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S B  284 R E L A T I N G  T O  R E V E N U E  F R O M  M I N E R A L  S O U R C E S  A N D  T O  T H E  O I L  
A N D  G A S  P R O P E R T I E S  P R O D U C T I O N  T A X

TO  T E S T I F Y / A N S W E R  Q U E S T I O N S  

SEN. E L I A S O N ,  S P O N S O R  (MARY)

H U G H  M A L O N E / C L I F F  G R O H ,  DEPT. R E V E N U E  

G R E G G  E R I C K S O N ,  O.M . B .

S H E I L A  H E L G A T H ,  S E N A T E  A D V I S O R Y  C O U N C I L

F.Y.I.

E L F  F O R M U L A  I N  B I L L  IS S A M E  A S  S E N A T E  J U D I C I A R Y  P R O P O S A L  (i.e.
T H E  H O U S E - P A S S E D  V E R S I O N  B U T  W I T H O U T  R E T R O A C T I V I T Y ) .

E F F E C T  O N  P E R M A N E N T  F U ND: I N C R E A S E  C O R P U S ,  S O  I N C R E A S E  E A R N I N G S ,
S O  I N C R E A S E  D I V I D E N D S ,  S O  R E Q U I R E  M O R E  I N F L A T I O N  P R O O F I N G .

T H E  I N C R E A S E  F R O M  2 5 %  T O  43% IS " W H A T  W O R K S " .  A S  C A L C U L A T E D  B Y  
S E N A T E  A D V I S O R Y  C O U N C I L ,  T H E  R E V E N U E S  G E N E R A T E D  BY  T H E  P E R C E N T A G E  
I N C R E A S E  W I L L  A P P R O X I M A T E  T H E  R E V E N U E S  G E N E R A T E D  B Y  T H E  ELF. 
N U M B E R S  A R E  I N  P A C K E T  —  IS A C T U A L L Y  A  L I T T L E  " O V E R F L O W "  T O  T H E  
G E N E R A L  F U N D  E A C H  Y EAR.
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M E M O R A N D U M

D A T E

TO:

A p r i l  19, 1989 

S e n a t o r  D i c k  E l i a s o n

FROM: J i m  Kellj
R e s e a r c h  a i s o n  O f f i c e r

S U B J E C T A n a l y s i s  o f  S e n a t e  B i l l  N o .  284

A t t a c h e d  a r e  t w o  f i n a n c i a l  p r o j e c t i o n s  a n d  t h r e e  c h a r t s  p r e p a r e d  b y  
t h e  A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n  a t  y o u r  r equest.

F i n a n c i a l  P r o j e c t i o n  #1: T h i s  is t h e  s t a t u s  q u o  c a s e  a s  o f  M a r c h
31, 1989. I t  p r o v i d e s  t h e  b e n c h m a r k  a g a i n s t  w h i c h  t o  c o m p a r e  a n d  
c o n t r a s t  a n y  c h a n g e s  t o  c u r r e n t  law.

F i n a n c i a l  P r o j e c t i o n  #2: T h i s  p r o j e c t i o n  d e p i c t s  the i m p a c t  of
e n a c t m e n t  of  S e n a t e  Bill No. 284. It is t h e  C o r p o r a t i o n ' s  
u n d e r s t a n d i n g  t h a t  t h i s  b i l l  w o u l d  i n c r e a s e  f r o m  25% t o  4 3 %  t h e  
r a t e  o f  c o n t r i b u t i o n  t o  t h e  P e r m a n e n t  F u n d  o f  all m i n e r a l  l e a s e  
r e n t a l s ,  r o y a l t i e s ,  r o y a l t y  s a l e  p r o c e e d s ,  n e t  p r o f i t  s h a r e s  u n d e r  
AS 3 8 . 0 5 . 1 8 0 ( f )  a n d  ( g ) , a n d  f e d e r a l  m i n e r a l  r e v e n u e  s h a r i n g  
p a y m e n t s  r e c e i v e d  b y  t h e  s t a t e  on o r  a f t e r  J u l y  1, 1989, f r o m  
m i n e r a l  l e a s e s  i s s u e d  o n  o r  b e f o r e  D e c e m b e r  1, 1979.

In o t h e r  w o r d s ,  t h e  d e d i c a t e d  r e v e n u e s  w h i c h  h a v e  b e e n  f l o w i n g  t o  
t h e  P e r m a n e n t  F u n d  at t h e  25% c o n t r i b u t i o n  r a t e  w o u l d  b e  i n c r e a s e d  
to  t h e  4 3 %  level, and t h o s e  r e v e n u e s  w h i c h  h a v e  b e e n  f l o w i n g  at  t h e  
50% c o n t r i b u t i o n  ra t e  w o u l d  c o n t i n u e  u n c h a n g e d .

C o m m e n t a r y  on t h e  C h a r t s : In a l l  cases, t h e  D e p a r t m e n t  o f  R e v e n u e  
S p r i n g  1989 l o w - c a s e  f o r e c a s t  is used.

C h a r t  #3 c o m p a r e s  the c o n t r i b u t i o n  of  d e d i c a t e d  r e v e n u e s  t o  t h e  
P e r m a n e n t  F u n d  e a c h  y e a r  f r o m  1990 - 2 0 0 5  u n d e r  b o t h  t h e  s t a t u s  quo 
a n d  S B  284.

C h a r t  #4 a g a i n  c o m p a r e s  t h o s e  c o n t r i b u t i o n s ,  b u t  a l s o  d e p i c t s  t h e m  
in r e l a t i o n  t o  t h e  t o t a l  a m o u n t  of s t a t e  oil r e v e n u e s  p r o j e c t e d  to 
be r e c e i v e d  e a c h  y e a r  f r o m  1990 - 2005.



C h a r t  #5 c o m p a r e s  t h e  c u m u l a t i v e  t o t a l  c o n t r i b u t i o n s  u n d e r  t h e  
s t a t u s  q u o  a n d  S B  284 w i t h  t h e  c u m u l a t i v e  t o t a l  s t a t e  o i l  r e v e n u e s  
p r o j e c t e d  t o  b e  r e c e i v e d  d u r i n g  t h a t  s a m e  p e r i o d .

T h e  f o l l o w i n g  a n a l y s i s  c o n c e r n s  i t s e l f  w i t h  c e r t a i n  i m p a c t s  o n  t h e  
P e r m a n e n t  F u n d  (all f i g u r e s  e x c e p t  p e r  c a p i t a  d i v i d e n d s  a r e  in 
m i l l i o n s  of  d o l l a r s ) :

1) H o w  tfc/uld t h i s  p r o p o s a l  a f f e c t  t h e  g r o w t h  of  F u n d  
p r i n c i p a l ?

F u n d  P r i n c i p a l  B a l a n c e

S t a t u s  Q u o  P r o j e c t i o n  #2 ^ 3  z

S e n a t o r  D i c k  E l l a s o n

A p r i l  21, 1 9 8 9
P a g e  2

J u n e 30, 1989: 9 , 1 3 5 9 , 1 3 5
J u n e 30, 2 0 0 0: 18 , 2 2 9 1 9 , 5 4 2
J u n e 30, 2005: 2 3 , 3 9 0 2 5 , 2 1 4

2) H o w  w o u l d  it a f f e c t  t h e  l e v e l  of  F u n d  n e t  i n c o m e  p r o d u c e d  
in t h e  f u t u r e ?

A n n u a l  N e t  I n c o m e

S t a t u s  Q u o  P r o j e c t i o n  #2
F i s c a l  1989: 838 838
F i s c a l  2000: 1 , 6 3 4  1 , 7 4 9
F i s c a l  2005: 2 , 1 0 0  2 , 2 6 3

3) H o w  w o u l d  it a f f e c t  t o t a l  d i v i d e n d  d i s t r i b u t i o n s  (in 
m i l l i o n s )  a n d  t h e  a m o u n t s  o f  a n n u a l  p e r  c a p i t a  d i v i d e n d s ?

D i v i d e n d  D i s t r i b u t i o n s

S t a t u s  Q u o  P r o j e c t i o n  #2
J u n e 30, 1989: 459 459
J u n e 30, 2 0 0 0 : 772 821
J u n e 30, 2005: 1 , 0 0 1 1 , 0 7 7

Pe r  C a p i t a  D i v i d e n d  P a y m e n t s

C a l e n d a r  1989: 
C a l e n d a r  2000: 
C a l e n d a r  2005:

S t a t u s  q u o
$ 8 4 0 . 0 0
1 . 0 9 7 . 0 0
1 . 2 9 4 . 0 0

P r o j e c t i o n  #2 
$ 8 4 0 . 0 0
1 . 1 7 0 . 0 0
1 . 3 9 7 . 0 0

4) H o w  w o u l d  it a f f e c t  i n f l a t i o n - p r o o f i n g  t r a n s f e r s ?



