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IN T H E  H O U S E B Y  T H E  F I N A N C E  C O M M I T T E E

CS F O R  H O U S E  B I L L  NO. 324

IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  OF A L A S K A

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

A B I L L

For a n  Act e n t i t l e d :  "An Act e s t a b l i s h i n g  t h e  A l a s k a  m i n e r a l  l e a s e  b o n u s

p e r m a n e n t  fund; a n d  p r o v i d i n g  for a n  e f f e c t i v e  date."

BE IT E N A C T E D  BY T H E  L E G I S L A T U R E  OF  T H E  S T A T E  O F  ALASKA:

* S e c t i o n  1. AS 3 7 . 1 1  is a m e n d e d  by a d d i n g  n e w  s e c t i o n s  to read:

C H A P T E R  11. P E R M A N E N T  [ R E N E W A B L E  R E S O U R C E S ]  FUNDS.

A R T I C L E  2. A L A S K A  M I N E R A L  L E A S E  B O N U S  P E R M A N E N T  FUND.

Sec. 3 7 . 1 1 . 1 0 0 .  P U R P O S E .  T h e  l e g i s l a t u r e  f inds a n d  d e c l a r e s  that 

it is e s s e n t i a l  to p r e s e r v e  the  r e v e n u e  d e r i v e d  f r o m  m i n e r a l  l e a s e  bonus 

sales, a n o n - r e n e w a b l e  r e s o u r c e ,  for f u t u r e  g e n e r a t i o n s  o f  A l a s k a n s ,  and 

f u r t h e r ,  that this p u r p o s e  bes t  c a n  be s e r v e d  by p r e s e r v i n g  thi s  income 

in a p e r m a n e n t  fun d  to be u s e d  for i n v e s t m e n t  c a p i t a l  by A l a s k a  r e s i­

dents.

Sec. 3 7 . 1 1 . 1 1 0 .  A L A S K A  M I N E R A L  L E A S E  B O N U S  P E R M A N E N T  FUND. T h e r e  

is e s t a b l i s h e d  as a s e p a r a t e  fun d  the A l a s k a  m i n e r a l  l e a s e  b o n u s  p e r m a n­

ent fund. R e c e i p t s  d e s i g n a t e d  u n d e r  sec. 120 o f  t his c h a p t e r  for d e p o s i t  

i n  the pexnr.anent f u n d  are to be h e l d  p e r p e t u a l l y  in trust for t h e be n e f i t  

o f  L o c h  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  Ala s k a n s.

See, 3 7 - 1 1 . 1 2 0 .  F U N D  P R I N C I P A L .  N i n e t y  p e r  cent of tne r e c e i p t s  

p a i d  the s t a te  f r o m  m i n e r a l  l e a s e  b o n u s e s  s h a ll  be d e p o s i t e d  in the 

p e r m a n e n t  fund. T h e s e  d e p o s i t s  s h a l l  be c o n s i d e r e d  fund p r i n c i p a l  and 

s h a l l  be i n v e s t e d  in p e r p e t u i t y  in a c c o r d a n c e  w i t h  AS 3 7 . 1 0 . 0 7 0  ( i n v e s t­

m e n t  of s u r p l u s  s t a t e  funds) or in s tate l o a n  p r o g r a m s  that a r e  

d e s i g n a t e d  by law as e l i g i b l e  for p e r m a n e n t  f u n d  I n v e s t m e n t ;  h o w e v e r ,  no 

f u n d s  m a y  be i n v e s t e d  in c o m m o n  or p r e f e r r e d  stocks.
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Sec. 3 7. 1 1 . 1 3 0 .  U S E  O F  F U N D  INCOME, (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  be:

(1) r e i n v e s t e d  in 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  sec. 120 of 

t his c h a pt e r ;

(2) a p p r o p r i a t e d  ''or the  a d m i n i s t r a t i o n  of the fund; or

(3) a p p r o p r i a t e d  to p r o v i d e  f u n d i n g  fo r  o p e r a t i n g  or c a p i t a l  

e x p e n d i t u r e s  fo r  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  by law.

