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Alaska State Pension Investment Board

P.O. Box 110400 Juneau, Alaska 99811-0400 
(907) 465-4880

March 3, 1994

The Honorable Eileen MacLean 
Alaska State Legislature 
State Capitol, Room 507 
Juneau, Alaska 99801-1182

Dear Representative MacLean:

The Treasury Division in the Department of Revenue as restructured by HB 494 will be 
able to improve earning:, to the General Investment Fund by $10 Million. This sum is 
actually a lower case expectation. Recent history shows that enhanced forecasting would 
have increased revenue in a range between $23 Million and $30 Million.

This can be achieved through enhanced cash flow forecasting and investing the funds 
using the improved information. However, as you would expect, there is nothing simple 
about the process.

The current cash flow forecasting system provides general information which is not 
sufficient for the investment process. The focus of the existing system is on unexpended 
General Fund assets. A greater emphasis towards monitoring the daily ebbs and flows 
of cash during the fiscal year will allow Portfolio Management staff of the Treasury 
Division to take greater advantage of investment opportunities. First, significant 
improvement can be achieved by monitoring the daily cash flows. Secondly, a significant 
working relationship can be established with financial officers of the appropriate 
departments and agencies of the State. This dialogue will educate and increase the level 
of communication regarding the need for timely information.

The improved level of cash flow information, as noted earlier, will allow staff to take 
advantage of investment opportunities. In a normal interest rate environment, an investor 
of fixed income securities will receive a higher return (increased yield) by investing in 
securities that have a longer maturity date. For example, a three-month U.S. Treasury 
Bill will pay a greater interest rate than an overnight investment; a six-month U.S. 
Treasury Bill typically has a higher payout than a three-month U.S. Treasury Bill, etc. With 
a greater understanding of the daily cash flow, it will not be necessary to maintain



as high a level of residual cash on hand to meet unanticipated demands on the General 
Investment Fund. Not only can staff reduce the amount of cash on hand, they can take 
advantage of the interest rate environment and invest more comfortably in longer dated 
U.S. Treasury Fixed Income Securities. I emphasize that this can be achieved in the 
context of safety of principal and liquidity.

An example of how an improved forecast would have increased the returns in Calendar 
Year 1992 and for the twelve months ending October 31, 1993, is listed below. The 
columns represent the General Investment Fund balance, actual returns and the returns 
of the most representative published index. This low risk index is structured in a manner 
consistent with investment objectives that would be applicable given the ability to enhance 
cash flow forecasting.
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Date GIF balance Actual Lehman Governmi
Year (’000’s) Performance 1-3 Year Index
Yearr nding
12-31-92 4.87% 6.25%

11-30-92 $1,420,000 0.15 <0.15>
12-31-92 $1,423,000 0.48 0.93
1-31-93 $1,368,000 0.49 1.05
2-28-93 $1,374,000 0.39 0.80
3-31-93 $1,397,000 0.29 0.31
4-30-93 $1,417,000 0.34 0.61
5-31-93 $1,356,000 0.13 <0.24>
6-30-93 $2,034,000 0.38 0.75
7-31-93 $1,050,000 0.29 0.22
8-31-93 $1,849,000 0.37 0.83
9-30-93 $2,312,000 0.30 0.32
10-31-93 $2,028,000 0.26 0.22

Average $1,660,000 3.92% 5.77%
12 months
ending 10-31 -93

For the twelve months ending October 31, 1993, the additional return would have been:

$1,660,000,000 x (5.77%-3.92%) = $30,710,000.

The same monthly average for Calendar Year 1992 would have increased revenue by 
$22.9 Million. These returns are indicative of why staff believes an increase in revenue 
of $10 Million is very conservative and achievable.



I hope you find this information useful and I would be happy to provide additional 
information that may be required.
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Sincerely,

Robert D. Storer 
Chief Investment Officer

94-043

cc: Darrel J. Rexwinkel, Commissioner
Laraine L. Derr, Deputy Commissioner
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P.O. Box 110400 Juneau, Alaska 99811-0400 
(907) 465-4880

Position Paper 
An Act Establishing the Alaska Pension Investment Authority

Position
The Trustees of the .Alaska State Pension Investment Board (ASPIB) passed a motion without 
opposition to request legislation to establish the Alaska Pension Investment Authority (APIA). 
This action signifies the Trustees’ strong belief that a separate authority is in the best interest of 
the beneficiaries and employers participating in the retirement systems for which the Trustees 
have fiduciary responsibility. The Trustees respectfully request support for this important 
legislation from members of the legislature and the Governor:

Background
SB 329 created the Alaska State Pension Investment Board and gave the Trustees the fiduciary 
responsibility for management and investment of the State’s retirement assets. This proposed 
legislation to create the APIA provides the Trustees direct authority over staff to carry out the 
Trustee’s fiduciary responsibilities. Conversely, SB 329 requires that staff for the ASPIB be 
provided by the Department of Revenue, Treasury Division. Therefore, many staff members have 
dual roles that are potentially conflicting and multiple organizations to which they are 
responsible. Creating the APIA, and staffing it with employees directly accountable to the APIA, 
will clearly define responsibilities for management of retirement system assets. The Trustees 
believe that it is imperative to have a staff responsible solely to them to provide a more focused 
effort. This will assure their ability to properly manage the funds.

Implementation Costs
Two fiscal notes associated with this legislation identify budgetary impacts from the formation 
of the APIA - one for ASPIB/APIA and one for the Treasury Division.

ASPIB/APIA Fiscal Note
The ASPIB/APIA fiscal note provides detail of the annual 2.7% increase over that budgeted for 
the ASPIB. The increase is primarily from staffing requirements a,id the need for additional 
office space. This legislation would result in the addition of only one-half full time equivalent
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(FTE) position for the ASPIB/APIA budget. The increased cost for office space is due to the fact 
that the APIA will require separate facilities. ASPIB is not currently charged for the use of space 
within the Treasury Division. Other overhead costs for the Treasury Division are expected to 
decrease.

Treasury Fiscal Note
The revised structure for the Treasury Division would result in the generation of an additional 
S10 million of revenues available for General Fund appropriation. This would occur as a result 
of the redirection of staff to enhance forecasting and management of the Genera. Fund cash 
resources and would require the addition of 6.8 FTE positions. The additional $10 million far 
outweighs any additional costs and further demonstrates the benefit from a more concentrated 
focus of effort.

Actuarial soundness of the retirement systems would not be adversely impacted as a result of this 
legislation. In fact, formation of the APIA, with a proper operational structure to direct staff, 
should result in increased returns over time, enhancing the actuarial soundness and overall 
integrity of the systems.

This legislation provides amendments to Alaska Statutes necessary for the establishment and 
operation of the APIA. This will allow the Trustees to properly manage and invest the retirement 
funds for which they currently have fiduciary responsibility. The trustees of the ASPIB strongly 
believe that this action is in the best interest of all of the beneficiaries and employers who 
participate in the various retirement systems under their control.

Sum m ary

William A. Corbus, Chair

Date
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R E TIR EM EN T FUND O R G A N IZA TIO N A L SU R V EY  
March 4, 1994

In order to ascertain the fiduciary responsibility and structure of large public retirement 
funds, a survey was conducted by staff of the Department of Revenue. The survey 
was designed to gather information about boards, staff, and accountability. The 
following questions were asked:

In regard to investment of pension funds, who is the fiduciary?
If a Board, is there a sub-committee?
If an 'ndividual, is the position elected or appointed?
To wnorn does the chief administrative officer report?
To whom do investment staff report?

Respondents were selected from Pensions & Investments. January 24, 1994, which 
listed the top 200 pension funds in the United States. Only public funds above $5 
billion were surveyed. This group included 46 public retirement funds.

Results were as follows:

■ Thirty-seven (37) had boards with fiduciary responsibility and staff reporting 
to the administrative officer hired by the Board

■ Six (6) had sole fiduciaries, either state treasurers or chief financial officers, 
with staff reporting directly. Of the six, four were elected and two appointed.

■ Three (3) had boards, Oregon PERS, New York City and Alaska State, 
where the staff reported to the treasurer or other individual

: New York City has a comptroller who is on the board of trustees.. The 
comptroller is elected and investment staff report to the comptroller

* Alaska State has a commissioner who is on the board of trustees. The 
commissioner is appointed and investment staff repod to the 
commissioner

• Oregon has a state treasurer that is elected and reports to the 
investment council. Investment staff report to the treasurer.



WHY SHOULD THE PENSION FUNDS BE INVESTED SEPARATELY FROM THE 
PERMANENT FUND?

The two Boards have a different focus for investment of funds. Significant points that 
detail those differences are as follows:

■ Pension funds have a Constitutional mandate that there can be no 
diminishment of benefits - liabilities accrue and must be paid

■ Permanent fund has discretionary liabilities - dividend payments are not 
mandatory

■ Pension funds manage assets for four different defined benefit programs 
with different investment objectives. Deferred compensation and 
Supplemental Benefit System funds are participant directed.

■ Pension funds are managed on a market basis as mandated by GAAP
■ Permanent fund is managed on a cost basis

■ Pension funds need elected membership on the Board who represent the 
beneficiaries

■ Permanent fund Board is appointed by the Governor

■ Each Board operates with a different set of investment objectives

■ Permanent fund manages funds to a legal list
■ Pension funds are managed with the prudent investor rule and is generally 

bound by ERISA guidelines.

■ Competition and shared information leads to better results for both funds

■ Pension funds must coordinate with PERS and TRS Boards and have 
different reporting guidelines than the Permanent Fund

■ Pensions funds are able to be managed with greater rate of return giving
the funds greater returns over time than the Permanent Fund

■ Redundancy in the funds work to everyone’s benefit -- currently the
Permanent Fund is back-up for the Pension Funds with disaster control in
the data processing area and vice-versa. The funds are able to help one 
another and it would not be in anyone's best interest to have 85% of the
State's assets under control of one Board (the old eggs in one basket 
theory!)
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February 24. 1994

Rep. Eileen MacLean 
State Capitol 
Juneau, Alaska 99S11

Dear Eileen:

RECEIVED

I have just read through your bill, HB 494, changing the Alaska State Pension 
Investm ent Board to an independent authority. I am delighted that you have 
introduced this bill and want to lend my strong support.

Ironically, HB 494 puts forward the original in tent cf my pension investm ent 
legislation introduced in 1990 and subsequently vetoed by the Governor. At that 
time it was felt that the costs of m aintaining an independent au thority  or 
corporation were excessive. There may have also been some old fashioned 
territo rialism  involved.

However, in 1992 the Administration, largely through the efforts of Commissioner 
Rexwinkle, and I and others worked ou t comprom ise legislation which 
subsequently passed and established the Pension Investm ent Board which exists 
today. This legislation gave the Board fiduciary responsibility and independent 
investm ent pow er over the State's pension funds, but did no t authorize a staff to 
carry ou t its policies. That function rem ained w ith the Departm ent of Revenue.

I think everyone has been generally pleased with the functioning of the new  Board 
and the work of the Departm ent of Revenue. Now, however, Board members are 
beginning to turn their sights to the future. I share their view  that the investm ent 
policies of the Board have to be followed over a reasonably long time horizon, 
regardless of changes in Adm inistration. Having an Executive Director and 
investm ent officers who work exclusively for the Board would provide much 
greater assurance that the Board receives all the assistance it requires in its decision­
making, and that Board policies and directions are strictly followed.

As we found out with SBS funds, investment of these billions of dollars is serious 
business, and that considerable attention and safeguards are needed. This legislation 
will fu rther ensure long-term protection and enhancement of these funds to the 
advantage of employees as well the state and participating municipalities.

If I can be of anv help, please let me know.
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PUBLIC EMPLOYEES’ RETIREMENT BOARD

March 11, 1S94

Honorable Ai Vozey 
ChairHouse Stats Affairs Committee 
Room 102 
State Capitol
Juneau, Alaska 99801-1182

FA X
to.
DEPT: ^ O . i
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DEPT: i & . o . i W i r L g l / n  PAX ih
FROM: LAT& i ph.ONE:__________
CO: 'T '<$([*->U V U  FAX i-______________Po*«JT-;f»na ir*n«rJ::̂ i merr.u

RE Support for Creation of Alaska State Pension Investment Authority
Dear Representative Vezey:

My ccfleegues or the Public Employees’ Retirement Board have requested that I, aa chair, eohvry to you the support of the Public Employees' Retirement 
Board for enactment of legislation which would create an Alaska State Pension 
Investment Authority. As we understand It, HB 484, ’An Act Changing the Alaeka 
State Pension Investment Board to the Alaska Pension investment Authority and 
Reiking to the Authority' is presently before your committee. We have reviewed 
that bill and believe that the Intentions of the bin to convert the Aiaaka State 
Pension investment Board into an authority ft dearly an idea whose time has come 
and would serve the interests of the State's public employees.

i

I As you undoubtedly know, the Public Employ see1 Retirement Beard has 
advised on many issues relating to investment and administration of Alaska's 
public employee retirement pensions. The Board Indudes two elected members 
and three appointed members representing the retirement and benefit interests of 
public employees, both currant and retired. The Board supported creation of the 
Aiaaka State Pension Investment Board In 1963, and has been pjeaaad with the 
operations of that Board as an independent manager and fiduciary of the substantial assets of the retirement funds for public employees. Two members of 
the Pension Investment Board are elected representatives of the same constituen­
cy as la represented by the Public Employees' Retirement Board.

Given the substantia! eiza of the assets now being administered by the Persian investment Board (over $6.5 billion), we believe that the scope of that Beard’s duties has evolved enough to warrant creation of an independent authority



Honorable AJ Yway 
Mvch 11. 1004 
Page 2

IIIto in fact handle its responsibilities, creation of a new authority will not compound bureaucracy. Rather the creation of an authority will constitute an appropriate acknowledgment of the fact that pension funds are Indeed separate from tha 
general funds at tha State of Ala9ka. The Independent authority (consisting of staff and officers} supporting the Alaska Permanent Fund is an example of a self- supporting entity which is reflective o f the importance given to the administration of jthat fund. The sizeable pension funds of public employees deserve similar treatment and we believe that an authority created through legislation such as HB 494 would Indeed be self- supporting and protect the Interests of our public employees.

