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M E M O R A N D U M

THE  LEGISLATURE
s u m  am A m  c o t t m r m

DATE: January 29, 1981

TO: Honorable Jim Duncan
House of Representatives 
Alas k a  State Legislature

tid
FROM: M i l t  Barker, Fiscal Analyst

Legislative Finance Division

F I NAN  C* 11 V IS ION  
POUCH V, -STATE CAPITOL 
'UNEAU, , ASKA 99811 
PHONE: (9C 405-3795

S U B J : Governor's FY 81 and FY 82 Revenue Estimates

The Governor's revenue estimates for petroleum corporate 
income tax and interest income stated in "Revenue Sources' 
appear to be low.

Pe t roleum Corporate Income Tax

For the petroleum corporate income tax, there are the 
following estimates ($ m i l l i o n s ) :

FY Revenue Sources AG Legislative Finance

81 $770 $ 935 $ 795
82 883 1314 ’ 1238
Total $1653 $2249 $2033

Unlike the other; two estxi.i-ces, the Legislative Finance 
figures do not include income tax on TAPS operations.
T h e  difference between the two administration figures 
is $59* million for the two year total. The AG's figures 
were developed to analyze possible chances in tie tax 
law.

Interest Income

T h e  FY 82 "Revenue Sources' investment earnings figure 
is $195 million, the same as FY 81. 3ased on an average 
FY 82 permanent fund balance of $2, 080 million (this 
estimate u s c 3 Department of Revenue figures and assumes 
no new appropriations above required contributions) and 
$350 million in the "Rainy Day" fund, a m i n imum of $243 
m i l lion in income would be earned with interest rates 
at 10%. With the Governor's proposed appropriation of 
$ 1 . 8  billion to the permanent fund, $3<" ' million to an 
es c r o w  fund, and $350 million to the * .ainy Day" fund, 
the earnings at 10% on the average FY 82 balances in all 
these funds would come to $365.5 million.
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F IN A N CE  D IV IS IO N  
POUCH W F-STATE  CAPITOL 
JUNEAU . ALASKA  998ft 
PHONE: (907) 465-3795

M E M O R A N D U M

DATE: February 5, 1981

TO: Honorable Sara Cotten
Chairman
House Finance Committee

MB
FROM: Milt Barkery Fiscal Analyst

Legislative Finance Division

S U B J : Funds Available for Appropriation

The attached Table I is a simplification of page 7 in the 
FY 82 Executive Budget which shows the amount of general 
funds available for appropriation as presented by the 
Governor.

However, based on the two attached legislative finance 
memos, the amounts in Table I could be increased as 
follows:

Available for 
Appropriation

Table I 
Decontrol

Underestimates
Petroleum Corporate 

Income Tax 
Interest Income

$6,014.1 million 
185.2 

$6,199-3

596.0
170.5

Cash

$ 5 ,6 6 5 . 2  million 1 8 5 . 2  
$5,850.4

596 .0
170.5

$ 6 ,9 6 5 . 8 million $6 ,6 1 6 . 9  million

Tctal petroleum corporate income tax receipts through FY 82 
arj estimated at:

"Revenue Sources" 
Decontrol

Underestimate

$2,433.0 million 

51.1
$2,4b4.i 

596.0 
$ 3 ,0 6 0 . 1  million

These amounts are subject to litigation, 

attachment

M B :b f
31.01 LM



TABLE I 
GENERAL FUND 3ALANCES 

($ MILLIONS)

General Fund Balance 6/30/80

Available for 
Appropriation Cash

$2 ,2 2 1 . 6  $1,438.7

FY 81
Unres t r i c t e d  Revenue 3,631.0 3,631.0

(4.793-6 ) 1  (4,341.6)
  ( 1 8 . 0 )

(Net of Permanent Funds) 
Appropriations 
Illiquid Investment

General Fund Balance 6/30/81 $1,055-0 $ 710.1

FY 82
Unrestricted Revenue $4,955.1 $4,955.1

(Net of Permanent Funds)

General Fund Balance $6,014.1 $5,665.2
(Before 1 9 8 1  Session Appropriations)

F o o t n o t e :
1. Certain appropriations to A K F C , AICA, and for f i s h  pro c e s s i n g  

loan guarantees were made from illiquid assets.