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

s h a l l  be p r e p a r e d  in d e t a i l  by 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  h e  s u b m i t t e d  by the g o v e r n o r  in 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  Act (AS 37.07) as p a r t  of  hi 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  to the 

l e g i s l a t u r e .

Sec. 3 7 . 1 1 . 1 4 0 .  P R O T E C T I O N  O F  P R I N C I P A L .  An i n v e s t m e n t  t r a n s a c t i o n  

i n v o l v i n g  fun d  p r i n c i p a l  w h i c h  r e s u l t s  in a n  a c t u a l  d o l l a r  loss o f  p r i n­

ci p a l  s h a l l  be r e i m b u r s e d  in f u l l  fro m  fun 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 x p e n d e d .

* Sec. 2. T h i s  Act t akes 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  AS 0 1 . 1 0 . -

(c).
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I n t r o d u c e d :  3/21/7'."'
R e f e r re d :  F i n a n c e

!3Y M A L O N E  , A N D E R S O N  , MIS I K N K , MliWMAN , 
B R A D L E Y , D R A D N E R , M R O W N , BUCiillOL.DT, 
C O T T E N , C O W P E R , D A V I S , D U N C A N , ELI ASON , 
F I S C H E R ,F R E E M A N , G A R D I N E R ,G R U E N I N G , 
H A C K N E Y ,H A U G E N ,H E R S H B E R G E R ,I T T A , 
K E L L E Y ,M C K I N N O N ,M I L L E R ,N A U G H T O N ,OSE 
O S T E R B A C K ,O S T R O S K Y ,P A R K E R ,P A R R , 
R H O D E ,S M I T H ,S P E C K I N G ,S U L L I V A N ,

.N T H E  H O U S E  S W A N S O N  A N D  U R I O N

H O U S E  B I L L  NO. 324 

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

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

A B I L L

"or 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 l a s k a  m i n e r a l  lease b o nu s

p e r m a n e n t  fund; an d  p r o v i d i n g  for an e f f e c t i v e  d a t e . "

\F. IT E N A C T E D  BY T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  ALASKA:

# S e c t i o n  1. AS 37.11 is a m e n d e d  by a d d i n g  n e w  s e c t i o n s  to read:

C H A P T E R  11. P E R M A N E N T  [ R E N E W A B L E  R E S O U R C E S ]  FUND S .

A R T I C L E  2. A L A S K A  M I N E R A L  L E A S E  B O N U S  P E R M A N E N T  FUND.

Sec. 37-11 .1 0 0 .  PURFOS E .  T h e  l e g i s l a t u r e  f inds arid d e c l a r e s  that 

it is e s s e n t i a l  to p r e s e r v e  the r e v e n u e  d e r i v e d  from m i n e r a l  l e a s e  b o n u s  

s ales, a n o n - r e n e w a b l e  r e s o u r c e ,  for f u t u r e  g e n e r a t i o n s  o f  A l a s k a n s ,  and 

further, that t h i s  p u r p o s e  best c an  be s e r v e d  by p r e s e r v i n g  this income 

in a p e r m a n e n t  fund to be u s e d  for I n v e s t m e n t  c a p i t a l  by A l a s k a  r e s i­

dents.

Sec. 37.11 . 1 1 0.  A L A S K A  M I N E R A L  L E A S E  B O N U S  P E R M A N E N T  FUND. T h e r e  

is e s t a b l i s h e d  as a s e p a r a t e  fund the A l a s k a  m i n e r a l  l e a s e  b o n u s  p e r m a n­

ent fund. R e c e i p t s  d e s i g n a t e d  u n d e r  sec. 120 of  this c h a p t e r  for d e p o s i t  

in the  p e r m a n e n t  fund ar e  to be h e l d  p e r p e t u a l l y  in t rust for the b e n e f i t  

o_ b o t h  p r e s e n t  an d  f u t u r e  g e n e r a t i o n s  of Al a sk a n s .

