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With State Investment Tax Credit Under Existing State Law With State Investment Tax Credit under HI3 866
A Inc. AK Inc. US Inc. WS Inc. A Inc. S Inc.

Project Tax From Tax From  Tax From Tax From Met Tax From Tax From Met
Depre- Project A ITC Project Project s ITC Project  After-Tax AK ITC Project WS ITC Project  After-Tax
ciation Before ITC Applied After ITC Before ITC Applied After ITC Cash Flow Applied After ITC Applied After ITC Cash Flow
0 0 0 0 0 0 0 -1,000,000 0 0 0 0 -1,000,000
80,000 15,980 18,000* -2,020 79,129 100,000 -20,871 272,891 82,520** -66,540 100,000 9,738 306,802
140,000 10,340 0 10,340 45,844 0 45,844 193,816 17,480 -7,140 0 49,123 208,012
120,000 12,220 0 12,220 54,179 0 54,179 183,601 0 12,220 0 54,179 183,601
100,000 14,100 0 14,100 62,514 0 62,514 173,386 0 14,100 0 62,514 173,386
100,000 12,925 0 12,925 57,305 0 57,305 167,271 0 12,925 0 57,305 167,271
100,000 11,809 0 11,809 52,355 0 52,355 1G1,461 0 11,809 0 52,355 161,461
90,000 11,688 0 11,688 51,822 0 51,822 150,834 0 11,688 0 51,822 150,834
90,000 10,681 0 10,681 47,355 0 47,355 145,591 0 10,681 0 47,355 145,591
90,000 9,724 0 9,724 43,112 0 43,112 140,609 0 9,724 0 43,112 140,609
90,000 8,816 0 8,815 39,081 0 39,081 135,878 0 8,815 0 39,081 135,878
0 16,411 0 16,41 1 72,760 0 72,760 85,413 0 16,411 0 72,760 85,413
0 15,590 0 15,590 69,122 0 69,122 81,143 0 15,590 0 69,122 81,143
0 14,81) 0 14,811 65,666 0 65,666 77,086 0 14,811 0 65,666 77,086
0 14,070 0 14,070 62,382 0 62,382 73,231 0 14,0/0 0 62,382 73,231
0 13,367 0 13,367 59,263 0 59,263 69,570 0 13,367 0 59,263 69,570
0 12,698 0 12,098 56,300 0 56,300 06,091 0 12,698 0 56,300 : 06,091
0 12,064 0 12,064 53,485 0 53,485 02,787 0 12,064 0 53,485 62,787
0 11,460 0 11,460 50,811 0 50,811 59,648 0 11,400 0 50,811 69,648
0 10,887 0 10,887 48,270 0 48,270 50,665 0 10,887 0 48,270 56,665
0 10,343 0 10,343 46,85/ 0 45,867 53,832 0 10,343 0 45,85/ 63,832
0 9,820 0 9,826 43,564 0 43,564 51,140 0 9,826 0 43,564 51,140
0 9,336 0 9,335 41,386 0 41,380 48,683 0 9,335 0 41,386 48,683
0 8,808 0 8,808 39,310 0 39,310 , 40,164 0 8,868 0 39,316 46,154
0 8,424 0 8,424 37,360 0 37,360 43,840 0 8,424 0 37,360 43,846

IKR-)6.7/2%

Under present law, Alaska's ITC equals 18% uf the federal ITC, or 1.0% of the quali ied investment. Since tne corpora-
tion has $750,QUO of other Alaskan taxable income, the $2020 in ITC not used to she tor income from the project from tax
can be used to reduce the tax on this other income, by the same token, the $100,000 federal ITC can all be used in one
year to reduce the tax on the other $760,000 of taxable income.

Under H) 866, Alaska's ITC would equal the federal 11C, or $100,000 in this example. The negative figure reflects tne
fact that a $100,000 Alaskan ITC would shelter not only all of the $170,000 taxable income from the project, but would
reduce to zero the $60,640 tax on the other $/5U,U00 ol taxable Alaskan income, and still leave some $1/,480 of ITC to
snare. This $17 480 is carried over into the next year, where it reduces to zero the $10,340 tax liability generated by
rii,> nrniert and reduces the taxes on the other $760,00U by $7,140 (reflected as a negative figure).

11111=16.769%
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MEMORANDUM

May 20, 1982
TO: Senator Bill Ray
FROM: Senator John C. Sackett

SUBJECT: House Bill 866

I would appreciate it very much if you would schedule

House Bill 866 for a hearing before the Senate Trans-

portation Committee. It still has a further referral

to the Senate Finance Committee.

Attached is the back-up on the bill. Although it is a
house bill, I still have an interest in it. Thank you

fcr your consideration.



% Alaska State Legislature

Senate Committee on State Affairs
Vic Fischer, Chairman < Pouch V e Juneau, Alaska 99811 e (907) 465-4954

Official Business

MEMORANDUM
DATE: May 17, 1982 ;

TO: Senator Ed Dankworth, Co-Chairman, Senate Finance Committee
Senator Don Bennett, Co-Chairman, Senate Finance Committee

FROM: Senator Vic Fischer”
1t f r

RE: HB 866, Investment Tax Credit

The House version of HB 866 provided ar investment tax credit equal to
100 percent of the investment credit allowed on federal taxes.
Corporations investing in farming, fishing, timber or mining would be
eligible for the investment credit, oil and gas investments would not
be eligible for the credit.

The Senate CS for HB 866 makes the following amendments:

1. The investment tax credit is changed to 36 percent of the investment
credit allowed on federal taxes. The state currently allows an
investment tax credit equal to 18 percent of the investment credit
allowed on federal taxes.

2. The investment tax itonly applies to mining activities and the

activities must be co”~ d by corporations which have previously not

been active in Alask oe conducted at previously undeveloped sites.
3. The new investme~ X credit expires December 31, 1986.

The purpose of the .nendments is to channel investment tax credits to

initiate new minir investments which would not have been made without
the investment ta> credit. The committee could not obtain a clear legal
judgement as to whether US Borax might qualify and thus obtain a
windfall of close to $80 million.

The following reference materials are enclosed:

CS for HB 866

Transcript of State Affairs hearing of May 5, 1982, on HB 866.

Fiscal note on House passed version of HB 866

Letter of May 15, 1982, to Senator Vic Fischer, from Commissioner
Williams, regarding Effects on Economic-Decision Making from
Increasing the State Investment Tax Credit as Proposed in HB 866

Memorandum of May 12, 1982, to Senator Fischer, regarding Effect of
Investment Credit on Projected State Revenues Generated by US Borax

other pertinent material



DEPARTMENT OF REVENUE // HBNEC
omcc OF THE COUUISSIDHEt / PHONE: (S0?) 465-2300

Tne Honorable Vic Fischer
Chairman

Senate State Affairs Conmittee
Room 423 - Capitol Building
Juneau, Alaska

Re: House Bill No. 866 am

Dear Senator Fischer:

House Bill No. 866 am, an Act establishing a special investment tax
credit, upon first reading in the Senate on April 26, 1982 was referred
to the Senate State Affairs and Finance Committees.

For the consideration of the Senate State Affairs Committee, | am
enclosing a copy of a Fiscal Note prepared by Mr. Robert R. Kessel,
Director, Audit Division, Department of Revenue concerning the proposed

legislation.

Sincerely,

Special Assistant

cc: The Honorable Don Bennett
The Hor.nrable M. E. Dankworth
Co-Chairmen
Senate Finance Committee

Joseph-K. Donohue
Deputy Commissioner
Department of Revenue

Robert R. Kessel, Director
Audit Division
Department of Revenue



THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

I. REQUEST
Bill/Resolution Number: H3 866 sm
Title: An ut establishing a special investment tax cred:
Requested by: State Affairs Date: April 26, 1982

I1. FISCAL DETAIL
Agency Affected: Department of Revenue
Prooram Category Affected: Revenue Collection and Management
BPU~ Program, or SubDrooram(s) Affected: Audit Division
(Note: If more than one budget component..i§ affected, separate line-itenm
amounts and funding for each"”mpbnpht-in the analysis section.)

: -
EXPENDITURES (Thousands of Dollars};%"?"

FY 82 1 FY 833\' Fy 84 FY 85 FY 86 FY 87

100 PERSONAL SERVICES | ' m
200 TRAVEL 1
300 CONTRACTUAL |1 -
1
|
|
|

400 COMMODITIES

500 EQUIPMENT

600 LAND & STRUCTURES
700 GRANTS,CLAIMSETC
800 MISCELLANEOUS . - -

TOTAL ! -
t t
FUNDING (M illions of Dollars)
i i i

GENERAL Funp r (25)1  (11.5)1 (13.0)
FEDERAL FunDs | 0 . . ) ]
OTHER (Specify Source)! 1

-1 | - - -
I

[]
P N ] el Y T Tl =
I
1

POSITIONS

FULL TIME | -1
PART TIME ! -1 - - -
TEMPORARY -1

I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section 111)

It is assumed that the investment tax credit utilizedby the four impacted industries,
including carryback of the credit, would essentially equate to the income tax payable
by these four groups for the latest year. These fourgroups account forapproximately
33 percent of the Department®s revenue projections.

ftdL j
IV. DATE: April 26, 1982 PREPARED BY: Robert R. Kessel
AGENCY: Audit Division
Original: Legislative Finance PHONE: 465-2320
ccC. Budget and Management

Prime Sponsor (First Legislator Named)
Vt-HIV* | Ppw 1070~ .



STATE OF ALASKA
DEPARTMENT OF REVENUE

M EMORANDUM

TO: R. D. Stevenson
Special Assistant

FROM: Robert R. Kessel
Director, Audit Division

DATE: April 26, 1982

RE: " "Hb 866 am*

The bill would substantially expand the Investment Tax Credit
for certain corporations. However, the bill falls short of its.
intended purpose to promote the development of farming, fish-—
ing, timber and mining and, -in addition, 1is potentially very e

expensive. ,S

I am not aware®"of any study-which supports the conclusion that
state 1income tax credits are a strong encouragement for Invest—

ment in a particular state. Most studies, in fact, reflect
that state 1income taxes have a low importance ranking when
investment appraisals®are made. In fact, supply of labor,

financing, marketability, supply of raw materials, etc., are of
the most relevancy.

Experience has shown that when a social or economic problenm

arises, often the first - and not carefully considered - answer
is to use the tax system,, whether the proposal comes from
government or the private sector. However, tax credits seldom
solve the social or economic problem. In fact, tax -credits are
useful only to those who have 1income taxes to pay (profitable)
and who can therefore make use of the credits. Those who don*"t
pay taxes - those with sufficient or no tax liability - thus
receive no assistance from the tax credit program. If a tax
credit were to cover these groups - the ones who really need it-

- it must be refundable; i.e., paid by the state even 1in the
absence of tax Iliability, and a refundable credit really

involves direct spending or subsidy.

It is questionable whether the Federal Investment Tax Credit
has provided businesses the incentive to make investments and
whether the credit has provided an accelerator effect on the

economy as a whole.



R. D. Stevenson 2 April 26, 1982

Questions that have been asked at the Federal 1level include:

1. Does the credit flowyth_rpui“h to stockholders 1in the
"form of dividends Xx"itKefvtfah used for capital."expendi—

tures? $$>;:27 ;%"
vr
2. Has the credit been us83:"for foreign investment rather

than domestic investment thus exporting more jJobs \

overseas?** - "

I

3. Has the 1investment, tax credit actually 1increased
investment 1in capital projects?

These very same questions must be asked if Alaska allows the
investment tax credit to the extent of_HB 866 am.

The extent of the investment tax credit in HB 866 am appears to."
be grossly misunderstood. The bill would allow the same amount
of investment tax credit as..is allowed on the Federal return.
This 1is in spite of the tremendously large differentials in tax
liabilities at the two levels. For example, if a taxpayer
invested $5,000,000-in qualified investment property with the
resulting investment credit of $300,000 (10%), the Alaska
taxable income needed to absorb that amount would be about

$5,400,000. In other words, not a cent of Alaska 1income tax
would be paid if the corporation had a taxable income of
$3,400,000. Conversely, the Federal tax liability on that

amount, even with the 1investment tax credit, would be about
$2,000,000

If a corporation invested $50,000,000 1in qualified property,
the Alaska taxable 1income needed to absorb the investment tax
credit would be in excess of $50,000,000 whereas the Federal
tax 1"iability on the $50,000,000 would be about $18,000,000.

Since only profitable companies could uti-ize the 1investment
tax credit, the reduction 1in Alaska State Income Taxes result—
ing from HB 866 am would 1increase Federal taxable 1income by a
like amount. In essence, up to 46% of what 1is saved at the
Statu level would simply be transferred to the Federal Govern-—
ment 1in the form of a higher Federau 1income tax liability.

