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S u b j e c t :  D i r e c t  a c c e s s  i n s u r a n c e  f o r  n o n c r u d e  o p e r a t o r s

P e t r o  M a r i n e  S e r v i c e s  is t h e  l a r g e s t  A l a s k a n  o w n e d  fu e l  
d i s t r i b u t o r  a n d  s p e c i a l i z e s  in m a r k e t i n g  b u l k  f u e l  a n d  p a c k a g e d  
p e t r o l e u m  p r o d u c t s  to t h e  m a r i n e  i n d u s t r y .  W e  o p e r a t e  s e v e n  
b u l k  m a r i n e  t e r m i n a l s  a n d  s e v e r a l  h a r b o r  fu e l  f a c i l i t i e s  in 
A l a s k a .  W e  h a v e  b e e n  t r y i n g  u n s u c c e s s f u l l y  t o  o b t a i n  d i r e c t  
a c c e s s  i n s u r a n c e  as a m e a n s  of c e r t i f y i n g  f i n a n c i a l  
r e s p o n s i b i l i t y .  A t  t h i s  t i m e  w e  d o  n o t  h a v e  a n y  i n d i c a t i o n  t h a t  
s u c h  i n s u r a n c e  is a v a i l a b l e  to  u s  in a f o r m  w e  can a f f ord.

In t h e  a b s e n c e  o f  a n y  i n d i c a t i o n s  t h a t  s u c h  i n s u r a n c e  is or s o o n  
w i l l  be  a v a i l a b l e ,  t h e  t e m p o r a r y  l a w  w h i c h  p e r m i t s  A D E C  t o  
a p p r o v e  C e r t i f i c a t i o n  of F i n a n c i a l  R e s p o n s i b i l i t y  (COFR) w i t h o u t  
d i r e c t  a c c e s s  s h o u l d  be  p e r m a n e n t l y  a d o p t e d .  I e n c o u r a g e  y o u  t o  
e n a c t  SB 239 a n d  H B  384 t h e r e b y  r e p e a l i n g  t h e  t e m p o r a r y  n a t u r e  of 
A D E C ' s  a u t h o r i t y  t o  a p p r o v e  a p p l i c a t i o n s  f o r  C O F R  f o r  n o n c r u d e  
o p e r a t o r s .  T h i s  a c t i o n  would, a s s u r e  t h a t  w e  c o u l d  c o n t i n u e  to 
o p e r a t e  w i t h c u u  c o n t i n u a l l y  h a v i n g  t o  a s k  t h e  l e g i s l a t u r e  t o  
r e e n a c t  A D E C ' s  a u t h o r i t y  t o  a p p r o v e  our COFR. I a p p r e c i a t e  y o u r  
a t t e n t i o n  a n d  i n t e r e s t  in e l i m i n a t i n g  t h i s  e x t r a  and' u n n e c e s s a r y  
w o r k .

Sincere,

W. B.- S c h o e p h o e s t e r  
M a n a g e r ,  P l a n n i n g  & P r o j e c t s
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H o u s e  S p e c i a l  C o m m i t t e e  o n  Oil & Gas 
S e n a t e  S p e c i a l  C o m m i t t e e  o n  Oil & Gas

S u b j e c t :  D i r e c t  a c c e s s  i n s u r a n c e  for no-’cr ide o p e r a t o r s

D e l t a  W e s t e r n  is o n e  of t h e  l a r g e s t  fuel ’t s t r i b u t o r s  in 
t h e  S t a t e  of A l a s k a  s p e c i a l i z i n g  in b u l k  fuels, C h e v r o n  
l u b r i c a n t s  a n d  p e t r o l e u m  t r a n s p o r t a t i o n  s e r v i c e s .  We 
o p e r a t e  t e n  b u l k  fuel f a c i l i t i e s  a n d  p r o v i d e  m a r i n e  
t r a n s p o r t a t i o n  t h r o u g h o u t  S o u t h e a s t  A l a s k a ,  C o o k  Inlet, 
the A l a s k a  P e n i n s u l a ,  the A l e u t i a n  Chain, B r i s t o l  B a y  and 
in t h e  K u s k o k w i m  a n d  Y u k o n  Rivers. D e l t a  W e s t e r n  has b e e n  
u n s u c c e s s f u l  in its e n d e a v o r s  to o b t a i n  d i r e c t  a c c e s s  
i n s u r a n c e  as a m e a n s  of c e r t i f y i n g  f i n a n c i a l  
r e s p o n s i b i l i t y .  W e  h a v e  h a d  no i n d i c a t i o n  at th i s  t i m e  
t h a t  s u c h  i n s u r a n c e  w i l l  be a v a i l a b l e  to us in a f o r m  we 
c a n  a f f o r d .

