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■a re la t ion sh ip  o f mutual b e n e f i t s . "  Once the o i l  companies 

entered in to  the lease, they were no longer free  to  make 

dec is ions based on th e ir  u n i la te ra l  economic best in te re s ts .  

Instead, the law is  c lea r  that the companies have an ob l ig a t io n  

to make dec is ions , inc luding investment decis ions, based on the 

mutual in te re s ts  of the o i l  companies and the s ta te  as 

landowner. Thus, in maki.g decis ions, the producers must 

demonstrate due regard for the in te re s ts  of the s ta te  as the 

ro ya l ty  owner. He o f fe red  that to conceptua lize  t h i is to

apprec iate  that the o i l  companies don 't  have any o b l ig a t io n  to 
trea t  the s ta te  b e t te r  than they trea t  themselves, but hey

should never t r e a t  the s ta te  worse.

3=52:23 PM

MR. HOSIE poin ted out that in many s i tu a t io n s  the economic 

in te res ts  of the o i l  companies and tile s ta te  are a l igned , such 

as that everyone b en e f i t s  from higher o i l  p r ices .  He s ta ted  that 

the one key area in which the economic in te re s ts  of the <j  I  

companies tended to  verge froir those ol the la.downer i i  r e i ,  i 

to  ongoing or fu ture  development and the o b l ig a t io n  to  spend 

money. He opined that a lar.downer almost inv r ia b ly  wants the 

f i e l d  developed in  production immediately s ince  the landowner 

b en e f i ts  through ro ya l ty  share of the hydrocarbon sa le . 

Sometimes the o i l  companies may not want to  develop a f i e l d  

immediately, due to  a cash problem or the opportun ity  to  put 

investment d o l la r s  in more lu c r a t i v e  p ro iec ts  elsewhere in the 

world. I'or example, i f  an o i l  company's return . J 40 percent u 

Qatar and 20 percent in Alaska, i t  would i. ither make the 

investment in Qatar and, in doing so, act as a la t io n a l  economic 

business. However under e x is t in g  o i l  leases the o i l  companies 

are not free  to  make dec is ions on their in te res t  alone and must 

consider the s ta te ,  the ir  partner.

.
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MR. HOSIE o f fe re d  that the courts have addressed th is  inherent.

c o n f l i c t  through a court ru le ,  which is  s tra igh tfo rward , such

that i f  a g iven  p ro je c t  in  a g iven f i e l d  is  economic, based on

i t s  own merits , the o i l  companies have an o b l ig a t io n  to  move

forward. He asked, "Why is  th a t? "  He answered. "Because t h a t 's

the deal they made to  get the 1 When they came to  Alaska

45 years ago, they promised to  use th e ir  e xp e r t is e  and th e ir

money to  develop the f i e i d . "  Thus, he exp la ined. the court3
review  the question  o f  whether add it iona l  development do l la rs

had to  be spent and weigh in that i t  i t  is  economic and

reasonably p r o f i t a b le ,  the o i l  companies have an o b l ig a t io n  to

move forward. He noted that g iven the producers ' duty, the

Alaska g as l in e  or any Alaska p ro jec t  does not have to  be the

most p r o f i t a b le  p ro jec t  a v a i la b le  to  the producers. The s ta te  

is not in competit ion for the development do! lars giver, the p re ­

e x is t in g  lease o b l ig a t io n .  He opined that i f  the s ta te  was

attempting to  I n i t i a l l y  a t t r a c t  the o i l  industry, i t  would be a

d i f f e r e n t  question . Under Alaska leases, the o i l  companies 

agree to  take r is k s ,  which is why the companies are e n t i t l e d  to 

87.5 percent [of the va lue  of the o i l  and gasl w ithout any

guarantee ot p r o f i t a b i l i t y .

3:56:0? PH

HR. HOSIE sa id:

And so, the e x ten t  that t h e r e 's  a notion that they  re 

e n t i t l e d  to  a  reduced r is k  deal in Alaska • har is 

contrary to the o b l ig a t io n s  they undertook so many 

years ago. . . .  W hat 's  happened in  Alaska? W e ll ,  many 

years aqo the s t a t e  went to  the producers and said,

"We 'd  l i k e  a g a s l in e . "  And the producers sa id. “We'd  

l i k e  a g as l ine ,  too, but we've looked a t  i t  and wo 

d o n ' t  th ink  i t ' s  economic without su bs tan t ia l  

concessions -  f in a n c ia l  concessions from t h e . s t a t e . "
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Since they d id  not f ind  i t  economic, absent

subs tan t ia l  economic concessions, the o i l  industry

e f f e c t i v e l y  said, "We d o n ' t  think i t ' s  economic."

That led  to  the Stranded Gas Ac t,  the pro tracted
nego tia t ions , (and) the contract that was not approved

several years ago.

When that contract f a i l e d  to  come to  f r u i t i o n ,  the 

s ta te  was l e f t  w ith  three a l te rn a t i v e s ,  nree options, 

none good. The f i r s t  opt ion  is  that they could have 

simply accepted the producers ' in s is tence  for 

concessions arid "sweeten the p o t . "  . . .  but the s ta te  

was not w i l l i n g  to  do that at the time. The second 

option is  tha t  'h e y  could have said, “W e i i , we w i l l  

l i v e  w ith  your dec is ions  on timing, producers. You 

t e l l  us when y o u ' i e  ready to bu ild ,  and w e ' l l  wait  

p a t i e n t l y  u n t i l  you are ready to  go forward, for 

whatever complex of your own reasons might p ro je c t  

when i t ' s  t in e  to  pu l l  the tr igqer  . And s ince  the 

s ta te  wants a gas l ine .  needs the jobs, wants the 

resource produced -  turned in to  money -  that w asn 't  a 

very pa la rab le  a l t e r n a t i v e  e i th e r .  The t h in ,  p t ion  

would have been to  sue the producers 'O  prove the 

gas l ine  economic and t r y  to  compel them to  b u i ld  i t .  

. . .  Of the three options that was. I th ink . far and 

away, the least appealing. You never want to  compel 

someone to be a partner of yours, and a l i t i g a t i o n  to  

t r y  to  p iove  a g as l ine  economic would have been 

extremely pro tracted , maybe as long as a decade, and 

i t  would have g iven  the producers the ve ry  th ing  that 

some f e l t  they wanted, which was de lay .  the notion

of suing them to t r y  to  make a g as l in e  a r e a l i t y  

r e a l l y  was a nonstarter from the ge t -go .
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t h a t 's  AGIA. E s s e n t ia l l y  they sa id, "W e l l ,  you know, 
i f  the producers d o n 't  f ind  the l in e  economic, i f  they

d o n 't  want to  bu i ld  i t ,  l e t ' s  f in d  somebody who might

th ink about i t  d i f f e r e n t l y ,  who might say, "You know

what, w e 'r e  w i l l i n g  to  bu i ld  that l i n e . "  And they

found that pa r ty ,  and of course i t ' s  TransCanada.

Now, the TransCanada b id  is  -  in terms of the "du ty  to 

deve lop" ana lys is  - r e a l l y  a game changer. I t  r e a l l y  

changes every th ing ,  and h e re 's  why: I t  moved the

e n t i r e  argument w ith  the producers about whether they 

th ink the ga -^ in e  is  economic. I t  d o esn 't  matter what 

th e i r  in te rna l hurdle rates are. It doesn 't  matter, 

lur instance, that Exxon -  i t  was reported in the Wall 

S tre e t  Journal la s t  Fr iday  has an upstream in te rn a l  

hurdle ra te  of more than 35 percent. A l l  those

questions are  moot because there  is a ' t u r d  p<>rty 

w i l l i n g  to  spend the money and b u i ld  the p ip e l in e .

And tha t changes everyth ing.

3 : 5 9 : 2 7  FM

MK. HOSIE concluded that the 'd u ty  to  deve lop " question  bo i ls

down to  whether, i f  TransCanada goes forward, i t ' s  producers can

say they r e a l l y  d o n ' t  want a th ird  party  to own or operate the

p ipe l in e ,  that they w i l l  not tender gas, thereby e s s e n t ia l l y

stopping the p ro je c t .  In other words, Mr. Hosie sa id , the

question is  whether the producers have ve to  power over a th ird

power p ip e l in e  by re fus ing  the tender t h e ir  gas. He s ta led ,

"The answer is :  under the du t ies  they have under the leases -

no, so long as they have the opportun ity  to  tender to

TransCanada on reasonably commercial terms." He sa id  ExxonMobil

Corporation has a lready  recognized that i t  would tender the gas 
to TransCanada ori reasonably commercial terms, and ho sard he

And so, th is  administration found a fourth way, and
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c
chinks the company has s ta ted  as much because “that i s  i t s  

o b l ig a t io n  under i t s  le a ses . "  He s ta ted  that that is  eq u a l ly  

t  ue for ConocoPhiHips Alaska, Inc. and the o ther north Slope 

jroducers.

4:00:34 PM

SENATOR WAGONER o f fe red  that the l e g is la tu r e  has heard a lo t  of 

ta lk  about a gas treatment p lan t ,  who should pay for i t .

e t  ce tera . He inquired as to  whether i t  is  customary industry

p rac t ic e  for producers to d e l i v e r  gas that is  marketable gas and

meets a l l  p ip e l in e  gas q u a l i t y  s p e c i f ic a t io n s  p r io r  to

d e l i v e r in g  that gas to  the transport ing  p ip e l in e .

SPENCER HOSIE answered yes.

4:01:21 PK

SENATOR WIELECHOWSKI o ffe red  that the l e g is la tu r e  has heard a 

lo t  of d iscuss ion  about in s ta te  gas, that an in s ta te  h i.i ' .e t l in e  

would not p rov ide  low -cos t  gas. He s ta ted  tha t  what has 

happened in Cook I n le t  i s  that producers or gas developers set

'h e  gas ra te  for example, a t  Henry Hub. He re la ted  h is

understanding from Regulatory Commission ot A laska (RCA) 

he rinqs that the ra te  to produce the gas in  C'ook I n le t  is  about

a d o l la r  per mi’ l ion  cubic fee t  <Mof), but that t.he producers

s e l l  the gas at $6.8C per Mcf, which is  near ly  a 700 percent

p r o f i t .  He inquired as to  whether the s ra te  can compel

producers to  prov ide  low -cost gas.

MR. HOSIE answered that the s t a t e  can take i t s  gas ' . -k in d  and 

then could s e l l  i t  a t  whatever p r ic e  i t  e l e c t s .  Ho noted that 

i t  i s  in te r e s t in g  that Senator Wielechowski referenced Cook 

In le t  s ince  the producers in the Cook In le t  have p u b l i c a l l y  

s ta ted  that they are not making enough money from the sa les
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l e v e ls  at Cook In le t  to  warrant future exp lora tion  and 

development. He opined that i t  is  hard to  b e l ie v e  th is  is  true, 

given  the f igures  Senator Wielechowski poin ted or because 

these are o lder f i e l d s  w ith  the current sa les re a l i z a t io n .  He 

opined that what has happened in Cook I n l e t  is  e s s e n t ia l l y  what 

has happened w ith  the s ta te  in  the Stranded Gas nego tia t ions , 

which are nego tia t ions  that say, "We want you to  make our 

economics b e t te r  and, of course, converse ly  y  ' 3  worse."

4:03:29 PH

REPRESENTATIVE GARA re la ted  h is  understanding that soph is t ica ted

companies -  the major producers - are not going to  t e l l  the

s ta te  that they are going to s e l l  gas i f  they have an in te re s t

in bu i ld ing  the ir  own l in e  or in b locking th is  g as l ine .  He

opined that i f  is  in th e ir  corporate best In te res t  not to  advise

the s ta te  a f f i r m a t i v e l y  that i t  w i l l  uel 1 i t s  gas. He surmised

that i t  could lead to l i t i g a t i o n  ana a t  some poin t the producers

might acquiesce and t e l l  the s ta te  they w i l l  s e l l  the gas. He

further surmised that they would do so because they might not

jus t  lose the l i t i g a t i o n ,  but may lose  th e ir  leases worth

poss ib ly  20 b i l l i o n  d o l la r s .  He opined that they are "p la y ing

w ith  t i r e  by pushing th is  is su e . "  Thus, he opined that i t  the

s ta te  f inds a p ip e l in e  p ro jec t  that i t  l ik e s ,  i t  seems "smart to

us not to f l in c h  when the producers do n 't  necessa r i ly  commit to

p u b l i c a l i y  s e l l i n g  tho ir  gas. I t  is  our expecta t ion  that t h a t 's  
what they should be d o in g .” He inquired as to  whether that is  a

f a i l  assessment and, i f  not, why i t  is  not.

MR. HOSIE answered chat Representa t ive  Gara makes an accurate 

statement. He s ta ted  that power means leverage ann leverage 

means a b e t te r  deal for the producers. He opineu that one would 

not expect a pa r ty  in a n ego t ia t ion  to  inform another pa r ty  of 

i t s  future plans or true in ten t ,  if  that knowledge would 

strengthen i t s  opponent. He poin ted out that t h 's  process is a
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(

nego tia t ion  and is  a l l  about money. He pointed out the 

importance o f the s t a t e ' s  understanding the p reex is t in g  legal 

r e la t ion sh ip  and the producers ' p reex is t in g  ob l iga t ions .  He 

sta ted, "No pa r ty  w r i te s  on a clean s la te  here. They have 

o b l ig a t io n s .  The s ta te  has r ig h t s . "  He pointed out that one of 

the s t a t e ' s  r igh ts  i s  to  i n s i s t  that a pro jec t that is  economic 

on i t s  own terms moves forward. He opined that i f  the 

producers, a f t e r  years o f e f f o r t ,  simply dec l ine  to do so, 

w ithout the grate  su b s ta n t ia l ly  "sweetening the pot, the s ta te  

has every  r igh t  to  f ind  a th ird  party to  do the very  t r in e  the 

producers have retused to  do. Arid that th ird  party  is AGIA. he 

opined, and i t  ra ises  questions, he said, "about what Che proper 

ra te  o f return is  and how much money is  s u f f i c i e n t  and how much 

money is  too much."

REPRESENTATIVE GARA re la ted  his understanding that i f  we dump 

every th ing  e ls e  and ju s t  go [the producer's] way, at tha t  point 

■.he producers! have an inc red ib le  unoum. of leverage over * he

s ta te  to  t r y  to  ob ta in  tax concessions.

MR. HOSIE agreed that Representa t ive  Gara 's  assessment is

correc t .  He opined that once the s ta te  has left, only one par"y

standing, the pa r ty  in th is  case the producers would have 
enormous nego t ia t ion  leverage . He further opined tnat what

happened to  the s t a l e  in the Stranded Gas nego tia t ions  world

happen again, w ith  ever e s ca la t in g  requests tor concessions.

4:06:06 PM

SENATOR 9UNDE inquired as to the p ro jec ted  length of time

l i t i g a t i o n  would l a s t  i f  l i t i g a t i o n  were to  occur as a re su lt  of

the producers ' re fusa l to  commit gas to  'h e  l i n e  ot to commit to

what the s ta te  would d e f in e  as "w ha t 's  reasonably p r o f i t a b l e . "  

Furthermore, he asked i f  Mr. Hosie could o f fe r  examples of how 

long s u i t s  iiave la s ted  elsewhere under s im i la r  circumstances.

h ttp ://w w w .lcgis .sta tc .a k .u s/b a sis/ g et _m in u te s _ c o m m .a s p ? h s e = H & s e s s io n = 2 5 & c o m m = R ... 10/23/2008

http://www.lcgis.statc.ak.us/basis/get


Committee Minutes Page 62 o f 77

f
HR. HOSIE answered that the precedent the s ta te  should hope to 

avo id  is  the ANS r o ya l ty  case he p re v ious ly  mentioned which 

spanned a decade o f  a c t i v e  l i t i g a t i o n .  The s ta te  had the 

o b l ig a t io n  to  e s s e n t ia l l y  prove a l l  the economic underpinnings 

of the producers ' business, inc lud ing  what i t  cost to  produce 

and sh ip  o i l .  He re ca l le d  that i t  became an enormously 

complicated fac tua l  f ig h t  and " t h a t ' s  t h e ir  sandbox." He opined 

that that case represents e xa c t l y  the fight, the s ta te  would be 

engaged in i t  i t  were to  sue the producers to say the s ta te  

b e l ie ve s  the p ip e l in e  is  economic and wants the producers to 

move forward. That option would be !eusr appealing because, 

a f te r  11, i f  the producers ' goal is  to  de lay ,  then the s t a t e 's  

suing them would g iv e  them e xa c t l y  what they want.

MR. HOSIE described AGIA as . “game changer." because i f  AGIA is

w i l l i n g  to  spend i t s  money and bu i ld  a p ip e l in e ,  to  back the

pro ject  w ith  i t s  equ ity ,  the on ly  question for the producer is ,

"Can I tender in on commercially reasonable terms?" Ms. Hosie

sa .d  that is  a far simpler question than asking whether bu i ld ing  
the p ip e l in e  in the f i r s t  p lace i s  economic or asking about the

cost, o f  fuel or the "widget cos ts "  c>r dec id ing  how many laborers

to  u t i l i z e .  He estimated that " th a t  p iece  ot l i t i g a t i o n ,  should

the s ta te  ever get there, would be much shorter" perhaps two

years rather than ten. That sa id .  Hr. Home noted that the

larger poin t is  to  t r y  to  avo id  any l i t i g a t i o n  whatsoever and to

t r y  to get a p ip e l in e  b u i l t .  " T h a t , "  he opined, " i s  why th is

sort of pu l i i ic  p iocess . . .  is so tremendously b e n e f i c ia l ,

because i t  g iv e s  transparency to  the process ."  He noted that

Representa t ive  Ga tto  had asked the  s tra igh tfo rward  question :

"Are the producers w i l l i n g  to  ship over a th i r d -p a r t y  l in e ? "  He

a lso  noted that ExxonMobil Corporation was kind enough to

answer, "Yes, we a r e . "  He added tha t  the corporation sa id  that.

because " th a t  i s  t h e i r  o b l ig a t io n . "  Once TransCanada is  w i l l i n g
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co b id , the question is  whecher gas can he shipped on reasonable 

terms, which Mr. Hosie opined is a much simpler and easier 

question to  answer.

SENATOR BUNDE inquired as Co whether another governmental 

agency, such as FERC would in tervene in the event that there is  

not a commitment to  ship [the gas) and the s ta te  doesn 't  want to

4i l l :16 PM

MR. HOSIE answered yes and o ffered  that Mr. Van F le e t  would 

address that question.

4:11:22 PM

SENATOR STEDMAN noted '.hat i t  appears that HP and Conoco are

moving forward w ith  the Denali p ro jec t  - the ir  vers ion  of a 
gas l ine .  He re la ted  h is  understanding that t tie producer intend

to  upend up to  $600 m i l l io n  and p re -app ly  w th FERC. He

inquired. "So. how does . . .  th is  p la y  when i t  appears that we

a c tu a l l y  have two of the producers that are moving forward to

b u i ld  a l in e ,  versus a l l  three ot then, jus t  f l a t  not showing up

to  bu i ld  the l in e  under your 'd u ty  to  produce '? "

MR. HOSIE o f fe red  that i t  represents a "wonderful developmer. ' " 

for the s ta te .  He echoed Commissioner I rw in 's  comment that 

■competit ion is  a wonderful t h in g . "  He opined that i t  the 

producers are ser ious, commit to  deadlines, and move forward, 

that is a "good t i l in g . "  because compeli ' io: between two p pel int­

ent rants can only  b e n e f i t  the s ta te .  lie opined that the 

overarching question is  whether tile Denali p ro jec t  is  real or is 

an attempt to  de ra i l  AGIA. He sa id  lit* does not th ink that 

anyone knows the answer to  that queytion. but tha t  i f  is  a 

rel vant one.
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SENATOR STEDMAN reca l led  that Mr. Hosie mentioned the process

le g is la tu r e  d id  not act on the matter and i t  d id  not move 

forward. He inquired as to  whether that would "s trengthen or

weaken the producer 's  hand" e s p e c ia l l y  i f  the s ta te  c la ims the 

producers are re fus ing  to  bu i ld  the l i n e  when the l e g is la tu r e  

was the e n t i t y  tha t  "refused to  b less  t:.at past agreement."

4 ; 1 3 : 3 6  PM

MR. HOSIE responded that he thinks i t  would ne i ther  strengthen

nor weaken the producers ' p os i t ion ,  s ince AGIA moved the

question, and s ince  the s ta te  is  not tr y in g  to force  the

producers to  bu i ld  the g as l ine .  He opined that the : i a t c  has 
simply accepted the producers ' word that [building the p ip e l in e )

is  not economic and TransCanada is w i l l i n g  bu i ld  i t .  He noted

that the s ta te  can s ides tep  a l l  those questions about w.-.ether i t

can compel the producers to  come forward since Tranr. '.jtada is

w i l l i n g  to  do the very  th ing  that ihe producers have r> fused to

do.

SENATOR STEDMAN inquired as to  whether t h is  process ot duty to 

produce" has ever gone forward before.

MR. HOSIE answered that i t  has not occurred in Alaska but has 

happened in the Lower <18, and some cases go back 50 years that 

ask the question as to  when an or l  producer has an o b l ig a t io n  to 

move forward. He acknowledged chat sometimes i t  is a small 

matter such as d r i l l i n g  a couple o t  development w e l ls .  .However, 

he noted that i t  sometimes has been a matter of i n s t a l l i n g  a 

l in e  to  connect a stranded l i e l d  to  a preex s t ing  p ipe. ,rie. He

poin ted out chat the lega l  answer is  always the. same, which is

as long as the p ro jec t  is  reasonably economic and measured 

o b j e c t i v e l y ,  the producers have an o b l ig a t io n  to  proceed. 

H o w c u i , he caucioned tha t  he w*“ not aware ot any case in which

that d id  r e s u l t  in  a g as l ine .  He poin ted out tha t  the
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a ro ya l ty  owner sued producers to t r y  to compel them to  spend 

S30 b i l l i o n .  He opined that would be "a rec ipe  fo r  d is a s t e r . "

He o ffe red  that the “beauty of AGIA" i s  that the s ta te  has found 

someone w i l l i n g  (to  bu i ld  the g a s l i n e j .

CHAIR HUGGINS o f fe red  that Mr. Hosie w i l l  be a va i la b le  tomorrow

to  answer questions .

<1:1.6 : 2 3. PM

SENATOR DYSON re la ted  that he appreciates that the a : - i - t r u s t  

im p lica t ions  w i l l  be covered. He re ca l le d  h is  conversations 

w ith  FERC commissioners, who reminded him that th is  p ro jec t  is 

d i f f e r e n t  than any other FERC reviews because Congress has acted 

and declared tha t  i t  i s  in the na tiona l in te res t  and in essence 

"must be done." He o f fe red  that the le g is la to r s  have o ften  

heard the threa t of de lay ing  lawsu its .  He inquired as to 

whether any venue could compel the shipping of gas w h i le  legal 

questions are s t i l l  being decided. He t e c a l le d  that Mr. Hosie 

sa id  that a re fu sa l  to  sh ip  would be a breach of contract and 

far less extended and convoluted than other lawsu its .  He

further inquired as to  whether that might be w i th in  the purview

of FERC.

MR. HOSIE suggested that Mr. Van F le e t  wo Id address that

concern.

4:18:14 PM

MR. VAN FLEET, Shareholder, Greenburg Tra.ii ig, LLP. noted that 

several l e g is la t o r s ,  as w e l l  as Mr. Hosie. i d e n t i f i e d  what are

e s s e n t ia l l y  the contract r igh ts  between a landowner and a

producer who leases tha t  land, although he noted that in th is  

case, the landowner is  the s ta te ,  and the s ta te  has

r e s p o n s ib i l i t i e s  to  i t s  c i t i r e n s  that make the issue much

broader. He po in ted  out that the g as l in e  creates a great deal
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um
of in te re s t ,  inc lud ing  that o f  those in the Lower 48 who want 

gas to heat or cool t h e ir  homes. He o ffe red  to  speak, about the 

broader pub l ic  in te re s t  that is  r e f le c te d  in federal and 3tate 

a n t i - t r u s t  laws and a lso  federa l l e g is l a t i o n  that addresses 

energy market manipulation.

MR. VAN FLEET shared h is  background p rac t ic ing  a n t i - t r u s t  law

for 30 years. He s ta ted  that he has represented o i l  and gas

companies and p ip e l in e s ,  and he has sued o i l  companies for

w ithhold ing  supply from the market. He noted he has defended 

icompaniesl and advised them on how to avoid  a n t i - t r u s t  laws. 

He said, "Out o f  lon gev i ty ,  more than anything. I ' v e  been 

honored by my peers in the American Bar A s so c ia t io n . "  He 

announced that he w i l l  be chair of the ABA a n t i - t r u s t  sec t ion  in 

2010. He re fe r ied  to a s l i d e  labe led , "Standard O i l  Monopoly," 

and he noted that i r o n ic a l l y ,  2010 is  the one hundredth

anniversary of the breakup of Standard o i l .

4:20:08 PM

MR. VAN FLEET re ferred  to  a s l i d e  labeled , "An t i  trust 

S ta tu te s . "  He exp la ined that the a n t i - t r u s t  acts  are the 

Sherman Ac t, Sections 1 and 2, which are enforced by the U .S. 

A t torney  General act.ing through the As s is tan t  A t torney  General. 

The Federal Trade Commission Act (FTCAl, Section 5, broadly 

p roh ib i ts  a l l  un fa ir  means of competit ion . He o f fe red  that has 

been in terpre ted  over many years to  inc lude v io la t io n s  of the 

a n t i - t r u s t  laws, and through that v e h ic le ,  the Federal Trade 

Commission (FTC), as w e l l ,  has the a u th o r i t y  to  enforce the 

a n t i - t r u s t  laws of the Un ited  S ta tes .  He poin ted out tha t  each 

s ta le  has i t s  own a n t i - t r u s t  laws. The Alaska Restra in t of 

Trade and Monopolies Ac t,  contained in AS 48.80.562 - 596, is

la rg e ly  the same as Sections 1 and 2 o f the Sherman Act., and ir  

enforced by the s t a l e ' s  a t to rney  genera l.  He fur ther noted that
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the people o f Alaska in bt in.ging actions tinder federa l /inti -

trus t  s ta tu te s .  He sa id what chat means is  that A la sk a 's

a tto rney  general can act under s ta te  and federa l a n t i - t r u s t  
laws. E s s e n t ia l l y ,  Section 1 and 2 of the Sherman Ac t .  and AS

45, p roh ib i t  exc lus ionary  conduct in  order to  maintain monopoly

power and j o in t  a c t io n  by competitors to  w ithhold  supply from

the market. He re la ted  as an example that a t the turn of the

century. Standard O i l  con tro l led  90 percent of the petroleum in

the United S ta tes .  Standaru O il  maintained i t s  monopoly through

severe exc lus ionary  conduct, such as blowing up i t s  com petitors '

p ip e ! in e s .

MR. VAN FLEET re ferred  to  h is  next, s l id e ,  which shows that in 

1910, Standard O i l  was broken up in to  the “Seven S i s t e r s , "  and 

action  a ff irm ed by the U .S. Supreme Court. The Seven S is te rs ,  

as shown on the s l id e ,  inc lude :  Standard O i l  o f New Jersey

(E3so), Royal Dutch She l l  (Ang lo -Dutch) , Ang lo -Pers ian  Company 

(APOC) , Standard O i l  Con my of New York (Socony), Standard O il  

of C a l i fo rn ia  (Soca l l ,  G u lf  O i l ,  and Texaco. He re la ted  that

Exxon and Mobil o i l  merged to  become ExxonMobil Corporation, arid 

Chevron now inc ludes Gult O i l  and Texaco. He poin ted out that 

the reason to  break ur the monopoly was to turn I t  in to  

competing businesses. Thus, instead of j o i n t l y  dec id ing  how 

much production ought to  be on the market to  contro l pr ices , 

companies compete w ith  one another. He o f fe red  that w ith  

competit ion in p lace, i f  Esso kept i t s  product o f t  market, Mobil 

O i l  could s e l l  i t s  product and make tha t  money.

MR. VAN FLEET sa id :

I f  there  is an a t t r a c t i v e  p ip e l in e  that is  there and

a va i la b le  on commercially reasonable terms to ship

North Slope gas to the Lower 48 or to  A lb e r ta  to  bo

Che s ta te 's  attorney general is  empowered to act on behalf of
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sold elsewhere, end the producers say "no, " one might

ask. "W hat 's  going on here?" And i f  they a l l  do i t  
together, one might ask, "What 's  going on here? Are

they w ithho ld ing  th is  supply from the market because

th e y 'r e  concerned about how that Alaska gas w i l l

a f f e c t  the p r ices  of natural gas and l,NG in the Lower

48 and around the world where these three producers

have s ig n i f i c a n t  . . .  gas and LNG ho ld ings?” We do

know th is :  t h e y 'v e  looked at the question together

MR. VAN FLEET re fe r :ed  to  h is  next s l id e ,  which shows a pr in tou t  

o f  the web s i t e  for ICF In te rna t iona l ,  Inc , a h igh ly  respected, 

large  consu lt ing  firm. He noted that the web s i t e  h ig h l ig h ts  

the f i r m 's  p ro jec ts  to  a t t r a c t  business.

MR. VAN FLEET re ferred  to h is  next s l id e ,  which shows tee. 

market s tud ies ,  and he c i t e d  a sentence at the lower 

port ion  o f  the s l id e ,  which read as fo l lows :

For producers on the Alaskan North Slope, ICF 

Internat iorial eva luated the e f f e c t  of Alaskan arid 

MacF.enzie Delta  gas on U .S. and Canadian gas maikets, 

p r ices ,  and p ip e l in e  flows.

MR. VAN FLEET sa id , ".Io, an> of there anti e.ufor **tr

might want to  be asking i f  a l l  the producers together or., 

d ec l in in g  to  commit gas to  a v ia b le  p ip e l in e ,  what a going 

on here?"

TIME STAMP

MR. VAN FLEET moved on no a ser ies  of s l id e s  labe led , “Market 

Manipulation S ta tu te s , "  and sa id  that, in a dd it ion  to  the a n t i ­

t ru s t  laws, Congress, in re c en t ly  ycarr. has passed s p e c i f i c  
market manipulation s ta tu te s .  He sa id  FERC, s p e c i f i c a l l y

empowered by the Energy P o l ic y  Act o f  2005. was g iven  enhanced
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enforcement powers over natural gas and e l e c t r i c i t y  markets to 

i d e n t i f y  and punish any attempts to manipulate those markets.

He noted two recent cases vhich are pending, on appeal. In one

case, FERC imposed a $200 m i l l io n  pena lty ,  and i t  imposed a 

near ly  S100 m i l l i o n  pena lty  in another case, which i s  in 

add it ion  to  the requirement that the gas companies return the 

p r o f i t s  that were u n ju s t ly  earned hrough market manipulation.

MR. VAN Ft.EET s ta ted  that the Energy Independence and Secu r i ty

act of 2007 p ro h ib i ts  any m an ipu la tive  or decep t ive  de v ic e  or 

con tr ivance  in connection w ith  the purchase or sa le  o f  crude 

o i l ,  gaso line ,  or petroleum d i s t i l l a t e s .  I t  au thor , ,'.es the 

Federal Trade commission (FTC) to in v e s t ig a te  those stances

and to  prescr ibe  regu la t ions .

MR. VAN FLEET re ferred  to  h is  next s l i d e  labeled , "FT1 Advance

Notice  of Proposed Regu la t ion ."  He poin ted out that eve. though 

th is  dea l3 w i th  the l iq u id  s ide  of the petroleum market, a 

recent advance n o t ic e  of proposed regu la tions g ives  some insight 

in to  how the FTC looks a t these issuer and how i t  might .ook at 

the l iq u id s  market, or perhaps the qas market, as to  what i t  

considers might c o n s t i tu t e  manipulation. He o f fe red  that th is  

no t ice  i d e n t i f i e s  "p o ten t ia l  p ra c t ic e s "  that might c o n s t i tu te  

market manipula tion. The FTC wants -omments on the 

circumstances, i f  any, "under which a f i r m 's  dec is ion  regarding 

supplying a market - whether to  reduce, increase, or 

maintain unchanged the amount ir  supp lies  should be considered 

m an ipu la tive  or d e c e p t i v e . "  He added. "So. in a d d i t io n  to  being 

a p o te n t ia l  a n t i - t r u s t  problem, t h e y 'r e  considering  that under 

th e ir  new powers to  p ro h ib i t  market m an ipu la t ion ."

4:27:46 PM

MR. VAN FLEET re ferred  to  h is  next s l i d e  labeled . "FTC Advance 

No t ice  of Proposed R egu la t ion , "  and he exp la ined tha t  the  FTC
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notes that regulated petroleum p ip e l in e s  may not a l low  new 

shippers a share of a p i p e l in e 's  capac ity  when h is to r ic a l  

shippers seek to  transport more petroleum products chan the 

p ip e l in e  is  capable of transport ing . Thus, the commission is  

c u rren t ly  seeking comments on whetner pre-announcements chat 

p ip e l in e s  are approaching capac ity  s t r a in t s  might be a

conduit for market manipulations or dece i t .  He added, "And i t ' s  

in te re s t in g  the commentary that they add to th is  p a r t icu la r  

quest io n .

HR. VAN FLEET re ferred  to  h is  next s l i d e  labe led , “FTC on BP in

Alaska North S lope , "  and o f fe red  that the FTC discusses i t s

in v e s t ig a t io n  of BP 's a cqu is i t io n  ot ARCO. He re ca l le d  chat the

big three producers in the North Slope used to  be ExxonMobil

Corporation, BP and ARCO. He noted that BP acquired APCO and

the FTC, in order to approve that merger, required BP to  d ives t

ARCO's Nortn Slope holdings. The holdings were d ives ted  to

P h i l l ip s ,  which is now Conoco P h i l l i p s .  The FTC said, in i t s

in ve s t ig a t io n ,  that " the  commission haa reason to  b e l i e v e  that

BP o ccas iona l ly  had exported ANS crude o i l  to  the Far East in

order to  increase spot pr ices 'or ANS crude on rhe West Coast,

and that BP ber.e f i tted  from those higher spot p r ices  because oi

i t s  s ta tus  as a merchant marketer ." He opined that the kinds of

th ings that are being discussed tha t  the s ta te  fears m ght be

happening are p re c is e ly  the kinds of th ings the federa l

government, FERC, the FTC. and the U .S. Department o f  J u s t i c e 's

A n t i t r u s t  D iv is io n  a e concerned about and review. He o f fe red  
that these agencies would be the appropr iate  venues to  ra ise

questions about what may be happening.

