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Purpose: 
t. A report on the issues to be resolved by the legis-

1...e._ture_ and a solicitation of comments on the issues 
from the committee members and a list of interest-ed 
Alaskans . 

II.A p,~~~~;~~~Y_!.tateJQen~_of b~ckgi:o..undJi~~q.u_estions 
to be used in the committee's presentation at the 
Alaska Public Forum and in the media. 

[Draft . to committee on July 15, 1977. Publication fini shed 
and printed by August 1, 1977.) 

I. Int~gduction by committee chairman [Sta tement of committee 
[Clark}will draft by June 25] . 

II. Historical perspective - consti tutional and legislative 
~ 1969 - Brookings Seminar 

fl,Lo ~ 1970 - Early Permanent Fund proposals I . A__ _ I 
V~J ~97~- Permanent Fund bill passed by legislature u~Zjedl 
'); )._976 - Permanent Fund constitutional amendmen t passed 
0~ir \ S:.~ by legislature and public 
V l e-%\. 1977 - Permanent Fund temporary i mplementa tion bill 

fl .,,<F passed by legislature ; State Inves tment Advisory 
\l' Committee proposal ; Permanent Fund Commi ttees 

set up 
III. Summary of Work to date 

State Investment Advisory Committee pr oposal - Price , 
Waterhouse; White, Weld ; e t c . 

Hous e & Senate Permanent Fund Committee ses sion wor k 
Alaska, Inc . proposal 

IV. Sta tement of i s sues ' to be resolved 

.,, ·f.?~t'I A. Alternative object i ves for the Permanent Fund 
~--~- B. Level of funding 

/l /., f. r elation to obJ' ec tives and other f un ds v ,-r.t::- 2. revenue proj ections 
t fC. Investment guidelines . 

Oj:t f L 1 . cons t itutional and l egal l i mi t a t ions 
.. ,., ... 2. possible statut or y r cquiremen ts 

~; r, --- n. Use of Permanent Fund income - ,, ,. 

task] 

1 . r eturn t o perman en t f und "/' ; .. . ; ,,, ., ; · 
2 . Alaska , Inc . _, 11. ( , .,J ., i,.,,, "'

1 
, .. ; 6 .. ··; · r.- , · r 

3 . deposit i n general fund ~ E. Managemen t structure 
1 . Account abi l ity to l egislature , covcrnor an d p ub l ic 
2. Evaluation nnd audit of permm.cn t fun cl per [ ormancc 
3 . Execu tive and l cgis l ntivc involvement 

V. Solici tnti on of res ponses 
A. What other issues s hould b.~ conuicl crucl 
B. vfl'w t a l tern a t:i v e u ses m~c ti .e re 
C. How shoul<l t:hc pei-mancn t f und rel a tc~ t·n o t hc1: s t:i l:e f unds 
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~l'~ /r 
DISCUSSION OF MANAGEMENT STRUCTURE h ~ lfTh y; ~ _Ai 

- - John Wi 11 i ams -- ~ J.. ~ ~ r7f - ;v;1141 
-;iJ .. ~~1 r/fl!v.I _J '/Cl. ~.LrtdA4 ~' 

;"(' {,y. ? v -~ 
1'1 f' ~tr f,.</2- !Al- " !J.-,,, ! . , • 

An issue separate from either how much money wil be dedica eO-to"\ 

the permanent fund or how the money will be invested is the issue of the \
1'- /;,.'f1 

{ / J; V)I() · 

pennanent fund organizational structure. As the old adage states, fl./~4 
In this case, the organiza- f>VM rt/~ tti/i . 

-bf,_,Jj/0 
"form" and "function" are closely related. 

tion (or form) of the pennanent fund management may have an important 

bearing on how effective the fund will be in performing the functions it 

is directed to accomplish. 

Several important questions must be addressed in deciding the 

structure. For example: 

(1) llow much l atitude wi ll the fund managers have in making invest­

ments? Will general or specific guidelines be sprlled out in 

the enabling legislation or will the managers have substantial 

ti7~ lt/l~ 

freedom to choose the "best" of competing i m ~s tment opportunities? 

(2) Who should hire and, if necessary. fire the managers? Wil l 

the managers be insulated from pol i lical pressure~ (including 

the publ ic, the Legislature, and the Governor) and al l owed to 

conduct their jobs without fear of recourse should their 

decisions prove to be unfavorable; or should they be made to 

be completely responsive to the wi shes of either the pol i tici ans 

or the public? 

(3) Will the management be highly cen t ralized and monolithic or 

regiona 1 i zed by geography and/or subjec t area. with t he decision­

making power spread throughout several persons or l evels of 

approval? Should different tasks of management be handled by 
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separate and independent ?arts of the management structure or 

should all tasks be handl ed by one deci sion-making entity? 

(4} Will the managers be required to coordinate their investment 

decisions with other agencies of both local and state govern­

ment? State government has at present several loan programs 

to specific industries in the state. Will the permanent fund 

act independently of those funds, or should it try to coordinate 

its investments with other loan programs and resource manage­

ment agencies? Will the investments of permanent fund money 

for devel n~nents within the boundaries of local governments be 

made without the input of that local government? 

These questions and many more will pl ay a significant part in 

determining the succP~S of the permanen t fund concept. Alaska must look 

to other examples of permanent funds, development banks, and other 

public investment, fiduciary agencies to attempt to learn how various 

management structures have affected the workings and success of those 

examples; but in t he final analysis, we must decide for ourselves hm~ 

the Alaska Permanent Fund is to be managed according to the goals and 

objectives we set for the Fund and the future of Alaska. 
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The pu.rpOae of the Permanent Fund Workinq Group is to coordinate · 
the Mainiatration • • 11f for ta 'on the Permanen't Fund through · 
diJ;"ect involvement of ·the agencies~ per~nal and .reaearch 
capabili,ty. Attached i• a prelilainary work plan drawn up by 
the Di•iaion a• an example of the k~ C'f effort• to be 
undartaken·under the direction of the Working Group. The 
Grogp will work tOWMrd coordinating agency e~fort• •o that 
they will be neither duplicat~va nor conflictincJ. The 
ultiaate ta~k of the Working 1Group will be to adviae the 
Go•~r in hi• ef forta 't.o dnelop and .re~in• anablin9 
l99ialad.on for tM Pei:.anant Pund an4 ,.to prepare for eventual 
J.mpl.-.niation of the Pund. · 'tlie Group will help all a9enciea ; 
be pr.Pared to respond to legi•l•ti•~ ·inquiriea for information 
and to provide support for ti\!• effort next -uion. 

' ' Aa 4ef 1Ded in tile attached letter froia GoYernor HUQOnd to 
i~reMntative Gruenin9, Chairllan of th8 uoa8a Special 
C~t- on the Permanent P\lnd, t.b9 Di•iaion of Policy 
Devel~t and Planning (DPDP) will serve aa coordinator 
thi• effort. 

Tbe DL•iaion will attempt to circulate all a•atlable information 
and report• to all J>¥9tlclpanta, acmmnicate r8CJUlarly with , 
the leqialative COlllidttee• and periodically convene briefinq , H••ion•. 
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. :, 
The QrcMth PoltCy COUncll -Ma Hleot.ed tbe PUMDeDt hnd 
oa• of 'the fo~ -j~ i•--· to ;~~· in thi• . fa&l~:~. 
Palllio. l'orml ,~-·"· One of the .. fint it.a on tlMI ,working 
• • .. 4 J J t I • 

GrO:a&>'~ a9~ muat be tM revitnf o~ • . ....,l:lc Por'8I ~tlona 
on t:be ~ Pad. We aboul4 &180 di.OU .. aadff c1eft1op a OODMUU8 • 
OD 

1 tti• w0rk apnda an4 cle;adliM• f0r .art pl:Oducta o~ all ~ · · . __ _... ll'lia111t" • . - " '•. , . • . ~ ;. ' ... '. 
~ ... c ~ • .. .. ~ ,,;~ 

t. ..,. '· . • • • • . ~I _, ~ 

...... 'to the upitude and !Jlport.Diee of ·tbe 'Per..Mat. l'-4. 
queatioa, yoar peraonal putlclpatiOD i• requeatAliMI. In · 
a44i~1oD, pl- couiaer deillgnadng a •Miber of your 
ttepa.rtment ~ aerv9 both .a• a liai90D with 'the Working Group 
and .. mana9er of your cl•partment'• actual .. vork efforts. 

Thank you. 

AttaclmeDta 

PAU/'lS/lj• 

cc r Governor B...ond 

. ~ 

I 
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PLEASE .NOTE:· .THE.FOLLOWING PAGES WERE TREATED 
AS A UNIT IN TUE ·ORIGIN.AL DOCUMENT·. 
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TO: I 
1 Fran Ulmer, Director 

FROM: 

DPDP 

DATE 1 June 27, 1977 

Russ Cahill 
Bill Luria 
Dona Lehr 
Tom Singer 

SUBJECT: Permanent Fund Work 
Program 

. -'< • .. . . . 
,., -

In his letter of transmittal of HB 298, the Governor identi­
fied several unsettled policy issues conc~ri1ing the Permanent 
Fund which require further investigation. httached is a 
work program which we feel addresses the Governor 's major 
concerns, identifies and coordinatPs State information 
capabilities and needs, and prov:i 1Jes the infr·nnat:ion necessar.y 
for Administration policy-making. 

The Governor expressed great concern that. the public should 
be widely consulted concerning the goals for ~nd uses of the 
Fund. He ulso identified the need for cr :i t.cr .i a to guide .tnnd 
expenditures. Finally, he observed that the complex issue 
of the proper mix between political and professional control 
over the fund required further explorat ion. The work cate­
gories deacribed below r.ef lect these concer.n~ as well as our 
evaluation of additional data and research needs . The 
specif ic wo.r:k i terns an~ at ti'l c lie<1 .i n cha rt f. c1rm. 

I. Overview 

This work ar~a contnins ongoing i nlor matJon ga the ring 
and dislrib\Jtion efforts, as wel l aB analysis and pre­
paration of inforrnaUon ir a fortnat use f ul to decision­
makers (from OPDB's viewpcint , specifically for the 
Governor.) , •rasks .i nr.:lude cnnU nu:i ng ccmnoJ .i.da tion and 
distribution of reports -4 nd data , fiscal planning , nnd 
analysis of the implications of alternative proposals. 

'l'he goal~ for the use 0£ t he public: 111011 l.es earmarked 
for the Fund rightly must be derived from the public. 
Thus, work i n thin a rea rclntes t o coor<linatjon of the 
several public parLicipaLion ef ( orts und the.: rnanagemcnl 
of the Administration's act:ivit:i.es in this nrea . Once 
th t.:: public has expressed goaJ s and ;u..;pi r a U em s for the 

'· 

\ ' . 
·-··· 

( 
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use of the P<~rrnanent Fund, the task emphasis 
shifts to the interpretation of these goals , and 
efforts to incorporate the goals into enabling legis­
lation. The various alternative fund structures must 
be analyzed in terms of their ability to attain the 
public goals •. 

III. Criteria and Performance Evaluation 

DPDP is currently working in this area with the active 
participation of other State agencie Once the goals 
and major criteria areas are identif-~d through the 
public participation process, specific effort can be 
directed toward the refinement of criteria and the de­
velopment of performance measures. 

IV. Political/Professional Mix in Fund Decisions 

One of the most difficult questions associated with the 
Permanent Fund structure is how to ma intain public 
~-countability a~d control over Fund uses while freei~g 
the fund operations from undue political pressures or 
abuse . There are no handy models or obvious theoretical 
answers to this question, as State investigations to 
date have shown. There likely does, however, exist 
expertise around the country which can be furLI1er 
applied to this problem. We propose an appr.oach which 
would bring together in nlaska nationally prominent 
bankers, fund managers, political scientists, economists, 
e tc., to discuss the question in a roundtable seminar. 
Transcripts of this meeting, and s ubsequent evaluation 
of the opinions exprc~sed shoulc~ c:on l.ributc g.n ;:a tJ y to 
State pol.i ~y-m~J:cr.s (both in the l\drninis._ration and i. :i 
the Legislature) attempting to deveJop or ref i ne enabling 
legislation. 

v. Uses of Per!Th:~nent Fund Earnings 

•.rhe Governor ' s memo describing his new "tracking system" 
a llocates activities related to the ~Jaska, Incorporated 
Working Group. The results of that working group, 
along with study of other s ugges t ed uses of Fund earnings 
(e . g . reserve accounts , inflation hedge , Fund oper~ting 
expendi tures) should be coordinate<l witl1 th e nnalysis 
and development of enabling lcgislu ti on f01: the Permanent 
Fund principal. 

VI. Miscellaneous 

Continued legal research is necc s~nry to clarify allowable 
options for Permanent Fund ll!I C ns s pecified i n t he 
constitutional mnen<lment whic h establis hed 'l:hc Fund. 
Exumplcs include definition of " pc~rmnncnt 11 und ":i.nco1ne 
producing". 
Lnal:ly, continuing e ffort muot be expended to maintain 
coocdination w.i.t:.h the lcgislntivc committees which .:i r e 
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developing their own proposals for enabling legis­
l ation. · 

Attached are specific work items designed to impl ement the 
six generalized categories given above . 



f.F'FORT 

I . Overview 

'' . 

l~ 
'· . .,..., . 1 ':> l . 

J.: .1sca_ ... _an-;-iing 

a . 

b . 

Altern~~ivcs Evaluation c. 

F~RM..~NENT FUND WORK 
• •. t • J I o l 

. " 

TASK RSQUIREMENTS . ' 

' I 

In cooperation witn Legislative 
Affairs, . consolid~te past and 
~~ict~rcr ~~Forte =~c.· l.·~~orm-~i·on \;; 4"•- w ..i....l.J t::-- - w ~·- .1- •na.L. 

on Pern'.aner:t Fund- ··:russing report 
on Alaska's capital markets; SIAC 
efforts ; consulta~t ef=ortsi legis­
lative co1n,"'nitte.ss, Sta":.e agency 
effort::. • 

Analysis of State revenue and expen­
diture patterns \.mde:\~ various 
scenarid; impli'cat:i.ons for Permane:·lt 
Fund contributions~ identification 
and ev~ luation of fiscal t ools avail­
able for State economic intervention 
(loan programs, bonds , CIP, Renewabl e 
Resources Revolvins Fund, others); 
al~ernatives ~vailable to move fi~an­
cing of governruc~t expenditures to a 
r ecurr:i..ng bas.Ls. 

a. 

b . 

Analys is and critique of proposed al- c. 
ternati ves for tr. e :)i:=r ::r:anent Fund·~ o.·~ .:.7'"""­
~onsultant% work; coorJination of 
agency comments . 

•.•I ., 

END PRODUCTS 

Ongoing with monthly 
status memos for · a~ency 
distribution. 

Revenue/Expenditure 
~eport; Fiscal Tocls 
Evaluation (inclu de 
s~rengths and weak­
nesses); Recurring 
Revenue Ana lysis 

Evaluation of effo~ts, i~­
cluding growth, f iscal 
and economic policy con­
siderations; Report s to .the 
Governor. 

SUGGES'i']~D 

RESl?ONS IDILI'fY 

a. 

. ..... .., . 

c. 

DPDP 

Revenue) ·~:;.1 
B t'Ctg~ 'b-!· f. 1~ r. -
a. gcn;cn t .. \:· 1 :. .· 

c. x \,!~,\. •:.. (" :_, ... ~,\" 

C.?DP anc :• 
i\cvcnuc 



l ' . 