In the a b s e n c e  of a n y  i n d i c a t i o n s  t h a t  s u c h  i n s u r a n c e  is 
or  s o o n  w i l l  be a v a i l a b l e ,  t h e  t e m p o r a r y  l a w  w h i c h  p e r m i t s  
A D E C  to a p p r o v e  C e r t i f i c a t i o n  of F i n a n c i a l  R e s p o n s i b i l i t y  
(COrR) w i t h o u t  d i r e c t  a c c e s s  s h o u l d  b e  p e r m a n e n t l y  
a d o p t e d .  I e n c o u r a g e  y o u  to e n a c t  SB 239 a n d  H B  384 
t h e r e b y  r e p e a l i n g  the t e m p o r a r y  n a t u r e  of A D E C ' s  a u t h o r i t y  
to a p p r o v e  a p p l i c a t i o n s  for C O F R  for n o n c r u d e  o p e r a t o r s .  
T h i s  a c t i o n  w o u l d  a s s u r e  t h a t  w e  c o u l d  c o n t i n u e  to o p e r a t e  
w i t h o u t  c o n t i n u a l l y  h a v i n g  to a s k  t h e  l e g i s l a t u r e  to 
r e e n a c t  A D E C ' s  a u t h o r i t y  to a p p r o v e  o u r  COFR. I
a p p r e c i a t e  y o u r  a t t e n t i o n  a n d  i n t e r e s t  in e l i m i n a t i n g  this 
e x t r a  a n d  u n n e c e s s a r y  work.

R e s p e c t f u l l y

D E L T A  W E S T E R N

M i k e  B. T a g l i ^ v e n t o  
G e n e r a l  Mane 
M a r k e t i n g / O p e r a t i o n s
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CROWLEY MARINE SERVICES, INC

January 24, 1994

House Special Committee on Gas & Oil 
Senate Soecial Committee or. Gas & Oil

Subject; Direct access insurance for noncrude operators

Crowley Marine Services, Inc. ( "Crowley") is a major tug and barge transporter of noncrude 
petroleum products in the State of Alaska Crowley transpons and delivers approximately 100 
million gallons of bulk petroleum products annually to the Western Alaska region. Delivenes 
are performed to approximately 125 coastal and river communities. These communities are 
spread across some 4,000 miles of coastlines and rivers stretching from Kodiak Island to 
Barter Island. Virtually all of these villages are dependent on seasonal deliveries of fuel for 
their existence.

Our company has asked its insurance brokers to investigate the availability of direct access 
insurance. Direct access insurance is currently not available with the limits and extent of 
coverage provided by the P&I insurance in place for the Crowley fleer. Crowley presently has 
one billion dollars per occurance P&I insurance coverage for pollution liability. Any limited 
direct access insurance would be in addition to our P&I insurance and a significant business 
cost with questionable benefit.

We ask that you enact SB 239 and HB 384 repealing the temporary nature of ADEC's 
authority to approve applications for Certification of Financial Responsibility (COFR) for 
noncrude operators. Tire temporary law which permits ADEC to approve COFR without direct 
access should be permanently adopted, We believe that the uncertainty of continued 
operations.in Alaska by having to ask the legislature to reenact AXEC's authority to approve 
Crowley's COFR will be eliminated by this legislation.

I thank you for your interest and action in eliminating this confusing and unnecessary work.

Charles F. Nalen
Vice President Environmental Affairs

= « !  OM.'ob S o x  2337, W aamngiO'l 95111-2267 • (206) <33-9100 • T i l j i  692920? . (203) a<3-937.2
2900 Mscn SIMM, Alamoo-I. CSM sm.} 9*501 • '* 15 ) 5 J6 -2 6 0 0  • Fax MIS) 5-16-2506 

FMr t .  oeO h -17-J9. Long S c je n .  Csi-'otr.i* 90502-1093 • (310) <91-1700 -  T«l«x 660J37  • h i t  (310) - i9 i-< 7?9  
J3C0 S St'OCI. Suiio 507. A nchorao* . A usfcl 53S03-S337 • (307) 503* 111A • 7«1ix 6732S6A . - j *  (907) 732-3330 

P ie r  2. H onolulu . H-wa-i 33313 . if)06) S2*-rio**  - P e t  (603) 536-6o60 
OMIco Sox 2110. JaohsonvillB , F ionas 32202-2100 . (30*1 727-22CO • Tulox <311037 • Fax (90«l 737-2301



S E N A T E  S P E C I A L  C O M M I T T E E  O N  O I L  & G A S  
M a r c h  25, 1993 
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M E M B E R S  P R E S E N T

S e n a t o r  L o r e n  Leman, C h a i r m a n  
S e n a t o r  J u d i t h  S a l o

M E M B E R S  A B S E N T

S e n a t o r  R i c k  H a l f o r d  
S e n a t o r  B e r t  S h a r p  
S e n a t o r  A1  A d a m s

C O M M I T T E E  C A L E N D A R

G r o u p  I n s u r a n c e  P o o l i n g

W I T N E S S  R E G I S T E R

L a r r y  E p p e n b a c h  
L e g i s l a t i v e  R e s e a r c h  Agei c y  
1 3 0  S e w a r d  St, S u i t e  218 
J u n e a u ,  A l a s k a  9 9 8 0 1 - 2 1 9 6
P O S I T I O N  S T A T E M E N T :  C o m m e n t e d  o n  G r o u p  I n s u r a n c e  P o o l i n g .

