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EXHIBIT H CALCULATION OF PRICE

This exhibit shows the mechanics of the price calculation and data sources. Average Royalty
Value and production volumes for BP and ARCO are taken from the Royalty Reports filed by
those lessees.

Royalty Value (before field costs deduction) is taken from Column H of these reports; Royalty
Volume is taken from Column C. An example calculation using the information from November

1991, from the attached reports is shown below.

The format of these reports may change from time to time. However, the information will
remain available.

(1) (2) 3 )
Royalty Value Production

Production Volume Before field costs times Value

(Column C) (Column H) [Col 2] x [Col 3]

Lessee Barrels $/barrel Dollars
ARCO 4,904,813.86 $11,360 $55,718,685.4496
BP 3.835,974.69 $10.1400 $38.896,783.3566
Total: 8,740,788.55 Total: $94,615,468.8062

Monthly Price = Total of Column (4)
Total of Column (2)

Monthly Price = $94,615,468.8062
8,740,788.55 barrels

Monthly Price = $10.82/barrel

Exhibit B



Oil. noy r'FT SUM
REVISED 1/86
DO&G I* 3 06
DNR 10 4030

COMPANY NAME
ADDRESS
CITY, STATE, zZIP

@

Gros3 unit or
Loaso Production
(Bbls) or (MCF)

9,456,439

KRUTP NPSL

KHUTP NON-NPSL

NGLS
NON-NPSL 0.00
NPSL (ID
(1) TOTALS 4,904,813.86
« WEIGHTED AVERAGE VALUE

ARCO AUSKA, INC. A Subsidiary
ol Atlantic Richfield Company

P. O. Box 100360

Anchorage. Alaska 99510

(b) (c)

(@ x (b)
(Bbls) or
(MCF)

Working
Interost
Ownership %

CRUDENPSL
51.74%

94,934,29
CRUDE NON-NPSL
4,797,630.04
237.69
12,011.84

STATE OF ALASKA
DEPARTMENT OF NATURAL RESOURCES
OIL OR GAS ROYALTY REPORT SUMMARY

(d)

Royalty
Rato
(%)

12.50030%

12.50030%
12.50030%
12.50030%

(0)

() x (d)
(Bbls) or
(MCF)

11,867.07

599,718.15
29.71
1,501.52

NGLS ARE INCLUDED ON THIS REPORT FOR CONVENIENCE ONLY.

12.50030%

12.50030%

12.50030%

| declare thal | have examined this report, including accompanying
schedules and statements, and to thjYTyest of my knowledge and
' it is truaftorrecl, and i

TYPEDNAME Devery L. Prince

PHONE NO: 265-6045

DATE

9/91 ROYALTY ON NPSL

19-Dec-91

GAS ROYALTY: ATTACH FORM 10-422
OIL ROYALTY: ATTACH FORM 10-405

OIL AND/OR

GAS ROYALTY: VERIFICATION OF WIRE TRANSFER AMOUNTS OR A

COPY OFTHE CHECK MADE IN PAYMENT OF ITEM (5)

MUST BE ATTACHED

0.00
00))

613,116 45

SwWpj

Royalty
In-Kind
(Bbls) or (MCF)

2,410.44
121,814.75
0.00

0.00

0.00

00G

124,225.19

1
Pago 1ol 2
UNIT
FELD
ZONE
LEASE
REPORT FOR MONTH OF
REVISION NUMBER
DATE OF REVISION
9) <h) ©
Royalty Royalty Field Costs
In-Valuo Value per Bbl
() - @ $ per Bbl or MCF
(Bbls) or (MCF) or MCF
9,456.63 $11.36000 $0,000
477,903.40 $11.36000 $0 418
29.71 $11.36000 $0,000
1,501.52 $11.36000 $0,418
0 00 S0.000 $0,000
0.00 $0,000 $0,000
488,891.26 $11,360 $0,410
(3) KRUTP

(4) Less Field Costs for RIK
Lease/Rant Split Costs lor RIK
(5) Revisions (attach amended
returns) See Below
NPSL
(6) Amount Duo
(3) through (5)

AMENDMENTS: Mail With Applicable Attachments To:

($594.13)

($594.13)
ssssasssaans

State of Alaska

Department of Natural Resources
Division ol Oil and Gas

Royalty Accounting Section

P. O. Box 7034

Anchorage, Alaska 99510-7034

KUPARUK RIVER UNIT

November 1991

O]
(h) = @
Reported
Royalty per
Bbl or MCF
$11,360
$10,942
$11,360
$10,942
$0,000

S0.000

$10,950

© x 0
Royalty

In-Valuo

Dollars
$107,427 33
$5,229,218 98
$337.52
$16,429 59
S0.00
50.00
$5,353,413.42
$3,667.75
($50,918.57)

$0 00
(S594.13)

S$5.305.568.40



ARSSSOM 00

STAfrTJF ALASKA

DEPT. OF NATURAL RESOURCES
DIVISION OF OIL AND GAS
ROYALTY ACCOUNTING SECTION
P.0. BOX 107056

ANCHORAGE, AK 00510-7056

A B

I | OROSS UNIT WORKING
I I OR LEASE INTEREST
I PROD | PRODUCTION o, SHIP
I T/PE |  (BBLS) V\w
I OILCN |  0,627,B40.00 | 40.5165000
l OILTP i 26,570.25 57.1246446
I (1) TOTALS I
| 0,456,450.25 | 1
| DECLARE THAT | HAVE EXAMINED THIS REPORT,

BELIEF IT IS TRUE. CORRECT, AND COMPLETE.

SIGNED:

tide: Manager,

hate;: 12/31/91

CIL ROYALTY: ATTACH FORM 10-4C5

)

(A) X (B)
(BBLS)

5.610,455.00
14.520.70

5,655,074.40

SUE O arasta

oil royalty report summary

(E)

royalty
ROYALTY (C) X (0) 1 IN-KIND
RATE (BBLS) | (BBLS)
012.500 477,654.75 04,061.01
012.500 2.040.00
470,406.64 | 06,061.01

INCLUDING ACCOMPANYING
SCHEDULES AND STATEMENTS, AND TO THE BEST OF MY KNOWLEDGE AND

Commercial Function

VERIFICATION OF WIRE TRANSFER AMOUNTS OR A COPY OF THE CHECK MADE IN

PAYMENT OF ITEM (4) MUST BE ATTACHED.

TO DEPARTMENT OF NATURAL RESOURCES AT ABOVE ADDRESS.

Received
DEC 3 11991

roygl by ACESIING

MAIL APPLICABLE ATTACHMENTS

(5)
(4)

(5)

(6)

ANMENDMENT:
ROYALTY PAYER:

FIELD, POOL OR LEASE:
PRODUCTION MONTH:

12/25/01
17:51:01

00

BP EXPLORATION (ALASKA)
P.O. BOX IOil 12
ANCHORAGE, AK 00510-4412

KUPARUK RIVER UNIT
NOVEMBER 1001

FILING OATE: 12/51/01
PAGE: I OF 2
(©] (H) e) ) ()

® - (F) 1 H) | © X

ROYALTY ROVALTV | FIELD 1 RPTO 1 ROVALTV

IN-VALUE value 1 COSTS 1 ROYALTY 1 IN-VALUE

(BBLS) 1/B6L 1 S/fiBL 1 t/BBI | DOLLARS

560,475.74 1 010.1400 | 0.4160 005.7220 1 5,456,565.14

2,040.00 | 010.1400 1 0.4160 | 005.7220 1 15,655.75
| (2)

562,515.65 | 5,716,616.60
TOPPING PLANT 6,666.42
LESS FIELDS COSTS RIK-OIL *40,556.06

PROCESSING FEES RIK-NGLS 00.00
REVISIONS (ATTACH AVENDED
RETURNS OR RECONCILIATION) 00.00
AVOUNT DUE (S) 5,665,147.45
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Summary

The Commissioner of the Department of Natural Resources, on behalf of the state, proposes a
long-term sale of 30,(XX) 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 departrment distributed the preliminary finding and draft contract on January 23, 1992. The
public comment period ended one nonth 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 Enmire,
Fairbanks News-Miner, and the Valdez Vanguard. The mailing and advertiserments also notified
the public of the Alaska Royalty Oil and Gas Development Advisory Board meeting on
February s , 1992 in Anchorage which discussed the propased 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 ail.

Background

The State of Alaska receives as royally 12-1/2% of tre oil and gas sold from the Kuparuk River
ol field. The state may take its royalty either in-kind or invalue. When the state takes its
royalty share of oil production in-kind, it takes ownership of the oil, and the commissioner acting
on behalf of the state, disposes of the oil through either 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 are 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 of 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 ajoint venture of three Alaskan 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



30,000 barrels per day of north slope crude ail into jet fuel, marine diesel, and heating fuel. The
refinery will be constnictcd on private land purchased by Petro Star JV. The land is located
adjacent to Dayville 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 1. One hundred and ten million gallons per year is equal to 7,200 battels 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 J. Expected Refinery Products

Product Approximate Volume
Jet A 105,00 gallons per day
Heating Fuel #1 20,000 gallons per day

Mearine Diesel (summer weight) 130,000 gallons per day
Mearine Diesel (winter weight)  45,(XX) 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 of 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 nmost of the purchased
fuel in Seward, Kodiak, and Dutch Harbor.

Petro Star JV has purchased private land for the facility, has received a conditional use permit
from the City of Valdez, and hes 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 10CS N0t 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 propased royalty oil sale. The proposed
refinery, like others operating in the state, has the option of purchasing north slope crude all
directly from the north slope producers. Whilethe proposed royalty oil sale may help the
financial viability of the refinery by providing a long-term source of crude oil at a competitive
price, the decision on whether to constnict 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.



Summary of Previous North Slope Royalty Oil Sales

RIK Volumes by Company
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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-competitive sale. Through September 1991, the state had
delivered 475 million barrels or approximately 50% of its north slope royalty oil in these sales.

Figure 1 shows die amount of royalty oil sold to each cormpany since the north slope production
began. The graph shows that the amount of oil sold to each company hes varied over the years,
but that Tesoro and MAPCO have been the state’s two most consistent customers. Most crude
purchased by Tesoro is refined at its facility in Nikiski (capacity 80,(XX) barrels per day).
Chevron’s instate refining was at its 18000 barrel-per-day plant in Kenai, which ceased
production in Jure 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 of Gil and Ges.)

The competitive and quasi-competitive 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.

-5 -



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.

In-kind & In-Volume Royalty
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200.000
a 150.000
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£ 100,000
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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-competitive 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 part of the ANS Royalty Litigation (I-JU-77-847 Civil, Superior Court for the State
of Alaska, First Judicial District at Juneau)l 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 Mess Corn., ct al and has been
frequently been referred to as the Amerada Hess litigation.
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of the litigation. The price term for every former negotiated state royalty-in-kind contract hes
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 ail
production have settled their ANS Rovaltv 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
agreed-upon valuation method thet 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 certail related
adjustments contemplated under the settlement agreements with ARCO and BP, the Petro Star
JV contract will not require a retroactive adjustrment or an interim pricing method.

Competitive and quasi-competitive contracts have been priced differently. The departrent felt
that strong bidder 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 adjustrents.

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 108,000 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 volurme delivered from January through June 1991 to each company.
It also shows the last delivery date for the four canceled contracts.

Table 2. Current Royalty Contracts
Company Average Deliver Volume  Date of Last Delivery

(barrels per day)
January - Jure, 1991

GVEA: 4,730 January 31, 1992
Chevron: 22,148 December 31, 1991
Petro Stars 1,104 December 31, 1991
MAPCO 34,283 Continuing

Tesoro 40,567 Continuing

1 GVEA will continue to pay the slate its 3>C per barrel premium through June 30, 1992.
2 Chevron had two contracts. The lasi delivery under the larger contract occurred August 31, 1991.
3 Petro Star continued to pay its 35c |x:r band 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 then it hes 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 thet the companies are now purchasing more of their il directly from
north slope producers.

Summary of Proposed Contract Terms

1.

Price. The state will receive a total price per barrel that is the sum of two components:

netback value and field cost.

@ 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 obliaation 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.

() Field Cost Component. Per barrel Kuparuk River field costs as described in the
agreement that is Appendix 1 to the December 1981 Kuparuk River Unit Agreement.

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

Purchase-price Rcopener. At any time after two years following the date ail is first
delivered under the contract, the state or Kiro 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
requiremrents.  If agreement is reached, either party may re-open after a further two years.

Quantity and Source. The contract allows Petro Star JV to purchase a meximum
quantity of 30,000 barrels per day expressed as \ percentage of daily royalty oil from the
Kuparuk River Unit. 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 loss oil, subject to notice requirements
(required by the Kuparuk River Unit Agreement). Petro Star JV may meke a permanent
decrease in the meximum quantity (subject to rotice requirements) before the first
delivery of oil, and at one tine after thet date. Petr i Star may also elect to purchase less
than the maximum quantity, but it must pay a per-oarrcl reservation fee on each barrel
less than the maximum quantity thet 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 of the oil will begin the first day of the first month that is the later of:
1) seven months after the contract is approved by the Legislature and the Governor, or
2) seven months 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.

s. Ins'.ate Processing. Petro Star JV agrees to process at least 80% of the royalty oil
delivered under this contract at the propased refinery in Valdez. The state may waive this
requirerrent 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 ail is first delivered, Petro Star JV will provide an
irrevocable letter of credit equal to the Commissioner’s estimate of the value of 90-days
delivery of ail. The term of the letter of credit must be renewed 90-days before it
expires (so that the letter of credit is continuously valid for 90-days beyond any date il
is delivered). In addition, Arctic Slope Regional Corporation, an Alaskan Native
corporation with significant in-state assets, is a signatory to the contract.

