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by or under the authority of the state, except for inheritance and 

estate taxes on transfers by or in contemplation of death. Nothing in 

this section affects or limits an exemption from license fees, property 

taxes, or excise, income or any other taxes, provided under any other 

law, nor does it create a tax exemption with respect to the interest 

of any business enterprise or other person, other than the authority, 

in any property, assets, income, receipts, project, or lease, whether 

or not financed under this chapter.

Sec. 44.55.1^0. BONDS LEGAL INVESTMENTS FOR FIDUCIARIES. The 

bonds of the authority are securities in which all public officers and 

bodies of the state and all municipalities and municipal subdivisions, 

all insurance companies and associations and other persons carrying on 

an insurance business, all banks, bankers, trust companies, savings 

banks, savings associations, including savings and loan associations 

and building and loan associations, investment companies, and other 

persons carrying on a banking business, all administrators, guardians, 

executors, trustees and other fiduciaries, and all other persons or 

entities whatsoever who are, as of the effective date of this Act, or 

may hereafter be, authorized to invest in bonds or other obligations 

of the state, may properly and legally invest funds, including capital 

in their control or belonging to them. Notwithstanding any other pro­

visions of law, the bonds of the authority are also securities which 

may be deposited with and may ire received by all public officers and 

bodies of this state and all municipalities and municipal subdivisions 

for any purpose for which the deposit of bonds or other obligations of 

the state is, as of the effective date of this Act, or may hereafter 

be, authorized.

Sec. 44.55.160. REGULATIONS, The authority may adopt regulations 

to implement the purposes of this chapter.
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Sec. 44.55.170. ANNUAL AUDIT. The authority shall have its 

financial records audited annually by the legislative auditor or by a 

certified public accountant approved by the legislative auditor. The 

legislative auditor way prescribe the form and content of the financial 

records of the authority and is entitled to access to these records at 

any time.

Sec. 44.55.180. ANNUAL REPORT. Before December 1 of each year, 

the authority shall submit to the governor and the legislature a 

comprehensive report, in form prescribed by the governor, describing 

operations, income, and expenditures for the preceding 12-month period.

Sec. 44.55.900. DEFINITIONS. In this chapter

(1) "authority" means the Alaska Gas Pipeline Financing 

Authority, established under this chapter;

(2) "bonds" means bonds, notes, or other evidences of 

indebtedness of the authority;

(3) "project" means the gas transmission pipeline (together 

with all related property and facilities) to extend from the Prudhoe 

Bay area on the North Slope of Alaska to a connection with the Trans- 

Canada Pipeline on the Alaska-Canada border, as described in the 

President's report entitled "Decision and Report to Congress on the 

Alaska Natural Gas Transportation System", issued by the President on 

September 22, 1977, under provisions of the Alaska Natural Gas Trans­

portation Act of 1976, and includes planning, design, and construction 

of the pipeline and facilities.

* Sec. 2. This Act takes effect immediately in accordance with AS 01.- 

10.070(c).

SB 603



P r o p o s e d  a m e n d m e n t  t o  H 3  9 4 3  " A n  A c t  c r e a t i n g  t h e  A l a s k a  G a s  

P i p e l i n e  F i n a n c i n g  A u t h o r i t y ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  

d a t e . "

[Ad d t o  S e c .  4 4 . 5 5 . 0 1 0 .  L E G I S L A T I V E  F I N D I N G S . ]

(5) c e r t a i n  c o m m u n i t i e s ,  e s p e c i a l l y  t h o s e  l o c a t e d  n e a r  

t h e  p r o p o s e d  r o u t e  w i l l  b e a r  a d i s p r o p o r t i o n a t e  s h a r e  o f  

t h e  s o c i o - e c o n o m i c  c o s e s  o f  t h e  p r o j e c t ,  a n d  t h e  s t a t e  a n d  t h e  

p r o j e c t  d e v e l o p e r  w i l l  w o r k  t o g e t h e r  w i t h  l o c a l  c o m m u n i t i e s  

t o  m i n i m i z e  t h e s e .

[ R e n u m b e r  (5) a n d  (6) a c c o r d i n g l y . ]
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TO: Hon. H u g h  Mal o ne , Spe a ke r , H ou s e of R e p r e s e n t a t i v e s

FROM: M a t t h e w  D. Berman,  Ph. D. , economist, T r u s t e e s  for A l a s ka ,
Ancho r ac e , A l a s k a

y  \
S U B J E C T :  S t a t e  F i n a n c i a l  A s s i s t a n c e  to the A l c a n  P i p e l i n e  P r o j e c t

V
M a y  15, 1978 v-----

Th e  H o u s e  of R e p r e s e n t a t i v e s  is c o n s i d e r i n g  the m e r i t s  of 
tw o p r o p o s a l s  to a s s i s t  f i n a n c i n g  of the A l a s k a  H i g h w a y  N a t u r a l  
G a s  P i p e l i n e  p r oj ec t:  HB  943, c r e a t i n g  the A l a s k a  G a s  P i p e l i n e
F i n a n c i n g  A u t h o r i t y ,  w i t h  the p o w e r  to issue t a x - e x e m p t  r e v e n u e  
b onds, and H C R  126, r e l a t i n g  to d i r e c t  e quity i n v e s t m e n t  in the 
p r o j e c t .  T h e  Bi ll  and the R e s o l u t i o n  are ba se d on t he  " fi nding" 
of the L e g i s l a t u r e  t h a t  t i m e l y  c o n s t r u c t i o n  of the p i p e l i n e  is 
in the b e s t  i n t e r e s t  of th e state.

T h i s  f i n d i n g  m a y  be  in error, for the f o ll ow in g r easo ns :
1) It is not  k n o w n  at  p r e s e n t  wh a t is the m a g n i t u d e  of the

i m p a c t  of the loss of f i e l d  p r e s s u r e  f r o m  gas w i t h d r a w a l  on the
d i f f i c u l t y  of o il  r e c o v e ry ;

2) T he  e c o n o m i c  i n t e r e s t s  of the S t at e of A l a s k a  d i r f e r  in 
s e v e r a l  c r u c i a l  w a y s  fr o m those of the o p e r a t o r s  (or the F e d e r a l  
G o v e r n m e n t ) ;

3) The i n t e r a c t i o n  of p e t r o l e u m  e n g i n e e r i n g  ^^nd the d i v e r g e n c e  
of e c o n o m i c  i n t e r e s t s  m a y  m e a n  that it is far s u p e r i o r  f i n a n c i a l l y  
f or  the state to hav e g as sa les d e l a y e d  for several yea rs .

I m p a c t  of the loss of f i e ld p r e s sure on oi.l r e c o v e r y

T he  state's p e t r o l e u m  e n g i n e e r i n g  m o d e l  of the Sacilerochit 
f o r m a t i o n  shows that the r a t e  of w i t h d r a w a l  of gas a n d  the t i m i n g  
of gas w i t h d r a w a l s  h av e a s u b s t a n t i a l  i mp a ct  on u l t i m a t e  r e c o v e r y  
of  o i l  a nd  gas fro m the field and on the costs of r e c o v e r y  of a 
g i v e n  a m o u n t  of oil. H ow ever, this model is s e r i o u s l y  o u t  of d a t e  
s i n c e  it w a s  p r e p a r e d  in a d v a n c e  of any p r o d u c t i o n  d at a  f r o m  the 
field. S i n c e  b i l l i o n s  of d o l l a r s  of state r e v en u e a r e  at stake, 
it is i m p e r a t i v e  th at  the L e g i s l a t u r e  r e q u e s t  that an u p - t o - d a t e  
m o d e l  be  p r e p a r e d  to c a l c u l a t e  the tradeoffs involved. Th i s  
s h o u l d  be d o n e  b e f o r e  a ny  c o m m i t m e n t s  are ma de  to a s s i s t  the 
n a t u r a l  gas p ip e li ne .

D i v e r g e n c e  of st at e a nd p r o d u c e rs' f i n a n cial in torest s

T h e r e  arc at l e a s t  t h re e  r e a s o n s  w h y  the i n t e r e s t s  of the 
S t a t e  of A l a s k a  a n d  those of the o p e r a t o r s  are l i k e l y  to d i v e r g e



o n  the i s s u e  of the p r e f e r r e d  p r o d u c t i o n  rates o v e r  ti me  for 
t h e  field.

1) O n e  of these r e a s on s,  o u t l i n e d  in the D o s c h e r  a n d  D o u g h e r t y  
r e p o r t  p r e p a r e d  for the L e g i s l a t i v e  A f fa i rs  Office, is t h a t  the 
c a p i t a l  r e c o v e r y  f a c t o r  w h i c h  the oil c o mp anies u se  to d i s c o u n t  
f u t u r e  c a s h  flows d i f f e r s  fr om  that of the state. T w o  r e a s o n s  
f o r  the d i s c r e p a n c y  are a) fut ure oil co m pa n y in co me w i l l  pay  
c o r p o r a t e  i n c o m e  t ax e s b e f o r e  it is g i v e n  to the s t o c k h o l d e r s ,
so  the b e f o r e - t a x  r a t e  of r e t u r n  m u s t  be s u b s t a n t i a l l y  h i g h e r  
t h a n  b a n k  i n t e r e s t  rates; b) the rate of re tu r n  w h i c h  the s t at e  
c a n  a c h i e v e  on  the P e r m a n e n t  F u n d  is lower bhan the a f t e r - t a x  
i n c o m e  a v a i l a b l e  to the o il c o m p a n i e s  from o t h e r  o p e r a t i o n s .
B o t h  these fa c to r s te nd  to i n c r e a s e  the d i s c o u n t  rate for the 
o p e r a t o -  ; r e l a t i v e  to the state. This causes the o p e r a t o r s  to 
w a n t  to r e a l i z e  i n c o m e  f r o m  oil (and gas) w i t h d r a w a l s  m o r e  q u i c k l y  
t h a n  the state, o t h e r  t h i n g s  equal.

2) T h e  s t a t e  e a r n s  m o s t  of its inc om e from r o y a l t i e s  and 
s e v e r a n c e  taxes (i.e., s al e s of oil and gas), w h i l e  the o p e r a t o r s  
s e e k  p r o f i t s  (i.e., s al e s less costs). This m eans t h a t  the s t a t e  
w o u l d  li ke  to h a v e  the o p e r a t o r s  u nd e rt ak e  all a c t i v i t i e s  w h i c h  
incr ise the d i s c o u n t e d  c a s h  fl ow  of royalti es  and s e v e r a n c e  
t a xe s,  w h i l e  the oil c o m p a n i e s  als o co n s id e r the c o s t  to t h e m  of 
t h e s e  r e c o v e r y  p r o c e d u r e s .

3) S t a t e  oi l  r e v e n u e s  are e a r n e d  at pump s t a t i o n  one. T h e  
o p e r a t o r s ,  on  the o t h e r  hand, sell a final p r o d u c t  to c o n s u m e r s ,  
a n d  o w n  tho o il  t r a n s p o r t a t i o n  systems. Since the s t a t e  d o es  
n o t  e a r n  m u c h  i nc om e  fr om  the oil pipeline, ipe li ne  tar if f s 
a f f e c t  the r e v e n u e s  to the s t a t e  much more s c r o n g l y  than t h e y  
a f f e c t  the p r o f i t s  of the pr od u ce r s.  O ne of the m o s t  i m p o r t a n t  
v a r i a b l e s  a f f e c t i n g  p i p e l i n e  tariffs is the rate of t h r o u g h p u t ,  
cind it is c l e a r l y  in the e c o n o m i c  int erests of the s t a t e  to h a v e  
m o r e  th r ou g h p u t ,  o t h e r  t hi n gs  equal.

T i m i ng o f gas sa l es  to serve the s tate's b e s t  i n t e re s t

T h e r e  is s o m e  m i n i m u m  time path of expe ct ed n a t u r a l  gas 
w e l l h e a d  p r i c e s  b e l o w  w h i c h  the o il  c o mp an ies w i l l  p r e f e r  to 
r e i n j e c t  gas to m a i n t a i n  field p r e s s u r e  rather than sell. it. 
T h e r e  is al so  a time p a t h  of e x p e c t e d  gas prices b e l o w  w h i c h  
it is in the state's i n t e r e s t  to retain the gas, but this 
p r i c e  t h r e s h o l d  m u s t  be m u c h  h i g h e r  for the state than for tho 
o i l  c o m p a n i e s .  B e c a u s e  of the c o m p l e x  i n t er a ct i on s of  o il  field 
o p e r a t i o n s  a n d  p i p e l i n e  t h r o u g h p u t  on the d i s c o u n t e d  ca s h  flows 
(which d i f f e r  for the state and the o p e r a t o r s ) , d e l a y  of gas 
s a l e s  m a y  be the m o s t  p o w e r f u l  and c o s t - e f f e c t i v e  m e t h o d  of i n­
s u r i n g  oil c o n s e r v a t i o n  to m a x i m i z e  the f in an cial b e n e f i t s  to 
t h e  s t a te  fro m its o il a n d  gas resources.
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T h e s e  is su es  i n v o l v e d  in the tr ad eoffs b e t we en  gas sales and 
o i l  r e v e n u e s ,  and h o w  the s t a t e  i n t e r e s t  di f fe r s fro m the o p e r a­
tors' in t e re st ,  are of c r i t i c a l  i m p o r t a n c e  to the s ta te  if it 
w i s h e s  to c o n s i d e r  any k i n d  of fi n a nc i al  a s s i s t a n c e  for the 
A l c a n  g as  pi p el i ne .  T h e  st ate s houl d c e r t ai nl y  no t p u t  i ts e lf  
in t he  p o s i t i o n  of e x p e d i t i n g  c o n s t r u c t i o n  of the line if d e l a y  
of c o n s t r u c t i o n  is a c t u a l l y  a far m o r e  fa vo ra bl e policy.

B e f o r e  the state c o m m i t s  i t se l f to any type of f i n a n c i a l  
a s s i s t a n c e  to the gas p i p e l i n e ,  it sh ou ld  c o m m i s s i o n  a s e p a r a t e  
f i n a n c i a l  a n alysis , u s i n g  the u p d a t e d  oil field e n g i n e e r i n g  
m o d e l ,  to see h o w  s ta te  i n t e r e s t s  m i g h t  bes t be s e r v e d  in terms 
of the d i s c o u n t e d  cash  f l ow  of revenue. Th is  fi n an c ia l  a n a l y si s , 
w h i c h  s h o u l d  be  p e r f o r m e d  i n d e p e n t l y  of the field m o d e l  by 
c o n s u l t a n t s  n o t  c o n n e c t e d  to the oil i n d u s t r y  or p e t r o l e u m  e n g i n­
eering, s h o u l d  e x a m i n e  the d i s c o u n t e d  cash flows a r i s i n g  ou t of 
of a l t e r n a t i v e  s p e c i f i c  oil and gas p r o d u c t i o n  str at e gi e s.  S o m e  
of the i s s ue s w h i c h  this study  s h ou l d e x a m i n e  are the r e v e n u e  
s t r e a m s  a s s o c i a t e d  w i t h  c h a n g e s  in the timing of gas  sales, and 
the a d v a n t a g e s  of us in g  gas r e i n j e c t i o n  as a more c o s t - e f f e c t i v e  
m e a n s  of i n c r e a s i n g  u l t i m a t e  o i l  r e c ov e ry  than v a r i o u s  r e c o v e r y  
o p e r a t i o n s .

IICR 83 is a R e s o l u t i o n  c u r r e n t l y  b e in g  c o n s i d e r e d  by the 
H o u s e  w h i c h  w o u l d  d i r e c t  the L e g i s l a t i v e  Af fa i rs  A g e n c y  to 
r e t a i n  a c o n s u l t a n t  to c a r r y  o u t  a c o m p r e h e n s i v e  s t u d y  of p o s­
sibl e  a v e n u e s  of state f i n a n c i a l  p a r t i c i p a t i o n  in the A l c a n  
p r o je ct .  T h e  i s su e s d i s c u s s e d  in this m e m o r a n d u m  s u g g e s t  that 
this R e s o l u t i o n  be a m e n d e d  to c o n t a i n  a p r o v i s i o n  b o t h  for a 
r e v i s e d  o i l  f i e l d  e n g i n e e r i n g  m o d e l  to be pre p ar e d a nd  for a 
f i n a n c i a l  a n a l y s i s  u s i n g  that m o d e l  to cl a ri fy  the sta t e' s 
r e v e n u e  p o s i t i o n  w i t h  r e s p e c t  to the timing of gas sales.
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SUBJECT:

FROM:

Admin is t ra t ion  Conditions f o r  S ta te F inancia l  Assistance 
f o r  the Northwest P ipe l ine  P r o j e c t  (W.O. #5342)
The Honorable John Sackett.  
Senate Finance Committee
Richard G. H a g g a r ! ^ ^  
Research Ana lys t

Chairman

This memorandum i s  in  response to a request o f  Ms. Judy Crondahl o f  you r  
s t a f f  th a t  we examine the attached l i s t  o f  adm in is t ra t ion  "cond i t ions "  
f o r  p ro v i s i o n  o f  s t a t e  f inanc ing  f o r  the Northwest Alaska natura l  gas 
p ip e l in e  p r o j e c t ,  and provide an ana ly s is  o f  them in terms o f :

1. The in c lu s iveness  and appropr ia teness o f  the proposed con­
d i t i o n s .

2. The d e s i r a b i l i t y  o f  the adm in is t ra t ion ' s  proposed f inanc ing 
package cons is t ing  o f  $1 b i l l i o n  in i n d u s t r i a l  revenue bonds 
and $500 m i l l i o n  in cash investment from General Fund revenues .

In g ene ra l ,  we b e l i e v e  the adm in is t ra t ion 's  proposed cond i t ion s  f o r  
f inanc ing  a p o r t io n  o f  the Northwest Alaska P ipe l ine  p r o j e c t  cover the 
major areas o f  concern in terms o f  s t a t e  i n t e r e s t s .  Tho condit ions a re  
qu i te  s im i l a r  in most respects to those we have developed independently 
a t  the reques t  o f  o the r  l e g i s l a t o r s  (see the at tached House J o in t  Reso lu ­
t i o n  which we prepared a t  the request or Rep. B i l l  M i l e s ) .
As you can see from the attached m a te r i e l ,  however, the re  are some 
d i f f e r e n c e s  between both the adm in is t ra t ion ' s  proposed f i n a n c i a l  package 
and t h e i r  apparent s t r a t e g y  to achieve s ta te  o b je c t i v e s ,  and the approach 
we have developed. S p e c i f i c a l l y ,  we recommended tha t  the s t a t e  under­
take the proposed f inanc ing  ass is tance in two d i s c r e t e  s teps :

1. Commit to  r a i s e  approximate ly $1.5 b i l l i o n  by p ledging the 
s t a t e ' s  r o y a l t y  gas in t e r e s t  in Prudhoe Bay as c o l l a t e r a l .
Tim va lue o f  the royo j j .y  qas would be the s_ta_ke' s s o je  
To_;mnij.inent in sunpo_rt o f  the p i p e l ine .

: v .;; r.'7.
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2. U t i l i z e  th i s  money to inves t  in the p ipe l ine p r o j e c t ,  p r o ­
v id ing the r e q u i s i t e  cond i t ions were met by Northwest and the 
governments invo lved .

Ue b e l i e v e  th i s  approach has one very d e s i r a b le  fe a tu re :  i t  t i e s  s t a t e
p a r t i c i p a t i o n  d i r e c t l y  to  the va lue o f  the Prudhoe Bay na tu ra l  cjas. I f  
th e re  i s  continuing doubt regarding p ip e l in e  completion o r  the va lue o f  
the gas ,  the s t a t e  w i l l  f in d  i t  very d i f f i c u l t  to r a i s e  the necessary 
funds f o r  p a r t i c ip a t i o n  in the p r o j e c t .  In our judgment, t h i s  s t r a t e g y  
gets  a t  the heart  o f  the problem: t h a t  t h e  f e d e r a l  g o v e r n m e n t  i s  t h e
p r i m a r y  s o u r c e  o f  p r e s s u r e  o n  t h e  s t a t e  f o r  f i n a n c i a l  a s s i s t a n c e ,  wh i le  
s imu ltaneous ly  being the source o f  most o f  the unce r ta in ty  regard ing the  
va lu e  o f  the s t a t e ' s  in t e r e s t s  in the North Slope gas.
S ince the government's r a t i o n a l e  f o r  s t a t e  p a r t ic ip a t i on  i s  based on 
presumed s ta te  bene f i t s  a r i s in g  from p ro j e c t  completion, i t  makes a 
g re a t  deal o f  sense, in our view, to make such p a r t i c ip a t i o n  d i r e c t l y  
con t ingen t  on these b ene f i t s .  In sh o r t ,  i f  the fede ra l  government o r  
the Canadian governments invo lved do not s a t i s f a c t o r i l y  r e s o l v e  the 
ma jo r  issues  fac ing the p r o j e c t ,  s ta te  f inanc ing w i l l  p robab ly not be 
a v a i l a b l e — not because the s t a t e  i s  unw i l l ing  to p a r t i c i p a t e ,  but because 
the s t a t e  w i l l  be unable to  r a i s e  the money in the sp ec i f i e d  manner. In  
any even t ,  the r i s k  assoc ia ted with the investment w i l l  be l im i t e d  to  
the va lue o f  the s t a t e ' s  r o y a l t y  share o f  natura l g as - - l e a v ing  the 
s t a t e ' s  bonding capacity r e l a t i v e l y  unimpaired, and posing no th r e a t  t o  
General Fund revenues.
The approach to f inanc ing ou t l in ed  above is  based on our conv ic t ion  t h a t  
the s t a t e  has much more to  negot ia te  with the fede ra l  and Canadian 
governments than i t  does with Northwest P ip e l in e .  The governments 
in v o lv ed ,  to a f a r  g rea te r  degree than Northwest, can guarantee the 
s t a t e  the terms and condi t ions under which p ipe l ine  f inanc ing  would be 
f e a s i b l e  o r  d e s i r ab le .  Un fo r tuna te ly ,  the onus o f  f u r t h e r  a c t io n  has 
been p laced j o i n t l y  upon the s ta te  and Northwest, desp ite the f a c t  t h a t  
these two p a r t i e s  do not have con t ro l  over many o f  the key elements o f  
the p r o j e c t .
Under these circumstances, we be l i eve  i t  would be a g rea t  mistake f o r  
the s t a t e  to attempt to negot ia te d i r e c t  guarantees regarding v e i l - h e ad  
v a lu e s ,  t a r i f f s ,  and the l i k e  with Northwest Alaska. Northwes : cannot 
reasonab ly  commit to these matte rs ,  and i f  the s ta te  attempts r.o f o r c e  
the i s su e ,  we be l i eve  the f inanc ing negot ia t ions  are l i k e l y  to  c o l l a p s e - -  
a r e s u l t  which could p lace the s t a te  in the r o l e  o f  " s p o i l e r "  in terms 
o f  the p r o j e c t .  Given comments by fe d e ra l  o f f i c i a l s  (dur ing t h e i r  v i s i t  
to  the L eg i s l a tu re  on February IB and 16 o f  th is  yea r )  to the e f f e c t  
t h a t  f a v o rab le  r e gu la to ry  dec is ions regarding Alaska's gas were d i r e c t l y  
r e l a t e d  to  A laska 's  cooperat iveness on the financing i s s u e ,  we be l i e v e  
i t  i s  very important that the s ta te  avoid any appearance o f  in t ran s igence  
in the cu r re n t  nego t ia t ions .
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Hone o f  th i s  i s  to say ,  o f  course , that  the s ta te  should s imp ly move 
ahead on t r u s t  and commit $1 .5  t r i l l i o n  to  the p r o j e c t  w ithout adequate 
assurances regarding government p o l i c i e s  on natura l  gas. Vie do b e l i e v e ,  
however, th a t  cu r ren t  negot ia t ions with Northwest should be l im i ted  to  
those items which Northwest can reasonably be expected to  d e l i v e r - - l o c a l  
h i r e ,  f u l l  compliance with re le v an t  s ta te  laws and r e g u l a t i o n s ,  in su r ing  
t h a t  Alaska businesses have f u l l  access to p ip e l i n e - r e l a t e d  bus iness , 
community impact assessment and ass is tance ,  management r o l e ,  e tc .  I f  
Northwest can s a t i s f y  s t a t e  needs in such a reas ,  the s ta te  w i l l  be in a 
p o s i t i o n  to  make a cond i t iona l  commitment to p ip e l in e  f in anc ing  a s s i s t a n c e -  
condit iona l .  on the a b i l i t y  to r a i s e  money based on the va lue  o f  the 
r o y a l t y  gas and upon s a t i s f a c t o r y  r e s o lu t i o n  o f  the va r ious  governmental 
issues remaining.
By u t i l i z i n g  the approach ou t l ined  here , the s ta te  not on ly  w i l l  make 
fa v o rab le  fede ra l  p o l i c y  a necess i ty ,  i f  f inanc ing as s is tance  i s  to  be 
prov ided , but a l s o  w i l l  p ro te c t  i t s e l f  from unexpected or uncon t ro l l e d  
events in the f u t u r e .  And, in the sh o r t - r u n ,  i t  avoids the r i s k  o f  a 
f a i l u r e  o f  n ego t ia t ion s  between the s ta te  and Northwest which could 
p re jud ice  the s t a t e ' s  po s i t i on  with fede ra l  r e g u la t o r s .