Sec. 37.1 1 . 12 0 .  F U N D  PRIN CI P A L .  N i n e t y - f i v e  p e r  cen t  of the

r e c e i p t s  p ai d  the s t a t e  f r o m  m i n e r a l  l ease b o n u s e s  s h a l l  be d e p o s i t e d  iri

the p e r m a n e n t  fund. T h e s e  d e p o s i t s  s h a l l  be c o n s i d e r e d  fund p r i n c i p a l  

and shall be i n v e s t e d  in p e r p e t u i t y  in a c c o r d a n c e  w i t h  AS 3 7 . 1 0 . 0 7 0  

( i n v e s t m e n t  of s u r p l u s  s t a t e  funds). Hov/ever, the t y p e s  o f  i n v e s t m e n t s

thac may be m a d e  are l i m i t e d  to:

(1) o b l i g a t i o n s  of, or o b l i g a t i o n s  i n s u r e d  or g u a r a n t e e d  by,
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(2) o b l i g a t i o n s  s e c u r e d  by r e s e r v e s  p a i d  in by the 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  the U n i t e d  S t a t e s  o r  o b l i g a­

ti o n s  of  c o r p o r a t i o n s  in w h i c h  the U n i t e d  S t a t e s  is a s h a r e h o l d e r  or 

m e m b e r ;

(j) n o t e s  i s s u e d  by 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 ;

( )  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  ar e  s e c u r e d  as to the 

p a y m e n t  of  p r i n c i p a l  and  i n t e r e s t  in a c c o r d a n c e  w i t h  A l a s k a  law; or

(5) s tate l o a n  p r o g r a m s  that are d e s i g n e d  by law as e l i g i b l e  

for p e r m a n e n t  fund i n v e s t m e n t .

Sec. 37.11 . 13 0 .  US E  OF F U N D  I N C O ME .  (a) I nc o m e  r e c e i v e d  from 

I n v e s t m e n t  f u n d  p r i n c i p a l  may be:

(1) r e i n v e s t e d  in 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  sec. 120 of 

this chapt e r ;

(2) a p p r o p r i a t e d  f o r  the a d m i n i s t r a t i o n  of the fund; or

(3) a p p r o p r i a t e d  to p r o v i d e  f u n d i n g  for 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  for l oa n  or g r a n t  p r o g r a m s  t hat a r e  e x p r e s s l y  e s t a b l i s h e d  

by l a w  for f i n a n c i n g  f r o m  t h i s  fund and are d e s i g n e d  to 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  the s t a te  for 

at l east five years;

(B) c o r p o r a t i o n s  for w h i c h  A l a s k a  Is the 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  in the s tate for

at least t h r e e years; or

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

s t a t e ,

(b) P lans for e x p e n d i t u r e s  of f und i n c o m e  u n d e r  (a) o f  t hi s  s e c t i o n  

s h a l l  be p r e p a r e d  in d e t a i l  by the 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  or a g e n c y  

and s h a l l  be s u b m i t t e d  oy the g o v e r n o r  In a c c o r d a n c e  w i t h  the E x e c u t i v e  

Bu d g e t  Act (AS 37.07) as par t  of his a n n u a l  b u d g e t  p r e s e n t a t i o n  to the

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 ;
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l e g i s l a t u r e .

Sec. 37.11 . 1 40 .  P R O T E C T I O N  OF P R I N C I P A L .  An i n v e s t m e n t  t r a n s a c t i o n  

i n v o l v i n g  fund p r i n c i p a l  w h i c h  r e s u l t s  in an a c t u a l  d o l l a r  los s  of p r i n­

cip a l  shall be r e i m b u r s e d  in ful l  f r o m  fund  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 ex pe n d e d .

* 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  AS 0 1 . 1 0 . -  

170(c).
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Sterling G a l l a g h e r  

C o m m i s s i o n e r  

D e p a r t m e n t  of R e v e n u e March 27, 1975

L a w r e n c e  C. B p p c n b a c h  

D e p u t y  C o m m i s s i o n e r  

D e p a r t m e n t  of R e v e n u e

T r e a s u r y  C o m m e n t s  o n  

' H B  324 o n d  S B  297

T h i s  m e m o r a n d u m  s u m m a r i z e s  p r e l i m i n a r y  T r e a s u r y  c o m m e n t s  o n  H B  324 

a n d  S B  297, Acts establishing a n  A l a s k a  m i n e r a l  lease b o n u s  p e r m a n e n t  

fund. In general the T r e a s u r y  Division s u p p o r t s  m e a s u r e s  w h i c h  set aside 

