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CSHB 651 by Cato (House Transportation) creates the "Alaska Marine 

Transportation Authority". The authority would be a public corporation 

of the' state.

The "Authority" would consist of 8 directors. Seven of these would 

be appointed by the Govenor, subject to confirmation by the Legislature. 

The 8th director would be the Commissioner of DOTPF, and would be a non 

voting ex oficio member.

Not including ARCC, there are six government corporations in 

Alaska, the Municipal Bond Bank Authority, ASHA, AHFC, AIDA CFA3 and the 

APA. All of these public corporations were originally created for 

specific purposes related to financing.

A  recent report done for the Legislative Budget and Audit Corrraittee 

by the Institute of Public Administration entitled Alaska's Public 

Corporations a Framework for Assessement, January 1982, says the new 

debt to be issued by Alaska's six public coprporations during 1982 will 

exceed $1.0 billion.

Bob

CSHB 651 and CSHB 654, Rough 'Notes Subject to Change
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This is mare than the total general obligation (voter approved) 

debt of the entire state issued since statehood. The G.O debt as of 

6/30/80 was $1.1 billion.

■
Technically, bonds or debt" -inCuinreS by a public corporation are not 

guaranteed by the state. The debt is, for the most part, revenue bonds. 

But, to quote the LBA report,

"Nevertheless, history has proven that should the repayment of

any of these bonds run into difficulty, it is indeed the state

government that would be held responsible by the bond market."

The Authority created under CSHB 651 will not, and in fact cannot

incur debt. However, that is one of the primary reasons to create an 

authority. The other is to make it autonomous or insulate it from the 

normal bureacracy.

CSHB 651 accomplishes only the second point. The bill seperates 

the Divsion of Marine Highways from the DOTPF, but does not give it the 

normal pcwer of an Authority.

Rep. Cato's office maintains that the Divsion of Marine 

Transportation is not- responsive to the publics needs, and that it needs 

to be seperated from DOTPF. However, an Authority is mare insulated

from the public than a Division, and certainly more immune to public

pressure. Going back to the LBA report it states,



"...important development decisions (especially distribution and 

pricing of transporation, energy, housing and industrial 

capitalization) could become-seperated from legitimate political 

institutions based on votWjsupport." *

> ■ - ■
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In other words, an Authority may become less responsive to public 

pressure than the Divsion of Marine Highways.

Although the Marine Highway Authority does not have the power to 

sell bonds it does have considerable power in other regards. One power 

of particular interest is contained in AS 19.70.050 (9) which allows the 

Authority to establish rates and tariffs.

Right now the Division of Marine Transportation operates under a 

generally agreed upon rule that the Legislature will subsidize about 50% 

of the operating costs through general fund appropriations. The rest of 

the funds come frcm program receipts. Under CSHB 651 the directors of 

the authority can unilaterally change this policy, although the 

Authority is subject to the Executive Budget Act.

To conclude, the Authority created under CSHB 651 does not have the 

power to incur debt, which is normally one reason to create an 

authority. Also, it may actually exacerbate the problem of public 

accountability, by insulating the Authority from the no -mal political 

process.



Regarding CSHB 654, as mentioned, the Commissioner of DOTPF would 

be an ex oficio Director of the Authority. Under provisions of CSHB 

654, a companion bill by the sponsor, .the Comrdsioner of DOTPF would not

be appointed by the Govenor,' ̂ v £ ;iather by a "Board of Transportation.
T & i - r  2 .
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The meirt'jers of the Board of Transportation would be appointed by 

the Govenor subject to approval by the legislature. They in turn would 

choose the Commissioner. The Conmisioner would not have to be approved 

by the Legislature.

Hence, under CSHB 651 you would have an 8 member Authority making 

decisions relating to Marine Highways with one member, the Commissioner 

appointed by a seven member board which oversees the Department. And, 

the Board under AS 44.42.021(b)(11) of CSHB 654 must,

"supervise and maintain all state ... vessels"

DOTPF maintains that CSHB 654 will create another layer of 

bureacracy, and when combined with CSHB 651 it becomes confusing and 

there is an overlap of responsibility.



CREATING BOARD AT THE HEAD OF 
THE DEPARTMENT OF TRANSPORTATION AND PUBLIC FACILITIES

HB 654

T h i s  p r o p o s e d  b i l l  w o u l d  c r e a t e  a D O T  Board. T h i s  b i l l ,  

if p a s s e d ,  m i g h t  b e  the o n l y  m e t h o d  p o s s i b l e  to m a k e  t h e  D O T  

f u n c t i o n  e f f i c i e n t l y .  C u r r e n t l y  the d i r e c t i o n s  to t h e  D O T  

c o m e  from the G o v e r n o r ,  t h e  A d m i n s t r a t i o n ,  t h e  L e g i s l a t u r e ,  

t h e  four D e p u t y  C o m m i s s i o n e r s  at t h e  D O T  H e a d q u a r t e r s ,  a n d  

t h e  s e v e r a l  D i r e c t o r s  w i t h i n  e a c h  region.

T h e  w o r k e r s ,  t h e  f e w  t h a t  a x e  left, r e c e i v e  t h e s e  v a r i o u s  

d i r e c t i o n s  w h i c h  a r e  u s u a l l y  c o n f l i c t i n g  add at Odds;.tiith o n e  

a n o t h e r ,  and the p r e d i c t a b l e  r e s u l t  is t h a t  p r o d u c t i o n  a n d  m o r a l e  

a r e  e x t r e m e l y  low.

A l m o s t  all of t h e  o t h e r  S t a t e s  h a v e  g o n e  to a B o a r d  o f  

C o m m i s s i o n e r s  d u e  t o  the v e r y  same p r o b l e m s  t h a t  a r e  c u r r e n t l y  

c o n f r o n t i n g  the S t a t e  of A l a s k a  DOT. O t h e r  S t a t e s  h a v e  f o u n d  

t h a t  an u n s a l a r i e d  B o a r d  of C o m m i s s i o n e r s  is the s o l e  b o d y  t h a t  

f i l t e r s  the directions f r o m  the A d m i n s t r a t i o n ,  the L e g i s l a t u r e ,  

a nd o t h e r  i n t e r e s t e d  a g e n c i e s ,  a n d  g i v e s  a u n i f i e d  s i n g l e  

d i r e c t i o n  to the D O T  o r g a n i z a t i o n .  T h i s  has g e n e r a l l y  r e s u l t e d  

in a s table l o n g - r a n g e  p r o g r a m  w i t h o u t  c o n s t a n t l y  j u g g l i n g  

p r i o r i t i e s .

You m a y  c o n s i d e r  r e q u i r i n g  the a p p o i n t m e n t  of m e m b e r s  t o  

r e p r e s e n t  b o t h  m a j o r  p o l i t i c a l  p a r t i e s  e q u a l l y  w i t h  o n e  i n d e p e n d e n t  

m e m b e r ,  so that all m a j o r  p o l i t i c a l  f a c t i o n s  w o u l d  be r e p r e s e n t e d  

r e g a r d l e s s  of w h o  o c c u p i e s  the G o v e r n o r ' s  mansi o n .



T h e  c u r r e n t  D O T  is n o t  and h a s  n o t  f u n c t i o n e d  e f f e c t i v e l y  

s i n c e  its i n c e p t i o n  in 1977. S i n c e  t h a t  time, t h e r e  i s  $ 5 0 , 0 0 0 , 0 0 0  

in F e d e r a l  H i g h w a y  f u n d s  t h a t  s h o u l d  h a v e  b e e n  s p e n t  t o  u p g r a d e  t h e  

e x i s t i n g  t r a n s p o r t a t i o n  s y s t e m  in the State. I n s t e a d ,  t h e  m o n e y  

is on the F e d e r a l  A i d  b o o k s  and it w i l l  s o o n  b e  l o s t  t o  t h e  S t a t e .  

E v e n  if the m o n e y  is o b l i g a t e d  b y  s o m e  m i r a c l e  in t h e  n e a r  f u t u r e ,  

i n f l a t i o n  w i l l  h a v e  e r o d e d  its p o t e n t i a l  to r e p a i r  a n d  r e c o n s t r u c t  

the t h o u s a n d s  o f  m i l e s  of h i g h w a y s  t h a t  are d i s i n t e g r a t i n g  d u e

to lack of m a i n t e n e n c e  and r e c o n s t r u c t i o n .

T h i s  b i l l  (12-1989) and H o u s e  B i l l  1 2 - 1 9 9 3  a p p e a r  t o

c o n f l i c t  s i n c e  t h e y  a r e  b o t h  c r e a t i n g  C o m m i s s i o n s  t h a t  h a v e  

a u t h o r i t y  to p l a n  for and i m p l e m e n t  t r a n s p o r t a t i o n  s y s t e m s .

1 2 - 1 9 9 3  has a u t h o r i t y  j u s t  for t h e  M a r i n e  H i g h w a y  S y s t e m  w h e r e a s  

12-1989 is i n t e n d e d  to h a v e  o v e r a l l  a u t h o r i t y  for a l l  t r a n s p o r t a t i o n  

nodes. G e n e r a l l y ,  w h e n  y o u  h a v e  o v e r l a p p i n g  a u t h o r i t i e s ,  y o u  

end u p  w i t h  i n f i g h t i n g  to g a i n  g r e a t e r  c o n t r o l  and t h e  e n d  r e s u l t  

is lower e f f i c i e n c y  d u e  to the t r a n s p o r t a t i o n  p l a n n i n g  g o i n g  in 

too m a n y  d i r e c t i o n s .  T h e  M a r i n e  H i g h w a y  is tied d i r e c t l y  t o  t h e  

Land H i g h w a y  S y s t e m  and the a u t h o r i t y  for b o t h  m o d e s  s h o u l d  r e m a i n  

u n d e r  one B o a r d  of C o m m i s s i o n e r s .

Sec. 6. A S  4 4 . 4 2 . 0 5 0  (d) s h o u l d  be r e v i s e d  to i n c l u d e  a 10% 

c o n t i n g e n c y  to c o v e r  p r o j e c t  o v e r r u n s  in d e s i g n  a n a  c o n s t r u c t i o n .

All too f r e q u e n t l y  s e v e r a l  m a j o r  and b a d ^ v  n e e d e d  p r o j e c t s  a r e  

d e l a y e d  b e c a u s e  t h e r e  are i n s u f f i c i e n t  o r  no funds s e t  u p  t o  c o v e r  

t h e s e  o v e r runs. It s h o u l d  be n o t e d  t h a t  m o s t  o v e r r u n s  a r e  n o t  

the r e s u l t  of m i s t a k e s ,  but t h e y  are u s u a l l y  c a u s e d  b y  a d d i t i o n s  

to the p r o j e c t s  d e m a n d e d  by S t a t e  and F e d e r a l  a g e n c i e s  o r  a s  a 

result of r e q u e s t s  m a d e  at p u b l i c  hearings.



Sec. 8. A S  4 4 . 4 2 . 0 5 5  (b) (1) T h e  b u d g e t s  r e q u e s t e d  b y  t h e

C o m m i s s i o n  s h o u l d  b e  p r e p a r e d  by t h e  D e p a r t m e n t  H e a d s  i n  t h e  

l o w e r  e c h e l o n s  w h o  a r e  r e s p o n s i b l e  f o r  p r o j e c t  d e v e l o p m e n t .  T o o  

o f t e n  d u r i n g  t h e  l a s t  f e w  years, t h e  b u d g e t s  h a v e  b e e n  m a d e  o u t  

b y  the n e w  D i r e c t o r s  w h o  h a v e  r e c e n t l y  b e e n  b r o u g h t  i n t o  t h e  D O T  

w h o  r e a l l y  h a v e  no c o n c e p t i o n  of t h e  n e e d s  of t h e i r  d e p a r t m e n t s .  

G r e a t  sums o f  m o n e y  a r e  b e i n g  e x p e n d e d  by t h e  DOT, b u t  i n  m a n y  

c ases, the f u n d s  a r e  b e i n g  m i s s p e n t .  F u n d s  f o r  o u t s i d e  t r a v e l ,  

e s p e c i a l l y  to t h e  P l a n n i n g  S e c t i o n ,  are b e i n g  a l l o c a t e d ,  w h e r e  

in fact, the f u n d s  c o u l d  be s p e n t  to i n c r e a s e  p r o d u c t i v i t y  in t h e  

D e p a r t m e n t  by p u r c h a s i n g  d e s k  c o m p u t e r s ,  a n d  s o m e  of t h e  l a t e s t  

s t a t e  of t h e  a r t  s u r v e y  and d r a f t i n g  e q u i p m e n t .

(2) T h e  B o a r d  of C o m m i s s i o n e r s  w o u l d  be m o r e  r e c e p t i v e  t o  

M u n i c i p a l  d e m a n d s  t h a n  the c u r r e n t  i s o l a t e d  a n d  i n s u l a t e d  

C o m m i s s i o n e r  a n d  D e p u t y  C o m m i s s i o n e r s .  F o r  i n s t a n c e ,  t h e  C i t y  

of V a l d e z  h a s  r e p e a t e d l y  r e q u e s t e d  t h e  m i n o r  e x p e n d i t u r e  o f  D O T  

f u n d s  for the e x t e n s i o n  of the b i k e  p a t h  f r o m  the A i r p o r t  R o a d  

i n t e r s e c t i o n  a l o n g  t h e  R i c h a r d s o n  H i g h w a y  to t h e  n e w  r e c r e a t i o n a l  

c o m p l e x  at M i l e  1.5. T h e r e  h a v e  b e e n  f i v e  a u t o m o b i l e  f a t a l i t i e s  

and o n e  b i k e  f a t a l i t y  in this a r e a  d u r i n g  the last f i v e  y e a r s .

T h e  C i t y  h a s  b e e n  t o l d  t h a t  t h e r e  a r e  h i g h e r  p r i o r i t i e s  t h a n  t h i s  

b i k e  path. T h e  p e o p l e  c l o s e s t  to the t r a n s p o r t a t i o n  p r o b l e m s  

u s u a l l y  h a v e  t h e  b e s t  s o l u t i o n s  to t h o s e  p r o b l e m s .  T h e  d u t i e s  of 

the B o a r d  o f  C o m m i s s i o n e r s ,  as o u t l i n e d  in t h i s  bill, w o u l d  r e q u i r e  

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

o t h e r  p u b l i c  a n d  p r i v a t e  o r g a n i z a t i o n s .
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1 .  BY STATUTE, WHAT ROADS AND HIGHWAYS DOES THE STATE HAVE RESPONSIBILITY TO v  j 
CONSTRUCTION AND MAINTAIN? 0

ARIZONA

r h e  S t a t e  o f  A r i z o n a  c o n s t r u c t s ' ,  i m p r o v e s ,  r e p a i r s ,  and m a i n t a i n s  p o r t i o n s  o f  t h e  S t a t e  
r o u t e s  w h i c h  h a v e  b e e n  d e s i g n a t e d  and a c c e p t e d  a s  S t a t e  h i g h w a y s  by t h e  A r i z o n a  T r a n s ­
p o r t a t i o n  Boar d  ( 2 8 - 1 8 6 1 ) .  C i t y  s t r e e t s  w h i c h  l i n k  S t a t e  h i g h w a y s ,  o r  c a r r y  S t a t e  h i g h w a y
t r a f f i c  t h r o u g h  a m u n i c i p a l i t y  may be  d e s i g n a t e d  a s  S t a t e  h i g h w a y s  ( 2 8 - 1 8 6 6 ) .  A c o u n t y
j o a r d  o f  s u p e r v i s o r s  may p e t i t i o n  t h e  T r a n s p o r t a t i o n  b o a r d  t o  t a k e  o v e r  and  d e s i g n a t e  a 
S t a t e  r o u t e  l o c a t e d  w i t h i n  t h e  c o u n t y  a s  a S t a t e  h i g h wa y  ( 2 8 - 1 8 6 3 ) .  The B o a r d  c a n n o t  
i n c l u d e  a r o u t e  i n  t h e  S t a t e  s y s t e m  u n t i l  t h e r e  a r e  f u n d s  f o r  i t s  i m p r o v e m e n t  i n  t h e
b u d g e t  o f  t h e  D e p a r t m e n t  o f  T r a n s p o r t a t i o n  ( 2 8 - 1 8 6 3 )  .