RGH:jm 
Attachment
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P r o p e r  r e s o l u t i o n  o f  p r i c i n g  i s s u e s  ( i n c l u d i n g  p r i c e ,  

c o n d i t i o n i n g , r o l  1  i n g  i n  , e t c .)

N o  l i n b . i J i t y  f o r  o v e r - r u n s  ( d i r e c t  o r  i n d i r e c t )

F i l e  & s u p p o r t  a C / n c f  - miles t a r i f f .

" C o m m i t m e n t "  e x p i r e s  b y  " x "  d a t e  ( J u n o  1 9 8 G + ? )

S u p p o r t  s e c  ( 1 3 . b) " t a k e - b a c k "  p r o v i s i o n  b e f o r e  FEP.C 

a n d  e l s e w h e r e

6 . N o  i m p l i e d  w a i v e r  o f  o t h e r  s t a t u t o r y  a n d  r e g u l a t o r y

a u t h o r i t i e s

7. O p t i o n  o f  a c q u i r i n g  e q u i t y  o r  s i m i l a r  p o s i t i o n

8 . P o s s i b l e  c o n d i t i o n s  r e :  F e d e r a l  G o v e r n m e n t  o r  P r o d u c e r

P a r t i c i p a t i o n

S. L o c a l  h i r e ;  E E O ,  e t c .

1 0 .  R e i m b u r s e m e n t  f o r  o u t - o f - p o c k e t  e x p e n s e s  b y  s t a t e  i n

c o n s i d e r i n g  a n d  n e g o t i a t i n g  f i n a n c i a l  p a r t i c i p a t i o n

1 1 .  M a k e  g a s  a v a i l a b l e  t o  l o c a l  c o m m u n i t i e s  ( e . g . ,  11 t a k e - o f f

s a d d l e s ”)

1 2 .  P o s s i b l e  A l a s k a  p u r c h a s e  o r  " A l a s k a  c o n t e n t "  p r o v i s i o n

1 3 .

1<S .

L o c a l  c o m m u n i t y  i n f o r m a t i o n  a n d  c o o p e r a t i o n  t o  m i n i m i z e  

a d v e r s e  i m p a c t

S u p p o r t  arid a i d  i n  m o s t  b e n e f i c i a l  u s e  o f  r o y a l t y  gar. 

a n d  g a s  l i q u i d s  i n  t h e  S t a t e .

;i!>. N o  c o m m i t m e n t  u n t i l  e n t i r e  f i n a n c i n g  p a c k a g e  i s  t o g e t h e r



M E M O R A N D U M

TO: J a m e s  W. Allen
V i c e  P r e s i d e n t  - T i n a nc e  
N o r t h w e s t  A l a s k a n  P i p e l i n e  Comp a ny

FROM: M i c h a e l  R. S t a n f i e l d
V i c e  P r e s i d e n t
L o e b  Rhoades, H o r n b l o w e r  Sc Co.

H o w a r d  W. Cann, III 
V i c e  P r e s i d e n t  
B a n k  of A m e r i c a

D A T E :  A p r i l  2 8 ,  1 9 7 S

S U B J : A L A S K A  F I N A N C I A L  P A R T I C I P A T I O N

T he  p u r p o s e  of this m e m o r a n d u m  is to set forth our o p i n i on s  of 

the p o t e n t i a l  impact of the is su a nc e  of up to $1 billion of tax- 

exempt r e v e n u e  bo n ds  by the Al askan P i p e l i n e  F i n a n ci ng  A u t h o r i t y  

on the c r e di t  of the S t a t e  of Alaska, its agencies, or p o l i t ic al  

su bdivisi on s,  on t h ei r a b i l i t y  to sell debt issues and on the 

interest ra te s r e q u i r e d  to sell th os e debt issues.

In d e t e r m i n i n g  if t here is any impact, there are several factors

that need to be co ns idered:

1. T h e  credit b e h i n d  the bo nd s to be sold.

2. T h e  si ze  and n a t u r e  of the m a r k e t  in w h i c h  the bo^ls are to

be sold.

3. The  type, si ze  and  timing of o t h e r  st at e or local A l as k an  bond 

to be sold.

4. T h e  m a n n e r  in w h i c h  the va ri o us  bond issues are soid.
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P v g e  T w o

I m p a c t  on t h e  C r e d i t  o f  t h e  S t a t e  of A l a  ;• - In o u r  o p i n i o n  t h e r e  

w i l l  b e  n o  i m p a c t  o n t h e  c r e d i t  o f  t h e  St ce o f  A l a s k a ,  i t s  a g e n c i e s ,  

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

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

c h a s e d  b y  t h e  A u t h o r i t y  f o r  r e p a y m e n t  o f  p r i n c i p a l  a n d  i n t e r e s t  

w h i c h ,  in t u r n ,  a r e  e n t i r e l y  d e p e n d e n t  on  t h e  P r o j e c t ' s  r e v e n u e s .

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

f i n a n c i n g s ,  p o l l u t i o n  c o n t r o l  f i n a n c i n g s  a n d  m a n y  p o r t  a u t h o r i t y  

f i n a n c i n g s .  T h e  i s s u a n c e  o f  b o n d s  b y  t h e  o w n e r s  o f  t h e  T A P S  L i n e  

t.o f u n d  t h e  c o n s t r u c t i o n  o f  t h e  V a l d e z  P o r t  f a c i l i t i e s  is a t y p i c a l  

e x a m p l e .  In s u c h  c a s e s ,  i n v e s t o r s  d o  n o t  c o n s i d e r  t h e s e  e i t h e r  

l e g a l  o r  m o r a l  o b l i g a t i o n s  o f  t h e  p o l i t i c a l  s u b d i v i s i o n s  t h r o u g h  

w h i c h  i s s u a n c e  is f a c i l . t a t e d .

I m p a c t  on A b i l i t y  to S e l l  O t h e r  D e b t  I s s u e s  - W e  d o  n o t  b e l i e v e  

t h a t  t h e r e  w i l l  b e  a n y  m a t e r i a l  i m p a c t  o n  t h e  a b i l i t y  o f  t h e  S t a t e  

of A l a s k a ,  i t s  a g e n c i e s ,  o r  p o l i t i c a l  s u b d i v i s i o n s  t o  m a r k e t  d e b t  

i s s u e s  d u r i n g  t h e  p e r i o d  t h e  A l a s k a n  P i p e l i n e  F i n a n c i n g  A u t h o r i t y  

w i l l  be  s e l l i n g  its  b o n d s .  O f  c o u r s e ,  t h e  typ e,  s i z e  a n d  t i m i n g  

o f  t h e s e  A l a s k a n  f i n a n c i n g s  m u s t ,  a s  a l w a y s ,  b e  a r r a n g e d  in l i g h t  

of  t h e  d a i l y  c a l e n d a r  at t h e  t i m e  t h e  f i n a n c i n g s  a r e  c o n t e m p l a t e d .

T h e  m u n i c i p a l  b o n d  m a r k e t  is a v e r y  s u b s t a n t i a l  m a r k e t .  In 1 9 7 6  

a n d  19 77,  $ 3 5 . 3  b i l l i o n  a n d  $ 4 6 . 7  b i l l i o n  o f  l o n g - t e r m  s e c u r i t i e s  

w e r e  i s s u e d  in t h a t  m a r k e t .  In 1 9 7 7  a l o n e ,  r e v e n u e  b o n d  i s s u e s  

t o t a l  $.°8.7 b i l l i o n  o f  w h i c h  $ 1 5 . 1  b i l l i o n  w e r e  " l e s s e e  r e v e n u e "  

w h i c h  are, f o r  t h e  m o s t  p a r t ,  i s s u e s  s i m i l a r  t o  w h a t  is p r o p o s e d  

f o r  t h e  P r o j e c t .
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T h e  m u n i c i p a l  m a r k e t  is s u b d i v i d e d  b y  t h e  m e t h o d  o f  s a l e  ( p u b l i c  

o r  p r i v a t e ) , a n d  t h e  t y p e  o f  b u y e r .  T h e  f o l l o w i n g  t a b l e  s e t s  f o r t h  

t h e  t o t a l  h o l d i n g s  in 1 9 7 7  b y  c a t e g o r i e s  o f  b u y e r s :

P r i v a t e  H o u s e h o l d s  $ 7 7 . 2  b i l l i o n

C o m m e r c i a l  B a n k s  1 1 8 . 3

C a s u a l t y  &. O t h e r  I n s u r a n c e  4 6 . 8

O t h e r s  2 2 . 8 ___________

$ 2 6 5 . 1  b i l l i o n

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

to c a s u a l t y  c o m p a n i e s  w h i c h  a r e  t h e  p r i m a r y  " p r i v a t e  p l a c e m e n t "  

b u y e r s  in t h e  m u n i c i p a l  m a r k e t .  B o n d s  s o l d  b y  A l a s k a  a n d  t h e  

p o l i t i c a l  s u b d i v i s i o n s  a r e  s o l d  as p u b l i c  i s s u e s ,  a n d  as s u c h ,  

are s o l d  p r i m a r i l y  to p r i v a t e  h o u s e h o l d s  a n d  c o m m e r c i a l  b a n k s .  y

W h e n  c o n s i d e r i n g  t h i s  m a r k e t  s i z e ,  it s h o u l d  b e  p o i n t e d  o u t  t h a t  

c a s u a l t y  c o m p a n i e s  a r e  a l s o  s u b s t a n t i a l  b u y e r s  o f  c o r p o r a t e  p r e ­

f e r r e d  s t o c k s  b e c a u s e  o f  t h e  t a x  a d v a n t a g e  a s s o c i a t e d  w i t h  t h e  

i n t e r - c o r p o r a t e  d i v i d e n d  e x c l u s i o n s  u n d e r  t h e  IRS C o d e .  T h e r e f o r e  

t h e  i s s u a n c e  o f  t h e  A u t h o r i t y  b o n d s  w i l l  b e  c o m p e t i n g  in t h e  l a r g e  

c o m b i n e d  m a r k e t  o f  p r e f e r r e d  a n d  m u n i c i p a l  p u r c h a s e r s .

I m p a c t  on  I n t e r e s t  R a t e s  o f  A l a s k a n  B o n d s  - T h e  f i x e d  i n c o m e  

s e c u r i t i e s  m a r k e t s ,  w h i c h  i n c l u d e  g o v e r n m e n t  s e c u r i t i e s ,  m u n i c i p a l  

s e c u r i t i e s ,  c o r p o r a t e  b o n d s  a n d  p r e f e r r e d  s t o c k s ,  s e t  r a t e s  b y  a
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c o m p l e x  i n t e r r e l a t i o n s h i p  o f  s u p p l y  a n d  d e m a n d ,  c r e d i t  c o m p a r i s o n s ,  

t a x  c o n s i d e r a t i o n s  a n d  o t h e r  f a c t o r s .  D u e  t o  t h e  w a y s  i n  w h i c h  t h e  

v a r i o u s  m a r k e t s  i n t e r a c t ,  t h e  s i z e ,  t i m i n g  a n d  t y p e  o f  o t h e r  A l a s k a n  

i s s u e s ,  i t  i s  i m p o s s i b l e  t o  d e f i n i t e l y  s t a t e  t h a t  a n y  m a j o r  i s s u e  

w i l l  n o t  h a v e  s o m e  i m p a c t  o n  o t h e r  i n t e r e s t  r a t e s .

H o w e v e r ,  w h e n  c o n s i d e r i n g  t h e  s p r e a d i n g  o f  t h e  i s s u a n c e  o v e r  

t h r e e  y e a r s ,  t h e  s i z e  o f  t h e  m u n i c i p a l  a n d  p r e f e r r e d  m a r k e t s  a n d  

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

o f  t h e  m u n i c i p a l  m a r k e t ,  t h e  i s s u a n c e  o f  A u t h o r i t y  b o n d s  w i l l  n o  

h a v e  a n y  a p p r e c i a b l e  i m p a c t  o n  t h e  r a t e s  c h a r g e d  t o  A l a s k a n  b o r r o w e r s .
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LEGISLATIVE A F F A I R S  A G E N C Y

COUCH Y STATE CAPHOl 
JUNEAIJ, ALASKA WS11 

W-ifcSOSflf)

CONTRACT BETWEEN 
STATE OF ALASKA 

LEGISLATIVE AFFAIRS AGENCY 
AND

BLYTH EASTMAN DILLON & COMPANY

The pa r t ie s  o f  th is  agreement are the LEGISLATIVE AFFAIRS AGENCY, on 
beha l f  o f  the Alaska State L eg is la tu re ,  he re ina f te r  r e f e r r e d  to as the 
"Agency", and BLYTII EASTMAN DILLON & COMPANY, 1221 Avenue o f  the Amer­
ic a s ,  New York, New Yo rk . ,  10020, he re ina f te r  r e fe r red  to as the "Con­
t r a c to r "  .
THE PURPOSE OF THIS AGREEMENT is  to provide through the Agency p ro fe s ­
s iona l f i n anc ia l  consult ing services with respect to proposed sta te  
f in anc ia l  p a r t ic ip a t ion  in o r  support o f  the Northwest Alaskan Natural 
Gas pe l ine P ro jec t .

IT IS THEREFORE MUTUALLY AGREED THAT:
CLAUSE I .  -  STATEMENT OF WORK

(A) The Contractor sha l l  provide a writ ten review and ana lys is  o f  
the proposal submitted by Northwest Alaskan P ipe l ine  to  the State 
o f  Alaska on Apri l  17, 1978 e n t i t l e d  "A Plan f o r  A laska 's  Financia l 
P a r t ic ip a t i on  in the Alaska Highway P ipe l ine P r o j e c t " .  This w r i t ­
ten review and ana lys is  sha l l  provide the l e g i s l a t u r e  with an 
independent assessment o f  the f e a s i b i l i t y  and d e s i r a b i l i t y ,  from 
the s t a t e ' s  standpoint,  o f  the proposed planned f i n a n c ia l  a s s i s t ­
ance to the Northwest Alaskan P ro jec t .  This general review and 
ana lys is  sha l l  include considerat ion o f  the fo l low ing  points :

1. The degree to which s ta te  f inanc ia l  p a r t i c ip a t i on  as 
proposed could have negative e f f e c t s  on the cred itworth iness 
o f  the s ta te  and i t s  subdivis ions and t h e i r  a b i l i t y  to issue 
other revenue or general ob l iga t ion  bonds.
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2. The p robab i l i t y  that the p ro jec t  as cu r ren t ly  contem­
p la ted by Northwest Alaska P ipe l ine  Company and i t s  f in anc ia l  
adv isors can be success fu l ly  f inanced--both with respect to 
o v e r a l l  p ro jec t  v i a b i l i t y  and the f in anc ia l  and managerial 
resources o f  the sponsor.
3. The degree to which Alaska f in anc ia l  p a r t ic ip a t ion  o f  the 
type and magnitude proposed would improve chances o f  success­
fu l  f inancing and p ro jec t  completion.
4. The extent issuance o f  the proposed $1 b i l l i o n  tax exempt,
s ta te  r e la ted  debt would a f f e c t  ra tes  in the tax exempt markets.
5. The extent that the e f f i c a c y  o f  the proposed f inanc ia l
p a r t i c ip a t i on  by the s ta te would be a f fec ted  by making such 
f in anc ia l  support contingent upon rece ip t  o f  fede ra l  assur­
ances regarding items such as wel lhead p r ic e s ,  t a r i f f s ,  a r range­
ments f o r  in - s ta te  o f f t a k e ,  e t c . ,  and in the event such 
contingencies would negat ive ly  a f f e c t  the value o f  the s t a t e ' s  
f in anc ia l  pa r t ic ipa t ion  in terms o f  the p r o j e c t ' s  prospects
f o r  successful completion, a l t e rn a t i v e s  to the present plan 
tha t  might a l l e v i a t e  such negative e f f e c t s .
6 . The extent that requir ing l e g i s l a t i v e  approval p r i o r  to 
actual issuance o f  the proposed revenue bonds would a f f e c t  the 
e f f i c a c y  o f  the proposed financing ass istance package.

(B) The Contractor w i l l  be ava i la b le  on reasonable not ice to 
t e s t i f y  before the Leg is la t ive  Council and other committees o f  the 
l e g i s l a t u r e  on the subject matter o f  the repo r t .

CLAUSE I I .  - PERIOD OF PERFORMANCE
(A) The writ ten review to be prepared by the Contractor under
Clause 1(A) sha l l  be submitted in a form su i tab le  f o r  o f f s e t  p r i n t ­
ing to the P ro jec t  D irector  no l a t e r  than 18 May 1978.
(B) The period o f  th is  contrac t ,  unless extended by writ ten agree­
ment o r  terminated in accordance with (C) o f  th is  c lause , sha l l  
begin on the date i t  is signed by the Contractor and terminate on 
30 June 1978.
(C) This contrac t may be terminated by e i t h e r  par ty on wri tten 
notice to the other .

CLAUSE I I I .  - PROJECT DIRECTOR
The P ro jec t  D i rec to r  sha l l  be Gregg K. Erickson, D i rec to r  o f  Research, 
Leg is la t ive  A f f a i r s  Agency, Pouch Y, Juneau, Alaska 99011.
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CLAUSE IV. - COMPENSATION AMD METHOD OF PAYMENT
(A) Contracto r 's  t o ta l  compensation f o r  preparat ion and submission 
o f  the writ ten repo r t  described in Clause 1(A) sha l l  be $50,000, 
payable on submission o f  the report .
(B) Travel expenses o f  the Contractor under Clause 1(B) sha l l  be 
authorized in advance by the P ro jec t  D irec to r  and sha l l  be reim­
bursed on the same basis as and under procedures governing sta te 
employees, i . e . ,  payment o f  per diem a t  s ta te  ra tes  and a i r  t rans ­
por ta t ion  a t  coach c lass f a re .  Travel not authorized in advance 
sha l l  not be reimbursable. Total t rave l expenses sha l l  not exceed 
$4 ,000.

CLAUSE V. - REPORTS
The Contractor sha l l  keep the P ro jec t Directo r informed as to the prog­
ress o f  the work performed under th is  agreement and sha l l  provide 
progress repo r ts  as spec i f ied by him.
CLAUSE VI. - OFFICE SPACE, EQUIPMENT, CLERICAL SUPPORT
O f f ice  space, equipment, and c l e r i c a l  support to the Contractor that 
w i l l  be necessary to ca rry  out the Contractor 's  ob l iga t ions  under th is 
contract sha l l  be supplied by the Contractor a t  no cost to the Agency.
CLAUSE V I I .  - RECORDS, DOCUMENTS, AUDIT
The Contractor sha l l  maintain accurate records, including deta i led  time 
records , as may be required by the Agency. The records are subject to 
inspection by the Agency at a l l  reasonable times. Al l documents, r e ­
ports and wri t ings produced in v'te course o f  the work performed under 
th is  contract are upon de l i ve ry  to the Agency or termination o f  this 
contract the property o f  the Agency.
CLAUSE V I I I .  -  CONFIDENTIALITY
I t  is  understood by the Agency that in the course o f  the work under th is  
contract the Contractor may receive material under p r i o r  wri t ten guar­
antee o f  c o n f id e n t i a l i t y .  The Agency agrees that nothing in th is  con­
t r a c t  sha l l  requ i re  the d isc losure o f  such materia l provided that a copy 
o f  the wri t ten guarantee is  mailed to the Research D iv is ion ,  Leg is la t ive  
A f f a i r s  Agency, p r i o r  to rece ip t  o f  the mate r ia l .
CLAUSE IX. - CONFLICT OF INTEREST
The Contractor a f f i rm s  that i t  is not now ind iv idua l ly  o r  c o l l e c t i v e l y  
engaged in any p ro fess iona l  business re la t ion sh ip  with any f irm holding 
an in te re s t  in the northwest Alaskan P ipe l ine P ro jec t .
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CLAUSE X. -  ALL WRITINGS CONTAINED HEREIN
This agreement contains a l l  the terms and condit ions agreed upon by the 
p a r t ie s .  No o the r understandings ora l  o r  otherwise regarding the sub­
j e c t  matter o f  th i s  agreement sha l l  be deemed to e x i s t  o r  to bind e i t h e r  
o f  the p a r t ie s  o f  th is  agreement.

