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Sen. Miller and Rep. Williams -4- January 19, 1994

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

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

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

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

/m t (CO-comm\470.ltr)

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

Sincerely,

^ J o h n  A. Sandor 
Commissioner
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- &D% +  r A£ ^

$

^  ^ l l  M

IS * .2 .  -  H O ^ o  - b

*2-2-. *8 ~  (? 07# C £ tp 2 -
0 ^ 4 .  cU ip c r f e



'4z> S

^  v»v, 1 u ! s . c . .
R e s p o n s e  t o  Q u e s t i o n s  A b o u t  G r a p h s  C o m p a r i n g  

R e s p o n s e  F u n d  R e s t r u c t u r i n g  O p t i o n s

Q u e s t i o n s  a b o u t  g r a p h  w i th  title, " N e t  T a x  R e d u c t i o n  t o  S u r c h a r g e  P a y e e s
O v e r  5 Y e a r "

1 . )  T h e  title p r o b a b l y  s h o u l d  rea d  P a y o r s  n o t  P a y e e s ,  g o o d  point .

2 . )  A l l  o f  t h e  a n a l y s i s  p e r f o r m e d  on  t h e  v a r i o u s  R e s p o n s e  F u n d  
r e s t r u c tu r in g  o p t i o n s  b e g in  with  t h e  fo l lo w in g  b a s i c  a s s u m p t i o n s :

A l l  c h a n g e  is m e a s u r e d  f r o m  w h e r e  t h e  s u r c h a r g e  p a y o r  w o u l d  
b e  f in a n c ia l l y  if t h e  s t a t u t e  w e r e  n o t  c h a n g e d .  A s  a n  e x a m p l e ,  
t h e  c u r r e n t  s u r c h a r g e  c a l c u la t i o n  y i e l d s  a ( $ 1 5 , 1 0 5 , 7 2 8 )  a s  o f  
N o v e m b e r  5, 1 9 9 4 .  If th i s  c a l c u la t i o n  is p r o j e c t e d  t h r o u g h  t h e  
e n d  o f  F Y 9 4 ,  t h e  n e g a t i v e  b a l a n c e  w o u l d  b e  r e d u c e d  to 
a p p r o x i m a t e l y  ( $ 1 , 5 0 0 , 0 0 0 ) .  In th e  W i l l i a m s  C S H B 2 3 8 ( R E S )  
t h e  b e g i n n i n g  b a l a n c e  o f  t h e  R e s p o n s e  F u n d ,  w h i c h  w o u l d  
n o w  b e  fully  a p p l i e d  to  t h e  s u r c h a r g e  s u s p e n s i o n  c a l c u la t i o n ,  
w o u l d  e q u a l  a p p r o x i m a t e l y  $ 6 3 , 2 0 0 , 0 0 0 .  S i n c e  n o  c h a n g e  in 
t h e  s t a t u t e  w o u l d  y ie ld  a  n e g a t i v e  b a l a n c e  o f  ( $ 1 , 5 0 0 , 0 0 0 )  a t  
t h e  b e g i n n i n g  o f  F Y 9 5 ,  th i s  r e p r e s e n t s  a n d  initial b e n e f i t  to  t h e  
s u r c h a r g e  p a y o r  o f  $ 6 4 , 7 0 0 , 0 0 0 .  W h e r e  b e f o r e  t h e  s t a t u t e  
c h a n g e  a n e g a t i v e  b a l a n c e  w a s  y i e l d e d  f ro m  t h e  s u s p e n s i o n  
c a l c u la t i o n ,  n o w  t h e r e  w o u l d  b e  a s i g n i f i c a n t  i m p r o v e m e n t  fo r  
t h e  p a yo r .

T h e  total  n e t  c o s t  fo r  t h e  p a y o r  w o u l d  b e  t h e  total  s u r c h a r g e  
pa id  o v e r  a f i v e  y e a r  p er iod  l e s s  t h e  initial b e n e f i t  r e c e i v e d  a t  
t h e  b e g i n n i n g  c f  t h e  f i v e  y e a r  t i m e  per iod .  T h e r e f o r e ,  in t h e  
W i l l i a m s  p r o p o s a l  t h e  total  s u r c h a r g e  p a y m e n t s  o v e r  f i v e  y e a r s  
w o u l d  b e  $ 7 4 , 9 0 0 , 0 0 0  l e s s  t h e  initial b e n e f i t  to  t h e  s u r c h a r g e  
p a y o r  o f  $ 6 4 , 7 0 0 , 0 0 0  w h i c h  y i e l d s  $ 1 0 , 2 0 0 , 0 0 0 .  T h e  
d i f f e r e n c e  b e t w e e n  th i s  f igu re  a n d  t h e  o n e  in t h e  s p r e a d s h e e t  
is  d u e  to  r o u n d in g .

3. )  T h e  n e t  t a x  r e d u c t i o n  o v e r  f i v e  y e a r s  u n d e r  t h e  "no c h a n g e "  o p t io n  
is  z e r o  b e c a u s e  a f t e r  p a y m e n t  o f  a n  a d d i t io n a l  $ 1 2 2 , 5 0 0 , 0 0 0 ,  t h e  
s u r c h a r g e  s u s p e n s i o n  c a l c u la t i o n  y i e l d s  on ly  $ 2 8 , 8 0 0 , 0 0 0 .  A t  th i s



t im e  t h e  R e s p o n s e  F u n d  w o u l d  a c tu a l l y  h a v e  a b a l a n c e  o f  
$ 1 0 4 , 5 0 0 , 0 0 0 .  S o  t h e  s u r c h a r g e  n e v e r  s h u t s  o f f  t h r o u g h o u t  th e  
en t i re  f i ve  y e a r  p e r io d  a n d  n o  t a x  r e d u c t i o n  is e x p e r i e n c e d  b y  t h e  
s u r c h a r g e  payor .

D E C  w o u l d  p r o j e c t  to  s p e n d  $ 7 5 , 7 0 0 , 0 0 0  o v e r  t h o s e  f i v e  y e a r s  o n  
spill p r e v e n t i o n  a n d  r e s p o n s e  p r o g r a m s .  T h i s  f i g u r e  i n c l u d e s  
$ 4 , 0 0 0 , 0 0 0  in i m m i n e n t  spill r e s p o n s e s  w h i c h  is  p r o b a b l y  o v e r s t a t e d  
( b a s e d  on  t h e  p a s t  f i v e  y e a r s  p e r f o r m a n c e )  by  $ 2 , 8 7 5 , 0 0 0 .

Q u e s t i o n s  a b o u t  g r a p h  w i th  title, " C o m p a r i s o n  o f  Initial B e n e f i t  t o
S u r c h a r g e  P a y e e "

1 . )  A s  d e s c r i b e d  a b o v e ,  t h e  c u r r e n t  s u r c h a r g e  s u s p e n s i o n  c a l c u la t i o n  
w o u l d  yie ld  a ( $ 1 , 5 0 0 , 0 0 0 )  a t  t h e  b e g i n n i n g  o f  F Y 9 5 .  S i n c e  t h e  
W i l l i a m s  p r o p o s a l  w o u l d  i m m e d i a t e l y  c h a n g e  t h e  s ta r t in g  p o in t  in th e  
c a l c u la t i o n  f r o m  a n e g a t i v e  v a l u e  to  $ 6 3 , 2 0 0 , 0 0 0 ,  t h i s  w o u l d  
r e p r e s e n t  a b e n e f i t  to  t h e  s u r c h a r g e  p a y o r  o n  t h e  f i r s t  d a y  o f  F Y 9 5  
o f  $ 1 , 5 0 0 , 0 0 0  + $ 6 3 , 2 0 0 , 0 0 0 =  $ 6 4 , 7 0 0 , 0 0 0 .

Q u e s t i o n s  a b o u t  g r a p h  w i th  title, "To ta l  N e t  C o s t  t o  S u r c h a r g e  P a y e e  -  5
Y e a r s  ( n o  d i s c o u n t ) "

1 . )  T h e  t e r m  "no d i s c o u n t "  m e a n s  t h a t  t h e  t i m e  v a l u e  o f  m o n e y  w a s  no t  
facto red  into t h e  a n a l y s i s .

2 . )  A s  w a s  d i s c u s s e d  a t  t l r  b e g i n n in g  o f  th i s  r e s p o n s e ,  all a n a l y s i s  w a s  
m a d e  look ing  a t  t h e  c u i . e n t  s i tu a t io n  u n d e r  th e  e x i s t i n g  s t a t u t e .
B o th  o f  t h e s e  p r o p o s a l s  h a v e  v e r y  low  n e t  c o s t  to  t h e  s u r c h a r g e  
p a y o r s  fo r  s im i la r  r e a s o n s .

C S H B 2 3 8 ( R E S )  "B" y i e l d s  a v e r y  low  n e t  c o s t  b e c a u s e  it s t a r t s  with  
a v e r y  h igh  initial b e n e f i t  to  t h e  s u r c h a r g e  p ayor .  T h i s  initial b e n e f i t  
c o m e s  f ro m  a p p l y i n g  t h e  en t i re  R e s p o n s e  F u n d  b a l a n c e  a n d  t h e  full 
a m o u n t  o f  s u r c h a r g e  c o l l e c t e d  in F Y 9 4  to  t h e  s u r c h a r g e  s u s p e n s i o n  
c a l cu la t io n .  T h i s  p r o p o s a l  a l s o  r e s u l t s  in $ 4 6 , 4 0 0 , 0 0 0  in t a x  c r e d i t s  
b e in g  g e n e r a t e d  t h r o u g h o u t  t h e  f i v e  y e a r s  o f  t h i s  a n a l y s i s .  T h i s  
op t ion  will h a v e  a "zero"  f i s c a l  n o t e  b e c a u s e  a d e q u a t e  f u n d in g  is 
a v a i l a b le  to  c o v e r  t h e  S t a t e ' s  c u r r e n t  a n d  fu tu re  spil l p r e v e n t i o n  a n d  
r e s p o n s e  p r o g r a m .



C S S B 2 1 5 ( R E S )  "U"  y i e l d s  a  v e r y  lo w  n e t  c o s t  b e c a u s e  it a l s o  s t a r t s  
w i th  a  v e r y  h igh  initial b e n e f i t  to  t h e  s u r c h a r g e  p a y o r .  H o w e v e r ,  t h i s  
h igh  initial b e n e f i t  i s  o n l y  a c h i e v e d  b y  a l lo c a t in g  t h e  e n t i r e  R e s p o n s e  
F u n d  b a l a n c e  o f  $ 3 7 , 0 0 0 , 0 0 0  a n d  5 0 %  o f  t h e  s u r c h a r g e  c o l l e c t e d  in 
F Y 9 4 ,  $ 1 2 , 9 0 0 , 0 0 0 ,  to  t h e  spill a c c o u n t  to  b e  f a c t o r e d  into t h e  
s u r c h a r g e  s u s p e n s i o n  c a l c u la t i o n .  T h i s  h a s  t h e  r e s u l t  o f  c r e a t in g  an  
initial b a l a n c e  in t h e  spil l a c c o u n t  o f  $ 5 0 , 3 0 0 , 0 0 0  w h i c h  s h u t s  5 0 %  
o f  t h e  n i ck e l  s u r c h a r g e  o f f  fo r  t h e  en t i re  f i v e  y e a r s  o f  t h i s  a n a l y s i s .  
T h i s  p r o p o s a l  a l s o  r e s u l t s  in a s u r c h a r g e  r e d u c t i o n  o f  $ 6 1 , 3 0 0 , 0 0 0  
o v e r  f i v e  y e a r s .

T h e  a n a l y s i s  o f  t h e s e  t w o  v e r s i o n s  d o e s  n o t  i n d i c a t e  t h a t  t h e  en t i re  
n ickel  s u r c h a r g e  i s  e f f e c t i v e l y  e l im in a te d .  T h e  s u r c h a r g e  p a y o r  
c o n t i n u e s  to p a y  a  por t ion  o f  t h e  s u r c h a r g e  t h r o u g h o u t  t h e s e  f ive  
y e a r s .  H o w e v e r ,  t h e  s u r c h a r g e  p a y o r ' s  f i n a n c ia l  p o s i t i o n  is s o  
s t r o n g l y  i m p r o v e d  u n d e r  e i th e r  o f  t h e s e  s c e n a r i o s ,  t h a t  w h e n  t h e s e  
f a c t o r s  a r e  " n e t te d  out" t h e  r e s u l t  i s  a v e r y  lo w  real c o s t  to  th e  
s u r c h a r g e  p a y o r s  o v e r  t h e  f i v e  y e a r s .

G e n e r a l  q u e s t i o n s  a b o u t  all o f  t h e  c h a r t s .

1 . )  In all o f  t h e  "spl i t-n ickel"  v e r s i o n s  a n a l y z e d  o t h e r  th a n  C S S B 2 1 5  "U", 
t h e  a s s u m p t i o n  is t h a t  t h e  R e s p o n s e  F u n d  b a l a n c e  in F Y 9 4  will b e  
sp l i t  b e t w e e n  t h e  t w o  a c c o u n t s  a l o n g  t h e  s a m e  ratio a s  t h e  n icke l  is 
spli t.  T h e  spil l  r e s e r v e  s i m p l y  r e p r e s e n t s  t h e  u n e x p e n d e d  a n d  
u n e n c u m b e r e d  b a l a n c e  o f  th e  R e s p o n s e  F u n d .  S i n c e  a p p r o x i m a t e l y  
$ 7 4 , 5 0 0 , 0 0 0  in g e n e r a l  f u n d s  a n d  p r o g r a m  r e c e i p t s  w e r e  
a p p r o p r i a t e d  to  t h e  R e s p o n s e  F u n d  b e fo r e  t h e  n icke l  s u r c h a r g e  w a s  
e s t a b l i s h e d ,  it is  log ica l  to  a s s u m e  th a t  a  s u b s t a n t i a l  por t ion  o f  t h e  
b a l a n c e  r e m a i n i n g  in t h e  R e s p o n s e  F u n d  c a m e  f r o m  t h o s e  g e n e r a l  
f u n d s  a s  w e l l  a s  t h e  n icke l  s u r c h a r g e .
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Q u e s t i o n s  a b o u t  g r a p h s  c o m p a r i n g  
R E S P O N S E  F U N D  R E S T R U C T U R I N G  O P T I O N S

Q u e s t i o n s  a b o u t  g r a p h  w i t h  title, "N e t  T a x  R e d u c t i o n  to S u r c h a r g e  
P a y e e s  O v e r  5 Y e a r s "

1. S h o u l d n /t " P a y e e s "  s a y  " P a y o r s " ?

2. T h e  n e t  t a x  r e d u c t i o n  o v e r  5 y e a r s  u n d e r  t h e  W i l l i a m s  p r o p o s a l
is s h o w n  t o  b e  a b o u t  $1 1 6  m i l l i o n .  Y e t  t o t a l  s u r c h a r g e
c o l l e c t i o n s  a r e  p r o j e c t e d  b y  D E C  t o  b e  $ 1 2 9 . 8  m i l l i o n  d u r i n g  
t h a t  f i v e  y e a r  p e r i o d  u n d e r  t h e  5 c e n t s  p e r  b a r r e l  s u r c h a r g e .

