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AlaskaTrollersAssociation
REPRESENTING ALASKA TROLLERS

M ay 5, 1992

R e p r e s e n t a t i v e  Cl i ff  Davidson, Cha i rm an  
H o u s e  R e s o u rc es  Co m mi tt ee  
State Capitol 
Juneau, AK 99801- 11 82

Dear R e p r e s e n t a t i v e  Davidson,

T h e  Al aska T r o l l e r s  A s s o c i a t i o n  w a tc he s with d i s m a y  as SB423 seems 
to bree ze  thro ug h every ob s ta cl e between it and legislative 
approval. T h e  m e a s u r e  pa ssed the S e n a t e  with no opposition, d e s p i t e  
an almost u n i f o r m  s h o w  of no s u p po rt  from the Senat e Special 
C o m m i t t e e  on D o m e s ti c and International Commer ci al  Fisheries.

The cri te ri a laid out in SB423 leaves the pr ac t i c e  of t e m p o r a r y  
p e r m i t  t r a n s f e r s  open to abuse, and it sets a ser i ou s precedent. 
A T A  o p p os es  a n y  bill that sets a p re cedent for permi t leasing. 
P e rm it  leasing has the potential to p!».ace in c reased pres su re  on 
A l a s k a ' s  s a l m o n  stocks by e nc ou r a g i n g  more p e op l e to fish p e r m i ts  
w h i c h  have bee n inactive. A l t h o ug h the limited entry p r og ra m set a 
m a x i m u m  on the n umber of permits issued in the s a lmon fisheries, 
o p t i m u m  n u m b e r s  have never been determined, and many fisheries are 
a l r e a d y  t r o u b l e d  w it h too man y part ic ip an ts  to m a i n t a i n  viability. 
T h e  troll fl ee t is a prime example.

A l a s k a  is c u r r e n t l y  se eing a high ab un da n ce  of chinook, but the 
US /C an ad a T r e a t y  has o ur trollers s qu irming under a r e s t r i c t i v e  
quota. T h er e a r e  less s u mm er  chin oo k than ev er  to go around, and 
the troll f leet simply c an no t suppo rt  any additi on al  effort. Yet, 
this m e as ur e  co ul d  add an additional 63 acti ve  boats to the troll 
fishery. L o w e r  48 fishermen are in the midst of a c o m p l e t e  crisis, 
w h i c h  will d i s r u p t  troll fisheries from Ca li f o r n i a  to the C a n a d i a n  
b o r d e r  this season. Th e chino ok  ab u ndance h er e co ul d make it 
w o r t h w h i l e  for sou t he rn  fishermen to lease a pe rmit in Alaska until 
t heir f i s h e ri e s stabilize. This s pring the B oa rd  of Fi sh er ie s  
al lo ca te d c h i n o o k  sa lmon between troll and sp or t  fishermen, w i th  
t rollers r e c e i v i n g  an 8% cut  from their h i s t o r i c  harv es t share. A 
d e c r e a s e d  allocation, c o u pl e d w i t h  increased effort, c o u l d  be 
d is as t r o u s  for our fleet.



A T A  e m p a t h i z e s  wit h s e n i o r s  w h o  ha v e l e g i t i m a t e  h e a l t h  problems. A 
f i s h e r m a n s  l i f e s t y l e  is p h y s i c a l l y  demandi ng , and it can take it's 
toll, e s p e c i a l l y  in l a t e r  years. However, a t e m p o r a r y  tr ansfer 
s y s t e m  c ou ld  be e x p l o i t e d  by h e a l t h y  seniors. W h a t  c r i t e r i a  will be 
u s e d  to d e t e r m i n e  w h i c h  illne ss  o r  d i s a b i l i t y  is a pp ro p r i a t e  to 
t r i g g e r  a l e a s e  a r r a n g e m e n t ?

Finally, th is  m e a s u r e  is the f o o t h o l d  p e r m i t  b r o k e r s  need to w rench 
o p e n  our c l o s e d  p e r m i t  system. L e f t  alone, it's pl au si bl e  many 
s e n i o r s  w ho m e e t  the c r i t e r i a  w o u l d  c h o o s e  not to lease their 
permits. H owever, we s h a r e  the c o n c e r n s  of C F E C  that pe rmit brokers 
w o u l d  launch an a g g r e s s i v e  c a m p a i g n  to u r g e  leasi ng  by seniors who 
m a y  be e n t i c e d  by the inco me  e a r n i n g  p o t e n ti al  of their dorm an t 
permits.

We ur gA  you t o  c o n s i d e r  t h i s  m e a s u r e  carefu ll y.  W h i l e  this appears 
to be a bill tha t g i v e s  s e n i o r  c i t i z e n s  a break, it m ay in fact 
r e p r e s e n t  a n e w  and r e v o l u t i o n a r y  c h a p t e r  in the w a y  Al aska mana ge s 
it's p e r m i t  system.

Sincerely,

D a l e  A. K e l l e y  
E x e c u t i v e  D i r e c t o r



TO: Hon, Bill Hudson
House of Representatives 
State of Alaska 
M/S: 3100

ATTN: Landa B. Holtan

IFROM: Commercial Fisheries *  C, 
Entry Commission (s'

Rich Ustowski, Commissioner 
M/S: 0302

DATE: 

FAX NO:

M a y 8 ,1882 

788-6170
TELEPHONE NO: 788-6160 

SUBJECT: CSSB 423

CSSB 423 will allow only permanent permit holders 65 years of age and older the right to
lease a permit year-to-year without supervision from the CFEC for reasons of Illness or disability.
The bili may have the following Impacts on the commercial fisheries:
1. Increase In the cost of permits as the supply of permits decreases while the demand for 

permits rises or remains constant.

2. Increase In the amount of gear being fished as retired elderly permit holders lease their 
permits to the highest bidder.

3. Marginal permit holders over 65 years of age presently engaged in the fishery will be 
encouraged to retire and lease their permits to younger and more aggressive fishers 
thereby Increasing effort.

4. Inflation of permit prices caused by leasing will add to tho already high cost of permits and 
further prevent young rural people from entering a local fishery.

5. Leasing of permits will create a absentee landlord class of permit holders. In 5 years, 
approximately 13% of the total permits Issued could fail under the leasing provision. This 
could become a public relations problem when the fishing Industry becomes Involved In 
legal disputes or resource allocation controversies with other Industry or user groups.

6. Seattle permit brokers will benefit from a relaxation of antl-leasing provisions now In the 
statute as they expand their businesses from brokering of permit transfers to Include 
brokering of leased permits. They will be able to obtain a list of names and addresses 
from the Commission of permit holders over 65 years of age.

7. CSSB 423 may violate the equai protection clause in the State Constitution. The Attorney 
General Office has not rendered an opinion on the constitutionality of this leasing proposal.

8. Legislative intent at the passage of limited entry law Intended for the permit holder to be 
an active participant In the fishery. The limited entry program was never calculated when 
passed Into law in 1873 to become a social program or a retirement plan by Its supporters 
In the administration, the Legislature, or the com r.erdal fishing Industry.
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CTP n  CTPA
A L A S K A

C O M M E R C IA L  F IS H E R IE S  E N T R Y  C O M M ISS IO N

WALTER J. HICKEL, GOVERNOR

S8GO GJkClEft HIGHWAY. *1C9 
JUNEAd. ALASKA 9960!
(907) 769-4160 LlC«rUino CO!J 
(907) 769-4 40 Omar CfSC C»A 
(907) 769-4! 70 FAX

May 1 ,1992

The Honorable Jay Hammond 
Lake Clark Lodge 
Port Alsworth, AK 99653
Dear Governor Hammond:

You recall that, when we met earlier this year, you were concerned about older 
’’r lte d  entry permit holders who suffered disabilities which prevented them from fishing. 
Some of them wanted to obtain medical emergency transfers for more than one year In 
a row. They did not want to be forced Into an untimely and Improvident permanent 
transfer of their entry permits. As you know, under our statute the general rule Is that an 
Individual can be granted a medical emergency transfer for only one season for a given 
medical condition, unless extraordinary circumstances can be found in subsequent years.

We advised you that we had been able to help a number of such people based 
on a case from the Bristol Bay area. There was a grandfather who held a pem lt which 
he was no longer capable of fishing. He wanted to permanently transfer the permit to his 
grandson. However, the grandson had not yet reached an age where the grandfather 
could reasonably transfer the permit to him. The grandfather wanted to be able to obiain 
emergency transfers of his permit until his grandson reached a suitable age to hold and 
fish the permit. Because the transfer of a permit to a member of one's family Is an 
intended purpose of the Limited Entry Act. we were pleased to find an exception to the 
one-year requirement for the grandfather. We have ruled the same way on a number of 
similar cases.

You Indicated that this commission practice would help people you were 
concerned about and would obviate the need for legislation on this subject. You 
Indicated, however, that the commission’s practice was not sufficiently known to people 
who might benefit, and you asked the commission to make this Information more widely 
available. We agreed to do so.

I wanted you to know that we have begun to make good on that commitment. I 
was given 45 minutes on the agenda of the Bristol Bay Native Association’s Bristol Bay 
Fisheries Conference this spring In Dillingham. A principal part of my presentation 
consisted o f explaining our practice, i urged those In attendance to take the information 
back to their villages for the benefit of Inolvlduals in this situation. (I also made some
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other practical suggestions to help people get and keep limited entry permits In local 
communities, which I would be happy to discuss wfth you In detail, when we next have 
a chance to talk.)

In any event, I wanted you to know that we had begun to spread the Information 
about how, under the existing program, the commission could help cider Individuals 
prevented from fishing their permits. We are sharing this letter with a number of 
interested legislators for the same purpose.

Cordially,

COMMERCIAL FISHERIES ENTRY COMMISSION
Bruce T\vomley, Chairman 
Rich Ustowaki, Commissioner 
Frank Homan, Commissioner

cc: Bristol Bay Native Association
The Honorable Fred Zharoff 
The Honorable Dick Ellason 
The Honorable Uoyd Jones 
The Honorable Lyman Hoffman 
The Honorable Sam Cotten 
The Honorable Cliff Davidson 
The Honorable George Jacko



R e :  SB 4 2 3  T e m p o r a r y  T r a n s f e r  o f  E n t r y  P e r m i t s Ma y  9 ,  1 9 9 2

Hearing before House Resource Committee

I am Randy Briggs from Ugashik. I have been a commercial fisherman for 31 years. 

Chairman of the Lower Bristol Bay Advisory Committee for 20 years. I am speaking 

for myself and my family.

When Limited Entry came into being in 1973, no fisherman then fishing nor any 

legislators writing the law invisioned the fact that some provision also be made 

for temporary transfers for long time fishermen— where this was their only source 

of income, in fact— their way of life!

Provisions were made in statue after death and for minors, but no provision was 

made to cover the decline of physical activity of a fisherman who still wishes 

to stay involved in fishing, but physically can not be out in the vessel every 

minute the gear was being fished.

Now, 19 years later, a fisherman finds he can no longer continue as he or she has 

in the past. He doesn't wish to cut off his lifeline, but he can only get a 

temporary transfer for one or two years at most following a serious illness or 

accident. The following year the fisherman has to sell or sign over the permit or 

another medical reason why he needs to transfer the permit. It is expensive 

to travel from remote villages to a medical facility to do this when needed.

This bill, SB 423 provides another option for the elder fisherman who may have 

days when he can't physically be on that boat. If a temporary transfer could 

be made to a family member, or a crewman, the boat could continue without the 

elder fisherman aboard.

Some argue "absentee ownership, that the person who owns the permit will make 

money off another person's labor." Fishing is a business. Show me a business 

today which doesn't make money off its employees.

There will be pressure on elder fishermen to keep the local permits in the local 

areas. In case of in-family transfers, the elder fisheman will still own the 

permit. Thus, the transferee will not be able to sell or mortgage the permit 

without permission.

I do not believe this bill is unconstitutional. Permit holders are now treated 

differently for temporary transfers.

1. Permanent permit holders can obtain temp, transfer for one year.

2. Interim use permit holders need only show hardship to transfer each year.

3. Permanent mobile gear holders must be on board at all times when fishing.

4. Fixed gear operators need only be in the general beach area.

Alaska already has ocher senior citizen benefits no one else has.

1. Longivlty bonus is based in part on age.

2. Free hunting, fishing and trapping licenses— the 60-30 club.

3. Free automobile licenses for those over 60.

4. Senior citizens do not have to pay property tax in cities and buroughs.

It is unfortunate chat so called bureaucratic agencies, bound by statue, are forced 

to make it so difficult for our senior fishermen to temporarily transfer their 

permit when needed on a year to year basis.



Commiccee substitute for SB 423 addresses the concerns of commercial fishermen 

65 years of age and over who suffer from age related physical disabilities.

CURRENT LAW A permanent permit holder fishing mobile gear, must be present at 

all times when the gear is fished.

The emergency transfer of a permanent permit may be made only in case of illness 

or disability of a temporary, unexpected, and unforseen nature, usually for 

one year, unless a different disability of unexpected nature occurs the follow­

ing year.

EXCEPTIONS TO THE ABOVE L. Estates may emergency transfer the permit from year

to year until the estate is settled.

2. Trustees of minors who inherit permits, may emergency transfer the permit year 

to year until the minor is 16 years of age.

3. The Limited Entry Commission tells us, interim use permit holders may emergency 

transfer the permit at any age because of illness or disability, or to simply

alleviate a hardship on a year to year basis.

4. Fixed gear permit holders need only be in the general area when their gear 

is being fished. They are not required to actually participate physically.

CURRENT OPTION If a permanent permit holder suffers a disability which lasts 

more than a yeaj^the option is,sell the permit or give it away. In either case 

the permit holder must sign the permit over to the transferee with no recourse 

to repossess if agreement falls thru.

SENIOR FISHERMEN, ESPECIALLY MOBILE GEAR OPERATORS This bill is an attempt to 

cover by statue the senior fisherman, who, because of illness or disability, 

may need to slow down, not be present at all times or at best only part of the time 

when the gear is being fished.

Total Limited Entry Permits Issued

(Excludes n on transferable permits) 12,230

Total permit holders 65 and over 1062 8.72

(Incl. 109 permits not oorrently fished)

Total permit holders 60 to 64

(Incl. 75 permits not currently fished) 760 6.32

A  long time fisherman takes a great deal of pride in his fishing ability and in 

the ownership of a permit. It may be the only thing of great value which he or 

she owns. For many, fishing is a lifestyle. Most senior fishermen will wish 

to continue to be active even in a less physical manner. This bill will provide 

an opportunity for elder fishermen to impart their Ion- term knowledge and still 

be involved in the fishing effort.

Because of the social structures in rural areas, it is believe this bill will 

help keep local permits in the local areas.

In case of in-family transfers, the elder fisherman will be provided time to make 
certain the family member appreciatejfche value of the permit and will not brj able to 
sell or mortgage the permit immediately without permission.

SENATE B I L L  4 2 3





STEVE FRANK
JMaska j2»tate ^Csgtslature

While in Juneau 
P.O. Box V

119 N. Cushinan, Rm. 213 
Fairbanks, Alaska 99701 

(9(77) 452-3421

Juneau, Alaska 99811 
(907) 465-3709 

Capitol Rm, 417

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

S B 4 4 0

Senate B i ll 4 40  would prohibit an individual from  receiving an A laska hunting, 
fishing, o r trapping license (and appropriate permits o r tags), o r a guide- 
outfitting license i f  that person's right to obtain a hunting, fishing, trapping or 
guide-outfitting license is suspended or revoked in another state. Once the period 
o f  suspension o r rev '•cation on the out-of-state license expires, the individual is 
then eligib le to receive the desired license in A laska.

In practice this provision would be applied by adding a statement to the existing 
A laska hunting/fishing/trapping license fo rm  requiring the applicant's signature 
verifying that his o r her right to obtain a hunting, fishing o r trapping license in 
another state has not been suspended or revoked. Guide-outfitters would sign a 
document required by the Big Game Commercial Services Board verifying that 
his o r her right to obtain a hunting, fishing, trapping o r guide-outfitting license is 
not suspended or revoked in another state.

C learly , our state law enforcement o ffic ia ls and the courts take fish and game 
violations seriously. I believe Alaskans take pride in holding in high regard the 
value o f  our fish and game resources and in respecting the laws that apply to 
fishing, hunting and trapping. Adoption o f  Senate B i ll 4 40  w ill further 
demonstrate our commitment to protecting A laska ’s fish and game resources fo r 
the benefit o f  a ll law-abiding consumptive and non-consumptive users.
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STATE OF ALASKA 
1992 LEGISLATIVE SESSION
Revision Date: 2/18/92______

F I S C A L  N O T E
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No. I
Dill Version: S & 4 4 0

Title: Issuance of Hunting and Fishing
Licenses___________________________

Sponsor: Senator Frank_____________
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Department Affected: Fish and Game_________
BRU: Administration and Support_____________
Component: Administrative Services__________
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OPERATING FY 93 FY  94 FY  95 FY  96 FY  97 FY  98
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TO : Representative C li f f  Davidson, Chairman
se Resources Committee
y

FRO  itor Steve Frank

RE Senate B ill 440 - Issuance o f  hunting, fishing, 
trapping o r guide-outfitting licenses

D A TE : A p ril 24 , 1992

I would like to request that a hearing be scheduled on CSSB 440  (Jud) in the 
House Resources Committee at your earliest convenience.

Senate B i l l 4 40  would prohibit an individual from  receiving an A laska hunting, 
fishing, o r trapping license (and appropriate permits o r tags), o r a guide- 
outfitting license i f  that person's right to obtain a hunting, fishing, trapping o r 
guide-outfitting license is suspended o r revoked in another state. Once the period 
o f  suspension o r revocation on the out-of-state license expires, the individual is 
then eligible to receive the desired license in A laska.