Discussion of Specific Contract Provisions

This section of 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 of that contact are not discussed). The most recent one-company contract, the
GVEA-3 contract, was signed in October 1985.

Price: N0 Retro Active ANS Royalty Litigation price readjustment; no escrow. Previous non-
competitive contracts have been designed to net the state no less than the value it would have
received hed it left the oil with the lessees and taken its royalty in value. (Sometimes with the
addition of a premium). However, implementing this design has had a practical problem  Until
the recent settlements, 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-cerits 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 Litigation.

The requirement for ANS Rovaltv Litigation retroactive price adjustments provided significant
problerms both for die purchaser and for the state. It meant the purchaser is buying oil (and nust



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-kind 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 $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,

Alpetco, 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 Litigation 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 settlements of ANS Royalty Litigation price litigation
with seven companies, there is now an agreed-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 Litigation 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 Litigation adjustments. Petro Star JV has a firm
purchase price, subject to certain subsequent adjustments which may be occassioned by the
mechanics of the settlement 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 royalty-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 cnide 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 thet the state’s royalty share is only one-eighth of the
lessees’ production. Therefore, only one-eighth of the displacement effect is borme 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-value 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

OcCcur.

The "competitive effect” is more difficult to explain than the "displacement effect.” At the risk
of oversimplification, one can maintain that the actual mearket price on the west coast is above
the competitive market-price df* 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 undermine the market power of the producers and

lower the market price.

This effect wes a larger concern during 1985 and 1986 than it hes been after that time because
of 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
thet this amount of 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 = % of the north slope production and will not affect operation of the west-coast ail

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 mearkets. For these reasons, and to
encourage the jobs, income, tax, and consumption benefits from in-state refining, the propaosed
contract does not include a premium

Purchase-price Rcopener. The two-year purchase-price reopener is a standard component of
most in-kind royalty contacts. Day-to-day fluctuations in the netback value arc built into the
state’s royalty oil settlements and are a part of the contract price to Petro Star JV. The reopener
provides additional flexibility to respond to unforsecn 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 (thet was made part of the Kuparuk River Unit Agreement), the NGL field cost is still
in dispute with the lessees of the Kuparuk River and Prudhoe Bay Units.
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NGLs arc approximately 3% of the total oil volume produced from ne north slope.  Some lessees
recognize NGLs as part of the crude oil stream and report the agreed-upon crude-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 ail field sold NGLs with the
remainder of Kuparuk's crude oil stream The field cost for those NGLs s 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 are not a problem for the proposed contract. However, NGLs may be sold from
the field in the future, and the propased contract provides a method for resolving the problem,

should it occur.

The contract requires that if NGLs are sold from the Kuparuk River Unit, Petro Star JV will pay
the full producer-reported field cost for NGLs (or for any other field cost in dispute). It also
requires a retroactive adjustrent for over- or underpayment after a final, field cost has been
determined. Specifically, the contract provides thet 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 thet 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 thet Petro Star JV did not receive its full volume of
crude ail or nore oil than it contracted for by asserting thet condensate or NGLs are net crude

oil under the contract.

Best Efforts. Inits 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 thet 80%
of the roy'.Ity 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 Payment Penalty. The 1985 Petro Star contract required a monthly 1% penalty fee to all
late royally payments except for those caused by unintentional clerical errors. This contract
changes the fee to 5% per nonth to be nore in line with current commercial practices.

Interest. This contract uses a different interest rate for under- and over-payments 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 thet calendar quarter, compounded quarterly as of the last day of 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 of 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 hes
been a feature of all royalty oil disposals since the competitive sale of December 11, 1984 with
two exceptions. The Prudhoe Bay royalty oil 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 Qil, of October 17, 1984). In addition, in the 1985 Petro Star-Chevron
sale, Chevron agreed to a "backup” arrangenment to accept delivery of any volume of royalty oil
upon which Petro Star might default. That "backup” agreerment 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 Litigation settlements
effectively give the state the ability to "denominate” nmost of its ail (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 natice requirement for 95% of production, and a six-rmonth
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 wes unable to
process the il or unable to pay for it - the state would have to dispose of the equivalent of BE-
days worth of in-kind deliveries before it could retum to taking its royalty invalue. (The VA
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 ail:



30 days for the production nonth
+ 10 days for hilling (the state bills 10 days after the end of each nmonth)
+ 7 days for Petro Star to receive the hill
+ 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 tinme)

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 9314-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 9314-days of in-kind ail it wes forced to sell. That is, neglecting
fluctuations in il prices, the value of a 90-day letter of credit is approximately equal to the value
of 70-days in-kind deliveries plus 80% of the value of 9314-days of in-kind all.

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 creuit, additional security is provided by the fact that Arctic
Slope Regional Corporation is a signatory to 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 of 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 Hire. Like the state’s other long-term royalty oil contracts with in-state refiners, the
proposed contract contains a provision concerning local hire. The preferential hiring clause states
in part thet 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.
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In-state Benefit Analysis

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

Construction and Operation 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 all of the benefits of 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 of 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 of 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 Operation Benefits
(thousand dollars; figures are approximeate)

Construction Benefits Operation Benefits
Capital Investment $30,K9 Payroll $1,700 (16-20 jobs)
Capital Investment in Alaska ~ $25,000 Property Taxes $ 400
Profits Unknown

State Income Tax  Unknown
Known Total $2,1oo

Tables 3 provides some measures of in-state benents for the Petro Star JV. The table shows
estimates of potential direct benefits from operation and construction of the refinery. The direct
operation-benefits to the state are approximately $ .. 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
of Valdez. (The jobs and taxes do not include any created by downstream employment such as
additional dock workers.)

The addition of another in-state refinery might have die effect of decreasing a small proportion
of production at an existing refinery — cither 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 of the refinery.



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 pattermns 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 of kerosene wes imported into Anchorage from outside the region. It appears
that the amount of jet 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
thet the proposed refinery output will not displace all marine diesel imports into Alaska.

Consumption 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 seil most of its Jet Fuel to MarkAir Inc., and
most of the remaining product 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.

Environmental Impacts. 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 thet the economic benefits of constructing and operating the refinery cannot be ascribed
to the state’s royalty sale. The sare is true of the environmental impacts.

The Petro Star JV hes received a conditional use permit from the City of Valdez. The City of
Valdez is the appropriate at thority to consider whether such a facility is compatible with the land
use requirements of 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, tre 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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permits. That compliance will be evidence of acceptable environmental impacts.

social Impacts. The refinery will pay property taxes to tre City of Valdez, and its employees
will use city services. Tne 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 meke up for the snaller 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 of 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.
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Findings and Determinations

Competitive Bidding is Waived. | have determined in accordance with AS 38.05.183(a) ad
11 AAC 03.030 that tre best interest of the state does not require competitive bidding, and thet
competition does 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 nonths.  Contracts were canceled by Chevron (two contracts),
GVEA, and Petro Star. Once all of the deliveries under the canceled contracts cease, the state
will be taking less than 30% of its royalty ail as in-kind deliveries. This is the lowest percentage
of royalty oil taken in-kind since February 1983. The only instate refiners who are being
supplied with royalty oil are MAPCO and Tesoro, both of which purchase additional fuel from
north slope producers. As the state has more royalty oil available than it has purchasers, 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 meximum benefits to the
citizens of the state.

In accordance with AS 38.05.183(a),(c), and (g), and 11 AAC 03.010(b) and (d), I find thet
taking royalty ail in-kind and selling that oil to Petro Star Valdez Refinery Joint Venture (“'Petro
Star JV*') for use at the propased refinery in Valdez is in the best interests of the state and that
it will maximize benefits to state citizens. According to AS 38.05.183(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
thet revenues from this sale will equal the in-value altermative.

2. Petro Star JV will meke an initial investment of approximately $25 million dollars within
Alaska. The direct annual benefits to local payroll and to the purchase of local goods and
services is nmore than $2.1 million. While the proposed sale may increase the financial
viability of tre refinery, the extent to which these benefits can be ascribed to the proposed
contract is unknown.

3. The existence of 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 thet could be mede from 1,(XX) barrels per day translates to an
annual consumer saving of approximately $153,0¢9. The two companies thet 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 of new
employment and a larger tax base for Valdez are expected to be welcome benefits to thet
city’s declining property tax revenues and outweigh whatever additional social costs and
responsibilities, if any, thet 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 hes little or no environmental effects. The
major permanent construction and operation impacts are the land-use and air-quality
impacts. The fact thet 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 are 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 thet process.

6. 10 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 instate investrents. It will provide
increased competition for existing in-state refineries.

Criteria Weights. 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 mttking 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 hes the
potential to lower product prices. Finally, the department examined the criteria to determine thet
the sale would not create any unacceptable environmental or social impacts.

Contract Prices Are Acceptable. Under 11 AAC 03.091(b), | find thet in establishing the price
of this royalty oil contract, the department has obtained a price that is equal to the volume-
weighted average of settled royalty netback value applicable to the oil thet is being sold, plus
field costs incurred by the royalty share. The 94.5% of Kuparuk production thet 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 of that production is an acceptable benchmark for final value due the state.
Therefore, 1 find there is no need for a retroactive adjustment upon resolution of further ANS
Rovaltv Litigation claims.
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Conclusion. Under the tems 0f 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 tenms, 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.
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Appenendix A: AS 38.05.183(e) and AS 38.06.070(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 part 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 anarded by the commissioner to the prospective
buyer whose proposal offers the maximum benefits to citizens of 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 of the state;
and

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

AS 38.06.070. Criteria, (@ Inthe 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 of present and projected local and regional needs for oil and gas
products andby-products, the effect of state of federal commodity allocation requirements
which mightbe applicable to those products and by-products, and the priorities anong
competing needs;

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

(4) the projectedsocial impacts of 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 et 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 pattemns of investments.



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

The department sent either a copy of the preliminary Fnding and draft contract, or a notice
announcing its availability to a 450-person 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.



A laska Legal Research
Joseph A. Sonneman, BS..M.A_, Ph.D., J.D., EsQ.-

324 Willoughby, Juneau, Alaska 99801
PH: (907)463-2624 FAX: (907)463-3802

Director

Division of Oil & Gas

Box 107034

Anchorage, AK 99510 February 15, 1992
Dear Director Eason: re: Rovaitv. Oil Sales

Here are my comments on the proposed sale of royalty oil to
Petro Star Valdez Refinery (or to anyone else, for that matter].

1. During the ALPETCO (a Hammond-era refinery project] days,
I was a cab driver and once took to their private jet a trio of
ALPETCO executives or lawyers or lobbyists [one was Cathy Chandler,
now Sen. Stevens® wife]. They talked about their legislative game
plan en route: it was to delay and do nothing. Nothing 1is what
they did. ALPETCO built no refinery, but I think ALPETCO did make
substantial profits off the State"s royalty oil until its contract
was Tinally cancelled.

2. Therefore, 1in any other royalty oil sale:

a. The refinery must be built BEFORE the oii 1is sold to it!
(oa_| -M <31

b. There must be a COMPLETION BOND to ensure that the
refinery is indeed built.

3. Refineries— and their following petrochemical industries-
-are wonderful examples of value-added processing that Alaska
should do much more of. Great!

4. However, the State of Alaska should keep at least 50% of
the oil that 1is run through such a refinery and petrochemical
plant, just BECAUSE of the value added by that processing. At the
time of ALPETCO, the value of plastics from one barrel of oil was
said to be about $3500. I don"t know what it is now, but if Alaska
sells the oil for $15-20 and the products made from that oil sell
for $3500 or more, Alaska 1is getting the short end of the stick!

Much better for Alaska to CONTRACT with Petro Star or other
refineries and petrochemical operators to PROCESS State of Alaska
oil, than for Alaska to SELL the oil outright and let other folks
make all the profit off resources that belong to all Alaskans. In
Other words, TOE STATE OF ALASKA SHOULD SELL PETROCHEMICAL
PRODUCTS, NOT CRUDE OIL. The terms of trade favor producers of
manufactured goods, not extractors of natural resources.

