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Regional Gitizens' Advisory Council of Prince William Sound

Section 35. Adds the requirement that the DEC commissioner report to the
Ieglslature on the uses of'both accounts created by the division inthis bill. It
reduces the DEC auditing requirements for uses of the fund.

tSer)tIIEO(rZ] 38 transfers the responsibility of maintaining emergency response depots

Sections 39 reassigns the oil and hazardous substance response corps to the
Department of Environmental Conseivation.

Section 40. Eliminates fundin? for the Oil and Hazardous Substance Response
Office to conduct certain spill technology research.

Section 41 is a technical change consistent with the i 'naming of the fund adding

the words “prevention and.'

Sections 42,43 and 45. These sections attempt to growde consistency in the use
of terms "release” and "threatened release” in AS 46.08. Section 42 provides a
technically revised definition of "release” and section 43 substantially amends the
definition’of "threatened release." In current statute, the definition of threatened
release is "an imminent danger that a release will occur." The new definition
would be narrowed to mean-a release is imminent.

A release is imminent if "it is impending, on the point of ha Penlng,_Or In the
judgment of the commissioner, may reasonably be expected to culminate in an
actlal release, and that actual release may reasonably be expected to cause personal
Injury, other injury to life, or loss or damage to property." Sections 36 and 37 are
conforming changes to these revised definitions. However, despite the change
adding environmental damages, the narrowing of this definition limits DEC'S
ability to prevent spills.

Section 45. Modeled after the definition made in bill section 44 mentioned earlier,
this section revises the definition of the term "threatened release” applicable to AS
46,00, Similar to the change in section 43, this definition explicitly includes
damages to the environmerit.

Section 46 moves the Alaska State Emergency Response Commission from DEC
to DMVA.

Section 47. Repeals a number nf provisions in law regarding activities for which
the fund can be used to support including:



Regional Gitizens' Advisory Council of Prince William Sound

e state ferry construction, AS 19.65.025 and AS 46.08.040(d);
« tlie Citizens Oversight Council, AS 46.08.040(d)

e the rsespeal of the Conservation Surcharge on Oil replaced by this bill, AS
43.55.200-240— these three are tlie same as the previous "D" draft, plus

e removes DES's authority to contract for personnel to respond to releases, AS
26.23.195(h); and

* reference to the Division o Emergency services in AS 46.08.190(3), a technical
change to reflect the shift in department assignments.

Section 48 is inserted to clarify how appropriations |fan% made to the spill
reserve fund, mentioned within the text of AS 29.60.510(b), are to be treated for
pu(rposes of determining whether they are to be freated as expenditures for the oil
and hazardous substance release resgonse fund in conjunction with the factors
applicable to suspension or re imposition of the severance tax conservation
surcharge. Since, in bill section 5, the statutory reference to "spill reserve” would
be repealed, the provision is drafted as an uncodified, temporary law section with a
limited applicability.

Section 49. Explains the applicability of tne new definition of “catastrophic ol
discharge."

Section 50 sets out a transition mechanism for amounts collected under the nickel-
per-harrel surcharge after June 30,1993, and until the effective date of this Act.

Section 51 protects or "holds harmless" the terms of members of the response
commission despite transfer of the commission by bill section 47.

January 23,1994
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Officials Are Inundated With Last-Minute
Response_Plans. Thousands of plans poured
into Washington. DC, and various regional of-
fices around the country within days of the
February 18 deadline. Now it's up’to the
federal agencies to review the plans by August
18 or to’Issue interim letters of approval that
will be valid for two years.

In the interim, the agencies are still plowing
through the rulemaking process: the USCG
published interim final'ryles for vessels and
marine transportation-related facilities on
February 5; EPA published its pr0ﬁosed rule
for non-transportation-related onshore
facilities on February 17 the RSPAputan in-
terim final rule for onshore pipelines into ef-
fect on January 5:and MMS published an
interim final rule for offshore facilities on
Februa% 8. Also: the USCG has classified
22 OSROs to dale (see column on page 3).

First Settlements Under OPA90 To xI
$14.7 Million. DQJ filed the first two judicial
settlements under OPA 90 with a US district
court in Washington State on February 10,
DOJ resolved complaints concern;ngnon spills
in 1991 against Texaco and US Qil that totaled
$14.7 million — an amount attorneys say they
could never have gotten under the Clean
Water Act.

Congressional Committees Vie for Jurisdic-
tion"Over OPA 90. The recent shifts in Con-
?vrless have caused a stir between the House

erchant Marine and Fisheries (MM&F) Com-
mittee and the House Natural Resourcés (\R).
Committee.
tee held a hearing on the status of oil spill
response In light'of the Shetland Islands spill.
Then on February 17. an MM&F subcommit-
tee held its own hearing to discuss progress
on the implementation"of OPA 90.

Attorney* Consider Ways to Avoid Interna-
tional Liability Limits in the Braer Case.
Speculation has mounted in recent weeks over
whether US attorneys may be able to try a

On February 4. an NR subcommit-
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case for damages from the January 5 Shetland ="

[slands spill in US courts. They think it may
be possible to show that the owner of the
tanker Braer has some US connection.

Study of Leak Detection Devices on
Tankahlg* Precedes NPRM. On February 5.
the USCG made available its report entitléd
Tank Level Detection Devicesfor the Carnage of
oiL The USCG said it would use the study to
develop a notice offroposed rulemakmgi to im-
plement section 4110 0f OPA 90. Tlh study
evaluates leak scenarios and sug}gests an ap-
proach to developing standards Tor the ap-
proval of devices.

Alaska AG Raises Concerns About the
Ezxon Valdez Trustee Council. Alaska Attor-
ney General Charles Cole is a member of the
trustee council that must determine how the
Exxon Valdez settlement money must be
spent. He spoke at the Exxon Valdez 0il Spill
symposium On February 2-5in Anchorage on
some of the problems inherent in the current
system of using trustees to determine resiora-
0N projects.

liore States Are Charging Fees for Oil Spill
Response. The OSLR 3taft has Iput together a
chart comparln% state per-barrel/per-gallon
fees on oil that help fund the cleanup of oil
spills. We learned during qur research that a
few slates currently have bills in committee
that deal with thisissue. HB 1194 in Hawaii,
for example, proposges a 6-cents-per-barrel tax
on oil to support a $7 million fund for preven-
tion and response.

News Briefs

« State and Federal Agencies Work with
Industry to Schedul& Drills in Washington

» USCG to Requlate the Transfer of Oil to or
from Motor Carriers and Railroads

Hotline
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Stale
Alabama

Alaska

Arizona

Arkansas

California

Colorado
Connecticut

Delaware

Florida

Georgia
Hawaii

Idaho

Ilinois
indiana
lowa

Kansas

Kentucky

Louisiana

State Fees on Q! for Saill Response and Administration Costs*

Fee**
None

5 cents per barrel

1 cent per gallon of gasoline (all kinds), diesel,
and kerosene

None

25 cents per barrel for response (this has not
been collected since Feb 1991 when the fund
reached its cap); 4 cents per barrel for
administration (this may be reduced by the
administrator in future years)

None
None

*io of a % of the gross receipts tax

2 cents per barrel

None
None

1cenl per gallon

None
None
None

16 cents per barrel

None

2 cents per barrel

Who Must Pay

Every oil producer in the state

The UST owner when oil is purchased or when
the annual tax return is due

Every marine terminal operator for oil delivered

through the terminal; every pipeline operator for

oil transported into the state; and just the 25-
cent fee for refinery operators for crude oil
received at the refinery

The wholesaler of petroleum and petroleum

products (an exemption is allowed for crude oil)

Any person who engages in the production or
importation of oil

The first licensed distributor who transfers a
petroleum product to another legal entity within
the state

The first purchaser of the oil

Every person owning crude oil in avessel at
the timp the oil is transferred to a marine
terminal within the state (except forat LOOP)

Where the Money Goes

The Oil and Hazardous Substance Release
Response Fund (now at about $40 million;
capped at $50 million)

10% goes into a Loan Account, the rest goes
into the State Assurance Fund (now at about
$40 million; no cap)

The Qil Spill Response Trust Fund ($50 million)

and the Oil Spill Prevention and Administration
Fund (meant to generate about $20 million
annually)

Tho DE Hazardous Substance Cleanup Act
Fund (now at about $4 million; no cap)

The Coastal Protection Trust Fund (now at
about $18 million; capped at $50 million)

The Petroleum Clean Water Storage Tank Trust
Fund (now at about $20 million; capped at $30
million)

A portion funds the conservation division of the
Kansas Corporation Commission, and the rest
goes into the Conservation Fee Fund (now at
least $500,000; capped at $1 million)

The Oil Spill Contingency Fund (now at about

$10-12 million; capped at $15 million, but only if
that amount is reached through the collection ol

fees)

"Thisdoes not refer to small one-time fees (e.g., for registration or licensing); only per-gallon, per barrel, or per trip fees
e'Fees are assessed only once for the same oil.
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Stale
Alabama
Alaska

i g

Arizona

Arkansas

California

Colorado

Connecticut

Delaware
Florida
Georgia

Hawaii
Idaho

lllinois

R

Indiana
lowa

Kansas

Kentucky

Louisiana

#

State Fees on Oil tor Spill Response and Administration Costs'

Fee**
None

Scents per barrel

1 cent per gallon ot gasoline (all kinds), diesel,
and kerosene

None

25 cents oer barrel for response (this has not
been collected since Feb 1991 when the fund
reached its cap); 4 cents per barrel for
administration (this may be reduced by the
administrator in future years)

None
None

~10 of a % of the gross receipts tax

2 cents per barrel

Non9
None

1 cent per gallon

None
None
None

16 cents per barrel

None

2 cents per barrel

Who Must Pay

Every oil producer in the state

The UST owner when oil is purchased or when
the annual tax return is due

Every marine terminal operator for oil delivered

through the terminal; every pipeline operator for

oil transported into the state; and just the 25-
cent fee for refinery operators for crude oil
received at the refinery

The wholesaler of petroleum and petroleum
products (an exemption is allowed for crude oil)

Any person who engages in the production or
importation of oil

The first licensed distributor who transfers a
petroleum product to another legal entity within
the state

The first purchaser of the oil

Every person owning crude oil in a vessel at
the timp the oil is transferred to a marine
terminal within the state (except for at LOOP)

Where the Money Goes

The Oil and Hazardous Substance Release
Response Fund (now at about $40 million,
capped at $50 million)

10% goer- into a Loan Account, the rest goes
into the Stale Assurance Fund (now at about
$40 million; no cap)

The Oil Spill Response Trust Fund ($50 million)
and the Oil Spill Prevention and Administration
Fund (meant to generate about $20 million
annually)

The DE Hazardous Substance Cleanup Act
Fund (now at about $4 million; no cap)

The Coastal Protection Trust Fund (now at
about $18 million; capped at $50 million)

The Petroleum Clean Water Storage Tank Trust
Fund (now at about $20 million; capped at $30
million)

A portion funds the conservation division ot the
Kansas Corporation Commission, and the rest
goes into the Conseivation Fee Fund (now at
least $500,000; capped at $1 million)

The Oil Spill Contingency Fund (now at about
$10-12 million; capped at $15 million, but only it
that amount is reached through the collection ol
tees)

‘This does nol refer lo small one-time fees (e.g., for registration or licensing); only per-gallon, per-barrel, or per trip tees.
@ “Fees are assessed only once for tho same oil.
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Stats

Maine

Maryland

Massachusetts

Michigan

Minnesota
Mississippi
Missouri

Montana

Nebraska

Nevada

New Hampshire

New Jersey

New Mexico

Slate Fees on Oil for Spill Response and Administration Costs*, continued

Fee™

4 cents per barrel for coastal and inland
cleanup; 44 cents (gasoline), 25 cents (#2,
kerosene, jet luel, and diesel), and 10 cents
(#6) per barrel for groundwater cleanup

V4 of a cent per barrel for cleanup; 5 cents per
barrel for upgrading underground storage tanks

None

A) of a cent per gallon of petroleum products

None
None

$25 per 8,000 gallons

~4 of a cent per gallon (the fee is currently shut
off until the fund drops below $4 million)

V10 of a cent per gallon on motor fuels
(although now it is at ~10 of a cent per gallon on
motor fuels plus V10 of a cent per gallon on all
other petroleum since the fund dropped down
to $2 million; the fee will return to T'io of a cent
when the fund reaches $4 million)

~10 of a cent per gallon on most petroleum
products (‘zS.IKi.vk/Zjr,,-*1)

~10 of a cent per gallon for the ODD Fund; V10
of a cent par gallon for the OPC Fund

1Mccents per barrel for major facility owners

None

Who Mu3t Pay

For coastal and inland cleanup: every person
that first transports oil in Maine. For ground-
water cleanup: terminal facilities that first
transfer the products and any person that first
transports oil into Ihe state (no fee on exports)

Tho tank owner

All those selling refined oil for resale

The tank owner upon delivery ol gasoline

The gasoline distributor

The refiner, importer, or distributor that first
sells within the state

The refiner or importer

The distributor of motor fuels at the time of sale
(for the Q'io of a cent fee); the distributor of all
oil at the time of sale (for the v10 of a cent fee)

The operator or owner of the receiving or
transferring major facility

Where the Monoy Goes

The Maine Coastal and Inland Surface Oil
Cleanup Fund (now at about $4 million; capped
at $6 million), and the Groundwater Oil
Cleanup Fund (now at about $12 million;
capped at $15 million)

The Maryland Oil Disaster Containment,
Cleanup, and Contingency Fund (capped at $5
million), and tho Underground Storage Tank
Upgrade and Replacement Fund (now at about
$4.5 million; capped at $5 million)

The MI Underground Storage Tank Financial
Assurance Fund (now at about $52 million; no

cap)

The Underground Storage Tank Insurance
Fund (capped at $8 million)

The Petroleum Tank Release Cleanup Fund
(now at about $5 million; capped al $8 million)

The Petroleum Release Remedial Action, and
Reimbursement Fund (now al about $3.1
million; capped at $5 million)

The State Petroleum Fund (now al about $4
million; capped at $7.5 million)

The Oil Discharge, Disposal, and Cleanup
Fund (the ODD Fund: now at about $9.1

million; capped at $10 million); The Oil Pollution
Control Fund (the OPC Fund: now at about
$3.5 million; capped at $5 million)

The NJ Spill Compensation Fund (now at about
$72 million; no cap)

'This does not refsr to small one-lime fees (e.g., lor registration or licensing); only per-gallon, per-barrel. or per-trip tees
“ Fees are assessed only once for the same oil
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State

New York

North Carolina
North Dakota
Ohio

Oklahoma

Oregon

Pennsylvania
Rhode If land

South Carolina
South Dakota
Tennessee

Texas

Utah
Vermont

Virginia

Washington

West Virginia

Wisconsin

Wyoming

State Fees on Gl tar Saill Response and Administration Costs®, continued

Fee**

Currently at 4 cents per barrel for major facility
owners

None
None
None

1 cent per gallon

(H2ci<k/LiU(iz( )

$650 per trip for tank vessels; $20 per trip lor
barges; and $25 per trip lor cargo vessels
(facilities must pay $3,000 per year)

None
None (There is an Oil Release Response Fund)

V&cent per gallon on all petroleum
{‘3IU2/cIsiki»rr<i‘Is)

1 cent per gallon

None

2 cents per barrel

None
1 cent per gallon

VS of a cent per gallon
5 cents per barrel
None

1.4 cents of every 2 cents per gallon collected

1 cent per gallon

Who Must Pay

The major facility owner at the point of import
or receipt

The fuel distributor

All vessels and facilities

The reliner or tank owner that first sells the oil
in the state

The oil distributors

Every person owning crude oil in a vessel at
the lime such crude oil is transferred to or from
a marine terminal

Motor fuels distributors

Any importer of gasoline, special fuels, and
heating oil

The owner ol the crude oil or petroleum product
immediately alter receipt into a storage tank of
a marine terminal lrom a vessel

Fuel consumers

4

Where the Money Goes

The NY Environmental Protection and Spill
Compensation Fund (now al about $17 million;
capped at $25 million)

The OK Petroleum Underground Release
Indemnity Fund (now at about $6-$7 million; no
cap)

The Oil Spill Prevention Fund (capped ot
$153,600)

The State Undergiound Petroleum Response
Bank (capped at $15 million)

The SD Petroleum Release Compensation Fund
(now at about $ 100,000; capped at $5 million)

The Coastal Protection Fund (now at about $20
million; capped at $25 million)

The Vermont Petroleum Cleanup Fund

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

The State Oil Spill Response Account (now at
about $4.5 million; capped at $25 million and
the Administration's Account (no cap)

The Petroleum Environmental Cleanup Fund

The Stale Corrective Account (now at about
$1.5 million) and the State Financial
Responsibility Account (now at about $6.2
million), there must be a total ol $20 million in
both accounts before the lee is shut off

eThis does not reler lo small one-time fees (e g., for regisiralion or licensing); only per-gallon. per-barrel, or per-trip lees.
o‘Fees are assessed only once for the same oil.
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Alaska State Legislature

30 Seward Street, Suite 218
Juneau, Alaska 99801-2196

ALegislative Research Agency

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

April 16 193
MEMORANDUM
TO:  Representative Kay

FROM: Maria Gladziszewski' and Paula < Scavera
Legislative Analysts (J

RE: (F)thglr States’ Funds Similar to Alaska’s Oil and Hazardous Spill Response
un
Research Request 93186

You asked for information about funds established in other states that are similar to Alaska’s
Ol and Hazardous Spill Response Fund (the so-called "470 r und"). - We contacted six states
(California, Florida, Louisiana, New Jersey, Texas and \Washington) to obtain comparative
Information.  Although other states have similar funds, these are a Sample of those* that tax
oil, petroleum products or other pollutants to pay for a cleanup or response fund.

