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CS FOR HOUSE BILL NO. 238(RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA
EIGHTEENTH LEGISLATURE -SECOND SESSION

BY THE HOUSE RESOURCES COMMITTEE

Offered:
Referred:

Sponsor(s):  HOUSE SPECIAL COMMITTEE ON OIL AND GAS

A BILL
FOR AN ACT ENTITLED
"An Act relating to the oil and hazardous substance release response fund and
to its administration; amending the n:ckei-per-barrel oil conservation surcharge and
amending the ol and gas properties production tax to authorize a credit for
certain tax payments; amending requirements relating to the revision of state and
regional master prevention and contingency plans; and altering requirements
applicable to liens for recovery of state expenditures related to oil or hazardous
substances; and providing for an effective date."

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

* Section 1 AS 29.60.510(b) is amended to read:

(b) Foreach disaster emergency declared by the governor under AS 26.23.020,
and subject to agreement with the commissioner of environmental conservation as to
the amount of money in the fund that may be used by the department to make grants,
the commissioner may expend not more than 510,000,000 [OF THE BALANCE OF
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THE FUND THAT IS APPROPRIATED TO THE SPILL RESERVE ORJ of the
unrestricted balance of the fund for grants authorized under this section. If the
commissioner and the commissioner of environmental conservation do not agree on the
amount of money in the fund that may be used by the department to make grants
under AS 29.60.500 -29.60.599, the governor shall make the determination.

* Sec. 2. AS 4355 is amended by adding a new section to read:

Sec. 4355022 EXCESS SURCHARGE PAYMENT CREDIT, (@ A
producer of oil is entitled to a credit against the tax due under AS 43.55.011 -
4355150 of an amount equal to the amount determined and reported by the
commissioner under nS 4355.235 for that taxpayer.

®) A taxpayer may apply the credit to which the taxpayer is entitled under (3)
of this section only during a tax year in which the credit is calculated and reported
under AS 4355.231(0).

* Sec. 3. AS 4355220 is repealed and reenacted to tead:

Sec. 4355.220. USE OF REVENUE DERIVED FROM SURCHARGE. The
legislature may appropriate the annual estimated balance of the account maintained
under AS 37.05.142 for deposits into the general fund of the proceeds of the surcharge
levied under AS 4355.200 to the oil and hazardous substance release prevention and
response fund established by AS 46.08.010.

* Sec. 4. AS 4355 is amended by adding new sections to read:

Sec. 4355.231. ADMINISTRATION OF THE SURCHARGE, (3) Not later
than 30 days after the end of each calendar quarter, the commissioner of administration
shall determine for that fiscal year, as of the end of that quarter,

(1) the unreserved and unobligated halance of the oil and hazardous
substance release prevention and response fund established in AS 46.08.010; for
purposes of this paragraph, the “"unreserved and unobligated balance" means the cash
balance of the fund less the sum of

(A) reserves for outstanding appropriations from the fund;
(B) encumbrances of money in the fund; and
(© other liabilities of the fund;
(@ the Loanee of the account maintained under AS 37.05.142 to
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account for the proceeds of the surcharge that are deposited into the general fund;

( the balance of the oil and hazardous substance release mitigation
account established by AS 46.08.020(b) that originated from the sources described in
AS 46.08.020(2)(2) and that is available for appropriation to the oil and hazardous
substance release prevention and response fund established in AS 46.08.010;

(4) the total appropriations from the oil and hazardous substance release
prevention and response fund established in AS 46.08.010; in calculating total
appropriations under this paragraph, the commissioner of administration may not
consider money appropriated from the fund for a purpose described in
AS 46.08.040(2)(2).

() Within 15 days after making the determinations required by (8) of this
section, the commissioner of administration shall

(1) add the amounts determined under (8)(1) - (3) of this section;

(2) determine the difference between the amount determined under (:)
of this subsection and the amount determined under (2)(4) of this section, and

(3) report the amount determined under ) of this subsection to the
commissioner.

(© In making the determination required by (3) of this section, the
commissioner of administration may not consider money described in () of this
section that s subject to a dedication imposed by law that restricts the use of the
money to a specific purpose for which the fund established in AS 46.08.010 may not
be lawfully expended.

(@ When the commissioner of administration determines that the difference
determined under (b)) of this section equals or exceeds 550,000,000, the
commissioner of administration shall calculate and report to the commissioner of
revenue the amount by which money collected from the surcharge levied and collected
under AS 4355.200 exceeds $50,000,000.

Sec. 4355235 CALCULATION OF OVERAGE AND ALLOCATION
AMONG TAXPAYERS. When, under AS 4355.231(d), the commissioner of
administration calculates and repons that the amount of money collected from the
surcharge levied and collected under AS 43.55.200 exceeded the amount necessary to
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maintain the calculation made under AS 4355.231(h) and reported under

1
2 AS 4355.231(h)(3) at $50,000,000, the commissioner of revenue shall
3 (1) calculate, for each taxpayer that is subject to the tax levied and
4 collected under this chapter, the percentage of the payment in excess of $50,000,000
5 contributed by the taxpayer; the calculation is made by multiplying the amount
6 calculated and reported under AS 4355.231(d) by the percentage of the total revenue
7 derived from the surcharge levied and collected under AS 4355.200 during the
8 calendar quarter for which the commissioner of administration issues the report
9 required by AS 43.55.231(c); and
10 (2) report the calculation to the taxpayer.
11 *Sec. 5 AS 4355 is amended by adding a new section to read:
12 Sec. 43.55.241. SURCHARGE SUSPENDED AND REIMPOSED, (3) The
13 surcharge authorized by AS A3.55.200 is not levied during any fiscal year for which
14 (1) the legislature does not, during the regular or a special legislative
15 session preceding the first day of the fiscal year, appropriate at least an amount equal
16 to the amount determined under (o) of this section from the general fund to the oil and
17 hazardous substance release prevention and response fund; or
18 () the legislature, during the regular or a special legislative session
19 preceding the first day of the fiscal year, appropriates at least the amount of money
20 equal to the amount determined under (o) of this section from the general fund to the
21 ol ] hazardous substance release prevention and response fund and that
72 priation I vetoed or reduced by the governor.
23 () The amount of money required to be appropriated from the general fund
24 to the oil and hazardous substance release prevention and response fund by (3) of this
25 section is the amount, determined for the last day of the preceding fiscal year, that is
20 the sum of the actual or estimated balance of
2 (1) the account maintained under AS 37.05.142 to account for all
23 proceeds of the surcharge that are deposited into the general fund; and
2 (2) the portion of the balance of the oil and hazardous substance release
K1) mitigation account established by AS 46.08.020(b) that originated from sources
3l described in AS 46.08.020(2)(2) that represents amounts recovered for expenditures
CSHB 238(RES) 4
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originally made from
(A) the oil and hazardous substance release prevention and
response fund; or
(B) the former oil and hazardous substance release response
account if the expenditure was made for a release or threatened release of oil
or a hazardous substance before the effective date of this Act.
© If the commissioner of administration reports that the difference determined
under AS 4355.231(b) is less than 550,000,000, the commissioner of revenue shall
require imposition and collection of the surcharge authorized under AS 43.55.200.
Reimposition of the surcharge begins on the first day of the fiscal year next following
the commissioner’s receipt of the commissioner of administration’s report under
AS 4355.231(b). Before the first day of reimpositicn of the surcharge authorized by
this subsection, the commissioner shall make a reasonable effort to notify all persons
who are known to the department to be required to pay the surcharge under
AS 4355200 that the surcharge will be reimposed.
* Sec. 6. AS 46.04.200(a) is amended to read:
@ The department shall
(1) piepare [AND ANNUALLY REVIEW AND REVISE] a statewide
master oil and hazardous substance discharge prevention and contingency plan:
) annually review the statewide master oil and hazardous
substance discharge prevention and contingency plan: and
() revise the statewide master oil and hazardous substance
discharge prevention and contingency plan: the department shall revise the
statewide master plan whenever, in the judgment of the commissioner, revision
IS necessary.
=Sec. 7. AS 46.04.200(c) is amended to read:

© In
)] preparing [AND ANNUALLY REVIEWING] the initial state

master plan, the commissioner shall
(A [(M] consult with municipal and community officials, and

with representatives of affected regional organizations;
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comment;
(O [(3)] submit the plan to the legislature for review, not later
than the 10th day following the convening of a [EACH] regular session [, THE
PLAN AND ANY ANNUAL REVISION OF THE PLAN];
D) (@] require or schedule unannounced oil spill drills to test
the sufficiency of an oil discharge prevention and contingency plan approved
under AS 46.04.030 or of the cleanup plans of a party identified under (0)(2)
of this section; and
E) [G)] submit the plan [AND ANY" ANNUAL REVISION]
to the Alaska State Emergency Response Commission for its review and
approval under AS 46.13.045; and
12) annuailv reviewing the state master plan, the commissioner shall
(A) consult with municipal and community officials, and
with representatives of affected regional organizations: and
(B) require or schedule unannounced oil spill drills to test
the sufficiency of an ol discharge prevention and contingency plan
approved under AS 46.04.030 or of the cleanup plans of a party identified
under (0)(2) of this section.
* Sec. 5. AS 46.04.200 is amended by adding a new subsection to read:
(d) Inpreparing arevision of the statewide master plan, the commissioner shall
submit
(1) the draft plan to die
(A) public for review and comment; and
(B) Alaska State Emergency Response Commission for its
review and approval under AS 46.13.045; and
(2) the proposed revision of the plan to the legislature for review not
later than the 10 th day following the convening of each regular session.
*Sec. 9 AS 46.04.210(a) is amended to read:
(@) For any region of the state, the boundaries of which are determined by the
commissioner by regulation, in which the department is required to review and approve
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an oil discharge prevention and contingency plan submitted by a person uncer
AS 46.04.030, the department shall

(D) prepare [AND ANNUALLY REVIEW AND REVISE] a regional
master oil and hazardous substance discharge prevention and contingency plan:

(21 annually review the regional master oil and hazardous substance
discharge prevention and contingency plan: and

(3L revise the regional master oil and hazardous substance
discharge prevention and contingency plan: the commissioner shall revise a
regional master plan whenever, in the judgment of the commissioner, revision is
necessary.

* Sec. 10, AS 46.04.210(h) is amended to read:

®) The provisions of AS 46.04.200(b) -fdl [AS 46.04.200(b) AND (c) apply

to preparation and review of a regional master plan under this section.
* Sec. 11 AS 46.08.010(2) is amended to read:

@ There is established in the state general fund the oil and hazardous
substance release prevention and response fund. The fund shall oe administered by
the commissioner.

* Sec, 12 AS 46.08.010(b) is amended to read:

() Money from an appropriation made to the fund remaining in the fund at
the end of a fiscal year does not lapse and remains available for expenditure in
successive fiscal years.

* Sec. 13 AS 46.08.020 is amended to read:

Sec. 46.08.020. FINANCING OF THE FUND, (8) The legislature may
appropriate from the following sources to the fund:

(1) money received from federal, state, or other sources or from a
private donor,

(2) money recovered or otherwise received from parties responsible for
the containment and cleanup of oil or a hazardous substance at a specific sire for costs
incurred bv the state, a municipality, or a village, but excluding

A monev [FUNDS] from performance bonds and other forms
of financial responsibility held in escrow pending satisfactory performance of

7 CSHB 238(RES)
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a privately Financed response action; and

1

2 (B) monev recovered or otherwise received to the extent that
3 the monev recovered or otherwise received had not been paid out of the
4 fund;

5 (9 fines, penalties, or damages recovered [UNDER AS 46.08.005 -
6 46.08.080 OR OTHER LAW FOR COSTS INCURRED) hy the state as a result of the
7 release or threatened release of oil or a hazardous substance, but excluding monev
8 described in ) of this subsection:

9 (@ interest accrued on

10 LAY the halance of the fund:

1 (B) the account maintained under AS 37.05.142 for deposits
12 into the general fund from the proceeds of the surcharge levied under
13 AS 4355.200: and

14 fC) the oil and hazardous substance release mitigation
15 account described in (0) of this section;

16 (5) fees for services collected under AS 44.46.025()(4) and (5);
17 (6) fees for services collected under AS 44.46.025(2)(8). to the extent
18 those fees involve certification of laboratories conducting environmental analyses
19 of oil or hazardous substances or other related analyses required bv the
20 department: and

2 (7) fees collected bv the department for the registration of ail spill
22 response action contractors under AS 46.04.035.

23 (b) Money received by the state under @)(2) m§7)[(8)(QAND (@)(3)] of this
24 section shall be deposited in the general fund and credited to a special account called
25 the “oil and hazardous substance release midgation account." The legislature may
26 annually appropriate to the fund from this account a sum equal to the amount received
21 under @@ - () [@)(@) AND @3] of this section during the calendar year
28 preceding the legislative session in which the appropriations are to be made.

29 *Sec. 14. AS 46.08.050(b) is amended to read:

£l (b) A[THE] department that is appropriated or allocated monevfrom the
3l fund, either directly or through a reimbursable service agreement with the

8-
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department, shall develop procedures governing the expenditure of, and accounting
for, money it expends [EXPENDED] from the fund. The department mav not
transfer or pav monev to another state agency for the agency’s activities under
AS 46.08.040 unless the state agency provides to the department the information
necessary to complete the report required bv AS 46.08.060 [, AND MAY NOT
DELAY IMPLEMENTATION OF THIS CHAPTER PENDING THE EFFECTIVE
DATE OF THE PROCEDURES],
*Sec. 15 AS 46.08.000(a) is amenced to read:

() The commissioner shall submit a report to the legislature not later than the
10¢h day following the convening of each regular session of the legislature. The report
may include information consicered significant by the commissioner but must include:

(1) the amount of money expended by the department under
AS 46.08.040(2) during the preceding fiscal year,
(2) the amount and source of maney received and money recovered by
or on behalf of the department during the preceding fiscal year under
(A) AS 46.04.010 (reimbursement for expenses in cleaning
up or containing a discharge of oil):
B AS 46.08020()(2) (monev recovered from parties
responsible for oil or hazardous subsiarce containment or cleanup); and
(C) AS 46.08.020()(3) (recovery of fines, penalties, and

damages) [AS SPECIFIED IN AS 46.08.020];

(3 asummary of municipal participation in the department’s responses
that were paid for [FUNDED] by the fund; and

(4) [ADETAILED SUMMARY OF DEPARTMENT ACTIVITIES IN
RESPONSES FUNDED BY THE FUND DURING THE PRECEDING FISCAL
YEAR, INCLUDING RESPONSE DESCRIPTIONS AND STATEMENTS
OUTLINING THE NATURE OF THE THREAT; IN THIS PARAGRAPH,
"DETAILED" INCLUDES INFORMATION DESCRIBING EACH PERSONAL
SERVICES POSITION AND TOTAL COMPENSATION FOR THAT POSITION,
EACH CONTRACT IN EXCESS OF $20,000, AND EACH PURCHASE IN EXCESS
OF $10,000; AND

9 CSHB 238(RES)
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(5) the projected cost to the department for the next fiscal year of
monitoring, operating, and maintaining sites where response [HAS BEEN
COMPLETED OR] is expected to be continued during the fiscal year, to the extent
the costs of monitoring, operating, and maintaining these sites would be paid for
from the fund.

* Sec. 16 AS 46.08.060(b) is amended to read:

fo) As part of the department’s on-going identification efforts associated with
oil spill [OR] hazardous substance release, or waste sites, the commissioner shall

include in the report under this section
(D) the number [A SUMMARY] of [THE] sites identified by the

department that are included in the department’s contaminated sites data hase,

whether the site is active or closed; and

() a prioritized listing of those sites, both statewide and hbv
community, based on their [THE] immediate and long-term threats to the public
health or welfare or to the environment [POSED BY THESE SITES; AND

(9 THE APPROPRIATE ACTIONS NEEDED TO ABATE THESE
THREATS, AND THEIR ESTIMATED COST].

* Sec. 17. AS 46.08.070 is amended by adding a new subsection to read:
@ The department shall adopt regulations to implement the requirements of

(@ and () of this section.

* Sec. 18 AS 46.08.075(a) is amended to read:
@ The state has a lien for expenditures by the state from the oil and

hazardous substance release prevention and response fund, or from any other state
fund, for the costs of response, containment, removal, or remedial action resulting from
an oil or hazardous substance release [SPELL], or, with respect to response costs, for
the costs of response to a threatened [THE SUBSTANTIAL THREAT OF A release
of oil or a hazardous substance* against all property owned by a person who is
determined by the commissioner to be liable for the expenditures under this chapter,
AS 46,03, AS 46.04, 42 U.S.C. 9607, or other state or federal law. The lien includes
Interest, at the maximum rate allowable under AS 45.45.010(a), from the date of the
expenditures. The state may file an action in a court of competent jurisdiction in order

CSHB 238(RES) 40 -
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to foreclose on the lien.
*Sec. 19, AS 46.08.075(e) is amended to read:

©) A person with an ownership interest in property against which a lien is

recorded may bring an action in a court of competent jurisdiction to require that the
lien be released. The lien may be released to the extent of that person’s ownership
interest if the court finds that the person is not liable for the expenses incurred by the
Siate in connection with the costs of response, containment, removal, or remedial
action resulting from the [OIL OR HAZARDOUS SUBSTANCE] release or from the
threatened [THPJEAT OF] release, of oil or a hazardous substance.

* Sec. 20, AS 4355210, 4355.230, 4355.240; and sec. 3, ch. 112 SLA 1989 are
repealed.

* Sec. 21 REVISOR OF STATUTES TO REVISE REFERENCES. In each of the
following, the revisor of statutes shall delete references to "oil and hazardous substance release
response fund" and insen in place of each deletion a reference to "oil and hazardous substance
release  prevention and response fund“:  AS 26.23.020(g)(Il); AS 20.60510(),
29.60.560(e)(1), 29.60.599(4); AS 37.14.410(b)(1); AS 46.08.900(5).

* Sec. 2. TREATMENT OF APPROPRIATION TO FORMER SPILL RESERVE FOR
PURPOSES OF AS 4355.230. For the purpose of former AS 4355.230(3)(2), repealed by
this Act, an appropriation to the former spill reserve referred to in AS 29.60.510(h), the
reference to which is repealed by sec. Lof this Act, is not an expenditure.

* Sec. 23, APPLICATION OF AS 4355241, (3) AS 43.55.241, added by sec. 5 of this
Act, does not apply to prevent the levy and collection of the surcharge imposed by
AS 4355200 until the first day of the fiscal year next following the day on which the balance
of the oil and hazardous substance release response fund first exceeds S50,000,000.

() The commissioner of administration shall certify to the commissioner of

environmental conservation, the commissioner of revenue, the revisor of statutes, and the
division of legislative finance the date on which the balance of the oil and hazardous
substance release response fund first exceeds $60,000,000.

*Sec. 24. This Act takes effect July 1, 1994,

+1- CSHB 238(RES)
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DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY

STATE OF ALASKA
(907) 465-3867 or 465-2450

FAX (907) 465-2029 130 Seward Street, Suite 409
Mail Stop 3101 Juneau, Alaska 99801-2105
MEMORANDUM March 1 194
SUBJECT: Draft CSHB 238 (Resources) —Sectional analysis (Work Order
No. 8-LS06761Y)
TO: Representative Bill Williams, Chair
House Resources Committee
ATTN: Mary McDowell
FROM: Jack Chenoweth
Legislative

The draft of CSHB 238 (ResourceJ*vould make revisions to the nickel-per-harrel
oil conservation surcharge to the severance tax and make a series of changes relating,
generally, to programs and statutes that the surcharge supports.

Amendments related to the lew and collection of the nickel-per-harrel oil conserva-
tion surcharge:

Bill section 3: The change made by this section conforms the lanquage of accounting
for the surcharge’s proceeds to language favored by the administraion.

Bill section 4. Proposed AS 4355.231 added in this hill section revises the manner
of computation and reporting of the surcharge, shifting from a cumulative to a
quarterly determination; amends the factors that bear on ascertaining whether
amounts _recovered from levy and collection of the surcharge. meet or exceed the
target $50,000,000 statutory balance; and changes the description of the mechanics
by Which the commissionar of administration Is to make and report the quarterly
calculation. Proposed . AS 4355235 sets out a mechanism by which, when the
commissioner of administration reports an overage of payments above the
$50,000,000 target, the commissioner of revenue may determine, allocate, and report
the overage on-a per-taxpayer hasis.



Representative Bill Williams
March 1, 1994
Page 2

Amounts allocated and reported as "overages" of s_urcharge i)a_yments under
AS 4355235 may, under the language added by hill section 2 be claimed as credits
against the severance tax.

Bill section 5 revises the conditions under which the severance tax surchar?e may be
suspended or reimposed, amending the factors that trlpger levy and collection of the
surcharge asdltcgéij%)orts the oil and hazardous substance rélease prevention and

response fun fund").

Existing oil conservation surcharge provisions of AS 4355 that conflict with the
changes made in the foregoing sections are repealed by bill section 2o0.

Bill section 22 The provision clarifies how apg)ro riations, if any, made to the spill
reserve fund, mentioned within the text of AS 29.60.510(h), aré to be treated for
purposes of determining whether they are to be treated as_expenditures from the oil
and hazardous substance release response fund in conjunction with the factors
agpllcable to suspension or. reimposition of the severance tax conservation surcharge.
(Since the reference to “spill reserve” would be repealed, the provision is drafted as

an uncodified, temporary law section with a limited applicability.)

Bill section 23 revises and extends a current provision to assure that levy and
collection of the surcharge does not stop until the first $50,000,000 is placed into the
oil and hazardous substance release prevention and response fund.

Amendments Xenera(l)lg/ related to the oil and hazardous substance release response
¢z fund. AS 46.08;

The change by bill section 11 renames the original "470 Fund" as the “oil and
hazardous substance release prevention and response fund".

Bill section 12 Consistent with the amendments to the surchargze imposed under
AS 4355, the amendment made in this section emphasizes that the fund does not
lapse but remains available from one fiscal year to another.

Bill section 13 revises and expands the number of sources from which the fund may
be financially supported.

Bill section 14: The language added to AS 46.08.050(h) .imposes, as additional
limitations on agencies séeking to tap the fund, the requirements applicable. to
accounting for the maney received and expended, and the provision of information
to the Department of Environmental Conservation to complete the preparation of
the department’s annual report addressing the use of the fund in the previous year.



Representative Bill Williams
March 1, 1994
Page 3

Bill sections 15 and 16 modify the content of the De_Partment of Environmental
Conservation’s annual report concerning the fund, omitting some information now
required and adding other, more relevant information.

Bill section 17 permits the Department of Environmental Conservation to adopt
requlations relating to the reimbursement or recovery of money expended from the
fund for containment and cleanup.

Bill section 18incorporates a reference to the fund as renamed and makes corrective
or drafting changes.

Bill section 19 makes corrective or drafting changes.

With reference to_grants that may be made available by the commissioner of
community and regional affairs from the fund balance, hill section 1 repeals the sole
statutory reference to “spill reserve."

The bill renames the "oil and hazardous substance release response fund” as the "ol
and hazardous substance release prevention and response fund." Rather than set out
that change in each other place where it needs to be made in the body of statute law,
bill section 2: directs the revisor of statutes to make the change editorially in places
where that change Is appropriate.

If
Changes relating to other facets of related program operations, AS 46.04:

Bill section 6, amending AS 46.M.2®éa), revises procedural requirements imposed
on the Department of Environmental Conservation as they ielate to preparation and
revision of the statewide discharge prevention and contingency plan.

Bill section 7, amending AS 46.04.200%0), alters Fublic comment and legislative
oversight provisions appllcable to that state master plan prepared in initial draft form,
the content of it, and the subsequent revisions of .

Bill section s carries forward from current law the requirements applicable to
opportunity for public comment and legislative oversight provisions applicable to
revisions of that state master plan.

Bill sections 9 and 10 make comparable changes applicable to preparation of
regional discharge prevention and contingency plans.



Representative Bill Williams
March 1, 1994
Page 4

Bill section 24 gives the measure a July 1, 1994, effective date.

JBC:%I
A-170pm
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Page three- House Resource Committee - March 2, 1994
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DRAFT AMENDMENTS FOP DRAFT VERSION ™"Y"™ OFCSHB238(RES)

Clarifies/emphasizes that all expenditures from the Fund
must be for the purposes established in AS 46.08.040
(existing statute headed, "Purposes of the fund.1)

Tightens up the "blackmail clause™ to suspend surcharge if

the legislature fails to appropriate it into the fund, EVEN
if the balance of the reserve has

not yet reached the $50
million level.

Changes the credit t0 which the surcharge payor
to a credit against the surcharge itself, rather than a

credit against orher tax liabilities. Thus, payment of any
"nickels" 1in excess of those needed to maintain the reserve
at $50 million,

and fund program appropriations, will be
returned to the oil 1industry as a refund of "nickels."

is entitled

Clarifies the calculation of the tax credit.
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AMENDMENT A Yl

OFFERED IN THE HOUSE
TO: CSHju 238(RES) "Y" Version

Page 3 line 7, after "AS 46.08.010"
Insen “for purposes for which use of money in the fund is authorized hy



Sec. 46.0S.040. Purposes of the fund, (a) The commissioner may
use money from the fund to ...

(1) investigate and evaluate the ~elease or threatened release of oil
or a hazardous substance, and contain, clean up, and take other neces-
sary action, such as.monitoring and assessing, to address a release or
threatened release ofoil ora hazardous substance that,poses an im mi-
nent and substantial threat.to the public health or welfare, or to the
environment,-

(2) pay all costs incurred to -

(A) establish-and maintain the oil and hazardous substance re-
sponse office; ~

(B) review oil discharge prevention and contlngency plans submit-
ted under AS-46.04.030;.

(C) conduct training, response exercises, inspections, and tests, in
order to .verify equipment' inventories and ability to prevent and re-
spond to oil and hazardous substance rplease emergencies, and to un-
dertake ocher activities intended to verify or establish the prepared-
ness ofthe state, a municipality, or a party required by AS 46.04.030
to have an approved contingency'plan to act in accordance with that
plan; and -

(D) 'verify or-establish proofoffmanmal responsibility required by
AS 46.04.040; .

(3) pay the expenses incurred by!the Adaska'division of emergency
services for the oil and hazardous substance response corps and the oil
and hazardous substance response depots-when presented w ith appro-
priate-documentation by the «division;

(4) provide matching funds for participation in federal oil discharge
cleanup activities and under 42 U.S.C. 9601 — 9657 (Comprehensive
Environmental Response, Compensation, and Liability:"Act of 19S0);

(5) recover the cost to the state or to a municipality of a
containmentand cleanup resuiting from the release or tha threatened
release of.oil or a hazardous substance; . '

.(6) prepare, review; and revise-" -

(A) the state's master oil and hazardous substance discharge pre-
vention:-and contingency plan-required, by AS 46.04.200; and.

(B) a regional master oil and hazardous substance discharge pre-
vention and contingency plan required by AS 46104.210; and

.(7) restore the environment by addressing .the effects of an- oil or
hazardous; substance r e | e a s e . ;¢ CRCI N

(b) When the governor declares-a disaster related-to-an oil or haz-
ardous substance: discharge emergency-under-AS 26.23.020(c), the
governor may, during the effective period-of the disaster emergency,
use money from the-fund to respond to the: disaster emergency.

(c) Notwithstanding other provisions of this section, ,money from
the fund may not be used for a purpose specified in (a)(2)-(7) of this
section unless funds are available from an appropriation made specifi-
cally for that purpose. \ZV-

.,(d). Upon a-request-from-the Alaska Legislative Council; the com-
rtfrr.mncr shall -use money, from the fund to-reimburse, the Alaska
Legislative Co-mec.!"for expenditures that it makes for the operation of
the Citizens' Oversight Council on Oil and-Other Hazardous Sub-
stances; established under.-AS 24.20.600. (8 1ch 59 SLA. 1986; am-S 3
ch..90 SLA 1989; am § 2.ch 113 SLA.1989;.am §§ 14, 15 ch 190 SLA
1990; am § 2S ch 191 SLA. 1990; am § 3 ch-199 SLA 1990)
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AMENDMENT

OFFERED IN THE HOUSE
TO: CSHB 238(RES)

Page 5, line 7:
Delete "If
Insen "Except during a fiscal year when levy and collection of the surcharge is

suspended under () of this section, If'

Page 1, lines 21 - 28
Delete all material.

Renumber the following hill section accordingly.



8-LS0676\Y .4
Chenoweih
RIRTL

AMENDMENT

OFFERED IN THE HOUSE
TO: CSHB 238(RES)

Page 1, lines 2 -4
Delete "and amending the oil and gas properties production tax to authorize a
credit for certain tax payments"

Page 2, lines 6-13:
Deietc all material.

Renumber the following biil sections accordingly.

Page 3 line 29, after "TAXPAYERS.".
Insen “(a)"

Page 4, following line 10
Insen new subsections to read:

"(b) A producer of ail is entitled to a credit against the surcharge levied anti
collected under AS 4355200 of an amount equal to the amount determined and
reponed by the commissioner under (8) of this section for that taxpayer.

(©) A taxpayer may apply the credit to which the taxpayer is entitled under
(b) of this section only during the state fiscal year in which the credit is calculated
and reponed under (3) of this section. Tne Department of Administration may, under
AS 4310.210, pay to the taxpayer the amount of an overpayment of surcharge if the
amount of the credit exceeds the amount of the surcharge due."

Page 11, line 2L:
Delete "sec. 5
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AMENDMENT

OFFERED IN THE HOUSE
TO: CSHE 233(RES)

Page 4, lines 6-9

Delete "calculo.ted and reponed under AS 4355.231(d) by the percentage of the total
revenue derived from the surcharge levied and collected under AS 43.55.200 during the
calendar quarter for which the commissioner of administration issues the repon required by

AS 1355.231(d)"

Insen “paid by the taxpayer during the preceding calendar quaner by a percentage,
the numerator of which is the overage determined under AS 4355.231(d) and the
denominator of which is the total amount of surcharge paid by all taxpayers during the same

calendar quarter,"
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.Considering the Surcharge Calculation under Draft "Y" of HB 238
Prepared by DEC 2/

SOURCES UNDER
A.S. 46.08.020(aX2)

(X4)  EMERGENCY PILL

nreserved, Unob
Balance O{Yﬁfax espons% und)

e ﬁ%@w

(aXV Unreserved, Unabligated Balance of the Response Fund
+ (aX2) Balance of the Surcharge Account

+ %'SA{ Balance of the Mitigation Account
- (aX4) Appropriations to State Agencies
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Alaska State Legislature

HOUSE RESOURCES COMMITTEE :
State Capitol

Juneau, Alaska 93701-1182

(907)465-3715

M EMORANDUWM

TO: Commissioner John Sandor
Dept, of Environmental Conservation

FROM: Rep. Bill Williams, Chairman
House Resources Committee

DATE: Feb. 25, 1994

RE: Request for fiscal note and analyses for CSHB 238 (RES)

On Wednesday, March 2, at 8:15 a.m., the House Resources Committee
will be hearing House Bill 238. At that hearing the committee will
be discussing draft House Resources Committee substitute version
“4" of the bill, a copy of which is attached.

I would very much appreciate your department providing my office
with the following information as soon as possible:
1) Fiscal notes addressing draft versions "Y" and "M*1 of
CSHB 238
2) Financial analyses comparing the following approaches to
amending the "470 Fund’>Z----
* Draft "Y?” of CSHB 238 (RES)
* CSSB 215(RES) passed by Senate Resources
* CSSB 215(RES) if amended to split the response fund
evenly between the two new funds rather than
beginning with the entire current balance going into
the Catastrophic Account
* Draft version "M" of CSHB 238() , dated 4/20/93 which
proposes a 2-cent/ 3-cent splitting of the nickel
A 3-cent/2-cent variation on that version
Passage of no bill

*

*

In addition, 1 would ask that you attend and testify at the hearing
on Wednesday. | will be happy to include in the committee member
packets, any departmental position paper- or written testimony that
you would care to submit in advance of the meeting.



