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OATH OF OFFICE

I, HAROLD C. HEINZE, do solemnly swear that I will
support and defend the Constitution of the United
States and the Constitution of the State of Alaska
and that I will faithfully discharge my duties as

Commissioner to the best of my ability.

HAROLD C. HEINZE

SUBSCRIBED AND SWORN TO before me this 3rd dag of
Decem er, 1990, at Juneau, Alaska, pursuant t
Article XII, section 5, of the ConsStitution of

Alaska.



No environmental ‘war’
ahead, DNR’s chief says

By RALPH THOMAS
THE JUNEAU EMPIRE

The new head of the state’s land-use management
department said today he would not wage war on envi-
ronmental groups, but admitted the new administra-
tion has “very little common ground™ with many envi-
ronmentalists.

Department of Natural Resources Commissioner
Harold Heinze spoke at the weekly breakfast meeting
of the Alliance for Juneau’s Future, a pro-develop-
ment group.

Rep. Jim Zawacki, R-Anchorage, asked Heinze,
“Are you going to declare war on the environmental-
ists? It's about time.”

“No,” Heinze said loudly.

The exchange drew laughter from the crowd of
about 50 at a downtown restaurant.

“I understand your frustration,” Heinze said. ""But
we’re not going to be that confrontational.”

Heinze then brought up the spruce-bark beetle in-
festation that has ravaged forests on the Kenai Penin-
sula. Environmental-group protests have delayed the
har/est of beetle-infested trees, which Heinze said has
allowed the problem to fester.

“It’s crazy for people to defend the trees so they
can suffer an epidemic of disease,” he said. “That’s
idiocy.”

But Heinze said he did not want to give the wrong
message. Though Gov. Walter J. Hickel has said he
wants an administration that does not stand in the
way of development, Heinze said, “It’s going to be
done right... we’re very concerned about environmen-

tal issues.”

Heinze was appointed Natural Resources commis-
sioner Nov. 30. He is the former head of ARCO Alaska
and has lived in Alaska a total of 14 years. Like sever-
al Hickel appointees, Heinze was a board member for
Commonwealth North, an Anchorage-based, pro-de-
velopment group.

Repeating a familiar Hickel theme, Heinze said the
new administration’s goal was to craft regulations
that serve as “roadmaps, not roadblocks.”

Once the rules are in place, he said, “If you don't
do it that way, both feet are going to come down on
your back."

Heinze said he is telling developers, “We expect
you to do better than anyone has ever expected of
you.”

Zawacki rephrased his question after the meeting
and asked Heinze if the state would intervene on be-
half of industry when environmental disputes flare up.

"I don't feel it's my job to be out there carrying the
water for every industry in Alaska,” Heinze respond-
ed.

Before he was drawn into the discussion on envi-
ronmentalists, Heinze outlined his department’s prior-
ities. He said the department would focus heavily on
two areas: pushing a short list of high-benefit develop-
ment projects, and completing a lands-selection pro-
cess ongoing since statehood.

Heinze said the list of high-benefit projects was
still taking shape, but added, "‘ar.y project that sells
(natural) gas off the North Slope is of very high bene-

Plsote turn to DNR, Paga 8
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DNR Commissioner Haro”i Heinze: “irs
going to be done right... we're very concerned
about environmental issues.'



DNR...

fit to the state.”

Hickel has long pushed for building a gas pipeline
from the North Slope to Valdez.
~ He also said the list would include large-scale min-
ing projects.

""The bigger mines offer the state a lot of benefit,"

. he said. ""The economics of smaller-scale mining has
been hurt by the impact of environmental concerns.”

Heinze spoke with excitement about the lands-se-
lection task. As part of its statehood pact, Alaska was
allowed to select 103 million acres of federal land.

The state so far has selected 8 million acres and
has three years to complete the task. It’s an immense
job, he said, but one that he relishes.

Using a color-coded map to illustrate land owner-
ship in Alaska, Heinze compared the selection process
to a board game. The ultimate goal, he said, is to
change the board so that more state holdings are con-
nected.

The federal government owns more than 240 mil-
lion acres of land in Alaska, the state owns about 85
million acres and Native groups own 35 million acres.

Heinze said the state needs a strategy for picking
parcels, one that puts a priority on valuable resources
and possible corridors between chunks of state land.

The former administration of Gov. Steve Cowper
made some headway on lands selection, according to
Lennie Gorsuch, who served as Natural Resources
commissioner for much of Cowpcr’s term. She said
that administration completed the fourth phase of the
job by choosing key pieces of property near various
communities and small parcels for recreational use.

According to Gorsuch, the lands-selection process
,is on schedule.

Continued from Page 1

[ wetlands, it’s pathetic."".

Instead of implementing a bureaucratic public
hearing process for land selections, Heinze said his
department would rely more on meetings such as this
morning’s session with the Alliance for Juneau’s Fu-
ture. He urged the group to form an ad-hoc committee
and supply the department with a list of people who
have local land-use expertise.

"We need a dump-load of that knowledge,"" he said.

Heinze said two other priorities of the department
would be to boost state revenues from resource devel-
opment and deal with "*hot” issues.

Among the hot items, Heinze listed the spruce-bark
beetle infestation and statewide problems with haz-
ardous wastes. He vowed to halt the beetle infestation
and said hazardous waste problems - including some
on the North Slope - *‘gotta get cleaned up.”

Asked how the new administration would deal with
the federal government’s impending no-net-loss wet-
lands policy, Heinze said Hickel would appeal directly
to Interior Secretary Manuel Lujan.

The new federal policy would require land-use
managers to ensure that any wetlands lost to develop-
ment are replaced by creating new wetlands. Alaska
industry and government officials have said the policy
is not needed and would hinder development across
the state.

Heinze said the state may offer the federai govern-
ment a compromise: The state would promise to fully
protect 90 percent of its wetlands in exchange for the
right to develop the remaining 10 percent. After the 10
pelr_cent is gone, the state would adopt the no-net-loss
policy.

"That should allow us, for at least a few genera-
tions, to do whatever we want,” he said.

"We as a young state need room to grow,” he said.

I "If you look at what other states have done to their



Beetles
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"Everybody"™ going i0 *»m a
<*11saw this tum ntr* Hehni
jald. “If you care about the
health of the forest, | wantyou to
help It. I'll provide water and |
guess 1can provide gasoline, but
you bring the chain saw end your
sleeping bag.

"Instead ' going down the
Kenel fishing where it's crowded
every weeitn-d, cone on and go
fora walkover tie hill with me.

"Let me know where we aland
with the Greemes alter this.
Again | can't tee why they
shouldn't want to be a potiUve
force Inprotecting the forests.”

Alaska Sierra Club represent-
ative Jock Hesskq uid the an-
swer tu the beetle epidemic that
threatens sbcut SQ000 acres of
spruce In the Chugach National
Forest is selective cutting,

“Cui Helme's suggestion of
arming Alaskans with chain saws
is nothing short of habcrou,”
Hstsloaaild. "I don’thave a pre-
scription, but the Sltns Chib Is
Willing to help the Potest Service
any way possible.”

U.S. Forest Service enlomolo-

(tat Ed Uefaiae eald the M e
aw tbeeey could save valuable
forest areas In the Chngadh
where so many people go to
enjoy the aesthetics of wilder-
ness

"Coin aawg ere part of the
ins.ter,” Holsten said. "Ptot le
like to recreate In large trees but
they don't realise these ere old
trees on the downslide of life end
wo ae in agency have failed to
educate the public and environ-
mentalists that Ihli U the best
thing passible. There really Isn't
a pesticide we can us* on tf.-em.”

The beetle attacks old growth
trees.

Younger spruce tree* do not
seem to be on the beetles' diet
cictpt Inarena that are overrun
with the pest, Holsten uld.
Clearing our the old trees make*
room tor the new, stronger
spruce trees, he said.

Clearing araet o! Infested, dry
tnd dead trees slso reduces the
risk Of massive forest flrej, said
Duane Harp, U.S. Forest Service
ranger for ih* Seward DLslrlct of

vChugnch National Forest.

Bruce Van Zee, who super-
vised Ib* Chugach National For-
est, uld lighting the spruce bark
beetle may bo a little more com-
plicated than bringing In people
with chain uws. But that It ona
cf the inswars, h» said.

"a dt*Ml am ti*Mva
berk beetle problem. tw the
wood fuel problem (that leada to
lorMI line)," Van Zm uld.
"People are welcome to come
out and cut, and those who want
Ucan haveit U."

Heaid the Forget Service al-
ready has several made In and
around the Cooper Landing area
where peopU with chain save

can get Into placaa that have i

ben Inaccessible.

The Forest Service Is also
preparing to Issue permit* for
small Umber sales with cutting
to begin this summer.

"One of our major concerns la
the beetle will kill trees and
create a dry srea subject to
fire," Van Zee sakL "It happened
In Yellowstone National Park la
the summer of IMS, destroying
hundreds of thousands of acres."

Hernia said cutting needs to
lake place toco because the bee-
tle spread! rapidly.

"we're not trying to use this
as an excuse to build roads Into
out-of-lhe-way places,” be uld.
"I'm serious about toYotving peo-
ple and getting them to help ui
save the forests. If there were e
tire, there would bo no questionl
about what we would da You
have to think of this a* a rotting
tire. People might think we're
cmy. but we'ra serious about
this.'1



DNR plans hires
to keep pace with
pipeline project

DyDAVtDFUTCH
TKSWTTEH

The Depanmert of Natural Resources picas to
hire at least tcur engineers to keep pace with
Yuken Pacific Corp. as it speeds developnien. af a
nrdlittillloodolUr natural gas pipeline front Pnsi-
hoe Bay to Valdes.

“"We want to make sure this is done right and
give the project the best chance to move forward
as qukkly as postble,” said Hvuld Heinze. cotn-
rrdssiccer of the *JtOCY. “All I'm trying to do is
make sure we inarch Id step with Yuken Pacific
oral don’t hold up (be pace of this and we do our job
right.”

Got. Waller . Hickel. aloog with former ARCO
Ahulca Inc chief Robert 0. Anderson, founded
Yukon Pacific In IRQ to up the North Slope’s esti-
mated .B tnllion cubic feet of gas reserves for sale
to Pacific Rim rattans.

Hickel resigned from the corporation's board
alter amounting Ins gubernatorial candidacy Ute
Ltsr year. His partial ownership of ’’ukon Pacific
was placed in a blind trust before he m s elected

See Pipellno, beck page

‘We went to make
sure this > done right
and give the project
the best chance to
move forward.'

— Harold Heinze
DNR commissioner

Pipeline
Coathewd Iranipap Az

Alaska’ eighth governor.

The company has received cl!
required sate and federal Ili-
censes lor ks proponed 7S8-mUe,
underground pipeline. Italso has
commitments foratom a third of
the gas that must be sokf before
amnrocdon can begin.

Heinze aid his agency needs
mhe additional engineers to work
dose by Yuken Pacific Inits de-
sign of the Tract-Alaska Gas Sys-
tem. The DtfR Is responsible tor
ensuring the design does not ad-
versely affectsta le fasd.

Yuken Pacific two weeks ago
hired Bechtel Group Inc. of San
Francisco to desgn the line,
which would be built alongside
the trans-Alaska oil pipeline.

""When you hire a major engi-
neer. that’s a big step,” Heinze
Sant "Yukon Pacific has (reh-
eﬁted they are off and runningon
this."”

Yukon Pacific hired Bechtel
Group Inc. of Houston in Decem-
ber to design what could be the
world’s largest natural gas lique-
faction plant at Anderson Bay,
near the Alyeska Pipeline Ser-
vice Co. eg terminal In Valder.
North Slope gas would be lique-
fied at the facility and shipped to
Pacific Rhn buyerf.

Construction ol the pipeline

Yukon Pacific Corp. has recervr.d all required
slate and federal licenses for its proposed 796-
mile, underground natural gas pipeline. Italso
has commitments for about a third of the gas
that must be sold before construction can begin.

system is scheduled to begin ix
tSGand in be completed ia 1907,
said Jeff Lowenleb. a Yuken Pa-
cific vice president. The com-
pany bos accelerated the proj-
ect's pace. Lnwenfels said.

"We still need Hie markets.
Without contracts with Japan.
Knr.a and Taiwan, we dnn'l go
(abend with the pipetae),” Lo-
wer)fcls said. *'On the other hand,
we hare our export licence, our
environmental impact stala-
ment. the rightsof way."

The company needs long-term
purchase commitments totaling
about 7 million tons of liquefied
gas. Korea last year signed a let-
ter of Inlent to buy about 2 mil-
lion tons and has expressed inter-
est Inbuying more.

Yukon Pacific said lire pipe-
line could provide a minimum of
11 minion tons of liquefied natu-
ral gss.

Purchases by Japan, which
uses 70 percent of (he world's
natural gas production, or about
23 million ions a year, are a key
to the system's oonstruction.

The projected coat at building
the pipeline and Valdes facilities

In 1859 was 81 billion, bui a
higher estimate is expected socn,
Lcwenfeb said.

State money will not be used
to build the pipeline, he said.

Thbs federal Bureau of Land
Management also is bracing ‘or
the project.

The Joint Federal-Stale Pipe-
line Office In Anchorage recently
hired a natural gas pipeline proj-
ect ccordinMorand a pipeline e>-
glceer, said Mika Merge, the
agency's monitoring chief.

“We are feeling our way
around the elephant,” Menge
said. "*Our purpose In hiring now
Is so people can be comfortable
with the project as It gears op
and there will be no panic. Tills Is
theadvance grand.”

The office represents a combi-
nation of state and federal agen-
cies monitcring the Impact of the
pipeline development. i

Heinze. the former presldort
of ARCO Alaska Inc. said stud-
ies show the Padfic Rim nations
are Interested in a diversity of
energy suppliers.

'There Is an opening Car
Alaska gas Ina number of mar-.

kcts,” Htras said. “Sometimes
a puttiMser looks around and
says to btmsdf ha doesn't N

to dependou jun one guy."

CSX Corp. at Rlduoood. Va.
t*s oweed about 83 percent of
Yukon Pacific's siodt siace 1381

Hickel owned about 13 percent
of Yéfton Pacific prior to his
Nov. 0 election as governor.

Hickel placed his stock in a
blind m et with the United States
Trust Co. of New York before be
was ejected, saying be wanted Ic
evotd ths appearance of a con-
flict of Interest.

Hickel lawyer and tsuie plan-
ner Dave Shafiet said tbo goal of
a bDnd trust Is to aflow the trus-
tee complete decision-making
power.

Whai the trasiee does is confi-
dential. The governor is not al-
lowed to know anything about
Yukon Padfic stock transac-
tions, Shaftel sold. An actnmtant
will do Hickd'a Income tax staie-
roem and mail It to the trustee to
fill In the blanks, tie said. The
trustee sends it to the Imesnal
Revenue Service, he said.

The blind trust Is In effect tOr
Use duration of HickeTs terra in
office, he said.

An escrow account has been
set up to pay the trustee.

""The stock has value but what
It's worth one can only specu-
late.”" Lowerdels said. ""We're
cot making money now so
there’s notelltng.”
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Thinking like an owner

wiii benefit'Alaska N |

Dear Editor: O VA

*e Your Editorial:- of'February 6
asked two policy questions about the
relationship between the State of
Alaska and Yukon, Pacific Corpora-

.tioh’s proposed gas line.” Since | +~nsk‘investment’if the’ proper deci-

didn’t have a previous opportunity,.
t1’d like to share my thinking with
you now. e o’ ' e 1

*  The use of a “fast track” priority
for'projects that the State deter-
-mines offer the State high benefit is

not only good "owner” thinking -*’

it’s good government! The sale of
1North Slope gas offers the State a
benefit similar to a multi-billion bar-
rel oil field and since a great deal of

- the ’infrastructure is .already in
eplace, the negative impacts should
minimal and manageable. To al-

ow the bureaucratic process to de-
ay these high benefit type of pro-
....jects would he too high a cost to the
State. That’s why the Hickel admin-

. istration continues to support the
joint Federal/State Pipeline Coordi-
?.,hatpr’s: Office. This-one-stop ap-

proach to dealing with common car- ]

. rier pipelines is so strongly support-
“ed by project sponsors that they have
agreed to directly fund the State’s ef-
fort. And, vyes,
(and hopefully others) would receive
the same cooperation. . J
’ As to State financing of thecpro-
-ject, I’'m against the State making a

Northwest.! Alaska’

sion and management structures are
not in place. Accepting a business
risk (he., market uncertainty) with-
out fully understanding it or without
the reaction ability to a changing
world will lead to failure." The nor-
mal State appropriation process isn’t
and won’t be structured to succeed in
the risk investment world; we can
"stick with the conservative owner ap-
proach.. But there are some unique
'State ’entities which” have clearly
shown an ability torsucceed, in the
face, of risk and great'market dy-
’namics; The Alaska* Permanent
Fund and the Alaska Railroad. A si-
milar Alaska investment organiza-
tion is-possible! But since .Yukon Pa-
cific has stated they don’t need State
. investment, it could be a moot point
'‘for thisproject.> - * . I
I agree that being an “owner”
;isn’t always easy, but thinking like
an owner will definitely help Alaska
move forward to a brighter future. «
Sincerely,
f:... Harold C. Heinzs > i
Commissioner:---- ms —
Alaska Department K > ~ i
of Natural Resources..