A
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COLORADO

, 1  
i ' l l ?

C o l o r a d o ’ s S t a t e  h i gh wa y  s y s t e m  c o n s i s t s  o f  f e d e r a l - a i d  p r i m a r y  r o a d s ,  f e d e r a l - a i d  
s e c o n d a r y  r o a d ,  t h e  i n t e r s t a t e  s y s t e m  and i t s  e x t e n s i o n s  i n t o  u r b a n  a r e a s ,  and o t h e r  r o a d s  
d e s i g n a t e d  a s  p a r t  o f  t h e  S t a t e  s y s t e m  by t h e  S t a t e  Highway Co m m i s s i o n  ( 4 3 - 2 - 1 0 1 ) .  ( Roads  
s p e c i a l l y  d e s i g n a t e d  a s  p a r t  o f  t h e  s y s t e m  by t h e  Commi ss i on  may n o t  e x c e e d  5% o f  t h e  
m i l e a g e  o f  t h e  o t h e r  t h r e e  s y s t e m s . )  A b o a r d  o f  c o u n t y  c o m m i s s i o n e r s  may p e t i t i o n  t h e  , 
S t a t e  Highway Commis s i on  t o  a c c e p t  any  s e c t i o n  o f  c o u n t y  r o a d  a s  p a r t  o f  t h e  S t a t e  s y s t e m .  
A f t e r  d e t e r m i n i n g  t h a t  t h e  c o u n t y  r o a d  i s  o f  s u c h  c o n s t r u c t i o n  an- i n  s u c h  s t a t e  o f  r e p a i ?  
as  w i l l  make i t  p r o p e r  t o  a c c e p t  i t  a s  a S t a t e  h i g h w a y ,  t h e  C o m m i t s i o n  i n  i t s  d i s c r e t i o n  
may d e s i g n a t e  i t  a s  p a r t  o f  t h e  S t a t e  s y s t e m  ( 4 3 - 1 - 2 0 7 ) .  '

The S t a t e  D e p a r t m e n t  o f  Hi ghways  m us t  c o n s t r u c t  and m a i n t a i n  a l l  r o a d s  c o m p r i s i n g  t h e  
S t a t e  h i ghway  s y s t e m  ( 4 3 - 2 - 1 0 2 ) .
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1 .  BY STATU TE, WHAT ROADS AND HIGHWAYS DOES THE STATE HAVE R E S P O N S IB IL IT Y
TO CONSTRUCTION AND MAINTAIN?

By s t a t u t e ,  t h e  S t a t e  o f  H a w a i i  m u s t  m a i n t a i n  t h e  S t a t e  h i g h w a y  s y s t e m  and a l l  r o a d s  on 
w h i c h  f e d e r a l  a i d  f u n d s  h a v e  b e e n  s p e n t  (17 S e c t .  2 6 4 - 3 1 ,  S e c t .  2 6 4 - 4 3 ) .  The S t a t e ' s  
D i r e c t o r  o f  T r a n s p o r t a t i o n  d e t e r m i n e s  w h i c h  r o a d s  w i l l  be  i n c l u d e d  i n  t h e  S t a t e  h ig hway  
s y s t e m ,  and may i n c l u d e  any p u b l i c  h i g h w a y  u s e d  p r i m a r i l y  f o r  t h r o u g h  t r a f f i c  and n o t  f o r  
a c c e s s  t o  any  s p e c i f i c  p r o p e r t y  (17 S e c t .  2 6 4 - 4 2 ) .  The d i r e c t o r  may d e s i g n a t e  a c o u n t y  
h i g h w a y  a s  p a r t  o f  t h e  S t a t e  s y s t e m .  I n  t h i s  e v e n t ,  o w n e r s h i p  o f  t h e  c o u n t y  h i g h wa y  
t r a n s f e r s  t o  t h e  S t a t e  w i t h o u t  c o m p e n s a t i o n  (17 S e c t .  2 6 4 - 2 ) .

4b#Km
' Va  .
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IOWA

Iowa d o e s  n o t  h a v e  a s t a t e  s y s t e m  p e r  s e .  I n s t e a d ,  t h e  S t a t e ,  t h r o u g h  t h e  D e p a r t m e n t  o f  
T r a n s p o r t a t i o n ,  h a s  j u r i s d i c t i o n  o v e r  t h e  c o n s t r u c t i o n  and m a i n t e n a n c e  o f  " p r i m a r y  r o a d s " ,  
w h i c h  a r e  d e f i n e d  a s  t h o s e  r o a d s  c l a s s i f i e d  a s  " f r e e w a y - e x p r e s s w a y ,  a r t e r i a l  and a r t e r i a l  
c o n n e c t o r "  ( C h a p t e r  3 0 6 . 2 ,  3 0 6 . 4 ) .  The S t a t e  a l s o  h as  j u r i s d i c t i o n  o v e r  r o a d s  and s t r e e t s  
w h o l l y  w i t h i n  t h e  b o u n d a r i e s  o f  S t a t e  l a n d s  o p e r a t e d  a s  p a r k s ,  i n s t i t u t i o n s ,  and so  f o r t h  
( 3 0 6 . 1 ) .  C o n c u r r e n t  j u r i s d i c t i o n  i s  s h a r e d  by t h e  S t a t e  and c o u n t i e s  i n  w h i c h  s e c o n d a r y  
r o a d s  e n t e r  and e x i t  f rom S t a t e  l a n d s  a t  s e p a r a t e  p o i n t s  ( 3 0 6 . 4 ) .  t

The S t a t e  f r e e w a y - e x p r e s s w a y  s y s t e m  i s  l i m i t e d  by s t a t u t e  to  2 , 6 6 0  m i l e s ,  w h i l e  t h e  a r t e r i n :  
s y s t e m  may n o t  e x c e e d  3 , 5 0 0  m i l e s  ( 3 0 6 . 1 ) .  No l i m i t  i s  p l a c e d  on t h e  u r t e r l a l  c o n n e c t o r  
s y s t e m ,  t h e  o t h e r  m a j o r  c o m p on en t  o f  t h e  S t a t e - g o v e r n e d  r o a d  n e t w o r k .  f
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1 .  BY STA TU TE, WHAT HOADS AND HIGHWAYS DOES THE STATE HAVE R E S P O N S IB IL IT Y

TO CONSTRUCT AND MAINTAIN?

The S t a t e  o f  Mon t ana  m a i n t a i n s  t h o s e  h i g h w a y s  w h i c h  h a v e  b e e n  d e s i g n a t e d  a s  S t a t e  h i g h w a y s ,  
t h e  f e d e r a l - a i d  i n t e r s t a t e  s y s t e m  t h e  f e d e r a l - a i d  p r i m a r y  s y s t e m  and i t s  e x t e n s i o n s ,  t h e  
f e d e r a l - a i d  s e c o n d a r y  s y s t e m  and i t s  e x t e n s i o n s ,  and o t h e r  p u b l i c  h i g h w a y s  i n c l u d e d  i n  t h e  
S t a t e  m a i n t e n a n c e  s y s t e m  by t h e  Montana  Highway C ommi ss i on  ( 3 2 - 2 4 0 7 . 1 ) .  A d d i t i o n a l l y ,  t h e  
S t a t e  Highway D e p a r t m e n t  h a s  r e s p o n s i b i l i t y  f o r  m a i n t e n a n c e  o f  a l l  p u b l i c  h i g h w a y s  w h i c h  
i t  m a i n t a i n e d  on J u l y  1 ,  1976 ( 3 2 - 2 4 0 7 . 2 ) .  Montana  e n t e r s  i n t o  c o o p e r a t i v e  s g r e u u e n t s  w i t h  
t h e * N a t i o n a l  P a r k  S e r v i c e  and t h e  f e d e r a l  h i g h w a y  a d m i n i s t r a t i o n  r e g a r d i n g  m a i n t e n a n c e  o f  
N a t i o n a l  P a r k  a p p r o a c h  r o a d s  ( 3 2 - 2 6 0 1 ) .

The Highway Co mm is s io n  may d e s i g n a t e  h i g h w a y s  w h i c h  a r e  n o t  l o c a t e d  e n t i r e l y  w i t h i n  Montana  
as  p a r t  o f  t h e  S t a t e ' s  f e d e r a l - a i d  s y s t e m .  The S t a t e  woul d  a s su me  r e s p o n s i b i l i t y  f o r  
c o n s t r u c t i n g  and  m a i n t a i n i n g  t h e s e  r o a d s .  Hi ghways  I n c l u d e d  i n  t h i s  p r o v i s i o n  mus t  be 
l o c a t e d  o u t s i d e  o f  Montanu  b e c a u s e  o f  n a t u r a l  g e o g r a p h i c a l  o r  p h y s i c a l  c o n d i t i o n s  wh ic h  
make t h e  c o n s t r u c t i o n  o f  t h e  h i g h w a y  w i t h i n  t h e  S t a t e  i m p o s s i b l e ,  and may n o t  be p a r t  o f  
a n o t h e r  s t a t e ' s  h i g h w a y  s y s t e m  ( 3 2 - 2 4 0 8 ) .

•IM t • I *

OREGON

The Or egon  T r a n s p o r t a t i o n  Commi ss i on  may " s e l e c t ,  e j t n  
t a i n ,  o p e r a t e ,  and i m p r o v e "  t h e  S t a t e  h i g h w a y  s y s t e m ,  
p r i m a r y  and s e c o n d a r y  h i g h w a y s .  The S t a t e  D i v i s i o n  of  
r o a d s  w i l l  be  i n c l u d e d  i n  t h e  s y s t e m ,  by l a w ,  s e l e c t i n  
c o m p l e t i o n  o f  a c o n n e c t i n g  n e t w o r k  o f  i n t e r c o u n t y  r o a d  
naLed a s  p a r t  o f  t h e  S t a t e  s y s t e m  a r e  m a i n t a i n e d  and r  
D e p a r t m e n t  o f  T r a n s p o r t a t i o n  i s  r e s p o n s i b l e  f o r  p o r t l o  
m u n i c i p a l i t i e s ,  and i s  r e q u i r e d  by s t a t u t e  to  c o n s t r u e  
s t r e e t s  w h i c h  a)  f o rm a l i n k  i n  t h e  S t a t e  h i gh wa y  s y s t  
h a ve  b e e n  d e s i g n a t e d  a s  s t r e e t s  o r  r o a d s  o v e r  w hi ch  S t  
( 3 7 3 . 0 3 0 ) .  •

b l l s h ,  d e s i g n a t e ,  co 
The S t a t e  s y s t e m  co 
Hi ghways  d e t e r m i n e s  

g r o u t e s  w h i c h  w i l l  
s ( 3 6 6 - 2 9 0 ) .  Count y  
e p a l r e d  by t h e  S t a t e  
ns  o f  S t a t e  h i g h w a y s  
t ,  m a i n t a i n ,  and imp 
cm o r  J o i n  two S t a t e  
a t e  h i g hw ay  t r a f f i c

n s t r u c t ,  m a i n -  
n s i s t s  o f  b o t h  

w h i c h  c o u n t y  
p r o m o t e  t h e  

r o a d s  d e s i g -  
( 3 6 6 . 2 9 0 ) .  The 
l o c a t e d  w i t h i n  

r o v e  o t h e r  c i t y  
h i g h w a y s ,  o r  b) 

i s  r o u t e d

The D e p a r t m e n t  may e l i m i n a t e  any  p o r t i o n  o f  a h ig h wa y  f rom t h e  S t a t e  s y s t e m .  
S t a t e  m u s t  c o n t i n u e  m a i n t a i n i n g  t h e  r o a d  i f  i t  i s  s t i l l  i n  u s e .

However ,  t h e
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1 .  BY STATU TE, WHAT ROADS AND HIGHWAYS DOES THE STATE HAVE R E S P O N S IB IL IT Y
TO CONSTRUCT AND MAINTAIN?

WASHINGTON

Hie S t a t e  o f  W a s h i n g t o n  c o n s t r u c t s  and  m a i n t a i n s  t h e  S t a t e  h i g h w a y  s y s t e m  w h i c h  c o n s i s t s  
j f  r o a d s  and h i g h w a y s  s p e c i f i e d  a s  p a r t  o f  t h e  s y s t e m  oy t h e  L e g i s l a t u r e  ( e . g . ,
ICS 4 5 . 1 7 . 0 0 5 , 0 1 0 ) .  S t a t e  h i g h w a y s  a r e  n o t  d i s t i n g u i s h e d  as  p r i m a r y  o r  s e c o n d a r y  r o u t e s .  
S t r e e t s  w i t h i n  i n c o r p o r a t e d  c i t i e s  may. be  i n c l u d e d  us  p a r t  o f  t h e  S t a t e  Highway s y s t e m  
(RCW 4 7 . 2 7 . 0 1 0 ) .  The S t a t e  o p e r a t e s  and c o n t r o l s  a l l  t r a f f i c  c o n t r o l  d e v i c e s  on s u c h  
s t r e e t s  w h i c h  h a v e  b e e n  a s s i g n a t e d  a s  p a r t  o f  t h e  S t a t e  h i g h w a y  s y s t e m  i n  c i t i e s  and  towns  
h a v i n g  a p o p u l a t i o n  o f  1 5 , 0 0 0  o r  l e s s  (RCW 4 7 . 2 4 . 0 2 0 ) .  l a r g e r  c o m m u n i t i e s  may o p e r a t e  
and c o n t r o l  t h e i r  own t r a f f i c  s i g n a l s ,  s u b j e c t  t o  t h e  a p p r o v a l  o f  t h e  S t a t e  Highway 
C ommi ss i on .  S i m i l a r l y ,  m u n i c i p a l  r e g u l a t i o n s  p e r t a i n i n g  t o  s p e e d  and p a r k i n g  on s u c h  
s t r e e t s  m u s t  be  a p p r o v e d  by t h e  S t a t e  Highway Co mmi s s i on  (RCW 4 7 . 2 4 . 0 2 0 ) .