FINANCIAL ANALYSIS OF CSHB238(RES) DRAFT ™y"
AND COMPARISON WITH OTHER PROPOSALS

PREPARED BY DEPT. OF ENVIRONMENTAL CONSERVATION
AT REQUEST OF HOUSE RESOURCES COMMITTEE
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Response Fund Restructuring Options

SB"215-
Version "U"
.025/025 Original .025-
entire HB238 .02- Abatement
Response Abatement Acct./.025- .03-Abatement
CSHB238 Fund to Acct./.03- Catastrophic Acct./.02-
(RES) Version Catastrophic  Catastrophic Acct. Catastrophic
No Change "y” Acct. Acct. Response Acct.
From Existing Rep Williams * No Inflation  Rep. Green Fund split  Administration
Statute Proposal Proofing Proposal evenly Position
Fiscal Year 1995
Initial Benefit to Surcharge Payee 00 364.7 $51.8 339.4 3331 S26.8
Beginning Balance of Response Fund 363.2 363.2
Beginning Balance of Spill Account S50.3 337.9 331.6 325.3
Beginning 8alance of Abatement Account 512.9 325.3 331.6 337.9
Total .05 Surcharge Collected in FY95 326.2 326,2
Total Spill Surcharge Collected in FY95 Sele} S15.7 313.1 $10.5
Total Abatement Surcharge Collected in FY95 313.1 310.5 313.1 315.7
Prevention & Response Prgm. All Agencies S135 3135 3135 S135 3135 S135
Estimated Spill Reserve Use S0.8 30.8 $0.8 30.8 30.8 50 8
Estimated Cost Recovery 30.3 30.3 0.3 30.3 30.3 30.3
Forward Funding for FY96 Program 4135
Surcharge Tax Credit 311.9
Ending Balance of Response Fund S48.9 343.9
Ending Balance of Spill Account 350.3 337.9 331.6 324.5
Ending Balance of Abatement Account (31.4) 311.0 317.3 324.4
Total Cost to Surcharge Payee 326.2 (350.4) (339.0) (313.5) (37.2) (30.9)
Suspension and Reimposition Calculation (S6.1) $50.0 ' $50.81 553.9 S450 335.3
Fiscal Year 1996
Beginning Balance of Response Fund 375.1 363.5
Begmning Balance of Spill Account 350.6 $53.9 S45.0 S35.3
Beginning Balance of Abatement Account 311.7 3215 S30.4 340.1
Total .05 Surcharge Collected in FY96 325.3 325.3
Total Spill Surchargo Collected in FY96 SCO 30.0 36.3 510.1
Total Abatement Surcharge Collected in FY96 $12.7 310.1 312.7 315.2
Prevention & Response Prgm. All Agencies 313.9 313.9 $13.9 313.9 313.9 313.9
Estimated Spill Reserve Use 50.8 30.8 $0.8 30.8 50.8 SO8
Estimated Cost Recovery 30.3 30.3 $0.3 30.3 30.3 S0.3
Forward Funding for FY97 Program 313.9
Surcharge Tax Credit 310.5
Ending Balance of Response Fund 360.7 348.8
Ending Balance of Spill Account $506 353.9 345.0 3345
Ending Balance of Abatement Account (33.0) 36.8 315.7 326.2
Total Cost Jo Surcharge Payee 325.3 S14.5 312.4 S9.8 318.7 325.0
Suspension and Reimposition Calculation 345 $50.0 $50.9 554.2 551.6 344.9

WMS22594 _XLS



Fiscal Year 1997

Beginning Balance of Response Fund
Beginning Balance of Spill Account
Beginning Balance of Abatement Account

Total .05 Surcharge Collected in FY97
Total Spill Surcharge Collected in FY97
Total Abatemc it Surcharge Collected in FY97

Prevention & Response Prgm. All Agencies
Estimated Spill Reserve Use

Estimated Cost Recovery

Forward Funding for FY98 Program

Surcharge Tax Credit

Ending Balance of Response Fund
Ending Balance of Spill Account
Ending Balance of Abatement Account

Total Cost to Surcharge Payee

Suspension and Reimposit'on Calculation
Fiscal Year 1998

Beginning Balance of Response Fund
Beginning Balance of Spill Account
Beginning Balance of Abatement Account

Total .05 Surcharge Collected in FY98
Total Spill Surcharge Collected in FY98
Total Abatement Surcharge Collected in FY98
Prevention & Response Prgm. All Agencies
Estimated Spill Reserve Use

Estimated Cost Recovery

Forward Funding for FY99 Program
Surcharge Tax Credit

Ending Balance of Response Fund

Ending Balance of Spill Account

Ending Balance of Abatement Account

Total Cost to Surcharge Payee

Suspension and Reimposition Calculation

WMS22594 . XLS

Response Fund Restructuring Options

SB 21b
Version "U"
025/.025
entire
Response
CSHB238 Fund to
(RES) Version Catastrophic
No Change "y Acct.
From Existing Rep. Williams ‘ No Inflation
Statute Proposal Proofing
S86.0 $63.9
$50.9
$9.6
S24.8 $24.8
Sele
$12.4
S14.3 $14.3 $14.3
$0.8 $0.8 $0.8
~ $0.3 $0.3 $0.3
$14.3
$9.6
$71.2 $48.8
S50.9
(S5.5)
$24.8 $14.9 S12.1
$14.2 $50.0 S51.2
$96.0 $54.3
$51.2
$6.9
$23.8 $23.8
SO0
$11.9
$14.8 $14.8 $14.8
$0.8 $0.8 S0.8
03 $0.3 $0.3
$14.8
$8.1
$80.7 $48.8
$51.2
($8.6)
$23.8 $15.4 $11.6
$22.4 $50 0 $51.5

Original
HB238 02-
Abatement

Acct./.03-
Catastrcphic
Acct.
Rep. Green
Proposal

$54.2
$16.9

$0.0
$9.9
$14.3

SO.8
$0.3

$54.2
S1.8

$9.6

*$54.5

$54.5
$11.7

$0.0

$14.8
$0.8
SO.3

$54.5
($3.9)

$9.2

$54.8

025-
Abatement
Acct./.025-

Catastrophic
Acct.
Response
Fund split
evenly

$51.6
S28.3

$12.4
$14.3

$0.8
$0.3

$51.6
$13.2

$12.1

$51.9

$51.9
$25.6

$0.0
$11.9
$148

$0.8
$0.3

S51.9
$10.1

$11.6

$52.2

.03-Abatement
Acct./.02-
Catastropmc
Acct.
Administration
Position

S44.9
$41.4

S7.4
$14 9
$14.3

$0.3
$0.3

$44.1
$27.1

S22.0

$51.8

S51.8
$42.0

$14.3
$14.8

$0.8
$0.3

S51.0
$27 2

$14.0

S51.3



Fiscal Year 1999
Beginning Balance of Response Fund
Beginning Balance of Spill Account
Beginning Balance of Abatement Account
Total .05 Surcharge Collected in FY99
Total Spill Surcharge Collected in FY99
Total Abatement Surcharge Collected in FY99
Prevention & Response Prgm. All Agencies
Estimated Spill Reserve Use
Estimated Cost Recovery
Forward Funding for FYOO Program
Surcharge Tax Credit
Ending Balance of Response Fund
Ending Balance of Spill Account
Ending Balance of Abatement Account
Total Cost to Surcharge Payee
Suspension and Reimposition Calculation
Total Net Cost - 5 Years (no discount)
Total Net Cost After Tax Effect (40% tax)
Total Tax Savings to Surcharge Payee Over
Five Years

Estimated 5-Year General Fund Fiscal Note

Total Cost to State of Alaska Over 5 Years

WMS22594 _XLS

Response Fund Restructuring Options

Coeu It '

Version "U"
.025/.025
entire
Response
CSHB238 Fund to
(RES) Version Catastrophic
No Change "V Acci.
From Existing Rep. Williams * No Inflation
Statute Proposal Proofing
S104.5 S64.8
$51.5
$3.3
$22.4 $22.4
Sele
$11.2
$15.2 S15.2 $15.2
$0.8 SO.8 $0.8
$0.3 SO.3 SO.3
$15.2
S6.3
S38.8 $48.8
$51.5
($12.7)
S22.4 $15.8 S10.9
$28.8 $50.0 $51,8?
S122.5 S10.3 $8.0
$73.5 56.2 $4.8
SO0 $112.2 $114.6
00 $0.0 $21.5
$0.0 S112.2 $136.1

Original
HB238 .02-
Abatoment
Acct./.03-
Catastrophic

Acct.
Rep. Green
Proposal

S54.8
$5.6

$0.0
$9.0
$15.2

S0.8
$0.3

$54.8
($10.4)

$8.7
$55.1
523.8

$14.3

$98.7
S35.8

$134.5

.025-
Abatement
Acct./.025-

Catastrophic
Acct.
Response
Fund split
evenly

$52.2
$22.0

S11.2
$15.2

$0.8
$0 3

$52.2
$6.0

$10.9
$52.5
$46.1

$27.6

$76.4
$0.0

$76.4

.03-Abatement
Acct./.02-
Catastrophic
Acct.
Administration
Position

S51.3
$41.5

00
$13.4
$15.2

$0.8
$0.3

S50.5
S26.3

$13.1
$50.8
S73.3

$44.0

$49.2
$0.0

$19.2



FISCAL NOTE [TWY Version Y ")
STATE OF ALASKA BELL NO. CS HB238 (RES)

1994 LEGISLATIVE SESSION

RevisionD ate : Department Affected: Environmental
Tide: Oil/Hazardous Substance Fund, Conservation

Tax, Plans B R U : Spill Prevention and Response
Sponsor: House Special Committee on Oil & Gas Component: All SPAR Components. Response Fund
Requestor: House Resources Committee Admin. Component in Admin. BRU

COMPONENT SERIAL NO. All of the above.
Expenditures/Revenues:
OPERATING EXPENDITURES FY 95 FY 96 FY 97 FT 98 FY 99 FY 00
PERSONAL SERVICES 0.0 0.0 0.0 0.0 0.0 0.0
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND&STRUCTURES
GRANTS,CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES
CHANGE INREVENUES (

RUNDSOURCE

1002 Fedkral Recelpu
108 G- Metch

pes

1006 GH/Program Receipt
106 GAVHITA

Cier
TOTAL 0.0 0.0 0.0 00 0.0 0.0

Estimete of any current year (FY94) cost: S

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS:  (Attach a separate page if necessary.)

Prepared by: Bob Poe, Director YIZ* . Y Phone:  465-5010
Division: Information & Administrative SEPMPS Date: 3/1/94
Approved by Commissioner. L. S
Agency:  Department of Environmental Conservation Date: 3/1/94

PREPARER TO PROVIDE ALL DISTRIBUTION CCPIES TO GOVERNORS LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office

(REV 10/%3) ¢:/asdir/M94/cshb238 xls Page 1 of 1
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WALTER J. HICKEL, GOVERNOR

DEPT.OF ENVIRONMENTAL CONSERVATION
OFFICE OF THE COMMISSIONER Phone: (907) 465-5050

410 Willoughby Avenue, Suite 105 Fax: (907) 465-5070
Juneau, AK 99801-1795

January 19, 1997

The Honorable Mike Miller, Chairman
Senate Resources Committee

State Capitol, Room 423

Juneau, AK 99801-1182

The Honorable Bill Williams, Chairman
House Resources Committee

State Capitol, Room 128

Juneau, AK 99801-1182

Dear Senator Miller and Representative Williams:

After discussions with other agencies in the executive branch, | would like to state the
Administration’s current position on legislation both of your committees are
considering to improve the Oil and Hazardous Substance Response Fund.

We believe there are features of the Fund, as it is delineated and administered under
current law, which could be improved. They include:

1. Modify the process to suspend and reimpose the "nickel a barrel™ crude oil
surcharge so that the amount of surcharge collected is only the amount needed
to have a fully-funded prevention and response program, as well as to replenish
and maintain a $50 million spill reserve.

As +he legal formula is written now, it is difficult to reach the $50 million difference
between income and expenditures envisioned in the 1989 legislation, as the formula
does not take into account other sources of revenue to the Fund. We are working to
draft language to suggest amending this formula.

2. Provide for alternative sources of funding to supplement the revenues of the
crude oil surcharge to prevent and respond to both crude and noncrude spills.

We propose to examine other potential sources to the Fund, including cost recoveries
on expenditures made from the Fund to respond to pollution incidents or
contaminated sites, fines and penalties on non-crude spills, fees on industry
contingency plans, and financial responsibility filings, interest earned on the spill



Sen. Miller and Rep. Williams -2- January 19, 1994

reserve, or a general fund contribution to the Fund based on some sort of matching
formula. We now collect fees for response action contractor filings. While we do not
assert that all of the potential fund sources be used, each merits a full examination.

Once other necessary contributions to the Fund are decided upon, they would be
included in a formula used to calculate the amount necessary to collect under the
"nickel a barrel" surcharge.

The Fund balance now in the spill reserve is approximately $37.5 million. This sum is
derived from surcharge revenues, general fund deposits, cost recoveries, fines and
penalties. As we establish a formula for imposition and suspension of the surcharge
from this point forward, we believe surcharge revenues already in the spill reserve
should be included in the calculation. Those surcharge revenues can be identified by
prorating the surcharge revenues against other revenue sources to the Fund.

3. Eliminate legal authority for some Fund expenditures, and examine
recommendations of ongoing audits to legislatively strengthen Fund
management.

Ideas we support for further examination in this context include removing authority for
the Citizens Oversight Council on Oil and Hazardous Substances, the Underground
Storage Tank Assistance grants and program administration (if the program can be
funded by other means, as the Administration has proposed through the motor fuel
tax). We support proposals to limit annual planning requirements in the current drafts
of legislation, and we also see it possible that SERC funding will gain other sources,
besides the Response Fund, if the Legislature passes pending legislation to make the
SERC responsibility all hazards, not just oil and hazardous substance emergencies.
We do not support eliminating currently authorized restoration or research and
development as eligible costs for the Fund. R&D expenditures, for example, are now
geared to reduce costs and improve preparedness for many types of spills.

The department has tightened control on Fund expenditures in several different ways
in recent years, with many improvements the result of audits conducted on the Fund.
As the Legislative Auditor completes thin year's audit, we believe we should examine
recommendations to further strengtht .lanagement.

We will continue to work with all interested parties to fashion legislative improvements
to the Response Fund if they meet these goals, discussed with your committees in the
interim Our work should:

-Maintain a strong state-led spill prevention and response program

--Build and maintain a $50 million spill reserve

-Attempt to develop other revenue sources for the Fund.
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Iri this letter, the Administration also wants to address three major concerns we have
with the legislation as it is now proposed in HB 238 and SB 215:

1. The Fund (including the spill reserve) must remain a vital part of Alaska’s
ability to prevent and respond to spills of all kinds of hazardous substances, not

just crude oil.

Revenues from the surcharge must not be restricted to crude oil spills. Rather, funds
from non-crude sources must be identified to supplement those revenues. If the use
of the Fund is restricted to large crude spills or disasters, other funds would need to

be identified, including some kind of emergency spill fund for orphan spills of all kinds
and contaminated sites.

2. "Splitting the nickel™ drastically reduces the level of environmental protection
now enjoyed by Alaskans. The Fund should be kept whole, and other sources
added to address equity concerns.

The proposed legislation restricts use of the spill reserve to very large spills or spills
which are declared a disaster by the Governor. It also requires that 60 per cent of the
tax new collected be used oniy for the spill reserve, and that it stop once the spill
reserve reaches $50 million.

Today, the spill reserve not only stands ready to respond to a large disaster, but it is
used to respond to small spills which occur all over the state. It is also a "deterrent”
force which encourages responsible parties to act quickly if they spill hazardous
substances: people know that if they don’t clean up a spill the state can --and will—
step in to do the job. Ifthe currently proposed legislation passes, Alaska’s ability to
respond, or force a response to most of these spills or contaminated sites wiil be
severely diminished.

The proposed requirement of a Governor’s disaster declaration on use of the spill
reserve does not work either, for many reasons. First, spills are a day-to-day
occurrence, ranging from barrels left by the roadside to leaking tanks that are only
discovered after long migration times to reach groundwater. Before the Fund grew,
the state did not respond as well and we have many long-term sources of
contamination to show for it -- affecting the value of property values, public and
private, nearby. Aiso, a disaster declaration lasts but 30 days. To spend longer would
require a special session of the legislature - and we don't believe that is necessary.
Yet most spills have remediation, investigation, enforcement, cost recovery, or other
activities that last far longer than 30 days.

3. As the "nickel” is proposed to be split, not enough funds are left to maintain
current spill prevention and response programs.

The state’s spill prevention and response program today costs approximately $18
million per year, and the Administration has proposed reducing this to almost $14
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million for FY 95. The state’s program is focused on prevention. There are many oil
spills every year, but --because of the tough laws Alaska has adopted - fewer large
spills. In even a "small" spill, damages of $14 million per year are easily reached. As
the legislation is now proposed, less than $10 million per year would be available to
run the state’s spill prevention and response program from the major source of
revenue to the Response Fund. That amount diminishes with crude throughput, but
the risks don’t diminish in the same manner.

We believe the Fund has been spent responsibly, according to law. We must be
cautious, however, in estimating a top limit to the size of the state’s spill prevention
and response program, given weaknesses that still exist in our overall spill prevention
coverage. For example, resource agency coverage on the North Slope is limited
(ADEC is there but 12-15 days per month), and the workload is much greater than we
are now able to allocate. State coverage at Valdez has diminished in recent years;
some has been made up by federal funds supplied by Alyeska directly through the
dLM. We have yet to achieve the objective of a 24 hour statewide emergency
operations center, joining several agencies, including the Departments of Military and
Veterans Affairs and the Department of Public Safety. Spills from unregulated facilities,
such as the pipeline in Indian, the Yorktown Clipper incident in Glacier Bay, and the
Bethel/BIA fuel tank indicate a need to expand some prevention and oversight
activities. Finally, there are many facilities with contingency plans which the state
needs to test with organized drills. There is work left to do.

We hope the legislature can give our alternative approach serious consideration in
both of your committees.

As always, we are ready, willing and able to work with the legislature to resolve
concerns about Alaska’s Response Fund and its spill programs. Thank you for your
attention to this important matter.

Sincerely,

~  John A. Sandor
Commissioner

/e (OTmATI)

cc: The Honorable Rick Halford, President of the Senate
The Honorable Ramona Barnes, Speaker of the House
The Honorable Joe Green, Chairman, House Oil and Gas Committee
Pat Ryan, Chief of Staff, Office of the Governor
Raga Elim, Legislative Liaison, Office of the Governor
Shelby Stastny, Director, Office of Management and Budget



Sec. 46.05.040. Purposes of ttio fond, (a) The commissioner may
use money from the fund to

(1) investigate and evaluate the release or threatened release of oil
or a hazardous substance, and contain, clean up, and take other neces-
sary action, such as,monitoring ana assessing, to address a release or
threatened release ofoil or a hazardous substance that,poses an im mi-
nent and substantial threat.to the public health or welfare, or to the
environment;

(2) pay all costs incurred to mg

(A) establish and maintain the oil and hazardous substance re-
sponse office; - ~

(E) review oil discharge prevention and contingency plans submit-
ted under AS-46.04.030;.

(C) conduct training, response exercises, inspections, and tests, in
order to .verify equipment'inventories and ability to prevent and re-
spond to oil and hazardous substance release emergencies, and to un-
dertake other activities intended to verify or establish the prepared-
ness ofthe state, a municipality, or a party required by AS 46.04.030
to have an approved contingency-plan to act in accordance with that
plan; and

(D) verify or-estabiish proof of financial responsibility required by
AS 46.04.040;

(3) pay the expenses incurred byrthe Alaska'division of emergency
services for the oil and hazardous substance response corps and the oil
and hazardous suDstance response depots-when presented with.lappro-
priate-documentation by the -division; m

(4) provide matching funds for participation in federal oil discharge
cleanup activities and under 42 U.S.C. 9601 — 9657 (Comprehensive
Environmental Response, Compensation, and Liability. Act of 1980);

(5) recover the cost to the state or to a municipality of a
containment and cleanup resulting from the release or the threatened
release of.oil or a hazardous substance; .

; (6) prepare, review;-and revisee ~ ‘ ry .

(A) the state’'s master oii and hazardous substance discharge pre-
ventiorr-and contingency plan-required, by AS 46.04.200; and.

(3) aregional master oil and hazardous substance discharge pre-
vention and contingency plan required by AS 46'.04.210; and

(7.) restore the environment by addressing;the effects of an- oil or.
hazardous.substance release..;x; . ¢« ' m | . ¥

(b) When- the governor declares: a disaster related'to-an- oil or haz-
ardous substance:-discharge emergency-under-AS 26.23.020(c), the
governor may, during the effective period-ofthe disaster emergency,
use money from the-fund to respond to the: disaster emergency.

(c) Notwithstanding other provisions of this section,.money from
the fund may not be used for a purpose specified, in (a)(2)-(7) of this
section unless funds are available from an appropriation made specifi-
cally for that purpose. .
...(d). Upon, a-request-from-the Alaska Legislative Council, the com-
missioner shall use money, from the fund to reimburse, the Alaska
Legislative Council'for expenditures that it makes for the operation of
the Citizens' Oversight Council on Oii and-Other Hazardous Sub-
stances, established under.AS 24.20.600. (§ 1ch 59 SLA 1986; am-§ 3
ch.90 SLA 1989; am § 2.c 113 SLA.1989;.am 8§ 14, 15 ch 190 SLA
1990; am § 28 ch 191 SnA 1990; am § 3 ch 199 SLA 1990)



WALTER J. HICKEL GOVERNOR

DEPT. OI- ENVIRONMENTAL CONSERVATION

OFFICE OF THE COMMISSIONER Telephone No. (907)405-5050
410 Willoughby Avenue, Suite 105 FAX No. (907)465-5070
Juneau, AK 99801-1795

March 18, 1994

The Honorable Jeannette James
Alaska State House of Representatives
Room 501, State Capitol Building
Juneau, AK 99801-1182

Dear Representative James:

Thank you for your interest in response fund issues and for taking the time to
express your concerns and questions to me. My letter will provide information you
have asked for concerning long-term plans for emergency response depots and
volunteer corps and contaminated sites.

In State statutes, the responsibility for establishing and managing the depots and
corps rests with the Department of Military and Veterans Affairs (DMVA). |
encourage you to contact DMVA directly for their response to this issue. Since our
Department has worked with DMVA on this project over the years because of our
responsibility to lead the State's response efforts for oil and hazardous substance
spills, we are providing the following information as our hest estimate at this time.

For the last two years, the Department of Environmental Conservation (DEC) has
been working on the "Nearshore Demonstration Project” which was created by the
Legislature in our FY 93 budget to develop a prototype nearshore oil spill response
equipment package. This project will culminate in the deployment of two different
equipment packages -- one for open water, crude spills and the other for inside
passage, non-crude spills -- during April and May of this year for testing and
evaluation. We expect to have the evaluation completed with recommendations
for additional kinds of units not long after the tests. Based on the information we
have developed so far, | am providing you estimates for coastal oil spill response
packages that could be strategically placed around the State.

One unit, designed for open water coastal areas, consists of a small barge (to
receive the product collected), deflection boom, and a skimmer designed to be
operated by fishing vessels of opportunity. The estimated unit purchase price for



one of these is $500,000. Annual operations and maintenance cost will vary by
location but can be estimated at $150,000 each. We think that there could be as
many as a dozen sites around the State -- not covered by government or industry,
but where spill risk exists -- where this kind of unit could be located. This results
in a total purchase price of $6 million with an annual estimated cost of $1.8

million.

The other unit we have been working on is a rapid response vessel capable of
moving equipment to a spill site in protected waters (like Southeast Alaska). The
purchase price of these would be about $250,000 each with an annual operation
and maintenance cost of $100,000 each. These units could be deployed in about
10 locations in Southeast Alaska and several each in Bristol Bay, Norton Sound

and Kotzebue Sound, as well as throughout the Yukon and Kuskokwim Rivers. If
the Legislature were to support purchase of 20 of these items, that costs out to $5
million purchase price and $2 million annual operations und maintenance.

Through local response agreements, DEC will be entering into partnership with
local communities for responding to the routine spills (DEC receives about 2,000
reports of spills annually — typically, all are non-disaster emergencies.). We will
supply local communitir s with a basic, "first aid" response equipment capability
and use the Response Fund ("470 Fund") to pay for the community costs to
respond to these kinds of spills. Currently, we have a $400,000 capital budget
request to start the program for FY L We estimate that atotal of $1 million
would cover this arrangement and we could seek cost recovery hom spillers to
maintain that capability in the future.

The Kenai Borough has put together an unsolicited request this year for a direct
appropriation from the Response Fund to outfit a hazmat team for $250,000. This
amount does not incluae personnel costs, operations and maintenance, nor
training. Their price tag for equipment seems reasonable, although we were not
involved in developing the list. Once the statewide hazards analysis is completed,
the State will have the specific information needed to identify the appropriate
locations for these teams. My best guess at this time is these hazmat teams could
be targeted for Fairbanks, Anchorage, Kenai, Juneau and Ketchikan. The total cost
to establish these would be $1.25 million. The annual.training, operations and
maintenance, and personnel costs are unknown, but these could be considered the

local match.
You have also asked, "When are contaminated sites going to be cleaned up and
what will it cost?" The following should answer your questions regarding the

Department's role in cleaning up a contaminated site, the time it takes to cleanup a
site, and the associated cost to the State.

W hat doles the Department do with contaminated sites?

A contaminated site is a location where there has been a past improper discharge



or disposal of a hazardous substance that could threaten public health or the
environment.

The Department oversees the investigation and cleanup of contaminated sites by
the responsible party. By overseeing the responsible party's cleanup, the
Department can assure Alaskans that the source of contamination has been
removed, and that any remaining contamination is below levels that will harm the
public or the environment. A strong oversight program conveys to the responsible
parties their obligation under State law to clean up their contaminated site.

In addition to responsible party oversight, the Department directly cleans up sites
where the responsible party c. mot be found or is unwilling or incapable to do the
cleanup directly. At these sites, the State hires and supervises term contractors

who do the actual investigation and cleanup.

How long will it take to clean up contaminated sites?

The length of time needed to fully assess and clean up an average contaminated
site ranges from three to five years. Very simple sites could take less time, while
ihe most complex sites may take much longer. The number of contaminated sites
is constantly changing. New sites are discovered and brought to the Department's
attention and active sites are cleaned up. We estimate it would take 21 years to
clean up the current inventory of 1051 sites and an additional 920 sites which we
estimate will be discovered during that period and will need cleanup. Some sites
are virtually impossible to clean up cost effectively or require only monitoring while
Mother Nature does the job.

Sites that are expected to be added to the inventory in the future include:

o] The Department of Defense (DOD) has estimated it will spend $1.1 billion
to clean up the contaminated military sites in Alaska. To date, 350 sites
have been discovered and we estimate an additional 90 sites will be
discovered as a result of the high priority DOD has placed on the site
discovery process over the next two years.

o] Discovery of approximately 500 contaminated sites is expected to result
from the current initiative to bring rural bulk fuel tank facil.ties into
compliance with federal and State spill prevention requirements.

0 Liability for contaminated properties will continue to cause buyers and sellers
of real estate to practice due diligence and assess the property prior to
completing a land transaction. These assessments are estimated to result in
the discovery of 330 contaminated properties.



What will it cost the State to clean up contaminated sites?

Over the next 21 years at current staffing levels, cleanup standards, and
technological abilities, we estimate it will cost the State approximately $220
million to cleanup all the contaminated sites that have been discovered to date and
sites which are expected to be discovered. The table below lists the number of
sites, average cost per site, and total cost over the next twenty one years to
cleanup each type of contaminated site. One of the reasons we support a strong
Research and Development program is because we can continue to help reduce
these costs with more effective technology.

Projected Contaminated Sites Cleanup Costs

Average State 21 Year
Type of Site Number Cost/Site Total Cost
RP 836 $23,429 $19,586,923
Federal 450 26,566 11,954,700
Orphan 8s 644,450 56,711,600
Rural Bulk Orphan 100 644,450 64,154,998
RPs 398 23,429 9, 329,561
State Owned 97 600,000 58,200,000
Total 1,969 $219,937,781

The actual cost to the State differs by the type of contaminated site. The greatest
cost to the State is for cleanup o* sites where a responsible party is unable or
unwilling to clean up or where the State is the responsible party. Where the
Department oversees the cleanup of a site by the responsible party the cost to the
State is much less. The Department's oversight of federal sites has the least cost
to the State since the Department receives federal funds for this work under a
cooperative agreement with DOD.

In addition to the contaminated sites situation described above, the Department also
manages an underground storage tank program which is funded by the Storage Tank
Assistance fund not the Response Fund. Revenue for the Fund comes froiri the
Mitigation Account of the General Fund and collection of registration fees. It is used
to make grants and loans available to owners and operators of underground storage
tanks for tank testing, closure, upgrade, and cleanup activities. Currently there are
826 unfunded requests for $43 million in financial assistance. The Administration is
working with the Legislature to apply a 1 penny per gallon motor fuel tax for
appropriation to the Storage Tank Assistance Fund to replace the mitigation account
in the future.



We are sharing this letter v.-ith other members of the House Resources Committee.
Thank you for asking.

Sincerely,

Mead Treadwell
Deputy Commissioner

MAC/jsg (G\SPAFAMAC\REP.JIM)
cc: House Resources Committee Members

Representative Bill Williams, Chair
Representative Bill Hudson
Representative Con Bunde
Representative Joe Green
Representative Eldon Mulder
Representative David Finklestein
Represer++ive Pat Carney

Repres .ive John Davies
John A. . .dor, Commissioner, Department of Environmental Conservation
Major General Hugh L. Cox Illl, Commissioner, Department of Military and

Veterans Affairs



WALTER J. HICKEL, GOVERNOR

Phone: (907) 465-5050

4H) Willoughby Avenue, Suite 105 Fax: (907) 465-5070
Juneau, AK 99801-1795

January 19, 1994

The Honorable Mike Miller, Chairman
Senate Resources Committee

State Capitol, Room 423

Juneau, AK 99801-1182

The Honorable Bill Williams, Chairman
House Resources Committee

State Capitol, Room 128

Juneau, AK 99801-1182

Dear Senator Miller and Representative Williams:

After discussions with other agencies in the executive branch, | would like to state the
Administration’s current position on legislation both of your committees are
considering to improve the Oil and Hazardous Substance Response Fund.

We believe there are features of the Fund, as it is delineated and administered under
current law, which could be improved. They include:

1. Modify the process to suspend and reimpose the "nickel a barrel” crude oil
surcharge so that the amount of surcharge collected is only the amount needed
to have a fully-funded prevention and response program, as well as to replenish
and maintain a $50 million spill reserve.

As the legal formula is written now, it is difficult to reach the $50 million difference
between income and expenditures envisioned in the 1989 legislation, as the formula
does not take into account other sources of revenue to the Fund. We are working to
draft language to suggest amending this formula.

2. Provide for alternative sources of funding to supplement the revenues of the
crude oil surcharge to prevent and respond to both crude and noncrude spills.

We propose to examine other potential sources to the Fund, including cost recoveries
on expenditures made from the Fund to respond to pollution incidents or
contaminated sites, fines and penalties on non-crude spills, fees on industiy
contingency plans, and financial responsibility filings, interest earned on the spill
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reserve, or a general fund contribution to the Fund based on some sort of matching
formula. We now collect fees for response action contractor filings. While we do not
assert that all of the potential fund sources be used, each merits a full examination.

Once other necessary contributions to the Fund are decided upon, they would be
included in a formula used to calculate the amount necessary to collect under the
"nickel a barrel" surcharge.

The Fund balance now in the spill reserve is approximately $37.5 million. This sum is
derived from surcharge revenues, general fund deposits, cost recoveries, fines and
penalties. As we establish a formula for imposition and suspension of the surcharge
from this point forward, we believe surcharge revenues already in the spill reserve
should be included in the calculation. Those surcharge revenues can be identified by
prorating the surcharge revenues against other revenue sources to the Fund.

3. Eliminate legal authority for some Fund expenditures, and examine
recommendations of ongoing audits to legislatively strengthen Fund
management.

Ideas we support for further examination in this context include removing authority for
the Citizens Oversight Council on Oil and Hazardous Substances, the Underground
Storage Tank Assistance grants and program administration (if the program can be
funded by other means, as the Administration has proposed through the motor fuel
tax). We support proposals to limit annual planning requirements in the current drafts
of legislation, and we also see it possible that SERC funding will gain other sources,
besides the Response Fund, if the Legislature passes pending legislation to make the
SERC responsibility all hazards, not just oil and hazardous substance emergencies.
We do not support eliminating currently authorized restoration or research and
development as eligible costs for the Fund. R&D expenditures, for example, are now
geared to reduce costs and improve preparedness for many types of spills.

The department has tightened control on Fund expenditures in several different ways
in recent years, with many improvements the result of audits conducted on the Fund.

As the Legislative Auditor completes this year’s audit, we believe we should examine
recommendations to further strengthen management.

We will continue to work with all interested parties to fashion legislative improvements
to the Response Fund if they meet these goals, discussed with your committees in the
interim Our work should:

--Maintain a strong state-led spill prevention and response program

-Build and maintain a $50 million spill reserve

-Attempt to develop other revenue sources for the Fund.
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In this letter, the Administration also wants to address three major concerns we have
with the legislation as it is now proposed in HB 238 and SB 215:

1. The Fund (including the spill reserve) must remain a vital part of Alaska’s
ability to prevent and respond to spills of all kinds of hazardous substances, not

just crude oil.

Revenues from the surcharge must not be restricted to crude oil spills. Rather, funds
from ncn-crude sources must be identified to supplement those revenues. If the use
of the Fund is restricted to large crude spills or disasters, other funds would need to

be identified, including some kind of emergency spill fund for orphan spills of all kinds
and contaminated sites.

2. "Splitting the nickel™ drastically reduces the level of environmental protection
now enjoyed by Alaskans. The Fund should be kept whole, and other sources
added to address equity concerns.

The proposed legislation restricts use of the spill reserve to very large spills or spills
which are declared a disaster by the Governor, it also requires that 60 per cent of the
tax now collected be used only for the spill reserve, and that it stop once the spill
reserve reaches $5G million.

Today, the spill reserve not only stands ready to respond to a large disaster, but it is
used to respond to small spills which occur all over the state. It is also a "deterrent"
force which encourages responsible parties to act quickly if they spill hazardous
substances; people know that if they don’t clean up a spill the state can --and will—
step in to do the job. If the currently proposed legislation passes, Alaska’s ability to
respond, or force a response to most of these spills or contaminated sites will be
severely diminished.

