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D E P A R T M E N T  O F  C O M M E R C E  &  
E C O N O M I C  D E V E L O P M E N T

DIV IS ION  OF  INSURANCE

March 23, 1987

BILL SHEFFIELD, GOVERNOR

P. 0 . BOX D
JUNEAU , ALASKA 99811-0800  
PH O N E : (9 0 7 ) 465-2515

Honorable Adelheid Herrmann 
Alaska House of Representatives 
P. 0. Box V 
Juneau, AK 99811

Dear Representative Herrmann:

Re: House Bil1 14 9 /Insurance for Oil Terminals

This is in response to the inquiry of your aide, Rena, of March 20.

At the present time the Division of Insurance is talking with a Lloyds of 
London broker to explore the following options.

How much would it cost to the fuel deliverer to buy a wharfman's policy 
that would insure his activity in fueling up an on-land storage unit. By 
transferring this liability to the fuel deliverer, it would lessen the 
liability of the utility. Presently a typical Lloyds policy excludes 
this activity for the fuel deliverer. The Lloyds of London broker is 
presently exploring the possibility of how much it would cost to take out 
this exclusion and make it a part of the policy.

The second option the Lloyds of London broker is exploring is how much 
would it cost to have the same policy that is in force right now for 
those fuel tanks in Ushigak and Naknek on Lloyds of London paper.
I should know by Wednesday, March 25.

The broker is also evaluating the cost impact of a wharfsman's policy on 
a polici/ presently in force.

(
Sincerely,

CU/v10787V 
032387b

Christian Ulmann 
Insurance Market Analyst 
Commercial Lines

08-H11LH



NUSHAGAK E L E C T R I C  C O O P E R A T IV E ,  I N C .  
P .  O .  B o x  3 5 0  

D i l l i n g h a m ,  A l a s k a  9 9 5 7 6  
P h o n e :  8 4 E - 5 E 5 1

My n a m e  i s  J e r i  N e l s o n .  I ' m  o f f i c e  m a n a g e r  f o r  N u s h a g a k  E l e c t r i c  
C o o p e r a t i v e ,  I n c .  i n  D i l l i n g h a m ,  A l a s k a .  I ' m  h e r e  t o  s p e a k  i n  
s u p p o r t  o f  HB 1 4 9 ,  e x e m p t i n g  e l e c t r i c  c o o p e r a t i v e s  o p e r a t i n g  o i l  
t e r m i n a l  f a c i l i t i e s  f r o m  c o m p l i a n c e  w i t h  A l a s k a  S t a t u t e  4 6 . 0 4 . 0 4 0 .

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

□f t h e  s e v e n  e l e c t e d  m e m b e r s  o f  o u r  B o a r d  o f  D i r e c t o r s ,  o n l y  t h r e e  
a r e  n o t  d i r e c t l y  i n v o l v e d  i n  t h e  f i s h e r i e s  a s  c o m m e r c i a l  
f i s h e r m e n .

My h u s b a n d  a n d  I  c a m e  t o  D i l l i n g h a m  E 5  y e a r s  a g o  s o  h e  c o u l d  
a c c e p t  e m p l o y m e n t  a s  A r e a  M a n a g e m e n t  B i o l o g i s t  f o r  t h e  A l a s k a  
D e p t ,  o f  F i s h  & Game  i n  B r i s t o l  B a y .  E v e r y  r e s i d e n t  i n  D i l l i n g h a m  
i s  t h e r e ,  i n  o n e  w a y  o r  a n o t h e r ,  b e c a u s e  o f  t h e  f i s h e r i e s .

I  t e l l  y o u  t h e s e  t h i n g s  s o  y o u  w i l l  r e c o g n i z e  t h a t  t h e  c l e a n l i n e s s  
o f  o u r  n a t u r a l  e n v i r o n m e n t  a n d  t h e  w a t e r s  o f  B r i s t o l  B a y  i s  o f  
v i t a l  i m p o r t a n c e  t o  e v e r y  m e m b e r  o f  o u r  C o o p e r a t i v e .  H a b i t a t  
p r o t e c t i o n  i s  t h e  n u m b e r  o n e  p r i o r i t y  i n  m a i n t a i n i n g  t h e  f i s h e r i e s  
r e s o u r c e s .

A s  y o u  k n o w ,  A l a s k a  S t a t u t e  4 6 . 0 4 . 0 4 0  r e q u i r e s  c o o p e r a t i v e s  
o p e r a t i n g  f u e l  s t o r a g e  t a n k s  i n  e x c e s s  o f  1 0 , 0 0 0  b a r r e l s  ( 4 E 0 , 0 0 0  
g a l l o n s )  t o  s u b m i t  p r o o f  o f  f i n a n c i a l  r e s p o n s i b i l i t y  f o r  o i l  s p i l l  
c l e a n - u p  i n  t h e  a m o u n t  $ 1 , 0 0 0 , 0 0 0  i n  o r d e r  t o  s t o r e  o r  o f f - l o a d  
f u e l .

N u s h a g a k  E l e c t r i c  C o o p e r a t i v e ,  I n c . ,  f a l l s  u n d e r  t h e  p r o v i s i o n s  o f
t h i s  s t a t u t e  b e c a u s e  o f  a c t i o n  we t o o k  i n  1 9 8 5  t o  g a i n  s o m e  r e l i e f
f r o m  t h e  s k y - r o c k e t i n g  c o s t  o f  f u e l  b e i n g  s u p p l i e d  t o  u s  b y
CHEVRON ,  t h e  l o c a l  d i s t r i b u t o r .  A t  t h a t  t i m e ,  u s i n g  S t a t e  g r a n t  
m o n i e s ,  we  c o n s t r u c t e d  tw o  5 0 0 , 0 0 0  g a l l o n  f u e l  s t o r a g e  t a n k s  o n  
u t i l i t y  p r o p e r t y  a d j a c e n t  t o  o u r  p o w e r h o u s e .

T o  b r i e f l y  c o m m e n t  o n  t h a t  c o n s t r u c t i o n  a n d  o u r  b u l k  f a c i l i t i e s ,  
t h e  t a n k s  a r e  l o c a t e d  i n  a  d i k e d  e n c l o s u r e  w i t h  5  f t .  s t e e l
r e t a i n i n g  w a l l s .  I n  c o n j u n c t i o n  w i t h  t h e  t a n k  c o n s t r u c t i o n ,  a  6  
i n c h  p i p e l i n e  w a s  b u r i e d  a t  d e p t h s  o f  3  t o  8  f e e t  c o n n e c t i n g  t h e  
t a n k  f a r m  t o  t h e  C i t y  D o c k ,  l o c a t e d  s o m e  3 6 0 0  f e e t  a w a y ,  w h e r e  a  6  
i n c h  c h e c k  v a l v e  a n d  g a t e  v a l v e  a r e  i n s t a l l e d  o n  t h e  t e r m i n a t i n g  
h e a d e r .
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T h e  p i p e  i t s e l f  i s  a  c o m b i n a t i o n  o f  S c h e d u l e  4 0  a n d  S c h e d u l e  BO 
s t e e l  p i p e .  A l l  c o n n e c t i o n s  w e r e  w e l d e d  b y  a  c e r t i f i e d  p i p e l i n e  
w e l d e r  a n d  S c h e d u l e  BO p i p e  w a s  u s e d  u n d e r  a l l  s t r e e t  c r o s s i n g s
a n d  u n d e r  t h e  D o c k  l o a d i n g  z o n e  a r e a  f o r  a d d e d  s t r e n g t h .  W hen
c o m p l e t e d ,  t h e  e n t i r e  p i p e l i n e  w a s  p r e s s u r e  t e s t e d  a t  E 5 0  p o u n d s  
p e r  s q u a r e  i n c h .  T h i s  p r e s s u r e  h e l d  f o r  a b o u t  6  w e e k s ,  a t  w h i c h  
t i m e  t h e  p r e s s u r e  w a s  m a n u a l l y  r e l e a s e d .

T h e r e  a r e  tw o  o n e - w a y  c h e c k  v a l v e s  l o c a t e d  i n  t h e  6  i n c h  l i n e  
b e f o r e  i t  e n t e r s  t h e  d i k e d  e n c l o s u r e  a n d  o n e  o n e - w a y  c h e c k  v a l v e  
i n  t h e  e n c l o s u r e  i t s e l f .  I n  a d d i t i o n ,  t h e r e  a r e  t h r e e  6  i n c h  
o u t s i d e  s c r e w  a n d  y o k e  g a t e  v a l v e s  i n  t h e  l i n e  a n d  o n e  a t  e a c h  
t a n k .  O u r  f a c i l i t i e s  w e r e  c a r e f u l l y  e n g i n e e r e d  a n d  i n s p e c t e d  a n d  
a r e  r e a l l y  “ f i r s t  c l a s s . "

R e g a r d i n g  t h e  m e a s u r e s  we h a v e  t a k e n  t o  p r o t e c t  t h e  e n v i r o n m e n t  
a n d  t o  d e a l  w i t h  a n y  p r o b l e m  t h a t  m i g h t  a r i s e ,  i n  1 9 3 5 ,  NEC 
c o m p l e t e d  a  C o a s t  G u a r d  a p p r o v e d  O I L  TRANSFER  O P E R A T IO N S  MANUAL 
a n d  a  DEC r e q u i r e d  O I L  S P I L L  CONT INGENCY P L A N .  O u r  G e n e r a l  
M a n a g e r  a n d  p o w e r h o u s e  p e r s o n n e l  h a v e  b e e n  t r a i n e d  i n
i m p l e m e n t a t i o n  o f  t h e s e  d o c u m e n t s  a s  r e q u i r e d  b y  t h e  U .  S .  C o a s t
G u a r d  a n d  D E C .  I n  a d d i t i o n ,  t h e  C o o p e r a t i v e  h a s  e n t e r e d  i n t o  
c o n t r a c t s  f o r  p o t e n t i a l  c l e a n - u p  s e r v i c e s  w i t h  ALASKA OFFSHORE  
I N C .  a n d  CROWLEY ENV IRONMENTAL S E R V I C E S .

S i n c e  t h e  t a n k  a n d  p i p e l i n e  p r o j e c t  w a s  c o m p l e t e d  i n  t h e  f a l l  o f  
1 9 8 5 ,  t h e  C o o p e r a t i v e  h a s  r e c e i v e d  tw o  f u e l  d e l i v e r i e s  a v e r a g i n g  
a p p r o x i m a t e l y  9 0 0 , 0 0 0  g a l l o n s  e a c h .  D u r i n g  e a c h  d e l i v e r y ,  a  U . S .  
C o a s t  G u a r d  r e p r e s e n t a t i v e  w a s  p r e s e n t  a n d  n o  s p i l l s  o r  a n y  o t h e r  
a d v e r s e  e n v i r o n m e n t a l  i n c i d e n t s  o c c u r r e d .

D u r i n g  f u e l  t r a n s f e r  o p e r a t i o n s ,  w h i c h  n o r m a l l y  t a k e  p l a c e  o v e r  a  
3 4  h o u r  p e r i o d  e a c h  y e a r ,  t r a i n e d  u t i l i t y  p e r s o n n e l  a r e  p r e s e n t  
b o t h  a t  t h e  d o c k  w h e r e  t h e  a c t u a l  o f f - l o a d i n g  t a k e s  p l a c e  a n d  a t  
o u r  t a n k  f a r m ,  s o m e  3 6 0 0  f e e t  d i s t a n t .  T h e y  a r e  i n  r a d i o  c o n t a c t  
a t  a l l  t i m e s .  I n  a d d i t i o n ,  t h e  f u e l  b a r g e  a l w a y s  h a s  a  l e a s t  o n e  
m a n ,  a n d  u s u a l l y  m o r e  t h a n  o n e ,  p r e s e n t  a t  a l l  t i m e s  d u r i n g  t h e  
l o a d i n g  p r o c e s s .  A C o a s t  G u a r d  r e p r e s e n t a t i v e  o v e r s e e s  t h e  e n t i r e  
o p e r a t i o n .

C o n s i d e r i n g  o u r  p r e v i o u s l y  s t a t e d  c o n c e r n s  a b o u t  t h e  h e a l t h  o f  t h e  
e n v i r o n m e n t ,  w h y  a r e  we a s k i n g  f o r  r e l i e f  f r o m  c o m p l i a n c e  w i t h  
t h i s  s t a t u t e  w h i c h  o n l y  r e q u i r e s  a s s u r a n c e  o f  f i n a n c i a l  
r e s p o n s i b i l i t y  f o r  o i l - s p i l l  c l e a n - u p ?

WE MUST HAVE THE  F U E L .  B u t ,  i n  o r d e r  t o  o f f - l o a d  o u r  f u e l ,  i t  i s  
p a s s i b l e  t h a t  we w i l l ,  i n  t h e  f u t u r e ,  b e  f o r c e d  t o  v i o l a t e  A l a s k a  
S t a t u t e  4 6 . 0 4 . 0 4 0  a s  i t  i s  w r i t t e n ,  a  p r o b l e m  s h a r e d  w i t h  
u t i l i t i e s  i n  N a k n e k ,  K o t z e b u e  a n d  N o m e .
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I n  1 9 8 5 ,  we w e r e  a b l e ,  a t  t h e  l a s t  m i n u t e ,  t o  s e c u r e  s p i l l  
i n s u r a n c e  c o v e r a g e  t h r o u g h  t h e  ALASKA RURAL E L E C T R I C  C O O P E R A T IV E ’ S  
INSURANCE  EXCHANGE f o r  t h e  " f i r s t  $ 5 0 0 , 0 0 0  a n d  a  l e t t e r  o f  c r e d i t  
f r o m  t h e  NAT IONAL  RURAL  U T I L I T I E S  C O O P E R A T IV E  F IN A N C E  CORPORAT ION  
f o r  t h e  r e m a i n i n g  $ 5 0 0 , 0 0 0 .

I n  1 9 8 6 ,  ARECA c o u l d n ’ t  s e c u r e  t h i s  l i a b i l i t y  c o v e r a g e .  W i t h  t h e  
h e l p  o f  o u r  a t t o r n e y  a n d  t h e  S t a t e  o f  A l a s k a ,  we  w e r e  a b l e ,  a g a i n  
a t  t h e  l a s t  m i n u t e ,  t o  f i n d  a  c o m m e r c i a l  m a r k e t  f o r  a  $ 1 , 0 0 0 , 0 0 0  
l i m i t  o i l  s p i l l  i n s u r a n c e  p o l i c y  a t  a  p r e m i u m  c o s t  t o  o u r  C o - o p  o f  
$ 1 0 , ^ 0 0 .

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

F o r  o u r  ow n  p r o t e c t i o n ,  we w o u l d ,  o f  c o u r s e ,  p u r c h a s e  s u c h
i n s u r a n c e  i f  i t  w e r e  a v a i l a b l e ,  e v e n  t h o u g h  t h e  p r e m i u m  s e e m s  
s o m e w h a t  e x c e s s i v e  f o r  a p p r o x i m a t e l y  3*» h o u r s  o f  e x p o s u r e  e a c h  
y e a r .

I f  t h i s  c o v e r a g e  i s  n o t  a v a i l a b l e ,  h o w e v e r ,  we w o u l d  h a v e  n o
c h o i c e  b u t  t o  o f f - l o a d  i n  v i o l a t i o n  o f  s t a t u t e  o r  t o  a b a n d o n  o u r  
t a n k  f a r m  f a c i l i t i e s  a n d  p u r c h a s e  f u e l  t h r o u g h  t h e  l o c a l  
d i s t r i b u t o r  a t  a  p e r  g a l l o n  c o s t  1 5 - E O  c e n t s  h i g h e r  t h a n  t h e  
l o w —c o s t  p r o d u c t  we h a v e  b e e n  a b l e  t o  b a r g e  i n t o  D i l l i n g h a m  f o r  
t h e  p a s t  tw o  y e a r s .  O f  c o u r s e ,  t h i s  h i g h e r  p r i c e d  f u e l  w o u l d  
s i g n i f i c a n t l y  r a i s e  t h e  PC E  c r e d i t  a v a i l a b l e  t o  o u r  c u s t o m e r s  
w h i c h  w o u l d ,  i n  t u r n ,  r e s u l t  i n  a  s u b s t a n t i a l  a d d i t i o n a l  a n d
u n n e c e s s a r y  d r a i n  o n  t h e  S t a t e ' s  l i m i t e d  f i n a n c i a l  r e s o u r c e s  —  t o  
t h e  t u n e  o f  a p p r o x i m a t e l y  $ 6 , 0 0 0  p e r  m o n t h ,  a  I E . 5  */. i n c r e a s e
( u s i n g  D e c e m b e r  f i g u r e s  u n d e r  e x i s t i n g  p r o g r a m  g u i d e l i n e s ) .

