The Wardair Court concluded
hat all tnrs makes abundanay cea{ is. that the, Federal

V rnmn h [ silent. with “regard to the
F;;es? 10N eWhe{haesr Ott errh) have the owe E

es on avial fueia1 g oarne rn erna ona
ave.... or an ause an srs
the Govern

dNPoa&oyj ns ehre orverse epocy
dera overnmen aseete tofo Ow.

a7y US at 12 See also,  Itel Containers Internati raLatiop v Joe
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In_conclusion, Alaska is free to tax aviation fuel as it may wish in the
circumstances.

The Alaska Air Carriers Association

page 4 of4



4ty * SlasUa *£>tatc 3Leji5laturc

representative \Xhik* <n litiic.iu

GENE THERRIAULT Slate Capiioi
P O Box 55326 Juneau. Alaska

North Pole. Alaska 99705 99801-1)82
(907) 488-0862 (907) 465-4797

House District 33

3f)otise Of Tfteprcsentatilics

MEMORANDUM

TO: Representative Mark Hanley, Co-Chair
House Finance Committee

FROM: Representative Gene T herriau”™/?

DATE: February 5, 1996

SUBJECT:  Scheduling of HB 362

I respectfully request House Bill 362, ""An Act extending the motor fuel tax exemption
for fuel sold for use in jet propulsion aircraft to fuel used in those aircraft for flights
that continue form a foreign country' be scheduled for a hearing in the House Finance

Committee.

As you may be aware, two tankers filled with tax exempt foreign-produced fuel were
brought into Alaska during 1995 through a foreign trade zone (FTZ). The FTZ allows
for the preemption of state taxation under federallaw. It is anticipated this practice of
using the FTZ to import fuel will increase as airlines move to purchase the tax exempt
fuelfor use in foreign flights at a lower cost than taxable Alaska produced fuel.

I have introduced HB 362 in an effort to provide a level playing field to Alaska
producers by allowing the tax exemption for all fuel used in foreign flights. The House
Transportation committee considered HB 362 and reported it out of committee with a

vote of 4 "'do pass" and 3 *'no recommendation."
The following items are attached:
1. Sponsor statement
2. Department of Revenue memo
3. Fairbanks Chamber of Commerce resolution
4. Letters from FedEx and Northwest airlines
5. Editorial from Fairbanks Daily News-Miner
| appreciate your consideration of my request,

attachments (5)
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REPRESENTATIVE Aliile « liitit 4ii
GENE THERRIAULT State Car uoi
P O. Box 55326
Noftn Pole. Aiasxa 99705

(907) 488-0362

Juneau. Alaska
99601-1 182
(907) -t65-J797

—ouse District 33

3ftouse <&i Ifcepresentairties

HB 362 Extendngg the motor fuel tax exemption for
fuel sold” for use in jet propulsion aircraft to
fuel used in those aircraft for flights that
continue from a foreign country

SPONSOR: Rep. Gene Therriault

SPONSOR STATEMENT:

House Bill 362 extends the motor fuel tax exemption for fuel used in
alrcraft for flqhts that continue from a fprelgfn country.  Currently,
the state of Alaska provides a tax exemption Tor fuel used only in
flights to foreign countries.

Federal law preempts state taxation of imported aviation fuel

transported through a foreign trade zone for use in aircraft during
foreign flights. The federal definition of “foreign flight" includes
flights originating from and flights continuing to a foreign country.

Two tankers filled with tax exempt foreign-produced fuel were
brought into Alaska during 1995." It is anticipated this Pracnce will
Increase as airlines move to Purchase the tax exempt fuel for use in
foreign flights at a lower cost than taxable Alaska produced fuel.

HB 362 is needed to provide a level playing field to Alaska Producers
by allowing the tax exemption for all fuel used in foreign flights.



MEMORANDUM State of Alaska

rtrc.r'imrtmcecmt mf Dc./am to

TO: File Cnic! october 31. 1395

TELEPHONE NO. 269-6620

SUBJECT. Foreign Aviation Fuel

. o/
FnOIvi. Ldfiy c. fvieyers
Director
income and Excise Auon Division

AN sales of aviation fuel in Alaska are subject to tax unless exempt hy statute.
One such exemoticn. AS 43.40.100(2)(BV excludes from taxation aviation fuel sold for
use "in flichts to fcreicr. countries.” This store exemption does not apply to fur.l sold for
use in flights from foreign countries which refuel in Alaska and travel on to t! 5

destinations.

However, it appears stale taxation of impeded aviation fuel withdrawn from a
foreign trade zone (FTZ) in Alaska for use in foreign nnmmemn is preempted hy federal
law. This FTZ preemotion applies to it ported fuel sold for use in flights with on origin or
destination in a foreign COUﬂfI'y. The federal preemption is brood hnnnusn the federal
definition cf a "foreign flight" differs from the Alaska definition. Thun sales of imported
aviation fur.l within a FTZ to flights originating in e foreign oour.try wr.inh refuel in Alaska
and .continue on to another tI S destination are e.vsmnf from tha Alaska fuel tav.
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Greater Fairbanks C h a m b e r of Commerce

i 'cartf Ai= M " 5= (b
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Introduced by:  Governmental Affairs Committee
Date introduced: November 6. 19%
Date passed:  November 13 195
Date transmitted:  November 14 19%

RESOLUTION 9%-11063

ARESOLUTION BY THE GREATER FAIRBANKS CHAMBER OF
COMMERCE IN SUPPORT OF THE 9-LS1292YA. (SEE ATTACHED)

WHEREAS, foreign trade zones (FTZ) are established to encourage value added
processing in Alaska for items bound for foreign destinations; and

~ WHEREAS, there are several FTZ locations in Anchorage that ailow such activity,
including at the Anchorage International Airport: and

WHEREAS, in early October, a tanker load of foreign refined jet fuel came into
Anchorage Airport fueling system for use under the FTZ; and

WHEREAS, this foreign processed fuel is able to take advantage of the FTZ tothe
disadvantage of Alaska based refiners who process Alaska royalty crude, employ Alaskans in the
value added refining process, pay corporate taxes and others fees, and in some casesjet fuel to
Anchorage on (he State owned Alaska Railroad:;

NOW THEREFORE BE IT RESOLVED that the Alaska State Chamber of Commerce
goes on record in supFort of the attached work draft 9-LS1292VA to amend AS 434010 (2), thus
permitting in-statc refiners the same tax privileges in selling jet fuel to international carriers
operating flights either to or from foreign destinations, irrespective of whether that fuel is sold
through an FTZ; and

BE IT FURTHER RESOLVED that this resolution be distributed to:

The Honorable Tony Knowles. Governor of the State of Alaska
Alaska State Legislature
Aiaska State Chamber of Commerce

All Alaska Chambers N
Fairbanks Convention and Visitor’s Bureau

City of Fairbanks

City of North Pole
Fairbanks North Star Borough



ini\ 4o re rrezarutemivsinltw cleicw

- PASSED on November 13 199 by the Greater Fairbanks Chamber of Commerce Board
of Directors.

WITH CONCURRENCE from the following Fairbanks area Alaska State Chamber of
Commerce Representatives,

Jeff Cook
James Dodson
Dr. Hugh Fate
Bart LeBon
Paul Massey
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Dactmber 27. 1995

Ms, Bonnie J. Garner
Aviation Fuel SMm Manager
Mapco Alnska Potroleum, Inc.
1076 Ocean Dock Road
Anchorage, AX 99501-1199

Dc9r Bennie:

Federal Express understands Mapco Alaska PeirolCum's continuing interest in competitively
Jupply.r.gjct fjel In Anchorage, Alaska. \V« arc also aware that our use of tax-cxcmpijei fuel
through the Foreign Trade Zone has an adverse Impact on Mapco's ability to remain competitive
in the Anchorage market. Specifically, Federal express ii abb to reduce its uix burden on in-
bound international flights by JO 032 per gallon through the use of tax exempt U.S. Customs

bonded jet fuel.