We urge your support of a bill such as HB 494 creating an Alaska Pension Investment Authority. Should you have questions regarding the position or role of 
the Public Employees’ Retirement Board In this proesss please feel frse to contact me or other members of our Beard. Thank ycu very much for your attention.
! PUBLIC EMPLOYEES’

RETIREMENT BOARDi

ii
sc: Members, House State Affairs Coramiitae

M e m b e r * ,  Public asployeec' R e t i r e m e n t  Board 

M e m b e r s ,  A l a s k a  State P e n s i o n  I n v e s t m e n t Board 

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



F r o m :  D o r o t h y  W e l l s ,  A l a s k a  S t a t e  P e n s i o n  I n v e s t m e n t  B o a r d
T r u s  t e e

D a t e :  M a r c h  1 5 ,  1 9 9 4

S u b j e c t :  K 3  4 9 4 ,  A n  A c t  c h a n g i n g  t h e  A l a s k a  S t a t e  P e n s i o n
Investment Board to the Pension Investment Authority

To: Sileen MacLean, Co-Chair, Finance Committee

S i n c e  I  w i l l  n o t  b e  c o m i n g  t o  J u n e a u  t o  t e s t i f y  
h e a r i n g  r e g a r d i n g  t h i s  b i l l ,  w h i c h  I  u n d e r s t a n d  i s  s c h e d u l e d  t o r  
t h i s  c o m i n g  M o n d a y ,  M a r c h  2 1 ,  I ' d  l i k e  t o  s u b m i t  t h e  f o l l o w i n g  
c o m m e n t s .

A s  a  m e m b e r  o f  t h i s  b o a r d ,  I  f e e l  s t r o n g l y  t h a t  t h i s  
c h a n g e  w o u l d  b e  a n  e x c e l l e n t  o n e .  A s  y o u  k n o w ,  t h e  p r e s e n t  l a w  
g i v e s  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 y ;  h o w e v e r ,  t h e  
a c c o u n t a b i l i t y  t o  g o  a l o n g  w i t h  t h i s  f i d u c i a r y  r e s p o n s i b i l i t y  i s  
l e s s  c l e a r .  A s  i t  w o r k s  n o w ,  o n e  3 o a r d  m e m b e r ,  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 s  i n  c h a r g e  o f  h i r i n g  s t a f f  a n d  i m p l e m e n t i n g  t h e  p o l i c i e s  
o f  t h e  3 o a r d .  T h i s  i s  w o r k i n g  w e l l  n o w ;  h o w e v e r ,  i t  m i g h t  n o t  
a l w a y s  w o r k ,  a n d  t h e n ,  i t  s e e m s  t o  m e ,  i t  g e t s  a  l i t t l e  m u d d y  a b o u t  
w h o  i s  r e a l l y  r e s p o n s i b l e .  I t  s e e m s  t h a t  i f  t h e  3 o a r c  h a s  t h e
f i d u c i a r y  r e s p o n s i b i l i t y  f o r  t h e  p e n s i o n  f u n d s ,  t h e n  i t  h a s  t o  
c r u i y  b e  w h e r e  t h e  " b u c k  f i n a l l y  s t o p s . "  I  t h i n k  t h i s  b i l l  w o u l d  
c a u s e  t h a t  t o  b e  t h e  c a s e .

A d d i t i o n a l l y ,  w h e n  t h e  l a w  w h i c h  c r e a t e d  t h e  p r e s e n t  
P e r . s i o n  B o a r d  w a s  p a s s e d ,  t h e r e  w a s  a  l o t  o f  t e s t i m o n y  a b o u t  w h y  
n o t  u s i n g  t h e  P e r m a n e n t  F u n d  B o a r d  t o  m a n a g e  t h i s  m o n e y  a l s o .  I f  
t h a t  c o m e s  u p  a g a i n ,  I  t h i n k  t h a t  i s  a n  e s p e c i a l l y  b a d  i d e a  b e c a u s e  
c f  s i g n i f i c a n t  d i f f e r e n c e s  i n  t h e  t w o  f u n d s .

1 .  T h e  P e n s i o n  F u n d s  a r e  m a n a g e d  w i t h  a  w h o l e  d i f f e r e n t  
s e t  o f  i n v e s t m e n t  o b j e c t i v e s  t h a n  i s  t h e  P e r m a n e n t  F u n d .  T h e
p a y m e n t  o f  p e n s i o n s  i s  m a n d a t e d  i r .  t h e  C o n s t i t u t i o n  - -  n o  s u c h  
m a n d a t e  e x i s t s  f o r  t n e  p e r m a n e n t  f u n d  d i v i d e n d s .

2 .  T h e  B o a r d  m a n a g e s  a s s e t s  f o r  f o u r  d i f f e r e n t  d e f i n e d
b e n e c i t  p e n s i o n  p l a n s ,  p l u s  d e f e r r e d  c o m p e n s a t i o n  a n d  t h e  S B S
f u n d s ,  w h i c h  a r e  p a r t i c i p a n t  d i r e c t e d .

3 .  T h e  P e n s i o n  B o a r d  m u s t  c o o r d i n a t e  w i t h  t h e  T R S  a n d  
P 2 R S  B o a r d s  a n d  h a v e  d i f f e r e n t  r e p o r t i n g  r e q u i r e m e n t s  t h a n  t h e  
P e r m a n e n t  F u n d  B o a r d .



To: Bileer. MacLean, Co-Chair, Finance Committee

From: Teachers Retirement System Board, Dorothy Wells, Cha:

Date: March 15, 1994

Subject: HB 494, An Act changing the Alaska State Pension
Investment Board to the Pension Investment Authority

The Teachers Retirement Board expresses strong support
tor HB 494, changing the Investment Board- to an Investment
Authori ty.

We feel that the continuity to be gained by creating ar.
Investment Authority would be invaluable. Net only would there be
continuity oz investment policy, but also continuity of carrying 
out this policy -- both could only enhance investment returns, 
which is, of course, the ultimate goal of the Authority.

Thank you for your support of this bill.

Post-it "* brand fax transmittal memo 7671 * o i p ige»

.......................
C o. ^
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N E A - A l a s k a
A fji i in c c ii w ith  she S n n u i iu :  H u iu iicu in  Assocuicttin

N E A - A L A S K A  P O S I T I O N  S T A T E M E N T  

H B  494

N E A - A l a s k a ,  r e p r e s e n t i n g  m e m b e r s  of b o t h  t h e  T e a c h e r  
R e t i r e m e n t  S y s t e m  a n d  the P u b l i c  E m p l o y e e  R e t i r e m e n t  S y s t e m ,  
s u p p o r t s  c h a n g i n g  t h e  A l a s k a  S t a t e  P e n s i o n  I n v e s t m e n t  B o a r d  
t o ' t h e  A l a s k a  P e n s i o n  I n v e s t m e n t  A u t h o r i t y .

By e s t a b l i s h i n g  a p u b l i c  c o r p o r a t i o n  w i t h  a l e g a l  e x i s t e n c e  
i n d e p e n d e n t  of a n d  s e p a r a t e  f r o m  the state, a c t i v e  a n d  
r e t i r e d  p a r t i c i p a n t s  in the r e t i r e m e n t  s y s t e m s  w i l l  b e c o m e  
m o r e  c o n f i d e n t  in t h e  i n t e g r i t y  a n d  s e c u r i t y  of  t h e i r  v e s t e d  
b e n e f i t s .

C r e a t i n g  an A u t h o r i t y  w i t h  an e x e c u t i v e  d i r e c t o r  a n d  o t h e r  
e m p l o y e e s  w i l l  p r o v i d e  g r e a t e r  o p p o r t u n i t y  to  k e e p  p a c e  w i t h  
r a p i d  a n d  c o n t i n u o u s  c h a n g e  o c c u r r i n g  in t h e  e m p l o y e e  
b e n e f i t s  field'. E v e n  t h o u g h  t h e  A l a s k a  P e n s i o n  I n v e s t m e n t  
B o a r d  e x e c u t e s  its f i d u c i a r y  r e s p o n s i b i l i t y  in a d e p e n d a b l e  
m a n n e r ,  an  A u t h o r i t y  h a s  the p o t e n t i a l  o f  e n h a n c i n g  the 
f i n a n c i a l  s t a b i l i t y  of i n v e s t m e n t s  a n d  p r o m o t i n g  g r e a t e r  
e c o n o m i c  s e c u r i t y  f o r  t h e  r e t i r e m e n t  s y s t e m s .

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  p r o v i d e s  a g o o d  
e x a m p l e  of s u c c e s s f u l  m a n a g e m e n t  of f u n d s  i n d e p e n d e n t  o f  
s t a t e  g o v e r n m e n t .  A s y s t e m  t h a t  m a n a g e s  t h e  v o l u m e  of  
i n v e s t m e n t s  the s i z e  of  TRS a n d  PERS m u s t  c a r e f u l l y  e v a l u a t e  
i n v e s t m e n t  s t r a t e g y  to d e t e r m i n e  if i n v e s t m e n t  o b j e c t i v e s  
c a n  be  b e t t e r  a c h i e v e d .  HB  494 c r e a t e s  a s y s t e m  w i t h  
g r e a t e r  a c c o u n t a b i l i t y  b e t w e e n  t h e  B o a r d  a n d  t h e  E x e c u t i v e  
D i r e c t o r  a n d  t h e  D e p a r t m e n t  of  R e v e n u e  t o  a c h i e v e  e c o n o m i c  
s e c u r i t y  for t h e  s y s t e m .  T h e  A u t h o r i t y  w i l l  h a v e  t h e  
c a p a c i t y  to e v a l u a t e  s y s t e m  p e r f o r m a n c e  a g a i n s t  t h e  
e m p l o y e e s  it h i r e s  to a c h i e v e  t h e  i n v e s t m e n t  r e t u r n s  
n e c e s s a r y  for a s o u n d  system.

O n e  o f  t h e  b i g g e s t  e m p l o y e e  n e e d s  is t h e  n e e d  f o r  e c o n o m i c  
s e c u r i t y .  In r e t i r e m e n t  years, e c o n o m i c  s e c u r i t y  is t h e  
i n s u r a n c e  a g a i n s t  p o v e r t y  a n d  l o w  income, a n d  it is t h e  
a s s u r a n c e  t h a t  o n e  w i l l  h a v e  t h e  a b i l i t y  to o b t a i n  t h e  
m e d i c a l  c a r e  t h a t  g r o w s  m o r e  i m p o r t a n t ,  a n d  m o r e  e x p e n s i v e ,  
as w e  age.

W e  b e l i e v e  t h a t  HB  494 w i l l  h e l p  a c h i e v e  e c o n o m i c  s e c u r i t y  
for t h e  s y s t e m  in t h e  s h o r t  t e r m  so t h a t  o u r  e m p l o y e e s  
e n j o y  e c o n o m i c  s e c u r i t y  in t h e  long. term.
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SENATE FINANCE COMMITTEE REPORT

DATE: 4/20/94 FURTHER:

DATE TURNED INTO OFFICE:

The Finance Committee considered CS FOR HOUSE BILL NO. 494(STA) am
"An Act changing the Alaska State Pension Investment Board to the Alaska Pension Investment 
Authority and relating to the authority: and providing for an effective date."

and recommends:

[I'jreplace with S  . CS ^  (FINANCE)

or [ ] adopt previous C S ___________________ _(________ )

[ ] attaches amendment(s)

[ ] same title 
[ ] new title 
[ ] technical 
title change 
(HB only)

[ ] adopts

[ ] further referral to the

[ ] do pass 

[ ] do not pass 

[ ] no recommendation 

[v'flndividual recommendations
NEW  R S C A L  N O TES  

Departm ent D a le  Z ero F isca l

Appropriation No F isca l Note

DO PASS:

Letter of Intent

PR E V IO U S  R S C A L  NOTES
Departm ent D a te  Z ero F iscal

OTHER RECOMMENDATIONS:

-  ' f i o  /U?<

2.
. Co-k m  ...
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F I S C A L  N O T E

No. 3

Bill Version: cskb

STATE O F  A LA SKA  
1994 L E G IS L A T IV E  SESS IO N  

March 21. 1994.

(H) Publish Dsie: 3/23/94

Fevision Date 
Title:

Sponsor 
Requestor:

An Act Relating to the Establishment or the 
Alaska Pension Investment Authoritv (APIA)

Dept. Affected: 
’ 8 RU: 
Component:

Revenue
Revenue Operations
Alaska State Pension Investment

Representative MacLean Board (See Note (2))
House State Affairs Committee COMPONENT SERIAL NO. #1961

Expenditures/Revenues . 3  ^ ^ ^ y ^ T i io u s a n d s  of^Dollars)
OPERATING EXPENDITURES I F Y ! 5 j FY 96 | FY 97 | FY 98 I F /  99 | FY 00 I

| PERSONAL SERVICES 1 9.6 153.3 159.6 | 153.5 153.5 I 159.5 |
TRAVEL 0.0 0.0 0.0  I 0.0 0.0  | 0.0
CONTRACTUAL 3 5.5 325.5 325.0 | 325.5 325.5 1 325.5 |
SUPPLIES 1.3 11.3 11.8 | 11.3 11.8 1 11.3
EQUIPMENT 0.0 0.0 o b o o 0.0  | 0.0 1
LAND & STRUCTURES I I - 1
GRANTS, CLAIMS I 1
MISCELLANEOUS I I I
TOTAL OPERATING 45 7.0 497.0 497.0 | 497.0 497.0 | 497.0

1 CAPITAL EXPENDITURES 21 1.0 J C &  O I I I I

I CHANGE IN REVENUES ( ) I 1 1 1 1 1

FUNDSOURCE ^) (Thousands of Dollars)
|1C02 Federal Receipts - I I I
;1C03 GF Match I I I
■ 1C04 GF I I I I
' :G05 GF/Program Receipts I I I I !
1CC6 GF/MHTiA I I I I
Cther • Pension Svstems 69 .0 497.0 ■197.0 1 497.0 | 497.0 1 4S7.Q |
TOTAL 6 9 ' .0  1 497.0 | 497.0 1 497.0 | 497.0 I 497.0

Estimate of any current year (FY94) cost: S 0

POSITIONS
FULL-TIME Note (1) 0 I 1.0  | 1.0 | 1.0 | 1.0 1 1.0
PART-TIME • I
TEMPORARY 1 I Cfiafiges

<5Z1 tC j/r? a r / /C j original

Note (1 ) Net in criJ^e 'o f 0 .5  r  i c  positions over the 19.5 r  i c  emplpyeas the Department o f R eva  date ComtB Aide (initial) ~ "
State Pension Investment Board . c t y  * * * *  s £ £ > / 4 , s  3

Note (2 ) This fiscal note represents the net impact from  establishing a separa te pension investment authority ove r that previously submitted for the Alaska 
State Pension Investment 3oa rd . If passed, the operating budget fo r the Board  would be required to be used fo r operations o f the new Authority. 