Thank you for your attention. RECEIVED
Sincerel & cordiall
Y Y ~R 2, mo
-CUV. OF OIL &

Joe Sonneman



WALTER J. HICKEL, GOVERNOR

DEPT.OF «c ATURALRESOURCES

DIVISION OF OIL AND GAP

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 this insurance. The contract docs 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 market. 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 docs not produce these products. Rather, it will produce lower-value fuels
such as jet-fucl, and marine diesel. The large profits that you foresee arc unlikely to exist. During the last
year, the Chevron refinery in Kcnai closed and three other companies canceled their royalty oil contracts
with the state. Rather than the possibility of large profits, there is now lower demand for in-state 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 royally 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,



WALTER J. HICKEL, GOVERNOR

HEIHKTIVIUNT OF LAHOIt PO BOX 21140

JUNEALL ALASKA 99802-1149

OFFICE OF THE COMMISSIONER FHONE (507) 452700

FAX (907) 4652784

February 14, 1992

James E. Eason, Director

Alaska Department of Natural Resources
Division of Oil and Gas

P.O. Box 107034 ppR 1 A 292
Anchorage, AK 99510 DW OE9Il.&eAS

received

Dear Mr. Eason:
Re: Proposed Royalty Oil Sale to Petro Valdez Refinery Joint Venture

We have received and reviewed the Preliminary Finding and Determination regarding
the above referenced royalty oil sale proposal. While we have no recommended
corrections or additions to the report, we applaud your efforts to maintain the State’s
revenue while simultaneously promoting in-state processing ofour natural resources.
We understand from your report that the refinery project is not dependent on the
proposed sale, but that a long-term source may be attractive to the jointventure from
a business planning perspective.

Su:cess in your efforts will lead to increased direct and indirect employment and a
belter life style for our citizens. As we pointed out in our January 17, 1992, news
release, the December unemployment rate in Alaska was 10.1% compared to 7.5% a
year earlier. In the Valdez-Cordova census area, the December unemployment rate
was 12.2%, up from 11.2% in December 1990. It is our hope that projects such as
this will successfully lead to increased employment of Alaska residents who will
benefit from greater in-state processing of our natural resources.

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

Sincerely,



WALTER J. HICKEL, GOVERNOR

DEPT.OF NATURALRESOURCES S
DIVISION OF OIL AND cns FHONE i s

March 3, 1992

John A. Abshire, Acting Commissioner
Department of Labor

P.O. Box 21149

Juneau, Alaska 99802

Dear Mr. Abshire:

Thank you for your letter supporting the Preliminary Finding and Determination for 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,

/ames E. Eason
Director



\MLLWAF

Prince William Sound Conservation Alliance

P.O. Box 167
Valdez. AK 99686

(907) 835-2799
NO «* Fax (907) 835-5395

February 24,1992
James E. Eason, Director
Board Memhors  Alaska Dept, ol Natural Resoutces
Division ol Gil and Gas

Box 107034
Vince Kelly Anchorage, Alaska 99510 received
President
Ted Moninski, Project Review Coordinator
Alaska Division ol Governmental Coordination rrR 27
Nancy R l.elhcoe  Southcentral Regional Olfice i
Vieo-Presiilenl 3601 C Street, Suite 370 DW.OFOU-&GAS

Anchorage, Alaska 99503-6930

JoAnn Lmuirell Svend Brandl-Erichsen, Regional Administrator
Saaeiary~rreasurcr  Alaska Dept, ot Environmental Conservation
Southcentral Regional Olfice
3601 C Street, Suite 1334
Kim McCarty Anchorage, Alaska 99503-5930

Stan Stephens Re: Pelro Star Relinery JV; State of Alaska Royally Gil Contract.
Air Control Permit.
. Coastal Consistency.
I-AOCiitive Director
) Prince William Sound Conservation Alliance (PWSCA) has concern that your agencies
David P. Janka  are failing to take the problems related to the Petro Star Relinery JV (Petro Star) project
as described in our comments dated January 15,1992 seriously. State and Local

Administrative Coastal Management Program (CMP) as well as state and federal permit requirements
Assistant are being undermined with the result being a loss of safety to workers, the public and
the environment. The problems we cited are still unresolved, despite the fact that the

Nancy Phelps Alaska Department of Environmental Conservation (ADEC) has issued their air permit

and the Alaska Division of Governmental Coordination has issued a ruling in favor of
coastal consistency The proposed sale conlract lor Alaska royally oil should not
proceed.

COASTAL CONSISTENCY:

Zoning decisions arid permits were made by the City ol Valdez on October 7, 1991
without any site specilic geological/seismic studies at hand. Now the Stale Division ot
Governmental Coordination is using those city decisions to supporl their coastal consis-
tency tmdmgs.

Nearly 3 months alter the City of Valdez made those decisions and after the end ol the
public comment period (which itsell was flawed—see PWSCA comments ol 1/15 92),
Dowt Engineers of Anchorage under conlract with Petro Star released nothing more



than a summary ot what they have stated are their" .findings and opinions regarding the seismic stability
ol The planned refinery in Valdez, as well as our assessment of the potential lor olher natural hazards to
impact the site.”

Findings, opinions and assessments fall far short of a site specific geotechnical/seismic study Without
such a study, no credibility can be given to the siting ol this facility. In (act, when PWSCA did a literature
search and contacted experts in Ihe field of geological hazards related to the area in question, we found
nothing but extreme and obvious problems related to giound stability, seismic wave runup and river
flooding. The full study (il (here is one), and not a press release, on the geotechnical and seismic hazard
aspects ol this project must be issued and made available for review. Until this is done, neither ihe public
nor the government agencies whose responsibility it is to prolect lhe public and the environment can be
sure whal is fact and what is Ihe opinion of a paid contractor.

PWSCA discovered errors in calculations done by Cl 12M Hil, Ihe company contracted to work out Petio
Star’s Air Permit Application. Possible errors or omissions in Dowl Engineers' work cannot be known, as
there are no calculations or study available for review. However, there are statements made in their
summary which contradict our findings, although both were taken from many of the same sources, (see
PWSCA comments 1/15/92)

NPDES PERMIT:

There is ng City wastewater syslem lor Petro Star to connect into in the vicinity of Ihe proposed refinery
sile for disposition of stormwaler discharges. There has been nothing lo dale that has shown lhat Petro
Star will not be discharging into waters ol Ihe United Stales. This would require them to obtain a National
Pollution Discharge Elimination Syslem (NPDES) Permit. PWSCA wonders how many times this fact
must be staled before someone catches on that Petro Slar is trying to undermine the permitting piocess.
Or are we again seeing agencies and government following some hidden agenda?

AIR PERMIT:

When PWSCA discovered errors in CH2M Hill's calculations in Pelro Star's Air Permit, there were addi-
lional errors discovered by the Alaska Departmenl ol Environmental Conservation (ADEC) and/or CH2M
Hill within that particular part of the permit. The additional errors were worked into the calculations by
CH2M Hill and il turned out Ihat they slill had not brought emissions over a 100 tons/year permit thresh-
old. These errors, and the manner in which paid contractors are left to their own reviewing and editing, put
Ihe reliability of Ihe permil calculalions in question. PWSCA had requested that an independent review of
Ihe application be initiated by ADEC or ihe Cily of Valdez. No such review tias taken place. Until such a
review takes place and proves that Petro Slar is meeting all permit requirements this project should not
be allowed to proceed. This review must also take into account pads ol this project which are being left
out.

INCOMPLETE PLANS:

Pelro Slar has failed lo give lull information on the distribution ol their producl. PWSCA is still adamant
that all aspects of this project be taken into consideration when permits and rulings are being made. Petro
Slar already has plans lor additional lank farms and very different plans for transportation ot their product
than those stated in their pcrrmi applications, (see PWSCA comments 1/15/92)

SPILL CONTINGENCY PLAN:

Al this lime PWSCA asks that an Qil Spill Coniingency Plan (C Plan) be formulated lor this project as
soon as possible Before Slate Royally Contracts are signed or any olher aspect of this proiecl is allowed
lo proceed, the C-Plan must be put together and approved, PWSCA leels that this is impodant m Ihat Ihe
site lor ihis facility lies within a rich biological area and Dial because ol the expansive tidal Hats, river



deltas, salmon spawning and rearing habitat and wetlands that lie adjacent to the site, a responsible and
oltective C-Plan is not likely to be achievable To wail until Pelro Star is ready to start up their refinery tor
an approved C-Plan again tails to adequately protect lhe environment, (see PWSCA comments 1/15/92)

Prince William Sound Conservation Alliance wishes to again stress our concern over the complacency to
earthquake hazards that is pervasive throughout state and local government as well as industry. Ol any
place on the face of this Earth, Alaska should be the most aware and prepared for the inevitable occur-
rence ol a major earthquake. Unfortunately, this is not so. The responsibility for the safety of the public
and the environment falls into your hands. We hope that you will lake our concerns seriously, back up a
few steps, and reconsider this project as presented.

Thank you. Please feel free to contact us with any questions or for any further information.

Sincerely,

Executive Director

cc. ADEC Valdez; ADF&G; ADNR; EPA; USF&WS; Army Corps of Engineers: City of Valdez; Petro Star:
Alaska Representative Gene Kubina; State Senators Jay Kerttula and Curt Menard; House and Senate
Resource Committee; Regional Citizens Advisory Council; Valdez Fisheries Development Association;
Jeff Sauer, attorney & Sierra Club Legal Defense Fund; Trustees for Alaska; Alaska Center for the
Environment; KCHU radio; Valdez Vanguard: KVAK radio and The Pioneer, Anchorage Daily News;
Anchorage Times



\N«-LM/V,
Prince William Sound Conservation Alliance

P.O. Box 1697
Valdez. AK 99686
(907) 835-2799
Pax (907)835-5395

‘ames E. Eason January 30, 1992
Director

ADNR/Division of Oil and Gas

Bo:-: 107034

Anchorage, Alaska 99501

Dear Mr. Eason,

| meceived information concerning the sale of state royalty oil to Petrc
Star Valdez Refinery 07 today. Trince William Round Conservation A lli-
ance (PWSCA) will "ubmit comments on the proposed sale before the Febru-

sry 24, 1992 deadline. At this time though we wish to share with you our
comments concerning this project submitted earlier this month to ADEC
and ADGC in reference t.o the air permit and coastal consistency review.
(Document attached)

To summarize our comments at this time: PWSCA with a membership of
nearly 300, with approximately 100 of those living here in Valdez, feel
strongly that this project has been misrepresented, poorly engineered,
ana shows a lack of responsibility to the safety and well being of the
community and the environment. In short this project should not be al-
_owed to proceed.

Also at this time PWSCA wishes to request that the February 6,1992 meet-
ing of the Alaska Royalty Oil and Gas Advisory Board be teleconferenced
through the Legislative Information Office system to at least Valdez and

Juneau.

Thank you and please feel free 10 contact PWSCA for any further informa-
-ion or questions.

incere ly,

ecutive Piroc



VN'LUAAf

Prince William Sound Conservation Alliance

(foowi
o ( gr- P.O. Box |<97
Valdez. AK 996X6
' (907) 835-2799
nob-15 Fax (907) 835-5395

Board Members Svettd Brandt-Erichsen January 15. 1991
Regional Administrator

Alaska Dept, of Environmental Conservation

Southcentral Regional Office

3601 C Street. St. 1334

Anchorage. AK 99503-5930

Voice Kelly
Prcsuleni

Nancy P. Lethcoe

Vicel’rcsiilem Ted Moninski
Project Review Coordinator
JoAnn Luiullelt Alaska Division of Governmental Coordination
Socrcisin(Treasurer Southcentral Regional Office

3601 C Street. St. 370
] . Anchorage. AK 99503-5930
Kim McCariv
Re: Public Comment for Air Quality Control Permit Application (ADEC Eile
Sian Stephens No. 9124-AA001) and Consistency with the Alaska/Valdez Coastal Manage-
ment Program (State I.D. No. AK 011223- 12A) from Petro Star Refinery JV.

To whom it may concern:

The Prince William Sound Conservation Alliance tPWSCA) will provide
arguments that the Petro Star Valdez Refinery JV (Petro Star) has submitted
incomplete plans for their project including insufficient data on which to base a
determination of 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 Eile No.

9| 24-AAOQOQIL. and rule on the projects inconsistency with the Alaska/Valdez
Coastal .Management Programs S ue I.D. No. AK 011223-12A.

INCOMPLETE PLANS:

I'ailurc to imhulc plain for ,h\in, ttion of product The project as il is pie
seined primal ih covers the lacilit itself and not the transportation ol us



product or other plans discussed by Petro Star. These excluded elements include both immediate

.uni future additions of off-site storage, product loading facilities and product pipelines. Without
this information, neither the total impacts of the project on the area nor the total air emissions can
be adequately reviewed or assessed as required by the Coastal Zone Consistency review process

and the Alaska Department of Environmental Conservations (ADEC) permit review process.

Petro Star s application is 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
1 km. (7 mi.) from the refinery site to the proposed Loop Rd. tank farm. These facilities would
cross and/or be adjacent to wetlands, salmon spawning/rearing habitats, three major waterways
and the Valdez Old Town site (condemned because of earthquake hazards after the March 27.
I9M Earthquake). They would also create additional emissions in respect to the air permit.

Ilowever. 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 (AMSA) and at a
joint meeting sponsored by ihe City of Valdez to address concerns about the proposed Petro Star
Refinery project held November 5. 1991 (Joint Meeting). They arc detailed further in a City of
Valdez memo of December 2. 1991 (Appendix |). 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 F.witig of die United States Environmental Protection Agency
(EPA) indicated that the EPA was concerned that the project did not consider how the product
would be transported noting that the F.PA would prefer to see the project as a whole, that is. from
die lime product leaves the Trans-Alaska Pipeline System until it is delivered to the market. Mr,
Ew mg indicated that an Army Corps of Engineers permit might be necessary depending on die
method of transportation (Joint Meeting, tapes). PWSCA encourages the EPA. ADEC and
Coastal Zone Consistency review to require consideration of the Petro Star project as a whole.