In addition, Alaska already®"has an investment tax credit for

all industies but limited to 16% of the Federal Tax Credit and
a further limitation of $20,000,"000 for qualified property
eligible for the credit. The 16% directs itself to the fact
that the tax rates are so different; i.e., maximum State rate -
9.4%, maximum Federal rate - 46%.
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high as $100,000,000

(based on investment cost of $1 billion). With the fifteen
year carry-over provision for the investment tax credit, the
investment tax credit of $100,000,000 could equate to the
following revenue 1loss to Alaska (assuming U. S. Borax had

sufficient taxable income to absorb):
Investment Credit applied against
liability - per current law

$1,000,000,000

X 10* Investment Credit
x 18* currently allowed
corporations
applied against
this bill

Investment Credit
liability per

$1,000,000, 000
= <;x lgs :\viv-. -
# r

Net.Loss 1in Revenue

tax
amount
for Alaska
$ 18,000,000
tax
A\ 'vi00,00-|000

$ 82.000.0uQ
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The above assumes that the entire SI billion would be eligible
for the investment tax credit."The, portion actually available

could vary from 65-100%. V V-r... '

Brrax activity will not impa”i*"*~the.”~immediate future fiscally
since production from the Ke®"t"chiksnomine is not anticipated

until the late 1980 . .

The bill also creates a carry-back problem The investment tax
credit can be carried back and would affect prior year taxes.

Therefore, 1in essence, this bill provides for the potential of
a refund of past years taxes. This potentially creates a con—

stitutional question.

HB 866 am adds a provision not contained 1in HB 866. It is as
follows:

"(K) No Credit shall be allowed under (j) of this
section for any 1investment credit which is allowed as
to federal taxes for leased property by reason of
Section 168(F)(8) of the Internal Revenue Code (26

U.S.C.. 168(F) (8 .

One consequence of the Accelerated Cost Recovery System and
revisions of the 1investment tax credit is that many companies
are not able currently to use all their tax deductions and

credits. In considering potential 1investments, these companies
are at a competitive disadvantage and can become targets for
tax-induced takeovers and merges. The Economic Recovery Tax

Act of 198.1 (ERTA) establishes what 1is referred to as a safe-
harbor for characterizing transactions as leases rather than as

sale. A lease transaction permits the lessee-user of property
to transfer tax benefits to a lessor-investor, a oale trans—
action does not. IT a lessee-user transfers the tax benefits

back to th" Jlessor, the user receives a significant portion of
the tax beiefits through reduced rental charges.

The new law provides more ease 1in transferability and its pro—
visions eliminate many of the arguments which often had occurred

between the taxpayer and IRS. However, the substantive law
regarding lease transactions has not changed as a result of the
Economic Recovery Tax Act (EF.TA). Procedural law hs changed

and provides for the ease 1in transferability of the tax benefits
from lessee to lessor.e= *

Section 2(K) of HB 866 am provides for an unworkable administra—
tive process for the Department of Revenue. The Department
does not have the staffing to determine 1if the pre-cRTA Federal
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law provision .would have caused.a lease arrangement to be con—
sidered a salt. Tne taxpayer.;,-:4s under pre-ERTA, would
obviously class certain tra$sab.ti.pns. as a lease rather .than a
sale and await our challenge~faisTthey previously® "did with the

Federal Government. Therefcfzf/jjkno~rdecrease in the fiscal note
developed for HB 866 is foresee”and, 1if any, would.be impos—
sible to determine. 0TV

«RRK/gb
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DEPARTMENT OF REVENUTE gt?r\llJEcAHUSALASKA o051t
QA G TH COHISIOK PHONE : 19071 465-2300
May 15, 1982

The Honorable Vic Fischer, Chairman
Senate State Affairs Committee

Pouch V
Juneau, AK 99811

Re: Effects on Economic Decision-Making from Increasing the State
Investment Tax Credit as Proposed in House Bill 866

Dear Mr. Chairman:

In my testimony before the Committee | stated that increasing
the State's investment tax credit as proposed in HB 866 would have only a
minimal effect on the internal rate of return after taxes for new proj-

ects in Alaska. | also said that, to the extent there would be an effect
on the rate of return, it would be greater for "fat cat™ corporations
than for small ones. | now have had the opportunity to prepare an exam-

ple which demonstrates the truth of both assertions.

Suppose we have a new project in Alaska, and to avoid any dis-
tortions by making it too large, suppose further that it costs $1,000,-
000, takes a year to complete and will employ 25 people. Suppose, too,
that after expenses other than income taxes and depreciation, tiie project
yields a net cash flow of $250,000 a year for its first four years of
operation, and then each year thereafter the net cash flow decreases by
five percent from the previous year. Finally, let us suppose that the
project qualifies for Accelerated Capital Recovery System treatment under
the new tax law using a 10-year life.

The analysis | have used takes this project and compares the
internal rate of return (IRR) on the investment under Alaska's present
investment tax credit with the IRR under the credit proposed in HB 866.
This comparison is first made with the project standing alone; that is,
the investor has no other income to be sheltered from the tax benefits
generated from the project. | call this Case 1. Case 2 doesn't involve
too fat a "fat cat"™ corporation, simply one with $750,000 a year of tax-
able Alaskan net income from other sources.

The tables attached to this letter show what the after-tax cash
flows are under Case 1 and Case 2, both with the present investment tax
credit and with the one proposed by HB 866. As you can see from those
tables, the IRR under the non-"fat cat" case (Case 1) is 18.763% under



Hon. Vic Fischer (re HB 866)
'May 15, 1982
Page 2

the present law and would rise by only 0.363 of a percentage point to
19.126% under HB 866. In contrast, :the improvement in the rate of return
for the "fat catl case (Case 2) is nearly three tiir.es as great as for tne
"skinny"cat — 0.99/ of a percentage > pw‘nt(lS.??Z% to 16.769%).

Note also how small a difference there is in the rate of return
between present law and HB 866. The extra economic incentive from rais-
ing the State's investment tax credit is truly minimal (and you can see
why: look how much higher the federal taxes would be during the early
years with HB 866 than they are under present law, in both Cases 1 and
2). Other factors have much more effect on the economics of an invest-
ment than the amount of investment tax credit. For example, in Case 1,
suppose one's assumptions about market prices, labor costs and other
operating expenses had a 10 percent margin of error. If the net pre-tax
cash flows were only 10 percent higher than the figures in the table,~the
increase in the rate of return would be 4.25 times tnat from the extra

tax incentive under HB3 86FI

Without going on excessively, | would only reiterate my objec-
tions that HB 506 does too little economically, at too high a price for
the State, to the advantage of wealthy corporations over small ones. It

scarcely makes economic sense andcertainly makes poor State policy.

I hope this information may prove useful to you and your Com-
mittee in considering HB 866.

Sincerely,

Thomas K Williams
Commissioner of Revenue

Attachments

P.S. | might add parenthetically that the reason for the lower IRRs in
the "fat cat" case is that all income from the project is taxed in
the maximum tax b. acket under both federal and stale ;ax laws,
because of the other $750,000 of taxable income; the project repre-
sents incremental income to the corporation. In Case 1 the project
stands alone, and so the first $100,000 and first $90,000 are taxed
below the maximum rates under the federal ana Alaska tax laws,
respecti vely.
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Pre-Tax
Cash Flow

from Project

-1,000,000
250,000
250,000
250,000
250,000

237,500
225,625
214,344
203,627
193,445

103,773
174,504
165,055
157,662
149,604

142,200
135,090
120,336
121 ,919
115,023

110,032
104,630
99,304
94,330
09,621

Project
Depre-
ciation

0
00,000
140,000
120,000
100,000

100,000
100,000
90,000
90,000
90,000

90,000

eoNoNeNolo) [N eNeNe)

O OO OOo

AK Inc.
Tax From
Project

CASE 1.

AK Inc.
Tax From
A ITC Project

US Inc.
Tax From
Project

Before ITC Applied After ITC before ITC

0
12,020
6,300
0,260
10,140

0,965
7,049
7,720
6,721
5,764

4,055
12,461

11,630 .

10,061
10,110

9,407
0,730
0,104
7,600
6,927

6,303
6,066
6,376
4,900
4,4Gh

0 0
12,021/ 0
400
0,260
10,140

o o

0,965
7,049
7,720
u,721
5,764

OO OO Oo

4,055
12,461
11,630
10,061
10,110

Qoo oo

9,407
0,730
0,104
7,600
6,927

OO0 oOoOoOOo

6,303
5,066
6,375
4,900
4,466

[oNo ool

Under present lav/, Alaska's ITC equals

IC, any

ITC that

tiie $111,000 state

ITC was taken in Lite

Under 1IJ Bob, Alaska's ITC would equal
remains of the $100,000 ITC after the twelfth year of the project.

0
57,950
30,166
35,750
44,006

30,076
33,927
33,393
20,927
24,022

21,317
54,331
60,693
47,237
43,954

40,035
37,072
36,057
32,303
29,042

27,429
25,216
23,322
21,522
19,012

I0X ol the federal
is not used in a tax year may be carried forward

first year;

the federal

A HAWV ALASKAN BUSINESS ON ITS OMNN

With State Investment Tax Credit under I1IU B66
WS Inc. A Inc. WS Inc.
Tax From Net Tax From Tax From Net

Us ITC Project  After-Tax 1 AK ITC Project WS ITC Project  After-Tax
Applied After ITC Cash Flow | Applied After ITC Applied After ITC Cash Flow
0 0 -1,000,000 1 0 0 0 0 -1,000,000
57,950 0 250,000 | 12,020 0 67,950 0 250,000
30,166 0 249,600 | 6,300 0 30,166 0 250,000
11,004 25,066 217,074 1 0,260 0 11,004 27,050 222,160
0 44,006 195,774 1 10,140 0 0 40,750 201,260
0 30,076 109,659 | 0,965 0 0 43,000 194,600
0 33,927 1U3,049 1 7,049 0 0 37,630 100,000
0 33,393 173,222 1 7,720 0 0 36,940 177,396
0 20,927 167,979 1 6,721 0 0 32,010 171,609
0 24,042 162,059 | 5,764 0 0 27,335 106,110
0 21,317 167,01 | 4,055 0 0 23,269 160,514
0 54,331 107,002 | 12,451 0 0 60,069 114,625
0 50,693 103,631 | 0,067** 2,763 0 54,772 100,319
0 47,237 99,474 1 0 10,051 0 47,237 99,474
0 43,954 96,620 1 0 10,110 0 43,954 95,620
0 40,035 91,950 1 0 9,407 0 40,035 91,950
0 37,0/2 00,400 1 0 0,730 0 37,072 00.4U0
0 35,057 05,1/6 1 0 0,104 0 35,057 05,176
0 32,303 02,036 1 o) 7,500 0 32,303 02,036
0 29,042 79,054 1 0 6,927 0 29,042 79,054
0 27,429 76,220 1 0 6,303 0 27,429 76,220
0 25,216 73,449 1 0 6,066 0 26,216 73, ‘149
0 23,322 70,600 1 0 5,3/6 0 23,:722 70,600
0 21,622 67,900 1 0 4,900 0 21,622 67,900
0 19,012 66,343 1 0 4,466 0 19,dl12 65,343
HUM 8.7634 HUM 9.1261

IIC, or 1.0X of the qualified investment. As V/itli tne lederal

the balance ol $>1110 is

ITC, or $100,000 in this example.

into the next tax year.

taken

in the second.

lhis $0,Bb7 fiyure

In this case only $12,020 of

represents what
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Pre-Tax
Cash Flow

from Project

-1,000,000
250,000
260,000
250,000
250,000

237,500
225,625
214,344
203,627
193,445

183,773
174,504
165,055
157,662
149,604

142,200
135,090
120,336
121,919
115,023

110,032
104,530
99,304
94,330
09,621

Project
Depre-
ciation

0
00,000
140,000
120,000
100,000

100,000
100,000
90,000
90,000
90,000

90,000

OO OO o [eoNoNoNe]

[eoNoNoNolo)

A Inc.