a portion of r e v e n u e  f r o m  p e t r o l e u m  d i s c o v e r y  to better pla n  for the d a y  

w h e n  Alaska's n o n r e n e w a b l e  w e a l t h  will b e  g o n e .  W e  are also d e e p l y  i n v o l v e d  

in the financial p l a n n i n g  r e q u i r e d  for the state to m e e t  the c r u n c h  c o m i n g  

in Fiscal Y e a r s  1976 -1978 w h i c h  b o t h  bills m a y  directly effect. O u r  c o m m e n t s ,  

will b e  limited to those of a technical n a t u r e  a n d  will not. include a n  a s s e s s m e n t

of the r e v e n u e  effect of setting aside b o n u s  p a y m e n t s .

G e n e r a l

IIB 324 a n d  S B  297 p r o p o s e s  to create a p e r m a n e n t  f u n d  b y  an act of 

legislation morally obligating future legislatures to leave it intact. O n c e  

b e g u n ,  s u c h  a f u n d  m a y  a c q u i r e  a lon g  t e r m  character.

Contributions

T h e  deposit of 95% of m i n eral lease b o n u s  into a p e r m a n e n t  f u n d  w o u l d  c a u s e  

a total of 102% to b e  dedicated (51 R e n e w a b l e  R e s o u r c e ,  2% CL' ’-ms A c t ) .

In addition, the s h a r i n g  of c a s h  b o n u s  as distinct fro m  r o y a d y  p a y m e n t s ,  

rentals, etc. w o u l d  a d d  a n e w  d i m e n s i o n  to the question of w h e t h e r  the state 

s h o u l d  adopt royally bid lease contracts.
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T h c  m o s t  critical aspect of u 95" b o n u s  s h a r i n g  is the p r e v i o u s l y  m e n t i o n e d  

i mpact o n  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 pe r c e n t a g e ,  or a s t a g g e r e d  i n c reasing p e r c e n t a g e  o v e r  time, or 

a d e l ayed effective dale 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 m e e t  its p e n d i n g  financial obligations.

Investment

A  long term fun 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 e x ercised at the

discretion of professional i n v e s t m e n t  m u n a g e r s  held 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  i n 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 h i g h  return.

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

achieving a hig h  " e c o n o m i c "  total return; sucli 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 i n v e s t m e n t  instru­

me n t s  including a full r a n g e  of short a n d  long term 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  coinmuii stock. T h e  

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

b e  a n  absolute n e e d  to eliminate a particular fo r m  of investment, s u c h  as 

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

b y  1115 31M i m p o s e s  u n n e c e s s a r y  a n d  undesi r a b l e  limitations o n  the r a n g e  

of legal i n v e s t m e n t s .
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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 c a s u i’y as to the legality of (a) (3) 

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

taken in S B  297 (otherwise identical) of deleting this portion o b v i o u s l y  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 g e s t  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 cas 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 w e a l t h  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 f u n d s  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  

a s s u r e 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.

Co s t  of A d m i n i s t r a t i o n

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

quiring a fiscal note at this lime with ac c e p t a n c e  of T r e a s u r y ' s  p r o p o s e d  

197G budget. 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  d i splayed 

in future a n n u a l  budgets.



I appreciate deeply your courtesy in allowing me to submit my 

views concerning House Bill 324. I am precluded fr o m  returning 

to J uneau this evening because of a conference in A n chorage and 

a public hearing o f  the Anchorage Charter Commission, of which 

I a m  a member.

Mr. Chairman, I a m  confident that Alaskans welcome you r  leadership 

in seeking to p r o vide approaches for State budgeting that are 

more rational, and b e t t e r  planned, than approaches followed in 

the past. Leadership in that direction is long overdue. Too 

often, the appropriation process has been v iewed as an ar e a  in 

which special interests contend for advantage--"Log rolling" 

that has tended to swell State operating budgets.

At the same time, the L e g i s l a t u r e’s use o f  bonus m oneys received 

in 1969 has been generally wise. It has almost always been 

umane. As one Alaskan, I would prefer that m y  representatives 

err--if err they must--on the side o f  efforts to improve the 

quality o f  life in Alaska, rather than to err on the side of 

indifference to human need. The Legislature can take pride in 

the strides we have made in communications, social services, 

education, and other fields which have benefited from the use 

of the 1969 bonus money.