The proposed requirement of a Governor’'s disaster declaration on use of the spill
reserve does not work either, for many reasons. First, spills are a day-to-day
occurrence, ranging from barrels left by the roadside to leaking tanks that are only
discovered after long migration times to reach groundwater. Before the Fund grew,
the state did not respond as well and we have many long-term sources of
contamination to show for it -- affecting the value of property values, public and
private, nearby. Also, a disaster declaration lasts but 30 days. To spend longer would
require a special session of the legislature -- and we don't believe that is necessary.
Yet most spills have remediation, investigation, enforcement, cost recovery, or other
activities that last far longer than 30 days.

3. As the "nickel™ is proposed to be split, not enough funds are left to maintain
current spill prevention and response programs.

The state’s spill prevention and response program today costs approximately $18
million per year, and the Administration has proposed reducing this to almost $14
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million for FY 95. The state’s program is focused on prevention. There are many oil
spills every year, but -because of the tough laws Alaska has adopted - fewer large
spills. In even a "small" spill, damages of $14 million per year are easily reached. As
the legislation is now proposed, less than $10 million per year would be available to
run the state's spill prevention and response program from the major source of
revenue to the Response Fund. That amount diminishes with crude throughput, but
the risks don’t diminish in the same manner.

We believe the Fund has been spent responsibly, according to law. We must be
cautious, however, in estimating a top limit to the size of the state’s spill prevention
and response program, given weaknesses that still exist in our overall spill prevention
coverage. For example, resource agency coverage on the North Slope is limited
(ADEC is there but 12-15 days per month), ana the workload is much greater than we
are now able to allocate. State coverage at Valdez has diminished in recent years;
some has been made up by federal funds supplied by Alyeska directly through the
BLM. We have yet to achieve the objective of a 24 hour statewide emergency
operations center, joining several agencies, including the Departments of Military and
Veterans Affairs and the Department of Public Safety. Spills from unregulated facilities,
such as the pipeline in Indian, the Yorktown Clipper incident in Glacier Bay, and the
Bethel/BIA fuel tank indicate a need to expand some prevention and oversight
activities. Finally, there are many facilities with contingency plans whicn the state
needs to test with organized drills. There is work left to do.

We hope the legislature can give our alternative approach serious consideration in
both of your committees.

As always, we are ready, willing and able to work with the legislature to resolve
concerns about Alaska’s Response Fund and its spill programs. Thank you for your
attention to this important matter.

Sincerely,

~John A. Sandor
Commissioner

Jmt (COaT)

cc: The Honorable Rick Halford, President of the Senate
The Honorable Ramona Barnes, Speaker of the House
The Honorable Joe Green, Chairman, House Oil and Gas Committee
Pat Ryan, Chief of Staff, Office of the Governor
Raga Elim, Legislative Liaison, Office of the Governor
Shelby Stastny, Director, Office of Management and Budget
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Response to Questions About Graphs Comparing
Response Fund Restructuring Options

Questions about graph with title, "Net Tax Reduction to Surcharge Payees
Over 5 Year"

1.) The title probably should read Payors not Payees, good point.

2.) All of the analysis performed on the various Response Fund
restructuring options begin with the following basic assumptions:

All change is measured from where the surcharge payor would
be financially if the statute were not changed. As an example,
the current surcharge calculation yields a ($15,105,728) as of
November 5, 1994. |If this calculation is projected through the
end of FY94, the negative balance would be reduced to
approximately ($1,500,000). In the Williams CSHB238(RES)
the beginning balance of the Response Fund, which would
now be fully applied to the surcharge suspension calculation,
would equal approximately $63,200,000. Since no change in
the statute would yield a negative balance of ($1,500,000) at
the beginning of FY95, this represents and initial benefit to the
surcharge payor of $64,700,000. Where before the statute
change a negative balance was yielded from the suspension
calculation, now there would be a significant improvement for
the payor.

The total net cost for the payor would be the total surcharge
paid over a five year period less the initial benefit received at
the beginning cf the five year time period. Therefore, in the
Williams proposal the total surcharge payments over five years
would be $74,900,000 less the initial benefit to the surcharge
payor of $64,700,000 which yields $10,200,000. The
difference between this figure and the one in the spreadsheet
is due to rounding.

3.) The net tax reduction over five years under the "no change™ option
is zero because after payment of an additional $122,500,000, the
surcharge suspension calculation yields only $28,800,000. At this



time the Response Fund would actually have a balance of
$104,500,000. So the surcharge never shuts off throughout the
entire five year period and no tax reduction is experienced by the
surcharge payor.

DEC would project to spend $75,700,000 over those five years on
spill prevention and response programs. This figure includes
$4,000,000 in imminent spill responses which is probably overstated
(based on the past five years performance) by $2,875,000.

Questions about graph with title, "Comparison of Initial Benefit to
Surcharge Payee"

1)

As described above, the current surcharge suspension calculation
would yield a ($1,500,000) at the beginning of FY95. Since the
Williams proposal would immediately change the starting point in the
calculation from a negative value to $63,200,000, this would
represent a benefit to the surcharge payor on the first day of FY95
of $1,500,000 + $63,200,000= $64,700,000.

Questions about graph with title, "Total Net Cost to Surcharge Payee - 5
Years (no discount)”

1.)

The term "no discount”™ means that the time value of money was not
factored into the analysis.

As was discussed at tlr beginning of this response, all analysis was
made looking at the cui.ent situation under the existing statute.

Both of these proposals have very low net cost to the surcharge
payors for similar reasons.

CSHB238(RES) "B" yields a very low net cost because it starts with
a very high initial benefit to the surcharge payor. This initial benefit
comes from applying the entire Response Fund balance and the full
amount of surcharge collected in FY94 to the surcharge suspension
calculation. This proposal also results in $46,400,000 in tax credits
being generated throughout the five years of this analysis. This
option will have a "zero™ fiscal note because adequate funding is
available to cover the State's current and future spill prevention and
response program.



CSSB215(RES) "U"™ yields a very low net cost because it also starts
with a very high initial benefit to the surcharge payor. However, this
high initial benefit is only achieved by allocating the entire Response
Fund balance of $37,000,000 and 50% of the surcharge collected in
FY94, $12,900,000, to the spill account to be factored into the
surcharge suspension calculation. This has the result of creating an
initial balance in the spill account of $50,300,000 which shuts 50%
of the nickel surcharge off for the entire five years of this analysis.
This proposal also results in a surcharge reduction of $61,300,000
over five years.

The analysis of these two versions does not indicate that the entire
nickel surcharge is effectively eliminated. The surcharge payor
continues to pay a portion of the surcharge throughout these five
years. However, the surcharge payor's financial position is so
strongly improved under either of these scenarios, that when these
factors are "netted out™ the result is a very low real cost to the
surcharge payors over the five years.

General questions about all of the charts.

1)

In all of the "split-nickel™ versions analyzed other than CSSB215 "U",
the assumption is that the Response Fund balance in FY94 will be
split between the two accounts along the same ratio as the nickel is
split. The spill reserve simply represents the unexpended and
unencumbered balance of the Response Fund. Since approximately
$74,500,000 in general funds and program receipts were
appropriated to the Response Fund before the nickel surcharge was
established, it is logical to assume that a substantial portion of the
balance remaining in the Response Fund came from those general
funds as well as the nickel surcharge.
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Questions about graphs comparing
RESPONSE FUND RESTRUCTURING OPTIONS

Questions about graph with title, "Net Tax Reduction to Surcharge
Payees Over 5 Years™

1. Shouldn/t "Payees" say "Payors"?

2. The net tax reduction over 5 years under the Williams proposal
is shown to be about $116 million. Yet total surcharge
collections are projected by DEC to be $129.8 million during
that five year period under the 5 cents per barrel surcharge.

Does this mean the tax credit provision of the Williams
proposal effectively wipes out the surcharge over the
next 5 years, yet at the same time the bill will maintain
a $50 million fund balance and provide funds for DEC"s
ongoing programs over the next 5 years.

IfT so, how 1is this possible?

3. The net tax reduction over 5 years under the "no change"
option is zero.

Does this mean that under current law, the 5 cents/bbl
tax will not suspend in the next 5 years even though the

Ve* spill reserve isprojected to be $37.5 million and
growing?

Does this mean DEC is going to spend for ongoing programs

/ﬂﬂ*/c ~f-) the entire $129.8 million projected to be taken in over
1#h dCﬂC"Ja the next five years by the current 5 cents/bbl surcharge?
b —efely

Questions about graph with title, "Comparison of Initial Benefit to

Surcharge Payee"

1. The term "initial benefit" usually implies a benefit that
accrues right away - not one that would come some years out
in the future.

How does the Williams proposal give an immediate benefit
of $65 million to the oil producers?

Given that projected surcharge collections at 5 cents per
barrel will be about $26 million in FY95 (according to
DEC7s estimates), and that an immediate outright
suspension of the 5 cents per barrel tax (or a full
credit of the tax) would only therefore give a benefit of
$26 million, how is the $65 million derived?



Questions about graph with title, "Total Net Cost to surcharge
payee - 5 years (no discount)
1. What does "no discount” mean? va/ut. ov

2. This chart shows a $10 or $12 million total net cost to the

/Il e
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oil producers under the SB215 "U" version and CSHB 238 "B"
version.

Given that collections over the next 5 years would be

average about $26 million a year, does this chart mean

these two versions effectively wipe out the entire 5
Hﬁi cents per barrel tax?

1_ﬁ IfT that is the intended result, why not just repeal the

" 5 cents/bbl surcharge for 4 1/2 years? Wouldn"t that be

simpler than a tax structure that 1imposes a tax, but
immediately gives most of it back?

al questions about all charts:

Besides the question of how the surcharge should be split

(2 cents/3 cents, 2.5 cents/2.5 cents, or 3 cents/2 cents), a
comparison of the second bar ("Response Fund Split Evenly™)
and the fourth bar ("entire Response Fund to Catastrophic
Acct"), there is apparently a substantial difference to the as
to how the $37.5 million spill reserve is to be handled during
the transition to the new law.

If the $37.5 million is in fact a spill reserve - the
amounts left over after funding DEC"s ongoing programs -
shouldn®"t the entire amount be transferred to the new
Response Account? Isn"t that what the Response Account

is for?

Why should any of the spill reserve be transferred to the
contingency and abatement account to be used for DEC"S
ongoing programs as opposed to being kept as a reserve
for spill response?
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Regional Citizens' Advisory Council *50w. Ind Ave, Suite too / Anchorage Aaska 99501-JbH <'90D 2"-7222  fax \907i 27~i523
“Citizens promoting e nmentally saie operation oi the Alyeska terminal and associated tankers."

Overview of the Proposed Committee Substitute for House
Bill 238 “Y” draft (2/22/94)
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ittée may want to consider a dire Ere und of surcharge over payments
Father than & Lredi on Severance tax ¢ igations.

" S e SR L Y e sl
hese Inc eqro ram H%CEI ts and mitigation accoH %
Pgartles ?ro |IL {

t mongy (cost recover
[1 Lesp%onsm [espons oroversg receive tothe exte
that the funds originated Eersponsefup ecl Un ercurrﬁnt
Sta‘Uth these fypds are ngtlnc In the balance calculation.” Nor aretF
Included in the n enélve ‘clause that enc?ur%ges the Lg&l at¥re t0 annr I
0 the response Int 10p0sa

rf Ft)rgo tEéZ]tceaiéﬁgsent ?unés”%ut not pr%gram receipts, fa p il under thg incentive

. lmllar to most of the previous versuins of SB 215 and HB 238, IQIS proposal
Iminates the re Hure ent. oannua revise t ste%emasteran % c

e
spill contin enc S. Insiea reV|S|on IS lett to the discretion ogﬂ

c mmIss| g?’mlpar to t%e CSSB 2 thIIS gr(zposa requires DE to
1 consutwnh mummﬁa: nd communlt 0 |f|as resentatives o

re
lonal orgapization a require or schedule unannoynced oil s |ﬁdrllls
to est tL 9 Hlmencyof these pqans 8sect|on56through g\ P

e Also similar to the CSSB 21b his ro osal stipulates that the balance
A}l e response pung does not F{E{ESQ ésect on p12§ d

" i (Generaltund colary B%%&PJBPQ?BSSa't‘%r°¥'%%S i
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and the CSSB 215 mtere ro riations are not included under the
Incentiye clause. IrgREggﬁ Bﬁ%ture cu[rentl}/ has the a(%) lflt 0
make t |saP 8r|at|on ere ore] SIS are athvey eanhgess rovision
%eccelé nto]‘qg ut”or suggest to the legislature that 1t has this option

e Alsp similar to the CSSB 215, this r osal limits to m|II|o
‘Eﬁc?e ahe amount o mumc(EfS??rant OrPthe event o* $J[Ps over
u%rcreangis ction 13 Statutory requirements for receiving g ants are

e Ane Provmon In this [frog)osal Is.that the DEC m é\g not tr nsfermoney to
another state agenc %J the othera enc rov 510 PEa
% ofmation re(ﬁme or annual report| ga au Iting of t euse of response
unas (Section 14)

. Th|s[ﬁ)ro 0sal Hdentlﬂes sgecmc %ateagones for the annu Irggortmﬁo

ditures from the reﬂ f flmlar tot QBES)
fer more gumpersome and less meaningful reporting requirements ar
Iminate Esecnon

* Also new in this proposal is the clarification of the ranking, reporting and
sefecnon o?cont m|Rated sites forc|ean up (section 16 § 9 Teparting

. ectlons 18a? 2{ gertaln to I|ensci JJropert%for state ex Pendltu 1e from
the response.fun f[ response o releases %tenedr eases. $ese
Begggggl are identical to the CSSB 215 RES%an e HB 238 “M”dra

March 1, 1994
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"Citizens promoting environmentally sale operation ni the Alyeska terminal and associated tankers."

Sectional Analysis of the Proposed Committee Substitute
for House Bill 238 “Y” Draft (2/22/94)

ection Llimjts to $10 million per incidence the amount of municipal grants
n ﬁ1e event og gﬁ (?ver2500 arreWS Statutory requuements?? gelvmg
grants are unchange

Section 2 provides for exceﬁs sgrchar e)/ments to be credlted toward a
surcharge Sayers current calendar year severance tax obligations.

Seftlon Sc []ues forward the current provi |onsr atu}] g to the lev e%la
col ectlup e oil conservatign surcharge, but makes tnem %Déihc e to the
rename response fung ———the é)l| and Hazardous Substances Release
Response and Prevention Fun

? célon 4 sets forth a new mecp rllsmf orc Ic Iat ntg; ‘he balan%e ofthe
und—provides for quarterly.ca %u auon f alanc tig
commlélonero adminjstration based hec(t” cash 51 ncemlnu%
outlstan mgagpﬁoprlatlons encum rancs and lia |I|t|e1§ plus the surcharge
col ectlons N mitigation account anc avallable tor auproprlatlon
Into the fund, . If this amount exceeds $50 mil |on the amoun Ofagglg}(e)glted

surchaLge collected is reported to the comm|33|one| of revenue to
to ;urchiarge payers in proportion to the amount of surcharge paid.

The nickel- pegunarrg| surch rge stays on thr u d;he earg (sany over

g gment IS TE {0 surc ge Payers, T [OVIGEQ aS a credlt
8 Inst the current tax earss verance tax 0 I(i]ﬁlthﬂS This rolp%sa
NSIAE ¢ amount orsurcnarge

{ (% ch Fto Prodgcers becguse H
IS not arfecte g c?rter [0 uctmns uctuaHons Qwever, to avoi
Qoten(ua the H]p cts on tax o 9at|ons t ecommﬂf]ee may want to
onsider a direct refund of surcharge over payments rather than a Credit on
severance tax obligations.

Section 5is a modified i rﬁwe or blackmail clause 3|m|I }o that
currené statute. ItP]ro | es that the erc rge IS susE ? shurc
grocee S are notan uaIP/ Rgro riated to.th& response fu ﬁsec on
mends currentstatute r&ut lgation acc unt pr ce ds collected as a
‘ exp ndﬂures ro the H esg mitigation fun sere ysed In the
cu atlono the fund balance and thus reduces Surcharge obligations.

ection Gremoves thg reguirement to annual(!y revise the st?te maﬁter oil and
azardous substance disc qe re entl nan conungencg/ r] IS IS herRIan
Yvas obsolete zand IneJrec \gef? e Exxon Val I | occurred
matlmely ana efficient manner to the Exxon Valdez was

|nab| Ity to respon
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rectly related othel faweII reviewed and drilled master contingency plan.
Ee\\e}lnsur)nvmon IS efttot scretlono ?1 I%Eac commissioner rathertﬁm Vegumng

ectton 7elimina es ubltc and o ernme ta ency review in the annual revcfw of
the state.mas erﬁ uwe that onsHItwtth mummRaI an
mmumtyo ch rre rseitta \feﬁ af ected re |or} ﬁ Ization and
parr]gquwe or sche uIe unannoune oil spill drills to test thé sufficierncy of these

Section 8allows for public and SERC review when a revision is made to the state
Btgrgesgurrent statut«? tflows for pub(ﬁc Input (y\tltrtng the annuafrewew ang revision

Sectiop 9essentially does for re |onahl D dans what s? Hon 6 did. to, the st%te master
plan. Again, plan revision occurs at the discretion of the commissioner of DEC.

section 10is F techntﬁal amendinent that incorporates the changes made in section
8 for master plans to the regional plan changes in section 9.

Section 1l reflects the renaming of the response fund.

Section 12 provides that appropriations into the fund do not lapse.

ection 13 pertains fo the financing of the response fund. Funds available
?or apg)rro ﬁtton mcltud ?4eraq gte orﬁrtv%teqy onaltt? S?gpﬁs Cost

[ecoV 8( unds eﬁgengeg om tﬁe account: ftne? en amaqes
ﬁco erg Tom 33{ In WNICh response was gatd rom t jund Interest on
ol an

L e
rewéq/v fnftnanma respont ? f?lrlngs the Eel’tl cation gfe oPatortes and

response action contractors.

Section 14 does not allow the DEC fq tra sfﬁr maney to.another. sta?agency
unless the ot eragegcg/ provides [% with t elnfort/Pat N required for
annual reporting and duditing of the use of response funas.

Sectton provides more specific guideljnes for reporting of response fund

Te reducing some 8?the n?ore trv'.aJ auditing re%uwem%nts otuses
Sectton 16c0,ar|f|es the process for ranking, reporting and selection of
contaminated sites for clean up.

Section 17 requires the tp adopt requlations for the contaminated sites
|dent|?|cat|on Brocess set[?orth In section g16

ectlons 18 nd 19pertain to liens on ro erty for state expenditures from
the response und PP state response to eIe%se?/ or threate F&reqeases

2
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These sectlons are identical to the CSSB 215 (RES) and the HB 238 “M™ draft
proposa

Section 20. Repealer section including:
. r%eals of the Conservation Surcharge on Qil replaced by this hill, AS 43.55.200-

. Heals sectl%n3cg nate Bill 260ﬁassed #;actlve tﬁ% Eslgizlen tar} %50Srgntlil]|gtn
|

ancejlstﬁ leve ection mz1 tes In t q
R e ol
anguage, however, is a ed ack In sect|on thls

0 the response
?ec lon 21 is a note to Me reviser of statutes to change the name of the response
und in other sections of law as appropriate.

Section 22. This section clarifies how appropriations, If any, mad to the spill
reserv ¥und mentioned within the ¢ nte%) fofrormerAS 29, 510@ etop
treated Tor le 0ses.of determining t esusPensmn or re m 0sitio oft

surcharge section states that'appropriations to the ormer spill reserve In AS

29.60.510(h), are not expenditures.
A e G A SRS AT B e
ﬁ frt?dreachesg§50 %hon PPIop &P

Section 24 is the effective date clause of July 1, 1994,

March 1, 1994
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"“Citizens promoting environmentally sate operation r i the Aheska terminal and associated tankers."

March 15, 1994

ReBresentatlve Bill Willjams, Chair
ga ge Fgeslmirces Committee’
Juneau, Afaska 99801

Dear Representative Williams:

ounci) a

ommitiee reqqested mor Hormatlono the
xxon Corporation. . Attached IS aP the ¢
poInt out the Inconsistencies and indccuracies oft

e The chgrt Ci sare ort completedb BCSB

ecemoer 1 a3|ssource 1SS g ests that the

CSB, This Is not accurate; t
orporation.

e The

Alaska Department of nvwonmental

revent|on animesgonse proe\;{rams or t
here IS no Information mtheB

gesgltet rog\%a%?lltzereres qse unds, the leve

On?erV?tl%gr

programs has remaingd relatively constant during those years
e Inthe re art, no athempt Wwas made to analgz the ad
opri t|o s to these DEC programs—most of whic

it

ented.

0ranges an

e The most qlarlnra error of the Exxan Cor é)oratlog ehar(tI

maecutate y €0
gna oSIh t0.ang;
&p ? se unrc]
fiscal n tes rltmar those ro
and ad |t|o alio

?\“a] |‘?§ %%% COﬂe@g K enc
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ares ‘apples an
8r d a

thor. Speci
i

?]ca not E

chart pre
W are
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f
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|Qal the hart Ine atua
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* Cons ic ouI ab]s:entfrom tne anal 5|s IS the flj]Cfﬂ note for the Alaska

Marine ay Ferry which cause In riation line In
FYO3. T JISCX| not% line.does. notl H]epthe %Rot t}1
1S 1SSUe_Was

aCcom a led that autnor |n le eo egislation. ent
raised %OTG tne Sﬁnate 8 ﬁtee on arcn genator rue

Pearceaso otgdt IS mcfo 3lstenc an remem iatt Exxon

oratign t testifie r)fo&?osm N the egls ation that
aut orized use of the response fund for the terry.

As stated in RCAC’s March 9 testimony, it Is extreme un rofessional to

Producg? Irge |nformat|on and cite ano her ent|t as 1 eso [Ce. Atm Very

ast the Exxon Corporati n?wes %P logy and should wit raw
t Is misinformation from t eglslatlve recor

Sincerely,

Attachment

March 15,1994



Source: "Alaska’s Oil &Hazardous Substance Release Response Fund", Report by BCSB Marketing for
Prince William Sound Regional Citizen's Adesor Cogjnc%\%l Spill Prevention and Response Committee,
ecember



H Actual Appropriations 3 Original Fiscal Notes

$25.000.000.00 T
$000000000 -
$15,000,000.00 -»
510,000,000.00 -

§5.000.000.00 4

FY 90 FY 91 FY 92 FY 93 FY 94

Source: "Alaska's Oil & Hazardous t .ance Release Response Fund"”, Report By BCSB Marketing for Prince William Sound
Regional Citizen’s Adviser Council, Oil Spill Prevention and Response Committee, December 1992.



2CENT BUDGET -PREVENTION RESPONSE PROGRAMS

DEC -Spill Prevention and Response, Director
Government Preparedness

Industry Preparedness

Underground Storage Tanks

Fund Administration and Support

Director's Office ,
Laborator;EOEeranon and Maintenance

DORA -SER

DMVA/DES -SERC ,
DMVA/DES -Response Preparedness & Planning
DOA -PWS Communication System Maintenance
DOT/PF -SERC
DF&G-SERC , ,
DF&G —Industg Contingency Plan Reviews
DF&G -State & Regional Master Plan
DH&SS Resgonse raining
Labor -SER _
LAW -Regional &Central Office o
LAW -Assistance to Exxon Valdez Private Plaintiffs
LAW -SERC Guidance
LAW -RP Identification, Enforcement & Cost Recovery
DNR-SERC , ,
DNR —Industg Contingency Plan Reviews
DNR -State & Regional Master Plan
DPS -Enviromental Crimes
DPS -SERC
U of A Research

TOTAL EXPENDITURES

Revenues on 2 Cent per Barrel (per ADEC Estimate)

Interest on Spill Reserve (50m %%/I' o
Exxon Valdez Reimbursements to Mitigation Account (S28
million through the year 2001 -Annual amounts may vary)

MINIMUM TOTAL REVENUES AVAILABLE

Page 1

DEC/OMB FY %
Budget Request

%070

10,727.30

1040000
250000

350000
16,400.00



2 CENT BUDGET -PREVENTION RESPONSE PROGRAMS AND CONTAMINATED SITES PROGRAM

DEC/OMB FY %

_ | Budoet Reauest

Contaminated Sites , 2747,
DEC -Spill Prevention and Response, Director 980,70
Government Preparedness 406740
Industry Preparedness 235190
Underground Storage Tanks 10830
Fund Administration and Support 74650
Director's Office _ 12300
Laboratogy Ogeranon & Maintenance 1860
DCRA-SER 1350
DMVA/DES -SERC _ 1100
DMVA/DES -Response Preparedness & Planning 21000
DOA -PWS Communication System Maintenance 4000
DOA -Two-way Radio Equipment Maintenance 2000
DOT/PF -SERC 6.50
DF&G -SERC , | 650
DF&G -Industry Contmgiency Plan Review 4540
DF&G -State &Regional Master Plan 14020
DH&SS -Response Training 1200
Labor -SERC , 5000
LAW -Regional &Central Office o 950
LAW -Assistance to Exxon Valdez Private Plaintiffs 15160
LAW -SERC Guidance 33000
LAW -RP Identification, Enforcement & Cost Recovery 2500
DNR-SERC , _ 655.20
DNR —Industg Contingency Plan Reviews 950
DNR -Slate &Regional Master Plan 250
DPS -Enviromental Crimes 12460
-SERC 5000
U of A Research 20000
TOTAL EXPENDITURES _ 1351460
Revenues on 2 Cent per Barrel (per ADEC Estimate) 1040000
Interest on Spill Reserve (50m, 5%%/[ o 250000

Exxon Valdez Reimbursements to Mitigation Account ($28

million through the year 2001 ~Annual amounts may vary) 3950000
MINIMUM TOTAL REVENUES AVAILABLE 1640000

Page 2



25CENT BUDGET -PREVENTION RESPONSE PROGRAMS

1

DEC -Spill Prevention and Response, Director
Government Preparedness

Industry Preparedness

Underground Storage Tanks

Fund Administration and Support

Director's Office ,
Laborato&Ogeranon and Maintenance
DCRA -SER

DMVA/DES -SERC ,
DMVA/DES -Response Preparedness & Planning
DOA -PWS Communication System Maintenance
DOT/PF -SERC
DF&G -SERC , ,
DF&G -Industry Contingency Plan Reviews
DF&G -State &Regional Master Plan
DH&SS ResEonse raining
Labor -SER ,
LAW -Regional &Central Office o
LAW -Assistance to Exxon Valdez Private Plaintiffs
LAW -SERC Guidance
LAW -RP Identification, Enforcement & Cost Recovery
DNR-SERC , _
DNR —Industg Contingency Plan Reviews
DNR -State &Regional Master Plan
DPS -Enviromental Crimes
DPS -SERC
U of A Research

TOTAL EXPENDITURES

Revenues on 25 Cent per Barrel JiAerADEC Estimate)
0

Interest on Spill Reserve (50m 5%)
Exxon Valdez Reimbursements to Mitigation Account (S28
million through the year 2001 -Annual amounts may vary)

MINIMUM TOTAL REVENUES AVAILABLE

Page 1

DEC/OMB FY %
Budget Request

980,70

1072730

1300000
250000

350000
1900000



2.5 CENT BUDGET -PREVENTION RESPONSE PROGRAMS AND CONTAMINATED SITES PROGRAM

DEC/OMB FY %

, _ Budoet Req}Jest
Contaminated Sites. , 214130
DEC -Spill Prevention and Response. Director 6070
Government Preparedness 406740
Industry Preparedness 235190
Undergroung Storage Tanks 10830
Fund Administration and Support 74650
Director's Office _ 12300
Laborator OEerann &Maintenance 18630
DCRA-SER 1350
DMVA/DES -SERC , 11.00
DMVA/DES -Response Preparedness & Planning 21000
DOA -PWS Communication System Maintenance 4000
DOA -Two-way Radio Equipment Maintenance 2000
DOT/PF -SERC 650
DF&G -SERC , , 650
DF&G -Industry Contm%ency Plan Review 4540
DF&G -State &Regional Master Plan 14020
DH&SS -Response Training 1200
Labor -SERC , 5000
LAW -Regional &Central Office o 950
LAW -Assistance to Exxon Valdez Private Plaintiffs 15160
LAW -SERC Guidance 33000
LAW -RP Identification, Enforcement & Cost Recovery 2500
DNR-SERC . , 65520
DNR —Indusg Contingency Plan Reviews 950
DNR -State & Regional Master Plan 250
DPS -Enviromental Crimes 12460
DPS -SERC 5000
U of A Research 20000

TOTAL EXPENDITURES _ 13514,
Revenues on 25 Cent per Barrel (per ADEC Estimate) 1300000
Interest on Spill Reserve (50m 5%) 250000
Exxon Valdez Reimbursements to Mitigation Account ($28
million throu%h the year 2001 -Annual amounts may vary) 350000
MINIMUM TOTAL REVENUES AVAILABLE 1900000

Page 2



Cordova District Fishermen United

¢ P.O. Box 939
Cordova, Alaska 99574
(907) 424-3447 FAX (907) 424-3430

February 25,1994

Representative Bill Williams, Chair
House Resources Comm' ' %

Room 124

State Capitol

Juneau, AK 99801-1182

Dear Representative Williams:

On behalf of Cordova District Fishermen United (CDFU), | wish to express support for your proposed committee
substitute to House Bill 238. CDFU believes this is the only approach to resolving problems with the 470 Fund that
is fair to both the people of Alaska and the oil industry. Without this proposed committee substitute, the lessons
of the Exxon Valdez oil spill disaster are forgotten and the efforts of organizations throughout the state to prevent
pollution and implement response programs are undermined. Your substitute can result in savings to the oil industry
by placing a cap on the fund without curtailing the state's ability to respond, to the day-to-day spills. In short, this
is a win-win compromise by any definition and one that the membership of CDFU can live with.

Thank you for your consideration. -

Sincerely,

cc. House Resources Committee
Senator Lincoln . '
Representative Olberg .



Regional Citizens'Advisory Council | "50W 2nd A, Suite 100 / Anchorage, Alaska 99501*2168 / (907) 277-7222 | FAX(90/) 27/-A523
“Citizens promoting environmentally sate operation oi the Alyeska terminal and associated tankers. '
Testimony to the House Resources Committee on the
Proposed Committee Substitute for House Bill 238, “Y” draft
(3/2/94)

am ayne Coleman, | am a me ber eex cutte mmittee fth
X Ponaféslt\tlye sAdvtsor Co nrgt” op Prrtnnc oun nank ?

e Tl v tﬁggat Loy,

b B et WhE 230 s AL gy

over the previous I:|o %osed

now In the Senate Finance Committee.

The RC orts t eba ic tenet of this proposed committee substitute for
Hou eE’%Afﬁ pt]t t\r}s to fi Jﬁ(\%hzi\t IS egerf] rpal?g agre to he roig ——?t
mec antsm rcacu Amrgeée alance of the HaZﬁrdous ubstance
Release Response Fu uce, some expen |t¥res rom the fund, and provide
for improvements in the administration of the fund.

We are opposed to “Splitting the nickel” and dividing the response fung into
accounts—EBone to fun% c(atagtro hic o% splll res onsgJ and t ﬁ) Oqt to? WYI
r ent|o an preétare Ness programs [Fn re%a se to spi {

the

pc?lSltlon ® ﬂé Sll Srrelttcarednesgsgnd Uf“%‘énrt’)”'c

ons. O
|ns |cEent UBF rected to
Jf) n"Josed m|t|ngsresponse to sub at tro |IIs
acco nt fo %t ofs Sk |t§ rheorlc econ arly
ro onents ott tn| eI eqgls at|on H
oposals do |tte Im% |m rove owt]eres ge atu]nd functtons

B these ar terests legislation that provi east a $74 million
tax break to Nort ope producers.

Onefactortho?eemstob o(st In this ﬁitLate is that North Slope oil is a public

[)ESOUI’CG that stoAas ans. It Alaskans choose to assess a nickel-per-

arre surchar e on IhlS reaource to ensurea equate SPIH revention an

es onse ms, 1L 1S, In Fed our rerogattve As 1his ﬁte continues, it is
Innin to e hbest |‘13u ting fo have e t&tlv s 0f the Exxon
?rafton tell the pub cand ected offl as what is an “adequate”

level of funding fort ese programs whatt ey are Iling to pay.’

Since the HB 238 “Y™" draft prop 8re|eased it hgsb en attacked as
adical.” Let’s also keeo In' mind ommi ("1 andor, D P
omm|33|oner eadwel and Representat*ve lams, who not fong ago had

the environmental communi ulp In arms for their appointments as
CommIssIio erso DEC and ¢ ah of th House Resources Commit eeb cattse of
thelr pro- eveoom%ntgtoso €S, gmay NOW econmgere aglica
environmentalists”by some people, as they voice concerns anout the Impacts of



Regional Citizens Advisory Council of Prince William Sound

these vari roposals. Concerns, which for the most part, coincide with those
emp atzilca(“J g Pessea by many citizens {n oppog?t?onq 3% (YV CSSB 515
(RES).

il et o gy s s

 Would also save North Slope oil oduc s at least $52 n in surcharge
payments through a new rﬁethocp or ca cuIatmg the%un% ance ’

0 Thi gro osal differs from grewous versions of [iB 238 an CSSBZ
mf t desn vesu harﬂep ers an utom tlc diti n
F" on tax rea een in the n|c |15'S Its) rou% eﬁ]n
%n Ing ? st te paredness P ent|ona\ res e rams.
a |l|t t slaure to sef fun Ieeb

el
saﬁ

h [
ro a dec |ne r L?rcd t?e p?ymentsm

Ql[l [0 1J0Nal TeSponse
un revenue Sources lnt IS [ﬁfOpO hererqre, the ate Impact on

urcharge payers e hut wit outtheusmﬂ risks to the
{JHC % F%yYngthhe hands rfnleg|slators P

’ |Tr1hteheYca?cu[atpch%p8 i ITSU@HOWS de's“ej;”naaJ%Xeé‘r%egfé’“r?géetf’ bsee{ﬂﬁ'”ded

mitigation account mone ostPec very from res % gartl s for épﬂ
[esponse or over3|gh ed to the extent that'the Tunds originated from
the response fund.
ThIS qsal, however, doesdlffer fro reV|os e5|ons of HB and CSSB
l2 1n that It oes | stateusa% ores ond to all but the
ar et |I#s——over # 7ons eres onse ﬁ Inyes to be

ACChRSIbIe Jor TeSpONe I ﬁp sgardléss o iz8 This takes I
con3|derat|on tmﬂng an ?oca on that are equalylmportant as spfﬁ size.