Tax From

Project

0
15,980
10,340
12,220
14,100

12,925
11,009
11,688
10,4

9,724

0,016
16,411
15,590
14,011
14,070

13,367

12,690
12,064
11,460
10,007

10,343
9,026
9,336
0,060

CASE 2. A LARGE ONGOING ALASKAN BUSINESS

A Inc. U5“Inc. WS Inc.
Tax From  Tax From Tax From Net

A ITC Project Project us ITC Project  After-Tax
Before ITC Applied After ITC Before ITC Applied After ITC Cash FloV
0 0 0 0 0 -1,000,000
10,000*  -2,020 7y,129 100,000 -20,871 272,091
0 10,340 45,044 0 45,044 193,016

0 12,220 54,179 0 54,179 103,601

0 14,100 62,514 0 62,514 173,306

0 12,925 57,305 0 57,306 167,271

0 11,809 52,355 0 62,355 161,461

0 11,680 51,022 0 51,022 150,834

0 10,601 47,355 0 47,355 145,591

0 9,724 43,112 0 43,112 140,609

0 0,015 39,001 0 39,001 135,070

0 16,41 1 72,760 0 72,760 05,413

0 15,590 69,(22 0 69,122 01,143

0 14,011 65,666 0 65,666 77,086

0 14,070 62,302 0 62,3U2 73,231

0 13,367 59,263 0 59,263 69,570

0 12,690 66,300 0 56,300 66,091

0 12,064 53,405 0 53,405 62,707

0 11,460 50,011 0 50,011 69,640

0 10,007 40,270 0 40,270 56,665

0 10,343 46,357 0 45,857 53,032

0 9,026 42,564 0 43,564 51,140

0 9,335 41,306 0 41,306 40,503

0 0,068 39,316 0 39,316 46,154

0 0,424 37,360 0 37,360 43,046

0,424

11111=15,772%

Mith State Investment Tax Credit under IlU 066
A Inc. S Inc.
Tax From Tax From Net
A ITC Project WS ITC Project  After-Tax
Applied After ITC Applied After ITC Cash Flow
0 0 0 0 -1,000,000
02,520** -66,540 100,000 9,730 306,002
17,400 -7,140 0 49,120 200,012
0 12,220 0 54,179 103,601
0 14,100 0 62,514 173,306
0 12,925 0 57,305 167,271
0 11,809 0 52,355 161,461
0 11,600 0 51,022 150,034
0 10,681 0 47,355 145,591
0 9,724 0 43,112 140,609
0 0,015 0 39,001 135,870
0 16,411 0 72,760 85,413
0 15,590 0 69,122 01,143
0 14,011 0 65,666 77,006
0 14,070 0 62.3U2 73,231
0 13,367 0 59,263 69,570
0 12,690 0 56,300 66,091
0 12,064 0 53,405 62,707
0 11,460 0 50,011 59,640
0 10.U07 0 40,270 56,665
0 10,343 0 45,057 63,032
0 9,826 0 43,564 51,140
0 9,335 0 41,306 40,603
0 0,060 0 39,316 46,164
0 0,424 0 37,350 43,046

A Under present law, Alaska's ITC equals 1fiX of the federal I1IC, or 1.0X of the qualified investment.

AA

tion ha?" $760,000 of other Alaskan taxable
can be used to reduce the tax on this other income.
year to reduce the tax on the ether $760,000 of taxable

Undos Il UoB, AL *.l:a's

fact that a $100,000 Alaskan

spare.

ITC would equal

the federal
ITC would shelter not only all
reduce to zero the $60,640 tax on the other $760,000 of taxable Alaskan income, and still

income,

the $2020 in
By the same token,
income.

IIC, or $100,U00 in this example.

ITC can all

be used

Since tne corpora-
ITC not used to shelter income from the project from tax

the $100,000 federal in one

The negative figure reflects tne
the $1/0,000 taxable income from the project, but would

th" nroiect and reduces the taxes on the otoor $760,00U by $7,140 (tel loctod as a negative figure).

leave some $1/,4U0 of
This $17,400 is carried over into the next year, where it reduces to zero the $10,340 tax liability generated by

ITC to

11111=16.769%



DATE: May 12, 1982
TO: Senator Fischer

FRQM: Ira Winograd, staff ;ST . .

V.o
RE: HB 866 am, (House Passed Version of Investment Tax Credit) Effect of
10% Investment Credit on Projected State Revenues Generated by US
Borax

The 10 percent investment credit offered by the House version of HB 866
would exempt Borax frcrn state income taxation for from fourteen to
seventeen years. HB 866 would cost the state $45 million in forgone

Borax revenue.

The ten percent investment credit would generate approximately $45
million in investment credits for Borax to apply against state income
tax liability. Borax could also be the beneficiary of an additional $32.

million in excess credits.

Borax estimated that it would be liable for $46.8 million in state
income tax for the first fourteen years of operation. More recent
estimates indicate that income tax liability during the first seventeen
years of operation may be $45.7 million under a high investment
scenario.

Methodology
Lew investment scenario High investment scenario

Investment to obtain full production
$870 million* $1,500 million

Investment eligible for investment credit
548.1 950

Investment credit entitlement
44 .9 77.9

Directly Useable investment credits
44 .9 " 45.7

* In 1982 real dollars.

Investment to obtain full production. Lew figure (870) supplied by
Borax to the governors office. High figure (1,500) supplied by Borax to
Phil Holdsworth of the Alaska Miners Association.

Investment eligible for investment credit. Borax estimates that 63
percent of investment is eligible for investment credit. (The
department of revenue estimates that 80% of investment may be eligible
for investment credit.)



Investment credit entitlement equals investment eligible for investment
credit multiplied by the proposed 8.2 percent net increase in investment
credit. The net increase in investnent credit is the difference between
the H.B. 866 10% credit and the existing 1.8% credit.

Useable investment credits. mBorax verified the following stream of
state income tax liability (ii* real 1982 dollars based on an 870 million

investment):

= | adjusted adjusted

Tax Liability net income” net income tax
year 1 - .023 million .2 (25.0) 0

2 - 276 2.9 (22.3) 0

3 - .374 4.0 (21.2) 0

4 - .528 5.6 (19.6) 0

5 - 541 5.8 (19.4) 0

6 - 2.6 27.7 2.5 .2

7 - 4.1 43.6 18.4 1.7

8 - 5.1 54.3 29.1 2.7

9 - 6.1 64.9 39.7 3.7

10 - 6.1 64.9 39.7 3.7

11 - 5.9 62.8 5.9

12 - 5.9 52.1 5.9

13 - 4.7 50.0 4.7

14 - 4.6 48.9 4.6

15 - 4.5 47.9 4.5

16 - 4.5 47.9 4.5

17 - 4.6 48.9 4.6
Total 21.9 457

The corresponding income is shown in column two, based on m
9.4% corporate income tax.

Column three shows the adjusted net income to account for the extra
depreciation during the first ten years due to the additioanl 630
million investment under the high investnent scenario; (870 low
investnent, plus 630 additional investment, equals 1,500 high
investment). The department of revenue estimates that each additional
investment dollar will reduce net income by 40C over a ten year
depreciation schedule.

The fourth column shews adjust” tax liability based on decreased net
income during the first ten yetirs under the high investment scenario.

Useable investment credits cannot exceed net tax liability for the first
15 years after the investment. However, not all investment will be node
before the first year of operation. After approximately the seventeenth
year of operation, 1investment credits based on initial investments would
no longer be eligible for refund. Under the high investment scenario,
only $45.9 would be eligible for credit refund. Excess investment
credit would be $32.2 million.



ALASKA MINERS ASSOCIATION, INC.

509 W. Third Ave., Suite 17, Anchorage, Alaska 99501 (907) 276-0347

The Honorable Vic Fisher, Chairman-’-'
Senate State Affairs Committee
Alaska State Legislature

Pouch V (M5 3100)

Juneau, Alaska 99811

Dear Senator Fisher:

The Statewide Board of Directors of the Alaska Miners Association
unanimously passed the attached resolution urging enactment of HB-866. The
Alaska Miners Association represents approximately 1400 miners located
throughout Alaska.

The Alaska Miners Association believes that the investment tax
credits proposed in HB-866 will broaden Alaska's economic base. The
people of Alaska are concerned about our state's dependence upon oil
revenues. We feel diversification of our state's economy is very
important for the long term economic health of Alaska.

Many members of the legislature may be hesitant to consider a tax
credit bill in the face of declining oil revenues. However, HB-866 is
an incoming-producing bill. It will send a strong signal to investors
that Alaska is seriously attempting to attract mineral developmpnt and
increase exploration and mining activity. The economic benefits
accruing to the state will far outweigh the revenues lost by the tax

credit.

The initial reduction in revenues by mineral investment would be
small, less than ten million dollars annually. The tax credits will
make Alaskan mineral investments more competitive on a world wide
basis and lead to the establishment of a long term healthy mining
industry.

We are asking for your help to obtain passage of this bill and
make an investment in Alaska's long term economic future.

Sincerely yours,

David A. Hpatwole
President

DAH/dIw



,  ALASKA MINERS ASSOCIATION, INC.

500 W. Third Ae., Siite 17, Anchorage. Alaska 99501 (07) 276-0347

RESOLUTION rHOUSE BILL-866

Vlhereas the Alaska Miner's Association desires to foster the development
of Alaska's mineral resources and,

Whereas the people of Alaska desire to broaden the economic basis of our
state and,

Whereas the Investment Tax Credits proposed in HB-866 would provide
financial incentives for the development of minerals in Alaska.

The Board of Directc.s hereby resolves to urge the Speaker of the
Alas.ka State House and the President of the Alaska State Se ate, for
expeditious passage of HB-866.

Approved

Fairbanks, Alaska

March 30, 1982



SENATOR FISHER AND MEMBERS OF THE COMMITTEE

My name 1is Lance Anderson and I—%m’\ViceU/ President of Finance for Cook Inlet
- 0*

Region, Inc. |

Cook Inlet Region, Inc. supports passage of H.B. 866 because we believe:

First, that the bill will encourage additional investments into the State of
Alaska®™s non oil and gas basic resource industries. By encouraging
investment in those presently marginal industries through a temporary tax
decrease the State 1is encouraging the private sector to accelerate the

diversification o:“the State"s economy and employment base.

Second, we believe passage of this bill sends a clear policy signal that the
State 1is interested in participating and encouraging these industries by

rewarding successful capital investment in the State.

During the past several months 1 have had many opportunities to discuss this
bill with many different people. If 1 may at this time, I would Ilike to answer
some of the most common questions asked of me.

WHO QUALIFIES FOR THE TAX CREDIT?

All corporations paying Alaska corporate income taxes to the State could utilize

the

special tax credit to the extent they invest 1in qualified investment tax

property in the specified targeted industries.



WhAT IS "QUALIFIED INVESTMENT TAX PROPERTY?"

Qualified investment tax property is primarily tangible personal property, i.e.,
trucks, manufacturing equipment, etc. It does not include roads, buildings,
mine sites, feasibility studies, overhead, etc. In a development project the

amount of qualifying property will only be a part of the total investment in the

project.

HOW IS THE INVESTMENT TAX CREDIT COMPUTED?
First the amount of the actual 1investment 1in qualifying property by a
corporation is determined. Then the property is grouped by useful lives and

the following percentages are multiplied times the property basis:

0 to 3 Years -0-
3 to 5 Years -1/3-
5 to 7 Years -2/3-
Excess of 7 Years All-

The result is then multiplied by 10% to determine the tax credit.

For example, if a $10,000 track having a 6 year useful life was purchased and
used in a mining project, $6,667 of the basis would qualify and the amount of
the credit would be $667. The $667 could then be used to reduce the corporate

income tax due on the company's profits.

WHAT IMPACT WOULD THIS BILL HAVE ON PROJECTIONS OF STATE
REVENUES?

The bill should have a very minimal impact on current projections of State
revenues. At present, only minimal amounts are being invested in the farming,

fishing, timber and mining industries by tax paying corporations. If the



passage of this bill succeeds in its intended purpose of increasing the
investment 1in these resources, the fiscal impact on State revenues of the bill
should be positive rather than negative. Additionally, 1investments in these

industries could substantially expand local governments "sales and property tax

bases. V--%% e |

THEN WHY DOES THE DEPARTMENT OF REVENUE PROJECT A NEGATIVE

FISCAL NOTE?

It is difficult to understand the basis of the Department of F.evenue®"s fiscal

note. For F.Y. "82, the non oil and gas corporate income tax will only
generate approximately 25 to 30 million dollars. For example, for the
Department®s F.Y. "83 fiscal note to be correct, all of the tax paying

corporations in Alaska including Penneys, Safeway, Wien, etc., would have to
invest $115,000,000 1in qualified property 1in the four specified industries to

generate the projected $11.5 million revenue lots. This 1is not a realistic

assumption.

WON*"T THE STATE LOSE $82,000,000 ALONE ON THE Uu.S. BORAX
DEVELOPMENT?

Certainly not. This erroneous calculation was made 1in the Department of
Revenue®s fiscal note by assuming all of U.S. Borax"s proposed one billion
dollar investment would fully qualify for the tax credit. Obviously the
substantial portion of U.S. Borax"s investment will be for non-qualifying
property such as ronds”~DuUdings) housing and the mine development itself.
Only a limited amount will be expended on the actual mining equipment which

would qualify for the special investment tax credit.



ISN'T THIS DILL JUST ANOTHER SUBSIDY TO A SPECIAL INTEREST?
The iInvestment tax credit is not a subsidy but rather a temporary tax
reduction directly tied to profitaiJ.e investment. The impact of the bill is

beyond any special interest because, of the broad impact it hopefully will have

on industries that are Statewide.

WHY IS CIRlI SO INTERESTED IN THE PASSAGE OF THIS BILL?

CIRI’ interest in passage of this bill is directly related to the company™s
experiences in attempting to develop its natural resource base including Beluga
coal, Seldovia chrome and other hardrock possibilities. When ANCSA passed in
1971 there was great optimism about releasing the ™great wealth™ held by the
Native lands to the Regional Corporations, the stockholders and indirectly to
the State economy. To date, to the best of my knowledge, there is not one

major subsurface estate development underway on Native lands. The primary

reasons for this are:

1. the delay in transfer of the lands.