The L e g i s l a t u r e  makes  a s p e c i f i c  a p p r o p r i a t i o n  f o r  m a i n t e n a n c e  o f  t h e  S t a t e  h i g h w a y  
s y s t e m ,  a f t e r  a t h o r o u g h  . r e v i e w  o f  m a i n t e n a n c e  p r o g r a m  p l a n s  a t  t h e  l e g i s l a t i v e  c o m m i t t e e  
l e v e l  (RCW 4 7 . 0 5 . 0 4 0 ) .  B r i e f i n g  m a t e r i a l  u s e d  i n  l e g i s l a t i v e  d e l i b e r a t i o n s  on t h e  S t a t e  
h ig hway  m a i n t e n a n c e  a p p r o p r i a t i o n  f o r  1 9 7 9 - 1 9 8 1  i s  a t t a c h e d .

u

y

WYOMING

IWyoming’ 3 S t a t e  h i g h wa y  c o m m i s s i o n e r  d e s i g n a t e s  w h i c h  p u b l i c  h i g h w a y s  w i l l  be  S t a t e
h i g h w a y s  ( S e c t .  2 4 - 2 - 1 0 9 ) .  The c o s t  o f  c o n s t r u c t i n g  and m a i n t a i n i n g  t h e s e  h i g h w a y s  i s  
b o r n e  by t h e  S t a t e  ( S e c t .  2 4 - 1 - 1 1 8 ) .  The S t a t e  a l s o  p a y s  f o r  S t a t e  h i g h w a y s  l o c a t e d  
w i t h i n  N a t i o n a l  F o r e s t s  ( S e c t .  2 4 - 2 - 1 0 8 ) .  The C o m m i s s i o n e r  may d e s i g n a t e  any c o u n t y  
h i g hwa y  a s  p a r t  o f  t h e  S t a t e  s y s t e m ,  and a s su me  r e s p o n s i b i l i t y  f o r  m a i n t e n a n c e  and 
c o n s t r u c t i o n  ( S e c t .  2 4 - 2 - 1 0 9 ) , .  The c o m m i s s i o n e r s  o f  e a c h  c o u n t y  i n  Wyoming d e t e r m i n e  wlu.ii,mi 
r o a d s ,  e x i s t i n g  o r  n o t  y e t  e s t a b l i s h e d ,  w i l l  be c o u n t y  r o a d s  ( S e c t .  2 4 - 1 - 1 0 1 ) .  The expen»ji<];: j
o f  c o n s t r u c t i n g  and m a i n t a i n i n g  c o u n t y  h i g h w a y s  i s  p a i d  by t h e  c o u n t y  ( S e c t .  2 4 - 1 - 1 0 2 ) .  j j',:[Li 1

iK 

ii V
I I

SiSi
The S t a t e  p a r t i c i p a t e s  i n  s e v e r a l  o t h e r  r o a d  p r o g r a m s  a t  t h e  c o u n t y  and m u n i c i p a l  l e v e l s  ',i| 
93% o f  t h e  e x p e n s e  o f  c o n s t r u c t i n g  r o a d s  u n d e r  t h e  S t a t e - c o u n t y  r ou d 3  p r o g r a m  i s  a s s u m e d :{ 
by t h e  S t a t e .  C o u n t i e s  pay t h e  r e m a i n i n g  7% o f  c o n s t r u c t i o n  c o s t s  and as sume a l l  r e -  l: 
s p o n s i b i l i t y  f o r  m a i n t e n a n c e  a f t e r  a r o a d  has  b e e n  c o m p l e t e d  ( S e c t .  2 4 - 2 - 1 1 0 ) .  The f a r m 
to  m a r k e t  r o a d  p r o g r a m  wh i c h  i n c l u d e s  mine  to  m a r k e t  r o a d s ,  r u r a l  f r e e  d e l i v e r y  r o a d s ,  | Inf. 
p u b l i c  s c h o o l  bus  r o a d s  and o t h e r  r u r a l  r o a d s  c o n n e c t i n g  i m p o r t a n t  h i g h w a y s ,  o r  l e a d i n g  1
r u i l  s h i p p i n g  p o i n t s  o r  l o c a l  s e t t l e m e n t s  i s  a l s o  J o i n t l y  f i n a n c e d  by S t a t e  and c o u n t y  '•
f u n d s .  A g a i n ,  t h e  S t a t e  p ay s  93% o f  a31 c o n s t r u c t i o n  c o s t a  and t h e  c o u n t y  p r o v i d e s  7% a ,vi
p e r f o r i n s  u l l  m a i n t e n a n c e  ( S e c t . 2 4 - 4 - 1 0 2 )  . i

{ Con t i n u e d )

|ki

I
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( C o n t i n u e d )
1 .  BY STATUTE, WHAT ROADS AND HIGHWAYS DOES THE STATE HAVE RESPONSIBILITY 

TO CONSTRUCTION AND MAINTAIN?

WYOMING

C o u n t i e s  may a l s o  p r o p o s e  t h e  es  
c a s h  money a v a i l a b l e  t o  pay  50% 
j e c t  ( S e c t .  2 4 - 5 - 1 0 2 ) .  The S t a t e  
c o s t s .

The S t a t e  may e n t e r  i n t o  c o o p e r a  
c o n s t r u c t i o n  o f  c i t y  s t r e e t s  whi  
p a y s  t h e  e n t i r e  e x p e n s e  o f  s u c h  
The m u n i c i p a l i t y ,  i f  i t  h a s  a po 
c l e a n i n g  t h e s e  s t r e e t s  and snow

The S t a t e  d i r e c t l y  c o n t r o l s  and 
i s  s p e n t  ( C e c t ,  2 4 - 2 - 1 0 8 ) .

t a b l i s h m e n t  o f  " i n d u s t r i a l  r o a d s " ,  b u t  m us t  h a v e  t h e  
o f  t h e  c o n s t r u c t i o n  c o s t s  b e f o r e  i n i t i a t i n g  t h e  p r o ­

p a y s  t h e  r e m a i n i n g  50% o f  i n d u s t r i a l  r o a d  p r o j e c t

t i v e  a g r e e m e n t s  w i t h  i n c o r p o r a t e d  m u n i c i p a l i t e s  f o r  t h e  
ch d i r e c t l y  c o n n e c t  e s t a b l i s h e d  S t a t e  h i g h w a y s .  The S t a t e  
c o n s t r u c t i o n  p r o j e c t s ,  and t h e  c o s t  o f  n e c e s s a r y  r e p a i r s . 1 
p u l a t l o n  o f  f i f t e e n  h u n d r e d  o r  m o r e ,  i s  r e s p o n s i b l e  f o r  i ;§ 
r e m o v a l  ( S e c t .  2 4 - 2 - 1 1 1 ) .  ;

i
s u p e r v i s e s  a l l  c o n s t r u c t i o n  p r o j e c t s  i n  w h i c h  S t a t e  money
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IS  THERE A STATUTORY PROVISION REQUIRING/ENABLING LOCAL GOVERNMENTS TO 
ASSUME RESPONSIBILITY FOR CONSTRUCTION AND MAINTENANCE OF THESE ROADS?

------

T h e r e  s eems  t o  be  no p r o v i s i o n  i n  t h e i A r i z o n a  s t a t u t e s  e n a b l i n g  l o c a l  g o v e r n m e n t s  t o  
a s su me  r e s p o n s i b i l i t y  f o r  S t a t e  h i g h w a y s  w i t h i n  t h e i r  j u r i s d i c t i o n .  L o c a l  a u t h o r i t i e s  may 
a l t e r  t h e  maximum s p e e d  l i m i t s  on S t a t e  h i g h w a y s  and u r b a n  e x t e n s i o n s  o f  S t a t e  s y s t e m ,  
h o w e v e r ,  c h a n g e s  m u s t  be  a p p r o v e d  by t h e  d i r e c t o r  o f  t h e  D e p a r t m e n t  o f  T r a n s p o r t a t i o n  ( 2 8 -  
7 0 3 ( D ) ) .

v

The S t a t e  D e p a r t m e n t  o f  Highways  may e n t e r  i n t o  a c o n t r a c t  w i t h  a c i t y  o r  i n c o r p o r a t e d  
town f o r  t h e  m a i n t e n a n c e  o r  c o n s t r u c t i o n  o f  u r b a n  e x t e n s i o n s  o f  t h e  S t a t e  h ig hway  s y s t e m ,  
w h e r e  i t  a p p e a r s  t h a t  t h e  c i t y  o r  town h a s  a d e q u a t e  f a c i l i t i e s  t o  do s u c h  c o n s t r u c t i o n  o r  
m a i n t e n a n c e  (A3 — 2 —1 0 3 ) .  The Highway D e p a r t m e n t  may make s i m i l a r  a r r a n g e m e n t s  w i t h  
c o u n t i e s  ( 4 3 - 2 - 1 0 4 ) .  M u n i c i p a l i t i e s  may r e g u l a t e  and  e n f o r c e  a l l  t r a f f i c  on c i t y  s t r e e t s  
w h i c h  a r e  p a r t  o f  t h e  S t a t e  h i g h w a y  s y s t e m ,  a l t h o u g h  t h e  D e p a r t m e n t  o f  Highways  mus t  

llLORADO a p p r o v e  a l l  r e g u l a t i o n s  b e f o r e  t h e y  a r e  e f f e c t i v e  ( 4 3 - 2 - 1 3 5 ( g ) ) .  The D e p a r t m e n t  i n s t a l l s
and o p e r a t e s  t r a f f i c  c o n t r o l  s i g n a l s ,  s i g n s ,  and t r a f f i c  c o n t r o l  d e v i c e s  on S t a t e  h i g h w a y s  
i n  c i t i e s  h a v i n g  a p o p u l a t i o n  o f  f i v e  t h o u s a n d  o r  l e s s . .  L a r g e r  c i t i e s  may m a i n t a i n  and 
o p e r a t e  s u c h  s i g n a l s ,  s i g n s ,  and d e v i c e s  a t  t h e i r  own e x p e n s e .  However ,  no l o c a l  a u t h o r i t y  
may e r e c t  s i g n s  o r  t r . a f f i c  c o n t r o l  s i g n a l s  so as  to  s t o p  t r a f f i c  on any S t a t e  h i gh way  
w i t h o u t  w r i t t e n  p e r m i s s i o n  f ro m t h e  D e p o r t m e n t  o f  Hi ghways  ( 4 3 - 2 - 1 3 5 ( 1 ) ) .

C i t i e s  and c o u n t i e s  may a s sume  r e s p o n s i b i l i t y  f o r  any  p o r t i o n s  o f  t h e  S t a t e  h ighway  s y s t e m  
w h i c h  h a v e  b e e n  r emoved  f rom t h e  S t a t e  s y s t e m  by t h e  Highway Commi ss i on  ( 4 3 - 2 - 1 0 6 ) .
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2 . IS THERE A STATUTORY PROVISION REQUIRING/ENABLING LOCAL GOVERNMENTS TO 
ASSUME RESPONSIBILITY FOR CONSTRUCTION AND MAINTENANCE OF THESE ROADS?

—

HAWAII

IOWA

The S t a t e  may c o n t r a c t  w i t h  a . co un t y  l e g i s l a t i v e  body  t o  h a v e  t h e  c o u n t y  m a i n t a i n  p o r t i o n j  
o f  t h e  S t a t e  h i g h w a y  s y s t e m  l o c a t e d  w i t h i n  i t s  j u r i s d i c t i o n  (17 S e c t .  2 6 4 - 4 4 ) .  The 

r e v e r s e  i s  a l s o  t r u e ;  a c o u n t y  may c o n t r a c t  w i t h  t h e  D e p a r t m e n t  o f  T r a n s p o r t a t i o n  f o r  
S t a t e  m a i n t e n a n c e  o f  p o r t i o n s  o f  t h e  c o u n t y  h i g h w a y s  d e s i g n a t e d  a s  p a r t  o f  t h e  f e d e r a l  
p r i m a r y  o r  s e c o n d a r y  h i g h w a y  s y s t e m  (17 S e c t .  2 6 5 - 2 ) .  Co-un t ie s  a r e  r e q u i r e d  by l aw  to  
a c c e p t ,  m a i n t a i n ,  and  r e p a i r  p r i v a t e l y  c o n s t r u c t e d  h i g h w a y  i m p r o v e m e n t s  (17 S e c t .  2 6 5 -  
6 ) .

, j lI

f
!'

ii I

The t r a n s f e r  o f  r e s p o n s i b l i t y  f o r  a l l  r o a d s  w i t h i n  t h e  S t a t e  i s  g o v e r n e d  by " f u n c t i o n a l
c l a s s i f i c a t i o n  b o a r d s "  on t h e  c o u n t y  and S t a t e  l e v e l .  The c o u n t y  b o a r d s  c l a s s i f y  e a c h  1
s e g m e n t  o f  t h e  p u b l i c  r o a d s  i n  a c c o r d a n c e  w i t h  c l a s s i f i c a t i o n  d e f i n i t i o n s  e s t a b l i s h e d  by 
c o d e .  R o ad j  may be  r e c l a s s i f i e d  a s  n e e d s  and c o n d i t i o n s  c h a n g e .  J u r i s d i c t i o n  and 
r e e p o n s i b i l i t y  o v e r  t h e  r o a d s  a r e  b a s e d  on t h e s e  c l a s s i f i c a t i o n s .  The S t a t e  b o a r d  h e a r s
a p p e a l s  o f  d e c i s i o n s  made by t h e  c o u n t y  b o a r d s  and r e n d e r s  f i n a l  d e c i s i o n s .

*
Iowa r e c e n t l y  c o m p l e t e d  a t o t a l  r e c l u s s i f i i c a t i o n  o f  a l l  r o a d s  i n  t h e  S t a t e ,  w h i c h  r e ­
s u l t e d  i n  an i n c r e a s e  i n  t h e  r o a d  m i l e a g e  f o r  w h i c h  c o u n t i e s  and c i t i e s  a r e  r e s p o n s i b l e  > I1
and a c o r r e s p o n d i n g  d e c r e a s e  i n  t h e  S t a t e  r o a d  m i l e a g e  r e s p o n s i b i l i t y .  I.'
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MONTANA

2.  IS THERE A STATUTORY PROVISION REQUIRING/ENABLING LOCAL GOVERNMENTS TO 
ASSUME RESPONSIBILITY FOR CONSTRUCTION AND MAINTENANCE OF THESE ROADS?

Montana  s t a t u t e  3 2 - 1 6 2 7  s t a t e s  t h a t  th ’e D e p a r t m e n t  o f  Hi ghways  s h a l l  pay t h e  e n t i r e  c o s t  
o f  c o n s t r u c t i n g  and m a i n t a i n i n g  S t a t e  h i g h w a y s  w i t h i n  i n c o r p o r a t e d  m u n i c i p a l i t i e s .
H owever ,  t h e  m u n i c i p a l i t i e s  m u s t  pay  one  h a l f  o f  t h e  S t a t e ' s  s h a r e  o f  t h e  c o s t  o f  c u r b s  
and g u t t e r s  a l o n g  t h e s e  s t r e e t s .  A c c o r d i n g  t o  Montana  l a w ,  "The D e p a r t m e n t  o f  ( o f  Hig hway s)  
may e n t e r  i n t o  an a g r e e m e n t  w i t h  a l o c a l  g o v e r n m e n t  body t o  m a i n t a i n  p o r t i o n s  o f  p u b l i c  
h i g h w a y s  w i t h i n  i t s  b o u n d a r i e s . . . "  ( 3 2 - 2 4 0 7 . 3 ) .  T h i s  s t a t u t e  i s  a m b i g u o u s .  I t  may o r  may 
n o t  e n a b l e  l o c a l  g o v e r n m e n t s  t o  a s s um e  r e s p o n s i b i l i t y  f o r  c o n s t r u c t i o n  and  m a i n t e n a n c e  o f  
r o a d s  s i t u a t e d  w i t h i n  t h e i r  j u r i s d i c t i o n .

OREGON

I n  s e v e r a l  I n s t a n c e s ,  l o c a l  g o v e r n m e n t s  c a n  as sume r e s p o n s i b i l i t y  f o r  p o r t i o n s  of  t h e  
n t a t e  h i g h wa y  s y s t e m .  The S t a t e  may e n t e r  i n t o  c o o p e r a t i v e  a g r e e m e n t s  w i t h  c o u n t i e s  and 

n i c i p a l i t i e s  r e g a r d i n g  c o n s t r u c t i o n ,  m a i n t e n a n c e  and r e p a i r  work on S t a t e  h i g h w a y s  
i t h i n  t h e i r  j u r i s d i c i o n s  ( 3 6 6 . 7 7 0 ) .  The D e p a r t m e n t  of  T r a n s p o r t a t i o n  may a l s o  e l i m i n a t e  

r o a d  f rom t h e  S t a t e ' s  s e c o n d a r y  h i g h wa y  s y s t e m ,  t r a n s f e r r i n g  r e s p o n s i b i l i t y  f o r  i t  to 
t h e  c o u n t y  i n  w h i c h  i t  i s  l o c a t e d  ( 3 6 6 . 2 9 0 ( 3 ) ) ,

-BA-



" 2 .  IS THERE A STATUTORY PROVISION REQUIRING/ENABLING LOCAL GOVERNMENTS TO
ASSUME RESPONSIBILITY FOR CONSTRUCTION AND MAINTENANCE OF THESE ROADS?