March 1, 1994



Chairman Williams and House Resources Committee Members:

lam Jim Carlton, the Mayor ofthe Ketchikan Gateway Borough, and
Iwould like to speak In support ofthe current House Resources draft

ofHouse Bill 238.

There seems to be a general understanding among those
knowledgeable of the so-called 470 Fund that the accounting
mechanism embodied in the current law iIs indeed broken. Itwas
the original intent to provide a fund of $50 million to pay for spill
response, preparedness and prevention programs. This draft
attempts to fix those accounting problems and leaves the other

working provisions of the fund in place.

This legislation takes into consideration concerns that coastal
communities had expressed last year regarding loss of the
community impact grants and funding for local emergency planning
committees. That funding remains intact iIn this draft. Also intact
are provisions which require the annual review of the state master
plan to include public and legislative review. In addition, the
legislature™ ability to set funding levels for spill prevention
programs within the Department of Environmental Conservation is
maintained. I am alsoApleased that the language pertaining to

funding of an oil response ferry remains intact in this draft.

I agree with comments made

Comm i ssioner John Sandor, that other versions of this
legislation, may leave
the state™s spill prevention and response programs underfunded. As
a mayor of a coastal community, Iwould rather see these programs
Tfunded to the fullest extent possible. We need to be pro-active and
prepared In our communities response to possible gspills, not

reactive, as we were with the Exxon Valdez disaster. In addition,



this draft still allows the fund to be used to respond to smaller spills,
which do occur much more often than a spill of the magnitude

experienced iIn Prince Willitam Sound.

It iIsmy understanding that although this legislation does not go as
far as oil industry would like, savings ofmany tens
ofmillions of dollars would still be realized by these companies. 1In
addition, any amount over what is needed to maintain the spill
reserve andxtgfe fund the important prevention and preparedness

programs, would be refunded to the oil industry.

This legislation seems to be a faircompromise between all the draft
bills which attempt to address the 470 Fund. The main thing to
keep tn mind as you review this legislation is whether it fulfills the
original intent of the legislation which states that, "funds for the
abatement ofa release of o1l or a hazardous substance will always be

available. "

Thank you for the opportunity to testify.

(1
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POSITION OF THE
ALASKA OIL AND GAS ASSOCIATION
ON
HB 238, OIL & HAZARDOUS SUBSTANCE RELEASE RESPONSE FUND
FOR PRESENTATION TO THE
HOUSE RESOURCES COMMITTEE
March 2, 1994

The Alaska Qil and Gas Association (AOGA) Bsa monrofit industry trade association,  i1its
18 member companies account for the ngjority of al and gas eploration, production,
refining, marketing and trangportation actavities in Alaska.

The AOGA position gecifically states that:

®

«

AOGA supports the proposal to ilit the currentt nidel per barrel surcharge on al
production ino two accounts; atwo cents per barrel il sall preparedness account'”,
to be funded through a permanent two cents per barrel tax, and a three cents per
barrel *‘catastrophic all discharge account'”.

AOGA beliees this proposal will ensure that there 15 a separate and secure
independent source of 050 million aaillable to the stateand local communities incase

of an emergency.

AOGA believes the two cents per barrel tax will ensure a permanent and secure
source of funding for state prevention and preparedness programs as long as al s
being produced in Alaska. The permanent two cents per barrel tax would provide
over $10 millian per year for state prevention and preparedness programs, more than
the $6.5 millin projected in the arigirel fisal nates from the 1989 and 1990
SessIons.

AOGA supports cotinuing the policy of using mitigation account reimbursement
money to fund the state™s share of the underground storage tank cleanup assistance
program. Future Exxon Valdez settlement reimbursement payments should provide
anple funding for the underground storage tank program.

AOGA supports the two-cent/three-cent litas proposed by Representative Green.

or*:.unf>M

AOGA MEMBERS:

Amerada Hess Corporation Mobil Gil Corporation

Anadarko Petroleun Corporation Petrofina Delanare, Ic.

ARCO Alaska, Irc. Petro Star, Inc.

BP Bploration Alasda), Inc. Fhilllips Petroleun Company
Chevron U.S.A. Ic. Rowan Companies, Irc.

Cook Inlet Region, Irc. Sell Western E$P Irc.

Exxon Company, U.S.A. Texaco Inc.

MAPCO Alaska Petroleun Irc. Uniion Texas Petroleum Alaska Corp.

Marathon Ol Company UNOCAL
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N y/\ r-J 793~ Involving Alaskan; with Wildlife,
Haliilal HntlConservation
March 9, 1994
T0: House Resources Conuui
FROM: Jim Glaspell
President, wtf Federation of Alaska

SUBJECT: HB 238 (An Act relating to the oil and hazardous
substance release fund ...)

Good morning Mr. Chairman and members of the House Resources
Committee. My name is Jim Glaspell, and I would like to provide
testimony on behalf of the Wildlife Federation of Alaska, the
state affiliate of the National Wildlife Federation, our
organization is particularly interested in protecting the fish
and wildlife habitat resources of Alaska, and iIn this objective
we would like to offer our comments concerning HB 238.

The best approach to protection of resources from the effects of
oil and hazardous substance spills iIs to plan effectively to
minimize spill iIncidents through prevention measures, to be
prepared to respond to a spill incident through timely and
appropriate response and cleanup activities (01l Spill
Contingency Plan procedures), and iIf necessary, to restore fish
and wildlife habitats which have been adversely impacted. The
bill before you today seeks to make changes to a program which
was originally intended to address just these iIssues, and we are
at a loss to rationalize why HB 238 iIs necessary. The existing
program as administered by the Alaska Department of Environmental
Conservation has admittedly had some problems, but it Is our
understanding that the difficulties have been dealt with as
internal administrative matters within the agency and appropriate
corrections are now in place.

ITf any legislative action is necessary at all, we do not support
the current 'S version as offered by Representative Green. As a
compromise approach, we are more supportive of the "Y' version
offered by Representative Williams since it clarifies intent and
focuses on areas of perceived problems. We are particularly
supportive of the fact that Representative Williams "Y' version
does not propose to remove '...restoration of the environment..'
from the scope of containment and cleanup.

Thank you for the opportunity to provide these comments on HB 238
for the Wildlife Federation of Alaska.

750 W. Second Avenue, Suite 200 «Anchorage, Alaska 99501 e (907) 274-3388 * FAX (907) 258-4811
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é-l: N\ F.0. Box 135E

Valdes, AK, 98088

Tourism JS Phone; 907"833-4300
A ssociation Fax: 907,835.5679
ricatton nd QURMA e+ o uTRTERFE
Honorable Bill Williams February 25,1994

Alaska Slate Legislature
State Capitol (MS 3100)
Juneau, Alaska 99801-1 182

RE: HB 238 = 470 Fund Bill

Dear Representative Williams:

The Alaska Wilderness Recreation and Tourism Association does not believe any legislation is needed
to change the management or funding of the 470 Fund. However, if the legislature is determined to pass
a hill, we thank you for introducing the House Resources Committee Substitute for HB 238.

CS HB 238 goes along way towards continuing to adequately hind the State's spill prevention and
response program while addressing concerns raised by the oil industry. As you have heard AWRTA
testify on previous occasions, the law does not give tourism businesses legal standing to file for eco-
nomic damages sustained as a result of a spill. Therefore, strong spill prevention and response programs
are the tourism, industry's only protection. We would prefer a stronger, not weaker, program.

AWRTA is particularly concerned about spill prevention and cleanup of contaminated sites in rural
Alaska. There are not many jobs for people living in rural Alaska. A growing number ofrural communi-
ties have contacted AWRTA for information on ecotourisin in hopes of beginning ecotourism type
businesses. However, contaminated sites and the potential for oil spills pose problems for their develop-
ment. | grye three examples. First, drinking water contaminated by fuel spills poses problems for some
communities. For example, because of a fuel spill, a restaurant in Chitina is importing water. Second,
the village of Chenega Bay inherited a contaminated site when it was relocated following the 1964
Earthquake. The village is located in an area with tremendous tourism potential, but before it can de-
velop tourism facilities, it must cleanup the contaminated site. Third, in rural Alaska, there arc many
aging fuel storage areas which are often iocated adjacent to rivers. Funding is needed to repair or replace
them before they cause spills which will create economic, social and environmental disasters lor the
local residents, communities downstream, and tourism businesses using those streams. The 470 fund
provides Funding for the cleanup of contaminated sites and the prevention ofo.il spills. It makes good
economic sense for the state to continue the present funding mechanism for this program.

Sincerely,



Testimony of Kenneth M. Reither
on behalfof Exxon Company, U.S.A.
llouse Resources Committee
March 16, 1994
HB 238

L The Tax Suspension Mechanism Doesn't Work.

Despite testimony last week to the contrary, the tax suspension mechanism in the current 470
fund law doesn't work. DEC agrees. The nickel surcharge is supposed to suspend when the 470
fund reaches $50 million. Even though the spill reserve is $37.4 million, the latest calculation to
determine whether the $50 million target has been reached shows as follows:

Oil surcharge cumulative revenue $115 million
Cumulative expenditures (128 million)
Difference ($13 million)

Ifthe tax suspension provision was working properly, the difference would equate to the $37.4
million spill reserve, not to a negative $13 million.

2. What does industry seek?
We are not seeking some sort oftax break from the state. We are instead seeking two tilings:

A. First, a mechanism that provides a stable source ofrevenue forongoing spill
prevention and response programs, and

B.  Second, a fix to the tax suspension mechanism so that funds available for spill
response build to $50 million as intended, but then part ofthe tax suspends unless
and until there is a draw-down below the $50 million target level.

3. There is no “immediate benefit” from any of the proposals under consideration.

DEC has published graphs that purport to show an "immediate benefit" to industry from the
proposals under consideration ranging from $26.8 million to $64.7 million. These amounts were
derived by comparing the negative $13 million yielded by the suspension formula that doesn’t
work, against the result that a fixed suspension formula would yield under the various proposals.

W believe that comparison is invalid. The proper way to calculate benefit is to compute the
difference between the tax the industry would pay under present law versus the tax it would pay



under the proposals.

Measured properly, there is no immediate benefit to industry from any of the proposals. The
earliest that any benefit can come about is mid FY95 due to a partial suspension or credit taking
effect at that time. That benefit is no where close to $26.8 to $64.7 million.

4. SplittingJhe.Nisksl

One ofthe reasons why splitting the nickel makes sense is that the 470 fund has in reality
become a dual purpose fund, trying to meet two separate and distinct needs. First, it is used to
fund ongoing spill preparation and prevention programs — needs that continue each year.
Second, it is used as a storehouse of moneys available to respond to catastrophic and other spills.

Splitting the nickel into two separate surcharges -one to take care ofthe ongoing needs and the
other to build the fund -seems to us to be a sensible and workable approach. This is the
approach taken in Representative Green’s proposal.

How" would it work? The numbers are really simple. Exhibit A shows how it would work if the
nickel is divided into a 2 cent permanent tax for ongoing programs and a 3 cent suspending tax to
build the $50 million fund.

As shown in Exhibit A, funds are available for DEC’s ongoing spill planning, prevention and
oversight programs ata level at least equal to DEC’s own recent projections. At the same time, 3
cents of the nickel surcharge suspends January 1, 1995 after the balance available for spill
response grows to about $58 million.

What happens if the Legislature adopts a 2.5 cents/2.5 cents split instead? Exhibit B describes
the result, but the only basic differences are:

A.  More dollars are available for appropriation to DEC for ongoing programs in
future years ($16.1 million or more vs. DEC's projected need of $13.5 million),
ano

B.  The buildup ofthe $50 million fund is not quite as fast as under the 2 cents/3
cents proposal.

Both raise the fund above $50 million, but how fast you get there is different between the
proposals.



DEC's 3 c.enls/2 cents proposal,

This proposal is quite different in a couple of areas. In addition to advocating 3 cents for DEC’s
ongoing programs instead of 2 or 2,5 cents. DEC advocates taking 60 percent of the $37.4 million
spill reserve and appropriating that amount to DEC in a non-lapsing appropriation to be spent
forongoing programs. The result is $38 million appropriated to DEC for ongoing programs,
compared to DEC's projected need of $13.5 million.

This proposal also reduces the spill reserve to $25.4 million and it would take 2 1/2 years for the
fund to build to $50 million. Compare this approach to the 2 cents/3 cents split —or to the 2.5

cents/2.5 cents split —where the fund will exceed $50 million by the middle of the coming fiscal

year.

Exhibit C is an analysis of this proposal.
6. H13238 "Y"; Retain the nickel

Now 1would like to turn to the proposed tax credit solution, as described in HB 238 work draft
“Y”. Under this proposal, the nickel surcharge would remain in place. A tax credit would
supposedly come into play when the amount reached for spill response got to $50 million or
more.

| tried to prepare a detailed analysis of how version "Y" would work, Exhibit D, but didn't get
very far before I ran into problems due to ambiguities as to how it would work. In addition,
although the tax credit mechanism appears simple in theory, in practice it would create a large tax
compliance problem for DOR and the producers.

Here are some of the problems | found:

The accounting problem isnot fixed. In section 4 ofthe hill, which contains the
calculation to see whether $50 million target has been reached, the bill subtracts reserves
for outstanding appropriations at page 2, line 28, then subtracts “total appropriations™ at
page 3, line 14, which appears to be a Jouble subtraction of appropriations. | have
reviewed amendment “Y .17, which confirms this observation.

In the "Y" work draft, a taxpayer is entitled to a credit against the tax imposed by AS
43.55.011-150. This appears in Sec 2at lines 6 -13. The following problems are
observed in this area:

A. AS 43.55.011-150 includes both the oil production tax (AS 43.55.011) and
the gas production tax (AS 43.55.013), which are two separate taxes.
Against which tax is the credit to be taken? Presumably it would be
against the oil production tax, but the bill should be more precise in this

-3 -



area. Il passed as drafted, 1suppose DOR would have to pass a regulation
attempting to clarify this point.

B. Under version “V”, the credit may be taken only during a tax year in which
the credit is calculated and reported. But under neither tax is there a "tax
year". These taxes are calculated and paid monthly, not annually. It is
therefore unclear what this limitation means.

C. Under "Y", the surcharge would be segregated into a separate account in
the gene.al fund. At the end of the year, the Legislature would appropriate
the nickels collected into the 470 Fund. But since the credit is allowed
against production taxes (which are paid into the general fund), that credit
effectively comes out of the general fund, not the 470 fund. Thus the 470
fund would continue to grow, funded indirectly by the general fund, and
not by the surcharge itself.

Amendment "Y.4" changes the credit to be against the surcharge itself, which solves
problems A and C mentioned above. But "Y.4" allows the credit only during the state
fiscal year in which the credit is calculated and reported. Consider activity during the 4th
quarter of the state fiscal year.

By 4/30, the Commissioner of Administration must make the calculation
and by 5/14 must report same to DOR.

DOR (within no specified time limit) calculates the amount of credit by
taxpayer and notifies each taxpayer how much each is entitled to.

But the next tax return before the end of the quarter is due June 20 and
delinquent June 30. That leaves only 45 days for DOR to make the
calculation, notify taxpayers of the amount of credit, and the taxpayers to
fold the credit into their return —otherwise the credit is apparently lost.

What if there's an amended return filed later in which a taxpayer pays more or claims an
overpayment of surcharge - oran up or down audit adjustment in a later year — that
affects the amount of surcharge due.

During those quarters when the credit is more or less than the fuft amount
of the surcharge paid, DOR cannot calculate with precision the amount of
credit due unless it waits until 1lnJ periods are closed for ALL taxpayers.

Example. Suppose the amount of credit is $3.0 million and suppose the

surcharge collected was $6.5 million. Initially the credit is 46.15% of the
tax paid. So far, so good. But suppose next year an adjustment is made in

_ 4 -



one taxpayer's return resulting in total pre-credit surcharge due of $6.55
million. Now the applicable credit is 45.80%, not 46.15° and an
adjustment is due every other taxpayer. Multiply this by the 14 or so
producers in Alaska.

This is a real concern. There is an issue now of whether Natural Gas
Liquids are gas or oil. Should the DOR prevail in it’s claim that they are
oil, then amended returns will be required which change the number of
barrels reported and accordingly the surcharge due. Depending on when
this issue is resolved, and it could be five to ten years from now, the
burden of going back and recalculating the tax credit could be very large.

No taxpayer can verify Hie accuracy of the amount of credit calculated by DOR without
knowing the total amount of surcharge collected from the other taxpayers (as adjusted
after audits are closed — 10 or more years later).

Page 5, lines 7-15. These lines may not be appropriate to this bill since they refer a
situation where the tax isto be reimposed. But this bill has a tax credit mechanism, not a
suspension/ reimposition mechanism.

Now, I have no doubtthat DOR can write regulations and make any calculation required under
just about any law that is passed. But as | mentioned earlier, the tax credit mechanism appears to
be easy in theory, butin practice it would create a very large tax compliance burden for both
DOR and the producers.

It seems to us to be much simpler to split the nickels instead. Then, when the $50 million cap

is reached, all DOR would have to do is send a form letter to the producers, notifying them ofthe
suspension or reinstatement of the surcharge. DOR would have nothing to calculate.

summary

To summarize, we do not support the tax credit solution to this problem. Although some of the
problems I have described could be cured through amendment, these facts remain:

L You still end up with one fund trying to do two jobs;

2. The effort required by DOR and the taxpayers to make and keep up with the calculations
seems out of line with the objectives that are being sought.

3. The far simpler approach is to split the tax into two parts —one to fund ongoing
programs and the other to build the $50 million fund,



Under the split nickel proposal we have supported, only part of the nickel tax suspends - and
only alter full funding ol DhC's ongoing programs —and only alter the full S50 million fund is
built up for response to catastrophic and other spills to be addressed out of that fund.

Thank you for the opportunity to testify.

KMR :Im



Exhibit-A
SB 215 / HB 238
2 cent Permanent Tax for Ongoing Programs
3 cent Suspending Tax for $50 million Fund
@& million - all numbers approximate)

6/30/94 Spill Reserve 37.4 Million
FY94 collections from 5 cents/bbl surcharge 26.0 Million

Transition and FY95 F uxiding

13.5 Appropriated to the new

abatement account in the 470 fund for use
by DEC for ongoing spill prevention and
response preparedness programs.

26.0 FY94

nickels 12.5 Appropriated to the new
account in the 470 fund for use by DEC to
respond to catastrophic and other spills
for which the account may be used.

37.4 Appropriated from the former spill
reserve to the spill response account.

49.9 Total balance in spill response account
available for emergency response to
catastrophic and other spills.

During First Quarter FY95
30 days into Quarter, Commissioner of Administration adds:
0.0 Collected during the prior quarter under the 3 cent

spill response surcharge (None because law has just
taken effect).

0.0 Prior quarter recoveries in the spill response
mitigation account. (None, same reason.)
49.9 Unreserved and unobligated balance in the spill

response account of the 470 fund.

49. 9 Total. Spill response surcharge remains in effect
for next quarter.



Note closeness to $50 million target — in reality, the tax might
suspend at the end of the quarter It the total came out higher.

Meanwhile, during that quarter,

2.6 million is collected from the permanent 2 cents surcharge
and segregated in a separate account in the general fund.

3.9 million is collected from the spill response 3 cents
surcharge and segregated In a separate account in the general
fund.

During Second Quarter FY95

30 days into the quarter, Commissioner of Administration adds

3.9 Amount collected through the prior quarter under
the spill response surcharge”™.

0.1 Amount collected through the prior quarter as
recoveries to the spill response mitigation
account.

49.9 Unreserved and unobligated balance in the spill

response account of the 470 fund.

53.9 Total. The spill response 3 cents surcharge 1is
suspended, beginning next quarter.

These numbers assume that no catastrophic or other spill has taken
place causing a reduction of the unobligated balance in the
response account.

The Commissioner of Administration notifies Department of Revenue
of result. Department of Revenue in turn notifies the oil
producers that the 3 cents surcharge iIs suspended as of the third
quarter (1/1/95).

Meanwhile, during that Second Quarter,

2.6 million is collected from the permanent 2 cents surcharge
and segregated In a separate account in the general fund.

3.9 million i1s collected from the spill response 3 cents
surcharge and segregated iIn a separate account in the general



fund (because that surcharge iIs not suspended until the
beginning of the next quarter).

30 days into the quarter, the Department of Administration updates
the calculation and notifies Department of Revenue of the result:

7.8 Amount collected through the prior quarter under
the spill__r._espjmEg £mEghafgen.

0.2 Amount collected through the prior quarter as
recoveries to the spill response mitigation
account.

49.9 Unreserved and unobligated balance in the spill

response account of the 470 fund.

57.9 Total. The spill response 3 cents surcharge
remains suspended.

If the result is less than $50 million, the surcharge is
reinstated at the beginning of the next quarter.

FQ.ur.th Quarter. EY95.

The Department of Administration updates the calculation and
notifies L partment of Revenue of the result. If the result is
less than $50 million, the surcharge is reinstated at the

beginning of the next quarter.



Beginning o.f FY 96

AS TO ONGOING PROGRAMS FOR SPILL PREPAREDNESS

The following is available for appropriation to the 'contingency
and abatement account” iIn the 470 fund for DEC®S use for ongoing
spill prevention and response preparedness programs:

10.4 Amount collected during FY95 from the 2 cent
permanent surcharge (@ quarters of $2.6 million
each).

0.4 Cost recoveries, Tines, penalties and other funds
in the "contingency and abatement mitigation
account'.

2.7 Approximate amount of iInterest accrued during the

year on the (O balance in the 470 fund and (@
amount collected under the spill response surcharc
during the prior year.

??7? Registration and certification fees collected.

13.5 or more (DEC"s projected need.)

AS TO THE SPILL RESPONSE ACCOUNT

The spill response account grows above $50 million:

3.9 1st quarter collections from 3 cents spill response
tax.

3.9 2nd quarter collections from 3 cents spill response
tax.

0.4 Estimated recoveries.

49.9 Prior balance i1n spill response account.

58.2 New balance in spill response account.



OVERALL RESULT AFTER FIRST YEAR OF OPERATION UNDER_NEBLLAW

Funds are available for DEC"s ongoing spill planning, prevention,
and oversight programs, sufficient according to DEC*S own
projections. At the same time, the 3 cents spill response
surcharge suspends as of January 1, 1995 and the balance in the
470 fund for spill response grows to over $58 million.

Note: The $58 million would vary depending on when the suspension
took place, which could be earlier or later depending on the exact
6/30/94 balance in the spill reserve and the exact amounts
collected during FY 94 from the surcharge.

There i1s no "immediate benefit"” to oil producers. The only
benefit to producers is due to a suspension of 3 cents of the
total 5 cents in surcharges half way during FY95 after funds
available for spill response grows above the $50 million target —
the target intended when the nickel surcharge was enacted.

OVERALL RESULT FOR .FUTURE

Sufficient funds continue to be available through the 2 cents
permanent surcharge, iInterest, recoveries and other sources for
ongoing spill planning, prevention, and oversight programs by DEC.

At least $50 million is banked and available for spill response.
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SB 215 / HB 238
2.5 cent Permanent Tax for Ongoing Programs
2.5 cent Suspending Tax for $50 million Fund
@& million - all numbers approximate)

6/30/94 Spill Reserve 37.4 Million
FY94 collections from 5 cents/bbl surcharge 26.0 Million

Transition and FY95 Funding

13.5 Appropriated to the new

abatement account in the 470 fund for use
by DEC for ongoing spill prevention and
response preparedness programs.

26.0 FY94

nickels 12.5 Appropriated to the new
account in the 470 fund for use by DEC to
respond to catastrophic and other spills
for which the account may be used.

37.4 Appropriated from the former spill
reserve to the spill response account.

49. 9 Total balance in spill response account
available for emergency response to
catastrophic and other spills.

During- First -Quarter. FY.95
30 days i1nto Quarter, Commissioner of Administration adds:
0.0 Collected during the prior quarter under the 2.5
cent spill response surcharge (None because law has

Jjust taken effect).

0.0 Prior quarter recoveries in the spill response
mitigation account. (None, same reason.)

49. 9 Unreserved and unobligated balance in the spill
response account of the 470 fund.

49 9 Total. Spill response surcharge remains in effect
for next quarter.



JCluU %

Note closeness to $50 million target — in reality, the tax might
suspend at the end of the quarter i1f the total came out higher.

Meanwhile, during that quarter,
3.25 million i1s collected from the permanent 2.5 cents
surcharge and segregated in a separate account in the general
fund.
3.25 million is collected from the spill response 2.5 cents

surcharge and segregated in a separate account in the general
fund.

30 days into the quarter, Commissioner of Administration adds

3.25 Amount collected through the prior quarter under
the £pill. _response surcharge.

0.1 Amount collected through the prior quarter as
recoveries to the spill response mitigation
account.

49.9 Unreserved and unobligated balance i1n the spill

response account of the 470 fund.

53.25 Total .The spill response 2.5 cents surcharge 1is
suspended, beginning next quarter.

These numbers assume that no catastrophic or other spill has taken
place causing a reduction of the unobligated balance in the
response account.

The Commissioner of Administration notifies Department of Revenue
of result. Department of Revenue iIn turn notifies the oil
producers that the 2.5 cents surcharge i1s suspended as of the
third quarter (1/1/95;.

Meanwhile, during that Second Quarter,
3.25 million is collected from the permanent 2.5 cents

surcharge and segregated In a separate account in the general
fund.

_9 -



3.25 million i1s collected from the spill_respons e 2.5 cents
surcharge and segregated In a separate account iIn the general
fund (because that surcharge iIs not suspended until the
beginning of the next quarter).

30 days into the quarter, the Department of Administration updates
the calculation and notifies Department of Fevenue of the result:

6.5 Amount collected through the prior quarter under
the spill response surcharge.

0.2 Amount collected through the prior quarter as
recoveries to the spill response mitigation
account.

49.9 Unreserved and unobligated balance in the spill

response account of the 470 fund.

56.6 Total. The spill response 2.5 cents surcharge
remains suspended.

If the result is less thar. $50 million, the surcharge is
reinstated at the beginning of the next quarter.

Eo.urth Quarter FY95

The Department of Administration updates the calculation and
notifies Department of Revenue of the result. If the result 1is
less than $50 million, the surcharge is reinstated at the

beginning of the next quarter.



Beginning_of JEX?6

&S _1Q. QNgQIMg.~PRQ.CIBENS_£gR SPILL PREPAREDNESS

The following is available for appropriation to the '‘contingency
and abatement account™ In the 470 fund for DEC"s use for ongoing
spill prevention and response preparedness programs:

13.0 Amount collected during FY95 from the 2.5 cent
permanent surcharge (@4 quarters of $3.25 million
each).

0.4 Cost recoveries, fTines, penalties and other funds
in the "contingency and abatement mitigation
account'.

2.7 Approximate amount of interest accrued during the
year on the (@) balance in the 470 fund and (@
amount collected under the spill response surcharge
during the prior year.

223. Registration and certification fees collected.

16.1 or more (DEC"s projected need is 13.5)

AS TO THE SPILL RESPONSE ACCOUNT1
The spill response account grows above $50 million:

3.25 1st quarter collections from 2.5 cents spill
response tax.

3.25 2nd quarter collections from 2.5 cents spill
response tax.

0.4 Estimated recoveries.
49.9 Prior balance in spill response account.
56.8 New balance in spill response account.



OVERALL . .EESULT-AETER-.F.IRSr_XEAR OF OPERATION_ONDER_NEW_LAW

Funds are available for DEC"s ongoing spill planning, prevention,
and oversight programs, sufficient according to DEC"s own
projections. At the same time, the 2.5 cents spill response
surcharge suspends as of January 1, 1995 and the balance i1n the
470 fund for spill response grows to over $56 million.

Note: The $56 million would vary depending on when the suspension
took place, which could be earlier or later depending on the exact
6/30/94 balance in the spill reserve and the exact amounts
collected during FY 94 from the surcharge.

There 1s no "immediate benefit" to oil producers. The only
benefit to producers is due to a suspension of 2.5 cents of the
total 5 cents in surcharges half way during FY95 after funds
available for spill response grows above the $50 million target —
the target intended when the nickel surcharge was enacted.

OVERALL RESULT FOR FUTURE

More than sufficient funds continue to be available through the
2.5 cents permanent surcharge, interest, recoveries and other
sources for ongoing spill planning, prevention, and oversight
programs by DEC.

At least $50 million is banked and available for spill response.



Exhibit C
SB 215 / HB 238
3 cent Permanent Tax for Ongoing Programs
2 cent Suspending Tax for $50 million Fund
@& million - all numbers approximate)

6/30/794 Spill Reserve 37.4 Million
FY94 collections from 5 cents/bbl surcharge 26.0 Million
Transition and FY95 Funding

1. Appropriation to Contingency and Abatement Account for use by
DEC for ongoing programs.

15. 6 60% of FY94 nickels collected.
22.4 60% of Spill Reserve.
Total appropriated to DEC for ongoing programs.
-(13,5). DEC"s projected need.
25.5 Excess over need.

2. Appropriation to Reserve Account for spill response.

10.4 40% of FY94 nickels collected
15.0 40% of Spill Reserve
25.4 Total appropriated to spill response account

During Eirst -Quartgr FY95
30 days into Quarter, Commissioner of Administration adds:
0.0 Collected during the prior quarter under the 2 cent

spill response surcharge (None because law has just
taken effect).

0.0 Prior quarter recoveries in the spill response
mitigation account. (None, same reason.)
25.4 Unreserved and unobligated balance in the sp_iH
response account of the 470 fund.
25.4 Total. Spill response surcharge remains in effect

for next quarter.
Meanwhile, during that quarter,

3.9 million is collected from the permanent 3 cents surcharge
and segregated In a separate account In the general fund.



2.6 million i1s collected from the spill, response 2 cents
surcharge and segregated in a separate account iIn the general
fund.

D.uring_Ssppnd Qu.ar_ter EY.S5

30 days into the quarter, Commissioner of Administration adds

2.6 Amount collected through the prior quarter under
0.1 Amount collected through the prior quarter as
recoveries to the spill response mitigation
account.
25.4 Unreserved and unobligated balance 1in the spill
response.account of the 470 fund.
28.1 Total. The spill response 2 cents surcharge is not
suspended.

Meanwhile, during that Second Quarter,

3.9 million i1s collected from the permanent 3 cents surcharge
and segregated In a separate account iIn the general fund.

2.6 million is collected from the spill response 2 cents
surcharge and segregated In a separate account in the general
fund (because that surcharge iIs not suspended until the
beginning of the next quarter) .

Third..Quarter £Y.95

30 days into the quarter, the Department of Administration updates
the calculation and notifies Department of Revenue of the result:

5.2 Amount collected through the prior quarter under
the spill response surcharge.

0.2 Amount collected through the prior quarter as
recoveries to the spill response mitigation
account.

25.4 Unreserved and unobligated balance in the spill
response account of the 470 fund.

31.0 Total. The spill response surcharge remains in
place.



Eour.th_Quarter. FY95

The Department of Administration updates the calculation and
notifies Department of Revenue of the result. As with the prior
quarter, the suspending 2 cents surcharge remains in place.

AS TO ONGOING PROGRAMS FOR SPILL PREPAREDNESS

The following s available for appropriation to the 'contingency
and abatement account™ in the 470 fund for DEC"S use for ongoing
spill prevention and response preparedness programs:

15. 6 Amount collected during FY95 from the 3 cent
permanent surcharge.

0.4 Cost recoveries, fTines, penalties and other funds
in the "contingency and abatement mitigation
account'.

2.7 Approximate amount of interest accrued during the

year on the (@) balance in the 470 fund and (@)
amount collected under the spill response surcharge
during the prior year.

77? Registration and certification fees collected,

18.7 or more (6.2 over DEC"s projected need of 13.5).

Excess appropriation this year.
Excess to need appropriated prior year.
emulative excess.

w N
= 01 o
~N o1 N

AS TO THE SPILL RESPONSE ACCOUNT

The spill response account doesn"t yet reach $50 million:

10.4 4 quarters of collections of spill surcharge
0.4 Estimated recoveries.

2.4 Prior balance in spill response account.

36.2 New balance in spill response account.



OVERALL RESULT. AFTER_FIRST. .YEAR .OF OPERATION UNDER NEW LAW

Funds available for DEC"s ongoing spill planning, prevention, and
oversight programs greatly exceed need (by tens of millions).

At the same time, the 2 cents spill response surcharge remains in
place during the fiscal year. The spill response fund i1tself is
reduced initially from 37.4 million to 25.4 million, and increased
by year end to 36.2 million.