* - S e n a t o r  D i c k  E l i a s o n
A p r i l  21, 1 9 8 9
P a g e  3

J u n e  30, 1989: 
J u n e  30, 2000: 
J u n e  30, 2005:

I n f l a t i o n - P r o o f i n g  T r a n s f e r s

S t a t u s  Q u o
358
862

1 , 0 9 9

P r o j e c t i o n  #2
358
928

1 , 1 8 6

5) H o w  w o u l d  it a f f e c t  a m o u n t s  o f  d e d i c a t e d  s t a t e  r e v e n u e s ?

D e d i c a t e d  S t a t e  R e v e n u e s

S t a t u s  Q u o  P r o j e c t i o n  #2
J u n e  30, 1989: 192 192
J u n e  30, 2000: 67 114
J u n e  30, 2005: 18 31

C o m p a r e d  t o  t h e  s t a t u s  quo, t h e  m o s t  n o t i c e a b l e  e f f e c t s  o f  a d o p t i o n  
of  t h e  c h a n g e s  d e p i c t e d  in t h i s  p r o p o s a l  w o u l d  b e  a s  fol l o w s :

•»
F u n d  p r i n c i p a l  w o u l d  b e  $1.3 b i l l i o n  l a r g e r  in 2 0 0 0  a n d  $1.8 
b i l l i o n  l a r g e r  i n  2005.

N e t  i n c o m e  w o u l d  b e  $ 1 1 5  m i l l i o n  l a r g e r  i n  2 0 0 0  a n d  $163 
m i l l i o n  l a r g e r  i n  2005.

T h e  d i v i d e n d  d i s t r i b u t i o n  w o u l d  b e  $49 m i l l i o n  l a r g e r  in 2 0 0 0  
a n d  $76 m i l l i o n  l a r g e r  in 2005.

P e r  c a p i t a  d i v i d e n d s  w o u l d  b e  $73 l a r g e r  i n  2 0 0 0  a n d  $103 
l a r g e r  in  2005.

T h e  i n f l a t i o n - p r o o f i n g  t r a n s f e r  w o u l d  b e  $66 m i l l i o n  l a r g e r  in 
2 0 0 0  a n d  $87 m i l l i o n  l a r g e r  in 2005.

T h e  d e d i c a t e d  s t a t e  r e v e n u e s  w o u l d  b e  $47 m i l l i o n  l a r g e r  i n  
2 0 0 0  a n d  $13 m i l l i o n  l a r g e r  in 2005.

F o r  Y o u r  I n f o r m a t i o n :  T h e s e  p r o j e c t i o n s  a r e  b a s e d  o n  a c e r t a i n  s e t
of  b a s i c  a s s u m p t i o n s ;  t h e  n u m b e r s  s h o w n  o n  t h e s e  s h e e t s  w o u l d  
c h a n g e  i f  d i f f e r e n t  a s s u m p t i o n s  w e r e  used. T h e  a s s u m p t i o n s  u s e d  in 
t h e  p r e p a r a t i o n  o f  e a c h  p r o j e c t i o n  a r e  l i s t e d  a t  t h e  b o t t o m  o f  e a c h  
p r o j e c t i o n  sheet, a n d  e x p l a i n e d  h e r e i n .

It is t h e  C o r p o r a t i o n ' s  p o l i c y  t o  u s e  c o n s e r v a t i v e  a s s u m p t i o n s  
w h e r e v e r  p o s s i b l e .  Thus, t h e  F u n d ' s  l o n g - t e r m  r a t e  o f  r e t u r n  is 
p r o j e c t e d  t o  a v e r a g e  3% p e r  y e a r  a f t e r  i n f l a t i o n ;  l o n g - t e r m  
i n f l a t i o n  is p r o j e c t e d  to  a v e r a g e  6% p e r  y e a r ;  a n d  t h e  a s s u m p t i o n s  
f o r  n u m b e r s  o f  f u t u r e  d i v i d e n d  r e c i p i e n t s  a n d  a m o u n t s  o f  f u t u r e

•



d e d i c a t e d  S t a t e  o i l  r e v e n u e s  a r e  t a k e n  f r o m  t h e  D e p a r t m e n t  of  
R e v e n u e ' s  m o s t  r e c e n t  " l o w  c a s e "  f o r e c a s t .

P L E A S E  N O T E  T H A T  T H E  C O R P O R A T I O N  N E I T H E R  S U P P O R T S  N O R  O P P O S E S  A N Y  
P R O P O S E D  C H A N G E S  T O  T H E  C U R R E N T  U S E  O F  F U N D  E A R N I N G S ,  E X C E P T  AS 
T H E Y  M A Y  R E L A T E  T O  T H E  P R O P E R  E X E R C I S E  O F  T H E  T R U S T E E S '  F I D U C I A R Y  
R E S P O N S I B I L I T I E S  A S  R E Q U I R E D  U N D E R  T H E  P R U D E N T  I N V E S T O R  RULE.

S e n a t o r  D i c k  E l i a s o n
A p r i l  21, 1 9 8 9
P a g e  4



A la sk a  P e rm a n e n t F u n d  C o rp o ra tio nFINANCIAL PROJECTIONS (in millions)
as of March 31, 1985

PRINCIPAL INCOME

Distributions Reserves
Uedicateo Inflation ........-- ....

FY Begin Appro­ State Inflation FY End Proofing Net Per Capita Inflation General Add FY End
FY Balance priations Revenues* Proofing Balance Shortfall Incoae Dividends Dividends* Proofing Fund (Delete) Balance FY

78 54 54 2 1 78
79 54 84 139 8 7 79
80 139 344 483 32 12 12 80
81 483 900 385 1,769 150 28 28 59 59 81
82 1,769 800 401 2,969 368 71 $1,000.00 71 185 244 82
83 2,969 400 421 231 4,021 471 108 $386.15 231 110 110 354 83
84 4,021 300 366 151 4,838 530 175 $331.29 151 203 557 84
85 4,838 300 368 235 5,741 658 217 $404.00 235 206 763 85

A
5,741 323 216 6,281 1,021 303 $556.26 216 501 1,264 86

w 6,281 1,264 171 148 7,864 1,069 391 $708.19 148 529 529 87
88 7,864 418 303 8,585 789 424 $826.93 303 62 591 88

89 8,585 192 358 9,135 838 459 $840.00 358 20 611 89

90 9,135 172 465 9,772 819 477 $817.00 465 ( 123) 489 90
91 9,772 149 595 10,516 974 473 $794.00 595 ( 94) 395 91
92 10,516 141 639 11,296 1,035 470 $774.00 639 ( 75) 320 92
93 11,296 134 686 12,116 1,101 501 $809.00 686 ( 85) 235 93
94 12,116 128 735 12,979 1,170 535 $850.00 735 ( 100) 135 94
95 12,979 114 786 13,878 1,241 580 $904.00 786 ( 121) 11 95
96 13,878 104 709 14,692 130 1,314 615 $942.00 709 ( 11) 96
97 14,692 98 737 15,526 151 1,389 653 $981.00 737 97
98 15,526 95 777 16,397 161 1,468 691 $1,019.00 777 98
99 16,397 85 818 17,300 171 1,549 731 $1,058.00 818 99
0 17,300 67 862 18,229 181 1,634 772 $1,097.00 862 0
1 18,229 56 906 19,190 191 1,721 815 $1,136.00 906 1
2 19,190 51 952 20,193 203 1,811 859 $1,176.00 952 2
3 20,193 17 999 21,209 214 1,904 905 $1,215.00 999 3
4 21,209 17 1,047 22,274 226 2,000 952 $1,255.00 1,047 4-
5 22,274 18 1,099 23,390 239 2,100 1,001 $1,294.00 1,099 5

Cuiulative Totals: 3,964 4,973 14,453 23,390 1,865 29,164 13,218 $21,990.82 14,453 229

