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Tibfe 3
Estimated Alisha North Slope Production acd Pipeline Profits
(Nominal and InflatiM-Adjusted 9
1) ) 3) (4) (5)
Year Inflation Index N. Slope Production N. Slope Production
Rate Factor & Pipeline Profits & Pipeline Profits
(Nominal $) (19939%)

1977 65% 2.4636 $260,000,000.00 - $640533,059.05
1978 7.6% 2.3132 $1309,000.000.00 = $2,796,693,638.12
1979 113% 2.1498 $4,048,000,000.00 « $8,702555,990.47
1980 135% 1.9316 $4,161,000,000D0 S $8,037375,842.70
1981 103% 1.7018 $4,490,000,000.00 S $7,641301339.06
1982 63 % 15429 $4,733,000,000.00 = $7302579,412.79
1983 33% 1.4528 $5,483,000,000.00 c $7,965,875,47550
1984 43 % 1.4078 $5,999,000,000.00 S $8,445387367.71
1985 35% 1.3497 $4,854,000j000.00 S $6551.655302.82
1986 1.9% 1.3028 $3,018,000500.00 5 $3,931374542.87
1987 3.6% 1.2785 $3315,000.000.00 sr $4,11053451659
1988 4.1% 1.2341 $2.684301,060.00 S $3312,62755632
1989 4.8% 1.1855 $3,403,006300.00 = $4.034312,887.15
1990 5.4% 1.1312 $4,756,638,600.00 S $5380.785,880.80
1991 43 % 1.0733 $3,171,429,900.00 S $3,403,768,854.47
1992 3.0% 1.0300 $3,066,172320.00 * $3,158,157,489.60
1993 - 1.0000
Total Profits (ANS Production

and Pipelines): $58551,448,080.00 = $85,415,819355.91

(or) (or)
$58.6 billion oominal $ * $85.4 billion 1993 $

Notes
(2) Consumer Price Index (CP1-U); annual % change from previous annua) U.S. city

average, all items ( U.S. DepartmentofLabor,CPI Detailed Report: Data for January

1993, p. 80).

(3) = (Subsequent year index factor) * (current year inflation)

4) 1977-87 profits from:

Edward B. Deakin, Oil Industry Profitability in Alaska 1969

thru 1987 (Alaska Dept, of Revenue, March 13,1989, Appendix E); 1988-92

profits calculated by the author from published sources.

®

(Col. 3)* (Col. 4)
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DISCUSSION

This analysis indicates that the disputed vapor recovery system could be
purchased at a cost of approximately four percent of one year's after-tax profits.
Tractor tugs could be purchased for less than one percent — approximately biree
days'profits. Putotherwise: Spread across theé). billion barrels forecasted North
Slope production between now and 2010, 1) the combined expenditure for these
environmental amenities would come to less than $0.0225 (2-1/4 cents) per barrel.

How big is the 1986-93 average annual ANS production and pipelining profit
of $3.7 billion, anyway? To answer that question, it will be useful to look at die
annual "Fortune 500" ranking of the nation's largest industrial corporations. If ANS
production and pipelining profits were controlled by one firm instead of three, that
company would have equalled the performance of the second most profitable
company on the Fortune 500 in 1991 and would have ranked fourth in 1992.14

What about the thesis of Alyeska's Herrailler's that the pipeline operator must
cut costs in order to "keep the pipeline a viable economic enterprise" because
production is declining? Firstof all, since tbr. TAPS line is wholly owned by the
North Slope producers, its sole function is to transport ANS and there is no
alternative means of transport, it is fatuous to consider TAPS on a stand-alone basis.
Tht, pipelir « is an integral partof North Slope operations. Hermiller's warning,
then, is properly analyzed in terms of production and pipeline profits together, as
shown in the previous tables. To examine Hermiller's argument, ANS operations for
the year 2000can be analyzed in terms of Table 1, using the Alaska Department of
Revenue's forecast assumptions for price and volume. 10 The results are summarized
in Table 4.

Table 4. Estimated ANS Production and Profits in 2000 A,P.
(1992% per barrel)

Forecast Production 355.4 million barrels (971,000 barrels per day)

Forecast Price $19.54

Forecast TAPS, Feeder Line Tariffs ($2.80)
Forecast Tanker Costs ($1.44)
State Royaltien Production & Propeiv Taxes ($3.87)
Production Costs ' ($4.45)
State, Federal Income Tax ($2.36)
Industry Production Profit $4.62
Industry TAPS, Feeder Line Profit $0.71

Total Industry Profit per-barrel $5.34

Source: North Slope Profits and Production Prospect*, p. 72 (using Alaska Dept, of Revenue

Spring 1992 forecast assumptions for state fiscal year 2000).

In the year 2000, additional costs of $0.0225 (2-1/4 cents) per barrel for hard-piping
and tractor tugs would have a negligible effect on profits. Because these costs are
effectively shared with state and federal governments, the loss to the producers would



Page 9 (rev. 8/10/93)

amount to approximately one cent per barrel, compared to estimated tax-paid North
Slope production and pipeline profits of $5.34 per barrel. Over the course of that
year, those expenditures would result in a reductic.i of less than $4 million to
estimated net profits totalling $1.9 billion. In making long-term production
decisions, a two to three cent per-barrel change in costs is apt to be lost in the noise of
the much larger uncertainty about prices. Long-range planning forecasts often
consider price changes in $5-per-barrel increments. Finally, these data indicate that
in termsof net income, at the end of the century profits from North Slope operations
would still be on a par with die seventh most profitable corporation in the nation in
1991.

In the absence of information the industry treats as proprietary, itis difficult to
make useful internal rate of return calculati - However, it is interesting to note that
Dealtin's accountancy study estimated the internal rate of return through 1987 at
43.7% if 75 percent of the total investment were financed with debt. Asuraing 100%
eouity financing, Deakin estimated an after-tax rate of return on cash flow of
29.7%. 17 These data indicate that Hermiller's thesis, although logically correct, is
practically useless. Due to the extraordinary profit from ANS operations, the
environmental costs against which Alyeska officials habitually rail are virtually
irrelevant to long-term planning.

Many pieces of the oil market price puzzle are not reported publicly. Even those
that are published are often subject to dispute. These results should therefore be
regarded as estimates rather than precise statemen >of North Slope profits. After
reviewing the effects of changing key factors, Deakin estimated that with b(?t%' public
information, his estimate might range downward by 4% or upward by 1070,

Similar revisions to the 1988-92 numbers are possible, although upward revision in
industry profits seems much more likely than downward. Insum, while the North
Slope producers have consistently declined to make profit figures public, it is
believed that the data used in this analyst produce m estimate of profits that is quite
conservative.

This analysis considers only the profits earned from North Slope production,
feeder lin? shipments to Prudhoe Bay and TAPS shipments to Valdez. These figures
do not include the profits North Slope p: oducers derive from transportation from
Valdez to the Lower 48, or from refining and marketing of ANS. One reason for
excluding these downstream profit sources is that even without ANS, the producers
arguably could realize similar profits using non-ANS crude oil sources to run
equivalent transportation and essentially identical refining and marketing operations.

Two other values of ANS have been identified. One is the value of a stable
supply of crude oil that North Slope development provides the owner companies.
Without ANS, the companies would have to rely for their oil supply on the shifting
sources of the open market Ownership of ANS production enables die major North
Slope producers to plan and design their refineries with an assured supply.
Quantification of this advantage, however, would require the introduction of
assumptions whose bases would be difficult to validate.

The second additional benefit of North Slope operations resides in the collection
by TAPS owners, through the TAPS tariff, of funds for the eventual dismantling and
removal and restoration (DR&R) of the 800-mile pipeline corridor. This is the item
cited by Alyeska's Williams as the kind of environmental cost that could cause
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Alaska's golden goose to cackle its last. In facl} DR&R has turned into a hidden or
off-book cash cow for the North Slope producers of uncelebrated but astonishing
proportions. Instead of requiring that the funds collected against this vague legal
obligation be held in an identifiable reserve account or placed in escrow to ensure
their availability for future use, the 1985 TAPS tariff settlement19allows the TAPS
owners to co-mingle this money with internal accounts, re-invest it for profit or
distribute it to shareholders. According to the terms of the 1985 settlement, the
money collected for DR&R was supposed to equal the amount required to restore the
pipeline corridor to its previous condition. Due to changes in calculating factors such
as inflation, tax rates and estimated corporate earnings on internally-held funds over
the 35-year estimated life of the pipeline, it has been estimated that if dismantling
actually takes place in the second decade o f the next century, TAPS DR&R
collections will exceed requirements by $11.7 to $22.1 billion in 1992 dollars.20
This projected gain o the TAPS owners from TAPS DR&R is in excess o f— over
and above— the annual after-tax profits calculated in this report Many industry
observers believe the pipeline will be in operation for a much longer period, further
increasing the value of the precollected DR&R payments to the owner companies.

One of the surprising facets o f North Slope economics is that its extraordinary
profitability is so dimly understood by the public. Ina lengthy front-page reportin
May 1993, the Anchorage Daily News explained ARCO'’s presence and prospects in
Alaska this way:

ARCO is here, {CEO Lodwrick] Cook and analysts said, because
it has to be: because it understands Alaska and Alaskans, because it
owns » many oil leases in the state and because its enormously profitable
refining and retailing system is geared for North Slope crude.2.

All of this may be true, but the article omitted all reference to North Slope profits,
which are roughly twice that of the company's "enormously profitable refining and
retailing system.

CONCLUSIONS

Alaska is the frequent scene of intense debates in which environmental and
economic values are pitted against each other. Inthose debates, crucial facts about
energy and the environment are frequently obscured. The public, groping blindly in
the absence of meaningful data, looks to its elected officials and bureaucrats for
leadership and information. Public officials, in turn, seem perpetually impaled on the
horns of the environment v. development dilemma. Even development spokesmen
sometimes seem to be confused about key facts that underlie the central issues.

A straight-forward approach to North Slope profitability cuts through rhetoric to
produce estimates of the extraordinary per-barrel net profitability of Alaska's North
Slope operation. These data indicate that the North Slope producers have ample
room to make additional environ-renal expenditures, if warranted, despite public
pronouncements to the contrary by industry officials.

Decisions involving energy and the environment inevitably involve a balancing
of economic and ecological factors. Inview of the statements of Alyeska Pipeline
Service Co. officials on Alaska North Slope economics, it is to be hoped that
Lrdustry's environmental assessments are better than its public economic analyses.
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NOTES )

l. Seven major oil companies own the 800-mile TAPS pipeline, which transports Alaska North
Slope cnme oil from Prudhoe Bay to Valdez, where the oil isloaded on tankers for the Lower 48
states. Three companies — ARCO, BP and Exxon — own approximately 91.5% of TAPS and
93% of ANS production (the latter figure is netofroyalty). For specific field and TAPS ownership
percentages, see British Petroleum, Prudhoe Bay and Beyond [7th Edition; n.d.], p. 2.

2. Damage from the Exxon V »ldex spill is the subject of debates among oil spill specialists. See,
forexample, "Information ol: Valdez Oil Spill — Scientific Studies Sponsored by Exxon" (Exxon
press packet summarizing materials presented at the Symposium on Environmental Toxicology and
Risk Assesmeat, sponsored by the American Society for Testing And Materials), April 26-29, 1993
and "N O AA Response to Exxon Challenge to Ex.' a Valdez Natural Resource Damage Assessment
Database" (National Oceanic and Atmospheric Administration), April 27,1993.

3. In 1971, Britiah Petroleum's head of Environmental Studies promised "[fjor any oil spill...
prompt and effective containment. The best equipment, materials and expertise... will make
operations and Port Valdez and in Prince William Sound the safest in the world." n subsequent
years industry officials frequently made similar promises. However, by 1989 Exxon Jtd entrusted
the newest and largest ship in its Alaska fleet to a Captain who had been barred from (riving in two
states for drunk driving. The Captain, in turn, left the supertanker in control ofan inex xrienced and
overworked Third Mate with a helmsman at the wheelwho was felt by colleagues to be incapable of
painting awall without close supervision. When the spill occurred, the Valdez-based response barge,
which was supposed to have been ready to go on iiwasdiate notice, was out of the water for repairs.
Key response equipment, such as pumps and containmentboom, were either unavailable or buried
under several feet of snow. (For promiser. Alyeska Pipeline Service Co., Hearing Testimony [at
U.S. Department of Interior bearings, Anchorage, February 1971], pp. 32-33. For spill and botched
response, see: National Tnmportation Safety Board, Hearings May 1989 and Marine Accident
Report— Grounding of the U.S. Tinkship EXXON VALDEZ on Blith Reef. Prince William Sour d,
near Vak*** Alaska March 24.1989.esp. Findings and Probable Cause, pp. 166-170 [Report No
NTSB/MAR-90/04] and Alaska Oil Spill Commission, Final Report [State of Alaska, Feb. 1990],

pp. 5-59.)

4. sece: Regional Citizens Advisory Council, Resolution 92-2, Sept. 28,1992; and letter from:s.
HermiUer, President, Alyeska Pipeline Service Co., to Scott Sterling, President, Regional Citizens
Advisory Council. Nov. 16, 1992.

5. see: AnalysiSofrankrr Escort ScoaggJdat Smfnciflcodhy.july 1992 (prepared for Harbor
Safety Committee of the San Francisco Bay Region by Robert Allan Ltd.); Foss/ARCO Tankar
Escon Study (Puget Soud), Sept. 1991; Crowley Maritime Corporation, "Crowley Marine Services
to Purchase Eight New 9,000 h.p. Tractor Tugs," Feb. 9,1993 (press release).

6. M.F.C. Williams, "Ecooomic Regulations and Development* (Conference on Energy Issues for
the 1990s [University of Alaska Anchorage School of Business and Organization of Petroleum
Exporting Countries conference], Anchorage, July 23-24,1992), p. 2. Mr. Williams omitted
mention o f the fact that TAP S owners have already collected a sizable fortune for this purpose
through the liberal terms of the 1985 TAP S tariff settlement (see "Discussion," below).

7. Anchorage Tin** jan. 12,1992 (speech reprinted in its entirety by Alyeska Pipeline Service Co.]

8. For a more detailed discussion oftbe sources and factorsemployed in this spreadsheet, see the
author’s North Slope Profits and Production Prospects (report to the Alaska State Senate Finance
Committee, Nov. 11,1992), pp. 30-41. The approach used in this analysis is similar to the model
of per-barrel profitability laid out by Charles Logsdon, Ph. D., Alaska Dept, of Revenue Chief
Economist, in t July 1992 psper. ("Alaska's Relationship with the Major Oil Producers,"
Conference on Energy Issues for the 1990s [University of Alaska School of Business and OPEC;
Anchorage,July 23-24,1992],p.6.) However, Dr. Logsdon's table delineate? production revenue

and therefore omits pipeline profits.
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9. A 1984 study found the North Slope's three major producers paid an avenge of 23.25% in federal
taxes from 1981 to 1983. In a 1988 update, ARCO and BP were not reported but Exxon paid
approximately 23% from 1981 through 1987. (Robert S. Mcintyre ad Robert Folen, Corporate
Income Taxes INn the Reagan Yews: Astudy of Three Years of Iegalized Tax Avoidance [Citizens
for Tax Justice, 1984], pp. 32-33,36; Robert S. Mcintyre, Johnthan M. Crystal and David C.
Wilhelm, The Corporate Tax Comeback [Citizens for Tax Justice and the Institute on Taxation and

Economic Policy, 1988], p. 43.