WASHINGTON

I >

T h e r e  i s  no p r o v i s i o n  i n  t h e  W a s h i n g t o n  s t a t u t e s  
r e s p o n s i b i l i t y  f o r .  a p o r t i o n  o f  t h e  S t a t e  h i g h w ay  
u n l e s s  t h a t  p o r t i o n  i s  no l o n g e r  n e e d e d  a s  p a r t  o 
4 7 . 2 4 . 0 1 0 ) .  The S t a t e  and c o u n t y  g o v e r n m e n t s  may 
one  a n o t h e r  " w h e r e  a n e c e s s i t y  a p p e a r s  t h e r e f o r  o 
i m p r o v e m e n t  and  m a i n t e n a n c e  w i l l  be  b e s t  s e r v e d "  
S t a t e  can  e n t e r  i n t o  s i m i l a r  a g r e e m e n t s  w i t h  muni  
c o u n t y  o r  m u n i c i p a l i t y  a g r e e s  t o  m a i n t a i n  a r o a d  
t h e  S t a t e ,  t h e  S t a t e  may p e r f o r m  t h e  j o b  and dedu 
c i p a l i t y ' s  s h a r e  o f  f u n d i n g  t h e  n e x t  y e a r  (RCW 36

e n a b l i n g  a l o c a l  g o v e r n m e n t  to  as sume  
s y s t e m  l o c a t e d  w i t h i n  i t s  j u r i s d i c t i o n  

f  t h e  S t a t e  s y s t e m  (RCW 3 6 . 7 5 . 0 9 0 ,  
e n t e r  i n t o  c o o p e r a t i v e  a g r e e m e n t s  w i t h  

r  w h e r e  economy i n  p u b l i c  h i g h wa y  
(RCW 3 6 . 7 5 . 0 3 0 ) .  I t  a p p e a r s  a s  i f  t h e  
c i p a l  g o v e r n m e n t s  (RCW 4 7 . 2 4 . 0 2 0 ) .  I f  a 
and d o e s  n o t  do so t o  t h e  s a t i s f a c t i o n  o f  
c t  t h e  c o s t  f rom  t h e  c o u n t y ' s /  m u n i -  
. 7 5 . 2 5 0 , 4 7 . 2 4 . 0 2 0 ) .

HOMING11 i

The Wyoming Highway Commi ss ion  may r emove  any p o r t i o n  o f  a S t a t e  
S t a t e  h ig hwa y  s y s t e m  and r e l i n q u i s h  i t  t o  c o u n t y  o r  c i t y  c o n t r o l  
T h e r e  a r e  no o t h e r  p r o v i s i o n s  f o r  l o c a l  c o n t r o l ,  c o n s t r u c t i o n  o r  
S t a t e  h i g h w ay  s y s t e m .

h ig hway  f rom t h e  
( S e c t .  2 4 - 3 - 1 2 6 ) .  
m a i n t e n a n c e  of  t h e
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WIIAT IS THE REVENUE SHARING FORMULA FOR HIGHWAY CONSTRUCTION AND 
MAINTENANCE?

ARIZONA

A r i z o n a  l e v i e s  s e v e r a l  v e h i c l e  l i c e n s e  and h i gh wa y  u s e r  t a x e s  w h i c h  a r e  a p p o r t i o n e d  among 
m u n i c i p a l i t i e s ,  c o u n t i e s ,  and t h e  S t a t e .  The v e h i c l e  l i c e n s e  t a x  wh i c h  i s  c o l l e c t e d  by 
e a c h  c o u n t y  i s  d i s t r i b u t e d  a s  f o l l o w s :

1). 20% t o  t h e  S t a t e  t r e a s u r e r  t o  be p l a c e d  i n  t h e  S t a t e  g e n e r a l  f u n d ;
2) 2.5% t o  t h e  g e n e r a l  f u n d  o f  t h e  c o u n t y ;
3) 25% t o  t h e  S t a t e  t r e a s u r e r  t o  be p l a c e d  i n  t h e  S t a t e  g e n e r a l  f u n d  t o

a i d  i n  s c h o o l  f i n a n c i a l  a s s i s t a n c e ;
4) 25% t o  t h e  i n c o r p o r a t e d  m u n i c i p a l i t e s  o f  t h e  c o u n t y ,  a l l o c a t e d  t o  e a c h

one  i n  p r o p o r t i o n  t o  i t s  p o p u l a t i o n ;
5) 5% t o  t h e  c o u n t y ,  g e n e r a l  f u n d  t o  c o v e r  a d m i n i s t r a t i v e  c o s t s  o f  t h e  

v e h i c l e  l i c e n s e  t a x  p r o g r a m  ( 2 8 - 1 5 9 1 ) .

Moneys r e c e i v e d  f r o m  t h e  l i c e n s e  t a x  upon m o t o r  v e h i c l e  c a r r i e r s  e n g a g e d  i n  i n t e r s t a t e  
commerce a r e  a l l o c a t e d  a c c o r d i n g  t o  t h e  f o l l o w i n g  f o r m u l a :

1) 25% g o e s  t o  t h e  g e n e r a l  f u nd  of  t h e  S t a t e ;
2) 25% i s  a p p o r t i o n e d  among t h e  S t a t e ' s  c o u n t i e s .  The amount  e a c h  c o u n t y  

r e c e i v e s  i s  b a s e d  on t h e  t o t a l  m i l e a g e  of  S t a t e  and f e d e r a l  h i g h w a y s  i n  
t h e  S t a t e ;

3) 25% i s  g i v e n  t o  common and h i g h  s c h o o l  d i s t r i c t s ,  w i t h  s p e c i a l  r e f e r e n c e  
t o  t h e  n e e d s  o f  one  and two room and a c c o m m o d a t i o n  s c h o o l s ;

4) 25% i s  d i s t r i b u t e d  among c i t i e s  and towns  p r o p o r t i o n a t e  to t h e  t o t a l  
m i l e a g e  o f  S t a t e  and F e d e r a l  h i g h w a y s  w i t h i n  e a c h  one ( 2 8 - 1 5 9 2 ) .

Highwoy u s e r  r e v e n u e s ,  t h e  l a r g e s t  p o o l  o f  t r a n s p o r t a t i o n  f u n d s ,  a r e  a l l o c a t e d  as  f o l l o w s :

1). 11% t o  t h e  A r i z o n a  h i g hw ay  p a t r o l ;
2) 57% t o  t h e  S t a t e  h ig h w a y  f u n d ;
3) 15% t o  t h e  c o u n t i e s  to  be f u r t h e r  d i s t r i b u t e d  t o  e a c h  i n d i v i d u a l  c o u n t y

b a s e d  on t h e .  p r o p o r t i o n  t h a t  t h e  s a l e  o f  m o t o r  v e h i c l e  f u e l  and t h e  e s t i m a t e d  
c o n s u m p t i o n  o f  u s e  f u e l  i n  e a c h  c o u n t y  b e a r s  t o  t h e  s t a t e w i d e  t o t a l s ;

4). 17% t o  t h e  i n c o r p o r a t e d  c i t i e s .  O n e - h a l f  o f  t h i s  money i 3 a p p o r t i o n e d  to
e a c h  c i t y  on t h e  b a s i s  o f  i t o  p o p u l a t i o n .  The r e m a i n i n g  o n e - h a l f  i s  d i s ­
t r i b u t e d  f i r s t  on t h e  b a s i s  o f  t h e  c o u n t y  o r i g i n  o f  s a l e s  o f  m o t o r  v e h i c l e  
f u e l s  w i t h i n  t h e  S t a t e ,  and f u r t h e r  a l l u c a t e d  among t h e  c i t i e s  and towns  w i t h ­
i n  e a c h  c o u n t y  i n  t h e  p r o p o r t i o n  t h a t  t h e  p o p u l a t i o n  o f  e a c h  c i t y  o r  *
town b e a r s  to  t h e  t o t a l  p o p u l a t i o n  o f  a l l  c i t i e s  und cowna i n  t h e  c o u n t y  ( 2 8 -  
1 598 )  .
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WHAT IS  THE REVENUE SHARING FORMULA FOR HIGHWAY CONSTRUCTION AND
MAINTENANCE?

COLORADO

The C o l o r a d o  h i g h w a y  u s e r s  t a x  f u n d  i s  :a p p o r t i o n e d  a s  f o l l o w s :

1) The h i g h wa y  c r o s s i n g  p r o t e c t i o n  f u n d  r e c e i v e s  $ 2 0 , 0 0 0  e a c h  
mont h  t o  p r o m o t e  p u b l i c  s a f e t y  and pay  c o s t s  o f  i n s t a l l i n g  
and i m p r o v i n g  s a f e t y  s i g n a l s  a t  r a i l r o a d  and s t r e e t  r a i l w a y  
c r o s s i n g s  ( 4 3 —4—2 0 5 ) ;

2) The C o l o r a d o  S t a t e  P a t r o l  r e c e i v e s  an amount  s p e c i f i e d  by t h e  
C o l o r a d o  G e n e r a l  A s s e m b l y ;

3) 65% o f  t h e  b a l a n c e  o f  t h e  f u n d  i s  p a i d  i n t o  t h e  S t a t e  h i g h w a y  
f u nd  ( 4 3 —4 —2 0 6 ) ;

4) C o u n t i e s  r e c e i v e  26% o f  t h e  b a l a n c e  o f  t h e  f u n d .  80% o f  t h i s  
money i s  a l l o c a t e d  among i n d i v i d u a l  c o u n t i e s  i n  p r o p o r t i o n  to 
t h e  m i l e a g e  o f  p u b l i c  h i g h w a y s ,  e x c e p t i n g  m i l e a g e  o f  S t a t e  
h i g h w a y s ,  i n  e a c h  o n e .  20% i s  a l l o c a t e d  t o  t h e  c o u n t i e s  i n  
p r o p o r t i o n  t o  t h e i r  m o t o r  v e h i c l e  r e g i s t r a t i o n  ( 4 3 - 4 - 2 0 7 ) .

5) M u n l c i p a l i t e s  a r e  e n t i t l e d  to  9% o f  t h e  b a l a n c e  o f  t h e  
h i g hwa y  u s e r s  t a x  f u n d .  80% o f  t h i s  money i s  d i s t r i b u t e d  to  
i n d i v i d u a l  c i t i e s  i n  p r o p o r t i o n  to t h e i r  mo t o r  v e h i c l e  • 
r e g i s t r a t i o n .  The r e m a i n i n g  20% i s  a l l o c a t e d  among c i t i e s  on 
t h e  b a s i s  o f  t h e  m i l e a g e  o f  s t r e e t s  i n  e a c h  one  ( 4 3 - 4 - 2 0 8 )  .
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3 .  WHAT I S  THE REVENUE SHARING FORMULA FOR HIGHWAY CONSTRUCTION AND
MAINTENANCE?

L o c a l  g o v e r n m e n t s  I n  H a w a i i  do n o t  r e c e i v e  h i g h wa y  moneys  by means  o t  a r e v e n u e  s h a r i n g  
f o r m u l a .  The c o u n t i e s  o f  H a w a i i  a r e  a l l o w e d  t o  c o l l e c t  m i s c e l l a n e o u s  h i g h w a y  and v e h i c l e  
" u s e r "  f e e s ,  and a r e  a l s o  p e r m i t t e d  by s t a t u t e  t o  l e v y  a c o u n t y  f u e l  t a x  on e a c h  g a l l o n  o fHAWAII
l i q u i d  f u e l  s o l d  f o r  u s e  w i t h i n  t h e  c o u n t y ,  
c o u n c i l  (14 S e c t .  2 4 3 ) .

The amount  o f  t h e  t a x  i s  s e t  by e a c h  c o u n t y

IOWA

Funds  f o r  c o n s t r u c t i o n  and m a i n t e n a n c e  a r e  a l l o c a t e d  t o  t h e  c o u n t i e s  and c i t i e s  f rom t h e  
r o a d  u s e  t a x  f u n d .  The f u n d  i s  composed  o f  m o t o r  v e h i c l e  r e g i s t r a t i o n  f e e s ,  m o t o r  f u e l  
t a x e s ,  u s e  t a x e s ,  and o t h e r  m on e y s .  A l l o c a t i o n s  f rom t h e  r o a d  u s e  t a x  f un d  a r e  made on t'ne 
f o l l o w i n g  b a s i s  a f t e r  f i r s t  d e d u c t i n g  e n t i t l e m e n t s  f o r  s e v e r a l  s p e c i a l  p u r p o s e  f u n d s :  (1)  
45% t o  t h e  p r i m a r y  r o a d  f u n d  ( S t a t e ) ;  (2)  28% t o  t h e  s e c o n d a r y  r o a d  f un d  o f  t h e  c o u n t i e s ;
( 3)  9% t o  t h e  c o u n t y  f a r m - t o - m a r k e t  r o a d  f u n d ;  (4)  18% to  t h e  s t r e e t  c o n s t r u c t i o n  f u n d  of •*; 
t h e  c i t i e s . t ii,

III

S i x t y  p e r c e n t  o f  t h e  c o u n t y  a l l o c a t i o n  i s  d i s t r i b u t e d  to  e a c h  c o u n t y  b a s e d  on t h e  n e e d  of 
e a c h  c o u n t y  i n  r e l a t i o n  t o  t h e  t o t a l  n e e d s  o f  t h e  e n t i r y  c o u n t y  r o a d  s y s t e m ;  40% i s  base  
on t h e  a r e a  o f  e a c h  c o u n t y  r e l a t i v e  t o  t h e  t o t a l  a r e a  o f  t h e  S t a t e .  The n e e d s  o f  t h e  
c o u n t i e s  w e r e  d e t e r m i n e d  u n t i l  1979 by a p e r i o d i c a l l y  c o n v e n e d  s p e c i a l  h i g h w a y  s t u d y  
c o m m i t t e e ,  and a r e  now a s s e s s e d  by t h e  D e p a r t m e n t  o f  T r a n s p o r t a t i o n .

The d i s t r i b u t i o n  o f  f u n d s - t o  c i t i e s  i s  b a s e d  on p o p u l a t i o n  o f  e a c h  c i t y  i n  r e l a t i o n  to  t l  
t o t a l  p o p u l a t i o n  of  a l l  c i t i e s  i n  t h e  S t a t e .
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MONTANA

3. WHAT IS THE REVENUE SHARING FORMULA FOR HIGHWAY CONSTRUCTION AND 
MAINTENANCE?

Montana annually allocates $6*500,000 of- gas tax revenues among eleven "financial" 
districts" each of which contains several counties (32-2603). The financial districts 
receive money for portions of the federal-aid highway system, the federal-aid secondary 
sy9 tem, and the federal-aid interstate system located within their boundaries. Each U
district receives an amount for federal-aid primary highways based on the ratio between . 
the incomplete mileage (figure includes all mileage which doesn't meet State standards) 
the district and the total incomplete mileage in the State (32-2606). The proportion of 
funding each district receives for federal-aid secondary highways is computed on the 
fallowing basis:

(a) 1/4 in the ratio of land area in each district to the total land
area in the- State. (

(b) 1/4 in the ratio of the rural population in each district to the
total rural population in the State.

(c) 1/4 in the ratio of the rural road mileage in each district to the
total rural road mileage in the State.

(d) 1/4 in the ratio of the value of rural lands in each district to
the total value of rural land in the State,

The money appropriated to each district is further apportioned to each county in the
district on the same basis (32-2607). The amount given to each district for federal-aid
interstate highways is based on the ratio between the estimated cost of constructing the 
system in each district and the estimated cost of constructing the entire system within • 
the Spate (32-2609). The department may give a limited amount of additional money to a 
district for any of the systems. However, the succeeding fiscal year, the district's 
allocation will be reduced by a like sum (32-263.0) .

The Department of Highways annually makes funds available to each county and city over 
5,000 for matching federal-aid off-system road and urban highway grants. Counties rccei 
this money on the same basis that they receive funding for federalaid sec dary highways
(32-2607.1). The allocation to cities is based on the ratio of urban population in the
city to total urban population in all cities over 5,000 in the State (32-2611).

J j
; i'i
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. OREGON

3. WHAT IS THE REVENUE SHARING FORMULA FOR HIGHWAY CONSTRUCTION AND
MAINTENANCE?

• I

20% of all monies credited to the Oregon highway fund must be appropriated among the 
State’s counties (366.525). In any year, individual counties receive an amount which is 
based on the ratio of the number of vehicles and trailers in the county, to the total 
number of vehicles and trailers in the State (366.530). Cities are entitled to 12% of the 
money credited to the State highway fund. Each city receives s share proportionate to 
the size of its population (366.800(5)).