Note (31 See attached analysis for additional detail.
Mark W. Prussing, ComptrollerPrepared by:

Civision:

Approved by:
Agency:

Darrel Kel, Commissioner

Phone: 
■ Date:

465-2350
3/21/94

i^  ''S ’-—■ (J .
William A. Corbus. Chair Date: 3/21/94

Department of Revenue Alaska State Pension Investment Board

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office

( 2 Q M M I T T E E  c o p y  Page 1 of 3
(Rev : 0/93) 94fisno.xis/OBR
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Alaska State Pension Investm ent Board
Comparison of FY '95 Costs To Those For A Separate Authority (APIA)

Revenues

m m mC hang e  ( f9jn  1. 
A SP IB  9 5  B udge t

FY 95  Budge t 
Am ount (o r  

A SP IB

FY 95  Budge t 
A m oun t (o r  i 

APIA
Public Employees' Retirem ent Trust Fund
Teachers' Retirement Trust Fund_________
Judicial Retirement Trust Fund
Military Retirement Trust Fund
Supplemental Benefit System Fund
Referred Compensation Fund

Total Revenues

Expenditures

FY 95  Budge t 
A m oun t (o r  

APIA

Flf.JYaflfApiA 
•<: C h ange  (fo rp  
A S P IB  9 5  B u d g et

FY 95  Budge t 
Am ount lo r  

A SP IB FY 2000

Total Expenditures
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V *
F I S C A L  N O T E

S T A T E  O F  A L A S K A
1 9 9 4  L E G I S L A T I V E  S E S S I O i N
Revision Date: ____________________
Title:

No. 4
3ill Version: CSHB 49&CSTA)
(H) Publish Date: 3/23Z9&

s p o n s o r
Requestor

An Act Relating to the Establishment of the 
Alaska Pension Investment Authority (APIA) 
Reoresentative MacLean

Dept. Affected: Revenue
'8R U:
Component:

Revenue Operations
Treasury Management

House State Affairs Committee COMPONENT SERIAL NO. #121

Expenditures/Revenues ̂><f. 3  3 C 3  C 3 J /6  4 9 */fa '* )  (Thousands of Dollars)
1 OPERATING EXPENDITURES 1 FY 95 I FY 96 I FY 97 | FY 98 I FY 99 FY 00

PERSONAL SERVICES  
TRAVEL 
CONTRACTUAL 
SUPPLIES 
EQUIPMENT •
LAND & STRUCTURES  
GRANTS, CLAIMS 
MISCELLANEOUS

io0.5 550.5 1 550.5 1 550.5 ! 550.5 550.5 I
17.7 17.7 17.7 17.7 I 17.7 17.7 I

( 69.7) (169.7) (169.7) (169.7)1 (169.7) (169.7)
0.0 0.0 0.0 0.0 I 0.0 0.0 |
0.0 0.0 0.0 0.0 I 0.0 0.0 |

I I
I I
I I

TOTAL OPERATING 98.5 398.5 398.5 398.5 I 398.5 398.5 |

CAPITAL EXPENDITURES I I I I Iy
CHANGE IN REVENUES (Note (2)) | 10, 00.0  I 10.000.0  i 10,000.0 10 .000.0  I 10.000.0  I 10.000.0  I

FUND SOURCE (Thousands of. Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA
Other - Other State Funds

I
I • I

178.0 278.0 278.0 278.0 | 278.0 278.0
I I

I
20.5 120.5 120.5 120.5 I 120.5 120.5

•TOTAL I98.5 I 398.5 398.5 398.5 I 398.5 398.5

Estimate of any current year (FY94) cost: S 

POSITIONS
FULL-TIME
PART-TIME
TEMPORARY

N o tM  (1 ) 1  (2 ) 7.0 I 7 0 I 7.0 7.0 I 7.0 7.0

ANALYSIS:

Noie (1) Net increase of 6 .8  FTE  positions ove r m# 9 .5  FTE emoioyees currentty cnarged to tr 
Note (2 ) The change in staffing is expected to increase tne amount availaole to the G enera l Fund 
Note (3 ) S e e  attached analysis fo r additional detail.

Changes inS n  Q S  )
reflea NO FISCAL CHANGE from g« original

I dalt Pjvn*« AMa /initial! oy 5 9 .7  million annually.

Prepared by: Mark W. Prussinq. Comptrdller 7 /  A „ 1 .. . _ 7— - r
Division: Treasury ^ 1  O

Approved by:
Agency:

Darrel J. Rexwinkel, Commissioner, 
Depanment of Revenue ^

__^

Phone: 
Date: _

Date:

4 6 5 - 2 3 5 0
3/4/94

3/J794

M  vr«e

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution inf<̂ £tjĝ ŷ̂ K̂ vemor's Legislative Office

Oan a 1 nl



Departm ent of Revenue, Treasury Division
Com parison of FY '95 Costs to Those if the Retirement Funds form a Separate Authority (APIA)

is & Benefits
ivestment Management Fees

formance Measurement ( 2 3 , 0 0 0 ) ( 2 3 , 0 0 0 )( 2 3 , 0 0 0 )
ilment Advisory (10,000) (10,000) (10,000) (10,000)

iftware Support
Ice Expenses

lulpment
Total Expenditures 1 $ 1 , 4 6 6 , 8 0 0 1 $ 1 , 8 6 5 , 3 0 3  1 $ 3 9 8 ,5 0 3  1 | $ 3 9 8 , 5 0 3 1 1 $ 3 9 8 , 5 0 3 ]  | S 3 9 B ,S o 7 1  [ f  3 3 9 8 , 5 0 3  1 1 $ 3 9 8 ,503^

Net Increase In Amount Available 
for General Fund $ 9 , 7 2 2 , 0 4 2 $ 9 , 7 2 2 , 0 4 2 $ 9 , 7 2 2 , 0 4 2 $ 9 , 7 2 2 , 0 4 2 $ 9 , 7 2 2 , 0 4 2 $ 9 , 7 2 2 , 0 4 2

I FY 95  Budge t 
A m ount fo r  T rea su ry

R ev is ed  T re a su ry  FY 
9 5  Budge t

F irs t Y ea r C h ange  
from  T ra s s  9 5  

B udge t
leneral Fund $ 1 ,0 2 3 , 1 0 0 $ 1 , 3 0 1 , 0 5 8 $ 2 7 7 , 9 5 8
Inlverslty of Alaska Trust Fund 7 1 , 4 0 0 9 0 , 7 9 8 1 9 ,3 9 8
l u b l l c  School Trust Fund 3 0 2 , 0 0 0 3 8 4 , 0 4 8 8 2 , 0 4 8
a d v a n c e  College Tuition Pmt Fund 3 5 , 1 0 0 4 4 , 6 3 6 9 , 5 3 6
|vestment Loss Trust Fund 3 5 , 2 0 0 4 4 , 7 6 3 9 , 5 6 3

$ 2 7 7 ,9 5 8
1 9 ,3 9 8
8 2 , 0 4 8

 9 , 5 3 6
9 ,5 6 3

FY  1997  
$ 2 7 7 , 9 5 8  

1 9 ,3 9 8  
8 2 , 0 4 6  

9 , 5 3 6  
9 , 5 6 3

FY  199B 
$ 2 7 7 , 9 5 6  

1 9 , 3 9 8  
8 2 . 0 4 8  

9 , 5 3 6  
9 , 5 6 3

$ 2 7 7 , 9 5 8
1 9 ,3 3 8

9 , 5 3 6 9 ,5 3 6

Revenues

9 , 5 6 3
Total Revenues I $ 1 , 4 6 6 , 8 0 0  | $ 1 , 8 6 5 , 3 0 3  1 $ 3 9 8 , 5 0 3  11 $ 3 9 8 , 5 0 3  I $ 3 9 8 , 5 0 3  11 $ 3 9 6 , 5 0 3  11 $ 3 9 8 , 5 0 3  1

ease In General Fund Revenues j 1 10,000,000 11 10.000,000 11 10,000,000 11 10,000,000 11 10,000,000 I

$ 3 9 8 , 5 0 3  |

10,000,000 I

FY 200 0

$ 5 5 0 ,5 0 3

1 7 , 7 0 0
( 2 3 , 0 0 0 )

1 7 ,7 0 0 1 7 ,7 0 0

5 , 5 0 0 5 , 5 0 0 5 ,5 0 0

( 2 3 , 0 0 ' " 1 
( l O.OOu j l

Expenditures

$ 5 5 0 , 5 0 3
FY 1999

$ 5 5 0 , 5 0 3

F irs t Y ea r C h an g *  
from  T ra a a  9 5  

B udge t FY 1998
FY  9 5  B udge t 

A m oun t lo r  T ra a tu ry
R e v is e d  T re a su ry  FY 

95  B udge t









8-LS 1644XR.4 ^
Chenoweth

4/5/94

A M E N D M E N T  / ' T

OFFERED IN THE HOUSE 
TO: CSHB 498(RES)

Page 2, line 30, after "CREDITS.":
Delete "The"
Insert "(a) Subject to (b) of this section, the"

Page 3, following line 14:
Insen a new subsection to read:

"(b) A qualified applicant may not apply the credit authorized by this chapter 
to reduce the applicant’s total cumulative liability for taxes and mineral production 
royalty payments based on production against which the exploration incentive credit 
may be applied under this chapter by more than 50 percent during any year."

-1-



8-LS1644\R.2 ^
Chenoweth

4/5/94

A M E N D M E N T

OFFERED IN THE HOUSE 
TO: CSHB 498(RES)

Page 2, line 31:
Delete "parcel or site"
Insert "mining lease or coal lease or, if the exploration activity is not under lease, then 

for each mining location or prospecting permit”

Page 3, line 3:
Delete "parcel or site"
Insert "mining lease, coal lease, mining location, or area described in the prospecting 

permit, as applicable,"

Page 3, line 6:
Delete "on th: parcel or. site"
Insen "within the area described in the mining lease, coal lease, mining location, or 

prospecting permit and”

Page 3, line 19:
Delete "site at"
Insert "mining lease, coal lease, mining location, or prospecting permit on"

-1-



Ni

8-LS1644NR.1 t /
Chenoweth

4/4/94

OFFERED IN THE HOUSE 
TO: CSHB 498(RES)

Page 2, line 8:
Delete "AS 43.20 and"

Page 3, line 2:
Delete "AS 43.20 and"

Page 5, lines 16 - 19:
Delete all material.

Renumber the following bill sections accordingly.

-1-



8-LS1644XR.3 t /  
Chenoweth 

4/5/94

A M E N D M E N T

OFFERED IN THE HOUSE 
TO: CSHB 498(RES)

Page 3, lines 1 - 4:
Delete all material and insen:

"(1) 50 percent of the combined amount payable by the qualified 
applicant, based on the production from the parcel or site on which the exploration 
activity occurred, as taxes under AS 43.20 and AS 43.65 and as mineral production 
royalty payments due under AS 38.05.135 - 38.05.175; or"



(11)

The FINANCE Committee considered: 

HOUSE BILL NO. 498

Date Referred: March 29, 1994

Date of Committee Action:

IOUSE COMMITTEE REPl IT
FURTHER REFERRALS:

MINERAL EXPLORATION INCENTIVE CREDITS

HB 498

"An Act providing for exploration incentive credits for activities involving locatable and leasable minerals and 
coal deposits on certain land in the state; and providing for an effective date."

RECOMMENDATIONS* /  _
be replaced with FA (~tS / 4c \.<% j

[ tfthe  same title 
.[ ] a new title

[ ] have attached amendments(s) 
do pass 

[ ] do not pass 
[ ] no recommendations 
[ ] individual recommendations 
[ ] additional referral to the___ Committee

ADOPTS: letter of Intent

ATTACHES NEW FISCAL NOTE(s):

[ ] fiscal impact_________________
(Dept) APPROVES PREVIOUS: 

[ J fiscal note(s)_____
(Dept/Dite)

[ ] zero fiscal note \  zero fiscal notefs'T^Rc.N
SIGNING DO PASS f\~\pfO ) <-

DP OTHER RECOMMENDATIONS DNP NR AM

N
\  Gn_«A*5^£  n  cAo r^ r X

• is  , / J

X / " "

\
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F I S C A L  N O T E

BILL NO. CSHB J"  <RE3)

Dept. A ffected: Revenue
"8 R U :
Component:

Revenue Operations
Income ana Excise Audit

COM PONENT SER IA L  NO.

(Thousands of Dollars )

113

1 9 9 4  L E G I S L A T I V E  S E S S I O N
Revn on Date:
Title: Mineral Exploration Incentive Credits

STATE OF ALASKA

Sponsor:
Requestor:

Representatives Foster, MacLean
(H )R E S

Expend itu re s /R evenu es :
O PERATING FY95 FY 96 FY97 FY98 FY99 FY00
PERSONAL SERV ICES 1
TRAVEL 1
CONTRACTUAL
SU PPL IE S
EQUIPM ENT
LAND & STRU CTURES
GRANTS, CLAIMS
M ISCELLANEOUS
TOTAL OPERATING 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

CAPITAL I I

REVENUE FUND SO U RC E : G enera l Up to (17MM ) U p  to (17MM ) Up to ('"M M ) U p  to (17MM ) UP to (17MM ) |U o  to (17MM) |

FUNDING : (Thousands ot D o l l a r
1002  Federa l Receipts I
1003 G F  Match !
1004 GF I
1005 GF/P roaram  Receipts I
10C6 GF/MHTIA I
Other I I
TOTAL 0.0 0 .0 0 .0 0 .0  I 0 .0 0 .0  I

PO S IT ION S :

Estim ate o f cu rren t yea r (F Y 94 ) im pact: S 0 .0

ANALYSIS : (Attach a separa te page if necessary .)

MM equals millions 
(S ee  Attached)

Phone : 4 65 -2 3 2 0
Date: March 29 . 1994
Date: March 29 . 1994

Prepared by: Larrv E. Mevers
Division:
Approved by C om m iss ioner Darre l J . Rexw inkel 
Agency: Department o f R evenue

P R E PA R E R  TO PRO V IDE  ALL D ISTR IBUT ION  C O P IE S  TO G O VERN O R 'S  LEG ISLAT IVE  O FF ICE  
F o r fu rth e r d is tr ib u tion  in fo rm a tion  ca ll the G o v e rn o r 's  L eg is la t iv e  O ffic e

(B*» 11/93194ii»cai.ni«iii Page 1 of 2
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CSHB 498 (RES)
Mineral Exploration Incentive Credits 
March 29, 1994 
Page 2 of 2

B ill A n a lysis

This bill grants an exploration incentive credit to qualified applicants for activities related to 
determining the existence, location, extent and quality of a locatabie or leasable mineral or 
coal deposits. The credit may be claimed against corporation net income and mining license 
taxes under AS 43.20 and AS 43.65, respectively, and royalties under AS 38.05.135 -
38.05.175.

The credit is limited in any one tax year to 60% of direct labor costs'for Alaska residents and 
50% of direct labor costs for nonresidents and other eligible costs that qualify for the credit not 
to exceed 50% of the sum amount payable as taxes and royalties under AS 43.20, AS 43.65 
and AS 38.05. The credit is available as a carryforward for 15 years.

The credit may be assigned to the applicant’s successor in interest.for the site at which 
exploration activities occur if the successor is a qualified applicant?

This bill has a retroactive effective date of January 1, 1994.

O p e ra tin g  C o sts

Department of Revenue does not anticipate additional costs to administer the provisions of 
this bill. The Department would modify current forms to provide for taxpayers to claim credits.