4 :29s56 PM

MR. VAN FLEET re ferred  to  his, next s l i d e  labeled , "Competit ion 

Law 360." and s ta ted  that at about the same time ot the
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A n c h o r a g e  presen tat ions, someone poin ted out to  him that the 

U.S. Commodity Futures T r a d i n g  Commission (CFTC) had announced 

an in v e s t ig a t io n .  He re la ted  that Conoco P h i l l ip s  revea led i t  

was subpoenaed. The CFCT is  in v e s t ig a t in g  poss ib le  fraud in the 

trad ing o f crude o i l  fu tures . He acknowledged that doesn 't  mean 

the companies are g u i l t y  of any wrongdoing. However, he pointed 

out that the CFCT g enera l ly  reviews pa r t icu la r  trader 

transactions and in ve s t ig a te s  any company that i t  b e l ie ve s  is  

frau du len t ly  b idd ing up p r ices  on con trac ts ,  which is  decep t ive  

tra d in g .

4 :3k: 11 PM

REPRESENTATIVE NEUMAN poin ted out that some of the information 

provided, such as whether ANS crude o i l  is  shipped to  the Far 

~ast, seems to  d is c r e d i t  some of Lhe larger producers. He 

inquired as to  whether Mr. Van F le e t  could comment on fr.e <• fee l  

o f  lawsu its .

MR. VAN FLEET responded that h is testimony is  not meant to  "bash

producers ."  He re la ted  that he has worked w ith  general counsel

of major o i l  companies such as ExxonMobil Corporal ion and

ConocoPhil l ips Alaska, Inc. He opined that the s ta te  does nor

want to  r e ly  on federal or s ta te  agencies to  torre [producers!

in to  tak ing ac tion  on the p ip e l in e .  He surmised that the 
producers w i l l  be aware of the p o s s i b i l i t y  of federal or s ta te

ac tion  i f  they do not have a ra t iona l  economic exp lana t ion  i a i

th e ir  ac t ions  "except for keeping product o f f  the market or

de lay ing  i l  as long as p o s s ib le . "

MR. VAN FLEET, in fur the i response to  Representa tive  Neuman, 

answered that he is  working for the a t to rney  general.

4:33:36 PM

REPRESENTATIVE OLSON inquired as to  whether he could name the
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two companies that are cu r ren t ly  under appea l.

MR. VAN FLEET answered that the producers are not any of the ANS

producers.

4:34:24 PM

CHAIR HUGGINS noted tha t  that in the in te re s t  of time, he would

br ing  up that question tomorrow for presenters to address.

4:34:34 PM

SENATOR BUNDE poin ted out that [producers] booking reserves 

before the U.S. S ecu r i t ie s  Exchange Commission would be he lp fu l  

for the producers ' stock p o r t fo l io s .  He opined that booking the 

reserves would represent a de facto  acknowledgment that the gas 

is marketable or p ro f i t a b le .  He reca l led  that some attempt has 

been made to book reserves. He inquired whether producers could 

h in t  at reserves since a c tu a l l y  booking the  reserves would he 

i l l e g a l  unless the producers could  bring the gas to  market.

MR. VAN FLEET responded that i t  not h is  area of e xp e r t ise ,  but 

s ta ted  h is  understanding that the producers cannot book reserves 

in order to  boost t h e ir  balance sheets w h i le  s imultaneously 

acknowledging that i t  i s  not economically  fe a s ib le  to get  the 

reserves to  market. He re ca l le d  Mr. H os ie 'a  testimony such that 

the prospect of los ing  the reserves because they are not being 

developed would have a grea ter impact on the f in anc ia l  records 

of the producers. He spoke of an expec ta t ion  for r a t io n a l i t y ,  

“not to lose both the Wall S tree t  benef i as we il as the 

phys ica l gas ."

4:36:25 PM

REPRESENTATIVE GRUENBERG inqu ired  as to  whether improvements are 

needed to  update A la s k a 's  s ta tu te s .
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MK. VAN FLEET answered that he has reviewed the Alaska s ta tu te s .  

He s ta ted  that in recent years, Congress has increased p ena lt ie s  

to a maximum of up to 10 years in  prison and f ines  o f up to  S100 

m i l l io n  for v io la t io n  o f  federal a n t i - t r u s t  s ta tu te s .  He said 

A la sk a 's  s ta tu tes  provide for a misdemeanor and small t in es  for 

v io la t i o n  o f an t i  trus t  s ta tu tes .  He opined that w h i le  the 

c i v i l  consequences and c i v i l  recovery for v io la t i o n  of A la ska 's

a n t i - t r u s t  s ta tu te s  could be huge, the crim inal p en a l t ie s  are 

weak.

4:37:50 PM

REPRESENTATIVE GP.UENBERG j e la ted  h is  understanding that a new 

ser ies  of federal laws have been adopted. He asked, "hoes that

preempt the f i e l d ;  should ti * s ta te  be looking at f i l l i n g  any 

gaps there?"

MR. VAN FLEET answered that the s ta te  could always look at 

" f i l l i n g  in the gaps." He s ta ted  that approximately i i  years 

ago. the U .S .  Supreme Court held that the nationwide purview of 

federal a n t i - t r u s t  s ta tu tes  does not preempt the s ta te s  from 

enforcing th e ir  own laws. He sa id  th is  occurred in the context: 

of a merger that the federal an t i  t ru s t  au th o r i t ie s  had approved 

and were not going to  cha llenge. however, he o f fe red  h is  b e l i e f  

that th is  d id  not prevent C a l i fo r n ia  from ra is ing  i t s  own 

ob jec t ions under i t s  Cartwright Ac t.  even though that would have 

had immense national im p lica tions .  He re la ted  that the s ta tes  

are free  to  act under th e ir  own a n t i - t r u s t  laws, regard less of 

whether the feds act under th e ir s .  Mr. Van Fleet, noted that 

since the Reagan Adm in is trat ion , when there is a matter ol 

national importance that is a lso  p a r t i c u la r ly  important to  an 

ind iv idua l  s ta te  or group of s ta tes ,  very  o ften  the federa l 

a n t i - t r u s t  a u th o r i t ie s  w i l l  work w ith  the s t a t e s '  a ttorneys

general. e i th e r  one or severa l ,  through the National
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Associa t ions o f Attorneys General, which h e '  a s p e c i f i c  a n t i ­

t ru s t  committee. So, he sa id, the cooperation o f federa l  and 

s ta te  governments is  something tha t  is  w e l l  entrenched and a 

t r a d i t io n  in a n t i - t r u s t  enforcement.

1Q9-;-3.6. £M

REPRESENTATIVE KERTTULA inquired as to whether Mr. Va:. F l e e t ' s

quote that the FTC b e l ie ves  that BP is  occas iona l ly  xport ing

ANS to  increase spot pr ices came from the FTC decis ion ,

MK. VAN FLEET answered that he was not sure i f  tha t  information

was contained in the dec is ion  on the merger, whet er that

information is  in the consent order in which BP agreed to  d iv e s t  
the ANS holdings of ARCO. He reca l led  that the information is

described in  the l i v e  request for comments on t h e ir  advanced

no t ice  of proposed ru le  making. He o ffe red  that the pointed

out that that was the type o f market manipulation tha t  i t  saw

during i t s  in v e s t ig a t io n  of the merger, and i s  something i t

wants to  considei as "being w i th in  th e ir  enforcemetr powers

under the new market manipulation s t a tu t e . "  In response to

Representat ive  Ker t tu la ,  he noted thar no t ices  of advance

proposed regu la tions can be found on the FTC web s i t e .

4:40:57 PM

REPRESENTATIVE FAIKOLOUGH reca l led  that Mr. Hosie s ta te d  that 

Alaska could cake i t s  r o y a l ty  in -k in d  in o i l  art. then s e l l  that 

o i l  or gas onto the market for any p r ice  i t  so d e s ir e s .  She 

inqu ired  as to  whotho. t h a t ' s  true since she fur ther  reca l led  

that the s ta te  p re v io u s ly  researched that matte: dui ing the 

c lo s ing  o f the Agrium plant and found that the s ta te  d id  not 

have that a b i l i t y .

MK. VAN FLEET answered that he is not prepared 10 answer that 

question w ithout f i r s t  conducting s ig n i f i c a n t  research. He
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said:

option -  and, as I  r e c a l l ,  under the Stranded Gas Act

Alaska, l i k e  other landowners in other s tares, has the

was going to  have the requirement to  take gas in -

kind. Now, i f  the s ta te  has the option or the

requirement to  take gas in -k in d  and i t  c a n ' t  s e l l  i t ,

w e l l ,  t h a t ' s  not a very  good deal and c l e a r l y  there

must be some opportun ity  to  dispose o f that.  But as I

say, that i s  not something I ' v e  researched and f11 
would be m is leading th is  body i f  I were to pretend

e xper t ise  on that . . . .

4:42:54 PH

REPRESENTATIVE FAIRCLO'JGH reca l led  that i t  was on record from 

Mr. Hosie that Alaska could s e l l  the commodity for any p r ice  i t  

wants. She o f fe red  her b e l i e f  that ir. Alaska i t  would have to 

be at a com pe t i t ive  p r ic e  to others in the market.

CHAIR HUGGINS in te r je c te d  that he w i l l  f o l lo w  up w ith  the 

adm in istra tion  and Mr. Hosie.

MK. VAN FLEET e laborated t hat the a n t i - t r u s t  laws d is p la y  bar- c 

f a i t h  in the market. He sa id  that the a n t i - t r u s t  o f f i c i a l s  

d o n 't  want to be in the business of s e t t in g  p r ices . Thus, i t  is 

extremely rare that a n t i - t r u s t  laws w i l l  examine the p r ices  at 

which a p a r t ic u la r  company i s  s e l l i n g  i t s  goods, i t s  products, 

and i t s  serv ices ,  he s ta ted .  He poin ted out that the ar.M trust 

O f f i c i a l s  become e v o l v e d  on ly  when a company has monopoly power 

or a dangerous p r o b a b i l i t y  o f gain ing  monopoly power and s e l ls  

i t s  product below cost. He o f fe red  that when i t  is  c le a r  that: 

the company's motive is  to put someone out ol business at that 

below -cost pr ice .  i t  i s  then that the a n t i - t r u s t  o f f i c i a l s  

become invo lved  In p r ic in g .
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REPRESENTATIVE FAIRCLOUGH expressed her concern that i f  the

s ta te  could o f f e r  i t s  gas at below market value, chat action

might create a n t i - t r u s t  problems for the s ta te .  he s ta ted  on a

separate matter that one of her const i tuen ts  informed her chat, 
the Texas Railroad Commission based an a l lo c a t io n  for access to

a p ip e l in e  o f c proven reserves. She re la ted  her understanding

that access to p ip e l in e s  is  based oh contract versus common

carr iers .  She inquired as to whether Mr. Van F le e t  could speak

to  the issue of access to  p ip e l in e s  based on proven reserves.

MR. VAN FLEET responded that is  not f undairental l y  an o i l  and gas

lawyer and is  not fam i l ia r  w ith  those commission regu la t ions  He

added, " I t  would be s t r i c t l y  in t r a s ta te  p ip e l in e s ,  and : don 't  

th ink we have many o f those anymore. '' He sa id  that regula tion

would bo up to FERC.

4:4 b :15 PM

CHAIR HUGGINS inquired as to whether there were other questions 

and there were none.

MR. VAN KI.EET concluded h is  p resen ta t ion  by o f fe r in g  that he r 

not here " t o  bash o i l  companies and gas producers ."  He noted 

that he has worked for them, has advised them, and has many 

personal fr iends in the indus try .  He sa id :

These are ser ious matters that come in to  p la y  beyond 

the simple p r iv a te  re la t io n sh ip  between the s ta te  as 

landowner and the producers as the  contracting

producer and are something that make i h is  of in te res t  

beyond Juneau, beyond Alaska, and of in te r e s t  to  us in 

the Lower 48, as w e l l ,  and I do thank you for your 

time and your a t te n t io n .

4:'16:^6 PM
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CHAIR HUGGINS announced that th is  concludes the presentat ions 

for the day. He noted tha t  the meeting would resume at 10:00 

a.m. tomorrow and tha t  the committee would take up fo l low -u p  

questions for Mr. Hosie, fo l lowed  by regu la to ry  and commercial 

issues, and LNG economics.

DRAFT

ADJOURNMENT

There being no fu r th e r  business before  the committee, the  Jo in t  

meeting House Rules Standing Committee and the Senate Special 

Committee on Energy meeting was adjourned at 4:47 p.m.

DRAFT
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H ouse Judiciary  C om m ittee m eeting  
Septem ber 10 ,2008  

Fairbanks Legislative Inform ation O ffice

R epresentative R am ras, H ouse Jud iciary  C hair convened the  hearing  at 9 :16  a.m . by 
w elcom ing those in  attendance.

M em bers o f  H ouse Judiciary  C om m ittee:
Rep G ruenberg, R ep H olm es, R ep D ahlstrom  (on line), R ep Coghill 

O ther Legislators:
Rep H aw ker, Rep G uttenberg, Rep K aw asaki, Rep Roses 

Ed Sniffen, Senior A ssistant A ttorney G eneral 

Rick Solie, C onoco-Phillips;
Jeff Cook, Flint Hills; Mark Gregory, Flint Hills; Alan Hallock, Flint Hills; Mark 
Palazzo, Flint Hills;
Kip Knudson, Tesoro;
Doug Chapados, Petro Star

Representative Ramras asked the first speaker to come forward and address the 
committee.

Lois H ein , C o -o w n er R iv erv iew  Q u ic k  S to p
1316 Badger Road, North Pole, AK 99705 (Business address)

Lois stated that a few weeks ago they called for gas and could not get it, because Flint 
Hills was slowing production. At that point we had to close our pumps. I called around 
to find out what was happening. If they could not get gasoline it would have to be 
shipped up from Anchorage. For a small quick stop not having gasoline, especially in 
bad times, makes it even worse.
People that come into the store have been signing a petition against high fuel pric in 
Fairbanks, even though prices are going down all around the other states. She saw a 20 
cent decrease a few weeks ago and then another 8 cents when the gas tax was taken off. 
She is glad the investigation is being conducted; people feel they have no recourse. We 
see a lot o f people that are going to have to move. The petition has approximately 146 
signatures. She was going to forward them to Sarah Palin, hoping she is not too busy. 
She would like to give them to Rep Ramrus.

Rep Ramrus said that he would take the petition and have copies sent to appropriate state 
agencies.

Lois - wants to be able to tell people something is happening and that they have a voice. 

Rep Holmes - where does your gas comes from?



Rep Holmes - has this been a problem in the past?

Lois - never.

Rep Gruenberg - has been looking at some o f the other states that are considering anti­
gouging legislation, but most seem to trigger their protections on a declaration of a state 
o f emergency. At least one state has amended their legislation to broaden the definition 
o f  “state o f  emergency” to include economic emergency. If a situation is bad 
economically, the governor can declare a state o f emergency. Do you think it would be 
appropriate for us to consider that there could be an economic emergency to trigger 
protection?

Lois - there are people who do not pay their bills and with all the rising prices in the 
grocery store, it is costing everyone more. Vendors are raising their prices 3 or 4 times a 
year. People can’t afford to live here.

Rep Gruenberg -  do you know how much the prices have been raised?

Lois - we raise them every week, but we are still having a difficult time buying product 
for the store because o f  increased prices.

Rep Gruenberg -  how much has it increased in the last week.

Lois -  about $1.00 -  the price is now $4.38

Rep Ramras -  can you comfortably tell us what your margin is -  pennies per gallon; 
what is the fee if  you pay by credit card, and what you estimate your volume is in relation 
to big box stores?

Lois -  we put 20 cents a gallon on gas, credit card prices are 5 cents more. That is the 
same with diesel. We used to sell about 700 gallons a day and now its about 300 gallons 
a day. I think that is because people are driving less. We are 20 cents higher then they 
are in town at places like Fred Meyer and Safeway.

Rep Guttenberg -  when you call your distributer and they tell you it is not available, do 
you get a reason?

Lois - 1 have never gotten that response ever before. It has always been available. That 
morning I was told to call back later. I called back later and they explained there was a 
problem at the refinery and it was a little later we discovered that production had stopped.

Rep Gruenberg -  for the record and information -  when I mentioned that the definition o f 
disaster was expanded it is in House Bill 653 from North Carolina and is in the packet.

L o is  - it is  d e liv e re d  b y  A la s k a  P e tro le u m  fro m  th e  F lin t  H i l ls  re fin e ry .



Rep Ramras asked Lois to leave signatures with Jane and copies will be sent to 
appropriate state agencies. He thanked her for her testimony.

Rep Ramras asked Ed Sniffen to provide a legal and historical perspective o f this issue 
and give the committee members an update on the Attorney General’s investigation.

Ed Sniffen, Senior Assistant Attorney General, - he was not here when the prior gas 
investigation was done from mid 90’s to 2000 -  but that the focus was whether or not 
there was anything illegal going on; there was not. The AG is once again looking at 
those issues. When I heard the testifier talk earlier about higher prices, I am sympathetic 
to those concerns, but have to ask m yself -  what do we want to do about it, what can we 
do about it. We cannot control the prices that businesses set, whether its a can o f  tuna, or 
a car dealer, we rely on the market to set those prices. You sell it for whatever the 
consumer is willing to buy it for. The problem is that the demand for gas does not 
change much. When there is a demand increase it might cause producers to look at their 
prices and be able to make a higher profit. When it comes to gas -  it relatively does not 
change. We have to use it - we have to buy it. There is not a broad transportation 
system, so we have to buy gas and it is one o f the realities that we live with. The demand 
does not go down. Looking at how can we lower the prices, lower the demand. Also, 
look at whether there is anything illegal going on with the pricing. We do not have a 
price gouging statute in Alaska, and in states that do have those statutes, they are all 
triggered by a state o f emergency. They stop businesses from jacking up prices until the 
emergency is gone in order to not take advantage o f fear. If we had that statute, it 
probably would not apply. There are problems with legislating market prices. Maybe it 
could include economic strife.
Then there are anti-trust laws. It conjures up images o f things that are hard to get your 
mind around. We want the operation o f the market to stay competitive, and fair 
competition usually drives prices down. Our laws exclude price fixing -  so looking from 
an anti trust perspective is - are these people colluding in such a way to keep the prices 
high, or are they doing something else that is keeping the prices high. When it comes to 
pricing goods and services, the legal remedies are narrow and few. We look to see if it is 
running competitive and without collusion, then it is a competitive market and prices are 
what they are. There were sonic components o f the production that had to be fixed 
before more production could continue and so the lack of product was due to that rather 
than anything illegal and Flint I fills will address that.

Rep Ramras -  as the price o f oil went to $145-$ 147 a barrel -  if price had followed that, 
we might have seen gas run as. high as $6 per gallon, and yet as the price per barrel comes 
down, people expect the price at the pump to come down. He gave an example o f  where 
it can take months to bring the price at the pump down when the price per barrel comes 
down. He talked about the State o f Alaska selling royally oil at super premium, so if 
there is a culprit it might be the state. He talked about pricing for retail customers and the 
disconnect that may exist between the price o f  oil and how the relationship is restored.



Ed Sniffen - had this discussion with the economist the AG’s office has retained. We 
discussed the lag, where the price has not gone up enough, the refiners are in a deficit, 
and then the prices come down slower. Historical price wave in Anchorage, the historical 
trend has always lagged a bit behind, as it does in Seattle. This lag is particularly long, 
and when prices started to fall and prices did not go down and after a month they still did 
not fall, the question was why? We are speculating and in the investigation we are trying 
to find out why. Seems like the run-up was so dramatic and so fast, that it caught 
everyone off guard. We see prices coming down a little bit, but we don’t really know 
how much o f the market is being driven by the tax break but we need to see what happens

Rep Ramras made reference to a chart that shows pricing in Alaska compared to other 
states in the U.S. There are comparisons between the small states, and those that are also 
producers. North Dakota and Montana are small states with similar characteristics as 
Alaska.

Rep Gruenberg -  anti trust and anti gouging. We are a common law state and so the state 
can use common law. Has the common law developed anything?

Ed Sniffen - if  prices got too high, there is a rule o f conduct that the price is so high that it 
cannot be allowed. He has never seen it applied to gasoline.

Rep Gruenberg - ever seen it in any jurisdiction for any product?

Ed Sniffen -  not aware o f any. But when we look at different areas, if  you have 
something like that going on there is usually fraud going on and so the fact o f the high 
price alone has them usually focus on some type o f illegal action.

Rep Gruenberg -  any common law in consumer protection?

Ed Sniffen - almost all consumer protection is code based.

Rep Hawker -  ialk that the state does not set market prices and we hesitate to step in -  
but we do have a large precedent o f  regulated prices -  essential life services, a whole 
body o f regulated prices. There is something that we could do if  we did a regulatory 
process, the Regulatory Commission of Alaska. If we did embark on a regulatory 
process, we could grab the refiners by the horns and regulate them -  but if we were really 
regulating that process and in fact the actual prices were not being passed on, would it be 
likely that the regulators would require the seller to incur losses, or do you have the right 
to recoup your capital costs; so in fact if we were regulating prices we actually might 
have seen higher prices?

Ed Sniffen -  that is absolutely correct. The state o f Hawaii did initiate regulation o f 
prices and it failed quickly. Prices went up very quickly and never came down - it was a 
disaster. It is a very difficult thing to do. Under our current regulatory theme, if the 
utilities want to change the price, they have to have a study done and then the price is set.
If  we regulated refineries, the rate would be set and then if  there is a change there would



have to be overview again. It would be difficult, the markets move much more quickly 
with oil.

Rep Hawker -  recognition regarding the price that the state charges for royalty oil, but is 
there not a settled court case, a ruling that has the state sell its oil at market rates.

Ed Sniffen -  not sure what the provision is, but the constitution says that the state must 
sell at market rates for the benefit o f all the citizens. However, it i; a double-edged 
sword, because it is what causes the prices to be higher.

Rep Hawker -  in referring to the chart are the prices reflected less states sales taxes or is 
that just the excise tax?

Jane -  the num bers do no t represent ne excise tax.

Rep H aw ker -  w ants to m ake sure that apples are being com pared to apples, because the 
spies tax is A la sk a’s excise tax.

Rep Ram ras -  there is a relationship  betw een A lyeska and the producers and refiners, and 
he asked Mr. Sniffen  to talk  about the m echanism  th a t gets oil from the north slop to the 
consum er, w hich en tities that goes through. W hich en tities have com m on ow nership and 
vertical in tegration  from oil production  to consum er.

Ed Sniffen -  from  the refinery  to consum er I can d iscuss, but upstream  from the refinery 
1 cannot answ er. W hen refineries m akes the gasoline product that goes to the stations -  
they m ay be leased, or perhaps a private com pany o r they m ay be branded stations and to 
be branded you have requirem ents and then there are som e independent stations (Polar 
Fuel) and they call as they  need gasoline. Then som e go to the rack and take the fuel to 
their own station. But there is usually  a relationship w ith the refinery. T he agreem ent 
usually includes a  rack p rice and the d ifferent relationsh ips com e into play to get the 
product to the consum er. Pricing decisions for the m ost part are lefi to the independent 
retail stations. T hose decisions are driven by the refinery  price at the rack.

Rep Ram ras -  define som e o f  the w ords being used and how  refinery prices at the rack 
are set and possib ly  tracked.

Ed Sniffen -  Rack -  outlet at the refinery  w here fuel is sold. O pis tracks rack rates from 
all over the w orld. Jobbers are en tities that transport the fuel from the rack to different 
stations. U sually  jo b b ers  are related to the station ow ners and the refinery in som e way, 
there may be som e com m on ow nersh ip  or com m on control. Independent distributors will 
deliver to anyone, they charge so  m uch per gallon.

Rep Ram ras -  re la tionsh ip  is from  refinery  to jo b b er o r any type o f  d istributor to the 
retail consum er station.

Rep Coghill -  jo b b e r possib ly  has a brand loyalty  and gets som e kind o f  benefit for that.



Rep Roses -  to go back to where Rep Gruenberg asked about anti trust issues. Are you 
familiar with the anti trust case that came about in the 70s? It was the only other time 
that an anti trust case was filed and it was filed against 18 independent owners in 
Anchorage.

Ed Sniffen -  there was that one and one in the 90’s where there was collusion going on.

Rep Roses -  to put it on the record, when the state did this -  it was when there was the 
gas shortage. It was against 18 owners and included about 30 stations. There were 
shortages all over the country. Cars lined up for blocks and during that time you could 
get a call 5 times a day that prices would change. And if  you got gas when it w'as lower, 
you could make money, or you could lose it. There will be more discussion when I give 
my testimony later this afternoon. I was one o f those 18 owners.

Rep Ramras stated that the committee will now hear from representatives from the oil 
industry.

Jeff Cook, Director of External Affairs, Flint Hills Resources
1100 H&H Lane North Pole, Alaska 99705

Mr. Cook read a prepared statement into the record. 60 years o f experience. They have 
owned the North Pole Refinery since 2004. and have refineries in other states. Began 
after the Trans Alaska Pipeline was completed. Configuration o f Flint Hills is pretty 
much unchanged. It is a topping plant, can’t turn all crude into refined p roduct. 180,000 
-  220,000 barrels o f crude taken in per day. After crude is distilled and turned into a few 
basic products the rest is returned to TAPS. Only about 50,000 barrels a day o f  saleable 
products -  majority o f which is je t fuel. A quantity is kept to heat the crude in the 
refining process.
Increased environmental emissions regulations caused many topping plants to close. 
Increasingly stringent federal requirements on the type o f fuels produced forced others to 
close. North Pole Refinery was able to keep pace with new environmental regulations, 
but changes in type o f fuels required has impacted the amount o f gasoline that can be 
produced . While the Refinery still produces some gasoline and off-road diesel, we now 
buy gasoline and diesel fuel from other sources in ordei to meet the full needs o f  our 
customers. We are not in the crude production and do not own retail stations. All 
products are sold on the wholesale market. We provide less than l /5 lh o f gas in Alaska 
and only l/3rd o f heating fuel in the Fairbanks area.

Rep Ramras - there is ongoing tension with the state that Flint Hills will not open its 
books for state review. Flint Hills is still using oil to refine its gasoline even though 
natural gas is cheaper. Can you talk about that distinction and costs that are unique to 
Flint Hills Refinery?



Je ff  C ook -  w e refine the crude oil into a  product into gas to run our refinery. So high 
prices im pact us. M ost plants ru n  on natural gas. M ost have to run on a  p roduct we 
refine. W e are at a  disadvantage. E nergy equivalen t is 6 to 1.

Rep R am ras -  i f  w e had natural gas in F airbanks can you refine fo r less and  then pass 
savings on to  consum er.

Je ff  C ook -  assum ing  that natural gas com es in at a  price like A nchorage it w ould  reduce 
our costs and though there are variab les -  a p rice like w hat is in A nchorage w ould  m ake a 
significant d ifference to us.

Rep R am ras -  can you give us som e num bers on  w hat it w ould m ean if  w e could change 
oil to gas for you to use fo r your refinery  production. It w ould be a m aterial com ponent 
for us to look at for our consum ers to save on. F lint H ills would use about 5 b c f in order 
to m ake the sw ap. Am  I fairly on?

Je ff  Cook -  you are w ithin the approxim ation . W e are w orking w ith the state on 
providing info they want for their investigation  w hile m aintaining our confidentiality . 
W ould be pleased to  work out confidentiality  so  our num bers can be shared with this 
com m ittee.

Rep H aw ker -  if  you can low er costs you can low er price to producer. But w hat would 
be the capital requirem ent cost that w ould have to be addressed and how sign ifican t?

Je ff  C ook -  does not have num ber.

Rep G ruenberg  -  do you know  zone pricing?

Je ff  C ook -  not fam iliar w ith it.

Rep G ruenberg  -  Legislation  in N C S L  2641 -  prices set pursuant to  the zone. A 
w holesale p rice set based on geographic reg ions shall be deem ed excessive.
D one w here w holesale or retain sets p rices decided on regions.

Je ff  Cook -  does not know' anything about that.

Rep K aw asaki -  how  do you set your heating  fuel rack prices?

Je ff  Cook -  m arket sets the price and w e rem ain  com petitive. Everyone w ants to know  if  
there is som e m agical form ula, but there isn ’t - it is the m arket.

Rep Roses -  zones w ere created  for w holesalers -  you could be situated in a geographical 
situation  w here you pull fuel from  d ifferen t states, and that would not set up a situation 

ve they could price low er because they w ere purchasing the gas at a low er price.
!iey w anted to level the p laying field, and that is how  it w as set up years ago. It is not 

available here in Alaska.



Doug Chapados , Pre .»dent, Petro Star Inc.
3900 C Street Anchor? ge Alaska 99503

Doug Chapados read a prepared statement into the record. Incorporated in 1984 and in 
terms o f  companywide refining capacity, is smallest in-state refiner, only one owned and 
controlled by Alaskans. Operates 2 refineries. North Pole crude oil processing capacity 
o f 20,000 barrels per day; and Valdez with a crude oil processing capacity o f  48,000 
barrels per day. Simple plant -  military and commercial je t fuel and home heating oil 
and diesel fuels. It also markets fuel to end users. It refines crude oil, but does not 
produce gasoline. Gasoline we sell at the eleven convenience stores is purchased from 
third parties. Challenges facing refineries are increasing environmental regulations. 
M odifying one o f the refineries to produce ultra-low sulfur diesel is estimated to cost 
more than it did to build the refinery in the first place. Looking at whether or not it can 
be justified and if  not what next. Record high prices are good, but also create hardships 
for Alaska families. Passed along fuel tax rebate to its customers. We try to stay 
competitive, but we do not control prices that we are charged.

Rep Ramras -  asked again if we had natural gas would it reduce cost o f production?

Doug Chapados -  natural gas would be cheaper. There is some limit on how much we 
could use natural gas because o f components in some production of gas. But it would 
blend into our production. Low sulfur is a federally imposed regulation.

Rep Ramras -  is gasoline one of the few value added products that the State produces.

Doug Chapados -  disagrees.

Rep Hawker -  increasing challenges to produce home heating fuel. What is the 
challenge.

Doug Chapados -  basically all the l'uel quality standards are at the federal level. We are a 
little different as we are defined as a small refiner. We get to delay implementation of 
meeting the low sulfur s‘ dards for 4 years. But that benefit has then limited the amount 
o f  high sulfur fuels we can produce. The volume caps were based on years we sold less 
volume and now we are in a position where our North Pole refinery can produce and sell 
less than it used to. We have to limit the sale o f high sulfur fuels. So we have excess 
production on the north slope. We truck product to Anchorage and then to meet interior 
demand truck to North Pole. Each step adds more cost. Trucking fuel that could be sold 
locally but because o f  cap we are selling it in Anchorage. Caps cause an increase in 
costs. This is all part o f the low sulfur fuel provisions from EPA. State o f Alaska had 
some input how they would be applied and the state did a good job in making a 
distinction between rural and local areas. A good help to the citizens o f Alaska.



Rep Hawker -  the low sulfur business and clean air -  is worth tradeoff. Make a comment 
on refineries on west coast and our area -  is it really an issue in Alaska. Or is it just 
because we are getting one size needs to fit all.

Doug Chapados -  it does apply because diesel vehicles cannot bum high sulfur gasoline. 
Like the unleaded and leaded gasoline with the converters on vehicles. As the 
automobiles change, we need to change our fuel sulfur rates.

Rep H aw ker -  rem em ber days o f  oil em bargo and everyone shifted to diesel because it 
was cheaper and now  gas is cheaper -  w hy?

Doug C hapados -  p rior to im plem entation o f  on road and o f f  road low  sulfur diesel 
standards, all refineries in the state could produce h ighw ay diesel but now  only  Tesoro 
can produce it. You w ent from  6 to 1 refinery that could product it. But it did not com e 
cheap to T esoro , but at the sam e token Petro S tar has a lim ited  ability  to produce low  
sulfur and w e really  only take care o f  our own needs.

Rep Ram ras - you  have 11 retain establishm ents. Can you tell us your m argin on a per 
gallon basis. Lois is 20 cent gross profit per gallon.

Doug C hapados -  in response to w hat the price m argin w as on his retail establishm ents, 
he said they fluctuate and would prefer not to com m ent. W hat we are trying to do is be 
com petitive and yet break even w ith gasoline. T here are  tim es w hen w e break even and 
som etim es lose. M ake m ore m oney on inside sales than gasoline.

Rep K aw asaki -  how  do you design  your rack rate.

Doug C hapados -  ju s t like F lint H ills -  it is m arket driven and needs to be com petitive.

Rep K aw asaki -  can you prove that you look the 8 cent tax  break o ff  your price at the 
pum p.

Doug C hapados -  can get the num ber to the com m ittee.

Rep R am ras -  there is a sense o f  ex traordinary  profitab ility  during  pricing spike and can 
you talk about w hether or not there was a great prem ium  enjoyed by Petro S tar on your 
profitability  o r does your com pany enjoy m ore equilib rium  o f  profit w hen there is greater 
stability  in the com m odity.

Doug C hapados -  w ith respect to increased profitability  -  sales o f  je t  fuel are to large 
custom ers and  tied to O pis info and is used to en ter into an agreem ent through bid or 
negotiation  and the price is tied to that index. Som etim es the price is up but is outside o f  
our control. W e have seen the up and dow n o f  it. W e d o n ’t have m uch iniluence on  that 
price. A s for gas, w e d o n 't produce it so ca n ’t com m ent. W e d on ’t think we passed on 
all the increase o f  costs w hen gas w ent up so high.



Rep Ramras -  well it sounds like you did not get record profits, but people seem to feel 
that there have been enormous profits made by the fuel companies during these times o f 
higher oil prices. We need to see if a new law or constitutional amendment is needed in 
order to deal with this. Initial charge from Speaker Harris, is why when price o f oil 
comes down price at retail establishment does not come down.

Doug Chapados -  as Mr. Sniffen indicated is that price run up in crude oil was not carried 
over.

Rep Coghill -  you deal mostly with contract je t fuel and heating oil -  wha, is your 
volume? How would the refinery do if  it could not contract with the military? I am 
trying to get an idea o f price balance o f military contract or heating fuel. I understand 
you have a sizeable market share o f heating fuel in Fairbanks.

Doug Chapados -  noting before -  if  we were to lose the Eielson volume we are prevented 
from selling that product as heating oil in the Interior because o f the caps. Jet fuel is 
excluded from that cap. Only outlet would be to truck it to Anchorage to sell.

Rep Ramras -  one o f the things we are uncovering is that all the refineries are fragile not 
the vast profits that some assume.

Rep Coghill -  will be asking -  the volume o f gas produced and consumed and necessary 
for Alaska.

Rep Hawker -  it helps to see the fragile nature o f this industry. The importance o f the 
military contract so high sulfur jet fuel can be sold. Does th«* coming commitment from 
DOD to convert to synthetic fuels become a problem within the state.

Doug Chapados -  it is a threat. They are watching it very closely.

Rep Hawker -  we have to build new refinery capacity and it is going to happen. You 
lose that portfolio it will be worse and layered 0 11  the retail consumers.