NEC c u r r e n t l y  h o l d s  o v e r  $ 1 , 0 0 0 , 0 0 0  e q u i t y  i n  i t s  s y s t e m ,  a n  
a m o u n t  t h a t  e x c e e d s  t h e  $ 1 , 0 0 0 , 0 0 0  a s s u r a n c e  r e q u i r e d  b y  S t a t u t e .  
NEC h a s  t a k e n  a l l  p r e v e n t a t i v e  m e a s u r e s  s u g g e s t e d  o r  r e q u e s t e d  b y  
D E C ,  t h e  U . S .  C o a s t  G u a r d  a n d  c om m on  s e n s e ,  a s  o u t l i n e d  
p r e v i o u s l y .  I n  t h e  u n l i k e l y  e v e n t  t h a t  a  s p i l l  s h o u l d  o c c u r ,  
N E C ’ s  m e m b e r s  a n d  d i r e c t o r s  w o u l d  e x p e c t  a n d  d e m a n d  t h a t  t h e i r  
C o o p e r a t i v e  d o  e v e r y t h i n g  w i t h i n  i t s  r e s o u r c e s  t o  c l e a n - u p  t h e  
e n v i r o n m e n t .

O n e  o f  t w o  t h i n g s  m u s t  h a p p e n  i n  o r d e r  f o r  NEC t o  c o n t i n u e  t o  
l e g a l l y  p r o c u r e  a n d  o f f - l o a d  f u e l  a t  c o m p e t e t i v e  p r i c e s :  ( 1 )  We
m u s t  b e  r e l i e v e d  f r o m  c o m p l i a n c e  w i t h  AS  ^ 6 . 0 ^ . 0 ^ 0  i n  o r d e r  t o  
m a k e  n e c e s s a r y  c o m m i t m e n t s  f o r  p u r c h a s e  a n d  d e l i v e r y  a t  a  t i m e  
w h e n  a v a i l a b i l i t y  o f  i n s u r a n c e  i s  u n c e r t a i n ,  o r  ( E )  We m u s t  b e  
a s s u r e d  t h a t  a d e q u a t e  o i l  s p i l l  l i a b i l i t y  i n s u r a n c e  i s  a v a i l a b l e  
t o  u s  i n  a  t i m e l y  m a n n e r  e a c h  a n d  e v e r y  y e a r .

NEC/HB1<49 -  3  -



U n f o r t u n a t e l y ,  t h e  S t a t e  d o e s  n o t  c o n t r o l  t h e  i n s u r a n c e  m a r k e t s ;  
c o n s e q u e n t l y ,  we  s e e k  y o u r - s u p p o r t  o f  HB 1 4 9 .  e x e m p t i n g  e l e c t r i c  
c o o p e r a t i v e s  o p e r a t i n g  a s  o i l  t e r m i n a l  f a c i l i t i e s  f r o m  c o m p l i a n c e  
w i t h  AS 4 6 . 0 6 . 0 4 0 .

T h a n k  y o u .

N E C / H B 1 4 9 -  4 -



* .

ALASKA RURAL ELECTRIC COOPERATIVE  
ASSOCIATION, INC.

237 E. F IREW EED  LANE • SU ITE  301 
ANCHORAGE ,  ALASKA  99503 • (907) 276-3235

J a n u a r y  1 5 ,  1 9 8 6

R e p r e s e n t a t i v e  A d e l h e i d  H e r r m a n n  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V (MS 3 1 0 0 )
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  R e p r e s e n t a t i v e  H e r r m a n n :

L a s t  N o v e m b e r ,  C l a u d e  F r a n k e  a n d  D a v e  3 o u k e r  w r o t e  y o u  a b o u t  a 
p r o b l e m  t h e y  w e r e  h a v i n g  —  a n d  e x p e c t i n g  t o  g e t  w o r s e  —  c a u s e d  
b y  a s t a t u t o r y  r e q u i r e m e n t  t h a t  t h e y  b u y  s t r i c t  l i a b i l i t y  
i n s u r a n c e  f o r  o i l  s p i l l s .  B o t h  NEC a n d  NEA h a v e  i n c r e a s e d  t h e i r  
f u e l  s t o r a g e  c a p a c i t y  i n  r e c e n t  y e a r s  i n  o r d e r  t o  b u y  
c o m p e t i t i v e l y  p r i c e d  o i l  a n d  s t o r e  i t  t h e m s e l v e s .  I t  w a s  
i n c r e a s i n g  t h e i r  t a n k  c a p a c i t y  a b o v e  1 0 , 0 0 0  b a r r e l s  t h a t  m a k e s  
t h i s  s t a t u t e  a p p l y  t o  t h e m .

F o r  1 9 3 5  we w e n t  t h r o u g h  g r e a t  d i f f i c u l t y  t o  f i n d  a w a y  t o  h e l p  
t h e s e  t wo  s m a l l  c o o p s  c o m p l y  w i t h  t h e  l a w .  T h e i r  r e g u l a r  p o l i c y  
f o r  g e n e r a l  l i a b i l i t y  i n s u r a n c e  i s s u e d  b y  t h e  ARECA I n s u r a n c e  
E x c h a n g e  p r o v i d e d  $ 5 0 0 , 0 0 0  o f  o i l  s p i l l  i n s u r a n c e .  T h e r e  w a s  n o  
o t h e r  o i l  s p i l l  l i a b i l i t y  i n s u r a n c e  a v a i l a b l e  f o r  t h e m  t o  b u y  a t  
a n y  p r i c e .

T o  g e t  t h e  a d d i t i o n a l  $ 5 0 0 , 0 0 0  i n  c o v e r a g e  f o r  t h e m ,  w h a t  we h a d  
t o  d o  wa s  t o  g e t  t h e m  t o  i n d e m n i f y  t h e  E x c h a n g e  a n d  p o s t  an  
i r r e v o c a b l e  l e t t e r  o f  c r e d i t  p a y a b l e  t o  t h e  E x c h a n g e  t o  c o v e r  
c o s t s  o f  o i l  s p i l l s  b e t w e e n  $ 5 0 0 , 0 0 0  a n d  $1  m i l l i o n ,  a n d  t h e  
E x c h a n g e  t h e n  i s s u e d  t h e  i n s u r a n c e  p o l i c y .  T h i s  i n s u r a n c e  p o l i c y  
m e t  t h e  DEC r e q u i r e m e n t s ,  b u t  t h e  c o o p s  w e r e  f u l l y  r e s p o n s i b l e  
f o r  a r . y  l o s s e s  e x c e e d i n g  $ 5 0 0 , 0 0 0  w h i c h  m i g h t  h a v e  o c c u r r e d .
T . - i i s  a r r a n g e m e n t  c o s t  t h e m  t n e  f e e  f o r  t h e  l e t t e r  o f  c r e d i t  a n d  
t h e  e x p e n s e s  i n c u r r e d  b y  t h e  E x c h a n g e  f o r  s e t t i n g  i t  u p .  Much  
m o r e  i m p o r t a n t l y ,  t h i s  a p p r o a c h  t i e d  u p  a m a j o r  p a r t  o f  t h e i r  
c r e d i t  c a p a c i t y  w h i c h  t h e n  c o u l d  n o t  b e  u s e d  f o r  n o r m a l  b u s i n e s s  
ri? j u i rci.ient*s •

F o r  1 9 3 6 ,  e v e n  t n e  ARECA I n s u r a n c e  E x c h a n g e  i s  c o m p l e t e l y  u n a b l e  
t o  p r o v i d e  o i l  s p i l l  i n s u r a n c e  b e c a u s e  i t  i s  n o t  p o s s i b l e  f o r  u s  
t o  b u y  r e i n s u r a n c e  c o v e r i n g  o i l  s p i l l s .  T h i s  m e a n s  t h a t  t h e  o n l y  
wa y  f o r  NEC a n d  NEA t o  c o m p l y  w i t h  t n e  l a w  i s  g o  t h r o u g h  t h e  
c u m b e r s o m e  a n d  e x p e n s i v e  p r o c e s s  o f  r e t a i n i n g  t h e

DEMOCRACY IN  A C T IO N
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e n t i r e  r i s k  o f  t h e  $ 1  m i l l i o n  p o l i c y  l i m i t ,  a n d . h a v e  t h e  E x c h a n g e ,  
i s s u e  t h e  $ 1  m i l l i o n  p o l i c y .  B u t  t h i s  w o u l d  u s e  n e a r l y  t h e i r  
e n t i r e  l i n e  o f  c r e d i t !  T h e y  m i g h t  n o t  e v e n  b e  a b l e  t o  b o r r o w  t h e  
m o n e y  t o  b u y  t h e  f u e l  w h i c h  t h e y  w o u l d  h a v e  s o l e  r e s p o n s i b i l i t y
t o  c l e a n  up  i f  t h e y  s p i l l e d  s o m e  o f  i t .

T h i s  i s  a n  a b s u r d  : " u a t i o n  w h i c h  r e q u i r e s  a l e g i s l a t i v e  s o l u t i o n
t h i s  s e s s i o n .  C l a q u e  a n d  D a v e  s e n t  y o u  a  d r a f t  p r o v i d i n g  a n  e a s y  
w a y  o f  r e s o l v i n g  t h e  p r o b l e m .  O u r  i d e a  i s  t h a t  a c e r t i f i c a t e  o f  
p u b l i c  c o n v e n i e n c e  a n d  n e c e s s i t y  f o r  a u t i l i t y  s h o u l d  b e  p r o o f  i n  
i t s e l f  o f  f i n a n c i a l  r e s p o n s i b i l i t y .  A u t i l i t y  i s n ' t  g o i n g  
a n y w h e r e .  I f  a s p i l l  o c c u r s ,  t h e y  w i l l  s t i l l  b e  t h e r e  a n d  h a v e  
t h e  f i n a n c i a l  a b i l i t y  t o  p a y  f o r  t h e  c l e a n  u p .

A f t e r  c o n s u l t i n g  w i t h  t h e  a t t o r n e y  w h o  d r a f t e d  i t ,  I  h a v e  
s l i g h t l y  r e o r g a n i z e d  t h e  p r o p o s e d  s t a t u t o r y  a m e n d m e n t .  We h o p e
y o u  w i l l  i n t r o d u c e  a b i l l  t o  r e s o l v e  t h e  p r o b l e m  b e i n g
e x p e r i e n c e d  b y  NEC a n d  NEA a n d  p u s h  i t  t h r o u g h  t o  p a s s a g e .

S i n c e r e l y ,

D a v i d  H u t c h e n s  
E x e c u t i v e  D i r e c t o r

D H / C F

c c C l a u d e  F r a n k e ,  NEA 
D a v e  B o u k e r ,  NEC

t o !



BILL SHEFFIELD, GOVERNOR

D E P T .  O F  E N V I R O N M E N T A L  C O N S E R V A T I O N  /  Telephoned)4 6 5 - 2 6 5 3
/ AddressQox 0

' Juneau, Alaska 99811

January 27, 1986

J • I I r ,  Z '
*-■ ■V’1 i-^OO

Mr. Dave Hutcherys ’ ' 1’'‘'3■
ARECA Insurance Exchange . •V- ’ 1
237 East Fireweed Lane, Suite 301
Anchorage, AK 99503 •. . : *;* .

Dear Dave: f .

During your phone call last week to myself and Paul O'Brien, Manager of the 
Oil Pollution Program, problems of obtaining adequate insurance coverage ■. 
for oil pollution damages were discussed. Paul agreed that I would review 
our files and send you the names of insurance .underwriters that:have.cur? ■
rent policies in force; I reviewed- the-files and came up with four’,under- : 
writers and information on what other fuel handling companies are doing- ' 
(enclosed); I am also sending a copy of the report from the Task-Force o n ’ ' 
Insjrance Availability and Pricing. , •

The Department of Commerce and Economic Development, Division of Insurance 
said they can provide "special market assistance" to the broker, their 

address is on the Task Force report. We will continue to work with the 
industry in every way that we can.

cc: Keith Kelton, Director
;Bill Ross, Commissioner 

-• Representative Adelheid Herrmann 
Representative Rich Yehling 
Senator Fred F. Zharoff

. I
Si ncerely,

Oil Pollution Control
Division of Environmental luality



January 2 3 , 1986

INSURANCE INFORMATION FOR FUEL STORAGE FACILITIES

The following information is taken from current files that require proof 
of financial responsibility for oil pollution for "fuel storage facilities. 
This information is not an endorsement or recommendation but is provided
in an attempt to help locate insurance coverage that will comply with
Sec. 46.04.040(e) and 18 AAC 20.065.

Insurance underwriters and brokers that have currently active policies:

1. Lloyd's London and various companies 
Broker - Pacific International Brokers, Ltd.

2. Employers Mutual Casualty Company 
Broker - Mutual Marine Office, Inc.

3. National Union Fire Insurance Company of Pittsburgh, Pa.
Broker - Alaska 100 Insurance

4. Midlands Insurance Company, Inc.
by West Coast Marine Managers, Inc.
Broker - Nasman and Assoc.ates, Inc.

The 34 files (representing 67 facilities) are broken down to show how 
many are using other means of providing proof of financial responsibility.

Surety Bonds 4
Guaranty 3
Sel f-Insurance 12
Government 3
Insurance 8
Other 7

* Some use this means to cover deductible or financial records require­
ments for guaranty.

Of the eight showing insurance as their preference, five have policies 
that expired this December and January and are trying to renew their 

policies. There are seven new owners/operators that have not returned 
their application forms or shown what me^ns of proof they intend to use.

G1enn Adams
Oil Pollution Control



A L A S K A  R U R A L  E L E C T R I C  C O O P E R A T I V E  
A S S O C I A T I O N ,  I N C .

237 E. F IREWEED  LANE  • SU ITE  301 
ANCHORAGE ,  ALASKA 99503 • (907)  276-3235

F e b r u a r y  2 1 ,  1 9 8 6

R e p r e s e n t a t i v e  M i k e  D a v i s ,  C h a i r m a n  
H o u s e  S p e c i a l  C o m m i t t e e  o n  O i l  & G a s  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V  (MS 3 1 0 0 )
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  M i k e :

A s  I  i n d i c a t e d  i n  o u r  b r i e f  c o n v e r s a t i o n  y e s t e r d a y  a f t e r n o o n ,  
we  w o u l d  r e a l l y  l i k e  t o  g e t  HB 6 2 8  m o v i n g  a n d  h o p e  y o u  w i l l  s c h e d u l e  
i t  a t  t h e  e a r l i e s t  o p p o r t u n i t y .  T h i s  l e t t e r  i s  i n  r e s p o n s e  t o  a  
r e q u e s t  f r o m  J o n a t h a n  f o r  a d d i t i o n a l  i n f o r m a t i o n .

E n c l o s e d  i s  a  c o p y  o f  my  l e t t e r  t o  R e p r e s e n t a t i v e  H e r r m a n n  
a s k i n g  t h a t  t h i s  k i n d  o f  l e g i s l a t i o n  b e  i n t r o d u c e d .  I t  g i v e s  t h e  
b a c k g r o u n d  t o  t h e  p r o b l e m ,  s p e c i f i c a l l y  f o r  N a k n e k  E l e c t r i c  a n d  
N u s h a g a k  E l e c t r i c .  B o t h  a r e  c o o p e r a t i v e s  a n d  m e m b e r s  o f  o u r  
o r g a n i z a t i o n .

