
' A n  A c t  s s t a t ' l i s h i n E  t h e  A l a s k a  r - l n e r s 3  l e a s o  b o n n e  p e r m a n e n t  f u n
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C O M M  I T T E E  R E P O R T
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M r. S p e a k e r : D a t e 7
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The  Comm i t t e e  on F I M A N C L has  had

u n d e r  c o n s i d e r a t i o n .  A M a j o r i t y  o f  t h e  membe r s  o f  t h e  C o mm i t t e e  
( ) r e c omme nd s  i t  DO PASS 

( ) r e c o mmend s  i t  DO NOT PASS

( ) r e c o mme nd s  i t  DO PASS WITH ATTACHED AMENDMENT( S )

( ) r e c ommend s  i t  BE REPLACED WITH CS FOR • / / ‘-j -■(/ AND THAT

CS FOR DO PASS

( ) " a n d "  r e c ommend s  i t  BE REFERRED TO THE 
COMM I TTEE

( ) r e p o r t s  i t  b a c k  WI THOUT RECOMMENDATION 

( ) " o t h e r "

Membe r s  s i g n i n g  t h e  M a j o r i t y  r e p o r t :

Membe r s  NOT c o n c u r r i n g  i n t h e  Maj  o r i t y  r e p o r t :

______________________________  r e c o mme n d s :

________________________   r e c o mme n d s :

______________________________  r e c o m m e n d s :

______________________________  r e c o mme n d s :

r ec omme nd s : ! /

■r J L
Cha i rman
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Introduced: 3/21/75
Referred: Finance

Ii; TliZ HOUSE

HOUSE D ILL NO. 3 2 ’'
IN  THE LEGISLATURE OF THE STATE OP ALASKA 

NINTH LEGISLATURE -  F IRST SESSION 
A D ILL

F o r  an Act e n t i t l e d :  "An Act e s t a b l i s h i n g  th e  A la s k a  m in e r a l  . le a se  bonus
permanent fu n d ; and p r o v id i n g  f o r  an e f f e c t i v e  d a t e . "

BE IT  ENACTED BY THE LEGISLATURE OP THE STATE OF ALASKA:
8 S e c t i o n  1 .  AS 3 7 . 1 1  i s  amended by add ing  new s e c t i o n s  t o  r e a d :

CliAPTER 11. PERMANENT [RENEWABLE RESOURCES] FUNDS.
ARTICLE 2 .  ALASKA MINERAL LEASE BONUS PERMANENT FUND.

S e e .  3 7 . 1 1 . 1 0 0 .  PURPOSE. The l e g i s l a t u r e  f i n d s  and d e c la r e s  t h a t
i

i t  i s  e s s e n t i a l  t o  p r e s e r v e  the  revenue  d e r i v e d  f r om  m in e r a l  l e a s e  bonus 
s a l e s ,  a n on -renew ab le  r e s o u r c e ,  f o r  f u t u r e  g e n e r a t i o n s  o f  A la s k a n s ,  and , 
f u r t h e r ,  t h a t  t h i s  p u rpo se  b e s t  can be s e rv e d  by p r e s e r v i n g  t h i s  Income 
i n  a permanent fund t o  be used f o r  in ve s tm en t  c a p i t a l  by A la sk a  r e s i ­
d e n ts .

S e c . 3 7 - 1 1 . 1 1 0 .  ALASKA MINERAL LEASE BONUS PERMANENT FUND. The re  
I s  e s t a b l i s h e d  as a s e p a ra t e  fund the  A la s k a  m in e r a l  l e a s e  bonus p e rm an - j  
e n t  fu n d .  R e c e ip t s  d e s ig n a te d  under s e c .  1 2 0  o f  t h i s  c h a p te r  f o r  d e p o s i t
i n  th e  permanent fund  a r e  t o  be h e ld  p e r p e t u a l l y  i n  t r u s t  f o r  th e  b e n e f i t  
o f  b o th  p r e s e n t  and f u t u r e  g e n e r a t i o n s  o f  A la s k a n 3 .