10. TAPS profits include both the after-tax margin and the recovery ofd'frrred return (lines 5e and
5f, Table 1).

11. Edward B. Deakin. O il Industry Profitability i\ Al'~tka. 1969 through 1987 (Alaska Dept, of
Revenue, March 15,1989). For acomparison of the results produced by the two models, see North

Slope Profits and Production Prospects, p. 60.

12. The 1991 data in Table 1were produced from separate calculations foreach o fthe five major
North Slope producing fields, each of which has its own operating, capital and pipelining costs, as
well as its own market value (baaed on the quality ofthe oil produced). A simplified version of the
model was developed, using estimating factors to produce average North Slope profit figures for 1988
through 1990, and for 1992. Results from the 1992 field model closely matched those of the
simplified version.

13. Alaska DepartmentofRevenue. Spring 1993 Revenue Source Book, nrid-scennio simulated oil

production, p. 47.

14. According to the Fortune 500, the five most profitable companies in the United States in 1991
and 1992 (followed by their net after-tax income, in millions of dollars) were: 1992: (1) Phillip
Morris, $4,939.0; (2) Exxon. $4,770.0; (3) General Electric, $4,725.0; (4) Merck, $1,984.2; (5)
Bristol Meyers-Squibb, $1,962.0. 1991: (1) Exxon, $5,600.0; (2) Phillip Morris, $3,006.0; (3)
General Electric, $2,636.0; (4) Merck, $2,121.7; (5) Bristol Meyers-Squibb $2,056.0.

15. In fact, itis conceivable that TAPS profits, which are guaranteed in the tariffagreement, could
enable the owners to continue producing profitably despite short-term production revenue losses due
to relatively low oil prices. Whether Alyeska officials actually misperceive TAP S as a stand-alone

economic entity, as their public pronouncements indicate, is beyond the scope of this paper.

16. The price and production assumptions used in this analysis, from the Alaska Departmentof
Revenue's Spring 1992 forecast, are rather conservative. For example, that forecast assumed a 50%
production decline at Kuparuk by the year 2000 with little or no replacement production from the
West Sak reservoir. ARCO, which' tbe major interest in both fields, has indicated that Kuparuk
will probably bold atcurrent levels tnrough die end o f the century, and that West Sak production
may be broughton line when Kuparuk does slow down. (For adetailed look at tbe assumptions
used and the results, aee North Slope Profits and Production Prospects, pp. 69-79.)

17. Oil Industry Profitability in Alaska. 1969 through 1987. pp. T74-75.
18. Oil Ir Justry Profitability in Al«k» 1969 through 1987.pp. 20. T58-T63.

19. "Settlement Agreement between tbe State of Aiaaka and ARCO Pipe line Co. [E_IU>* June
28, 1985, p. 14.

20. For the history ofthe DR &R provision in die TAPS settlement and an analysis of its economic
consequences, see the author's Hidden Billions: The TAPS PRAR Provision (reportprepared for

Stan Stephens, PO Box 1297, Valdez, Alaska, 99686, August 21,1992).

21. Kim Fararo, "Stuck on Alaska: Areo's bet pays off for state, company." Anchorage Daily News

(May 23, 1993), p. A -l.
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(1980);

"Fatalities during Construction of the Trans-Alaska Pipeline,” Alaska
Science Conference (1980);
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"Chaos in the Capitol; The Alaska State Budget System in Crisis,” Alaska
Public Interest Research Group (1982);

"Oil and Gas Revenue Disputes: Status Reportand Recommendations,”
Alaska State Legislature (1990);

"The 1985 TAPS Tariff Settlement: A Case Study in the Effects of
Confidentiality on Information Available to Decision Makers” (supplemental
report to "Oil and Gas Revenue Disputes”), Alaska State Legislature (1990);

"Corexit 9580: Reportand Recommendations,” Alaska Department of
Environmental Conservation Oil Spill Response Center (1990);

"North Slope Production Prospects, 1990-2010,” Alaska State
Legislature (1990);

"Worker Safety and the Dutch Harbor Fishery Boom,” Alaska State
Department of Labor (1991);

"Alyeska Pipeline Terminal Ballast W ater Treatment and Northbound
Shipments: Final Report,” Prince William Sound Regional Citizens’ Advisory
Council (1991);

"Hidden Billions: The TAPS DR&R Provision," under contract to Stan
Stephens, Valdez, Alaska (1992);

"North Slope Profits and Production Prospects,” Alaska State Legislature
(1992);

"Alaska North slope Oil Profits and Proposed Environmental Mitigation
Measures,” for presentation to the N. Amer. Conference, International
Association for Energy Economics (1993).
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QqgKcharters;

“Cambodia: The Struggle Continues,"” in Vietnam: W hat Kind of Peace?
(Washington, D.C.: Indochina Resource Center, 1973);

“The Press in Alaska,” in McBeath and Morehouse (eds.), Alaska State
Government and Politics (Fairbanks, Alaska: University of Alaska Press, 1987).

Attiifanal Eyerienc* in QH & Gas

1. Leoal and Accounting: In addition to extended field trips to assist the
Alaska Department of Law and its consultants on disputes over payments to the
state dee from (or related to) North Slope oil production and income taxes,
royalties and pipeline tariffs while working for the State of Alaska, | furthered my
professional training in these areas by attending the following meetings or
professional conferences of special note:

Oil Pipeline Ratemaking Workship, Executive Enterprises, Inc. (Houston,
Texas, May 1985);

Short Course on the Fundamentals of Oil and Gas Law and Taxation ,
Southwestern Legal Foundation (Dallas, Texas, May 1988);

OPEC Meeting (observer for State of Alaska; Vienna, Austria, November
1988).

2. Environmental: In 19891spent more than a month in Prince William
Sound assisting the State Department of Environmental Conservation in the
cleanup of the Exxon Valdez oil spill. In addition to frequent follow-up visits to
Prince William Sound, I subsequently attended the following major conferences
(partial list/;

Arctic Marine Oil Pollution Conference (Calgary, Alberta, June 1989;
and Vancouver, B.C., June 1991);

International Oil Spill Conference (Prevention, Behavior, Control,
Cleanup), American Petroleum Institute, U.S. Coast Guard and U.S.
Environmental Protection Agency (San Diego, California, March 1991;

Third American Society for Testing and Materials (ASTM) Symposium
on Environmental Toxicology and Risk Assessment — Exxon Valdez oil spill
(Atlanta, Georgia, May 1993).

References: Available on Request.
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January 10, 194

Memboers of the Legislative Budget
and Audit Committee:

In accordance with the provisions of Title 24 of the Alaska Statutes, the attached report is
submitted for your review.

DEPARTMENT OF ENVIRONMENTAL CONSERVATION
OIL AND HAZARDOUS SUBSTANCE RELEASE RESPONSE FUND

Januay 10 19A

Audit Con-ol Nurmber
18-4463HA

The objective of the audit wes to review policy issues relating to the Ol and Hazardous
Qubstance Rdease Respose Fund within the Department of Ervironmental Conservation.

The audt wes conducted 11 accordance with generally acoepted government awuditing
dadards.  Helawork procedures tilized in the course of developing the findings and
discussion preserted in this repart are disoussed in the Q icctives, Soope, and Methodology
beginning on pege oe.
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OBJECTIVES. SOCPE AND METHODOLOGY

In accordance with Title 24 of the Alaska Statutes and a speda reguest by the Legislative
Budget and Audit Committee, we conducted a review of policy issLes relating to the Oll and
Hezardous Substance Rdesse Respose Fund (Respose Fund) administered by the
Department of Ervironmental Conservation (DEC).

Qectives

The ogjective of the review wes to gain an understanding of palicy issues relating to the
Respose Fund. Specific agjectives of the review were to;

1  Reviewthe history of the Response Fund; including the original purposes of the fund,

the reasars for estalisning a  per bard of oil surcharge, ad the current purposes
of the Respose Fud.

2 Determne the criteria DEC usss in its deasions to fund certain prgjects and whether
the criteria is consistent from project to project.

3  Determine what acoounting procedures are currently in pdlace thet allow the legislature
to track where and how Response Funds are being spent.

4. Recommend possible statutory dnanges thet will clarify how Response Fund nonies
should ke administered by agendes outsice of DEC,

Soope

W\é focused our examination an the legislative history of the Response Fund, the budgeting
process for FY Al through FY A4, ad FY 2 ad FY 93 expendtures that were related to
sdedted prgedts.

Methodolouv

Cur evaluation of palicy issues relating to the Response Fund involved review and analysis
of the following documerts:

1 Aaska Saue 4508, Ol ad Hezardous Substance Rdeasss.

2 Informetion pertaining to 1989s House Bill 470 which eventually pessed s
Chepter 9, SLA 19%6.
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Informetion pertaining to 1989's Saate Bill 247 which eventually pessed es
Chepter 13 SLA 1980,

Information pertaining to 1989's Saate Bill 256 which eventually pessed as
Chepter 29, SLA 199,

Information pertaining t01989s House Bill 68 which eventually pessed a5
Chepter 39, SLA 190,

Informetion pertaining t01989s Saate Bill 261 which  eventually pessed as
Chepter 0, SLA 1980,

Informetion pertaining to 1989's Saate Bill 260 which eventually pessed as
Chepter 112, SLA 1989

Information pertaining to 1989's Sadte Bill 264 which eventually pessed s
Chepter 113 SLA 1989

Informetion pertaining to 199()'s House Bill 566 which eventually pessed &s
Chapter 190, SLA 190

Informetion pertaining t01990s House Bill 567 which eventually pessed as
Chapter 191, SLA 1990

Information pertaining t01990s House Bill 578 which eventually pesssd &
Chapter 199, SLA 1990

Informetion pertaining t01N1's Seate Bill 16 which  eventually pessd as
Chepter 48, SLA 1991

Informetion pertaining t01NV1's Seate Bill 25 which eventually pessed as
Chapter 83, SLA 1991

Hscd Years 1991, 1992 1993 ad 1994 budget docunents related to the
Response Fud

Hsca Years 1991, 1992, ad 1998 Reimbursable Services Agreenents between DEC
and ather agendes and between divisions within DEC for use of Response Funds.

Response Fund Annual Reparts for FY 87 through FY 3

DEC Policy Satements on the Response Fund

Attorney General Qpinions and menmoranduns an the Response Fund.

Industry contingency plans and carresponding documentation meintained at DEC.
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Documents pertaining to DEC spill responses through Novermoer 8, 1998,
DEC databese information and other documentation related to contaminated Sites.
Oil Spill Commission Anal Report.

A pamphlet put out by the Pince William Sound Regiondl Gitizens' Advisory
Council ertitled “7hen and Now: Changes Since the Exxon Valdez Oil Spill.”

Newspaper coverage regarding the Response Fund and its usage

Additionally, we interviewed the follomng:

1
2
3
4,
a
6

Staff within DEC.

Staff within Department of Military and Veterans Affairs.

Staff within Division of Legislative Fnance,

Staff of Office of the Governor, Office of Management and Budget.
Staff within Division of Legal Senvices.

Chairman of the former Alaska Oil Spill Commission ad current chairman of
Hazardous Substance Technology Review Coundil.
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OTHER AGENCIES
ENVIRONMENTAL

M iIita%and Veterans Affairs (DES) CONSERVATION

esponse Preparedness & Planning

El%ség?r&sseA%gygitg&Corps State Emergency Response Commission
Transportation ana Public Facilities ||:|oca| Iémergsent():y Plannslng"CTomhmnltees

Oil Response Ferries azardous Substance Spill Technology
Law Review Council

Cost Recovery Contaminated Sites

~ Regulations/Guidance Government Preparedness and Response

Public %ﬁ\‘;ﬁ%mm&l Crimes Industry Preparedness and Response

24-Hour Dispatch Pollution Prevention
Fish and Game Geographic Information Systems

Contingency Plan Reviews

Natura, Resources )
Contingency Plan Reviews

Administration
Telecommunications Installatlon/Ma}lntgnance SPILL RESERVE
State Emergency Response Commission

iti i ; Emergency Reserve
Citizens' Oversight Council ( 9 y Reserve)

Alaska's Oil and Hazardous Substance Release Response Fund Prepored by APEC 4/93
-4-



ORGANIZATION AND FUNCTION

The 1986 Alaska Sate Legislature passed House Bill (HB) 470 (ch 59, SLA 86), abill relating
to the rdease of ol ad hazardous sustances.  This legidlation estabddished an Oil ad
Hazardous Substance Release Response Fund (Respose Fund) on July |, 1986 with

opriations from three different sources totalling $680,666; $158,677 from the balance of
the OIl Spill Mitigation Account, $221,989 from the balance of the Oil Spill Bqpense
Reserve, and a $300,000 FY 87 capital budget appropriation.  The fadng pece illustrates
flons into and out of the Response Fud

Between 1986 and 1989, depasits into the Response Fund were nece from generd fud
appropriations and from the Oil and Hazardous Substance Rdlease Mitigation Account
(mitigation account). This accourt is conposed of money recovered from parties responsibdle
for ol and hazardous substance spills through cost recovery and fines, pendities, or dameges.
Money in the mitigation account may be appropriated each year to the Response Fund In
the pes, the legislature hes aso appropriated noney from the mitigation acoourt into the
storage tark assistance fund ad to the Alaska Energy Authority’s program directed a
upgrading bulk fuel storage systens.

In 1989, the legislature enacted Statutes which levied asurcharge of 50 per barrd of taxable
oil produced from each lease or property in the Sde. The commissioner of the Der artirent
of Administration accounts for the noney in a separatie generd fund acoourt, which is
commonly called the Oil Surcharge Account (surcharge account).  As explained on pege 13
In Background Information, the surdharge is sulject to suspension and reinposition ! ertain
criteria arc met.  Between FY 87 ad FY Y4, atata of $109,200,000 hes been appnp/ aad
lo the Response Fund from the surcharge account and $5,033,600 hes been appropriate” from
the mitigation account. In addition, the legilature hes appropriated in exoess of $74,000,000
from the general fund to the Response Fund through FY &G,

Money left over in the Response Fund after all appropriations have been mede to agendes
for thelr operating oosts hes been appropriated to the spill resenve. The spill resenve may e
aooessed by the Department of Environmental Conservation (DEC) only for costs necessaty
to investigate, evaluate, contain, dean Up, and take other necessary action to addess a
rdease or threatened rdease of oil or a hazardous substance that poses an inminent ad
substartial threat to the public hedth or welfare, or to the evironment.  DEC docs nat
budget for “response”’ to rdleases of ol or ather hazardous substances, so all spill resenve

expenditures arc unbudgeted response activities.