IN WITNESS WHEREOF, the part ies  have executed th i s  agreement on the 
dates noted.

BLYTH EASTMAN DILLON & COMPANY LEGISLATIVE AFFAIRS AGENCY
(By d i rec t ion  o f  the Executive D i re c to r )

THOMAS B. LOVEJOY Date GREGG K. ERICKSON Date
Senior Vice-Pres ident

Approved as to form:

AGENCY LEGAL COUNSEL Da tc



N O R T H W E S T  A L A S K A N  PIPELINE C O M P A N Y

P.O. BOX 1526 
SALT LAKE CITY, UTAH B41 10 

801-534-3600

May 3, 1978

The Honorable John C . Sackett 
Alaska State Senate 
Pouch V
Juneau, Alaska 99811 

Dear Senator Sackett:

During the hearing before the Senate Finance Committee on April 27, 1978, 
to consider our plan for financial participation by the state of Alaska in the 
Alaska Highway Gas Pipeline Project, we stated that we would furnish your 
committee with certain data from our financial advisors concerning the plan's 

impact on the credit of the State and its ab ility to issue debt in the future.

The attached memorandum which has been prepared by representatives of 
Loeb Rhoades, Hornblower & Co. and the Bank of America, two of our financial 
advisors, addresses these issues. We intend to discuss these matters further with 
you and your committee when we meet with you cgain on May A, 1978.

JWA:bh
Attachment

A S U B S I D I A R Y  O F  N O R T H W E S T  E N E R G Y  C O M P A N Y
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April 25, 1978

M E M 0 R A N D U M

SUBJECT: P ipe l ine  Financing Issues to be Addressed by Consultant

FROM: Richard G. Haggart , ,
Research Analyst i

As you know, the D iv is ion  has been evaluat ing potent ia l  f in a n c ia l  con­
su l tan ts  to a s s i s t  the l e g i s l a t u r e  in i t s  consideration o f  the proposed 
f in anc ia l  ass is tance  package f o r  Northwest Alaskan P ipe l ine Company. Of 
the various investment banking houses considered, B ly the , Eastman,
D i l l o n  and Company has emerged as the pre fe r red choice o f  consu ltants .
We have contacted Blythe and have held pre l iminary discussions with them 
with respect to es tab l ish ing  a consulting re la t ionsh ip  with the l e g i s ­
l a t u r e .  Before these discussions can proceed fu r t h e r ,  v/e need to dete r ­
mine s p e c i f i c a l l y  what we wish them to do f o r  us within the time a v a i l ­
ab le .
This memorandum sets forward a suggested l i s t  o f  topics with respect to 
the d e s i r a b i l i t y  and f e a s i b i l i t y  o f  gas p ipe l ine financing which we 
would ask B ly the to address. Any addit ions or  fu r th e r  suggestions would 
be most v/e 1 come.

1. Northwest Alaskan P ipe l ine Company has said that s ta te  f i ­
nancial p a r t i c ip a t i on  in the p ipe l ine p ro jec t  in the manner 
spec i f ied  in th e i r  proposal o f  Apri l 17, 1978, w i l l  measurably
increase the chances o f  p ro jec t  success, without putt ing the
s ta te  a t  r i s k .  Is th is  a co r rec t  assessment o f  the Apri l 17 
proposal?  To what extent would s ta te p a r t ic ip a t i on ,  as pro­
posed, enhance chances f o r  successful p ro jec t  completion? 
Converse ly , i f  the s ta te chose not to pa r t ic ip a te  in the 
spec i f ied  manner, to what extent v/ould the chances f o r  p ro jec t  
success be impaired?

TO: The Honorable John Rader
The Honorable Hugh Malone 
The Honorable John Sackett 
The Honorable Steve Cowper 
The Honorable B i l l  Miles
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2. While the proposed bonding au tho r i ty ' s  debt issues would not 
be general ob l iga t ions  o f  the s ta te ,  is  there a p o s s i b i l i t y  
that such a debt o f f e r i n g  could, nonetheless,  e f f e c t  the 
s t a t e ' s  bonding capacity? S p e c i f i c a l l y ,  what are the pos­
s i b i l i t i e s  that investors could perceive a "moral" o r  perhaps 
" p o l i t i c a l "  commitment on the part  o f  the s ta te  to rescue the 
p ro je c t  i f  completion d i f f i c u l t i e s  are encountered, and hence 
downgrade the s t a t e ' s  o v e ra l l  c red it -worth iness?

3. A s ta te  f in a n c ia l  consu ltant has t e s t i f i e d  that on ly "so many" 
A laska - re la ted  bonds can be marketed each y ea r ;  i . e .  that the 
market has an absorption capacity f o r  Alaskan debt that is 
somehow l im i ted by fa c to r s  other than Alaska's c r ed i t -w o r th i ­
ness a lone . In your judgment i s  th is  a f a i r  assessment o f  the 
market's a b i l i t y  to absorb Alaska's debt? Is  such a comment 
app l icab le  to the proposed financing f o r  the p ipe l ine?

4. To what extent would issuance o f  $1 b i l l i o n  o f  tax-exempt debt 
a f f e c t  ra tes  in the tax-exempt markets?

5. In genera l ,  comment on the ove ra l l  soundness and f e a s i b i l i t y  
o f  the proposed financing plan. To what extent have s im i l a r  
f inancing arrangements been used in the past? With what 
consequences f o r  the part ies  involved?

6 . Assuming that the s ta te  were to accept the general f inancing 
approach proposed, a re the s ta te ' s  in te re s ts  as f in anc ia l
p a r t ic ipan t  f u l l y  protected by the terms o f  the financing
proposal? What addit iona l conditions o r  terms might be de­
s i r a b le ?

7. Both the fede ra l  executive and the Congress have dec lared that
Alaska's great f in anc ia l  in te re s t s  in North Slope natura l gas
production make s ta te  f inanc ia l  support o f  the p ipe l ine  pro­
j e c t  both lo g ica l  and des i rab le .  However, the actual value o f  
the s t a t e ' s  in te re s t  in North Slope natura l gas (both in terms 
o f  taxes and in terms o f  the s ta te 's  12.5% r o y a l t y  i n t e r e s t )  
are dependent on a va r ie ty  o f  federa l po l i cy  act ions on w e l l ­
head p r ic ing ,  p ipe l ine  t a r i f f s ,  treatment and condit ioning 
costs and c i ty -ga te  p r ic ing . What would be the e f f e c t  o f  the 
s t a t e ' s  making financing contingent upon achievement o f  some 
minimum value f o r  North Slope natural gas? Would such a 
contingency requirement make sta te f inanc ing, as proposed, 
more d i f f i c u l t ?  Impossible?
I f  such contingent requirements would s u b s tan t i a l l y  impair the 
current f inancing proposa l ,  what modi f ica t ions or  a l t e rn a t iv e s  
to the plan might ameliorate these d i f f i c u l t i e s ,  i f  any?
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The Northwest f inancing proposal includes p rov is ions which 
a l low  the s ta te  to purchase an equity pos i t ion  in the pipe­
l i n e ,  under ce r ta in  terms and condit ions .  Wi l l  these pro­
v i s ions  a f f o rd  the s ta te  an equity pos i t ion  in the p ro jec t  
under terms and conditions that are reasonable given the leve l  
o f  s ta te  p a r t i c ip a t i o n ,  and which confer upon the sta te  r igh ts  
and bene f i t s  which are s im i la r  to those av a i la b le  to equity 
investo rs  in other p ro jec ts  o f  s im i la r  r i s k  and magnitude? I f  
t h i s  is  not the case, what special o r  unusual p rov is ions are 
contained in the equity pa r t ic ip a t ion  formula? What specia l 
o r  unusual r i s k s  do they invo lve i f  the s ta te  were to act 
favo rab ly  on them? What a l t e rn a t iv e s  to the Northwest equity 
p a r t ic ip a t i on  formula might be appropr ia te in view o f  such 
poss ib ly  negative cons idera t ions , assuming the s ta te  wished to 
purchase $500 m i l l i o n  in equity in the p ipe l ine?
A key aspect o f  the Northwest proposal invo lves seeking Con­
gress iona l approval o f  tax-exempt status f o r  the s ta te ' s  
p ipe l in e  re la ted  debt. To your knowledge, have such exemp­
t ions been sought in the past f o r  other major p ro jec ts?  With 
what success? Given your experience in tax-exempt markets and 
dea l ings ,  what would be your assessment o f  the p rob ab i l i t y  o f  
obtain ing tax-exempt sta tus f o r  Alaska's p ipe l ine debt?

RGH:dh



IIOMR ADDRESS
P.O. BOX 65 

GALENA. ALASKA 09741

W H I L E  IN J U N E A U  
P O U C H  V 

J U N c A U .  A L ASK A  9 0 8 1 1

TELEPHONE 4S5-3753
ME M B ER

LA BO R  A M A N A G EM EN T  COM MITTE E

C H A IR M AN  
S E N A T E  F I N A N C E  C O M M IT T EE

SENATOR

Jurats
May 3, 1978

Mr. David K. Watkiss 

Watkiss & Campbell 
310 S. Main, 12th Floor 
Salt Lake City, Utah 84101

Dear Mr. Watkiss:

On April 27, 1978, you appeared before the Senate Finance Committee, 

State of Alaska, regarding the State's participation in the financ­
ing of the North West Alaskan pipeline.

During your testimony you said "There is no cost and no risk to the 
State. We look upon this as a means for the State to declare its 

interest in the project without in any way encumbering the State or 
committing the State's revenue."

At the point in your presentation where you were talking about the 
financing package your company had put together, you emphasized the 
fact that you hoped the Committee would move on it soon "because 
there's really no risk involved."

Senator Butrovich was concerned about "no risk to the State" and 

requested a letter from you on North West Alaskan Pipeline letter­
head as to what the effect of this intent would be on the State. 
Please furnish us with m i s  letter at the earliest date.

Sincerely,

John C. Sackett 
Alaska State Senator

JCS:jb
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JL. u n e r e  v r i l l  b e  p r i . c s  c d ^ x o I s  o;r a l b  c ^ b s i r o r i a s  o f  r i u t k r e : !

g a s  ( b o t h  i n f e e x ,3-t &  & s  a n d  i n t r a s t u t e )  b e t w e e n  n o w  ar.ri 

J a n u a r y  2 f X 5 ? £ £ , O n  - t b s  d a t e ,  t h e  £ o ! 7 l  o w i n g  c a t s ^ o r i e s  

o f  n a t u r a l  p a s  w i l l  b n  deresj u- a ie S i

■ —  ;'s v  n a t u r a l  g a s .

i55.tii.raj. g a s  frbrrs n a v  v e i l s  c c s p s r  t h a n -  5 0 0 0  ’ i n  o l d  

r e s e r v o i r s .  ' u n l e s s  t h a t  g . c s  .is d a  d i e s ,  t e d  t o  

i n b a r s t a t a  c o m m e r c e  ; :i s p e c i a l  d  s  v  a  I  o p m  e n  t  i n o a r ?  t i v a  

p r i c e -  g a s :|} , a n d  

—  M o s t  g a s  t h a t  I s  c u r r e n t l y  b e i n g  s o l d  a n  i n t r e s t a t e  

c o m m e r c e -  ^

S p e c i a l  d e v e l o p m e n t  i n c e n t i v e  p r i c e  g a s  f r o m  w e l l s  s h a l l o w e r  
t h a n  S O G O 1 w i l l  h a  c a r c c a i a t s a  o n  J u l y  3., 1 2 5 7  yrucs.s p r i c e  
c o n t r o l s  a x e  n ? .I m p o s e d . I f  - t h e y  a r e ,  t h a t  g a s  w i l l  b e  
d e r e g u l a t e d  at, t h e  e n d  o f  t h e  rc-iropo.-i-cioji o f  p r i c e  c o n t r o l s .

-1- f .

3, N a t u r a l  g a s  t a u t  is  £ e r a go I a t a c w i l l  fan- deregulated' f o r  
2 1 l e a s t  s i x  w o n h b s ,  Tit a n y  t i r e  b e t w e e n  d u l y  X -  1323 
e n d  J u l y  1, X & $ 7  e i t h e r  C o n g r e s s  o r  t h e  P r e s i d e n t  {s u b j e c t  
t o  v e t o  b y  b o t h  H o u s e s  o f  Congress), c a n  r e i m p c c o  p r i c e  
c o n t r o l s .  T h e  l e v e l  o f  re  i m p o s i t i o n  w i l l  b e  sot b y  
s t a t u t e  a n d  w i l l  v a r y  a c c o r d i n g  t o  t h e  t y p e  o f  cas . If 
r s i m p o s e d ,  c o n t r o l s  w i l l  l a s t  13 m o n t h s .  T h e  r e i m p o s i t i o n  
a u t h o r i t y  c a n  o n l y  b e  u s e d  o n c o .

T h e  s t a t u t e  w i l l  estabihhih v a r i o u s  r a t e s  o f  p r i c e  i n c r e a s e s  
{ " t r e n d  l i n e s " ) f o r  d i f f e r e n t  c a t e g o r i e s  o f  n a t u r a l  gas..

—  N e w  natx^ral g a s  c e i l i n g  p r i c e s  w i l l  i n c r e a s e  a t  
a l e v e l  e q u a l  to i n f l a t i o n  ( n o a s u r e d  b y  t h e  G H P  
d e f l a t o r  p l u s  0.2%) p l u s  ?..5% t h r o u g h  A p r i l  20,
19-81 a nd  p l u s  4 . 0 %  t h r o u g h  D e c e m b e r  31, 1 9 34 .
T h e  s t a r t i n g  p r i c e  w i l l  b e  S I . 75 a s  o f  A p r i l  20,
1.977 ( a p p r o x i m a t e l y  SI. 53 t o d a y ) .

—  S p e c i a l  d e v e l o p m e n t  i n c e n t i v e  p r i c e  g a s  w i l l  
I n c r e a s e  a t  a l e v s !  e g u n i  t o  i n f l a t i o n .  T h u  
s t a r t i n g  p r i c e  w i l l  b e  S I . 75 a s  o f  A p r i l  20, 2 5 7 7  
(a p p r o x i m a t e l y  5 1 . 8 6  t o d a y ) .  S p e c i a l  d e v e l o p m e n t  
i n c e n t i v e  p r i c e  g a s  f r o m  w e l l s  s h a l l o w e r  t h a n  
5 0 0 0 1 w i l l  g e t  a t r e n d  l i n e  h a l f w a y  b e t w e e n  its  
o l d  t r e n d  l i n e  a n d  t h e  n e w  gar, t r e n d  l i n e  b e t w e e n  
J a n u a r y  1, 1 9 8 5  a n d  t h e  t i m e  i t  i s  d e r e g u l a t e d .

—  O l d  g a s  n o t  c u r r e n t l y  c o v e r e d  b y  an  e x i s t i n g  c o n t r a c t  
o r  an  F P C  p r i c e  c e i l i n g  w i l l  i n c r e a s e  a t  a l e v e l  
equal, t o  i n f l a t i o n .  T h e  s t a r t i n g  p r i c e  w i l l  b e
SI. 45 u s  o f  A p r i l  20, 1 9 7 7  {approximate!}' Si. 54 
t o d a y ) -

N e w  g a s  o n s h o r e  w i l l  b e  g a s  f r o m  n e w  v a i l s  2 - 1 / 2  m i l e s  b e y o n d  
a n  o l d - w e l l ,  o r  1,000 f e e t  d e e p e r  t h a n  o n  o l d  w e l l  [the 
o r i g i n a l  C a r t e r  d e f i n i t i o n )  a n d  n e w  w e l l s  i n t o  r e s e r v o i r s  
t h a t  h a v e  n o t  p r o d u c e d  in c o m m e r c i a l  q u a n t i t i e s  b e f o r e  
A p r i l  20, 1 9 7 7  ( w i t h  e x c l u s i o n s  f o r  b e h i n d  t h e  p i p e  g a s
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5. N o w  g a s  o n  t h e  O u t e r  C o n t i n e n t a l  S h e l f  w i l l  b a  gp.sj f r o m  

T:''S2;i leiiuaa a,»:tar Aprs,i 2 0 ,  3.977. G a s  f r o m  r e s e r v o i r s  
c i . ' C D v e r & d  a f t e r  J u l y  2 7 ,  1 3 7 6  i n  o ] d  l e a s e s  w i l l  a c t  t h e  
n e w  q a s  p r i e s ,  b u t  w i l l  n o t  b a  d e r e g u l a t e d .

7- S p o c x  a ,î d e v e l o p m e n t  i n c e n t i v e  p r i c e  g a s  v i l i  b e  g a s  f r o m  

n e w  w e l l s  i n  a n  o l q  r e s e r v o i r  w i t h i n  2 - 1 / 2  m i l e s  o x  a n  

v e i l .  H o w e v e r ,  t o e  n e w  w e l l  m u s t  m e e t  c e r t a i n  s o a c i r q  
r e q u i r e m e n t s .  *

O i . d

3. P r i c e s  c h r e e d  u n d e r  r o l l o v e r  c o n t r a c t s  w i l l  b e  l i m i t e d .  
I n t e r s t a t e  r o l l o v e r s  w i l l  h a v e  a c e i l i n g  p r i c e  o x  5 4 $  if  

t h e  c o n t r a c t  p r i c e  i s  b e l o w  t h a t  p r i c e .  I f  t h e  c o n t r a c t  
p r i c e  a s  a b o v e  t h a t  p r i c e ,  t h e  r o l l o v e r  w i l l  b e  l i m i t e d

1 0 .

1 1 .

12.

t o  t h e  c o n t r a c t  p r i c e .  I r t r a s t a t s  r o l l o v e r s  v i l i  g e t  
$ 1 , 0 0  i f  t h e  c o n t r a c t  p r i c e  i s  b e l o w  t h a t  p r i c e .  I f  

t h e  c o n t r a c t  p r i c e  i s  a b o v e  $ 1 . 0 0  t h e y  w i l l  g e t  t h e  
c o n t r a c t  p r i c e .  P r i c e  e s c a l a t o r  c l a u s e s  v a i l  b e  a l l o w e d - 

t o  o p e r a t e  o.n i n  t r  a s t a t e  c o n t r a c t s  o n  e x i s t e n c e  o n  t h e  d a y  
o f  e n a c t m e n t  o x  t h e  A c t ,  u n t i l  t b s  c o n t r a c t  p r i c e  e q u a l s  

t h e  r.ay g a s  p r i c e  ( w i t h  s o m e  o t h e r  l i m i t a t i o n s )  ,

The:re v?i!2_ b o  b r o a d  a l l o c a t i o n  a u t h o r i t y  i n  t i m e s  o f  

e m e r g e n c y  f o r  h i g h  p r i o r i t y  n e e d s .  A f t e r  v o l u n t a r y  

e m e r g e n c y  s a l e s  a.'--' e x h a u s t e d ,  t h e  P r e s i d e n t  v i l i  h a v e '  
a u t h o r i t y  t o  a l l o c a t e  g a s  f o l l o w i n g  c e r t a i n  p r i o r i t i e s .  

T h e  o r i o r i t i c s  a r c :

-—  F i r s t ,  g a s  f r o m  b o i l e r s  t h a t  h a v e  t h e  a b i l i t y . ,  

t o  u s e  c o a l -  T h i s  i n c l u d e s  b o t h  i n t r a s r a t e  a n d
i n t e r s t a t e  s u p p l i e s  ("Glcnr. a m e n d m e n t  g a s ' 1). \

—  S e c o n d ,  g a s  f r o m  o t h e r  l o v  p r i o r i t y  u s e r s  s e r v e d  
b y  i n t e r s t a t e  p i p e l i n e s .  '

- -  T h i r d ,  eras o w n e d  b y  l o w  P r i o r i t y  e n d  u s e r s  
{"O r d e r " 5 3 3 "  g a s ) .

F K R C  v i l i  h a v e  a u t h o r i t y  t o  s p e c i f y  d m  d u r a t i o n  o f  
c o n t r a c t s  ( w i t h  <x. m i n i m u m  15  y e a r  t e r m  f o r  O C S  c o n t r a c t s )  ; 
t o  p r o v i d e  f o r  a r i g h t - c f - f i r s  t - r e f  usn.l o n  i n  t e r  s t  a t e  . 

c o n t r a c t s ;  t o  r e q u i r e  p u r c h a s e r s  to  f i l e  c o p i e s  o f  c o n t r a c t *  

a n d  a n c i l l a r y  a g r e e m e n t s ;  a n d  t o  i s s u e  r u l e s  a n d  r e g u l a t i o n ;  
p u r s u a n t  t o  t h e  A c t .

