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the State and questions relating to revenue and economic develop~ent 

concepts and management. We also provide some suggestions about the 

Munici};Sal Bond Bank. We explain our suggestions about the proposed 

constitutional amendment creP~ing the Permanent Fund. And, finally, 

we embark on a discussion of the Permanent Development Fund. 

We realize ...,e 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 

sector and private capital markets. Our task is to try to be of 

service , even at the risk of drawing conclusions and imparting suggestions 

Yhich may be controversial or may be cri tic&.l. We hope our forth­

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

b:t its face: and first impression. 

* * * 

Credit Commentary (Heport Appe nded) 

We are not comfortable \lith Alaska's present fiscal situation. 

find ...,c understand neither io the Commissioner o f Revenue nnd the 

present government . Dut neither arc ve comfortable or mortgaging the 

'".J'"urc , by s pending toduy fut w·e oil r cvcnut s . Fiscal responnibility 

: ~ cnscntiul in Alaska. Just. as we ore experiencing in New York, 

0t hc r ECLot.c rn St.aten ond ccrt.oin cl tiec ln the "lower h8", \IC t.hink 

'' l 11~ku c:nn und must lcnrn from some.: of t.hcoc follico. We arc hcnrtened 

:•'J t.ht• oppron"h ..,hich t he present. Alanko Admlnist1·at.ion i !l t.oking t o 

··r·r.u1·n • o ~ balanced budgt!t. nnd :Jho 1· t.1y t.hcrcnft.cr t.o cons1ucrnblc 

?. 
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However, we vo.nt 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 r ely on the debt markets 

to f u .d their priorities. Gcvernments 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 management. We have seen vhat rnuny years of bad management 

has vrought 1n Government operations and with it more and more people 

on Government payrolls . Unless and until Alaskn can balance its budget , 

reduce its Jer co.pita debt, generate general fund surpluses, and implant 

top qunL: t y management , there will not be t he opportunity for a successful 

Perlllllnent Development .Fund, for it Yi ll not have the strong foundation 

!tcccsso.ry for its operations. 

)lunici oa.l Bond Bo.nk (Report Appended ) 

'rhc Municipal Bond Bank i s conccpt.ually o good vehicle t.o 

11rmist rnuny or the Aluskan conununitie:J in having ncccns t.o t.he deb t 

r:i•u·kcts. llo'W'ever, the f,tus kn Munic1pn1 llond Dunk has oomc serious 

dPfic I <'llC l e~. They nre bond nn t. i c i pnt.ion not e nuthori iut.1on, St.nte 

t1')1'Hl obU c;at.ion \Jh ich iu u dcnd isouc .i n l.he murk ct. pl nee , nnd no 

,"1. u t.o co11t.rol. ln fact. , t.hc Alu nkt\ Muni c lp1ll nontl Ronk' ~ dl'fi c icnc lc:1 

t\ t• <.:1 11t. t. ht• l n<:k or nuuiusc:m ·nt. nnd con r ol "C a rc cxper i cncintt l n mnny 

1": J•1u1·1111\(?11t. n and re el ~xiot. ln Alnukn . lt. uppc.wrn c•lldcnt. i n t.h • S t.nt. ' .J 

"' r·.: in?:>1· ont.ly , h lnck or r.oull.8 ·m"n nnJ cont.rot o :"c hnvf 11 R con-



sidcrable '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 ~commission 

to be responsible for the following areas and details: 

1. Authority over all debt authorizations -- by the State 

vith general obligation debt; by the State's agencies; by those muni­

cipalities vho issue apart from the Bond Bank ; and by the Bond Bank. 

2. Authority O' er the priorities for all spending . W~.thout 

this number l would be non- operable. Total capital Allocation Authority. 

3. Management and financial controls in t erms of accounting 

and monitor ; ,g systemo of all i n number 1 above. Standard accoWlting 

practices mu.ot be w1iversally adopted. The State must have the authority 

to audit the books of all government units . 

Ii . The State must schedule all public sales, resnrdlr>ss of 

t he ioauing unit. The Sta t e must. approve nll offering cir~ulars , which 

muo t be unifonn . 

5. with mu.ibere 3 and 11 , the Stnto muut establloh and ma.nnge 

u local gover nment finnncinl advisory group for fio cal and debt management 

and t.o aoslst i n the day-to-day operat.iona of local subdivisions. 

'fhrough uuch n department in thio State Coirim.looion, the State ' u financial 

niunngcr::; would know the fJnancial condltiono of oll t he oubdivisions 

1rnd vould not. be cu llcd on to bnll out. n subs i dlary, llh:i ch hnil-out. ma:r 

hnvc nub11 t.ont iol impnct on t.hc Stntc ' o 0\111 finnnc lnl condition . The 
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State w0·ud know the financial demands being put ou the subdivision. 

This fiscal management and control commission would have an 

enor:. Jus task and equally enormous powe1· and responsibility to all of 

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

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

mcnts, divisions and cormnissions presently exis~ing, and in the l ong 

run provide for better operations and minimal net increase in people 

working in government. 

One may notice that we equate t:.~ State Government and its 

f'iscul and mnnagement responsibility to a large private commercial 

ond lnduntrial corporation. The State is the parent and head office. 

I ~ s agencies and local subdivisions are its subsidiaries. A subsidiary 

:)ut. of control nnd not supervised can bankrupt the parent. It is 

:inppc:11ing in many .Parts of the "lover 11811
• Dut in North Carolina and 

Sout h Curollna very strong and wide nwccping capital allocation and 

munugcment control 1~ommis1>ions hnve proven very successful and operable. 

We realize t:hese suggestions may sound shocking nn<l may be awesome 

to fulf'i.11. Indeed, they may be, but we know through h . t \ er experience 

t hey u r c very worthwhile und necenso.ry objectives , which cnn be realized. 

:l c1.1 Mun le lpnl r'i no.nee Hegulations 

Concurrent with these recommcnda t iono urc Lhc r equirements being 

ol l\<:Nl up\ln bo Lh govcrnmcntnl iss uc rn a11d Munic i pa l :.>ccurit.lcs dco.lcrs 

hy l h,. n1 •w Munlcipul Finance Hegulal:lng subdj vi 1~ i on of t. hc Secur H j ('S 

a:. I l:.<c-lv1:11t.I..' Commi.sr; i on . Although t.hcnc regu1atlons ll t'I..' only in clrnft 

' '•t'l'l 't i 1. !1lt: Lime , unifo rmit.y o f o.ccounting o.nd uni fo r m orfc dng circula r s 

5, 

.. 
' 

: I 



·ft·~ll be required . Full disclosure, similar to priYate issuers, is 

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

:tna.lyze prospective issues for their representation and financial 

.:.:.:>undness . Just as llith the State of New Jersey which provided inadequate 

~; :q-. .'rs las;", week, any issuer may find access to the marketplace closed 

:lne to " incapable" or "bad" ma.nagem~nt. 

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

It seems to us that the timing of these recommendations to the 

~tate of J\laska is very propitious, inasmuch as the Governor has created 

a "Mini-Hoover" commission to look into the operations and management 

•J !' t.hc State Government. If this commission were to analyze the functions 

of t he pri.ncipal Governmental departments keeping in mind better manage­

:-1<>nt., increased centralization, and tight control as the prerequisites 

of good government, we would suggest that the departments presently 

1:.tbcl.lcd Commerce and Economic Development, Public Works, Revenue, und 

.:;1111111111 i. t;y and Regional Affairs be consolidated into one major conunission. 

f.Io reuver , the capital spending nnd nid programs of other departments 

w~i1i'I rl h11vc to be approved by this "super" commission. Of course, we 

woulcl hope that these recommendntions, if considered reusonnble, be 

rc1rw1u·d<:cl to the Governor ' s "Mini-Hoover" conunission for study. 'fhat 

<·u:nrn r :::;ion must realize thnt 110 longer will the cl cc toratc and investors 

:1 I.I 0 1,,1 go vernment to just "bump o.long" with inndequo.te, or barely 

:1J.cqu11 t. c: , munnge1nen t , systems nnd control. And certainly whatever 

1·(·cc11 i:u•:ntlntions this "mini-co1wssion" mukcs to the Administration nnd 

6. 



!.egislature must incorporate the overt change, and requiremente iJlaced 

upon r-overrunents and their subdivisions, by Federal laws , Federal 

,;gencies , national securi ties dealers and investors, and·, of course, 

lawyers of varying responsibilities • 

. . 
Management 

Once it is fairly well understood why the centralization and 

~he 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 

co~petent people being elected to government or vishing to be appointed 

t,o government . (In the case of Alaska, thiz may not at all be the case.) 