Counties aiid "road districts" (counties may be divided into road districts by popular 
initiative) may levy several different taxes to pay local road construction, maintenance, 
and repair costs (371; 373.240). In some cases, counties must allocate revenues from 
taxes among the road districts according to a formula specified by statute (368.710).
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3. WHAT IS  THE -REVENUE SHARING FORMULA FOR HIGHWAY CONSTRUCTION AND

MAINTENANCE?
___i

WASHINGTON

WYOMING

Local governments receive statutorily. dedicated highway funds and administrative 
aaaistance through* the State Aid Division of the Washington State Department of Trans­
portation. Proceeds from the State fuel tax, vehicle ownership and licensing fees, and 
fines accrue to a "motor vehicle fund" (RCW 46.68.020, 030, 050; 82.36.020) which is 
distributed among city, county and State highway and road programs according to the 
following statutory formula: 11.53% to cities and towns, 22.78% to counties, and 52.21%
to the State (RCW 46.68.100). Money is allocated to individual cities and counties 
according to another formula specified by statute (RCW 46.68.110; 46.68.115; 46.68.120). 
Another 7.12% of the motor vehicle fund goes into an urgan arterial trust account which 
finances bond programs and limited "pay as you go" construction of local arterials (RCW 
46:68.100), 6.95% of the State's portion of the motor vehicle fund is dedicated to
construction and improvement of State highways in urban areas (RCW 46.68.150).

!l

10% of Wyoming's gasoline license tax revenues are reserved solely for payment of the 
State's 8h,Are of the county-state rood construction program. This money must be alloca1': 
among the counties based 50% on the ratio which the rural population of the county bearh 
to the total rural population of Che State, and 50% on the ratio which the area of the 
county bears to the area of the State (Sect. 24-2-110). 75% of the amount of any b o n d ’
issue issued by the State for State highway construction must be apportioned to each 
county in the proporti.^ which the assessed valuation of the county bears to the total 1 
assessment of the Stati (Sect. 24-1-119).

U
I! I
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4. WHAT CRITERIA DO THE STATUTES CONTAIN REGARDING THE ALLOCATION 01' STATE
HIGHWAY CONSTRUCTION AND MAINTENANCE FUNDS?

I!

,..E; i:z o n a

. P ,.--

11

” i
if '
LD KADO

Arizona has a Transportation Priority Planning Committee which recommends statewide high­
way construction project priorities to ’the State Transportation Board. The committee 
prepares and annually updates a long range statewide transportation facilities construction 
program which prioritizes construction projects to be undertaken in each of the five en­
suing, fiscal years. The estimated cost of the program for each year must be approximately 
equal to the revenues estimated to be available for highway construction during that year. 
The committee must devise a rating formula to use when deciding project priorities, taking 
into account the following criteria: (a) sufficiency rating, (b) user benefits, (c)
economic factors, (d) continuity of improvement, (e) social factors, (f) land use, (g) 
aesthetic and environmental factors, (h) conservation factors, (i) safety factors, (j) 
life expectancy, (k) recreational factors, (1) availability of State and federal funds,
(m) any other relevant criteria developed by the committee (28-111).

Additionally, Arizona law provides that the Department of Transportation must spend money 
from the State highway fund first for construction of highways which a m  joint federal- 
state projectss and second, for taking over and constructing other State highways. Re­
construction or replacement of existing highways damaged or destroyed by acts of God or 
other sudden or unexpected causes must be the priority use of the Department's maintenance 
moneys. Damaged federal-state roads must be repaired before reconstruction of other State 
highways is undertaken (28-1822) .

The State Highway Commission must determine priorities for construction on the State 
highway system before May 30 of the year preceding the year during which construction is 
to be undertaken (43-2-136(a)).

In establishing priorities, the State Highway Commission must make use of a highway 
"sufficiency rating" system which takes into consideration traffic volume, composition of 
traffic, width of roadbed, pavement type, and other construction factors which are 
necessary in order to adequately compare existing highway facilities with the known 
desirable standards for highways (43-2-136). Counties and citios must annually submit to 
the Highway Commission priorities for the construction of roads, streets, und highways 
within their Jurisdiction. Counties and cities muy use a highway sufficiency rating 
method similar to that employed by the State Department of Highways (43-2-137; 43-2-138).

-16A-



HAWAII

1-----|—TOC—— "
WHAT CRITERIA DO THE STATUTES CONTAIN REGARDING THE ALLOCATION OF 
STATE HIGHWAY CONSTRUCTION AND MAINTEANCE FUNDS?

Hawaii law specifies how each county's fuel tax revenues may be spent, but only priori:,! 
one type of expenditure: counties must pay amounts due on road construction bonds bef-:::
spending money on other projects (Sect. 243-6). The State's share of fuel tax revenue}1 
also "earmarked" by statute,, but not prioritized. Moneys in the State highway fund may.b'! 
expended for the following purposes:

( 1 )

( 2 )

(3)

To pay the costs of repairs aud maintenance of the State highway 
system.
To pay the costs of acquisition, planning, designing, construction 
and reconstruction of the State highway system and bikeways.
To reimburse the general fund for interest on and principal of general 
obligation bonds issued to finance highway projects (14 Sect. 248-9).

There are also general instructions regarding money generated by motor vehicle and "user"
taxes levied by the county. These funds may be used for the following purposes:

( 1 )
( 2 )

(3)
(4)
(5)
( 6 )

For all costs involved in construction and maintenance of public highways. 
For installation, maintenance, and repair cf street lights on county- 
maintained public roads.
For purposes connected with traffic control and safety.
For payment of interest on and redemption of bonds.
For purposes connected with mass transit.
For the design and construction of bikeways.

These projects are not prioritized by statute. (Sect. 249-18).

IOWA

Iowa'9 statutes provide little direction for the allocation of State highway funding. 
Highway planning appears to be a joint function of the Transportation Commission and the 
Highway Division of the Department of Transporation. The Commission is responsible for '' 
the development of an annual transportation policy and plan, while the Highways Division; 
has jurisdiction over the planning, design, construction and maintenance of the State 
primary highways (307 . 10, 307 . 24). !•

Improvements to the State primary road system aie given statutory priority over new ,» •

construction. Such Improvements ore to be made "as rapidly os funds become available I

therefore until the entire mileage of the primary roadsyste" meets traffic requirements
(313.8). The condition of the primary roads to be equalized as nearly as possible by stioh 
improvements. p j ' j j

The statutes ulso provide that sufficient funds will be mode available to equal the totu1 
federal allotment to the State for road purposes, and to maintain the roads constructed J  
with such funds. (313.1).

-17A-
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S T A T E  H I G H W A Y  C O N S T R U C T I O N  A N D  M A I N T E N A N C E  F U N D S ?

1 <i
' !• 

• I

O R E G O N

Montana State statutes do not prioritize highway construction or maintenance projects. 
However, before money is appropriated to the financial districts, counties or cities funcji 
are removed for four types of projects: bridge replacement, construction and reconstruct,?,
of federal-aid priority primary routes, upgrading highways through economic growth centum, 
and improving highway safety (32-2613, 32-2614, 32-2617; 36-2618). ( •’[
"Reasonable" amounts must also be spent for establishing footpaths and bicycle trails, 
which, by law, must be constructed along all sections of the interstate highway system 
(32-2626).

;!•
!* : 'i>

ii 
* »'

f
If
I I

Oregon statutes contain several provisions regarding expenditure of the State Highway 
Fund. "Reasonable" amounts must be spent to establish footpaths and bicycle trails.
Except w h e r e ‘specified by statute, footpaths and bicycle trails must be established
wherever a highway, road, or street is being constructed, reconstructed, or relocated 
(366.514). Before allocating the State's highway monies, the Department of T r ansporta ::l(| 
must first set aside an amount sufficient to comply with the terms of the various fede;:«|i-
aid programs in which the State participates (366 . 735). By law, the Department must afljiji1'
withdraw $250,000 each year from the amount appropriated for cities. This money must 
spent by the department on city streets which are receiving excessive wear through sudddi|i!j 
increases in population, or heavy and unusual traffic. The Department may net use this li:;1' 
money for streets which are part of the State highway system (366.805).

!
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ASHINGTON

WHAT CRITERIA DO THE STATUTES CONTAIN REGARDING THE ALLOCATION OF STATE 
HIGHWAY CONSTRUCTION AND MAINTENANCE FUNDS?

! U; 
i i

Washington State statutes outline a procedure for prioritizing highway projects. The 
Washington State Highway Commission establishes three categories of highway improvements

(1) Category A improvements consist of those necessary to sustain the 
structural, safety, and operational integrity of the existing State 
highway system;

(2) Category B improvements consist of those continuing the development 
of the interstate system;

(3) Category C consists of mujor transportation improvements (other than 
improvements to the interstate system) including designated but un­
constructed higways which are vital to the state-wide transportation 
network (RCW 47.05.030).

The Commission prepares a long range plan allocating the estimated rever es for a 
fourteen year period among the categories, giving primary consideration o the 
following factors:

(a) The relative needs in each of the categories.
(b) The need to provide adequate funding for Category A improvements

to protect the State's investment in its existing highway system; and
(c) The continuity of future highway development of all categories of 

improvements with those previously planned (RCW (47.05.035).

In preparing the long range plan, the Highway Commission must adopt a schedule for per­
forming Category A improvements within each calssificatlon of Stute highways (all 
State highways are classified by the Commission according to their function and 
important (RCW 47.05.020) (RCW 47.05.035(2)).

The Commission must prioritize all A and B improvement projects according to the 
following criteria:

(a) The highway's structural ability to carry loads imposed on It;
(b) Its capacity to move traffic at reasonable speeds without undue 

ponges tlon.

( continued)
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A. WHAT CRITERIA DO THE STATUTES CONTAIN REGARDING THE ALLOCATION OR STATE 
HIGHWAY CONSTRUCTION AND MAINTENANCE FUNDS?

!
(c) Its adequacy of alignment and related geometries;
(d) Its accident experience; and
(e) Its fatal accident experience (RCW A7.05.Q50).

When selecting which category C projects to perform, the Commission must compare the 
projects on the basis of the following:

(a)
(b)
(c)

(d)
(e)
(f)

( 8 )

Continuity of development of the highway transportation network; 
Coordination with the development of other modes of transportation;
The State long range goals of the local area and its transportation 
plan;
Its potential social, economic, and environment impacts;
Public views concerning proposed improvements;
The conservation of enery resources and the capacity of the |
transportation corridor to move people and goods safely and at 
reasonable speeds; and
Feasibility of financing the full proposed improvement (RCW A7.05.051).

There are statutory provisions permitting the Highway Commission to deviate from the 
established prioritization of projects (RCW A 7 . 0 5 . 0 5 1 (g); A 7 . 0 5 . 0 5 5 ) .

According to Wyoming statutes, the State Highway Commission prioritizes only county 
industrial road projects using the following criteria: (1) date project was proposed;
(2) county money available for project; (3) traffic count; (A) number of people 
project will service; (5) tux value of the area served by the proposed Industrial road 
(Sect. 2A-5-121).



Bill Analysis by Rep. Bette Cato's office.

Bill  654

rjThis is "an act relating to the Department of Transportation and Public 
--Facilities and establishing a board-at the Department of Transportation 
“ and Public Facilities and providing .for.an .effective date.''

§&  ?  n  . s i',-  .

as bill establishes a board of transportation made up of 7 members, 
le member of the Board shall be appointed from each allocation district 

^as in AS. 19.30.127, (Local Service Roads and Trails districts.)

! two members with highway construction experience
two members with aeronautical experience 
one member with a maritime background 
one member with, to be an economist 
one member shall be selected from the public at large

7
;_7"5embers serve overlapping terns with no member serving more than two 
rterms. ,.ft.

■v

44.42.017 The board is entitled to compensation ofC$150 per day 
tias well as travel and per diem, and is authorized $100 for board 
■'̂ approved meetings or conferences.
USi."; * •* i
_jSec. 44.42.019 The board is authorized to hire staff as necessary. 
Staff is in the partially exempt category.

44.42.021, Powers and Duties
(a) The board shall: "Recommend policy for adoption to the 

 ̂^^legislature to assure the development and maintenance of a comprehensive 
and balanced statewide system that will meet the needs of the people of 

cKw-'the state for safe and efficient-transportation services." The bill 
outlines considerations for the board in their preparation of these 
policies. (inasmuch as these are straightforward in the bill, I will not 

•SSvygo into detail here, but highlight significant areas)
(c) The board may (1) engage in experimental projects relating to 

existing or future modes of transportation.. (2) exercise the power of
jj*r' eminent dcmain, including the declaration of taking as in AS. 0 9 . 5 5 .

(d), .." the board shall supervise the execution (of the plan) by
-the commissioner of other statutory powers and responsibilities granted 
to the commissioner by law.", which cives added accountability from the

ft* commissioner to the board.

i l ’ . Sec. 4 4 . 4 2 . 0 40 The board may adept regulations.
Sec. 44 . 4 2 . 0 40 The board shall adopt regions in the state. The
functions of the department., shall be performed, ro the maximum extent 
possible through the regional office. Region directors are appointed by 
the commissioner. (Recall that the board has supervisory powers here)



This section also elaborates on the "plan" for transportation.
Sec. 4, AS.44.42.050(a) provides for an annual comprehensive 
intenrodal, long range plan.
Sec. 5 AS 44.42.050(b) provides'for amendments to the plan.

• v. •' #’■l.J v  ^  •
Sec. 6 speaks to "two year" ;planlbut-d6es not address- two phase funding. 
See HB 650. Ifx&f i /. *

Sec. 7 through Sec. 10 speaks 'to'•'Public Facilities and outlines 
procedures for the public facilities and other plans.

Sec. 12 through Sec. 16 inserts the word board in place of the word 
commissioner



6 5 1 ,

My name i s  W a l te r  B. P a r k e r .  I  am a  r e s i d e n t  o f  
A n ch o rag e ,  A la s k a  r e s i d i n g  a t  3721* Campbell  A i r s t r i p  
Hoad. I  h a v e  been ac'itiye J in - 'A laskan  t r a n s p o r t a t i o n  
o p e r a t i o n s  and p l a n n ih g ’.-jSince 1 9 ^6 .  .

CS H3 6 5 k  a

I  s t r o n g l y  s u p p o r t  t h i s  b i l l .  I  b e l i e v e  . t h a t  t h e  Board 
would s e r v e  as  t h e  forum t h a t  h a s  lo n g  be'eh n ee d e d  t o  
d i s c u s s t h e  t r a n s p o r t a t i o n  a f f a i r s ^ o f  th e  s t a t e .
I t  i s  t im e  t o  d e c e n t r a l i z e  some ofVthe  power i n  t h e  
s t a t e  e x e c u t i v e  and t h i s  b i l l  c e r t a i n l y t i s  a  good, s t e p  
i n  t h a t  d i r e c t i o n ,  «

V • .I. •

I  b e l i e v e  i f  we lo o k  a t  t h e  D ep a r tm en t  o f  E d u c a t i o n  an d  
s e c  t h a t t h e  same Commissioner  w ork ing  w i th  h i s  board  
h a s  s u r v i v e d  some of t h e  g r e a t e s t  p o l i c y  c h a n g e s  " in  
s t a t e :  h i s t o r y  i s  a good i n d i c a t i o n  of t h e  way i n  which  
t h e  b o a rd  proposed  i n  t h i s  b i l l  m igh t  work f o r  t r a n s p o r t s  
a t i o n .  As a fo rm e r  Commissioner  I  would r e g a r d  t h e  
b o a rd  a s  an  enhancement of  t h e  d e c i s i o n  making power 
r a t h e r  t h a n  a check upon i t .
The change I  would s u g g e s t  would be t o  have two m a r i t im e  
members and drop th e  e c o n o m is t .  T h is  does n o t  r e f l e c t  
a b i a s  a g a i n s t  e c o n o m is t s  who d e s p i t e  our o r e s e n t  
r e v e n u e  f o r e c a s t s  I  tend  t o  adm ire  a s  a p r o f e s s i o n .  
However,  I  b e l i e v e  t h i s  b o a rd  sh o u ld  r e f l e c t  o v e r a l l  
t r a n s p o r t a t i o n  background and n o t  s p e c i f i e d  p r o f e s s i o n a l  
e x p e r t i s e .



