PoLICIESAND PROCEDURES APPLICABLE
TO THE TREASURY DIVISION,
DEPARTMENT OF REVENUE,
STATE OF ALASKA

APPENDIX AT
Overview of Oil Spill Funds

1. Oil and Hazardous Substance Prevention and Response Fund

a Overview

The Response Account is used to finance the containment and cleanup effort related to a declared
disaster or to address arelease or threatened release that poses an imminent and substantial threat
to the public health or welfare, or to the environment. For access other than a declared disaster,
DEC must notify the Governor and the Legidlative Budget and Audit Committee within 120

hours of using the money from this account.

The Response Account is financed with atwo cent per barrel surcharge and money recovered
from responsible parties. The surchargeislevied on each taxable barrel of oil produced in the
state. The surchargeis suspended when $50 million is reached from the combined balances of
the surcharge account, the response mitigation account and the unreserved and unobligated
balance in the Response Account itself. The $50 million balance was exceeded in December
1994 and the surcharge was suspended as of April 1995.

The Prevention Account is used to fund Alaska's oil and hazardous substance release and
prevention programs. The Legislature appropriates money from the Prevention Account to
support DEC and other state agencies for prevention and planning activities such as investigation
and evaluation of arelease or threatened release not eigible under the Response Account,
contingency plan review, response preparedness and training, restoration and other activities as
defined by statute (AS 46.08.040(a)(2)).
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The Prevention Account is financed with athree cent per barrel surcharge and fines, settlements,
penalties, and interest. The surcharge islevied on each taxable barrel of oil produced in the state.
For FY 96, $13,241,568 was collected as aresult of the three cent surcharge. (Alaska Department
of Environmental Conservation, Oil and Hazardous Substance Release Prevention and Response
Fund, annual report, fiscal year 1996, January 1997.)

b. History

= 1986. The Alaska Legidlature creates the Oil and Hazardous Substance Rel ease Response
Fund. (Ch. 59 SLA 1986). At that time, the fund included one account, the Oil and
Hazardous Substance Release Mitigation Account.

= 1989. The Legidslature amends the Oil and Hazardous Substance Release Response Fund in
the weeks following the 1989 Exxon Valdez tanker oil spill, and then several more times
over the years.

= 1994. Senate Bill 215 makes mgor changes to the fund structure. In particular, the fund is
divided into two separate accounts: the Response Account and the Prevention Account.

c. Response Account

The state uses the Response Account to finance the containment and cleanup effort related to a
declared disaster or to address arelease or threatened rel ease that poses an imminent and
substantial threat to the public health or welfare, or to the environment. For access other than
during a declared disaster, DEC must notify the governor and the Legidative Budget and Audit

Committee within 120 hours of using the money from this account.

The Legidature funds the Response Account with atwo-cent per barrel surcharge and money

recovered from responsible parties. The state levies a surcharge on each taxable barrel of oil
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produced in the state. The state suspends the surcharge when the combined balances of the
surcharge account, the response mitigation account and the unreserved and unobligated balance
in the Response Account total $50 million. The balance in these accounts exceeded $50 million
in December 1994 and the state suspended the surcharge as of April 1995.

d. Prevention Account

The Prevention Account funds Alaska's oil and hazardous substance release and prevention
programs. The Legislature appropriates money from the Prevention Account to support DEC's
and other state agencies prevention and planning activities such as investigation and evaluation
of arelease or threatened release not eligible under the Response Account, contingency plan
review, response preparedness and training, restoration and other activities as defined by AS
46.08.040(3)(2).