S e c .  3 7 - 1 1 . 1 2 0 .  FUND PRINCIPAL. N i n e t y - f i v e  p e r  cen t o f  th e
r e c e i p t s  p a id  the  s t a t e  from  m in e r a l  l e a s e  bonuses  s h a l l  be d e p o s i t e d  I n
t h e  permanent fu nd . These d e p o s i t s  s h a l l  be c o n s id e re d  fund  p r i n c i p a l  
and s h a l l  be In v e s t e d  i n  p e r p e t u i t y  i n  a c c o rd an c e  w i th  AS 3 7 - 1 0 . 0 7 0  
( in v e s tm en t  o f  s u r p lu s  s t a t e  f u n d s ) .  However, th e  typ e s  o f  in v e s tm en ts
t h a t  may be made a r e  l im i t e d  t o :

( 1 )  o b l i g a t i o n s  o f ,  o r  o b l i g a t i o n s  in s u r e d  o r  g u a ra n te ed  by
-1 - JID 32*1
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v h e  U n i t e d  S t a t e s  o r  a g e n c i e s  o r  I n s t r u m e n t a l i t i e s  o f  t h e  U n i t e d  S t a t e s ;

( 2 )  o b l i g a t i o n s  s e c u r e d  b y  r e s e r v e s  p a i d  I n  b y  t h e  U n i t e d  

S t a t e s  o r  a g e n c i e s  o r  I n s t r u m e n t a l i t i e s  o f  t h e  U n i t e d  S t a t e s  o r  o b l i g a ­

t i o n s  o f  c o r p o r a t i o n s  I n  w h i c h  t h e  U n i t e d  S t a t e s  i s  a  s h a r e h o l d e r  o r  

m e m b e r ;

( 3 )  n o t e s  I s s u e d  b y  F a r m e r ’ s  H o m e  A d m i n i s t r a t i o n ;

( * t )  b a n k  c e r t i f i c a t e s  o f  d e p o s i t  w h i c h  a r e  s e c u r e d  a s  t o  t h e  

p a y m e n t  o f  p r i n c i p a l  a n d  i n t e r e s t  i n  a c c o r d a n c e  w i t h  A l a s k a  l a w ;  o r

( 5 )  s t a t e  l o a n  p r o g r a m s  t h a t  a r e  d e s i g n e d  b y  l a w  a s  e l i g i b l e  

f o r  p e r m a n e n t  f u n d  I n v e s t m e n t .

S e c .  3 7 . 1 1 . 1 3 0 .  U S E  O F  F U N D  I N C O M E ,  ( a )  I n c o m e  r e c e i v e d  f r o m  

i n v e s t m e n t  f u n d  p r i n c i p a l  m a y  b e :

( 1 )  r e i n v e s t e d  i n  i n v e s t m e n t s  a u t h o r i s e d  u n d e r  s e c .  1 2 0  o f  

t h i s  c h a p t e r ;

( 2 )  a p p r o p r i a t e d  f o r  t h e  a d m l n i s t r a t ' . o n  o f  t h e  f u n d ;  o r

( 3 )  a p p r o p r i a t e d  t o  p r o v i d e  f u n d i .  ▼ f o r  o p e r a t i n g  o r  c a p i t a l  

e x p e n d i t u r e s  f o r  l o a n  o r  g r a n t  p r o g r a m s  t h a t  a r e  e x p r e s s l y  e s t a b l i s h e d  

b y  l a w  f o r  f i n a n c i n g  f r o r a  t h i s  f u n d  a n d  a r e  d e s i g n e d  t o  a s s i s t :

( A )  I n d i v i d u a l s  w h o  h a v e  b e e n  r e s i d e n t s  o f  t h e  s t a t e  f o r  

a t  l e a s t  f i v e  y e a r s ;

( D )  c o r p o r a t i o n s  f o r  w h i c h  A l a s k a  i s  t h e  p r i n c i p a l  p l a c e  

o f  b u s i n e s s  t h a t  h a v e  b e e n  o p e r a t i n g  c o n t i n u o u s l y  i n  t h e  s t a t e  f o r  

a t  l e a s t  t h r e e  y e a r s ;  o r

( C )  p u b l i c  c o r p o r a t i o n s  o r  p o l i t i c a l  s u b d i v i s i o n s  o f  t h e

s t a t e .

( b )  P l a n s  f o r  e x p e n d i t u r e s  o f  f u n d  i n c o m e  u n d e r  ( a )  o f  t h i s  s e c t i o n  

s h a l l  b e  p r e p a r e d  i n  d e t a i l  b y  t h e  a p p r o p r i a t e  s t a t e  d e p a r t m e n t  o r  a g e n c y  

a n d  s h a l l  b e  s u b m i t t e d  b y  t h e  g o v e r n o r  i n  a c c o r d a n c e  w i t h  t h e  E x e c u t i v e  

B u d g e t  A c t  ( A S  3 7 - 0 7 )  a s  p a r t  o f  h i s  a n n u a l  b u d g e t  p r e s e n t a t i o n  t o  t h e

,*/s~• .3.-"/ L u / v W i i 1 1 i_L" L U r  i



l e g i s l a t u r e .
Sec. 3 7 . H . l /i0. P R O T E C T I O N  O P  P R I N C I P A L .  A n  i n v e s t m e n t  transaction.