Rep Ramras -  you are referring to Mayor Whittakers coal to liquids for Eielson as a 
response to DOD’s decision to change to synthetic fuels.

Rep Ramras -  what would happen if  Alaska said oil w'ould not be sold for more than 
$ 100/barrel. How would that change the cost structure. Contemplate an answer to that 
question.

Kip K nudson, E xternal A ffairs, Tesoro A laska C om pany
471 W. 36th Avenue Suite 100, Anchorage, Alaska 99503

Kip Knudson -  (power point presentation) Tesoro has a refinery in Nikiski. Need to 
look at refinery as most valuable more value added industry in Alaska. Tesoro is an 
independent refiner and marketer. Publicly traded. Kenai Refinery has distribution and



retail. 72,000 bpd capacity. Medium complexity refinery. Do some conversion at the 
plant. Take 100% volume and make 125% volume. Heavy Vacuum Gas Oil, Fuel 
Oil/Bunker and Road Asphalt -  have no market in Alaska and those are exported. Crude 
acquired from North Slope 50%, buying it from Anadarko. Integrated ducers have 
their own refineries. Cook Inlet 25% purchased. 225,000 per day currently 16,000 per 
day. It is a mature region. 25% foreign imports. Charter vessels -  time charters, about 
500,000 per tanker. Showed a slide o f where fuel comes in and where it goes out to. 
Refinery, to racks, Nikiski terminal for local distribution -  as in Anchorage and 
Anchorage airport. Sells to anyone that will purchase from them.

From Kenai refinery to Anchorage port. 10” pipe, clean products only. Two terminals at 
port o f Anchorage. Company owns 31 convenience stores o f which 29 sell fuel. They 
have over 58 branded dealers. 2GO and Tesoro. What makes up the gas prices -  cost o f 
crude oil, cost to refine, cost to distribute, cost o f marketing, taxes and competition. The 
cost o f crude oil is the lions share o f cost. Cost o f  crude responds to different markets -  
crude responds to global factors, supply and demand, value o f dollar, geopolitical 
concerns and flow o f investment funds. Kefining/distribution costs -  global regional 
factors -  electricity/natural gas costs, environmental regulations equipment costs and 
availability o f qualified labor. Additional capital investments because o f external 
regulations and trying to stay in business by changing refinery. Market sets the price.
Set by competition and local market characteristics. Not cost plus. Alaska and other 
western markets. Alaska is really a very small demand. Jet is king in Alaska and that is 
what the refineries were built for, gasoline and diesel is a byproduct. Also there is such a 
seasonality o f the market and quite different than west coast. Emphasize -  retail prices 
are set by individual retail owners. Retail prices respond to differing local conditions. 
Alaska market is very small and very seasonal. Tesoro only prices 29 stations o f 566 in 
state. Tesoro will respond to AG investigation with information that can 't be shared in 
open forum.

Rep Roses -  interesting feature is taxes, spe"!: to that and how it changed after ACES 
passed.

Kip Knudson -  no change. Oil is globally set. No change in prices.

Rep Hawker -  you have a change. When they buy crude they can put some back. When 
you buy crude you can’t put it back.

Kip Knudson -  roughly l/3 rd o f our output is sent outside for processing or something. 
We buy it we own it. Bottom third generally sells at cost or below price. The economic 
prospects are shown in the slock market price o f Tesoro.

Rep Hawker -  did not realize 25% was from foreign source.

Kip Knudson -  foreign source will increase as Cook Inlet continues to decline in 
production.



Rep Hawker -  if  possible would you use more North Slope than foreign.

Kip Knudson -  would love to have more product from North Slope. Tesoro used to be a 
big royalty oil consumer, but that has diminished and not sure that the crude buyers were 
happy with the way the royalty oil was sold.

It is relevant. How do we keep the cost o f product lower in Alaska, but reliable. 
Appreciates the integrated TAPS owners, but the State is carrying a lot o f royalty oil too. 
Have you ever approached the State.

Kip Knudson -  used to be a big royalty oil purchaser. Not as much now, there is less and 
I am not sure the buyers were pleased with the royalty oil process. After you bought the 
barrel years later you might get an adjustment. We are not purchasing now, maybe in the 
future.

Rep Coghill -  the ability  for you to get A laska crude could not be from ships, because o f  
regulation.

K ip K nudson -  no it is part o f  the Jones act. W e have foreign flag ships. Cook Inlet is 
lim ited on how  m uch can be on tankers due to spill response. C an’t enter inlet w ith m ore 
than 500,000 barrels.

Rep Coghill -  25%  o f  w hatever you im port you d o n 't  have a refined or partly refined 
product.

Kip K nudson -  it is raw  -  but has to be sim ilar to C ook Inlet crude.

Rep Coghill -  w ants to look at w hat you have to do  to sell the bottom  three and if  there is 
a sim ilarity cost. Look at the quality  bank issue, and  w hat the balance o f  the cost is.

Rep Ram ras -  you do refine w ith natural gas, but you  have bottom  third to equal out.

K ip -  spaces in the m arket, each refinery has issues, we have the bottom  third to deal 
with.

Kawasaki -  how  do you decide w hat the rack price for d istributors is?

K ip K nudson -  honestly  d o n 't  know , but if  I did know , c a n 't say because o f  
confidentiality .

Rep K aw asaki -  Slide 15 -  large spot m arket p ricing  in LA, SF, & Seattle. W hat factor 
does that have in your decision  m aking. Is it a high factor. Do you look at prices in 
Seattle w hen you decide w hat the price will be in A laska.



Kip Knudson -  those spot markets are guidelines, but are unbelievable fluid compared to 
Alaska. They are taking product from hundreds o f  refineries and sometimes they do not 
apply, but are taken into consideration.

Rep Hawker -  what proportion o f highway motor fuel sold in Alaska both gas and diesel 
does Tesoro provide? Are you a large player, and who are your competitors?

Kip Knudson -  not known. Because o f what is b eh g  delivered to a barge and it could 
end up as jet fuel, motor, or diesel fuel. We are a large player. Because we don’t know 
when our competitor brings in product, until maybe after we see price movements. We 
don’t get a report that said X competitor is bringing in product. From state reports 
product comes in from Korea or Japan. On ultra low sulfur diesel we are the only plant 
that can produce it. So that raises our share o f market.

Rep Kawasaki -  the 8 cent gas tax can you show that your price was reduced?

Kip Knudson -  yes we changed the price to reflect the tax reduction from the State.

Rep Ramras asked Doug and Jeff up to the table to discuss why the prices do not seem to 
come down at the pump even though the price per barrel is lower. Refer to the chart that 
shows the difference in prices at the pump and why the disparity in pricing?

Kip Knudson -  Alaska average -  retail gas pricv. from Bethel and averaging that with 
Fairbanks (this reflects urban markets in rail belt area). Market forces have produced 
these prices. 3/2007 -  Anchorage has lowest gas prices.

Jane explained that the A ska prices are from markets along the rail belt.

Rep 1 lawker three o f you represent the major market players in the Alaska market at the 
refiners level. Crude oil topped out, at about $147 per barrel. We are trading about $101 
a 46% reduction in last three months. Why have people in Alaska not seen a 46% 
production in their price?

Jeff Cook -  Flint Hills -  less than l/5 th o f  gas market. But if you were to look at crude 
and retail price -  it would have been $6 per gallon. For the majority o f the last 12 months 
we have lost money.

Rep Hawker -  had you truly passed on all the price increases you w'ould have been 
attempting to sell at least in the State o f Alaska at $6 per gallon.

Jeff Cook -  look at the traditional relationship, it would have been a lot higher. We can’t 
continue to lose money and still pay high prices to run the refinery and retail prices have 
not followed crude prices.



Rep H aw ker -  the d irect answ er is tru ly  the retail prices have not fo llow ed the crude 
prices. You ca n ’t  d raw  a linear conclusion  -  crude prices dropped 46%  - you  can ’t 
expect that retail gas prices should have dropped  the sam e. It is no t apples to apples.

Rep Holm es -  w hat is d ifferent everyw here else in the country? The prices did not go up 
to $6 per gallon, so the up was sim ilar but other parts o f  the country  are com ing  dow n. 
W hy so d ifferent here?

Kip Knudson -  AG  inquiry in State o f  W ashington, they w ent county by county  to look 
at variability in W A every county had a d ifferent story. D ifferent story for each area. 
W ithin each county it was som etim es different. The data o f  m arket share canno t be 
arrived at -  but the econom ist can through a confidential basis and com e up w ith som e 
answ ers for you.

Rep Ramras -  what percentage o f the highway motor fuels comes from Tesoro. Who else 
is producing motor fuels in Alaska?

Kip Knudson -  we know who is producing it, but we don’t know who is importing 
gasoline.

Rep Ramras -  what if there was a constitutional amendment that put a cap on how' much 
gasoline wras sold to from the state’s royalty share to the refiners. Trying to find ways 
that the consumer could derive the benefit, rather than the resource rebate. Would that 
help the consumer derive a direct benefit?

Kip Knudson -  virtually impossible to predict. That is why economists go to school for 
years.

Rep Coghill -  market dynamic o f  that and ability to supply that to the refiners and the 
constitutional issue and how do w'e make those work together is the question. The ability 
to produce enough royalty oil to meet the demand o f our refiners. Get DNR to help us.

Rep Ramras -  it was a surprise that Tesoro imports foreign oil. And when is the state not 
going to be able to meet its royalty oil obligation. When do you think that would 
happen?

Jeff Cook -  w'e are allowed 77,000 barrels per day. but not more than 95% from any 
given field. With those restrictions if we were demanding the max it would be hard for 
the state to provide it.

Doug Chapados -  we get our crude oil supply from a major producer.

Rep Kawasaki -  if they are not taking all that they are allotted, if that is true, can you 
explain that regarding your capacity.



Jeff Cook -  we take as much royalty oil as we have product demand tc sell. But because 
o f the restrictions -  we are at the maximum capacity we can do for gasoline.

Kip Knudson -  the production rate we have is to meet market demand and we don’t want 
to do more. Production capacity changes daily. Every day can be different.

Doug Chapados -  Valdez refinery runs near capacity, doing some expansion work, to 
process more. North Pole refinery because o f  volume cap limitations does not run at 
capacity at all times. We have to anticipate what volume will be on heating oil and low 
sulfur and find out what the volume will be and sometimes we have to cut back or truck 
to Anchorage and that cuts into crude oil.

Rep Roses -  at any point in tim e do you run 100% o f  capacity.

K ip K nudson -  does not think he has every  m axed out. D o n 't w ant idle equipm ent, but 
can ’t say w hat the capacity  m ight be. D oes not know  the actual output rates. Info is 
being  given to AG.

Rep H aw ker -  operates in m ultiple state sites and can you talk about the econom y o f 
scale and how  the unit costs com pare to the m ega refineries. W e d o n ’t have E xxon sitting 
here and it is relevant -  are som e o f  our costs driven by sm all production . Are unit costs 
pretty  sim ilar across the d ifferen t states. T esoro  has a single refinery  in N orth D akota 
and the chart is going to prove and  w hen they get net cost less taxes, and it is going  to  be 
cost to the consum er (sales price) and one y ear ago N D  $2.90/gallon A laska $2.90 cents -  
right on the m ark. N ow  N D  $3.50 A laska $4.50 and so again. 1 am  w ondering  how  you 
explain  the difference.

Kip K nudson -  can ’t answ er the question  today. But the cautionary  note is that there are 
o ther pipes and trucks that m ove around N orth  D akota. W ill try and  get the data for you.

Rep R am ras -  a follow  up m eeting  in O ctober will be im portant and see how  these prices 
fluctuate and see how  the m arket should correct itself. W e will get in the o ther 
inform ation that will be necessary  to see how  these prices are changing. 1 lom e heating 
oil has com e dow n $1.00 but not gasoline. W hat is d ifference in these products, diesel vs 
gasoline?

K ip K nudson -  heating oil is a high su lfur product, highw ay fuel is a low  sulfur product.

Rep R am ras - m arket force has low ered heating  oil, but not gasoline.

Rep C oghill -  he heard that the cost o f  upgrading to the low su lfur takes tim e to recoup 
the cost. Is that one o f  the reasons for the lag in prices at the pum p com ing dow n?

K ip K nudson -  can ’t answ er the question . AG is looking at those types o f  things. Just 
because we m ake a capital investm ent does not m ean we raise the price o f  fuel to  capture 
that cost. But that is not a  guarantee.



Rep Hawker -  recently made a 60 million dollar investment to stay in gasoline business 
(specifically for diesel). Then you are operating in a multi-state environment and the 
prices are less competitive than in the other states you operate in. Does not want the 
prices high here to recover the costs that are more difficult because the market is more 
competitive.

Kip Knudson -  can’t answer the question. Mr. Sniffen will be looking at that data and 
come to a conclusion.

Rep Gruenberg -  I don’t hear a simple or concise answer to the problem, and they are 
competitors, and some other states have specifically authorized their AG to investigate 
these areas and there is confidentiality, ultimately the legislature would be well advised to 
get a handle on what the causes are whether they are external or internal. And when 
prices went down -  why was there no investigation done and what did happen?

Kip Knudson -n o  idea why prices went down. Internet sites to track fuel pricing. They 
go up or down and eventually intersect. Pricing to a great extent is based on local 
conditions. How many retail sites and how many trucks and how many refineries are all 
important to what the price is.

Rep Gruenberg -  is it because we don’t know or can’t know.

Kip Knudson -  how good is the state at setting prices. Some prices can be estimated and 
projected, but ultimately how accurate are the predictions.

Rep Gruenberg -  can we know more than we do now, even if it is not precisely. Because 
it would benefit the individual and government. How can we solve the problem?

Kip Knudson -  consumers may not like the price but the market is performing as it 
should. Markets operate in a way they are expected to operate.

Rep Roses -  just a comment. 1 appreciate the testimony o f  these three folks and 
understand how difficult it is for them to answer questions. He gave information about a 
situation he was involved in in Anchorage when he was a station owner. Prices were so 
volatile in Anchorage the owners decided to come together to talk once a week. Group 
called Gasoline Retailers Organization was put together. They would icet one day a 
week to talk about the market. Did not discuss prices. I was invited to meetings and 
finally went to one meeting. At no point did anyone talk about how they raised the 
prices. But someone was watching that these meetings were taking place. No one talked 
about prices. But the waitress was wired and everyone that w'as there was charged. 1 was 
asked how do you determine what your price is, I drive around and decide what my price 
will be -  competition. Quit advertising my price. I fixed it at the pump, if you want to 
know price come to the pump and look. They considered that price fixing. Called tacid 
coordination -  collusion. Out o f the 18 people, I was never prosecuted. But some were 
fined $50,000 and as independents they had to lower their gas prices for the same period



o f time they had been meeting. That just about put al independents out o f business. That 
is why these gentlemen will not talk about prices.

Recessed at 12:06 until 1:15 pm.

Reconvened at 1:50 p.m.

Rep R am ras called  the m eeting back together there w ill be testim ony from Safew ay,
Rep Bob Roses and 
Ed Sniffen

C herrie -  D irecto r o f  public and governm ent affairs for SafewayA 
(A lso Joe, G lenda, and Ray)

Ray W eston, A ttorney for Safew ay -  G lenda W ood is d irecto r o f  fuel pricing nationally  
w hich includes the A laska territory. I w ould like first o f  all to understand the testim ony 
and know  that one o f  the concerns is how  public th is inform ation is going to be. A m  I 
correct in assum ing that the testim ony is public.

Rep Ram ras -  yes and we m ay offer a setting w here testim ony m ay be m ore private. But 
it is public. Focus if  our m ission is why the price o f  gaso line runs up so rapidly but why 
it is so slow  to return to norm al pricing when price per barrel com es dow n. Suggested 
that gasoline cam e pos: ibly through the Port o f  A nchorage. W ho do you purchase your 
gasoline froi W hich refiner?

Ray W eston stated that he could not necessarily  answ er that. Can get back to you. We 
do bring som e in.

G lenda W ood -  they get m ost o f  their gasoline from  T esoro  and Flint Hills. In southw est 
A laska we get our gasoline through brokers and from  a few  d ifferent brokers in the state 
o f  Alaska.

Rep Ram ras - give us an overview  o f  Safew ay locations and w ho provides gasoline.
Take us th rough the state.

Jay -  described  the num ber o f  Safew ays w ith fuel d istribu tion  and w here they were 
located. O ne under construction  in Fairbanks at U niversity . Bently M all has been 
operating for 3 years, D -  under Fairbanks at U niversity , D ahlstrom , 3 in anchorage and 
Juneau ai 1 K etchikan. A nd one at the new  Bently M all. K etchikan com e in on south 
A nd rest from  rail belt.

Rep H aw ker -  you talked about the retail outlets and w here is the m arket nationally.

G lenda -  gasoline stations in W A  , O R, CA, D enver, Phoenix , Texas, Chicago and a few 
stations on the east coast. W e are m ainly a  w est coast operator.



Rep Hawker -  in the past year the increases were added on but as price came down the 
price at the pump has not. Why does Alaska does not seem to pull back as quickly as the 
rest o f the nation.

Glenda - in general the % up and down is similar for each o f the regions we market in. In 
the last 30 days she is not sure.

Rep Hawker -  across the states you operate in even though the increases were radical, 
was the highs and lows relatively consistent.

Glenda -  volatility has never been seen before, I have been in this business over 20 years. 
Prices are higher and lower much more rapidly. Difficulty in trying to price 
competitively across the US and Canada. It is a nation-wide problem, not just in Alaska.

Rep Hawker -  since you operate in WA as well as Alaska, a year ago in Alaska the 
average regular price was pushing $2.97 while WA was $2.54. About a 40 cents 
difference. A month ago, that margin was at AK $4.06 and $3.00 in WA. The 
differential had almost doubled what it had been a year ago. Do you maintain the 
analysis.

Glenda -  we don’t look at states differentially, but look at it as a whole. The rapid cost 
increases with the not so rapid cost decreases in all o f  our stations.

Jay - can you tell us how recently that occurred.

Rep Ramras -  based the prices off Triple A price finder. Some significant price 
differences. We are trying to find out why the lag in pricing. Talk to us about pricing 
power vs those that don’t. Talk to us about Safeway being a dealer and how you go 
about determining how much pricing power you have in a region.

Jay - in the discussions we have we don’t think we have much pricing power at all. We 
survey our competitors.

Glenda - the cost is factored into it and with the costs substantially higher in Alaska. We 
are not a fully integrated refiner, we are buying gasoline from independent producers and 
they can decide how much they are going to pass on to the retail market. We buy at the 
best possible price we can and then we have to price accordingly.

Rep Ramras -  are you saying the wholesale pricing is higher in Alaska.

Glenda -  absolutely.

Rep Ramras -  do you know why there is the variation or do you just accept the rack 
model and then price accordingly.



Glenda -  basically the wholesale prices are higher because o f  the limited refining 
capacity in Alaska. A few refiners and are independent and their cost is higher as they 
buy their crude and then add on their markup and we buy at our contracted rates. Then 
there are the logistics getting the gas transported from the refinery to the retail unit. 
Higher transportation costs. Lack o f refining capacity so the costs will be higher. A few 
o f our stations get their gas outside o f Alaska. So even though there is a lot o f crude in 
Alaska, there is not a lot o f refined product in Alaska.

Rep Hawker -  there is a lot o f motor fuel procured outside the state o f Alaska shipped in. 
You are thinking more to the southeast and those areas accessed by barge.

Ray -  we ship to southeast Alaska from Washington State. Not sure we can say 
definitively, but there is not a lot o f competition. Those refiners are subject to the spot 
crude market too. They have to find it from the majors. So whoever refines crude has to 
pass those costs on.

Rep Gruenberg -  if  in fact one o f  the reasons for the higher price is the additional 
transportation costs, you pay the additional cost for everything you sell at Safeway, yet it 
seems that the cost o f gas higher than the other items you sell.

Ray -  it would take more analysis than we have done. Those things we sell do include a 
premium for transportation. We have to ship gasoline differently, because o f regulation 
on how gasoline is shipped. We have not done the analysis to find out exactly what the 
cost differences are.

Rep Gruenberg -  it seems that maybe the differences in price is due to the people in the 
petroleum industry and you may have put a finger on the price goes back to the 
transportation industry.

Ray -  refiners price in Alaska is relatively high. Does not mean that transportation is 
reason for higher costs. We think limited refining is a problem.

Rep Ramras -  North Dakota is similar to Alaska. Oil instate and a local refiner. When 
we looked at the price c f  North Dakota a year ago there was a small price difference, 
however there is now about a dollar difference in the price. We arc trying to find out 
what would be the reason for that difference. Market price in Alaska is not necessarily 
the price set by the refiner, but the cost on the dock and then find a market price, where 
North Dakota sets the price from the different distributors that come into that state.

Ray -  hard to imagine economically how the wholesale price in Seattle plus the cost o f 
shipping would to some extent set the cost o f what refineries are charging in Alaska. We 
have not done the research to confirm that.

Rep Hawker -  just as a consumer living in Anchorage and you have a major fueling 
facility outside my area you have a great business model and a good job on a great run 
business in Alaska.



Rep R am ras -  spoke to Safew ay as a good corporate c itizen  and spoke about G lenn 
Peterson. H eard from  an independent dealer that she se lls  about 700 gallons per w eek, 
non  branded, and th en  we heard from  Petro Star, they operate  a  num ber o f  facilities, they 
said  gasoline w ould be a break even  for them , they m ake their m oney on the inside 
purchases. H ow  does Safew ay see its gasoline sales. Is it seen as a  lost leader.

G lenda -  Safew ay is in the gasoline business to sell groceries. It is supposed to be a 
custom er convenience. Provide them  w ith  one stop shopping, so they can be m ore 
efficient. C ustom ers liked the cents o ff  on their gasoline.

R ay -  but they are expected  to show  a profit.

Rep Ramras -  ideally if  I am a Safeway gas customer with brand loyalty. Am going to
the store once a week and I go to your store and spend $300 and then purchase my gas at
20 cents below what is market price. Nature o f it though it lowers the price o f gas but the 
groceries are full price, but as I spend the $ 1 0 0 .1 get the discount. But the price at the 
gasoline pump should be basically the same as what other stations are priced at.

Ray -  it is a reward for shopping with us. No fuel stations in North Dakota.

Rep Ramras - in the state of WA you have the same price, but then I get the discount 
when 1 shop there.

Glenda -  basically they are all part o f the Seattle division and we look at it as a whole. If 
gas price in WA is $3.56 but in AK $4.46 you are probably buying gas at about $1.00 
difference. More competitive in WA.

Rep Ramras -  fair to assume that refined gas is 90 cents cheaper in WA than it is here.

Ray -  getting into an area that is very competitive and we would not want Chevron or 
Tesoro to know what our costs and margins are.

Rep Ramras -  markets are competitive everywhere. We can assume that it is 90 cents 
different in Alaska.

Rep Ramras asked Rep Roses to share with the committee his experience as a service 
station owner in Anchorage.

Rep Roses - not sure what to talk about, but will share some history on price of gasoline. 
Typically what happened (2 stations) and built two car washes and gas was added feature. 
Did not want to give it away, but profit was car wash. Profit margin was 5 cents 
sometimes 3 cents. Selling it sometimes below what I had paid for it. To compete had to 
lower price. But get them on the lot and sell them the other products he offered. 20 years 
ago most stations were full service stations. Auto w'ork, sold tires and lot o f independents 
that owned the stations and so they had tiadeoffs. There was full service and self service



and  a built in opportunity  fo r o ther sales. T here w as U nion  76 and the o ther w as Tesoro 
w e also had C hevron, and other places we could  buy  fuel. W hat I got w as i f  I took  a 
U nion  76 card I did no t have to pay a fee, o ther credit cards had to pay a fee. Each 
m orning I w ould  call to find ou t w hat the price o f  fuel w as that day. H ad to  sell the fuel 
and  alw ays try ing  to find out i f  it w as going up o r dow n, th is w ent on for about 8 m onths. 
T hen  a regu lation  passed  w here you had to be insured for 1 m illion  dollars for
sp ill v irtually  all independents w ent out ^ f  business. That is w hen Tesoro  branded
their own stations and then they  w ould lease it to the person that used to be the 
independent. T he underground storage tank  regulations put m ore people out o f  w ork. 
Call to find out w hat the price w as fo r the day , d rive around and see w hat the o thers were 
charging and then price your gas accord ingly  and com petitively . There is not a profit 
structure in gas, you are not going to be in business; it is too regulated , too restrictive and 
you  can’t m ake it if  all you have is gas.

Rep Ramras -  whatever the prevailing price is -  is not the driver. Profit margin can be 
with distributors and refiners and how competitive that netw'ork is. The smaller it is the 
tougher it is.

Rep Roses -  consider transportation costs. There was price for fuel and the 
transportation cost was included. But for the one in Wasilla there was a distributor that 
would load at the port and deliver fuel and was buying at relatively same price, but it was 
costing 5 cents more to have it delivered. So price was higher.

Rep Ramras -  Rep Chenault talked about stations right beside refinery on Nikiski and 
then to North Pole -  should be same.

L isa S u n d b o rg , A la sk a  P e tro le u m . - we deliver wholesale and retail fuel. We purchase 
from two refiners Flint Hills and Petro Star. We purchase gasoline from Flint Hills and 
some heating oil. and primarily buy #1 and #2 heating oil from Petro Star. We have 
abuut 17 trucks and go to the refinery and load and deliver and collect. Gas station went 
out of business -  could not compete. C an't compete with big box prices. Gasline on the 
Steese. Haul to Prudhoe Buy and south. To enter the market you need a lot o f money to 
purchase fuel. Our profit is at 14%. We deliver to Riverview Quickstop and our own 
station.

Rep Ramras -  markup on distributor is not high.

Lisa -  at our gas station at pump $4.19 or $4.20 and we purchase it without tax at about 
$3.77 and then the federal tax -  would be about $3.95 and sell it for $4.20 and then you 
have to get it to the service station. The little bit o f markup is still over what they are 
charging at Fred Meyers and Safeway. Does not know the reason for that. Heard it is 
lost leader.

Rep Roses -  as a fellow gas station friend in business. Have you seen the cost o f liability 
insurance and all that is included in transportation increase?



Lisa -  ihere is no aspect o f the trucking business that is not higher. All the things are 
impacted just because o f the increase in fuel.

Rep Roses -  when you deliver to the other station -  you base your price on what you paid 
for it, then what you charge them, and they are trying to sell it for what they paid for it 
and then it might be lower, but you try not to have to lower your price, but then no one 
comes in and buys the gasoline.

Ed Sniffen - explained what the AG’s office is doing and had a question that he asked 
Lisa. You buy ultra low sulfur from Flint Hills and you purchase heating fuel from Petro 
Star and Flint Hills, why is that?

Lisa -  well it is about the same price, but the difference is how long you can hold off 
payment. And that is the difference in the purchase.

Ed Sniffen -  do you perceive competition between the refineries?

Lisa -  credit terms are driving issue. Product -  Petro Star does not make nor distribute 
the ultra low sulfur or unleaded gasoline. We deliver fuel to Flint Hills.

Lisa - we have some home fuel deliveries but our only gas stations are Riverview and our 
own Gasline. Tesoro gets its own fuel from their own producer; Chevron has its own 
agreements. Could be selling to independents, but they are better off to buy brand. My 
credit terms may not be attractive. There are not a lot o f independent stations.

Rep Ramras -  asked tor an update on the Attorne) General’s investigation.

Ed Sniffen -  given direction from AG to look into these issues and did so right away. 
Made contact with retailers, refiners and distributors to try and figure out the bubble 
issue. We have received good cooperation from everyone. Flint Hills is responding as is 
Tesoro. Made some contact with Chevron, because I need to know why other gasoline 
retailers are not bringing up product from outside. One o f the things we look at is 
something called import parody. Term used to describe what it would cost a competitor 
to bring fuel up here and get in the market. If Flint Hills and Tesoro find that prices are 
really high, an independent would just barge fuel up. Import parody drives pricing 
decisions here in Alaska. Keep the prices below parody so other independents do not get 
into the market. What would it cost someone to get into doing something like that. 
Provided a chart that dealt with the rack rates for fuel. I le referred to the chart (Section 
2) comparison o f unleaded prices after taxes for Anchorage, Fairbanks and Seattle. 
Absolute price and bottom graph shows Anchorage, Fairbanks and Seattle price. It is the 
price that drives the import parody. Generally from 2002-2008 prices in Anchorage and 
Fairbanks have paralleled with Seattle. So lots o f the testimony we have heard -  those 
things have been the same for many years and the graph shows what the trends have 
been. The big spike that goes down and we don’t know why that happened. Fairbanks 
w'as lower than Anchorage and lower than the rest o f  the country. Generally our prices 
parallel the Seattle and national averages. Compares Anchorage and Seattle with prices



o f ANS Crude Oil Prices before taxes. This graph shows that the prices have followed 
the ups and downs o f  the ANS crude price. Just to show that the percentages have 
remained the same. But the last chart is the comparison o f  rack to retail -  U.S. average is 
the zero line. This shows what the retail margins are from rack to pump price. Green 
line is Seattle and retail margin spike up and down and are much more volatile than 
Anchorage and Fairbanks. When you get to the end in 2008, the national average is 
going up and Seattle is incredibly high. This shows us that the problem is not the price 
from rack to retail -  it is the rack rate. Average was $4.02 but in Seattle it was $3.90. 
That is high. Sometimes 50 or 60 cents but it does not hold for very long. But at 90 
cents it is very unusual and we are confident that the price has to do with the refining 
issues. Does not think that distributors and retailers are colluding and making lots o f 
money. So we are trying to figure out why the rack rates are what they are. If  you go 
back through the last decade all the things they are saying are issues, have always been 
issues -  so that is not the answer. If  it is an operational issue it would have happened 
before. There is something unusual going on and is very unique to Alaska. We are 
narrowing our focus on rack rates. Less concerned with retailers and distributors.
Meeting with Flint Hills, Tesoro and Chevron and will have a better sense for what this 
bubble is caused by. Discussion about selling the royalty oil cheaper, but would have to 
make sure that it stayed in-state or it could be sent out and a lot o f money made on it. In 
June o f this year prices started coming down but Fairbanks and Anchorage kept going up.

Rep Coghill -  surprise to me was importing for local refinery from foreign source. What 
is coming in that might affect rack price.

Ed Sniffen - at the end of 2002 Alaska was an exporter and believes that is still true 
today. Tesoro is possibly still exporting today. Between Anchorage and Fairbanks that is 
about 70% o f gas usage.

Rep Ramras - it is my intention to let the Speaker know that we are going to prepare a 
report and within 30 days have another meeting, it is my intention to host a meeting every 
30 days until we see a congruence and disparity reduction done.

Rep Coghill - agreed at least until we find a credible reason for an answer to give our 
constituents.

Rep kam ras - we will meet in Anchorage and if  we have to go to Kenai and try to bring 
some light to this issue.

Rep Gruenberg - spoke with Ed Sniffen and wondered if  he would share about some 
possible legislation.

Ed Sniffen - there is not a price gouging statute. Not sure that wou'd resolve the issue. 
Have to figure out when it would trigger, even if  you had economic duress. Asked laws 
in other states to come together. Other issue is we do not have a penalty section in anti 
trust laws now. Federal law does, all other states do. If there is a violation it is a



m isdem eanor. T hey  are all prosecuted, but hav ing  an  anti trust penalty  provision  w ould  
be helpful. It w ould  be som ething that they could bring forth  in legislation.

Rep G ruenberg  - w ants to see that followed th rough  and also have a confidentiality  
provision.

Rep C oghill -  le ts  see som e other study put into it, but am  not ready to get to  that point.

Rep R am ras - lets see wLui happens w ithin the nex t 30 days. R ather than  m ake a m otion 
now , lets w ait and  see. Lets anticipate that in 30 days we w ill look forward to tracking  
these and have a few  m ore graphs and see in the n ear term . W e could have a report and 
see how  w e end up w ith  recoupling w ith in-state pricing. Then w ith that new s try and 
find a  w ay to c lose  the gap.

Rep C oghill - there is a huge d isparity  and I have a refinery in m y district and we pay 
som e o f  the h ighest prices. W e need som e answ ers.

Rep R am ras -  the bill from  the Judiciary C om m ittee w ould be a good direction for us to 
go. I learned a lot today. Thanked Rep Roses for h is testim ony.

Rep G ruenberg  -  do anti trust issues go beyond the petroleum  issue. Since I have served 
in the legislature it has not happened, but 1 d o n ’t know  i f  the legislature has ever looked 
at that. M aybe it is tim e to look at the best anti trust laws.

Ed Sniffen - our law s are like the federal law. Penalty  provisions in the statu tes are 
lacking but o therw ise w e m irror federal law. W e d o n 't  get into a lot o f  anti trust issues 
here, but there arc a few  things that pop up. but have not had a need to focus on them  and 
strengthen them .

Rep K aw asaki -  asked for tim eline.

Ed Sniffen  -  we d o n ’t have a specific tim eline yet. Last tim e it took  us three years, when 
we asked for info we got 350 boxes. W e are try ing to get info from  ju st this year. Saying 
that, we are hopeful that we w ill have prelim inary  findings by the end o f  the year.

Rep K aw asaki -  how  do the refineries estab lish  their rack prices; how  do you investigate 
that?

Ed Sniffen -  w ant to know  w hat it costs to p roduce a unit as far as w hat the d ifferent 
costs are. F ind out w hat costs vary from  year to year. Oil prices go up and dow n. But 
w hat happens in the refinery that w ould change that causes the rack price to change. 
B ased on that in form ation  we can get a  good idea on  why it w ould cause a producer to 
change their rack prices.

There w as a d iscussion  about how  the rack price is figured and w hat the A G ’s office is 
try ing  to do.



Rep  R am ras m ade f in a l com m ents about w hat the goa l o f  th is m eeting is, what is try ing  
to  be accom p lished . T he re  w ill be a report on  the find ings .

R ep  G ruenbe rg  -  a re p o rt m ight m ake a suggestion  on  w hat the next leg is la t iv e  session  
cou ld  do and what it sh ou ld  lo o k  at. It w ou ld  be a g ood  gu ide fo r  the next tw o  years .

R ep  R am ras - next m eeting  w ill be at the A ncho rag e  L IO  and w ill take up the p a rity  on 
the rack rate.

A d jou rned  at 4 :0 2  p .m .
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d u r i n g  t h e  p r e s e n t a t i o n  o n  m a t t e r s  p e r t a i n i n g  t o  t h e  h i g h  
g a s o l i n e  a n d  h e a t i n g  o i  p r i c e s  i n  A l a s k a .