The attached table summarizes key features of il spill funds in those states. We listed only

those funds which are financed primarily by a tax and not by pollution fines or settlements.

In a preliminary version of this memoranaum, we provided copies of relevant statutes from

Ehe SIX staFtaes Ilited above and a report from Texas, Oil Spill Prevention and Response Act
rogress Report.



Representative Brown

il 16, 1993
égge 216

Attached to this memorandum is an article from the Oil Spill US. Law Report (March ]9?133
containing _information_on a 50-state survey of sa™ fees on oil_for spill re?g,onse an
administrative costs.1 This table, anngf with’ the information compiled by our

ice, show
that state taxes on petroleum products tor spill response vary from zero o the 87 cents per
barrel in Florida.2

\We hope this information is useful for your purposes. Please do not hesitate to contact us
If you have additional questions.

Attachments

"This article (pages 12 - 15 of the March 1993 isste) is reprinted with permission from
Cutter _Information CorEoratlon, 37 Broadway, Arlington, MA (02174, (telephone
80033 f b%lal%% orI 617 ). Reproduction without express permission of the publisher
is forbidden by law.

At appears that in Florida some petroleum products are taxed for three separate funds-80
cents per barrel Plus 210 Hcents per barrel plus 2 cents per barrel (totaling 87 cents per
barrel).  No single state official in Floyida seemed tQ know about all three funds listed on
the table preparéd by this agency. Florida officials with whom we spoke were able to speak
only about the fund they administered and were unable, to confirm with 100 percent certainty
tha 'oetroleum fuels_(dasoline, diesel, kerosene, aviation fuel, heating oll, efc.) were taxed
by all three funds.. They all, however, "thought it was true™ that some petrolelm products
Were taxed three times.



State Fund

California Oil Spill
Response Trust
Fund

California Oil Spill
Prevention
Administrative
Fund

Florida Inland
Protection Trust
Fund
(Chapter 376,
Section 3071)

Florida Water
Quality Assurance
Trust Fund
(Chapter 376,
Section 307)

Florida Coastal
Protection Trust
Fund
(Chapter 376,
Section 11)

Primary Revenue Source

25 cents/barrel on crude oil
or petroleum products
received at a marine terminal
or transported by pipeline

4 cents/barrel on crude oil or
petroleum products received
at a marine terminal or
transported by pipeline

30,60, or 00 cents/barrel tax
on pollutants (petroleum
fuels) produced or imported
into the state (rate varies with
unobligated balance of fund);
tax is currently at the highest
level and is expected to
remain there indefinatefy
(annual revenue at B0 cents is
still not sufficient to pay all the
claims against the fund)

varies with type of product
and amount in fund; $1 or
$2/lead acid battery; 2.3 or
5.9 cents/gallon solvents; 1
or 2.5 cents/gallon motor
oil; 2 to 5 cents/bc. ret
petroleum products

2 cents/barrel tax on
pollutants (includes pesticides
ammonia, chlorine, and

other oil products) produced
or imported into the state;

tax suspended when fund
reaches $50 million,
reimposed at $40 million

SELECTED STATE FUNDS SIMILAR TO
HAZARDOUS SUBSTANCE S P IIt RESPONSE FUND

Purpose / Use

Comments

for cleanup of oil in marine waters or cleanup
of oil that will impact marine waters

administering, operating, managing, staffing, and
plan reviewing of oil spills in marine waters or
impacting marine waters

cleanup of discharges of petroleum or petroleum
products from stationary petroleum storage
facilities; investigation and assessment of
contaminated sites; restoration or replacement of
potable water supplies; rehabilitation, maintenance
and monitoring of contaminated sites; cost
recovery expenses; administrative expenses
including costs incurred by the Department of
Health in providing field and laboratory services;
some activities related to the removal and
replacement of petroleum storage systems

to restore or replace potable water supplies; for the
investigation, assessment, cleanup, restoration,
maintenance, and monitoring ofany site
contaminated with hazardous wastes, hazardous
substances as defined by CERCLA, pollutants,
substances suspected to be carcinogenic or toxic
to humans, or substances which pose a serious
danger to public health or welfare

to provide a mechanism to have financial resources

immediately available for prevention of. and
cleanup and rehabilitation after, a pollutant

discharge, to prevent further damage by the
pollutant, and to pay for damagtes

Fund has reached its cap of $50 million

Approximate annual revenue = $20 million
Approximate number of personnel funded = 190
Approximate annual expenditures = $18 million

Approximate annual revenue = $155 million
Approximate number of personnel funded = 50
Approximate annual expenditures = $155 million

Approximate annual revenue - $25 million
Approximate number of personnel funded = 35
Approximate annual expenditures = $25 million

Approximate annual revenue = n/a
Approximate number of personnel funded
Approximate annual expenditures = n/a

Contact

Department of Fish
and Game, Oil Spill
Prevention and
Response Office
(916) 445-9338

Department of
Environmental
Regulation, Division
of Petroleum
Cleanup

(904) 487-3299

Department of
Environmental
Regulation, Bureau
of Waste
Management

(904) 488-0190

Department of
Natural Resources
Office of Coastal
Protection

(904) 488-2974



State Fund

Louisiana Oil Spill
Contingency Fund
(RS 30: 2451 -2496)

New Jersey Spill
Compensation
Fund
(NJSA 58:10-23.11)

Texas Coastal
Protection Fund
(Texas Natural
Resource Code,
Section 40.152)

Primary Revenue Source

2 cents/barrel fee on all
crude oil transferred to or
from a vessel at a marine
terminal within the state;

fee suspended when fund
reaches $15 million,
reimposed at $8 million;
under certain conditions, fee
can double to 4 cents until
fund reaches $30 million

1.5 cents/barrel tax on oil
and petroleum products
transferred within state; 1.75
to approximately 4 cents per
barrel tax on all hazardous
substances transferred
within the state

2 cents/barrel tax on all
crude oil loaded or
off-loaded in Texas
ports; tax suspended
when lund reaches $25
million, reimposed at $14
million

Purpose / Use

administrative expenses of the office of the
coordinator (not to exceed $350,000 annually);
removal costs and damages related to actual or
threatened discharges of oil; removal costs related
to abatement and containment of actual or
threatened discharges of oil; protection,
assessment, restoration, rehabilitation, or
replacement of ormitigation of damage to natural
resources; operating costs and contracts for
response prevention (not to exceed $5000,000
annually); other costs and damages

authorized by statute; grants to universities for
Research and Development (not to exceed
$750,000 annually)

all direct/indirect costs for oil and hazardous
substance spills; research and development;
administrative costs of oil spill plan reviews

administrative expenses, personnel and training
expenses, equipment maintenance, and operating
costs related to implementation and enforcement
of statute; response costs related to abatement and
containment of actual or threatened discharges of
oil; damages related to actual or threatened
discharges of oil; assessment, restoration,
rehabilitation, or replacement of or mitigation of
damage to natural resources; interagency contracts
(not to exceed $1.25 million annually); purchase of
response equipment (not to exceed $4 million) and
the purchase of replacement equipment as
necessary; other costs and damages authorized by
statute

RND

Comments

Approximate annual revenue = $9 million
Approximate number of personnel funded = 10
Approximate annual expenditures = $500,000

Approximate annual revenue = $14 million _
Approximate number of personnel funded = 100
Approximate annual expenditures = $5 million
Approximately $70 million currently in fund;
interest from fund pays for research
(approximately $500,000 annually)

Approximate annunl revenue =$12 million _
Approximate number of personnel funded =40
Approximate annual expenditures = $6 million

Contact

Office of the
Louisiana Oil Spill
Coordinator

(504) 922-3230

Department of
Environmental
Protection, Bureau
of Discharge
Prevention

(609) 904-4306

General Land Office,
Oil Spill Prevention
and Response

(512) 463-5329



State Fund

Washington Oil
Spill Response
Account
(RCW Chapter
90.56)

Washington QOil
Spill
Administration
Account
(RCW Chapter
90.56)

Primary Revenue Source

2 cents/barrel tax on all
crude oil and petroleum
products delivered to
marine terminals in the
state

3 cents/barrel tax on all
crude oil and petroleum
products delivered to
marine terminals in the
state

n/a = not available at this time

rrnmmmmmmmm

Purpose / Use

for cleanup costs of oil and petroleum product
spills, when the spill costs exceed $50,000

for routine cleanup response, management, staff,
enforcement, plan review, coordination and public
outreach.

Sources: Statutes of, and interviews with officials in, states listed.

Prepared ly the Legislative Research Agency. April 1993 (93.T736).

Comments

Approximate annual revenue = $3 million
Approximate number of personnel funded =
Approximate annual expenditures = n/a

Approximate annual revenue =$4 million
Approximate Number of personnel funded = 35
Approximate annual expenditures =$4 rr lion

Contact

Department of
Ecology, Response
to Hazardous
Material Spihs

(206) 459-6656
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INTRODUCTION

_Alaska is often the reluctant host to intense public policy battles between
environmental protection and development. These issues aré frequently cast in
economic terms: How much can the proponents of a Froposed projecf afford to pay
for environmental protection measures? Or; What will be the economic
consequences of going forward with, delaying or halting the project? Because
economics frequently frames these questions, it seems appropriate to ask whether
economics can also provide answers. Certainly economics is the correct discipline
for analyzmg the costs. At the same time, it must be recognized that assessment of
environmental risk is not turfon which economists are n"essarily expert. With this
background in mind, we will look at one manifestation o t, ilaska’s perpetual debate;
How much s_P_end_mg on environmental protection — principally on prevention of oil
spills and mitigation of other potential environmental hazards — should the owners of
the Trans-Alaska Pipeline1(TAPS) be required to bear?

_ This question frequently finds its wa into the public policy arena, especially
since March 24,1989, when' the tanker Exxon Valdez banged into Bligh Reefin
Prince William Sound The ruptured tanker caused the largest oil spill in the history
of this nation.2 1t is widely understood by all but oil industry attorneys and officials
that the oil comi:)anles that were charged with responsibility for safe shipment of
Alaska North Slope (ANS) oil failed miserably on their long-standing promises to
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build and operate the safest system in the world, and to respond promptly and
effectively to any spill that should occur.3 It is also undisputed that since 1989, the
owners have spent hundred) of millions of dollars in repairing pipeline problems and
upgrading their inadequate prevention and response systems.

~ Two currently debated proposed environmental mitigation measures are a vapor
emissions recovery system to capture potentially toxic emissions vented during
loading and off-loading tankers at VValdez and specially-designed tractor tu?s t0
handle a disabled tanker. Both measures are in'place at other ports, but notat the
Alaska terminal that shgps approximately 20 percent of the nation's domestic crude oil
groductlon. Together, it is estimated that these improvements would cost the North

lope owners up to $150 million. Should these measures be required, or has.

Alaska’s leading industry and revenue producer spent enough? To answer this
question requires balancing environmental risks against the costs of prevention and
mitigation measures. Tliis paper focuses on the second half of this equation.

THE PROBLEM: WILL ENVIRONMENTAL EXPENDITURES KILL
ALASKA'S GOLDEN GOOSE?

Each year the nation's largest oil shipment facility, situated three miles across
Port Valdez from the town of Valdez, puts one million pounds of benzene, a known
carcinogen, into the atmosphere. Alyeska asserts that no serious documentable health
risk exists from the pipeline terminal. Unpersuaded by its review of the industry-
funded scientific study on which Alyeska relies, in September 1992 the
CongressionaUy-mandated Prince William Sound Regional Citizen's Advisory
Council passeda unanimous resolution asking Alyeska to install immediately a vaPor
recovery system to capture and incinerate the gasSes vented when tankers deballas
and load at Valdez. Alyeska declined. In his response to the oversmzht group, .
Alyeska's then-President J.B. Hermiller cited current regulations that do not require
the venting system, current health risk information and the $120 million cost as die
driving factors in his rejection of the petitioa4

Special escort vessels known as tractor tugs have been commissioned to
accompany tankers in and out of port at the Louisiana Off-Shore Qil Port facility
(LOOP) uglet Sound and San Francisco Bay. With a special, mid-ship Propu sion
system that allows the tractor tug to apply power in any direction, notjust forward,
the tractor tug is {udged by many experts as superior to the conventional tug because
it can provide both retar_dm? forces and effective steering assistance. Two tractor
tu%s_w_ould cost approximately $25 million. Alyeska's owners have deferred
obtaining for Prince William Sound the vessels they have procured for other ports.5

~ The motivation for these decisions is reflected in the statements of Alyeska
officials, who have warned repeatedly that the costs of the environmental protection
measures at Port Valdez and on the TAPS line itself must be weighed carefully
against the fact that oil production is now declining and increased costs will cut into
Iong-term North Slope production, inevitably hastening the demise of Alaska's
golden goose. Forexample, speaking at an"international conference on energy
ISSUES In Ar]chorage in J“-IP{- 1992, Alyeska Vice President for Environment and
Contingencies M.F.G. Williams pointed out that "there comes a time when all of
those small costs [on environmental measures] become factors in future operatm? or
investment decisions” As an example, Williams turned to his experience in coa
mining to suggest that foreign coal producers seemed to undercut their U.S.
competitors "0y the amount we had to pay to the U.S. for end of mine reclamation."6
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1
2
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Tal'lf. I PslimMed Als.fc. North Si/p.- Pmrfuclinn * Pipriiiv Profils for 1991

B iyl Ryt AL e

Avenge Price for ANS (Spot)
Quality Adjusted Price

Production/ Disccaition  K'U 1ls. \r./ day

a Production 664.870 / 1.822
b. Volume to Eaat/ We* Coast (54)

Feeder Pipeline TanfTt

a Oj'enuiojj & capital corti

b Stateti local pcopaty lax (pipelines)
Cc Sedle income lax (pipelinea)

d Federal incone tax (poeliner)

e After-tax margin

f Recovery of deferred retum

g DRAR allowance

TAPS Pipeline Tariff

a Operating & capital corU

b StHe A local property tax (pipeline®)
C State income tax (pipelinea)

0 Federal income tax (pipelinea)

e After-tax margin

f Recovery of deferred retum

g DRAJR allowance

b Pumpafcility Charge

State Shan; (Feeder Line*)
Federal Share (Feeder Unci)

Indnitry Profit (Feeder Liner)

Stale Share (TAPS)
Acral Sham (TAPS)

]1 xkuzry ProGl (TAPS)
]2 Tanker (to Gulf/Wert Cont)

13

14

[Fran: North Slope Profitsand Production Prospects, p 4J[

Wellhead value

Stale Royalties, Prxhaetion A Property Turn

a Royalty
b Severance tax

¢ Spill Re"™xmsc A Conservation Taxes
d Slate A local property lax (protktction)

Production cceta
a Lifting Coda
b Depletion.. Depreciation A Anortization

Net Revenue (production)