H i g h  c o s t  g a s  w i l l  b e  d e r e g u l a t e d  u p o n  t h e  e f f e c t i v e  d a t e  

o f  t h e  f i r s t  i n c r e m e n t a l  p r i c i n g  r u l e .  I n c l u d e d  a r c  g a s  frc

—  D e v o n i a n  s h a l e
—  H o t h a n e  f r o m  c o a l  s e a m s ;
—  M e w  v e i l s  d r i l l e d  to  a d e p t h  

e n d
—  C e o p r e ^ s u r i t e d  b r i n e .

g r e s t e r  t h a n  1 5 , 0 0 0 * ;

FSP.C v i l i  b a  a u t h o r i z e d  t o  e s t a b l i s h  r e a s o n a b l e  p r i c e  
i n c e n t i v e s  t o  e n c o u r a g e  i n v e s t m e n t  i n  d e v e l o p m e n t  o f  o t h e r  

t y p e s  o f  h i g h - c o s t  g a s .  T h e  a u t h o r i t y  i s  to  b e  e x e r c i s e d  

in a d v a n c e  o f  d r i l i n g  a c t i v i t y  a n d  i s  n o t  c o s t  b a s e d  in
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1 3 - S t r i p p e r  v e i l s  she-;II h * v ?  a $ 2 . 0 9  c e i l i n g  price, w h i c h  v i l i  

i n c r e a s e  a t  t h e  s a m s  r a t e  a s  n a v  g a s  - T h e y  w i l l  n o t  b e  

d c r o g u l a t e b . 7s. s t r a p p e r  v;2 i t  i s  a  v e i l  p r o o u c i n g  nca--

a s s o c i a t e e l  g a s  a t  t b s  m a x i m u m  e f f i c i e n t  r a r e  o f  p r o t e c t i o n  

o f  S O  m c f  p e r  h a y  o r  l e s s  f o r  t h r e e  m o u t h s -  F E R C  i s  
d i r e c t e d  t o  p r o v i d e  a r u l e  a l l o w i n g  v a i l s  t h a t  q u a l i f y  a s  

s t r i p p e r  v s l l s  t o  i n c r e a s e  p r o d u c t i o n  i f  t h e  p r o d u c e r  u s e s  

r e c o g n i s e d  p r o d u c t i o n  e n h a n c e m e n t  t e c h n i q u e s -

T h e r e  s h a l l  b e  m a n d a t o r y  i n c r e m e n t s !  p r i c i n g  f o r  i n 6 n s t r i e  

b o i l e r  f u e l  u s e r s  u n d e r  a  r u l e  t o  b e  d e v e l o p e d  b y  FJ5RC 
V / i t h i n  1 2  n o n t h s  o f  e n a c t m e n t .  S c h o o l s ,  h o s p i t a l s ,  a n d  o t h  

s i m i l a r  I n s t i t u t i o n s ,  a n d  a g r i c u l t u r a l  u s e r s  s h a l l  b e  

e x e m p t .  T h e  c o o t  w i l l  b e  a l l o w e d  t o  i n c r e a s e  t o  t h e s e

u s e r s  u n t i l  i t  r e a c h e s  t h e  c o s t  o f  s u b s t i t u t e  f u e l  
f u e l  o i l  a s  d e t e r m i n e d  o n  a  r e g i o n a l  b a s i s ) -

(7vO. 2

1 S .

T h e  F£?.C s h a l l  d e v e l o p  a  s e c o n d  i n c r e m e n t a l  p r i c i n g  r u l e  

v i t h i n  I S  m o n t h s  a n d  s u b m i t  i t  t o  C o n g r e s s  f o r  r e v i e w  
( s u b j e c t  t o  .a o n e  h o u s e  v e t o )  . I t  s h a l l  p r o v i d e  i n c r c m e n  ta 
p r i c i n g  f o r  o t h e r  .low p r i o r i t y  u s e r s .

I n c r e m e n t s !  p r i c i n g  w i l l  b e  a p p l i e d  s o l e l y  t o  u s e r s  s e r v e d  

b y  i n t e r s t a t e  p i p e l i n e s .  I t  veil! b e  a p p l i e d  t o  t h a t  p e r  t i c  

o f  a n  i n t e r s t a t e  p i p e l i n e ’s cost, o f  c e r t a i n  c a t e g o r i e s  

o f  s u p p l y  t h a t  e x c e e d  $ 1 . 4  5 p e r  M J I B t u ' s ,  a d j u s t e d  f o r
i n f l a t i o n . T h e  c a t e g o r i e s  a r e :

- -  N e w  n a t u r a l  g a s ;

—  R o l l o v e r s  i n t o  t h e  i n t e r s t a t e  s y s t e m  o f  p.7-evi''wr.lv 

i n t r a s t a t e  g a s ;  a n d  
-—  S p e c i a l  d e v e l o p m e n t  i n c e n t i v e  p r i c e  g n s .

I n c r e m e n t a l  p r i c i n g  v i l i  al.se* b e  a p p l i e d  t o  d e r e g u l a t e d  
h i g h  c o s t  s u p p l i e s  i f  t h e  p r i c e  e x c e e d s  t h e  p r i c e  o f  
i m p o r t e d  Iio. 2 f u e l  o i l  p l u s  30 1.  b R G  i m p o r t s  w a l l  b e  
i n c r a n i e r - t a l l y  p r i c e d .  H o w e v e r , t h e r e  w i l l  b n  a g r a n d f a t h e r  

c l a u s e  f o r  a p p r o v e d  p r o j e c t s .  P r o j e c t s  p e n d i n g  b e f o r e  
t h e  D O T ,  a n d ’p r o j e c t s  f o r  w h i c h  jfSRC d e t e r m i n e s  t h e r e  

a r c  b i n d i n g  c o n t r a c t u a l  o r  s u b s t a n t i a l  f i n a n c i a l  c o m m i t m e n t  
s h a l l  b e  p r i c e d  u n d e r  t h e  N a t u r a l  G a s  A c t .  N a t u r a l  
g a s  i m p o r t s  t h a t  e x c e e d  t h e  n e w  n a t u r a l  g a s  c e i l i n g  p r i c e  
a n d  a r c  i n  e x c e s s  o f  c u r r e n t  c o n t r a c t  v o l u m e s  w i l l  a l s o  

b e  i n c r e m e n t a l l y  p r i c e d .

T h a r a  a r e  n u m e r o u s  o t h e r  t e c h n i c a l  p r o v i s i o n ! ’,. I n  a d d i t i o n  
t h e  c o m p r o m i s e  p r o p o s a l  doer, n o t  a d d r e s s  a l l  o f  t h e  

I s s u e s  b e f o r e  t h e  C o n f e r e e s  w h i c h  w x l l  h a v e  t o  b e  

r e s o l v e d ,
x

/  c a m
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The p u r p o s e  of this m e m o r a n d u m  is to d e s c r i b e  and 

r e c o m m e n d  a s p e ci f ic  plan for p a r t i c i p a t i o n  by the State of 

A l a s k a  in f i n a n c i n g  of the A l a s k a  H i g h w a y  P i p e li ne  P r o j e c t  (the 

" Pr o je c t " ) .  The Project will enc om p as s  a p p r o x i m a t e l y  4, 800 

m i l e s  of p i p e l i n e  c o n s i s t i n g  of four s e g m e n t s  w h i c h  wil l be 

s e p a r a t e l y  and i n d e p e n d e n t l y  f i n a n c e d  and c o n st r uc t ed .  T hese 

f ou r  se g me nt s , th ei r  m i l e a g e  and e s t i m a t e d  cost are:

A l a s k a  - 731 m i l e s  - $ 3.7 b i l l i o n
C a n a d a  - 2028 - 4.1
W e s t e r n  Leg - 911 - .8
E a s t e r n  Leg -_____1117_____________ - 1 . 7 __________

4787 m i l e s  $10.3 b i l l i o n j V

It is p r o p o s e d  that the State p a r t i c i p a t e  onl y in the f u n d i n g

of the 731 m i l e  A l a s k a  segment.

In o r d e r  to begin c o n s t r u c t i o n  o f  the P r o je c t in 1980, 

final c o m m i t m e n t s  for debt and e q u i t y  mu st  be made by e ar l y 

1979.

To m e e t  this critical sc hedule, we are p r o p o s i n g  s p e c i­

fic a l l y  that the l e gi s l a t u r e  this s e s s i o n  en a ct  l e g i s l a t i o n  

c r e a t i n g  a f i n a n c in g a u t h o r i t y  (the " A u t h o r i t y " )  to issue $1.0 

b i l l i o n  in tax-exe mp t revenu e bo n ds  in a m a n n e r  thac w o u l d  not 

u t i l i z e  the S t a t e ' s  credit or a d v e r s e l y  a f fe ct  the S t a le 's  

credit r a t i n g  and adopt a joint reso lu t io n  cs t ab  1isning an 

i n t e r i m  c o m m i t t e e  to study now the st at e can best p a r t i c i p a t e

I . I N T R O D U C T I O N

*/ The financin g r e qu i r e m e n t s  of the Projec t were e s t i m a t e d
in the P r e s i d e n t ' s  De c is i on  and Report to C o n g r e s s  on 
the A l a s k a  Natural Gas T r a n s p o r t a t i o n  S y s t e m  ( " P r e s i d e n t ' s  
D e c i s i o n " )  to he a p p r o x i m a t e l y  $10.3 b i ll io n  in e s c a l a t e d  
doll a r s .
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i n  e q u i t y  f i n a n c i n g .  I t  i s  e s s e n t i a l  t h a t  t h e  c o m m i t t e e  r e p o r t  

b a c k  t o  tlie l e g i s l a t u r e  e a r l y  n e x t  s e s s i o n  s o  t h e  n e c e s s a r y  

l e g i s l a t i o n  c a n  b e  e n a c t e d  i n  t i m e  t o  p e r m i t  t h e  S t a t e ' s  e q u i t y  

p a r t i c i p a t i o n  t o  b e  i n c o r p o r a t e d  i n  t h e  o v e r a l l  f i n a n c i a l  p l a n .

T h i s  m e m o r a n d u m  d i s c u s s e s  h o w  t h e  t a x - e x e m p t  r e v e n u e  

b o n d s  w o u l d  b e  i s s u e d  a n d  p r o p o s e s  a  p l a n  f o r  S t a t e  e q u i t y  p a r ­

t i c i p a t i o n  t h a t  t h e  i n t e r i m  c o m m i t t e e  s h o u l d  s t u d y  a n d  c o n s i d e r .

T h e  p l a n  f o r  S t a t e  p a r t i c i p a t i o n  s e t  f o r t h  i n  t h i s  

m e m o r a n d u m  w o u l d  p r o v i d e  f o r  a n  e q u i t y  r e t u r n  t o  t h e  S t a t e  u p o n  

c o m p l e t i o n  o f  t h e  P r o j e c t ;  e n c o u r a g e  m a j o r  i n s t i t u t i o n a l  i n ­

v e s t o r s  a n d  c o m m e r c i a l  b a n k s  t o  i n v e s t  i n  t h e  P r o j e c t ,  t h e r e b y  

a i d i n g  t h e  d e v e l o p m e n t  o f  P r u d o e  B a y  g a s ;  a n d  a d d  t h e  t a x -  

e x e m p t  d e b t  m a r k e t  t o  t h e  c a p i t a l  s o u r c e s  t h a t  w i l l  b e  c a l l e d  

u p o n  t o  c o m p l e t e  t h i s  l a r g e  a n d  c o m p l e x  f i n a n c i n g .

o The p r o p o s e d  A u t h o rity w o u l d  be e m p o w e r e d  to issue 
$1.0 b i l l i o n  of ta x-ex e mp t  reve n u e bonds ("Tax- 
E x e m p t Rev en u e Bonds") b a c k e d by the s i m u l t a n e o u s  
p u r c h a s e  of a like amou nt of Pr oject d e b t .

This t r a n s a c t i o n  wo ul d  raise a p p r o x i m a t e l y  2 5 po of the 

P r o j e c t ' s  debt capital but w o ul d  not in volve the c r ed i t of the 

State. The A u t h o r i t y  c ou ld  in this way pass on to the Proj ec t 

the a d v a n t a g e  of  an exp a nd e d ca pi tal market. A d d i t i o n a l l y ,  this 

r educed i n t e r es t  cost would be ne fit the Proje ct  by red ucing the 

t r a n s p o r t a t i o n  cost by a p p r o x i m a t e l y  -15.

This t r a n s a c t i o n  would re qui re an am e nd m en t to the 

Internal R e v e n u e  Code (the "Code") s p e c i f i c a l l y  e x e m p t i n g  the



P r o j e c t  f r o m  t h e  r e s t r i c t i o n s  s e t  f o r t h  i n  S e c t i o n  1 0 5  o f  t h e  

C o d e .  T h e  P r o j e c t  d o c s  n o t  n o w  q u a l i f y  a s  a n  e x e m p t  f a c i l i t y  

u n d e r  S e c t i o n  1 0 3  o f  t h e  C o d e ,  a n d  t a x - e x e m p t  s t a t u s  w o u l d  n o t  

b e  a v a i l a b l e  f o r  r e v e n u e  b o n d s  i n  t h e  a b s e n c e  o f  s u c h  a n  a m e n d ­

m e n t .  O b t a i n i n g  a n  a m e n d m e n t  t o  S e c t i o n  1 0 3  w i l l  r e q u i r e  t h e  

c o o p e r a t i o n  o f  a l l  i n t e r e s t e d  p a r t i e s ,  i n c l u d i n g  t h e  S t a t e  a n d  

i t s  r e p r e s e n t a t i v e s  a n d  t h e  A d m i n i s t r a t i o n .  I f  s u c h  a n  a m e n d ­

m e n t  i s  n o t  o b t a i n e d ,  b o n d s  i s s u e d  b y  t h e  A u t h o r i t y  w o u l d  b e  

t a x a b l e  a n d  n e i t h e r  t h e  S t a t e  n o r  t h e  P r o j e c t  w o u l d  b e n e f i t  

s i n c e  s u c h  b o n d s  w o u l d  b e  s i m p l y  t h e  e q u i v a l e n t  o f  P r o j e c t  

b o n d s .

o  T h e  S t a t e  w o u l d  e v a l u a t e  o u r  p r o p o s a l  t h a t  i t

m a k e  a n  e q u i t y - r e l a t e d  i n v e s t m e n t  o f  $ 5 0 0  M i  1 1  i o n  

i n  P r o j e c t  C o n v e r t i b l e  D e b t  ( " C o n v e r t i b l e  D e b t " ) .

T h e s e  s e c u r i t i e s  w o u l d  b e  c o n v e r t i b l e  a f t e r  t h e  P r o j e c t  

b e c o m e s  o p e r a t i o n a l ,  i f  t h e  P a r t n e r s h i p  i s  s u c c e e d e d  b y  a 

c o r p o r a t i o n ,  i n t o  $ 5 0 0  m i l l i o n  o f  p a r t i c i p a t i n g  p r e f e r r e d  

s t o c k .  T h e  p a r t i c i p a t i n g  p r e f e r r e d  s t o c k  w o u l d  c a r r y  a  f i x e d  

d i v i d e n d  r a t e  t h a t  w o u l d  i n c r e a s e  w i t h  t h e  p r o f i t s  o f  t h e  

P r o j e c t  a c c o r d i n g  t o  a n  a g r e e d  u p o n  f o r m u l a .  I f  t h e  P a r t n e r ­

s h i p  i s  n o t  s u c c e e d e d  b y  a  c o r p o r a t i o n ,  t h e  C o n v e r t i b l e  D e b t  

c o u l d  b e  e x c h a n g e d  a f t e r  o p e r a t i o n s  h a v e  b e g u n  f o r  n p r e f e r r e d  

i n c o m e  l i m i t e d  p a r t n e r s h i p  i n t e r e s t . .

T o  m a x i m i z e  n e t  r e t u r n  t o  t h e  S t a t e ,  t h i s  i n v e s t m e n t  

c o u l d  b e  f u n d e d  p r i n c i p a l l y  b y  a n  a p p r o p r i a t i o n  o f  S t a t e  f u n d s .  

A l t e r n a t i v e l y ,  b u t  w i t h  l e s s  f i n a n c i a l  r e t u r n  t o  t h e  S t a t e ,
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t h i s  i n v e s t m e n t  m i g h t  b e  f u n d e d  by th e s a l e  o f  A u t h o r i t y  T a x a b l e  

R e v e n u e  B o n d s  ( " T a x a b l e  R e v e n u e  B o n d s " ) ,  w h i c h  w o u l d  b e  s e c u r e d  

b y  t h e  C o n v e r t i b l e  D e b t .  If t h e  S t a t e  d e c i d e s  to f u n d  al l o r  

p a r t  o f  i t s  p u r c h a s e  o f  C o n v e r t i b l e  D e b t  in th is  m a n n e r ,  h o w ­

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

i t s e l f  w o u l d  b e  r e q u i r e d .  CSoe S e c t i o n  I V  f o r  a d i s c u s s i o n  o f  

d i f f e r e n t  w a y s  t h e  S t a t e  c o u l d  p r o v i d e  a d d i t i o n a l  b a c k i n g  f or

T a x a b l e  R e v e n u e  B o n d s . )

A s  a n  i n v e s t m e n t  v e h i c l e ,  t h e  C o n v e r t i b l e  D e b t  w o u l d  

p r o v i d e  c u r r e n t  i n c o m e  to t h e  S t a t e  d u r i n g  t h e  c o n s t r u c t i o n  

p e r i o d ,  as w e l l  a s  a n o p p o r t u n i t y  fo r t h e  S t a t e  to p a r t i c i p a t e  

i n  a n  e q u i t y  r e t u r n  s u b s e q u e n t  to t h e  i n i t i a t i o n  o f  P r o j e c t  

o p e r a t i o n s .

A t  t h e  a p p r o p r i a t e  t i m e ,  t h e  S t a t e ' s  i n v e s t m e n t  c o u l d  

b e  s o l d  o r  d i s t r i b u t e d  to i ts  p o l i t i c a l  s u b d i v i s i o n s ,  n a t i v e  

c o r p o r a t i o n s  a n d  i ts  c i t i z e n s .
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A .  D e s c r i p t i o n

T h e  A l a s k a  s e g m e n t  w i l l  b e g i n  a t  P r u d h o e  B a y  a n d  p a r ­

a l l e l  t h e  A l y e s k a  o i l  p i p e l i n e  f o r  5 5 9  m i l e s  t o  D e l t a  J u n c t i o n .

A t  D e l t a  J u n c t i o n  t h e  p i p e l i n e  w i l l  d i v e r g e  f r o m  A l y e s k a  a n d  

f o l l o w  t h e  A l a s k a  H i g h w a y  a n d  t h e  e x i s t i n g  H a i n e s  o i l  p r o d u c t s

p i p e l i n e  f o r  1 9 2  m i l e s  t o  t h e  Y u k o n  T e r r i t o r y  b o r d e r .

T h e  A l a s k a  s e g m e n t  w i l l  b e  o w n e d  b y  t h e  P a r t n e r s h i p ,  

a n d  d e s i g n e d ,  c o n s t r u c t e d ,  a n d  o p e r a t e d  b y  N o r t h w e s t  A l a s k a n  

P i p e l i n e  C o m p a n y  ( " N o r t h w e s t  A l a s k a n " ) ,  a  s u b s i d i a r y  o f  N o r t h ­

w e s t  E n e r g y  C o m p a n y .  T h e  P a r t n e r s h i p  i s  c u r r e n t l y  c o m p r i s e d  o f  

s u b s i d i a r i e s  w h o l l y - o w n e d  o f  t h e  f o l l o w i n g  s i x  n a t u r a l  g a s  

c o m p a n i e s :

o  N o r t h w e s t  E n e r g y  C o m p a n y

o  N o r t h e r n  N a t u r a l  G a s  C o m p a n y

o  P a c i f i c  G a s  a n d  E l e c t r i c  C o m p a n y  <■

o  P a c i f i c  L i g h t i n g  C o r p o r a t i o n  

o  P a n h a n d l e  E a s t e r n  P i p e  L i n e  C o m p a n y  

o  U n i t e d  G a s  P i p e  L i n e  C o m p a n y  

It i s  a n t i c i p a t e d  t h a t  a d d i t i o n a l  n a t u r a l  g a s  c o m p a n i e s  w i l l  

j o i n  t h e  P a r t n e r s h i p  i n  t h e  f u t u r e .

I I . Till: A L A S K \ S E G M E N T  OF T U B  P R O J E C T
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T h e  c a p i t a l  f o r  c o n s t r u c t i n g  t h e  A l a s k a  s e g m e n t  w i l l  b e  

r a i s e d  o n  a  p r o j e c t  f i n a n c i n g  b a s i s ,  t h r o u g h  t h e  s a l e  o f  e q u i t y  

a n d  d e b t  s e c u r i t i e s  b y  t h e  P r o j e c t .  D e b t  s e r v i c e  a n d  r e t u r n  o n  

e q u i t y  s e c u r i t i e s  w i l l  b e  p r o v i d e d  s o l e l y  b y  t h e  c a s h  f l o w  

g e n e r a t e d  f r o m  t h e  P r o j e c t ' s  o p e r a t i o n s .  T h e s e  s e c u r i t i e s  w i l l  

b e  d e s i g n e d  a t  t h e  t i m e  o f  i s s u a n c e  t o  c o m p e t e  s u c c e s s f u l l y  i n  

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

o f f e r  t h e  a p p r o p r i a t e  m a r k e t  s a l e s  o f  i n t e r e s t  o r  d i v i d e n d  i n  

t h e  c a s e  o f  p a r t i c i p a t i n g  p r e f e r r e d  s t o c k .

U n d e r  t h e  p r o p o s e d  o v e r a l l  f i n a n c i n g  p l a n ,  a  p e r c e n t a g e  

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

c o m m i t t e d  t o  a s s u r e  t h a t  s u f f i c i e n t  f u n d s  a r e  a v a i l a b l e  t o  

c o m p l e t e  t h e  P r o j e c t .  U p o n  c o m p l e t i o n ,  t h e  P a r t n e r s h i p  w i l l  

h a v e  c o n t r a c t u a l  a r r a n g e m e n t s  p u r s u a n t  t o  a F e d e r a l  E n e r g y  

R e g u l a t o r y  C o m m i s s i o n  ( " F E R C " )  a p p r o v e d  t a r i f f  t h a t  w i l l  p r o v i d e  

f u n d s  a d e q u a t e  t o  p a y  d e b t  s e r v i c e  a n d  p r o v i d e  a n  a t t r a c t i v e  

r e t u r n  t o  t h e  e q u i t y  i n v e s t o r s .  ( F o r  a m o r e  d e t a i l e d  d i s c u s s i o n  

o f  t h e  P r o j e c t ' s  F i n a n c i n g  P l a n ,  s e e  p a g e s  8  t o  1 4  o f  t h e  

D i s c u s s i o n  M e m o r a n d u m  R e g a r d i n g ,  F i n a n c i a l  P a r t i c i p a t i o n  b y  t h e  

S t a t e  o f  A l a s k a  i n  t h e  A l a s k a  H i g h w a y  P i p e l i n e  P r o j e c t ,  d a t e d  

M a r c h  lf>, 1 P 7 8 ,  a t t a c h e d  a s  A p p e n d i x  I . )

W hi l e the ratio be tw e en  the equi ty  and d e bt  s e c u r i t i e s  

o f  the Project, as well as the timi ng of any t a k e d o w n s ,  will be 

su bject to v a ri o us  factors, i n c l u d in g the fin ancial r e q u i r e m e n t s  

of the Project, the fundamental el ement of the f i n a n c i n g  pi an

B . Financing Plan for Alaska Segment



is that all funds -- e q u i t y  and debt -- must be c o m m i t t e d  at 

the same time and r emain c o m m i t t e d  thr ou g h ou t  the c o n s t r u c t i o n  

period . Ho w ev er ,  no c o m m i t m e n t  shall be b i n di n g (includ in g 

that of Al aska) until all e q ui ty  and debt c o m m i t m e n t s  n e c e s s a r y  

to c o m p l e t e  the P r o j e c t  have been received.