»•

PREFARED BY:
Legislative Fina n c e  Division 
February 5, 1983



FINANCE D IV IS IO N  
POUCH W F-STATE  CAPITOL 
JUNEAU, ALASKA  99311 
PHONE: 19071 465-3795

DATE: January 29, 1981

TO: Honorable Jim Duncan
House of Representatives 
Alaska State Legislature

FROM: Milt Barker
Fiscal Analyst
Legislative Finance Division 

S U B J : Decontrol

According to the Division of Petroleum Revenue, the additional 
amounts to be received in FY 81 and FY 82 as a result of 
decontrol are $8 7 . 5  million in royalty and $6 8 . 5  million 
in severance, a total of $156.0 million. These figures are 
corrected from those given in the attached Fa'rbanks Daily 
Hews Miner article. The additional amounts tc th? general 
fund and permanent fund would be $ 1 3 ^ . 1  million and $2 1 . 9  
million respectively.

In addition, petroleum corporate Income tax receipts should 
rise by $5 1 . 1  million for a total addition to the general 
fund of $ 1 8 5 . 2  million.
The $51.1 million 'was determined by multiplying royalties 
by 8 to get a total increased value of production of $700 
million. Frcn t M s  is deducted $156.0 million in royalties 
and severance t.fore applying the 9 .^S state income tax 
r*te.

attachment 
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TH E  LEGISLATURE
m m  m  m n  c o m m a

DATE: January 29, 1981

TO: Honorable Jim Duncan
House of Representatives 
Alaska State Legislature

FROM: Milt Barker, Fiscal Analyst
Legis l a t i v e  Finance Division

F INAN CE D IV IS IO N  
POJCH W F S T A T E  CAPITOL 
JU iE A U . A LASKA  99811 
PHONE: 19071 469*3795

S U B J : Governor's F Y  81 and FY 82 Revenue Estimates

The Governor's revenue estimates for petroleum corporate 
income tax and interest income stated in "Revenue Sources' 
appear to be low.

Petroleum Corporate Ir.come Tax

For the petroleum corporate income tax, there are the 
following estimates ($ m i l l i o n s ) :

FY Revenue Sources AG Legislative Finance

81 $770
82 883
Total $1653

$ 935
1 7  • 

$22*.9

$ 795 
1238 

$2033

Unlike the other; two estimates, the Legislative Finance 
figures do not include income tax on TAPS operations.
T h e  difference between the two administration figures 
is $596 million for the two year total. The AG's figure: 
were developed to analyze possible changes in the tax 
law.

Interest Income

T h e  FY 82 "Revenue Sources" investment earnings figure 
is $195 million, the same as FY 81. Eased on fin average 
FY 82 permanent fund bf.lance of $2,080 m i l l i o n  (this 
estimate uses Department of Revenue figures and assumes 
no new appropriations above required contributions) and 
$350 million in the "Rainy Day" fund, a m i n i m u m  of $243 
mill i o n  in income would be earned with intcrost r .cs 
at 10%. With the Governor's proposed appropriation of 
$1.8 billion to the permanent fund, $300 million to an 
escrow fund, and $350 million to the "Rainy Day" fund, 
the earnings at 10% on the average FY 82 balances in all 
these funds would come to $365.5 million.
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Testim ony B efo re  Senate S ta te  A f f a i r s  Committee
Institute *

Senate Bill 13 - An ncC
pay lot 
in 1981

The logic of bnrrouit 
has the money to pay cash 
the ability in c a m  money 
ing tlic borrowed funds at 
potwfble, income ic raaxitai 
fact, any expenditure. Tl 
money at a higher return t 
not maximize state rcvci.ai

There are, however, t 
elusion in the unique sitv

1. The arbitrage tm: 
government. Alt 
individuals, thn 
money arc not a] 
spent on project 
and this is more 
money to spend.