~':l\'erp.ment and the private sector have finally come to realize that 

: ~e two sectors must work more closely together. Today, we and similar 

~nstitutions are being called upon to give advice to, and design package'S 

!'or- , Governments . Our advice and products arp: 

l. Not new as in so mo.ny cases they arc traditional in private 

·:nter-prise ; 

2. Costly services to provide, due to emergency tlme frame 

r~quicements; and 

3. Very difficult to implemei1t due to the traditional lines of 

: )rlUJllmicnt.ion, the history of legislation lll.reo.dy in existence, nnd the 

"' U:ibe rE1orn~ apparatus that inherently hus grown through poor management . 

We would recommend that the State of Alaska would hf\ ve less 

:1·.:c·L over time: for costly pri vo.te advisory o.nd iesign services , i f 

:·'t' .·J.y curly-on it adopted n fiscal und management approach bnsel on 

7. 
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the shock waves and warnings just coming to the fore and receivir.g 

initial analysis nationwide . The response would allow the State to 

have the expertise and systtms 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 ie no apparatus presently established in Alaska 

to achieve the goals ot the PDF. We believe the PDF sh~l.ll.d 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 

and analysis the CC'i.nm.ission would be doing for the State and its sub­

division even if there ~ere 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 Arabia, Venezuela, and perhaps Iran. The 

similarity is not due to oil, although oil created the opportunity. Rather, 

these nations have a genuine posit ive flov of funds, generated by priva.Lc 

commercial and industrial enterprise; these nations do not have !mmediate 

applications but have long term real economic development opportunities 

a. 



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 impo~tant to understand 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, In~er­

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

of these have a great need for capital. None of them has its .2!'E. source 

of equity. Ea.ch has received "equity" in the form of capital contributions, 

but mostly gua.rantees and promises to pay from its constituents, most of 

whom, in turn , have incredible short falls in capital, little access 

i ndividually 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. 

'l'he success of the economic development in Snudi Arabia, Venezuel a , 

or Irun and Alaska will depend on the government's ability to join with 

pri vatc enterprises in economically sound n.nd financially fco.sible pro,) ec ts. 

Government by definition is a uocr of' funds. I t cnnnot on its own generate 

funcl s. Ancl taxes alone a.re not sufficient ns a developin~ government 's 

only source of funds. So long as Suudi Aro.bin nntl A.laokn's PDF join with 

proven private enterprise corporation~ ln pr.!.·,·ntc development projects , 

9. 



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. 
,. 

Additionally, for f, development project's success , it must export 

(or deliver) its product to a viable market. Nations vith 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. 

'rhc PDF would provide the capital for an Alaskan Development Corporation (ADC) 

to commence estnblishing the expertise to develop the economy further . The 

AOC co\.lld create a Development Bank (DB) which would make l oans to the 

projncts. The ADC could create a Finnncc and Investment Compnny (FIC) 

which could package project loans to be purticiputed out (sold) to inoti-

tutlonal lenders (insurance companies\ st 1te penoion funds , savings bunks, 

und rnujor commercial banks) in the "lower- h8" anc1 perhaps in other areas of 

the \lorld . 'l'he snme investment arm could rrwnage n series of investments 

inn trust or mutunl fund~ so thnt smaller ins~.itutions o.nd individun)s 

coulcl uuy into it . 'l'he significance of the FIC is thnt it would be 

attt·ucttnR capitnl by offering certain assets . With /\la.ska, i nsti tutionnl 

lender::> al'c dealing in an unknown cnu::Jecl by d.lotnncc, si zc, type of terrain 1 

ct.c . ( f insti tuti onal investors could buy loans (perhaps insured by PDF) 

:::.o. 



from proven manB&ement who has servicing and financial knov-bow capabilities, 

we believe added capital may be found for sizeable Alaskan commercial 

projects . 

So the PDF has its management corporation (ADC), bank (DB) and 

finance and investment comp~ny (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 lfith a privut e lender/investment banker to attract capital. 

In different ways, not well organized nor well managed, fragments 

of this type operation are happening vith some i nternational and Federal 

government entities. Alaska could do it , if t he statutes arc passed and 

management put in place. 

C.) PDF Specifics: 

We would recommend the PDF alao address the following: 

1. Only participate i n major developmental. activities , both 

non-renewable and ren1nrable resource oriented. There are at least ten 

programo in Alaska for small development projects. Incidentally, we 

believe all the pre~e11t programs , especially the 6 State ones , with which 

we are familiar, should be reviewed , moved into the super-commission, nnd 

perhaps be revamped or dissolved. 

2. '£he proJce:ts s hould be capital intensive, al~hough any projec t: 

development which divc-rsil'ics the economy , will attract people and, in 

some cn~co , must for its success. 

3. 'l'he PDF can best fulfill its role vith long tcnn lonno in 

11. 



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 p'·i. vate 

company 's dividend policy or the stock market. 

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

vialily forecasted project. 

5. No organization should be an equity holder in PDF or its 

subsidiarie3 . Private lenders should maintain their identities by con­

tinuing their policies of making sou~d loans. This opportunity will 

a.rise by participating with the DB o.nd FIC in making loans Jointly. 

6. The PDF must create a task force/ste~ring committee to 

study lhe economy and geography so as to establish its priorities and 

feasibilities. We are apprehensive if the State Investment Advisory 

~ommittec hao the time and/or expertise to be the tusk force or the 

steering committee for PDF ' s inception . 

7. The PDF mus t necessitate that the Native Corporations develop 

their mo.jor projects in concert with the PDF. 

B. ~t'hc No.t i ve Corporations muy be able to go.in from the PDF 

cnl.crprinc by creating new villages unu ancillary services. 

9. 'l'he PDF may also have to establish a subsidiary to expand 

cducutinn , energy rcoources, and other necessities vhich indirectly 

divct·uify lhc economy. Whatever these may be, the PDJo"' must charge privo.te 

ma:·l~ ct rat.cs. (llovevcr, most ancillnry services should be left t o t'he 

Nnt.j vc Co1·poro.tlons und munlcipo.l Rubdi vislons.) 

10. 'l'hc PDF Ghould not mo.kc grants or non-interest bearing loans. 

12 . 
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11. The PDF shouJ.d be designed, established, and managed so as 

to insulate itself best from vested interests and political suasion. 

12. Various ways of effecting leverage of PDF's equity capital. 

One area is insurance, whereby the PDF insures the iss1ance and principal 

investment in PDF/DB bonds or loans. Also, the debt t~ equity ratios 

must be considered. 

13. Any statutes involving State Goverrunent financing 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 a.re: 

1 . "A Mi nimum" of 10% allows the legislature, upon the presentatior 

0f the PDF ' s management, to appropriate more funds, rather than a legislative 

d<.:batc commencing O!i to the interpretation of "10%" vis-a-vis the final 

sentence of the paragraph. 

2. "directly ~ indirectly" as there may be ~we believe there 

arc) reo.l possibilitie!l 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 lonns, selling loan participations, 

ar rnngi ne; pri vate placements , etc. 

3. "For projects rel ating t o ... .. .. such principal. .•.. section. " 

\fo believe t he language should be more specific than "inves tments", but 

\J inh t o insure that funds may be invested in u. S. Government securities 

o.11d mo r. ~y mo.rket instruments so o.s to provide an amount of liquidity !'or 

13 . 
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the PDF ' s operation and earnings while avaiting the investment in a 

development project. 
We believe the PDF can expand 

4. "Tr f d " ans ers ••••• £le ged. 

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, a 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, ve 

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 

irresponsible fiscal management. But ve do believe PDF's income , not 

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

management so wishes and the Legislature so approves. 

We must point out, that "1e approve of brief and succinct cons·i;i-

t.utiono.l legislation, only if the pcwer exists in the constitution for 

the legislature to pass statutes which "1ill allo"' 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 accompllshed vithout 

consistent i~plementation of concepts to preserve the ecology and 

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 important educational feature in assisting the economy's 

development. 

We suggest the task force/steering committee must have a budget 

su!ficiently large enough to retain legal counsel, engineering consultants, 

financial advisors, and any type of specialist necessary to create the 

best list 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 a PDF and its 

subsidinries established in 1977, be undertaken all during 1976, while 

awaiting the approval of the r eferendum 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 a policy of "go slowly". 

15. 
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The Bcononv 

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 sk}'-rocketed as people have flocked to the State for 
high-paying pipeline jobs and the State is already anticipating sizeable 
cash flows from oil and gas related revenues. 

In the case of a state vi th a viable in··place economy, the 
oil factor would have been advantageous as an added windfall economic 
stimulant. Alnska'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 fore!gn competition and 
roller-coaster prices. Manufacturing was nil, significant wholesale 
and retail activities were limited by the lack of a sizeable popul :Ltion 
base, while tourism, lumbering and extract: e mineral production were 
seasonal in nature because of the long and harsh winter. The only 
stable employment base vas in the federal and state goverrunent 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 i s u temporary factor which has created at least as many problems 
ns it ha~ solved . Inflntion, fueled by pipeline and oil companies 
wil ling to pny bonus money to get the workers they need, and compounded 
by t he need to "import" most food items from the lower forty-eight states, 
hns pushed Consumer Price Index numbers to a level approaching a 20% 
tncrease for 1975 · Housing o.ccornrnodnti.ons are in desperately short supply 
uue to the influx of oil related ·rorkers; o.nd ancillary services such as 
telephoneo , police , water , sewer, schools and electrical facilities are 
vuntly overburdened. Other categories of employment a.re in short labor 
~iupply due to pipeline wage competit:l.on. '!'hose on fixed incomes in the 
State m·c in deep troul:le financially. 

