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Total hired labor ranges from 1.03 worker equivalents (2,575 hours) 

of part-time hourly labor on the 52-cow Minnesota dairy to 18 full-time 

workers on the 1,436-cow Florida dairy. Some of the part-time labor

The estimated new (replacement) cost per cow for assets required 

on the twenty-two dairies are summarized in Table 4. Replacement or 

new costs are used so that the average annual costs of ownership will

reflect an amount sufficient to replace worn out assets when needed,
• (

Costs then reflect an amount needed to maintain the long-term viability 

of the operation.

On dairies without cropland for feed production, the total 

investment per cow ranges from $3,372 on the 1,436-cow Florida 

dairy to $5,053 for th'- 359-cow Arizona dairy. Including land and 

field machinery to produce feed, a Minnesota 52-cow dairy has a total 

replacement value of assets of more than $15,000 per cow. The ’ 

difference between herd sizes and regions are best reflected in comparing 

investment per cow in dairy buildings and- equipment. Here the range is 

from*$749 on the 1,436-cow Florida dairy to $4,871 for the 52-cow

Minnesota dairy (Figure 2).$The investment per cow in dairy buildings*4m* '   *

| and equipment is substantially less on larger than on smaller dairies 

^regardless of region... For typical herd sizes, the investment per cow 

is substantially less in Southeast and Southwest regions than in 

other regions. However, the 600-cow New York and 550-cow Idaho dairy

hired in Minnesota, Pennsylvania, New York and Washington is seasonal 

and associated with crop production (Table 2).

Ixivestment Requirements



(A*cost per cwt of milk (adjusted for sales other than milk) tended

& to be lower on large than on small dairies in all states (Figure 4).
*
(Also costs were lower on the very large dairies in California, New 

Mexico, Arizona, and Idaho than on smaller dairies in Minnesota,

„ Pennsylvaniâ ' and New York. However, the 600-cow New York dairy had 

comparable costs to herds of about that size in other states.

The major exception was the relatively high cost for Florida dairies. 

Floridas' high costs are in part offset by relatively high milk prices 

resulting in the competitive rate of return on investment discussed in 

the previous section and illustrated in Figure 3.

The cost per cwt of milk is nearly the same for alternative price 

support or federal order policy scenarios. However, costs per cwt drop 

dramatically for producers achieving milk production per cow equal to 

the top 20 percent of producers using DHIA tests compared to a producer 

achieving the average of all producers using DHIA tests (Table 8).

Conclusions of long-term analysis

A rate of return to investment is calculated for twenty-two dairy 

farms after all operating costs are paid and sufficient money withheld 

to maintain the long-term viability by replacing worn out equipment and 

facilities. The major findings of the analysis include the following:

1^; Investment per cow in dairy buildings and equipment is less 

on Jsrger than on smaller dairies.

2. fa For; the herd sizes that characterizes dairy farming in each 

^region, investment per cow is less for the large dairy operations in 

■Tiu-,... the Southwest, Northwest and Southeast than for the Lake State and 

Northeast regions.

A d j u s t e d  c o s t  p e r  cwt
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3.^ Based on whole farm budgets, the dairies with 500 cows

or more are more profitable than smaller daird.es- Considering the long-term, 

effeciently operated dairies in New Mexico, irirsna and Florida are more 

profitable than their counterparts in Califsrmi.a, Idaho, Minnesota and the 

Northeast. This result is the bottom line sfrec: reflecting regional 

difference in costs and milk prices received-

4. Although costs per cwt of milk are ri^fnsst in Florida, the rela­

tive high price received for milk provides a zcsmriecitive return. Tb 

profitability of California and Idaho dairies is adversely affected b 

lower milk prices compared to New Mexico, Ard-cccrs. and Florida dairiw

5. * Strong economic pressure exists for rterrrs to get larger In 

all regions. This will continue the trend tc fsspsrr and larger dairies.

6. The relatively favorable profit pocsr.rd.e2 (rate of return) of 

large scale dairy farming in the Southwest, 2>r>~rrsiast and Northwest 

regions will likely result, over the long term, m  a continued shift

in milk production to those areas. Those aress wri-l likely increase 

their relative share of total U.S. milk produarrrrrr., placing increased 

competitive pressure on the traditional Lake 2crrs$ and Northeast dairy 

areas.

7. The profitabiity of dairy farming 1* rr=s.rly improved in all 

regions when management achieves production p*sr levels equal to the 

top 20 percent of the farmers using Dairy Herd Tc-rrovement Testing programs 

(Scenario V). Achieving these performance 1 -~r-~ ~ * -ends to improve the 

profitability of large more than small dairies , s a i c i ng more economic in­

centive for large scale dairying.
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ARLISS STURGULEWSKI, Chairman
BETTYE FAHRENKAMP, Vico Chairman
JACK COGHILL
DICK ELIASON
VIC FISCHER
RICK HALFORD
FRED ZHAROFF

POUCH V
JUNEAU. ALASKA. 99811

(907) 465-4907

S e n a t e
Committee on &e£ource£

M E M O R A N D U M February 8, 1985

TO:

FROM:

RE:

All Members 
Senate Resources Committee

Staff, Senate Resource

SB 115 "An Act relating to oil and gas exploration along highway 
rights-of-way."

Supp lental Information on SB 115

The lowing two issues were raised after packets had been distributed to
comr* :ee members yesterday afternoon.

1) Oil and Gas Lease Sale 31 (Prudhoe Bay Uplands) was held September 16, 
1980. AS 19.40.200 has an effective date of October 5, 1980. All except 
one of the lease award notices were sent to successful bidders on September 
23. 1980. One award notice was issued October 7, 1980.

In order to remove any possible legal cloud regarding the leases, the 
Department of Natural Resources, upon the advice of the Attorney General's 
Office, recommends that SB 115 be made retroactive to October 5, 1980.

If the committee does wish to include the retroactive effective date in the 
committee substitute, appropriate draft language is attached to this memo.

2) A representative of the Yukon Pacific Pipeline Company telephoned 
committee staff with a concern about whether communications equipment 
associated with the project could be installed within the right-of-way 
under the language of SB 115. The Department of Law has given a verbal 
opinion that the language of the proposed committee substitute would allow 
communications equipment related to oil and gas activities. The Department 
of Law advised that to make certain there was no question on this issue, a 
letter of intent should be adopted specifying that communication 
facilities related to oil and gas projects are among the allowed uses.
Such a letter of intent is attached.

It was suggested by the representative of Yukon-Pacific that the committee 
might w*sh to include a broader exemption for communication activities in 
the pipeline corridor within the committee substitute. If the committee 
wishes to do this, appropriate language is available and the letter of 
intent would not be needed. This type of broadening, however, may 
jeopardize the support of some of the parties with whom the committee 
substitute has been developed.



S E N A T E  A M E N D M E N T

By  __________________________

To: . CS__________  _________________ SENATE BILL No. 115 (Resources)

To: ______________________________ HOUSE BILL N o . _______________

Page: 2 Line: 2

Sec. 4. This Act is retroactive to October 5, 1980.
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O F F I C E  C F  T H E  A T T O R N E Y  G E N E R A L

F e b r u a r y  1 2 ,  1 9 8 5

REPLY TO:

'Si1031 W 4th AVENUE 
• 'SUITE 200

ANCHORAGE. ALASKA 99501 
PHONE: (907) 276-3550

□  1st NATIONAL CENTER 
100 CUSHMAN ST.
SUITE 400
FAIRBANKS, ALASKA 99701 
PHONE: (907) 452-1568

□ POUCH K - STATE CAPITOL 
JUNEAU. ALASKA 99811 
PHONE: (907) 465-3600

BILL SHEFFIELD, GOVERNOR

T h e  H o n o r a b l e  A r l i s s  S t u r g u l e w s k i ,  C h a i r m a n  
S e n a t e  R e s o u r c e s  C o m m i t t e e  
A l a s k a  S t a t e  S e n a t e  
P o u c h  V
J u n e a u ,  A l a s k a  9 9 8 1 1

R e :  C S S B  1 1 5  ( R e s )

D e a r  S e n a t o r  S t u r g u l e w s k i :

K a y  B r o w n ,  d i r e c t o r  o f  t h e  d i v i s i o n  o f  o i l  a n d  g a s ,  h a s  
a s k e d  u s  t o  r e s p o n d  t o  y o u r  i n q u i r y  w h e t h e r  t h e r e  w o u l d  b e  a n y  
n e g a t i v e  l e g a l  i m p l i c a t i o n s  f r o m  t h e  r e t r o a c t i v e  a p p l i c a t i o n  o f  
t h e  p r o p o s e d  a m e n d m e n t s  t o  A S  1 9 . A O . 2 0 0  -  1 9 . A O . 2 1 0  c o n t a i n e d  i n  
t h e  r e f e r e n c e d  b i l l .  1 /  We b e l i e v e  t h a t  t h e r e  w o u l d  n o t .

A l t h o u g h  r e t r o s p e c t i v e  l a w s  a r e  g e n e r a l l y  n o t  f a v o r e d ,  
c u r a t i v e  l e g i s l a t i o n  i s  e n c o u r a g e d .  H e r e ,  t h e  l e g i s l a t i o n  i s  i n  
p a r t  b e i n g  p r o p o s e d  t o  v a l i d a t e  c e r t a i n  e x i s t i n g  A S  3 8 . 0 5  
d i s p o s a l s  a n d  o f f - r o a d  v e h i c l e  a c t i v i t i e s  w h i c h  m i g h t  o t h e r w i s e  
b e  v o i d  f o r  f a i l u r e  t o  c o n f o r m  w i t h  t h e  e x i s t i n g  p r o s c r i p t i o n s  o f

1 /  Y o u  w i l l  r e c a l l  t h a t  t h e  i n q u i r y  w a s  m a d e  a t  y o u r  m e e t i n g  o f  
F e b r u a r y  8 ,  a t  w h i c h  t i m e  M s .  B r o w n  p r o p o s e d  t h a t  t h e  p r e v i s i o n s  
o f  C S S B  1 1 5  ( R e s )  b e  m a d e  r e t r o a c t i v e .  We h a d  e a r l i e r  a d v i s e d  
M s .  B r o w n  t h a t  a n y  q u e s t i o n  r e g a r d i n g  t h e  v a l i d i t y  o f  e x i s t i n g  
u s e s  o f  s t a t e  l a n d  a l o n g  t h e  D a l t ' n  H i g h w a y  c o u l d  b e  l i s o l v e d  i n  
t h e  c o n t e x t  o f  a n  a t t o r n e y  g e n e r a l ' s  o p i n i o n .  H o w e v e r ,  o n  
F e b r u a r y  A ,  i t  w a s  b r o u g h t  t o  o u r  a t t e n t i o n  t h a t  a t  l e a s t  o n e  
e x i s t i n g  o i l  a n d  g a s  l e a s e  w o u l d  b e  v o i d  u n l e s s  m a d e  v a l i d  b y  
r e t r o a c t i v e  a p p l i c a t i o n  o f  t h e  p r o p o s e d  a m e n d m e n t s  c o n t a i n e d  i n  
t h e  b i l l .