I
i n v o l v i n g  fun d p r i n c i p a l  v/hlch r e s u l t s  in an a c t u a l  d o l l a r  los s  o f  p r i n­

c i p a l  s h a l l  be r e i m b u r s e d  in f ull f r o m  f u n d  i n c o m e  b e f o r e  a d d i t i o n a l  

i n c o m e  is e xpended.

5 Sec. 2. T h i s  Act t a k e s  e f f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  A S  0 1 . 1 0 . -  

070(c).
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Sterling Gallagher 
Commissioner 
Department of Revenue

Lawrence C. Rppenbach j[  
Deputy Commissioner 
Department of Revenue

' P

March 27, 1975

Treasury Comments on 
InT im m nd SB 297

This memorandum summarizes preliminary Treasury comments on HB 324 
and SB 297, Acts establishing an Alaska mineral lease bonus permanent 
fund. In general the Treasury Division supports measures which set aside 
a portion of revenue from petroleum discovery to better plan for the day 
when Alaska's nonrenewable wealth will be gone. We arc also deeply involved 
in the financial planning required for the slate to meet the crunch coming 
in Fiscal Years 1976 -1978 which both bills may directly effect. Our comments, 
will be limited to those of a technical nature and will not include an assessment 
of the revenue effect of setting aside bonus payments.

General

IIB 324 and SB 297 proposes to create a permanent fund by an act of 
legislation morally obligating future legislatures to leave it intact. Once 
begun, sue)) a fund may acquire a long term character.
Contributions

The deposit of 957, of mineral lease bonus into a permanent fund would cause 
a total of 102" to be dedicated (57, Renewable Resource, 27, Claims Act).
In addition, the sharing of cash bonus as distinct from royally payments, 
rentals, etc. would add a new dimension to the question of whether the state 
should adopt royally bid lease contracts.



TIic m o s t  critical aspect of a 95" b o n u s  s h a r i n g  is the previously m e n t i o n e d  

impact on p l a n n i n g  the state's financial r e s p o n s e  to o u r  t e m p o r a r y  c r u n c h .

A  smaller percentage, or a s t a g g e r e d  increasing p e r c e n t a g e  o v e r  time, or 

a d e l ayed effective date w o u l d  all i m p r o v e  the c h a n c e s  for a b o n u s  sale this 

y e a r  to help the State me e t  its p e n d i n g  financial obligations.

Investment

A  long ter m  f u n d  s h o u l d  h a v e  b r o a d  i n v e s t m e n t  authority exercised at the

discretion of professional in v e s t m e n t  m a n a g e r s  hel d  responsible for their

actions u n d e r  a p r u d e n t  m a n  rule. S u c h  in v e s t m e n t  authority w o u l d  allow 

►

the f u n d  to take m a x i m u m  a d v a n t a g e  of imperfect m a r k e t s  ( m a d e  so b e c a u s e  

of constraints p laced o n  other f u n d s )  to achieve a hig h  return.

Ideally a p e r m a n e n t  f u n d  h a s  its portfolio b a l a n c e d  b e t w e e n  instruments 

achieving a hig h  " e c o n o m i c "  total return; s u c h  as certain A l a s k a n  invest­

ments, a n d  those achieving a h i g h  c a s h  return to p r o v i d e  a h e d g e  against 

inflation.

A S  37.10.070 p r o v i d e s  a c o m p r e h e n s i v e  list of desirable investment instru­

m e n t s  including a full r a n g e  of short a n d  long ter m  fixed i n c o m e  investments, 

A l a s k a n  residential a n d  c o m m e r c i a l  m o r t g a g e s  a n d  c o m m o n  stock. T h e  

T r e a s u r y  division r e c o m m e n d s  that this list b e  a d o pted intact. S h o u l d  there 

b e  an absolute n e e d  to eliminate a particular form of investment, s u c h  as 

c o m m o n  stock, then it s h o u l d  b o  specifically deleted. T h e  a p p r o a c h  taken 

b y  111! 324 impor.es u n n e c e s s a r y  a n d  u ndesirable limitations o n  the r a n g e  

of legal i n v e s t m e n t s .

- 2 -
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Use of Fund Income

T h e r e  is s o m e  c o n c e r n  e x p r e s s e d  in T r e a s u r y  as lo the legality of (a) (3) 

r e g a r d i n g  the limitations on appropriations of f u n d  i n c ome. T h e  a p p r o a c h  

taken in S B  297 (otherwise identical) of deleting this portion obviously r e m o v e s  

this issue. H o w e v e r ,  w e  are not attorneys a n d  s u g gest a r e v i e w  of this 

provision b y  the D e p a r t m e n t  of L a w  .