DEC can only meke expenditures out of the Respose Fund with spedific legdlative
appropriation, except for emergency rdeases of oil or hazardous substances paid out of the
spill resenve. Each year the legslature determines what prgects and activities will ke paid
for aut of the Response Fund.  In addition to DEC, twelve date agendes have been funded
with nonies from the Response Fund. These agendes have been active in contingency pan
review, State mester and regional contingency plamning, ad working with the Sate
Emergency Response Cominiss an
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Spill Prevention and Response Division

Within DEC, the primary user of the Response Fund is the Spill Prevention and Response
Division (SPAR). SPAR wes aeated in July 191 for the pupose of preventing ad
responding to negative inpacts to public hedth ad the ermronment caused by oil ad
hezardous substance spills. The division administers four progrars:

1

The Govermnment Preparedness and Respose Progam (GPRP) wes developed to
protect public hedlth and the environment by ensuring a planned and safe response
to releases or threatened rdeases of oil or hazardous substances. The enphasis of this
program is an the Sate's ability to 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 date and regiondl prevention and
response plans for oil and hezardous discharge. An integrd part in the planning
process is the Sate Brergency Response Conmmission (SERO).

GPRP provides staff suppart to SERC. SERC evolved from the federd Superfund
Amendments and Rcauthorization Act (1986). This legislation required the Siate to
minimize the inpact on huren hedlth and the ervironment from oil and hezardous
substance releases by facllitating local, regonal, and statewide response planning.
SERC wes established by executive order in 1987 but did nat became operational
until FY 9L

The commission is comprised of the commissioners or their designees of eight date
agendes, the adutant generd or his designee, and seven public mentbers gppointed
by the govemar. To the extent practicabdle, public menters have expertise in the
emergency response Held  The main duties of the group ae to designate Local
Emergency Planning Districts, appoint the menbership of Local Emergency Planning
Committees (LEPCs), comment an local emergency plans, provive tednical assistance
to LEPCs, ad receive and prooess information reguests from the public.

The Industry Preparedness Program (IPP) foouses on the ail industry’s ablity to
prevert ari respond to releases or threatened rdeases of oil.  Stalul requires the
industry to submit proof they have bath the finandal ability and physical ability to
respond to rdeases. Their physical ability is demonstrated by a contingency plan
which nmust e goproved before obtaining a permit to operate. Contingency plan
requirements apply to ail tank vessds, barges, aude ail pipelines, and anshore ad
offshore oil exploration and production facilities.  In addition, il terminal facilities
that contain an amount of product specified in statute Must have a contingency plan.
IPP is responsible for reviewing, approving, and testing contingency plans as well s
ensuring operatars meet the finandial responsibility requireents set out in Satute.

The Contaminated Stes Rermediation program wes areated to aoete threats to public
hedth and the ermronment posed by sites contaminated by inproper disposal or
dscharges of hazardous substances. The nuber of contaminated Sites is large ad
ever increasing.  The program attenpts to identify and assess contaminated sSites alMdl
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asoartain their potential threet to public health ad the eem-onment.  With this
information, contaminated Sites can e prionitized S0 those Sites posing the greatest
threat ae addessed first.  The nmethod by which the progjam addesses a
contaminated Ste depends on the identity of the party responsible for the
contamination. Cooperative agreanents are in pdace with the federa government to
dean yp sites where the federd government is the responsible party. A menmorandum
of agreement exists between severd date departirents to address those sites where the
Sate is the responsible party. For sites where a responsible party is willing to help
dean U, the program provides oversight.  If a Site poses a subbstantia threat and no
responsible party hes been identified or the responsible party is unalde or unwilling
to dean up, the Sate will take the lead deanup efforts.

4, The Underground Starage Tark prouram assists owners and gperatars in meeting
federd regulations. These regulations require new underground staorage tank
installations to meet national standards and tanks dready in operation phasedin to
meet those standards.  Federd law dso requires each facility to denonstrate Finanad
responsibility in the event of aspill. In Alaska, a Sarage Tank Assistance Fund wes
established which offers grarts ad loans to oaners and operatars to test, dean up,
upgadke, or dose their fadilities. The Stiorage Tank Assistance Fund receives nonies
from the mitigation acoount thereby reduang funding thet flons from the mitigation
aooount into the Response Fund

These four prograns are developed ad maneged by the director of SPAR. Program
manegers ae centralized in SPAR's centrd office ad their rdle is to develop policy ad
provide technical guidance to the four regons of DEC <0 thet prograns are inplemented in
an effective and consistent manner agcss regans.

DEC hex been divided into Northemn Region, Southcentral Region, Southeast Region, and
Pipelin  orridor Regon. Regional manegers repart directly to the commissioner ad are
responsible for meking sure SPAR program ohjectives, as well as ather divisions' program
objectives, are acconplished.  Regiond offices assune line authority of district and field
office staffs. Actual work on contaminated sites, spill response, spill drill and inspections,
and review of contingency plans is acconylished primerily by district offices with support
from their region.
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PURPOSES OF THE RESPONSE FUND
AS 46.08.040
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(4) provide matching lunds for participation in federal oil
discharge cleanup activities and under 42 U.S.C, 9601--9657v:
House Bill 470 (Comprehensive Environmental Response. Compensation,
ICh 59. SLA 861 and Liability Act of
(5) recover the costs lo the state, a municipality, or a village of a
containment and cleanup resulting from the release or the

threatened release of oil or a hazardous substance;

(6) prepare, review, and revi ;e
(A) the state's master oil and hazardous substance dischnrgc
prevention and contingency plan requited by
Senate Bill 261 AS 46.04.201); and M
[Ch 90. SLA 891 (B). a regional master oil ;uid hazardous substance discharge
prevention and contingency plan required by
AS 46.04.210: av!
(7) restore the environment by addressing the effects of an oil or

haztudous substance release.

(b) When the governor declines a disaster related to an Ig_)’i‘l_,‘?r;;,* .
hnzindous substance discharge emergency under A2 26;234)20<.);- \
the governor may. during the effective period of the disaster

House Bill 566 emergency, use money from the fund to respond to the disaster
[Ch 190, SLA 901 emergency.

(c) Notwithstanding other provisions of this section, money from the
fund may not be used for a p irpose specified in (a)(2)—(7) and
(d)(2) of this section unless money is available from an

appropriation made specifically tor that purpose.

(d) Upon request from

(1) the Alaska Legislative Council, the commissioner shall use
House Bill 578

[Ch 199, SLA 901

money from die fund to reimburse the Alaska Legislative
Council for expenditures that it makes for the operation of the
Citizens' Oversight Council on Oil and Other Hazardous

S ibstances. established under AS 24.20.600; and -~

(2) the commissioner of transportation and public facilities, the

commissioner shall transfer money from the fund to the
Department of Transportation and Public Facilities to pay for
the construction or refurbishment of one or more vessels of

Senate Bill 165 the Alaska marine highway system that have the capability to

[Ch 48, SLA 911 assist in responding lo spills of oil and hazardous substances;
in expending money in the fund whose use for vessels of the
marine highway system is authorized by AS 19.65,025 and
this paragraph, the commissioner shall give priority to 'y
coil unction of one or more new vessels that have the

characteristics required by this paragraph.
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BACKGROUND INFORMATION

The Response Fund wes established with the pessage of House Bill 470 in 1986 [ch 59,
SLA 861 by the legdlature ad the governor signing the bill into law.  The bill, which wes
sponsored by Representative Mike Dawvis, areated the Response Fund in the State generd
fund. The legslature st aut their reeson for establishing the Response Fund in the Purpose,
AS 46.08005. In that stated pupose, they dedared the rdease of ol or hazardous
Sustances presants a substantial threat to public hedth, to the ervironment, and to the
econony of the Sate. The Respanse Fund wes to provide a readily available fund for the
payment of expenses incurred by DEC in protecting the environment from o and hazardous
Substances reesses,

Original uses of the Response Fud

The commissioner of DEC wes naired the Response Fund administrator and wes authorized
to u=e the fund for three distinct purposes:

1 Contain ad dean up, which indudes nmonitoring, assessing, investigating, ad
evaluating, the rdease or threatened rdlease of oil or ahazardous substance thet poses
an imminent ad substantid threat to the public hedth or welfare, or to the
environernt.

2 Provide metching funds for participation in federd oil dscharge deanup activities.

3 Recover the cost to the Sate or to a municipality of a containment and deanup
resulting from the rdleese or threatened rdlease of oil or a hazardous substance.

Alaska Satute 46.08.010 specifically disalloned using the fund for capital inprovements.1
During meetings of the House Spedd Conmittee an Oil and Gas, the commissioner of DEC
explained that he did nat want the fund to ke viened only as a nears to dedl with future
SFi||S, but also "o investigate and deal with sites where poormanagementofwaste 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
deanup a a spedfic site ad fines, pedities, or dameges recovered because of an ail or
hezardous release would e deposited in the generd fund into a spedal account called the
mitigation accourt. The legislature could annually appropriate to the Response Fund asum

“Capital improvement" is defined in AS 46.08 lo mean "cOnstruction, renovation, repair of, and improvement
to. a building, but does not include oilier improvements to real property, such as construction ofa dike or retaining

wall."
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equal to the amount received in the mitigation accourt during the calendar year preceding
thet legislative sesson

Legislature readS toexxon valdez grounding

No new legislation wes introduced or pessed regarding the Response Fund between Jure 1,
1985, the effective date of the original legislation, and March 24, 1989 when the exxon

valdez hit Bligh Reef in Fince William Sound  After that incident, six bills were enacted
in 1989 thet affected the Response Fund. The curren’ purposes of the fund with annatation
of the bill and dete of each section dange can ke fat; | onpages 8ad 9. Serate Bill 247
[Gh13, sLA 89 Iwert into effect just 20 days after thee.u >n valdez il spill and wes to cover
expenditures necessitated by the Sate resoonse. The legislature appropriated $20 million to
the Response Fund, of which $10 million carre from the genial fund and $10 million care
from generd fund program receipts, which were to be reinbursement of deanup costs from
Bxon.

Serate Bill (SB) 256 (cli 29,5LA89|, while being aoproved by the governor on May 11, 1989,
Wes Imecke retroactive S0 thet the effective date wes Varch 24, the day of the grounding. The
bill arended AS 46.08.070 s0 cost recovery hed to ke immediately sought by DEC for
money expended to contain or dean Up ail or a hazardous substance. Previously the Statute
hed alloned DEC to seek cost recovery, but did nat require the department to do o Seate
Bill 256 aso permitted DEC to reinurse a municipality for actual expenses incurred in the
abatement of ardease if the municipality entered into an agreement with DEC.2

House Bill 68 [cI> 39, SLA 89|, which had an effective date of May 13 1989, provided for
strict liability for the rdeese of a hezardous suostance. A new section wes added to
AS 46,08 to allow the Sate to place alien for expendtures by the Sate from the Response
Fund againgt all property onned 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 passage and signing into law Senete
Bills 261 [cli 90. SL\ 891and 264 (Ch 113. SLA 891. From testimony at public hearings, it wes
goparent that residents of the Sate did nat trust the oil industry to live up to their
responsibilities identified in contingency plans. Residents discussed the need for ail facilities
to be inspected and for unamounced drills to test industry’s ability to implement their
contingency plans. Residents aso eqressed thaet DEC needed to be adequately fijnded to
upgrade monitoring and response efforts. Many residents voiced suppart for the ail industry
to ke held strictly liable for their spills, but a the sae time have an independent date
response capability.  The two sarate hills recognized this concem by containing identical
Fndings ad Pupose, which induded. “the March 24, 1959, oil spill disaster in the Prince
W illiam Sound demonstrates a needfor the state to have an independentspill containment
and cleanup capability.”

:Prior to the statute amendment, the municipality could only he reimbursed if the agreement had been entered
into before the expenses were incurred.
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Seate Bill 261 added a Sate mester plan and regional mester plans to the duties of DEC.
The Sate Mester Flan, which wes to e addressed in AS 46.04.200, indluded requiring or
scheduling unannounced ol spill drills to test the sufficiency of an ail terminal fac 1y
discharge prevention and contingency plan.  The preparation, review, and revision 0 ie
date mester plan and regional mester pans were adoed as the fourth authorized u2 0 ie
lund. In addition, the first use of the fund wes amended to indude investigate addeva  te
& well as the contain ad dean wp previously alloned. A fifth pupose alloned the
Response Fund to ke usad to restare the environment by addressing the effects of an ail or
hazardous substance rdease.

Srate Bill 264 established an oil and hazardous subbstance respanse office in DEC. That
office wes authorized to establish emergency response depats, which would be staffed and
equipped in aress of the Sate deterined to e patential Sites of rdeases of il or hezardous
substances. The response office wes autharized to estaldish response caps, which were to
ke in the Department of Military and Veterans' Affairs (DMVA), Divis on of BEmergency
Senvices (DES). The corps would consist of valunteers who register with the office and ae
trained by the office in techniques for containment and deanup.  The oosts for the response
office, depats, and caps were induded as a purpose of the Response Fund,

Imposition of a5g per barrd conservation sudarge

The pessage of B 260 (ch 112 SLA 89], which was sponsared by Seratar Jalmer Kerttula and
co-sponsared by Senator Mike Szymanski, levied aSe j'er barrdl surdharge onaude oil. The

statement dated April 11, 1989 sad the intent of the legislation wes thet revenues
from this additional tax would provide a continuing source of funding for the Response
Fund. This would ensure thet adequete funds are available to meet the State’s responsibility
for all spill dean up

Snce the legislature canat dedicate revenues in ay pliece of legislation without a
constitutional amendment, a dause wes induded in SB 260 to encourage the appropriation
of the surcharge from the surcharge acoount into the Respanse Fundl [f the legidlature docs
nat gppropriate the balance of the surdnarge accournt |o the Response Fund or if the governor
vetoes or reduces the appropriation of the surdnarge accourt to the Respoise Fund, the
surcharge would nat ke inposed thet fiscal yesr.

The surcharge would aso be suspended by the commissioner of the Department of Reverue
If the commissioner of the Department of Administration reparted that the difference between
the cumulative total of surcharge nmoney appropriated to the Response Fund equdls or
exceeds the amount expended by the fund by $50 million.  If the surdharge hed been
suspended, it could be reinposed if the commissioner of the Department of Administration
reparts that the difference s less then $60 million.