03-C5LH
. . IMBWM M i l U l  .  . • v



T h e  H o n o r a b l e  A t l i s s  S t u r g u l e w s k i ,  C h a i r m a n  F e b r u a r y  1 2 ,  1 9 8 5

S e n a t e  R e s o u r c e s  C o m m i t t e e  P a g e  2

A S  1 9 . 4 0 . 2 0 0  -  1 9 . 4 0 . 2 1 0 .  T h e s e  d i s p o s a l s  a n d  a c t i v i t i e s  w e r e  
a u t h o r i z e d  b y  s t a t e  o f f i c i a l s  u n d e r  t h e  m i s t a k e n  b e l i e f  t h a t  t h e  
p r o v i s i o n s  o f  A S  1 9 . 4 0 . 2 0 0  -  1 9 . 4 0 . 2 1 0  w e r e  l i m i t e d  i n  s c o p e  t o  
c e r t a i n  c i r c u m s t a n c e s  o f  p r i m a r y  c o n c e r n  t o  t h e  l e g i s l a t u r e  w h e n  
t h e  o r i g i n a l  A c t  w a s  p a s s e d ,  n a m e l y ,  t h e  p r o h i b i t i o n  o f  c a b i n  
s i t e  a n d  o t h e r  l a n d  s u r f a c e  d i s p o s a l s  u n d e r  A S  3 8 . 0 5  a n d  o f  
h u n t i n g  w i t h  O R V s  a l o n g  t h e  H a u l  R o a d  c o r r i d o r .  T h e  p l a i n  
l a n g u a g e  o f  t h e  s t a t u t e ,  h o w e v e r ,  e x c e e d s  t h i s  n a r r o w  
a p p l i c a t i o n ,  e v e n  t h o u g h  a  b r o a d  i n t e r p r e t a t i o n  r e p o r t e d l y  w a s  
n o t  t h e  l e g i s l a t u r e ' s  o r i g i n a l  i n t e n t .

N e v e r t h e l e s s ,  e v e n  c u r a t i v e  l e g i s l a t i o n  m u s t  c o m p l y  
w i t h  c e r t a i n  l e g a l  r e q u i r e m e n t s .  A m o n g  t h e s e  i s  t h e  r e q u i r e m e n t  
o f  A S  0 1 . 1 0 . 0 9 0  f o r  a n  e x p r e s s  s t a t e m e n t  o f  r e t r o a c t i v i t y .  T h e  
l e g i s l a t i v e  d r a f t i n g  m a n u a l  s u g g e s t s  t h a t  l a n g u a g e  p r o v i d i n g  f o r  
r e t r o a c t i v e  a p p l i c a t i o n  o f  a  b i l l  b e  s e t  o u t  i n  a  s e p a r a t e  
s e c t i o n  i m m e d i a t e l y  p r e c e d i n g  t h e  e f f e c t i v e  d a t e  s e c t i o n ,  a n d  
t h a t  t h e  r e t r o a c t i v e  s e c t i o n  a n d  t h e  s e c t i o n s  o f  t h e  b i l l  t h a t  
a r e  t o  b e  r e t r o a c t i v e  h a v e  i m m e d i a t e  e f f e c t i v e  d a t e s .  T h u s ,  C S S B  
1 1 5  ( R e s )  s h o u l d  c o n t a i n  a n  a d d i t i o n a l  s e c t i o n  t o  r e a d :

* S e c .  3 .  S e c t i o n s  1  -  2 o f  t h i s  A c t  a r e  r e t r o a c t i v e  
t o  O c t o b e r  5 ,  1 9 8 0 .  2 /

F r o m  a  c o n s t i t u t i o n a l  s t a n d p o i n t ,  a  c u r a t i v e  A c t  m a y  
n o t  i m p a i r  t h e  o b l i g a t i o n  o f  c o n t r a c t s ,  t a k e  p r o p e r t y  w i t h o u t  d u e  
p r o c e s s  o f  l a w ,  o r  i n t e r f e r e  w i t h  p u r e l y  j u d i c i a l  m a t t e r s .  We 
a r e  n o t  a w a r e  o f  a n y  p o t e n t i a l  p r o b l e m s  a r i s i n g  i n  t h e s e  t h r e e  
a r e a s  o f  c o n c e r n  i f  t h e  p r e s e n t l y  p r o p o s e d  a m e n d m e n t s  t o  
A S  1 9 . 4 0 . 2 0 0  -  1 9 . 4 0 . 2 1 0  a r e  m a d e  r e t r o a c t i v e  t o  t h e  e f f e c t i v e  
d a t e  o f  t h e  o r i g i n a l  A c t .  T o  t h e  c o n t r a r y ,  r e t r o a c t i v e  
a p p l i c a t i o n  w i l l  a v o i d  t h e  p o s s i b i l i t y  o f  f i n d i n g  i n v a l i d
e x i s t i n g  u s e s  o f  s t a t e  l a n d  p r e v i o u s l y  a u t h o r i z e d  b y  s t a t e
o f f i c i a l s .

I n  s u m ,  we  a r e  o f  t h e  o p i n i o n  t h a t  C S S B  1 1 5  ( R e s ) ,
w h i c h  g r a n t s  n e w  r i g h t s  r a t h e r  t h a n  t a k e s  a w a y  e x i s t i n g  r i g h t s ,

2 /  T h e  p r e s e n t  S e c t i o n  3 ,  p r o v i d i n g  f o r  a n  i m m e d i a t e  e f f e c t i v e  
H a t e ,  w o u l d  b e  r e n u m b e r e d  S e c t i o n  4 .



T h e  H o n o r a b l e  A r l i s s  S t u r g u l e w s k i ,  C h a i r m a n

S e n a t e  R e s o u r c e s  C o m m i t t e e

F e b r u a r y  1 2 ,  1 9 8 5

P a g e  3

w i l l  p r e s e n t  n o  n e g a t i v e  l e g a l  i m p l i c a t i o n s  i f  i t s  p r o v i s i o n s  a r e  
a p p l i e d  r e t r o a c t i v e l y .  T o  t h e  c o n t r a r y ,  b e c a u s e  o f  t h e  u n c e r t a i n  
v a l i d i t y  o f  s o m e  e x i s t i n g  u s e s  o f  s t a t e  l a n d ,  we s t r o n g l y  
e n c o u r a g e  i n c l u s i o n  i n  t h e  b i l l  o f  a  r e t r o s p e c t i v e  c l a u s e  s u c h  a s  
t h e  o n e  we h a v e  s u g g e s t e d .

A E P / m a

c c :  K a y  B r o w n ,  D i r e c t o r
D i v i s i o n  o f  O i l  a n d  G a s  
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s

A r t h u r  H .  P e t e r s o n  
A s s i s t a n t  A t t o r n e y  G e n e r a l  
D e p a r t m e n t  o f  L a w  -  J u n e a u

V e r y  t r u l y  y o u r s ,

N O R M A N  G O R S U C H  
A T T O R N E Y  G E N E R A L

B y :  A ........................
A s s i s t a n t  A t t o r n e y  G e n e r a l
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A. Introduction.

The State of Alaska intends to sell 2.667% of its Daily R o y alty Oil 

(approximately 5,000 barrels per day) from the Prudhoe Bay Unit to Golden 

Valley Electric Association under a short-term, noncompetitive contract. 

In accordance w i t h  AS 38, the Department of Natural Resources mus t  

determine whether this disposal serves the State's best interest before 

the sale m a y  take place. This document describes the proposed sale and 

analyzes its potential effects. This document is a final best interest 

finding and represents the conclusions of the Department.

- 1 -



Background and C h r o n o l o g y .

The State's current contract with GVEA in Fairbanks was the first royalty 

oil contract-negotiated and executed after the establishment of the Alaska 

Royalty Oil and Gas Development Advisory Board in 1976. GVE A  requested 

royalty oil so that raw crrde oil might be used as turbine fuel for power 

generation in the event that the cost of clean turbine fuel from the North 

Pole Refinery became prohibitive.

GVEA's contract with the State currently in effect is for the purchase of

5.000 bpd. GVE A  did not exercise its option to purchase royalty oil until

June 17, 1981. This oil has been traded to North Pole Refinery (MAPCO) in

exchange for turbine fuel.

In a letter to the Department of Natural Resources in November 1982, GVEA 

requested an extension of its contract for an additional ten yea.  ̂ . No 

action was taken on that request pending the change of administrations. 

In March 1983, the new administration began negotiations with GVEA on a 

n ew contract with a ten-year term to assist in satisfying the needs of

50.000 in-state consumers. Negotiations were not completed in time to 

submit the long-term contract to the legislature in e a r l y  1984.

Because the oil m u s t  be nominated or denominated under the Prudhoe Bay 

Unit Agreement by March 30, 1984. it was necessary to enter into a 

short-term e mergency contract wit h  Golden Valley Electric Association to 

avoid an interruption in their service.



C. Summary of Contract Terms.

1. P r i c e ; (a) the amount the State would have received had it taken the

oil in-value; plus,

(b) field cost allowance; plus,

(c) $.30 premium; plus

(d) additional amounts if a favorable settlement of State of 

Alaska, et al vs. /Vnerada Hess, et al is reached.

2. Term: (a) The date of first delivery is July 1 , 1984.

(b) The termination date of the contract is June 30, 1985.

3. Quantity: 2.667% (approximately 5,000 bpd) of Daily Royalty Oil

from the Prudhoe Bay Unit.

4. Point of Del i v e r y : Custody transfer meters into the Trans Alaska

Pipeline s y s t e m  at Prudhoe Bay.

5. In-State P r o c e s s i n g : 100% of the Royalty Oil tendered under this

contract shall be used in-state.

6. Security: G V E A  will provide a l e tter of credit to the State in the

amount of $ 5 , 4 00,000 which is equivalent to approximately sixty days' 

worth of oil. This l e t t e r  is redeemable upon signature of the 

Attorney General and the Commissioner.

A co p y  of the c o n t r a c t  m a y  be obtained at the Division of Oil and Gas.
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1. The sale is in the best interest of the State.

Under AS 38.05.183(e) a noncompetitive sale, exchange, or other disposal 

of royalty oil or gas taken in-kind by the State may be awarded by the 

commissioner to the prospective buyer whose proposal offers maximum 

benefits to the citizens of the State.

In accordance w i t h  AS 3 8 . 0 5 . 0 3 5 ( a ) (14), AS 38.05.183(c) and (e) and 11 AAC 

03.010(d), I find and determine that the taking of royalty oil in-kind and 

the disposal of that oil to Golden Valley Electric Association (GVEA) for 

use in-state is in the best interests of the State. I have considered the 

following in making this determination:

a. The State will eceive no less from this sale than if it had 

continued to take the oil in-value. The price premium of $,,30 over 

the Producers' Weighted Average Field Price will likely offset the 

adverse m a r k e t  effects which could occur when the State meets the 

needs of a refinery that wo u l d  otherwise be a crude oil customer on 

the w e s t  coast. While it is impossible to forecast the impact of 

customer displacement on w e s t  coast prices (if any), let alone its 

influence on the Producers' Weighted Average Field price, the amount 

of the p r e m i u m  is likely to cover a reasonable differential. AS 

38.05.183(e)(1).

b. A disposal to G V E A  will have a favorable e f fect on the economy of 

the State, because it will ensure the continued operation of the 

cooperative with attendant employment of state residents for the term 

of the contract.

Each consumer t o  w h o m  GVE A  provides electric service is a member of 

the cooperative. Profit margins are allocated back to the consumer 

owners, all of w h o m  are Alaskan residents. No profits a c c n e  to

persons not residing and utilizing the services in-state. The prime 

purpose of the cooperative is to provide dependable electrical

service to its member-owners at the most economical price.
-4-
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GVEA is regulated by the Alaska Public Utilities Commission. Over

the past year, GVEA has experienced increased consumer need 

represented by an addition of 2,000 new customers. GVEA currently 

employs 150 people (up 20% in two years) to bring electric service to 

more than 50,000 Alaskans. AS 38.05.183(e)(2).

c. The benefits of the continued operation of GVEA include local

employment, security of supply, and the direct favorable results of 

the 5,000 bpd in-state use. Secondary industries partially or w h o l l y  

connected with GVEA would also continue to benefit from that

relationship. AS 38.05.183(e)(3).

d. As stated above, GVEA supplies electrical energy to more than

50,000 Alaskans who enjoy price benefits directly attributable to the 

cooperative's ability to purchase state royalty oil. AS

38.05.183(e)(4).

e. The State is now highly dependent on oil revenues and will

continue to depend on oil revenues in the future. The price term of 

the proposed sale protects the State's interest by insuring that

revenues from this sale will me e t  or exceed the in-value price.

