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the State and questions relating to revenue and economic developnent
concepts and management. We also provide some suggestions about the
Municigal Bond Bank. We explain our suggestions ebout the proposed
constitutional amendment crealing the Permanent Fund. And, finally,
we embark on a discussion of the Permanent Development Fund.

We realize we are from the "lower 48" which has a history
of telling Alaska and its people how it all should be done. What we
offer is suggestions based on our experience in the public financial
seclor and private capital markets. Our task is to try to be of
service, even at the risk of drawving conclusions and imparting suggestions
which may be controversial or may be critical. We hope our forth-

rightness will be judged based on the value of truth behind it, not

9y its face and first impression.

Credit Commentary (Report Appended)

We are not comfortable with Alaska's present fiscal situation.
Aud we understand neither is the Commissioner of Revenue and the
present government. But neither are we comfortable of mortgaging the
“a%ure, by spending todmy future oil revenucs. Fiscal responsibility
‘s essential in Alaska. Just as we are experiencing in New York,
other Eastern States and certain cities in the "lower 8", we think
Alnska can und must learn from some of these follies. We are heartened
% Lthe appronch which the present Alaska Administration is taking to

“eturn to ¢ balanced budget and shertly thereafter to considerable

irplunesy,
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Hovever, we want to caution that the debt per capita must
be reduced ana “he size of government , especially in personnel, should
not rise. Governmental bodies can no longer rely on the debt markets
to fu.d their priorities. Gevernments can no longer expect note sales
to be refunded by long term bonds for the bond market is not always
receptive. Nor can Governments continue to rely on medium or poor
quality managemert. We have seen what many years of bad management
has wrought in Government operations and with it more and more people
on Government payrolls. Unless and until Alaska can balance its budget,
reduce its mer capita debt, generate general fund surpluses, and implant
top quality management, there will not be the opportunity for a successful
Peroanent Development Fund, for it will not have the strong foundation

iecessary for its operations.

Municipnl Bond Bank (Report Appended)

The Municipal Bond Bank is conceptually ¢ good vehicle to
45518t many of the Alaskan communitics in having access to the debt
markets. lowever, the Alaska Municipal Bond Bank has some serious
deficiencies. They are bond anticipation note authorization, State
moral obligation which 1s a dead issue in the market place, nnd no
Jtate control. 1In fact, the Aluskn Muniecipal Bona Bunk's deficiencles
Aceent Lhe lnck of nanagement. and contro)l ye are experiencing in many
fovernments and feel exist in Alaska. It tppears evident in the State's
fluen) situation, its present development Programs and the Hond Bank.

“are Importantly, the lack of ranagement and control are having con-
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siderable negative impact on government debt issuers’ ability to

arrange financing.

One Commission for Capital Allocation and Control

We believe it mandatory that the State establish one commission
to be responsible for the following areas and details:

1. Authority over all debt authorizations -- by the State
with general obligation debt; by the State's agencies; by those muni-
cipalities who issue apart from the Bond Bank; and by the Bond Bank.

2. Authority o er the priorities for all spending. Without
this number 1 would be non-operable. Total capital Allocation Authority.

3. Management and financial controls in terms of accounting
and monitoring systems of all in number 1 above. Standard accounting
practices must be universally adopted. The State must have the authority
to audit the books of all government units.

k. The State must schedule all public sales, regardless of
the issuing unit. The State must approve all offering cir:rulars, which
must be uniform.

2+ With nuabers 3 and b, the State must establish and manage
& local government financial advisory group for fiscal and debt management

and to assist {n the day-to-day operations of local subdivisions.

Through such a department in this State Cormission, the State's financial

managers would know the financial conditions of all the subdivisions
and would not be called on to bail out a subsidiary, which bail-out may

have substantial {mpact on the State's own financinl condition. The
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State wc'ild know the financial demands being put ou the subdivision.
This fiscal management and control commission would have an
enor. Jus task and equally enormous power and responsibility to all of

Alaska's constituents. While we believe in smaller government payrolls,

we feel that the creation of this commission will absorb other depart-

ments, divisions and commissions presently existing, and in the long
run provide for better operations and minimal net increase in people
working in government.

One may notice that we equate ti. State Government and its
fiscal and management responsibility to a large private commercial
and industrial corporation. The State is the parent and head office.
I's wgencies and local subdivisions are its subsidiaries. A subsidiary
out of control and not supervised can bankrupt the parent. It is
aappening in many parts of the "lower 48". But in North Carolina and
South Carolina very strong and wide sweeping capital allocation and
munagement control commissions have proven very successful and operable.

We realize these suggestions may sound shocking and may be awesome
to fulfill. TIndeed, they may be, but we know through tither experience

they are very worthwhile and necessary objJectives, vhich can be realized.

Jdev Municipal Finance Regulations

Concurrent with these recommendations are the requirements being
blaced upon both governmental issuers and Municipal Securities dealers
by Lhe new Municipal Finance Regulating subdivision of the Securities

1 BExchange Commission. Although these regulations are only in draft

nis time, uniformity of accounting and uniform offering circulars
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v111 be required. Full disclosure, similar to private issuers, is

zoing to be the norm. And securities underwriters will be required to

unalyze prospective issues for their representation and financial
soundness. Just as with the State of New Jersey which provided inadequate
vap-rs las’ week, any issuer may find access to the marketplace closed

due to "incapable" or "bad" management.

fovernor's State of Alaska "Mini-Hoover" Commission

It seems to us that the timing of these recommendations to the
Jtate of Alaska is very propitious, inasmuch as the Governor has created
a "Mini-Hoover'" commission to look into the operations and management
uf the State Government. If this commission were to analyze the functions
of" the principal Governmental departments keeping in mind better manage-
~ment., increased centralization, and tight control. as the prerequisites
of good government, we would suggest that the departments presently
fiubelled Commerce and Economic Development, Publice Works, Revenue, and
~ommunily and Regional Affairs be consolidated into one major commission.
[foreover, the capital spending and aid programs of other departments
would have to be approved by this "super" commission. Of course, we
would hope that these recommendations, if considered reasonable, be
rovwantded to the Governor's "Mini-Hoover" commission for study. That
commission must realize that no longer will the electorate and inveslors
allow povernment to Jjust "bump along" with inadequate, or barely
wdequnte, management, systems and control. And certainly whatever

recormendations this "mini-comnission" makes to the Administration and
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Legislature must incorporate the overt change, and requiremente rlaced

upon Covernments and their subdivisions, by Federal laws, Federal

agencies, national securities dealers and investors, and, of course,

lawyers of varying responsibilities.

“Yanagement

Once it is fairly well understood why the centralization and
the systems and controls, required to allow it all to work, are needed,
the necessity of outstanding (no exaggeration) management is paramount.
For too long this nation has suffered from the weak or less than highly
competent people being elected to government or wishing to be appointed
‘o government. (In the case of Alaska, this may not at all be the case.)
vernment and the private sector have finally come to realize that
“he two sectors must work more closely together. Today, we and similar
‘nstitutions are being called upon to give advice to, and design packages
for, Governments. Our advice and products are:

1. Not new as in so many cases they are traditional in private
=“nterprise;

2. Costly services to provide, due to emergency time frame
fequirements; and

3. Very difficult to implemeiit due to the traditionﬁl lines of
“dmnunication, the history of legislation already in existence, and the
*ubersom: apparatus that inherently has grown through poor management.

We would recommend that the State of Alaska would have less
e over time for costly private advisory and Zesign services, if

“rly early-on it adopted a fiscal and management approach basel on
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the shock waves and warnings Just coming to the fore and receiving
initial anelysis nationwide. The response would allow the State to

have the expertise and systiems in-house to manage itself well.

Permanent Development Fund

The foregoing discussion impacts directly on the Permanent
Development Fund (PDF) and is essential in establishing the PDF frame-
work. We feel there is no apparatus presently established in Alaska
to achieve the goals of the PDF. We believe the PDF shculd be part of
the super-commission, incorporating all economic development , commerce,
revenue, and community and regional affairs. Certainly, the PDF's
purpose is to diversify the economy. This requires most of the capabilities i
and analysis the ccmmission would be doing for the State and its sub-
division even if there were no PDF opportunity.

But let us present to you our views on the PDF. At the outset,
we must all realize that the PDF opportunity afforded Alaska is unique
among the States of the United States and among most ‘of the nations and
supra-national organizations of the world. In fact, the only similar
opportunities exist in Saudi Arsbia, Venezuela, and perhaps Iran. The
simllarity is not due to oil, although oil created the opportunity. Rather,
these nations have a genuine positive flow of funds, generated by private

commercial and industrial enterprise; these nations do not have Iimmediate

applications but have long term real economic development opportunities
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and needs; and these nations, which are only a few of those which seek

funds for development, are the only ones who have their own equity, if

they utilize it properly.

A.) The State of Alaska's Permanent Development Fund's Uniqueness

It is important to unders£and Alaska's uniqueness here, because
of the desire of so many people and institutions to study or allude to
many development vehicles already es:ablished in the world. To cite
Just four examples: The World Bank, Asian Development Bank, Inter-

American Development Bank, and the Development Bank of Puerto Rico. All

of these have a great need for capital. None of them has its own source

of equity. FEach has received "equity" in the form of capital contributions,
but mostly guerantees and promises to pay from its constituents, most of
vhom, in turn, have incredible short falls in capital, little access
individually to the world capital markets, and yet huge economic development
requirements. Therefore, we must be very careful, in our desire to
establish the best vehicles for Alaskan economic development, that we do

not borrow from established organizations methods which are neither warranted
nor applicable.

The success of the economic development in Saudi Arabia, Venezuela,
or Iran and Alaska will depend on the government's ability to Join with
private enterprises in economically sound and financially feasible projects.
Government by definition is a user of funds. Tt cannot on its own generate
funds. And taxes alone are not sufficient as a developinz government's
only source of funds. So long as Saudi Arabia and Alaske's PDF Join with

proven private enterprise corporations in private development projects,
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then these development entities should be successful (assuming good
management). In the right private development project, by definition,
the PDF should profit and the economy would diversify.