A l s o  e n c l o s e d  i s  a  c o p y  o f  c o r r e s p o n d e n c e  f r o m  G l e n  A d a m s ,  o f  
t h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n ,  s u g g e s t i n g  s o m e  o t h e r  
p l a c e s  t o  l o o k  f o r  m e a n s  o f  c o m p l y i n g  w i t h  t h e  s t a t u t e .  W h e n  I  
r e c e i v e d  t h e  l e t t e r  f r o m  G l e n ,  I  g a v e  a  c o p y  t o  o u r  i n s u r a n c e  
c o n s u l t a n t  a n d  b r o k e r ,  C o r r o o n  & B l a c k ,  D a w s o n  a n d  C o m p a n y .  A f t e r  
t h e y  c h e c k e d  o u t  e a c h  s u g g e s t i o n ,  J o e  P i c c i o n e  w r o t e  me a  l e t t e r  
d e t a i l i n g  t h e i r  f i n d i n g s .  A c o p y  o f  t h i s  l e t t e r  i s  e n c l o s e d .  I t  
i n d i c a t e s  c o n c l u s i v e l y  t h a t  i n  t o d a y ' s  i n s u r a n c e  m a r k e t ,  c o m p l i a n c e  
i s  s i m p l y  i m p o s s i b l e .

J o n a t h a n  a l s o  a s k e d  w h i c h  u t i l i t i e s  h a v e  t h i s  p r o b l e m ,  w h a t  a r e  
t h e i r  t a n k  c a p a c i t i e s ,  a n d  h ow  o f t e n  d o  t h e y  f i l l  t h e i r  t a n k s .

A t  p r e s e n t ,  N u s h a g a k  E l e c t r i c  a n d  N a k n e k  E l e c t r i c  a r e  t h e  o n l y  
u t i l i t i e s  w h i c h  h a v e  h a d  d e a l i n g s  w i t h  DEC o n  t h i s  i s s u e .  K o t z e b u e  
E l e c t r i c  a l s o  h a s  n ew  t a n k  c a p a c i t y  s u f f i c i e n t  t o  b r i n g  t h e m  i n t o  
t h e  s a m e  p r o b l e m ,  b u t  DEC h a s  n o t  y e t  m a d e  a n  i s s u e  o f  i t  w i t h  t h e m .  
N ome  J o i n t  U t i l i t i e s ,  a  m u n i c i p a l  u t i l i t y ,  i s  n e g o t i a t i n g  t o  l e a s e  
t a n k  s p a c e  t o  u s e  i n  1 9 8 6 .  I f  t h e i r  n e g o t i a t i o n s  a r e  s u c c e s s f u l ,  
t h e y  w i l l  h a v e  s u f f i c i e n t  c a p a c i t y  t o  f a c e  t h e  s a m e  p r o b l e m .  ( I  
h o p e  t h a t  my r e s p o n d i n g  f u l l y  t o  J o n a t h a n ' s  q u e s t i o n s  w i l l  n o t  c a u s e  
p r o b l e m s  f o r  K o t z e b u e  o r  N o m e . )

D E M O C R A C Y  IN  A C T IO N



R e p r e s e n t a t iv e  M ik e  D a v is
F e b r u a r y  2 1 ,  1 986
P a ge  2 o f  2

T h e  t a n k  c a p a c i t i e s  f o r  t h e s e  f o u r  u t i l i t i e s  w i l l  v a r y  f r o m  
a p p r o x i m a t e l y  2 0 , 0 0 0  t o  3 5 , 0 0 0  b a r r e l s .  T h e y  t y p i c a l l y  f i l l  t h e i r  
t a n k s  o n l y  o n c e  a  y e a r .  T h a t  i s  w h y  t h e y  n e e d  s o  m u c h  t a n k  c a p a c i t y  
i n  t h e s e  i c e - b o u n d  c o m m u n i t i e s .

We u n d e r s t a n d  t h a t  DEC h a s  o f f e r e d  t o  " l o o k  t h e  o t h e r  w a y , "  b u t  
e v e n  a  n o n - w i l l f u l  v i o l a t i o n  o f  t h i s  s t a t u t e  i s  a  C l a s s  B M i s d e ­
m e a n o r .  E a c h  d a y  o f  n o n - c o m p l i a n c e  i s  a  s e p a r a t e  v i o l a t i o n .  t h i s  
i s  a  s e r i o u s  b u s i n e s s  t h a t  s i m p l y  m u s t  b e  r e s o l v e d  l e g i s l a t i v e l y .

T h a n k  y o u  f o r  y o u r  i n t e r e s t .  I f  y o u  h a v e  a d d i t i o n a l  
i n f o r m a t i o n ,  p l e a s e  l e t  me k n o w .

S i n c e r e l y ,

D a v e  H u t c h e n s  
E x e c u t i v e  D i r e c t o r

E n c l o s u r e s

D H : p h



BILL SHEFFIELD, GOVERNOR

D E P T .  O F  E N V I R O N M E N T A L  C O N S E R V A T I O N Telephone:l907l
Address:

OFFICE OF THE COMMISSIONER
P. 0. BOX 0, JUNEAU, ALASKA 99811-1800 (907) 465-2600

March 25, 1986

The Honorable Mike Davis 
Alaska State House 
P. 0. Box V
Juneau, AK 99811-3100 

Dear Representative Davis:

During the last several weeks, the Department has testified before the Oil 
and Gas Subcommittee on HB 628 and has worked with your office and staff 
from Representative Herrmann's office in addressing the difficulties faced 
by electric cooperatives in meeting the Department's oil pollution financial 
responsibility requirements. We have also been working closely with the 
Division of Insurance and representatives from the rural electric cooperatives 
in this matter. Based upon numerous discussions with legislative staff, the 
Division of Insurance, and a representative of the electric cooperatives,
I believe that we have identified ways to resolve these issues.

Such a resolution is largely dependent upon the Department addressing two 
items: 1 ) amending our financial responsibility regulations to accept claims 
made insurance policies, and 2) clarifying the types of damages that are covered 
under the financial responsibility requirements. This lette:' is intended to 
show the steps I am preparing to take to satisfy these concerns, thereby enabling 
the cooperatives to meet the Department's financial responsibility requirements 
in a cost effective manner.

First, I am prepa: ed to amend the Department's financial responsibility 
regulations to add claims made insurance policies as an option for oil facility 
operators such as the electric cooperatives. We have worked closely with the 
Division of Insurance on this change and have already drafted language to this 
effect. At the same time that we reevaluate our insurance requirements, we 
will be looking at the other options available for demonstrating proof of 
financial responsibility to determine if any other revisions to the regulations 
are necessary.



The Honorab le M ike Davis -2- March 25 , 1986

With regard to the second issue requesting clarification of the types of damages 
covered under the financial responsibilit y requirements, my staff has been in 
contact with the Attorney General's office on this matter. We have been assured 
that the Department's financial responsibility regulations apply to the operator's 
liability to others, i.e. third parties. Therefore, insurance policies should 
be available for this type of coverage. There has also been concern expressed 
by the cooperatives that insurance is not available to cover the civil damages 
and penalities referenced under the financial responsibility statutes. This 
position is predicated on the assumption that insurance will not pay for penalities 
of a punitive nature. However, the civil penalty and damage statutes referenced 
under AS 46.04.040 are not punitive. In fact, they are used for compensatory 
and remedial purposes associated with liquidated damages to the State. It is 
my understanding that insurance is available to cover these types of damages.

We have made substantial progress in identifying the issues and we have worked 
to resolve the financial responsibility problem that has oeen brought before 
the Legislature by the electric cooperatives. I believe that the action I 
have outlined above will solve the difficulty in obtaining insurance.

It should also serve to provide more flexibility in the regulations and 
make it easier for facility operators to satisfy the Department's financial 
responsi-bi1ity requirements.

Bill Ross 
Commi ssioner

cc: Representative Adelheid Herrmann
Representative John Sund 
Christian Ulmann, Division of Insurance 
Dave Hutchins, ARECA Insurance Exchange



BILL SHEFFIELD, GOVERNOR

D E P A R T M E N T  O F  C O M M E R C E  &  
E C O N O M I C  D E V E L O P M E N T

POUCH D
JUNEAU. ALASKA 99811 
PHONE: 465-2515

DIV IS ION OF  INSURANCE

April 24, 1986

Honorable Mike Davis 
Alaska State House 
House Special Committee 

on Oil and Gas 
P.O. Box V
Juneau, AK 99811-3100

Dear Representative Davis:

Re: HB 628. Oil pollution insurance availability
for electric cooperatives

After receipt of Commissioner Bill Ross's letter of March 25, 1985, 
which clarified the types of damages covered under the financial 
responsibility requirements, we were in a position to identify poten­
tial markets and have shared that information with the Alaska Rural 
Electric Cooperative Association (ARECA). Additionally, we contacted 
several underwriters in an attempt to generate interest in ARECA.

We found several possible options which are, at the presert time, 
being checked out by ARECA*s insurance broker:

The International Surplus Lines Insurance Company is Lhe only 
writer of monoline pollution liability insurance at a reasonable 
rate. It appears that the electric utilities have a good chance 
to obtain insurance through this outfit.

The Pollution Liability Insurance Association (PLIA) is a recip­
rocal pool that arranges reinsurance for its member companies 
covering pollution liability. Alaska Statutes 21.75.020 and 
21.39.110 do not prohibit ARECA from joining such an arrangement. 
ARECA might wish to check out the requirements for becoming a mem­
ber. Since ARECA is not a member of PLIA, PLIA will write pollu­
tion liability in connection with the general liability only if 
the whole risk has been submitted by a member company. For ARECA, 
that means that they might have to split the accounts where pollu­
tion liability is requires.
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Further, we found other insurance companies that would write under the 
conditions outlined by Commissioner Bill Ross of the Department of 
Environmental Conservation. However, they did not seem to be very 
cost efficient. We also made recommendations on how to limit the 
liability exposures and, consequently, obtain a better rate.

We will continue to touch base with the insurance companies and ARECA 
and try to improve communications.

If you want or need more discussion, I will be happy to expand on this 
letter.

Very truly yours,

Christian Ulmann 
Insurance Market Analyst 
Commercial Lines

CU/ss0242Z
042436a
cc: Representative Adelheid Herrmann

Representative John Sund
Commissioner Bill Ross, Department of Environmental Conservation 
Dave Hutchens, ARECA Insurance Exchange
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STEVE COWPER, GOVERNOR

D E P T .  O F  E N V I R O N M E N T A L  C O N S E R V A T I O N Telephone:(007)
Address:

POSITION PAPER

Bill No. HB 149

Title: An Act relating to certain oil
terminal operators.

Date: March 20, 1987

Contact: Randy Bayliss
465-2600

Department's Position

We do not support the bill. Insurance and other means of providing proof 
of responsibility requirements are available to electric cooperatives for 
satisfying the department's requirements under AS 46.04.

Effect of the Bil 1

HB 149 amends the department's oil pollution statutes (AS 46.04) to exempt 
all electric cooperatives that operate an oil terminal facility with a 
storage capacity of 10,000 barrels or more from demonstrating proof of 
financial responsiblity to the department. Under AS 46.04.040, all oper­
ators of offshore oil exploration and production facilities, tank vessels, 
oil barges, and oil terminal facilities with a storage capacity of 10,000 
barrels or more must show to the department that they are financially 
capable of compensating for damages that might result from oil spills at 
their facilities. The amount of financial responsibility required under 
AS 46.04 for oil terminals, such as those operated by electric cooperatives, 
is $10 per barrel of storage capacity or $1 million, whichever is greater. 
Financial responsibility may be demonstrated by self-insurance, guaranty, 
insurance, or surety bond.

Impact on the Agency 

HB 149 will have no fiscal impact on the department.

Commissioner
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N o v e m b e r  1 ,  1 9 8 5

R e p .  A d e l h e i d  H e r r m a n n  
P . O .  B o x  6 3  
N a k n e k ,  AK 9 9 6 3 3

S e n .  F r e d  Z h a r o f f  
P . O .  B o x  4 0 5  
K o d i a k ,  AK 9 9 6 1 5

R E :  STATUATE  COMPL IANCE  TO F I N A N C I A L  R E S P O N S I B I L I T Y

Y o u r  H o n o r s  H e r r m a n n  & Z h a r o f f :

T h i s  p a s t  a n d  p r e v i o u s  y e a r  e x t r e m e  p r o b l e m  h a s  a r i s e n  w i t h  
t h i s  A s s o c i a t i o n ,  N a k n e k  E l e c t r i c  A s s o c i a t i o n ,  ( N . E . A . ) a n d  
o u r  n e i g h b o r i n g  c o o p e r a t i v e ,  N u s h a g a k  E l e c t r i c  C o o p e r a t i v e ,  
( N . E . C . )  a n d  t h e  A l a s k a  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n ­
s e r v a t i o n .  ( D . E . C . )

C o m p l i a n c e  s a t i s f a c t i o n  w i t h  t h e  D e p a r t m e n t  t o  S e c t i o n  1 a s  
4 6 . 0 4 . 0 4 0  ( e )  " F i n a n c i a l  R e s p o n s i b i l i t y "  a s  f o r m e d  i n  t h e  l a w  
p r o v i d e s  a  v e r y  c o n s t r a i n i n g  e l e m e n t  f o r  a  s m a l l  r u r a l  u t i l i t y  
t o  p r o v i d e  $ 1 , 0 0 0 , 0 0 0  i n  f i n a n c i a l  r e s p o n s i b i l i t y ,  o r  b o n d i n g ,  
o r  a s s u r i t y .

We a r e  p u t  i n t o  t h i s  s i t u a t i o n  d u e  t o  o u r  g e o g r a p h i c  a n d  e c o n ­
o m i c  l o c a t i o n .  W i t h  t h e  r e q ’ . i r e m e n t s  o f  p r o v i d i n g  e c o n o m i c  
a n d  r e l i a b l e  e l e c t r i c  s e r v i c e  t o  o u r  g i v e n  s e r v i c e  a r e a s ,  we 
m u s t  h a v e  f u e l ;  o u r  f u e l  r e q u i r e m e n t  c o n s t i t u t e s  n e a r  5 0%  o f  
o u r  p r o d u c t i o n  c o s t s .

I n  a n  e f f o r t  t o  r e d u c e  o u r  c o s t s ,  l a r g e  v o l u m e  s t o r a g e  v e s s e l s  
h a v e  b e e n  c o n s t r u c t e d  b y  o u r  r e s p e c t i v e  u t i l i t i e s  t o  f a c i l i t a t e  
b u l k  f u e l  p r o c u r e m e n t  b y  j o i n t  b i d d i n g .  O n e  t i m e  a  y e a r  we 
h a v e  d e l i v e r y  i n  o u r  i c e  b o u n d  p o r t s  p r o v i d i n g  a  y e a r  r o u n d  
s u p p l y  a l o n g  w i t h  r e d u c i n g  t h e  e x p o s u r e  o f  h a n d l i n g  f u e l  
s e v e r a l  t i m e s  a  y e a r  o u t s i d e  o f  o u r  p r o p e r t y .