AS 38.06.070(a)(1).

f. The local and regional needs of the Fairbanks area for electrical 

supply are met by service provided by GVEA to its m e mber owners. AS 

38.06.070(a)(2).

g. The continued operation of GVEA with attendant payroll and

secondary benefits will have a positive and desirable effect on the 

citizens of the State. Although this disposal will not result in new 

capital investment or development, it will enable existing investment 

and development to continue to be utilized. AS 38.06.070(a)(3).

h. The projected social impacts of a disposition to GVEA are

anticipated to be favorable. The benefits presently received from

the operation of the electrical cooperative would continue. AS 

38.06.070(a)(4).

-5-



i. Since mos t  of the essential provisions of the proposed disposal 

to GVEA relate to operation of its existing facilities and systems, 

the additional costs and responsibilities which could be imposed upon 

the State and affected subdivisions are likely to be minimal. AS 

38.06.070(a)(5).

j. Local and regional consumption is directly and favorably affected 

by the GVEA disposal. AS 38.06.070(a)(6).

k. Environmental effects resulting from the proposal are negligible, 

if any, since the facility is already in existence. AS 

38.06.070(a)(7).

1. The proposed disposal will help existing commercial private 

enterprise by making possible continued operation of GVEA 

cooperative. AS 3 8 . 0 6 . 0 7 0 ( a ) ( C ) .

In accordance wi t h  11 AAC 03.060(b), I mu s t  also discuss the w e ight given 

to the applicable criteria in determining the maximum benefit to Alaska 

citizens. In making this finding I had to assure m y s e l f  that the State 

w o u l d  n ot lose m o n e y  by making a disposal to GVEA. Once so assured, I 

could then look to other attendant benefits offered. If the cash value 

offered cannot assure the citizens w h a t  the State w o u l d  have received 

in-value, then the sale would not, in my view, serve the State's best 

interests. For this reason I placed the greatest weight in this disposal 

on AS 38.05.183(e)(1), the cash value offered, in the sense that I would 

not have considered any sale unless the in-value price was guaranteed. 

Once the in-value price was guaranteed, however, I gave greatest w e ight to 

the projected benefits of using the oil in the State along with attendant 

effects o f  the sale on the economy o f  the State.

2. Competitive bidding is w a i v e d .

I have determined in accordance with AS 38.05.183(a) that the best 

interest of the State does not require competitive bidding for this

- 6 -
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disposal. The best Interest of the State is served by making this award 

on factors other than the highest price received from a competitive sale. 

A competitive bid process w o u l d  not preclude the placing of r o y alty oil in 

a market which could have the e ffect of lowering the State's in-value 

price. Other concerns which I was able to address through a 

noncomoetitive process include the security arrangements to insure 

payments to the State and provisions designed to forestall any possible 

responsibility or liability on the part of the State for handling royalty 

oil at Pump Station One.

I also find and determine that, in order to realize the objectives implied 

by the considerations listed in AS 38.05.182-183 and AS 38.06.070 and 

obtain the benefits of in-state processing and supply, disposal by 

competitive bid with the award determined entirely upon the cash value 

offered is not in the best interest of the State in this instance. 

Rather, it is in the bes t  interest of the State to dispose o f  royalty oil 

for no less than the State wo u l d  have received had it taken the oil 

in-value to purchasers w h o  o f f e r  m a x i m u m  benefits to State citizens under 

contracts which protect the interests of the State.

-7-
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E. Conclusion.

By the terms of the proposed contract, the State is guaranteed the 

in-value price for its oil as well as a premium on each barrel. The

additional premium protects the State and assures that the State is not 

receiving less for its oil than if it elected to take its royalty oil

in-value. Since only a percentage of production is specified in the 

contract, rather than a fixed volume, a percentage of royalty oil will 

remain in-value. This in-value oil w o u l d  be available for future sale by 

the State.

The foregoing facts and analysis support my decision that this disposal is

in the best interests of the State and maximizes benefits to Alaska

citizens.

Esther C. tojnnicke Date

Commissioner
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S u p p l e m e n t a l  I n f o r m a t i o n  o n  S B  115

The following two issues were raised after packets had been distributed to 
committee members yesterday after noon.

1) Oil and Gas Lease Sale 31 (Prudhoe Bay Uplands) was held September 16, 
1980. AS 19.40.200 has an effective date of October 5, 1980. All except 
one of the lease award notices were sent to successful bidders on September 
23, 1980. One award notice was issued October 7, 1980.

In order to remove any possible legal cloud regarding the leases, the 
Department of Natural resources, upon the advice of the Attorney General's 
Office, recommends that SB 115 be made retroactive to October 5, 1980.

If the committee does wish to include the retroactive effective date in the 
committee substitute, appropriate draft language is attached to this memo.

2) A representative of the Yukon Pacific Pipeline Company telephoned 
committee staff with a concern about whether communications equipment 
associated with the project could be installed within the right-of-way 
under the language of SB 115. The Department of Law has given a verbel 
opinion that the language of the proposed committee substitute would allow 
communications equipment related to oil and gas activities.'■ff’t was 
suggested by the representative of Yukon-Pacific that the committee might 
wish to include a broader exemption for communication activities in the 
pipeline corrider within the committee substitute. If the committee wishes 
to do this, appropriate language is attached to this memo.
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The D e p a r t m e n t  of Natural Resources is request in g a m e n dm en t 

of AS 19.40.200 and AS 19.40.210 to a l l o w  oil and gas 

e x p l o r a t i o n  and deve l op me nt  within five miles of the 

r i g h t - o f - w a y  of the Dalton Highway (North Slope Haul R o a d ) .

The statute p r e s e n t l y  prohibits the dis p os al  of state land 

under AS 38 and use of off-road veh ic l es  w i t h i n  five m il es  

of the highway., "State land" includes resources o w ne d by 

the state, i n c l ud in g oil and gas.

A l t h o u g h  the d e p a r t m e n t  does not beli e ve  it was the intent 

of the 1980 l egislature to prohibit oil and gas a ct i vi ti es  

along the highway, the statute as p r e s e n t l y  w r i tt en  m a y  be 

i nt er p r e t e d  to have that effect. Oil and Gas Lease Sale 47 

(Kuparuk Uplands) is tentatively sch ed ul ed  for May 21, 1985 

and c o n ta in s app r ox im at el y 611,840 acres. Of that total, 

some 230,000 acres (52 of the 113 tracts) are within the 

five-mile c or r i d o r  and will have to be d e l et ed  from the sale 

w i t h o u t  c l a r i f i c a t i o n  of the statutes cited above. Final 

n o tice of Sale 47 is scheduled to be giv^n M a r c h  22, 1985.
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Origi n a l  sponsor: Resources Committee

IN T H E  SENATE B Y  T H E  R E S O U R C E S  COMMITTEE

CS F O R  SENATE BILL NO. 115 (Resources)

IN T HE L E G I S L A T U R E  OF THE S TA TE  O F  A L A S K A  

F O U R T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N

A  BILL

For an Act entitled: "An Act r elating to l a n d  u se and d i s p os al  near a

h i g h w a y  right-of-way; a n d  p r o v i d i n g  for an effective 

d a t e . "

BE IT ENACTED B Y  THE L E G I S L A T U R E  OF THE STATE O F  ALASKA:

* Section 1. AS 19.40.200 is amended by a d d i n g  n e w  subse ct io ns  to read:

(b) T h e  p r o h i b i t i o n  on disposal of s t a t e  land u n d e r  (a) of this 

section doe s not apply to a

(1) d isposal n e c e s s a r y  for an oil and gas lease under

AS 38.05.180;

(2) a state lease or materials sale n e c e s s a r y  for e x p lo ra­

tion, deve lo pm e nt , production, or t r a n s p o r t a t i o n  of oil and gas or 

r e c o n s t r u c t i o n  or m a i n t e n a n c e  of the hi ghway.

(c) B e f o r e  the sale of materials u n d e r  (b)(2)of this sec ti on  to

a private e n t i t y  or p e r s o n  or to a state a g e n c y  the state shall give

due c o n s i d e r a t i o n  to the availability o f  m a t e r i a l s  fr om  private 

sources in the area w h e r e  the materials a r e  needed.

* Sec. 2. A S  19.40.210 is amended to read:

Sec. 19.40.210. P R O HI BI TI ON  OF O F F - R O A D  VEHICLES. Off-road 

vehicles a r e  p r o h i b i t e d  on land within f i v e  m i l e s  of the r ig h t- o f - w a y  

of the h i g h w a y .  However, this p r o h i b i t i o n  does n ot a p p l y  to off-road 

vehicles n e c e s s a r y  for oil and gas ex pl o r a t i o n ,  development, p r o d u c­

tion, or t r a n s p o r t a t i o n  ~

m m ^ _ o r  to a p e r s o n  w h o  holds a m in in g  c l a i m  in the v i c i n i t y  of the 

highway a n d  w h o  m u s t  us e land within five m i l e s  of the r i g h t - o f - w a y  of

-i- CSS B 1 1 5 (Res)
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DEPARTMENT OF NATURAL RESOURCES

PROPOSED AM EN D ME NT  T O  HB 143

1. Delete Section 1 and irj

*Section 1. AS 19.40.200 vis amen de d to read

r
sert: <*'v'

Section 19.40.200.\  P RO HI B I T I O N  ON DISPOSAL WITHIN 
FIVE M IL ES  OF THE HIGHWAY. \The state m a y  not dispose of 
state land under AS 38 which) is w i t h i n  five miles of the 
r ig ht-of-way of the h i g h w a y J This section does not apply to 
an oil and gas lease under AS 38.05.180, or to a disposal 
ne ce ss ar y for exploration, development, production, or 
transpo rt at io n of oil and q as ^& r fo r -re^efrstnructien— aftd

^  ̂  ^ L H J k .

2. Add a new section to read:

*Sec. 3. This Act takes effect i m m e d i a t e l y  in accordance 
with AS 01.10.070(c).

3. Chan ge  title to read: "An Act r e l a t i n g  to oil and gas 
activities along h i g h w a y  rights-of-way; and providing for an 
effective date."
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Original sponsor: House Special Committee
on bil and Gas

BY THE H O U S E  SPEC IA L 
IN THE HO US E C O M M I T T E E  ON OIL A N D  GAS

CS F O R  HOUSE BIL L NO. H 3  (Oil and Gas)

IN THE L E G I S L A T U R E  OF THE STATE OF A L A S K A

F O UR TE E N T H  L E G I S L A T U R E  - F I R S T  SESSI ON

A  BILL

For an Act entitled: "An Act r e l a t i n g  to oil and gas a c t i v i t i e s  along

h i g h w a y  rights-of-wayj** an^ pr«»/Ji/tj 'for c\a Jo.’Ve.