Additionelly, for & development project's success, it must export
(or deliver) its product to & viable market. Nations with rapidly expanding
exports attract the capital. Alaska must do the same in joining in private
enterprises which will provide exports and diversify the economy.

B.) Corporate Structure:

We believe it is so very important for Alaska to create through
the PDF a group which is corporate in nature, well-managed with high paid
personnel., profit seeking in goal, and long term entrepreneurial in scope.
The PDF would provide the capital for an Alaskan Development Corporation (ADC)
to commence establishing the expertise to develop the economy further. The
ADC could create a Development Bank (DB) which would make loans to the
projects. The ADC could create o Finance and Investment Company (FIC)
which could package project loans Lo be participated out (sold) to insti-
tutional lenders (insurance companies, stite pension funds, savings banks,
and major commercial banks) in the "lower-I8" and perhaps in other areas of
the world. The same investment arm could menage a series of investments
in a trust or mutual fund, so that smaller institutions and individuals

could buy into it. The significance of the FIC is that it would be

attracting capital by offering certain assets. With Alaska, institutionnl
lenders are dealing in an unknown caused by distance, size, type of terrain,
ete. If institutional investors could buy loans (perhaps insured by PDF)
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from proven management who has servicing and financial know-how capabilities,
we believe added capital may be found for sizeable Aleskan commercial
projects.

So the PDF has its management corporation (ADC), bank (DB) and
finance and investment company (FIC). These three corporations would
analyze projects, help design them financially, lend money, arrange a
private placement on the proJect; sell loans, raise debt in the marketplace
and work with a private lender/investment banker tc attract capital.

_ In different ways, not well organized nor well managed, fragments
of this type operation are happening vith‘some international and Federal
government entities. Alaska could do it, if the statutes arc passed and
management put in place.

C.) PDF Specifics:

We would recommend the PDF elso address the following:

1. Only participate in major developmental activities, both
non-renewable and rencwable resource oriented. There are at least ten
programs in Alaska for small development projects. Incidentally, we
believe all the present programs, especially the 6 State ones, with which
we are familiar, should be reviewed, moved into the super-commission, and
perhaps be revamped or dissolved.

2. The projects should be capital Intensive, although any project
development which d}vcrsifies the economy, will attract people and, in
some cases, must for its success.

3+ The PDF can best fulfill its role with long term loans in

11.
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partnership with private industry and private lenders, rather than take
equity participations, as a general rule. Equity participations do not
provide a scheduled return and any liquidity is represented by the private
company's dividend policy or the stock market.

4. The PDF should finance "missing links" in an otherwise
viably forecasted project.

5. No organization should be an equity holder in PDF or its
subsidiaries. Private lenders should maintain their identities by con-
tinuing their policies of making sound loans. This opportunity will
arise by participating with the DB and FIC in making loans Jointly.

6. The PDF must create a task force/steering committee to
study the economy and geography so as to establish its priorities and
feasibilities. We are apprehensive if the State Investment Advisory
rommittec has the time and/or expertise to be the task force or the
steering committee for PDF's inception.

7. The PDF must necessitate that the Native Corporations develop
their major projects in concert with the PDF.

8. The Native Corporations may be able to gain from the PDF
cnterprise by creating new villages and ancillary services.

9. The PDF may also have to establish a subsidiary to expand
educntion, energy resources, and other necessities which indirectly
diversify the economy. Whatever these may be, the PDF must charge private

mudket rates. (However, most ancillary services should be left to tne

Native Corporations nnd municipal subdivisions.)

10. The PDF should not make grants or non-interest bearing loans.
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11. The PDF should be designed, established, and managed so as
to insulete itself best from vested interests and political suasion.

12. Various ways of effecting leverage of PDF's equity capitel.
One area is insurance, whereby the PDF insures the issiance and principal
investment in PDF/DB bonds or loans. Also, the debt t> equity ratios
must be considered.

13. Any statutes involving State Government tinancing and lending
should be reviewed in light of Internal Reven.: Service regulations on
interest rate arbitrage.

D.) PDF Legislation

We have appended suggestions to the proposed legislation creating
a PDF. Our comments supporting our proposals are:

1. "A Minimum" of 107 allows the legislature, upon the presentatior
af the PDF's management, to appropriate more funds, rather than a legislative
debate commencing as to the interpretation of "10%" vis-a-vis the final
sentence of the paragraph.

5. "directly and indirectly" as there may be (we believe there

are) real possibilities to perform in ways which are known as "indirect"

but which have a direct impact on furthering economic development -
e.g. loan guarantees, insurance of loans, selling loan participations,
arranging private placements, etc.

3. "For projects relating to such principal.....section."”

We believe the language should be more specific than "{nvestments", but
wish to insure that funds may be invested in U. S. Covernment securities

and mor~y market instruments so as to provide an amount of liquidity Tor
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the PDF's operation end earnings while avaiting the investment in &
development project.

L. "Transfers.....gledged.“ We believe the FDF can expand
its capital through the raising of debt - private and public. We
believe through the combination of outstanding management and borrowing,
the PDF will increase its development financing capacity many times.
However, this can only be done if income from its investment is available
to service debt expense. Usually, & project loan's debt expense will
be serviced by a direct pledge of that project's income. Therefore,
PDF's income cannot automatically go to the General Fund. Moreover, we
are strongly opposed to the legislature and administration leaning upon
the PDF so as to be able to balance the State budget, which may incorporate

jrresponsible fiscal management. But we do believe PDF's income, not

otherwise so encumbered, may be deposited in the General Fund, if PDF's

management so wishes and the Legislature sO approves.

We must point out, that we approve of brief and succinct consii~
sutional legislation, only if the power exists in the constitution for
the legislature to pass gstatutes which will allow for the greatest
flexibility and utmost specifics for implementing the PDF and creating
a financial management corporation. We admit to an ignorance of the
provisions of the Constitution of the State of Alaska.

Conclusion

None of what we have presented here can be accomplished without

consistent implementation of concepts to preserve the ecology end

environment. We do believe there &are viable compromises.
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We also believe that over a time period of adjustment modern,
economically diversified Alaska and its native population and culture
can live in harmony. We feel the natives should and must continue to
share in the new prosperity of Alaska. We think vocational schools
are the most importent educational feature in assisting the economy's
development.

We suggest the task force/stezering committee muss have a budget
sufficiently large enough to retain legal counsel, engineering consultants,
financial advisors, and any type of specialist necessary to create the
best 1list of priorities and feasibility studies and to place on-stream
the management of the PDF and its subsidiaries.

If it is financially and constitutionally possible, we would
suggest that the foundation work, necessary to have & PDF and its
subsidiaries established in 1977, be undertaken all during 1976, while

awaiting the approval of the referendum by the voters next November.

(Perhaps statutes can be passed in "escrow".) During 1976, the present

economic, commerce, revenue and regional affairs departments should

consolidate.
And lastly and most importantly, none of what should be done
need be accomplished at the risk of panic or insufficient study. We

endorse & policy of "go slowly".
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The Zconomy

Alaska's position as the stage for America's petroleum version
of the "gold rush" makes analysis of the State's economy quite problem-
atical in nature. Extensive capital development has fueled the economy,
population has sky-rocketed as people have flocked to the State for
high-paying pipeline Jobs and the State is already enticipating sizeable
cash flows from oil and gas related revenues.

In the case of a state with a viable in-place economy, the
oil factor would have been advantageous as an added windfall economic
stimulant. Alaska's economy, nowever, has never had the legitimacy of
diversity. Before the oil boom, Alaska's major industry was its
fisheries - an industry highly susceptible to forelgn competition and
roller-coaster prices. Manufacturing was nil, significant wholesale
and retail activities were limited by the lack of a sizeable populztion
base, while tourism, lumbering and extract’ = mineral production were
seasonal in nature because of the long and harsh winter. The only
stable employment base was in the federal and state government areas,
with the U.S. military being a significant employer.

Unfortunately, oil development per se will change little of the
above. The spurt of capital development caused by pipeline construction
activity is a temporary factor which has created at least as many problems
as i1t has solved. Inflation, fueled by pipeline and oil companies
willing to pay bonus money to get the workers they need, and compounded
by the need to "import" most food items from the lower forty-eight states,
has pushed Consumer Price Index numbers to & level approaching a 20%

increase for 1975. Housing accommodations are in desperately short supply
due to the influx of oil related *mrkers; and ancillary services such as
telephones, police, water, sewer, schools and electrical facilities are
vagtly overburdened. Other categories of employment are in short labor
supply due to pipeline wage competition. Those on fixed incomes in the
State are in deep troutle financially.

A potential side benefit of the construction of the pipeline
and ancillary fecilities will be in the opening of new areas in the
Gtate for the developmeni of other extractive and regenerative resources.
xploration for and production of coal, copper, iron and gold and other
minerals should increase. Lumbering and the development of fish hatcheries
will become more economically vieble as the access to new regions is eased
und the vorld's need for raw materials grows.

Alasko's quandary is how to geuge the current hectic pace of
rconomic development, and plan for orderly future growth. Two questions
some Lo mind:

1. Are the gas and oil revenue projections of Alaska
preméture in light of the short-term possibility of a world glut
in 0il supply?

2. In what manner should Alaska proceed, should its projected
wenlbh become a reality, in order to stimulate dependable econeomic
diversity and viability?
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Alaska's debt burden of $1,673.33 per capita is extremely
high. As a basis of comparison, median State per capita debt of the
fifty states is $136, according to Moody's - substantially below that
of Alasha. Since per capita debt is a function of population, the
level will most certainly be higher after the exit of tbose people
associated with pipeline construction. In addition, deb: retirement
is somevwhat slow: 17.4% of outstanding debt matures in five years
and 39.6% in ten.

High per capita debt is due to the fact that extraordinary
capitnl expenses for the governmental services associated with pipeline
development have been borne through the issuance of debt, drawdown of
cash surpluses, and failure to increase State tax revenues. The State
is nlso more heavily involved than is the case in the 'lower forty-eight'
in the direct development or subsidization of local services such as
schools, ports, and roads, resulting in more dependence upon State
financing.

Slow debt retirement is perhaps a result of historic antici-
pated cash flows from oil related activities. In any event, past debt
management policies have placed an undue burden upon Alaska's financial
future.