Incomplete information on the total cumulative ejjects from protect: The cumulative impact
upon the air quality ol Port Valdez air containment area from the total Petro Star Project must
also be addressed. The Peiro Star permit application provides incomplete information on die
cumulative effects ol emissions from trucks, tankers, tugs or barges themselves and on the safety
concerns ot additional truck (ratfie on die Richardson Highway and the narrow, residential Loop
Road. Il the proposed Loop Road tank farm is used, there would be three transfer:-of product
creating additional en issions during loading as well as additional lank losses. It is .lie position ol
PWS( \ that all emr -ions and aspects of this proiect must be taken into consideration during the



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

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

1) There is 110 municipal system in the area, so a 9.5 km. (6 mi.) extension to the Valdez
wastewater treatment system would need to be constructed. No funds are allocated in the City of
Valdez budget for either a feasibility or engineering study for the extension or for its construc-
tion.

2) 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 it 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), no 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 of discharging stormwater
runoff to ad jacent 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
an NPDES permit review. At this time Petro Star has not demonstrated that wastewater will not
he 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 the Coastal /.one Constituency Review process. If Petro Star fails to obtain a pemiit. EPA
has 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
lisheries 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 the Valdez

business community. then sAVSCA encourages Petro Star to apply for all permits in a timely
manner.

liti ompletc mi,nmotion ,m nnphancc to the Xational Emissions Standards for Hazard< \n
I'olliaants rciimremenis /</ ninn m S Mi Ewing indicated 1 the Joint Meeting that the Vi-



tional Emissions Standards lor Hazardous Air Polluiants (seciiou on refineries) might apply to
Petro Star's activities and suggested they look at pertinent sections of the law (Joint Meeting,
tapes). The application does not address this question.

\DEC 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-roof 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/vear 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
(Petro Star's contractor) but ihe new total VOC emmision 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 of this application PWSCA wonders what other errors of this nature are yet to be found
in the document? Theretore PWSCA stonglv requests an independant review be initiated by
ADEC and made available for public review before a decision is made on Petro Star's permit.

HSD review required: According lo federal law. if Petro Star emits more than 100 tons per year
or has the capability ol emitting more than 100 tons per year, it is required to undertake a Point
Source Determination (PSD) review. PWSCA believes Petro Star’s application 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 to evaluate Petro Star's permit application using both the
tederal and state standards. li is uncertain at this time whether this has been done.

Modelling for die dispersion ol air polluiants andficld-iesting ofmodels: PWSCA remains
concerned about where pollutants will go alter 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 smug ol the reliners is ol concern u the residents ol Valdez because it lies within the 100
year Hood plain on the outwash delta ol be Lowe River, which raises unanswered questions
concerning the site's geological suiinbili \ lor this type of use. In brief, the site is unsuitable for
the following eight reasons.

1 It is on unconsolidated sediment* m a known mass wasting zone ulownslopc movement



of rock, soil and olher debris), (cl. Valdez Coastal Zone Management Plan).

2) It is on the flood fringe of a braided outwash plain of the glacier fed Lowe River system,
(cf. 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 (0.5 mi.) of a lineament (i.e., a linear surface feature that may be an
indicator of earthquake faulting) (1972, Seismology and Geodesy).

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

5) It is in an area that subsided during the 1964 Earthquake (Tectonics).

6) There are no publicly available core samples and geotechtonic engineering 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 during an earthquake.

7) The site is within an Alaska Department of Natural Resources (DNR) recognized crucial
rated habitat area and adjacent to a 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 I: 3-175).

8) The shoreline adjacent to the proposed site is mudflats and salt marsh. At this time,
NOAA 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; ISCC 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
the Valdez City Council when the area was rezoned and a conditional use permit issued, because
the required detailed geotechnical 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 rezoned 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
available 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-
son indicated that when the s' idy was completed that for the most part only the results and not
ihe body of the study would | <released. It is PWSCA’s position that the results plus supporting
data must be made available h r peer and public review before a Coastal Consistency review can
commence. This position is h.»,ed on the statement at the Joint Meeting made by Ms Beits n



from the Division ol' Governmental Coordination (DGC'i iliai the geological suitability of the site
would be considered as part of the Coastal Consistency Review. (Joint Meeting, tapes and p. 10).

f"WSCA Literature Search: In the absence of a formal geotechnical study that is available for
peer review. PWSCA conducted a literature search for information pertinent to the site's geo-
physical suitability for a refinery. The following comments are based on this literature search as
indicated by references and supported by the professional judgements of recognized authorities.

The permit application and previous public and written comments by Petro Star indicate a lack of
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.
I9K7 passim.). The Alyeska 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 on bedrock.
These sites were chosen for their stability during an earthquake and for protection from seismic
induced waves as the elevation gained reduces the risk from wave damage.

I'ras and cans of sitiin; the relinery <nan alleuviaifan: The proposed site lies on an alleuviai
fan which may overlay Lowe River delta sediments and finer grained marine sediments. PWSCA
found some disagreement between geologists on the suitability of the site for construction.

Suitability a] surface sails: Combellick maps surface deposits on the site as alleuviai fan material
consisting of 57.5% gravel. 42.-W sand and 0.1% silt (Combellick, 19N7). No borings were
taken. However, estimated thickness is less than 20 in; 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 to an earthquake induced ground failure for al-
leuviai 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
istics of specific sites.

Disadvantages a/ spcctlic sue  According to Coulter (1966), unconsolidated alleuviai fan
sediments are an acceptable alternative when held in place by bedrock islands as in the case of
new town Valdez tCoulter, 1966. p. C35). Coulter. ad other US Geological Survey scientists
and engineers consulted by PWSCA indicated that because of the area's seismic activity, there is
a significant risk that substantial marine landslides of the adjacent delta material would permit a
lateral movement of the unconsolidated alleuviai fan sediments, creating significant ground
breakage as occurred in the old Valdez town site. Map 16 in the Rarthquake Tectonic Studies
indicates that this area moved laterally 16 to 19 feet in 1964.

Summary: The difference between Combellick and Coulter lies in their scope: Combellick o
discussing only the suitability oi the surface soils m general without regard to their specific
location and other lactors: Coul er is considering the soils plus their location and other geO|0 ie.il
factors. Since the question is no whether the soils at the proposed site are suitable in general or
foundations, but whether the soi . in tins specific location adjacent to an overly steepened dei i
are suitable. PWSCA believes tl it Coulter's observation on the importance of the bedrock



islands as a rcstraininu wall is significant. There is no such restraining bedrock formation to hold
the alleuviai fan in place at the proposed Petro Star site.

Risks associated with line-drained sediments: Soils with the greatest risk of instability and
potential liquefaction are fine grained sediments, such as those at the eastern end of Port Valdez
iCoulter. p. C 14ft. (' 55i. The risk is also substantially increased in areas were a high water
table exists. Soils in the vicinity of old town and between Old Town and the Lowe River are
known to belong to this high risk from surveys and core samples taken immediately after the
1% 4 Earthquake (Coulter, p. C14-15 ). 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 Alleuviai Fan with its restraining
bedrock formation was clearly a better site for the City of Valdez. However, as indicated above,
USGS scientists did determine that mass wasting at the Valdez Old Town site caused some local
subsidence due to lateral movement (16 to 19 ft. lateral movement). USGS surveys show subsi-
dence at the east end of Port Valdez ranging from 0.6 ft. near the Petro Star site to 3.5 ft. at the
Old Town site (Terrains, personal communication).

Because information on the proposed site is limited, PWSCA consulted several geologists con-
cerning the possibility of ground breakage associated with either subsidence or lateral movement
in the event of a major earthquake. Studies of similar alleuviai 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 found on the south side of the Lowe River if a geologist had been available to look for
it in 1964.

Possibility of subsurface fine-drained sediments at the Petro Slar site: Although no core samples
were taken along the delta on the south side of the Lowe River (proposed Petro Star site). Coul-
ter noted: "Inasmuch as materials carried by the Lowe River have been transported much farther
than those on the rest ol the delta, presumably they would generally have a finer grain or particle
sil.e. (Coulter, p. C 151" Because subsurface soils at the proposed Petro Star site may have a
greater portion of fine grain sediments, the risk of potential liquefaction may be even higher. The
Valdez Coastal Zone Management Plan probably did not classify this as a potential liquefaction
area because of the lack of specific geotechnical information. Absence of information cannot be
used as an argument for or against the area’s susceptibility to liquefaction: however, it is a good
reason to require that geotechnical information be provided for review prior to permitting the
construction of the 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 to receiving a Coastal Zone Consistency determination.

\bsence of stic-specific information on uibsurjai. ; 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 die area. PWSCA has een unable to find any State or Federal agency
which has taken core samples on the Petro Star si No cores have been taken by the U.S.
Geological Survey's Alaska Geological Survey P anch or by the Menlo Park Branch The Stale



ol Alaska's Division of Geology has not taken ;inv core samples. Furthermore, despite requests
for information. Petro Star has not released any information regarding private 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).

ATVAI tram tsunamix: The Petro Star alleuviai fan. unlike the Valdez City location, has no bed-
rock outcropmgs to hold the unconsolidated alleuviai sediments in place or to protect the site
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 during earthquakes
(Coulter, p. C7-C1X ) creating turbidity currents. Some of these have generated local tsunamis or
seiches as happened in 1964. According to USGS reports, the 1964 seiches generated a water
surge of 6-9 m. (20-30 ft.) in the eastern end of Port Valdez. The Petro 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 shows 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 (Coulter, p. C9).”

Risk <learthquake ditrtny lifetime af 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
ajacent to the proposed Petro Star site) slid into Port Valdez (Coulter. C7-9).

Risks Inmi streamhank era.simt and flooding: In addition to earthquake associated risks, the site
is also exposed to the risks ol' meanderings of the Lowe River and from a 100 year Hood. Ac-
cording to the Federal Emergency Management Agency (1983), “The risk of experiencing a rare
flood increases when periods greater than one year are considered. For example, the risk of
having a flood which equals or exceeds the 100-year flood (one-percent chance of annual occur-
rence) m any 50-year periods is about 40 percent (four in ten) and. for any 90-vear period, the
risk increases to about 60 percent (six in ten). The analyses reported here reflect flooding poten-
lials based on conditions existing in the community at the time of completion of this study, (p.
6)." The areas in Texas that have been flooded for the past month were in the 100 year flood
plain. This is the second time in three years that some of these communities have been llooded.

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 braided glacial stream has moved from along the northern edge of
the valley to the southern side and is causing erosu n of alleuviai fans upstream from the Petro
Slar sue. If the river continues its present course, tl ere is a possibility that river hank erosion will
become a problem in the vicinity ol die Dayville Road bridges near the Petro Star alleuviai fan.
Such activity is normal lor a braided stream. It can be controlled to a limited degree by instream
gralel mining and placement ol riprap, but according to a hvdrologisi consulted by the City of



Valdez "there is no practical way to obtain stable streams in those areas where glacial sediment
loading is occuring (GEOMAX.19X9. p. 19).

lti.sk litmi breakage Oj mi icc-thunmed luke: in the past, the Lowe River has experienced cata-
strophic floods from the breakage ot ice-dammed lakes that have caused sudden and dramatic
changes in the river's course. At the present, there are no ice-dammed lakes in the Lowe River
drainage. However, during conversations with glaciologists of the USGS. the current absence of
ice-dammed lakes does not mean they will not reappear in the future, since the glaciers, them-
selves. are still active (Post, personal communication).

Risk offlanding from mass wasting of slopes as a result of logging: The city of valdez has
requested that DNR offer state land on tributaries feeding the Lowe River for rimber harvest.
Experience in Southeast Alaska and other areas throughout the world show that logging on steep
slopes in areas of high precipitation can lead to serious mass wasting and Hooding when streams
are blocked and temporary lakes form.

As our testimony indicates, various branches of the State and Federal government and the City of
Valdez have conducted surveys and studies indicating 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 bv 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 iis implications.

Disastrous translatory landslides initiated by the earthquake of 1964 amply
proved the correctness of 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 QOil Spill. The information and concerns presentee here go beyond this
protect and this community and need to be in the forefront of planmnc throughout Southcentral
Alaska, I-ei us not mm become complacent about the realities of ean quake hazards and then
learn the hard wav as we did in 19X9 about the transportation of North Slope Crude oil through
Alaska s waters.



Following ihe 1964 Earthquake, the U.S. Geological Survey stated:

“Ports, docks, and canneries obviously have to be built close to the shore. But the
Alaskan experience indicates that te hazards are enormously compounded ifsuch
facilities are built on steep-faced deltas or other deposits of unconsolidated materials
that are marginally stable i nder seismic conditions. At many places, such deposits
offer the only level surfaces near tidewater for easy or economical construction. If they
must be utilized, advance knowledge that they are vulnerable to future earthquakes 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 siting of the refinery in an area of known geological and hence, economic and environ-
mental risk.