2. the 1long lead times necessary t locate and develop mineral
properties.

3. .the costly infrastructure required and the decline in metal price

4. the lack of adequate capital by the Native Corporations for the

tremendous iInvestments required, and therefore the need to locate
and negotiate major joint venture partners with the expertise and
capital necessary.
This bill assists In overcoming some of the problems with attracting capital and
convincing joint venture partners of the positive State policy towards

development.

WONT AN INVESTMENT DECISION BE MADE 1RREGARDLESS OF A TAX
CREDIT?
This is an academic argument that has been debated for twenty years since

John F. Kennedy introduced the first investment tax credit In 1961. Since that



time the investnent tax credit has been expanded and used on a Federal tax

basis to encourage investment in

(D Historical buildings rehabilitation

(@ Business energy saving deV|ces

(3) Research fecilities

(@ -Single purpose agrlculture -structures

() Pollution control fecilitiesV? i
Currentlv discussion is underway to extend the iInvestment tax credit to
rehabilitation of the central business core of many of America’s larger cities. |1
think based on the continued expansion of the tax credit 1 would have to

conclude that the conventional wisdom is that the iInvestment tax credit iIs an

effective tool to encourage additional investment in targeted areas.

I thank you for this opportunity to testify and will be pleased to answer any

questions you may have.



SENATE STATE AFFAIRS COMMITTEE
Testimony of Dave Heatwole

for

HOUSE, BULL 866
MAY #,:f1982

My name is Dave Heatwole and | am here to represent Alaska's
mining industry. | am President of the Alaska Miner's
Association, representing some 1,400 miners from large and
small companies, and | have spent my entire career in the
mining industry.

| believe all of you can agree with me that most Alaskans

are very concerned about broadening our state's economic

base. Why are we so dependent upon oil revenues? What are

we going to do when the oil runs out?, are questions frequently
asked by Alaskan public forums. What |I would like to do

today is give you some idea what the future hard rock mining
industry could do for Alaska's economy and tell you why House
Bill 866- is important to stimulate mining activity in our
state.

Historically mining has always been important to Alaska--The
discovery of gold atlthe turn of the century led to Alaska's
first great economic boom. Hard rock mining became active
in the early 1900's with the development of the Kennecott
and Alaska-Juneau mines. Mining was the mainstay of Alaska's
economy until men and material restrictions of the second
world war forced the closure of Alaska mines. After the
war, mining never really got started again, lower 48 and
foreign producers attracted investment capital and with the
exception of a few gold mines, and major mining activity
never really got started again in Alaska.



In the late 1960's - early 70’s, a few major mining companies
returned to Alaska to begin mineral exploration programs.
These companies returned to Alaska to begin mineral exploration
programs, because foreign expropriation and
pending domestic mineral shorta.ge/s\-irpade domestic mineral
investment much more attractive// Alaska offered the United
State's last great unexplored’frontier. This recent mineral
exploration activity has produced a few major world class
discoveries:

0 The Ambler Deposits of SoutheastBrooksRange,
The Red Dog Deposits in Delong Mts., North of Kotzebue.

0 The Brady Glacier Cu-Ni Deposit.
0 The Quartz Hill Deposit and;

In Juneau's back yard the Green’s Creek Deposit.

The Gross Metal value-of these deposits, based on published
figures--is on the order of $50 billion, close to the pre- OPEC
value of Prudhoe Bay.

The development of these deposits could create a substantial
addition..to Alaska's economy--mining, unlike oil, is a

very labor intensive business, a majority of the new wealth
created would stay in the state in the form of wages and
goods purchased. John Whitney, a noted mineral economist, in
1979 predicted that the development of the deposits of NV
Alaska, Red Dog and Ambler would create over 1,000 new jobs
in Alaska and produce annual gross sales on the order of
$570 million (1979 dollars). Given the right conditions by
the year 2,000, there could be 10 or more developments of
this scale in Alaska.

1 hope 1 have convinced you that mining has the potential to
significantly impact Alaska®s future economy. The development
of major mining, depends on two factors:

1. Availability of infrastructure.
2. A stable investment climate.



| am not going to discuss infrastructure today, suffice to
say it is of equal importance to investment climate.

Alaskan mineral deposits are going to have to compete on a
world-wide basis. Copper produced in Alaska is going to be
sold at the same price as that produced in Western U.S.,
South America, or South Africa. Therefore, to he competetive,
costs of production must be comparable. Fortunately,

nature has given Alaska some high grade deposits, -which will
help keep them conpetetive, but Alaskan costs are high.

The investment ta: credits proposed in House Bill 866 will
help-keep the cost: of Alaskan mineral development competetive.
It will allow investors to recoup their risk capital quicker,
making the Alaskan investment more attractive. But more
Importantly, enactment of House Bill 866 willsend astrong
signal to outside investors that the State ofAlaskais
serious about developing its mineral industry by providing
incentives for investment.

As | have stated in my letter, House Bill 866should be

considered an income producing bill.The immediate cost of
enactment is very small, but potential impact on the Alaska's
future economy is quite substantial. For a diversified

economy in Alaska, | urge you to pass this bill.



MEMORANDUM

DATE: May 4, 1982

TO: Seator "r"cvi,scher V. r

FRO".": lra Winograd, staff

RE: HB 866, Investnent Credits - Effect on Borax, and Benefits Already

Conferred to Renewable Resource Industries

BORAX

Upon full operation, Borax estimates that state corporate income tax
liability will be $5 million per year, and $40 to $60 for the life of
the. original equipment. Under HB 866, the Department of Revenue
estimates that Borax will have $86 million additional state investment
credits. Thus, Borax would not pay any income tax. (Borax would still
be liable for license fees.) The Department of Revenue estimates that
the Borax mine will cause an increase in state budgetary expenditures of

$12.5 million per year. (All figures are in 1982 dollars.)

TIMBER

Among tax breaks already given to the timber industry are the following:



corporate income tax revenues. The FY 1981 general [non-petroleun]

corporate income tax yield was $34,800,000. .03 x 34.8 = 1.04)

Fisheries revenues ($29.2 millionj equaled 1.3 percent of total state
revenues ($2,282.6 million);in. 19BI>"and state expenditures on fisheries

were 2.2 percent of the state budget.



1. The effect of section 631 of IRS code is that timber companies
are only taxed on 60% of their income. (The difference between
fair market value and the cost of their own timber is treated as a
capital gam. Capital gaih\maximunm tax liability is 28% instead of
the maximum 46% tax rate applied® to corporate income in non-timber
industries. [.6 = .28/.46] The rationale for section 631 is that
it encourages reforestation.)

2. Seedlings are typically supplied at a discount through

government agencies.

AGRICULTURE

The state has appropriated $114,624,800 since 1979 to develop

agriculture. According to the legislative finance division,

expenditures are as follows:

Delta 1| 13,883,000

,Pt. McKenzie 5,025,000

Total

Nenana/Totchaket 500,000

DNR 495,700
U of Ak. 25,749,400
Rural Ag. 2,147,000
ARLF 20,719,200

Capital Proj. 41,137,400
Operating Bud. 4,967,300

$114,624,800



The industry has generated little, if any, corporate tax revenues to

offset these expenditures.

Excerpts frcm, ''Financing Agricultural Projects in Alaska', House

Research Agency

Srate programs for financing agriculture include land contracts offered
by the Department of Natural Resources, clearing loans through the
Agricultural Action Council, and loans for development and operations of
both project and non-project cormercial agricultural ventures through

the Agricultural Revolving Loan Fund.

The ARLF holds about 50 percent of the $47 million of farm credit
outstanding in Alaska. Land contracts and clearing loans bring the

state share to 80 percent of total farm credit in Alaska.

The state"s dominant position iIn the farm credit market is due primarily
to the interest rate differential between state programs and other
sources of credit. The current interest rate through state programs is
six percent versus the 12 percent or higher available through other

major lenders.

If state support continues at current levels, loan demand for operation
and development of project acreage is expected to peak at $91 million
(1981 dollars) outstanding in 1989. Capital project infrastructure
Inprovements are expected to cost an additional $23 million, with

operating losses totaling nearly $5 million per year for several years.



Other projected state expenditures for roads, bridges, surveying,

administration, etc. is anticipated to be $49 million (1981 dollars) in

land-related appropriations through 1990.

FISHERIES r

Excerpts frcm, ''The Alaska Fishing Industry', House Research Agency

State appropriations for programs related to commercial fishing totaled

about 120 million in FY 1982. The appropriations were distributed as

follows:
fisheries financing programs 56.3 million
management and regulation 30.5 million

fisheries development & marketing 24.1 million
capital Improvements 8.8 million

total $119,700,000

Fisheries expenditures were 2.2 percent of the state budget in 1978, 79,

80 and 81.

State revenue frcm non-corporate Fish taxes end fees levied on the

fishing industry totalled $28.2 million in FY 1981.

I estimate that the fisheries contributed an additional $1,044,000
million In corporate income tax payments in F.Y. 1981. (In 1979 the

Dept, of Rev. calculated that the fisheries contributed 3% of general
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It sounds better in translation

For years now, companies have
been complaining about the adverse
effect of accounting for foreign cur—
rency translations. Now that the
FASB has finally taken steps to make
translations painless, you can bet that
companies aren"t going to complain
in their presidents® letters that earn—
ings have been improved as a result.

Although the new rule, FASB State—
ment 52, won T be mandatory until
Dec. 15, 1982, a number of firms
elected to adopt it la*t year. In fact,
some even picked up the new ac—
counting method retroactively, which
the FASB permits.

Xerox chose to take advantage of
the new rule this way and altered its
results back four years. Net income as
reported in their new annual is $7.08
in 1981, up from S6.69 in 1980 and
$6.12 in 1979.

Without the new rule, Xciox" 1981

%merate, I irstae, rettsd aniE™ net income drops 31 cents, to $6.77,

.6 million tron sAles dl Investment

78

as compared with increases to S7.24

Numbers

in 1960 and S6.60 the year before. A
somewhat different picture.

Watch the actuaries

With interest rates seemingly glued
to the heavens, a number of firms
have changed their assumptions
about bow much money theirpension
plans will earn for many years to
come. By raising your interest rate
assumptions, you can put vastly few—
er dollars into the pension plan in a
given year. Presto: higher earnings.

General Motors, for instance, ex—
plains in a note that it changed its
assumed rate of return on its pension
fund from 6% to 7% last year. That
added 69 cents a share to GM"s bot—
tom line- which amounts to over
half of its SI1.07 net camings in 1981,

Selling out

ftwould appear that last year was a
bad one for SI1.2 billion (sales) AMF.
Net income dropped almost one-
third, from S2.58 a share in 1980 to
S1.84. But this poor showing is due
mostly to sale of unprofitable oper—
ations, and doesn"t really reflect
AMF*s true status as a going concern.
Ifyou look just at the remaining busi—
nesses in each year, profits rose by
23%, from $2.39 a share in 1980 to
$2.95 last year.

Says Moskowitz, "The recession
last year forced many companies to
look hard at operations that weren"t
carrying their own weight,” As a re—
sult, it’s important to determine to
what extent the figures you arc exam —
ining are for ongoing operations, and
towhat extent they include one-time
writeoffs for discontinued operations.

Inequitable?

The use of equity accounting—
which allows a company to show, as
earnings, a percentage of the camings
of other companies in which it has a
minority interest of about 20% or
more— is misleading in any year.
After all, the parent company never
really sees any nondividcnd cash from
those equity investments. Su, when
you"re trying to sechow m jch money
a company really has to spend, sub—
tract those dollars.

At Telcdync, the S3.2 billion con—
glomerate, net income per share last
year was $19.96. Of this, S3.49, or
about S72 million, came fiom equity
accounting. That means that about
17% of Teledyne®s earnings isn"t Te —
ledyne®s to spend. The company actu—
ally received a mere SI18 million in
dividends from the investments. *

FORRES. MAY 10, 1982



04.04LH

The Honorable Bill Ray, Chajrman
Sglrjrate Transportation” Committee
Juneau, AK 9811

Re: HB 866 and SCS HB 866 (SA) - Providing for an increase in the
Investment tax credit ag inst the State corporate income tax

Dear Mr. Chairman:

The idea tfehmd this Ie%rslatron Is ill-conceived and repre-
sents poor state rt) iCcy IS poor state policy because rich corpora-
trons stand to get far more benefrt from 1t " thar” poor ones” For example,

d'a comlparrson for Senator Fischer’s commrtte? on the effect of the
or| |na| version of HB 866 on the rate of return for a prorfect standrng
on |ts own,  versus that. sa Rro ect (f it IS owned b¥ aa [)uent ﬁmpany
(not even oil-company _sized) having $750,000 a year of taxable Alas
income from other busrneﬁs actrvrtres The |mprovement In the rate of
retyrn woula be nearl three times greater for the brﬂ business than It
would be for tne little u% just starting out. For the Iarge oil com-
panies, the disproportion would be somewhat greater still

The Bill is il 1-conceived because the effect on investment

r tes of return as the result of Increasing this mvestment tax credit

IS too small to have any economic m amng, despite claims to the
cont ary by t] m)orters h) }ect will gc “forward or not go forward
because” of other factors than the Even~in the case of theé rich cor-
Poratron that 1 rert)are for Senator Fischer, the rm rovement In t e
nternal Pate ?f return on the Investment was es?] an one percentage .
point. ct of assuming onIy a 10 percent higher o eratrng margrn
over the life of the roj eot Was gur and a quarter trmes reater.
that was when the Bill still provided that the new state ITC would be
100’ ? the federal |TC. Under the State Affajrs CS, the state [TC Would
e ﬁ /o of the federal ITC, which would make the change in the rate

return vanishingly small.