Federal Express has enjoyed a long term relationship with Mapco and appreciates Niapco’s
reliable supply and consistent quality ofjet fu.cl at competitive prices ;t Ar.choiagc inienuiicn.il
Airport However, ths S0.032 per gnllon Alaska Motor Fuel Tut gives a significant tax
advantage to foreign roAncd turbine fuel and foreign turbino fuel suppliers through the Free
Trade Zone, since those foreign suppliers are exempt from the SO032 per gallon tax

if Federal Express Is to continue purchasingjet fuel on a competitive basis from Alaskan m sunc
refiners for international flights transiting Anchorage, thc.J0.032 per gnllon Alaska Motor Fuel
Tax applicable to in-iute refiners and Federal Express must be rescinded or exempted so that
parity and equal competition might return to the market. Mapco s assistance in revising the
Alaska Motor Fuel Tax law would allow our company and others to continue purchasingjet fbet
from in-suite refiners on a competitive basis and would reduce the necessity for Federal Express
to purchase Jet fuel from foreign refiners or brokers, or seeking alternative airports/countries for
refueling our International flights

Sincerely.

William H. Stark

Managing Director

Fuel Administration

CC; Chri_s Bolen
David Carpenter
Cheryl Yates
Doug Buttrey

whsl.39/Ir
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December 27,195 S

Ms. Bonnie Garner

MATrCO Alaska ftmoleum Inc.
1076 Ocean Dock Road

Aru lioi.ige, AK 99501*1199

Dmr Bonnie.

I am wribng In regard lo ihe Alaska Motor Fuel Tax. Northwest Airlines has enjoyed *
long contractual history with MAPCO, however, is | participant in a very cost
competitive industry Northwest must pursue the lowest ret coat fuel tupply available. Ai
you air aware foreign refined Jet fuel is offered by your competitors exempt from ihc 3.2
CPG Alaska Mntnr Fool Tax. We arc concerned that MAPCO will not be able to temain
compca'ttve for Northwest Airlines' bujiness at ANC when facing the substantial price

advantage of imported fuel.

We strongly support your efforts to ai'fect a change in the Alejka Motor Fuel Tax to
exempt all jet fuel used in international service is defined by the U. S. Customs suthority.
This definition includes outbound and inbound flights that include an international point
in its routing. Amending the tut application to match the Federal definitions would
eliminate confusion and the unintended effect of subsidizing the importation of foreign
jet fuel by your competitor*.

We uust you will be successful in yom effort to chanac this tax law and would be happy
to provide assistance. Northwest look* to continue NVAPCO as a m»jor supplier in ANC
and bopea for your early success in this effort.

Regards.

Dougies T-Podoisk

cc: M. L, .SmJih
R. 1 Var\ D«r Wegc
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Sam Bishop, Opinion Page Editor; 456-606L (Ext. 274)
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HERBERT |I. GOODMAN

Chairman

Herbert Goodman bolds a 8S degree from tbe University o
Pittsburgh and MBA and MA degrees from Har/ard
University.

After seven years in the U. S. Foreign Service, with assign-
ments in Europe, Asia and the State Department in Wash-
ington, he joined Gult Oil Corporation where he worked for
27 years in international crude and product sales, purchas-
ing and trading. From 1972 until Gulf merged Into Chevron
in 19M. he was President & CEO of Gulf Oil Trading
Company, and Gulf Trading and Transportation Company 3s
well as serving as a member ol the Corporation's Manage-
ment Committee. When Gulf was acquired by the Chevron
Corporation, he arranged the buyout of the trading division,
and became President and CEO of GOTCO Limited, an
independent oil trading company. In 1988, after leaving
GOTCO, he and several colleagues formed Applied Trading

Systems. Inc. f

He has more than 35 years of experience In the energy
industry. He was instrumental in establishing Guff Oil
Corporation as the principal crude oil supplier to the
developing countries in the 1950's through 1970’s; orga-
nized and developed the first oil Industry in Korea including
3refinery and petrochemical plants, and established other
grass roots refineries In Japan, Taiwan and tha Philippines;
negotiated contracts for the purchase and the sale of crude
oil with the highest governmental authorities and national
oil companies in most oil producing countries (OPEC and
non-OPEC) and in many consuming countries.

JAMES H. MCDONALD
Vice President

James McDonald holds a 8S degree In chemical engineering
from Louisiana Tech University and has completed the
Advanced Management Program from Harvard University.

He wcs with the Guff Oil Corporation for 31 years during
which he served both in the U. S. and In several foreign
countries, primarily in the area of refinery deslQn, start- up
and operations. His last Gulf assignment was as Vice
President - Product Suppty & Distribution. Subsequently he
worked for Pace Consultants tor six years, and then spent
two years as President and CEO ol the Paramount Petroleum

Corporation In Los Angeles.

McOonald Is a recognized expert in refinery design, opera-
tions, supply - Including transportation, and product distribu-
tion - and in oil industry business analysts, while working for

Gulf Oil Corporation.

TH. NO713-961-0038 »337 P02

CHARLES L. CAMPBELL
President

Charles Campoell holds a 8S degree in chemical engineenng
from Grove City College.

Alter working as a project engineer for Ewco Corporation
and the Air Products & Chemicals Corporation, he Joined
Gulf Oil Corooration as a senior refinery economist. Among
his Gulf assignments, he served as General Manager of a
large refinery In Great Britain, country manager in Taiwan and
CEO of a joint-venture refinery there, Senior Vice President in
charge of International crude oil supply and logistics, and
Senior Vice President of Gulf's U.S. Refining and Marketing
Company.

Following his Gulf career, Campbell was President and CEO of
a large Independent distributor and marketer of pelroieum
products in the Pacific Northwest, and later a Senior Energy
Specialist with Merrill Lynch. In 1988, he ‘was one of the
founding partners of Applied Trading Systems, Inc.

During his more than 35 years of experience in the energy
induslry, Campbell has managed the design, start up, and
operations of refining, and chemical cryogenic units In the
U.S., Europe, Asia. South America and tha Middle East;
streamlined Gull's worldwide crude oil transportation system
resulting in major raduciion in the corporate tanker fleet;
developed real-time supply, loading, processing models to
maximize profitability using petroleum futures, statistical
analyses and avariety o( refining configuration and logistic
patterns.

STEPHEN B. WILLIAMS

Vice President

Stephen B. Williams holds a BS degree In chemistry and an
MBA from Arizona Stale University.

He worked for Gulf Qil Corporation for 17 years, including a
number of management positions in feedstock acquisition,
trading and international oil sales. After serving in various
parts of the United States, and in Tokyo, Williams was
Regional Vice President - South Asia (Singapore) when Gulf
Oil was acquired by Chevron. Subsequently he worked for
GOTCO Limited as Senior Vice President and President ol the
Southeast Asia subsidiary.

He has 25 years experience in the energy Industry covering
the worldwide purchase, sale and trading of erode oil, refined
products, LPG and base oils; as well as broad experience in
International business and trade development (particularly in
the Far East and the Middle East region where he resided for

15 years).

Tats) » APPLIED THAOfNG SYSTEMS, INC. « 5509 San FeUpo, Suho 1075, Houston,Texas 77056, Pn:(713) M1-353B, Fxcf713) 961-0038
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ALASKA AIR CARRIERS ASSOCIATION
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ALASKA AIR CARRIERS ASSOCIATION

1117 E. 35th Avenue, Suite 102

Anchorage. Alaska 99508
(907) 277-0071 Fax (907) 277-0072

February 19, 1996

Mr. Larry E. Myers

Director, Income and Excise Audit Division

State Department of Revenue

P.O. Box 110400

Juneau, AK W811-0400 via fax; 269-6644

Re: Public Records Request, AS 09.25.100; Foreign Trade Zone
Aviation Fuel Tax Exemption

Dear Mr. Myers,
Thank you for promptly furnishing the Memorandum by David LeBiond, dared October 27, 1995,
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in response to our letter dated January 30.1996. The Memorandum has been helpful insofar as it kj«tnNumikNHasm

goes Surely, however, there must be more available in terms of justification for the Department's
weighty decision that federal law preempts Alaska taxation of aviation fuel under AS 43.40.010
with respect to imported aviation fuel withdrawn from a Foreign Trade Zone in Anchorage for use
in fights that continue from foreign countries to destinations in the Lower 48.

This is a formal request, under AS 09.25.100 - 09.25.220, for all “public records”, as they are
defined in AS 09.25.220, relating to the Department’s analyses of the federal preemption of Alaska
tax issues in connection with HB362 and the two tanker loads of Kuwaiti fuel offloaded at the port
of Anchorage last year. Our request includes, without limitation, the information requested in our
letter of January 30th, and all related documents, correspondence (including correspondence to or
from air carriers and the U.S. Customs Service), memoranda and citations to state and federal

laws, rules, regulations and cases.