A potential side bcnefi t of the construction of the pipeline 
nnd 11ncilltiry fr.cilities will be in the opening of new o.rens in the 
Gtat.e for l.he development of other extractive o.nc.l regenerative resources . 
l~xp.1.orction for and production of coul, copper, iron o.nd gold and other 
rnlnemls should i ncreas e. Lumbering o.nd the development of fish hatcheries 
wlll become more cconomicnUy viable o.s the nccesn to new regions is eased 
untl the world ' s need for rnw materials grows. 

J\J nsku ' s qunndnry is hov to gauge the current hectic pace of 
N:onnrn le clevelopmen t, und plun for orderly future grow th. 'l\.ro questions 
1:om<.• LCJ rnincl: 

1 . J\re the gns nnd oil revenue proJcctionA of Alo.ska 
pn~mnl.urc in light of the short.- tcrm possibility of a vorld glut 
l n o j L supply? 

2. In whnt manner should Alnskn prnc ecd , should its projected 
wc.·o.l t h become a. reality, in order to stimulate dependable economic: 
d1.vcnl.i t y o.nd via.bility? 
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Financial Operations 

Alaska's debt burden of $1,673.33 per capita is extremely 
high. As a basis or comparison, median 5tate per capita debt of the 
fifty states is $136, according 'to Moody's - substantially bclov that 
of Aluska. Since per capita debt is a function of population, the 
level vill most certainly be higher after the exit of tb~se people 
itssociated vi th pipeline construction. In addition, deb~, retirement 
is somevhat 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 
1apit l.l."'t expenses for the governmental services associated vith pipeline 
4evelo~ment have been borne through the issuance of debt, dravdovn of 
cash surpluses, and failure to increase State tax revenues. The State 
ls also more heavily involved than is the case in the 'lower forty-eight' 
in the direct development or subsidization of local services such as 
schools , porto, nnd roads, resulting in more depennence upon State 
rinw1cing. 

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 finnnc ial 
fut.ure . 

General Fund expenditures have been far in excess of current 
revenue:; since t.he receipt of some $900 million into Lhc General Fund in 
1969- 70 us n rooult of o lnrge oil l ease sale. At. June 30 , 1975, a 
:rnrplus of $517 million remained i n Lhc General Fund, dowu from $6li5 million 
the ycnr before . Budgetary inc r ea s es boscd upon a govcrnmentol policy 
of runninR vus t dcCiclts coupled vilh dclnyo in completion or the Truns­
Alusku Plpel lnc ( pootponing oil royalty rcve nu<'o) huvc led the Stnte to 
ttnt.lcipatc thnt the current Oenerul Fund ~urpluo vlll be fu.l.ly eroded by 
.Ju.Ly 1, 19.(6. Tn an effort to incr cus e General ~'md r eceipt.a, o. 20 mill 
tnx on tho value or oil and gnn reserves ha:.; been cnnc tcd for flncnl 19.,6 
oncl 19'(7 , Thi s lo.x ie being levied to offoot on LlcipaLed ocvernnce tox 
rbvcnuco which huvc been de~.nycd os n r esult of correspond! ng del ays in 
pipe line compl ~t. lon. Rcver.ues ftom Lhi.s oource arc cutimt\t.cd by t.hc 
St.c.t.c- at. $211. 7 rnlllion for 1976. In nddit.ion, the: Ct.ut.c lnt.cndr. Lo hol d 
HU wlcllt.lom1l oil urid gaa lease utLlc wit.h rcg<U"d t.o t.hc Dc1\ufo rt. l ~J lund:: 
to·co. near Prudhoe Bay in 1976. The St.nt.e opcculut.cs oomc $250 million 1 n 
rl· v•·nucn rrom t.h l & source . . 

Conclu:i t on 

AJ ur.ka' o high per cnpitn dcllt. level nnd ulo\I tlcbt. rot.it'cmcn 
il'l cllnturbln~ In llght of t.hc Rt.at.c'a c.: xt. i·cmc level o f 1Judp.ct.n1·y jmlJu l nncc . 
,\nt.lc i pot1on o r oil royalt.y r cvonuc& in ru t.urc y'nro (hy horro ... ·lng nGn innt. 
:.uch rcvcnuco ) l n extremely dongc rouu in lt Kht. Of e.cncrnl oconomic 
1u<.1.1.lons uclri~ ru ined obout. t.ht- ncnr-t rm coot. vinbiU ,\' o r i\ltu1knn oil . 
0 iprl1 nc cont. o vl' ri·uns , q\t•1H.i o n- irJ1 r k Fcdcrul ux n nll c:nor('Y po tld cu , 

18. 
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and o. potential. vorld oil g:.'1t can a.11 contribute to a questionable 
short-term economic and financial. future for the State. '11here is no 
doubt that Alaska's oil and gas reserves vill eventually pay off sig­
nificantly, but heavy current deb t service requirements coupled vi.th 
continued severe budgetary deficits could result in financial diffi­
culties over the next three years. Maintenance of General Fund surpluses 
and a mandatory balanced budget vould be. a prefl?rable policy as the future 
ot Alaska's economy comes more clearly into focus. 

10 , 



MORGAN OUARANTY TRUST CO~IPANY 
or N~W YO"• 

Critique of Legislation for 
Alas\.'.an 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 t: inancing vehicle 
afforded by the legislation establisning the Alaska Municipal Bond Bank 
Authority. Whi~.e we agree in principle that Alaskan municipalities will 
need assistance i~ entering the municipal debt market. we do not feel 
that this legislat~on offers a method of assistance commensurate with 
sound public finan·: ,C!. The following examples of the Act's deficiencies 
are cited: 

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

2. The legislation makes it quite clear that Bond Dank 
obligat Jons arc not an obligation of t11e State, yet on the other 
hand j L allows the establishment of a reserve fund for the benefit 
of bondholders. The re9erve may be funded by legislative approp­
riation or from the proceeds of the sale of the bonds. Oef iciencies 
in t he fund may legally be made by the legislature through the 
use of o "moral obliga tion" certif ication/nppropriation procedure. 

The morn} obligation pledge no longer provides the 
mnrketing ndvnntoge 1t once had. In addition , des pite the fact 
that the bonds arc not n direct obligation of the Stotc , the 
morAl 1•ledge creates what con be construed as n contingency obliga­
tion for the State - an obligotlon which is unnecessary inn State 
\.:ith an alrcndy high debt load . 

1. The legislotion mentions little or no control over the 
d~bl pol k i eH of the participating mu nicipalities. Recent mun le tpa l 
fina11cr experience has dcmons trn ccd the value of Stnte overview of 
munlclpn l fina nce activities. 

l L h: suggc~tcd, ther efore , thnt this lecielation be :iml!nded: 
t o C'limin:'!l • the power of the Dank to 1nsuc bond anticipnti.on notes; 
to remove> the r.1ornl pledge of the le{\L!l loturc to fund rcr.crve fund 
Jrflclcnclc: : and to provide Co t· t he cRtnbli ohmcnt of n St<itc ndmJnistra­
tiv c vC?hJ cll· to overv iew nnd approve t he Cinancial plonnl11g nnd debt 
mnnogcmcnt nf AlnRknn munlc lpot government s . 
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TEXT OF PROPOSED STATE OF ALASKA CONSTITUTIONAL AMENDMENT 
TO CREATE A PERMANENT FUND 

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

SECTIO!l l. Article IX, Section 7, Constitution of the State of 

Alaska, is amended to read: 

Dedicated funds. The proceeds of any state tax or 

license shall not be d~dicated to any special purpose, ex.::ept 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 IX, Section 15, Constitution of the State of 

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

State of Alaska Pennanent Development Fund. A 

minirnwn of 10% of all mineral lense rentals, royalties, cash bonuses 

and minct·n.l severance taxes received by the State shall be place:: in a 

Sta~e of Alaska Permanent DevelopmP.nt Fund, the principal of vhich shall 

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

induotrial and economic development or the State. Such principal not 

invested i n Rforesaid projects shall be invested in accordance vith 

Section Trnnsfers may be made frorn the Perm.anent Development Fund 

Lo t,he General Fund in c111 annual o.mount, not to exceed such annual income o:' 

the Pcrmnnont Devel opment Fund, net of all such unnunl i ncome othervise 

pledged . Such annual income not so transfcrl'ed to Lhc General Fund shall 

become p11 rt o r the principal of t he Permanent Development Fund. The 

leg is l o t\l r~ r.:rn.y appropriate adtli Uonul t\mounts to Lhe Pcrmancn t, Oevelopmcn t 

Fund 1Jhkh 1:1he.ll become part of t.hc prlncipnl of t he Fund . 