The Legidature chose to fund the Prevention Account with a three-cent per barrel surcharge and
fines, settlements, penalties and interest. The state |levies the surcharge on each taxable barrel of
oil produced in the state. For FY 96, $13,241,568 was collected as aresult of the three-cent
surcharge. (Alaska Department of Environmental Conservation, Oil and Hazardous Substance

Release Prevention and Response Fund, annual report, fiscal year 1996, January 1997.)

e. Fund Relationships

Appendix ZF provides apictorial representation of the Response Account and the Prevention
Account and their relationship to the Response Fund.
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f. Factsand Figures

Historical Balances

From Fund inception in 1986 through the end of fiscal year 1989, the state made deposits to the

Oil and Hazardous Substance Release Response Fund as follows:

GF/Mitigation
Fisca Year GF/PR Account* GF/Other Total
1987 0 158,700 522,000 680,700
1988 0 304,300 825,000° 1,129,300
1989 10,000,000* 136,500 10,500,000° 20,636,50

g. Investment Earnings Allocation

The Legislature appropriates all of the investment earnings from the Prevention Account, the
Prevention Mitigation Account, the Response Account and the Response Mitigation Account
into the Prevention Account.

As a consequence of legidative action, the following funds exist:

! Money recovered from responsible parties.

% Two components: (1) $300,000 Ch. 128 SLA 1986 (capital budget, General Fund); and (2) $222,000
“prior appropriation balances,” per DEC.

% Ch. 3 SLA 1987 First Special Session (capital budget, General Fund).
*§ 2 Ch. 13 SLA 1989; payment from Exxon Corporation.

® Two components: (1) $500,000 Ch. 172 SLA 1988 (capital budget, General Fund); and (2) $10,000,000
§ 1 Ch. 13 SLA 1989 (General Fund special appropriation).
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General Fund and Other Non-segregated I nvestments

Selected Fundsin the General Fund Group

GASB
Fund No.

Fund Description

Legd
Authority

11128

Oil & Hazardous Substance Release Prevention and
Response Fund

Roll up only. Fund consists of two accounts (subfunds 11122
and 11129).

AS
46.08.010
AS
46.08.040(a)

11122

Oil & Hazardous Substance Release Prevention &
Response Fund, Prevention Account Consists of
appropriations by the Legidature of 3 cents per barrel
surcharge; money from private donors; money recovered from
parties responsible for cleanup of oil or a hazardous substance;
and fines, pendties, or damages recovered under chapter 46.
The fund isto be used for paying for prevention and
preparedness.

AS
46.08.040(a)

11129

Oil & Hazardous Substance Release Prevention and
Response Fund, Response Account Consists of
appropriations by the Legidature of 2 cents per barrel
temporary surcharge and money recovered from responsible
parties. The Fund isto be used for financing the containment
and cleanup effort related to a declared disaster or to addressa
release or threatened release that poses an imminent or
substantia threat to the public health or welfare, or the
environment.

AS
46.08.010(a)
AS
46.08.045

11152

Oil & Hazardous Substance Release Prevention and
Response Mitigation Accounts

This fund entity is a roll-up for subfunds 11139 and 11153.
These accounts were not established as a fund by statute, but
are maintained for accounting purposes only.

11139

Qil & Hazardous Substance Release Prevention Mitigation
AcCCt.

The Legidature may annually appropriate the balance of this
fund to the Oil and Hazardous Substance Release Prevention
Account (fund 11122).

AS
46.08.020
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General Fund and Other Non-segregated I nvestments
Selected Fundsin the General Fund Group

GASB Fund Description Legd
Fund No. Authority

11153 | Oil and Hazar dous Substance Release Response
Mitigation Account The Legidature may annualy AS

appropriate the balance of this fund to the Oil and Hazardous | 43.55.231
Substance Rel ease Response Account (fund 11129).

The two-cent and three-cent surcharges flow into revenue accounts 60661 and 60659,

respectively, and remain there until appropriated into GASB Funds 11129 and 11122

2. Qil Restoration Fund (Fund 11140)

a Overview

Exxon paid the state restitution of $50 million in acriminal plea agreement for damages caused
when the Exxon Valdez hit Bligh Reef on March 24, 1989 (United States of Americav. Exxon
Shipping Company and Exxon Corporation, No. A90-015CR). Exxon also paid the federal

government $50 million in restitution and $25 million in fines.

