


STATE OF ALASKA
1998 LEGISLATIVE SESSION
Revision Date:
Title:

FISCAL NOTE
BILL NO. HJR58

Proposing amendments to the Constitution
of the State o f A laska relating to the education fund.

Dept Affected: Natural Resources 
BRU : Resource Development
Compcnent: Oil & Gas Development

Sponsor:
Requestor:

Rep. Cowdery
(H )HES

Expenditures/Revenues

Com ponent Seria l No. 
(Thousands o f Dollars)

S439

OPERATING EXPENDITURES FY99 FY00 FY01 FY02 FY03 FY04
PERSONAL SERV ICES
TRAVEL
CONTRACTUAL
SU PPL IE S
EQUIPMENT
LAND & STRUCTU RES
GRANTS, CLAIMS
M ISCELLANEOUS
TOTAL OPERATING • • • • • •

CAPITAL EXPEND ITURES 0.0 0 .0 0 .0 0 .0 0.0 0.0

CHANGE IN REVENUES (fundcode) 0.0 0 .0 0 .0 0 .0 0.0{ 0.0

FUND SOL ’ CE (Thousands o f Dollars)
1UU2 f-eo ^ral Receipts
1003  GF Match
1004 GF
1005 G c/Program  Receipts
1037  GF/Mental Health
Other (Specify Type)
TOTAL « • • * • •

Estim ate o f  any cu rren t yea r (FY 98 ) co s t : S none
POSIT IONS
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEM PORARY 0 0 0 0 0 0

ANALYSIS : (Attach a separate paga if necessary)
* Fiscal impact is indeterminate. The amount of oil and gas reserves in ANWR is unknown and will remain unknown 
until exploration is allowed to proceed. Exploration is currently prohibited and will, presumably, remain so for the 
foreseeable future. Even after several rounds of exploration, reserve numbers will always remain interpretive. The 
Federal government has not set any parameters for leasing ANWR. The method of bidding has not been set so there is 
no way to predict what the outcome of a sale might be Rents have not been established. They have not decided 
whether a bonus system will be used. If a pure net-proflt based bidding system were adopted, for example, there would 
be no bonus money at all. Royalty values have not been established. The State-Federal share, often quoted as 90% for 
the State, is subject to change by the Congress. It is simply not possible to quantify the fiscal effects of ANWR leasing 
and development when every component of the calculation is unknown.
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Oil & Gas /  / ST
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FISCAL NOTE
STATE OF ALASKA BILL NO. HJR58
1998 LEGISLATIVE SESSION
Revision Date (Note if correctioni __________________________ Dec! Affected____________Office of the Governor
Title Const. Amend Education Fund___________________BRU Elective_Operations________________

Component General and Primary
Sponsor Representative Ccwoery__________________________  __________ _________________________
Requester House HESS Committee Component Serial No # 2 2

E x p e n d itu re s /R e v e n u e s  (T housands o f D o lla rs )
OPERATING EXPENDITURES FY 99 FY 00 FY 01 FY 02 FY 03 FY 04
Persona l Services
Travel
Contractual 3.0
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 3.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES ( )
FUND SOURCE (Thousands o f Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other (Specify Type)

3.0

TOTAL 3.0 0.0 0.0 0.0 0.0 0.0

Estim ate o f any curront yea r (FY98) cost: 
POSITIONS
Full-time i
Part-time
Temporary i !
ANALYSIS: (Attach a separate cage if necessary)
This figures includes the cost of providing information about this issue in the Official Election Pamphlet, as 
required by AS 15.58. and the programming costs for counting votes cast on the measure. However, only 
four measures can be printed on a single ballot card. If this measure requires printing an additional ballot 
card, the costs will increase by S 5 5 .0
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Sponsor Statement for HJR 58

H ouse Joint R eso lu tio n  58 w o u ld  p lace a constitution al am endm ent on the ballot that 
w o u ld  d esign ate  4 0 %  o f  all reven u es from  A N W R  lease sales and roya lties  to fund 
ed u cation . C u rren tly , 2 5 %  o f  all such p ro ceed s are co n stitu t'o n a lly  design ated  to the 
P erm anent Fund and another 2 5 %  are assign ed  to the Perm anent F und in statute.