Additional Points

T h e  p r o c e e d s  of ca s h  b o n u s  bids a d d  to the state's total stock of wealth.

It w o u l d  b e  desirable to continue to h a v e  claim to this total wealth to s e c u r e  

State G O  b o n d s .  Rating agencies h a v e  e x p r e s s e d  c o n c e r n  that a n y  division 

of o u r  r e s o u r c e  d e v e l o p m e n t  p r o c e e d s  m a y  injure o u r  ability to s e c u r e  debt.

O f  course, a n y  legislature could appropriate these funds to m e e t  the debt 

service r e q u i r e m e n t s  of state b o n d s .  H o w e v e r ,  a b o n d  b u y e r  w o u l d  b e  m o r e  

u s s u r  ;d a n d  h e n c e  require less interest if s u c h  a p l e d g e  w a s  m a d e  specifically.

Cost of Administration

T h e  T r e a s u r y  Division docs not anticipate a n y  cost of administration re­

quiring a fiscal note at this time with acceptance of T r e a s u r y ' s  p r o p o s e d  

197G b u d get. F uture e x p e n s e s ,  not e x p e c t e d  to b e  large, w o u l d  b e  displayed 

in future a n n u a l  budgets.



I a p p r e c i a t e  d e e p l y  y o u r  c o u r t e s y  in a l l o w i n g  m e  to su b m i t  my 

v i e w s  c o n c e r n i n g  H o u s e  Bill 324. I a m  p r e c l u d e d  fro m  r e t u r n i n g  

to J u n e a u  this e v e n i n g  b e c a u s e  o f  a c o n f e r e n c e  i.i A n c h o r a g e  and 

a p u b l i c  h e a r i n g  o f  th e A n c h o r a g e  G i a r t e r  C o m m i ss i o n ,  o f  w hich 

I a m  a membe: .

Mr. Cha i r m a n,  I a m  c o n f i d e n t  t h a t  A l a s k a n s  w e l c o m e  y o u r  leader s h i p  

in s e e k i n g  to p r o v i d e  a p p r o a c h e s  f o r  S tate b u d g e t i n g  that are 

m o r e  r a t i on a l ,  an d  b e t t e r  plann e d ,  t h a n  a p p r o a c h e s  f o l l o w e d  in 

t h e  past. L e a d e r s h i p  in t h a t  d i r e c t i o n  is long o v e rdue. Too 

o ften, t h e  a p p r o p r i a t i o n  p r o c e s s  has b e e n  v i e w e d  as an a r e a  in 

w h i c h  s p e c i a l  i n t e r e s t s  c o n t e n d  for a d v a n t a g e — "Log r o l l i n g "  

t hat has t e n d e d  to swell S t a t e  o p e r a t i n g  budgets.

At the s a m e  time, t h e  L e g i s l a t u r e ' s  u s e  o f  bonus m o n e y s  r e c e i v e d  

in 1969 h a s  b e e n  g e n e r a l l y  wise. It has almost al w a y s  bee n  

humane. As on e  Alaskan, I w o u l d  p r e f e r  that m y  r e p r e s e n t a t i v e s  

e r r - - i f  e r r  t h e y  m u s t - - o n  the s i d e  o f  effor t s  to i m p r o v e  the 

q u a l i t y  o f  life in Alaska, r a t h e r  t h a n  to er r  on the sid e  o f  

i n d i f f e r e n c e  to h u m a n  need. T h e  L e g i s l a t u r e  can take p r i d e  in 

th e  s t r i d e s  w e  h a v e  m a d e  in c o m m u n i c a t i o ns ,  so c ia l  services, 

e d u c a t i o n ,  an d  o t h e r  fields w h i c h  hav e  b e n e f i t e d  fro m  t h e  use 

o f  the 1969 b o n u s  money.

H o u s e  Bill 3 2 4 's a s s u m p t i o n s  a b o u t  S t a t e  e x p e n d i t u r e s  are so 

i m p o r t a n t  to A l a s k a ' s  f u t u r e  t h a t  I r e s p e c t f u l l y  s u g g e st  that the 

m e a s u r e  n e e d s  f u l l - s c a l e  p u b l i c  i n v o l v e m e n t  b e f o r e  the L e g i s l a t”! 