R ev e n u e

Average corporation net income and mining license tax collections over the past three fiscal 
years were approximately S186 million. According to Department of Natural Resources’ 
publication Alaska’s Mineral Industry 1993: A Summary, exploration expenditures in 1993 
were $28.2 million.

Since credits are limited to the lesser of the percentages of eligible costs outlined above or 
50% of taxes payable, the maximum amount of credits which could have been claimed for 
1993 would have been limited to 60% of expenditures (assuming all costs are for direct labor 
for residents) or approximately $17 million. Total expenditures may increase as a result of the 
incentive program under this bill. Accordingly, the maximum amount of credits would increase 
over time in proportion to expenditures.

Amounts claimed as credits will vary each year depending on amounts expended for 
exploration, credits assigned to successor corporations, credits carried forward over the 15 
year period allowed, and the effect of credits applied against royalty payments as provided for 
under this bill.

loOxstiMM.an



Sponsor Statement 
HB 498 

Rep. Richard Foster

HB 498: An Act Providing for Exploration Credits for Activities
Involving locatable and leasable minerals and coal deposits.

HB 498 allows credits of up to 50% of qualified exploration 
expenditures that can be used to offset state royalty payments and 
income taxes. The credit must be used within 15 years after it is 
extended by the commissioner of Natural Resources.

The credit must be granted if the applicant is authorized to do 
business in the state and adequately documents the exploration 
acthity. Data provided to the Commissioner must be kept 
confidential for 36 months after receipt. Credits are assignable and 
may be carried forward and/or apportioned between royalty and 
taxes, in the applicants discretion, but may not exceed the combined 
amount of taxes and royalties due for the period in which the credit 
is being used.

This bill implements one of the recommendations of the Alaska 
Minerals Commission contained in their January 1994 Report 
(Report). Over the past several years there has been a mass exodus 
of mineral exploration investment from the lower 48 states and to a 
lesser extent away from Alaska. These dollars are now being 
invested in Mexico, Chile, Indonesia, and Russia, to name a few.

Much of this shift is attributable to ever-increasing regulatory and 
political obstacles in the U.S. and pro-active foreign mineral 
exploration and development policies, including elimination of 
royalties and tax incentives. Fortunately, and while this could 
change at any time, Alaska's image has been improving for the past 
several years after a long period of disfavor; although there is still 
a concern that our remoteness and lack of infrastructure and access 
to public lands work as significant disadvantages.

Alaska is blessed with an abundance of geologically favorable 
terrain. This bill is one of several things the legislature can do to 
reinforce the distinction between Alaska and the the lower 48, 
address the issue of foreign competition and encourage further 
investment in our mining industry.



HB 498 proposes a meaningful and reasonably attractive economic 
incentive that will heip offset real and perceived problems facing 
^ypipration here and send a clear message to the world that 
n. S'ka is a good place to do business.



Council of Alaska Producers
P.O. Box 22653 Juneau. Alaska 99802

P O S I T I O N  S T A T E M E N T = C S H B  4 9 8

H o u s e  F i n a n c e  C o m m i t t e e

T h e  C o u n c i l  o f  A l a s k a  P r o d u c e r s ,  o t h e r w i s e  k n o w n  as t h e  
P r o d u c e r s  C o u n c i l ,  is a n  A l a s k a  n o n - p r o f i t  c o r p o r a t i o n  w h o s e  
m e m b e r s  i n c l u d e  A l a s k a  G o l d  C o m p a n y ,  A m e r i c a n  C o p p e r  a n d  
N i c k e l  C o m p a n y ,  Inc., C a m b i o r  A l a s k a ,  C o m i n c o  A l a s k a  
I n c o r p o r a t e d ,  E c h o  B a y  A l a s k a ,  F a i r b a n k s  G o l d  M i n i n g ,  Inc., 
G r e e n s  C r e e k  M i n i n g  C o m p a n y ,  K e n s i n g t o n  V e n t u r e ,  a n d  N o r t h  
P a c i f i c  M i n i n g .  T h e  P r o d u c e r s  C o u n c i l  s t r o n g  s u p p o r t s  C S  for 
H B  498 ( R e s o u r c e s )  w h i c h  a l l o w s  t a x  a n d  r o y a l t y  c r e d i t s  for 
q u a l i f i e d  m i n e r a l  e x p l o r a t i o n  e x p e n d i t u r e s .

A l a s k a  is c o m p e t i n g  w i t h  a g l o b a l  m a r k e t  for m i n e r a l  
e x p l o r a t i o n  a n d  d e v e l o p m e n t  d o l l a r s .  T h r o u g h o u t  t h e  wo r l d ,  
c o u n t r i e s  a r e  a c t i v e l y  c o u r t i n g  m i n i n g  c o m p a n i e s  b y  o f f e r i n g  
e c o n o m i c  i n c e n t i v e s  a n d  o t h e r  i n d u c e m e n t s .  T h e s e  e f f o r t s  
h a v e  b e e n  p a r t i c u l a r l y  s u c c e s s f u l  in C h i l e  a n d  M e x i c o  w h e r e  
p r i v a t i z a t i o n  a n d  t a x  i n c e n t i v e s  h a v e  r e v i t a l i z e d  t h e i r  
m i n i n g  i n d u s t r i e s .

A t  t h e  s a m e  t i m e ,  e v e r - i n c r e a s i n g  r e g u l a t o r y  a n d  p o l i t i c a l  
o b s t a c l e s  in t h e  l o w e r  48 a r e  f o r c i n g  m a n y  c o m p a n i e s  t o  l o o k  
e l s e w h e r e .  W h i l e  A l a s k a ' s  i m a g e  h a s  a c t u a l l y  i m p r o v e d  o v e r  
t h e  l a s t  s e v e r a l  y e a r s ,  e x p l o r a t i o n  e x p e n d i t u r e s  a l s o  a r e  
d o w n  h e r e  a n d  w e  s t i l l  m u s t  o v e r c o m e  l e g i t i m a t e  c o n c e r n s  
a b o u t  o u r  r e m o t e n e s s ,  w e a t h e r  a n d  l a c k  o f  a c c e s s  t o  p u b l i c  
lands, a l o n g  w i t h  a n  o v e r r i d i n g  p e r c e p t i o n  t h a t  s t a t e  a n d  
f e d e r a l  a g e n c i e s  a r e  n o t  t h a t  f r i e n d l y  t o  m i n i n g  in t h e  L a s t  
F r o n t i e r .

T h e  C S  f o r  H B  498 - w h i c h  i m p l e m e n t s  a k e y  r e c o m m e n d a t i o n  of 
t h e  A l a s k a  M i n e r a l s  C o m m i s s i o n  in t h e i r  J a n u a r y  1994 R e p o r t  
- b e g i n s  t o  a d d r e s s  t h e s e  i s s u e s  b y  p r o p o s i n g  a m o d e s t l y  
a t t r a c t i v e  i n c e n t i v e  s y s t e m  t h a t  e n c o u r a g e s  r e a s o n a b l e  
e x p l o r a t i o n  e f f o r t s ,  h e l p s  t o  o f f s e t  l o g i s t i c a l  
d i s a d v a n t a g e s  a n d  s e n d s  a c l e a r  m e s s a g e  t o  i n d u s t r y  t h a t  we  
w a n t  t o  s e e  m o r e ,  n o t  l e s s  m i n i n g  a c t i v i t y  in t h i s  state. HB  
498 w i l l  n o t  s o l v e  all of o u r  p r o b l e m s  b u t  it is o n e  of 
s e v e r a l  t h i n g s  w e  c a n  a n d  s h o u l d  d o  t o  d r a w  m o r e  i n d u s t r y  
a t t e n t i o n  t o  A l a s k a  a n d  c o m p e t e  in t h i s  i n c r e a s i n g l y  
c o m p e t i t i v e  g l o b a l  m a r k e t p l a c e .

O u r  m i n e r a l  i n d u s t r y  is in its i n f a n c y  a n d  t h e r e  is m u c h  
r o o m  t o  grow. If w e  t r u l y  w a n t  t o  h e l p  d i v e r s i f y  an oil 
d e p e n d e n t  e c o n o m y  a n d  f u l l y  d e v e l o p  o u r  v a s t  m i n e r a l  
r e s o u r c e  p o t e n t i a l  w e  m u s t  t a k e  a c t i o n  n o w  t o  e n c o u r a g e  m o r e  
e x p l o r a t i o n  a c t i v i t y .  Yes, t h e r e  m a y  be s o m e  i m p a c t  on  t h e



t r e a s u r y  b u t  t h e r e  a l s o  m a y  b e  m o r e  m o n e y  c i r c u l a t i n g  i n  t h e  
e c o n o m y .  A n d  if t h i s  s t r a t e g y  w o r k s  a s  e x p e c t e d ,  e x p a n d e d  
e x p l o r a t i o n  e f f o r t s  e v e n t u a l l y  w i l l  l e a d  t o  m o r e  o p e r a t i n g  
m i n e s ,  a n d  as i m p o r t a n t ,  m o r e  g o o d  jobs f o r  A l a s k a n s .
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M a r c h  9, 1994

H o n o r a b l e  W i l l i a m  W i l l i a m s  
C h a i r m a n
H o u s e  R e s o u r c e s  C o m m i t t e e  
S t a t e  C a p i t o l  
J u n e a u ,  A K  9 9 8 1 1

RE: H B - 4 9 8 , E x p l o r a t i o n  I n c e n t i v e s

D e a r  R e p r e s e n t a t i v e  W i l l i a m s ,

T h e  A l a s k a  M i n e r s  A s s o c i a t i o n  w i s h e s  t o  go on r e c o r d  in s u p p o r t  of 
H o u s e  B i l l  498 w h i c h  p r o v i d e s  f i n a n c i a l  i n c e n t i v e s  for c o m p a n i e s  
a n d  i n d i v i d u a l s  to e x p l o r e  for a n d  d e v e l o p  m i n e r a l  d e p o s i t s  in the 
s t a t e .  T h i s  is an  i m p o r t a n t  b i l l  t h a t  w i l l  e n c o u r a g e  b o t h  the 
s m a l l  p r o s p e c t o r  as w e l l  as l arge i n t e r n a t i o n a l  m i n i n g  c o m p a n i e s  to 
i n v e s t  h e r e  in A l a s k a .

I n  a d d i t i o n  t o  b e i n g  an e n c o u r a g e m e n t  to invest, H B - 4 9 8  a l s o
i n s u r e s  t h a t  t h e  s t a t e  a n d  the r e s t  of the i n d u s t r y  w i l l  h a v e
a c c e s s  to  t h e  d a t a  g e n e r a t e d .  T h i s  bi l l  r e q u i r e s  t h a t  t h e  c o m p a n y  
w i s h i n g  t o  r e c e i v e  t h e  i n c e n t i v e  c r e d i t  d o c u m e n t  t h e  e x p e n d i t u r e s  
it h a s  m a d e  a n d  p r o v i d e  the S t a t e  D i v i s i o n  of G e o l o g i c a l  & 
G e o p h y s i c a l  S u r v e y s  w i t h  d r i l l  core, d r i l l  c u t t i n g s ,  s a m p l e  
a n a l y s i s ,  etc. T h i s  c a n  be a t r e m e n d o u s  h e l p  f o r  t h e  o t h e r  
c o m p a n i e s  as t h e y  s e a r c h  for m i n e r a l s  a n d  w i t h o u t  t h i s  p r o v i s i o n  of 
t h e  b i l l  t h i s  d a t a  w o u l d  r e m a i n  p r o p r i e t a r y  a n d  w o u l d  n o t  be 
a v a i l a b l e  t o  t h e  i n d u s t r y  as a whole.

O n e  i m p o r t a n t  a s p e c t  of the b i l l  is t h a t  a c o m p a n y  c a n  a s s i g n  t h e i r
e x p l o r a t i o n  c r e d i t  t o  a n o t h e r  c o m p a n y .  T h i s  c a n  b e c o m e  ve r y
i m p o r t a n t  w h e n  d e v e l o p i n g  f i n a n c i n g  for a m i n e r a l  p r o j e c t .  A 
c o m p a n y  t h a t  m a y  o t h e r w i s e  not i n v e s t  can be e n c o u r a g e d  if t h e y  
k n o w  t h e y  c a n  a s s i g n  t h e i r  e x p e n d i t u r e s ,  if for e x a m p l e  t h e y  a r e  
n o t  a b l e  to  c o n t i n u e  in the p r o j e c t  d u e  t o  o t h e r  u n r e l a t e d  
f i n a n c i a l  r e a s o n s .  If t h e y  can a s s i g n  t h e i r  c r e d i t s  t o  t h e  n e x t  
c o m p a n y  t o  b u y  into t h e  project, t h e y  can r e c o v e r  s o m e  o f  t h e i r  
e x p e n d i t u r e s .  T h e  b o t t o m  line is t h a t  m o r e  e x p l o r a t i o n  w i l l  r e s u l t  
a n d  m o r e  m i n e r a l  d e p o s i t s  w i l l  l i k e l y  be d i s c o v e r e d  w h i c h  can 
p r o v i d e  jobs, f a c i l i t i e s  t h a t  i n c r e a s e  the l o c a l  t a x  base, a n d  
u l t i m a t e l y  c o m p a n y  p r o f i t s  t h a t  c a n  t h e n  be t a x e d  b y  t h e  state.

T h e r e  is o n e  l o c a t i o n  w h e r e  a m i n o r  b u t  i m p o r t a n t  c h a n g e  is n e e ded. 
T h a t  l o c a t i o n  is in S e c t i o n  2 7 . 3 0 . 0 9 0 .  D E F I N I T I O N S ,  w h e r e  p a g e  3, 
l i n e  18 s h o u l d  b e  c h a n g e d  to re a d  "(2) " g e o c h e m i c a l  m e t h o d s "  m e a n s  
[ore] soil, rock, water, v e g e t a t i o n ,  etc. s a m p l e s  c o l l e c t e d  a n d
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t h e i r  c h e m i c a l  a n a l y s e s ; " .  T h e  t e r m  "ore" is n o t  a p p r o p r i a t e  h e r e  
b e c a u s e  t h a t  term, b y  d e f i n i t i o n ,  m e a n s  m a t e r i a l  t h a t  c a n  b e  m i n e d  
at a p r o f i t .  G e o c h e m i c a l  s a m p l i n g  on t h e  o t h e r  h a n d  is a t e c h n i q u e  
u s e d  t o  f i n d  m i n e r a l s  l o n g  b e f o r e  it is k n o w n  if a m i n a b l e  d e p o s i t  
a c t u a l l y  e x i s t s .  Also, s o m e  g e o c h e m i c a l  s a m p l e s  a r e  t a k e n  of  s o i l  
or  v e g e t a t i o n  w h i l e  l o o k i n g  f o r  t r a c e  e l e m e n t s  t h a t  m a y  be  p r e s e n t  
a n d  c o u l d  b e  a n  i n d i c a t o r  of m e t a l s  in the area.