During committee meetings regarding SB 260, discussion wes held as to how long the
imposition wes likely to remain in effect based on expenditures from the Response Fund.
One seratar painted out thet 13 oil spill related pieces of legislation were currently pending
and pessage of them all would areate nore expenditures from the Response Fund than hed
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ooccured S0 far. A member of legislative counsel agreed thet there would be an unlimited
draw from the Response Fund, but the sponsar of the legislation sad the draw could nat ke
unlimited.  Bxqpenditures from the Response Fund were limited by what revenues were
prodned bythe5£perbarrel Leg'slativeoolmel expiainedtkat, “through legislation and
statutes, the legislature establishes the purposesfor which thefund can be used." In the
Fndings and Pupose of the enadted piece of legislation, the legslature explained their
purpose by stating:

(a) The legislature finds that the March 24, 1989, oil spill disaster in
prince William Sound demonstrates a need for the state to have an
independent spill containment and cleanup capahility in the event offuture
discharges ofoil or a hazardous substance.

(b) It is the purpose ofthis Act to provide assurance to the people ofthe
slate that their health, safety, and well-being will he protected from the
adverse consequences ofoiland hazardous substance releases ofa magnitude
that presents a grave and substantial threat to the economy and the
environment ofthe state.

Uses of Response Fund continue to expand

House Bill 567 (ch 191, SLA 9()| extended the nunber of the purposes of the fund which were
to review oil dscharge prevention and contingency plans, to conduct training, response
exerases, inspections, ad tesds in order to verify date, municipality, and industry
preparedness, and to verify or establish proof of financial responsibility.  The bill dso
clarified DEC's reparting requirements on the Response Fund to indude describing each
persond sernvices paosition and total conpensation for the position, each contract in excess
of $20,000, and each purchese in excess of $10,000.3

House Bill 566 ch 190, SLA 90] established SERC in DEC.  The oil and hazardous substance
response office in DEC established by Senate Bill 264 would senve as staff for SERC
SERC was to designate boundaries of local emergency planning districts and estabish local
emergency planning committees. SEHRCwaes to review and approve local, regional, and sate
plans for hazardous substance discharge respose.

'House Bill 470 had required ihe commissioner of DEC to submit an annual report to the legislature. The
report had to include the amount of money expended from the fund in the preceding fiscal year, the amount and
source of money received, a summary of municipal participation in responses paid by the fund, a detailed summary
of department activities paid by the fund, and the projected cost for the next fiscal year of monitoring sites oil spill
or hazardous waste sites. The report also had to include a summary of contaminated sites, the threat these sites
represented to public health or the environment, and the cost and action needed to clean the.e sites.
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A Hazardous Substance Spill Techndlogy Review Coundll,” which wes to review ad
reconmend research topics to DEC, wes areated under SERC. The bill clarified thet the
Response Fund wes to pay expenses incurred by DMVA, DES for response corps and depats
when presented with appropriate documentation by the division.  This bill alloned the
Response Fund to be used for response to adedared disaster emergency related lo an ail or
hazardous substance discharge.

House Bill 578 [ch 199, sLA 901 areated a Citizens' Oversight Councl cn Oil and Other
Hazardous Substances in the legidlature (oversight coundl).  The oversight counall would
request money from the Alaska Legislative Council, which in tum would seek reimurserment
from the Response Fund. The oversight counall would determine whether ate and federd
agendes were fulfilling their responsibilities for the prevention and response to oil ad
hazardous rdeases. The oversight counal wes to file an annud repart with the legislature
and governor and reke policy recommendations to prevert releasss.

Srete Bill 25(ch 83 sLA 911 avend ! the authorized usss of the Response Fund to indude
meking gants to a municipality or village thet is affected by a rdease involving
extraordinary expendtures that are beyond the reasonglde capability of the municipality or
village to meet from current revenue sources. Serete Bill 166 [ch 48. SLA 9i] alloned the
Response Fund to be usad ;0 construct or refurtish one or more ferries o the ferries would
have the capahlity to assst in responding to oil or hezardous sustance splls.

Legislature plays active rde in shaping pupose of And

In addition to expanding the purpose of the Response Fund through statutory amendrernts,
the legslature hes taken an active rdle in sheping the purpose of the fund by appropriating
on apreset spedific besis. In FY 938 over $50 million wes appropriated from the Response
Fund. The legislature wes spedific in the purpose of the appropriations by allocating each
appropriation to individual proects. On saveral occasians, the legislative wes detailed to the
point of listing aspecific project’s pupose ad location.  For exanple the appropriation for
the Nearshore Demonstration Project reeds.

The sum of$1,200,000 is appropriatedfrom the oil and hazardous suhstance
release response fund (AS 46.08.010) to the Department of Environmental
Conservation, division ofspill prevention and response,forfiscalyear 1993,
for nearshore strike team demonstration projects along the Gulfof Alaska
coast and in southeast Alaska that are developed in consultation with the
division ofemergency services and the regional citizens' advisory councils in
the affected region.

The legislature hes chosen to supplant generd fund appropriations with Response Funds.
They have done so when senvices previously funded out of the generd fund quialified for

JThe Division of Legislative Audit conducted a Sunset Audit on the Department of Environmental Conservation,
Hazardous Substance Spill Technology Review Council, dated November 29, 1993,
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Response Funding. For exanple in FY 93, the legislature changed the funding source for
over $950,000 in SPAR managerment oosts from the generd fund to the Resporse Fund. In
addition, when DEC requested capital appropriations to dean up contaminated Sites where
the Sate wes the responsible party, the legislature changed the funding source to the
Response Fund from the generdl fund.

Various budgeting procedures usad to track Response Fund expenditures

In FY 91, direct appropriations from the Response Fund were mede to other agendes. This
meck it very difficult for DEC, as fund administrator, to manage expenditures. In an attenpt
to give DEC greater contral and responsibility for activities supparted by the Response Fund,
espedially those of other agendes, the legislature put the entire Response Fund appropriation
into the front section of the FY 92 budget bill [cn 73, sLA a1y, This hed the effect of greatly
Increasing the complexity of accounting for Response Fund expenditures. To  gain aooess
to the Respose Fund appropriation, DEC wes forced to use intra-agencyreimbursable
senices agreenents (RSAs) between itself and the Response Fund.  DEC would then fund
approved prgjects from other agendes such as DMVA and the Department of Hsh and Ganre
(DFG) via inter-entity RSAs. This areated achain of interlocking RSAs which mede it very
difficult to track expendtures related to the Respose Fud

Different budget processes were usad in FY @B ad FY A4

DEC took a more effective rde in the management of the Response Fund in FY 38 ad
FY 9. For FY 98, DEC natified other agendes that they must file aformel request for any
activities they wanted funding with Response Funds.  This procedure improved coordination,
but wes untimely. By the time agency requests hed been recaived, reviewed by DEC, ad
fowerded to the Office of the Governor, Office of Management and Budget (OMB) with
DEC's recommendation; the Stale's budget hed essentially already been subomitted.

DEC folloned the sare interagency process for the FY 94 budget, but the menmoranduns
were submitted to the ather agendes in atimely manner.  DEC reviewed the requests besed
on the anticipated statutory requirements those agendes needed to fulfill.  DEC suomitted
to OMB alist of alocations of Respanse Funds DEC reconmended for approval. OMB hes
the final gpproval authority in maeking recommendations to the governor's budget.

Except for two natabe appropriations,5 there were no direct operating appropriations to
agendes other thean DEC in FY 9B, However, direct capital appropriations were mede to
other agendes for deanup of contarminated sites. In FY 94, no*“ front section” appropriations
were mecke to DEC exoept for the transfer from the il surcharge and mitigation accounts lo
the Response Fud  The SPAR division s the direct redpient of the funds. SPAR is
tv ;ponsibic lor RSAs between DEC ad ather agenges.

‘The ivwo FY 93 appropriations made to agencies other than DFC were, $7,500,000 appropriated lo the Alaska
Marine Highway Ferry Replacement Fund and $237,300 appropriated to the Legislative Council for the Citizens’
Oversight Council on Oil and Other Hazardous Substances.
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Reinbursable Senvices Agreements extensively used for Response Funds expenditures

DEC entered into 16 RSAs with ather agendes in FY 2 ad entered into 17 RSAs with
other agendes in FY 93 where the primary funding source wes the Response Fund.  In
addition, DEC hed 17 internal RSAs betweer its own divisions in FY 92 ad 16 intemdl
R3As in FY 8. Response Fund exenditures on bath intemal and external RSAs conbined
totalled almost $16 million in FY 92 In FY 93, there were over $6 milllion in Response
Fund RSA expenditures related to FY 92 RSAs and over $8 million on FY OB RS4s.

Agendes provide minimal supporting information to DEC for their RSA expenditures when
requesting reimbursement from the Response Fund. Generally the supporting summary of
accounting informetion provides limited detail of the agendes’ activity, espedally those
related to persondl senices. DEC requires copies of invoices for purdneses exceeding
spedified dollar anounts. Many of the Response Fund RSAs require quarterly reparts be
submitted to DEC project maregers.  Exanples of individual external FY 92 ad FY 93
RSAs arc induded in Table D of this report.

AIASKA STATE LEGISIATURE -17- division OF LEGISI.ATIVE AUDIT



(Intentionally left blank)

-18-

ALASKA STATE LEGISLATURE ’ DIVISION OF LEGISLATIVE AUDIT



REPORT CONCLUSIONS

Purposes of the Response Fund prevail over contradictory purpose of major landing source

As explained on pege 13 of Badkground Information, B 260, which established the 50 per
barrel surcharge on taxade oil produced, indicated the purpose of the surdharge wes for the

“state to have an independentspill containmentand cleanup capability in the eventoffuture

discharges [emphasis added] ofoilora hazardous substance." UIJETﬂ'E[]'Q/iSiOHSOfﬂ'E
bill, the revenue generated by the surcharge wes to e appropriated to the Response Fund

The Resporse Fund hed alreadly been used to address deanup ol existing contaminated Sites.
This resuited in asituation whereby the mgjor funding source of the Response Fund hed the
nore narrow focus of being usad for future discharges.  But the activities d the

Fund itself were broader, in thet they adoressed the resuts of historical oil and hazardous

substance spills, i.e,, contaminated Sites.6

Menbers of the ail and ges industry have eqaressed dismay at how the expanded usss of the
fund, particularly as it is being usad to deanup existing contarminated Sites, does not et
their understanding of the reason for the surcharge. There are daims thet “there have been
abuses to the oil spillfund since it was established in 19895'1 Such arguments gopear to
LS to be basad on the enphasis on future discharges that wes placed on the 1989 inposition
of the surcharge.  As quated above, this enhesis wes part of the Findings and Purpose of
Sete Bill 260,  The Findings and Pupose does nat carry the degree of authority thet an
enacted Statute does.

Therefore AS 46.08.040, Purposes of the Fund, is the overriding authority on appropriate
wses of the fund. At payment dete, the surcharge becoes an unrestricted revenue to the
Sate, albeit from a spedified source. 1t is the prerogative of the legislature to determine the
best use Of the State’s unrestricted revenues. Spedific deanup activities dited by an oil ad
ges industry group as being inappropriate Lsss of the Response Fund indude “cleaning up
state campgrounds, state airports, responding to chlorine leaks and buying new ferries ”
All of trese specific prgects are aprgpriate Lsss of the Response Fund; the first two
involved deanup of contaminated stes; the third project is a response to a hazardous
substance spill; and the fourth item is a spedific allowed use of the fund under expanded
legislation. However, the dichatomy between the purposes of the fund and the purpose of

hin 1986 during committee meetings regarding the bill originating the Response Fund, the commissioner of DEC
had made it dear he intended cleanup activities from the Response Fund to address both current and past spill
activity. The final legislation was silent as to what lime period would be used to determine cleanup activities. In
addition, the purposes of the Response Fund were expanded in 1989 and have continued to expand since that time.

MQuote came from an article entitled “AOGA supports bill to fix the oil-spill-response fund,” which was
published in the Forum/Letters section of the Anchorage Daily News on November 27, 1993. The letter was written
by Ardie Gray, who is the public affairs manager of the Alaska Oil and Gas Association.
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the major funding source hes areated a continuing controversy about the gppropriateness of
how the fund is being used

Current spill resenve balance is dose to DEC uodl for adequete response

As of the end of FY 93, the uresenved bdlance of the spill resenve wes $27,084,100. In a
draft repart, DEC dated the spill resenve hed two primary puposes. One wes to address
oosts faced by communities, nunicipalities, and villages in responding to a mgjor spill
incident. The second purpose would be to cover state oosts. DEC hes agod of depositing
and maintaining $30 million in spill resenve for these two purposes; $10 million for
communities, municipalities, and villages; and, $20 million for the Sate.

Aaska Satute 29.60510 daes in pat thet the commissioner of the Department of
COITTmnitya'dF@g'dﬂAﬁairS"rTHynotexpendnotmore than $10,000,000 ofthe balance
ofthefund thatisappropriated to the spill reserve or ofthe unrestricted balance ofthefund
forgrants authorized under this section. ..” The ather $0 million in the spill reserve may
ke aooessad by DEC.

Allowed usss indude costs necessary to investigate, evduate, contain, dean up, and take
other necessary action, to address a rdease or thveatened rdease of oil or a hazardous
substance. Such rdease o threatened rdease must pose an inminent and substartial threat
to the public hedth or welfare, or to the environment.  One reason for having the spll
resene is for an immediate source of start-up cash in the evert of acatastrophic spill. It is
estimeted that $50 million would last about 10 days in a spill the megnitude of exxon

Valdez.
Spill resenve bdlance ad the 50 surdnarge suspension formula are unrelated

As dsoussed above, the Sate hed over $7 million st aside in the spill resenve to respord
to future spills as of the end of FY 98 The calculation for determining the suspension of
the 50 surcharge hed a deficit belance of over $85 million &s of the sane time. It should
ke recognized that there is a difference between the spill resenve belance and the surcharge

jon belance. The difference between these two is besed on the reverues that go into
calculating each balance. The facing pece illustrates the difference between the suspension
calculation and the balance of the Response Fund

The $7 million s aside to respond to spills indudes all reverue sources, ie, fines,
penalties, dameges, surcharge reverues, and additional generd fund appropriations. While
the suspension calculation only considers surcharge revenues. Baoth the spill reserve ad
suspension calculation consider cumulative expenditures.

DEC lacks authority and capahility of monitoring ather auendes Response Fund expenditures

Although DEC is the administrator of the Response Fund, the department ladks the authority
to contral the spending of other agendes.  Further, DEC does nat have the personndl to
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monitor or audit the gppropriateness of other agendes’ expenditures. Gther agendes have
hed aocess to the Response Fund through the use of RSAs.  According to Alaska
Administrative Manual 40.060, an R3A is an inter-entity transfer where ane agency is
reimbursed for costs assodated with senvices provided to anather agency.  As administrator
of the Response Fund, DEC hes been forced to enter into RSAs for which the agency hes
limited inherent interest or expartise. 1N some casss, the RSA represents aproject or buoget
request for which DEC did nat originally endarse or suppart the other agency's request for
ancess to the Response FUnd

DEC hes meck it astandard practice on all RSAs with ather agendes to require five pleces
of informetion. This information is required in arder for DEC to fulfill its annual reparting
requirements to the legdlature. DEC requires the senvicing agency to provide:

1 a listing of each position control nunber (PCN) with title ad the amount
conensated the position;

2 oopies of al contracts in excess of $20,000 and all subsequent avenderts, ad
oopies of al RSAs with the University of Alaska in excess of $20,000 ad all

Ssubsequent arendmens,
3 documentation of each purdnese in exoess of $10,000;

4. the amount paid to each municipality, community, or village; ad

5  RSAs to ather sate agendes funded by the RSA nmust dso repart the information
requested in items 1 through 4.

Many of the Response Fund RS\s require quarterly reparts e submitted to DEC prgect
manegers.  The reparts are generally submitted; honever, the extent of information varies
between senicing agendes.