Stale Inoofuc Tax (production)
Federal laconic Tax (production)

Industry Profit (production)

Total State Share (production ¢ pipeline®)
Total Federal Share (production ¢ pipelinea)
Total Industry Profit (production + pipelines)
cyq bvhislry Avg. per-barrel ANS Profit

$18.35

21.93*

($0.10)
(30.04)
$0.00
$0.00
($0.01)
($0.02)
($0.01)
$0.00

(M.412)
($131)
($0.15)
($0.09)
(50.65)
($0.49)
($0.64)
($0.08)

($0.01)
($0.01)

$0.03

($0.25)
(S0.65)

$1.13
(53.83)
$11.02

(3,011

($130)
($131)
(50.05)
($036)

($3.49)

($1.19)
($2.30)

5432

($0.15)
($1.40)

$2.96
$3.42
$2.06
$4.12

ANS A, V)~

GulfCom W. Coast

$1721

78.07*

($0.10)

(30.04)

$0.00

$0.00
0

($0.01)
$0.00

($3.41)
($131)
(50.15)
($009)
(83.65)
($0.49)
($0.64)
($0.08)

($0.01)
(50.01)

$0.03

($0.25)
($0.65)

$1.13
(51.07)

$12.64

($3.41)

($130)
($131)
(30.05)
($036)

($3.49)

($1.19)
($230)

$5.74

($0.15)
($1.79)

$3.79
S3.82
$2.45
$4.95

g

Altai* Dept, of Revenue (ADOR) dau
[Used fur individual field antlysis]

Alaska Dept, of Nanunl Resources del*
From ADOR data

Wgbtd. avg. sumof iieata 4a thru 4g
Alaska Dept, of Law (ADL 7/29/92) lea* 4b
30* of total ADOR property lax

4d « (eff. statetax rate/ eff. fed. tax rale)
ADL (7/29/92) less item 4c

AI%L (7/29/92)

*

Sumof itemi 5a thru 3h

Alaska Dept, of Law (ADL; 7/29/92) )ex@5b
30* oftotal ADOR property lax

5d* (eff. -O'r tax rate/ eff. fod. tax rate)
ADL (7/29/92) lom item5c

AaD;L (7/29/92)

m
(Used for individual field andlysis]

Sumof itenrs 4b, 4c
hem4d

Sumof items 4e, 4f

Sumof rtcnu 5b. 5¢
item 5d

Sumof items 5e, 5f
USFRA dau (ADOR)

Sumofitenms 1. 4,5,12

Sum of items 14a thro 14d

Item 13 lees Ggyd coets * ext field royally
Item 13*,875 nominal severance* ELF
$.034* 875

70* of total DOR property tax

Sumof itens 15s, 15b
Derived fromtrade publication estirmate*
Derived fromtrnle publication estimetes

Sumofitemi 13, 14, 15

From ADOR Sr. 92 front lets iterrs 4c, 5¢
Est. 32.1* of iterrs 16+ 17

Sumof itens 16 thro 18
Sumofitens 6,9, 14. 17
Samof hens 7, 10, 18
Sumofitens 8.11, 19

$4.77 (Gulf[line 22 line 3b] +

Wen Coeast [line 22* line 3b])
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As Table 1indicates, in 1991 after all cofts, royalties and taxes were paid,
North Slope owners earned an estimated profit of $4.77 per barrel on their Alaska
production and pipeline operations. TAPS profits accounted for approximately
i 1.13 per barrel, or 23.7 percent of this total.

Daily profits can be derived from Table 1by multiplying the daily per-barrel
estimated profits (line 23) by tlie average daily production (line 3a). Atan average
1991 daily production rate of 1.82 million barrels per day, after-tax net profits on
Alaska operations totalled approximately $8.7 million per day. Of this amount,
TAPS profits of $1.13 per barrel contributed approximately $2.0 million per day.
Total ANS production and pipeline profits for 1991, estimated by multiplying the
daily average by 365 days, were $3.17 billion.

Insofar as the profits from ANS production and pipelining are concerned, was
1991 a typical year? As indicated above, profitability of Norti' Slope operations is
not tabulated in any form tliat will answer thatquestioo. ANS production and
pipeline profits for the years 1977 through 1987 were estimated ina 1989
accountancy study commissioned by the Alaska Department of Revenue. That report
was prepared by Dr. Edward Deakin, Price-Waterhouse Professor erf Petroleum
Accounting at the University of Texas. The per-barrel profits model was tested
against Deakin's results for 1987 and the results tracked quite closely, producing a
nearly identical division of the economic rents,il To fill the gap between 1988 and
the present, a amplified version of the model in Table 1 was created for the years
1988-90 and 1992.12 The results of this exercise are shown, with the Deakin's
1977-87 figures and the 1991 estimate, in Tables 2 and 3 on the following pages.

From these data, it is clear that the 1991 results were not unusual. As Table 3
indicates, estimated ANS production and pipeline profits for the seven-year period
between 1986 and 1992 averaged approximately $3.7 billion in 1993 dollars.

When the 1977-87 profits estimates from the earlier study are summed with the
1988-92 profits estimated in this report, the North Slope producers have earned a
cumulative after-tax profit of approximately $58.6 billion (nominal) from their Alaska
production and pipeline operations since 1977. Of this sum, $42,3 billion is from
production and $163 billion is from pipeline operations.

Expressed in inflation-adjusted (1993) dollars, estimated North Slope
production and pipelining profits exceed $85 billion.
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Table 2,
|1 Estimated Alarka North Stow; Production and Pineline Profits
(Nominal $)
1
| 0 @ © @
1 Year North Slope Producficn '['APS Profits North Slope Production
& Feeder Line Profits & Pipeline Profits
(Nominal $)
j 1977 $260,000,000.00 $0.00 $260,000,000.00
1978 $639,000,000.00 $570,000,000.00 $1409,000,000.00
\ 1979 $3,030,000,000.00 $1,019,000,000.00 $4,048,000,000.00
! 1980 $3,212,000,000.00 $949,000,000.00 $4,161,000,000.00
1 1%81 $3,443,000,000.00 $1.046,000,"00.00 $4,490,000,000.00
1982 $3,483,000,000.00 $1450,000,080.00 $4,733,000,000.00
1983 $4,026,000,000.00 $1,457,000,000.00 $5,483,000,000.00
1934 $4,313,000,000.00 $1,686,000,000.00 $5,999,000,000.00
1985 $3,468,000,000.00 $1,386,000,000.00 $4,854,000,000.00
1986 $1,250,000,000.00 $1,768,000,000.00 $3,018,000,000.00
1987 $1,989,000,000.00 $1426.000,000.00 $3415.000,000.00
] 1988 $1,806,922,980.00 $877478,080.00 $2,684401,060.00
P 1989 $2491,784420.00 $811421,680.00 $3,403.006400.00
1 1990 $3,966,079,950.00 $790458,650.00 $4,756,638,600.00 ©
1 1991 $2,420,126,800.00 $751403,100.00 $3,171,429,900.00
1 1992 $2457,119,971.00 $709.052449.00 $3.066,172420.00
| 1993
Totals: $42455,034421.00 $16496,413,859.00 $58451.448.080.00
(0or) (on) (or)
$42.3billion nominal $ ~ $16.3 billionnominal $  $58.6 billion nominal $
Notts

@  1977-87 profits from: Edward B. Deakin, Oil Industry Profitability in Alaska 1969
thru 1987 (Alaska Dept, of Revenue, March 15,1989, Table HI-1,111-3);
1988-92 profits calculated by the author from published sources..

©) 1977-87 profits from: Edward B. Deakin, Oil Industry Profitability in Alaska 1969
thru 1987 (Alaska Dept, of Revenue, March 15,1989, Table IV-3); 1988-92
profits calculated by the author from published sources.

@  =(Col.2+(Col.3)
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Table 3
Estimated Alaska North Slope Froductlon and Pipeltpe-Erpfiis
@ @ 3) @ ®)
Yr Inflation Index N. Slope Production N. Slope Production
Rate Factor & Pipeline Profits JePpeline Profits
(Nominal $) (1993%)
1977 65% 2.4636 $260,000,000.00 *~ $640333,059.05
1978 7.6% 2.3132 $1309,000,000.00 = $2,796,693,638.12
1979 113% 2.1498 $4,048,000,000.00 < $8,702355,990.47
1980 133% 1.93i6 $4,161,000,000.00 = $8,037375,842.70
1981 10.3% 1.7018 $4,490,000,000.00 - $7,641301339.06
1982 63% 13429 $4,733,000,000.00 $7302379,412.79
1983 33% 1.4528 $5,483,000,000.00 $7,965,875,47530
1984 4.3% 1.4078 $5,999,000,000.00 $8,445387367.71
1985 3.6% 1.3497 $4,854,000,000.00 $6351,655302.82
1986 1.9% 1.3028 $3,018,000,000.00 $3,931374342.87
1987 3.6% 1.2785 $3315,000,000.00 $4,11033431639
1988 4.1% 12341 $2,684301,060.00 $3,312,62735632
1989 4.8% 1.1855 $3,403,006300.00 $4,034312,887.15
1990 5.4% 1.1312 $4,756,638,600.00 $5,380,785,880.80
1991 43% 1.0733 $3,171,429,900.00 $3,403,768,854.47
1992 3.0% 1.0300 $3,066,172320.00 $3,158,157,489.60
1993 - 1.0000

Total Profits (ANS Production
and Pipelines):

N otes

$58J 5 1,448,080.00
(or)

$58.6 billion nominal $

$85.415,819355.91

(on)
$85.4 billion 1993%

2) Consumer Price Index (CPI-U); annual % change from previous annua) U.S. city
average, all items ( U.S. Department of Labor, CPI Detailed Report: Data for January

1993, p. SO.

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

4) 1977-87 profits from: Edward B. Deakin, Oil Industry Profitability in Alaska 1969
thru 1987 (Alaska Dept, of Revenue, March 15,1989, Appendix E); 1988-92

profits calculated by the author from published sources.

©®) = (Col. 3) * (Col. 4)
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T his analysis indicates thatthe disputed vapor recovery system could be

purchased ata costofapproxim ately four percentofone year’'s after-tax profits.

Tractor tugs could be purchased for less than one percent — approxim ately three
days' profits Putotherwise: Spread across the 6.8 billion barrels forecasted N orth
Slope production between now and 2010,13 the com bined expenditure for these
environm entalam enities w ould com e to less than $0.0225 (2-1/4 cents) per barrel

H ow big is the 1986-93 average annual AN S production and pipelining profit

o f $3 .7 billion, anyway? To answ er thatguestion, it w ill be useful to look at the
annual "Fortune 500" ranking of the nation's largest industrial corporations It AN s
production and pipelining profits were controlled by one firm instead o f three, that

com pany would have equalled the perform ance o fthe second m ostoprofitable

com p any on the Fortune 500 in 1991 and w o uld h ave ranked fourth in 199 2 .14

W hatabout the thesis of A lyeska's H errailler’'s that the pipeline operator m ust
cutcosts in order to "keep the pipeline a viable econom ic enterprise® because
production is declining? First o fall, since the T A PS line is w holly owned by the
N orth Slope producers, its sole function is to transport A N S and there is no
alternative m eans o f transport, it is fatuous to consider T A P S on a stand-alone b asis
T he pipeline is an integral parto fN orth Slope operations.*5 H erm iller's warning
then, is properly analyzed in term s o fproduction and pipeline profits together, as
shown in the previous tables. T o exam ine H erm iller’s argum ent, A N S operations for
the year 2000 can be analyzed in term s o f T able 1, using die A laska D epartm ent o f

R evenwue's forecastassum ptions for price and volume.t<* T he results are sum m arized

T ab le 4 Estim ated A N S Production and Pro fits in 2Q 0Q AD’

(1992 $ per barrel)

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

$19.54

ForecastTA PS, Feeder Line T ariffs ($ 2 .80 )

Forecast T anker C osts 1

(s 1 .4 4)
State R oyalties, Production & Property T axes ($3-87)

Production C o sts ' ($ 4 .45 )
state, Federal Incom e T ax
Industry Production Profit $ 4

6 2
Industry T A PS, Feeder Line Profit $Q\]i

Total Industry Profitper-barrel $5-34

Source: North Slope Profits and Production Prospects, p. 72 (using Alaska Dept, of Revenue
Spring 1992 forecast assumptions for state fiscal year 2000).

In the year 2000, additional costs of $0.0225 (2-1/4 cents) per barrel for hard-piping
and tractor tugs w ould have a negligible effect on profits. B ecause these costs are

effectively shared w ith state and federal governm ents, the loss to the producers w ould
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am ount to apoproxim ately one centoper barrel, com pared to estim ated tax-paid N orth
Slope production and pipeline profits o f $5 .34 per barrel O ver the course of that
year, those expenditures would result in a reduction o f less than $4 m illion to
estim ated net profits totalling $1.9 b illion In m aking long-term production
decisions,a tw o lo three centper-barrel change in costs is aptto be lost in the noise o
the m uch larger uncertainty aboutoprices. Long-range planning forecasts often
consider price changes in $5-per-barrel increm ents Finally ., these data indicate that
in term s o f netincome,at the end of the century profits from N orth Slope operations
w owuld still be on a par w ith the seventh m ostoprofitable corporation in the nation in
1991

e absence o f inform ation the industry treah as proprietary, it is difficult to
m ake m Jiil internal rate o f return calculations. H owever, itis interesting to note that

D eakin's accountancy study estim ated the internalrate o f return throwugh 1987 at

43 7% if 75 percento fthe totalinvestm ent w ere financed w ith debt. A suraing 1000%
e quity financing, D eakin estim ated an after-tax rate o freturn on cash flow o f
29 .7 % 17 7T hese data indicate that H erm iller’s thesis, although lo gically correct, is
practically useless. D ue to tlie extraordinary profit from A N S operations, the
environm ental costs against which A lyeska o fficials habitually rail are virtually
irrelevant to long-term planning

M any pieces o f the o il market price puzzle are not reported publicly Even those
thatare published are often subject to dispute. These results should therefore be
regarded as estim ates rather than precise statem ents o f N orth Slope profits. A fter
review ing the effects o fchanging key factors, D eakin estim ated that w ith betterpublic
inform ation , his estim ate m ight range downward by 4% or upward by 10% .18
S im ilar revisions to the 198 j-92 numbersare possible, althowugh upward revision in
industry profits seem s m uch m ore likely than downward In sum , w hile the N orth
Slope producer's have consistently declined to m ake profit figures public, itis
believed that the data used in this analysis produce an estim ate o f profits that is quite
conservative

T nis analysis considers only the protfits earned, from N orth S lope production,
feeder line shipm ents to Prudhoe Bay and T A PS shipm ents to V aldez. These figures
do not include the profits N orth Slope producers derive from transportation from
V aldez to tlie Lower 48, or from refining and m arketing o f A N S§. O ne reason for
e xcluding these downstream profit sources is thateven w ithout A N S, the producers
arguably could realize sim ilar profits using non-A NS crude oil sources to run
e quivalent transportation and essen tially iden tical refining and m arketing operation:s

T w o other valuesof A NS have been identified O ne is the value ofa stable
supoply ofcrude oil that N orth Slope developm entprovides the owner companies.
W ithout A N S, the com panies would have to rely for their oil supply on the shifting
so urces o f the open m arket. O wonership of A N S production enables the m ajor N orth

Slope producers to plan and design their refineries w ith an assured supply

Q uantification o f this advantage, however, w owuld require the introduction o f

assum ptions w hose bases w ould be d ifficult to validate

T he second additional benefito f N orth Slope operations resides in the collection

by T A PS ow ners, throwugh the T A PSS tariff, of funds for the eventual dism antling and

rem oval and restoration (D R & R ) o f the 800 -m ile pipeline corridor. T his is the item

cited by A Ilyeska’'s W illiam s as the kind o fenvironm ental cost thatocould cause