I . R E Q U E S T
B i l l / R e s o l u t i c n  No. HB 654 Relating to DOTPF and establishing the 
T i t l e  Board of Transportation ft Pnhlir Fan'litio*; at thp head nf thpJlopt. 
R e q u e s t e d  by House Transportation________________________ Date l/?i _______

II. F I S C A L  D E T A I L
A g e n c y  A f f e c t e d  Department'-of " T r a p s n ortation and Public Facilities 
P r o g r a m  Category A f f e c t e d  ' . A n w i m * o n  and S u pport
EP.U, Program, Or S u b p r o g r a m ^ V'-Affebted B o a r d  of Transportation and Facilities 
(Note: If m o r e  than one b udget )tortponent is affected, separate line-item

amounts and f u n d i n g  f o £  each-'ccmponent in the analysis section.)
• ■ '  -

EXPEND I T U R E S  (Thousands of Dollars)

S e e :

FY 82 FY 83 FY 84 FY 85 FY 86 FY 87

100 P E R S O N A L  SERVICES -0- 89.8 98.8 108.6 119.4 131.3
2 0 0 TR A V E L -0- 41 Q 46. 1 50. 7 55.8 _ 61,3
300 C O N T R ACTUAL -0- 55.0 ... 60.5 66.5 73.1 80. U
4 0 0 COMMODITIES -0- 5.0 5.5 6.0 6.6 7.2
500 EQU I P M E N T -0- ' 1070 U ) 1..0 .. JL 0 .. .1.0
600 L A N D  & STRUCTURES -0- -0- . -0- -0- -0- -0-
700 GRANTS,CLAIMS,ETC. -0- -0- -0- -0- -0- - 0 -

T O T A L -0- 201.7 211.9 * 232.8 255.9 281.2

F U N D I N G  (Thousands of Dollars)

G E N E R A L  FUND
F E D E R A L  FUNDS
O T H E R  (Specify Source)

POSITIONS

-0- 20! :t ~ ■71775 ” 232.5 255.9

F UL L  TIME -0- 2 2 2 ? 7
P A R T  TIME .. -o- -0- -0- -0- - o- -0-
T E M P O R A R Y -0- -0- -0- -0- -0- -0-

-0- -0- -0- -0- -O- -n-

III. ANALYSIS (See Fiscal N o t e  Preparation Instruction, S e c t i o n  III) 

See attached notes and K 3  654 1982.

I V . . D A T E  o / ^ ' L . _____________________PREP A R E D  EY
A GENCY Department c: T r a n s n o r t a t l o n  I Public Faciliti 

Orig i n a l :  Legislative Finance PHONE ________________



ESTIMATED COST ON HB654 
For Board of Transportation & Facilities

Personal Services 
2 Full time Staff 
Executive Director 

24A 4320/mo
Secretary I 

10B 1726/rao
Benefits at 23.8%

$72,552
17,257 $89,819

Travel

Per Diem-Meobers 
$80/day
(per as 39.20.180)
Meetings
5 days - Initial set up x 7 members (35)
3 days - 6 Regular x 7 members
5 days - Special x 7 members
3 days x 3 Inspection x 7 members

Per Diem-Staff

5 days (5)
3 days 6 times (18)
5 days 1 time (5)

28 x $80/day

Air Fare - Members 
f> Staff

$1,566 per meeting x 8 meetings 

Avg/trip » $261
$261 x 7 members x 3 inspection 
trips
Total air fare

Inflation/Rate increase 5%
Total Travel

(126)
(35)
(63)
259 x $80/day $20,720

12,528

5,481

$18,009

900 $I8,9.'9
$41,869

$ 6 , o c :
9, oc:
9,3c:
6 , o c :

2 0 ,oc:
4,7c:

$55,000

Contractual 
310 Commu lication
32J Printing L Advert.
330 Space rental
364 Equipment Rental
380 Professional Services
390 Other Contractual Services

Total Contractual



Total Estimated Cost FY 83 $201,700

r*v 

r  —

furniture h ottice 
Equipment including
2 desks, 2 chairs ,;?<■ K. V,
3 file cabinets, 1 bb.ĉ knshelve; 
1 typevnter, 1 calcuiaforl
3 guest chairs, 1 ta'ble

Total cost Estimated

10,000

10,000

.. $ 201,688
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S e c . 39.20.160. Regulation:;;. T h e  fixing and p a y m e n t  under A S  

;a-20.110 —  39.20.170 of travel and per diem allowances and of 

jjvances and recovery and reimbursement of travel expenses shall be 

•n accordance with regulations adopted by the commissioner of 

,-ministration. T h e  regulations shall'be uniform for all officials and 

^mnloyees, and all agencies,.ati.d departments. The regulations shall 

jlio govern the use of public'transportation facilities by officials and 

employees. T h e  regulations'relate toth§ internal m a n a g e m e n t  of state 

agencies and their adoption "is?not subject to the Administrative 

Procedure Act ( A S  44.62). (§ 9 ch 63 S L A  1957; a m  § 2 ch 13 S L A  1963)

Sec. 39.20.170. Construction of A S  39.20.110 —  39.20.170. A S  

39.20.110 —  39.20.170 m a y  not be construed to modify or repeal a law 

rroviding for the travel expenses of the governor, or m e m b e r s  of the 

legislature, or m e m b e r s  of boards or _ commissions of the state 

covernment. (§ 10 ch 60 S L A  1957) • ytf,

Sec. 39.20.1S0. Transportation a n d  p e r  d i e m  e x p e n s e s  for 

m e m b e r s  of boards, c o m missions, etc. Except as otherwise 

provided by law, from and after M a r c h  27-, 1962, thfe provisions in this 

section relating to per diem a n d  transportation govern exclusively and 

supersede all other provisions of law with respect to a m e m b e r  of a state 

board, commission, committee, judicial council, or other sihiilar body of 

persons of the state organized or established under the authority of 

law, but excluding any other state employee other than a legislator, 

who is otherwise entitled by law to receive from the state payments for 

expenses of transportation, and for reimbursement or for per diem in 

lieu of reimbursement for other expenses incident to his duties as such 

member:

(1) For transportation, the m e m b e r  is entitled either to the use of 

state transportation requests, or to be reimbursed for expenses of 

transportation to the s a m e  extent, in the s a m e  manner, a n d  under the 

same conditions as provided for state officials and employees by the 

provisions of A S  39.20.110 —  39.20.170.

(2) For reimbursement for other expenses, the m e m b e r  is entitled to 

a per diem allowance prescribed by the commissioner of administration 

under the regulatory authority set out in A S  39.20.160 for each day or 

portion of a day spent in actual meeting or on authorized official 

business incident to his duties as a m e mber. ({; 1 ch 130 S L A  1953; a m  

5 1 ch 3-1 S L A  1960; a m  § 1 ch 37 S L A  1962; a m  ii 5 ch 13G S L A  1967; 

a m  S 12 ch 47 S L A  1974)

Cross re feren ce . — As to coverage of 
iu ie  board and commission members 
under the W orkers Compensation A d . set 
AS 23.30.2-i2.

Q uoted in Employers l.iab. Assurance 
Corp. v, Grooiliius, 8 Alas. L.J. No. 12, p. 
11-1 (Nov., l&'Oi.

Cited in Laborers L Hod Carriers Local 
3-11 v. Giuuihuis, Sup Ct. Op. No. 773 
(File Nos 1433. I4’i9), 494 P.2d 80S 
(19721.

xrrr.v; 

.*> m'.T'v. l
T . v :
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Sen. Dick'. Eliason. r<
Sen. Brad BraoLey' r 
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COMMITTEE CALENDAR

K3 866am An Act establishing a special investment tax credit

WITNESS REGISTER

David Heatwole 
Alaska Miners Association 
509 West Third Ave., Suite 17 
Anchorage, Alaska 99501 
Testified in favor of H3 866

v.-v-yss?

George Krusz
Alaska State Chamber of Commerce 
310 2nd St.
Juneau, Alaska 99801
Supports concept of 13 866; expand to include oil and gas industry

Gary Jenkins
National Federation of Independent Businesses 
former Division of Audit 
P. 0. Box 194 
Auke Bay, Alaska 99803
Has problems with HB 866; suggests expanding to include all small 
businesses

Tern Williams
Cdmmissioner, Dept, of Revenue 
Pouch S
Juneau, Alaska 99811 
Testified in opposition to 33 866

Dave Hutchins
AJRECVElectrical Association 
6000 C Street, Suite C 
Anchorage, Alaska 99502
Suggests HB 866 be amended to include renewable energy- resource 
investments



Lance Anderson
Cook Inlet Regional, Inc.
1600 Oxford Drive 
Anchorage, Alaska 
Supports K3 866

Phil Holdsworth
Alaska Miners Association-.^S C. ;• 
326 4th St., #1004 
Juneau, Alaska 99801 
Supports KB 866 “.u :

Rep. Terry Gardiner 
Pouch V
Juneau, Alaska 99511 
Testified in opposition to HB 866

PREVIOUS ACTION

No previous action in this ccrrmittee.

ACTION NARRATIVE • . n

Tape £
0 0 0 0

Sen. Vic Fischer, chair, called the meeting to order at 1:50 pm 
with members Sen. Colletta, Sen. 3radley, San. Eliason, and Sen. 
Stimson present.

David Keatwole, Alaska Miners Association, stated that the associa­
tion is in support of KB 866 because it broadens the economic base. 
We have world class deposits worth as much as Prudhoe Bay. Mining 
is labor intensive. Development needs infrastructure and stable 
investment climate. K3 866 enables a quicker recovery of the. 
investment and it signals "lewer 48" companies that Alaska wants 
development. (Written testimony attached.)

Sen. Fischer asked what the state could do to develop mining.
David Heatwole responded: 1) Develop infrastructure and 2) Send 
a positive symbol to investors.

Sen. Fischer asked hew HB 866 could be a tax generator if the state 
is to provide infrastructure and tax exemptions. Sen. Eliason 
remarked that only profitable firms can use the credit, so what 
good is the'credit to less profitable investors. David Keatwole 
responded that it encourages investment in Alaska rather than some­
place else.

George Krusz, Alaska State Chamber of Ccmrrerce, testified that the 
Chamber has supported the concept of H3 866 since December 1981.
Tax credits should be expanded for all industry including oil and 
gas...it is not fair to exclude oil and cas. (Written statement 
attached.)



. .  . . . . . . .  .
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Gary Jenkins, National Federation of Independent Businesses, stated 
his concern that benefits of K3 866 only go to a limited group 
which already get special loan assistance. HB 866 is not fair 
to small businesses. They provide most jobs but receive little 
incentive. Gary suggests that the credit be expanded to all busi­
nesses except oil and gas-. Frcm past experience in the Dept, of 
Revenue, Gary reasons that-many businesses would pay little or no 
• tax because of the credit amendment; he would only support the con­
cept of HB 866 is it is Applied to all businesses. (Written state­
ment atached.) • •' V.; ' > •

Sen. Fischer asked to what extent K3 866 creates a windfall for 
profitable businesses. Gary Jenkins responded that as much 
•incentive as possible is needed.

Sen. Eliason posed a question about the fact that as much as 46% 
of investment credit which is returned to the corporation can 
be taxed by the Feds. Gary Jenkins agreed that this is true,

0600 although the credit primarily reduces state tax liability. Sen. 
Fischer asked if all sectors need equal incentive. Gary Jenkins 
responded that small businesses are in need of incentives. Sen. 
Eliason asked if non-renewable resources should be taxed dif­
ferently than renewable ones, given that, once removed, non-re­
newable resources are gone forever. Gary Jenkins responded that 
investment tax credit should be equal but non-renewable resources 
should be subject to a severance tax.

Sen. Bradley asked hew many small businesses are in the state. 
Gary answered that more than half of the state's businesses are 
smell...less than 50 people.

Tom Williams, Commissioner, Dept, of Revenue, (verbal testimony 
only) testified against HB 866 for the following reasons.

(1) It will not encourage investment. Alaska income tax 
maximum tax bracket is 9.4%. Investment credit would lcwer 
the 9.4%. 46% of the credit will go back to the Feds, so
the maximum benefit to a firm is 46% of 9.4%. Investment 
decisions are based on discounting of a future income 
stream ccnpared to costs. The investment credit will not 
make a' difference in the rate of return calculation. Max­
imum benefit of the tax credit would be less than 1% in the 
overall rate of return.

(2) Too irany benefits have already been conferred and already 
forgotten.

(a) Last year's state incore tax rates were sig­
nificantly reduced. Old rates were = $50,000 =5.4%

>  $50,000 = 9.4%

New rates are: $10,000
10 - 20,000 
20-30,000 
30-40,000

1% less than 1/5 of old rate
2% less than 40% of old rate
3% less than 60% of old rate
4% less than 80% of old rate



40-50,000 = 5% less than 95% of old rate 
50-60,000 = 6% 33% relief
60-70,000 = 7% 25% relief
70-80,000 ~ 8% 25% relief
80-90,000 = 9%
90-100,000= 9%
i>.-100*000= 9.4% same as before, but the 

first $100,000 receives a 
, substantial tax break

A -  • N  %

(b) In 1981 the IKS created the "Accelerated Cost 
Recovery System (Automatic Super Depreciation) which 
increases depreciation and reduces net taxable income.
In effect, it reduces state taxes because state taxes 
are based on federal tax.

(c) Last year's state legislature increased the 
allowable amount of investments eligible for an invest­
ment credit from $500,000 to $20 million: a 40 fold 
increase. It doesn't make sense to increase that 
40 fold increase by an additional five fold.

(3) Commissioner VJilliams also opposes H3 866 because it 
is disproportionate. Our investment tax credit is 18% of 
the federal investment tax credit rate. The Feds allcw 
10% tax credit. Our 9.4% maximum income tax reate was 18% 
of the Federal maximum income tax rate of 48%. It doesn't 
make sense to increase our investment credit refund to 100% 
of the federal allowance while our total tax rate is less than 
1/5 of the federal rate.

(4) Who benefits? Small corporations co not benefit. Small 
corporations are being taxed in a lew state income tax 
bracket. Large corporations have more income to shelter.
Large corporations can sell credits through subsidiaries. 
Credits get concentrated in the hands of the rich who
have the most income to shelter. It is easy to set up leasing 
arrangements through subsidiaries. Unity taxation lumps all 
subsidiaries together. Subsidiaries can be set up to transfer 
credits and no language can prevent this under unitary 
taxation.

(5) We are steadily eroding our tax base. For example: our 
housing loan programs, municipal revenues and public works 
are all riding on oil revenues. We need to broaden our tax 
base. Who will pay for the development of infrastructure
to support industries such as mining and agriculture if they 
do not pay taxes? Our revenue sources must not be eroded;
HB 866 erodes our non-petroleum tax base by 1/31

(6) HI! 866 gives the oil companies excellent support in their 
argument that our taxes are discriminatory and deny equal 
protection to the oil industry. After all, oil is like a 
rock which is mined. It must be processed to obtain market



value. KB 866 would leave us very exposed to a lawsuit 
by the oil companies. Dick Donaldson, Vice President of 
Standard Oil said he would challenge our entire tax system, 
including severance because it discriminates against oil 
production.

For all of these reasons, VCorrmissioner Williams is opposed to an 
investment credit egual-.td. 100% of the Federal investment credit. 
In sumrary: • ' * y '

1 - ineffectiveness-'
2 - benefits already conferred
3 - disproportionate benefits in relation to the

difference between federal and state tax rates
4 - disproportionate in favor of rich
5 - ability to sell credit through subsidiaries
6 - erosion of our non-petroleum tax base

In addition, KB 866 provides a better factual basis for oil 
ccnpanies to challenge our entire tax system.

Sen. Collette inquired if we need psychological incentives to 
to encourage development. Corrr f.ssioner Williams responded,
"People don't knew about the tremendous benefits which have 
recently been conferred by the legislature for oil and other 
industries."

Sen. Collette remarked that the credit v.’ould "enable investors to 
recover their investment more quickly." Conn. Williams stated, 
"Other factors completely overwhelm the effect of a state invest­
ment credit such as infrastructure and price of raw materials."

Sen. Fischer stated that Kuparuk was made on the basis of oil 
prices, not investment climate, ana he asked if there is any way 
that an industry needing incentive could benefit from a credit 
without also allowing other industries who don't need a credit 
to reap a windfall benefit.

CaTmissioner Williams responded that he didn't see how one could 
do that because even the Feds have not been able to prevent the 
creation of subsidiaries to sell credits. Ke calculated that the 
Prudhoe Bay rate of return after tax was $27.6% and without all 
state taxes the rate of return would have been 28.5%. Ke further 
stated that mining may have higher labor costs than oil, but the 
price of raw matierals dominates all other investment decisions.