C iearly , our state law enforcement o ffic ia ls and the courts take fish and game 
violations seriously. A laskans take pride in holding in high regard the value o f  
our fish and game resources and in respecting the laws that apply to fishing, 
hunting and trapping. Adoption o f  Senate B i l l 4 40  w ill further demonstrate our 
commitment to protecting Alaska's fish and game resources fo r die benefit o f  a ll 
law-abiding consumptive and non-consumptive users.
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Passage o f CSSB 440(RES) would prevent the issuance o f a sport fishing, hunting, or 
trapping license or other permit or tag issued under AS 16.05.330 - 16.05.430, if  the 
person’s right to obtain, or exercise the privileges granted by, a sport fishing, hunting, 
or trapping license has been suspended or revoked in another state. This bill would 
require that any person applying for such a license, permit or tag sign a statement that 
the person’s right to obtain, or exercise the privileges granted by a sport fishing, 
hunting, or trapping license is not suspended or revoked in another state.

Under current law a serious fish and game resource offender from another state may 
apply for and be issued a sport fishing, hunting, or trapping license, or a big game 
guide-outfitter related license, in Alaska. Serious resource violators frequently travel 
freely between stales lo illegally harvest fish and game. The Department o f Public 
Safety supports preventing those resource violators whose fishing and hunting privileges 
have been suspended or revoked in another state from obtaining a license or permit to 
take wildlife in Alaska, and supports CSSB 440(RES).

Richard L. Burton 
Commissioner
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STATE OF ALASKA 
1992 LEGISLATIVE SESSION
Revision Date: 4/1/92_______

BILL NO. CSSB 440

Title: Issuance of Hunting and Fishing
Licenses___________________________

Sponsor: Senator Frank_____________

Department Affected: Fish and Game 
BRU: Administration and Support
Component: Administrative Services

Requestor: Senate Judicarv  COMPONENT SERIAL NO.
Expenditures/Revenues: ( I nousanas uTUoiiars)

4 7

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL
SERVICES

0 0 0 0 0 0

TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & 
STRUCTURES

0 0 0 0 0 0

GRANTS, CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of current year impact: None

Prepared By: Geron B ruce6.^-
Division: Commissioner's Oltice , 
Approved bv Commissioner:
Agency: Department of Fish and Game

Phone: 465-4100 
Datt 4/5/92

CAPITAL 0 0 0 0 0 0

REVENUE FUND 
SOURCE:

0 0 0 0 0 0

FUNDING: (Thousands of Dollars) *
GENERAL UNO 0 0 0 0 0 0
FEDERAL FUNDS 0 0 0 0 0 0
OTHER FUND 
SOURCE:

0 0 0 0 0 0

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

POSITIONS: •

FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary.)
This fiscal note assumes that the Department of Fish and Game will not be expected to do 

any enforcement of this statute._________  _____
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D E P A R T M E N T  0 7  F I S H  A N D  G A M E  

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

S p o n s o r :  S e n a t o r  F r a n k

B i l l  T i t l e :  " A n  a c t  r e l a t i n g  t o  t h e  i s s u a n c e  o f  s p o r t  fi s h i n g ,
h u n t i n g ,  o r  t r a p p i n g  l i c e n s e s ,  p e r m i t s ,  o r  t a g s  t o  a p e r s o n  w h o s e  
s p o r t  f i s h i n g ,  h u n t i n g ,  t r a p p i n g ,  l i c e n s e  is s u s p e n d e d  o r  r e v o k e d  
in a n o t h e r  s t a t e ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

D e p a r t m e n t  P o s i t i o n :  S u p p o r t

L e g i s l a t i v e  I n t e n t :  T h i s  l e g i s l a t i o n  w o u l d  m a k e  it i l l e g a l  for
s o m e o n e  t o  a p p l y  f o r  a n  A l a s k a n  h u n t i n g ,  t r a p p i n g ,  f i s h i n g  l i c e n s e ,  
o r  t a g  o r  p e r m i t ,  if  t h a t  p e r s o n ' s  s p o r t  f i shing, h u n t i n g  o r  
t r a p p i n g  l i c e n s e  is c u r r e n t l y  r e v o k e d  o r  s u s p e n d e d  in a n o t h e r  
state.

E f f e c t s  o f  l e g i s l a t i o n  o n  d e p a r t m e n t  p r o g r a m s :  T h i s  l e g i s l a t i o n
w o u l d  r e q u i r e  t h e  d e p a r t m e n t  t o  a d d  a s t a t e m e n t  to  t h e  h u n t i n g ,  
t r a p p i n g  a n d  s p o r t  f i s h i n g  l i c e n s e  a p p l i c a t i o n ,  s t a t i n g  t h a t  t h e  
i n d i v i d u a l  a p p l y i n g  f o r  t h e  A l a s k a  l i c e n s e  d o e s  n o t  c u r r e n t l y  h a v e  
h i s  f i s h i n g ,  h u n t i n g ,  o r  t r a p p i n g  l i c e n s e  r e v o k e d  o r  s u s p e n d e d  in 
a n o t h e r  s t a t e .

T h i s  l e g i s l a t i o n  w o u l d  a d d  v e r y  l i t t l e  t o  t h e  c o s t  of  t h e  p r i n t i n g  
o f  s p o r t  f i s h i n g ,  t r a p p i n g ,  a n d  h u n t i n g  l i c e n s e s .  T h e  e f f e c t i v e  
d a t e  of  J a n u a r y  1, 1993 w o u l d  g i v e  t h e  d e p a r t m e n t  a d e q u a t e  t i m e  t o  
r e v i s e  i t s  e x i s t i n g  l i c e n  f o r m s ,  a n d  a d d  t h e  a p p r o p r i a t e  
s t a t e m e n t  t o  t h e  form.

T h e  d e p a r t m e n t  a s s u m e s  
a c t i v i t i e s  b y  t h e  d e p a r t m e n t  w o u l d  b e

C o m m i s s i o n e r ' s  s i g n a t u r e

D a t e  .

Bill Number: CSSB 440



A L A S K A  F I S H  &  W I L D L I F E  
S A F E G U A R D

5700 East Tudor Road, Anchorage, Alaska 09507 
(907) 269-5540

M a r c h  3 0 ,  1 9 9 2

S e n .  S t e v e  F r a n k  
A l a s k a  S t a t e  L e g i s l a t u r e  
P . O .  B o x  V 
J u n e a u ,  AK 9 9 8 1 1

P e a r  S e n .  F r a n k :

Ah v i c e  c h a i r m a n  o f  t h e  s t a t e w i d e  A l a s k a  F l a h  a n d  W i l d l i f e  
S a f e g u a r d  b o a r d ,  I ' m  w r i t i n g  t o d a y  t o  c o n v e y  t h e  f u l l  
s u p p o r t  o f  o u r  t h r e e  r e g i o n a l  b o a r d s  f o r  S e n a t e  B i l l  N o .
4 4 0 .  We b e l i e v e  t h i s  l e g i s l a t i o n  p r o h i b i t i n g  p e r s o n a  w i t h  
s u s p e n d e d  f i s h i n g ,  h u n t i n g  o r  t r a p p i n g  l i c e n s e s  i n  o t h e r  
s t a t e s  f r o m  o h t a i n i n g  s u c h  l i c e n s e s  h e r e  i s  l o n g  o v e r d u e  a n d  
w i l l  s e r v e  a s  a  f u r t h e r  d e t e r r e n t  t o  v i o l a t i o n s  o f  o u r  l a w s .

W e  a p p r e c i a t e  y o u  e f f o r t s  in s p o n s o r i n g  t h i s  v a l u a b l e  

l e g i s l a t i o n .

S i n c e r e l y ,

F r e d . E .  C h a s e  .
S t a t e  V i c e  C h a i r n a n
A l a n k r i  F i s h  a n d  W i l d l i f e  S a f e g u a r d

T A K E  A I M  O N  V I O L A T I O N S





W A LTER  J .  H I C K E L
aavtiNC"

S  T A T E  o r  A  L A S K A
orricc C• T*C QC ERNÔ  

•i vs a ac

M arch 11, 1992

T h e  H onorab le  R ichard  I . Eliason 
P re s id e n t of th e  S enate  
A laska S ta te  L eg is la tu re  
S ta te  C apito l 
J u n e a u , AK 99801-1182

D ear P re s id e n t Eliason:

U n d er th e  a u th o r i ty  of a r t .  I l l ,  s e c . 18, o f the  A laska C o n s titu tio n , I am 
tra n s m itt in g  a  bill th a t p ro v id es  fo r leg is la tive  a p p ro v a l of a  ro y a lty  oil c o n tra c t 
be tw een  th e  s ta te  and  P e tro  Sta~ Valdez R efin ery  Jo in t V en tu re  fo r  the  sale  o f 
K u p a ru k  R iv e r U nit ro y a lty  oil. Also tra n sm itte d  w ith th is  bill is a  copy of th e  
re so lu tio n  of th e  A laska R oyalty  Oil an d  Gas D evelopm ent A d v iso ry  Board 
recom m ending  ap p ro v a l o f th a t c o n tra c t in acco rd an ce  w ith AS 3 8 .0 6 .0 4 0 (a )(3 ) 
a n d  3 8 .0 6 .0 5 0 (a ) , and  p ro v id in g  th e  re p o r t  re q u ire d  by  AS 3 8 .0 6 .0 7 0 (c ).

T h e  c o n tra c t  is  a lso  d e sc rib e d  in th e  f in d in g  is su e d  b y  th e  Com m issioner of 
D epartm en t o f N atu ra l R eso u rces  on March 4 , 1992. C opies o f th e  Com m issioner's 
p re lim in a ry  f in d in g  an d  th e  d ra f t  c o n tra c t have been  s e n t to  th e  L eg is la tu re  and  
made av a ilab le  to th e  p u b lic  fo r  rev iew . T he C om m issioner's final f in d in g  ond the  
s ig n ed  c o n tra c t a re  a tta c h e d .

A bill a p p ro v in g  th e  c o n tra c t is  b e in g  in tro d u ce d  fo r leg is la tiv e  ap p ro v a l fo r  two 
re a s o n s . F i r s t ,  a s  a m a tte r  of com ity , I re sp e c t the  L e g is la tu re 's  d e s ire  to h ave  a 
d ire c t  voice in  major d isp o sa ls  o f ro y a lty  o il. T h e re fo re , a lth o u g h  th is  and  
p re v io u s  A d m in is tra tio n s  have c o n s is te n tly  token  th e  position  th a t the  s ta tu to ry  
re q u ire m e n t o f leg is la tiv e  ap p ro v a l o f ro y a lty  oil c o n tra c ts  (AS 38 .06 .055) is 
u n c o n s ti tu tio n a l, th e  c o n tra c t its e lf  co n ta in s  p ro v is io n s  re q u ir in g  ap p ro v a l by  
th e  L e g is la tu re  be fo re  it tak es  e ffe c t .

S eco n d , th is  leg isla tion  would ra tify  th e  ro y a lty  oil c o n tra c t .  T h is  ra tifica tio n  
would c u re  any p ro c e d u ra l d e fec t th a t  m ight h av e  o c c u rre d  in  th e  p ro cess  of 
e n te r in g  in to  th is  c o n tra c t .

I u rg e  y o u r  p rom pt co n sid e ra tio n  a n d  p assag e  o f th is  b ill.

S in ce re ly ,

W alter J. H ickel 
G overno r
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Bill Version: S  R W F
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Revision Date: Department Affected: Natural Rpsnnrroc

Title: P p rro - S ta c -B n ya lry  O il Contract. BRU: .^ trateun-M anagomont

Sponsor: Kul^c rnr
Component: Petro leum  Minagnmnnt

Requestor: COMPONENT SERIAL NO. Ll.-5- Q
EXPENDITURES/REVENUES: (Thousands of Dollars)

REVENUE 
FUND SOURCE:

c a w t a i  I I I I I

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL SERVICES -0 - -n - -n- -n.
TRAVEL | V n -0-
CONTRACTUAL -o- -II- -n- • n. - n«.
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EQUIPMENT
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GRANTS. CLAIMS
MISCELLANEOUS
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FUNDING: (Thousands of Dollars)

GENERAL FUND

FEDERAL FUNDS
OTHER
FUND SOURCE:
TOTAL _*o- -o - -n- -Jl=____ ---- -JU ------- — o----------

POSITIONS:

FULL-TIME

PART-TIME
TEMPORARY " r

Estimate of curnnt year impact:

ANALYSIS: (Attach a separate page if necessary.)

D iv is io n  o f  O il  and Gas s t a f f  handles a number o f r o y a lty - in -k in d  c o n tra c ts . E x is tin g  
s t a f f  w i l l  handle the proposed c o n tra c t w ith  Petro  S ta r  Valdez R e fin e ry  J o in t Venture.

Prepared By: Bflh L c c f f lg l---------------------------------------------- 1 J- Phone: 7<>3-38-?&

Division: . Qt i ami ' Cos---------------------------------------- ^  ^  Dbw: - ^ 2 7 ^ 1
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R e s o l u t i o n  9 2 - 1

On Jam m y  23 ,1 9 9 2 , the director o f the division o f cdl and g u  ("director") provided the 
Alaska Royalty CHI and Gas Development Advisory Board ("board") with prelim inary findings 
and proposed contract fo r a  long-term sale o f up to about 30,000 barrels p e r  day o f  Kupaxuk 
R iycr Unit royalty oil to Pctro S tar Valdez Refinery Joint Venture, a  jo in t venture com prised of 
Potxo Star Valdez, Inc., (a subsidiary o f  Arctic Slope Regional Carponmon), H arbor Enterprises, 
Inc., and A laska Refining, Inc. (collectively "joint venture"). The jo in t venture w ill process the 
o il in a  refinery proposed for Valdez.

The proposed contract was discussed between representatives o f  the division o f oil and 
gas (DOG) and the jo in t venture over the past year culminating in  a  draft contract. On January 
23, 1992, the director made public the proposed contract and the Prelim inary Finding and 
determ ination o f  the Commissioner o f the Department o f Natural Resources. The director 
notified the public that the proposed sale would be discussed at the board’s m eeting on February 
6 ,1 9 9 2  and invited them to attend.

O n February 6 ,1 9 9 2 , the board met to discuss the sale and to take public com m ent on 
i t  The m eeting was attended by representatives of the DOG, representatives o f  the jo in t venture, 
and m em bers o f  tho public. The board received a presentation from the D O G  staff regarding the 
proposed sale and con tract questioned the staff about them, and m ade several suggestions. The 
staff w ill im plem ent those suggestions. A t the conclusion c f  the discussion, the voting members 
o f  tho board, who attended the meeting, unanimously approved the proposed sale and 
recom m ended that the proposed contract be approved by  the legislature.

Based on the board’s review o f the contract fo r the sale and purchase o f  royalty oil 
betw een the State o f  Alaska and the jo in t venture, Hie Commissioner’s findings and 
determ inations regarding the proposed sale, and the information presented at public m eeting of 
the board, the board is o f  the opinion that the proposed disposition o f  Kuparnk R iver Unit royalty 
o il to the jo in t venture meets the requirements o f AS 38.06 and 11 A A C  26. T he board adopts 
the Com m issioner’s finding and determinations, and recommends that the Seventeenth Alaska 
Legislature approve the agreem ent fa r  the sale and purchase o f  royalty oil from  the Kuparnk 
R iver U nit to  Petro Star Valdez Refinery  Joint Venture.

-

L. Frank DdLong

Charles Logsdon

G lenn A. O lds

TUTflL P. 01



Resolution 92-1

T h e  A l a s k a  R o y a l t y  O i l  a n d  G a s  D e v e l o p m e n t  A d v i s o r y  B o a r d

O n January 23, 1992, the d irector o f  the division o f oil and gas ("director") provided the 
Alaska Royalty Oil and Gas D evelopm ent Advisory Board ("board") with preliminary findings 
and proposed contract for a long-term  sale o f up to about 30,000 barrels per day o f K uparuk 
River U nit royalty oil to Petro S tar Valdez Refinery Joint Venture, a jo in t venture com prised o f 
Petro S tar Valdez, Inc., (a subsidiary o f  Arctic Slope Regional Corporation), H arbor Enterprises, 
Inc., and A laska Refining, Inc. (collectively "joint venture"). The jo in t venture w ill process the 
oil in a refinery proposed for Valdez.

T he proposed contract was discussed between representatives o f the division o f  oil and 
gas (DOG) and the jo in t venture over the past year culm inating in a draft contract. On January 
23, 1992, the director made public the proposed contract and the Preliminary Finding and 
determ ination o f  the Com m issioner o f the Departm ent o f Natural Resources. The director 
notified the public that the proposed sale would be discussed at the board’s m eeting on February 
6, 1992 and  invited them to attend.

O n February 6, 1992, the board  m et to discuss the sale and to take public com m ent on 
it. The m eeting was attended by representatives o f the DOG, representatives o f the jo in t venture, 
and m em bers o f  the public. T he board received a presentation from the DOG staff regarding the 
proposed sale and contract, questioned the staff about them , and m ade several suggestions. The 
staff w ill im plem ent those suggestions. A t the conclusion o f  the discussion, the voting m em bers 
o f the board, who attended the m eeting, unanimously approved the proposed sale and 
recom m ended that the proposed contract be approved by the legislature.

Based on the board’s review  o f the contract for the sale and purchase o f  royalty oil 
between the State o f  Alaska and the joint venture, the Com m issioner’s findings and 
determ inations regarding the proposed sale, and the inform ation presented at public m eeting o f 
the board, the board is o f  the opinion that the proposed disposition o f  Kuparuk R iver Unit royalty 
oil to the jo in t venture meets the requirem ents o f AS 38.06 and 11 A A C 26. The board adopts 
the C om m issioner’s finding and determ inations, and recom m ends that the Seventeenth A laska 
Legislature approve the agreem ent fo r the sale and purchase o f  royalty oil from the Kuparuk 
R iver U nit to Petro S tar Valdez Refinery Joint Venture.

Glenn A. Olds
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Sum m ary

The Commissioner o f the Department of Natural Resources, on behalf of the state, proposes a 
long-term sale of 30,000 barrels per day of the state’s royalty oil to Petro Star Valdez Refinery 
Joint Venture ("Petro Star JV"). Petro Star JV proposes to build and operate a refinery in 
Valdez. This document provides the finding and recommendation required under AS 38.05.183 
for the proposed sale.