A

There are other reasons not to pass this B||| or. some variation

of it |r t mrnrng already enjo S a three- gear "holid ag from paym%
tpe minin ense F X, from the time the starts og ratin 8 Sécond,
the amoun quah ied Investment on whic the ITC 1s Computed was



Senator Ray (re HB 866)
May 20, 1982
Page 2

increased last year 40-fold, from $500,000 to $20,000,000; increasing the
perc,enta%e of that investment which may be deducted dollar for dollay
against the income tax is tog much of a ?ood thmlg., Third, corporations
ldst y%ar were gwen a significant tax break ga t|cu|arl¥ the smaller
ones,” by the deCrease in State income tax rates on the first $90,000 of
taxable” income (for example, the first $10,000 of taxable jncome is taxed
now at only one percent, ‘as opposed to 5.4 percent before last year's
rate change). Fourth, by whittling awy at the non-petroleym tax base of
the State, e not only make the State finances more vulnerable to th?
vagaries of the world ?|I market, but we also tend to furnish factua

Su gort for the type of tax lawsuits which you may recall Dick Donaldson
of SOHIO was threatening you and the Legislature with last year.

All in all, this Bill is nothing more than a give-away of State
revenues with nothing for tne State to show in return that it wouldn't
have gotten am/wa. Moreover, ¢o the extent it conve?{s benefits, they
are more advantagéous to the rich corporations than the poor.

| am enclosin a,cop¥ of my letter to Senator Fischer, and |
woulﬂ,welcome,fthe opgo éumty 0 spedk to you or your Committee further
on this Bill if you So desire.

Thank you for your consideration.

Sincerely,

Thomas K. Williams
Commissioner of Revenue

Enclosure
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Hay 15, 1982

The Honorable Vic Fischer, Chairman
Senate State Affairs Committee
Pouch V

Juneau, AK 99811

Re: Effects on Econgmic Decision-Making from Increasing the State
Investment Tax Credit as Proposed Tn House Bill 86

Dear Hr. Chairman:

tne State's investment tax credit as Proposed in HB 866 would have only
minimal effect on tne internal rate of return after taxes for new proIJ-
ects in Alaska. | also said that, to the extent there would De an effect
on the rate of return, it would be greater for "fat cat" corporations
than for small ones. 1 now have had the opportunity to prepare an exam-

ple which demonstrates the trutn of both assertions’

| Suppose we have a new project in Alaska, and to avoid any dis-
tortions oy making it too large, suppose further that it costs $I,000,-
0 takes a year to complete”and will employ 25 people. . Suppose, too,
tnat after expenses other than income taxes an dePremanon, tne project
yields a net cash flow of $250000 a year for its first four years of
operation, and then each year thereafter tiie net cash flow decreases by
five percent from the previous year. Finally, let us suppose that the
project qualifies for Acceleratéd Capital Recovery System treatment unaer

the new tax law using a 10-year life.

In_nmy testimony before the Committee | stated that increasing .

, The apalysis | nave used takes this PYO]eCt and compares the
internal rate of return IRRr)] on_the investment under Alaska's present

investment tax creait with the [RR under tne creait proposed in HB 8Gs.
mis comparison is first made with tne pro*ect standmgz .alone; that is,

the investor has no other income to be sheltered from Trie tax benefits

?enerated from tne project. | call this Case 1. Case 2 doesn't involve
foo fat a "fat cat" cofporation, simply one with $750,000 a year of tax-
able Alaskan net income’ from other sources.

The tayles attached to this letter show wnat the after-tax cash
flowF;. are under Case faLand Case Zbyb P

cregit and with the one proposeq %h8\éve|3th }XZE guresgrqt;nv?{stme%oggx
tag es, tﬂe N}i unaer tng n%n—'fst cat" case (age 15 1S fg b under



Hon. Vic Fischer (re HB 860)
May 15 128
Page 2

the present law and would rise by onlﬁ 0,363 of a Fercentage Point to
19.126% under HB 856. Iri contrast, the |mPr0veme,n in the”rate of return
for the "fat caty case (Case 2) is nearly tnree times as great as tor tne
"skinny" cat — 0.997 of a perCentage point (15.772% to [b.76%%).

rJute also how small a difference there is in the rate of return
between gresent law and HB 856. Tne extra economic incentive from rais-
ing the State's investment tax credit is truly minjmal (and you can see
why: Took how mucn higher the federal taxes would be during ‘the early
years with HB 866 than they are under present law. in Doth” Cases 1 and
2). Other factors have much more effect on the economics of an invest-
ment tnan the amount of investment tax credit. For example, in Case 1,
suppose one's assumptions aoout market prices, labor costs and other
operating expenses had a 10 percent margin of error. If the net Bre—tax
cash flows were only 10 percent hqher an_tne figures in the tanle, tne
increase in tne rate of return would be 4.25 times tnat rrom tne extra
tax incentive under HB 800T
, Without 80|ng on excessively, | would only rejterate ny ob%ec-
tions_ that HB 866 Ooes too little economically, at ‘too hion a price for
the State, to the advantage of wealthy corporations over small ones. It
scarcely makes economic sense and certainly makes poor State policy.

_ .| hope this information may prove useful to you and your Com-
mittee in considering HB 866.

Sincerely,
-/ / ot~

Thomas K. Williams
Commissioner of Revenue

Attachments

P.S. | mignt aad parenthetically that the reason for the lower IFRs in
tie “fat cat" case IS that all income from the progect IS taxed In
the maximum tax bracket under both feaeral and state tax laws,
because of tne other $750,000 of taxable income; tne pro%ect repre-
sents Iincremental income to the corporation. In Case 1 the project
stands alone, and so the first $100,000 and first $90,000 are taxed
below the maximum rates under the federal and Alaska tax laws,

respectively.
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Ney 24, 1982

The  Honorable Bill Ray
ggﬁla{ena%rans ortation Committee
Room 103 - Cgp| ol Building
Juneau, Alaska

Re: Senate CS for House Bill No. 866 (State Affairs)

Dear Senator Ray:

Senate CS for House Bill No. 866 (State Affairs Act estab||sh|n a

s ect|a| fax credllJ nql|\\l/en an aggdmeonal ref%rrap on May 17, to
the Senate Transportat|o Committee.

For the consideration of the Senate Trans ortat|on C mmittee
enclosing a ¢ oy of .a. Fiscal Note prep?re obert R kesse

Pwector Aud D|V|3|on Department of Reve ue concermng ‘the proposed
egislation.

Sincerely,

- 2 % r .

R. D, Stevenson

Special Assistant
Enclosure
cC: Jose Donohue

Comm|33|oner
De ment of Revenue

Robert R. Kessel, Director
6\ IVISIOfn
epartment of Revenue



THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

BICI)/Resqunon Number: SCSHB 866 (SA)
(ﬁ)ema investment tax credit .
Requeste by: Senate Transportatmn Committee  Date: May 24, 1982

1. FISCAL DETAIL
genc Affected: DePart (ent of Revenue
Progr m Category Aftecte eneral Government
rogram or Sub groqram Affected: Audit Division
Note more than one budget co tPonent IS affected, separate ling-item
amounts and funding for each component in the analysis section.)

EXPENDITURES  (Th f Doll
URES  ( 0L|Isands8% |oFaYrs VYRRV SV Fy §7

100 PERSONAL SERVICES 1
200 TRAVEL I
300 CONTRACTUAL 1
400 COMMODITIES 1
200 ERHIPMENT h
600 LAND & STRUCTURES

700 GRANTS,CLAIMS,ETC 1
800 MISCELLANEOUS™ |1

TOTAL

| T Y Y N N (O
T s s e e s s
s S s s —
| [N T N (O D N I |

0

—_— (IR SN SN SN

—_—
o

——

FUNDING (Thousaneis of Dollars)

A

|
GENERAL FUND 1 0 1 0 0 1 0 0 0
FEDERAI( FUND? 1 -1 1 1 1 1 -
OTHER (Specity Source)! 1 1 1 1 1 i
f "t 1 1 1 1
POSITIONS | | | | 1
FULL TIME 1 -1 -
PART TIME | -1 1 1 1 1 -
TEMPORARY | -1 —
————————————————— It e e B el

[I1. ANALYSIS (See Fiscal Note Reparation Instruction, Section II1)

Although there would not be add|t|onal adm|n|strat|ve expense incurred as a
result” of enactment of the pro]pose e%Is atlt%e ft IS would double the

State mvestment tax credit” (|TC) to 33 of ederal 1000 of the
federal ITC under Its or|g|na ver3|on The extra Iarqqf IT |s//I|m|ted to
mInIn% onY instead o extendmg to farm and timber */s0 as It o
befor appears the |m|tat|on of 20,000,000 on Investment
under AS 43.20.036(b) Wou P{p y to minin hder this Bill —
In other woras, the YS te |m In terms q ent could give
rise to this enlarged 1TC.  This CS provides for new ITC
provisions on December 31, 1936

V. DATE: May 24, 1932 PREPARED BY: Rflbert

d AGENCY:~ Audit Division
Original: Le |slat|ve Fmance PHONE 465-2320
cc: et an Manggement

r| onsor (First Legislator Named
2001 Rev. T2/ . )



The Honorable Bill Ray, Chajrman
Senate Transportation” Committee
Juen v

Juneau, A 90811

h'e:  HB 866 arid SCJ HB 8b6 (SA) - Providing for an incrase in the
investment tax credit agdinst the State corporate *ncome tax

Dear Mr. Chairman:

The idea behind this legislation is jll-conceived and repre-
sents Door state policy. It is poor state policy because rich corpora-
tions stand to get far more benefit from it than poor onesT For example,
. did a comparison Tor Senator Fischer s committee on the effect of the
original version of H8 306 on the rate of return for a pro*ect standing
uri Tts own, versus that same RijeCt If it Is owned by a affluent company
mot even oil-company  sized) naving $750,000 a year ot taxable Alaska
income from other husiness activities. the improvement in the rate of
return would be ne,arly three times greater for the b|% business than It
wou 10 be for tne little quy just startmgh out. For the large oil com-
mnies, tne disproportforl wodld be somewhat greater still.

, The Bill is i li-concejved because the effect on investment
"iteat return a; tu- result of increasing this investment tax credit

111; \z too small to have any economic méaning, despite claims tq tne
ritruYy~b'y 1 ts supporters, Ar[])ro,ect wil 190" forward or not go forward,
necaiye” of other factors than the ITC. Even”in the case of thé rich cor-
.orafion that | prepared for Senator Fischer, the improvement in the
internal rate of return on the investment was less_ than one percentage .
point, the effect of assuming only a 10 percent higher operating margin
overt the life cf the lorOJe,ct Was four and a quarter”times greater. And,
that was when the Bill still provided that the new state ITC would be
ICUI. ?f the federal II'C. Under the State Affajrs CS, the state ITC would
ng only 36% of the federal ITC, which would make the change In the rate
of return vanishingly smati,

, There are other reasons not to pass this Bill cr some variation
of it.. First, mining already enjoys a three-year "holiday" from paying
the mining license tax. fron the  time the ming starts op ratm%. Second,
the (mount of quelif'er] investment on which the ITC is computed was



Senator Ray (re HB 866;
May 2C, 1982
Page 2

increased last Kear_40—fo|d, from $500,000 to $20,000,000; increasing the
perc,enta%e of that investment which may be deducted dollar for dollay
against tne income tax is too much of & good thing. Third, corporations
ldst year were given a significant tax break, particularly the smaller
ones,” oy, the deCrease in State income tax rates on the first $90,000 of
taxable” income (for example, the first $10,000 of taxable jncome is taxed
new at only one percent, as opposed to 5.4 percent before last year's
rate change). Fourth, by whittling away at the non-petroleum tax base of
the State, e not only miake the Sfate finances more vulnerable to the
vagaries of the world” il market, but we also tend to fyrnish factual

Su gort for the type of tax lawsuits which you may recall Dick Donaldson
of SOHIO was threatening you and the Legislature with last year.

All in all, this Bill is nothing more than a g|vefaway of St
revenues with nothing for the State to show in return that it wouldn't
have gotten anYway. Moreover, to the extent it conve%s benefits, they
are more advantagéous to the rich corporations than the poor.

| am enclosing a copy of my letter to Senator Fischer, and |
would welcome the opportunity to speak to you or your Committee further
on this Bill if you so desire.