R a y  G i l l e s p i e
A s s o c i a t i o n  o f  R e f i n e d  F u e l  D i s t r i b u t o r s  
9 4 7 8  R i v e r b e n d  C o u r t  
J u n e a u ,  A l a s k a  9 9 8 0 1
P O S I T I O N  S T A T E M E N T :  C o m m e n t e d  on  D i r e c t  A c t i o n  I n s u r a n c e .

J a m e s  C a n t o r ,  A s s i s t a n t  A t t o r n e y  G e n e r a l  
D e p a r t m e n t  o f  L a w  
1 0 3 1  W. 4th, S u i t e  200 
A n c h o r a g e ,  A l a s k a  9 9 5 0 1 - 1 9 9 4
P O S I T I O N  S T A T E M E N T :  C o m m e n t e d  on  D i r e c t  A c t i o n  I n s u r a n c e .

A C T I O N  N A R R A T I V E

T A P E  93- 1 1 ,  S I D E  A  
N u m b e r  001

S E N A T O R  L E M A N  c a l l e d  t h e  S p e c i a l  C o m m i t t e e  on O i l  a n d  G a s  
m e e t i n g  t o  o r d e r  a t  5 : 1 2  p.m. a n d  a n n o u n c e d  t h e y  w o u l d  d i s c u s s  
g r o u p  i n s u r a n c e  p o o l i n g .

L A R R Y  E P P E N B A C H ,  L e g i s l a t i v e  R e s e a r c h ,  s a i d  h i s  r e p o r t  g r e w  
o u t  o f  S B  405 f r o m  l a s t  y e a r  w h i c h  w a s  r e m e d i a l  in n a t u r e .  
I t  s o l v e d  t h e  o p e n  e n d e d  l i a b i l i t y  i n s u r a n c e  c o m p a n i e s  f a c e d  
w i t h  u n c e r t a i n  c o v e r a g e  a m o u n t s  t h a t  c o u l d  h a v e  e x c e e d e d  t h e i r

S e n a t e  Oil & Gas - 1 - M a r c h  25, 1993



p o l i c i e s .  S B  4 0 5  l i m i t e d  t h e  p o l i c y  a m o u n t s .

T h e  S e c t i o n  o f  S B  4 0 5  a d d r e s s e d  t o  n o n - c r u d e  o p e r a t o r s  w a i v e d  
a r e q u i r e m e n t  f o r  n o n - c r u d e  o p e r a t o r s  t o  p a y  f o r  f i n a n c i a l  
r e s p o n s i b i l i t y  w i t h  i n s u r a n c e  w i t h  a d i r e c t  a c t i o n  c l a u s e .

T h e  m a j o r  f i n d i n g s  in t h i s  r e p o r t  s a y  t h a t  s t a t e  o r  p r i v a t e  
p o o l i n g  i s n ' t  l i k e l y  t o  c r e a t e  a c o m p e t i t i v e  i n s u r a n c e  
p r o d u c t ,  b e c a u s e  t h e r e  a r e  n o t  t h a t  m a n y  n o n - c r u d e  o p e r a t o r s .  
T h e r e  a r e  a b o u t  72 i n  t h e  s t a t e  a n d  9 o f  t h o s e  a r e  e x e m p t  
( b e c a u s e  t h e y ' r e  p a r t  o f  t h e  f e d e r a l  g o v e r n m e n t ) , 29 a r e  q u i t e  
l a r g e  a n d  s e l f  i n s u r e  o r  a r e  g u a r a n t e e d  b y  o t h e r s .  T h i r t y  o n e  
o f  t h e m  p u r c h a s e  i n s u r a n c e .  S i x  of  t h o s e  h a v e  i n s u r a n c e  t h a t  
s u c c e s s f u l l y  c o n t a i n s  a d i r e c t  a c t i o n  c l a u s e .  T h e  o t h e r  25 
h a v e  b e e n  g r a n t e d  w a i v e r s  b y  t h e  DEC.

T h e  m o s t  a t t r a c t i v e  a l t e r n a t i v e  is f o r  a p r i v a t e  i n s u r a n c e  
p r o d u c t  t o  b e  d e v e l o p e d  t h a t  w o u l d  h a v e  a direct, a c t i o n  
c l a u s e .  T h e r e  a r e  t w o  w a y s  t h a t  c o u l d  oc c u r ,  MR. E P P E N B A C H  
said. One, t h e  c l a u s e  c o u l d  b e  d i r e c t l y  in t h e  i n s u r a n c e ,  a n d  
two, a n  u m b r e l l a  p o l i c y  c o u l d  b e  w r i t t e n  t h a t  p r o v i d e d  d i r e c t  
a c t i o n  i n  a d d i t i o n  t o  o t h e r  i n s u r a n c e  t h e  o p e r a t o r  m i g h t  
p o s s e s s .  T h e r e f o r e ,  t h e  p a c k a g e  o f  t h e  t w o  m i g h t  m e e t  a l l  t h e  
r e q u i r e m e n t s .