It will take at least 6 more quarters before the $50 million
target iIs reached and the 2 cents tax Is suspended.



e 1| ] ill

Exhibits
HB 238 Work. Draft Y

Retain 5 cent/bbl surcharge
Allow tax credit when fund exceeds $50 million

6/30/94 Spill Reserve 37.4 million
FY94 collections from 5 cen™ surcharge 26.0 million
Transition and FY95 Funding
26.0 FY94 nickels collected are appropriated to the 470
fund, 13.5 of which i1s appropriated for ongoing DEC
programs and 12.5 to the spill reserve.
37.4 6/30/794 spill reserve balance.
63.4 New balance in 470 fund, of which 49.9 would be in
the spill reserve (12.5 plus 37.4).
D.uring 1st Quarter FY95

30 days into the quarter, the Commissioner of Administration adds:

49.9 Unreserved and unobligated balance in the 470 fund
(63.4 total minus 13.5 reserved for appropriations)

0.0 Cumulative nickels collected through prior quarter
(would be zero since the prior quarter collections
have already been appropriated to the 470 fund)

0.0 Balance of the mitigation account (also zero)
49. 9

And subtracts:

-(13¥%). Total appropriations from the 470 fund
36.4

Thus despite the fact that the spill reserve is 49.9 million, the
formula yields 36.4 million.



Regional Citizens' Advisory Council  1*50W, 2nd Ave.. Suiie 100 Anchorage. Alaska 99501-2168  190*1 2." -?222  .-AX 90ri2,"-452
'Citizens promoting environmental/v sate operation ot the Alveska terminal ano associated tankers. '

March 15, 1994

Representative Bill Willians, Chair
House Resources Committee

State Capitol

Juneau, Alaska 99801

Dear Representative Williams:

Following testimony by Prince Willian Sound Regional Citizens’Advisory
Council (RCAC) on March 9, some members of the House Resources
Committee requested more information on the budget chart prepared by the
Exxon Corporation. Attached isa copy of the chart. Below are hullets that
point out the Inconsistencies and Inaccuracies of this information.

= The chart cites a report completed by BCSB Marketing for RCAC In
December 1992 as ts source. This suggests that the chart was produced
by BCSB. This isnot accurate; the chart was produced by the Exxon
Corporation.

e The BCSB report provides information on annual appropriations for
Alaska Department of Environmental Conservation (DEC) core saill
prevention and response programs for the fisal years (FY) 91 through 9.
There isno informationon FY 90 and 4. The purpose for showing the FY
91-93 appropriation leels in the BCSB reportwas to illustrate that
despite the availability of response funds, the level of funding for core
programs has remained relatively constant during those years.

= In the report, no atiempt was made to analyze the adequacy of
appropriations to these DEC programs-—-most ofwhich have not been fully
implemented.

= The most glaring error of the Exxon Corporation chart, however, is that it
inaccurately compares “apples and oranges” and “credits’” the poor
analysis to another author. Seecifically, the chart lire “actual
appropriations” includes appropriations for all authorized uses of the
response fund. The lire “original fiscal notes” includes only a select few
fisal notes— primarily those from the “goill bill package’ passed in 1989
and additional legislation passed In 1990. These include SB 261, state
and regional contingency planning; SB 264, response corps and depots;
and HB 566 and 567, contingency planning and financial responsibility
filings. These are only a subset of authorized uses of the response fund.



Prince William Sound Regional Citizens’ Advisory Council

= Conspicuously absent from the analysis is the fisal note for the Alaska
Marine Highway Ferry which causes a jump in the appropriation lire in
FY 93. The fisal note line does not include the fiscal note that
accompanied that authorizing piece of legislation. When this issue was
raised before the Senate Finance Committee on March 1, Senator Drue
Pearce also noted this inconsistency and remembered that the Exxon
Corporation had not testified in opposition to the legislation that
authorized use of the response fund for the ferry.

As stated INRCAC SMarch 9 testimony, It isextremely unprofessional to
produce false information and cite another entity as the source. At the very
lesst, the Exxon Corporation owes RCAC an apology and should withdraw
this misinformation from the legislative record.

Sincerely,

Attachment

March 15, 1994



Source: "Alaska's Oil & Hazardous Substance Release Response Fund", Report by BCSB Marketing for
Prince William Sound Regional Citizen's Advisor Council, Oil Spill Prevention and Response Committee,
December 1992



H Actual Appropriations 0O Original Fiscal Notes

525.000.000.00 ]
520.000.000.00 =
$15,000,000.00 -»
$10,000,000.00

FY 90 FY 91 FY 92 FY 93 FY 94

Source: "Alaska's Oil & Hazardous Substance Release Response Fund", Report By BCSB Marketing for Prince William Sound

Regional Citizen's Advisor Council, Oil Spill Prevention and Response Committee, December 1992.



2 CENT BUDGET - PREVENTION RESPONSE PROGRAMS

DEC - Spill Prevention and Response, Director
Government Preparedness
Industry Preparedness
Underground Storage Tanks
Fund Administration and Support
Directors Office
Laboratory Operation and Maintenance
DCRA- SERC
DMVA/DES - SERC
DMVA/DES - Response Preparedness & Planning
DOA - PWS Communication System Maintenance
DOT/PF - SERC
DF&G - SERC
DF&G - Industry Contingency Plan Reviews
DF&G - State & Regional Master Plan
DH&SS Response Training
Labor - SERC
LAW - Regional & Central Office
LAW - Assistance to Exxon Valdez Private Plaintiffs
LAW - SERC Guidance
LAW - RP ldentification, Enforcement & Cost Recovery
DNR- SERC
DNR - Industry Contingency Plan Reviews
DNR - State & Regional Master Plan
DPS - Enviromental Crimes
DPS - SERC
U of A Research
TOTAL EXPENDITURES

Revenues on 2 Cent per Barrel (per ADEC Estimate)
Interest on Spill Reserve (50m, 5%)

Exxon Valdez Reimbursements to Mitigation Account ($28
million through the year 2001 - Annual amounts may vary)

MINIMUM TOTAL REVENUES AVAILABLE

Page 1

DEC/OMB FY 95
Budget Request

980.70
4,067.40
2,351.90

108.30

746.50

123.00

186.50

13.50
11.00
210.00
186.50
6.50
6.50
45.40
140.20
12.00
50.00
9.50
151.60
330.00
25.00
655.20
9.50
92.50
124.60
50.00
200.00
10,727.30

10,400.00
2,500.00

3,500.00
16,400.00



2 CENT BUDGET - PREVENTION RESPONSE PROGRAMS AND CONTAMINATED SITES PROGRAM

DEC/OMB FY 95
Budaet Reauest

Contaminated Sites 2,747.30
DEC - Spill Prevention and Response, Director 980.70
Government Preparedness 4,067.40
Industry Preparedness 2,351.90
Underground Storage Tanks 108.30
Fund Administration and Support 746.50
Director's Office 123.00
Laboratory Operation & Maintenance 186.50
DCRA- SERC 13.50
DMVA/DES - SERC 11.00
DMVA/DES - Response Preparedness & Planning 210.00
DOA - PWS Communication System Maintenance 40.00
DOA - Two-way Radio Equipment Maintenance 20.00
DOT/PF - SERC 6.50
DF&G - SERC 6.50
DF&G - Industry Contingency Plan Review 45.40
DF&G - State & Regional Master Plan 140.20
DH&SS - Response Training 12.00
Labor - SERC 50.00
LAW - Regional & Central Office 9.50
LAW - Assistance to Exxon Valdez Private Plaintiffs 151.60
LAW - SERC Guidance 330.00
LAW - RP Identification, Enforcement & Cost Recovery 25.00
DNR- SERC 655.20
DNR - Industry Contingency Plan Reviews 9.50
DNR - Slate & Regional Master Plan 92.50
DPS - Enviromental Crimes 124.60
DPS - SERC 50.00
U of A Research 200.00
TOTAL EXPENDITURES 13,514.60
Revenues on 2 Cent per Barrel (per ADEC Estimate) 10,400.00
Interest on Spill Reserve (50m, 5%) 2,500.00
Exxon Valdez Reimbursements *o Mitigation Account ($28
million through the year 2001 - Annual amounts may vary) 3,500.00
MINIMUM TOTAL REVENUES AVAILABLE 16,400.00

Page 2



2.5 CENT BUDGET - PREVENTION RESPONSE PROGRAMS

DEC - Spill Prevention and Response, Director
Government Preparedness
Industry Preparedness
Underground Storage Tanks
Fund Administration and Support
Director's Office
Laboratory Operation and Maintenance
DCRA - SERC
DMVA/DES SERC
DMVA/DES - Response Preparedness & Planning
DOA - PWS Communication System Maintenance
DOT/PF - SERC
DF&G - SERC
DF&G - Industry Contingency Plan Reviews
DF&G - State & Regional Master Plan
DH&SS Response Training
Labor - SERC
LAW - Regional & Central Office
LAW - Assistance to Exxon Valdez Private Plaintiffs
LAW - SERC Guidance
LAW - RP Identification, Enforcement & Cost Recovery
DNR- SERC
DNR - Industry Contingency Plan Reviews
DNR - State & Regional Master Plan
DPS - Enviromental Crimes
DPS - SERC
U of A Research
TOTAL EXPENDITURES

Revenues on 2.5 Cent per Barrel (per ADEC Estimate)
Interest on Spill Reserve (50m, 5%)

Exxon Valdez Reimbursements to Mitigation Account ($28
million through the year 2001 - Annual amounts may vary)

MINIMUM TOTAL REVENUES AVAILABLE

DEC/OMB FY 95
Budget Request

980.70
4,067.40
2,351.90

108.30

746.50

123.00

186.50

13.50
11.00
210.00
186.50
6.50
6.50
45.40
140.20
12.00
50.00
9.50
151.60
330.00
25.00
655.20
9.50
92.50
124.60
50.00
200.00
10,727.30

13,000.00
2,500.00

3,500.00
19,000.00



CENT BUDGET - PREVENTION RESPONSE PROGRAMS AND CONTAMINATED SITES PROGRAM

DEC/OMB FY 95
Budget Reouest

Contaminated Sites 2,747.30
DEC - Spill Prevention and Response, Director 980.70
Government Preparedness 4,067.40
Industry Preparedness 2,351.90
Underground Storage Tanks 108.30
Fund Administration and Support 746.50
Director's Office 123.00
Laboratory Operation & Maintenance 186.50
DCRA - SERC 13.50
DMVA/DES - SERC 11.00
DMVA/DES - Response Preparedness & Planning 210.00
DOA - PWS Communication System Maintenance 40.00
DOA - Two-way Radio Equipment Maintenance 20.00
DOT/PF - SERC 6.50
DF&G - SERC 6.50
DF&G - Industry Contingency Plan Review 45.40
DF&G - State & Regional Master Plan 140.20
DH&SS - Response Training 12.00
Labor - SERC 50.00
LAW - Regional & Central Office 9.50
LAW - Assistance to Exxon Valdez Private Plaintiffs 151.60
LAW - SERC Guidance 330.00
LAW - RP Identification, Enforcement & Cost Recovery 25.00
DNR- SERC 655.20
DNR - Industry Contingency Plan Reviews 9.50
DNR - State & Regional Master Plan 92.50
DPS - Enviromental Crimes 124.60
DPS - SERC 50.00
U of A Research 200.00
TOTAL EXPENDITURES 13,514.60
Revenues on 2.5 Cent per Barrel (per ADEC Estimate) 13,000.00
Interest on Spill Reserve (50m, 5%) 2,500.00
Exxon Valdez Reimbursements to Mitigation Account (S28
million through the year 2001 - Annual amounts may vary) 3,500.00

MINIMUM TOTAL REVENUES AVAILABLE 19,000.00



Representative Biii Williams
State Capitol

Juneau
3.3.94.

uear Representative Williams.

i have the honor of representing the citizens of Seward on the Prince William Sound
Regional Citizens Advisory Council.

With regard to your Y version of HB 238, 1wish to tell you that both myself and | am sure
most or '\;lhe citizens oi this community are Yuliy in support of your modifications to fho
House Mjj;.

it is obvious (hat you have put a great deal of work and thought into this complex issue,
and you appear to have struck a workable compromise which we hope will be acceptable
to ail the parties concerned.

This community of Seward is the headquarters for administration and visitor handling of
tourists visiting the Kenai Fjords National Park. After Denali we ere rapidly becoming one
of ins major visitor attractions in the State.

Utsraiiy thousands ot our residents are becoming reliant upon the tourist industry to sam
a livelihood, and since we would certainly be in the path of any future oii spiiis In PWS.
those livelihoods ccuid be piaced in jeopardy.

We must be increasingly vigilant, since as the years go by; and ths tankers and terminal
equipment in Valdez ages, then ihe potential for accidtente is also increasing.

When we iook at thg overall costs of over 2 billion dollars for the Exxon Vaidsz clean up,
even trie present proposed cap of 50 million dollars is only two and a half percent of the
cost of a major ciean up operation, and would oniv be of token vaiue in the case of ‘he
next major spill.

In summary we applaud your efforts on behalf of the resident? nf the oil spill affected
areas, and hope that your fellow representatives are able to recognise a!! the good points
of your modified “Y" version oi HB 238. We would be very obliged if voyr secretary could
Xerox copies ot this letter io the other Representatives concerned with 238 and so assure
them of ine strong support for your version of the bill in this and the other oiled
uOiniMurmios.

Yours Wy Sincereiy; v 1 1
A/IVTIU __ A2 y — -

Dennis Lodge. Seward hCa C represeniative.



From the desk of Richard A. Fineberg P.O. Box 416
Ester, Alaska 99725 Phone / Fax (%7) 479-7778

(ViaFax)
February 26, 1994

Rep. Bill Williams, Chair

House Resources Committee _
Alaska State House of Rqrresentatives
Juneau, Alaska 99801-1182

Re: SB 215 /SB 238 ("470" Fundi

Dear Rep. Williars:

Once again you are being asked to consider bills modifying the oil spill response "470"
fund on behalfof the oil industry. 1am strongly oE)posed to any attempt to restructure
orreduce the "470" fund and its mission without clear recognition of two things:

— > the crucial, importance of prevention in the State's oil spill prevention
program; and _ _ .

= > theincredible magnitude of North Slope profits.

Regarding the first point, | find it strange that less than five years after the Exxon Valdez
ran aground, unleashlnﬁ what was_aré]uably the worst oil spill in this nation's history,
citizens are once again have to remind the Legislature that foolish complacency and
misplaced trustplayed majorroles in causing that spill. Although the Senate Resoures
Commitee blatantly ignored the testimony from others in opposition to changing the
"470" fund at this time, | believe that strong and well-grounded testimony covered the
first point; 1 turn therefore to the second

Spread across all North Slope oil production, the so-called "nickel-per-barrel” surcharge
actually amounts to less than three cents per barrel after taxes. According to the Dept, of
Revenue's Feb. 9 letter to Senator ZharofF, there are two principal reasons for this: _
First, the surcharge does notapply to royalty barrels, and, secondly, on the remaining
7/80f production to which the surchar%eappl_les, it is deductible from federal income
tax. In simplified form, the true cost ot the nickel per barrel would look like this:
$0.05  surcharge on taxable (ncm-royalty) barrels
x 0.875 approximate equity (non-royalty) fraction
= $0.04375 gre-taxsurchargespread across all barrels
X 0,66 5% federal income tax allowance for the $0.0 375 per-harrel payment
= $0.02843 (2.433cents per barrel) cost of the nickel-per-barrel after consideration
of royalty and federal'income taX effects

That’s less than one percentof CY 1993 after-tax Alaska North Slope production and
pipeline profits of approximately $2.96 per barrel. Thatﬁer-ba_rrel profit produced an
annual profit in excess of $1.7 billion for the industry. This estimate, incidentally, fully
recognizes the industry's poor fourth-quarter performance. Even on those few dark
daysin December when piices were at the $10.00 per-barrel level, it appears that North
Slope profits were still running on the order of $400,000.00 per day.

To determine whether this 2.8 cents per barrel si%nificantly_ affects oil industry
operations, let's consider these profits in terms oT what an"investor might earn



\Y,
from richoro fihedcrg 02.26.1991 16100

Finebcrg/ Rep. B il Wiliams
2/26/94 (Page 2)

elsewhere. If North Slope production and pipelining were controlled by one company

instead of three, that firm’s 1993 profits would have'ranked on a par with the seventhi

most profitable firm on the Fortune 500 list of the nation's most profitable companies in

1992. Clearly, North Slope investors would be hard-pressed to duplicate their North

Slope profits anYWhere else in the nation. The Fortune listing from 1992 is attached to

tdhem or%,strate that North Slope operations rankamoog the mostprofitable enterprises in
e nation.

Itis also noteworthy thatcompared to Fortune 500 leaders in other industries, (he North
Slope is remarkably constant in its profits. Between 1987 and 1992,1estimate that
North Slope production and pipelining profits exceeded $2 billion in everya/ear. By
comparison, during those years, Fortune 500 powerhouses such as GM and IBM
vanished from the ranks of the mostprofitable, racking UF huge losses for several years
ina row when they encountered hard times. In contrast, the costs of the Exxon Valdez
didn'teven knock Exxon out of the top five in 1989, while the oil market's travails in
late 1993 only put a relatively small dent in the profitability of Alaskan operations for the
year.

The spreadsheeton which my 1993 profit estimates are based is attached. The right-
hand column identifies the sources for the data | have used. These are all published
sources, and perhaps the most surprising thln%ls that the industry’s oné;om%_publlc
relations campaign has been so effective that these numbers are not widely discussed.
Those of you who are familiar with the estimates | did in 1992 in a report to the Senate
Finance Committee will recognize that I have revised my estimates to reflect new
?roductgon cost data released by the Department of Revenue and published last fell by
he Legislative Research Agency.

Clearly, $0.03 per barrel is at mosta minute fraction of North Slope profits. Moreover,
this surcharge is virtually irrelevant to Ion%—term industry profitability models, which
typically forecast price changes in the $2.00- to $5.00-per-barrel range. Those models
indicate that the North Slope should produce similarly strong profits into the next
century, with or without alteration to the "470” fund.

I can thirkof saveral reasons why treail industry might wish todivert treLegisiature
intovasting time on thisred herming.  Butt | an. see no good reasonwhy you, as our
elected rqpresantataves, should @l forthis industry ploy.  Inmy estinatian, your tine
duringa 120-day session istoovalueble towaste bn thiseaursion.  Your ssrvicssare
badly needed in other aress.

If | can provide additional information, please letme know. In the meantime, I close
with best wishes in your efforts to resolve the far more pressing administrative and

budgetproblems feeing you.

enc.
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o
Alaska State Legislature

Please emar Into tlta record Ty teatlfTiony to the . ASU telC #
committee name

committee on H.$ ffp /ff t/
bill/subject
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Stato

Alabama
Alaska

Arizona

Arkansas

California

Colorado
Connecticut

Delaware

Florida

Georgia
Ilo WOK
Idaho

r Illinois
Indiana
lowa

Kansas

Kentucky

Louisiana

<£
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State Fees on Qil for Spill Response and Adminlslrallon Costs*

»

Fee
Nona

5 cents par barrel

1rent pargallon of gasoline (all kinds), diesel,
and keroseno

Nona

25 canls por barrel tor response (this has not
boon collected since Feb 1991 whon the fund
reached Its cap); 4 oonls por barrel tor
administration (this may bo reducod by the
administrator In future years)

Nona
Nona

y»0 of a % of the gross roceipls tax

2 cents por barrel

Nona
Nona

1 oent par gallon

None
None
Nona

16cant9perbarro)

Nono

2 cents par barrel

Who Must Pay

Evory oil producer In lho stato '

Tho UST owner whan oil is purchased or whon
iho annual (ax return Is due

Every marine tormlnal operator for oil delivered
through lho torrninal; every pipeline operator for
oH transported into Iho state; and just the 25-
oerrt foe for refinery operators for crude oil
rocolvedattherellnory

Tho wholesaler of potroleum end petroleum
products (an exemption Is allowed (or crude oil)

Any person who engages in tho production or
importation of oil

The lIrst licensed distributor who transfers a
petroleum product to another legal entity within
the slate

Tho lIrst purchaser of the oil

Every person owning crude oil Iri a vessel al
the llmo the o! is transferred to a marino
terminal within the stato (oxcept for at LOOP)

Whara tho Money Goes

Tho Oil and Hazardous Snbstanco Roleaso
Response Fund (now al about $40 million;
capped ol $50 million)

10% goes Into a Loan Account, the rest goes
Into tho Stato Assurance Fund (now nt about
$40 million; no cap)

Tho OH Spill Response Trust Fund ($50 million)
and lho Oil Spill Prevention and Administration
Fund (meant to generate about $20 million
annually) f

The DE Hazardoua Subslanco Cleanup Act
Fund (now al about $4 million; no cap)

Tho Coastal Prolrctlon Trust Fund (now al
about $10 million; capped at $50 million)

Tho Petroleum Ctsan Wator Storage Tank Trust
Fund (now at about $20 million; capped at $30
mliDon)

A portion funda the oonsorvatlon division ol the
Kansas Corporation Commission, and the res!
googdirtlo the Conservation Fee Fund (now al
loast $500,000; capped al $1 million)

The Oil Spill Contingency Fund (now at aboul
S10-12 million; capped at 515 million, but only I
(hat amounl is reached through tho collodion ol
laas)

‘Tills does notrofor to small onB-timo foes (0.g.tfor registration or licensing); only pur-galkm, per-barrel, or par-1ripfao9.
@M “ Fees are osseseed only onco lor thD samo oil.
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Stale

Maine

Moryland

Massachusetts

Michigan

Minnesota
Mississippi
Missouri

Montana

Nebraska

Nevada

New Hampshire

New Jersey

Now Mexico

State Fees on QOil for Spill Response and Adminislialion Costs*, continued

Foe”

4 conls per bnnel for coastal and inland
cleanup; 44 cents (gasoline), 25 cents (#2,
kerosene, Jot fuel, and diesel), and 10 conls
(#6) pa; barrel lor groundwater cleanup

3k ot a cont per barrol for cleanup; 5 conls per
barrel lor upgrading underground storage larks

Nona

Tre of a cent per gallon of petroleum producto

Nona
Nono
$25 per 0,000 gallons

3k ol a conl pergallon (tho fee Is currently shut
oil until lhe fund drops below $4 million)

340 of a cont por gallon on motor fuels
(although now Il is at 340 of a cent per gallon on
motor fuols plus Zio of a cent par gallon on all
other petroleum since lho fund dropped down
to $2 million; Ihe fee will return to 340 of a cent
when the fund reaches $4 million)

440 of a oont per gallon on most petroleum
products

Vie ol a cent per gallon for tho ODD Fund; Vie
ola cerln por gallon torthe OPO Fund

1Vioenls per bane! for major facility owners

None

Who Must Pay

For coastal and Inland cleanup; every person
lhat firsl transports oil in Maine. For ground-
water cleanup; terminal (edibles that first
transfer Iho products and any person that firrt
transports oil Into tho stale (no foe on exports)

Tho lank ownor

All those selling refined oil tor rosalo

Tho lank owner upon delivery ol gasofino

Tho gasoline distributor

The reliner, Imporlor, or distributor Ihat lirsl
sells within tho elato

t

The rellnerorimportor

Tito distributor of motor fuels at tho tint" of sale
(lor the 340 of a cent fee); the distributor of all
oil at Iho time of sale (for tho Vio of a cent fee)

Tho operator or owner o( the receiving or
transferor,g major facility

Whore the Money Goes

The Maine Coastal and Inland Surface Oil
Cleanup Fund (new at about $4 miflfon; capped
bl $6 million), and the Groundwater QOil
Cleanup Fund (new nt oboul $12 million:
ceppod at $15 million)

Tho Maryland Oil Disaster Containment,
Cleanup, and Contingency Fund (capped at $5
million), and tho Underground Storage Tank '
Upgrade and Heplocomont Fund (new al about
$4.5 million; capped at $5 million)

The MI Underground Storage Tank Financial
Assurance Fund (now at about $52 million; no

cep)

Tho Underground Storage Tank Insurance
Fund (capped ol $0 million)

The Potroleum Tank Roloasa Cleanup Fund
(now al about $5 million; copped al $8 million)

Tho Petroleum Release Remedial Action, and
Reimbursement Fund (now ot about $3.1
million; cappnd al $5 million)

The-Stole Polroloum Fund (now al about $4
million; cappod al $7.5 million)

The Oil Discharge, Disposal, and Cloanup
Fund (the ODD Fund: now at about $9.1
million; capped al $10 million); The Oil Pollution
Control Fund ((he OPC Fund: now at about
$3.5 rmllicn; capped at $5 million)

Tire MJ Spiff Compensation Fund (now at about
$72 million; no cap)

'This does nol rofar to small ono-tJme foB9 (e.g., lor registration or licensing); only por-gnlion, per-barrel, or por-Irip fees.
"Fees are assessed only nnce (or llio came oil.
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[State
New York

Noilh Carolina
North Dakota
Ohio

Oklahoma

Oicgon

Pennsylvania
Rhode Island
South Carolina

Soulh Dakola
Tennessee

Texas

Ulah
Vermont

Virginia

Washington

Wosl Viiginin

Wisconsin
Wyoming

Stale Fees on Oil lor Spill Respase and Adminislralion Costs*, continued

Foe

Currently at cunts per barrel tor major facility
owners

Nnno
None
None

1cont per gain

$650 per trifwr tank vessels; $28 per trip tor
barges; and 15 per trip lor cargo vessels
(facilities mu pay $3,000 por year)

None
None (Tlieie3 on Oil Rolense Response Fund)
Mecont per {lion on all petroleum

1 cent peryson
Nono

2 cents por ferrel

Nona
1cenl perg»n
Vfeof a cent fr gallon

5 conto pnr trrel

None

1A cents of rery 2 conts par gallon colloctod
1 cont por gson ,

Who.Mat Pay

The map facility owner at tho point of Import
or rDcei/

Tho fuoJistributor

All vossls and facilities

The rolior or lank owner that first sells the oil
In Iho site

Tho oil ishibutora

Every prson owning crudo oil In a vessel at
tho timeuoh crudo oil Ib transferred to or Irom
a marln terminal

Motor luls distributors

Any imprlorol gasoline, special fuels, and
hoatingril

The owor ol tho crudo oil or polroleum product
immedilely after receipt Into a storage lank of
o mJrin terminal Irom a vessel

Fuel oosumera

Wher rthB Mortoy Goes

Tho NY Environmental Protection and Spill
Compensation Fund (now at about $17 million;
copped at $25 million)

— »
Tho OK r etioleum Underground Release
InrJemr, ty Fund (now ol about $6-$7 million; no

cap)
The Oil Spill Prevention Fund (capped at
$153,600)

— I

Tire Stato Underground Petroleum Rosponso

Dank (capped at S15 million)

The SD Petroleum Release Compensation Fund
(now at about SIOU.OOOQ; capped at $5 million)

Tho Coastal Protection Ft nd (now at about $20
million; capped al $25 million)

180d=3d M1 s |[1ds (10

The Vermont Pelroloum Cleanup Fund

The VA Petroleum SlorngB Tank Fund (now at
about $17 million; no cap)

Tho Slate Oil Spill Response Account (now al
about $4.5 million; capped at $25 million and
the Administration's Aocount (no cap)

Tire Petroleum Environmental Cleanup Fund

Tho Slate Corrective Account (now at about
$1.5 million) and the Stato Financial
Responsibility Account (now al aboul $6.2
million); there must be O total of $20 million in
both accounts before tho foe is shut off

'TMs dons not tofor to smalloneimo teas (e.g., lor registration oi liconsiny)pnly por-gallon, por-barrol. or per-trip (0oos.
"Fees ore assossed only one® * tho samo oil.
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City Of Seldouia
P.0O. Drawer B
Seldovla, Alaska 99663
Phone (907) 234-7643
FAX (907) 234-7430

February 24, 1954

Representative Bill Williams
Alaska State Legislature
State Capitol (MS 3100)
Juneau, AK 99801-1182

Dear Representative Williams:

As City Manager of the City of Seldovia and secretary of the
Prince William Sound RCAC, 1 strongly support your efforts to
deal responsibly with the 470 Fund through the draft version 8-
LS0676\Y of CS HB 238 (RES).

There are many people all over Alaska who are very concerned
about what the Oil Companies are trying to do to the 470 Fund.
Your bill cuts through all the "hype"™ and accomplishes what
should have been the goal along - to streamline the legislation
and allow the oil companies to save some money.

I strongly support your stand and will promote the advancement of
these concepts.

We appreciate your concern for the 470 Fund and how i1t affects
all Alaskans. We also recognize your willingness to take on the
mighty forces that are pushing their own agendas.

Sincerely,

Ivan L. Widom
City Manager
cc: Mayor and City Council



M ichael J. F rank
Attorney At Law
2224 Turnagain Parkway
Anchorage, Alaska 99517
(907) 248-5078

March 9, 1994

Representative Bill Williams

Chairman, House Resources Committee
Alaska Legislature

State Capitol

Juneau, Alaska 99801-1182

Dear Rep. Williams:

| attended the Resources Committee hearing today on legislation concerning the so-
called "470 fund", but had to leave before | had a chance to testify. Therefore. | would
appreciate it if you shared the following comments with other members of the committee.

| am opposed to current attempts to amend the 470 fund statutes. Instead, | think the
Legislature should eliminate the $50 million cap entirely, and expand the purposes of the
fund.

| think the cap should be eliminated because in The Exxon Valdez Oil Spill Final
Report. State of Alaska Response. ADEC (June 1993), it is made clear that $50 million would
not nearly nave been enough to cover the out of pocket costs to the state arising from the T/V

Exxon Valdez oil spill:

The state received just under $80 million from Exxon in reimbursements based on
state billings during the three years of the response. An additional $27 million in
unbilled expenses were repaid to the state treasury out of the $1 billion state-federal
claims settlement with Exxon, and at this writing (spring, 1993) roughly $30 million in
additional reimbursement is outstanding.

Id., p. 23. In total, therefore, out of pocket costs for state government easily exceeded $137
million, for which the state had to seek reimbursement from Exxon. Had Exxon been
unwilling to enter into a reimbursement agreement shortly after the spill, the state would have
faced years of litigation to recover its oversight expenses. As it was, the state's expenditures
for attorney's fees were not reimbursed until the $1 billion Exxon settlement, and in any case
only "hard", easily provable expenses were reimbursed.

Moreover, had the spiller not been Exxon, but a shell tanker "corporation” unwilling to
perform any clean up, the state would have had to use general fund (or Permanent Fund)
dollars to clean up the spill. This could easily have cost billions of dollars. Only after clean
up would the state have been able to seek reimbursement and only following years of
litigation. (The current financial responsibility laws do not create a clean up fund the state
can tap into. They only guarantee that some minimal amount of money will be available to
satisfy a judgment in the event the owner/operator/spill discharger disappears or is bankrupt.)



In light of this Exxon Valdez history, the $50 million cap is much, much too low.

| also think the Legislature should expand the 470 fund to include a reserve for
expenditures the state will have in decommissioning TAPS when the North Slope oil fields
run dry. Under the TAPS tariff Settlement Agreement, the TAPS owners have been allowed
to charge off literally tens of millions of dollars to their own "reserve" which they purportedly
intend to draw from to pay expenses for decommissioning TAPS and restoring the right-of-
way, as is required by state and federal leases with Alyeska. The state, so generous with the
TAPS owners and their need for a reserve, has in contrast set aside no moneys to pay for
state oversight expenses during TAPS's decommissioning. The 470 fund provides a vehicle
for seating just such a reserve. The Legislature should have at least the same foresight as
the TAPS's owners have had in planning for the day when considerable sums of money will
be needed to oversee restoration of the environment that TAPS now occupies.

| agree with comments made by RCAC chair Stan Stephens and others critical of the
particulars of the pending legislation. While | appreciate your own effort in offering a better
bill than Representative Green's, | sirr.ply do not see the need to satisfy the Prudhoe Bay
producers' demand for relief from a tax which in any event is passed on to all American
consumers of TAPS oil at the gas station pump.
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March 9, 1994 Re: HB 238 (Revising the 470 Fundi

To: Alaska Hc”se of Repiyshfigrtative3jtommittee on Resources
From: KachgmaKResource Inst.

Ivly Exxon Valdez spill responsibilities included the pi idrtiiation foi
oll boom placement, the assignment cf vessels and the provision of
oiL-spotting and supply aircraft, for the kenair Peninsula Borough.

1 participated in the legislatively sponsored all-interests working
group which worked with the Senate Special Committee on Oil and
Gas on post-spill legislative changes to fix the enormous problems
uncovered by incompetent suill response by the state and by the
industry.

lbecame the first chairman of the Prevention, Response and
Operations committee for the OPA "9 mandated Cook Inlet Regional
Citizens Advisory council. 1represented CIRCAC in the Technical
Implementation Working Group, another all interests effort, this
one convened by ADEC to work up the regulatory package to
implement the legislation. Even Exxon provided responsible
negotiators in that process. We all knew, however, that as we
worked many months on the issues In a cooperative manner that
big oii lobbyists were diligently pushing quite different ideas than

company spokesmen iIn the working group. Mot the best basis for
trust and cooperation.

Today, once again, representatives of companies that do not
regularly pay royalties and taxes without causing great expense
have come to you for tax reller, at a time the rest of us must
tighten our belts and pay much more in local taxes for basic
services for which the legislature can no longer find funding.

Seek no further. Stop up the reverse revenue streams that flow
from the State to the oil industry: the state provides them many
benefits, unavailable to anyone else: tax incentives, rebates,
refunds, tariff netbacks, and settlements. The legislature would
serve us well by a dear and complete exposition of these special
privileges.