Goals For~ulation 

coorC.ir~ci t.ion 

Issue Itlentificatio~ 

J\nalysis 

State Budget Proce5S 

Public Pref crence 
Ev:th:.ation 
(b~sed on Public Forum 
rcsultc now in h~nd) 

b. 

c. 

c.. 

c.1 

e.2 

o . 3 

TASK REQUIREMENTS 

Identification and coordination 
of all public participation pro­
grams related to Perm~~ent Fund; 
coordination 0£ ~gency inputs~ 

Assist in structuring questions 
for oublic C.iscu~sion; assist and 

~ . 
in the preparatic~ of b~ckground 
information. 

Analyze ~he implicatio~s of public 
p~eferences and State policy con­
concerning the alterna : ives for the 
Permanent Fund . 

Develop ~9thodology ±~r ~ncorporating 
public fc~um responses i nto State 
policy- m&king a~d budgeting process; 
I mplementc.ti cn. 

RePewabl c R2sources I~vestigation 
e . 1 . 1 Sc =toral Ana l ysis relating to 

rcnc~ablc res0urce~ . 
e.1.2 Program plans fo r e nhancing 

r c:1C:'.'/ubl c:: r8s<m!.·cc a reus. 
e . 1. 3 J_::, :m Pros :cc:uns Ev.:~i.uation 
c. l. ·1 l\c:ivitie!; of Development 

s occialists in f orestry, 
fisheries , tourism , agri­
Ci.:ltur e . 

Community Development Needs and 
Potc::?nl:ia.1:3 
Report on existing State investment 
act ivity ar d performance and other 
in-State cxcericnccs (Native Corps , 
employee~ ~~nsion fun1 ~ ) . 
') ·\· 
\1?.'I \?. w C \ ) 
i:.::10!".t._::.:·. 11 :; 1ares in Alaska 11 concept.', 
( \ ·-c_ .. .__ ~: . ....,:::....:...__ •... ') C--'.-.":~-.. c;) •-=-.\ '.!.",- ••. -· ~ \ 

' ·. 

: .. . 

c.. 

b. 

c. 

c':. 

" 
. END PRODC'CTS ..... . / ': . I.· 

. . 'i . 

Ongoing, with monthly 
status memos f or agency 
distri:m-cio~ . 

List of specifi~ questions; 
B::ic''0""0''"'0- ; n r.cr .... ai- ion c:. :-.._- ~- - • ..:... _.;. .. \ '--- ••• 

Report including means for 
refining enabling legis­
lation . 

Ongoing 

~ .1.1 Report 

~. l. 2 

c . l. J 
e .l . '1 

e .2 

c .3 

Report 

n.cport 
HC?Ort: 

Report 

Reports 

ncport 

SUGGESTED 
!~ESPONSIBILITY 

a, 

!) • 

·- . 

.. 
'- . 

c . l. l 

c . :: . 2 

. ..... c . .!. • .,,j 

c . l . ti 

l-:? . 2 

..... .., 
- • .J 

DPDP 

DPDI? and 
P.cve:iuc 

:;C!t\ .:i.:1d 
c :~D 
!,-:vc:iuc 

,~ ... . i;"•, "";.• 
\ • I 



?ERM .• l\NENT FUND WORK ELE~rnNTS 

F.rrOHT TASK REQUIREMEN·I·S 

J ll . Criteria & Perforraance Fvaluation 

Loan Cri':.eria 
Dcvelct::r:er: t 

Perforra~nce Evalu­
ation Deve lopment 

.::. .1 

a.2 

b . 

1 '' Politic:!l/Prc~cssior.c1 l ~lix 

Pr~p~r~tion ~or Seminar a . 

Synthesis of Sc~inar b. 
!<...:;SU 1 ts 

·~ . 

Development of loan criteria which 
embody the goals detcrmi~ed for 
Permanent Fund uses. 

Status report on larg~ scale project 
evaluation criteria 

a .l 

.:. • 2 

Development of performance evaluation b. 
measure3 to determine t he performance 
of fund ~anagement i n ac~ ieving stated 
goals . 

Idcnti:l;ication of ser.1inv.:c purticipt:!lts c . 
CY'l~V,:J...._;)..1~ O~ '\)~...,.,·~, :Y\ -,.-......._ ~":,. . / 

L) .J ~ ~ 

Discussion papc~ o~tlining seminar b. 
r esul tr. a~d tl1'~ imnlica t ::.on s fer 
111 tern.:i. ti ve Permun~nt I'l..!:1d s truc turcs. 

with Alaskil Inc . Working 

' . ,, 

END PRO!)UCTS 

.. .. . 
' 

To be determined 

Ongoing, with Status 
Reports. 

To be determined 

Seminar, Transcript 

Report 

I 
Page 1

1 of (3 > t-/ 

a . l 

a . 2 

b. 

SUGGESTED 
RBS:?QNSIB ILITY 

To ~e determined 

DPDZ; with bro a(: 
agc:-:c y partici­
pc t :~o n. 

To ~~ d~tcr:nir~c .. 

To be dc tcrr:d.:1cc 
C" j·~ 
'- • 



F. fTO~T 

, - ~ . Micella:'.eous 

a . Legal .~nalys is a . 

c ocrci:· . .:·~ ic~ o f ~·~ d:::ir..: - !:> . 
~tr~ti ~ ~ ~ ~<l Lcsic l~ tivL 
:\Ct i Vi t. 1. .:! ::; , 

t •• • • : . 

EN'D PRODUCTS 

Pag~ j o f 4 
\.t 

SUGGES'rED 
I\ESPONS IDILITY 

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 

Define 11 pel:':nan0nt 11 a ~d 11 income pro­
ducing" ( r.-.~~ket ROI? cvc:r - all vs . 
project.? i ~co!':\e: tc :::n:-.c or i:ldivi­
dual s ?). Outlin~ i~ulicacions as 
these de£initic:-i.s r siai.:.o t o 11 9rudent 
per son", in.tlation, :::-cse :!'ve account s , 
i put . i:<to fund (c;re.:-:.·:c:c than 25 i -

ca:-. i t !Je ·::itl c r aw:1,. i:-.~crest-;.('can 
't' .,_. d ?) i ~e w~.n raw~. , e~c . 

Naintai~ infor mation f low among var iou~ 
1~.:irticip .. r.::s . 

~ .. G. C9inions) <' 

Sumr:~a :: y of legal 09ir.ions 
obt~incd by Legislative 
con'.l~\i tteci:;. 

Dept. of Lu' .. ' 

J?D? 



EFFORT 

!. Overview 

a. Cooroination a. 

b. Fiscal Planning b. 

1vD /))\ do 

J :J;., fl..( l/. 

c. Alternatives Evaluation c. 

ii t t<. 'r ;°r•:f. I 
) rf) c>1 / /} I }; .J 

f i I ,-
r. v I /j I' ' I~ ()1 , ' 

11r1f\. Ji 

PERMANENT f'UNO WORK ELEMENTS 

TASK REQUIREMENTS 

In cooperation with Legislative 
Affairs, consolidate past and 
existing efforts and information 
on Permanent Fund--Tussing report 
on Ala~~ka' s capit a:. markets; SIAC 
efforts ; consultant efforts ; legis­
lative c~mmittees, State agency 
effort:;. 

Analysis of State revenue and expen­
diture patterns under various 
scenarioS; impl ications for Permanent 
Fund contributions; identification 
and evaluation of fiscal tools avail­
able for State economic intervention 
(loan programs, bonds, CIP, Renewable 
Resources Revolving Fund, others); 
alternatives available to move finan­
cing of government expenditures to a 
recurring basis. 

a. 

b. 

Analysis and critique of proposed al- c. 
ternatives for the Permanent Fund·~~ ~" 
consultant~ work; coordination of 
agency comments. 

END PRODUCTS 

Ongoing with monthly 
status memos for agency 
distribution. 

Revenue/Expenditure 
Report; Fiscal Tools 
Evaluation (include 
strengths and weak­
nesses); Recurring 
Revenue Analysis 

Evaluation of efforts, in­
cluding growth, fiscal 
and economic policy con­
siderations; Reports to t he 
Governor. 

SUGGESTED 
RESPONSIBILITY 

a . 

b. 

c. 

DPDP 

Hevenue>-a.nd 
l3udget-<-Man­
agement ~·,"\n..~,...J). 

,J 

~. ~ ~\O'I\•• ~V'\'M \ ~..O.."<.. 

DPDP and j 
Revenue 

.. . 



EFFORT 

Il. Goal s Formulation 

a . 

b . 

c . 

d . 

c . 

Coordination a . 

Issue Identification b. 

l' fl-1 /;v;/. Alf 
I J" f< lf;'Y'/) /VO 1 P. E fv/5· · i-l 5G 

Analysis c. 

\} tif..Y J tv/ I! - iVJW( /Jc- ";i 
~o 1J1f/tJI? {o 

State Budget Process 

p,: (!;, ) ,,J J I.< I( 

Public Preference 
Evaluation 
(based on Public Forum 
results now in hand) 

/ 1)/1 ,v ( s 
)f C- ' ,, o 

I } ( J r 

a. 

e . l 

e.2 

e.3 

e.4 

TASK REQUI REMENTS 

Identification and coordination 
of all public participation pro­
grams related to Permanent Fund; 
coordination of agency inputs . 

Assist in structuring questions 
for public discussion; assist and 
in the preparation of background 
information . 

Analyze the implications of public 
preferences and State policy con­
concerning the alternatives for the 
Permanent Fund. 

Develop methodology ior incorporating 
public forum responses into State 
policy- moking and budgeting process; 
Implementation . 

Re~ewable Resources Investigation 
e.1 . 1 Sectoral Analysis relating to 

renewable resources . 
e.1.2 Program plans for enhancing 

renewable resource areas . 
e.1 . 3 Loan Programs Evaluation 
e.1.4 Activities of Development 

special ists in forestry, 
fisheries, tourism, agri­
culture. 

Community Development Needs and 
Potentials 
Report on existing State investment 
activity and performance and other 
in-State experiences (Native Corps, 
employee~ pension funds). 
~Q. .. \Q.W o'f h 
Rep<:>i;..t_on 11 s ares in Alaska 11 conceptr; 
( ~""'- ~ ~ ~ _ . c, ~ -'< ...::.- er..,-~ '\ -.;:..i -o ~~ ~ ) 

a. 

b . 

c. 

END PRODUCTS 

Ongoing, with monthly 
status memos for agency 
distribution. 

List of specific questions; 
Background information. 

Report including means for 
refining enabling legis­
lation. 

cl·. Ongoing 

c .1 . 1 Report 

e.1.2 Report 

e • 1. 3 Report 
e .1. 4 Report 

e.2 Report 

e . 3 Reports 

e.4 Report 

SUGGESTED 
RESPONSIBILITY 

a. 

b. 

c. 

d . 

e . 1.1 

e.1.2 

e.1.3 
e . 1.4 

e.2 

e.3 

e . '1 

DPDP 

DPDP and 
Revenue 

DPDP 

DPDP and 
~~ 'fl\ 

Revenue 

ADF&G 

B & M 
CED 

DCRA and 
CED 
Revenue 

B f, M o--1) 
~'?\")\> 



PERMANENT FUND WORK ELEMENTS 

EFFORT TASK REQUIREMEN~S 

III . Criteria & Performance Evaluati on 

a. 

b. 

Loan Criteria 
Development 

I I tf I ' 
l. A l.Ji/:~IJ ) ~~ 

t1 11J $ G f"' 

Performance Evalu­
ation Development () 

~ ) G .rY' ~1-t'vvf 'jl 

a.l 

a.2 

b. 

Devel opment of loan criteria which a. l 
embody the goals determined for 
Permanent Fund uses. 

Status report on large scale project a .2 
evaluat i on criteria. 

Developme nt of performance evaluation b. 
measures to determine the performance 
of fund management in achieving stated 
goals. 

IV . Political/Professional Mix 

(1 . 

b . 

v. 

""'"' · 

Preparation for Seminar a. 