T h e  intent o f  H JR 58 is tw o fo ld . First, it is in the best interests o f  A la s k a  that ou r natural 
reso u rces be d e v e lo p e d  reason ab ly  and resp o n sib ly . T h e  current status o f  the A rc tic  
N atio n al W ild life  R e fu g e  is contrary to the w e ll-b e in g  o f  A la s k a ’ s e co n o m y  and 
co n seq u en tly  A la s k a ’ s a b ility  to fund vital edu cation al serv ices. H JR  58 fo rg es  the link 
b etw een  A N W R ’ s e co n o m ic  future and A la s k a ’ s educational future. It w ed s the interests 
o f  the A N W R  d eve lo p m en t w ith those o f  A la s k a ’ s ed u cation al program  d evelop m en t. 
T h is  lin k  is an e co n o m ic  im perative; H JR  58 w ill  bring this fact forw ard  in the p ub lic  
co n sc io u s .

F in a lly , the current p o litic iz in g  o f  edu cation al fun d in g  and resultin g in stab ility  are 
detrim ental to the health  o f  educational p ro gress in A la sk a . A s  adm in istrations co m e  and 
g o , A la s k a ’ s ed u catio n al support exp erien ces  co n sid erab le  uncertainty. H JR  58 w o u ld  
p ro vid e  a stable, p red ictab le  portion for ed u cation .

Just h o w  m uch is 4 0 % ?  P rior to actual ex p lo ra tio n  and d evelo p m en t, the num bers 
a v a ila b le  are m ere p ro jectio n s. T h e  D epartm ent o f  R even u e  has con structed  “ A n 
Illustration o f  P otential State A N W R  R e v e n u e s.”  U nder this m od el, A la s k a ’ s in com e 
from  A N W R  ro ya lties  w o u ld  peak at $84 m illio n . Incom e from  the actual land leases 
w o u ld  o ccu r  on a y e a r  b y  year bid basis, d o lla r  am ounts are unpredictable.

W h ile  4 0 %  o f  these reven u es is not a s ig n ifica n t proportion o f  A la s k a ’ s education  budget, 
the establish m en t o f  an E d ucation  Fund is the critica l first step  tow ard long-term  fun d in g  
stab ility . Indeed, h isto ry  w ill sh ow  that th e creation  o f  a constitution al education  fund is 
o f  m ore lasting im portance than the potential do llars in vo lved . T h e  future o f  A N W R  and 
the future needs edu cation  in A la s k a  are u n kn ow n . C o m in g  leg isla tu res w ill be better 
eq u ip p ed  to determ ine the future needs o f  ed u cation  in A la s k a  and m ay m ake statutory 
design atio n s as they see  fit —  once the fund  is established.

P lease  fe e l free to ca ll or w rite  w ith q u estions o r concerns.

Sponsor Statement
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An Illustration of Potential State ANWR Revenues
(Millions $)

Total
State Proposed Economic State State

1.77120: Fiscal Volume Prudhoe ANWR Total Private Royalty Share fo r Limit Severance Properly Corporate Revenue
Year1 MMbbl/Yr Wellhead Wellhead Royalties Royalties 50/50 Education Factor Tax Tax Inc. Tax 50/50