D O U G  C H A P A D O S ,  P r e s i d e n t
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P e t r o  S t a r  I n c .  ( P S I )
A n c h o r a g e ,  A l a s k a
P O S I T I O N  S T A T E M E N T :  P r o v i d e d  c o m m e n t s  a n d  r e s p o n d e d  t o
q u e s t i o n s  d u r i n g  t h e  p r e s e n t a t i o n  o n  m a t t e r s  p e r t a i n i n g  t o  t h e  
h i g h  g a s o l i n e  a n d  h e a t i n g  o i l  p r i c e s  i n  A l a s k a .

K I P  K N U D S O N ,  M a n a g e r  
E x t e r n a l  A f f a i r s  
T e s o r o  A l a s k a  C o m p a n y  
A n c h o r a g e ,  A l a s k a
P O S I T I O N  S T A T E M E N T :  P r o v i d e d  c o m m e n t s  a n d  r e s p o n d e d  t o
q u e s t i o n s  d u r i n g  t h e  p r e s e n t a t i o n  o n  m a t t e r s  p e r t a i n i n g  t o  t h e  
h i g h  g a s o l i n e  a n d  h e a t i n g  o i l  p r i c e s  i n  A l a s k a .

R A Y  W E S T ,  S e n i o r  C o r p o r a t e  C o u n s e l  
S a f e w a y ,  I n c .
P l e a s a n t o n ,  C a l i f o r n i a
P O S I T I O N  S T A T E M E N T :  P r o v i d e d  c o m m e n t s  a n d  r e s p o n d e d  t o
q u e s t i o n s  d u r i n g  t h e  p r e s e n t a t i o n  o n  m a t t e r s  p e r t a i n i n g  t o  t h e  
h i g h  g a s o l i n e  a n d  h e a t i n g  o i l  p r i c e s  i n  A l a s k a .

G L E N D A  WOOD ,  D i r e c t o r  
P r i c i n g  a n d  P r o m o t i o n  
S a f e w a y ,  I n c .
P l e a s a n t o n ,  C a l i f o r n i a
P O S I T I O N  S T A T E M E N T :  P r o v i d e d  c o m m e n t s  a n d  r e s p o n d e d  t o
q u e s t i o n s  d u r i n g  t h e  p r e s e n t a t i o n  o n  m a t t e r s  p e r t a i n i n g  t o  t h e  
h i g h  g a s o l i n e  a n d  h e a t i n g  o i l  p r i c e s  i n  A l a s k a .

J O E  G U L L E Y ,  M a n a g e r  
D e n a l i  D i s t r i c t  
S a f e w a y ,  I n c .
A n c h o r a g e ,  A l a s k a
P O S I T I O N  S T A T E M E N T :  P r o v i d e d  c o m m e n t s  a n d  r e s p o n d e d  t o
q u e s t i o n s  d u r i n g  t h e  p r e s e n t a t i o n  o n  m a t t e r s  p e r t a i n i n g  t o  t h e  
h i g h  g a s o l i n e  a n d  h e a t i n g  o i l  p r i c e s  i n  A l a s k a .

L I S A  S U N D B O R G ,  O f f i c e  i a n a g e r  
A l a s k a  P e t r o l e u m  D i s t r i b u t i n g  I n c .
F a i r b a n k s ,  A l a s k a
P O S I T I O N  S T A T E M E N T :  P r o v i d e d  c o m m e n t s  a n d  r e s p o n d e d  t o
q u e s t i o n s  d u r i n g  t h e  p r e s e n t a t i o n  o n  m a t t e r s  p e r t a i n i r g  t o  t h e  
h i g h  g a s o l i n e  a n d  h e a t i n g  o i l  p r i c e s  i n  A l a s k a .

A C T I O N  N A R R A T I V E
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C H A I R  J A Y  R A M R AS  c a l l e d  t h e  H o u s e  J u d i c i a r y  S t a n d i n g  C o m m i t t e e  
m e e t i n g  t o  o r d e r  a t  9 : 1 4 : 0 6  A M . R e p r e s e n t a t i v e s  G r u e n b e r g ,  
D a h l s t r o m  ( v i a  t e l e c o n f e r e n c e ) ,  H o l m e s ,  a n d  R a m r a s  w e r e  p r e s e n t  
a t  t h e  c a l l  t o  o r d e r .  R e p r e s e n t a t i v e  C o g h i l l  a r r i v e d  a s  t h e  
m e e t i n g  w a s  i n  p r o g r e s s .

O v e r v i e w ( s ) :  M a t t e r s  p e r t a i n i n g  t o  t h e  h i g h  g a s  a n d  h e a t i n g  o i l
p r i c e s  i n  A l a s k a

9 : 1 5 : 2 9  A M

C H A I R  R A M R A S  a n n o u n c e d  t h a t  t h e  o n l y  o r d e r  o f  b u s i n e s s  w o u l d  b e  
c o n s i d e r a t i o n  o f  m a t t e r s  p e r t a i n i n g  t o  t h e  h i g h  g a s  a n d  h e a t i n g  
o i l  p r i c e s  i n  A l a s k a  a n d  w h y  g a s  p r i c e s  h a v e  f a l l e n  i n  t h e  L o w e r  
4 8  b u t  n o t  i n  A l a s k a .

C H A I R  R A MR AS  r e l a y e d  t h a t  h e  a n d  R e p r e s e n t a t i v e  H a r r i s  h a v e  
d i s c u s s e d  t h e  i s s u e  o f  r i s i n g  r e t a i l  g a s o l i n e  p r i c e s  a n d  w h e t h e r  
t h e y  a r e  t h e  r e s u l t  o f  " p r i c i n g  p o w e r "  i n  t h e  m a r k e t  o r  o f  
i n e f f i c i e n c i e s  i n  t h e  m a r k e t  d u e  t o  v o l u m e  i s s u e s  -  c o n s u m p t i o n  
[ v o l u m e ]  o r  p r o d u c t i o n  [ v o l u m e ]  . H e  o f f e r e d  h i s  r e c o l l e c t i o n  
t h a t  a n t i t r u s t  i s s u e s  w e r e  i n v e s t i g a t e d  d u r i n g  t h e  K n o w l e s  
A d m i n i s t r a t i o n ,  a n d  t h e  D e p a r t m e n t  o f  L a w  ( D O L )  c o n c l u d e d  t h a t  
t h e  p r i c i n g  s i t u a t i o n  a t  t h a t  t i m e  w a s  n o t  d u e  t o  a n t i t r u s t  
b e h a v i o r  b u t  w a s  s i m p l y  t h e  r e s u l t  o f  t h e  m a r k e t .  H e  m e n t i o n e d  
t h a t  t h e  h e a r i n g  t o d a y  w o u l d  b e  l a r g e l y  i n f o r m a t i o n a l ;  t h a t  M r .  
S n i f f e n  f r o m  t h e  D O L  w o u l d  b e  p r o v i d i n g  a n  o v e r v i e w  o f  t h e
S t a t e ' s  c u r r e n t  o n g o i n g  i n q u i r y  i n t o  t h e s e  m a t t e r s ;  t h a t  a  
f o l l o w - u p  h e a r i n g  w o u l d  b e  h e l d  i n  a b o u t  a  m o n t h ;  t h a t  t h e  H o u s e  
J u d i c i a r y  S t a n d i n g  C o m m i t t e e  w i l l  b e  p r o d u c i n g  a  r e p o r t  f o r  t h e  
l e g i s l a t u r e ;  a n d  t h a t  e n e r g y  i s s u e s  a n d  t h e  c o s t  o f  f u e l  o i l ,  
g a s o l i n e ,  a n d  n a t u r a l  g a s  a r e  o f  i m p o r t a n c e  t o  c o n s t i t u e n t s .

9 : 2 1 : 3 2  AM

L O I S  H E I N ,  C o - O w n e r ,  R i v e r v i e w  Q u i c k  S t o p ,  I n c . ,  r e l a y e d  t h a t  a  
c o u p l e  o f  w e e k s  a g o  s h e ' d  c a l l e d  f o r  d e l i v e r y  o f  g a s o l i n e  b u t
c o u l d n ' t  g e t  i t  b e c a u s e  o f  a  s l o w - d o w n  i n  p r o d u c t i o n ,  a n d
t h e r e f o r e  h a d  t o  " b a g  o f f "  t h e  p u m p s  a t  h e r  s t a t i o n .  U p o n
c o n t a c t i n g  A l a s k a  P e t r o l e u m  D i s t r i b u t i n g  I n c .  a n d  B i g  S t a t e
L o g i s t i c s ,  I n c . ,  s h e  d i s c o v e r e d  t h a t  " i f  w e  c o u l d n ' t  g e t  g a s
t h r o u g h  t h e  r e f i n e r y ,  w e  w e r e  g o i n g  t o  h a v e  t o  s h i p  i t  i n  b y  
r a i l  c a r , "  w h i c h  w o u l d  r e s u l t  i n  i n c r e a s e d  c o s t  t o  c o n s u m e r s  a t  
t h e  p u m p .  N o t  h a v i n g  g a s  a t  t h e  p u m p s  d u r i n g  b a d  t i m e s ,  s h e  
r e m a r k e d ,  m a k e s  t h i n g s  e v e n  w o r s e ,  a n d  t h e s e  a r e  v e r y  d i f f i c u l t  
t i m e s  r i g h t  n o w .  S h e  n o t e d  t h a t  h e r  c u s t o m e r s  h a v e  s i g n e d  a
p e t i t i o n  a g a i n s t  t h e  h i g h  p r i c e  o f  f u e l  i n  F a i r b a n k s ;  t h e y  a r e
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d i s t r e s s e d  t h a t  g a s o l i n e  p r i c e s  a c r o s s  t h e  n a t i o n  a r e  g o i n g  d o w n  
a s  i s  t h e  p r i c e  p e r  b a r r e l  o f  o i l  a n d  y e t  t h o s e  d e c r e a s e s  a r e n ' t  
r e f l e c t e d  i n  t h e  p r i c e  t h e y  a r e  p a y i n g  a t  t h e  p u m p .

M S .  H E I N  n o t e d  t h a t  t h e r e  h a d  b e e n  a  $ . 2 0  d e c r e a s e  i n  t h e  p r i c e  
o f  [ g a s o l i n e ]  a  c o u p l e  o f  w e e k s  a g o ,  a s  w e l l  a s  a n  $ . 0 8  d e c r e a s e  
w h e n  t h e  g o v e r n o r ' s  l e g i s l a t i o n  r e p e a l i n g  t h e  S t a t e ' s  m o t o r  f u e l  
t a x  t o o k  e f f e c t .  S h e  e x p r e s s e d  f a v o r  w i t h  c h e  i n v e s t i g a t o r y  
e f f o r t s  b e i n g  u n d e r t a k e n ,  a d d i n g  t h a t  m a n y  p e o p l e  f e e l  t h a t  t h e y  
h a v e  n o  r e c o u r s e ,  a n d  t h a t  s h e  i s  s e e i n g  a  l o t  o f  p e o p l e  w h o  a r e  
g o i n g  t o  h a v e  t o  m o v e .  I n  r e s p o n s e  t o  q u e s t i o n s ,  s h e  i n d i c a t e d  
t h a t  m a n y  p e o p l e  s i g n e d  t h e  a f o r e m e n t i o n e d  p e t i t i o n ,  a n d  t h a t  
s h e  w o u l d  b e  p r o v i d i n g  t h e  s i g n e d  p e t i t i o n  t o  t h e  c o m m i t t e e  a n d  
t o  G o v e r n o r  P a l i n .

C H A I R  R A MR AS  s a i d  t h e  c o m m i t t e e  w o u l d  i n c l u d e  a  c o p y  i n  i t s  
f o r t h c o m i n g  r e p o r t  a n d  f o r w a r d  a  c o p y  t o  t h e  " a p p r o p r i a t e  s t a t e  
a g e n c i e s . "

M S .  H E I N  r e l a y e d  h e r  c o m f o r t  w i t h  t h a t  p r o p o s a l ,  a d d i n g ,  " I  
w o u l d  l i k e  t o  b e  a b l e  t e l l  t h e  p e o p l e ,  w h o  a r e  a s k i n g  d a i l y ,  
t h a t  t h e y  d o  h a v e  a  v o i c e ,  [ t h a t ]  . . .  t h e  S t a t e  w o r k s  f o r  t h e m  
. . .  we  a r e n ' t  f o r g o t t e n  l i t t l e  p e o p l e . "  I n  r e s p o n s e  t o  
q u e s t i o n s ,  s h e  e x p l a i n e d  t h a t  h e r  c o m p a n y  b u y s  g a s o l i n e  f r o m  
A l a s k a  P e t r o l e u m  D i s t r i b u t i n g  I n c ,  t h e  v e n d o r  f r o m  t h e  r e f i n e r y ,  
a n d  t h a t  t h e r e  h a v e  b e e n  n o  p r e v i o u s  p r o b l e m s  g e t t i n g  g a s o l i n e .

9 : 2 5 : 4 2  AM

R E P R E S E N T A T I V E  G R U E N B E R G  n o t e d  t h a t  h i s  r e s e a r c h  i n d i c a t e s  t h a t  
o t h e r  s t a t e s  a r e  c o n s i d e r i n g  " a n t i - g o u g i n g "  l e g i s l a t i o n ,  t h o u g h  
t h e  p r o t e c t i o n s  i n  a  n u m b e r  o f  t h o s e  p i e c e s  o f  l e g i s l a t i o n  a r e  
o n l y  t r i g g e r e d  b y  t h e  d e c l a r a t i o n  o f  a  s t a t e  o f  e m e r g e n c y .  O n e  
s t a t e ,  h o w e v e r ,  h a s  c o n s i d e r e d  b r o a d e n i n g  t h e  d e f i n i t i o n  o f  a  
" s t a t e  o f  e m e r g e n c y "  t o  i n c l u d e  a n  " e c o n o m i c  e m e r g e n c y "  H e  
a s k e d  M s .  H e i n  w h e t h e r  s h e  t h i n k s  i t  w o u l d  b e  a p p r o p r i a t e  f o r
A l a s k a  t o  d o  s o m e t h i n g  s i m i l a r .

M S .  H E I N  i n d i c a t e d  t h a t  s h e  t h i n k s  t h a t  t h e  c u r r e n t  s i t u a t i o n  
c o u l d  b e  c o n s i d e r e d  a n  e c o n o m i c  e m e r g e n c y ,  a d d i n g  t h a t  s h e  i s
a w a r e  o f  p e o p l e  w h o  a r e  n o t  a b l e  t o  p a y  t h e i r  u t i l i t y  b i l l  a n d
t h e i r  f u e l  b i l l  a n d  t h e i r  r e n t .  F u r t h e r m o r e ,  p r i c e s  i n  t h e  
g r o c e r y  s t o r e  a r e  r i s i n g ,  a n d  v e n d o r s  a r e  r a i s i n g  t h e i r  p r i c e s  
t h r e e  t o  f o u r  t i m e s  a  y e a r  a s  w e l l .  " I t ' s  a f f e c t i n g  e v e r y t h i n g  
r i g h t  d o w n  t h e  c h a i n ,  " s h e  r e m a r k e d ,  a d d i n g  t h a t  p e o p l e  j u s t
c a n ' t  a f f o r d  " t o  l i v e  h e r e . "  I n  r e s p o n s e  t o  f u r t h e r  q u e s t i o n s ,  
s h e  s a i d  t h a t  e v e r y  w e e k  t h e  p r i c e  o f  g a s o l i n e  h a s  b e e n  g o i n g
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u p ;  t h a t  h e r  c o m p a n y  h a s  b e e n  h a v i n g  d i f f i c u l t y  b u y i n g  p r o d u c t
b e c a u s e  s h e  c o u l d n ' t  a f f o r d  t o  p a y  t h a t  m u c h  m o r e  t o  t h e
g a s o l i n e  c o m p a n y  e v e r y  w e e k ;  t h a t  i n  t h e  l a s t  y e a r ,  f o r  e x a m p l e ,  
t h e  c o s t  o f  g a s o l i n e  h a s  r i s e n  c l o s e  t o  $ l / g a l l o n ;  a n d  t h a t  
c u r r e n t l y  t h e  p r i c e  o f  g a s o l i n e  a t  h e r  p u m p s  i s  $ 4 . 3 8 / g a l l o n .

C H A I R  R A M R A S  a s k e d  M s .  H e i n  w h a t  h e r  " m a i g i n  i s "  p e r  g a l l o n ,
w h a t  t h e  f e e s  c u r r e n t l y  a r e  f o r  c r e d i t  c a r d  u s e r s  c o m p a r e d  t o  a  
y e a r  a g o ,  a n d  w h a t  v o l u m e  o f  g a s o l i n e  s h e  s e l l s  c o m p a r e d  t o  
o t h e r  r e t a i l  g a s  s t a t i o n s  a s s o c i a t e d  w i t h  l a r g e  s t o r e s .

M S .  H E I N  s a i d  t h a t  h e r  c o m p a n y  h a s  a  m a r k u p  o f  $ . 2 0 / g a l I o n ;  p a y s  
[ $ .  0 5 / g a l l o n ]  o n  c r e d i t  c a r d  p u r c h a s e s ;  a n d  u r e d  t o  ' - e l l  a b o u t  
7 0 0  g a l l o n s / d a y  b u t  n o w  o n l y  s e l l s  a b o u t  3 0 0  g a l l o n s / d a y . S h e  
s a i d  s h e  a s s u m e s  t h a t  t h i s  d r o p  i s  d u e  t o  p e o p l e  d r i v i n g  l e s s .  
S h e  n o t e d  t h a t  s h e  c h a r g e s  a b o u t  $ . 2 0  m o r e  p e r -  g a l l o n  t h a n  s o m e  
g a s  s t a t i o n s  l o c a t e d  i n  t o w n ,  s u c h  a s  " F r e d  M e y e r , "  " S a f e w a y , "
a n d  " H o l i d a y . "

9 : 3 0 : 3 5  AM

R E P R E S E N T A T I V E  D A V I D  G U T T E N B E R G ,  A l a s k a  S t a t e  L e g i s l a t u r e ,  a s k e d  
M s .  H e i n  w h e t h e r ,  w h e n  h e r  d i s t r i b u t o r s  t o l d  h e r  t h a t  g a s o l i n e  
w a s  n o t  a v a i l a b l e ,  s h e  w a s  g i v e n  a  r e a s o n  w h y  p r o d u c t i o n  w a s  
d o w n .

M S .  H E I N  s a i d  s h e  w a s  s i m p l y  t o l d  t h a t  t h e r e  w a s  a  p r o b l e m  a t  
t h e  r e f i n e r y ,  a n d  o n l y  d i s c o v e r e d  l a t e r  t h a t  p r o d u c t i o n  h a d  
s t o p p e d .

R E P R E S E N T A T I V E  G U T T E N B E R G  a s k e d  w h e t h e r  t h a t  w a s  d u e  t o  t h e  
r e f i n e r y  m a k i n g  l e s s  g a s o l i n e  i n  f a v o r  o f  m a k i n g  m o r e  j e t  f u e l .

M S .  H E I N  s a i d  s h e  w a s  n o t  g i v e n  t h a t  i n f o r m a t i o n .

R E P R E S E N T A T I V E  G R U E N B E R G  o f f e r e d  h i s  u n d e r s t a n d i n g  t h a t  S e c t i o n  
3 o f  N o r t h  C a r o l i n a ' s  p r o p o s e d  H o u s e  B i l l  6 5 3  e x p a n d s  t h e  
d e f i n i t i o n  o f  " d i s a s t e r "  t o  i n c l u d e  " e c o n o m i c  w e l l - b e i n g " .

C H A I R  R A M R A S  i n d i c a t e d  t h a t  t h e  c o m m i t t e e  w o u l d  b e  p u r s u i n g  
t h e s e  i s s u e s  w e l l  i n t o  O c t o b e r  a n d  o n  i n t o  t h e  n e x t  l e g i s l a t i v e  
s e s s i o n .

9 :  3 4  : 5_2 AM

C L Y D E  ( E D )  S N I F F E N ,  J R . ,  S e n i o r  A s s i s t a n t  A t t o r n e y  G e n e r a l ,  
C o m m e r c i a l / F a i r  B u s i n e s s  S e c t i o n ,  C i v i l  D i v i s i o n  ( A n c h o r a g e ) ,
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D e p a r t m e n t  o f  L a w  ( D O L ) , r e l a y e d  t h a t  h e  f o c u s e s  o n  e n f o r c i n g  
A l a s k a ' s  c o n s u m e r  p r o t e c t i o n  a n d  a n t i t r u s t  s t a t u t e s ,  a n d  t h a t  
a l t h o u g h  h e  w a s  n o t  i n  t h a t  p o s i t i o n  w h e n  t h e  a f o r e m e n t i o n e d  
p r e v i o u s  g a s o l i n e - p r i c i n g  i n v e s t i g a t i o n  o c c u r r e d ,  h e  w a s  w h e n  
t h e  f i n a l  r e p o r t  w a s  i s s u e d .  T h a t  i n v e s t i g a t i o n ,  w h i c h  l o o k e d  
a t  g a s o l i n e  p r i c i n g  i n  A l a s k a  f r o m  t h e  m i d - 1 9 9 0 s  t o  2 0 0 0 ,  
f o c u s e d  o n  w h e t h e r  t h e r e  w a s  a n y t h i n g  i l l e g a l  a b o u t  t h e  p r i c i n g ,  
a n d  t h e  r e p o r t  c o n c l u d e d  t h a t  t h e r e  w a s  n o t .  T h e  a t t o r n e y  
g e n e r a l  i s  n o w  a g a i n  l o o k i n g  a t  t h o s e  i s s u e s .

M R .  S N I F F E N  r e l a y e d  t h a t  a l t h o u g h  h e  i s  s y m p a t h e t i c  t o  c o n c e r n s  
t h a t  t h e  h i g h  p r i c e  o f  g a s o l i n e  i s  c a u s i n g  p e o p l e  t o  t h i n k  a b o u t  
l e a v i n g  A l a s k a ,  i t  a l s o  r a i s e s  t h e  q u e s t i o n s  o f ,  " W h a t  d o  we  
w a n t  t o  d o  a b o u t  i t ? "  a n d  " W h a t  c a n  w e  d o  a b o u t  i t ,  f r o m  a  l e g a l  
p e r s p e c t i v e ? "  F o r  t h e  m o s t  p a r t ,  [ t h e  S t a t e ]  d o e s n ' t  c o n t r o l  
w h a t  p r i c e s  b u s i n e s s e s  s e t  f o r  t h e i r  g o o d s  a n d  s e r v i c e s ;  t h e r e  
i s  n o  l a w  t h a t  s a y s  b u s i n e s s e s  c a n  o n l y  s e l l  t h e i r  p r o d u c t s  a t  
c o s t  p l u s  a  c e r t a i n  a m o u n t  o f  p r o f i t .  I n s t e a d ,  [ t h e  S t a t e ]  
r e l i e s  o n  t h e  m a r k e t  t o  s e t  p r i c e s ;  b u s i n e s s e s  s e l l  t h e i r  
p r o d u c t s  f o r  w h a t e v e r  c o n s u m e r s  a r e  w i l l i n g  t o  p a y  f o r  t h e m .  
O n e  o f  t h e  u n f o r t u n a t e  a s p e c t s  o f  g a s o l i n e  i s  t h a t  t h e  d e m a n d  
f o r  i t  i s  r e l a t i v e l y  i n e l a s t i c  r e g a r d l e s s  o f  p r i c e .  L a c k i n g  a n  
[ a d e q u a t e ]  p u b l i c  t r a n s p o r t a t i o n  s y s t e m  i n  A l a s k a ,  p e o p l e  h a v e  
t o  b u y  g a s o l i n e  i n  o r d e r  t o  t r a v e l  t o  a n d  f r o m  w o r k ,  f o r
e x a m p l e ,  p a r t i c u l a r l y  i n  t h e  w i n t e r  m o n t h s .  T h i s  i n e l a s t i c i t y  
r e g a r d i n g  d e m a n d  s e e m s  t o  h a v e  a  h u g e  i m p a c t  o n  p r i c i n g .

M R .  S N I F F E N  s u g g e s t e d  t h a t  o n e  w a y  t o  h e l p  t h e  m a r k e t  d r i v e  
p r i c e s  d o w n  w o u l d  b e  t o  l o w e r  t h e  d e m a n d  f o r  i t ,  t h o u g h  t h a t
c o u l d  p r o v e  t o  b e  d i f f i c u l t .  A n o t h e r  t h i n g  t o  c o n s i d e r  i s  
w h e t h e r  t h e r e  i s  a n y t h i n g  i l l e g a l  g o i n g  o n  w i t h  r e g a r d  t o
g a s o l i n e  p r i c i n g .  A l a s k a  c u r r e n t l y  d o e s n ' t  h a v e  a  " p r i c e -
g o u g i n g "  s t a t u t e  -  t h e  S t a t e  c a n ' t  s i m p l y  t e l l  a  b u s i n e s s  t h a t  
i t  i s  c h a r g i n g  t o o  m u c h  f o r  a  p r o d u c t .  F u r t h e r m o r e ,  p r i c e -  
g o u g i n g  s t a t u t e s  i n  o t h e r  s t a t e s  a r e  a l l  t r i g g e r e d  b y  a  d e c l a r e d  
s t a t e  o f  e m e r g e n c y  w h e n  H u r r i c a n e  K a t r i n a  h i t ,  f o r  e x a m p l e ,  
t h e r e  w a s  a  d e c l a r e d  s t a t e  o f  e m e r g e n c y ,  a n d  [ L o u i s i a n a ' s ]  
p r i c e - g o u g i n g  s t a t u t e  p r o h i b i t e d  b u s i n e s s e s  f r o m  r a i s i n g  p r i c e s  
d u r i n g  t h a t  s t a t e  o f  e m e r g e n c y  a n d  t h e r e b y  t a k i n g  a d v a n t a g e  o f  
c o n s u m e r  f e a r s  - s o  e v e n  i f  A l a s k a  d i d  h a v e  a  s i m i l a r  s t a t u t e ,  
i t  p r o b a b l y  w o u l d n ' t  a p p l y  u n d e r  t h e  c u r r e n t  c i r c u m s t a n c e s .

MR .  S N I F F E N  r e l a y e d  t h a t  a l t h o u g h  a  p r i c e - g o u g i n g  s t a t u t e  
t r i g g e r e d  b y  e c o n o m i c  s t r i f e  o f  s o m e  k i n d  m i g h t  b e  w a r r a n t e d  i n  
A l a s k a ,  h e  i s  l e e r y  a b o u t  h a v i n g  l e g i s l a t i o n  i n t e r f e r e  w i t h  
m a r k e t  f o r c e s .  H e  a c k n o w l e d g e d ,  t h o u g h ,  t h a t  s u c h  w o u l d  b e  a  
p o l i c y  c a l l  f o r  t h e  l e g i s l a t u r e  t o  m a k e .  A l a s k a ' s  a n t i t r u s t
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l a w s ,  o n  t h e  o t h e r  h a n d ,  a l s o  h e l p  t o  c o n t r o l  p r i c i n g  i n  a  
p e r i p h e r a l  m a n n e r ,  a n d  a r e  a i m e d  a t  k e e p i n g  t h e  m a r k e t  
c o m p e t i t i v e .  T h e  S t a t e  d o e s n ' t  w a n t  c o m p e t i t o r s  c o l l u d i n g  w i t h  
e a c h  o t h e r  o r  d o i n g  t h i n g s  t h a t  d i s r u p t  t h e  n o r m a l  o p e r a t i o n  o f  
t h e  m a r k e t .  F a i r  c o m p e t i t i o n  d r i v e s  p r i c e s  d o w n ,  a n d  b e n e f i t s  
c o n s u m e r s .  A l a s k a ' s  a w t i t r u s t  l a w s  a r e  l i m i t e d  i n  s c o p e  i n  t h a t  
t h e y  t a r g e t  e x c l u s i o n a r y  c o n d u c t  a n d  c o n d u c t  t h a t  s u g g e s t s  t h a t  
p r i c e  f i x i n g  o r  c o o r d i n a t e d  a c t i v i t y  h a s  o c c u r r e d .  F r o m  a n  
a n t i t r u s t  p e r s p e c t i v e ,  t h e  D O L  w i l l  l o o k  t o  s e e  w h e t h e r  
b u s i n e s s e s  a r e  c o l l u d i n g  w i t h  e a c h  o t h e r  i n  s o m e  w a y  t o  k e e o  t h e  
p r i c e  o f  g a s o l i n e  a t  a  c e r t a i n  l e v e l ,  o r  w h e t h e r  i n d i v i d u a l  
b u s i n e s s e s  r r e  a t t e m p t i n g  t o  e x e r c i s e  m a r k e t  p o w e r  i n  a n  i l l e g a l  
f a s h i o n  i n  o r d e r  t o  k e e p  g a s o l i n e  p r i c e s  h i g h .

9 : 4 1 : 2 2  AM

M R .  S N I F F E N  s a i d  t h a t  w h e n  i t  c o m e s  t o  t h e  p r i c i n g  o f  g o o d s  a n d  
s e r v i c e s ,  t h e  l e g a l  r e m e d i e s  a r e  n a r r o w  a n d  f e w .  W h e n  t . . e r e  i s  
n o  c o l l u s i o n  o r  o t h e r  i l l e g a l  a n t i t r u s t  c o n d u c t  o c c u r r i n g ,  a n d  
t h e  m a r k e t  i s  o p e r a t i n g  c o m p e t i t i v e l y ,  t h e n  p r i c e s  a r e  s i m p l y  
w h a t  p r i c e s  a r e ;  i t ' s  r e a l l y  j u s t  a  s u p p l y - a n d - d e m a n d  w o r l d ,  a n d  
s u p p l y  a n d  d e m a n d  a f f e c t s  p r i c e s .  O n e  r e a s o n  f o r  t h e  r e c e n t  
s h o r t a g e  o f  g a s o l i n e  i n  t h e  F a i r b a n k s  a r e a ,  h e  s u r m i s e d ,  
p e r t a i n e d  t o  a n  o p e r a t i o n a l  i s s u e  a t  t h e  r e f ’ n e r y  -  s o m e  
c o m p o n e n t s  r e q u i r e d  i n  t h e  m a n u f a c t u r e  o f  g a s o l i n e  h a d  t o  b e  
r e p a i r e d  a n d  i t  too/ .  s e v e r a l  w e e k s  f o r  t h a t  t o  o c c u r .  S u c h  
o p e r a t i o n a l  i s s u e s  c a n  a c c o u n t  f o r  s p i k e s  [ i n  s u p p l y  a n d
t h e r e f o r e  p r i c e ]  .

C H A I R  R A MR A S  o f f e r e d  h i s  u n d e r s t a n d i n g  t h a t  T e s o r o  C o r p o r a t i o n ,  
a s  a  p u b l i c l y  t r a d e d  c o m p a n y ,  l o s t  7 5  p e r c e n t  o f  i t s  m a r k e t  
v a l u e  o v e r  t h e  l a s t  y e a r ;  a n d  t h a t  r e s e a r c h  i n d i c a t e s  t h a t
t h a t ' s  d u e  t o  a  l a c k  o f  p r i c i n g  p o w e r  a t  t h e  r e f i n e r y  l e v e l
t h a t  a s  t h e  p r i c e  o f  g a s  g o e s  u p ,  c o n s u m p t i o n  g o e s  d o w n ,  a n d  s o  
r e f i n e r s  l o s e  t h e i r  m a r g i n .  H e  s a i d  h e ' s  h e a r d  a r g u m e n t s  t h a t  
h a d  t h e  p r i c e  o f  g a s o l i n e  t r u l y  f o l l o w e d  t h e  p r i c e  o f  a  b a n e l  
o f  o i l ,  t h e  p r i c e  o f  g a s o l i n e  m i g h t  h a v e  g o n e  a s  h i g h  a s  
$ 6 . 0 0 / g a l  I o n . C o n s u m e r s ,  h e  s u r m i s e d ,  r e l a t e d  t h e  p r i c e  o f  
g a s o l i n e  t o  t h e  p r i c e  o f  a  b a r r e l  o f  o i l  a n d  t h u s  a s s u m e d  t h a t  
t h e r e  s h o u l d  n o w  b e  a  c o r r e l a t i n g  d e c r e a s e  i n  p r i c e .  A f t e r  
r e f e r r i n g  t o  t h e  H e a l y  C l e a n  C o a l  P l a n t  ( H C C P )  , C h a i r  R a m r a s  
s a i d  t h a t  h e ' d  m e t  w i t h  t h e  C E O  o f  G o l d e n  V a l l e y  E l e c t r i c  
A s s o c i a t i o n  ( G V E A ) , a n d  o f f e r e d  h i s  u n d e r s t a n d i n g  t h a t  G V E A
e s t i m a t e s  t h e  p r i c e  o f  o i l  g o i n g  f o r w a r d  9 0  d a y s ,  m i s s e d  a  
" r a d i c a l "  m o v e  i n  t h e  m a r k e t  a n d  s o  l o s t  o v e r  $ 2 5  m i l l i o n ,  a n d  
h a s  s i n c e  o n l y  b e e n  a b l e  t o  r e c a p t u r e  $ 2 . 5  m i l l i o n  o f  t h a t  l o s s  
e v e r y  m o n t h  a n d  t h u s  i t  w i l l  t a k e  G V E A  1 0  m o n t h s  o f  p r i c e
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c o r r e c t i o n  t o  r e c o u p  t h e  t o t a l  $ 2 5  m i l l i o n .  C o n s u m e r s ,  o n  t h e  
o t h e r  h a n d ,  s e e  o n l y  t h a t  t h e  p r i c e  t h e y  a r e  p a y i n g  h a s  n o t  
c o r r e s p o n d i n g l y  d r o p p e d  w i t h  t h e  d r o p  i n  t h e  p r i c e  o f  a  b a r r e l  
o f  o i l .  H e  r e l a y e d  t h a t  G V E A  h a s  i n d i c a t e d  t h a t  i t  w i l l  h a v e  t o  
r e c o u p  t h e  a f o r e m e n t i o n e d  $ 2 5  m i l l i o n  l o s s  b e f o r e  i t  c a n  " r e ­
p r i c e "  [ i t s  r a t e s ]  t o  c o r r e l a t e  w i t h  t h e  [ c u r r e n t ]  c o s t  o f  
d i e s e l ,  w h i c h  g e n e r a t e s  t h e  m a j o r i t y  o f  [ G V E A ' s  e l e c t r i c ]  
k i l o w a t t s .