The department distributed the preliminary finding and draft contract on January 23, 1992. The 
public comment period ended one month later on February 24, 1992. The department advertised 
the finding and contract by sending a notice or copies to a 450-person mailing list, and through 
display advertisements in the Anchorage Times, Anchorage Daily News, Juneau Empire, 
Fairbanks News-Miner, and the Valdez Vanguard. The mailing and advertisements also notified 
the public of the Alaska Royalty Oil and Gas Development Advisory Board meeting on 
February 6, 1992 in Anchorage which discussed the proposed sale.

Though approximately 50 people attended the Alaska Royalty Oil and Gas Development 
Advisory Board meeting, no one chose to testify. The department received four letters 
commenting on the finding and contract. The letters and the department’s responses are included 
as Appendix C to this finding.

This finding and the signed contract are being forwarded to the legislature. The sale will not take 
effect unless it is approved by the legislature; nor will oil be delivered to Petro Star JV before 
the refinery is ready to process the oil.

B ackg rou nd

The State of Alaska receives as royalty 12-1/2% of the oil and gas sold from the Kuparuk River 
oil field. The state may take its royalty either in-kind or in-value. When the state takes its 
royalty share of oil production in-kind, it takes ownership of the oil, and the commissioner acting 
on behalf o f the state, disposes o f the oil through cither competitive or non-competitive sales. 
When royalties are taken in money (in-value), the state’s lessees that produce the oil also market 
the state’s share of production, and they arc obligated to pay the state the value of its royalty 
share. The commissioner administers the state's oil and gas lands and royalty' program.

In mid-1991, Petro Star JV contacted the Department of Natural Resources with a request to 
purchase a portion o f the state’s royalty production. In response to that request and after 
negotiation with the company, the department proposes the contract which accompanies this 
finding.

Petro Star JV is a joint venture o f three Alaska.: companies: Petro Star Valdez, Inc.. a subsidiary 
of the Arctic Slope Regional Corporation; Alaska Refinery, wholly-owned subsidiary of Neil 
Bergt Trust; and Harbor Enterprises. The joint venture proposes to build a facility to refine
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30,000 barrels per day of north slope crude oil into jet fuel, marine diesel, and heating fuel. The 
refinery will be constructed on private land purchased by Petro Star JV. The land is located 
adjacent to Dayvillc Road east of the Trans Alaska Pipeline terminal in Valdez.

The refinery expects to produce approximately 110 million gallons per year of the products listed 
in Table I. One hundred and ten million gallons per year is equal to 7,200 barrels per day, or 
approximately one-quarter of the amount being delivered. The remaining three-fourths will be 
returned to the Trans-Alaska Pipeline System and sold by Petro Star JV.

Table 1. Expected Refinery Products

Product Approximate Volume
Jet A 105,00 gallons per day
Heating Fuel #1 20,000 gallons per day
Marine Diesel (summer weight) 130,000 gallons per day 
Marine Diesel (winter weight) 45,000 gallons per day

Total (approximate) 300 thousand gallons per day (110 million gallons per year)

The product mix outlined in Table 1 is expected to change after the refinery begins operation and 
the demand becomes clear. Petro Star JV has executed two sales contracts for its products. The 
joint venture will sell jet fuel to MarkAir Inc., an Alaska-based airline. It will sell 20 - 40 
million gallons per year of jet fuel, depending on the outcome of the airline’s current expansion. 
Approximately 10 million gallons per year o f  heating and marine diesel fuels will be available 
locally in Valdez for Prince William Sound communities. The balance of the products will be 
sold to Petro Marine Services, a subsidiary of Harbor Enterprises and a marine fuel distributor 
servicing southcentral Alaska. Petro Marine Services is expected to use most of the purchased 
fuel in Seward, Kodiak, and Dutch Harbor.

Petro Star JV has purt tased private land for the facility, has received a conditional use permit 
from the City o f Valdez, and has initiated the required air quality permitting process. 
Construction may begin as early as April 1992, and the refinery may be ready to begin operation 
as early as October 1992.

This finding and best interest determination dots not decide whether construction and operation 
of the proposed refinery is in the best interests of the state. The refinery is a private facility built 
on private land. The refinery is not dependent on this proposed royalty oil sale. The proposed 
refinery, like others operating in the state, has the option of purchasing north slope crude oil 
directly from the north slope producers. While the proposed royalty oil sale may help the 
financial viability o f the refinery by providing a long-term source of crude oil at a competitive 
price, the decision on whether to construct the proposed refinery is rightly made by the private 
owners, and not by the state. This best interest determination decides whether the proposed 
royalty oil sale is in the state’s best interest.
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S u m m a r y  o f  P r e v i o u s  N o r t h  S l o p e  R o y a l t y  O i l  S a l e s
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Volumes. Beginning in November 1979 and continuing to the present, the state has delivered 
royalty-in-kind north slope crude oil to fourteen companies in sixteen negotiated contracts, two 
competitive sales, and one quasi-compctitive sale. Through September 1991, the state had 
delivered 475 million barrels or approximately 50% of its north slope royalty oil in these saics.

Figure 1 shows the amount o f royalty oil sold to each company since the north slope production 
began. The graph shows that the amount of oil sold to each company has varied over the yean, 
but that Tesoro and MAPCO have been the state’s two most consistent custom en. M ost crude 
purchased by Tesoro is refined at its facility in Nildski (capacity 30,000 barrels per day). 
Chevron’s in-snue refining was at its 18,000 barrei-pcr-day plant in Kenai, which ceased 
production in June 1991. The MAPCO and GVEA purchases are refined at the MAPCO refinery 
in North Pole (capacity 113,000 barrels per day). The Petro Star purchase is refined at its 7,000 
barrel-per-day plant in North Pole. (Capacity figures are taken from Historical and Projected 
Oil and Gas Consumption, June 1991 published by DNR, Division o f Oil and Gas.)

The competitive and quasi-compctitive sales were purchased by a mixture of companies. Some 
of the crude purchased in these sales was refined at the in-state refiners, some was exported from 
Alaska. The Alpetco purchases were also exported.
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Figure 2 shows the total amount of royalty oil due the state, and the amount of that oil taken in- 
kind and sold by the state. The volumes of royalty sales have remained approximately constant 
since 1986 until the recent decline.
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Price. Since the first royalty oil sale, the state’s policy has been that it would not necessarily 
maximize revenues from royalty in-kind sales, but that it would not receive less for the people’s 
royalty when taken in-kind and sold than the state would otherwise have received had it left the 
oil with the lessees and taken its royalty in-value. Consistent with this policy, each of the state’s 
previous non-compeddve royalty contracts have had a similar conceptual price: the value that the 
state would have received if it had left the oil in-value (plus field costs, and in some cases plus 
a premium). However, the value that the state receives for its in-value royalty has been in 
litigation as pan  of the ANS Rovaltv Litigation (l-JU-77-847 Civil, Superior Court for the State 
of Alaska, First Judicial District at Juneau)1. Thus, the price term for former royalty in-kind 
contracts have included interim pricing formulae to be used until the final monthly values are 
known, and a mechanism for retroactive adjustment of the interim price based on the outcome

1 This case was originally tilled State of Alaska, ct al v Amerada Hess C om , et al and has been 
frequently been referred to as the Amerada Hess litigation.



of the litigation. The price term for every former negotiated state royalty-in-kind contract has 
had essentially this form. The substantive differences have been in the interim payment method, 
and sometimes the addition of a premium.

During the last two years, seven companies representing approximately 80% of north slope oil 
production have settled their ANS Royalty Litigation obligations with the state. Two of these 
companies, ARCO and BP, own leases in the Kuparuk River Unit. These two companies 
represent 94.5% of production from the Kuparuk River Unit. These settlements provide an 
agrccd-upon valuation method that did not exist when any of the previous royalty oil contracts 
were signed. As a result, the price term in the proposed contract to Petro Star JV differs from 
previous royalty in-kind contracts. This contract relies upon the agreed-upon valuation methods 
in the ARCO and BP settlements to establish a contract price. Except for ccrtail related 
adjustments contemr’ated under the settlement agreements with ARCO and BP, the Petro Star 
JV contract wih not require a retroactive adjustment or an interim pricing method.

Competitive and quasi-compctitive contracts have been priced differently. The department felt 
that strong uiddcr aversion to retroactive ANS Royalty Litigation adjustments would depress bids, 
and the competitive sales have required bidders to offer premiums over a base price without 
retroactive ANS Rovaltv Litigation adjustments.

Recent Development - Canceled Contracts. In the first half of 1991, the state’s in-kind 
deliveries of north slope crude averaged approximately half of the state’s total royalties, or 
approximately 103,OCX) barrels per day. The state delivered north slope crude to five companies 
under six contracts. Recently, however, the state’s purchasers have canceled four of the six 
contracts. By March 1992, in-kind deliveries of north slope crude are expected to decline to less 
than 60,000 barrels per day (less than 30% of the state's royalty share of north slope production). 
Table 2 shows the average volume delivered from January through June 1991 to each company. 
It also shows the last delivery date for the four canceled contracts.

Table 2. C u rren t Royalty C ontracts

Company Average Deliver Volume Date of Last Delivery
(barrels per day)

January -  June. 1991

GVEA1 4,730 January 31. 1992
Chevron2 22,148 December 31, 1991
Petro Star3 1,104 December 31, 1991
MAPCO 34,283 Continuing
Tesoro 40,567 Continuing

GVEA will conunuc to pay the stare its 30< per barrel premium through June 30. 1992.
Chevron had two contract!. The l i l t  delivery under the larger contract occurred August 31. 1991.

1 Petro Star continued to pay its 33< per barrel premium through February 29. 1992.
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As a result of the cancellations, the state is taking less of its oil in-kind than it has at any time 
since early 1983. Beginning in February 1992, the state will be taking less than 29% of its 
royalty in-kind. Except for Chevron which shut down its Kcnai refinery last June, the state’s 
former in-kind customers arc still refining north slope oil, but they are buying less oil from the 
state. While the crude supplier(s) for each company is confidential (and not known by the 
department), it appears that the companies are now purchasing more of their oil directly from 
north slope producers.

S u m m a r y  o f  P r o p o s e d  C o n t r a c t  T e r m s

1. Price. The state will receive a total price per barrel that is the sum of two components: 
netback value and field cost.
(a) Netback Component. The netback component is the volume-weighted-average 

netback value at the delivery point (the inlet of the Kuparuk Pipeline) of royalty 
barrels produced by ARCO and BP from the Kuparuk River Unit. These two lessees 
have settled their ANS Rovaltv Litigation obligation with the state, and together they 
produce 94.5% of the oil from Kuparuk. Production volumes of companies for 
which the state is still in litigation under ANS Rovaltv Litigation will not be included 
in the volume-weighted average netback.

(b) Field Cost Component. Per barrel Kuparuk River field costs as described in the 
agreement that is Appendix I to the December 1981 Kuparuk River Unit Agreement.

2. Point o f Delivery. The state will deliver the oil to Petro Star JV at the time and place 
when it receives its royalty oil from its lessees. At present, that is the custody transfer 
meters into the Kuparuk Pipeline at the Kuparuk Central Production Facility.

3. Purchase-price Reopener. At any time after two years following the date oil is first 
delivered under the contract, the state or Petro Star JV may reopen the contract to begin 
negotiations to establish a new purchase price. If, after negotiating, the state and Petro 
Star JV do not reach agreement, either party may cancel the contract, subject to notice 
requirements. If agreement is reached, either party may re-open after a further two years.

4. Q uantity  and  Source. The contract allows Petro Star JV to purchase a maximum 
quantity o f 30,000 barrels per day expressed as a percentage of daily royalty oil from the 
Kuparuk River UniL Because the maximum quantity is expressed as a percentage of the 
Kuparuk River Unit production, it will decline as production from the Kuparuk River Unit 
declines. Petro Star JV may elect to purchase less oil, subject to notice requirements 
(required by the Kuparuk River Unit Agreement). Petro Star JV may make a permanent 
decrease in the maximum quantity (subject to notice requirements) before the first 
delivery of oil, and at one time after that date. Petro Star may also elect to purchase less 
than the maximum quantity, but it must pay a per-barrel reservation fee on each barrel 
less than the maximum quantity that it elects not to purchase. The per-barrel reservation
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fee is 0.75% of the full purchase price.

5. Term . Delivery o f the oil will begin the first day of the first month that is the later of:
1) seven month'' fter the contract is approved by the Legislature and the Governor, or
2) seven monthj after Petro Star Valdez Refinery certifies that within seven months it will 
be ready to accept oil. The contract terminates on December 31, 2003. The contract is 
expected to be approved during the 1992 legislative session, and the first oil delivery is 
expected to occur at the end of 1992 or the beginning of 1993. Thus, the contact term 
is expected to be approximately 10 years.

6. In-state Processing. Petro Star JV agrees to process at least 80% of the royalty oil 
delivered under this contract at the proposed refinery in Valdez. The state may waive this 
requirement if it is satisfied that Petro Star JV is using its best efforts to process the 
royalty oil and that the waiver would not be contrary to the underlying intent of other 
provisions of the contract.

7. Security. Beginning 190 days before oil is first delivered, Petro Star JV will provide an 
irrevocable letter o f credit equal to the Commissioner’s estimate of the value of 90-days 
delivery o f oil. The term of the letter of credit must be renewed 90-days before it 
expires (so that the letter o f credit is continuously valid for 90-days beyond any date oil 
is delivered). In addition, Arctic Slope Regional Corporation, an Alaskan Native 
corporation with significant in-state assets, is a signatory to the contract.

D i s c u s s i o n  o f  S p e c i f i c  C o n t r a c t  P r o v i s i o n s

This section o f the finding explains differences between this and typical provisions in recent 
royalty-in-kind contracts. The most recent contract was signed in December 1985. That was a 
two-company sale from the state to Petro Star, Inc. and Chevron (differences due to the unique 
two-company sale o f that contact are not discussed). The most recent one-company contract, the 
GVEA-3 contract, was signed in October 1985.

Price: No Retro Active ANS Rovaltv Litigation price readjustment; no escrow. Previous non­
competitive contracts have been designed to net the state no 1 is than the value it would have 
received had it left the oil with the lessees and taken its royalty in value. (Sometimes with the 
addition of a prcn iuxn). However, implementing this design has had a practical problem. Until 
the recent settleacats, the state and the north slope lessees have not agreed on how to compute 
the lessees' royalty in-value liability, and there has been no accepted methodology to compute 
a dollars-and-cents price-per-barrel for a royalty in-kind sale. Thus, every negotiated contract 
has included provisions for retroactive price adjustments based on the outcome of the ANS 
Rovaltv Litiearion.

The requirement for ANS Rovaltv Litigation retroactive price adjustments provided significant 
problems both for the purchaser and for the state. It meant the purchaser is buying oil (and must
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price its refined oil) based on an alternative purchase price for the crude that may not be known 
for years. The state is only now nearing completion of its first ANS Rovaltv Litigation 
adjustment for royalty-in-ldnd oil though the first oil was delivered in 1979.

The amount of the price readjustment and the potentially long time lag may result in a large 
liability. The state’s first ANS Rovaltv Litigation rebilling will total significantly more than S 100 
million to five companies. The large rebillings also provide problems for the state. The delay 
in providing a final bill means that disputes over the final bill may not be identified until long 
after the oil is delivered. It may be difficult for some companies to pay a potentially large 
amount long after the refined products have been sold. And at least one in-kind purchaser. 
Alpctco, has gone bankrupt.

To avoid these problems, the 1985 Petro Star contract required the company to escrow $1.12 per 
barrel of royalty oil purchased as a deposit against its ultimate ANS Rovaltv Litieation liability. 
Although Petro Star’s ultimate liability has not been determined, Petro Star has assured the 
department it will pay its retroactive ANS Rovaltv Litigation obligation.

As mentioned previously, based on recent setdemcnts of ANS Rovaltv Litigation price litigation 
with seven companies, there is now an agrccd-upon price method for 94.5% of the state’s royalty 
production from Kuparuk River. Agreed-to methods for valuing the vast majority of the state’s 
in-value production from the Kuparuk River Unit now exist.

The proposed contract requires Petro Star JV to pay the volume-weighted average netback value 
for those Kuparuk lessees that have settled: ARCO and BP. As 94.5% of Kuparuk’s production 
is accounted for by the ARCO and BP ANS Rovaltv Litieation settlements, there is no need for 
a retroactive price adjustment based on royalty settlement for the remaining production. The 
value of the 94.5% should be an adequate proxy for the remaining 5.5%.

By establishing a firm value based on agreed-to methodologies, there is no need for an escrow, 
and no need for retroactive ANS Rovaltv Litieation adjustments. Petro Star JV has a firm 
purchase price, subject to certain subsequent adjustments which may be occassioned by the 
mechanics o f the sctdement agreements between the state, and ARCO and BP, and the state is 
certain of being paid the final value.

Price Premium. Many of the previous ’-oyalty-in-kind contracts have included a premium above 
the average netback value for in-value royalty oil. This premium was intended to compensate 
the state for the so-called "displacement effect" and "competitive effect."

The "displacement effect" theorizes that in-kind sales by the state replace west-coast sales by the 
lessees. For example, once the sale is in place, a west-coast refiner in California or Washington 
may no longer purchase crude to make jet fuel to sell in Alaska. While the amount of west-coast 
sales (including Alaska) would remain the same, some of these sales would be state in-kind sales 
and less would be made by the lessees. If this occurs, the lessees' average monthly netback 
value would reflect a lower proportion of west-coast sales and a higher proportion of gulf-coast
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sales. The effect is diminished by the fact that the state’s royalty share is only one-eighth of the 
lessees’ production. Therefore, only one-eighth of the displacement effect is borne by the state. 
The displacement effect was much larger a few years ago when half of Alaska’s crude oil was 
transported to the U.S. Gulf Coast.

In 1985, almost half of the state’s royalty in-valuc oil was sold to refiners in the US Gulf 
(including the Virgin Islands). That amount has been decreasing. Between May and August of 
this year, it had decreased to 11%, and according to the Department of Revenue’s Spring 1991 
Revenue Forecast, it will continue to decrease until 1996, when the last gulf sale is projected to 
occur.