Synthesis of Seminar b. 
Results /J 

\)(!Z1 J f1~-

Identi~icat~i> of seminar participants, a. 
~~~ ~~' ~ °'\-n--. ~. 
Discussion paper outlining seminar b . 
results and the implications for 
alternative Permanent Fund structures . 

Use of Permanent Fund Income \Coordination 
Group. 

~~ '"" • \.!l 

with Alaska Inc. Working 

~~ o.... 
?rt~s c:,~-r / 

/ )jJ(1 - C.V IJ'~ j I 
D v )~(I .. 

END PRODUCTS 

To be determined 

Ongoing , with Stctus 
Reports. 

To be determined 

Seminar, Transcript 

Report 

Page 4 of ~ 

3 "/ 

a . l 

a .2 

b . 

a . 

b . 

SUGGESTED 
RESPONSIBILITY 

To be determined 

DPDP with broad 
agency partici­
pation . 

To be de termined 

DPDP 

\.To be dete rmined 
a...Jl 



EFFORT 

VI . Micellaneous 

b . 

a. Legal Analysis a. 

Coordination of Admini- b. 
stration and Legislative 
Activities. 

PERMANENT FUND WORK ELEMENTS 

TASK REQUIREME~TS 

Define "permanent" and "income pro­
ducing" (market ROI't over-all vs. 
project? income to fund or indivi­
duals?). Outline implications as 
these definitions relate to "prudent 
person", inflation, reserve accounts, 
% put~into fund (greater than 25% -
can it be withdrawn, interest-~can 

it be withdrawn?), etc. 

Maintain information flow among various 
participants. 

END PRODUCTS 

·A.G. Opinions) 

Summary of legal opinions 
obtained by Legislative 
committees. 

SUGGESTED 
RESPONSIBILITY 

Dept. of Law 

DPDP 



. . .. · .. : . . . ·. . . . 
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· PLEASE. NOTE: THE PRECEDING PAGES WERE TREATED 
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TO: I 

FROM: 

Fran Ulmer 
Director 

Tom Singer 
Senior Planner 

DATE 
t 6/28/77 

SUBJECT: 

Revenue/DPDP Permanent Fund 
Memos 

' 
I have three basic problems with Comm. Gallagher's memo of 6/27: 

1. It is not clear to me that the SlAC or the Dept . of Revenue hnvc 
established primacy in the A~ninjstration policy - making effort 
for the Permanent Fund. Has the Governor ordered this? Does he 
·really .want them to . be . the "tcip box"? 

2. Comm. Gallagher'c; breakdown of t he issues into economic diversifi ­
cation (development?), Savings, and Community Development assumes 
certain decisions and cfl tagories of use which have not ~ been 
adequatelr_ suQportec1Qy_ public input or technical analys1s."°lrhis 
catagories stand, they should 

a. be subject to both analytical and theoretical scrutiny to 
help provide a systematic and clearly justified basis for 
government intervention in the State's economy - what market 
imperfections or public entTepreneurship i~ government 
addressing, and 

b. be clarif5.ed to edplici ~~J. elimi]HL te certain types of la rg~ 
scale industrial evelopmcnt projects which are neither desireci 
by the public nor in need of public capital i f they are truly 
economically viable. 

3. The policy and decision - making process embodied in the present: 
Administration bill is wholly inndcquatc. The SI/\C's proposed Funcl 
structure could be almost perfectly insulated :from any f orm 0£ pub] j c: 
control. 

As for the bulk of the Memo, ] Jwve no gre~1t objection to any 
of the specific cf forts recommended by Comm. Gallagher. We do need 
l1is support for several of our more important proposals, however; 
(or do we?) specifically J.c Alternatives Evaluation (OPDP in mtop 

,-
:' 



box"), II.b Issue Identification, II.c Analysis, and IV. Politjcal 
/Professional Mix. 

A few more specific criticisms of Comm. Gallagher's memo follow: 

* Comm. Galagher's laundry list of agencies on the first page 
is followed by little thought as to what these agencies should 
do . 

*The Revenue-dominated SIAC ' s rapport lies \.,rith White Weld , 
ADL, and Price Waterhouse, etc. and Alaskan developers, not 
with "Al aska ' s various interest groups . " 

* Using the first meeting of the Working Group to as5ign tasks 
offers little time for member agencies to figure out what needs 

· doi!lg. 

* Again~ Comm .. Gallagher's approach begs the question of where, 
why, and how to structure economic intervention by the:1 State, 
<µid eliminates such alternatives as 'maximize return 'JT safety 
(invest outside) or the provision of more direct benefits by 
expanding existing State loan programs such as eduac·cion loans. 

* Regarding economic diversification, can the "one -shot" pro­
vision of capital insure tha long-term success of any enter­
prise or industry which was not already operating or success­
ful - why didn ' t the market already respond to that oppor­
tunity? 

* The potential role of the Pe1·manent l~und in comm\lnity develop­
ment has been inadequately addre s sed with respect to needs, 
opport~nities, or pricifig. 

* What is heing done about Alaska, Inc? Is that the only use of 
Fund income being considered? 
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ALASKA PERMANENT FUND WORKING GROUP 

The Governor appointed the Department of Re'/enue AS the lead agency for the 

administration in the development of the Alaska Permanent Fund. Further, the 

Governor appointed the State Investment Advisory Committee to nid the State in Lhe 

development of the Alaska Permanent Fund (tl1e S. I.A . C. is statutorily mandated to 

It is my reco1nrnendation that the proposed 

Permanent Fund Worki ny, Group r eport to the State Investment 

order to contfouc the rapport alrcody cs tablfahed with Aln 

:i.ntercs't groups. The purpose of the Worki ng Croup w.t.11 be to devdop 

recommendations on policy ror th!:! S. l.A.C. based on public i11p11L e111d State ogcncy 
L . I 

w-!1.t, .. f ""' ~-µ-·/ c1 f G ( ~. "l.. rJ;1 / progr;1ms. 

The l>J.v j~jon or )>l)Jicy fJcvc.l op1111•nL <rntl Ptann i nB wlll hu r es po1rnllil. c- for 

coonli11:1Ling the c florti.; or U1 c Wor ki.ng C:rnup. It w.tll 111onJtor r ..:port pn'1H1r:11.:l on 

nncl <llsLribut.ion to ~11 ;1ge1H.: lcs. l~;ich .1 1•.c1H'}' \,Ji 11 l>e• rc'spo11sibl e f <1r t. h · prc>p:1rnli.1 . .rn 

of: r e port :> .and suhsl'ff u ~11t prcscn t:lL J011 LO the \forking C:ro11p. Thu DJvisio11 t•r 

Poli.cy l>evelopml'llt illlcl Pl.11111ing ;111d Lil<' l>l'p t1 1·1:1111.!llt o r lll' VC.:lllJ C.' WI l.J he t• C:J fH>IUi i l: l <.1 

for jo:fntl.y prc•1wrl11~ n final t:r\po rl Lo t hl' St:i tC' lnvc~:t111e 11 t /\dvl !'11ffy C1111111tln:c?c! . 

nc p:irtmc nl or RL'Vl!lllll'/C:o111ml:rn l 1>111.' r's Of rl <0 l' 

Dcp;.irLmcnl or C111111111111icy ~ l~1'gJ0111 1 l /\f(:1lrn/Co111ml H~: l tHl(•r 1 1.l orr11·v 

llc purLnwn L or 'l'ra11 ~; pu r L 11 L i •lll / C: 11111111 l.~s i niw r' :: n r r it'1· 

lk pur L111c 11 L or Adm i 11 l HL mt I 011/ C:nm111 I ss I niu·r' :~ o rr 1c c: 

l>l' pn 1· :.me n L () f I.i i ho r /Cn111111I ss 1o m·r 1 H 01 r I 1·v 

l)c p:1rlml' llL or N:1L11r:d lt 1·1;0 11r 1 : 1• :: /Con1111 l ~: : . l n1wr' :, Uff l t·c 

l>c p:1rl111l' lll nl' l.nw//\nnriH'Y C1 •n1•r ;1l ' :: orrfn • 

c:ovn r11or' s orr 1vc 1 /l<<' lll ll11w::o11 
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Office of Budget & Management/Ron Lind 

Division of Pol:i.cy Development & Planning/Director's Office 

Alaska Municipal Bond Bank Authority/Dave Rose 

The Working Group should be sub- divided into the following categories for partici-

pation purposes: 

c . Savings ;,iccounL 
] 

a . Public information and input 

b . Conununity development investments 

d . Economic di.vers ification 

JU r1? ~ 
L(I; tylf .%, [ask assignments will be matle al tilf.' first meeting of the \..'orking <it·oup. E;1ch 

I J /) 15 (Jf (j1().A) --
< ()60 J6/Misignmcnt shou ld t;tkl! jnto co.1s itler:lt Jon e:1c h agency's m:ijor area of ncLivlty :111cJ 

{/~ (Jib 
I experti::H.' , e . g ., Con1111u1d ty a11cl 1:c:glo11:1l Aff;drs lw ;1sslg11c c.I i n t lw co111111u11l t.y devclop-

Y\/O ment nrea; Divi~1lo11 nf PoJicy lk•veltip111L'nL ;ind PJ;11111ing for :l!',l!llCy coor clliwtlon 
Iv I ' c 
~(I f J f:c1rr u I a li.ng ,rj"o rL s for connneu l s , rie:ul I ilt:, c Le . ) , a u<I r.o on. 

1 vJ!116f iooK)(l t f-JJ< ;:-;~()}V/ fJ/(; 11. 

sr:c lnr, : 1 number ol q11 •:: t l1111: : shn11ld tw :1::kr·d of I he pu h I le. 

q1w1>Lio11s wh ich 111:1y tu~ pre:H•llll'd Ll' LIH· p11hl ii' f llr c11rjr)~r-Jn: 

I 111 c·11s I vt • 

IOW!.! I' th:rn 111111' kL0 L r:1L~:: of l11L c:ri•r. 1 . 

l ' i i l •:: o f l11L1'fl:H t. 

- :!-



4. Investments to diversify the e conomy .:.n order to eliminate seasonal 

effects of certain industries, impleme nt new indus t ries , and to broaden the State ' s 

recurri ng tnx ba s e . ._ rJ((;J S"a'V! (- JJ?tc. /f/C •V f(</. ~ CA;) /(!JO / / !!./ 

5 . Investments which mlnimfae env i r onmenta l i mpact. lfl)J ;/_A;V/fjc:J,.,/ of 

)( lfM Jb l .. J .fV(<f.!f._ 

8 . Community develorment investment s . ~ ~ 
Some types of community de ve lopme nt projects \~1ich need to be considere d 

by the pub U c include : /J, )A ~- tc/~~ 

1. Hous lng . 

2. I nfra - s tructure deve l opme nt (Lo ·f.11 c .i. ude utl.l i.ti.cs , transportat ion, 

c:om11111nl c.: ~1L i.l•n s , powe r <l c ve l opmcn t , cLc . ) . 

:.L Fin:rn c t :i.l nss i stanc.: P Lo c:om11n111ith~s t hrough prov·i<llng trust , g11a 1~:int c:c , 

.111d uL h c r Lyp •s of .. g r ecmcnl s fur 111 \lll lt.: i p. tl scc11 r i.t i es . 

Qut ~sl i on s 1.Jh ich 11c 1~d t o ht~ ~ts lwcl p vrt l 111.1 11 t Lo communit y cl c vc·lopnwnt i11c l11ck: 

1 . Wh:t l kJ nd or ho usi11g : s ing l.c r :1111 i I y , 11111 l t· .ip 1 c , I :i q~1· hom t i ng cl e ve• I o p-

2 . Wu 11Jd t:lwn.! h t• n l i111IL :tlil111 1111 l11rr.1-:>L r11ct 11rc d c v1d o pme 11L ;as :-; f. s t.11H:e '! 

3. Should ; ti l1)C' :t l' f'<I f o r c:o111n111tii.t· y d e v e l o pme nt.: 

pro.) C' l ' l •;'? I/ I 

c. SL1vl111~:; n l-counl. 

Th e ::;iv l 11)•,:: ;a ·coltl1t l' OIWC' pl 11u: a11 n 111:11 I Ill' A I :1s k:1 P1" r111;11Wnl Fund c1111 I <l h t· 

l.! i!ltvr pa1· 11.t1l y o r who ll y invN :LPcl 111 1.hl· r 111.11w l11l Sl't' t1rlLl c:-: ma r ke t :; . This <.:Oll Cl' pl 

ltupl It•:: lnvl.':l ltt 1(• 111 ~: or Llw Al.1::k:t Pt•r m:11u•11l F1111d 1110 11l l.!~ 111 ll . S . gov 1• r11111l'1tl' !>l.!t.: t1riLi (• :: , 

IJf\11 t:Pc11rlt l 1•:. , .111d 0 Lhl ·1· ::l.!C llrlLJ (' :. C'lf .1 :: l1111l :1 r r :i t 1 11 1 ~· The ohj ('cli vl: b : Lo t•11 r11 

Lht· gn~·: t l l':. I .111111111\I o l im:umc wh i l l' 111l11l111l xl 111•. !hl' ;1111111111L o f r l.sk in n rd C' r i:o l11 ::\1l"l! 

Lh t· pn":v rv.1L lu11 of l h l.! Pc r m:tlll!ttl F11nd . 

I 111 • I mil- : 

-J-



1. What percentage of the Alaska Permanent Fund should be allocated to the 

savings account concept? 

D. Ali.lska , Inc . 

II. Stote Agency Data and Study . ~ 

A. I nvestments i n the private sector. 

Information concerning Alaska's economy mny be use ful in eva l uoti11g invest-

pro pos<.d .s s ubmitted to the /1laska Pe rmanent Fund . The development of a sector lal 

purpo~cs'! 

economy Lo provide i n form.::iti.on to be used fo r evaluatins; 

:w irnport;111t aspect of t he Stntc a.?ency and d :- tn arcn. Sllch 
I 

ns the following m;:iy be :1sked: ·/ ,.. .._,. l ~ i,c/~6 

1. What sec:ton; of the St;1tc 1 s economy :1 rc.! more attrncLi.vc for invesLmcnt 

2. 

pr il> rit· Ldn~ i11vcstm<'11ts fr C'lm the Al:u.;k;i Pcrrn.111cnt f' 111H' l1l lite St:1Lc 1 s economy'! 

3. Shoul d Llwn• he :111 :d .Jocau::cl arnuunL of J\l:1sku Pe n 11i111ent Fttnd monlc~s 

dc1-1l1~nntcd (0 1· lnVl.!f: L111c nL purpos~--s i nt o n p:1rtic· 11l :ir scc· t o 1· o( the Al:t!'l<:1 economy? 

IL Co111ru111dty tl cve l o pmenL jnvc>slrnenl s . 

J., R~1~Lo1 t.:.1l g r owLl1 r:iL~:; (:ic L11al , pr11j ~c t1.:d, l imiLa LJc111~;) , 

2. ProjccLccl hnus in~ 1wccls . 

J, Mulu:tl Oplltlllf: fur COIOOllllllLy f r lVl.'~llllL'OI:: in Lhc <';llcgo r ic•s of c l c~ Lr h: 

powe r, 11Ll I Lli cs, Lr;in :.;port ;1ti0n 1':1 c n I lic:.; , ;iml nimmun i<.::1L i1) 11 . 

1, . J\n I nvcn Lo1· y o f com111u 11 LL v ir\V C'S lllWllL nppo r 1.: 1m l Li cs. f,,/1//~ I 

:; . J\11 1nvnntory of 1~ 0 11111111 n i Ly c r ed It r h:1 r :w t.c· r l !: L i c :; • 
(.1Vt1,<J4 A 

c. S11vl 1 1 1~s <l cco11n t (f l n :1ncln l mnn;1gL'm~n L :111<l lnvc:s Lml•nt s) . 



1. The State's investment m:mogi~ment experience in the security market . 

2. Investment management experience of other investment managers. 

D. Other technical questions . 

1. Legal meaning of "perm::rnent'' and " income producing" . 

2. Comparison of cost of administration of other State investment funds. 

E. Alaska, lnc . 

-5-







10: I The 1 Honorable Clark Gruening 
The Honorable Terry Gardiner 

oME May 6, 1977 

FRO~A! Dona Lehr, Acting Director~sus1ecT1 
Bill Luria, Principal Planner~ 
Policy Development and Planning 
Off ice of the Governor 

Permanent Fund Work 
Pre gram 

At your request, we have taken a look at the various work 
efforts you and your staff people have identified as being 
needed to develop the enabling legislation for the Permanent 
Fund. We have tried to organize the efforts involved in a 
logical order, as well as to include some of our own thoughts 
a nd r ecommendations. Attached is a breakdown of the range 
of suggested research/ccnsultan :_ e f f orts 'JC«r c c'l toward 
generation of enabling legislation for the Permanent Fund. 
Incl uded a r e specific task suggestions , r a tiona l e for each 
t a sk, end products and poss i ble area s of responsibility. 
(Except for certain e lements of the Fisca l Planning ef f ort, 
we hav~ not take n a hard look a t how the Renewable Resources 
Revolvi ng Fund wi ll be integrated i nto th e Permanent Fund 
work effor t .) 

It s hould be noted that an e xac t delinea tion of each task 
effort, and who s hould do whnt, is not ncces aary at this 
t.i.me . ~:,,re npeci f ic .=t;r1uiremer.ts - i n-hC'ns e V !;: . consul tan ts 
for e xample - wiJ.1 cvol ve a.s the progrnm proceeds. 'J'he 
importi:mt point i s that t he pro9ram g1..! t stn rtec.1 inune d i ate ly. 
No t « ttached , but ~vailablc, is n flow chart depi cting wha t 
we think s hould be accompl i shed a nc.1 when, as well a s highligh tin4 
c i: l t ical mi l es t ones/dee is ion poln t a a nd public inpu t ;mcJ · ~ 
ln t ern al r e view po i n ts. Thi;! ch.:i. r l: can ::>crve as ; 1 t ool for 
monitoi:ing the progress of t he e[fort: . 

Olll: inl Lia l rccommenda tions H r e: 

1. P O('>l thC! co l lect ive knowledge :.rnd bac k-up mn tcr i al 0£ 
y ouY otaf f: pcoplo , Sil\C, OPDI? nnd t he Pub.l i e Foi:um so 
th~ t ,-, r c Cincd s et o [ gott l ::; , ob:)cc t :ivcs nnd ~1 rcaB o.f {)r, ,. JI 
concern C t 11 be .i.tlcnti f ice]. 'l'h it1 wi 11 t he n fo rm tho r dJV 
bnsi.~ Co.: r~ f in i ng t he ol: t a c hcd as wc J J HG : (n ) go ncril Li nq 
n dcLailc ti ou t line of whu t wl lJ go i u t:.o t:hc Lcg.lsln tivo 
Hcpor t m1cl Lhc Publ ic FOJ"um Oocume n t ; c111c1 (b) d<.!f i n i ng 
n rnl a~ci9ning ~poc i. fic rcsc'-u:ch/con~ultlrnt cf.for. ts thal: 
uhoulcJ r:tcJ r t ~oon; 
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2 . The following research efforts should be started immediately 
in order to provide back- up for the Legislative Report 
and the Public Forum Document : 

* overview of the general implications/impacts of 
the Permanent Fund on Al aska; 

* preliminary investigations of alternative fund 
management strategies; 

* continuation of the l egal analyses ; and 
* initial State fiscal planning, looking at the 

strengths and weaknesses of existing fiscal tools . 

3. Delegate (or hire) one person who ' s responsibility will 
include monitoring the progress of the work effort as 
well as coordinating the various l egislative , executive 
and consultant inputs; and 

4. Clarify the relationship between the Executive (DPDP , 
Revenue and the SIJ\C) and the Legislative (House and 
Senate) branches regarding the overall work effort . 

DPDP can provide the following: 1) coordinate State agency 
participation; 2) assist in monitoring progrnm progress ; 3) 
assist in defining and monitoring consultant cf forts; and ~) 
participating directly in research efforts (particularly 
fiscal planning) , goals formulation and Public Forum workahops. 

DKL/BL/ljs 

1\ttachmenl:s 

cc: Fran Ulmer 
Bri. ~m Rogers 



EFFORT 

Sununary of 
Background 
Information 

. Public Forum 

. SIAC 

. Misc . 

General 
Implica t ions 

.Broadbrush 

. J\nalytics 

Page 1 cf 5 
PERMANENT FUND WORK ELEMENTS 

(Excluding Public Input) 

TASK REQ•UIREMENTS 

What has been said; what directions were 
given; what can ' t be determined; what 
problems were highlighted (comprehensive , 
absence of back- up material); what can 
back- up material provide? 

Sununary of SIAC consultant input·s, future 
plans, coordination possibilities. 

Prior consultant advice; legislative/staff 
points of view and in~ormation; types of 
investments , management , results, per­
formance of other mujor investment efforts 
in Al aska (e . g. Native Corporat~ons). 

Think piece on potential impact of fund on 
Alaska , in-state vs . out-of- state invest­
ments; efficiency of cupital markets, loan 
vs. direct expenditures . 

Analytical eva l uation of above- i mpacts on 
population , per capitu income, and growth. 

RATIONALE 

Provides basic input 
for formulating refined 
set of goals and for 
generating Legislative 
Report and Public Forum 
Document. 

END PRODUCTS 

Pr eliminary list 
of goals , objec­
tives and prior­
ities, and areas 
of concern. 

Same as above plus input Summary memc of 
t o developing fund man- information. 
agement strategies. 

Same as above plus pro- Summary memo. 
vides some guidance for 
individ~al investment 
investigations. 

Provides back-up infor­
mation for Legislative 
Report and Public 
Forum Document as wel l 
as hel ping to define 
more specific areas of 
investigation. 

Same as above. 

Memo-type 
report . 

MAP- model 
Report. 

SUGGES'JED 
RESPONSIBILITY 

-= -----

Legislative staff, 
DPDP, Jack Kr use . 

SIAC, Revenue . 

Legislative staff. 

Legislative staff, 
ISER (Arlen . 
Tussing) . 'J'}{-JA/6 

<7,>>Jf 

ISER. 



EFFORT 

Legal Analysis 

.Preliminary 

.Final 

Fiscal Planning 

. Initial 

.Preliminary 

. Final 

PERMANENT FUND WORK ELEMENTS 
(Ex~_ng Public InpJlt)~ 

RATIONALE I END . TASK REQUIREMENTS PRODUCTS 

Define "permanent" and "income producing" 
(market ROI? over-all vs . project? income 
to fund or individuals?) . 

Refine above plus defining "prudent person," 
inflation, reserve accounts , % put into 
fund (greater than 25% - can it be with­
drawn, interest (can it be withdrawn)? 

I ·_ u~v~M',t>-J ( , 

Provide back-up infor­
mation for Legislative 
Report. 

Highlights constraints 
to fund management 
strategies and indivi­
ual investments. 

Internal memo 
wit h recommen­
dations. 

Same as above. 

-" ff)( ('!:. '\fl ;JJ1C•J"l l./( ' 
Definition of fiscal tools (loans, bonds, Back-up input to legis- Internal memo . 
CIP, Renewable Resources Revolving Fund, lative Report. 
general fund, etc . ) strengths and weak-
nesses. 

Short- and long-term possible expenditure 
patterns combined with alternative revenue 
projections. Investigate size of "surplus" 
in general fund, implications for Permanent 
Fund contribution, context for ~valuating 
alternative uses of earnings moving the 
financing of ~overnment expenditures to a 
recurring basis. 

Continuation of above . 

Provides input to in­
terim goals formulation 
and Public Forum Report . 

Provides input to 
selecting optional 
fund mE-nagement 
approach(es). 

Same as above. 

Same as above, 
but effort is 
on- going beyond 
Permanent Fund 
effort . 

·----··· · · 

SUGGESTED 
RESPONSIBILITY 

Legislative staff, 
Law. 

Same as above. 

DPDP, B&M, Revenue 
Legislative staff. 

Same as above and 
ISER. 

Same as above. 



PEF'lANENT FUND WORK ELEMENTS 
~~~~~~~~~~~~~~~~~~~~~~~~~~~~~xc.J..uding Public Input.>1~~~~~~~~~~~~~~~~-.-~~~~~~~~-