?J. 
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SECTION 3. The amendments proposed by this resolution shall be 

?laced before the voters at the next statewide election in conformity 

with Article XIII, Section 1, Constitution of t he State of Alaska , and 

the election laws of the state. 

22 . 
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LEGISLATIVE AFFAIRS AGENCY 

September 15, 1977 

POUCH Y . STATE CAPITO\. 

JUNEAU, ALASKA 99811 

907·•6:J .J800 

M E M 0 R A N D U M. 

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

TO: 

FROM: 

The Honorable Clark Gruening, Chairman 
House Permanent Fund Committee 

The Honorable Russ Meek~~s 

Richard G. Haggartf~-:tJ-
Research Analyst l ~ 

This memorandum is in response to your request tha t we update our 
memorandum of July 15, 1977 discussing potential ·mpacts on state 
revenues arising from the explosion at Pump Stati on 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 prec ision . According to both 
industry and government officials with whom we have spoken, it 
now seems most likely that Pump Sti\ tion 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 bbl/d - down from the pre-explosion estimate 
of 940,000 bbl/d. 

2. 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 Day production will have totaled 
approximately 8 months. As a result, Prudhoe Bay production for fis­
cal 1978 will be approximately 23% lower than 1t 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. 



Hon. Clark Gruening September 15, 

Prudhoe Bay Wellhead Values 

Prior to the star t- 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 an~ ~~verance tax 
revenues. Based on company returns filed for the months of June and 
July (the only returns available at this writing), wellhead values wi11 
be significantly lower than those previously forecast. 

There are three primary reasons for these differences between actual and 
estimated wellh~ad values: 

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

2. Tanker charges to all markets are higher than .previously 
estimated. 

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

All 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 es~ence 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
cal led 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 1Jsed 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, whil e the state contends 



that such costs should be borne by the companies and that royalties 
should be based on the value of oil 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 lower-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 th~ 
Prudhoe Bay field are currently available. Data for August should be 
available apprl)Ximately 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, wh'lle Sohio's increased significant'ly . . Such shifts are 
likely 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 expc?ct 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 oil stabilize to 
a greater degrf?e than is presently the case. We do be 1 i eve, however, 
that such chan!Jes will tend to be smaller than those which have already 
occurred. Thi!i is because the largest effect on fiscal 1978 revenues 
arises from thu Pump Station No. 8 explosion. In addition, the varia­
tions in wellhuad value that can reasonably be expected to occur for the 
remainder of the year are likely to be substantially smaller than was 
the difference betwee;, the estimated price in July, and the actual 
prices which hllve 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* Meterl Field Costs Net Value Per Barrel 2 

$7.55 

$7.55 

$6.954 

$6.954 

$6.24 

$6.65 

$0.636 

$0.636 

$0.528 

$0.528 

$0.66 

$0.66 

$6.914 

$6.914 

$6.426 

$6.411 

$5 .52 

$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. 

1 

2 

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 Oil Tanker Charges 
for Three Companies 

June 1977 

($/bbl) ($/bbl) 2 Company June Charges1 
Estimated Charges 

ARCO $0.88 $0.60 

Exxon $1.10 $0 . 75 

Sohio 

1 

2 

West Coast $0.89 $0 .75 
Gulf Coast 

I $3 .47 $2.00 

It should be noted that tanker charges for June are likely to be 
hi 9her in most cases than they wi 11 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 i s likely to 
be more expensive than utilizing either long- term charters or the 
company's own tanker capacity. 

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

Prepared by: 
Legi slative 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 Sa 1 es Price1 . 2 Estimated Sales Price 

ARCO $13 .34 $13.50-14.00 

Exxon $13.15 $13.25-13.75 

Sohio3 $13.05 $13.25-13.75 

1 

2 

3 

Calculated by adding the LACT meter value contained in Table I, the 
tanker charges contained in Table II, and the Interstate Commerce 
C01TJT1ission 1 s int~rim 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 oil 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 
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TABLE IV 

Revenue and Permanent Fund Impacts of TAPS Thru-Put Delays and. Revised Wellhead Values 
Fiscal 1Y73 ($Million} 

Production or Wellhead Total 
Ex~enditures2 

Permanent Fung Permanent Fund 
Val ue Assum~tions Revenuel Contribution Balance4 

Based on memo of 7/15/77 $978.5 $853.8 $87.2 $89.6 
{940,000 bbl/d} 

Pump Station Restart 3/1/78, $822.7 $853 .8 $60.0 $62.4 
Revised Wellhead Values 
{720,000 bbl/d} 

Pump Station Restart 3/1/78, $813.9 $853.8 $58.4 $60.8 
Revised Wellhead Va~ues 
and Modified Tariff 
(720,000 bbl/d} 

General Fugd 
Balance 

$690.2 

$593.6 

$587.2 

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

2 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 

POUCH Y • STATf CAPITOi. 

JUNEAU, AtAS~" 998 11 

~7 ·'-~S.Jil<Y.> 

SUBJECT: Pennanent Fund and Revenue Forecasts 

TO: 

FROM: 

Hon. Clark Gruenin~~C~atnan, 

Richard G. Haggart~ 
Research Analyst 

House Permanent Fund Committee 

Enclosed are five (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 
level s , Case II which postulates moderate or 11concensus11 levels of 
petroleum income and expenditures, and Case III, which postulates rela­
tively high petroleum income and rel atively 10\·1 state expenditure levels. 

Each of the three Cases has four separate sheets -- one each for Perm~­
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 \·/hen the forecasts 
are di s tributed, 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. 

RGll:dh 
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\;201.2 · l 

$190.E\ 

~100 • .:::> 

.. 100.0 

ClOv.O 

S1GO.O 



F/V 

1978 

1sa2 

19S3 

1935 

TOTAL 

NORTH Sl..Oi'E OTH!:R 
REV£N'Ji PETROLEUM 

REVENU£ 

$453.1 sso.s 

~522.S '!.47.4 

~olS.7 

~741.0 'li41. 9 

~43.9 

¢894.2 

~918.J ~44.0 

ss, 791.0 $359.5 

$168.3 

$170.G 

$193.2 

i2S1.8 

~257.0 

~261.4 

~295.9 

-.1,824.9 

INTEREST 
Ir\COME 

G44.S 

~50.4 

~ss.s 

$107.4 

~134.3 

-;163.1 

~193.1 

~834.3 

TOTAl. 
REVENUE 

~225.S 

4'260.~ 

~~02.4 

~1,414.1 s1,011.s 

~315.2 ~1,516.9 $1,0SS.9 

$1, 714.8 ~l,224.S 

~379.3 el,831.6 $1,320.6 

, 2,478.a s11,2ss.s ~B,534. 9 

CASE 1: Lo\I Income-High Expenditure Mode1 
(See Notes for Explana tion of Assumptions) 

$324.3 

$361.3 GGSS.O 

~.384. s i1 ,072.G 

$1,475.2 

$431.0 'Ll 1 SOo.2 

... 
s4Go.9 •2,373.2 

•. 

$4'30. 2 $2,B~3.4 

11510. 9 $3,374.3 

NOT APPL. i.3, 374. :3 

prop.lrct<I by: 

logi~l~tivo ~ff~lrs ~s cncy 
ro'o~rch divicion 
j uly 6, 1977 

F' .... ~o 
BALANCE 

s4ea.e 

$233.7 

~lOv.O 

~lCIO. 0 

$10\).0 

ZlCV. O 

$100.0 

1-lvO.O 

'l- ! 00.0 

.· 



NORTH SLOPE OTHER OIL ANO CAS 
REVENUE PETROLEUM PROPERTY TAX 

REVEN'JS: 

1978 $482.S $50.S $168. 3 

$47.4 $170.G 

19~0 $917. 1 $44.S $193. 2 

19S1 $1,107. 0 
' 

1•::>82 ~1 , 205.G $39. 2 $251.8 

1983 1'1,342. 3 $43.9 $257. 0 

1sa.:. ~1,421 . 0 $.4G.G '*201 . 4 

19SS il , 535.G 't44.8 . G29S.9 

TOTAL ~8,GSS. 7 $359.S $1 , 824. 9 

$4$. 4 ~225 . S $973.2 $SS3.S 

$57. 5 $200. 2 $1,213. B $917. S 

$82. 2 $ 302. 4 $1,539. S $9SG.G 

$322. 0 $1,SlS.2 $1 , 060.G 

$1€.6.9 $315. 2 $1, ·:i1a. a $1,140. 2 

$219.S $324.5 $2,193. 4 $1, 225.7 

$278. 0 $349.4 sa, 356.4 'l'1 , 317. G 

$342. G $379.3 $2, 590. 3 $1,416.4 

$1, 31 3.0 ~2, 47B. a il'>, 671 . s ~a, 912. 7 

CASE II: Medium Income-Medium Expenditure Model · 
(Seo Notes for Explanation of Assumptions) 

, 
'BERMANENT 

FUNO 
' CONTRISUTION 

$86.3 

$453. 2 

$166. 4 

'-· 
!.£18G. 7 . 
$1'37. l 

$212.6 

NOT APPL. 

prcparcG by: 

$83.7 

$34·rt. 1 

$502. 3 

G.$€.8. 7 

iess.s 

-i1,0;2.G 

~1 , 2GS.3 

$1,265.3 

lcgi~l~tivc ~ff~ir' n9cncy 
rcs~~r ch division 
july G, 1977 

S7S1.3 

$1,340. 0 

$!,944. 4 

$2,E-16.G 

$3 1 3'37.G 

..__., 23S. 3 

-MS , 2CS.o 



197S $4S2.S $SO.S .. 