BE IT E N AC TE D BY THE L E G I S L A T U R E  OF T HE STATE OF ALASKA:

* Section 1. AS 1 9.A O . 200 is a m e n de d to read:

Sec. 1 9 . AO.200. P R O H I B I T I O N  ON D I S P O S A L  OF L A N D  W I T H I N  FIVE 

MILES OF THE HIGHWAY. The state m a y  n ot d i s p o s e  o f  state land under 

AS 38 w h i c h  is w i t h i n  five m il es  of the r i g h t - o f - w a y  of the highway*.
Tor o"? fc c o A S ^ d .o A  or i'OchaT*ao\ac£ o l ti\e.

This section does not a p pl y to an oil and ~gas lease under
o r  +o o. d isposal necto-jpr.i ^or >!orc.tio,\ Jty / t ' - tpmtAf  prorfoc.Ti6-\ o r

AS 38.05_.J80_. tr*A$j>»rt.T.,A 6I! ,1cf!'n , f  (,» ,»rTU Ipvtrioik.

* Sec. 2. AS l9.A0.2i0 is amended to read:

Sec. 19.A0.210. P R O H I B I T I O N  OF O F F - R O A D  VE HI CL ES . Of f- r o a d  

vehicles are prohib it ed  on land w i t h i n  five m i l e s  of the r i g h t - o f - w a y  

of the highway. However, this p r o h i b i t i o n  does n o t  a p p l y  to of f- ro ad  

vehicles n e c e s sa ry  for oil and gas e x p l o r a t i o n  c o n d u c t e d  u nd er  an oil 

and gas lease issued u n d e r  AS 3 8 . 0 5. 18 0  or to a p e r s o n  w h o  ho ld s a 

m i ni ng  c la i m in the v i c i n i t y  of the h i g h w a y  and w h o  m u s t  u s e  land 

w i t h i n  five miles of the r i g h t - o f - w a y  of the h i g h w a y  to g a i n  access to 

the [HIS] m i n i n g  claim.

~)eC • 3 .  T K i j  fvc I :<vk?5 effect inr>,nrd i/fe  Iy in <\CCorift.Ut
wftK A 5 01.10.070 c'c).

-1- CSHB 1.A3(Oil & Gas)
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■ ' " : Fairbanks, Alaska —  Stevens Village wishes to express
■ its extreme concern and fear over the State of Alaska 

' 'selecting lands within the haul road corridor around the 
Yukon Crossing near Stevens Village and to alert the gen­
eral public to this happening in order to rally more public 
•̂support to prevent this from happening.

f;; ’ These are lands that the people of Stevens Village 
" have traditionally used, occupied, and governed. The 
lands are subsistence-lands and as such are needed to re­
main in that use to maintain the subsistence economcy' 
and the traditional lifestyle of the people of Stevens 
Village.' • > " ‘ • • |

The people of Stevens Village are struggling to survive 
and to protect their culture and traditional lifestyle. In 
order to do this, they have to have a say in what goes on 
in their traditional lands that they use. They oppose the 
State selecting these lands because of the State’s insensi­
tivity in dealing with Stevens Village in the past.

For example, during pipeline days, the State rushed 
to build the Hickel Highway through Stevens Village’s 
lands without the village’s permission and without the 
construction permit being granted yet for the pipeline 
from the Federal government.

If the State selects these lands and then encourages 
settlement and/or development there, it will have a de­
vastating effect on the people of Stevens Village. Why

reasons of safety and efficiency it needs to remain free of 
settlement and/or development. ;Thi8''will save the State $ 
money in the long run.

We are asking the people of Alaska to support us in 
this by contacting the State Department ofk Natural 
Resources and our representatives in the State-Legisla- • 
ture. ‘ : ::

By keeping these lands in a natural state it will help 
to insure the survival of the Steven Village people and 
their culture, for without that Alaska can never be a great j.- 
land.



D I S C U S S I O N  D R A F T

1 / 2 1 / 8 5

Dalton Highway

P r o p o s e d  c l a r i f i c a t i o n  a m e n d m e n t s  to A S  1 9 . 4 0 . 2 0 0 - . 2 1 0

Sec. 19.40.200. Prohibition on disposal of land within five miles of 
the highway. The state may not dispose of state land under AS 38 which 
is within five miles of the right-of-way of the highway. However, this 
prohibition does not apply to oil and gas leases under AS 38.05.180; to 
other disposals necessary for oil and gas exploration, development, 
production or transportation; or to disposals for highway maintenance 
and construction purposes.

Sec. 19.40.210. Prohibition of off-road vehicles. Off-road vehicles 
are prohibited on land within five miles of the right-of-way of the 
highway. However, this prohibition does not apply to off-road vehicles 
supporting oil^and gas exploration, development, production^or 
transportation ,  or to a person who holds a mining claim in the vicinity 
of the highway and who must use land within five miles of the 
right-of-way of the highway to gain access to his mining claim.

1/21-cor
butts3
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O f f e r e d :  2 / 1 1 / 8 5
R e f e r r e d :  T r a n s p o r t a t i o n

c

Original sponsor: Resources Committee

r

1 IN THE SENATE BY THE RESOURCES COMMITTEE

2 CS FOR SENATE BILL NO. 115 (Resources)

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FOURTEENTH LEGISLATURE - FIRST SESSION

5 A BILL

6 For an Act entitled: "An Act relating to land use and disposal near a

7 highway right-of-way; and providing for an effective

8 date."

9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 * Section 1. AS 19.40.200 is amended by adding new subsections to read:

11 (b) The prohibition on disposal of state land under (a) of this

12 section does not apply to a

13 (1) disposal necessary for an oil and gas lease under

14 AS 38.05.180;

15 (2) a state lease or materials sale necessary for explora-

16 tion, development, production, or transportation of oil and gas or

17 reconstruction or maintenance of t-Ho highway___________ _______ _

18 ''Before the sale of materials under (b)(2)of this section

19 s '  a private entity or person or to a state agency the state shall give

20 / due consideration to the availability of materials from private,

21 V  sources in the area where the materials are needed.

22 * SecTTl AS 19.40.210 is amended to read:

23 Sec. 19.40.210. PROHIBITION OF OFF-ROAD VEHICLES. Off-road

24 vehicles are prohibited on land within five miles of the right-of-way

25 of the highway. However, this prohibition does not apply to off-road

26 vehicles necessary for oil and gas exploration, development, produc-

27 tion, or transportation or to a person who holds a mining claim in the

28 vicinity of the highway and who must use land within five miles of the

^  29 right-of-way of the highway to gain access to the [HIS] mining claim.

-1- C S S B  1 1 5 (Res)
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*  S e c .  3. T h i s  A c t  i s  r e t r o a c t i v e  t o  O c t o b e r  
—   — — -----------------------------
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B A C K G R O U N D  ON SB 115 
D EP AR TM EN T OF N A T U R A L  RESOURCES 

F e b r u a r y  8, 1985 
Senate R e s o u r c e s  Com mi tt ee

D I S P O S A L S  U ND ER  AS 38 N E C E S S A R Y  F O R  OIL  AND GAS DEVEL OP ME NT :

Oil and gas leases u n d e r  AS 38.05.180 co nvey 
explo r at or y d r i l l i n g  r i gh ts  and pr o du ct io n r i gh ts  
for any oil and gas discovered.

Ma te ri al  (sand and gravel) sales are made to 
private entities u n d e r  AS 38.05.110-120 for roads, 
drill pads, o f f s h o r e  a r t i f i c i a l  d r i l l in g islands, 
causeways, and o t h e r  facilities. "Sales" are al so  
made to the D e p a r t m e n t  of T ra ns p o r t a t i o n  and 
Public Facilit i es  for h i g h w a y  r e c o n s t r u c t i o n  and 
m a in te na nc e  under AS 38 .0 5. 8 10  (public and 
charitable u s e ) .

Oil and gas pipe li ne  r i g h t - o f - w a y  leases under 
AS 38.35 are the r e q u i r e d  a u t h or iz a ti on  to 
co nstruct an oil or gas pip el in e on or across 
state land.

Leases under AS 38. 05 .0 70  are held by pri va te  
service companies and co nt r a c t o r s  in the P r u d h o e  
Bay Industrial T r a c t  Subdivision. These c o m p a n i e s  
and contractors sell, rent, and repair e q u i p m e n t  
and provide services to oil and gas lessees. 
Aly e sk a Pipeline S e r vi ce  Co. also holds leases 
(for example, c o n s t r u c t i o n  camp s i t e ) .

A C T I V I T I E S  IMMEDIATELY A F F E C T E D  BY THE PROPOSED L E G I S L A T I O N

Oil and Gas Lease Sale 47 (Kuparuk Uplands) is 
t entatively s ch ed u le d for M a y  21, 1985,and 
contains a p p r o x i m a t e l y  611,840 acres. Of th at  
total, about 230,000 a cr es  (52 of the 113 tracts) 
are within five m i l e s  of the high wa y and w o u l d  
have to be d e l et ed  from the sale with ou t the 
p roposed c l a r i f i c a t i o n  of exis ti ng  statute. F i n a l  
notice of Sale 47 is s c h e d u l e d  to be given 
Ma rc h 22, 1985.

Seismic explo ra ti on  u s i n g  o f f - r o a d  veh ic le s is 
cu rrently p r o h i b i t e d  w i t h i n  the 10-mile c or ridor.

Several e xisting m a t e r i a l  sales to the D e p a r t m e n t  
of T r a n s po rt at io n  and P u b l i c  Facilities, and 
current pending a p p l i c a t i o n s  for con ti nu ed  
materials re qu ir e m e n t s  of A l y e sk a  wil l be in 

jeopardy.



A l a s k a  i? t a t e  ^ le g is la t u r e
A R L IS S  S T U R G U L E W S K I, C h a irm a n
B E T T Y E  F A H R E N K A M P , V ic e  C h a irm a n
J A C K  C O G H IL L
D IC K  E L IA S O N
V IC  F IS C H E R
R IC K  H A L F O R D
F R E D  Z H A R O F F

S e n a t e

Committee on &e£oarces

POUCH V
JUNEAU, ALASKA. 99B11

(907) 465-4907

M E M O R A N D U M January 30, 1985

TO: All Members
Senate Resources Committee

FROM: Senator Arliss Sturgulewski
Chairman, Senate Resources Committ'

RE: Proposed legislation regarding haul road right-of-way

In 1980 the legislature passed AS 19.40.200 and .210. These sections 
prohibit the disposal of state land within five miles of the Dalton Highway 
and also prohibit the use of off-road vehicles in this same area.

An oil and gas lease sale is currently scheduled to be announced in March 
and to take place in May of this year. This sale, number 47, would include 
area that is within this five mile border of the highway. If the existing 
statutes are not modified, the lease sale could not proceed.

The Department of Natural Resources, Division of Oil and Gas, has asked the 
Senate Resources Committee to introduce the attached legislation to remedy 
this problem. The House Special Committee on Oil and Gas introduced 
identical legislation yesterday.

A copy of the proposed legislation and a map of the area involved is 
attached.

Enclosures



IK THE SENATE BY THE RESOURCES COMMITTEE
SENATE BILL NO.

IN THE LEGISLATURE OF THE STATE OF ALASKA 
FOURTEENTH LEGISLATURE - FIRST SESSION

A BILL
For an Act e n tit le d : “An Act re la tin g  to  o i l  and gas exploration along

highway rights-of-way.”
BE IT ENACTED BY THE LEGISIATURE OF THE STATE OF ALASKA:

* Section 1. AS 19.40.200 is  amended to  read:
Sec. 19.40.200. PROHIBITION OH DISPOSAL OF LAND WITHIN FIVE 

MILES OF THE HIGHWAY. The s ta te  may not dispose of s ta te  land under
AS 38 which is  w ithin fiv e  m iles o f the right-of-way o f the highway^
This section does not applv to  an o i l  and gas lease under
AS 38.05.180* other s ta te land d isposals necer.-vry fo r o i l  and gas
exploration, development, production, or transporta tion* or o ther
s ta te  land disposals necessary fo r highway maintenance and
construction .