C H A I R  R A M R A S ,  r e m a r k i n g  t h a t  t h e  s t a t e  i s  s o m e w h a t  r e s p o n s i b l e  
f o r  t h e  h i g h  p r i c e  o f  o i l  b e c a u s e  i t ' s  s e l l i n g  i t s  r o y a l t y  o i l  
a t  t h e  p r e m i u m  p r i c e  t h a t  t h e  m a r k e t  w i ^ l  b e a r ,  a s k e d  M r .  
S n i f f e n  t o  s p e a k  a b o u t  " p r i c i n g  f o r  r e t a i l  c u s t o m e r s  . . . a n d  t h e  
d i s c o n n e c t  t h a t  m a y  e x i s t  b e t w e e n  [ t h e ]  p r i c e  o f  a  b a r r e l  o f  
o i l ,  t h e  r e l a t i o n s h i p  t o  r e f i n i n g ,  a n d  h o w  l o n g  c o n s u m e r s  h a v e  
t o  w a i t  u n t i l  t h a t  r e l a t i o n s h i p  i s  r e s t o r e d . "

M R .  S N I F F E N ,  _ j g g e s t i n g  t h a t  r e p r e s e n t a t i v e s  f r o m  t h e  r e f i n e r i e s  
m i g h t  b e  b e t t e r  a b l e  t o  r e s p o n d  t o  t h o s e  p o i n t s ,  r e l a y e d  t h a t  
t h e  a d m i n i s t r a t i o n  h a s  r e t a i n e d  t h e  s e r v i c e s  o f  a  p e t r o l e u m  
e c o n o m i s t  -  B a r r y  P u l l i a m ,  s e n i o r  e c o n o m i s t  a t  E c o n  O n e  
R e s e a r c h ,  I n c .  -  a n d  t h a t  h e  a n d  M r .  P u l l i a m  h a v e  d i s c u s s e d  t h e  
f a c t  t h a t  t h e  r e t a i l  p r i c e  o f  g a s o l i n e  d i d  n o t  c o r r e s p o n d i n g l y  
g o  a s  h i g h  a s  t h e  p r i c e  o f  a  b a r r e l  o f  o i l ,  t h u s  r e s u l t i n g  i n  a  
d e f i c i t  f o r  s o m e  r e f i n e r i e s ,  w h i c h  i n  t u r n  h a v e  d e l a y e d  
d e c r e a s i n g  t h e i r  p r i c e s  u n t i l  t h e y  c a n  r e c o u p  t h e i r  l o s e s .  
H i s t o r i c a l  d a t a  r e g a r d i n g  t h e  p r i c e  o f  g a s o l i n e  i n  A l a s k a ' s  
R a i l b e l t  c o m m u n i t i e s  -  A n c h o r a g e ,  F a i r b a n k s ,  K e n a i  -  i l l u s t r a t e s  
a  t r e n d  f o r  t h e  p r i c e  o f  g a s o l i n e  t o  l a g  a  b i t  b e h i n d  " w h a t  t h e  
m a r k e t  h a s  d o n e . "  E v e n  S e a t t l e ,  f o r  e x a m p l e ,  l a g s  b e h i n d  t h e  
n a t i o n a l  m a r k e t ,  a n d  A l a s k a  l a g s  e v e n  a  b i t  f u r t h e r  b e h i n d .

MR .  S N I F F E N  r e m a r k e d  t h a t  t h e  c u r r e n t  l a g  h a s  b e e n  p a r t i c u l a r l y  
l o n g ,  a n d  t h a t  e v e n  w h e n  t h e  p r i c e s  e l s e w h e r e  s t a r t e d  t o  f a l l ,  
t h e  p r i c e s  i n  A l a s k a  s t i l l  h a v e  n o t ,  e v e n  a  m o n t h  l a t e r .  M r .  
P u l l i a m ,  M r .  S n i f f e n  r e l a y e d ,  h a s  i n d i c a t e d  t h a t  p e r h a p s  s o m e  
o t h e r  o p e r a t i o n a l  i s s u e s  i n  A l a s k a  h a v e  b e e n  a  f a c t o r  i n  k e e p i n g  
p r i c e s  i n  A l a s k a  u p .  M r .  S n i f f e n  s a i d  t h a t  [ h e  a n d  M r .  P u l l i a m ]  
w i l l  b e  i n v e s t i g a t i n g  t h a t  p o i n t  f u r t h e r .  M r .  S n i f f e n  s u g g e s t e d  
t h a t  t h e  f a s t  a n d  d r a m a t i c  i n c r e a s e s  i n  t h e  p r i c e  o f  a  b a r r e l  o f  
o i l  c a u g h t  e v e r y b o d y  o f f  g u a r d ,  a n d  s o  i t  m a y  b e  a w h i l e  b e f o r e  
p r i c e s  c o m e  d o w n  f u r t h e r ,  t h o u g h  t h e  s u s p e n s i o n  o f  t h e  S t a t e ' s  
m o t o r  f u e l  t a x  h a s  r e s u l t e d  i n  a  b i t  o f  a  d e c r e a s e .
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C H A I R  R A M R A S  r e f e r r e d  t o  a  c h a r t  i n  m e m b e r s '  p a c k e t s  w h i c h  
i l l u s t r a t e s  a v e r a g e  g a s o l i n e  p r i c e s ,  g a s o l i n e  p r i c e s  a  m o n t h  
a g o ,  a n d  g a s o l i n e  p r i c e s  a  y e a r  a g o ,  i n  A l a s k a ,  I d a h o ,  M o n t a n a ,  
N o r t n  D a k o t a ,  S o u t h  D a k o t a ,  W a s h i n g t o n ,  a n d  t h e  U . S .  a s  a  w h o l e .  
H e  r e m a r k e d  t h a t  N o r t h  D a k o t a  i s  s i m i l a r  t o  A l a s k a  i n  t h a t  t h e  
p o p u l a t i o n  i s  s m a l l ,  i t ' s  r u r a l  i n  n a t u r e ,  t h e r e ' s  n o  p o p u l a t i o n  
d e n s i t y ,  i t ' s  a n  o i l  e x p o r t e r  a n d  a n  o i l  p r o d u c e r ,  a n d  h a s  o n e  
r e f i n e r y .  C o n s u m e r s  i n  A l a s k a ,  h e  r e m a r k e d ,  h a v e  p u t  f o r t h  t h e  
a r g u m e n t  t h a t  s i n c e  t h e  s t a t e  o w n s  t h e  o i l ,  t h e y  o u g h t  t o  b e  
a b l e  t o  p u r c h a s e  i t  f o r  l e s s .  C h a i r  R a m r a s  e x p r e s s e d  i n t e r e s t  
i n  h a v i n g  M r .  P u l l i a m  t e s t i f y  d u r i n g  t h e  n e x t  h e a r i n g  o n  t h e s e  
i s s u e s ,  a s  w e l l  a s  i n  o b t a i n i n g  i n f o r m a t i o n  f r o m  s t a t e s  w i t h  
c h a r a c t e r i s t i c s  s i m i l a r  t o  t h o s e  o f  A l a s k a .

M R .  S N I F F E N ,  i n  r e s p o n s e  t o  a  q u e s t i o n ,  p r o f f e r e d  t h a t  t l . a  
c u r r e n t  h i g h  c o s t  o f  g a s o l i n e  i n  A l a s k a  m i g h t  b e  c a u s i n g  s o m e  
p e o p l e  t o  p u r c h a s e  t h e i r  g a s o l i n e  a t  s t a t i o n s  t h a t  h a v e  c h e a p e r  
p r i c e s .  S o  a l t h o u g h  t h e  v o l u m e  o f  g a s o l i n e  s o l d  a t  M s .  H e i n ' s  
s t a t i o n ,  f o r  e x a m p l e ,  h a s  d e c r e a s e d ,  h e  d o e s n ' t  k n o w  w h e t h e r  t h e  
t o t a l  v o l u m e  o f  g a s o l i n e  s o l d  i n  t h e  F a i r b a n k s  a r e a  h a s  
n e c e s s a r i l y  d e c r e a s e d .  H e  s u r m i s e d  t h a t  i n  s o m e  c o m m u n i t i e s  
w h e r e  r e s i d e n t s  h a v e  t h e  a b i l i t y  t o  c u t  d o w n  o n  c o n s u m p t i o n ,  
t h e r e  h a s  b e e n  a  d e c r e a s e  i n  c o n s u m p t i o n .  C o n s u m p t i o n  h a s  g o n e  
d o w n  e v e n  i n  A n c h o r a g e ,  f o r  e x a m p l e ,  b u t  o n l y  b y  a  s m a l l  
f r a c t i o n ,  n o t h i n g  l a r g e  e n o u g h  t o  h a v e  a f f e c t e d  [ r e t a i l e r s ' ]  
p r i c i n g  d e c i s i o n s .

R E P R E S E N T A T I V E  G R U E N B E R G  a s k e d  w h e t h e r  A l a s k a  h a s  d e v e l o p e d  a n y  
c o m m o n  l a w  t h a t  w o u l d  r e m e d y  " t h i s . "

M R .  S N I F F E N  o f f e r e d  h i s  u n d e r s t a n d i n g  t h a t  i f  p r i c e s  r o s e  t o  a n  
u n c o n s c i o n a b l e  l e v e l ,  t h a t  t h e r e  i s  a  " r u l e  o f  e q u i t y "  w h i c h  
m i g h t  a l l o w  t h e  a r g u m e n t  t o  b e  m a d e  t h a t  a  b u s i n e s s ' s  p r i c i n g  i s  
s o  o u t r a g e o u s  t h a t  i t ' s  u n f a i r  a n d  t h u s  s h o u l d n ' t  b e  a l l o w e d .  
H e  a d d e d ,  h o w e v e r ,  t h a t  h e  h a s n ' t  e v e r  s e e n  t h a t  [ a r g u m e n t ]  
s u c c e s s f u l l y  a p p l i e d  t o  t h e  p r i c e  o f  g a s o l i n e .  I n  r e s p o n s e  t o  a  
q u e s t i o n ,  h e  i n d i c a t e d  t h a t  i n  c a s e s  w h e r e  t h a t  t h e o r y  h a s  b e e n  
r a i s e d ,  t h e r e  h a s  a l m o s t  a l w a y s  b e e n  a  b e t t e r  t h e o r y  r a i s e d  a s  
w e l l  -  s u c h  a s  t h a t  f r a u d  o r  a  c o n s u m e r  p r o t e c t i o n  v i o l a t i o n  
o c c u r r e d  t h a t  r e s u l t e d  i n  t h e  u n c o n s c i o n a b l e  p r i c e  -  a n d  s o  t h e  
f a c t  o f  a  h i g h  p r i c e  a l o n e  h a s  n o t  b e e n  t h e  f o c u s  [ o f  a n y  
s u b s e q u e n t  i n v e s t i g a t i o n ] . I n  r e s p o n s e  t o  a n o t h e r  q u e s t i o n ,  h e  
o b s e r v e d  t h a t  a l m o s t  a l l  c o n s u m e r  p r o t e c t i o n  s t a t u t e s  a r e  c o d e ­
b a s e d  .
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R E P R E S E N T A T I V E  M I K E  H A W K E R ,  A l a s k a  S t a t e  L e g i s l a t u r e ,  r e m a r k e d  
t h a t  t h e r e  i s  p r e c e d e n t  f o r  t h e  s t a t e  t o  r e g u l a t e  t h e  p r i c e  o f  
e s s e n t i a l  l i f e  s e r v i c e s  v i a  t h e  R e g u l a t o r y  C o m m i s s i o n  o f  A l a s k a  
( R C A ) , s o  t h e  s t a t e  c o u l d  s i m p l y  r e g u l a t e  a l l  r e f i n i n g  a n d

d i s t r i b u t i o n  o f  p e t r o l e u m  p r o d u c t s .  S h o u l d  s o m e t h i n g  l i k e  t h a t
o c c u r ,  h e  a s k e d ,  w o u l d  t h a t  r e s u l t  i n  c o n s u m e r s  h a v i n g  t o  a b s o r b  
t h e  e n t i r e t y  o f  s u c h  l o s s e s  a s  t h o s e  m e n t i o n e d  e a r l i e r ?  I n
o t h e r  w o r d s ,  w o u l d  t h e  p r i c e  o f  p e t r o l e u m  p r o d u c t s  s i m p l y  g o  u p  
e v e n  h i g h e r  u n d e r  a  r e g u l a t e d  e n v i r o n m e n t ?

M R .  S N I F F E N  s u r m ' s e d  t h a t  t h a t  c o u l d  b e  a  p o s s i b i l i t y .  H e  n o t e d  
t h a t  w h e n  H a w a i i  p u t  i t s  r e f i n e r i e s  u n d e r  r e g u l a t o r y  c o n t r o l  a  
f e w  y e a r s  a g o ,  p r i c e s  w e n t  u p  r i g h t  a w a y  t o  t h e  m a x i m u m  a l l o w e d  
b y  s t a t u t e  a n d  t h e n  n e v e r  c a m e  d o w n .  D o i n g  s o m e t h i n g  s i m i l a r  i n  
A l a s k a  w o u l d  b e  v e r y  d i f f i c u l t ,  h e  o p i n e d ,  a n d  m e n t i o n e d  t h a t  
M r .  P u l l i a m  h a d  b e e n  i n v o l v e d  i n  c o m i n g  u p  w i t h  H a w a i i ' s  
r e g u l a t o r y  f r a m e w o r k .  U n d e r  A l a s k a ' s  c u r r e n t  r e g u l a t o r y  r e g i m e ,  
i f  a  u t i l i t y  c o m p a n y  w a n t s  t o  s e t  a  p r i c e  f o r  d e l i v e r y  o f  i t s  
g a s ,  i t  h a s  t o  g o  b e f o r e  t h e  R C A  f o r  a  r a t e  h e a r i n g .  S o  i f  t h e  
r e f i n e r i e s  i n  A l a s k a  h a d  t h e i r  r a t e s  s e t  b y  t h e  R C A ,  a n d
s o m e t h i n g  h a p p e n e d  w h e r e b y  t h e y  i n c u r r e d  a  l o t  o f  r o s t s ,  t h e y  
w o u l d  e i t h e r  h a v e  t o  s e e k  s o m e  e m e r g e n c y  r e l i e f  f r o m  t h e  R C A  o r  
w a i t  u n t i l  t h e i r  n e x t  r e g u l a r  r a t e  h e a r i n g  b e f o r e  a d j u s t i n g  
t h e i r  r a t e s  a n d  t r y i n g  t o  r e c o v e r  t h e i r  l o s e s .  T h i s  w o u l d  b e  
d i f f i c u l t ,  h e  a g a i n  o p i n e d ,  b e c a u s e  c r u d e  o i l  m a r k e t s  m o v e  f a r  
m o r e  d y n a m i c a l l y  t h a n  t h o s e  a s s o c i a t e d  w i t h  o t h e r  t y p e s  o f  
e n e r g y  u t i l i t i e s  t h a t  t h e  s t a t e  a l r e a d y  r e g u l a t e s .

R E P R E S E N T A T I V E  H AWK E R  a s k e d  w h e t h e r  t h e  c o u r t s  h a v e  r u l e d  t h a t  
t h e  s t a t e  m a y  n o t  s e l l  i t s  r o y a l t y  o i l  b e l o w  m a r k e t  p r i c e .

M R .  S N I F F E N  s a i d  y e s ,  a d d i n g  t h a t  t h e r e  i s  a l s o  a  c o n s t i t u t i o n a l  
r e q u i r e m e n t  f o r  t h e  s t a t e  t o  s e l l  i t s  r o y a l t y  o i l  a t  m a r k e t  
r a t e s  s o  a s  t o  m a x i m i z e  t h e  s t a t e ' s  r e s o u r c e s  f o r  t h e  b e n e f i t  o f  
t h e  p e o p l e ,  a n d  r o m p a n i e s  l i k e  T e s o r o  C o r p o r a t i o n  a n d  F l i n t  
H i l l s  R e s o u r c e s  m u s t  p a y  t h e  p r i c e  s e t  i n  t h e  w o r l d  m a r k e t .

R E P R E S E N T A T I V E  H A W K E R ,  r e f e r r i n g  t o  t h e  a f o r e m e n t i o n e d  c h a r t ,  
a s k e d  w h e t h e r  t h e  c o l u m n  l i s t i n g  t a x e s  i n c l u d e s  e x c i s e  t a x e s .

1 0 : 0 1 : 4 1  AM

J A N E  W.  P I E R S O N ,  S t a f f  t o  R e p r e s e n t a t i / e  J a y  R a m r a s ,  A l a s k a  
S t a t e  L e g i s l a t u r e ,  s a i d  t h a t  t h a t  c o l u m n  j u s t  l i s t s  s a l e s  t a x e s .

M R .  S N I F F E N ,  i n  r e s p o n s e  t o  c o m m e n t s  a n d  a  q u e s t i o n ,  o f f e r e d  h i s  
u n d e r s t a n d i n g  t h a t  w h e n  a  r e f i n e r y  m a n u f a c t u r e s  a  g a s o l i n e
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p r o d u c t ,  i t  g o e s  t o  v a r i o u s  t y p e s  o f  g a s  s t a t i o n s  i n  a  v a r i e t y  
o f  w a y s .  F o r  e x a m p l e ,  t h e r e  a r e  c o m p a n y - o w n e d  g a s  s t a t i o n s  t h a t  
a r e  a f f i l i a t e d  w i t h  t h e  r e f i n e r y  i n  s o m e  w a y  -  t h e y  m a y  b e  
l e a s e d  t h r o u g h  t h e  c o m p a n y  t h a t  o w n s  t h e  r e f i n e r y ,  o r  t h e y  m a y  
b e  " b r a n d e d "  s t a t i o n s ,  w h i c h  h a v e  t o  c o m p l y  w i t h  c e r t a i n  
r e q u i r e m e n t s  -  a n d  t h e n  t h e r e  a r e  s o m e  i n d e p e n d e n t  g a s  s t a t i o n s  
t h a t  u s e  v a r i o u s  d i s t r i b u t o r s  t o  t r a n s p o r t  f u e l  t o  t h e m  f r o m  t h e  
r e f i n e r y .  F u r t h e r m o r e ,  s o m e  i n d e p e n d e n t  g a s  s t a t i o n s  m i g h t  h a v e  
t h e  r e s o u r c e s  t o  b u y  t h e i r  o w n  f u e l  t r u c k s ,  a n d  s o  w i l l  j u s t  g o  
p i c k  u p  t h e i r  o w n  f u e l .

M R .  S N I F F E N  i n d i c a t e d  t h a t  m o s t  g a s  s t a t i o n s ,  t h o u g h ,  h a v e  s o m e  
k i n d  o f  a  r e l a t i o n s h i p  w i t h  a  r e f i n e r y  -  v i a  s o m e  k i n d  o f  
a g r e e m e n t ,  w h i c h  m i g h t  i n c l u d e  a  r e d u c t i o n  f r o m  t h e  " r a c k  r a t e "  
-  a n d  h a v e  g a s  d e l i v e r e d  t h r o u g h  v a r i o u s  t y p e s  o f  t r a n s p o r t a t i o n  
c o m p a n i e s .  P r i c i n g  d e c i s i o n s  a r e  p r i m a r i l y  l e f t  t o  t h e  r e t a i l  
s t a t i o n s ,  a n d  a r e  c l e a r l y  d r i v e n  b y  t h e  r e f i n e r y ' s  p r i c e  f o r  
g a s o l i n e  a t  t h e  r a c k ,  w h i c h  i s  t h e  t e r m  u s e d  f o r  t h e  o u t l e t  a t  
t h e  r e f i n e r y  w h e r e  t h e  g a s o l i n e  i s  s o l d  a n d  p i c k e d  u p  b y  t h e  
f u e l  t r u c k s .  A  r a c k  r a t e  i s  w h a t  t h e  r e f i n e r y  i s  s e l l i n g  i t s  
g a s  f o r  a t  t h e  r a c k ,  v a r i o u s  s e r v i c e s  t r a c k  r a c k  r a t e  
i n f o r m a t i o n  f o r  r e f i n e r i e s  a r o u n d  t h e  w o r l d ,  a n d  t h e  
a d m i n i s t r a t i o n  i s  u s i n g  O i l  P r i c e  I n f o r m a t i o n  S e r v i c e  ( O P I S )  t o  
t r a c k  r a c k  r a t e s  a s  p a r t  o f  i t s  i n v e s t i g a t i o n .

M R .  S N I F F E N  e x p l a i n e d  t h a t  j o b b e r s  a r e  e n t i t i e s  t h a t  t r a n s p o r t  
f u e l  f r o m  t h e  r a c k  t o  t h e  d i f f e r e n t  s t a t i o n s ,  a n d  a r e  r e l a t e d  t o  
t h e  g a s  s t a t i o n s  o w n e r s  a n d  t h e  r e f i n e r i e s  i n  s o m e  w a y .  T h e r e  
a r e  a l s o  i n d e p e n d e n t  d i s t r i b u t o r s  t h a t  o w n  f u e l  t r u c k s  a n d  
t r a n s p o r t  f u e l  t o  a n y o n e  w h o  n e e d s  i t ,  c h a r g i n g  s o  m u c h  p e r  
g a l l o n  f o r  t h a t  s e r v i c e .

R E P R E S E N T A T I V E  C O G H I L L ,  r e m a r k i n g  t h a t  h i s  f a t h e r  w o r k e d  a s  a  
j o b b e r ,  o f f e r e d  h i s  b e l i e f  t h a t  j o b b e r s  h a v e  " b r a n d  l o y a l t y . "

M R .  S N I F F E N  c o n c u r r e d .

1 0  : 0. 9 : 3 0  AM

R E P R E S E N T A T I V E  R O B  R O S E S ,  A l a s k a  S t a t e  L e g i s l a t u r e ,  a s k e d  M r .  
S n i f f e n  w h e t h e r  h e  w a s  f a m i l i a r  w i t h  " t h e  a n t i t r u s t  p r o s e c u t i o n  
t h a t  o c c u r r e d  a g a i n s t  i n d e p e n d e n t  s e r v i c e  s t a t i o n  o w n e r s  b a c k  i n  
t h e  ' 7 0 s . "

M R .  S N I F F E N  s a i d  h e  i s  f a m i l i a r  w i t h  t h a t  p r o s e c u t i o n  a s  w e l l  a s  
w i t h  a n  i n v e s t i g a t i o n  t h a t  o c c u r r e d  i n  t h e  e a r l y  o r  m i d - ' 9 0 s  i n  
w h i c h  i t  w a s  f o u n d  t h a t  t h e r e  w a s  s o m e  c o l l u s i o n  o c c u r r i n g ,
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t h o u g h  h e  i s  n o t  s u r e  w h e t h e r  t h e  s u b j e c t  o f  t h a t  i n v e s t i g a t i o n  
w a s  i n d i c t e d  o r  s u b j e c t e d  t o  c r i m i n a l  p e n a l t i e s .

R E P R E S E N T A T I V E  R O S E S ,  r e f e r r i n g  t o  t h e  [ p r o s e c u t i o n ]  t h a t  
o c c u r r e d  i n  t h e  ' 7 0 s ,  e x p l a i n e d  t h a t  t h e  S t a t e  b r o u g h t  a  l a w s u i t  
a g a i n s t  1 8  d i f f e r e n t  s e r v i c e  s t a t i o n  o w n e r s  a n d  t h a t  t h e r e  w e r e  
a b o u t  3 0  s t a t i o n s  i n v o l v e d  b e c a u s e  s o m e  o f  t h e  p e o p l e  u n d e r  
i n v e s t i g a t i o n  o w n e d  s e v e r a l  s t a t i o n s .  T h i s  o c c u r r e d  b a c k  w h e n  
t h e r e  w e r e  g a s  s h o r t a g e s  a l l  o v e r  t h e  c o u n t r y ,  a n d  [ a s  o n e  o f  
t h o s e  s e r v i c e  s t a t i o n  o w n e r s ,  h e ' d ]  g e t  c a l l s  f r o m  h i s  
d i s t r i b u t o r  f i v e  t i m e s  a  d a y  s a y i n g  t h a t  t h e  p r i c e  o f  g a s o l i n e  
h a d  c h a n g e d  a g a i n .  D u r i n g  t h o s e  t i m e s ,  i f  a  s e r v i c e  s t a t i o n  
o w n e r  w a s  l u c k y  e n o u g h  t o  b u y  1 0 , 0 0 0  g a l l o n s  o f  g a s o l i n e  a t  o n e  
o f  t h e  d a y ' s  l o w  p r i c e s ,  t h e n  h e / s h e  c o u l d  a c t u a l l y  m a k e  a  
p r o f i t ,  b u t  i f  n o t ,  t h e n  , s h e  w o u l d  e n d  u p  " g i v i n g  i t  a w a y "  i n  
o r d e r  t o  s t a y  c o m p e t i t i v e  w i t h  o t h e r  s e r v i c e  s t a t i o n s .
R e p r e s e n t a t i v e  R o s e s  e x p l a i n e d  t h a t  h e  w a s  o n e  o f  t h e  
a f o r e m e n t i o n e d  1 8  s e r v i c e  s t a t i o n  o w n e r s .

1 0 : 1 2 : 3 3  AM

J E F F  C O O K ,  D i r e c t o r ,  E x t e r n a l  A f f a i r s ,  F l i n t  H i l l s  R e s o u r c e s ,  
p a r a p h r a s e d  f r o m  h i s  w r i t t e n  t e s t i m o n y ,  w h i c h  i n  p a r t  r e a d  
[ o r i g i n a l  p u n c t u a t i o n  p r o v i d e d ] :

O u r  C o m p a n y  h a s  m o r e  t h a n  6 0  y e a r s  o f  e x p  o r i e n c e  i n  
t h e  r e f i n i n g  b u s i n e s s .  A l o n g  w i t h  t h e  N o r t h  P o l e  
R e f i n e r y ,  w h i c h  we  h a v e  o w n e d  s i n c e  2 0 0 4 ,  w e  a l s o  o w n  
a n d  o p e r a t e  r e f i n e r i e s  i n  M i n n e s o t a  a n d  T e x a s .

T h e  N o r t h  P o l e  R e f i n e r y  b e g a n  o p e r a t i n g  i n  1 9 7 7 ,  
s h o r t l y  a f t e r  t h e  T r a n s A l a s k a  P i p e l i n e  S y s t e m  w a s  
c o m p l e t e d .  T h e  f a c i l i t y  h a s  g o n e  t h r o u g h  v a r i o u s
m o d i f i c a t i o n s  o v e r  t h e  y e a r s ,  b u t  i t s  b a s i c  
c o n f i g u r a t i o n  h a s  r e m a i n e d  u n c h a n g e d .  O u r  r e f i n e r y  i s  
a  t o p p i n g  p l a n t  m e a n i n g  i t  l a c k s  t h e  s o p h i s t i c a t e d  
p r o c e s s i n g  c a p a b i l i t y  t o  t u r n  a l l  o f  t h e  c r u d e  o i l  
t h a t  c o m e s  i n t o  t h e  p l a n t  i n t o  r e f i n e d  p r o d u c t s .

T h e  N o r t h  P o l e  R e f i n e r y  t a k e s  i n  b e t w e e n  1 8 0 , 0 0 0  t o  
2 2 0 , 0 0 0  b a r r e l s  p e r  d a y  o f  c r u d e  o i l .  We  h e a t  t h a t  
c r u d e  o i l  t o  d i s t i l l  i t  i n t o  a  f e w  b a s i c  p r o d u c t s
w h i c h  w e  r e t a i n  t o  s e l l .  T h e  r e s t  o f  t h e  s t r e a m  i s
t h e n  r e t u r n e d  t o  T A P S .  A s  a  r e s u l t ,  w e  k e e p  o n l y
a b o u t  5 0 , 0 0 0  b a r r e l s  a  d a y  o f  s a l e a b l e  p r o d u c t s ,  t h e  
m a j o r i t y  o f  w h i c h  i s  j e t  f u e l .  I n  a d d i t i o n ,  w e  k e e p  a
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q u a n t i t y  o f  f u e l  t h a t  i s  u s e d  t o  h e a t  t h e  c r u d e  o i l  i n  
t h e  r e f i n i n g  p r o c e s s .

T h e r e  w e r e  m a n y  t o p p i n g  p l a n t s  o p e r a t i n g  i n  t h e  U n i t e d  
S t a t e s  w h e n  t h e  N o r t h  P o l e  R e f i n e r y  o p e n e d  f o r  
b u s i n e s s  i n  1 9 7 7 .  N o w ,  t h e r e  a r e  j u s t  a  f e w .  
I n c r e a s e d  e n v i r o n m e n t a l  e m i s s i o n s  r e g u l a t i o n s  c a u s e d  
m a n y  t o p p i n g  p l a n t s  t o  s h u t  d o w n  a n d  i n c r e a s i n g l y  
s t r i n g e n t  f e d e r a l  r e q u i r e m e n t s  o n  t h e  t y p e  o f  f u e l s  
p r o d u c e d  f o r c e d  o t h e r s  t o  c l o s e .

T h e  N o r t h  P o l e  R e f i n e r y  w a s  a b l e  t o  k e e p  p a c e  w i t h  n e w  
e n v i r o n m e n t a l  r e g u l a t i o n s  b u t  t h e  c h a n g e s  i n  t h e  t y p e  
o f  f u e l s  r e q u i r e d  h a s  i m p a c t e d  t h e  a m o u n t  o f  g a s o l i n e  
t h a t  c a n  b e  p r o d u c e d  a t  o u r  N o r t h  P o l e  p l a n t .

S i n c e  f e d e r a l l y  m a n d a t e d  d e c r e a s e s  i n  s u l f u r  c o n t e n t  
f o r  g a s o l i n e  a n d  d i e s e l  f u e l  c a m e  i n t o  e f f e c t  i n  t h e  
l a s t  f e w  y e a r s ,  o u r  a b i l i t y  t o  p r o d u c e  t h o s e  t w o  f u e l s  
h a s  b e e n  s u b s t a n t i a l l y  d i m i n i s h e d .  W h i l e  t h e  r e f i n e r y  
s t i l l  p r o d u c e s  s o m e  g a s o l i n e  a n d  o f f - r o a d  d i e s e l ,  w e  
n o w  b u y  g a s o l i n e  a n d  d i e s e l  f u e l  f r o m  o t h e r  s o u r c e s  i n  
o r d e r  t o  m e e t  t h e  f u l l  n e e d s  o f  o u r  c u s t o m e r s .

We  a r e  n o t  i n  t h e  c r u d e  p r o d u c t i o n  b u s i n e s s  n o r  d o  w e  
o w n  r e t a i l  s t a t i o n s  a n d  a l l  o f  o u r  p r o d u c t s  a r e  s o l d  
o n  t h e  w h o l e s a l e  m a r k e t .

I t ' s  a l s o  i m p o r t a n t  t o  n o t e  t h a t  w e  p r o v i d e  l e s s  t h a n  
o n e - f i f t h  o f  t h e  g a s o l i n e  u s e d  i n  A l a s k a  a n d  o n l y  a  
t h i r d  o f  t h e  h e a t i n g  f u e l  i n  t h e  F a i r b a n k s  a r e a .

1 0 : 1 6 : 1 7  AM

C H A I R  R A M R A S  o f f e r e d  h i s  u n d e r s t a n d i n g  t h a t  F l i n t  H i l l s  
R e s o u r c e s  i s  c o n t e m p l a t i n g  t a k i n g  " d r a c o n i a n  m e a s u r e s "  b e c a u s e  
i t  i s  h a v i n g  a  d i f f i c u l t  t i m e  s t a y i n g  i n  b u s i n e s s  a n d  h a s  
o n g o i n g  t e n s i o n  w i t h  t h e  S t a t e ,  t h a t  m o s t  r e f i n e r i e s  a r e  a b l e  t o  
u s e  n a t u r a l  g a s  t o  r e f i n e  t h e i r  p r o d u c t s  i n t o  g a s o l i n e ;  t h a t  t h e  
p r i c e  o f  n a t u r a l  g a s  i s  e q u i v a l e n t  t o  o i l  a t  a b o u t  $ 4 5  p e r  
b a r r e l ;  a n d  t h a t  F l i n t  H i l l s  R e s o u r c e s  i s  s t i l l  u s i n g  o i l  t o  
r e f i n e  i t s  p r o d u c t s  i n t o  g a s o l i n e ,  r e s u l t i n g  i n  m o r e  c o s t  
c o m p a r e d  t o  t h e  r e f i n e r y  a t  N i k i s k i ,  w h i c h ,  h e  s a i d  h e  a s s u m e s ,  
u s e s  n a t u r a l  g a s .

M R .  C O O K  r e l a y e d  t h a t  F l i n t  H i l l s  R e s o u r c e s  h a s  t o  r e f i n e  i t s  
c r u d e  o i l  i n t o  t h e  p r o d u c t  -  b a s i c a l l y ,  g a s o l i n e  -  i t  u s e s  t o
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r u n  i t s  r e f i n e r y  i n  N o r t h  P o l e ,  s o  t h e  h i g h  p r i c e s  o f  c r u d e  o i l  
h a v e  d e f i n i t e l y  i m p a c t e d  t h e  c o m p a n y .  M o s t  r e f i n e r i e s  i n  t h e  
c o u n t r y  d o  r u n  o n  n a t u r a l  g a s ,  a n d  t h i s  p u t s  t h e  N o r t h  P o l e  
r e f i n e r y  a t  a  c o m p e t i t i v e  d i s a d v a n t a g e .  I t  c o s t s  a b o u t  
$ 2 1 / M M B t u  ( m i l l i o n  B r i t i s h  t h e r m a l  u n i t s )  t o  r u n  t h a t  r e f i n e r y .

C H A I R  R A M RA S  o f f e r e d  h i s  b e l i e f  t h a t  " u s u a l l y  t h e  e n e r g y  
e q u i v a l e n t  b e t w e e n  n a t u r a l  g a s  a n d  o i l  i s  s i x  t o  o n e " ;  t h a t  t h e  
c u r r e n t  p r i c e  o f  n a t u r a l  g a s  a t  t h e  H e n r y  H u b  i s  a b o u t  $ 7 ;  a n d  
t h a t  t h e  c u r r e n t  p r i c e  o f  A l a s k a  N o r t h  S l o p e  ( A N S )  c r u d e  o i l  
w i l l  b e  a b o u t  $ 1 0 0  p e r  b a r r e l .  I f  t h e r e  w a s  n a t u r a l  g a s  i n  
F a i r b a n k s ,  w o u l d  F l i n t  H i l l s  R e s o u r c e s  b e  a b l e  t o  r e f i n e  i t s  
p r o d u c t  f o r  l e s s ,  h e  a s k e d .  A n d ,  i f  s o ,  w o u l d  F l i n t  H i l l s  
R e s o u r c e s  p a s s  t h a t  s a v i n g s  o n  t o  t h e  c o n s u m e r ?

M R .  C OO K  s a i d  t h a t  i f  t h a t  n a t u r a l  g a s  w e r e  t o  b e  p r i c e d  s i m i l a r  
t o  w h a t  i t ' s  p r i c e d  i n  t h e  A n c h o r a g e  a r e a ,  i t  w o u l d  c e r t a i n l y  
r e d u c e  h i s  c o m p a n y ' s  c o s t s  s i g n i f i c a n t l y ,  t h o u g h  l o n g - t e r m  
m a r k e t  f o r c e s  a r e  w h a t  d e f i n e  p r i c e .