MPTIONS; 4.081 Inflation Rate FY 89 
9.21? Rate of Return FY 89

4/21/89 
STATUS QUO

5.00? Inflation Rate FY 90 
8.00? Rate of Return FY 90

6.00? Inflation Rate FY 91-05 
9.00? Rate of Return FY 91-05

* SOURCE: Dedicated Revenues and Population 
Projections Froa Alaska Departaent of Revenue 
Spring 1909 Low-Case Revenue Forecast Except 
1989 Estiaate of 530,000 Eligible PFD Applicants 
By DOR Peraanent Fund Dividend Division
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A la sk a  P erm an e n t F u n d  C orp o rationFINANCIAL PROJECTIONS (in millions)
as of March 31, 1989

PRINCIPAL INCOME

Distributions Reserves
Dedicated Inflation ..... " — -............................... *•—

FY Begin Appro- State Inflation FY End Proofing Net Per Capita Inflation General Add FY End
FY Balance priations Revenues* Proofing Balance Shortfall Income Dividends Dividends** Proofing Fund (Delete) Balance FY

78 54 54 2 1 78

79 54 84 139 8 7 79
80 139 344 483 32 12 12 80

81 483 900 385 1,769 150 28 28 59 59 81

82 1,769 800 401 2,969 368 71 $1,000.00 71 185 244 82

83 2,969 400 421 231 4,021 471 108 $386.15 231 110 110 354 83
84 4,021 300 366 151 4,838 530 •175 $331.29 151 203 557 84

85 4,838 300 368 235 5,741 658 217 $404.00 235 206 763 85

5,741 323 216 6,281 1,021 303 $556.26 216 501 1,264 86

w 6,281 1,264 171 148 7,864 1,069 391 $708.19 148 529 529 87

88 7,864 418 303 8,585 789 424 $826.93 303 62 591 88

89 8,585 192 358 9,135 838 459 $840.00 358 20 611 89

90 9,135 290 471 9,896 824 477 $818.00 471 ( 124) 487 90
91 9,896 252 609 10,758 991 475 $798.00 609 ( 93) 394 91
92 10,758 238 660 11,655 1,062 476 $783.00 660 ( 73) 321 92
93 11,655 227 713 12,594 1,139 510 $824.00 713 ( 83) 237 93
94 12,594 217 769 13,580 1,220 550 $873.00 769 ( 99) 139 94

95 13,580 193 826 14,600 1,302 600 $936.00 826 ( 124) 14 95
96 14,600 177 758 15,534 128 1,386 641 $983.00 758 ( 14) 96
91 15,534 165 787 16,486 155 1,472 684 $1,030.00 787 97
98 16,486 160 833 17,478 166 1,561 729 $1,077.00 833 8
99 17,478 143 880 18,501 178 1,654 774 $1,123.00 880 99
0 18,501 114 928 19,542 189 1,749 821 $1,170.00 928 0
1 19,542 96 977 20,614 202 1,846 870 $1,216.00 977 1
2 20,614 88 1,027 21,730 215 1,947 920 $1,261.00 1,027 2
3 21,730 29 1,079 22,837 227 2,049 971 $1,307.00 1,079 3
4 22,837 30 1,130 23,997 242 2,154 1,023 $1,352.00 1,130 4
5 23,997 31 1,186 25,214 256 2,263 1,077 $1,397.00 1,186 5

Cumulative Totals: 3,964 5,975 15,275 25,214 1,957 30,553 13,786 $22,000.82 15,275 229

$ HPTIONS: A.08? Inflation Rate FY 89 
9.21? Rate of Return FY 89

4/21/89
SENATE BILL NO. 284

5.00? Inflation Rate FY 90 
8.00? Rate of Return FY 90

6.00? Inflation Rate FY 91-05 
9,00? Rate of Return FY 91-05

* SOURCE: Dedicated Revenues and Population 
Projections Fro# Alaska Department of Revenue 
Spring 1989 l.ow-Case Revenue Forecast Except 
1989 Estimate of 530,000 Eligible PFD Applicants 
8y DOR Permanent Fund Dividend Division
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DEDICATED OIL REVENUES TO FUND
A  C o m p a r i s o n  o f  S t a t u s  Q u o  a n d  S B  2 8 4

M i l l i o n s  o f  $

£

_i-------------------------- , j , | | — , ■ | p

90 91 92 93 94 95 96 97 98 99 0
F i s c a l  Y e a r s

3ourc#: A P F C  4 / 2 1 / 8 9
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D E D I C A T E D  O I L  R E V E N U E S  T O  F U N D  

C O M P A R E D  T O  T O T A L  S T A T E  O I L  $

M i l l i o n s  o f  $

1,600

1,400

1 , 2 0 0

1 , 0 0 0

800

600

400

2 0 0

0

S ta tu s  Quo ^  SB 284 F D  Total Oil $

90 91 92 93 94 95 96 97 98 99 0 1 2 3 4 5
F i s c a l  Y e a r s

Sourc*: A P F C  4 /21/89



DEDICATED OIL REVENUES TO FUND 
AS A % OF TOTAL STATE OIL $

1 9 9 0  -  2 0 0 5

(in millions)

1 3 %$ 1 , 4 4 5
2 2 %  $ 2 , 4 5 0

$ 8 , 6 3 4
S t a t u s  Q u o S B  2 8 4

Total State Oii * ios 1990-2005: $11.1 Billion

8 7 %  $ 9 , 6 3 9

Source: APFC 4/21/89
i



C A S E  1
H O W  T H E  E L F  IS C A L C U L A T E D  

E L F  =  (1 - [ P E L / T P ] ) e x p ( 4 6 0 * W D / P E L )

P E L  =  (Production at the E c o n o m i c  Limit) =

(300 barrels per day)*

(average n u m b e r  of operating wells during the month)* 

( n u m b e r  of days of production for the month). 

E X A M P L E

P E L  =  3 0 0  barrels * 541 wells * 30 days =  4,869,000 barrels per m o n t h

T P  =  (Total Production for the field for the m o n t h ) =

(average n u m b e r  of operating wells during the m o n t h  )*

( n u m b e r  of days of production for the month)*

(average daily production per well).

E X A M P L E

T P  =  541 wells * 3 0  days * 2 4 7 7  barrels per well =  40,201,710 barrels per m o n t h

W D  =  (Well Days) =

( n u m b e r  of operating wells during the m o n t h ) *

( n u m b e r  of days each well operates) 

E X A M P L E  

W D  =  541 wells * 30 days =  16,230 well days

C A L C U L A T I O N  E X A M P L E  

E L F  =  (1 - [ P E L  / T P  ])exp(460* W D  / P E L  ) 

E L F  =  (1 - [4,869,000/40,201,710])exp(460*16,230/4,869,000) 

E L F  =  (1 - .1211) exp (1.533)ELF = (.8789) exp . (1.533)ELF =.82
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£ U a £ f e a  £ ? > t a t e  l e g i s l a t u r e
Senate Advisory Council P0 Box V 

State Cap ito l 
Juneau. Alaska 99811 
Phone: (907) 465-3114

I  a *  c\
F 4 1 ’

MEMORANDUM 7 a  r  i f

TO: Senator Dick El i ason J o l  xtJ
Alaska State Senate

FROM: Sheila F. Helgath, PhD
Legis la tive Ana lyst

DATE: Ap r i l 18, 1989

SUBJECT: Contributions to Permanent Fund and General Fund as a Result o f
SB 284; Research Request #89-100049

Attached are three tab les which show the additiona l amount o f money the 
Permanent Fund and General Fund would receive i f  ELF were changed under SB 284 
and the rate o f royalty con tr ib u t io n s were changed. The roya lty ra tes has been 
calcu lated at 43%. 44%, and 45%.