*  Sec. 2. AS 19.40.210 is  amended to read:
Sec. 19.40.210. PROHIBITION OF OFF-ROAD VEHICLES. Off-road 

veh icles are prohib ited on land w ithin f iv e  railes of the right-of-way 
of the highway. However, th is  p roh ib itio n  does not apply to off-road
veh icles supporting o i l  and gas exp loration, development,-, production
or tran sporta tion , or to a person who holds a raining claim in  the 
v ic in ity  of the highway and who must use land w ith in fiv e  m iles o f the 
right-of-way of the highway to  gain access to  the [HIS] mining claim .
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TOTH ®(F ALASKA 
T j f i  U I ® D § I L A r a i

EfGtSLATWE AFFARS AHENCY
L E G I S L A T I V E  REFERENCE L I B R A R Y

May, 1986

Copies of m i n u t e s  listed b e l o w  w e r e  o r ig in al ly  included 
in this file. The minutes are available on the STAIRS 
date b a s e  C M  14. In order to save space copies of 
m i n u t e s  have n o t  be en  left in the files.

Jeanie Henry

TOUCHY. STATE CAWCX.
JUNEAU, AlASKA TO II

907*445.3800

SENATE R E S O U R CE S COMMITTEE I ' § 0
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RECORDS 
CERTIFICATION

I, the undersigned, an employee of the State of Alaska, do hereby certify 

that the microfilm images on this microform are accurate reproductions 

of the original records of the State of Alaska as accumulated during the 

regular course of business, and that it is the established policy and practice 

of this State to microfilm its records and to dispose of the original records 

after microfilm reproductions have been made.

<7
Signature of Camera Operator Date

02-519 (REV 8/78)





H la jS fc a
A R L IS S  S T U R G U L E W S K I, C h a irm a n  P O U C H  V
B E T T Y E  F A H R E N K A M P , V ic o  C h a irm a n  JU N E A U , A L A S K A . 99811
J A C K C O G H I L L  (907)465-4907
D IC K  E L IA S O N
V IC  F IS C H E R
R IC K  H A L F O R D
F R E D Z H A R O F F

S e n a t e

C o m m i t t e e  o n  & e £ o u r c e S
M E M O R A N D U M  March 12, 1985

TO: All Members
Senate Resources Committee

i r f fFROM: Stafi
Senate Resources Committee

RE: CSSB 120 (Resources) "An Act relating to agriculture; and
providing for an effective date."

Committee Substitute for Senate Bill 120 (Resources) incorporates a number
of changes relating to agriculture in the state. Highlights of the bill
are:

Section 1:
1. Allowing DNR to regulate and control the entry and transportation of 

shell eggs. This adds to an already existing list of products that DNR 
regulates.

2. Allows the establishment of commodity marketing associations and 
providing for matching grants. This section has a $25,000 fiscal 
note.

3. Allows DNR to establish and administer a grain warehousing and 
merchandising program.

4. Allows DNR to license, bond, inspect and audit public grain 
facilities.

Section 2:
1. Remove irrigation from loan types as they are not made.

2. Allows DNR to combine loan types and extend loan terms beyond 7 years
if in the best interest of the state and additional collateral is 
available.

3. Allows loans to exceed the $1,000,000 limit by 20% if a borrower has
held a loan for three year and agrees to conditions set by the ARLF.

is > ta te  X e g t e la t u r e



Section 3:
1. Allows short terra limits to be raised by 20%.

2. Allows DNR to combine long terra and short term loans if in the best 
interest of the state.

Section 4:
Raises agricultural revolving loan fund from $75 million to $100 million. 

Section 5:
Increase ARLF Board from 5 to 7 members.

Section 6:
Raises agricultural dealer bond from $5,000 to $25,000.

Section 7:
Adds class IV soils to suitable agriculture lands definition.

This packet includes:

1. Bill analysis from DNR;
2. Fiscal note from DNR;
3. Development of Agriculture in Alaska - Summary Section, DNR, March 

1985;
4. Resolution of Alaska Farmers and Stockgrowers Association;
5. Resolution by Greater Fairbanks Chamber of Commerce;
6. Letter from Karen Lee;
7. Letter from Joseph Cange.
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D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S  /

O F F IC E  O F T H E  CO M M ISSIO N ER

B I L L  S H E F F I E L D ,  G O V E R N O R

P O U C H M
J U N E A U ,  A L A S K A  99811 
P H O N E :  907-465-2400

M a rc h 12, 1985

The Honorable A r l i s s  Sturgulewski 
Chair, Senate Re so ur ce s  Committee 
P ou ch  V
Juneau, AK 99811

De ar  Senator Sturgulewski:

As you have requested, the Depart me nt  of Natural Resources 
has reviewed the Sponsor Subsitute for Senate B i l l  40, the 
Co mm ittee Substitute for Senate Bill 120 (Resources) and the
Committee Substitute for Senate Bill 57 (Res ou rc es ). We
offer our support for these three bills and are v e r y  plea se d 
to note that t h e y  a llow the d e pa rt me nt  to und er ta k e m a n y  of 
the actions we b e l i e v e  are nec es sa ry  to assist farmers and 
prom ot e the d ev el op m en t of agriculture in Alaska.

Our recent report to the Governor on agriculture identified 
h i g h  debt levels and the difficulties associated w i t h  
m a r k e t i n g  farm pro du ct s as major problems faced by A laska's 
farmers. The solutions we have p r o p os ed  include e s t a b l i s h­
me n t  of a production credit program, similar to the p r o g r a m
de sc ri be d in SSSB 40; increasing the flexibility of the
Agricultural R e v o l v i n g  Loan Fund (ARLF) to restru ct ur e  
loans, and assisting in the o r ga n iz at io n of co m modity 
m a r k e t i n g  associations, as outlined in CSSB 120; and 
encouraging the pr ef erential use of A la sk a ag ri cultural 
products when state m o n e y  is used for purchases, as 
d es cr ib ed  in C SS B 57.

We have enclosed specific information about each bill with 
this letter, and a summary of our repor t  on agric ul t ur e in 
Alaska.

Please let us k n o w  if you need additional in formation about 
these bills or o u r  agricultural programs.

E st he r C. Wunnicke 
Commissioner

Enclosures

10-J9LH



Analysi s of the CS for SB 120

The CS for SB 120 allows the d e p a r t m e n t  to take a numbe r  of 
actions that w il l help solve current problems in agriculture.

Section 1 ( a ) (6) of the bill contains an addition to the 
statute wh ic h allows the C o m mi ss io ne r  to wo rk  w i t h  co mm od it y 
groups in e s t a b l i s h i n g  m a r k e t i n g  associations and allows her 
to provide a ss is t a n c e  in the form of m a t c h i n g  grants. There 
is interest am o ng  farmers in forming a s so ciations to m a r ke t 
products such as eggs, vegetables, beef, re i nd ee r and honey. 
This legislation wil l help farmers solve m a r k e t i n g  problems 
rela te d to p a r t i c u l a r  commodities.

A n o t h e r  a ddition to 1(a) of the statute, part (7), allows 
the C o m m is si on er  to control the w a r e h o u s i n g  of grain. Part 
(6) is added to Section 1(b) to control w a r e h o u s i n g  by 
r eq ui ri ng  b o n d i n g  and inspection of wa re ho us e  facilities and 
aud it in g of records. This will help protect farmers who 
store grain in o f f - f a r m  facilities.

Section 2 adds n e w  language to the statute w h i c h  allows the 
ARLF the fl ex i b i l i t y  to restructure farm loans and e xceed 
curr en t loan limits by 20 percent, if such actions are in 
the best interests of the state and w i l l  help promo te  a g r i­
culture in Alaska.

Section 4 raises the ceiling for the ARLF to $100 m i l li on  
from $75 million. This is n e c e ss ar y to accommodate future 
a pp ropriations to the fund w hi c h is c ur rently ca pi ta l i z e d  at 
$68 million. A l t h o u g h  the FY 86 ap pr op ri at i on  to the ARLF 
is expected to be no more than $2.5 million, if the $17.5 
m i l l i o n  in p r i n c i p a l  from clearing loans made to A l as ka  
A g r i cu lt u ra l A c t i o n  Council (AAAC) project p a r t i c i p a n t s  is 
ret ur ne d to the A R L F  rather than the general fund (this 
requires l e g i s l a t i o n ) , the current ARL F ceiling w o u l d  be 
e x c e e d e d .

Section 4 also e nlarges the AR LF  bo a rd  to seven m e m be r s from 
five and requires that four memb er s  instead of three have an 
A l a s k a  farming background. Incre as in g the size of the board 
w il l allow it to mo re  fully r ep resent the farming c o m m u ni ty  
and broaden its expertise.

Section 6 requires that ve ge table w h ol es al er s  o b t ai n bonds 
of $25 000 r a th e r than the cur re n tl y r equired $5,000. 
V e g e ta b le  growers are c on cerned that the c ur r en tl y r equired 
bond is not s uf fi ci en t to cover the v alue of v e g e t a b l e s  they 
provide to dea le rs  for resale.



Section 7 adds class IV soils to lands that w o u l d  be subject 
to agric ul tu ra l h o m e s t e a d  c l e a ri n g requirements. This 
a ddition to the statute wil l hel p to ensure that some 
acreage will be p r e p a r e d  for c ul ti va ti o n or put into 
p roduction on an ag homestead. Currently, 50% of the class 
II or III soils on an ag h o m e st e ad  mus t  be clea re d to gain 
title to the land. If the h o m e s t e a d  does not c o nt ai n class 
II or III soils, the c l e a r i n g  re qu irements do not apply. By 
addi ng  class IV soils to the requirements, the l ikelihood 
that some a c re ag e wil l requ ir e  c l e ar in g increases.
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SUMMARY

This second report to Governor Sheffield on the Division of 

Agriculture's programs and plans for agricultural d e v e l o p­

ment describes actions taken since the last report, proposes 

new actions, and discusses the current industry situation.

The Success of the Alaska Agriculture Community

Alaska's agricultural sector has grown by increasing margins 

in recent years, compared with a downward trend nationally. 

This is due chiefly to agricultural project developments at 

Delta and Point MacKenzie. Cash receipts for Alaska farm 

commodities grew by 10 percent between 1981 and 1982, and by 

16 percent between 1982 and 1983. This upward trend may be 

even more dramatic when final 1984 figures are released.

Production highlights for 1984 include:

o Crops

Barley harvest set an historical record with 525,000 

bushels harvested, 156,000 bushels above the 

previous record. This reflects production increases 

primarily from the Delta agricultural project. Oat 

production increased by 200 percent over 1983. 

Lettuce acreage increased by 20 percent. The 

largest potato crop since 1967 was harvested.



o Livestock

Dairying expanded as three new farms began operating 

at Point MacKenzie during 1984. Milk production 

increased three percent. A new milk-processing 

facility opened in Delta Junction. Milk production 

will grow at a faster pace in 1985 as 10 to 15 new 

dairy farms begin operation.

Meat marketing saw gains during 1984. The new meat- 

processing plant in Palmer had its first full year 

of operation in 1984 and Alaska-grown meat products 

became available in Anchorage in greater quantities. 

In Fairbanks, Alaska choice beef became available 

for the first time on a weekly basis, from animals 

fed in Delta Junction. A new livestock packing 

plant will open in Fairbanks in 1985, further 

stimulating interest in livestock production.

