
ALASKA LEGISLATURE
H O U S E  a n d  S E N A T E  F I N A N C E  C O M M I T T E E

1 8 6 3

o n  _ . w i i M . . ^ , . „  .



E u r o p e a n  C r u d e  O i l  S t o c k s

Million
Barrels

460

450

440

430

420

410

400

4 7 0

390

1999 /

1998

/
/

. /
/ > -

• / :  
I ' - '
/  /

/'  ............

V - X V . . . . . y :k ,
\

/
• /

/

Jan Feb Mar Apr May Jun Jul Aug Sep Oct

Source: Cambridge Energy Research Associates.
IC7070311

| Cambridge Energy' Research Associates

v _ _

\
\

1996

Nov Dec



Price: OPEC's Visible Hand



The 1996-2000 Oil Price Environment: ANS

1996 1997 1998 1999 2009

—  Fu rth e r P ro d u c tio n  C u ts and  S trong  A dhorence 
. . . .  P ro d u c tio n  R e s tra in t a t 19v8  L eve ls
—  P ro d u c tio n  R e s tra in t U n rav e ls , and /o r Dem and D isrup tion

Source: Cambridge Energy Research Associates.
MUM

15.10
13.10 
11.40

^ a m b r i d g ^ n e r g ^ e s e ^



Y2K: Buy the Rumor, Sell the Fact
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HOUSE FINANCE COMMITTEE
LOG NOTES

M a r c h  2 5 ,  1 9 9 9

GENERAL SUBJECT(S) : O v e r v i e w  ALASKA RAILROAD CORPORATION

T h e  f o l l o w i n g  o v e r v i e w  w a s  t a k e n  i n  l o g  n o t e  f o r m a t .  T a p e s  a n d
h a n d o u t s  w i l l  b e  o n  f i l e  w i t h  t h e  H o u s e  F i n a n c e  C o m m i t t e e  t h r o u g h  t h e
2 1 s t  L e g i s l a t i v e  S e s s i o n ,  c o n t a c t  4 6 5 - 2 1 5 6 .  A f t e r  t h e  2 1 s t  L e g i s l a t i v e
S e s s i o n  t h e y  w i l l  b e  a v a i l a b l e  t h r o u g h  t h e  L e g i s l a t i v e  L i b r a r y  a t  4 6 5 -  
3 8 0 8 .

T i m e  M e e t i n g  C o n v e n e d :  .1 :40  p . m .

T a p e  HFC 9 9 - 5 3 ,  S i d e  1 .
T a p e  HFC 9 9 - 5 3 ,  S i d e  2 .

PRESENT: X R e p r e s e n t a t i v e  G. D a v i s
X C o - C h a i r  T h e r r i a u l t X R e p r e s e n t a t i v e  F o s t e r
X C o - C h a i r  M u l d e r X R e p r e s e n t a t i v e  G r u s s e n d o r f

R e p r e s e n t a t i v e  A u s t e r m a n X R e p r e s e n t a t i v e  K o h r i n g
X R e p r e s e n t a t i v e  B u n d e X R e p r e s e n t a t i v e  M o s e s
X R e p r e s e n t a t i v e  J .  D a v i e s X R e p r e s e n t a t i v e  W i l l i a m s

ALSO PRESENT:______________________________________________________________________
GOVERNOR WILLIAM S H E FFIE LD ,C EO ,  ALASKA RAILROAD, ANCHORAGE; J I M  
KUBITZ, VICE PRESIDENT, ALASKA RAILROAD, ANCHORAGE._________________

LOO SPEAKER D ISCU SSION  ■;
000 C o - C h a i r

T h e r r i a u l t
C o n v e n e d  t h e  HFC m e e t i n g  a t  1 : 4 0  P .M .  f o r  
t h e  p u r p o s e  t o  d i s c u s s  t h e  A l a s k a  R a i l r o a d  
C o r p o r a t i o n .

C o - C h a i r
T h e r r i a u l t

S t a t e d  t h a t  HB 69  w o u l d  b e  r e p o r t e d  o u t  t o  
t h e  C h i e f  C l e r k s  o f f i c e  a n d  t h a t  t h e  b i l l  
t i t l e  h a d  b e e n  t i g h t e n e d .  A m e n d m e n t s  w i l l  
b e  o f f e r e d  o n  t h e  f l o o r .

1 91 R e p r e s e n t a t i v e  J .  
D a v i e s

A s k e d  a b o u t  t h e  t o b a c c o  b i l l .  T h a t  
l a n g u a g e  i s  a m b i g u o u s .  Memo h a s  b e e n  
i n c l u d e d  i n  t h e  p a c k e t  c l a r i f y i n g  HB 6 7 .

2 7 4 C o - C h a i r  M u l d e r T o o k  a s s u m e d  t h e  g a v e l .  He s t a t e d  t h a t  
S u b c o m m i t t e e  r e p o r t s  w i l l  n e e d  t o  b e  
t u r n e d  i n  b e f o r e  m e m b e r s  l e a v e  f o r  E a s t e r  
b r e a k .  A s t a t e w i d e  t e l e c o n f e r e n c e  o n  t h e  
o p e r a t i n g  b u d g e t  w i l l  h a p p e n  d u r i n g  t h e  
w e e k d a y  f o l l o w i n g  E a s t e r ;  n o t  t h e  w e e k e n d .  
He s u g g e s t e d  t h a t  i t  c o u l d  b e  d i f f i c u l t  t o  
h a v e  t h a t  h e a r i n g  o n  T u e s d a y  b e c a u s e  t h e  
L I O ' s  m i g h t  n o t  h a v e  a c c e s s  t o  t h e  d r a f t .

C o - C h a i r  M u l d e r He i n t r o d u c e d  g u e s t s  f r o m  t h e  A l a s k a  \ 
R a i l r o a d  t o  s p e a k  a b o u t  l o n g  r a n g e  p l a n s
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a n d  i n t e n t i o n a l  u s e  o f  r e s e r v e d  m o n i e s .  j
433 GOVERNOR B IL L  

SHEFFIELD,  CEO, 
PRESIDENT, ALASKA 
RAILROAD, 
ANCHORAGE

E x p r e s s e d  h i s  g r a t i t u d e  f o r  b e i n g  i n v i t e d  
t o  t e s t i f y  b e f o r e  t h e  C o m m i t t e e .  He 
p r o v i d e d  C o m m i t t e e  m e m b e r s  a  h a n d o u t  i 
p r e p a r e d  b y  t h e  R a i l r o a d .

G o v e r n o r  S h e f f i e l d He p r o v i d e d  a  s t e p  b y  s t e p  o v e r v i e w  o f  t h e  
h a n d o u t .

G o v e r n o r  S h e f f i e l d P o i n t e d  o u t  t h a t  t h e  r a i l r o a d  i s  s e l f  
s u p p o r t i n g  a n d  s e l f  s u f f i c i e n t .  He 
e m p h a s i z e d  t h a t  t h e  r a i l r o a d  i s  
p r o f e s s i o n a l l y  r u n .

G o v e r n o r  S h e f f i e l d S p o k e  t o  t h e  m i s s i o n s  a n d  v a l u e s  o f  t h a t  
s y s t e m :  a n d  t h a t  S a f e t y  i s  t h e  m o s t  
i m p o r t a n t  a s p e c t  o f  r a i l r o a d  w o r k .

615 G o v e r n o r  S h e f f i e l d T h e  r a i l r o a d  h a s  w o r k e d  h a r d  a t  l o w e r i n g  
t h e  i n j u r y  r a t e .  ;

G o v e r n o r  S h e f f i e l d S e r v i c e  i s  c r i t i c a l ;  a d d i t i o n a l l y ,  t h e r e  
a r e  y e a r l y  a u d i t s .  T h e  LBA C o m m i t t e e  
a u d i t s  t h e  R a i l r o a d  a t  l e a s t  o n c e  a  y e a r .  ,

698 G o v e r n o r  S h e f f i e l d He n o t e d  t h a t  t h e  s t a t e  e c o n o m y  a n d  t h e  
r a i l r o a d  f o l l o w  h a n d  i n  h a n d .  T h e r e  h a s  1 
b e e n  a  d o w n t u r n  i n  t h e  o i l  i n d u s t r y .  T h e  ! 
o i l  t r a f f i c  h a s  h i s t o r i c a l l y  u s e d  t h e  |! 
r a i l r o a d  e x t e n s i v e l y  b u t  w i t h  l e s s  o i l ,  |i 
t h e  e c o n o m y  g o e s  d o w n .  i

7 5 9 G o v e r n o r  S h e f f i e l d T h e  r a i l r o a d  i s  i n  g o o d  f i n a n c i a l  s h a p e ;  
t h e y  h a v e  p a i d  do w n  t h e  d e b t  a n d  h a v e  
r e v a m p t e d  b u s i n e s s  c o n t r a c t s  w i t h  a  m a j o r  
r e s t r u c t u r i n g  s i n c e  1 9 9 0 .