D o e s  t h i s  m e a n  t h e  t a x  c r e d i t  p r o v i s i o n  o f  t h e  W i l l i a m s  
p r o p o s a l  e f f e c t i v e l y  w i p e s  o u t  t h e  s u r c h a r g e  o v e r  t h e  
n e x t  5 y e a r s ,  y e t  at t h e  s a m e  t i m e  t h e  b i l l  w i l l  m a i n t a i n  
a $50 m i l l i o n  f u n d  b a l a n c e  a n d  p r o v i d e  f u n d s  f o r  D E C ' s  
o n g o i n g  p r o g r a m s  o v e r  t h e  n e x t  5 y e a r s .

I f  so, h o w  is t h i s  p o s s i b l e ?

3. T h e  n e t  t a x  r e d u c t i o n  o v e r  5 y e a r s  u n d e r  t h e  "no c h a n g e "
o p t i o n  is zero.

D o e s  t h i s  m e a n  t h a t  u n d e r  c u r r e n t  law, t h e  5 c e n t s / b b l  
t a x  w i l l  n o t  s u s p e n d  in t h e  n e x t  5 y e a r s  e v e n  t h o u g h  t h e  
s p i l l  r e s e r v e  is p r o j e c t e d  t o  b e  $ 3 7 . 5  m i l l i o n  a n d
g r o w i n g ?

D o e s  t h i s  m e a n  D E C  is g o i n g  t o  s p e n d  f o r  o n g o i n g  p r o g r a m s  
t h e  e n t i r e  $ 1 2 9 . 8  m i l l i o n  p r o j e c t e d  t o  b e  t a k e n  i n  o v e r  
t h e  n e x t  f i v e  y e a r s  b y  t h e  c u r r e n t  5 c e n t s / b b l  s u r c h a r g e ?

Q u e s t i o n s  a b o u t  g r a p h  w i t h  ti t l e ,  " C o m p a r i s o n  o f  I n i t i a l  B e n e f i t  to 
S u r c h a r g e  P a y e e "

1. T h e  t e r m  " i n i t i a l  b e n e f i t "  u s u a l l y  i m p l i e s  a b e n e f i t  t h a t  
a c c r u e s  r i g h t  a w a y  —  n o t  o n e  t h a t  w o u l d  c o m e  s o m e  y e a r s  o u t  
in t h e  future.

H o w  d o e s  t h e  W i l l i a m s  p r o p o s a l  g i v e  a n  i m m e d i a t e  b e n e f i t  
o f  $65 m i l l i o n  t o  t h e  oil p r o d u c e r s ?

G i v e n  t h a t  p r o j e c t e d  s u r c h a r g e  c o l l e c t i o n s  a t  5 c e n t s  p e r  
b a r r e l  w i l l  b e  a b o u t  $26 m i l l i o n  in F Y 9 5  ( a c c o r d i n g  t o  
D E C 7 s e s t i m a t e s ) , a n d  t h a t  a n  i m m e d i a t e  o u t r i g h t  
s u s p e n s i o n  o f  t h e  5 c e n t s  p e r  b a r r e l  t a x  (or a full 
c r e d i t  of  t h e  tax) w o u l d  o n l y  t h e r e f o r e  g i v e  a b e n e f i t  of 
$ 2 6  m i l l i o n ,  h o w  is t h e  $65 m i l l i o n  d e r i v e d ?
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Q u e s t i o n s  a b o u t  g r a p h  w i t h  title, " T o t a l  N e t  C o s t  to s u r c h a r g e  
p a y e e  - 5 y e a r s  (no d i s c o u n t )

1. W h a t  d o e s  "no d i s c o u n t "  m e a n ?  v a/ u t . 0 V

2. T h i s  c h a r t  s h o w s  a $10 o r  $12 m i l l i o n  t o t a l  n e t  c o s t  t o  t h e
oi l  p r o d u c e r s  u n d e r  t h e  S B 2 1 5  "U" v e r s i o n  a n d  C S H B  238 "B"
v e r s i o n .

G i v e n  t h a t  c o l l e c t i o n s  o v e r  t h e  n e x t  5 y e a r s  w o u l d  be  
a v e r a g e  a b o u t  $26 m i l l i o n  a year, d o e s  t h i s  c h a r t  m e a n  
t h e s e  t w o  v e r s i o n s  e f f e c t i v e l y  w i p e  o u t  t h e  e n t i r e  5 
c e n t s  p e r  b a r r e l  t a x ?

I f  t h a t  is t h e  i n t e n d e d  r e s u l t ,  w h y  n o t  j u s t  r e p e a l  the 
5 c e n t s / b b l  s u r c h a r g e  f o r  4 1/2 y e a r s ?  W o u l d n ' t  t h a t  b e  
s i m p l e r  t h a n  a t a x  s t r u c t u r e  t h a t  i m p o s e s  a tax, b u t  
i m m e d i a t e l y  g i v e s  m o s t  o f  it b a c k ?

G e n e r a l  q u e s t i o n s  a b o u t  a l l  c h a r t s :

1. B e s i d e s  t h e  q u e s t i o n  of  h o w  t h e  s u r c h a r g e  s h o u l d  b e  s p l i t
(2 c e n t s / 3  c e n t s ,  2.5 c e n t s / 2 . 5  cents, o r  3 c e n t s / 2  c e n t s ) ,  a 
c o m p a r i s o n  o f  t h e  s e c o n d  b a r  ( " R e s p o n s e  F u n d  S p l i t  E v e n l y " )  
a n d  t h e  f o u r t h  b a r  ( " e n t i r e  R e s p o n s e  F u n d  t o  C a t a s t r o p h i c  
A c c t " ) , t h e r e  is a p p a r e n t l y  a s u b s t a n t i a l  d i f f e r e n c e  t o  t h e  as 
t o  h o w  t h e  $ 3 7 . 5  m i l l i o n  s p i l l  r e s e r v e  is t o  b e  h a n d l e d  d u r i n g  
t h e  t r a n s i t i o n  t o  t h e  n e w  law.

If t h e  $ 3 7 . 5  m i l l i o n  is in f a c t  a s p i l l  r e s e r v e  —  t h e  
a m o u n t s  l e f t  o v e r  a f t e r  f u n d i n g  D E C ' s  o n g o i n g  p r o g r a m s  —  
s h o u l d n ' t  t h e  e n t i r e  a m o u n t  b e  t r a n s f e r r e d  t o  t h e  n e w  
R e s p o n s e  A c c o u n t ?  I s n ' t  t h a t  w h a t  t h e  R e s p o n s e  A c c o u n t  
is f o r ?

W h y  s h o u l d  a n y  o f  t h e  s p i l l  r e s e r v e  b e  t r a n s f e r r e d  to  t h e  
c o n t i n g e n c y  a n d  a b a t e m e n t  a c c o u n t  t o  b e  u s e d  f o r  D E C ' S  
o n g o i n g  p r o g r a m s  as o p p o s e d  t o  b e i n g  k e p t  as  a r e s e r v e  
f o r  s p i l l  r e s p o n s e ?

/"*< / /(«./ Jo c *1-4
HO-f-
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HP& R espon se  Fund Restructuring Options
islet Tax R eduction to Surcharge Payees Over 5 Years

3 cent Abatement & Prevention/2 cent Cntnslioplilc
2.5 cent Abatement & Prevention/2.5 r.enl Catastrophic,Response Fund split evenly

2 cent Abatement & Prevenlion/3 cent Catastrophic Rep. Gieen proposal
SB215 Version "U" 2.5 cent/2.5 cent (entire Response Fund to Catastrophic Acct)

CSHB 230 (RES) Version "B" Williams proposal Single Fund
No Change

- T l

7
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$0.0 $20.0 $-10.0 $60.0 $80.0 $100.0 $120.0
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R espon se  Fund Restructuring Options
Comparison of Initial Benefit to Surcharge Payee

3 cenl Abatement & Prevenlion/2 conl Cnlr.strophic
2.5 cent Abatement & Prevcnlion/2.5 cenl Catastrophic,Response Fund split evenly

2 cenl Abatement A Prevention/3 cent Catastrophic Rep. Green proposal
SB215 Version "U" 2.5 cenl/2.5 cent (entire Response Fund to Catastrophic Acct)

CSHB 230 (RES) Version ’V" Williams proposal Single Fund
Mo Change 
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— r 
$70.0
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Total Net Cost - 5 Years (no tiiscounl)

3 cenl Abatement & Prevention̂  cenl Catastrophic
2.5 cenl Abatement & Prevenlion/2.5 cent Catastrophic,Response Fond split evenly

2 cent Abatement & Prevenlion/3 cent Catastrophic Rep. Gieen proposal
SB215 Vo.sion "U" 2.5 cent/2.5 cenl (enliie Response Fund to Catastrophic Acct)

CSHB 238 (RES) Version "B" Williams proposal Single Fund

No Change 

$0

/
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Regional Citizens' Advisory Council ’ 50 w. !nd Ave., Suite too / Anchorage, Alaska 99501 -JlbH < '90D 2"-7222 fax \907i 27~-i523 
“Citizens promoting environmentally saie operation oi the Alyeska terminal and associated tankers."

O v e r v i e w  o f  t h e  P r o p o s e d  C o m m i t t e e  S u b s t i t u t e  f o r  H o u s e
B i l l  2 3 8  “Y ” d ra ft  (2/22/94)

Th< sic tenet of this proposed committee substitute for House Bill 238 is to fix 
whci. .3 generally agreed to be broken--the mechanism for calculating the 
bai ice of the Oil and Hazardous Substance Release Response Fund, reduce 
some expenditures from the fund, and provide for improvements in the 
administration of the fund. It is commonly understood that when the calculated 
balance of the fund is $50 million or greater, the nickel-per-barrel surcharge is 
suspended. However under current statute, the calculation for suspending and 
reimposing the surcharge under calculates the actual balance of the fund 
because it does not take into consideration general fund appropriations made to 
the response fund to ‘Tront end” clean up costs of the Exxon Valdez oil spill.
When the Senate Resources Committee reviewed Senate Bill (SB) 215, the 
Alaska Departments of Environmental Conservation (DEC) and Law proposed 
language that would change the mechanism for calculating the balance of the 
response fund. The DEC proposal also provided for additional revenues, 
especially cost recovery, to be considered part of the fund balance for purposes of 
suspending the surcharge. Changing the calculation mechanism is worth 
approximately $52 million to the North Slope oil producers---this is how much 
less surcharge would be paid to reach the $50 million cap.
The DEC offered this calculation proposal as a compromise for not “splitting the 
nickel” and dividing the fund into two accounts--one to fund catastrophic oil 
spill response and the other to fund spill prevention and preparedness programs 
and response to spills less than 4.2 million gallons. Opposition to splitting the 
nickel is based on 1) the chronic insufficient funding directed toward spill 
preparedness and prevention programs and 2) the problems imposed by limiting 
response to subcatastrophic spills which account for most of spills in Alaska.
The Senate Resources Committee Substitute for SB 215 adopted the DEC 
proposed language but also kept the split nickel provisions— together these 
provisions provide at least a $74 million tax breaic to North Slope producers.
The “Y” draft proposal:
• Would also save North Slope oil producers at least $52 million in surcharge 

paymencs through a new method for calculating the fund balance.
• This proposal differs from previous versions of HB 238 and CSSB 215 (RES), 

in that it does not give surcharge payers an au tom atic  additional $25 to $30 
million tax break (depending on how the nickel is split) through the under 
funding of state preparedness, prevention and response programs. The

Pnntta ca PvocwO **»&♦»



Regional Citizens’ Advisory Council of Prince William S o u n d

ability of the legislature tc set funding levels for these programs is 
maintained rather than being determined by splitting the nickel and 
declining North Slope production levels. However, surcharge payments will 
probably decline by the same $30 million through the additional response 
fund revenue sources in th'.s proposal. Therefore, the u ltim ate im pact on 
su rcharge payers will be th e  same bu t w ithou t the spill risks to the 
public and ty ing of the hands of legislators.

• This proposal also differs from previous versions of HB 238 and CSSB 215 
(RES) in that it does not jeopardize the state’s ability to respond to all but the 
largest spills-over 4.2 million gallons. The response fund continues to be 
accessible for response to all spills regardless of size. This takes into 
consideration timing and location that are equally important as spill size.

• Presents a new mechanism for calculating and maintaining the $50 million 
cap on the fund—the nickel-per-barrel surcharge stays on throughout the 
year but any over payment is refunded to surcharge p yers in proportion to 
the amount of surcharge paid. The refund is provided as a credit against the 
current tax year's severance tax obligations. This proposal is considered 
more equitable to producers because the amount of surcharge paid is not 
affected by quarterly oil productions fluctuations (sections 2 and 4).
However, to avoid potent1 al unintended impacts on tax obligations, the 
committee may want to consider a direct refund of surcharge over payments 
rather than a credit on severance tax obligations.