Thus, in analyzi 
makes sense, yot 
be «■ 1 {initiated b) 

• .were paid for wi 
to the funds m m  
ductivc invectmi 
of paying cash v 
If productive ir 
cost of paying <

Scott Goldsmith 
f Social and Economic Research

February 21, 19SJL

to appropriate cosh from the general fund to 
capital Improvement*; approved by C.O. bonds

g to pay for capital projects when the state 
rests upon the idea of "arbitrage." That is 
by borrowing "»t *• '«»* rate of return mid ihvcct 
a higher rate of return. When arbitrage i« 
aed by borrowing to pay for capital and, in 
uc, when the atxtc can effectively invest 
hbn it m u m  pny to borrow, paying couh doe • 
fi»* . .. ••

uo cousiderntionrt which could alter tills con­
ation which faces the state of Alaska.

del assumes rational bchnviur on the part of 
hough government ic composed of rational 
tr collective dccioionri on the spending of 
way* rational. In other words, money gets 
» which do not yield a positive return, 
likely to occur when the state hos more

rig whether paying cn*th for capital projects 
should try to determine what spending would 
such n policy. (Or If the capital project 
Lh borrowed funds, what would actually happen 
e available for other purchases.) If unptn- 
ntc are curtailed, then the opportunity cor.t 
ould be zero and no Income would be loct. 
vestments arc cut tailed, then the opportunity 
asli is the lost income from arbitrage.



2. AC some time, t 

because they ax 

production, wllI 
unlikely that p 
suggests the pu 
m x t  'encratiop 
r istrlcting the 

a substantial d 
st ate revenues 
a?l be required 
highwny m ilnten 

< rlterlon sugge

n-to~twcnty years hence, ntote revenues, 
i so dependent upon Prudhoe Bay oil and gns 
be conclderably smaller than today. It i* 

ibllc needs will be less, however. This 
>1 + spending opportunities available to the 
will be limited relative to our own. Further 
Lr optiona with the requirement of retiring 
:bt may be an unfair burden, in the extreme, 
Ouid ifnll to such st level that: they would 
for debt oervice, leaving n ' M n g  for achools, 
incc, etc. Simply put, an ability to pay 
its paying canh for capital projecto.

On .^vlo.tale for de 
llfetim . ouch flint those 
d r  the good ic consumed, 
down because of the trans 
boem-buSt character of th 
"beneiitn." For example, 
the employment generated 
the present population bu 
twenty yenra. The people 
construction Jobs are all 
Should they leave behind 
payments lor those who ro>

t finance is to pny for the facility over Its 
people pay who are actually getting thr benefitc 
In the Alankan context, thin rationale may break 
ent nature of the population anaoclotcd with ttic 
economy, combined with the nature of the project 

a benefit advanced for many capital projects is 
n the construction phnoc. This directly b icllts 
not the population which may he here In t« n-to- 

bcncfitlng t«*doy may leave Alaska when the boom 
gone because state revenues caimwt support them. . 

•n unpaid bill In the form of annual debt service 
nin in the state after the bunt?

Senate Cilia ?1 end OR An act to appropriate general fun! money to 
the permanent fund.

State revenues from • 'rudhoe Ony should be viewed as a one-1 line 
inheritance. From this p y  peel ive, rules about the proportion c*t 
rcvctuicp wl»lch should be : nved in ttie |ierm,rnrnt fund emerge.

ne of Alaska in its ownership of Prudhoe Buy 
iy evident from dhc Attached Table A which comparer, the initial

Field with the largest oil fields in North 
10 billion barrels, Prudhoe Uuy contains the 

America, and Only tuo other Iicldn in the United 
barrels. A field of 100 million bnircln, u' -ch 
large no Prudhoe, Is considered a giant and 
y in rhe United Staten. Consequently, the 
ry of additional reserves, on sta te land, to 
ury for the eventual decline in Prudhoe Bay 
y nil.

The unique good foi t» 
iescrven 
reserves In the Prudhoe Br 
America and the world. At 
largest rescrveo In North 
States had over 2 billion 
would be onc-hundrrdth an 
balled as a major dlscovut 
probability ol the dlscovi 
compensate the utate treai 
oil production Is virtuull,



Thun, Prudhoe Hay o 
the form of oil In the gr 
some of the oil is annua 
but I s  m o r e properly viet. 
tancc in monetary, rather

tntc resources are an inheritance, primarily in 
ound but partly in the form of money into uhich 

H y  transformed. This is commonly celled revenues 
ed as a portion of the principal of the inheri—  
than physical (oil in place), form.