A laska's golden goose to cackI le its last. I'n fact} D R & R h as turned into a hidden or

off-book cash cow for the N orth Slope producers ofuncelebrated butastonishing

prooportions Instead o f requiring that the funds collected againstthdis vague legal

o b ligation be held in an identifiable reserve accountor placed in escrow to ensure
their availability for future use, die 1985 T A PS tariff settlem entl9 allow s the T A PS5
ow ners to co -m ingle this m oney w ith internalaccounts, re-investit for profitor

d istribute it to shareholders. A ccording to the term s o fthe 1985 settlem ent, die

m oney collected for D R & R w as supoposed to equal the am ountoregquired to restore the
pipeline corridor to its previous condition D ue to changes in calculating factors such
as inflation, tax rates and estim ated corporate earnings on internally-held fundsover
the 35-year estim ated life o f the pipeline, it has been estim ated that if dism antling

actually takes place in the second decade o f the nextcentury, T A PS D R & R

collections w ill exceed requirem ents by $11.7 to $22.1 billion in 1992 dollars.20
T his projected gain to die T A PS ow ners from T A PS D R & R is in excess o f— over
and above — the annualafter-tax profits calculated in this report M any industry
observers believe the pipeline w ill be in operation for a m uch longer period, further
increasing the value of the precollected D R & R paym ents to the ownercom panies
O ne of the surprising facets o fN orth Slope econom ics is thatits extraordinary
profitab ility is so dim Iy understood by the public. In a lengthy front-page reportin

M ay 1993, the A nchorage D aily N ew s explained A RC O 's presence and prospectsin

A laska this w ay

A RCO is here, [C EO Lodw rick] C ook and analysts said, because
it has to be because it understands A laska and A laskans, because it
ow ns so m any o il leases in the state and because its enorm ously profitable
refining and retailing system is geared for N orth Slope crude.21
A Il o fthis m ay be true, but the article om itted all reference to N orth Slope profits,
w hich are roughly tw ice thato fthe com pany"'s "enorm ously profitable refining and
retailing system

A laska is the frequent scene of intense debates in w hich environm entaland
econom ic values are pitted againsteach other. In those debates, crucial facts about
energy and the environm entare frequently obscured. The public, groping blindly in
the absence ofm eaningful data looks to its elected o fficials and bureaucrats for
leadership and inform ation. Public o fficials, in turn, seem perpetually im paled on the
hornsof the environm entv. developm entdilem m a. Even developm ent spokesm en
som etim es seem to be confused aboutkey facts that underlie the central issues

A straight-forw ard approach to N orth Slope profitability cuts through rhetoric to
produce estim ates o f the extraordinary per-barrel netoprofitability of A laska’'s N orth
Slope operation T hese data indicate that the N orth Slope producers have am ple
room to m ake additionalenvironm entalexpenditures, if warranted, despite public

pronouncem ents to the contrary by industry o fficials

D ecisions involving energy and the environm ent inevitably involve a balancing
o feconom ic and ecological factors In view o f the statem ents of A Iyeska Pipeline
Service C o. o fficials on A laska N orth Slope econom ics, it is to be hoped that

s environm ental assessm ents are better titan its public econom ic analyses
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1 Seven major oil companies own Ihe 800-mile TAPS pipeline, which transports Alaska North
Slope crude oil from Prudhoe Bay to Valdez, where the oil is loaded on tankers for the Lower 48
states. Three companies — ARCO. BP and Exxon — own approximately 91.5% of TAPS and
93% of ANS production (the latter figure is net of royalty). For specific field and TAPS ownership
percentages, see British Petroleum. Prudhoe Bhv and Beyond [7th Edition; n.d.], p. 2.

2. Damage from the Exxon Valdez spill is the subject of debates among oil spill specialists. See,
for example, "Information on VRIdez Oil Spill — Scientific Studies Sponsored by Exxon" (Exxon
press packet summarizing materials pre&eoted at the Symposium on Environmental Toxicology and
Risk Assesment, sponsored by the American Society for Testing And Materials), April 26-29,1993
and "NOAA Respoore to Exxon Challenge to Exxon Valdez Natural Resource Damage Assessment
Database’ (National Oceanic and Atmospheric Administration), April 27,1993.

3. In 1971, British Petroleum's head of Environmental Studies promised "[flor any oil spill...
prompt and effective containment.... .The best equipment, materials and expertise .,. will make
operations and Port Valdez and in Prince William Sound the safest in the world," In subsequent
years industry officials frequently made similar promises. However, by 1989 Exxon had entrusted
the newest and largest drip in its Akska fleet to a Captain who had been barred from driving in two
states for drunk driving. The Captain, in turn, left the supertanker in control of an inexperienced and
overworked Third Mate with a helmsman at the wheel v/ho was fcU by colleagues to be incapable of
painting a wall without close supervision. When the spill occurred, the Valdez-based response barge,
which was supposed to have been ready to go on immediate notice, was out of the water for repairs.
Key response equipment, such as pumps and containment boom, were either unavailable or buried
under several feet of snow. (For promises; Alyeska Pipeline Service Co., Hearing Testimony [at
U.S. Department of Interior hearings, Anchorage, February 1971), pp. 32-33. For spill and botched
response, see: National Transportation Safety Board, Hearings May 1989 and Marine Accident

the U-S- Taakship-EXXQN.yALPEZ pp.BJigh ReaLErimg William.......

near Valdez Alaska, March 24 1989. esp. Findings and Probable Cause, pp. 166-170 [Report No.
NTSB/MAR-90/04] and Alaska Oil Spill Commission, Final Report [State of Alaska, Feb. 1990],
pp. 5-59.)

4. See; Regional Citizens Advisory Council, Resolution 92-2, Sept 28,1992; and letter from J.B.
Henniller, President, Alyeska Pipeline Service Co., to Scott Sterling, President, Regional Citizens
Advisory Council, Nov. 16, 1992.

5. See: Analysis of Tanker Escort Services for San Fracisco Bav. July 1992 (prepared for Harbor
Safety Committee of the San Francisco Bay Region by Robert Allan Ltd.); Fora/ARCO Tanker
Escort Study (Puget Soud), Sept. 1991; Crowley Maritime Corporation, "Crowley Marine Services
to Purchase Eight New 9,000 h.p. Tractor Tug6," Feb. 9, 1993 (press release).

6. M.F.G. Williams, "Economic Regulations and Development" (Conference on Energy Issues for
the 1990s [Uaiversity of Alaska Anchorage School of Business and Organization of Petroleum
Exporting Countries conference). Anchorage, July 23-24, 1992), p. 2. Mr. Williams omitted
mention of the fact that TAPS owners have already collected a sizable fortune for this purpose
through the liberal tsmis of the 1985 TAPS tariff settlement (see "Discussion,” below).

7. Anchorage Times. Jan. 12, 1992 (speech reprinted in its entirety by Alyeska Pipeline Service Co.]

8. For amore detailed discussion of the sources and factors employed in this spreadsheet, see the
author's North Slope Profits and Production Prospects (report to the Alaska State Senate Finance
Committee, Nov. 11,1992), pp. 30-41. Tue approach used in this analysis is similar to the model
of per-barrel profitability laid out by Charles Logsdon, Ph. D., Alaska Dept, of Revenue Chief
Economist, in aJuly 1992 paper. ("Alaska’s Relationship with the Major Gil Producers,"
Conference on Energy Issues for the 1990s [University of Alaska School of Business and OPEC;
Anchorage, July 23-24, 1992], p. 6.) However, Dr. Logsdon’stable delineates production revenue
and therefore omits pipeline profits.
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9. A 1984 study found the North Slope's three major producers paid an average of 23.25% in federal
taxes from 1981 to 1983. In a 1988 update, ARCO sod BP were not reported hut Exxon paid
approximately 23% from 1981 through 1987. (Robert S. Mcintyre ad Robert Folen, Corporate
InsQmeJiAes jp.feJReflggLYeara. A.Siudy of Hues Yrare.of UgflluciTiaAvQid«ic€ [citizens
for Tax Justice, 1984], pp. 32-33,36; Robert S. Mclntyre, Jobsthan M. Crystal and David C.
Wilhelm, The Corporate Tax Comeback [Citizens for Tax Justice and the Institute on Taxation and
Economic Policy, 1988], p. 43.

10. TAPS profits include both the after-tax margin and the recovery of deferral return (lines 5* and
5f, Table 1).

11. Edward B. Deakin, Oil Industry Profitability in Alaska. 1969 through 1987 (Alaska Dept, of
Revenue, March 15, 1989). For a comparison of the results produced by the two models, see North

Slope Profits and Production Prospects, p. 60.

12. The 1991 datain Table 1 were produced from separate calculations for each of the five major
North Slope producing fields, each of which has its own operating, capital and pipelining co6ts, as
well as its own market value (based on the quality of the oil produced). A simplified version of the
model was developed, using estimating factors to produce average North Slope profit figures for 1988
through 1990, and for 1992, Results from the 1992 field model closely matched those of the
simplified version.

13. Alaska Department of Revenue, Spring 1993 Revenue Source Book, mid-scenario simulated oil
production, p. 47.

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

i 5 In fact, it is conceivable that TAPS profits, which are guaranteed in the tariff agreement, could
enable the owners to continue producing profitably despite short-term production revenue losses due
to relatively low oil prices. Whether Alyeska officials actually nusperceive TAPS as a stand-alone
economic entity, as their public pronouncements indicate, is beyond the scope of this paper.

16. The price and production assumptions used in thi6 analysis, from the Alaska Department of
Revenue's Spring 1992 forecast, are rather conservative. For example, that forecast assumed a 50%
production decline at Kuparuk by the year 2000 with little or no replacement production from the
West Sak reservoir. ARCO, which has the major interest in both fields, has indicated that Kuparuk
will probably hold ati rent levels through the end of the century, and that West Sak production
may be brought on line when Kuparuk does slow down. (For adetailed look at the assumptions
used and the results, see North Slope Profits and Production Prospects, pp. 69-79.)

17. Oil Industry Profitability in Alaska. 1969 through 1987. pp.T74-75.

18. Oil Industry Rrofitability in Alaska. 1% 9.tt*ugfrJ9jL7. pp. 20, T58-T63.

19. 'Settlement Agreement between the State of Alaska and ARCO Pipe Line Co. fettd.I* June
28. 1985, p. 14.

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

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

21. Kim Fararo, "Stuck on Alaska: Arco's bet pays off for state, company." Anchorage Daily News
(May 23, 1993), p. A-I.
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Print Journalism (partial list of publications):" Articles on a wide range of
subjects ranging from the use of chemical and biological warfare in Southeast
Asia to investigation of a U.S. Senator's mismanagement of the bank he
previously headed have appeared in magazines such as Alaska. Alaska
Business* LjihgpjntQ.n, The Nation. The New Republic. The.Progressive,
Saturday Review / World and newspapers including The All-Alaska Weekly.
Ihe-Apcharage.Paily .News, The Boston Globe. The ChicaQQ _Tribune. Ihe
Miami.Herald, The St. Louis Post-Pisoatch and The Washington,star-

Print Journalism (awards):  Amos Tuck Award for Excellence in Economic
Reporting ($5,000 first prize, 1979, for a series on the Northwest Energy Co.'s
efforts to build a natural gas pipeline from Alaska’s North Slope to the Lower
48); best weekly column, Alaska Press Club (1975, for coverage of construction
of the trans-Alaska oil pipeline); best reporting (weekly) and second best
reporting (daily), Alaska Press Club (1979, for reporting on workers'
compensation problems).

Research Reports. Monographs:

“Cook Inlet Oil Platform Hiring Practices,” Alaska State Legislature
(1980);

"Fatalities during Construction of the Trans-Alaska Pipeline,” Alaska
Science Conference (1980);

“Workers' Compensation Problems in Alaska,” Alaska State Legislature
(1981);

“Chaos in the Capitol: The Alaska StatG Budget System in Crisis,” Alaska
Public Interest Research Group (1982);

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

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

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

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

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

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

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

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

"Alaska North slope Oil Profits and Proposed Environmental Mitigation
Measures," for presentation to the N. Amer Conference, International
Association for Energy Economics (1993).
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BOCk Qlia&Or?

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

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

Additional Experience in Oil & Gas:

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

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

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

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

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

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

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

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

References:  Available on Request.
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Prior to Fiscal Year 91 no permanent staff of DEC were charged directly to the Oil andd Hazardous Substance
Release Response Fund (Response Fund). In FY90 and 91 DEC experienced large staff growth bringing
existing programs to core level and adding additional staff associated with new legislation.

Beginning in FY 91 and continuing to present, general funding of tha Spiil Prevention and Response

functions has been gradually eliminated. In addition, regional staff have been shifted from other projects

to the Spiil Prevention and Response projects commensurate with the work load in the respective regions.

X Vwm

STAFFING - FISCAL YEAR 89

FY 89 (est) FTEs Gen Resp Other

Fund Fund Funds

SPPM 19.5 758.5 0.0 220.2
Csites 24.8 1,213.8 0.0 1,457.1
Total 443 1,972.3 0.0 1,683.3

LEGISLATION ENACTED 89 SESSION

SLA8Y9 Chapter 29 SB256

Required Department of Law to seek cost recovery at the request of DEC.
Clarified Municipal reimbursements from Response Fund.

SLA 89 Chapter 39 HB68

Authorized DEC to use liens against property as security for State expenditures.
SLA 89 Chapter 112 SB260
Established nickel a barrel surcharge on regulated industry production.

SLA 89 Chapter 90 SB261

Required DEC to prepare and annually revise State Master Plan and Regional Plans.

Authorized DEC to use Response Fund to pay costs of State Master Plan and Regional Plans.
Expanded the uses of the Response Fund to include restoration of the environment by

addressing the effects of a release or threatened release.

SLA 89 Chapter 113 SB264

Established Response Office in DEC for catastrophic or declared emergency spiils.
Established emergency response equipment depots in DEC's response office.
Established emergency response volunteer corps in DEC's response office.

Expanded uses of Response Fund to pay for Response Office and Depot and Corps.

Page 1

X =VX 1-<vXv.vXv. "

. X-vX.



SLA 89 Chapter 41 3B271

Clarified civil penalty for the unpermitted discharge of oil and the failure to implement an oil discharge contingency plan.

STAFFING - FISCAL YEAR 90

FY 90 (est) FTEs Gen Resp Other

Fund Fund Funds

SPPM 25.0 1,013.3 0.0 235.6
Csites 36.3 876.4 0.0 1.863.5
Total 61.3 1,889.7 0.0 2,099.1

Analysis of Staffing Change from FY 89 to FY 90

The FY90 operating budget request included a structural change from multiple

components for individual programs such as Air, Oil, Water to the large single component

Environmental Quality ( EQ) Projects. The SFPM and Csites projects were included in

the EQ Projects component.

Staff increased in the SPPM projectvin FY 90 due to DEC implementation

of a multi year plan to increase staffing to core level necessary to meet statutory,
regulatory and legislative intent requirements. Prior to these increases, DEC
was not meeting those requirements. The FY 90 increment established a small
capacity for spill response and seasonal positions to inspect tankers and

facilities for compliance with contingency plan requirements.

Contaminated Sites staff increased in FY 90 due to inclusion of Kenai
cleanup project staff previously funded as non permanent or in the CIP budget
in the operating budget request. These staff identify and cleanup existing contaminated

sites on the Kenai Peninsula which pose a threat to public health.

':LEGISUAMfIpN ENACTED 90 SESSION

SLA9O0 Chapter 141 HB315

Categorized environmental crimes and determined appropriate level of criminal behavior for each.

SLA90 Chapter 142 HB316

Established the level of criminal damages to be assessed in fines against organizations for damages caused by

environmental crimes.

SLA90 Chapter 190 HB566

Added incident command system requirement to State and Regional Plans.
Required DEC to use the State plan to designate depot and response corps locations .
Required DEC to submit the State master and Regional plans and revisions to the State Emergency

Response Commission for review and approval.
Page 2



Transferred responsibility to establish depots and corps to Division of Emergency Services.
Expanded uses of Response Fund to Include DES reimbursement for depots and corps.
Established State Emergency Response Commission (SERC).

Established Local Emergrency Planning Committees(LEPCs).

Established Hazardous Substance Spill Technology Review Council (HSSTRC).

SLA9O0 Chapter 191 HB567

Required industry contingency plans to include prevention measures.
Added certification requirement for approved contingency plans.
Clarified proof of financial responsibility and limits liability for tank vessel or oil
barge operations.
Clarified DEC inspections of regulated industries.
Established DEC participation in structural integrity of vessels, barges, pipelines and facilities.
Expanded uses of Response Fund to include:

Review of oil discharge prevention and contingency plans
Conduct training, response exercises, inspections and tests
to verifiy inventories and ability of state, municipality or parties
required to have an approved contingency plan

Verification of financial responsibility

SLA90 Chapter 199 HB578

Established Citizen's Oversight Council
Expanded uses of Response Fund to include Oversight Council costs.