• Similar* to the DEC proposal, the “Y” draft proposal also allows additional 
revenue sources to be included in the calculation of the fund cap (section 13). 
These include program receipts and mitigation account money (cost recovery 
from responsible parties for spill response or oversight) received to the extent 
that the funds originated from the response fund (section .13). Under current 
statute, these funds are no t included in the balance calculation. Nor are they 
included in the “incentive” clause that encourages the Legislature to annually 
appropriate these funds irto the response fund—in the “Y” draft proposal 
mitigation account funds, but not program receipts, fall under the incentive 
clause (section 5).

• Similar' to most of the previous versions of SB 215 and HB 238, this proposal 
eliminates the requirement ;o annual revise the state master and regional 
spill contingency plans. Insiead, revision is left to the discretion of the DEC 
commissioner. Similar to the CSSB 215 (RES), this proposal requires DEC to
1) consult with municipal and community officials and representatives of 
regional organization and 2) require or schedule unannounced oil spill drills 
to test the sufficiency of these plans (sections 6 through 10).

• Also similar to the CSSB 21b (RES), this proposal stipulates that the balance 
of the response fund does not lapse (section 12).

• Also similar to the CSSB 215 (RES), this proposal provides for interest on the 
fund (general fund dollars) to be appropriated to the fund. In this proposal

-2-
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Regional Citizens’ Advisory Council ofPrir.ee William S o und

and the CSSB 215 (RES), interest appropriations are not included under the 
incentive clause. In addition, the legislature currently has the ability to 
make this appropriation. Therefore, this is a relatively meaningless provision 
except to “point out” or suggest to the legislature that it has this option 
(section 13).

• Also similar to the CSSB 215 (RES), this proposal limits to $10 million per 
incidence the amount of municipal grants in the event of spills over 2,500 
barrels (section 1). Statutory requirements for receiving grants are 
unchanged.

• A new provision in this proposal is that the DEC may not transfer money to 
another state agency unless the other agency provides to DEC the 
information required for annual reporting and auditing of the use of response 
funds (section 14).

• This proposal identifies specific categories for the annual reporting of 
expenditures from the response fund. Also similar to the CSSB 215 (RES), 
other more cumbersome and less meaningful reporting requirements are 
eliminated (section 15).

• Also new in this proposal is the clarification of the ranking, reporting and 
selection of contaminated sites for clean up (section 16).

• Sections 18 and 19 pertain to liens on property for state expenditures from 
the response fund for response to releases or threatened releases. These 
sections are identical to the CSSB 215 (RES) and the HB 238 “M” draft 
proposal.

March 1, 1994
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Regional Citizens'Advisory Council ' 750 W. 2nd Ave., Suite 100 / Anchorage, Alaska 09501 -2168 / (‘1071277-7222 . KAX (907) 27T-4523 
"Citizens promoting environmentally sale operation ni the Alyeska terminal and associated tankers."

S e c t i o n a l  A n a l y s i s  o f  t h e  P r o p o s e d  C o m m i t t e e  S u b s t i t u t e  
f o r  H o u s e  B i l l  2 3 8  “Y ” D r a f t  (2/22/94)

Section 1 limits to $10 million per incidence the amount of municipal grants 
in the event of spills over 2,500 barrels. Statutory requirements for receiving 
grants are unchanged.
Section 2 provides for excess surcharge payments to be credited toward a 
surcharge payers current calendar year severance tax obligations.
Section 3 carries forward the current provisions relating to the levy and 
collection of the oil conservation surcharge, but makes them applicable to the 
renamed response fund---the Oil and Hazardous Substances Release 
Response and Prevention Fund.
Section 4 sets forth a new mechanism for calculating the balance of the 
fund—provides for quarterly calculation of the fund balance by the 
commissioner of administration based on the current cash balance minus 
outstanding appropriations, encumbrances, and liabilities, plus the surcharge 
collections and the mitigation account balance available for appropriation 
into the fund. If this amount exceeds $50 million, the amount of additional 
surcharge collected is reported to the commissionei of revenue to be credited 
to ; urcharge payers in proportion to the amount of surcharge paid.
The nickel-per-barrei surcharge stays on throughout the year but any over 
payment is refunded to surcharge payers. The refund is provided as a credit 
against the current tax year’s severance tax obligations. This proposal is 
considered more equitable to producers because the amount of surcharge paid 
is not affected by quarterly oil productions fluctuations. However, to avoid 
potential unintended impacts on tax obligations, the committee may want to 
consider a direct refund of surcharge over payments rather than a credit on 
severance tax obligations.
Section 5 is a modified incentive or blackmail clause similar to that in 
current statute. It provides that the surcharge is suspended if surcharge 
proceeds are not annually appropriated to the response fund. This section 
amends current statute to include mitigation account proceeds collected as a 
result of expenditures from the fund. These mitigation funds are used in the 
calculation of the fund balance and thus reduces surcharge obligations.
Section 6 removes the requirement to annually revise the state master oil and 
hazardous substance discharge prevention and contingency plan. This is the plan 
that was obsolete and ineffectual when the Exxon Valdez oil spill occurred. The 
inability to respond in a timely and efficient manner to the Exxon Valdez was



directly related to the lack of a well reviewed and drilled master contingency plan. 
Plan revision is left to the discretion of the DEC commissioner rather th in requiring 
revision.
Section 7 eliminates public and government agency review in the annual review of 
the state master plan but requires 1) that the DEC consult with municipal and 
community officials, and other representatives of affected regional organization and
2) require or schedule unannounced oil spill drills to test the sufficiency of these 
plans.
Section 8 allows for public and SERC review when a revision is made to the state 
plan. Current statute allows for public input during the annual review and revision 
process.
Section 9 essentially does for regional plans what section 6 did to the state master 
plan. Again, plan revision occurs at the discretion of the commissioner of DEC.
Section 10 is a technical amendment that incorporates the changes made in section 
8 for master plans to the regional plan changes in section 9.
Section 11 reflects the renaming of the response fund.
Section 12 provides that appropriations into the fund do not lapse.
Section 13 pertains to the financing of the response fund. Funds available 
for appropriation include federal, state, or privately donated funds; cost 
recovery of funds expended from the account; fines, penalties or damages 
recovered from spills in which response was paid from the fund; interest on 
the fund; oil and hazardous substance release response and prevention 
mitigation account funds; and program receipts for contingency plan review, 
review of financial responsibility filings, the certification of laboratories and 
response action contractors.
Section 14 does not allow the DEC to transfer money to another state agency 
unless the other agency provides DEC with the information required for 
annual reporting and auditing of the use of response funds.
Section 15 provides more specific guidelines for reporting of response fund 
usage while reducing some of the more triv'.aJ auditing requirements of uses 
of the fund.
Section 16 clarifies the process for ranking, reporting and selection of 
contaminated sites for clean up.
Section 17 requires the DEC to adopt regulations for the contaminated sites 
identification process set forth in section 16.
Sections 18 and  19 pertain to liens on property for state expenditures from 
the response fund for state response to releases or threatened releases.

Regional Citizens’ Advisory Council of Prince William S ound

March 1, 1994
-2-



Regional Citizens’ Advisory Council of Prince William S o u n d

These sections are identical to the CSSB 215 (RES) and the HB 238 “M” draft 
proposal.
Section 20. Repealer section including:
• repeals of the Conservation Surcharge on Oil replaced by this bill, AS 43.55.200- 

240;
• repeals section 3 of Senate Bill 260 passed in 1989; to ensure the $50 million 

balance is achieved, this section makes ineffective the blackmail clause that 
suspends the surcharge if the legislature fails to appropriate surcharge proceeds 
to the response fund until the balance of the fund reaches $50 million. Similar 
language, however, is added back in section 23 of this bill.

Section 21 is a note to the reviser of statutes to change the name of the response 
fund in other sections of law as appropriate.
Section 22. This section clarifies how appropriations, if any, made to the spill 
reserve fund mentioned within the context of former AS 29.60.510(b), are to be 
treated for purposes of determining the suspension or re imposition of the 
surcharge. The section states that appropriations to the former spill reserve in AS 
29.60.510(b), are not expenditures.
Section 23 prevents the incentive or blackmail clause from suspending the 
surcharge if the legislature fails to appropriate surcharge proceeds until the balance 
of the fund reaches $50 million.
Section 24 is the effective date clause of July 1, 1994.

March 1, 1994
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Regional Citizens'Advisory Council *50 W. 2ndAve.. Suita 100 Anchor, ge. Alaska 99501-2168 i907!2.'";22 -AX 90712. “-J
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March 15, 1994
Representative Bill Williams, Chair 
House Resources Committee 
State Capitol 
Juneau, Alaska 99801

Dear Representative Williams:
Following testimony by Prince William Sound Regional Citizens’ Advisory 
Council (RCAC) on March 9, some members of the House Resources 
Committee requested more information on the budget chart prepared by the 
Exxon Corporation. Attached is a copy of the chart. Below are bullets that 
point out the inconsistencies and inaccuracies of this information.
• The chart cites a report completed by BCSB Marketing for RCAC in 

December 1992 as its source. This suggests that the chart was produced 
by bCSB. This is not accurate; the chart was produced by the Exxon 
Corporation.

• The BCSB report provides information on annual appropriations for 
Alaska Department of Environmental Conservation (DEC) core spill 
prevention and response programs for the fiscal years (FY) 91 through 93. 
There is no information on FY 90 and 94. The purpose for showing the FY 
91-93 appropriation levels in the BCSB report was to illustrate that 
despite the availability of response funds, the level of funding for core 
programs has remained relatively constant during those years.

• In the report, no attempt was made to analyze the adequacy of 
appropriations to these DEC programs—most of which have not been fully 
implemented.

• The most glaring error of the Exxon Corporation chart, however, is that it 
inaccurately compares “apples and oranges” and “credits” the poor 
analysis to another author. Specifically, the chart line “actual 
appropriations” includes appropriations for all authorized uses of the 
response fund. The line “original fiscal notes” includes only a select few 
fiscal notes—primarily those from the “spill bill package” passed in 1989 
and additional legislation passed in 1990. These include SB 261, state 
and regional contingency planning; SB 264, response corps and depots; 
and HB 586 and 567, contingency planning and financial responsibility 
filings. These are only a subset of authorized uses of the response fund.



Prince William S o u n d  Regional Citizens’ Advisory Council

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

As stated in RCAC’s March 9 testimony, it is extremely unprofessional to 
produce false information and cite another entity as the source. At the very 
least, the Exxon Corporation owes RCAC an apology and should withdraw 
this misinformation from the legislative record.

Sincerely,

Attachment

March 15,1994
-2-
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Source: "Alaska’s Oil & Hazardous Substance Release Response Fund", Report by BCSB Marketing for 
Prince William Sound Regional Citizen's Advisor Council, Oil Spill Prevention and Response Committee,

December 1992



H  Actual Appropriations □ Original Fiscal Notes

S25.000.000.00 T

$20,000,000.00 -•

$ 1 5 , 0 0 0 , 0 0 0 . 0 0  -•

5 1 0 , 0 0 0 , 0 0 0 . 0 0  -

F Y  9 0  F Y  91 F Y  9 2  F Y  9 3  F Y  9 4

Source: "A laska 's  O il & Hazardous t .ance Release Response Fund", R eport By BCSB M arketing fo r  Prince W illiam  Sound 
Regional C itizen ’s A d v ise r C ouncil, O il S p ill P revention and R esponse Com m ittee, D ecem ber 1992.
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2 CENT BUDGET - PREVENTION RESPONSE P R O G R A M S

DEC/OMB FY 95 
Budget Request

DEC - Spill Prevention and Response, Director 980.70
Government Preparedness 4,067.40
Industry Preparedness 2,351.90
Underground Storage Tanks 108.30
Fund Administration and Support 746.50
Director's Office 123.00
Laboratory Operation and Maintenance 186.50
DORA -SERC 13.50
DMVA/DES - SERC 11.00
DMVA/DES - Response Preparedness & Planning 210.00
DOA - PWS Communication System Maintenance 186.50
DOT/PF - SERC 6.50
DF&G-SERC 6.50
DF&G - Industry Contingency Plan Reviews 45.40
DF&G - State & Regional Master Plan 140.20
DH&SS Response Training 12.00
Labor - SERC 50.00
LAW - Regional & Central Office 9.50
LAW - Assistance to Exxon Valdez Private Plaintiffs 151.60
LAW - SERC Guidance 330.00
LAW - RP Identification, Enforcement & Cost Recovery 25.00
DNR-SERC 655.20
DNR - Industry Contingency Plan Reviews 9.50
DNR - State & Regional Master Plan 92.50
DPS - Enviromental Crimes 124.60
DPS -SERC 50.00
U of A Research 200.00

TOTAL EXPENDITURES 10,727.30

Revenues on 2 Cent per Barrel (per ADEC Estimate) 10,400.00
Interest on Spill Reserve (50m, 5%) 2,500.00
Exxon Valdez Reimbursements to Mitigation Account (S28 
million through the year 2001 - Annual amounts may vary) 3,500.00

MINIMUM TOTAL REVENUES AVAILABLE 16,400.00

Page 1



2 CENT BUDGET - PREVENTION RESPONSE PROGRAMS AND CONTAMINATED SITES PROGRAM

DEC/OMB FY 95 
Budoet Reauest

Contaminated Sites 2.747.30
DEC - Spill Prevention and Response, Director 980.70
Government Preparedness 4,067.40
Industry Preparedness 2,351.90
Underground Storage Tanks 108.30
Fund Administration and Support 746.50
Director's Office 123.00
Laboratory Operation & Maintenance 186.50
DCRA-SERC 13.50
DMVA/DES - SERC 11.00
DMVA/DES - Response Preparedness & Planning 210.00
DOA - PWS Communication System Maintenance 40.00
DOA - Two-way Radio Equipment Maintenance 20.00
DOT/PF - SERC 6.50
DF&G - SERC 6.50
DF&G - Industry Contingency Plan Review 45.40
DF&G - State & Regional Master Plan 140.20
DH&SS - Response Training 12.00
Labor - SERC 50.00
LAW - Regional & Central Office 9.50
LAW - Assistance to Exxon Valdez Private Plaintiffs 151.60
LAW - SERC Guidance 330.00
LAW - RP Identification, Enforcement & Cost Recovery 25.00
DNR-SERC 655.20
DNR - Industry Contingency Plan Reviews 9.50
DNR - Slate & Regional Master Plan 92.50
DPS - Enviromental Crimes 124.60
DPS -SERC 50.00
U of A Research 200.00