T h e  n e t  r e s u l t  h a s  b r o u g h t  d ow n  f u e l  c o s t s  p e r  g a l l o n  t o  . 8 7 1 4  
f o r  t h i s  y e a r s  f u e l .  T h i s  s a v i n g  r e d u c e d  t h e  d e l i v e r e d  k i l o ­
w a t t  h o u r  b y  . 0 2%C  f o r  e a c h  d e l i v e r e d  k i l o w a t t  h o u r  t o  t h e  
c o n s u m e r .  L i k e w i s e  t h e  f i r s t  7 5 0  k i l o w a t t  h o u r s  c a p  f o r  
P o w e r  C o s t  E q u a l i z a t i o n  ( P C E )  h a s  r e a l i z e d  t h e  s a m e  r e d u c t i o n  
o f  .02% $ ,  s a v i n g  t h e  PCE  f u n d  $ 1 6 8 , 8 8 5  f o r  t h e  t w o  c o o p e r a t i v e s .  
T h i s  s a v i n g  i s  f o r  t h e  S t a t e  o f  A l a s k a  b y  p r u d e n t  a c t i o n  o f  
t h e  c o o p e r a t i v e s .
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Now t h e n ,  t h e  D . E . C .  c o m e s  f o r t h  w i t h  u n b e n d i n g  r u l e s ,  r e g ­
u l a t i o n s ,  a n d  l a w  f o r c i n g  e x p e n d i t u r e s  f o r  p r e m i u m  o f  u n ­
o b t a i n a b l e  i n s u r a n c e  a n d  o r  s u r i t y  b o n d i n g ,  i r r e v o c a b l e  l i n e  
o f  c r e d i t  o r  p r o o f  o f  f i n a n c i a l  r e s p o n s i b i l i t y ;  o f  c o u r s e ,  
t h e  l a s t  b e i n g  t h e  m o s t  d e s i r a b l e  b u t  h e r e t o  u n o b t a i n a b l e .
I f  we d o  n o t  h a v e  o n e  o f  t h e  p r e v i o u s  r e q u i r e d  s u r i t i e s  we 
a r e  o u t s i d e  o f  t h e  l a w  a n d  s u b j e c t  t o  s e v e r e  p e n a l t y  a s  w e l l  
a s  b e i n g  u n a b l e  t o  o b t a i n  t h e  n e c e s s a r y  p e r m i t  t o  o f f  l o a d

T h i s  y e a r ,  a f t e r  s p e n d i n g  n e a r l y  1 0  m o n t h s  s e a r c h i n g  t h e  
i n s u r a n c e  m a r k e t ,  ( e v e n  f r o m  f i r m s  s u g g e s t e d  b y  D . E . C . , 
w h i c h  i n c i d e n t a l l y  f l a t l y  d e n i e d  o r  d i d  n o t  r e s p o n d  t o  c u r  
b r o k e r )  we  w e r e  a b l e  t o  p r o v i d e  D . E . C .  w i t h  u n c o n v e n t i o n a l  
o n e  t i m e  s u r i t y  f o r  t h i s  y e a r s  f u e l  o f f  l o a d i n g  a t  o u r  
f a c i l i t i e s .  We h a v e  b e e n  p u t  o n  n o t i c e  t h a t  t h e  s am e  
c o v e r a g e  w i l l  n o t  b e  a v a i l a b l e  n e x t  y e a r .  W e ,  t o o ,  a n ­
t i c i p a t e  c o n v e n t i o n a l  u n d e r w r i t i n g  w i l l  n o t  b e  a v a i l a b l e  
n o r  w i l l  we b e  a b l e  t o  p r o v e  t o  s a t i s f a c t i o n  o u r  f i n a n c i a l  
r e s p o n s i b i l i t y  t c  t h e  u n b e n d i n g  D . E . C .

T h e  l a w  a s  w r i t t e n  s e e m s  t o  b e  d i r e c t e d  t o  n o n - p e r m a n e n t  
p r i n c i p a l s  i n  t h e  b u s i n e s s  o f  t r a n s p o r t i n g  f u e l  r a t h e r  t h a n  
p e r m a n e n t  f a c i l i t i e s  s u c h  a s  o u r s .  ( N . E . A .  a n d  N . E . C . )
T h e s e  t w o  c o o p e r a t i v e s  h a v e  t a k e n  d u e  a n d  c o n c e r n e d  s t e p s  zc  
b u i l d  t h e  b e s t  f u e l  a n d  s e r v i c e  s y s t e m s  we c o u l d  w i t h  
t o t a l  a t t e n t i o n  t o  s a f e t y  a n d  i n t e g r i t y .

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

W i t h  a l l  t h i s  d i s c o u r s e ,  h o p e f u l l y ,  t h e  s t a g e  i s  s e t  t o  
r e q u e s t  y o u r  l e g i s l a t i v e  e f f o r t s  t o  a m e n d  S e c t i o n  1 i  2 
o f  A S .  4 6 . 0 4 . 0 4 0  ( e )  t o  r e a d  a s  a t t a c h e d .

I f  y o u  h a v e  q u e s t i o n s  w i t h  o u r  r e q u e s t  f o r  l e g i s l a t i o n ,  
p l e a s e  f e e l  f r e e  t o  c o n t a c t  u s .

S i n c e r e l y ,

f u e l .

C E F / s p

c c :  D a v e  H u t c h e n s ,  E x e c u t i v e  D i r e c t o r ,  A . R . E . C . A .
R o g e r  K e m p p e l ,  N . E . A .  & N . E . C . , c o u n s e l  

K E M P P E L ,  HUFFMAN,  & G IN D E R
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'i ALASKA RURAL ELECTRIC COOPERATIVE  
1 ASSOCIATION, INC.

2 3 7  E .  F I R E W E E D  L A N E  •  S U I T E  3 0 1  
A N C H O R A G E ,  A L A S K A  9 9 5 0 3  •  ( 9 0 7 ) 2 7 6 - 3 2 3 5

J a n u a r y  1 5 ,  1

. R e p r e s e n t a t i v e  A d e l h e i a  H e r r m a n n  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V (MS 3 1 0 0 )
J u n e a u ,  A l a s k a  9 9 3 1 1

D e a r  R e p r e s e n t a t i v e  H e r r m a n n :

L a s t  N o v e m b e r ,  C l a u d e  F r a n k e  a n d  D a v e  B o u k e r  w r o t e  y o u  a b o u t  a 
p r o b l e m  t h e y  w e r e  h a v i n g  —  a n d  e x p e c t i n g  t o  g e t  w o r s e  —  c a u s e d  
b y  a s t a t u t o r y  r e q u i r e m e n t  t n a t  t h e y  b u y  s t r i c t  l i a b i l i t y  
i n s u r a n c e  f o r  o i l  s p i l l s .  3 o t h  NEC a n d  NEA h a v e  i n c r e a s e d  t h e i r  
f u e l  s t o r a g e  c a p a c i t y  i n  r e c e n t  y e a r s  i n  o r d e r  t o  b u y  
c o m p e t i t i v e l y  p r i c e d  o i l  a n a  s t o r e  i t  t h e m s e l v e s .  i t  wa s  
i n c r e a s i n g  t h e i r  t a n k  c a p a c i t y  a b o v e  1 0 , 0 0 0  b a r r e l s  t h a t  m a k e s  
t h i s  s t a t u t e  a p p l y  t o  t h e m .

F o r  1 9 3 5  we w e n t  t h r o u g h  g r e a t  d i f f i c u l t y  t o  f i n d  a wa y  t o  h e l p  
t h e s e  t wo  s m a l l  c o o p s  c o m p l y  ' w i t h  t h e  l a w .  T h e i r  r e g u l a r  p o l i c y  
f o r  g e n e r a l  l i a b i l i t y  i n s u r a n c e  i s s u e d  b y  t h e  ARECA I n s u r a n c e  
E x c h a n g e  p r o v i d e d  $ 5 0 0 , 0 0 0  o f  o i l  s p i l l  i n s u r a n c e .  T h e r e  w a s  n o  
o t h e r  o i l  s p i l l  l i a b i l i t y  i n s u r a n c e  a v a i l a b l e  f o r  t h e m  t o  b u y  a t  
any price.

T o  g e t  t h e  a d d i t i o n a l  $ 5 0 0 , 0 0 0  i n  c o v e r a g e  f o r  t h e m ,  w h a t  we h a d  
t o  d o  v/as t o  g e t  t h e m  t o  i n d e m n i f y  t h e  E x c h a n g e  a n d  p o s t  an 
i r r e v o c a b l e  l e t t e r  o f  c r e d i t  p a y a b l e  t o  t h e  E x c h a n g e  t o  c o v e r  
c o s t s  o f  o i l  s p i l l s  b e t w e e n  $ 5 0 0 , 0 0 0  a n d  $ 1  m i l l i o n ,  a n d  t h e  
E x c h a n g e  t h e n  i s s u e d  t h e  i n s u r a n c e  p o l i c y .  T h i s  i n s u r a n c e  p o l i c y  
, : . e t  t h e  DEC r e q u i r e m e n t s ,  b u t  t h e  c o o p s  w e r e  f u i i y  r e s p o n s i b l e  
f o r  a r .y  l o s s e s  e x c e e d i n g  $ 5 0 0 , 0 0 0  w n i c n  m i g h t  h a v e  o c c u r r e d .
E n i s  a r r a n g e m e n t  c o s t  t h e m  t n e  f e e  f o r  t h e  l e t t e r  o f  c r e d i t  a r c  
t n e  e x p e n s e s  i n c u r r e d  b y  t n e  E x c n a . o g e  f « r  s e t t i n g  i t  u p .  Much 
m o r e  I m p o r t a n t l y ,  t i l l s  a p p r o a c h  t i e d  u p  a n a / T  p a r t  o f  r n o i r  
c r e d i t  c a p a c i t y  w h i c h  t h e n  c o u l d  n o t  b e  u s e d  f o r  n o r m a l  c u s i r . e s s  
r  e q u i r' e».wn t  a .

d e m o c r a c y  i n  a c t io n
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e n t i r e  r i s k  2 _ f _ t h e _ $ l  m i l l i o n  p o l i c y  l i m i t ,  a n d . . h a v e  t h e  E x c h a n g e ____
i s s u e  t h e  $ 1  m i l l i o n  p o l i c y .  B u t  t h i s  w o u l d  u s e  n e a r l y  t h e i r  
e n t i r e  l i n e  o f  c r e d i t !  T h e y  m i g h t  n o t  e v e n  b e  a b l e  t o  b o r r o w  t h e  
m o n e y  t o  b u y  t h e  f u e l  w h i c h  t h e y  w o u l d  h a v e  s o l e  r e s p o n s i b i l i t y
t o  c l e a n  u p  i f  t h e y  s p i l l e d  s o m e  o f  i t .

T h i s  i s  a n  a b s u r d  s i t u a t i o n  w h i c h  r e q u i r e s  a l e g i s l a t i v e  s o l u t i o n  
t h i s  s e s s i o n .  C l a u d e  a n d  D a v e  s e n t  y o u  a d r a f t  p r o v i d i n g  a n  e a s y  

w a y  o f  r e s o l v i n g  t h e  p r o b l e m .  O u r  i d e a  i s  t h a t  a  c e r t i f i c a t e  o f  
p u b l i c  c o n v e n i e n c e  a n d  n e c e s s i t y  f o r  a u t i l i t y  s h o u l d  b e  p r o o f  i n  
i t s e l f  o f  f i n a n c i a l  r e s p o n s i b i l i t y .  A  u t i l i t y  i s n ' t  g o i n g  
a n y w h e r e .  I f  a s p i l l  o c c u r s ,  t h e y  w i l l  s t i l l  b e  t h e r e  a n d  h a v e  
t h e  f i n a n c i a l  a b i l i t y  t o  p a y  f o r  t h e  c l e a n  u p .

A f t e r  c o n s u l t i n g  w i t h  t h e  a t t o r n e y  w h o  d r a f t e d  i t ,  I  h a v e  
s l i g h t l y  r e o r g a n i z e d  t h e  p r o p o s e d  s t a t u t o r y  a m e n d m e n t .  We h o p e

y o u  w i l l  i n t r o d u c e  a b i l l  t o  r e s o l v e  t h e  p r o b l e m  b e i n g
e x p e r i e n c e d  b y  N EC  a n d  N E A  a n d  p u s h  i t  t h r o u g h  t o  p a s s a g e .

S i r > c e r e l y ,

D a v i d  H u t c h e n s  
E x e c u t i v e  D i r e c t o r

D H / C F

c c : C l a u d e  F r a n k e ,  N E A  

D a v e  B o u k e r ,  N E C
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January 27, 1986

Mr. Dave Hutcheas 
ARECA Insurance Exchange 
237 East Fireweed Lane, Suite 301 
Anchorage, AK 99503

Dear Dave: #

' During your phone call ,'ast week to myself and Paul O'Brien, Manager of the 
Oil Pollution Program, problems of obtaining adequate insurance coverage 
for oil pollution damages were discussed. Paul agreed that I would review 
our files and send you the names of insurance underwriters that have-,cur? . 
rent policies in force; I reviewed.the -files .and came up with four .under­
writers and information on what other fuel handling companies are doinĝ  
(enclosed); I am also sending a copy of the report from the TaskForce on 
Insurance Availability and Pricing. r

The Department of Commerce and Economic Development, Division of Insurance 
, said they can provide "special market assistance" to the broker, their 
address is on the Task Force report. We will continue to work with the 
industry in every way that we can.

cc: Keith Kelton, Director
Bill Ross, Commissioner 

-- Representative Adelheid Herrmann 
Representative Rich Yehling 
Senator Fred F. Zharoff

Si ncerely,

Glenn Adams 
Oi1 Pollution Control 
Division of Environmental Quality
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J a n u a r y  2 3 ,  1986

INSURANCE INFORMATION FOR FUEL STORAGE FACILITIES

The following information is taken from current files that require proof 
of financial responsibility for oil pollution for "fuel storage facilities." 
This information is not an endorsement or recommendation but is provided
in an attempt to help locate insurance coverage that will comply with
Sec. 46.04.040(e) and 18 AAC 20.065.

Insurance underwriters and brokers that have currently active policies:

1. Lloyd's London and various companies 
Broker - Pacific International Brokers, Ltd.

2. Employers Mutual Casualty Company 
Broker - Mutual Marine Office, Inc.

3. National Union Fire Insurance Company of Pittsburgh, Pa.
Broker - Alaska 100 Insurance

4.- Midlands Insurance Company, Inc.
by West Coast Marine Managers, Inc.
Broker - Nasman and Associates, Inc.

The 34 files (representing 67 facilities) are broken down to show how 
many are using other means of providing proof of financial responsibility.

* Some use this means to cover deductible or financial records require­
ments for guaranty.

Of the eight showing insurance as their preference, five have policies 
that expired this December and January and are trying to renew their 
policies. There are seven new owners/operators that have not returned 
their application forms or shown what means of proof they intend to use.

Surety Bonds 
Guaranty 
*Sel f-Insurance 
Government 
Insurance 
Other

4
3

12
3
8
7

G lenn  Adams
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ALASKA RURA L ELECTRIC  COOPERATIVE 

ASSOCIATION, INC .
237 E. F IR E W E E D  L A N E  • S U IT E  301 

A N C H O R A G E ,  A L A S K A  99503 • (907) 276-3235

F e b r u a r y  2 1 ,  1 9 8 6

R e p r e s e n t a t i v e  M i k a  D a v i s ,  C h a i r m a n  
H o u s e  S p e c i a l  C o m m i t t e e  o n  O i l  & G a s  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V  ( M S  3 1 0 0 )
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  M i k e :

A s  I  i n d i c a t e d  i n  o u r  b r i e f  c o n v e r s a t i o n  y e s t e r d a y  a f t e r n o o n ,  
w e  w o u l d  r e a l l y  l i k e  t o  g e t  H B 6 2 8  m o v i n g  a n d  h o p e  y o u  w i l l  s c h e d u l e  
i t  a t  t h e  e a r l i e s t  o p p o r t u n i t y .  T h i s  l e t t e r  i s  i n  r e s p o n s e  : o  a  
r e q u e s t  f r o m  J o n a t h a n  f o r  a d d i t i o n a l  i n f o r m a t i o n .

E n c l o s e d  i s  a  c o p y  o f  m y  l e t t e r  t o  R e p r e s e n t a t i v e  H e r r m a n n  
a s k i n g  t h a t  t n i s  k i n d  o f  l e g i s l a t i o n  b e  i n t r o d u c e d .  I t  g i v e s  t h e  
b a c k g r o u n d  t o  t h e  p r o b l e m ,  s p e c i f i c a l l y  f o r  N a k n e k  E l e c t r i c  n d  
N u s h a g a k  E l e c t r i c .  B o t h  a r e  c o o p e r a t i v e s  a n d  m e m b e r s  o f  o u r  
o r g a n i z a t i o n .

A l s o  e n c l o s e d  i s  a  c o p y  o f  c o r r e s p o n d e n c e  f r o m  G l e n  A d a m s ,  o f  
t h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n ,  s u g g e s t i n g  s o m e  o t h e r  
p l a c e s  t o  l o o k  f o r  m e a n s  o f  c o m p l y i n g  w i t h  t h e  s t a t u t e .  W h e n  I  
r e c e i v e d  t h e  l e t t e r  f r o m  G l e n ,  I  g a v e  a  c o p y  t o  o u r  i n s u r a n c e  
c o n s u l t a n t  a n d  b r o k e r ,  C o r r o o n  & B l a c k ,  D a w s o n  a n d  C o m p a n y .  A f t e r  
t h e y  c h e c k e d  o u t  e a c h  s u g g e s t i o n ,  J o e  P i c c i o n e  w r o t e  m e  a  l e t t e r  
d e t a i l i n g  t h e i r  f i n d i n g s .  A  c o p y  o f  t h i s  l e t t e r  i s  e n c l o s e d .  I t  
i n d i c a t e s  c o n c l u s i v e l y  t h a t  i n  t o d a y ' s  i n s u r a n c e  m a r k e t ,  c o m p l i a n c e  
i s  s i m p l y  i m p o s s i b l e .