8 10 G o v e r n o r  S h e f f i e l d G o v e r n o r  S h e f f i e l d  s p o k e  t o  t h e  1 9 9 8  ! 
h i g h l i g h t s :  23% r e d u c t i o n  i n  e m p l o y e e  
i n j u r i e s ;  R e p l a c e d  1 0 0 , 0 0 0  m o r e  t i e s ;  
I n s t a l l e d  3 5 0 , 0 0 0  t i e  a n c h o r s ;  a n d  
I n c r e a s e d  p a s s e n g e r  u s e a g e ,  f r e i g h t  a n d  
r e v e n u e s . j

9 00 G o v e r n o r  S h e f f i e l d E s t i m a t e d  r a i l r o a d  n e t  e a r n i n g s  o f  $9 
m i l l i o n  d o l l a r s .

995 G o v e r n o r  S h e f f i e l d S p o k e  t o  t h e  1 9 9 9  G o a l s .  !
G o v e r n o r  S h e f f i e l d A n t i c i p a t e  a n o t h e r  25% d o w n  i n  i n j u r i e s ;

C u t  e x p e n s e s  t o  m e e t  p o t e n t i a l  d r o p  i n  
f r e i g h t  v o l u m n e ;  6 0 0 , 0 0 0  t o n s  o f  e x p o r t  
c o a l  m o v e d .  j

1 0 6 0 G o v e r n o r  S h e f f i e l d A l s o ,  d e v e l o p  a  r e a l  e s t a t e  m a s t e r  p l a n ;  
B e t t e r  u s e  r e a l  e s t a t e  t o  s t a b i l i z e  

• e v e n u e s  o v e r  t h e  l o n g - t e r m ;  I n c r e a s e  
r e v e n u e  i n  b a s e  f r e i g h t  b u s i n e s s  t h r o u g h  ; 
e f f i c i e n c y , t o  c u s t o m e r  s e r v i c e ;  M a n a g e  
c a p i t a l  p r o g r a m  s u c c e s s f u l .

1 3 0 3 G o v e r n o r  S h e f f i e l d He s t a t e d  t h a t  G o v e r n o r  K n o w l e s  v i s i o n  t 
p l a n  o f  t r a n s p o r t a i t o n  i s  a  f i f t h  o f  t h e
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n a t i o n a l  e c o n o m y  w i t h  m o r e  i n  A l a s k a .  T h e  
R a i l r o a d  r e v e n u e s  s u p p l y  m a t c h  f o r  r a i l  
i m p r o v e m e n t s . :

1 3 7 0 G o v e r n o r  S h e f f i e l d P o r t  o f  S e w a r d :  T h e  r a i l r o a d  w i l l  b u i l d  a  
f r e i g h t  d o c k  a n d  a  t r u e  p a s s e n g e r ,  s t a t e  
f e r r y  d o c k .  W i l l  b e  h a u l i n g  c r e w  s h i p  
p a s s e n g e r s  f r o m  S e w a r d  t o  A n c h o r a g e  w h i c h  
i s  t h e  k e y  o f  t h e  e n t i r e  d e v e l o p m e n t .

1 4 3 5 G o v e r n o r  S h e f f i e l d W h i t t i e r  O v e r p a s s :  I s  a  s a f e t y  m e a s u r e  
b e i n g  u n d e r t a k e n  b y  t h e  A k .  R a i l r o a d .  ! 
T h i s  w i l l  b e  a  s a f e t y  m e a s u r e .  T h a t  r o a d  1 
w i l l  b e  r e b u i l t  f r o m  t h e  p o r t  t o  t h e  f 
h a r b o r .  I t  w i l l  b e  o p e n  S p r i n g  2 0 0 0 .  [1I 1 4 9 6 G o v e r n o r  S h e f f i e l d D e n a l i  D e p o t :  I t  w i l l  b e  a n  e n c l o s e d ,  [j 
f u l l - s e r v i c e  f a c i l i t y  a t  t h e  p a r k  jj 
e n t r a n c e .  T h e  r a i l r o a d  i s  w o r k i n g  w i t h  
t h e  P a r k  S e r v i c e  f o r  c o m p l e t i o n  b y  2 0 0 1 .

1 5 5 0 G o v e r n o r  S h e f f i e l d F a i r b a n k s  I n t e r m o d a l :  T h i s  w i l l  b e  b u i l t  
s o o n  f o r  b u s ,  r a i l ,  t a x i  f a c i l i t i e s .  I t  
w i l l  r e q u i r e  t h a t  a  s t u d y  a l s o  b e  d o n e  i n  
A n c h o r a g e  i n  o r d e r  t h a t  t h e  f a c i l i t i e s  |j 
w i l l  j o i n  s a f e l y .  I t  w i l l  b e  c o m p u t e r  jj 
d i s p a t c h e d ,  w h i c h  w i l l  r e s u l t  i n  p o s i t i v e  
t r a i n  c o n t r o l  a n d  w i l l  c o s t  $ 1 2 . 5  m i l l i o n  j 
d o l l a r s .

1 7 0 0 G o v e r n o r  S h e f f i e l d M o t i v e  p o w e r :  F o r  n e w  l o c o m o t i v e s  f o r  
m o r e  p o w e r ,  a n d  l e s s  o p e r a t i n g  c o s t .
T h e r e  a r e  o n l y  32  l o c o m o t i v e s .  W i t h  s i x  
e n g i n e s  o n  a  c o a l  t r a i n ,  t h a t  w o u l d  e q u a l  
3 n e w .  T h i s  w i l l  e v e n t u a l l y  e q u a t e  t o  m u c h  
s a v i n g s  d o w n  t h e  r o a d ,  h o w e v e r ,  t h e y  c o s t  
$2  m i l l i o n  d o l l a r s  e a c h .  T h e  r a i l r o a d  h a s  1 
b e e n  s a v i n g  m o n e y  a n d  h a s  m o n e y  t o  p l a c e  
d o w n  o n  t h e  p u r c h a s e .

I 1 7 5 0 G o v e r n o r  S h e f f i e l d A n c h o r a g e  I n t e r n a t i o n a l  A i r p o r t ;  I s  1 
p l a n i n g  a  $ 2 8  m i l l i o n  r a i l  f a c i l i t y .  T h i s  
w i l l  h a p p e n  d u r i n g  t h e  a i r p o r t  r e m o d e l .
T h e  t r a i n  w i l l  l o a d  r i g h t  u p  a t  t h e  
a i r p o r t  a n d  t h e r e  w i l l  b e  a  m o v i n g  t u n n e l  ! 
a n d  s i d e w a l k .  He e m p h a s i z e d  t h a t  t h i s  
w i l l  b e  v e r y  h a n d y  a n d  w i l l  h e l p  t o  
d e l i v e r  m o r e  p e o p l e  b y  r a i l .  ,

1 8 5 8 G o v e r n o r  S h e f f i e l d L i n e  C h a n g e s :  C u t  r u n n i n g  t i m e  f r o m  
W a s i l l a  b y  4 0  m i n u t e s  w h i c h  w i l l  h e l p  
f r i e g h t ,  a n d  p a s s e n g e r  s e r v i c e ;  s e t s  s t a g e  
f o r  c o m m u n t e r  r a i l ;  G i r d w o o d  w i l l  b e  o n  
t r a c k  a s  w e l l .

2 0 0 0 G o v e r n o r  S h e f f i e l d S u m m a r i z e d  h o w  i t  a l l  f i t s  t o g e t h e r  w i t h  i 
b a s i c  l i n e  c h a n g e s  i m p r o v i n g  t r a i n  s p e e d  
a n d  t r a f f i c  c a p a b i l i t y , s a f e t y ; New d e p o t s  
a n d  i n t e r m o d a l  f a c i l i t i e s  s e r v e  g r o w i n g
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v i s i t o r  i n d u s t r y ;  a n d  F a s t e r  t r a i n s ,  g o o d  
f a c i l i t i e s  m a k e  b e t t e r  c o m m u t e r  s e r v i c e  
p o s s i b l e .

G o v e r n o r  S h e f f i e l d T h e r e  i s  m o n e y  i n  t h e  f e d e r a l  b u d g e t  f o r  
D e p a r t m e n t  o f  T r a n s p o r t a t i o n  a n d  P u b l i c  
F a c i l i t i e s  t o  c o n n e c t  t o  t h e  b e s t  c o a l  i n  
t h e  w o r l d .  T h e  r a i l r o a d  w a n t s  t o  h a v e  a  
r i g h t  a  w a y  a n d  t h e n  b u i l d  t h e  l i n e .
T h e r e  i s  a l s o  i n t e r e s t  f o r  t h e  t r a i n s  t o  
g o  t o  C a n a d a .  ;

2 0 7 5 G o v e r n o r  S h e f f i e l d M e n t i o n e d  t h a t  t h e  r a i l r o a d  h a d  b e e n  b u i l t  
t o  s e r v e  I n t e r i o r  A l a s k a .  J.

2 0 8 5 C o - C h a i r
T h e r r i a u l t

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

2 0 9 4 G o v e r n o r  S h e f f i e l d C u t t i n g  o u t  c u r v e s ,  s t r a i g h t e n i n g  t h e m  j 
w h i c h  i n v o l v e s  s t r a i g h t e n i n g  o u t  t r a c k .