N u m b e r  177

S E N A T O R  L E M A N  a s k e d  i f  t h e  d i r e c t  a c t i o n  c l a u s e  w o u l d  be 
s e c o n d a r y  t o  t h e  o t h e r  i n s u r a n c e .  MR. E P P E N B A C K  a n s w e r e d  
a l m o s t  c e r t a i n l y .

MR. C A N T O R  s a i d  s o m e  p r i v a t e  e n t i t i e s  a r e  w o r k i n g  t o  p u t  
t o g e t h e r  a p a c k a g e  w i t h  L l o y d  :s o f  L o n d o n  t h a t  w i l l  s o l v e  
A l a s k a ' s  p r o b l e m s .

MR. E P P E N B A C H  c o m m e n t e d  t h a t  it l o o k e d  a l o t  l i k e  p r i v a t e  
i n s u r a n c e  w o u l d  b e  s o l v i n g  t h e  i n s u r a n c e  p r o b l e m  in t h e  v e r y  
i m m e d i a t e  f u t u r e  a n d  t h e  d e l a y  s u g g e s t e d  i n  the r e p o r t  w a s  n o t  
u n r e a s o n a b l e .

N u m b e r  244

R A Y  G I L L E S P I E ,  r e p r e s e n t i n g  t h r e e  r e f i n e d  p r o d u c t  
d i s t r i b u t o r s ,  s a i d  d i r e c t  a c t i o n  i n s u r a n c e  h a s  b e e n  
c o n s i s t e n t l y  u n a v a i l a b l e  s i n c e  t h e  E x x o n - V a l d e z  i n c i d e n t .  H e  
s a i d  r i g h t  n o w  t h e  c o m p a n i e s  h a v e  a n  i n d e m n i f i c a t i o n  p o l i c y  
u n d e r w r i t t e n  b y  L l o y d ' s  of  L o n d o n ,  w h i c h  s a y s  if t h e r e  is a 
j u d g e m e n t  r e n d e r e d  a g a i n s t  t h e  c o m p a n y ,  t h e y  w i l l  c o m e  in a n d  
p a y  t h e  j u d g e m e n t .  L l o y d ' s  o f  L o n d o n  h a s  n e v e r  a g r e e d  t o  b e  
s u e d  in a n y  c o u r t  in t h e  U n i t e d  S t a t e s .

MR. G I L L E S P I E  s a i d  t h a t  t h e  d i r e c t  a c t i o n  r e q u i r e m e n t  f o r  
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c o m p a n i e s  l i k e  t h e  o n e s  h e  r e p r e s e n t s  is s u p e r f l u o u s ,  b e c a u s e  
t h e y  h a v e  s t r o n g  t i e s  in A l a s k a  a n d  h a v e  a s s e t s  l a r g e  e n o u g h  
t o  c o v e r  a n y  sp i l l .  H e  n o t e d  t h a t  C a l i f o r n i a ,  F l o r i d a ,  
W a s h i n g t o n ,  a n d  V i r g i n i a  h a v e  d r o p p e d  t h e i r  d i r e c t  a c t i o n  
r e q u i r e m e n t .  T h e s e  s t a t e s  h a v e  in l a w  a r e q u i r e m e n t  f o r  a 
b ond. T h e  b o n d  is w a i v e d  if t h e  c o m p a n y  m e e t s  c e r t a i n  
c o n d i t i o n s  - t h a t  is s u b s t a n t i a l  a s s e t s  a n d  a h i s t o r y  o f  
c o n n e c t i o n s  w i t h  t h e  state.

N u m b e r  323

S E N A T O R  S A L O  a s k e d  w h a t  o u r  h i s t o r y  w a s  on l a w s u i t s  o v e r  
d i r e c t  a c t i o n  i s s ues. MR. G I L L E S P I E  s a i d  t h e r e  h a d  b e e n  m a y b e  
o n e  a t  t h e  m o s t .

S E N A T O R  S A L O  s a i d  s h e  u n d e r s t o o d  t h a t  L l o y d ' s  o f  L o n d o n  w a s  
h a v i n g  f i n a n c i a l  d i f f i c u l t i e s  a n d  a s k e d  if t h a t  w o u l d  a f f e c t  
t h e i r  a b i l i t y  t o  w r i t e  i n s u r a n c e  f o r  d i r e c t  a c t i o n .

MR. C A N T O R  e x p l a i n e d  t h a t  o n e  p a r t  o f  L l o y d ' s  w a s  in t r o u b l e  
a n d  p o s s i b l y  t h e  E x x o n  V a l d e z  i n c i d e n t  w a s  m a k i n g  it d i f f i c u l t  
t o  p u r c h a s e  t h i s  t y p e  o f  i n s u r a n c e .