J o n a t h a n  a l s o  a s k e d  w h i c h  u t i l i t i e s  h a v e  t h i s  p r o b l e m ,  w h a t  a r e  
t h e i r  t a n k  c a p a c i t i e s ,  a n d  h o w  o f t e n  d o  t h e y  f i l l  t h e i r  t a n k s .

A t  p r e s e n t ,  N u s h a g a k  E l e c t r i c  a n d  N a k n e k  E l e c t r i c  a r e  t h e  o n l y  
u t i l i t i e s  w h i c h  h a v e  h a d  d e a l i n g s  w i t h  D EC o n  t h i s  i s s u e .  K o t z e b u e  
E l e c t r i c  a l s o  h a s  n e w  t a n k  c a p a c i t y  s u f f i c i e n t  t o  b r i n g  t h e m  i n t o  
t h e  s a m e  p r o b l e m ,  b u t  D E C  h a s  n o t  y e t  m a d e  a n  i s s u e  o f  i t  w i t h  t h e m .  
N o m e  J o i n t  U t i l i t i e s ,  a  m u n i c i p a l  u t i l i t y ,  i s  n e g o t i a t i n g  t o  l e a s e  

t a n k  s p a c e  t o  u s e  i n  1 9 8 6 .  I f  t h e i r  n e g o t i a t i o n s  a r e  s u c c e s s f u l ,  
t h e y  w i l l  h a v e  s u f f i c i e n t  c a p a c i t y  t o  f a c e  t h e  s a m e  p r o b l e m .  ( I  
h o p e  t h a t  m y  r e s p o n d i n g  f u l l y  t o  J o n a t h a n ' s  q u e s t i o n s  v i l l  n o t  c a u s e  
p r o b l e m s  f o r  K o t z e b u e  o r  N o m e . )



R e p r e s e n t a t i v e  M i k e  D a v i s  
F e b r u a r y  2 1 ,  1 9 8 6  
P a g e  2  o f  2

T h e  t a n k  c a p a c i t i e s  f o r  t h e s e  f o u r  u t i l i t i e s  w i l l  v a r y  f r o m  
a p p r o x i m a t e l y  2 0 , 0 0 0  t o  3 5 , 0 0 0  b a r r e l s .  T h e y  t y p i c a l l y  f i l l  t h e i r  
t a n k s  o n l y  o n c e  a  y e a r .  T h a t  i s  w h y  t h e y  n e e d  s o  m u c h  t a n k  c a p a c i t y  
i n  t h e s e  i c e - b o u n d  c o m m u n i t i e s .

W e  u n d e r s t a n d  t h a t  D E C h a s  o f f e r e d  t o  " l o o k  t h e  o t h e r  w a y , "  b u t  
e v e n  a  n o n - w i l l f u l  v i o l a t i o n  o f  t h i s  s t a t u t e  i s  a  C l a s s  B M i s d e ­
m e a n o r .  E a c h  d a y  o f  n o n - c o m p l i a n c e  i s  a  s e p a r a t e  v i o l a t i o n .  t h i s  
i s  a  s e r i o u s  b u s i n e s s  t h a t  s i m p l y  m u s t  b e  r e s o l v e d  l e g i s l a t i v e l y .

T h a n k  y o u  f o r  y o u r  i n t e r e s t .  I f  y o u  h a v e  a d d i t i o n a l  
i n f o r m a t i o n ,  p l e a s e  l e t  m e  k n o w .

S i n c e r e l y ,

D a v e  H u t c h e n s  
E x e c u t i v e  D i r e c t o r

E n c l o s u r e s  

D H : p n



c  •BILL SHEFFIELD, GOVERNOR

DEPT . OF ENVIRONMENTAL CONSERVATION Telephone:(907)
Address:

OFFICE OF THE COMMISSIONER
P. 0. BOX 0, JUNEAU, ALASKA 99811-1800 (907) 465-2600

March 25, 1986

The Honorable Mike Davis 
Alaska State House 
P. 0. Box V
Juneau, AK 99811-3100 

Dear Representative Davis:

During the last several weeks, the Department has testified before the Oil 
and Gas Subcommittee on HB 628 and has worked with your office and staff 
from Representative Herrmann’s office in addressing the difficulties faced 
by electric cooperatives in meeting the Department's oil pollution financial 
responsibility requirements. We have also been working closely with the 
Division of Insurance and representatives from the rural electric cooperatives 
in this matter. Based upon numerous discussions with legislative staff, the 
Division of Insurance, and a representative of the electric cooperatives,
I believe that we have identified ways to resolve these issues.

Such a resolution is largely dependent upon the Department addressing two 
items: 1) amending our financial responsibility regulations to accept claims 
made insurance policies, and 2) clarifying the types of damages that are covered 
under the financial responsibility requirements. This letter is intended to 
show the steps I am preparing to take to satisfy these concerns, thereby enabling 
the cooperatives to meet the Department's financial responsibility requirements 
in a cost effective manner.

First, I am prepared to amend the Department's financial responsibility 
regulations to add claims made insurance policies as an option for oil facility 
operators such as the electric cooperatives. We have worked closely with the 
Division of Insurance on this change and have already drafted language to this 
effect. At the same time that we reevaluate our insurance requireinents, we 
will be looking at the other options available for demonstrating proof of 
financial responsibility to determine if any other revisions to the regulations 
ire necessary.



The H o n o ra b le  M ike  D av i : Curcfi , 1986

With regard to the second issue requesting clarification of the types of damages 
covered under the financial responsibilit y requirements, my staff has been in 
contact with the Attorney General's office on this matter. We have been assured 
that the Department's financial responsibility regulations apply to the operator's 
liability to others, i.e. third parties. Therefore, insurance policies should 
be available for this type of coverage. There has also been concern expressed 
by the cooperatives that insurance is not available to cover the civil damages 
and penalities referenced under the financial responsibility statutes. This 
position is predicated on the assumption that insurance will not pay for penalities 
of a punitive nature. However, the civil penalty and damage statutes referenced 
under AS 46.04.040 are not punitive. In fact, they are used for compensatory 
and remedial purposes associated with liquidated damages to the State. It is 
my understanding that insurance is available to cover these types of damages.

We have made substantial progress in identifying the issues and we nave worked 
to resolve the financial responsibility problem that has been brought before 
the Legislature by the electric cooperatives. I believe that the action I 
have outlined above will solve the difficulty in obtaining insurance.

It should also serve to provide more flexibility in the regulations and 
make it easier for facility operators to satisfy the Deoartmenc's financial 
responsi-bi1ity requirements.

Si ncerely,

" ,  J

B i l l  Ross

Commi ssioner

cc: Representative Adelheid Herrmann
Representative John Sund 
Christian Ulmann, Division of Insurance 
Dave Hutchins, ARECA Insurance Exchange
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S t a t e  o f  A l a s k a

POUCH V 
JUNEAU, ALASKA 99811 

(907) 465-4941

H o u s e  S p e c i a l  C o m m i t t e e  o n  O i l  a n d  G a s

A p r i l  2 ,  1 9 8 6  

C o m m i s s i o n e r  B i l l  R o s s
D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  
P . O .  B o x  0
J u n e a u ,  A l a s k a  9 9 8 1 1 - 1 8 0 0  

D e a r  C o m m i s s i o n e r  R o s s ,

T h e  H o u s e  S p e c i a l  C o m m i t t e e  o n  O i l  a n d  G a s  r e c e  y  h e l d  
a  h e a r i n g  o n  H B  6 2 8  a n d ,  s u b s e q u e n t  t o  t h i s  h e a r i n g ,  c o n d u c t e d  
s e v e r a l  w o r k  s e s s i o n s  o n  t h e  t o p i c  o f  t h e  a v a i l a b i l i t y  o f  o i l  
p o l l u t i o n  i n s u r a n c e  t o  e l e c t r i c  c o o p e r a t i v e s .  M e m b e r s  o f  y o u r  
d e p a r t m e n t ,  R e p .  H e r r m a n n ' s  s t a f f ,  t h e  D i v i s i o n  o f  I n s u r a n c e ,  
t h e  A l a s k a  R u r a l  E l e c t r i c  C o o p e r a t i v e  A s s o c i a t i o n ,  a n d  m y  
o f f i c e  i d e n t i f i e d  r e g u l a t o r y  m e a s u r e s  t h a t  c o u l d  b e  t a k e n  t o  
a l l o w  e l e c t r i c  c o o p e r a t i v e s  t o  m e e t  o i l  p o l l u t i o n  f i n a n c i a l  
r e s p o n s i b i l i t y  r e q u i r e m e n t s .

Y o u r  l e t t e r  o f  M a r c h  2 5  a c k n o w l e d g e d  t h a t  t h e  d e p a r t m e n t  
w o u l d  b e  w i l l i n g  t o  m a k e  a p p r o p r i a t e  r e g u l a t o r y  c h a n g e s  a s  a n  
a l t e r n a t i v e  t o  t h e  p a s s a g e  o f  H B  6 2 8 .  I t  i s  a l s o  m y  
u n d e r s t a n d i n g  t h a t  t h e  d e p a r t m e n t  i s  w i l l i n g  t o  t a k e  t h e  
f o l l o w i n g  a c t i o n s  i n  t h i s  r e g a r d :

1 .  A m e n d  1 8  A A C  2 0 . 0 6 5  t o  a l l o w  f o r  t h e  s u b m i s s i o n  o f  
p o l i c i e s  i s s u e d  o n  a  " c l a i m s  m a d e "  b a s i s  i n  a d d i t i o n  o f  
" o c c u r r e n c e "  p o l i c y  f o r m s .

2 .  S e c u r e  a n  A t t o r n e y  G e n e r a l ' s  o p i n i o n  c l a r i f y i n g  t h a t  
t h e  f i n a n c i a l  r e s p o n s i b i l i t y  r e q u i r e m e n t s  a p p l y  o n l y  t o  
t h i r d - p a r t y  l i a b i l i t i e s  a n d  n o t  t o  d a m a g e s  t o  t h e i r  o w n  
p r e m i s e s  o r  t o  p e n a l t i e s  o r  p u n i t i v e  d a m a g e s ,  a n d  s u p p l y  t h a t  
o p i n i o n  t o  t h e  e l e c t r i c  c o o p e r a t i v e s  a n d  t h e i r  i n s u r e r s .

3 .  A s  a p p r o p r i a t e ,  e i t h e r  a d o p t  r e g u l a t o r y  c h a n g e s  
t h r o u g h  t h e  e m e r g e n c y  r e g u l a t o r y  p r o c e d u r e  o r  e n t e r  i n t o  a n  
e m e r g e n c y  c o m p l i a n c e  o r d e r  w i t h  t h e  a f f e c t e d  u t i l i t i e s .



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

S i n c e r e l y ,

R e p .  M i k e  D a v i s ,  C h a i r m a n
H o u s e  S p e c i a l  C o m m i t t e e  o n  O i l  a n d  G a s



r  • (  *
M L  SHEFFIELD, GOVERNOR

DEPARTMENT OF COMMERCE & 
ECONOMIC DEVELOPMENT

POUCHD
JUNEAU. ALASKA 9981 
PHONE: J65-2515

DIVISION OF INSURANCE

April 24, 1986

Honorable »vlike Davis 
Alaska State House 
House Special Committee 
on Oil and Gas 

P.O. Box V
Juneau, AK 99811-3100

Dear Representative Davis:

Re: HB 623. Oil pollution insurance availabilicy
for electric cooperatives

After receipt of Commissioner Bill Ross's letter of March 25, 19S6, 
wnich clarified the types of damages covered under the financial 
responsibility requirements, we were in a position to identify poten­
tial markets and have shared that information with the Alaska Rural 
Electric Cooperative Association (ARECA). Additionally, we contacted 
several underwriters in an attempt to generate interest in ARECA.

We found several possible options which are, at the present time, 
Deing checked out by ARECA1 s insurance broker:

The International Surplus Lines Insurance Company is the only 
writer of monoline pollution liability insurance at a reasonable 
rate. It appears that the electric utilities have a good chance 
to obtain insurance through this outfit.

The Pollution Liability Insurance Association (PLIA) is a recip­
rocal pool that arranges reinsurance for its member companies 
covering pollution liability. Alaska Statutes 21.75.020 and 
21.39.110 do not prohibit ARECA from joining such an arrangement. 
ARECA might wish to check out the requirements for becoming a mem­
ber. Since ARECA is not a member of PLIA, PLIA will write pollu­
tion liability in connection with the general liability only if 
the whole risk has been submitted by a member company, for iRECm, 
that means that they might have to split the accounts where :>oIlla­
tion liability is required.
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Honorable Mike Davis -2 - April 24, 1986

Further, we found other insurance companies that would write under the 
conditions outlined by Commissioner 3i11 Ross of the Department of 
Environmental Conservation. However, they did not seem to be very 
cost efficient. We also made recommendations on how to limit the 
liability exposures and, consequently, obtain a better rate.

We will continue to touch base with the insurance companies and nRECA 
and try to improve communications.

If you want or need more discussion, I will be happy to expand on chis 
letter.

CU/ss0242Z
042436a
cc: Representative Adelheid Herrmann

Representative John Suna
Commissioner Bill Ross, Department of Environmental Conservation 
Dave Hutchens, ARECA Insurance Exchange

Very truly yours

Christian Ulmann 
Insurance Market Analyst 
Commercial Lines



r  A  P Z Q tN V E i ) AliaMEMORANDUM State <Sf Alaska
Hal Brotrn 
Attorney General 
Departi»ent of Law FILE NO:

from Bill r\ush 
Commissioner
Department of Environmental

TELEPHONE NO. 465-2600

subject Legal Opinion Re:
Financial Responsibility 
Statutes AS 46.04.040

Conservation

During the 1986 Legislature, legislation was Introduced to exempt electric 
cooperatives from the Department of Environmental Conservation's oil pollution 
financial responsibility requirements. The filing of this bill was triggered 
by the difficulties that the cooperatives were experiencing 1n obtaining oil 
pollution Insurance to meet the financial responsibility requirements of '
AS 46.U4.040. This Department, the Division of Insurance, and the Department 
of Law worked closely with legislative staff and representatives from the 
electric coops to Identify and resolve the insurance problems.

r

During hearings and discussions on this legislation, the electrtc cooperatives, 
raised concerns that the types of oil spill damages that they believed to be-- 
included under the financial responsibility regulations make 1t difficult to 
obtain insurance. Insurance representatives for the cooperatives indicated 
that insurance is not available for damages to the insured's own property or 
for penalties or damages of a punitive nature. The insurance industry maintains 
that insurance is only available for oil spill damages caused to third parties.

Consequently, during discussions of the bill, you office advised me that 
financial responsibility requirements did, in fact, extend only to third 
party liabilities. We were also informed that the Department's oil spill 
penalty and damage statutes are clearly not punitive but instead are used 
for compensatory and remedial purposes. I indicated my understanding of 
this advise in a March 25 letter to Representative M1ke Davis.

As part of my effort to resolve this Issue administratively, I agreed to 
request an Attorney General's opinion confirming the oral advise on the 
scope of damages that are compensable under our financial responsib11*ty 
statutes. However, since the legislative session ended, we have found in 
our files a memorandum of advice dated May 13, 1982 that addressed most 
of the questions regarding financial responsibility that have been raised 
by the insurance representatives for the electric coops. Consequently, 
the only questions that remain to be answered concern the issue of third 
party liability coverage under the financial responsibility statutes. 
Specifically, I would appreciate your opinion on the following questions:

° What kind of oil spill liability (e.g. third or first party) is 
incurred by an oil operator demonstrating proof of financial 
responsibility under AS 46.04.040(i)? In other words, does the law 
require the operator to provide proof of financial responsibility to 
cover oil spill damages to the operator's own premises?
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Attached are copies of HB 628, n\y March 25, 1986 letter to Representative 
Davis, his response of April 2, 1986, and the 1982 memo of advice for 
your Information. If your staff has any questions on this matter, Paul 
O'Brien, oil spill program manager, can provide additional Information, 
Thank you for your assistance.