DEC hes spert an inordinate anourt of time trying to monitor RSAs with ather agendes.
DEC s experience hes been, in apractical sarse, the department hes no power to monitor the
expendtures or deny a request for funds from ather agendes.  An exanye of the lack of
power, is provided for by an FY 92 reimbursement request:  the Department of Hsh ad
Gare (DFG) care to DEC ad wanted reimbursement for expenditures that DFG could not
suppart; DEC initially refused reimbursement; but because the only altemmative left to DFG
would ke to request a supplementa appropriation. DEC staff wes directed to pay the RSA
reimbursement request.

Criteria for dlocating; resources within SPAR varies bv program

The only Response Fund expenditures that DEC hes direct contral over are the expenditures
actually mede by the department, the mgjority of which occur in the SPAR division.  The
criteria usad by SPAR in determining which prgeds will ke undertaken varies between
progrars.  SPAR can exerase dscretion when allocating resources for the following
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senices. spill response, reviewing and testing contingency pans, and contaminated Ste
deanup.

1

Response depends an the risk posed bv a spill: The Government Preparedness ad

Response Program within SPAR is charged with responding to spills that pose an
imminent and substantial threet to public hedlth or the environment.  No preset policy
exists as to which spills will be responded to inaregon. Determining if aspill poses
an imminent and substartial threat is a subjective process.  BEvery region and district
hes taken into consideration a myriad of factars and developed its own method for
deciding whether aspill warrants aresponse. - Conmmon criteria for response anong
regans incdlude proximity of aspill to populations and water source, size of spill, ad
type of spill. The level of respose can vary from responding via telephone, to
monitoring the deanup, to taking the lead in response through a contractar.

Progress in reviewing contingency plans hes lagged behind agencv projections As
dscussed in Background  Informetion, the exxon vaidez Ol Spill caused mgjor
revisions to the Statutes thet st forth requirements for oil discharge prevention ad
contingency planning.  As aresut of the new daiutes, SPAR's IPP wes required to
draft new regulations. These regulations forced affected operatars to either prepare
contingency plans aor meke arendrens to their existing dans. The new regulations
aso aeated the nead for technical assistance to e provided to those operatars who
were either drafting amended, or developing new contingency plans. 1PP hes focused
thelr resources on drafting new regulations, providing technical assistance to operatars
and reviewing contingency plars.

As aresut of the new regulations which becane effective in August 1992, a large
number of new and amended plans were suomitted to IPP. To cope with the influx
of plans requiring review, regulations provided for atransitional period. During this
period, IPP wes permitted to review the pans in a predetermined arder of priority.

Review of contingency plas hes fallen behind agency prgections.  Almost
200 contingency plans required approval by IPP. Most of the submissions requiring
approval arc amrendents to existing pans thet were previously approved under the
od reguations. These plans continue to ke considered gpproved until plan
amendrens thet incorporate the new regulations have been reviewed.  Of the almost
200 plans, only 30 have been gpproved under the new regulations as of Decentoer 9
1998 Honever, many plans are in the final Stages of review and, according to DEC
staff, most should te gproved by the end of 1994,

A sucoessfu oil spill prevention program is conposed of interrelated parts. The
suocess of IPP is dependent an the combined strength of its facility inspections, oil
spill drills, contingency plars, and financial responsibility sections.

Contingency plans must ke tested and fadlities inspected to provide assurance thet
persond are being trained and that equipment and resources are available and can
ke mohilized quickly. To help gpead Wp its contingency plan review process, IPP hes
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shifted resources anay from performing
oil spill drills and facility inspections.

As a resuit, nmost of IPP drill activity
hes been limted to owersigt of
industry-initiated  drills ad fewer
Inspections have been perfommed. Qe
the review process hes advanced to a
point where the program is reviewing
contingency plans onaregular rotational
bess, SPAR plas to shift its IPP
resources back to testing contingency
plans through department-initiated drills
and inspections.

Priority for contaminated sites percaived
differently. One of the mgjor purposes
of the Contaminated Stes Remediation
Programis to determine the priority (sse
Sidebar to the right for a discussion an
the Hozard Ranking Model, which is
used to prionitize Stes) in which stes
should be addressed  This is necessay

Hazard Ranking Model

The Hazard Ranking Model is the

primary tool available to the
Contaminated Site Remediation Program
to determine caseload priorities. The
hazard ranking model is an exposure
model that uses factors such as the level
of toxicity, exposure to ground or surface
water, and population density to
determine a site's relative priority. The
model provides for unknowns, :allowing
sites to be ranked when information Is
missing. The ranking scores compose an
index of relative threat posed by the
contaminated sites to public health and

the environment.

DEC personneldo notconsider 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.

S0 that resources can ke alocated in
suwch a way that the stes which
represent the greatest risk to the public
and the ermronment are addressed first — regardess of ownership.

Although central office presents prioritization as one of the programismain enpheses,
a Statewide list of all contaminated sSites in priority order does nat exist.  Instead,
resources are alocated besed an the identity of aresponsible party, their willingness
and capaaty to dean up, Site priority when known, and the amount of public interest

in agte

As dsoussed in Organization and Function, SPAR's central office is responsible for
developing policy and providing technical assstance to regons ad districts.  Work
an contaminated Sites is acconplished & the district level with support from their
regon. Most of staff time & the district levd is spert providing oversight to
responsible parties who are willing to perform deanup.

The logic behind addressing willing responsible parties (RPS) is sinple.  Helping
willing RPs is efficient in thet nore sites are deaned Up by oversight than by working
with uncooperative RS or by taking state leed in deanup.  The other motivation
behind helping RS is a sodoeconaic concem. RS are dften stimulated to dean
up their site because ared estate, construction, or sare ather financial transaction is
involved.  In the pest when DEC staiff explained they did nat have time to monitor

24 -

ALASKA STATI- LIXJISLATURP. DIVISION OF LEGISI-ATIVE AUDIT



deanup of a site, the RP contacted their legislator, who in tum contacted the district
and insisted their constituent e asssted

It is nat uncommon for political pressure to play a rde in the way resources are
allocated. In the pedt, sSites, which were a lower priority relative to other stes, have
recaived funding because of an heightened interest in the site taken by the generd
public, the governor, or a particular legislator.

District persond reluctant to initiate statelead in contaminated Site deanup: For a
site to ke eligible for Satelead, potertil RPs must e identified and an extensive
natification process must be conpleted.  Because Statelead Stes are labor intensive,
district personnd are reluctant — or do not have the resources — to conduct RP

seardes or go through the notification process.

District personel are dso hesitart to take date lead because they fed their rde
should ke ane of senice agency rather then enforcement agency.  Rather than taking
the lead in deanup ad holding the RP liable, staff want to help RPs find sore way
to assune responsibility. False promises from unwilling or incapalde RPs have dso
sloned down the process of deaning Up Sites with statelead nmoney.

Because of the amount of resources required to identify State-lead sites and a generd
reluctance by district staff, the program does not have a conplete listing of
contaminated State-lead Sites.
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FINDINGS AND RECOMMENDATIONS

Recommendation No. 1

The legislature should meke statutory dnanges to clarify the rale of the fund administrator.

A

Currently there is no dearaut criteria in place stating how DEC should “manege” the
Response Fund.

In order to e properly evaluated as the fund administrator, DEC needs the legilature
to clarify thelr expectations of the department's rde. Alaska Satute 46.08.050
identifies two accounting duties of DEC.  This statute says DEC

(1  snall maintain accounting recards showing the income and expenses of the
fund;, ad

(@ shdl develop procedures governing the expenditure of, and accounting for,
money expended from the fud

This statutory reguirement hes nat been amended since the Response An was first
established in 1986 The duties were appropriate when the fund wes used lo respond
to emergency spills, and DEC wes virtually the only user of the fund. But DEC lost
its effectiveness as administrator when the Response Fund began to ke used a5 a
funding source for a number of prgedts maneged by many different agendes.

As explained on page 22 of Repart Condusions, DEC hes spart an inordinate anount
of lime trying to monitor the appropriateness of expendtures meck by other agendes.
It hes been difficult for DEC to monitor the gpprorateness of reimbursement
requests from ather agendes when the senvice provided is beyond DEC's interest or
expatise. DEC is dften put in the position of having to approve for reimoursement
an expenditure for which the department hes no way of determining represents avalid
project cost. DEC hes nat experienced us many problems an those RSAs with ather
agendes for senices which the department would normeally contract.

DEC hes, with the assistance of Office of the Governar, Office of Management ad
Bmlget (OMB) ad Legslative Fnance, developed an adequete budget process

showing opriations into and out of the Response FUd  DEC can track
allocations to spedific prgects.  The department hes dso developed an intemdl
prooess to review ather agendes’ Response Fund reguiests and meke reconmrendations
to OMB for indusion in he Governor's budget.  These duties arc appropriate for
DEC to fulfill in its rde as fund administrator.

W& reconmend the legdlature arend part (1) of AS 46.08.050 to state that DEC
shdll develop procedures governing the expendture of, and accounting for, noney
expended from the fund for activities of their own department.  Other agendes who
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receive monies from the Response Fund must develop thelr own procedures governing
the expenditure of, and accounting for, money expended from the fund.  To receive
reimbursement from the Response Fund, other agendes must subomit toDEC the
Oetailed information required to e induded in the anud reporton the Response
Fund's activities. DEC shall rely on the ather agendes’ intemal procedures when
responding to arequest for reimbursement.  The legislature may request Division of
Legislative Audit to review the procedures developed by each agency and audit thet
agency's expendtures against the Response Fud

Sore of the information DEC is required to submit in their annual report is elther too
voluminous or to uncertain to provide meaningful informetion tc the legislature.

]Icrrlflormation required by AS 46.08.060 to ke induded in DEC's annudl report is as
ollows:

(1) asummary of the gtes identified by the departent;

(2 the immediate and long-term thregts to the public health orwelfare or to the
environment posed by these sites; ad

Q) the appropriate actions needed to aoate these threats, and their estimeted cost.

DEC hes nat been providing this informetion as part of the annua report because of
the volume ad uncertainty of informetion involved. DEC hes indicated this
information is avalldde for review in their office in the Statewide List of
Contamnated Stes. A list of contaminated Stes dated Novermber 8, 1993, which is
104 peges long, contains site name and address and hazard ranking nodel soore an
1858 stes, of which 33 ae in adosed staius and 1520 ae in an active datus. Of
the 1,520 active stes, 240 stes are uranked, ad 38 stes cannat be ranked due to
lack of information available on the gte.  In addition to the known sites, DEC is
anare thet there are likely to le a large nunber of sites which are not yet on thelr

We recommend the legdlature arend part (b) of AS 46.08.060 to allow DEC to
report information an contannated Sites thet can e readily prepared and still e of
Lee to the legislature.  DEC should ke asked to identify how meny sites are in active
and dosed datus on the dataese.  DEC should identify the number of sites ad
prioritize those stes besad on immediate and long-term threats to the public hedlth
or welfare; or to the evironment.  Snce the informetion is too uncertain, DEC
should nat be asked to provide individual discussion on each site, nor due to the
volume of sites, should the department ke asked to repart the appropriate actions and
estimeted oosts involved.
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Recommendation No. 2

DEC should revise the department's draft Cost Recove-v and Policy and Procedures manud,
implement the policy with due public natice, ad proviee training to all relevant personnel.

In the original legislation an the Response Fund, DEC wes not required to seek recovery of
money expended by the department to contain and dean Up ol or hezardous substanoes. The
actudl wording wes.

The attorney general, atthe requestofthe commissioner, may seek [em phasis
added! to recover money expended by the department under this chapter or
other law to contain and clean up oil or a hazardous substance thathas been
released or to control threatened release ofoil or a hazardous substance.

While DEC did sek recovery ad lewy fines ad perdties in sare indances, marny
contaminated Sites were deaned Up without any intention of seeking cost recovery.  In
addition, appropriations were mede from FY 83 through FY 90 to deanup contaminated Sites
on the Kemal peninslla. There were no cost recovery requirements related to these

gppropriations.

Because of the lack of cost recovery requirements DEC district staff and the public
developed a cooperative relationship regardng DEC's nmonitoring of the dean up of
contaminated Stes. The public cane to view monitoring of dean Up of contarminated sites
a a senice provided by DEC, rather then as an enforcement action.  Since cost recovery
would nat ke sought, DEC staff did nat consistertly track their persondl service oodts related

to deanp.

The pessage of Sardte Bill 256 |ch 29. sLA 19891 dnainged the optional neture of the statutory
phvasing. The legislation mecke it definite thet cost recovery must e sought. Spedifically
the Staiute called for:

The attorney general, at the request ofthe commissioner, shall immediately
seek [em phasis added/ to recover money expended by the department under
AS 46.05.005-46.0S.0H0 or other law to contain and clean up oil or a
hazardous substance that has been released or to control the threatened
release ofoil or hazardous substance.

DEC hes been dow ie develop policy and procedures related to accumulating oost
informetion that can e used to suppart recovery efforts. DEC hes developed a draft Cost
Recovery Policy and Pracedures manudl thet addresses when and how to code aosts to Sites.
As of the dete of this report, this palicy still hes nat been fully inplemented.  Of particular
concam is the failure to consistently charge persondl senvice costs to spedific Stes. This
mekes it difficult, if not impassible, to recoup these costs from the responsible party.

The draft Cost Recovery Policy and Praoedures manudl aso addresses how to identify and
notify potential responsible parties (PRPS) of thelr obligation to dean up aste.  Staff who
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have received training an the manual reparted to us a reluctance to inplement the policy.
Specifically staff fed the public nests to ke adequately natified of DEC's policy dange of
seeking cost recovery for containment and deanup effarts.

Not all applicable DEC personnd have received training on the Cost Recovery Policy ad
Procedures manual.  In soe districts, we found staff unawere thet a cost recovery
procedures manua wes available.

We reconmend DEC revise the draft Cost Recovery Policy ad Procedures manud to
address public notification and consistert statewide inplementation.  After the manud is
revised, training should ke provided to DEC persomndl S0 thet the department’s policy will
ke consistently implemented.  The manuals need to be nmece available in each region ad
district office.

Recommendation No. 3

DEC should develop asystermatic method of addressing contaminated Sites so those Sites thet
pose the greatest risk to public hedlth or the environment are addressed first.

