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Description of Members

At Large Members:
Member
Member
Member
Member
Ex-nfflclo Members:
Commissioner, Dept, of
| Commerce & Econ. Dew.
fo
| Director, DIlv. of Budget
& Management
Commt »n lonev, DOT/PF
Comr. 1hh toner, Dept, of
Environmental Con.
Commissioner, Dept, of

Natural Resources

Note 1: Ch. 278 SLA

Development and

1976 effective

A/TT

Charles Conway
Frank Hurkowskf,
Jack Wick - - -

Robert Ward - -

I. Phillip

public

Hubbard-

9/28/76 establishes
members.

APPENDIX A

Alaska Power Authority
Board of Directors
Inception to Date

1/79 6/80
Arnold Espe - - - -- - - - - --
- - - - - - - - Dr, Robert Weeden
Charles Bchlke- Thomas Kelly - -
Charles Webber

constitution of the Board

as

Note 2: Ch. 156 SL.y 1978 effectivel /13/78 adds the Commius loners of Community and
Transfertalion and Public Facilities and Revenue us non-voting members.

Note 3: Ch. 118 SLA 1931 uffectlvu 7/1/81 chnngeu the constitution of tho Board to
Management, tho Commissioners of three principal executive dopartments as

public members.

terms of existing directors

expired

and

a now Board was

9/81

(reappointed) -
-John Schaeffer

-(reuppo tnted) -

Dr. Ron Lehr --

Robert Ward - -

Ernst Mueller--

the Commissioner

named .

1/83 6/8
- - - - - - Lee
Robert [llufman -
Richard Lyon
Peter McDowell
Daniel Casey -
Euther Uunnlcke

of Comm«./ce

3

u.

and

Regional Affairs, Natural
the Director, DIv. of Budget and
nppolntod by the governor, and

7/33

Wunn - - - -

David Allison

Economic

Resources,

three
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Project Authorlza tions
A.E.L.P.

Chapter 152, SLA 1977 $ 500,000

Chapter 80, SLA 1979 200,000

Chapter 54, SLA 1980 1,500,000

Chapter 90, SLA 1981 4.000.000

Chapter 90, SLA 1981 3.000.000

Chapter 141, SLA 1982 4.000.000
Total A.E.L.P. 13,200,000
Akut an

Chapter 90, SLA 1981 500,000

Chapter 141, SLA 1982 12 7,000
Total Akutan 627,000
Anchorane-Fairbanks Intertie

Chapter 50, SLA 1960 3,000,000

Chapter 92, SLA 1981 26,000,000

Chapter 92, SLA 1981 40,000,000

Chapter 107, SLA 1983 25,000,000
Total Anchorage-Falrhnnka

Inter tie 104,000,000
AnchoraRQ Energy Pool Inn

Chapter 80, SLA 1979 120,000
Anderson Coal

Chapter 101, SLA 1982 50,000
An goon Power Alterna»lveb

Chapter 120, SLA 1980 250.000
Note Is The Information presented 1is from tho

accordingly, we express

no opinion.

APPENDIX B

Alaska

Expenditures

$ 500,000
200,000
1,000,000
4,000,000
-0-

-0-

5,700.000

416,013
125,641

541 ,654

3,000,000
6,568,174
501,000
-0-

10,069,174

99,670 -0-
-0- -0-
11 35,000
Alaska Power Authority retards.

Power
Project Status
Inception

and
to Date

Encumbrances

'y o

o
o=
o
-

o

33,987
-0-

33,987

-C-
29,432,018
15,463,161

-0-

44,895,179

Authority
Balances

Balanca Project Status
$ -0- A.E.L.P. has applied for the remaining
-0- funds. The Board of Directors
500,000 approved the loans in their July, 1983
-0- mec ting.
3.000.000
4.000.000
7,500,000
-0- Construction of electrical trans—
1.359 mission lines 1Is 85 percent complete.
Expected to be completed by September,
1,359 1983.
-0- Construction of an electrical trans—
(192) mission system to connect the rail-
24,035,839 holt. Construction began in May,
25,000.000 1933.
49,035,647
20,330 Completed study on thu reliability
of tlic Anchorage area electrical
transmission system.
50,000 Community dues not want thu funds.
214,989 Feasibility study of tho energy
alternatives at Angoon |Is
ongoing.
This Information has not been audited by us and,
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Bethel Regional Study

Chapter 30, SLA 1979
Chapter 90, ""LA 1931
Chapter 90, S:.A 1981
Chapter 141, ;LA 1982

Total Bethel Regional Study
Black Bear

Chapter 80, SLA 1979
Chapter 90, SLA 1981
Chapter 141, SLA 1982

Totnl Black Bear
Bradley Lake

Chapter 80, SLA 1979
Chapter 92, SLA 1981
Chapter 92, SLA 1981
Chapter 141, SLA 1982

Total Bradley Lake
Brev Ig Mission

Chapter 50, SLA 1980

Bristol Bay Aren

Chapter s0, sia 1979
Chapter so. sLa 1980
Chaptor 120, SLA 1980
Chapter 120, SLA 1930
Chapter 120, SLA 1980
Clinpter 170, SLA 1930
Chapter 90. SLA 1981
Chapter 9o0. sLa 1981
Chapter 141, SLA 1982

Total Bristol Bay Area

APPENDIX B

Alaska Power Authority

Project Status and

Authorizations Expenditures

80,000 80,000 $
1,000,000 979,169 7
1,000,000 1,000,000

500,000 17,445 10
2,580,000 2,076,614 17
745,000 744,014 1
1,400,000 1,309,871 87
1,000,000 31,947 200
3,145,000 2,085,832 289
80,000 79,790
5.000.000 160,399 1,643
10,000,000 4,778
3.000.000 -0- 20
18,090,000 244,967 1,663
50,000 50,000
80,000 80,000
500,000 500,030
40,000 29,000
50,000 36,674
300,000 300,000
550,000 546,218
961,000 961,000
2,000,000 1,700,298 242

15,000 15,000

4,496,000 4,168,190 242

Balances
Inception to Date

Encumbrances

0
,o%f
,800

,880

,067

,439
,648

,154

-0-

,018

-0-

,300

,318

-0 .
r>_

-0-
-0-
-0-
-0-
-0-
,981
-0-

,931

Balance

. 0.
13,751

. 0.
471 .755

485,506

(81)
2,690
767,4" <

770.014

210
3,196,583
9,995,222
2,979,700

16,171,715

-0-
-0-
11 ,000
13,326
-0-
3,782
-0-
56,721
-0-

114.82 9

Project Status

Regional study 1incorporating tie- areas
of Bethel and the Kuskokwim River. A
draft report was |Issued January, 1983.

Feaslblllty studies near completion.
Economic analysis to update EF.RC
licence application ongoing. Design
on hold until findings presented to
the Board of Directors.

Project has been authorized for
construction. Design contract to be
negotiated by December, 198v.

Grant provided t.o the community for
construction of a distribution ays ten
Construction has been completed

Itcglonal study Incorporating the areas
of DII 1Ingham , l.ak.; F-lvu and T.tzLinlna
Lake. Project has been put on hold
pending legislative action.
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APPENDIX B

Alaska Power

Authority

Protect Status and Balances
Inception to Date

Authorizations Expenditures

Can twel1l

Chapter 101, SLA 1982

Central

Chapter 120, SLA 1980

Ch akachnmn a

Chapter 90, SLA 1981

Chester Lake

Chapter 90, SLA 10981

Ch 11knt Hydro

Chapter 80, SLA 1979

Cordnva Energy Supply
Alternat lves

Chapter 49, SLA 1979
Chapter 80, SLA 1979
Chnptur 9.), SLA 1981
Chapter 50, SLA 1981
Chapter 90, SLA 1981

Total Cordova Energy
Supply Alternatives

$ 75,000 s 24
200,000 z0-
1.000,000 995,061
1,000,000 338,,673
50,000 50,.31 9
250,000 -0-
500,000 466,206
700,000 559,191
700,000 155,217
3007000 301 ,836
2,450,000 1,482 ,500

Encumbrances

O

i
-0-
-0-
51 ,250
-0-
-0-
2,018
104,921
512 ,513
-0-
619,452

Balance

S 74,976

200,000

4,939

610,077

(319)

250,000
31,776
35,8 ™B
32 i

. (Lrf.

368,0

Project Status

Community cannot decide if construct-
tion of transmission is
war run ted .

Loan. Community vasts OX Interest.
APA nov authorized to loan monies at
ex.

Feasibility studies ongoing. Susltnu
funding Chapter 101, SLA 1982 being
ullll zed .

Feasibility study completed. Findings
and recommendations to be presented to
the Hoard of Directors.

Il"tconna Issanco study completed.
Report available.

Reconnal stance study completed.
Feuslbill.y studies are ongoing.
Studies to bo completed by March,
1934. in addition, Chapter 49,
SLA 1979 appropriated monies to be
loaned to Cordova for hydro studios,
vordovu, however, wants to use the
Veda to purchase a diesel generator.
ec 1slon pend 1ng .
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Project
Cra Ir-Klawock
Chapter 90, SLA
Crooked Creek
Chapter 90, SLA
Del tn Art 1ctil ture
Chapter 90, SLA
Discretionary Fund
Chapter 120, SLA
Englo VIllape
Chapter 101, SLA
EIfin Cove
Chapter 101, SLA
KI lin VII lare
Chapter 120, SLA
Fatrhanka ““lutrlilct
Chapter p0, SLA
Chap ter 90, SLA
Chapter 90, SLA
Total Fairhanks Di
Ilea t
- - u h m m

0 j->*"v

1981

1981

1981

S

1980

1982

1982

1980

Heat
1980
1981
1981

strict

A W\y-'

Il TS3w

Authorizations

S 750,000

62,500

2,155,000

75,001

25,000

25,000

25,800

35,000
AA0.000
A ,000, OOl

A,A75,000

h m m

Alaska
Project Status

Expenditures

666

1,921 ,8A7

73.9A8

21,561

25,7A7

35,000
277,879

312

-0-

.879

Inception

in h
APPENDIX B
Paver Authorlty
and Balances
to Date
Eucurabrancea Bal since
$ -0- S 7A9 ,33A
-0- 62 ,500
179,737 53 ,Al 6
1.052 -0-
3, A39 -0-
-0- 25 ,000
-0- 53
-0- -0-
123,991 38 ,130
-0- A, 000 000
123,991 A ,038 130
- 0f/ - HS - 1
- >

L)

Iv.T

Project Status

unsuccessful In
sales agreement.
sight.

utlLItles
power
agreement In

Local
negotiating
Per APA no

Negotiating a grant agreement wlt'r
the community for a waste heat
projec t.

Design and construction of a 3-ohasu
distribution line. Construction
comple ted .

Funds wused to cover costs of various
projects.

Cenurator purchased and 1is online.

of the energy needs of
being reviewed,

Draft
the

report
community is

Keconna lssaitce study completed.
Roport avallahle.

Feasibility study 75 percent complete.
Expected to he completed 1In September,
1983 at which time APA will extend

the city a loan for $A million
to engineer and design a boiler
system.

mm



Pro ject

Fal se fans

Chapter 107, SLA 1983

Gartina Creek

Chapter 80, SLa 1979

Goodnews Bay

Chapter 120, SLA 1930

Grant Lake
Chapter 80, SLA 1979
Chapter 90, SLA 1981
Chapter 1A1, SLA 198:
Total Grant Lake

Green Lake

Chapter 92, SLA 1981
Chapter 141, SLA 1982

Total Green Lake
Gunnuk Creek

Chapter 80, SI.A 1979

lIn 1lnog-Skap way

Ilonnah Wood Study

Authorizations

$ 600,000

270,000

45,000

40,000
1,000,000
1,000,000

2 .040,000

85,000
15,000,000

15,085,000

140,000

10,000

30,000

APPENDIX B

Alaska Power Authority

Project Status and Balances

Inception to Date

Expenditures Encumbrances

s -0- s -0-
t
32,142 1,417
29,016 -0-
40,000 -0-
995,287 22/
386,352 218,307
1,421 ,639 218,534
45,041 -0-
1.0,000,000 -0-
1* .045,041 -0-
103,214 35,802
10,000 -0-
30,000 -0 -

Bal ance

S 600,000

236,441

15,934

-0-
4,486
395,341

399,327

39,959
-0-

39,959

984

Project Status

New appropriation effective
July 29, 1983.

Feasibility study completed. No
additional funds have been requested.

Reconnaissance study completed.
Based on the results no further work
Is expected.

Feasibility studies ongoing. A
draft report |Issued February, 1983
Is currently being reviewed by APA.

Originally appropriated $45 million
fur the acquisition. Repealed by
Chapter 141, SI.A 1982 .

Feasibility study for an alternative
to the Kaku-Petersburg Intertlo.
Study Is ongoing.

Feasibility study completed. Report
dVi1l1llahlo .
Feasibility utudy completed. funds

provided hy the U.S. Forest Service.



Project
Kake-Pe tcrsburr

Chapter 90, SLA 1901

Kaltag

Chapter 120, SLa 1980

Klana

Chapter 120, SLA 1980

King Cove

Chapter 50, SLA 1980

Kobuk-ShenRnak

Chapter 90, SLA 1981

Kodiak 1Island

Chapter 90, SLA 1981

Kodiak Unnte Heat

Chapter 90, SLA 1981

Kotzebue District
Chapter 120, SLA 1980
Chapter 90, SLA 1981
Chapter 90, SLA 1981

Total Kotzebue District

Authorizations

S 500,000

20,000

38,600

200,000

200,000

100,000

N/A

60,000
120,000
100,000

280,000

APPENDIX B

Alaska Power

Authority

JLI2JtCt Status and Balances
Inception to Date

Expenditures

S 226,350

2A,000

38,600

200,000

200,128

81 ,232

56 ,660
119,121
97,361

270,902

Encumbrances

$ 106,150

9,100

3,085
-0-
100

3,185

Balance

$ 169,500

(6,000)

(128)

9,668

(219)

2,675
879
1,559

5,913

Project Status

Feasibility study ongoing and |Is
expected to be completed by
December , 1983,

Reconnaissance s"udy completed.
Report available.

Reconnaissance study completed.
Report ava llable.

Feasibility study completed.
Report available.

Reconnalssanc study completed,
Report available.

Project complete and the report |Is
avallnble .

Originally appropriated $2.5 million
Repealed by Chapter 161, SLA 1932.

Feasibility study of energ-" alterna-—
tives at Kotzebue completed. Report
available .



Project

Larsen Bay

Chapter 80, SLA 1979
Chapter 120, SLA 1980

Total Larsen Bay
McCrnth

Chapter 90, SLA 1981

N ikol tiki

Chapter 107, SLA 1983

Nome-Kotzebuc Assessment

Chapter 80, SLA 1979

North Slope Gns

Chapter 141 , SLA 1982

Northwest Coal

Chapter 120, SLA 1980

Nuahapak

Chapter 120, SLA 1980

01d Iirlior

Chapter 120, :LA 1980

Authorizations

$ 80,000
200,000

280,000

150,000

200,000

80,000

250,000

250,000

150,000

9 J,000

APPENDIX B

Alaska Power Authority
Project Status and Balances
Inception to Date

Expend Itures Encumbrances Bal ance
$ 80,000 $ -0- $ -0-
1A ,AA9 9.875 175,676
9A.AA9 9,875 175,676
150,000 -0- -0-
-0- -0- 200,000
79,951 -0- A9
211 ,597 34,654 3,749
2A9,025 -0- 975
150,000 -0- -0-
31,829 -0- 958,171

Project Status

Reconnaissance study completed.
Stream guaging proceeding as part of
the ongoing feasibility study.

Grant provided to the community for
a waste heat systenm. Project
completed.

New appropriation effective July 29,
1983.

"easlblllty studv completed In Hay,
1980. Report available.

Feasibility study as an alternative
to Susltnu 1Is presently ongoing.

Feasibility study completed.
ava llah le .

Report

Grant provided to the community for a
waste heat syiitem. Project completed.

Reconnaissance study completed.
Additional funds vo Il-e requested for
flseal year 1985.
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Project
Organic Ranklnc

Chapter 90, SLA 1931

Ouztnkle Waste Heat

Chapter 90, SLA 1981

Pedro Bay

Chapter 101, SLA 1982
Chapter 107, SLA 1983

Total Pedro Bay

Pel 1-can

Chuptcr 90, SLA 10981

Rural Community Feasibility

Chapter 90, SLA 1981

Hural Community Reconnaissance

Chapter 90, SLA 1981

Rurnl Energy Construetl on

Chapter 141, SLA 1982

Raral Wn itly Heat

Chapter 120, SLA 1980

APPENDIX B

Alaska Power Authority

Inception to Date

Authorlza tlons Expenditures

Encumbrances

$ 500 s 206 5 -0-
250,000 55,099 167,492
200,000 -0- -0-
500,000 -0- -0-
700,000 -0- -0-

42,000 42,000 -9-
4,600,000 1,465,697 154,957
560,000 545,410 100
5,0011,000 230,004 _ 9,597,145
500,000 497,015 AQA

Balance

27,409

200,000
500,000

700,000

2,979.346

14,490

2,172,851

2,985

Project Status

Origlnully appropriated S5 million for
the acquisition of two generators.
Repealed by Chapter 141, SLA 1982,

Construction of a waste heat systenm
completed. Monitoring to be completed
July, 1983.

Reconnaissance study to begin during
fiscal year 1984.

Feasibility study completed.
avallablo .

Report

Feasibility studies being performed
at twenty-eight communities.

Koccan.i lusance studies .it thirty-six
villages completed. Report nvnll-iblu.

hitiles being lined as loans or grants
to construct uantu heat syuteniH.

Construet lon of a waste hunt systen
compic ted .
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Pro ject
Saint Mary Waste Heat

Chapter 90, SLA 1981

Savoonga

Chapter 120, SLA 1980

Scnmmon Bay

Chapter 50, SLA 1980

Shungnak

Chapter 120, SLA 1980

Skagway Wind

Chapter 120, SLA 1980

Sol oinon Cut ch

Chapter 92, SI.A 1981

Snsllna

Chap tor 76, SLA 1979
Chapter 76, SI,A 1979
Chapter 50, SLA 1980
Chapter 120, SLA 1980
Chapter 7, SLA 1981

Chapter 90, SI.A 1981

Chapter 101, SI.A 1981
Chapter 107, SI.A 1983

Total Susllna

Author lza tions

S 30,000

26.100

100,0,0

10,600

100,000

53,000,000

8,1 78,000
r 150,000
7,000,000
3,095,800
2,560,000
18,100,000
25,600,000
28,000,000

92,663,800

APPENDIX B

Alaska Power

Authority

Project Status and Balances
Inception to Date

Expend itures

$ 6,013

26,050

18,779

39 .666

81 ,692

62 ,651 ,600

8,178,000
150,000
6,863,238
3,095,800
2,560,000
18,366,811
18,605,715
-0-

57,797,566

Encumbrances

18.509
57,267

0
_0-
I.Jil,7_<bz_

<[«

661 ,51 S
6,051 ,20F
7,569, 6011

Balance

25,987
50

_6v,"."<7

(23 ,m6)

10.691.133

-0-

(726,376)
63,002
28,000,000

27,316,628

Project Status

Construction of a waste hent systenm
completed.

Reconnaissance study completed.
Report avail able,

Feasibility studlus completed.
Recults show that hydro potential is
marginal.

Reconnaissance study completed.
Report available,

Construction of a wind demons tra tton
un it comple ted.

Ccnstructlon completed. Project in
operation since September, 19B2.

Feasibility study completed.
Application has been submitted to the
Federal Energy Regulatory Commission
for licensing approval.
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Project

Swan Lake

Chapter 111, SLA
Chapter 49, SLA
Chapter 25, SLA
Cha ter 54, SLA
Chapter 92. SLA
Chapter 92, SLA

Total Swani Lake

T.ikatz Creek

Chapter 90, SLA

Tanana Power Study

Chapter 50, SLA
Chapter 106, SLA

Total Tnnana Power

Tcnakae

Chapter 101, SLA

Terror Luke

Chapter til, SLA
Chapter -i9, SLA
Chnptur 49, SLA
Chapter 54, SLA
Chapter 54, SLA
Chapter 92, SLA
Chapter 92, SLA
Chapter 92, SLA

Total Terror Lake
Te 11 1n

Chapter 101, SLA

. 1978

1979
1980
1980
1981
1981

1981

1930
1983

Study

1982

1973
1979
1979
1980
1980
1981
1981
1981

1982

Authorizations

f

335,000
3,115,000
616,000
18,000,000
43,000,000
10,000,000

75,066,000

50,000

35,000
145,000

180,000

200,000

100,000
«30,000
2,000,000
1,050,000
200,000
1,400,000
71,000,000
10,500,000

86,340,000

50,000

APPENDIX B

Alaska

Expend itures

$ 335,000
3,115,000
616,000
.18,000,000
42,942,533
9,557,898

74,566,431

50,000

35,000
-0-

35,000

200,000

100 ,000
90,000
2,000,0,00
i ,050,000
200,000
174 0)9
57,102., 000
2,891 ,558

.63,607,5*7

15,001)i

Pouei:
Prolect Status and
Inception

to Date

En:urobrances

0.
18,219
142 ,941)

161 .159

-0-
-0-

11,691
3,827,034
4,436,999

15, JLH i_

35,000

Authority
Balances

Balance

-0-
145,000

145,000

1,214,?.70
5,070,-11 6
1,171,443

7,456,629

Pro ject Status

Project 1Is under construction.

Keconnalssnncc study completed.
Report available.

Hew appropriation for a power line
extension effective July 29, 1983 .

Construction ol a distribution systenm
cornpiCted .

Project 1la under construction.

Construct lon of a waste he...
on iso Inis.

system la



Project

Thayer Creek

Chapter 30, SLA 1979

Tyee Lake

Chapter 152, SLA 1977
Chapter 111, SLA 1973
Chapter 49, SLA 1979
Chapter 00, SLA 197S
Chapter 120, SLA 1930
Chapter 92, SLA 1981
Chapter 92, SLA 1981
Chapter 141, SLA 1982

Total Tyee Lake
Unnlallcct

Chapter 120, SLA 1980

Unnlaska
Chapter 120, SLA 1980
Chapter 90, SLA 1981
Chapter 90, SLA 1981

Tctnl Until aska
Various VIllat;cs

Chapter 120, SLA 1980

ViIInp.n Electrification

Chapter 120, SLA 1930

Authorizations

S

100,000

AO0,000
65,000
2,000,000
60,000
15,000,000
40,000,000
5,000,000
20,000,000

82,165,000

100,000

100,000
380,000
5,000,000
44,259

5,524,259

200,000

125,000

?