F o r  if- - as  the A d m i n i s t r a t i o n  u r g e s - - A l a s k a n s  are to be e n g a g e d  

d i r e c t l y  in the k i n d  o f  b a s i c  d e c i s i o n - m a k i n g  th a t  h e l ps  plo t  

our c o u r s e  for fut u r e  g e n e r a t i o n s ,  then t h e s e  a s s u m p t i o n s  n e e d

M r .  C h a i r m a n :



th a t  i n v o l v e m e n t,  an d  if--as the A d m i n i s t r a t i o n  w i s h e s - - w e  ar^ 

to as s e s s e v e n - h a n d e d l y  all a l t e r n a t i v e  r e v e n u e  and 

e x p e n d i t u r e  p o l i c i e s ,  th e  H o u s e  Bill 324 sh o u l d  not be 

v i e w e d  in the abstract, in a vacuum, o r  as a d i s e m b o d i e d  

p r o p o s i t i o n ,  bu t  s h o u l d  r a t h e r  be c o n s i d e r e d  fo r it.- effects 

o n  o t h e r  o p t i o n s  o f  r e v e n u e - r a i s i n g  and e x p e n d i t u re .

A n d  finally, i f - - a s  the A d m i n i s t r a t i o n  says w e  m u s t - - w e  

are to w e i g h  S t a t e  acti o n s c a r e f u l l y  for t h e i r  e f f e c t s  on 

S t a t e  g r o w t h  rates, t h e n  H o u s e  Bill 324 s h o u l d  be s t u d i e d  

in t hat light.

As I u n d e r s t a n d  it, a b a s i c  c o n c e p t  o f  H o u s e  Bill 324 

is that n o n - r e n e w a b l e  r e s o u r c e  r e c e i p t s  s h o u l d  no t  b e  e m p l o y e d  

t o  mee t  o n g o i n g  e x p e n s e s  o f  S t a t e  g o v e r nm e n t .  S p e a k i n g  as a 

f o r m e r  l e g i s la t o r ,  an d  as a citizen, I m u s t  be frank in 

a d m i t t i n g  m y  d o u b t s  a b ou t  t h a t  concept, e v e n  t h o u g h  m y  v i e w  

m a y  n o t  s q u a r e  w i t h  th e  c o m m o n  w i s d o m  o f  the time. But o f  

this I a m  sure: c o n c e p t u a l l y,  r o y a l t y  in c o me  a n d  p r o d u c t i o n  

t axes are jus t  as m u c h  r e c e i p t s  f r o m  n o n - r e n e w a b l e  r e s o u r c e s  

as are b o n u s e s .  It is u n c l e a r  w h y  one type o f  p e t r o l e u m  

r e v e n u e  is to b e  b a r r e d  fr o m  u s e  in the o p e r a t i n g  budget, 

w h i l e  o t h e r  t y pe s  w o u l d  not b e  barred. P e r h a p s  it is r e c o g n i z e d  

t ha t  s ome us e  o f  n o n - r e n e w a b l e  r e s o u r c e  r e v e n u e  has t o  be 

i n c l u d e d  in t h e  o p e r a t i n g  b u d g e t  as a p r a c t i c a l  matter. Pe r h a p s  

it is a r g u e d  t h a t  t h e  S t a t e c o n s t i t u t i o n  p r o h i b i t s  a d e d i c a t i o n  

o f  r o y a l t y  i n c o m e  a n d  s e v e r a n c e  taxes, b u t  al l o w s a d e d i c a t i o n  

o f  b o n u s  r e c e i p ts .  But i f  legal a r g u m e n t s  arc the  r e a s o n  for 

the d i s t i n c t i o n  i mp l i c i t  in H o u s e  Bill 324, t h e n  I s u g g e st  that



at least r o y a l t y  income an d  b o n u s  bid s  are on the same c o n s t i t u t i o n a l  

footing.

Mr. C n a irman, m e m b e r s  o f  y o u r  c o m m i t t e e  h a v e  also s h o w n  

l e a d e r s h i p  in a t t e m p t i n g  t( get b e t t e r  i n f o r m a t i o n  f o r  the 

L e g i s l a t u r e ' s  b u d g e t a r y  p l a nn i n g .  I h a v e  p e r s o n a l  k n o w l e d g e  

o f  the efforts m a d e  b y  R e p r e s e n t a t i v e  Cowper, for example, to 

i n c r e a s e  the f l o w  o f  k n o w l e d g e  a b o u t  p i p e l i n e  costs to the 

Commi t t e e .  Fe w  w o u l d  a r g u e  that t hese e f fo r t s  are in a p p ro p r i a t e ;  

mos t A l a s k a n s  w o u l d  agree th a t  t h e y  e m a n a t e  from a h i g h  sense 

o f  p u b l i c  r e s p o n s i b i l i t y .