N u m b e r  355

S E N A T O R  L E M A N  a s k e d  w h y  o t h e r  s t a t e s  w e r e  d r o p p i n g  t h e  d i r e c t  
a c t i o n  p r o v i s i o n .  MR. C A N T O R  s a i d  t h a t  t h e  r e a l i t i e s  o f  t h e  
i n s u r a n c e  m a r k e t  h a v e  c a u s e d  t h e  o t h e r  s t a t e s  t o  c h a n g e  t h e i r  
f i n a n c i a l  r e s p o n s i b i l i t y  r e q u i r e m e n t s .

S E N A T O R  L E M A N  t h a n k e d  e v e r y o n e  f o r  t h e i r  p a r t i c i p a t i o n  a n d  
a d j o u r n e d  t h e  m e e t i n g  a t  5 : 4 0  p.m.

S e n a t e  Oil & Gas -3- M a r c h  25, 1993
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OS FOR SENATE BILL NO. 239(0&G)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

EIGHTEENTH LEGISLATURE - SECOND SESSION

B Y  T H E  S E N A T E  S P E C IA L  CO ivuvlITTEE ON O IL  AN D  GAS

Offered:

Referred:

Sponsor(s): S E N A TE  S P E C IA L  C O M M IT T E E  ON O IL  AN D GAS

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to evidence of financial responsibility provided by persons who 

conduct oil operations; and providing for an effective date."

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

* Section 1. AS 46.04.040(b) is amended to read:

(b) A person may not cause or permit the operation of a pipeline or an 

exploration or production facility in the state unless the person has furnished to the 

department, and the department has approved, proof of financial ability to respond in 

damages. Proof of financial responsibility mquired for

(1) a pipeline or an offshore exploration or production facility is 

S50,000,000 per incident:

(2) [. PROOF OF FINANCIAL RESPONSIBILITY REQUIRE^ FOR] 

an onshore production facility is

(A) $20,000,000 per incident if the facility produces over

10.000 barrels per dav of oil:

-1* CSSB 239(0&G)
Mew Text : U n d e r l i n e d  (DELETED TEXT BRACKETED]
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(B) S10.000.000 per incident if the facility produces over

5.000 barrels per dnv but not more than 10.000 barrels per dav of oil:

(O  S5.000.000 per incident if the facility produces over 

2.500 barrels per dav but not more than 5.000 barrels per dav of oil:

CD) SI.000.000 per incident if the facility produces 2.500 

barrels per dav or less of oil:

13) [. PROOr OF FINANCIAL RESPONSIBILITY REQUIRED FORI 

an onshore exploration facility is Sl.000.000 [$5,000,000] per incident.

* Sec. 2. Section 6, ch. 102, SLA 1992, is repealed.

* Sec. 3. If this Act takes effect after June 1, 1994, sec. 2 of this Act is retroactive to 

June 1, 1994.

* Sec. 4. This Act takes effect immediately under AS 01.10.070(c).

WORK D R A FT WORK D R A FT  WORK D R A FT

239(0&G) - 2-
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FISCAL NOTE

S T A T E  O F  A L A S K A

1994 LEGISLATIVE SESSION

Revision Date:____________________________________
Title: Financial Requirements: Noncrude

B ILL NO.

Department Affected:

Senate Bill No. 239

Environmental

Consei vation

Sponsor:
Requestor:

O il Operations
Senate Special Com m ittee on O il &  Gas 
Senate Special Com m ittee n O il &  Gas

Spiil Prevention and ResponseB R U :

Component; Industry Preparedness and Response

C O M P O N E N T  S E R IA L  N O .

OPERATING EXPENDITURES F Y  95 F Y  96 F Y  97 F Y  98 F Y  99 FYOO

PERSONAL SERVICES

T R A V E L

C O N TR A C TU A L

SUPPLIES

E Q U IP M E N T

L A N D & S TR U C TU R E S

GRANTS .C LAIM S

M ISC ELLA N EO U S

0.0 0.0 0.0 0.0 0.0 0.0

0.0 0.0 0.0 0.0 0.0 0.0

0.0 0.0 0.0 0.0 0.0 0.0

0.0 0.0 0.0 0.0 0.0 0.0

0.0 0.0 0.0 0.0 0.0 0.0

T O T A L  O P E R A T IN G 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES (

FUND SOURCE

1002 Federal Receipts
1003 O F Match 
100-1 G F
1005 GF/Program  Receipt
1006 G F/M IITIA
Other: 1052 O il/liar. "47tT  Fund 0.0 0.0 0.0 0.0 0.0 0.0

T O T A L 0.0 0.0 0.0 0.0 0.0 0.0

E stim ate o f any c u r re n t  y e a r  (FY 94) cost: S not applicable

POSITIONS:
F U L L -T IM E 0.0 0.0 0.0 0.0 0.0 0.0

P A R T -T IM E
T E M P O R A R Y

A N A LYS IS : (Attach a separate page if  necessary.)

No fiscal impact anticipated.