H B - 4 9 8  c o m e s  at an i m p o r t a n t  t i m e  f o r  e n c o u r a g i n g  t h e  m i n e r a l s  
i n v e s t m e n t s  in A l a s k a .  T h e r e  is n o w  a m a s s  e x o d u s  of  e x p l o r a t i o n  
f u n d s  a w a y  f r o m  f e d e r a l  l a nds t h r o u g h o u t  t h e  w e s t e r n  U.S. T h i s  is 
d u e  p r i m a r i l y  t o  t h e  i n c r e a s i n g l y  o p p r e s s i v e  r e g u l a t o r y  c l i m a t e  in 
t h e  U.S. a n d  to t h e  e f f o r t s  t o  c h a n g e  t h e  f e d e r a l  m i n i n g  law. 
A l a s k a  c a n n o t  c o r r e c t  a l l  of t h e s e  p r o b l e m s  b u t  A l a s k a  c a n  a d d  t h i s  
i n c e n t i v e  t o  e n c o u r a g e  i n v e s t m e n t .  H B - 4 9 8  w i l l  s e n d  t h e  m e s s a g e  to 
t h e  i n t e r n a t i o n a l  m i n i n g  i n d u s t r y  t h a t  A l a s k a  is s e e k i n g  t o  i m p r o v e  
t h e  i n v e s t m e n t  c l i m a t e .  T h i s  b i l l  is one m o r e  i n d i c a t i o n  t h a t  
A l a s k a  is w o r k i n g  t o  e n c o u r a g e  m i n e r a l  d e v e l o p m e n t .

If y o u  h a v e  a n y  q u e s t i o n s  r e g a r d i n g  t h i s  b i l l  p l e a s e  c o n t a c t  me.

S i n c e r e l y ,

S t e v e n  C. B o r e l l ,  P.E. 
E x e c u t i v e  D i r e c t o r

cc: R e p r e s e n t a t i v e  F o s t e r
R e p r e s e n t a t i v e  M a c L e a n



The RESOURCES Committee considered: 

HOUSE BILL NO. 498

(9)
Date Referred: February 14, 1994

Date of Committee Action:

FURTHER REFERRALS: Finance

HB 498

MINERAL EXPLORATION INCENTIVE CREDITS

"An Act providing for exploration incentive credits for activities involving locatable and leasable minerals and 
coal deposits on certain land in the state; and providing for an effective date."

RECOMMENDATIONS: ,  \  iv f  the same title
be replaced w ith  H .E  Hu'S  I ] a new title

J have attached amendments(s) 
l/f do pass 

J do not pass 
] no recommendations 
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(Vi fiscal impact \A f y m lL . _________
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(Depl/Dale)
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Honorable Ron Larson April 4, 1994
Honorable Biloen KacLsan
Co-Chairman
K o u a a  r i n a n o a  C o m m i t t e e  
S t a t a  C a p i t o l  
J u n e a u ,  A K  9 9 8 1 1

RKt CflHB-498, Exploration Incentives 

Dear Repraaantativas Laraon and Maclean,

Tha Alaska Minara Association wishes to go on record in support of the Committee 
Substitute for House Bill 498 which provides financial incentives for companies 
and individuals to explore for and develop mineral deposits in the state. This 
is an important bill that will encourage both the Bmall prospector as well as 
large international mining companies to invest here in Alaska.

Zn addition to being an encouragement to invest, CSHB-499 also insures that tha 
state and the rest of the industry will have access to the data generated. This 
bill requires that the company wishing to receive the incentive credit document 
the expenditures it has made and provide the State Division of Geologic & 
Geophysical Surveys with drill core, drill cuttings, sample analysis, etc. This 
can be a tremendous help for other companies as they search for minerals. 
Without this provision the date would remain proprietary and would not be 
available to the industry as a whole.

One important aspect of the bill is that a company can assign their exploration 
credit to another company that may become the owner of the project at a later 
date. This can become very important when developing financing for a mineral 
project. A company that may otherwise not invest can be encouraged if they know 
they can assign their expenditures, if for example they are not able to continue 
in the project due to other uh-related financial reasons. If they can assign 
their credits to the next company to buy into the pro j sot, they can recover some 
of their expenditures. The bottom line is that more exploration will result and 
more mineral deposite will likely be discovered that can provide jobs, facilities 
that Increase the local tax base, and ultimately company profits that can then 
be taxed by the state.

CSHB-498 comes at an important time for encouraging the mineral investment in 
Alaska. There is now a mas* exodus of exploration funds away from federal lands 
throughout the weetern U.S. This is due primarily to the increasingly oppressive 
regulatory climate in the U.S. and to the efforts to change the federal mining 
law. Alaska cannot correct all of these problems but Alaska can add the 
exploration incentive of this bill to encourage investment. CSHB-498 will send 
the message to the international mining industry that Alaska is seeking to 
Improve the investment climate. This bill is one more Indication that Alaska is 
working to encourage mineral development.

Zf you have any questions regarding this bill please contact me.

Executive Director

cci Representative Foster
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™ V .v. SENATE FINANCE COMMITTEE
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DATE: 4/18/94
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REPORT

The Finance Committee considered CS FOR HOUSE BILL NO. 498(FIN)
"An Act providing for exploration incentive credits for activities involving locatable and leasable 
minerals and coal deposits on certain land in the state; and providing for an effective date."

and recommends:

[ ̂ replace with 5  C S .. £ S U &  (FINANCE)
or [ ] adopt previous C S ____________________ (________ )
[ ] attaches amendment(s)

[ ] adopts________________

[ ] same title 
[ ] new title 
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title change 
(HB only)

Letter of Intent
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[ "fdo pass

[ ] do not pass

[ ] no recommendation
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8-LS1872\E.l>/
Chenoweth

4/18/94

A M E N D M E N T

SENATE FINANCE
OFFERED IN THE SENATE COMMITTEE ^

Tn. r ^ n ^ r u D c c \  Amendment Number:^!-----TO. C ^ T 1 ( R E S )  BjH N u m b e r : _
+t& Sponsor teg-TTtuA D a te :J ^ :^ -^ ~ ~

Page 2, line 30, through page 3, line 14: Logged In By. ^

Delete all material and insen:
"Sec. 27.30.020. LIMIT ON CREDITS. The amount of exploration incentive 

credits for each parcel or site may not exceed the lesser of
(1) 50 percent of the combined amount payable by the qualified 

applicant as taxes under AS 43.20 and AS 43.65 and as mineral production royal y 
payments due under AS 38.05.135 - 38.05.175 for production from the parcel or site 
on which the exploration activity occurred; or

(2) with reference to activities that qualify for an exploration incentive 
credit that occur on the parcel or site on which the exploration activity occurred, 50 
percent of

(A) direct labor costs, including the cost of benefits, incurred 
by the applicant for employees directly associated with work described in 
AS 27.30.010(a)(1) - (4) who are residents; and

(B) other eligible costs."

Page 4, lines 2 -1 3 :
Delete all material and .insert:

"(3) "other eligible costs" means the costs incurred for activities in 
direct support of exploration activity conducted for the purpose of determining the 
existence, location, extent, or quality of a mineral or coal deposit; the term

(A) includes the cost of renting or leasing equipment from 
parties not affiliated with the applicant, the reasonable costs of maintaining 
and operating equipment, payments to consultants and independent contractors 
not affiliated with the applicant, and costs of materials and supplies;



(B) does not include
(i) direct labor costs, including the cost of benefits, 

incurred by the applicant for employees directly associated with work 
described in AS 27.30.010(a)(1) - (4) who are not residents; and

(ii) noncash expenses such as depreciation and reserves, 
interest or other costs of borrowed funds, return on investment, 
overhead, insurance or bond premiums, or any other expense that is 
unreasonable or that the applicant has not incurred to complete work 
described in AS 27.30.010(a)(1) - (4);"

8-LS187Z\£.l
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Chenoweth 

4/18/94

A  M  E  N  D  M  K  N  T

OFFERED. IN THE SENATE 
TO: CSHB 498(FIN)

Page 1, line 8, after "(a)":
Delete "The"
Insen "Unless otherwise provided by law, the"

SENATE FINANCE COMMITTEE
Amendment Number:_____ ;—  •
Bill Mnmhwr: -B & ____________________ ____Sponsor. Date: jR
Logged In By: _ ^
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8-LS1644\U.14 >
Chenoweth

4/19/94

A M E N D M  E N T

OFFERED IN THE SENATE 
TO: CSHB 498(FIN)

Page 6, lines 1 - 3:
Delete all material.

Renumber the following bill section accordingly.

SENATE FINANCE COMMITTEE ^  Amendment Number:
Bill Number:SponsorJlfcLW Date: IRAPIZgVt^ Logged In By:

-1-
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Clienoweih sw A m t 

4/19/94
Clienoweih

A M E N D M E N T

OFFERED- IN THE SENATE f t p o f i
TO: CSHB 498(FIN)

Page 2, line 30, after "CREDITS.":
Insen "(a)"

Page 3, following line 14:
Insert a new subsection to read:

"(b) The amount of an exploration incentive credit extended under this chapter 
may not exceed an amount per parcel or site, as determined by the commissioner by 
regulation."

SENATE FINANCE COMMITTEE -Amendment Number: Bill Number:

-i.



A M E N D M E N T

/ ^  ?/)<)///> 6  
8-LS1644NU.17 y

Chenoweth 
4/19/94

f)Qo(pT€T

OFFERED IN THE SENATE 
TO: CSHB 498(FIN)

Page 2, line 30, through page 3, line 14: 
Delete all material and insen:

SENATE FINANCE COMMITTEE -  r -  AmemJnwit Number: 
Bill
SpontorJgEUN Date: H  AP ^ P  Logged In By: 7

"Sec. 27.30.020. LIMIT ON CREDITS. The amount of an exploration 
incentive credit may not exceed 50 percent of eligible costs relating to activities 
performed on state-owned land and 25 percent of eligible costs relating to activities 
performed on land in the state not owned by the state."

Page 3, line 28, after "(1)":
Insen ""eligible costs" means those costs incurred for activities in direct suppon of 

an exploration activity conducted for the purpose of determining the existence, location, 
extent, or quality of a mineral or coal deposit; the term

(A) includes
(i) direct labor costs, including the cost of benefits, 

incurred by the applicant for employees directly associated with work 
described in AS 27.30.010(a)(1) - (4); and

(ii) the cost of renting or leasing equipment from 
parties not affiliated with the applicant, the reasonable costs of 
maintaining and operating equipment, payments to consultants and 
independent contractors not affiliated with the applicant, and costs of 
materials and supplies;

(B) does not include noncash expenses such as depreciation and 
reserves, interest or other costs of borrowed funds, return on investment, 
overhead, insurance or bond premiums, or any other expense that is 
unreasonable or that the applicant has not incurred to complete work described 
in AS 27.30.010(a)(1) - (4);

-1-



8-LS1644NU.17

Renumber the following paragraphs accordingly.

Page 4, lines 2 - 13:
Delete all material.

Renumber the following paragraph accordingly.

Page 4, line 23:
Delete
Insen

Page 4, lines 24 - 25:
Delete all material.

(2)"
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5/1/94

A M E N D M E N T

OFFERED IN THE SENATE 
TO: CSHB 498(FIN)

Page 2, line 8:
Delete "AS 43.20 and"

Page 3, line 3:
Delete "AS 43.20 and"

Page 5, lines 16 - 19:
Delete all material.

Renumber the following bill sections accordingly.



FISCAL NOTE
B I L L  N O .  SC S  C SHB 4 9 8  (FIN )

Dept. A ffected: Revenue
'B R U :
Component:

Revenue Operations
Income and Excise Audit

COM PONENT SER IA L  NO.

(Thousands o f D o lla rs )

113

S T A T E  O F  A L A S K A
1 9 9 4  L E G I S L A T I V E  S E S S I O N
Revision Date:
Title: Mineral Exploration Incentive Credits

Sponsor:
Requestor:

Representatives Foster, MacLean
(S ) RLS

E xpend itu re s /R evenu es :
OPERAT ING FY95 FY 96 FY 97 FY 98 FY 99 FY 00
PERSONAL SERV IC ES
TRAVEL
CONTRACTUAL
SU PPL IE S
EQUIPM ENT
LAND & STRU C TU RES
GRANTS, CLAIMS
M ISCELLANEOUS
TOTAL OPERATING 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

CAPITAL

REVENUE FUND SO U R C E : Genera l Up to (2 0 5 .0 ) Up to (2 0 5 .0 ) Up to (2 0 5 .0 ) Up to (2 0 5 .0 ) Up to (2 0 5 .0 ) Up to (2 0 5 .0 )

FUNDING : (Thousands o f D o lla rs )
1002 Federa l Receipts
1003 G F  Match
1004 G F
1005 GF/Proqram  Rece'ots
1006 GF/MHTIA
Other
TOTAL 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

PO S IT ION S :
FULL-TIME
PART-TIME
TEM PORARY
Estim ate o f  c u rren t y e a r (F Y 94 ) im pact: S 0 .0

A NALYSIS : (Attach a  separate page if necessary .)

A verage mining license tax collections fo r the past three fiscal years were approxim ately $ 4 1 0 ,0 0 0 . S ince credits a re  limited to the le sse r o f 50%  
dI taxes payab le or a  percentage o f costs , the maximum amount o f credits which cou ld be claimed in a  yea r is estimated to be $ 2 0 5 ,0 0 0 , assum ing 
hat the cost limitation exceeds the tax limitation.

P repared by: Larry E . M eyers L - £ ^ ______________________   Phone : 4 6 5 -2 3 2 0
Division: Income and Excise AudiLDivieien f  )  I  ) , / y  Date: May 2, 1994
Approved by Comm issioner: Darre l J . Rexw inkel  ̂ - f  Date: M ay 2, 1994
Agency: Department o f Revenue__________________________ _____________________

P R E PA R E R  TO PRO V ID E  ALL D ISTR IBUT ION  C O P IE S  TO  G O V ERN O R 'S  LEG ISLA T IVE  OFF ICE  
F o r fu r th e r d is trib u tion  in fo rm a tion  c a ll the  G o v e rn o r ’*  L eg is la t iv e  O ffic e

in»v 11/93) Mhicsl.nts/l*l Page 1 of 1

ipb cshb49g nl«



No. 1

STATE OF ALASKA
F I S C A L  N O T E

BILL

Bill Version: c s h b  4 9 8 ( r e s ) 

(H) Publish Date: 3 / 2 9 / 9 4

1994 LEGISLATIVE SESSION
Revision Date: Dept. A ffected: R evenue
Title: Mineral Exploration Incentive C redits BRU : R evenue Operations

Com ponent: income ana Excise Audit
Sponso r: Representatives Foster. MacLean
Reauesto r: (H ) RES COM PONENT SE R IA L  NO. 113

E xp end itu re s /R ev en u e s : (Thousands o f D o lla rs )
O PERAT ING FY95 FY96 FY 97 FY98 FY 99 i FY00
PERSO N A L SERV ICES I I I I
TRAVEL I I I I| 1
CONTRACTUAL I I 1 1
SU P P L IE S I I 1 1
EQUIPM ENT I 1 1
U N O  & STRU C TU RES I I I I
G RANTS . CLAIMS I I I I
M ISCELLANEOUS I I I I
TOTAL OPERATING 0 .0 0 .0 0 .0 0 .0 o b «_>

CAPITAL 1 I I I  I I I

REVENUE FUND SO URC E : Genera l U o to (17MM ) Uo to (17MM ) Uo to (17M M ) |U o  ‘.0 (17M M ) iU o 10 M7MM1 ''Jo !0 (17MM) i

FUND ING : (Thousands o f D o lla rs )
1 002  Federa l Receiots I I I I i
1003  G F  Matcn I I I  I I I
1004 GF I I I  I I I
1005 GF/P rcaram  Receiots I I I  | ! l
1006 GF/UHTIA I I I
O ther t i l l
TOTAL 0 .0 0 .0 0 .0 0 .0  I 0 .0 0.0 i

PO S IT IO N S :
FULL-TIME l i l !
PART-TIME I I I I
TEM PORARY I I I I
E stim ate o f cu rren t y ea r (FY 94 ) im pact: S 0 .0

A NA LYS IS : {Attach a separate page it necessary .)