19i82)Using current (FY 
Prudhoe Day oil as well a 
present value (in 1951 do 
$80 billion (royalties anil 
an<Ji transportation).

estimates of the per barrel revenues from 
s current entimotcs of recoverable oil, the 
ll-arc) of the state’s inheritance is very roughly 
Various tnxen associated with oil production

We cun easily calculi 
to earn u 2 percent real

te that If that $B0 billion were all invented 
rate of return, the ntntc could withdraw

$1.6 billion annually fro 
This $1.6 billion (in 398 
could be withdrawn ever 
could completely finance

This ouggents that r. 
of $6.6 billion and spend 
to the tune of over $2 bl 
planning lr. a sound long- 
51. S-to-$l.8 billion thiti

It Will, of course, 
long-term tax base it thr 
Is that the revenue-grncr 
any possibility of provid 
available through a savin

For example, conclde cool, licraonstruled renourccp In Alaska nre 
about 4.5 billion tonn, p Itoarily centered at the t.'cncna and Susitnn Coal 
FleKin (ilcOre and O'ConnOt, Mineral Rcnoitrccs of Alnntin atid the Impact 
of rcifcrrl Land Policies <n the.r Ayal l r M l i ty: Cunl, Open File Ileport (I M ,

n the invented fund without reducing its valve.
I dollars) would be the annual annuity which 
fenr to finance government. Such an annuity 
he I960 state budget.

ivlng $1.6-lo-$1.8 billion out of total revcnueo 
ng $4.7-to-$6 billion is rutting into principal 
lion. Thus, if one objective of financial 
era, revenuc-goncrntiTig bnoc, « policy of suvlng 
flucal year in the permanent fund in inadequate.

r argued that the best way to ensure n stable 
>ugh investment in r.tntc resources. The truth 
ulng enpoclty ot other resources doer, not hove 
ng rcvcnurn 'equal to the $1.6 billion annuity 
•,n and investment program of the permanent fund.

Ulfll, uses, 1976, p. 2).

If the state could g 
how many t onn would need 
from reyaltlcs7 (The min 
recent leases carrying a 
Ions. So. each year, more 
available as reserves in « 
mining license tax and coi 
revenue but uauld not «ub 
outing to note that actua 
lion tons, or about l/fr^Ct1 
upon coal. SJai

t o 30 cent royalty un each ton of cool mined, 
o he mined annually to gcnetotc $1.6 billion 
mum royalty rate on stale land is 5c/lon with 
0C-36C royalty rale.) The answer is 6.3 billion 
Coal would need to be mined than it. currently 
rdet to match tlie $1.6 billion annuity. (The 
put ate income tnx would generate some additional 
tantlally alter the conclunlon.) It iv inter- 
product ion of coal in preoently about one rnll- 
thc amount necessary for a tax base dependent

\
it
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TABLE A 

T  OIL FIELDS IW WORTH AMERICA

Billion Barrels

1. P r u dhoe Day USA 10.014
2. Chlapao Mexico 6.513
3. East Texas USA 5.999

4. Wilmington USA 2.418
5. Pozn Rico Mexico 2.026
6. Pembina Canada 1.742

7. Midway Sunoc t USA 1.603
8 . Yatcs USA 1.600
9. Wuoson USA 1.508

10. Kern River USA 1.453
11. Pnnbandle USA 1.415
12. Swan Hills Conoda 1.315

13. EbnnD-rimoco Mexico 1.304
14. Sbo-Vcl-Tum USA 1.300
15. Elk H i lls USA 1.296

10. Raranjor. Cer ro Anul Mexico 1.177
17. Runtiugton R ?ach USA *.076
IS. Santa Y n c t

11. L/J'.G

USA

:ST OIL FIELDS 1H THE

1.000

1. Durg.ni I!u k o 11 60.930
2 . Clmwar Souili Atc*i>ia 60.270

3. Saianin S.iudi Archie I7-C51

4. Kirkuk Iraq 16.320

5. Satnot Jcr skoy USSR 14.600
Romnslikino USSR 14.040

7. Rumailn Iraq 13.035
e. Carlisatan 1 ran 11.435

9. Ha run Iran 10.GC7

10. Lagunllies Venezuela 10.732

1 1 . Asha Jari Iran 10.C34

12. Prudhoe Day USA 10.014

Gil mi! (.us Journal. Augus . 1*J77. Vol. 75. Ro. 3 b . p. 102.
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SENATE STATE AFFAIRS COMMITTEE HEARING 