The primary opportunity for development of Alaska agri c ul­

ture is to meet in-state needs since relatively large 

markets are available. In order to meet this market o pp or­

tunity, the following objectives have been developed as the 

basis of programs and plans of the Division of Agriculture.

o Encourage expanded production of competitively- 

priced farm products from existing agricultural 

lands in Alaska;

o Increase the number of acres devoted to agricultural 

production in Alaska;



o Preserve options to allow for increased production 

in Alaska to meet potential in-state market

expansion and future export possibilities.

A cc om pl is h me nt s as a Result of the First Report

M uc h has been accomplished as a result of the State's under­

taking most of the actions proposed in the 1983 report to 

the Governor on agriculture. These actions had a direct

influence on the gains made in agriculture. Actions

include:

o Additional funding of the Agricultural Revolving

Loan Fund;

o Increased marketing service support programs;

o Additional funding of the Grain Reserve program;

o Support of Federal Crop Insurance;

o Provision of electrical power to Point MacKenzie;

o Construction of 20 miles of roads w i t hi n small

a g ri cultural sales;

o Sale of 4,500 acres of State land for agricultural 

d e velopment on 13 new farm parcels;

o Providing 7,260 acres for agricultural homestead

filing on 64 parcels.



The Action Plan for Alaska Agriculture

In order to assist Alaska farmers and others involved in 

agribusinesses, the Division of Agriculture recently 

conducted a major review of state agricultural programs and 

problems. The objective was to review and critique prior 

actions and accomplishments, and consider new trends and 

responses which could benefit Alaska's agricultural economy. 

Because of limitations on State revenues, the review 

centered around the development of an action plan that would 

not require extensive State funding to complete. The review 

process has led to the identification of six issues of 

concern, and proposals for actions to help enhance the

future of Alaska agriculture.

1. Issue —  Large debt of new farmers in Alaska

Action: Enact legislation to develop a p roduction

credit program available statewide.

Action: Investigate methods of restructuring farm debt

through partial releases, reduced farm parcel

size, and lease preferences on land returned to 

the state by current owners.

Action: Allow combining and splitting of agricultural

tracts and providing for farmsteads on new 

tracts.



2. Issue - 

A c t i o n :

Action:

Action:

Action:

Action:

Action:

Action:

3. Issue —  

A c t i o n :

Action:

Lack of market development

Enact legislation to allow and fund commodity 

a s s o c i a t i o n s .

Encourage preferential use of Alaska 

a gricultural products by state agencies.

Emphasize marketing assistance from Division of 

Agriculture personnel to farmers.

Reactivate milk industry advisory board.

Transfer state-owned railroad hopper cars from 

D NR to the Alaska Railroad.

Write, review, and adopt fertilizer regula­

tions.

Enact enabling legislation for grain w a r e­

housing control.

Confusion in land tenure requirements

Draft new language tor agricultural patents to 

conform to statutes.

Draft new agricultural interest regulations to 

protect farmers from non-judicial foreclosure.

- v -



Action: I nvestigate al ternative m e t ho ds  of financing

farm home construction.

Issue —  Need for continued enhancement. of the

Agricultural Revolving Loar. Fund

Action: Add two new board members to provide additional

e xp er t i s e  and farmer representation.

Action: Increase ARLF capita li za t io n to me et  financing

n e e d s .

Action: Enact legis la ti on  to allow for land-clearing

loan p ayments from Delta I,. Delta II, and Point 

M a c K e n z i e  to return to the ARLF and not the

g eneral fund.

Action: Provide greater contact between loan examiners

and borrowers.

Action: Increase loan board flexibility to meet m o d e m  farm

development requirements.

Issue —  Lack of a g en cy  coord i na ti on

Action: E st ablish an Agri cu l tu ra l Advisory Board to the

D e p a r t m e n t  of Natu ra l Resources.

Action: Examine the roles of the D epartment of Natural

Resources and the Department of Environmental



Conservation in inspection and grading of 

agricultural products.

Action: Seek increased coordination among the Division

of Agriculture, the Cooperative Extension 

Service, and the Agricultural Experiment 

Station.

6. Issue —  Lack of adequate federal involvement in Alaska

agriculture

Action: Encourage Agriculture Research Service activity

in Alaska through maintaining or expanding 

existing programs.

Action: Encourage the Farmers Home Administration to

increase its lending to Alaskan farmers.

Action: Encourage the use of Alaska agricultural

commodities by federal agencies in Alaska.

The Future of A l a sk a Agriculture

It is projected that receipts for selected agricultural 

sales in Alaska will grow to approxi ma te ly  $60 million on an 

annual basis b y  1990. This compares with about $18 million 

in 1983. Additional State capital appropriations needed 

to accomplish these objectives amount to approximately $28.5 

million, m o s t l y  over the next two years. To the extent that 

declining revenues do not allow this level of funding, even



though the largest component is for loans, the appropria­

tions would have to be made o v e r  succeeding years, delaying 

the anticipated benefits. Addit io n al  farm industry receipts 

during the period could total $164 million:

In addition to providing e x pa n d e d  economic activity, an 

additional 1,800 jobs could be created by 1990 by achieving 

the projected level of production. This would give signi­

ficant support to a diversified Alask an  economy.

The balance sheet for Alaska agriculture clearly shows an 

expanding agricultural sector. The number of producing 

farms in Alaska grew, by 100, from 360 in 1979 to 460 in 

1983. Despite falling realty values, assets increased to 

$185.8 million in 1983 compared with $160.3 mill io n in 1979. 

Equity was reported at $140.5 milli on  in 1983, whereas 

outstanding debt is reported at $45.2 million.

It is clear that agriculture in Alaska is now at a critical 

juncture, as it is for the entire nation. Some industry 

gains have been made, and new economic activity has been 

generated by this growing s e ct o r of the State's economy. 

The results of previous State investment are well- 

demonstrated and will continue to accrue through time. With 

m o d e s t  additional State investment plus regulatory and 

legislative solutions to current farm development and debt 

problems, projections of increased receipts and additional 

economic activity are achievable. This will assure a viable 

economic sector for Alaska agriculture into the next 

century.

- v i i i  -



A L A S K A  F A R M E R S  A N D  S T O C K G R O W E R S  A S S O C I A T I O N ,  I N C .
1985 Resolution Platform

The following resolutions were adopted by the General Assembly of the 
Alaska Farmers and Stockgrowers Association at its annual meeting, in 
Anchorage, on December 5, 1984:

1) Requesting the institution of a State Board of Agriculture, consisting 
of producers and a representative of the Governor's office, whose task is 
to act as a liaison between the industry, the Governor, and the Division 
of Agriculture.

2) Requesting that the State of Alaska put up at least two (2) storage 
bins in Seward for in-state storage and distribution of grain.

3) Supporting the establishment of favorable agricultural rates on the 
State ferry system and on the Alaska Railroad.

4) Requesting that in all instances where state institutions use or require 
agricultural products, they use Alaska-grown products when those products are 
in season, price competitive, and of a like quality.

5) Supporting right-to-farm legislation.

6) Endorsing the concept of a petition requesting a constitutional amendment 
which would protect agricultural rights on State lands.

7) Supporting the concept that all agricultural lands sold in the future
be disposed of by lottery only, and that they include agricultural development 
credits.

8) Supporting disposal of agricultural lands under the Homestead Bill enacted 
in 1933 to include soils classified as II, III, IV, V, and VI, and to specify 
that the lands be sold with agricultural rights, only, forever.

9) Supporting the development of a'policy which classifies as agricultural 
land those lands containing Class II and III soils which are suitable for 
grazing.

10) Encouraging the State to rework its land lease laws to better facilitate 
agricultural needs (including the incorporation of "option-to-renew" 
clauses.)

11) Requesting that duties related to the agricultural industry be transferred 
from the Department of Environmental Conservation to the Department of Natural 
Resources.

12) Requesting clarification of the conveyance of the agricultural rights 
title to guarantee the rights of the purchaser.



The Agricultural Development Committee and the Board of Directors of the 
Greater Fairbanks Chamber of Commerce urges your support for the following 
legislation to encourage agricultural development in Interior and South 
Central Alaska.

1. Support is urged for SB39 to build the roads and bridges necessary 
to develop both the agricultural and mineral resources in the 
Totchaket area of Interior Alaska.

2. Support is urged for the concept of production credits, as outlined 
in SB40 and SB154, to assist Alaska's agricultural industry in its 
early stages of development.

3. Support is urged for SB41 to increase from five years to ten years, 
the moratorium on payments for the sale of state land for agricultural 
purposes. This bill will assist Alaskan fanners in adjusting to the 
new worldwide economic conditions in agriculture.

4. Support is urged for the concept of SB42 as it relates to the transfer 
of land title from state to private ownership. This concept will en­
hance the ability of Alaskan farmers to obtain financing from private 
sector sources for agricultural production.

5. Support is urged for SB57, which would require a clause be inserted in
all state bids, requiring agricultural products originating in this 
state be used wherever competitively priced and available and of like 
quality as compared with agricultural products orginating outside the 
state.

6. Support is urged for SB110 to increase the amounts of long term loans
available from the State of Alaska to any one borrower for agricultural 
purposes. This legislation will increase the loan limits to be more
in line with the economy of scale necessary for economically sound, m o d e m
farming and will enhance the ability of borrowers to repay.

7. Support is urged for the concept of SB155, relating to the splitting and
combining of agricultural parcels, with the suggestion the bill be 
amended to allow the minimum parcel size be 320 acres. This legislation 
will permit increased flexibility in the development of economically 
sound full-time and part-time farming enterprises in Alaska.

8. Support is urged for SB120 to increase the limits of the Agricultural
Revolving Loan Fund, to assist in the establishment of Commodity 
Marketing Associations, and to increase the number of members on the 
Agricultural Revolving Loan Fund Board.



Karen 0. Lee
_ P.O. Box 871871
rfco 2  7 1985 Wasilla, Alaska 99687

Senator John B. Coghill 
Pouch V
Juneau, Alaska 99811

Dear Senator John B. Coghill;

I would like to request your help in remedying sane of the problems 
associated with the state's current attempt at agricultural development.

t  #

At present, there are sane crucial, and sensible, measures addressing 
this problem which have been introduced this session. I would like to urge your 
positive consideration of SB 110, raising the Agricultural Revolving Loan Fund 
loan linu-t per unit to $2 million; SB 154, establishing a system of production 
credits on agricultural sales to apply toward interest on state agriculture 
loans; and SB 155, allowing for adjustments in contractural requirements on 
agricultural interest parcels sold by the state.

Before discussing the merits of each bill, I should like to make a brief 
case for agriculture in Alaska, and for the state's having a role in the initial 
development of it.

Not least among the considerations is the fact that the State of Alaska has 
already decided to develop agriculture. Many Alaskans with belief in the good 
intentions of our state have been invited to participate. Chce in the program, 
we have been forced to put up very large sums of our own money, work and hopes 
for the future in support of a joint vision, ours and the state's. I annot 
believe that the purpose in all this was ‘jo  convince a few people to put our 
whole hearts into the enterprise and then end it. It is one thing for the state to 
ait its own losses; it as another thing altogether for the state to decide 
prematurely to cut the losses of itc individual citizens.