Again, we ask that you respon las quickly as possible. 1f you have any questions please call.

Sincerely,

Kimberly S. Daniels Ross
Executive Director

cc: Rep. Gene Therriault
Rep. Mark Hanley
House Transportation Committee
House Finance Committee
Commissioner Joe Perkins, DOT/PF
Larry E. Myers, DOR
AACA Board of Directors
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ALASKA JET FUEL

EXCISE TAX ON FOREIGN FLIGHT SALES

Presentation of Herbert I. Goodman

My name is Herb Goodman. |am the CEQ. of Apﬂhed Trading Systems, Inc.
ATS s an oil trading and trade consulting firm in Houston, Teas, |have been
asked to provide to'the Committee our analysis of the impact of Alaska’s 32
cents/qal excise tax on the competitive economics of the supply of aviation {et
fuel toThe Anchor_a(t;e International Airport from refineries in Alaska versus the
import of bonded jet fuel, or jet fuel into the Free Trade Zone, from refineries

outside of Alaska.

The creation of the qumgn Trade Zone SFTZ% in October 1995 8ave |
companies operating in the FTZ the right to bring foreign-sourced jet fuel into
the FTZ free of all U.S, taxes and to remain tax-free if used on fl(;ghts to foreign
destinations or on foreign-originating flights_continuing to onward™U.S.
destinations if the airplane had the Same tail number and the same flight
number. We understand that, when Alaskan refined jet fuel is sold to airlines at
Anchorage, existing Alaskan law exempts from the 3.2 cents/gal tax fuel sold to
f||(TJ_hts gom? to foreign destinations. The tax currently is charged on locally
refined” fuel which is sold to |_ncom|q% international flights which are proceeding
onward to other U.S. destinations. The legislature is c,on3|de,r|n? the extension
of the tax exemption to those domestic legs of international flights.

. QUESTION TO BE ADDRESSED

| will focus my remarks this afternoon towards providing our answer to the
following question:

Does the FTZ exemption for bonded material give the foreign suppliers
of jet fuel a commercial advantage over the Alaskan refiners?



. SUMMARY OF CONCLUSIONS

Our analysis has led to the following conclusions which will be developed in
detail and fleshed out in this report:

. 1) Jetfuel is a standard specification petroleum product which is
interchangeable from one location to another. Jet fuel prices in different
locations are therefore related to each other through differentials reflecting the
cost of transporting the product between those locatigns, with astrong(tendenc
over time for those prices to equal one another. Jet fuel prices in Alaska are se
at differentials from spot prices in‘other market centers, most frequently Los

Angelas.

C o 2)Su Ply/demand balances and the economics of jet fuel pricing strongly
Indicate that there are few world refmmq,centers from which jet fuel can be
exPected to be regu_larIY or reliably supplied to Alaska. Spot or short-term
volumes will be available from time to time, and the reality or threat of such
imports help to keep prices at Anchorage consistent with"price levels elsewhere.

3? Because of Anchorage’s relative remoteness from the most likely
possible sources of jet fuel imports, . Alaskan refineries have a transportation
and delivery advantage over potential competitors for that market.

4) The Alaskan refineries have access to Alaska North Slope crude oil
(ANS),under economic terms which appear fo be favorable when compared
with relative values and prices of the international crudes which are used by

potential foreign importers of jet fuel.

5) Therefore, the Aiaskan refineries’ economics for the production of jet
fuel and its sale at Anchorage under Rrevanmg pncm% realities provide them
with refining mar,?ms comparable with or better than te margins en{oyed by the
Importing competitor, even after payment of the 3.2 cent/gal excise tax.

. 6.) Flowever, the 32 cent/gal can not be Passed_ on to the customer,
since imported fuel would not bear the tax and the airlines would be read¥ to
import some volumes to assure that H]et fuel price levels at Anchorage continue
to be consistent with other areas. Thus the Alaskan refiners obviously would
have margins 32 cents/gal higher if they did not have to pay the tax.
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lIl. SPECIFIC REFINERIES IN ALASKA WHICH ARE AFFECTED

Itis, of course, well known to the members of the Committee, but for the sake
of the analysis. | would like to note that, of the six Alaskan refineries, the two on
the North Slope are not relevant in this discussion, and that the four which are

listed below can supply jet fuel to Anchorage:

Company Refinery Crude Thruput
Location Barrels/Day
Mapco North Pole 130000
Petro Star e North Pole 12000
Petro Star Valdez 24000
Tesoro Kenal 72000

Three of these refineries are very 3|m?|e topping refineries; only Tesoro
produces a full slate of refined products. Mapco™and Petro Star'take selected
cuts from the cryde and return the remammgnmatenal to the pipeline.

Exhibit 1shows jet fuel deliveries to the Anchorage airport from Alaska’s
refineries. Mapco uses the Alaska Railroad to transport their jet fuel from North
Pole to Anchorage. PetroStar delivers 2to 3barges a month from Valdez to
Anchorage, Wedo nat know at this time whether PetroStar makes rajlcar
deliveries from North Pole; howeve., based on the relative refinery sizes,
Mapco’s available volumes would be much larger. Tesoro sends products from

Kenai to Anchorage by pipeline.
V. NON-ALASKA REFINING LOCATIONS WHICH CAN SUPPLY JET FUEL

Exhibit 2 shows the major refining centers outside of Alaska which have the
capability of producing Jet fuel for delivery products to Anchorage. The following
refining Centers have Tistorically had, and continue to have, extensive export

refinery capacity:

Singapore
Miodle East
Caribbean

Other locations which have recently built refining capacity in excess of their
domestic requirements are:

South Korea
Thailand
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Although the Korean and Thai refineries currently do have excess caloacity,
their primary function is suppl(}/ of their domestic markets and, as local demand
expands, itwill pre-empt products away from the export markets.

Other refining locations which can now or may in the future supply Alaskan
markets are:

U.S. West Coast
U.S. Gulf Coast
Hawall

The primary markets for U.S. refiners are regional and those refiners will not be
stable Ion%—term suppliers to the Alaskan market, although at anY time a spot
cargo or short-term arrangement might seem economic and could possibly be
made. However, U.S. energy demand continues to increase, the construction
of new U.S. refinery capacity” has essentially stopped, and the U.S. Is
Increasingly becoming a destination for imported petroleum products.

Japan is now progressively decontrolling . its oil indlustry and conceptually could
ultimately becomé a foreigh source of réfined products to Alaska, but thé current
state of Japan’s refining industry and other factors make that an unlikely and

distant possibility.

In general, companies in countries which are large consumers of petroleum
Products will bulld local markets,and relegate forgign markets to a lower priority
evel and/or will build refineries in the forgign markets which they serve,

Therefore, in this analysis we have assumed that the basic refining centers
which could supply Alaska on a term basis are the Middle East, SmPapore and
the Caribbean. For comparative transportation purposes we have also looked at
a U.S. West Coast location and a Korean location. Economics for Thailand
exports would be essentially the same as those for Singapore, although the
supply would not be as stafle.

V. OTHER MARKETS WHICH COMPETE WITH ALASKA FOR SUPPLIES

Because of the location of Alaska relative t other markets, there will be a
continuous competition from other markets for jet fuel supplies.

1? The U.S. is not installing new refining capacity. The US. East Coastis |
already net short of capacity and products bemgumported Into this region (which
has the highest population Concentration in the .S.g are coming fron the
Caribbean; South America, Europe and the Middle East.



2) In South Asia, India is experiencing an accelerating demand for petroleum

products which is outstripping refining capacity. Planned new refinery

construction has been constantly delayed by & host of problems, gerierally

related to an evolution towarg private ownership from a policy of tota

Eovernment ownership of refining capacity. India uses large guantities of
erosene-type materials which are similar tojet fuel.

3 China also is experiencing enormous industrial growth with extensive needs
for distillates such as keroséne and gasoil. China has invited foreign refiners to
parUmpate in the country's modernization but foreign companies have not
accepted the Chinese rules for entry, so that China also needs an increasing
volume of imports of jet-fuel-range materials.