Thank you for your consideration,

ate

Sincerely,

152 4 5 &L - -7

Thomas K. Williams
Commissioner of Revenue



THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

B|9/Reso|ut|on Number: SCSHB 866 (SA)
Title: &Jema investment tax credit
Requested by: Senate Transportation Committee  Date: May 24, 1982

Il FISCAL DETAIL
Igenc Affected: DePartment of Revenue
o rmCategor frected: General Government
, rogr r Sub roqram s) Affected: Audit DIV]& om
Note more than ne_ budget component I1s affected, separate fne-item
amounts and funding Tor each component in the analysis section.)

EXPENDITURES  (Thousands of Dollars
1 FY & 1F

Fy &  FY 8&  FY 86 FY 87

100 PERSONAL SERVICES
200 TRAVEL

300 CONTRACTUAL

400 COMMODITIES
UIPMENT

D & STRUCTURE(S:

700 GRANTS, CLAIMS,ET
800 MISCELLANEO

TOTAL

=2

o

[N

o
o
o
o
o

FUNDING  (Thousands of Dollars)

|
GENERAL FUND | 0
FEDERAtZ FUND? |
OTHER (Specity Source)l
j

POSITIONS |

FULL TIME I -
PART TIME
TEMPORARY

[11. ANALYSIS (See Fiscal Note Preparation Instruction, Section [II)
Although there would not be add|t|ona| adm|n|strat|ve expense incurred as a

result” of enactment of prohose legislation, this CS would double the
State investment tax cred|t o of the federal ITC (vs. >00% oJ the
federal | Cunder Its 0r|g|na ver3|0n) The extra limited to
mmmg onY instead of extendmg to_farm and timber I's0 as it did
before. | %p ears te |m|tat|on of 20000000 Investment
under AS would NOT apply to minin nder this Bill —
In other words the skgs the ||m|t In terms q h ent could give
rise to this enlarged CS provides for new ITC
provisions on December 31, 1986

V. DATE: May 24, 1932 PREPARED BY: R

o AGENCY: Audit Division
Original: Le |sIat|ve Finance PHONE: 465-2320
; et an Management
Ronsor Irst Legislator Named)

33-001 (R ev 12/



The Honorable Bill ~Ray, Chairman
Senate Transportation Committee
Pouch M

Juneat. X 99811

Re: HB 866 and SCS HB 866 (SA) - Providing for an increase in the
investment tax credit agdinst the State corporate income tax

Bear Mr. Chairman:

The idea behind this legislation is jll-conceived and repre-
sents ooor state policy. It is poor state policy because rich corpora-
tions stand to get far more benefijt from it than poor ones~ For example,
| did"T compari Son for Senator Fischer's committee on the effect of the
original version of HB 306 on the rute of return for a pro*ect standing
on Tts own, versus that same Rro,Ject If it Is owned b¥ a affluent company
e.not even oil-company sized) having $750,000 a year of taxable Alaska
income from other business activities. The improvement inthe rate of
return would be nearly three times greater for the b|% business _than it
woulu be for tre little gquy just starting out. For the large oil com-

james, the disproportion would be somewhat greater still.

Tne Bill is ill-conceived because the effect on investment.
rates of return as the result of increasing this ‘nvestment tax credit
:ITC) is too small to have any economic meaning, despite claims to tne
contrary by its supporters. A pro,ect will g0 “forward or not go forward,
oecause of other factors than the ITC__ Even”in the case of thé rich cor-
poration that | prepared for Sepator Fischer, the improvement in the
internal _rate of return on the investment was less than one percentage
point. The effect ol assuming Jnlfy a 10 percent higher operating madrgin
over the life cf the Iprolect was four and a quarter times greater. And,
that was when the Bill still provided that the new state ITC would be
00* of the federal ITC. Under the State Affajrs CS, the state ITC would
oe only 3% of the federal ITC, which would make the change in the rate
of return vanishingly small,

.There are other reasons not to pass this Bill or some variation

of it.. First, mining already enjoys a three-year "holidag/" from paying
the mining license tax, from’ the time the ming starts op ratmg. Second,
the amount of qualified investment on which the ITC is computed was
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increased last Kear_40—fo|d, from $500,000 to $20,000,000; increasing the
perc,entagze of that investment v/hich may be deducted dollar for dollar
against the income tax is too much of a good thing. Third, corporations
last year were given a significant tax break, particularly the smaller
ones,” oy the deCrease in State income tax rates on the first $90,000 of
taxable” income (for example, the first $10,000 of taxable jncome Is taxed
now at only one percent, as opposed to 5.4 percent before last year's
rate change). Fourth, by whittling away at the non-petroleum tax base of
the State, We not only make the State finances more vulnerable to the
vagaries of the world qil market, but we also tend to furnish factual
supgort for the type of tax lawsuits which you may recall Dick Donaldson
of SOHIO was threatening you and the Legislature with last year.

All in all, this Bill is nothing more than a ig];we—,away of State
revenues with nothing for the State to show in return that it wouldn't
have gotten an¥way. Moreover, to the extent it conve?{s benefits, they
are more advantagéous to the rich corporations than the poor.

| am enclosing a copy of my letter to Senator Fischer, and |
woula welcome  the opportunity to speak to you or your Committee further
on this Bill if you so desire.

Thank you for your consideration.

Sincerely,

Thomas K. Williams
Commissioner of Revenue

Enclosure
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g InIds Ctsovtlim, as tuny bo ne‘ossury to onubl* blia to canry

THE 2LLASKA RAILROAD ACT,

signed into law March 12, 1914,

(38 Sfcat. 305) states:

“The-President of the United

States 1s empowered, authorized,

and directed to :.:.ordesi$natQ

and-_.cause to"be located iIn the

Territory of Alaska not to ex-

ceed iIn the aggregate one thousand

ifff.es, to be so located as to

connect one or more of the open

Pacific Ocean harbors on the
D
southern coast: of Alaska with the

navigable waters iIn the interior

of Alaska, and with a coal field

or fields so as best to aid iIn the

development of the agricultural

and mineral or other resources of

Alaska, and the settlement of the

public lands therein...."

jouu.W Ai'.s. TSM:i;j.v.rir. and

locution, countnet h.n. and operation.— "The

0l :1<r united Kiutcii b ei::[Mured, uinhorlr.vtl, ami
dir- t=J ti a"..jit aed us* a nar.e Ly whi/h in designate Jhc
n.i".t>»el or mi."so.n"lkvand iuc.jh.rtdJes (0 be lecrh.-d, owned,
iler;2. 1.7, or eeperilled under the authority of tertians 201 to
3y> of m|f| | v employ such ofliccm, agents, or agencies,

out tbeﬂ(nirjuses of swtiuus SOI to COS; to :t«tborl« and mjairn
siieli ofk-crs, agents-, or ngeucicrj to perform any *r all of the
diitic# ka;&o.ied ujwm hliu by tbe tortus of seetiorw 3H1 to COS; to
detail -ud require any oMicer or oflieers Su tlic Thirluecr Corps
in the Army or Navy to perform sendee rindor rcvtlom SOI to
xS Cx the rfinilirnttitinu of all officers, agents, or emgloyws
ajijsiintcd or designated b¥ him: to designate cud can-** to i*e
located a route or roup's fur a line or lines of mlinc. 1in the
Tciriwy of Alaska no: M u-veettl in the aggregate one thousand
miles, to be so lo«...cl as to oJlJicet one or More of the o]»en
Pacific C'ecnu harbors ou the southern const of Alesha with the
navigable waters in the interior of Alasha, and with a coal field
or fields so us best to aid In the development of the agricultural
aud mineral or other resource* of Alaslra, and tlie settlement-
of the public Intsls therein:,and dlas to provide transportation
of coat for the Army and Nary, transportation of troops, arms,
munitions of war, tbe mails, nnd for other governmental and
public uses and for the »ran.fp«rtution of imusvujjew and prop-
erly; to construct and build « railroad or railroads along surii
route or routes as he niny so designate nnd locate, with the
mrcs-siry branch lines, feeders, sidings, snitches, and spurs;
to jmrchnse or otherwise r.cqnire ail real and personal prop-
erty necessary to carry oat the purposes of sections 301 to
30%; to exercise the. jower of eminent domain in acquiring
Broperty for such use, which nse is declared to be a public use,’
y condemnation In ihe conrts of Alaska In accorduuce with
the laws now or hereafter in force there; to acquire rights of
way, terminal grounds, nnd all other rights; to purchase or
otherwise acquire :.!l necessary equipment for the coiwnutlor.
n.id toleration of such railroad or railroads; to build or o«;«r-
wise acquire docks, wharves, terminal tacilltlo, and nil struc-
tures needed for the equipment and operation of such railroad
or railroads; to Ax. change, or modifi/1 rates for the transporta-
tion of passengers nnd property, which rates shall lie. equal
and uniform, but no free transportation or passes shall be per-
mitted except that the provisions of the interstate commerce
laws relating to the transportation of employees and Ox-Ir
families bimll be hi ferca as to the linos constructed under
sections 301 ‘to 1OS; to receive compensation for the (run*-
portalion of passengers and property, and to perform gen-
orally «H the usual duties of a common carrier by railroad; tu
make at-d c*liidiidi rule* and regulations for tlic control and
ojicr..;lou of sold railroad or vailionds; la his dhcictioa, to
lease the said railroad or railroads, or any Fortion Ilicreof,
Including telegraph end telephone lines, atter com-je”lon
under such terms as ho may deem proper, but no lease shall
>* frr a longer period than twenty years, or la the event of
failure to lease, to opovnte the same until the further action of
Congress. It said railroad or railroads, Including telegraph
uid telephone lilies, lire leaned under the authority given
under rectoms 301 tn 30S. then and La that event they
*hull be operated under the jurlydlctlou and control of the
provisions of the Interstiite oumncrce laws; to purchase, con-
demn or cllicrwi.-e acquire upon such terms as he may d*cm
pro;-rr nr.y other Hue or lines of railroad in A'aska which may
be rrcesyary to complvtc th* construction of the Hue or lines
of railroad designated or located by him. The price to be paid
lii of purchase shall i* m* ense exceed llie actual phgiJrel
\ub.e of Ilie rniir.iad; to n:nho contracts or jigrcomrnls with
coy railroad or sIcum-hi}F company or vessel owner for Joint
Ir:‘i b'Kirtation Of pi«cyng(T»» or property ever the roml or reads
herein provided for, and such railroad or steamship bn>* OF by
«air.., vessel, and I» make sucli oilier contracts as may In* scces-
saiv to carry out any of (he purpowci of sections 301 to
bur; to utlilr.e in carrying r*u Ibe work herein provided for any
tnd ail ninellte.-ry, iipiijtmenl. iiistruiueiitq material, and «»llier
pj<..srly of any r.crt v.bat-ocver used or ocquin.d In v>nuirctlen
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with the runninmilou of the Panama Canal' ro far ami a<
rapidly as U»o sumo Is im longer iiet*dcd at IViinnni, anti ted
MSCcfSxirs to tlic Isthmian Canal CSiniinls*d«.n arc nutliiiiiscd
Coileii'-iT said properly to such oflkvrs or ﬁ>-rssis as llie I'rvsl-
miiit may designate, am] In take credit therefor at sneii per-
centage uf its crigluai cwt as llic President tin*}: approve/but
tills nnmr.nt shall'nut lv ciiarged against Use fund provided for
In ral.l sections. (Mar. 32.1«M.c. 47,1 1. IS -Slat. CUT.)

S02. Telegraph and telephone lines.—Tin* authority grunted
iuiliy scclija 20l of this title sbaii include tli" power to con-
Mrucl maintain, and operate telegraph and telephone lines so
far ns they may Is? necessary nr «-»mvculent in the construction
and operation of tlic railroad or railroads as herein authorized
mid they sltall ﬁerform generally all Tito usual duties of tele-
graph and telephone lines for lure. (Mar. 12, 1Cl4, ¢. 37, | 1,

5 Slat. 3(li)

+ 303. Tomtsilcs.—The ITcshk-ui is authorized to withdraw,
locate, nuil disposc of. under xucii rules and regiflatiuus as he
tuny prescrilic. such area or arva* of lire puldic domain ulcus
the line or linos of such proposed railroad or railroads for
town.slle purposes as Lc.may from time to time designate.
(Mar. 12.1t)14,¢. 37. ! 1.3S Slat. SOT.) _

- SG4. Terminals, stations and rights o( way.—Terminal and
station grounds and rights of way through the lands cf the
United States in the Territory  Alaska are granted for the
construetlon of railroads. telegraph ami telephone linns nnilior-
Ized hv scvtlons 301 to 303 of this title, and the President may,
In Mich nutancr as ho deems advisable. make reservation of such
hinds us arc or may be useful f«*r Curui‘hiug materluis for con-
yrrailloti nnd lor stations, terminals. d.*cl's. and for such oilier
purﬁoses In connection with the mustmother ami Operation of
such railroad lines as lie may deem peves-try and desirable.
(Mar. 12, 1011, ¢. 37, i 1. C> Star. 30*.