I f  you have fu r the r questions please c a l l .

attachments:



T a b l e  1 .  T h e  E f f e c t  o f  C h a n g i n g  t h e  P o r t i o n  o f  R o y a l t y  C o n t r i b u t i o n s  t o  t h e  
P e r m a n e n t  F u n d  N o w  S e t  a t  a  2 5  P e r c e n t  C o n t r i b u t i o n  R a t e  t o  4 3 %  a n d  E L F  U n d e r  S B  2 8 4 ( M i l l i o n s  D o l l a r s / 1 )

F i s c a l
Y e a r

E L F  
S B  2 8 4

( A )

P F  0  2 5 %  
C u r r e n t  

C o n t r i b u t i o n  
( B )

P F  R o y a l t y  
+  E L F  
( A + B )

( C )

C o n t r i b u t i o n  t o  
P F  0  4 3 %

( S e e  F o o t n o t e / 2 )  
( D )

A m o u n t  o f  P F  
C o n t r i b u t i o n  
d u e  t o  S B  2 8 4

( E )

C o n t r i b u t i o n  t o  
G e n e r a l  F u n d  

( C - D )
( F )

1 9 9 0 1 7 1 2 3 2 4 0 3 3 9 8 1 6 7 4
1 9 9 1 1 8 1 2 3 0 4 1 1 3 9 5 1 6 5 1 6
1 9 9 2 1 9 2 2 2 8 4 2 0 3 9 3 1 6 4 2 8
1 9 9 3 2 0 7 2 2 9 4 3 6 3 9 4 1 6 5 4 2
1 9 9 4 2 0 7 2 2 1 4 2 8 3 8 0 1 5 9 4 8
1 9 9 5 1 9 4 2 0 4 3 9 8 3 5 1 1 4 7 4 7
1 9 9 6 1 8 0 1 9 0 3 7 0 3 2 7 1 3 7 4 3
1 9 9 7 1 6 5 1 7 9 3 4 4 3 0 8 1 2 9 3 6
1 9 9 8 1 5 7 1 7 2 3 2 9 2 9 6 1 2 4 3 3
1 9 9 9 1 4 8 1 5 7 3 0 5 2 7 0 1 1 3 3 5
2 0 0 0 1 3 9 1 4 4 2 8 3 2 4 7 1 0 3 3 6

T O T A L 1 , 9 4 1 2 , 1 8 5 4 , 1 2 6 3 , 7 5 9 1 , 5 7 4 3 6 7

S o u r c e :  A l a s k a  D e p a r t m e n t  o f  R e v e n u e  F o r e c a s t s  f o r  S p r i n g  1 9 8 9  
P r e p a r e d  b y  S e n a t e  A d v i s o r y  C o u n c i l  A p r i l  1 8 ,  1 9 8 9

/ I  R o u n d i n g  m a y  c a u s e  s o m e  n u m b e r s  n o t  t o  t o t a l  e x a c t l y .

/ 2  T h e s e  a m o u n t s  r e p r e s e n t  o n l y  t h a t  p o r t i o n  o f  t h e  r o y a l t y  c o n t r i b u t i o n  t o  t h e  P e r m a n e n t  F u n d  
t h a t  i s  c u r r e n t l y  c o n t r i b u t e d  a t  a  r a t e  o f  2 5 % .  T h e  r o y a l t y  r a t e  f o r  o t h e r  c o n t r i b u t i o n s  i s  5 0 % .

E; =. i r\or<ias£cJ (Xj w J , 'to Vs P
F - 5p\l\c>\reAv 'Vo <3rF D - 3 -  &



T a b l e  2 .  T h e  E f f e c t  o f  C h a n g i n g  t h e  P o r t i o n  o f  R o y a l t y  C o n t r i b u t i o n s  t o  t h e
P e r m a n e n t  F u n d  N o w  S e t  a t  a  2 5  P e r c e n t  C o n t r i b u t i o n  R a t e  t o  4 4 %  a n d  E L F  U n d e r  S B  2 8 4  ( M i l l i o n s  D o l l a r s / 1 )

F i s c a l
Y e a r

E L F  
S B  2 8 4

( A )

P F  0  2 5 %  
C u r r e n t  

C o n t r i b u t i o n  
( B )

P F  R o y a l t y  
+  E L F  
( A + B )

( C )

C o n t r i b u t i o n  t o  
P F  0  4 4 %

( S e e  F o o t n o t e / 2 )  
( D )

A m o u n t  o f  P F  
C o n t r i b u t i o n  
d u e  t o  S B  2 8 4  

( E )

C o n t r i b u t i o n  t o  
G e n e r a l  F u n d  

( C - D )
( F )

1 9 9 0 1 7 1 2 3 2 4 0 3 4 0 7 1 7 6 - 5
1 9 9 1 1 8 1 2 3 0 4 1 1 4 0 4 1 7 4 7
1 9 9 2 1 9 2 2 2 8 4 2 0 4 0 2 1 7 3 1 9
1 9 9 3 2 0 7 2 2 9 4 3 6 4 0 3 1 7 4 3 3
1 9 9 4 2 0 7 2 2 1 4 2 8 3 8 9 1 6 8 3 9
1 9 9 5 1 9 4 2 0 4 3 9 8 3 5 9 1 5 5 3 9
1 9 9 6 1 8 0 1 9 0 3 7 0 3 3 5 1 4 5 3 5
1 9 9 7 1 6 5 1 7 9 3 4 4 3 1 6 1 3 6 2 9
1 9 9 8 1 5 7 1 7 2 3 2 9 3 0 2 1 3 1 2 6
1 9 9 9 1 4 8 1 5 7 3 0 5 2 7 6 1 1 9 2 9
2 0 0 0 1 3 9 1 4 4 2 8 3 2 5 3 1 0 9 3 0

T O T A L 1 , 9 4 1 2 , 1 8 5 4 , 1 2 6 3 , 8 4 6

-=------- =----- :-------- -----------------------
1 , 6 6 1 2 8 0

S o u r c e :  A l a s k a  D e p a r t m e n t  o f  R e v e n u e  F o r e c a s t s  f o r  S p r i n g  1 9 8 9
P r e p a r e d  b y  S e n a t e  A d v i s o r y  C o u n c i l  A p r i l  1 8 ,  1 9 8 9  

/ I  R o u n d i n g  m a y  c a u s e  s o m e  n u m b e r s  n o t  t o  t o t a l  e x a c t l y .

/ 2  T h e s e  a m o u n t s  r e p r e s e n t  o n l y  t h a t  p o r t i o n  o f  t h e  r o y a l t y  c o n t r i b u t i o n  t o  t h e  P e r m a n e n t  F u n d  
t h a t  i s  c u r r e n t l y  c o n t r i b u t e d  a t  a  r a t e  o f  2 5 % .  T h e  r o y a l t y  r a t e  f o r  o t h e r  c o n t r i b u t i o n s  i s  5 0 % .



T a b l e  3 .  T h e  E f f e c t  o f  C h a n g i n g  t h e  P o r t i o n  o f  R o y a l t y  C o n t r i b u t i o n s  t o  t h e
P e r m a n e n t  F u n d  N o w  S e t  a t  a  2 5  P e r c e n t  C o n t r i b u t i o n  R a t e  t o  4 5 %  a n d  E L F  U n d e r  S B  2 8 4  ( M i l l i o n s  D o l l a r s / 1 )

F i s c a l
Y e a r

E L F
S B  2 8 4  

( A )

P F  6  2 5 %  
C u r r e n t  

C o n t r i b u t i o n  
( B )

P F  R o y a l t y  
+  E L F  
( A + B )

( C )

C o n t r i b u t i o n  t o  
P F  0  4 5 %

( S e e  F o o t n o t e / 2 )  
( D )

A m o u n t  o f  P F  
C o n t r i b u t i o n  
d u e  t o  S B  2 8 4

( E )

C o n t r i b u t i o n  t o  
G e n e r a l  F u n d  

( C - D )
( F )

1 9 9 0 1 7 1 2 3 2 4 0 3 4 1 7 1 8 5 - 1 4
1 9 9 1 1 8 1 2 3 0 4 1 1 4 1 3 1 8 4 - 3
1 9 9 2 1 9 2 2 2 8 4 2 0 4 1 1 1 8 3 9
1 9 9 3 2 0 7 2 2 9 4 3 6 4 1 3 1 8 3 2 4
1 9 9 4 2 0 7 2 2 1 4 2 8 3 9 8 1 7  7 3 0
1 9 9 5 1 9 4 2 0 4 3 9 8 3 6 7 1 6 3 3 1
1 9 9 6 1 8 0 1 9 0 3 7 0 3 4 2 1 5 2 2 8
1 9 9 7 1 6 5 1 7 9 3 4 4 3 2 3 1 4 3 2 2
1 9 9 8 1 5 7 1 7 2 3 2 9 3 0 9 1 3 7 2 0
1 9 9 9 1 4 8 1 5 7 3 0 5 2 8 3 1 2 6 2 2
2 0 0 0 1 3 9 1 4 4 2 8 3 2 5 9 1 1 5 2 4

T O T A L 1 , 9 4 1 2 , 1 8 5 4 , 1 2 6 3 , 9 3 4 1 , 7 4 8 1 9 3

S o u r c e :  A l a s k a  D e p a r t m e n t  o f  R e v e n u e  F o r e c a s t s  f o r  S p r i n g  1 9 8 9
P r e p a r e d  b y  S e n a t e  A d v i s o r y  C o u n c i l  A p r i l  1 8 ,  1 9 8 9  

/ I  R o u n d i n g  m a y  c a u s e  s o m e  n u m b e r s  n o t  t o  t o t a l  e x a c t l y .