Exhibit 3 shows that all of these competing. markets are closer geog,raBmcally
than Alaska is to the excess refining capaCity which is currently available, arid
thus are inevitably more probable market targets than is Alaska. In any case,
Asia is short of kerosene, and airlines seeking supplies for Alaska woilld be in
no position to get preferential treatment for tefm supplies - L.e, for some time to
come, the airline will be confronted with a seller’s market combined with a

freight disadvantage.
VI. JET FUEL FUNGIBILITY

In order to develop the overall economics for this analysis, it is first important to
understand the underlying dynamics of the Product supé),l . Jet fuel and marine
bunker fuels are as far aBa_rt as possible in terms of qu ||E/y; however, they have
a common thread -fungibility and price competition.

Afungible material is one that is universally interchangeable. Some petroleum
products —an example is gasoline —can be quite different in different locations,
with particular specifications imposed by governments or others. California
requires very specific (_E’:ISOhne specifications different than other states, and
Federal Reformulated Gasoline standards are not applicable everP/where. There
Is essentially no fungibility in these products and they cannot easily or
economically be moved from one region to another. Several Asian‘and European
countries have gasoline and diesel Specifications which are more restrictive than
those of other countries in the same region, so that intra-regional supply
balancing may be inhibited.

Jet fuel quality is the same worldwide because international airlines buy jet fuel
for the same planes in all countries.  Unlike other petroleum products, “jet fuel
and marine bunker fuels are used in eciwpment which the consumers —ship
owners and airlines - move from one location to another, using the fuel
between locations. Those customers are continually focused of cost control,
and will always seek ways to purchase fuel at the loiwest-cost locations. An



Alaska example known to the Committee, involved an Alaskan marine fuels
merchant with, a terminal at Seward where that company blended bunker fuels
for sale to cruise lines.and other vessels. When the state imposed an excise tax
on bunker fuel, the ShIPS began to round—tnP bunker at other ports, so that the
Alaskan supplier lost the business. When the tax was eventualrl%/ removed, the
shipping companies resumed their bunkering in the Alaskan port.

To the extent possible, airlines —and oil companies serving them — behave in
a similar fashion, and that behavior contributes to a tendency towards price
parity in.various selling locations, a tendency which is not is not nearly so
evidént in the behavior of other petroleum products.

VIIl. MAJOR INTERNATIONAL AIRLINES AND JET FUEL PURCHASES

The major airlines have very sophisticated supply and purchasing operations
and, with their purchasing power, they may:

. 1) Lease tankage at major airports and bu¥ large cargoes of jet fuel in one
reg})n of the world for delivery by ocean going tankers to the major airports
andl/or

. 2) Optimize intra-regional jet fue| purchases by refueling their planes at
airports with the lowest priced material.

At any point in time jet fuel prices worldwide may be randomly higher or lower in
vario(s consuming areas of the world, These diSparities are taused by short
term supply imbafances. However, in general, over Ionﬁ; periods of time jet fuel
s at the same price level In all major industrial areas wiiere there is free trade;
where there is significant local refining capacity, and where the refineries are
located relatively"near the major interhational airports.

The prices at which jet fuel is sold are closely tied to the fluctuating international
spat markets. Although refiners and airlines generally enter into térm contracts,
typically for a one-yedr period, the price claues of those contracts 8enera||y
call forreqular periodic changes in the price on a spot-market related formula.

In the U.S: Rnces are ysually set for a week at a time - Monday through
Tuesday. The companies get the Friday report of Platts Price Service 0On the
following Monday, calculate the previgus week’s Platts average, make a
market-Telated (and competitor-related) adjustment, and then"announce the new
price for the week, effective that day.

In Europe, much the same thing is done - prices are market related —but
typically are set a month at a time.
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Cargo lots are also sold on a market-related basis. Here, market-related prices
typically are the average of three days Platts reports —day of hill of lading, day
biefore and day after.

In the Caribbean, a seller would offer jet fuel at Platts "waterborne mean” plus
a differential of typically L10-15 cents/gal.

At Anchorage, jet fuel is generally priced under formulas involving some plus or
minus differential from published Spot prices at the U.S. West Coast or U.S.
Gulf Coast markets. A few pricing formulas involve differentjals from the spot
Ences, of Alaska North Slo eEAN ) or West Texas Intermediate (WTI).crudes.
xhibit 4 shows the U.S. West Codst prices of jet fuel for the period
through 1995 The U.S. West Coast price, while more or less random on a daK—
to-day basis, has always adjusted itself to relative parity with Bnce levels in other
Parts of the world, as & result of the Iinternational movements between regions by
rading companies and airlines.

For West Coast supply, airlines like to Purchase some supplies somewhere else
and transport the fuel to the West Coast in order to keeP pressure on the local
sellers and keep the market from gettm% too tight, and they like to make term
deals to average out the market ups and downs. However, in the term deal, the
purchase price will still be on a formula basis - tied to U.S. Gulf Coast Platts or
some other fluctuating benchmark.

For sales from the U.S. Gulf Coast for delivery to the U.S. West Coast, where
there is a 14 day voyage time, the risk of changes In the inter-regional price
differential i1s usually mediated by pricing the material (on a 3day average
basis) seven days dfter lifting, or about nalf-way.

Exhibit 5 shows the latest four ?]/ears of history of the spread between Rotterdam
and New York jet fuel prices. The Transatlantic airline routes are the most
heawlkl, travelled in the world ang, as can be seen, the average prices were
essentially the same on poth sides of the Atlantic for the four'year P,enod,. Any
short term suppl¥ disparities were ,qwckly{ corrected bK cross-Atlantic deliveries
of It,ankers of jet fuel and changes in local airport purchasing strategies by the
airlines.

Exhibit 6 shows the spread between the U.S. East Coast and U.S. West Coast
prices. Here aﬁam the difference between the four-year averages is small when
compared to the overall price level of the product.

Exhibit 7 shows that the average prices on the U.S._West Coast and Singapore
are essentially the same over the four year period. These two locations do not
com_B,e,te directly on airline resup?IQ/ ona me(t;,or basis and there Is much less.
flexinility on refuelling because of the flight distances involved. Even so, pricing
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equilibrium_is indirectly forced around the Pacific.rim by a combination of marine
shipments in the region and the short-haul refueling chioices within the region.

Around the world the following average jet fuel pricing pattern occurred over the
four year period:

AVERAGE WORLDWIDE KEROSENE PRICES 1992 THROUGH 19%

CENTS/GALLON
Location Absolute  Difference
Price

Rotterdam 512

New York Harbor 5486
Rotterdam/New York 074
New York Harbor 5486

U.S. West Coast 509

New York/U.S. West Coast 123
U.S. West Coast 5609

Smgewore . .57

U.S. West Coast/Sirigapore 048

Therefore, it can be seen that, on an overall average —long-term —basis, there
s no economic rationale for moving kerosene between these locations.  This
movement to parities, results from'the fact that —as soon as economically
significant locational price differences develop - volumes of the product move
from the low price |ocation to the high Prlce location. Those spot and, short-term
movements, ‘and the constant threat of such product movements, bring the
different markets back to parity.

VIIl. ECONOMICS OF DELIVERY TO ANCHORAGE -OCTOBER 19%

Jet fuel prices in competitive locations tend to equalize over time. If there were
no, refineries in Alaska, the price of jet fuel at Anchorage would tend to be the
Pnce at the closest export |ocation pius freight. The thrée primary locations in
he world which have refining capaut in excess of their local needs are
Singapore, the Middle East and the Caribbean.

The following table shows October 1995 freight rates for transportation of jet fuel
to Alaska from those locations in 30,000 DWT vessels, as well as the
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equivalent transportation costs for moving %,et fuel to Anchora%e for the Alaskan

refiners. It can be seen that the transportation costs from the three principle

onlrmgn reflfnmg locations are essentially break-even with the highest cos
askan refingr.

KEROSENE DELIVERY COST TO ANCHORAGE (CENTS/GAL)
PURCHASE OCTOBER

LOCATION 1996
Caribbean 73
Middle East 102
Singapore 6.2
Korea 41
U.S. West Coast 2.2
North Pole 75*
Valdez 40
Kenal 2.0

“Publicly quoted large volume rate; private contract rates are lower.

It should be noted that these transportation costs for foreign material assume
that the existing storage facilities in Anchorage would be available at all times to
receive their maximuni capacity, So that the incoming, tankers could promptly
discharge their full cargoes into the shore tankage. That situation, of course,
would rarely -if ever -occur.