EFFORT 

Legislative Report 
- Public Forum 
Report 

Fund Management 
Activities 

. General 

. Interim 

.Final 

TASK REQUIREMENTS 

Generate reports including back-up informa­
tion and tabloid- ready questions. 

Critique of present enabling leqislation 
overview of CDC, Development E .nks, State 
Banks , credit unions , consumer ccops, etc. 
- traditional goals . 

Refinement of above including a comparative 
evaluation , pros & cons , implications , re­
lationships to State goals , general selec­
tion criteria, test strategy with types of 
investments . 

More detailed an:lanalytical evaluation of 
selected management fund strategies in­
cluding analysis of practicality , conflicts, 
with existing legislation, implications, 
political considerations (special interest 
groups). 

RATIONALE 

Forms basis for public 
information/public 
input process. 

Background information 
for Legislative Report, 
Public Forum Document 
and interim goals form­
ulation. 

Part of decision-making 
process to narrow down 
management funds ~o a 
select few. 

Part of decision-making 
process to select op­
tional management strat­
egy (ies), input to fund 
structures and legis ­
lative decisions. 

Memo-type 
report. 

Report(s) with 
reconunendations 
for selected 
management 
strategies. 

Report(s) with 
reconunendations 
for optional 
management 
strategies. 

SUGGESTED 
RESPONSIBILITY 

Legislative staff, 
Public Forum 
staff. 

Legislative staff, 
consultant mix 
(straights , 
freaks , ISER , Torn 
Singer) . 

Same as above . 

Same as above. 



EFFORT 

Fund Management 
Structure 

.Preliminary 

.Final 

Investment 
Studies 

.General 

.Interim 

.Finill 

' PERMANENT FUND WORK ELEMENTS 
(Excluding Public Input) 

TASK REQUIREMENTS 

For selected management alter­
natives, investigate structural 
make-up potentials-control, or­
ganization, operating procedures, 
accountability, performance 
evaluation, flexibility to 
change, safety and maintenance 
of fund 

Refinement of above, including 
investment criteria, staffing, 
funding, location (centralized 
or regional) , pilot projects 
requirements, sunset concept 

Overview of investment oppor­
tunities, sectoral and region­
al analyses , State programs, 
evaluation (in terms of market 
return/viability) 

.Refinement of above, inc luding 
rationale, criter i a for project 
selection, measure s of success­
long-term implications, sensi­
tivity analyses, specific in ­
vestments comparative cvalua·­
tions 

Effort is an on-~oing responsi­
bility of fund manager s 

RATIONALE 

input to final 
structure 
decision 

ND PRODUCTS 

emo-type report highlighting 
trengths and weaknesses and 

initial recommendations 

basis of enabl·· report with final organization­
ing legislation 1 recommendations 

genera l back-· 
ground inf or­
mation, back­
up input to 
Public Forum 
Document 

provJ.cles in­
put to enabl­
ing legisla·­
tion, as well 
as to the al·­
ternate fund 
managers 

r eport outlining investment po­
tentials and relationship to 
fund management alternatives 

teport detailing initial invest­
ent opportunities 

UGGESTED 
ESPONSIBT.LITY 

IAC, legislative staff, 
onsultants 

ame as above 

~ame as above plus var ious 
tate agencies 

ame :i s above 



EFFORT 

Enabling 
Ler.islation 

PERMANENT FUND WORK ELEMENTS 
---U::xcluding Public Input) 

ASK REQUIREMENTS 

ringing toge ther all the above 
' nto formal legislation 

RATIONALE END PRODUCTS 
SUGGESTED 
RESPONSIBILITY 

l egislative staff 
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omcc or 11/E ATTORNEY G[//fRAL 
,J I /I ri 1n77 roucH K - STAT{'"CAPITOLU v ; . ._: 

Hon. Terry Gardiner 
Alaska State Legislature 
P. 0. Bex 6092 
Ketchikan, Alaska 99901 

Re: Permanent Fund 

Dear Terry: 

July 5, 1977 
JUNEAU 99811 

r:oucv 0 , . , - · 
. I:. I, i: ; 01'~ 1'• 1' • ':) -. ..._ ' \ i • . --

C( J • L/.~ i•J ;q I' • .. - I • l • • ... , ,.ill •._,_1 

We have finally come out fJ;om under long enough to 
give you a short answer to your questions on this. In order 
of your inquiries, the answers are as follows: 

(1) The creation of the permanent fund did not 
l egally obligate the Jegislature to keep the income of the 
fund abreast of i nflation. There almost certainly is an 
implied obligation to manage as a pr udent per~on, which 
means that reasonable efforts to make profitable ~ivestments 
with an eye on inflation are probably a legal requirement. 
We confess that we cannot be sure . He will hav~ to compare 
the language establishing our permanent fund with that of 
others and see what the cases say. 

(2) Appropriations made to th <:! )J C!J'.'llll:lncn I: fund by 
law may not be withtlr~~n even though th~y arc in excess cf 
the amount required by the constitution. Only the income of 
the fund is available from the fund. Of course, a standing 
appropriation could be repealcc.l 1 and :tf ~;o, no further money 
would go into the fund from it. 

Pleas e advise if you r equir e more on t.:his. We 
realize that ther e wil 1 be hundred~: o f que !:> t i ons. He cannot 
conduct unlimited research on all of them. Fox the most 
p;rrt , we be l i eve it wi ll be be!';t to limit our research to 
the i!-~ s uc s which nrc of pract i c.:i l r1pplicat i o11. Even then, 
we wi ll be s t re tched. 

Rl•Jl': l:llp 

cc: C: L P· I~ t: r m .. •n i 11 .. ( , 

F1· ;rn IJJmr·r 

Si.nee-rely. 
AVRUM M. GROSS 
ATTORNEY Gl·c· l, l~/\1. 

).. 
Cy : -'r ( . • 

· Rodger H. P r r,uc ~; 
/\ ~; : : i ~:t;mt· 1\ 1·1·oi:nu y Gc n C! rnl 



TO: I 

FROM: 

Prari Ulmer . ~ 

DATE I July 18, 

'l'om 'sinqer 
SUB_JECT1 

Permanent Fund 
'Work Status 

. 
4 

Fran, the following items need to be addressed before you 
mee't with Clark Gruening .on Priday • Unless your ideas for 
DPDP on the Permanent Fund have changed, the strategy of 
working closely with Clark remain• our best (only?) alter-
native. Here 1s what we ~eed to do : · 

1. 

2. 

3. 

4 . 

Work efforts on the •Pamanent Fund need a clearinqhouse 
so that all participants are informed about what everyone 
else is Oorng and what results are coming in. You need 
to get Cla.rk's and ~denzo's agreement on this. Implementa­
tion entails~ a) co~piling a inaster list of names and 
addresses of partic~pt!nts; and b) getting Revenue, 
legislative comrnit~es, Legislative Affairs, etc. to 
agree to send ua information for general distribution 
(we've tried to do this before, and failed). 

-Clark wants to use the Public Forum. On Saturday he 
~xpreseed the hope t .bat the full committee would attend 
th~ first forwn. How are he, Judy Brogan, Barry Quinn, 
and I (and others) ~~pposed to coordinate - when, work 
plari, etc? What is the schedule and who has the l ead 
{organizing responaibility) here? 

By Friday, I will gite you a preliminary conceptual 
outline of a proposa to study the public participation 
and accountability queation to show to Clark. Hopefully, 
he will add either l~is own concerns not addraased 
and/or suggest more pr othor consultants. From this 
will hopefully come .an agreement between you and Clark 
to receive a detail~, final proposal, which, it accepted, 
will be funded jointly by DPDP and the committee • 

.. 
By Friday, I will qile yoi an overview of pending 
consultantsT i\iggest ons or further research on the 
Permanent Fund focu~ing on Tussin9 and Daniels. Hope­
fully, you and Clark. oAn nse this to decide priority 
research areas, and develop a means for Clark, Judy 
Brogan, Brinn Rogers, etc . to coordinate with Dona and 
I (and others) in developing speoific work plans and in 
managing tbe consultants to insure we get the work we 
ask for. We'd like a shot at what the consultants are 
doing. 

TS/ljs 

cc: Ruas Cahill 
Dona Lehr 
--~- ......... ¥.--A.-
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JAYS. W om. JlDIBID 

DEPARTMENT OF NATURAL RESOURCES 
OFFICE OF THE COMMISSIOIJER t mt RotM. STA TE Dff1CE IUIS. 

l'OUOI M - .iu.AU _,, 

September 28, 1977 

The Honorable Clark Gruening 
House of Representatives 
State of Alaska 
940 Tyonek 
Anchorage, Alaska 99501 

Dear Mr. Gruening: 

The statute creating the Royalty Board and other laws 
relating to sta t e owned royalty oil and gas create a 
preference in favor of taking royalties "in-kind'', and 
making sales for use in Alaska. These directions were 
reinforced dur ing the past legislative session by an 
amendment which directs in-kind taking of royalty unless 
the Commissioner of Natural Resources makes an express 
findi ng that taking royal ty "in-value'' , through cash pay­
ment s , i s i n the State's best interest. Tha t amendment 
also pr ovided for legislative override of a decision to 
t ake in-value. 

During the final days of the last legislative session , 
several legisl ators expressed both publi cly and private ly 
their strong desire that we sell our Prudhoe Bay royalty 
oil for use in Alaska. Following discussion with the 
Governor I informed them that I would make every effort 
to conclude s uch a sale for consideration by the Royalty 
Board and the Legislature . 

'l'hc Department of Natural Resources had earl ier made two 
nationwide public solicitations for proposals to purchase 
our North Slope oil. The response to th~se solicitations 
had been very disappointing, produc ing only one serlous 
applicant; and that applicant was willing only to study t he 
id c. a , without comrni ting to .i. n-stn t e use . 'I'herefore, I 
undertook a th ird nationwide sol icitation fo r proposals 
at the end o f May. That solicitation set a deadl ine of 
Augus t l for prel iminary proposals and October 15 f or final 
offers. Fol lowi ng negotiations with serious bidders, J 
hope to present a contract to t he Roybl ty Bonrd before the 
e nd of December . I f approved by the Doavd , the contract 
would bu presented to the Lcgis l otucc fL . Lts npproval 
cnrl y next oe ssi on. 