TOTAL EXPENDITURES 13,514.60
Revenues on 2 Cent per Barrel (per ADEC Estimate) 10,400.00
Interest on Spill Reserve (50m, 5%) 2,500.00
Exxon Valdez Reimbursements to Mitigation Account ($28 
million through the year 2001 - Annual amounts may vary) 3,500.00

MINIMUM TOTAL REVENUES AVAILABLE 16,400.00
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2.5 CENT BUDGET - PREVENTION RESPONSE PROGRAMS

1 DEC/OMB FY 95 
Budget Request

DEC - Spill Prevention and Response, Director 980.70
Government Preparedness 4,067.40
Industry Preparedness 2,351.90
Underground Storage Tanks 108.30
Fund Administration and Support 746.50
Director's Office 123.00
Laboratory Operation and Maintenance 186.50
DCRA -SERC 13.50
DMVA/DES - SERC 11.00
DMVA/DES - Response Preparedness & Planning 210.00
DOA - PWS Communication System Maintenance 186.50
DOT/PF - SERC 6.50
DF&G - SERC 6.50
DF&G - Industry Contingency Plan Reviews 45.40
DF&G - State & Regional Master Plan 140.20
DH&SS Response Training 12.00
Labor - SERC 50.00
LAW - Regional & Central Office 9.50
LAW - Assistance to Exxon Valdez Private Plaintiffs 151.60
LAW - SERC Guidance 330.00
LA,W - RP Identification, Enforcement & Cost Recovery 25.00
DNR-SERC 655.20
DNR - Industry Contingency Plan Reviews 9.50
DNR - State & Regional Master Plan 92.50
DPS - Enviromental Crimes 124.60
DPS - SERC 50.00
U of A Research 200.00

TOTAL EXPENDITURES 10,727.30

Revenues on 2.5 Cent per Barrel (per ADEC Estimate) 13,000.00
Interest on Spill Reserve (50m, 5%) 2,500.00
Exxon Valdez Reimbursements to Mitigation Account (S28 
million through the year 2001 - Annual amounts may vary) 3,500.00

MINIMUM TOTAL REVENUES AVAILABLE 19,000.00
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2.5 CENT BUDGET - PREVENTION RESPONSE PROGRAMS AND CONTAMINATED SITES PROGRAM

DEC/OMB FY 95 
Budqet Request

Contaminated Sites 2,747.30
DEC - Spill Prevention and Response. Director 980.70
Government Preparedness 4,067.40
Industry Preparedness 2,351.90
Underground Storage Tanks 108.30
Fund Administration and Support 746.50
Director's Office 123.00
Laboratory Operation & Maintenance 186.50
DCRA-SERC 13.50
DMVA/DES - SERC 11.00
DMVA/DES - Response Preparedness & Planning 210.00
DOA - PWS Communication System Maintenance 40.00
DOA - Two-way Radio Equipment Maintenance 20.00
DOT/PF - SERC 6.50
DF&G - SERC 6.50
DF&G - Industry Contingency Plan Review 45.40
DF&G - State & Regional Master Plan 140.20
DH&SS - Response Training 12.00
Labor - SERC 50.00
LAW - Regional & Central Office 9.50
LAW - Assistance to Exxon Valdez Private Plaintiffs 151.60
LAW - SERC Guidance 330.00
LAW - RP Identification, Enforcement & Cost Recovery 25.00
DNR-SERC 655.20
DNR - Indusiry Contingency Plan Reviews 9.50
DNR - State & Regional Master Plan 92.50
DPS - Enviromental Crimes 124.60
DPS -SERC 50.00
U of A Research 200.00

TOTAL EXPENDITURES 13,514.60
Revenues on 2.5 Cent per Barrel (per ADEC Estimate) 13,000.00
Interest on Spill Reserve (50m, 5%) 2,500.00
Exxon Valdez Reimbursements to Mitigation Account ($28 
million through the year 2001 - Annual amounts may vary) 3,500.00

MINIMUM TOTAL REVENUES AVAILABLE 19,000.00
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Co rdo va  District F isherm en United
c P.O. Box 939 

Cordova, Alaska 99574 
(907) 424-3447 FAX (907) 424-3430

February 25,1994

Representative Bill Williams, Chair 
House Resources Comm' ' ?e 
Room 124 
State Capitol 
Juneau, AK 99801-1182

Dear Representative Williams:

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

Thank you for your consideration. -

Sincerely,

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



Regional Citizens'Advisory Council I ’ 50 W. 2nd Ave., Suite 100 / Anchorage, Alaska 99501*2168 / (907) 277-7222 / FAX (90/) 27/-A523
“Citizens promoting environmentally sate operation oi the Alyeska terminal and associated tankers. '

T e s t i m o n y  to  t h e  H o u s e  R e s o u r c e s  C o m m it t e e  o n  t h e  
P r o p o s e d  C o m m it t e e  S u b s t i t u t e  f o r  H o u s e  B i l l  2 38 , “Y ” d r a f t  

(3 /2/94 )

My name is Wayne Coleman. I am a member of the executive committee of the 
Regional Citizens’ Advisory Council of Prince William Sound. Thank you for the 
opportunity to testify. I especially want to thank you for giving the public of 
Alaska another option to consider. The “Y” draft is a significant improvement 
over the previously proposed drafts of HB 238 and the CSSB 215 (RES) which is 
now in the Senate Finance Committee.
The RCAC supports the basic tenet of this proposed committee substitute for 
House Bill 238 which is to fix what is generally agreed to be broken--the 
mechanism for calculating the balance of the Oil and Hazardous Substance 
Release Response Fund, reduce some expenditures from the fund, and provide 
for improvements in the administration of the fund.
We are opposed to “splitting the nickel” and dividing the response fund into two 
accounts---one to fund catastrophic oil spill response and the other to fund spill 
prevention and preparedness programs and response to spills less than 4.2 
million gallons. Opposition to splitting the nickel is based on 1) the chronic 
insufficient funding directed toward spill preparedness and prevention programs 
and 2) the problems imposed by limiting response to subcatastrophic spills which 
account for most of spills in Alaska. Despite rhetoric to the contrary by 
proponents of the split nickel legislation, CSSB 215 (RES) and other HB 238 
proposals do little, if anything, to improve how the response fund functions. 
Instead, these are special interests legislation that provide at least a $74 million 
tax break to North Slope producers.
One factor thao seems to be lost in this debate is that North Slope oil is a public 
resource that belongs to Alaskans. If Alaskans choose to assess a nickel-per- 
barrel surcharge on this resource to ensure adequate spill prevention and 
response programs, it is indeed our prerogative. As this debate continues, it is 
beginning to be at best insulting to have representatives of the Exxon 
Corporation tell the public and elected officials of Alaska what is an “adequate” 
level of funding for these programs—what they are “willing to pay.”
Since the HB 238 “Y” draft proposal was released, it has been attacked as 
“radical.” Let’s also keep in mind that Commissioner Sandor, Deputy 
Commissioner Treadwell, and Representative Williams, who not long ago had 
the environmental community up in arms for their appointments as 
commissioners of DEC and chair of the House Resources Committee because of 
their pro-development philosophies. They may now be considered “radical 
environmentalists” by some people, as they voice concerns about the impacts of

§  on



Regional Citizens’ Advisory Council of Prince William S o u n d

these various proposals. Concerns which for the most part, coincide with those 
emphatically expressed by many citizens in opposition to HB 238 and CSSB 215 
(R E S ) .

Put in perspective the “Y” draft proposal is still extremely generous to industry, 
but not a complete industry giveaway. Consider the following:
• Would also save North Slope oil producers at least $52 million in surcharge 

payments through a new method for calculating the fund balance.
0 This proposal differs from previous versions of IiB 238 and CSSB 215 (RES), 

in that it does not give surcharge payers an au tom atic additional $25 to $30 
million tax break (depending on how the nickel is split) through the under 
funding of state preparedness, prevention and response programs. The 
ability of the legislature to set funding levels for these programs is 
maintained rather than being determined by splitting the nickel and 
declining North Slope production levels. However, surcharge payments will 
probably decline by the same $30 million through the additional response 
fund revenue sources in this proposal. Therefore, th e  u ltim ate im pact on 
su rcharge  payers will be th e  same b u t w ithou t the spill risks to the 
public and ty ing of the h and s of legislators.

• The “Y” draft proposal also allows additional revenue sources to be included 
in the calculation of the fund cap. These include program receipts and 
mitigation account money (cost recovery from responsible parties for spill 
response or oversight) received to the extent that the funds originated from 
the response fund.

This proposal, however, does differs from previous versions of HB 238 and CSSB 
215 (RES) in that it does not jeopardize the state’s ability to respond to all but the 
largest spills--over 4.2 million gallons. The response fund continues to be 
accessible for response to all spills regardless of size. This takes into 
consideration timing and location that are equally important as spill size.

March 1, 1994
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Chairman Williams and House Resources Committee Members:

I a m  J i m  Carlton, the Mayor of the Ketchikan Gatew ay Borough, and 

I would like to speak in support of the current House Resources draft 

of House Bill 238.

There seems to be a general understanding a m o n g  those 

knowledgeable of the so-called 470 Fund that the accounting 

mechanism embodied in the current law is indeed broken. It was 

the original intent to provide a fund of $50 million to pay for spill 

response, preparedness and prevention programs. This draft 

attempts to fix those accounting problems and leaves the other 

working provisions of the fund in place.

This legislation takes into consideration concerns that coastal 

communities had expressed last year regarding loss of the 

community impact grants and funding for local emergency planning 

committees. That funding remains intact in this draft. Also intact 

are provisions which require the annual review of the state master 

plan to include public and legislative review. In addition, the 

legislature’* ability to set funding levels for spill prevention 

programs within the Department of Environmental Conservation is 

maintained. I a m  alsoA pleased that the language pertaining to 

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

I agree with comments made

Com m i ssioner John Sandor, that other versions of this

legislation, m a y  leave

the state’s spill prevention and response programs underfunded. As 

a mayor of a coastal community, I would rather see these programs 

funded to the fullest extent possible. W e  need to be pro-active and 

prepared in our communities response to possible spills, not 

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



this draft still allows the fund to be used to respond to smaller spills, 

which do occur m u c h  more often than a spill of the magnitude 

experienced in Prince William Sound.

It is m y  understanding that although this legislation does not go as 

far as oil industry would like, savings of m a n y  tens

of millions of dollars would still be realized by these companies. In 

addition, any amount over what is needed to maintain the spill 

reserve andxtgfe fund the important prevention and preparedness 

programs, would be refunded t o  the oil industry.

This legislation seems to be a fair compromise between all the draft 

bills which attempt to address the 470 Fund. The main thing to 

keep in mind as you review this legislation is whether it fulfills the 

original intent of the legislation which states that, "funds for the 

abatement of a release of oil or a hazardous substance will always be 

available."

Thank you for the opportunity to testify.

/

( I



W R  02 ' 3 4  16 :22 RK O IL  & GRS RSSM

ALASKA OIL AND GAS ASSOCIATION 
ON

HB 238, OIL & HAZARDOUS SUBSTANCE RELEASE RESPONSE FUND
FOR PRESENTATION TO THE 

HOUSE RESOURCES COMMITTEE 
March 2, 1994

POSITION OF THE

The Alaska Oil and Gas Association (AOGA) is a non-profit industry trade association, its
18 member companies account for the majority of oil and gas exploration, production,
refining, marketing and transportation activities in Alaska.

The AOGA position specifically states that:

® AOGA supports the proposal to split the current nickel per barrel surcharge on oil
production into two accounts; a two cents per barrel "oil spill preparedness account", 
to be funded through a permanent two cents per barrel tax, and a three cents per 
barrel "catastrophic oil discharge account".

« AOGA believes this proposal will ensure that there is a separate and s e c u r e
independent source of 050 million available to the state and local communities in case 
of an emergency.

• AOGA believes the two cents per barrel tax will ensure a permanent and secure
source of funding for state prevention and preparedness programs as long as oil is 
being produced in Alaska. The permanent two cents per barrel tax would provide 
over $10 million per year for state prevention and preparedness programs, more than 
the $6.5 million projected in the original fiscal nates from the 1989 and 1990

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

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

sessions.

AOGA MEMBERS:

Amerada Hess Corporation 
Anadarko Petroleum Corporation 
ARCO Alaska, Inc.
BP Exploration (Alaska), Inc. 
Chevron U.S.A. Inc.
Cook Inlet Region, Inc.
Exxon Company, U.S.A.
MAPCO Alaska Petroleum Inc. 
Marathon Oil Company

Mobil Oil Corporation 
Petrofina Delaware, Inc.
Petro Star, Inc.
Phillips Petroleum Company 
Rowan Companies, Inc.
Shell Western E$P Inc.
Texaco Inc.
Union Texas Petroleum Alaska Corp. 
UNOCAL
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H a li i la l H n tl C o n s e rv a tio n

March 9, 1994

TO:

FROM:

House Resources Conuui

Jim Glaspell 
President, wtf Federation of Alaska

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

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

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

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

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

750 W. S econd  Avenue, S u ite  200 • A ncho rage, A la sk a  99501 • (907) 274-3388 * FAX (907) 258-4811
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X . Alaska f̂eT, Wilderness F.O. Box 135E 
Valdes, AIK, 98088 

Phone; 907'833-4300 
Fax: 907,835.5679

Recreation^ 
T o u r i s m  JS  
A s s o c i a t i o n

■ec*:nfcatftfon nAd (OUrWn ft* 0 qw\tf\y fahjnt

Honorable B ill W illiam s February 25,1994
A laska S late Legislature 
State Capitol (MS 3100) 
Juneau, A laska 99801-1 182

RE: HB 238 •—  470 Fund Bill

Dear R epresentative W illiams:

The A laska W ilderness Recreation and Tourism  Association does no t believe any legislation is needed 
to  change the m anagement or funding o f the 470 Fund. However, i f  the legislature is determ ined to pass 
a bill, w e thank you for introducing the House Resources Comm ittee Substitute for HB 238.