The "competitive effect" is more difficult to explain than the "displacement effect." At the risk 
of oversimplification, one can maintain that the actual market price on the west coast is above 
the competitive market-price due to the decision of producers, primarily BP, to transport oil to 
the gulf coast that might be sold on the west coast, but at a lower price. If the state were to sell 
significant oil in competitive sales, it might undenmine the market power of the producers and 
lower the market price.

This effect was a larger concern during 1985 and 1986 than it has been after that time because 
o f the large negotiated and competitive in-kind sales that were then occurring. Between May 
1985 and April 1986, the state sold approximately 90% of its royalty oil in-kind, up to an 
average of approximately 210,000 barrels per day during January 1986. There was some concern 
that this amount c f  state sales would affect the west-coast market power of the lessees.

The proposed sale to Petro Star JV will not generate this effect. Thirty thousand barrels per day 
is less than 2% of the north slope production and will not affect operation of the west-coast oil 
markets.

The small and decreasing proportion of gulf sales, and the small volume proposed to be sold to 
Petro Star JV mean that the proposed contract will not noticeably displace the lessees’ west-coast 
sales nor generate competitive effects on the west-coast oil markets. For these reasons, and to 
encourage the jobs, income, tax, and consumption benefits from in-state refining, the proposed 
contract does not include a premium.

Purchase-price R eopener. The two-year purchase-price reopcner is a standard component of 
most in-kind royalty contacts. Day-to-day fluctuations in the netback value are built into the 
state’s royalty oil settlements and are a part of the contract price to Petro Star JV. The reopcner 
provides additional flexibility to respond to unforseen changes.

Field Cost. Previous royalty-in-kind contracts do not specify a separate field cost for Natural 
Gas Liquids (NGLs). While the field cost for crude oil was established in a 1980 field cost 
agreement (that was made pan o f the Kuparuk River Unit Agreement), the NGL field cost is still 
in dispute with the lessees of the Kuparnk River and Prndhoe Bay Units.



NGLs are approximately 3% of the total oil volume produced from the north slope. Some lessees 
recognize NGLs as part of the crude oil stream and report the agreed-upon crudc-oil field cost. 
Others report a separate field cost for NGLs. That cost varies considerably by lessee and by field 
-  up to $13.60 per barrel from one Prudhoe Bay lessee.

Between April 1985 and March 1988, lessees from Kuparuk River oil field sold NGLs with the 
remainder of Kuparuk’s crude oil stream. The field cost for those NGLs is still in dispute. Since 
March 1988, the lessees have re-injected all NGLs as part of Kuparuk’s enhanced oil recovery 
program. At present, Kuparuk lessees do not take a field cost deduction for NGLs, and disputed 
NGL field costs arc not a problem for the proposed contract. However, NGLs may be sold from 
the field in the future, and the proposed contract provides a method for resolving the problem, 
should it occur.

The contract requires that if NGLs arc sold from the Kuparuk River Unit, Petro Star JV will pay 
the full producer-reported field cost for NGLs (or foi any other field cost in dispute). It also 
requires a retroactive adjustment for over- or underpayment after a final, field cost has been 
determined. Specifically, the contract provides that if a field cost different from the existing field 
cost agreement is established, the state will rebill (or provide a credit) for field costs not covered 
by the existing agreement. This provision was added to ensure that Petro Star JV would pay the 
state’s liability for the full NGL field costs if the Kuparuk River lessees begin selling NGLs, and 
if NGLs are ultimately determined to have a different field cost than that of the remaining crude.

Quality. The 1985 contracts did not distinguish between crude oil, condensate, or natural gas 
liquids. In the proposed contract, Petro Star JV waives any claim that either condensate or NGLs 
blended with the crude by the lessees and tendered to the state as royalty oil is not oil for the 
purpose of the contract. If NGLs are once again sold from the Kuparuk River Unit, this waiver 
will protect the state against a future claim that Petro Star JV did not receive its full volume of 
crude oil or more oil than it contracted for by asserting that condensate or NGLs are not crude 
oil under the contract.

Best Efforts. In its 1985 contract, Petro Star agreed to use its "best efforts" to market its refined 
products in Alaska. It agreed to its "best efforts" to market a volume of at least 23% of the 
royalty oil sold under the contract.

This "best efforts" provision is not included in the draft contract. The contact requires that 80% 
o f the royalty oil be processed at the proposed Valdez refinery; it no longer requires "best 
efforts" in-state marketing of the product.

The provision is omitted because assessing "best efforts" is difficult if not impossible to enforce. 
In addition, given the incentives to market refined product in Alaska, the history of in-state 
refiners marketing in Alaska, and contractual provisions of the joint-venture owners of the 
refinery to market the refined product to MarkAir and to Petro Marine Services, the "best efforts'' 
requirement is unnecessary.



Late Paym ent Penalty. The 1985 Petro Star contract required a monthly 1% penalty fee to all 
late royalty payments except for those caused by unintentional clerical errors. This contract 
changes the fee to 5% per month to be more in line with current commercial practices.

Interest. This contract uses a different interest rate for under- and ovcr-paymcnts than previous 
contracts. It uses the statutory rate that the legislature established during its last session. 
Chapter 23 SLA 91 establishes the interest rate to be "five percentage points above the annual 
rate charged member banks for advances by the 12th Federal Reserve District as of the first day 
of that calendar quarter, compounded quarterly as of the last day o f that quarter." It is important 
to recognize that if Petro Star JV overpays, the state will have to credit back the amount of the 
overpayment plus interest to Petro Star JV, just as Petro Star JV will have to pay the amount of 
any underpayment plus interest to the state.

Security. The proposed contract requires an irrevocable letter of credit equal to 90 days’ worth 
of oil deliveries. The letter o f credit is intended to protect the state from any inability of Petro 
Star JV to pay its bills to the state or to take delivery of the oil. The 90-day requirement has 
been a feature of all royalty oil disposals since the competitive sale of December 11, 1984 with 
two exceptions. The Prudhoe Bay royalty cil offered in that competitive sale included a "put 
call" option which enabled the letter of credit requirement of that oil to be reduced to 60 days 
(see The Findings and Determination to Conduct a Competitive Sale of Prudhoe Bay and 
Kuparuk River Rovaltv Oil, of October 17, 1984). In addition, in the 1985 Petro Star-Chevron 
sale, Chevron agreed to a "backup" arrangement to accept delivery of any volume of royalty oil 
upon which Petro Star might default. That "backup" agreement allowed Petro Star’s letter of 
credit requirement to be reduced to 60 days.

The 90-day requirement provides protection for the state. Understanding the risk, however, 
requires an understanding of the "denomination" process.

The Kuparuk River Unit Agreement and the recent ANS Rovaltv Litieation settlements 
effectively give the state the ability to "denominate" most o f its oil (change its take of royalty 
oil from in-kind to in-value) with specified notice to the producers. In the Kuparuk River Unit, 
there is what amounts to a 90-day notice requirement for 95% of production, and a six-month 
notice requirement for the remaining 5%. Thus, if the state were notified that Petro Star JV was 
unable to meet its obligations under the contract -  either that the joint venture was unable to 
process the oil or unable to pay for it -- the state would have to dispose of the equivalent o f 93!£- 
days worth o f in4dnd deliveries before it could return to taking its royalty in-value. (The 93Vi 
days equals 95% of in-kind deliveries with 90-days notice plus 5% with a six month notice.)

In the unlikely event that Petro Star JV were to become bankrupt, the state may not receive 
notice until it fails to receive timely payment. By that time, the joint venture may have received 
approximately 70 days worth of oil:



30 days for the production month 
+ 10 days for billing (the state bills 10 days after the end of each month)
+ 7 days for Petro Star to receive the bill
+ 10 days for payment (payment is required 10 days day after the bill is received)
+ 13 days for decision (a decision to declare the contract in default and denominate the

oil would undoubtedly take some time)

70 days of oil

The letter of credit would have to make the state whole for non-payment for 70-days worth of 
oil, and to make up the discount in selling the additional 93!4-days worth of oil that would be 
the state’s responsibility before the state’s royalty reverted to in-value production. The 90-day 
letter of credit would make up the difference to the state as long as the state received 80% of its 
royalty-in-value revenue for the 93'/£-days of in-kind oil it was forced to sell. That is, neglecting 
fluctuations in oil prices, the value of a 90-day letter of credit is approximately equal to the value 
o f 70-days in-kind deliveries plus 80% of the value of 93V£-days of in-kind oil.

In the two cases where the state was forced to dispose of in-kind production because of 
bankruptcy, it sold the oil to ARCO and Sohio for only a slight discount from the full price. 
These experiences and knowledge of the oil markets indicate that the state would be able to sell 
as an "emergency sale" three months of production at more than 80% of the in-value revenue.

In addition to the 90-day letter of credit, additional security is provided by the fact that Arctic 
Slope Regional Corporation is a signatory tc the contract. Arctic Slope Regional Corporation is 
a regional Native Corporation representing the north slope. The corporation is and will remain 
an Alaska corporation with significant assets in Alaska. The corporation’s assets provide security 
for the state in case of bankruptcy by Petro Star JV, and if retroactive billings exceed the value 
of the 90-day letter o f credit or if  billings occur after the last delivery of oil. The corporation’s 
commitment to the contract along with the 90-day letter of credit should provide adequate 
protection for the state.

Local H ire. Like the state’s other long-term royalty oil contracts with in-statc refiners, the 
proposed contract contains a provision concerning locai hire. The preferential hiring clause states 
in pan that Petro Star JV "agrees to employ Alaska residents and Alaska companies to the extent 
they are available, willing and qualified for all work performed in Alaska in connection with the 
Agreement." An "Alaska resident" is defined as an "individual who has resided in the state for 
one year at the time of employment." If this provision is determined to be unconstitutional, then, 
Petro Star JV agrees to employ Alaskan residents and Alaska companies to the extent such 
preferential hiring is determined to be constitutional.



I n - s t a t e  B e n e f i t  A n a l y s i s

The primary bases for this long-term negotiated sale arc: 1) to receive a fair market value for 
royalty oil; and 2) to encourage in-state processing o f royalty oil and the attendant benefits 
(primarily jobs, taxes, and competition between refined product suppliers that may lead to lower 
product prices for consumers.)

Construction and  O peration Benefits. Even without this contract, the Petro Star Valdez 
Refinery may build and operate the refinery with crude oil purchased from the north slope lessees 
rather than from the state. Therefore, most or II of the benefits o f constructing and operating 
the refinery cannot be ascribed to the proposed contract. It is possible, however, that this 
proposed royalty oil contract may increase the financial viability o f the refinery. If so, an 
unknown portion of these benefits should be ascribed to the contract.

The direct benefits from refinery construction and operation occur through payroll, property taxes, 
state corporate taxes, and profits if held in-state. All o f the joint venture profits are expected to 
be held in state. These cash infusions are multiplied as they are spent and recycled throughout 
the economy. However, actual project specific multiplier effects can only be ascertained by 
extensive surveys or actual development.

Table 3. Direct Construction and O peration Benefits 
(thousand dollars; figures are approximate)

Construction Benefits 
Capital Investment $30,000
Capital Investment in Alaska $25,000

Operation Benefits 
Payroll $1,700 (16-20 jobs)
Property Taxes $ 400
Profits Unknown
State Income Tax Unknown

Known Total S2,100

Tables 3 provides some measures o f in-state benefits for the Petro Star JV. The table shows 
estimates o f potential direct benefits from operation and construction of the refinery. The direct 
operation-benefits to the state are approximately $2.1 million dollars per year plus whatever 
benefits exist from in-state profits and state income taxes and from multiplier effects. The 
facility will also provide approximately 100 construction jobs and 16-20 permanent jobs once the 
refinery begins operation. In addition, it will pay approximately $400,000 in taxes to the City 
o f Valdez. (The jobs and taxes do not include any created by downstream employment such as 
additional dock workers.)

The addition o f  another in-state refinery might have the effect of decreasing a small proportion 
o f production at an existing refinery -  either the existing Tesoro facility at Nikiski (capacity of
80,000 barrels per day), or at MAPCO facility at North Pole (capacity of 113,000 barrels per 
day). If this decrease occurs, then the tables may overstate the operation benefits o f the refinery.
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All of the products that Petro Star Valdez Refinery expects to produce are also produced in-state 
by other refiners. The current in-state refining output does not provide all of Alaska’s needs for 
these products. A portion of Alaska’s supply of these fuels is imported from outside the state, 
and that proportion appears to be larger than the expected output of the refinery. While pricing 
and supply patterns may change in the state, there appears to be in-state demand to accommodate 
the proposed production from Valdez without provoking idle refining capacity elsewhere in 
Alaska.

According to the Army Corps of Engineers publication "Waterborne Commerce of the United 
States, 1989" (the most recent year published), approximately 52 million gallons of jet fuel and 
60 million gallons o f kerosene was imported into Anchorage from outside the region. It appears 
that the amount of je t fuel imported by Alaskans is in excess of the amount that the Valdez 
refinery will produce. Similar figures are not easily available for marine diesel, but it is expected 
that the proposed refinery output will not displace all marine diesel imports into Alaska.

Consum ption Benefits. Consumers may benefit from the proposed sale through lower product 
prices. Oil products refined in Alaska may be priced lower than those imported from outside the 
state. In addition, an increase in competition resulting from the addition of another refinery may 
result in lower product prices. If either of these situations occur, consumers will benefit through 
lower prices. There is certainly no reason to believe that construction or operation of the refinery 
could have the effect of increasing overall consumer prices.

The proposed Petro Star JV has sales agreement to sell most of its Jet Fuel to MarkAir Inc., and 
most of the remaining p-oduct to Petro Marine Services. MarkAir Inc., is an airline company 
based and operated in Alaska. Presumably, MarkAir will purchase the fuel for less than its 
current cost. The extent to which the lower prices result in lower airline fares is unknown.

Petro Marine Services, is a fuel distributor which markets its products throughout coastal 
southcentral Alaska, though mostly in Kodiak, Dutch Harbor, and Seward. Presumably, it has 
signed the purchase agreement to decrease costs, though the extent, if any, to which consumer 
fuel prices will be lowered in those communities is unknown.

Environm ental Im pacts. The impacts of the royalty sale itself are expected to be minimal. The 
impacts of constructing and operating the refinery may be somewhat greater. Previous analysis 
indicated that the economic benefits of constructing and operating the refinery cannot be ascribed 
to the state’s royalty sale. The same is true of the environmental impacts.

The Petro Star JV has received a conditional use permit from the City o f Valdez. The City of 
Valdez is the appropriate authority to consider whether such a facility is compatible with the land 
use requirements o f the city. Approval by the City of Valdez indicates that the conversion of 
the vacant land to a refinery will cause no unacceptable land-use impacts. Similarly, the refinery 
has begun the process to apply for an air quality permit from the Department of Environmental 
Conservation. Air quality impacts are best Considered by the Department of Environmental 
Conservation in that process. Operation of the refinery requires compliance with the applicable
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Social Im pacts. The refinery will pay property taxes to the City of Valdez, and its employees 
will use city services. The tax base in the City of Valdez is decreasing approximately $90 
million per year (as depreciation lowers the assessed value of the Trans Alaska Pipeline System). 
This decrease has severe impacts on the city’s tax receipts. This year’s property tax rate is 
expected to increase by three mills to make up for the smaller tax base. The $30-million refinery 
is expected to pay approximately $400,000 in property taxes. It will be a welcome addition to 
the city’s tax base.

The additional employment may also affect services in the City of Valdez. The Community 
Development Director for the City of Valdez reports that while vacancy rates in Valdez are 
currently low, there is an ample supply o f vacant land suitable for residential housing. In 
addition, he reports that the addition of children to the Valdez school system brought by new 
employment is unlikely to overtax the school system; in any case it will not cause any 
unacceptable social impacts.

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

Competitive Bidding is Waived. I have determined in accordance with AS 38.05.183(a) and 
11 AAC 03.030 that the best interest of the state does not require competitive bidding, and that 
competition docs not exist for state in*kind royalty oil. During the last few years, the state has 
been delivering royalty oil to in-state refiners under six contracts. Four of the six contracts have 
been canceled over the last few months. Contracts were canceled by Chevron (two contracts), 
GVEA, and Petro Star. Once all of the deliveries under the canceled contracts cease, ihe state 
will be taking less than 30% of its royalty oil as in-kind deliveries. This is the lowest percentage 
of royalty oil taken in-kind since February 1983. The only in-state refiners who are being 
supplied with royalty oil are MAPCO and Tesoro, both of which purchase additioi il fuel from 
north slope producers. As the state has more royalty oil available than it has pjtrchasers, a 
competitive bid would not result in a higher value to the state. The state retains enough royally 
oil to be able to sell to future in-state purchasers should they become interested.

The Sale is in the Best Interest of the State. Under AS 38.05.183(e), a non-competitive sale, 
exchange, or other disposal of royalty oil or gas taken in-kind by the state may be awarded by 
the commissioner to the prospective buyer whose proposal offers maximum benefits to the 
citizens of the state.

In accordance with AS 38.05.183(a),(c), and (e), and 11 AAC 03.010(b) and (d), I find that 
taking royalty oil in-kind and selling that oil to Petro Star Valdez Refinery Joint Venture ("Petro 
Star JV") for use at the proposed refinery in Valdez is in the best interests of the state and that 
it will maximize benefits to state citizens. According to AS 38.05.lS3(e) and AS 38.06.070(a), 
before making a non-competitive sale of state royalty oil, the commissioner must consider the 
criteria listed in AS 38.05.183(e) and AS 38.06.070(a) and listed in the appendix to this finding.

1. The state is now highly dependent on oil revenues and will continue to depend on oil 
revenues in the future. The price term of the sale protects the state’s interest by ensuring 
that revenues from this sale will equal the in-value alternative.

2. Petro Star JV will make an initial investment of approximately S25 million dollars within 
Alaska. The direct annual benefits to local payroll and to the purchase of local goods and 
services is more than S2.1 million. While the proposed sale may increase the Financial 
viability of the refinery, the extent to which these benefits can be ascribed to the proposed 
contract is unlmown.