The judgments entered by the U.S. District Court required that the money paid to the state be
used by the state "exclusively for restoration projects, within the State of Alaska, relating to the
Exxon Vadez oil spill."
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The judgments further define restoration as including, "restoration, replacement and
enhancement of affected resources; acquisition of equivalent resources and services, and long-
term environmental monitoring and research programs directed to the prevention, containment,

cleanup, and amelioration of oil spills.”

b. History

November 7, 1991. The state receives the $50 million settlement. The Legislature appropriates
the $50 million in Fiscal 1994 asfollows:
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$12,500,000

7,000,000

500,000

3,250,000

4,000,000

4,750,000*

3,000,000

2,000,000

3,000,000

5,000,000

$ 5,000,000
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Appropriated To

Alaska Sealife Center.

Department of Natural Resources, for land purchase within
Kachemak Bay State Park.

Department of Natural Resources, for construction of a Kachemak
Bay State Park visitors' center.

Department of Fish and Game, to aid in the restoration of subsistence
resources or services.

Department of Fish and Game, to enhance sport fishing services lost
or diminished as aresult of the Exxon Valdez ail spill.

Department of Natural Resources, for the construction or placement
of recreational amenities.

Department of Fish and Game, for habitat restoration and
enhancement projects.

Department of Commerce and Economic Development, for an
upgrade of the Main Bay Hatchery.

University of Alaska, Fairbanks, Fishery Industrial Technology
Center, for an addition to the center.

Department of Community and Regional Affairs, for unincorporated
rural communities for restoring, replacing or enhancing subsistence
resources or services.

Department of Environmental Conservation, for research programs.

* And the interest accrued before July 1, 1994 on the $50 million restitution

payment.
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= January 1997. Asof January 21, 1997, $30,027,603 remainsin GASB Fund 11140
unexpended. The interest earned from inception of the Fund through January 1, 1997 totals
$11,711,699. Of that amount, $7,932,731 has been appropriated to date.

3. Exxon Valdez Oil Settlement Fund (Fund 33070)

a. Overview

Exxon agreed to pay $900 million to the state and federal governmentsin acivil settlement as
restitution for damages caused when the Exxon Valdez hit Bligh Reef on March 24, 1989
(United States of Americav. Exxon Corporation, Civil Action No. A91-082CIV and State of
Alaskav. Exxon Corporation, Civil Action No. A91-083CIV). The civil settlement also created

the Exxon Vadez Trust Council to oversee expenditure of the settlement.

The state established the Exxon Valdez Oil Settlement Fund to receive and expend money
requested by the Exxon Valdez Trust Council. The Court Registry Investment System (CRIS) in
Texas holds and invests the money until it is needed to pay for specific expenditures authorized
by the Exxon Valdez Trust Council. GASB Fund 33070 holds the unexpended portion of all

council draws from CRIS for state expenditures.
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Exxon makes scheduled payments (see schedule below) directly to the Federal Court System.

Amount Date Due
90,000,000 December 16, 1991
150,000,000* December 1, 1992
100,000,000 September 1, 1993
70,000,000 September 1, 1994
70,000,000 September 1, 1995
70,000,000 September 1, 1996
70,000,000 September 1, 1997
70,000,000 September 1, 1998
70,000,000 September 1, 1999
70,000,000 September 1, 2000
70,000,000 September 1, 2001

* Less certain of Exxon’s expenditures

Pursuant to the settlement agreement, the U.S. District Court for Alaska (Judge Holland) has
continuing jurisdiction of the fund and the Exxon Valdez Trustee Council (three state and three
federal representatives) has management responsibilities. The arrangements pertinent to this
settlement are recognized in the Alaska Statutes 37.14.400-450.