APPENDIX B

Alaska Power

Authority

Project Status and Balances
Inception to Date

Expenditures

61,547

40.000
65.000
1,999 ,788
60,000
14,653,789
35,962 ,586
4,381 .948
19.373,815

76,537.026

71 ,631

91 ,778
45,860
2,137,322
_0_

2,274,960

197,016

125.000

Encumbrances

-0-

-0-

344

-0-
74,534
2,144,116
627,143
139.501

2,985,638

28,369

8,222
334,140
2,556,393
19 .260

2,918,015

Bal ance

$ 38,453

-0-
_0_
(132)
_0/\
271677
1,893 ,196
(9,091 )
486,68s

2,642 ,336

-0-

-0-
306,285
24 .999

331 ,284

2,934

Project Status

Feaslbillty study completed. Report

ava llablc.

Project Is under construction.

Constructlon of a wind systen
demonstration unit has been completed

Exploratory drilling geothermal
energy Is ongoing.

Reconnaissance studies at eighteen
villages completed. Report available

study on the fcaslhtl Ity
Report

Completed
of u transmission system.
nv.i 1l altlu .



Project

West Creek
Chapter 120, SLA 1980
Chapter 90, SLA 1981
Chapter 191, SLA 1982

Total West Creek

White Mountain

Chapter 120, SLA 1980

Total Projects

Authorizations

S 900,000
1,000,000
200,000

1,600.000

29 ,100

~590,180.059

APPENDIX

Alaska Power Authority
Project Status and

B

Inception to Date

Expenditures

$ 399,981 $
998,238
75, 960

1,979,179

29,000

Encumbrances

-0-
-0-
18,237

18,237

Balances

Balance
$ 19
1,762
105 ,803
107,589

Project Status

Feasibility study ongoing. APA is
studying the feasibility of utilizing

an existing Canadian
sys tem.

transmission

Reconnaissance study completed.

Report available.



APPENDIX C

Status of Recommendations by Price Waterhouse (PW)

In Management Report Dated 12/10/82

Status as of
PW Recommendation 0A/01/83
RECOMMENDATION 1: **

Consideration should bo given to the development
of an integrated financial management and report—
ing svsten.

The State of Alaska"s financial reporting systen
which Includes Alaska Power Authority®s appropria—

Partial capability to address this
recommendation will be available throuch
tions and related expenditures is primarily oper— APA"s new automated C/L system on
ated on a centralized basis with the najor effort April 15, 1983.
being carried out in Juneau. As commenced upon in
i-.commendation No. 2, the State"s systen is pri—
marily directed to overall financial control over
general government expenditures and, therefore,
the type of Infornation generated is not direct—
ed toward providing the type of management re—
ports required to enhance nanagcncnt of commer—
cial type activities such as the construction and
management cf power generating facilities.
Further, the reports are prepared on the basis of Not being addressed at the present tire.
expenditures and encumbrances with no recognition

being accorded accounts receivable, accounts pay—

able or othet elements of the financial statcr.-ncs

of the Alaska Power Authority. In addition, taa
cut-off date for data included in Che reports is
based upon a budget year ra-hcr than established
to facilitate preparation of monthly or annual
accrual basis financial statements.
factors make the usefulness of tho reports limited
primarily to cash disbursements and budgetary con—

trol.

The above

Further, during Fiscal Year 1982 tho Authority is—
sued $115,000,000 and $$0,000,000 of variable rate
demand notes for the Terror Lake and Tyee Lake

Capability will be available 0A/15/63.

Hydroelectric Projects, respectively. Under terms
of the variable rate demand note resolutions, the
Authority established special funds with the

trustee into which the proceeds of the notes wero
deposited and subsequently invested. As discussed
In Recommendation 13, these accounts are not af—

forded general ledger control.

During Fiscal Year 1982, the Authority acquired
the Swan Lake Hydroelectric Project an- retained
the City of Ketchikan to act as agent to complete
construction of the Project, Hie City has com—
plete control over the proceeds from project fi—
nancing arrangements, power project loans and
State appropriations for construction, and main-—
tains all accounting records for the project.

In order to prepare financial statements In ac—
cordance with general 1" accepted accounting prin—
ciples, the three recordkeeping systems identi—
fied above (State of Alaska Ceneral Fund expend-—
itures, trustee accounts andthe City of Ketchi—
kan*s Swan Lake Project records) nunc bn merged
to generate a trial balance of all of the Author—
Further,

system is actually a cash bants record, dotall

ity"s financial activities. as each

accruals must be prepared and transactions revers—
ed at each reporting period.

*» - Sane Recommendations made in prior year rjnagement letter dated 10/26/HI.

-41-
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Corments

The row automated system will be an expenditure and
funding cracking system for APA energy projects. It
will produc recounting reports but it will not produce
in this PW

The system is an accounting system not

managers.ic reports such as those mentioned
recommendation.
a management information or financial management
system.

Sac Recemmendaclon No. A.

See Recommendation No. 13.

Trial balances i.re being run only as tho data is input
into the computer system.
have been run since PW ran theirs in December.

No manual trial balances
A manual general ledger nystem has been poaced since
rtl*s review but trial balance statements have not been
prepared.

DIVISION OF LEGISLATIVE AUDIT



P." Recommendation

RFCOYENDATION NO. 1 fcont"d)

During our current year examlnat. si, we noted Partial

that management is unable to generate the
following basic financial information without

efforts:

system
significant manual
- General

ledger trial balances showing all

assets, liabilities, revenues and expenses
as of any particular date for the Author—
ity's activities as a whole

- Monthly or quarterly financial statements

< Annual financial reports

- Financial status reports for thr Board of
Directors®™ monthly meetings
- Deferred project coat status reporcs

- Construction work in progress status reports

- Contract status reports
- Power project

loans (payable and receivable)

trial balances Including Interest accruals

- Invested cash and related Interrat accruals
for various bank accounts restricted by
terms of note resolutions

« Trial

balances of accounts payable, contract

retalnaget and payroll related liabilities

e Status of the Swan Lake Construction funds,
Investments and Interust earnings as

maintained by Ketchikan Public Utilities

- Inventory and fixed asset reporting Subsystem

to address this.

capability will
04/15/R3 when new automated C/L

Status as of
0s/01/83

be available

is scheduled to come on-line.

is currently being planned
The system

development project has Just begun

and no

Implementation data has been

established.

Accordingly, wo stress tho need for a

comprehonalvo reporting syotcin based upw ” tho 04/15/83.
accrual nochod of accounting which would

facilitate the establishment of rates to tie
charged to prospective users of electrical

power as well as provide key roporta to iranaie-

nont for planning and control. We envision .lie

fallowing to be examples nf the output of such

a system:

- Reporting of financial r*sults by major
power generating facility.

- Reporting In dsull,

of departments within major

of costa of operation
respcnsliblllty

Capability wil

be available

areas (e.g., gtnoratl®n, transmission, main—
tenance, .idrainl*trncion, etc.).

- Budgetary guidelines and control at all of (lot addressed.
the above levels.

- Key Item reporting of statistical and other

data (e.g., kilowatt hours of power generated
and used, overtime hours, equipment usage
hours, etc.).

STATE OF ALASKA
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will

Corments

The points mentioned In this recommendation will generally

be addressed by the new automated G/L systep. However, th

system will not provide all -he Information needed for som
of these reporcs. For
Intorcation of the expenditure history of a par—
ticular construction project. But the system vill

ducc all the

Instance, one wiil be able to re—
trieve
not pro
information nanaaerenc r.ccds to acccrtain wha
Thus,

not be produced by thi

tho status of a construction project is. construct!

work-in-proqress status reports will
systen. Fur-hcrrore, even the expenditure information cn
construction received frcn the system may not be correct

due to the discrepancies caused by the lack of an accurate
accrual system (see Recormendntion No. A).
The systen will have the capability to produce ronthly and

quarterly financial statements and financial status report

for the Board of Directors”™ monthly meetings. However,

management has not instituted contractor billing
requirements which are needed Co assure an accurate
accrual-based accounting aysten. Thus,

statements and reports may not be produced because there i

these financial

insufficient dan in this system to assure Che accuracy of

the syatem-prc. T reports.

See Recommendation Ho. 3.

See Recommendation No. 2.

not be addressed bv planned system.

DIVISION OF LEGISLATIVE AUOIT



Status as of
FJ Recommendation 04/01/83

RECOYpiENDATION NO. 1 fcont®d)

Because of tho factors described In the opening
paragraphs of this recommendation, wo believe
that the present manual efforts could soon be—
come inadequate for Che Authority s purposes.

Necessarily, therefore, consideration must also

be given to the data processing melhod which will
provide adequate Interface with Che State"s ac—
counting requirements. In this respect, It
should be kept

subsystems should be provided for.

In mind that a number of desirable
fully

in the recommendations following, it

As more
discussed
would be highly desirable to develop and/or com—
puterise the following Information needs:

Fixed asset data base, Including equipment Not being addressed.

maintenance schedules, cast and life cycle

cose analysis.

Deferred project costs and construction work Capability available 04/15/83
in progress.

Including economic order

Inventory control, Not being addressed.

quantities, automatic reorder capabilities,

etc.

Accounts receivable and billing functions,
- Accounts payable, Including encumbrances.
APA will

04/15/83 when new system |Is
scheduled to be operational.

Our discussions with management have dlsdoaod
(hat a system Installed and

"*sc disbursements reflected by the State"s se—

is presently being

ating system are being captured for record—
keeping purposes. Ua applaud these efforts but

stress the need to Integrate nil of Che Author—

ity's scclvitlea under one systen on an accrual
basis in accordance with generally accepted ac—
counting principles.

Year Unknown.

Further, as half of Fiscal

transpired,

1983 has already
we urge the Board to assess the pre—
sent system"s capabilities In terms of anticipat—
ed grouch of the Authority and comm!- sufficient
resources to ne continued development and
Isiplvmentatlon Integrated financial

management system.

or an

RECOMMENDATION HO. 71 *e

As the Authority begins to operate and maintain Tills capability wil
to APA through
April 15, 1981.

generation faellltlea, consideration should be
given to developing enterprise fund accounting

end budgeting methods.

The current accounting and budgeting systems have
an appropriation or governmental
As the Authority be—
In the operation and main—

fund accounting
and budgeting orientation.
comes more Involved
tenance of various projects, consideration should
be given to adopting budgeting and accounting

methods designed to servo the needs of government

owned enterprises.

-43-
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have these capabilities on

be available
Its now system on

Co-ments

See Recommendation No. 3.

See consents on deferred status reports stated above.

See Recommendation No. 3.

Sen Recommendation No. 4.

The new system will have the capability to Implement an
have to dictate

Is adopted (tee

accrual based system. Management will

whether or not that accrual-based system

Recommendation No. 4).

It was beyond the scope of our audit to asseaa the

anticipated grouch of the Authority In ordor to deter—

mine the system®n capability to addressing this growth.

There 1Is only one operating entity under APA"s control nuw.

There were Insufficient system generated reports to

thoroughly dotonnlne whether or not all the points

addressed in thin recommendation will bn Included In the

ayatcm. However, we generally feel that operating entitles

will
which the new (/1. system 1la based.

he adequately accounted for through the FERC systen or.

DIVISION OF LEGISLATIVE AUDIT



Status as of
FV Recorrend.ition 04/01/33

KECCin-NDATIPN NO. 2 (confd)

Enterprise funds are generally established to ac—
count for the operation of self-supporting activi—
ties of governnental units which render revenue-
producing services to customers. Regardless of
the organizational pattern or the exact nature of
the services rendered, the significant attribute
of enterprise activities Is that they are primar—
ily financed by charges to customers and the ac—
counting for them must make It possible to uhow
whether they arc operating efficiently and at a
profit similar to comparable private enterprises.
In this regard, all accounting should be done via
one set of accounts or fund for each power gener—
ating facility operated (l.e., one enterprise

fund or general ledger should be used to account
for all transactions). Additional funds or ac—
counts should be established to account ijr the
Pow.-r ProjectlLoan Fund, the Power Development
Fund, the Power Cost Assistance Fund, the Rural
Electrification Revolving Loan Fund, the Grant
Fund, and theOperating Fund of the Authority.
Felowls a brief explanation of the accounting
and budgeting method which should be employed in
accounting via an enterprise fund.

Enterprise Fund Accounting

Accounting for governmental enterprise funds, like
that for private proflt-maklnr. business, should

be on an accrual basis. This means that revenues
should be recorded when earned and expenses re—
corded when liabilities are actually Incurred. At
the present time expenses are recorded when funds
are paid cr encumbered with appropriate audit ad—
justments at year-end dates.

Enterprise Fund Pudgetling

Since enterprise funds arc. self-supporting, oper—
ational and commercial In nature, expenditures
should not be controlled by means of detail or
rigid appropriations. Due to the nature of the
activities being performed, the expenditures will
vary with the timing and demand for services.

If expenditures are rigidly controlled, necessary
expansion of activities and satisfactory perform—
ance ray be Impeded, or In anti

ipation of budget
shortages, officials are likely to ask for a larger
appropriation than la actually ncedod. In the in—

terest of managerial flexi ity and practicality

It is recommended that formal budgetary appropria—
tions he prepared! however, tho flexible budgeting
concept should be used so that modifications,

based on changes In clrcunstjnces or project

scopes, can be Integrated Into the budget process.

STATE OF ALASKA _44_
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Comments

The system will have tho capability to accruei whether H

not that practice will
(sen Recommendation No.

DIVISION OF LEGISLATIVE AUDIT

be adopted
4).

la a management decision,



.W Kocoir.end.Tt lon

RSCOFFIEKPATICN NO. 3: **

fixed asset records and controls should be
established.
detail

At the present time, financial account-

ing records for fixed assets arc maintained on

worksheets for all assets related to power

projects or used in the administrative pro—
cess. While all of the Authority™s property
is presently contributed by the State, a more
complete accounting systen for fiscal asnots
should be established,

accountability and control

if desirable
arc to be at—
tained.

further,
is a prerequisite

a system for calculating depreciation
in establishing appropriate

1. Itcns acquired and disposed of or replac—
ed are properly recorded.

2. The status o "construction in progress is

readily detc nlnable.

is transferred

3. Construction in progress

to fixed assets in a tlrely manner.

4. Lives assigned to assets arc reasonable,

5. Assets are properly classified (as be—

tween land, power structures and improve-

nents, production ylant equipment, trans—
mission snd distribution equipment,

equipment items, etc.).

spe—
cial

6. Supporting documentation for costs of sll
asset additions and authorisation for
disposals and transfers is easily

obtainable.

7. Costs are properly allocated between as—
sets purchased from State contributed
monies and operating revenues.

B. Depreciation is properly calculated on a

timely basis.

9. Transferred assets are properly docuaient-
oi, authorised and accounted for.

10. A physical inventory of fixed assets
shouldbe taken periodically and compared
to detail property records.
11. A general policy regarding capitalizing
or expensing of fixed asset expenditures
should be formalized.

Status
04/0

as of
1/83

System development project to

address this recommendation
Scheduled
implementation date of this

been Initiated.

is September, 1983.

STATE OF ALASKA
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has

system

O r—opts

address this rcccmmencaticn
like it

The planned svston which will
is not as comprehensive as Price Waterhouse would
to be. It will
schedules with cost and

Include nelcher equipment maintenance
like cycle cost analysis nor
inventory control functions such economic order

qualities, automatic reorder capabilities, etc. /see

Recocnendactcn No. 1).
The systen advocated by PW s»ees to be an inventory;fixed
asset financial management systen. The plarned systen will

only be a traekine systen of fixed assets.

The specific systen requirements recommended by PW fiters
2, 3, 4, 9, 10, and 11) ulll
systen. Itcns 2 & 3 would probably be products of a fin-. ““»
Itens 4, 9, 10,
policv decisions which rust be rade by APA management and
then

not be addressed by the planned

revenue rates, management systen. 11 are

The system ahep”."l ensure that: integrated into the plan—

ned svsten design if management elects to do so.

DIVISION OF LEGISLATIVE AUDIT
*



Status as of

PW Reconr.pnd.icion 04/01/63

*k

No. U

Procedures should bo established to provide .ic- Has not been implemented ar

ournce and tlnclv accounts payable accruals. time
The current accounting systen does not provide

lor an accurate cut-off or generate a complete

accounts payable accrual at the er.d of the fiscal
year. The State"s accounting systen provides
that operating disbhursements made
August related to the fiscal year ended on the

preceding June 30th can be charged to the

in July or

preceding year®"s appropriation. However, as the

Authority”s expenditures are primarily related to

capital projects, no accrual is effectively made.

tT recommend that the Authority utilize the

State"s disbursement reports as the source data
for preparation of a monthly or annual accounts
payable accrual (depending on frequency of

in-house financial statement preparation). The

procedures should ensure that:

1. An accurate cut-off of accounts payable,
expenses or construction work in process is

made to faci

itate monthly or annual
financial statement preparation.
2. Accounts payable are properly identified by

vendor or Account.

3. Contract rctalnagcs are properly accrued.

U, Payables arc properly classified as to

current and long-tenc liabilities.
5. Trial

sidiary

balances of the accounts payable sub—
ledger arc periodically reconciled to
tho general and ouch reconcil —

iations are reviewed and approved by an ap-—

ledger control

propriate accounting official.

113 46 "
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CarrePCs

this The system will have the capability to address the conceril

of PV relating to an accrual basis. Fanaeement has not

established a formal policy rcauirlng contractors to get

bills into APA In a timely manner. This policy will be
required to establish an accrual based accountins systen
IT.tsl that policy is established, ic does not really ratter

chat the svsten®s capabilities arc. Tt is a nanacenenc

decision whether or not to initiate an accrual-based

system; the system will accommodate this decision. I

fl

DIVISION OF LEGISLATIVE AUDIT



0 =

PVT Rccorrr.eng.itlon

3ECC?yKNDATION 5:

A forral accounting goltcv procedures ranu.i
should be prepared and utilized In connection

with .in integrated accounting svstcn

Prop.ir.itlen of this manual should bo performed
with the direct participation of those employees
responsible for financial systems and will ensure
that employees understand financial systems. Use
of a policy and procedures manual prevents
duplication of work, overlapping or omission of
Important functions, misunderstandings, and other
situations which might result in weakening
internal accounting controls and inefficiencies.
In addition, training new employees would be
facilitated. Some of the Items that are normally
included in an accounting manual arc:

description of the basic account coding
structure, a chart of accounts and a
description of Items to be Included in Che

respective accounts;

b. accounting pol es including procedures

for recording

1. teems of a routine nature,
2. liens of an unusual nature,

3. jour
app. 1

entries Including required

flowcharts of major accounting applications
and a description of how each transaction
ihould be documented and recorded;

d. rxamplcs of computer printouts and
documentation of how these reports work
together.

pircoly.EUDATio;i wo. 6:

The Auehorltv should strive tn generate monthly
or quarterly financial statements.

After an integrated financial management system
is in place, the Authority will have the
capability of Issuing monthly financial
statements. Monthly financial reporting is
considered essential to management*s effective
control of the organization and necessary in
light of the Authority"s Intent to Issue long—
term revenue bonds at project completion.
Current audited financial statements are
routinely Included in the official statements
related to such bond offering!.

Additionally, the Authority :m/ offer siu-h
revenue bonds with the assistance of an
underwriting syndicate. Underwriter™s routinely
request “comfort IcttPrr.” from the issuor”s
Independent accountants which serve to assist the
underwriters tn their Investigation of financial
and accounting data reported by the issuer. lit
order to prepare offering circulars and related
comfort letters it Is essential that the
iccountlng records be maintained on a current
basis and «ulL)cct to an adeeuate system of
internal accounting and management controls.

.S\

STATE OF ALASKA

Status as of
04/01/83

Expected corpleclon date, June 30,
1983.

Plan to be capable of generating
quarterly reports by April 15,
1983.

-47-

Torrents

APA personnel have started preparing a formal accounting
policy and procedures ranual.
uc completed by June 31*, 1983.

The nanual is expected to

The APA plans to be capable of producing quarterly finan—
cial reports as of April If#, 1983, when their general
ledger systen is operational. Because of lato contractor
billings, APA does not feel monthly reports are practical
If APA"s systen is capable of producing accurate quar”.erly
reports then providing bond underwriters with "confort

letters”” should not be a major problem.

DIVISION OF LEGISLATIVE AUDIT



Status as of
P.J Recommcndacion

NECOMEHPATTCS®™ NO. 7:

The Board of Directors should consider the merits APA management does not plan to
of receiving inrertn reports of financial activ- Implement.

I f frog the Finance Don.irt.-cnt.

Wo recommend that consideration be given to pro—
viding the Board vlth summary key information cn

a monthly basis such as investment activity, con—
struction work in progress and deferred project
cost status, and budget to actual comparisons of
revenue and expenditures. Such information

should be prepared on an accrual basis and will
facilitate the Board"s review of available pro—
ject funding and decision making regarding timing
of proposed bond issues or requests from the State
for additional project funding.

HECQyVrNDATICN NO. 8;
The Authority should consider obtaining a hlch Has not been implemented at this
level operational review of the data pro.easing time

function In llcht of expected growth of the Auth—
ority.

As the Authority continues to grow and its vari—
ous power generating facilities becone operative,
the Authority will, by necessity, increasingly

rely on the use of electronic data processing
methods. Accordingly, we believe that the Author—
ity should consider obtaining a high level opera—
tional review of the data processing function to
ensure that the system being developed is compat—
ible with the anticipated growth of the Authority.
Such a review is intended to highlight major areas
for Improvement, prioritize specific areas which
should be modified, and prove useful in assisting
the Authority in identifying and obtaining addi—
tional services as required. Such a review Is gen—
erally termed a computer installation effectiveness
review and generally would focus on the following
polntsi

Computer Oprrationr. -

* Physical arrange-cnt of facilities
- Approach to Job scheduling

- Approach to data ccntrol

< Backup capabilities

- System/data security con-rols

= Disaster recovery plans

* Separation of duties

Application Systems Effecclvrnena -

- Satisfaction of user requirements

- Timeliness, accuracy, and reliability of
reported Information

- Cost/effectlvenesr. of systems utilization

- Access to/control over master file Information

Hardware and System Software -

- Capacity to meet future neede

- Capacity for average and peak loads
- Adequacy of system performance

- Adequacy of systems documentation.

In aumaury, such a review would assist management
In evaluitlng user needs, prioritizing systems
devel.-or jnt and modification, enhance r«-*/h>nefl*
performance, and assist In Ildnnttfylnf long-range
necessities and goals in Ilght of the ever expand—
ing needs of the Power Authority, /ddltlonally,

it could ensure thnc financial reporting la accu—
rate nr highlight potential problem areas prlor

to the annual audlr or preparation of the annual
report.