House Bill 324 ' s assumptions about State expenditures are so 

important to Alaska's future that I respectfully suggest that the 

measure needs full-scale public involvement before the Legislature. 

For if--as the Administration urges--Alaskans are to be engaged 

directly in the kind o f  basic decision-making that helps plot 

our course for future generations, then these assumptions need

Mr. Chairman:



t h a t  i n v o l v e m e n t ,  a n d  i f - - a s  th e  A d m i n i s t r a t i o n  w i s h e s — w e  are 

t o  a s s e s s  e v e n - h a n d e d l y  al l  a l t e r n a t i v e  r e v e n u e  an d  

e x p e n d i t u r e  p o l i c i e s ,  t he  H o u s e  Bill 324 s h o u l d  n o t  be 

v i e w e d  in the a b s t r a c t ,  in a vacu um ,  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 ,  b u t  s h o u l d  r a t h e r  b e  c o n s i d e r e d  f o r  its e f f e c t s  

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  a n d  e x p e n d i t u r e .

A n d  f i n a l l y , i f — as t h e  A d m i n i s t r a t i o n  says w e  m u s t — we 

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

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

in t h a t  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 t h a t  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  n o t  be  e m p l o y e d  

t o  m e e 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 n m en t .  S p e a k i n g  as a 

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

a d m i t t i n g  m y  d o u b t s  a b o u t  t h a t  c o nc e p t ,  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  t h e  c o m m o n  w i s d o m  o f  th e  time. B u t  o f  

t h i s  I a m  sure: c o n c e p t u a l l y ,  r o y a l t y  i n c o m e  a n d  p r o d u c t i o n  

t a x e s  a r e  j u s 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 ar e  b o n u s e s .  It is u n c l e a r  w h y  one t y p e  o f  p e t r o l e u m  

r e v e n u e  is to be b a r r e d  f r o m  u s e  i n  the o p e r a t i n g  budge t ,  

w h i l e  o t h e r  t yp e s  w o u l d  n o t  be barr e d . P e r h a p s it is r e c o g n i z e d  

t h a t  s o m e  u s 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  h a s  t o  be 

i n c l u d e d  in th 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  m a t t e r . P e r h a p s  

it is a r g u e u  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 nd  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 t s .  But i f  legal a r g u m e n t s  are t h e  r e a s o n  for 

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



at least royalty income and bonus bids are on the same constitutional 

footing.

Mr. Chairman, members of yo u r  committee have also shown 

leadership in attempting to get better information for the 

Legislature's b u d g e t a r y  planning. I have personal knowledge 

o f  the efforts made b y  Representative Cowper, for example, to 

increase the flow o f  knowledge about pipeline costs to the 

Committee. Few w o u l d  argue that these efforts are inappropriate; 

most Alaskans wo u l d  agree that they emanate from a high sense 

o f  p ublic responsibility.

In that light, the consideration o f  House Bill 324, at 

this time, is striking. All o f  us know that some estimates have 

been made o f  some matters that these estimates may not be proved 

accurate. Indeed, it has bee n  tne ve r y  uncertainty about some 

i s s u e s — the cost o f  the pipeline, the amount o f  bonuses to be 

received from a Beaufort sale--that has led to the introduction 

o f  measures to tax oil and gas in place. These uncertainties 

should be cautions against the passage at this session of a bill 

that treats the u n k nown as known. House Bill 324 assumes that the 

best use o f  95 p e r  cent o f  income from bonuses is in revenue 

sharing and in particular, but unspecified, "loan or grant programs., 

designed to assist individuals and corporations". Social programs-- 

in education, in improvement of state institutions for corrections, 

health care, the elderly, etc.--take a back seat. Although a premise 

of the bill is the desire to avoid a swelling State bureaucracy, the 

measure m a y  increase the size of bureaucracies at local government 

levels by compelling a movement of programs from one level of



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

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

e x c e p t  f o 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  b e  c o s t  e f f e c t i v e  o r  in 

the p u b l i c  i n t e r 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  

be e s p e c i a l l y  d e t r i m e n t a l  to t h e  i n t e r e s t s  o f  r e s i d e n c e  o f  th e  

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

If S t a 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  t o  local g o v e r n m e n t s ,  

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

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  t h e S t a t e ' s  u s e  o f  its o w n  r e v e n u e s .