Busine smenr main skeptics
1“ ?orm pron?

regula

By MATT KOHLMAN _
The Associated Press ijrhi

JUNEAU — Top state of-
ficials told business leaders
Thursday the Hickel admin-
istration is committed to
drafting regulations that are
“road maps, not road-
blocks.”

But some business repre-
sentatives said they doubted
the goal could be achieved.
The two sides discussed the
issue at an Alaska State
Chamber of Commerce
workshop titled, "Regulato-
ry Reform: Can It Be Done?”

"You bet it. can. More
important than that, it must
be done,” said John Sandor,
state commissioner of Envi-
ronmental Conservation.

Harold Heinze, Natural
Resources commissioner,
told the more than 100 busi-
ness people that regulations
need to be simplified. But
even when they are easy to
follow, the government is
still bogged down in overre-

tory re

“6We shﬁuld
eventu
oInt O se |n
ostcard ?]S d
itlle stamp on |t
says Yyes. 9
— Paul Rusanowski
Governmental Coordination

gulation, he. said.

Heinze said the state of-
ten goes to great lengths just
to document that it has said
“yes” to a request. He cited
an agency’s 30-page letter
approving a three-page ap-
plication. The -iocumenta-
tion was to protect the agen-
cy against a possible
lawsuit, he said.

Paul Rusanowski, direc-
tor of the governor's Divi-
sion of Governmental Coor-
dination, said state rules
also have to be consistent
and based in scientific fact.

ISES

"We shouldn’t be denying
things unless it’s necessary,”
he said. “We should eventu-
ally get to the point of send-
ing you a postcard that has a
little stamp on it that says

‘yes.” ™

But business leaders said
simplifying rules will not
stop regulations that are

vague, badly applied or de-
layed. Confusion is the over-
all effect, they said.

“The players think they
are playing American foot-
ball. The referees think they
are applying the rules of
rugby or soccer," said Brian
Davies, a vice president of
BP Exploration (Alaska) Inc.

Davies also said that
while the administration’s
attitude is encouraging, it
has not been seen yet in the
lower levels of government.

“While the generals are
leading the charge, we’re a

little worried what the
sergeants are doing,” he
said.

Harold Heinze

John Sund, vice president .
f Silver - Lining Seafoods
0. in Ketchikan, com- I
plained about irrelevant re- |
quirements and “uneducated :
or vindictive enforcement.”

He suggested the agencies
put a quota on the number
of regulations the state can
adopt or establish voluntary
laws so businesses can police
themselves.



Alaska’s hands are full with Mg task of selecting federal lands

By DAVE PATRICK

TIMES JUNEAU BUREAU

JUNEAU — With an eye on the
calendar, state, federal and native cor-
poration officials are mounting a strate-
gic, legal, and political effort to fulfill a
35-yearproject: state land selection.

By early 1934. selection of 105 million
acres of federally held land must be

Lands

Continued from page Al

told U.S. Interior Secretary Manuel
Lujan an extension may be necessary,
said Harry Gamble, Hickels acting
press secretary. An extension would re-
quire an act of Congress.

Foremost among the hurdles is the
issue of dual land selection. The state
and Alaska’s 12nadve regional corpora-
tions have laid claim to Bmillion acres
of land. DNR officials down play the
conflict, likening the state and native
corporations to players on the same
team.

"We’re not trying to take anything
away from the native corporations. We
want the last best acre to belong to
Alaskans and not the federal govern-
ment," Swanson said.

completed by the state under terms of
the Alaska Statehood Act and the
Alaska National Interest Lands Conser-
vation Act.

Besides the scientific guesswork at-
tached to mineral development poten-
tial, land managers will have to hack
their way through a thicket of complex
legal and political problems. The task

Even so, Swanson said native corpo-
rations have dragged their feet In rank-
ing their most sought-after land selec-
tions. NANA’s Shively said It’s under-
standable given the immense stakes.

"The natives were here a longtime
before the DNR and the fact we want to
take a little time approaching this is a
responsible point of view,” Shively said.

Under the land selection process,
native corporations and the state lden-
tify tracts they wish to withdraw from
federal holding:; and an application is
made to tire Bureau of Land Manage-
ment, the lead federal agency. Native
selections are given priority by agree-
ment of state and federal officials.

The BLM clears title and the land is
conveyed by trrnsferring a patent to the
owner. Patent*; held by the state are
stored in fireprxtf file cabinets stored in
a vault.

State and federal officials concede
the patent conveyance process will
likely run well p.ist the turn of the cen-

seems daunting in purpose and process.

“What we do by Jan. 2, 1994, sets the
future for the state of Alaska,” said
Harold Heinze, commissioner of the De-
partment of Natural Resources, the
.lead state agency.

The state must pick 20 million re-
maining acres by the deadline. That'
puts the land selection rate at just over

tury. For now, land selection is crucial.
Once completed, Alaska will hold title to
29 percent of Its land, more than any
other state.

"Writers of the statehood compact
realized Alaska's need to become finan-
cially Independent from Washington,
(D.C.),” said Ron Swanson of the DNR
Division of Land and Water Manage-
ment.

Alaska's land selections have already
mined some revenue-producing gems.
The most notable: The super-giant
Prudhoe Bay oil field, which became
state land in 1964.

It is unlikely the remaining lands
hold another Prudhoe Bay, DNR offi-
cials said. But the selections are cov-
eted for their location near cities, vil-
lages, and utility and transportation cor-
ridors; the parcels may hold rich pros-
pects for recreation or coal, oil, gas anl
timber development.

All parties agree a considerable num-
ber of legal and political hurdles must

600,000acres a month.

The DNR has fattened its budget and
formed a project team crossing 14 dif-
ferent agencies and divisions in state
government. State officials predict their
work will be finished in the three-plus
years. At least one Native corporate ex-
ecutive thinks it is impossible.

"1 would be absolutely surprised if

be cleared: Age-old mining claims re-
main unresolved. Rights of ways for
public highways and historic trails on
federal lands must be established. The
federal government's acre-for-acre re-
placement policy for development on
wetlands could drastically reduce the
value of stateselected lands.

“Thu federal government could
make much of the land worthless with
it's no-net loss policy,” Heinze said.
Similarly, native land selections could
be drastically altered by a U.S. Su-
preme Court decision last year.

The Gulkana River case seems to
give the state jurisdiction over 100,000
miles of rivers and streams which
course through some native selected
tracts.

"Those may have to be subtracted
out of our selections,” Shlvley said.
"For natives to get down to their final
selection point is a very difficult mathe-
matical exercise." And cosily. In the

we could finalize our selections in the
next 20 years." said John Shively, vice-
president of NANA, a Kotzebue-based
Native regional corporation. "The state

may need to get an extension."

"No. N-O,” Heinze said emphatical-
ly. "It's a tough, big chore but It’s do-
able." In fact, Gov. Walter J. Hickel has

See Lands, page A3

past, costs for surveying parcels as
small as 40 acres have run $10,000, said
3J-Mofficials.

“We have about four months a year
we can survey,” said David Vickery,
BLM public inforrnaticn officer. “We’ve
got to have aircraft support, including
helicopters. We've got to set up field
camps which requires logistical sup-
port. It’s vety expensive.”

The federal agency is responsible for
laying out boundaries for all land selec-
tions and budgeted $10.5 million in sur-
veying costs alone last year, Vickery
said. Following his Feb. 4 meeting with
Hickel. Lujan said he wanted land selec-
tion to proceed with a sense of urgency.

Even so, federal land managers liken
It to packing two centuries of work into
less than four decades.

"It took the Lower 48 over 200 years

to develop land policies and pass laws,”
Vickery said. "Alaska's only been at

this for 30 years.”

Sunday, February 17.1991, The Anchorage Times



Hickel officer develops
new owner-state idea

By DAVE PATRICK

TIMES JUNEAU BUREAU ~~

JUNEAU — One of Gov.
Walter J. Hickel’s cabinet offi-
cers came on a notion to con-
vey Hickel’s owner-state con-
cept. The governor’s philoso-
phy holds that Alaskans, as
owners or shareholders in the
state’s vast storehouse of natu-
ral resources, must promote
development of resources.

The cabinet member’s idea:
Put chalk boards in state build-
ings with a daily listing of oil
prices. The cabinet officer:
Former ARCO Alaska Inc. oil
baron and Department of Natu-
ral Resources Commissioner
Harold Heinze. He said an oil
price tote board is used at an
ARCO North Slope facility.

QOil revenue accounts for 85
percent of the state treasury
each year. Heinze, and Admin-
istration Commissioner Millett
Keller, overseer of state build-
ings, said the concept was only
half-seriously discussed.

Koo

Anchorage lawmakers, look-
ing to bridge internal bicker-
ing, have formed a 27-member
group, or caucus, with four co-
chairs: two from the Senate,
two from the House.

“| suspect we'll be a power
to be reckoned with," said co-
chairman Rep. Larry Baker,
R-Anchorage. House Speaker
Ben Grussendorf, D-Sitka,
gave the caucus his blessing.

“Let’s see, a liberal, a mod-
erate, a conservative and a
reactionary. 1’d say Anchorage
is now  well-represented."”

o K e

Mili;tt Keller, commissioner
of the Department of Adminis-
tration, said Juneau bureau-
crats find it hard to look be-
yond Southeast Alaska. Keller
said it was difficult finding an
Alaska map for his office. He
finally found one through Har-

old Heinze, Department of
Natural Resources commis-
sioner.

"Folks around here just
don’t use maps," Keller said,
standing in front of his new-
found multicolored chart. "I
get the distinct impression that
people think (this) is the state
of Alaska," Keller said, cup-
ping his hands around the
Southeast region.

Keller called his newfound
trophy an "owner-state map"
since It outlines land owned in
Alaska by the state and federal
governments.



Coghill, Heinze tout tourist amenities for Denail National Park

By DAVE PATRICK

TIMES JUNEAU BUREAU

JUNEAU — The Hickel ad-
ministration Tuesday proposed
to federal park officials an ambi-
‘tious plan of paved roads and rail
and hotel development they say
will boost tourism in Denali Na-
tional Park and Preserve.

Lt. Gov. Jack Coghill and Har-
old Heinze, commissioner of the
Department of Natural Re-
sources, said only half the tour-
ists that come to Alaska visit the
park each year because of poor
access to the park’s centerpiece,

Mouit McKinley.

"Our reasonable goal is nine
out of 10 visitors,"” Heinze told
seven federal parks officials.

"The more visitors the more
dollars,” he said.

Heinze and Coghill also said
the administration supports con-
struction of a privately operated
250-room hotel in the park.

A task force of state and fed-
eral officials has been assembled
to resolve the access dispute
arising out of interlocking fed-
eral and state park lands.

Heinze said the undeveloped
land is of little use if no one can

see it.

"We didn’t select this (state)
land to look at it on a map,” Hei-
nze said.

About half a million people
travel the SO-mile dirt and gravel
Kantlshna road each year, the
only route Into the park.

Those willing to make the trip
find a spectacular view of North
America’s tallest mountain peak
and frequently encounter wild-
life.

Federal officials said they
would cooperate with Coghill and
Heinze, within limits of protect-
ing wildlife and the S-million-a e

park’s natural setting.

“We have parts of a great
mosaic and they should work to-
gether for the public’s use and
economic benefit,” said Boyd
Evison, director of the National
Park Service In Alaska.

Cutting a 70-mile road into the
park from the George Parks
Highway north of Healy south-
west over a historic gold mining
trail, ridges and a valley would
make park access easier, Coghill
said.

“We think it ought to be paved
so you get rid of that eternal
dust," Coghill said of the gravel

road.

Evison  said permafrost
heaves and rough terrain would
make road upkeep costly.

A privately operated elevated
rail line into the park also could
be considered, Evison said.

But the new road may disturb
wolf dens and the 3,000-head
Denali caribou herd that winter
and calve in the area, Park Su-
perintendent Russ Beny said.

Park officials said access
development would be subject to
stringent and lengthy federal en-
vironmental reviews. Neverthe-

less Coghill said he hoped to jee
road construction begin within .
two years. 1

Coghill said the state would
press for a road by asserting a,
claim to historic rights vay on.
Denali Park land.

“We want a partnership, nots «
confrontation,” he said. |

The park service has sched-
uled a public hearing concerning .
the road tonight at 6 at the An-
chorage Museum of History and
Art.



Proponents vow minimal impact
opening ANWR

By BEFIT TARRANT
TIMES BUSINESS WRITER

Oil development in the Arctic
National Wildlife Refuge can be
done with up to 75 percent less
physical impact and virtually no
drilling waste discharge than
was the case at Prudhoe Bay, In-
dustry and government officials
said on Thursday.

"We have decreased the size
of our production pads by 75 per-
cent, from 40 acres to 10acres,"
said Dr. Chris Herlugson, senior
environmental scientist for BP
Exploration (Alaska) Inc.

Herlugson spoke to about 50
participants at an Alaska Wise
Use Conference on ANWR held
In Anchorage on Thursday. He
reviewed a number of efforts the
oil industry has undertaken to
minimize Its physical impact in
arctic oil and gas exploration and
development.

“We have made a major prac-
tice of using Ice roads and Ice
pads in exploratory efforts," he
said. "We also are using Ice
roads for pipeline construction.
When (he Ice melts, the roads
and pads disappear.”

Substantial reductions have
space between wells, he said.
Development of Prudhoe Bay
used 105-foot well spacing, which
has been reduced to 35 feet. Well-
spacing for development of the
Endicoll Field on the North
Slope is 10 feel.

"We also have eliminated the
use of reserve pits, which are
used to contain drilling wastes
and cultings,” Herlugson said.
"The standard for ANWR (devel-
opment) will be no reserve pits
and zero discharge of wastes ”

"Environmental sensitivity Is
"We recognize we are only bor-
rowing the land."”

Herlugson was one of a day-
long lineup of speakers who told

Timil MitltBr MCHAIL OINNIIN
Natural Resources Commis-
sioner Harold Heinze said
Thursday development and en-
vironment can harmonize.

conference participants that
ANWR would be developed re-
sponsibly.

Harold Heinze, commissioner
of the state Department of Natu-
ral Resources, opened the pro-
gram.

"Development Is not Inher-
ently harmful to the environ-
ment. Both can live in harmony,"
Heinze said. "We can assure
development Is conducted and
the environment.

Lt. Gov. Jock Coghill told the
conference late Thursday that in-
frastructure already exists to de-
velop ANWR without additional
significant Impact.

"It will be relatively easy to
bring the oil over to the pipe-
line," he said.

Ann Rappoport, a wildlife
biologist with the U.S. Fish and
Wildlife Service, said the "use of
the best technology available™
means that cf the 1.5-mllllon-acre
ANWR coastal plain, only 6,000
acres will be affected directly
and another 7,000 acres Indirect-

See ANTVR, page C3
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Continued from page ClI

Rappoport said the federal
agency's recommendation that
the coastal plain be opened to jt-
ploratlon and development was
based on five years of first-ever
biological studies as well as three
years of Industry surface studies
and two years of seismic explo-
ration.

The Initial Fish and Wildlife
Service studies ended In 1987, but
Rappoport said her agency In
1938 "began building on the origi-
nal five-year program.”

"We need to have the regula-

tory regime In place before
development occurs,” said Dr.
Wayne Reglin, northern regional
deputy director of the state De-
partment of Fish and Game.

"The industry needs to know
the rules before It gets started,"”
Reglin said. "With ANWR, we ad
know the world Is watching us.”

Mitigation and revegetaihn
measures during and after devel-
opment must stress the return of
species native to the area before
development, said Phillip D.J.
Smith, a resource consultant.

"1 can turn a disturbed area
on the Slope Into a golf green, but
that's not what we want," he
said. "Revegetation Is designed
to promote the return to Indige-
nous habitat."”



State should take over Glacier Bay, Heinze says

By DIRK MILLER

TIMES JUNEAU BUREAU

JUNEAU — Alaska may try
to wrest authority of Glacier
Bay’s waters from the National
Park Service, which in recent
years has moved to evict subsist-
ence and commercial fisherman
from the bay.

"l Think it’s something in our
mind,” Natural Resources Com-
missioner Harold Heinze said.
“Basically, Glacier Bay has been
designated as a park for a very
long time. There’d probably be a
lot more legal wrestling over
that.”

Heinze said he considers Gla-
cier Bay an inland body of water,
which the state should manage.
As manager, Heinze said, the
state could make allowances for
commercial and subsistence fish-
ermen.

“Clearly, Glacier Bay is an

been real assertive,” Heinze

said. "It really is an issue of

who’s in charge."

Heinze made the remarks at a

meeting of
Gov. Walter
J. Hickel's
subsistence
advisory
council  this
week and in Z
later  inter-
view.

. Marvin
Heinze Jensen, the
park’s superintendent, said Hei-
nze’s idea was not new and was
even considered during former
Gov. Steve Cowper’s term. Jen-
sen said the Park Service main-
tains its claim of jurisdiction
over Glacier Bay.

John Quinley, Park Service
spokesman, said the 53,270-acre
park’s longevity is a factor in

area where the Park Service has « Who manages it. The park was

originally created as a national
monument by President Calvin
Coolidge.