STATE OF ALASKA '4 8 -

rrments

APA does not intend to implement this recermendacler. a
presented. It Is APA"s cplnion that ad hoc infornatio
can be provided to the Board on major projects which w
meet the Eoard"s needs. APA is also looking to Eoard
committees recording their needs.

APA has used a piecemeal approach. APA officials recei
the need for this review and would like to expand the ;
of PW"s recommendation to include all future operations
needs, in addition, there is a need to look at what th
have currently.

division OF LEGISLATIVE AUDIT



PM Pccor—endatlon Status_as of

ncCC??ENI/ATir;: NO. ?2:

C.-islderatton -hctild »~ given to secrccoring thu
. Recor. endatlon a. and 8,
accountmc department Into functional crnunn. N

No plans to implement e. unless

. . additional poaltione can be
At the current time, all accounting personnel are obtained,

primarily responsible for contract maintenance.
As the Authority begins to develop and implement
a comprehensive reporting systen, consideration
should be given to segregating the contract
maintenance and m"counting and reporting
functions. To i .qompllsh this, ve recommend that
the Authority e tabltsh the following Independent

accounting gr» is:

a. Invoice Processing - Responsible for
contral! , disbursements including review 1

approv k in accordance w".th contracc teinc.

b. rinanci Reporting Croup - Responsible for
generating all financial staccnents and

reports and general ledger maintenance,

c. Cost Control Croup - Responsible for
monitoring project costu in relation to
project status.

Implementation of tbhia recommendation would
serve to clearly delineate employee
responsibilities and adequately segregate duties
in tho areas of approval and recordkeeping
functions. We unde itand tie Authority la

presently considering obt ing an organisational
revi-m, which we e-.ivtalon would Include a review
of tic® finance and accounting dcpartncnta”

organisational atrueturc.
RECOIWENDATintl DO. Qi

Consideration should be elven tn omplnvrcnt of Has not been Implemented at thin

an Internal auditor to monitor adherence to ac— Tir«

counting and operational pol es and proeeclnrea.
We believe chat the number of project locatlona
and expanding operations of the Authority nay <
well Justify the employment of an Intarnal
auditor. Tho dutlca of rn Internal auditor
should include such functions as periodic reviews
and tearing of accounting rrcorda and operational
procedurea associated with the Powor A .thorlty"s
various hydroelectric projects, agency «sd
operation agreements, loans and grsnta. In
addition, the activities of the Internal auditor
should Include monitoring the Power Coat
Asatatance Fund and dotormlnlngg that grantees
are In compliance with grant agreements, Tho
Internal auditor should have the ability to re*
port directly to the Board of Directors) how—
ever, on a dny-to*doy basis, should function

at the direction of tho I .ecurlve Director.

Recirmewndaclons a. and b. have been implemented.

M. ~»Co<2jtlOA c. has not been implemented. APA officials
recocni.. me ...... , tablish a cost control group, but
fce] corc staff would be rcqui..a

AI'A has no plons to bite an Internal auditor, AF«
aianagcment does recognize the need for an Internal aud-—
itor. tt Is APA"s position that the Internal auditor’s

scope of reoponsiblllty should be expanded beyond PW's
recommendation.



States as oi

PW Ri-corront! = W.101/XJ
no:.%no. u
Irecc lures should be csttMisVd to -r.wre that p..: — nation partial 1"
mllIsbnr ir.~" ehr Prwt Cost .Ur".".: implemented at this time.

-ire T n . "f7,

DUiisr**~A™=*>>rrca iHc Power Cost Assistance
Fund, .it indlcsf.d ,r. the monthly expenditure
Journal* generated by the State of Alaska®
financial reporting system, should be compared to
the Authority s detail disbursement records by
Individual recipient to ensure that dlsburscacnts
have been recorded properly. We recommend that
the accounting department assume the
resporsiblllty of upkeeplng the Power Cost
Assistance detail accounting records and, as
commented upon In Recommendation No. 10, that an
Internal auditor monitor this fund and the
qualifications rt program recipients, at least or
a test basis. Management has informed us that thy
accounting department subsequently assumed the
recordkeeping function as of November 1, 1982.

RFICFPMFNPATION NO. 12;
Certain detailed responsibilities assumed by the Has not been Implemented at this

controller should be delegated to other appropri— time.
ate individuals.

The expanding operations and resulting Increased
volume ol tnnsactlor* have made It necessary to
give more eon.iemcrat*td attention to key operating
and accounting matters by r»«r» ble and
knowledgeable Individual the areas that
will continue fo requlr, red attention
as the Power Authority Jvanced planning
and subsequent Inpler ml , accounting and
related system changes to , a the expanding
volume and complexity of transactions.
Delegation of routine accounting functions
presently porformsrl by the controller could

proviue additional time lor tills planning

function.

RECIY81KNDAT10N HO. ,li

All Investmenti and hank accounts ahnuld he held Except for Solomon Culch plan
In the Authority*s name, nr held lointlv in the to Implement by April 15, 1981.
rate ol .ivencv agreements. ami subject general

ledger control.

Presently, there are various trust accounts
associated with the Solomon Culch, "error bake,
Swan Lake, and Lake Tyee Hydroelectric Projects
that are not afforded general ledger control.
To ensure that all cash disbursements and
Investment activities are recorded and
montloro® and to ensure that all cash balances
lira rccorcad and monitored, and to rnsiire that
all cash balances are reflected In the financial
irmend

statements of the Authority, we roi

that all activity bo recorded in a ;;eneral
ledger. Furclnir, routine account reconciliations
<hould be prepared at least on a monthly basis by
stall accountants and reviewed by appropriate

supervisory personnel.
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This rcccemendation has been partially Implemented,

monitoring and qualifications of program recipients is
accomnllshed bv an accountant rather than an Internal
auditor. Perform desk audits but no on cite audits wh

APA feels are unnecessary.

Tills recommendation has rot been Implemented. APA™

rationale for not Implementing thu recommendation Is a
shortage of accounting staff. We were told an additlo
two accountants would be needed before the controller
effectively delegate all reuctne accounting functions
conduct advanced planning.

Tfie APA S general lodger system Is capable of controll
all Investment -nd bank accounts. It Is APA% plan to
account fo- all cash dlsbui.scent and Investment actlv
ties le sufficient detail lor monthly reconciliations,
only exception will be tho Swan Lake Project which wll
reflected In APA ™ general ledger as total expenditures
The APA feels the City ol Ketchikan la the appropriate
agencv to maintain detail |cneral ledger control of th
Swan bake Project.
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rWi Pecormendatlon

In connection with our review of procedures sur—
rounding the S"-.in Lake Ilydrocleccrlc Project we

offer the following specific recommendations:
xEccMmfmiaholino. u

Alaska Power Authority should take joint custody
of canh and Invested assets of Che swan Lake
Construction Fund now administered solely bv KPU.

In our opinion, adeouate segregatl:n of duties
does not presently exist In that tile Finance Dir—
ector of KPU has complete control over the safe—
keeping of securities and the execution nnd re—
cording of security transactions. Additionally,
the Finance Director Is an authorlrcd cheek sign—
er and approver of the majority of KPU"s (and the
Swan Lake Construction Fund) disbursements and
reviews all bank and general ledger account
reconciliations. Thus, the Finance Director is
responsible for the execution nnd recording of
transActlcni, custody of assets and is secondar—
ily responsible for the reporting of Information
to APA, which as Indicated above, has not been

accurate In the past.

Additional control over APA"s project funds would
be ensured by requiring that all bank accounts
and Investment be held In the Joint custody of
APA and KPU. The 1 pigmentation of other control
procedures at KPL® nay not be feasible) the sire
of the organisation nay preclude segregation of
certain dudes.

RECOICIFNDATION NO. 2:

Prelect disbursements should he made fron the
Swan Lake Construction Fund onlv.

Presently, project disbursements are made from
the City"s General Fund (on behalf of KPU) and
the City Is reimbursed periodically by a transfer
froo the Swan Lake Construction Fund, Proje.c
dIs-bursenents should ho segregated fron KPU's
operating disbursements to provide for an ade- "
quale segregation of funds. Additionally, we
recommend that APA consider ct-slgnlng disburse-
KPU officials to ensure dual approval of project
ment checks with expenditures.

HFCOMMEI .HAT10M NO. 3;

Accounting records related to the Swan l.iko
Hydroelectric Protect should tr prepareil on an

accrual basis.

Presently, all records related to the project ore
maintained on the cash basis except at KPU's
year-end (December 31st) when accruals are made.
We recommend that project disbursements, Interest
Income nnd Interest expense be recorded on an
accrual ban.a to facilitate AFA"s review of pro—
ject statusand available funding.

Status as of

nb/01/83 Comments
APA nanagenent does not plan to Touche Ross audited thru 1981. P!> audited in 19S2.
Inplenent.
Monthlv reports are submitted to APA.
Board agrees with this relationship.
Was a Ketchikan project frcn the start. APA management
feels KPU 1is a respo-slble publi .entity.
APA nanagenent disagrees vlth dual See coments above.
approval of project expenditures.

APA management agrees but Its

doubtful
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Status as of
PW Recommendation

I"Ecr: : IF.NDATION* ::o. U:
Cash invested on behalf o f APA tn KPt"s Has r.ot been implemented at this
"Note Fundjj should h* segregated nnd transferred tine.

to fhe Swan Like Cons<rue: ton Fund.

It is our understanding that KPU"s "Note Fund™

investments represent the unexpended cash

remaining from Power Project Loans rude by APA to
KPI*# which under terras of the acquisition
agreement was to be applied to pay project costs
{excluding an amount attributable to the SCADA
grant made to automate existing facilities). We
recorrend KPU identify nnd transfer non-SCAJ)A
related fund to the Swan l.ako Construction Fund

to full segregate APA"s funds from KPU"s f7nds.
RECCtyFNTJATIC:; NO. 5:
APA r.hould perform periodic audits of the c- Has not been Inplcrented at this

ccunf. ar.d records of the Swan Lake Hydroelectric tire.
Pro*»-ct maintained by KPU.

We recommend that APA perform or obtain an
independent audit of the Swan Lake Project at
least annually (preferably as of June 30th to
facilitate tin* annual audit of APA"s accounts) to
ensv-  the propriety of information reported to
KPU. We understand that APA is in the process of
establishing procedures to perform this function
in-house, with which we concur. Additionally,
APA should request and evaluate the financial
statements and any related management
recommendation letters related to KPU'r-
Independent annual audit.

RSCO>ttENDATION NO. 67?
APA should determine the allowability of interest Has not been Implccentcd at this

expense incurred on a loan from the City of 11m3

Ketchikan to KPU in connection with the project.

A short-term loan of S$3,850,030 was made by t.hc
City of Ketchikan to KPU In 198L and related
Interest expense of 5133,607 has been charged to
tho Project. Apparently the source of the loa*"
to the City was from a State Agency; however, we
are uninformed as to the need for or the
circumstances surrounding the loan to KPU and,
therefore, the proprioty of the Interest expense
Incurred by the Project,

HF.CO?BIFNDAT ION KO. 7:

APA should obtain sufficient detailed information APA is presently receiving roro

from KPU on a monthly has!a In order fo ?,urrmnrlzc detail from KPI", but still Rcttinn

the activity and record the transactions In the less detail than from other

accounts of APA. projects.

Swan Lake project activity is not currently
reflected in the accounts of APA. The monthly
project status reports sent by KPU to APA should
be sufficiently derailed to allow APA to record
all project activity on a monthly bns<s including
cash disbursements, accounts p.ivable, investment

activity, interest income, and expense.

Bringing all project transactions under general
lodger control will facilitate control of project
lurds, monitoring project status and prcparalon
of enthly financial statements.
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Cir-ents

APA plans on scndinc down at least one. If not two pen
in early Nay for a review.

See above Consents.

APA presently receives a ronthly statement updating
expenditures, both directilndlrecand Interest Incon
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Background

During the summer of 1982, the Alaska Power Authority deve-
loj J and implemented a General Ledger Accounting System.
Th”™ Authority undertook the project because its manual ac—
counting system was not meeting the needs of the Authority.
Since 1980, the Authority has realized the need to establish
a more sophisticated accounting system.

Reasons for Automation and System Benefits

The reasons for establishing the automated General Ledger
System and the benefits of the new system are discussed
below:

Prior; to AL"ixrtation, the accounting functions of the
Power Authority were performed exclusively through the
State system, with supporting manual schedules prepared
by APA. The State accounting system is set up -0 ac—
count for each authorization. Alaska Power Authority
had a need to account for each project, not authoriza—
tion. With the new General Ledger System, accounting
will be by project. All authorizations, appropriations
and expenditures will be tracked by the energy project,
for which it applies.

The Power Authority needs to account by project for
each and all authorizations and expenditures which are
accumulated through the various phases of each project.
The expenditures are classified as deferred costs. If
a project is proved not feasible and the pertinent de—
ferred costs are written off and expended; if a project
is feasible and construction of the. project 1is approved
all feasibility and construction CrJts are deferred
through completion and then capitalized.

The manual accounting system was growing too cumbersome
to be used as an accurate historical tracking system.
The Power Authority 1is currently managing 85 projects
funded by 170 State authorizations totalling approxi—
mately $570 million and note proceeds totalling another
$200 million. The nchbe proceeds could not be accounted
for using the State system.

Projects such as Terror Lake, Swan Lake, Tyee Lake,
Susitna, Bradley Lake, Cordova, and Bristol Bay are

each funded through 5-7 State authorizations. The Power
Authority had done its best to maintain cumulative
manual schedules for each project showing, by project,
each authorization and pertinent expenditures. This
manual accounting system, ever, if accurate, did not
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respond to the need for immediate reporting at any given
time because of the lag time between invoice processing
and manual posting to project schedule. The computeri —
sation of an internal system will allow for immediate
posting to project ledgers at the time an invoice 1is
processed.

The State system used prior to automation was not set

up to maintain records over a long-range period. Auth-—
orization balances and expenditures are brought forward
cn a fiscal-year basis in the State system. It is dif—
ficult to track expenditures pertinent to a particular
authorization if thu authorization balance was expended
during prior fiscal years.

APA needed a system which could track all authorizations
and expenditures for a particular project over a span

of 5-7 years. This 1is the average time required to
carry a project from feasibility through construction.
The new automated General Ledger System will meet this
need that the State system could not meet.

APA 1is just beginning accounting practices aimed at oper—
ating entities rather than feasibility and construction
projects it has managed in the past. In expanding its
management responsibilities to operating entities, APA
needed an accounting system which adhered to generally
accepted accounting principles for nublic utilities.
Thus, a system using the Federal Energy Regulatory Com—
mission (FERC) chart of accounts was necessary. FERC"s
chart of accounts is the chart ~.tot used by the electric
utilities and represents the standard accounting lan—
guage of the industry.

The FERC chart of accounts for operating entities 1is
far more detailed than the chart of accounts used in
the former manual accounting systenm. It would not have
been feasible if automation had not been initiated.

To summarize the preceding paragraphs, the benefits accruing
to the Authority from the implementation of the new system

will

1.

include:

Ability to track expenditures and appropriations by
project. Using the State system, this was only availa—
ble through extensive manual efforts.

There will now be a method of accounting for non-State
sources of funding, such as bond proceeds. All sources
of funding for a particular project will be accounted
for. The State system used prior to automation only
accounted for State appropriations; extensive, manual
efforts were required to account for non-State funding.
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3. Will create the base for reporting of revenue and ex—
penditure cn any project at any rime.

A. Will facilitate accounting methods required of operating
entities in compliance with generally accepted account—
ing principles for utilities.

Structured Methodology Was Not Followed 1in Development of
System

The Alaska Power Authority did not follow structured develop—
ment standards in the development of its automated General
Ledger System. As a result, the System may not be able to
meet future requirements of the Authority. Additionally,

its use as a management tool 1is impeded by a lack of systenm
capabilities.

There was no feasibility study, needs assessment, general
design or derailed design prepared for the automated General
Ledger System. IT these development steps had been accom—
plished, future requirements of the System would have been
identified. We were told by APA officials that this system
would not handle a project of the scale of the proposed
Susitna Hydroelectric Pro/ieet. There 1is no long-range plan
which established data processing requirements and system
development/implementation contingencies 1in the event that
Susitna is initiated. This sh™ jld have been fully and for—
mally explored prior to any au_omation.

Inadequate Long-Term Needs Analysis Led to Development of
Incomplete System

There was no formal needs analysis done for the system. The
system developers, prior to submitting a proposal, spent
time talking to APA accounting officials and determined what
was wanted and needed from an accounting standpoint. No
formal data processing needs for the Authority as a whole
has been done.

The System is primarily a historical record of appropriations
and expenditures on APA projects. The System does not have
an accounts receivable function which would facilitate bill—
ings for power sales by opera”irg entitles and administering
of loans. APA officials state! teat this function was not
needed because APA had so few i >.-rating, entities for which

it would generate power sales 1i..voices. For that reason, it
was decided prior to system development that the accounts
receivable functions would remain manual.

We believe that the decision to keep manual accounts receiva—
ble functions may not have been wise. In late 198A , there
will be enough operating entities under APA"s control to
runder the current manual accounts receivable method too
cumbersome to manage without automation. Although APA offi—
cials have stated that an accounts receivable program can be
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interfaced into the current General Ledger System, we have
seen no evidence that this can be done or that the programs
will meet all of the Authority®"s accounts receivable require—
ments or that the program interface will be cost effective.
We believe that, if indeed, APA management planned to inter—
face accounts receivable (and accounts payable) functions
into the System at a later date, a long-range plan with
anticipated costs should have been developed before the
General Ledger System was developed. This would have given
management the tools to decide if the System v;ould meet
future needs within acceptable cost limits.

Inadequate Needs Analysis Led to Development of System Which
is Limited for Management Reporting

The automated General Ledger System is a historical record

of expenditures and revenues. Expenditures for a project

are recorded at the time that the invoice is processed at
APA. There 1is no accounts payable system which records when
the actual payment 1is made by the Department of Administra—
tion. Thus, all financial statements for APA"s activities
reflect encumbered expenses for APA projects, not actual ex—
penses. Management must keep this in mind when interpreting
project cost statements and APA financial statements.

Furthermore, the project cost information may not be a true
representation of costs on that project. This 1is because
there is no accrual function in the System. Accruals are
made once a year and posted by journal entry. APA contract
reporting procedures are lacking in that t".heir firms and
sub-contractors until several months after the work has been
performed. Thus, for the major part of the year, the project
accounting ledgers do not reflect the status of the project.
A construction project may be 1/2 complete; yet, the project
financial activity could show 1/10 of the appropriate funds
have been expended. An accrual method of accounting, at
least on a quarterly basis, should b-, established to eli—
minate these discrepancies.

System Cost
The total system cost and cost co"T"onents for the

development, installation and operation of the General
Ledger Accounting System to date 1is shown below:

1. Hardware and Installation Costs $35,692.95
2. Maintenance and G E Time-Sharing
Costs 64 ,835 .36
3. APA Personnel Costs Relative to
Development and Implementation 16.984.00
Total Cost To Date $117.512.31
STATE OF ALASKA division OF LEGISLATIVE AUDIT
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These costs have been incurred to date in the development
and installation of the Systen. The hardware and installa—
tion costs (#1) are one-time costs which include the termi—
nal, printer and other hardware costs as well as contract
costs of $21,400 paid to the System developers. This figure
also includes $8,500 expended to purchase an IBM Personal
Computer. This computer will be used for initial input for
data. Any data that needs to be edited or purged will be
done while it is in the IBM system before being sent to the
G E Time-Sharing System. APA officials told us that this
will save storage and line time in the G E Systenm.

The maintenance and G E Time-Sharing costs (Ill) include
monthly charges for the line time necessary to process data

for the General Ledger System. It also includes a periodic
maintenance fee for hardware. These costs are ongoing
costs. The period covered by this analysis ranged from

April of 1982, to February of 1983. The ongoing monthly
operating cunts varied from $7.56 in May of 1982 to
$28,089.54 in February of 1983. Because the system is not
yet operational, it is difficult to predict what the average
monthly costs will be.

The APA Personnel Costs (//3) include the costs of APA ac—
counting personnel in the development and implementation of
the System. Not included in this cost analysis are the per—
sonnel costs which will be needed to operate and maintain
the System once it is operational. APA officials estimate
that the System will require approximately 6-8 days per
month for the data processing clerk as well as two weeks at
the end of each fiscal year. Additionally, approximately
one week per month will be required of the General Ledger
Accountant. This additional expenditure required for future
operations totals approximately $15,000 annually.

Cost-Benefit Analysis Was Not Accomplished Prior to Systenm
Development "

For the month of February, 1983, G F Time-Sharing costs for
the General Ledger System totalled $28,745.52. We realize
this was a high-use month dun to comprehensive data input
activity. However, we are concerned that future costs of
the System have not been thoroughly analyzed. As the APA
project activity grows, we are unsure that the G E Time—
sharing System will be the most cost-effective system. A
thorough cost-beneflt analysis may have shown that an in-
house mini computer would have been more cost-effective in
the long-rarge.
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, JAY S, HFAVMOND, BOERHCR

. Pouch 7-028
y Anchorage, Alaska 99510
274-9681

DEPARTMENT OF NATURAL RESOURCES

February 1, 1983 OMSONCAMOLOGICA t BECRHYSICAL SUIMEYS

Mr. Eric P. Yould
Executive Director

Alaska Power Authority
334 West 5th Avenue
Anchorage, Alaska 99501

Dear MrTHfou”"d:

The Division of Geological and Geophysical Surveys, Department of Natural
Resources has just completed a preliminary appraisal of the undiscovered

oil and gas resource potential of the Cook Inlet Basin. The area assessed
is outlined in Attachment "A". Attachment "B" presents the resource
distributions for oil, gas and their sum, barrels of oil equivalent (BOE),
in placo. That 1is, these "in place”™ distributions reflect total quantities

of fluids trapped in reservoir rock; no adjustment is made to account for
any economic considerations such as what proportion of in place resources
ir a reservoir are actually recoverable.

However, 1in response to your request, 1in the November 5, 1982 letter to
Commissioner Katz, for estimates of "economically recoverable" resources

we have developed a method for adjusting the in place resource distributions
to approximate what proportion might be economically recoverable. This
approximation method applys two assumptions regarding what proportion of

the resources in a reservoir would actually be recovered and what size a
reservoir would have to be to be commercial. By assumption we have used
recovery factors of 0.5 for oil and 0.9 for gas and minimum commercial
deposit sizes of 50 million bbl. for oil and 200 billion cubic feet for

gas. Based on these assumptions Attachment "C" presents our preliminary
estimate of the undiscovered but economically recoverable oil and gas
resources in the Cook Inlet Basin. Summarizing Attachment "C", the

expected (average) amount of undiscovered but economically recoverable
natural gac remaining in the Cook Inlet Basin is two trillion cubic
feet, with a 5 percent chance that it could be as much as five trillion

cubic feet.