CS HB 238 goes along way towards continuing to adequately h ind the State's spill prevention and 
response program  while addressing concerns raised by the oil industry. A s you have heard AW RTA 
testify on previous occasions, the law  does not give tourism businesses legal standing to  file fo r eco­
nom ic dam ages sustained as a result o f a spill. Therefore, strong spill prevention and response programs 
are the tourism, industry's only protection. We would prefer a stronger, not weaker, program .

AW RTA  is particu larly  concerned about spill prevention and cleanup o f contam inated sites in rural 
Alaska. There are not many jo b s  for people living in  rural Alaska. A grow ing num ber o f  rural com m uni­
ties have con tacted AWRTA fo r inform ation on ecotourisin in hopes of beginning ecotourism  type 
businesses. H owever, contam inated sites and the potential for oil spills pose problem s for their develop­
ment. I  grye th ree examples. First, drinking w ater contam inated by fuel spills poses prob lem s for some 
communities. Fo r example, because o f  a fuel spill, a restaurant in Cbitina is im porting water. Second, 
the village o f  Chenega Bay inherited a contam inated site when it was relocated follow ing the 1964 
Earthquake. T he v illage is located in an area w ith tremendous tourism  potential, but before it can de­
velop tourism  facilities, it m ust c leanup the contam inated site. Third, in rural A laska, there arc many 
aging fuel storage areas which are often iocated adjacent to rivers. Funding is needed to repair o r replace 
them  before they cause spills which will create economic, social and environmental disasters lo r the 
local residents, com m unities downstream, and tourism  businesses using those streams. The 470 fund 
provides Funding for the cleanup o f contam inated sites and the prevention ofo.il spills. It m akes good 
econom ic sense for the state to continue the presen t funding mechanism  for this program .

Sincerely,

Printed ci nxycki) pope/



Testim ony o f  K enneth  M. R e ithe r 
on b e h a lf  o f Exxon Com pany, U.S.A. 

1 louse R esources C om m ittee 
M arch 16, 1994 

HB 238

1. T he  T ax  S u sp en s io n M echan ism  Doesn't W ork.

D esp ite  te s tim ony  las t w eek  to  th e contrary, the tax  suspension  m echan ism  in the cu rren t 470 
fund law  doesn 't w ork. D EC  agrees. The nickel su rcharge  is supposed to suspend  w hen  th e  470 
fund reach es  $50 m illion. E ven  though  the spill rese rv e  is $37.4 m illion, the la tes t ca lcu la tion  to  
d e term ine w he th e r the $50 m illion  ta rge t has been reached  show s as follows:

O il su rcharge cum u la tive revenue $115 m illion
C um u la tiv e  exp end itu re s  (128 m illion)

D ifference ($13 m illion)

I f  th e  ta x  su spens ion  p rov is ion  was w ork ing  properly , the d iffe rence  would equ a te  to  th e  $37.4 
m illion  spill reserve, n o t to  a n eg a tiv e  $13 m illion.

2. W ha t does in du s try  seek?

W e a re  n o t seek ing  som e so rt o f  ta x  b reak  from  the state. W e are instead seek ing  tw o  tilings:

A . First, a  m ech an ism  th a t p rov ides a stab le source o f  revenue fo r o n go in g  spill 
p reven tio n  and re sp o n se  program s, and

B. Second, a f ix  to  th e  tax  suspension m echan ism  so th a t funds ava ilab le  fo r spill 
re spon se  bu ild  to  $50 m illion as in tended, b u t then  part o f  th e  ta x  su sp end s  un le ss  
and un til th e re  is a  draw-down b e low  th e  $50 m illion target level.

3. T h e re  is no  “im m ed ia te  b en e fit” from any  o f  th e  p roposals under considera tion .

D EC  has pub lish ed  g raph s th a t pu rpo rt to  show  an "im m ed ia te  benefit" to  indu stry  from  the 
p ropo sa ls  u n d e r con side ra tion  rang ing  from $26.8 m illion to  $64.7 m illion. T hese  am oun ts  w ere  
d e riv ed  by  com paring  the n eg a tiv e  $13 m illion y ie lded  by  the suspension fo rm u la  th a t d o e sn ’t 
work, aga in s t th e resu lt th a t a fixed suspension form u la would yield under th e variou s p roposa ls .

W c b e liev e  th a t com parison  is invalid . T he p roper w ay to  ca lcu la te  benefit is to  com pu te  the 
d iffe ren ce  be tw een  the tax  th e industry  would pay  und e r p resen t law  versus the tax  it w ou ld  pay

- I -



M easu red properly, there is no  im m ed ia te  ben e fit to industry  from  any  o f  the p roposa ls . T h e  
earliest that any  benefit can com e abou t is m id FY95 due to a partial su spension  o r c red it tak ing  
effec t at tha t tim e. T ha t benefit is no  where c lose to $26.8 to  $64.7 m illion.

4. Splitting Jhe.Nisksl

O ne o f  th e  reason s w hy sp litting  th e nickel m akes sense is th a t the 470 fund h a s  in rea lity  
becom e a dua l pu rpose  fund, try in g  to  m eet tw o separa te and d istinc t need s. First, it is u sed  to  
fund ongo ing  spill p repara tion and p reven tion p rog ram s — need s  that con tin ue  each  year.
Second, it is u sed  as a s to rehouse  o f  m oneys ava ilab le  to respond  to  ca ta s troph ic  and  o th e r spills.

Sp litting th e n icke l in to tw o separa te  su rcharges - one to take ca re  o f  the ongo in g  need s an d  the 
o the r to  bu ild  th e fund - seem s to  us to be a sensib le and w orkab le  app roach . T h is  is th e 
app roach  tak en  in R ep resen ta tiv e  G reen ’s proposal.

How' would it work? T he num be rs  are rea lly  sim ple. E xh ib it A  show s h ow  it w ou ld  w o rk  i f  th e  
n icke l is d iv id ed  in to  a 2 cen t p e rm anen t tax  for ongo ing p rog ram s and a 3 cen t su spend in g  ta x  to  
bu ild  the $50 m illion  fund.

A s shown in E xh ib it A, funds a re  availab le for D E C ’s ongo ing  spill p lann ing, p reven tion  and 
overs igh t p rog ram s at a  level at least equal to D E C ’s ow n rec en t p ro jec tion s. A t the sam e time, 3 
cen ts  o f  th e n icke l su rcharge su spend s January  1, 1995 after the ba lan ce  ava ilab le  for spill 
respon se  g row s to  abou t $58 m illion.

W ha t h app en s i f  th e  L eg is la tu re  adop ts a 2.5 cents/2.5 cen ts sp lit instead? E xh ib it B de sc rib e s  
th e result, b u t th e  on ly basic  d iffe rences are:

A . M ore do lla rs are ava ilab le  for app rop ria tion  to  D EC  fo r ongo ing  p rog ram s in 
fu tu re y ears ($16.1 m illion or m o re  vs. DEC's pro jected need  o f  $13.5 m illion), 
ano

B. T he  bu ildup o f  th e  $50 m illion fund is no t qu ite  a s fast as u n d e r th e  2 cents/3 
cen ts  proposal.

B oth raise the fund above $50 m illion, but how  fast you get th e re  is d iffe ren t be tw een  the 
p ro po sa ls .

u n d e r  t h e  p r o p o s a l s .
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D E C 's 3 c.enIs/2 cen ts proposal,

This proposal is qu ite d iffe ren t in a coup le o f  areas. In add ition to advoca ting  3 cen ts for D E C ’s 
ongo ing  program s instead o f  2 o r 2,5 cents. DEC advocates tak ing  60 percen t o f  the $37.4 m illion 
spill reserve and app ro p ria tin g  that am ount to D EC  in a non-lapsing app rop ria tio n  to be  spen t 
for o ngo ing  program s. The resu lt is $38 m illion appropria ted to DEC for o n go in g  p rogram s, 
com pared  to  DEC's pro jected  need  o f  $13.5 m illion.

T h is  p roposal a lso  reduces th e  spill reserve to $25.4 m illion and it would tak e  2 1/2 y ea rs  for the 
fund to build to  $50 m illion. C om pare  this app roach to the 2 cents/3 cen ts sp lit -- o r to th e  2.5 
cents/2.5 cen ts split -- w here the fund will exceed $50 m illion by  the m idd le o f  th e  com ing  fiscal 
year.

E xh ib it C is an ana ly sis o f  th is  proposal.

6. H13238 "Y "; R eta in  th e n ickel

N ow  1 would lik e  to  turn to  th e  p roposed  tax  c red it solution, as described in H B  238 w ork  d raft 
“Y ”. U nder th is proposal, th e  n icke l su rcharge would rem ain in place. A  tax  c red it would 
suppo sed ly  com e in to  p lay  w hen  the am oun t reached  for spill response go t to  $50 m illion  o r 
m ore.

I tried to p repare a detailed an a ly s is  o f  how  version  "Y " would work, Exh ib it D, b u t d idn 't ge t 
v e ry  far befo re  I ran in to p ro b lem s d u e  to  am bigu ities as to how  it would work. In addition, 
a lthough  the tax  cred it m echan ism  appears sim ple in theory, in p ractice it w ou ld  c rea te  a  la rg e  tax  
com p liance  p rob lem  for D O R  and the producers.

H ere a re  som e o f  the p rob lem s I found:

T he accoun tin g  p rob lem  is no t fixed. In sec tion  4 o f  the bill, w hich con ta in s the 
ca lcu la tion  to  see w he th e r $50 m illion ta rge t has been reached, the bill sub trac ts  rese rv es 
for ou ts tand ing  app ro p ria tio n s  at page 2, line 28, then  sub trac ts “total a p p ro p ria tio n s” at 
page 3, line 14, w hich app ears to b e  a Jo u b le  sub traction o f  app rop ria tions. I h ave  
rev iew ed am endm en t “Y . l”, w hich con firm s th is observation.

In the "Y " w ork draft, a  taxpayer is en titled to  a cred it against the tax  im po sed  by A S  
43.55.011-150. T h is  appears  in Sec 2 a t lines 6 -13. T he fo llow ing p rob lem s are 
observed in th is area:

A . AS 43.55.011-150 inc ludes both the oil p roduction tax (AS 43.55.011) and 
the gas production  tax (AS 43.55.013), which are tw o sepa ra te  taxes. 
A ga in st w hich tax is the c red it to be taken? P resum ab ly  it w ould be 
aga in st the oil production  tax, but the bill should be m ore prec ise  in th is
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area. II passed as drafted, 1 suppose DOR would h av e  to  pass a reg u la tio n  
a ttem p ting  to c la rify  this point.

B. U nder version  “V”, the credit m ay be taken only du ring  a tax yea r in w hich 
the c red it is ca lcu la ted and reported. But under ne ither tax  is th e re  a " ta x  
year". These taxes are calculated and paid monthly, no t annually . It is 
th e re fo re  un c lea r w hat this lim itation m eans.

C. U nder "Y ", the su rcharge would be seg regated in to a separa te  a c coun t in 
the g en e .a l fund. A t th e  end o f  the year, th e L eg is la tu re  would ap p ro p r ia te  
the n icke ls  co llec ted  into the 470 Fund. B u t since the cred it is a llow ed  
aga in st p roduction  taxes (which are paid in to  the g enera l fund), th a t c red it 
e ffe c tiv e ly  com es ou t o f  the general fund, no t the 470 fund. T hu s th e  470 
fund w ou ld  con tinue to grow, funded ind irec tly  by  th e  genera l fund, and  
no t by  th e  su rcharge  itself.

A m endm en t "Y .4" changes  the cred it to be  against the su rcharge itself, w hich so lv es 
p rob lem s A  and C m en tio ned  above. B ut "Y.4" allow s the cred it on ly  du ring th e  sta te  
fiscal y ea r in w hich the c red it is ca lcu la ted  and reported . C onsider ac tiv ity  du ring  th e  4th 
quarte r o f  the sta te fisca l year.

B y 4/30, the C om m issioner o f  A dm in istra tion  m ust m ake  the ca lcu la tio n  
and b y  5/14 m us t repo rt sam e to DOR.

D O R  (w ithin no  specified tim e limit) ca lcu la tes th e  am oun t o f  c red it b y  
tax paye r and no tifies each taxpayer h ow  m uch each is en titled  to.

B u t th e n ex t tax  retu rn befo re  th e end o f  the quarter is d u e  June 20 and  
d e lin q u en t Jun e  30. T ha t leaves on ly  45 days for D O R  to  m ake  th e  
ca lcu la tion , no tify  taxpayers o f  th e am oun t o f  credit, and the ta x p ay e rs  to  
fold the c red it in to the ir re tu rn  -- o therw ise the cred it is app a ren tly  lo st.

W hat i f  there's an am ended  return filed later in w hich a taxpayer pays m o re  o r c la im s an  
o v e rp aym en t o f  su rch a rg e  -  or an up o r dow n aud it ad justm en t in a la te r y ear — tha t 
affec ts the am oun t o f  su rch a rg e  due.

D uring th o se  quarters when the cred it is m o re  or less than the fuft am ou n t 
o f  the su rch a rg e  paid, D OR  canno t ca lcu la te  with p recision the am ou n t o f  
c red it d u e  un less it w aits until IlnJ periods are closed for A LL  taxpaye rs.