As to the nickel a barrel supposedly contributed to the 470 Fund I
doubt that tever amounted tomuch more than three cents after
the reverse revenue stream is accounted for.

Compare this to Califormia which has three funds to do the work of
our 01l and Hazardous Substances Release Response Fund. The per
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barrel contribution adds up to 33 cents. A surcharge of 4 cents a
barrel for petroleum discharges, A cents a barrel for other
hazardous substances, and 2b cents a barrel to create a big suill
response fund of $50 million, in addition Califormnia has

an uncapped borrowing authority for catastrophic spill reponse that
allows maximum reponse, with provision for the state to increase
per barrel surcharges by another 75 cents until response and
restoration expenses are repaid. At the time of enactment this
was estimated to give Califormia a $13,000,000,000 (Thirteen Billion)
emergency response capability in the absence of a responsible party
willing and able to contain, cleanup and restore Up to Sl/bbt
would be surcharged to repay the state.

What s not working properly about the 470 Fund s not what It
has been used for, but what 1t has not veen used for Where are
the depots and corps? Where is the haz ds analysis? Where are

the storage tank farm repairs in rural i1a3ka?

let me tell you how we can benefit from well funded depots and
corps. Make agreements with Cook Inlet Spill Response Inc.(CISPRI)}
Alaska Clean Seas (ACS), Southeast Alaska Petroleum Resources
Organization (SEAPRO ), and others for an integrated program.
State equipment staged In their depots and corps training co-
ordinated by these reponse organizations, under the right terms
can substantially reduce refined product carriers and tank farm
contingency plan costs and we will all 1rectly benefit by finally
having as good a statewide program as we have now only at
Alyeska. The state must come forward and pay Its snare. To do
that a healLthy funding source isrequired. At Alyeska the state
pays a minimum of 25% of the Prevention and Response hill by
tariff netbacks. We should do no less statewide, with the surcharge.

£85,000,000,000 are just some of North Slope producers profits since
oill started coming out of the Trans-Alaska Pipeline. That 1is the
minimum estimate for after tax and expense profit at Valdez.
Profits for transportation and refining and manufacturing are not
known. The Alaska Department of Revenue studies estimate clear
profit of $6.59/barrel at Valdez from 1969 through 1987 (DOP. report
3/15/89 by Deakin, p. . of Summary, P- 1of Overview.)

DOR s mid-case scenario for FY 2000 for a profit of 2.419 billion
dollars of after tax profit based on 410 million barrels at a clear
profit of $5.90/barrel in 1993 dollars. 1993, not a good year,
produced an estimated net profit of $4.54/barrel for
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589 million barrels for a total of $2,674 billion dollars.

It has not been at all easy for the State of Alaska to collect tariffs,
surcharges and taxes from the industry. Hasn"t the state spent
$200 million for legal work on tax settlements? Didn"t Charlie Cole,
when he was Attorney General, ask the Federal Energy Regulatory
Commission to order Alyeska to return over $50 million improperly
netbacked for prevention and response activities since 1989. It
seems as ifFevery tax and tariff bill from Alaska is appealed,
negotiated and settled for about fifty cents on the dollar.

A committee member alluded to hypocrisy during todays hearing.
It seems the height of it to complain about a nickel that has never
amounted tomuch more than 3 cents a barrel in netback and
taxbreak reality. Even if twas a whole nickel that s less than 15%
of what the same companies pay per barrel in Califomia, for the
ESame purposes.

ldon"t see any hypocrisy in the differing views from coastal
communities. The difference In opinion arises mainly from the
very different levels of prevention and response capability around
the state. Comparing Prince William Sound activity to the Interior,
the Peninsulas, Bristol Bay, Southeast or Cook Inlet is like
comparing Disneyland to penny arcades.

In answer to the question: Shouldn®t other users contribute to the
470 Fund? Ilwould say that ultimately that nobody pays but
consumers — iIn Alaska or elsewhere. We are the spigot from
which big oils Alaska profits spew iIn their tens of billios.

Please do what you can to remove the roadblocks to
implementation of the 470 fund and other legislation. Remember
it was the same lobbyists who wish now to hamstring the fund
that have stalled the implementing regulations for legislation
passed in 1990. Stalled the regs for three years and concurrently
proposed tax breaks.

lam impressed by the honest efforts by Representative Williams
and Senator Pearce, In particular, to try to move the debate along
and to salvage the sense of the program for the benefit of Alaska

My thanks to all legislators who are thorough and objective iIn
their approach to issues.
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MICHAEL S. O"MEARA
P.O. BOX 1125
HOMER, ALASKA 99603

MARCH 15, 1993

TESTIMONY TO THE
HOUSE RESOURCES COMMITTEE
HB 238 (2/3/94 CS WORK DRAFT)

The 5th anniversary of the Exxon Valdez disaster is upon us.

Do you remember what 1t was like in coastal communities? A

surprising number of us still experience the spill®s effects.
And we remember why we had to go through all of it.

We remember an oil industry prideful and arrogant iIn its
unwillingness to provide reasonable and necessary prevention
and response measures. We remember meek and i1neffectual
federal and state regulators emasculated by the money and
power of the industry. And we know how 1t feels to be
sacrificed for the greed, comfort, and convenience of others.
We never want to see it happen again. Never.

As legislators with the knowledge, of that experience you have
the sacred responsibility to see that it never does.

House Bill 233 was originally conceived at the behest of an
oil industry intent on avoiding payment of the five-cent per
barrel surcharge imposed after the spill. Industry would
deny the people of Alaska money needed to offset the risks
and damages resulting from oil and gas activities.

Underneath 21 pages of complicated wording.- HB238 seems still
to be a vehicle for granting the oil iIndustry a massive tax
reduction.

At least iIn the face of all the public testimony in
opposition to this bill some accommodations to common sense
and decency have found their way into the committee
substitute. You are to be commended for:

Including hazardous substances as a subject of the bill

Redefining "‘catastrophic release” to include spills of
10,000 barrels or more

Providing some mechanism for minimal funding of response
preparation, prevention, and mitigation.

Unfortunately, the bottom line is that splitting the fund iIn
two assures i1nadequate funding for all aspects of spill
prevention and response.
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HB 233, O"Meara, 3/15/94

Legislative appropriation of the surcharge to the funds
regains discretionary, with no assurance to the public that
needed programs will he supported. Limitations on the uses
of money in the funds and deletion of annual, required
revision of state and regional contingency plans reflects a
stronger desire on the part of the legislature to assure
savings for the oil iIndustry than to prevent and respond
effectively to spills. And the $50 million cap on the
“catastrophic response" fund, combined with a $10 million per
spill limit is a farce, iIn light of the costs of attempting
to deal with the Exxon Valdoz disaster.

Considering all of this I would make the following
recommendations regarding HB 235.

Heed public concerns and scrap the bill — but If you feel
you must pass something, focus on the welfare of the people

above all else:

Simplify and shorten the bill so that ordinary people can
read i1t and understand

Increase the surcharge to ten-cents per barrel

IT you must split the fund, apply 5-cents to "catastrophic
response’ and 5-cents to preparation, prevention, and
mitigation

Increase the 'catastrophic response”™ fund cap to at least
$100 million

Remove per spill expenditure limits

Retain your revised definition of 'catastrophic’” and
continue to include hazardous substances

Find a way to make appropriations to both funds and all
accounts mandatory.

Remember the Exxon Valdez. Remember the reasons i1t occurred.
I find 1t difficult to believe that any of you would wish to
be counted among those responsible for the next major spill.
Tell the oil industry that to be welcome iIn Alaska i1t must be
willing to pay i1ts way by preserving and improving the '470"
fund. Kill HB238.

END OF DOCUMENT
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LEGISLATIVE BUDGET AND AUDIT COMMITTEE

DiVIMurs OF LEGISLATIVE AUDIT

The Legislative Budget and Audit Committee E a
permanent interim  committee of the Alaska
Legislature. The committee & made up of five
senators and five representatives, with one altermate
from each legislative chamber. The chairmanship of
the committee altemates between the two chambers
every legislature.

The committee is responsible for providing the
legisiaiure with audits of state government agencies.
The programs and activities of state government now
cost more than S5 billion a year. As legislators and
adninistrators  try incressingly t© allocate state
revenues effectively and make government work more
efficiently, they need information to evaluate the work
of governmental agencies. The audit work performed
by the Division of Legislative Audit helps provide
that information.

As a guide to all treir work, the Division of
Legislative Audit complies with generally accepted
auditing standards established by the .Averican
Irstitute of Certified Public Accountants and with
government auditing standards established by the U.S.
General Accounting Office.

Audits are performed a the direction of the
Legislative Budget andAudit Commutes. Individual
legislators or commatees can submit requests for
audits of specific programs or agencies o the
committee for consideration. Copies of all completed
audits are available from the Division of Legislative
Audit"s offices in either Anchorage or Juneau.

BUDGET AND AUDIT COMMITTEE

Senator Randy Phillips, Chairman
Senator Al Adams

Senator Steve Frank

Senator Steve Rieger

Senator Bert Sharp

Senator Jay Kerttula (altemate)

Representative Terry Martin, Vice Chair
Representative John Davies
Representative Mark Hanley
Representative Ron Larson
Representative Eileen MacLean
Representative Sean Parmell (altemate™l

DIVISION OF LEGISLATIVE AUDIT

Randy S. Welker, CPA
Legislative Auditor

Merle R. Jenson, CPA
Deputy Legislative Auditor

P.0. Box 113300
Juneau, Alaska 99811-3300

(907) 465-3830, Junean
(907) 561-1445, Anchorage
(07) 465-2347, Juneau FAX
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ALASKA STATE LEGISLATURE

LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Audit

PO, Box 113
Juneau.%%_ -0
January 10 14 FAX

Members of the Le_?islative Budget
and Audit Committee:

In accordance with the provi.sions of Title 2- ol the Aia.ska Statutes, the attached report fi
submitted lor your review.

DEPARTMENT OF ENVIRONMENTAL CONSERVATION
OIL AND HAZARDOUS SUBSTANCE RELEASE RESPONSE FUND

January 10 194

Audit Contrul Number
18-4466-4-1

The objective or the audit was to review ii%/ ISsues relating to the Oil and Hazardous
Substanice Release Response Fund within the Department of Environmental Conservation.

The audit was conducted in accordance with generally accepted government _auditing
standards. ~ Fieldwork E)r_ocedures utilized in the” course. of developing the fmdmgs an
discussion presented in this report are discu.\v>cd in the Objectives. Scope, and Methadology

beginning on page one.

Ran_sdﬁc_ C\/\/elke_r. CPA
Legi-Tative Auditor



OBJECTIVES. SCOPE- AND METHODOLOGY

in accordance with Title. 2- or the Alaska Statutes and a sPecia_I request hy the Legislative
Budget and Audit Committee, we conducted a review of policy issues relating to the Oii and
Hazardous Substance Release Response Fund (Response” Fund) administered by the
Department of Environmental Conservation iDEG.

Objectives

The objective of the review was to gain an understanding of policy issues relating to the
Response Fund. Specific objectives of the review were t0:

Review the history of the Response Fund: including the original purposes of the tunc,
the reasons for establishing a 5¢ per barrel of oil Surcharge, ana the current purposes

of the Response Fund.

2 Determine, the criteria DEC uses in,its decisions to fund certain projects and whether
the criteria Is consistent from project to project.

3 Determine what accountin%procedures are currently in place that allow the  legislature
to track where and how Response Funds are being spent.

4. Recommend possible statutory changes that will clarify how Response Fund monies
should be administered by agencies outside of DEC.

[EEEN

Scooe

We focused our examination on the legislative history of the Response Fund, the budgzeting
process for FY 9L through FY 94 and FY 92 and FY 93 expenditures that were related o

Melected projects.

Methodology

QOur evaluation of policy issues ielating to the Response Fund involved review and analysis
of the following documents:

1 Alaska Statute 46.08. Qil and Hazardous Substance Releases.

2 Information ertai% to 1986 House Bill 470 which eventually passed as
Chapter 59. SLA

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT
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Information gertainin to 19X9's Senate
Chapter 13SLA 190

Information gertainin to 1089's Senate
Chapter 20.5LA 19,

. . -
r”{ff”f”?}'r?” _[()eKtana{p(g to 19X9's House
Information gertainin t01989% Senate
Chapter 90. SLA 199

Information perraining  to 1989 s Senate
Chapter 112 5LA

Information ertainir]1889 to 1989'sSenate
Chapter 113 SLA 1980

Information pertaining  to  1990°s House
Chapter 190 SLA

Information pertaining 019905 House
Chapter 191 SLA 1990,

Information Dertaining  t01990's House
Chapter 199, SLA 1990,

Information ertainin% t0101"s Senate
Chapter 48. SLA 199t

Information ertainin? to 1991's Senate
Chapter 83 SLA 1991.

Bill 147 which eventually passed as
Bil 256 which eventually passed as
Bll & which eventually passed &
Bl 261 which eventually oassed as
Bil 2600 which eventually passeo as
Bl 264 which eventually passed as
Bill 566 which eventually passed &
Bill 567 which eventually passed as
Bill 578 which eventually passed as
Bil 166 which eventually passed as

Bll 25 which eventuarty passed as

Fiscal Years 1991 1992 1993 and 1994 budget documents related m the

Response Fund.

Fiscal Years 1991 1992 and 1993 Reimbursable Services Agreements between DEC
and other agencies and hetween divisions within DEC for use of Response Funds.

Response Fund Annual Reports for FY 87 through FY 93

DEC Policy Statements on the Response Fund.

Attorney General Opinions and memorandums on the Response Fund.

Industry contingency plans and corresponding documentation maintained at DEC.

ALASKA STATE .LEGISLATURE

DIVISION OF LEGISLATIVE AUDIT



2. Documents pertaining to DEC "p:!l re'pon'eN  peiiji' Neve:r.cer 8 1993
2l DEC database information and other aecumentatton related :c contaminated sites.

2. Qil Spill Commission Final Report.

A pamphlet put out by the Prince William Sound Regional Citizens' Advisory
Council entitled "Then ‘anil yaw: Changes Since ihe Exxon \'alclez Oil Spill."

2-. Newspaper covenue regarding the Response Fund and its usage.

Additionally, we interviewed the following:

1 Staff within DEC.

2. Staff within Department of Military ana Veterans Affairs.

3 Staff within Division of Legislative Finance.

4. Staff of Office of the Governor. Office of Management and 3udget.
5

0

Staff within Division of Legal Services

Chairman of the former Alaska Ol Spill Commission and current chairman or
Hazardous Substance Technolouv Review Council.

ALASKA STATE LEGISLATURE DIMISION Of LEGISLATIVE AUDIT
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ORGAMZATIQN' AND FUNCTION

The 1986 Alaska State Legislature passed House Bill (HB) 470 Chso.s1a J. a ill re_latmg
<) the release ot all and "hazardous substances. This legislation established an Qi an
Hazardous Substance Release Response Fund. (Response Fund) on July I, 1986 with
appropriations Irom three different sources totalling S80666. S153,677 frgm ihe balance
the il Spil Mltlg&tlon Account. 5221989 from the balance of the Qil Spill Expense

_ 1 GO0 EY S7 capital budget appropriation. The facing page illustrates
flowinto and out of the Response Fund.

Between 198 and 1989, deposits into the Response und were made from general fund
appropriations and from the Ol and Hazardous Substance Release Mitigation Account
¥m|t|_gat|on account). This account Is composed of money recovered from parries responsible
or oii and hazardous substance spills through cost recovery and fines, penalties, or gamage".
Money in the mitigation account may be appropriated each ?/ear to_the Response Fund.” In
the past, the legislature has also approh)rlaed mongy from the mitigation account into the
storage. tank asSistance fund and to the Alaska Energy Authority's program directed a
upgrading buik fuel storage systems.

In 1989, the legislature enacted statutes which levied a surcharge of 5c per barrel of taxable
ol produced from each lease or property in the State. The commissioner of the Department
of Administration accounts for the money in a separate general fund account, which is
commonly called the Qil Surcharge Account (Surcharge account). As explained on Page B
in Background Information, the slrcharge is su {ect to suspension and reimposition if ce-tain
criteria are met. Between FY 87 and FY 94. a total of 5109.200.000 has been appropriated
10 the_ResP_onse Fund from the surcharge account and S5.033,600 has been apprognated from
e mitigation account. In addition, the legislature nas ?pr&g”ated Inexcess of 574.000.000
front the general fund to the Response Fund through FY

Money left over in the Response Fund after ll aPproprlatlons have_been made to agencies
for their operatlnB costs has been appropriated to the spill reserve. The spill reserve may be
accessed by the Department of Environmental Conservation (DEC) only for costs necessary
to investigate, evaluate, contain, clean ug. and take other necessary”action_ to address a
release or threatened release of oil or a hazardous substance that poses an imminent and
substantial threat to the public health or welfare, or to the environment. DEC does not
budget for "response” to releases of ail or other hazardous substances, so all spill” reserve
expenditures are unbudgeted response activities.

DEC can_only make expenditures out of the Response Fund with specific legislative
appropriation, “except for emerge_ncY releases of il or hazardous substances paid out of the
spill reserve. Each year the legislature determines what prO{ects and activities will be paid
lor out of the Response fund. “In addition to DEC. twelve state agencies have been funded
with monies from ihe Response Fund. These agencies have been active in contingency S[%Ian
review, state master and regional contingency planning, and working with " the” State
Emergency Response Commission.
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5ml: Prevention and Response Dimsion

Within DEC. the primary user of the Response Fund is the Spiil Prevention anc Response
Division (SPAR). SPAR was created. In Ju% IOL for the purposeof preventingand

responding to negative_ impacts to public heal

ana theenvironment caused by ail"and

hazardous substance spills.” The division administers fourprograms:

The Government Preparedness and Response Prouram IGPRP) was developed to

and the environment by ensuring a planned and safe response
to releases or threatened releases of oil or hazardous substances. . The emphasis of this
program s on the State's ability t prevent and respond to spills. The program_is
responsible for facilitating local, regional, and statewide response preparedness. To
achieve this. GPRP prepares, reviews, and revises state and regional prevention and
response pians_for oil and hazardous discharge. An integral”part in the planning
process is the State Emergency Response Commission (SERC).

GPRP provides staff suRpo_rt to SERC. SERC evolved from the federal Superfund
Amendments and Reauthorization Act (]986%. This legislation required the State to
minimize tne impact on human health and the environment from oil and hazardous
substance releases by fauhtatmgi_ local. regional, and statewide response planning.
SERC was established by executive order In iyS7 but did not become operational

until FY 9L

The commission, is comprised of the commissioners or their designees of eight state
agencies, the adjutant general or his d_eagnee, and seven public members appointed
by the governor. To fne extent practicable, public members have expertise in the
emergency response field, The main duties of the group are to designate Local
Emergency Planning Districts, appoint the membership“of Local Emergency Planning
Committegs (LEPng. comment on local emergency plans, Prowde technical assistance
o LEPCs. and recelve and process information requests from the public.

The Industry Preparedness Protzram MPP) focuses on the oil industry’s ahility to
Prevent and respond to releases or threatened releases of ail. Statute requires incistry
0 submit proof they have both the financial ability and physical ability to respond fo
releases. Their physical ability is demonstrated by a contingency plan"which must be
approved before obtaining a permit to operate.  Contingency plan requirements appl

t0 ol tank vessels, barges, crude oil pipelines, and dnshore and offshore o

exploration and production facilities. In addition, oil terminal facilities that contain
an amount of product specified in statute must_have a contingency plan. PP is
responsible for reviewing, approving, and testing contingency plans as well &
ensuring operators meet the financial”responsibility requirements set out in statute.

The Contaminated Sites Remediation prouram was created to abate threats, to public
health and the environment lposed by sites contaminated by |mpro_Per disposal or
discharges or hazardous substances. "The number of contaminated sites is large and
ever inCreasing. The program attempts to identify and assess contaminated sites and
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ascertain their potential threat to public health and the environment.  With this
information, contaminated sites can be prioritized sc those -ties posing the greatest
threat are addressed first,  The method, by which ‘lie program . addresses a
contaminated sice depends on the Iidentity”of the, party reSpansible for the
contamination. Cooperative aPreements are.in piace with the federal government
clean up sites where the federal” government is the responsible party. A'memorandum
of agreement exists between sevéral state departments to address chose sites where the
Si..t8 is the responsible party. For sites where a responsible party is VVI||In% to heip
clean up. the program provides oversignt. If a site poses a sulbstantial thredt and.no
responsible party"has been identified or the responsible party is unable or unwilling
to clean up. the"State will cake the ieaa cleanup efforts.

4 The Underground Stor%%e Tank program assists owners and operators in meetm%
federal regulations.  These regulations require new underground storage tan
installations to meet national standards and tanks already in Operation Phas,e—ln_to
meet those standards. Fed.ral law also requires each facility to demonstrate financial
responsibility in the event of a spill. In Alaska, a Storage Tank Assistance Fund was
established which offers grants and loans to owners and operators to test, clean up.
upgrade, or close their facilities. The Storage Tank Assistance Fund receives monies
from the_mltlﬁ]atlon account_thereby reducing funding that Hows from the mitigation
account into fhe Response Fund.

These four programs are_ developed and managed by the director of SPAR.  Program
managers are_centralized In SPAR's central office and their role is to develop policy” and
provige technical guidance to the four regions.of DEC so that programs are implemented in
an effective and consistent manner across regions.

DEC has been divided into Northern Region. Soutncentral Reglon. Southeast. Region, and
Pipeline Corridor Region. Regional managers report directly fo the commissioner and are
responsible for making sure SPAR proqram Objectives, as Well as other divisions’ program
oPg_chves are accomplished. Regional offices assume line authority of district and field
office staffs. Actual work on confaminated Sites, il response, _SPLII drill. and inspections,
ana review of contingency plans Is accomoiished primarily by district offices with support

from their region.
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PIRPOSFS OFTHK RKSPONSK FUND

Senate Bill 261
[Ch 90. SLA 9]

House Biil 470
[Ch 59. SLA Shj

reworced by:
HB 567 [Ch 19 .SLA 901
HB 566 ICh 190. SLA 901

House Bill 567
|Ch 191. SLA 901

reworded hy:
HB 567 |Ch 191. SLA 9§
HB 566 ICh 19). SLA HOI

ALASKA STATE LEGISLATURE

AS 46.08.040

in addition o TONEY Mtre fund thet is transferred © the
commissioner of community and regional affairs to make grants
under AS 29.60.51(1 and to pay for impact assessments under
AS 29.60.560. the commissioner of environmental conservation
may use monev from :he fund ©

t () inestigate and evaiuatc the release or threatened release of
all or a hazardous substance and

contain, clean wp. and lake other necessary action, such as
monitoring and assessing, to address a release or threatened
release of ail or a linzardous substance that poses an
iininutem and suhstaniial Utreat to the public health or
velfare, or lo Ihe environment:

MBY ait QUMY incurred 1o
(Al estahiish and maintain Lite oil and hazardous substnnc
response office:

"B) review oil discharge prevention and contingency plans
submitted under AS 46.04.030:

iCi conduct training, response exercises, inspections, and
1ests, in order to verify equipment inventories and ability
1o prevent and respond io oil and hazardous, substance
release emergencies, and to undertake oilier activities
intended to erify or establish the preparedness of the
Mate, d municipality, or a party reguired by AS .
46.04.030 to have an approved contingency plan to act
in aceurdatice with that plan; and

«Di t \erify or establish proof of financial.responsibility
required Iw AS 46.04.040:

pay the expenses incurred by the Alaska division of

cmei eency ".ervicss for the il and hazardous substance
V"pniiNC corps and The oil and hazardous subsiance response
depots when presented with appropriate documentation by
ihe dr.iMoii:
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Kntiv. 3iii -70
i "D.SLA. 561

Senate Biil 261
ICIi VO. SL.A X«|

House Bill 566
ICh 190. SLA 901

House Bill 57X
Ch 199. SLA 901

Senate Bill 165
jCh AX. SLA 911

CLASKA STATE LEGISLATURE

A

©®

161

(1)

provide matching funds lor participation in federal oii
datiiitige cleanup activities and under 2 C.5.C. 9601-9657
tCompieiie.MMve Environinentai Response. Compensation.

.ind Liability Act oi i8lli:

recover ihe costs to the stale, a municiptiiiiy. or a village of a
containment and cleiutup resulting Qotn the release or Iie
threatened release of ail or a Imzordous substance:

prepare, review, and revise
(A) ihe state s masier aii and hazardous substance discharge
prevention and coniingency plan required by
AS -6 1U.Lot); and
iB) a regional masier ail ;uid hazardous substance discharge
prevention and eoimngoncy plati required by
AS -6.1U.2): and
resiore the environment by addressing the effects of an aii or
hazardous substance release.

ibi When the governor declares a dissster related to an oil or
he/;irdbli.s sub™iance discharge emergency under AS 26.23.020(C).
the governor may. during the effective period of ihe disaster

©

@

emer
emer
Notw
fund

gency, use money from die fund 1o respond to the dissster

gency -

ithstanding other provisions of this section, money from the
may not he used for a purpose specified in @@ )- (7) and

(d)(2) of this section unless money isavailable from an
appropriation made specifically for that purpose.

Upon request Horn

®

0

the Alaska Legislative Council, the commissioner shall use
monev front ihe fund to reimburse the Alaska Legislative
Council lor expenditures thet it snakes for the operation of the
Ciu/vn.L Oversight Council on Oil and Other Hazardous
Substances, established under AS 24,20.600: and

Lite commi inner of transportation and public fecilities, die
cominis.Moncr shall transfer money from the fund t© the
Depaituiciii oif Transportation and Public Fecilities ro pay for
the .oiiMmction or rolurbishinent of one or more vessels of
the Alaska maiino highway system diat liae the capability to
assist in ics|nmding to soills of oil and hazardous substances:
in expending money in the fund whose use for vessels of the
marine Inehwny system isauthorized by AS 19.65.025 and
this p.trmguph. the commissioner gall give priority t©
oofi“Uiiciioli ot one or more new vessels that have the
cluiractciistics required hv this paragraph.
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3AC<GRO1A D INFORMATION

The Respon.se Fond was estabil.sneri with the passage o' House 3iil =70 in 1986 L(Zh 1A
Hla il ba/the leuisiature and the governor signing the oii! into law. The hill, which was
sponsore by_RePresentatlve Mike™ Davis, created the Response Fund in the state genera!
fund. The(lfgsla ure Set out their reason for establishing the Resloonse Fund in the Purpose.
AS 46.0n.006. In that stated purpose, they declared the release of oil or hazardous
substances presents a substantial threat to public health, to the environpment, and fo the
economy of the State. The Response Fund was to ?rowde_ a readily available fund for the
payment of expenses incurred by DEC in protecting the environment’from oil and hazardous

substances releases.

Oriumal uses of the Response Fund

The commissioner of DEC was named the Response Fund administrator and wes authorized
0 use the fund for three distinct purposes:

1 Contain and clean up. which includes monitoring, assessing, investigating, and
evaluating, the release or threatened release of oil or'a hazardous substance thal poses
an imminent and substantial threat to the public hear'  mmelfare, or t0 the

environment.
2 Provide matching funds for participation in federal oil discharge cleanup activities.

5 Recover the cost to the State or to a municipality. of a containment and cleanup
resulting from the release or threatened release of dil or a hazardous substance.

Alaska Statute 46.0:5.010 specifically disallowed using the fund for capital improvements.!
During meetings of the House Special Committee on Oil and Gas. the commissioner of DEC
explained that "he did not want the fund to be viewed only as a means to deal with future
spills, but also “ro invest!pare and deal wiill sites where poor management of waste disposal

may have occurred in the past. "
Original methods to finance the Response Fund

The legislature could appropriate money received from federal, state, or other sources into
the Response Fund. Money recovered from parties responsible for the containment and
cleanup at a specific site and rines. é)e_naIUes, or damages. recovered because of an ail or
hazardous release would be deposited in the general fund into a sP]emaI account called the
mitigation account. The legislature could annually appropriate to the Response Fund a sum

"Capital improvmncni® isdefined INAS 46.0S inmean "™m.uninuin. renovation. repair of. and improvement
iu.abudding. bin ace< mil inrimle other improvements to real pinpenv. such us construction ofa dike or retaining

wall. <
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equal to the. amount received in the mitigation account during the calendar year precedin
nght IIegls ative session. ’ J year preceding

Legislature reacts to Exxon \'aiag: grounding

No new legislation was introguced or passed regarding the Response Fund between June i.
19%. the effective date of the onﬁn_nal legislation, and March 24. 1989 when the Exxon
Wilcie: hit Bligh Reef in Prince William Sound. After that incicent, six bills, were enacted
N«Utha: aTectr  T: 72-ponse Fund. The current purposes of the fund with annotation
of the hill and date of each section change can oe found a, pagies 8and 9 Senate Bill 247
(12 SLAXq went into effect iusc 20 days after the Exxon Vuhicz oil spill and was to cover
expenditures necessitated hy the state response. The legislature appropriated S0 million @
ihe Response Fund, of which SI0 million came from ihé general fund-and SIO million came
g?xm general fund program receipts, which were to be reimbursement of cleanup costs from
on.

Senate Bill QSB) 2% |Ch 2.4 39, wnile being approved by ihe governor on May 11 1989,
Was madle retroactive so that the eftective date Was March 24 theday of the grounding. The
bill amended AS 46.08.070 so cost recovery had to be immediately sought by DEC for
money expended to contain or clean il of a hazardous substance. “Previously’the statute
had allowed DEC to seek cost recovery, but did not requwe the dei)artment t0 do s0. Senate
Bill 256 also permitted DEC to reimbirse a municipality for actual expenses incurred in the
abatement of a release If the municipality entered into an agreement with DEC.

House _BiI_I_68¥C!i av. sta X. which had an effective date of May 13 1989, proviged for
strict liability tor the reledse of a hazardous substance. A nei section was added to
AS 46.08 1o allow the State to place a lien for expenditures by the State from the Response
Fund aTgamst all property owned by a person who is determined by the commissioner to be
liable for the expenditures.

The authorized uses of the fund were expanded with the Pass_age and signing into law Senate
Bills 261 hw.sta  and 264 |ci 113 sta xm  FrOm testimony at public_ hearings, it was
apparent that residents of the State did not trust the oil industry to live up to_their
responsibilities identified in contingency (Pl_ans. Residents discussed tfe need for ol facilities
to be inspected and for unannounced” arills to test industry's ability to implement their
contingency plans. Residents also expressed that DEC needed to be ‘adequately funded to
up%reg e monitoring and response efforts. Many residents voiced support for the oil industry
to e held stn(_:t_lg liable for their spills, but a the same time have an indgpendent state
response capability. The two senate bills recognized this concern by _contam_mgi ientical
Findings and Purpose, which included, "the March 24, 19X9, oil spill disaster in the Prince
William Sound demonstrates a need for the state to have an independent spill containment

and cleanup capability."

Prior io ihe statute amendment, ihe municipality could only he reimbursed if the agreement had been entered
into before Ihe expenses were incurred.
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Senate Bill ol udced a vate master pian and regionalmaster plans to the autie.  of DEC
The State Master Pian. which was to be addressed in AS 460H-200. includedrequiring or
scheduling unannounced oil spill drills 10 test the sufficiency of an oil terminal facihtv
discharge "prevention and, contingency plan, ihe preparation,” review, and revision of the
state master pian and regional master pians were added as the fourth authorized use of the
lunc. In addition, the first use or the fund wes amended to include investigate and evaluate
as Well as the contain and clean up previously allowed. A fifth purpose allowed. the
Response Fund to be used to restore the environment by addressing the effects of an oii or
hazardous substance release.

Senate Bill 264 established an all and hazardous substance response office in DEC. That
office was authorized to establish emergenc response depots, which would be staffed and
equped in areas of the state determined to e potential sites of releases of oii or hazardous
substances. The response office was authorized to establish response_corps, which were to
be in the ngartment of Military and Veterans' Affairs (DMVA). Division of Emergency
Services (DES). The corps would consist of volunteers wno register with the office and arc
trained by the office in techniques for containment and cIeanuEé The costs for the response
g

office, dépots, and corps were included as a purpose of the Response Fund.
Imposition of a & per barrel conservation surer.tree

The passage of SB 200 (Ch iZ A . which was -'ponsored by Senator Jaimar Kentula and
co-sponsored by Senator Mike Szvmanski. levied a ze Per barrél surcharge on crude ail. The
sponsor statement cated April 11 1989 said ihe intent of the legislation was that revenues
from this_additional tax would provide a continuing source of funding for the Response
Fund, This would ensure that adequate funds arc available co meet the State's responsibility

for oil spill clean .

Since the legislature cannot dedicate revenues :n anﬁﬁé)lece of legislation without a
constitutional amendment, a clause was included in SB 260 to encourafqe the apﬁ)ropnanon
of the surcharge from the surcharge accent into the Response Fund. _ITthe legislature does
not appropriate the balance of the surcharge account to the ResPonse Fund or if the governor
vetoes or reduces the appropriation of the surcharge account to the Response Fund, the
surcharge would not be Tmposed that fiscal year

The surcharge would also be suspended by the tnmmisMoner of the Department of Revenue
if the commissioner of the Department of Administration reported that the difference be'ween
the cjmulative total of surcharge mongy appropriated, fo the Response Fund equals or
exceeds the amount expended Dy the find n> 100 million.  If the surcharge had been
suspended, it could be reimposed"if the conimhMnnc of the Department of Administration
repons that the difference is less than S60 million.