General Fund expenditures have been far in excess of current
revenues since the receipt of some $900 million into the General Fund in
1969-70 as a result of a large oil lease sale. At June 30, 1975, a
surplus of $517 million remained in the General Fund, down from $645 million
the year before. Budgetary increases based upon a governmental policy
of running vast deficits coupled with delays in completion of the Trans-
Aluskn Plpeline (postponing oil royalty revenues) have led the State to
anticipate that the current General Fund surplus will be fully croded by
July 1, 1976. 1In an effort to increase General Fund receipts, a 20 mill
tax on the value of oll and gas reserves has been enncted for fisceal 1976
and 1977. This tax is being levied to offset anticipated severance tax
revenues vhich have been delayed as a result of corresponding delays in
pipeline completion. Revernues from this source are estimated by the
Stete at $211.7 million for 1976. In nddition, the State intends to hold
un additional oil and gas lease sale with regard to the Beaufort Islands
urca near Prudhoe Bay in 1976. The State speculuntes some $250 million in
révenues from this source.

Conclusion

Alaska's high per capita debt level and slow debl retirement
in disturbing in light of the State's extreme level of budgetary imbalance.
Anticipation of oil royalty revenues in future years (by borrowing against
such revenues) is extremely dangerous in light of general economic
jucstions being ruised about the near-term cost vinbility of Alaskan oil.
Yipeline cost overruns, question-mark Federal tax and enerpy policien,

18.
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Critique of Legislation for
Alaskan Municipal Bond Bank

The following comments result from a review of Alaska's
Municipal Bond Bank legislation.

We are generally opposed to the use of the {inancing vehicle
afforded by the legislation establisning the Alaska Municipal Bond Bank
Authority. While we agree in principle that Alaskan municipalities will
need assistance in entering the municipal debt market, we do not feel
that this legislatlion offers a method of assistance commensurate with
sound public finan:ze. The following examples of the Act's deficiencies
are cited:

1. The legislacion allows the issuance of bond anticipation
notes to provide municipalities a means of temporary financing.
The current municipal market is evidence of the financial danger
inherent in the sale of bond anticipation notes should it become
impossible to fund such notes with the sale of bonds. The gap
has narrowed substantially between documented disclosure require-
ments neccessary for the sale of notes as opposed to bonds, and
sound long-term financing 1s recommended should an option to
sell notes or bonds exist,

2. The legislation makes it quite clear that Bond Bank
obligations are not an obligation of the State, yet on the other
hand it allows the establishment of a reserve fund for the benefit
of bondholders. The reserve may be funded by legislative approp-
riation or from the proceceds of the sale of the bonds., Deficiencies
in the fund may legally be made by the legislature through the
use of a "moral obligation" certification/aporopriation procedure.

The moral obligation pledge no longer provides the
marketing advantage It once had. In addition, despite the fact
that the bonds are not a direct obligation of the State, the
moral pledge creates what can be construed as a contingency obliga-
tion for the State - an obligation which is unnecessary ina State
with an already high debt lead,

1. The legislation mentions little or no control over the
debt policles of the participating municipalities, Recent municipal
finance experience has demonstrated the value of State overview of
munfclpal finance activities.

Tt Is suggested, therefore, that this legislation be amended:
to climinate the power of the Bank to issue bond anticipation notes;
to remove the moral pledge of the lepislature to fund rescrve fund
defllciencies; and to provide for the establishment of a State administra-
tive vehicle to overview and approve the financial planning and debt
management of Alaskan nmunlcipal governments,
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TEXT OF PROPOSED STATE OF ALASKA CONSTITUTIONAL AMENDMENT
10 CREATE A PERMANENT FUND

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

SECTION 1. Article IX, Section T, Constitution of the State of

Alaska, is amended to read:
Dedicated funds. The proceeds of any state tax or

license shall not be dedicated to any special purpose, except as provided

in Section 15 and except when required by the Federal Government for state

participation in federal programs. This provision shall not prohibit the
continuance of any dedication for special purposes existing upon the date

of ratification of this constitution by the people of Alaska.

SECTION 2. Article 1IX, Section 15, Constitution of the State of

Alaska, is amended by adding a new Section to read:

State of Alaska Permanent Development Fund. A

mininmum of 10% of all mineral lease rentals, royalties, cash bonuses
and mineral severance taxes received by the State shall be placel in a

State of Alaska Permanent Developmant Fund, the principal of which shall

be used solely, directly or indirectly for projects relating to the

industrial and economic development of the State. Such principal not

invested in aforesaid projects shall be invested in accordance with

Seclion . Transfers may be made from the Permanent Development Fund

Lo Lhe General Fund in an annual amount not to exceed such annual income of

the Permanent Development Fund, net of all such annual income otherwise

pledged. Such annual income not so transferred to the General Fund shall

become purt of the principal of the Permancnt Development Fund. The

legislnture may appropriate additional amounts to the Permanent Development

Fund which shell become part of the principal of the Fund.
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SECTION 3. The emendments proposed by this resolution shall be

olaced before the voters at the next statewide election in conformity

with Article XIII, Section 1, Constitution of the State of Alaska, and

the election laws of the state.
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LEGISLATIVE AFFAIRS AGENCY

September 15, 1977
MEMORANDUM

SUBJECT: Updated Revenue Impacts of Pump Station No. 8 Exnlosion.

T0: The Honorable Clark fGruening, Chairman
House Permanent Fund Committee

The Honorable Russ Meekiqs

FROM:  Richard 6. Haggartf&-

Research Analyst /

This memorandum is in response to your request that we update our
memorandum of July 15, 1977 discussing potential fmpacts on state
revenues arising from the explosion at Pump Station No. 8. Since
July 15 two major changes have occurred in the underlying assumptions
used to calculate the revenue impacts contained in that memorandum:

1. The length of the delay in getting Pump Station No. 8 back on
line is now known with greater precision. According to both
industry and government officials with whom we have spoken, it
now seems most 1ikely that Pump Station No. 8 will go back
into service about March 1, 1978, and that as a result,
fiscal 1978 average daily production from the North Slope will
be about 720,000 bb1/d - down from the pre-explosion estimate
of 940,000 1b1/d.

Wellhead values for Prudhoe Bay oil, which had to be estimated
in July, are now available for the months of June and July,
For a variety of reasons which will be discussed below, these
actual values are significantly lower than those previously
estimated.

Pump Station No. 8 Impacts

Assuming that Pump Station No. 8 is back on line by March 1, the total
delay entailed in terms of Prudhoe Bay production will have totaled
approximately 8 months, As a result, Prudhoe Bay production for fis-
cal 1978 will be approximately 23% lower than it would have been if Pump
Station No. 8 were to have been in operation. While further delays are
clearly possible, we found no indications in our conversations with
either industry or state officials that Alyeska's March 1, 1978 start-up
estimate for Pump Station No. 8 is unreasonable.
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Prudhoe Bay Wellhead Values

Prior to the start-up of actual production at Prudhoe Bay, most revenue
forecasts assumed wellhead values in the $7.25 t¢ $8.00 per barrel
range, for purposes of calculating state royalty and scverance tax
revenues. Based on company returns filed for the months of June and
July (the only returns available at this writing), wellhead values wi}l
be significantly lower than those previously forecast.

There are three primary reasons for these differences between actual and
estimated wellhead values:

1. The companies are claiming field gathering and treatment costs
as deductible against the state's royalty payments.

Tanker charges to all markets are higher than previously
estimated.

Sales prices in all markets are lower than previously fore-
cast.

A1l of these issues are currently in litigation. On September 2, 1977,
the state filed Civil Action No. 77-847 against 18 North Slope companies
and lease-holders requesting relief in regard to the matters outlined
above. According to the Attorney General's office the state has a
"good" case, although many of the issues are "close". Regardless of the
eventual outcome of the suit, however, it seems likely that the state
cannot avoid suffering at least the short-term revenue losses outlined
above - even if the revenues are recouped, by court order, in later
years. The specific areas effecting the state's wellhead values are
discussed in more detail below.

Table I contains the wellhead values which were asserted by the three
largest North Slope producers in June and July.

As can be seen from Table I, there are in essence two wellhead values,
The value under the first column (LACT meter value per-barrel value) is
the basis on which state severance taxes are calculated. The amount in
the third column (net value per-barrel) is used by the producers as the
basis for computing state royalties. The difference between the two
values is contained in the second column of Table I - representing so-
called field gathering and treatment costs.

The question of which of the two values to use for calculating state
royalties (the recently enacted severance tax clearly sets forth the
point of taxation at the LACT meter, and consequently that issue is not
in dispute) essentially centers around the definition of the phrase "at
the well" as used in both the state royalty statute and in the Prudhoe
Bay leases. The companies contend that gathering and treatment costs
which occur after the oil physically emerges from the ground should be
deducted before calculating the royalty value, while the state contends
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that such costs should be borne by the companies and that royalties
should be based on the value of 0il in "good and merchantable" condi-
tion. :

Table II contains the tanker charges claimed by the companies for the
month of June, 1977, as compared to previous estimates of the level of
such charges. As can be seen from Table II, in all cases these charges
are significantly in excess of those forecast previously, and according
to Department of Revenue officials, are well above "reasonable" levels.
Obviously, the level of tanker charges effects both state royalties and
severance taxes.

Table III contains imputed West Coast sales prices for North Slope crude
oil for the month of June, again, as compared to previously estimated
levels. These values are calculated by adding the Trans-Alaska Pipeline
tariff and the tanker charges onto the LACT meter wellhead values con-
tained in Table I - a sort of reverse "net-back" process. As with the
tanker charges, the sales prices for North Slope crude are lower than
those previously forecast, and affect both royalties and severance
‘taxes.

The net effect of these Tower-than-expected wellhead values and of the
pipeline explosion on state revenues and Permanent Fund contributions in
fiscal 1978 are set forward in Table IV.

It should be noted that the figures contained in Tables I-IV are pre-
liminary in the sense that only two months of production data from tie
Prudhoe Bay fizld are currently available. Data for August should be
availahle approximately the first week in October, and monthly there-
after. As can be seen from Table I, shifts in wellhead values occurred
between the months of June and July - Exxon's wellhead value declined
marginally, while Sohio's increased significantly.. Such shifts are
1ikely to continue, as different mixes of tankers and destinations for
Alaska oil occur in the months ahead. Likewise, some price fluctuations
in lower-48 markets can be expected as the North Slope companies seek to
market increasing volumes of crude oil at varying prices and discounts.