✓ O  , ' 0 , 0

Prepared by: Robert Poc, Director F h o n c: 465-5010

Division: Information and Administrative Services ' D a te : 1/21/94

Approved by Commissioner: John Sandor, Commissioner

Agency: Department o f Environmental Conservation / Date: 1/21/94

PR EPA R ER  TO PROVIDE A LL  DISTRIIJUTION COPIES TO GOVERNOR'S LEG ISLA T IV E  O FFICE 

For further distribution information, call the Governor's Legislative Office

(REV 10/93) g:/asdir/fn94/blnkform.x!s Page of

F I S C A L  N O T E



Alaska Department of Environmental Conservation '
Position Paper on Direct Action Insurance and Financial Responsibility

\
January 24, 1994

Purpose of the Legislation: To give ADEC the continuing authority to grant waivers to 
those oil facilities which can get insurance, but whose insurance does not allow the 
insurer to be directly sued in Alaska.

Background of the Legislation: Under state law, owners of facilities that are oil spill 
threats are required to submit proof of financial responsibility in the case of a spill. 
Financial responsibility may be demonstrated by (1) self-insurance, (2) insurance, (3) 
surety, (4) guarantee, (5) letter of credit approved by the department, or (6) other proof 
of financial responsibility provided by a group of insureds who have agreed to cover 
pollutions risks of members of the group under terms the department may prescribe.

The law further provides that insurers or others providing financial responsibility coverage 
must agree to be sued in a state court (i.e., direct action.) Prior to the Exxon Valdez, this 
insurance was widely available. But when a similar "direct action" requirement was 
included in national law, under the Oil Pollution Act of 1990, many of the world’s insurance 
providers stopped issuing coverage for this insurance.

Two years ago, the Alaska Legislature gave ADEC the authority to waive the direct action 
requirement if the person submitting insurance as a form of financial responsibly signed 
a quarterly affadavit that the direct action coverage was not available.

A House Bill pending now (HB 384) wouid extend ADEC’s authority to grant a waiver to 
direct action permanently. The companion Senate version, SB 239, would extend the 
waiver authority just two years.

DEC’S Position: The Department supports continuing this waiver provision, and making 
the waiver provision permanent. Without this provision, we may have to shut down 
facilities which provide fuel throughout Alasfa. We are continuing to work with the 
insurance industry to make direct action coverage more readily available; there is a 
proposed product now under department review (with review also by the Department of 
Law) that would serve as a rider for insurance coverage that does not offer direct action. 
We believe the waiver provisions are strict enough (with a quarterly affadavit required and 
the Department’s ability to deny waivers) that the provision may be made a permanent 
part of the law. Thus we support the House language as optimal.

S P O N S O R  S T A T E M E N T



SB 150
By: Senator Bert Sharp

State Comparrisons of Financial Responsibility for Onshore 
Exploration:

CALIFORNIA

51 million dollar minimum requirement only within 30 miles of 
coastline. No requirement beyond 30 miles of coastline.

WASHINGTON

The staie does not currently require onsrore financial 
responsib ility .

TEXAS

There is no financial responsibility required in Texas.

LOUISIANA

Louisiana is currently withholding oil spill regulations.

FLORIDA

No state drilling is allowed on state onshore lands in Florida. 

WYOMING

There are no requirements beyond P & A (Plugging and Abandonment). 

MONTANA

Montana has P & A fPlnnninn & Ahflnrinnmpnti requirements only.

STATE COMPARISIONS O F  

FIN A N C IA L R E S PO N SIB ILITY



Alaska State Legislature
130 Seward Street, Suite 218 

Juneau, Alaska 99801-2196

Phone: (907) 465-3991 

Fax: (907) 463-3351

MEMORANDUM

TO: Senator Bert Sharp

FROM: Lawrence C. Eppenbach 
Legislative Analyst

RE: Financial Responsibility for Onshore Exploration

You requested the financial responsibility requirements for onshore drilling in the states of 
Montana. Colorado, California. Louisiana and Texas. This agency recently prepared a report 
on this subject at the request of Senator Steve Frank (93.034). A copy of that report is 
attached.

Financial responsibility requirements of tire state of Colorado were not specifically described 
in that report. We contacted Jim Kenney of the Colorado Oil and Gas Conservation 
Commission this morning and he provided us a current summary of Colorado’s requirements.

Colorado Exploratory well drilling requirements:

1. S75 dollar permit fee per well.

2. S5.000. per well or 530,000 (multiple well) plugging and abandonment bond, 
Either a surety bond or CD of this amount is required.

Additional Colorado Requirements:

In 1991, the Colorado Legislature created the "Oil and Gas Environmental Response Fund" 
to be used to mitigate environmental impacts statewide. Contributions into this fund were 
required to be made at the rate of one-tenth of one mil per barrel of oil produced until a 
balance of 5500,000 had been deposited in the fund. The fund is currently nearing that level 
of funding. I have attac’ d a copy of the Colorado statute establishes this fund.

Legislative Research Agency

April 5, 1993
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Senator Sharp 
April 5. 1993 
Page 2

Mr. Kenney knows of no other Financial proofs or requirements imposed on drilling 
companies in Colorado.

I hope this information is of use to you. Please do not hesitate to contact us if you would 
like additional information on this, or any other topic.