In t hat light, t h e  c o n s i d e r a t i o n  o f  H o u s e  Bill 324, at 

this time, is st r i k i ng .  All o f  us k n o w  that some e s t i m a t e s  hav e  

b e e n  m a d e  o f  som e  m a t t e r s  tha t  t h e s e  e s t i m a t e s  m a y  not  be p r o v e d

a ccurate. Indeed, it has b e e n  t h e  v e r y  u n c e r t a i n t y  a bout some

i s s u e s - - t h e  cost o f  th e  pi pe l i n e ,  the a m o u n t  o f  b o n u s e s  to b e  

r e c e i v e d  f rom a B e a u f o r t  s a l e - - t h a t  lias led to the i n t r o d u c t i o n  

o f  m e a s u r e s  to t a x  oil and gas in place. T h e s e  u n c e r t a i n t i e s

s h o u l d  be c a u t i o n s  a g a i n s t  the p a s s a g e  at this s e s si o n  o f  a bill

t hat tr ea t s  the u n k n o w n  as known. H o u s e  Bill 324 a s s u m e s  t h a t  the 

b e s t  use o f  95 p e r  cent o f  inc o m e  f ro m  b o n u s e s  is in r e v e n u e  

s h a r i n g  and in p a r t i c u l a r ,  but u n s p e c i f i e d ,  "loan or g rant p r o g r am s . ,  

d e s i g n e d  to as s i s t  i n d i v i d u a l s  a n d  c o r p o r a t i o n s " .  Social p r o g r a m s —  

in educa t io n ,  in i m p r o v e m e n t  o f  s tate i n s t i t u t i o n s  for c o r r e c ti o n s ,  

h e a l t h  cai-e, the elderly, e t c . - - t a k e  a b a c k  seat. A l t h o u g h  a p r e m i s e  

o f  the bill is th e  d e s i r e  to a v oi d  a s w e l l i n g  S tate b u r e a u c r a c y ,  th e  

m e a s u r e  m a y  i n c re a s e  the sire o f  b u r e a u c r a c i e s  at local g o v e r n m e n t  

levels b y  c o m p e l l i n g  a m o v e m e n t  o f  p r o g r a m s  f rom one level o f



g o v e r n m e n t - - t h e  S t a t e - - t o  local g o v e r n m e n t s  b e c a u s e  o f  the 

p r o h i b i t i o n  a g a i n s t  u s i n g  b on u s  r e c e i p t s  d i r e c t l y  b y  the State 

e x c e p t  fo r  l i m i t e d  p u r p o s e s .  I d o u b t  t h a t  s u c h  an a r t i f i c i a l l y  

i n d u c e d  m o v e m e n t  o f  p r o g r a m s  w i l l  p r o v e  t o  be cos t  e f f e c t i v e  o r  in 

the p u b l i c  in t er e s t .  I b e l i e v e  s u c h  a m o v e m e n t  o f  p r o g r e s s  w o u l d  

b e  e s p e c i a l l y  d e t r i m e n t a l  to the i n t e r e s t s  o f  r e s i d e n c e  o f  the 

u n o r g a n i z e d  b o r o ug h .

If S ta t e  f u n c t i o n s  s h o u l d  b e  d e l e g a t e d  to local gov e r n m e n ts ,  

v h e n  t h a t  is a p r o c e s s  t hat s h o u l d  b e  c o n s i d e r e d  o n  its own 

m e r i t s;  it s h o u l d  n o t  o c c u r  as a b y - p r o d u c t  o f  l e g i s l a t i o n  

r e s t r i c t i n g  the S t a t e ' s  us e  o f  its own r e venues.

H o u s e  Bill 324 as s u m e s  t h a t  " p r e s s u r e "  f r o m  A l a s k a  c i t i z e n s  

f o r  e x p e n d i t u r e s  a r e e s s e n t i a l l y  wrong, a n d  t hat the p e o p l e ' s  

r e p r e s e n t a t i v e s  n e e d  g r e a t e r  i n s u l a t i o n  f ro m  t h e s e  p r e s s u r e s - -  

t o  p r o t e c t  the p u b l i c  f r o m  itself. I b e l i e v e  this a s s u m p t i o n  

n e e d s  p u b l i c  i n v o l v e m e n t  and scrutiny.