MM equa ls millions 
(S ee  Attached)

P repared by; Larrv £. Mevers ‘ ^    Phone : 4 6 5 -2 3 2 0
Division: Income and Excise Audit Division / ~ )  )________~  S f  Data: March 29 . 1994
Approved by Comm issioner: Darrel J . Rexwinkel Date: March 29 . 1994. j  ,

Agency: Deoartment o f Revenue________________________________________________
PR EPA RER  TO PROV IDE  A LL D ISTR IBUT ION  C O P IE S  TO G O V ERN O R ’S  LEG ISLA T IVE  O FF ICE  

F o r fu rth e r d is tr ib u tion  in fo rm a tio n  ca ll the  G o v e rn o r 's  L e g is la t iv e  O ffice
iRiv 11/93194Mcal nla/lai Page 1 Ot 2

'oacjnwse.nt* C O M M I T T E E  C O P Y



CSHB 498 (RES)
Mineral Exploration Incentive Credits 
March 29, 1994 
Page 2 of 2

Bill A n a ly s is

This bill grants an exploration incentive credit to qualified applicants for activities related to 
determining the existence, location, extent and quality of a locatable or leasable mineral or 
coal deposits. The credit may be claimed against corporation net income and mining license 
taxes under AS 43.20 and AS 43.65, respectively, and royalties under AS 38.05.135 -
38.05.175.

The credit is limited in any one tax year to 60% of direct labor costs for Alaska residents and 
50% of direct labor costs for nonresidents and other eligible costs that qualify for the credit not 
to exceed 50% of the sum amount payable as taxes and royalties under AS 43.20, AS 43.65 
and AS 38.05. The credit is available as a carryforward for 15 years.

The credit may be assigned to the applicant's successor in interest.for the site at which 
exploration activities occur if the successor is a qualified applicant?

This bill has a retroactive effective date of January 1, 1994.

O p e ra tin g  C o sts

Department of Revenue does not anticipate additional costs to administer the provisions of 
this bill. The Department would modify current forms to provide for taxpayers to claim credits.

R ev en u e

Average corporation net income and mining license tax collections over the past three fiscal 
years were approximately $186 million. According to Department of Natural Resources’ 
publication Alaska's Mineral Industry 1993: A Summary, exploration expenditures in 1993 
were $28.2 million.

Since credits are limited to the lesser of the percentages of eligible costs outlined above or 
50% of taxes payable, the maximum amount of credits which could have been claimed for 
1993 would have been limited to 60% of expenditures (assuming all costs are for direct labor 
for residents) or approximately $17 million. Total expenditures may increase as a result of the 
incentive program under this bill. Accordingly, the maximum amount of credits would increase 
over time in proportion to expenditures.

Amounts claimed as credits will vary each year depending on amounts expended for 
exploration, credits assigned to successor corporations, credits carried forward over the 15 
year period allowed, and the effect of credits applied against royalty payments as provided for 
under this bill.

ioo:ciMX9<.in



DATE: 4/18/94 FURTHER:

DATE TURNED INTO OFFICE:

The Finance Committee considered CS FOR HOUSE BILL NO. 498(FIN)
"An Act providing for exploration incentive credits for activities involving locatable and leasable 
minerals and coal deposits on certain land in the state; and providing for an effective date.

and recommends:

[ ''{replace with 5 cs M b

or [ ] adopt previous CS

[ ] attaches amendment(s)

.(FINANCE) 
-( )

[ ] same title 
[ ] new title 
[ ] technical 
title change 
(HB only)

f ] adopts___________

[ ] further referral to the

[ ''fdo pass

[ ] do not pass

[ ] no recommendation

[ ] individual recommendations
NEW  F ISCA L NOTES

Department Date Zero fis c a l

Appropriation No Fisca l Note

Letter of Intent

PREV IO US  R S C A L  NOTES 
Department Date Zero Fiscal

OTHER RECOMMENDATIONS:

/S ?  Xfc (/« ̂

Co-Chair: Sig nat u re/Recomfriendation Cxo-Chaij>Si

_ V

ignature/Recommendation



OFFERED IN THE SENATE 
TO: CSHB 498(FIN)

Page 2, line 8:
Delete "AS 43.20 and"

Page 3, line 3:
Delete "AS 43.20 and"

Page 5, lines 16 - 19:
Delete all material.

8-LS1644MJ.20
ChenowethNUtennohle

5/1/94

A M E N D M E N T

Renumber the following bill sections accordingly.
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STATE OF ALASKA
1994 LEGISLATIVE SESSION 
Revision Data: Original
Tills;

FISCAL NOTE H I

BILL NO.

‘An Act providing for exploration Incamjve
Dept Affected: Natural Resources 
BRU: Resource Developmant

credits for actlvHlea Involving locatable and leaaable mlnemla...: 
Spontor Senate Raaourcaa Committee
Requester Senate Resources Committee

Component: Mining Development

Component Serial No. 442

OPERATING EXPENDITURES FY95 FY98 FY97 FY90 FY99 FY00
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND A STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPIN0fTURE9 0.0 0.0 0.0 o.ol 0.0 0.0

CHANGE IN REVENUES (1004) . (0.5)L !°,s) (0.5)1 IPJll (0.5) .(2-5)

1002 Federal Recaipta
1003 OF Match
1004 GF
1005 GP/Program Recaipta 
1008 3F/MHT1A
Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any  curran t y ea r (FYS4) coat: t  

P O S IT IO N S

None

FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach • separate page If neoaeea/y)

3EE ATTACHED.

Prepared by: (2 9  Jerry G tltnhar, Director 
Division: ^  Mining
Approved by Commlseloner

Phone: 
Date:

Date:
Agency:

lommleeloner [
-̂Herry A. N o e h C T ^ ^ g ^ . S ^  

( !s Natural Resoureee ^— 1 ^

465-2400
13-Aor-94

13-Apr-94

PREPARER TO PROV1DI ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
(aairi.xLi*sv«i*e«) For further distribution Information call the Governor's Legislative Office fege i ora
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a. .m

A s s u m e :  1) Calculations for t h i 3  F / N  only applies to r o y a l t y
portions. C o r p o r a t e  tax impacts to be p r o v i d e d  b y  
D e p t . of R e v e n u e .

2) D e v e l o p m e n t  work at e x i s t i n g  mines does not fall 
u n d e r  the definition, or intent, of "exploration" 
of SB 371.

3) Cr e d i t  cal c u l a t e d  a f t e r  50% of r o y a l t y  accou n t e d  
to P e r m a n e n t  Fund. Therefore, credit is 50% of 
the remaining 50% o f  r o y alty p a i d  (or 25% of total 
p a i d ) .

4) E x p l o r a t i o n  that c a n  be cre d i t e d  can only be 
c o u n t e d  after the e f f e c t i v e  date of this act.
(For example, e x p l o r a t i o n  c o n d u c t e d  at a site in 
1985 that's now in p r o d u c t i o n  cannot be used to 
affect current r o y a l t y  obligation.)

5) Ten (10) new p l a c e r  m i n e s  that q u a l i f y  during the 
first year; and at y e a r  10, one n e w  m a j o r  h a r d r o c k  
and one new coal mine.

1) A n n u a l  Royalty from 10 Pla c e r  Mine = $2,000
25% x $2,000 » $ 5 0 0 . 0 0 / year credit

2) A n n u a l  Royalty fr o m  1 Coal M i n e  - $1,000,000
25% x $1,000,000 ■ $ 2 5 0 , 000/year credit

3) A n n u a l  Royalty from 1 Ha r d r o c k  M i n e  - $100,000
25% x $100,000 = $ 2 5 , 000/year credit

t h e r e f o r e :

F i s c a l  i m p a c t  from SB 171 credits f o r  royalty: 

in thousands

Y e a r  1 <0 . 5> 
<0 . 5> 
<0 . 5> 
<0 . 5> 
<0. 5> 
<0, 5> 
< 0 . 5 >  
<0. 5> 
<0. 5> 
< 275> 
< 2 7 5 >  
<275> 
< 275> 
< 275> 
<275>

2
3
4
5
6
7
8
9
10 
11 
12
13
14
15



A l a s k a  H o u s e  o f  R e p r e s e n t a t i v e s

Rickard Fatter During Session
P.O. Box 1630 State Capital
Somt, Alaska 99762-1630 Juneau, Alaska 99801-1182
907-443-5036 907-4653789
Fax 907-443-2162 Fax 907-465-3242

Sponsor Statement 

Sponsor's Statement

C S H B  498: An Act Prov id ing for Exp lorat ion Cred its for Activ it ies 
In vo lv ing  loca tab le  and lea sab le  m inera ls  and coa l depos its .

C S H B  498 a llows credits of up to 50% of qua lif ied exp loration 
expend itu res  that can be used to offset state royalty payments and 
in com e taxes. There is an add it iona l 10% credit for the use of 
A laska R es id en t labor that meets spec if ic  criteria. T he  credit must 
be used w ith in 15 years after it is ex tended by the comm iss io ne r  of 
Natural Resources .

T he  cred it must be granted if the app l ican t is author ized to do 
b us in ess  in the state and adequa te ly  docum en ts  the exp loration 
activity. Data prov ided to the C om m iss io n e r  must be kept 
con f iden t ia l for 36 months after rece ipt. C red its  are site spec if ic , 
a s s ig n ab le  and may be carr ied forward and/or apport ioned between 
royalty and taxes, in the app l ican ts  d iscretion , but may not exceed  
the c om b in ed  amount of taxes and royalties due  for the period in 
w h ich  the cred it is be ing  used .

Th is bill im p lem en ts  one of the recomm enda t io ns  of the Alaska 
M inera ls  C om m is s io n  con ta in ed  in the ir Janra ry  1994 Report 
(Report). O ve r  the past severa l years there has been a mass exodus 
of m inera l exp loration in ves tm ent from the lower 48 states and to a 
lesser extent away from A laska. T h e se  do llars are now  be ing 
invested in Mexico , Ch i le , Indones ia , and Russ ia , to nam e  a few.

Much of th is shift is attr ibutab le to ever- increasing regu latory and 
po lit ica l o bs tac les  in the U S. and  pro-active fore ign m inera l 
exp lora t ion and d e v e lo pm en t  po l ic ie s , in c lud ing  e l im ina t ion  of

Alakanuk, Cfuuak, Slim, Emmanak, Gambtil, Golovin, Hooper Bay, Kollik, Koyuk, Marshall, Mtkoryuk, Mountain Village, iVtiutak, NightmuU, Some, 
Pilot Station, Pitkat Point, Butman Mixtion, St. Mary't, St Michael, Savoonga, Scammon Bay, Shaktooiik, Sheldon Point, Subbing, Toktook Bay, Tununak, 
UnalakUrt, Whitt Mountain



royalties and tax in cen t ives . Fortunate ly , and  w h ile  this cou ld 
c hang e  at any time, Alaska's im age has been  improv ing for the past 
severa l years after a long per iod of disfavor; a lthough there is still 
a concern that our remoteness and lack of infrastructure and access  
to pub l ic  lands work as s ign if icant d isadvan tages .

A laska is b lessed  with an a b u nd an ce  of geo lo g ica l ly  favorab le 
terrain. Th is bill is one of severa l th ings the leg is lature can do to 
re inforce the d ist inct ion be tw een  A laska and the the lower 48, 
address the issue of foreign compet it ion and en cou rage  further 
inves tm ent in our m in ing  industry.

C S H B  498 proposes a m ean ing fu l and reasonab ly  attractive eco nom ic  
in cen t iv e  that w ill he lp offset real and p e rc e iv e d  p rob lem s fac ing 
exp loration here and send a c lea r m essage to the world that 
A laska is a good p lace to do bus iness .



ALASKA MINERS ASSOCIATION, INC.
501 W. Northern Lights Blvd.. Suite 203, Anchorage. Alaska 99503 FAX: (907) 279-/997 Telephone: (907) 276-034

H o n o r a b l e  R o n  L a r s o n A p r i l  4, 1994
H o n o r a b l e  E i l e e n  M a c L e a n  
C o - C h a i r m e n
H o u s 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  
J u n e a u ,  AK 99811

RE: CSHB-498,  E x p l o r a t i o n  I n c e n t i v e s

D e a r  R e p r e s e n t a t i v e s  L a r s o n  a n d  M a c L e a n ,

T h e  A l a s k a  M i n e r s  A s s o c i a t i o n  w i s h e s  t o  g o  o n  r e c o r d  i n  s u p p o r t  o f  t h e  C o m m i t t e e  
S u b s t i t u t e  f o r  H o u s e  B i l l  498 w h i c h  p r o v i d e s  f i n a n c i a l  i n c e n t i v e s  f o r  c o m p a n i e s  
a n d  i n d i v i d u a l s  t o  e x p l o r e  f o r  a n d  d e v e l o p  m i n e r a l  d e p o s i t s  i n  t h e  s t a t e .  T h i s  
i s  a n  i m p o r t a n t  b i l l  t h a t  w i l l  e n c o u r a g e  b o t h  t h e  s m a l l  p r o s p e c t o r  a s  w e l l  a s  
l a r g e  i n t e r n a t i o n a l  m i n i n g  c o m p a n i e s  t o  i n v e s t  h e r e  i n  A l a s k a .