3. The existence c f  the refinery may increase competition in fuel sales in the state and may 
provide for lower consumer product prices. A one cent decrease in the price of each 
gallon of refined product that could be made from 1,000 barrels per day translates to an 
annual consumer saving of approximately S153.000. The two companies that will 
purchase most of the refinery’s products are MarkAir Inc., and Petro Marine Services 
which will almost certainly benefit from lower prices.
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4. The proposed refinery would add 16-20 permanent, new jobs in the City of Valdez, and 
pay property taxes of approximately $400,000 per year to the city. The addition o f new 
employment and a larger tax base for Valdez are expected to be welcome benefits to that 
city 's declining property tax revenues and outweigh whatever additional social costs and 
responsibilities, if  any, that they impose. As with construction and operation benefits, 
however, the extent to which these benefits can be ascribed to the proposed sale contract 
is unknown.

5. Any environmental effects will result from construction and operation of the refinery, not 
from the proposed royalty sale. The sale itself has little or no environmental effects. The 
major permanent construction and operation impacts arc the land-use and air-quality 
impacts. The fact that the refinery has received a conditional use permit from the City 
of Valdez and is consistent with that city’s coastal zone plan shows that the land-use 
impacts arc acceptable. Similarly, the proposed refinery will not operate without 
receiving an air quality permit from DEC. Those impacts are best considered by the 
Department of Environmental Conservation during that process.

6. To the extent that the sale helps provide a long-term crude oil supply to the proposed 
Petro Star JV, the sale will help provide new in-state investments. It will provide 
increased competition for existing in-state refineries.

C riteria  W eights. According to 11 AAC 03.060(b), "In considering the criteria described in 
AS 38.05.183(e), the commissioner will state which criteria apply to the proposed disposition, 
and discuss the weight given to the applicable criteria in determining the maximum benefit to the 
state..."

In making this finding, the department first determined that the state would not lower the total 
royalty oil revenue due the state by making a disposal to Petro Star JV. The department next 
looked at whether the disposal would increase the amount of in-state refining and has the 
potential to lower product prices. Finally, the department examined the criteria to determine that 
the sale would not create any unacceptable environmental or social impacts.

C ontract Prices A re Acceptable. Under 11 AAC 03.091(b), I find that in establishing the price 
of this royalty oil contract, the department has obtained a price that is equal to the volume- 
weighted av -age o f settled royalty netback value applicable to the oil that is being sold, plus 
field costs incurred by the royalty share. The 94.5% of Kuparuk production that is based on 
settled claims with the state under ANS Rovaltv Litigation provide the agreed-upon values and 
methodology for the in-kind sale of Kuparuk River oil. A price based on the volume-weighted 
average netback o f aat production is an acceptable benchmark for final value due the state. 
Therefore, I find there is no need for a retroactive adjustment upon resolution of further ANS 
Rovaltv Litieation claims.



Conclusion. Under the terms of the proposed contact, the state would receive a market price for 
the royalty oil, while fostering in-state processing, potentially lowering product prices, and 
providing attendant benefits. The satisfactory price terms, coupled with the associated direct and 
secondary benefits for Alaska citizens, supports the decision to waive competitive bidding.

The foregoing facts and analysis support the finding that this disposal is in the best interest of 
the state and that it maximizes the benefits to Alaska citizens.



A p p e n e n d i x  A :  A S  3 8 . 0 5 . 1 8 3 ( e )  a n d  A S  3 8 . 0 6 . 0 7 0 ( a )

AS 38.05.183(e) When a sale, exchange or other disposal of oil or gas taken in kind by the state 
as its royalty share, or a sale, exchange or other disposal in whole or in pan of a right to receive 
future royalty oil or gas, under a state lease under this chapter is made other than by competitive 
bid, the sale, exchange or other disposal shall be awarded by the commissioner to the prospective 
buyer whose proposal offers the maximum benefits to citizens o f the state. The commissioner 
shall consider:

(1) the cash value offered;
(2) the projected effects of the sale, exchange or other disposal on the economy of the state;
(3) the projected benefits of refining or processing the oil or gas in the state;
(4) the ability of the prospective buyer to provide refined products or by-products for

distribution and sale in the state with price or supply benefits to the citizens o f the state;
and

(5) the criteria listed in AS 38.06.070(a).

AS 38.06.070. Criteria, (a) In the exercise of its powers under AS 38.06.040(a) and 38.06.050 
the board shall consider

(1) the revenue needs and projected fiscal condition of the state;
(2) the existence and extent o f present and projected local and regional needs for oil and gas

products and by-products, the effect of state of federal commodity allocation requirements 
which might be applicable to those products and by-products, and the priorities among 
competing needs;

(3) the desirability of localized capital investment, increased payroll, secondary development
and other possible effects of the sale, exchange or other disposition of oil and gas or both;

(4) the projected social impacts o f the transaction;
(5) the projected additional costs and responsibilities which could be imposed on the state and

affected political subdivisions by development related to the transaction;
(6) the existence of specific local or regional labor or consumption markets or both which

should be met by the transaction;
(7) the projected positive and negative environmental effects related to the transaction; and
(8) the projected effects of the proposed transaction upon existing private commercial

enterprise and patterns of investments.



Appendix B: Comments and Responses on the Preliminary Finding and Draft Contract

The department sent either a copy of the preliminary finding and draft contract, or a notice 
announcing its availability to a 450-pcrson mailing list. In addition, display advertisements were 
published in the Anchorage Times, Anchorage Daily News, Juneau Empire, Fairbanks News- 
Miner. and the Valdez Vanguard.

The department received four letters commenting on the proposed sale. Two letters were 
received from one respondent (Prince William Sound Conservation Alliance). These two letters 
are answered together. The letters and responses follow.



Joseph A. Sonneman. B.S.. M.A.. Ph.D.. J.D.. Esq. 
324 Wlllougnoy. Juneau. Alaska 99801 

PH: (907)463-2624 FAX: (907)463-3802

A l a s k a  L e g a l  R e s e a r c h

D i r e c t o r
D i v i s i o n  o f  O i l  & G as  
B o x  1 0 7 0 3 4  
A n c n o r a g e ,  AK 9 9 5 1 0 F e b r u a r y  1 5 ,  1 9 9 2  

r e :  Roy a l t Y - O l l  S a l e sD e a r  D i r e c t o r  E a s o n :

H e r e  a r e  my c o m m e n t s  on  t h e  p r o p o s e d  s a l e  o f  r o y a l t y  o i l  t o  
P e t r o  S t a r  V a l d e z  R e f i n e r y  ( o r  t o  a n y o n e  e l s e ,  f o r  t h a t  m a t t e r ] .

1 .  D u r i n g  t h e  ALPETCO (a  H a m m o n d - e r a  r e f i n e r y  p r o j e c t ]  d a y s ,
I w a s  a c a b  d r i v e r  a n d  o n c e  t o o k  t o  t h e i r  p r i v a t e  j e t  a  t r i o  o f
ALPETCO e x e c u t i v e s  o r  l a w y e r s  o r  l o b b y i s t s  ( o n e  w a s  C a t h y  C h a n d l e r ,  
now S e n .  S t e v e n s '  w i f e ] .  T h e y  t a l k e d  a b o u t  t h e i r  l e g i s l a t i v e  game  
p l a n  e n  r o u t e :  i t  w a s  t o  d e l a y  a n d  do  n o t h i n g .  N o t h i n g  i s  w h a t
t h e y  d i d .  ALPETCO b u i l t  n o  r e f i n e r y ,  b u t  I t h i n k  ALPETCO d i d  m ake  
s u b s t a n t i a l  p r o f i t s  o f f  t h e  S t a t e ' s  r o y a l t y  o i l  u n t i l  i t s  c o n t r a c t  
w a s  f i n a l l y  c a n c e l l e d .

2 .  T h e r e f o r e ,  i n  a n y  o t h e r  r o y a l t y  o i i  s a l e :

a .  T h e  r e f i n e r y  m u s t  be  b u i l t  BEFORE t h e  o i l  i s  s o l d  t o  i t !
l -h  As

b .  T h e r e  m u s t  be  a COMPLETION BOND t o  e n s u r e  c h a t  t h e

3 .  R e f i n e r i e s — a n d  t h e i r  f o l l o w i n g  p e t r o c h e m i c a l  i n d u s t r i e s -  
- a r e  w o n d e r f u l  e x a m p l e s  o f  v a l u e - a d d e d  p r o c e s s i n g  t h a t  A l a s k a  
s h o u l d  d o  much m o r e  o f .  G r e a t !

4 .  H o w e v e r ,  t h e  S t a t e  o f  A l a s k a  s h o u l d  k e e p  a t  l e a s t  50% o f  
t h e  o i l  t h a t  i s  c u n  t h r o u g h  s u c h  a r e f i n e r y  a n d  p e c c o c n e m i c a i  
p l a n t ,  j u s t  BECAUSE o f  t h e  v a l u e  a d d e d  b y  c n a t  p r o c e s s i n g .  A t  t h e  
t i m e  o f  ALPETCO, t h e  v a l u e  o f  p l a s t i c s  f r o m  o n e  b a r r e l  o f  o i l  w a s  
s a i d  t o  b e  a b o u t  $ 3 5 0 0 .  I d o n ' t  know  w h a t  i t  i s  n o w ,  b u t  i f  A l a s k a  
s e l l s  t h e  o i l  f o r  $ 1 5 - 2 0  a n d  t h e  p r o d u c t s  m ade  f r o m  c h a t  o i l  s e l l  
f o r  $ 3 5 0 0  o r  m o r e ,  A l a s k a  i s  g e t t i n g  t h e  s h o r t  e n d  o f  t h e  s t i c k !

Much b e t t e r  f o r  A l a s k a  t o  CONTRACT w i t h  P e t r o  S t a r  o r  o c h e r  
r e f i n e r i e s  a n d  p e t r o c h e m i c a l  o p e r a t o r s  t o  PROCESS S t a t e  o f  A l a s k a  
o i l ,  t h a n  f o e  A l a s k a  t o  SELL t h e  o i l  o u t r i g h t  a n d  l e t  o t h e r  f o l k s  
m ak e  a l l  t h e  p r o f i t  o f f  r e s o u r c e s  t h a t  b e l o n g  t o  a l l  A l a s k a n s .  I n  
o c h e r  w o r d s ,  TBE STATE OP ALASKA SHOULD SELL PETROCHEMICAL 
PRODOCTS, NOT c r u d e  O IL . T h e  t e r m s  o f  t r a d e  f a v o r  p r o d u c e r s  o f  
m a n u f a c t u r e d  g o o d s ,  n o t  e x t r a c t o r s  o f  n a t u r a l  r e s o u r c e r .

T h a n k  y o u  f o r  y o u r  a t t e n t i o n .  R E C E I V E D

r e f i n e r y  i s  i n d e e d  b u i l t .

S i n c e r e l y  i a y c d i a l l v .
r " p  2 * logo

m v .  OF OIL a
Joe Sonneman



WALTER J. HICKEL GOVERNOR

D E P T .  O F  N A T U R A L  R E S O U R C E S PO  BOXUTHXM
ANCHORAGE. ALASKA W JI0-70J4 
PHONE. (907) 7E2 2JS3

DIVISION OF OIL AND GAS

March 3, 1992

Joseph A. Sonneman 
324 Willoughby 
Juneau, Alaska 99801

Dear Mr. Sonneman:

Thank you for your letter concerning the proposed royalty oil sale to Petro Star Valdez Refinery Joint 
Venture. We received only four comments on the proposed sale and so we have the luxury to respond 
to the comments individually.

Your letter asked that we ensure that the refinery is built before the state sells its oil. The proposed 
contract has tltis insurance. The contract does not take effect until Petro Star certifies that the refinery will 
be ready to accept and process oil within seven months. The seven month lead time is included because 
under the Kuparuk River Unit agreement, the state is required to give lead time to alert the producers that 
it wishes to take its oil in-kind rather than leave it for the producers to maricct. In addition, the proposed 
contract includes an 80% in-state processing requirement. Thus, Petro Star is not permitted to take the 
oil with building a refinery.

Your letter also suggests that the state retain title to half of the produced high-value petrochemical 
products such as plastics. You mention that some chemicals made from one-barrel of oil may sell for 
$3,500. The proposed refinery does not produce these products. Rather, it will produce !ower-value fuels 
such as jet-fuel. and marine dicseL The large profits that you foresee are unlikely to exist. During the last 
year, the Chevron refinery in Kenai closed and tluee other companies canceled their royalty oil contracts 
with the state. Rather than the possibility of large profits, tltere is now lower demand for tn-staic royalty 
oil purchases than at any time since 1983.

Under separate cover we will be sending you a copy of the Final Finding and Determination and the final 
contract for the royalty oil sale. The contract will not take effect unless approved by the legislature (and 
unless the Petro Star builds the refinery). Thank you for your comments. If you have questions, please 
let me know.

Sincerely,

Director



I P P I

February 14, 1992

WALTER J. HICKEL GOVERNOR

DEPARTM ENT OF LABOR

OFFICE OF THE COMMISSIO NER

P O .  B O X  21149

JUNEAU. A L A S K A  99902-1U 9

P H O N E :  (907) 465-2700

PAX: (907) 465-2764

Jam es E. Eason, Director
Alaska D epartm ent of N atural Resources R E C E I V E
Division of Oil and Gas
P.O. Box 107034 2 4 W92
Anchorage, AK 99510 qEQ11**0*3

D ear Mr. Eason:

Re: Proposed Royalty Oil Sale to Petro Valdez Refinery Jo in t V enture

We have received and reviewed the Prelim inary Finding and D eterm ination re g a rd in g  
the above referenced royalty oil sale proposal. While we have no recommended 
corrections or additions to the report, we applaud your efForts to m aintain the  S ta te’s 
revenue while sim ultaneously prom oting in*state processing of our na tu ra l resources. 
We understand  from your report th a t the refinery project is  not dependent on the 
proposed sale, bu t th a t a long-term source m aybe attractive to the jo int ven tu re  from 
a business planning perspective.

Success in  your efforts will lead to increased direct and indirect employm ent and a 
be tter life style for our citizens. As we pointed out in our Jan u a ry  17, 1992, news 
release, the December unem ploym ent ra te  in A laska was 10.1% compared to 7.5% a 
year earlier. In  the Valdez-Cordova census area  the  December unem ploym ent rate 
was 12.2%, up from 11.2% in  December 1990. It is our hope th a t projects suc^ as 
th is will successfully lead to increased employment of Alaska residents who wil' 
benefit from g rea ter in-state processing of our n a tu ra l resources.

Thank you for giving us the opportunity  to comment on the proposed royalty oil sale.

Sincerely,

cbng Commissioner

OTCtkH



WALTER J. HICKEL. GOVERNOR

D EPT. OF NATURAL RESOURCES PQ BOX 107034
\NCHORAQE. ALASKA WStO-7034 
PHON8; (®07> 702-253]

DIVISION OF OIL AND GAS

March 3. 1992

John A. Abshirc, Acting Commissioner 
Department of Labor 
P.O. Box 21149 
Juneau, Alaska 99802

Dear Mr. Abshirc:

Thank you for your letter supporting the Preliminary Finding and Determination fo; the proposed royalty 
oil sale to Petro Star Valdez Refinery Joint Venture. We received only four comments on the proposed 
sale and so we have the luxury to respond to the comments individually.

Under separate cover we will be sending you a copy of the Final Finding and Determination and the final 
contract The contract will not take effect unless approved by the legislature.

Sincerely,

9 ' —
//am cs E. Eason 

Director
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P r i n c e  W i l l i a m  S o u n d  C o n s e r v a i i o n  A l l i a n c e

P O. Box 1697 
Valdez. AK 99686 

(907) 835-2799 
Fax (907) 835-5395

H oa r d  M im l i e r s

Vince Kelly 
President

Nancy R. Ledieoc 
Vice-President

joAnn Luiulteli 
S.vret.t/y/Trcjstirer

Kon McCany

Sum Stephens

I-Afcutive D irector 

Djvk I P. J.tnka

VdntiniM ralive
Vvsistant

Nancy Phelps

February 24.1992
James E. Eason, Director 
Alaska Depl. ol Natural Resources 
Division ol Oil and Gas 
Box 107034
Anchorage. Alaska 99510 R E C E I V E D
Ted Monmski, Protect Review Coordinator 
Alaska Division ol Governmental Co 'dination pcR 2 7
Soulhcemr3i Regional Office n *«
3601 C Slreei Suite 370 QlV. OF OIL &- tvsa
Anchorage. Alaska 99503-5930
Svend Brandi-Erichsen. Regional Administrator 
Alaska Dept, ol Environmental Conservation 
Southcentral Regional Olfice 
3601 C Street. Suite 1334 
Anchorage. Alaska 99503-5930

Re. Petro Star Relinery JV. l-iate ol Alaska Royally Oil Contract.
Air Control Permit.
Coastal Consistency.