H o u s e  Bill 324 a s 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  ar e  essentially- wrong, a n d  t h a t  t h e  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 r o m  t h e s e  p r e s s u r e s —  

to p r o t e c t  t he  p u b l i c  f r o m  itself. I b e l i e v e  t h i s  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  c h ildren, 

a i d  f o r  d e p e n d e n t  ch i l d re n ,  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 h i l d  

c a r e  c e n t e r s , t r e a t m e n t  for a l c o h o l i c s  and a d d i c t s — m a y  be far  

m o r e  a p p r o p r i a t e  u s e  o f  the b o n u s  m o n e y s  t h a n  l oans t o  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  w r o n g .  P e r h a p s  the " t r i c k l e  d o w n "  

t h e o r y  c a n  b e  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 hat 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 d r e s s  t h a t  p r o p o s i t i o n  

d i r e c t ly ,  n o t  o b l i q u e l y ,  an d  w i t h  p u b l i 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 ill t h e  S t a t e  s t a n d  to c o l l e c t  f r o m  p r o s p e c t i v e  s ales 

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

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



economy? To what extent would beneficiaries from the loans and 

grants be using p u b l i c  money for purposes that private money is—  

or will bscome--available to fund? What will such expenditures 

do to the State's rate of growth? If the growth rate is stimulated, 

what will happen then to the State's budget, and h o w  will growth- 

induced pressures on the budget be met?

Because of this Committee's commitment to sound b u dgetary 

planning, and the acquisition of helpful information in the 

planning process, I would hope that some modeling, based upon 

alternative assumptions, could be studied before action on House 

Bill 324.

Mr. Chairman, in m y  service as a legislator, I opposed 

the creation o f  so-called permanent funds. M y  bias - - i f  that 

is what it i s — should be well known, and if it is not, I want 

to be sure that the Committee understands that my point o f  view 

has been o f  long standing. I simply don't believe that any 

legislature is n ecessarily wiser that its successors, and I 

don't believe that business loans to individuals and corporations 

are more w orthy u s e  o f  public funds than educational, health, and 

social services, and other programs that benefit directly those 

w ho must rely most on government for "an equal start in the race 

o f  life".

But philosophy aside, House Bill 324 presents another question.

If it be in the p ublic interest to create a permanent fund, then 

consideration should be given to the creation of the fund through the 

constitutional amendment process. The amendment process has in its 

favor the direct involvement of Alaskans in a matter of



f u n d a m e n t a l  i m p o r t a n c e ,  a n d  t r u e  p e r m a 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  a n d  s h o u l d  b e  exp l o r ed :  f o r  e x a m p l e ,  p e r h a p s  l e g i s l a t i o n , o r  

c o n s t i t u t i o n a l  a m e n d m e n t ,  s h o u l d  l i m it  the  a m o u n t  b y  w h i c h  one y e a r ' s  

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

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

p r e d e t e r m i n a t i o n  a b o u t  t h e  w i s e s t  a n d  m o s t  c o s t - e f f e c t i v e  s p e n 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  c o m m e n t s  

t h i s  w e e k  w h i c h  I w i l l  n o t  r e p e a t  h ere. In m y  r o l e  as l e g i s l a t i v e  

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  t ha t  H o u s e  Bill 324 

m a k e s  m o r e  l i k e l v  t h e  i m p o s i t i o n  o f  a t a x  o n  oil a n d  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  t h e  H o u s e  sa y  s h o u l d  b e  a d o p t e d  

o n l y  as "a las t r e so r t " .  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 th e  p u b l i c  o f  s u c h  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  

to t he  L e g i s l a t u r e  o n  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  th a t  a t a x  on o il  an d  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  B e a u f o r t  lease r e v e n u e s  can n o t  be 

u s e d  fo 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  h a v e  w h a t  Dr. L i p t o n  c a 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  th e  siz e  o f  c o m p e t i t i v e  b o n u s e s  r e c e i v e d  by 

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

Bill 324.