1£ 2005 27 15.92 14.P 44 2 21 8.9 0.5 21 45 90
2f 2006 46 16.37 14.62 78 4 37 14.9 0.5 37 43 124
36 2007 64 16.85 15.10 112 6 53 21.4 0.5 52 41 11 158
51 2008 90 17.36 15.61 165 8 78 31.3 0.5 77 38 17 210
51 2009 90 17.92 16.17 171 9 81 32.5 0.5 79 33 18 212
51 2010 90 18.49 16.74 178 9 84 33.8 0.5 82 29 19 214
43 2011 76 19.05 17.30 155 8 74 29.5 0.5 72 24 16 186
37 2012 66 20.12 18.37 142 7 68 27.0 0.5 65 21 15 169
3 l 2013 55 20.72 18.97 123 6 59 23.4 0.5 57 17 13 146
27 2014 48 21.33 19.58 111 6 53 21.1 0.5 51 15 12 131
23 2015 41 21.91 20.16 98 5 46 18.5 0.5 45 12 11 114
19 2016 34 22.59 20.84 83 4 40 15.9 0.5 38 10 9 97
16 2017 28 23.25 21.50 73 4 34 13.8 0.5 33 9 8 85
14 2018 25 23.94 22.19 66 3 31 12.5 0.5 30 7 7 75
12 2019 21 24.51 22.76 58 3 27 11.0 0.5 26 6 7 66
10 2020 18 25.23 23.48 50 2 24 9.5 0.5 23 5 6 57
9 2021 16 25.99 24.24 46 2 22 8.8 0.5 21 4 5 52
7 2022 12 26.77 25.02 37 2 18 7.1 0.5 17 3 4 42
6 2023 11 27.57 25.82 33 2 16 6.3 0.5 15 3 4 37
5 2024 9 28.40 26.65 28 1 13 5.4 0.5 13 2 3 32
4 2025 7 29.25 27.50 23 1 11 4.5 0.5 11 2 3 26
4 2026 7 30.13 28.38 24 1 12 4.6 0.5 11 1 3 26
3 2027 5 31.03 29.28 19 1 9 3.6 0.5 8 1 2 21
3 2028 5 31.96 30.21 19 1 9 3.7 0.5 9 2 20
2 2029 4 32.92 31.17 13 1 6 2.5 0.5 6 2 14
2 2030 4 33.91 32.16 14 1 7 2.6 0.5 6 2 14

507 TOTAL 898 1965 98 933 368.2 904 371 209 2417

Assumptions:
1. Production based on USGS risked mean economically recoverable oil 1995.
2. S1.75/bbl cost to transport ANWR to PS1
3. 12.5% Royalty and $1.00/bbl gathering and field costs
1. 5% Reserves on Native Land
5. Costs based on BLM data
3. Excludes lease bonuses
L Oil Prices based on DOR Fall 1997 Forecast



F rom  the o ffice  o f ... Representative John J. Cowdery
State Capitol Bldg., Room  416 

Juneau, A K  99801 
907-465-3879 phone 

907-465-2069 fax

MEMORANDUM
T O :

F R O M :

D A T E :

RE:

C C:

N o tes:

D uring the first hearing o f  H ouse Joint Resolution 5 8 ,1 was asked i f  the Resolution m ay be 
amended to include earnings from  the N ational Petroleum  Reserve. I ha’ -e contacted Legal services 
and been inform ed that there arc a variety o f  encum brances already placed on  N P R  earnings (please 
see attached m emorandum). In light o f  these dedications, it is mv b elie f that N P R  earnings do not 
fit the scope or intent o f  HJR 58.

W ith this understanding, 1 w ould respectfully request that the bill be heard at the com m ittee’s 
earliest convenience and m oved forward to its next com m ittee o f  referral.

Representative C on  Bunde, H E S S  C om m ittee Chair

tRepresentative John C ow d ery ( \  \    ^

April 16, 1998 

HJR 58

T h an k you for you dm e and consideration,
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(Pn7) 4RR-SRR7 n r  4R5-?4Rn 
FAX'(907) 465-2029 
Mail Stop 3101

LEGAL SERVICES
DIVISION OF I FG AL AND RESEARCH SERVICES 

LEGISLATIVE AFFAIRS AG ENCY 
STATE OF A LA S K A

f r - f r v r y , - - , . , /
w  vv. m

■-- f.J ?„•

130 Seward Street, Suite 409 
Juneau, AiasKa 9980 i-2 105

M E M O R A N D U M A o ril 8, 1998

S U B J E C T : U se o f  National Petroleum  R escrvc-A Iaska  special revenue fund 
(HJR 58)

T O : Representative John C o w d ery  
Attn: M arco Pign alben

F R O M : Tam ara Brandt C o o k  
Director

B A C K G R O U N D

U nder federal law  50 percent o f  the receipts from  sales, rentals, bonuses, and royalties on 
leases o f  oil anu gas in the N ational Feu oleum  R eserve in A la sk a  are paid to the state. The 
federal iaw  requires that priority to use o f  these funds be given  tu subd iv isions o f  the state 
m ost directly or severely  im pacted by oil and gas developm ent in the reserve. (42 u .S .C . 
6508) M ost o f  the reserve is located in the N orth S lo pe B orough.