E xam ple . Suppose the am oun t o f  cred it is $3.0 m illion and suppo se  the 
su rcharge  co llected  was $6.5 m illion. In itially the cred it is 46.15% o f  the 
tax paid. S o  far, so good. But suppose nex t year an ad justm en t is m ad e  in
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one taxpayer's return resulting in total pre-credit su rcharg e  due o f  $6.55 
m illion. N ow  the app licab le  cred it is 45.80%, not 46.15°o and an 
ad ju s tm en t is due every o the r taxpayer. M ultip ly  th is b y  the 14 o r so 
p roducers in A laska.

T h is is a real concern . T here is an issue now  o f  w he th er N atura l G as 
L iqu ids are gas o r oil. Should the D OR  prevail in it’s claim  that th ey  a re  
oil, then am ended retu rns will be required which change  the n um be r o f  
barre ls reported  and accord ing ly  the surcharge due. D epend ing  on w hen 
th is issue is reso lved, and it could be five to  ten y ea rs  from  now, the 
bu rden o f  go ing b ack  and recalcu lating the tax  cred it cou ld be  v e ry  large.

N o tax paye r can ve rify  Hie accu racy  o f  the am oun t o f  c red it ca lcu la ted  by  D O R  w ithou t 
know ing  the total am oun t o f  su rcharge  co llected from  the o ther tax p ay e rs  (as ad ju s ted  
after aud its are c lo sed  -- 10 or m ore  years later).

P age 5, lines 7-15. T h e se  lines m ay  no t b e  app rop ria te  to  th is bill s in ce  th ey  re fe r a 
situation w here the tax  is to  be  reim posed. B ut th is bill h as a tax  c red it m echan ism , n o t a 
suspension/ re im position  m echan ism .

Now , I h ave  no  doub t that D O R  can w rite regu la tion s and m ake any  ca lcu la tion  requ ired  un d e r 
ju s t  abou t any  law  that is passed . B u t as I m en tioned earlier, the tax  c red it m echan ism  app ea rs  to  
b e  easy  in theory, bu t in p rac tice  it w ould c rea te  a v e ry  large tax  com p liance  bu rden  for bo th  
D O R  and the p roducers.

It seem s to  us to  b e  m uch s im p le r to  sp lit th e n icke ls instead. Then, w hen the $50 m illio n  cap  
is reached, all D O R  w ou ld  h av e  to  d o  is send a  form  letter to  th e  producers, no tify ing  th em  o f  th e  
suspension  o r re in s ta tem en t o f  the surcharge. D OR  would have no th ing  to  calcu late.

Summary

T o  sum m arize, w e do no t sup po rt th e tax  c red it so lu tion to  th is p rob lem . A lthough  som e o f  the 
p rob lem s I h av e  described cou ld  b e  cured th rough am endm ent, th ese facts rem ain:

1. You still end up w ith on e  fund try ing to do  tw o jobs;

2. T he e ffo rt requ ired  by  D O R  and the taxpayers  to  m ake and keep  up  w ith the c a lcu la tio n s
seem s ou t o f  line w ith th e  ob jec tiv es that are be ing  sought.

3. T he far s im p ler app roach  is to  sp lit the tax  in to tw o parts — one  to  fund ongo ing
program s and the o the r to build the $50 m illion fund,
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U nder the split n icke l p ropo sa l we h ave supported , on ly  part o f  the n icke l tax su sp end s  -  and 
on ly  a lte r full fund ing  o l D hC 's ongo ing  p rogram s — and only a lte r the full S50 m illion  fund is 
bu ilt up  for re spon se  to ca ta s troph ic  and o the r sp ills to  be add ressed  ou t o f  that fund.

T h an k  you for th e  oppo rtu n ity  to  testify .

K M  R  :1m



Exhibit-A
SB 215 / HB 238 

2 cent Permanent Tax for Ongoing Programs 
3 cent Suspending Tax for $50 million Fund 

($ million - all numbers approximate)

6/30/94 Spill Reserve

FY94 collections from 5 cents/bbl surcharge

37.4 Million 

26.0 Million

Transition and FY95_F_uxiding

13.5 Appropriated to the new
abatement account in the 470 fund for use 

by DEC for ongoing spill prevention and 
response preparedness programs.

26.0 FY94 

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

37.4

49.9

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

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

During First Quarter FY95

30 days into Quarter, Commissioner of Administration adds:

0.0 Collected during the prior quarter under the 3 cent
spill response surcharge (None because law has just 
taken effect).

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

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

49. 9 Total. Spill response surcharge remains in effect 

for next quarter.



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

Meanwhile, during that quarter,

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

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

During Second Quarter FY95

30 days into the quarter, Commissioner of Administration adds

3.9 Amount collected through the prior quarter under

the spill response surcharge^.

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

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

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

These numbers assume that no catastrophic or other spill has taken 

place causing a reduction of the unobligated balance in the 

response account.

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

Meanwhile, during that Second Quarter,

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

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



fund (because that surcharge is not suspended until the 

beginning of the next quarter).

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

7.8 Amount collected through the prior quarter under

the spill._r.espjm£g_£m£gha£ge^.

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

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

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

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

F-Q.ur.th_Quarter. EY.9.5.

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



Beginni ng_o.f_FY_9 6

AS TO ONGOING PROGRAMS FOR SPILL PREPAREDNESS

The following is available for appropriation to the "contingency 
and abatement account" in the 470 fund for DEC'S use for ongoing 

spill prevention and response preparedness programs:

10.4 Amount collected during FY95 from the 2 cent 

permanent surcharge (4 quarters of $2.6 million 

each).

0.4 Cost recoveries, fines, penalties and other funds
in the "contingency and abatement mitigation 

account".

2.7 Approximate amount of interest accrued during the
year on the (1) balance in the 470 fund and (2) 
amount collected under the spill response surcharc 

during the prior year.

??? Registration and certification fees collected.

13.5 or more (DEC's projected need.)

AS TO THE SPILL RESPONSE.ACCOUNT

The spill response account grows above $50 million:

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

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

0.4 Estimated recoveries.

49.9 Prior balance in spill response account.

58.2 New balance in spill response account.



OVERALL RESULT AFTER FIRST YEAR OF OPERATION UNDER_NEBLLAW

Funds are available for DEC's ongoing spill planning, prevention, 
and oversight programs, sufficient according to DEC'S own 
projections. At the same time, the 3 cents spill response 

surcharge suspends as of January 1, 1995 and the balance in the 

470 fund for spill response grows to over $58 million.

Note: The $58 million would vary depending on when the suspension
took place, which could be earlier or later depending on the exact 

6/30/94 balance in the spill reserve and the exact amounts 

collected during FY 94 from the surcharge.

There is no "immediate benefit" to oil producers. The only 

benefit to producers is due to a suspension of 3 cents of the 
total 5 cents in surcharges half way during FY95 after funds 
available for spill response grows above the $50 million target —  

the target intended when the nickel surcharge was enacted.

OVERALL RESULT FOR .FUTURE

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

At least $50 million is banked and available for spill response.
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Exhibi±_B
SB 215 / HB 238

2.5 cent Permanent Tax for Ongoing Programs
2.5 cent Suspending Tax for $50 million Fund 

($ million - all numbers approximate)

6/30/94 Spill Reserve

FY94 collections from 5 cents/bbl surcharge 

Transition and FY95 Funding

37.4 Million 

26.0 Million

13.5 Appropriated to the new
abatement account in the 470 fund for use 

by DEC for ongoing spill prevention and 
response preparedness programs.

26.0 FY94_ 
nickels 12.5

37.4

49. 9

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

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

Total balance in spill response account 
available for emergency response to 

catastrophic and other spills.

During- First -Quarter. FY.95

30 days into Quarter, Commissioner of Administration adds:

0. 0 Collected during the prior quarter under the 2.5
cent spill response surcharge (None because law has 
just taken effect).

0.0

49. 9

49 9

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

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

Total. Spill response surcharge remains in effect 

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

Meanwhile, during that quarter,

3.25 million is collected from the permanent 2.5 cents 
surcharge and segregated in a separate account in the general 

fund.

3.25 million is collected from the spill response 2.5 cents 
surcharge and segregated in a separate account in the general 
fund.

30 days into the quarter, Commissioner of Administration adds

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

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

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

53.25 Total. The spill response 2.5 cents surcharge is

suspended, beginning next quarter.

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

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

Meanwhile, during that Second Quarter,

3.25 million is collected from the permanent 2.5 cents 
surcharge and segregated in a separate account in the general 

fund.
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3.25 million is collected from the spill__respons_e 2.5 cents 
surcharge and segregated in a separate account in the general 
fund (because that surcharge is not suspended until the 
beginning of the next quarter).

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

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

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

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

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

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

Eo.urth Quarter FY95

The Department of Administration updates the calculation and 
notifies Department of Revenue of the result. If the result is 
less than $50 million, the surcharge is reinstated at the 
beginning of the next quarter.
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Beginning_of _JEX? 6

&S_IQ. QNgQIMg.^PRQ.clB&MS_£gR_SPlLL PREPAREDNESS

The following is available for appropriation to the "contingency 
and abatement account" in the 470 fund for DEC's use for ongoing 

spill prevention and response preparedness programs:

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

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

2.7 Approximate amount of interest accrued during the
year on the (1) balance in the 470 fund and (2)
amount collected under the spill response surcharge 
during the prior year.

2 2 3 . Registration and certification fees collected.

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

AS TO THE SPILL RESPONSE ACCOUNT1

The spill response account grows above $50 million:

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

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

0.4 Estimated recoveries.

49.9 Prior balance in spill response account.

56.8 New balance in spill response account.
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OVERALL..EESULT-AETER-.F.IRSr_XEAR OF OPERATION_ONDER_NEW_LAW

Funds are available for DEC's ongoing spill planning, prevention, 
and oversight programs, sufficient according to DEC's own 
projections. At the same time, the 2.5 cents spill response 

surcharge suspends as of January 1, 1995 and the balance in the 
470 fund for spill response grows to over $56 million.

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

There is no "immediate benefit" to oil producers. The only 

benefit to producers is due to a suspension of 2.5 cents of the 
total 5 cents in surcharges half way during FY95 after funds 
available for spill response grows above the $50 million target —  
the target intended when the nickel surcharge was enacted.

OVERALL RESULT FOR FUTURE

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

through the 

and other 
oversight

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



Exhibit C
SB 215 / HB 238 

3 cent Permanent Tax for Ongoing Programs 
2 cent Suspending Tax for $50 million Fund 

($ million - all numbers approximate)

6/30/94 Spill Reserve 37.4 Million

FY94 collections from 5 cents/bbl surcharge 26.0 Million

Transition and FY95 Funding

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

15. 6 60% of FY94 nickels collected.

22.4 60% of Spill Reserve.

38. 0 Total appropriated to DEC for ongoing programs.

-(13,5). DEC's projected need.

25.5 Excess over need.

2. Appropriation to Reserve Account for spill response.

10.4 40% of FY94 nickels collected
15. 0 40% of Spill Reserve
25.4 Total appropriated to spill response account 

During Eirst -Quartgr FY95

30 days into Quarter, Commissioner of Administration adds:

0.0 Collected during the prior quarter under the 2 cent
spill response surcharge (None because law has just 
taken effect).

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

25.4 Unreserved and unobligated balance in the sp_iH
  response account of the 470 fund.
25.4 Total. Spill response surcharge remains in effect 

for next quarter.

Meanwhile, during that quarter,

3.9 million is collected from the permanent 3 cents surcharge 
and segregated in a separate account in the general fund.
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2.6 million is collected from the spill, response 2 cents 
surcharge and segregated in a separate account in the general 
fund.

D.uri ng_Ssppnd_Qu.ar_ter_EY.S5

30 days into the quarter, Commissioner of Administration adds

2.6 Amount collected through the prior quarter under

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

25.4 Unreserved and unobligated balance in the spill
  response.account of the 470 fund.
28.1 Total. The spill response 2 cents surcharge is not

suspended.

Meanwhile, during that Second Quarter,

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

2.6 million is collected from the spill response 2 cents 

surcharge and segregated in a separate account in the general 
fund (because that surcharge is not suspended until the 
beginning of the next quarter) .

Third. .Quarter -EY.9_5

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

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

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

25.4 Unreserved and unobligated balance in the spill
  response account of the 470 fund.
31.0 Total. The spill response surcharge remains in

place.
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The Department of Administration updates the calculation and 

notifies Department of Revenue of the result. As with the prior 
quarter, the suspending 2 cents surcharge remains in place.

Eour.th_ Q u a r te r . FY95

AS TO ONGOING PROGRAMS FOR SPILL PREPAREDNESS

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

Amount collected during FY95 from the 3 cent 
permanent surcharge.

Cost recoveries, fines, penalties and other funds 
in the "contingency and abatement mitigation 
account".

Approximate amount of interest accrued during the 
year on the (1) balance in the 470 fund and (2) 

amount collected under the spill response surcharge 
during the prior year.

Registration and certification fees collected, 

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

6.2 Excess appropriation this year.

25.5 Excess to need appropriated prior year.
31.7 emulative excess.

AS TO THE SPILL RESPONSE ACCOUNT

The spill response account doesn't yet reach $50 million:

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

25. 4 Prior balance in spill response account.
36.2 New balance in spill response account.

15. 6 

0.4

2.7

???

18.7
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OVERALL RESULT. AFTER_FIRST. .YEAR .OF OPERATION UNDER NEW LAW

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

At the same time, the 2 cents spill response surcharge remains in 

place during the fiscal year. The spill response fund itself is 

reduced initially from 37.4 million to 25.4 million, and increased 
by year end to 36.2 million.

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

HB 238 Work. Draft Y 
Retain 5 cent/bbl surcharge 

Allow tax credit when fund exceeds $50 million

6/30/94 Spill Reserve

FY94 collections from 5 cen’’. surcharge
37.4 million 

26.0 million

Transition and FY95 Funding

26.0

37.4

63.4

FY94 nickels collected are appropriated to the 470 
fund, 13.5 of which is appropriated for ongoing DEC 
programs and 12.5 to the spill reserve.