Sen. Eliason asked about Alaska's old tax incentive plan, prior 
to Prudhoe Bay. Williams replied that it was repealed because 
the state never got anything In return except a urea plant on 
the Kenai, which he felt might have been built in any event, as it 
earns a good return.

Sen. Eradley asked if the incentive would create employment, thus 
decreasing the amount for welfare and unemployment costs.



Carrrussioner Williams stated that the minerals are "not. going any­
where" and development will occur when ore prices are profitable.
. He feels that we could help industry by providing better infra­
structure.

Sen. Eliason asked if other states have investment tax credits,
and Williams replied that ’̂ey'.do, but none are as disproportionate
•as the one proposed by HB'866..' .

\ r

Sen. Eliason asked hew severe’'Alaska taxation is corrpared to other 
states, and Williams answered that overall Alaska is in the better 
half because Alaska doesn’t have franchise tax, nor gross receipts 
tax; employers don’t have to pay higher wages to compensate for a
personal income tax bite, and our property taxes are not excessive.

Dave Hutchins, ARECA Electrical Association, proposed that 
renewable energy resource investment receive the same tax credit 
as other industries under H3 866.

Lance Anderson, Cook Inlet Regional, Inc., supports HB 866. He 
stated that HB 866 would be a positive factor in investment deci- 
cisions; most corporate investments are not even eligible for 
investment credit. The measure will encourage investment in 
marginal industries and diversification of Alaska's employment 
base. He stated that smell businesses do not need 
investment credit as they already have no income tax liability.
Even if H3 866 wipes out all state income tax liability on large 
projects, large corporations would still pay a 7% mining license 
tax. Mines are lew margin businesses, and the incremental return 
is more important than it is for oil companies.
Passage of HB 866 sends a psychological message that the state
wants and needs mining devel oprrent and will reward investment 
activity.

Lance Anders m answered questions which people have asked him on 
other occasions. In response to the question, "t-Jho is eligible 
for the credits?" Lance stated that only non-oil corporations would 
be eligible. Even if tax credits are exchanged, Lance would 
approve, because the goal is to encourage investment. HB 866 
encourages reinvestment. In response to inquiries about what 
constitutes "qualified property", lance stated that it does not 
include roads, buildings, etc. Qualifying property will not be 
a large part of the investment. He described hew the credit is 
calculated (the percentage eligibility formula used for federal 
investment credit calculations prior to 1981: 

less than 3 year useful life = 0% eligible
3-5 year " " = 33 1/3 % eligible
5-7 year " " = 66 2/3 % eligibl

7 or more year " " = 100 % eligible

Lance Anderson went on to describe the impact HB 866 would have on 
state revenues. He said it should have a very minimal impact.
Only minimal amounts are invested in mining, timber and fisheries 
by taxpaying corporations. There will be local tax and employ-



irent benefits.

K3 866, he stated, is a revenue generating bill because it 
generates profits.

Lance Anderson questioned, the. accuracy of the fiscal note before 
the ccrnmittee. The bi 11 /Jhe'-stated, is worth the chance, even 
if it will only speed up •■.(development by one year. The people 
who will have the new jobs-.-will benefit. In response to the 
question, "Is HB 866 another.1 subsidy to a special interest?" lance 
answered that it is not a subsidy; it is a temporary tax reduction 
tied to investment. It will have a broad inpact. CIRI supports 
this bill because it can help develop Beluga coal or Seldovia 
chrome. There is no mining (currently taking place on native lands. 
Native corporations need more capital and K3 866 helps to attract 
capital for joint ventures and international development concerns.

Investment credits have been useful on the national level and they 
are effective. The critical question we should be asking is "When 
will these resources be developed?"

Sen. Eliason said that he didn't mind if soma of these resources 
are developed at a later date so others can receive the full 
benefit of them. Sen. Eliason challenged Lance Anderson's state­
ment that many investments, such as buildings, would not qualify 
for the credit, stating that this is not true according to the IRS 
code which states that buildings are exempt, hcwever "the term 
'building' does not include a structure used as an integral part of 
extraction", page 2, publication 572, Tax Information on Investment 
Credit.

Phil Holasworth, Miners and Coal Operators of Alaska, supports 
HB 866. Borax's exploratory work does not qualify as an invest­
ment. Alaska's mining license tax is like a severance tax except 
that it is paid on net income while severance taxes axe paid on 
gross incone.

Rep. Terry Gardiner testified that HB 866 is a poor policy with 
good intentions. On the national level, credits have been a 
failure, a great misallocation of resources. National investment 
is less than it was a year ago. The credit has not affected the 
creation of new businesses. The investment credit allowed busines­
ses to lease excess credits and get windfall gains. Borax 
development depends of the price of molybdenum and state tax policy 
has little effect. Borax will not even pay tax until 1992. For 
his own district, Ketchikan, new schools will be needed, in addi­
tion to additional public expenditures. What does Ketchikan get 
out of it? How can Ketchikan obtain state assistance for schools, 
etc, if the state is not receiving any taxes from Borax. Local 
taxpayers will have to pay for new infrastructure, but Borax is 
outside of local tax jurisdiction. Rep. Gardiner then addressed 
individual resources:
* Timber - the proposed credit would increase credit for 

cutting and replanting, even on private property. We



will pay timber companies to cut and replant: a strange 
situation.

* Fishing - I am a processor, and have invested a lot of money. 
My investrrent has nothing to do with state credits. It only 
depends on my ability to be a good businessman and make an 
intelligent decision... HB 866 is a great thing for poor busi­
nessmen, because it is-probably the only way they can make 
money. The norma£-Amarican way to make profit is to work 
hard and be smarter-than ’t£e next guy.

* Oil - We're gettingVtp^the' situation where we will only be 
taxing one industry in the state and that is oil. HB 866 
will enable the oil ccnpanies to more effectively argue in 
court that they are being discriminated against. Fishermen 
pay a 3% raw fish tax whether or not they make a profit.
It can be argued that this tax should be repealed on the 
grounds that tax relief would promote investrrent. Although 
this might sound plausible, Rep. Gardiner stated, he doesn't 
think it really would be plausible. The sane arguments can 
be made against any tax. Hcwever, we can't rely on oil for 
all public revenues. Rep. Gardiner stated that HB 866 is a 
very dangerous bill because it can support a challenge from 
the oil ccnpanies.

Sen. Eliason asked who will benefit frcm HB 866.

Rep. Gardiner responded that small businesses make small, 
eligible investments. Small businesses tend to deal in real pro­
perty which has lower eligibility than personal property such as 
equipment which large ccnpanies tend to deal with. Targe companies 
like timber can declare credits against roads and other kinds of 
support activities.

(This concludes the minutes on the portion of the meeting concerned with 
HB 866.]



QUOTES FROM MALuuaM GILLIS, PROFESSOR OF ECONOMICS, HARVARD UNIVERSITY, 

Statement to Permanent Fund Trustees on "The Effects of In-State 

Investment", OCT. 23, 1981.
•  ' * % *> ■ 1 .i

If the diversification so keenly sought means the creation of an economy 

that would be viable once oil runs out, then this would require an 

economy that could ultimately stand on its own in the absence of 

subsidies, and also pay ordinary taxes. Large-scale subsidization runs 

counter to the expressed goal of economic development.

There are few safe generalizations in economic policy. But, one 

generalization comes as close as any to a universal truth: selective 

government-sponsored credit programs have been, virtually everywhere, 

resounding failures. Here we speak of failure not so much in the sense 

of spawning resource misallocation so abhorrent to economists, but 

failure in t±e sense of not achieving the results desired by the 

government. This has been true in Kuwait, Libya, Quatar, United Arab 

Emirates, Saudi Arabia, Iraq, Algeria, Ecuador, Venezuela, Malasia,

Iran, Indonisia, Mexico, Nigeria, Norway, Holland, Britian, Alberta 

Canada and Salah Malasia... I would add that I have searched in vain 

for 14 years for one example of a truly effective state-subsidized loan 

program for industry.

Since some (usually significant) fraction of firms receiving subsidized 

loans are marginal enterprises to begin with (indeed, this is often 

precisely the argument used to justify special credit programs), many 

ultimately go under... As the British, Italian and Swedish experiences



clearly show, this is one way to spend a lot of the publics money. 

Whether Alaska is ready for a substantial govemment-as-entrepreneur 

presence is a question that can only be decided by Alaskans.

»* « .r

In several other cases, governments have rushed headlong into 

encouragement of greater local processing. Indeed, there are many 

instances in which governments, in their zeal to promote processing, 

have given up more in investment funds or in foregone tax revenue than 

they have received in benefits to their economies. The Bolivian tin 

smelter, constructed in 1968-69, is such an example. For another, 

consider a case in timber. The country of Papua New Guinea has seme 

attractive hardwood stands. Their government is committed to a policy 

of discouraging log exports and encouraging sawmilling and veneer 

plants, the better to secure greater domestic value-added in processing. 

To further this aim, the government has abolished export taxes on lumber 

and veneer, while maintaining a 10% excise tax on logs. In so doing, it 

gives up $440 of lost taxes for each $100 of additional wages made 

possible by higher employment in timber processing. This is but one of 

the common examples of the types of waste involved in indiscriminate 

enthusiasm for expanded investment in local processing. In such cases, 

the non-quantifiable benefits to the host economy had better be very 

high, given that the net quantifiable benefits are negative.



MEMORANDUM

TO: Senator Vic Fischer '

FROM: Ira Winograd w .

RE: Cook Inlet Regional Incorporated and HB 866, Investment Credits

CIRI has prepared and distributed a background paper on HB 866. This 

paper is incorrect in the following statements.

1. CIRI states that roads, buildings mine sites etc. are ineligible for 

investment credits. This is contradicted by THE IRS. Publication 572, 

"Tax Information on Investment Credit" defines qualifying investment 

property as: 1. being depreciable, 2. having a useful life of three or 

more years, 3. being tangible personal property used as an integral part 

of ... extraction. The IRS definition of building includes mining 

buildings as qualifying property. A qualifying building, "includes a 

structure which is an integral part of ... extraction." Other tangible 

qualifying personal property includes, "any other depreciable property 

that is used as an integral part of the specified business activities. 

Business activities are... extracting."

CIRI states that in a development project the amount of qualifying 

property will be a minor part of total investment. This is contradicted

DATE: May 10, 1982



by Borax which informed the governors office that 63 percent of its 

total projected expenditures would be eligible for the investment credit 

base.

2. CIRI states that only a porion of' qualifying investments are eligible 

for calculation of the investment credit base. This is also false. One 

hundred percent of all qualifying property is part of the investment 

credit base as of 1981. See attached, form 3468, Computation of 

Investment Credit, 1. recovery property, line b, column 3, (3 yr. prop, 

is not qualifying prop).

3. CIRI states that HB 866 would have a very minimal impact on current 

projections of state revenues. Com. of Rev., Tom Williams, estimates 

that HB 866 would lower non oil and gas corporate income tax revenues by 

one-third. This is our second largest source of revenue.

4. CIRI disputes the Dept, of Rev. financial that the proposed credit 

would exempt Borax from $82 million in state taxes. This is 

contradicted by Borax, which has informed the governors office that it 

plans $950 million in qualifying investments. Thus, under HB 866, Borax 

would have $95 million worth of investment credits.



3468F$rm
Dff«rtr»*nt 9i tH« TtMuiry 
InlxMl ftrwnut S*rrica (0)

Com pu ta t io n  of In v e s tm en t
►- Attach to your Ur return.

Use separate Schedule B (Form  3 4 6 3 )  to figure your ten U tive  b usin ess energy
Investm ent credit.

UMD. 0«.

. 1 1 8 1  
27

Name Identifying number as shown on pege 1 
o f vour t»x return

E le c t io n s  (Chedt the box(cs) below that apply to you (see Instruction D).)
A The corporation elects the basic or b asic  and m atching em ployee plan percentage under section 4 8 ( n ) ( l )  .  .  .

B I elect to increase  m y qualified investm ent to 1 0 0 %  to r certain com m uter highway ve h icles under section 4 6 (c )(6 ) . 

C  I elect to increase m y qualified investm ent by all qualified progress expenditures m ade th is  tax year and all later years

Enter total qualified progress expenditures included in colum n (4 ) , Part II ► -  -  - .............. —
D I cla im  fu ll cred it on certain  sh ip s  under section 4 6 (g )(3 ) . (See Instruction B fot d e t a i l s . ) ......................................

□
o
□

Bg-Iillca Qualified Investment

Figure yo u r qualified investm ent in new  or used investm ent 
credit property acquired  or constructed and placed in service  
during the tax y e a r. The qualifiec investm ent fo r qualified prog­
ress expenditures and qualified rehabilitation expenditures is 
allowed in the tax year the expenditure is incurred or in the case  
of self-constructed property the y e a r the expenditure is charg-

For certain  taxpayers, the basis or cost of property placed in 
service after February 18, 19B1, is limited to the amount the  
taxpayer is at risk for the property at year end. See Instruction E .

N ote: Include  y o u r share  o f investm ent In p roperty made by 
a partnersh ip , estate , trust, sm a ll business corporation , o r  le sso r.

1 Recovery Property L in t
Recovery Period .

CO
Unadjusted B»»is

(3)
Applicable
percentage

Ml
Qualified investment 

(Column 2 x  column 35

N ew J * L
(b )

3-Year 60

Other 100

U s e d
(c ) 3-Year 60 • •

(d ) Other ... 100

2  Total— A dd lin es 1 (a ) through l (d ! 2

3 Nonrecovery Property U n i
(1)

LIU  years •
CO

B s s lt  or cost
O)

Applicable
percentage

(4>
Qualified Investment 

(Column 2 x  column J )

New
(• ) 3 or m ore but less than 5 3 3 % ----- "

(b ) 5 or m ore but less than 7 6 6 %

(e) 7 or m ore 100

Used

(d) 3 or m ore but less than 5 3 3 %

(e) 5 or m ore but less than 7 6 6 %

( 0 7 or more 100

4 T cta l— Add lin es 3 (a )  through

5 New com m uter highway vehic

4

e— E n te r total qualified investm ent. (Se nstruction D ) . . . 5

6  Used co m m u ter highw ay vehicle— En ter total qualified investm ent. (S e t nstruction D ) .

7 Qualified rehabilitation expenditures incurred before January 1, 1982, for: (see specific instructions)

(a ) Im p ro vem enU  w ith 5 or m ore but less than 7 years— Enter 6 6 % %  of expenditure* . .

(b ) Im provem ents w ith  7 or m ore life  y e a rs— En ter 1 0 0 %  of e x p e n d itu re s ...................................... .......

8  Total qualified investment in 10%  properly— Add lines 2, A, 5, 6, 7(a) and 7(b). (See instructions lor special limits) . 

0  En ter 1 0 0 %  of qualified rehabilitation expenditures incurred a t f r  Decem ber 3 1 , 1 9 8 1 , f o r . . .

(a ) 30 -year old b u ild in g s .....................................................................................................................................................................

(b )  40 -ye ar old b u ild in g s ................................................................................... ....... ..........................................................................

(c )  Certified historic structures (Enler the Dept ol Interior assigned project number .......................................................)
10 Total qualified investm ent— Add lin ts  8 , 9 ( a ) ,  9 (b ), and 9 ( c ) ............................................. . * . . . .

6

7 (a )

7(b )

8

9a

_ 9 b

9 c

1 0

R - J T ,) B i i f ^  le n t a t iv e  R e g u la r  In v e s t m e n t  C r e d it

11 1 0 %  of line 8 ............................................................................................................................................................................................ 11

12 1 6 %  of line 9 ( e ) ..................................................... .............................................................................................................................. 12

13 2 0 %  of line 9 ( b ) .............................................................................................................................................................................................  .13

14 2 5 %  of line 9 ( c ) .....................................................................................................................................................................................
15 Corporations electing the basic or b asic  and m atching employee plan percentage for contributions  

to tex credit em ployee slo ck  ow nersh ip  p lans— C h e ck  box A above (see Instructio n  D)
(a) B a s ic  1 %  cred it— Enter 1 %  of line 1 0 ........................................................................................................................