To reiterate the reasons for the state's original interest in the development 
of agriculture: it is a basic, job-creating, service-creating, renewable 
resource industry. It not only creates its own labor requirements; it creates a 
ripple effect throughout every community where it exists. For example, my farm 
creates employment for four families directly. Conmodities are hauled in and 
milk is hauled out; truckers are employed at both ends. In Anchorage, the milk 
is processed by more employees, and distributed by still more. Another company 
manufactures plastic jugs for the milk. All this demonstrates the well-known 
econanic fact that a dollar produced by a basic industry circulates many times 
more than a service or retail dollar does.



agricultural bills— page two

I grew up in Alaska, and I can attest to the accuracy of the economists1 
observations. There is one major difference between the Alaska of the 195(7 s 
and the Alaska of the present, and that is the general affluence. That affluence 
is due to the building up of a large public and service network based on another 
basic industry, resource extraction. Without that basic industry, there would 
be no affluence. Without the incentives, particularly those at the federal level, 
urging on the oil companies to explore and the mining canpanies to keep looking, 
there would be little but fishing in Alaska right now which could qualify as a 
basic industry.

The. problem with resource extraction as the basic industry of choice, of course, 
is its volatility. The warnings on oil have been sounding for seme time now.

I believe strongly that we must develop what other basic industries we are 
able to in the time remaining to us, with the funds fran other extractive industries 
which we still have caning to us. Agriculture, mining, fishing and tourism thus 
became, as I see it, the major areas for expansion, rather than contraction, in 
state spending in the caning years of waning oil revenue. At sane point, w e  are 
not only going to have to be weaned from oil, we are going to need sane other 
basic to replace it. Otherwise, we will be stuck with a state of shopping centers 
and state and service employees, and no one to provide the basic dollar on which 
they all feed.

Agriculture has earned its place in the line-up of future basic industries 
supporting the state's economy, even though it- is still barely half-way to its 
goal of self-suffiency. It has perservered t'irougn decades of neglect, lack of 
infrastructure, lack of marketing cohesion, lack of fair labeling laws, lack of 
sufficient ;volume of either land or product, and lack of sufficient state 
encouragement. Even so, there are now farms which have been in existence since 
the 1930's and 1940's.

All statistics available indicate that a self-sufficient agriculture industry 
happens naturally when 500,000 acres are in production. WO have a ways to go to 
meet that goal, as outlined in the Governor's Agricultural Task Force Report of 
May 18, 1983. I believe that if the fundamental precepts outlined in that 
document and others preceding it are followed, and funding is kept at the levels " - 
recommended in that report, the success of agriculture in Alaska will be assured.

As to the specifics of the bills, SB 110 and SB155, when considered together, 
actually constitute a cost-cutting device. In the case of the Point MacKenzie 
Agricultural Project, for example, the 19 dairies required in the original configuration 
would have been eligible for, and would have needed, $1 million each, or a total of 
$19 million. At that, many of the units would not have been of an efficient size, 
and those which were would have been grossly undercapitalized.

Should the bill allowing consolidation of units be approved, five consolidated 
farms and six' single farms are likely to result at Ebint MacKenzie, making the total 
loan requirement $16 million, a savings of $3 million. (Five at $2 million; six at 
$1 million each.) Moreover, the total number of cows producing milk will actually 
be higher than in the original plan, a fact which is crucial to the survival of the 
finished product marketing arm, Matanuska Maid.



agricultural bills— page three

ihe original Point MacKenzie feasibility study was written seven years ago.
Even then, the study clearly stated that the most efficient farm was the largest 
size studied (150 cows). Since that time, building costs have increased by huge 
increments. So have insurance, workmen's compensation, feed, labor, equipment, 
fertilizer, and so on.

In the past seven years, the industry as a whole has undergone a number of 
ctinges tending to force farms into larger sizes for efficiency of production.
It is likely that this trend will increase, rather than subside, especially if 
President Reagan's proposed new farm policy is instituted nationally.

Consolidation and an increase in unit loan limits will insure that Point 
MacKenzie dairies came on line in configurations that will allow than to compete 
with shipboard milk. The ship milk is produced on farms being subjected to great 
national pressure to become larger and more efficient. If we are to compete, we 
too must become larger and more efficient. Building 19 units, many of which will 
be small expensive anachronisms on the day they open, does not make economic sense 
for the fanner, for the state, or for the consumer.

National statistics indicate that the farms now in trouble are those with 
between $50,000 and $500,000 in gross annual revenues. Mjusted for pricing 
differentials, the Alaskan figures would more likely be between $60,000 and 
$700,000. At present, only a few farms in Alaska exceed that volume. Anything 
under $60,000 could be considered a hobby with the owner/operator making the 
main living elsewhere. Tb earn over $700,000 a dairy farm would have to milk 
240 cows, and milk them well. A 240-cow farm in Alaska costs a minimum of $2.5 
million to build, stock and plant.

t
With the recent loss of a significant percentage of its stability and pricing 

levels at the market, the dairy industry in Alaska is particularly vulnerable right 
now, and particularly in need of a mechanism for consolidating both land and debt 
to a point that will again allow them to operate with positive cash flows. Between 
them, SB 110 and SB 155, would be of iirmense help in preserving the gains that 
have been made in the dairy industry. And, as I, mentioned earlier, they will save 
money in both the short and long runs.

Other areas of agriculture would be similarly oenefitted by the measures. Delta 
would bs;came more flexible in the handling of their lands; possibly converting some 
of the farms into th<=> part-time lower-gross category while still maintaining the 
same amount of planted acreage. Hog farms and beef feedlots are as capital-intensive 
as are dairy farms; with the rise of inflation over the past decade, it would not 
be possible to build either of these enterprises to an efficient level for the 
current loan limits. The state has invested significantly in the processing ends 
of both the meat and milk industries. It seems foolish to expect these investments 
to pay off if there are not to be any large hog farms, no big beef feedlots and 
no large dairy farms.

There has been much concern expressed over the delinquency rate of current 
ARLF loans. I think that is a problem that will take care of itself once farming 
has actually been developed, rather than developing. Once the industry has grown 
to the sufficient volume to be interrelated and profitable, the private financing 
industry will be only too glad to take over the responsibilities. For now, it must 
be remembered by policy makers that ARLF is in the business of developing a new 
basic industry, literally from the woods. They are not loaning to a new hamburger 
outlet for a simple return on invested capital. They are trying to get Alaskan 
agriculture to the point where we could sell our own hamburgers, not just eat the
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ones that cane in from Argentina. When reading the negative reports fran 
Legislative Audit and the Budget Office, this ultimate larger purpose should 
be recalled.

As for SB 154, dealing with production credits, I favor this mechanism 
simply because it promises seme benefit to those who have been tryirvg the 
hardest to make the agricultural system work. The way it is now, those of us 
why have been working hardest and longest, thus losing the most money, are the 
ones getting hurt. Those who have been planting for years at Delta, with only 
a modicum of state encouragement, or who began producing milk at Point MacKenzie 
before they absolutely had to, would at least get the benefit of same reduction 
in carryover interest debt. In the case of the Roint MacKenzie farmers, the 
state in its capacity of creamery owner has held the price of milk down because 
of a state moratorium until late 1985 on state loan repayments. That sounds all 
right, until you remember that if the interest is not forgiven, it will have cost 
every farmer about $80,000 for that moratorium. There is no way to recoup that 
loss without production credits.

To summarize, SB 110 and SB 155 will act quickly to maintain the dairy 
industry in Southcentral Alaska, and enable the other areas of agriculture to 
became more efficient and to develop according to the overall plan. SB 154 will 
not involve an appropriation, and will greatly aid those who have been the losers 
so far in the struggle to develop agriculture in Alaska.

I would be happy to supply more information, either general or specifically 
from my own Point MacKenzie operation, should you decide that that would help 
you in your deliberations.

Thank you for taking your time in a busy 120-day session to listen to these 
concerns.

Sincerely,

Owner
Tract 30 Point MacKenzie



J o s e p h  P a t r i c k  C a n g e
C e r t i f i e d  P u b l i c  A c c o u n t a n t  

B O X  4 - S 4 7 F S B 2 a
A N C H O R A G E .  A L A S K A  9 0 5 0 0

T E L E P H O N E  ( 0 0 7 )  3 4 4 - 5 0 0 0

F e b r u a r y  18, 1985

Arliss S t u r g u l e w s k i  
C h a i r m a n  R e s o u r c e s  Committee 
A l a s k a  State Senate 
P o u c h  V
Capi ta l B u i l d i n g  
Juneau, A l a s k a

Dear Arliss:

Pu r su an t to our c o n v e r s a t i o n  yesterday, I am su bm it ti n g 
data r e g a r d i n g  Senate Bills Nos. 110 and 155. Before I 
address these items, however, I would like to express my 
thoughts on the a g r i c u l t u r e  industry.

First I a sk "Can the dairy industry be v i a b l e ? "  Yes. Our 
figures indi ca te  that we can provide m i l k  that is c o m p e t i­
tive w i t h  O u t s i d e  m i l k  because of the freight a d v a n ta ge  
that exists. The a d di ti on al  total cost of p r o d u c i n g  m i l k  
loca ll y v e r s u s  O u t si de  is less than the freight on mi lk  
shi p pe d fr om  Seattle.

The goal at the T u c k e r  d airy is to produce m i l k  at the 
lowest cost po ss ib le  per unit of milk produced. The local 
dai r ie s mu st  be as efficient and as well m a n a g e d  as Outside 
dair ie s or th ey  cannot compete in the local m arket place. 
Most of the local d a i r ie s have never become ef f icient 
e n o u g h  to b r i n g  their o p e r a ti ng  costs dow n to be c o m p e t i­
tive wit h O u ts id e dairies. For example, our cost of feed 
is $4.29 per d a y  per cow w h e n  we bring in s o y b ea n meal and 
b a r l e y  in b u l k  and mix our own feed. The cost of this same 
feed p u r c h a s e d  l o ca ll y  is $1.00 per day per cow more. That 
$1.00 savings is the farmer's profit on the m i l k  produced.

SUBJECT: S E NA TE  BILLS



H istorically, the vari ou s  State ad m in i s t r a t i o n s  have h ad 
no com pr eh e ns iv e plan. Thus, agri cu l tu re  has been an 
unorganized, u n p l a n ne d and p oo rl y a dm in i s t e r e d  industry. 
This s it uation has left A l a sk an  a g r i c u l t u r e  in a state of 
chaos and near bankruptcy. It is not too late to save 
agriculture. Ma ny  things must be done and many changes 
in policies and pr a ctices must i mm ed i at el y take p lace if 
we are to save the industry.

We are fortunate that for the first time in A l a s k a n  a g r i­
cultural hist or y we n o w  have a C o m m i s s i o n e r  who is 
g en ui ne ly  co ncerned about agriculture. She is w i l l i n g  to 
change ob solete policies and thinking and is doing the 
things n e c e s s a r y  to save the in dustry —  and the state's 
investment. This is the d i r e c t i o n  in w h i c h  Esther W u n n i c k e  
and D e pu ty  D i r e c t o r  James K. Barnett are embarking. Senate 
Bill No. 110 and Senate Bill No. 155 are a vital part of 
that c o m p re h en si ve  plan that will make the dairy in du st r y 
v i a b l e .

SENATE BILL NO. 110 
Proposes in c re as in g loan limits of the A g r i c u l t u r a l  
R e volving L oa n  Fund (ARLF) from $1,000,000 to 
$2,000,000

A number of things have made this increase necessary.
1. W h e n  the State's figures were done in 1979 (see 

Exhibit A "Potential M i l k  P r o d u c t i o n  in the Point M a c K e n z i e  
area of S o u th ce nt r al  Alaska") the Co nsumer Price Index was 
233.2 (1/1/80). T o d a y  the Con s um er  Price Index is 316 
w h ic h is a 36% increase in costs since 1/1/80.

2. The initial plan at Point M a cK en zi e was for the 
est ab li sh me nt  of 19 small fa mi ly - r u n  dairies. However,
the $200,000 cash r eq uirement for even the smallest d ai ry  
prohi bi te d the b u i ld in g  of these smaller dairies. The 
larger dairies a c t u a l l y  being built require more total 
borrowing, but resul' in lower b o r r o w i n g  per cow.