2 1 1 6 C o - C h a i r
T h e r r i a u l t

A s k e d  i f  t h e  e n t i r e  c o m p l e x  o f  D e n a l i  
w o u l d  b e  g o n e ?

2 1 4 1 G o v e r n o r  S h e f f i e l d D i d  n o t  kn o w  t h e  e n t i r e  p l a n  a n d  t h a t  
c u r r e n t l y ,  t h e  Ak R a i l r o a d  w a s  c o n s u l t i n g  
w i t h  a n  a r c i t e c t  f i r m .  He e n v i s i o n e d  a  ; 
d e p o t  w i t h  g r e a t e r  a n d  l a r g e r  f a c i l i t i e s .  :

2 1 7 1 J I M  K UBITZ, VICE 
PRESIDENT, ALASKA 
RAILROAD, 
ANCHORAGE

T h e r e  a r e  m a n y  r e s t r i c t i o n s  b u t  t h e r e  i s  
c o o p e r a t i o n  b e t w e e n  t h e  P a r k  C e n t e r  a n d  
t h e  R a i l r o a d .  M o r e  l a n d  i s  b e i n g  g i v e n  t o  
h e l p  t h e  p r o j e c t .  j

2 2 2 4 C o - C h a i r
T h e r r i a u l t

A s k e d  a b o u t  t h e  s e w a g e  t r e a t m e n t  p l a n t .  ,

2 2 3 4 M r .  K u b i t z R e p l i e d  t h a t  i t  w o u l d  n o t  b e  o n l y  a  h o t e l .
2 2 4 2 C o - C h a i r

T h e r r i a u l t
I n  F a i r b a n k s ,  c o n s i d e r i n g  m o v i n g  t h e  r a i l  
y a r d  s o  t h a t  l a n d  c o u l d  b e  u s e d  f o r  | 
a d d i t i o n a l  p u r p o s e s .

2 2 6 5 G o v e r n o r  S h e f f i e l d P l a n  t o  b u i l d  i t  o n  J o h n a n s o n  R o a d  a n d  t h e  
r a i l r o a d  i s  w o r k i n g  w i t h  F a i r b a n k s  n o w .  
D e p a r t m e n t  o f  T r a n s p o r t a t i o n  a n d  P u b l i c  
F a c i l i t i e s  . o u l d  d o  a n  i n t e r c h a n g e  s o  t h a t  
c a r s  a n d  t r u c k s  c o u l d  e a s i l y  a c c e s s  t h e  
a r e a  a n d  r e r o u t e  t r a f f i c  f r o m  I l l i n o i s  < 
S t r e e t .  j

2 3 0 7 C o - C h a i r
T h e r r i a u l t

S w i t c h i n g  y a r d s . [j

2 3 1 7 G o v e r n o r  S h e f f i e l d
2 3 2 3 C o - C h a i r

T h e r r i a u l t
How d o e s  t h e  R a i l r o a d  i n t e r a c t  w i t h  t h e  1 
D e p a r t m e n t  o f  T r a n s p o r t a t i o n  a n d  P u b l i c  : 
F a c i l i t i e s  i n  r i g h t - o f - w a y  a c q u i s i t i o n

2 3 4 5 M r .  K u b i t z U s u a l l y  i s  a  p e r m i t .  j
2 3 6 5 R e p r e s e n t a t i v e  J .  

D a v i e s
Q u e s t i o n  a b o u t  t h e  D e n a l i  a c c e s s ?

2 3 7 2 M r.  K i b i t z P l a n  t o  a d d  a n  a d d i t i o n a l  v i s i t o r  c e n t e r  
f o r  b i g g e r  t o u r i s t  f u n c t i o n s  a n d  a d d i n g  a  
f o o t  p a t h .
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TAPE CHANGE HFC 9 9 - 5 3 ,  S ID E  2 .
0 00 M r .  K u b i t z P l a n  t o  m o v e  t h e  r o a d  f o r  b e t t e r  a c c e s s .
053 R e p r e s e n t a t i v e  J .  

D a v i e s
How m a n y  p a s s e n g e r s  p e r  y e a r  i n  D e n a l i .

077 G o v e r n o r  S h e f f i e l d 7 0 0 , 0 0 0  p a s s e n g e r s  h a u l e d  p e r  y e a r  o n  
v a r i o u s  s e g m e n t s  o f  t h e  r a i l  c a r r i e r s .  
A l m o s t  e v e r y o n e  w ho  r i d e s  t h e  t r a i n  g e t s  
t o  D e n a l i  e v e n t u a l l y .

13 8 R e p r e s e n t a t i v e  J .  
D a v i e s

A s k e d  i f  a  l a r g e  p a r t  o f  t h e  t i e s  w e r e  
f a b r i c a t e d  i n  AK.

1 56 G o v e r n o r  S h e f f i e l d 30% a r e  c o m i n g  f r o m  A l a s k a .  H e m l o c k  i s  
u s e d  b e c a u s e  i t  i s  t h e  b e s t  o f  t h e  s o f t  
w o o d s .  A c r o s s  t h e  c o u n t r y ,  h a r d w o o d s  a r e  
u s e d .  S o f t w o o d  c a n  b e  u s e d  o n  t h e  
s t r a i g h t  s u r f a c e s .  T h e  p r o b l e m  r e s t s  i n  
t r e a t i n g  t h e m .

2 60 G o v e r n o r  S h e f f i e l d T h e r e  a r e  p e o p l e  c o n s i d e r i n g  b u i l d i n g  a  
t r e a t m e n t  p l a n t  f o r  t h i s  p u r p o s e .  E a c h  
y e a r ,  t h e  r a i l r o a d  i s  c u t t i n g  d o w n  c o s t s  a  
l i t t l e  w i t h  t i e  r o t a t i o n .

3 40 C o - C h a i r  M u l d e r W h e r e  a r e  t h e  t i e s  c o m i n g  f r o m  i n  AK?
3 5 6 G o v e r n o r  S h e f f i e l d C o m i n g  f r o m  W r a n g e l l .
3 87 C o - C h a i r  M u l d e r W h a t  i s  t h e  c o s t  c o m p a r i s o n  o f  h a v i n g  i t  

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

4 2 1 G o v e r n o r  S h e f f i e l d T h e  s a m e  o r  a  l i t t l e  m o r e .  $ 4 0  p e r  t i e  
w h e n  f i n i s h e d .  He p o i n t e d  o u t  t h a t  2 / 3  o f  
t h a t  c o s t  i s  s h i p p i n g  a n d  t r e a t m e n t .

470 C o - C h a i r  M u l d e r A s k e d  i f  t h e  R a i l r o a d  h a d  c o n s i d e r e d  u s i n g  
c o n c r e t e  t i e s

4 8 0 G o v e r n o r  S h e f f i e l d R e p l i e d  t h a t  t h e  c o n c r e t e  t i e s  c a n  o n l y  b e  
u s e d  a t  t h e  b e g i n n i n g  a n d  t h e  e n d .  T h e  
b e s t  t i e  i n  g e n e r a l  c a s e s  i s  a  w o o d  t i e .  
C o n c r e t e  c a n  c r a c k .  I t  d e p e n d s  o n  w e a t h e r  
c o n d i t i o n s  a n d  t h e  d i f f e r e n c e  i n  
t e m p e r a t u r e  b e t w e e n  n i g h t  a n d  d a y  i n  
A l a s k a  i s  d r a m a t i c .

1 5 59 V i c e - C h a i r  B u n d e 60  mph m i l e  t r a c k
I 593 G o v e r n o r  S h e f f i e l d T r a c k  s p e e d  i s  m o s t l y  4 5 - 5 0  m p h  t r a c k .  |

622 V i c e - C h a i r  B u n d e P l a n s  f o r  m o o s e  a t  6 0  m ph
636 G o v e r n o r  S h e f f i e l d R e p l i e d  t h a t  t h i s  w a s  a  g o o d  y e a r  f o r  n o t  

h i t t i n g  a  l o t  o f  m o o s e .  A t o t a l  o f  80 
m o o s e  w e r e  h i t  t h i s  y e a r .  C r e w s  a r e  
r u n n i n g  t r a i l s  o f f  t h e  t r a c k ,  a n d  t h e  
t r a i n s  a r e  s l o w i n g  d o w n ;  t h e r e  i s  m o r e  
h e l p .  L e s s  s n o w  t h e  l a s t  f e w  y e a r s  h a s  ! 
h e l p e d .  I

7 1 6 V i c e - C h a i r  B u n d e P o i n t e d  o u t  t h a t  t h e r e  a r e  s t i l l  s o m e  
t i m e s  o f  y e a r  t h a t  a r e  n o t  g o o d .

7 3 6 G o v e r n o r  S h e f f i e l d S i g n a l i z a t i o n  w i l l  b e  b u i l t  i n t o  t h e  t r a c k  
i t s e l f .  |
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7 5 8 R e p r e s e n t a t i v e
W i l l i a m s

How f a r  a l o n g  i s  r a i l r o a d  i n  u s i n g  R o d e o -  
h e r b i s i d e .