, . . ' r 
, to this final soliqita~ion, ten p~el1minary 

proposals were submitted. Of ,these, f ,ive were rather 
detailed 9ffers to process in-state all,, or mpst of; the 
royalty oii from Prudhoe Bay . ~ summary of these proposals 
is enclosed. Other proposals from:. existing Alaskan. refiner­
ies and utilities genera~ly were aimed at · securing~ ogtions 
to purohas~ small volumes of royalty at a later date. 

' ' t 
Although the. royalty statute prov~des general guidance for 
negotiating ' sale of royalty o~l, these guideiines do not 
pro.vide .a · specific enough fram~work for conducting a large­
volume sale. To gain clear dtrection, I proposed to the 
Royalty Board in May a set of policies and invited the 
Legislature and other interested parties to discuss them 
with the Board. These were more specific than the general 
language of the statute, but still broad enough to encompass 
many competing objectives. Several legislators and industry 
representatives voiced their views on these policies at a 
public meeting. Following discussion and modification, the 
Board adopted eight policies. (Enclosed) 

As the time for final sale negotiation d~aws near, it becomes 
necessary to translate these policies into detailed state 
positions. I have attempted to do this by defining for my 
own use in negotiations a set of proposed state objective s 
specific to the sale. I am enclosing a copy of these pro­
posed objectives for your review, and would be very grateful 
if you would, in turn, send me your thoughts and r eac tions. 
Unlike other issues brought before the Legislature, contract 
approval is a yes or no question; a contr act cannot be amended. 
For this reason, it is especially crucial that potential prob­
lems in our intended negotiation dir.ection be brought to my 
attention early. [ will, of course, be .pleased to consider 
comments at any time, but would find it most use ful if I 
could receive them prior t o or shortly a f ter October 15. 

I also am anxious to receive any ideas or commen ts you might 
wish to offe r on any other aspect of the proposed royalty 
sale. This letter has been sent to all legislators, and 
interested communities and organizations . Should you wish 
more information on proposals submitted to date, or if you 
would like to discuss policy options in more detuil , please 
do not hesitate to contact me o r my Deputy, Fred Boness . 

urs, 

Robert E. LeResche 
Corruni ssioner 

Enclosures 



APPENDIX A 

PRELIMINARY PROPOSALS FOR A LARGE VOLUME (100,000+ B/D) 

SALE OF NORTH SLOPE ROYALTY OIL 

SUMMARY 

September 22 , 1977 



1 
I 
~ 

PURCHl\SER 

Ala:ika Petroleum 
Comp<iny 

Alaoka Petrochemical 
Company (1\LPETCO) 

Alanka Petrof ining 
Corporiltion 

Ener9y Rc!iourcco 
Inc . 

Alnokn Oil & Chcmi­
C1'\l Co1npany 

Pacific neoourcoo 
Inc . 

PRELIMINARY PROPOSALS FOR A LAllGE VOLUME (100,000+ D/D) 
St'l.LE OF NORTH SLOPE ROYl\LTY OIL 

CONSORTIUM MEMBERS 

a subsidiary of 
Coastal States Gas 
Corpora t.ion 

GO\ l\la:ika Intcr­
otatc Company 

20\ Barbour Oil Co. 
20\ Alaska Consoll-

d.:i tcd Shipping 1 

Se.:itraln Lines, 
Aleut, Dristol D<iy 
Calista, Chugach 
Na tivc:i, Cook 
Inlet Region, 
Koniilg 

Sc<llanka 
Kaiser Aluminum 
Southern Cilllfornia 

Edison 
Dow Chemical Co. 
P<lcjfic Guo & Elect. 

unitlcnti!ied 

Gunm 011 & ncflnlng 
American l'ott·oflna --

WITllDMWN 

FACILITY CAPACIT1 

150,000 D/D 

150 1 000 D/D 

250,000 D/D 

150,000 O/D 

100,000 ll/D 

PRODUCT SLl\TE 

Fuels 

Primnrily Petro­
chemicals;* 

possibl y moro ~d­
vancod procoooin91 

Fuolo 

Primarily Petro­
chemicals; * 

Coke; Fuclo 

Prirnnrily Potro­
chcm ic,1li;; f 

Fuel:; 

PrJmarily ra t ro­
chcn1ic:1l:i1 • 

Fuelo 

DOCUMENTS 

Prelim Proposal: 
7/22; 12 pp . 

Supplerr.cnt: 8/18; S pp . 

Prelim Propooal: 
0/1; 70 pp. 

Prelim Propoo.:il: 
7/27; 5 PP• 

Prc:i~ relca3c : 9/7; 
5 pp . 

Pro lim Propon~l: 
ll/l: 50 pp . 

$upplc-rt1~n t : 8/19; 
')~ pp 

Pa:1d tm ra:opo:1:1 l: 
7 /:? 0; J pp ·I 
40 pp r eport. 

• .irornotlcn: bon•~c11c , toluc11e , xyl~ncn 
olcfino : ethylene, propylene, butyleno 



APPENDIX B 

POLICY STATEMENT HADE BY 

The Alaska Royalty Oil and Gas 
Development Advisory Board 

Nay 5 & 6, 1977 

l . The Royalty Oil and Gas ·Board shall recommend 
disposition of royalty oil and gas (through in­
value taking, in-kind taking, sales , and sales 
conditions) in such a manner to maximize net 
ber!efits to the State . These net benefits include 
not only price , but also the various economic , 
so=ial , and environraental ramifications, including 
e~?~O~~ant , local training ,. Alaskan ownership, 
seco~dary effects, tax base , and many other factors-

2 . The baseline price for any royalty cil or 
gas sale shall not be less than the price th~t 
would be received for that oil or gas if taken "in-value~' . 

3 . Prefere nce will be given firc t to existing in- state 
facilities with no a lternate sources of oil or gas, 
~nd s~cc~~ to th~se ~ho will cons truct new in-stQtc 
.f ac :i.li tic~; o;. c:~?~~ e:d .s ting in-s ta to f a c.Lli tics. 

4 . A portion c f royalty oil will LH withhe ld 
fro m J.ung-tcr.r.t cor...ii\i ttm·~nl: in orde r to antic ip~ tc 
ruturc ~mQll l ocal dcm~nd'..i. 

S . \'7i t h th r:? c:~c(!9tlon o f !ancill so. lcs t o pulJl.i.<.! 
ut.illtic :.; , s a l0 c; will be for speclficd volumE:S o c 
pr o po~ tlons o[ product ion, con~;tc:tn t th17oughout the 
Y'-';.tr , n1 thc r than for f l e :' Lb Lu volume "op t .i.onG •• t·.o 
l1c c n l l cd hy the pu=c h<l SC1 . 

G. r; ~ I cs o i: r oy.-l l l:.'! oi. l .111Cl g c: ts fot7 i 1t-~ l.ate pr.nca:.;slng 
vi l L ,•I t- c .. . , ~t l:o i.n <;a::-0 th it· p-::o, l uc t~ fut: :in-st..itc u ~ c: 
.:t,...•' p r i c·~d l tl.. ti~i::: ·i m·Jf!!.it p. 1 !.: :.~i b' I..! pr .Lc P , \·ii. t hin 
L·li • l.imi t~: o f t h~ ! ~J .• :i :.!C. l.L n<· t· b c.·n C.' l i. l: 110 .l l c; y .md U H.: 
pr le i.nq :Y l I. Lc..:y . 

·1 . Pr.cd w.: U ; p ':"oJ1tc;~~tl i n1.r1 ro.f.t Ll: y c>.i. I i.tnd c:xpor: t-.cd 
f r o m t ll · : ~: U th• 11 1u ~ l: b : [; u11il11 ; t· <1 lhl..! f.t..iLL:':; c"lomaG l: i.c 
lt l\ tl :i.nd1 1_: t· l' ; c1 l f tr8'!1!C C IH"•d :.: . 

1\. 11 1 <.:•:n .. r .ll 1 0 ·1~ll ty oL L r1 11 r! ~1.1~: \Ji 11. l>t! il .t !ipn!;e d 
o f i11 l on 1 j - U~n:1 c; o"l b:- .~c l: ~., l· .-i. : ltC! l7 Lh~rn .i.n 

11
pi 1• C' •' 

I C>t !; " ; 1: . 1-_1 1y l>•· L~n :H by d p r t 1/dl- ' :- ~~< · r. t-.n 1' 11· ;1ch:r 

Ol d L' d L l · (" . 



APPENDIX C September 28, 1977 

Proposed State Objectives for 
Negotiating a Large-Volume Sale of 

Prudhoe Bay Royalt~ Oil 

* * * 

Volume of Crude to be Sold 
Interim Sale of Crude 

Product Slate 
Facility Size 

Facility Siting 
Price of Crude 

Environmental Controls 
Termination Provisions and Penalties 

State Advocacy 
Resident and Minority Hire 

In-state Product Sales and Prices 

... 

Note: The list of propose<l objectives do not include 
all topics which will form the basis for negotiations. 
It includes only those objective s for which State 
i nte r ests may not be clearcut . 

Robe rt E. LcResche 
Commissloner 
Department of Natural Re sources 



VOLUME OF CRUDE TO BE SOLD 

Background 

All companies proposing to build a world-scale facility 
speak in terms of 20 - 25 year contracts, as financing of such 
a project necessitates the long-term assurance of crude supply. 
Prospective purchasers view state royalty as the core for their 
100 to 250 thousand barrel/day operations, with other crude 
sources (such as producer crude) fi l ling the remaining capacity. 
Several companies have proposed to buy all of the State ' s 
North Slope oil royalties, which are estimated at 150,000 
barrels/day at a field production rate of 1.2 million barrels/day. 
However , the Royalty Board established a policy in May designed 
to keep our options open: 

"A portion of royalty oil will be withheld from long-term 
commitment in order to anticipate future small local demands . " 

The question now arises as to the percentage of our royalty oil 
which should be reserved for future sales. Several parties 
have shown interest in obtaining small volumes (generally from 
3,000 to 5,000 barrels a day) for varying lengths of time. Last 
spring Golden Valley Electric Company of Fairbanks was awarded 
approximately 5,000 b/d of royalty for a 6 year term. Municipal 
Utilities System (Fairbanks), North Pole Refining, and Tesoro­
nlaskan have also expressed interest in small-volume sales . 

Proposed State Action 

I intend to design contract terms which will grant the large­
volume producer long-term certainty of a substantial supply 
(90 %) of Prudhoe crude; and yet reserve a small portion (10%) 
for future local sales. 



INTERIM SALE OF CRUDE 

Background 

Early this year, concern arose over whether the State would 
los~ control of its royalty oil if it was taken "in-value" 
when pipeline flow began. Arguments were made that with 
in- value taking marketing arrangements would be '' frozen" by 
the Emergency Petroleum Allocation Act ·of 1973. On .March 23 
the State asked the Federal Energy Administration for an 
interpretation of the Act as it affects in-value taking of 
royalty oil . On April 27 a ruling was issued , which proved 
favorable to the State 's interests: As long as Alaska receives 
its royalties in- value we retain the option at a future time 
to take in-kind and sell to a purchaser of our choice . However, 
once we do begin taking royalty in - kind for sale, and establish 
a "supplier-purchaser relationship", the State's control is 
less certain . 

If Alaska sells its oil for irrunediate delivery to a purchaser 
who agrees to construct a facility in- state, a supplier- purchaser 
relationship will be established. If that purchaser then 
defaults on contract terms and does not follow- through on 
facility construction, there is a possibility that the State 
might not be able to terminate sales , regardless of how care­
fully the contract was written . For this reason, I am hesitant 
to develop a contract which includes purchase of crude prior to 
refinery construction. This is especially true now that several 
companies have offered to enter into a contract in which royalty 
is purchased only after a refinery becomes operational. 

Proposed State Action 

I intend to favor proposed contract terms which commit State 
royalty oil only after a facility is constructed . Any prospec­
tive purchaser who desires to purchase oil prior to facility 
operation will carry the burde n of proof. He must demonstrate 
a need f or such a n arran~ement , propose contract language to 
protect the State in the event of default, and otherwise suggest 
how this might benefi t Al3ska's intere st. 



PRODUCT SLATE 

Background 

Preliminary proposals offered a range of product slates from 
100 percent fuels to a mixture of fuels and petrochemicals. 
One company also anticipates producing petroleum coke. 

Prospective purchasers are constrained by a variety of factors 
in deciding upon the type and quantity of products to produce . 
For example, one consortium has designed a .t?roduct slate based 
on the distinct product needs of its member companies. In 
general, processing capabilities, interests! and marketing outlets 
for products differ among the applicants. And of course, all 
have their own separate perceptions as to what product slate will 
ensure an economically viable project in Alaska. 

The State's interest in product slates is not a simple question. 
One argument is that the State should remain "indifferent", 
selecting a purchaser and negotiating a contract based on 
criteria other than the product slate. The other side of the 
coin is that the State should take an active interest in 
influencing the companies selection of products to be produc·=d . 

All companies are aware of the State's interest in assuring 
petroleum products to meet Alaskan energy needs. For this 
reason they all offer to produce enough fuels to meet in-state 
needs, although I believe some would have concluded this aspect 
of the project will not be economica lly attractive for them. 
Beyond that threshold, proposals diverge as to how the remain­
ing crude should be processed. Some argue that petrochemicals 
provide more benefit to the State than do fuels . The concept 
of "value-added" as it relates to jobs and property taxes is 
advanced . The potential for $atellite growth is another factor: 
The production of petrochemical intermediates may stimulate 
more advanced petrochemical processing; and coke has been 
suggested as a product which could l ead to in-state processing 
of metals. In addition to economic concerns, the State must 
a lso consider how environmental impacts relate to various 
product slates. 

Proposed S ta te Action 

My Department recently J>Ublished a repor t which portrays the 
current and expected in· state needs for pe troleum fuels . I 
l1ave requested that this analysis be supplemented by a discus ­
sion of the capabilities of the three existing Alaska refineries 
to satisfy these needs. Based on this information I intend to 
determine a mi nimum threshold of fuels production to meet 
i n-sta t e needs. Once that need is met I believe t he Sta t e 
s hould adopt a position E~wor i.ng the "villue -addec] 11 concept of 
pe trochemicals and t he potential for sa tellite growth of a 
diverse product s late. 



In addi t ion , I plan to be sensitive to the need to temper 
s t ate desires with the r ealities of marketing economics , which 
are of prime concern to prospective purchasers , and wil l consider 
not requiring a company to produce fuels for in- state use if 
that company can clearly demonstrate that the State ' s best 
interests are ser ved by not doing so . 



FACILITY SIZE 

Background 

Preliminary proposals have offered to construct a world-scale 
facility ranging from a crude intake of 100 to 250 thousand 
barrels per day. The amount of royalty crude requested by 
the applicants differ very little among these proposals . 
Any facility at or above a threshold of 120,000 barrels/day 
will be capable of processing virtually all of the North Slope 
royalty oil A All companies recognize that they likely will 
have to contract with one or more of the North Slope producers 
to fill out their needed supply requirements, especially in 
light of uncertainties of exact field production characteristics. 

Several companies indicate that their choice of f acility s:~e 
is based on economics . Some ~rgue that economies of scale 
translate into "bigger is better". Others ..t rgue that market 
or financing considerations constrain the size. The State , 
of course , has an interest in the economic viability of a 
project; and therefore, the State must be s ensitive to the 
concerns of each prospective purchaser . 

Socioeconomi c and environment al considerations like ly ti ll 
d l f f er wi th f aci l i t y size . Economic benefits may ve i well 
i ncrease with the size . Environmental and infrastruc ture 
probl ems o f a particu l~r site may increase wi t h s ize , a lthough 
the se cos t s may or may not o utweigh t he addit i onal be nefit s . 