With the exception of some losses experienced by commercial fishermen, U.S. courts do not
hold companies responsible for the economic losses caused by their oil spills (Gibbon, 1991).
Processors, canneries, cannery workers, suppliers, tour and charter 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 risk 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 prices in Fairbanks than in Anchorage despite the fact
that a Mapco refinery is located in the Fairbanks area. Location of a refinery in Valdez does not
necessarily mean that fuel (trices will be lower in the Valdez area. Thus, unless there is a contrac-
tual agreement with Petro Star guaranteeing lower price fuels to the Valdez area, it is premature
to count on increased business in the transportation and tourism 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 its
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 survivors of any victims. Although the decision to deny or
issue Petro Star a permit or consistency determination should be based on a commitment by
government to protect the lives, property and environment within their jurisdictions. PWSCA
recognizes that legal obligations are often a stronger argument. Recently, courts in California
have held that cities which issue building pemiits for sites with known geologic hazards are
liable for damages to property and life resulting from structural failure s during an earthquake.
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FAILURE TO FOLLOW ADMINISTRATIVE PROCEDURES ACT:

Inadequate and insufficient public notice for comment period: There has also been an inadequate
and insufficient notice for the public comment announcements about this proposed project. The
first notice in the local Valdez paper was in the January 9, 1992 isssue 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 notice 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 does not meet the requirements of the Administrative Procedures Act for public notice.
PWSCA has been told that lawyers areholdin'g 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
circulation in Valdez of 325 households. The Valdez Vanguard, a weekly, reaches approxi-
mately 1000 households. Most Valdez residents do not look for public notices 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 period be restarted when proper public notice has been given
to the people of Valdez.

CONCLUSIONS

The potential risk of loss of life and an oil spill occuring as the result of structural failure during
an earthquake, tsunami or Hooding appears high. PWSCA recommends that before a Coastal
Consistency determination is made that the applicant be required to do a detailed geophysical
analysis, seismic engineering study including borings to 100 feet (as DOT does for bridges and
should also include a shaking amplification model), do an oil spill risk assessment, and make all
studies available for 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 en purchasing pieces of refineries over the past 10 years and that this

is what they would use to eonstruct a refinery here in Valdez. The EPA requires the be t avail-
able icchnoloev.



The time table publicized by Petro Star tor 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 Pile No. 9124-AA001) and rule that this project is inconsistent with the Alaska/
Valdez Coastal Management Program and Consistency review (State 1.D. No. AK911223-12A>

Il it has not become obvious lhat 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
been minimized if Petro Star had tried to involve the public in a constructive pre-planning role.
Por example, in March of 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
ol 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
Ihat too often characterizes the relationship 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, ihe Yukon Pacific Review Committee is working out well, although it is
still too early to tel! how well the environmental community's input will be utilized. The Yukon
Pacific approach does not necessarily guarantee that a project will receive full support from the
environmental community nor does it mean that input from the environmental community will
be used in a meaningful manner. However. PWSCA is committed to the idea of working to-
gether with industry to iry to constructively identify potential problem areas in a project at an
early stage, so that the company has the opportunity to respond in a timely manner and the risk
ol litigation delaying a project is reduced. We regret that Petro Star did not wish to pursue such
an approach. We expect that ihe experience with Yukon Pacific will continue to be positive and

productive and hope that in the future oilier companies will follow Yukon Pacific's lead (Appen-
dix 11).



Thank you lor this opportunity 10 comment and feel free to contact us with any questions or for
any further information.

Respectfully submitted by.

Executive Director

Attached:
Bibliography.
Appendices 1&2 (addresseeonly).

cc: ADEC Valdez: Alaska Dept, of Fish and Game; ADNR: EPA; Army Corps of Engineers;
City of Valdez; Petro Star; Alaska Representatives: Gene Kubina: State Senators Jay Kerttula
and Curt Menard: Regional Citizens Advisory Council; Valdez Fisheries Development Associa-
tion: Jeff Sauer, attorney & Sierra Club Legal Defense Fund: Trustees for Alaska: Alaska Center
for the Environment: Northern Alaska Environmental Center: Alaska Conservation Foundation:
Cordova District Fisherman United: Oil Reform Alliance: Marine Advisory Program; Public
Awareness Committee for tite Environment: Greenpeace. Anchorage; Sierra Club, Anchorage:

KCUU radio; APRN radio: Valdez Vanguard: KVAK radio and The Pioneer; Anchorage Daily
News: Anchorage Times.
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'!i WALTER J. HICKEL, GOVERNOR

ey
DEPT.OFMTURA1DESOURCES A
PHONE: (907) 762-2553
DIVISION OF OIL AND GAS

March 3, 1992

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 Slar 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 are 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 Coasistency Permit. However, the concerns outlined
in your letters are within the jurisdiction of other agencies, not of DNR.

For example, your letters include concerns with the spill contingency plaas (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 ori 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 die state is receiving a price is equal to the in-valuc

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 lhat 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,

Director



Appendix C: Changes to the Preliminary Finding and Draft Contract

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
ambiguous with respect to when late payment penalties are 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 tine 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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SOUTHEAST ALASKA SEINERS ASSOCIATION
P.O. BOX 9579

KETCHIKAN, ALASKA 99901
(907)225-5156

April 3, 1992

Senator Lloyd Jones
Alaska State Senate
P.O. Box V

Juneau, Alaska 99811

Dear Lloyd,

I have closely reviewed the CS for SB 457, dated 4/3/92. This CS
does address the concerns, | expressed at the April 1st hearing in
Senate Resources. I strongly encourage you and all the members of
Senate Resources to support this CS as written.

On behalf of the Southeast Alaska Seiners Association, | would like to
thank you for your interest in the protection and management of our
wild salmon stocks.

Kathryn Troll
Executive Director
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SUMMARY OF CHANGES MADE TO APRIL 1,.1992 PROPOSED CS FOR SB457 TO
REACH APRIL >O0ODRAFT CSSB457 (RESOURCES)

Throughout new version;

"to achieve sustained yield" is changed to "consistent with
sustained yield."”
Reason: "achieve"” was stronger mandate and burden than State

Constitution and other statutes require. Constitution
requires "on the sustained yield grinciple."

This language change will keep this directive about wild
stock priority at a consistent level of obligation.

Other changes:

Page 1. Sub-section (a)

First word, "Fisheries™ 1is changed to "Fish Stocks."
Reason: This makes it clear that the goal of sustained yield
of wild stocks applies to ALL management decisions regarding
fish, not only to the management of the HARVEST of fish
(fisheries)

Page 1, Sub-section fTh)
Just a wordage change from "enhanced fish stocks™ to "fish from
enhanced stocks™
Reason: clarity of meaning as FISH, rather than STOCKS,
return to enhancement projects

Page 2, Sub-section (c¢)
Throughout this section, references to fish that are "surplus"™ are
changed to references to fish "not needed for broodstock™ and "in
addition to the fish needed for broodstock."

Reason: Term "surplus™ was less accurate and descriptive

Throughout this section, "offset the <cost of operating the

enhancement project” has been replaced with vreference to the

harvest and sale of fish to "obtain funds for the purposes allowed

under AS 16.10.450 or 16.10.480 (d)." (cost recovery statutes)
Reason: To make it clear that the board may provide for
harvest of fish for ALL cost recovery allowed under law
(including such things as debt retirement), not ONLY the
operating costs.

"Return” of fish is changed to "harvest"” of fish for cost recovery
Reason: Clarify that it is the actual harvest and selling of
fish for cost recovery that may be provided for, not just the
allowing of fish to return to the project.

In last line of sub-section (c), deleted "may adopt criteria for
determining the reasonable needs of enhancement projects for
surplus fish and"
Reason: Phrase was not necessary for purpose of the sentence
which was to state that the board may adopt a plan for
managing fisheries which will provide enhancement projects
with the fish they are allowed under cost recovery statutes.
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7-L.S2171K]
Utermohle
4/3/92

CS FOR SENATE BILL NO. 457 (RESOURCEYS)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - SECOND SESSION

BY THE SENATE RESOURCES COMMITTEE

0ffered:
Referred:

Sponsor/s): SENATE RULES COMMITTEE BY REQUEST OF THE SENATE SPECIAL COMMITTEE ON
DOMESTIC AND INTERNATIONAL COMMERCIAL FISHERIES

A BELL
FOR AN ACT ENTITLED

1 "An Act relating to management of wild and enhanced stocks of fish; and amending the

2 definition of ‘fishery.™

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

4  * Section 1. AS 16.05 is amended by adding a new section to read:

5 ARTICLE 5. MANAGEMENT OF FISH AND FISHERIES.

6 Sec. 16.05.730. MANAGEMENT OF WILD AND ENHANCED STOCKS OF HSR

7 (a) Fish stocks in the state shall be managed consistent with sustained yield of wild fish stocks

8 and may be managed consistent with sustained yield of enhanced fish stocks.

9 (b) In allocating enhanced fish stocks, the board shall consider the need of fish
10 enhancement projects to obtain brood stock. The board may direct the department to manage
11 fisheries in the state to achieve an adequate return of fish from enhanced stocks to enhancement
12 projects for brood stock; however, management to achieve an adequate return of fish to
13 enhancement projects for brood stock shall be consistent with sustained yield of wild fish stocks.
14 (c) The board may consider the need of enhancement projects authorized under

o1 CSSB 457(RES)

New Text Underlined (DELETED TEXT BRACKETED]
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AS 16.10.400 and contractors who operate state-owned enhancement projects under AS 16.10.480
to harvest and sell fish produced by the enhancement project that are not needed for brood stock
to obtain funds for the purposes allowed under AS 16.10.450 or 16.10.480(d). The boaid may
exercise its authority under this title as it considers necessary to direct the department to provide
a reasonable harvest of fish, in addition to the fish needed for brood stock, to an enhancement
project to obtain funds for the enhancement project if the harvest is consistent with sustained
yield of wild fish stocks. The board may adopt a fishery management plan to provide fish to an
enhancement project to obtain funds for the pirposes allowed under AS 16.10.450 or
16.10.480(d).

(d) In this section, "enhancement project” means a project, facility, or hatchery for the

enhancement of fishery resources of the state for which the department has issued a permit,

* Sec. 2. AS 16.05.940(12) is repealed and reenacted to read:

(12) "fishery" means a specific administrative area in which a specific fishery
resource is taken with a specific type of gear; however, the Board of Fisheries may designate a
fishery to include more than one specific administrative area, type of gear, or fishery resource;
in this paragraph,
. (A) "gear" means the specific apparatus used in the harvest of a fishery
resource; and
(B) "type of gear" means an identifiable classification of gear and may
include
(i) classifications for which separate regulations are adopted by the
Board of Fisheries or for which separate gear licenses were required by former
AS 16.05.550 - 16.05.630; and
(if) distinct subclassifications of gear such as "power" troll gear

and "hand" troll gear,

CSSB 457(RES) .

New Text Underlined (DELETED TEXT BRACKETEDJ
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A lask a
Trollers

A ssociation
REPRESENTING ALASKA TROLLERS

130 Seward St., No. 213
Juneau. Alaska 99801
(907) 586-9400

April 3, 1992

Senator Lloyd Jones, Chairman
Senate Resources Committee
Pouch V

Juneau, AK 99811

Dear Senator Jones:

On behalf of the Alaska Trollers Association (ATA), | would like to
issue support for the April 3, 1992 committee substitute for

SB 457. This bill seeks to affirm Alaska®s commitment to its
fisheries resource by mandating a wild stock management priority;
a policy which ATA has endorsed for many years.

Salmon fishermen throughout the state have been the beneficiaries

of more stable fisheries due to hatchery programs. In addition,
many wild stocks have enjoyed reduced fishing pressure because of
the presence of hatchery fish. Unfortunately, one side-effect of

hatchery production has been the confusion which has arisen, due to
the lack of a definitive management policy regarding wild stocks.

The success of the fishing industry is deeply rooted in the health

of our natural runs of fish. Our members recognize an obligation
to sustain healthy populations of fish and do not wish to see
enhanced runs given preferential treatment over wild. Also, our

fishermen are concerned that without clear statutory wording, the
potential exists whereby traditional fisheries could be disrupted
to accommodate the needs of hatchery facilities.

ATA believes that by adopting the language in SB 457 the intent of
the state, to protect wild stocks of fish above all others, is made
sufficiently clear to the Board of Fisheries and the Department of
Fish and Game. Without such language, increased levels of
frustration, and subsequent polarization of fishing and hatchery
interests, 1is likely. This would be unfortunate, given the obvious
benefits that have been realized through our enhancement programs.
Finally, it should also be noted that the Jlanguage 1is not so
restrictive as to prevent the Board of Fisheries from choosing to
provide adequate passage of hatchery fish for cost recovery, so
long as wild stock needs are given first priority.



Thank you for your efforts on this important piece of legislation.
IfT 1 can be helpful on this or any other issue, please do not
hesitate to contact me.

Sincerely,

Dale A. Kelley
Executive Director



CHANGES PROPOSED TO SENATE BILL 457 BY THE DEPARTMENT OF FISH AND
GAME

The department®s proposed changes are underlined and the language
that is deleted is set in brackets.