In sum, we expect that it will be necessary to revise and update the
fiscal 1978 revenue forecast each month, at least until such time as
overall cost and price patterns for North Slope crude o1l stabilize to
a greater degree than is presently the case. We do believe, however,
that such changes will tend to be smaller than those which have already
occurred. This is because the largest effect on fiscal 1978 revenues
arises from the Pump Station No. 8 explosion. In addition, the varia-
tions in wellhead value that can reasonably be expected to occur for the
remainder of the year are likely to be substantially smaller than was
the difference between the estimated price in July, and the actual
prices which have been posted.

DH:dh




Company and Month

ARCO
June

July

Exxon
June

July

Sohio
June

July

Table I

Prudhoe Bay Wellhead Values and Field Costs for Three Companies
June -~ July 1977

Value at LACT* Meter! Field Costs Net Value Per Barrel’

$6.24 $0.66 $5.52
$6.65 $0.66 $5.93

Lease Automatic Custody Transfer; i.e., the measuring device used as a transfer point for the oil
from the unit operators to the Alyeska Pipeline Company.

This value is used for calculating state severance taxes.

This value is used for calculating state royalty payments.

Prepared by:
Legislative Affairs Agency
Research Division
15 September 1977




Table II

Actual vs. Estimated North Slope 0i1 Tanker Charges
for Three Companies
June 1977

($/bb1) | ($/bb1) 2
Company June Charges Estimated Charges

ARCO $0.88 $0.60

Exxon $1.10 : $0.75

Sohio
West Coast $0.89 $0.75
Gulf Coast . $3.87 $2.00

It should be noted that tanker charges for June are likely to be
higher in most cases than they will be in subsequent months. This
is due to the fact that some companies are engaged in short-term
chartering as the oil flow builds--a process which is likely to
be more expensive than utilizing either Tong-term charters or the
company's own tanker capacity.

Based on Department of Revenue, Legislative Affairs Agency Research
Division and miscellaneous private sector estimates.

Prepared by:
Legislative Affairs Agency
Research Division
15 September 1977




Table III
Imputed and Estimated Sales Price for North Slope Crude

by Three Companies
June 1977

Company Imputed Sales Price! Estimated Sales Pr‘ice2

ARCO $13.34 $13.50-14.00

Exxon $13.15 $13.25-13.75

Sohio> $13.05 $13.25-13.75

Calculated by adding the LACT meter value contained in Table I, the
tanker charges contained in Table II, and the Interstate Commerce
Commission's interim Trans-Alaska Pipeline tariffs.

Based on estimated tanker charges contained in Table II and repre-
sentative West Coast prices of imported crudes of similar quality
to Prudhoe Bay.

Sohio's imputed sales price represents a weighted average received
for crude 0il sold on the West Coast and the Gulf Coast. Sohio's
weighted average tanker charges for both destinations (not included
in Table II) was $2.11 per barrel.

Prepared by:
Legislative Affairs Agency
Research Division
15 September 1977




TABLE IV

Revenue and Permanent Fund Impacts or TAPS Thru-Put Delays and Revised Wellhead Values
Fiscal 1973 ($Million)

Production or Wellhead Total Permanent Fun Permanent Fund General Fugd
Value Assumptions Revenue! Expendituresz Contribution Balance? Balance

Based on memo of 7/15/77 $978.5 $853.8 $87.2 $89.6 $690.2
(940,000 bb1/d) '

Pump Station Restart 3/1/78, $822.7 $853.8 $60.0 $62.4 $593.6
Revised Wellhead Values
(720,000 bbl/d)

Pump Station Restart 3/1/78, $813.9 $853.8 $58.4 $60.8 $587.2
Revised Wellhead Values

and Modified Tariff

(720,000 bb1/d)

lgasic revenue data taken from memorandum of July 15, 1977, and adjusted to reflect differing throughput and
wellhead values.

E Expenditures taken from July 15, 1977 memorandum.

3 permanent Fund contribution level is set at 25% of state royalties from Prudhoe Bay and Cook Inlet oil and
gas production.

4 permanent Fund balance includes previous year's carry-forward.

5 General Fund balance includes previous year's carry-forward and reflects any deficit in the year. Also deducted
are payments to the Native Claims Fund equal to 2% of the gross value of royalties, leases and bonuses.

6 Tariff effects due to Pump Station No. 8 explosion have been estimated to be approximately $0.19 per barrel.
North Slope companies have not filed for any such revision however.

Prepared by:
Legislative Affairs Agency
Research Division
15 September 1977
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM July 7, 1977

SUBJECT: Permanent Fund and Revenue Forecasts

FROM: Richard G. Haggart

T0: Hon. Clark Gruening, Chairman, House Permanent Fund Committee
Research Analyst

Enclosed are vive (5) copies of our analysis of the State of Alaska's
revenue outlook, and associated effects on the Permanent Fund. As you
requested, the analysis is divided into three "cases": Case I which
postulates low petroleum income coupled with high state expenditure
levels, Case II which postulates moderate or "concensus" levels of
petroleum income and expenditures, and Case III, which postulates rela-
tively high petroleum income and relatively low state expenditure levels.

Each of the three Cases has four separate sheets -- one each for Perma-
nent Fund contribution levels of 25%, 50%, 75% and 100% respectively.
Because the computer print-outs and the Case titles are somewhat unob-
trusive you should caution anyone reproducing the material to be sure
they are assembled in the proper order, to avoid any potential confu-
sion.

Obviously, a number of assumptions went into the three case studies.
These assumptions are contained in a supplemental memorandum which is
now being prepared and which will be forwarded to you as soon as it is
complete. Because of the complex nature of these forecasts, as well as
the numerous assumptions that went into them, we believe it would be
very desireable to include the supplemental material when the forecasts
are distributed, at least as appendices. The objective here would be to
allow those who are interested to reconstruct our work and satisfy any
curiousity that might exist regarding methodology.

If you have any further questions let us know. In the meantime, Gregg,

John and I look forward to seeing you and the Committee in Anchorage on
the 15th.

RGH:dh
Enclosures



15738

13739

13582

TOTAL

. NORTH SLOPE
REVENUE

$453.1

$S18.7

$741.0

%803.2

$834.2

$3218.3

$5,791.0

PETROLEUM
REVENUE

$50.8

$47.4

$44.5

$41.9

$39.2

$43.4)

$46.6

$44.8

$359.5

|

© OIL AND GAS

PROPERTY TAX  INCOME
$168.3 $44.5
$170.6 $50. 4
$193.2 $53.0
$226.7 $72.2
$251.8 $87.2
$257.0 $93.9
$261.4 $109.8
$235.9 $11€.8

$1,824.9 $640. 1

$225.8
$260.2
$302.4
$322.0
$315.2
$?24.5
$349.4

$373.3

3$2,478.8

$342.6
$1,051.4
$1,217.9
1,403.9
$1,496.7
31,564.7
$1,661.5

$1,755.2

$11,09.4

CASE 1: Low Income-High Expenditure Model
(See Notes for Explanation of Assumptions)

-Z.r"- z.-"_} ,:\-r

S
X

&

$853.8

$333.2

$1,033.1

$1,136.4

$1,250.1

%$1,375.1

$1,512.6

$1,663.8

$93,764. 1

prepared by:

legislative affairs agancy

5 FUND | Fﬁﬂﬂl
CONTRIBUTION BALANCE
——

ssi.o $33.4
$50. 3 $173.8
. $96.1 $269.9
$100.6 $370.€
$107.7 $478.3
$116.7 $535. 1
$122.5 3717.&
$127.7 $245.3
NOT APPL. $245. 3

resecarch division

july 6, 1977

BALANCE

$726.0

$747.9

$836.7

$1,003.6

$1,142.5

g . — Y et S



R

1973
1379

1380

1583

1534

' 'REVENUE  PETROLEUM

NORTH SLOGPE  OTHER

REVENUE
$453.1 $50.8
$522.8 $47.4
$618.7 $44,5
$741.0 $41.9
$803.2 $32.2
$833.3 . $43.9
$894.2 $46.6
$318.3 44.8

$5,791.0 $359.5

PROPERTY TAX

$1€8.3

$170.6

$193.2

$226.7

$251.8

$257.0

$261.4

$225.9

$1,824.9

CASE 1:

OIL AND GAS INTEREST

INCOME

44,5

$50. 4

$53.0

$72.2

$387.2

$239.9

$105.8

$11€.8

$640.1

'CTHER'.
INCOME

$225.8
$260.2
$302. %
$322.0
$315.2

$324.5

%$379.3

$2,478.8

$942.6

$1,051.4

$1,217.9

$1,403.9

$1,456.7

$1,564.7

$1,661.5

%1,755.2

$11,094. 4

Low Income-High Expenditure Model
(See Notes for Explanation of Assumptions)

$853.8

$1,033.1

$1,136.4

$1,250. 1
$1,375.1
$1,512.6
$1,€63.8

$9,764. 1

 PERMANENT  PERMANENT

FUND

FUND

CONTRIBUTION BALANCE

$ic2.1

$180.6

€201.3

$215.5

$164.5
$345.2
$537.5
$738.8
$354. 3
!sz,xsv.s

$1,432.9

$1,688. 3

NOT APPL. $1,688.3

prepared by:

legislative affairs agency

rescarch
july 6, 1

division

377

EALANCE

244.9

$575.5

$569. 1

B
um
[N}
m
mn




FIY

1978
1975
1220
1581

198z

TOTAL

REVENU=

$453.1

$522,8

$618.7

$741.0

£803. 2

$833.3

$834.2

+5,791.0

NCRTH BLOPE

OTHER
PETROLELM
REVENUE

$50.8
$47. 4
$44,5

$41.9

$43.5
$46.6
$44.8

$35%.5

OIL AND 6

-'.‘;*f?.‘-( D HAC TR
INTEREST

FROPERTY 72§ INCOME
$1€8.3 $44,5
$170.6 $50. 4
$193.2 $59.0
3228, 7 $72.2
$251.8 $87.2
3257.0 $102.3
$261. 4 $123.8
$295.9 $146.3