A full report on these assessments is in preparation and will be published

as a DGGS Open File Report in the near future. Should you have any questions
regarding these preliminary assessments please contact Red White of my staff.
Cordially yours,

Ross G Schfiff

State Geologist

ce: Commissioner Wunnicke, DNF.

RGS/pic






PRELIMINARY ESTIMATES OF UNDISCOVERED OIL AND GAS RESOURCES IN PLACE
FOR THE COOK INLET BASIN
Division of Geological and Geophysical Surveys
Department of Natural Resources
State of Alaska
January 28, 1982

RESOURCES IN PLACE3

(barrels of oil equivalent) DEPOSIT SIZEb OIL IN PLACE GAS IN PLACE3
Conditional
Probability probability Probability Probability
that that that that
quantity is Billions size is quanity is quanity 1is
at least of barrels at least at least at least Trillii
the given of oil the given Billions of the given Billions the given of
value (%) equivalent value (%) Cubic Feet value (%) of barrels value (%) cubic
99 .13 99 1.5 99 .00 99 .47
95 .28 95 5.2 95 .00 95 .93
90 .38 90 9.6 90 .03 90 1.24
75 .61 75 26.8 75 .13 75 1.98
50 .96 50 76.0 50 .36 50 3.07
25 1.43 25 203.3 25 .73 25 4.38
10 2.02 10 475.2 10 1.20 10 5.84
5 2.49 5 761.7 5 1.62 5 6.93
1 3.76 i 1688.2 1 2.72 1 9.06
Average Average Average Average
BOE 1.12 Deposit Size 191.6 oil 0.53 Gas 3.36
aBecause the distribution of each resource is estimated independently, "Gas in Place" after conversion to barrels

oil equivalent, cannot be added to "Oil in Place™ to get "Resources in Place (barrels of oil equivalent)"” at any
probability level except at the expected value (average).

~AConditional upon the existence of oil and gas deposits in the Cook Inlet Basin, this column presents the estimated
distribution of deposit size measured in cubic feet of gas.



PRELIMINARY ESTIMATES

FOR THE COOK

Division of Geological
Department of Natural

State of Alaska

January 28,

ECONOMICALLY RECOVERABLE RESOURCES3

(barrels of oil equivalent)

Probability

that
quantity is Billions
at least of barrels
the given of oil

value (%)

99 .00
95 .09
90 .15
75 .28
50 .50
25 .78
10 1.12
5 1.39
1 2.01
Average 0.58
BOE

equivalent

DEPOSIT" SI1ZEb
Conditional
probability

that
size 1is
at least
the given
value (%)

99 202

95 211

90 223

75 266

50 373

25 597

10 993

5 1358

1 2353

Average

Deposit Size 525

aBecause the distribution of each resource is estimated

conversion to barrel of oil
Recoverable Resources"

equivalent,

~Conditional upon the existence of oil and gas deposits

, estimated distribution of deposit size measured

Billions of
Cubic Feet

independently,
"Economic/"illy Recoverable Oil"
(barrels of oil equivalent)"” at any probability level except at the expected value (average).

cannot be added to

in the Cook
in cubic feet of economically recoverable gas.

Y RECOVERABLE

INLET BASIN

and Geophysical Surveys
Resources

ECONOMICALY RECOVERABLE OIL

Probability

that
quanity is
at least
the given Billions
value (%) of barrels
99 .00
95 .00
90 .00
75 .00
50 .14
25 .32
10 .55
.78
1.31
Average 0.22
oil

RESOURCES

ECONOMICALLY
RECOVERABLE GASI

Probability

that
quanity 1is
at least Trillions
the given of
value (%) cubic fee
99 .00
95 .22
90 .43
75 .93
50 1.76
25 2.78
10 4.04
5 4.90
1 6.83
Average 2.04
Gas

"Economically Recoverable Gas" after
to get "Economically

Inlet Basin region, this column presents the
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[ UNIVERSITY OF ALASKA, INSTITUTE OF SOCIAL AND ECONOMIC RESEARCH, FEBRUARY 1983, Vol. XX, No. 1

Sustainable Spending Levels
from Alaska State Revenues

INTRODUCTION

In November 1982 the citizens of Alaska,
fearing that state governmenl was I'mwini' out of
control, passed a referendum limiting state spending.
This spending limit, which will become law in fiscal
year 1981, puts a ceiling on the state luidnet and
limits its growth to changes in population and prices.
The initiative sponsors felt that limiting tinlgrowth of
state spending would eliminate the problems assoc -
ati'd with ai| overwhelming dependence on the soon
to-lre-depleted tax base of I'rudhoe Hay petroleum,

llowev(*r, falling world oil prices timing the past

Shortly oftor tin: state began collecting revenues
from production of Pnulhoe Bay oil, an issue of the
ReVIEW entitled “Alaska’'s Revenue Forecasts and
Expenditure Options" (1978) showed that the then-
prevailing trend in the growth of state spending would
result in a current account deficit in 1989 and the
elimination of tin.lgeneral and permanent fund balances
by 1993. That ReView 1aid out tire policy options
available to the state for dealing with the eventual
decline in petroleum revenues.

Between 1979 and 1981, estimates of expected
petroleum revenues increased dramatically, primarily be-
cause of the increase in oil prices. State spending (or
existing and now programs correspondingly increased,
causing the state to become oven more dependent on oil
revenues for the support of government programs and
the provision of jobs in the private sector than in 1978.
Thus, despite dramatic oil price increases since 1978, the
fiscal outlook for tire state Iras irot improved; iir fact,
unless new spending policies are enacted, it will have
worsened.

In illustrating Alaska's dependence oit oil, the
following tabulation shows that no other state economy
comes close to being as petroleum dependent as Alaska;

18 months and an anticipation of stable prices for the
next several vyears, have rapidly reduced, if not
eliminated, whatever effectiveness the spending limit
may have had in holding the level of spending below
total revenues. The state, therefore, knowing that the
current revenue level isderived largely from a dwindl-
ing lax base and cannot he sustained, must attain
address the question of how best to limit spending of
current rev S.

This ﬁﬂew demonstrates that the spending
limit as presently structured will he ineffective in
eitlcr (1) producing savini's out of current revenues

Percent of State Revenues Provided
Directly by Petroleum

Severance Corporate
Taxes, Petroleum
Rents, Property
Royalties Tax Total
Texas (1978) 19.G NA NA
Louisiana (1978) 29.2 NA NA
Oklahoma (1978) 1G.0 NA NA
Alaska (1982) GG.8 19.7 8G.5

IMA: Not available.

This dependence upon petroleum revenues is of
particular concern due to the projections of falling rev-
erucs which have become the pattern in the last year.
This Review re-examines long-run state spending options
in light of changing conditions affecting state revenues
and expenditures. It discusses the simplications of the
newly passed spending limit initiative, contrasting it with
a sustainable spending limit and, in so doing, demon-
strates the range of spending options available to the
state as petroleum revenues decline.
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or in (2) preventing a substantial longterm decline in
government services and associated economic activity
when oil revenues begin to fall. Since ..tale expendi-
tures must not exceed revenues over the 'hole cycle
of petroleum extraction, il is the level of petroleum
revenues measured over this cycle which should guide
the establishment of a spending limit, because petro-
leum revenues will decline in lhe nexl decade, even
with new discoveries, a spending policy which will
avoid severe budget reductions in the future must
allow for [llie current investment of substantial
revenues to cushion the decline. Consequently,, the
amount of future spending which can he supported
depends not on an arbitrarily established limit, hut on
fulure petroleum revenues and a policy for current
savings and investment.

After reviewing revenues from petroleum and
other traditional and potential sources, this Review
examines the future effects of the spending limit
voted into law in 1982. It'dearly demonstrates that
beetaise the limit is not based Oll anlicipat 1levels of
revenues and will not produce any signifii savings
or investment., il will not work. Indeed, it cannot
work because revenues in the next lew years will just
about equal the current limit, and in later years will
fall substantially short.

If the current spending limit will not work, then

what, if anything, will? The author suggests an alter-
native spending rule ha. 'd upon sustainable revenues.
Specifically, his proposed limit would base allowable
spending upon the sum of renewable revenues plus
.lie annual real earnings of stale assets. lhidcr this
rule, after an initial downward adjustment, slate
expenditures weuld he insulated from the decline in
petroleum revenues. This rule Would require holh a
substantial cutback in (lie state budget In approxi-
mately $I,!j billion and a large ongoing program of
savings and investment of petroleum revenues over
and above those currently flowing into the Permanent
Fund.

The present spending limit and the proposed
alternative set the hounds within whieli future stale
spending may occur. Contrasting the two clearly
demonstrates the tradeoff Alaskans face when rut rent
spending exceeds the level which can he sustained in
the long run.

ALASKA STATE REVENUES
For reasons sel forth below, Alasi,'a petroleum
revenues will peal: in the lale IDSOs ami steadily
decline throughout the I1i)f))n. This will cause an
acuclcralinfi loss of revenue ami by the end of the
ileeade post' a serious fiscal crisis, the solution to
which must he reached within llie next fete years.
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Petroleum

Revenues collected by Alaska state and local
governments come overwhelmingly from the produc-
tion of crude oil. Between 1977. the initial year of
production from the Prudhoe Bay field on the North
Slope, and 19S2. petroleum revenues rose from 51
percent to 87 percent of iotal state general fund
revenues. In recent years, transfers from the state
general fund have become an increasingly important
element of local revenues. Consequently, petroleum
revenues support a large portion of local government
as well as state government activity.

About 95 percent of Alaska crude oil produc-
tion in recent years has come from a single “super
giant" field* —the Prudhoe Bay field on Alaska's
North Slope. This field ranks as the twelfth largest
field ever discovered in the world and the largest ever
discovered in North America (Table 1). The 10 billion
barrels of recoverable oil at Prudhoe Bay make it a
super giant. By comparison, only two other fields dis-
covered in the United States Fast Texas and Wilm-
ington initially held recoverable reserves in excess of
2 billion barrels. Except for these two, more oil has
been removed from lhe Prudhoe Bay field during Us
first 1.5 years of production Ilian any oilier North
American field.

The Cook Inlet basin has accounted for the
remainder of Alaska crude oil production since
statehood. Production levels since statehood from
Cook Inlet and Prudhoe Bay are shown graphically 1l
Figure 1. Soon after the Prudhoe Bay field began
production in 1977, the stale production total
jumped over 600 percent. Nearly 1billion barrels of
oil have been produced from Cook Inlet in the 23
years between statehood and the end nl' 1981. Il now
takes less than 2 years to produce the same amount
of oil from Prudhoe Bay.

Less dramatic than Hie increase Il total produc-
tion Ul (lie lale 1970s, but just as important, has been
the decline in production from the Cook Inlet liusin
during the same period. This decline reflects the tael
that every oil province follows a foreseeable cycle of
growth, peak, and eventual decline. In 1981, Cook
Inlet production had declined to 10 percent of its
peak attained in !970.

Phis pattern of growth, stabilization, and decline
1l annual production is characteristic of petroleum-
producing areas as well as individual fields. It can he

*A “giant” nil field in North America is defined as containing
at least t(tt) million barrels of recoverable oil. Although giant
oil fields contain about 75 pcieenl of all reserves, they are
relatively rare because only about | percent of fields arc large
enough to lie classified as giants. Yet. Lire “super giant" Print-
line llay field is 100 limes larger than a giant.

Table 1
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PruJhoe Bay Oil Field in Perspective

A. World's Largest Oil Fields

Name

Burgan
Gliawai
Safania
Kiikuk
Samotlokskoye
Romashkmo
Rum,ul,i
Gaclisaian
Martin
Lagunillas
Aglut Jai i
PiinlhntlBay

B. North America's Largest Oil Fields

Name

PmdIitoo Ray
Chiapas

lasi lex.e.
Wilmington

Pit/a Rica
I'emhma

Midway Sunset
Villit!,

Wasson

Kent ltivei
Panhandle

Swan 1tills

I 1Linn I'anui ii
Sho Vet 1mil

11k 1lilts
Naranjos Cum A/ul
1lluntington Beach
Santa Ynez

Location

Kuwait
Saudi Aiahia
Sgudi Aialmi
trail

USSR

USSR

li ail

hail

ban
Venezuela
liiin

USA

Location

USA
Mexico
1JSA
USA
Mexico
Canada
USA
USA
USA
1ISA
USA
Canada
Mexico
USA
USA
Mexico
USA
USA

Size
(Billions
of Barrels)

G8.980
G0.278
17.851
1G.320
14.GOO
14.040
13.835
11.435
10.83/
10.782
10.084
10.014

Size
(Billions
of Barrels'

10,014
0.513
5.999
7.4 18
2.078
1/47
1083
1GOO
1.508
1.453
1.415
1315
1.304
1.300
1.700
11/
1.0/0
1.000

Source: "the Simicli (‘'mug on foi (iianl I lelds,"” Oil ,mil (ins Join
ilus lilile wascompiled, ragmhcanl
discover ies made in Mexico have mcieasml the cstminted ultimately
lecnveialile nisoivns limn sumo iields. One held, Clucmitepec, could
rival I'rurlhoi! llay in si/o. Inc. llieie is sumo imilioveisy uvei the
nllicial I'emex estimate nl i's lecnveialile leservos ul 10.1)0 billion

1LV, August 1117/, p, 102

IMinds, dee "Wuilil Oil Flow Slumps, Heseives Up,"”

Jdoiiin.il, Decemliei 29, 19fib, pp 75-82; anil "Giant Chicnnte-

Oil .mil Gas

pec Given <I2 I'mcem ol Mexican Qil Heseives,” Oil .mil O.is Join-
ii,il, August 20, 1979. pp. 82 85.
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Jan. 1.1982 c . ,
Emlicotl
(Pi. Thomson)
.600 billion
500 .
liauols
400
Piutlhoe Bay Beaulnn Sea

ident’fu'ci in every major oil-producing state. Texas,
which lias historically had the highest production rate
of any state, by 1UK1l was producing at about 7’
percent of the post-World War Il peak il reached in
1972. Oklahoma is producing at 70 percent of its
peak. In Louisiana, current production is now only
about 18 percent of its peak. In Kansas and New
Mexico the percentages are 50 percent and 55 per-
cent, respectively. The same pattern holds in lhe
other major producing states, except for California,
which in 1981 surpassed its previous peak year of
19(58 by 2 percent.

because one supergiant field overwhelmingly
dominates current Alaska production, the eventual
production decline may be more abrupt in Alaska
than elsewhere, based upon current levels of proved
reserves, including (in addition to P.pdhoc bay)
Kuparuk, Kndicotl (Point Thomson), and stale leases
in the beau fort Sea as wcli as Cook Inlet, the produc-
tion peak will occur in the mid-1980s, and the
subsequent decline will he rapid. This is illustrated in
Figure 2, which projects through 2005 oil production
from proved reserves in Alaska.

This projection illustrates two important points.
First, Prudhoe bay production will fall to one-third
of its current level in little more than 10 years.
Secon ,the introduction of proved reserves from new
fields uiich as Kuparuk (which, at 1.125 billion
barrels, is itself a large “giant” by North American
standards) will have only >modest impact on either
the number of years over which peak production can
continue or the subsequent slope of the decline in
aggregate oil production, both are dominated by the
absolute size of Prudhoe bay. Thus, a field containing
an estimated (iOO million barrels of reserves, such as
Kndicotl. (Point Thomson), will provide only enough

300 & Kuparuk .650 billion bands

8.55<| billion barrels
200

Cook Inlet .175 billion panels

Ilo ri-FkF FsA>¢]|
1995 2000 2005

Figure 2. Projected Production from Proved
Alaskan Oil Reserves

oil to fill the Alyeska pipeline for one year, or to
postpone the production decline by one year.

We underestimate ultimate recoverable reserves
by basing projections upon estimates of proved and
probable reserves on currently leased state lands
because the process of exploration and development
isongoing in Ihe relatively unexplored Alaska frontier
regions, Proved reserves are, in a sense, only the
current inventory of Ihe oil industry. Additions to
that inventory continuously occur through explora-
tion and development which both bring new fields
into production and increase the ultimate produc-
tion of exist ing fields.

A crude oil inventory including proved reserves
and an estimate of recoverable undiscovered resources
is shown in Table 2. As of January 1, 15)82, proved
reserves were S.72!) billion barrels, located mostly on
the North Slope al Prudhoe bay and Kuparuk, both
of which are now producing. Additional stale lands
(Kndicotl and Ilhe beau fort Sea) which are ciirnntly
under lease and where exploration activity isongoing
are estimaP’d In contain 1.250 billion barrels. These
areas are also on the North Slope. Kstimales of
potential reserves in areas of the stale currently not
yet leased, both onshore and offshore, arc speculative
in nature. The most recent estimate for these unex-
plored regions is 21.5 billion barrels, the majority of
which is estimated lo be on federal lands on Ihe
North Slope or offshore in the beaufort Sea.

Lonrj Lead Time for New Discoveries

The amount of oil which will be discovi red and
ultimately produced from these region depeix s upon
lhe expected cost of field devclnpmei ' ill relation to
the expected market price of the oil, both of which
must lie estimated many years into the future because
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Table 2

Alaskan Crude Oil Resources Inventory

Billion
Barrels

Cumulative Production since 1950 1J.in. 198?) 8 (104

F<odtloe Ba, 2.107
Cook Inlet .957
Proved Reserves*1(Jan. 1, 198%?) 8 7?9
Piudhoe Bay 7.429
Kuparuk 1.125
Cook Inlet 175

Probable Reserves on Currently

leased Slate L.mdel(July 198?) 1250
Eihlicom (Point Thomson) .600
Bcauloit Sea .650

Economic Undiscovered Resoinces*1(Dec 1981) 21 5

Noi ill Slope onshore 2.1
Bcaulotl Shell 8.2
Aictu: National Wildlife Refuge 2.3
National Pelioleum Resetve Alaska 2.1
Central Chukchi Shell 1.6
Navai in Basin Shell 2.3
St. Geoige Basin 11
Bristol Basin ,6
Norton Basin .3

Onshore South of iliooks Range 8r
Ollsliore South ol Aleutian Chain 9

“Slate of Alaska, Dcpailmcnl ol Naim.il Resoinces, PiOvert
and Probable Oil anil Gas Reserves, Ninth Slope, Alaska,
July 1982.

"’National Ietioletim Council, U.S. Arctic Oil ,miI (S,iS,
Docemhei 1981 wasuiili/ed fin estimates ninth ul Aleutian
Cham oilsiline autl nuilli ul die lhiioks Range nnshinc.
Economic unrliscoveted oil was based igmn an economic
evaluation ol lecnveialile icseives using a Il) peic.enl iisil
iale ot ielum, p, 89. Olhei Alaska iesei ves weie liken 1nun
U.S. Depatlmenl ol ihe Iniciioi, U.S. Geological Survey,
1981.

of the very long lead times required for field develop-
ment in the Arctic, estimated to lie I() to 15 years.
Consequently, although it is safe to say that produc-
tion from currently undeveloped fields will occur, il
is impossible to project when it will occur and in
what volumes. Smaller fields, fields requiring new
technologies, and fields farther from existing pipe-
lines will he more expensive to develop than Prudhoe

Bay. Some discoveries may remain undeveloped if the
costs are too high, even though they may he "giant"
fields. The pact* at which future discoveries are
converted into production will slow down as more
frontier provinces are explored. Consequently, the oil
industry agrees that continued exploration and
production from new fields will he unlikely to close
the gap left by 1In* decline of Prudhoe Bay produc-
tion. Kxploration chief Roger llcrcrra of the Soldo
Alaska Petroleum Company, in discussing the decline
in Prudhoe Bay production beginning after 1988, has
stated, "We would need to find a new field each year
to make up the difference ... That’s not very likely,
and that's when the* crunch may come.” -

Importance of Oil Field Location

State revenues from petroleum also depend
upon where that petroleum is located. Currently,
virtually all proved reserves of crude oil lie under
state lands. From this production, the state receives a
royalty share and collects taxes on production and
profits. In addition, it taxes petroleum-related prop-
erty. Talih 2 shows that most of the oil yet to be
discovered is believed to lie onshore under federal
lands or offshore under the outer continental shelf.
Although the state will he able to tax petroleum
production, property, and profits on federal onshore
lands, it will receive only a share of the federal
royalties earned. Offshore, beyond the .'l-mile limit,
the* slate has no taxing authority and will collect no
royalties. Property taxation of shore-based explor-
ation, development, and production facilities is
currently the only method by which the state could
collect revenues from outer continental shelf produc-
tion. As a result, the state will he receiving a smaller
share of the revenues from the development of most
new fields.

The state's exact share is impossible to estimate
accurately since the "rules of the game” for dividing
the profits ujc always changing. Kxpcrienee in divid-
ing the profits from Prudhoe Bay production suggests
that there will he continuing negotiations among the
partiesover tin*distribution of profit shares, because
lhe reward for changing the allocation formula is so
great.* Consequently, it may he misleading to try to
predict future revenues under current distribution
rules. It is safe lo say, however, that the oil compan-

-Alaska (irowlli Policy Council, 1581 Itcporl to tin* Governor,
p2l

*in the case of Prudhoe Bay, the federal government, stale
government, locil governments, and the oil companies.

’Rewriting the eorporate income tax law, placing a ceiling on
(lie severain e tax, etc.
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ies and federal government will not be predisposed to
change the rules governing the sharing of outer
continental shelf revenues to favor the state of
Ala; ka.

In summary, nearly all Alaska production and
revenues come from the single largest “super giant”
field ever discovered in North America. A decline in
production from this field will begin in 5 years and
continue into the next century. Production from
proved reserves in other fields and new discoveries
will not be sufficient to fill the gap left by the declin-
ing Prudhoe Bay production. The decline in state
revenues will proceed more rapidly than the produc-
tion decline because a large portion of new reserves is
likely to be located on the federally controlled outer
continental shelf where the state has no taxing
authority.

Petroleum as a Nonrecurring Tax Base

Prudhoe Hay oil can appropriately be dewed as
an asset worth $36 billion in 19S2 dollars. MAt
current rates of expenditure, Alaska is rapidly deplet-
ing this asset, and it has no equivalent asset to meet
future needs.

The preceding analysis suggests that the over-
whelming dominance of crude oil production in the
Alaska tax base is a transitory phenomenon. If one
element of the state’s lax base is nonrecurrent,
it. should he explicitly identified as such and revenues
derived from that base treated differently from
recurring revenues from a permanent tax base.