“Part or our contention is that
it was a park before statehood,"
Quinley said. “The state hadn’t
been created for another 30 some
years."

Meanwhile, an attorney for a
coalition of commercial park
users said the state should check
with them before making any
moves.

Bruce Weyhrauch is repre-
senting the Allied Fishermen of
Southeast Alaska, which has in-
tervened in a lawsuit against the
Park Service filed by the Alaska
Wildlife Alliance. The Alliance’s
suit seeks an order forcing the
Park Service to ban commercial
fishing in the bay. All parties are
currently working on a pre-trial
settlement that might be jeop-
ardized by any state action, he

See Glacier, page A9
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Continued from page Al

said.

"Clearly this is a Hickel
issue," Weyhrauch said. “It’s a
federal-state issue. If he’s con-
sidering it, he should discuss it
with his constituents.™

The Park Service says com-
mercial and subsistence fishing
in the park’s waters were not au-
thorized by Congress when the
park was created in 1925 or in
later years when it was enlarged.

Glacier Bay 11 s 65 miles west
of Juneau, a .jody of water
nearly surrounded by tidewater
glaciers.

About 200 years ago the bay
was covered with ice. Since then
the glaciers have retreated to re-
veal myriad inlets, bays and
fiords.

The park s boundaries in the
Gulf of Alaska stretch far beyond

the bay. From Excursion Inleton
the northeast to Cape Fairweath-
er, the park’s boundaries, for the
most part, stretch from one to
three miles out on the water. Be-
yond the cape, the boundary con-
tinues along the shore to Dry Bay
and up the Alsek River to the
Canadian border.

The park waters hold produc-
tive salmon, halibut and crab
fisheries, Weyhrauch said. “It
covers a half-million acres of
marine waters.”

“It’s a major part of the fish-
ing grounds,” said fisherman
Sandy Craig of Jur.eau. “Ap-
proximately 25 percent of South-
east Dungeness crab come from
those waters.

“It’s been fished constantly
since before the turn of the cen-
tury, long before it was a monu-
ment.” LI

Commercial fishing will con-
tinue while the Park Service
studies its impact, said Jensen,
the park’s superintendent. When
studies are completed several

years from now, the agency will
decide whether to allow com-
mercial fishing in the park.

“If it was clear from those
studies that there are no adverse
affects,” Jensen said, “we would
consider modifying the existing
prohibition co allow commercial
fishing to continue.”

He said the federal Wilderness
Act prohibits commercial fishing
in the park’s wilderness waters.
Non-wilderness waters could be
opened by regulatory change, he
said.

For the Park Service to allow
subsistence in Glacier Bay, it
would require a change in the
Alaska National Interest Lands
Conservation Act, Jensen said.

Jensen said regulations are
being written to prohibit subsist-
ence fishing in Glacier Bay, but
the regulations likely will not be
completed until after the sum-
mer season. Subsistence should
therefore be allowed for another

year, he said.

Sunday, March 3,1991, The Anchorage Times;



State can’t get land rights of way-Heinze

By ING MARTIN
St Witer
The state’s
Natural Re-

sources commis-
sioner sees a ma-
jor roadblock to
future develop-
ment of resources
onstate land-"c-
cess.

Commissioner
Harold Heinze HEINZE
told members of the Alaska Sup-
port Industry Alliance on Wednes-
day that the state needs to work out
rights of way with the federal gov-
ernment and Native corporations
so it has complete access to its
lands.

“1 think Alaskans find it easy to
focus on the resource side,” he
said. ‘“‘But our biggest problem
right now is we can’tget the stuff.”

For example, Heinze said, the
state retains ownership of all
“navigable' waterways that cross
federal lands. However, the federal
government continues to dispute
whether many are navigable,
Heinze said. , =

“What waterways in Alaska
aren't navigable?” Heinze asked.
“There may be one, but | can’t
think of the name right off."

At the same time, the state faces
a deadline for selecting the last 20
million acres to which it is entitled.
The Alaska Statehood Act gave the
new state government the right to

select about 104 million acres of
land. Sofar, the state has laid claim
to about 84 million acres, and has
untii Jan. 2,1934 to select the rest.

Whatever land it chooses should
be as resource-rich and strategical-
ly located as possible, Heinze told
Alliance members. He brought col-
or-coded maps detailing locations
of federal parks, monuments, re-
fuges, protected forests, reserves
and wildlife habitats. The maps
also outlined Native corporation
land, state-owned lands, and the
land still ava'labie for selection by
the state.

Federal lands often engulfs state
and Native lands, Heinze noted.

With less than three years to thf
federal deadline, the Department

Natural Resources is soliciting
public input—from industrial ex-
perts to private citizens to stu-
dents—regarding land selection.

“Wedon’thave time to go out and
get daia. Wc only have time to go
out and get knowledge,” Heinze
said.

Heinze also said he wants to pur-
sue sales of North Slope gas. The
gase could be brought to Fair-
banks, he said, where consumers
would appreciate the low-cost
energy.

"l have a boss who, over the
years, seems to have expressed a
great interest in the sale of natural
gas,” Heinze said. “I don't think he
has to demonstrate his creden-
tials.”
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Business leaders called upon to help make land selections

By B2RT TARRANT

times BUSINESS WRITER
Alaska Department of Nam-

ral. Resources
commissioner

Harold C. Hei-

nze Monday

called on busi-

ness and indus-

try groups to

assist his office

in making its

final 20 million Heinze

acres in land selections under the
Alaska Statehood Act.

Heinze told a luncheon meeting
of the Anchorage Chamber of
Commerce at the Anchorage Hil-
ton that land selections were one
of his department’s top two pri-
orities. The other is helping
move forward "high benefit”
projects, such as the sale of
North Slope natural gas, addi-
tional oil production, coal expert

and large hard-rock mines.

"Alaska has until Jan. 2, 194
to select 20 million acres, plus or
minus five million, to finish it
off," he said. "That will com-
plete our entitlement of 105 mil-
lion acres, an area about the size
of California and a little over one
quarter of Alaska’s total of 378
millionacres.”

Heinze said the deadline
comes 35 years after Alaska be-
came a state.

"Selections originally were to
be completed in 25 years, but 10
years were added to take into ac-
count Native land selections
under the Alaska Native Claims
Settlement Act (of 1971).”

The resources department is
making a parallel effort on land
selections with rmphasls on re-
source and transportation corri-
dor assessment, he said.

“We are working with the
Alaska Miners Association on re-

source assessment,”  Heinze
said. "In a few weeks, a large

mailing will go out to their mem-.

bers to find out areas they want
us to lookat."

He also asked for help from
other resource and industry
groups.

"We need knowledge from
you to help us answer wliat we
want to end up with," he said. “1
think it would be worth the
clamber setting up a committee

to discuss this. How wisely we se-
lect those lands will affect future
generations.”

The Yukon River cuts the
state in half but has only one
bridge crossing it, he said.

Heinze said the state has 20
million acres worth of selections,
but faces problems that could
alter that figure either way by as
much as 5 million acres, includ-
ing issues of navigable rivers and
Native land selections.
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By Ray Tyson
For the Journal of Commerce

-Arvo Alaska’sdecision to post-
pone crude oil production from the
PointMclintyrefieldcoughtneirly
everyone by surprise, including the
state's top resource official and
former president of the company,
Harold Heinze, who appears to be
in no mood for surprises or delays
in light ofdwindling state oil rev-
enues.

"Point Mclintyre isn't another
FrudhoeBayoranythinglikethat,
but it's those kinds of additional
revenue streams we need,” said
Heinze, commissioner ofthe state
Dept of Natural Resources.

Heinze, who served as president
of Arcc Alaska in the mid-1980s,
said he was "surprised," “dis-
turbed" and "a little dismayed" by

Arco's March 26 announcement de-
laying Point Mcintyre production
until 1993.
The larg-
est U.S. oil
discovery in
more than a
decade, the
300 million
barrel field is
expected to
generate
$1.2 billion
in state roy-
alties and
taxes.

Arco, the field operator, had
planned to bring Point Mclintyre on
line in late 1992. But the company
has been unable to agree on field
equity and other key issues with its
partners, Exxon and BP Explora-

Continued on Page 6

Continuedfrom Page |

tion. Arco, which discovered the field
in 1988, says it's entitled to a 30
percent to 40 percent share of the
field.

Just when startup will begin, "de-
pends on how long the delay will be,
Arco spokesman Ronnie Chappell
said. “We're trying to make this delay
as short as possible."

BP said it could take six to nine
months to resolve the issues, which
means startup may be delayed at
least a year.

“We understand that people occa-
sionally need time to get their house
in order,” Heinze said. “Butobviously,
the state’sinterest in the longer term
is not served ifthis becomes a drawn
out deloy."

Under terms ofits lease agreement
with the oil companies, the state can
terminate a lease “by an appropriate
judicial proceeding,"” if “paying
quantities"ofoilorgasarenotbrought
into production within a reasonable
period.

“As a good royalty ov/ner we have a
little patience,” Heinze said. “On the
other hand, if we really started to
reach a point, yeah, there are ways
we could put pressure on them.”

In addition to reservoir equity, the
issue of "facility sharing" also must
be worked out among the partners,
who plan to commingle oil from Point
Mclintyre and the producing Lisburne
field in the Arco operated Lisburne
production facilities. The issue is

Continued on Page 26

Helnze

Continued from Page 6
complicated because the producers,

who currently process crude through
the Lisburne facility hold separate
ownership percentages in the Pt.
Mcintyre and Lisburne fields.

BP spokesman Paul Laird also said
BP also is questioning the "maturity
ofengineering”on theprojecL“Wefelt
more engineering needed to be done
before we are comfortable with the
project,” he said.

Though production startup at Point
Mclintyre has been delayed, field de-
velopment work will continue, Arco's
Chappell said. "We will continue with
delineation of the field," he said.
‘We’re currently drilling two wells
and plan two more this year. Engi-
neering work will continue, and we
plan to go forward with gravel work,
including roads and drilling pads."

More so than BP, Arco and Exxon

hold a greater interest in seeing the
Point Mclntyre oil field brought into
production as soon as possible. Arco
and Exxon hold a 50-50 share of the
parcel on which oil was discovered in
1988 and therefore are entitled to a
substantial royalty rate reduction.

Last month the state.reduced the
royalty rate on the Point Mcintyre
discovery lease from 12.5 percent to 5
percent. Under terms of the agree-
ment, the lower rate is effective until
1998, or 10 years after the field was
discovered. That means forevery re-
maining year the field is not brought
into production, Arco and Exxon for-
feitayear oflowroyalty payments to
the state.

“Atleastonecompany(ARCO) isin
a hurry to rush into the project prior
to the resolution ofkey issues, and at
least one company (BP) doesn't see
any compelling reason to make deci-
sions prior to the issues being re-
solved." Laird said.






ARCQO5% Harold Heinzie

A meteoric ascent
to the room at the top

By Pau. Laird



Since soaring through ARC O 5 ranl{s to become
presideyit of its major subsidiary, ARCO Alaska,
43'year*old Harold Heinze has become a leading
voice of reasonfor Alaska's multibiliton'dollar
oil industry.

loved math. Loved chemistry. Loved physics. Loved b>tin-
ker. Couldn't spell or write to save his soul. “I was predes-
tined to be an engineer," Harold Heinze recalls.

When it came time to look to the future and put tinkering i..m
its proper perspective, he settled on petroleum engineering - a
suitable compromise between the things he already liked best and
something he figured he could learn to iike a lot better after he got
out of school: good pay.

So it was off to the Colorado School of Mines, where he gradu-
ated in 19(34 with a degree in petroleum engineering. He was doing
a bit of outside reading in those days, too; when he ran across
several articles by a young but tremendously successful oil man
named Robert "R.0." Anderson, he liked what he was reading.

Anderson, at 44, only recently had sold his successful New
Mexico production company to tiny Philadelphia-based Atlantic
Refining Co. in exchange for stock that made him Atlantic's big-
gest shareholder. And about the time Heinze was graduating from
Colorado School of Mines, Anderson was cancelling his early
retirement from the oil business to become Atlantic's chairman.

"(Anderson) seemed to have a vision of where he was going, and
when 1read the things he was saying, they made a lot of sense,"
Heinze recalls. "Atlantic Refining had always been a stodgy little
company before he took over, but he was an idea person who was
willing to go out and do things."

In short, it sounded like the kind of act Heinze wanted to join.
In August of 19(35. after a year of graduate school, he did just that.

In the 20 years that followed. Anderson would steer Atlantic
Refining into a merger with Richfield Oil and mold Atlantic Rich-
field Co. into a multibillion-dollar, multinational giant. Today he
continues to serve as its chairman

Heinze, after a two-year stint in the
Army that lasted until 19(57, would
advance from junior engineer at j
the company's operation in
Midland. Texas, to presi-
dent of its major wholly- Jm SiH iw,
owned subsidiary He
also recently was
elected senior vicw*
president of the
parent company.

Now 43 and in
third assignment in Alaska,
he heads the largest private-
sector work force in the state and
’<responsible for multibillion-bar:el

and gas reserves and production
statewide as president of ARCO Alaska Inc.

Even AS A YOUTH, his future was all but cast in cement. 1le

DECEMUEK mat
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Says Robert Wycoti. vice chairman
of ARCO at its Los Angeles head-
quarters, "When we were looking fora
new president for ARCO Alaska,
Harold was by far the most qualified
person in the company. He hud an ex-
cellent background in Alaska, and
every time we’ve given him a job to do.
he's excelled at it.

“Alaska is ARCO's major operation,
but it's been a reward for Ilarold, too. |
can remember his response when we
offered him the job. He said, 'Color me
ready, because I'm ready to go.""

efore niSt. Alaskan opera-

tions were a division of ARCO,

and a vice president headed the
division. Since succeeding Paul N'or-
gaard in May likSd to become the third
president 0l ARCO Alaska, Heinze
has responded to his "reward" with an
unconditional commitment to his com-
pany and his community.

While refining his skills as a com-
municator. lie's matched an ability to
lead with a realistic perspective of
goals and strategies to become a cata-
lyst lor growth within the company, a
corporate ambassador for ARCO nut-
side the company and a leading states-
man for the entire oil industry in the
state,

"If you were to ask the average
Alaskan what he thinks about ARCO, |
think you'd get a very positive reac-
tion." says one oil industry observer.
"Harold lias played a strong public
relations and community role for the
company, and lie's provided the direc-
tion.”

llonize credits his meteoric ascent
through ARCO's corporate ranks to
"being at the right place at the right
time," but he allows it was a personal
"stroke of genius" that first brought
him to the right place (Alaska) at tile
right ime (early 1M1).

He was a junior engineer in Mid-
land in 19(i8 when ARCO first discov-
ered oil at Prmlhoe Bay, and he
remembers his own excitement at the
announcement. "l knew it was big and
knew it was important. | was in a
position tounderstand just how signifi-
cant the find really was. and Idecide .11
wanted to be a part of it."

Just to make sure no one mbsod the
point, he began wearing a parka to
work m Midland. Within months, he
got lus chance to wear it at Pitulhoe

The “youngest oi the young "ami mg
a group of about a dozen engiaei °.
who went to work on the North St pc
early in ISHi9. Heinze participated m
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(lie early engineering work at I'rud-
hoc, testing wellsand playing ait active
role in lease sales. His first transfer
back to the Lower 15 came several
years later "when the euphoria of '
and 70 gave way to the boring waiting
(for pipeline construction) of 72 and
i

ilereturned io Alaska in 197(5as en-
gineering manager for ARCO's North-
ern Alaska District (Prudhoe Bay) but
once again was transferred Outside on
Thanksgiving Day 1979 to take on
othercorporate duties in Los Angeles.

"Both times we left, it was tough for
us," he says. "We've come to feel
Alaska isour home. The first time we
figured it would be a long time before
we returned, and the second time we
figured itwas goodby." His final assign-
ment before returning as president of
ARCO Alaska was vice president of
ARCO Oil & Gas Co.'s Mid-Continent
District based in Tulsa.

Hes never been preoccupied with
the next promotion, and at ore point he
only wanted to be a district engineer.
"lI've never held one job and said 1
wanted to have another,"” he says.
"Whatever comes will come, and 1
don't need to prove anything to
myself."

His ascent has dictated that he
make what one acquaintance calls "the
hardest transition in the world"-the
shift from the highly structured pro-
fession of engineering to the people-
oriented business of management.

He learned to be comfortable in
front of groups when he was an
instructor in the Army, and he hasn't
shied away from opportunities to
refine his public relations skills since

Heinze and urn Hal display pinieess n itlt mke<

\Jwvji. j

Ih iiue juggles Ins time between weighty deeisinn making irspimsibilities at .-].Itd)
Alaska mu/ emnmunity activities lil;c playing Rabin Hmid in this United ill/y

fundraising shew.

then.

"I've always been conscious of eve-
rything I've done as a learning experi-
ence. no matter how tenuous it
becomes at times," he says. Now he's
instrumental in virtually all of ARCO
Alaska's external relations activities,
and he'shecome a visible symbol of the
company in the Alaskan community.