The p r o j e c t ' s  capital st ru c tu r e w ould co ns i st  of the 

f o l l o w i n g :

o E q u i t y  and E q u i t y - R e l a t e d  Se cu rities

1. Ge n er al  P a r t n e r s h i p  Interests - The o w n er s  of the 

P a r t n e r s h i p  will c o n t r i b u t e  e q ui t y capital in a total 

a m o u n t  of a p p r o x i m a t e l y  $1.0 billion. Th eir p a r t n e r­

ship i n t c - e s t s  will ea rn  the rate of r et u rn  p r o v i d e d  by 

the FERC a p p r o v e d  tariff.

2. C o n v e r t i b l e  Debt - It is p r o p o s e d  that C o n v e r t i b l e  

Debt in a p r i n c i p a l  a m o u n t  o f  $500 m i ll i on  be of fe r ed

to the State of  Alaska. This debt will be ar  an interest 

7'atc d i c t a t e d  by m a r k e t  co n di t i o n s  at the time of 

issuance, w h i c h  today w ou l d be in the range of  10* to 

1 2 ?d p e r  annum. A f t e r  the co m pl e t i o n  of c o n s t r u c t i o n  

and the c o m m e n c e m e n t  of o p e r a t i o n s  of t h e  Project, the 

C o n v e r t i b l e  Debt will be c o n v e r t i b l e  into an eq u iv a l e n t  

a m ou n t of a p a r t i c i p a t i n g  pr ef e rr e d stock of the c o r p o ra t e 

s u c c e s s o r  to the P a r t n e r s h i p  or into an e q u i v a l e n t  

l i m i t e d  p a r t n e r s h i p  interest in the Pa r tn ership. The 

p a r t i c i p a t i n g  p r e f e r r e d  s t o ck  would have a m i n i m u m
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a n n u a l  d i v i d e n d  r a t e  o f  a p p r o x i m a t e l y  1 0 $ ,  a n d ,  i n  

a d d i t i o n ,  w o u l d  s h a r e  i n  t h e  p r o f i t s  o f  t h e  P r o j e c t  c n  

t h e  b a s i s  o f  a  p r e - d c t c r m i n e d  f o r m u l a .

D e b t  S e c u r i t i e s

1.  S e r i e s  A  F i r s t  M o r t g a g e  P i p e l i n e  R o n d s  - S e r i e s  A  

F i r s t  M o r t g a g e  P i p e l i n e  B o n d s  i n  a  p r i n c i p a l  a m o u n t  o f  

$ 2 . 0  t o  $ 3 . 0  b i l l i o n  w i l l  b e  o f f e r e d  t o  i n s t i t u t i o n a l  

i n v e s t o r s  a n d  c o m m e r c i a l  b a n k s  a t  a n  a n n u a l  i n t e r e s t  

r a t e  t h a t  i n  t o d a y ' s  m a r k e t  w o u l d  b e  a p p r o x i m a t e l y  1 0 $ .  

T h e s e  s e c u r i t i e s  w i l l  h a v e  v a r i o u s  m a t u r i t i e s  o f  u p  t o  

t w e n t y - f i v e  y e a r s ,  s u b j e c t  t o  s i n k i n g  f u n d  p r o v i s i o n s .

2 .  S e r i e s  B  F i r s t  M o r t g a g e  P i p e l i n e  B o n d s  - S e r i e s  B 

F i r s t  M o r t g a g e  P i p e l i n e  B o n d s  i n  a p r i n c i p a l  a m o u n t  o f  

$ 1 . 0  b i l l i o n  w i l l  b e  p u r c h a s e d  b y  t h e  A u t h o r i t y .  T h e  

S e r i e s  B  F i r s t  M o r t g a g e  P i p e l i n e  B o n d s  w i l l  h a v e  a n  

a n n u a l  i n t e r e s t  r a t e  w h i c h  i n c o r p o r a t e s  t h e  m a x i m u m  

i n t e r e s t  d i f f e r e n t i a l  a l l o w e d  b y  l a w  ( i . e . ,  1 / 8  o f  1 3 ]  

o v e r  t h e  i n t e r e s t  r a t e  o n  t h e  e q u i v a l e n t  a m o u n t  o f  T a x -  

F i x e m p t  R e v e n u e  B o n d s  s o l d  b y  t h e  P r o j e c t  t h r o u g h  t h e  

A u t h o r i t y  t o  f u n d  t h e  p u r c h a s e .  T h e s e  S e r i e s  B F i r s t  

M o r t g a g e  P i p e l i n e  B o n d s  w i l l  h e  s u b j e c t  t o  s i n k i n g  f u n d  

p r o v i s i o n s ,  a n d  t h e  u n d e r l y i n g  T a x - l i x c m p t  R e v e n u e  

B o n d s  w i l l  h a v e  c o n c u r r e n t  m a t u r i t i e s .

-3-
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A s  p a r t  o f  t h e  f i n a n c i n g  p l a n  d e s c r i b e d  a b o v e ,  i t  i s  

p r o p o s e d  t h a t  t h e  A l a s k a  l e g i s l a t u r e  t h i s  s e s s i o n  e n a c t  l e g i s ­

l a t i o n  t o  p r o v i d e  a  m e c h a n i s m  f o r  t h e  i s s u a n c e  o f  $ 1 . 0  b i l l i o n  

i n  T a x - E x e m p t  R e v e n u e  B o n d s ,  t h e  p r o c e e d s  o f  w h i c h  w o u l d  b e  

s i m u l t a n e o u s l y  i n v e s t e d  i n  $ 1 . 0  b i l l i o n  o f  t h e  P r o j e c t ' s  S e r i e s  

B  F i r s t  M o r t g a g e  P i p e l i n e  B o n d s  a n d  e s t a b l i s h  a  c o m m i t t e e  t o  

c o n s i d e r  t h e  p r o p o s a l  f o r  i n v e s t m e n t  i n  $ 5 0 0  m i l l i o n  o f  e q u i t y -  

r e l a t e d  s e c u r i t i e s  o f  t h e  P r o j e c t .  T h i s  S e c t i o n  I I I  d e s c r i b e s  

t h e  p r o p o s e d  r e v e n u e  b o n d  f i n a n c i n g  m e c h a n i s m ,  t h e  a d v a n t a g e s  

o f  C o n v e r t i b l e  D e b t  a s  a n  i n v e s t m e n t  v e h i c l e  f o r  A l a s k a  a n d  t h e  

r e t u r n s  A l a s k a  m i g h t  r e a l i z e  f r o m  t h i s  i n v e s t m e n t  a n d  a p o s s i b l e  

t i m e  s c h e d u l e  f o r  A l a s k a ’s f i n a n c i a l  p a r t i c i p a t i o n .

A .  R e v e n u e  B o n d  F i n a n c i n g  M e c h a n i s m

A s  w a s  d i s c u s s e d  e a r l i e r ,  t h e  S t a t e  s h o u l d  e s t a b l i s h  a n  

A u t h o r i t y  f o r  t h e  i s s u a n c e  o f  $ 1 . 0  b i l l i o n  o f  T a x - E x e m p t  R e v e n u e  

B o n d s .  C o n t i n g e n t  u p o n  a n d  c o n c u r r e n t  w i t h  t h e  s a l e  o f  t h e  

T a x - E x e m p t  R e v e n u e  R o n d s ,  t h e  A u t h o r i t y  w o u l d  p u r c h a s e  $ 1 . 0  

b i l l i o n  o f  S e r i e s  B  F i r s t  M o r t g a g e  P i p e l i n e  B o n d s ,  a n d  w o u l d  

r e c e i v e  a n n u a l l y  a 1 / 8  o f  I'd i n t e r e s t  d i f f e r e n t i a l  o n  t h e  

a g g r e g a t e  a m o u n t  o f  T a x - E x e m p t  R e v e n u e  B o n d s  i s s u e d  b y  t h e  

A u t h o r i t y .  T h i s  d i f f e r e n t i a l ,  a m o u n t i n g  t o  $ 1 , 2 5 0 , 0 0 0  p e r  

y e a r ,  i s  t h e  h i g h e s t  a l l o w e d  b y  F e d e r a l  l a w  a n d  w o u l d  b e  g e n ­

e r a t e d  f r o m  t h e  d i f f e r e n c e  i n  i n t e r e s t  r a t e s  b e t w e e n  t h e  T a x -  

E x e m p t .  R e v e n u e  B o n d s  a n d  t h e  S e r i e s  B  F i r s t  M o r t g a g e  P i p e l i n e  

B o n d s .

III. A L A S K A ’S P A R T  I Cl PA TI  ON
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D u r i n g  t h e  p e r i o d  i n  w h i c h  t h e  C o n v e r t i b l e  D e b t  is  

o u t s t a n d i n g ,  t h e  i n t e r e s t  r e c e i v e d  b y  t h e  S t a t e ,  a s s u m i n g  t h e  

e n t i r e  a m o u n t  i s  o u t s t a n d i n g ,  w o u l d  b e  a p p r o x i m a t e l y  $ 5 5  m i l l i o n .  

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

s t o c k  o f  a n y  s u c c e s s o r  c o r p o r a t i o n  t o  t h e  P a r t n e r s h i p .  A f t e r  

c o n v e r s i o n  t h e  S t a t e  w o u l d  r e c e i v e  a f i x e d  d i v i d e n d  o f  a p p r o x i ­

m a t e l y  $ 5 5  m i l l i o n ,  w h i c h  w o u l d  i n c r e a s e  a c c o r d i n g  t o  a n  a g r e e d  

u p o n  f o r m u l a  a s  t h e  p r o f i t s  o f  t h e  P r o j e c t  i n c r e a s e .

I n  r e c o m m e n d i n g  t h a t  A l a s k a ’s e q u i t y  p a r t i c i p a t i o n  t a k e  

t h e  f o r m  o f  a f i x e d  i n c o m e  s e c u r i t y  c o n v e r t i b l e  i n t o  e q u i t y  

u p o n  c o m p l e t i o n  o f  t h e  c o n s t r u c t i o n  p e r i o d ,  t h e  f o l l o w i n g  t w o  

c o n s i d e r a t i o n s  a->’e p a r t i c u l a r l y  i m p o r t a n t :

1. F o r m  o f  O w n e r s h i p  - T h e  S t a t e ,  a s  a  t a x - e x e m p t  

e n t i t y ,  c a n n o t  u t i l i z e  t h e  F e d e r a l  i n c o m e  t a x  b e n e f i t s  

r e l a t i n g  t o  c o n s t r u c t i o n  ( e . g . ,  t h e  I n v e s t m e n t  T a x  

C r e d i t  a n d  i n t e r e s t  a n d  o t h e r  d e d u c t i o n s )  w h i c h  w i l l  b e  

p a s s e d  t h r o u g h  t o  t h e  g e n e r a l  p a r t n e r s  i n  t h e  P a r t n e r s h i p .  

H o w e v e r ,  t h e s e  t a x  b e n e f i t s  a r e  s i g n i f i c a n t  t o  t h e  

t a x a b l e  g e n e r a l  p a r t n e r s  w h o  w i l l  p r o v i d e  1 1 ic p r i n c i p a l  

s o u r c e  o f  t h e  P r o j e c t ' s  e q u i t y  c a p i t a l .  T h u s ,  b y  

a l l o c a t i n g  t h e  t a x  b e n e f i t s  e x c l u s i v e l y  t o  t h e s e  t a x a b l e  

e n t i t i e s ,  t h e  f i n a n c i n g  o f  t h e  A l a s k a  s e g m e n t  w i l l  b e  

g r e a t l y  f a c i l i t a t e d  a t  n o  d i s a d v a n t a g e  t o  t h e  S t a t e .

I n  a d d i t i o n ,  b y  s t r u c t u r i n g  t h e  S t a t e ' s  p a r t i c i p a t i o n  

d u r i n g  t h e  c o n s t r u c t i o n  p e r i o d  a s  C o n v e r t i b l e  D e b t ,  a n y

B . Convertible Debt



c o n f l i c t  b e t w e e n  t h e  S t a t e ' s  r o l e  a s  a n  e q u i t y  i n v e s t o r  

a n d  i t s  r o l e  a s  a  r e g u l a t o r  w o u l d  b e  m i n i m i z e d .

2.  R e t u r n  o n  I n v e s t m e n t  - D u r i n g  c o n s t r u c t i o n ,  t h e  

r e t u r n  o n  t h e  g e n e r a l  p a r t n e r s '  i n v e s t m e n t  w i l l  b e  

c a p i t a l i z e d  a n d  s u b j e c t  t o  d o w n w a r d  a d j u s t m e n t s  d e p e n ­

d i n g  u p o n  t h e  r e l a t i o n s h i p  b e t w e e n  t h e  f i n a l  c o n s t r u c -

* /
t i o n  e s t i m a t e  a n d  t h e  a c t u a l  c o n s t r u c t i o n  c o s t s .

U p o n  c o m p l e t i o n  o f  c o n s t r u c t i o n  a n d  t h e  c o m m e n c e m e n t  o f  

o p e r a t i o n s ,  t h e  r e t u r n  o n  c o m m o n  e q u i t y  w i l l  b e  f i x e d  

b y  t h e  F E R C  ( e s t i m a t e d  a t  a p p r o x i m a t e l y  1 5 $ ) .  A  r e t u r n  

w i l l  b e  d i s t r i b u t e d  f i r s t  t o  t h e  h o l d e r s  o f  p a r t i c i ­

p a t i n g  p r e f e r r e d  e q u i t y ,  a n d  s e c o n d  t o  t h e  h o l d e r s  o f  

c o m m o n  e q u i t y ,  w i t h  t h e  a m o u n t s  t o  b e  d i s t r i b u t e d  t o  

h o l d e r s  o f  c o m m o n  e q u i t y  b a s e d  u p o n  t h e  c a s h  r e q u i r e m e n t s  

o f  t h e  P r o j e c t .  A s  a d e b t h o l d e r  d u r i n g  c o n s t r u c t i o n ,  

t h e  S t a t e ' s  r e t u r n  w i l l  b e  f i x e d  a n d  d i s t r i b u t e d  

c u r r e n t l y  a s  i n t e r e s t .  U p o n  t h e  c o m p l e t i o n  o f  c o n ­

s t r u c t i o n ,  t h e  S t a t e  w o u l d  h a v e  t h e  o p t i o n  o f  c o n v e r t i n g  

i t s  i n t e r e s t  i n t o  p a r t i c i p a t i n g  p r e f e r r e d  s t o c k  o r  t h e  

e q u i v a l e n t  l i m i t e d  p a r t n e r s h i p  i n t e r e s t .

•'•/ A  v a r i a b l e  r a t e  o f  r e t u r n  t o  e q u i t y  i n v e s t o r s  d u r i n g

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

P r e s i d e n t ' s  D e c i s i o n  a n d  t h e  d e t a i l s  t h e r e o f  a r e  b e i n g  

f o r m u l a t e d  b y  t h e  F E R C .
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C. T i m i n g  of A l a s k a ' s  I nv e s t m e n t s   £! —  ------------------------

T h e  d e b t  a n d  e q u i t y  f u n d s  t o  b e  r a i s e d  f r o m  a l l  P r o j e c t  

i n v e s t o r s  m u s t  b e  c o m m i t t e d  a t  t h e  s a m e  t i m e  a n d  r e m a i n  c o m m i t t e d  

d u r i n g  t h e  c o n s t r u c t i o n  p e r i o d .  T h e  e x a c t  t i m i n g  o f  a n y  d r a w ­

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

t h i n k i n g  i s  t h a t  d e b t  a n d  e q u i t y  f u n d s  w i l l  b e  d r a w n  d o w n ,  p r o ­

r a t a ,  a n d  i n v e s t e d  o v e r  t h e  p r o j e c t e d  t h r e e  y e a r  c o n s t r u c t i o n  

p e r i o d .  A c c o r d i n g l y ,  t h e r e  w i l l  b e  s o m e  f l e x i b i l i t y  a s  t o  w h e n  

A l a s k a ' s  e q u i t y - r e l a t e d  i n v e s t m e n t s  w o u l d  b e  m a d e  w i t h i n  t h e  

c o n s t r a i n t s  o f  t h e  f i n a l  c a p i t a l  d r a w d o w n  s c h e d u l e .



T h i s  S e c t i o n  r e c o m m e n d s  a  p l a n  f o r  i m p l e m e n t i n g  t h e  

S t a t e ' s  p a r t i c i p a t i o n  a n d  d i s c u s s e s  t h o  p e r t i n e n t  f i n a n c i a l ,  

l e g a l ,  a n d  a d m i n i s t r a t i v e  i s s u e s  o n  w h i c h  t h i s  r e c o m m e n d a t i o n  

i s  p r e d i c a t e d .

A .  E s t a b l i s h m e n t  o f  t h e  A u t h o r i t y

I t  i s  r e c o m m e n d e d  t h a t  t h e  S t a t e  e s t a b l i s h  t h r o u g h  

l e g i s l a t i o n  e n a c t e d  d u r i n g  t h e  c u r r e n t  l e g i s l a t i v e  s e s s i o n  a 

n e w  A u t h o r i t y  t o  a d m i n i s t e r  t h e  i s s u a n c e  o f  t a x - e x e m p t  r e v e n u e  

b o n d s  f o r  t h e  P r o j e c t .

T h e  e s t a b l i s h m e n t  o f  t h e  A u t h o r i t y  d u r i n g  t h e  c u r r e n t  

l e g i s l a t i v e  s e s s i o n  w o u l d  g r e a t l y  f a c i l i t a t e  t h e  f i n a n c i n g  a n d  

c o m p l e t i o n  o f  t h e  P r o j e c t .  I n  d o i n g  s o ,  t h e  S t a t e  w i l l  h a v e  

t a k e n  a n  i m p o r t a n t  f i r s t  s t e p  t o  p a r t i c i p a t e  i n  t h e  P r o j e c t ' s  

f i n a n c i n g .  T h i s  w i l l  b e  n o t  o n l y  o f  c o n s i d e r a b l e  s y m b o l i c  a n d  

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

f i n a n c i a l  p a r t i c i p a t i o n ,  b u t  it  i s  a p r e r e q u i s i t e  f o r  C o n g r e s ­

s i o n a l  a c t i o n  i n  t h i s  s e s s i o n  o f  C o n g r e s s  t o  a m e n d  S e c t i o n  1 0 3  

o f  t h e  C o d e .

1$. F u n d in g  the P u r c h a s e  of Se ri es  
B First Mori g a g e Pipe line Bonds

It lias been r e c o m m e n d e d  that the A u t h o r i t y  fund the 

p u r c h a s e  of $1.0 b i l li o n of Ser ie s H First M o r t g a g e  P i p e l i n e  

Bo nds t h ro u gh  the s i m u l t a n e o u s  sale of a like amount of Tax-
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E x e m p t  R e v e n u e  B o n d s .  T h e  p u r c h a s e  o f  t h e  S e r i e s  B F i r s t  

M o r t g a g e  P i p e l i n e  B o n d s  b y  t h e  A u t h o r i t y  w o u l d  b e  c o n t i n g e n t  

u p o n  a  s u c c e s s f u l  p l a c e m e n t  o f  t h e  T a x - F . x c m p t  R e v e n u e  3 o n d s  

w i t h  i n s t i t u t i o n a l  i n v e s t o r s .

S i n c e  t h e  P a r t n e r s h i p  i s  a  " n o n - e x e m p t  p e r s o n "  u n d e r  

S e c t i o n  1 0 3  o f  t h e  C o d e ,  i n t e r e s t  o n  A u t h o r i t y  B o n d s  c u r r e n t l y  

w o u l d  b e  s u b j e c t  t o  F e d e r a l  i n c o m e  t a x e s .  H o w e v e r ,  t h e  P r e s i ­

d e n t ’s  D e c i s i o n  a n d  t h e  i m p o r t a n c e  o f  t h e  P r o j e c t  t o  n a t i o n a l  

e n e r g y  p o l i c y  s t r o n g l y  s u g g e s t  A d m i n i s t r a t i o n  s u p p o r t  f o r  a n  

a m e n d m e n t  t o  S e c t i o n  1 0 3 .  A l a s k a  l e g i s l a t i o n  a u t h o r i z i n g  t h e  

A u t h o r i t y  t o  i s s u e  $ 1 . 0  b i l l i o n  o f  r e v e n u e  b o n d s  d u r i n g  t h i s  

s e s s i o n  i s  e s s e n t i a l  t o  a n y  e f f o r t  i n  C o n g r e s s  t o  a m e n d  S e c t i o n  

1 0 3 .

I t  i s  i m p o r t a n t  t o  p o i n t  o u t  t h a t  t h e  i s s u a n c e  o f  

T a x - E x e m p t  R e v e n u e  B o n d s  w o u l d  n o t  r e q u i r e  a d d i t i o n a l  S t a t e  

b a c k i n g .  T h e  t a x - e x e m p t  s t a t u s  o f  t h e  B o n d s  i n  a n d  o f  i t s e l f  

w o u l d  a s s u r e  t h a t  t h e  B o n d s  w o u l d  a p p e a l  t o  a  c l a s s  o f  i n v e s t o r s  

d i f f e r e n t  f r o m  t h o s e  w h o  w o u l d  p u r c h a s e  t h e  P r o j e c t ' s  F i r s t  

M o r t g a g e  P i p e l i n e  B o n d s .  M o r e o v e r ,  t h e  v a l u e  o f  a d d i t i o n a l  

c r e d i t  b a c k i n g  i n  r e d u c i n g  t h e  i n t e r e s t  r a t e  o n  t h e  A u t h o r i t y ' s  

T a x - E x e m p t  R e v e n u e  B o n d s  w o u l d  b e  n u l l i f i e d  b y  p r o p o s e d  T r e a s u r y  

D e p a r t m e n t  r e g u l a t i o n s  t h a t  w o u l d  l i m i t  t o  1 / 8  o f  I 5; t h e  s p r e a d  

b e t w e e n  t h e  t a x - e x e m p t  i n t e r e s t  o n  t h e  A u t h o r i t y ' s  R e v e n u e  

B o n d s  a n d  i n t e r e s t  i n c o m e  o n  t h e  S e r i e s  B  F i r s t  M o r t g a g e  P i p e ­

l i n e  B o n d s .  A c c o r d i n g l y ,  i t  h a s  b e e n  c o n c l u d e d  t h a t  a d d i t i o n a l  

s e c u r i t y  f o r  T a x - E x e m p t  R e v e n u e  B o n d s  w o u l d  b e  u n n e c e s s a r y  a n d  

a n  i n e f f i c i e n t  a l l o c a t i o n  o f  t h e  S t a t e ' s  c r e d i t  r e s o u r c e s .