ON

1. DEPOSITS IN THE PERMANENT FUND: 2. PAVING CASH FOR CAPITAL IMPROVEMENTS

February 21, 1981

Testimony by Harold E. Pomeroy

Our future is bright if we don't spend billions and billions of dollars 

unproductively trying to create an artificial destin, for Alaska.

Right now we are misreading the signals.

There is popular belief that if we just do the right things we can achieve

a prosperous, diversified and renewable resources economy, including renewable 

resource production and processing-manufacture. This means, of course, pro­

ducing goods for export.

We are negligible producers of processed-manufactured goods - with few 

exceptions, relative to our resource production and services economy, due to 

far higher costs here than elsewhere - costs that cannot be cured hy spending 

money. Where the potential for competitive position in the mark r * is 

lacking, direct and indirect aid is only creating artificial viability that 

can last only until the money runs ou t .

The wrong signal is that somehow, if we just put enough money i m o  art ic *al

viability in the direction of diversification and renewable resource pro­

cessing we can turn a liability into an asset. The result is the false 

assumption that taxes generated out of there a1eas of activity will be able 

to make up for less oil income in the future.

The hard fact is that there is no basis whatever for believing the aggregate 

of all tax revenue from all sources, other than oil production will increase 

the approximate 1/10 of our expenditures su».n revenues now Fay,by an appreciable 

amount, if at all - unless taxes are raised dr; tically.

1



Testimony, 2/21/81 

Harold E. Pomeroy

Take the molybdenum mine soon to be established near Ketchikan. Though 

one of the largest deposits anywhere, molybdenum won't be made there; the 

conce trate will go Outside for processing for reasons of economy. Would 

we increase taxes on the plant two or three or more times in the future 

to make both ends meet due to less oil income?

Our future economic stability rests heavily on the reason the question has 

to be asked.

There will be a few individual exceptions to the revenue potential overall 

- plants with profits coming from huge investments and very few workers.

We can be encouraged about the future if we take the right signal from the 

dramatic increase in the amount of oil income from even two years ago. A 

Permanent Fund that generates a substantial part of future needed revenue 

is practical - with room also for such benefits as no personal income tax 

and some desirable capital improvements that are cost effective.

Our tremendous good fortune in quantity of oil money is that we can make 

massive early years deposits in the Permanent Fund, accumulate the interest 

and arrive at a  total of as much as $125 billion to produce $13 billion or 

t ' «  billion in annual revenue from then on.

..e should place the highest priority on action to secure as strong a finan­

cial future as possible, rather than to grab more toward a taxless society 

and what amounts, indirectly, tocolossal price support, for economic enterpri 

that simply isn't economically viable in the open market.



P E R M A N E N T  F U N D B U D G E T  G R O W T H

I. II. III. IV.

$2 Bil1 ion $4 Billion $2 Billion - at 11% $2 Billi o

Yrs

at 11% compounded rate of increase rate of

5 $3.37 $6.74 $3.37 $4.02

10 $5.68 $11.36 $5,68 $8.09

15 $9.57 $19.14 $9.57 $16.27

20 $16.12 $32.29 $16.12 $32.73

I. At the end of 20 years the $16.12 wot'1'! produce $1,67 billion yearly - from then on.

III. The $1.67 billion would not go very r toward funding the $16.12 billion budget.

The 11* rate of increase may not be enough for inflation and population growth and would allow zero 

for real growth.

IV. At 15% growth, $120 billion in the Permanent Fund would produce about $13 billion in earnings revenue 

toward the $32.73 billion budget

February 21, 1981 

Harold T.. Pomeroy
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