Sec. 16.05.730. MANAGEMENT OF WILD AND HATCHERY STOCKS OF
ANADROMOUS FISH, () [The Board of Fisheries] Salmon fisheries 1in
the state shall [manage fisheries 1in the state] be managed to
achieve sustained yield for wild [anadromous fish] salmon stocks.

(b) In [managing] allocating hatchery produced
[anadromous fish] salmon stocks, the board shall consider the need
of [anadromous Tfish] salmon hatcheries to obtain brood stock. The
board may [manage] direct the department to manage salmon fisheries
in the state to achieve an adequate return of hatchery produced
[anadromous] salmon stocks to hatcheries for brood stock; however,
management to achieve an adequate return to hatcheries for brood
stock may not prevent achievement of sustained yield for wild
[anadromous fish] salmon stocks.

(c) The board may consider the need of hatcheries
authorized under AS 16.10.400 to harvest and sell fish produced by
the hatchery that are surplus to the needs for brood stock to
offset the cost of operating the hatchery. The board may exercise
its authority under this title as it considers necessary to direct
the department to provide a reasonable return of surplus fish to a
hatchery to offset the cost of operating rhe hatchery, if the
return of surplus fish to the hatchery, or the harvest of surplus
fish by the hatchery, does not prevent achievement of sustained
yield for wild salmon [anadromous fish] stocks. The board may
adopt criteria for determining the reasonable needs of hatcheries
for surplus fish and may adopt a fishery management plan to provide

surplus fish to a hatchery.



DEPARTIVENT? OF FISH AVD GAMVE
POSITION PAPER
Bill Number: SB 457

Sponsor: Senate Rules Committee by Request of Senate Special
Committee onDomestic and International
Commercial Fisheries

Bill Title: *An act relating to management of wild and hatchery
stocks of anadromous fish; and amending the definition of

"fishery. ™
Department Position: Support

Legislative Intent: The purpose of this legislation would be to
specify inAlaska statute that in managing stocks of enhanced and
wild fish, sustained yield ofwild fish stocks should receive the
number one priority. This Jlegislation would also clarify the
authority of the Board of Fisheries to deal with the brood stock
and cost recovery needs of enhancement programs.

Effects of legislation on department programs: This legislation
would not change any department programs. The effect of this
legislation would be to put into statute the current policy of wild
stock priority that the department follows 1in the management of
wild and enhanced stocks.

«
There has been a considerable amount of confusion and controversy
surrounding the management and allocation of hatchery stocks.
This 1legislation would have the benefit of clarifying for the
public what the policy 1is going to be in the management of wild and
enhanced stocks.

Commissioner’s

Date
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CS FOR SENATE BILL NO. 457 (RESOURCES)
IN THE LEGISLATURE OF THE STATE OF ALASKA

SEVENTEENTH LEGISLATURE - SECOND SESSION

BY THE SENATE RESOURCES COMMITTEE

0ffered:
Referred:

Sponsors): SENATE RULES COMMITTEE BY REQUEST OF THE SENATE SPECIAL COMMITTEE ON
DOMESTIC AND INTERNATIONAL COMMERCIAL FISHERIES

A BILL
FOR AN ACT ENTITLED

"An Act relating to management of wfld and enhanced stocks of fish; and amending the

definition of ‘fishery.™

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

* Section L AS 16.05 is amended by adding a new section to read:
ARTICLE 5. MANAGEMENT OF FISH AND FISHERIES.

Sec. 16.05.730. MANAGEMENT OF WILD AND ENHANCED STOCKS OF FISH.
(@) Fish stocks in the state shall be managed consistent with sustained yield of wild fish stocks
and may be managed consistent with sustained yield of enhanced fish stocks.

(b) In allocating enhanced fish stocks, the board shall consider the need of fish
enhancement projects to obtain brood stock. The board may direct the department to manage
fisheries in the state to achieve an adequate return of fish from enhanced stocks to enhancement
projects for bnxxi stock; however, management to achieve an arfrgnaTr. return of fish to
enhancement projects for brood stock shall be consistent with sustained yield of wild fish stocks.

(c) The board may consider the need of enhancement projects authorized under

. el«. CSSB 457(RES)
Nev Text Underlined (DELETED TEXT BRACKETED]
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AS 16.10.400 and contractors who operate state-owned enhancement projects under AS 16.10.480
to harvest and sell fish produced by the enhancement project that are not needed for brood stock
to obtain funds for the purposes allowed under AS 16.10.450 or 16.10.480(d). The board may

exercise its authority under this tide as it considers necessary to direct the department to provide

1

2

3

4

5 a reasonable harvest of fish, in addition to the fish needed for brood stock, to an enhancement
6 project to obtain funds for the enhancement project if the harvest is consistent with sustained
7 yield of wild fish stocks. The board may adopt a fishery management plan to provide fish to an
8 enhancement project to obtain funds for the purposes allowed under AS 16.10.450 or
9

16.10.480(d).
10 (d) In this section, "enhancement project” means a project, facility, or hatchery for the

11 enhancement of fishery resources of the state for which the department has issued a permit.

12 * Sec. 2. AS 16.05.940(12) is repealed and reenacted to read:

13 (12) "fishery" means a specific administrative area in which a specific fishery
14 resource is taken with a specific type of gear; however, the Board of Fisheries may designate a
15 fishery to include more than one specific administrative area, type of gear, or fishery resource;
16 in this paragraph,

17 . (A) "gear" means the specific apparatus used in the harvest of a fishery
18 resource; and

19 (B) "type of gearl means an identifiable classification of gear and may
20 include

21 (i) classifications for which separate regulations are adopted by the
22 Board of Fisheries or for which separate gear licenses were requited by former
23 AS 16.05.550 - 16.05.630; and

24 (if) distinct subclassifications of gear such as "power*' troll gear
25 and "hand" troll gear;

CSSB 457(RES) . -2-
Nev Text Underlined IDELETED TEXT BPACXETEDJ



AVENDMENT

TO: CS FOR SENATE BILL NO. 457

IN THE LEGISLATURE OF THE STATE OF ALASKA

SEVENTEENTH LEGISLATURE - SECOND SESSION

A BILL
FOR AN ACT ENTITLED

"An Act relating to management of wild and enhanced stocks of
anadromous fish; and amending the definition of "fishery."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 16.05 1is amended by adding a new section to

read:
ARTICLE 5. MANAGEMENT OF FISHERIES.
Sec. 16.05.730. MANAGEMENT OF WILD AND ENHANCED STOCKS OF
ANADROMOUS FISH. (a) Fisheries in the state shall be managed

consistent with [to achieve] sustained yield for wild fish stocks
and may be managed consistent with [to achieve] sustained yield of

enhanced fish stocks.

(b) In allocating enhanced fish stocks, the board shall
consider the need of fish enhancement projects to obtain brood
stock. The board may direct the department to manage fisheries in
the state to achieve an adequate return of enhanced fish stocks to
enhancement projects for brood stock; however, management to
achieve an adequate return to enhancement projects for brood stock
may not be 1inconsistent with [prevent achievement of] sustained

yield for wild fish stocks.



(©) The board may consider the need of enhancement projects
authorized under AS 16.10.400 and contractors authorized who
operate state-owned enhancement projects under AS 16.10.480 to
harvest and sell fish produced by the enhancement project that are
surplus to needs for brood stock to offset the cost of operating
the enhancement project. The board may exercise 1its authority
under this title as it considers necessary to direct the department
to provide a reasonable return of surplus fish to the enhancement
project to offset the cost of operating the enhancement project if
the return of surplus fish to the enhancement project or the
harvest of surplus fish by the enhancement project is not
inconsistent with [does not prevent achievement of] sustained yield
for wild fish stocks. The board may adopt criteria for determining
the reasonable needs of enhancement projects for surplus fish and
may adopt a management plan to provide surplus fish to an
enhancement project.

(d) In this section, "enhancement project"™ means a project,
facility, or hatchery for the enhancement of fishery resoures of
the state for which the department has 1issued a permit.

* Section 2. AS 16.05.940(12) 1is repealed and reenacted to read:

— see CSSB 457 for the language of this section -



PRINCE WILLIAM SOUND AQUACULTURE CORPORATION
P.O. BOX1110 ,
CORDOVA, ALASKA 99574

* 1

. Mril 6,199

Senator Lloyd Jones, Chairman
Senate Resources Committee.
Alaska State Senate

P.O. BoxV ''c
Juneau, Alaska 99811 r

Dear Mr, Chairman:
1 I *

*

On April 1st, | testified before your committee on Senate Bill 457. A written cjopy of that testimony is
included in your committee's, files.

Prior to the time that | testified, a committee substitute for Senate Bill 457 was discussed by the
committee. Atthe close of my testimony, an in response to a question from Senator Menard, |

tentatively agreed to the language in the Bill.

Sincethat date, | have received the Committee Substitute and have had an opportunity to discussit -
with some members of our board of directors. We are supportive of CSSB 457 as written.

Thankyou very much for providing uo the opportunity to participate in this legislative process.

President'

cc PWSAC HXCOM Members:
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Petersburg Vessel O wners Association

P.O. Box 232
Petersburg, Alaska 99833
Phone (907) 772-9323 Voice and Fax

Maroh 23. 1992

Senator Dick Eliason, Chairman

Senate Special Committee on Domestic 4
International Fisheries

P.0O. Box V

Juneau, Alaska 99811

Dear Dick,

Now that the King and Tanner crab season has closed, PVOA
members have had an opportunity to review the Legislative
Hatchery Report. Our sincere thanks to you, your staff, and
others who worked hard to make this report possible.

Without a doubt, PVOA ™ primary oon"oern with regards to the
State"s hatchery program is the health and viability of our
natural wild salmon etookB, Here in Southeast, fishermen have
long recognised the importance of our wild salmon runs. It is
extremely important to PVOA members that these stocks be given
a priority, We Buggest that statutory language be adopted
which would give wild stocks preferential management treatment
relative to hatchery raised fish.

We do not believe the State should have an obligation to
guarantee either a return of broodstock nor stocks for cost
reoovery needs. However, we would reccmmend that the
Department of Fish & Game continue to regulate commercial and
sport fisheries to obtain escapement goals of wild stocks to
natal streams. These same management taohniquea would also
serve to protect a return of broodetook to hatchery site3.
What 1B good for the wild stooke in their natal streams should
also benefit the hatohory stocks at hatchery sitcB. Efforts
should be made to protect broodstock but in no way to guarantee
it.

Adopting a clear wild stock priority in State statute which
clarifies the Board of Fisheries requirement for hatchery
broodstock and cost reoovery stocks is action that could easily
be: undertaknn and quickly, The concept of statutory
clarification of a wild stock priority which specifically
indicates that the State haR no obligation to guarantee a
return of cost recovery stooks to hatcheries 1is supported not
only by PVOA, but. the United Fishermen of Alaska Roard of
Directors and Southeast Alaska Seinern as »<ell.

Chapter VI of the review deals with the current planning and
permitting process. PVOA would support the idea of tho
development of a statewido planning and produotion proeesH
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provided there 1is regional input. It is important to develop
statewide goals and objectives, Bach region is ultimately part
of the whole picture, the direction a region takes directly and
indirectly affects all other regionB. State facilities, as
well aB PNPs, need to comply with a planning and permitting
process, with the same requirements for monitoring and reviow.

Due to our concern for the nogative impacts of hatchery
production on wild stacks, we support many of the options
listed in Chapter VJ.T of the review. PVOA members-speci final ly
oited the following options:
Evaluation of how well the current hatchery program protects
wild salmon from the negative effeotB of hatchery salmon.
¢0btaining consensus about research priorities concerning the
.interaction of hatohery and wild fish, coordinating future
studies, and deciding how and when to apply the results of
those studies to current management praotioes.
¢Placing greater emphasis on management concerns in the
permitting process in order to protect wild stocks.
¢Re-exarainat.ion of escapement goals 1in order to maximize wild
productivity.
¢lncreased use of marking and tagging programs to monitor
interactions between hatohery and wild populations.
¢Policy development, to minimize 1inbreeding and straying,
including an evaluation of remote releases.
¢Monitoring hatchery stocks to determine extent of straying
and intermingling.

We are anxious to examine the recommended management actions
resulting from the Cordova workshop. Please send us a copy cf
the proceedings when they become available.

PVOA members believe it is important for the State to initiate
research to learn more about the dynamics of wild salmon
stooks. We are troubled to learn about, problems developing 1in
Oregon and Washington concerning impacts of hatchery production
on wild stocks. Wc are concerned about the State®s lack of
knowledge about wild salmon stocks. IfT sometime in the future,
wild stocks are found to be in peril here in Alaska, tho value
of hatcheries may be very significant if they could be made
into central incubation facilities.

We have several concerns with regards to Chapter VIII which
deals with funding. PVOA believes it may be appropriate to
consider reatriotjng further hatchery development or increased
production until the Legislative eoonomio ooot-bonefit studies
uro complete and a full assessment of the hatchery program can
be made. Members are particularly concerned that any major
additional production should be dinoouraged unless new markets
are ent.ubl ished to handle the increase.