1S79 $67S.C $47.4 

1sao ,911~1 $44.S 

19S1 , $1, 107.0 $41.9 

1':)32 $!,205. G •Ji3'3.2 

1983 ~1, 3118. 3 $43.9 

1'3S4 G1 1 421.0 \.146. e. 

1955 Sl,535.6 $44.8 

TOTAL. $8, 6'35. 7 $359.S 

,... . ._ 

$1E.S. 3 $45.4 $225.S , ~973. a $853.S $172.7 $175.l 

$170.G $57.5 $260.2 $1,213.S $'317.S $239. 7 $414.S 

$193.a $$2.2 ~302. 4 $1,5~9.S ~9aG.G $,2S0.9 

~2C:G.7 $120.4 $322.0 $1 1 818.2 $1 1 0GO.G ~30~.4 $1,002. 3 

$251. s $lE.G. ·3 $315.2 $l ,':.t78. s $1, 1't0. a $332.S 1-l, 335. l 

... 
$257.0 $21·3. s $324.S $2,193.4 $1,225. 7 $373.4 $1,70S.6 . 

~ae.1.4 $278.0 $349.4 $2,356.4 $1,317.€. $3'34. 2 ~2,102.8 

$342.6 $379.3 $2,SSB.3 $1,416.4 $425.3 .z2,s2s.2 

$1, 224. '3 $1,313.0 ~2,478.8 $14,,671 .9 $8,918. 7 · NOT APPL. $2,S2S.2 

CASE JI: Medium Income-Medium Ei<penditurc Model 
(Sec Notes for Explanation of Assumptions) 

lagi~lativa ~ffairs ~gon'y 
ros~arch division 

. -
july G, 1'377 

..-121. a. 

~·3S3. a 

$1,SS0 . 2 

$2, si • .:,. s 

~3, lS'?. 1 

$3, Si45. 7 

~3,945.7 



NORTH Sl.OPE 
R~~ 

.. ,. 
e 

1972 $4S2.8 
... 

1 'Z>7•3 $G7S. O 
• I 

1-SSO $917.1 
.. . 

1'9S1 .. $1,107.0 

1982 $1,205.6 

cz1,34S.3 

lSB4 ·.U,421.0 

!S3S '.tl,535.6 

iuTAL $8,6SS.7 

OTHER INTEREST OTHER 
PETROLEUM INCOME: INCOME 

REVENUE 

$SO.S $168.3 $45.4 $225.S $973.2 $853.S 

$47.4 $170. G $57.5 $2G0.2 $1 1 213.S $917.S 

$44.S t1·~3. a $82.2 $302.4 "1,539.S ¥9So.6 

~41.9 $22G.7 $120.4 $:;aa.o $1,S1S.2 ~1,060.6 

$251.S $16E .• 9 $315.2 ~1,97S.S $1 1 140.2 

$43.9 . $257.0 ~324.S ~2,193.4 $1,2a5.7 

$46.G $261.4 $278.0 $349.4 $2,356.4 $1,317.G 

$342.6 

$35'3. s $1, 824. ·:> $1,313.0 

CASE II: Medium Incoma-Medium Expendi ture Model 
(See Notes fo~ Explanation of Assump ti ons) 

. .. 

1' .• 

~ERMANENT 
t 

PERMAl\ENT ,. FUNO FUNO 
CONTRIBUTION BALANCE 

$259.1 $2o1.S 

$359.G $621.1 

$ft21. 4 $1,042.G 

$459.G $1,502.2 

$499.3 $2,001.S 

... 
$560.1 $2,561.7 

$591. 3 $3,153.l 

$G3S.O 

NOT APPL. $3,791.2 

propClrcd by: . 
. lc!)isla'tivc uffoirs .Jccncy 
rcse~~ch division 
july €., 1977 

CENE:~AL. 
FUND 

SALANCE 

~S7S.e. 

$515.0 

SiE.40. 5 

$·~44 . 5 

•2,GS2.7 



1S78 $4S2.S $SO .!: 

1979 $G78.0 $47.4 

1·:.iso $917.1 $44.S 

... 

1SS1 • $1,107.0 $41. ·~ 

1sa2 ti1,20S.G $3'3.2 

1'383 $ 1,348.3 

1'384 $1,421.0 $4G. €. 

$44.S 

.. 
TOTl'.1- ~s,~·~s . 7 $359.S 

. ' 

.. 

Ci16S.3 $45.4 ~225.8 $973.2 $853.S 

Gi170.6 
'. 

(;~:,':? . s $260.a $1,213.8 $917.S 

$19:3.2 $82.a ~:302.4 $1,539.S $9SG.G 

G22G.7 G120.4 $322.0 $1,818.2 $1,0GO.G 

$251 . S $315. a $1,978.S ~1,140.2 

. 
$2S7.0 $21'3. s $324.S 

$261.4 $278.0 $2,3SG.4 $1,317.G 

$2';>5.9 $342.6 $379.3 ~2,598.3 $1,416.4 

$1,824.9 $1,313.0 $2,478.8 $14,671.S $8,918.7 

CASE II: Mcd1u~ Inco~e-~edium Expenditure Hodel 
(See Notes for Exp1anation of Assumptions} 

$:345.4 $347.S 

$47·~. 5 SS27.4 

I 
~·· 

$?61 . 9 $1,339.3 

ie.12.s $2,002.2 

$G6S.7 

... 
$74G.8 

$7S8.4 $4,203.3 

$850.7 $S, 054. 1 

NOT APPL. ss, 054. 1 

prepared by: 

l ogi~lativc ~ff~irs ~ gcncy 
ro~earch division 
july e., 1977 

$4Sa.2 

~ •. 

$308.7 

$2·~·9. 2 

$444.S 

$833.2 

~1,41·3.a 

1i1,419.8 



$1,355.6 
' 

$41 . 9 

1sa2 $1,542.0 $3'3. 2 

1 ·;,33 $l,SS2.G $43. 9· 

.. 

1984 ~=, 14'3. 3 $46 . 6 

1935 $2,325. S .. 44.S 

TOTAL $11,721 . l $359. 5 

~22t>. 7 $147. G $322.0 

~251.8 $211. G $315.2 $2, ::is·~. 9 $1,16:3. 7 

$257. 0 $296. 0 $324 .5 $2,804.1 $1,103.7 

$261. 4 $40G.3 $349.4 $3,213.1 $1,12€..4 

(;2~5. 9 . $53G.7 $379. 3 $3, 582 .8 $1,191 . 4 

~1,S24 . S $1 , 802.0 $2 , 478.8 · ~1B,18G.4 $8,496.S 

CASE II I: High Income-Low Expenditure Model 
(See ~otes for Explanation of Assumpt ions) 

$ 187.3 

$2 12. 4 $805.3 $3, 4aS.3 

... . 
$250. 0 

. 
· . $1 , 0cS.3 'l4' 2\:.~ . 7 .. 

$297. 0 $1,362.4 ~i:., 6 56. 4 

~320.9 'lil,~3. 3 $S,72~. S 

NOT APPL. 

' 
Legi~lativQ Aff~ir~ AQ~ncy 
Re ~c~ rch Di vis ion 
July <:. , 1S77 



1'37S $523.2 $50.S 

1 s1·;, · f7G·3. 5 $47.4 

1·330 $1 1 172•6 $44.S 

1·3Sl $1,355.G $41.S 
' 

1·:..s2 ~1,542.0 $3·3. a 
.. 

1SS3 $l,S82.E. $43. '3 

i·~g.:. $2, 14'3 . :3 $4G. G . 