303. Talents to contain reserve for right of way.—In nil
patents for |lunds taken up. entered. «* located in Alaska after
March 32, 1014, there shall be expressed that there is reserved
to tlic United States a right of way for the construction of rail-
roads, li-ii-griipli and t*-hli3i*»*ic lines 1" [In* extent of -ino
hundred feet on either side of lire center line of any such mail
mid twer.ty.fivc feet on either side of the center line of any
such telegraph or telephone lincc. (Mar. 32, 1014, c. 37, J 1,
S3 StnL .103)

206. DisFosition of proceeds of lerse or sale of public
lands.—All moneys derived from the lease, sale, or disposal ol
nny of the public lands, iiH-)i»ll.c Ucwviisli*>, hi Alaska, or the
crul or rainqgral therein contained, or the !hither llicrenn, and
thj enridngs of said railrend or railroads, together with the
earuliigtf of the telegraph nnd telephone lim-» colistrueled under
authority ef mo.-iious 5501 M» SvS of this title, above iunintulii:iee
charges and uin-rating expoix*. siudl be paid tub* ti ¢ Treasur
of the United States as other misrciiiineons receipts ore paid,
nnd d separate account* tinroof shall be kept and annually re-
ported tc Congress. (Mar. 32,1U14. ¢. 37.1 3. 3% Slat. 107.)

3*31. Authority of President.— It If the Intent and putpose cf
Congress through the provisions of reelions 301 to 30§ of this
title to authorize and empower the Ll'rcsldetit of ike United
h'nMes, and I:e Is fully authorized nnd empowered, through such
0.T.eers, agents, or agencies ns iioSnny nppout or employ, to do
nil weco.'snry acts and things la njditkc. to tiioso iFeeIiiIIy
authorized In such section?: to enable hint to accompli *h the
pinpores and objects of mrii wetle», (Mar. 32, wdl c. 37
S 1. 39 Slat. 303.)

309. Officers, agent?, etc., to make annual report In Presi-
dent; transmission to C-mgrcf?.—Tlio cilkcrs, agents, ‘or ngen
etc* placed in charge of the w..;k hr tin? President .sltali make
in tlic President aumtali]y_. rn-J at *ueh ether iierhid* ns mny
be required by the ['re.-nicrl or bz cltlir-r Hoimo of Congress,
loll aud complete reports of all their acls nud doings and of

TITI.L® 4$r-riziU:/TOFUM AXD L. MTLAGrrVhSMISIV.vs - ~ n

all moneys received and exjwadeil In Use nii'Invtbm »f mid
work and In the nitration of Mthl ‘work or wurtw and Ir. «»
performance of their duties In eoniuvtioii therewith. TI.*
annual reports provided for Jn tfils rcetiou simil by Jy tlic
President Iransr.itlicd to Congress. (Mur. 32, li*Jt, e. 17, t 4,
3§ Slat. 107.)



ALASKA OVERVIEW.  LEGISLATIVE HISTORY

The Alaska State Legislature enacted House Joint Resolution 27 in 1975,
directing Governor Jay Hammond to convene an international conference to
discuss possible railroad connection between Alaska and Canada. Howevex,
only through constant pressure by legislative leaders on the Governor's
office did it finally occur. On April 8, 1976 (one year later), a
meeting was held in municipal offices in Juneau, attended by members of
state,’ federal and Canadian governmental agencies, andrepresentatives

of industry and rail companies from Alaska, Canada " id the Western
United States.



ALASKA OVERVIEW: LEGISLATIVE HISTORY

The Alaska. State Legislature enacted House Joint Resolution 27 in 1975,
directing Governor Jay Hammond to convene an international conference to
discuss possible railroad connection between Alaska and Canada. However,
only through constant pressure by legislative leaders on the Governorl®»
office did it finally occur. On April 8, 1976 (one year later), a
meeting was held in municipal offices in Juneau, attended by members of
state, federal and Canadian governmental agencies, and representatives
of industry and rail companies from Alaska, Canada and the Western
United States.

It was learned that Alaska was far behind Canada in transportation
planning, particularly- for rail, and that an official commitment to
perform such planning was essential. That commitment came in the form of
a special legislative appropriation. To show good faith to both the
Canadian and the U.S. Federal governments, resolutions were enacted that
declared Alaska”™ support for the project. The Alaska State Legislature
appropriated the sura of $50,000, to perform a review of the project's
potentials. Further, 5t was agreed that there was great potential in the
State, and that it appeared to be a most viable project. The major
hurdle would be the assurance that continued efforts would be made to
pursue the idea, and that a formal comitmen™" be made by the State of
Alaska. The majority of those iIn attendance were clearly in favor of
further work on this project.

In 1977, the Alaska State Legislature appropriated $865 000 for the
purpose of reconnaissance photography and studies, fieU surveys, mapping,
engineering work and cost comparisons to delineate a utility corridor

and railroad right-of-way for extension of the Alaska Railroad. Governor
Jay Hammond line-item vetoed all but $150,000 of the money appropriated.
The Department of Transportation was only able to perform minimal route

reconnaissance in 1977.



At the opening of the neat legislative session in January 1978, the
members restored the full dollar amount of the original appropriation by
overriding the veto. By this time, however, the most important factor
controlling success of this project was time, since a great amount of
work needed to be completed before June 30, 1979, at which, time the

funding was scheduled to expire.

In 1978, the Governor again line-item vetoed $265,000 out of this same
appropriation, and the Alaska State Legislature immediately appropriated
these same dollars to the Legislative Council, in order to complete the
work as planned. Thus, the authority of the Governor to control these
dollars was taken away- The assurance that the necessary v/ork would be

completed was accomplished.

In 1979, the Governor once more attempted to line-item veto the $265,000
from the budget, but this time was forced to Teplace the money because
contracts were already committed on these dollars, and substantial legal
liabilities would have been incurred by himself and his office. The
Alaska State House and Senate issued a joint statement in 1979 giving

full support to the rail extension project. .
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CH aP.34.—An Act.To repgjl. an Act regelating tii nstruction of bri uch o,
oot s Ahii e Ching, 18PBllgn Act regelating tie construction of bridges  wyp sy

- . _ (Public, No. 66.]
Be 1ii enacted by the Senate and House ofRepresentatives ofthe United

Sides of America in Congress assembled, Tiiat the Act of Congress ohiift* *3 RlITer~

entitled “An Act regulating the construction of bridges over the vJdeatr,ctlons 00

Muskingum River in Ohio, ™ approved April second, eighteen him- novla.® IC0°“~ rv

dred and eighty-eight, be. and the same is hereby, repealed. piy AP n-
Approved, March 9, 1914.

CHAP.35.—A t To.authorize tne copstryction, maintenance, and operation rairR mesv
ofagndge acrods t%eAfomblgbeeoFslvert?l ar 8?& %otton (ﬂn ott, in Monroe Eounty,

Mississippi- (Public, No. 67.]

Be ii enacted by the Senate and House of Representatives of the United
States of America inCongress assembled, That the board of supervisors a0 troe*couTty.
of Monroe County, Mississippi, is hereby authorized to construct, oifconcm ctn”on.
maintain, and operate a bridgs and approaches thereto across the
Tombigbee River, at a point suitable to the interests of navigation. voL"p."si

ance with the provisions of an Act entitled “An Act to regulate
construction of bridges over navigable waters,”” approved March
twenty-third, nineteen hundred and six.
. Seo.2. That the right to alter, amend, or repeal this Act is hereby Amcndmaoi.
expressly reserved.

Approved, March 9, 1914.

FTT4P 36.— An Act To extend the time for cou."tructing a bridge across the M{;V_Cr?_lrln;lf_li‘-

Mizriirippi River at the tomn-rite of Sancli, M innesota.
(Public, No. AS.]

Be itenacted by the Senate and House ofRepresentatives of the United i
States ofAmerica in Congress assembled, That the time forcommencing T'ti'%_:e"g'xjﬂegé\éér'lor
and completing the bridge authorized by the Act of Congress approved Dfidfing. by Sertdl.
August twenty-fourth, nineteenhundred and twelve, to bo built across ol 37 P 1
the Mississippi River, at the town site of Sartell, Stetrns County, ’
Minnesota, is hereby extended to one year and three years, respec—

tively, from date of approval hereof.

Sec.2. That the right to alter, amend, or repeal this Act ishereby -Unndaitot.
expressly reserved.
Approved, March 11, 1014.
CHAR.37 —An Act To agth.orize tne President of the Uni1[ed States to locate, P14
construct, and operate railroads in tho Territory of Alaska, and for other purports. 1* 1
(Public. No. 00

Be itenacted by the Senate and House ofRepresentatives of the United
States of America in Congress assembled, That tho President of the “rreddanuuuiortird
United States is hereby empowered, authorized, and directed to mdlin!™" * <™
adopt and uso a name by which, to designate the railroad or railroads
and properties to bo located, owned, acquired, or operated under
the authority of this Act; to employ such officers, agents, or agen—
cies, in his discretion, as may be necessary to enable him to carry
out the purposes of this Act;-to authorize and require such officers,
agents, or agencies to perform any or all of the duties imposed upon
him by tho terms of this Act; to detnil and require any officer or
officers in the Engineer Corps m tho army or Navy to perform serv—
ice under this Act;_ to fix the compensation of all officers, agents, Ucntloa
or employees appointed or designated by him; to rigri*mg.te j*,od pom.
gausw to be located a.XdUIELfItdCoutes for p I;n« np |Tp.g NI rAilmnTi in
tho iemtory ofTSHaska. not toexcecdin the aggregate ono thousand

00f*—TOL33—dr 120 o
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milp<[to be so located as to connect one or more of the open Pacific
Ocean. ParPors on tPe southern coast oTAlaska vntp tPe navigable

ottier--resources~oi-Alaskal® and" the settlement qf_the public lands
Vt» therein, and pc fn provide trangportanbrT*oT coal lor the Army
~apd JNayv, .transportation ot troops, arms, muStibns <5f'war7*The ~
mails, and for other governmental and public uses, and for the
couctjcuot,¥E.  transportation of passengers and property; to construct and build
a railroad or railroads along such route or routes as he may so des—
ignate and locate, -with the necessary branch lines, feeders, sidings,
switches, and spurs; to purchase or otherwise acquire all real and
personal”®property necessary to carry out the purposes of this Act;
.to exercise tne power of eminent.domainLin. .acquiring property for_
.such use.,which use ishereby Teclared to be a public use. by con—
demnation in the courts of Alaska in accordance with the laws now
Anngiu~oj wry, ter. OF hereafter in force there; to acquirerightsofway, terminal grounds,
and all other.rights;,to purchase or otherwise-acquire all necessary
aquipment for the construction and operation such railroad or
railroads; to build or otherwise acquire docks wharves, terminal
Tramportttlos facilities, and all structures needed.ior the equipmentlahd operation
tilo, etc. of. such jaih:6ad.or railr.Q.adg; to fix:;, change, or modify rates for the
transportation of passengers and property, which rates shall be
equal and uniform, but ho free transportation or passes shall be
{lermitted except that tbe provisions of the interstate com m erce
aws relating to the transportation of employees and their families
duticvho <ctrntT shall be in force as to tbe lines constructed under thisAct: to receive
compensation for tbe transportation of passengers ana property,
and to perform generally all tbe usual duties of a common carrier
Lr,«. »ucr @ i " railroad; to make and establish rules and regulations for the
ttoa™* ““ff coni * control and operation of said railroad or railroads; 1in his discretion,
tq .lease the said railroad or raihoads,”r-.anypqrtouAber8Qf,Jjncludr

— g, —mm———— - , — operat

sai>)d lote. fut* untU the further action of Congress: Provided, That if said railroad
“9SS.** U P u or railroads including telegraph and telephone lines, are leasedlunder
the authority herein given, then and in that event they sh"all be
operated under the jurisdiction and control of the provisions of the
Arwchw oietijtim commerce laws; to purchase, condemn, or otherwise
acquire upon such terms ns he may deem proper any other line or
lines of railroad in Alaska which may be necessary to complete tbe
construction of the line or lines of rmlroad designated or located by
ict < him: Provided, That the price to be paid in case of purchase shall
wtt?ioiteCttnSA,uin no case exceed the actual physical value of the railroad; to make
contracts or agreements with any railroad or steamship company
or vessel owner for joint transportation of passengers or property
over the road or roads herein provided for, and such railroad or
steamship line or by such vessel, and to make such other contracts
as may be necessary to cariy out any of the purposes of thi? Act:
to utilize in carrying on the work hereinprovided for any and all
lorocaiuunion. machinery, equipment, instruments, material, and other property
of any sort whatsoever used or acquired in connection with the
construction of the Panama Canal, so far and as rapidly as the same
isno longer needed at Panama, and thc-lIsthmian Csn”™J O gjll.P1i;s?gn
. .is hemby .authorized to deliver said property to such officers.pF.pcr-
! sons as the P r&fldent~may hengnaCeF. at.
"~sucOercentagejjL its .originaLcest itsjhe. Presiaent may .approve,
butthis amount shall nothe charged against the fund provided for

rnlETAct. \ 7 ————— n -
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THE ROUTE

The British Columbia Railroad is scheduled to complete a 400 mile
northern extension of their track in 1978 from near Prince George
to Dease Lake - about 120 air miles east-northeast of Juneau and
100 miles southwest of Watson Lake located on the Yukon horder.