/ 2  T h e s e  a m o u n t s  r e p r e s e n t  o n l y  t h a t  p o r t i o n  o f  t h e  r o y a l t y  c o n t r i b u t i o n  t o  t h e  P e r m a n e n t  F u n d  
t h a t  i s  c u r r e n t l y  c o n t r i b u t e d  a t  a  r a t e  o f  2 5 % .  T h e  r o y a l t y  r a t e  f o r  o t h e r  c o n t r i b u t i o n s  i s  5 0 % .



A L A S K A  S T A T E  L E G I S L A T U R E
SENATOR R ICHARD  I. ELIASON

S E N A T E

LABOR 4 COMMERCE COMMITTEE. CH AIRM AN

RESOURCES COMMITTEE

RULES COMMITTEE

SPECIAL COMMITTEE ON HIGH SEAS 
SALMON INTERCEPTION

SELECT COMMITTEE ON 
LEGISLATIVE ETHICS

P.O. BOX 143 
SITKA. ALASKA 99835

P 0 .  BOX V 
JUNEAU. ALASKA 99811 

(9971465-4916

FAX (607) 465-4928

M E M O R A N D U M

TO: Sen. P a t  P o u r c h o t ,  C h a i  
S e n a t e  S t a t e  A f f a i r s

FROM: S e n . D i c k  E l i a s o n

DATE: A p r i l  18, 1989

RE: S B  284, R e l a t i n g  t o  c e r t a i n  r e v e n u e  f r o m  m i n e r a l  s o u r c e s  
a n d  t o  t h e  o i l  a n d  g a s  p r o p e r t i e s  p r o d u c t i o n  tax.

S B  284 w a s  i n t r o d u c e d  y e s t e r d a y  a n d  r e f e r r e d  t o  t h e  S t a t e  
A f f a i r s  C o m m i t t e e .  I w o u l d  v e r y  m u c h  a p p r e c i a t e  y o u r  
s c h e d u l i n g  h e a r i n g s  on  t h e  b i l l  as s o o n  as p o s s i b l e .

S B  284 p r o p o s e s  t o  a m e n d  t h e  E c o n o m i c  L i m i t  F a c t o r  o f  t h e  
s t a t e ' s  o i l  s e v e r e n c e  t a x  s t r u c t u r e  j u s t  as t h e  S e n a t e  CS f o r  
K B  118 (the s o - c a l l e d  " E L F  bill") w h i c h  w a s  p a s s e d  r e c e n t l y  b y  
t h e  S e n a t e  J u d i c i a r y  c o m m i t t e e  does. H o w e v e r ,  t h e  s i g n i f i c a n t  
d i f f e r e n c e  is t h a t  t h i s  b i l l  w o u l d ,  in  e f f ect, p u t  t h e  e x t r a  
t a x  r e v e n u e  w h i c h  is g e n e r a t e d  i n t o  t h e  A l a s k a  P e r m a n e n t  Fund. 
T h i s  is a c c o m p l i s h e d  b y  r a i s i n g  t h e  p e r c e n t a g e  o f  o i l  r o y a l t y  
m o n i e s  w h i c h  f l o w  d i r e c t l y  i n t o  t h e  P e r m a n e n t  F u n d  e a c h  y e a r  
t o  a p p r o x i m a t e  t h e  a m o u n t  o f  m o n e y  g e n e r a t e d  b y  t h e  a m e n d m e n t s  
t o  t h e  ELF.

C h a n g e s  in  t h e  E L F  a r e  n e e d e d  in o r d e r  to  a c c o m p l i s h  its 
o r i g i n a l  g o a l  o f  p r o v i d i n g  i n c e n t i v e s  f o r  d e v e l o p m e n t  i n  
m a r g i n a l  o i l  f i e lds. B u t  a n u m b e r  of l e g i s l a t o r s  a n d  m e m b e r s  
o f  t h e  p u b l i c  h a v e  b e e n  r e l u c t a n t  t o  a m e n d  t h e  ELF, a n d  s i m p l y  
a l l o w  t h a t  e x t r a  t a x  r e v e n u e  t o  b e  s p e n t  t o  m a i n t a i n  a s t a t e  
b u d g e t  w h i c h  is i n a p p r o p r i a t e l y  high. A  b e t t e r  u s e  o f  it 
w o u l d  b e  to  s e t  it a s i d e  in  t h e  P e r m a n e n t  F u n d  t o  h e l p  e n s u r e  
t h a t  t h e  s t a t e  w i l l  b e  a b l e  t o  p r o v i d e  b a s i c  g o v e r n m e n t  
s e r v i c e s  in t h e  future, w h e n  o u r  oil r e v e n u e s  d r o p  
d r a s t i c a l l y .

I f  I c a n  p r o v i d e  b a c k - u p  i n f o r m a t i o n ,  o r  if y o u  w o u l d  l i k e  to  
d i s c u s s  t h i s  l e g i s l a t i o n ,  p l e a s e  c o n t a c t  m y  o f f ice.

T h a n k s  f o r  y o u r  c o n s i d e r a t i o n .
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SU B J E C T :

TO:

FROM:

Sectional summary of SB 284 

Senator Dick Eliason

Tamara Brandt C o o k i 
Director 
Division of Legal Services

U

Section 1 . Currently 25 percent of mineral related income 
from leases issued on or before December 1, 1979 goes to the 
principal of the permanent fund. This section changes that 
so, if payment is received on or after July 1, 1989, 43 p e r­
cent goes to the principal of the permanent fund.

Section 2 . Alters the economic limit factor used for c a l­
culating taxes on oil production.

Section 3 . Deletes material currently in subsection (d) 
relating to establishing this production rate as a pres u m p­
tion that is rebuttable by the taxpayer at a formal hearing.

Section 4 . Deletes additional material from the current 
economic limit factor statute.

Section 5 . Establishes an effective date tied to the fiscal 
year.
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ALÂA
Finance and Taxation

. No tax shall be levied, or appropriation of public money made, or public property transferred, nor shall the public credit be used, except for a public purpose. ^

Section 7 - Dedicated Funds. ^The proceeds of any state tax or license shall not be dedicated to any spe­cial purpose, except as provided in Section 15 of this article or when re­quired by the federal government for state participation in federal programs. This provision shall not prohibit the continuance of any dedication for special purposes existing upon the date of ratification of this section by the people of Alaska. [Amendment approved November 2,1976 - Effective February 21,1977]

Section 6 - Public Purpose.

Section 8 - State DebtNo state debt 'hall be contracted unless authorized by law for capital im­provements or unless authorized by law for housing loans for veterans, and ratified by a majority of the qualified voters of the State who vote on the question. The State may, as provided by law and without ratification, contract debt for the purpose of repelling invasion, suppressing insurrec­tion, defending the State in war, meeting natural disasters, or redeeming indebtedness outstanding at the time this constitution becomes effective. [Amendment approved November 2, 1982 - Effective December 24,
1982]

Section 9 - Local Debts.No debt shall be contracted by any political subdivision of the State, un-' less authorized for capital improvements by its governing body and ratified by a majority vote of those qualified to vote and voting on the question.
Section 10 - Interim Borrowing. j[The State and its political subdivisions may borrow money to meet ap- jpropriations for any fiscal year in anticipation of the collection of the revenues for that year, but all debt so contracted shall be paid before the end of the next fiscal year.
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Article IX Finance and Taxation