Attachments



Alaska State Legislature

Legislative Research Agency
1.30 Seward Screet, Suiie 213 
Juneau, A laska 99S01-2196

Phone: (907) 465-3991 
Fax: (907) 463-3351

December 14, 1992

MEMORANDUM

TO: Senator Steve Frank

FROM: Lawrence C. Eppenbach v>5 
Legislative Analyst

JP
RE: Financial Responsibility for Onshore Exploration Faciiities

Research Reauest 93.034

You asked how the S5 million proof of financial responsibility that Alaska law imposes on 
onshore oil exploration facilities compares with requirements of other states, what forms of 
payment are needed to satisfy it, and in general, what comparative information is available 
to gauge the relative levei of Alaska’s Financial responsibility for ail types of exploration, 
production and transportation facilities.

We gathered information for this request from past repons o f this agency, reference and law 
libraries, Alaska state agencies and from direct contact with administrators in other states. 
This repon contains information received as of December 1, 1992, and should be viewed as 
a snapshot o f  the still expanding set of statutes, regulations and interpretations triggered in 
p an  by the Exxon Valdez oil spill.

SUMMARY

Alaska’s S5 million requirement for onshore exploratory drilling is the highest financial 
responsibility requirement in the states we sampled, although two other coastal states have 
passed programs that are more comprehensive in scope, and one, Florida, has forbade 
onshore oil exploratory drilling altogether.

California requires proof o f financial responsibility as a function o f the volume o f hazardous 
material that may be spilled, imposing a minimum of SI million ar !. a maximum of S I00 
million. Because exploratory drilling rigs are not connected to pipelines, the minimum SI 
million requirement would apply. In addition, only drilling within approximately 30 miles 
o f the P ac if c Ocean would be affected by these regulations.



Washington state has no exploratory drilling taking place ncr are there any regulations 
relating to it. Furthermore, the state does not currently require onshore refineries and oil 
storage facilities to demonstrate financial resoonsibilitv. Reaulations are oendins to reouireA • «— »  —  *

amounts o f 55,000 per barrel for heavy crude and S2.500 per barrel o f light crude, but these 
are expected to be lowered before adoption.

Other coastal states, such as Texas and Louisiana, have recently passed oii spill legislation 
but are awaiting additional federal action prior to finalizing regulations. Federal action is 
now centered on U. S. Coast Guard regulations that do not directly effect onshore drilling.

In summary, Alaska’s requirements have remained the most stringent in both dollar amount 
and effective scope of applicability: The laws and regulations advanced by m any of the 
major producing states in the aftermath o f the Exxon Valdez are being reconsidered.

It is beyond the scope of this report to analyze whether the higher financial requirements 
Alaska imposes are in direct proportion to the higher cleanup and recovery costs here. 
Clearly, spill recovery costs in Alaska are related to the sensitivity of the terrain, the 
equipment employed, and the often limited access to highways or other modes of 
transportation. The formulas contained in the regulations o f some other states permit these 
factors to influence the size of the financial responsibility showing they require.

The first pan of this repon presents information on the current financial responsib ility  
requirements for onshore drilling in several states, the second pan describes the ways in 
which a drilling company can meet Alaska’s 55 million requirement.

COMPARISON of FINANCIAL RESPONSIBILITY LAWS

The Alaska Legislature passed HB 567 in 1990. This act amended AS 46.04.040 
(Attachment A) and provided the following amount of financial responsibility on all onshore 
land, both public and private, in the state.

Onshore productioi facility 520 million
Onshore exploratory facility S 5 million

Subsequent regulations enumerated various forms o f acceptable payment, these are described 
in the second pan of this repon.

Senator Frank
December 14, 1992
Page 2



Prior to the passage o f HB 567, Alaska did not require proof o f financial responsibility for 
onshore drilling beyond that required by the Department of Natural Resources (DNR) as part 
of the v/ell plugging and abandonment (P & A) program.'

The federal law enacted following the Exxon Valdez oil spill, The Offshore Pollution Act o f 
1990 (OPA 90) imposed on states the requirements for oil spill contingency plans and 
statements o f financial responsibility for oil facilities posing a hazard to their coastal waters. 
Onshore drilling sites in coastal states are generally covered by the resulting state laws and 
regulations only if near the coast or near water flowing to the coast.

The following, in approximate descending order of requirements, is a summary of the 
financial responsibility requirements which key coastal states, , including Alaska, impose on 
onshore exploratory drilling:

Alaska

.Amount Required: So million of financial responsibility for each onshore drilling facility 
(SoO million for offshore drilling facilities.)

Jurisdiction: The onshore requirement covers all onshore land in Alaska regardless of
location or ownership status (i.e., private, state or federal). While there are no provisions 
in the regulations to differentiate areas with high cleanup costs from lower cost areas, there 
are incentives in the required spill contingency plans that recognize the value o f training, 
on-site cleanup, equipment and planning.