If those deliveries were made in the usual, routine way - in which the tankers
discharge their cargoes into tanks which were already partially loaded —then
the garcel sizes caiTied by the tanker would have tobe in the range of 15000
to 25,000 tons, or else the vessels would have to incur significant demurrage,
meaning considerably higher costs for the imported matefial.

The port limitations at Anchorage in terms of water depth and available tankage
are similar to the situation in all’U.S. ports, with the exception of LOOP offshore
Louisiana. LOOP is the only American Port capable of d|scharg|n% Iarﬁe
cartgoes of petroleum. AtAnchora%%O here IS @ maximum wafer depth of 39
feet and @ maximum ullage of 250000 harrels (32,000 tons) available for
kerosene imports. Being able to utilize that maximum would require that all
conditions were perfect with regard to weather, local consumption estimates and
vessel steaming time. Under %%cal conditions, the available tankage for
discharge will be 150, 000 to 200,000 barrels, which equate to 190000
25000 “deadweight ton parcels, which are very small, and the transportation of
which Is quite costly.



The complexity and cost of transportin% et fuel to Alaska played a mag'or role in
the Kuwait Petroleum Corporation (KP J decision to abandon their intention to
import bonded material into the Anchorage FTZ

KPC produces significant volumes of jet fuel in their Middle East refineries and
had been studying  the Potennal markets in the Pacific Basin, with the idea of
bringing’ the material into the area from Kuwait in 80,000 to 100000 DWT
tankers' for multiple port discharge, and they expected the use of those large

vessels to provide them with subStantially reduced transportation costs.

KPC had been using. 80,000 DWT vessels with two or three port dischar%es to
Hawaii and the U.S."West Coast but were limited to loading only 50,000 ons of
cargo because of receiving port imitations. The plan was to include Anchorage

as One of the ports.

After experiencing two deliveries of'let fuel to Anchorage in October and
December 1996, ~ KPC announced that they were ahandoning, that strategy.,
The two deliveries were made in light-loaded 39,000 DWT tankers, each with
about 32,000 tons of cargo, which™raised the unit cost for the material

transported.

In summary, these data show that —if transportation costs were the only
consideration — even the Alaskan refinery with the highest transportation
costs would be in an economic position equal to or better than that of the

importer of foreign jet fuel.
IX. ECONOMICS OF DELIVERY TO ANCHORAGE -JANUARY 1996

Three months later, by January 1996, the freight disadvanta?e for imported jet
fuel had worsened significantly as shown by tfe following table:

KEROSENE DELIVERY COST TO ANCHORAGE (CENTS/GAL)

PURCHASE JANUARY
LOCATION 19%
Caribbean 112
Middle East 113
Singapore 73
Korea 49
U.S. West Coast 2.2



North Pole 75
Valdez 40
Kenal 20

*Publicly quoted large volume rate; private contract rates are lower.

That increase in clean tanker costs reflects a major increase in the demand for,
middle distillates (including kerosene and heating oil) in north Asia, especially in
Japan, which has resulted in major price increases there, which has in tum °
attracted imports from most other areas. Those developments are reflected in
Exhibits 8and 9. Exhibit 8 shows the last four years of price data for Japan,
Singapore and the U.S. West Coast over the |ast four years. Itwill be seen that
the relationship between those prices was qwte stable”until ast October, when it
changed rather markedly. Exhibit 9 shows those refative price data for the last

12 months.

The suppl¥] shortages and price escalation in Japan seem to be receding.
However the experience of this winter is somewhat enlightening, and stipports
an opinion that the refiners in Alaska are not in ,dan%er of serious economic
damage from the importation of bonded jet fuel into the FTZ, with or without the
32 cents/gal excise tax. The distillate price runup in Japan has actually been
part of a larger and complex set of international supply/demand factors,
Including the cold winger in the U.S. Northeast, which’ unusyally increased the
demand for heating oil, so that the increased call on the aging international
tanker fleet quickly ran up freight rates both in Asia and the Caribbean. Thus,
refined product price increases have heen accompanied by increased tanker
charter rates, dealmq a magnified blow to the economic feasibility of profitably
exporting jet fuel to Alaska, “In competition with the local refineries in Alaska.

The decision of Kuwait Petroleum Corporation (KPC) to withdraw from the
Alaska FTZ jet fuel strate%y - and from its broader strategy of bringing
petroleum products from Kuwait into the eastern Pacific aréa - whichit had
Pursued over the last several years, was based on a number of factors involving
hat Qompaaneconom|c situation. However, one of those factors was
certainly thal international SUEE| /demand matrix which was revealed in those
developments during this winter,

X. ANS VERSUS SAUDI LIGHT REFINERY RELATIVE VALUE ANALYSIS

Thus far, this analysis has assumed the point-of-view of a trader or marketer
considering whether to enter the jet fuel market in the Anchorage FTZ, with
either a locally refined or a foreqn sourced material. Itis irrefytable that, in
providing fuel for onward domestic legs of foreign originating flights, competing
with foréign sourced material, the Alaskan refiner now has a 32 cent/gal lower
margin than i there were no tax. The price o the arline-customer Is réfated to



an international pricing benchmark, and thus does not fluctuate to make
allowance for the tax.

Although it is clear that the Alaskan refiner has a 3.2 cent/gal lower margin after
paying the excise tax than he would have witnout the tax, itis still not obvious
whether the refiner's margin after p,ay,lngf the tax is an acceptable one, nor
whether the Alaskan refiner's margin is Tower, higher or the same as the margin
enjoyed by the foreign competitor who has imported bonded fuel into the FT
and has not been burdened with the particular cost of that 3.2cent/%al tax, To
ungerstand that piece of the economics of the competing foreign andl Alaskan
refiners, we must look at their transportation costs, which we have already
done, and we must also look at the ﬁrlce each of them pays for crude o

The Alaskan refiner buys ANS and the foreign refiner buys some other
internationally traded crude. We shall assume that that foreign crude is, Arab
L|%ht. Exhibit 12 {Jrovjdes a relative value anag(sm of ANS and Arab Light at
a U.S. West Coast refinery with average upgrading capacity.

ANS has become an international benchmark crude, which means that its value
to refiners is roytinely and continyously examined in comparison with the values
of other crude oils, BP does not find it economic to use ANS in their own
refineries. Primarily for that reason, mostofBP’s ANS is sold to or exchan%ed
with U.S. West Cogst refiners. In the past, much of that ANS went to the U.S.
Gulf, but decreasing U.S, production and increasing consumption have
combined to keep most of it on the West Coast. Chevron and Texaco both have
significant refining operations on the West Coast, and, through their historic
Saudi Aramco connections, hoth have access to large volumes of Saudi crudes.

In calculatm%_and optimizing their internal supply plans, Chevron and Texaco
can run Saydi Arab Light in“their West Coast refineries, or they can buy ANS
and run their avails of Arab Light in their refineries at other locations, or sell that
Arab Light to third parties.  In making those judgements, those companies will
examiné the values to their refinerieS of ANS afd the other crudes, and come to
a conclusion as to their relative values and dollar worth, They will begfm to buy
quantities of ANS at the price at which it equates with the intérnational mix of
other crudes available to them, Insu laway, ANS has become an
international crude oil with an internationally"accepted value. Exhibit 10 shows
the possible supply routes for ANS or Arab Light to the U.S. West Coasl.

Qver any significant period of time, the,Prices of ANS and Arab Light should be
about thie same, when corrected for guality and locational differences. Exhibit
11 shows that, for the four ge,ar eriod 1992-1995 the spot Bnce of Arab Light
FOB Ras Tanura (as quoted in Singapore) was 15cents ﬂer arrel higher than
the spot price of ANS delivered to the U.S. West Coast. Howevel, a detailed
relative value analysis (Exhibit lﬁshows that, at a U.S. West Coast refinery
gate, during those four years, ANS was worth 42 cents per barrel less than



Arab Light. The ANS prices provided ar,efiner%/ margin of $244/0. If the
refiner paid $15.29 for a barrel of Arab Light,, he wolld earn that same $244/h
mar%m S0 $15.29/0hl for a barrel of Arab Light, FOB Ras Tanura, was the
Pom of indifference to ANS at $16.26/bbl delivered to the West Coast, during
hat period. However, the average FOB price of Arab Light for the period was
&16.41/be. this means that the refiners who purchased "ANS on the spot market
uring that Renod had an advantage of $1. over the refiners who
purchased Arah Light.