Prince William Sound Conservation Alliance (PWSCA) has concern that your agencies 
are tailing to lake me problems related to me Petro Siar Relinery JV (Petro Star) proiect 
as described in our comments dated January 15.1992 seriously. Slate and Local 
Coastal Management Program (CMP) as well as state and federal permit requirements 
are being undermined with the result being a loss ol salety lo workers, the public and 
the environment. The problems we cited are still unresolved, despite the fact tha' me 
Alaska Oepanment ol Environmental Conservation (ADEC) has issued their air permit 
and the Alaska Division ot Governmental Coordination has issued a ruling in lavor ol 
coastal consistency The proposed sale contract lor Alaska royalty oil should not 
proceeo.
COASTAL CONSISTENCY:

Zoning decisions and permits were made by the City ol Valdez on October 7.1991 
without any site specific geological/seismic studies at hand Now the State Division ol 
Governmental Coordination is using those city decisions to support their coastal consis­
tency findings.
Nearly 3 months alter me City ot Valdez made those decisions and aner the end ot the 
public comment penod (wmch itseil was tiawed—see PWSCA comments ol i/i5/92). 
Dowi Engineers ot Anchorage under contract wuh Petro Star released nothing more



man a summary ol wnai they nave staled are meir". lindmgs and opinions regarding ihe seismic stability 
ol me planned relinery in Valdez, as well as our assessmeni ol Ihe potential lor other natural nazaros to 
impact me site."
Findings, opinions and assessments (all lar shod ot a site specific geoiechmcal/seismic study Without 
such a study, no credibility can be given 10 mo siting ol this lacilily In lacl. when PWSCA did a literature 
search and contacted experts in me lieid ol geological hazards related lo the area in question, we lound 
noihmg bul extreme and obvious problems related to ground stability, seismic wave runup and river 
Hooding. The lull study (il ihere is one), and not a press release, on the geoiechmcal and seismic hazard 
aspects ol this project must be issued and made available lor review. Until this is done, neither the public 
nor ihe government agencies whose responsibility it is to protect the public and the environment can be 
sure whal is tact and what is the opinion ol a paid contractor.
PWSCA discovered errors in calculations done by CH2M Hill, the company contracted to work out Petro 
Star's Air Permit Application. Possible errors or omissions in Dowl Engineers' work cannot be known, as 
there are no calculations or study available lor review However, (here are statements made in iheir 
summary which contradict our linomgs. although both were taken Irom many ol the same sources, (see 
PWSCA commenis 1/15/92)
NPDES PERMIT

There is Dfl City wastewater system lor Petro Star to connect into in the vicinity of Ihe proposed relinery 
site lor disposition ol stormwater discharges. There has been nothing lo date that has shown that Petro 
Star will not be discharging into waters ol the Uniled Slates. This would require them to obtain a National 
Pollution Discharge Elimination System (NPDES) Permit. PWSCA wonders how many times this tact 
must be stated belore someone catches on that Petro Star is trying to undermine the permitting process 
Or are we again seeing agencies and government loltowmg some hidden agenda?
AIR PERMIT:

When PWSCA discovered errors in CH2M Hill's calculations m Petro Sia' s Air Permit, there were addi­
tional errors discovered by the Alaska Deparimeni ol Environmental Conservation (ADEC) and/or CH2M 
Hill within mat particular pan ol the permit. The additional errors were worked into the calculations by 
CH2M Hill and it turned oul that they still had not brought emissions over a 100 tons/year permit thresh­
old. These errors, ano ihe manner in wnich paid contractors are left to their own reviewing and editing, put 
the reliability ol the permit calculations m Question. PWSCA had requested that an independent review ot 
the application be initiated by ADEC or the City ot Valdez ‘.'o such review has taken place. Until such a 
review lakes piace and proves that Petro Star is meeting an permit requirements this proiect should not 
be allowed to proceed. This review must also lake into account pans ot this Dioject which are nemg leit 
oul.
INCOMPLETE PLANS:

Petro Star has tailed to give full information on the distribution ol their pron»*c:. PWSCA is still adamant 
that all aspects ot this protect be taken into consideration when permits and rulings are being made. Petro 
Stai already has plans lor additional lank larms and very different plans lor transportation ot their procuct 
than those stated in their permit applications, (see PWSCA comments i/iS/92)
SPILL CONTINGENCY PLAN:

Al this time PWSCA asks that an Oil Spill Contingency Plan (C-Pian) oe formulated lor this project as 
soon as possible Belore Stale Royally Contracts are signed or any other aspect ol this project is allowed 
to proceed, the C-Plan must be out together ano approved PWSCA leeis that this is important m that the 
site tor this facility ties witnm a rich biological area ano mat because ol tne expansive tidal ttats. river



deltas, saimon spawning and rearing habitat and wetlands lhai lie adiacent lo the site, a responsible and 
elleclive C-Plan is not likely to be achievable. To wait until Pelro Star is ready to start up meir relinery lor 
an approved C-Plan again tails lo adequately protect Ihe environment, (see PWSCA comments 1/15/92)
Prince William Sound Conservation Alliance wishes lo again stress our concern over the complacency to 
earthquake hazards that is pervasive throughout slate and local government as well as industry. 01 any 
place on the lace ol this Earth, Alaska should be ihe mosl aware and prepared lor the inevitable occur­
rence ol a maior earthquake Unfortunately, this is not so. The responsibility lor the safety ol Ihe public 
and Ihe environment falls into your nands. We hope that you will lake our concerns seriously, back up a 
lew steps, and reconsider this project as presented.
Thank you. Please leel tree lo contact us with any questions or lor any luriher information.
Sincerely.

Executive Director
cc: ADEC Valdez; AOF&G. ADNR; EPA; USF&WS; Army Corps ol Engineers: City ol Valdez: Pelro Star: 
Alaska Representative Gene Kubina; Slate Senators Jay Kerituia and Cun Menard; House and Senate 
Resource Committee; Regional Citizens Advisory Council; Valdez Fisheries Development Association; 
Jell Sauer, attorney & Sierra Club Legal Defense Fund; Trustees lor Alaska; Alaska Center lor ihe 
Environment; KCHU radio: Valdez Vanguard: KVAK radio and The Pioneer. Anchorage Daily News: 
Anchorage Times
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P r i n c e  W i l l i a m ’ S o u n d  C o n s e r v a t i o n  A l l i a n c e

P.O. Box 1697 
Valdez, AK 99686 
(907) 835-2799 

Fax (907) 835-5395

.ames E a s o n J a n u a r y  30, 1992

I i r e c t o r

A D N R / D i v i s i o n  of  O i l  a n d  Gas 

Box. 107034

A n c h o r a g e ,  A l a s k a  99501 

D e a r  Mr. Eason,

I r e c e i v e d  i n f o r m a t i o n  c o n c e r n i n g  the sale of s t a t e  r o y a l t y  oil to Pet: 

Star V a l d e z  R e f i n e r y  JV today. P r i n c e  W i l l i a m  S o u n d  C o n s e r v a t i o n  A l l i­

ance (PWSCA) w i l l  s u b m i t  c o m m e n t s  on the p r o p o s e d  sale b e f o r e  the Febr: 

ary 24, 1992 d e a d l i n e .  At th i s  time t h o u g h  we w i s h  to s h a r e  w i t h  you ot 

c o m m e n t s  c o n c e r n i n g  this p r o j e c t  s u b m i t t e d  e a r l i e r  this m o n t h  to A D E C  

a n d  A D G C  in r e f e r e n c e  to the air pe r m i t  a n d  c o a s t a l  c o n s i s t e n c y  r e v i e w  

( D o c u m e n t  a t t a c h e d )

To s u m m a r i z e  c u r  c o m m e n t s  at th i s  time: P W S C A  w i t h  a m e m b e r s h i p  of 

n e a r l y  300, w i t h  a p p r o x i m a t e l y  100 of t h o s e  l i v i n g  here in V a l d e z ,  fee: 

s t r o n g l y  th a t  t h i s  p r o j e c t  has b e e n  m i s r e p r e s e n t e d ,  p o o r l y  e n g i n e e r e d ,  

ana s n o w s  a l a c k  cf r e s p o n s i b i l i t y  to the s a f e t y  ana w e l l  b e i n g  of the 

c o m m u n i t y  a n a  t h e  e n v i r o n m e n t .  In sr.crt th i s  p r o j e c t  s h o u l d  not ce a l­

l o w e d  to p r o c e e d .

A l s o  .at t h i s  t i m e  P W S C A  w i s h e s  to r e q u e s t  t h a t  the F e b r u a r y  6 , 1 9 9 2  meet 

ing c f  t h e  A l a s k a  R o y a l t y  O i l  a n d  Gas A d v i s o r y  B o a r d  be t e i e c o n f e r e n c e c  

t h r o u g h  the L e g i s l a t i v e  I n f o r m a t i o n  O f f i c e  s y s t e m  to at l e ast V a l d e z  ar 

J u n eau.

T h a n k  y o u  a n d  p l e a s e  feel free t o  c o n t a c t  P W S C A  for any f u r t h e r  informs 

t i o n  or q u e s t i o n s .

Sincerely ,
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P r i n c e  W i l l i a m  S o u n d  C o n s e r v a t i o n  A l l i a n c e

P.O. Box 1697 
Valdez. A K  996X6 

(9()7) 835-2799 
Fax (907) 835-5395

H o a r d  M e m b e r s

Vince Kelly 
Prcsuleni

Nancy R. Ledicoc
Vivc-I'ro'itk'ni

JnAiin Luiulleli 
Secrctarv (Treasurer

Kim McCarty 

Stan Stephens

Svend Brandt-Eriehsen January 15. 1991
Regional Administrator
Alaska Depi. ot Environmental Conservation
Southcentral Regional Office
3601 C Street. St. 1334
Anchorage. AK 99503-5930

Ted Momnski
Project Review Coordinator
Alaska Division of Governmental Coordination
Southcentral Regional Office
3601 C Street. St. 370
Anchorage. AK 99503-5930

Re: Public Comment for Air Quality Control Permit Application tADEC File 
No. 9124-AA(X)U and Consistency with the Alaska/Valdez Coastal Manage­
ment Program tState I.D. No. AK011223-12A) from Petro Star R e fin e ry  JV

To whom it may concern:

The Prince William Sound Conservation Alliance t PWSCA) will provide 
arguments that the Petro Star Valdez Refinery JV iPetro Stari has submitted 
incomplete plans for their project including insufficient data on which to base a 
determination o f airborne particulates and incomplete plans for the total proj­
ect. In particular, we will argue that this is an inappropriate activity for place­
ment directly in a coastal habitat which is susceptible to a number of geophysi­
cal hazards. For the reasons explained below and supported by the Appendices 
and accompanying bibliography, we strongly urge you to refuse Petro Star's 
application for an Air Quality Control Permit to Operate. ADEC File No. 
9124-AAOOI. and rule on the projects inconsistency with the Alaska/Valdez 
Coastal Management Programs S itc I.D. No. AK 0 1 1227-I2A.

INCOMPLETE PLANS:

Failure to iiieliutc plans tor th.stri. ition »</ product: The project as it is pre­
sented primarily covers the lacilit itself and not the transportation ot ns



product or other plans discussed by Petro Star. These excluded elements include both immediate 
,md future additions of olf-site storage, product loading facilities and product pipelines. Without 
:his information, neither the total impacts of the project on the area nor the total air emissions can 
he adequately reviewed or assessed as required by the Coastal Zone Consistency review process 
,md the Alaska Department of Environmental Conservation's (ADEC) permit review process.

Petro Star's application t, incomplete, because it does not discuss product transportation, but 
attempts to separate permitting for the facility from permitting for the distribution system. For 
example. Petro Star's application does not mention locating a tank farm on Mineral Creek Loop 
Road (Loop Rd.). product pipelines from there to the Valdez Container Terminal Dock, oil 
product loading facilities on the Container Dock, or product pipelines running the approximately 
11 km. 17 mi.) from the refinery sue to the proposed Loop Rd. tank farm. These facilities would 
. . t o s s  and/or be adjacent to wetlands, salmon spawning/rearing habitats, three major waterways 
.iikI the Valdez Old Town sue (condemned because of earthquake hazards after the March 27.
1964 Eari quaket. They would also create additional emissions in respect to the air permit.

However. Petro Star has described us distribution plans in local newspapers, and they were dis­
cussed at meetings on the Valdez Duck Flats Area Meriting Special Attention (AMSAi and at a 
lOint meeting sponsored by the City of Valdez to address concerns about the proposed Petro Star 
Refinery project held November 5. 1991 (Joint Meeting). They are detailed further in a City of 
Valdez memo of December 2. 1991 (Appendix I). It is the position of the Prince William 
Sound Conservation Alliance that the Coastal Zone Consistency Review Process requires the 
applicant to provide complete information both on the facility and on the proposed distribution 
process or on alternative distribution plans, if no final plan has been selected.

At the Joint Meeting Mr. Al Ewmg of the United States Environmental Protection Agency 
i EPA > indicated that the EPA was concerned that the project did not consider how the product 
would be transported noting that the EPA would prefer to see the project as a whole, that is. from 
the time product leaves the Trans-Alaska Pipeline System until it is delivered to tne market. Mr. 
l-wing indicated that an Army Corps of Engineers permit might be necessary depending on the 
method of transportation (Joint Meeting, tapesi. PWSCA encourages the EPA. ADEC and 
Coastal Zone Consistency review to require consideration of the Petro Star project as i whole.

Incomplete uilormution mi the total cumulative effects from project: The cumulative impact 
upon the air quality of Port Valdez air containment area from the total Petro Star Project must 
also be addressed. The Petro Star permit application provides incomplete information on the 
cumulative effects of emissions from trucks, tankers, tugs or barges themselves and on the safety 
concerns o f additional truck traffic on the Richardson Highway and the narrow, residential Loop 
Road. If the proposed Loop Road tank farm is used, there would be three transfer.' of product 
creating additional en issions dunng loading as well as additional tank losses. It is .he position of 
I’W'iCA that all etui: .toils and aspects of this project must be taken into consideration dunng the 
Coastal Zone review . rocess and ADEC Air Quality Permit.



Incomplete information on the total air emissions in the Valdez Air Containment District: Air 
pollution has been a maior problem with the Alyeska Pipeline Service Company t Alveskai 
facility operations that lus taken ADEC and EPA too many years to resolve. PWSCA is very 
concerned about the health and environmental effects of the total air emissions from Alvcska. 
Petro Star, municipal and other sources.

Incomplete inlormutton on the disposal of wastewater: Petro Star's permit application is also 
incomplete in that it tails to address what will become of the facility's stormwaicr runoff follow- 
mi: preliminary on-site treatment. At the Joint Meeting Mr. Ewing stated that no National Pollu­
tion Discharge Elimination System t NPDES) permit would be required as long as the stormwater 
runoff does not enter waters o: Port Valdez. Petro Star had informally indicated an intention to 
use the Valdez Municipal Sewer System. There are three major problems with this proposal:

11 There is no municipal system in the area, so a 9.5 km. 16 mt.) extension to the Valdez 
wastewater treatment system would need to be constructed. No funds arc allocated in the City of 
Valdez budget for either a feasibility or engineering study for the extension or for its construc­
tion.

I t  Even if the sewer system were constructed in time, according to Mr. Ewing there is a 
legal question concerning whether stipulations associated with a federal grant to the City of 
Valdez for construction of its sewer treatment plant will permit a to process stormwater runoff 
from Petro Star. The system was not constructed to handle this type of waste and it is question­
able whether it can handle the additional volume (Joint Meeting, tapes).

3) The other possibility is to treat the stormwater runoff on site. Although the applicant ex­
pressed a possible intention to treat all wastewater on site (Joint Meeting, tapes), 110 design plans 
have been presented demonstrating that this is either possible or feasible.

Petro Star indicated at the Joint Meeting that they would not be discharging waste water to 
surface waters. However, the facility clearly possesses the possibility ofdischargtng stomiwater 
runott' to adjacent surface waters. It is PWSCA's understanding that EPA regulations state that 
any facility that may discharge wastes into surface waters, regardless of its design, must undergo 
.111 NPDES permit review. At this time Petro Star has not demonstrated that wastewater will not 
Iv entering U.S. surface waters and has not applied for an NPDES permit. PWSCA believes 
there is sufficient evidence to indicate that an NPDES review is required and that it should be a 
part of ihe Coastal Zone Constituency Review process. If Petro Star fails to obtain a permit. EPA 
lias the power to delay startup of the refinery, to shut it down until compliance is obtained or to 
issue a waiver, issuing a waiver would mean water based resources on which Valdez's existing 
fisheries and tourism industries depend could be jeopardized. This is a scenario that would be 
difficult on Petro Star, the EPA and the community of Valdez. If Petro Star wishes to show their 
ability to be an environmentally responsible Alaskan business and a good addition to ’he Valdez 
business community, then nW SC.\ encourages Petro Star to apply for all pemiits in a timely 
manner.

Int ontnlctc intorinoiion mi nnpliam e to the W itional Em issions Standards fo r H azardo  »  Air 
I ’ ollntiinty rciiniicincnts lo t nimcncs Mr. liwmg indicated at the Joint Meeting that the Na-



tionai Emissions Standards tor Hazardous Air Pollutants (section on rcftncncsi might apply to 
Petro Star's activities and suggested they look at pertinent sections of the law (Joint Meeting, 
tapesi. The application does not address this question.

ADEC AIR QUALITY PERMIT APPLICATION

PWSCA found the Air Quality Permit Application to contain gross errors in the calculations for 
emission tank losses for the fixed-rool tanks. The calculations for product throughput used a 
barrel size of 5.6 gallons per barrel. This should be 42 gallons per barrel. PWSCA figured that 
these errors put Petro Star's figure for Volatile Organic Compounds (VOC) emissions off by a 
factor of 7.5. This it seemed would have brought their VOC losses from their fixed roof tanks 
alone to 90 tons per year, which when added to the product loading losses of 2.8 tons/year and 
the internal floating-roof tank losses of 15.6 tons/year brings the total VOC losses of 108.4 tons/ 
year. These errors were brought to the attention of ADEC and others in a letter from PWSCA 
dated January. 7. 1992. An additional 4 errors were discovered by ADEC and/or CH2M Hill 
i Petro Stars contractori but the new total VOC emmtsion figure is not what PWSCA expected. 
At tins time it appears that no one has done or is planning on doing a detailed independent 
review ot this application. PWSCA wonders what other errors of this nature are yet to be found 
in the document? Therefore PWSCA stongly requests an independant review be initiated by 
ADEC and made available for public review before a decision is made on Petro Star's permit.

PSD review required: According to federal law. if Petro Star emits more than 100 tons per year 
or has the capability of emitting more than 100 tons per year, it is required to undertake a Point 
Source Determination tPSDf review. PWSCA beiieves Petro Star’s applic: :ion when corrected 
as indicated in the proceeding comment, requires a PSD review under federal law.

Alaska State regulations are more stringent than federal law and require any facility that proc­
esses more than five tons per hour of any material to complete a PSD review. It is PWSCA's 
position that DEC is required by law io evaluate Petro Star's permit application using ooth the 
federal and state standards. It is uncertain at this time, whether this has been done.

Vtitlelliiu! for die dispersion of air pollutants and field-testin\> of models: PWSCA remains 
concerned about where pollutants will go after they leave the stack. PWSCA encourages ADEC 
to model the dispersion and field test their modelling against actual conditions in Port Valdez.