-15

C. A l t e r n at iv es  for
Fund inn the Pu r ch as e  of C o n v e r t i b l e  Debt

T h e  f u n d i n g  o f  t h e  S t a t e ' s  e q u i t y - r e l a t e d  i n v e s t m e n t  

w i l l  i m p a c t  t h e  S t a t e ' s  a b i l i t y  t o  f i n a n c e  o t h e r  S t a t e  p r o g r a m s  

T h e r e f o r e ,  a l l  a l t e r n a t i v e s  f o r  i n v e s t m e n t  i n  t h e  P r o j e c t  

s h o u l d  b e  c a r e f u l l y  c o n s i d e r e d .  T h e  f o l l o w i n g  o u t l i n e s  s e v e r a l  

a l t e r n a t i v e s .

1.  F r o m  t h e  G e n e r a l  F u n d  a n d / o r  t h e  P e r m a n e n t  F u n d  - 

A t  J u n e  3 0 ,  1 9 7 7 ,  t h e  G e n e r a l  F u n d  I n v e s t m e n t  A c c o u n t  

h a d  a  b a l a n c e  o f  a p p r o x i m a t e l y  $ 6 2 3  m i l l i o n .  N e w  

l e g i s l a t i o n  c o u l d  a p p r o p r i a t e  a  s p e c i f i e d  a m o u n t  o f  

m o n i e s  f r o m  t h e  G e n e r a l  F u n d  f o r  t h e  p u r c h a s e  o f  t h e  

C o n v e r t i b l e  D e b t .

T h e  S t a t e  h a s  p r o j e c t e d  t h a t  f r o m  1 9 7 8  t h r o u g h  

1 9 8 2  t h e  P e r m a n e n t  F u n d  w i l l  r e c e i v e  a p p r o x i m a t e l y  $ 6 3 2  

m i l l i o n  f r o m  v a r i o u s  m i n e r a l  l e a s e  r e n t a l s ,  r o y a l t i e s ,  

r o y a l t y  s a l e  p r o c e e d s ,  F e d e r a l  m i n e r a l  r e v e n u e  s h a r i n g  

p a y m e n t s  a n d  b o n u s e s .  N e w  l e g i s l a t i o n  c o u l d  d i r e c t  t h e  

C o m m i s s i o n e r  o f  R e v e n u e  t o  e x e r c i s e  e x i s t i n g  s t a t u t o r y  

a u t h o r i t y  t o  t r a n s f e r  a  s p e c i f i e d  a m o u n t  o f  m o n i e s  f r o m  

t h e  P e r m a n e n t  F u n d  f o r  i n v e s t m e n t  i n  t h e  C o n v e r t i b l e  

D e b t .

The State could p u r c h a s e  $900 m i l l i o n  of the 

P r o j e c t' s C o n v e r t i b l e  Pebt with the m o n i e s  it rece iv es 

f ro m  the General Fund, the P e rm an e nt  Fund or a c o m b i n a­

tion thereof. Imp ortantly, the S t at e' s  c o m m i t m e n t  would 

not b e c om e bi nd in g  until all c o m m i t m e n t s  n e c e s s a r y  to



c o m p l c  t e  t h e  P r o j e c t  a r e  r e c e i v e d  a n d  a l l  c o n d i t i o n s  

n e c e s s a r y  t o  p r o t e c t  t h e  S t a t e ' s  i n v e s t m e n t  a r e  f u l f i l l e d .

U n t i l  t h e  S t a t e ' s  m o n i e s  a r c  d r a w n  d o w n  t o  f u n d  

i t s  c o m m i t m e n t  t o  t h e  P r o j e c t ,  t h e y  c o u l d  b e  i n v e s t e d  

i n  s h o r t  t e r m  s e c u r i t i e s  o f  t h e  U . S .  G o v e r n m e n t  o r  i t s  

a g e n c i e s .  T h i s  i s  s i g n i f i c a n t  b e c a u s e  t h e  i n c o m e  f r o m  

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

o r  u s e d  t o  f u n d  i t s  i n v e s t m e n t  i n  t h e  P r o j e c t .  A s s u m i n g  

t h e  l a t t e r ,  a  c o m m i t m e n t  b y  t h e  S t a t e  t o  i n v e s t  $ 5 0 0  

m i l l i o n  i n  t h e  P r o j e c t  f r o m  1 9 8 0 - 1 9 8 2  w o u l d  n o t  r e q u i r e  

t h a t  t h e  f u l l  $ 5 0 0  m i l l i o n  b e  t a k e n  f r o m  t h e  G e n e r a l  

a n d  P e r m a n e n t  F u n d s .  I f  m o n i e s  w e r e  e s c r o w e d  b y  t h e  

S t a t e  i n  e a r l y  1 9 7 9  a n d  i n v e s t e d  a t  a 6 - 1 / 2 %  r a t e  o f  

r e t u r n ,  t h e  S t a t e  c o u l d  m e e t  i t s  $ 5 0 0  m i l l i o n  c o m m i t ­

m e n t  i n  1 9 8 0 - 1 9 8 2  w i t h  a n  i n i t i a l  a p p r o p r i a t i o n  o f  

a p p r o x i m a t e l y  $'142 m i l l i o n .

1 /
2. F r o m  t h e  S a l e  o f  R e v e n u e  B o n d s

( a ) T a x a b l e  v s .  T a x  F x c i n p t

A s  p r e v i o u s l y  d i s c u s s e d ,  a s a l e  b y  t h e  S t a t e  

o f  t a x - e x e m p t  d e b t  t o  f u n d  i t s  p u r c h a s e  o f  C o n ­

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

a t t r a c t i v e  t h a n  a d i r e c t  i n v e s t m e n t ,  b y  t h e  S t a t e .  

S p e c i f i c a l l y ,  t h e  U . S .  T r e a s u r y  D e p a r t m e n t  h a s
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T h e  i s s u a n c e  o f  G e n e r a l  O b l i g a t i o n  B o n d s  t o  f u n d  t h e  

p u r c h a s e  o f  C o n v e r t i b l e  D e b t  w o u l d  r e q u i r e  t h o  a p p r o v a l  

o f  a m a j o r i t y  o f  t h e  v o t e s  o f  t h e  S t a t e  u n d e r  t i m e  

c o n s u m i n g  a n d  c o s t l y  b o n d  r e f e r e n d u m  p r o c e d u r e s  r e q u i r e d  

b y  t h e  A l a s k a  C o n s t i t u t i o n .  T h e i r  u s e  t h e r e f o r e  i s  n o t  

r e c o m m e n d e d .
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p r o p o s c d  a r b i t r a g e  r e g u l a t i o n s  t h a t  w o u l d  l i m i t  

t h e  p o s i t i v e  " s p r e a d "  b e t w e e n  t h e  y i e l d  o n  t h e  

C o n v e r t i b l e  D e b t  a n d  t h e  i n t e r e s t  p a i d  o n  t a x -  

e x e m p t  S t a t e  d e b t  t o  1 / 8  o f  1 % .  T h e  a r b i t r a g e  

r e g u l a t i o n s  d o  n o t  a p p l y  t o  t a x a b l e  d e b t .  A c c o r d i n g l y ,  

t h e  i s s u a n c e  o f  t a x a b l e  d e b t  w o u l d  b e  t h e  o n l y  

p r a c t i c a l  a l t e r n a t i v e  i f  f u n d s  o n  h a n d  a r e  n o t  

u t i l i z e d .

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

t i b l e  D e b t  a n d  t h e  i n t e r e s t  o n  s u c h  t a x a b l e  d e b t  

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

y i e l d  o n  t h e  C o n v e r t i b l e  D e b t  a n d  t h e  y i e l d  t h e  

S t a t e  i s  n o w  e a r n i n g  o n  i t s  e x i s t i n g  i n v e s t m e n t s  

o f  t h e  G e n e r a ]  a n d  P e r m a n e n t  F u n d s .  C o n s e q u e n t l y ,  

t h e  n e t  i n c o m e  t o  t h e  S t a t e  w o u l d  b e  s i g n i f i c a n t l y  

h i g h e r  i f  t h e  S t a t e ' s  p u r c h a s e  o f  t h e  C o n v e r t i b l e  

D e b t  w e r e  f i n a n c e d  f r o m  S t a t e  f u n d s  t h a n  i f  s u c h  

p u r c h a s e  w e r e  f i n a n c e d  f r o m  t h e  s a l e  o f  t a x a b l e  

S t a t e  d e b t .

(b) A d d i t i o n a l  C redit .backing for T a x a b l e
Revenue Bonds __________________________

In the event that A l a s k a  d e c i de s to fund all 

or a poruioi of its p u r c h a s e  of C o n v e r t i b l e  Debt 

th ro ug h a sa.ie of T a xa b le  Re ve nue Bonds, the 

S t a t e ' s  debt would be se c ur e d by C o n v e r t i b l e  Debt. 

However, to p r o v i d e  m e a n i n g f u l  a s s i s t a n c e  in 

f i n a n c i n g  the Project, it would be n e c e s s a r y  for
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t h e  S t a t e  t o  b a c k  i t s  t a x a b l e  d e b t  w i t h  a d d i t i o n a l  

s e c u r i t y  u n r e l a t e d  t o  t h e  P r o j e c t .

I f  t h e  S t a t e  e l e c t s  t o  i s s u e  T a x a b l e  R e v e n u e  

B o n d s ,  h o w e v e r ,  t h e  t w o  m o s t  r e a d i l y  a v a i l a b l e  

s o u r c e ?  o f  a d d i t i o n a l  S t a t e  b a c k i n g  a r e  t h e  P e r m a n ­

e n t  F u n d  a n d  t h e  S t a t e ' s  " m o r a l  o b l i g a t i o n . "  B o t h  

w o u l d  i n v o l v e  t h e  S t a t e ' s  c r e d i t  r e s o u r c e s .

( i )  P e r m a n e n t  F u n d  - L e g i s l a t i o n  c o u l d  

d i r e c t  t h e  C o m m i s s i o n e r  o f  R e v e n u e  t o  u t i l i z e  

a s s e t s  o f  t h e  P e r m a n e n t  F u n d  t o  m e e t  a n y  

d e f i c i e n c y  i n  T a x a b l e  R e v e n u e  B o n d  d e b t  

s e r v i c e ,  w h e t h e r  d i r e c t l y  f r o m  m o n i e s  c o n ­

t a i n e d  i n  t h e  P e r m a n e n t  F u n d  a n d  '1e d i c a t e d ,  

o r  i n d i r e c t l y  b y  d e d i c a t i n g  P e r m a n e n t  F u n d  

m o n i e s  t o  a  s p e c i a l  r e s e r v e  f u n d  t o  b e  u s e d

w h e n  n e e d e d  t o  m e e t  a n y  s u c h  d e f i c i e n c y .  I f

t h e  l a t t e r  a p p r o a c h  w e r e  a d o p t e d ,  t h e  s p e c i a l  

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

m a n n e r ,  t h a t  i s ,  b y  l e g i s l a t i v e l y  a u t h o r i z i n g  

t h e  C o m m i s s i o n e r  o f  R e v e n u e  t o  u s e  P e r m a n e n t  

F u n d  m o n i e s  f o r  s u c h  p u r p o s e .

(ii) "Moral O b l i g a t i o n of the State - It m a y

be a d v i s a b l e  to c o m b i n e  a d e d i c a t i o n  of the 

P er m an en t Fund wi t h a l e g i s l a t i v e  r e s o l u t i o n  

p l e d g i n g  the S t at e 's  moral o b l i g a t i o n  (r.ot 

its legal o b l i g a t i o n )  to a l l o c a t e  funds if
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t h e  S t a t e  t o  b a c k  i t s  t a x a b l e  d e b t  w i t h  a d d i t i o n a l  

s e c u r i t y  u n r e l a t e d  t o  t h e  P r o j e c t .

I f  t h e  S t a t e  e l e c t s  t o  i s s u e  T a x a b l e  R e v e n u e  

R o n d s ,  h o w r / e r ,  t h e  t w o  m o s t  r e a d i l y  a v a i l a b l e  

s o u r c e s  o f  a d d i t i o n a l  S t a t e  b a c k i n g  a r e  t h e  P e r m a n ­

e n t  F u n d  a n d  t h e  S t a t e ' s  " m o r a l  o b l i g a t i o n . "  B o t h  

w o u l d  i n v o l v e  t h e  S t a t e ' s  c r e d i t  r e s o u r c e s .

( i )  P e r m a n e n t  F u n d  - L e g i s l a t i o n  c o u l d  

d i r e c t  t h e  C o m m i s s i o n e r  o f  R e v e n u e  t o  u t i l i n e  

a s s e t s  o f  t h e  P e r m a n e n t  F u n d  t o  m e e t  a n y  

d e f i c i e n c y  i n  T a x a b l e  R e v e n u e  B o n d  d e b t  

s e r v i c e ,  w h e t h e r  d i r e c t l y  f r o m  m o n i e s  c o n ­

t a i n e d  i n  t h e  P e r m a n e n t  F u n d  a n d  d e d i c f t e d ,  

o r  i n d i r e c t l y  b y  d e d i c a t i n g  P e r m a n e n t  F u n d  

m o n i e s  t o  a s p e c i a l  r e s e r v e  f u n d  t o  b e  u s e d

w h e n  n e e d e d  t o  m e e t  a n y  s u c h  d e f i c i e n c y .  I f

t h e  l a t t e r  a p p r o a c h  w e r e  a d o p t e d ,  t h e  s p e c i a l  

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

m a n n e r ,  t h a t  i s ,  b y  l e g i s l a t i v e l y  a u t h o r i s i n g  

t h e  C o m m i s s i o n e r  o f  R e v e n u e  t o  u s e  P e r m a n e n t  

F u n d  m o n i e s  fc r s u c h  p u r p o s e .

(ii) "Moral O b l igation of t h e S t a t e  - It m ay

be a d v i s a b l e  to c o mb i ne  a d e d i c a t i o n  of the 

P e r m a n e n t  Fund with a l e g i s l a t i v e  r e s o l u t i o n  

p l e d g i n g  the State's  moral o b l i g a t i o n  (not 

its imgal obl ig at ion) to a l l o c a t e  funds if
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a n d  w h e n  i t  s h o u l d  b e c o m e  n e c e s s a r y  t o  m e e t  a 

d e f i c i e n c y  i n  T a x a b l e  R e v e n u e  B o n d  d e b t  

s e r v i c e .

M o r a l  o b l i g a t i o n  b o n d s  h a v e  t r a d i t i o n a l l y  

b e e n  u s e d  t o  f i n a n c e  p u b l i c  p u r p o s e  p r o j e c t s  

s u c h  a s  h o u s i n g ,  h e a l t h  c a r e  a n d  e d u c a t i o n a l  

f a c i l i t i e s .  A p p r o x i m a t e l y  $ 1 0  b i l l i o n  o f  t h e  

t o t a l  $ 2 5 0  b i l l i o n  t a x - e x e m p t  m u n i c i p a l  b o n d s  

c u r r e n t l y  o u t s t a n d i n g  a r e  b a c k e d  b y  a m o r a l  

o b l i g a t i o n  p l e d g e .  T h e  S t a t e  o f  A l a s k a  h a s  

$ 2 4 0  m i l l i o n  o f  b o n d s  o u t s t a n d i n g ,  i s s u e d  b y  

t h e  A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a t i o n  a n d  

t h e  A l a s k a  M u n i c i p a l  B o n d  B a n k  A u t h o r i t y ,  

w h i c h  a r c  t h e  t y p e  o f  b o n d s  t h a t  m a y  b e  

c o n s i d e r e d  t o  b e  m o r a l  o b l i g a t i o n  b o n d s .



a p p e n d i x



t a o l e  s u ^ a r i : e s , b y  cegr.cnt, : 

e s t i m a t e d  c a p i t a l  r e q u i r e m e n t s  u n d e r  the S y s t e m  d e s i g n  

d e s c r i b e d  i n  t h e  P r e s i d e n t ' s  D e c i s i o n :

A l a s k a n

C a n a d i a n  

E a s t e r n  L e g  

W e s t e r n  L e g  

T o t a l

L i n e
M i l e s

•

73.1

2 , 0 2 5

1 , 1 1 7

911

4 , 7 8 7

T o t a l  
(in 3illicr,s;

$ 3 . 7

4 . 0

•1.7

9

$ 1 0 . 3 *

It s h o u l d  be n o t e d  t h a t  t h e s e  d o l l a r  a m o u n t s  do 

n o t  r e f l e c t  p r e - d e l i v e r y  o f  A l b e r t a  g a s ,* * m i n o r  r e - r c u t i :  

o f  t h e  l i n e ,  o r  d e s i g n  c h a n g e s  c o n s i s t e n t  w i t h  th:

C a n a d i a n  negotiat i o n s . :  f i n a l  c o s t  e s t i m a t e s  of the Pro ’

w i l l  n o t  be a v a i l a b l e  u n t i l  f u l l  a g r e e m e n t  is. r e a c h e d  or. 

S y s t e m  d e s i g n ,  g o v e r n m e n t a l  r e q u i r e m e n t s  a r e  d e f i n e d  a n d  

d e f i n i t i v e  e n g i n e e r i n g  is c o m p l e t e d .

1 9 7 5  c o l l a r s  a d j u s t e d  for a s s u m e  
c o m p l e t i o n  o f  the P r o j e c t .

c. ' .1.3. : : c n  i ..it 3 li c n

* ■* T fxr a g r e e m e n t  is reac.oec tar tne 
o f  e x c e e  c u r r e n t  s u p p l i e s  o f  A i d e  
t i o n  of c e r t a i n  s o u t h e r n  p o r t i o n s  
b e  a c c e l e r a t ’d , r e s u l t i n g  in l o w e r  
f o r  c e r t a i n  S o u t h e r n  m o r t i c e s  of t

3  Cz C

t n e  c o n s t :  

. p e 1 1 r. e w  i ;
v-pr y  ̂  -'or-n;
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T h e  c a p i t a l  f o r  t h e  P r o j e c t  is to be.- r a i s e d  or.

r

p r o j e c t  f i n a n c i n g  b a s i s .  T h a t  i s /  t h e  P r o j e c t ' s  d e b t

s e r v i c e  a n d  r e t u r n  o n  e c u i t y  w i l l  he p r o v i d e d  s o l e l v  -by

cash, flow- g e n e r a t e d  f r o m  t h e  P r o j e c t ' s  o p e r a t i o n s .  CTree

t h e  p r o p o s e d  f i n a n c i n g  p l a n ,  f i r s t  s u f f i c i e n t  f u n d s  w i l l

c o m m i t t e d  t o  a s s u r e  c o m p l e t i o n  o f  t h e  P r o j e c t .  T h e n ,  up

c o m p l e t i o n ,  t h e  P r o j e c t 's .s p o n s o r s  w i l l  h a v e  c o n t r a c t u a l
• * '

a r r a n g e m e n t s  u n d e r  a F e d e r a l  E n e r g y  R e g u l a t o r y  C c m m i s s i c

("FERC") a p p r o v e d  t a r i f f  p r o v i d i n g  f o r  s u f f i c i e n t  f u n d s

• « 4

• c o v e r  d e b t  s e r v i c e  and- a n  a t t r a c t i v e  r a t e  of r e t u r n  to t

e q u i t y  i n v e s t o r s .

ce

so

C o m p l e t i o n  o f  C o n s t r u c t i o n  - F i r s t ,  b e f o r e  c o n s t r u c ­

t i o n  becrins, c o m m i t m e n t s  w i l l  be o b t a i n e d  o r o v i c i n c  

f o r  a n  a m o u n t  o f  c a p i t a l  l a r g e  e n o u g h  to a s s u r e  a l l  

i n v e s t o r s  t h a t  t h e r e  w i l l  be s u f f i c i e n t  f u n d s  to c o m ­

p l e t e  t h e  P r o j e c t .  T h e  s i z e - o f  t h i s  c o m m i t t e d  p o o l  

w i l l  b e  d e t e r m i n e d  t h r o u g h  n e g o t i a t i o n s -  w i t h  l e n d e r s  

a n d  i n v e s t o r s ,  b u t  w i l l  r e f l e c t  e v a l u a t i o n s  c f  the 

P r o j e c t ' s  f i n a l  c o s t  e s t i m a t e  a n d  the e s t i m a t i n g  p r o­

c e d u r e s  u s e d  to d e v e l o p  it. T h e s e  e v a l u a t i o n s  w i l l  

f i r s t  i d e n t i f y  t h e  v a r i a b l e s  t h a t  c o u l d  a t f a c e  the 

P r o j e c t ' s  c a p i t a l  c o s t  (i . e . , i n f l a t i o n ,  d e l a y s ,  ess 

T h e n ,  u s i n g  p r o b a b i l i t y  a n a l y s e s ,  a p e r c e n t a g e  amcun: 

o v e r  a n d  a b o v e  the f i n a l  c a p i t a ,  e s t i m a t e  w i l l  be 

d e t e r m i n e d  so as to r e d u c e  to s e r o  (or as a p r a c s i c a !



m a t t e r  a s  c l o s e  tc z e r o  as c o s s i t i e ) t h e  p r o b a b i l i t v  

o f  h a v i n g  m s u f ' f  icier, t c a p i t a l  to c o m p l e t e  the F r o  

It is t h i s  p e r c e n t a g e  a m o u n t  t h a t  w h e n  a d d e d  to the 

f i n a l  c o s t  e s t i m a t e  w i l l  c o n s t i t u t e  t h e  t o t a l  c a p i t a l  

p o o l  to a s s u r e  completion, o f  t h e  P r o j e c t  u n d e r  ar.y a n d  

a l l  c i r c u m s  tar.cas.

t

P i p e l i n e  O p e r a t i o n s  - S e c o n d ,  the P r o j e c t ' s  o p e r a t i n g

e n t i t i e s '  w i l l  e x e c u t e  serr/ice a g r e e m e n t s  t h a t ,  upcr.

c o m p l e t i o n  o f  t h e  P r o j e c t , •w i l l  u n c o n d i t i o n a l l y  b i n d  
* * 

p u r c h a s e r s  o f  P r u d h c e  B a y  gas to p a y  a F E R C  a p p r o v e d

t r a n s p o r t a t i o n  t a r i f f  t h a t  r e f l e c t s 't h e  f i n a l  c o s t  of

the p r o p o s e d  t a r i f f  w i l l

p r o v i d e  s u f f i c i e n t  f u n d s  to m e e t  a i l  d e b t  s e r v i c e ,  and

w i l l  be b i n d i n g  e v e n  in t h e  u n l i k e l y  e v e n t  c f  s e r v i c e

i n t e r r u p t i o n  a n d  n o n - d e l i v e r y  c f  gas.