31,824.9 $626. 1
CASE I:

a3 A 81

INCOME

$225.8

$260.2

$302.4

$322.0

$215.2

%$224.5

9349.4

$379.3

32,473.8

TOTAL
REVENUE

$342.6
$1,051.4
$1,217.9
$1,403.9
$1,496.7
$1,567. 1
$1,675.5
$1,784.8

$11,140.4

Low Income-High Expenditure Kodel

(See Notes for Explanation of Assumptions)

 EXPENDITURES

FUND FUND
CONTRIBUTICN BALANCE
$853.8 $243.2 $245. ¢
$539.2 $271.0 $516.6
$1,033.1 $288. 4 2E£05.0
$1,126.4 $301.9 %$1,107.0
$1,850.1 $3223.2 $1,430.2
$1,307.5 $350.¢e 21,730.5
$1,307.8 $367.6 $2,148.1
$1,401.6 %$383.1 $2,531.3
£9,229.7 NOT APPL. %2,531.3
preparcd by:
legislative affairs agency
research division
july 6, 1577

PERMANENT = PERMANENT

L R

g it
GENZRAL
FUND
BALANCE

$405,. 1

$100.0




F/Y  NORTH SLOPE

REVENUZ
1578 $453. 1
1973 $522.8
1930 $618.7
1931 | $741.0
1582 $£03.2
1983 $839.3
1984 $834.2
1525 $918. 3
TOTAL  $5,791.0

i

OTHER

REVENUE

$50.8

47,4

¢44.5

$41I9

$39.2

443.9

146.6

$44.8

$359.5

OIL AND
PETROLELM PROPERTY TAX

$168.3

$170.6

©193.2

$226.7

$257.0

$261. 4

$235.9

$1,824.9

INCOME

$44.5

$50. 4

:58. B

$82. 4

$107.4

$134.3

$163.1

4834.3

NTEREST

$225.8

$260.2

%302.4

$322.0

%316.2

' 9324.5

$349.4

$379.3

%2,4738.8

©942.6

$1,051.4

$1,217.7

$1,414.1

©1,516.9

$1,714.8

¢1,821.6

$11,288.5

CASE 1: Low Income-High Expenditure Mode)
(See Notes for Explanation of Assumptions)

$853.8

$33%9.2

$2€6.9

$1,011.,5

$1,085.9

$1,132.2

$1,224.5

%1,320.6

$8,534.9

FUND FUND
CONTRIBUTICN BALANCE

$324.3 $226.7
$261.3 $688.0
£3284.5 21,072.8
3$402.6 %1,475.2
$431.0 %$1,500.2
-
$466.9 $2,373.2
$490.2 $2,B583.4
2510.95 $3,374.3
NOT APPL. $3,374.2
prepared by:
logislative affairs agency
research divisicn
july 6, 1977

BALANCE

$482.82

$100.0
%100.0

$100.0

$100.0
2100.0

$100.0
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NORTH SLOPE OTHER  OIL AND GAS
REVENLE  PETROLEUM PROPERTY TAX
REVENUE

s s i N . o AL A ‘_‘: _‘C’f. kg HAss,
TOTAL EXPENDITURES PERMANENT  PER! GENERAL

REVENUE : ~ FUND FUND FUND
CONTRIBUTION BALANCE BALANCE

o :
INCOME

©1€8.3 $853.8

$678.0 $170.6 $ec0.2 $917.8 $208.6

$1,213.8

$317.1 $193.2 $302. 4 $1,539.5 $986.6 $140.4 $349.1 $1,340.0

x $1,107.0 $226.7 $1,818.2 $1,060.6 $1,944.4

$1,205.6 $251.8 $1€6.9 %$1,978.8 $1,140.2 4166.4

.

$257.0 $219.5 $186.7

TOTAL

$1,348.3

%8,655.7

$261.4

$235.9

$1,824.9

CASE I1I:

$278.0

$342.6

$1,313.0

$345.4

$379.3

£2,478.8

$2,193.4

$2,356.4

$2,598. 3

$14,671.9

$1,225.7

$1,317.6

$1,416.4

$8,918.7

Medium Income-Medium Expendfture Model -
(See Notes for Explanation of Assumptions)

preparcc by:

legislative affairs agency
research division
july 6, 1977




OTHER

NORTH SLCPE

A

') OIL AND GAS INTEREST TOTAL  EXPENDITURES  PERMANENT PERMANENT = GENZRAL

REVENUE  PETRCLEUM PROPERTY TAX INCOME : ?;EEQEI REVENUE FUND FUND FUND :
REVENUE CONTRIBUTION BALANCE EALANCE
. p———
¢
1978 $482.8 550.? $1€8.3 $45. 4 $225.8 v $973.2 $853.8 $172.7 $175.1 SE84.9
1375 $678.0 $47.4 $170.6 $57.5 $260.2 $1,213.8 $317.8 5239.7 414,59 $721.2
1530 $917.1 $44.5 ¢123.2 $32.2 £202.4 41,533.5 $286.6 %280.9 2€35.8 $9%3.2
1981 .51,107.0 $41.9 $2c6.7 $120.4 $322.0 $1,818.2 $1,060.6 $305.4 GI,OOE.BI' $1,444.49
1532 $1,205.6 $335.2 $2561.3 $16G.9 $315.2 $1,978.8 $1,140.2 $332.8 %1,335.1 $1,550.2
1983 $1,348.3 $43.9 $257.0 4$2139.5 ;324.5 $2,193.4 $1,2258.7 QBTB:& < $1,708.6 £2,544.5
1?34 $1,421.0 $46.6 $261.4 $278.0 $343.4 %2, 356. 4 %1,317.6 $334.2 %2, 102.8 93,187, 1 i
1958 ©1,535.6 . $44.8 $2%35.9 $342.6 $372.3 $2,558.3 $1,41C. 4 $425.3 2,528, 2 $3,945.7
TOTAL $8,695.7 $359.5 $1,824.9 $1,313.0 $2,478.8 %14,871.9 %8,918.7 " NOT APPL. $2,528.2 $3,948.7
- CASE II: Modium Income-MMedium Expenditure Model prepared by:

(See Notes for Explanation of Assumptions)

legiclative ‘affairs agency
rescarch division
july 6, 1577




1372
1973
13580

19€1

TOTAL

NORTH SLOPE
REVENUS

$482.8

2678.0

$3517.1

$1,107.0

$1,205.6

$1,348.3

$1,421.0

%1,535.6

$8,695.7

OTHER
REVENUE

$50.8
$47.4
$44.5
$41.9

$33.2

$43.9

$46.6

$353.5

 (FIGURES

OIL AND GAS INTEREST
PETROLEUM PROPERTY TAX

OTHER

INCOME INCOME

$1€8.3 $45.4 $225.8
$170.6 $57.5 260.2
$133.2 $82.2 $302. 4
$226.7 $120.4 $522.0
$251.8 $1€€.9 $315.2
$257.0 $215.5 $324.5
$261.4 $278.0 $365. 4
$235.9 $342.6 $£379.°00
$1,B24.9 $1,313.0 $2,478.8
CASE II:

TOTAL

REVENUE

$973.2

$1,213.8

$1,539.5

$1,818.2

$1,978.8

$2,153.4

$2, 356. 4

$2,598. 3

$14,671.9

(See Notes for Explanation of Assumptions)

“F;i. e SRR I By i T st O e o
'EXPENDITURES ~ PERMANENT = PERMANENT

$853.8

$917.8

$985.6
$1,080.6
$1,140.2
si,aas.i
$1,317.6
$1,4.6.4

$8,918.7

Medium Income-Medium Expenditure Model

FUND
CONTRIBUTICN BALANCE

$259.1

$359.6

$421. 4

$453.6

$4953,3

“

$56€0.1

$531.3

NOT APPL.

prepared by:

legislative affairs agency

FUND

$261.5

s€21.1

$1,042.6

$1,502.2

$2,001.5

$2,564.7

$3,153.1

$3,731.2

$3,734.2

research divisiaon

july €&,

1577

CENSRAL
FUND
BALANCE

9544.5

$2,682.7




1578

1373
1980
1581

1522

1584
1585

TOTAL

v saf

$482.8

%678.0

$317.1

$1,107.0

$1,205.6

$1,348.3

$1,421.0

$1,535.6

$8,635.7

NORTH SLOPE  OTHER

REVENUE

T

DIL AND GAS

PETROLEUM PROPERTY TAX  INCOME

REVENLE
$50. ¢ $168.3 $45. 4
$47.4 $170.6 $57.5
$44.5 $193.2 $82.2
$41.9 $226.7  $120.4
559.2 $251.8 $166.9
$43.9 $257.0 $219.5
$4E6.6 $261.4 $278.0
$44.8 $295.9 $342.6
$359.5  $1,824.9  $1,313.0

CASE II:

$225.8

$2€0.2

$302.4

$322.0

$315.2

$324.5

$349.4

$379.3

$2,478.8

$973.2

$1,213.8

$1,539.5

$1,818.2

$1,978.8

$2,193. 4

$2,598. 3

$14,671.9

$853.8

$917.8

$986.6

$1,060.6

$1,140.2

$1,225.7

$1,317.6

$1,41€.4

$8,918.7

Mediun Income-Medium Expenditure Model
(See Notes for Explanation of Assumptions)

? i

RV 2 el
MANENT 'PERMﬁNENT"“'CENERAL' it
FUND FLND FUIND

CONTRIBUTION BALANCE BALANCE

$345.4 $347.8 $452.2

{
$473.5 $827. 4 $208.7
$561.9 $1,389.3 $233.2
$612.8 $2,002.2 3444, 5
$GE5.7 $2,667.9 2617.4

ey

$746.8 $3,414.8 $838.2
$788. 4 $4,203.3 $1,023.6
$850. 7 $5,054. 1 $1,413.8
NOT APPL.  $5,054.1 $1,419.8

preparcd by:

legislative affairs agency
research divisicn
july 6, 1977
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OIL AND GAS.