A Progam persond and resources heve been alocated to contaminated Sites bessd on
the identity of the PRP and the willingness/insistence of the RP to dean up a site.

The Contaminated Stes Remediation Program is in place to carry out ane of the
original purposes of the Response Fund, to dean uyp all or hezardous substances thet
pose an imminent and substantial threet to the public hedth or welfare, or to the
envronment. The program hes a limited amount of resources that must cope with a
large and ever increasing nunber of contaminated Sites.  Because there exists more
contaminated Sites than resources to address them a system st be in place to
allocate resources to the highest priority sttes. Gentral office of the Spill Prevention
and Response division, hes drafted policy which sts criteria for determining priority
and allocates resources to the highest priority Sites. However, district personnel are
reluctant to inplement the praposed policy dange. As aresult, highest priority sites
are not being addressed

As dsoussed in Repat Condusions, district personnd sped nost of thelr time
providing oversight to RPs who ae willing to dean up contamination.  Because RP
seardhes, PRP natification, and negatiation with unwilling RPs is timeconsuming ad
frustrating, district staff prefer to alocate their resources to sites where the RP is
known and is willing to deanup. This method of allocating resources s efficient in
thet it allons more stes to be deaned given districts’ limited staffing. It dso
provides the easiest way to cope with pressure from insistent RS who need thelr sites
deaned for socioecononic ressons, such &s red estde transadtions or potential
construction. However many of the sites with awilling RP do not pose an imminent
and substantial threet relative to other Sites.
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Such an gpproach only provides limited assurance thet Response Funded activities are
addressing sites that pose the nost “imminent and substantial” threet to the generd
public. While we recognize district personndl have a legitimate besis for wanting to
work with willing RPs, their gproach does nat ensure thet the statutory purpose of
the Response Fund is et

DEC should work to inplement their draft guidance policy entitled Prioritization of
Contaminated Stte Work.  The policy addresses allocating resources in such a way
that the highest priority Sites are addressed first.  In addition, DEC should redefine
their role in monitoring RPs with relatively low priority sttes. Any change in DEC's
policy of providing oversight to willing RPs should ke acconpanied with a thorough
public notice canypaign.

B.  Contrary to what the department hes repated to the legdaiure. DEC hes nat
meintained a curent conplete prioritized list of stateeads Sites.

In budget pepers preserted to the legislature, DEC dtated thet they maintained a list
of state-lead sites and prioritized them besed on thelr threat to huren hedlth or the
environment, or unique sodd or econamic factars.  The department aso dains thet
sites are placed on the list only after DEC staff have determined that PRPs will nat
dean wp the site or when no PRP can e determined or located.

DEC dso neck it dear to the legislature thet the list of Sate lead Sites acconpanying
the budget request is dynamic.  If aresponsible party deddes to perform deanup o
asite’srelative priority danges, the funding alocated to that site will be usad to fund
the next hignest priority ste,

In practice, DEC hes nat meintained a.conpete prioritized list of State-lead Sites. In
addition, the department hes not always conleted the proper notification process
before placing stes on the Statedlead list.  As disoussed in Repart Condusions,
district staff are reluctant to perform RP seardnes or go through the RP natification
prooess because the procedures are timeconsuming. Once asite s allocated funding,
taking lead in deanup is highly labor intensive.

DEC hes nat docunented thelir rationale for allocating funding anong state-lead sites.
W\& recognize thet a statelead list is dynamic.  However, in our view, the dynamic
nature of the program mekes acurrernt list of prioritized state-lead sites essertid. In
addition, the uynamic reture of the program mekes it inperative thet the rationale
used to justify funding deasions e docurented and presarted to the legislature.

*As slated in the Organization and Function section, if a site poses a substantial threat and no responsible party
lias been identified or the responsible party is unable or unwilling to clean up, the Slate will lake tbe lead in cleanup

efforts. These sites are commonly called state-lead or orphan sites.
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DEC shauld meke an effort to pursue statelead on sites that present an imminent and
Substartial threet to public heath and the evironment.  As part of this effort, an
updated list should be prepared and maintained to guide in the allocation of funding.
Before stes ae paced on the daelead ste list, their ophan status should e

confirmed through the proper natification process.
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AUDITOR COMMENTS

Sate belter able to prevent and respond to ol spill, but ability jeopardized bv cuts in staffing

The Pince William Sound Regional Citizens’ Advisory Council (PWS-RCAC) and staff in
tie Department of Enmronmental Conservation (DEC) bath believe the Sate hes improved
its prevention and respose capabliies for oil and hezardous substance spills.  Bath
organizations fed that the Sate is in a better position then it wes on March 24, 1989, the
dete of the exxon vaidez Spill.  Much of the resson for these inproved capablities is
attributed to the financing of prevention and response activities mede possible by the Oll ad
Hazardous Substance Rdease Respose Fund (Respose Fund). However, the two
organizations are concemed about the current trend of reducing stafff positions in DEC.  In
apan‘pHetentitIed‘Thenar.d Now: Changes Since the Exxon Valdez 0ilspiir the PAS
RCAC paints out:

Laws that appear strong when enacted can he weakened through vague
regulationsand inadequatefunding. Laws musthe implemented through dear,
strong regulations and enforced hy committed agencies that are given the
funding necessary to monitor, oversee and enforce compliance.

PWS-RCAC's point edhoes are of the observations meck in the repart produced by the
Alaska Ol Spl” Commission (AOSC) AOSC sad, “The valdez D EC office always has
heen seriously understaffed, which weakened the state's position relative to Alyeska. The
state cannot negotiate or enforce effectively without adequate competentpersonnel.”

As we explain in Report Gondusions, DEC's progress in reviewing contingency plans hes
lagged behind the department’s projections.  To increase staff time devoted to contingency
plan review and approval, inspections ad drills have been severdy limted. DEC's all
program consists of severd interrelated parts.  Prevention indudes contingency plans,
Inspections, and drills. Cther parts indude response and deanup, which ooccur only when
prevention hes failed. If any part of DEC's program is hindered, the department does nat
have an effective, viadle program

We understand the deasion DEC waes forced to meke in allocating resources to contingency
plan review and approval.  Honever, inspections and drills are a fundamental portion of a
successfu prevertion program  DEC is already dangerously daose to having to inplement
statute with limited resources. Any reduction of staff positions in the Spill Prevention and
Response (SPAR) division will jeopardize the likelihood of asuoccessiul prevention program
AOSC addressed this sare prodlem in their final repart on the events leading wp to the
Exxon Valdez grwndlng, 'Rigorflagged, complacency took root. Prevention was neglected
with disastrous results.

We wonder whether complacency is again taking root.  Program consequences must ke
considered when SPAR funding is reduced. SPAR needs to be funded a leest & the current
level to maintain its ongoing operations. However, if the legidlature dedides to reduce
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funding for SPAR then Statutes should e amended or repedled o that required prograns can
ke elimnated. Reduction of funding alone does nat elimnate a department’s duty to fulfill
saue.

SPAR neats generd funds if contaminated Sites are to be deaned for socioeconamic reasans

As explained in Recommendation No. 3 district staff often monitor the deanup of willing
responsible parties (RPs). While meny of these sites do meet Response Tind criteria (that
is, they pose an imminent and substantial threet to pubdlic health or the environment) athers
clearly do nat. The RP is dften nuiivated to dean thelr site in order to obtain bank
financing for the sde of the property or datain a permit to do construction on the property.
While these sites may nat pose asubstantia risk, the monitoring of the Site deanup by DEC
IS important to the onner for their oan sodoeconaic reesans. I the legislature fedls thet
DEC is providing a valuable and valid public senvice by providing technical assstance an
Sites that do not pose an imminent and substantial threet, then the legislature needs to neke
gengrd funds avallable to SPAR
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ISSUES NEEDING FURTHER STUDY

It wes beyond the sogpe of this audit request for us to test Oll and Hazardous Substance
Release Response Fund (Response Fund)) exenditures and accounting procedures developed
In agendes other then the Department of Environmental Conservation (DEC). However, a5
explained in the Background Information section, other agendes are significant users of the
Response Fund  In FY 92 DEC entered into over $185 million in Response Fud
reimbursable senices agreenents (RSAs) with ather agenaes; in FY 98 DEC entered into
amost $6 million in Respose Fund RSAs with other agendes.  Consisterttly, the largest
participants in using the Respose Fund outside of DEC are the Department of Law, the
Department of Military and Veterans Affairs, and the Department of Hsh ad Gare,

As dated in Repoart Condusions and Recommendation No. 1, DEC hes little authority and
receives limited information supporting requests for reimoursement on the RSAs. Supparting
information submitted with the request for reimburserment usually provides little detaill ad
DEC is forced to rely on the ather department’s accounting proceclres.

We sugpest that the Legislative Budget and Audit Committee may want to consider
reviewing the suppart for selected expenditure transactions, the accounting procedures, ad
prgect resuts of Response Fund activity in agendes outside of DEC. Those agendes we
recommend e considered for review indude the Department of Law, Department of Military
and Veterans Affairs, and the Department of Fsh ad Gane.
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TABLE A

RESPONSE FUND SUMMARY AS OF JUNE 30, 1993

Sources of funding:
Ol Sucharge Revene $82,500,000
Gererd Fund 44,447,000
Program Receipts: Bxon Reimbursements 1980 & 1990 30,000,000
IMitigation Raverue 4,346.600
161,293.600
Usss of funding:
Bxpenditures through FY 98 (Note 1) 119567,992
Resenve for Encuorances 6,786,808
Resenve for Prior Year Appropriations 2190914
Accounts receivable recarded for BExxon Valdez deanup 2.338,7%5
Fund Balance/Spill Resene (Note 2) $30,409,091

Note 1 Bxpendtures ae inception to date as reparted in Response Fund Annual
Reparts for FY 87 - FY 93, This anmourt is the sare as the total reported in
our Table B

Note 2 Department of Environmental Conservation hes stated their fund balance/spll
resenve is $27,084,100; which is $3,324,991 less then what we have calculated.
Review of their backup indicates the disarepancy occurred in FY 91 ad
FY @2 when information for the amua repart wes pulled from the Alaska
accounting system  The department needks to reconalle this discrepancy.
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TABLE B

SUMMARY OF EXPENDITURES BY FISCAL YEAR
(NOTE J)

PROJECT FY 87 FY 88

Contaminated site investigation, safety, cleanup, and $428.815 $329,977
cost recovery

Spill Response containment, safely, cleanup, and cost
recovery

Spill prevention and response preparedness

State and regional contingency planning

Spill response office, depots, and corps

Mt. Redoubt Volcano/Publication of 1990 annual report
Spill reserve

Spill response drills

Kenai cleanup project

State Emergency Response Commission and local
emergency response planning

Local Emergen'-" ......ling Committees

UAA - Soldotna Fire Training

DFG - Spill prevention and response preparedness
LEG - Citizen's Oversight Council

Hazardous Substance Spill Technology Review Council
Arctic Marine Resources Commission

Prince William Sound Regional Citizens’ Advisory
Council

Non-crude Oil Tanker/Barge Study

Nearshore Strike Team Demonstration Projects

Oil spill contingency plans/requirements

Geographic Information System

Advisory Council/triuisportalion of oil

Ferries with oil spill response ability

Natural resource damage assessment

Subtotal of Non-Exxon Related Expenses $428,815 $329,977
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FY 89 FY 90

$320.91)0 $774,500

211.000

158.400
199.800
112.800
245.500

$320,900 S1.702.0(H)

AIASKA 5 ATl- LEGISLATURE

FY oL FY 92
$1,671,700 $1,262,400
690.200 378.500
1.056.200 3.846.200
556.700 223.500
967.700 1.125.100

4.800
313.600 71.400
448.500 105.700
583.700 555.900
399.600 257.000
575.2(H)

119.800
119.500 237.300
112.400
100.000
57.200
29.900
84.200
120.300
102.400
1.358.400
$6,932,000 $10.603.0(H)

-39-

FY 93
$2,926,700

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

3.300
15.000
91.600

7.501.500
59,400

$20,996,500

Total

$7,714,992

1,350,700

10,288,200
993,300
4,955,600
117,600
899,000
554,200
1,317,500

842,800

yv; *
1,614,900
88,400
119,800
445,100
387,700
190,000

67.400

29,900
3,300
99,200
91,600
120,300
7,603,900
1,417,800

$41313,192
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PROJECT FY 87 FY 88 FY 89

Subtotal ofNon-Exxon Related Expenses (from page 38) $428.81% $329,977 $320,900:
DEC - Exxon Valdez 5.456,300
RSAs - Exxon Valdez 609.700
Local Response - Exxon Valdez 205,600

LAW - Exxon Valdez Litigation

DFG - Exxon Valdez Damage Assessment

Exxon Valdez - Spill Cleanup and Cost Recovery
Exxon Valdez - Assessment and Restoration
Exxon Valdez Litigation

Exxon Valdez Project

Subtotal for Exxon expenses 6,271.600

Total Expenses $42H,515 $329,977 $6592500

Note 1 This takde wes prepared from expenditures reported by the Department of
Environmental Gonservation in their Response Fund Annual Reparts for
FY 87 - FY 98 W& have nat audited this information and therefore do nat
equress an opinion on its reliability.  Snce proect titles danged over the
saven years, for comparahility purposes we have grouped those activities thet
seared the sare despite sl title changes.
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FY 90

$1,702,000

24.005.400
4.560.000

3.210.200

31.775,600

$33,477,600

Fy a1
$6,932,000

11.977.700

4.100.000

8.834.400

24.912. KV)

$31,N44,100

ALASKA STAIli LEGISUATUKIi

FY 92
$10,603,000

2.337.300
6.654.400
1.576.900

1.123,800

11,692.400

$22,295,400

-41-

FY 93 Exxon Valdez Total
T $41,313,192
ay XIS o
41,439,400 ; FI

5,169,700 ,
V.

S20.996.500 pm

3,415,800 ., % .

Wi
% VXX
4,100,000
8.834,400
$492.600 2,829,900
407.000 7,061,400 'y RN
«m -x\- M. Vx
2.703.500 4,280,400
1,123,800
3.603.100 78,254,800 78,254,800
$24,599,600 $119,567,992
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TABLE C

DESCRIPTION OF RESPONSE FUND ACTIVITIES APPROPRIATED
IN FY 92 AND FY 93

As reflected by discussion in Background Information, there have been numerous changes
to the Oil and Hazardous Substance Release Response Fund (Response Fund) since its
inception in 1986. Many of the amendments expanded the authorized purposes of the fund.
The following table illustrates all Response Fund appropriations for FY 92 and FY 93. The
table indicates if these appropriations would have been covered under the original purposes
of the fund or if they are allowed due to amendments subsequent to 1986 inception.

The first two columns of the table give the name of the project or activity and a brief
description of the purpose of the project. FY 92 operating appropriation amounts came from
Ch 73, SLA 91. FY 93 operating appropriation amounts come from Ch 136, SLA 92 and
capital appropriation amounts come from Ch 5, FSS 1992.