Eugene Erskine. CEO of United
Bancorporation Alaska, describes the
ARCO Alaska president as "an engi-
neer who's worked hard at becoming a
public person. He's taken on the chal-
lenge of public speaking even though
you get the feeling he really doesn't
enjoy it sometimes."

Since becoming ARCO Alaska
president, Heinze has served as a di-
rector at I'BA. 1lle also isa member of

icite | and I\ >«. the family dag

the DBA board’s loan committee,
which reviews all lean proposals in-
volving $800,000 or more.

“The first few tI'BA) board meet-
ings he attended, he seldom said any-
thing." says Erskine. "My first impres-
sion was that he was a iot like Glenn
Simpson (the first president of ARCO
Alaska); (Simpson) attended the meet-
ings but didn't say much. Since those
first few meetings, though, his logic
and his business training have brought
valuable practical input to our board."

L'BA's board. Heinze is a director

of the Anchorage Chamber of
Commerce. Commonwealth North,
the Energy Source Education Council.
Junior Achievement, Providence Hos-
pital Foundation and Alaska Pacific
I ’diversity's Center for Entrepreneur-
ship. lle also serves as president ol the
Alaska Oil & Gas Association.

It's not unusual for his days to begin
with an early-morning breakfast and
end with a meeting or dinner that lasts
well into the night. Erskine says
Heinze is "always willing to take on a
task, and when he gets involved, he
gets involved all the way. He's an ideal
board member because he doesn't
want to come in and manage the bank,
but he wants to help.”

Adds Max Hodel. president of
Commonwealth North. "Harold has a
strong dedication not only to ARCte
and the petroleum industry but also to
ARCO'sresponsibilities to the commit
nitv."

While Heinze sometimes worries
he's "over extended" with outside ac-

I N ADDITION TO his positions with
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tivities and spends less time with his
people at ARCO than he should, others
in the company tell a different story.
One associate maintains Heinze is in-
volved in every major corporate deci-
sion, and others say his interest in his
staff has earned him the respect and
loyalty of most of the company's 2.U00-
plus employees.

Last year ARCO Alaska launched
an internal program of defining what
elements would go into making the
company “the best" and how it could go
about achieving that goal. One em-
ployee relates how Heinze cancelled
all of his appointments one afternoon
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to sit in on a session of about oil ac-
counting department employees who
were discussing the issue.

"I don't know how employees in
oilier departments feel," says the ac-
countant. “but the people in account-
ing are really ioyai to him. They're
proud of the way lie's outspoken in lhe
community, and they were really im-
pressed that he took the time to find
out about their feelings.”

Heinze says he's always been par-
ticularly cautious in making decisions
that will impact people and maintains
he's the one who's ultimately responsi-
ble for dealing with "more nebulous
things like knowing the pulse of the
organization-when wc feel good and
when we re down on ourselves."

His management capabilities have
faced a formidable challenge this year
with astreamlining program that whit-
tled ARCO Alaska's staff by nearly 15
percent through eaily retirements. At
the same time, ARCO Alaska’s in-state
exploration staff was cut from 200 to
35 when company-wide exploration
activity was centralized in Dallas.

"Right now were emerging from a
queasiness in the organization,” he
says. "We were shaken, and under-
standably so. For a while it was a case
of moving holes around to make sure
we'd do what needed to be done and
put off what could wait. But we’re
stronger for it. and you have to think of
it as a learning experience."

Reorganization within ARCO
Alaska and throughout the company
has been inevitable in the current envi-
ronment of declining world oil prices,
he maintains, and the reorganization
has positioned the company to once
again move forward.

"When the world turns our way
again and we get a tailwind, we'll be
ready to take advantage of it," he says.
"Were here to stay. Sometimes when
you run into a tough headwind, you
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hold your ground instead of charging.

"But the only thing that's really
changed isthe pace of progress toward
our objectives. When you're ir. a dark
room and you want to get to the other
side of the room, you're mote cautious
and you don't go as fast as you would if
the lights were on."

ARCO's Wycoff says lleinze's abil-
ity to provide a broad conceptual over-
view of the potential effects of new
programs and policies, coupled with
his strength at working with indu-try
partners in operating North 51 >pe
fields, were important considerations
in his selection as ARCO Alaska's
president.

e'sdemonstrated the same
H innate business sense in other

environments as well. | BAs
Erskine calls him a "quick study," and
he says he "never has any qualms about
making decisions based on (Heinze's)
input,”

While oil industry profits have suf-
fered from declining oil prices, the
bottom lines of most Alaskan banks
have suffered from declining real
estate activity. Most banks arc experi
encing higher loan delinquency rates,
and United Bank Alaska has been no
exception.

Some UBA board members have
expressed their misgivings about cur-
rent loan setbacks, but Heinze has
evaluated the losses in the context o!
an aggre; c ve real estate lending strat-
egy that brought UBA healthy returns
and tremendous growth in assets in
1983 and early 1984.

Says CEO Erskine. "He realizes we
made money through real estate be-
fore. and now we have to wait until
building comes back. He understands
that times like these are when a bank
really has to work with builders: you
don't shut a guy down now, or you're
sure to take a loss."”

His willingness to take a stand and
tocarry ARCO's banner into the public
arena has thrust Heinze to the fore-
front as an industry spokesman as
well. Observers describe him as t
straight shooter-no flowery over-
statements of the benevolence ol the
oil industry and no iire-und-bnmstono
sermons on the evils of government
regulation.

That no-nonsense approach is icp-
tesentntfve <4 the tone R.O. Anderson
has set for the entire ARCO organiza-
tion. Atlantic Richfield was the ouK i
producer that spoke out agaiii«t the
now-defum. t oil depletion allowance a
measure that dramatically reduced



taxes on the industry. It was the first in
the industry to advocate channeling
federal highway funds into mass tran-

sit. and it contributed to the unsuc-
cessful effort to derail California’s
Proposition 13 tax-reduetion initia-
tive.

Likewise, the ARCO Alaska presi-
dent has nurtured credibility by under-
standing ail aspects of an issue and
evaluating their net impact before ad-
vocating a course of action.

"With 1llnrold 1lleinze. every issue is
approached with reason and logic."
sa>s one observer. "l le doesn't tell a lot
of phony stories about what will hap-

pen to Alaska it the petroleum indus-
try doesn't get its way. While others
rant and rave and complain about
those fools down in Juneau,' he uses
his forum to educate."

Most recently, he's used t! d forum
to advocate a realistic apptoach to
resource development and govern-
ment spending at the stale level, lie
maintains the state is failing to live up
to its responsibilities as one of Alaska's
majoi "landlords."

"Prudhoe Bay is not representative
of resource development,"” he says.
"With the resources it has, Alaska
should be bragging about ail the proj-
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ects a has going. The stair needs in';v
an advocate ot resource development,
but so far it’s been too paranoid to be
anything but aregulator The only way
Alaska’s resources will ever amount to
anything is if we develop them, and if
the state were a responsible land-
owner, it would at least prospect its
property to find out wiiat it has."

In recent years, state government
has been running on an annual budget
of about $3,000 for every man, woman
and child residing in Alaska. Heinze
says the stale should adopt a "needs
approach™ on spending.

"I'm just suggesting that Alaska
might try to ‘eke by' with a budget of
perhaps $-1,300 per person." he says.
"It's a difficult transition, but instead of
being wealthy, we're going to have to
learn tobe />™/r»/ly wealthy. The only
wav this state will fail is if we force it to
fail "

e says ARCO's commitment
to Alaska is as strong as ever
and notes that a record sealift

scheduled for 10S(5 will add substan-
tially to the company's North Slope
production capacity. Even the compa-
ny's in-state employment will rebound
to previous levels over the next two
years, lie predicts. "We've been
through rough times before," lie says,
"and we realize we're here for genera-
tions. Buoyant forces will bring us
back to where we were before the
cutbacks."

In a state oil and gas lease sale this
fall, ARCO Alaska and Amerada 1lless
jointly bid about $9.l1i million to lead
bidding in the sale. “There's so much
potential to be explored that well be
here for decades."” Heinze says.

And Heinze? During his more than
10 years in the state, lie's developed a
similar attachment to Alaska. He and
his family just completed the second
year ot what he calls his "five-year
plan" for building a cabin in the woods
northof Talkeetna. and Phase 3 sched-
uled for next summer calls for walls.

But there's a bond even stroncei
than his love of Alaska, and that's Ins
lo\altv to the company that gave In::,
the opportunity togrow with Alaska in
the first place. If he's ever forced a
choose between the two, the decisim’
would be painful, he concedes; next
time lie says goodby to Alaska, it uill
milly mean good by.

"But if ARCO feels | can do nio:>
good somewhere else, I'll go." he sa\ -
"In my position. | need other people
trust my judgment. I'have to be will;; g
to trust others "
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The image makes Harold Heinze one of Alaska's hest-known leaders

by Bill Stephens

he trim, silver jet (lies over
MI. McKinley, halfway from
Anchorage to Prudhoe. Already,

ARCO Alaska President Harold Heinze
nas met with one lieutenant over a
newspaper article, with another about
this morning's scheduled talk !o
Prudhoe employees, and he's starting a
third airborne meeting about the 1987
budget.

Earlier, he had attended a community
breakfast. At the North Slope, after
meeting with employees, Heinze will
observe unloading ot the summer's
sealift, then hold a press conference.
Tonight, he and his wife will attend the
thea'er.

A busy day for Heinze. But fairly typical.

12 a ¢

Heinze. 43. leads ARCO Alaska Inc.
(AAl) ot a challenging time. Many think
this energetic, outspoken maverick is
the right leader for now.

Falling prices have dropped AAIl profits.
More investment is needed to fully
develop the North Slope, including the
giant Prudhoe field, but money is tight
and Prudhoe co-owners disagree on
future development. Employees are
apprehensive about cutbacks. Increased
state oil taxes loom.

Heinze is the point man on all these
‘snnts Urging current austerity and

ure planning, Heinze is populai with
employees. A tireless community leader,
he's made the company a political force,
becoming Alaska's best-known oil man.

A wiry chainsmoker, Heinze does not,
at first glance, strike a commanding

presence. But when he starts talking,
you notice. His powerful voice serves
him well at the podium or in the
boardroom. His mind is sharp, and he
moves faster than an Arctic jack rabbit.

Says an industry colleague: "He looks
line a teenaged hayseed, but soon, you
recognize he's no kid, no hayseed."

Colleagues marvel at his energy. One
morning last winter, while he was
suffering from a cold, Heinze was out
waving a United Way banner on a street
corner before work. He attends three
community breakfast meetings and two
evening functions per week. He travels
constantly. But at the same time, he
maintains a private personal life. His
wife Vicky says their family life hasn't
suffered from his success.

Heinze holds no regular staff meeting,
ignores organization charts, and hates
paperwork. His personal filing system
consists of a four-foot stack of paper.
"He's too busy to worry about keeping
files," says secretary Sherre Jones.
"Besides, he's got everything filed in his
head." He disdains trappings, driving a
camper to work and eating in the
company cafeteria. His hobbies, which
are solitary, include computer war
games, monster movies and science
fiction.

Heinze has flair. At a long-winded
budget goals meeting, Heinze whioped
out a piece of paper, ripped off a small
corner and held it up. "We should be
able to write our goals on this!' he said,
smiling "It's not all that complex. Oil
prices are the pits. We've got 'o pinch
pennies now without sacrificing our
future."

At a United Way kick-off lunch, Heinze
dressed as Robin Hood. To dramatize
oil industry talks to local school kids,
he has dressed as a sheik.

Heinze has become a public figure
partly because he's outspoken and
feisty. At a conference. Alaska Governor
Sheffield took some digs at the oil
industry and cited some incorrect
reserve figures. Heinze,

the next speaker, counter-
attacked and corrected

the Governor. In Juneau,

union picketers, objecting

to oil industry local hire

policies, blocked Hein,

path. With TV cameras

rolling, Heinze engaged

the biggest picketer in a

debate.

He's also a "techie," a

child of the TV and com-

puter age who stunned

his financial staff by fig-

uring out overnight on his

home computer the financial impact of
a price drop.

The plane touches down at Prudhoe.
and Heinze takes the shuttle to the
base camp. It's rainy and cold The
base camp conference room fills with
employees.

"I came here." Heinze tells them,
"because of employee anxiety about
cuts. We did some streamlining to save
iobs. and we froze wages because they
were out of whack But | have no other
shoe to drop”

Says one operator: "We re turning out
twice the work with half the people
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With all the changes, we wonder if this
is still a people-oriented company"

"Yes. it is," Heinze responds. "Our
situation isn't desperate, but it's serious.
We've got to spend less without skimping
on safety or the environment. We need
your commitment and ideas."

After lunch, Heinze boards a bus for the
Prudhoe docks. It's drizzling harder now,
and he slips on a waterproof coat. The
bus passes a trailer transporting a
3000-ton module. At the dock, Heinze
inspects huge. |ust-unloaded modules.

Heinze says falling oil prices have
forced ARCO to re-evaluate its rapid-
development thinking. A decision was
made to temporarily delay North Slope
development drilling in order to finish
the sealift.

"We've put off part of our future."
Heinze says, "but we haven't given it
up. We'll be in these fields a long vine.
Their value will come back, and we
need a core of folks
working on long-term
things like reservoir
studies.

"We need long-term
development, but we can
wait." he adds. "Right
now. we need to figure
out what to do in this
low-price "*'orld, We will
not have a large capital
program in 1987 We'll
defer things and figure
out which projects wo
can afford now."
eraitu”iMiuu
Later, at the press conference m the
Prudhoe base camp auditorium. Heinze
says this sealift represents a maturing
of North Slope oil fields.

"Why is this the last major sealift?"
a reporter asks

"We've now finished »he planned
development of Prudhoe, and no other
pieces have been approved Because
prices are low, our motivation to move
fast isnt great. But after a lull,
assuming Alaska's investment climate
remains stable, mere will be big
sealifts again.”

11 ::"ir’X Oc.vfv

Heinze grew up on Long Island. His
father, a career personnel man with
ARAMCO, says his oldest son was
high-spirited and liked math and
science. Young Harold built model
airplanes, an alarm system that woke
him up to his favorite TV science shew,
and a babysitting alarm system for his
brother's crib.

Influenced by his father. Harold studied
petroleum engineering at the Colorado
School of Mines, where he was almost
expelled for helping dismantle a rival
school's sign. However. Heinze went on
to be first in his major and student body
president. At that time, he met future
-wife Vicky, a bookish, independent, well-
traveled Army brat who would prove an
ideal mate.

In 1968. after military service, a crewcut
Heinze went to work for ARCO in
Midland. Texas. "I had read about R.O.
Anderson and liked what he was doing,”
he says. His goal was to be engineering
manager in Alaska or Australia.

That same year, ARCO made the
Prudhoe discovery. As a hint to his
Midland bosses of his des.re to move
to Alaska, he wore a parka around the
office, and in 1969. the Helnzes arrived
in Anchorage.

Heinze was one of tour young engineers
assigned to devise a Prudhoe reservoir
strategy, the foundation lor
development. "It was exciting,
pioneering work," he recalls.

It was also tough. Between 1969 and
1970. Heinze spent much time in Dallas,
working through the night on computers.
But the time in Alaska, Heinze says,
was a time ot frontier closeness, parties
and touring backroads.

Recalls Chris Woessner. one of the
foursome: "Harold was the smartest,
hardest working guy around. We all
knew we'd work for him some day."

But the young engineers were frustrated
in their desire to implement their plan
when pipeline construction stalled. So in
1972. the Heinzes sold their Bronco,
parkas and snow shovel and moved

to Dallas, wheie Harold took an
engineering stall |Ob In 1973 he was

recalled to Alaska, ultimately becoming
head of North Slope engineering, a job
he retained through the 1977 Prudhoe
start-up. During this period. Hemze
helped shape field development

One former colleague calls Harold the
"midwife" of Prudhoe. Recalls Paul
Norgaard, his supervisor: "Harold had to
work hard on his transition to manager
because his inclination was to do the
job himself. He learned."

From 1979 to 1983. Hemze wonted m
Los Angeles. Dallas and Tulsa. In 1983.
when lhe top Alaska job came cpen, he
told Vicky. “Il won't be me." The next
day, he was offered the job and
accepted.

Heinze quickly established respect.
Says one colleague: "Harold s an
engineer's engineer. He's direct,
dynamic, volatile, and so knowledgeable
about Alaska that it can be intimidating."”
Says another: "He expects a lot. but
gives you considerable freedom."

He also began building an emp j-
oriented reputation. Every two w S.
AAIl flies one of its two 727s to Seattle
for maintenance. Heinze decided to
offer the unused seating space to
employees on those flights. One time,
he cancelled his afternoon appointments |
to sit in on an accounting department
rap session. He regularly contacts
hospitalized employees.

Heinze's public service is impressive
When he learned of problems some
employees had securing day care for
family members, he helped create

a dependent care task force in
Anchorage. He led the 1985 Alaska
United Way drive to a record. As
chairman of the Anchorage Cbamoer
ol Commerce Crime Commission, hes
waging a war on drugs. "lt's hard to
turn down requests for my time."
Heinze admits.