State oil revenues are proceeds from the sale of
a part of the state’s tax base—tin* state government’s
tax and royalty “share” of the oil. Of the five major
categories of petroleum revenues, lease bonuses ai.ul
royalty income most clearly represent the sale of a
stale asset. The other three revenue sources—the
severance tax, the corporate income tax, and the
property tax on oil and gas production and transpor-
tation-related property represent taxation of a non-
renewable resource. The state will receive these
revenues only as long as oil is being produced and
sold. In contrast, most other industries do not depend
on a dwindling resource base. For them, current
production does not preclude future production;
they can generate a continuous flow of revenues I'.om
a continuous level of production. In the oil industry,
however, if reserves are produced today, they will not
be available as a tax base in the future.

""When compnring llu> value of any asset at differi nl points in
lime, the use of nominal dollars not corroded fo* inflation can
yield very misleading results. Consequently, in the text of this
report, all figures are presented in 1)K2 dollars unless speci-
fically identified otherwise.

Petroleum as a CapitaJ Asset

Oil in the ground, therefore, particularly in
such unusually large and likely unique fields as Prud-
hoe Bay, represents a capital asset owned by the
state, similar to money in the general fund, stale-
owned land, or a state-owned office building. A
rough estimate of the value of this capital asset can be
calculated by multiplying the proved reserves of oil
(at the start of the fiscal year) by the current per-
barrel level of petroleum revenues. Thus, if as was
true at the beginning of the 1983 fiscal year (July 1,
1982), there were 7.007 billion barrels of proved
reserves of oil in the ground at Prudhoe Bay. and the
current per-barrel state revenue from all petroleum
taxes and royalties was $5.-10, then the value of the
state’s share of the oil in the ground at that time was
$37,838 billion (Table 3).

This estimate entails two simplifyirr assump-
tions. Fi ve assume that real per-barrel | mtes in
future j . will be the same as they are today.
Second, ¢ assume that there is no discounting of
those revenues which will not be collected until some
future year. Inflation aside, a dollar received today is
worth more than a dollar received in the future,
because the dollar received today can be invested to
earn a positive return, and consequently will be worth
more than one dollar next year. To compare a dollar
received in the future with a dollar received today, we
must discount the future dollar by the earning
potential of the dollar invested today. The discounted
value is that amount which one would be willing to
pay today in return for receiving a dollar at some
lime in lhe future. Banks, businesses, and individuals
commonly apply discount rates to future revenue
streams based on (heir investment opportunities, and
the slate should do the same. If lhe slate can earn an
average 2 percent annually (after accounting for
inflation), then the future petroleum revenue stream
should be discounted at lhat rate. This reduces the
present value of lhe Prudhoe Bay tax base at the start
of lhe 15)83 fiscal year to about $3i billion, which
represents the value today of lhe future stream of
revenues the stale will receive.

Changing Value of State's Share

The value of the state's share of the oil in the
ground at Prudhoe Bay changes annually because
(1) oil is being withdrawn from lhe field at the rate of
r>17 million laurels per year, (2) the real market value
of oil flucti* ties, (3) lax law modifications change the
per-bar- 1 tax liability, and (1) inflation changes the
price of (il. The combination of these factors has
caused the value of Prudhoe Bay oil in the ground to
vary dramatically from year to year.
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Table 3

Value to the State of Oil in the Ground at Prudhoe Bay

(1982 sl

.892
1259
2,499
3.12G
3.998
2.7G3

Initial Production Related
Fiscal Year QOil in Place Production Petroleum Revenues
lending in (billion (billion (billion S)
calendar year) (barrels) barrels) (Current Sl
1978 9.35G 314 .G30
1979 9.042 433 979
1980 8.609 .508 2.141
1981 8.101 547 2.914
1982 7.554 547 3.998
1983 lesl.) 7.007 547 2.95G
1984 lost.) G.4G0 547 3.010

2.G29

2.0V
2.26
421

5.33
7.30
5.40
5.50

State Revenues per Barrel

(Current S) (1982 S)

2.84
291
492
571
7.30
5.05
481
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Undiscounted
Value to ihe State of Oil
in the Ground
a) Prudhoe Bay

(billion S)
(Current S)

18.80G
20 435
36.244
43.178
55.144
27.838
35.530

(1982 sl

26.650
2G.288
42.311
46.325
55.144
35.362
31 033

Source: Oil in Place lioni Alaska Oil anil Gas Conservation Commission. Si.ihslic.il Ri7iori, annual, convened In liscal yeai liasis, Piudhne Bay Gold

only.

Stale Revenues per Bartel is calculated as total production related petroleum revenues includiruj Permanent Fund contributions and ANCSA
payments (Royalty, Seveiance lax. Pmpe.ny lax. Oil and Gas Income 'ax fmm Alaska Department ul Revenue. Ih'vvntic Snarccs. annuall
divided Ity annual ptoducitor. The teserves lax is netted out ol 1977 a.id the credit added into 19/8 and 1979. These Imiuios ate a slitiht

overestimate since they include Cook Inlet Oil Revenues, Bonuses are nr ', included tin 1980

Value ol state shaie ol Prudhoe Bay oil is calculated as oil in place multiplied liy pel banal tax .evenin'.,
Anchoiaile consume! piice index tin 198? assumed to lie 2GB Inflation limn 1982 to 1984 assumed lo lie 7 percent annually

Thu components of the year-to-year change in
the asset value of Prudhoe Bay oil arc presented
individually in Table I. At the start of each year, llie
initial value is determined as the product of quantity
in place and average per barrel revenues. As the
market price for oil fluelual.es and lhe laws change,
average per-barrel revenues increase or decline. This
changes the value of oil in place |inventories). Over
the course of llie year, oil is withdrawn from the
field: ihis generates revenues for the slate. These
revenues can be divided into lhe sale of assets and the
conversion of assets. The sale of assets is that portion
of petroleum revenues which goes into the general
fund and is subsequently spent. Conversion of assets
consists of that portion of petroleum revenues which
is converted into a different form of asset either
physical or financial capital.

booking at year-to-year changes in Inc real asset
value of Prudhoe Bay oil in the ground, we see that
holding wealth in Ihe form of oil was a good invest-
ment from 15)78 until late 15)81 because, in spile
of the annual withdrawal of 5 17 million barrels, the
real value of oil in the ground grew from $28.91) bil-
lion in 1978 to $59,17 billion in 1981. Since then,
however, the reverse has been true. The asset value of
the stale share of Prudhoe Bay oil fell by maqre llian
20 billion dollars between 15)8" and 15)82 1%37.8 1
billion. This is primarily lhe .ult of a fall in per-
barrel revenues from $7.30 to $5.05. In 15)83, the
value of the oil will decline by more than $2 bil-

lion, primarily because of the withdrawal of 517 mil-
lion barrels from the field.

Prudhoe Bay oil is not lhe only component of

stale wealth. Other assets consist of nalurid resources
on stale lands and in slate waters, both renewable and
nonrenewable; and capital, both physical and finan-

cial. The monetary value of each asset
lo the present value of lhe future
lo flow from
resources and physical capital
other hand, the value
capital of the stale is equal to its

portfolio is equal
revenues expected
stale's natural
currently known.

of Ihe financial

the

in the stale

it. The value of the

is not

current balance. The Alaska Permanent Fund and the
stale general

financial capital
state agencies such as
Corporation and
sent another element of the financial
stale.

assets
This

into financial
underestimates

fund are the main elements of stale
The net worth of semi-aeionomous

lhe Alaska Housing Finance

assets
total

asset

values such as

lhe Alaska Power Authority repre-
Wealth of Ihe

includes the conversion of petroleum
in the Permanent
conversion and
Teslimtil.es the sale of oil m the ground because il
not show conversions to resources which do not
readily quantifiable

Fund.

the net

worth of public agencies and additions lo phyical

capital.

Ilowev r,

is clear that

in each year since

production began at Prudhoe Bay, the conversion of

petroleum assets

into alternative assets of

readily

identifiable value has been modest. In lhe early years,
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Table 4
Components of Change in Undiscounted Value to the State of Oil in the Ground at Prudhoe Bay
Billion S
Fiscal Year (ending in)
1978 1979 1980 1981 1982 1933 1984
Value ol Oil in Giound (July 1)
Current S 1'3.806 20.435 36.244 43.178 55.144 37.838 35.530
1982 S 26.660 26.288 42.311 46.325 55.144 35.362 31.033
Add: Change in Value of Inventories3
Cmtent S 2.259 16.788 9.074 14.880 -13.326 .648 NA
1982 S 3.20i 21.596 10.593 15.966 -13.326 .606 NA
Deduct: Total Sale & Conversion
of Assets (Petroleum Re«/euu m |
Cuuent S .630 979 2.14OD 2.914 3.980 2.956 3.010
1982 S .893 1.259 2.498 3.126 3.980 2.763 2.629
Net Sales ol Assets™
Cuuent S .580 .895 1 910 1.629 2.771 2.317 NA
198?S .822 1.151 2.229 1.748 2.7/1 2.166 NA
Conveision ol Assetsl (Cottltitmlions
lo Peimaitem | und)
Cmtent S .050 084 2301 1.285 .209 .639 .326
1982S .07! .108 .269 1.3/9 .209 .697 pANL))
I guiils: Value ol Oil in (itoontl (June 30)
Cuuent S 20.435 30.244 43.178 05.144 37,838 36.030 NA
1982% 28,959 46.025 00 400 09.1/0 37.838 33 206 NA

"Cltenge in value ol ieseives due to changes in Imill crude oil market piice and stale tax laws (calculated as the ie- itInal

ul yeat end value plus sales anil convei sinus minus yeai stall value),

Lease sale Imnus iavenues nut included,

'Total petloleum levenues net ol Petm.ii'em | mid taint titmI mils.

"$4 milium t<tllllimit'd lo the IVim.iiienl |tmtl m liscal ye.n 1'.)// is not included lieie. Includes Ihe amounts tians
Ictieil in 1981 thit)tit|li 1983tmtlei the special a|>|iitiliiia'inns made in 198! and 1987.

Sumce Il'etioleum teventms consist ol myalttes, sevciatice taxes, intmu lvtaxes, anti oil andgas incometax milotimg
IVimalienl | tint! Conti ithilnins ami A M4COA payments. Ill,'i"serves lax isnetled out ol 19//andatltletl into
19/8 anil 19/9 figines. I'elioleum levi'tiues ate on a liscal y<a. hasis.

IniiisIt'is inlii Ilic Purnumi'iil Fund averaged loss than
I0Opcivenl ul” petroleum ri'veiuu's, When special
Iei‘iiiaiit'iil Fund appi'tipi‘iiilinns were made in fiscal
years I'LSI, 1982, and 198.3, lhe eiinvi‘f.sion to
financial assels slill averaged only 82 pereenl of
pel -oleum revenues.

Historic;'.! Fluctuation in State Wealth

My defining stale wealth lo include both the
stale’s share of oil in the ground at I’'rutlhoe May and
the balance in the Alaska leriii".:"!!! Fund, we can
trace the historical fluctuation ii. t >tal stale wealth

(Table 5). Weseelhal in 1978, llie combined value of
lltose two assets was $29,030 billion, essentially all in
Ilie form ol oil in the ground. In January 1983, stale
wealth was estimated to he $30,585 billion, with the
proportion held in lhe Alaska Permanent Fund close
In It) pereenl. The growth of lhe Permaiicnl Fund
balance lias | dramatic. When viewed in dollars
rtn'recietl for inflation, however, we see that, absent
further special appropriations lo the Penuanenl
Fund, its real value will increase much mure slowly
in future years, If nominal earnings are withdrawn
from lhe Permanent Fund, a substantial portion of
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new, regular fund contributions will he required just
to maintain the real value of the fund.6 Assuming
withdrawal of all earnings, the Permanent Fund
balance is estimated to increase by only $61 million
in 1982 dollars between 1983 and 198-1 in spite of a
contribution of $285 million over that period. Most
of the fund contribution will he needed just to offset
inflation which continuously erodes the real value of
the Permanent Fund balance.

The Recurring Tax Base

Recurring state revenues are miniscule com-
pared lo current levels of state spending and cannot
be realistically viewed as an answer to the state's
impending fiscal crisis, unless a radically nnv ap-
proach is taken to the savings and investment of
current slate revenues.

State general fund revenues can be divided into
six categories -four major and two minor. The first
two the stile of assets and income from investments—
relate primarily to petroleum and have already been

"Fiuler current Itnv, a portion of IVmiani'iil Fund earnings
increases Hie estimated growlli in (lie Permanent Fund bill-
in if. Current inlcrprrlatiim of lhe law, however, appears In
th .ine retained earnings its net of distribution of 00 percent of
the fund earnings under lhe Permanent Fund dividend pro-
grain, (‘'nnseipieitlly. at historical inflation rates, the real value
of Ihe fund will slill decline without cimlimious large enntri-
billions.

Table 5
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discussed. Recurring revenues collected from individ-
uals and businesses constitute the other two major
categories. The personal and corporate income taxes
have historically been the most important of these
recurring revenues. A small proportion of general
fund revenues comes from the two remaining sources
—federal transfers and user fees. Federal transfers are
usually restricted to particular purposes such as
capital investments for transportation and health
projects or transfers lo individuals. Ferry system
receipts constitute the largest revenue in the category
of user fees, which also includes court fees.

Table 6 presents a historical review ol: recurring
state revenues in relation to nonrecurring petroleum
revenues and investment earnings. Business revenues
consist of the corporate income and gross receipts tax
as well as business licenses. Revenues from individuals
are defined as nonlnisiness taxes plus nonbusiness
licenses. The miscellaneous category includes both
federal shared revenues and user fees as well as other
small categories of government receipts.

In tin* current fiscal year of 1983, fully 86 per-
cent of revenues are directly from nonrecurring petro-
leum activity; 7 percent of general fund revenues
come from recurring revenues not directly related to
petroleum. An equal proportion is contributed by
investment earnings. However, most of lhe reported
I’crmanenl Fund earnings are more appropriately
classified as the sale of tin asset, since earnings are
calculated before inflation. The real earnings tire just

Combined Asset Value: Undiscounted State Share of Prudhoe Bay and Alaska Permanent Fund
(In billions of 1982$%)

Fiscal Yrrar (muling in calendar year)

1978 1979 1980
July | Assets
Oil in Ground $26 () $20,288
IPiiin. 1iiml ILil .000 .001)
| otal $2li.blii $20.31) 7
Change in Assets
0 lin Ground $2.301) $20,337
fvim .lumIB.il. .071 .108
| otal $2,380 $20,440
uiiit 30, Assets
0,1 in Ground $28,909 $40,025
Pimi. Fund Bat .070 .178
Total $29,035 $40,803

$42.311

$42.4/2

$3,090

$8,498

$50,400

$50.9/0

1981 1982 1983 ‘1984
$40.32!) $51). 144 $35,302 $31.033
.518 1.708 2.782 3.108
$40,843 $50,912 $38144 $34,192
$12,845 S 17.300 $-2,150 NA
1.379 1.209 587 .285
$14,224 $ 10.097 $ 1.831) NA
$01). 1/ $37,838 $33,200 NA
1.897 2.977 3.3/9 3.443
$01.00/ $40,815 $30,585 NA

Noim All Permanent | und namings (nominal as well as teal) tiansleiieil to General | mid,

" Includes iiioeeeds ol $114 million bom lieauloit Lease Sale.
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a small portion of the nominal return. during each succeeding year. Neither investment
L - . . . P .
c € In contrast, almost 53 percent of revenues in earnings nor business, individual, or miscellaneous
Z % H o ° 3 g? L 1974 were collected from individuals, nonpetro- revenues will be large enough by 1990 to offset the
M o - leum businesses, and miscellaneous sources. Over the fall in petroleum revenues.
4% last several years, primarily because of the elimination Several strategies have been suggested for dealing
H e _5A2 o o " of the personal income tax, there has been a dramatic with this projected revenue gap:
oo ‘§§ ° I _r'-:o & 2 & 2 BO fall in both the real amount as well as the percentage
Q0 g of revenues derived from individuals, and this has 1. Increase the flow of petroleum revenues. This
occurred at a time of rapid population and income could result from raising the per-barrel tax
9 v @ Bog moo o i g growth. In 1983, only an estimated $51 million will rate or increasing production on state lands.
Ho2 2 ¥ % = & 20 & 4 & 0 2 'S Ee be collected from individuals, compared with $381 However, tax increases could only temporar-
o T e e e d *58 million as recently as 1977. Similarly, there has been ily compensate for declining production and
c. i 2| a decline in real revenues from non-oil-related busi- could accelerate it. To fully replace the
. eo ness, but it has not been as precipitous as the decline revenue which the state will lose from the
égr 6 o o in individual revenues. Whereas taxes and other decline in the Prudhoe Bay field would
c « S % & revenues collected from individuals were more than require development of a new field on state
e double those collected from non-oil businesses in lands every year. We have shown, and all
e n & GOy QL3 4 1977, non-oil business receipts were almost double knowledgeable sources agree, that this is
e > % ), r* i o . - . . -
in ¢ >R AN dweaw those of individuals by the early 1980s. The expan- virtually impossible.
3 sion of investment earnings during this period has
R ‘:-E & %'; i ro fﬁ Orf ?Z\ % v only partially offset the decline in revenues frcm 2. Rely on the development of nonpetroleum
n u . . . . . . -
o in o @ N NN individuals and non-oil businesses. After correcting natural resources. Comparing the value of
%’&;‘ for inflation, we find that real investment earnings natural resource industry outputs in Alaska
§§ & I)J c remain a modest source of revenues. indicates that no alternatives could expand
I 2 r- o o & N o= - 57 *1 a enough in a few years to generate the level of
x v & °one z —0 utu-r v nyes; Actua and Potential . ;
NI 5’ S nCO rt I'll'} sales necessary to provide a tax base compar-
[
§§ @ State am |S Or t?ax IIT,e { able to petroleum (Table 7). In 1981, petrol-
P53 Fj) evem tlp‘e g)ﬁareme e rO t re eum (crude oil plus natural gas) accounted for
IS @ f ;re D 2N P om Do ¥ Do BN %D_ p ng r\‘ﬁ 92.5 percent of natural resource sales; seafood
- c4 in : - .
éé 2 e € @ 9 g% I'OaC @.ii] m contributed 5.9 percent. All others combined
5 E % E E totaled only 1,6 percent.
3 w o e . n BB Pon Flgure 3_shows a prOJectlon of fgture_revenges For example, just to match the value of
o 5§ in iIn t r to @ co 1D g based upon likely petroleum production (including petroleum output, the fishing industry
W rlatural ge_ls) fr_om_ I(_eased areas a_s Well_as current tr_ends would need to expand 1,600 percent. Profita-
8: . as in recurring (individual, non-oil business, and miscel- bility in the industry would also need to in-
5 23 o o kD e oo Y laneous) general fund revenues. A revenue gap ap- crease. The resource base will not allow this.
s 54 N e B8R G T oMo N pears in 1989 at_about the_tlme production from Alternatively, coal, of which Alaska has
ox « 6 Prudhoe Bay begins to decline. Revenues then fall large reserves, is often suggested as a successor
i 4 Lo petroleum. Many deposits are not now
sgc Yo T o8 2R Fooinm 3 c fe economically attractive because of their
:3;3}? ® % location, but fields such as the Beluga anil
B Nenana have a definite potential for develop-
V) . a - B s ment and expansion durin the comin
N N » in D cO 03 «@ 0o 7 g 3 P 9 9
3 Hr_i ?’n §_ ko 5 WS B a2 decade. If the state royell.y and related taxes
" L R R 0 were to total $1 per ton oT coal (which is
Cc - u
a =P % higher than current slide revenues per ton of
A - T re .
in E* g:) o4 % I:’; F%J i z %l gz ' EE U coa_l produced), then an annu_al production of
. B o o e 00 ® o - 4 billion tons would he required to equal the
o - . -
2 PrJrEe a nearly  $4 billion in petroleum revenues
2 rec q © IS collected by the state in fiscal year 1982.
E) 2 =3 Tgsi Four billion tons isabout 4,000 times current
J i D P o g i %%E production and is also approximately the
B obbo B Baad s B EE L B - .
L A 1A Peya 3;5:*&1 total demonstrated reserves in these fields.?

?Alaska Department of Natural Resources, Open File Report,
No. 51, 1975.
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Table 7

Market Value of Unprocessed
Alaska Natural Resource:,. >981

Million S Percentage

Crude Oil S12,396 91.9%
Seafood 792 5.9
Timber 120 .9
Natural Gas 83 6
Gold 54 4
Coal 18 1
Agriculture 12 1

h

Other Minerals

Furs ﬁ )I

Total S$13.485 100-.",.

Noto: Petroleum value calculated at wellhead. All others
calculated at Alaska market price.

Source: Crude oil, natural gas, und gold from Division of
Budgel and Management, Oflice of thr; Governor,
Alaska Statistical Review, 19s2. coal, other min-
erals, furs, timber, estimated by author try extrap-
olation. Seafood from Alaska Department of Fish
and Game (preliminary). Agriculture from Alaska
Agricultural Statistics, 1982.

Thus, it would be physically impossible to
generate the same amount of revenues from
coal as from oil. Development of the coal
industry may produce it stable number of jobs
and a flow of revenues, but it cannot replace
the magnitude of revenues generated by pet-
roleum.

3. Rely on downstream processing of, or value
added to, Alaskan resources. Currently,
revenues from such downstream processing
are primarily obtained from the corporate
income tax. At current tax rates, the corpor-
ate tax base would need to grow to over
100 times :.s current size to replace the
revenues from petroleum in 1982.

I. Reimpose the personal income Lax and
increase corporate tax rates. Reimposing the
personal income tax and doubling the corpor-
ate income tax rale would increase individual
and busjness taxes only modestly, as shown in
Figure & This strategy would fill the revenue
r/np for only one year and would subsequently
reduce it by » dj a small percentage.

Clearly, no one of these strategies is capable of

filling the gap. In addition, adopting all of them
would likely vyield revenues no higher than those
estimated to result from increased taxation of in-
come, because tax increases tend io restrict the
growth of the tax base. The revenue gap thus presents
the state with a difficult choice regaining future
expenditures. On the one hand, the revenue gap can
he ignored. This would mean adjusting to continu-
ously declining revenues beginning in 5 years. On the
other hand, investment strategies using a portion of
current revenues could be devised to provide a future
stream of earnings to replace declining petroleum
revenues.

ik sfaf'eré\E/eN 0 il Tl below Iheslate
§ i_’_&%ﬁnula SUr Q&eswgmm| tlﬁe ﬁe

Beginning with the fiscal year 1984 budget, the
state will lerit expenditures by placing a ceiling on
appropriations which changes from year lo year with
population and inflation. The ceiling, established at
$2.5 billion for the base fiscal year 1982, exempts
only debt service. Permanent Fund dividend pay-
ments, voter-approved capital expenditures and
supplemental-- Permanent Fund appropriations. The
limit also specifies that at least ‘lpercent of appro-
priations must be allocated to capital expenditures
and loans.