Xl. REFINING ECONOMICS 1992 THROUGH 19%

Refining economics have been added to the assessment of relative
transportation costs from foreign export refineries and Alaskan refineries. Term
crude contracts like term prodct sales arrangements are linked closely to spot
‘pnces. Therefore we have used the 1992 through 1995 period published prices
or spot Arab Light at Ras Tanura and delivered to the U.S. West Coast as a
starting point in‘the calculation. As the analysis shows, the ANS buyer on the
West Coast enjoys a $1.12 per barrel cost-of-crude advantage over the Saudi
crude Purc,haser. This advantage works its way back to the Alaskan refiner,
The following tables show the delivered costs of ANS to the North Pole refiner,
and the delivered cost of Arah Light to Singapore and to a Caribbean refinery.

A. ANS Crude Cost at North Pole

Ave_ra%e Spot Price Delivered to U.S. West Coast 6.20
Freight Valdez to U.S.West Coast 138
TAPS Pipeline Fee from Pump Station # 3
TAPS Pipgline Fee to North Pole o 2
Average Cost of ANS to North Pole Refineries $134
B. Saudi Light Crude Price In Singapore
Ave,ra%e Sgot Price in The Arabian Gulf $1641
Fre||gh to ,mgaPore | | 03
Average Pricé'of Arab Delivered to Singapore $16.76
C. Saudi Light Crude Price In Caribbean
Ave_ra%e Spot Price in the Arabian Gulf $ 1641
Freight to the Caribbean , | 092
Average Price of Arab Light Delivered to the Caribbean $1733

Exhibit 13 shows the detailed comparison of the refining economics for the
three locations. For the Alaskan economics we have used data which was
recently supplied to the State by Mapco. For the other two locations we



ge¥eloped economics which are reflective of and consistent with the Mapco
ata.

The results are summarized below:

Location North Pole Sin%apore Caribbean
Crude ANS AraD Light  Arab Lyht
Retained Clean Products 30% 60% 85%
Margin With October 1995 Freight ~ $1.80 $160 A

Margin With January 1996 Freight ~ $180 $0A4 70

Topping o,oeratlons have been used at Singapore and the Caribbean to be,
comparable with the North Pole and Valdez operations, The Alaskan margins for
the VValdez, refinery and that portion of the wrgm jet fuel produced from the crude
topping unit at Kenai would be considerably Detter than the North Pole
economics simply because the transportation costi to Anchorage from these
other locations are considerably lower that the railcar deliveries from North Pole.

The analyses include the excise tax for the North Pole refiner. The analyses
show no competitive d!sadvantaﬁe for the Alaskan refiner. The first factor to
consider is transEortatlon. For the analyses it was assumed that a fully |adened
30,000 DWT tanker could be used for imports, - which is a very optimistic
assumption. If that were not possible, the foreign refiners’ margins would be.
lower. ~ Because of tank storage limitations, most actual deliveries would be in
15000 to 25,000 DWT tankers, nr else a 30,000 DWT vesse| would be oblulged
to incur demurrage costs while waiting for enough ullage to discharge its ful
cargo, The Caribbean margin would decrease at least to a break—even
situation using the October 199%5iet fuel freight assessment, which freight rates
are representative of a stable market.

During the November 1995 through February 1996 Penod when there were
sqnjflcant kerosene shortages in"Japan, the cost of transportation would have
put importers to Alaska at a considerable disadvantage to Alaskan refiners on
refining margins related to the Alaskan market. When the opportunity cost of
Alaskan deliveries versus higher priced Japanese markets is considered, the
excise tax becomes insignificant in the calculations, since no foreign refiner
would have provided material to the significantly lower priced Alaska market.

The North Pole refiner removes the higher quality products from the crude,
returns essentially residual fuel to the p|Be||ne and pays a quality bank fee. For
a relative comparison a deemed quality ank factor was included in the
calculations of the foreign refineries’ economics, in order to account for the
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losses which the foreign refiner must accept on the sales of his low-end
products in order to Have access to the clean products.  The calculation aPphes
all of the residual fuel losses suffered by the fore|ﬁ;n refiner to_ the sales of the
clean products in the same manner as toes the Alaskan quality bank

calculations.*

Mapco has suggested that the refining costs should be applied only to the
clean products Which they retain. This same principle has bpen applied to the
foreign refiners’ economics.

However, the yield of clean products is_not considerably greater for Arab L|ﬁht
at Singapore or'in_the Caribbean than it s for ANS at North Pole. The overa
refining costs at all three locations would be about the same, with about $0.25
Per barrel for chemicals and miscellaneous supplies. On a crude oil basis, a
uel use of 2% of the crude can be expected, When these factors are applied to
the clean products retained, they become significantly different at each'location.

In the Caribbean it was assumed that full range residual fuel is not produced,
but that the heavy gasoii cut has been segre%ated, since this material isa
valuable intermediate feedstock to Guif Coast refiners’ FCC units. By including
this unfinished material in the clean products, we have reduced the per-barrel
refining costs for clean products without adding the mainland FCC refining costs.
The result of that is to impute to the Caribbean refinery a lower refining Cost
than is actually incurred.

The above calculations show the situation in the most favorable set of conditions
for the foreign refiner. Using a quality bank calculation, which spreads the cost
over all products rather than concentrated on kerosene as sugégested by Mapco
and assuming that no FCC feedstock is produced in the Caridbean refinery,
gives the following economic reslts:

Location North Pole Sin%apore Caribbean
Crude ANS AraD Light ~ Aral Lpht
Retained Clean Products 30% 60% 60%
Margin With October 1995 Freight 71 $160 $1.60
Margin With January 1996 Freight gl $054 $004

Details of these calculations are shown in Exhibit 14

*Quality bank numbers used here are those provided by Mapco for North Pole &83.23/barrel).
PetroStar did not provide a set of numbers. We understand tha the Department of Revenue
believes the correct quality bank penalty is S1.33/barrel for North Pole.
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ANS AND ARAB LIGHT COMPETITION ON THE US W EST COAST
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EXHIBIT 12

U.S. WEST COAST REFINERY
RELATIVE VALUE ANALYSIS
ANS AND ARAB LIGHT

SUMMER SEASON YIELDS
AVERAGE REFINERY UPGRADING MODE
AVERAGE PRICES 1992 THROUGH 1995

VOLUME %
CRUDE GRADE ANS ARAB LT
PRODUCT $/B
PROPANE 15.54 2.42 3.60
I-BUTANE 24.36 -3.33 -3.03
N-BUTANE 21.84 2.73 3.78
REGULAR GASOLINE 23.74 44.64 79.30
PREMIUM GASOLINE 26.26 8.64 -23.88
KEROSENE 23.56 13.99 15.20
DIESEL FUEL 23.00 -5.79 3.27
1.0% RESIDUAL FUEL 14.52 2.64 0.00
.6 % RESIDUAL FUEL 13.32 36.92 9.59
3.5% RESIDUAL FUEL 13.34 0.00 13.78
SULFUR TONS 48 0.08 0.12
NET FUEL REQUIRED 15.94 -4.17 -3.91

VARIABLE REFINING COSTS

NETBACK TO REFINERY GATE

IMPORT COSTS

FREIGHT COSTS

NETBACK TO SOURCE

ANS RELATED MARGIN

ANS AVERAGE PRICE $/B

EQUILIBRIUM SAUDI LIGHT PRICE $/B
ACTUAL SAUDI LIGHT AVERAGE PRICE $/B

NETBACK $/B

ANS

0.38
-0.81
0.60
10.60
2.27
3.30
-1.33
0.38
4.92
0.00
0.04
-0.66
-0.80
18.87
-0.17
0.00
18.70
2.44
16.26

ARAB LT

0.56
-0.74
0.83
18.82
-6.27
3.58
0.75
0.00
1.28
1.84
0.06
-0.62
-0.79
19.29
-0.61
-0.96
17.72
2.44