•As p r e s e n t l y  e n v i s i o n e d ,  t h e  c a p i t a l  f o r  

c o n s t r u c t i n g  t h e  P r o j e c t  w i l l  be r a i s e d  t h r o u g h  the s a l e  

o f  e q u i t y  a n d  d e b t  s e c u r i t i e s .  T h e s e  s e c u r i t i e s  w i l l  be 

d e s i g n e d  a t  the t i m e  o f  i s s u a n c e  to c o m p e t e  s u c c e s s f u l l y  in 

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

o f f e r  the a p p r o p r i a t e  m a r k e r  r a t e s  c f  r e t u r n .  U n d e r  c u r r e n t  

m a r k e r  c o n d i t i o n s ,  the d e b r  m i g h t  c a r r y  a n  ir.teresr .rate of 

a p p r o x i m a t e l y  101. A s  f o r  t h e  e q u i t y  r a r e  c f  r e t u r n ,  in 

p r e v i o u s  f i l i n g s  a n d  s t u d i e s  w i t h  FZP.u, N o r t h w e s t  A l a s k a n

1 
J

.



h a s  a s s u m e d  a 15% r a t e  o f  r e t u r n .  A  s u b s t a n t i a l  p o r t i o n  of 

t h a t  r e t u r n  w o u l d  be p a i d  c u t  a n n u a l l y  as d i v i d e n d s  tc t h e  

e q u i t y  i n v e s t o r s .

W h i l e  t h e  p e r c e n t a g e  b r e a k d o w n  b e t w e e n  t h e  e c u i t v  

a n d  d e b t  a s  w e l l  as t h e  t i m i n g  o f  a n y  t a k e d o w n s  w i l l  be 

s u b j e c t  to m a r k e t  c o n d i t i o n s ,  t h e  f i n a l  c o m p o s i t i o n  o f  t h e  

i n v e s t o r  g r o u p ' a n d  other* f a c t o r s ,  t h e  f u n d a m e n t a l  e l e m e n t  

o f  t h e  f i n a n c i n g  p l a n  is t h a t  a l l  funds' —  e q u i t y  a n d  d e b t  

m u s t  b e  f i r m l y  c o m m i t t e d  a t  the o u t s e t  ar.d t h r o u g h o u t  t h e  

c o n s t r u c t i o n  p e r i o d .

A l t h o u g h  i t  is p r e s e n t l y  c o n t e m p l a t e d  t h a t  the 

s p o n s o r s  o f  e a c h  s e g m e n t  o f  t h e  P r o j e c t  w i l l  be r e s p o n s i b l e  

f o r  .s e p a r a t e l y  f i n a n c i n g  its r e s p e c t i v e  c a p i t a l  c o s t s ,  t h e  

p l a n  o u t l i n e d  a b o v e  r e q u i r e s  t h a t  a l l  f i n a n c i n g  f o r  the 

P r o j e c t  b e  c l o s e l y  c o o r d i n a t e d .  S i n c e  N o r t h w e s t  A l a s k a n ’s 

t a r i f f  p a y m e n t s  w i l l  n o t  b e g i n  u n t i l  a l l  s e g m e n t s  c f  the 

P r o j e c t  a r e  c o m p l e t e d ,  l e n d e r s  a n d  i n v e s t o r s  u n d o u b t e d l y  

w i l l  r e q u i r e  t h a t  s u f f i c i e n t  f u n d s  ( w h e t h e r  t h e y  a r e  r a i s e d  

s e p a r a t e l y  o r  not) be a v a i l a b l e  to c o m p l e t e  a l l  s e g m e n t s .  

T h u s ,  c l o s e  c o o r d i n a t i o n  b e t w e e n  t h e  s e g m e n t s  is e s s e n t i a l .

In t h i s  r e g a r d ,  the p r o b a b i l i t y  c f  a d d i t i o n a l  

c o s t s  a b o v e  t h e  f i n a l  e s t i m a t e  is c u r r e n t l y  p e r c e i v e d  by
t

l e n d e r s  to be h i c h e r  fcr the A l a s k a n  s e c m e n t  ar.c Y u k o n

-  I I  -4
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A l t h o u g h  n a t u r a l  g a s  t r a n s m i s s i o n  c o m p a n i e s  w i l l  be t h e  

p r i n c i p a l  p u r c h a s e r s  o f  t h e  e q u i t y  s e c u r i t i e s  a n d  i n s t i t u­

t i o n a l  l e n d e r s  t h e  p r i n c i p a l  p u r c h a s e r s  o f  debt, s e c u r i t i e s ,  

t h e  s i z e  o f  t h e  P r o j e c t ,  c o m p a r e d  w i t h  t h e  i n d i v i d u a l  a n d  

c o l l e c t i v e  f i n a n c i a l  s t r e n g t h  o f  t h e  s p o n s o r s ,  n e c e s s i t a t e s  

as b r o a d  a b a s e ’o f  f i n a n c i a l  s u p p o r t  a s  p o s s i b l e .  C o n s e­

q u e n t l y ,  t h e  f i n a n c i n g  p l a n  is p r e d i c a t e d  o n  t h e  b a s i s  

t h a t  a l l  b e n e f i c i a r i e s  p a r t i c i p a t e  in t h e  financing.- The.se 

b e n e f i c i a r i e s  w o u l d  i n c l u d e  t h e  s p o n s o r s ,  the p r o d u c e r s ,  

t h e  s u p p l i e r s  a n d  t h e  S t a t e  o f  A l a s k a .  T h e  f o l l o w i n g  is a 

l i s t - o f  the v a r i o u s  i n v e s t o r  c l a s s e s  w h i c h  w i l l  be a s k e d  to 

c o m m i t '  to p u r c h a s e  Pro'ject s e c u r i t i e s :

U . S .  T r a n s m i s s i o n  C o m p a n i e s

C a n a d i a n  T r a n s m i s s i o n  C o m p a n i e s

U.S. B a n k s

C a n a d i a n  B a n k s

U . S .  L o n g - T e r m  L e n d e r s

C a n a d i a n  L c n g - T a r m  L e n d e r s

P r o d u c e r s ,  S u p p l i e r s ,  A l b e r t a  5 O t h e r s

A l a s k a

It s h o u l d  be n o t e d  t n a a  a i l  i n v e s t o r s  w i l l  be 

c a l l e d  upcr. 1 0  f u n d  t h e i r  c o m m i t m e n t s  to- the P r o j e c t  as 

c o n s o r u c s i c r  p r o c e e d s . B e c a u s e  the c o m m i t t e d  c a p i t a l  p;

r.ecsssarv to c c m c l e t ew i l l  r e f l e c t  t h e  a m o u r s ere P r o j e c t ,

I— — — a— BT.'.-M s -ir;nT





T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

T E N T H  L E G I S L A T U R E

F I S C A L  N O T E

R E Q U E S T  ^
B i l l /Reso lu t ion No.
Tit le An  A c t  c r e a t i n g  t h e  A l a s k a  G a s  P i p e l i n e  F i n a n c i n g  A u t h o r i t y  
Requested hv G o v e r n o r ' s  O f f i c e  ; D a te_______________

II. F I S C A L  D E T A I L  
Agency Af fected _ R e v e n u e

Program Category Af fected_
Budget Request Un i t (s )  Af fected

E X P E N D IT U R E S  (Thousands o f  Do l la rs )  

F Y  78 F Y  79 F Y  80 F Y  81 F Y  8 2 F Y  83
100 P E R S O N A L  S E R V IC E S
200  T R A V E L
300  C O N T R A C T U A L *
4 0 0  C OM M O D IT IE S
500  E Q U IPM EN T
600  LA N D  & S T R U C T U R E S
700  G R A N TS .  C LA IM S .  ETC.

T O T A L - 0 - - 0 - - 0 - - 0 - - 0 -

F U N D IN G  (Thousands o f  Do l la rs )

G E N E R A L  F U N D - 0 - - 0 - - 0 - - 0 - - 0 -
F E D E R A L  F U N D S
O T H E R  (Speci fy )

o s r n o N S

F I JLL  TIME
PA RT  T IM E
T E M P O R A R Y

I. A N A L Y S I S  (See Fiscal Note Preparat ion Inst ructions,  Section I I I )

IV .  D A T E  _  f y ? r i  1 2 0  , . 1 9 / 8

Original: Legislative Finance

cc: Budget and M a n a g e m e n t

Prime Sponsor (First Legislator N a m e d )

P R E P A R E D  B Y
A G EN C Y  _______
PHONE  _________

Do pa rtn lent o f R e v o n  up 
1 6 5 - 2 3 0 0

3 3 - 0 0 1  (Rev. 12/77)
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I n t r o d u c e d :  4 / 2 0 / 7 8
R e f e r r e d :  R e s o u r c e s  a n d  F i n a n c e

BY THE RULES COMMITTEE BY 
IN THE SENATE REQUEST OF THE GOVERNOR

SENATE CONCURRENT RESOLUTION NO. 102 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE - SECOND SESSION

Relating to a direct investment 

by the state in the Alaska natural 

gas pipeline project.

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

WHEREAS, Northwest Alaskan Pipeline Company has been selected by the 

President and the Congress of the United States to construct a pipeline to 

transport Alaskan natural gas from Prudhoe Bay to markets in the lower 48 

states; and

WHEREAS, the cost of the project is estimated to be 10.5 billion 

dollars, 3.7 billion dollars of which will be used to construct over 700 

miles of pipeline in Alaska; and

WHEREAS, timely completion of the Alaska Highway Natural Gas project 

to transport North Slope natural gas is a matter of vital concern to the 

nation's energy future; and

WHEREAS, construction of the project will produce important social and 

economic benefits for the people of Alaska, including approximately 20,000 

new jobs, increased state and local tax revenue, enhanced availability of 

natural gas for Alaskan communities, and stimulus and ex~ansion oj. private 

enterprise, including greater potential for development of in-state m a n u­

facturing, refining, and processing facilities; and

WHEREAS, Northwest Alaskan Pipeline Company has advised the state that 

it would be of substantial assistance to the company in constructing the 

gas line if the state were to provide financial aid, both through the means 

of creating an authority with the power to issue tax-free bonds for invest­

ment in the pipeline and through the means of direct investment in the

- 1 " S C R  102
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pipeline; and

WHEREAS, Northwest Alaskan Pipeline Company has asserted that a direct 

investment in the pipeline would be beneficial to Alaska, not only because

it would hasten the construction of the pipeline, but because it would

create a substantial return to Alaskans on the dollars invested; and

WHEREAS, unlike the creation of an authority to issue tax-free bonds, 

a direct investment would be a direct commitment of taxpayers1 funds to the 

project and should only be undertaken afcer the legislature and the admini­

stration have had an opportunity to completely review all the economic data

pertaining to the pipeline, as well as the final financial plan for construc­

tion of the pipeline; and

W H E R E A S , decision by the state not later than the first quarter of 

1979 to participate in the direct financing of the project will materially 

assist the project, and thereby realize the potential benefits of the 

project for Alaskans;

BE IT RESOLVED by the Alaska State Legislature that

(1) under provisions of AS 24.20.'C10 and Rule 48(c), Uniform 

Rules of the Alaska State Legislature, the Legislative Council is directed 

to establish a joint interim committee on gas pipeline financing, consisting 

of three members from each house of the legislature, to review and consider 

a possible direct investment by the State of Alaska in the pipeline project;

(2) the governor, in consultation with the committee, is respect­

fully requested to determine if direct: state financial participation in the

project ippears to be in the best interest of the state;

(3) if it is decermined that such participation is desirable, 

the governor, again in consultation with the committee, is respectfully 

requested to negotiate and enter into a specific agreement for direct state 

financial participation; and

(4) if such an agreement is entered into, it must be submitted

S C R  102
-2-



to the legislature not later than the 15th day of the 1979 legislative 

session for approval by law.

-3-
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M E M B E R S  S I G N I N G  DO PASS: O T H E R  R E C O M M E N D A T I O N S :
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O r i g i n a l  s p o n so r :  R o l e s  C o m m i t t e e  by
r e q u e s t  of the G o v e r n o r

i ; IN THE SENATE BY THE FINANCE COMMITTEE
HOUSE CS FO R C S  FOR SENATE B I L L  NO. 603  

IN  THE LEGISLATURE OF TIIE STATE OF ALASKA 
TENTH LEGISLATURE -  SECOND SESSION  

A B I L L
Fo r  an A c t  e n t i t l e d :  "An A c t  c r e a t i n g  t h e  A l a s k a  Gas P i p e l i n e  F i n a n c i n g

A u t h o r i t y :  and p r o v i d i n g  f o r  an e f f e c t i v e  d a t e . "
BE I T  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

jj
* S e c t i o n  1 .  AS An i s  amended by a d d i n g  a new c h a p t e r  t o  r e a d :

S e c .  A A . 5 5 . 0 1 0 .  LEGISLATIVE F INDINGS .  The l e g i s l a t u r e  f i n d s  t h a t  
i. ( 1 )  i f  t h e  s t a t e  makes a f i n a l  d e t e r m i n a t i o n  t h a t  p r o d u c t i o n
i;< o f  n a t u r a l  gas  f r om  t h e  P r u d h o c  Bay r e s e r v o i r  w i l l  be c o n s i s t e n t  w i t h

o p t i m a l  r e c o v e r y  o r  o i l  and  g a s  f r om  t h e  r e s e r v o i r ,  and i f  t h e  C ong re s s  
o f  t h e  U n i t e d  S t a t e s  and f e d e r a l  r e g u l a t o r y  a g e n c i e s  t a k e  f a v o r a b l e  
a c t i o n  w i t h  r e s p e c t  t o  m a t t e r s  o f  A l a s k a  n a t u r a l  gas  p o l i c y ,  t h en  t im e l y  
c o n s t r u c t i o n  o f  t h e  A l a s k a  H ighway  N a t u r a l  Gas P i p e l i n e  P r o j e c t  w i l l  be  
i n  t h o  h o s t  i n t e r e s t  o f  t h e  s t a t e  and o f  t h e  U n i t e d  S t a t e s ;

( 2 )  s t a t e  a s s i s t a n c e  t o  t h e  f i n a n c i n g  o f  d i e  p r o j e c t  w i l l  
p r om o t e  an  e s s e n t i a l  p u b l i c  p u r p o s e  i n  a s s u r i n g  t i m e l y  t r a n s p o r t a t i o n  t o  
m a rk e t  o f  P r u d h o c  Bay n a t u r a l  g a s ;

( 3 )  t h e  p r o j e c t  i s  e s s e n t i a l  t o  t h e  d e v e l o pm en t  oi  t h e  n a t u -

I*

r a l  r e s o u r c e s  and t h e  l o n g - t e r m  e c o n om i c  g r ow th  o f  t h e  s t a t e ,  and w i l l  
d i r e c t l y  and i n d i r e c t l y  p r o v i d e  emp loymen t  i n  Live s t a t e ;

(A )  a d d i t i o n a l  b e n e f i t s  t o  A l a s k a  f r om  the  ’p r o j e c t  i n c l u d e  
i n c r e a s e d  state and l o c a l  t a x  r e v e n u e s ,  e n h an c e d  a v a i l a b i l i t y  o f  n a t u r a l  
ga s  f o r  A l a s k a  c o a r u a n i t i . e s ,  and s t i m u l u s  and e x p a n s i o n  o f  the  p r i v a t e  
s e c t o r  e conomy , i n c l u d i n g  g r e a t e r  p o t e n t i a l  f o r  d e v e l o pm en t  o f  i n - s t a t e  
m a m i f a c t n r j u g ,  r e f i n i n g  and p r o c e s s i n g  f a c i l i t i e s ;

( 5 )  cons t  r u c t i o n  o f  t h o  p r o j e c t ,  i s  a  n a t t e r  o f  stattswi.
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c o n c e r n ;  t h e r e ,  i s  no e x i s t i n g  g e n e r a l  l a w  a d e q u a t e  f o r  t h e  p u r p o s e  o f  

a s s i s t i n g  w i t h  f i n a n c i n g  o f  t h e  p r o j e c t ,  as p r o v i d e d  i n  t h i s  c h a p t e r ;

( 6 )  i t  i s  a p u b l i c  p u r p o s e  o f  t h e  S t a t e  o f  A l a s k a  t o  p r o m o t e  

t i m e l y  c o m p l e t i o n  o f  t h e  p r o j e c t  t h r o u g h  t h e  c r e a t i o n  o f  a n  i n s t r u m e n ­

t a l i t y  em po v re re d t o  s e l l  r e v e n u e  b o n d s ,  t h e  i n t e r e s t  o n w h i c h  i s  e x e m p t 

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

l a t e d  p e r s o n  a s t h e s e  t e rm s  a r e  d e f i n e d  i n  s e c .  10 3 o f  t h e  I n t e r n a l  

R e v e n u e  Code o f  1 9 5 4 a s  am e n d e d , a n d  t o  u s e  t h e  p r o c e e d s  t o  p u r c h a s e  o r  

o t h e r w i s e  a c q u i r e  o b l i g a t i o n s  i s s u e d  w i t h  r e s p e c t  t o  t h e  p r o j e c t ;

( 7 )  a n  am e n dm e n t b y  A c t  o f  C o n g r e s s  t o  s e c .  10 3 o f  t h e  I n ­

t e r n a l  R e v e n u e  C o de o f  1 9 5 4 a s am e n d e d i s  r e q u i r e d  i f  t h e  a u t h o r i t y  i s  

t o  be. em p o w e re d  t o  s e l l  r e v e n u e  b o n d s ,  t h e  i n t e r e s t  o n  w h i c h  i s  e x e m p t 

f r o m  f e d e r a l  i n c o m e  t a x  a n d  t h a t  t h e  a u t h o r i t y  s h o u l d  b e  e s t a b l i s h e d  r n  

t h e  e v e n t  C o n g r e s s  d o e s  d e c i d e  t h a t  t h e  am e n dm e n t w o u l d  h e i n  t h e  

n a t i o n a l  i n t e r e s t ;

( 8 )  t h e  e s t a b l i s h m e n t  o f  t h e  a u t h o r i t y  a s c o n t a i n e d  i n  t h i s  

c h a p t e r  s h a l l  h e t h e  s t a t e ' s  s o l e  d i r e c t  o r  i n d i r e c t  f i n a n c i a l  s u p p o r t  

o f  th e . p r o j e c t  u n l e s s  t h e  l e g i s l a t u r e  a p p r o v e s  c q u i l y - r e l a t  d s t a t e  

f i n a n c i n g  i n  t h e  a m o u n t o f  $ 5 0 0 , 0 0 0 , 0 0 0 ,  as s u b s t a n t i a l ! y  d e s c r i b e d  i n  

"A  P l a n  f o r  A l a s k a ' s  F i n a n c i a l  P a r t i c i . p a i . i c m  i n  t h e  A l a s k a  H i g h w a y  

P i p e l i n e  P r o j e c t "  d a t e d  A p r i l  1 7 , 1 9 7 8 .

( 9 )  e s t a b l i s h m e n t  o f  t h e  a u t h o r i t y  as c o n t a i n e d  i n  t h i s  

c h a p t e r  c o n s t i t u t e s  n o w a i v e r ,  e i t h e r  e x p l i c i t  o r  i m p l i e d ,  o f  v a l i d  

s t a t e  l a w s  o r  r e g u l a t i o n s ,  o r  o f  t h e  s t a t e ' s  p o w e r  t o  m ake s u c h  la w s  o r  

r e g u l a t i o n s  a s i t  c o n s i d e r s  n e c e s s a r y ;

( 1 0 )  t h e  b e s t  i n t e r e s t s  o f  t h e  p r o j e c t  s p o n s o r s  a n d t h e  s t a t e  

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

t o  m a j o r  c o r p o r a t e  a c t i v i t i e s  i n  t h e  S t a t e  o f  A l a s k a  t o  s e r v e  on t h e  

b o a r d  o f  P a r t n e r s  o f  L i re A l a s k a n  N o r t h w e s t  N a t u r a l  Gas T r a n s p o r t a t i o n



I ■
( 1 1 )  c e r t a i n  c o m m u n i t i e s ,  e s p e c i a l l y  t h o s e  l o c a t e d  n e a r  t h e  

p r o p o s e d  p i p e l i n e  r i g h t - o f - v ; a y , w i l l  b e a r  a  d i s p r o p o r t i o n a t e  s h a r e  o f  

t h e  s o c i a l  a n d  e c o n o m i c  c o s t s  o f  t h e  p r o j e c t  a n d  t h e  s t a t e  a n d  t h e  

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

i n  p r e d i c t i n g ,  p r e p a r i n g  f o r  a n d  m i n i m i z i n g  t h e s e  c o s t s ;

( 1 2 )  r e a l i z a t i o n  o f  t h e  s t a t e  a n d  n a t i o n a l  i n t e r e s t s  e n u m e r ­

a t e d  i n  t h i s  s e c t i o n  i s  d e p e n d e n t  o n  t h e  s t a t e  m a k i n g  a  q u a n t i f i a b l e  

j u d g m e n t  d e t e r m i n a t i o n  a s  t o  t h e  a m o u n t  o f  n a t u r a l  g a s  t h a t  c a n  b e  

p r o d u c e d  f r o m  P r u d h o e  B a y  c o n s i s t e n t  w i t h  o p t i m a l  r e c o v e r y  o f  o i l  a n d  

g a s  r e s e r v e s  f r o m  t h e  P r u d h o e  B a y  r e s e r v o i r ,  a n d  u p o n  f a v o r a b l e  r e s o ­

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

p e r t a i n i n g  t o  t h e  p r o d u c t i o n ,  t r a n s p o r t a t i o n  a n d  s a l e  o f  N o r t h  S l o p e  

n a t u r a l  g a s .

S e c .  4 4 . 5 5 . 0 2 0 .  C R E A T I O N  OF  A U T H O R I T Y .  T h e r e  i s  c r e a t e d  t h e  

A l a s k a  C a s  P i p e l i n e  F i n a n c i n g  A u t h o r i t y .  T h e  a u t h o r i t y  i s  n  p u b l i c  

c o r p o r a t i o n  o f  Lire s t a t e .  I t  i s  a n  i n s t r u m e n t a l i t y  o f  t h e  s t a t e  w i t h i n  

t h e  D e p a r t m e n t  o f  R e v e n u e ,  b u t  h a s  a  l e g a l  e x i s t e n c e  i n d e p e n d e n t  o f  a n d  

s e p a r a t e  f r o m  t h e  s t a t e .  E x e r c i s e  b y  t h e  a u t h o r i t y  o f  t h e  p o w e r s  c o n ­

f e r r e d  b y  t h i s  c h a p t e r  i s  a n  e s s e n t i a l  g o v e r n m e n t a l  f u n c t i o n  o f  t h e .  

s  t i l  t o .