• ·.35 $2, 325. ·3 $44.8 

TOTAL $11,721.1 $359.S 

. . 
. . 
• 

$168.3 $46.6 $225.S $1,014.S $853.S 

$170.6 $61. 7 $ae.o.a $1, ::io·:>. 4 

$193.2 $SS.a $302.4 $1,SOS.O $1,012.S 

$226.7 $147.6 ~322.0 $2,0'9410 $1, 091.2 

~251.S $211.6 $31S.2 $2, ~s·~. ·3 $1,163.7 

$257.0 $2'3G.O $324.S $2,S04.1 ~1, 103. 7 . 

$261. 4 $40G.3 $3.l;';). 4 $3,213.1 $1,12&. 4 

$2'35. 9 $536.7 $37'3 . 3 $3, 582.S $1, 191.4 

$1,824.9 $1,802.0 S2,47S. 8 $18,186.4 . $S, ~96.S 

CASE III: High Incoffie-Low Expenditure Medel 
(See Notes for Explanation of Assumptions) · 

$18°:1. 5 

·. 
$272;3 $4E.1. 9 , 

.• 

$346.4 $SOS.4 ' . 

$374.7 $1,1a3. a 

$424.9 $1,60S.2 

'· $520.0 
. 
" · $2, 12a. 3 

' 
$5~4 . 1 $2,722.4 

$€.41. ;3 $3,3~4.3 

NOT APPL.. 

pr~parod by: 

lo~isl~tivo ~if~irs agency 
rc te~ rch divi~!on 

.j ul y E., 1 ·~77 

se.s2. 2 

$775 .2 

$1,224.2 

$1, SS2.2 

$2, €·2:? . 4 

$3,E03.3 

s5, 2·:10 • .:, 

$7,0-+5 .9 



NORTH SLOPE O~R 
Ri::VENUE PETROLEUM. 

REVENUE 

1s1a eso.a 
.... 

~76'3. s ~47 . 4 

1SSO $1,172.6 S44.S 

1sa1 $41 . 9 

1';)82 $1,542.0 $:3':.i. 2 

1·3B3 $!,S~2.G $43. '3 

1'384 'Z2,14S. 3 ~4G . G 

~a, 325. ·:> $44.8 

TOT;o.L $11,721.1 $359. 5 

$1GS. 3 ~4G . 6 Ui2::!S. 8 Sl , 014.S $$53. S 

$170.6 ~GL 7 iaGo.a 

i3oa. 4 $1,SOS.O $1,012. 5 

$22\:..7 $147.6 

$251.S $211. 6 $315.2 $2, 359. ·3 $1,163.7 

$257. 0 ~2SG.O $324.S '$2, 804.·l $1,103. 7 

$2G1.4 ~40G . 3 $349. '• G3,213.1 $1,12E.. 4 

$536.7 $37-:>. 3 $3,582. 2 . $1,191.4 

$1,824. 9 $1,802.0 $2, 478. S $18, H?6. 4 $8, 4'36. S 

CASE III: High Inco~e-Low Expenditure Model 
(See Notes for Explanation of Assumptions) 

G280. 7 

$408.5 

I $$1'9o 7 
~- · 

$1,au.4 

$G37.4 $2,411.1 

... 
$7S0. 1 ~3,191.2 

. 

$891.2 !i.4,022.4 

NOT APPL. $S,04S.3 

prepared by : 

lc g i~la~ ivc uffuir5 •gcncy 
rccca rch d ivision 
july G, 1S77 

$545. 4 

$1,aav.s 

~,740. S 

$3, ·~3e.. 3 



$523. 2 $50.S 

$7€.9. S $47. 4 $170.G 

1sao ~1 . 112. e. ~44.S $193.a 

1SS1 $1 1 355. G $41.S ~2aG. 7 
' 

1$82 $1,542. 0 $3"3. 2 $251.S 

1':183 s1,ss2. G $L•3. 9 ~257.0 

1S84 ~·2, 149. 3 ~'+€.. 6 $2E·l. 4 

$2,325.9 

l'OTA!.. $11, 721. l $359.S $1,SC:4.9 

. ' 
. '' 

' .... 
• t 

• 

$4E..G $225 . S $1 , 014.S $853. S $374.:3 $37G. 7 

$l , :a09.~ $544. 7 $921.4 

$'35. 2 $302.4 $1,SOS,O $1 1 0 12 . S ' $1 ,E.14.4 

$147. G 1-322. 0 ~2, 0·1)4 . 0 . $1, o·~L a $74'3 . 5 <Z2,3G4.0 

. $211.6 . $315 . 2 $2, 35·3. •;) $1,163.7 $S4S. 9 ~::l,214 . 0 

.... 
$2':lG. O !t.324. S !;;2, 804. l $1,103.7 $1, 0:10. 1 ~4 , 254.2 .. 

$400.::l $3l;•3. 4 $3,213. 1 $1 , 126. 4 $1,188. 3 $5,442.:: 

~536 . 7 $379.3 $3,582. 8 $1,191 . 4 $1 , 283.8 

$1,802.0 S2,478.S · $18,l~G.4 $8,496. 8 

CASE III: High Income-Low Expenditure Model 
(See Notes for Explanation of Assumpt ions) 

NOT APPL. $€.,726.3 

prt>pilrad by: 

la9i s lnt i vc a ffuir~ ~n~ncy 
rcG~~rch divicion 
july <:., l.::J77 

~sos . o 

$315. E. 

~~71.4 

$1,017.E. 

$1,C.77 . '3 

52 1 57G.'.:i 



Working Paper #1 

STATE OF ALASKA PERMANENT FUND 

INVESTMENT OBJECTIVE OPTIONS 

August 25, 1976 

In accordance with the directive given to us, this first wor king 

paper focuses on identifying all of the possible investment 

objective options for the proposed permanent fund . 

Our 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 wi th a fiscal management orientation . 

Social Orientation 

I . Income Red istribut ion 

The principle objective of the fund would be to 

serve as a ve hicle for redis tribut i ng income from 

'ilh & F Streets • P. 0 . Box 420 •Anchorage, Alaska W510 • (907) 276·3110 



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. Obv iously, 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 . 

l J. Subsidization of Lower Income Families 

llerc t he f und would be utilized to guaranty or purchase 

loons up to certain amounts and for certain purposes. 

'l'hc program wo uld be struclurcd so us to provide 

fi nancing to families who otherwise would have a difficult 

Lime obtainJng Cunds. An e xample would be expans~on of 

the SLotc ' s home morLg agc program. 

l l t. Gcoc1ruph i c Re d is tr ibution o f Wealth 

Under this objective Lhc f und would l nvcst princlpolly 

ul rural development prog rtims, making c.lpital avll ilablc 

(.I) 



for both public and private projects that otherwise 

would not be able to attract such capital. This 

objective t~nds to fly in the face of an important 

concept which s hould be kept in mind: just because 

f inanc ing is available for a partic ular project no t 

necessarily make the pro j ect sensible from a long­

run opera tional viability standpoint. 

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

Endowment to Finance the University of Alaska 

'I'his strutegy, similar to the one pursued in Texas 

(Permanent Un iversity Fund) , repn~:· •.mts a rather 

dramatic commitment of state funds . It would seem 

that s uch a commitment would have to have some degree 

of f lexibility, as it runs the risk of not coinciding 

with future social priorities . 

v. Direct ly Increase the Quality of Life of All Alaskans 

'l'hrough various Subs i dies 

The structure ot this program would be identical to that 

undor 1r, e xcep t that t he l ower i nterest loans would be 

«vallable al l Alaskans regardleas of i ncome or ther 

Cluancial criteria . Naturally, such a program would 

run Lhc risk o f some rather dramatic di s parities, such 

dS a n oxtromcly weolthly individual receiving a state 

subsidized loan. 

( l) 



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 uividends 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 t o the legal 

questionability and mechanica l complexity, there are 

some major philosophical questions which such a program 

brings forth. 

EconomJc Orientation 

VlIJ. Subsidize small businesses through expansion of existing 

loon programs (Small Business Revolving Loan Fund, Commercial 

f'lshing Loan Fund, nnd Tourism Revolv i ng Loan Fund) and the 

development o( now similar loan programs. 

( 4 ) 



This program would likelv ~ake 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 

f\sslstance Act} . 

These programs should be pursued only if they sufficiently 

alter the very structure of these industrie s so as to 

create truly vi able ente rprises which in the long-run 

will generate tax and other revenues which more than 

offset the costs of these programs to the State. 

IX. Vehicle to create a more stable and broadly based economy . 

( 5) 



objective the priority 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 Managemen t Orientation 

X. Vehicle to provide cushion for possible future revenue 

down t.urns. 

Under this program the fund would be invested re­

latively conservative ly. Earnings would be re-invested 

separately in the safest securities, and the accumulation 

of such earnings would be ava ilable to fill any gap 

resulting from a momentary short-·run decrease in revenue 

to the State of Alaska as a result of cyclical or other 

temporary factors . 

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

Alaska's taKpayers. • 

(6) 



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. 