C H A I R  R A M R A S  s u r m i s e d  t h a t  i f  F l i n t  H i l l s  R e s o u r c e s  w e r e  t o  
c h a n g e  t h e  t y p e  o f  f u e l  i t  u s e s  t o  r e f i n e  i t s  p r o d u c t ,  i t  w o u l d  
r e s u l t  i n  f u t u r e  s a v i n g s  f o r  c o n s u m e r s .  H e  o f f e r e d  h i s  
u n d e r s t a n d i n g  t h a t  1 B c f / y e a r  w o u l d  s u p p l y  t h e  F a i r b a n k s  m a r k e t ,  
a n d  t h a t  F l i n t  H i l l s  R e s o u r c e s  w o u l d  u s e  a b o u t  5  B c f  " i n  o r d e r  
t o  s w a p  n a t u r a l  g a s  f o r  t h e  f u n c t i o n  t h a t  o i l  i s  p l a y i n g  i n  
r e f i n i n g  p r o d u c t s  a t  t h e  t o p p i n g  p l a n t . "

M R .  C O O K ,  i n  r e s p o n s e  t o  q u e s t i o n s ,  i n d i c a t e d  t h a t  s o m e  o f  h i s  
c o m p a n y ' s  p r o p r i e t a r y  i n f o r m a t i o n  c o u l d  b e  p r o v i d e d  t o  t h e  
l e g i s l a t u r e  a s  l o n g  a s  c o n f i d e n t i a l i t y  a g r e e m e n t s  w e r e  s i g n e d .

1 0 : 2 2 . 0 6  AM

R E P R E S E N T A T I V E  H AW K ER  a s k e d  w h a t  i t  w o u l d  c o s t  t o  c o n v e r t  t h e  
N o r t h  P o l e  r e f i n e r y  s o  t h a t  i t  c o u l d  u s e  n a t u r a l  g a s  t o  r e f i n e  
i t s  p r o d u c t s .

M R .  C O O K  s a i d  h e  w o u l d  t r y  t o  p r o v i d e  t h a t  i n f o r m a t i o n  t o  t h e  
c o m m i t t e e .

R E P R E S E N T A T I V E  G R U E N B E R G  r a i s e d  t h e  i s s u e  o f  " z o n e  p r i c i n g , "  a n d  
n o t e d  t h a t  p r o p o s e d  l e g i s l a t i o n  i n  N e w  Y o r k  w o u l d  m a k e  s u c h  
i l l e g a l ;  t h a t  l e g i s l a t i o n  -  NY  A  2 6 4 1  -  i n  p a r t  r e a d s :  " P R I C E S
S E T  P U R S U A N T  T O  T H E  P R A C T I C E  O F  Z O N E  P R I C I N G ,  W H E R E B Y  A  
W H O L E S A L E  O R  R E T A I L  D I S T R I B U T O R  O F  M O T O R  F U E L S  S E T S  P R I C E S  ON 
T H E  B A S I S  O F  G E O G R A P H I C  R E G I O N S ,  S H A L L  B E  D E E M E D  T O  B E
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UNCONSC IONABLY EXCESS IV E AND SUCH PRACT IC E OF ZONE P R IC IN G  SHALL
B E  P R O H I B I T E D . "  R e p r e s e n t a t i v e  G r u e n b e r g  a s k e d  M r .  C o o k  w h e t h e r  
h e ' s  h e a r d  o f  z o n e  p r i c i n g  t a k i n g  p l a c e  i n  A l a s k a .

M R .  C O O K  s a i d  h e  h a s  n o t .

1 0 : 2 4  : 2 3  AM

R E P R E S E N T A T I V E  S C O T T  K A W A S A K I ,  A l a s k a  S t a t e  L e g i s l a t u r e ,  a s k e d  
h o w  F l i n t  H i l l s  R e s o u r c e s  d e t e r m i n e s  w h a t  i t s  r a c k  p r i c e  f o r  
h e a t i n g  f u e l  w i l l  b e .

M R .  C O O K  s a i d  t h a t  t h e r e  i s  n o  s p e c i f i c  f o r m u l a  t h a t ' s  u s e d ,  a n d  
t h a t  m a r k e t  f o r c e s  s e t  t h e  p r i c e  a n d  F l i n t  H i l l s  R e s o u r c e s  m u s t  
r e m a i n  c o m p e t i t i v e  i n  o r d e r  t o  s t a y  i n  b u s i n e s s .

R E P R E S E N T A T I V E  R O S E S  o f f e r e d  h i s  u n d e r s t a n d i n g  t h a t  z o n e  p r i c i n g  
p e r t a i n s  t o  b u s i n e s s e s  t h a t  c a n  a c c e s s  r e f i n e r i e s  i n  m o r e  t h a n  
o n e  s t a t e ,  a n d  i s  t h e r e f o r e  n o t  a n  i s s u e  i n  A l a s k a .

1 0 : 2 7 : 1 1  AM

DO U G  C H A P A D O S ,  P r e s i d e n t ,  P e t r o  S t a r  I n c .  ( P S I ) ,  p a r a p h r a s e d  
f r o m  h i s  w r i t t e n  t e s t i m o n y ,  w h i c h  i n  p a r t  r e a d  [ o r i g i n a l  
p u n c t u a t i o n  p r o v i d e d ] :

P e t r o  S t a r  w a s  i n c o r p o r a t e d  i n  1 9 8 4  a n d  b e c a m e  a  
w h o l l y  o w n e d  s u b s i d i a r y  o f  A r c t i c  S l o p e  R e g i o n a l  
C o r p o r a t i o n  ( A S R C )  i n  1 9 8 7 .  I n  t e r m s  o f  c o m p a n y w i d e  
r e f i n i n g  c a p a c i t y ,  P e t r o  S t a r  i s ,  b y  a  w i d e  m a r g i n ,  
t h e  s m a l l e s t  i n - s t a t e  r e f i n e r  a n d  t h e  o n l y  o n e  t h a t  i s  
o w n e d  a n d  c o n t r o l l e d  b y  A l a s k a n s .  . . .

T o d a y  P e t r o  S t a r  o p e r a t e s  t w o  r e f i n e r i e s .  N o r t h  P o l e  
i s  o u r  o r i g i n a l  p l a n t  a n d  h a s  a  c r u d e  o i l  p r o c e s s i n g  
c a p a c i t y  o f  2 0 , 0 0 0  b a r r e l s / d a y .  O - r  s e c o n d  p l a n t  i s  
l o c a t e d  i n  V a l d e z  a n d  h a s  a  c r u d e  o i l  p r o c e s s i n g  
c a p a c i t y  o f  4 8 , 0 0 0  b a r r e l s / d a y .  T h e s e  v e r y  s i m p l e  
t o p p i n g  u n i t s  p r o d u c e  m i l i t a r y  a n d  c o m m e r c i a l  j e t  f u e l  
a n d ,  w i t h  i n c r e a s i n g  r e s t r i c t i o n s ,  h o m e  h e a t i n g  o i l  
a n d  d i e s e l  f u e l s .

I n  a d d i t i o n  t o  r e f i n i n g ,  P e t r o  S t a r  a l s o  m a r k e t s  f u e l  
t o  e n d  u s e r s  i n  I n t e r i o r ,  S o u t h  C e n t r a l ,  a n d  W e s t e r n  
A l a s k a  t h r o u g h  o u r  N o r t h  P a c i f i c  a n d  S o u r d o u g h  F u e l  
d i v i s i o n s .  I t  i s  i m p o r t a n t  t o  n o t e  t h a t  w h i l e  w e  
r e f i n e  c r u d e  o i l ,  w e  d o  n o t  p r o d u c e  g a s o l i n e .  T h e
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g a s o l i n e  s o l d  a t  t h e  e l e v e n  c o n v e n i e n c e  s t o r e s  we  
o p e r a t e  s t a t e w i d e  i s  p u r c h a s e d  f r o m  t h i r d  p a r t i e s .
F o r  t h i s  r e a s o n ,  P e t r o  S t  ’ s  j u s t  l i k e  a n y  o t h e r
g a s o l i n e  r e t a i l e r .  . . .

I t  i s  p a r t  o f  P e t r o  S t a r ' s  c u l t u r e  t o  b e  g o o d
c o r p o r a t e  c i t i z e n s .  We  e m p l o y  a p p r o x i m a t e l y  2 9 0  
A l a s k a n s ,  m o r e  t h a n  h a l f  o f  w h o m  r e s i d e  h e r e  i n  t h e  
F a i r b a n k s  a r e a .  O u r  r e m a i n i n g  e m p l o y e e s  c a n  b e  f o u n d  
i n  t h e  o t h e r  c o m m u n i t i e s  w h e r e  v / e  d o  b u s i n e s s
K o d i a k ,  U n a l a s k a ,  V a l d e z  a n d  A n c h o r a g e .  A l m o s t  a l l  o f  
A S R C ' s  9 , 6 0 0  s h a r e h o l d e r s  -  o u r  o w n e r s  -  l i v e  a n d  w o r k  
i n  A l a s k a .  We  p r o v i d e  e c o n o m i c  b e n e f i t s  i n  t h e  f o r m  
o f  e m p l o y m e n t  o p p o r t u n i t i e s  w h i c h  p o s i t i v e l y  i m p a c t  
A l a s k a ' s  e c o n o m y ,  a n d  b y  a c t i n g  a s  a  g o o d  c o m m u n i t y
p a r t n e r .

P e t r o  S t a r  i s  v e r y  a w a r e  o f ,  a n d  s e n s i t i v e  t o ,  t h e  
n e g a t i v e  i m p a c t s  o f  h i g h  f u e l  c o s t s  o n  A l a s k a n s .  A 
l a r g e  m a j o r i t y  o f  o r  e m p l o y e e s  a n d  t h e i r  f a m i l i e s
l i v e  i n  a r e a s  w h e r e  • . . n e r g y  c o s t s  a r e  e x t r e m e l y  h i g h .  
I t  i s  m o s t l y  o u t  o f  n e c e s s i t y  t h a t  A l a s k a n s  l i v e
e n e r g y  i n t e n s i v e  l i f e s t y l e s ,  a n d  w e  r e c o g n i z e  t h a t  
h i g h  e n e r g y  c o s t s  f a l l  e s p e c i a l l y  h a r d  o n  t h e  
r e s i d e n t s  o f  t h i s  s t a t e .  H i g h  c o s t s  h a v e  a l s o  o p e n e d  
t h e  f u e l  i n d u s t r y  t o  c r i t i c i s m ,  b u t  >e c o n s i d e r  i t  a  
p r i v i l e g e  t o  p r o v i d e  t h i s  e s s e n t i a l  s e r v i c e ,
e s p e c i a l l y  i n  t h e  m o r e  i s o l a t e d  r e g i o n s  o f  A l a s k a .  . .

T h e  c h a l l e n g e s  f a c i n g  r e f i n e r s  a c r o s s  t h e  c o u n t r y  a r e  
g r o w i n g  a n d  t h i s  i s  e s p e c i a l l y  t r u e  f o r  s m a l l  r e f i n e r s  
l i k e  P e t r o  S t a r .  I n c r e a s i n g  e n v i r o n m e n t a l
r e g u l a t i o n s ,  s u c h  a s  t h e  p r o p o s e d  c a r b o n  t a x  a n d  t h e  
o n g o i n g  i m p l e m e n t a t i o n  o f  l o w  s u l f u r  f u e l  s t a n d a r d s  t o  
n a m e  b u t  t w o ,  p o s e  s i g n i f i c a n t  e c o n o m i c  c h a l l e n g e s  f o r  
o u r  c o m p a n y  a n d  u n d o u b t e d l y  w i l l  i m p a c t  t h e  p r i c e s  
A l a s k a n s  p a y  f o r  f u e l  i n  t h e  f u t u r e .

M o d i f y i n g  j u s t  o n e  o f  o u r  s m a l l  r e f i n e r i e s  t o  p r o d u c e  
u l t r a - l o w  s u l f u r  d i e s e l  i s  e s t i m a t e d  t o  c o s t  
s u b s t a n t i a l l y  m o r e  t h a t  i t  d i d  t o  b u i l d  t h e  r e f i n e r i e s  
i n  t h e  f i r s t  p l a c e  a n d  w e  a r e  n o w  i n  t h e  p r o c e s s  o f  
d e c i d i n g  w h e t h e r  t h i s  h u g e  i n v e s t m e n t  c a n  b e  j u s t i f i e d  
a n d  w h a t  o u r  o p t i o n s  a r e  i f  i t  c a n ' t .  . . .

R e c o r d  h i g h  c r u d e  o i l  c o s t s  a r e  a  m i x e d  b l e s s i n g ;  o n  
o n e  h a n d  t h e y  p r o v i d e  s u b s t a n t i a l  r e v e n u e  t o  t h e  s t a t e
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t r e a s u r y  a n d  h e l p  g r o w  t h e  P e r m a n e n t  F u n d ,  y e t  t h e s e  
s a m e  h i g h  c r u d e  o i l  p r i c e s  a l s o  c r e a t e  v e r y  r e a l  
h a r d s h i p s  f o r  A l a s k a n  f a m i l i e s  a n d  b u s i n e s s e s ,  a n d  
i m p o s e  d r a g  o n  o u r  n a t i o n ' s  e c o n o m y .

T h o u g h  a d m i t t e d l y  a  s h o r t  t e r m  s o l u t i o n ,  P e t r o  S t a r  
v i e w s  t h e  R e s o u r c e  R e b a t e  a s  a  p o s i t i v e  s t e p  a n d  c a n  
r e p o r t  t h a t  w e  i m m e d i a t e l y  i m p l e m e n t e d  a n o t h e r  
p r o v i s i o n  o f  t h i s  l e g i s l a t i o n  b y  p a s s i n g  a l o n g  t h e  
s a v i n g s  f r o m  s u s p e n s i o n  o f  t h e  S t a t e  M o t o r  V e h i c l e  
F u e l  T a x  t o  o u r  c u s t o m e r s .

W h i l e  t h e  l a s t  f e w  y e a r s  h a v e  b e e n  g o o d  f o r  P e t r o  
S t a r ,  o u r  b u s i n e s s  i s  v o l a t i l e  a n d  g o o d  y e a r s  a r e  
o f t e n  o f f s e t  b y  b a d  o n e s .  B e i n g  s m a l l ,  P e t r o  S t a r  
d o e s  n o t  h a v e  t h e  s a m e  e c o n o m i e s  o f  s c a l e  e n j o y e d  b y  
o u r  l a r g e r  c o m p e t i t o r s ,  a n d  w h i l e  w e  a l w a y s  p r i c e  o u r  
p r o d u c t s  t o  b e  c o m p e t i t i v e ,  w e  a r e  n o t  i n  a  p o s i t i o n  
t o  d i c t a t e  t h e  p r i c e s  w e  p a y  f o r  f u e l  o r  t h e  m a r k e t  
p r i c e s  o f  t h e  p r o d u c t s  w e  p r o d u c e .

P e t r o  S t a r  h a s  d e e p  r o o t s  i n  t h e  s t a t e  o f  A l a s k a  a n d  
w e  a r e  c o m m i t t e d  t o  p r o v i d i n g  s u p e r i o r  a n d  c o m p e t i t i v e  
s e r v i c e s  t o  o u r  c u s t o m e r s .  We  t a k e  p r i d e  i n  o u r  
a b i l i t y  t o  s u c c e s s f u l l y  c o m p e t e  i n  t h e  A l a s k a  
m a r k e t p l a c e  a n d  l o o k  f o r w a r d  t o  a  c o n t i n u e d  p o s i t i v e  
r e l a t i o n s h i p  w i t h  o u r  c u s t o m e r s ,  t h e  c o m m u n i t i e s  i n  
w h i c h  w e  d o  b u s i n e s s ,  a n d  t h e  S t a t e  o f  A l a s k a .

1 0 : 3 2 : 1 9  AM

C H A I R  R A M R AS  a s k e d  w h e t h e r  h a v i n g  a c c e s s  t o  n a t u r a l  g a s  i n
F a i r b a n k s  w o u l d  r e d u c e  P e t r o  S t a r ' s  p r o d u c t i o n  c o s t s ,  a n d  
w h e t h e r  t h e  s a m e  w o u l d  b e  t r u e  i f  t h e r e  w a s  n a t u r a l  g a s  
a v a i l a b l e  i n  V a l d e z .

M R .  C H A P A D O S  s a i d  n a t u r a l  g a s  w o u l d  b e  c h e a p e r  t h a n  t h e  f u e l s
P e t r o  S t a r  c u r r e n t l y  b u r n s  a t  i t s  r e f i n e r i e s ,  b u t  p o i n t e d  o u t  
t h a t  t h e r e  i s  s o m e  l i m i t  w i t h  r e g a r d  t o  h o w  m u c h  n a t u r a l  g a s  
c o u l d  b e  u s e d  t o  s u p p l a n t  t h e  e x i s t i n g  f u e l s .  F o r  e x a m p l e ,  
t h e r e  a r e  c o m p o n e n t s  i n  t h e  c r u d e  o i l  s t r e a m  -  w h e n  c r u d e  i s  
p r o c e s s e d  i n  t h e  r e f i n e r y  -  t h a t  a r e  n o t  p r a c t i c a l  t o  r e t u r n  t o  
t h e  p i p e l i n e ,  a n d  s o  t h o s e  c o m p o n e n t s  a r e  b u r n e d  a s  r e f i n e r y
f u e l .  P e t r o  S t a r  c o u l d  t a k e  a d v a n t a g e  o f  n a t u r a l  g a s  p r i c e s ,
b u t  n o t  t o  t h e  e x t e n t  t h a t  i t  m i g h t  a t  f i r s t  a p p e a r .  I n  
r e s p o n s e  t o  a  q u e s t i o n ,  h e  e x p l a i n e d  t h a t  l o w - s u l f u r  f u e l  
s t a n d a r d s  a r e  p a r t  o f  t h e  C l e a n  A i r  A c t ,  b e g a n  t a k i n g  e f f e c t  i n
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A l a s k a  J u n e  1 ,  2 0 0 6 ,  a n d  a d d r e s s  t h e  s u l f u r  c o n t e n t  o f  d i e s e l
f u e l s  a n d  g a s o l i n e .  I n  r e s p o n s e  t o  a n o t h e r  q u e s t i o n ,  h e  
c o n c u r r e d  t h a t  r e f i n e d  f u e l  i s  a  v a l u e - a d d e d  p r o d u c t ,  a n d  
c h a r a c t e r i z e d  i t  a s  a  s i g n i f i c  n t  c o n t r i b u t o r  t o  t h e  s t a t e ' s  
e c o n o m y .

M R .  C H A P A D O S ,  i n  r e s p o n s e  t o  o t h e r  q u e s t i o n s ,  e x p l a i n e d  t h a t  
f u e l - q u a l i t y  s t a n d a r d s  a r e  s e t  a t  t h e  f e d e r a l  l e v e l ;  t h a t  P e t r o  
S t a r  h a s  b e e n  d e s i g n a t e d  b y  t h e  E n v i r o n m e n t a l  P r o t e c t i o n  A g e n c y  
( E P A )  a s  a  s m a l l  r e f i n e r ;  t h a t  t h a t  d e s i g n a t i o n  a l l o w s  P e t r o  
S t a r  t o  d e l a y  c o m p l y i n g  w i t h  f e d e r a l  l o w - s u l f u r  f u e l  s t a n d a r d s  
f o r  r o u g h l y  f o u r  y e a r s ,  b u t  l i m i t s  t h e  v o l u m e  o f  h i g h - s u l f u r  
f u e l s  -  s u c h  a s  d i e s e l  f o r  o f f - r o a d  u s e  a n d  h e a t i n g  o i l  -  t h a t  
i t  c a n  s e l l  f r o m  i t s  t w o  r e f i n e r i e s ;  t h a t  t h e  v o l u m e  c a p s  t h a t  
w e r e  i m p o s e d  o n  P e t r o  S t a r  w e r e  b a s e d  o n  y e a r s  w h e n  t h e  c o m p a n y  
s o l d  l e s s  v o l u m e ;  a n d  t h a t  a s  a  c o n s e q u e n c e ,  P e t r o  S t a r  m u s t  n o w  
t r u c k  p r o d u c t  f r o m  i t s  r e f i n e r y  i n  t h e  I n t e r i o r  d o w n  t o  
S o u t h c e n t r a l  A l a s k a ,  a n d  t r u c k  p r o d u c t  f r o m  i t ' s  r e f i n e r y  i n  
S o u t h c e n t r a l  u p  t o  t h e  I n t e r i o r ,  t h u s  i n c u r r i n g  g r e a t e r  c o s t ,  
w h i c h  i t  m u s t  r e c o u p .  H e  m e n t i o n e d  t h a t  i t  i s  f a r  m o r e  
e f f i c i e n t  a n d  c o s t  e f f e c t i v e  t o  t r a n s p o r t  f u e l  b y  b a r a  t h a n  b y  
t r u c k .  I n  r e s p o n s e  t o  a n o t h e r  q u e s t i o n ,  h e  i n d i c a t e d  t h a t  t h e  
a f o r e m e n t i o n e d  d e l a y  i n  h a v i n g  t o  c o m p l y  w i t h  t h e  f e d e r a l  l o w -  
s u l f u r  f u e l  s t a n d a r d s  w a s  t h e  r e s u l t  o f  i n p u t  f r o m  t h e  s t a t e  
r e g a r d i n g  t h e  d i s t i n c t i o n  b e t w e e n  u r b a n  a n d  r u r a l  a r e a s  o f  t h e  
s t a t e .

1 0 : 3 9 : 2 7  AM

R E P R E S E N T A T I V E  H AW K E R  q u e s t i o n e d  w h e t h e r  l o w - s u l f u r  s t a n d a r d s  
a r e  r e a l l y  n e c e s s a r y  i n  A l a s k a  o r  w h e t h e r  i t ' s  j u s t  a  c a s e  o f  
A l a s k a  g e t t i n g  s w e p t  u p  i n  t h e  n a t i o n a l  t r e n d .

M R .  C H A P A D O S  i n d i c a t e d  t h a t  t h o s e  s t a n d a r d s  s h o u l d  b e  a p p l i e d  i n  
A l a s k a  b e c a u s e  m o d e r n  v e h i c l e s  t h a t  a r e  d e s i g n e d  t o  b u r n  u l t r a -  
l o w  s u l f u r  d i e s e l  c a n n o t  b u r n  h i g h  s u l f u r  d i e s e l .  I n  r e s p o n s e  
t o  c o m m e n t s  a n d  a  q u e s t i o n ,  h e  e x p l a i n e d  t h a t  p r i o r  t o
i m p l e m e n t a t i o n  o f  l o w - s u l f u r  d i e s e l  s t a n d a r d s ,  a l l  r e f i n e r s  i n  
A l a s k a  c o u l d  p r o d u c e  " h i g h w a y  d i e s e l  f u e l , "  b u t  n o w  t h e  o n l y  i n ­
s t a t e  r e f i n e r y  t h a t  i s  n o w  c a p a b l e  o f  p r o d u c i n g  u l t r a - l o w - s u l f u r  
d i e s e l  f u e l  i s  t h e  o n e  o w n e d  b y  T e s o r o ,  a n d  t h a t  [ c o n v e r s i o n ]
d i d  n o t  c o m e  c h e a p  t o  T e s o r o .  I n  c o n t r a s t ,  P e '  r o  S t a r  h a s  a
l i m i t e d  a b i l i t y  t o  p r o d u c e  w h a t  i s  k n o w n  a s  l o w - s u l f u r  d i e s e l
f u e l ,  b u t ,  a g a i n ,  P e t r o  S t a r  i s  a l s o  l i m i t e d  w i t h  r e g a r d  t o  t h e  
v o l u m e  i t  m a y  s e l l .
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C H A I R  R A MR AS  a s k e d  M r .  C h a p a d o s  w h a t  P e t r o  S t a r ' s  p r o f i t  m a r g i n  
i s  w i t h  r e g a r d  t o  t h e  s a l e  o f  g a s o l i n e  a t  i t s  1 1  c o n v e n i e n c e  
s t o r e s .

M R .  C H A P A D O S  d e c l i n e d  t o  p r o v i d e  t h a t  s p e c i f i c  i n f o r m a t i o n .  H e  
a d d e d  t h a t  i n  g e n e r a l ,  P e t r o  S t a r  i s  s e e k i n g  t o  b e  c o m p e t i t i v e  
w i t h  o t h e r  g a s  s t a t i o n s  n e a r  i t s  r e t a i l  l o c a t i o n s  a n d  a t  l e a s t  
b r e a k  e v e n  o n  i t s  " g a s o l i n e  v o l u m e s " ;  P e t r o  S t a r  m a k e s  m o r e  
m o n e y  o n  t h e  o t h e r  p r o d u c t s  i t  s e l l s  a t  i t s  c o n v e n i e n c e  s t o r e s  
t h a t  i t  d o e s  o n  g a s o l i n e  s a l e s .

1 0 : 4 5 : 2 3  AM

R E P R E S E N T A T I V E  K A W A S A K I  a s k e d  h o w  P e t r o  S t a r  c a l c u l a t e s  i t s  r a c k  
r a t e s .

M R .  C H A P A D O S  s a i d  P e t r o  S t a r  i s  s e e k i n g  t o  b e  c o m p e t i t i v e ,  
a d d i n g  t h a t  h i s  c o m p a n y  w o n ' t  s e l l  h e a t i n g  o i l  t o  o t h e r  
d i s t r i b u t o r s ,  f o r  e x a m p l e ,  i f  i t s  p r i c e s  a r e n ' t  c o m p e t i t i v e .

R E P R E S E N T A T I V E  K A W A S A K I  a s k e d  M r .  C h a p a d o s  i f  b e  c o u l d  p r o v e  
t h a t  P e t r o  S t a r  i s  p a s s i n g  o n  t o  c o n s u m e r s  t h e  $ . 0 8  s a v i n g s  
r e s u l t i n g  f r o m  t h e  r e p e a l  o f  t h e  S t a t e ' s  t u t o r  f u e l  t a x .

M R .  C H A P A D O S  a g r e e d  t o  g e t  t h a t  i n f o r m a t i o n  t o  t h e  c o m m i t t e e .

R E P R E S E N T A T I V E  K A W A S A K I  e x p r e s s e d  c o n c e r n  t h a t  b e c a u s e  g a s o l i n e  
g o e s  f r o m  a  r e f i n e r  t o  a  d i s t r i b u t o r  a n d  t h e n  t o  a  r e t a i l e r ,  
t h a t  t h a t  s a v i n g s  h a s  n o t  b e e n  p a s s e d  o n  t o  c o n s u m e r s  a n d  i s  
i n s t e a d  s i m p l y  b e i n g  a b s o r b e d  s o m e w h e r e .

M R .  C H A P A D O S  i n d i c a t e d  t h a t  h e  w o u l d  b e  p r o v i d i n g  i n f o r m a t i o n  
w h i c h  i l l u s t r a t e s  t h a t  h i s  c o m p a n y ' s  p r i c e s  d r o p p e d  b y  $ . 0 8  a s  
o f  S e p t e m b e r  1 ,  2 0 0 8 .  I n  r e s p o n s e  t o  c o r m e n t s  a n d  q u e s t i o n s ,  h e  
e x p l a i n e d  t h a t  j e t  f u e l  i s  t y p i c a l l y  s o l d  t o  l a r g e  c o m m e r c i a l  o r  
m i l i t a r y  e n t i t i e s  a n d  s o  r e t a i l  p r i c e s  a r e  t i e d  t o  p u b l i s h e d  
i n d i c e s  r e g a r d l e s s  o f  w h a t  a  b a r r e l  o f  c r u d e  o i l  i s  s e l l i n g  f o r  
o n  t h e  g l o b a l  m a r k e t .  H e  r e l a y e d  t h a t  d u r i n g  t h a t  p e r i o d  w h e n  
t h e  c o s t  o f  a  b a r r e l  o f  o i l  i n c r e a s e d  s o  d r a m a t i c a l l y ,  P e t r o  
S t a r  d i d  n o t  p a s s  o n  t h a t  i n c r e a s e  t o  i t s  h e a t i n g  f u e l  
c u s t o m e r s .

C H A I R  R A M R AS  o f f e r e d  h i s  b e l i e f  t h a t  t h e  p u b l i c  p e r c e p t i o n  i s  
t h a t  " e v e r y b o d y  i n  t h e  c h a i n "  d i d  e x c e e d i n g l y  w e l l  d u r i n g  t h a t  
t i m e  p e r i o d  a n d  e n g a g e d  i n  b a d  b e h a v i o r  a n d  t o o k  a d v a n t a g e  o f  
t h e  s i t u a t i o n .  T h e  g o a l  o f  t h e  c o m m i t t e e ,  h e  r e l a y e d ,  i s  t o
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d e t e r m i n e  w h y ,  a s  t h e  p r i c e  o f  a  b a r r e l  o f  o i l  c o m e s  d o w n ,  t h e r e  
i s  n o t  a  c o m m e n s u r a t e  d e c r e a s e  i n  t h e  r e t a i l  p r i c e  o f  g a s o l i n e .

M R .  C H A P A D O S  s a i d  h i s  s e n s e  i s  t h a t  t h a t  i n c r e a s e  i n  t h e  p i  i c e  
o f  c r u d e  o i l  w a s  n o t  p a s s e d  o n  i n  i t s  e n t i r e t y .  I n  r e s p o n s e  t o  
a  q u e s t i o n ,  h e  e x p l a i n e d  t h a t  h e a t i n g  o i l  m a k e s  u p  t h e  s m a l l e s t  
p a r t  o f  P e t r o  S t a r ' s  s a l e s .

R E P R E S E N T A T I V E  C O G H I L L  q u e s t i o n e d  w h e t h e r  P e t r o  S t a r ,  i f  i t  n o  
l o n g e r  h a d  t h e  m i l i t a r y  b a s e s  i n  t h e  I n t e r i o r  a s  c u s t o m e r s ,  i t
c o u l d  s t a r t  s e l l i n g  m o r e  h e a t i n g  f u e l  t o  p e o p l e  i n  t h e  F a i r b a n k s
a r e a .

M R .  C H A P A D O S  s a i d  i t  c o u l d  n o t  b e c a u s e  o f  t h e  a f o r e m e n t i o n e d  
v o l u m e  c a p s  p e r t a i n i n g  t o  h i g h - s u l f u r  d i e s e l ;  t h e  o n l y  o t h e r  
o u t l e t  f o r  t h a t  p r o d u c t  w o u l d  b e  t o  t r u c k  i t  a l l  d o w n  t o
A n c h o r a g e  a s  j e t  f u e l .

C H A I R  R A M R A S  r e m a r k e d  t h a t  A l a s k a ' s  f u e l  m a r k e t  i s  f r a g i l e  a n d  
t i e d  t o  t h e  m i l i t a r y ,  a n d  n o t e d  t h a t  w h e n  h e ' d  s p o k e n  o f  t h e  
p r o b l e m s  f a c i n g  F l i n t  H i l l s  R e s o u r c e s  t o  s o m e o n e  i n  t h e
a d m i n i s t r a t i o n ,  t h a t  p e r s o n  i n d i c a t e d  t h a t  P e t r o  S t a r  w o u l d  
s i m p l y  b u y  F l i n t  H i l l s  R e s o u r c e s .  A l l  r e f i n e r i e s  h a v e  a  f r a g i l e  
n a t u r e ,  h e  c o n c l u d e d ,  a n d  a r e  n o t  m a k i n g  v a s t  a m o u n t s  o f  p r o f i t  
a s  i s  a s s u m e d  b y  t h e  p u b l i c .

R E P R E S E N T A T I V E  C O G H I L L  a s k e d  w h a t  t h e  s t a t e ' s  g a s o l i n e  n e e d s  a r e  
a n d  w h e t h e r  i t  i s  n e c e s s a r y  t o  i m p o r t  g a s o l i n e  i n t o  A l a s k a  t o  
m e e t  t h o s e  n e e d s .

C H A I R  R A M R AS  o f f e r e d  h i s  u n d e r s t a n d i n g  t h a t  S o u t h e a s t  A l a s k a  
m u s t  g e t  i t s  g a s o l i n e  f r o m  S e a t t l e .

1 0 : 5 - 1 : 4 9  AM

R E P R E S E N T A T I V E  H A W K E R  a s k e d  w h e t h e r  t h e  c o m m i t m e n t  f r o m  t h e  U . S .  
D e p a r t m e n t  o f  D e f e n s e  ( D O D )  t o  r e q u i r e  a  c o n v e r s i o n  f r o m  r e g u l a r  
d i e s e l  f u e l  t o  s y n t h e t i c  f u e l  a t  A l a s k a ’ s  m i l i t a r y  b a s i s  w i l l  
t h r e a t e n  t h e  f u e l  i n d u s t r y ' s  s t a b i l i t y  i n  t h e  s t a t e .

M R .  C H A P A D O S  s a i d  i t  i s  a  t h r e a t .

R E P R E S E N T A T I V E  H A W K E R  s u r m i s e d  t h a t  t h e  s t a t e  w o u l d  h a v e  t o  
b u i l d  n e w  r e f i n e r i e s  t o  a c c o m m o d a t e  s u c h  a  c o n v e r s i o n ,  a n d  t h a t  
t h e  r e s u l t i n g  c o s t s  b e i n g  p a s s e d  o n t o  r e t a i l  c o n s u m e r s  w i l l  g e t  
e v e n  w o r s e .
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C H A I R  R A M R AS  i n d i c a t e d  t h a t  a n  e x a m p l e  o f  a  s y n t h e t i c  f u e l  w o u l d  
i n v o l v e  c o n v e r t i n g  " c o a l  t o  l i q u i d s . "  H e  s u r m i s e d  t h a t  a
c l o s u r e  o f  E i e l s o n  A i r  F o r c e  B a s e  w o u l d  a l s o  p o s e  a  t h r e a t  t o
P e t r o  S t a r .

M R .  C H A P A D O S  c o n c u r r e d .

C H A I R  R A MR AS  r e l a y e d  t h a t  h e  w o u l d  l i k e  t o  h e a r  c o m m e n t s  
r e g a r d i n g  a  p r o p o s a l  t o  l i m i t  t h e  p r i c e  o f  c r u d e  o i l  f o r  i n ­
s t a t e  u s e ,  a n d  w h a t  e f f e c t  t h a t  w o u l d  h a v e  o n  t h e  p r i c e s  o f  
g a s o l i n e  a n d  h o m e - h e a t i n g  o i l .