The Department of Revenue has no direct responsibility for the investment of these funds.
Rather, the funds are invested under the supervision of the federal courtsin the Court Registry
Investment System (CRIS), and held in the Federal Reserve Bank in Texas. The funds kept by

CRIS are held in two separate accounts, the liquidity account and the reserve account.

The liquidity account, which isinvested in 100-day securities, contained $46,847,845 as of May
9, 1997. Thereserve account, invested in strip securities laddered over six years, had a book
value of $37,529,773 on November 15, 1996.

The Exxon Valdez Trustee Council is responsible for deciding how to spend this money. Each
time the council requests a payment from the CRIS for expenditure by a state agency, the money
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flows into a state fund called the Exxon Vadez Settlement Fund. Thisfund isinvested in the
GeFONSI. Asof January 21, 1997, invested assets in the Exxon Valdez Settlement Fund totaled
$32,365,997.

Asof March 6, 1997, the council had requested a total of $287,226,035 from CRIS. Of that,
$128,232,379 went to the state and $158,993,656 went to the federal government. The
Legidature has appropriated al of the money received by the state.

4. Alyeska Oil Settlement Fund (Fund 33080)

The settlement terms with the Alyeska Pipeline Company for civil claimsrelated to the Exxon
Valdez ail spill established this fund.

In November 1992, the Alyeska Pipeline Company settled civil claims against it related to the
Exxon Vadez spill (United States of Americav. Exxon Corporation, Civil Action No. A91-082
CIV).

As part of the settlement, the state established a separate fund, the Alyeska Settlement Fund, to
receive, hold and disburse the proceeds. In total, Alyeska paid the state and federal governments
$31,700,000 ($29,700,000 to the state and $2,000,000 to the federal government). The
settlement set out how the proceeds were to be used.
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Amount Use of Proceeds *
14,500,000 Construction of response storage facilities and docks at Tatitlek and
Chenega and the prepositioning of oil spill response equipment at
both locations.

6,000,000 Construction of aroad from Cordovato Shepard Point and, when
appropriate, for work related to the construction of aresponse storage
facility and the prepositioning of oil spill response equipment at that
location.

7,500,000 For the acquisition of land to be included in and made a part of the
Kachemak Bay State Park.

200,000 For the acquisition and installation by the state of communications
equipment to be owned by the state, and to be used by the United
States Coast Guard and the state and to be installed at the Valdez
Emergency Operations Center when it is constructed.

1,500,000 For 1989 tax revenues under AS 43.75 (Fisheries Business Tax),
which would be refunded to local governments under AS 43.75.130.

2,000,000 To the United States, for expenses incurred by the United Statesin
response to the oil spill which would have been subject to
reimbursement from the Joint Trust Fund.**

* The settlement states, “ The all ocations of settlement proceeds described to the
response projects as described in the preceding paragraph are based on good faith
estimates and are preliminary only. If the actual costs of a specific response project are
less than the allocated sum, together with interest, if any, earned on the allocated sum
after monies are received by the state, the excess funds may be used to pay for any of the
other response projects whose actual costs may exceed the initial estimate. If the actual
costs of the response projects are |less than the combined allocation of $20,500,000, then
the excess funds will be paid into the Joint Trust Fund.” The settlement placed further
limitations on the expenditure of certain of the funds.

** The Joint Trust Fund is the trust fund established by the Memorandum of Agreement
and Consent Decree between the state and the United States entered in August 1991 in
the United States of Americav. State of Alaska, Civil Action No. A91-081 CIV.
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Amount Use of Proceeds *

Amount Payment Schedule into the Fund *

4,500,000 February 4, 1993
10,500,000 February 4, 1994
13,000,000 February 4, 1995

* Actual payments: $6,200,000 on February 4, 1993; $3,000,000 on July 19,
1993; $2,000,000 on July 26, 1993; $280,450 on December 8, 1993;
$5,219,550 on February 3, 1994; and $13,000,000 on February 1, 1995.