In addition, criteria is needed to show that u public benefit
existl.h before granting permits and loans. A detailed
coml./benefit analysis would be in order and a specific
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indication of tho "significant contribution”™ to the common
proporty fiaherj.ee. For existing hatcheries whioh are not
making a "aignifioant contribution™ to the common property
fisheries* a mechanism roust be developed to close such
facilities. Fishermen cannot be expected to continue to fund
those facsilitics if no one but the hatohery operators are
receiving benefits.

In addition, we believe the following options have merit:
#A.n analyain of the enhancement tax program is needed to
determine I)whether coats arc distributed 1in proportion
to benefits and 2) the impact of a mechanism to allow
specific goar groups to opt out of the program or pay 1in
proportion to tho enhancement benefits they reoeive.
*1)eve.lopment of an auditing mechanism to ensure that annual
PNP operating costs, paid by loans, enhancement tax
receipts, and cost recovery, are "reasonable™.

basically the Review oontaina alot of good suggestions for
improving our State hatohery program. Of course one of the
tantamount problems is that of funding, for research, planning
and the RPT process, hatchery operations, tagging and marking
studies, etc.

Many of our members have commented that when the idea of a
State hatohery program was first introduced they saw it as an

opportunity to provide minimal steady production of salmon. A
program that could help take the extreme highs and lows out of
the annual salmon runs. Instead, wa have a situation in which

hatchery production has been a financial drain on fishermen 1in
Southeast, we have a new group oompeting for markets, there are
poor quality coBt recovery fish being placed on the markets,
efforts have been made to restriot traditional fishing
opportunities in order to protect hatohery stocks, etc. And
then on top of al] this, no one foresaw farmed salmon being a
factor to reckon with.

PVOA members arc disenchanted with the direction of the State’s
hatchery program. We hope that you will take our suggestions
under sorious consideration. We are sincerely interested 1in
continuing this important review process and are willing to
assist you and your staff in any way possible.

Sincerely,

Kris NoroBz
Director



SOUTHEAST ALASKA SEINERS ASSOCIATION
P.0. BOX 9579
KETCHIKAN, ALASKA 99901
——————————————————— (907) 225-5156
March 9.1992

Senator Dick Eliason, Chair

Senate Special Committee on
Domestic and International Fisheries
P.O. Box V

State Capitol

Juneau, Alaska 99811

Dear Dick.

In addition to the oral testimony given by Jim Bacon. President of Southeast Alaska
Seiners (SEAS), | am submitting more detailed comments on behalf of SEAS. To assist
in your review, I will address my comments to the list of possible options in th

Executive Summary.

Wild Stock Priority
The top hatchery priority for SEAS is to seek statutory clarification on giving wild
stocks preferential management treatment relative to hatchery raised fish.
Support:
Placing awild stock priority into state statutes which clarifies Board of Fisheries
requirement for hatchery broodstock and costrecovery stocks.
Rationale for Action:

*The lack of statutory direction prevented the Board of Fisheries in 1991 from
acting on awild stock preference proposal for Southeast Alaska.

* Legislative history indicates that legislative intent was to protect wild stocks.

*In some regions of the state there already is serious concern for the
negative impact of hatchery production on wild stocks.

* UFA Board of Directors recently passed a motion supporting statutory
clarification for a wild stock management priority which clearly identifies that the
state has no obligation for assuring a hatchery's costrecovery.

Recommendation:
Add a new section to AS 16. Chapter 10, Article 8 which states:

Obligation for Management of Hatchery Stocks. In managing
commercial and sport fisheries that involve hatchery raised fish, the department
shall grant a preference to the protection and sustained yield of wild stocks. In
managing for awild stock preference the department recognizes an obligation to
manage commercial and sport fisheries to return broodstock to the hatchery site in
the same manner as it regulates fisheries to obtain a return to spawners to natural
streams. While the department will not institute any irregular restriction on the
traditional fisheries, it will strive for an escapement of spawners suffcient for
stocking the hatchery. In managing for a wild stock preference, the department
does not recognize any obligation to manage commercial and sport fisheries to
return cost recovery stocks to the hatchery site. This however, does not prevent the
Board of Fisheries from promulgating regulations at the request of regional non-
profit associations to alter commercial and sport fisheries for a return of cost
recovery stocks.



Hatchery Permitting
Another major concern of SEASis to tighten up the permitting and funding
programs for hatcheries.

Supjd2Tt:
Aspartof permitreview and solicitation of state loans, adding new criteria to show

public benefit, including marketability, a detailed cost/benefit analysis instead of a
financial analysis, an indication of a 70% contribution to be made to the common
property fishery, and ability to mark and recover fish. Institute a 10 year permit
renewal requirement that would include the same criteria.

Rationale for Action:
* Regional hatchery associations have over time developed internal policy

that reflects the criteria mentioned above. Itwould be sound state policy to extend
this "check” to all hatcheries.

* UFA supports the Regional Planning Teams adopting a guideline of 70%
contribution to common property fisheries in their evaluations of hatcheries.

* Ifall hatcheries had gone through this type of review when initially
applying for a permit, much of this hatchery overview mighthave been
unnecessary.

* With the potential risk of impacts on the state's common property fisheries, a
mechanism for the timely revocation of a permitis necessary.

Biological Concerns

While legislators can not be expected to evaluate and assess the genetic health and
biological diversity of wild stocks that have been co-existing with hatchery stocks,
general policy and priority direction can be given to ADF6cGand other research
institutions. Given the experience in the State of Washington, more effort should be
taken in Alaska to protect the biological health of wild stocks. To this end. SEAS
supports these options listed in the Executive Summary:

* Evaluation of how well the current hatchery program protects wild salmon
from possible negative effects of hatchery salmon.

* Conducting research to define the minimum conditions for imprinting for
remote release programs. >

*Placing a greater emphasis on management concerns in the permitting
process in order to protect wild stocks.

* Increased use of marking and tagging programs to monitor interactions
between hatchery and wild populations.

*Review of currentand future programs for their compliance with the state
genetics policy.

Production Review
Given the results of last summer's pink salmon season, i.e. lack of sound markets, and
small weight of pinks across the state, SEAS believes it is fair to surmise that the
impacts of major hatchery production are no longer confined to one region of the
state. Yet, there is no mechanism for a statewide review and modification when
hatchery production crosses the threshold of inter-regional impacts. This matter
was the subject of a vigorous debate at UFA’S fall 1991 meeting. One of the outcomes of
that meeting was a letter to Commissioner Rosier asking for a production overview
through the Regional Planning Teams. UFA has yet to recieve a response from
Commissioner Rosier. Before commenting further on other possible options, we
would like to learn how and when ADF&G will address this critical concern. Perhaps,
the Committee could pursue this further with ADF&G.



Fair Funding
Because of the structure within Regional Aquaculture Associations, it may have been
assumed that the user groups that pay the lion’sshare of tax revenues would receive
a sizeable share of the returning fish value. This has not been the case for all
regions. In fact, in some cases just the opposite is occurring because it is easy to vote
to spend someone elses money. Assuch we support this option:
Support: Analysis of the enhancement tax program to determine the impact of a
mechanism to allow specific gear groups to opt out of the program or pay in
proportion to the enhancement benefits they receive.

While I recognize that the legislative overview will continue on for some time. SEAS
urges the Senate Special Committee on Domestic and International Fisheries, to
immediatedly address the outstanding need for wild stock statutory clarification. The
Board of Fisheries has requested this direction. More importantly Alaska's wild
salmon heritage deserves this critical recognition.

In closing, | must commend the legislative staff that put this concise but
comprehensive report together. The Executive Summary did an excellent job of
laying outavery complicated issue in a simplified, informed manner. Notonly did I
enjoy reading the Draft Report, but | learned a lot too. Please extend my appreciation

for their efforts.

Thank you for the opportunity to provide input. Please call if you have questions or
desire more feedback.

Executive Director

c.c. SEAS Board of Directors



Southern SoutheastRegionaIAquacuItureAssociation,lnc.

2121 Tongass Avenue
Ketchikan, Alaska 99901

Phone: (907)225-9605
Fax:  (907) 225-1348

March 4, 1992

Senator Dick Eliason, Chairman
Senate Special Committee on
Domestic and International Fisheries
P.O. Box V

State Capital

Juneau, Alaska 99811

Re:  Report of the Legislative Review of the Alaska Salmon Enhancement Program

Dear Senator Eliason:

Thank you for the opportunity to comment on the review of the Alaska salmon enhancement
program. This was a timely and monumental task. | will address only a few points for

your committee to consider.

Chapter IV -

1. Hatchery fish should be tagged (marked) with a representative number. Serious
consideration should be given to mass marking.

2. Hatchery operators should pay for the marking, but the state should be responsible
for the recovery and evaluation.

3. Marking will greatly reduce the mix-stock management problems.

4. Wild stock should be a priority for management.

5. The quality issue can be resolved by changing management practices.
Chapter V -
1 There should be management protection of hatchery broodstock in the near terminal

area but there should be no consideration for cost recover}'.
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2. Enhancement should supplement the fisheries not dominate a fishery.

3. Economic development fisheries should be secondary to a wild stock priority or a
supplement fishery.

Chapter VI -

1 Permits should be issued only if the enhancement effort provides a minimum of 60%
(after broodstock) to the common property fishery.

2. If the permittee does not meet the 60% common property interception within four
years after reaching the permitted capacity, the permit should be revoked.

3. Enhancement planning should be on a regional basis, not a state wide basis.

4. The state should increase funding for planning and expand the role of the regional
planning teams, such as recommendations for allocating enhanced fish.

5. All permits, including state permits, should be subject to the same RPT review as
PNP permits.

6. Regional associations should retain siting preference. By statutes, the regionals
represent a broader public interest and represent all user groups. Non-regionals do
not. Therefore, the public interest is best served by giving preference to regional
PNP’s.

7. A moratorium should be declared on increased! production until the economic
evaluation is completed.

Chapter VII

1. The state should fund research to study straying and genetic concerns. There is no
consensus among top scientist on how the genetic policy should be changed.

2. The current genetic policy is the best in the nation. It should be changed only when
science documents a change is needed.

3. The state should fund an ocean carrying capacity study.

4. Remote release sites should not be considered the same as a hatchery site. Terminal

wipe-up fisheries do not impose genetic problems, if the site is suitably separated
from wild stocks and the species are matched to the site according to the policy.
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Chapter VIII

1.

s

DOCED should develop written policies or regulations on how low interest rates are
to be established, and deferment periods should be based upon the species being

reared.

DOCED currently applies the maximum interest rate and the minimum initial
deferral period. This is creating excessive and unnecessary costs to the program.

The loan fund should be capped at its current level and let it revolve as intended.

A Dbetter distinction should be made between regional and non-regional PNP’s.
Currently, regionals only have 26.7% of the total debt and only 6.5% of their total
revenue in operational loans. Also, regionals have not used the loan fund for
operations for many years. The non-regionals have 53.9% of their total debt and
45.5% of their total revenue in operational loan. Also, the non-regionals have existed
for as long as the regionals, but yet most of the non-regionals still depend on
operational loans. There should be a limit on how long loans can be made for
operations. A maximum of four years after reaching full production should be

applied.

The regionals have the enhancement tax; therefore, it is understandable that the non-
regionals would need more operating funds in the start up years. But it is unwise
to put regionals on unsound financial basis to assure funds are available to the non-

regionals for operative loans.

It should not be forgotten that should a non-regional default, the state will be the
looser. However, ifa regional defaults, the fishermen will continue the enhancement
tax until the loan is paid. The state never looses on a regional loan; therefore, as a
lending practice, DOCED should treat the non-regionals as a much higher risk and
fund them more conservatively. This has not been DOCED's practice as evidenced
by how highly leveraged the non-regionals are.

Chapter X

1

2.

Incentives should be given to processors to develop new markets and new product
forms to help the marketing issue.

The state should continue funding ASMI.

Chapter XI

Alaska must be more aggressive in getting the chinook quota increased from the
U.S./Canada treaty.
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Any user group which is impacted by a treaty quota should be assigned a percentage
of the quota. Currently, commercial sport charters are not covered by a percentage
of the chinook quota and arc impacting the commercial trollers.

Any change in environmental regulations for fish hatcheries should be consistent
with current, cost-effective technology. If more stringent regulations are developed,
the state should provide the funds for existing hatcheries to come into compliance.

my comments are helpful.

Iya

| Manager
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February 24, 1992

Senator Dick Eliason, Chairman

Senate Special Committee on Domestic and International Fisheries
Alaska State Legislature

P.0. Box V

State Capitol

Juneau, Alaska 99811

Dear Senator Eliason-*

Thank you for providing me the opportunity to review and comment on
the Executive Summary of the "Draft Report of the Legislative
Review of the Alaska Salmon Enhancement Program."

The Special Committee and others who ©prepared this Report
performed a service not only to those directly involved 1in the
Alaska Salmon Enhancement Program but also to the general public in
both Alaska and other states and countries impacted by the progranm.
If the achievements and potential of Alaska salmon ranching are to
be realized, a better understanding must exist about the intent of
the Alaska Legislature 1in establishing the program, how it has
evolved, 1its current status and options for the future.

In your attachment letter you particularly requested comment on the
lists of options following each chapter. My observations are on
options and Report discussion of which 1 am knowledgeable.