T h e  S t a t e ' s  i n v e s t m e n t  in h u m a n  p r o g r a m s - - r e t a r d e d  children, 

ai d  for d e p e n d e n t  children, e s t a b l i s h m e n t  o f  p r e - s c h o o l  c hild 

c a r e  centers, t r e a t m e n t  for a l c o h o l i c s  a n d  a d d i c t s - - m a y  b e  far 

m o r e  a p p r o p r i a t e  u s e  ct the b o n u s  m o n e y s  t h a n  loans to A l a s k a ' s  

b u s i n e s s m e n .  P e r h a p s  I a m  wrong. P e r h a p s  the " tr i c k l e  d o w n "  

t h e o r y  c a n  be v i n d i c a t e d .  But the e s s e n t i a l  p o i n t  is t ha t  on 

M a r c h  26, 1975, w e  as A l a s k a n s  n e e d  to a d dr e s s  that  p r o p o s i t i o n  

dir ec t l y ,  n o t  o b l i q u e l y ,  and w i t h  p u b l v c  i n v o l v e m e n t .  H o w  m u c h  

r e v e n u e  w i l l  the S t a t e  s t a n d to c o l le c t  f r o m  p r o s p e c t i v e  sales 

o f  l e a s e a b l e  t r a c t s ?  H o w  m u c h  m o n e y  from t h e s e  sales, or the 

i n c o m e  f r o m  them, ca n  be a b s o r b e d  e f f e c t i v e l y  int o the A l a s k a



e c o n o m y ?  To w h a t  e xt e n t  w o u l d  b e n e f i c i a r i e s  f r o m  the loans and 

g r a n t s  be u s i n g  p u b l i c  m o n e y  fo r p u r p o s e s  that p r i v a t e  m o n e y  is-- 

or w il l  b e c o m e - - a v a i l a b l e  to fund? W h a t  w ill s u c h  e x p e n d i t u r e s  

do to the S t a t e ' s  r a t e  o f  g r o w t h ?  If the g r o w t h  rat e  is stimulated, 

w h a t  w i l l  h a p p e n  t h e n  to the S t a t e ' s  budget, a n d  h o w  will grow th -  

i n d u c e d  p r e s s u r e s  o n  t h e  b u d g e t  be m e t ?

B e c a u s e  o f  thi s  C o m m i t t e e ' s  c o m m i t m e n t  to s o u nd  b u d g e t a r y  

p l a n n in g ,  and t h e  a c q u i s i t i o n  o f  h e l p f u l  i n f o r m a t i o n  in the 

p l a n n i n g  p r o c e s s ,  I w o u l d  h o p e  that som e m o d e l i ng ,  b a s e d  u p o n  

a l t e r n a t i v e  a s s u m p t i o n s ,  c o u l d  b e  s t u d i e d  b e f o r e  a c t i o n  on H o u s e  

Bill 324.

Mr. Ch a i r m a n , in m y  s e r v i c e  as a legislator, I o p p o s e d  

th e  c r e a t i o n  o f  s o - c a l l e d  p e r m a n e n t  funds. M y  b i a s - - i f  t hat 

is w h a t  it i s - - s h o u l d  b e  w e l l  known, an d  i f  it is not, I w a n t  

to b e  sure tha t  th e  C o m m i t t e e  u n d e r s t a n d s  that m y  p o i n t  o f  v i e w  

h as b e e n  o f  l ong stands .,,. I s i m p l y  d o n ' t b e l i e v e  t h a t  an y  

l e g i s l a t u r e  is n e c e s s a r i l y  w i s e r  that its s uccessors, an d  I 

d o n ' t  b e l i e v e  tha t  b u s i n e s s  loans to i n d i v i d u a l s  an d  c o r p o r a t i o n s  

are m o r e  w o r t h y  u s e  o f  p u b l i c  funds t h a n  e d u c a t i o na l ,  healt h ,  a n d  

s o c i a l  ser v i c e s ,  a n d  o t h e r  p r o g r a m s  t h a t  b e n e f i t  d i r e c t l y  th o s e  

w h o  m u s t  r e l y  m o s t  o n  g o v e r n m e n t  for "an equal s t a r t  in t h e  r ace 

o f  life".

But p h i l o s o p h y  aside, H o u s e  Bill 324 p r e s e n t s  a n o t h e r  que st i o n .