During committee meetings regarding SB 200, discussion was held as to how |°”E the
imposition was_likely to remain in effect hased on expenditures from the Response Fund.
One senator pointed out that 13ail spill related pieces of legislation were currentl ﬁendmg
and passage of them all would create more expenditures from the Response Fund than ha
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occurred -0 fur. A member or’ legislative counsel >Preed that there would be an unlimited
oraw rrom the Response Fund, buf the sponsor or the legislation .d the draw could not be
unlimited. ~ Expendiitures from the Response Fund were limited by what revenues were
produced by the 5c per barrel. Legislative counsel explained that, “through legislation and
vanues. the Ieglslature establishes ihe purposes for which the fund can he used," In th
Fmdmgs and Purpose of the enacted piece of legislation, the legislature explained their
pUIpose by statmgf

mi The legislature finds tha: the Mann 24. 19P9. oil spill disaster in
Prince William Sound demonstrates a need for thestate ro have an
independent spill containment and cleanup capability in the event of future
discharges of oil or a hazardous substance.

thi It is the purpose of this Act to provide assurance  to the People of the
state that their health, safety, and weII—bem% wall be protected from the
adverse consequences of oil and hazardous substance releases ofa magnitude

that presents a grave and substantial threat to theeconomy and the
environment of the stare.

Uses of Response Fund continue to expana

House_ Bill 567 |Ch 11 .sLa () extended the number of the purposes of the fund which were
to review ail discharge prévention and contingency plans; to conduct training, response
exercises, inspections, and tests in order to verify state, municipality, and industry
preparedness: and to verify or establish proof of Financial resPon_S|b|I|ty. The hill also
clarified DEC's reporting regmrements on the Response Fund to includg describing each
personal services position and total compensation for the position, each contract in excess
of $20,000. and each purchase in excess of S10.000.

House Bill 566 1cn 10. s1a00a established SERC in DEC. The oil and hazardous substance
response office in DEC established by Senate Bill 264 would serve as staff for SERC.
SERC was to designate boundaries of [ocal emergency planning districts and_ establish local
emergency planning committees, SERC was to réview and approve local, regional, and state
plans” for hazardous substance discharge response.

House Bill -170 had retired ihe commissioner of DEC :0 submit an annual report o the legislature. The
report had to include ihe amount of money expended from ihe lund in me preceding fisal year, the amount and
source of money received, a summary of municipal participation in responses paid by the fund, a detailed summar
of department activitjes paid by die fund, and ihe projected COM tor ihe next hscal vear of monitoring sues ail
or hazardous waste The report also had o include a summary of contaminated sites, the threat these Mies
represented 10 public health or the environment, and the cost and action needed to clean these Sites.

ALASKA STATE LEGISLATURE -14- division of legislative audit



A Hazardous Substance, Spill' Technolog;. Review Council." which was to review and

recommend research ionics to DEC. wes created under SERC. The hill clarified that die
Response Fund was to pay expenses incurred by DMVA. DES lor response corps and depots

when presented with appropriate documentation by the division. ~This hill" allowed: the
es %Pse Fund to be &seﬂ for response to a declared disaster emergency related to an ail or
azaraous substance discnarge.

House Bill 775 Ch mu 3.4 un) created a Citizens Oversight Council on il and Other
Hazardous Substances in ihe legislature .'oversight council).” The oversight council would
request money from the Alaska Legislative Council, which in tum would séek reimbursement
from the Response Fund. The ovérsight council would determine whether state and federal
agencies were fulfilling their responsibiiities for the prevention and res_i)onse to ol and
hazardous releases. The oversight council was to file an annual repoit with the legislature
and governor and make policy Tecommendations to prevent releases.

Senate Bill 25 IChs". SAm| amended the authorized uses of the Response Fund to include
making grants to a municipality or village that is affected by a release involving
extraordinary exPendltures that are beyond ife reasonable capability of the mumcipalitv or
\illage to meet from current revenue sources. Senate Biil loo ;(h ay. JA °11allowed the
Response Fund to be used to construct or refurnish one or more Temes so the ferries would
nave the capability to assist in responding to oil or hazardous substance spills.

Legislature piavs active role in shaping purpose of fund

In adldition to expanding she purpose of the Response Fund through statutory amendments,
the legislature has_taken, an active role in shaping (he purpose of the fund by appropriating
on aprt%]ect specific basis. In FY 93 over 550 million 'was appropriated from the Response
Fund. The Ie(t;|slature_ was specific in (he purpose of the aﬂproprjatlons by allocating each
appropriation 1o individual projects. On several occagions, the legislature was detailed to the
Pomt of listing a specific project's purpose and location. For example the appropriation for
he Nearshore” Demonstration Project reads:

The sum of SI.200.000 is appropriated Hom the oil and hazardous substance
release response fund /AS 46.065.0lih  the Department of Environmental
Conservation, division of spill prevention and response, for fiscal year 199J.
for nearshore strike ream demonstration proiects along the Gulf of Alaska
coast and in southeast Alaska that are ,.\Mdoped in consultation with the
division of emergency services and the le*mnal citizens" advisory’councils in
the affected region.

The legislature has chosen to supplant general lund appropriations with Response Funds.
They have done so when services previously funded out of the general fund qualified for

The Division of Legislative Audit conduced a Sunset \udil on tre Departmem df*Environmental Conservanon.
Hazardous Substance Sill Technology Review Council. Jjied November 29. 1993
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Response Fund!ngs. For example m PV 93, the legislature changed the funding source tor
over 0UQD0 in SPAR management costs from the general fund to the Response, Fund, In
addition, when DEC requested capital appropriations to clean up contaminated sites where
the State was the reSﬁonsmIe partx, the legislature changed the funding -ourcs to the
Response Fund Irom the aeneral” fund.

Various budgeting procedures used to track Resnonse Fund expendituret

~ ] ... onions from the Response Fund w-ere mcje to other agencies. This
maue it verg uirficuit for DEC. as fund administrator, to manage expenditures. “In an attempt
tc give DEC greater control and res‘a]onsmjhty for activities supported by the Response Fund,
eSPeC|aII¥ those of other agencies, the legislature put the entire Response Fund appropriation
into the Tront section of the FY & budget bill jon 71 sua o1l This had the effect of greatly-
Increasing the complexity of aqco_untln% for Response Fund expenditures. To gam access
to the Response Fund %proprlatlon._ EC was forced to use mcra—%%ency reimbursable
services agreements (RSAs) between itself and the Response Fund. DEC would then fund
approved projects from other agencies such as DMVA and the Department of Fish and Game
é_ FG) via mier-eniitv RSAs. This created a chain of interlocking RSAs which made it very
Ifficllt to track expenditures related to the Response Fund.

Different budget processes were used in FY 93 and FY X4

DEC took a more effective role in the management of the Response Fund n FY 9B and
FY % For FY 93 DEC notified other agencies that they must file a formal request for any
activities they wanted funding with Response Funds. This procedure improved coordination
hut was untimely. By the time agency requests had been Teceived, reviewed by DEC. and
forwarded to the Office of the Governor. Office of Management and Budget _<OMB) with
DEC's recommendation: the State's budget had essentially already been stbmifted.

DEC followed the same interagency process for the FY 94 budget, but the memorandums
were submitted to the other agencieS in a timely manner. DEC reviewed the requests based
on the antlc_lsPated statutory requirements those agencies needed to fulfill. DEC submitted
to OMB a list of allocations of Response Funds DEC recommended for approval. OMB has
the final approval authority in making recommendations to the governor's budget.

Except for two notable appropriations.’ there were no direct operaun? appropriations to
agencies other than DEC In FY 9B However, direct capital %ppropna lons Were made to
ofher agencies for cleanup of contaminated sites. In FY 94. no “front section” appropriations
were made to DEC exceﬁt for the transfer from the oil surcharge and mitigation accounts to
the Response Fund. The SPAR division is the direct recipient of the “funds. SPAR s

responsible lot RSAs between DEC and other agencies.

The mIi FY 93 appropriations made io agencies other than DEC were. S7.500.1XX) appropriated 10 the Alaska
Marine Highway Ferry Replacement Fund and S237.300 appropriated 10 the Legislative Council for ihe Citizens”
Oversight Council on Oil and Other Hazardous Substances.
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Reimbursable Services Agreements exiensivelv used for Reponse Funds expenditures

DEC entered info 16 RSAs with other agencies in FY 9 and entered into IT RSAs uh
other. agencies in FT 9 where_the primary funding source was, the Response Fund. In
addition. DEc. had ieinternal RSAS between its ovin divisions in FY 92 and 16 internal
RSAs in FT 9. Response Fund expenditures on both internal and external RSAs combined
totalled almost 316 million in FT 92 In FY 9B there were over So million in Response
Fund RSA expenditures related to FY 92 RSAs and over SS miiiion on FY 93 RSAs.

Agencies provide minimal supportln% information to DEC for their RSA expenditures when
requesting reimbursement from the, Response Fund. Generally the sup?ortlng summar%/ of
accounting information provides limited detail of the agencies' activity, especially those
related to" personal services. DEC requires copies of invoices for parchases exceeding
specified dollar amounts. Many of the_Response Fund RSAS require quarterly reports be
submitted fo DEC project mana?ers_. Examples of individual external FY 92 and FY B3

RSAs are included in Table D of tnis report.
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REPORT CONCLUSIONS

Purogsey of Me Rexcr'Oac Fund nre'sail over contradictory purpose ot’m.ocr unuin® source

An explained on page 13 uf Background Information. SB 200, which established [he 5 Per
barrel surcharge ontaxable i produced, indicated the purpose of the .surcharge was for the
“state to have jii Independent spill containment and cleanup Iapubiiity in the event offuture
discharges (emphasis added| ofmi or a hazardous substance.” Under the provisions ot the
bill, the”revenue generated by the surcharge was to be appropriated to the Response Fund.

The Response. Fund had already been used to address cleanup of existing contaminated sites.
This resulted in a Situation whereb¥ the major funding source of the ReSponse Fund had the
more narrow focus of being used for futuré discharges. But the activities of the Response
Fund itself were broader, in that they addressed the results of historical oii and hazardous

substance spills, 1.e.. contaminated sites."

Members of the ail and gas industry have expressed dismay at how the exPanded Uses of the
fund, particularly as it IS being used to cleanup existing Contaminated sites, dees not meet
their understanding of the reason for the surcharge. Them are claims that "there have beg",
abuses to the oll SRI”fund since it was established in 989.”  Such arguments. appear to
s to be based on the emphasis on future discharges that was ?Iaced on the 1939 imposition
of the surch%. As quoted above, this emphasis was pan of the Fmdmcf;s and Purpose of
Senate Bill 200.  The Findings and Purpose does not cany the degree of authority that an
enacted statute does.

Therefore AS 46.05.0d0, Purposes of the Fund, is the overriding authority on approPrlate
uses of the fund. At payment date, the surcharge becomes an unrestric..J revenue. to the
State, albeit from a specified source. It is the grerq?atlve of the legislature 10 determine the
bes. use of the State’s unrestricted revenues. Specific cleanup activities cited by an ail and
gas Industry group as being inappropriate uses of the Response Fund include “Cleaning up
state campgrounds,  state _alrports, responding to Jdorine leaks and buying new ferries.”

S are apProprlate uses of the Response Fund: the first two

All of these specific progec g
Involved cleanup of contaminated sites: the_ihird project Is a response to a hazardous

substance spill: and the fourth item Is a specific allowed use of the fund under expanded
legislation. - However, the dichotomy between the purposes of the fund and the purpose of

<t 1986 during commiuee meetings regarding the bill originating the Response Fund, the commissioner of DEC
had made itclear he intended cleanup activities trom the Response Fund o address both current and pest \piil
activity. The firal legislation was silatt as to what tune period wouid be used to determine cleanup activities. In
addition, the purposes of ihe Response Funo were expanded in IVhy jnd have continued 1o expand since that time.

Quote came from an article entitled "AOGA supports hill t© liv the oil-.ipill-response fund.” which was
published in the ForuncLetters section of the Ancnorage Daily News on November 27. 1993. The letterwas written
by Ardie Grav. who i the puoiic aifairs manager ot the Alaska Qil and Gas Association.
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the m ijor funding source ha. created a continuing controversy about me appropriateness or
how die fund 15 Deing’ useu.

Current -mill reserve halance is ciose to DEC uoai for adequate response

As of the end of FY 93 the unreserved balance of the spill reserve was $27.08-4.100. In a
draft report. DEC stated. the spill reserve had two primary purposes. One was (0. address
costs faced by communities, municipalities, and villages in responding to a major spill
incicent, Thesecond puri)ose would_ be to cover state costs. DEC has a'goal of d_eP_osmng
and maintaining S30 million in s_E)uI reserve fOI these two Purposes: S10 million for
communities, municipalities, and villages: and. 520 million for the State.

Alaska Statute 29.60.510 states in part that the commissioner of the Department of
Community and Regional Affairs “may nor expend not more than S$!0.000.000 ot ihe halance
of thefundthat is appropriated to the spill reserve or of the unrestricted balance of ihe fund
for grunts authorized under this section. ~ The other 520 million in the spiil reserve may

be accessed by DEC.

Allowed uses include costs necessary to investigate, evaluate, contain, clean up. ana cake

ocher necessary action, to address 4 release or”threatened  release of oil or a hazardous

substance.  Such release or threatened release must pose an imminent and substantial threat

to the public health or welfare, or to the environment. One reason for having the Spiil

reserve is for 3 immediate source of start-up cash in the event of a catastrophic Spill. It is

s/stiglated that 550 million wouid last about 10 days in a spiil the magnitude of Exxon
aldez.

Soil! reserve balance and the 5 surcharge suspension formula are unrelated

As discussed above, the State had over 527 million set aside in the spill reserve to respond
to future spills & of the end. of FY 93, The calculation. for determining the-suspension of
the 5¢ sur_chargie had a deficit balance of over 5X5 million as of the same time. It should
be recognized that there is a difference between the spill reserve balance and the surchargze
suspension balance. The difference between these two Is based on the revenues that go ino
calculating each halance. The facing page illustrates the difference between the suspension

calculation and the balance of the Response Fund.

The 527 million set aside to respond to spills includes all revenue sources, 1e. fines,
Penaltles, damages, surcharge revenues, and additional general fund apﬁroprl_atlons. While
he suspension ‘calculation Only considers surcharge revenues. Both the spill reserve and

suspension calculation consider cumulative expenditures.
DEC lacks authority and capability of monitorin't niher auencies Response Fund expenditures

Although DEC is the administrator of the Response Fund, the department lacks the authority
to control the spending of other agencies.  Further. DEC does not have the personnel to
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SURCHARGE SUSPENSION

RESPONSE FUND BALANCE

urcnarge

E/I? |%ra Io'riwlcscounr /glé

Suspension Calculation =
Cumulative Surcharge - Cumulative Expenditures

Balance of Response Fund =

(Cumulative Surcharge + Cumulative Other Funds)
— Cumulative Expenditures

"ecc'sc by ADEC 131 - 7 ~



monitor or audit me appropriateness or other a :encies excenditures. Other agencies have
had access to the Response Fund through the use of RSAs.  According to Alaska
Administrative Manual' -Q.Us0. an RSA 15 an inter-emity transfer where one agency *
reimbursed for costs associated with services provided to another agency, As administrator
of the Response Fund. DEC has heen forced to enter into RSAs for which the agency has
limited iniierent interest or expertise, In some cases, the RSA represents a project or buceet
request for which DEC did not originally endorse or support the other agency’s request for
access to the Response Fund.

DEC has made it a standard practice on all RSAs with other agencies to. require five pieces
of information. This information _is required in order for DECto fulfill its annual reporting
requirements to the legislature. DEC requires the servicing agency to provide:

L a listing of each position control number (PCN) with title and the amount
compenSated the position:

2 copies of all contracts in excess of S20.000 and ali subsequent amendments, and
coB|es of all RSAs wrh the University of Alaska in excess of S20.000 and ail

subsequent amendments:
3 documentation of each purchase in excess of S10.U0U
4. the amount paid to each municipality, community, or village: and

RSAs to other state agencies funded by (he RSA must also report theinformation
requested in items | fhrough 4

Many of the Response Fund RSAS require quarterly reports be submitted to DEC project
managers. The reports are generally submitted: hoiwever, the extent of information varies

between servicing agencies.

DEC has spent an inordinate amount of time trying to monitor RSAs with other agencies.
DEC's experience has been, in a practical sense, the department has no power to monitor the
expenditures or den¥ a request for funds from other agencies. An example of the lack of
OWer, i %rowded or by an FY 92 reimbursement re%]uest: the Deparfment of Fish and
ame (DFG) came to DEC and wanted reimbursement for expenditures that DFG could not
support: DEC initially refused reimoursement; but because the only alternative left to DFG
would be to request a supplemental appropriation. DEC staff wes directed to pay the RSA

reimbursement request.
Criteria for allocating resources within SPAR varies bv oroeram

The only Response Fund expenditures that DEC has direct control over are the expenditures
actually” made by the department, the majority of which occur in the SPAR division. The
criteria used by  SPAR In determining whichi projects will be undertaken varies between
programs. ~ SPAR can exercise disCretion wnen' allocating resources for the following
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%Xlncueg spill response, reviewing and testing contingency -plas. and contaminated site

Re-monse depends on ;e risk nosed bv a >ill; The Government Preparedness and
Response Program within SPAR s charged with responding to spills that Pose_an
imminent and Substantial threat to public Nealth or the enviroriment.. No preset policy
exists as to which spills will be responded to ina region. Determining ifa spill poses
an imminent and substantial threat is a subgectlve process. Every region and district
has. taken into consideration a myriad of factors and developed its own method for
deciding whether a spill warrants’a response. . Common criteria for response _among
regionsinclude ?roxmt of a spiil to populations and water .source, size of soiil. an
type. of spill.  The level of response can vary from responding via telephone, to
monitoring the cleanup, to taking the lead in response through a contractor.

Progress in reviewing continLencv fan— has lagged behind ag_encv__Protectlons: A
discussed in Back?round information, the EXwn Valcie: ol spiil caused major
revisions to the stafltes that sec forth requirements for ol dlschaE%e prevention and
contingency planning. As a result of ihe new Muutes. SPAR's iPP was required to
draft new regulations. These requlations forced affected operators to either prepare
contingenc Plans or make amendments to their existing plans. The new re?ulatlons
also created the need for technical asMviunce to be provided to those operafors whu
Were either draftlng amended, or developing new, contingency plans. PP has focused
their resources on drafting new regulations, prcv iding technical assistance to operators
and reviewing contingency plans.

As a result of the new regulatlpns winch hecame effective in August 1992 a large
number of new and amended pians were »ubmitted to IPP. To cope with the influx
of plans requiring review, requlations Rrowdes for a transitional period. During this
period. IPP"was permitted to review the plans in a predetermined order of priority.

Review of contingency plans has fallen behind agenc¥] projections. ~ Almost
200 contingency plans required approval by IPP. Most of the submissions regumng
ai)proval are amendments to existing plans m.n were previously approved unger the
old regulations. . These plans continue to be considered ‘approved until plan
amendments that incorporate the new regulations have been reviewed. Of the almost
ngggplans, only 30 nave been approved Under (re new regqulations as of December 9

. However, many plans are in (he (mal st%%eg%dof review and. according o DEC
staff, most should be approved by me end of 194

A successful oil spill prevention program is composed of interrelated parts. The
success of IPP is dependent on the comomed strength of its facility inspections, oil
spill arills, contingency plans, and financial responsibility sections.

Contingency plans must be tested and facilities inspected to provide assurance that

Bersonn_el are beincI; trained and that equipment_and’ resources are available and can
e mobilized quickly. To help speed up us contingency plan review process. LPP has
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shifted resources away from performinu
Oll it drin’ and facility inspections.

As a result. most of IPP driil activity
has been limited fo oversight or
Industry-initiated  drills and " fewer
Inspections have been performed. Once
the' review process has advanced to a
point Where the program is reweyvln?
contingenc F{Jlans on a reqular rofationa
basis. “SPAR plans to “shift its IPP
resources back to testing contingenc

plans through department-initiated drills
and inspections.

Priority for contaminated sites perceived
differéntly: One of the major purposes
of the Contaminated Sites Remediatjon
Program is to determine the priority (See
sidebar to the right for a discussion on
the Hazard Ran mq Model, which is
used to prioritize i es%h_m which sites
should e addressed. This is necessary
so that resources can be allocated in
such a way that the sites which
represent the” greatest risk to the public

Hazard Ranking Mode!

The Hazard Ranking Mode! b the
primary tool available to the
Contaminated Site Remediation Progjain
0 determine caseload priorities. The
hazard ranking model 1is art exposure
mode! that uses factors such as the ievei
of toxicity, exposure t ground or surface
water, and population density 1
determine a site's relative priority. The
modei provides for unknowns, allowing
sites © be ranked when information is
missing. The ranking scores compose an
index of relative threat posed by the
contaminated sites to public heaith and
the environment.

D EC personnel do not consider the hazard
ranking score an absolute indicator of
priority because ranking scores can be
skewed by factoring in unknowns and
because the model does not take into
consideration certain elements. In
practice, the ranking score is considered
one of many indicators when determining
caseload priorities.

and the environment are addressed first — retzardless of ownership.
Although central office presents prioritization as one of the program's main emPhases,

a statewide list of all contaminated sites in priority order does not exist.

nstead,

resources are allocated based on the identity of a responsible party, their vviIIi_n([mess

ana capacity to clean up. site priority when’known, and the amount of public i

IN a SItE.

nterest

As discussed in Organization and Function. SPAR's central office is responsible for
developing policy and providing technical assistance to re?mn_s and districts. \Work
on contaminated” sites s accomplished at_the district level with support from their
region. . Most of staff time at the district level is spent providing oversight to
responsible parties who are willing to perform cleanup.

The_ iogic behind adaressing willing responsible parties (RPs) is simple. HeIE_lng
willing™RPs is efficient in that more Sites are cleaned UP by oversight than by working
with Uncooperative RPs or by taking. state lead in cleanup. The other motivation
behind helping RPs is a socigeconomic concern. RPs are often stimulated to clean
up thelr site because a real estate, construction, or some other financial transaction r»
involved. In the past when DEC staff explained they did not have time to monitor
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cleanup, of a 'ice. :he R? contacted their legislator. who in tum contacted the di.wrict
and insisted their constituent be assisted.

It is not uncommon for political pressure to piay a role in the way resources are
allocated. In the past, sites, which were a lower prlo_nt)( relative to Other sites, have
received funding because of an heightened interest in the sue taken by the general
public, the governor, or a particular legislator.

District personnel reluctant to initiate State-lead in contaminated site cleanup; For a
site to be eligible for state-lead, potential RPs must be identified and an extensive
notification process must he completed. Because state-lead sites are labor intensive
district personnel” are reluctant — or do not have the resources — to conduct RP

searches or go through the notification process.

District personnel are also hesitant to take state lead because they feel their role
should be one of service a(]le_ncy rather than enforcement agency. Rather than caking
the lead in cleanup and holding the RP liable, staff want t0 help RPs find some way
to assume responsibility. False promises from unwilling or incapable RPs have also
slowed down the process of cleaning up ‘ites with staté-leac money.

Because of the amount of resources required to identify state-iead sices and a general
reluctance by district staff, the program does not” have a complete listing of
contaminated state-lead sites.
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Recommendation \ p

Tie lest'iat'jre "houici maxc natutor. chances ;0 c'anfv :ne roie o :he r'utl .".cmini‘iraur.

A Current:'. Mere -10 ;;garcut criteria in piacc -tatinc how DEC ‘homo "-nanace" :\-
Response Fund.

In order to be properiy evaluated as the fund administrator. DEC needs the Iegislature
to clard'y their expectations or’ the department’s roie. Alaska Statute 46.0S.0f0
identifieS two accounting duties of DEC. This statute sa\< DEC

(1) ]gnai(} maéntain accounting records showing the income and expenses of the
und: an

12)  snail develop procedures governing the expenditure of. and accounting for.
money expended from the “fund.

This statutory requirement has not been amended since the Response Fund was first
established in IV86. The duties were appropriate when the fund was used to respond
to emergency spills, and DEC was virtually the only user of the fund. But DEC lost
its effectiveness as administrator when the Response Fund began to be used as a
funding source for a number of projects managed by many different agencies.

As explained on page 220l Report Conclusions. DEC has spent an inordinate amount
of time trying to monitor the apéproprlateness of expenditures made ov other agencies.
It has been difficult for DEC to monitor the appropriateness of reimbursement
requests from other agencies when the service Rrovlde is beyond DEC’s interest or
expertise. DEC s offen ?ut In the position of having to approve for reimbursement
an expenditure_for which the department has no way of determining represents a valid
project cost. DEC has not exRerlenced as many problems on those RSAs with other
agencies for services which the department would normally contract.

DEC has, with the assistance of Office of the Governor. Office of Management and
Budget (OMB) and Legislative Finance, developed an adequate budget process
showing appropriations “into and out of the Re5ﬁonse Fund. DEC can track
allocations o specific projects. The department nas also developed an internal
Process to review other agencies’ Response Fund requests and make recommendations
0 OMB for inclusion in the Governor's budget. These duties arc appropriate for
DEC to fulfill in its role as fund administrator.

We, recommend the legislature amend pan Ilg_of AS 46.08.050 to state that DEC
"nail develop procedures governing the expenditure of, and accounting for, money
mexenced from the fund for activities of their own depanmem.  Other agencies who

-27-
KLUSXA STATE IEGISCVTV3E OIVUION OF LEGISLATIVE AUDIT



i) - nWi - - HBEaaaHi

receive memes from die Response F.ind muse develop their own Procedures overntne
the expenaiture of. .md accounting for. money expended from the fund. To receu.e
reimbursement from the Response Fund, other agencies must submit :0 DEC me
detailed inrormacion required to_re included in the annual report on the Response
Fund's activities. DEC shall rely on the other agencies' internal procedures . when
re.spQndinu to a request for reimbursement. Tine [egislature may request Division of
Legislative Audit to review the procedures developed by each agency and audit that
agency A expenditures against the Response Fund.

Some of the information DEC is reouired tc submit In fheir annuai report is either too
voluminous or to uncertain to provide meanmuftil information tc the legislature.

]Icnﬁormation required by AS 46.0iS0a) to ce included in DEC'S annual report is &
ollows:

()t summary of the sites identified by the department;

[2)  the immediate and long-term threats to the public health or welfare or to the
environment posed by these Mev .mu

(9  the appropriate actions needed to avate these threats, and their estimated cost.

DEC has not been providing this information .5 part of the annual report because of

the volume and uncertam?y Of information INVOlved. DEC has indicated this
information is available for review m weir Office in the Statewide List of

Contaminated Sites. A list Of contaminatea =085 dated November 8 1993, which is
104 pages Ior%g, contains Site Name ans avisre's JNA hazard ranking model score on
1.363 sices, of which 3B are inacitrea w.ites and 1520 are in an‘active stafus. Of
the 1.520 active sites. 240 Sites are unr.ins.eq. and 3B sites cannot be ranked due to
lack of information available on tiie 47 In addition to the known sices. DEC s
aware that there are likely t0 be @ 1arge number OF Sites Which are not vet on their

database.

We recommend the legislature amen ! p.ut b) of AS 46.08.060 to allow DEC to
report information on contaminated mv> :hm can be. readity prepared and still be of
Use to the Ie%lslature. DEC should ke .i"eu to identify how many sices are in active
and closed Status on the database. 1)EC diuuld |dent|rY the number of sites and
prioritize those sites based on immeu ;.0 and long-term fhreats to the public health
or welfare: or to the environment, Smce (e information is too uncertain. DEC
should not be asked to provide indiviULil, Jocussion on each site, nor due to the
volume of sites, should the departmei; - .ivked to report the appropriate actions and

estimated costs involved.
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jlcuilwording was.
The attorney yenerai. at the request of the commissioner, may seek [emphasis

on the Kenai peninsula. There were no cost recovery requirements related to these
appropriations.

Because of the lack of cost recovery requirements DEC district staff and the public
developed a cooperative relationship “regarding DEChs monitoring of the clean up. of
contaminated sites. The public came to view monitoring of clean_ up of contaminated Sices
as a Service proviged bg DEC. rather than as an enforcement action. Since cost recovery
¥vou||d not be sought. DEC staff did not consistently track their personal service costs related
0 cleanup.

The passag_er of Senate Bill 256 cn 20. sua .1 changed the optional nature of the statutory
Phhrastw{g.t hﬁ !je islation made it definite that cost recovery must be sought. Specifically
e statlite called Tor:

The attorney general, at the request of the commissioner, shall immediately
seek (emphasis added| to recover money expended by the department under
AS 46.08.005-46.0HINO or other law to contain and clean up oil or a
hazardous substance that has been released or to control the threatened
release of oil or hazardous substance.

DEC has been slow to develop policy and procedures related to accumulating cost
Information that can be used to support recovery efforts. DEC has developed a draft Cost
Recovery Policy and Procedures manual that addresses when and hov. to code costs to Sices.
As of the date Of this report, this policy still has not been fully |mPIemented_. _Of particular
concern is_the failure to consistently Charge personal service costs to specific sites. This
makes it difficult, if not impossible,” to recoup these costs from the responsible party.

Tiig araft Cost Recovery Po'icy and Procedures manual also addresses how to identir¥ and
notify potential responsible paities (PRPs) of their obligation to clean up a site. Staff who



have received [raining on die manual reported to us a reluctance to implement the poiicv
Scecmeaily "mér teel"tlie pucilc. needs to he aceuuatejy not:rled of DECN policy cnance or
seeking cost recovery for containment ana cleanup efforts.

Not ail applicable DEC personnel have received training on the Cost Recovery Policy and
Procedures manual, in some districts, we found staff unaware that a cOst recover/
procedures rnanual was available.

We recommend DEC revise the draft Cose Recovery Policy and Procedures rmanuai to
address pubiic notification ana consistent statewide implementation. After tne manual is
revised,. training. should be provided to DEC personnel So that the, department's policy will
be consistently“implemented. The manuals need to be made available in each region ana

district office.

Recommendation No. 3

DEC should develap a systematic method cf addressing contaminated sites so those Sites that
oose the greatest risk to public health or me environment are addressed first.

A Program_PersonneI and resources have been allocated to contaminated sites based on
the ‘identity of the PRP and [he willingness/insistence of the RP to clean uo a site.

The_ Contaminated Sites Remediation Program is m_PIace to carry out one of the
original purposes of the ResPonse Fund, to'clean up all or hazardous substances that
pose an imminent and substantial threat to the public health or welfare, or to the
environment. The program has a limited amount of resources that must cope with a
large and ever increasing number of contaminated sites. Because there exists more
contaminated sites than”resources to address them, a system must be in place to
allocate resources; to the highest priority sites, Central office of the Spill Prevention
and Response division, has drafted policy which sets criteria for determining priority
and allocates resources to the highest priority sites. However, district personnel are
reluctant to implement the proposed policy change. As a result, highest priority sites
are not being addressed.

As discussed In RePort Conclusions, _ district personnel spend most of their time
providing oversqht_ 0 RPs who are willing to clean_up contamination. Because RP
searches.” PRP ngtification, and negotiation with unwilling RPs is timeconsuming and
frustrating, district staff prefer to allocate their resources to sites where the RP is
known and is willing to cleanup. This method of _aIIocatln? resources is efficient in
that it allows more™sites to be cleaned given districts’ limited staffing. It also
provides the easigst way tq cope with pressure from insistent RPs who need their sites
cleaned for socioeconomic reasons, .such as real estate transactions or potential
construction, However many of the sites wiih a willing RP do not pose an imminent
and substantial threat relative to other sites.

3
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Such .in .trproacn oniy provides limited assurance '1ie Response Funded net:vimes are
~duressmg sites that pose the most “imminent and substantial” ‘first;; to :he eenerni
pubiic. . \hile we recognize district Lpersonnel have ulegl]tlmate basis for wantlng tc
Worst with V\nllmg RPs.” “nelr approach cloes not ensure that the statutory purnosé or
the Response Fund  met.

DEt should work to implement their draft guidance roticy entitled Priori:.zation or
Coraminated Siie, Work. . The policy adarésses allocating resources in such a way
that the highest priority sites are addressed hirst. In addition. DEC should, redefine
their role in monitoring RPS with rel_atlveIB low priority sites. Any change in DEC’s
policy of [prowdln oversight to willing RPs should be accompanied withi a thorough
ouoliC notice camadaiun.

3. Contrary to what the department has resorted :0 the legislature, DEC has not
maintained a current complete prioritized list of state-lead" Sites.

In budget papers presented to the legislature. DEC .stated that they maintained a list
of state-lead sites and prioritized them based on their threat to human neaitn or the
environment, or unique social or economic factors. The department also claims that
sites are placed on the list only after DEC staff have determined that PRPs wiil not
clean up the site or when no PRP cun be determined or located.

DEC also made it clear to the legislature that the list of state lead sites accompanying
the budget request is dynamic. If a responsible party decides to perform cIeanuP or
a site's Telative prigrity changes, the funding allocated to that site will be used to tuna
the next highest priority site.

In CPr_achce. DEC has not maintained a complete prioritized list of state-lead sites. In
addition, the department has not always completed (e proper notification process
before placing Sites on the state-lead list. As discussed in Reoort Conclusions,
district staff are reluctant to perform RP searches or qu through_ the RP notification
Pro_cess because the procedures are timeconsuming. Once a site is allocated funding,
aking lead in cleanup is highly labor intensive.