Tn a d d i t i o n  t o  b e i n g  a n  e n c o u r a g e m e n t  t o  i n v e s t ,  CSHB-498 a l s o  i n s u r e s  t h a t  t h e  
< ^ t a t e  a n d  t h e  r e s t  o f  t h e  i n d u s t r y  w i l l  h a v e  a c c e s s  t o  t h e  d a t a  g e n e r a t e d .  T h i s  
L i l l  r e q u i r e s  t h a t  t h e  c o m p a n y  w i s h i n g  t o  r e c e i v e  t h e  i n c e n t i v e  c r e d i t  d o c u m e n t  
t h e  e x p e n d i t u r e s  i t  h a s  m a d e  a n d  p r o v i d e  t h e  S t a t e  D i v i s i o n  o f  G e o l o g i c  & 
G e o p h y s i c a l  S u r v e y s  w i t h  d r i l l  c o r e ,  d r i l l  c u t t i n g s ,  s a m p l e  a n a l y s i s ,  e t c .  T h i s  
c a n  b e  a  t r e m e n d o u s  h e l p  f o r  o t h e r  c o m p a n i e s  a s  t h e y  s e a r c h  f o r  m i n e r a l s .  
W i t h o u t  t h i s  p r o v i s i o n  t h e  d a t a  w o u l d  r e m a i n  p r o p r i e t a r y  a n d  w o u l d  n o t  b e  
a v a i l a b l e  t o  t h e  i n d u s t r y  a s  a  w h o l e .

O n e  i m p o r t a n t  a s p e c t  o f  t h e  b i l l  i s  t h a t  a  c o m p a n y  c a n  a s s i g n  t h e i r  e x p l o r a t i o n  
c r e d i t  t o  a n o t h e r  c o m p a n y  t h a t  may  b e c o m e  t h e  o w n e r  o f  t h e  p r o j e c t  a t  a  l a t e r  
d a t e .  T h i s  c a n  b e c o m e  v e r y  i m p o r t a n t  w h e n  d e v e l o p i n g  f i n a n c i n g  f o r  a  m i n e r a l  
p r o j e c t .  A c o m p a n y  t h a t  m a y  o t h e r w i s e  n o t  i n v e s t  c a n  b e  e n c o u r a g e d  i f  t h e y  k n ow  
t h e y  c a n  a s s i g n  t h e i r  e x p e n u r t u r e s , i f  f o r  e x a m p l e  t h e y  a r e  n o t  a b l e  t o  c o n t i n u e  
i n  t h e  p r o j e c t  d u e  t o  o t h e r  u n - r e l a t e d  f i n a n c i a l  r e a s o n s .  I f  t h e y  c a n  a s s i g n  
t h e i r  c r e d i t s  t o  t h e  n e x t  c o m p a n y  t o  b u y  i n t o  t h e  p r o j e e r ,  t h e y  c a n  r e c o v e r  s o m e  
o f  t h e i r  e x p e n d i t u r e s .  T h e  b o t t o m  l i n e  i s  t h a t  m o r e  e x p l o r a t i o n  w i l l  r e s u l t  a n d  
m o r e  m i n e r a l  d e p o s i t s  w i l l  l i k e l y  b e  d i s c o v e r e d  t h a t  c a n  p r o v i d e  j o b s ,  f a c i l i t i e s  
t h a t  i n c r e a s e  t h e  l o c a l  t a x  b a s e ,  a n d  u l t i m a t e l y  c o m p a n y  p r o f i t s  t h a t  c a n  t h e n  
b e  t a x e d  b y  t h e  s t a t e .

CSHB-498 c o m e s  a t  a n  I m p o r t a n t  t i m e  f o r  e n c o u r a g i n g  t h e  m i n e r a l  i n v e s t m e n t  i n  
A l a s k a .  T h e r e  i s  now  a  m a s s  e x o d u s  o f  e x p l o r a t i o n  f u n d s  a w a y  f r o m  f e d e r a l  l a n d s  
t h r o u g h o u t  t h e  w e s t e r n  U . S .  T h i s  i s  d u e  p r i m a r i l y  t o  t h e  i n c r e a s i n g l y  o p p r e s s i v e  
r e g u l a t o r y  c l i m a t e  i n  t h e  U . S .  a n d  t o  t h e  e f f o r t s  t o  c h a n g e  t h e  f e d e r a l  m i n i n g  
l a w .  A l a s k a  c a n n o t  c o r r e c t  a l l  o f  t h e s e  p r o b l e m s  b u t  A l a s k a  c a n  a d d  t h e  
e x p l o r a t i o n  i n c e n t i v e  o f  t h i s  b i l l  t o  e n c  i r a g e  i n v e s t m e n t .  CSHB-498 w i l l  s e n d  
t h e  m e s s a g e  t o  t h e  i n t e r n a t i o n a l  m i n i n g  i n d u s t r y  t h a t  A l a s k a  i s  s e e k i n g  t o  
i m p r o v e  t h e  i n v e s t m e n t  c l i m a t e .  T h i s  b i l l  i s  o n e  m o r e  i n d i c a t i o n  t h a t  A l a s k a  i s  
w o r k i n g  t o  e n c o u r a g e  m i n e r a l  d e v e l o p m e n t .

I f  y o u  h a v e  a n y  q u e s t i o n s  r e g a r d i n g  t h i s  b i l l  p l e a s e  c o n t a c t  me .

S i r t c e r e l y

Steven C. BoreTiT P-E 
Executive Director

cc : R e p r e s e n ta t iv e  F o s te r
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OinECTOflSW.ii ABBOT fro- ».na».~;;r.Sr.aion 5. *.-.«nic- Er-#su JaUi J Aic-an: - iar.i*iMilk BcClCIR<vi i Sur.ocp ĵ rjic j 3oc;rCrnr 3ufO*nTrwiraj Cjs*:.Ur_-/r. C.-co.f"-if.-/ Dinitii Lt'am* L Orff C. Ocf»-*m*i i OfowPsuu P Soiirv Coniio S .-cilcwri RiC.1«S foil#'Sccft 'jorJini- V»a 3. "Mv Afv.-e noil jan/iAUn E. .-isiurxjj Rooa-t S -unimi. -•.Mean R. inn"

- .  ■Kfiios WilUfl*.— .-rOCprf .Vo<T-ar Irvjfvr..on- * «<ni*v .»*:* -rJini.-O Afayftr .rwiiRooa." w Loasciri a. Aov L.oni Can h Marrs ro«*ia fAcV/.ikac-.:Xa/*nc* •Roo’.v* Vi.e:■; -I S*ucr..onn A •fcfman wiieuf O 3'ian /sm.* PlfBom ktnr.aifi c Prary.ii.-i* . j*n P.iiiltoi '•main R Pom* iaroafi Ron Sl*on*oM R»nno*r9 ;onn A.A*m*Dan Rowi*y 'Jic'9* R. Scnnic OryrJ J. Snauo rtamncn ■H*nry‘ Sonngtf 3.8 51PM Soon §. Thomoion 
8*nv 0. Thomson lm wafanam j C. VmgUki <3*ctqt P. Wucien
-tONORARY DIRECTOR*Pna R, HoMawom WJEam R. Wood
exomcio hemwrs Sonaiy TaoSMvam Sanaiar PfarR MunowM

R D C  1 e s t i m c n y  o n  C S H B  4 9 S  A p r i l  1 3 ,  1 9 9 4 :

The Resource Development Council suppers CSHB 498: "An act 
providing for exploration credits for activities involving Iccatabie and 
leasable minerals and oca! deposits.'

The Resource Development Council is a non-profit, membership funded 
organization made up of Individuals, business associations, labor 
unions, Native corporations and local governments. R D C ’s purpose is to 
encourage a strong, diversified resource development sector in Alaska 
and expand the state's economic base.

This bill is important because it encourages investments, ensures that the 
state and the rest cf the industry will have access to the data generated, 
and allows companies to assign their exploration credit to another 
company that may become the owner of the project at a later cate.

Few mineral deposits are economical and it Is net possible to know 
where these deposits are until they are discovered and evaluated by 
firms willing to take the very high risk involved. It's important to provide 
incentives so exploration wiil be undertaken.

The issue cf multiple use is central to the future of mining in Alaska.
State lands should be managed for multiple use and not restricted to 
limited uses in certain areas. Approximately 60% of Alaska is already 
closed to mineral entry or any other form of development. The lands 
originally selected by the State were often chosen for resource 
development and nothing shouid be done to compromise this objective 
With the amount of land already protected in ccnser/ation units all 
around Alaska, it is reasonable and realistic to ailcw and promote 
mineral exploration on paresis of land remaining in productive status.

It's important for the State to provide economic incentives for mining 
activities. Mining is a vital resource activity in Alaska, and the economic 
driving force for many Individuals and communities. The local prospector, 
mining companies and lending institutions need to be re-assured that the 
State of Alaska supports mining and minerals development.

Thank you for the opportunity to submit comments on C S H B  498.



IN THE LEGISLATURE OF THE STATE OF ALASKA 

EIGHTEENTH LEGISLATURE - SECOND SESSION 

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

O f f e r e d :  4/14/94

R e f e r r e d :  F in a n c e

S p o n s o r ( s ) :  S E N A T E  R E S O U R C E S  C O M M I T T E E

8-LS1872\E

CS FOR SENATE BILL NO. 371 (RES)

A BILL

FOR AN ACT ENTITLED

1 "An Act providing for exploration incentive credits for activities involving locatablc

2 and leasable minerals and coal deposits on certain land in the state; and

3 providing for an effective date."

4 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

5 * Section 1. AS 27 is amended by adding a new chapter to read:
6 CHAPTER 30. EXPLORATION INCENTIVE CREDITS.
7 Sec. 27.30.010. EXPLORATION INCENTIVE CREDITS AUTHORIZED.
8 (a) Unless otherwise provided by law, the commissioner shall grant to a qualified
9 applicant an exploration incentive credit for each of the following activities performed

10 on or for the benefit of land in the state for the purpose of determining the existence,
11 location, extent, or quality of a locatable or leasable mineral or coal deposit, regardless
12 of whether the land is state-owned land:
13 (1) surveying by geophysical or geochemical methods;
14 (2) drilling exploration holes;

SB0371b -I- CSSB 371(RES)
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(3) conducting underground exploration; or
(4) performing other exploratory work, including aerial photographs, 

geological and geophysical logging, and sample analysis, for the purpose of 
determining the existence, location, extent, or quality of the deposit.

(b) An exploration incentive credit granted under (a) of this section may be
(1) applied, at the discretion of the qualified applicant and subject to 

the limit of AS 27.30.020, against
(A) taxes payable under AS 43.20 and AS 43.65; and
(B) mineral production royalty payments due the state under

AS 38.05.135 - 38.05.175; and
(2) carried forward to a subsequent tax year or payment period, except 

as limited by AS 27.30.030.
(c) An exploration inccr've credit shall be granted under (a) of this section 

to a qualified applicant if the qualified applicant provides the commissioner satisfactory 
documentation of exploration activity conducted and of the direct labor costs and other 
eligible costs incurred to complete the work described i; (a) of this section. For 
purposes of this subsection, "satisfactory documentation of exploration activity" 
includes, where applicable,

(1) a representative skeleton core for each hole cored or a 
representative set of cuttings for each hole rotary drilled;

(2) chemical analytical data and noninterpretive geophysical data;
(3) aerial photographs or a topographic or geologic map showing the 

location of the drill holes, sample locations, or the other exploration activities 
undertaken; if the locations are shown on a map, the map must have a scale of not less 
than one inch to the mile showing reference to a recognized coordinate system; and

(4) a cost breakdown showing amounts claimed by the applicant as an 
exploration incentive under this subsection.

(d) Data provided to the commissioner under (c)(2) of this section shall be 
kept confidential for 36 months after receipt by the commissioner.

Sec. 27.30.020. LIMIT ON CREDITS. The amount of exploration incentive 
credits for each parcel or site may not exceed the lesser of
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1 (1) 50 percent of the combined amount payable by the qualified
2 applicant as taxes under AS 43.20 and AS 43.65 and as mineral production royalty
3 payments due l ider AS 38.05.135 - 38.05.175 for production from the parcel or site
4 on which the exploration activity occurred; or
5 (2) v'idi reference to activities that qualify for an exploration incentive
6 credit that occur on the parcel or site on which the exploration activity occurred,
7 (A) 60 percent of direct labor costs, including the cost of
8 benefit:;, incurred by the applicant for employees directly associated with work
9 described in AS 27.30.010(a)(1) - (4) who are residents; and
10 (B) 50 percent of
11 (i) direct labor costs, including the cost of benefits,
12 incurred by the applicant for employees directly associated with work
13 described in AS 27.30.010(a)(1) - (4) who are not residents; and
14 (ii) other eligible costs.
15 Sec. 27.30.030. USE OF CREDIT. An exploration incentive credit
16 (1) must be used within 15 years after it is extended under

^  17 AS 27.30.010; and
18 (2) may, for the purposes described in AS 27.30.010(b), be assigned
19 by the qualified applicant to the applicant’s successor in interest for the site at which
20 the exploration activities occur if the successor in interest is a qualified applicant.
21 Sec. 27.30.040. RELATIONSHIP TO OTHER FUNDS. Amounts due the
22 permanent fund under AS 37.13.010 and the public school trust fund under
23 AS 37.14.150 shall be calculated before the application of a credit extended under
24 AS 27.30.010.
25 Sec. 27.30.050. REGULATIONS. The commissioner may adopt regulations
26 necessary to implement this chapter.
27 Sec. 27.30.090. DEFINITIONS. In this chapter,
28 (1) "geochemical methods" means soil, rock, vegetation, and similar
29 samples collected and their chemical analyses;
30 (2) "geophysical methods" means all geophysical data gathering
31 methods used in minerals exploration, including seismic, gravity, magnetic, and
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electromagnetic measurements;
(3) "other eligible costs" means the costs incurred for activities in direct 

support of exploration activity conducted for the purpose of determining the existence, 
location, extent, or quality of a mineral or coal deposit; the term

(A) includes the cost of renting or leasing equipment from 
parties not affiliated with the applicant, the reasonable costs of maintaining and 
operating equipment, payments to consultants and independent contractors not 
affiliated with the applicant, and costs of materials and supplies;

(B) does not include noncash expenses such as depreciation and 
reserves, interest or other costs of borrowed funds, return on investment, 
overhead, insurance or bond premiums, or any other expense that is 
unreasonable or that the applicant has not incurred to complete work described 
in AS 27.30.010(a)(1) - (4);

(4) "qualified applicant" means
(A) a natural person who is at least 18 years of age;
(B) a partnership qualified to do business in the state;
(C) a corporation qualified to do business in the state;
(D) a limited liability company qualified to do business in the

state;
(E) a legal guardian or trustee of a qualified natural person 

described in (A) of this paragraph; or
(F) any association of persons listed in (A) - (E) of this

paragraph;
(5) "resident" means a person who establishes residency under

AS 01.10.055.
* Sec. 2. AS 38.05.135(a) is amended to read:

(a) Except as otherwise provided, valuable mineral deposits in land belonging 
to the state shall be open to exploration, development, and the extraction of minerals. 
All land, together with tide, submerged, or shorcland, to which the state holds title to 
or to which the state may become entitled, may be obtained by permit or lease for the 
purpose of exploration, development, and the extraction of minerals! Except as
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specifically limited by AS 38.05.135 - 38.05.181, land may be withheld from lease 
application on a first-come, first-served basis, and offered only on a competitive bid 
basis when determined by the commissioner to be in the best interests of the state. 
When authorized by AS 27.30.010, the commissioner shall allow an exploration 
incentive credit for activities undertaken to determine the existence, location, 
extent, or duality of a locatablc or leasable mineral or coal deposit and in [IN]
unproven areas the commissioner may offer additional incentives, including a reduction
of royalty to a minimum of five percent in the case of oil and gas, and other terms in 
and granting permit or lease for exploration and development whenever it appears to 
be in the best interests of the state to do so.