7 87 G o v e r n o r  S h e f f i e l d H a v e  a p p l i e d  f o r  a  p e r m i t  a n d  p u t  i t  o n  
h o l d .  N e e d  m o r e  d a t a  a n d  w i l l  r e s c h e d u l e  
p u b l i c  h e a r i n g s  i n  s i x  w e e k s .  Only- 
a p p l i e d  f o r  p e r m i t  f o r  A n c h o r a g e ,
F a i r b a n k s  a n d  o u t s i d e  o f  P a l m e r  y a r d  f o r  a  
t e n  m i l e  s t r e t c h .

877 G o v e r n o r  S h e f f i e l d A d d e d  t h a t  t h i s  i s  a  s a f e t y  i s s u e ,  H a v e  
n o t  u s e d  R o u n d - u p  s i n c e  1 9 8 3 .  W e e d s  i n  
t h e  r o a d  b e d , a r e  b a d  a n d  d a n g e r o u s  f o r  t h e  
t r a i n  h a u l i n g  f r e i g h t  & p a s s e n g e r s .  T h i s  
i s  a  p r o c e s s  t h a t  t h e  A l a s k a  R a i l r o a d  i s  
t r y i n g  t o  e x p l a i n  t o  t h e  A l a s k a n  p e o p l e .  
T h e  R a i l r o a d  c a n  n o t  a f f o r d  t o  s p e n d  $2  
m i l l i o n  d o l l a r s  p e r  y e a r  t o  g e t  r i d  o f  t h e  
w e e d s  u s i n g  o t h e r  m e a n s .

9 98 G o v e r n o r  S h e f f i e l d E n g i n e e r s  n e e d  t o  s e e  w h e r e  t h e y  a r e  
g o i n g .  6 0 0  e m p l o y e e s  w a n t  b e t t e r  c o n t r o l  
o f  t h e  v e g e t a t i o n .

1 0 3 9 R e p r e s e n t a t i v e
W i l l i a m s

S p o k e  i n  s u p p o r t  i n  t h e  u s e  o f  c h e m i c a l s .  
A s k e d  w h y  t h e  R a i l r o a d  w a s  w a i t i n g  t o  u s e  
i t  w h i l e  i t  w a s  c o s t i n g  t h e  S t a t e  $2 
m i l l i o n  d o l l a r s  a  y e a r .  He p o i n t e d  o u t  
t h a t  i n  1 9 9 3 ,  G o v e r n o r  H i c k e l  w a s  t r y i n g  
t o  u s e  i t  a l o n g  t h e  h i g h w a y s .  T h e r e  w a s  
t a l k  a b o u t  c o m m u n i t i e s  a d o p t i n g  a  p i e c e  o f  
h i g h w a y  a n d  b e i n g  r e s p o n s i b l e  f o r  k e e p i n g  
i t  w e e k  f r e e .  He u n d e r s t o o d  t h a t  n o  o n e  
h a d  " a d o p t e d  a  m i l e "  a s  o r i g i n a l l y  
s u g g e s t e d .  He e n c o u r a g e d  t o  c o n t i n u e  
u s i n g  R o d e o .

1 1 4 9 G o v e r n o r  S h e f f i e l d T h e r e  i s  a  l o t  o f  i n f o r m a t i o n  a v a i l a b l e  o n  
h e r b i c i d e s  a n d  R o u n d - U p .  He a c k n o w l e d g e d  
t h a t  h e  w a s  t r y i n g  t o  a c c u m u l a t e  t h a t  i n f o  
i n  o r d e r  t o  m a k e  a  d e t e r m i n a t i o n .

1 2 1 9 R e p r e s e n t a t i v e
G r u s s e n d o r f

A p p r e c i a t e d  t h a t  h e  i s  i n v e s t i g a t i n g  t h e  
d a t a .  He a s k e d  a b o u t  t h e  $ 2 . 2  m i l l i o n  
d o l l a r s  i n  b e t t i n g  m o n e y .  He q u e s t i o n e d  J 
t h e  a m o u n t  o f  f e d e r a l  f u n d s  t h a t  a r e  
r e c e i v e d  f o r  t h e  r a i l r o a d .  |

1 2 6 1 G o v e r n o r  S h e f f i e l d H a v e  r e c e i v e d  $ 1 0  m i l l i o n  d o l l a r s  p e r  y e a r  
f o r  r o a d  b e d  r e h a b .  T h a t  f u n d i n g  i s  n o t  
r e l i a b l e .  S e n a t o r  S t e v e n s  h a s  b e e n  
i n f l u e n c i a l  i n  h a v i n g  t h a t  a p p r o p r i a t e d .  
A n d  h i s  t e r m  e n d s  i n  2 y e a r s .

1 3 2 7 R e p r e s e n t a t i v e
G r u s s e n d o r f

A s k e d  h o w  r e l i a b l e  t h e  o t h e r  f u n d i n g  w a s .  j

1343 G o v e r n o r  S h e f f i e l d T h e  ISTEA b i l l  i n c l u d e d  f u n d i n g  a n d  t h e n  
t h e  f o r m u l a  w a s  c h a n g e d  a n d  t h e  S t a t e  
R a i l r o a d  r e c e i v e d  $ 4 . 8  m i l l i o n  d o l l a r s  p e r
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y e a r  f o r  6 y e a r s .  He s t a t e d  t h a t  w a s  a  
g o o d  f o r m u l a  a n d  t h e  S t a t e  n o w  r e c e i v e s  
$ 3 0  m i l l i o n  f o r  o v e r  s i x  y e a r s  w h i c h  i s  
m a t c h  m o n e y .  $7  m i l l i o n  d o l l a r s  w i l l  g o  
t o w a r d  t h e  GPS s y s t e m .  T h e  l a s t  o f  t h i s  
m o n e y  w i l l  b e  r e c e i v e d  t h i s  y e a r .  T h e r e  
h a s  b e e n  m o n e y  r e c e i v e d  f o r  t h e  l i n e  
c h a n g e s .  T r a c k  w a s  w e l d e d

1 4 3 7 G o v e r n o r  S h e f f i e l d E v e r y t h i n g  t h e  r a i l r o a d  i s  d o i n g  i s  t o  
m a k e  i t  s a f e r  a n d  m o r e  e f f i c i e n t .  T h a t  ; 
m a k e s  t h e  r a i l r o a d  m o r e  r e l i a b l e  a n d  t o  
i n c r e a s e  t h e  e a r n i n g s  w h i l e  s e r v i n g  t h e  
c u s t o m e r  b e t t e r .  T h e n  e a r n i n g s  s h a l l  b e  
s u f f i c i e n t  t o  m a i n t a i n  i t s e l f .  jj

1 5 1 0 R e p r e s e n t a t i v e  J .  
D a v i e s

Q u e s t i o n e d  f u t u r e  p o s s i b i l i t i e s  s u c h  a s  '1 
D e n a l i ?  j

1 5 3 1 G o v e r n o r  S h e f f i e l d $ 1  m i l l i o n  d o l l a r  s t u d y  o f  t h a t  l i n e .  He 
s t a t e d  t h a t  h e  f a v o r e d  r a i l  t r a n s p o r t a t i o n  
i n t o  t h e  p a r k .  I t  c o u l d  c a r r y  m a s s e s  o f  
p e o p l e .  T h e  p a r k  s e r v i c e  h a s  n o t  
s u p p o r t e d  t h a t .  T h e r e  i s  m o n e y  a v a i l a b l e  |  
t o  p r o v i d e  a  s t u d y  w h i c h  w i l l  h a p p e n  s o o n ,  p

1 6 1 1 R e p r e s e n t a t i v e  J .  
D a v i e s

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

1 6 2 4 G o v e r n o r  S h e f f i e l d G o i n g  t o  h a v e  a  n e w  g r a d e  s e p a r a t i o n  a t  ; 
"C"  s t r e e t  i n  A n c h o r a g e .  E n c o u r a g e d  t h e  
M u n i c i p a l i t y  t o  f i g u r e  o u t  a  w a y  f o r  
s e p a r a t i o n . .  T h e r e  w e r e  2 d e r a i l m e n t s  l a s t  
y e a r .  I t  c o s t  o v e r  $1  m i l l i o n  d o l l a r s  a n d  
m u c h  t i m e  s p e n t  b e c a u s e  o f  t h o s e .  One h a d  
a  m a c h i n e r y  m a l f u c t i o n  a n d  t h e  o t h e r  w a s  a  
t r a c k  s e p a r a t i o n .  j

1 7 2 5 G o v e r n o r  S h e f f i e l d He a d d e d  t h a t  t h e r e  h a s  b e e n  a  n u m b e r  o f  j] 
d e r a i l m e n t s  i n  W h i t t i e r  b e c a u s e  o f  t h e  J 
w e a t h e r  m e s s . j!

1 7 5 8 C o - C h a i r  M u l d e r A s k e d  t h e  a p p r a i s e d  v a l u e  o f  r a i l r o a d ?  1
1 7 6 8 G o v e r n o r  S h e f f i e l d $ 2 0 0  m i l l i o n  d o l l a r s  i n  a s s e t s  o n  t h e  t 

b a l a n c e  s h e e t .  T h e  S t a t e  p a i d  $ 22  m i l l i o n  
f o r  t h e  r a i l r o a d .