Genera~ Comments 

Upon considerable r ef lection 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 t he 

fund i n accordance with the intent of the Legislature and the 

Alaska vote r s would imply a long- range rather than a short-range 

orientat ion. 

In this r ega rd, .it is i mportant to acknowledge that often pursuit 

of short-run socia l objectives such as redistri bution o f wea lth 

of ten is counler-productive to the exten t t ha t it ca n undermine the 

very facto rs that are necessary for their long-run continuation. 

Fur t he r , it s hou ld be ack nowledged that pursuit of economic ob­

jective~, to tho extent t hat they expand the tax base, often more 

( 7) 



effectively contribute to the long-run maximization of social 

objectives. 

It is thi s line of reasoning tha t 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 i f they approve 

the c reation of the Permanent Fund . 

I t appears to us that the following activity is now appropriate for • 

the State Investment Advisory Conunittee: 

(1) Select on a preliminary basis the objectives to be 

pursued, establish the priority for each. 

(2) Fully analyze the implications and effects of the 

pursuit of each objective . 

(3) Refine, consolidate , and perhaps reduce the objectives 

to be pursued, establishing a relative priority for each . 

(4) 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 a nd long-run maximization of objectives ) . 

(5) Determine the orgnnlzational structure , administrative 

procedures , and other specifics required for implementation 

of the fund. 

This working paper r epresents only our initia l thinking on this 

matter and is intended solely as a basis for disc ussion which wi l l 
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lead to a &pecif ic identifico~~~n ot 

v~rformed. 
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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 

Permani::.lt Fund would operate. 



THE CURRENT STRUCTURE OF ALASKA ' S ECONOMY 

AS IT IS TODAY 

Cyclicality ..••.• . • • . • •••• 

Seasonality . .• . .•.•.•. •.• • 

Di versif ica ti on . ... .. . .• •• 

Labor Intensity .. .... . • . .. 

The Public Sector .... . ••.. 
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Wage and S.ul.:iry Civilian Employme~t Mix 1975 

l . u<J' __A Alaska 
. :/ .' ,.r) 

I /.r;· J.. 
l /;/ ' .. Indus t ry 

; / J . 
I ) frJ\, ~ ... 
f.~ y- ·V I " '(j' Trade, Services., Finance 

.v 
1 ror 
:./ . Government · 

Construction 

Trans., Comm., Util . 

Manufacturing 

Mining 

Industry Group 

Distributive 

Government 

Dasie 

% of Total 

36. 4 J 

3 ,, • 0 

14.4 

10.0 

5.5 

2.7 

% of Total 

46 . 4 

31.0 

22.6 

United States Average 

Industry 

Trade, Services , Finance 

Manufacturing 

Government 

Trans., Comm. , Util. 

Construction 

Mining 

Industry Group 

Distributive 

Basic 

Governmen t 

46.l 

2:l.6 . 

18 . 8 

5. 9 

4.7 

1.0 

% of 

52 .0 

29.3 

18. 8 
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ALASK.~ POPULATION DY REGION 

Sol\thcentral 

Interior 

Arctic & \·lestern 

Southeastern 

% of. Total 

5'1.5 

17.4 

16.3 

11.9 
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State 

ALASKA 
Distr ic t of Columbia 
Connecticut 
Delaware 
New Jersey 
Illinois 
New York 
Hawaii 
California 
Nevada 
Maryland 
Michiga n 
Massachusetts 
Washington 
North Dakota 
Ohio 
Colorado 
Kansas 
UNI'l'ED STA'I'ES 
Pennsylvania 
Minneso ta 
Flo r i l.:i 
~·!~'Oltd lhJ 

RhoJc Island 
Virginia 
Oregon 
IO\.J.:l 

Neb raska 
Wi sconsin 
Ind i..·l:Ut 
Ar izona 
Minsouri 
Montuni.I 
'J'exas 
New ll<lmpsh i.rc 
Idaho 
Georg ia 
Sou t:h Da ko tu 
t\orth Caroli.nu 
Mu.in~ 
Ok l ahom..i 
•rcnn'-·r. ::. ""2 

VcrmonL 
Utuh 
!\en tuc l:y 
l..ou i !;j .an"" 
\·lcs L v j rc:i i.n i. ~.1 
Sou Lh Cu rol l n ~• 
1\ l n b rn1tt\ 
f\ rk.::tn !Hl !i 
Mis n ln ::t ppl 

7,062 
7,044 
6,455 

' 6,306 
6,247 
6,2 34 

.. 6,159 
6,042 
6,032 
6,016 
5,943 
5,883 
5,757 
5, ·110 
5,503 
5,518 
5,515 
5,500 
5,448 
5,44 7 
5,422 
5,416 
5, 4 04 
5 I 34 J 
5,339 
5,204 
5, 2·19 
5 , ?. 78 
5 , '.l4 7 
5 ,1 84 
5 ,1 27 
5,036 
4,!> 56 
4,9 52 
4, 944 
4, 91 B 
4,7 51 
4, CiU5 
4, 6G5 
4,590 
4, 501 
4, 5!:> l 
4 I !> '\It 
4,'17 3 
4, 44i 
4, JC)J 
4, 372 
4 I ) ll 
4 I ~] 5 
.., , 200 
J ,OO J 

, . 

. , 

.. ~. 



LABOR INTENSITY BY INDUSTRY GROUP 

Government 

Trade & Services 

Fishing 

Tourism 

Forest Products 

Construction 

Petroleum 

Highly Labor Intensi~e 

Moderately Labor Intensive 

Capital Intensive 



State Percent 

west Virginia ... 41.3 
Michigan 38.4 
wu.shlngton . 38. 3 
Pennsylvania 38.2 
Hawaii 37.0 -. 
New York ' . 36.2 . --- . 
Illinois . 35.6 . 
Ohio 34.8 
India.na 33.9 
Nevada* 33.6 ~ : ! 

Missouri . 32.9 . 
.) .... J 

Montana 30.7 
Wisconsin 29.7 
New Jersey 29.1 
California . . ,.,.... . 28.9 
Minnesota 28 .3 
Oregon 2·1. 9 
ALASKA 27.6 
Rhode Island 27.3 
U. S . AVERAGE 27.2 . 
Connecticut 26.1 . ,, . 
Massachusetts 26.0 
Kentucky 24.9 
Maryland•* 21.7 
De laware 20.3 
I owa* 20.0 
Uta h* 19.4 
Altibama• 19.2 
Maine 19.l 
Colorado 10.9 
Wyoming* 18.5 
'tcnnessee 18.4 
Vermont 17.7 
New Hampshire 17.2 
Idaho 17 .0 
Nebr.:tsko k 17.0 
Lou i siana 16.9 
Ar izona _. 16.6 
Ar ka nsas • 16.4 
Noc t h O.'.l ko ta "~ J6.l 
Ok l.:i horn.:i lG.O 
Vj r q i.n i.'.l"' 15 .5 
Krtn Sll S .- JS.4 
f'J OC' lclu it 14. 7 
GCOC'<Jiu • l J . 9 
'l'c xa s • J 3 . !j 
N w Me xi.c o 13 . 2 
Mins i. ss j ppi ,., 12 . G 
South Oakot:LI* 11. e •• 
South C.:i rolina * 9.0 
North Caroli mi' 7.5 

* St\lto ho:.; •• right-to-work l.11w. 
• • J nc lucl<.!s nl ot . of Col. 
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STATE OF ALASKA ESTIMATED REVENUE SOURCES 
FISCAL YEAR 1977 

Source 

Peiroleum· Related Sources 

Reserves Tax . ..... • ............. . .•. 

Royalties. sovercncc tax, 
property tax, etc. . ... . ... . . ....... . 

SUBTOTAL . .... ... • . ...• . . .. .. 

Other Sources 

Income T;ixes ..... ..•.•.....•...•..•. 

Othu t:P1t?~. fees, etc. . . . ............ . . 

TOTAL 

Amount 
($Millions) 

$ 260 

$ 155 

s '115 

$ 145 

S MO 

s 700 

Portion 

37.2% 

22.1% 

59.3% 

20.7% 

20.0% 

100.0% 

- . 
I 
I 
I 

J .. 



Oil and 

STATE OF AIASKA ESTIMATED REVENUE SOURCES 
FISCAL YEAR 1985 

Amount 
Source ($ Billions) Portion 

Gas • ...•.....•.. $2.0 71.4 % 

Other Sources •••.••..••. 0.8 28.6% 

TOTAL ...••. • $2.8 100.0% 

14 



During the ten year period of 19 64 to 1974, state and local 

government employment increased.by nearly 15 ,000 employees. 

Assuming the state average household size of ·3 . l persons implies 

an increase in Al~ska ' s population of over 45 ,000. The mulitiplier 

efrec t 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 near ly twice the population impact of the 

construction, petroleum, hardrock mining, flshing and forest 

products industries -- the entire bas i c 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 expendi t Jres doubled. Over the 

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

26 . 2'L 

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 tin1es as many people p~r capita as the average state in the 

country, and has 4 . 7 times as much outstc:mdin~ de bt per capita 

as the av\::rage state in the country. 