The spending "'unit of $2.5 billion will not he a
real constraint on appropriations in any future year
because general fund revenues are projected to at
most ecpial or fall short of allowable spending under
the formula limit -very year (Figure I). This projec-

Fignro 4. Sf.itc Fiscal Situation: $2.5 billion
Constitutional Spending Limit*

‘Tliu oxpomliniH! limit grows io constant 1982 ilollats due
to |)o))iilation giowlli which is piejected at the talc ol 2 pi-t
con! ar "ually Without population growth, the expenditure
limit ceiling would he a Hat line,
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tion is based upon the assumptions summarized in
Table S.H Spending up to the limit can occur during
the first 4 years, beginning in FY 1984, only by
drawing wupon the accumulated balances in the
general fund. Rather than generating savings by
limiting spending, the limit permits the liquidation of
the modest general fund balance.

By 1988, the spending limit ceiling will have
become ineffective because the rising ceiling will
have surpassed revenues. By 1991, * -jnues will have
fallen $1 billion below the limit, and in subsequent
years, the revenue gap will continuously increase
(Figure 5). By 1995 it will equal $2 billion—half the

hTlu- projection also assumes that oil and gas exploration,
development, and production remain important basic activi-
ties, and growth occurs in fish harvesting and processing,
mining, limber, manufacturing, and tourism. The stale budget
is divided as follows: capital spending is assumed to be one-
third of the total and lo he divided equally between construc-
tion projects and subsidies to housing and industry-. All capital
expenditures are paid from the general fund. Consequent!-,
the only expenditure items not covered by the ceiling consist
of Permanent Fund dividends at the rate of one-half of nomi-
nal Permanent Fund earnings and debt service payments which
decline each year as outstanding bonds are paid off. The
Permanent Fond rcecivi ., its constitutionally mandated share
of petroleum royalties and bonus payments, while all other
excess current account revenues remain in the general fund
where they earn interest until spent.

100 é{ :
*; 4
§ : v
0 50 E !
)
25
1982 1985- 1990 1995 2000 2005

Figure 5. Revenues From New Sources Necessary to Fill
Revenue Gap Under Spending Limit

level of 1982 revenues. Although the growth of this
gap between spending and revenues will subsequently
slow down, in 10 more years it will still reach $3 bil-
lion. This gap represents the amount of revenues that
would lie required from new sources to keep state
spending up to the ceiling defined by the limit
formula.

The Permanent Fund is the only financial asset
which the stale could draw upon lo fill the rev mu*
gap created by falling revenues and a growing spend-
ing limit ceiling. When revenues fall below the ceiling,
however, the Permanent Fund balance will be about
$4.5 billion, a modest annum! because of IIn- annual

Table 8

Principal Assumptions of Projections

STATE REVENUES
Petroleum

Royalties '‘ppioximate Dept, ol Revenue, Dec. 1982, 50% probability lotec; st with 2% annual decline abet 1998,

Severance* Tax
Corporate Tax
"topeny Tax

bonuses Zero.

20% ol severance tax.

Recurring Revenues

Approximate Dept, ol Revenue, Dec, 1982, 50% probability loioci si with 2'liannual decline allei 1998.

Dept, of Revenue, June 1982 Imeeasl with 4% annual giuwtli elli-t 1984.

All Revenues determined Ity MAP ooonomotiio model al cuiienily existing tax tales.

RETURN ON INVESTMENT
Real rate of return on general fund balances
Real rate ol tetiirii on Permanent Fund balance

SPENDING LIMIT
Inflation
Population

2% annually,
3% annually.

7.4 petcent long-run .... age annual rate.
2 pet cent annual growth.

Royalties and severance tixes ate tlv- June 1982 30 percent probability lotcoast ol the Depailmetii of Revenue. llte
nndiscotinted sunt nl peltoleum tevi tines as piojected Ity lite lepat Intent ol Revenue wete 8 percent lower in Septum
hot 1982 than in June aid ate expected lo In- again lowot in Decemhei. Thus, we estimate the 30-peicent probability
lotecasi of June lo approximate me Decemhei 50-pet cent piohahility forecast.
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withdrawal of both real and nominal earnings to fund
the Permanent, Fund dividend program and to supple-
ment gt ,ieral fund revenues.9 Because of these
withdrawals, the real value of the accumulated
balance in the Permanent Fund (before annual
contributions) will have been eroding about 7.4 per-
cent annually (the inflation ate), and contributions
from royalties and bonuses equal to 7.4 percent of
the accumulated balance will lie necessary each year
just to keep abreast of inflation.

Although the Alaska constitution prohibits
withdrawal of principal from the Permanent Fund,
the emergence of a revenue gap would generate
tremendous pressure lo open it up. If the Permanent
Fund were opened at this time to maintain spending
levels, it would be completely spent within -1 years.
Al the end of that time, the state would find itself
with no sources of funds with which to replace falling
revenues, and state expenditures would have to be cut
sharply and abruptly.

The spending limit will not serve to avoid a
revenue gap because il will ineffectively restrict
spending in the early years. It establishes no frame-
work for determining the proper levels of investment
out of petroleum revenues and, consequently, will
generate an insufficient level of recurrent earnings
from investment. The major asset the state will have
as revenues fall is the Permanent Fund, the earnings
and principal of which will he iisufficient to fill lhe
gap for long.

Figure ;i shows that with the present spending
limn in place, the assets of the stale, defined as the
sun of oil in the ground plus the Permanent Fund,
w," rapidly dissipate. (Other assets such as home
mortgages are not included because we have no
information on the current or projected state hold-
ings of these assets. Regardless, even a portfolio of
these assets worth $5 billion would not significantly
alter the picture.) Petroleum cannot lie converted to
other forms of wealth (Uiiekly enough wunder Ihe
present spending limit to maintain the asset portfolio
from which earnings are generated, Thus, as (be stale
port folio declines, so will asset earnings.

In the coming years, public sector demands for
providing basic services in education, health, social
services, resource management., public protection, and
transportation will continue to grow with the econ-
omy and real incomes. However, by the end of Ibe
century only about $1 billion annually (1R82 dol-
lars) will be available lo fund all government pro-
grams. The cutbacks required to live within a $1
billion budget constraint will be drastic and will

AReinvestment of Permanent Fu.v earnings would only mar-
ginally change (lie conclusions.

undoubtedly eliminate many programs considered
necessities. 11

A second consequence of a cutback in stale
spending will be a large economic contraction, result-
ing from decreased government spending in the econ-
omy. Currently, operating budget appropriations are
used to pay the wages and salaries of over 15,000
stale government employees as well as support a
large number of the 24,000 local government employ-
ees through various local .cvenuc transfer programs.
Thus, about one in six of Ihe 200,000 jobs in the
s'xle economy directly result from slate operating
appropriations. In addition, the capital budget direct-
ly provides employment to a significant portion of
the construction industry. Also, lhe Permanent
Fund dividend program and state loan programs
pump income into the economy on a scale similar to
the payroll of a major industry like construction or
manufacturing. Overall, about one-third of current
personal income can be (raced, directly o" indirectly,
to state government spending, lake olhci industries,
stale spending has a “multiplier” effect in Ihe trade,
service, finance, and other support sector industries
of the state. A forced reduction in spending would
cause a contraction of private support sector activity
because lhe “multiplier" works in a negative as well
as in a positive direction.

A more optimistic projection of petroleum rev-
enues does not appreciably alter our conclusions. This
becomes evident when we compare the accumulated
halane > in lhe general fund in 1988 under present

*'Future expondil nro flexibility is l'urlher limited by the
spending limn requirement tluil til least one-third <>tappropri-
ations be for eapitid projects, about twice the historical
proportion. The operation and maintenance of this new capital
slock will place added demands on shrinking revenues in
future years.
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revenue projections with higher revenue projections.
Under current projections, the general fund balance
in 1988 would be $68 million. A 20-percent increase
in petroleum reventi's (an approximate increase from
$20 to $25 billion in nominal dollars) would result in
the accumulation of $2.4 billion (in 1982 dollars) in
the general fund. This would fill the revenue gap until
1992.11

By lowering the spending limit coiling, we can
reduce and delay the revenue gap but not eliminate it.
If the initial ceiling were set at $1.5 billion, state
expenditures would more closely balance with
revenues (Figure 7). The state would be able to
sustain surplus on current account in the general
fund t rough 1995. Through the accumulation and
invest ient of these surpluses, the general fund would
grow dramatically to a peak of $8 billion (1982 dol-
lars) by 1992.12 In this case, when the decline in
petroleum revenues reduced current account revenues
below the expenditure limit, the general fund balance
could lie used to cover the revenue gap and sustain
spending. Withdrawals would not exhaust the general
fund until 2003. At this point there would again he
tremendous pressure to open up the Permanent Fund,
despite a state constitutional prohibition. If the state
were to withdraw from the Permanent Fund, its
balance would be used tip in about 1 years. There-
after, the state would again he facing a revenue gap
with no means of filling it.

The lower spending limit would help the state
to both Ilive within its means and aeeumulate a
fund which could be drawn upon to su.stein spending
for 10 years after petroleum revenues begin to
decline. However, it would not eliminate the revenue
gap problem, only postpone it. Because slate spend-
ing under this limit would lit* allowed to grow more
rapidly than uonpcLrnlcmn revenues, the growth of
spending would eventually outstrip the growth of
nonpetroleum revenues. This problem can be handled
only by restructuring the spending limit.

THE SUSTAINABLE STATE

ﬁf&) orExpo¥v| ITWMF PE h(}aj ¢ re ri)tg%

[Tears

*1Which is approximately coinpi:ruble lo a movement from
the SO-pcrcent to 70-perecnl level of the cumulative frequency
distribution of the Department of Revenue petroleum revenue
forecasts.

,2Duriii|> ti.e interval from 199T io 15)95, a positive general
fund current account balance would lie increasing the nominal
value of the general fund balance, but not fast enough lo
offset (lie erosion of real value due lo inflation.
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i

Because the current spending limit does not
generate savings outside the Permanent Fund, public
services must fall dramatically when petroleum
revenues decline. Preferable therefore would be an
alternative spending rule that prevents a precipitous
decline in government spending with its attendant
negative impact on the private sector. One possibility
would be a level of spending that could ne sus-
tained in the future independent of year-to-year
fluctuations in petroleum revenues.

A sustainable expenditure level is one which can
be maintained at a constant or growing level in “real”
terms (corrected for inflation) when petroleum
revenues decline. It must incorporate two elements.
Fin I, each year a savings/investment decision must
lie made simultaneously with the spending decision
rather than treating savings as the residual left after
spending. In other words, spending each year should
be guided by long-range fiscal considerations rather
than hy the amount of revenues available for Ihe
current year. Second, spending must not grow faster
than recurring revenues—revenues independent of
dwindling resources.

Implementing this strategy first requires that
the level of sustainable revenues he calculated,
because this will determine the sustainable spending
level, Sustainable revenues consist of the sum of
all recurring revenues12 plus the earnings on the

fﬁtsd%rlp and nessive Cuts in

12In practice, there is no dear distinction between a recurring
and a nonrecurring revenue because, on the one hand, revenues

(Footnote IT continued)
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portfolio of state wealth. While it is relatively easy to
estimate recurring revenues based upon past trends in
nonpetroleum business and personal taxes as well as
miscellaneous revenues, it is more complicated to
estimate the value of the state portfolio of wenhh.
However, there is no doubt that it now consists
primarily of Prudhoe Bay oil and the Permanent
Fund balance (Table 5). The annual real return on
these- assets, which consists of a portion of annual
petroleum revenues and real fund earnings, is the
earnings on the state portfolio.

The real monetary earnings on the assets hold by
the state in 1982, both in the form of oil in the
ground at Prudhoe Bay and in financial assets, totaled
approximately $750 million. This was the earnings, at
a 2.5 percent real rate of return, on assets with a pre-
sent value of $30 billion. Recurrent revenues were
about $450 million, including petroleum revenues
from fields other than Prudhoe Bay. Thus, total sus-
tainable revenues equaled about $1.2 billion,11 In
nominal dollars, this would he about $1,475 billion
in 1984 (Table 9).

These revenues of $1,475 billion in 1984 would
cover not only operating and capital expenditures,
lilit also debt service and Permanent Fund distribu-
tions (which are outside the current spending limit).
The difference between actual revenues collected and
sustainable revenues spent undi the ILiit would go
into savings/investment for maintenance of the
sustainable revenue level in future years, As the level
of recurring revenues, inflation, and earnings on tlie
portfolio of slate assets (hanged, the spending limit
ceiling would also change.

The result of implementing the sustainable
spending strategy without reimposing the personal
income tax is illustrated in Figure 8.1r We assume

12(Continued)

from depleliihle resources inns continue for such a long time
that ll>ey become, in effect, recurrent; ami recurrent revenue
sources may disappear with shifts in economic nelivity. The
most obvious example of a dwindling revenue is the proceeds
of a one lime bonus lease sale. Consequently, in this analysis,
we treat Printline Kay revenues as a unc-lime es.indlall that is
dwindling and other petroleum revenues as well as alt revenues
from other sources as recurring. In fact, our analysis is rela-
tively insensitive In a shift in lhe definition of oilier petroleum
revenues between recurring and nonrecurring.

1Mteimposing lhe personal income lax could raise this limit
by about $200 million.

*r\Ve phase out the Permanent Fund dividend program, local
government grants from the capital budget, and all loan suhsi-
di/.alion over a period of three years through 1986. A down
ward adjust.iienl of the economy occurs in 1981 in response
lo tinlimp | ition of the sustainable spending limit. Kxpcnd-
llurc growtu after 1981 is determined by Ihe rate of inflation
and by the absolute growth in recurring revenues, because

Table 9
Calculating Sustainable Spending

A. Components of Annual Sustainable State Revenues
(million 1982 S)

Recurring Revenues S450
Recurring Petroleum (excluding Prudhoe Bay) S250
Current Nonpotroleum 200
Investment Earnings (see below) 750
Total Sustainable Annual Revenue Flow S1,200
Equals: Total Sustainable Annual Expenditures S1,200
Total Sustainable Annual Expenditures (1984 fiscal year) S1.475

B. Investment Earnings Matrix
(million 1982 S)

Present Value ol Stale Investment Holdings
(Prudhoe Bay plus Fund Balances)
(billion 1982 S)

S10 $20 $30 S40 $50 S60
0% SO SO SO $0 SO SO
1% 100 200 300 400 500 oo
1.5% 100 300 450 GQC 750 900
2% 200 400 GOO 800 1,000 1,200
2.5% 2ii() 500 750 1,000 1.260 1,500
3% 300 GOO 900 1,200 1.500 1.800
3.5% 350 700 1.050 1.400 1,750 2,100
"% 400 800 1,200 1.600 2.000 2,400

thill expenditures would gradually fall over a 3-year
period from their current level to the sustainable
limit, after which they would grow indefinitely willi
r *curring revenues. Stale general fund spcudinp. would
lie less Iban general fund revenues from the initiation
of *his strategy until 2005. liaeh year, revenues in
excess of recurring revenues would lie saved and
invested. We assume this savings would go into lhe
general fund, although it could go into the I'erma-
nenl Fund. In a short time, the general fund would
grow larger than lhe Permanent Fund, Karnini from
Ilhe general fund would become an inereas igly
important component of total revenues. After | 97,
the general fund balance would begin lo fall in red

12(C<mlimird)
recurring revenues are projected lo grow slowly under current

lux laws, the growth of expenditures is much slower than in
lhe ease of the spending limit formula.
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Stale General Fund
3 Revenues (including
Genital Fund Earnings)
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Figure 8. State Fiscal Pattern: Sustainable
Spending Strategy

dollars, due le withdrawals, even though it continued
lo grow in nominal dollars. Because we assume in lbis
east' lhat Permanent Fund earnings would he rein-
vested until needed, he value of the fund would grow
much more iipidly .hail in the previous examples. In
2005, the h; lance would he $12.1 billion rather than
$5.3 billion (in the ease where all earnings art* with-
drawn). Kv nlually, tin real earnings of the Perma-
nent Fund would become the main source of state
revenues. .tl some point after 2000, as Prudhoe Ray
petroleum revenues ran out, uctuul revenues would ho
no greater llian sustainable revenues, and at that lime,
cxpenditi res would he sel to equal actual revenues.

This strategy provides both a savings and a
spending formula. The savings and investment neces-
sary lo Maintain Ihe level of sustainable revenues in
Inlure j ,(qars is Ihe difference between actual revenues
and siu ainablc revenues. The yenr-by-year allocation
betwei i spending and savings/ investment is shown
grapbi ally in Figure 9. In the early years, savings and
invest lenls, not including investments in the Perma-
nent Fund, must be greater than spending if a suffi-
cient asset base Is to be built up to avoid the revenue
gap. "

The portfolio of public wealth would evolve
ove time, as shown in Figure 10. As the value of oil
in he ground declined with .extraction, it would he
rc| laced by a growing value of financial capital in the
IV in of the general and Permanent funds. Karnings
fr mi financial assets would replace petroleum reve-
n ics as lhe primary funding source for state govern-

Figure 9. Proportions of General Fund Revenues Invested
and Spent in Sustainable Spending Strategy

mont. This conversion plan and its maintenance
would require a particular type of discipline and
restraint. The state portfolio of assets would be
composed of discretionary assets rather than the
current nondiscretionary oil reserves; maintenance of
the asset value would require considerable prudence
and orientation to long-term needs.

After the initial expenditure adjustment, dra-
matic year-to-year variations ir spending and the
nttendent dislocations could be eliminated under this
plan. Recurring revenues change modestly from year
to year. The earnings potential of assets in the state’s
portfolio would vary from year to year, for example,
due lo proceeds from a lease salt*, from adjustments
in the value of existing assets, or from an adjustment
in the real rate of return on the portfolio. Altho"gh
each of these factors could significantly affect earn-
ings in tin* short run and create considerable uncer-
tainly in the long run, prudence suggests using some
combination of past values fo these variables in
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Figuro 10. Portfolio of Public Wealth:
Sustainable Spending Strategy
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estimating earnings from assets. This would smooth
out any year-to-year variation.

The amount of sustainable spending in any year
is primarily a function of three variables. They are (1)
the real return on state assets, (2) the level of petrol-
eum revenues, and (3) the level and growth of reve-
nues from recurring sources.

The real return on state assets is the most
important determinant of the sustainable spending
level. This can be seen clearly in Table 9, part B,
which shows, for various state portfolio levels and
real rates of earnings, the annual contribution to
sustainable spending (real earnings) from the asset
portfolio. For example, we have assumed a real return
of 2 percent on the general fund and 3 percent on the
Permanent Fund, for a combined rate of approxi-
mately 2.5 percent. At this rate, a $30 billion port-
folio would produce $750 million in sustainable
spending annually. A change in the interest rate of
.5 percent would change sustainable spending by
$150 million.

About 90 percent of state assets are currently
held as petroleum (Table 5). If the present value
of petroleum revenues is double current estimates
(the estimated December 1982 50-percent confidence
level of the Department of Revenue), then annual
spending of $1.5 billion rather than $750 million
could be sustained from them, and the spei ling
ceiling could lie raised to $1.95 billion (1982 dollars).
Smaller portfolios would produce smaller annual
earnings.

When petroleum revenues are received is also
important. The rate of return on oil in the ground is
the increase in its value as its real price rises. Projec-
tions of petroleum revenues in past years assumed the
real price at the wellhead to be rising about 2 percent
annually. In such a case, the state would gain as much
hy holding its assets as oil in tlu* ground as it would
by holding them in the form of a financial asset
earning a 2-percent real return. However, if the oil in
the ground is not increasing in value each year, the
state should prefer to hold its wealth in the form of a
financial asset earning a 2-percent real annual return.
Of course, the state ha*- 'edatively little control over
the timing of Prudhoe Bay oil production, but it must
recognize that if it holds an asset which earns no
positive rate of return, the present value of that asset
is less; consequently, the level of sustainable revenues
is less.

The sustainable spending strategy is independent
of the rate of population growth, unlike the recently
enacted spending limit. The advantage of this inde-
pendence is that the revenue gap does not appear
sooner if population growth accelerates as would he
the ease under the present spending limit, it is a

disadvantage because government services are primar-
ily provided to individuals, and a larger popula-
tion requires a larger budget if it is to receive the
same quality of public services.

[EVEES ate il
mves SSIf rﬁ] a?eﬁt??
venueS|

Implementatlon of a state spendlng strategy
linked to sustainable revenues would require very
substantial savings/investments over the next 10
years. Up to this point, for simplicity, we have
analyzed that portfolio in terms of only two altern-
atives—oil in the ground and financial assets ( lie
Permanent and general funds). In reality, there is a
broad range of assets in which the state could invest.
The primary consideration in any investment choice
is the earning potential of the investment because
sustainable revenues depend wupon real positive
earnings, as was demonstrated in Table 9.

To judge its appropriateness as an investment for
generating sustainable revenues,1(’ the rate of return
on any asset—be it a natural resource or a piece of
physical capital—can lie measured against the return
available on financial capital. For this purpose, the
proper measure of the rate of return is the net flow of
revenues into the general fund. For example, if
general fund investments ea*r. « 10-percent return (of
which 8 percent is the result of inflation and 2 per-
cent represents a real return on investment), then to
be equivalent, a state investment of $! billion in
infrastructure would need to produce at least $20
million in recurring state tax revenues annual,y over
and above operations, maintenance, and replacement
costs. Accordingly, all state investments earning
anything less represent a cost and should he viewed as
such.

Stale investment policy may have objectives
other than maximizing asset earnings, such as subsi-
dizing certain activities or creating jobs. Without
addressing the question of the most appropriate
means for meeting these objectives, il is clear that a
state portfolio consisting of such investments could
not sustain the maximum flow of annual revenues.

Suppose, for example, that the state chose lo
invest the general fund in a portfolio of investments
consisting of subsidized loans, earning a positive
nominal but zero real rate of return. It would find

~Public capital expenditures are normally made not to pro-
duce public revenues but to serve a public purpose. All such
capital purchases art' defined in this analysis as spending since
they do not represent the creation of a revenue-producing
asset.

UNIVERSITY OF ALASKA, INSTITUTE OF SOCIAL AND ECONOMIC RESEARCH

that an otherwise sustainable spending level of $1,475
billion could not be maintained because the invest-
ment portfolio would return its initial value in
inflated dollars but would provide no positive return
and thus could contribute nothing to sustainable
revenues.