The day alter Heinze's North Slope 1
he addresses lhe Civic Action Program
(CAP) group in Anchorage So man,
employees sign up that the meeting -
held in the huge AAI lobby

"Il ,ou add increased taxes to tower
prices." he says, "we can t ox.st
Alaska simply has to spend less



He adds: “We need to llex our political
muscle. We're the largest private
employer in the state. People know
we've got a loaded gun. They don't
know yet if it's a blank or a silver bullet.
They will see the proo' in this election.’

That evening, driving to a CAP
barbeque, Heinze says ARCO Alaska
had previously rarely chosen sides or
taken direct public positions. “About
a year ago. | began to feel we had to
become more outspoken." So last fall.
ARCO G.d TV commercials about the
tax issue. One included Heinze at the
North Slope, looxing, he says, “like

a parka salesman.”

AAIl is aggressively endorsing fiscal
conservatives. "This has high risk."
Heinze admits. “Alaskans take their
politics personally, so we may alienate
some people. But its worth the risk. |
dM skating at the edge of partisan
politics. We have become activist,
outspoken fiscal conservative"”, but
we have no' abandoned our social
conscience ai.d CAP is still
bipartisan.

Alone at night in his computer
room, Heinze tackles the Germans
in an electronic Battle of the
Bulge He moves the warriors
around the screen. Because he
grew up virtually as an only child,
he enjoys time alone. Despite his
public profile, he considers himself
an introvert. After dinner, Heinze
says he thinks people limit them-
selves too much. He enioys
stretching himsel' “ny ?-

and he's never fei-.

threatened in a big o.

Heinze likes to see himself as
approachable, tough, fair, energetic and
flexible. He admits to cultivating an aura
of unpredictability and to impatience. His
success, he says, is due to hard work,
good teachers and timing. He admits

to normal apprehensions, but says he's
at peace with himself careerwise

Heinze doesn't feel he's a

workaholic, but the next day, Friday, he
will visit a remote mine. On Sunday, he
will fly to South Alaska to meet author
James Michener, who's working on an
Alaska book. Saturday, there will
probably be time lor rest A chance

to re wm the Battle ot the Bulge <
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While ihe fruits of today's explora-
tion in Alaska won't be realized until
the 1990s, when prices are expected to
rebound, the sagging prices are put-
ting asqueeze on the cash flow of even
the large multinationals dominating
the industry in Alaska.

Since exploration largely is fi-
nanced out of cash flow, tl at squeeze is
placing new limitations en the level of
exploration today and ii evitably will
be felt in the level of devt lopment and
production well into the ‘I Os.

Says Warren Shimmerlilc, vice
president and domestic oil analyst in
the New York office of Mer-'li Lynch,
Pierce, Fenner & Smith, "If prices fall
sharply, it could set North Slope explo-
ration and development back as much
as five years." Corporate restructuring
to ward off hostile takeovers also is
reducing the amount of capital avail-
able for exploration.

This two-pronged attack en cash
flow is forcing weaker companies out
of the market altogether and dictating
that even the better-capitalized survi-
vors reassess the potential benefits of
high-cost, high-risk, high-yield Alas-
kan prospects versus the relative
safety of lower-risk. lower-yield pros-
pecting elsewhere. Phillips Petroleum
and Marathon Oil both have pulled up
their Alaskan stakes inrecent months.

Harold Heinze, president of ARCO
Alaska, cal'.i the trend toward lower-
risk investments "high grading” and
says lie's "never heard of any form of
high grading that favors Alaska. If
Alaska can maintain its share of explo-
ration and development in this climate,
it will be doing well."

Despite Alaska's prevailing preoc-
cupation with oil prices and their
impact on state revenues, there are a
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number of non-price variables that will
dictate the extent to which oil compan-
ies can minimize the cost side of the
investment equation and maximize re-
turns on their oilfield investments.

They range from technological and
engineering advances to taxation and
the availability of acreage for wildcat-
ting. In the climate of stagnant or
falling prices that's expected to prevail
for the remainder of the '80s they'll
play an even more cruchl role in mold-
ing the industry of the '90s.

While declining prices have de-
pressed profits, returns have been
shored up by ever-improving technol-
ogy. Lower prices have added a new
urgency to developing new technolo-
gies that cut costs. "Many of the ad-
vances have been through experimen-
tation, and that offers good returns
without high-cost research,"says Mer-
rill's Shimmerlik.

rilling costs have fallen

substantially in recent years

because of new drilling tech-
niques and equipment, and drilling
advances in the Arctic have been partic-
ularly dramatic. Horizontal drilling pio-
neered by Sohio enables companies to
maximize recovery while cutting back
on the number of drilling platforms re-
quired. Amoco now uses computer
modeling and satellite communications
to monitor and direct operations on its
Navarin Basin rigs from Tulsa. Mobile
and reusable offshore platforms have
replaced expensive gravel islands for
some projects.

"Technological advances will con-
tinue regardless of oil prices,"” says
Heinze. He says North Slope drilling
operations that once took 30 days to
reach permafrost, 30 days to reach

well depth and another two weeks to
move the rigs now take a day to reach
permafrost, two weeks to reach well
depth and 15 minutes to move rigs
because advances have made rigs
more compact and efficient.

Reducing the time between com-
mitment of funds for a project and
payback will be increasingly impor-
tant in cutting costs. ARCO reached
peak production of 250,000 barrels a
day at Kuparulc nearly a year ahead of
schedule.

Conoco was able to launch produc-
tion at Milne Point northwest of lui-
paruk and Prudhoe Bay inarecord 21
months from project startup by per-
forming preliminary engineering in-
house and by assembling and testing
much of the equipment and many of
the facilities in the Lower 18 before
they were barged to the North Slope.

Milne Point, the first of the new
generation of marginal fields to begin
production on the North Slope, is esti-
mated to have 100 million barrels of
recoverable reserves. That compares
with about 10 billion barrels at Prud-
hoe Bay.

Al Hastings, Conoco's Alaskan Op-
erations safety, regulatory and ex-
ternal affairs director, says prelimi-
nary engineering was under way be-
fore the project had received formal
regulatory approval to speed up the
development phase. “Without even-
tual approval, the money we spent on
the preliminary engineering would
have been wasted," he admits.

But because of razor-thin margins
on the project, Conoco had to shave
time wherever it could. "We knew we
couldn't afford to stretch out the devel-
opment phase,” he says. Conoco also
was able to reduce development time
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by piggybacking the environmental
impactstudies that wore conducted for
nearby Kupnruk and PrUtlhoe.

Unlike the Soldo and AKCO base
operations complexes at I’'rudhoe,
Conoco’s “Starship Milne" complex
emphasizes a “no-frills" approach to
design. Contractors and company em-
ployees arc housed in separate .vings
of the same structure, and there are
common recreation and dining areas.

astings says Mii.ne also

has much less redundancy in

its monitoring and production
systems than [|'rudhoe, and lleinze
says that's happening with other proj-
ects as well.

“We're designing a lot closer (to
actual requirements) and taking more
reasonable risks,"” says the AKCO
Alaska president. "With I'rudhoe Bay,
there was so much riding on gelling
the field into operation that we had to
include a lot of backups and build in a
lot of extra capacity. Now that we
know more about how things work, we
don’t have to do as much of that."

With the uncertainties and ex-
penses involved in exploration, pro-
ducers will place growing emphasis on
enhancing recovery from existing
wells and improving the economics of
developing known reserves. That's al-
ready resulted in secondary and ter-
tiary recovery investments at Prudhoe
Bay, and Sohio's Nelson predicts there
will be ongoing investment in Prudhoe
recovery.

"With 23 billion barrels of oil in
place in the formation, there's abso-
lutely no doubt wc'l, spend more to get
the other 13 billion out once we've
gotten the first 10," vows the Sohio
Alaska chief.

John Lichtblau, president of the
New York-based Petroleum Industry
Research Poundation, says a price re-
bound in the early '90s also will provide
much-needed capital for development
of the 25 billion-barrel West Sak Sands
formation atop the Sadlerochil (Prud-
hoe Bay) and Kupnruk formations on
the North Slope.

Scott Hawkins, corporate econo-
mist at Key Bancshares of Alaska,
says the emphasis on recovery and
production will result in higher well
nrintenance expenditures in the '90s
and make production more labor-
intensive.

That will result in more business
opportunities tot service companies.
At the same time, however, computer
advances will reduce manpower re-

quirements in other areas of oilfield
opeiations.

In another segment of the industry,
the trend toward more in-state refining
capacity already under way with
Tesoro's refinery expansion on the
Kenai Peninsula, Mapeo's expansion
in North Pole, PetroStar's new refinery
in North Pole and another refining
facility planned for Fox will continue
into the '90s as Alaska's infrastructure
develops and its population grows.

Most experts agree, however, ex-
ploration and development will con-
tinue to play a prominent role in the
future of the Alaskan oil industry.
Despite higher costs, Alaska holds the
lure of higher yields.

Some observers cite multimillion-
dollar exploratory disappointments at
Mukluk Island and elsewhere in
Alaska as evidence the industry soon
will lire altogether of the high risks
Alaskan prospects pose, but industry
executives say the industry will con-
tinue to prospect in Alaska as long as
government makes acreage available
under reasonable terms.

Says Heinze. “We'd all feel better if
the results of some of the exploration
were more encouraging, but the lack
of success in some areas doesn't spoii

other areas of (lie stale. People in the
industry blunted their picks in the
North Sea for 10 years before they got
their first commercial find, but once
they unraveled the mystery, it was
easy. We have to remember that with
the (Outer Continental Shelf). The first
find at Prudhoe Bay just came easy."”

Adds Nelson, “Of the 500 million
acres of good prospecting left in the
United Stales, 300 million of them are
here."

In the absence of a second mega-
find the magnitude of Prudhoe Bay,
however, existing pipeline infrastruc-
ture will play a prominent role inchart-
ing the course of exploration and
development in the stale. It's no coinci-
dence that North Slope development
began with (lie giant Prudhoe Bay
field and gradually has worked its way
west to Kupnruk, Milne Point. Lis-
burne and Fndicott.

Transportation costs are a key com-
ponent in the economics of developing
a field, and the expanding pipeline
network along the North Slope com-
bined with the original Trans Alaska
Pipeline System from the Slope to
tidewater at Valdez enhance the eco-
nomics of developing any reserves
close enough to feed into the existing
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network. "The proximity of the Kupar-
uk line was an important factor in our
decision to proceed with Milne I'oinl,"
says Conoco's Hastings.

By maximizing use of existing pipe-
line infrastructure, owners also maxi-
mize returns on previous pipeline
investments.

llawkins says bee tuseof the impor-
tance of transportation costs in deter-
mining the economics of developing a
prospect, the outlook is bleak foi ex-
teirive activity inremote areas like the
Gulf of Alaska and the Bering Sea in
the absence of i major breakthrough
in transportation technology. "In the
1990s, we'll think of wiklcalling in the
Bering Sen and the Gulfas things from
the ‘good old days,”” he predicts.
"There just won't be money for high-
risk wiklcalling."

Ile predicts iower drilling costs and
existing infrastructure in Southcentral
will spawn a new breed of indepen-
dents interested in exploring and de-
veloping Cook Inlet prospects, partic-
ularly as wiklcatting opportunities in
the Lower IS fade.

THERS, HOWEVER. SAY that's
Ounlikely unless independents

form consortia to bid on and
prospect tracts. Says Nelson, “Smaller
companies can't stand the heat of lying
up their money for 10 to 12 years
through leasing, environmental im-
pact studies, exploration and develop-
ment. The little guy doesn't have the
cash flow to tie up his capital that
long."

The Sohio Alaska president and
others in the industry say government
ultimately will determine the state's
future role in petroleum exploration
and production. Keys will be tax and
regulatory climates and the availabil-
ity of acreage for prospecting,

"The foci of the industry over the
next 10 years will be to find more oil,
primarily north of the Brooks Range
and in the Cook Inlet region, and to
improve recovery," states Hawkins.
"There will lie no downturn inactivity
north of the Brooks.

"But that assessment is based on
the political assumption that the tax
climate will remain stable. This is
going to sound like a political state-
ment, but it's an economic reality: If
the legislature increases taxes on the
oil industry again, we'll have a con-
tracting industry."

Nelson is more blunt. "With new
taxation, exploration will cease.” he
says. "When the tax climate is con-

stantly changing, you can’t calculate
the economics of a project.”

While the ssuc probably isdead for
198C), the Al. ska Legislature is pon-
dering whether to return to an oil and
gas tax program that was adopted in
1978 and then largely was repealed in
1981 (sec story beginning on Pone 3<l).
Under the 1978 program, companies
paid taxes to Alaska based on the
percentage of overall corporate profits
attributable to Alaskan production.

Separate accounting was aban-
doned in 1981 after a U.S. Supreme
Court decision hinted the formula
could be unconstitutional. Since then,
however, its constitutionality has been
upheld. A bill to resume separate ac-
counting was introduced by Rep. Al
Adams, D-Kulzebue, during the legis-
lature’s 1985 session.

A formercommissioner of the Alas-
ka Department of Natural Resources
and slate energy director, Jack Rod-
erick, maintains taxation will have no
impact on exploration. “What we
really need to keep some momentum is
a discovery," lie says.

But the Key Bancshares economist
says reinstituting separate accounting
will send a signal to the oil industry
that the tax climate in Alaska is unsta-

ble, and that will spur contraction.

"The negative impact will come
two-thirds from the uncertainly the
change causes and one-third from the
additional taxes,”he says. "With a field
the size of Prudhoe Bay, the industry
could live with a higher degree of risk
and uncertainty, but marginal fields
don't hold the promise of the huge
returns of Prudhoe Bay."

The separate accounting issue may
be used as a lever for local hire propo-
nents in the legislature to pressure oil
companies to pressure contractors to
adopt hiring policies favoring Alaska
residents, but there's speculation a re-
turn to separate accounting in a cli-
mate of falling prices is unlikely.

Economist Andrew Safir. president
of Los Angeles-based RECUN Re-
search Corp., says declining oil prices
may actually result in pressure on the
state to reduce taxes and its royalty
share to encourage production. "With
prices declining, some companies may
find taxes and royally payments too
high to produce,” he says.

Adds another industry analyst.
"There's no law that says the industry
has to pump anything through the
pipeline."

Several industry experts say Milne
Point production and production from
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the Lisbtirne and Endicott reservoirs
scheduled to begin in 1987 and 1988
becomes uneconomic as the wellhead
price of North Slope crude (the spot
price minus negotiated transportation
charges) approaches $15 per barrel.

‘Alaska is paranoid about
allowing too much
exploration’

The per-barrel wellhead price had
stabilized at between SIti.50 and $17
late in 1985, but that $15 barrier was in
imminent danger of being pierced in
the midst of pricing turmoil earlier this
year when OI’EC announced it would
drop prices to regain market share.

Conoco officials say their decision
whether to invest $700 million in three
additional phases of Milne Point will
hinge in part on whether the state
grants the company’s request to
reduce its royalty surcharge from 20
percent to the standard 12.5 percent
assessed on other production. Royal-
ties on Milne oil were increased in
exchange for an extension on leases on

the tracts.

Loss of the federal depletion allow-
ance and the investment tax credit will
further dampen the economics of
Alaskan oil investments, but analysts
say neither is likely to play a pivotal
role ina company's decision whether to
proceed with a project.

Equally important in charting the
future of petroleum exploration and
development in Alaska will be the
government's stance on making acre-
age available for wildcatting. Heinze
says unless the stale adopts a plan for
assessing its subsurface resource po-
tential and encourages prospecting,
exploration activities will gravitate
toward Native and federal lands,

"Once the state leases acreage, it's
almost schizophrenic about allowing
exploration,” says the ARCO Alaska
president. "The state is falling so far
behind the federal government and the
Native corporations in assessing re-
source potential on their land that it’s
almost scandalous. The Native corpo-
rations know a lot more about their ‘10
million acres than the stale does about
its 100 million.

"The state gets paranoid about
allowing loo much exploration, but it
needs to be paranoid about not setting
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aside enough acreage for exploration
purposes.”

ARCO and other oil companies arc
involved in a number of joint ventures
with Native corporations to prospect
for oil and other resources.

Experts say Congress will set the
lone for future prospecting on federal
lands in Alaska in 1987 when itdecides
whether to allow exploration in the
Arctic National Wildlife Refuge. Ana-
lysts say the industry believes recover-
able reserves from the reserve could
be the largest in Alaska since Prudhoe
Bay; in some areas of the refuge, oil
literally seeps from the ground.

During a recent symposium on
Alaska’s petroleum future sponsored
by Alaska Pacific University, a former
president of ARCO Exploration Co.
and senior vice president of Atlantic
Richfield said Alaska faces new com-
petition from China in attracting ex-
ploration investment dollars.

"The new administration (in China)
is aggressive in pursuing foreign in-
vestment,” said Harry Jamison who
was Alaska manager for ARCO when
oil was discovered at Prudhoe Bay. hia
bid to increase offshore production,
China isopening up more than 700,000
square miles for foreign exploration.

"Other places with Alaska-scale po-
tential are reacting a lot better to lower
oil prices,” adds Heinze. He predicts
every multinational petroleum com-
pany will be represented at a confer-
ence on investment opportunities
scheduled for December in China,
"and | bet it won't cost China a lot of
money to find out what it really has.”