Section 11 - Exceptions.The restrictions on contracting debt do not apply to debt incurred t hrough the issuance of revenue bonds by a public enterprise or public corpora­tion of the State or a political subdivision, when the only security is the revenues of the enterprise or corporation. The restrictions do not apply to indebtedness to be paid from special assessments on the benefited property, nor do they apply to refunding indebtedness of the State or its political subdivisions.
Section 12 - BudgetThe governor shall submit to the legislature, at a time fixed by law, a budget for the next fiscal year setting forth all proposed expenditures and anticipated income of all departments, offices, and agencies of the Stale. The governor, at the same time, shall submit a general appropriation bill to authorize the proposed expenditures, and a bill or bills covering recommendations in the budget for new or additional revenues.
Section 13 - Expenditures.No money shall be withdrawn from the treasury except in accordance with appropriations made by law. No obligation for the payment of money shall be incurred except as authorized by law. Unobligated appropria­tions outstanding at the end of the period of lime specified by law shall be void.
Section 14 - Legislative Post-Audit.The legislature shall appoint an auditor to serve at its pleasure. He shall be a certified public accountant. The auditor shall conduct post-audits as prescribed by law and shall report to the legislature and to the governor.
Section 15 - Alaska Permanent Fund.At least twenty-five per cent of all mineral lease rentals, royalties, royal­ty sale proceeds, federal mineral revenue sharing payments and bonuses received by the State shall be placed in a permanent fund, the principal of which shall be used only for those income-producing investments specifically designated by law as eligible for permanent fund investments. All income from the permanent fund shall be deposited in the general fund unless otherwise provided by law. [Amendment approved Novem­ber 2,1976 - Effective February 21,1977]
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Sen. Jan  Fa ika , V ice  C h a irm a n  
Sen . A1 Adams 
Sen . T im  K e lly  
Sen, R ic k  U e h lin g

Sen. Pat Pourchot, Chairman
P .O . Box V  

S ta te  C a p ito l 
J u n e a u . A laska 00811

907-165-3712

S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e

M E M O R A N D U M

TO: S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e  M e m b e r s

RE:

DATE:

F R O M S e n a t o r  P a t  P o u r c h o t ,  C h a i r m a n  

A p r i l  24 C o m m i t t e e  M e e t i n g  

A p r i l  24, 1989

T o d a y  a t  1 : 3 0  i n  t h e  B e l t z  R o o m  t h e  S e n a t e  S t a t e  A f f a i r s  
C o m m i t t e e  w i l l  h e a r  t h e  f o l l o w i n g  b i l l s :

S J R  38, P r o p o s i n g  a n  a m e n d m e n t  t o  t h e  C o n s t i t u t i o n  o f  t h e  S t a t e  
o f  A l a s k a  r e l a t i n g  t o  t e r m s  o f  l e g i s l a t o r s

S J R  38 w o u l d ,  b y  C o n s t i t u t i o n a l  a m e n d m e n t ,  l i m i t  t e n u r e  in  t h e  
L e g i s l a t u r e  t o  e i g h t  c o n s e c u t i v e  y e a r s .  A f t e r  s e r v i n g  e i g h t  
y e a r s  a p e r s o n  w o u l d  a g a i n  b e  e l i g i b l e  t o  s e e k  l e g i s l a t i v e  o f f i c e  
a t  t h e  s e c o n d  b i e n n i a l  e l e c t i o n .  S J R  38 w o u l d  g o  b e f o r e  t h e  
v o t e r s  a t  t h e  n e x t  g e n e r a l  e l e c t i o n  and, i f  a p p r o v e d ,  w o u l d  t a k e  
e f f e c t  a t  t h e  19 9 2  e l e c t i o n .

A r t i c l e  III, sec. 5 o f  t h e  C o n s t i t u t i o n  l i m i t s  g o v e r n o r s  t o  t w o  
f u l l  s u c c e s s i v e  t e r m s .  A f t e r  t h e  t w o  t e r m s  a p e r s o n  is n o t  
e l i g i b l e  t o  s e e k  t h e  g o v e r n o r ' s  o f f i c e  u n t i l  o n e  f u l l  terra h a s  
i n t e r v e n e d .

S B  284, A n  A c t  r e l a t i n g  t o  c e r t a i n  r e v e n u e  f r o m  m i n e r a l  s o u r c e s  
a n d  t o  t h e  o i l  a n d  g a s  p r o p e r t i e s  p r o d u c t i o n  t a x

S B  2 8 4  w o u l d  a m e n d  t h e  E c o n o m i c  L i m i t  F a c t o r  o f  t h e  s t a t e ' s  oil 
s e v e r a n c e  t a x  s t r u c t u r e  in t h e  s a m e  m a n n e r  t h e  S e n a t e  J u d i c i a r y  
CS f o r  H B  118 (the " E L F  bi l l " )  w o u l d .  T h e  a d d i t i o n a l  t a x  r e v e n u e  
w o u l d  e f f e c t i v e l y  b e  d e p o s i t e d  in t h e  P e r m a n e n t  F u n d  t h r o u g h  
i n c r e a s i n g  f r o m  2 5 %  t o  4 3 %  t h e  s t a t u t o r y  p e r c e n t a g e  o f  m i n e r a l  
p r o c e e d s  d e p o s i t e d  i n  t h e  fund. T h e  i n c r e a s e  w o u l d  a p p l y  o n l y  to 
p a y m e n t s  r e c e i v e d  b y  t h e  s t a t e  a f t e r  J u l y  1, 1 9 8 9  f r o m  m i n e r a l  
l e a s e s  i s s u e d  p r i o r  t o  D e c e m b e r  1, 1979.

It is m y  i n t e n t  t h a t  t h e  S t a t e  A f f a i r s  C o m m i t t e e  f o c u s  its 
a t t e n t i o n  o n  S B  2 8 4 's i m p a c t  o n  t h e  P e r m a n e n t  Fund, r a t h e r  t h a n  
on  t h e  E L F  p r o v i s i o n s .  A c c o r d i n g  t o  t h e  P e r m a n e n t  F u n d  
C o r p o r a t i o n ,  p a s s a g e  o f  S B  284 w o u l d  r e s u l t  in  t h e  f u n d  p r i n c i p a l  
b e i n g  $ 1 . 3  b i l l i o n  l a r g e r  in  t h e  y e a r  2000, n e t  i n c o m e  b e i n g  $115 
m i l l i o n  l a r g e r ,  p e r  c a p i t a  d i v i d e n d s  b e i n g  $73 l a r g e r ,  a n d  t h e  
i n f l a t i o n  p r o o f i n g  t r a n s f e r  b e i n g  $66 m i l l i o n  l a r g e r .  T h e  
p r o j e c t i o n s  p r e p a r e d  b y  t h e  c o r p o r a t i o n  a r e  a t t a c h e d .



S B  295. A n  A c t  r e l a t i n g  t o  t r a n s f e r s  t o  t h e  d i v i d e n d  f u n d

S B  2 9 5  w o u l d  e x c l u d e  p o t e n t i a l  r e v e n u e  f r o m  t h e  s t a t e  v. A m e r a d a  
H e s s  c a s e  f r o m  t h e  P e r m a n e n t  F u n d  e a r n i n g s  a v a i l a b l e  f o r  
d i s t r i b u t i o n  as d i v i d e n d s .  T h e  f u n d ' s  l e g a l l y  m a n d a t e d  s h a r e  o*  
m o n e y  a w a r d e d  a f t e r  t r i a l  w o u l d  b e  c r e d i t e d  t o  t h e  p r i n c i p a l  of  
t h e  f u n d  a t  t h e  t i m e  o f  r e c e i p t .  I n c o m e  e a r n e d  o n  t h a t  m o n e y  
c o u l d  n o t  b e  d i s t r i b u t e d  t o  t h e  d i v i d e n d  fund.

S B  2 3 5  is i n t e n d e d  t o  e l i m i n a t e  c e r t a i n  d u e  p r o c e s s  a r g u m e n t s  
c u r r e n t l y  a d v a n c e d  b y  t h e  d e f e n d a n t s .  S t a n d a r d  A l a s k a  P e t r o l e u m ,  
E x x o n ,  a n d  C h e v r o n  U S A  f i l e d  s u i t  i n  f e d e r a l  c o u r t  t o  p r e v e n t  t h e  
c a s e  f r o m  b e i n g  t r i e d  in  A l a s k a  o n  t h e  g r o u n d s  t h a t  a n y  j u d g e  a n d  
j u r y  w o u l d  b e  b i a s e d  b e c a u s e  t h e y  h a v e  a f i n a n c i a l  s t a k e  ( t h r o u g h  
t h e  P e r m a n e n t  F u n d  D i v i d e n d )  i n  t h e  o u t c o m e .  T h e  U. S .  D i s t r i c t  
C o u r t  r u l e d  i n  t h e  S t a t e ' s  f a v o r ;  t h e  m a t t e r  is c u r r e n t l y  u n d e r  
a p p e a l  t o  t h e  N i n t h  C i r c u i t  C o u r t  o f  A p p e a l s .