Figure 11 shows the combined balance in the
general and Permanent funds at different real rates of
return on fund balances with adoption of the sustain-
able spending strategy. |If the portfolio of state
investments were earning a below-market rate of
return, fund withdrawals would reduce the portfolio
value and the spending level would be found to have
been set too high. In the extreme, if the real rate of
return on the combined general and Permanent Fund
balances were zero, then no sustainable revenues
would he generated from the asset portfolio. Figure
11 shows that the danger of holding assets which
generate no real earnings would not become apparent
until the 1990s, when asset earnings would become
the primary revenue source. During the 1980s, when
the primary source of spending was petroleum
revenues, which were unaffected hy the level of
financial earnings, the gap between the value of the
portfolio at market rates and at. subsidized rates
would lie small.

Policy Imtlaﬁ{jrgg Asiaj Sus n.able S n
A
essentwirje?vmes i tP&uYe ?he e||mna Ino

Figure 12 compares the pattern of future general
fund spending under lhe current spending limit with

Figure 11. Combined Fund Bnimtces Resulting from
Different Rates of Return on State Asset Portfolio

(A further consideration is tltel the maturation dates on
these investments would need lo be chosen so that they could
lie liqguidated in the scqucnc necessary to fund operations
wlieii petroleum revenues dot lined.
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our sustainable spending alternative. These two
alternatives define the range of options available for
structuring state expenditures in future years.

The current spending limit allows considerably
more spending in the near term and less in the future,
as spending in early years is determined hy the limit
and in later years hy declining revenues. With the
sustainable spending strategy, however, sp'Miding
starts lower and rises slowly over time as recurring
revenues grow. Between these two extremes, a large
number of alternatives is possible, representing
different amounts of current savings consistent with
increased spending in future years.

The tradeoff between present and future public
spending implicit in the current spending limit is
clearly illustrated. If.spending in any year exceeds the
sustainable level by, say, $1 billion, then in some
future year spending must be under the sustainable
limit by $1 billion. For example, if we choose a
cum'iil $2.5 billion budget instead of a $1.5 billion
one, tht'ii we must pay for that $1 billion difference
with a future budget reduced from $1.5 billion
to $0.5 billion. If on the other hand, we establish a
sustainable baseline budget of $1.5 billion, then
future budgets could continue at or above that level
indefinitely.

Because Hit* curreiil budget contains many
noni'ssi‘iitin! items, a one-lime rollback in current
govet imenl spending by $1 billion would be much
easier to accomplish today than would annual budget
reductions over a period of deeacles during the
era of declining petroleum revenues. In fact, as
recently as 1980, stale spending was within the
sustainable budget level, and il lias been only in the
last 3 years, primarily due to new programs, that
appropriations have exceeded the sustainable level.

In the wake of higher oil prices which increased
stale revenues over 200 percent between 1979 and
1981, state spending expanded dramatically, and a
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number of new programs were initialed. [I'reeise
figures for actual and projected spending for those
programs are not yet available. Preliminary figures
presented in Table 10 confirm, however, that the
most rapid growth has not been in the traditional
components of the budget. Inn rather in a series of
newly instituted programs. The operating budget
grew by 50 percent, from $1.2 billion to $1.S billion
between 1980 and 1982, and was level between 1982
and 1988. Personnel expenditures have grown less
rapidly than either the operating or the total budget.
In 1981 they comprised only 19 percent of expend-
itures (net of special Permanent Fund contributions)
compared to -10 percent in 1971. In contrast, debt
service expenditures grew more rapidly than the total
operating budget.

The traditionally defined capital budget s
currently about one-sixth the size' of the operating
budget—the same proportion it maintained in the
early 1970s. Real capital expenditures grew slowly
through the decade of the 1970s (excluding the 1979
appropriation for rural school construction) but ex-
panded rapidly in response lo higher oil revenues.

Permanent Fund contributions. boLh Ihose
constitutionally mandated at 25 percent of royalties
and bonuses and the special appropriations in 1981,
1982. and 1982. h;ne been the secoi.il most import-
ant use of stale funds since 1980. i,n addition, in
1982, $850 million was placed in a ‘rainy day"
account within Ilie general fund.)

There are three new components of the non
operating budget. The largest consists of a number of
...ovly stablished or greatly expanded loan programs,
of which lhe housing mortgage loan program is lhe
largest. Also included in this category ate industrial
development loan programs, such as lhe mining loan
program and Ilhe Alaska Industrial Development
Authority. Money allocated to these loan programs
cun in* divided into two categories. A portion of the
loan program appropriations represents long-term
investments hy the stale on which a monetary return
is expected, because these loans are made at suhsi
dized rales in order to stimulate certain activities, the
return will, in general, lie lower than the monetary
return expected from funds held in the general fund
or invested in the Permanent Fund. The remainder of
(In* appropriations is for the operation of Ilhe loan
programs and subsidies actually paid and, as such,
does not represent an investment, No breakdown
between investment and cost of program opera-
tion is currently available* for lhesi programs.

The second new component of the nonoperating
budget consists of a large array of energy-related
loans, grants, and transfers. The most important
component of these programs is funding for hydro-
electric projects throughout Ihe state. As with the
housing and other special loan programs, it is not

possible to determine the proportions of these
programs that are. respectively: investment, subsidy,
and operations. The third element of the nonoperat-
ing budget is municipal grants for capital projects.

A spending rollback in the direction of a sustain-
able level would logically concentrate on the reduc-
tion of new programs instituted in tin last three
budgets. Their lower priority is clearly indicated by
the fact that they did not exist in eatlier years when
revenues were lower and fewer programs could be
funded. The reduction of some of these programs
could be accomplished with relative ease. For e¢sam-
ple, loan programs for housing are less urgent when
housing mortgage rates are falling as is currently the
case. Capital expenditures for hydroelectric projects
can end when all economically viable projects have
been ‘muled. This is not to say that budget cuts will
be easy to make, even in cases where he program has
served its purpose. Constituencies both in government
and the private sector rapidly develop in support ol
any government program. Siill. it is clear that signifi-
cant rollbacks are possible, partictilaiTy in light of the
size of lhe 1980 budget.

CONCLUSIONS

Future slate n venues-from petroleum may be
more or less than have been projected in tins analyst,s.
and sustainable revenues, consequently, more or less,
Whatever their level, there is a sustainable level of
expenditures which, if exceeded, means program cuts
.ill be necessary in future years. If current revenue
projections are correct, eventual program cuts would
be very large if llte present spending limit continues
lo guide stale fiscal policy.

Any discussion of ihe proper stale response to
declining petroleum reve illes transcends economic
considerations. There are at least two broader social
questions. The first is. to what extent should the
present generation of Alaskans worry about Ilhe
fiscal problems which the next generation may inherit
from us?,s The more we think they should "lend for
themselves," the more we feel we can afford to spend
today. The projections m tins study indicate, how-
ever, that the problems of the "next gcncialion" are
only a few years distant.

The second question is. what are the economic,
social, ai.d cultural impliirlions of the state acting as
a rentier's a situation in which the public sector
would live primarily olf tlu* earnings of the stale’s
assets. There an* no precedents for such a fiscal
structure among lhe stales. In tins, Alaska would lie
breaking new ground.

*ty)r. wlial is llie proper rale at which to discount ihe fnioreY

"’line who derives a fixed income from returns on invest
meats.

IVERSITY OF ALASKA,

INSTITUTE OF SOCIAL AND ECONOMIC RESEARCH
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Established in 19G1 by the Alaska Legislature, the Institute of Social and Economic
Research operates as a principal research organization within the University of Alaska sys-
tem. Since its early beginnings on the Fairbanks campus, ISER has developed into a full-
scale economic and i icial science research institute, dedicated to applying its multi-disci-
plinary sk.lls to the problems of social and economic change in Alaska. Presently headquar-
tered in downtown Ancho-age at 707 A Street, with offices in Fairbanks and Juneau, the in-
stitute now comprises a select staff of professionals, whose academic backgrounds and
research experiences encompass a broad spectrum of professional disciplines and policy
issues.

ISER investigates such issues as the economics of natural resource development,
principally petroleum and fisheries, and multiple-use land management; the social and
economic impacts ol resource developments such as oil and gas pipelines, petrochemical
facilities, and hydroelectric projects; the state™ transportation and energy requirements; the
development of human resources; and the effects of modernization on Alaska Native
peoples and cultures and on the quality of life in Alaska.

Other important ISER objectives an* to:

. trovice professional assistarge, to pubjic.anl private organizations to felp meet so-
CIO@COHOme me% Oaf I&rﬁ‘m &"‘Jléﬁlon FKrtaffmemgbers serve as adviE)ors to or
members of the Alaska Native Foundation, the Cook Inlet Native Foundation, the
Women's Resource Center, the Alaska Permanent Fund, and tin* Alaska Census Ad-

visory Committee.

. SIJI’EOI' dlSCUSSIOﬂ Of [lJblIC |SSLES Examples: the Alaska (lrowth Polity Sympos-

ium, the Alaska Constitutional Review (both co-sponsored by the Alaska Humanities
Forum), and lhe Alaska Science Conference,

O o A G R MmO

lult responsibil ties, stnffmembers often leach within their disciplines. Corres-
pondingly, members of Ihe University's teaching faculty are affiliated with ISER and
participate in its research activities.

: iFsOtirPu{e the exelianpe of informtion between the Uhwersity of Akske and other

|0rB Examples: sponsoring faculty exchanges and visiting professors; ex-
changing institute publications with other research institutes in the U.S. through
membership in such professional organizations as lhe Association for University bus-
iness and Economic Research (AURERRand exchanging information with the USSR
Academy of Sciences.

UNIVERSITY OF ALASKA. INSTITUTE OF SOCIAL AND ECONOMIC RESEARCH

Dear Reader,

For Alaska, the 1980s may best be characterized as a decade of critical policy choices.
Our state is regarded by many to be the most promising, albeit largely unexplored, energy
storehouse in the nation. Thus, policies guiding the exploration and development of Alaska's
energy resources, mostly oil and gas, will continue to be of prominent concern throughout
the eighties. And anticipated shortages in the nation's supply of energy sources ensure (hat
national interest will continue to be an important factor in the state’s energy development.

The State of Alaska eager to achieve a measure of long-term economic security, will
focus many of its poiicy debates on lhe management of its natural resources und nil wealth:
how fast should Alaska exploit its nonrenewable resources and how can it convert oil reven-
ues into sustaining sources of economic activity? Alaska Native organizations, multi-national
oil companies, labor unions, and national and local environmental organizations—all of
which have a direct interest in these policies will be active participants in these debales.

It is within this context that the Institute of Social and Economic Research (ISER)
pursues its primary goals of studying the important issues confronting the state’s economy,
population, and social and political institutions anil informing both public and private
decisionmakers and Alaskans m general of our research efforts.
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RECENT INSTITUTE PUBLICATIONS

Tin* Institute of Social anil Economic Research was established in 19(11 lot' the purpose of conducting;
interdisciplinary research in the social sciences and related fields. The institute is partaef t WUnivegsiy -
Ala nd has nghes in Anchorage. Fairbanks, and -I au., In dition (logthe . Of ﬁlal
A0 EE0OMC CHLIGI) e inecvace puonence reen s, CRsioral O, et SIMTAris.
and other special publications. Recent institute pu ideations ini lude:

REVIEWS REPORTS

i1'Yit subscription upon regm i
4 I'lic Stihurehc \llitilwsedih \ Selected Annotated

. "Vocational Education in Alaska: Central Issues Ihhlioaraplis. Arthur E. llippler and John R.
and Problem Areas.” .ludilli Kicinl'eld and l.ynn LAV e X o X o PP sitoo
Wriithi. _ o

- tlaslui's ("onslilutionc' Concenturn, victor Fischer

« "Prospeels for a linllomfish Industry in Alaska." e S1.00
Michael .1 Scott.

- I'nen:\ lict'clopmenl and the Xorlh Slope Inupial

+ "Alaska’s I'nupie Transportation Sssicm," John tfuanl'lalice AnalV'o- of Social mid Economic
Crus. Chl”l,tle Jdack Kruse, €l al....ccccoovveeiiieiieeeieeins sti.nO

« “‘Dil'fcrenl Paths of Iniipial Men and Women in the - \nrlh Slope llocoitnli (ioceriiiiient ml [dlicv
Watte Economy," Judith Klicinl'eld. mitldiff.. (ierald A. Mclte.aih.......cccccceeveeennn.n. aStl.ol'

« “Prices and Incomes Alaska and lhe | S. IthiV - lhe liviitiiiiic-. a/ \hid:n \,dice Self (ioreriiineiil,
Ittsil,”" id. Linda l.cask. ITiomas V. Morehoioe and Gerald A. McRealh

e "Tin \lasl.a Railroad: Overview and Operational
Alleinatives.” aohn Gray and John | liisctiv .

(‘culm\ nt Sendud [I'rilnlof Mail* [Iinler

|
) ) | S Rule. porolhv Is. Jones. . ........ .Stl.IIt)
*« "Federal Revenues and SpemImi: m \laska.” Kcoti

(foldsmilh and T. Phillip Row e - i thhhii Census of 1 0in-poitiihoii. _ioiin 1. liras

e« "The Demand for Labor in Alaska, l'iicndorc and J. Phillip Rowe S7.T0
Lain.
- Sldnl'ileiiee and the \oilli Slope liilipuil Ihe
« "Relleepons on the End of ihe OPEC Era." NiTon Elfeels of Enen\ Ila C|I|pn|Cn|, John A Krie
It TUSSING. et si.t.t;

For further formalion oil institute publications, contact Ihe \nchora/ic office of lhe Institute of Social
and Eeoilot . Research, ini "A <<Street, Suite 'Jtltl, Anehoraiie, ,tlasha, telephone ;/7.s It'c.ll.
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ALASKA STATE LEGISLATURE
SENATE STATE AFFAIRS COMMITTEE POUCH V, JUNEAU 99811

SENATOR VIC FISCHER, CHAIRMAN (907) 465-4954

HYDRO/SUSITNA HEARINGS
(revised 2-18-83)

Senate Bills 68, 69, 70, and 71

February 24, 1:30-5:00, Court Room A, Court Building, Juneau. BACKROUND
BRIEFING. Review and analysis of processes and considerations involved
in the development of hydroelectric projects.

— Eric Yould, Executive Director, Alaska Power Authority: APA"s
role in developing projects, determining feasibility and capital costs,
financing plans, construction s:hedules, marketing, and operational
costs; summery of projects®™ status and plans

— Ernst Mueller, Environmental Services, Lmtd. and former APA
board member: history of the APA

— Governor®s Office: Administration policies and proposals

-- William Wakefield, FERC: federal review process

— Dept, of Law: interim financing

-- all narticipants, including OMB and representatives of the
cities of Petersburg and Wrangell: Tyee -- case study of a project

***

February 26, 9:00-4:00, Anchorage Westward Hilton, Alaska Room,
Anchorage. PUBLIC HEARING ON SUSITNA AND HYDRO DEVELOPMENT IN GENERAL.

Those who wish to testify are askec ”to sign up iIn advance at the
Anchorage Legislative Information Office. Public testimony will follow

introductions by Mr. Yould and bill sponsors.

* k%

March 1, 1:30-5:00, Senate Finance Room, Capitol, Juneau. INVITED
TESTIMONY -- SUSITNA. This meeting will be teleconferenced to all major

sites for listening only.

George W. Rogers: Strategies, parameters, and criteria that might be
considered by the legislature in examining Susitna and other major

hydroelectric projects.

SUSITNA FEASIBILITY: What factors are involved in determining
feasibility? How sensitive is the feasibility to changes in those
factors? What have the Susitna feasibility and alternative studies
shown? How accurate is the $5.2 billion cost estimate? How do different
Susitna dam configurations compare with Watana/Devil Canyon?How have
recent developments in oil and gas prices and in economic growth
affected feasibility? How are those developments being factored into the
Susitna update and FERC application?

-- Eric Yould and a representative fromAcres American: summary of

the feasibility findings and on-going work



— Gregg Erickson, Erickson & Associates: review of the Acres study
and recent developments
— Office of Management and Budget: review of studies,

alternatives, demand forecasts

SUSITNA FINANCING: What 1is the best financing plan for Susitna? How much
state appropriation is necessary to ensure the marketability of Susitna
power? What do the plans presented in SB 68 and SB 70 represent in terms
of commitments of state funds, and how would they affect the cash flow
available for other capital projects? What would the effect be of the
bonding plan in SB 71 on the state®s credit and ability to bond for
other projects? What should the timing be for appropritions and bonds?
How will the bond market respond to Susitna revenue or "double-barrel™
bonds? Will the bonds qualify as tax-deductible? How equitable,® in terms
of state subsidy, are the plans presented?

-- APA financial/bonding advisors: review of Acres plan,
recommendations

-- Eileen Titmuss, bond analyst: considerations in the bond market,
factors affecting public power bonds

— Milt Barker, Legislative Finance: relationship of capital
requirements to projected revenues

— Dept, of Revenue: relationship of capital requirements to state
bonding capacity and credit rating

*x %

March 3, 1:30-5:00, Senate Finance Room, Capitol, Juneau. INVITED
TESTIMONY, CONTINUED. This meeting will be teleconferenced to all major
sites for listening. If time allows, public testimony will be taken
following the scheduled witnesses.

SUSITNA MARKETABILITY: Will Susitna power be marketable? What factors
might affect marketability? What costs/rate structures are contemplated?
How will marketability be ensured? What type of power purchase
commitments can be obtained prior to construction? What is the role of
the APUC? Might available power attract new industry?

-- Yould and APA marketing advisor: status of marketing situation

— Harrison Call, marketing specialist: power sales agreements

-- Alaska Public Utilities Commission: 1its role in approving
contracts and rates

— utility representatives who wish to address the 1issue

-- Office of Management and Budget: review of the SRl study of the
effect of electricity price and availability on industrial development

SUSITNA READINESS: Has the Governor™s "Susitna checklist” been followed?
What further requirements must be met, and in what order? Has the
sequence laid out in statute been followed? Have the FERC requirements
been met? Are land ownership conflicts resolved? Have the utilities
agreed to purchase Susitna power?

-- Governor®s Office: presentation of the "checklist"

-- David Rogers (Senate Advisory Council) and Yould: review of
identified "obstacles" and how they are being addressed

-- Yould: schedule for proceeding, incorporating new data
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M EMORANDUM
TO: Honorable Vic Fischer, Chairman
Senate State Affairs Committee
FROM: Milt Barker f€>
Fiscal Analyst
SUBJECT: SB 70
As requested by you, 1 have prepared the attached tables
which show:
1. the annual contributions to the Alaska Energy
Dividend Fund, in both actual and FY 1984
dollars (Table 1) ;
2. the number of per capita grants those amounts
would fund, taking account of annual escalation
of grant amounts for inflation though not
taking account of variation 1in grant amounts
for regional cost differences (Table 1);
3. state funding for Susitna u~der "Option D"
of the January 1983 Acres financing plan, 1in
both actual and FY 1984 dollars (Table 1);
4. the amount that would be available for capital
projects that have been proposed excluding
power projects (Table Il and graph).
The attached Legislative Finance computer runs labelled SB 70
show the entire fiscal picture for the S".ate under SB 70
in both actual and FY 1984 dollars. It should be noted that
under the assumptions used, general fund deficits would be
incurred 1in FY 1990 and all subsequent years even without any
capital budget. Should these conditions prevail, it might
be difficult to maintain funding for the Alaska Energy

Dividend

Program.



the program would be $1,965.0 million (or $1,635 in FY 1984
dollars). These amounts are less than the State funding called
for under "Option D" of Acres for Susitna.

All of the above analysis is based on the January 1983 revenue
estimates of the Department of Revenue and could be subject
to major revision depending on oil price developments.

SB 70

You have also requested an estimate of the 1impact of Section 2
of SB 70.

It is impossible to project the impact, not knowing what

"energy project service districts”" will be formed, what

projects wundertaken, their scale, their financing, the
residential share of power consumption, the retail price of
electricity and its effect on monthly residential consumption,
etc. However, as an example of how Sec. 2 might work, the

Sitka utility district and their Green Lake project are analyzed.

If one assumes that 1in the absence of SB 70, Green Lake would
have been financed 90% with 35 year debt at 10% interest and
10% with equity which earned 12%, then the capital charges for
Green Lake would have been $6.2 million per year. 7 With sales
from Green Lake estimated at 59 million kwh annually,2 the
capital charges would have been 10.5~ per kwh for Green Lake

at the busbar.

It is implicitly the intent of SB 70 that no charges for
recovery of Energy Dividend Fund grants be included in
electricity rates. This should probably be stated 1in the
bill.

It is also the intent of SB 70 that no charges for recovery
of any other invested funds or return thereon be allowed in
the residential rate for the first 1,000 kilowatt hours.

The legislation needs to clarify that neither return of nor
return on invested funds will be allowed.

1. $59 million cost for Green Lake excluding any transmission
costs multipled by (.9 X .10369, the debt service per
dollar borrowed at 10% for 35 years + .1 X .12).

2. 37.8 million kwh generated from Green Lake for first
seven months at FY 83 extrapolated to 12 months and
multiplied by 91% for Iline losses, utility®s consumption,
etc.
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Senator Vic Fischer -4- February 23, 1983

IfT keeping commercial and residential rates constant while
letting residential customers off the hook 1is the test, then
this example would argue for $2,000 per capita grants. of
course, one can be even more efficient by giving even smaller
grants, still letting residential customers off under Sec. 2
and hitting commercial and industrial users for the capital
costs. Or one could just pass a bill forbidding residential
charges for capital costs wunder any circumstances for the
first 1,000 kwh per month.

At the $5,C00 per capital level, the Green Lake example
would sugg<st that 1individuals could receive more 1if the
grants wer»f invested. They would then receive $500 at 10%.
At the $5,U00 grant 1level 1in thr Green Lake example much of
the benefit goes to reduce commercial and 1industrial rates
as shown above.

IT the benefit under SB 70 is compared to the amount that
individuals would receive under the Permanent Fund dividend
program, the SB 70 benefits would look more favorable because
individuals only receive 50% of the five year average income.