1 7 9 7 C o - C h a i r  M u l d e r A s k e d  i f  t h e  h o l d i n g s  h a v e  i n c r e a s e d ?
1 8 0 9 G o v e r n o r  S h e f f i e l d T r e m e n d o u s  a s s e t  f o r  t h e  S t a t e .  T h e  

a c t u a l  c a s h  i n  t h e  b a n k  s e p a r a t i n g  t h e  j 
f e d e r a l  f u n d s  i s  $ 1 5  m i l l i o n  d o l l a r s  o r  : 
m o r e .  F e d e r a l  f u n d s  a m o u n t  t o  $ 2 0 - $ 3 0  
m i l l i o n  d o l l a r s  f o r  s p e n d i n g  f o r  
c o n s t r u c t i o n  p r o j e c t s ;  a n d  t h e r e  i s  $ 28  
m i l l i o n  d o l l a r s  f r o m  t h e  s a l e  o f  a  
r a i l r o a d  s t a t i o n .  T h a t  i s  a  f e d e r a l  g r a n t .

1 8 7 4 C o - C h a i r  M u l d e r He i n f o r m e d  C o m m i t t e e  m e m b e r s  t h a t  " A l l  j 
f u n d s "  h a v e  n o t  i n c l u d e d  AHFC, AIDEA a n d

H.F.C. 7 3/25/99



HOUSE FINANCE COMMITTEE
LOG NOTES

t h e  R a i l r o a d .  T h i s  i s  a n  e f f o r t  t o  s h o w  v 
a l l  f u n d s  i n  w o r k i n g  w i t h  t h e  j 
A d m i n i s t r a t i o n .  ji

1 9 0 6 G o v e r n o r  S h e f f i e l d N o n e  o f  t h a t  m o n e y  c a m e  f r o m  t h e  S t a t e .
1 9 1 8 C o - C h a i r  M u l d e r A g r e e d ,  t h a t  r e v e n u e  w a s  l o s t  f r o m  s l o w  

d o w n .
1 9 2 5 G o v e r n o r  S h e f f i e l d W i l l  l o o s e  s o m e  f r o m  o i l  i n d u s t r y  b u t  w i l l  

b e  p i c k i n g  u p  s o m e  b y  t a r i f f  a d j u s t m e n t ,
$1  m i l l i o n  d o l l a r s .  L a s t  y e a r  s h i p p e d  2 9 0  
t o n s  o f  c o a l .  L o s t  m o n e y  f r o m  b u d g e t ,  
h o w e v e r ,  t h i s  y e a r  w i l l  r e e s t a b l i s h .

1 9 9 8 C o - C h a i r  M u l d e r S p o k e  t o  t h e  r e a l  e s t a t e  h o l d i n g s .  He 
a s k e d  f o r  a  l i s t i n g  o f  a l l  h o l d i n g s .

2 0 2 5 M r . K u b i t z R e p l i e d  t h a t  t h e  R a i l r o a d  o w n s  3 6 , 0 0 0  
a c r e s  o f  l a n d .  1 / 3  i s  o p e r a t i o n a l  
p r o p e r t y ;  1 / 3  i s  l e a s e d  p r o p e r t y  o r  w h i c h  
Vi o f  t h a t  i s  l e a s e d ;  t h e  r e m a i n i n g  i s  
t r a c k s  o f  l a n d  a r e  n o t  b i g  m o n e y  l a n d  
g e n e r a t o r s . He o f f e r e d  t o  p r o v i d e  t h a t  
i n f o  t o  t h e  C o m m i t t e e .

2 0 8 0 C o - C h a i r  M u l d e r A s k e d  w h e n  w o u l d  t h e  m a s t e r  p l a n  b e  
f i n i s h e d ?

2 0 9 9 M r.  K u b i t z R e p l i e d  t h a t  i t  i s  i n  t h e  p r o c e s s  e x c e p t  
f o r  t h e  c o m p l e t e d  p o r t i o n  o f  S h i p  C r e e k .

2 1 1 8 G o v e r n o r  S h e f f i e l d A l s o ,  t h e  p l a n  i n  t h e  s y s t e m  h a s  b e e n  
c o m p l e t e d  f o r  W h i t t i e r ;  w i t h  a  s m a l l  p l a n  
f o r  t h e  C h e n a  l a n d i n g  a r e a .

2 1 3 8 C o - C h a i r  M u l d e r R o a d  b e d  m o n e y  r e q u i r e s  20% m a t c h
2 1 4 8 M r .  K u b i t z E x p l a i n e d  a l l  t h e  w o r k  t h a t  r e q u i r e s  t h e  

2 0 % m a t c h  r e q u i r e d  b y  t h e  f e d s  f o r  t h e  
r a i l r o a d .

2 1 6 5 C o - C h a i r  M u l d e r A s k e d  h o w  m u c h  d e b t  c u r r e n t l y ?
2 1 7 2 G o v e r n o r  S h e f f i e l d $2 m i l l i o n  d o l l a r s  t h i s  y e a r .  W i l l  r i s e  1 

t o  $ 2 0  m i l l i o n  d o l l a r s  t h e  e n d  o f  t h i s  1 
y e a r  w i t h  t h e  p u r c h a s e  o f  t h e  n e w  
l o c o m o t i v e s .

2 1 9 6 G o v e r n o r  S h e f f i e l d V e g e t a t i o n  c o n t r o l  i s  d o n e  b y  i n m a t e s  \ 
t h r o u g h  a n  a r r a n g m e n t  w i t h  D e p a r t m e n t  o f  
C o r r e c t i o n s .  T h i s  h a s  b e e n  d o n e  i n  t h e  j 
p a s t  a n d  t h e  p u b l i c  u s u a l l y  d o e s  n o t  k n o w  
i t .

2 2 5 4 R e p r e s e n t a t i v e  G. 
D a v i s

A s k e d  i f  W h i t t i e r  w a s  i n v o l v e d  i n  t h e  fj 
M a s t e r  P l a n .

2 2 6 8 G o v e r n o r  S h e f f i e l d W h i t t i e r  w a s  i n v o l v e d  w i t h  t h e  p l a n  a n d  
w a s  h a p p y  w i t h  i t .  A f t e r  5 y e a r s ,  t h e  
r a i l r a o d  w i l l  s h a r e  r e v e n u e s  w i t h  t h e  
C i t y .  T h e r e  i s  n o  t a x  b a s e  t h e r e .

2 3 0 1 R e p r e s e n t a t i v e  G. 
D a v i s

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

2 3 2 3 G o v e r n o r  S h e f f i e l d H a s  n o t  r e c e i v e d  a  l e t t e r  f o r  2 y e a r s .
2 3 3 5 C o - C h a i r  M u l d e r V o i c e d  a p p r e c i a t i o n  o f  t h e  A l a s k a  R a i l r o a d

H . F . C .  8  3 / 2 5 / 9 9



HOUSE FINANCE COMMITTEE
LOG NOTES

f o r  j o i n i n g  t h e  C o m m i t t e e  f o r  t h e
o v e r v i e w .

I 2 3 5 4 ADJOURNED 3 : 1 5  P .M .

H . F . C . 9 3 / 2 5 / 9 9
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/ Freight is three quarters of our $&7 ' '
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serve growing visitof industry I
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"commuter service possible / '  .
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! • Alaska's transportation system central j 

J  to Gov. Kno\jvles' plan for growth . I 
• The Alaska Railroad js a growth cehtet 
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APR-14-99 THU 10:49 OIL AND GAS
DEPARTMENT OF NATURAL RESOURCES

DIVISION OF OIL AND GAS

FAX NO. 9075624360 P. 02/17
T O N Y  K N O W L E S ,  G O V E R N O R

550 WEST 7™ AVENUE, SUITE BOO 
ANCHORAGE. ALASKA 99S01-3510 
PHONE: (007) 2B9-BS00 FAR: (307)260 6936

April 7, 1999

The Honorable Randy Phillips 
The Honorable John Torgerson 
The Honorable Gary Wilken 
Alaska Siaie Legislature 
State Capitol 
Juneau, AK 99801-1182

Dear Senators Phillips, Torgerson and Wilken:

The division is responding to your request for information regarding resources estimates for the Alaska 
North Slope (ANS), production curves for those resources, and historical and projected rig counts. We 
hope that, you find this information helpful.

The division conducted a literature search for assessments of oil and gas "resources” on the ANS.
The division itself lacks the staff and the time to independently assess ANS resources beyond the 
scope of our annual “reserves" forecast. The United States Geological Survey’s (USGS) most recent 
Arctic National Wildlife Refuge (ANWR) assessment was prepared by 40 USGS geoscientists and 
support staff over 3 years at a cost of $3.8 million. A United Stales Department of Energy (DOE) and 
the USGS regional assessment of tire ANS, conducted between 1991-95, cost about $2.0 million. In 
preparing the attached tables and figures, the division has relied upon various federal assessments and 
publicly available information from the ANS producers and other sources.