15.29
16.41



INCREMENTAL TOPPING ECONOMICS FOR JET FUEL PRODUCED FROM ANS AND ARAB LIGHT

LOCATION

CRUDE

RETAINED CLEAN PRODUCTS

OCTOBER 1995 FREIGHT

JET FUEL PRICE IN ANCHORAGE
FREIGHT TO ANCHORAGE

JET FUEL NETBACK TO REFINERY
VARIABLE PROCESSING COSTS
FUEL USE % ON PRODUCTS
CRUDE COST

VARIABLE REFINING MARGIN
QUALITY BANK COST

NORTH POLE

ANS

30%

CT/G

58.3
7.5

6.08%

JET FUEL MARGIN LESS QUALITY BANK

EXCISE TAX

JET FUEL MARGIN LESS EXCISE TAX

JANUARY 1996 FREIGHT
FREIGHT TO ANCHORAGE

JET FUEL MARGIN LESS EXCISE TAX

NOTES

3.2

7.5

$/B

24.49
3.15
21.34
0.81
0.81
13.34
6.37
3.23
3.14
1.34
1.80

3.15
1.80

SINGAPORE

ARAB LIGHT

60%

CT/G $/B

58.3 24.49
6.2 2.60
21.88

0.42

3.12% 0.52
16.76

4.18

2.58

1.60

0.00

1.60

11.3 4.75
-0.54

1. USED MAPCO DERIVED QUALITY BANK ADJUSTMENT CONCENTRATED

ON JET FUEL

2. PRODUCE FCC CHARGESTOCK RATHER THAN LONG RESID IN CARIBBEAN

CARIBBEAN

ARAB LIGHT

CT/G
58.3

7.3

2.20%

11.2

85%

$/B

24.49
3.07
21 42
0.29
0.38
17.33
3.42
1.08
2.34
0.00
2.34

4.70
0.70



INCREMENTAL TOPPING ECONOMICS FOR JET FUEL PRODUCED FROM ANS AND ARAB LIGHT

LOCATION NORTH POLE SINGAPORE
CRUDE ANS ARAB LIGHT
RETAINED CLEAN PRODUCTS 30% 60%
CTIG $/B CTI/G $/B
OCTOBER 1995 FREIGHT
JET FUEL PRICE IN ANCHORAGE 58.3 24.49 58.3 24.49
FREIGHT TO ANCHORAGE 7.5 3.15 6.2 2.60
JET FUEL NETBACK TO REFINERY 21.34 21.88
VARIABLE PROCESSING COSTS 0.81 0.42
FUEL USE % ON PRODUCTS 6.08% 0.81 3.12% 0.52
CRUDE COST 13.34 16.76
VARIABLE REFINING MARG;N 6.37 4.18
QUALITY BANK COST 1.32 2.58
JET FUEL MARGIN LESS QUALITY BANK 5.05 1.60
EXCISE TAX 3.2 1.34 0.00
JET FUEL MARGIN LESS EXCISE TAX 3.71 1,60
JANUARY 1996 FREIGHT
FREIGHT TO ANCHORAGE 7.5 3.15 11.3 4.75
JET FUEL MARGIN LESS EXCISE TAX 3.71 -0.54
NOTES

1. APPLY QUALITY BANK ADJUSTMENT EQUALLY TO ALL PRODUCTS
2. ALL 680+ MATERIAL TO RESIDUAL FUEL IN CARIBBEAN

CARIBBEAN

ARAB LIGHT

CT/G
58.3

7.3

3.12%

11.2

60%

$/B

24.49
3.07
21.42
0.42
0.54
17.33
3.13
1.53
1.60
0.00
1.60

4.70
-0.04









"'OUSE COMMITTEE REPO T

Date Referred to Committee: February 9, 1996

Date of Committee Action:
The FFINANCE Committee considered:

HOUSE BELL NO. 366

“An Act relating to marine safety training and education programs.”

recommends it be replaced _
with the following committee substitute @ Yy\> Ib LtI»

[ Jadditional referral to Committee
[ | attached amendment(s)

ADOPTS: Letter of Intent

ATTACHES NEW FISCAL NOTE(s): (63] APPROVES PREVIOUS:

Fiscal note(s) h r-'C> ~or-~D cR Pn 1] fiscal note(s)

FURTHER REFERRALS:

HB 366

MARINE SAFETY EDUCATION PROGRAMS

[ ] the same title
[ ] a new title

oqi/D*-)

| zero fiscal note(s) hN zero fiscal note(s)

) \ 1



FISCAL NOTE

STATE OF ALASKA
1996 LEGISLATIVE SESSION '

BILL NO. CS HB 366

Dept. Affected DCRA

RRI ¥
__Admin fr.Sup.pgrt

Title: An art r.f.lii.ring rn_marine safety
-train-Ing”".,

Sponsor: House Finance Committee

Requestor: Representative Austerman

EXPENDITURES/REVENUES: (THOUSANDS OF DOLLARS)

OPERATING Fy 97 FY 98 FY 99
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures

Grants, Claims 150.0 150.0 150.0
Miscellaneous

TOTAL OPERATING 150.0 150.0 150.0
[CAPITAL

[REVENUE

FUNDING: (THOUSANDS OF DOLLARS)

General Fund 150.0 150.0 150.0
Federal Fund

Other

TOTAL

POSITIONS:
Full-Time
Part-Time
Temporary

ANALYSIS: (ATTACH A SEPARATE PAGE IFNECESSARY)

Components. Commissioner s Office

Serial#

FYO0O FYy 01 FY 02
150.0 150.0 150.0
150.0 150.0 150.0
150.0 150.0 150.0

see attached analysis  ¢150.0 s less than 50/1 of the income earned from the
Fisherman®s Fund. $150.0 dollars 1is the amount previously
granted by the federal government for the progranm.

Prepared by: House Finance Committee

Co-Chair Mark Hanley --

Co-Chair Richard Foster

PAGE

Date: April 1, 1996

Phone: 465-4939
Phone: 465-3789

OF



jlAic Oh ALASKA FISCAL NOTE

PW Version: cshb 366<hest

1996 LEGISLATIVE SESSION .
, 1 PubllstrQate: 1/31/96
Qevison Date: January 12, 1996 Dept. Affected: Revenue
"He: * An ad relating to marine safety training and U:
education orograms Component:

Soonsor. DHSS Committee
Requestor Rep. Austerman COMPONENT SERIAL NO.
OPERATING EXPENDITURES FY 97 Fy 98 FY 99 Fy CD FYOo1 FY 02
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 00 oB Ofl 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES <

fUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF M atch

1004 GF

1005 GF/Program Receipts
1Q37 GF/Mental Hearth

Other
ad adi 0J0 (D

TOTAL

Estimate of any current year (FY96) coef 1

POSITIONS:
FULL-TIME
PART-TIME

TEMPORARY

ANALYSIS:
Earnings on the Fisherman’s Fund ai/rantiy are left with the General Fund and do not belong to tha fund.

5asad upon the assumptions disclosed below, $200,000 would be available tor appropriation each year. White the tonding source would dearly be the

General Fund, It Is difficult to detemine wNch Department should reflect the flscai Impact as the bill does not address who the granting agency would

be.

ASSUMPTIONS:

Current balance is $8.1 million. As the furd a actively encouraging claims from fisherman, we have assumed that the fund will simpty remain stabia at

$8.0 mBon. Tha interest rate assumption used It 5%.

be $200,000.

Prepared by: 'Betty Martin, Comptroller /

DMstorv Treaaly) 7, /

Aporoved by Commissioner.

Department of Revenue /

PREPAPER TO PROVIOE ALL DSTR1BUT10N COPIES TO GOVERNORS LEGISLATIVE OFFICE
For further distnbutton informatfon cal the Governors legaiattve Office

Agency:

COMMITTEE COPY

Rsone:

Interest on $8.0 mdtton at 5% would be $400,000 annually. One-half of tiiis amount would then

465-2360
1/12/96
1/12AN5

of |

‘oge
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AMENDMENT

OFFERED IN THE HOUSE
TO: CSHB 366(HES)

Page 1, line 8:
Following "appropriate:
Insert "up to"
Following "of the":

Insert "interest"

9-LSI333VF.l
Uicmiohle
4/2/96



Ron Perkins, M PH

Mr. Perkins is the Director of the
Community Injury Prevention Pro-
gram, Alaska Native Health Service,
Anchorage,- Alaska.