Prior to 1984, h a lf  o f  the N P R A  funds received b y  the state w ere deposited in the Permanent 
Fund under A S  37.13.010(a)(2), and n e-h a lf o f  one percent o f  som e o f  the funds w ere 
deposited in the Public School Fund under A S  3 7 .14 .15 0 . T h e rest o f  the m oney (about 
$18,044,000) w ent into the general fund and was appropriated b y  the legislature for various 
uses. Chapter 94, S L A  1984 established the N P R A  Special R evenu e Fund under which the 
automatic deposits into the Permanent Fund and the P ublic School Fund continued. A bout 
j j ,/G0,0u0 Oi the rem ainder was appropriated for projects in the North S lo pe Borough. 
(A ito m cy  General O pinion, 663-87-0003, A u gu st o, 1986, page 2)

In 1985 Barrow, W ainwright, and the North Slope B orou gh  sued the state o ver its handling 
o f  the N P R A  funds. (Barrow  v. State, Superior Court, First Judicial District, C ase  No. 1JU- 
85-2634 C iv il)  The court found that

( 1) the state is under a m andatory duty to allocate the funds under the terms o f  the 
federal law  and must segregate and account for all N P R A  funds received in the future;

(?) the state m ay not autom atically deposit 50 percent or any amount o f  N P R A  
revenue into the Permanent Fund until after it has g iv en  priority to use o f  the funds by
i c  l iKrlii  n ci rvnc •
llll^lUV IVU UUVWi V

(3) because o f  the plaintiffs1 delay in filin g  the suit, the state is not required to return 
mat portion o i ini I v a  funds already expended for the general use o f  the states
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Representative John C ow d ery 
A pril 8. 1998 
Page 2

(4) the state is required to return funds im properly deposited directly into the 
Perm anent Fund and elsew here, with the exception o f  general expenditures already m ade, 
so that the N P R A  Fund is reconstituted.

The reconstituted N P R A  Fund should have consisted o f  m oney deposited in the Permanent 
Fund, the Public School Fund auu the N P R A  Special R evenue Fund fcr a total o f  
$3U,5yy,UUU. (Attorney General Opinion, 663-87-0003, A u g u st 8, 1386, page 3) In a 
"Stipulation R egarding Paym ent o f  Grants" dated June 13, 1986 filed  w ith ihe euiut, the 
parties agreed that S 2 ,155,000 appropriated tirom the N P R A  Sp ecial R evenue Fund for a 
residential care, alcohol and drug treatment center in B arrow  w ould be considered a grant to 
an im pacted subdivision under the federal law. The parties appear to have expected the 
N P R A  Fund to be reconstituted as follow s: $24,317,000 from Perm anent Fund D eposits; 
$182,000 from Public School Fund deposits; and $2,400,000 (m inus the $2,155,000 
appropriation) rem aining in the N P R A  Fund

E ffective July 1, 1986 the legislature actually appropriated $24,499,400 to the Department 
u f  Com m unity o f  Regional A ffairs to reconstitute the N P R A  Fund. (Sec. 22, ch. 129, S L A  
1986) A S  37.05.530(a) describes die iccuuslilu lcd  fund as follow s:

(a) The National Petroleum Reserve - A laska special revenue fund is 
established. T he fund consists o f  all m oney disbursed to the state by  the 
federal governm ent under 42 U .S.C . 6508 (P.L. 96-514) since D ecem ber 12,
1980, less the amount deposited in the general fund and expended b y  the state 
h y  general fund appropriations before June 9, 1984.

The statute sets up a system  under w hich the legislature is to appropriate m oney each year 
to the Department o f  Com m unity and R egional A ffairs for grants to impacted municipalities 
under the terms o f  the federal law. A n y  m oney left over at the end o f  each  fiscal year is to 
lapse as Follows.

(g) A m ounts received by the state under 42 U .S .C . 6508 and not 
appropnated for grants to municipalities under (d) o f  this section iapse at the 
end o f  each fiscal year as follows:

(1) 50 percent to the principal o f  the A laska  permanent fund;
(2) .5 percent to the public school fund (A S  3 7 .14 .110 ); and
(3) the remainder to the general fund for use b y  the state for 

the following facilities and services:
/ n l a n n i n o -v  ”/ r   oi
(B) construction, m aintenance, and operation o f

fn m llh  r»n • »m/l 
bJSWilUUl pui/liw 1UWUlUVil, U14V*

(C ) other necessary public services.
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Representative John C ow d ery 
A pril 8, 1998 
Pape  3” • u