GEOPHYSICAL HAZARDS:

The siting of the refinery is of concern ti the residents of Valdez because it lies within the I (XI 
year *' _ !,' the outwash delta of he Lowe River, which raises unanswered questions
concerning the site's geological suitabili.v for this type of use. In brief, the site is unsuitable for 
the following eight reasons:

11 It is on unconsolidated 'a lim en t4 m a known mass wasting zone tdownslone movement
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of rock, soil and other debris), tct. Valdez Coastal Zone Management Plan).
2) It is on the Hood fringe of a braided outwash plain of the glacier fed Lowe River system, 

icf. Valdez Coastal Zone Management Plan) which has been, and may in the future continue to 
be subject to catastrophic floods from the breakage of ice dammed lakes.

3) It is within 0.8 km i().5 mi.) of a lineament (i.e.. a linear surface feature that may be an 
indicator of earthquake faulting) 1 1972. Seismology and Geodesy).

4) It is wuhin an area that has experienced seiches (seismic induced sea waves) caused by 
the sliding of the unconsolidated sediments into Port Valdez during at least four earthquakes >•. 
the past 90 years (Coulter. 1966. pp. C7-C9).

5) It is in an area that subsided dunng the 1964 Earthquake (Tectonics).
6) There are no publicly available core samples and gcotechtonic engineenng analysis 

showing the nature of the underlying sediments and their ability to bear the weight of the pro­
posed structures in the event of subsidence induced by either erosion from flooding or lateral 
movement from mass wasting of adjacent areas dunng an earthquake.

7) The sue is within an Alaska Department of Natural Resources (DNR) recognized crucial 
rated habitat area and adjacent to -  Valdez Coastal Zone AMSA area which is highly productive 
of salmon, bird, and marine life that would be adversely affected in the event of an oil spill 
(DNR. Prince William Sound Area Plan. Unit 21. Map 1: 3*175).

S) The shoreline adjacent to 'he proposed site is mudflats and salt marsh. At this time,
NO A A and other oil spill cleanup authorities do not recommend any oil spill cleanup technolo­
gies for use on mudflats or in salt marshes (Prince William Sound Area Plan: 1SCC Shoreline 
Cleanup Manual). A spill on these low energy mudflats would have long-term adverse biologi­
cal effects on the Port's primary and secondary productivity and on commercial enterprises 
dependent upon fisheries, wildlife viewing and scenic qualities.

IMPORTANCE OF THE LACK OF DETAILED GEOTECHNICAL ENGINEERING STUDY 
FOR SITE:

The Valdez Coastal Management Program section on geophysical hazards was not followed by 
die Valdez City Council when the area was rezoned and a conditional use permit issued, because 
the required detailed gcotechmcal analysis did not accompany the permit request, was not avail­
able to the Valdez Planning and Zoning Commission when they recommended approval of a 
Conditional Use Permit on September 11. 1991 and was not available on October 7, 1991 when 
the Valdez City Council rczoned the area from Unclassified to Heavy Industrial and approved 
the permit. At the Joint Meeting. Mayor Pro Tempore Lynn Chrystal requested Petro Star s ge- 
otechnical study be made available to the City. Petro Star's attorney indicated he would provide 
this (Joint Meeting, tapes). However, no study has been received by the City of Valdez or made 
availab’e for public review as of January 7. 1992. In a phone conversation on January 6. 1992 
Petro Star indicated that the engineering study was not yet complete. The Petro Star spoke .per- 
Min indicated that when the s» idv was completed that for the most part only the results anr. not 
the body of the study would b** released. It is PWSCA’s position that the results plus supporting 
data must be made available tr r peer and public review before a Coastal Consistency review can 
commence. This position is ba *cd on the statement at the Joint Meeting made hv Ms. liens n
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irom me Division ot Governmental Coordination 1DGC1 that the geological suitability ot the site 
would be considered as pan ot the Coastal Consistency Review. (Joint Meeting, tapes and o. Mil.

PWSCA Literature Seurat: In the aosence of a formal geotechmca! study that is available tor 
peer review. PWSCA conducted a literature search for tnt'ormation peninent to the site's geo- 
pnvsical suitability tor a refinery. The following comments are based on this literature search as 
indicated by references .md supported by the professional judgements of recognized authorities.

The permit application and previous public and written comments by Petro Star indicate a lack ot 
information regarding the load bearing capacity of the soils and their stability during a seismic 
event. Bedrock is the best local substrate for construction purposes (Combellick and Updike.
19X7 passim.). The Alveska Marine Terminal site was blasted out of bedrock and the proposed 
Trans-Alaska Gas Pipeline facility at Anderson Bay in Port Valdez would be located 011 bedrock. 
These sites were chosen for their stability dunng an earthquake and for protection from seismic 
induced waves as the elevation gained reduces the nsk from wave damage.

Pros and 1 tins ot same the refinery on an ulleuvtal tan: The proposed site lies on an alleuvial 
tan which may overlay Lowe River delta sediments and finer grained manne sediments. PWSCA 
found some disagreement between geologists on the suitability of the site tor construction.

Suitability o f surtace sods; Combellick maps surface deposits on the site as alleuvial fan material 
consisting of 57.5% gravel. 42.4<T sand and 0 .1^  silt (Combellick. 1987). No borings were 
taken. However, estimated thickness is less than 20 m: the water table depth is estimated at less 
than 20 m.: permeability is rated at low to moderate; and susceptibility to frost is considered 
moderate. Combellick rates the susceptibility 10 an earthquake induced ground failure for al 
leuvial fan material in general as low and its suitability as foundation material as very good. The 
map is a general surface geological map for the Valdez area and does not discuss other character 
1 sitcs of specific sites.

Disauvanuiues ot sp a  die sac : \ccoruing to Coulter t I966i. unconsolidated alleuvial fan 
'Cdiments are an acceptable alternative when ncld in ntace by bedrock islands as in the case ot 
new town Valdez 1 Coulter. l% 6. p. C35). Coulter and other US Geological Survey scientists 
and engineers consulted by PWSCA indicated that because of the area's seismic activity, mere is 
a significant risk that suosianiial marine landslides of the adjacent delta material would permit .1 

lateral movement of the unconsolidated alleuvial fan sediments, creating significant ground 
breakage as occurred in the old Valdez town site. Map 16 in the Earthquake Tectonic Studies 
indicates that this area moved laterally 16 10 19 feet in 1964.

Summary; The difference between Combellick and Coulter iies 111 their scope: Combellick 1* 
discussing only the suitability 01 the surface soils in general without regard to their specific 
lo c a tio n  and other factors; Coul cr is considering ihe soils plus their location and other geoio icai 
factors Since the question is no w nether the soils at the proposed site are suitable in general or 
foundations, but whether the sot • 111 this specific location adjacent 10 an overly sieepeneii do 1 

are suitable. PWSCA believes if it Coulter s observation on me importance ol the bedrock
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iM.inus .in  .1 restraining wall is significant. There is no such restraining bedrock formation to hold 
the alleuvial fan in place at the proposed Petro Star site.

Risks associated with tme-yrained .sediments: Soils wnh the greatest nsk of instability and 
potential liquefaction are line grained sediments, such as those at the eastern end of Port Valdez 
Coulter, p. C Uff. C 551 The nsk is also substanciallv increased in areas were a high water 

table exists. Soils in ihe vicinity of old town and between Old Town and the Lowe River arc 
known to belong to this high nsk from surveys and core samples taken immediately after the 
1964 Earthquake (Coulter, p. C l4-15 i. No core samples were taken on the south side of the 
Lowe River following the earthquake, nor were visual investigations made according to geolo­
gists who participated in the survey, because the Mineral Creek Alleuvial Fan with its restraining 
bedrock formation was clearly a better site for the City of Valdez. However, as indicated above.
L SGS scientists did determine that mass wasting at the Valdez Old Town site caused some local 
subsidence due to lateral movement 1 16 to 19 ft. lateral movement). USGS surveys show subsi­
dence at the east end tit Port Valdez ranging from 0.6 ft. near the Petro Star site to 5.5 ft. at the 
Old Town site iFerrains. personal communication).

Because information on the proposed site is limited. PWSCA consulted several geologists con­
cerning the possibility of ground breakage associated with cither subsidence or lateral movement 
in the event of a major earthquake. Studies of similar alleuvial fans and deltas in the Copper 
River Basin following the Earthquake indicated that almost every active flood plain had ground 
breakage. Thus, the geologists PWSCA consulted believed ground breakage probably would 
have been tound on the south side of the Lowe River if a geologist had been available to look lor 
n in 1964.

Pnssdnlity a/ subsurface finegrained sediments at the Petm Star site: Although no core samples 
were taken along the delta on the south side of the Lowe River (proposed Petro Star sue). Coul­
ter noted: ''Inasmuch .is materials carried by the Lowe River have been transported much farther 
than those on the rest ot the delta, presumably they would generally have a finer grain or particle 
size. tCouitcr. p. ( ’ 151 " Uecause subsurface soils at the proposed Petro Star site may have a 
greater portion u, one grain sediments, the risk ot potential liquefaction may be even higher. The 
Valdez Coastal Zone Management Plan pronablv did not classify this as a potential liquefaction 
area because of the lack ot specific geotechnical information. Absence of information cannot be 
used as an argument tor or against the area's susceptibility to liquefaction: however, u is a good 
reason to require that geotechnical mtomiation be provided for res -w prior to permitting me 
construction of ihe proposed facility. There is clearly sufficient evidence of potential geological 
hazards to require that the applicant complete a geotechnical engineering study and release it for 
peer and public review prior io receiving a Coastal Zone Consistency determination.

\h\cm c ,it sitc-spciitu intnrmatuiit mi suhsurrac * sediments: Although Coulter thought there 
might be more fine grained sediments near the L- we River than at Old Town, no subsurface 
studies have been done ol the area. PWSCA has een unable io find any Slate or Federal agency 
which has taken core samples on the Petro Star si :. No cores have been taken by the L S 
Geological Survey s \|.isk.i Geological Survey B .inch or h\ the Menlo Park Branch. The State



ol Alaska's Division or Geology has not taken any core samples. Furthermore, despite requests 
tor information. Petro Star has not released any information regarding pnvate surveys or core 
samples they may have taken. United States Geological Survey (USGS) seismologists warn that 
without these site specific core samples a shaking amplification model for a non-bedrock area 
would also be impossible (Page, personal communication).

Risks irm n  tsunamis: The Petro Star alleuvial fan. unlike the Valdez City location, has no bed­
rock outcropings to hold the unconsolidated alleuvial sediments in place or to protect the sue 
from being devastated by a tsunami. At least five times in the last 90 years, unconsolidated 
sediments at the east end of Port Valdez have undergone mass wasting dunng earthquakes 
i Coulter, p. C7-C18 ) creating turbidity currents. Some of these have generated local tsunamis or 
-.etches as happened in 1964. According to USGS rcpons. the 1964 seiches generated a water 
surge of 6-9 m. 120-30 ft.) in the eastern end of Port Valdez. The Perro Star site is located only 
13 ft. above mean sea level. According to the USGS. this is a normal, not abnormal, event:
'Thus, the record s h o w  s  that on at least five occasions in the past 70 years, submarine slides — 
and associated turbidity currents — have accompanied earthquakes at Valdez. To this extent, the 
combined effects of the earthquake of March 27 were in no way abnormal. Instead, they typify a 
reaction pattern under seismic conditions that may be expected in the prism of saturated fine­
grained deposits that make up the Valdez delta tCoulter. p. C9)."

Risk at earthquake durum tiletime uj refinery: The U.S.G.S. predicts that a major earthquake will 
occur in the Yakataga fault sometime within the next 25 years. The last time a large Earthquake 
occurred in the Yakataga area, unconsolidated sediments on the Valdez Delta (including those 
ajacetu to the proposed Petro Star site) slid into Port Valdez tCoulter. C7-9).

Risks tram strcumhank ernsiun and ttaodiim: In addition to earthquake associated risks, the site 
i s  also exposed to the r i s k s  of meandermgs of the Lowe River and from a 100 year flood. Ac­
cording to the Federal Emergency Management Agency (I9H3), "The risk of experiencing a rare 
iloix.1 increases when periods greater than one year are considered. For example, the nsk of 
h a v i n g  a  flood which equals or exceeds the 100-vear flood (one-percent chance of annual occur­
rence) in any 50-year penods is about 40 percent (four in ten) and. for any 90-vear period, (he 
r i s k  increases to about oO percent tsix in ten). The analyses rcponed here reflect flooding poten­
tials based on conditions existing in the community at the time of completion of this study, tp.
6 1." The areas in Texas that have been flooded for the past month were :n the 100 year flood 
plain. This is the second time in three years that some of these communities have been flooded. 
Let us not now create a problem similar to those in Texas or those that occured at the Drift River 
oil facility in Cook Inlet.

Recently, the Lowe River, a hr.uded glacial stream has moved from along the northern edge ol 
the valley to the southern side and is causing crosu n of alleuvial fans upstream from the Petro 
Star site. If the river continues us present course, tl ere is a possibility that river bank erosion w ill 
iK'come a problem in die vicinity ot the Duyvtlle Raad bridges near the Petro Star alleuvial fan. 
Such activity is normal lor a braided stream. It can controlled to a limited degree hv instruam 
gravel mining and placement ot riprap, but according to a hydrologtst consulted by die City ol



Valdez ‘there is no practical wav to obtain stable srrcatns in those areas where glacial sediment 
loading is occurinu tGEOMAX.1989. p, 19).

Risk from breakage of on iceolammetl lake: In the past, the Lowe River has experienced cata­
strophic tloods from the breakage ot ice-dammed lakes that have caused sudden and dramatic 
changes in the nver's course. At the present, there are no ice-dammed lakes in the Lowe River 
Jrainage. However, dunng conversations with glaciologists of the USGS. the cunrent absence of 
ice-dammed lakes does not mean they will not reappear in the future, since the glaciers, them- 
'dves. are still active (Post, personal communication).

Risk of flooding from muss wasting oj slopes as a result of logging: The City of Valdez has 
requested that DNR otfer state land on mbutanes feeding the Lowe River for timber harvest. 
Experience in Southeast Alaska and other areas throughout the world show that logging on steep 
'lopes in areas of high precipitation can lead to scnous mass wasting and flooding when streams 
are blocked and temporary lakes form.

-\s our testimony indicates, various branches of the State and Federal government and the City of 
Valdez have conducted surveys and studies tndicanng the multiple geological hazards of the 
proposed site. In conclusion, we quote again from the U.S. Geological Survey's “Lessons and 
Conclusions." which was written after the 1964 Earthquake.

Provision of good geologic maps alone is not enough, of course, to insure that 
the facts they show will be used effectively in reducing earthquake hazards. This 
lesson was forcefully taught by the Alaska experience of 1964. Modern geologic 
maps of Anchorage were available, and geologists had warned in print that one of 
the map units, the Bootlegger Cove Clay, would be unstable in the event of future 
earthquakes. The warnings went unheeded, however, because civic authorities, 
builders and others either were unaware of the existence of the geologic information 
or ignored its implications.

Disastrous iranslatory landslides initiated by the earthquake of 1964 amply 
proved the correctness ot the warnings.

Obviously, means must be sought to acquaint city planners, engineers, builders 
and the populace with the existence of useful geologic information and with its 
implications in terms of earthquake hazards and land use. (Eckler. p. 39).

What the writer did not mention is that live people died in the Bootlegger Cove slides, because 
City and State planners did not heed the geologists' warnings. As residents of Valdez whose 
lives and livelihoods will be adversely affected by the environmental and economic conse­
quences of a major containment failure and spill at the Petro Star refinery, we urge you as plan­
ners and regulators to heed the warnings of geologists. Complacency was at the root of the 
EXXON-VALDEZ Oil Spill. The information and concerns presentee here go beyond this 
protect aud this community and need to be in the forefront of planninu throughout Southcentral 
Alaska. I<t us not now become complacent about the realities of cart -quake hazards and then 
learn die hard way as we did in 19X9 about the transportation of North Slope Crude oil through 
\laska s waters.
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Following the 1964 Earthquake, the U.S. Geological Survey stated:
"Pons, docks, and cannenes obviously have to be built close to the shore. But the 

Alaskan experience indicates that the hazards are enormously compounded if such 
facilities arc built on stcep-jaced deltas or other deposits of unconsolidated materials 
that are ntarytnally stable under seismic conditions. At many places, such deposits 
offer the only level sunaces near tidewater tor easy or economical construction. If they 
must be utilized, advance knowledge that they are vulnerable to future eanhquakes may 
stimulate planning to minimize the hazards. (Eckel, p. 38. italics added)."

Since the proposed refinery has not submitted a plan to utilize the waterfront for docks, it is not 
an economic development that requires positioning on a hazardous site and does not meet the 
requirements of the Valdez Coastal Zone Plan. The only reason justifying the site’s selection 
appears to be that it is owned by one of the applicants. This is a good reason for the applicant, 
but it is not a good reason for the City of Valdez or the Coastal Zone Planning Commission to 
permit Mting of the relinery in an area of known geological and hence, economic and environ­
mental nsk.

With the exception of some losses cxpcncnced by commercial fishermen. U.S. courts do not 
hold companies responsible for the economic losses caused by their oil spills (Gibbon. 1991). 
Processors, cannenes. cannery workers, suppliers tour and charier boat operators and many 
others are excluded from making economic claims against a spiller. Although construction of 
the Petro Star refinery on this site has a high nsk of a major oil spill, the economic costs of that 
risk will be borne by those who have no economic interest in Petro Star. It is important to note 
here that Mapso stations sell fuel at higher pnees in Fairbanks than in Anchorage despite ihe fact 
ihat a Mnpco refinery is located in the Fairbanks area. Location of a refinery in Valdez does not 
necessarily mean that fuel prices will be lower in the Valdez area Thus, unless there is a contrac­
tual agreement with Petro Star guaranteeing lower pnee fuels to the Valdez area, it is premature 
to count on increased business in the transportation and tounsm sectors as a result of the availa­
bility lower priced fuels in Valdez.