1 0 : 5 8 : 2 3  AM

K I P  K N U D S O N ,  M a n a g e r ,  E x t e r n a l  A f f a i r s ,  T e s o r o  A l a s k a  C o m p a n y ,  
r e f e r r i n g  t o  h i s  P o w e r P o i n t  p r e s e n t a t i o n ,  s a i d  t h a t  T e s o r o ' s  
K e n a i  r e f i n e r y  [ i n  N i k i s k i ]  w a s  f i r s t  s t a r t e d  i n  1 9 6 9  a n d  i s  n o w  
h e a v i l y  i n t e g r a t e d  w i t h  t h e  c o m m u n i t y ,  a n d  s u g g e s t e d  t h a t
m e m b e r s  s h o u l d  l o o k  a t  t h e  r e f i n i n g  i n d u s t r y  a s  t h e  m o s t
s u c c e s s f u l  v a l u e - a d d e d  i n d u s t r y  t h a t  t h e  s t a t e  h a s  e v e r  h a d .  H e  
r e l a y e d  t h a t  T e s o r o  C o r p o r a t i o n  i s  a n  i n d e p e n d e n t  r e f i n e r  a n d  
m a r k e t e r  -  w i t h  t h e  K e n a i  r e f i n e r y  r e m a i n i n g  w h a t  h e  c a l l e d  t h e  
l e g a c y  a s s e t  - a n d  i s  p u b l i c l y  t r a d e d  a s  T S O  o n  t h e  N e w  Y o r k  
S t o c k  E x c h a n g e  ( N Y S E ) .

M R .  K N U D S O N  i n d i c a t e d  t h a t  T e s o r o  A l a s k a  C o m p a n y  h a s  t h r e e  m a j o r  
e l e m e n t s :  t h e  r e f i n e r y ,  a  d i s t r i b u t i o n  n e t w o r k ,  a n d  i t s  r e t a i l
s i t e s .  T h e  K e n a i  r e f i n e r y ' s  " n a m e p l a t e "  c a p a c i t y  i s  7 2 , 0 0 0
b a r r e l s  p e r  d a y ,  t h o u g h  i t  n e v e r  o p e r a t e s  a t  t h a t  c a p a c i t y ,  a n d  
i t  h a s  o v e r  2 0 0  e m p l o y e e s  a n d  a n  a w a r d - w i n n i n g  s a f e t y  r e c o r d  
r e c o g n i z e d  n a t i o n w i d e .  T h e  K e n a i  r e f i n e r y  i s  w h a t  h e  c a l l e d  a  
" m e d i u m - c o m p l e x i t y  r e f i n e r y " ;  i t  m a k e s  s e v e r a l  d i f f e r e n t
p r o d u c t s ,  a n d  p r o d u c t i o n  v o l u m e  i s  i n c r e a s e d  v i a  t h e  a d d i t i o n  o f  
c a t a l y s t s .  O f  t h e  s e v e n  p r o d u c t s  t h a t  t h e  K e n a i  r e f i n e r y  
p r o d u c e s ,  t h e r e  a r e  t h r e e  -  h e a v y  v a c u u m  g a s  o i l ,  f u e l  
o i l / b u n k e r ,  a n d  r o a d  a s p h a l t  - t h a t  d o n ' t  r e a l l y  h a v e  a n y  m a r k e t  
i n  A l a s k a ,  a n d  t h u s  o n e - t h i r d  o f  t h e  p l a n t ' s  p r o d u c t i o n  h a s  t o  
b e  e x p o r t e d .  A b o u t  5 0  p e r c e n t  o f  t h e  K e r . a i  r e f i n e r y ' s  c r u d e  o i l  
s u p p l y  c o m e s  f r o m  t h e  N o r t h  S l o p e ,  a b o u t  2 5  p e r c e n t  c o m e s  f r o m  
C o o k  I n l e t . ,  a n d  a b o u t  2 5  p e r c e n t  c o m e s  f r o m  f o r e i g n  s o u r c e s  
i l l u s t r a t e d  o n  s l i d e  6  o f  h i s  P o w e r P o i n t  p r e s e n t a t i o n  - b e c a u s e  
t h e  r e f i n e r y  c a n ' t  c u r r e n t l y  b u y  e n o u g h  c r u d e  f r o m  A l a s k a
s o u r c e s  t o  s a t i s f y  i t s  d e m a n d s .

M R .  K N U D S O N  r e l a y e d  t h a t  T e s o r o  w a s  t h e  f i r s t  c o m p a n y  h a u l i n g  
c r u d e  o i l  a n d  r e f i n e d  p r o d u c t s  i n t o  t h e  s t a t e  t o  u s e  d o u b l e ­
h u l l e d  t a n k e r s ,  c u r r e n t l y  c h a r t e r s  t w o  t a n k e r s  w i t h  a  c a p a c i t y
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o f  r o u g h l y  5 0 0 , 0 0 0  b a r r e l s  e a c h ,  a n d  h a s  e x c e e d e d  r e g u l a t o r y  
r e q u i r e m e n t s  b y  s t a t i o n i n g  a  c h a r t e r e d  " a s s i s t  t u g "  a t  i t s  
N i k i s k i  d o c k  t o  h e l p  t a n k e r s  o n  a n d  o f f  t h e  d o c k .  H e  i n d i c a t e d  
t h a t  s l i d e  9  o f  h i s  P o w e r P o i n t  p r e s e n t a t i o n  i l l u s t r a t e s  t h e  
p a t h s  t h a t  t h e  K e n a i  r e f i n e r y ' s  p r o d u c t  t a k e s  i n  t e r m s  o f  s u p p l y  
a n d  d i s t r i b u t i o n .  T h e  K e n a i  r e f i n e r y  h a s  r a c k s  a t  N i k i s k i  f o r  
a s p h a l t ,  p r o p a n e ,  b u t a n e ,  i t  ' ' l i n e ,  a n d  d i e s e l ,  a n d  h a s  a  7 0 -  
m i l e ,  1 0 - i n c h ,  " c l e a n  p r o d  . _ s  o n l y "  p i p e l i n e  t h a t  r u n s  f r o m
N i k i s k i  u p  t o  t h e  p o r t  o f  A n c h o r a g e  a n d  -  v i a  a  s p u r  l i n e  -  t h e  
A n c h o r a g e  a i r p o r t .

1 1  : 0 6 : 1 4  AM

C H A I R  R A M R A S  a s k e d  • ' l e t h e r  T e s o r o  s e l l s  p r o d u c t  o n l y  t o  T e s o r o  
d i  s t r i b u t o r s .

M R .  K N U D S O N  s a i d  T e s o r o  w i l l  s e l l  p r o d u c t  t o  a n y o n e  w h o  w i l l  b u y  
i t .  A f t e r  n o t i n g  t h a t  T e s o r o  h a s  t w o  t e r m i n a l s  a t  t h e  p o r t  o f  
A n c h o r a g e ,  h e  i n d i c a t e d  t h a t  s l i d e  1 2  o f  h i s  P o w e r P o i n t
p r e s e n t a t i o n  r e f e r e n c e s  t h e  3 1  c o n v e n i e n c e  s t o r e s  o w n e d  b y  
T e s o r o  -  2 9  o f  w h i c h  s e l l  f u e l  u n d e r  t h e  " 2 g o "  l o g o  -  a n d
T e s o r o ' s  5 8 - p l u s  b r a n d e d  d e a l e r s .  A c k n o w l e d g i n g  t h a t  c o n s u m e r s  
a r e  e x t r e m e l y  f r u s t r a t e d  w i t h  t h e  h i g h  p r i c e  [ o f  g a s o l i n e ] ,  h e  
o f f e r e d  t h e  f o l l o w i n g  c o n t r i b u t i n g  f a c t o r s :  t h e  c o s t  o f  t h e  r a w
c r u d e  o i l ,  t h e  c o s t  t o  r e f i n e  t h a t  p r o d u c t ,  t h e  c o s t  t o  
d i s t r i b u t e  t h a t  r e f i n e d  p r o d u c t ,  t h e  c o s t  o f  m a r k e t i n g ,  t a x e s ,
a n d  [ t h e  i n f l u e n c e  o f ]  c o m p e t i t i o n .  F u r t h e r m o r e ,  t h e r e  w i l l  b e  
f l u c t u a t i o n  d a i l y  w i t h  r e g a r d  t o  w h i c h  o f  t h o s e  f a c t o r s  i s  
c o n t r i b u t i n g  m o s t  h e a v i l y  t o  t h e  r e t a i l  p r i c e ,  t h o u g h  t h e  c o s t  
o f  c r u d e  o i l  c o n s t i t u t e s  " t h e  l i o n ' s  s h a r e "  o f  c o s t s  t o  t h e  
c o m p a n y .

M R .  K N U D S O N  o b s e r v e d  t h a t  T e s o r o  i s  i n  a  c o m m o d i t y  b u s i n e s s ;  i t  
b u y s  a  c o m m o d i t y ,  t h a t  b e i n g  c r u d e  o i l ,  a n d  s e l l s  a  c o m m o d i t y ,  
t h a t  b e i n g  g a s o l i n e  a n d  h e a t i n g  o i l ,  b o t h  o f  w h i c h  a r e  t r a d e d  o n  
t h e  m e r c a n t i l e  e x c h a n g e s ,  w h i c h  i n  t u r n  - t o  a  l a r g e  e x t e n t  - 
h a v e  s o m e  i n f l u e n c e  o v e r  w h a t  r e t a i l  c o n s u m e r s  a r e  p a y i n g .  
T e s o r o ,  h e  a s s u r e d  t h e  c o m m i t t e e ,  i s  n o t  " i n  a  c o s t  p l u s  
b u s i n e s s " ;  j u s t  b e c a u s e  t h e  c o m p a n y  h a s  c o s t s  d o e s n ' t  m e a n  t h a t  
t h o s e  c o s t s  w i l l  u l t i m a t e l y  b e  r e c o u p e d  v i a  s a l e s .  S e v e r a l  
[ g l o b a l ]  f a c t o r s  i n f l u e n c e  t h e  p r i c e  o f  c r u d e  o i l ,  a n d  t h u s  i t  
i s  h a r d  t o  p r e d i c t  w h a t  t h a t  p r i c e  w i l l  b e  f r o m  m o n t h  t o  m o n t h .

M R .  K N U D S O N  e x p l a i n e d  t h a t  r e f i n i n g  a n d  d i s t r i b u t i o n  c o s t s  a r e  
b a s e d  o n  g l o b a l  a n d  r e g i o n a l  f a c t o r s :  r e g i o n a l  f a c t o r s  w i t h i n
t h e  s t a t e ,  r e g i o n a l  f a c t o r s  i n  t h e  s t a t e  " w r i t  l a r g e , "  W e s t  
C o a s t  f a c t o r s ,  a n d  w o r l d  f a c t o r s .  O n  t h e  i s s u e  o f  e n v i r o n m e n t a l
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r e g u l a t i o n s ,  h e  r e l a y e d  t h a t  T e s o r o  i n v e s t e d  $ 6 0  m i l l i o n  i n  t h e  
s u l f u r - s t r i p p i n g  p r o c e s s  a t  t h e  N i k i s k i  r e f i n e r y  j u s t  t o  
e s s e n t i a l l y  s t a y  i n  t h e  d i e s e l  b u s i n e s s ,  a n d  t h i s  i n v e s t m e n t  
w o n ' t  b e  i n c r e a s i n g  p r o d u c t i o n  a m o u n t s  a t  a l l .  T h a t  s a m e  
i n v e s t m e n t  h a d  t o  b e  m a d e  j u s t  t o  s t a y  i n  t h e  g a s o l i n e  b u s i n e s s ;  
f u r t h e r m o r e ,  a n  a d d i t i o n a l  c a p i t a l  i n v e s t m e n t  w i l l  h a v e  t o  b e  
m a d e  i n  t h e  f u t u r e  i n  o r d e r  t o  m e e t  [ f o r t h c o m i n g ]  n e w  
r e q u i r e m e n t s  r e g a r d i n g  b e n z e n e  l e v e l s .  T h e s e  a r e  a l l  e x t e r n a l  
f o r c e s  i n f l u e n c i n g  t h e  r e t a i l  p r i c e  o f  t h e  p r o d u c t .

1 1 : 1 1 : 0 6  AM

M R .  K N U D S O N  o f f e r e d  h i s  b e l i e f  t h a t  a s  t h e  s t a t e ' s  n a t u r a l  g a s  
p i p e l i n e  m o v e s  f o r w a r d ,  i t  w i l l  b e  d i f f i c u l t  t o  k e e p  [ e m p l o y e e s
a t  t h e  r e f i n e r y ] . T h e  m a r k e t  s e t s  t h e  p r i c e ,  h e  < e n t  o n  t o  s a y ,
a n d  r e f e r r e d  t o  s l i d e  1 5  o f  h i s  P o w e r P o i n t  p r e s e n t a t i o n  a s  
i l l u s t r a t i v e  o f  t h o s e  t h i n g s  t h a t  i n f l u e n c e  t h e  m a r k e t .  I n  
r e s p o n s e  t o  a  q u e s t i o n ,  h e  s a i d  t h a t  t h e  g r a p h  o n  s l i d e  1 6  s h o w s  
t h a t  A l a s k a  h a s  a  v e r y  s m a l l  m a r k e t  f o r  m o t o r  f u e l  [ c o m p a r e d  t o  
s o m e  o t h e r  w e s t e r n  s t a t e s ] .

C H A I R  R A M R A S  a s k e d  t h a t  t h e  c o m m i t t e e  b e  p r o v i d e d  a  s i m i l a r  
c h a r t  w i t h  c o m p a r i s o n s  b e t w e e n  A l a s k a  a n d  I d a h o ,  M o n t a n a ,  N o r t h  
D a k o t a ,  a n d  S o u t h  D a k o t a .

M R .  K N U D S O N  a g r e e d  t o  d o  t h a t ,  a d d i n g  t h a t  A l a s k a ' s  s m a l l  m a r k e t  
i s  a  c o n t r i b u t i n g  f a c t o r  w i t h  r e g a r d  t o  h o w  t h e  m a r k e t  p e r f o r m s .  
H e  e x p l a i n e d  t h a t  j e t  f u e l  " i s  k i n g  i n  A l a s k a " ;  t h a t ' s  w h a t  t h e  
r e f i n e r i e s  i n  A l a s k a  w e r e  b u i l t  t o  p r o d u c e  i n  o r d e r  t o  s a t i s f y  
t h e  i n t e r n a t i o n a l  j e t  f u e l  t r a d e  a t  t h e  A n c h o r a g e  a n d  F a i r b a n k s  
a i r p o r t s .  G a s o l i n e  a n d  d i e s e l  f u e l ,  t o  a  c e r t a i n  e x t e n t ,  a r e  
s i m p l y  b y p r o d u c t s  o f  t h o s e  r e f i n e r i e s .  A d d i t i o n a l l y ,  t h e  A l a s k a  
m a r k e t  s h o w s  m o r e  " s e a s o n a l i t y "  e v e n  w h e n  c o m p a r e d  w i t h  t h e  W e s t  
C o a s t .  T h e  t i m e s  w h e n  o n e  w o u l d n ' t  w a n t  t o  b e  e i t h e r  a  r e f i n e r  
o r  g a s  s t a t i o n  o w n e r  a r e  F e b r u a r y ,  A p r i l ,  a n d  N o v e m b e r .

M R .  K N U D S O N ,  r e f e r r i n g  o  s l i d e  1 3  o f  h i s  P o w e r P o i n t  
p r e s e n t a t i o n ,  e m p h a s i z e d  t h a t  r e t a i l  p r i c e s  a r e  s e t  b y  r e t a i l  
s t a t i o n  o w n e r s ,  a n d  T e s o r o  o n l y  c o n t r o l s  r e t a i l  p r i c i n g  a t  i t s  
2 9  c o n v e n i e n c e  s t o r e s  t h a t  s e l l  g a s o l i n e ,  a n d  h a s  n o  i n f l u e n c e  
o v e r  t h e  p r i c e s  a t  a n y  o f  t h e  o t h e r  s t a t i o n s  i n  t h e  s t a t e .  
R e t a i l  p r i c e s  a l s o  r e s p o n d  t o  d i f f e r i n g  l o c a l  c o n d i t i o n s .  
A g a i n ,  t h e  A l a s k a  m a r k e t  i s  v e r y  s m a l l  a n d  v e r y  s e a s o n a l .  H e  
r e l a y e d  t h a t  T e s o r o ,  u n d e r  c o n f i d e n t i a l i t y  a g r e e m e n t s ,  w i l l  b e  
w o r k i n g  w i t h  M r .  S n i f f e n  t o  p r o v i d e  h i m  t h e  i n f o r m a t i o n  h e  i s  
s e e k i n g .
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R E P R E S E N T A T I V E  R O S E S  a s k e d  h o w  T e s o r o ' s  p r i c e  s t r u c t u r e  c h a n g e d  
a f t e r  t h e  a d o p t i o n  o f  A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  S h a r e  ( A C E S )  
l e g i s l a t i o n .

M R .  K N U D S O N  s a i d  p a s s a g e  o f  t h a t  l e g i s l a t i o n  d i d n ' t  a f f e c t  w h a t  
T e s o r o  i s  p a y i n g  f o r  i t s  c r u d e  o i l  b e c a u s e  t h a t  p r i c e  i s  b a s e d  
o n  t h e  g l o b a l  p r i c e ,  a n d  t h e  t a x  r a t e  t h a t  p r o d u c e r s  p a y  i s  
i n d e p e n d e n t  o f  t h a t  p r i c e .  H e  i n d i c a t e d  t h a t  a f t e r  t h e  r e c e n t  
r e p e a l  o f  t h e  S t a t e ' s  m o t o r  f u e l  t a x ,  s o m e  r e t a i l e r s  r e l a y e d  t o  
h i m  t h a t  t h e y  w e r e  c o n c e r n e d  t h a t  t h a t  r e p e a l  d i d n ' t  t a k e  i n t o  
a c c o u n t  t h a t  t h e y  p u r c h a s e d  t h e i r  p r o d u c t  w h e n  t h e  t a x  w a s  s t i l l  
o w e d  b u t  t h e n  d i d n ' t  s e l l  i t  u n t i l  a f t e r  t h a t  t a x  w a s  r e p e a l e d .

1 1 : 1 6 : 1 2  AM

R E P R E S E N T A T I V E  H AW K E R  a s k e d  w h e t h e r ,  w h e n  T e s o r o  b u y s  a  b a r r e l  
o f  c r u d e  o i l ,  T e s o r o  m u s t  t h e n  u s e  a l l  o f  i t  b e c a u s e  i t  c a n ' t  b e  
p u t  b a c k  i n t o  t h e  p i p e l i n e .

M R .  K N U D S O N  s a i d  y e s ,  a n d  r e i t e r a t e d  t h a t  r o u g h l y  a  t h i r d  o f  
T e s o r o ' s  r e f i n e d  p r o d u c t s  m u s t  b e  e x p o r t e d  t o  m a r k e t s  o u t s i d e  o f  
A l a s k a ;  f u r t h e r m o r e ,  t h o s e  p r o d u c t s  g e n e r a l l y  s e l l  a t  o r  b e l ^  
t h e  p r i c e  o f  t h e  r a w  c r u d e  o i l  u s e d  t o  m a k e  t h e m .  I n  r e s p o n s e  
t o  q u e s t i o n s ,  h e  r e l a y e d  t h a t  t h e  p e r c e n t a g e  o f  f o r e i g n  o i l  t h a t  
T e s o r o  b u y s  w i l l  b e  g o i n g  u p  a s  p r o d u c t i o n  i n  A l a s k a  d e c l i n e s ;  
t h a t  t h e  " c r u d e  b u y e r s "  a t  h i s  c o m p a n y  w o u l d  l o v e  t o  b e  a b l e  t o  
p u r c h a s e  m o r e  A l a s k a  c r u d e  o i l ;  a n d  t h a t  u p  u n t i l  t h e  l a t e  ' 9 0 s ,  
T e s o r o  w a s  a  b i g  p u r c h a s e r  c f  t h e  s t a t e ' s  r o y a l t y  o i l ,  b u t
d o e s n ' t  p u r c h a s e  s u c h  o i l  n o w .

M R .  K N U D S O N ,  i n  r e s p o n s e  t o  f u r t h e r  q u e s t i o n s ,  r e l a y e d  t h a t  t h e  
t a n k e r s  w h i c h  T e s o r o  c o n t r a c t s  o p e r a t e  u n d e r  t h e  J o n e s  A c t ;  t h a t  
T e s o r o  d o e s  r e c e i v e  s h i p m e n t s  f r o m  f o r e i g n  v e s s e l s ;  a n d  t h a t  
C o o k  I n l e t  i s  l i m i t e d  w i t h  r e g a r d  t o  t h e  n u m b e r  o f  b a r r e l s  t h a t  
c a n  b e  o n b o a r d  a  v e s s e l  b e c a u s e  o f  s p i l l  r e s p o n s e  r e q u i r e m e n t s ,
f i e  n o t e d  a l s o  t h a t  T e s o r o  h a s  t o  u s e  c r u d e  w i t h  a  c h e m i c a l
s i g n a t u r e  s i m i l a r  t o  t h a t  f o u n d  a t  t h e  N o r t h  S l o p e  b e c a u s e  i t
w a s  a r o u n d  t h a t  s i g n a t u r e  t h a t  t h e  r e f i n e r y  w a s  b u i l t .  I n
r e s p o n s e  t o  s t i l l  f u r t h e r  q u e s t i o n s ,  h e  s a i d  t h a t  T e s o r o  u s e s
n a t u r a l  g a s  i n  i t s  r e f i n i n g  p r o c e s s ,  a n d  t h a t  e a c h  r e f i n e r y  h a s
i t s  o w n  a d v a n t a g e s  a n d  d i s a d v a n t a g e s  i n  t h e  m a r k e t .

R E P R E S E N T A T I V E  K A W A S A K I  a s k e d  h o w  T e s o r o ' s  r a c k  p r i c e  i s
d e t e r m i  n e d .

M R .  K N U D S O N  s a i d  h e  d o e s n ' t  k n o w ,  b u t  s u r m i s e d  t h a t  s u c h  
i n f o r m a t i o n  w o u l d  b e  p r o p r i e t a r y  i n  n a t u r e  a r i d  t h a t  M r .  S n i f f e n
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w o u l d  b e  i n v e s t i g a t i n g  T e s o r o ' s  r a c k  p r i c i n g  p r o c e s s i n g .  
P r i c i n g  i s  a  m a r k e t - d r i v e n  o p p o r t u n i t y ,  h e  a d d e d .

R E P R E S E N T A T I V E  K A W A S A K I ,  r e f e r r i n g  t o  s l i d e  1 5 ,  a s k e d  h o w  t h e  
l a r g e  s p o t  m a r k e t  p r i c e  i n  S e a t t l e ,  S a n  F r a n c i s c o ,  a n d  L o s  
A n g e l e s  f a c t o r s  i n t o  T e s o r o ' s  p r i c i n g  d e c i s i o n s .

M R .  K N U D S O N  e x p l a i n e d  t h a t  t h o s e  s p o t  m a r k e t  p r i c e s  a r e  
g u i d e l i n e s  a n d  a r e  u n b e l i e v a b l y  f l u i d  c o m p a r e d  t o  m a r k e t  p r i c e s  
i n  A l a s k a ;  t h a t  t h o s e  m a r k e t s  t a k e  i n  p r o d u c t  f r o m  t e n s  i f  n o t  
h u n d r e d s  o f  r e f i n e r i e s ;  a n d  t h a t  t h e  c h a r a c t e r i s t i c s  a n d  s w i n g s  
i n  t h o s e  m a r k e t s  d o n ' t  a l w a y s  a p p l y  t o  A l a s k a ,  b u t  a r e  a l w a y s  
t a k e n  i n t o  c o n s i d e r a t i o n .

1 1 : 2 5 : 2 6  AM

R E P R E S E N T A T I V E  H A W K E R  a s k e d  h o w  m u c h  o f  A l a s k a ' s  d e m a n d  f o r  
m o t o r  f u e l  T e s o r o  s u p p l i e s .

M R .  K N U D S O N  s a i d  h e  i s  n o t  s u r e ,  a n d  i s  a l s o  n o t  s u r e  t h a t  
a n y o n e  a t  T e s o r o  i s  k e e p i n g  t r a c k  o f  t h o s e  s t a t i s t i c s .  H e  
o f f e r e d  h i s  g u e s s  t h a t  T e s o r o  i s  a  l a r g e  p l a y e r  i n  s a t i s f y i n g  
A l a s k a ' s  d e m a n d  f o r  m o t o r  f u e l ,  b u t  n o t e d  t h a t  i m p o r t s  c a n  a l s o  
h a v e  i n f l u e n c e  o n  r e t a i l  p r i c e .

R E P R E S E N T A T I V E  H A W K E R  s u r m i s e d  t h a t  i t  w o u l d  b e  h a r d  f o r  s o m e o n e  
t o  b u y  g a s o l i n e  i n  W a s h i n g t o n ,  s h i p  i t  t o  A n c h o r a g e ,  a n d  t h e n  b e  
c o m p e t i t i v e  w i t h  T e s o r o .

M R .  K N U D S O N  s a i d  h e  d o e s n ' t  k n o w  t h a t  t o  b e  t h e  c a s e ,  
p a r t i c u l a r l y  g i v e n  t h a t  a t  s o m e  p o i n t ,  o t h e r  r e f i n e r i e s  w i l l  
a l s o  b e  p r o d u c i n g  u l t r a - l o w - s u l f u r  d i e s e l .

R E P R E S E N T A T I V E  K A W A S A K I  a s k e d  M r .  K n u d s o n  t o  p r o v i d e  t h e  
c o m m i t t e e  w i t h  p r o o f  t h a t  t h e  r e p e a l  o f  t h e  $ . 0 8  m o t o r  f u e l  t a x  
i s  b e i n g  p a s s e d  o n  t o  T e s o r o ' s  c o n s u m e r s .

M R .  K N U D S O N  a g r e e d  t o  d o  s o  f o r  T e s o r o ' s  2 9  c o n v e n i e n c e  s t o r e s  
t h a t  s e l l  g a s o l i n e .

C H A I R  R A M R AS  -  r e f e r r i n g  t o  t h e  a f o r e m e n t i o n e d  c h a r t  w h i c h  
i l l u s t r a t e s  a v e r a g e  g a s o l i n e  p r i c e s ,  g a s o l i n e  p r i c e s  a  m o n t h  
a g o ,  a n d  g a s o l i n e  p r i c e s  a  y e a r  a g o ,  i n  A l a s k a ,  I d a h o ,  M o n t a n a ,  
N o r t h  D a k o t a ,  S o u t h  D a k o t a ,  W a s h i n g t o n ,  a n d  t h e  U . S .  a s  a  w h o l e  
-  q u e s t i o n e d  w h y  t h e r e  i s  s u c h  a  g r e a t  d i s p a r i t y  i n  p r i c i n g  
b e t w e e n  A l a s k a  a n d  o t h e r  r u r a l  s t a t e s  w i t h  s m a l l  p o p u l a t i o n s .
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M R .  K N U D S O N  s u r m i s e d  t h a t  i n  t h a t  c h a r t ,  A l a s k a ' s  a v e r a g e  p r i c e  
w a s  c a l c u l a t e d  u s i n g  t h e  r e t a i l  g a s o l i n e  p r i c e s  i n  b o t h  ^ r b a n  
a n d  r u r a l  c o m m u n i t i e s  -  f o r  e x a m p l e ,  a v e r a g i n g  t h e  r e t a i l  p r i c e  
i n  F a i r b a n k s  w i t h  t h e  r e t a i l  p r i c e  i n  B e t h e l .

C H A I R  R A M R A S  o f f e r e d  h i s  u n d e r s t a n d i n g  t h a t  i n s t e a d  t h e  a v e r a g e  
p r i c e s  f o r  A l a s k a  w e r e  c a l c u l a t e d  u s i n g  o n l y  r e t a i l  g a s o l i n e  
p r i c e s  i n  A l a s k a ' s  R a i l b e l t  c o m m u n i t i e s .

M R .  K N U D S O N  s a i d ,  " I t ' s  m a r k e t  f o r c e s  t h a t  h a v e  . . .  p r o d u c e d  
t h e s e  p r i c e s ,  [ f o r  b o t h ]  t h e  p r i c e  o n e  y e a r  a g o  a n d  t h e  . . .
c u r r e n t  [ p r i c e ] . "  H e  m e n t i o n e d  t h a t  h e  h a s  a  n e w s p a p e r  c l i p p i n g  
s t a t i n g  t h a t  i n  M a r c h  2 0 0 7 ,  A n c h o r a g e  h a d  t h e  n a t i o n ' s  l o w e s t  
g a s o l i n e  p r i c e s .

R E P R E S E N T A T I V E  H AW K E R  a s k e d  w h y  A l a s k a n s  h a v e n ' t  s e e n  a
r e d u c t i o n  i n  r e t a i l  m o t o r  f u e l  p r i c e s  s i m i l a r  t o  w h a t  o c c u r r e d  
w i t h  t h e  p r i c e  o f  a  b a r r e l  o f  c r u d e  o i l  o v e r  t h e  l a s t  t h r e e  
m o n t h s  -  a  4 6  p e r c e n t  r e d u c t i o n .

M R .  C O O K ,  r e i t e r a t i n g  t h a t  F l i n t  H i l l s  R e s o u r c e s  p r o v i d e s  l e s s  
t h a n  o n e - f i f t h  o f  t h e  g a s o l i n e  u s e d  i n  A l a s k a ,  c o n c u r r e d  w i t h  a n
e a r l i e r  s t a t e m e n t  t h a t  h a d  t h e  r e t a i l  p r i c e  o f  g a s o l i n e  k e p t  u p
w i t h  t h e  p r i c e  o f  c r u d e  o i l ,  g a s o l i n e  p r i c e s  w o u l d  h a v e  b e e n  
c l o s e r  t o  $ 6 / g a l l o n ,  o r  c e r t a i n l y  a  l o t  h i g h e r  t h a n  t h e y  d i d  
g e t .  B e c a u s e  t h e  r e t a i l  p r i c e  o f  g a s o l i n e  d i d  n o t  k e e p  u p  w i t h  
t h e  p r i c e  o f  a  b a r r e l  o f  c r u d e  o i l ,  h e  e x p l a i n e d ,  F l i n t  H i l l s  
R e s o u r c e s  l o s t  m o n e y  d u r i n g  t h e  m a j o r i t y  o f  t h e  l a s t  1 2  m o n t h s .  
F u r t h e r m o r e ,  e v e n  t h o u g h  t h e  p r i c e  o f  c r u d e  o i l  h a s  d r o p p e d  
r e c e n t l y ,  i t  i s  s t i l l  a t  a n  u n p r e c e d e n t e d l y  h i g h  p r i c e ,  a n d  s o  
i n  o r d e r  t o  s t a y  i n  b u s i n e s s ,  F l i n t  H i l l s  R e s o u r c e s  c a n ' t  a f f o r d  
t o  c o n t i n u e  t o  l o s e  m o n e y ,  p a r t i c u l a r l y  g i v e n  t h a t  t h e  c o s t s  o f  
o p e r a t i n g  i t s  r e f i n e r y  a r e  a l s o  u n p r e c e d e n t e d l y  h i g h .  H e  
a s s u r e d  m e m b e r s  t h a t  F l i n t  H i l l s  R e s o u r c e s  w o u l d  b e  p r o v i d i n g ,  
u n d e r  c o n f i d e n t i a l i t y  a g r e e m e n t s ,  p r o p r i e t a r y  i n f o r m a t i o n  t o  t h e  
D O L .

1 1 : 3 6 : 1 5  AM

R E P R E S E N T A T I V E  H O L M E S  p o i n t e d  o u t ,  t h o u g h ,  t h a t  r e t a i l  p r i c e r  o f  
g a s o l i n e  h a v e  a l r e a d y  c o m e  d o w n  e v e r y w h e r e  e l s e  i n  t h e  c o u n t r y ,  
a n d  t h e y  n e v e r  g o t  u p  t o  $ 6 / g a l l o n  i n  t h o s e  l o c a t i o n s  e i t h e r .

M R .  K N U D S O N  m e n t i o n e d  t h a t  o v e r  a  y e a r  a g o ,  h e ' d  p a r t i c i p a t e d  i n  
a n  i n q u i r y  c o n d u c t e d  i n  t h e  s t a t e  o f  W a s h i n g t o n ,  w h e r e i n  
i n v e s t i g a t o r s  w e n t  c o u n t y  b y  c o u n t y ,  l o o k i n g  a t  t h e  v a r i a b i l i t y  
i n  r e t a i l  g a s o l i n e  p r i c e s  w i t h i n  t h e  s t a t e  o f  W a s h i n g t o n ,  a n d
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e v e r y  c o u n t y  h a d  d i f f e r e n t  r e a s o n s  f o r  c h a r g i n g  a  p a r t i c u l a r  
p r i c e ,  a n d  e v e r y  c o u n t y  h a d  f i n i s h e d  p r o d u c t  f r o m  a  v a r i e t y  o f  
d i f f e r e n t  s o u r c e s .  M r .  K n u d s o n  s u r m i s e d  t h a t  M r .  P u l l i a m ,  w h e n  
l o o k i n g  a t  A l a s k a ' s  d a t a ,  w i l l  b e  a b l e  t o  g l e a n  a n s w e r s  f r o m  t h e  
d a t a ,  b u t  h e  d o e s n ' t  h a v e  t h e  a b i l i t y  t o  d o  s o  I n  c o n c l u s i o n ,  
M r .  K n u d s o n  s a i d  i t  s e e m s  l i k e  t h e  m a r k e t  i s  c u r r e n t l y  w o r k i n g  
t h e  w a y  i t  a l w a y s  h a s .

C H A I R  R A M R AS  r e m a r k e d ,  " C e r t a i n l y  n o t  f o r  t h e  b e n e f i t  o f  t h e  
c o n s u m e r s . "  H e  a s k e d  w h a t  p e r c e n t a g e  o f  t h e  s t a t e ' s  m o t o r  f u e l  
n e e d s  i s  b e i n g  s a t i s f i e d  b y  T e s o r o .

M R .  K N U D S O N  s a i d  h e  d o e s n ' t  k n o w ,  a n d ,  e v e n  i f  h e  d i d ,  h e  
w o u l d n ' t  b e  a b l e  t o  d i v u l g e  t h a t  p r o p r i e t a r y  i n f o r m a t i o n  i n  t h i s  
v e n u e .  I n  r e s p o n s e  t o  a  q u e s t i o n ,  h e  s a i d  t h a t  a l t h o u g h  o n e  
m i g h t  b e  a b l e  t o  f i n d  o u t  w h o  i s  p r o d u c i n g  g a s o l i n e  i n  t h e  
s t a t e ,  o n e  w o u l d n ' t  b e  a b l e  t o  f i n d  o u t  w h o  i s  i m p o r t i n g  i t  i n t o  
t h e  s t a t e ,  p a r t i c u l a r l y  g i v e n  t h a t  t h e r e  i s  n o t h i n g  p r e v e n t i n g  
s o m e o n e  f r o m  i m p o r t i n g  g a s o l i n e  t o  a n y  t i d e w a t e r  p o r t  i n  t h e  
s t a t e .