Attachments

cc: Doug Hertz

PO/bb

s

*



P. 0 .  BOX 3 5 0  DILUNGHAM, ALASKA 995 7 6  .  AREA CODC (907) 842

January 28, 1987

Senator Fred Zharoff 
Representative Adel held Herrmann

Thank you for giving us the opportunity to share some thoughts with 
you this date/ Unfortunately I have a prior commitment and so will
not bo ablo to convnunicato with you 1n person but hopefully this

short note will be better than nothing.

There are two major issues that are of concern to Nushagak Electric 
as well as to most of the rest of the rural utilities to some degree.

2. The second Issue involves the financial responsibility insurance
required for "terminal operators" as outlined in AS 46.04.040.
This statuteadversely impacts Naknek Electric, Nushagak Electric
the^Clty^o.f Nome and Kotzebue Electric because it requires that
terminal operators" I.E., these entities having over 10,000 

barrels of fuel storage to purchase financial responsibility

insurance for the trans-shipment of fuel oil across the dock to the 
tank farm.

For Naknek Electric and Nus'iagak Electric, this process takes about 
36 hours each and in 1986 we each had to buy insurance costing 510,400 
to comply with the statute. This cost each one of Nushagak Electric 
consumers about $10.00 each.

This issue was raised in HB 628 which was sponsored by Herrmann and 
Adams last year. Unfortunately it did not go anywhere. However the 
problem is still with us. It seems to me that the statute was orig­
inally Intended xor oil terminals and shippers who may have been 
characterized as Delng of a more temporary nature. We, the utilities, 
are not temporary^— We are a permanent part of the commarrS Ly and pro­
viding a necessary community service. In doing this, we have complied 
with all Federal and State regulations relevant to fuel handling.
The U.S. Coast Guard oversees our fuel loading process. With all of 
the precautions taken, I find 1t difficult to reason why the State 
Statutes should require these rural communities to provide evidence 
of financial responsibility when they are least capable of doing so 
and when the U.S. Government does not require it.

Thank you again for your time and consideration of our concerns. I 
know I speak for all of the NEC Board of Directors and Membership of 
the Co-operative when I wish you a productive session this year in 
Juneau.

Yours very truly,

i k  i r - n / C r  f .



Oil Spill Financial Responsibility Requirements

1. Who must prove financial responsibility for potential oil 
spills.

AS 46.04.040(a) - Everyone who operates an oil terminal 
facility.

AS 46.04.120(11) defines oil terminal facility as anyone 
who transfers, processes, refines or stores oil on c • 
near water.

AS 46.04.050 exempts facilities with less than 10,000 
barrels of storage capacity.

2. Liabilities for which financial responsibility must be proved.

18 AAC 20.035 requires proof of financial ability to 
respond to damage for each pollution incident covered 
by AS 46.04.040(i)

AS 46.04.040(i) simply refers to the following:

AS 46.03.760(e) - Liability to the state for full 
amount of direct and indirect cleanup costs.

AS 46.03.822 - Strict liability (without regard to 
fault) for damages to persons or property 
(public or private) resulting from an oil spill 
unless the operator can prove the spill resulted 
from an act of war, intentional or negligent act 
of an unrelated third party, negligence by the 
U.S. Government or State of Alaska, or an Act of 
God.

AS 46.03.258 - Liability to the state for penalties 
of:

$10.00 per gallon of oil in fresh water;

$2.50 per gallon of oil in an estuary;

$1.00 per gallon of oil in unconfined 
saltwater.

Penalties can be multiplied by 5 as
punitive damages.

AS 46.03.760(a) - Liability to the state for civil 
penalties of $500 to $100,000 for a violation 
and $5,000 per day for each day the violation 
continues.



3. Amount of financial responsibility which must be proved.

AS 46.04.040(a) requires $10 per barrel of storage
capacity or $1 million, whichever is greater.

4. How an operator can prove financial responsibility.

18 AAC 20.045 - Possession of Federal Maritime
Commission certificate. Not applicable to utilities.

18 AAC 20.055 - Self-insurance. To qualify, an operator 
must maintain "working capital and net worth" in the 
amount required in AS 46.04.040(a)-(c) —  ($1 million). 
In the Statute, AS 46.04.040(a), the term "working 
capital and net worth" are net used. The Statute 
speaks of "ability to respond."

18 AAC 20.065 - Insurance. Underwriter must be an 
admitted carrier or approved by the Division of 
Insurance. The policy must be written on an 
occurrence policy form.

18 AAC 20.075 - Surety Bond. The surety must be
registered to do business in Alaska, possess a
current U.S. certificate and have sufficient
underwriting capacity.

18 AAC 20.085 - Guaranty. This permits some other entity 
to qualify as a self-insurer and then guarantee the 
operator's financial responsibility.

5. Criminal penalties for violations.

AS 46.03.790

(a) Violation is a Class B misdemeanor.

(b) Wilfull violation is a Class A misdemeanor.

(c) Each day of violation is a separate violation.
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N A K N E K  E L E C T R I C  AINC.
P O S T  OFF ICE  3 0 X  113  •  NAKNEK,  ALASKA 99633  • PHONE  1907) 2- I 6- 4261

N o v e m b e r  1 ,  1 9 8 5

R e p .  A d e l h e i d  H e r r m a n n  S e n .  F r e d  Z h a r o f f
P . O .  B o x  6 3  P . O .  B o x  4 0 5
N a k n e k ,  A K  9 9 6 3 3  K o d i a k ,  A K  9 9 6 1 5

R E :  S T A T U A T E  C O M P L I A N C E  T O  F I N A N C I A L  R E S P O N S I B I L I T Y

Y o u r  H o n o r s  H e r r m a n n  s  Z h a r o f f :

T h i s  p a s t  a n d  p r e v i o u s  y e a r  e x t r e m e  p r o b l e m  h a s  a r i s e n  w i t h  
t h i s  A s s o c i a t i o n ,  N a k n e k  E l e c t r i c  A s s o c i a t i o n ,  ( N . E . A . )  a n d  
o u r  n e i g h b o r i n g  c o o p e r a t i v e ,  N u s h a g a k  E l e c t r i c  C o o p e r a t i v e ,  
( N . E . C . )  a n d  t h e  A l a s k a  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n ­

s e r v a t i o n .  ( D . E . C . )

C o m p l i a n c e  s a t i s f a c t i o n  w i t h  t h e  D e p a r t m e n t  t o  S e c t i o n  1  a s  
4 6 . 0 4 . 0 4 0  ( e )  " F i n a n c i a l  R e s p o n s i b i l i t y "  a s  f o r m e d  i n  t h e  l a w  
p r o v i d e s  a  v e r y  c o n s t r a i n i n g  e l e m e n t  f o r  a  s m a l l  r u r a l  u t i l i t y  
t o  p r o v i d e  $ 1 , 0 0 0 , 0 0 0  i n  f i n a n c i a l  r e s p o n s i b i l i t y ,  o r  b o n d i n g ,  
o r  a s s u r i t v .

W e  a r e  p u t  i n t o  t h i s  s i t u a t i o n  d u e  t o  o u r  g e o g r a p h i c  a n d  e c o n ­
o m i c  l o c a t i o n .  W i t h  t h e  r e q u i r e m e n t s  o f  p r o v i d i n g  e c o n o m i c  
a n d  r e l i a b l e  e l e c t r i c  s e r v i c e  t o  o u r  g i v e n  s e r v i c e  a r e a s ,  w e  
m u s t  h a v e  f u e l ;  c u r  f u e l  r e q u i r e m e n t  c o n s t i t u t e s  n e a r  S C ' s  o f  
o u r  p r o d u c t i o n  c o s t s .

I n  a n  e f f o r t  t o  r e d u c e  o u r  c o s t s ,  l a r g e  v o l u m e  s t o r a g e  v e s s e l s  
h a v e  b e e n  c o n s t r u c t e d  b y  o u r  r e s p e c t i v e  u t i l i t i e s  t o  f a c i l i t a t e  
b u l k  f u e l  p r o c u r e m e n t  b y  j o i n t  b i d d i n g .  O n e  t i m e  a  y e a r  w e  
h a v e  d e l i v e r y  i n  o u r  i c e  b o u n d  p o r t s  p r o v i d i n g  a  y e a r  r o u n d  
s u p p l y  a l c r . g  w i s h  r e d u c i n g  t h e  e x p o s u r e  o f  h a n d l i n g  f u e l  
s e v e r a l  t i m e s  a  y e a r  o u t s i d e  o f  o u r  p r o p e r t y .

T h e  n e t  r e s u l t  h a s  b r o u g h t  d o w n  f u e l  c o s t s  p e r  g a l l o n  t o  . 3 7 1 4  
f o r  t h i s  y e a r s  f u e l .  T h i s  s a v i n g  r e d u c e d  t h e  d e l i v e r e d  k i l o ­
w a t t  h o u r  b y  .  0 2 > s C  f o r  e a c h  d e l i v e r e d  k i l o w a t t  h o u r  t o  t h e  
c o n s u m e r .  L i k e w i s e  t h e  f i r s t  7 5 0  k i l o w a t t  h o u r s  c a p  f o r  
P o w e r  C o s t  E q u a l i z a t i o n  ( P C E )  h a s  r e a l i z e d  t h e  s a m e  r e d u c t i o n  
o f  .Q2k<7, s a v i n g  t h e  P C E  f u n d  $ 1 6 3  , 3 8 5  f o r  t h e  t w o  c o o p e r a t i v e s .  
T h i s  s a v i n g  i s  f o r  t h e  S t a t e  o f  A l a s k a  b y  p r u c e n t  a c t i o n  o f  
t h e  c o o n e r a t i v e s .
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N o w  t h e n ,  t h e  D . E . C .  c o n e s  f o r t h  w i t h  u n b e n d i n g  r u l e s ,  r e g ­
u l a t i o n s ,  a n d  l a w  f o r c i n g  e x p e n d i t u r e s  f o r  p r e m i u m  o f  u n ­
o b t a i n a b l e  i n s u r a n c e  a n d  o r  s u r i t y  b o n d i n g ,  i r r e v o c a b l e  l i r . s  
o f  c r e d i t  o r  p r o o f  o f  f i n a n c i a l  r e s p o n s i b i l i t y ;  o f  c o u r s e , 
t h e  l a s t  b e i n g  t h e  m o s t  d e s i r a b l e  b u r  h e r e t o  u n o b t a i n a b l e .
I f  w e  d o  n o t  h a v e  o n e  o f  t h e  p r e v i o u s  r e q u i r e d  s u r e t i e s  w e  
a r e  o u t s i d e  o f  t h e  l a v /  a n d  s u b j e c t  t o  s e v e r e  p e n a l t y  a s  w e l '  
a s  b e i n g  u n a b l e  t o  o b t a i n  t h e  n e c e s s a r y  p e r m i t  t o  o f f  l e a d  
f u e l .

T h i s  y e a r ,  a f t e r  s p e n d i n g  n e a r l y  1 0  m o n t h s  s e a r c h i n g  t h e  
i n s u r a n c e  m a r k e t ,  ( e v e n  f r o m  f i r m s  s u g g e s t e d  b y  D . E . C . , 
w h i c h  i n c i d e n t a l l y  f l a t l y  d e n i e d  o r  d i d  n o t  r e s p o n d  t o  c u r  
b r o k e r )  w e  w e r e  a b l e  t o  p r o v i d e  D . E . C .  w i t h  u n c o n v e n t i o n a l  
o n e  t i m e  s u r i t y  f o r  t h i s  y e a r s  f u e l  o f f  l e a d i n g  a t  c u r  
f a c i l i t i e s .  W e  h a v e  b e e n  p u t  c n  n o t i c e  t h a t  t h e  s a m e  
c o v e r a c e  w i l l  n o t  b e  a v a i l a b l e  n e x t  v e a r . v e , t o o ,
t i c i p a t e  c o n v e n t i o n a l  u n c e r v r i t m g  w i _ _  n o t  c e  a v a i _ a o _ a  
n o r  w i l l  w e  b e  a b l e  t o  p r o v e  t o  s a t i s f a c t i o n  c u r  f i n a n c i a l  
r e s p o n s i b i l i t y  t o  t h e  u n b e n d i n g  D . E . C .

T h e  l a w  a s  w r i t t e n  s e e m s  t o  b e  d i r e c t e d  t o  n c n - o e r m a n a n t
f u e l  r a t h e r  m a r .p r i n c i p a l s  i n  t h e  b u s i n e s s  o f  t r a n s p o r t i n g  

p e r m a n e n t  f a c i l i t i e s  s u c h  a s  o u r s .  ( N . E . A .  a n d  N . E . C . )  
T h e s e  t w o  c o o p e r a t i v e s  h a v e  t a k e r ,  d u e  a n d  c o n c e r n e d  s t e p s  t :  
b u i l d  t h e  b e s t  f u e l  a n d  s e r v i c e  s y s t e m s  w e  c o u l d  w i t h  
t o t a l  a t t e n t i o n  t o  s a f e t v  a n d  i n t e c r i t v .

We a n d  a l l  u t i l i t i e s  h a v e  e v e r y  i n t e n t i o n  o f  c o n t i n u e d  
e x i s t e n c e  w i t h  a d d r e s s  cc 
a r e  s a y i n g  i s ,  i f  w e  h a v s

; u r  r e s p o n s i b i l i t i e s .
a  s t i l l , w e  me s '

•vr. a :

l e a n  i t  u p  w i t r . c u t  t h e  c o n s t r a i n t s  o r  t n e  _ a w  i m p o s i n g  
f i n a n c i a l  b u r d e n  u p o n  u s ,  a n d  m o r e  i m p o r t a n t  y e t ,  a i l  o f  
o u r  c o n s u m e r s  a r e  m e m c e r s t h e  c o m m u n i t y ,  a n d  o u r  m e m b e r s  

: h e  s e n s i t i v e  f i s h e r y  e n v i r o n ­
m e n t  a n d  w i l l  s e e  t o  i t  t h a t  w e  c l e a n  u p  a n y  s t i l l  w h i c h  m a v  
o c c u r .

d e r i v e  t h e i r  l i v e l i h o o d  f r c :

W i t h  a i l  t h i s  d i s c o u r s e ,  hopefully, t h e  s t a g e  i s  s e t  t o  
r e q u e s t  y o u r  l e g i s l a t i v e  e f f o r t s  t o  a m e n d  S e c t i o n  1  j  C 
o f  A S .  4 6 . 0 4 . 0 4 0  ( a )  t o  r e a d  a s  a t t a c h e d .

I c  y o u  n a v e  q u e s t i o n s  w i t n  c u r  r e c u e s :  
p l e a s e  f e e l  f r e e  t o  c o n t a c t  u s .

S i n c e r e l y ,

G . E .  F r a n k s , 0 - e n g r a i  M a n a g e ;  
N a k n e k  E l e c t r i c / A s s o c . , C r . c

r o r  . e g i s i a t i o n ,

/ D a v e  E c u x e r , C e n e r a i  M a n a c
N u s h a g a k  E l e c t r i c J o o e r a t i v e

D a v e  H u t c h e n s ,  E x e c u t i v e  D i r e c t o r ,  A . R . E .  
R e g e r  K e m p p e l ,  N . E . A .  i  N . S . G . ,  c o u n s e l

v r y o o r r  a ” ' TT^:rp
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e n t i r e  r i s k  o f  t h e $ 1  m i l l i o n  p o l i c y  l i m i t ,  a n d .  h a v e  t h e  E x c h a n g e ,  
i s s u e  t h e  $ 1  m i l l i o n  p o l i c y .  B u t  t h i s  w o u l d  u s e  n e a r l y  t h e i r  
e n t i r e  l i n e  o f  c r e d i t !  T h e y  m i g h t  n o t  e v e n  b e  a b l e  t o  b o r r o w  t h e  
m o n e y  t o  b u y  t h e  f u e l  w h i c h  t h e y  w o u l d  h a v e  s o l e  r e s p o n s i b i l i t y  
t o  c l e a n  u d  i f  t h s v  s u i l l e d  t o m e  o f  i t .