STAFFING -FISCAL YEAR 9

FY 91 (est) FTEs Gen Resp Other

Fund Fund. Funds

SPPM 720 18601  3,203.6 0.0
SRO 14.0 00 27035 00
Csites 41.0 457.8 715.1 1,804.3
Stg Tank Program 110 6,009.2 0.0 0.0
Total 133.0 8,327.1 6,622.2 1,804.3

Analysis of Staffing Change from FY 90 to FY 91

FY 91 was the final year of increments to bring the Spill Prevention and Response
projects to core level funding. An increment was requested and approved for
both the SPPM and Contaminated Sites projects.

The Spill Response Office and Storage Tank Assistance Program were identified as
separate projects.
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Funding was requested and approved for the Environmental Investigation and Enforcement
unit. This unit is responsible for the specialized investigatory and legal resources
associated with determination of responsible parties for a release or a

contaminated site.

Fiscal notes were attached to HB 566 and HB 567 increasing staffing an additional 22 FfEs
to provide resources io perform the additional work necessary to meet the statutory
obligations enacted in HB 566 and HB 567.

Additional staff were approved for the Prince William Sound District Office.
[ ." * o ecraw* e
. oy
SLA91 Chapter 48 SB165
Expanded uses of Response Fund to include refurbishment or construction of marine response vessels.
SLA91 Chapter 83 SB25
Expanded uses of Response Fund to municipal grants.

SLA91 Chapter 31 HB194

Required the Board of Marine Pilots to cooperate with DEC in the review and approval of training programs

for pilots of tanker vessels.

SLA91 Chapter 92 HB196

Required the Citizen's Oversight Council to submit a report on whether State laws for response action

contractor civil liability and vessel contingency plan requirements should be amended.

SLA91 Chapter 09 SB263

Provided a one-year delay to June 1,1992 for compliance of non crude oil operations with the

financial responsibilities in AS 46.04.040.

Authorized DEC to issue interim approval for contingency plan amendments that substantially comply
with the requirements of Chapter 191, SLA90.

STAFFING -FISCAL YEAR 92

FY 92 (est) FTEs Gen Resp Other

Fund Fund Funds

Director 6.0 248.7 182.1 0.0
SPPM 69.0 981.8 4,661.5 77.0
SRO 14.0 0.0 1,107.5 0.0
Csites 40.0 414.8 1,182.4 1,949.4
Stg Tank Program 9.0 0.0 0.0 6,700.0
Total 138.0 1,645.3 7,133.5 3,726.4

Page 4




IB— B— — — .
Analysis of Staffing Change from FY 91 to FY 92

FY 92 budget structure recognized the creation of the Division of Spill Prevention
and Response. The Director's Office and Storage Tank Program were separate

components in the FY 92 budget request, but, the projects (SPPM, SRO and Csites) continued

as a part of ihe EQ projects budget request.

Overall staffing levels did not increase, but, were re-aligned commensurate with
the needed level of effort in the two component and three projects. The process of

shifting funding for Spill Prevention and Response work from General Funds to

Response Funds began in FY 92 with central office staff.

LEGISLATION ENACTED 92 SESSION
WIiXY. viviw; )Gc

SLAQ2 Chapter 83 SB540

Required DEC to develop regulations governing the registration and approval of oil spill primary action contractors.
Required DEC to collect fees in the amount necessary to cover the costs of this program.

- S

STAFFING - FISCAL YEAR 93

FY 93 (actual) FTEs Gen Resp Other
Fund Fund Funds

Director 12.0 115.6 1,459.2 0.0
SPPM 72.5 90.8 9,027.5 0.0
Csites 53.5 351.8 4,717.1 2,582.7
Stg Tank Program 7.0 0.0 0.0 3,322.7
Total 145.0 558.2 15,203.8 6,405.4

Analysis of Staffing Change from FY 92 to FY 93

The FY 93 budget structure established the Division of Spill Prevention and Response as a
separate 8RU with the projects above as separate components. The Spill Response Office
was decentralized with expert spill responders in each region. Administrative Support,

Safety and Data Management were transferred from the programs to the Director's Office.

Staff were added for Response Fund Management (1), the Department of Defense cooperative
agreement (2), Geographic Information Systems (1 - non perm) and the Leaking Underground

Storage Tank program (1 - non perm).

Conversion of the Spill Prevention and Response effort from General Funds to

Response Funds continued focusing on regional efforts leaving the Division with 393.0 in

General Funds and 165.2 in General Fund Match.

Page 5
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STAFFING -FISCALYEAR 94 J L

FY 94 (request) FTEs Gen Resp Other
Fund Fund Funds

Director 13.0 0.0 1.296.7 36.4
SPPM 75.2 0.0 8,105.2 225.0
CSites 57.2 165.2 3,727.5 2,225.0
Stg Tank Program 10.0 0.0 0.0 6,621.9
Total 155.4 165.2 13,129.4 9,108.3

Analysis of Staffing Change from FY 93 to FY 94

Non permanent staff previously off budget were included in the FY 94 budget request. Historically
the department had not included those positions in budget requests and requested revised
programs to move monies from contractual to personal services to pay for non perms.

Non permanent staff are included in the FY 94 operating budget request as follows:

Director's Office -1 Non Perm Student Intern

Spill Prevention Planning and Managrement -1 Non Perm Environmental Specialist
Contaminated Sites - 3 Non Permanent Environmental Specialists

Storage Tank Prograi i - 2 Environmental Specialists (seasonal) and 1 Clerk Typist (seasonal)

A permanent position was added in the Contaminated Sites Program (Site Discovery)
and a long term non permanent position in the Underground Storage Tank Program

was brought on budget as a permanent part time position.

Regional budgets included an additional .4 FTEs not previously assigned to Spill Prevention

and Response projects.

All general funds were eliminated leaving 165.2 in general fund match in the budget request.

g:\spar\hearings\rfinojds revised: 2/16/93
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SPILL RESERVE EXPENDITURES BY FISCAL YEAR

(in thousands)

FY 90 2455
FY 91 256.8
FY 92 71.4
FY 93 299.3
FY 94 272.5
TOTAL 1,145.5

'note: Expenditures for FY 94 include 156.7 for
Project Chariot which will be reimbursed by

a federcl grent,

SPILL RESERVE AS A PERCENTAGE OF TOTAL
RESPONSE FUND EXPENDITURES

0.9%
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Response Fund Summary as of Nevermbor 5,1983

AS 43.55.230(b)
Calculation  Response Fund
QumuiativB Surcharge Collectad 11208145 109200000
Qurmulative ExpenditLres 27180873 127180873
Difference ¢ [5106,/28 {78083
Qumulative Cher Deposits
General R 0 A M7000
Program Recelpts 0 300000
Mitigion Aot~ 0 5007d0
MisoeHanous/Aocounts Receivable 0 308%
Reserve For Bnauntvances 0 |
Reserve For Capital Appropriations 0 «318L1%5
Reserve for FY 84 Operati iatiors 0 38
(Eduing Sl %W) e

Balance or Spill Resenve 516,728 3129838



OIL CONSERVATION

Revenue Stream vs. Expenditure Stream

Surcharge

Revenue Stream mFSurcharge
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Proposed Statutory Change
OIL CONSERVATION SURCHARGE TAX

Revenue Stream vs. Expenditure Stream

Surcharge

Fines

Penalties
Settlements
Cost Recovery

Revenue Stream  Surcharge
+Mitigation Account
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43.55.201

AS 46.08.025(a)(2),(3)
Settlements,
Cost Recovery,
Fines,
Penalties, as a result
of a catastrophic

oil discharge

Hazardous
substances
w/o disaster
declaration

Proposed HB ::s CS

STATE
GENERAL FUND

AS 43.55.300
_AS. 43.55.211

Separate Account

A_S. 43.55.310
Separate Account

[ A.S. 46.08.020(b) £f
Oil & Haz. Substances;.
IRelease Contingency r
& Abatement
Mitigation
>  Account Fund

OIL & HAZARDOUS SUBSTANCE
Release Prevention & Response Fund
A.S. 46.08.010

\S 46.08,Q20(al(21,(3)

Settlements,

\A.S. 46.08.025(b)
Catastrophic Oil

Release Response
Mitigation Account

Cost Recovery,
Fines,

Penalties,
excluding

those resulting from
a catastrophic oil

discharge

Oil & Haz. Substance

Catastrophic O il Release
Response Account

AS 46.08.010(a)(2)

AS*6,08ijicaX |)

4200000 Accessed ONLY in the eventaf a
gallonsl catastrophic oii spiil - over y
— J  barrets AS 46.04.900(2) (a)
n Declaration of a disaster emergency
30 day max

by the Governor-oil and hazardous.

w/o
conchraﬂr F substances

resolution; may

AS 46.04.900(2) (b

RESTORATION ?27??

require special

session

RESEARCH & DEVELOPMENT

Release Contingency &
Abatement Account

AS 46.08.010(a)(2)

leg.
Appropriation

AS 46.05L010{oK2

* Investigate and evaluate release or
threatened release of oil or a hazard-
ous substance (non-catastrophic)

e Costrecovery

« State master plan

¢« Oiland Hazardous Substance
Response O ffice

« Contingency plan review

e« Response preparedness and training

e Depots & corps DMVA/DES
RESTORATION 7?7?77
REGEAR'CM &*DEVELOPMENT-
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14,000.0

12,0000

10,0000

8,000.0

6,000.0

4,000.0

2,000.0

0.0

De artment of Environmental Conservation
Response Fund Operating Budget Growth

Contaminated Sites $2,815.1
Other DEC Programs $567.4

Full fund new position & 5% COLA

SB261
SB264

FY90

HB566
HB566
Cont Sites Cleanup

FY91

FY92

Reduce RF Admin $
Fund Source Switch to Tan
Add HI $43.0

RF Admin (Other Agencies) $2,569.4
Other DEC Programs $74.3

FY93 FY94 FY95REQ



Amount (000's)

Department of Environmental Conservation
Response Fund Operating Budget Growth

M FY94/FY95 Change
H FY93 Change

I 1 FY92 Change
8,000.0

I1J HB566 (Spill Response)

GGDO m HB567 (C-Plans)
y h

H Convert GF to RF-Cont Sites Cleanup
I 1SB261 (C-Plans)

4,000.0
m SB264 (Corp/Depots)

2,0000

FY90 FY91 1'Y92 FY93 FY94 FY95REQ



h:\home\dank\95budget\95sum\rfsum .xls
Response Fund Appropriations
Department of Environmental Conservation

3/1/94

Funding
Auth

FY90

FY91

FY92

FY93

FY9S Request

RF Total

j

Operating Budget Items

RF
4,371.8
3909.9
461.9

2,439.0
518.0
1,371.0
550.0

434.3
485.2
182.1

(233.0)

3,382.5 |

1.582.7
639.1
181.3
102.3
(355.3)

1.232.4

3.3124 1
101.5
123.0
186.5
108.0
224.0

2.569.4

(417.4)|

(20

43.0

13,522.6

GF

(518.0)

(182.1)

(639.1)
(181.3)

"Operating Budget Only*

Comments

SB264(Corps & Depots)
SB261 (C-Plans)

Convert GF to RF for Cont Sites cleanup
HB567(C-P!ans)
HB566 (Spill Response)

N
Full fund new fiscal note positions & 5% COLA
Convert GF to RF for SPAR Director component
Move Kenai cleanup to front of budget($280.0), $47.0 other miscellaneous

Contaminates Sites conversion from Non-operating to operating budget

IAS Component conversion from GF to RF

SPAR Director Component conversion .rom GF to RF

SRCMSpill Response Office) component increment for response preparedness, safety & equipment
SPPM(Spill Prevention/Planning Mgt) component -reduce projects/delete 1PFT to STR Council
Contaminated Sites

IAS Component

EQ Director Component-Pollution Prevention

EQ Monitoring & Lab Component

Storage Tanks

Increment to SouthCentral Region for Cont Sites & Spill Response
Response Fund Administration Component-other Agency funding

Reduce RF Admin Component $358.4
Fund Source switch to Tanks $102.0
Increase Health Insurance - all Components

Less Projected Spill Reserve $49,686.8
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LEGISLATIVE BUDGET AND AUDIT COMMITTEE

DIVISION OF LEGISLATIVE AUDIT

The Legislative Budget and Audit Committee is a
permanent interim commiaee of tlie Alaska
Legislature. The committee is made up of five
senators and five representatives, with one alternate
from each legislative chamber. The chairmanship of
the commiaee alternates between the two ciiambers
every legislature.

The commiaee is responsible far providing the
legislature with audits of state government agencies.
Tne programs and activities of state government now
cost more than S5 billion a year. As legislators and
administrators try increasingly to allocate state
revenues effectively and make government work more
efficiently, they need information to evaluate the work
of governmental agencies. The audit work performed
by the Division of Legislative Audit helps provide
that information.

As a guide to all their work, the Division of
Legislative Audit complies with generally accepted
auditing standards established by the American
Institute of Certified Public Accountants and with
government auditing standards established by the U.S.
General Accounting Office.

Audits arc performed at the direction of the
Legislative Budget and'Atidii Commiuee. Individual
legislators or committees can submit requests for
audits of specific programs or agencies to the
committee for consideration. Copies of all completed
audits are available from the Division of Legislative
Audit's offices in eiiher Anchorage or Juneau.

BUDGET AND AUDIT COMMITTEE

Senator Randy Phillips, Chairman
Senator Al Adams

Senator Steve Frank

Senator Steve Rieger

Senator Bert Sharp

Senator Jay Kerttula (alternate)

Representative Terry Martin, Vice Chair
Representative John Davies
Representative Mark Hanley
Representative Ron Larson
Representative Eileen MacLean
Representative Sean Parnell (alternate)

DIVISION OF LEGISLATIVE AUDIT

Randy S. Welker, CPA
Legislative Auditor

Merle R. Jenson, CPA
Deputy Legislative Auditor

P.0. Box 1L3300
Juneau, Alaska 99811-3300

(907) 465-3830, Juneau
(907) 561-1445, Anchorage
(907) 465-2347, Juneau FAX
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ALASKA STATE LEGISLATURE
LEGISLATIVE BUDGET AND AUDIT COMMITTEE

D ivision of Legislative Audit

P. 0. Box 113300
Juneau. AK 99811-3300
907) 465-3830

FAX 290 465-2347
Januarv 10. 1994

Members of the Legislative Budget
and Audit Committee:

In accordance with the provisions ol litlc 24 ol the Alaska Statutes, the attached report is
submitted fo. your review.

DEPARTMENT OF ENVIRONMENTAL CONSERVATION
OIL AND HAZARDOUS SUBSTANCE RELEASE RESPONSE FUND

Januar\ 10, 1994

Audit Control Number
UL

Tne objective of the audit was to review puiicy issues relating to tne Oil and Hazardous
Substance Release Response Fund within the Department of Environmental Conservation,

The audit was conducted in accordance with generally accepted government auditing
standards.  Fieldwork procedures utiiized in me course ot developing the Findings ano
discussion presented in this report are discussed in the Objective'. Scope, and Methodology
beginning on page one.

Rjnd>JE. Welker. CPA
Lemsfjiive Auditor
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OBJECTIVES. SCOPE. AND METHODOLOGY

in accordance with Title 24 of the Alaska Statutes and a speciai request by the Legislative
Budget and Audit Committee, we conducted a review of policy issues relating to the Oil and
Hazardous Substance Release Response Fund (Response Fund) administered by the
Department of Environmental Conservation (DEC).

Obiectives

The objective of the review was to gain an understanding of policy issues relating to the
Response Fund. Specific objectives of the review were to:

1 Review the history of the Response Fund: including the original purposes of the fund,
the reasons for establishing a 5c per barrel of oil surcharge, and the current purposes

of the Response Fund.

2. Determine the criteria DEC uses in its decisions to fund certain projects and whether
the criteria is consistent from project to project.

3. Determine what accounting procedures are currently in place that allow the legislature
to track where and how Response Funds are being spent.

4. Recommend possible statutory changes that will clarify now Response Fund monies
should be administered by agencies outside of DEC.