CENZRAL

' NORTH SLOPE  OTHER INTEREST ~ CTHER  TOTAL  EXPENDITURES  PERMANENT PERMANENT

REVENUE PETROLEUM PROPERTY TAX  INCOME INCOME ~ REVENUE FUND! FUND FLND
REVENUE | | CONTRIBUTION BALANCE BALANCE
3 | ':
1378 $523.2 $50.8 $168.3 $46.6 $225.8  $1,014.8 $853.8 $93.5 235.9 $785.7 g

A

1375 $762.5 L47. 4 $170.6 $61.7 $260.2 %1,309.4 $954.1 $136.1 $232.1 51,064.§
1220 $1,172.6 . $44.5 $193.2 $95.2 $£202.4 #1,808.0 #1,0i2.5  3$173.2 $405. 4 $1,627.2
e |
1281 21,355.6 $41.9 S226.7 %147.6 $322.0 $2,0%4.0 $1,031.2 $187.3 $552.3 $2,442.6 : E
1532 $1,542.0 $39.2 $251.8 $211.6 $315.2 $2,359.9 $1,163.7 . ¢212.4 +£805.3 $2,425.3
4.-. [}
1583 $1,882.6 $43,9 $257.0 $23G.0 $324.5 $2,804.1 $1,103.7 $2€0.0 .. $1,085.3 %4,266.7
1984 $2,143.3 $46.6 $261.4 $40G.3 $349.4 $3,213.1 $1,126. 4 $297.0 31, 3€62.4 to,656.4
1935 $2, 325.5 $44.8 $295.9° £536.7 $379.3 %3,582.8 $1,191.4 $320.9 $1,c83.3 $3,726.9
TOTAL $11,721.1 $359.5 $1,824,9 %$1,802.0 $2,478.8 $18,1856.4 $8,49G6.8 NOT AFPL. $1,683.3 $2,726.9
CASE III: High Income-Low Expenditure Model ; Prepared by:

(See Notes for Explanation of Assumptions) ' ; e
Legiclative Affzirs Agency
Rescarch Division

July €, 1577




1378

1573

1230

1581

1583

-
(]
[ £2]
3

TOTAL

Bl
e

NORTH SLOPE
REVENUE

$523.2

$7€9.5
$1,172.6
$1,355.6
$1,542.0

$1,882.6

$11,721.1

OTHER
PETROLEUM
REVENUE

%50.8
$47. 4
$44.5
$41.9
$39.2
$43.9
$46.6
T44.8

$359.5

" DIL AND GAS INTEREST

PROPERTY TAX  INCOME
$168.3 $46.6
$170.6 $61.7
3193.2 $55.2
$226.7 $147.6
$251.8 $211.6
$257.0 $236.0
5261, 4 $406. 3
$235.9 $536.7

$1,824.9  $1,802.0
CASE III:

INCOME

$225.8

$2€0.2

$302.4

%322.0

$349.4

$3732.3

$2,478.8

OTHER |

TOTAL
REVENUE

$1,014.8
$1,309.4
$1,808.0

$2,094,0

$2,204. 1
$3,213.1
$3,582.8

$18,186.4

High Income-Low Expenditure Model

(See Notes for Explanation of Assumptions)

$853.8

$9354.1

$1,012.5

%$1,091.2 -

$1,163.7

$1,103.7

$1,126.4

$8,426.8

L

FUND

PERMANENT P

SEEhn
ERMANENT
FUND

\CUNTRIBUTIDND}BAL&NCE

$187.1
$é%253
$346. 4
$?74.7 |
$424.9

duy

$520.0

$E41.9

NOT AFPL.

preparcd by:

legislative affairs agency
division

recearch

july G, 1977

. $183.5
$461.9
$303.4

$1,133.2

%1,608.2

. %2,128.3

\.

$2,722. 4

GENSRAL /.
FUNT
BALANCE

s€32.2
e7r5.2
$1,224.2
$1,882.2
$2,622.4

$3,803.3

$7,045.9

$7,045.5
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OTHER

PETROLEUM PROPERTY TAX
REVENUE

NORTH SLOPE
REVENUE

$1€8.3
$170.6

$1,172.6 $193.2

QE’ 1""9.3 s"E‘IG

$2,325.9

© OIL AND GAS

INTEREST

INCOME INCONME

$225.8

$302. 4

$406. 3 $345. 4

$372.3

$1,014.8

$1,309.4

$1,808.0

$2,094.0

$2,353.9

$E,80‘h1

$3,213. 1

$3,582.8

$353.8

$354.1

$1,012.5

$1,091.2

$1,163.7

$1,103.7

$1,126. 4

$1,191.4

'CONTRIBUTION BALANCE

$280.7

$403.5

$283.1

$1,211.4

$1,773.6

$2,411.1

$3,191.2

24,022. 4

$5,045.3 -

$1,820.5

107TAL $11,721.1 41,824.9 $1,802.0 £2,478.8 $18,:86.4 $8,436.8 NOT APPL. $5,045.3

CASE III: High Income-Low Expenditure Model prepared by:

(See Notes for Explanation of Assumptions) g =
_ legisiative affairs agency

rescarch division

july &, 1377




1581

[
(U]
m
fu

TOTAL

NORTH SLOPE "
REVENLE

$7639.5

$1,172.6

$1,355.6

$1,542.0

$11,721.1

. OTHER

$50.8

$47.4

$44,5

$41.9

$43.9

%359.5

$168.3

$170.6

$193.2

$22€.7

%251.8

$257.0

$2€1.4

$295.3

$1,824.9

CASE III:

S T

"DIL AND GAS INTEREST
PETROLEUM PROPERTY TAX
REVENLE

INCOME

$4€.6

$€1.7

$35.2

$147.6

. $211.%

$296.0

$40c, 3

$536.7

$1,802.0

OTHER
INCOME

¢225.8

$2€0.2

$322.0
$3158.2
mEE;.S
$343. 4
$375. 3

$2,478.8

TOTAL.
REVENUE

$1,014.8

$1,309.4

$1,808.0

$2,094.0

$2,359.9

$2,804. 1

$3,213.1

$3,582.8

$18,186.4

High Income-Low Expenditure Model

(See Notes for Explanation of Assumptions)

42

- EXPENDITURES

1853.8

$354.1
$1,012.5

$1,031.2

$1,163.7

$1,103.7

$1,126. 4

$1,191.4

$8, 496.8

$374.3

$544.7

$692.9

$749.5

$349.9

$1,233.8

NOT AFPL.

prepared by:

soarch

July &,

" PERMANENT  PERMANENT
FUND
CONTRIBUTION BALANCE

FUND

$376.7

$321.4

$1,614.4

$2, 364.0

33,214.0

$G, 728. 3

$G, 726, 3

legislative affairs agency
division
1977

$1,017.¢

£3,623.9



Working Paper #1 August 25, 1976

STATE OF ALASKA PERMANENT FUND

INVESTMENT OBJECTIVE OPTIONS

In accordance with the directive given to us, this first working

paper focuses on identifying all of the possible investment

objective options for the proposed permanent fund.

Oour effort emphasized comprehensiveness and completeness. It was
not our purpose at this point to engage in any analysis of the
options. Nevertheless, in the accompanying list some preliminary,

somewhat superficial analytical observations are made.
The options appear to fall into three general categories: those
with a social orientation, those with an economic orientation,

and those with a fiscal management orientation.

Social Orientation

[. Income Redistribution

The principle objective of the fund would be to

gerve as a vehicle for redistributing income from

Ath & F Sirests » P, O, Box 420 » Anchorage, Alaska 28510 « (807) 276-3110
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high income earners to low income earners. This
would imply a strategy of placing investments in
the safest securities, with the income from these
investments going to low income families on the

basis of some sort of formula perhaps similar to
those developed for the proposed Federal Negative

Income Tax. Obviously, considerable actuarial

work would be required to insure that the program

were operated so it would not have to be supplemented

by the general operating budget.

11. Subsidization of Lower Income Families

llere the fund would be utilized to guaranty or purchase
loans up to certain amounts and for certain purposes.

The program would be structured so as to provide

financing to families who otherwise would have a difficult
time obtaining funds. An example would be expansion of

the State's home mortgage program.

111. Geographic Redistribution of Wealth

Under this objective the fund would invest principally

in rural development programs, making capital available




for both public and private projects that otherwise

would not be able to attract such capital. This

objective tends to fly in the face of an important

concept which should be kept in mind: Just because
financing is available for a particular project not
necessarily make the project sensible from a long-

run operational viability standpoint.

IV. Support of a Specific Designated Social Objective: e.g.,

Endowment to Finance the University of Alaska

This strategy, similar to the one pursued in Texas
(Permanent University Fund), repre-ents a rather
dramatic commitment of state funds. It would seem
that such a commitment would have to have some degree
of flexibility, as it runs the risk of not coinciding

with future social priorities.

V. Directly Increase the Quality of Life of All Alaskans

Through Various Subsidies

The structure of this program would be identical to that
under 1I, except that the lower interest loans would be
available all Alaskans regardless of income or ther
financial criteria. Naturally, such a program would

run the risk of some rather dramatic disparities, such
as an extremely wealthly individual receiving a state

subsidized loan.




|

VI.

provide a vehicle to allow all Alaskans to participate more

directly in the economic development of the state through

an ownership position.

This would involve creating a private corporation, the
stock of which would be given to Alaska citizens on the
basis of some sort of criteria and formula. The
corporation (e.g., Alaska, Inc.) would receive the
revenues designated for the permanent fund and would

have the power to declare dividends on the basis of

its earnings.,

The legality of such a vehicle is certainly opened to
question. Further, establishing such a program would
be an extremely complex matter. Such a vehicle might
be implemented as a "general stock ownership plan"
similar to an "employee stock ownership plan" recently
authorized by Congress. In addition to the legal
guestionability and mechanical complexity, there are
some major philosophical questions which such a program

brings forth.

Economic Orientation

VITII. Subsidize small businesses through expansion of existing
loan programs (Small Business Revolving Loan Fund, Commercial
Fishing Loan Fund, and Tourism Revolving Loan Fund) and the

development of new similar loan programs.




This program would likely Lake the form of loan
guarantees or purchases to bring about lower interest

rates.