If it be in the p u b l i c  i n t e r e s t  to c r e a t e  a p e r m a n e n t  fund, then 

c o n s i d e r a t i o n  s h o u l d  be g i v e n  to the c r e a t i o n  o f  the fund t h r o u g h  the 

c o n s t i t u t i o n a l  a m e n d m e n t  pr o c e s s .  T h e  a m e n d m e n t  p r o c e s s  h a s  in its 

f avor the d i r e c t  i n v o l v e m e n t  o f  A l a s k a n s  in a m a t t e r  o f



f u n d a m e n t a l  i m p o r t a n c e ,  and true  pe r ma n e n c y .  O t h e r  p o s s i b i l i t i e s  

e x i s t  and s h o u l d  be e x plored: fo r  example, p e r h a p s  legislation, or 

c o n s t i t u t i o n a l  a m e n d m en t ,  s h o u l d  limit the am o u n t  b y  w h i c h  one y e ar ' s  

b u d g e t  m a y  e x c e e d  th e  b u d g e t  for the p r i o r  year, l e a v i n g  the 

L e g i s l a t u r e  in c o m p l e t e  control in s e t t i n g  p r i o r i t i e s  for u s i n g  

th e  a v a i l a b l e  sum. T h i s  c o u r s e  has t h e  m e r i t  o f  a v o i d i n g  a n y  

p r e d e t e r m i n a t i o n  a b o ut  the w i s e s t  and mo s t  c o s t - e f f e c t i v e  s p en d i n g  

p r i o r i t i e s .

Mr. C h a i r m a n ,  Mr. E p p e n b a c h  o f f e r e d  s o m e  t e c h n i c a l  comments 

this w e e k  w h i c h  I w i l l  no t  r e p e a t  here. In m y  role  as lc Islative 

c o u n s e l  f o r  B P - A l a s k a ,  I w o u l d  o n l y  a d d  that H o u s e  Bill 324 

m a k e s  m o r e  l i k e l y  the i m p o s i t i o n  o f  a t a x  on oil and gas in place.

T h a t  is a t a x  w h i c h  m a n y  m e m b e r s  o f  the H o u s e say s h o u l d  be a d o p t e d  ' 

on l y  as "a last r es ort". H o u s e  m e m b e r s  u n d e r s t a n d  the d e t r i m e n t a l  

c o n s e q u e n c e s  to t h e  p u b l i c  o f  such  a tax; m a n y  o f  t h e s e  c o n s e q u e n c e s  

w e r e  o u t l i n e d  in F e b r u a r y  b y  Dr. M i l t o n  Lipton, c o n s u l t a n t  

t o  t h e  L e g i s l a t u r e  on p e t r o l e u m  policy.

F o r  example, Dr. L i p t o n  a d v i s e d  c o m m i t t e e s  that a t a x  on oil and gas 

in p l a c e - - m o r e  l i k e l y  to o c c u r  i f  Be a u f o r t  lease r e v e n u e s  can not be 

u s e d  f o r  S t a t e  o p e r a t i n g  e x p e n s e s - - w o u l d  ha v e  wha t  Dr. Li p t o n  ca l l e d  

a " d e p r e s s a n t  e f f e c t "  u p o n  the size o f  c om p e t i t i v e  b o n u s e s  r e c e i v e d  by 

t h e  State. Su c h  c o n s i d e r a t i o n s  are g e r m a ne  to the q u e s t i o n  o f  H o u s e  

Bill 324.

F o r  t h a t  reason, and others, the Le g i s l a t u r e  should e n c o u r a g e  the 

G o v e r n o r  to c o n d u c t  a B e a u f o r t  lease sal e  late this year. T h e n  the 

L e g i s l a t u r e  ca n  a s s e s s  the r e s u l t s  and c o n s i d e r  m o r e  a p t l y  w h e t h e r  

a r e g r e s s i v e  tax, g a v i n g  a " d e p r e s s a n t "  ef fe c t  on o v er a l l  r evenues,



is n e c e s s a r y .  V.'e can t e s t  a g a i n  the e f f e c t i v e n e s s  o f  the c o m p e t i t i v e  

l ease system. If a p e r m a n e n t  fund is e s t a b li s h e d ,  we can r e a c h  a 

j u d g e m e n t  - w i t h  p u b l i c  i n v o l v e m e n t  - as to:

- - w h e t h e r  95 p e r c e n t  o f  b o n u s e s  or some o t h e r  p e r c e n t a g e s  s h o u l d  

b e  c o m m i t t e d  to a p e r m a n e n t  fund, and if so for w h a t  pur po s e s ,  

- - w h e t h e r  th e  e s t a b l i s h m e n t  o f  s u c h  a fund s h o u l d  o c c u r  b y  

c o n s t i t u t i o n a l  a m en d m e n t ;

Mr. C h a i rm a n ,  time has n o t  p e r m i t t e d  me to a d d r e s s  H o u s e  Bill 324 

f r o m  e v e r y  aspect, bu t  I h o p e  that the f o r e g o i n g  c o m m e n t s  are 

o f  a s s i s t a n c e  to t h e  C o m m i t t e e .  I a m  gr a t e f u l  for the o p p o r t u n i t y  

g i v e n  m e  to su b m i t  them.

J o e  P. J o s e p h s o n
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