Amount Other Payments

1,500,000 Funding date (for 1989 tax revenues)

2,000,000 Funding date (to the United States)

The Legidature appropriated the proceeds as described above in Chapter 41, SLA 1993. From
inception to January 31, 1997, the Alyeska Fund earned $1,469,631 in interest. Of that amount
$1,247,146 has been appropriated to date.

On January 21, 1997, the fund's invested assets in the GeFONSI totaled $6,687,816.

5. Storage Tank Assistance Fund (Fund 11136)

a. Overview

Ch. 96 SLA 1990 established the Storage Tank Assistance Fund, and more broadly, statutes

governing underground storage tanks.

The Storage Tank Assistance Fund annual report for fiscal year 1996 provides a summary of the

history of the evolution of the statutes governing underground storage tanks:
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The statute provides for (1) the establishment of technical and financial assistance mechanisms
to assist the owners and operators of underground storage tank systems (UST's) to comply with
federal and state law; and (2) the cleanup of existing leaks and the prevention of future leaks
associated with UST's in order to protect the public from contamination of drinking water and to
protect the environment.

Federal Law

Congress passed the Hazardous and Solid Waste Amendments of 1984 to the Resource
Conservation and Recovery Act (RCRA). These amendments, in part, require the U.S.
Environmental Protection Agency (EPA) to regulate UST's containing petroleum and hazardous

substances.

Congress directed the EPA to develop regulations for the design, construction, and installation of
new tanks as well as the addition of leak detection, corrosion prevention, and spill and overflow

protection to existing tanks.

Congress also mandated that all UST owners, except state and federally owned or operated tanks,
be able to demonstrate specific levels of financial responsibility for corrective action and cleanup
associated with releases from their UST's, including third party loss and bodily injury.
Commercial pollution liability insurance is the most common type of financial responsibility.
The financial responsibility requirements were phased in according to the type of owner and the

number of tanks owned.

State Law
Primarily dueto EPA's pending financial responsibility requirements and the fact that it would be

virtually impossible for an owner or operator of an UST to show financial responsibility if they
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had a leaking tank or if the tanks needed to be upgraded, the Alaska L egislature introduced the
Alaska UST legislation - a portion of which included the financial assistance legislation.

Recognizing the potential obstacles facing Alaska's UST owners and operators, the Legislature
passed HB 220. It wasthe intent of the Legislation that the state program ensure that owners and
operators receive educational, technical, and financial assistance, and be provided with incentives
for compliance with federal and state requirements rather than relying solely on an enforcement

program after problems develop.

A portion of the Alaska UST legidation established the Storage Tank Assistance Fund to make
funds available for program implementation and staffing, and to administer the following
financial assistance program: reimbursement incentives for tank tightness testing or site
assessments (AS 46.03.415); grants and loans for risk assessment, containment, corrective action,
and cleanup costs (AS 46.03.420); and grants for tank system upgrading and closure (AS
46.03.430).

The Storage Tank Assistance Fund received an initial capitalization of $6 millionin fiscal year
1991. Infiscal year 1992, no new monies were appropriated to the Fund.

For fiscal years 1993, 1994, 1995, and 1996, the L egidlature appropriated to the Fund $5 million,
$4.9 million, $3.5 million, and $3.1 million respectively, while for fiscal year 1997, $2.9 million
was appropriated to the Fund.
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The main funding source for the Storage Tank Assistance Fund is from the Oil and Hazardous
Substance Release Prevention Account (Fund 11122). In FY 1996, the Legislature appropriated
$2,791,300 from the Prevention Mitigation Account to the Storage Tank Assistance Fund (Fund
11139). In FY 1997, the Legislature appropriated $2,853,800 from the Prevention Account to the
Storage Tank Assistance Fund (Fund 11136). The Legislature appropriated an additional
$293,700 in storage tank registration receipts to the Fund in FY 1996 and approximately
$249,400 in FY 1997. Asof January 21, 1997, the fund'sinvested assets in the GeFONSI totaled
$5,441,008.
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