6/30/94 spill reserve balance.

New balance in 470 fund, of which 49.9 would be in 
the spill reserve (12.5 plus 37.4).

D.uring 1st Quarter FY95

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

49.9 Unreserved and unobligated balance in the 470 fund 

(63.4 total minus 13.5 reserved for appropriations)

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

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

And subtracts:

-(13-̂ 5).
36.4

Total appropriations from the 470 fund

Thus despite the fact that the spill reserve is 49.9 million, the 
formula yields 36.4 million.
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'Citizens promoting environmental/v sate operation ot the Alveska terminal ano associated tankers. '

March 15, 1994

Representative Bill Williams, Chair 
House Resources Committee 
State Capitol 
Juneau, Alaska 99801

Dear Representative Williams:

Following testimony by Prince William Sound Regional Citizens’ Advisory 
Council (RCAC) on March 9, some members of the House Resources 
Committee requested more information on the budget chart prepared by the 
Exxon Corporation. Attached is a copy of the chart. Below are bullets that 
point out the inconsistencies and inaccuracies of this information.

• The chart cites a report completed by BCSB Marketing for RCAC in 
December 1992 as its source. This suggests that the chart was produced 
by BCSB. This is not accurate; the chart was produced by the Exxon 
Corporation.

• The BCSB report provides information on annual appropriations for 
Alaska Department of Environmental Conservation (DEC) core spill 
prevention and response programs for the fiscal years (FY) 91 through 93. 
There is no information on FY 90 and 94. The purpose for showing the FY 
91-93 appropriation levels in the BCSB report was to illustrate that 
despite the availability of response funds, the level of funding for core 
programs has remained relatively constant during those years.

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

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



Prince William Sound Regional Citizens’ Advisory Council

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

As stated in RCAC’s March 9 testimony, it is extremely unprofessional to 
produce false information and cite another entity as the source. At the very 
least, the Exxon Corporation owes RCAC an apology and should withdraw 
this misinformation from the legislative record.

Sincerely,

Attachment

March 15, 1994
-2-
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2 CENT BUDGET - PREVENTION RESPONSE PROGRAMS

DEC/OMB FY 95 
Budget Request

DEC - Spill Prevention and Response, Director 980.70
Government Preparedness 4,067.40
Industry Preparedness 2,351.90
Underground Storage Tanks 108.30
Fund Administration and Support 746.50
Directors Office 123.00
Laboratory Operation and Maintenance 186.50
DCRA- SERC 13.50
DMVA/DES - SERC 11.00
DMVA/DES - Response Preparedness & Planning 210.00
DOA - PWS Communication System Maintenance 186.50
DOT/PF - SERC 6.50
DF&G - SERC 6.50
DF&G - Industry Contingency Plan Reviews 45.40
DF&G - State & Regional Master Plan 140.20
DH&SS Response Training 12.00
Labor - SERC 50.00
LAW - Regional & Central Office 9.50
LAW - Assistance to Exxon Valdez Private Plaintiffs 151.60
LAW - SERC Guidance 330.00
LAW - RP Identification, Enforcement & Cost Recovery 25.00
DNR- SERC 655.20
DNR - Industry Contingency Plan Reviews 9.50
DNR - State & Regional Master Plan 92.50
DPS - Enviromental Crimes 124.60
DPS - SERC 50.00
U of A Research 200.00

TOTAL EXPENDITURES 10,727.30

Revenues on 2 Cent per Barrel (per ADEC Estimate) 10,400.00
Interest on Spill Reserve (50m, 5%) 2,500.00
Exxon Valdez Reimbursements to Mitigation Account ($28 
million through the year 2001 - Annual amounts may vary) 3,500.00

MINIMUM TOTAL REVENUES AVAILABLE 16,400.00

Page 1



2 CENT BUDGET - PREVENTION RESPONSE PROGRAMS AND CONTAMINATED SITES PROGRAM

DEC/OMB FY 95 
Budaet Reauest

Contaminated Sites 2,747.30
DEC - Spill Prevention and Response, Director 980.70
Government Preparedness 4,067.40
Industry Preparedness 2,351.90
Underground Storage Tanks 108.30
Fund Administration and Support 746.50
Director's Office 123.00
Laboratory Operation & Maintenance 186.50
DCRA- SERC 13.50
DMVA/DES - SERC 11.00
DMVA/DES - Response Preparedness & Planning 210.00
DOA - PWS Communication System Maintenance 40.00
DOA - Two-way Radio Equipment Maintenance 20.00
DOT/PF - SERC 6.50
DF&G - SERC 6.50
DF&G - Industry Contingency Plan Review 45.40
DF&G - State & Regional Master Plan 140.20
DH&SS - Response Training 12.00
Labor - SERC 50.00
LAW - Regional & Central Office 9.50
LAW - Assistance to Exxon Valdez Private Plaintiffs 151.60
LAW - SERC Guidance 330.00
LAW - RP Identification, Enforcement & Cost Recovery 25.00
DNR- SERC 655.20
DNR - Industry Contingency Plan Reviews 9.50
DNR - Slate & Regional Master Plan 92.50
DPS - Enviromental Crimes 124.60
DPS - SERC 50.00
U of A Research 200.00

TOTAL EXPENDITURES 13,514.60
Revenues on 2 Cent per Barrel (per ADEC Estimate) 10,400.00
Interest on Spill Reserve (50m, 5%) 2,500.00
Exxon Valdez Reimbursements *o Mitigation Account ($28 
million through the year 2001 - Annual amounts may vary) 3,500.00

MINIMUM TOTAL REVENUES AVAILABLE 16,400.00

Page 2



2.5 CENT BUDGET - PREVENTION RESPONSE PROGRAMS

DEC/OMB FY 95 
Budget Request

DEC - Spill Prevention and Response, Director 980.70
Government Preparedness 4,067.40
Industry Preparedness 2,351.90
Underground Storage Tanks 108.30
Fund Administration and Support 746.50
Director's Office 123.00
Laboratory Operation and Maintenance 186.50
DCRA - SERC 13.50
DMVA/DES SERC 11.00
DMVA/DES - Response Preparedness & Planning 210.00
DOA - PWS Communication System Maintenance 186.50
DOT/PF - SERC 6.50
DF&G - SERC 6.50
DF&G - Industry Contingency Plan Reviews 45.40
DF&G - State & Regional Master Plan 140.20
DH&SS Response Training 12.00
Labor - SERC 50.00
LAW - Regional & Central Office 9.50
LAW - Assistance to Exxon Valdez Private Plaintiffs 151.60
LAW - SERC Guidance 330.00
LAW - RP Identification, Enforcement & Cost Recovery 25.00
DNR- SERC 655.20
DNR - Industry Contingency Plan Reviews 9.50
DNR - State & Regional Master Plan 92.50
DPS - Enviromental Crimes 124.60
DPS - SERC 50.00
U of A Research 200.00

TOTAL EXPENDITURES 10,727.30

Revenues on 2.5 Cent per Barrel (per ADEC Estimate) 13,000.00
Interest on Spill Reserve (50m, 5%) 2,500.00
Exxon Valdez Reimbursements to Mitigation Account ($28 
million through the year 2001 - Annual amounts may vary) 3,500.00

MINIMUM TOTAL REVENUES AVAILABLE 19,000.00



CENT BUDGET - PREVENTION RESPONSE PROGRAMS AND CONTAMINATED SITES PROGRAM

DEC/OMB FY 95 
Budqet Reouest

Contaminated Sites 2,747.30
DEC - Spill Prevention and Response, Director 980.70
Government Preparedness 4,067.40
Industry Preparedness 2,351.90
Underground Storage Tanks 108.30
Fund Administration and Support 746.50
Director's Office 123.00
Laboratory Operation & Maintenance 186.50
DCRA - SERC 13.50
DMVA/DES - SERC 11.00
DMVA/DES - Response Preparedness & Planning 210.00
DOA - PWS Communication System Maintenance 40.00
DOA - Two-way Radio Equipment Maintenance 20.00
DOT/PF - SERC 6.50
DF&G - SERC 6.50
DF&G - Industry Contingency Plan Review 45.40
DF&G - State & Regional Master Plan 140.20
DH&SS - Response Training 12.00
Labor - SERC 50.00
LAW - Regional & Central Office 9.50
LAW - Assistance to Exxon Valdez Private Plaintiffs 151.60
LAW - SERC Guidance 330.00
LAW - RP Identification, Enforcement & Cost Recovery 25.00
DNR- SERC 655.20
DNR - Industry Contingency Plan Reviews 9.50
DNR - State & Regional Master Plan 92.50
DPS - Enviromental Crimes 124.60
DPS - SERC 50.00
U of A Research 200.00

TOTAL EXPENDITURES 13,514.60
Revenues on 2.5 Cent per Barrel (per ADEC Estimate) 13,000.00
Interest on Spill Reserve (50m, 5%) 2,500.00
Exxon Valdez Reimbursements to Mitigation Account (S28 
million through the year 2001 - Annual amounts may vary) 3,500.00

MINIMUM TOTAL REVENUES AVAILABLE 19,000.00



Representative Biii Williams
State Capitol
Juneau

3. 3. 94.

uear Representative Williams.

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

With regard to your Y version of HB 238,1 wish to tell you that both myself and I am sure 
most or the citizens oi this community are Yuliy in support of your modifications to fho 
House Mjjj.

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

This community of Seward is the headquarters for administration and visitor handling of 
tourists visiting the Kenai Fjords National Park. After Denali we ere rapidly becoming one 
of ins major visitor attractions in the State.
Utsraiiy thousands ot our residents are becoming reliant upon the tourist industry to sam 
a livelihood, and since we would certainly be in the path of any future oii spiiis In PWS. 
those livelihoods ccuid be piaced in jeopardy.

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

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

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

Yours Vwry Sincereiy; V 1 1
A /V f lU --  ̂ y —'

Dennis Lodge. Seward hCaC represeniative.



From the desk of R i c h a r d  A . F i n e b e r g  P .O . B o x  4 1 6
E s t e r ,  A l a s k a  9 9 7 2 5  Phone / Fax (907) 479-7778

(Via Fax) ~

Feb ruary  26, 1994

Rep. B ill W illiam s, Chair 
H ou se  R esources Comm ittee 
A lask a  S tate H ou se  o f  R qrresentatives 
Juneau, A laska 99801-1182

Re: SB  215 / SB 238 ("470" F u n di

Dear Rep. Williams:

O nce again you a re  being asked to consider b ills m odify ing the oil spill response '’470" 
fund  on beh a lf o f  the o il industry. 1 am  strong ly opposed to  any a ttem p t to restructu re 
o r reduce the "470" fund and its m ission w ithou t c le a r recogn ition o f tw o things:

— >  the crucial, im portance o f  prevention in  the State's o il spill prevention 
program ; and

= >  the incredib le m agn itude o f  N orth  S lo p e  profits.

R egard ing  the firs t point, I find it strange that less than five years a fter th e  Exxon V aldez 
ran  aground, un leash ing w hat w as a rguab ly  the w o rs t o il spill in th is nation 's histo ry, 
c itizens a re  once again have to rem ind the Legislature that foolish com placency and 
m isp laced trust p layed  m ajo r ro les in causing that spill. A lthough the Senate R esoures 
C om m itee b latantly ignored the testim ony from  others in opposition to changing the 
"470" fund a t th is time, I believe that strong and well-grounded testim ony covered the 
firs t point; I turn therefo re to  the se co n d

Spread across a ll N orth S lope oil production, th e so-called "nickel-per-barrel" surcharge 
actually  am ounts to less than th ree cents per barrel a fte r taxes. A cco rd ing to  the Dept, o f  
R evenue's Feb. 9 le tte r to Senato r ZharofF, there a re  tw o principal rea son s fo r this: _
F irst, the su rcharge does no t app ly to  royalty barrels, and, second ly, on the rem ain ing  
7/8 o f  p roduction  to  which the surcharge applies, i t  is deductib le from  federa l in com e 
tax. In sim plified form, the true cost o f  the n ickel p e r  barrel would look  lik e  this:

$0.05 surcharge on taxab le (ncm-royalty) barrels
x  0.875 approxim ate equity (non-royalty) fraction
=  $0.04375 pre-tax surcharge spread across all barrels
x 0,65 35% federal incom e tax a llow ance fo r the $0.0 375 per-barrel paym en t
=  $0.02843 (2.483 cents p e r barrel) cost o f  th e  nickel-per-barrel a fte r consideration

o f  royalty and  federal incom e tax effects

T h a t’s less than one percen t o f  CY  1993 after-tax A laska N orth  S lope  p roduction and 
p ip e lin e  profits o f  approxim ately $2.96 pe r barrel. T ha t per-barrel p ro fit produced an 
annua l p ro fit in  excess o f  $1.7 b illion fo r  the industry. T h is estim ate, inciden tally, fully 
recogn izes the industry's poor fourth-quarter perfo rm ance. Even on those few  dark 
days in D ecem ber when piices w ere a t the $10.00 per-barrel level, it appears that North 
S lo p e  pro fits w e re  still running on th e  o rder o f  $400,000.00 p e r day.

T o  determ ine w he ther this 2.8 cents pe r barrel significantly affects oil industry 
operations, let's consider these profits in term s o f  w hat an investo r m igh t earn



V
from richoro f ihedcrg 02.26.1991 16100 P. 3

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

elsewhere. I f  N orth  S lope p roduction and  p ipe lin ing  w ere con tro lled by o n e  company 
in s te ad  o f  three, that firm ’s 1993 pro fits w ou ld  have ran k ed  on a  par w ith  the seventh 
m ost p ro fitab le  firm  on the F o rtu ne  500 lis t o f  the nation's m os t p ro fitab le  com panies in 
1992. C learly, N orth  S lope  investo rs w ou ld  be hard-pressed to  dup lica te  their North 
S lope p ro fits  anyw here e lse  in  the nation. T h e  F o rtu ne  lis ting from  1992 is attached to 
dem onstra te  that N orth  S lope operations ra n k am o o g  the m ost pro fitab le  enterprises in 
th e  nation.