Proposed Sta t e Ac tion 

ht presen t , I wi ll encourage pr ospective pur chasers to develop 
proposals which optimize t he economies of their pr ojec t s . 
Wi t hi n t his framewor k , I wi l l a l so sugges t t hat bidde r s maxi ­
mize i n-s t ate ~roc8ssing of Alaska n o i l -- using othe r c rude 
sources as we ll as our North Slope r oyalties . 



FACILITY SITING 

~ackground 

State interests in siting involve a variety of environmental, 
social, and economic considerations. Industry interests in 
choosing a site are governed p.r·incipally by some of these same 
considerations; physical characteristics, overall economic 
viability, and favorable local opinions and environmental 
conditions. As several contract elements may be linked to a 
choice of site, it will be necessary t o select a site before 
a final contract is developed. 

I have asked industry to consider sites anywhere in Alaska in 
conducting their site analyses . Basic eoncomics have caused 
industry to focus on sites from the western side of Cook Inlet, 
through the Kenai Peninsula, Prince William Sound, Gulf of 
Alaska, and down the northern half of Southeast Alaska. I 
have asked that in addition to identifying and prioritizing 
preferr~d s ites, reasons be given for not selecting considered 
sites 

Agency analyses will center on t he information and criteria 
submitted by the companies, and nn the factors of principle 
concern to Alaska. 

Prop~sed State Action 

I will not finalize a contract Eor Royalty Board and legisla­
tive approval until a site is identified and can be included 
as a contract term . The siting t e rm may possibly include an 
alternative site, in the event that the selected location 
cannot be used. 

Hearings will be conduc ted before a site is determined; and a 
site will not be s e l ected in any nrea where local or public 
opinion is strongly adverse . 

Proposed sites will be viewed f~vorably whJch would result in 
1ninimal social and environmental impacts, access of fuel 
products to Alaska markets, positive s ynergi s tic effects with 
other resources and indus try potenti~l for satellite development , 
and opt.i.m;;il e conomics f.or the r:efinery complex . 



PRI CE OF CRUDE 

. Background 

In May the Royalty Board adopted a pricing policy: 

"The baseline price for any royalty oil or gas sale 
shall not be less than the price that would be received 
for that oil or gas if taken "in- value " . 

This policy is premised on the notion that the revenue r eceived 
for our royalty oil benefits the State as a whole; wherecs 
spinoff effects of refinery development benefit distinct 
localities (jobs, property taxes) and users of petroleum 
products . Therefor e, the State as a whole should not "subsidize" 
industrial development in a particular location. 

Proposed State Action 

I intend to negotiate a contract with the "in-value" price 
~ erving as the minimum acceptable bid . 



ENVIRONMENTAL CONTROLS 

Background 

Prospective purchasers have been asked to address in their 
final proposals the subject of environmental controls. It is 
conceivable that a company may find it can reasonably offer 
to build and operate a facility which surpasses minimum environ­
mental standards. In this event it may be in the State ' s 
interest to include as a contract provision a standard higher 
than a state or federal regulatory agency can impose through 
their permit processes. If a prospective purchaser receives 
a favorable review of his of fer and is selected on the basis 
of promises made, then it is in the State ' s interest to ensure 
that these promises are incorporated into a contract as 
commitments . 

Proposed State Action 

I intend to consult with the Departments of Fish and Game and 
Environmental Conservation to determine contract elements which 
might protect the environment in a way or to an extent which 
is currently beyond their regulatory powers. In so doing, I 
intend to be sensitive to industry considerations and to ensure 
that minor environmental gains are not dependent upon monumental 
economic losses. 



TERMINATION PROVISIONS AND PENALTIES 

Background 

The State has an obvious interest in selecting a purchaser 
who wil l carry through with facility construction. Further 
it has been brought to my attention that time is an important 
factor in securing favorable financing: Each day of Prudhoe 
production taken in-value reduces the total volume of royalty 
the State can provide over the length of a contract. Hence, 
a false start resulting in contract default carries substantial 
burdens. 

The State must examine the experience and financial status 
of prospective purchasers in order to ascertain capabilities 
to carry through with facility construction and operation . It 
is also important to ensure that the successful bidder fully 
intends to execute the contract, rather than viewing a contract 
as an option to be executed or terminated following the outcome 
of a feas ibility study. There are several elements of the 
project which, inherently, will demonstrate the level of 
industry corrunitment. These in~lude the status of securing 
crude from other sources to assure full volume beyond the 
royalty core, the extent to which take- or-pay product sale 
contracts have been executed, and the success in obtaining 
commited project financing before the time of contract 
finalization. 

In addition the State might also assess the sincerity of the 
prospective purchasers by their willingness to limit purchaser 
termination claus~s and to include penalties for non-performance 
or default in the contract. 

Proposed Stat e Action 

I intend to evaluate each company's capabilities and commit­
ment to build a facility in - state before selec ting a successful 
bidder . In addition, I i n tend to negotiate for a contract 
which will limit purchaser termination rights and which includes 
pe nalties or liquidated damages provisions in the event of 
non-performance or default. 



STATE ADVOCACY 

Background 

Several companies have indicated a desire for the State to 
contractually (or otherwise) commit to assuming an advocacy 
role i n government regulatory processes . These suggestions 
include the following : 

* 

* 

* 

The State will supply supportive testimony during local , 
state , and federal permit processes . 

The State will commi e itself to ensuring that state permit 
applications are reviewed in a timely fashion . 

The State will grant the issuance of all state (and local) 
permits required by law . 

Proposed State Action 

I intend to keep the State ' s proprietary powers entirely 
separa t e from i ts sovereign powers. 

Wh ile we may properly commit t o taking an active t:ole as an 
interested party in a regulatory process , we will not use 
our sovereign powers to interfere i n any manner with the normal 
decision-making processes o f those regulatory bodies . I further 
will no t grant the purchaser any special termination rights , 
nor a llow the State to be liable for any actions or inactions 
which may occur because of a state agency carrying out its 
duly authorized responsibilities. 



.RESIDENT AND MINORITY HIRE 

Background 

As evidenced by recent court decisions, the State, as a 
sovereign, has limitations imposed on its powers to influence 
resident hire. However , conditions the State may wish to 
impose through a contract are not so constrained. 

Proposed State Action 

I intend to includ e strong provisions requiring resident and 
minority training and hire in the contract . 



IN-STATE PRODUCT SALES AND PRICES 

Background 

The royalty statute addresses in- state use in the following 
manner: 

"Oil or gas taken in-kind ",:,y the state as its royalty 
share may not be sold or other.wise disposed of for 
export from the state until the Commissioner with the 
approval of the Alaska Royalty Oil and Gas Development 
Advisory Board determines that the royalty in-kind oil 
or gas is surplus to the present and pr.ejected intrastate 
domestic and industrial needs." AS 38.0S . 183(d) 

While it may be argued that the statute refers only to crude 
oil and not to the refined products , the Royalty Board has set 
as policy: 

"Products produced from royalty oil anJ exported from the 
Stat e must be surplus to the State's domestic and industrial 
product needs." 

In addition the Royalty Board adopted a policy that: 

"Sales of royalty oil and gas for in-st.:itc processing will 
attempt to insure that products f or in- state use are priced 
at the lowest poss i ble prjcc, wi t hin the limits of the 
gene ral net be ne fit policy and the pricing policy." 

Proposed StJte ActLon 

T will endeavor to include a provision ensuring a preference 
of product sales to in-state mnrkcta . The extent of t his 
preference will be tempercc.1 bv the recognition that prospective 
purchasers must s ecure lony-Lcrm snlc u contracts for a substantial 
poi t: ion of their products, · 11 order to obtain financing. 



• * 
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STATE ENERGY POLICY COMMITTEE 
October 19, 177 

Minutes (draft) 

On Wednesday, October 19, 1977 , the fourth meeting of the 
S t::1tc Energy Policy Commit tee \\•as called to order by Ch.:lirman 
t:~ l es at approximate ly i:OO p .m. In attendance were: Members 
J o an Ray , Bob Bufman, Clarissa Quinlan, Kay Poland ancl Bill 
Milci:; . 

Chni1~man Miles stated thnt the meeting was calle d at the 
rcquer; t of Comm le slon er Gallngl1er lo discu~-;s the so lic.:i t~tion , 
for proposals rc!z.1rding the u se nn<l clispos i ti on of Alaska's 
roynlty r,as . The Committee itself would not be tnklne any 
form~1l action but: the Commis.sioncr wanted t h <=. Co111mit:tcc 1 s 
comments , mt~gc!.::t.i.ons <lrnl questions . 

Com111i. ~~zionc.· c G<1 ll.:ighc1:- !~njcl t.l1~t 1olJow:i.n[~ con!":ultntion with 
the Dcpann~nts of C:o1111nL~r cc and Nat ur :i) Re!;ourcl·.t. , the Dcpart:1 •Qn t 
of Re vL·nue ~:cn t out leltcn-: so] iciL ing bids for sLuc.lle~ t lw t 
would .:-in:ilyz c r.clev<rnt· !Jtnt:c op r ; on::; for Lhc w: e .:ind c.l :i:~ po ~;:i.t : :io11 
o[ A.L~1slw ' s r.oy~lty g~1s . 011C· !;Lurly will clc<1l with t:c·c.:hnical 
:111<1 cn~in <·<!l"ing il ~qwcl~ a~sudat c'cl wLi.h roy~1lty r.:1~.; , \·:hilc 
the other c.:onc.:~'1·ns tlw c·c<HHn11 i c~: or m;i1~ke ljne of the roy:1 l ty 
g.·rn , . :i n:d.d c: ;rn d out~;iclC! L11t ~: t.:1 Le, j nc l ucl i.nr, fOl:c i 1•.11 111: 1 rlw I:~:. 
The hudg t' L [or tlt i:·sL: ! : tudil· : : j!; $l)l1,000 . Th e rnont•y \·::i: : 
;1 llot'<tLc:cl p ur::u:rn t to JICR 2/, p as!;Nl by t:h C! Lq~:i. :;l[l! urv J ~1::t 
:.:c~::d < ir• . 'l'l1 c:s c ::ol:i.e;1l i.011: : \,'('I c: !;c•t1l to npprnx i111 :11 c ly 1·e n firm ::. 
Any ju t cn· ~:t0d [ir111 th a L dLc.l 11c1t r.ccl! .LVC' c i t: IH'r s o] ic lLntion 
lcLLec :1h u \. l.d contac..:t Ji,m Ed \~ 1 1 :: 0 in J 1• nc·au . 

A :-:c·p:11::tl:<· ::ludy (llC:R /."/ ~160,00U ht1 df~ct ) wil L cl c:il w j!Ji tlte 
fc:1::ih.i.U.ty cif !:l::t tc: ft11.u1c.L11 r. or ~:c·p ~1 r~1tc roy:1lLy g•1:: !: pu r 
linL· n , etc. 

Co111111 i :::: i 011(',r c~1llllglte i- i nl.1: ocluccd .J i.1r. 1-:cl cn~;o who rJL V(' \I 

cl c t :r i ·l <'cl ovc• rv:ic•w of 1101.h :;olidt:11· icJ11s . Ph:1;.v 1 .i rH . .:ludt•cl C'i i•.hL 
!illh.il'C'I. !: , ::u111111l1J' i ~ <' cl 11~: J ollmtJ ~:: ] . ln.i<'c t· j np, I ' <.! NC:J. .i.nLo 
Lir e 'J'J\ PS C'rucl c: ·o i 1 !:t1·c':1111 :11 Pn1dho l· 1::1y ;11 1Cl ::uh!;1•q1 1c.•1H ly 
c:x 1· r:11..: r.ini'. 1l 1v NCI . f 1·oi1• lit e c.:ntdl' - o i. I i:ITernn :1 1· F.1 irb:111k:: tll.' 
l.i<k •\1:1lc· 1· i )] . Cc111::LrtH l'illL'. :1 pipC' l i•lc• l o c·;l r' ry 11 \o/vl g:i::" 
r1·cJ111 l'n1dlwc· l'.:1y Lo F:1i 1h:111b; OJ: L::i dt•w.iLc..:r :.i nd pn1duc.: ·ing Nt:r . 
:1ml rn: :rt. F:1i1·h.-i11kt: 0 1· :1L Licl N::i t c•r , J .11. . FC' :r!d h ·i Ii r y of 
CC• l d 1 llC ( i 111', ~ I 1;il!i C'C11ld i r· ion t111~ I' 1 :Lil L :11 Prudhol' Ii:} : llld :1 

~:1•J1•1t .il c J> i pl' Ii 1w lo c m 1·y NGJ. t ci F•1i 1·1';rnl ~' f nr 1< y.i 11 y :md 
p t·n c

1

l 'C' t't":: g :1 :: ] i CJll id!: i l V. FC' \t:: i I> i I i I y nf ;1 l!G 1 j p •l i 11 (.• 
J r '" F:r i rh:1111 , :: I <l Jl:i i 111· :: ; V. Fc· : 1 ~: i Ir i Ii l y of t h v rr :1 l I y 
11

• ' '"'" " l%i111•. c·xc.:v :: !: p n1p:11ic· rt1 1d lrnLnw ·i.lll0 r.:i ::o l int" ; :1t 
I ; l11 tl10,. H:1y :ind t.1 ·.-111 ~ : po r l i 1 1 ! ~ g:i !: oJ i r.l :: in CT\t cll ~ o i I : o 
11w 1· lu· 1; VJ. FC':r ~ ; ihi I i l y cir l1ycko<.:r:H· l· i111: c· :·: cc•t:;. p n1p:11h' :1no 
l111l:in Lo mt·Lh.-11a: :incl l 1 l li.111c• :11 l'rud 11cw H~1y ;rncl L1· : 11 1 ~: po 1·1 · Jng 



methan e and ethane in NG to market; VII. Feasibility of 
using excess NGL in combined cycle, gas turbine power generation 
at Prudho ~ Bay and sending power soutl1 via high-voltage DC 
transmission to Fairbanks, Anc:horage, and to run pipeline 
pumps and compressors; VIIT. Feasiblity of do ir:ig nothing 
and simply t ak ing the state's r oyalty shar e in dollars. 

Phase II shoul<l answer questionG of production and marketing. 
It will give the State answers · ~ the questions of how much 
natur al gas is being proll uced at Pru cl hoe Bay and Cook Inlet 
and wha t is the disposition of that production. IL also 
delves into current pl an[> for construction of a gas conditioning 
pl::int at Prudhoc B<ty ancl the nrnx imum amount of naturnl g,;1s 
U quids th;i t can r·echnicalJ y be incluc.l e. cl :Ln a crude o il 
pipe ljnc. Phase II will a]so look in to nwrkct for n.:it:ura l 
gas ..incl n ~ 1 turnl g ns liqu:i.cls in the Fairb~nks / J\nch<n·a.gc 
rai lbclL <irca ; L:hc nwrkct fur n.:ituT<Jl g<rn, liqu:id propane 
and 11.:i tun1l e.:1f: ] iqu:Lds .i.u ru r<t l :incl southeas t. /\l .:i~ . .d.( <J, 
includj1!/'. spcc.L f ·i c prodllct ckl :ivr·1·y mode:.; , and t l1 c mar ket 
f017 n at· tll'i.ll l;:u; li.quicl:; j 1i t· Jw T.n,,i' r /1 8 . 