In the event of an earthquake damaging the Petro Star refinery, the City of Valdez through us 
issuance of a Conditional Use Permit and rezoning of the area and the State of Alaska if it issues 
a Coastal Zone Consistency determination could be liable for damages to Petro Star for property 
losses and for compensation to the survivor* of any victims. Although the decision to deny or 
issue Petro Star a permit or consistency determination should be based on a commitment by 
govemmtm to protect the lives, property and environment within thetr jurisdictions. PWSCA 
recognizes that legal obligations are often a stronger argument. Recently, courts in California 
have held that cities which ivsue building permits for sites with known geologic hazards are 
liable lor damages to property and life resulting from structural failure* dunng an earthquake.



FAILURE TO  FOLLOW ADMINIST^ ^  PROCEDURES ACT:

Inadequate and iasuljicieni public notice for comment period: There has also been an inadequate 
and insufficient notice for tne public comment announcements about this proposed project. The 
first notice in the local Valdez paper was in the January 9. 1992 isssuc of the Valdez Vanguard 
for the Air Permit. This was just 8 days from the original deadline date and the incorrect date for 
the new deadline. A second nonce published in the Valdez Vanguard appeared after the deadline 
for comments that appeared in the ad. Additionally, there has been no notice on the request for 
public comment on the Coastal Consistency review from the Division of Governmental Coordi­
nation for this project.

PWSCA has been informed that the deadline has been extended to January 30. 1992. However, 
this docs not meet the requirements of the Administrative Procedures Act for public notice. 
PWSCA has been told that lawyers areholding that publication of a notice in the Anchorage 
Daily News fulfills the requirement for public notification. The Anchorage Daily News is not a 
local Valdez paper. According to a spokesperson at the Anchorage Daily News. they have a 
cir- lation in Valdez of 325 households. The Valdez Vanguard, a weekly, reaches approxi* 
r .ly KXX) households. Most Valdez residents do not look for public nonces regarding local 
Valdez events in the Anchorage Daily News. They look for them in the Valdez Vanguard. Failure 
to publish the notification in the Valdez Vanguard with complete information about the public 
comment period for both the Air Quality Permit and the Coastal Zone Consistency determination 
with the correct comment dates consitutes inadequate notification of the affected publics.
PWSCA requests that the comment penod be restarted when proper public notice has been given 
to the people .. Valdez.

CONCLUSIONS
The potential nsk of loss of life and an oil spill occunnc as the result of structural failure dunng 
an earthquake, tsunami or flooding appears high. PWSCA recommeno.s that before a Coastal 
Consistency determination is made that the applicant be requ'red to do a detailed geophysical 
analysis, seisnuc engineering study including borings to l(X) feet (as DOT does for bridges and 
should also include a shaking amplification mooch, do an oil spill nsk assessment, and make all 
studies available tor peer and public review

PWSCA requests that Petro Star be required to undergo a PSD review as we feel this would 
settle many of the air quality concerns we have. Without a PSD review Petro Star would not be 
required to utilize best available pollution prevention technology in their facility. Petro Star has 
indicated that they have b-cn purchasing pieces of refineries over the past 10 years ano that inis 
is what they would use io .Obstruct a refinery here in Valdez. The EPA recuires the be t avail­
able technology



The time table publicized by Petro Star to. the facility to come on line (fall 1992) with the above 
mentioned design and engineering aspects either missing or misrepresented, makes it evident that 
Petro Star cannot be expected to construct and operate a refinery in Valdez in a safe and respon­
sible manner. PWSCA therefore urges you to refuse Petro Star's Air Quality Control Permit to 
Operate (ADEC File No. 9124-AAOOl) and rule that this project is inconsistent with the Alaska/ 
V.ildez Coastal Management Program and Consistency review (State I.D. No. AK911223-12A>.

If it has not become obvious that this project should not be allowed to proceed, then PWSCA 
requests that public hearings be held in Valdez before a final decision on their permit application 
and coastal consistency is made.

OBSERVATION:

There is a recognized value in having industry and environmental organizations work together. 
PWSCA believes that the problems that have accumulated with this proposed project could have 
lieen minimized if Petro Star had tried to involve the public in a constructive pre-planning role. 
For example, in March ot 1991. Yukon Pacific Corporation agreed to made a special grant to the 
Alaska Conservation Foundation to administer the Trans-Alaska Gas System Environmental 
Review Committee. PWSCA is a participant on this Committee which brings together a sharing 
of concerns, issues, plans and knowledge. The goal is to save time and money by minimizing 
such things as lawsuits and re-engineering costs that result from the confrontational approach 
that too often characterizes the rela’ionship between industry and environmental groups. PWSCA 
suggested the Joint Meeting that was sponsored by the City of Valdez as an attempt to begin a 
constructive dialog with Petro Star. Unfortunately. Petro Star did not follow up on concerns 
raised at the meeting.

At this point in time, the Yukon Pacific Review Committee is working out well, although it is 
Mill too early to tell how well the environmental community s input will be utilized, .lie Yukon 
Pacific approach docs not necessarily guarantee that a project will receive full support trout the 
environmental community nor does u mean that input from the environmental community will 
Ik used in a meaningful manner. However. PWSCA is committed to the idea of working to­
gether wuh industry to try to constructively identity potential problem areas in a project at an 
early Mage, so that the company has the opportunity to respond in a timely manner and the risk 
of litigation delaying a project is reduced. We regret that Petro Star did not wish to pursue such 
an approach. We expect that the experience wuh Yukon Pacific will continue to be positive and 
productive and hope that in ihe tuturc other companies will follow Yukon Pacific's lead (Appen­
dix III.



Thank you tor this opportunity to comment and feel free to contact us with any questions or tor 
any further information.

k c s o c c t f u l l v _ s o h m i t t c d  b v .

L W V I U  r .  j u i i k u  ^

Executive Director

Attached:
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Cordosa District Fisherman United: Oil Reform Alliance: Marine Advisory Program: Public 
Awareness Committee tor the Environment: Greenpeace. Anchorage: Sierra Club. Anchorage: 
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News: Anclmrauc Times.
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David P. Janka, Executive Director 
Prince William Sound Conservation Alliance 
P.O. Box 1697 
Valdez, Alaska 99686
Dear Mr. Janka:

Thank you for your letter concerning the proposed royalty oil sale to Petro Star Valdez Refinery Joint 
Venture. We received only four comments on the proposed sale (including your two letters) and so we 
have the luxury to respond to the comments individually.
Your letters arc addressed jointly to this department concerning the proposed royalty oil sale: to the 
Department of Environmental Conservation concerning the air quality permit; and to the Division of 
Governmental Coordination concerning the Coastal Consistency Permit However, the concerns outlined 
in your letters are witnin the jurisdiction of other agencies, not of DNR.
For example, your letters include concerns with the spill contingency plans (the authority of DEC), air 
quality permits (DEC), NPDES permits (DEC and EPA). The Department of Natural Resources has 
neither the expertise nor the statutory authority to rule on those concerns. They arc rightfully under the 
jurisdiction of other agencies. This department takes no positions on the deliberations of those agencies, 
and we do not expect that the proposed contract will bias their decisions. The decision on the proposed 
royalty oil sale should not be used to review or appeal the decisions of other agencies. If you wish to 
appeal their decisions, you should do so directly using the processes than exist in those agencies.
Your concerns are focused on whether the refinery is constructed and if so how it will operate. They do 
not focus on whether the oil used by the refinery is purchased from the state or from another source. This 
latter question, along with the question of whether the state is receiving a price is equal to the in-value 
alternative is the main focus of the finding.
Under separate cover we will be sending you a copy of the Final Finding and Determination and the final 
contract for the royalty oil sale. The contract, however, will not become effective until approved by the 
legislature and until the refinery certifies that it will be ready to process the oil. Without the required 
permits, the refinery cannot operate (and the contract will not take effect).
Thank you for your comments. If you have any further questions, please let me know.
Sincerely,

James E. Eason 
Director



A p p e n d i x  C :  C h a n g e s  t o  t h e  P r e l i m i n a r y  F i n d i n g  a n d  D r a f t  C o n t r a c t

The draft contract was changed in response to a request made by the Alaska Royalty Oil and Gas 
Development Advisory Board. The board pointed out that the draft contract may have been 
dmbiguous with respect to when late payment penalties arc due. To clarify the due date for late 
payment penalties, the following sentence was added to Section 5.7: "The late payment penalty 
is due at the time of the next Month’s payment."

Section 2.1 of the draft contract was changed to simply and clarify the process by which Petro 
Star JV could change the amount of oil to be tendered under the contract. It standardized the 
notice requirements (to at least six months and ten days written notice unless the increase or 
decrease is less than ten percent of the then current nomination, then at least 100 Days written 
notice). In addition, it clarified the process to ensure that the new tendering will take effect on 
the first day of the first month after the applicable notice period expires (i.e., the state will not 
change nominations in mid-month).

No comments requested changes to individual provisions of the preliminary finding and none of 
the individual provisions were significantly changed.
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THIS AGREEMENT is entered into as of March 4, 1992 

by and between the State Of Alaska ("the State") and Petro Star 

Valdez Refinery Joint Venture, Petro Star Valdez, Inc., Alaska 

Refining, Inc., Arctic Slope Regional Corporation, and Harbor 

Enterprises, Inc. (collectively hereinafter referred to as "Petro 

Star J V " ) .

ARTICLE I 

DEFINITIONS

As used in this Agreement, the following terms 

shall have the following respective meanings:

1.1 "Commissioner" means the Commissioner of the 

Alaska Department of Natural Resources or his designee.

1.2 "Daily Rovaltv o i l " means the guantity of Royalty 

Oil available from the Lessees of the Kuparuk River Unit each 

day.

1.3 "Day" means a period of twenty-four (24) 

consecutive hours, beginning at 12:01 a.m., Alaska Standard Tine.

1.4 "Effective Date" shall have the meaning set out in 

Article VI.

1.5 "Field Cost Agreement" means the Agreement for 

Settlement of Cleaning, Dehydration and Transportation Charges 

Applicable to Royalty Oil Taken from the Kuparuk River Unit,
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effective as of December 13, 1981, and attached to the Kuparuk 

River Unit Agreement of December 1 1981 as Appendix I.

1.6 "Leas e s 11 means the Oil and Gas Leases which are 

subject to the terms of the Kuparuk River Unit Agreement.

1.7 "Les s e e " means any person owning a working 

interest in any of the Leases.

1.8 "M o n t h " means the period beginning at 12:01 a.m., 

Alaska Standard Time, -m the first Day of the calendar Month and 

ending at the same time on the first Day of the next succeeding 

calendar Month.

1.9 "O i l " shall have the same meaning as the word 

"Oil" under the Leases and the Kuparuk River Unit Agreement, 

except where inconsistent with Section 2.2 of this Agreement, in 

which case Section 2.2 shall control.

1.10 "Point of Delivery" shall have the meaning set 

out in Section 2.5.

1.11 "Rovaltv O i l " means the Oil which the State may 

take in-kind (in amount) as its royalty under the Leases whetner 

or not the State has elected to take or is taking that royalty 

in-kind.

1.12 "Rovaltv Settlement A g r eement" means the written 

royalty settlement agreements between the State and BP 

Exploration (Alaska) Inc. ("BP") dated December 31, 1991, and the 

State and Atlantic Richfield Company and Arco Alaska, Inc., 

("ARCO") dated September 12, 1990.

1.13 "Rovaltv Value" means, with respect to each



Royalty Settlement Agreement, the royalty value calculated in 

accordance with BP's and Arco's Royalty Settlement Agreement for 

Kuparuk River Oil.

1.14 "TAPS11 means the Trans Alaska Pipeline System.

1.15 "Unit Agreement11 means the Kuparuk River Unit 

Agreement effective December 1, 1981, by and between the Lessees, 

as amended from time to time.

ARTICLE II 

SALE OF ROYALTY OIL

2.1 Quantity. The State agrees to sell to Petro Star 

JV and Petro Star JV agrees to buy from the State that amount of 

Oil equal to 76.18% of the Daily Royalty Oil ("Maximum 

Quantity"). Petro Star J V  may permanently decrease the Maximum 

Quantity only twice: (1) once by giving the State written notice 

seven months before the date of first delivery and (2) once 

thereafter by giving the State six Months and ten Days written 

notice.

Petro Star JV may at any time decrease or increase the 

amount of Oil to be tendered but not the Maximum Quantity except 

as provided above. To increase or decrease the amount of oil to 

be tendered, Petro Star J V  must give the State at least six 

Months and ten Days written notice. If, however, the increase cr 

decrease is less than ten percent of the then current nomination, 

Petro Star J V  must give at least one hundred Days written notice. 

In additie.i, the new tendering will take effect on the first day
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of the first month after the applicable notice period expires.

It is understood and agreed that the volume of Daily 

.Royalty Oil available to the State will vary and may be

interrupted from time to time, and depends upon . variety of

factors, including the rate of production from the Leases. The 

State disclaims and Petro Star J V  waives any representation, 

covenant or warranty, expressed or implied, as to the specific

quantity or the total or daily, Monthly, average, or aggregate

volume of Royalty Oil to ba sold or tendered under this 

Agreement. The State warrants that it has good title to the Oil 

tendered under this Agreement.

If the State underlifts or stores Royalty Oil at 

Kuparuk River Unit, or if the State recovers underlifted or 

stored Royalty Oil, the quantity of Oil tendered under this 

Agreement shall be calculated as if no Royalty Oil was 

underlifted or stored or recovered.

2.2 Q u a l i t y . The Oil sold shall be the same quality as 

the Royalty Oil delivered by the Lessees to the State at the 

Point of Delivery. It is understood and agreed that the quality 

of the Oil sold may vary from time to time. The State disclaims, 

and Petro Star JV waives, any guarantee, representation, or 

warranty, either expressed or implied, of the merchantability, 

fitness for use, or suitability for any particular use or 

purpose, or otherwise, of any of the Oil delivered under this 

Agreement or as to any specific, average, or overall quality or 

characteristic of Oil to be sold or tendered under this
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Agreement. Petro Star JV expressly waives any claim that any 

liquid hydrocarbons made available to the State by the Lessees, 

including such substances as crude oil, condensate, natural gas 

liquids, or return oil from the Kuparuk River Unit Crude Oil 

Topping Plant, that may be blended with crude by the Lessees 

before the Point of Delivery and tendered as a common stream by 

the Lessees to tho State as Royalty Oil are not Oil, for purposes 

of this Agreement.

2.3 Price of the Rovaltv O i l . The price each Month for 

Oil purchased under this Agreement shall be the average Royalty 

Value (weighted by production volume) for that Month of all Oil 

delivered from the Kuparuk River Unit production for which the 

Royalty Value is determined by the Royalty Settlement Agreements 

plus field costs. See examples attached as Exhibits A and B.

Field costs are those costs as defined in the Field 

Cost Agreement. If a field cost different from that in the 

existing Field Cost Agreement is established through future 

written agreement, or settlement or final resolution of any 

litigation, then that new field cost shall apply to the portion 

of the liquid hydrocarbons deemed not to be covered by the now 

existing Field Cost Agreement. In the interim, Petro Scar JV 

agrees to pay the State the field costs claimed by the Lessees 

for any Royalty Oil taken by Petro Star JV. Any future field 

cost adjustments shall bear interest as provided in Section 5.6.

If any applicable law of the United States of America 

or any rule or regulation promulgated by a federal agency will,
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in the judgment of the state, operate to prohibit or prevent the 

State from receiving the full amount due under the above 

provision, Petro Star JV's obligation to pay the amount of the
■
purchase price in excess of the amount permitted will be 

suspended or adjusted to the minimum extent required for the 

State to comply with that law, rule or regulation.

2.4 Purchase Price Rcooener. The State and Petro Star 

JV shall have the right to reopen this Agreement as to purchase 

price only. At any time after Petro Star J V  receives Oil for two 

years from the Date of First Delivery (as defined in Section 

2.11), the State or Petro Star JV may exercise the right to 

reopen by giving the other party one Month prior written notice. 

Upon issuance and receipt of a notice to reopen, Petro Star JV 

and the State will promptly commence good faith negotiations in 

an attempt to establish a new purchase price. If a new purchase 

price is not agreed to by Petro Star JV and the State within 

three Months after giving the notice to reopen, either Petro Star 

JV or the State may terminate this Agreement upon nine Months 

written notice to the orher. The purchase price for Oil tendered 

during any period pending termination shall be determined in 

accordance with the price term in effect immediately before 

giving the notice of intent to reopen. If a new purchase-price 

provision is agreed to by Petro Star JV and the State, the new 

purchase-price provision shall become effective for Oil tendered 

in the Month following the written Agreement on the new purchase- 

price provision. Not less than two years after the conclusion of
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the purchase-price reopener process described above, either Petro 

Star JV or the State again may reopen this Agreement, as to 

purchase price only, by giving notice of intent to exercise the 

right to reopen. At that time, the purchase-price reopener 

process described above may again be followed and every two years 

thereafter.

2.5 No Third-Partv Intervention. Petro Star JV shall 

not voluntarily intervene or otherwise participate in any way 

regarding litigation, styled state of Alaska v. Exxon, et.al.. 

Case No. l - J U-77-847. ("ANS Royalty Litigation"), any future 

Royalty Settlement Agreements, or any reopeners or other 

discussions under or pertaining to Royalty Settlement Agreements. 

Any judgment resulting from the ANS Rovaltv Litigation, any 

future Royalty Settlement Agreements, or any reopener under any 

Royalty Settlement Agreement shall be conclusively binding upon 

Petro Star JV whether or not Petro Star JV agrees with or 

consents to the terms of any such judgment, settlement, or 

reopcner. Furthermore, Petro Star JV has no independent right to 

invoke any of the provisions of any Royalty Settlement Agreement. 

If the Royalty Value is modified in the future as a result of a 

modification of any Royalty Settlement Agreement, a 

corresponding retroactive modification will be made to the price 

term of this Agreement and interest will apply to the 

modification, whether resulting in an overpayment or 

underpayment, as set forth in Section 5.6. Petro Star JV agrees

to be conclusively bound by any such modification agreed to by
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