T h i s  i s  a n  a b s u r d  s i t u a t i o n  w h i c h  r e q u i r e s  a l e g i s l a t i v e  s o l u t i o n  
t h i s  s e s s i o n .  C l a u d e  a n d  D a v e  s e n t  y o u  a d r a f t  p r o v i d i n g  an  e a s y  
wa y  o f  r e  s o  I v  i n g  t h e  p r c b i  e m . C u r  i d e a  i s  t . oa t  a c e r t i f i c a t e  o 
p u b l i c  c o n v e n i e n c e  a nd  n e c e s s i t y  f o r  a u t i l i t y  s r . c u i b  c e  e r e c t  i n  
i t s e l f  o f  f i n a n c i a l  r e s p o n s i b i l i t y ’ . A u t i l i :  
a n y w h e r e .  I f  a s p i l l  o c c u r s ,  t r . e y  w i l l  s t i l l  
t h e  f i n a n c i a l  a c i 1 i t v  t o  c a v  f o r  t h e  c l e a n  u:

• -  /A f t e r  c o n s u l t i n g  w i t h  t n e  a t t o r n e y  who  J r a f t e d  
s i l e n t l y  r e o r g a n i z e d  t h e  p r o p o s e d  s t a t u t o r y  a m e n d m e n t ,  
y o u  w i l l  i n t r o d u c e  a b i l l  t o  r e s o l v e  t n e  p r o c l e m  z e i r . c

-  •> r  a m . '

D a v i d  H u t c h e n s  
E x e c u t i v e  D i r e c t o r

DH/C

C l a u d e  F r a n k e ,  NEA 
D a v e  3 o u k e r ,  NEC

r
i.



BILL SHEFFIELD, COVERHOR

DEPT. OF E N V I R O N  M E N T A L  CONSERVATION Teleonani}:l907lA6S-2 653 
AtiarcssSoX 0

J u n e a u ,  A l a s k a  9931

January 27, 1935

u m <

Mr.  Dave Hu t ch en s

ARECA I n s u r a n c e  Exczange
237 E a s t  F i r e we e d  Lane ,  S u i t e  301
A n c h o r a g e ,  AK 99503

S e a r  Dave:

C u r i n g  y o u r  onone  c a l l  ' a s t  week t o  m y s e l f  and Paul  0 ' 3 r i e n ,  Manage r  o f  tne 
Oil  P o l l u t i o n  P r o g r a m ,  p r ob l e ms  o f  c o t a i n i n g  a d e q u a t e  i n s u r a n c e  c o v e r a g e  
f o r  o i l  p o l l u t i o n  damages  we r e  d i s c u s s e d .  Paul  a g r e e d  t h a t  I wou l d  r e v i e w  
o u r  f i l e s  and s end  you t h e  names o f  i n s u r a n c e  . u n d e r w r i t e r s  t h a t  h a v e - . c u r -  

r s n t  p o l i c i e s  i n  f o r c e ;  I r e v i e w e d . t h e  - f i l  e s  and came up w i t h  f o u r  u n d e r ­
w r i t e r s  and i n f o r m a t i o n  on wha t  o t h e r  f u e i  h a n d l i n g  c om p a n i e s  a r e  d o i n g -  

( e n c l o s e d ) ;  I am a i s o  s e n d i n g  a c opy  o f  t h e  r e p o r t  f rom t h e  Task  F o r c e  cn 
I n s u r a n c e  A v a i l a b i l i t y  and P r i c i n g .

The D e p a r t me n t  o f  Commerce and Economi c  D e v e l o p m e n t ,  D i v i s i o n  o f  I n s u r a n c e  
s a i d  t n e y  c an  p r o v i d e  " s p e c i a l  m a r k e t  a s s i s t a n c e "  t o  t h e  b r o k e r ,  t h e i r  

a d d r e s s  i s  on t h e  Task  F o r c e  r e p o r t ,  'n'e w i l l  c o n t i n u e  t o  work w i t h  t n e  
i n d u s t r y  i n  e v e r y  way t h a t  we c a n .

‘ 3’ e.nn Adams 

Oil - d i l u t i o n i n t r o i

j i / i s i o n  o f  Envi  ronme.nt a l  Dual i t ’

K e i t h  K e l t o n ,  D i r e c t o r  

S i l l  R o s s ,  Co m mi s s i o n e r  
R e p r e s e n t a t i v e  A d e i h e i d  Her rmann  
R e p r e s e n t a t i v e  Ri ch  Y e n i i n g  
S e n a t o r  Fr ed  F.  Z h a r o f f



Jan u a ry  23 , 1936

The f o l l o w i n g  i n f o r m a t i o n  i s  t a k e n  f rom c u r r e n t  f i l e s  t h a t  r e q u i r e  or e  
o f  f i n a n c i a l  r e s p o n s i b i  1 i t y  f o r  o i l  p o l l u t i o n  f o r  "r ' uei  s t o r a g e  f a c i l i  
Th i s  i n f o r m a t i o n  i s  n o t  an e n d o r s e m e n t  o r  r e c o m m e n d a t i o n  o u t  - s o r o v i d
in an a t t e m o t  t o  h e l p  l o c a t e  i n s u r a n c e  c o v e r a a e  t . na t  w i l l  t omo i v  w i t h
S e c .  - 16 . 04 . 0 . 10(e )  and 13 AAC 2 0 . 0 6 5 .

I n s u r a n c e  u n d e r w r i t e r s  and b r o k e r s  t h a t  n ave  c u r r e n t l y  a c t  i / e  o o i i c i e s

1.  L l o y d ' s  Loncon and v a r i o u s  c o m p a n i e s  
B r c x e r  -  P a c i f i c  I n t e r n a t i o n a l  B r o k e r s ,  L t d .

2 .  Emo loye r s  Mutual  C a s u a l t y  Company 
3 r o < e r  -  Mutual  Ma r i n e  O f f i c e ,  I n c .

3 .  N a t i o n a l  Union F i r e  I n s u r a n c e  Ccmoany of  P i t t s b u r g h . 3a .
3 r o k a r  - A l a s x a  100 I n s u r a n c e

■1. Mi d l a nd s  I n s u r a n c e  Ccmoany,  I n c .  

oy West  Coa s t  Ma r i n e  '■'anagers,  I n c .
B r o k e r  -  Nasman and A s s o c i a t e s ,  I n c .

The 3-1 f i l e s  ( r e p r e s e n t i n g  57 f a c i l i t i e s )  a r e  : r o < e n  cown :o snow -ow 
many a r e  u s i n g  o t n e r  means  o f  p r o v i d i n g  p r o o f  o f  f i n a n c i a l  “ e s o e n s i o : 1 ;

S u r e t y  Bones 

G u a r a n t y  
* S e i f -  I n s u r a n c e  

Cove rnmen t  
I n s u r a n c e  
O t n e r

T Some u s e  t h i s  means  
n e n t s  f o r  g u a r a n t y .

Of t h e  e i g n t  snowing  ii 
t h a t  e x p i r e e  t h i s  Cecea 

o o l i c i e s .  Th e r e  a r e  s. 
t . n e i r  a p p l i c a t i o n  ' e r r s  o r  snown ■■.na: -earns of r o o f  t h e y  - n t e n o  t o  u s e

INSURANCE INFORMATION FOR FUEL STORAGE FA C IL IT IE S

j
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3
"7/

t o  c o v e r  d e d u c t i b l e  o r  f i n a n c i a l  - e c c r a s  - e q u i r e -

n s u r a n c e  as t h e i r  c r e ' e r e n c a , f i v e  nave  o o l i c i e s  
roe." ano J a n u a r y  and a r e  c r y ;  no t o  r enew t h e i r  

aven new o w n e r s / o p e r a t o r s  t . na t  nave not - e t u r r e d
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c  (ALASKA RURAL ELECTRIC COOPERATIVE 
ASSOCIATION, INC.
237 E.  F I R E W E E D  L A N E  * S l ' I T E  301 

A N C H O R A G E .  A L A S K A  V9503 • t 'X m  27f»-. ' ;35

F e b r u a r y  2 1 ,  1 9 8 6

R e p r e s e n t a t i v e  M i k e  D a v i s ,
H o u s e  S p e c i a l  C o m m i t t e e  o n  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V  ( M S  3 1 0 0 )
J u n e a u ,  A l a s k a  9 9 3 1 1

D e a r  M i k a :

A s  I  i n d i c a t e d  i n  o u r  b r i e f  c o n v e r s a t i o n  y e s t e r d a y  a f t e r n o o n , 
w e  w o u l d  r e a l l y  l i k e  t o  g e t  H B 6 2 3  t i o v i n g  a n d  h o p e  y o u  w i l l  s c n e d u l e  
i t  a t  t h e  e a r l i e s t  o p p o r t u n i t y .  T h i s  l e t t e r  i s  i n  r e s p o n s e  t o  a 
r e q u e s t  f r o m  J o n a t h a n  f o r  a d d i t i o n a l  i n f o r m a t i o n .

E n c l o s e d  i s  a c o p y  o f  m y  l e t t e r  t o  R e p r e s e n t a t i v e  H e r r m a n n  
a s k i n g  t h a t  t r . i s  k i n d  o f  l e g i s l a t i o n  b e  i n t r o d u c e d .  I t  g i v e s  t n e  
b a c k g r o u n d  t o  t h e  p r o b l e m ,  s p e c i f i c a l l y  f o r  N a k n e k  E l e c t r i c  a n d  
N u s h a g a k  E l e c t r i c .  B o t h  a r e  c o o p e r a t i v e s  a n d  m e m b e r s  o f  o u r  
o r g a n i z a t i o n .

A l s o  e n c l o s e d  i s  a  c o p y  o f  c o r r e s p o n d e n c e  f r o m  G l e n  A d a m s ,  o f  
t h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n ,  s u g g e s t i n g  s e m e  o t h e r  
p l a c e s  t o  l o o k  f o r  m e a n s  o f  c o m p l y i n g  w i t h  t h e  s t a t u t e .  W h e n  C 
r e c e i v e d  t n e  l e t t e r  f r o m  G l e n ,  I  g a v e  a  c o p y  t o  o u r  i n s u r a n c e  
c o n s u l t a n t  a n d  b r o k e r ,  C o r r o o n  i  B l a c k ,  D a w s o n  a n d  C o m p a n y .  A f t e r  
t h e y  c h e c k e d  o u t  e a c h  s u g g e s t i o n ,  J o e  P i c c i o n e  w r o t e  m e  a l e t t e r  
d e t a i l i n g  t h e i r  f i n d i n g s .  A c o p y  o f  t h i s  l e t t e r  i s  e n c l o s e d .  I t  
i n d i c a t e s  c o n c l u s i v e l y  t h a t  i n  t o d a y ' s  i n s u r a n c e  m a r k e t ,  c o m p i i e r . e e  
i s  s i m p l y  i m p o s s i b l e .

J o n a t h a n  a l s o  a s k e d  w h i c h  u t i l i t i e s  h a v e  t h i s  p r o b l e m ,  w h a t  a r e  
t n e i r  t a n k  c a p a c i t i e s ,  a n d  h e w  o f t e n  d o  t h e y  f i l l  t n e i r  t a n k s .

A t  p r e s e n t ,  N u s n a a a k  E l e c t r i c  a n d  N a k n e k  E l e c t r i c  a r e  t n e  c n . l v  
u t i l i t i e s  w n i c n  h a v e  n a a  d e a l i n g s  v 1 t . n DEC o n  t h i s  i s s u e .  K o t z e b u e  
E l e c t r i c  a l s o  h a s  n e w  t a n k  c a p a c i t y  s u f f i c i e n t  t o  b r i n g  m e m  i n t o  
t h e  s a m e  p r o b l e m ,  b u t  DEC h a s  . n o t  y e t  m a d e  a n  i s s u e  o f  i t  w i t h  m e m .  
N o m e  J o i n t  U t i l i t i e s ,  a m u n i c i p a l  u t i l i t y ,  i s  n e g o t i a t m a  t c  l e a s e  
t a n k  s p a c e  t o  u s e  i . n  1 9 8 6 .  i f  t h e i r  n e g o t i a t i o n s  a r e  s u c c e s s f u l , 
t h e y  w i l l  h a v e  s u f f i c i e n t  c a p a c i t y  t o  f a c e  t h e  s a m e  p r o b l e m .  ; 
n o p e  t h a t  m y  r e s p o n d i n g  f u l l y  t o  J o n a t h a n ' s  q u e s t i o n s  w i l l  a c t  c a u s e  
c r o b l e m s  f o r  K c t t e o u e  c r  N o m e . )

C h a i r m a n  
O i l  3 G a s



c

R e p r e s e n t a t i v e  M i k e  D a v i s  
F e b r u a r y  2 1 ,  1 9 8 6  
P a g e  2 o f  2

T h e  t a n k  c a p a c i t i e s  f o r  t h e s e  f o u r  u t i l i t i e s  w i l l  
a p p r o x i m a t e l y  2 0 , 0 0 0  t o  3 5 , 0 0 0  b a r r e l s .  T h e y  t y p i c a l l y  f  
t a n k s  o n l y  o n c e  a y e a r .  T h a t  i s  wh y  t h e y  n e e d  s o  mucn  t a r u ­
i n  t h e s e  i c e - b o u n d  c o m m u n i t i e s .

We u n d e r s t a n d  t h a t  DEC h a s  o f f e r e d  t o  " l o c k  t h e  o t h e r  
e v e n  a  n o n - w i l l f u l  v i o l a t i o n  o f  t h i s  s t a t u t e  i s  a E l a s s  
m e a n o r .  E a c h  d a y  o f  n o n - c o m p l i a n c e  i s  a  s e o a r a t e  v i o l a t i c  
i s  a  s e r i o u s  b u s i n e s s  t h a t  s i m p l y  m u s t  b e  r e s o l v e d  l e g i s l a t :

T a a  n .< v  c  u v o  u r - r e s t . i  t  v  o  u  r. a  v  e  a c t
i n f o r m a t i o n ,  o l e a s e  L e t  me k n e w .

j i n c e r e x v ,

D a v e  H u t c h e n s  
E x e c u t i v e  D i r a c

t n c i c s u r e s  

3 3 :  o h
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ML SHEFFIELD, GOVERNOR
DEPT. OF ENVIRONMENTAL CONSERVATION ”■ -o.n<w c*0 7 Jĉarffss:

OFFICE OF THE COMMISSIONER
?. 0. BOX 0, JUNEAU, ALASKA 99811-1300 (907) A65-1S00

".arcn is. .eco

The HonoraDle Mike Oavis 
Alaska State House
3. J. Box 7
Juneau, AK 99811-3100 

Dear Representative Davis:

During tne last several weeks, the Department nas testi-'iea cercre tne Oil 
ana Gas Suoccmmittee on H3 623 ana has worked with your orfice ana staf* 
from Reoresentative Herrmann's office in addressing tne difficulties -acec 
py electric cooperatives in meeting tne Department's oil coi'ution -inane:ai 
responsibility requirements. We nave also seen working closely with tne 
Division of Insurance and representatives from the rural electric cocoerat:ves 
in this matter. 3ased upon numerous discussions with legislative staff, ere 
Division of Insurance, ana a reoresentative of the electric cooperatives.
I believe that we have identified ways to resolve these issues.

Such a resolution is largely dependent upon the Department addressing two 
items: 1) amending our financial responsibi1ity regulations to accept claims 
maae insurance policies, ana 2) clarifying the types of damages that are covered 
under the financial responsibility requirements. This letter is intendeo to 
snow tne steps I am preparing to take to satisfy these concerns, thereoy e.naoling 
the cooperatives to meet the Department's financial responsibility requirements 
in a cost effective manner.

rirst. ! am prepared to amend the Department's financial resoonsi’oi 11 ty 
regulations to acj claims mace insurance aolicies as an mian “'or oil ■act lit/ 
operators sucn as tne alactric cooperatives. /e nave worked closely with tne 
Division of Insurance on this change anu nave already irartea ’menace to cnis 
effect. At the same time that we reevaluate wr insurance ■•equirements. .e 
•/ill ne looking at the other jptions availaole for :emr-strarinq j-'cof of 
-inancial responsibility to determine i r any other •'eviJions :o the 'adulations 
me necessary.