T r i a l  i n  t h e  A m e r a d a  H e s s  c a s e  is s c h e d u l e d  f o r  A p r i l  4, 1990.
I f  t h e  S t a t e  p r e v a i l s ,  w e  c o u l d  r e c e i v e  f r o m  $ 4 0 0  m i l l i o n  t o  $2 . 6  
b i l l i o n .

H B  34, A n  A c t  e s t a b l i s h i n g  d u r a t i o n a l  r e s i d e n c y  r e q u i r e m e n t s ,  n o t  
t o  e x c e e d  t w o  y e a r s ,  f o r  r e c e i p t  o f  t h e  p e r m a n e n t  f u n d  d i v i d e n d  
a n d  r e c e i p t  o f  b e n e f i t s  u n d e r  t h e  l o n g e v i t y  b o n u s  p r o g r a m

H B  34 w o u l d  i n c r e a s e  t h e  d u r a t i o n a l  r e s i d e n c y  r e q u i r e m e n t  f o r  t h e  
p e r m a n e n t  f u n d  d i v i d e n d  p r o g r a m  f r o m  6 m o n t h s  t o  2 y e a r s ,  a n d  f o r  
t h e  l o n g e v i t y  b o n u s  p r o g r a m  f r o m  1 y e a r  t o  2 y e a r s .  T h e  b i l l  
p r o v i d e s  t h a t  if a c o u r t  r u l e s  t h e  2 - y e a r  r e q u i r e m e n t  i n v a l i d ,  
t h e  r e q u i r e m e n t  is o n e  y e a r ;  if a c o u r t  r u l e s  1 - y e a r  i n v a l i d ,  t h e  
r e q u i r e m e n t  is t h e  l o n g e s t  d u r a t i o n  p e r m i t t e d  b y  law. C u r r e n t  
r e c i p i e n t s  w o u l d  b e  " g r a n d f a t h e r e d  i n " .

H B  34 r a i s e s  c o n s t i t u t i o n a l  q u e s t i o n s .  T h e  D e p a r t m e n t  o f  L a w  
f i s c a l  n o t e  ($30,000) a n t i c i p a t e s  l e g a l  c h a l l e n g e  o f  t h e  bill.
T h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n  f i s c a l  n o t e  i n d i c a t e s  a n n u a l  
s a v i n g s  b a s e d  o n  f e w e r  p e r s o n s  b e i n g  e l i g i b l e .

R e c e n t  c o u r t  r u l i n g s  o n  A l a s k a ' s  r e s i d e n c y  r e q u i r e m e n t s  i n c l u d e  
t h e  V e s t  d e c i s i o n  w h i c h  s t r u c k  d o w n  t h e  L o n g e v i t y  B o n u s  
r e q u i r e m e n t  o f  r e s i d e n c y  s i n c e  s t a t e h o o d ,  t h e  Z o b e l  d e c i s i o n  
w h i c h  s t r u c k  d o w n  t h e  P e r m a n e n t  F u n d  D i v i d e n d  d i s b u r s e m e n t  
m e c h a n i s m  b a s e d  o n  n u m b e r  o f  y e a r s  o f  r e s i d e n c y ,  a n d  t h e  A n d r e s s  
d e c i s i o n  w h i c h  u p h e l d  t h e  A l a s k a  S t u d e n t  L o a n  r e q u i r e m e n t  o f  
r e s i d e n c y  f o r  2 y e a r s .

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



I n t r o d u c e d :  4 / 1 7 / 8 9  6 - 1 1 9 4E
R e f e r r e d :  S t a t e  A f f a i r s ,  O i l  and Gas ,

R e s ou r c e s  and F inance

BY ELIASON, JONES,
1 IN THE SENATE AND ADAMS
2 SENATE B ILL  NO. 284
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
4 SIXTEENTH LEGISLATURE - F IRST SESSION
5 A B ILL
6 F o r  an Act e n t i t l e d :  "An Act r e l a t i n g  t o  c e r t a i n  r e v enue  f r om  m i n e r a l
7 s o u r c e s  and t o  the  o i l  and gas p r o p e r t i e s  p r o d u c t i o n
8 t a x ;  and p r o v i d i n g  f o r  an e f f e c t i v e  d a t e . "
9 BE IT  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 *  S e c t i o n  1 . AS 3 7 . 1 3 . 0 1 0 ( a )  i s  amended t o  r e a d :
11 ( a )  Unde r a r t .  IX ,  s e c .  15 o f  t h e  s t a t e  c o n s t i t u t i o n ,  t h e r e  i s
12 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  pe rmanen t f u n d .  The A l a s k a
13 pe rmanen t fund  c o n s i s t s  o f
14 ( 1 )  25 p e r c e n t  o f  a l l  m i n e r a l  l e a s e  r e n t a l s ,  r o y a l t i e s ,
15 r o y a l t y  s a l e  p r o c e e d s ,  ne t  p r o f i t  s h a r e s  unde r  AS 3 8 . 0 5 . 1 8 0 ( f )  and
16 ( g ) ,  and f e d e r a l  m i n e r a l  r e venue  s h a r i n g  payments r e c e i v e d  by the
17 s t a t e  b e f o r e  J u l y  1 ,  1 9 8 9 ,  f r om  m i n e r a l  l e a s e s  i s s u e d  on o r  b e f o r e
18 December 1 ,  1 9 7 9 ,  and 25 p e r c e n t  o f  a l l  bonuses  r e c e i v e d  by t h e  s t a t e
19 f r om  m i n e r a l  l e a s e s  i s s u e d  on o r  b e f o r e  F e b r u a r y  1 5 ,  1 9 8 0 ;
20 ( 2 )  50 p e r c e n t  o f  a l l  m i n e r a l  l e a s e  r e n t a l s ,  r o y a l t i e s ,
21 r o y a l t y  s a l e  p r o c e e d s ,  ne t p r o f i t  s h a r e s  unde r  AS 3 8 . 0 5 . 1 8 0 ( f )  and
22 ( g ) ,  and f e d e r a l  m i n e r a l  r e venue  s h a r i n g  payments r e c e i v e d  by th e
23 s t a t e  f r om  m i n e r a l  l e a s e s  i s s u e d  a f t e r  December 1 ,  1 9 7 9 ,  and 50 p e r -
24 cen t  o f  a l l  bonuses  r e c e i v e d  by the  s t a t e  f r om  m i n e r a l  l e a s e s  i s s u e d
25 a f t e r  F e b ru a r y  1 5 ,  1 9 8 0 ;
26 ( 3 )  43 p e r c e n t  o f  a l l  m i n e r a l  l e a s e  r e n t a l s ,  r o y a l t i e s ,
27 r o y a l t y  s a l e  p r o c e e d s ,  ne t  p r o f i t  s h a r e s  unde r  AS 3 8 . 0 5 . 1 8 0 ( f l  and
28 
29

( g ) ,  and f e d e r a l  m i n e r a l r e venue s h a r i n g  payments r e c e i v e d by th e
s t a t e  on o r  a f t e r  J u l y  1,, 1989 , f r om  m i n e r a l  l e a s e s  i s s u e d on o r
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1 be f o r e  December 1 ,  1 9 7 9 ;
2 ( 4 )  any o t h e r  money a p p r o p r i a t e d  t o  o r  o t h e rw i s e  a l l o c a t e d
3 by law t o  t h e  A l a s k a  pe rmanen t f und .
4 *  Sec .  2 .  AS 4 3 . 5 5 . 0 1 3 ( b )  i s  r e p e a l e d  and r e e n a c t e d  t o  r e a d :
5 ( b )  The economic l i m i t  f a c t o r  f o r  o i l  p r o d u c t i o n  o f  a l e a s e  o r
6 p r o p e r t y  s h a l l  be computed a c c o r d i n g  t o  t h e  f o l l o w i n g  f o rm u l a :
7 ( 1 - [ P E L / T P ] ) exp ( [ 1 5 0 , 0 0 0 / ( T P /D a y s ) ]  exp [ ( 4 6 0  X W D ) / P E L ] )
8 whe re :  PEL = the  m on th l y  p r o d u c t i o n  r a t e  a t  th e  economic l i m i t ;
9 TP = th e  t o t a l  p r o d u c t i o n  d u r i n g  t h e  month f o r  wh ich th e