But that 1is a matter of policy; 1individuals could be given
the entire earnings off araour."tf. deposited 1in the Permanent
Fund. The full amount of earnings represents the opportunity

cost of using funds for other purposes, such as SB 70 grants.~
Note too, that because of inflatlon-proofing, Permanent Fund
dividends increase over time 1in nominal terms while the
capital charges the electricity customer forgoes under SB 70
are a fixed amount for the Ilife of the project.

allachment s

cc: Senator Halford

MB:ro



TABLE 1
ALASKA ENERGY DIVIDEND FUND (SB 70)

m (2) ® ©) (%)
Annual Contribution State Funding Annual Contribution State Funding
to Energy Dividend Fund Thousands of for Susitna to Energy Dividend for Susitna
(50% of Permanent Fund Per Capita "Option D" Fund "Option D"
Income) ($ Millions) $5000 Grants ($ Millions) (Millions FY 84 $) (Millions FY 84 $)
Fiscal
Year
1984 226 47 .2 236
1985 268 50.1 806 .8 251 658.0
1986 304 53.1 413.3 265 318.0
1987 342 55.8 475. 3 279 345.0
1988 385 58.7 552 .1 294 378.0
1989 430 61. 3 156 .4 310 101.0
1990 480 64 .0 320
1991 540 67.3 330
1992 590 68. 7 340
1993 650 70.7 350
1994 700 71. 2 360
1795 760 72.2 360
1996 830 73.7 370
1997 890 73.9 370
1998 970 75 .2 370
1999 1040 75.3 380
2000 1120 75.9 380
10535 1114 .3 2403.9 5565.0 1800.0
Notes: 1 & 4. From attached Legislative Finance computer runs Jlabelled "SB 70";
2. Col. 1 £ (6 x 1.07N ) where N = Fiscal Year - .1.98; grants 1increased 7% per annum
for inflation;
3 & 5. "Option D" from Susitna Hydroelectric Financing, Taskll:__ Financing Options,

Acres, January 1983; from Table 4 and Table 3 respectively; FY 83-85 summed
and shown as FY 85.

PREPARED BY:
LEGISLATIVE FINANCE
2-22-83
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TABLE 11
FUNDS AVAILABLE FOR CAPITAL PROJECTS
UNDER SB 70

($ Millions)
(1) (2)- (3) (4) (5) (6)
Funds Available for Governorls
Capital Projects Loan Si-. Year Tota
General Program Capital jCapital
Funds GO Bonds Total Appropriations Budget Projects
FISCAL YEAR
Actual Dollars
1985 546. 0 — 546.0 300.0 2035.0 2335.0
1986 580.0 300.0 880 .0 300.0 742.9 1042.9
1987 415.0 90.0 505.0 300. 0 961.2 1261.2
1988 481.0 125. 0 606. 0 300.0 1066.2 1366.2
1989 250.0 - 250.0 300.0 ? 300.0+
1990 — 50.0 50.0 300. 0 ? 300.0+
1991 — 140.0 140.0 300.0 ? 300.0+
1992 - — — 300.0 ? 300.0+
1993 — - - 300.0 ? 300.0+
Total 2272.0 705.0 2977.0 2700.0 4805.3 7505.3+
FY 1984 Dollars
1985 511.0 — 511.0 280 .0 1901. 9 2181. 9
1986 507.0 262 .0 769.0 262 .0 648.9 910.9
1987 339.0 73.0 412.0 245 .0 784 .7 1029. 7
1988 367.0 95.0 462.0 229 .0 813.4 1042.4
1989 180. 0 - 180.0 214 .0 ? 214.0+
1990 - 33.0 33.0 200 .0 ? 200.0+
1991 - - 87.0 87 .0 187.0 ? 187.0+
1992 - _— - 175.0 ? 175.0+
1993 - —— — 163.0 ? 16 3.0+
Total 1904.0 550. 0 2454 .0 1955.0 4148.9 6103.9+

PREPARED BY:
LEGISLATIVE FINANCE

2-22-83



Notes:

From attached Legislative Finance computer run Jlabelled "SB 70";

From Table 1, Susitna Hydroelectric Project, Task 11; Financing Options,
Acres, January 1983;

Assumes loan appropriations at roughly the Governor®s FY 84 budget level,
$294.5 million;

Total of general fund capital projects (including voter approval) contained
in Executive Budget, Book 2, Capital Budget and Six Year Capital Progranm,
FYy 83, Jay Hammond, Governor; FY 85 amount 1is sum of FY 83-85 amounts

less amounts appropriated for capital and loans for FY 83 and less the
amount of capital projects proposed by Governor Sheffield for FY 84.

FY 84 $ amounts are based on a 7% inflation factors the Acres Susitna
numbers appear to be on a calendar year basis and are thus adjusted for
an extra 1/2 year.

PREPARED BY:
LEGISLATIVE FINANCE
2-22-83



FUNDS AVAILABLE FOR CAPITAL PROJECTS
UNDER SB 70

FUNDS AVAILABLE N e
CAPITAL PROJECTS FISCAL YEAR



FEDRUARY 21,1983
STATE™OF"ALASKA

LEGISLATIVE FINANCE WORKING DOCUMENT
BUDGET FORECASTING MODEL'

ACTUAL DOLLARS IN MILLIONS ***

JAN 83 DEPT OF REVENUE ESTIMATES
OPERATING BUDGET AT SPENDING LIMIT
SPENDING LIMIT INCREASES 10Z PER ANNUM
SURPLUS SPENT ON CAPITAL
INFLATION 7Z PER ANNUM
DIVIDENDS GO TO ALASKA~ENERGY-~DIVIDEND"FUND'
PERMANENT FUND INFLATIOR#ROOFED

PERMANENT FUND EARNS’I ER ANNUM

GO BONDS PER ACRES JAN 83 SUSITNA FINANCING PLAN

PERMANENT SURPLUS
FISCAL “'TOTAL'" OPERATING" CAPITAL------ DEBT — FUND — TOTAL— ' OR
YEAR REVENUE INTEREST REVENUE BUDGET BUDGET SERVICE DIVIDENDS BUDGET DEFICIT
1983
1984 2703 “is 370 "3072" 1987 7/0 167' 236 3161 -
1985 2775 ﬁ%% 3164 2185 546 164 268 3164 0
1986 3029 —— ' 3451" 2404 580 163 304 " - 3451"° 0
1987 3112 456 3568 2644 415 166 342 3568 0
1988 3456 ... 491y -7 3954 —eeee- 2909 *~ '“48 1 - 179 ... 385 3954' "0
1989 3540 gé%.. 4080 3200 250 190 430 4080 00
1990 3300 ' 3870' "3520 00 190“ ' “ 480 4190' ' -3 20
1991 3000 620 3620 3870 00 180 540 4580 -960
1992 2890 670 " .. 3560 ' 4260 @ ... 00 .. 160 '590 .. 5000 " -1440
1993 2700 740 3430 4680 00 160 650 5490 -2050
1994 2610 810 3420 5150 00 ... 130 700" 5990 ' ' -2560
1995 2520 880 3390 5670 00 130 760 6560 -3170
1996 2380 ' ... 950 " "3330 "™ "6240.." ' " 00 120 " ..... 830 "totm7190 -3850
1997 2440 1030 3470 6360 88 gg 890 7830 -4360
1998 2510 1120 3630 7540 *- g7o - . 8570 ” -4940
1999 2660 1210 3870 8300 00 40 1040 9380 -5510
2000 2800 1310 4110 .. 9130 00 30 1120 10280 -6170
TOTAL 48410 12590 61000 80550" 3050 .. 2300 10550 96440 -35440

PERM- GENERAL REVENUE REQ
ANENT"  ------ FUND” *" FOR'GF 'BAL
FUND END OF YEAR OF$ 0 MIL
3790 88
'4321 "0 ~ 0
4892 0 0
5532' 0 0
6222 0 0
6998 0 0
7860 00 00
8750 00 320
9650 00 960
10600 00 1440
11570 00 2050
12590 00 2560
13650 00 3170
14760 "....... "'00' "3850" ...
15950 00 4360
17210 00 4940
18570 00 5510
20040 00 6170
35350



FEBRUARY 21,1983
STATE OF ALASKA

LEGISLATIVE FINANCE WORKING DOCUMENT
BUDGET FORECASTING MODEL

***'FY 1984 DOLLARS IN MILLIONS***"

JAN 83 DEPT OF REVENUE ESTIMATES
OPERATING BUDGET AT SPENDING LIMIT
SPENDING LIMIT INCREASES 10%' PER ANNUM*" "
SURPLUS SPENT ON CAPITAL

INFLATION 7% PER ANNUM
DIVIDENDS GO TO ALASKA ENERGY DIVIDEND FUND
PERMANENT FUND INFLATION-PROOFED

PERMANENT FUND EARNS 12% PER ANNUM

GO BONDS PER ACRES JAN 83'SUSITNA FINANCING PLAN

"PERMANENT SURPLUS
FISCAL TOTAL OPERATING CAPITAL DEBT FUND TOTAL OR
YEAR REVENUE INTEREST REVENUE "BUDGET ""BUDGET SERVICE" DIVIDENDS"“" BUDGET DEFICIT"
1983
1984 2703 370 3072 1987 g?iOr 167 236 3161 -88
1985 259<i 364 2957 2042 154 " "251 .. .- -2957""" "0"
1986 2645 369 3014 2100 507 143 265 3014 0
1987 2540 372 2913 ... 2159 "339" *136" " "279 2913 0
1988 2636 380 3017 2219 367 137 294 3017 0
1989 2520 390 ''2910 ' ' 2280"' "180 ~" "T40 310"t * "2910" L 00
1990 2200 380 2580 2350 00 130 320 2790 -210
1991 1870 380 "2260" 2410 00 _— 110 . 330 ' 2850 -600 "
1992 1680 390 2070 2480 00 90 340 2910 -840
1993 1470 400 ... 1870 ... 2550" - 00 - 90 . 350 " - 2990 —-u20"
1994 1330 410 1740 2620 00 70 360 3040 -1300
1995 1190 420 1610 2690 00 *60" 360"" 2120¢ -1500'
1996 1060 420 1480 2770 00 60 370 3190 -1710
1997 . 1010 430 1440 2850 00 30 370 3250 " ' -1810"
1998 970 430 1410 2930 00 20 « 370 3320 -1920
1999 960 440 1400 3010 00 10 380 3400 -2000
2000 950 440 1390 3090 00 10 380 3480 -2090
TOTAL 30330 6800 37130 42520 2680 1550 5580 52320 -15190

PERM-— GENERAL .REVENUE" REQ

ANENT FUND FOR GF BAL

FUND END"OF YEAR OF$ “ 0 MIL"
3790 bb
4321 0 0

""4572 0 0
4832 0 0
5079 0 " 0
5338 0 0
5610 Q- - - QQ -
5830 00 210
6010 00 600
6170 00 840

--------- 6290“.... "-00 ----------1120 ...........

6400 00 1300

" 6990" .. . "00'" ~ " 1500
6560 00 1710

""6620 00 1810
6670 00 1920
6/30 00 2000
6790 00 2090

15100
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MSG 03-00012026 PRTY 1 03/01/83 17:08:36 ORIG: LF20 IN= 0009 OUT= 0005
FROM: LYNDA/FBX TO:JINU T/C o L
TARGET: LJ20 SUBJ: FINAL. STATS®" FOR JNT ST AFFAIRS T/C (g/1j PAGE 0001

IN FAIRBANKS TG OBSERVE:

1. DENISE DANIEL.L.O, 143 CLARKSON DR. APT. 60 FBX. £479-3005

2. JIM OLNEY, 1009 SECOND AVE., FBX. £452-6551

3. RON POUCHIONE, TANANA CHIEFS CONF., 201 FIRST ST., FBX. £452-8251

4. DOUG MCKEE, 221 PINE ST.,FBX. £456-6420

5. JEFF WELTZ1IN, 143 CLARKSON DR. APT.60, £479-3005

ALSO, ONE OF THESE PARTICIPANTS WOULD LIKE A COPY OF THE WRITTEN TESTIMONY
SUBMITTED BY A NEW YORK BOND CONSULTANT (DREXEL??) WHICH WAS TO BE SUBMITTED
TO THE COMMITTEE, IF POSSIBLE, REGARDING THE WASHINGTON STATE POWER SUPPLY
SYSTEM. PLEASE LET ME KNOW IF YOU CAN SEND ME A COPY.  THANKS.

NXT MSG U/R/S _ PREV iMSG U/R/S _ RESEND _ CANCEL _

MSG 83-00011963 PRTY 1 03/01/83 14=59:16 ORIG: L.AO8 [IN= 0014 OUT= 0013
FROM: INEZ IN ANCHORAGE TO:TIM IN JNU

TARGET: LJ20 SUBJ: JOINT H 6 S STATE AFFAIRS COMM T/C PAGE 0001

WE HAVE ANOTHER OBSERVER

2. JERRY BURRELL 3716 WESLEYAN , ANCHORAGE 99504 333-9658

NXT MSG U/R/S _ PREV MSG U/R/S _ RESEND _ CANCEL

MSG 83-00011930 PRTY 1 03/701/83 13:37:00 ORIG: LAOS IN= 0011 OUT= 0015

FROM: INEZ IN ANCHORAGE TO: TIM IN JNU
TARGET: LJ20 SUBJ: JOINT S 6 H STATE AFFAIRS COMM T/C PAGE 0001
TO OBSERVE

1. JuDY ZINICHI 7/ NAEC 833 GAMBELL. ST. £B,ANCHORAGE, 99501 277-21,34

NXT MSG 13/R/S _ PREV MSG U/R/S _ RESEND _ CANCEL
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MEMORANDUM
DATE: February 21, 1983

TO: Honorable Vic Fischer
Chairman
Senate ctate Affairs Committee

FROM: Milt Barker, Fiscal. Analyst
Legislative Finance Division e

SUBJ: Funds Available for Capital Projects

Through the end of the next decade, under current law, total
capital projects are almost four times the amount available
for capital. Even if Permanent Fund earnings were to be
entirely utilized for capital, total projects would still
exceed the amount available by almost 50%.

The amount proposed for Susitna alone would consume all

funds available under current law. Togeti.er with other hydro
projects, hydro would require over half of the funds available
if Permanent Fund dividends and inflation-proofing are repealed

Tables 1 and.ll (attached) compare the amount of general funds
and general obligation bonds available for capital projects
with proposed capital projects. The "amount available for
capital projects” from the general fund is assumed to be all
funds remaining after providing for the operating budget.
These amounts were calculated in the attached computer runs
using the Department of Revenue®s January 1983 revenue esti—
mates at the 30th percentile.

The only difference between Tables | and Il is in the amount
available for projects. The main source of this difference
is that Table 1 assumes no change in current statutes while
Table 11 shows more funds available as a result of repealing
Permanent Fund dividends and inflation-proofing. Table 11
reflects the entire amount of Permanent Fund earnings 1in
arriving at the amount available figure.



Two other differences between Table 1 and Il are;-

1) Table 1 assumes operating budgets at the spending - .
limit ($1986. 7 million in FY 84) while Table 11 ;
assumes the "Governor®"s FY 84 budget of $1911.8 -

million (including longevity bonus and municipal
aid); operating budgets are assumed to increase
10% per annum in both cases; .. . . . -

2) because of greater unrestricted revenues in Table.-...
Il, a greater amount of G.Ol bond issues are assumed;
the amounts of G.0O. bonds in both, tables are based
on the statements of _..PA's financial advisers 1in
the January 1983 Susitna financing plan (see foot-
notes to Tables).

The amount of capital projects shown in the Tables includes
traditional capital projects,- in the form of the last year"s
Governor®s Six Year Capital Budget, only through FY 88.

No amounts have been estimated for legislative capital
projects nor has any amount been included for purchase of
the Alaska Railroad or cashing out interim financing on
Tyee, Swan, and Terror Lakes ($200 million).

attachments

MB :ro

cc: Honorable Al Adams
Honorable John Sackett
Honorable Don Bennett



FISCAL
YEAR

ACTUAL
DOLLARS
55
86
87
88
89
90
91
92
93

Total

FY 8A

DOLLARS
85
86
87
88
89
90
91
92
93

Total

(Notes

(1) (2) (3)
FUNDS AVAILABLE FOR
CAPITAL PROJECTS

GENERAL

FUND GO BONDS TOTAL
593.0 — 593.0
611.0 300.0 911.0
AAT.0 90.0 537.0
503.0 125.0 628.0
280.0 — 280.0

- 50.0 50.0

— 1A0.0 1A0.0

2A3A.0 705.0 3139.0
55A.0 55A.0
53A.0 2u2.0 796.0
365.0 73.0 A38.0
38A.0 s5.0 A79+0
200.0 - 200.0

- 33.0 33.0

— 87.0 87.0

«... —_ —_—
2037.0 550.0 2587.0

to Table | on next page.)

AVAILABLE: FOR CAPITAL PROJECTS
UNDER CURRENT LAW
($ Millions)

A) (5) (6)
SB 68 OTHER
STATE FUNDING APA TOTAL
FOR CAPITAL HYDRO
SUSITNA PROJECTS PROJECTS
A03.7 2AA.5 6A8.2
AT2.7 282.3 755.0
AT79.7 125.8 605.5
A99.5 — A99.5
938.3 — 938.3
738.A — 738.A
3532.3 652.6 Al18A.9
36A.5 228.5 593.0
398.9 2A6.6 6A5.5
378-3 102.7 A81.0
368.2 — 368.2
6A6.A — 6A6.A
AT75.A — A75. A
2631.7 577.8 3209.5

am tnnmiif

W6

(7)

LOAN

PROGRAM
APPROPRIATIONS

300.
300.
300.
300.
300.
300.
300.
300.
300.

27CO0.

280.
262.
2A5.
229.

21A

200.
187.
175.
163.

1955.

O o0O00 oo ooo

O O OO O o o oo

(8)
GOVERNOR1S
SIX YEAR
CAPITAL
BUDGET

2035.0
7TA2.9
961.2

1066.2

ENEENEENEIENY

A805.3

1901.9
6A8.9
78A.7
813.A

ENEENEENEEN|

A1A8.9

(9)

TOTAL
CAPITAL’
PROJECTS

2983.
1797.
1866.
1865.
1238.3+
1033 .A+
300.0+
300.0+
300.0+

W N N oN

11690.2+

277-).9
1556.A
1510.7
1A10.6
860.A+
675.A+
187.0+
175.0+
163.0+

9313.A+

Jiju



sgnag

NOTES TO TABLE |
"; beginning GF balance based on 2/9/83

labelled "current law";
reduced by $230 million for the Rainy Day

1. From attached Legislative Finance computer run
schedule of amount available per Senate Finance of $918.3 million
Fund and $600 million for the Permanent Fund that has been appropriated but was included in the $918.3 million;
income;

eincludes Permanent Fund undistributed
amount of GOB"s based

Financing Options, Acres, January 1983;
which assumed higher

Task 11:
and First Southwest Co.

2. From Table 1, Susitna Hydroelectric Project,
on statement of First Boston Corporation, John Nuveen & Co.,
projected revenues at the 30th percentile than the current January 1983 Department of Revenue estimates; thus the
estimate of GOB"s must be somewhat high;
9
Susitna Hydroelectric Project, Task Il Reference Report, Acres; thit is the $2.3 billion
SB 68 proposes $2.3 billion in January 1983 dollars; if the Acres
tJ; otherwise the estimated Susitna costs
jineering News Record"” construction cost

A. From Table 18.A.7,

(January 1982 $) state contribution case;
is intended it would be necessary to adjust SB

funding schedule
too high as measured by various "E

shown here would be A% to 7%
indices;
3. From Table I, "Acres"™, January 1983;
level, $29A.5 million;

remain at roughly the Governor®s FY 8A budget

7. Assumes loan program appropriations

8. Total of general fund capital projects (including voter approval) contained in Executive Budget, Book 2,
Capital Budnet and Six Year Capital Program, FY 83, Jay Hammond, Governor; FY 85 amount is sum of FY 83-85
amounts less amounts appropriated for capital and loans for FY 83 and less the amount of capital projects

proposed by Governor Sheffield for FY B8A.
FY 8A $ amounts are based on a 7% inflation factor: theAcres Susitna numbers appear to be on a calendar year

basis and are thus adjusted for an extra 1/2 year.



."FUNDS AVAILABLE FOR CAPITAL PROJECTS
.WITH REPEnT, OF DIVIDENDS & INFLATION-PROOFING
($ Millions)

€9 (2) ®) (4) (5) (6) (7) (8) (9)
FUNDS AVAILABLE FOR SB 68 OTHER *GOVERNOR"S
CAPITAL PROJECTS STATE FUNDING APA TOTAL LOAN SIX YEAR TOTAL
FISCAL GENERAL FOR CAPITAL HYDRO PROGRAM CAPITAL CAPITAL
YEAR FUND GO BONDS TOTAL SUSITNA PROJECTS PROJECTS APPROPRIATIONS BUDGET PROJECTS *
ACTUAL
DOLLARS
85 1196.0 350.0 1546.0 403.7 244 .5 648 .2 300.0 2035.0 2983.2
86 1281.0 190.0 1471.0 472.7 232.3 755.0 300.0 742.9 1797.9
87 1157.0 95.0 1252.0 479.7 125.8 605.5 300.0 961.%2 1866.7
88 1269.0 235.0 1504.0 499.5 499.5 300.0 1066.2 1865.7
89 1110.0 50.0 1160.0 938.3 938.3 300.0 ? 1238.3+
90 580.0 25.0 605.0 738.4 738.4 300.0 ? 1038.4+
91 160.0 160.0 300.0 ? 300.0+
92 35.0 35. 0 300.0 ? 300. Of-
93 17C.0 170.0 300.0 ? 300.0+
Total 6593.0 1310.0 7903.0 3532.3 652.6 4184.9 2700.0 4805.3 ?.1690.2+
FY 84
DOLLARS
85 1118.0 327.1 1445.1 364.5 228.5 593.0 280.0 1901.9 2774.9
86 1119.0 166.0 1285.0 398.9 246.6 645.5 262.0 648.9 1556.4
87 944.0 77.5 1021.5 378.3 102.7 481.0 245.0 784.7 1510.7
88 968.0 179.3 1147.3 368.2 - 368.2 229.0 813.4 1410.6
89 790.0 35.6 825.6 646.4 - 646.4 214.0 ? 860.4+
90 390.0 16.7 406.7 475 .4 - 475.4 200.0 7 675.4+
91 99.6 99.6 - - - 187.0 ? 187.0+
92 -m 20.4 20.4 - - - 175.0 ? 175.0+
93 nm 92.5 92.5 - - - 163.0 ? 163.0+
Total 5329.0 1014.7 6343.7 2631.7 577.8 3209.5 1955.0 4148.9 9313.4+
NOTES: 1. From attached Legislative Finance computer run labelled "Repeal of Dividends and Inflation-Proofing ; see

note 1 to Table 1;
> Sec note 2 to Table I1l: amount of GOB"s based on estimates of revenues at the 50th percentile made prior

to the current January 1983 estimate?; those revenues are higher than the January 1983 estimates even
including monies that would have been used for dividends and inflation-proofing; thus, the estimate of

GOB®"s 1is somewhat high;

For other 1items see notes to Table 1.



UNDS AVAILABLE FOR CAPITAL PROJECTS

CURRENT LAW
FUNDS AVAILABLE VC A, TOTAL CAPITAL
SUSITNA FISCAL YEAR

TOTAL HYDRO
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