A potential route to Alaska through the Yukon would be first, an
extension from Dease Lake to Watson Lake, then following first the
Laird and then the Pelly Rivers to a point helow Ross River where

It turns East on the Magundy and Little Salmon River drainages to
the community of Carmacks on the Yukon, then down the Yukon and a
short distance up the White River until it ‘reaches the West Fork of
the Ladue River from which it crosses the Alaska horder east of
Tetlin Junction. It is assumed that the railroad will generally
parallel the Alaska Highway from Tetlin into Fairbanks. This route
IS considered to be "relatively easy" terrain for rail construction,
down river valleys and with no major mountain passes to he crossed.
This route describes 297 miles of track in Alaska, 568 miles in the
Yukon, and about 100 miles remaining to be constructed in B.C. after
the Dease Lake extension is completed. If current proposals before
the White Pass and Yukon and Alaska Railroads are brought to comple-
tion some 250 miles along the route wduld be placed under construction.
The Alaska and part of the Yukon sections were first identified hy
the Army Corps of Engineers during the construction of the Alaska
Highway. The Bureau of Land Management, in their November 1974
report entitled "Multimodal Transportation and Utility Corridor
System in Alaska," describes the rail route as Option #27. The land
area for the entira route in Alaska may be selected through the eminent
domain authority of the Alaska Railroad.



THE TYPE OF RAILROAD

The following cost estimates are for a general purpose standard gauge
railroad with a good bed structure. The type of track bed should be
of such a quality as to be readily upgradeable to unit trair capability
(unit trains are point-to-point, single bulk commodity, uniform car
load trains that are usually not altered between origin and destination.
Unit trains haul heavy tonnage and are particularly hard on track and
equipment). Currently however, it is the State's policy to promote
the processing of raw ores and crude oil within Alaska's boundaries.
Most immediate demand for unit trains in Alaska will probably be
placed for coal shipments along the existing track of the Alaska
Railroad.



THE COST

Any estimate of costs at this point are ballpark figures. Cost

also has several facets. One is dollar construction costs which,

as of this date, are estimated to average $1.2 million per mile by
the railroads closest to the project. Total cost relates also to
numbers of miles remaining to be constructed at the time the decision
is made to make the through connection.

Officials of the White Pass and Alaska Railroads have agreed that
the incremental increase in maintenance and operational structure
supporting their railroads now, would be relatively less for the
new mileage than for a less isolated railroad in the "lower 48"

operating more miles of track and having contract shop facilities
available to it nearby.

Another facet is that some costs such as social, environmental, etc.,
cannot be measured by dollars. They need to be evaluated, weighed,
and placed in their proper perspective. It is clear that costs relate
to time, and the longer construction is delayed, the higher the cost.
i

Who will pay? New rail construction'clearly generates its costs at
the front end. The larger the number of groups shading the costs,

the lower the cost will be to each.

One who'asserts the expense will be to high by the time the railroad e
is built should remember revenue and demand also rises. In short, all
the people who will benefit from the railroad, will in some way pay
for the railroad.



THE ECONOMIC, SOCIAL, AND POLITICAL CONSIDERATIONS

This area is beyond the scope of this study. However, it is reasonable -
to assume that the benefits in the form of new jobs and businesses,

lower costs for consumer and durable goods, increased revenue for
government et al, might far exceed the cost for a through rail connection..
The governments and people of Alaska, Canada and the Northern states

of the “lower 48" would be receiving most of these henefits. Only a

well funded, comprehensive study of the total impact resulting from a

rail connection could measure the total effect, and therefore, the
viability of the proposal and the route. * !



ENVIRONMENTAL CONSIDERATIONS

The measurement of this impact is not within the funding of this
study, but most certainly should be weighed with the other factors
in a cost-benefit analysis. Initial reaction is described in

the "Other Opinions™ section later in this report.
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THE REVENUE

I
Those benefiting from the Railroad include the public, the operator
of the railroad, the users of the railroad, and the local, state,

provincial and federal governments. When the first tons of cargo "
move across a portion of the new track the operator will draw some

salary and costs out of the rates charged to the shipper for hauling.

A substantial volume will have to move, however, hefore what is a

collected in rates will pay for the original construction costs of
the railroad-though this may happen (see the section on "Full Potential").
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THE KATE

N
In order for a transcontinental railroad to be effective, it must be
competitive with existing modes of transportation. Competitiveness
for the railroad also suggests the ability to provide tighter schedules
and less handling of goods. A shipment could be placed on a rail car
in the Midwest and not touched again until it reaches Fairbanks or
Anchorage. Additional benefits include less chance for damage, delay,
misrouting, and fewer transshipments.

Someone else has been receiving revenue before that first ton of cargo
moved, however, perhaps millions of dollars. This revenue is in the
form of income, property and business taxes paid to all levels of
government during construction. This revenue will decline as the
railroad nears completion unless the operator can put the railroad
into operation. When operation begins, three revenues or benefits
will flow - the revenue termed "public good and convenience,” the ratr
revenue - particularly when it is reinvested, and the governmental tax

revenue on all the primary and secondary ecolnomic activities.

The total of 1) public good, 2) charges and 3) taxes, versus the original
construction and operational costs is what needs to be measured when
asking whether the railroad will pay for itself and should be the subject
of future study. It is clear the governments will initially have to
participate in the construction because the railroad operator himself
has not as yet had access to any revenue.



When a potential shipper is asked how much he might ship on a through
rail route to the Midwest, his logical reply is: "How much will you
charge me?" The answer is, there is presently no way of telling.

This department has prevailed upon the railroads to construct a purely
hypothetical rate under which they might be able to operate at today's
costs. The Alaska Railroad prepared the first draft and the British
Columbia and White Pass and Yukon'Railroads are still in the process

of evaluating this rate structure. It is understood that railroads only
in very special circumstances could compete with an all water shipment.
However, the question is could the railroads compete today once trans-
shipments to interior points in Alaska and the mid-continent regions are
required. When one approaches total tonnages in the modest range of
three to four million tons a year, the hypothetical rates answer this
question in the affirmative. This is however, only one measure of
revenue generated by a railroad (see section on “"Revenue™). Cost
recovery in this tonnage range can be significant however as seen in

the accompanying table.

The Alaska Railroad's estimates do not include groﬂt margins,
however, the pr,?,ﬂt increment Is estimated to be 15 percent or
less (profitability can also be achieved'through operating
procedures). A

[t is common practice that these rates vary among commodities,
and that the estimated rate represents an averagé rate.
Understandably these rates are negotiable to inUividual shippers
b?sed on, volufe and distance, Siice a rate structure Is
already in effect to Prince Geor%, negotiations would Produce
transcontinental through rates and othér through rates to
E\Iorthern Canada and Alaska destinations, which™are usually
OWer.



Estimated Rate Structure - Prince George to Fairbanks
Capital and Operating Recovery

Canadian
Segment

Alaska
Segment

Rate/ton

$173.62
103.53

Operating Expense Recovery Only

Canadian
Segment

$37.33
2745
24.85
24.22
24.54
2551

Alaska
Seqment

Rate/ton

Rate/cwt

ITIRTNS -4
N0 o
SAJB0O100e

Rate/cwt

$3.03
2.3
2.17

2
4
0

I\JNI\)
N =



There are two types of volume that are of interest in this study;
current and future volume. The most readily accessible current
volume statistics were those compiled by the Alaska Railroad. Future
volume had to be identified through research and contacts with various
potential shippers.

In estimating future volume, it was neccesary to make three basic
assumptions:

That traffic originating from inland points east of the
Rocky Mountains would probably move along an all land rail
route to Alaska, given competitive service.

2. That the present Alaska traffic, excluding pipeline traffic
will continue to grow on the average of 7 percent a year.

That 1985 would be the earliest normal completion date for
the construction of a through rail route between Alaska and
the Midwest. 1

Only a general idea of what commodities are moving and the point of
origin and destination appeared necessary for purposes of this study.
The large Alaska highway tonnage carried is mostly pipeline oriented
to date and it is assumed that most of the commodities carried by air
will continue to move in that manner. Consequently, waterborne tonnage
into Alaska was the only tonnage gathered in detail for this report.

- 1) -



CURRENT VOLUME
1975 Tonnage

Data gathered from the Alaska Railroad, reveals that 24 percent of

their freightt originated east of the Rocky Mountains in 1975 That
IS probably conservative since hilling figures were used and Seattle
offices are cften billed for freight destined for Alaska, regardless
of origin.

The Alaska FRailroad handled 9,516 car loads of interline traffic in
1975 of which 2,234 car loads or 91,360 tons could be identified by
billings as originating east of the Rocky Mountains.

An additional 51,600 tons arrived at Seward by water. Applying the
24 percent factor developed from the Railroad statistics, an estimated
12,384 tons cof cargo received at Seward had origins east of the
Rockies. The Port of Anchorage received 2,222,169 tons in 1975,
Of this total 1,368,192 tons were petroleum products. Of the
remaining 853,977 tons, mostly from Sea-Land, it might be assumed
that 24 percent, or an estimated 204,954'1 tons, originated east of
the Rockies. Combining the tonnage volume from the Railroad,
Seward, and Anchoraie, approximately 308,698 tons had urigins east
of the Rockies. This volume, projected at a 7 percent annual
increase, reaches 607,255 tons in 1985 for a good base tonnage.



1976 Tonnage

These figures are incomplete and are displayed as a matter of
interest.

The general cargo continues a modest increase over 1975¢ Column A
s interline freight received and Column B is freight tendered to

the Railroad by Sea-Land and TOTE.for movement to Fairbanks. .

Alaska Railroad

Tons of Freight A B Total
FY 1976 395,670 110,609 506,279
July - November 1976 122,705 51,586 174,291

The Port of Anchorage in 1976 processed the tonnages displayed in the
following table. The total general cargo handled was 1,072,149 tons.
Some of this cargo is transshipped by the Alaska Railroad to Fairbanks
and is included in the Railroad's statistics.



Commodity
Freight, n.o.s.

Cement,
Drn|]lling Mud, etc,

lron or Steel
Articles

Lumber

Plastic_ Material
Insulation

Petroleum,
Bulk

Petroleum,
N.O.S.
ap

Scrap,
lron or Steel

ans, Flats,
ontainers

Vehicles
Totals

Port of Anchorage
Waterborne Commerce by Corfmodity, 1976

(in tons)
ocal Domesti
Inbount& Outbound Inboun(?
2.0 7.0 45273
403291
520 120.1
266.4
1,273.0
1,300,521.6
1,395.0

884,211.5
22.7719.7
20 14540 22544287

stic
Quthound

116

1,623.7

94,398.7
11,1929
113226.9

Forei
Inboung J
1,199.2

314

1,248.7

386,864.2

2,7103.9
398.037.4

ST



The White Pass and Yukon Railroad is projecting 100,000 tons outbound
from the Yukon Territory ultimately destined to interior Canadian
points in 1981 Yukon tonnage is chiefly mineral concentrates and
may or may not grow at 7 percent annually to 1985 However, these
figures are biased downward since tonnages in the opposite direction
have not been considered. Therefore, it would seem very conservative
to estimate that a million tons would flow across the route by 1985,
given competitive service and no new development.

A million tons means about a train a day "to the Alaska Railroad.
If you exclude fuel related tonnages, like petroleum and coal, the
Alaska Railroad presently hauls less than one million tons of
general cargo a year. This is also true of the White Pass and
Yukon Railroad. The new route would probably increase the tonnage
of both railroads and it certainly would offer a good base for the
through route.



FUTURE VOLUME

In attempting to identify the future volume of such a rail route,
potential shippers were contacted (see the following letter). The letter
was sent to 131 finns in the United and Canada. To date, a 39 percent
response has been received, which is a good response. This is not to be
considered a poll. It is simply an admittedly incomplete sampling of
opinions. The reader can gather the tenor of the comments from these
potential customers of a rail route. The letter did not ask for nor
guarantee confidentiality, however, it was decided to publish the excerpts
separate from the authors in order that any" presumed confidences would
not be violated. Those eight individuals identified with their statements
have heen done so with their permission.

These letters suggest the railroad itself may trigger the development of
some of the mines mentioned. Certainly the respondents seem to over-
whelmingly agree that a through railroad would be a plus factor for the
economy and a hoon to mineral development. It is interesting to note that
some companies have stated that they have not even hothered to explore

in areas lacking transportation. Of additional importance is the fact
that most of the respondents hold high executive positions within their
company structure. Read each comment entirely to judge for yourself the
support for this route. Some significant potential is suggested.
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