10 t a x  i s  t o  be p a i d ;
11 WD = th e  t o t a l  number o f  w e l l  days  i n  t h e  month f o r  wh ich
12 the  t a x  i s  t o  be p a i d ;
13 Days = the  number o f  days  i n  th e  month f o r  wh ich  t h e  t a x  i s
14 t o  be p a i d ;  and
15 exp = e xponen t .
16 *  Sec .  3 .  AS 4 3 . 5 5 . 0 1 3 ( d )  i s  r e p e a l e d  and r e e n a c t e d  t o  r e a d :
17 ( d )  The mon th l y  p r o d u c t i o n  r a t e  a t  t h e  economic l i m i t  f o r  a
18 l e a s e  o r  p r o p e r t y  i s  300  b a r r e l s  t imes  th e  number o f  w e l l  days  f o r  th e
19 l e a s e  o r  p r o p e r t y  d u r i n g  th e  month f o r  wh ich th e  t a x  i s  t o  be p a i d .
20 *  Sec .  4 .  AS 4 3 . 5 5 . 0 1 3 ( e )  and 4 3 . 5 5 . 0 1 3 ( f )  a r e  r e p e a l e d .
21 *  Sec .  5 .  T h i s  Act t a k e s  e f f e c t  J u l y  1 ,  1 9 8 9 .
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P.O . Box V  
Juneau, A K  99811

907-465-3712

Sen. Jan Faiks, Vice Chairman 
Sen. A1 Adams 
Sen. Tim Kelly 
Sen. Rick Uehling

Sen. Pat Pourchot, ChsJnnan

Senate State Affairs C o m m i t t e e  

M a y  10, 1989

J e r r y  M c C u t c h e o n  
121 W e s t  1 1 t h  
A n c h o r a g e ,  A l a s k a  9 9 5 0 1

D e a r  J e r r y :

A l t h o u g h  I ' m  s u r e  y o u ' v e  s e e n  t h e  a d j o u r n m e n t  c o v e r a g e  in 
t h e  n e w s p a p e r ,  I w a n t e d  t o  d r o p  y o u  a n o t e  in r e g a r d  t o  y o u r  l a s t  
p u b l i c  o p i n i o n  m e s s a g e  o n  S B  284.

S B  284, w h i c h  w o u l d  h a v e  a n n u a l l y  a p p r o p r i a t e d  t o  t h e  
P e r m a n e n t  F u n d  t h e  r e v e n u e  g e n e r a t e d  b y  t h e  c h a n g e  t o  t h e  
E c o n o m i c  L i m i t  F a c tor, r e c e i v e d  S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e  
a p p r o v a l  o n  A p r i l  24. A n d  a l t h o u g h  t h e  b i l l  i t s e l f  d i d n ' t  m a k e  
it a n y  f a r t h e r  t h a n  that, t h e r e  w a s  a c o m m i t m e n t  m a d e  b y  t h e  
G o v e r n o r  a n d  t h e  l e g i s l a t u r e  t o  a p p r o p r i a t e  $1 5 0  m i l l i o n  t o  t h e  
F u n d  t h i s  y e a r  i f  E L F  p a s s e d ,  w h i c h  I ' m  s u r e  y o u  k n o w  it did.

U n f o r t u n a t e l y ,  in a n  a l l - t o o - t y p i c a l  a d j o u r n m e n t  rush, s o m e  
t h i n g s  w e r e  l e f t  o n  t h e  t a b l e .  O n e  t h i n g  l e f t  w a s  t h e  S e n a t e  
v e r s i o n  o f  t h e  s u p p l e m e n t a l  a p p r o p r i a t i o n  b i l l  w h i c h  c o n t a i n e d  
t h e  $ 1 5 0  m i l l i o n  d e p o s i t  t o  t h e r F u n d .  F o r t u n a t e l y ,  t h e  
c o m m i t m e n t  t o  m a k e  t h e  d e p o s i t  r e m a i n s ,  a n d  I a m  c o n f i d e n t  t h a t  
it w i l l  b e  o n e  o f  t h e  f i r s t  o r d e r s  of  b u s i n e s s  n e x t  s e s s i o n .

J e r r y ,  t h a n k s  a g a i n  f o r  b e i n g  in touch. I a g r e e  t h a t  t a x  
i n c r e a s e s  s h o u l d  n o t  b e  s o u g h t  s o l e l y  t o  incurease s t a t e  r e v e n u e s ,  
a n d  t h a t  E L F  is a n  a r g u m e n t  o v e r  t h e  S t a t e ' s y ' f a i r  s h a r e "  o f  t h e  
oil r e s o u r c e ,  n o t  over m o n e y .  I t ' s  t o y t h i s  Ireason t h a t  I 
s u p p o r t  a p o r t i o n  of  E L F  r e v e n u e s  goirfg i n t o / t h e  P e r m a n e n t  Fund.

SLrfcerely, /

^ e n a t o r  P a t  P o u r c h o t
C h a i r m a n

P P / s s

mn
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Fiscal Analysis of SB 284

This  bill m o di f i e s  the e c o n o m i c  11 m lt  fac t o r (ELF) f orm ula  used 1n 

c o m p u t i n g  the p r od u c t i o n  (sev era nce ) tax on oil, and a l s o  Increases the 

c o n t r i b u t i o n  of p roc e e ds  from  r o y alt ies  to the Perm ane nt Fund. This 

fiscal note a d d r e s s e s  t he  ELF a s p e c t  only.

The bill (1) I ntr odu ces  the rate of field p r o d u c t i o n  Into the e x p o n e n t  of 
the c u rren t ELF formula; (2) repe als  the s o - cal led  " ro und ing  rule," the 

p r o v i s i o n  of c u r re nt  law w h i c h sta tes  that for any m o n t h  d u r in g  the first 

10 y ears of c omme rci al oil p r o d u c t i o n  for w h i c h  the  c o m p u t ed  ELF of a 

lease or p ro pe rt y  e x c e e d s  0.7 the ELF shall be c on si de r e d  to be one; and 

(3) fixes the p r o d u c t i o n  at th e e co no mi c  limit (PEL) at 300 barrel s times 

t h e nu m b e r  of well days 1n the month.

This bill's p ro v i s i on s on ELF are Id entical to those 1n SC S CS HB 118 

(Jud ici ary ) exc ep t  that this bill has an e f f e c t i v e  date of July  1, 1989 

Both bills lack an e x p l i c i t  d a t e  of a p p l i c a t i o n , the d a t e  on w h i c h  the  

l e g i s l a t i o n  first be gin s a p p l y i n g  to oil pro du ct io n .  This d ate of 

a p p l i c a t i o n  will d e t e r m i n e  h o w  much r e ven ue 1s raised for FY 89 and FY 90.

If the bill a p p l i es Re ven ue s Revenues
to oil p r od u c e d Rai sed Raised

a f t er  this date for FY 89 for FY 90

1 2/ 31/ 88 64 171
01 /31 /89 50 171

02 /28 /8 9 37 171

03 /31 /8 9 24 171

04/3 0/ 09 12 171

0 5/ 31/ 89 0 171

06 /30 /89 0 158

07 /31 /89 0 145

0 8/ 31/ 89 0 132

This fiscal n o t e  a ss u m e s  that the d a t e  of a p pl i c a t i o n  Is June 30, 1989.

The s e ve ra nc e  tax Is paid m o n t h l y  for the p ri or month. (For e xample, the 

tax for p ro du c t i o n  1n April Is due 1n May.) As wri tten, this bill wil l 

thus onl y raise re venues for 11 m o nt hs  In FY 90.

This fiscal note was c a l c u l a t e d  u si ng  the oil p ric e and p r od u c t i o n  
a ss um p ti o n s  of the D e p a r t m e n t  of R e v e n u e' s S p r i ng  1989 P e t r o l e u m  

P ro du ct i o n  Revenu e F o r e c a s t  m i d - c a s e  scenario. That fo rec as t was 

p r e d i c a te d on Ala ska  N or th  S l o p e  c r u d e  prices at the U.S. Gulf of $14. 29 a 

barrel in FY 89 and $16.41 a barrel 1n FY 90.



A d d i t i o n a l  r e v e n u e s  f o r  f u t u r e  y e a r s  1 n  m i l l i o n s  o f  d o l l a r s  a r e  a s  f o l l o w s

1 9 9 5
1 9 9 6
1 9 9 7
1 9 9 8
1 9 9 9
2 0 0 0  
2 0 0 1  
2 0 0 2
2 0 0 3
2 0 0 4
2 0 0 5
2 0 0 6
2 0 0 7
2 0 0 8
2 0 0 9
2010

1 9 4
1 8 0
1 6 5
1 5 7
1 4 8
1 3 9
1 2 9
110
86
6 9
4 5
21

4
( 3 )
0
0