Some projects meet both original and expanded legislation and are so indicated by a
checkmark in both columns. One project, Arctic Marine Resources Commission, in our
opinion, docs not appear to meet either the original or any expanded use of the Response
Fund, but there is nothing that prevents the legislature from appropriating from the Response
Fund for other uses.
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Projccl/Aclivity

Department of
Environmental
Conservation
(DEC)
Operating
Programs -
except
Contaminated
Sites

Exxon Valdez
oil Spill
Project

Contaminated
site projects
identified by
DEC

Contaminated
sites identified
by other
agencies

Qil Spill
Reserve

Oil Response
capable ferry

State
Emergency
Response
Commission
(SERC)

Local
Emergency
Planning
Committees
(LEPCs)

AIASKA STATE LEGISLATURE

Description

Operating programs include the Director’s Office and the Division of Spill Prevention and Response (SPAR).
The Director’s Office is responsible for administrative support, safety and data management. In addition to
contaminated sites. SPAR is composed of three sections: Government Preparedness and Response, Industry
Preparedness Program, and Underground Storage Tank Program. Government Preparedness develops regulations
and guidelines for SERCs and LEPCs. ensures that local plans me under development and are integrated with
other plans, ensures that there is a complete compilation of hazards analysis for the State, and conducts drills on
the slate and local plans. Industry Preparedness reviews oil discharge prevention and contingency plans for oil
operations, conducts inspections and spill drills, and administers the statewide financial responsibility program lo
ensure that oil operators demonstrate sufficient proof of ability to respond.

Response funded activities in FY 92 included data compilation and documentation, monitoring, and select
restoration activities. The funding was also allocated to coordinate support efforts by state agencies. FY 93
monies funded DEC’s Qil Spill Response Office whose staff gathered data regarding the extent of subsurface oil
and surveyed selected beaches. In addition, staff archived records and created a records database.

Contaminated sites tire ranked based on a hazard ranking model that prioritizes sites based on their llircat to
human health or the environment. DEC also lakes into account unique social or economic factors. However, the
ranking model allows for numerous unknowns, which affects the reliability of the numeric scores. The cleanup
list is subject to constant change as responsible parties assume cleanup responsibilities and as new contaminated
sites become known. DEC provides oversight only on sites where the responsible party is taking action.
Contaminated sites that require cleanup, but where the potential responsible party is unknown, unwilling, or
unable to clean up are referred to as orphan sites. DEC must go through a notification process to the potential
responsible party before a site is placed on the orphan site list. The State initiates cleanup on orphan sites.

Beginning in FY 92. contaminated sites with the State as the responsible party were dealt with by a
Memorandum of Agreement between several state agencies. Department of Natural Resources, Department of
Transportation and Public Facilities, and DEC formed a work group that determined which sites were the highest
priority and submitted a capital budget request for funding. The major tool used by the group to rank the various
sites was DEC's ranking model. The work group recommended funding for 10 projects in FY 93 for a total
capital req test of S2.fi million. Actual expenditures in FY 93 came lo slightly over S310,000.

The legislature established the spill reserve so that funds would always be available for the abatement of a
release of oil or a hazardous substance. The spill reserve can only be accessed to address a release that poses an
imminent and substantial threat to public health or the environment. DEC only uses the spill reserve to address
unbudgeted activities that pose tin imminent and substantial threat. Eleven spills were responded to in FY 92 for
a total of S71.382.76. ;uid thirty were responded to in FY 93 for a total of 5245.995.37.

The legislature authorized expanding the use of the fund lo include refurbishment or construction of marine
response vessels. Alaska Marine Highway System is currently in the design phase of constructing a vessel that
could be used lo respond to oil spills. For FY 93. the legislature appropriated 57.5 million from the Response
Fund to the Alaska Marine Highway System Replacement Fund for the oil response ferry. But these funds will
not be used until the vessel is in construction phase, which is currently targeted for the first quarter of FY 95.

SERC was established by executive order in 1987 and formalized in 1990 with the passage of HB 566. SERC
guides and coordinates a state-wide emergency response plan. SERC designates Local Emergency Phtnning
Districts (LEPDs) and approves LEPCs for those districts. SERC reviews ;utd comments on local emergency
plans, including oil facility ;uid vessel spill contingency plans.

The State has been divided into 26 LEPDs, SERC establishes and appoints a Local Emergency Planning
Committee for each district; however, only 14 LEPCs have been established to date.
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FY 92
Appropriation

$5,731,300

$20,081,900

$4.203.200

S12.627.400

$500,000

$329,900

$900,000

FY 93 Original
Appropriation  Legislation

$7,339,300

S
$3,318,000

/
$3,528,600

/
$2,193,000

/
$23,656,700

/
$7,500,000
$350,800
$1,200,000

AIASKA STATE LEGISLATURE

Expanded
Legislation

Cite for Expanded Legislation

SB 261 (Ch 90. SLA 89]
HB 567 |Ch 191. SLA 90]

SB 261 [Ch 90. SLA 891
SB 264 [CH 113. SLA 89]

SB 165 [Ch 48. SLA 911

SB 261 [CIt 90. SLA 89]

SB 261 |Ch 90. SLA 89]
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Project Activity

Response
office.
depots/corps

Citizens'
Oversight
Council on Qil
iuiil Oilier
Hazardous
Substances

Nearshore
Strike Team
Demonstration
Projects

Hazards
Analysis

Geographic
Information
System (GIS)

Hazards
Substances

Spill
Technology
Review Council

ALASKA STATE LEGISLATURE

Description

The legislature authorized that depots and corps were to be planned through the DEC master and regional
contingency planning and the Stale Emergency Response Commission approval process. The exact determination
of locations was left to the DEC and SERC planning process. The State was to pay for training volunteers in
communities selected as depot sites and pay them when necessary to combat a spill or participate in training.
Exact types and amounts of containment equipment and materials to be stored at depots was also left to the DEC
and SERC planning process. DEC and DMVA have jointly expended over S4 million on depots and corps to
date. The only depot that has been established to date is a S1.6 million project for a communications depot,
which is 50% Response Funded and 50% funded by the Federal Emergency Management Authority. Other
expenditures have been used to train 823 first responders and develop an Incident Command System and an
Advanced Integrated Management System.

This council was established in 1990 following the passage of HB 578. The council assesses the performance of
stale and federal agencies in preventing and responding to releases of oil and hazardous substtuices, identifies
risks, and recommends improvements for environmental safety to the legislature, governor, and federal agencies.

The legislature appropriated S1.2 million for FY 93 to provide coastal communities that are not connected by a
highway system with the resources lo be able to respond to a major oil spill. Currently, contingency plans do
not always address industry’s preparedness to respond to a spill in communities for extended distances
downslrciun from ;ui oil terminal facility or tank vessel route. One purpose for the demonstration project was to
define the optimum :uray of equipment needed in communities to mobilize and respond to spills which have
escaped initial containment or to orphan spills which may occur within the operating range of nearshore
communities. 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 criteria.

A Hazards Analysis covers four stages: (1) identifying the hazard, which is defined in AS 46,03.826.

(2) performing a vulnerability 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 that 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 arc
completed for four LEPDs, are in process for twelve LEPDs. and the other ten LEPDs are scheduled for
completion in June 1994 as part of a statewide Hazards Analysis contract. Once the hazard analyses are
complete, DEC believes they will have an inventory of between 80%-90% of all facilities with hazardous
substances required to report under SARA Title Ill. DEC will need to keep their database of information up-to-
date.

The legislature appropriated $689,300 for a GIS. DEC administered $250,000 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 be a map-based system that monitors where a spill has occurred in
comparison to the natural surroundings. The GIS will be able to track the response of industry or the responsible
parties and can be used to project what path the spill will follow. The GIS could store countless data useful in
making decisions, such as population centers, location ol' contaminated sites and hazardous substances, and
location of equipment. Two demonstration projects have been completed for DEC. One problem dial has not
been reconciled is how the DEC and DMVA. DES systems will coordinate. DES is developing an Advanced
Integrated Incident Management System to respond to an emergency situation. DES is interested in knowing
where manpower, communication, and aircraft arc located. DEC will not be able to view DES’ information on a
geographic base.

The council exists within the SERC. The council’s duties include responsibility for reviewing tutd
recommending research topics to DEC. establishing testing protocols for the department to use to evaluate the
elfcclivencss of hazardous substance spill technologies within the State, and compiling and maintaining
information relating to containment and cleanup technology.
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FY 92 FY 93

Appropriation  Appropriation

$1,700,000 $800,000

$237,300 $237,300
$0 $1,200,000
N0) $177,300
0 $689,300
$236,300 $420,000

ALASKA STATU LEGISLATURE

Expanded
Legislation

Cite for Expanded Legislation

SB 264 |CI) 113. SLA 89]

HB 578 |Ch 199. SLA 90]

HB 567 |Ch 191. SLA 90]

SB 261 |Ch 90. SLA 8%

SB 261 [Cli 90. SLA 89]

HB 567 |Ch 191. SLA 90]
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Projecl/Aclivily  Description

Arclic Marine The legislature appropriated SIOO.000 to Rind the commission through FY 92, with the intent lo form a Regional

Resources Citizens" Advisory Council for residents of Alaska's Arctic coastal communities. AMRC would review Arctic
Commission oil exploration and development issues affecting Alaskans and attempt to secure federal and industry recognition
(AMRC) and support as an Arctic Regional Citizens’ Advisory Council.

Alyeska The legislature appropriated $175,000 for DEC to disburse lo the Prince William Sound Regional Citizens
Terminal Advisory Council. RCAC was to retain technical experts who would review and evaluate three monitoring

Ballast Water programs being conducted by DEC at the Alyeska Valdez Marine Terminal. The Uirce progriuns, which have

Testing/Monitor  been completed with final reports, were to monitor the influent ballast water lo the ballast water treatment

ing facility, to monitor the treated discharge from the ballast water treatment facility, and to monitor sediment
hydrocarbon chemistry and sediment toxicity in Port Valdez.
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FY 92 FY 93 Original Expanded Cite for Expanded
Appropriation  Appropriation  Legislation Legislation Legislation

S100.000 S100.000 See discussion on
page 43

S175,000 0
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EXAMPLES OF EXTERNAL FY 92 AND FY 93 RSAs

FY 92 RSA, DECIDM VA Oil Spill DepotsiCorps $1,700,000

Over $1.2 million has been spent on this RSA through fiscal year end 93.

The “communications depot" is the only depot in place. The communications depot is a
$1.6 million project that will be 50% Response Funded and 50% federally lunded by the
Federal Emergency Management Agency. The equipment includes two 4.5 meter trailer
mounted satellite communication dishes, four foamy satellite communication packages, and

two mobile satellite telephones.

On the same RSA, DMVA trained 823 people to be first responders in the event of a spill.
First responders include such persons as police and fire personnel. DMVA and the LEPCs
worked together lo determine who should be trained and in what localities. A database of
people who were trained was prepared and given to GPRP.

fi oagsi " rr WO/AAYA Ui a il BLI(1tuOUS TUI/STuflte Ixelcuac ana WAFIUrlae
- Pipnarnttnrt nine; PInnnino 1800000 =

This RSA, which only had $155,000 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 DMV A assisted and will continue to assist SPAR
is preparing a 3-ycar strategic plan on the development of depots and corps to facilitate
planning and budgeting.

For the State Emergency Response Commission, the Chiefof Logistics was appointed by the
Adjutant General as his designee and vice-chair on the commission. DMVA staff assisted
and will continue lo assist the Chief of Logistics in his membership roles on various SERC
committees. DMVA provided and will continue to provide a person to serve as the Stale’s
alternate member of the Alaska Regional Response Team.

DMVA provided and will continue to provide an ex-officio, non-voting member to the board
of directors on each of the two Regional Citizens’ Advisory Councils in Alaska. For
Emerge..cy Response Planning, DMVA provided technical assistance lo Local Emergency
Planning Committees to ensure their response plans ate consistent with the State Emergency
Operations Plan. DMVA assisted and will continue to assist SPAR in developing a
communications plan for response to oil and hazardous substance releases.
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FY 93 RSA, DEC/DM VA Geographic Information Systems (FEM M E)$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 develop an emergency
management decision system for the State Emergency Operations Center with this funding
ensuring that the system aids management of oil and hazardous substance release incidents.
The system will incorporate a graphic user interface which will be compatible with DEC’s
geographic information system (GIS). GIS will provide an automated decision support
system and an automatic resource tracking system. The GIS system will use computer

graphics to show a map of response capabilities.

For an estimated $250,000, the university will prepare a briefing paper on the emergency
management decision system which includes: estimated costs for equipment, software, and
training; a phasing plan; schedules and project milestones; cost/benefit analysis; and

personnel utilization.

The hardware and software for the emergency management decision system is estimated to
cost $175,000.

FY 93 RSAJDECI!DFG Spill Prevention Planning and Management Assistance and
State Emergency Response Commission Contingency Plans $202,200

This RSA is to have DFG'’s participation on three distinct projects. DFG is expected to be
reimbursed $5,000 for their participation in the quarterly State Emergency Response
Commission meetings and in any Emergency Response Committee meetings. DFG will
complete work tasks assigned by the commission or committees and provide expertise on fish

and wildlife services.

DFG anticipates having $127,200 in reimbursable expenditures for their participation in oil
pollution control. DFG will review and comment on approximately 180 oil spill contingency
plans submitted by industry for compliance with state regulations. DFG’s primary focus is
to enhance protection of fish and wildlife populations, habitats, and public uses of these

resources.

DFG anticipates having $70,000 in reimbursable expenditures for their participation in

reviewing the state master and regional plans.
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This RSA is to have the Department of Natural Resources’ (DNR’s) participation on two
distinct projects. DNR is expected to be reimbursed $5,000 for their participation in the
guarterly State Emergency Response Commission meetings and in any Emergency Response
Committee meetings. DNR will complete work tasks assigned by the commission or
committees.

DNR anticipates having $23,900 in reimbursable expenditures for their participation in oil
pollution control. DNR will review and comment on approximately 170 oil spill contingency
plans submitted by industry for compliance with state regulations. DNR's primary focus is
to ensure that sensitive natural resource areas are adequately protected.
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WALTER J. HICKEL, GOVERNOR

DEPT. OF ENVIRONMENTAL CONSERVATION

410 Willoughby St., Juneau, AK 99801 (907)465-5010

Mr. Randy S. Welker

Legislative Auditor

Legislative Budget and Audit Committee
Division of Legislative Audit

P.O. Box 113300

Juneau, AK 99811-3300

LEGISLATIVE AUDIT
Dear Mr. Welker;

Thank you for the opportunity to reply to the Division of Legislative Audit's Preliminary
Audit of the Oil and Hazardous Substance Release Response Fund (Response Fund)
First | would like to formally thank Ms. Cynthia Ryan and Ms. Kristin Dolquist for the
professional and thorough manner in which they conducted this audit. | have heard
this comment made by several members of my staff.