Alaska also is competing for the
exploration and development invest-
ment dollar with prospects in the
Canadian portion of the- Beaufort Sea.

he costs of complying with
I federal, stale, municipal and
borough regulations will be
more significant in determining the
economics of marginal field develop-
ment as well. Nelson says Sohio and its
partners in the Endicott project, ex-
pected to yield a maximum of 100,0111)
barrels a day, will spend between $1
million and $5 million annually to mon-
itor the Endicott causeway.

Warren liairford, Alaskan opera-
tions manager for Conoco, says U.S.
Environmental Protection recently is-
sued a 121 page book of regulations
governing the disposal of waste oil
from crankcases <t vehicles used mi
the North Slope. "We're still trying to
digest its significance to us," he says.



Marginal field prospects in Alaska's
petroleum future may be hard pressed
to generate sufficient returns to afford
some of the regulatory limitations and
requirements imposed on Prudhoe
Bay and construction of the Trans
Alaska Pipeline System.

Says Nelson, “We can't afford to
design and build everything with a
worst-case scenario in mind, and we
can’t afford to reinvent the wheel with
each new project."”

WO OTHER NOTEWORTHY wild
Tcards loom on the horizon that

could have a dramatic impact on
the structure of the Alaskan oil indus-
try in 1996: the export of North Slope
crude and finding a cost-effective
means of getting North Slope natural
gas to market.

Authority to export North Slope
crude could spawn new sources of
foreign capital to finance in-stale
exploration and development while
enhancing Ihe netback to the state and
some producers for oil exported in
foreign flagships. Cautions Petroleum
Industry Research Foundation's Lich-
tblau, however, "Producers who've
purchased their own ships to get oil to
the West Coast will be less than eager
to export."”

Heinze equates the ability to cosl-
effeclivelv bring North Slope natural
gas to market to "bringing another
mukibillion-barrcl oilfield into produc-
tion' and says construction of a trans-
portation system for natural gas would
be a tremendous boon to the Alaskan
economy. Nelson says producers also
are exploring ways to convert North
Siope natural gas into a form that will
enable it 10 be transported in the exist-
ing oil pipeline.

Additional revenues from natural
gas sales would enhance the eco-
nomics of any oiifield prospect and
generate capital foradditional explora-
tion and development, the ARCO
Alaska president adds, "but to develop
and market Alaska's natural gas, you
need a long-term perspective.

"Right now, everything is short-
term oriented. Banks are bearish on
energy and won't make loans, and all
trends are running counter to the abil-
ity to raise capital. It'sdoubtful natural
gas will be a dominant force in the
Alaskan oil industry over the next five
or 10 years."

Aside from those two big unknowns
and uncontrollable variables like the
world price of oil, the new era of
marginal oilfield development is
bound to result in a new sense of cost

consciousness in the industry that was
so noticeably absent in the develop-
ment of Prudhoe Bay and the con-
struction of the Trans Alaska Pipeline.

That cost consciousness will mani-
fest itself in ongoing technological and
design advances that minimize time,
expense and risk before payback and
maximize yields. It also could result in
a concentration of development activ-
ity near existing transportation infra-
structure and temper exploration in
remote areas.

Alaska's tax and regulatory climate
will play an increasingly significant
role in industry's Alaskan strategies

and could spell the difference between
a contracting industry that's focusing
almost exclusively on production by
the time 1996 arrives or one that's still
aggressively pursuing exploration and
development opportunities as well.

In a climate of narrower margins,
higher taxes and the economic uncer-
tainty that comes with erratic tax poli-
cies not only will dampen retui ns. but
also could detour investment dollars to
lower-risk, lower-yield prospects.

"There's a lot of room left for suc-
cess in Alaska," Jamison says. "The oil
industry won't leave, but will it con-
tinue to develop ideas for the future?"a
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Alaska Environmental Lobby, Snc.
PO.Box 22151 Juneau, Alaska 99802 907-463-3366

ACTION ALERT!!

The James Watt style of government 1is thriving in Alaska. Governor Walter
Hickel has put the foxes in charge of the chicken coops. The Alaska Dept, of
Conservation and the Dept, of Natural Resources are now under the control of
some of industry®s most aggressive proponents of resource exploitation.

The State Legislature 1is holding hearings on whether or not to confirm Gov.
Hickel"s appointments of the commissioners of these departments. Your
legislators will soon vote on these confirmations. With YOUR help, these
appointments can still be blocked.

Harold Heinze, Commissioner
Dept, of Natural Resources

The job of the Commissioner of DNR 1is to manage the use of Alaska®s land,
forests and oil and minerals, including the administration of Alaska®s State

Parks.

Harold heinze, former president of ARCO Alaska, believes Alaska®s oil
belongs to the oil companies, not the people of Alaska: "I love those people
who refer to it as “ouroil®. That oil was found by somebody -- not the state
-- but it seems they"vespent time ever since trying to screw us outof the

deal

- Harold Heinze has attacked the leaders of Alaska"s environmental
organizations as "aggressive extremists and activists who operate under the
disguise of environmentalists"™ and who are working to "strangle Alaska

- Harold Heinze complains that Alaska has a history of too much environmental
protection. "Hith the resources it has, Alaska should be bragging about all
the projects ithas going. The state needs to become an advocate of resource
development, but so far, 1it"s been too paranoid to be anything but a
regulator. The only way Alaska®"s resources will ever amount to anything is if

we develop them."

Is this the person you want to manage Alaska®s natural resources?
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John Sandor, Commissioner
Dept, of Environmental Conservation

The job of the Commissioner of DEC 1is to protect the environment by regulation
and enforcement of laws controlling oil, mining and other polluting
industries.

- John Sandor, as the former top Forest Service official in Alaska, wanted to
clear-cut all of the magnificent ancient forests of the Tongass: "It 1s
desirable to liquidate the existing decadent climax stands as soon as
possible." He did everything he could to carry out that philosophy, including
"pre-roading,” a policy of building government-subsidized logging roads, even
in areas which were not slated to be cut -- just to destroy the Wilderness
potential and make sure that they would eventually be logged.

- John Sandor 1is co-founder of the Alliance for Juneau®"s Future, and served as
its Executive Director. The sole purpose of this organization is to promote
mining in the Juneau area, despite the resulting grave toxic pollution.

- John Sandor, as Commissioner of DEC, has played favorites with the oil
industry by secretly turning over draft government regulations, so that the
industry could suggest modifications before the documents were released to the

public.

Is this the person you want to protect Alaska®s environment?

WHAT YOU CAN DO:

Write or call your state senators and representatives today. Ask them to
oppose confirmation of Commissioners Harold Heinze and John Sandor. Also,
send copies of your letters to Senator Lloyd Jones and Representative Cliff
Davidson; they are the chairs of the Senate Resources Committee and the House
Resources Committee, respectively — the committees which are conducting the

confirmation hearings.

The address for all state legislators is:

Hon.
Alaska State Legislature
P.0. Box V

Juneau, AK 99811

... or you can telephone their offices or call your local State Legislative
Information Office to send a free Public Opinion Message.

P.S. Confirmation hearings are scheduled for mid-April; the full state
Legislature will vote soon utter that. Please contact your state senators and

representatives right away.
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$;.Kenal — Extremists disguised
~environmentalists are workr
ting.to strangle Alaska and its re-
source development, - y-Arco
Alaska President Harold" Heinze
said Wednesday.

Heinze said Alaska is not get-;
ting the full benefit of its natural
resources because “a very, very
small segment of our population
lias adopted extreme positions on
environmental and land issues,
and are force-feeding their rheto-
ericjto all of us. & 1.- e
p “Basically, the activist rheto-
ric,is purely this: all the waters
of Alaska are-for fish-arid all the
lands of Alaska £re for animals,” -
he charged. '
& Then, using a newspaper clip-
ping he had distributed earlier,
Heinze identified “a dozen of
Alaska’s leading cvonservation-
IStS:™.;-"  >ee< X

The list read like.a .Who’s.
\Who’ in the Alaska environmen-

Heinze’s comments.

“It doesn’t make sense to call
people names/’ said Margie Gib-
son of Friends of the Earth. "I
think he’s categorizing a group of
people he’s never met of having
some sort of hidden agenda for
destruction of industry in this
state.”

. Green said she and her collea-
gues seek a balance between de-
velopment and the environment.
.l want to see Alaska be a dif-
ferent kind of place than the rest
of the United States,” she said.

“I’'m not picking on environ-

mental groups,” Heinze insisted.
“It's .just - that., within those
groups there are activist people
who take on extreme views.
* “I’'m™not; attacking the envi-
ronmental movement,”" Heinze
told the Kenai Chamber of Com-
merce. “We’re all environmen-
talists.” mar ...a

Heinze.also invited the local-
commercial fishing industry to

tal movement; And at least one ¢ join in the fight to beat back the

of those singled out bristled at’

extremists. i



A View T'romThe North

LonvRS note: This month Alaska Airlines is
pleased lo present a guest editorial by Hamid
C Heinze, President, ARCO Alaska, Inc., An-
chorage. Active in community affairs statewide,
Mr. Heinze has been president ofARCO since
1983. He hasworkedfor ARCO for 17yean, 15
ofwhich have been in Alaska.

hen vyou're the
youngest, it's reas-
suring to know .the
older members of
the family also have
faced tough times and survived.

That's Alaska's situation right now.
We're the youngest among the family
of Pacific Coast states, including
Washington, Oregon and California.
We are all states with extreme natural
beauty. Our people are conservation-
ists in the true sense of the word:
dedicated to the wise use of resources.

People in our states also share great
environmental sensitivity. They
choose to live where they live because
they cherish their environment and
th.-y want their children to be able to
enjoy it, too.

At the same time, we all are strug-
gling with economic survival. The oil
industry is in a crisis as the result of
tumbling oil prices. As a state that is
dependent on oil and gas royalties
and taxes for nearly 90 percent of its
total income, Alaska also has been
hard-hit.

We have gone from an extravagant-
ly wealthy state to a modestly wealthy
state in a matter of a few months.
Alaska isn't destitute, by any means.
An $8 billion Permanent Fund savings
account is still there. But the days of
being able lo pay for everything, the
seemingly bottomless pork barrel, are
behind Alaska. As a state, we have to
learn to live within our means.

We can look to our “sister West
Coast states and realize that they, too,
have weathered some hard economic
times. But the people didn't lose faith.

As resource states, we face the com-
mon problem of having the world
market set the price for our commod-

ities. In the case of Washington and
Oregon, timber has been a recent vic-
tim of low world prices. California, a
major oil production state, has been
hit along with Alaska by diminished
oil prices.

What happens in Alaskan oil devel-
opment has adirect impact on Wash-
ington and Oregon. The construction
of our new oil production facilities on
the North Slope has taken place for
the last ten years at a number of
fabrication sites on the West Coast,
principally Anacortes and Tacoma,
Washington, and Portland, Oregon.

That construction effort has
resulted in several thousand jobs each
year at those sites, with payrolls total-
ing several hundred million dollars a
year. We have been extremely pleased
with the cooperation ARCO has re-
ceived in these construction efforts.
Labor, management and port authori-
ties all worked together to meet
schedules.

This summer's sealift to the North
Slope of Alaska marked ARCO's last
planned shipment of oil field facilities.
There are other projects we could
undertake toenhance oil recovery at
Prudhoe Bay, Kuparukand Lisbume
oil fields. And there are other large
known deposits of oil on the North
Slope, including the giant West Sak
field, which could be as large as the
Prudhoe Bay field.

These economically marginal proj-
ects must wait until the world price of
oil increases to alevel that makes new
development possible. Assuming that
the state of Alaska maintains a stable
investment climate, these known oil
reservoirs provide abright future for
our oil industry.

The uncertainty of oil prices, and
the resulting economic impact on all
of the West Coast states, points to the
necessity for a realistic long-term na-
tional energy policy. Are we willing to
be forever dependent on foreign
sources for our oil? The U.S. already
imports 30 percent of our oil and that
could increase to 50 percent or more

in the next decade.

Even in these tough economic
times, Alaska's future, and tire nation-
al security of the U.S., shouldn't be
mortgaged. In frontier Alaska, it takes
ten to 15 years to bring a new discov-
ery Into production.

An extraordinary amount of oil may
existin avery small portion of the Arc-
tic National Wildlife Refuge (ANWR)
in northeast Alaska. According to the
U.S. Geological Survey, itcould com-
pare to Kuparuk, the second largest
oil field in North America, located
west of Prudhoe Bay on Alaska's
North Slope. Only exploratory drill-
ing will tell for sure if oil is there.

Soon, Congress must decide
whether or not to allow oil and gas ex-
ploration on the Coastal Plain of
ANWR. Some are saying it should be
added to Alaska's wilderness area,
which already is larger than the entire
state of Washington.

Thirty years of oil production from
the Kenai National Wildlife Refuge,
south of Anchorage, and 15 years of
oil field development on the North
Slope of Alaska provide proof that en-
vironmentally sensitive development
is compatible with wildlife and con-
servation values.

Several million dollars are spent
each year to study, monitor and en-
sure minimal disturbance to the phys-
ical environment and wildlife on the
North Slope. What we've learned over
the yeais allows us to be confident
that ANWR can be explored and de-
veloped without harming the en-
vironment.

As sister states, we on the Wrest Coast
of the U S. sharecommon values, spec-
tacular natural beauty and a wealth of
natural resources. Working together,
we can ensure a healthy economic fu-
ture for all of us by continuing to use
our resources wisely, iA

Harold C. Heinze
President, ARCO Alaska
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Oily tests for Helaze
Dear Editor:

Arecent Times editorial (Dec 5) praised the ap-
pointment of Harold Heinze as Natural Resources
Commissioner. The editorial suggested that Mr.
Heinze will do for Alaska what he has done In the-
past for ARCO. We hope this Is true. He will have

.several early opportunities to show his commit-
ment to protecting and enhancing the value of Alas-
ka’s oil resources.

One'early litmus test of Mr, Heinze’s commit-
ment-wili bs whether be backs the recently
adopted regulations which encourage oil eompa-
nies tosettle oil tax disputes.

*A Second litmus test will be bow aggressively
the new commissioner Investigates the practice of
under-pricing oil. The former Revenue Commis-
sioner has charged that oil companies do not in-
crease oil prices as quickly as they reduce them.
As a result, the state is deprived of.the Increased

mevenue it would receive if those companies
m promptly reported oii price increases. If the state .
can benefit from oil price increases as quickly as .

they lose revenue from oil price drops, we could in- * " 10 D!
crease state revenues by as muchas $180 million, 'CA)RIFDIA\GEIIS'[ e5a4ri MO ’& 'r{ 0
«* The third litmus test for the new commissioner * P-
will be his position on the Economic Limit Factor ¢ I tun compelled to voice my objection &
* (ELF). If he will represent the state’s interest as - Harold Heinz* as the commissioner of th<
aagressively as he represented ARCO's Inthe past, | Po%ﬁ&@t%%" Ojvil\llart'\%'[ alre;ﬁf,foﬁ,]rcfﬁé \W:
gie%OIulpt he.will oppose any effort to repeal or gut -. count of Talkeetna, the Duke of Douglas oi
' : . the Prince of Juneau, but will Instead be a
.The people of Alaska expect the state to receive . massiv* rip off of public resources trans-
fair compensation for Us oil. I hope Mr. Heinz will* * ferred to private corporate interests of the
now become their champion, not ARCO's. state. Harold Hpinze will do Alaska a great
: toIMt injustice as commissioner of the Department
DoaCJocksin *|Tsw# [A»T| <. i of"Natural” Resources,

Anchorage * * Lol — Jed Whittaker
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ting it politely.

"Realistically, this adminis-
tration comes in with a pretty
clear agenda," she said before

the event. "1 think people will
scrutinize this administration
very closely."

Hickel ~was the keynote
speaker to help the center mark
its 20th anniversary as an advo-
cate for conservation Issues and
environmental education in Alas-
ka.

"Let's develop the great
riches which God has endowed
our state and let's do it responsi-
bly," Hickel told the group. The
governor proposed creating a
world class recreation area and.
scientific center in Prince Wil-
liam Sound, buying timber rights
within Kachemak Bay State
Park and improving water and
sewage treatment facilities In re-
mote villages.

In questions afterward, the
audience used one of the gover-
nor’s own 3tories to illustrate a
need to find alternatives to oil
ar.d gas consumption. During the
speech, Hickel told the crowd
that while he was secretary of
the Department of Interior, the
state department asked him not
to sign a law placing eight spe-
cies of whales on the endangered
species list. The space Industry
needed the whale oil, they told
him.

Hickel said he turned to the

men and asked what they were
going to do when the whales be-
came extinct. "They paused a
moment and then said ‘We’ll
have to find a substitute.’ 1 said
SWell find that substitute now'
and I signed the order," he said.
; The audience wanted to know
why that story could not make
the same point about fossil fuels.
;o “We're bent on finding more
resources but we’re not equally
bent on finding ways to con-
serve,"” one man told the gover-
nor.