Tcarsheet reguests to Ron Perkins; tel. 907-
271-0102; fax °07-271-4734,; '-mail
<rperkins@corcom.com>

SCIIINTIIIC COXTKI UUTION

Evaluation ofA n Alaskan M arine

Safety Training Program

SYNOPSIS

THE ALASKA MARINE Safety Education Association provides commercial fisher-
men with an intensive 18-24-hour course addressing emergency preparedness,
emergency respc - r. ~r.c survival training. This study is a retrospective evaluation
ofthe effectiveness of the course in reducing drownings and hypothermia deaths
among commercial fishermen from January |, 1991, to December 31 1994.

None ofthe I!'! fishermen who died dunng the study period were gradu-
ated from the course, and none of the 64 vessels on which a death occurred |,ad
an course-trained person on board.

broken weld in the hull, a malfunctioning pump system, a leak-

ing hatch cover, a man overboard, an engine fire, or any number

of other disasters can occur quickly and unexpectedly at sea.

Alaskas commercial fishing industry has the highest occupa-

tional fatality rate in the United States. Nearly 25 percent of all
U.S. commercial fishing fatalities occur in Alaska, twice the number of the sec-
ond highest State (Louisiana) (i). An average 0:Au boats go down off the coast
of Alaska each year, with an annual average of 28 lives lost.

Ala.~!..:n fishing crews work year-round in extremely hazardous condiuons.
Imagine working in a factory where the floor is covered with water or ice and is
constantly  wing. Imagine a work environment in which not all of the heavy
equipment is anchored down and you have to wear heavy, bulk)' clo'hing. And
if a fire, flood, or other disaster strikes, it is impossible to escape by running
outside. Commercial fishing in Alaska is a very dangerous occupation,

The Congress passed the “Commercial Fishing Industry Vessel Safety Act
of 1988" to address the industry’ safety deficiencies. The Act established stan-
dards for survival gear, safety equipment, fire fighting emitnmenr, distress sig-
nals, alarms, and first aid training for personnel on fishing vessels. Under the
Act, each boat's crew is required to have a trained person conduct monthly
emergency safety drills.

This retrospective study was designed to determine whether the Alaska
Marine Safety Educa*-"™ Association's (A",cr‘-U safety training sessions,
which meet the requirements of the 1988 Act, arc effective in reducing drown-
Inrrr nnrl V"Othermip Hpnfhs of* rOrnmnrpj;ll
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Scientific Contribution

modeled on the International Maritime Organization’s
(LMO) Personal Survival Module.

Methods

AMSEA Marine Survival Equipment, Procedures, and
Drills Course addresses emergency preparedness, survival
training, vessel stability and loading, and the procedure for
conducting safety drills. The participants in the 20-hour
course are taught how to abandon ship, fight fires, use dis-
tress signals, make distress calls, launch survival craft, don
survival suits, recover people from the water, and other
skills. Requiring safety and survival equipment is valuable,
but people must practice using the equipment prior to an
emergency for maximum effectiveness.

Nearly all of the course participants were either skippers
or crew members on commercial fishing vessels. The course
is taught by AMSEA trained instructors.

A cumulative total of 1,518 people were trained by
AMSEA as Drill Instructors from January 1, 1991, to
December 31,1994; this number represents only three per-
cent of the total number of fishermen registered in 1994 (2).

Our study period was from January' 1, 1991, to Decem-
ber 31,1994. The United States Coast Guard database was
used to identify' vessels that were either involved in drown-
ings or required rescues during the study period. The data-
base lists vessel name, date of incident, victims, survivors,
and a briefdescription of the incident. We used information
from incident investigations conducted by the National
Institute for Occupational Safety' and Health (NIOSH)—
Alaska Activity—and from a newspaper clipping service to
cross-check for accuracy and to find additional names for
victims and survivors. A survivor was defined as a person
who was rescued from a boat in distress, cither by the Coast
Guard or bv another vessel. Every effort was -.".ade to iden-
tity- the 116 unidentified survivors from Coast Guard
reports, NIOSH invcstigcrirr.;, and newspaper accounts.

The names of victims and survivors were then compared
with a list of AMSEA Drill Instructor Course graduates.
The dates of the vessel loss and of the course graduation
were compared, with people wiio took the course after los-
ing their boat excluded.

Victims and survivors who could not be identified by
name were not included in the study. Lost vessels that were
unoccupied were also excluded.

Table 1 shows a two by two table created using the
number of deaths, the number of survivors, and whether or
not they were AMSEA trained. The Fisher exact 2-tailed
test was used to determine the probability that the differ-
ence is survivability was random.

Results

The U.S. Coast Guard rcp” a total 15v vessei
incidents in Alaska during the four-year study period. None
of the 114 documented deaths were of AMSEA Drill

Death toll in Alaska vessel incidents among AMSEA1
and non-AMSEA graduates 1991-94

lonfied Nt

Yar \gda Iods DA Imon ARA AW
1991... ... 17.580 47 4 44 2 0
1992 17,194 45 4 0
1993 .16,276 26 % 45 0
1994 16.192 4 97 0

Totals. e 159 14 227 *10 0
'Aasla Virine Safety Education Association.
‘Only the survivars who were AVEEA were counted as "saves." al
there was an average of three additional (non-AlVEEAtrained) persons on each
the eight vessels.

Instructor Course graduates (P = 0.034). There were 343
survivors, of whom 227 (66 percent) were identified by
name. Of the identified survivors, 10 were AMSEA gradu-
ates from eight different vessels. Only the survivors who
were AMSEA graduates were counted as “saves,” although
there was an average of three additional (non-AMSEA
trained) persons on each of the eight vessels.

One person’s knowledge of life raft deployment, distress
signal use, or emergency’ response could easily save an entire
vessel and crew. We identified 64 vessels on which at least one
death occurred during the study period and an additional 86
vessels with at least one identified survivor and no deaths.

Eight of the 86 "at least one survivor vessels" and none
of the 64 “at least one death vessels" had an AMSEA-
trained person on board (P =0.021).

Discussion

It is apparent that the . AMSEA training course is havine
..... drowiiings among con.meiui...

According to the crews from two vessels not counteu m
this study, practicing the emergency drills described in the
AMSEA manual had saved their lives. Several AMSEA
graduates have noted that their knowledge and preparedness
actually prevented the need to call the Coast Guard for help.

One possible confounding variable, beyond the scope of
this study, is whether people who chose to take the AMSEA
course had unique characteristics that made them different
from other commercial fishermen. In other words, were
“safety conscious” people more likely to take the course?

Other drill instructor couiies are considerably shorter
(eight hours) and use very' few hands-on exercises. Addi-
tional evaluations are needed to determine the effectiveness
of these abbreviated courses.

References
1. National Traumatic Occupational Fatality database. 1980-1989.

>>'ntional Insti: ... Occupation..! Scanty and Health. Morgantown,

WV, 1992.
2 Fish and game licensing. Alaska Department of Revenue, Juneau,
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Drowning Rate Comparison

U.S. Drowning Rate (1985-91):
1.85/100,000 pop./year*

State of Alaska Drowning Rate (1988-92):
20/100,000 pop./lyear**

Alaska Native Drowning Rate (1988-92):
44/100,000 pop./lyear**

Alaska Other Race Drowning Rate (1988-92):
15/100,000/year**

* Denominator: Injury Mortality, National Center for Health Statistics, 1985-1991, June 1994.

** Denominator: Alaska Population Overview - 1990 Census & Estimates, Alaska Department of Labor



Frequency

Commercial

October 1, 1991

Q1 Q 2
1992

Fishing

Q3 Q4

through

Fatalitie s

Q1 Q 2
1993

xLar.rend = 9.728; p=001

by Q uarter,

A la s ka

December 31, 1994, N=77

Q1 Q2
19914

Q 3
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Recent Decrease

Alaska Commercial

Year Number of

vessels lost*

1991 38
1992 43
1993 24
1994 36

Fishing

Number of

in Case Fatality Rate,

persons

on

board=*

86

101

91

130

Industry,

Number of
persons

killed™*

21
18

13

‘SOURCE: U.S. Coast Guard, 17th District, Fishing Vessel Safety Coordinator.

1991-1994

Case

Fatality

Rate

2 4

18

14

** Case Fatality Rate = (number of persons killed/ number of persons at

X lineartrend

= 23.188; p<.00001

%

* %

risk) X 100 percent.

cCDC



Drowning Fatalities by Activity, Alaska,

1988-1992, n=542
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