Important note: subsidies only make economic sense

if the activity directly and indirectly induced by the
subsidy generates in the long-run revenue to the state
government which exceeds the cost of the subsidy,

thereby bringing about a net benefit to the state.

VIII. Vehicle to bolster, beef up, and make viable Alaska's
traditional industries, particularly fishing and forest

products.

Such a strategy would imply a variety of programs including
loan guarantees and purchases, bond purchases, (e.g.
"Industrial Bond Bank"), and direct ownership of major
projects which effect substantially the viability of

these industries (e.g., Quebec Industrical Development

Assistance Act).

These programs should be pursued only if they sufficiently
alter the very structure of these industries so as to
create truly viable enterprises which in the long-run

will generate tax and other revenues which more than

offset the costs of Lhese programs to the State.

IX. Vehicle to crecate a more stable and broadly based economy.
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Under such an objective the highest-pribrity'would'

be placed on the financing (either debt or equity)
of major projects which substantially alter the very

structure of Alaska's economy.

Examples might include hydroelectric facilities,
petrochemical plants, agricultural projects, hardrock

mining ventures, etc.

The organizational structure and modus operandi might
be similar to organizations such as The World Bank,
the Asian Development Bank, and the Development Bank

of Puerto Rico.

Fiscal Management Orientation

X. Vehicle to provide cushion for possible future revenue

down turns,

Under this program the fund would be invested re-
latively conservatively. Earnings would be re-invested
separately in the safest securities, and the accumulation
of such earnings would be available to fill any gap
resulting from a momentary short--run decrease 1n revenue
to the State of Alaska as a result of cyclical or other

temporary factors.

XI. Reduction in the state debt and/or the tax burden on

Alaska's taxpayers.'
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Under this objective the fund would be utilized to buy
back State of Alaska bonds, reducing the state's out-
standing debt and thereby (1) lowering the interest

payments of the State, and (2) improving the State's

bond rating which in turn would lower the interest

rate on future bond issues.

Further, under such a strategy earnings of the fund
would be utilized to help pay for the State's operating
expenses or for the distribution to local government

for support of current operations.

General! Comments

Upon considerable reflection on this matter, we feel that a subtle
yet extremely important distinction must be kept in mind. The very
name of this instrument which the Alaska voters will approve or
disapprove -- permanent fund -- implies that notion of sustainability
and perpetuity. Therefore, it seems to us that management of the
fund in accordance with the intent of the Lecislature and the

Alaska voters would imply a long-range rather than a short-range

orientation.

In this regard, it is important to acknowledge that often pursuit
of short-run social objectives such as redistribution of wealth
often is counter-productive to the extent that it can undermine the
very factors that are necessary for their long-run continuation,
Further, it should be acknowledged that pursuit of economic ob-

jectives, to the extent that they expand the tax base, often more

(7)




effectively contribute to the long-run maximization of soaial

objectives.

It is this line of reasoning that at this point causes us to feel
that pursuit of investment objective options VIII and IX would most
effectively satisfy the intent of the Alaska voters if they approve

the creation of the Permanent Fund.

1t appears to us that the following activity is now appropriate for -

the State Investment Advisory Committee:

(1) Select on a preliminary basis the objectives to be
pursued, establish the priority for each.
Fully analyze the implications and effects of the
pursuit of each objective.
Refine, consolidate, and perhaps reduce the objectives
to be pursued, establishing a relative priority for each.
Determine certain more specific guidelines (e.g. invest-
ments inside and outside the State of Alaska, the fund's
interface with the private sector, and the mix between
short-run and long-run maximization of objectives).
Determine the organizational structure, administrative
procedures, and other specifics required for implementation

of the fund.

This working paper represents only our initial thinking on this

matter and is intended solely as a basis for discussion which will




lead to a specific identificatien of further analysis to pe

parformed.

A

Robert R, Richards




Working Paper #2 October 13, 1976

THE CURRENT STRUCTURE OF ALASKA'S ECONOMY

In accordance with the directive given to us, this second
working paper defines the nature of the Alaska economy as it
is today in order to better understand the economic climate
within which any investment objective option for the proposed

Permanc.t Fund would operate.

h & F Straats « P, 0. Box 420 * Anchorage, Alaska 99510 = (007) 276-3110




THE CURRENT STRUCTURE OF ALASKA'S ECONOMY

AS IT IS TODAY

Cyclicality. ...

Seasonality.....
Diversification.
Labor Intensity.

The Public Sector..
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ALASKA POPULATION
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Wage and Salary Civilian Employment Mix 1975

Alaska

Industry

Trade, Services, Finance
Government
Construction
Trans., Comm., Util.

Manufacturing

Mining

Industry Group

Distributive
Government

Basic

% of Total

United States Average

Industry

Trade, Services, Finance
Manufacturing
Government

Trans., Comm., Util.

Construction

Mining

Industry Group

Distributive
Basic

Government




EMPLC I MFT LY A
ANCHORAGE

Governmant

40.5% Basic

Industries
12.0%

Distributive
Industries
47.6%

Source: State ol Alaska, Departinent of Labor

EMPLOYMENT Mix
ALASKA

EMPLOYMENT MIX
FAIRBANKS

"

Basic fﬁduolnm 0"

Sourco: Stats of Alaska, Dep artment of Labor




GROSS STATE PRODUCT BY REGION

149%
* +Interior
8.B%"
Arclic & - L8
Western Fasre &

i "’ " > 'u
LA ;| 632% .
1% ' " Southcentral

Southeastarn

Source. Institute of Social, Economic and Govern-
ment Research, Universily ol Alaska.




Region

Southcentral
Interior
Arctic & Western

Southeastern

POPULATION BY REGION

$t of Total

54.5
17.4
16.3

11.9




Y
an

(v
Amount ($000) x(?

ALASKA 7,062
District of Columbia 7,044
Connecticut 6,455
Delaware . 6,306
New Jersey 6,247
Illinois 6,234
New York 6,159
Hawaii 6,042
California 6,032
Nevada 6,016
Maryland 5,943
Michigan 5,883
Massachusetts 5,757
washington 5,710
North Dakota 5,583
Ohio 5,518
Colorado 5,515
Kansas 5,500
UNITED STATES 5,448
Pennsylvania 5,447
Minnesota 5,422
Florida 5,416
Yyoining 5,404
Rhode Island 5,343
Virginia $,339
Oregon 5,284
Iowa 5,279
Nebraska 5,278
Wisconsin 5.247
Indiana 5,184
Arizona 5327
Missouri 5,036
Montana 4,956
Texas 4,952
New Hampshire 14,944
Idaho 4,918
Georgia 4,751
South Dakota 4,685
North Carolina 4,665
Maine _ 4,590
Ok lahoma 4,501
Tennessee 4,551
Vermont 4,534
Utah 4,473
Kentucky 4,442
Louisianag 4,391
West Virginia 4,372
South Carolina 4,311
Alabama 4,215
Arkansas 4,200
Mississippi 3,803




LABOR INTENSITY BY INDUSTRY GROUP

Government

Trade & Services

Highly Labor Intensive

Fishing

Tourism

Forest Products
Moderately Labor Intensive

Construction

Petroleum Capital Intensive




Percent'of' t

State Percent

West Virginia 41.3
Michigan ! 38.4
Washington : -.38.:3
Pennsylvania _ 38.2
Hawaiil 37.0
New York 36.2
Illinois 35.6
Ohio 34.8
Indiana 33.9
Nevada* - 33.6
Missouri : 32.9
Montana 30.7
Wisconsin 29.7
New Jersey 29.1
California : 28.9
Minnesota 28.3
Oregon 219
ALASKA 27.6
Rhode Island 21.3
U.S. AVERAGE 27.2
Connecticut 26.1
Massachusetts 26.0
Kentucky 24.9
Maryland** 21.7
Delaware 20.3
Towa* 20.0
Utah* 19.4
Alabama#* 19.2
Maine 19.1
Colorado 18.9
Wyoming* 18.5
Tennessee 18.4
Vermont 4 s
New Hampshire 172
Idaho 17.0
Nebraska* X750
Louisiana 16.9
Arizona* 16.6
Arkansas? 16.4
North Dakota* 16.1
Oklahoma 16.0
Virginia* 18+
Kansas* 15.4
Florida# 14.7
Georqgia* 13.9
Toexash 13.D
New Mexico 13.2
Mississippi®* 12.06
South Dakota* 11.8
South Carolina* 9.0

North Carolina* 7.5

State has a right-to-work law.
**  Includes Dist. of Col.
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STATE OF ALASKA ESTIMATED REVENUE SOURCES
FISCAL YEAR 1977

Amount
Source (S Millions) Portion
Petroleum-Related Sources
Reserves Tax .iosinvassavsnsossossens $ 260 T 37.2%
Royalties, severence 1ax,
Property tax, BlC. «uvasave ssssnssns $ 155 22.1%
SUBTOTAL «vvissersaannosassas $ 416 59.3%
Other Scurces
INCOM2 TAXES . v vvvurevrscrsrsnrannans $ 145 20.7%
Other taxes, fees, etc. .....cvevvvavnans $ 140 _20.0%
TOTAL. 2 esomussaini rissmes s $ 700 100.0%




STATE OF ALASKA ESTIMATED REVENUE SOURCES
FISCAL YEAR 1985

Amount
Source ($ Billions) Portion

Oll i and. GaS. s ' v s ilsssis $2.0 71.4%

Other SOUrCeS...eeeseess 0.8 28.6%

TOTAL: o o954 $2.8 100.0%




During the ten year period of 1964 to 1974, state and local

government employment increased, by nearly 15,000 employees.

Assuming the state average household size of 3.1 persons implies

an increase in Alaska's population of over 45,000. The mulitiplier
efrect then adds another 22,000 people. This totals 67,500 people
attracted to Alaska because of the expansion of state and local
government. This is nearly twice the population impact of the
construction, petroleum, hardrock mining, fishing and forest

products industries -- the entire basic sector -- combined.

These employment increases reflect the general expansion of state
and local government since 1969. In one year (Fiscal Year 1971)
the level of State General Fund expenditures doubled. Over the

past five years State spending has increased at an annual rate of

26.2%.