Scooe

We focused our examination on the legislative history of the Response Fund, the budgeting
process for FY 9! through FY 94. and FY 92 and FY 93 expenditures that were related to

selected projects.

MethodoloL'v

Our evaluation of policy issues relating to the Response Fund involved review and analysis
of the following documents:

1  Alaska Statute 46.0S. Oil and Hazardous Substance Releases.

2. Information pertaining to 1986 s House Bill 470 which eventually passed as
Chapiu 59. SLA 19X6.

ALSA SIAE LESSATLRE OMIONC GSalMve AOT



10.

11,

12

13.

14,

15.

16.
17.
18.
19.

Information pertaining
Chapter 13. SLA 1989.

to 19.59's Senate

Information pertaining to 1989‘s Senate

Chapter 29. SLA 19X9.

Information pertaining

Information

Chapter 90. SLA 1989.

Information pertaining
SLA 1989.

Chapter 112

Information
Chapter 113.

Information
Chapter 190.

Information
Chapter 191

Information
Chapter 199.

Information

Chapter 48. SLA 199L

Information pertaining
Chapter 83. SLA 199L

Fiscal Years

Response Fund.

SLA 1989.

SLA 1990

SLA 1990

pertaining
SLA 1990.

to 1989*5 House

t0 1989's Senate

to 1989's Senate

to 1989's Senate

t0 1990's  House

t0 1990‘s House
t0 1990's House
t0 1991 ‘s Senate

to 1991° Senate

Bill 247 which
Bill 256 which
Bill 68 which
Bill 261 which
Bill 260 which
Bill 264 which
Bill 566 which
Bill 567 which
Bill 578 which
Biil 165 which
Bill 25 which

eventually passed

eventually passed

eventually passed

eventually passed

eventually passed

eventually passed

eventually passed

eventually passed

eventually passed

eventually passed

eventually passed

as

as

as

as

as

as

as

as

as

as

1991, 1992. 1993. and 1994 budget documents related to the

Fiscal Years 1991. 1992. and 1993 Reimbursable Services Agreements between DEC

and other agencies and between divisions within DEC for use of ResponseFunds.

Response Fund Annual Reports for FY 87 through FY 93.

DEC Policy Statements on the Response Fund.

Attorney General Opinions and memorandums on the Response Fund.

Industry contingency plans and corresponding documentation maintained at DEC.

ALSA SIAE LEFBSATLRE
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20.  Documents pertaining to DEC spill responses through November 8. 1993.
21. DEC database information and other documentation related to contaminated sites.
ot Oil Spill Commission Final Report.

23. A pamphlet put out by the Prince William Sound Regional Citizens’ Advisory
Council entitled "Then and Now: Changes Since rhe Exxon \aide: Oil Spill."

24.  Newspaper coverage regarding the Response Fund and its usage.
Additionally, we interviewed the following:

1 Staff within DEC.

2. Staff within Department of Military and Veterans Affairs.

3. Staff within Division of Legislative Finance.

4. Staff of Office of the Governor. Office of Management and 3udget.
5 Staff within Division of Legal Services.

6.  Chairman of the former Alaska Oil Spill Commission and current chairman of
Hazardous Substance Technology Review Council.

ALSA SIAE ISASMURE ' JqvsSlov  LE39 AIME AOIT
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ORGANIZATION AND FUNCTION

The 1986 Alaska Siaie Legislature passed House Bill (HB) -170 jcn 59. sLa s*!. a bill relating
10 the release of oil and hazardous substances. This legislation established an Qil and
Hazardous Substance Release Response Fund (Response Fund) on July I. 1986 with
appropriations from three different sources totalling 5680.666: Si158.677 from the balance ol
the Oil Spill Mitigation Account. S221.989 from the balance of the Oil Spill Expense

da  v.000 FY 87 capital budget appropriation. The facing page illustrates
Hows into and out of the Response Fund.

Between 1986 and 1989. deposits into the Response Fund were made from general fund
appropriations and from the Oil and Hazardous Substance Release Mitigation Account
(mitigation account). This accouni is composed of money recovered from parties responsible
for oii and hazardous substance spills through cost recovery and fines, penalties, or damages.
Money in the mitigation accouni may be appropriated each year to the Response Fund. In
the past, the legislature nas aiso appropriated money from the mitigation account into the
storage tank assistance fund and to the Alaska Energy Authority's program directed at
upgrading bulk fuel storage systems.

In 1989. the legislature enacted statutes which levied a surcharge of 5¢ per barrel of taxable
0L produced from each lease or property in the State. The commissioner of the Department
of Administration accounts for the money in a separate general fund accouni. which is
commonly called the Oil Surcharge Accouni (surcharge accouni). As explained on page 13
in Background Information, the surcharge is .subject to suspension and reimposition if certain
criteria are met. Between FY 87 and FY Q- a total of $109.200.000 has been appropriated
to the Response Fund from the suicharge account and $5.033.600 has been appropriated from
the mitigation account. In addition, the legislature has appropriated in excess of S74.000.000
from the general fund to the Response Fund through FY 93,

Money left over in the Response Fund after all appropriations have been made to agencies
for their operating costs has been appropriated to the spill reserve. The spill reserve may be
accessed by the Department of Environmental Conservation (DEC) oniy for costs necessary
to investigate, evaluate, contain, clean up. and take other necessary action to address a
release or threatened release of oil or a hazardous substance that poses an imminent and
substantial threat to the public health or welfare, or to the environment. DEC does not
budget for "response” to releases of oil or other hazardous substances, so all spill reserve
expenditures are unhudgeted response activities.

DEC can only make expenditures out of the Response Fund with specific legislative
appropriation, except for emergency releases of oil or hazardous substances paid out of the
miill reserve. Each sear the legislature determines what projects and activities will be paid
lor out of the Response Fund. In addition to DEC. twelve state agencies have been funded
with monies from the Response Fund. These agencies have been active in contingency piun
review, state master and regional contingency planning, and working with the State
Emergency Response Commission.

AL SIAE LEGIATRE at DMION O LEGSAINE AT



Soill Prevention and Response Division

Within DEC. [he primary user of the Response Fund is the Spill Prevention and Response
Division (SPAR). SPAR was created in July 1991 for the purpose of preventing and
responding to negative impacts to public health and the environment caused by oil and
hazardous substance spills. The division administers four programs:

2

3.

The Government Preparedness and Response Proeram (GPRP) was developed to
P " ",u' "ra'th and the environment by ensuring a planned and safe response
to releases or threatened releases of oil or hazardous substances. The emphasis of this
program is on the State's ability io prevent and respond to spills. The program is
responsible for facilitating local, regional, ana statewide response preparedness. To
achieve this. GPRP prepares, reviews, and revises state and regional prevention and
response plans for oil and hazardous discharge. An integral part in the planning
process is the State Emergency Response Commission (SERC).

GPRP provides staff support to SERC. SERC evolved from the federal Superfund
Amendments and Reauthorization Act 11956T This legislation required the State to
minimize the impact on human health and the environment from oil and hazardous
substance releases by facilitating local, regional, arid statewide response planning.
SERC was established by executive order in 19.57 but did not become operational
until FY 9L

The commission is comprised of the commissioners or their designees of eight state
agencies, the adjutant general or his designee, and seven public members appointed
by the governor. To the extent practicable, public members have expertise in the
emergency response field. The main duties of the group are to designate Local
Emergency Planning Districts, appoint the membership of Local Emergency Planning
Committees (LEPCs). comment on local emergency plans, provide technical assistance
to LEPCs. and receive and process information requests from the public.

The Industry Preparedness Procram (IPPi focuses on the oil industry's ability to
prevent and respond to releases or threatened releases of oil. Statute requires industry
to submit proof they have both the financial ability and physical ability to respond to
releases. Their physical ability is demonstrated by a contingency plan which must be
approved before obtaining a permit to operate. Contingency plan requirements apply
i0 oil tank vessels, barges, crude oil pipelines, and onshore and offshore oil
exploration and production facilities, in addition, oil terminal facilities that contain
a," amount of product specified in statute must have a contingency plan. PP is
responsible for reviewing, approving, and testing contingency plans as well as
ensuring operators meet the financial responsibility requirements set out in statute.

The Contaminated Sites Remeriiahor rocrnin was created to abate threats to public
health and the environment posed by sites contaminated by improper disposal or
discharges of hazardous substances. The number of contaminated sites is large and
ever increasing. The program attempts to identify and assess contaminated sites and

-6-
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ascertain liieir potential threat to public heuiih and the environment. With this
information. contaminated sites can oe prioritized so those sues posing the greatest
threat are addressed first. ~ The method by which the program addresses a
contaminated site depends on the identity of the party responsible for the
contamination. Cooperative agreements are in place with the federal government to
clean up sites where the federal government is the responsible party. A memorandum
of agreement exists between several state departments to address chose sites where the
State is the responsible party. For sites where a responsible party is willing to heip
clean up. the program provides oversight. If a site poses a substantial threat and no
responsible party has been identified or the responsible party is unable or unwilling
to clean up. the State will take the lead cleanup efforts.

4, The Underground Storaee Tank orouram assists owners and operators in meeting
federal regulations.  These regulations require new underground storage tank
installations io meet national standards and tanks already in operation phase-in to
meet those standards. Federal law also requires each facility to demonstrate financial
responsibility in the event of a spill. In Alaska, a Storage Tank Assistance Fund was
established which offers grants and loans to owners and operators to test, clean up.
upgrade, or ciose their facilities. The Storage Tams Assistance Fund receives monies
from the mitigation account thereby reducing funding that Hows from the mitigation
account into the Response Fund.

These four programs are developed and managed by the director of SPAR. Program
managers are centralized in SPAR's central office and their role is to develop policy and
provide technical guidance to the four regions of DEC sc that programs are implemented in
an effective and consistent manner across regions.

DEC has been divided into Northern Region. Southcentral Region. Southeast Region, and
Pipeline Corridor Region. Regional managers report directly to the commissioner 3nd are
responsible for making sure SPAR program objectives. as well as other divisions’ program
objectives, are accomplished. Regional offices assume line authority of district and field
office staffs. Actual work on contaminated sues, spill response, spill drill and inspections,
and review of contingency plans is accomplished nnmarih by district offices with support

from their resiion.
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PURPOSES O,I;\STHE RESPONSE FUND

IB) review oil discharge prevention and contingency plans
submitted under AS 4fi.04.Q30;
aCi conduct training, response exercises, inspections, and
icsts. in order to verify equipment inventories and ability
) to prevent and respond io oil and hazardous substance
1::<Ot:j/ei. lellla56y7»| .release emercen‘cie.s. and to‘ undenake other activities
intended to verify or establish.tlte preparedness of the
'taie. a inunicipaiiiy. or a party required by AS
46.04.030 to have an approved contingency plan to act
in accordance with that plan; and
to verify or establish proof of financial responsibility

or i
required hy AS 4fi.0fi.(>40:
Senate Bill 264 i.3+ pay ihe expenses incuired by the Alaska division of
(Clt 113. SLA 89| cater ecncv services for the oii and hazardous substance

*.*’**1 *nnc corps and the oil and Itazardous substance response

reworded by: depots when presented wilh appropriate documentation by

HB 567 |Ch 191. SLA 90| the dr. imoii;
HB '66 ICIt 191). SLA IKH
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House 5ill -70
*Ch «>. SLA X6|

Senate Bill 261
iCh 90. SLA SOl

House Bii! 56(i
iCh 19(1. SLA yilj

House Bill 57X
Ch 199. SLA 9(11

Senate Bill 165
|ICli AX. SLA 911

ALHKA SIAE LEISATURE

(bi

ic)

fd)

(-) provide matching funds lor participation in federal oil
Jisciiarge cleanup activities and under -2 U.S.C. 9601-9657
(Comprehensive Envimmnenial Response. Compensation,
and Liability Act ol 19XO0);

(5) recover llie costs lo tlie stale, a inunicipaldiiv. or a village of a
containment and cletutup resulting Crum the release or tlte
threatened release of oil or a liazardous substance:

tft) prepare, review, and revise
BA) the state's master oil and hazardous subsrancc discharge
prevention and contingency plan reunited by
AS -Jft.(U.;t)(i: and
iB) a regional master oil tuid hazardous substance discharge
prevention and contingency plan required by
AS -tft.tU.ZId: and
(7) restore the environment by addressing the effects of an oii or

hazardous sunstance release.

When the eoveriun declares a disaster related to an oil or
hazardous substance discharge emergency under AS 26.23.020(c).
the governor may. during the effective period of the d"s<tster
emergency, use money from the fund to respond to rh; disaster
emergency.

Notwithstanding other provisions of this sect,on. money from die
lund may not he used for a purpose specified in n)f?)~(7) and
id)(2) oi this section unless money is available turn an

appropriation made specifically for that purpose.

Upon request liom

11) the Alaska l.cgislative Council, the commissioner shall use
money tn<m the fund to reimburse tlie Alaska Legislative
Counci for c.pcndituros that it makes for the operation of the
Ciu/cii- Oversight Council on Oil and Other Hazardous
Suhstaiu.es. established under AS 24.20.600; and

(2) the cnminisMoncr of transportation and public facilities, die
commissioner shall transfer money from the fund to die
Depaitmem ot Transportation and Public Facilities ro pay for
the .oiisiruciinii or relurbisinnent of one or more vessels of
the Alisk.i in.iime highway system diar Itave the capability to
as-M in responding to spills of oii and hazardous substances:
in evpending money m die rulid whose use for vessels of the
in;irnic tuehway s-ysicm is authorized by .AS 19.65.025 ana
thi> p.uagi.ipii. the commissioner shall give priority to
eoii'lUucnon oi one or mom new vessels that have die

chnr.it. icustivs required by this paragraph.
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BACKGROUND INFORMATION

The Response Fond was established witn the passage of House Bill 470 in 1986 cn 50.
sta se Dy the legislature and the governor signing the bill into law. The bhill, which was
sponsored by Representative Mike Davis, created the Response Fund in the state general
fund. The legislature set out their reason for establishing the Response Fund in the Purpose.
A5 46.08.005. In that stated purpose. thev declared the release of oil or hazardous
substances presents a substantial threat to public health, to the environment, and to the
economy of the State. The Response Fund was to provide a readily available fund for the
payment of expenses incurred by DEC in protecting the environment fro il and hazailous
substances releases.

Original uses of the Response Fund

The commissioner of DEC was named the Response Fund administrator and was authorized
to use the fund for three distinct purposes:

1 Contain and clean up, which includes monitoring, assessing, investigating, and
evaluating, the release or threatened release of oil or a hazardous substance that poses
an imminent and substantial threat to the public health or welfare, or to the

environment.

2 Provide matching funds for participation in federal oil discharge cleanup activities.

3 Recover the cost to the State or to a municipality of a containment and cieanup
resulting from the release or tnreatened release of oii or a hazardous substance.

Alaska Statute 46.08.010 specifically disallowed using the fund for capital improvements.’
During meetings of the House Special Committee on Oil and Gas. the commissioner of DEC
explained that he did not want the fund to be viewed only as a means to deal with future
spiils. but also "ta invesnititte and deal wirii .Sites where poor management of*waste disposal

may have occurred in rhe past.”
Original methods to finance the Response Fund

The legislature could appropriate money received from federal, state, or other sources into
the Response Fund. Money recovered from parties responsible for the containment and
cleanup at a specific site and fines, penalties, or damages recovered because of an oil or
hazardous release would be deposited in the general fund into a special account called the
mitigation account. The legislature could annually appropriate to the Response Fund a sum

“Capital improvement" defined in AS 4<U)S lit mean " .wurwnnn. innovation, repair of. and improvement
io. abnildiiiv. bin aocs not iiirlinie other unpiovemenit id real pnmmw such as construction ofa dike or retaining

watir
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equal to the amount received in the mitigation account during the calendar year preceding
that legislative session.

Legislature reacts to Exxon Value: aroundim:

No new legislation was introduced or passed regarding the Response Fund between June 1
1986. the effective date of the original legislation, and March 24. 1989 when the EXXon
Valdez hit Bligh Reef in Prince William Sound. After that incident, six bills were enacted
in 198" that affected * Response Fund. The current purposes of the fund with annotation
of the bill and date of each section change can be found on pages 8 and 9. Senate Bill 247
(ch Li. sLA ko] WeNt into effect just 20 days after the EXX0N |alae: oil spill and was to cover
expenditures necessitated by the state response. The legislature appropriated S20 million to
the Response Fund, of which S10 million came from the general fund and S10 million came
from general fund program receipts, which were to be reimbursement of cleanup costs from

Exxon.