Q1tl '.: . 1 i.<mf; ; u~kc d liy I lt c· Crnwni llvc ·Lncludet! the follow.in~: 
The f.i 1111:;; :i re rntly l> c· i1 1l_', i'.i V• n :tppro}:.Lrna t· c> ly two \vc C'l, !; 1:0 
fon11t.1L·1l c· n bid nnd t· fw ~; I ud y i 1 ~ ; ..:.! lf rnu sl. be comp l eted i n 
I HO or t 11n.•1· 1110 111 · 11 ~: . :r~~ 1· Ji:\ ! :111 rn1:1q11c:it:c lcng t.h of t · i.rnt ~ ? 
h'l1 c rc ;i11cl/c11" lto1 .. , \<JPulcl ;i !J:iclclc·1· obt:.Li. n the~ an f.wcr8 to these 
CJ u c.:~ I i 1} 11 .' ? Doc :; I l t<: fj I :1 I l' h:1v1 · :1ny p c n :rn 111 e l qun 1 i f ·i c•cl to 
nn •;\·:<:1 t h l'11 1'? Crn 11111i~s i<"tl' t: C:·! l 11ghc.·r r1..~pl.iccl jl· w0u]d t:.-ik~ n 
l t·l l tie <tl t~ 11 g in <: (' 1 · in :". fi11 11 111 n l1t ,1i t1 l:lw .itl s \·W r:; . 11 ~ 1 i]~iw; 
Lo .i 11~ l')'\I i \·.' t I li t• Jh ll t•lll i.:.1 I b.i cldL'r:-: . 'l.':i.111c l'C.~ 'lllj (('Ill · Ill~; 

\<JUtrlcl lw :1 p ;1r 1 <if' t 11.i l di.. ::" u::~::iun . 

M ~; . Qll i 11l ;111 ;u:k(•d :i. r t.lw prudlH l' l" ~: h:.d d C' V ( ' I 0 1wd p] nn~; fur 
1l1<·j1· :; c v<·n - e i 1 '. l1L11:~ :: 11 : 11 c· o( n;1t u1· ;1l ) 1, :1:~ I iq11.i.ds'! No .vord 
lw: : lw eu r~r< · i vv d. C:o1111n i !;•: i 11 JH ' r (;;11.li tg lwt· f<~ ]r L.ht.: )Ht>clu t;<'n: 
: I J l' J 11~ L' ;; ( ' 11 L l ,Y 111 d (' <' j cl ('• d . 

S1w nl·tq· M:1'l o , qtt t'!>I iP1 11•1 I C1>1 11111 i ~: ~:i1111c.:r G:iJ l:1g l1c:1· u: : ln 1,1:h :1l 
will h v (hlJW \·ritl 1 \vl1 :1t .i :: 1c· f t u vl' r ;1rt1' 1· tlw I iq11iJ:; ll l" v 

r•x l 1·nc:l t·d? 'J'li l1 Cu1111 11i. ~~~d Dll l' l' :;;1 i.<l i L :i s nol ye l t'l• .ti Hlwl 
w .i ·1 I I J( 1 d, 1 n c• . 'l'il v 1: I 11 d y ' " i .11 :id d r ~ r: ~~ 1· 11 :1 1 1 : ; : : , 1l' . /\ 1; to t . IH: 
111vtl 1. 11H· , 'i.r · i ~: p1·l:i:1·111 · l y !k ill[ '. 1· r i11_jc!<: l:vd i1110 Lh ll fil'ld. 
Spl'.: ) ~ ,.I' ri:1 I nt ll • n 1 :: n :n•k vd \·Jli:1t I~: /\ I ('<lit ) ;11 i11 ;~ I o cl o :tllOuf· 
Lit t: r.:1•: liqui d::'! I) ::1 · u ~: : ; i<m b y ~; c· n:1tur l'ol :1nd , C:ti rnm i:: ~: i c1n 0 1· 
k1l l: 1r.l 11:r , J\ (•1 1. Cit:t l t•1 i or 1 :11 1d J',t•i> llu fru:in Fol l"wl·d :1:: Lo t lic 
pn1h: tl 1i l ', lt if, ln ·:; t ::11d hl' :.t ll ~.v of fill ' 11:1 lu r:1 l l 'J t:: 'li q u :id~: 

~; p l':1h ·1· H 1 I Ulll' n::l· L·il v11l ,·t l1v t· I he· :; r udy \o.11'1 11 d c c11 1:: i d1• r t IH• 
p i <' ::1 ·111 :111d p r11jv1· l · ·d c•1 w··: '.] cl v111.1 nd:: cir l !i v ~)oul l1 l·v1 1t:rn 'J 
i111 •:)'? /.l:.c 1, i1 1 r hi :: n·p,·11 d , Cn11111iit 1.<•t 1 ~;r ;df 1\!~11 i:: t.1 11 t D:1 v id 
l·!o; '.~' :: 11~: 1 :,• d \., Jw tlt• /\ l 11:;J....i ' :: ll< 't·d. : f\ 11· n:1fl 11·:1 I g: 1~ ; \.,•1n1ld IH· 
:1tl d 1·1., :.r·d i .t I h i !· :: · 111ly . C: t,111:•1 i :;:: i t lll t•r (; :1 I l:1 r, ltl'r :1 11!>\.'l'l"hl 
:1Iri 1'111:11 j vc.• l y ( Ji . If : 11 I h r• ~i i ;l( <.: I :: 11'1 1 ll l":il g~1:: l l v1· d .' \.l\Hil d 
li t• C'UJ1: · id , rt·d . 

.. , 



I n discussing sites for possibl e conditioning plants, Speaker 
Malone requested that they consider sit~s in the Kenai 
Pennisula Borough. He also expressed concern that the feelings 
and planring efforts of local governments be taken into 
account a s well as the pos~ibility of pricing reductions for 
areas in t he processing areas. Chaiman Miles quest ioned 
whether t he solicitations to the contractor took into consideration 
r oyalty oil options as they relate to decisions regar di ng 
royalty gas? Tl1e study will definitely address this problem , 
according to Commissioner Gal lat,hcr . 

Exectivc Director of ONAR Pnuln Easley raised the i :-;s uc of 
whether Canada would extract certain natural ga~ liquids as 
the pipel i.ne enters c~nadu and replace those extr.:1cted 

. natura l gas liquid s ·with others as the pipel i ne· rcenler:; the 
U.S. Dis cussion by liob llL~fm:m , Commissioner G:1] lnghcr ::ind 
Georr,e Si l ides ended w i. th Com.mis sioncr Cn lla~hc r stating ltc 
would ou t.:iin :i legal <m<ilysi::; of the Tre.uty and J\ti:cerncnt: ~ 
related to this problem. 

Ch<lirmLJ 11 Niles rcquu;tr·d thnt the Ph.:rnc lI 11wrkeU llJ ~ sl:ucly 
not l :imi.t i.ts0Jf t:o l ook ine 011ly nt clomc !:l:ic.; rn.:J ,·kcts for the 
St nte ' s n 0tu r:·l i~<1S '1r~d n " tural p,;-is Uq11i.cl~: but include tl1l! 
poll!11t'i.al for·l'if•,11 nt<Jrkct!:, .i..<" J apmL Co111111L s ~;.innv r G<1l 'lnghl·1· 
[Is :..:ul.'C!d t he C1..>1 11111 i. t Le< ~ th j.:: wou J d be d oi 1C'. 

Rcprn }jC'l1t<.l.i.vc.· J\hodc :irn11.1 it:e d Lf: LIH' JffOd 1<· c;1·:~ \'H'l't ' lwlp iuc 
(:i.n:J)t Cl! Ll.e:~ Ll !: t ucli (•/; ' ('()Llldn I I l hey fun1 i :.h 1110.·1. I :i r not 
CJll, 1Jw jnfonl' l'ton rcq11.·:~L1 ·~ '! lie. felt 1.l1itl ::i.Pc t• llwy own 
f.iC\ 1 · 11-c.· Lt~hL hi : f. l 1:1 r e, ii !:t·c·111~~ t hey \\·c1t1ld lwv1. :i e1·c·n1 c.:r 
.i nLc1· •::L jn Llll! sc.· stuc.1.ic·i: lh:111 Lli c St :1Lc.• would O\vnin!'.. only 
0 110- <•ighth :-:Jinr<."•. 

Ch.1i1111:1 11 Mi l e•!: l'l1 1::l'<l Lil<: m •c·tJng by ::1:1 ting tltn t .ii \,•.,~: lii~: 
u11dc1 t:t:rnclinr. Ll h :;uli.d.L:1l. :i0n [m~ propos:tl~; wo\tld n111 be 
:: t·11t out uriLi1 1l1 c· Jo:lw t:f•,y Policy Coi· ·n i ll1!1' h~rn :1 c; lw11e·1 lot 
111.ll.c Cllllllll(.' l l !' :111cl 1.' ('COllltllC.' IH l.· 11 i Oil~~ . lll' :idd<.~d Lh:l I i l :1 pp ~n r<·d 
Lo be Lhe C OIH'C.'11:.ll~: of t· lw C0t11,ni. I lC0. Lh:1 : tl11: !' i 1w] C'C11\I rac..:t 
·includ e.:: .t'll op l lc11H: ln1· t.ltl' w: c' of 1 ·oy~1 lly r,:1::, l'o ' · id0rnt. i o11 
or l:h t: 1:e l.1L.inn ~: l 1 ip IW L\vl'l'll :1 royn l1 y oi. l clt>ci::ion i111c: l.lw 
roy:1 I 1 y 1 •,:\~; <>pl ion~: :111d l he.· qur· ~ t· ion of I 1..1 c :1 l pr i c i 11;~ <' xccpt j cm~;. 

'l'h c.• 111•c Lini, :1djou r 11vd nL nppn1 ::i111:1tcly ·~:'30 p. 111 . 
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TfiLEPHONC (907J AGll•S77' 

ANCHORAGI!, II.LASKA "1)01 

T£LEPtlONlt (907) 174'· ~7711 

STAT E ENERGY POLICY COM M ITTEE 

Memo: To All Legislators 

From: Bill Miles, Chairman 
State Energy Policy Committee 

Re: Royalty Oil Proposals, Report I 

Date: October 20, 1977 

In order that the entire Legis l ature r.:ay have access 

to available information on the Royalty Oil Proposals 

prior to the corrnnenccment of t he next l eg i s l.ativc 

session, the attached report l s be ing sent to you. It 

representG the first in a scr i ~ s of rcportn des iencd t o 

keep members abreus t of perLincn t info~::Ja tion a:; it 

develops regnr ding royalty oil. 

This report includes an overview of vari0us activities 

relnting to the royalty - oil dir?osition qu~stior1 . It 

further includes n summary ana l ysis of t he preliminary 

proposal s submitted to the Royalty Oil and Ga s Advisory 

Hoard. 

s a· NA1'UU KAV 1'01./\f~ O. Vtc;t.: Clll\lltM/\ tl 
rn:NAYOn W. I:. " ll li l\ U" I ' J f\ DLl: Y 
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nou..tc1 l t U I' :.1 / lf l 

\'11 1.!'>0N /\. ntC t: 
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I. THE USE AND DEVELOPMENT OF ALASKA'S ROYALTY 

OVERVIEW 

In June of this year , Commissioner Robert LeResche. on 

behalf of the Departrient of Natural Resources and the Alaska 

Royalty Oi 1 and C~.1s Development Board. moiled detailed 

nation-wide solicitat:'.ons for a negot:i.nLcd sale of Alaska's 

Roy :1 l ty share of Prudhoe Ilay crude oil--approximately 150,000 

barrels pc1: day (l>/d) 1m a field production rate of about 

1.2 million b/d . To cl.:1tc, the Royal ty Board has received 

e leven proposa ls of [ er c ,l pttr :rnctn t. to t h e Jun e: . 197 7, sollc­

i ta tlon (Ph:l ~c I ) . Fi ne J propo:~;i l s were due to the Hoyalty 

lio rtJ:d on Q('t:Olh'l 1 5 , 1977 (Plt.1 ~:(' Tl) . The S: atc wi ll select 

one or mnn~ proro ~rn l :; which · i.11 p r ov.Lele th~ h:ud s for final 

fll!U.0 11 hy tlw J\dm i n i~ ; ! -r nt io11 . Dln-ing the f irsl pCl rt of 

F0hn1;-n-y, l, 1 r·1 a, co1:'. r<1 l t.( s ) wi.11 b e co11cl u dc·d Rnd i-; ubndt.t. c u 

to the Lc'gi!-ll:itt rt.' fc1 1 .i U; approv:1l. 

The J\la ~:lrn Royalty Oi.1 mill G11s De velopment Aclvi.sory Hoard iH 

ch:ll'eC'd with pr lnw r y 8uh:; t:i .' .i.vC' rl.!vicw of thc:.;c p ropos a ls. 

U11dc.·r J\~ 38. 06. 0 5 0 ( a) , no ~ Cl l c, <!xchtlng<.' , cn curnbr a nee or 

ot.hl~ t: cli ~~po ::it i 011 of oj I 01· g ;w of the r ~gh ts or wa iver of 

the· r i g ht· l"ll t:<'l..."civc· : 1 futun 1n-oclucti.on of ·roya lty oil oe 

J•,:1:. 111;1y l>e• offc.··n ·d liy t ! .· C:omn i :::>lon cr of NnLur~ l Rc.•::ourc.c:s 

Lo tl H· l.<·g i.::°1:11111·(' ;.•it h ou r· Lit• · p r lor wdtt:e n r1pp n1vn l of the 

Ho.in'. Tht: non1·tl': ; <l 1 · c i~d rn1 nu :J t p :· •rnol.<.' priv<1 r·e cconom:f.c 

r ,n M J C011t-> l !: t· 1· .ll ' \·! i tl1 llj' p ] ic:1 >I •· (•nvtro1v·::' n t .ll stm1<l.1rch: 



and public fiscal stability (AS 38 . 06 .·010) 

consideration State revenue needs, present and projected 

local and regional need for oil and gas products and by-. . 

products as balanced against sta t e and federal requirements, 

desirablity of the various local economic effects of the 

bargain, social and enviro~~ental impacts, benefits to local 

and regional labor and consumpt ion markets, state and local 

costs as a result of rel~tcd development:, and eff0cts on 

private ente.rprise. (AS 38. 06. 070(a) 1--8) The Board may 

recommend to the Commissioner that royalty oil may be t aken 

in ki11d rather than in value if i t is determined that such 

an acquisition would be i.11 the bes t interests o f the Stute. 

(/i.S 38.05.18?.) '!'he llonrcl mny also requi.r.e, ns a concH.tlon 

for di.::;po nlt:f.on, th:-it oi1 or r,nn be rcf:f.ncd or proceGf>t!d i.n 

the Slate. (AS 38.06 .070( lJ)) No royalty o:i.1 takc:n i.n kind 

mny b e s old- or otherwise di!:pone d of for export from t h e Stnl: c 

until the Comminslon e r, with the npproval of t hc Royalty Hoard, 

dctermint•!'i thnt the in ld.ncl ol. l is sui·plus to preset . t und 

proj c c te<l iu trastntc <lomc:; t :lc. and induntrial n e ;•1.ls. (AS 38. 05. 183 (d)) 

Con11·· i.r.s ionc r LeRcsch c 1w s p11bll.c l y enumcra t.cd ccr tn i.n "bo t tom 

line" condition~ a nd ob:i cc l i vvn fur Lhc n:i lo. 'l'he pr:Icl~ for 

crud<~ ol.l must be cqHrtl to or en.! t1 t cr thnn that rc•c c•i\ 1<:cl if 

roynlty oil r ;ikcn " i n v;iluc." In-u t ate pro«~c~uing fncilit:ies 

mu :; l provid0 n <'t po s:f.ti.v(· <•ffcct on i\l:rnk;a' ::; uoc i al ~w et 

cco11ondc wclfurc. It mt1 :-; t i•11':o lw c 11vl.ro11111cntl1lly ilc(·cptublc. 