The USGS and most professional oil and gas organizations distinguish "reserves" from "resources." 
Reserves are known oil or gas accumulations that can be recovered with reasonable certainty under 
current economic and operating conditions. Reserves include ihc remaining recoverable oil in Prudhoc 
Bay, but not the majority of gas there. Resources are first divided into “discovered resources" and 
“undiscovered resources." Discovered resources are known oil or gas accumulations that cannot be 
produced under current economic and operating condi- ‘ ons. Most of the Prudhoc Bay gas would be 
included in this category. Undiscovered resources are oil or gas accumulations that arc believed to 
exist based upon geologic knowledge and theory. Undiscovered resources are further subdivided into 
“technically recoverable resources" and “economically recoverable resources.” Technically 
recoverable resources are those resources which could be produced under current technology 
regardless of the commodity price. Economically recoverable resources are technically recoverable 
resources that could be recovered at a given commodity price.

‘ 'Develop, Conserve, and Enhance Natural Resources fo r  Fresent and Future Alaskans.”
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Resource estimates are also expensed as unconditional or conditional. Unconditional estimates 
assume that at least some oil always will be found. Conditional estimates include a risk factor 
assuming a chance that oil may not discovered.

Resource assessments for a given area often vary dramatically. Comparing assessments is 
difficult because definitions, methodologies, and areas studied are slightly different.
Nevertheless, the following illustrate the dramatic variance:

1. The 1987 Energy Information Administration (EIA) AN WR assessment pegged the 
mean “unconditional (risked) economically recoverable oil" at 3.45 billion barrels of oil 
(bbo); the 1995 USGS assessment pegged the mean at 0.898 bbo, a 74% decline.

2. The 1987 Bureau of Land Management (BLM) reported the “undiscovered conditionally 
economically recoverable oil” in ANWR as 0.6137 bbo; just four years later the BLM 
reported it as 1.642 bbo, a 167% increase.

3. The 1987 USGS assessment estimated the oil in place for ANW'R as 4.8 (bbo) at a 95% 
probability; ten years later, its assessment estimated the oil in place as 11.6 bbo, a 142% 
increase.

Although these assessments represent the best available information, they should be viewed 
skeptically when trying to forecast the future.

For a given area, the division has not determined which assessment is best. Rather, it uses the 
most rcccnt assessment. The division reports the technically recoverable resources estimate from 
the various assessments.1 If that estimate is not available, the division reports the conditionally 
risked economically recoverable resources estimate from the assessment. These estimates 
represent a high side scenario; that is, they could only be fully recovered at a high oil price. If 
available, high, medium, and low estimates arc reported. Otherwise, just the best available 
information is reported as the medium estimate. Both discovered and undiscovered resources arc 
reported in two subcategories: onshore and offshore. Undiscovered onshore resources are further 
divided into five areas: W. NPRA, NPRA, Central ANS, Foothills, and ANWR.2 Undiscovered 
offshore resources are further divided into two areas: Beaufort and Chukchi.3 Tables 1 through 4 
present this information.

The ANWR estimate reported by Senator Phillips in his March 30,1999, memorandum is the technically 
recoverable resource estimate from die 1998 USGS assessment,
2 B«cause thr. areas o f some studies overlap, the estimates contain some duplication. According to the USGS the 
estimates cannot be meaningfully split. The onshore numbers generally Include the state offshore resources.
3 The offshore resources are in federal worers. Under current law. the state receives 27% of all lease revenues 
from leases between 3 and 6 miles oi'/'Shore, If recent legislation proposed by Congressman Don Young passed, the 
state would receive the same percentage o f lease revenues between 3 and 200 miles offshore. Federal offshore 
production could have oth«r economic benefits to the State.

P. 03/17
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Next the division has assembled production rate curves for the various areas and categories. As 
noted above, the division has assumed that all the technically recoverable resources would be. 
produced. The production start date for each area assumed:

1. All of the areas would be leased in 2000.4
2. A certain number of years to discover the resources (if a discovery had not been mado).
3. A certain number of years between discovery and production.

To the extent such schedules were available for particular areas from public sources, the division 
relied upon a mid case schedule, as opposed to an accelerated or delayed scheduled. Otherwise, 
the division itself estimated the time period between leasing aud production. Likewise, if there 
were actual production curves in publicly available sources, the division relied on them. 
Otherwise, the division generated the curves from various analogues. All of these schedules arc 
very uncertain and dependent on such factors as: oil price, lease sales and terms, competition, 
infrastructure proximity, technology, costs, fiscal stability, permitting, and environment. The 
results are presented in Figures 1 through 6.

Finally, Figure 7 presents a historical roiaiy-rig count for Alaska from 1960-98. The source of the 
count is A.P.I. Basic Petroleum Data Book (1998) and exploration well counts maintained by 
the division.5

Figure 8 presents a rig count forecast.* The forecast is based on the production curves generated 
in Figures 1 through 6. In addition, the forecast assumes continued development drilling in the 
producing fields. Forecasting drilling activity is subject to the same vagaries as forecasting 
production rate curves. Only five months ago, Alaska producers were forecasting that up to 16 
drilling rigs would be active now. instead, we are at 6 and will likely fall to 4 soon.

4 Obviously, this assumption is unrealistic. Nevertheless, the. curve can be shifted to reflect when one believes a 
lease sale for a particular area would be held.g t

A few caveats apply to the A.P.I. rig count.
• The average number or rigs is the sum of the year’s weekly rig-counts divided by 52. These numbers 

might better be considered as "rig/years.”
•  The A.P.I. iig-count docs not differentiate between drilling activity onshore and offshore or on state native 

or federal lands (North Slope, Cook Inlet, Alaska Peninsula, OCS nnd NPRA all lumped together).
• Although a number of North Slope exploratory wells were drilled between 1944-1952 (the initial NPRA 

exploration program), die A.P.I. tabulation lists no rig activity in Alaska during that period. Conversely, the A.P.I. 
rig-count probably does Include the number of drill rigs involved in the second phase of die NPRA drilling program 
between 1975-1982 (1-5 rigs/year).
6 Recent rig counts ore not comparable to past rig counts. Smaller specialized rigs and coiled tubing units are 
replacing many of the older traditional drill rigs on tho AN S. These new drilling and workovcr units do not get 
counted in the published rig counts.
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The information presented here represents little more than a guess about what the future may hold 
for ANS production. Undoubtedly, it will be wrong. Given the budget and time constraints, I 
hope that it is helpful to you. We will provide the information Senator Torgerson requested 
regarding Cook Inlet resources in the next few days. If you have any questions, give me a call.

Kenneth A. Boyd, Director, Division of Oil & Gas 

KAB:gsr

cc: John Shively, Commissioner, Department of Natural Resources (w/enclosurcs)

Sincerely,
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H n c l i A r a  D a e n n r r o c  4X3
Table 1.

'Discovered Onshore Resources

Field Oil (MMBO) Gas (BCF)
CD
<J1

H iq h M e an L o w H if lh M e a n L o w

2Um ia t N/A 70 N/A N/A 5 N/A

C o lv ille D e lta N /A N/A N/A N/A N/A N/A

F io rd N/A N/A N/A N/A N/A N/A

3P rudhoe B a y ••— - - — 433,60O s21,800 N/A

P t. Thom son N/A 620O N/A 75,000 *3,200 N/A

9S on rdough N/A 100 N/A N/A N/A N/A

CD

1 Technically recoverable resources - estimate of hydrocarbons tkat can be recovered by utilising enrrent technology without regards to cost.
2 DOE: January, 1991: Alaska Oil & Gas -  Energy Wealth or Vanishing Opportunity? p. 2-19.
" The estimated technically recoverable gas is from Lockheed Martin, August, 1996, Economics o f  Alaska Noilh Slope Gas Utilization Oplioas, p, 2-8. The remaining

recoverable oik front Prudhoc Bay as well as oil from the Prudhoc satellites discovered to  date were already included in the production forecast, so these reserve
estimates are not included here.

Lockheed Marlin, August, 1996 Economics o f  Alaska North Slope Gas Utilization Options, pp. 2-8 & 2-9, This number encompasses all recovemble gas, including: 3.0 
TCP o f CQi in the recoverable gas and 8.8 TCF of gas used for lease use, local sales, and shrinkage.
Lockheed Marlin, August, 1996 Economics o f Alaska North Slope Gas Utilization Options, pp. 2-8 & 2-9 litis  number includes only net gas for sale.
Lockheed Martin, August, 1996 Economics of Alaska North Slope Gas Utilization Options, pp. 2-8 & 2-9.
Anchorage Daily News. Saturday Decembet 13,1997.
Lockheed Martin, August, 1996 Economics ol Alaska Noilh Slope Gas Utilization Options, pp. 2-8 & 2-9.
Anchorage Daily News, Thursday May 22, 1997.
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Table 2. 
1 Discovered Offshore Resources

F ie ld
2G w y d y r B ay 

Sandp ipe r 

5K u v lum  

F laxraan Is la n d

H ig h

56

93

N/A

N/A

O i l  ( M M B O )

M e a n L o w

48

47

400

N/A

40

N/A

N/A

N/A

Gas (BCF)

High Mean Low

N/A

N /A

N/A

N/A

N/A

N / A

N/A

N/A

N/A

N/A

N/A

N/A

Hamm erhead N/A N/A N/A N/A N/A N/A

1 Technically recoverable resources -  estimate o r  hydrocarbons that can be recovered by utilizing current: technology without regards to cost.
2 DOE: May, 1993: A laska North Slope National Energy Initiative Analysis o f 5 Undeveloped Fields. 
s DOE: May, 1993: A laska North Slope National Energy Initiative Analysis o f  5 Undeveloped Fie lds.
4PIV45#I, 1/6/99
5 O il &  Gas Reporter, 2/15/99, p. JO.