DEC has not documented their rationale for allocating funding among state-lead sites.
\We recognize that a state-lead list is aynamic. However, In our view, the dynamic
nature of the program makes a current list of prioritized state-lead sites essential. In
addition, the dynamic nature of the program makes it imperative that the rationale
used to justify funding decisions be doctimented and presented to the legislature.

" /s stated in the Organization and Function section, ifa site puses a substantial threat ruid no responsible party
has been identified nr die responsible party isunable or unwillling 10 clean w. die Slate will lake die lead in cleanup

efforts. These sites are commonly called state-lead ur orphan sites.
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DEC ipouid make an effort to pursue >tate-lead :n ites that present an immipent.
{ubstantia! threat to puctic heaitn ana_the_ em ircnment.  AS part of this effort,
updated list 4mouid be prepared ana maintained to auide In the allocation or fund:

fore sites are placed on the Nete-lead e list. their orphan status should
confirmed ihrcueh the orooer notification oroce.ss.
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Si.nc 'ettor inle to “re--jpt .mu -cvgond to aij spill. htt  hiiits jeopardized bv c.i[™ \n starring

The Prince William_Sound Regllonal Guzens' Advisory Council JPWS-RCACI and staff in
the Department or Environmental Conservation _ﬁDEca both believe the State has improved
us prevention and revoonse capabilities for oil and hazardous substance >piils, ~ Both
or?amzatlons reel chat the State is in a better position than it "ves on March Z- 1989 the
date or the Exxon laide: spiil. Much or the reason for these improved capaoiiities is
attributed to the financing of prevention and response activities made possible by the Oil ana
Hazardous Substance Release Response Fund IResponse, Fund).  However, the two
organizations are concerned about the current trend of reducing staff positions in DEC. In
%{ 8a'Lr\n hlet entitled " Then ana New: Changes Since the Exxon Vaidez Qil SoilC the PNS-

points out:

Lows (hot appear stron? when emitted ,.an he weakened through vague
revolutions and inadequate funding. Low vmust he implemented through 1 Ear.
strong regulations and enforced hy commuted agencies that are given the
funding necessary to monitor, oversee and enforce compliance.

PWS-RCAC"s Fornt echoes one of the observations made in the reoort produced by the
Alaska Oil Spill Commission t,ACSC). AQSC said. "The Valdez DEC office alwux$ has
been seriously understaffed, which weakened the \tates position relative to Alyeska. The
state cannot - gotiate or enforce effectively wulii-tu adequate competent personnel.”

As we exRI_aln in Report Conclusions. DECT progress in reviewing contingency plans has
lagged behind the department's projections. To increase staff time™devoted to contingenc
plan review and ap?roval, inspections and drills have been severely limited. DECs o
program consists of several interrelated parts.  Prevention includes contlngencY plars,
Inspections, and drills. Other pans include response and cleanup, which occur only When
Rreventlon has failed. If any pun of DEC's program is hindered, the depanment does not
ave an effective, viable program.

We understand the decision DEC was forced to make in allocating resources to contingency
plan review and approval. However, inspections .md Jrills are & fundamental portion of a
successful prevention program. DEC is alrcadv dangerously close to having to implement
statute with_limited resources. Any reduction ot sialt positions in the Spill Prevention and
Response (SPAR) division will jeopardize the likelihood of a successful prevention pro?ram.
AOSC addressed this same problem in their final report on the events leading up o the
Exxon Valdez grounding. "Rigorflagged. compUn emy took root. Prevention was neglected

with disastrous results.

We wonder whether complacency is again taking roof. Program consequences must be
considered when SPAR funding is reduced. SPAR needs to be Tuncled at least at the current
level to maintain its ongoing ‘operations. However, if the legislature decides to reduce

i
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SPAR needs celiera! funds if contaminated sues are :0 :e cleaned for socioeconomic reasons

As explained in Recommendation No. 3 district staff often monitor the cleanup of _vvllllnq
_resPonsmIe parties (RPs). While many of these sites do meet Response Fund Criteria %tha
I5. they pose an imminent and substantial threat to Pub‘C health or the environment/ others
cleariv do not, The RP is often motivated to clean their sue in order to obtain bank
financing for the sale of the property or obtain a permit to do construction on the properltzy.
\While these sites may net Pose a substantial risk, the monitoring of the site cleanup by DEC
IS important o, the owner for their own socioeconomic reasons, If the legislature. fegls that
DEC is providing a valuable and valid public service by Rrowdmf] technical assistance on
sites that do not pose an imminent and substantial threat, then the legislature needs to make
ueneral funds available to SPAR.
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fSS_E3 NEEDING FL'RTHFR ST! 'O:

It was ceyond the >coce of :his audit request for us to test Qi and Hazardous Substance
Reiease Response Fa;a- (Response Fmd% expenditures and accounting procedures developed
m agencies ocher titan me Department of Environmental Conservation (DEO. However, as
explained in the Background Information action, other auencies are sienificant users or the
Response Fund. . In"FY 92 DEC entered_ into over MK5 miliion in_Response Fund
reimbursable, ser.ices agreements (RSAs) with other auencies: in FY 93 DEC entered nto
almost So million in Response Fund RSAS with other agencies. Consistently, the largest
%alrtlu ants In usm? the Response Fund outside of DEC are the Department of Law. the
epartment of Military and Veterans Affairs, and the Department of Fish ana Game.

As stated in Report Conclusions and Recommendation No. 1. DEC has little authority and
receives limited information supporting requests for reimbursement on the RSAS, Suppo_rtlng
information submitted with the request for reimbursement usually provides little cetaii an
DEC s forced to rely on the other department’s accounting proceaures.

We, suggest that the Legislative Budget and Audit Committee may want to consider
reviewing the support for Selected expenditure transactions, the accounting procedures, and
project results of Response Fund actl_wtr In agencies outside of DEC. Those agencies we
recommend be considered for review include the Department of Law. Department of Military
and Veterans Affairs, and the Department of Fish and Game.
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TABLE A

RESPONSE FUND SUMMARY AS OF JUNE 30 198

Sources of fundi no;

Qi Surcharge Revenue S52.500.000
General Fund 44.447N0
Prouram Receipts: Exxon Reimbursements 1959 & i199() 30.000.000
Mitigation Revenue U.386.60t)
161.293600
Uses of funding:
Expenditures through FY 93 (Note 1) 119.567.992
Reserve for Encumbrances 6.786.905
Reserve for Prior Year Appropriations 2190914
Accounts receivable recorded for ExxonValdez cleanup 2.338.7%
Fund Balance/Spill Reserve (Note 2) 530.409.0"1

Note T Expenditures are incE@ion to date as reported in Response Fund Annual
Reports for FY 87 -FY 93 This amount is the same as the total reported in

our Table B

Note 2: Department of Environmental Conservation has stated their fund baIance/sPnI
reserve is $27.0x4.100; which is $3,324,991 less thanwhat we have calculated.
Review of their backup indicates the discrepancy occurred in FY 91 and
FY 92 when information for the annual rePort Was loulle_d from the Alaska
accounting system. The department needs to reconcile this discrepancy.
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TABLE 3

SUMMARY OF EXPENDITURES BY FISCAL YEAR
(NOTE 1)

1 PROJECT ' FY X7 ! FY 38
1 Containinaied site investigation. safety, cleanup, and $425.515 j $329.977
| cost recovery

Soill Response containment, safety, cleanup, and cost
Jj recovery

! Shill prevention and response preparedness

J! State and regional contingency planning

| Spill response office, depots. ;uid corps

I Mi. Redoubt Volcano/Publication of 19D annual report

e |y

o
|

i Soiil resene
| il response arills i ,
| Kenai cleiuiup project ;

J State Emergency Response Commission and local
emergency response planning i

Local Emergency Planning Committees J |

[]
[(S=1

UAA -Solduma Fire Training
1

DFG < Sill prevention and response prcparcdnes”
T LEG -Citizen"s Oversight Council

[

Hazardous Subsnuice Spill Technology Review Couruil
Arctic Marine Resources Commission

Prince William Sound Regional Citizens® Advisory
Council

Non-crude Oil Tanker/Barge Study

Nearshore Strike Team Demonstration Projects |
Oil il contingency plans/requirements

Geographic Information System i
Advisory Council/transportation of ail s
Ferries with oil sill response ability 1
Natural resource dainaee assessment

Subtotal of Non-Exxon Related Expenses ’ $42R.S15 §329.977
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FY 8
n120.900

$>20.900
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FY @O |
>*-.500

- Do
(

15X.JIKJ
199 son

112.81)0
2-5.500

n 1.702.000
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FY M :
51.571.7U1)

690.200

1.056.200 i
%, 710 ¢
967.700

4.500 j
»15.600 !
--X.500
585.700
«99.600

119.800
119.500

$6.9>2.000

-39-

FYy @ 1

S1.262.-00
1
]

578.500
1

1.846.200
225.500
i.125.100

71 .00
10".7(10 1
"'5.900
257.000

575.200

2.57..10
112.-00
100.000

57.200

29.900
84.200

120.500
102.400
1.5%.5.40
S10.601.000

FY B8 ]
S2.926.700

71.000

5.385.800
54.700 |
2.663.000

268.500

177.900
186.200

1.039.700
88.400

88.300
275.300
90.000
10.200

5.300
~ 15.000
91.600

7.501.500
59.400
S20.996.500

Total

57714992 1
1

1050700 |

10.288.200 |
B30 j
4.955,600 j
117600 !
80000 |
A0 j
1J17500 i
80800 |

1614900
88400
11980
45100
387,10
190000
67400

2090
330
Q20
91600
12030
760390
1417800

$U231P |
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PROJECT FY S7 FY J FY S9

[}
gl Subtotal of Non-Exxon Related Expenses ilroin page 28) V28.815 $329.977 $320.900
I‘DEC *Exxon Valdez. i 5.-56.300 J
% RSAs -Exxon Valdez ! 609.700 j
; Local Response mxxon Valdez 205.600 ;
| LAW - Exxon valdez Litigation Jl i
1 DFG -Exxon Valdez Damage Assessment {
J Exxon Valdez - Spill Cleanup and Cost Recovery
| E>_<xon VaJdez —A_c,sessinenl ;uid Restoration

Exxon Viddez Litigation

Exxon Valdez Project

Shiot.il for Exxon expenses 1 6,271.600

TuUil Expenses 5425115 $329,977 36.392J 00

Note I:

This table was prepared from expenditures reported by the De%artment of
Environmental Conservation in their Response Fund “Annual Reports for
FY S7 -FY 93 We have not audited this information and therefore do not
express an OPInIOH on its reliability.  Since project tities changed over the
seven years, for comparability purf)oses We have grouped those activities that
seemed the same despite small title changes.

-40-
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EY no
$i.702.000 ]

2-i.005.-00 j

J
-30-D00 |
j.210.200 |

1

31.775.61X) 1
533.477,600 |

FY™M
SG.9°72000

11.MTT_TOO

-.100.000

AXTU0

24.912.100 j
S3LHA4.IU) |

ALASKA STATE LEGISLATE

FY u2

510.fi0 =il |

2J37.300 -

0/i5-400 j

)

-
«— 5

1..576,900 i

11.6y2.0n |

522295.400

-41-

FY I'x.run Valdez
820.996.501)

41.459.400

1 5.J69,700

5.415-800

4.100.000

} 8.834.400

-iH2_fito 2.829.900

407.000 7.061.400

2.705.500 4.280.400

1.123.800

~603.100 78.254.800
524.599.600

Total
$41,313.192 j

[EEN l—._.Hu‘

78-254.800 !
5119267,992 j
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iABLE C

DESCRIPTION OF RESPONSE FUND .ACTIVITIES .APPROPRIATED
INFY 92 AND FY B

As reflected b\ discus?.ion in Background Information, 'here have been numerous changes
to the Ol and Hazardous SubstanCe Release Response Fund (Response Fund) sinceits
inception in 1986, Many of the amendments expanded the authorized purposes of the fund,
[he followiny table illustrates all Response Fund appropriations for and FY 93 The
table indicates il these appropriations *xould ha'.e been cohered under the orimnal purposes
of the fund or Il they are allowed due to amendments subsequent to 1986 inception.

ihe first two columns of the table give the name of the project or acti.itv and a brief

description of the I@uerose of the project. FY 92 operating appropriation amounts came from
Ch 73 SLA 9L FY 93 operating appropriation amoulnég2 come from Ch 136 SLA 9 and

capital appropriation amounts come from Ch 5 FSS

Some projects meet both original and expanded legislation and are so indicated bv a
checkmark in both columns. "One project. .Actic Marine Resources Commission, in our
(ﬂpmlon, does not apﬁear to meet either the o_nFmaI or any expanced use of the Response
Fﬂﬂg f%l#t Otpheer(re l|Jsser;ot ing that prevents the legislature from appropriating from the Response
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: Operaung progrinns include the Director ® Office and the Division of Sill Prevention and Response iSPARI.

The Director s Olfice i responsible lor adninistrative support, saiety and data management. In addition io
Loniaininaied sues. SPAR s composed of three sections:  Government Preparedness and Response, indusirv
Preparedness Program. ;uid Underground Storage Tank Program. Government Preparedness develops regulations
;tnd guidelines for SERCs ;uid LEPCs. ensures trat local plans tire under development and are Integrated with
other plans, ensures that there isa complete compilation of ha/ards imaiysis for the State, and conducts drills on
the state ;uid local plans.  Industry Preparedness reviews oil discharge prevention and contingency plans for ml
operations, conducts inspections and spill drills, and administers the statewide financial responsibility program t©
ensure that oil operators demonstrate sufficient proof of ability t respond.

Response funded activities in FY 92 included data compilation and documentation, monitoring, and select
restoration activities. The funding was also allocated t© coordinate support efforts by state agencies. FY 92
monies funded DEC 3 Oil Soill Response Office whose sialf gathered data regarding the extent of subsurface ail
;uid surveyed selected beaches. In addition, stall archived records ;uid created a records database.

Contaminated sites are ranked based on a hazard ranking model dial prioritizes sites based on treir threat
human health or the environment. DEC also takes into account unique social or economic fectors.  However, the
ranking model allows for numerous unknowns, which affects the reliability of the numeric scores. The cleanup
It i subject to constant change as responsible panics assume cleanup responsibilities and as new contaminated
sites become known. DEC provides oversight only on sites where (he responsible party is taking acuon.
Contaminated sites that require cleanup, but where die potential responsible party is unknown, uwilling, or
unable to clean up are referred to as orphan sites. DEC must go through a notification process to die potential
responsible party before a site s placed on the orphan site list. The State initiates cleanup on orphan sites.

Beginning in FY 92. contaminated sues with the State as the responsible party were dealt with by a
Memorandum of Agreement between several state agencies. Department of Natural Resources. Department m
Transportation and Public Fecilities, and DEC formed a work group thet determined which sites were (he IneheM
priority ;md submitted a capital budget request for funding. The major tool used by die group to rank the =,ti'U"
sites was DEC 3 nutking model. The work group recommended funding for 10 projects in FY 93 for a total
cepital request of 2.fi million. Actual expenditures in FY 93 ciuno io sligitly over S310.000.

The legislature established the il reserve so trat funds would always be available for the abatement ot a
release of ail or a hazardous substance. The spill resene can only be accessed to address a release that po"e> <
imminent and substantial threat to public health ur the environment. DEC only uses the saill resene io .iddie-"
unhudgeted activities thl pose an imminent and substantial threat. Eleven spills were responded o in FY “2 mt
a lotal of S71.3H2.7fi. ;uid thirty were responded t in FY 93 for a total of S245.995.37.

The legislature authorized expanding the use of the fund 1 include refurbisliment or construction of marine
response vessels. Alaska Marine Highway System iscurrently in die design phase of constructing a vessel
could be used to respond to ail sills. For FY 93. the legislature appropriated 57.5 million from die Re\i fin«.
Fund to the Alaska Marine Highway System Replacement Fund for the ail response ferry. But these funds .ol
not be used util e vessel s in construction phase, which iscurrently targeted for the first quarter of FY

SERC was established bv executive urder in 19X7 and formalized in 1990 with the passage of HB 566. SERC
guides and coordinates a state-wide emergency response plan. SERC designates Local Emergency Planume
Districts (LEPDs) ;uid approves LEPCs for those disiricis. SERC reviews and comments on local emerge in
plivis. including ail facility ;uid vessel soill contingency plars.

The Slate has been divided into 26 LEPDs. SERC establishes and appoints a Local Emergency Planning
Committee for each district: however, only U LEPCs have been established to date.

-44-
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j Project Activity
I

¥
!

1

e -

—

J
1

1
I
I
!
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Response
office.

Citizens”
Oversight
Council on Oil
and Oilier
Hazardous
Substances

Nearshore
StikC letin
Demonstration
Projects

Hazards

; Analysis

Geographic
Information
System (CIS)

Hazttrds
Substances

Sill
Technology
Review Council

| Description

J

1

*The legislature authorized that depots ;uid corps were in he pliuined through die DEC master and regional

1 coniingency pi.iming and the Slate Emergency Response Commission approval process. The exact determination
of locations was Kt io the DEC and SERC planning prolCss. Tlte Slate was io pav for training volumeers in

e communiiiies selected as depot sites ;uid pay them when necessary to combat a spill or participate in training.

I Exact types and amounts of containment equipment and materials 1o be stored at depots was also Kft to die DEC

j and SERC planning process. DEC ;utd DMV A have jointly expended over 54 million on depots and corps to

I date. Tite only depot thet has been established to date isa 'bl.6 m.1lion project for a communications depot,
which s 5)"9 Response Funded and . F funded by the Federal Emergency Management Audionty. Other
expenditures have oecn used to tram X2.3 first responders and develop tt Inciucni Command System and an
Adviuiced Integrated*Management System.

This council was esiahlished in WO following the passage of H3 578. The council assesses the performance of
state and federal agencies in preventing and responding to releases of oil and hazardous substances, identifies
riss, and recommends improvements for environmental safety to the legislature, govermor, and federal agencies.

Tiic legislature appropriated 51.2 million for FY 93 to provide coastal communities that are not connected by a
hiultway svstcm with the resources 1o be able t respond to a major oil siill. Currently, contingency pians do
not always address industry*s preparedness to respond to a ill in communities for extended distances
downstream from tut oil terminal facility or itutk vessel route. One purpose for the demonstration project was io
define (he optimum array of equipment needed m communiiies to mobilize and respond to sills which have
escaped initial containment or to orphan spills which intly occur within the operating range of nearshore
communiiies. Two informal planning committees were organized -one for the Gulf of Alaska region and the
other for Southeast Alaska region. Each region developed their own project design aiteria.

A Hazards Analysis covers four stages: (D) identifying the hazard, which isdefined in AS 46.03.326.

(@ performing a wilrerability analysis. (3) conducting a risk analysis, and (4) assessing response capabiiiirv by
industry and local response, After DEC had prepared a request for proposals 1o perform a statewide Hazards
Analysis. LEPCs indicated tret they preferred to control this project themselves, in FY 92. DEC delegated the
responsibility and funding to LEPCs for the Hazards Analysis. As of October 15. 1993. hazards analyses are
completed for four LEPDs. are in process for twelve LEPDs. ;utd the other ten LEPDs are scheduled for
completion in June 1994 as part of a statewide Hazards Analysis cottract. Once the hazard analyses are
complete. DEC believes they will have u inventory of between H,7 -90"7r of all fecilities with hazardous
substances required 1o report under SARA Title Hll. DEC will need to keep tlicr database of information up-to-
chte.

The legislature appropriated 5689.300 for a GIS. DEC administered S250.000 and signed a reimbursable services
agreement with the Department of Military and Veterans Affairs (DMVA) . Division of Emergency Services
(DES) for the remaining $439.300. GIS will he a map-based system that monitors where a sill has occurred in
comparison to the natural surroundings. The GIS will he able t track the response of industry or the responsible
parties and can he used to project what path the spill will follow. The CIS could store coundess data usctul in
making decisions, such as population centers, location of eomiuninmed sites and hazardous substances, and
location of equipment. Two demonstration projects have been completed for DEC. One problem dial has not
been reconciled show the DEC and DMVA. DES systems will coordinate. DES i developing an Advanced
Integrated Incident Miuiageinent System to respond t an emergency situation. DES is interested in knowing
where manpower, communication. ;uid airoraft arc located. DEC will not be able to view DES" information on a

geographic bese.

TIte council exists within the SERC. The council®s duties include responsibility for reviewing and
recommending research topics t DEC. establishing testing protocols for the deparuneni o use t evaluate the
effectiveness of hazardous suhsttutee Fill technologies within ihe Slate, and compiling and maintaining
information relating to containment and cleanup technology.
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Project Activity | Description

1
Response milhe legislature authori/ed that depots ;uid corps were 1o he planned through the DEC master and regional
@illL. contingency planning and the State Emergency Response Commission approval process. The exact determination
depot”/corp* of locations was it to the DEC and SERC planning process. The Stale was to oav for training volunteers in

communities selected as depot sites and pay them when necessary to combat a ill or participate in training,
i Exact types and amounts of containment equipment and materials 1o be stored at depots was also kft to die DEC
I'and SERC planning process. DEC tuid DMV A have jointly expended over $4 million on depots and corps o
1 Jaic. The only Jepot thet has been established 1o dale isa ""1.6 million project for a conmunications depot,
J which is SIHF Response Funded ;uid 31d funded by the Federal Emergency Management Audionty. Other
1 expenditures have been used 1o tram 823 first responders a,id develop on Incident Command System and an

| Advanced IntegratedManagement System.

Citizes" This council was established in WO following the passage of HB 57.8. The council assesses die performance of
Oversight state and feceral agencies in preventing and responding t releases of oil ;uid hazardous substances, identifies
Council on Qil rigs, and recommends improvements for environmental >alcly to the legislature, govermor, and federal agencies.

and Other

Hazardous

Substances

Nearshore The legislature appropriated SI.2 million lor FY 93 1o provide coasial communities diat are not connected by a
Strike Tctun highway svsiem with the resources to he able to respond io a major ail sall. Currently, contingency pians do
Detnonsiraitou not always address industry"s preparedness to respond to a "l in conmunities for extended distances

Projects downstream from an oil terminal fecility or ttuik vessel route. One purpose for the demonstration project was 1o

define the optimum array of equipment needed in communities io mobilize and respond to ills which have
escaped initial containment or to orphan spills which may occur within the operating range of nearshore
communiiies. Two informal planning committees were organized -one for the Gulf of Alaska region and the
other for Southeast Alaska region. Each region developed their own project design ariteria.

mHazards A Hazards Analysis covers four stages: (D) identifying the hazard, which isdefined in AS 46.03.526.

e ™ DN

7 Anadvsis (@ performing a wirerability analysis. (3) conducting a risk analysis, and (4) assessing response capability by

industry and local response. After DEC had prepared a request for proposals to perform a statewide Hazards
Analysis. LEPCs indicated (rat they preferred to control this project themselves. InFY 2. DEC delegated the
responsibillity and funding to LEPCs for the Hazards Analysis. As of October 15. 1993. hazards analyses are
completed lor four LEPDs. are in process for twelve LEPDs. tuid the other ten LEPDs are scheduled for
completion inJune 1994 s part of a statewide Hazards Analysis cottract. Once the hazard analyses are
complete. DEC believes they will have an inventory of between SO¥ -90"# of all fecilities with hazardous
substances required to report under SARA Title . DEC will need 1o keep their database of information up-to-

i date.
mGeographic The legislature appropriated S689.300 for a GiS. DEC administered S250.000 and signed a reimbursable services
Information agreement with the Department of Military and Veterans Affairs (DMVA) . Division of Emergency Services

3

System (CIS) (DES) lor the remaining $439.3U0. GIS will he a map-based system that monitors where a spill has occurred in
comparison 1o the ratural surroundings. The GIS will be able 1 track the response of industry or the responsible
parties and can he used 1o project what path the spill will followv. The GIS could store countless data useful in
making decisions, seli as population centers, location of eoiitiuninated sites tuid hazardous substances, and
location of equipment. Two demonstration projects have been completed for DEC. One problem that has not
been reconciled show the DEC and DMVA. DES systems will coordinate. DES isdeveloping an Advanced
Integrated Incident Management System to respond to an emergency sittetion. DES s interested in knowing

. where manpower, communication. ;wl airoraft arc located. DEC will not be able to view DES™ information on a
geographic bese.
He.tircs The council exists within the SERC. The council®s duties include resporsibility for reviewing and
Substances recommending research topics t DEC. establishing testing protocols for the dcparuncnt to use 1o evaluate the
Siill effectiveness of hazardous substtuiee il technologies within the Slate, and compiling and maintaining
Technology information relating to containment and cleanup technology.

Review Council
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"Proiccl/ActiVity  pescription

Arctic Murine  "The legislature appropriated vIUO.000 to fund the commission through FY 2. "Mih the intent in form a Regtorcu

Resources ICiu/ens "Advisory Couneii lor residents ol Alaska®s Arctic coastal communities. .A.MRC would review Axc.ie
Commission ail exploration and development issues aHeeling Alaskans and attempt 10 secure tederal and industry recognition
1.AMRC) J ;uid support as an Arctic Reg tosil Citizens® Advisory Council.

Aiyeska The legislature appropriated S175.000 for DEC to disburse to the Prince William Sound Regional Citizens
Terminal Advisory Council. RC.AC was 1o retain tedmical experts who would review and evaluate dtree monitoring

Bailast Water programs being conducted by DEC at the Aiyeska Valdez Marine Terminal. The dtree programs, which have

Testing/Monitor  been coinplelcd wiilt llrei rgports, were to monitor the inlluent bidlast water io die ballast water treatment

me fecility, to monitor the treated discharge irom the hailast water treatment fecility, and to monitor sedunent
hvdrocarbon chetntsirv ;uid sediment toxicity m Port Valdez.

X
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table d

EXAMPLES OF EXTERNAL FY 92 AND FY 93 RSAs

FY 92 RSA,DEGDMVA. Oil Spill Depots/Corps SI,700,000

Over 5.2 million has been spent on this RSA through fiscal voar end 93

The "communications depot" is the only depot in place. The communications depot is a
Sl.o million project that will be 5093 Response Funded and S0rc federally funded by the
Federal Emergency Management A%ency. The equipment includes two -5 meter trailer
mounted satellite communication dishes, “four loamy satellite communication packages, and
two mobile satellite telephones,

On the same RSA. DMVA trained 823 peoi)_le to be first responders in the event of a sB|II.
First resPonders Include such persons as police and lire personnel. DMVA and the LEPCs
worked together to determine who should e trained and in what iocaiities. A database of
people who were trained was prepared and given to GPRP.

FY 93 RSA. DECIDMVA Qil and Hazardous Substance Release and Response
Preparation and Planning 5800,000

This RSA. which only had 5155.000 in expenditures through fiscal year end 93, was to fund
six different projects, many of the projects being continuing and open-ended. On Response
Corps and Emergency ReSponse Depots DMVA assisted and will continue to assist SPAR
IS preparing a 3-year strategic plan on the development of depots and corps to facilitate
planning and budgeting.

For the State Emergency Response Commission. the Chief of Logistics was appointed by the
Addutant General & his, designee and vice-chair on the commission. DMVA staff assisted
and will continue to assist the Chief of Logistics in his membership roies on various SERC
committees. DMVA Rrowded and will continue to provide a person to serve as the State's
alternate member of tne Alaska Regional Response Team.

DMVA provided and will continue to provige an ex-offlcio. non-voting member to the board
of directors on each of the two R§9|onal Citizens' Advisory Councils in Alaska. For
Emergency Response Planning. DMVA provided technical assistance to Local Emergency
Planning Committees to ensure their response plans are consistent with the State Emergency
Operations Plan.  DMVA assisted and will continue to assist SPAR in developing a
communications pian for response to oil and hazardous substance releases.
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FY 93 RSA. DEC DMVa Geographic Information Systems (FEMME) $439.300

This RSA is to be used primarily for contractual services from the University of Alaska.
Anchorage and the purchase of hardware and software. DMVA will deveiop an emergency
management decision system for the State Emergency Operations Center with this funding
ensurmq that the system aids mana%_ement of oil and hazardous substance release. incigents.
The system will incgrporate a graphic user interface which will be compatible with DEC's
geographic information_systent 1ds'). GIS will provide an automated gecision support
System ana an automatic” resource trackln_?_ system. The GIS system wall use computer
graphics to snow a map of response capabilitiés.

For an estimated $250,000. the university will prepare a briefing paper on the emergency
management decision system which includes: estimated costs for e(iwpment, software, and
training; a phasing pian: schedules and project milestones; cost/benefit analysis: and

personnel utilization.

The hardware and software for the emergency management decision system is estimated to
cost S175.000.

FY 93 RSA, DECIDFG Spill Prevention Pla_nnincg and Management-Assistance and
Stare Emergency Response-Commission Contingency Plans S202200C.

This RSA is to have DFG's participation on throe distinct projects. DFG is expected to be
reimbursed S5.000 for their participation in the quarterly” State Emergency Response
Commission meetings and in an}/] Emergency Response Committee meetings.” DFG will
co(rjnpl_eltgI _\{cvork tasks assigned by the commission or committees ana provide expertise on fish
and wildlife services.

DFG anticipates having SI27.200 in reimoursable expenditures for thelr_i)art_lmpathn in oll
pollution cantrol. DFG will review and comment on approximately 180 ail spill contingency
Plans submitted b¥_ mdustr]y for compliance wuh state requlations. DFG's primary focus is
0 enhance protection of fish and wildlife populations, nabitats, and public uses of these

rESOUrces.

DFG anticiﬁates havin% $70,000 in reimbursable expenditures for their participation in
reviewing the state master and regional plans.
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FY 93 RSA, DEC;DNR Industry Canrfniiencv Plan Reviews end Siaie Emergency
Response Commission S25.90D

This RSA is to have are Department of Natural Resources’ (DNRS) participation on two
distinct projects. DNR s expected to be reimbursed $5,000 for thélr participation in the
uarter_l>( State Emergencg Response Commission meetings and n any Emergency Response
ommiftee meetings. DNR will complete work tasks' assigned Cy the commission or

committees.

DNR anticipates having $23,900 in reimbursable expenditures for their participation in oil
pollution cantrol. DNR™wall review and comment on approxir. ately 170oil spii! contingency
Plans submitted by industry for compliance with state requlations. DNR’s primary focus is
C ensure that sensitive nafural resource areas are adequately protected.
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DEPT, OF E.W IRONMEVTAL CONSERVATION
410 Willougnoy .. Juneau. AK S98C1 SC7)465-501

M. Randy S. Welker

Legislative Aucitor _ _
Legislative Budget ana Audi Committee
Division cf LegiSlative Audit

P 0. Box 11
Juneau, AK 991 1-30

Dear M. Welker:

Thank ¥ou for the opportunity to reply to the Division o' Leglslatlve Audit's Preliminar
Audit of the O anc Hazardous Substance Release Response Fund (Response Func¥
First Iwould like to formally thank Ms. Cynthia Ryan and M, Kristin Dolquist for the
ﬁ]r_ofessmnal ana thorough mapner In which_ ‘e c%ncuctea this audit. 1have hearc
IS comment made by Several members of m;y staff.

In general, we believe that this oraf* audit .sport accurately reflects the legislative and
Department of Environmental Ccnsery- ‘on E)DEC) history of the Responsé Func. We
also generally agree with the description of curreit DEC” management of the
Response Fund.” In the face of the many misunderstandings currently existing about
the eslponse Fund and its intended purpose, it is refreshing to see Such an accurate
explanation of the Func.

LEGISLATIVE AUDIT

Recommendation No. 1

The legislature should make statutory changes to clarify the role of the fund
administrator.

We agree with ihe proposed statutor chanq:e_s and will work with the Attorney
General's Office and the respective Senate Finance and House Resource
Committees to investigate ways that these statutory changes can be made.

Recommendation No. 2

DEC should revise the department's draft Cost Recovery and Policy and Procedures
manual, implement the policy with due public notice, and provide trainirg to all
relevant personnel.

We generall{P/ agree with this recommendation and will take immediate steps to
implement it



CHC nas been pursuing cost recovery on selected oil and nazsrcous releases
since FY90 A.formal £0s: rgcove%notlflcatlon palicy and process. has oeen in
clace since April of 1552 and a draft cost recover/ manual ana training was
completed m August of 1953

We agree that these policieé and procedures sncula be fin_%lized anc that any
training inadequactes snould be rémedied as soon as possible.

Recommendation NO. 3

DEC should develop a systematic method of addressing contaminated sites so those
sites that pose the greatest risk to public health or the environment are addressed

first.

This is an excellent recommendation and qne that will require coordinated
assessments \ith_other government agencies, espemaléy the Department of
Defense (DOD). The DEC has a formal Statement of Cooperation with the
DOD and “an dssessment of the effectiveness of joint environmental programs is
now underway. . Opportunities for improvements in contaminated, sites
management will be identified and implemented as a result of this assessment.

What the DEC has been providing is a prioritized list of high prlorltY _
contaminated sites determined b,y he ranking model and jUdgement by reglonal
staff with the suspicion t'at the responsible Party is reluctant or unwilling 1
conduct the necessary cleanup. We agree with"the recommendation tc ﬁ_rcwce
a better listing and have been developing_ policies and guidance during this
fiscal year to"put In place a more aggresSive approach o confirm responsible
party intent and prioritize al contaminated sites into a high/medium/low

category

Thank you a%ain for the opPortunit}/ to respond to this draft audit and we look forward
to working with your office toward the completion of the proposed management

recommendations.

Sincerely,
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