F o r  that reas o n ,  a n d  others, the L e g i s l a t u r e  s h o u l d  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  l ease sale late t his year. T h e n  the 

L e g i s l a t u r e  can  a s s e s s  the r e s u l t s  a n d  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 "  e f f e c t  on o v e r a l l  r e v e n u e s ,



is necessary. Ke can test again the effectiveness o f  the competitive 

lease system. If a permanent fund is established, we can reach a 

judgement - with public involvement - as to:

--whether 95 percent of bonuses or some other percentages should 

be committed to a permanent fund, and if so for what purposes, 

— whether the establishment of such a fund should occur by 

constitutional amendment;

Mr. Chairman, time has not p e rmitted me to address House Bill 324 

from every aspect, but I hope that the foregoing comments are 

of assistance to the Committee. I a m  grateful for the opportunity 

given me to submit them.

Joe P. Josephson
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C h a i r m a n ,  S e n a t e  F i n a n c e  C o m m i t t e e
S t a t e  C a p i t o l
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De a r  S e n a t o r  Ray:

I ha v e  e n c l o s e d  a p a g e  c o n t a i n i n g  o u r  s u g g e s t e d  c h a n g e s  
to CS for H o u s e  Bill No. 324 n o w  b e f o r e  y o u r  C o m m i t t e e .

As I i n d i c a t e d  to J i m  F e n n e l  in a t e l e p h o n e  c o n v e r s a t i o n  
last n i g h t  I w i l l  be  v e r y  h a p p y  to t e s t i f y  on CS for HB 324 
s h o u l d  y o u  p l a n  to h o l d  h e a r i n g s  on it.

T h a n k  y o u  for y o u r  c o n s i d e r a t i o n .
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C. E p p e n b a c h  
D e p u t y  C o m m i s s i o n e r ,  T r e a s u r y
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S U G G E S T E D  C H A N G E S

O F F E R E D  I N  T H E  S E N A T E

T O :  C S  F O R  H O U S E  B I L L  N O .  3 2 4

P A G E  1 L I N E S  1 8 - 1 9

D e l e t e  t h e  f o l l o w i n g  " T h e r e  i s  e s t a b l i s h e d "  a n d  i n s e r t  t h e  

f o l l o w i n g  i n  i t s  p l a c e  " T h e  D e p a r t m e n t  o f  R e v e n u e  s h a l l  

e s t a b l i s h . "

P A G E  1 L I N E S  2 3 - 2 9

D e l e t e  s e c t i o n  3 7 . 1 1 . 1 2 0  a n d  i n s e r t  t h e  f o l l o w i n g  i n  i t s  p l a c e :  

S e c .  3 7 . 1 1 . 1 2 0 .  F U N D  P R I N C I P A L .  (a) R e c e i p t s  p a i d  t h e  

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

f u n d  a s  f o l l o w s :

(1) 2 0  p e r  c e n t  b e g i n n i n g  J u l y  1, 1 9 7 5 ;

(2) 4 0  p e r  c e n t  b e g i n n i n g  J u l y  1, 1 9 7 8 ;  a n d

(3) 6 0  p e r  c e n t  b e g i n n i n g  J u l y  1, 1 9 8 1 .

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

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

a n c e  w i t h  A S  3 7 . 1 0 . 0 7 0  ( i n v e s t m e n t  o f  s u r p l u s  s t a t e  f u n d s )  o r  i n  

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 a t e d  b y  lav; 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 ;  h o w e v e r ,  n o  f u n d s  m a y  b e  i n v e s t e d  i n  

c o m m o n  o r  p r e f e r r e d  s t o c k s .  T h e  s t a t e  m a y  a l s o  p l e d g e  £.11 o r  a 

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

o b l i g a t i o n  b o n d s  o f  t h e  s t a t e .

P A G E  2 L I N E S  1 5 - 1 6

D e l e t e  " b e f o r e  a d d i t i o n a l  i n c o m e  i s  e x p e n d e d "  a n d  i n s e r t  t h e  

f o l l o w i n g  i n  i t s  p l a c e  " b y  a n n u a l  a p p r o p r i a t i o n . "
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