Table 3. 
Undiscovered Onshore Resources

F ie ld O i l J M M B O ) G a s  (B C F )

H i q h M ean L o w H i q h M ean L o w

* N P R - A N/A 5 4 2 N/A N/A 4 , 1 2 8 N/A

3N E  N P R - A  P l a n n i n g  A r e a 4,732 3 ,0 7 0 1,832 21,674 9 ,8 5 2 3,190

4C c n t r a l  N o r t h  S l o p e N/A 2 , 5 9 5 N / A N/A 1 4 ,9 7 5 N/A

5F o o t h i l l s N / A 1 ,5 6 4 N / A N/A 2 5 ,6 0 9 N/A

* A N W R 11,919 7 ,7 8 2 4,325 9,297 4 ,2 3 0 3,134

1 Undiscovered technically recoverable oii, gas, and natural gas liquid reserves. Composite Reserve Numbers were calculated based on reserve estimates 
provided from USGS Opcn-File Report 95-751. The percentage of reserves calculated for each area was determined by tie  amount of each play type that 
was distributed in that particular geographic area. Numbers include both estimates of gas associated with oil fields along with stand-alone gas fields. 
NGL’s are included in both oil and gas totals where astocialcd with oil anc! gas. 1 bane! of NGL astocialcd with oil =  0.667 barrels of crude oil. NGL's 
associated with gas war converted to gas by using tire formula 6,000 cubic feel o f gas =  I bbl o f erode oil.

* NPR-A includes llie western coasts plain area of NPR-A. -It does not include either, the Northeast NFR-A planning area or thcfoothiUs.
3 NHNPR-A Final ELS Vol 1. 8/98, p. JU-A-25.
4 Used USGS 1995 Assessment Opcn-File Report 95-751, Tables I and B -l, Summed 75% of the reserves calculated for the Cenlrnl area; 85% of the 

reserves calculated for the Eastern area for the various plays; and included the USGS total for Province small fields from their report. The Anchorage 
Daily News reported on Saturday 2/14/98 that ARCO Alaska, Inc. believed chat 1 BBO of producible oil exists in Prudhoc-Kupaiuk undiscovered satellite 
accmnulationr. Because this undiscovered oil is adjacent to existing infrastructure, lire Prudhoe-Kupanik satellite plays ure very economic and have a 
quick, turnaround time from discovery to first production.

6 Combined the resource numbers for the foldbclt and the thrust bell. Included only Vi of the eastern thrust play numbers and 85% of die fold belt numbers 
because the rest of the numbers are included in the ANWR totals.

B USGS, 1998 Asscisment, Appendix A.



Table 4.
Undiscovered Offshore Resources

Field Oil (MMBO) Gas (BCF)

H ig h  M ean L e w  H ig h M e a n  L o w

2Beaufor t  Sea (federal) 4,690 1,660 580 N/A N/A N/A

3C h«kch i Sea (fe d e ra l) 13,100 5,960 1,190 N/A N/A N/A

' Estimates are condition^ (assumes that ore ar more ■ndisxovcred commercial accumulations of hydrocarbons exist in the area) undiscovered economically recovered 
oil.

1MMS, May. L99D 
* MMS, May. 1990
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Figure 6
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S o u rc e  of Gas Production Forecast: Lockheed Martin August, 1996 Economics of Alaska North Slope Gas Utilization Options, Table B.12. The study 
begins production in the year 2005; we have delayed start-up until 2007.
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T h e  M o d e l  - t h e  p a r t s  o f  t h e  w h o l e

•  G e n e r a l  F u n d  -  u n r e s t r i c t e d  r e v e n u e  

a n d  e x p e n d i t u r e s

• O i l  forecast, pr ice  &  production  

® budgeted  expenditures

•  C o n s t i t u t i o n a l  B u d g e t  R e s e r v e  F u n d

•  A l a s k a  P e r m a n e n t  F u n d

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

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



I n t e r a c t i v e  M o d e l i n g

•  K e e p  i t  s i m p l e

®  M a k e  t h e  m o d e l  c h a n g e  a s  a s s u m p t i o n s  

c h a n g e .

•  T r y  t o  a n s w e r  e v e r y o n e ’ s  c o n c e r n s

® O n e  size does not fit all.
• Results in a more com p lex  result

•  M a k e  r e a s o n a b l e  a s s u m p t i o n s ,  a n d  k e e p  

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



T h e  G e n e r a l  F u n d
:g?3BMi«Mĝ sygararavx?g?garbqfygregr̂ r̂ê sra'̂  ̂ .' ẑ rnvmsi

•  R e v e n u e  -  a d j u s t  o i l  r e v e n u e  b y  p r i c e  a n d  

p r o d u c t i o n

• other revenue sources
® timing for reasonable collection of new revenues

•  E x p e n d i t u r e s

• inflation proof expenditures?
• some expenditures grow w ith  population growth
• ab il ity  to change the budget w ith:

® increases/decreases as a %,  such as inflation 
• increase/decrease the budget by a lump sum



C o n s t i t u t i o n a l  B u d g e t  R e s e r v e  F u n d
agggaEBaBBBBgi' 1I :! i ww-resawa'sra

•  E v a l u a t e  c a s h  f l o w  n e e d s .

•  T i m e  h o r i z o n  o f  t h e  f u n d  d e f i n e s  t h e  a s s e t  

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

®  T i m i n g  o f  r e c e i p t s / d r a w s  a r e  i m p o r t a n t .
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T h e  A l a s k a  P e r m a n e n t  F u n d
i wssswwg^* r.g<qy.;

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

R e a l i z e d  r a t e s  o f  r e t u r n  a r e  i m p o r t a n t  w h e n  

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

® Turnover  rates affect realized return.
3 small changes in turnover can affect the amount 

of funds paid out.
® the model can also build in alternative dividend 

calculations.
E x p e c t e d  t o t a l  r e t u r n  f o r  t h e  F u n d  i s  b a s e d  o n  

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

l i m i t a t i o n .



C a p i t a l  M a r k e t  A s s u m p t i o n s
ggBSSBEBBSg B5BS cssragK»*£gT?,*ŝ

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

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

c a p i t a l  m a r k e t  a s s u m p t i o n s  t o  t h e  D O R  a n d  

A P F C  e v e r y  y e a r .

•  T h e  c a p i t a l  m a r k e t  a s s u m p t i o n s  f o r  e a c h  

a s s e t  c l a s s  a r e  e v a l u a t e d  e v e r y  y e a r  a n d  m a y  

c h a n g e  a n n u a l l y .

•  E x p e c t e d  r e t u r n  f o r  e a c h  a s s e t  c l a s s  i s  

p r e d i c a t e d  o n  e x p e c t e d  g l o b a l  i n f l a t i o n .



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

T o t a l  R e t u r n  (also ca lled  nom ina l return) i
!

® realized return - dividends, interest from bonds, rents 
from real estate and any profits or losses resulting from f

the sale of assets, plus |
* unrealized gains - market appreciation (depreciation) I

over the purchase price of assets currently held by the {
fund which become realized income only when the asset |
is sold; also called capital gains. {

:

a  R e a l  R e t u r n  (nom ina l “ m i n u s ”  inflation) - i f  the I
total return changes, either the real rate or the f

inflation rate or both must change also.
® I n f l a t i o n  r a t e  - in relation to g loba l cap ita l markets J



W h a t  e l s e  h a v e  w e  l e a r n e d ?

•  S m a l l  d i f f e r e n c e s  i n  a s s u m p t i o n s  i n  F Y 9 9  

o r  F Y O O  m a k e  b i g  d i f f e r e n c e s  b y  F Y 1 0 .

•  T h e  p r i o r i t y  o f  p a y m e n t s  o u t  o f  t h e  A K  

P e r m a n e n t  F u n d  m a t t e r .

•  T i m i n g  o f  r e c e i p t s / d i s b u r s e m e n t s  m a t t e r .



T w o  B a s i c  T j p

I n i t i a l  l u m p - s u m A n n u a l  w i t h d r a w a l s  j

t r a n s f e r  f r o m  t h e o f  s o m e  t y p e  f r o m  |

P e r m a n e n t  F u n d  t o I t h e  A l a s k a  jj

a  S e p a r a t e  F u n d P e r m a n e n t  F u n d

A ll proposals fit into one o f  these two categories. This exercise helps 
compare the components o f  any plan by asking questions.
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O p t i o n s  M e n u

Investment Structure and Asset A  Vocation

0 U s e  e i th e r  th e  C B R F  o r  a n e w  fu n d  as th e  

S e p a r a te  F u n d .
C B R F  

N o v  Fund

• In v e s t  s o m e  o r  all o f  th e  S e p a r a te  F u n d  

w ith  th e  P e r m a n e n t  F u n d .