The H o n o ra b le  M ike  Davisv -2- > .arch 2 5 .  1986

With r e g a r d  t o  t h e  s e c ond  i s s u e  r e q u e s t i n g  c l a r i f i c a t i o n  o f  t h e  t y p e s  o f  damages  
c o v e r e d  u n d e r  t h e  f i n a n c i a l  r e s c o n s i b i 1 , c y r e q u i r e m e n t s ,  my s t a f f  h a s  been  in 
c o n t a c t  w i t h  t h e  A t t o r n e y  G e n e r a l ’s o f f i c e  on t h i s  m a t t e r .  We have been a s s u r e d  
t h a t  t h e  D e p a r t m e n t ' s  f i n a n c i a l  r e s p o n s i b i l i t y  r e g u l a t i o n s  a c p l y  t o  t h e  o p e r a t o r  
l i a b i l i t y  t o  o t h e r s ,  i . e .  t h i r d  p a r t i e s .  T h e r e f o r e ,  i n s u r a n c e  p o l i c i e s  s n o u i d  
be a v a i l a b l e  f o r  t h i s  t ype  o f  c o v e r a g e .  T he r e  nas  a l s o  been c on c e r n  e x o r e s s e a  
by t h e  c o o o e r a t i v e s  t h a t  i n s u r a n c e  i s  r o t  a v a i l a b l e  t o  c o v e r  t h e  c i v i l  carnages 

and p e n a l i t i e s  r e f e r e n c e d  u n d e r  t h e  f i n a n c i a l  r e s p o n s i b i l i t y  s t a t u t e s .  T h i s  
p o s i t i o n  i s  p r e d i c a t e d  on t h e  a s s u m o t i o n  t h a t  i n s u r a n c e  w i l l  n o t  pay f o r  t e n a n t  
o f  a p u n i t i v e  n a t u r e .  However ,  t h e  c i v i l  o e n a i t y  ana damage s t a t u t e s  r e f e r e n c e d  
u n d e r  AS 4 6 . 0 4 . 0 4 0  a r e  no t  p u n i t i v e .  In f a c t ,  t h ey  a r e  u s ed  f o r  c o m o a n s e t s r y  
and r e m e d i a l  p u r p o s e s  a s s o c i a t e d  w i t h  1 i c u i a a t e a  carnages to t h e  S t a t e .  I t  i s  
my u n d e r s t a n d i n g  t h a t  i n s u r a n c e  i s  a v a i l a b l e  t o  c o v e r  t .nese t y p e s  carnages.

.ie nave maae s u b s t a n t i a l  p r o g r e s s  in i d e n t i f y i n g  t n e  i s s u e s  ana we -ave  .*er<ea 
t o  r e s o l v e  t h e  f i n a n c i a l  r e s p o n s i b i l i t y  p r ob l e m  t h a t  h a s  been c r c u g n t  c e - ' c r e  
t h e  L e g i s l a t u r e  by t h e  e l e c t r i c  c o o o e r a t i v e s .  I o e l i a v e  t .nat  t ne  a c t i o n  I 
have  o u t l i n e d  aoove w i l l  s o l v e  t h e  c i f ' i c u i t y  i n  o b t a i n i n g  i n s u r a n c e .

I t  s h o u l d  a l s o  s e r v e  t o  o r o v i c e  more f l e x i b i l i t y  J n t.ne - 'egui a t i o n s  ana 
naKe i t  e a s i e r  f o r  f a c i l i t y  o p e r a t o r s  t o  s a t i s f y  t n e  D e p a r t m e n t ’ s J *: n a n c : a i  
r e s o o n s i - b i 1 i t y  r e a u i r e m e n t s ,

S i n c e r e i y ,

^  ; •

3 i i l  Tos s  
Commi s s i one r

R e p r e s e n t a t i v e  A a e l h e i a  Herrmann 
R e p r e s e n t a t i v e  J ohn  Sund 
C h r i s t i a n  Ulmann,  D i v i s i o n  o f  I n s u r a n c e  
Dave H u t c h i n s .  ARECA I n s u r a n c e  Excnance



S t a t e  o f  A l a s k a

p o u c h v
JUNEAU . A l_ASKA 99811 

46S-«941

H o u s e  S p e c i a l  C o m m i t t e e  o n  O i l  a n d  G a s

A p r i l  2 ,  1 9 o 5  

C o m m i s s i o n e r  3 1 1 1  R o s s
D e p a r t m e n t  c f  E n v i r o n m e n t a l  C o n s e r v a t i o n  
P . O .  B O X  0
J u n e a u ,  A l a s k a  9 9 3 1 1 - 1 3 0 0  

D e a r  C o m m i s s i o n e r  R o s s ,

T h e  H o u s e  S p e c i a l  C o m m i t t e e  o n  O i l  a n d  G a s  r e c e n t l y  h e l d  
a  h e a r i n g  o n  H B  6 2 8  a n d ,  s u b s e q u e n t  t o  t h i s  h e a r i n g ,  c o n d u c t e d  
s e v e r a l  w o r k  s e s s i o n s  o n  t h e  t o p i c  o f  t h e  a v a i l a b i l i t y  o f  o i l  
p o l l u t i o n  i n s u r a n c e  t o  e l e c t r i c  c o o p e r a t i v e s .  M e m b e r s  o f  y o u r  
d e p a r t m e n t ,  R e p .  H e r r m a n n ' s  s t a f f ,  t h e  D i v i s i o n  o f  I n s u r a n c e ,  
t h e  A l a s k a  R u r a l  E l e c t r i c  C o c p e r a t i v e  A s s o c i a t i o n ,  a n d  m y  
o f f i c e  i d e n t i f i e d  r e g u l a t o r y  m e a s u r e s  t h a t  c o u l d  b e  t a k e n  t o  
a l l o w  e l e c t r i c  c o o p e r a t i v e s  t o  m e e t  o i l  p o l l u t i o n  f i n a n c i a l  
r e s p o n s i b i l i t y  r e q u i r e m e n t s .

Y o u r  l e t t e r  o f  M a r c h  2 5  a c k n o w l e d g e d  t h a t  t h e  d e p a r t m e n t  
w o u l d  b e  w i l l i n g  t o  m a k e  a p p r o p r i a t e  r e g u l a t o r y  c h a n g e s  a s  a n  
a l t e r n a t i v e  t o  t h e  p a s s a g e  o f  H B  6 2 3 .  I t  i s  a l s o  m y  
u n d e r s t a n d i n g  t h a t  t h e  d e p a r t m e n t  i s  w i l l i n g  t o  t a k e  t h e  
f o l l o w i n g  a c t i o n s  i n  t h i s  r e g a r d :

1 .  A m e n d  I S  A A C  2 0 . 0 6 5  t o  a l l o w  f o r  t h e  s u b m i s s i o n  c f  
p o l i c i e s  i s s u e d  o n  a  " c l a i m s  m a d e "  b a s i s  i n  a d d i t i o n  o f  
" o c c u r r e n c e "  p o l i c y  f o r m s .

2 .  S e c u r e  a n  A t t o r n e y  G e n e r a l ' s  o p i n i o n  c l a r i f y i n c  
t h e  f i n a n c i a l  r e s p o n s i b i l i t y  r e q u i r e m e n t s  a p p l y  o n l y  t o  
t h i r d - p a r t y  l i a b i l i t i e s  a n d  n o t  t o  d a m a g e s  t o  t h e i r  o w n  
p r e m i s e s  o r  t o  p e n a l t i e s  o r  p u n i t i v e  d a m a g e s ,  a n d  s u p p l y  
o p i n i o n  t o  t h e  e l e c t r i c  c o o p e r a t i v e s  a n d  t h e i r  i n s u r e r s .

3 .  A s  a p p r o p r i a t e ,  e i t h e r  a d o p t  r e g u l a t o r y  c h a n c e s  
t h r o u g h  t h e  e m e r g e n c y  r e ^ u ] a t o r y  p r o c e d u r e  o r  e n t e r  i n t o  a n  
e m e r g e n c y  c o m p l i a n c e  o r d e r  w i t h  t h e  a f f e c t e d  u t i l i t i e s .



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

S i n c e r e l y ,

R e p ' .  M i k e  D a v i s ,  C h a i r m a n
H o u s e  S c e c i a l  C o m m i t t e e  o n  O i l  a n d  G a s



RILL SHEFFIELD, GOVERNOR

D E P A R T M E N T  OF C O M M E R C E  &  JWJ- UNcA U.
ECONOMIC D E V E L O P M E N T  * h o n e  -65-2515

DIVISION OF INSURANCE

-ori1 24, 193b

h o n o r 3 D l e  .'like Davis 
j 2_ 3 -tate House 
-ou.- Special Committee 
an Oil ana Gas 

VD. S o x  V
Juneau, AK 9931!-3100

Sear Representative Davis:

Re: H5 6£3. Oil poilution insurance availaoiiicy
for electric cooperatives

nfter receipt of Commissioner Sill Ross's letter of Caron _5, 1936, 
.vnich clarifieo the types of carnages covered under tne financial 
responsioi 1 ity requirements, .ve were in a position to identify tccen- 
tial markets ana nave shared that information with the .-̂lasxa Rural 
electric Cooperative Association ,ARECA). Additionally, .ve contacted 
several underwriters in an attempt to generate interest in ARECA.

..e found several oossibie options wnicn are, at the oresent time, 
aeing checked out oy ARECA's insurance brcker:

The International Surolus Lines lnsurar.ee Company is the oniv 
writer of mono line poilution liability insurance at a reasonable 
rate. It appears that the electric utilities have a :ooa chance 
to ootain insurance through this outfit.

The Pollution Liaoility insurance .-.ssociation (PLIA) is \ r=c;t- 
•'ocai pool that arranges •reinsurance tor its mernner tomoanies 
covering pollution liaoility. -,as.-;a itatutes C1.75.JCJ ana 
21.j9. 110 ao not pronioit .-.kEu.-* r■'o.n joining such an irrnnaement. 
->RECA nignt wisn to cneck jut tne ‘'eculremencs for tecommg a ”em- 
oer. Jince nRECA is not a iemoer ;f PL. A, JLIA will .vri te*-ioi !u- 
tion liaoility in connection .»itn the ueneral liaoilitv unlv 
the wnole risk nas oeen submitted ay a 'iemoer company. Tor -KECn. 
that 'eans that they might iave to .pltt the icc.nints -.uere • j>. I j- 
cion liaoility is required.

•jsai i
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Honorable Mike Davis Apri1 24, 19S6

Further, v/e found other insurance companies that would write uncer tne 
conditions outlined by Commissioner 3i 11 Ross of the Depart,Tierc of 
Environmental Conservation. However, they aid not seem t o  b e  v e r v  

c?ŝ '.eTiriĉ enr* '!e a ŝo -‘1aGe r2c.ommendations on how t o  limit the"
liability exposures and, consequently, obtain a better rate.

we will c o n t i n u e  t o  t o u c n  b a s e  w i t h  t h e  i n s u r a n c e  c emoan i e s  ana -RECA 
and try t o  impr ove  c o m m u n i c a t i o n s .

If you want or nsea more discussion, ; wiil be haooy to - . loanc •- *,nis 
letter.

-iiristian Ulmann 
Insurance Marxet Analyst 
lo.mmercial Lines

CU/ss0242Z
042436a
cc: Representative Adelheid Herrmann

Representative John Sund
Commissioner Bill Ross, Department of Environmental 
Oave Hutchens, ARECA Insurance Exchange

- o n s e r v a t '  ;.n



r  /"tCEIVEOaug as 13%MEMORANDUM State or Alaska
Hal Bream 
Attorney General 
Department of Law =H£ NO.

O A re : July 17, 1936

-SLEPHONENO; 4 6 5 - 2 6 U 0

Legal Opinion Re: 
Financial Resoonsibi11ty 
Statutes AS 6̂.04.QiO

Commi ssioner
Department of Environmental
Conservati cn

•Juring the iya6 Legislature, legislation was Introduced to exesiot electnc 
cooperatives from the Departm : of Environmental Conservation's oil pollution 
financial responsibility requliaments. The filing of this bill was triggered 
by tne difficulties that the cooperatives were experiencing in obtaining oil 
pollution insurance to meet the financial responsibi11ty requicements of 
AS 46.0A,040. This Department, the Division of Insurance, and the Department 
of Law workea closely with legislative staff and representatives frcn the 
electric coops to identify and resolve tne insurance problems.

During hearings and discussions on this legislation, the electrtc cooperatives, 
raised concerns tnat tie types of oil spill damages that they believed to be- 
included under the financial responsibi.ity regulations make it difficult to 
ootain insurance. Insurance representatiYes for the cooperatives indicated 
that insurance is not available for damages to the insured's cwn property or 
for penalties nr damages of a punitive nature. The insurance Industry .maintains 
that insurance is only available for oil spill damages caused to third parties.

Consequently, during .iscussions of the bill, you office advised me that 
financial responsibi1vty requirements did, in fact, extend only to third 
party liabilities. We were also informed that the Department's oil spill 
penalty and damage statutes are clearly not punitive but instead are used 
*or compensatory and remedial purposes. I indicated my understanding of 
this advise in a March 25 letter to Representative M1ke Davis.

As part of ny effort to resolve this issue administratively, I agreed to 
request an Attorney General's opinion confirming the oral advise on the 
scope of aamages that are compensable under our financial responsibility 
statutes. However, since the legislative session ended, we have found in 
our files a memorandum of advice dated May 1 3 ,  1 9 8 2  that addressed most 
of th'. questions regarding financial responsibility that have been raised 
oy tne insurance representatives for the electric conps. Consequently, 
tne only questions that remain to be answered concern tne Issue of third 
party liability coveraqe under the financial responsibility statutes. 
Specifically, I would appreciate your opinion on the following questions:

0 What kind of oil spill liability (e.g. third or f1rs\. party) is 
incurred by an oil operator demonstrating proof of financial 
responsibility under AS 46.04.040(i)? In other woros, does the law 
require the operator to provide proof of financial responsibility to 
cover oil spill damages to the operator's own premises?



Hal Brown C -z- (  July 17, 1986

Attached arts copies of HB 623, my March 25, 1986 letter to Representative 
Davis, M s  response of April 2, 1986, and the 1982 memo of advice for 
''our information. If your staff has any questions on this matter, Paul 
0'3r1en, oil spill program manager, can provide additional information. 
Thant you for your assistance.

Attacnments

cc: Doug .Hertz

?0/bb
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SUMMARY OF ISSUE - PROVIDED BY RFPRESENTATIVZ HFRMftNNl.S OFETflF

NUSHAGAK ELECTRIC CO-OPERATIVE, I
P . O .  BOX 3 5 0  . DILLINGHAM, ALASKA 99576 . AREA CODS (907) 8 4 $

ALASKA
January 23, 1937

Senator Fred Zharoff 
Reoresentative Adel held Hermann

Thank you for giving us the opoortunity to snare some tnougnts with 
you this data. Unfortunately I have a prior cofr.Tiiw.ent ana sc will
not bo ablo to canvnunicats with you In parson hut hooafull^ W ?  

short note will be oetter than nothing.

There are two major issues that are of concern to Nusr.acak Electric 
as well as to most of the rest of the rural utilities to some cacree.

The second .sue involves the financial responsibility insuranc3 
recuirad for "terminal operators" as outlined in AS <i6.04.C40.

barrels of fuel storage to purchase financial responsibility

insurance for the trans-shipment of fuel oil across the cock to the 
tank farm.

For .Naknek Electric and Nushagak Electric, this process takes about 
36 .nours each and in 1S36 we each had to buy insurance costing S10,4G3 
to ccmDly with the statute. This cost each one of Nushagak Electric 
consumers about S10.00 each.

This issue was raised 1n HB 623 which was sponsored by Herrmann and 
Adorns last year. Unfortunately it did not go anywhere. However the 
problem is still with us. It seems to me that the statute was orig­
inally intended for oil terminals and shippers who may have been 
characterized as being of a mors temporary nature. We, the utJlitic.s, 
are not temporarym— Vie are a permanent odrt uf the coiiiinuiri ly and pro­
viding a necessary community service. In doing this, we have comolied 
with all Federal and State regulations relevant t o  fuel handling.
The U.S. Coast Guard oversees our fuel loading process. With all of 
the precautions taken, I find it difficult to reason why the State 
Statutes should require these rural communities to crcvice evidence 
of financial responsibility wnen they are least cacaole of oolng so 
and when the U.S. Government does not recuire it.

Thank you again for ycur time and consideration of our concerns. I 
know I soeak for all of the NEC Board of Directors ana Msmbsrsni? of 
the Co-operative wnen I wish you a procuctive session this year ‘n 
Juneau.

vours verv trulv,

a *
/?/