Hickel said he applauds the

Idea, but for now the only alter-
native to handle the energy
needs of the world Is nuclear and
that has become unacceptable
environmentally.
,  The governor calls himself an
environmentalist, but he has yet
to prove it, said Walt Parker, one
of the founding members of the
center. He predicted Hickel will
help the state's environmental
movement in the same odd way
former Interior Secretary James
Watt boosted the national envi-
ronmental ranks 10 years ago.
Watt, as chief of the nation's
parks and refuges, caused so
much concern among closet en-
vironmentalists that member-
ship of national watchdog groups
iswelled by over 1 million.



Hickel seeks funds for ‘war’ on beet]

By, TOM KIZZIA
Daly News reporter

The Hickel administration
wants to launch a statewide

"war" on spruce bark bee-
ranging

tles, with tactics

from large-scale timber sales
to arming Boy Scouts and
convicts with chain saws.

The administration is ask-

ing the legislature for 525
million to begin work on the
state's aging spruce forests,

which are coming under in-
creasing attack from the bee-

tles. State officials say more
intensive management can
prevent a repeat of the dev-
astation in Cooper Landing
on the Kenai Peninsula,
where thousands of acres of
standing spruce have been
killed by a beetle epidemic
and pose a fire danger to the
community.

"We're going to put our-
selves in the game of mak-
ing active management deci-
sions,"” state forester Bob
Dick said. "We have man-

aged our forests by default
so far."

But intensive manage-
ment of forests can be ex-
pensive —especially in Alas-
ka, where millions of acres
of wilderness could be af-
fected. The state and federal
governments already are
paying more than $1 million
to have dead trees removed
from several thousand acres
around Cooper s Landing,
which has ready road access.
Another 51 million outlay is

planned for reforestation.

Dick said the eventual
cost of a spruce beetle pro-
gram to state, federal and
private landowners could
run between 520 million and
530 million, depending on
how much land is managed

by relatively inexpensive current spread of beetles is
controlled burning. Though abnormal — triggered by
building roads to commer- man's interference in the
cial timber sales can be ex- fire-regenerated forest eco-
pensive. he said, the state systems — and concede the
might justify the extra cost need for Increased forest
; 93k
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as a means of providing ac-
cess.

"We might want to look
at it as a capital invest-
ment,” Dick said. "We have
an opportunity here to open
up new areas to the general
public.”

Environmentalists say the

NTE?

€S

management around some
developed areas, said Alan
Phipps, state land-use spe-
cialist with the Alaska Cen-
ter for the Environment. But
he questioned the need for
intensive management in re-
mote areas.

"We're concerned they’ll
turn this into an excuse for
widespread logging and
road-building,” Phipps said.

Commissioner of Natural

Please see Page C-3, BEETLES
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INTROpU T _LQA.

The Commissioners

The sixteen Commissioners included;

Harold Heinze, Co-Chairman, ARCO Alaska, Anchorage

Peter McDowell, Co-Chairman, Coopera & Lybrand,

Anchorage and Juneau

- Janna Brattain, Merrill Lynch, Pierce, Fenner &
Smith, 1Inc., Anchorage

- Julius Brecht, Wohlforth, Flint & Gruening, Anchorage

- George Easley, Alaska Aggregate Corporation,
Anchorage

- David Gottstein, J. B. Gottstein, Anchorage

- Roy Huhndorf, Cook Inlet Region, 1Inc., Anchorage

- Don Langworthy, [IBM, Anchorage

- Al Parrish, Westmark Hotels, Anchorage

- Dr. Walter Soboleff, Sealaska Corporation,
Tenakee Springs

- Morris Thompson, Doyon, Ltd., Fairbanks

- Joe Usibelli, Usibelli Coal Mine Co., Healy

- Richard Wien, Florcraft,Inc., Fairbanks

- Gary Wilken (alternate), Wilken-Alaska, Inc.,
Fairbanks

- Bob Williams, Chevron USA Inc., Kenai

- Mary Willis, Humana Hospital, Anchorage

The Commissioners were also joined by seven observers,
including;

- Robert Atwood, Anchorage Timas, Anchorage

- Al Fleetwood, Enserch Alaska Services, 1Inc.,
Anchorage

- Mark Hazelwood, ARCO Alaska, Anchorage

- Francis Hurley, Archdiocese of Anchorage

- George Kruaz, Alaska State Chambor of Commerce,
Juneau

- Byron Mallott, Sealaska Corporation, Juneau

- Sally Smith, Alaska State Chamber of Commerce,
Anchorage



Oil And Gas
Fishing
Timber
Minerals
Coal

Travel/Tourism
Defense

Other Federal

Less Federal Taxes
Permanent Fund Dividend
Total Estimated Value

"EXPORT MODEL"
OfT eA%skan conomy

1986

1,600

1,300
2,900

2,000

Millions

$4,000
300
200

25

900
300
$6,325
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PREFACE

COMPASS NORTH:
W hat next for Alaska?

COMPASS NORTH was started in Alaska®s Silver Anniversary
year, its 25tn year of Statehood. It was 1initiated by
Commonwealth North®s Board of Directors as a means of
bringing together knowledgeable Alaskans to review the past
and to set a direction for the future.

The starting point, the "Compass", is Alaska®s Constitution -
a Constitution designed under the leadership of Commonwealth
North*s founding <co-chairman, Governor William A. Egan.
Governor Bill didn®"t live to see the conclusion of COMPASS
NORTH, but he did set the criteria for selecting
participants: "people who know about Alaska and care about
it

This describes the 77 Commonwealth North members who
participated 1in this year-long study: men and women repre—

senting a wide spectrum of constituencies and philosophies,
whose vision, hard work, and risk taking have contributed to

the Alaska of today. They include two of Alaska“®s
governors; members of the Constitutional Convention; leaders
of the Statehood movement; past and present legislators;
activists in the Alaska Native Claims Settlement Act and the
Alaska National Interest Conservation Act; builders of
businesses, civic organizations, hospitals, churches,
schools.

The charge to each of the five Challenge committees was to
strive for consensus on 1issues of such importance to Alaska
that they will be resolved, by decision or default, within
the next few years - and the resolution will affect the
future direction of the state.

As these Alaskans worked together, a sense of urgency began
to develop, a sense of the enormous opportunities in the
coming years and a sense of the enormous dangers to our
system if wrong decisions are made.

COMPASS NORTH sets out a new direction for the future, a new
way of thinking based on the hope chat Alaska will continue
to be a frontier of opportunity for every 1individual.



EXECUTIVE SUMMARY

COMPASS NORTH:
Setting a direction for the future

Alaska 1is "unique"™in so many ways that Alaskans take the
word for granted. In this state "unique” is a cliche;
unique 1in size, unique 1in beauty, unique 1In resources.

What 1s only beginning to be understood 1is that Alaska is
also unique in its economic structure. It is this
uniqueness that will decide 1its future.

Alaska 1is an "owner state™. It owns 28% of 1its land base,
which 1includes the largest discovered oil field 1in North
America.The revenues from this field give the state
government control over the largest pool of capital 1in the
economy .

Land and capital are ingredients of ownership. They are the
basis of power. The State of Alaska, as the owner of more

than 100 million acres of 1land and billions of dollars in
resource wealth, has power.

In a democratic society, all governments have obligations to

the people. 1In Alaska the government has an obligation of
ownership that 1is above and beyond that of a traditional
state government. It has an obligation as an owner to help
sustain the economy - to wuse 1its land and capital to

preserve and enhance the private enterprise system.

This 1is a new frontier in public obligation. Never before
has a state government been so wealthy 1in reflation to 1its
citizens. Never before has a state government controlled so

much of its land and capital assets.

This new frontier means Alaskans must pioneer a new concept
of state government, a government that wuses 1its power 1in
partnership with the private sector to create new
opportunity and new wealth.

Alaska®™s obligation of ownership is more than an interesting

hypothesis: the state 1is on a time line. Every available
public and private forecast depicts a vrapid decline 1in
Prudhoe Bay oil revenues 1in the 1990 °s. The state™s economy

is almost totally dependent on these revenues.



If Alaska 1is not a responsible owner, 1if the state govern—
ment does not stop dissipating 1its capital base on current
operations, the result may be similar to that of a failed
company: unemployment, bankruptcy, and social hardship.

There will be many Alaskans who do not believe the state has

any obligations as an owner. They will believe that all
state revenues should be treated alike and "spent™ on public
services. They will believe that all state land should be

preserved from further development.

The i1rony and tragedy for Alaska, should this thinking

prevail, is that without a strong, growing economy, i_he
government will not be able to provide public services or
protect the environment. The private sector will not be

able to generate jobs and income.
What must be done to meet the obligations of ownership?

Alaskans and our leaders must begin to think like owners -
to make our ownership work for us.

Alaskans must begin to think about revenue as owners:

Traditional government leaders ask: How much do we have to
spend?
Leaders of Alaska as an owner state must ask: What is our

income? What are our assets? Can we sustain the current
level of spending into the future? Where should we 1invest
to get the greatest return on our money?

O THE STATE"S OWNERSHIP REVENUES ARE CAPITAL ASSETS THAT
MUST BE MANAGED TO CREATE NEW WEALTH.

As an owner the state receives revenues that are separate

from taxes. These are royalties, rentals, and bonuses from
the lease and sale of its resources. This capital should be
treated as a powerful renewable resource, a means of

creating new wealth.



EXECUTIVE SUMMARY

But right now only 25% of these ownership revenues must be
invested in the Permanent Fund. The rest are being spent on
the current operation of government. The state must stop
dissipating this capital base.

e ALASKA®™S OWNERSHIP REVENUES SHOULD BE DIVIDED EQUALLY
BETWEEN THE PERMANENT FUND AND A NEW CAPITAL INVESTMENT

FUND.

It is likely that the Permanent Fund will be a "safety net”,
a means of sustaining government service as Prudhoe Bay
revenues decline. The Capital Investment Fund would be the
means of encouraging new development. It could finance
revenue producing, regionally important projects that add to
the long term economic health of the state.

e THE FUTURE OF THE PERMANENT FUND IS TOO IMPORTANT AN
ASSET TO BE LEFT TO "DECISION BY DEFAULT"™. THE
LEGISLATURE SHOULD ENACT LEGISLATION WHICH ESTABLISHES
LONG TERM GOALS FOR THE FUND.

« TO ENSURE A "SOFT LANDING"™ FROM THE DECLINE OF PRUDHOE
BAY REVENUES, CURRENT SPENDING MUST BE REDUCED TO LEVELS
THAT CAN BE SUSTAINED IN THE FUTURE.

« MISUSE OF WEALTH IS A GREAT DANGER IN AN OWNER STATE.
THE STATE GOVERNMENT MUST REFRAIN FROM USING ITS WEALTH
TO USURP LOCAL DECISIONS OR DISPLACE LOCAL RESPONSI —
BILITY.

The legislature has taken over the role of local government
by direct appropriation and other political distribution
practices that bypass or dictate to local communities.

Revenue sharing must follow the Constitutional mandate of
"maximum local self government".

State revenue sharing should be accomplished through a
single formula based on equitable distribution. Except for
emergencies, no funds should be allocated outside such
formula. The emphasis must be on local decision making
and local responsibility.



Alaskans must begin to think about land as owners:

Traditional government leaders ask: Are we doing a balanced
job regulating between private land owners?

Leaders of an owner state must ask: What are our resource
assets worth? Is there enough development underway to
maintain our economy and continue growth? Are we helping
the private sector promote responsible development?

9 ALASKA®S STATEHOOD LANDS AND RESOURCES SHOULD BE MANAGED
AS CAPITAL ASSETS. PuBLIC POLICY MUST BE REFOCUSED, AS
A MATTER OF HIGHEST PRIORITY, TO REFLECT THE STATE"S
DEPENDENCE ON NATURAL RESOURCE DEVELOPMENT.

Resource development is Alaska®"s only option for a continued
economic base.

The plain fact is, if there 1is no further natural resource
development, the scate will be bankrupt.

Public leadership must distinguish between ritualistic
environmentalism and areas of true ecological concern.
After years of government decisions weighted 1in favor of

"no development” today"s Jleadership must redirect public
policy toward action consistent with the mandate of Alaska“s
Constitution: "to encourage the settlement of its land and

the development of its resources by making them available
for maximum use consistent with the public interest.”

e THE LEGISLATURE, AS CUSTODIAN FOR STATE LANDS, SHOULD
DEVELOP A COMPREHENSIVE POLICY THAT RECOGNIZES THE
STATE®"S RELIANCE ON RESOURCE DEVELOPMENT AND DIRECTS
MANAGEMENT OF THESE RESOURCES AS CAPITAL ASSETS.

e THE GOVERNOR SHOULD FORGE THE RESOURCE DEVELOPMENT
STRATEGY NECESSARY TO ENACT LEGISLATIVE POLICY.

The Jleadership must work together to meld Alaska®s need for
development with concern for the environment by formulating
an overall state resource development strategy. The
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emphasis should be on technically sound, efficient
permitting; stable tax policies; and balanced multiple use
management by state agencies.

o THE OBLIGATION OF OWNERSHIP INCLUDES ENCOURAGING NEW
REVENUE SOURCES. THE STATE SHOULD DETERMINE ITS ROLE AS
AN INVESTOR IN THE DEVELOPMENT OF ALASKA®"S RESOURCES.

It can be good public policy to invest state funds in
resource development projects, but the state must decide the
limits and goals of it? 1investment role. At a minimum,
project 1investment should be economically feasible and be
able to return to the state a cash flow having a present
value greater than the state®s investment.

To meet these obligations of ownership Alaska®s elected
leaders must use the full power of their Constitutional
authority and responsibility.

Public policy will decide the future of the owner state, and
it is Alaska®"s elected leaders who decide public policy.
Alaska needs decisive leadership now, leadership that
understands the obligations of ownership and has the courage
to make the politically hard decisions necessary to meet
that obligation.

No other state constitution grants more authority to the
governor than does Alaska“"s. No other state constitution
implies more public trust in its legislative representatives
than does Alaska“s.

It is these elected leaders who must meet the obligation of
ownership by preserving Alaska®s capital assets.

It is these elected leaders who must meet the obligation of
ownership by advocating responsible resource development.

If our Uleadership fails 1in this pioneering effort we could
well end up with socialism - a government that uses its land
and capital to feed its own growth.

The challenge for Alaskans 1is to develop economic and social
strategies that wuse public ownership as a catalyst to
develop a strong free enterprise systenm.
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THE CHALLENGE OF
LEADERSHIP

An examination of the critical decision-making roles of
Alaska®"s executive and legislative branches.

Alaska has a tremendous need for decisive leadership right
now. The Constitution sets out the authority of the
governor and the legislature; why then 1is there continual
disagreement over who has the right to decide?

The struggle over budget responsibility goes beyond a

healthy check and balance. It has resulted 1in decision-
by-default with each side blaming the other for over—
spending and indeciveness. What can be done? Do we need
to change the Constitution - the leaders - or the

practices?



CONCLUSIONS &
RECOMMENDATIONS

The following are the principal <conclusions and recom—
mendations of the Challenge of Leadership Committee:

1. Alaska®s Constitution sets out strong roles for both
the governor and the legislature, but these roles
have become blurred and weakened in practice. The
result has been decision-by-default, over-spending,
and indecisiveness. For the sake of the state"s
future, Alaska®"s elected leaders must return to the
mandates of the Constitution.

RECOMMENDATION: Alaska®s Constitution clearly makes the
preparation of a total state budget the duty of the
governor. He must take whatever action is required to

carry out this responsibility.

2. The legislature is the arbitrator of the public
interest, but this decision-making role 1is seriously
impaired because the state cannot accurately

determine where its dollars are being spent.

RECOMMENDATION: The House and Senate Finance Committee
should hold joint meetings with the legislative leadership
and the governor to adopt procedures reforming the
oversight process of the state budget.

3. The elected leadership is responsible for considering
both the present and the future needs of the state 1in
determining public policy.

RECOMMENDATION: The proposed Capital Investment Fund 1is
the best way to strike a balance between current end
future needs. The governor and the legislature should
support the proposal to amend the Constitution to

establish such a fund.



4. The legislature is the testing ground for spending
priorities but there has been no serious review of
the operating budget since it began its upward spiral
in 1979. Without such review the state will Dbecome
buried in "political entitlements” that will severely
limit its spending choices 1in the future.

RECOMMENDATION: The governor and the legislature should
open public debate on progranm review to determine
responsible ways to cut the operating budget to
sustainable levels and encourage improved program delivery
through priority and goal setting.

5. The writers of the Constitution designed a positive
role for the legislature, a legislature intended to
be a part-time group of citizens working 1in all walks
of life.

RECOMMENDATION: In conjunction with the recent passage of
the Constitutional amendment to Ilimit sessions, two other
steps should be taken to encourage a citizens legislature:

. The Conflict of Interest statute should be
amended SO0 it no longer infringes on an
individual®s right of privacy to such a degree
that it discourages able and principled people
from running for office.

. The number of consecutive terms should be limited
to two four vyear terms in the Senate, and four
two year terms 1in the House.



doesn’t have time for

THE

CHALLENGE:
A CALL FOR
COURAGE IN
LEADERSHIP

Right now, Alaska

the easy way out.

32

The State of Alaska has some hard
decisions to make during the coming
years: survival decisions.

How much of its oil wealth
should be saved?

How much should be invested in

projects to generate new
wealth?

Should the state reinstitute
taxes?

Which programs should be
strengthened, which elimi —
nated?