California

.Amount Required: Estimated at SI million per facility from regulations released August 15, 
1991. These regulations require ali facilities to show financial responsibility of between SI

Senator Frank
December 14, 1992
Page 3

'Plugging and abandonment bonds typically range from S3,000 to 5100,000 per weil with 
multiple-well bonds at twice the single rate. Attachment B summarizes the financial proofs 
required in the P & A programs o f key states, all aimed at guaranteeing safe and proper 
abandonment of wells at the end o f their useful life. This program in Alaska is administered 
by the Alaska Oil and Gas Conservation Commission ana should not be confused with the oil 
spill contingency, cleanup and responsibility laws and regulations administered in this state by 
the Alaska Department o f Environmental Conservation, which are the primary subjects o f this 
report.



Senator Frank:
December 14, 1992
Page 4

million and S I00 million as a function of a calculated number o f barrels at risk o f spilling 
multiplied by S I2.500 per barrel. With little storage capacity and no pipelines attached, 
employees of the California Department c*-' Fish and Game have stated that exploratory 
drilling facilities likely need only post the minimum SI million bond. However, no such 
wells have been permitted and the 512,o00 figure, established prior to the Exxon Valdez oii 
spill, may be adjusted as additional studies are completed.

The jurisdiction of these spill regulations has not been established and may require another 
year to determine. Presently, for example, Huntington Beach and Signal Hill would appear 
to be covered, Bakersfield not covered, and the San Fernando Valley the dividing line.

W ashington

Washington’s spill prevention and financial responsibility requirements are aimed at offshore 
vessei operation and onshore refinery and oii terminal facilities. There are no regulations 
regarding financial responsibility for exploratory well drilling in Washington and no such 
drilling takes place. Drart regulations for other onshore facilities currently require a showing 
of 55,000/barrel for heavy crude and 52,500/barrel for light crude, but these amounts are 
expected to be lowered prior to implementation. Washington will permit a showing o f 
financial responsibility, when required, to be by audited net worth, insurance or bond. As 
of today, however, there are no regulations place requiring financial responsibility for any 
onshore oil facility.

Texas

The General Land Office has responsibility for administering the oii spill pian, but 
substantial jurisdictional issues remain unresolved between it and the Texas Railroad 
Commission, the traditional regulator of oil and gas activity in Texas. Recently, the 
jurisdiction o f the General Land Office to regulate oil spills was reduced to a coastal strip 
only 300 feet wide on the average and no specific showing o f financial responsibility 
pursuant to OPA 90 is currently required in Texas for drilling iniand o f this strip.

As part of its on-going P & A program, the Railroad Commission requires all new drilling 
companies demonstrate financial responsibility by postmg a 525,000 bond prior to drilling. 
Both agencies are awaiting federal action on oil spill financial requirements before 
proceeding.



Louisiana

Louisiana has withheld new oil spill regulations and will await federal action on regulations 
pursuant to OPA 90, the exception being offshore state lands. The Department o f Natural 
Resources administrates the P & A requirements and they have added a contingency fund, 
assessed at the rate of SO.02 per barrel of oii produced, that will eventually total S30 million 
from all companies.

Florida

Wetlands in Florida require Dredge and Spill permits fees (not bonds) and no state drilling 
is allowed on state onshore lands in any case.

Wyoming

There are no additional requirements beyond P &. A bonds which uniquely include a 550,000 
bond for seismic work.

Senator Frank
December 14, 1992
Page 5

M ontana

Only P & A requirements are currently in effect. These are being up dav 354 levels
(see Attachment B).

PROVISIONS of SATISFYING A LASK A’S FINANCIAL RESPONSE  
REQUIREMENTS

Payment provisions for satisfying Alaska's 55 million exploratory driiling financial are set 
out in IS AAC 75.2 (Attachment C). These regulations provide that, in the case of 
exploration or p- eduction facilities, the operator or one or more of the lease holders apply 
to DEC for a "Certificate of Proof o f Financial Responsibility." .Any one or combination of 
the following is sufficient to enable DEC to issue this certificate:

1. Self-Insurance--audited working capital and net worth in the U.S.;

2. Insurance-a policy from an authorized company containing a "direct action
clause" permitting a judgement to be enforced or executed in Alaska state courts
for all damaged parties up to the limits o f policy coverage;



3. Surety Bond--a contract o f surety from an authorized surety company licensed to 
do business in Alaska;

4. Guaranty—a contract of guaranty from a company otherwise meeting the self- 
insurance test (1) above;

5. Letter o f Credit-from  any regulated bank, an irrevocable letter of credit made 
out to die state, not otherwise used as collateral, and payable upon presentation; 
or

6. Other Proofs—approved group insurance or contract of indemnity by a group 
a=. eing to cover pollution risks of its members or contract of indemnity from a 
Protection and Indemnity (P<S_I) club or syndicate even if such P&I club or 
syndicate does not agree to "direct action" in Alaska.

Attachments D through F contain sources used for this memorandum. Attachment D lists 
publication sources; Attachment E contains telephone contacts; and Attachment F are copies 
of past Legislative Research Agency memorandums on this topic.

We hope this information is useful. If you have any questions, or want additional 
information, please contact this agency.

Senator Frank
December 14, 1992
Page 6

Attachments