I t is a lso  no tew orthy  tha t com pared  to  F o rtu n e  500 leaders in o th e r industries, (he North 
S lope is  rem arkab ly  constan t in  its profits. B etw een 1987 and 1992,1 estim ate  that 
N o rth  S lope p roduction  and pipelin ing p ro fits  exceeded  $2 b illion in every year. By 
com parison , du ring  th o se  years, F o rtu ne  500 pow erhou ses such as G M  and  IBM  
van ished  from  th e  ranks o f  th e m ost pro fitab le, rack ing  up  huge  lo sses for several years 
in a  row  when they encoun tered  hard  tim es. In con trast, th e  co s ts  o f  the Exxon Valdez 
didn't ev en  k n o ck  Exxon ou t o f  the top  f iv e  in  1989, w h ile  th e  oil m arket's travails in 
la te  1993 only pu t a relative ly  small den t in  the profitab ility  o f  A laskan operations for the 
year.

T h e  sp read sh ee t on  w hich m y 1993 p ro fit estim ates a re  based is attached. T he  right- 
hand  co lum n identifies the sources for th e  da ta  I hav e  used. T hese  a re  a ll pub lished 
sources, and  pe rhap s th e  m ost surprising th ing  is th a t the in du stry ’s ongo ing public 
rela tions cam paign  has been so effec tive th a t these num bers are  no t w ide ly  discussed. 
T ho se  o f  you w ho a re  fam iliar w ith the estim ates I d id  in 1992 in a  report to  the Senate 
F in ance  C om m ittee  w ill recogn ize that I h av e  rev ised  m y estim ates to reflec t new  
production co s t da ta  released by the D epartm en t o f  R evenue and  published las t fell by 
the L eg is la tiv e  R esearch Agency.

C learly , $0.03 p e r barre l is a t m ost a  m inu te  fraction o f  N orth S lo p e  profits. M oreover, 
th is su rcharge  is v irtu a lly  irre levant to  long-term industry  p ro fitab ility  models, which 
typ ica lly  fo reca s t p rice  changes in the $2.00- to  $5.00-per-barrel range. T ho se  models 
ind ica te tha t th e  N orth  S lope should p roduce  sim ilarly  strong p ro fits  in to the next 
centu ry , w ith o r  w ithou t alteration  to th e  ’’470” fund.

I can think of several reasons v/hy the oil industry might wish to divert the Legislature 
into wasting time on this red herring. But I can. see no good reason why you, as our 
elected representatives, should fall for this industry ploy. In my estimation, your time 
during a 120-day session is too valuable to waste bn this excursion. Your services are 
badly needed in other areas.

I f  I can p rov id e  add itiona l inform ation, p lease  le t m e  know . In  th e  m eantim e, I close 
w ith  best w ishes in  y o u r efforts to  reso lve th e fa r m o re  p ress ing  adm in istra tive and 
b udg e t p rob lem s feeing  you.

enc.
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tf'a'^o.cAoos - S o ^ s f a » \ c e  ^ e t e a s e ,  Zesqonsi F o a S  . 
Co*vsVcd.r>j “te voUa.4 U&d taew. v^pUefi c**-© aAtege^

tovj C€(4a.\#\> O il l̂ d'O&'Hvj ; IT a**\. Co*\-
v / W e Q  ° rkeae t a e i a  k u  w a k f e & c i A C - e  0  ^

v A i s a ^ r o p w ^ ^ v  o ^  <^-70-foK&^<
^rfkeve tJ £<a a.oAv^ *̂7
LB ^ A  -4t\<x> 1^ < A u e  t*^ M o a c C v  « . ^ Q  u d I U  p u ^

4 ^ e s e  cv.llsga4c^n^ -4o fe.$*fr*.

-̂ rf\e$€ -^koolS b̂ . a. c&tfcO&fio*v Oi/sT q.ocooM-t^ 
(|yvoceecSorftS c Q  '4W -fo^Sl —  m a tu ^  w ore
d e a r  “t o  -f-ke ( e g i i k r W e ,  , sfce < * \ c & a s - h ^  q * ^ S  

jJobUc—* £ 0 +  aA <a.4(ew,p,f -fo - £ j * &  ,

£■£> 3 ^ c  c^p(a.iAG<D -Yejleicfic^ , - ^ 6 * e  <£A€. 

atefc (\a‘2GA<fiouS‘ dUŝ o*f*Q sWea m  j'W c*
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State Fees on Oil for Spill Response and Admlnlslrallon Costs*

CD
‘ Tills does not rofor to small onB-tlmo foes (o.g.t for registration or licensing); only pur-galkm, per-barrel, or par-1ripfao9. 
“ Fees are osseseed only onco lor thD samo oil.

3>
ot

Stato Fee” Who Must Pay Whara tho Money Goes

Alabama Nona — —

Alaska 5 cents par barrel Evory oil producer In Iho stato ' Tho Oil and Hazardous Snbstanco Roleaso 
Response Fund (now al about $40 million; 
capped ol $50 million)

Arizona 1 ren t pargallon of gasoline (all kinds), diesel, 
and keroseno

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

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

Arkansas Nona — . —

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

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

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

Colorado Nona — —

Connecticut Nona — —

Delaware y»o of a % of the gross roceipls tax Tho wholesaler of potroleum end petroleum 
products (an exemption Is allowed (or crude oil)

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

Florida 2 cents por barrel Any person who engages in tho production or 
importation of oil

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

Georgia Nona — —

llo WOK Nona — —

Idaho 1 oent par gallon The llrst licensed distributor who transfers a 
petroleum product to another legal entity within 
the slate

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

Illinois None — —

Indiana None — —

Iowa Nona — —

Kansas 16cant9perbarro) Tho llrst purchaser of the oil A portion funda the oonsorvatlon division ol the 
Kansas Corporation Commission, and the res! 
goo3irtlo the Conservation Fee Fund (now al 
loast $500,000; capped al $1 million)

Kentucky Nono — —

Louisiana 2 cents par barrel Every person owning crude oil Iri a vessel al 
the llmo the o ! is transferred to a marlno 
terminal within the stato (oxcept for at LOOP)

The Oil Spill Contingency Fund (now at aboul 
S10-12 million; capped at 515 million, but only II 
(hat amounl is reached through tho collodion ol 
la as)
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State Fees on Oil for Spill Response and Admlnlslialion Costs*, continued

Stale Foe” Who Must Pay Whore the Money Goes !

Maine

■

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

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

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

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

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

Massachusetts Nona — —

Michigan 7/fe of a cent per gallon of petroleum producto All those selling refined oil tor rosalo The Ml Underground Storage Tank Financial 
Assurance Fund (now at about $52 million; no 
cep)

Minnesota Nona — —

Mississippi Nono — —

Missouri $25 per 0,000 gallons Tho lank owner upon delivery ol gasofino Tho Underground Storage Tank Insurance 
Fund (capped ol $0 million)

Montana 3k ol a conl per gallon (tho fee Is currently shut 
oil until Ihe fund drops below $4 million)

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

Nebraska

I

340 of a cont por gallon on motor fuels 
(although now II is at 340 of a cent per gallon on 
motor fuols plus 1/io of a cent par gallon on all 
other petroleum since Iho fund dropped down 
to $2 million; Ihe fee will return to 34o of a cent 
when the fund reaches $4 million)

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

t
1

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

Nevada 44o of a oont per gallon on most petroleum 
products

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

New Hampshire Vie ol a cent per gallon for tho ODD Fund; Vie 
ol a cent por gallon tor the OPO Fundi

Tito distributor of motor fuels at tho tin t" of sale 
(lor the 34o of a cent fee); the distributor of all 
oil at Iho time of sale (for tho Vio of a cent fee)

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

New Jersey 1 Vi oenls per bane! for major facility owners Tho operator or owner o( the receiving or 
transferor,g major facility

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

Now Mexico None — —

03
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'This does nol rofar to small ono-tJme foB9 (e.g., lor registration or licensing); only por-gnlion, per-barrel, or por-lrip fees. 
"Fees are assessed only nnce (or llio came oil.
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Stale Fees on Oil lor Spill Respase and Adminislralion Costs*, continued

[State Foe" Who.Mat Pay Wher r thB Mortoy Goes

New York Currently at cunts per barrel tor major facility 
owners

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

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

Noilh Carolina Nnno — —

North Dakota None — —

Ohio None — — »

Oklahoma 1 cont per gain Tho fuoJistributor Tho OK r etioleum Underground Release 
InrJemr, ty Fund (now ol about $6-$7 million; no 
cap)

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

All vossls and facilities The Oil Spill Prevention Fund (capped at 
$153,600)

Pennsylvania None __ —
Rhode Island None (Tlieie3 on Oil Rolense Response Fund) — —  I

South Carolina Vfe cont per {lion on all petroleum The rolior or lank owner that first sells the oil 
In Iho site

Tire Stato Underground Petroleum Rosponso 
Dank (capped at S15 million)

Soulh Dakola 1 cent per yson Tho oil ishibutora The SD Petroleum Release Compensation Fund 
(now at about SIOU.OOO; capped at $5 million)

Tennessee Nono — . .
Texas 2 cents por fcrrel Every prson owning crudo oil In a vessel at 

tho tlmeuoh crudo oil Ib transferred to or Irom 
a marln terminal

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

Ulah Nona —
Vermont 1 cenl per g»n Motor luls distributors The Vermont Pelroloum Cleanup Fund
Virginia Vfeof a cent fr gallon Any imprlorol gasoline, special fuels, and 

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

Washington 5 conto pnr trrel The owor ol tho crudo oil or polroleum product 
immedilely after receipt Into a storage lank of 
o m Jrin terminal Irom a vessel

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

Wosl Viiginin None — —
Wisconsin 1 .A cents of rery 2 conts par gallon colloctod — Tire Petroleum Environmental Cleanup Fund
Wyoming 1 cont por gson , Fuel oosumera Tho Slate Corrective Account (now at about 

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

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

Seldovla, Alaska 99663 
Phone (907) 234-7643 
FAX (907) 234-7430

February 24, 19S4

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

Dear Representative Williams:

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

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

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

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

Sincerely,

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



M i c h a e l  J .  F r a n k

Attorney At Law 
2224 Turnagain Parkway 
Anchorage, Alaska 99517 

(907) 248-5078

March 9, 1994

Representative Bill Williams 
Chairman, House Resources Committee 
Alaska Legislature 
State Capitol
Juneau, Alaska 99801-1182 

Dear Rep. Williams:

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

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

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

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

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

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



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

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

I agree with comments made by RCAC chair Stan Stephens and others critical of the 
particulars of the pending legislation. While I appreciate your own effort in offering a better 
bill than Representative Green's, I sirr.ply do not see the need to satisfy the Prudhoe Bay 
producers' demand for relief from a tax which in any event is passed on to all American 
consumers of TAPS oil at the gas station pump.
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To: Alaska Hc^se of Repiy»frgrrtative3jtommittee on Resources 
From: KachgmaKResource Inst.

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

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

industry.

1 became the first chairman of the Prevention, Response and 
Operations committee for the OPA '90 mandated Cook Inlet Regional 
Citizen’s Advisory council. 1 represented CIRCAC in the Technical 
Implementation Working Group, another all interests effort, this 
one convened by ADEC to work up the regulatory package to 
implement the legislation. Even Exxon provided responsible 
negotiators in that process. W e  all knew, however, that as we 
worked m a n y  months on the issues In a cooperative manner that 
big oii lobbyists were diligently pushing quite different ideas than 
company spokesmen in the working group. Mot the best basis for 
trust and cooperation.

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

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

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

M arch  9, 1994 Re: HB 238 (Revising the 470 Fundi

Compare this to California which has three funds to do the work of 
our Oil and Hazardous Substances Release Response Fund. The per



barrel contribution adds up to 33 cents. A surcharge of 4 cents a 
barrel for petroleum discharges, A cents a barrel for other 
hazardous substances, and 2b cents a barrel to create a big spill 
response fund of $50 million, in addition California has 
an uncapped borrowing authority for catastrophic spill reponse that 
allows m a x i m u m  reponse, with provision for the state to increase 
per barrel surcharges by another 75 cents until response and 
restoration expenses are repaid. At the time of enactment this 
was estimated to give California a $13,000,000,000 (Thirteen Billion) 
emergency response capability in the absence of a responsible party 
willing and able to contain, cleanup and restore Up to Sl/bbt 
would be surcharged to repay the state.

What is not working properly about the 470 Fund is not what it 
has been used for, but what it has not veen used for Where are 
the depots and corps? Where is the haz ds analysis? Where are 
the storage tank farm repairs in rural ia3ka?

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

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

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

Page Two 470 Fund(HB238) L. S m ith  3 /9 /94



589 million barrels for a total of $2,674 billion dollars.

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

A committee member alluded to hypocrisy during todays hearing.
It seems the height of it to complain about a nickel that has never 
amounted to much more than 3 cents a barrel in netback and 
taxbreak reality. Even if it was a whole nickel that is less than 15$ 
of what the same companies pay per barrel in California, for the 
■same purposes.

1 don't see any hypocrisy in the differing views from coastal 
communities. The difference in opinion arises mainly from the 
very different levels of prevention and response capability around 
the state. Comparing Prince William Sound activity to the Interior, 
the Peninsulas, Bristol Bay, Southeast or Cook Inlet is like 
comparing Disneyland to penny arcades.

In answer to the question: Shouldn't other users contribute to the 
470 Fund? I would say that ultimately that nobody pays but 
consumers —  in Alaska or elsewhere. W e  are the spigot from 
which big oil’s Alaska profits spew in their tens of billions.

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

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

M y  thanks to all legislators who are thorough and objective in 
their approach to issues.

Page Three 470 Fund (HB 238) L. S m ith  3 /9 /94
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