Senate Bill (SB1 256 |Ch 2>. s1a so. While being approved by the governor on May 11. 1989.
was made retroactive so that the effective date was March 24. the day of the grounding. The
bill amended AS 46.U8.070 so cost recovery hud to be immediately sought by DEC for
money expended to contain or clean up oil or a hazardous substance. Previously the statute
had allowed DEC to seek cost recovery, but did not require the department to do so. Senate
Bill 256 also permitted DEC to reimburse a municipality for actual expenses incurred in the
abatement of a release if the municipality entered into an agreement with DEC.'

House Bill 68 |Ch so, sia xy|. Which had an effective date of May 13. 1989. provided for
strict liability for the release of a hazardous subsiance. A new section was added to
AS 46.08 to allow the State to place a lien for expenditures by the State from the Response
Fund against all property owned by a person who is determined by the commissioner to be
liable for the expenditures.

The authorized uses of the fund were expanded with the passage and signing into law Senate
Bills 261 |Chw. sia svjand 264 |Cli 113 sca xm. From testimony at public hearings, it was
apparent that residents of the State did not trust the oil industry to live up to their
responsibilities identified in contingency pians. Residents discussed the need for oil facilities
to be inspected and for unannounced drills io tost industry's ability to implement their
contingency plans. Residents also expressed that DEC needed to be adequately funded to
upgrade monitoring and response efforts. Many residents voiced support for the oil industry
to be held strictly liable for their spills, but at (he same time have an independent state
response capability. The two senate bills recognized this concern by containing identical
Findings and Purpose, which included, "the Man It 24. 19H. oil spill disaster in the Prince
William Sound demonstrates a needror me mate w0 have an independent spill containment

and cleanup capability."

‘Prior io the staiuie ;uncndmem. the municipality could onlv he reimbursed if Illie agreement had been entered

into before llie expenses were incurred.
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Senate Bill 261 added a state master plan  and regional master plansto the dutiesotDEC
The State Master Plan, which was to he addressed in AS -6.0-T200. includedrequiring or
scheduling unannounced oil spill drills to test the sufficiency of an oil terminal facilitx
discharge prevention and contingency plan. The preparation, review, and revision of the
state master plan and regional master plans were added as the fourth authorized use of the
lund. In addition, the first use of the fund was amended to include investigate and evaluate
as well as the contain and clean up previously allowed. A fifth purpose allowed the
Response Fund to be used to restore the environment by addressing the effects of an oil or
hazardous substance release.

Senate Bill 26-f established an oil and hazardous substance response office in DEC. That
office was authorized to establish emergency response depots, which would be staffed and
equipped in areas of the state determined to be potential sites of releases of oil or hazardous
substances. The response office was authorized to establish response corps, which were to
be in the Department of Military and Veterans’ Affairs (DMVA). Division of Emergency
Services (DESI. The corps would consist of volunteers w'ho register with the office and tire
trained by the office in techniques for containment and cleanup. The costs for the response
office, depots, and corps were included as a purpose of the Response Fund.

Imposition of a c oer barrel conservation surcharge

The passage of SB 260 |Cn 112 SLA K9. which was sponsored by Senator Jaimar Keritula and
co-sponsored by Senator Mike Szymanski. levied a 5¢ per barrel surcharge on crude oil. The
sponsor statement dated April 1I. 1989 said the inicnt of the legislation was that revenues
horn this additional tax would provide a continuing source of funding for the Response
Fund. This would ensure that adequate funds arc awnlabie to meet the State’s responsibility

for oil spill clean up.

Since the legislature cannot dedicate revenue' in any piece of legislation without a
constitutional amendment, a clause was included in SB 260 to encourage the appropriation
of the surcharge from the surcharge account into die Response Fund. |If the legislature does
not appropriate the balance of the surcharge account to the Response Fund or if the governor
vetoes or reduces the appropriation of the surcharge account to the Response Fund, the

surcharge would not be imposed that fiscal year.

The surcharge would also he suspended by tho commissioner of the Department of Revenue
if the commissioner of the Department of Administration reported that the difference between
the cumulative total of surcharge money uppropruied to the Response Fund equuD or
exceeds the amount expended by the fund h\ 650 million. If the surcharge had been
suspended, it could be reimposed if the commissioner of the Department of Administration

reports that the difference is less than S50 million.

Durina commiitee meetings regarding SB 260. discussion was held as to how long the
imposition was likely to remain in effect based on expenditures from the Response Fund.
One senator pointed out that 13 oil spill related pieces of legislation were currently pending
and passace of them all would create more expenditures from the Response Fund than had
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occurred -o tar. A member of legislative counsel aareea that there would be an uniimued
draw from the Response Fund, but the sponsor of the legislation said the draw could not be
unlimited. Expenditures from the Response Fund were limited by what revenues were
produced by the 5¢ per barrel. Legislative counsel explained that, "through legislation ana
statutes, rhe legislature establishes the purposes for which the fund can be used." In the
Findings and Purpose of the enacted piece of legislation, the legislature explained their
purpose by stating:

lal  The legislature finds that the March 24. 1989. oil spill disaster in
Pnnce William Sound demonstrates a need forthe state to have an
independent spill containment and cleanup capability in the event offuture
discharges of oil or a hazardous substance.

Ihi It is rhe purpose of this Act to provide assurance to the people ofthe
state that their health, safery. and well-being will he protected from the
adverse consequences of oil and hazardous substance releases ofa magnitude
that presents a grave and substantial threat tothe economy and the
environment of rhe state.

Uses of Response Fund continue to expand

House Bill 567 (cn tvi.SLA90| extended the number of the purposes of the fund which were
to review oil discharge prevention and contingency plans: to conduct training, response
exercises, inspections, and tests in order to verify state, municipality, and industry
preparedness: and to verify or establish proof of financial responsibility. The bill also
clarified DEC's reporting requirements on the Response Fund to include describing each
personal services position and total compensation for the position, each contract in excess
of S20.000. ana each purchase in excess of $10.000.:

House Bill 566 jch 190. sLa 90y established SERC in DEC. The oil and hazardous substance
response office in DEC established by Senate Bill 264 would serve as staff for SERC.
SERC was to designate boundaries of local emergency planning districts and establish local
emergency planning committees. SERC was to review and approve local, regional, and state
plans for hazardous substance discharge response.

Hou.se Bill —7() had required the commtssior :r c’ D(EC io submit an annual reoon to (lie legislature. The
report had to include me amount ol money expe sed from lhe lund in the preceding fiscal year, the amouni anil
source of money received, a summary of municipal participation in responses paid by the fund, a detailed summar.
of jeoanmcni activities paid by the fund, and the projected cost lor the next fiscal year of monitoring sues oil vpi.ll
or hazardous waste sites. The report also had to include a summary of contaminated sites, the threat these sues
represented to nublie health or the environment, ana the cost and action needed to clean these sites.
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A Hazardous Substance Spiil Technology Review Council/ which was to review and
recommend research topics to DEC. was created under SERC. The hill clarified that the
Response Fund was to pay expenses incurred by DMVA. DES for response corps and depots
when presented with appropriate documentation by the division. This bill allowed the
Response Fund to be used tor response to a declared disaster emergency related lo an oil or
hazardous substance discharge.

House Bill o7S [Ch my. SLA ao| created a Citizens' Oversight Council on Oil and Other
Hazardous Substances in the legislature (oversight council). The oversight council would
request money from the Alaska Legislative Council, which in turn would seek reimbursement
from the Response Fund. The oversight council would determine whether state and federal
agencies were fulfilling their responsibilities for the prevention and response to oil and
hazardous releases. The oversight council yvas to file an annual report with the legislature
and governor and make policy recommendations to prevent releases.

Senate Bill 25 I1ch S3. s1ta m| amended the authorized uses of the Response Fund to include
making grants to a municipality or village that is affected by a release involvmc
extraordinary expenditures that are beyond ihe reasonable capability of the municipality or
village to meet from current revenue sources. Senate Bill 165 (Ch as. SLA ui| allowed the
Response Fund to be used to construct or refurnish one or more ferries so the ferries wouid
have the capability to assist in responding to oil or hazardous substance spills.

Lemriature plavs active role in shaping purpose of fund

In addition to expanding the purpose of the Response Fund through statutory amendments,
the legislature has taken an active role in shaping (he purpose of the fund by appropriating
on a project specific basis. In FY 9? over S5d million was appropriated from ihe Response
Fund. The legislature was specific in the purpose of the appropriations by allocating each
appropriation to individual projects. On several occasions, the legislature was detailed to the
point of listing a specific project's purpose and location. For example the appropriation for
the Nearshore Demonstration Project reads:

Tiie sum oj SI.200.000 is appropriated """u_die nil and hazardous substance
release response fund (AS 46.0H.0lth e die Department of Environmental
Conservation, division of spill prewntnm and response, for fiscal year 199s.
tor nearshore strike (eam demonstration protects aiony the Gulf of Alaska
coast and in southeast Alaska that are de\doped in Consultation with the
division of emergency services and the /ecnmal citizens' advisory councils in
the affected recion.

The legislature has chosen to supplant general lund appropriations w'ith Response Funds
They have done so when services previously iuntied nui of the general lund qualified lor

The Division of Legislative Audit conducied a Sunsoi \uUii on the Deoanmeni of Environmental Conserv anon.

Hazardous Subsiance Spill Technology Review Council. Jaied Niwemocr 29. 1993.
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Response Funding. For example in FY 93. ihe legislature changed the funding source for
over $950,000 in SPAR management costs from the general fund to the Response Fund. In
addition, when DEC requested capital appropriations to clean up contaminated sues where
the State was the responsible party, the legislature changed the funding source to the
Response Fund from the general fund.

Various budgeting procedures used to track Response Fund expenditures

Tv ,outions from the Response Fund were made to other agencies. This
maoe it very difficult for DEC. as fund administrator, to manage expenditures. In an attempt
to give DEC greater control and responsibility for activities supported by the Response Fund,
especially those of other agencies, the legislature put the entire Response Fund appropriation
into the front section of the FY 92 budget bill jcn 73. sta o4 This had the effect of greatly
increasing the complexity of accounting for Response Fund expenditures. To gain access
to the Response Fund appropriation. DEC was forced to use intra-agency reimbursable
services agreements (RSAs) between itself and the Response Fund. DEC would then fund
approved projects from other agencies such as DMVA and the Department of Fish and Game
(DFG) via inter-entity RSAs. This created a chain of interlocking RSAs which made it very
difficult to track expenditures related to the Response Fund.

Different budge: processes were used m FY 93 and FY °9

DEC took a more effective role in the management of the Response Fund in FY 93 and
FY 94. For FY 93. DEC notified other agencies that they must file a formal request for any
jeiYities they wanted funding with Response Funds. This procedure improved coordination,
but was untimely. By the lime agency requests had been received, reviewed by DEC. and
forwarded to ihe Office of the Governor. Office of Management and Budget (OMB) with
DEC's recommendation: the Stale's budget had essentially already been submitted.

DEC followed the same interagency process for the FY 94 budget, but the memorandums
were submitted to the other agencies in a timely manner. DEC reviewed the requests based
on the anticipated statutory requirements those agencies needed to fulfill. DEC submitted
to OMB a list of allocations of Response Funds DEC recommended for approval. OMB has
the final approval authority in making recommendations to the governor's budget.

Except for two notable appropriations.” there were no direct operating appropriations to
agencies other than DEC in FY 93. However, direct capital appropriations were made to
other agencies for cleanup of contaminated sites. In FY 94. no "front section" appropriations
were made to DEC except for the transfer irom the oii surcharge and mitigation accounts to
the Response Fund. The SPAR division is the direct recipient of tne funds. SPAR is

responsible for RSAs between DEC and other agencies.

The two FY 93 appropriations made ic ayencies other inun DEc were. $/,500.0!XI appropriat'd ic llie Alaska
Marne Hiehwus Ferr\ Replacement Fund and SZ3'.3<X) appropriate io Hie legislate Council tor the Queens

Osersiehl Council on Oil and Oiher Haaaraou.s Substances.
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Reimbursable Services Agreement extensively used for Response Funds expenditures

DEC entered into 16 RSAs with other agencies in FY 92 and entered into 17 RSAs ssiih
other agencies in F'i 93 where the primary funding source was the Response Fund. In
addition. DEC had 17 internal RSAs between its own divisions in FY 92 and 16 internal
RSAs in F> 93. Response Fund expenditures on both internal and external RSAs combined
totalled almost SI16 million in F't 92. In FY 93. there were over S6 million in Response
Fund RS.A expenditures reiated to FY 92 RSAs and over SS million on FY 93 RSAs.

Agencies provide minimal supporting information to DEC lor their RS.A expenditures when
requesting reimbursement from the Response Fund. Generally the supporting summary of
accounting information provides limited detail of the agencies' activity, especially those
related to personal services. DEC requires copies of invoices for purchases exceeding
specified dollar amounts. Many of the Response Fund RSAs require quarterly repons be
submitted to DEC project managers. Examples of individual external FY 92 and FY B
RSAs are included in Table D of this repon.
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REPORT CONCLL'SIONS

Purposes ot :he Response Fund prevail over contradictory purpose oi maior funding source

As explained on page 1" ol Background Information. SB 260. which established the 5c¢ per
barrel surcharge on taxable . .1produced, indicated the purpose cf the surcharge was for the
"stale to have an independent S?IH eontui/inic/tt and cleanup (.apuhilitx in the event offuture
discharges [emphasis added| of nil or a hazardous substance.”  Under the provisions of the
bill, the revenue generated by the surcharge was to be appropriated to the Response Fund.

The Response Fund had alrcadv been used to address cleanup of existing contaminated sites.
This resulted in a situation whercbv the major lunding source ol the Response Fund had the
more nanow locus of being used for future discharges. Bui the activities ol the Response
Fund itself were broader, in that they addressed Lne results of historical oil and hazardous

substance spills, i.e.. contaminated sites.'

Members of the oil and gas industr. have expressed dismay at how the expanded uses of the
fund, particularly as it is being used to cleanup existing contaminated sites, does not meet
their understanding of the reason for the surcharge. There are claims that "there have bee:
abuses ro the oil spill jund since it was established in [989." Such arguments appear to
us to be based on the emphasis on future discharges that was placed on the 1939 imposition
>f the surcharge. As quoted above, this emphasis was pan of the Findings and Purpose of
Senate Bill 260. The Findings and Purpose does not carry the degree of authority that an
enacted statute does.

Therefore AS 46.0S.0-f0. Purposes of the Fund, is the overriding authoritx on appropriate
uses of the fund. At payment date, the surcharge becomes an unrestricted revenue to the
State, aibeit from a specified source. Jt is the prerogative of the legislature io determine the
bet. use of the State's unrestricted revenues. Specific cleanup activities cited by an oil and
gas industrv group as being inappropriate uses oi the Response Fund include “Cleaning up
state lumpgmunds. state airports, responding to iiiionne leaks and having new ferries.”
All of these specific projects are appropriate uses of the Response Fund; the first two
involved cleanup of contaminated sites; the third project is a response to a hazardous
substance spill; and the fourth item is a specific allowed use of the fund under expanded
legislation. However, the dichotomy between the purposes of the lund and the purpose of

"in 1986 during committee meetings regarding the mil originating the Response Fund, the commissioner of DEC
had made it clear he intended cleanup activities irom the Response Fund to address both cument and past spiil
activity Tne final legislation was silent as to wnat time period would be used to determine cleanup activities. In
addinon. the purposes of ihe Response Funa were exoanued in 179 jn(j nase continued to expand since that unic-

Quoie came front an arucie entitled " XOGA sports mil to n\ the oil-spill-response fund." which was

published in the Forum,Letters section ol the Ancncrage Daily News on Nc.-vnber 27. loyJ. Tlie letter was written

by Ardie Gras, who i> the public affairs manager oi the Alaska Oil ano Gas Association.
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the major funding .source ha', created a continuing controversy about the appropriateness of
how the fund is being usea.