3. The State's figures (see page 7 of Exhibit A) 
showed that the total capital investment for a 150-cow 
facility was e s t i m a t e d  to be $1,241,711. However, these 
n umbers do not include housing, w o r k i n g  capital or 
m a c h i n e r y  costs. T h es e add an a d d i t i o n a l  $500,000 to the 
1979 figure of $1,241,711.

Arliss Sturgulewski
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4. Current farms are u n d e r c a p i t a l i z e d  and there is 
no other source of funds available. T he current dairies 
a r e :

Arliss S t urgulews ki
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T u c k e r  D airy 
Lee Dairy 
James Dairy 
Rudgers D a i ry

T O TA L

F ac il i t y
Size

1190

A c tual
Cows

610

Difference

480 cows 360 120 cows
300 cows 160 140 cows
260 cows 40 220 cows
150 cows 50 100 cows

580

It does not uake sense to create facilities and then not 
p r o vi de  i na de q ua te  funds for cows. T h e s e  dairies are all 
up again st  the $1 000,000 loan limit, but ne e d a dditional 
funds to b ri ng  these dair ie s up to m a x i m u m  capacity.
I ic re as in g  the loan limit will a l l o w  these dairies to be 
brought up to 100% mi l k p ro ducing potential. This will 
generate the grea te st  return on scarce funds because of 
a be tter u t i l i z a t i o n  of existing facilities.
E very cow g e n e r a t e s  $3,000 in revenues for the farm. In 
addition, a c c o r d i n g  to M a t a n u s k a  Maid each a d d i t i o n a l  cow 
g e ne rates $420 per year in a dd i ti o n a l  net income for the 
c r e am er y  (see Exhibit B).

580 a dd it i o n a l  cows x $420.00
= $248,600 a dd it io n al  net income to the creamery.

SENA TE  BILL NO. 155 
P ro po se s the s pl it ti n g and c o m b i n i n g  of agri cu l tu ra l 
parcels

This change is n e c e s s a r y  for the following reasons.

1. By c o n s o l i d a t i n g  parcels the total capital 
r equired per cow is s u b s t a n t i a l l y  less. In our case, c o n­
solida t i o n  r e du ce d  capital investment per cow by 32%.
This creates more c om pe t i t i v e  fixed cost and lowers debt 
re quirement per cow. Boyd Buxton, noted d a i r y  a u t h o r i t y  
w ho has done w o r k  for the Deprrtment of Agriculture, states
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"The investment per cow in d ai ry  b ui ldings and eq uipment 
is s u b s t a n t i a l l y  less on larger than on s m a l le r dairies 
regardless of re gion." (See Exhibit C, Page 14 " Ec onomic 
Po licy and T e c h n o l o g y  Facto rs  A f f e c t i n g  H e r d  Size and 
R e g i on al  L o c a ti on  of U.S. M i l k  Production").

2. The o p e r a t i n g  costs, i n c l ud in g interest expense 
per cwt of mil k produced, are lower on larger d a i ri es  than 
on smal le r dai ri es  because of the pr in ci p le  of e co nomies
of scale. The T u c k e r  d a i r y  ope ra ti n g costs per cwt of milk 
p r o d u c e d  are 267, lower on one large d a i r y  than they would 
be on four small er  dairies. Boyd B u xt on  states "Based on 
w ho le  farm budgets, the larger dairi es  w i t h  500 cows or 
more are more p r o f i t a b l e  than sma ll e r d a i r i e s . "  (See 
Exh ib it  C, Page 27).

3. Most of the Point M a c K e n z i e  parcel owners have 
little or no e x p e r i e n c e  in the d a i r y  industry. Therefore, 
it is imperative that the dairies hire com pe te n t d a i r y  m a n­
agers to insure a success fu l and well m a n a g e d  farm. C o n­
soli d a t i o n  makes this fi na n c i a l l y  possible.

4. C u r r e n t l y  m a n y  dairies have a l r e a d y  joined 
together in c o o p e r a t i v e  efforts as follows:

Dairy West joined two b o r o u g h  parcels tog et he r
T u c k e r  Dairy joined four separate par ce ls  t o g e th er
Wrig h t Dairy joined two parcel tog e th er
James Dairy joined two parc e ls  tog et he r
Shoone Dairy joined two parcels t og e t h e r

These joint efforts have b e e n  n e c e s s i t a t e d  due to the 
simple economics of the d a i r y  industry. The d ai ry  
i nd us t r y  needs Senate Bill 155. Not p a s s i n g  Senate Bill 
155 w ou i place a defi n it e h a r d s h i p  on these dairies and 
could result in t he i r b a n k r u p t c y  and thus the ind u st ry  os 
w e l l .

5. The c o n s o l i d a t i o n  of dairi e s is in c o m p l i a n c e  
w it h the intent of the initial sales b r o c h u r e  d at ed  
S e p t e m b e r  11, 1982 (see Exhibit D) w h i c h  states "The m a j o r  
o bj ec t i v e s  are to st im ul at e in-state m i l k  production, to 
pro v id e m i l k  to A l as ka  co n sumers at a c o m p e t i t i v e  m arket 
p r i c e , and to assist in g a i n i n g  ag ri c u l t u r a l
s e l f - s u f f i c i e n c y  fo r the State of A l a s k a . "  On ly  through 

c o n s o l i d a t i o n  can we be competitive.
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6. The c o n s o l i d a t i o n  of parcels will eli mi n at e u n n e c­
essary d u p l i c a t i o n  of b ui ldings and machinery. This will 
u b s t a n t i a l l y  reduce the b o r r ow in g  r e q ui re d from the ARLF. 

I here is c u r r en tl y not e n o u g h  m o n e y  in the AR LF  to devel op  
all the re maining parcels and the reduc e d capital needs 
r es ulting from c o n s o l i d a t i o n  will help lessen the demands 
on A R LF  funds. In our case, the AR LF  has only $1,000,000 
i n vested in one 4 8 5 - c o w  fac il it y instead of a po ss ib l e 
$4,000,000 in four 120 -c o w dairies.

I have also enc lo se d e a rl ie r  c o r r e s p o n d e n c e  related to 
Point Ma cKenzie that y ou might find helpful. T h e y  are:

Exhibit E 
Exhibit F 
Exhibit G 
Exhibit H

1/1/84 Jalm ar  K e r t tu la  
6/22/84 Bob  Heath 
9/14/84 Dean Brown 
1/17/34 James K. Barnett

The passage of Senate Bills 110 and 155 are m a n d a t o r y  if 
we are going to w o r k  toward a successful, p rofitable and 
f i n a n c i a l l y  strong d a i r y  industry that will produce d ai ry  
products for A laskans at a compet i ti ve  price.

T h a n k  you for your a t t e n t i o n  to this v e r y  important matter. 
If I c an be of any furt h er  assistance, please do not 
h e s it at e  to give me a call.

cc: Esther W u nnicke
James K. Barnett 
M ik e Szymanski 
J an Faiks 
Jalm ar  Kerttula

B i l l  H e i m
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TESTIMONY BY 

James V. Dr*-w 

Before the Senate Comrni :tee on Resources 

Juneau, Alaska 

March 13, 1985

M/ name is Jarnes V. Drew. I live at 4725 Villanova Drive,

Fairbanks, Alaska. I have been associated with agricultural 

development in Alaska during the last ten years as Director of 

the Agricultural and Forestry Experiment Station, University of 

Alaska-Fairbanks. I very much appreciate the opportunity to 

testify today before the Senate Committee on Resources during 

hearings on agricultural legislation.

My testimony rests on the premise that expanded agricultural 

development in Alaska is in the best, long-term interest of 

Alaskans. Sound development of an agricultural industry can 

provide cost-effective farm production and diversify Alaska's 

almost total economic dependence on petroleum prices. I believe 

that a number of bills under consideration this year are 

important in strengthening and expanding Alaska's agriculture.

I also recognize that current economic conditions in the 

agricultural industry nationally create a difficult environment 

for advocates of agricultural development in Alaska, During 

recent weeks the news media have carried stories about farm 

foreclosures across the U.S. These foreclosures reflect a U.S. 

farm credit crisis resulting frc declining farmland prices, high 

interest rates, and low prices for agricultural commodities.
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Why, in view of these difficult times for American farmers, 

should we continue agricultural development in Alaska? Three 

reasons are important.

1. Alaska has approximately three millions acres of 

potential agricultural land in state ownership near the 

existing road and rail belt. This land could be 

transferred from state to private ownership for farm 

development and long-term productivity. Top farmers in 

the Delta and Point MacKenzie afe'as and elsewhere in 

the state have demontrated that crop and livestock 

products of high quality can be produced in Alaska when 

good management is used.

2. Agricultural development, in concert with other 

resource development including timber production and 

mining, can provide the economic productivity necessary 

to support and improve transportation on Alaska's 

existing road and rail system. It can create a 

desirable settlement pattern for adjacent land, 

particularly where other resource developments are 

unlikely. In the more remote areas of western Alaska, 

an expanded reindeer industry can provide economic 

productivity from the tundra rangeland. Unlike 

petroleum extraction, agricultural development will not 

provide massive amounts of revenue to state government; 

it will provide opportunities and jobs for people.



3. Additional sales of potential agri. •'•ural land will

permit Alaska's aqriculture to e x p t , n : eyond the stage

of an infant industry. As the volume of agricultural 

production increases, the costs of producing, 

processing, and marketing agricultural products will 

become competitive with those in other agricultural 

regions. Thus, subsidies necessary for the existing, 

infant, agricultural industry can be reduced and 

eventually eliminated.

It is unlikely that today's economic conditions in U.S. 

aqriculture will persist in the long-term, although some 

restructuring of the industry will undoubtedly occur. 

Unfortunately, current economic conditions in the U.S. timber and 

mining industries are also substantially below previous levels.

In the long run, however, the development of Alaska's 

agricultural industry will Drovide economic and social benefits, 

particularly in areas of the state where opportunities for the 

development of other resources are limited.

With these benefits in mind, and with 200 years of 

agricultural history in Alaska, whv does the state not have a 

mature agricultural industry today? Why is it that annual cash 

receipts from farming total $14.3 billion in California, $6.7 

billion in Minnesota, $2.7 billion in North Dakota, but only $16 

million in Alaska, only half as much as Rhode Island's $32 

million.



A major reason is that virtually all of the potential 

agricultural land in Alaska was held by the state or federal 

government during the time agricultural development was occurring 

in other states. Unlike other resource industries, crop 

production agriculture cannot develop effectively in the U.S. on 

land owned by government. Eecause of limited acreage in private 

ownership, Alaska's farmers could not take advantage of economies 

of scale associated with farming elsewhere. In addition,

Alaska's economic infrastructure, including the transportation 

system, did not facilitate supplying farms with needed materials 

or marketing agricultural products. Thus, the cost of producing 

and marketing agricultural products was high.

Now that agriculture is fully developed in California, 

Minnesota, and North Dakota, Alaskans who are not farmers tend to 

forqet that hundreds of millions of.dollars were spent by 

government in developing irrigation projects to make California's 

agriculture cost-effective. They forget that government spent 

hundreds of millions of dollars to provide inexpensive barge 

transportation on the Missouri and Mississippi Rivers to make 

agriculture in Minnesota and North Dakota cost-effective.

In short, agriculture did not develop unassisted elsewhere 

in the U.S. In all states, it took investments from government 

as well as the private sector. But these investments created new 

wealth from land resources that would not have been productive 

otherwise.