J.'innlly , the etnt:c should SCl~k Lo ernrnrc n re L:1tivc dc crc:we 

i 11 t}l(' price of ruc• l nncl I pcrhnps I pctrochcmi ~ctl proch 1cl:8 in 



Alaska, al l without goverument subs i dies in t he f orm 

of tax relief , risk assumption "under sold" crude, or other 

mechan:i.sms. /..ccord ing to Commissioner LeReschc, the ideal 

offer woul d provide ns follows: purchase of up to 150 , 000 

b/d of Alaska's roya l ty crude for a term of twenty to twenty­

five years; pay "in-value" price or mor e ; co:1s truct in four 

to five ycnrs an integrated refinery and petrochemical 

complex in Alaska fo1· l.'.>O 1 000 throll;::1 ?.50. 00 0 b/ d; commit 

$400 million to $1.5 billion in private c<tp ita l to the 

p1·oj ec.: L; t 1·ai.n nnd cmp 1.oy t h rec hundred to fou r. hundr.ed 

Al asl;:1J1 S "l11 pL·t:m:.ment ref.I nc!1·y and sh ippiug jobs a n d etbout 

two t·houfl il 1td i q con~:t .111clinn; ·i11:.;11n: :1v:ri.1:1bliLy of producLs 

in /\l11:d<:1 .1l ;.1 pri ce- l> <·lr'"' :i111po1·t· c•cl produ ct. ; pay sta le and 

l ocn 1 tu xc•: . of up t ' $100 nd 11 i on per ydn: ; prcn· idc t he 

"wor ld' f' rnt 1:;L no; iii:· i catc:d" d(•:d. ~ ·.n ~111 d pnllul i 0.1 con t roJ 

capabilil il's. 'l'hc· Cc1111111 i ss i c, 11<.' I" h:1 ::; al :H) i11 ..l ic:1t: e <l tlwl ~O'lo 

of the 1·ny:1 l1.y o i l wi Jl uc• ofrcn:cl for ~;H lc. The re· ;ni11g 

lO'J., \ .. ·jJ I bv rc:a·1·vl!d fo1~ u::c by in-·st:1tc 1·C' [i.nc·r.i <·s . 

In nn l'I fr11"l Lo f11d J i t ttl \' l in1c l y ucvc , o p•h .: t. c. f proposnls 

which Etd•·q11:11·c·ly i:c~f Ice I t·h .:· n•q11 i i:c·;11C'nl t: c< J i1w and 11cl ininie­

fT<1 I lon pc1li.cy 1 11 t:h ·i :: 111:1ttc 1·, th<· st a le' ha ~: pr e; pnr l' d a 

"Oc vl'l111n·r:: ' (:uicl : f<> r /., J ,1::lrn ' ~; Hoya1 t.y Oi1 t: lld G;1:: ." The 

f; lnt.r·d l 11l r:11l cd · 1lri. :: <:11iclc· i :: t o •· a~ : ~ i ,: I. po :. (': ll:. inl clt-velopcr:~ 

i.n p111 •·icli111'. 1 · 1 ·:qH11 1 !~<'~: 111 · ·t::·rn. 11·y l. t• ! .. 11 i !< C)' LI < !it <tt C!
1
!i 

('VOl ll.1 1 i til t JH C•, T d ll l" C•11 : ind t°CJ "cl t'::Cl ill\' :;p ,• if l l' ;11·1•;.1s of 

conce1 n. pn· I i 11d.1t.1 1 y 1d I I n; •. c'l' i t vri.1 1.1nd .111 inv c nl:0ry C>f 



.state permitting requirements" This 

systematicai1y categorizes, lists and illustiates th~ various 

information requirements that must be met by serious proposals . 

The guide requests such things as general proJect d;es,criptions, 

site development data, power needs , state and· local revenue 

projections , financing and owership schemes, labor demands 

including local hire provisions, subsidy requirements, in­

st~te product pricing and availablity ~otentials, views and 

sugficstions on methods to share certain development costs, 

e " .. rironmcntal implications, and ways tc, accommodate public 

pnr tic:i.p.'.'ltion in the dccis :i.on mald1:g process. This informnt:l.on 

is r equil"ccl in some d0ulil in Plrn s e I and 'in greater detail 

a nd sco i)t· iu Pli :-rn c Il. Jn lldc.l:i. t ion, the Developers' Cui. cl ~ 

provJclc·~: rec'.l ucrs with n l:i ~>t of p1~clim-Lt1 ..... ry sit·ing criteri.a 

"to asf>j ,;, t n devC:!lo1wr :in prcp.:1ring a deseripti.on of the 

propo s<.' d f.1cility :md 1.ocnting potcntinl acceptable s.1.tes." 

This sec.:t:i on a sks the- dcvel.opc:1· to cons; der a w:i.cle range of 

f nctor s inclu<lhit. project c·o111pnt ahi.li.ty w:i.th projected land 

and wllt cr uE:e:::, tnm~portatiun IH~ecls and impnctR, safety 

c0ntrol ~; , cnvironmcnlal cf fee l:!; und safeguards nnd local 

pi:cfcn.mccr. for d <'vclc•pmcnt. Th<· Guide nluo inc lmles n 

c.h·Hf t invt·ntory of :; lntc pe rm-Lt 1: equin~menLn to "assist 

pros 1•<!<:L:ivc devC'lt)JH· r!J :in undcrst.1 nd:inr., the scope of re<Jtlired 

•h~ tlt>n: : tH' c <.·: ; ~;;:iry pl"lor to d tvc lopincnt actlvlt·ics." 

Thv Dc:ve l npcrs ' G11iJ1 · "omc}; C(.lmp] L·t<~ wJt:h n dct:d lccl li l:l ting 

uf Damp I v cvalu.1t lon 1.acton1 Lo he lp de ve lopers undcrutand 



"how their input will be utilized by the state and the key 

factor s of concerned to the state." A working committee of 

state personnel ha s been assigned t o assist in the information 

exchange/evaluation process. 

(FOOTNOTE"k: The ''Developers' Guid e for /\1 ;1 !_:1::1 1 s Roytt lt y Oil 
cmcl Gfls " from which much uf the. nho\' t: in.forma t · ·· 1~ wn s tnken , 
is nva llob le f rorn th(• State Energy l'u l i.c y Co:-·. i. i. tee library. ) 
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II. ROYALTY OIL PROPOSALS 

Eleven proposals were submitted f or Phase I scrutiny. Eight 

primarily involve the construction of new fuel and petrochemical 

refineries; three involve requests from locnl users of 

petroleum seeking to supplement their present supply with 

Alaska Royalty Oil. The information contained in this 

report has been been taken directly from the preliminary 

proposals submitted to the State. 

New Facility ProposAls 

Alaska _retroleum Company 

A. Genera l Inform~tion 

The Alnska Petroleum Company i s a wholly-owned suhsid.Lary of 

Coastal State~ Gas Corporntion with its principal of fices in 

Houston. Texas . To dnte. the Coasta l Stateu Gao Corporntion 

hns rcfi11ericu in Corpus Christi. Text1s. Hercules. Cali [on1ia 

und Wichita, Kansas which prod\lc.:e "a full line of petroleum 

products." It operates refined product s terminals in Bos ton. 

Loe Angeles uncl sout heast United States. Coa!;tal owns four 

tankc1.-s, operate:; nine other s under tlmc charter, 11nd utilitizes 

up to twenty add i tional vessels from "t imt' to time." Subsidi.aries 

of the company nlso own t\vo crudl' cnr.ri.cr.r, p1·c~wnt1 y uncler 

co11s tr.u c.: l ion 11nd scheduled for complc•t.lon in late 19'/7 And 

rnid-1.078. ln 1976, Fo-rJ~cu .• whic:h publj s he ~ n rnnking or the 

five bundr:ed larges t U.S. corpcrrati.01rn. rankflcl Coasta l lJlst. 



in total sales, 230th in total assets and 312th in net 

income. Accorcline to the proposal, Alaska Petroleum Company, 

incorporated in Alaska, "looks to the pa··r.mt organization 

for financial support and management advice in conducting 

its bus i.nc·ss in the State . " 

B. Pr~posal 

Alaska Petroleum Company seek ·: to contract with t he State 

for the purpose of build·i.11g and opera t ing 150, 000 b/d refinery 

to be located at a sight " mut ua l"! y acceptnl,le to both partier.." 

More spe clfically, APC i s u ;i rr,.:dning for a S t at e r.,unrrmtcc 

of 150, 000 barrels pe r d;1y cnp ~H: it.y [or twe n t y ye<tes commencing 

on the fiu; t c1<1y of refi1wry op1.!l. :1t ,. cl) ~ for the purpo!ic of 

procluc"i.11r, a variety of fu e l!: nncl , pc.>r l,;1p:; , c c :: tain pc i-rochcrnicn] 

1n·ocluc.:U; ~u c: h ns Bcu;~cne , 'l'ol uc~ n c m 1~! Purnxyl C'ne. /\Lrnkan 

·mnr.kl!Ll: for these pn1cluct r- would h e p1:ef C! frc: d . APC reque s ts 

0.Xped.i.t imi r. p ~~r111it processing, no "rn~w lmnlcn s r,n1c ~ov~~rnment 

rct:,ulat:l.on s , '' nncl prcfl'r<.ml i:i J rir,ht~; to purcha::.c royalty 

crude o:il fro111 " ti.me ... o t.l11w" unt ll rc fin c•1·y operations are 

ct: tnbl i.~b ed. Th e compnny agrees t.o employ "bes t ava:i lable 

t~chnology" in compl ying with 1ppl icablc (cd0ral nnd ::;tatc 

cnvlrom1l.'11t .'1 J Cl111ln1l ~tandunls. 

Tlw c·omp;:ny hn .s :i.d r· 11t · j ri.~cl ~: 1vc t·a l p<Hrn.l.hl <" p ]:m l };ltl·!> 

:in c: ludiu~~ Porl. M<.:K•-· 112:i t: , 'fyu1 H L, No rth Kcnn i to lloiw' t, 

Sc •wr1 r c1, C:r.1Vl' n .1 Orc:1 B11y .11HI "jn th e vi c:l nl Ly o[ .lun t·.:1u." 

Tlv· i:1c:i li1· i1 ·s wi'll ro ~;t :1pp1·ox i111:1L C' ly ~>110 0 r.d llion ( Xc ludinr. 



marine facilities a • I 

•' community development expenditures, 

will take three to four years to construct and will employ 

up to fifteen hundred trade people in the process. The 

refinery op~ration itself will employ approximately three 

hundred people. When necessary, community service personnel 

are added to the work fore<'. Alaska Petroleum Company 

claims seventeen hundred new jobs would be created by the 

refinery operation with a payroll contribution of thirty­

fivc to forty million dollars annually. The company endorses 

preferential employment of qualified Alaskans and agrees to 

provi <lc trainine progr ams to enable Alaska n tlpplicants to 

qual i fy for employment in the proposed refinery. 

The Aln ska Pe l :tile\lm Compnny is propoi=d.ng a :::;olc ly priva te 

venture a nd con ~ends that 11contr11ctual :n:snrance of a 1011c 

term raw materi:al supply wit:.1 the~ stntc· would be rcqui.rcd to 

ohtai.n favor.able loan cons ide r;it · ion . " Snl.e!: con t:r a ct~ (m~ 

the princ i.pa l products m:1y also be neccs s:iry "dcpcndine on 

tl 1 • mor,nitu<lc of the loun obl ign t: i on ." Somi:..• of these 

commi. tments may be ohtRined from fl f f-tl ia tc· i.: on the West 

Coast and "el sewhere in the U.S." The proj ect wi.11 be 

complc rcd ''under nonu:i l circumst:mccs" by 198] to 1985. 

Aln Hkll t>clroleum wJ 11 pay " its fni 1' ~ h.1rc" of the development 

coRtR for the proj e ct:. 

~ _.~~kl) __ !_1_etroch ~:·n.lca_!._Co!11.1?_1!!!.Y.. 

A. Gcn~rnl tnforma tion 

'fht! Al;H:'· :1 rcLrud 1t'Oli.c:t l CtHnpm1y (Al.l'ETCO). ir: i!ll Al:JSka11 



corporation formed and own~~d by AlasY.a Interstate Company (AKI) 

(60%), Barbour Oil Company (20%) and Al<1ska Consolidated 

Shipping Inc. (20%): Aleu t Corp. Bristo~ Bay Native Corp., 

Ca l ista Corp., Chugach Natives, Inc., Cook Inlet Region, 

Inc., Koniag , Inc. and Seatrain Line:s, Inc. Ford, Balon & Davis 

Inc. will provide engineering manage~ent . It is interesting 

to note that Barbour Oi l Company cur;ently owns and operates 

about seventeen thousand acres of oi l and gas l.1-~nses in 

Kamrn8, Lou i.sian~1, Oklcihoma , and Texas. Scatra:i.n Lines, 

Inc . ·which owns 119% of tlt c ACS st·nck ope rates occ.:in terminals, 

a r e (incry in Abilen e , Tex~s th~ough it~ wholly owned Pr ide Rt:finery, 

Inc., h.1s sb: U.S. veR!Wlfl avai.lnb l c for us1 rmd is ahl.c t·o 

ucqu-i.rc ollwr vcs~:C'l r. 011 m1 " ;ir; nc:c: c:·. ·cl " \,;:s :i :· . 111 <tt1dit:ion, 

a s ubsidiary, Scutrni.n Shl p H11 tl tl :Ln g Corp. , o pc rt.t l: < ~~: :i uhi p 

y .:i rd and lt.:w r ect•11 t· J y t'<imp 1 ct <•d <·on s: n1 c: t' i.on o l t· h 1·cl! pt' Lro l uum 

ta11kerR wi tl1 0nc scl'H~ ,lulc· d f<lr deli v e: r y in <'ctrl.y 1978. Al i1!-:kw 

Inters tn l:l' Compm1y which ownr; An c h nn,f',C' Mn tu ·· :tl Cm; C111.ipnny ond 

tlh: Al.ow lrn l 1 ipr.ll. 11 c~ Comrm1y, h0 ld ~ i :.L l'rC·f:t s in 285 ,000 gt-o!rn 

Deres of fcdcrril o tl a nd g11r. 1 ew;t· ~'? Pl Le· at i.on:1 :J.n A l:rnlrn r:ttHI 

lw s "wor.1dng interest· i 11 :i Sunltna cxplor:id o1 1 drtll ing vt.•nt.urc . 

AKl employs ;.1pprozimntcly ?.00 p t"n.1 01 1..; in Ala s!(it. 

B. Propm1<1 .l 

ALPl!:'J'CO pn1po:-:cH t r1 purclwsC' :1 11 ; tv •. : l:ihJ l .' r 0 y11lt.y crude- fn r 

Lwcn1 y -· flvl! ycnr!:J nr. et p 1: .ict• "whi c h : : i 11 ut l e ~!{ th:11i 1·lw 

pt: i.cc· llw ~; l ntc of Ala 1:ka wuuld l1 a vv 1·c·c.:e h 1l i.l in v;ilu l..! " (u1· 

tltc JHtq>ost· of btd.lclin i~ n l.~0.000 h/ · p-: ·troc> .. ·ndc:tl rc.·ri 11~ry 