C H A I R  R A M R A S  q u e s t i o n e d  w h a t  w o u l d  o c c u r  i f  a  c o n s t i t u t i o n a l  
a m e n d m e n t  w e r e  i n t r o d u c e d  [ a n d  p a s s e d  b y  t h e  v o t e r s ]  t o  p u t  a  
c a p  o n  h o w  m u c h  c r u d e  o i l  w a s  s o l d  f o r  -  f r o m  t h e  s t a t e ' s  
r o y a l t y  s h a r e  -  t o  [ i n - s t a t e ]  r e f i n e r s  f o r  t h e  p r o d u c t i o n  o f  
g a s o l i n e  a n d  h e a t i n g  o i l  [ f o r  i n - s t a t e  u s e ] .

M R .  K N U D S O N  s a i d  i t  w o u l d  b e  d i f f i c u l t  t o  p r e d i c t  w h a t  t h e  
r e s u l t s  w o u l d  b e  u n t i l  s u c h  a n  a m e n d m e n t  w a s  a c t u a l l y  p a s s e d .

C H A I R  R A MR A S  c o u n t e r e d ,  " W e  c e r t a i n l y  c o u l d n ' t  d o  i t  u n t i l  y o u  
p r e d i c t e d  w h a t  i t  w o u l d  d o . "

R E P R E S E N T A T I V E  C O G H I L L  s u r m i s e d  t h a t  m a r k e t  d y n a m i c s ,  w h e t h e r  
A l a s k a  h a s  t h e  a b i l i t y  t o  s e l l  [ e n o u g h  r o y a l t y  o i l  t o  m e e t  i n ­
s t a t e  d e m a n d s ] ,  a n d  t h e  c o n s t i t u t i o n a l i t y  o f  s u c h  a  c a p  w o u l d  
a l l  h a v e  t o  b e  c o n s i d e r e d .

1 1  : 4  2 : 1 2  AM

C H A I R  R A M RA S  a s k e d  a t  w h a t  p o i n t  w i l l  t h e  s t a t e  i t s e l f  h a v e  t o  
b u y  o i l  f r o m  t h e  p r o d u c e r s  i n  o r d e r  t o  m e e t  i t s  c o n t r a c t u a l  
o b i i g a t  i o n s .

M R .  C O O K  p o i n t e d  o u t  t h a t  F l i n t  H i l l s  R e s o u r c e s  i s  o n l y  a l l o w e d  
t o  h a v e  8 5  p e r c e n t  o f  w h a t  i t  b u y s  b e  r o y a l t y  o i l ,  w i t h  n o  m o r e  
t h a n  9 5  p e r c e n t  o f  t h a t  c o m i n g  f r o m  a n y  g i v e n  f i e l d .  T o d a y ,
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w i t h  t h e  r e d u c t i o n  i n  t h e  T r a n s - A l a s k a  P i p e l i n e  S y s t e m  ( T A P S ) , 
a n d  t h e  a f o r e m e n t i o n e d  r e s t r i c t i o n s ,  i f  F l i n t  H i l l s  R e s o u r c e s  
w e r e  t o  d e m a n d  t h e  m a x i m u m  a m o u n t  o f  r o y a l t y  o i l  i t  c o u l d ,  t h e  
s t a t e  w o u l d  b e  h a r d  p r e s s e d  t o  m e e t  t h a t  d e m a n d ;  F l i n t  H i l l s  
R e s o u r c e s  i s  t a k i n g  f a r  l e s s  t h a n  i t s  m a x i m u m  a l l o w a b l e  a m o u n t  
o f  7 7 , 0 0 0  b a r r e l s  p e r  d a y .

M R .  C H A P A D O S ,  i n  r e s p o n s e  t o  a  q u e s t i o n ,  s a i d  t h a t  P e t r o  S t a r  
g e t s  i t s  c r u d e  o i l  s u p p l y  f r o m  o n e  o f  t h e  m a j o r  p r o d u c e r s .

M R .  C O O K ,  i n  r e s p o n s e  t o  a  q u e s t i o n ,  s a i d  t h a t  F l i n t  H i l l s  
R e s o u r c e s  t a k e s  i n  a s  m u c h  r o y a l t y  o i l  a s  i t  h a s  p r o d u c t  d e m a n d  
t o  s e l l ,  a n d ,  b e c a u s e  o f  t h e  a f o r e m e n t i o n e d  f e d e r a l  
r e s t r i c t i o n s ,  i s  a t  m a x i m u m  c a p a c i t y  w i t h  r e g a r d  t o  g a s o l i n e  
[ p r o d u c t i o n ] .

M R .  K N U D S O N  s a i d  t h e  p r o d u c t i o n  r a t e  [ a t  h i s  c o m p a n y ]  i s  g e a r e d  
t o  m e e t  m a r k e t  d e m a n d ,  a n d  s o  [ h i s  c o m p a n y ]  d o e s n ' t  w a n t  t o  m a k e  
2 5  p e r c e n t  m o r e ,  f o r  e x a m p l e ,  t h a n  t h e r e  i s  d e m a n d  f o r ,  o n e ,  
b e c a u s e  t h e r e  i s n ' t  a n y  p l a c e  t o  s t o r e  i t  a n d ,  t w o ,  t h a t ' s  j u s t  
n o t  g o o d  b u s i n e s s .  F u r t h e r m o r e ,  p r o d u c t i o n  [ d e m a n d ]  c h a n g e s
d a i l y  a n d  m o n t h l y .

1 ] : 4 5 : 1 1  AM

M R .  C H A P A D O S  s a i d  t h a t  P e t r o  S t a r ' s  V a l d e z  r e f i n e r y  r u n s  v e r y  
n e a r  c a p a c i t y ,  a n d  i s  d o i n g  s o m e  e x p a n s i o n  i n  o r d e r  t o  b e  a b l e  
t o  p r o c e s s  m o r e  c r u d e  o i l .  T h e  N o r t h  P o l e  r e f i n e r y ,  b e c a u s e  o f  
t h e  a f o r e m e n t i o n e d  f e d e r a l  r e s t r i c t i o n ,  d o e s n ' t  r u n  a t  c a p a c i t y  
a t  a l l  t i m e s .  P e t r o  S t a r  i s  h a v i n g  t o  a n t i c i p a t e  w h a t  i t s  
v o l u m e s  o f  h i g h - s u l f u r  d i e s e l  a n d  h e a t i n g  o i l  p r o d u c t s  w i l l  b e ,  
a n d  s o  m a y  h a v e  t o  e i t h e r  f o r e g o  s o m e  s a l e s  o r  t r a n s p o r t  p r o d u c t  
d o w n  t o  A n c h o r a g e .  " T h a t  h a s  c u t  i n t o  o u r  c r u d e  o i l  r u n s  a t
t h a t  N o r t h  P o l e  . . .  [ r e f i n e r y ] , "  h e  a d d e d .

M R .  K N U D S O N ,  i n  r e s p o n s e  t o  q u e s t i o n s ,  r e i t e r a t e d  t h a t  T e s o r o ' s  
K e n a i  r e f i n e r y  n e v e r  r u n s  a t  m a x i m u m  c a p a c i t y ,  b u t  a l s o  d o e s n ' t  
w a n t  t o  h a v e  i d l e  e q u i p m e n t ,  b e c a u s e  a  l o t  o f  p l a n t s  d o n ' t  r u n  
w e l l  w h e n  o p e r a t i n g  u n d e r  c a p a c i t y .  H e  i n d i c a t e d  t h a t  d e t a i l s
w i t h  r e g a r d  t o  T e s o r o ' s  o u t p u t  r a t e s  w i l l  b e  p r o v i d e d  t o  M r .
S n i f f e n  u n d e r  c o n f i d e n t i a l i t y  a g r e e m e n t s .  I n  r e s p o n s e  t o  a  
f u r t h e r  q u e s t i o n ,  h e  s a i d  h e  d o e s n ' t  k n o w  h o w  T e s o r o ' s  a v e r a g e  
r e f i n e r i e s  c o m p a r e  w i t h  o t h e r  r e f i n e r i e s  i n  t h e  U . S .  w i t h  r e g a r d  
t o  u n i t  c o s t s .

R E P R E S E N T A T I V E  H A W K E R  o p i n e d  t h a t  s u c h  i n f o r m a t i o n  i s  r e l e v a n t .  
H e  i n d i c a t e d  t h a t  h e  i s  q u e s t i o n i n g  w h e t h e r  s o m e  o f  A l a s k a ' s
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c o s t s  a r e  d r i v e n  b y  a  u n i t  c o s t  d i f f e r e n t i a l  i n h e r e n t  i n  s m a l l e r  
r e f i n e r i e s .  H e  a s k e d  w h e t h e r  T e s o r o ' s  u n i t  c o s t s  a r e  c o n s i s t e n t  
a t  a l l  i t s  r e f i n e r i e s .

M R .  K U U D S O N  s a i d  h e  w o u l d  r e s e a r c h  t h a t  i s s u e  f u r t h e r .

R E P R E S E N T A T I V E  H A W K E R  -  r e f e r r i n g  t o  t h e  a f o r e m e n t i o n e d  c h a r t  
w h i c h  i l l u s t r a t e s  a v e r a g e  g a s o l i n e  p r i c e s ,  g a s o l i n e  p r i c e s  a  
m o n t h  a g o ,  a n d  g a s o l i n e  p r i c e s  a  y e a r  a g o ,  i n  A l a s k a ,  I d a h o  
M o n t a n a ,  N o r t h  D a k o t a ,  S o u t h  D a k o t a ,  W a s h i n g t o n ,  a n d  t h e  U . S .  a s  
a  w h o l e  -  p o i n t e d  o u t  t h a t  a  y e a r  a g o ,  t h e  p r i c e  o f  r e g u l a r  
g a s o l i n e  l e s s  t a x e s  i n  A l a s k a  w a s  a b o u t  t h e  s a m e  a s  i t  w a s  i n  
N o r t h  D a k o t a ,  w h e r e  T e s o r o  o w n s  t h e  o n l y  r e f i n e r y ,  w h e r e a s  a  
m o n t h  a g o ,  t h e  p r i c e  o f  r e g u l a r  g a s o l i n e  l e s s  t a x e s  i n  A l a s k a  
w a s  a b o u t  a  d o l l a r  m o r e  t h a n  i *■ w a s  i n  N o r t h  D a k o t a .

1 1  : 5 0 : 4 7  AM

M R .  K N U D S O N  s a i d  h e  d o e s n ' t  k n o w  w h y  t h a t  i s .

C H A I R  R AM R AS  n o t e d  t h a t  w i t h  t h e  r e c e n t  d e c r e a s e  i n  t h e  p r i c e  o f  
a  b a r r e l  o f  o i l ,  t h e  r e t a i l  p r i c e  o f  h e a t i n g  o i l  h a s  d r o p p e d  i n  
h i s  a r e a ,  b u t ,  a g a i n ,  a  s i m i l a r  d e c r e a s e  i n  t h e  p r i c e  o f  
g a s o l i n e  h a s  n o t  o c c u r r e d .  H e  q u e s t i o n e d  w h a t  t h e  d i f f e r e n c e  i s  
b e t w e e n  t h o s e  t w o  t y p e s  o f  f u e l  t h a t  w o u l d  a c c o u n t  f o r  s u c h  a  
d i s c r e p a n c y .

M R .  K N U D S O N  r e l a y e d  t h a t  h e a t i n g  o i l  i s  a  h i g h - s u l f u r  p r o d u c t  
w h e r e a s  h i g h w a y  f u e l  i s  a n  u l t r a - l o w - s u l f u r  p r o d u c t ,  s o  t h e y  a r e  
r e a l l y  t w o  d i f f e r e n t  p r o d u c t s  t h e s e  d a y s .

C H A I R  R A M R AS  c l a r i f i e d  t h a t  h i s  p o i n t  i s  t h a t  m a r k e t  f o r c e s  
a p p e a r  t o  h a v e  a f f e c t e d  t h e  p r i c e  o f  h e a t i n g  f u e l  b u t  d o n ' t  
a p p e a r  t o  h a v e  a f f e c t e d  t h e  p r i c e  o f  g a s o l i n e .

R E P R E S E N T A T I V E  C O G H I L L  a s k e d  h o w ,  i f  c o m p a n i e s  s p e n t  t h e  c a p i t a l  
t o  u p g r a d e  t h e i r  r e f i n e r i e s  s o  a s  t o  b e  a b l e  t o  p r o d u c e  u l t r a -  
l o w - s u l f u r  f u e l ,  t h a t  c o s t  w o u l d  b e  p a s s e d  o n  t o  t h e  c o n s u m e r s .

M R .  K N U D S O N  s a i d  h e  c o u l d n ' t  a n s w e r  t h a t  q u e s t i o n  a c c u r a t e l y  
t o d a y ,  b u t  s u r m i s e d  t h a t  M r .  S n i f f e n  w o u l d  b e  i n v e s t i g a t i n g  t h a t  
i s s u e  i n  t h e  n e a r  f u t u r e .  H e  r e m a r k e d ,  h o w e v e r ,  t h a t  j u s t  
b e c a u s e  h i s  c o m p a n y  m a k e s  a  c a p i t a l  i n v e s t m e n t ,  t h a t  d o e s n ' t  
m e a n  t h a t  i t  w i l l  b e  a b l e  t o  j u s t  r a i s e  t h e  p r i c e  o f  f u e l  i n  
o r d e r  t o  r e c a p t u r e  t h a t  i n v e s t m e n t  -  t h e r e  i s  n o  c o n n e c t i o n  
b e t w e e n  t h e  t w o .  I n  r e s p o n s e  t o  c o m m e n t s ,  h e  i n d i c a t e d  t h a t  h e  
w o u l d n ' t  b e  a b l e  t o  s a y  w h e t h e r  T e s o r o  C o r p o r a t i o n  t r i e s  t o
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r e c o u p  c o s t s  i n c u r r e d  a t  i t s  r e f i n e r i e s  i n  c o m p e t i t i v e  a r e a s  o f  
t h e  n a t i o n  t h r o u g h  i t s  p r i c e s  i n  A l a s k a ,  w h e r e  c o m p e t i t i o n  i s  
n o t  s o  s t i f f .

R E P R E S E N T A T I V E  G R U E N B E R G  o f f e r e d  h i s  u n d e r s t a n d i n g  t h a t  s o m e  
o t h e r  s t a t e s  h a v e  a u t h o r i z e d  -  a n d  p r o v i d e d  f u n d i n g  f o r  -  t h e i r  
a t t o r n e y s  g e n e r a l  t o  i n v e s t i g a t e  t h e s e  t y p e s  o f  i s s u e s ,  a n d  
o p i n e d  t h a t  t h e  l e g i s l a t u r e  w o u l d  b e  w e l l  a d v i s e d  t o  t r y  a n d  g e t  
a  h a n d l e  o n  w h a t  t h e  c a u s e s  [ o f  c o n t i n u e d  h i g h  r e t a i l  f u e l  
p r i c e s ]  a r e  i n  A l a s k a ,  a n d  i n v e s t i g a t e  w h e t h e r  a n y t h i n g  c a n  b e  
d o n e  t o  h e l p  k e e p  c o s t s  d o w n .  H e  r e m a r k e d  t h a t  i f  t h e y  c o u l d  
f i g u r e  o u t  w h y  [ i n  M a r c h  2 0 0 7 ]  g a s o l i n e  p r i c e s  i n  A n c h o r a g e  w e r e  
t h e  l o w e s t  i n  t h e  n a t i o n ,  i t  c o u l d  p e r h a p s  p r o v i d e  s o m e  c l u e s  a s  
t o  h o w  t o  m a k e  i t  h a p p e n  a g a i n .

1 1 : 5 9 : 0 0  AM

M R .  K N U D S O N  s u g g e s t e d  t h a t  p e r h a p s  s o m e  I n t e r n e t  s i t e s  c o u l d  
p r o v i d e  s o m e  p r i c i n g  d a t a  f r o m  t h a t  t i m e .  H e  r e m a r k e d  t h a t  
a l t h o u g h  p r i c e s  i n  t h e  L o w e r  4 8  t e n d  t o  g o  u p  a n d  d o w n  m u c h  m o r e  
s h a r p l y  t h a n  t h e y  d o  i n  A l a s k a ,  " t h e y  a l w a y s  i n t e r s e c t  o v e r  t h e  
l o n g  t e r m  -  a l w a y s . "

R E P R E S E N T A T I V E  G R U E N B E R G  a s k e d  w h e t h e r  p r i c i n g  i s  e n t i r e l y  
r a n d o m .

M R .  K N U D S O N  o f f e r e d  h i s  b e l i e f  t h a t  t o  a  v e r y  g r e a t  e x t e n t ,  
p r i c i n g  i s  b a s e d  o n  l o c a l  m a r k e t  c o n d i t i o n s ,  s u c h  a s  t h e  n u m b e r  
o f  r e t a i l  s i t e s ,  w h o l e s a l e r s ,  t r u c k s ,  p i p e l i n e s ,  a n d  r e f i n e r i e s  
t h e r e  a r e  i n  a  p a r t i c u l a r  l o c a l .  I n  r e s p o n s e  t o  a  q u e s t i o n ,  h e  
s u r m i s e d  t h a t  a t t e m p t i n g  t o  e x p l a i n  w h a t  t h e  r e t a i l  p r i c e  o f  
g a s o l i n e  w i l l  b e  i s  t h e  s a m e  a s  a t t e m p t i n g  t o  p r e d i c t  v / h a t  t h e  
p r i c e  o f  a  b a r r e l  o f  o i l  w i l l  b e .  T h e y  a r e  b o t h  a  c o m m o d i t y  a n d  
t h e r e f o r e  s u b j e c t  t o  a l l  k i n d s  o f  m a r k e t  i n f l u e n c e s  a n d  f a c t o r s  
o n l y  s o m e  o f  w h i c h  c a n  b e  c h a r t e d ,  s t u d i e d ,  e s t i m a t e d ,  a n d  
p r o j e c t e d  o v e r  t h e  y e a r s .

R E P R E S E N T A T I V E  G R U E N B E R G  s u g g e s t e d  t h a t  e v e n  a  l i t t l e  b i t  m o r e  
i n f o r m a t i o n  w o u l d  b e  h e l p f u l  i n  a t t e m p t i n g  t o  s o l v e  t h e  p r o b l e m .

M R .  K N U D S O N  p r e d i c t e d  t h a t  w h e n  t h e  D O L 1 s  i n v e s t i g a t i o n  i s  
c o n c l u d e d ,  i t  w i l l  s h o w  t h a t  t h e r e  i s n ' t  r e a l l y  a  p r o b l e m ;  
c o n s u m e r s  m a y  n o t  l i k e  t h e  p r i c e ,  b u t  t h e  m a r k e t  i s  p e r f o r m i n g  
a s  i t  s h o u l d .  H e  t h e n  r e f e r r e d  t o  t h e  a f o r e m e n t i o n e d  W a s h i n g t o n  
i n v e s t i g a t i o n ,  a n d  n o t e d  t h a t  a l t h o u g h  a n  u n b e l i e v a b l e  a m o u n t  o f  
d a t a  w a s  a n a l y z e d ,  t h e  c o n c l u s i o n  w a s  t h a t  t h e  m a r k e t s  w e r e
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o p e r a t i n g  a s  e x p e c t e d ,  r e g a r d l e s s  t h a t  t h e y  w e r e n ' t  p r e d i c t a b l e  
o r  u n d e r s t a n d a b l e  a t  e v e r y  p o i n t  i n  t i m e .

R E P R E S E N T A T I V E  R O S E S  r e l a y e d  t h a t  b a c k  w h e n  h e  w a s  a  g a s  s t a t i o n  
o w n e r ,  t h e  p r i c e s  w e r e  s o  v o l a t i l e  t h a t  a  g r o u p  o f  s e r v i c e  
s t a t i o n  o w n e r s  i n  A n c h o r a g e  d e c i d e d  t o  f o r m  a  g a s o l i n e  r e t a i l e r s  
a s s o c i a t i o n .  T h a t  g r o u p  w o u l d  m e e t  t o  t a l k  a b o u t  w h a t  w a s  
o c c u r r i n g  i n  t h e  m a r k e t ,  b u t  d i d n ' t  d i s c u s s  p r i c e  f i x i n g .  
R e p r e s e n t a t i v e  R o s e s  s a i d  h e  w e n t  t o  o n e  m e e t i n g ,  a n d  w h e n  h e  
w a s  a s k e d  a t  t h a t  m e e t i n g  h o w  h e  d e t e r m i n e d  w h a t  p r i c e  t o  
c h a r g e ,  h e  s a i d  h e  s i m p l y  l o o k e d  t o  s e e  w h a t  h i s  n e a r b y  
c o m p e t i t i o n  w a s  c h a r g i n g ,  a n d  w h e n  a s k e d  w h a t  h e  d i d  a b o u t  h i s  
s i g n s ,  h e  s a i d  h e  s t o p p e d  d i s p l a y i n g  p r i c e s  b e c a u s e  h e  w a s  t i r e d  
o f  h a v i n g  t o  c h a n g e  h i s  s i g n s  s e v e r a l  t i m e s  a  d a y .  H e  i n d i c a t e d  
t h a t  h i s  r e f u s a l  t o  p o s t  p r i c e s  w a s  c o n s i d e r e d  t o  b e  p r i c e  
f i x i n g .  T h o s e  o f  t h a t  g r o u p  w h o  w e r e  s u c c e s s f u l l y  p r o s e c u t e d  
w e r e  r e q u i r e d  t o  l o w e r  t h e i r  g a s o l i n e  p r i c e s  f o r  t h e  n e x t  s i x  
m o n t h s .  R e p r e s e n t a t i v e  R o s e s  s a i d  t h a t  d u r i n g  t h a t  t i m e ,  w h e n  
h e  w a s  c o m p e t i n g  w i t h  t h o s e  s t a t i o n s  t h a t  h a d  h a d  t o  l o w e r  t h e i r  
p r i c e s ,  h e  w a s  s e l l i n g  h i s  g a s  f o r  $ . 0 4 / g a l l o n  l e s s  t h a n  h e  p a i d  
f o r  i t .

T h e  c o m m i t t e e  t o o k  a  r e c e s s  f r o m  1 2 : 0 7  p . m .  t o  1 : 5 9  p . m .

C H A I R  R A M R AS  -  a f t e r  s t a t i n g  t h e  c o m m i t t e e ' s  g o a l  a n d  r e c a p p i n g  
w h a t  t r a n s p i r e d  e a r l i e r  i n  t h e  m e e t i n g  f o r  t h e  r e p r e s e n t a t i v e s  
f r o m  S a f e w a y ,  I n c .  -  a s k e d  w h o  p r o v i d e s  S a f e w a y  s t o r e s  i n  A l a s k a  
w i t h  g a s o l i n e  p r o d u c t s ;  i n  o t h e r  w o r d s ,  w h i c h  r e f i n e r  d o  t h o s e  
p r o d u c t s  c o m e  f r o m  a n d  w h a t  d i s t r i b u t i o n  s o u r c e  d o e s  S a f e w a y  
u s e .

2  : 0 4  : 3 7  P M

R A Y  W E S T ,  S e n i o r  C o r p o r a t e  C o u n s e l ,  S a f e w a y ,  I n c . ,  s a i d  t h a t  
s o m e  o f  t h e  c o m p a n y ' s  g a s o l i n e  p r o d u c t s  c o m e  f r o m  o u t  o f  s t a t e ,  
a n d  o f f e r e d  t o  r e s e a r c h  t h a t  i s s u e  f u r t h e r .

2 : 0 5 : 0 5  PM

G L E N D A  WOOD ,  D i r e c t o r ,  P r i c i n g  a n d  P r o m o t i o n ,  S a f e w a y ,  I n c . ,  
r e l a y e d  t h a t  i n  A l a s k a ,  S a f e w a y  g e t s  m o s t  o f  i t s  g a s o l i n e  f r o m  
e i t h e r  F l i n t  H i l l s  R e s o u r c e s  o r  [ T e s o r o  A l a s k a  C o m p a n y ] .

2 : 0 5 : 2 3  PM

J O E  G U L L E Y ,  M a n a g e r ,  D e n a l i  D i s t r i c t ,  S a f e w a y ,  I n c . ,  a d d e d  t h a t  
b e c a u s e  o f  l o g i s t i c s ,  g a s o l i n e  f o r  t h e  S a f e w a y  s t o r e s  i n
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S o u t h e a s t  A l a s k a  -  J u n e a u  a n d  K e t c h i k a n  -  c o m e s  t h r o u g h  t h e
S e a t t l e  d i s t r i b u t i o n  l i n k .

M S .  WOOD r e l a y e d  a l s o  t h a t  i n  S o u t h w e s t  A l a s k a ,  S a f e w a y  s t o r e s  
g e t  t h e i r  g a s o l i n e  t h r o u g h  a  c o u p l e  o f  d i f f e r e n t  b r o k e r s  i n  
A l a s k a .

M R .  G U L L E Y ,  i n  r e s p o n s e  t o  a  q u e s t i o n ,  l i s t e d  t h e  S a f e w a y  s t o r e s  
i n  A l a s k a .

M S .  WOOD ,  i n  r e s p o n s e  t o  q u e s t i o n s ,  s a i d  t h a t  S a f e w a y  a l s o
o p e r a t e s  g a s o l i n e  s t a t i o n s  i n  W a s h i n g t o n ,  O r e g o n ,  C a l i f o r n i a ,  
C o l o r a d o ,  A r i z o n a ,  T e x a s ,  I l l i n o i s ,  o n  t h e  E a s t  C o a s t ,  a n d  i n  
C a n a d a ;  t h a t  i n  g e n e r a l ,  t h e  p e r c e n t a g e  t h a t  S a f e w a y ' s  r e t a i l  
g a s o l i n e  p r i c e s  r i s e  o r  f a l l  i s  s i m i l a r  i n  a l l  o f  i t s  r e t a i l  
m a r k e t s ;  t h a t  i n  t h e  l a s t  f i v e  y e a r s ,  m a r k e t  v o l a t i l i t y  h a s
i n c r e a s e d ,  a n d  t h u s  S a f e w a y  h a s  h a d  d i f f i c u l t y  i n  a l l  o f  i t s  
m a r k e t s  d e a l i n g  w i t h  h i g h  c o s t s  w h i l e  s t i l l  p r i c i n g  i t s  g a s o l i n e  
c o m p e t i t i v e l y ;  a n d  t h a t  S a f e w a y  p r i c e s  i t s  g a s o l i n e  a s  a  w h o l e  
a n d  d o e s n ' t  d i f f e r e n t i a t e  p r i c e  a c c o r d i n g  t o  w h i c h  s t a t e  t h e  
g a s o l i n e  w i l l  b e  s o l d  i n  -  b u t  t h e  c o m p a n y  h a s  s e e n  t h e  r a p i d
c o s t  i n c r e a s e s  a l o n g  w i t h  t h e  n o t - s o - r a p i d  c o s t  d e c r e a s e s  a t  a l l  
o f  i t s  s t a t i o n s .

2 : 1 3 : 4 7  PM

C H A I R  R A M R A S ,  i n  r e s p o n s e  t o  a  q u e s t i o n ,  r e l a y e d  t h a t  f o r  i t s  
c h a r t  t h a t  i l l u s t r a t e s  a v e r a g e  g a s o l i n e  p r i c e s ,  g a s o l i n e  p r i c e s  
a  m o n t h  a g o ,  a n d  g a s o l i n e  p r i c e s  a  y e a r  a g o ,  i n  A l a s k a ,  I d a h o ,  
M o n t a n a ,  N o r t h  D a k o t a ,  S o u t h  D a k o t a ,  W a s h i n g t o n ,  a n d  t h e  U . S .  a s  
a  w h o l e ,  t h e  c o m m i t t e e  u s e d  i n f o r m a t i o n  f r o m  th<_- A m e r i c a n  
A u t o m o b i l e  A s s o c i a t i o n  ( A A A )  w e b  s i t e .  T h a t  c h a r t  i l l u s t r a t e s  
q u i t e  a  d i f f e r e n c e  i n  p r i c i n g  i n  A l a s k a  c o m p a r e d  t o  o t h e r  s t a t e s  
i n  t h e  ( P a c i f i c  N o r t h w e s t ] .

M R .  W E S T  q u e s t i o n e d  w h e t h e r  t h e  r e c e n t  t r o u b l e s  a t  t h e  F l i n t  
H i l l s  R e s o u r c e s  r e f i n e r y  m i g h t  h a v e  h a d  a n  i m p a c t  o n  A l a s k a ' s  
p r i c e s .

C H A I R  R A MR AS  s a i d  t h e  c o m m i t t e e  i s  s p e c i f i c a l l y  i n t e r e s t e d  i n  
t h e  a p p a r e n t  l a g  i n  w h i c h  p r i c e s  i n  A l a s k a  c o m p a r e d  t o  p r i c e s  
e l s e w h e r e  i n  t h e  c o u n t r y  -  a r e  d r o p p i n g  b a c k  d o w n  t o  s o m e t h i n g  
c o n s i d e r e d  n o r m a l .  H e  a s k e d  f o r  i n f o r m a t i o n  a b o u t  S a f e w a y ' s  
" p r i c i n g  p o w e r . "
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M R .  W E S T  s a i d  h e  i s  n o t  s u r e  t h a t  S a f e w a y  c o n s i d e r s  i t s e l f  t o  
h a v e  m u c h  p r i c i n g  p o w e r ;  i n s t e a d ,  g e n e r a l l y ,  S a f e w a y  s i m p l y  
s u r v e y s  i t s  c o m p e t i t o r s  t o  d e t e r m i n e  h o w  t o  p r i c e  i t s  p r o d u c t .

M S .  WOOD a d d e d  t h a t  S a f e w a y  a l s o  f a c t o r s  i n  t h e  s u b s t a n t i a l l y  
h i g h e r  w h o l e s a l e  c o s t s  i n  A l a s k a .  I n  A l a s k a ,  S a f e w a y  p u r c h a s e s  
p r o d u c t  f r o m  i n d e p e n d e n t  r e f i n e r s  w h o  i n  t u r n  h a v e  h a d  t o  b u y  
p r o d u c t  f r o m  t h e  s e c o n d a r y  m a r k e t ;  S a f e w a y  b u y s  i t s  p r o d u c t  a t  
t h e  b e s t  p o s s i b l e  p r i c e s  f r o m  t h e  i n d e p e n d e n t  r e f i n e r s  -  t h o u g h  
t h o s e  p r i c e s  a r e  h i g h e r  i n  A l a s k a  t h a n  t h e y  a r e  i n  o t h e r  s t a t e s  
-  a n d  t h e n  p r i c e s  i t s  r e t a i l  p r o d u c t  a c c o r d i n g l y .  I n  r e s p o n s e  
t o  a  q u e s t i o n ,  s h e  p r o f f e r e d  t h a t  w h o l e s a l e  p r i c e s  i n  A l a s k a  a r e  
h i g h e r  b e c a u s e  o f  t h e  s t a t e ' s  l i m i t e d  r e f i n i n g  c a p a c i t y .  T h e  
f e w  r e f i n e r s  t h e r e  a r e  i n  A l a s k a  a r e  s m a l l  a n d  h a v e  t o  b u y  t h e i r  
r a w  c r u d e  f r o m  o n e  o f  t h e  m a j o r  c o m p a n i e s  a n d  t h e n  m a r k  u p  t h e i r  
p r i c e s  a c c o r d i n g l y .  S a f e w a y  b u y s  r e f i n e d  p r o d u c t s  a t  c o n t r a c t e d  
r a t e s ,  b u t  m u s t  t h e n  t r a n s p o r t  t h o s e  p r o d u c t s  t o  i t s  r e t a i l  
s i t e s ,  t h u s  i n c u r r i n g  t r a n s p o r t a t i o n  c o s t s .  A n d  w h e n  S a f e w a y  
h a s  t o  i m p o r t  i t s  g a s o l i n e  f r o m  o u t  o f  s t a t e ,  S a f e w a y ' s  r e t a i l  
p r i c e s  r e f l e c t s  t h o s e  h i g h e r  t r a n s p o r t a t i o n  c o s t s .  M o s t  o f  t h e  
g a s o l i n e  u s e d  i n  A l a s k a  i s  n o t  r e f i n e d  i n  A l a s k a ,  s h e  n o t e d .

M R .  W E S T ,  i n  r e s p o n s e  t o  a  c o m m e n t ,  r e i t e r a t e d  t h a t  f o r  i t s  
K e t c h i k a n  a n d  J u n e a u  s t o r e s ,  S a f e w a y  t r a n s p o r t s  g a s o l i n e  u p  f r o m  
W a s h i n g t o n .  H e  r e m a r k e d  t h a t  i n  A l a s k a ,  t h e r e  i s n ' t  a  l o t  o f  
c o m p e t i t i o n  a m o n g  r e f i n e r s ,  a n d  t h a t  t h o s e  r e f i n e r s ,  j u s t  l i k e  
r e f i n e r s  e v e r y w h e r e  e l s e ,  a r e  s u b j e c t  t o  t h e  " s p o t  c r u d e  o i l  
m a r k e t s . "

R E P R E S E N T A T I V E  G R U E N B E R G  s a i d  t h a t  i f  i t  w e r e  t r u e  t h a t  t h e  
t r a n s p o r t a t i o n  c o s t s  o f  S a f e w a y ' s  g a s o l i n e  p r o d u c t s  a r e  w h a t  
r e s u l t s  i n  h i g h e r  r e t a i l  p r i c e s ,  t h e n  t h o s e  s a m e  t r a n s p o r t a t i o n  
c o s t s  s h o u l d  a l s o  b e  a f f e c t i n g  t h e  p r i c e s  o f  S a f e w a y ' s  o t h e r  
p r o d u c t s ,  b u t  t h a t  d o e s n ' t  s e e m  t o  b e  t h e  c a s e  - t h e  p r i c e  o f  
S a f e w a y ' s  g a s o l i n e  i s  h i g h e r ,  p r o p o r t i o n a l l y ,  t h a n  t h e  p r i c e  o f  
i t s  o t h e r  p r o d u c t s .

M R .  W E S T  o f f e r e d  h i s  b e l i e f  t h a t  m o s t  p r o d u c t s  t h a t  S a f e w a y  
c a n n o t  s o u r c e  i n  A l a s k a  d o  i n c l u d e  a  p r e m i u m  f o r  t r a n s p o r t a t i o n ,  
t h o u g h  h e  i s  n o t  s u r e  h o w  b i g  t h a t  p r e m i u m  i s  o r  h o w  i t  c o m p a r e s  
t o  [ t h e  o n e  a s s o c i a t e d  w i t h  S a f e w a y ' s  r e t a i l  g a s o l i n e ] ,  
p a r t i c u l a r l y  g i v e n  t h a t  g a s o l i n e  m u s t  b e  s h i p p e d  d i f f e r e n t l y  d u e  
t o  r e g u l a t o r y  r e q u i r e m e n t s  a n d  o t h e r  i s s u e s .
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