These are "choosing between™ rather
than "handing out"” decisions - the
most difficult for elected leaders

to make, especially in Alaska.

Small as it 1is 1in population, the
state abounds 1in contradictions. It
is shaped by differences both of
geography and philosophy: the
rural subsistence <communities and
the urban service centers; the

"growthers™ and the "no-growthers'™;

the public sector and the private
sector; the savers, the 1investors,
and the spenders of public
revenues.

The danger 1is that elected leaders

sometimes become paralyzed by the
conflicting demands and opt ftr the

easy way out - no decision at all.

Right now Alaska doesn®"t have time
for the easy way out. The state is
midway through what may be the

single most wealthy period m its
history. IfT no decisions are made,
or if the wrong decisions are made,



the opportunities this wealth

presents will be _lost. Because of
the expected decline of Prudhoe Bay
revenues in the 1990s, wrong

decisions now could cost the state
its future.

This is what the challenge of
leadership 1is all about: a test of
vision to wuse this opportunity of
wealth to set a direction for the
future and a test of courage to
make the politically hard decisions
necessary to get there.

Yet, over the past five years there
have been few examples of elected
leaders attempting to respond to
this magnificent challenge.

Instead of public debate as to what
choices would be in the best

interest of the state, too often
there has been public squabbling
over who gets to decide. Instead
of an assessment of statewide
priorities, there has been a

statewide handout.

This has begun to change, for the
public hasn®t been bought off that

easily. Elected leaders who were
most insistent that their
constituents wanted ™"all they could
get” are being defeated. Elected

leaders who have been attempting to
make the hard decisions are start-—
ing to make headway.

Alaskans expect courage 1in leader —
ship: they -expect the hard deci—
sions to be made.

Alaskans expect
courage in leadership.



THE
GOVERNOR:
ADVOCATE &
INITIATOR

No other state constitution grants
more authority to the governor than
does Alaska“'s.

Any discussion of public policy
usually comes down to: "If it is
going to happen, the governor has
to support it."

This doesn®t mean the will of the
governor always prevails--far fronm
it. It does mean that the gov-—
ernor-"s agenda establishes the
central 1issues for public debate.

Under Alaska®"s Constitution it 1is
the governor who 1is the initiator,
the advocate of a direction for the
future.

Alaska®s Constitutional Convention
delegates had lived with the
frustrations of shared powers. To
replace this system, the delegates
created a centralized structure
directly accountable to a governor
with the powers necessary for
strong leadership.

Unlike most states, Alaska“®s
Constitution gives the governor
the power to veto line 1item appro—
priations along with the duty to
submit a state budget to the
legislature.

The Constitutional duty to submit a
state budget is the major source of
friction with those legislators who
would 1like to reduce the governor-®s
role to merely that of administra—
tor .



Alaska“"s Constitution clearly
imposes on the governor the duty to
submit a total proposed budget for
all of the public funds to be spent
in the coming year - a budget that
reflects his balancing of the
state®"s priorities.

While the legislature is given
exclusive power to appropriate
funds, Article X, Section 12,
intends that the governor act as
the initiator of public policy in
submitting a complete budget. He
is to propose spending priorities
in the best interest of the state
as a whole.

The practice of the past six years
has resulted in a partial budget,
with the governor submitting an
operating budget while the capital
funds are divided into thirds among
the governor the two branches of
the legislature.

Th~s is an abdication of authority
and responsibility by the governor
and an unconstitutional assumption
of power by the legislature.

The Constitution intends that
public debate among legislators, as
to where funds will be spent and to
what purpose, will result in state
spending that reflects public
consensus.

The practical result of the one-
third, one-third, one-third divi—
sion 1is the 1loss of opportunity to
ever reach consensus.

“The governor shall
submit to the
legislature ... a
budget for the next

fiscal year.”
Article IX, Section 11



The rule has been: no
questions asked.

If necessary, the
hammer of the veto
must be used again
and again.
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Members of the House and Senate, as
well as the governor, have millions
of public dollars to spend that are
never subject to the open debate
process of determining the highest
and best use of public funds.
Instead, the rule has been: "I will
not question how vyou spend your
millions if you do not question how
I spend mine.™

For the most part, no questions
have been asked and the cost in
lost opportunities, for money that
could have been better spent, 1is
immense.

The governor, as well as individual
members of the legislature, have
been attempting to change this
practice.

The executive branch must take
whatever action is necessary to
bring the budget process back 1ir.

line with the Constitution.

Each governor must prepare a total

budget in advance of the
legislative session, soliciting
input of local governments,
regional legislative caucuses, and

the people as lie or she designs
statewide priorities.

Finally, if necessary, each
governor must use the Constitu—
tional hammer of the line 1item veto
again and again.



C.dSHIP

LEGISLATURE:
ARBITRATOR
FOR THE
PUBLIC

To balance its strong executive,
Alaska“®s Constitution establishes
a*, equally strong legislature. The
tone of Article 1 is that of
public confidence in elected
representatives.

With the <confidence is given the
authority: to appropriate funds;
to write the laws of the state; to
set management policy for Alaska®s
public resources.

The legislature is to act as

reconciler of the many contra—
dictory interests that make up
Alaska. It is to be the public

arena for arguments to be aired and

choices made.

The legislature 1is the arbitrator

of what 1is in the public®s "best
interest.”
The problem over the past five

years 1i1s that the legislature has

neglected 1its role of arbitrator -
of choosing among opposing inter—
ests to decide the public interest.

Questions of
individual
willing to
with oil revenues
and, whether the budgeting process
can be streamlined to make such
choices more possible.

leadership are whether
leaislators will be
make the hard <choices
still available;

The legislature is the
arena in which
choices are to be
made.
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REMOVING
OBSTACLES TO
LEADERSHIP

While the governor has the duty to
initiate the budget, the legisla—
ture has the responsibility to
evaluate, decide, and appropriate.
If the governor doesn®t veto - the
legislature has the final word.
Right now it is evident that no one
is quite sure what that word is.
Other vrecenu studies have reached
the same conclusion:

The state has lost track of

where its dollars are being

spent.
It is the opinion of many policy—
makers that few officials are
certain as to what agencies are
spending their money on, or to what
purpose, and that the capital
budget review process 1is flatly out

of control.

Elected leaders cannot test the

validity of proposed spending

priorities when essential infor—

mation is not available or is

confused.

There must be a clearing away of

obstacles to informed decision—

making :

« Regaining oversight of budget
expenditures must be a major

priority for the legislature.
It is not possible for elected
leaders to make credible statements

about whether or not the budget can
or cannot be curtailed when it is
general knowlecge that specific
information is lacking to back up

these judgements.



This "gap" in need-to-know
information has been of concern to
many legislators and several
studies have been done on
legislative reform.

These studies should be used as a
starting place for action. In
particular, the 1983 recommenda —
tions of the National Conference of
State Legislatures should be
reviewed for implementation. This
report was authorized by the Alaska
Legislature®s Joint Special Commit—
tee on Legislative Reform.

The House and Senate Finance
Committees should hold joint
meetings with the governor to

decide which recommendations they
will endorse on budget process.
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A Captial Investment
Fund is the best way
to meet investment
needs.

The legislatu
guish between
ments and capi

re must distin—

capital

improve —

tal 1investments.

One former legislator describes the
situation 1in the following manner:

When you visit farm

can quickly tell

which

consuming farms and which

country, you

are the
are the

producing Tfarms. Those farms with
large houses and small barns are
the consuming farms. Those with

large barns and small

the producing farms
wealth”, he said,

houses are

. "Alaska®"s oil

is be

ing spent

on the house, not the barn."

A longer term compromise of current

and future capital
must be struck
opportunities will

investn
or
be miss

The dedication of a po
current income for futu

investment projects

is an

security in achieving

balance.

ent needs
Alaska’"s
ed.

rtion of
re large
essential
a proper

The Capital Investment Fund concept
of doing this.
must begin the

is the best means
The legislature

process of ame
Constitution to de

of Alaska“s resource

nding
dicate

Alaska”"™s
a portion

revenues for

investments 1in large scale, revenue-

producing projects.

. The legislature must

its role as a

for priorities 1in th
ing budget and ope
debate on responsible ways to

cut back thi

s budg

sustainable level.

reaffirm

testing ground

e operat—
n public

et to a
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Between 1979 and 1982, Alaska“"s
budget skyrocketed, going from $1.4
billion to over $4 billion.

Most lawmakers agree that there has

been no serious test of priorities
of the operating budget since 1979.

The proposed FY 1986 budget calls

for "holding the line"™ - but it"s a
line that 1is too high to be sus-—
tained 1in the future. The latest

budget maintains operating expenses
that erupted 1into being with the
dramatic increase of oil prices.

The state is literally burying
itself in "political entitlements".
Program budgets that doubled or
quadrupled only in the past four
years are now being treated as if
they represented true entitlement
obligations .

Instead of priority assessment,
some lawmakers are making "voter™
assessments and taking the position
that so many budget dollars repre—
sents so many votes. It suddenly
becomes 1irresponsible to attempt to
cut back the operating budget to
where it can be sustained in the
years to come.

Did the state permanently quadruple
its entitlements in a four year
period? Is this the operating
budget the state wants to or
intends to maintain (with inflation
increases) 1into the future?

ITf there 1is no test for priorities
now, the answers to all these
questions will, by default, become
"yes "

The state is literally

burying itself in
“political
entitlements”.
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T0O
ENCOURAGE A
‘CITIZEN’
LEGISLATURE

The writers of Alaska®s Consti—
tution designed a strong, positive

role for the legislature - which

they envisioned as a citizen
legislature.

It is obvious from the record of
the Constitutional Convention that
the delegates wantea a legislator

who says "we" and means: "we
members of the public"” They did

not want a legislator who says "we"

and means: "we members of the

legislature™.

Too often members of the public

hear legislators say: "Well, it
may be a good 1idea, but you don"t
understand politics.” or "Of
course, | don"t think 1it"s right,

but you have to go along with the

majority."

condescend —
there 1is no

become
public,

When legislators
ing toward the

citizen legislature; there is a
self-serving bureaucracy respon—
sible first to itself.

The passage of the Constitutional

amendment to limit sessions will

help broaden access. In addition,

two other actions should be taken:
. The Conflict of In teres-,

statute should be strengthened

and amended SO that it r.c
longer infringes on an indivi—
dual”®s right to privacy tc
such a degree that it discour —
ages able and principled
people from running for
office.



It is entirely appropriate to
prohibit <certain personal conduct

and business vrelationships on the
part of public officials. It 1is
not appropriate to require candi—
dates to file detailed lists of
personal or family clients,

customers, business associates, and
property information, as 1if this

public exposure will insure the
person®s honesty.

The solution is to change the

focus. Nov; intrusive disclosure is
required with a "rap on the
knuckles™ when there 1is a viola—
tion. The ©procedure should be
reversed, with emphasis on basic
up-front disclosure and extremely
tough penalties when an official

fails to "self-disclose”™ and votes

or rules on issues that could

result in personal financial gain.

5 Consecutive terms should be
limited in the Jlegislature so
the focus is on the public

good rather than on 1individual
reelection.
The Constitution should be amended
limiting state senators to two
consecutive four year terms and
House members to four consecutive
two year terms.

A break in
policy-makers an

consecutive terms gives
opportunity to be

a "citizen" again and breaks the
"tyranny of power"™ that can stifle
creative approaches to governing.

Shorter terms break
the “tyranny of
power” that can stifle
government.
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FORGING NEW
LINKS WITH
THE PEOPLE

“What have you done
with our public
assets?*’

Most governments have a very direct
link with the people - personal
income taxes. This link does not
exist 1in Alaska.

Alaska needs to forge new links
between the people and their
government.

One method to help provide that
linkage and to assist the Alaskan
people to evaluate their elected
leaders would be an Alaska Annual
Report prepared by the governor’s
office.

This report should be an accounting
from the leadership to the public.
It should answer the public”®s
guestions: What have you done with
these public assets? What have you
done for us? The report should be
modeled after the informational
style of the annual report--, of the
Regional Corporations.

In addition to presenting the
traditional "corporate bottom line"
that has resulted from the state"s

actions, the Alaska Annual Report
should illustrate how the
operations budget was spent for
education, health and social

services, the judicial system, and
so on, and relate the funds appro—
priated to program goals and
ach ievements.

If issues are related to numbers,
the Alaska Annual Report will
enable citizens to take a more
informed 1interest in the management
of their assets and provide a means
to monitor and measure the
performance of state government.
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TOWARD A
NEW

POLITICAL
PHILOSOPHY

One of tne many contradictions of
Alaska 1is that it is a state where
many came to get away from
government, yet bureaucracy is
a major occupation.

The mix of independence of thought
and interdependence on government
shows wup in the small percentage of
the state®"s voters who 1indicate a

political party preference. Nearly
% register as unaffiliated.
While independent voter regis—

tration makes it easier for indivi—
duals from both the private sector
and the public sector to work with
various administrations, there has
been a price.

In the legislature, it has made it
easier for free floating coalitions
to take control.

These <coalitions are controlled by

regional interests. Instead of a
"marriage of philosophy™ these
coalitions are marriages strictly
of convenience. The only issues

are who is going to have the
positions power and biggest
piece of the revenue pie.

The other weakness is that the
public knows neither whom to praise
nor whom to blame. IT a Democratic
majority achieves major acconplish-

The public doesn’t
know whom to prais
or whom to blame.



The opportunity for
coalitions of
philosophy will be
improved.

ments for the state, the voters
could react at the polls in support
of that party®"s candidates. If a
Republican majority opens an era of
prosperity, that party would get
the credit. But how does a voter
support a coalition at the polls?

A positive step to help the parties
gain strength 1in Alaska 1is to rein—
stitute the preferential primary
that was wused 1in this state prior

to 1968. This system, unlike a
"closed primary"”, does not exclude
"uncommitted voters"™ from the

primaries.

No one has to declare a party
affiliation to vote; each voter is
handed one secret ballot with all
the candidates from each party

listed. The difference is that
each voter may only vote for
candidates from one party. Mo
mixed-party voting 1is accepted on
this ballot. The general election

process would be enacted as usuji1.

In this way, allegiance to the
party closest to individual
philosophies will be strengthened
and the opportunity for coalitions
of philosophy 1improved.
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INTRODUCTION

7 was bom in Vietnam in a police station. When | was bom, there
was war in Vietnam. [Today] I live with my adoptive father, my
nephews and nieces ... | have a hard-working family. We are a
team together. My family wants me to be smart and have a safe
and prosperous life. | am proud to belong to (he Vong family.

They love me.

Menh Vong

Griffin Elementary School,

Los Angeles

"What My Family Means To Me,"

Essay presented at hearings before the

Joint Select Task Force on the Changing Family,
March 5, 1988



The profile of California's families has changed dramatically in the
last three decades. Fewer than one :n ten families presently fits the
"traditional family" model - breadwinner father, homemaker mother,
and two or more children.1 Of those families with children, less than
a third have a father who works full time and a mother who stay's
home.2 The majority of families today have both parents in the
workforce, and increasing numbers are headed by single parents who
have sole responsibility foi their children.

With few exceptions, the policies of government, schools, the
workplace, and the community have not caught up with the social
and economic forces shaping contemporary families:

. The majority of today’s parents find themselves stretched
between caring for their children and earning a living. Often
their responsibilities conflict, forcing them to choose between
the well-being of their family and the security of their jobs.

. The population is aging. The fastest growing portion of
elders is the oldest, those most likely to require care or
assistance. Yet, traditional full time caregivers - wives and
adult daughters - are entering the paid workforce in increas-
ing numbers.

® Thirty percent of California’s youth drop out of high school
each year. Business leaders warn that today’s children will
not be adequately prepared to meet the demands of
tomorrow’s job.-’

9 Demographers predict that half of today’s children will live
with a single parent at some time in their lives.4

. A second salary has become a necessity in most California
households. But even with two incomes, the cost of housing,
child care, and other daily expenses threatens the economic
stability of many middle class families.5

. The ranks of the poor are growing. Today more than 23
percent of California’s children live in poverty, a rate that has
almost doubled since 1969.*

. For the first time, parents cannot assume the next generation
will do better than they did.



It is no wonder that recent public opinion surveys show increasing
concern for the health of today’s families. A 1988 Gallup poll found
that two out of three parents believe family life has gotten worse in
the last 10 years. Only 23 percent feel society values parents, and
only 14 percent believe society bestows value on nurturing and caring
for others.7 Yet nine out of ten people polled in early 1989 said a
good family life is one of their highest priorities.8

e IVRVNiu Winler

Families play an essential and unique role in society. They care for
dependents economically and emotionally, offer a foundation for the
values and ethics of each new generation, motivate children to
achieve educationally, and provide a sense of belonging that is
essential to human growth and dignity. But outdated policies are
undermining family stability today, causing serious problems for many
families and crisis conditions for others.

A New Landscape for California’s Families
California’s family portrait reflects an array of recent social, econo-
mic, and demographic changes.

The economy has shifted away from manufacturing, toward lower
paying service and information industries. Real wages have declined
and family benefits - like health insurance and private pension plans
- have diminished. A middle-income male turning 40 in 1963 saw his
real income climb 30 percent by the time he reached 50; his