P E R M A N E N T  F U N D  PORTION'

A s  a prelim inary matter, it appears that the N P R A  m oney turned o ver by the federal 
govenim etii to the state is subject to A rticle IX, section 15 o f  the state constitution w hich  
provides in pan:

Section 15. A laska Permanent Fund. A t least tw enty-five per cent o f  all 
m ineral lease rentals, royalties, royalty sale proceeds, federal mineral 
revenue sharing payments and bonuses received b y the State shaii be 
p laced in a permanent fund, the principal o f  w hich  shall be used only for 
those incom e-producing investm ents sp ecifica lly  designated b y  law as 
e lig ib le for pe rm anen t fund investm ents.

S o , the constitution requires that 25 percent o f  the total N P R A  funds received b y  the state 
be placed in the Permanent Fund. B ecause this requirement is constitutional, any statute that 
w ould dictate a contrary result is superseded. Therefore, the Perm anent Fund is entitled to 
25 percent o f  the N P R A  fuuus received, or, j f  less than that am ount is  rem aining after 
paym ent o f  grants, to the entire rem aining amount. Because the constitutional language 
regarding deposits into the Permanent Fund does not require that these deposits be maue 
during the fiscal year the m oney is received, it seems reasonable to assum e that shortfalls in 
the 25 percent funding le” d  from N P R A  funds should be m ade up in future years to the 
extent that m oney is available after grant paym ents.

A fter  paym ent o f  grants and after paym ent o f  the m inim um  25 percent o f  total N P R A  
revenue to the Permanent Fund required under the constitution, amounts rem aining in the 
N P R A  Fund should he distributed in accordance w ith .AS 37.05.1530(g) taking into account 
amounts already deposited in the Permanent Fund. W ith respect to the portion that should 
go  to Permanent Fund, that statute has priority over A S  37.13.0 10 (a)(2) because it  w as 
enacted iater in tim e and it is more specific in ihai it deals o n ly  with NT 
all m ineral revenues.

*    l V T l  i O U I U W J  C U I O  U U V

A S  37.05.530(g) requires that 50 percent o f  the N P R A  m oney remaining each year a fter 
paym ent o f  grants go to the Permanent Fund, not that 50 percent o f  the N P R A  m oney 
received  b y  the state go to the Perm anent Fund. B ear in m ind that the legislature has the 
authority under the constitution to increase the Permanent Fund share o f  m ineral revenues, 
but not to decrease that share. So, it w ould  seem  that the Perm anent Fund is entitled to the 
greater o f  (1) its constitutional 25 percent share o f  total N P R A  receipts; or (2) its statutory 
share o f  50 percent o f  the N P R A  m oney rem aining afterpaym ent o f  grants

PUBLIC SCHOOL FUND PORTION

A S  37.05.530(g) requires that .5 percent o f  the N P R A  m oney rem aining each year after 
paym ent o f  gTants go to the public school fund, w hich  is a dedicated fund established by 
statute to satisfy  trust obligations im posed by federal law . (1992 Op. A tt'y  Gen. No. I)
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Representative John C ow d ery 
A pril 8 ,19 9 8  
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U nder A S  37 .14 .150  contributions to the fund should equal "o n -h alf o f  one percent o f  the 
total" N P R A  receipts, not the .5 percent o f  the balance rem aining after paym ent o f  grants. 
So, to the extent that the state has a tree trust obligation, it m ay be that more m oney must go 
io tne puouc scnooi fund than is provided for in A S  37.05.5e0(g).

HJBJtQ

Y o u  ask whether any portion o f  the N P R A  m oney m ay be dedicated to the new  Education 
Fund that w ould be created under HJR 58. It is possible that som e m on ey could be 
dedicated, but it could only  be m oney left after paym ent o f  m unicipal grants and paym ent 
o f  m oney to the public school fund required to satisfy trust obligations im posed under federal 
la'” . It w ould be a p o licy  ch oice as to w hether to take N P R A  m oney that w ould  otherwise 
go to the Permanent Fund either through statute or constitutional provision. The amount o f  
N P R A  m oney dedicated could not be treated like the dedication o f  4ft percent o f  revenues 
from  the A rctic National W ild life  R efuge as is now  done under H JR  58.

T B C :p l:g lc  
98-083.plm