In general, we believe that this draft audit report accurately reflects the legislative and
Department of Environmental Conservation (DEC) history of the Response Fund. We
also generally agree with the description of current DEC management of the
Response Fund. In the face of the many misunderstandings currently existing about
the Response Fund and its intended purpose, it is refreshing to see such an accurate
explanation of the Fund.

The legislature should make statutory changes to clarify the rde of the fund
administrator.

We agree with the proposed statutory changes 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 natice, and provide training to all
relevant personnel.

We generally agree with this recommendation and will take immediate steps to
implement it.



DEC has been pursuing cost recovery on selected oil and hazardous releases
since FY90. A formal cost recovery notification policy and process has been in
place since April of 1992 and a draft cost recovery manual and training was
completed in August of 1993.

We agree that these policies and procedures should be finalized and that any
training inadequ icies should be remedied 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 one that will require coordinated
assessments with other government agencies, especially the Department of
Defense (DOD). The DEC has a formal Statament of Cooperation with the
DOD and an assessment 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 priority
contaminated sites determined by the ranking model and judgement by regional
staff with the suspicion that the responsible party is reluctant or unwilling to
conduct the necessary cleanup. We agree with the recommenJation to provide
a better listing and have been developing policies and guidance during this
fiscal year to put in place a more aggressive approach to confirm responsible
party intent and prioritize all contaminated sites into a high/medium/low

category,

Thank you agah for the opportunity to respond to this draft audit and we look forward
to working with your office toward the completion of the proposed management
recommendations.

Sincerely



LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Finance

P.O. Box 113200
Juneau, AK 99811-3200
(907) 465-3795

FAX (907) 463-4885

March 2, 1994

Alaska-Juneau

Court Reporting & Secretarial
Services

326 4th Street, Suite B

Juneau, Alaska

Re: Transcript of March 1, 1994, Senate
Finance Committee Hearing on
SB 215 - Oil/Hazardous Subs. Release Response Fund

Enclosed are copies of Senate Finance Committee tapes no. 22 and
no. 24 containing local and teleconference testimony on Senate Bill
215 from the committee®s March 1, 1994, meeting. SB 215 relates
to the five-cent surcharge on oil, the income from which flows to
the oil and hazardous substance release response fund (the 470
fund). Please prepare a transcript of testimony on the bill. Tape
No. 22 has been rewound to begin with that subject matter on side
1. Also enclosed is a brief log of the discussion, listing both
department representatives and individuals who spoke from
teleconference sites.

OQur office received a request from Senator Kerttula for a
transcript as soon as possible.

Please give me a call at 465-2618 if you have questions or 1 can
be of further assistance.

Sincerely

Kathy Holmquist
Secretary
Senate Finance Committee

Enclosures



SENATE FINANCE COMMITTEE
March 1, 1994

SB 215 - OIL/HAZARDOUS SUBS. RELEASE RESPONSE FUND

SFC-94, #22, Side 1, Footage 435

Senator Pearce: Brief comments re: packet materials

Senator Miller: Sponsor statement and review of provisions within
the bill.

Senator Kelly: Question

Senator Miller: Response

Senator Kerttula: Question

Senator Rieger: Question re: releases

Senator K" _Her: Response

Reverse [aNe, SFC-94, #22, Side ?

Senator Kerttula: Conforming amendments?

Senator Miller: Relate to other statutes

John Sandor, Commissioner, Dept, of Environmental Conservation
Senator Pearce: Who has jurisdiction over North Slope operations?
Sandor: Response

Senator Pearce: What could DEC have done that it didn"t do?

Sandor: Response

Senator Pearce: Does bill impact your ability to respond?

Sandor: Response

Senator Pearce: I don"t think SB 215 is going to impact that.
Sandor: Response

Senator Kelly: Question

Sandor: Response, 10,000 gallons. Issue is not the size of the

SFC-94 -1 - 3-1-94



spill.
Senator Frank: Trying to determine how the fund works.

Mike Conway, Director, Division of Spill Prevention and Resporse,
Dept, of Environmental Conservation

Senator Pearce: Where 1is break between DEC budget and 470 fund?
Conway: Response

Senator Frank: Statements re: use of 470 fund for DEC travel
and per diem.

Conway: Response
Sandor: Response
Senator Jacko: Question re: catastrophic account
Sandor: Response

Bob Poe, Director, Information and Administrative Services,
Dept, of Environmental Conservation

Senator Frank: Question re: DEC"s part in spill cleanup.
Conway: Response, approx. 22 spills annually.

Senator Frank: Question regarding total costs recovered.
Conway: I have thau back at the office.

Poe: Reports from Central and Northern regions.

Senator Fr” nk: Question

Conway: Response regarding payment for cleanup ard monitoring.

Senator Frank: Need clear picture of what fund should be used for.
Poe: Citing of figures relative to response effort.

Conway: Statement re: spills where we have to hire a contractor
to handle the spill.

Senator Pearce: Question

Conway: Will have to look at that information. Statement re:
human error prevention.

Senator Frank: Assume amount of activity has not increased.

SFC-94 - 2 - 3-1-94



TELECONFERENCE
Anchorage -

Mary Shields

Ken Freeman

Walt Furnace -r

Ardie Gray <
Patti Saunders

Tom Lakosh

Homer

Larry Smith Y
Mike O"Meara /

Change Tape, SFC-94, #24, side 1
Fairbanks -

Martin King
Randy McGovern

Kodiak -

Wayne Coleman
Mary Forbes

Kenai -

Bill Frazer
Bill Stamps
Gerald Brookman

Testimony from Juneau -

Dave Parish, Exxon Company, USA (Distributed handout)

Senator Kerttula: Who 1is your employer?

Parish: Exxon

Senator Kerttula: Do you support no longer contributing to this
fund?

Parish: Blackmail clause is part of existing law. Support having

the existing spill reserve preserved.
Senator Kerttula: Question
Parish: I would not paraphrase my comments as that extreme.
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We support the transition of the spill reserve into some
type of ongoing reserve.

Senator Kerttula: Would like to talk to some F your principals.
No. three man.

Parish: Senate Resources adopted that provision.

Senator Kerttula: Comment.

Ginny Faye: Take exception to citing of "Alaska®"s 0Oil & Hazardous
Substance Release Response Fund,"™ report by BCSB

Marketing for Prince William Sound Regional
Citizen"s Advisor Council, Oil Spill Prevention and
Response Committee, as source of handout figures.

Parish: Response, referencing page nos.

Faye: statement regarding what chart fails to convey.

Parish: Legislature has continued to go back and expand use of
the fund.

Russell Heath, Alaska Environmental Lobby

Senator Pearce: Statement re: Tfact that the fund by would emptied

by a budget crunch. Lack of establishment
of corps and depots.
Heath: Do not see how SB 215 solves the problem. Dispute between

Dept, of Environmental Conservation and Dept, of Military
and Veterans Affairs.

Reverse Tape, SFC-94, #24, Side 2

Senator Pearce: Statement regarding DEC budget. Request that
DEC provide information sought by Senat r Frank.

Senator Kerttula: Fax no. for written testimony.
Senator Frank: Additional request for info, from DEC.

Jerry McCune, Cordova District Fishermen United, and United
Fishermen of Alaska

ADJOURNMENT

SFC-94 4 - 3-1-94



STATE OF ALASKA
1994 LEGISLATIVE SESSION

BILL NO. SB 215

FY 9
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Title: "An Act redesigning the oil/hazardou;
substance release response fund' .."_ Component: Finance
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-SENATE COMMITTEE REFIRT

FIRST COMMITTEE OF REFEhnAL

DATE: 5/8/93 FURTHE

Date of 5-Day Notice: « | 137 + i DATE TURNED
(in accordance with Uniform Rule 23) INTO OFFICE:
RESOURCES Committee considered SB 215

Oil and hazardous substance release response fund®/repealing the authority in law by which marine
highway vessels may be designed and constructed; amending .dquirements relating to the rev.jion
of state and regional master prevention and contingency plans; altering requirements applicable

to liens for recovery of state expenditures; efd. .
Y P and a majority of the

and recommends: committee recommends n
be replaced with [ ] same title
[V] replace with . CS 3/3 (‘'(RES ) M new ttle
f ] technical
attaches amendment(s and do pus title change
L] (8) (HB only)
[ ] adopts Letter of Intent
[ ] further referral to the
[ ] do pass
[ ]do not pass
[ ] no recommendation
[X] individual recommendations
Department Date Zero Zero Fiscal

5*98.0
[- 1V*N>

[ 1 Appropriation No Fiscal Note [ 1 Governor's Bill with Previous Fisc**' Notes (enter information above)
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HOUSE CS FOR CS FOR SENATE BILL NO. 217(CRA)
IN THE LEGISLATURE OF THE STATE OF ALASKA

EIGHTEENTH LEGISLATURE - SECOND SESSION

BY THE HOUSE COMMUNITY AND REGIONAL AFFAIRS COMMITTEE

Offered:
Referred:

Sponsors): SENATORS FRANK, Kerttula, Miller, Rieger, Taylor, Sharp

A BILL
FOR AN ACT ENTITLED
"An Act relating to the University of Alaska and university land, authorizing the
University of Alaska to select additional state public domain land, and defining
net income from the University of Alaska's endowment trust fund as ‘'university
receipts’ subject to prior legislative appropriation; and providing for an effective

date."

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

* Section 1. FINDINGS AND PURPOSE. The legislature finds that
(1) as the beneficiary under the provisions of the Acts of August 30, 1890, and
March 4, 1907, designating the Alaska Agricultural College and School of Mines as
beneficiary, and of March 4, 1915, 38 Stat. 1214, transferring certain land for its location and
support, the University of Alaska is a land grant university;
(2) under the Acts of March 4, 1915, 38 Stat 1214, and January 21, 1929, 45

Stat. 1091, the Congress of the United States granted to the Territory of Alaska certain federal

| HCS CSSB 217(CRA)
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land to be held in trust for the benefit of the predecessor of the University of Alaska;

(3) the Territory was unable to receive most of the land conveyed by the Act
of March 4, 1915, before repeal of that Act by Sec. 6(k) of the Alaska Statehood Act (P.L
85-508, 72 Stat. 339);

(4) the Congress of the United States granted the State of Alaska the right to
select 102,500,000 acres of federal land under Sec. 6(b) of the Alaska Statehood Act;

(5) the land selection rights embodied in the Alaska Statehood Act reflect in
pan congressional recognition that the state would need the land to support its government and
programs, and the Congress assumed that the State of Alaska would in turn devote some of
the land or the income from it for the use and benefit of the University of Alaska,;

(6) mostland grant colleges in the western United States have obtained a larger
land grant from the federal government than the University of Alaska has received;

(7) an academically strong and financially secure state university system is a
cornerstone to the long-term development of a stable population and to a healthy, diverse
economy in the state; and

(8) it is in the best interests of the state and the University of Alaska that the
university take ownership of a significant and substantial portfolio of income producing land
in order to provide income for the support of public higher education in the state.

* Sec. 2. AS 14.40.170(a) is amended to read:
(a) The Board of Regents shall
(1) appoint the president of the university by a majority vote of the
whole board, and the president may attend meetings of the board;
(2) fix the compensation of the president of the university, all heads of
departments, professors, teachers, instructors, and other officers;
(3) confer such appropriate degrees as it may determine and prescribe;
(4) have the care, control, and management of
(A) all the real and personal property of the university; and
(B) land
111 conveyed to the Board of Regents by the
commissioner of natural resources in the settlement of th* claim of the

University of Alaska to land granted to the state in accordance with the

HCS CSSB 217(€RA)
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Act of March 4, 1915 (38 Stat. 1214), as amended* and in accordance
with the Act of January 21, 1929 (45 Stat. 1091), as amended; and
(ii) selected bv the University of Alaska and conveyed

to it by the commissioner of natural resources under AS 14.40.365.

except as provided in AS 14.40.368(2):

(5) keep acorrect and easily understood record of the minutes of every
meeting and all acts done by it in pursuance of its duties;

(6) under procedures to be established by the commissioner of
administration, and in accordance with existing procedures for other state agencies,
have the care, control, and management of all money of the university and keep a
complete record of all money received and disbursed;

(7) adopt reasonable rules for the prudent trust management and the
long-term financial benefit to the university of the land of the university;

(8) provide public notice of sales, leases, exchanges, and transfers of
the land of the university or of interests in land of the university;

(9) report each year within the first 10 days of the convening of a
regular session of the legislature on the expenditures made during the preceding fiscal
year from the funds of the University of Alaska that are derived f n sales, leases,
exchanges, or transfers of the land of the university or of i i sts in land of the
university

IA1 that were conveyed to the University of Alaska in
settlement of the claim of the University of Alaska to land granted to the s'ate
in accordance with the Act of March 4, 1915 (38 Stat 1214), as amended, and
in accordance with the Act of January 21, 1929 (45 Stat 1091), as amended”
and

(B) that were selected bv and conveyed to the

Alaska under AS 14.40365.

* Sec. 3. AS 14.40.291 is amended to read;

Sec. 14.40.291. LAND OF THE UNIVERSITY OF ALASKA NOT PUBLIC
DOMAIN LAND. Notwithstanding any other provision of law, university-grant land,

state replacement land that becomes university-grant land on conveyance to the

-3- HCS CSSB 217(CRA)
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university, land selected bv and conveyed to the University of Alaska under
AS 14.40.365, and any other land owned by the University of Alaska is not and may
not be treated as state public domain land. Tide to or interestin [TO] land described
in this section may not be acquired by adverse possession, prescription, or in any other
manner except by conveyance from the university. The land is subject to
condemnation for public purpose in accordance with law.

* Sec. 4. AS 14.40 is amended by adding a new section to read:

Sec. 14.40.365. UNIVERSITY LAND FROM STATEHOOD ACT LAND
SELECTION CONVEYANCES, (a) The University of Alaska may select and is
entitled to receive the conveyance of 500,000 acres of land conveyed to the state under
Sec. 6(b) of the Alaska Statehood Act (P.L. 85-508, 72 Stat. 339) that, on the date of
its selection by the university,

(1) has not been conveyed by the state;
(2) has not been reserved by law from the public domain;
(3) is not land
(A) included in a five-year proposed oil and gas leasing
program under AS 38.05.180(b); or
(B) leased under, or for which a lease application is pending
under, AS 38.05.180(d);
(4) is not subject to a possessory interest or encumbrance other than
(A) a lease that is not an oil or gas lease;
(B) a timber contract;
(C) amining claim;
(D) a sale of materials under AS 38.05.110 - 38.05.120;
(E) aland use permit or right-of-way issued by the Department

of Natural Resources under AS 38.05;

(5) is not necessary to cany out the purpose of an interagency land
management agreement; or

(6) is not subject to conveyance under a land exchange or land
settlement agreement.

(b) Notwithstanding AS 38.05.125(a), the transfer of ownership and

HCS CSSB 217(CRA) _ -4-
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