• S u b s ta n t ia l  e q u ity  in v e s tm e n ts  in  a 
S e p a r a te  F u n d  to  o b ta in  a h ig h e r  lo n g - 

ra n g e  r e tu r n .

0 In c r e a s e  e q u i ty  in v e s tm e n ts  in  th e
P e r m a n e n t  F u n d  to  o b ta in  a h ig h e r  lo n g -  

ra n g e  r e tu r n .

S e p a r a t e  A n n u a l  I n c o m e  

F u n d  D r a w

i i



O p t i o n s  M e n u S e p a r a t e  A n n u a l  I n c o m e  

F u n d  D r a w

Transfer M echanics
M a k e  t r a n s fe r  in  ca s h  a f te r  se llin g  s e cu r i t ie s  

o r  t r a n s fe r  s e cu r i t ie s  d ir e c t ly .

Sell  and  T r a n s f e r  C ash  

T r a n s f e r  Seenr i t ie s

R e g u la r  s u b s e q u e n t  t r a n s fe r s  f r o m  th e  

P e r m a n e n t  F u n d  to  a S e p a r a te  F u n d .

*  F o l lo w in g  r e ta in e d  o u ts id e  c o u n s e l ’s o p in io n  th a t th e  t r a n s fe r  c o u ld  b e

m a d e  in -k in d  w i th o u t  r e a liz in g  ga ins.
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O p t i o n s  M e n u

Inflation Proofing Policy
In n a t io n  p r o o f  th e  S e p a r a te  F u n d  p r in c ip a l .

C o n t in u e  to  in f la t io n  p r o o f  th e  P e r m a n e n t  
F u n d  p r in c ip a l  b y  d i r e c t  a p p r o p r ia t io n .

In f la t io n  p r o o f  th e  P e r m a n e n t  F u n d  th r o u g h  

d is t r ib u t io n  p o l ic y ,  a n d  r e ta in  in f la t io n -  

p r o o f in g  a m o u n ts  in  th e  E a r n in g s  R e s e r v e  

A c c o u n t .

S e p a r a t e

F u n d

A n n u a l  I n c o m e  

D r a w
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O p t i o n s  M e n u

Amount distributed from Separate Fund 
D is t r ib u te  o n ly  in c o m e  f r o m  S e p a ra te  

F u n d  to  h e lp  b a la n ce  th e  b u d g e t.

U s e  b o th  in c o m e  a n d  c o r p u s  o f  th e  

S e p a r a te  F u n d  to  b a la n ce  th e  b u d g e t  

w h e n e v e r  th e re  is a d e f ic i t .

Amount Distributed from Permanent Fund 
D e te r m in e  d is t r ib u ta b le  in c o m e  f r o m  

th e  P e r m a n e n t  F u n d  u s in g  an  ‘i n c o m e -  

b a s e d ”  fo rm u la .

D e te r m in e  d is t r ib u ta b le  in c o m e  f r o m  

th e  P e r m a n e n t  F u n d  u s in g  a “ p e r c e n t  

o f  m a r k e t  v a lu e ” fo rm u la .

S e p a r a t e  A n n u a l  I n c o m e  

F u n d  D r a w

ggggBBBjg * S j1 jjjjl



O p t i o n s  M e n u

Distribu tion Priorities
S e p a r a t e  A n n u a l  I n c o m e  

F u n d  D r a w

P r io r i t i z e  P e r m a n e n t  F u n d  d is t r ib u t io n  

a m o n g  (1 ) d iv id e n d s ,  (2 ) in f la t io n  

p ro o f in g ,  a n d  (3 ) p u b l i c  s e rv ice s .
C

r— i □
® I f  p r e v i o u s  o p t i o n  s e l e c t e d ,

w h a t  a r e  t h e  p r i o r i t i e s ?  , .
1 D iv id en d

(
.

Inf la t ion  proof in g

Pu bl ic  serv ices

1
S e t  P e r m a n e n t  F u n d  d is t r ib u t io n  b y  

p r o p o r t io n a l  d is t r ib u t io n  b e tw e e n  
d iv id e n d s  (% ) ,  in f la t io n  p r o o f in g  (% )  

a n d  p u b l i c  s e r v ic e s  (% ).

' 1□ 1□

® I f  p r e v i o u s  o p t i o n  s e l e c t e d ,  

w h a t  a r e  t h e  p r o p o r t i o n s ?
D iv id e n d □

Inflat ion proof in g

P u b l ic  serv ices
- — I



O p t i o n s  M e n u

A dditional Re venue
B r o a d - b a s e d  g e n e r a l  t a x

9  I f  p r e v i o u s  o p t i o n  s e l e c t e d ,  

w h a t  a r e  t h e  p r i o r i t i e s ?

M o t o r  f u e l  t a x  i n c r e a s e  

P e r  c a p i t a  s c h o o l  t a x  

R e n t a l  c a r  t a x

I n c r e a s e  b u s i n e s s  l i c e n s e  t a x

O t h e r

M i r a c l e

S e p a r a t e  A n n u a l  I n c o m e  

F u n d  D r a w



T h e  m o d e l  w e  h a v e  d e v e l o p e d  d o e s :

•  a l l o w  i n t e r a c t i v e  d e c i s i o n  m a k i n g .

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

a c t i o n  m u s t  b e  t a k e n .

•  l i n e a r  f o r e c a s t i n g  t o o l ,  t h e  f u t u r e  i s  n o t  l i n e a r .

T h e  m o d e l  w e  h a v e  d e v e l o p e d  d o e s  n o t :

® A d d r e s s  c h a n g e s  i n  t h e  l a w  t h a t  m a y  b e  

r e q u i r e d .

•  A d d r e s s  t h e  e c o n o m i c  i m p a c t  t o  t h e  s t a t e ’ s  

e c o n o m y  o f  d i f f e r e n t  d e c i s i o n s .
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Presentation Objectives

I d e n t i f y  p o t e n t i a l  g o a l s  a n d  g u i d e l i n e s  t o  b e  

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

A p r i l 16, 1999 H o u s e  F in a n c e



How To Begin The Analysis?

■  C u r r e n t  S i t u a t i o n

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

♦  U n d e r s t a n d  t h e  m o d e l

■  C u r r e n t  S i t u a t i o n  w i t h  H i g h  O i l  P r i c e s

A p r i l 16, 1999 H o u s e  F in a n c e
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Historical State Revenues
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Projected Revenues
P r o j e c t e d  G e n e r a l  F u n d  R e v e n u e s  

ci t V a rio u s 0  il P r i c e s

.$ 1 0/B a rre I

F is c a l  Y e a r

— $ 1 5 / B  a  r r e  I $  2 0 / B  a  r r e
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Current Situation - Assumptions
*!

!  ■  3 . 0 %  I n f l a t i o n

■  1 . 5 %  P o p u l a t i o n  G r o w t h  i n  K - 1 2  E d u c a t i o n  

F o r m u l a  P o p u l a t i o n

■  2 %  P o p u l a t i o n  G r o w t h  f o r  D i v i d e n d  O N L Y !

■  N o  G r o w t h  i n  P o p u l a t i o n  f o r  a l l  o t h e r  F o r m u l a  o r  

A g e n c y  E x p e n d i t u r e s

■  P e r m a n e n t  F u n d  T o t a l  R e t u r n  o f  7 . 7 5 %

■  C B R  T o t a l  R e t u r n  o f  5 . 5 %  i f  l e s s  t h a n  $ 3 B  a n d  

8 . 1 %  i f  g r e a t e r  t h a n  $ 3 B

A p r i l 16, 1999 H o u s e F in a n c e



C u r r e n t  S i t u a t i o n
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■ Expenditures oOilRewmues a Olher Generai Fund Revcnuos □ Income & Sales Tax Revenues

PstmansnlFund Dividend psrCapllx
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Alaska's Savings Accounts Projsct#d Savings Account Balancs vs Inflation Adjustsd Balance
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$34/bbl Oil Assumptions

■  S a m e  a s  C u r r e n t  S c e n a r i o

■  E x c e p t :

♦  O i l  g o e s  t o  $ 3 4 / b b l  i n  F Y 2 0 0 0

♦  O i l  n e v e r  g o e s  d o w n  f r o m  $ 3 4 / b b l

♦  I n  f a c t  i t  r i s e s  e v e r y  y e a r  a t  t h e  i n f l a t i o n  r a t e  o f  

3 %  ( I n  F Y 2 0 2 0  O i l  =  $ 6 1 . 4 1 / b b l )

■  W h y  $ 3 4 / b b l ?

♦  T h a t  i s  w h a t  i t  w o u l d  t a k e  t o  c r e a t e  a  s u s t a i n a b l e  

b u d g e t  u n t i l  2 0 2 0  w i t h  n o  c u t s  a n d  n o  t a x e s . . . B u t  

t h e r e  a r e  c o n c e r n s .
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