Current spiil reserve balance close to DEC coal for adequate response

As of the end of FY 93. the unreserved balance of the spill reserve was $27.084.100. In a
draft report. DEC stated the spill reserve had two primary purposes. One was to address
costs faced by communities, municipalities, and villages in responding to a major spill
incident. The second purpose would be to cover state costs. DEC has a goal of depositing
and maintaining S30 million in spill reserve for these two purposes: S10 million for
communities, municipalities, and villages: and. S20 million for the State.

Alaska Statute 29.60.510 states in part that the commissioner of the Department of
Community and Regional Affairs “may not expend not more than SI0.000.000 o? ‘he balance
of rnefund that is a%Proprlated to rhe spill reserve or of rhe unrestricted balance of the fund
for grants authorized under this section. .." The other $20 million in the spiil reserve may-
be accessed by DEC.

Allowed uses include costs necessary to investigate, evaluate, contain, clean up. and take
other necessary action, to address a release or threatened release of oil or a hazardous
substance. Such release or threatened release must pose an imminent and substantial threat
to the public health or welfare, or to the environment. One reason for having the spiil
reserve is for an immediate source of start-up cash in the event of a catastrophic spill. It is
estimated that 550 million would last about 10 days in a spill the magnitude of EXXON

| aide:.
Soil! reserve balance and the 5¢ surcharge suspension formula are unrelated

As discussed above, the State had over 527 million set aside in the spill reserve to respond
to future spills as of the end of FY 93. The calculation for determining the suspension of
the 5¢ surcharge had a deficit balance of over 5.Y5 million as of the same time. It should
be recognized that there is a difference between the -piil reserve balance and the surcharge
suspension balance. The difference between these two is based on the revenues that go into
calculating each balance. The facing page illustrates die difference between the suspension
calculation and the balance of the Response Fund.

The 527 million set aside to respond to spills includes all revenue sources, i.e., fines,

penalties, damages, surcharge revenues, and additional general fund appropriations. Whiie
the suspension calculation only considers surcharge revenues. Both the spill reserve and

suspension cumulation consider cumulative expenditures.
DEC lacks authority and capability of monitor,ne pi her aeencies Response Fund expenditures

Alihoui*h DEC is the administrator of the Response Fund, the department lacks the authority
to control the spending of other agencies.  Further. DEC does not have the personnel to
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SURCHARGE SUSPENSION ws.
RESPONSE FUND BALANCE

Surcharge

Suspension Calculation =
Cumulative Surcharge - Cumulative Expenditures

Balance of Response Fund =

(Cumulative Surcharge + Cumulative Other Funds)
- Cumulative Expenditures



monitor or audit the appropriateness of' other agencies' expenditures. Other agencies have
had access to the Response Fund through the use of RSAs. According to Alaska
Administrative Manual 40.060. an RSA is an inter-entity transfer where one agency i*
reimbursed for costs associated with services provided to another agency. As administrator
of the Response Fund. DEC has been forced to enter into RSAs for which the agency has
limited inherent interest or expertise. In some cases, the RSA represents a project or budoet
request for which DEC did not originally endorse or support the ether agency's request for
access to the Response Fund.

DEC has made it a standard practice on all RSAs with other agencies to require five pieces
of i; formation. This information is required in order for DEC to fulfill its annual reporting
requirements to the legislature. DEC requires the servicing agency to provide:

1 a listing of each position control number fPCN) with title and the amount
compensated the position:

2. copies of all contracts in excess of S20.000 and ail subsequent amendments, and
copies of all RSAs with the University of Alaska in excess of $20.000 and ail

subsequent amendments:
3 documentation of each purchase in excess o. $10.000;
4, the amount paid to each municipality, community, or village: and

5 RSAs to other state agencies funded by the RSA must also report the information
requested in items 1through 4.

Many of the Response Fund RSAs require quarterly reports be submitted to DEC project
managers. The reports are generally submitted: however, the extent of information varies

between servicing agencies.

DEC has spent an inordinate amount of time trying to monitor RSAs with other agencies.
DEC's experience has been, in a practical sense, the department has no power to monitc' the
expenditures or deny a request for funds from other agencies. An example of the lack of
power, is provided for by an FY 92 reimbursement request: the Department of Fish ana
Game (DFG) came to DEC and wanted reimbursement for expenditures that DFG could not
support; DEC initially refused reimbursement: but because the only alternative left to DFG
wouid be to request a supplemental appropriation. DEC staff was dTected to pay the RS.A

reimbursement request

Criteria for allocating resources wimin SPAR varies hv orearam

The only Response Fund expenditures that DEC has direct control over are the expenditures
actually made by the department, the majority of which occur in the SPAR division. Tlie
criteria used by SPAR in determining which projects will be undertaken varies between
programs.  SPAR can exercise discretion when allocating resources for the following
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services: spill response, reviewing and resting contingency plans, and contaminated -me
cleanuc.

| Release depends on tire risk oc”eri bv a spill: The Government Preparedness and
Response Program within SPAR is charged with responding to spills chat pose an
imminent and substantial threat to public health or the environment. No preset policy
exists as to which spiils will be responded to in a region. Determining if a spill poses
an imminent and substantial threat is a subjective process. Every region and district
has taken into consideration a myriad of factors and developed its own method for
deciding whether a spill warrants a response. Common criteria for response among
regions inciude proximity of a spill to populations and water source, size of spill, and
type orspiil.  The level of response can vary from responding via telephone, to
monitoring the cleanup, to taking the lead in response through a contractor.

Progress in reviewing contingency clans has lagged behind agency projections: As
discussed in Background Information, the Exxon Valde: oil spill caused major
revisions to the statutes that set forth requirements for oil discharge prevention and
contingency planning. As a result of the new statutes. SPAR's IPP was required to
draft new" regulations. These regulations forced affected operators to either prepare
contingency plans or make amendments to their existing plans. The new' regulations
also created the need for ‘echnicai assistance to be provided to those operators who
were either drafting amended, or developing new.contingency plans. IPP has focused
their resources on drafting rew—regulations, providing technical assistance to operators
and reviewing contingency plans.

As a result of the new regulations which became effective in August 1992. a large
number of new- and amended plans were ‘iibmuied to IPP. To cope with the influx
of plans requiring review, regulations provided for a transitional period. During this
period. IPP was permitted to review the plans in a predetermined order of priority.

Review of contingency pians has fallen behind agency projections.  Almost
200 contingency plans required approval by IPP. Most of the submissions requiring
approval are amendments to existing plans ti'.at were previously approved under the
oid regulations.  These plans continue to be considered approved until plan
amendments that incorporate the new regulations nave been reviewed. Of the almost
200 plans, only 30 nave been approved under the new regulations ar of December 9.
1993. However, many plans are in :he tin.il stages of review and. according to DEC
staff, most should be approved by the end of 1994

A successful oii spill prevention program is composed of interrelated parts. The
success of IPP is dependent on the comomed strength of its facility inspections, oil
spill drills, contingency plans, and financial responsibility sections.

Contingency plans must be tested and facilities inspected to provide assurance that

personnel are being trained and that equipment and resources are available and can
be mobilized quickly. To help speed up IS contingency plan review process. IPP has
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shifted resources away from performtne
oii mpll drills and facility inspections.

As a result, most of IPP drill activity
has Dbeen limited to oversight of
industry-initiated  drills and  fewer
inspections have been performed. Once
the review process has advanced to a
point where the program is reviewing
contingency plans on a regular rotational
basis, SPAR plans to shift its IPP
resources back to testing contingency
plans through department-initiated drills
and inspections.

Priority for contaminated sites perceived
differently; One of the major purposes
of the Contaminated Sites Remediation
Program is to determine the priority (see
sidebar to the right for a discussion on
the Hazard Ranking Model, which is
used to prioritize sites) in which sites
should be addressed. This is necessary
so that resources can be allocated in
such a wav that the sites which
represent the greatest risk to the public

Hazard Ranking Model

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

DEC personnel do not consider the hazard
ranking score an absolute indicator of
priority because ranking scores can be
skewed by factoring in unknowns and
because the model does not take imo
consideration certain elements. In
practice, the ranking score is considered
one of many indicators when determining
caseload priorities.

and the environment are addressed first — regardless of ownership.

Although central office presents prioritization as one of the program’s main emphases,
a statewide list of all contaminated sites in priority order does not exist. Instead,
resources are allocated based on tne identity of a responsible party, their willingness
and capacity to clean up. site priority when known, and the amount of public interest

in a site,

As discussed in Organization and Function. SPAR’s central office is responsible for
developing policy and providing technical assistance to regions and districts. Work
on contaminated sites is accomplished at the district level with support from their
region.  Most of staff time at the district level is spent providing oversight ic
responsible parties who are willing to perform ¢ eanup.

The logic behind addressing willing responsible parties (RPs) is simple. Helping
willing RPs is efficient in that more sites are cleaned up by oversight than by working
with uncooperative RPs or by taking state lead in cleanup. The other motivation
behind helping RPs is a socioeconomic concern. RPs are often stimulated to clean
up their sue because a real estate, construction, or some other financial transaction is
involved. In the past when DEC staff explained they did not have time to monitor
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cleanup or a "ire. rhe RP contacted (heir legislator. who in turn contacted the disiru
and insisted their constituent be assisted.

it is not uncommon for political pressure tc play a role in the way resources tire
allocated. In the past. Mies, which were a lower priority relative to other sites, nave
received funding because of an heightened interest in the site taken by the general
public, the governor, or a particular legislator.

District personnelXeluctant to initiate state-lead in contaminated >ite cleanup: For a
site to be eligiole for state-lead, potential RPs must be identified and an extensive
notification process must be completed. Because state-lead sites are labor intensive,
district personnel are reluctant — or do not have the resources — to conduct RP
searches or ao throuah the notification process.

District personnel are also hesitant to take state lead because they feel their roie
snouid be one of service agency rather than enforcement agency. Rather than caking
the iead in cleanup and holding the RP liable, staff want to neip RPs find some way
to assume responsibility. False promises from unwilling or incapable RPs nave also
slowed down the process of cleaning up .sites with state-lead monew

Because of the amount of resources required tc identify state-lead sites and a genera!
reluctance by district staff, the program does not have a complete 'listing of

contaminated state-lead sites.
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FINDINGS WD RECOMMENDATIONS

Recoggmendation No _— »

Tine legislature shouid make >tatutor. chanties to cianrx the role or the fund admim-araicr.

A Currentlx there no cjcarcut criteria m place Mating how DEC should "manage™ Me
Response Fund.

Inorder to be properly evaluated &, tiie r'und administrator. DEC needs the legislature
to clarify their expectations of the department's role. Alaska Statute -6.0S.050
identifies two accounting duties of DEC. This statute says DEC

(1)  shall maintain accounting records shoeing the income and expenses of :he
fund: and

(2 shall dexeiop procedures governing the expenditure of. anc accounting for.
money expended from the fund.

This statutory requirement has not been amended since the Response Fund was first
established :n IRtSo. The duties were appropriate when the fund was used to respond
to emergency spills, and DEC was virtually the only user of the fund. But DEC lost
its effectiveness as administrator when the Response Fund began to be used as a
funding source for a number of projects managed by many different agencies.

As explained on page 22 oi Report Conclusion . DEC has spent an inordinate amount
of time trying to monitor the appropriateness of expenditures made by other agencies.
It has been difficult for DEC to monitor the appropriateness of reimbursement
requests from other agencies when the service provided is beyond DEC's interest or
expertise. DEC is often put in the position of having to approve for reimbursement
an expenditure for which the department has. no wav of determining represents a valid
project cost. DEC has not experienced as many problems on those RS.As with other
agencies for services which the department would normally contract.

DEC has. with the assistance of Office of the Governor. Office of Management and
Budget (OMB) and Legislative Finance, developed an adequate budget process
showing appropriations into and out of the Response Fund. DEC can track
allocations to specific projects. The- department has also developed an internal
process to review other agencies’ Response Fund requests and make recommendations
to OMB for inclusion in the Governor's budget. These duties are appropriate for
DEC to fulfill in its role as fund administrator.

We recommend the legislature amend part <I)of AS -0.0S.050 to state that DEC

shall develop procedures governing the expenditure of. and accounting for. money
ecxpended from the lund ior activities of their own department. Other agencies wry
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receive monies from die Response Fund musi develop their own procedures governin'.:
the expenditure of. ai.d accounting for. money expended from the fund. To recede
reimbursement from the Response Fund, other agencies must submit to DEC the
detailed information required to be included in the annual report on the Response
Fund's activities. DEC shail rely on the other agencies' internal procedures when
responding to a request for reimoursement. The legislature may request Division of
Legislative Audit to review the procedures developed by each agency and audit that
agency's expenditures against the Response Fund.

Some of the information DEC Is reuuired to monm in their annual report is either too
voluminous or to uncertain to provide meanimafui information to the legislature.

Information reuuired by AS 46.08.060 to be included in DEC'S annual report is as
follows:

(1) asummary of the sites identified by the department:

(2)  the immediate and long-term threats to the public health or welfare or to the
environment posed by tnese Mtev and

(3)  the appropriate actions needed to abate these threats, and their estimated cost.

DEC has not been providing this information as part of the annual report because of
the volume and uncertainty of information involved. DEC has indicated this
information is available for review m their office in the Statewide List of
Contaminated Sites. A list of contaminated ‘ites dated November 3. 1993. which is
104 pages long, contains site name and address and nazard ranking model score on
1.858 sites, of which 338 are in a ciO'c) 'iatus and 1.520 are in an active status. Of
the 1.520 active sites. 240 sites are unran.se-J. and 38 sites cannot be ranked due to
lack of information available on the Mie In addition to the known sites. DEC is
aware that there are likely to bhe a large number of sites which are not yet on their

database.

We recommend the legislature amend put; bi of AS 46.08.060 to allow DEC to
report information on contaminated v'cs :h.u can be reacily prepared and still be of
use to the legislature. DEC should be .i"eJ to identify new many sites are in active
and closed status on the database. DEC -houid identify the number of sites and
prioritize those sites based on immeoi.ue and long-term threats to the public health
or welfare; or to the environment Smee the information is too uncertain. DEC
should not be asked to provide indr..dual discussion on each site, nor due to the
volume of sites, shouid the department -c aAed to report the appropriate actions and

estimated costs involved.
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Recommendation \'o. 2

DEC -mould revise me department's draft Co’t Recovery and Policy and Procedures manual,
micie.ment the ociicv with due public nonce, and omvide training to all relevant personnel.

In the original legislation on the Response Fund. DEC was not required ;0 seek recovers' of
money expended by the department to contain and clean up oil or hazardous substances. The
actual wording was.

The attorney yenerol. at the request of the commissioner. may seek [emphasis
added! in recover money expended dy the department under this chapter or
other law' to contain and clean up oil nr a hazardous substance tiwt has been
released or to control threatened release of oil nr a hazardous substance.

While DEC did seek recovery and levy fines and penalties in some instances, many
contaminated sites were cleaned up without any intention of seeking cosi recovery. In
addition, appropriations were made from FY S3 through FY 90 to cleanup contaminated sites
on the Kenai peninsula. There were no cost recovery requirements related to these

appropriations.

Because of the lack of cost recovery requirements DEC district staff and the public
developed a cooperative relationship regarding DEC's monitoring of the clean uc of
contaminated sites. Tiie public came to view monitoring of clean up of contaminated sites
as a service provided by DEC. rather than as an enforcement action. Since cost recovery
would net be sought. DEC staff did not consistently track their personal service costs related

to cleanup.

The passage of Senate Bill 256 |cii 20. sta msv; changed the optional nature of the statutory
phrasing. The legislation made it definite that cost recovery must be sought. Specifically

the statute called for:

The attorney general, at the request of the commissioner, shall immediately
seek lemphasis added| to recover money expended by the department under
AS 46.0H005-46.CHCHD or other law to contain and clean up oil or a
hazardous substance that lias been released or to control the threatened
release of oil or hazardous substance.

DEC has been slow to develop policy and procedures related to accumulating cost
information that can be used to support recovery efforts. DEC has developed a draft Cost
Recovery Policy and Procedures manual that addresses when and how to code costs to sites.
As of the date of this report, this policy still has not been fully implemented. Of particular
concern is the failure to consistently charge personal service costs to specific sites. This
makes it difficult, if not impossible, to recoup these costs from the responsible party.

The draft Cost Recovery Policy and Procedures manual also addresses how to identify and
notify potential responsible parties (PRPs) of their obligation to clean up a site. Staff who
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