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 : 

1. the substantial decrease in employment on the 

pipeline project; 

2. the likelihood of more modest State spending 

increases; and 

3. a holding back in the private sec tor because 

most businessmen and develcpers in Alaska are 

expecting a slowdown. (As in any business 

cycle anywhere, t his i n turn causes them to 

become more conservative and helps bring 

about t he very slowdown t he y expect . ) 

'ilh ~ F Slrfll!IS • p 0 . Ooic • 20 . Anchor-o•. AIH 1<8 911510. (9071276 3110 



To put some preliminary numbers on this slowdown, in 1975 

civilian employment in Alaska rose 22% above the level of 

1974 . In 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 

subs tantial 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 pos t -gold r Jsh collapse. These factor s 

will prevent the forthcoming slowdown from turning into a 

bus t. 

First , we should keep in roind the huge underpinn ing of t he 

Alaska economy: government . Over the past decade, federal 

spending in Alaska has rieen s t eadily at an average annual 

rate of 10%. Thi• is expected to continue. At the state 

governmen t level large spending increases are occurring. 

The Fiscal Year 1975 appropriations provided for a 40 .1% 

i ncrease in expenditures over t he level of fiscal Year 1974; 

the fiRca l Year 1976 budget increased anothtc 28%; and t he 

Fiuco l Year 1977 level of expendi t ures is expected to ris~ 

hy nctlt' ly 20'1 •. 

- 2-



This huge base of government spending and employmen t (indeed , 

providing nearly half t he j obs in Alaska) presents a stable 

underpinning t o our economy which helps to mitigate cyclical 

fluctuations i n the private sector. 

A second element t o keep i n mind when analyzing the possibilit y 

of a post-p i pe line bust is the fact that this project i s not 

a si t uat ion wher ei n on July 1, 1977, everybody i s going to 

lay down t heir tool s ar.d go home . Rather, construct ion on 

t he pipeline wil l concinue into the early 1980' s, gradually 

increa s ing t he capaci t y to two million barrela a day . 

Nevert heless , t he fact remains that it appears at this point 

t ha t i n 1977 t here is going t o be a fall-off in the number 

of worke r s on the pipeline of approximately 18,000 . Interest­

i ngly , t his fall-off is not going to have the catastrophic 

effec t that would appear on the surface. The workers living 

in the camps and working on the pipeline are having a more 

modes t impac t on Alaska's economy than expected. Forty 

per cen t of t hem send t heir payroll checks directly to the 

"lo' ·"' r 48" to a bank in the ir hometowns fo·r deposit . F~ther , 

a substant ia l number of t he local checking accounts of the 

ot her 60% are s imply temporary or flow-through in nature . 

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

is t he fact t hat the pipe line project has not itself 

-3-
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contributed as much to the present boom as i t appears on 

t he surface. Therefore, t he 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 t he 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 t he capital being moved; and w1e know of nwnerous other 

events likely to occur in the 1980'& . 

Th- relevancy of all of this is that there will continue to 

be anticipatory expansion in the private aector. In fhe 

very same way that the delayed pipeline in the early ~70's 

did no t s1uelch complete ly the plans of developers, I 'feel 
I 

Lhat the forthcoming slowdown also will not squelch comple tely 
I 

the activities of developers who look beyond t he valley to 

the strong growth anticipated for the 1980's . 

-4-



To sununarize the outlook for the inunediate future: definitely 

the rate of economic growth will slow down, anf there could 

be a slight downturn in 1977. But this slowdown will be (1) 

somewhat. modest, not in any '~ay resembling a bust, and (2) 

relatively short in duration. 

-5-



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 gr owth . 

Pet roleum Industry 

The second major oil and gas project in Alaska following 

~onstruction of the trans-Alaska oil pipeline will be construction 

of a natural gas pipeline . Although there is as yet no 

spccif ic route approved for transporting the natural gas 

f r om Alaska's t~orth Slope to U. S . markets, three routes have 

been proposed. Canadian Arctic Gas , Ltd., has applied to the 

Federal Power Conunission for authority to transport the gas 

through Canada to Montana and onto the Midwest where it will 

connect with existing systemH, terminating in Pennsylvania . 

El Paso Natu~al 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, 

IC\ 



has fi l ed for permission t o construct a pipeline parallel to 

the first oi l pipeline from Prudhoe Bay to approximately 

Fairbanks, turn east, and enter Canada where it would connect 

wi th existing systems to transport the natural gas to the 

United States. The Federal Power Conunission 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 r oute is approved , Alaska will feel a 

substantial impact during construction of a gas pipeline. 

Nevertheless, the trans -~laska route, which would transpor t 

gas to tidewater, would be most conducive to development of 

a petrochemical industry in Alaska. 

When looking to the future of t he petroleum industry in 

Alaska, it should be lept in mind that t he Prudhoe Bay 

proj2ct 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 s edimentary 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 

t hat the r e is in t he neighborhood of one hundred billion 

bar r els of oil underneath and offshore Alaska. 

( 7) 



Sale Area 

Our nation's official commitment to pursuing greater energy 

self - sufficiency has placed a high priority on lease sales 

on Lhe Outer Cont i nen tal 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 schedulecl over the next two years as 
J 

indicated in the accompanying table. 

OCS SALE SCHEDULE F0R ALASKA 

Call For 
Nominations 

Sale 
Date 

Lower Cook Inlet November, 1976 to 
January, 1977 
February , 1977 
March, 1977 
October, 1977 
De~ember, 1977 
August, 1978 
October , 1978 
December, 1978 

Gulf of Alaska (Kodiak She lf) 
Bering Sea (St . George Basin) 
Beaufort Sea 
Bristo l Basin 
Bering Sea (Norton Basin) 
Gulf of Alaska (Aleutian She if) 
Chukchi Sea (Hope Basin) 

Source : Oil and Gas Journal 

July, 1976 
September, 1976 
May, 1977 
July, 1977 
September, 197 7 

Another factor inducing oil deve lopment is the transfer of 

for ty million acres of land from t he federal government t o 

Alaska's Native corporat ions . Moat of the Native corporations 

which occupy po t entially rich oil and gas basins have consummated 

expl ora t i on agreements wi th petroleum firmo , as outlined i 11 

the table fo llowing. 



NATIVE CORPORATION DRIL ... ING CONTRA,:Ts 

Native Corporations 

Arctic Slope Regional Corp. 

NANA Regional Corp. 
Cal ista Corp. 
Bristol Bay Native Corp. 
Koniag, Inc. 
Doyon, Ltd . 

Ahr.na, Inc. 
Chugach Natives, Inc. 

Contracting Companies 

Standard Oil 
Union-Amoco 
Texaco 
Standard Oil 
Shell 
Phillips 
Standard Oil 
Louisiana Land and Exploration 
Champlin 
.\sland 
Amoco 
Phillips 

Another bright star in Alaska's future is the expansion 

of the petrochemical industry. Current world economic 

conditions which are not conducive to the construct~0n of 

petrochemica l plants in Alaska can be expected to change 

in a more favorable direction over time. Of immediate 

significance, however, is the fact that the State of Alaska 

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

a 12%% royalty. Pr0bably the Srate of Alaska will take 

this royalty in kind, sell it to those firm• that agree to 

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

influence expansion of a petrochemical indu•try in Alaska . 

State Government 

Another major factor raising Alaska's economy onto a new 

pleLeau will be the tenfold increase of revenue to the 

Sta te nf Alaska by the mid-1980's from the 1970 level . 

( 9) 
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When the North Slope is in full production , t he mineral 

royalties, r ight - of-way leases, and production taxes will 

generate substan t ial revenue to t he State .· The greatly 

increased Sta te expenditures will be important no t only 

as ends in themselves by creating employment directly and 

indirectly, but, to the extent that they are devoted to 
I 

public works projects such as highways, ports, schools, etc., II 

they will induce additional economic development. For 

example, expans ion of transportation systems in Alaska's 

interior r egion might make certain proposed mineral ventures 

feasible. 

Hardrock t·!ining 

Although, Ala ska's min i ng industry has been relatively 

dormant except for ext raction of gold, sand and gravel , and 

o few minor operations, many projects are waiting in the 

wings to be developed. There is the proposed Lost River 

fluorite mine co !: he Seward Peninsttla, which contains an 

est imated one-third of the world's supply of fluorite; 

t here is Mitsubishi's iron ore deposit at Klukwan near 

Hai. ncs; Marcona 1 s iron deposit at Snettieham near Juneau ; 

NcwmonL Min ing's nickle deposit at Glacier Bay ; the U.S. 

Uorax tt~lybdenum deposit near Ketchikan ; Kenneco tt 's huge 

copper deposit near Bornite, and many, many o t hers. 
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