I was employed from 1980-90 by the Alaska Department of Fish and
Game (ADF&G) Division of Fisheries, Rehabilitation and Enhancement

(FRED) as Salmon Rehabilitation and Enhancement Coordinator. In
that position | administered the private non-profit (PNP)
aquaculture program, regional planning teams (RPT) salmon

production planning, and individual state and private hatchery
management planning.

My position in FRED involved extensive policy planning for mixed

stock fisheries and allocation of enhanced fish. The options
developed for Chapter v, FISHERIES MANAGEMENT, on pp- 6.7
highlight some of the policy issues 1 addressed. Options and
conclusions about mixed-stock fishery management, and

responsibility for funding such management tools as tagging have
never been fully agreed-upon by either government or the users.
Yet, fish tagging, other stock identification programs and the data
they supply hold many of the answers about harvest quality and

quanti ty.
The exchange between attorneys, reported in Chapter V, LEGAL ISSUES

RAISED BY THE BOARD OF FISHERIES, on the subject of"...perceived
ambiguities in Alaska statutes relating to wild stock and hatchery

Resource and Education Planning » Governmental Relations « Ee6nomlc Analysis « Communications
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fish management..."™ 1is interesting but too partisan to provide
direction, except, maybe, for the August, 1990, letter prepared by-

Stephen White.

Throughout the development of the PNP hatchery program, protection
of the wild stocks has always been the major consideration in
permitting hatchery sites. Unfortunately, during the program®s
early days in the haste to produce fish, both the state and private
sectors did not fully grasp the need to plan and control locations
and magnitude of releases so that returns would not conflict with
wild stock management, conservation and preservation. Until a few
year ago when enhancement production from hatcheries or remote
release sites took on major fisheries management and economic
implications, the PNP and state programs, generally administered by
mid-level management except when political considerations dict<
higher-level involvement, functioned Jlargely without Board
Fisheries or ADF&G top management direct involvement.

Alaska Statute (AS) 16.10.440 was amended in the 1970*s to restrain
the Board of Fisheries from being 1involved 1in the permitting
process for PNP hatcheries. However, the Board clearly maintained
under statute its authority to regulate hatcheries after they were
permitted in order to control those areas about which there is now
concern--fish production and harvest.

In my experience, the Board®"s only made one overt attempt to set
policy under 1its statutory responsibility over the PNP program.
During an informal work session, members agreed that PNP hatchery
operators could conduct harvest activities in the "special harvest
area" (SHA), designated 1in the PNP hatchery permit, until cost
recovery needs were met. This conclusion was never recorded as an
official action. So, to this day <confusion remains about the
aquaculture associations®”™ jJurisdiction over the SHA and their
ownership of returning fish, even though the Board could have
clarified that matter with formal action.

An effort was made 1in 1984 to address the question of SHA fish
ownership and other hatchery-related issues by a joint committee of
the ADF&G, the Alaska Department of Commerce and Economic
Development, The Alaska Attorney General s Office and the
aquaculture associations. This group agreed that the Board could
clarify the management, escapement and allocation issues for all
hatcheries through the process of setting policy and developing
regulations that addressed any ambiguities 1in the PNP statutes.

Four issues concerning management of returns to PNP hatcheries were
identified. They were:

1. Management of common property fisheries for mixed stocks
containing hatchery returns;
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2. Management of segregated returns to PNP hatcheries;
3. Priority uses of fish in excess to corporate escapement

goals at PNP hatcheries;

4. Methods and gear employed during PNP hatchery special
harvest to satisfy corporate economic goals.

An issue paper, proposed policy and regulations to clarify the
Board®s role in the allocation of enhanced fish were prepared for
Board consideration at its winter meeting at Sitka on February 1,

1985. Unfortunately, before they could be considered at the
meeting at the meeting, at someone®"s request the materials were
removed from the agenda. Almost five years passed before the

issues again surfaced, this time 1in a crisis mode.

Then in 1989 the Board directed the Prince Willianm Sound
Aquaculture Corporation (PWSAC) to develop a plan for allocating
all enhanced salmon in the Area E management district. Through
this act the Board appears to have delegated enhanced fish
allocation planning to a user group association with directions to
develop management plans for enhanced fish, even though management
planning traditionally and statutorily has been the responsibility

of the ADF&G and the Board.

I don"t agree that the Board of Fisheries needs"”...statutory policy
...to make decisions that would favor wild stocks over hatchery
fish or vice-versa..." or that "..._statutes are wunclear about
recovery, and about the hatchery®s obligation to contribute to the
common property fisheries.” |1 believe the Board and ADF&G have
ample authority to manage and allocate hatchery returns if the
Board, ADF&G and the aquaculture associations, as representatives
of the user groups, cooperated in developing the necessary policies
and regulations to clarify and implement existing statutes.

Based on the above observations, in my judgement neither the
conclusions or options of Chapter V on pp. 10;11 are

Chapter VI, PLANNING AND PERMITTING PROCESS, addresses the areas
with which 1 am most familiar. I believe all the options listed
for this chapter on page 16 have merit except for the following:

eWidening the scope of the RPT review, 1including
recommendations for allocation of enhancement production.

eExempting the alteration, suspension, or revocation of an
enhancement permit for violations from the Administrative

Procedures Act.

eClarifying Board of Fisheries authority to regulate hatcher/
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production levels.

My reasons for not supporting the above options, 1in order of their
listing, are:

The user-representatives usually control the RPT"s. Such has been
the case particularly in recent years, as the aquaculture
associations have become more financially affluent, and the ADF&G
has cut travel funds so that departmental particlpation in the
planning process has been limited. Another reason for spotty ADF&G
participation was that the ADF&G administration for some years did
not view the RPT as being a key participant in fishery development,
production and management.

Depending on what weight the Board would give RPT recommendations
on allocation, the general public might view the result of this RPT
involvement in allocation decisions as having the "Fox guarding the
henhouse, "™ or the users assuming the Board®"s responsibility for
fishery allocation and the ADF&G responsibility for fishery

management.

Taking the permit violation review process out of the
Administrative Procedures Act could cause an operator to claim lack
of due process and open the State to legal action.

Finally, as | said earlier, the Board of Fisheries already has the
authority and responsibility to regulate hatchery production
levels, at least in matters when they would impact fishery
management decisions or endanger conservation or preservation of

wild stocks.

I would make one observation on the text in Chapter VI on page 14
under "5. Allocation Issues.” The subsection entitled "Problems
and Issues™ speaks of the allocation plan developed by PWSAC.
Actually, what PWSAC produced 1is an allocation policy which was
then translated by the Prince William Sound RPT into a plan to the
extent that it "allocates” through management practices portions of
the enhanced fish Lo various user groups.

Such a plan <can only peripherally address the problems of
management and harvest of hatchery returns that occurred in Prince
William Sound in 1991 and to a lesser extent 1in 1990. Only the
hatchery Basic and Annual Management Plans, developed in
cooperation between ADF&G and PWSAC, have the economic and
management tools to deal witli the difficult 1issues of terminal
harvest, <contribution to the common property, and enhanced fish
stocks conflicting with wild stocks harvest or conservation.

In fact after thinking about and rereading the Allocation Issues
subsection, I find it confusing and in need of clarification and



Senator Eliason
Page 5

further consideration. When the forthcoming economic analysis 1is
available, it may clarify this and other areas of the Report.

I have no comment on the remaining chapters and their options
except that the Report seems to have addressed all major areas of

concern with the ALASKA SALMON ENHANCEMENT PROGRAM. To my
knowledge this 1is the first time the program lias been brought into
perspective in one study. I anticipate participating 1in the

teleconferenced hearings.

Thank you for the opportunity to comment.



FISCAL NOTE

STATE OF ALASKA BILL NO. SB 457
1992 LEGISLATIVE SESSION
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Salmon Stocks Component: Commercial Fisheries
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CAPITAL 0 0] 0 0] 0 0
REVENUE FUND 0 0 0 0] 0 0
SOURCE:

FUNDING: (Thousands of Dollars) *

GENERAL FUND 0 0 0 0 0 0
FEDERAL FUNDS 0 0 0 0 0] 0
OTHER FUND 0 0 0 0 0 0
SOURCE:

TOTAL (010) 010} 010] 010) (010] 0[0]
POSITIONS: B

FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0] 0 0 0 0
TEMPORARY 0 0 0 0 0 0
Estimate of current year impact: None

ANALYSIS: (Attach a separate page if necessary.)

Prepared By: Geron Bruce (a ft Phone: 465-4100

Division: Commissioner’s Office / _ N Date: 4/1/92
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EGAL ISSUES RAISED BY BOARD OF

CHAPTER V. L
FISHERIES

In a May 6, 1991 letter to Senate President Richard Eliason. Fisheries Board Chairman
Michael R. Martin stated the following:

In managing fisheries that involve hatchery raised salmon, the Board of Fisheries
has encountered problems due to ambiguities in the current Alaska statutes. These
problems commonly arise when the management of hatchery stocks conflicts with
either the health of wild stocks or with the opportunity of fishermen to harvest wild
stocks. Essentially, the statutes are not clear on the status of wild stock

management.

State statutes are also not clear about the state's duty to provide fish for hatchery
broodstock and cost recovery, and about hatcheries' obligations to contribute to the
common property fisheries. We perceive that the development of state policy
toward hatcheries may create a conflict of interest. On the one hand, the state
manages fisheries as a common property resource for the benefit of all user groups.
On the other hand, the state loans money to hatcheries with the expectation that die
hatcheries will receive enough fish to be able to repay these loans.

While Chairman Martin went on to note other concerns,/ afl overrldmgnproblem for
the board appeared to be the perceived statutory ambiguities which lead
difficulty in° resolving conflict between wild stock protection and

broodstock/cost recoverly.

ALASKA STATUTES AND ADF&G REGULATIONS

The board was created "for purposes of the conservation and development of the fishery
resources of the state . . ." . (AS 16.05.221 (a)). In order to cany out that charge, the
board may "adopt regulations it considers advisable in accordance with the Administrative

Procedures Act (AS 44.62)." (AS 16.05.251(a)). 2

VThese included potential changes to the statutes relating to regional salmon plans (AS
16.10.375), regional associations (AS 16.10.380), and definition of various words and

phrases used in Title 16.

2IAS 16.05.251 (b) lists the purposes for which the board may exercise this power,
including

... (2) establishing open and closed seasons and areas for the taking of
fish:
(3) setting quotas, bag limits, harvest levels, and sex and size limitations
on the taking of fish;

(4) establishing the means and methods enployed in the pursuit, capture
and transport of fish;. . .

(6) classifying as commercial fish, sport fish, personal use fish,
subsistence fish, or predators or other categories essential for regulatory

purposes:
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The board has adopted a number of regulations relating to private nonprofit hatcheries.
Codified at 05 AAC 40.005 - 05 AAC 40.900, they include: delegating to the
commissioner the authority to specify gear type and fishing periods for hatchery cost
recovery; requiring hatchery permit holders who harvest salmon to comply with fish
purchaser reporting requirements; allowing hatchery permit holders who harvest salmon for
broodstock exemptions from the salmon "waste" statute and the regulations concerning
"closed waters™ and vessel area registration; designating special harvest areas; procedures
for permit application, application review, public hearings, review and determination, and
reconsideration; establishing regional comprehensive planning teams and procedures to be
followed by them; prohibiting permit transfers; requiring hatchery management plans,
inspections, and performance reviews; establishing criteria for the sale of surplus salmon

eggs.

A number of these regulations contain references to wild stock protection.3 However, any
regulation may be successfully challenged in court if it falls outside the statutory authority
granted to the state agency that adopted it,4 or if it conflicts with other statutes,5 or the
constitution.

The statutes governing the private nonprofit hatchery system are AS 16.10.375 - AS
16.10.470. They provide for: regional salmon plans; regional associations; criteria for the
issuance of hatchery permits; public hearings prior to permit issuance; permit conditions;
criteria for permit alteration, suspension or revocation; board regulation authority;
department assistance and cooperation for permit applicants and holders; salmon egg
sources; salmon egg sales; hatchery inspection; and an annual report to the department by
permittees.

There are only two direct references in statute to the protection of wild stocks from harm
due to hatchery operations. The first, AS 16.10.400(g) ("Permits for salmon hatcheries"),

provides:

During the development of a comprehensive plan for a region, no permit may be
issued for a hatchery unless the commissioner determines that such an action would

(7) watershed and habitat improvement, and management, conservation,
protection, use , disposal, propagation and stocking of fish;

(8} investigating and determine the extent and effect of disease,
predation, and competition among fish in the state, exercising control
measures considered necessary to the resources of the state;

(9) prohibiting and regulating live capture, possession, transport, or
release of native or exotic fish or their eggs;. ..

(12) regulating commercial, sport, subsistence, and personal use fishing
as needed for the conservation, development, and utilization of fisheries...

AS 16.05.251(b).
3/See e.g., 5 AAC 40.005 (c) (segregation of hatchery fish from natural runs), 5 AAC
40.170 (2) (regional planning team review of hatchery permit application to

determine extent of wild stock protection),

4/See, Beran v. State. 705 P.2d 1280 (Alaska App. 1985)

5/M.