As " result of this expansion, the State of Alaska now spends 3.7
times as much per capita as the average state in the country, employs
2.9 times as many people per capita as the average state in the
country, and has 4.7 times as much outstanding debt per capita

as the average state in the country.
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Working Paper #3 October 13, 1976

FUTURE DIRECTION OF THE ALASKA ECONOMY

SHORT -RANGE OUTLOOK

Alaska's economy is now entering a plateau period. Over the

next two years, our economic growth will slow considerably.

Three factors are going to be responsible for the forthcoming

slowdown in our rate of growth:

the substantial decrease in employment on the

pipeline project;

the likelihood of more modest State spending

increases; and

a holding back in the private sector because
most businessmen and develcpers in Alaska are
expecting a slowdown. (As in any business
cycle arnywhere, this in turn cavses them to
become more conservative and helps bring

about the very slowdown they expect.)

5ith & F Strants = P O. Box 420 = Anchorage, Alaska #0510 = (#07) 276 3110
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To put some preliminary numbers on this slowdown, in 1975
civilian employment in Alaska rose 22% above the level of

1974. 1In 1976 the growth rate is expected to fall considerably
to somewhere in the neighborhood of 10%. In 1977 employment

is expected to decrease by about 5% - 10%. Employment

should hold relatively stable in 1978, then in 1979 with
substantial royalty and production tax revenues flowing to
the State and a gas pipeline probably under construction,

the rate of economic growth should pick up.

It should be emphasized that, despite this forecast of a
slowdown, there is not going to be any sort of major bust in
the sense of the post-gold rush collapse. These factors
will prevent the forthcoming slowdown from turning into a

bust.

First, we should keep in mind the huge underpinning of the
Alaska economy: government. Over the past decade, federal
spending in Alaska has risen steadily at an average annual
rate of 10%. This is expected to continue. At the state
government level large spending increases are occurring.

The Fiscal Year 1975 appropriations provided for a 40.1%
increase in expenditures over the level of Fiscal Year 1974;
the Fiscal Year 1976 budget {increased another 28%; and the
Fiscal Year 1977 level of expenditures 1s expected to rise

by nearly 20%.




This huge base of government spending and employment (indeed,
providing nearly half the jobs in Alaska) presents a stable
underpinning to our economy which helps to mitigate cyclical

fluctuations in the private sector.

A second element to keep in mind when analyzing the possibility
of a post-pipeline bust is the fact that this project is not

a situation wherein on July 1, 1977, everybody is going to

lay down their tools ard go home. Rather, construction on

the pipeline will conctinue into the early 1980's, gradually
increasing the capacity to two million barrels a day.
Nevertheless, the fact remains that it appears at this point
that in 1977 there is going to be a fall-off in the number

of workers on the pipeline of approximately 18,000. Interest-
ingly, this fall-off is not going to have the catastrophic
effect that would appear on the surface. The workers living
in the camps and working on the pipeline are having a more
modest impact on Alaska's economy than expected. Forty
percent of them send their payroll checks directly to the
"lovrr 48" to a bank in their hometowns for deposit. Further,
a substantial number of the local checking accounts of the

other 60% are simply temporary or flow-through in nature.'

The second factor, then, preventing a post-pipeline bust

is the fact that the pipeline project has not itself




contributed as much to the present boom as it appears on
the surface. Therefore, the winding down of the pipeline
project will not have as great a "bust' effect as some

believe.

The third element preventing a post-pipeline bust is the
fact that it appears that most Alaskans are focusing on the
longer range outlook. We know there will be construction of
a gas pipeline, one route or another; we know that oil and
gas exploration and development is just in its infancy and
will grow substantially; we know that the economic impact
from the Native Claims Settlement Act will be significant;
we know that a certain expansion of LNG plants and of the
petrochemical industry is highly probable; we know that
there is a good chance of a major hydroelectric project and
of the capital being moved; and we know of numerous other

events likely to occur in the 1980's.

Th2 relevancy of all of this is that there will continue to
be anticipatory expansion in the private sector. In Fhe

very same way that the delayed pipeline in the early 470's
did not squelch completely the plans of developers, 1/feel

i
that the forthcoming slowdown also will not squelch completely

the activities of developers who look beyond the valley to

the strong growth anticipated for the 1980's.




To summarize the outlook for the immediate future: definitely

the rate of economic growth will slow down, anc there could
be a slight downturn in 1977. But this slowdown will be (1)
somewhat modest, not in any way resembling a bust, and (2)

relatively short in duration.




LONG-RUN OUTLOOK

The decade of the eighties looks promising for Alaska's
economy. Big oil and big government -- the factors underlying
Alaska's prosperity in the seventies -- will again promote a

great leap forward.
For at least the next decade -- and likely far beyond -- the
petroleum industry will serve as the vanguard of Alaska's

economic growth.

Petroleum Industry

The second major oil and gas project in Alaska following
construction of the trans-Alaska oil pipeline will be construction
of a natural gas pipeline. Although there is as yet no
specific route approved for transporting the natural gas
from Alaska's Morth Slope to U.S. markets, three routes have
been proposed. Canadian Arctic Gas, Ltd., has applied to the
Federal Power Commission for authority to transport the gas
through Canada to Montana and onto the Midwest where it will
connect with existing systems, terminating in Pennsylvania.
El Paso Natural Gas Company is proposing to transport the
gas from the North Slope to Point Gravina near Cordova,
liquefy it, and ship the LNG to the West Coast. A third

entrant, Northwest Pipeline Corporation of Salt Lake City,

ren




has filed for permission to construct a pipelLine parallel to
the first oil pipeline from Prudhoe Bay to approximately
Fairbanks, turn east, and enter Canada where it would connect
with existing systems to transport the natural gas to the

United States. The Federal Power Commission has announced

its intention to rule on this matter by the end of the year.

Undoubtedly final resolution of the route is expected to be
performed by Congress. This is anticipated to be accomplished

by fall, 1977.

Regardless of which route is approved, Alaska will feel a
substantial impact during construction of a gas pipeline.
Nevertheless, the trans-Alaska route, which would transport
gas to tidewater, would be most conducive to development of

a petrochemical industry in Alaska.

when looking to the future of the petroleum industry in
Alaska, it should be lept in mind that the Prudhoe Bay
project on the North Slope, which holds one-fourth of our
nation's proved crude oil reserves and nearly ten percent of
our nation's proved natural gas reserves, is simply one
reservoir in one of Alaska's fifteen sedimentary basins.
That is, development on the North Slope represents only the
beginning as far as oil development in Alaska is concerned.
No one knows for sure, but the guesses in the industry are
that there is in the neighborhood of one hundred billion

barrels of oil underneath and offshore Alaska.




Our nation's official commitment to pursuing greater energy
self-sufficiency has placed a high priority on lease sales
on Lhe Outer Continental Shelf. Over half of the U.S. Outer
Continental Shelf lies off Alaska. The first offshore oil
lease sale in the Gulf of Alaska was held last April, and
eight more sales are schedulecd over the next two years as

indicated in the accompanying table.

0CS SALE SCHEDULE FOR ALASKA

Call For Sale
Sale Area Nominations Date

Lower Cook Inlet November, 1976 to
January, 1977
Gulflf of Alaska (Kodiak Shelf) February, 1977
Bering Sea (St. George Basin) March, 1977
Beaufort Sea July, 1976 October, 1977

Bristol Basin September, 1976 December, 1977
Bering Sea (Norton Basin) May, 1977 August, 1978

Gulf of Alaska (Aleutian Shelf) July, 1977 October, 1978
Chukchi Sea (Hope Basin) September, 1977 December, 1978

Source: O0il and Gas Journal

Another factor inducing oil development is the transfer of

forty million acres of land from the federal government to
Alaska's Native corporations. Most of the Native corporations
which occupy potentially rich oil and gas basins have consumnmated
exploration agreements with petroleum firmoc, as outlined in

the table following.




NATIVE CORPORATION DRIL.ING CONTRA.TS

Native Corporations

Arctic Slope Regional Corp.

NANA Regional Corp.
Calista Corp.

Bristol Bay Native Corp.
Koniag, Inc.

Doyon, Ltd.

Ahcna, Inc.
Chugach Natives, Inc.

Contracting Companies

Standard 0il
Union-Amoco
Texaco
Standard 0il
Shell
Phillips
Standard 0il
Louisiana Land and Exploration
Champlin
Asland

Amoco
Phillips

Another bright star in Alaska's future is the expansion

of the petrochemical industry.
conditions which are not conducive
petrochemical plants in Alaska can
in a more favorable direction over

significance, however, is the fact

Current world economic

to the constructinn of
be expected to change
time. Of immediate

that the State of Alaska

owns the oil and gas at Prudhoe Bay and will be receiving

a 12%7 royalty.

Probably the Srate of Alaska will take

this royalty in kind, sell it to those firms that agree to

process the gas in scme way in Alaska, and thereby strongly

influence expansion of a petrochemical industry in Alaska.

State Government

Another major factor raising Alaska's economy onto a new

pleteau will be the tenfold increase of revenue to the

State of Alaska by the mid-1980's from the 1970 level.




When the North Slope is in full production, the mineral

royalties, right-of-way leases, and production taxes will
generate substantial revenue to the State.” The greatly
increased State expenditures will be important not only

as ends in themselves by creating employment directly and
indirectly, but, to the extent that they are devoted to
public works projects such as highways, ports, schools, etc.,
they will induce additional economic development. For
example, expansion of transportation systems in Alaska's
interior region might make certain proposed mineral ventures

feasible,

Hardrock lMining

Although, Alaska's mining industry has been relatively
dormant except for extraction of gold, sand and gravel, and
a few minor operations, many projects are waiting in the
wings to be developed. There is the proposed Lost River
fluorite mine to the Seward Peninsula, which contains an
estimated one-third of the world's supply of fluorite;
there is Mitsubishi's iron ore deposit at Klukwan near
Haines; Marcona's iron deposit at Snettisham near Juneau;
Newmont Mining's nickle deposit at Glacier Bay; the U.S.
Borax molybdenum deposit near Ketchikan; Kennecott's huge

copper deposit near Bornite, and many, many others.
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