* Sec. 3. AS 38.05.212(b) is amended to read:
(b) The production royalty

(1) is three percent of net income as determined under AS 43.65; and
(2) is subject to the exploration incentive credit authorized by

AS 27.30.
* Sec. 4. AS 43.20 is amended by adding a new section to read:

Sec. 43.20.044. EXPLORATION INCENTIVE CREDIT. A taxpayer may 
apply as a credit against the tax levied under this chapter the exploration incentive 
credit authorized by AS 27.30.

* Sec. 5. AS 43.65.020(a) is amended to read:
(a) A person subject to tax under this chapter shall make a return staling 

specifically the items of gross income from the property, including royalty received 
and the deductions and credits allowed by this chapter and the exploration incentive 
credit authorized hv AS 27.30. and other information for carrying out this chapter 
that the department prescribes. The return must show the mining license number and 
must be signed by the taxpayer or an authorized agent of the taxpayer, under penalty 
of unsworn falsification. If receivers, trustees, or assigns arc operating the property 
or business, they shall make returns for the person engaged in mining, or the recipient 
of royalty in connection with mining property. The tax due on the basis of the returns 
shall be collected in the same manner as if collected from the person of whose 
business they have custody and control.
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* Sec. 6. This Act is retroactive to January 1, 1994, and applies to activities that qualify 
for the exploration incentive credit authorized by AS 27.30 that are undertaken after 
December 31, 1993.

* Sec. 7. This Act takes effect immediately under AS 01.10.070(c).
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CS FOR HOUSE BILL NO. 505(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

EIGHTEENTH LEGISLATURE - SECOND SESSION

BY THE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A BILL 

FOR AN ACT ENTITLED 

"An Act making appropriations to the constitutional budget reserve fund 

established under art. IX, sec. 17, Constitution of the State of Alaska; making 

an appropriation to the Department of Education for support of kindergarten, 

primary, and secondary education and community schools programs and for school 

construction debt retirement; amending certain appropriations for education 

programs and school construction debt retirement for fiscal year 1994 and for 

educational facilities maintenance and construction; making appropriations from the 

constitutional budget reserve fund under art. IX, sec. 17(c), Constitution of the 

State of Alaska; and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. FINDINGS AND INTENT, (a) Following ratification by the voters, art. LX, 
sec. 17, of the Constitution of the State of Alaska, took effect on January 2, 1991. This
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(1) created a constitutional budget reserve fund:
(2) required that the proceeds of certain tax and mineral revenue disputes be 

deposited into that fund; and
(3) established limitadons on the legislature’s ability to appropriate money 

from that fund.
(b) That amendment dedicates to the consutudonal budget reserve fund money from 

mineral lease bonuses, rentals, royalties, royalty sale proceeds, federal mineral revenue sharing 
payments or bonuses, and taxes imposed on mineral income, producrion, or property received 
by the state after July 1, 1990," as a result of the termination, through settlement or otherwise, 
of an administrative proceeding or of lirigation in a State or federal court."

(c) Following the rarification of the budget reserve amendment, the Department of 
Revenue requested that the attorney general determine whether the term "administrative 
proceeding" in an. IX, sec. 17, of the Constitution of the State of Alaska, applied to informal 
conferences and audits or only to formal hearings. On April 24, 1992, the attorney general 
issued a formal opinion concluding that informal conferences do not constitute "administrative 
proceedings" for the purposes of an. IX, sec. 17, of the Constitution of the State of Alaska. 
The attorney general reasoned that sec. 17 applied to administrative actions that were similar 
to litigation, such as the formal hearings held by the Department of Revenue. The opinion 
concluded that informal conferences held for purposes of discussion and negotiation "fall 
outside the ambit of the common understanding of litigation or legal contests."

(d) Since July I, 1990, the state has engaged in several formal administrative hearings 
and judicial proceedings to resolve oil and gas tax and mineral royalty disputes. Revenue 
from the termination of these disputes has been deposited into the constitutional budget reserve 
fund. During this period, the state also received oil and gas or mineral tax revenue from audit 
assessments in the informal conference phase. In conformance with the April 24, 1992, 
opinion of the attorney general, the Department of Revenue deposited in the general fund all 
revenue resulting from settlement of informal tax conferences.

(e) The money in the general fund was available for appropriation by the legislature 
and would be applied as necessary to meet any fiscal need. ĵ Thus, in fiscal year 1992, 
accounting conventions show that the amounts collected from informal conferences in fiscal

amendment
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years 1991 and 1992 were used to cover the fiscal year 1992 general fund deficit. Had that 
money not been available, the amount transferred into the general fund from the statutory 
budget reserve fund (AS 37.05.540) would have been significantly increased"̂

(f) In passing the appropriation bills in 1993, the legislature authorized the expenditure 
of anticipated revenue in the general fund, including amounts deposited in that fund as a resuit 
of settlement of informal tax conferences. At the time the legislature passed those 
appropriations for fiscal year L994, revenue forecasts showed a surplus in the general fund. 
However, due to the unanticipated decrease in state revenue, the state treasury has less money 
than was anticipated at the time that the legislature made its appropriations in 1993. Because 
of this shortfall, any anticipated surplus representing settlements of informal tax conferences, 
and amounts received from informal tax conference settlements occurring after July 1, 1994, 
must be expended to fully fund the capital and operation appropriations enacted in 1993.

(g) On July 12, 1993, the senate majority filed suit challenging the Department of 
Revenue action of depositing into the general fund revenue resulting from informal tax 
conferences. Halford v. Hickel, (3AN-93-6297 Cl). On July 27, 1993, former Governor Steve 
Cowper filed a similar complaint captioned Cowper v. Hickel (3AN-93-6848 Cl). The cases 
were consolidated.

(h) On November 19, 1993, the court issued its decision which concluded that an. IX, 
sec. 17, of the state constitution applied to informal tax conferences. On November 29, 1993, 
the state presented evidence that retroactive application of the coun’s ruling, requiring transfer 
of over 5940,000,000 from the general fund, would disrupt state finances and put at risk the 
justifiable reliance interest of Alaskans and municipalities throughout the state.

(i) The superior coun dismissed the state's request that the ruling be applied 
prospectively only. The coun found the evidence of hardship "very compelling," but noted 
that the hardship could be relieved if the legislature reappropriated the money for fiscal year 
1994. The court ordered th governor to fully restore the constitutional budget reserve fund 
with interest and to comply with its decision by the end of the 1994 legislative session. The 
superior court noted "it is not clear that the Governor could legally remove the improperly 
placed funds from the general fund [to the Budget Reserve Fund] without an appropriation 
authorizing it."

(j) Following appeal to the Alaska Supreme Coun, the coun determined that all

' WGRX DRAFT WORK DRAJ7 WORK 2RAFT
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income chai resulted from the settlement or other termination of informal administrative 
proceedings involving certain taxes since July 1, 1990, should have been deposited into the 
budget reserve fund created by an. [X, sec. 17, of the Constitution of the State of Alaska.

(k) The Alaska Supreme Coun ordered the governor to restore the constitutional 
budget reserve fund, with interest from the date of receipt by the state of money described in 
(j) of this section.

(1) The amount required to restore the constitutional budget reserve fund consistent 
with judicial interpretation is 5945,636,778.27, plus intirest that would have been earned upon 
investment of this money, calculated from the date of receipt by the state.

(m) As of Febntary 1994, there was not sufficient unappropriated or unrestricted 
money in the general fund to allow the governor to unilaterally transfer the money needed to 
fully restore the constimtional budget reserve fund.

(n) It is the intent of the legislature that the order of the Alaska Supreme Coun be 
complied with by an appropriation from the general fund to the constitutional budget reserve 
fund, retroactive to July 1, 1993, of the principal and interest that should have been deposited 
into that budget reserve fund. This appropriation will restore all money to the constitutional 
budget reserve fund that should have been deposited there since July 1, 1990, under the 
provisions of art. IX, sec. 17, of the Constitution of the State of Alaska.

* Sec. 2. The sum of 5945,636,778.27 is appropriated from the general fund to the budget 
reserve fund established by art. IX, sec. 17, Constitution of the State of Alaska, to comply 
with the judgment in Hickel v. Halford (Supreme Coun No. S-6124/6134) (Alaska Jan. 27, 
1994).

* Sec. 3. An amount equal to the interest that would have been earned on money received 
by the state after June I, 1990, as a result of termination through settlement or otherwise of 
an informal administrative proceeding involving taxes imposed on mineral income, production, 
or property, and subsequently deposited in the general fund, is appropriated from the general 
fund to the budget reserve fund established by art. IX, sec. 17, Constitution of the State of 
Alaska, to comply with the judgment in Hickel v. Halford (Supreme Court No. S-6124/6134) 
(Alaska Jan. 27, 1994).

* Sec. 4. (a) The sum of $696,357,088 is appropriated from the constitutional budget 
reserve fund and from other funds in the amounts listed to the Department of Education for
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I the purposes expressed and allocated in the amounts listed for operating expenditures for the
2 fiscal year ending June 30, 1995:
3 FUND SOURCE AMOUNT
4 Budget reserve fund (an. IX, sec. 17,
5 Constitution of the State of Alaska) $635,149,688
6 General fund/mental health trust income account
7 (AS 37.14.011) 7,916,600
8 Public school trust fund (AS 37.14.110) 6,816,600
9 School fund (AS 43.50.140) 2,668,100

10 P.L. 81-874 21,806,100
11 Federal receipts other than
12 P.L. 81-874 22,000,000

13 PURPOSE ALLOCATION AMOUNT

14 Foundation program $629,938,000

15 Child nutrition/student lunch program 22,000,000

16 Cigarette tax distribution 2,668,100
17 Tuition students 1,887,600

18 Boarding home grants 355,000

19 Youth in detention 800,000

20 Pupil transponation ' 31,638,148
21 Schools for the handicapped 3,277,500
t'} Community schools 600,000

23 Additional district suppon 3,192,740.
24 (b) The amount allocated under (a) of this section for additional district support is
25 further allocated to the following school districts in the amounts listed:
26 SCHOOL DISTRICT ALLOCATION AMOUNT
27 Annette Island School District $166,530

28 Cordova School District 217,160
29 Craig City School District 151,890
30 Dillingham City School District 250,100
31 Galena City School District 156,160
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Hoonan City School District 126,270
Hydaburg City School District 102,480
Kake City School District 136,640
Kashunamiut School District 206,180
Klawock City School District 158,600
Nenana City School District 164,090
Nome City School District 264,740
Pelican City School District 56,730
Petersburg City School District 199,470
St. Mary’s School District 119,560
Skagway City School District 115,290
Tanana City School District 122,000
Unalaska City School District 200,690
Wrangell City School District 151,890
Yakutat City School District 126,270.

* Sec. 5. (a) The sum of $103,345,252 is appropriated from the budget reserve fund (an. 
IX, sec. 17, Constitution of the State of Alaska) to the Alaska debt retirement fund 
(AS 37.15.011)

(b) The sum of $103,345,252 is appropriated from the Alaska debt retirement fund 
(AS 37.15.011) to the Department of Education for state aid for costs of school construction 
under AS 14.11.100.

* Sec. 6. (a) Section 1(a), ch. 5, SLA 1993, is amended to read:
Section 1. (a) The sum of $674,531,870 is appropriated from the

constitutional budget reserve [GENERALI fund and from other funds in the amounts 
listed to the Depanmcnt of Education for the purposes expressed and allocated in the 
amounts listed for operating expenditures for the fiscal year ending June 30, 1994: 

FUND SOURCE AMOUNT
Budget reserve fund (art. IX, sec. 17,

Constitution of the State of Alaska)
[GENERAL FUND] $615,783,070

General fund/mental health trust income account
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(AS 37.14.011) 7,489,700
Public school trust fund (AS 37.14.110) 8,452,700
School fund (AS 43.50.140) 2,721,000
Interagency receipts 100,000
P.L. 81-874 21,885,400
Federal receipts other than 

P.L. 81-874 18,100,000.
PURPOSE ALLOCATION AMOUNT

Foundation program 5615,723,100
Child nutridon/student lunch program 18,100,000
Cigarette tax distribution 2,721,000
Tuition students 2,012,600
Boarding home grants - 230,000
Youth in detenuon 800,000
Schools for the handicapped 3,077,500
Pupil transportation 28,975,900
Community schools 600,000
Additional district support 2,291,770.

(b) Section 2(a), ch. 5, SLA 1993, is amended to read:
Sec. 2. (a) The sum of 599,795,200 is appropriated from the budget reserve 

[GENERAL] fund (art. IX, sec. 17. Constitution of the State of Alaska) to the 
Alaska debt retirement fund (AS 37.15.011).

* Sec. 7. (a) Section 38, ch. 65, SLA 1993, page 14, line 27, is amended to read:
APPROPRIATION GENERAL OTHER 

ITEMS FUND FUNDS
Additional district support 1,066,300 [ 1,066,300] 1.066300

(b) The appropriation made by sec. 38, ch. 65, SLA 1993, page 14, line 27, 
as amended by (a) of this section, is funded from the budget reserve fund (an. IX, 
sec. 17, Constitution of the State of Alaska).

* Sec. 8. Section I, ch. 83, SLA 1993, is amended to read:
Section 1. Contingent upon the establishment of an educational facilities
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maintenance and construction fund by the Eighteenth Alaska State Legislature, the sum 
of 5192,408,894 is appropriated from the budget reserve [GENERAL] fund (art. IX. 
sec. 17, Constitution of the State of Alaska) to the educational facilities maintenance 
and construction fund (AS 37.16.010).

* Sec. 9. The appropriations from the constitutional budget reserve fund (an. EX', sec. 17, 
Constitution of the State of Alaska) contained in this Act are made under an. IX, sec. 17(c),
Constitution of the State of Alaska.

* Sec. 10. Sections 1 - 3, 6, 7, and 9 of this Act are retroactive to July 1, 1993.
* Sec. 11. Section 8 of this Act is retroactive to July 17, 1993.
* Sec. 12. Sections 1 - 3 and 6 - 11 of this Act take effect immediately under 

AS 01.10.070(c).
* Sec. 13. Sections 4 and 5 of this Act take effect July 1, 1994.
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