S e c .  4 4 . 5 5 . 0 3 0 .  M E M B E R S H I P .  T h e  m e m b e r s h i p  o f  L i r e  a u t h o r i t y  

c o n s i s t s  o f  t h e  c o m m i s s i o n e r  o f  r e v e n u e ,  t h e  c o m m i s s i o n e r  o f  c o m m e r c e  

a n d  e c o n o m i c  d e v e l o p m e n t ,  a n d  t h e  c o m m i s s i o n e r  o f  n a t u r a l  r e s o u r c e s .

T h e  c o m m i s s i o n e r  o f  r e v e n u e  i s  c h a i r m a n  o f  t h e  a u t h o r i t y .  I f  a  m e m b e r  

i n  u n a b l e  f o r  a n y  r e a s o n  t o  a t t e n d  a  m e e t i n g  o f  t h e  a u t h o r i t y ,  t h e  

m e m b e r  m a y ,  b y  a  w r i t t e n  i n s t r u m e n t ,  f i l e d  w i t h  t h e  a u t h o r i t y ,  d e s i g n a t e  
a  p e r s o n  w i t h i n  h i s  d e p a r t m e n t  t o  a c t .  i n  t h e  m e m b e r ' s  p l a c e  a t  t h e  

me*. L i  r i g .  F o r  a l l  p u r p o s e s  o f  t h i s  c h a p t e r ,  t h e  d e s i g n e e  i s  a  m e m b e r  o f
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? j. Sec. 44.55.040. OFFICERS AND QUORUM. T'nc members may elect other
l!

officers. Two members constitute a quorum. Action may be taken and 

motions and resolutions adopted by the authority at a meeting by the 

affirmative vote of at least two members.

Sec. 44.55.050. COMPENSATION. The members of the authority serve 

without compensation but are entitled to the same travel pay and per 

diem as provided by lav? for board members who are state employees.

!
Sec. 44.55.060. STAFF. The authority may employ an executive 

director who may, with the approval of the authority, select and employ
i

additional staff as necessary. Employees of tho authority are in the 

exempt service under AS 39.2.5.110. In addition to its staff of regular

i- employees, the authority may contract for and engage the services of
I

bond counsel, consultants, experts, and financial advisors the authority 

considers necessary for the purpose of developing information, furnish­

ing advice, or conducting studies, investigations, hearings, or other 

l <j proceedings.

Sec. 44.55.070. LEGAL COUNSEL. The attorney general is the legal 

counsel for the corporation. lie shall, advise the corporation in leg,.')! 

matters and represent it in legal actions, 

vi •' Sec. 44.55.080. PURPOSE OF AUTHORITY. The purpose of the autho­

rity is to assist in the financing of the project through the issuance 

of revenue bonds as provided in I his chanter.

S e c . 44. 55.090. GENERAL POWERS. In furtherance of its purpose, 

the authority has the following power:: in addition to its other powers:

(1) to sue and he sued;

(2) to have a seal and alter it at pi ensure;

(3) to make and alter bylavr. Tor its. nrgnrii.xnl i on and inter-
II

nal m a n a g e m e n t ;
I*
■

t h e  a u t h o r i t y  at the m e e t i n g .
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(4) to maintain an office at any place in the state;

(5) to acquire, hold, use, mortgage, encumber, or otherwise 

dispose of income, revenue, funds, memberships, contracts, bonds or 

other property or interests in a corporation or other legal entity, or 

any other real or personal property;

(6) to accept gifts, grants, or loans from, and enter into 

contracts or other transactions with, any national, state, or municipal 

government, or agency or instrumentality of a government, or with any 

private organization, or other source;

(7) to deposit or invest its funds subject to agreements with 

bondholders and other p a r t i e s ; and

(8) to enter into contracts or agreements with respect to the 

exercise of its powers, and to do all things necessary or convenient to 

carry out its purpose and to exercise the y era granted in this chap­

ter.

.Sec. 44.55.100. HOMOS OF Till'. AUTHORITY. (a) The authority may

borrow money and issue revenue bonds, in one or more series, the in­

terest. on which is exempt from federal income tax except when hold by a 

substantial user or related person as defined in sec. 103 of tho Inter­

nal Revenue Code of 1554 as amended, up to the principal amount of 

$1,000,000,000 inclusive of amounts required for fund reserves, capi­

talized interest, and costs of issuance of the bonds or notes and exclu­

sive of refunding bonds. bonds of the authority may he issued for the 

purpose of purchasing or otherwise acquiring any obligation issued with 

respect to the project in any form which is fixed and certain an to 

term!; of repayment and for the establishment of reserves to secure or to 

pay bonds or notes or interest on bonds or notes and all other costs of 

the authority incident to and necessary for issuance of bonus or notes, 

The principal and interest on the bonds are payable from the income and
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r e c e i p t s  o r  o t h e r  m o n e y  d e r i v e d  b y  t h e  a u t h o r i t y  w i t h  r e s p e c t  t o  t h e  

• p r o j e c t ,  e x c e p t  t o  t h e  e x t e n t  p a y a b l e  o u t  o f  m o n e y  a t t r i b u t a b l e  t o  t h e

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

i n v e s t m e n t  o f  t h o s e  p r o c e e d s .

•• ( b )  T h e  b o n d s  i s s u e d  b y  t h e  a u t h o r i t y  d o  n o t  c o n s t i t u t e  a n  i n d e b t ­

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

t h e  s t a t e ,  b u t  a r e  p a y a b l e  s o l e l y  f r o m  t h e  i n c o m e  a n d  r e c e i p t s  o r  o t h e r  

l m o n e y  o f  t h e  a u t h o r i t y .  T h e  a u t h o r i t y  m a y  n o t  p l e d g e  t h e  f a i t h  o r

c r e d i t  o f  t h e  s t a t e  o r  o f  a  p o l i t i c a l  s u b d i v i s i o n  o f  t h e  s t a t e  t o  t h e  

p a y m e n t  o f  a  b o n d ,  a n d  t h e  i s s u a n c e  o f  a  b o n d  b y  t h e  a u t h o r i t y  m a y  n o t  

d i r e c t l y  o r  i n d i r e c t l y  o r  c o n t i n g e n t l y  o b l i g a t e  t h e  s t a t e  o r  a  p o l i t i c a l  

s u b d i v i s i o n  o f  t h e  s t a t e  i n  a n y  m a n n e r ,  e x c e p t  a s  s p e c i f i c a l l y  p r o v i d e d  

i n  t h i s  c h a p t e r .
I'

( c )  b o n d s  s h a l l  b e  a u t h o r i z e d  b y  r e s o l u t i o n  o f  t h e  a u t h o r i t y  a n d

' , s h a l l  b e  d a t e d  a n d  m a t u r e  a s  t h e  r e s o l u t i o n  p r o v i d e s .  B o n d s  s h a l l  b e a r

i i n t e r e s t  a t  t h e  r a t e  o r  r a t e s ,  b e  i n  t h e  d e n o m i n a t i o n s ,  b e  i n  t h e  f o r m ,

>i e i L h o r  c o u p o n  o r  r e g i s t e r e d ,  c a r r y  t h e  r e g i s t r a t i o n  p r i v i l e g e s ,  b e

e x e c u t e d  i n  t h e  m a n n e r ,  b e  p a y a b l e  i n  t h e  m e d i u m  o f  p a y m e n t ,  a t  t h e  

p l a c e  o r  p l a c e s ,  a n d  b e  s u b j e c t  t o  t h e  t e r m s  o f  r e d e m p t i o n  w h i c h  t h e  

r e s o l u L i o n  p r o v i d e s .

( d )  A l l .  b o n d s ,  r e g a r d l e s s  o f  f o r m  o r  c h a r a c t e r ,  a r e  n e g o t i a b l e  

i n s t r u m e n t s  f o r  a l l .  t h e  p u r p o s e s  o f  t h e  U n i f o r m .  C o m m e r c i a l  C o d e .

( e )  A l l  b o n d s  m a y  b e  s o l d  a t  p u b l i c  o r  p r i v a t e  s a l e  i n  t h e  m a n n e r ,  

f o r  t h e  p r i c e ,  a n d  a t  t h e  t i m e  o r  L i m e s  w h i c h  t h e  a u t h o r i t y  d e t e r m i n e s ; .

( f )  T h e  a u t h o r i t y  m a y  e n t e r  i n t o  f i n a n c i n g  a g r e e m e n t s  n e c e s s a r y  o r
i I;

d e s i r a b l e  t o  s e c u r e  t h e  b o n d s .  B o f o i e  t h e  i s s u a n c e  o f  b o n d s ,  t h e  a u ­

t h o r i t y  o h a l i  m a k e  p r o v i s i o n  b y  a g r e e m e n t  w i t h  t h e  o w n e r  o r  u s e r  o f  t h e  
p r o j e c t  f o r  p a y m e n t  b y  t h e  o w n e r  o r  u s e r  o f  a m o u n t s  a t  l e a s t  s u f f i c i e n t '  

i n  t h o  j u d g m e n t  o f  t h e  a u t h o r i t y  t o  p a y  t h e  p r i n c i p a l  o f  a n d  i n t e r e s t  o n
jl
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Che bonds as they become due, to establish or maintain the reserves for

(g) Refunding obligations may be. sold or exchanged for outstanding 

obligations issued under this chapter subject to legislative approval.

If sold, the proceeds may be applied, in addition to other authorised 

purposes, to the purchase, redemption or payment of the outstanding 

obligations. Pending the application of the proceeds of any refunding 

obligations, with any other available funds, to the payment of the 

principal (accrued interest and any redemption premium on the obliga­

tions being refunded, and if so provided or permitted in the authoriza­

tion for issuance cf the refunding obligations, to the payment of any 

interest on the refunding obligations and any expenses in connection 

with the refunding), the proceeds may be invested in direct obligations 

of, or obligations the principal of and the interest on which are u n­

conditionally guaranteed b y , the United States of America which mature 

or which will be subject to redemption, at the option of the holders of 

them, not later than tie respective dates when the proceeds, together

with the interest .accruing on them, v/ill be required for the purposes 

i n(: end e d .

With respect to the bonds of the authority and the project., the author­

ity shall submit to the legislature by the 60l:h day of the first session

finding** and recommendations on each item:

(J) the proposed methods and procedures by which the project

payment, if any, as the authority considers necessary or desirable.

-7- nc:s cssn 6o:i
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i!
1 ' will be financed including the amounts and times of issuance of bonds by

- ii >1

I.

jl

(' IIi

I;I'.

|l
I1

r '

the authority;

(2) the method of securing the bonds;

(3) projected debt service requirements of the bonds; and

(4) projected revenues for the period of tine during which 

reasonable projections can be made, which will be available to the 

authority to meet debt service requirement;
( I

v (5) the extent to which the state's right to withdraw its

royalty share of the natural gas stream as described in section .13(b) of

the Alaska Natural Gas Transportation Act (P.L. 94-586) is protected and 

assured;

(6) the amount and type of financial support which the 

Frudhoc bay natural gas producers, have committed in support of the 

project;
r i

1", (7) documentation that the project sponsors have entered into ^

i ' contracts with the state to guarantee that
ii

171 (A) to the extent that qualified workers are available,

all workers employed for the construction, operation and mainte­

nance of the project will he drawn from the existing and resident 

Alaska work force;

(B) to the extent qualified contractors or firms arc

available, all vendor, material, labor and professional service

contracts and subcontracts for work to be performed within Alaska 

wll 1 l»e awarded to existing resident Alaska contractors or firms;

(C) quarterly .audits of the performance of the project

sponsors under (A) and (B) of this paragraph shall be conducted,

and the results of these audits transmitted to the legit;Jature and 

other interested state officials j.n a timely manner;

(8) tho estimated number <Jf Alaska workers who will be cm- jHCS CSSB 603 - 8 -



ployed under the provisions of the contract described in (7)(A) of this 

section, the estimated total number of workers to be employed on the 

project during construction, the estimated dollar volume of contracts 

which will l)e let to Alaska contractors or firms under the provisions of 

the contract described in (7)(B) of this section, and the estimated 

total dollar volume of contracts which will be let for the project, 

during construction;

(9) documentation that a minimum capital pool of debt and 

equity funds equal to at least 150 per cent of the estimated project 

cost has beer; committed to the project, in order to provide sufficient 

capital to insure timely iroject completion;

(10) documentation that the project sponsors have supported 

and, when appropriate, have filed the necessary documents and exhibits 

belore the. appropriate federal or regulatory agencies to provide:

(A) an intra-stale natural gas tariff based on a xcne 

tariff concept, with as many nones as state officials believe to be 

in the state's bent interest;

(B) the minimum average wellhead price for Prudhoe Bay 

natural gas sales that is the higher of $1.48 per mef (or such 

escalated price as may be provided for by federal law or regula­

tion) or the BTU-equivalent price for Prudhoe Bay oil it the higher 

BTU-oquivalent pri.ee is permissible under applicable federal laws 

and x’cgu la11 ons ;

(C) that treatment, and conditioning costs shall be added 

on to, and not included in, the- minimum .average wellhead price 

contained in (B) of.thin paragraph;

(I)) that the minimum average wellhead price described in

(10) (b) of thin section shall apply only to Prudhoe Bay natural, 

gas ;

-9- 1ICM G 8 S U  603



(15) that rolled-in pricing shall be used with respect to 

marketing Alaskan natural gas in contiguous United States or 

Canadian m a r k e t s ;

(F) that payment to or reimbursement of the state for 

items contained in (13) of this section shall be included in the 

rate base;

(11) documentation that the appropriate state agencies have 

considered the study described in (13) (11) of this section, and a deter­

mination by these agencies with respect to the extent, if any, that 

production of Prudhoe Day natural gas in volumes sufficient: to meet 

project requirements would be in the state's best interest;

(12) the preliminary financial plan for the entire transmis­

sion system, as prepared for submission to the Federal Energy Uegulntory 

Commission;

(13) doeumentntion that the partnership has entered into a 

contract with Liu State of Alaska, approved by the appropriate fulcra1, 

regulatory agencies, to pay for or reimburse the state for expenses 

associated with tho following state activities: (A) provision of in­

state off-take facilities at locations to be determined by the state;

(I)) design and development of a computerised three-dimensional Prudhoe

• bay reservoir eimilation m o d e l ; (C) study and determination of the 

state's bond capacity and bond rating, with respect to both the author­

ity bonds and potenti al state equity-related invests I 'lit.; (I)) pruvi u j on 

of state personnel and equipment required to carry out the state's 

supervisory and regulatory functions with respect to construction and 

operation of the pijieli.no project; (Jl) provision of lucal impact infor­

mation and pLanning assistance for communities affected by the pipeline 

pr o j e c t .

Sec. 'j'j. Ilf. L K C J j r .U L A T I .V I 5  A P P R O V A L .  Either h use of the Icgis- 
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lature may disapprove the financial and Alaska impact plan and the sale, 

of refunding bonds by a simple resolution. If the plan or the sale of 

refunding bonds is not conditionally approved by the legislature or 

disapproved by either house within -<0 days after presentation to the 

legislature, it is approved. The legislature may by concurrent resolu­

tion approve the plan with conditions concerning matters included in the 

plan, and the conditional approval becomes effective upon certification 

to the legislature by the authority that the authority has accepted the 

conditions and modified the plan in accordance. No bonds or notes may 

be issued or sold until the approval required by this section has been 

obtained, and no bonds or notes may be issued or sold except in accor­

dance with the approved plan. Amendments to the plan may he submitted 

before the passage by the authority of the resolution authorizing the 

sale of bonds and become effective upon approval by the legislature by 

concurrent resolution.

S e c . 44.53.117. NOMINATION OF A MEMBER OF Til!’ HOARD. The governor 

slinll nominate within 30 days of the effective dale of this Act an 

Alaskan resident to sit on the hoard of Partners of the Alaskan North­

west Natural Css Transportation Company as an ox officio nonvoting 

member, subject to approval by the Board of Partner?'.

S e c . 44.55. 1Z0. TRUST 1NDKNTUUISK AND TRUST AS.kF.NMnNTS. In the 

discretion of the so. charity, an issue of bonds may he secured by a trust 

indenture or trust agreement, between the authority and a corporate 

trustee (which may be a trust company, bank, or national banking asso­

ciation, wi Lh corporate tre.r.i powers, located inside or out side the 

state) or by a secured Joan agreement <>>■ other instrument: or under a 

resolution giving powers to a corporate crusi.eu by means of which the 

authority may

(1) nnkc and  enter into aJ J agreements with the trustee or

- 1 1 -  11CS CSUJ5 003
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the holders of the bonds which the authority r.iay determine to be neces­

sary or desirable;

(2) pledge, mortgage, or assign money, agreements, property 

or other assets of the authority either presently in hand or to be 

received in the future, or both; and

(3) provide for any other matters of like or different 

character which may in any way affect the security or protection of the 

b o n d s .

Sec. 44.55.130. NONLIABILITY ON B O N D S . Neither the members of the 

authority nor a person executing the bonds is liable personally on the 

bonds or subject to personal liability or accountability by reason of 

the issuance of the bonds.

Sec. 44.55.140. PI.EDSF, OF Till! S T A T E . Tho state pledges I agree 

with the holders of bonds issued under this chapter that the state will 

not limit or alter the. rights and powers vested in the authority by this 

chapter to fulfill the terns of any contract made by the authority with 

those holders, or in any way impa in: the rights and remedies of those 

holders until the principal amount, of the bonds, together with interest 

on them, witli inti.rest on unpaid installments of that interest , and all 

costs and expenses in connection with any action or proceeding by or on 

behalf of those holders, are fully met. and discharged. The authority is 

authorised to include, this pledge and agreement, of Liu state in a con­

tract with those holders.

Sec. 4 4 . 5 5 . n 0 .  EXEMPTION FROM TAXATION. All property of the 

authority is public property devoted l.o an essential pub li e and govern­

mental function and is exempt from all taxes of the state or a p o 1 ificftl

subdivision of the state, including without limitation all boroughs, 

ci ties, and unified munieinn 1 ities. Ail bonds of t he authori by are 

issued by a body corporate and politic of the state and for an essont.ia 1 
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public and governmental purpose, and the bonds, the interest on them, 

and the income and receipts pledged to pay or secure the payment of the 

bonds or interest on them, are at all times exempt from taxation by or 

under the authority of the state, except for inheritance and estate 

taxes on transfers by or in contemplation of death. Nothing in this 

section affects or limits an exemption from license fees, property 

taxes, or excise, income or any other taxes, provided um.er any other 

lav;., nor does it create a tax exemption with respect to the interest of 

any business enterprise or other person, other than the authority, in 

any property, assets, income, receipts, project, or lease, whether or 

not financed under this chapter.

See. 44.55.160. BONDS LSGAJ. INVESTMENTS FOR FIDUCIARIES. The 

bonds of the authority are securities in which all public officers and 

bodies of the state and all municipalities and municipal subdivisions, 

all insurance companies and assocrations and other persons carrying on 

an insurance business, all bants, b a n k e r s , trust companies, savings 

banks, savings associations, including savings and loan associations and 

building and loan associations, investment companies, and other persons 

carrying on a banking business, all administrators, guardians, execu­

tors, trustees and other fiduciaries, and all other persons or entities 

who arc, as of the effective date of this Act, or may hereafter lie, 

authorised to invest in bonds or other obligations of the state, may 

properly and legally invest funds, including capital in their control or 

belonging to them, liotwvthstaruling any other provisions of lav?, the 

bonds of the authority arc also securities which may be deposited with 

and may lie received by o'l public officers and bodies of this state and 

all. ar.mic i.pn liLi cs and man Lei p«\ J subdivisions, for anj purpose for which 

the deposit of bonds or other obligations of the stale in, as of the 

effective date of this Act, or may hereafter bo, authorised.
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Sec. 44.55.170. REGULATIONS. The authoriLy may adopt regulations 

to implement the purposes of this chapter.

Ij
Sec. 44.55.ISO. ANNUAL AUDIT. The authority shall have its finan­

cial records audited annually by the legislative auditor or by a certi­

fied public accountant approved by the legislative auditor. The legis­

lative auditor may prescribe the form and content of the financial 

records of the authority and is entitled to access to tlie.se records at 

any time.

See. 44.55.190. ANNUAL REPORT. Before January 31 of each year, 

the authority shall submit to the governor and the legislature a compre­

hensive report, in a form prescribed by the governor, describing opera­

tions, income, and expenditures for the preceding calendar year.

Sec. 44.55.200. DEFINITIONS. In this chapter
||

(1) "authority" means the Alaska Gas Pipeline Financing
Ij

Authority, established under this chapter;

(2) "bonds" means bonds, notes, or other evidences of indcht-
i

ednoss of tho authority;

(3) "entire transmission system" means the gas transmission 

pipeline (together with all related facilities) to extend from the 

Prudhoe bay area on the North Slope of Alaska into tho contiguous United 

States, substantially as described in the President's report entitled 

"Decision and Report to Congress on the Alaska Natural Gas Transporta­

tion .System", issued by the President on September 22, .1977, under 

provisions of the Alaska Natural Ga > Transportation Act. of 1974, and 

includes planning, design and construction of the pipeline and facili­

ties ;

(4) "project." menus the gas transmission pipeline (together 

with all r ■ 1 a fed property and facilities) to extend from the. Prudhoe Hay 

area on Lie Nor'b Slope' of Alaska to a connection with the Trans-Canada
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President's report entitled "Decision and Report to Congress on the*

Alaska Natural Gas Transportation System", issued by the President on
■

September 22, 1977, under provisions of the Alaska Natural Gas Trans­

portation Act of 1976, and includes planning, design, and construction 

of the pipeline and facilities;

(5) "project sponsor" means an}7 partner of the Alaskan North­

west Natural Gas Transportation Company or its successors;

Jj (6) "Prudhoe bay natural gas" means natural gas produced from

■ the Prudhoe Bay reservoir;

ii I (7) "Prudhoe bay oil" means oil produced from the Prudhoe Pay

!i
n - r e s e r v o r r ;
I

(8) "Prudhoe Bay reservoir" means those areas defined in

• Article 5.1 of the "Prudhoe Pay Unit Agreement" of April 1, 1977.

* Sec. 2. AS 39.25.110 is amended by adding a new paragraph to read:

(21) employees of the Alaska Cas Pipeline Financing Authority.

* Sec. 3. This Act takes effect immediately in aeeoi. l',k .il:h AS 01.10.-

070(c).

P i p e l i n e  o n  the A l a s k a - C a n a d a  b o r d e r ,  s u b s t a n t i a l l y  as d e s c r i b e d  in the
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