(b) Matching credit (not more Ihsn 0.5% )—Enter elltmeblt p n e tn lijt  timts adjusted line 10 (ansch s ch edu le )  .
16 Credit from  Cooperative— En ter regular investm ent credit from c o o p e ra tiv e s ..............................................

14

15a

15b

16

17 C urrent year regular Investm ent cre d it— Add lines 11 through 16

18 Carryover of unused c r e d i t * ...................................................................................

17

18

19 C arryb ack of unused c r e d I U ......................................................................................................................... 19

20  Tentative regular investm ent cre d it— Add lines 17. 1 8 . and 19. enter here and In Part IV. fine 21 . 2 0

Fo r  Paperw ork Reduction A ct N otice, see page 2 . f a r m  3468 (1V»!)



Vic Fischer, C h a i r m a n  • Pouch V  • Juneau, Alaska 99811 • (907) 465-4954 

Official Business

»' * .#

•• MEMORANDUM

DATE: May 17, 1982 *’

TO: Senator Ed Dankworth, Co-Chairman, Senate Finance Committee 
Senator Don Bennett, Co-Chairman, Senate Finance Committee

FROM: Senator Vic Fischer $ r '

RE: HB 866, Investment Tax Credit

The House version of HB 866 provided an investment tax credit equal to 
100 percent of the investment credit allwed on federal taxes. 
Corporations investing in farming, fishing, timber or mining would be 
eligible for the investment credit. Oil and gas investments would not 
be eligible for the credit.

The Senate CS for HB 866 nukes the following amendments:

1. The investment tax credit is changed to 36 percent of the investment 
credit allwed on federal taxes. The state currently allws an 
investment tax credit equal to 18 percent of the investment credit 
allwed on federal taxes.
2. The investment tax credit only applies to mining activities and the 
activities must be conducted by corporations which have previously not 
been active in Alaska, or he conducted at previously undeveloped sites.
3. The new investment tax credit expires December 31, 1986.

The purpose of these amendments is to channel investment tax credits to 
initiate new mining investments which would not have been nude without 
the investment tax credit. The committee could not obtain a clear legal 
judgement as to whether US Borax might qualify and thus obtain a 
windfall of close to $80 million.

The following reference materials are enclosed:

CS for HB 866
Transcript of State Affairs hearing of May 5, 1982, on HB 866.
Fiscal note on House passed version of rJ3 866 
Letter of May 15, 1982, to Senator Vic Fischer, from Commissioner 

Williams, regarding Effects on Economic-Decision Making from 
Increasing the State Investment Tax Credit as Proposed in HB 866 

Memorandum of May 12, 1982, to Senator Fischer, regarding Effect of
Investment Credit on Projected State Revenues Generated by US Borax 

other pertinent material



P O U C H S
J U N E A U , A L A S K A  9 9 8 1 1  
PH O N E : (907) 4 6 5 -2 3 0 0

The Honorable Vic Fischer 
Chairman
Senate State Affairs Committee 
Room 423 - Capitol Building 
Juneau, Alaska

27, 1982

Re: House Bill No. 866 am 

Dear Senator Fischer:

House Bill No. 866 am, an Act establishing a special investment tax 
credit, upon first reading in the Senate on April 26, 1982 was referred 
to the Senate State Affairs and Finance Committees.

For the consideration of the Senate State Affairs Committee, I am 
enclosing a copy of a Fiscal Note prepared by Mr. Robert R. Kessel, " 
Director, Audit Division, Department of Revenue concerning the proposed 
legislation.

Sincerely,

Special Assistant

cc: The Honorable Don Bennett
The Honorable M. E. Dankworth 
Co-Chairmen
Senate Finance Committee

Joseph K. Donohue 
Deputy Commissioner 
Department of Revenue

Robert R. Kessel, Director 
Audit Division 
Department of Revenue

0
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S T A T E  O F  A L A S K A  

D E P A R T M E N T  O F  R E V E N U E

M E M O R A N D U M

T O :  R .  D .  S t e v e n s o n  * ,.«W

S p e c i a l  A s s i s t a n t  !

F R O M :  R o b e r t  R .  K e s s e l  / j A

D i r e c t o r ,  A u d i t  D i v i s i o n  UN.

D A T E :  A p r i l  2 6 ,  1 9 8 2

R E :  HB 8 6 6  a m

T h e  b i l l  w o u l d  s u b s t a n t i a l l y  e x p a n d  t h e  I n v e s t m e n t  T a x  C r e d i t  

f o r  c e r t a i n  c o r p o r a t i o n s .  H o w e v e r ,  t h e  b i l l  f a l l s  s h o r t  o f  i t s  

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

i n g ,  t i m b e r  a n d  m i n i n g  a n d ,  - i n  a d d i t i o n ,  i s  p o t e n t i a l l y  v e r y  

e x p e n s i v e .

I  a m  n o t  a w a r e ' o f  a n y  s t u d y - w h i c h  s u p p o r t s t h e  c o n c l u s i o n  t h a t  

s t a t e  i n c o m e  t a x  c r e d i t s  a r e  a  s t r o n g  e n c o u r a g e m e n t  f o r  i n v e s t ­

m e n t  i n  a  p a r t i c u l a r  s t a t e .  M o s t  s t u d i e s ,  i n  f a c t ,  r e f l e c t  

t h a t  s t a t e  i n c o m e  t a x e s  h a v e  a  l o w  i m p o r t a n c e  r a n k i n g  w h e n  

i n v e s t m e n t  a p p r a i s a l s ' a r e  m a d e .  I n  f a c t ,  s u p p l y  o f  l a b o r ,  

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

t h e  m o s t  r e l e v a n c y .

E x p e r i e n c e  h a s  s h o w n  t h a t  w h e n  a  s o c i a l  o r  e c o n o m i c  p r o b l e m  

a r i s e s ,  o f t e n  t h e  f i r s t  -  a n d  n o t  c a r e f u l l y  c o n s i d e r e d  -  a n s w e r  

i s  t o  u s e  t h e  t a x  s y s t e m ,  w h e t h e r  t h e  p r o p o s a l  c o m e s  f / o m  

g o v e r n m e n t  o r  t h e  p r i v a t e  s e c t o r .  H o w e v e r ,  t a x  c r e d i t s  s e l d o m  

s o l v e  t h e  s o c i a l  o r  e c o n o m i c  p r o b l e m .  I n  f a c t ,  t a x  - c r e d i t s  a r e  

u s e f u l  o n l y  t o  t h o s e  w h o  h a v e  i n c o m e  t a x e s  t o  p a y  ( p r o f i t a b l e )  

a n d  w h o  c a n  t h e r e f o r e  m a k e  u s e  o f  t h e  c r e d i t s .  T h o s e  w h o  d o n ' t  

p a y  t a x e s  -  t h o s e  w i t h  s u f f i c i e n t  o r  n o  t a x  l i a b i l i t y  -  t h u s  

r e c e i v e  n o  a s s i s t a n c e  f r o m  t h e  t a x  c r e d i t  p r o g r a m .  I f  a  t a x  

c r e d i t  w e r e  t o  c o v e r  t h e s e  g r o u p s  -  t h e  o n e s  w h o  r e a l l y  n e e d  i t  

-  i t  m u s t  b e  r e f u n d a b l e ;  i . e . ,  p a i d  b y  t h e  s t a t e  e v e n  i n  t h e  

a b s e n c e  o f  t a x  l i a b i l i t y ,  a n d  a  r e f u n d a b l e  c r e d i t  r e a l l y  

i n v o l v e s  d i r e c t  s p e n d i n r  ' i r  s u b s i d y .

I t  i s  q u e s t i o n a b l e  w h e t i - x  t h e  F e d e r a l  I n v e s t m e n t  T a x  C r e d i t  

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

w h e t h e r  t h e  c r e d i t  h a s  p r o v i d e d  a n  a c c e l e r a t o r  e f f e c t  o n  t h e  

e c o n o m y  a s  a  w h o l e .



Questions that have been asked at the Federal level include:
f , %

1. Does the credit flow--through to stockholders in the 
form of dividends ratjifer'than used for capital, expendi­
tures? -Wfe*' * . .

2. Has the credit been usbd'for foreign investment rather 
than domestic investment thus exporting more jobs \
overseas?' * * \

*
\

3. Has the investment, tax credit actually increased 
investment in capital projects?

These very same questions must be asked if Alaska allows the 
investment tax credit to the extent of HB 866 am.

The extent of the investment tax credit in HB 866 am appears to- 
be grossly misunderstood. The bill would allow the same amount 
of investment tax credit as ..is allowed on the Federal return. 
This is in spite of the tremendously large differentials in tax 
liabilities at the two levels. For example, if a taxpayer 
invested $5,000,000 in qualified investment property with the 
resulting investment credit of $500,000 (10%), the Alaska 
taxable income needed to absorb that amount would be about 
$5,400,000. In other words, not a cent of Alaska income tax 
would be paid if the corporation had a taxable income of 
$5,400,000. Conversely, the Federal tax liability on that 
amount, even with the investment tax credit, would be about 
$2 ,0 00 ,0 00

If a corporation invested $50,000,000 in qualified property, 
the Alaska taxable income needed to absorb the investment tax 
credit would be in excess of $50,000,000 whereas the Federal 
tax liability on the $50,000,000 would be about $18,000,000.

Since only profitable companies could utilize the investment 
tax credit, the reduction in Alaska State Income Taxes result­
ing from HB 866 am would increase Federal taxable income by a 
like amount. In essence, up to 46% of what is saved at the 
State level would simply be transferred to the Federal Govern­
ment in the form of a higher Federal income tax liability.

In addition, Alaska already has an investment tax credit for 
all industies but limited to 18% of the Federal Tax Credit and 
a further limitation of $20,000/000 for qualified property 
eligible for the credit. The 18% directs itself to the fact 
that the tax rates are so different; i.e., maximum State rate - 
9.4%, maximum Federal rate - 46%.



R. D. Stevenson 3 April 26, 1982

T h e r e  a r e  m o r e  q u a l i f i e d  f a r m e r s  t h a n  t h e r e  i s  f a r m l a n d  a v a i l ­

a b l e .  T h e  a d d i t i o n a l  i n v e s t m e n t  t a *  c r e d i t  w o u l d  g i v e - t h e  

e x i s t i n g  f a r m e r s  a d d i t i o n a l ^ / *  B ' e ' n e f i t s  b u t  w o u l d  d o  l i t t l e  t o  

e x p a n d  o w n e r s h i p  t o  a  n e w  i n f l u x  o f ; . f a r m e r s .

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

c a r r y - o v e r  l o s s e s  t h a n  t h e y  c a n  u t i l i z e .  I t  i s  m a r k e t s  t h a t  

a r e  n e e d e d .

F o r  f i s h e r i e s ,  a l l  e x c e p t  b o t t o m  f i s h i n g  a p p e a r s  o v e r l y  c r o w d e d ,  

T h a t  f a c t  i s  w i t n e s s e d  b y  t h e  l i m i t e d  e n t r y  s y s t e m  c o n t r o l l i n g  

t h e  h a r v e s t  o f  f i s h e r y  r e s o u r c e s .  T a x  c r e d i t s  w o u l d  n o t  e x p a n j  

t h e  m a r k e t  n o r  p r o v i d e  h i g h e r  p r i c e s .  . T

M i n i n g ,  i n  g e n e r a l ,  i s  a  h i g h l y  c a p i t a l  i n t e n s i v e  i n d u s t r y .

T h e  e x p a n d e d  i n v e s t m e n t  t a x  c r e d i t  w o u l d  s e r v e  t h e  p u r p o s e  o '  

p r o v i d i n g  a l m o s t  p e r m a n e n t  a s s u r a n c e  t h a t  n o  t a x  w o u l d  b e  d u <  

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

t h e  i n v e s t m e n t  t a x  c r e d i t .

F i n a l l y ,  t h e  e x p a n d e d  c r e d i t ,  c o u l d  b e  v e r y  c o s t l y  p a r t i c u l a r l y  

i n  o n e  i n s t a n c e .  I f  U .  S .  B o r a x  d e v e l o p s  i t s  K e t c h i k a n  M o l y b ­

d e n u m  m i n e  t o  t h e  e x t e n t  p u b l i c l y  i n d i c a t e d ,  t h e  i n v e s t m e n t  t a x  

c r e d i t  t o  t h a t  c o r p o r a t i o n  c o u l d  b e  a s  h i g h  a s  $ 1 0 0 , 0 0 0 , 0 0 0  

( b a s e d  o n  i n v e s t m e n t  c o s t  o f  $ 1  b i l l i o n ) .  W i t h  t h e  f i f t e e n  

y e a r  c a r r y - o v e r  p r o v i s i o n  f o r  t h e  i n v e s t m e n t  t a x  c r e d i t ,  t h e  

i n v e s t m e n t  t a x  c r e d i t  o f  $ 1 0 0 , 0 0 0 , 0 0 0  c o u l d  e q u a t e  t o  t h e  

f o l l o . / i n g  r e v e n u e  l o s s  t o  A l a s k a  ( a s s u m i n g  U .  S .  B o r a x  h a d  

s u f f i c i e n t  t a x a b l e  i n c o m e  t o  a b s o r b ) :

I n v e s t m e n t  C r e d i t  a p p l i e d  a g a i n s t  t a x  

l i a b i l i t y  -  p e r  c u r r e n t  l a w

$1 , 0 0 0 , 000 ,00 0
x  1 0 %  I n v e s t m e n t  C r e d i t  a m o u n t  

x  1 8 %  c u r r e n t l y  a l l o w e d  f o r  A l a s k a

c o r p o r a t i o n s  $  1 8 , 0 0 0 , 0 0 0

I n v e s t m e n t  C r e d i t  a p p l i e d  a g a i n s t  t a x  , 

l i a b i l i t y  p e r  t h i s  b i l l  -

$1 , 0 0 0 , 000,000
x  1 0 %  . ' . V p  : . ' - r  ' ' V ' * * « 1 0 0 , 0 0 0 , 0 0 0

* . : * « ~ ’’
N e t . L o s s  i n  R e v e n u e  $  8 2 . 0 0 0 . 0 0 0



R. D. Stevenson 4 April 26, 1982

T h e  a b o v e  a s s u m e s  t h a t  t h e  e n t i r e  $ 1  b i l l i o n  w o u l d  b e  e l i g i b l e  

f o r  t h e  i n v e s t m e n t  t a x  c r e d i t . , ^ - T h e .  p o r t i o n  a c t u a l l y  a v a i l a b l e  

c o u l d  v a r y  f r o m  6 5 - 1 0 0 % .  v * . * «  •
i '•■.'■if • -_-.i 2

■ ;■ j i . . ■*
B o r a x  a c t i v i t y  w i l l  n o t  i m p a ;t t > ;̂ t ! h e  i m m e d i a t e  f u t u r e  f i s c a l l y  

s i n c e  p r o d u c t i o n  f r o m  t h e  K e ' t c h i k a r r ' m i n e  i s  n o t  a n t i c i p a t e d  

u n t i l  t h e  l a t e  1 9 8 0 ’ s .  "

T h e  b i l l  a l s o  c r e a t e s  a  c a r r y - b a c k  p r o b l e m  T h e  i n v e s t m e n t  t a x  

c r e d i t  c a n  b e  c a r r i e d  b a c k  a n d  w o u l d  a f f e c t  p r i o r  y e a r  t a x e s .  

T h e r e f o r e ,  i n  e s s e n c e ,  t h i s  b i l l  p r o v i d e s  f o r  t h e  p o t e n t i a l  o f  

a  r e f u n d  o f  p a s t  y e a r s  t a x e s .  T h i s  p o t e n t i a l l y  c r e a t e s  a  c o n ­

s t i t u t i o n a l  q u e s t i o n .
• ... > s *

HB 8 6 6  a m  a d d s  a  p r o v i s i o n  n o t  c o n t a i n e d  i n  HB 8 6 6 .  I t  i s  a s  

f o l l o w s :

" ( K )  N o  C r e d i t  s h a l l  b e  a l l o w e d  u n d e r  ( j )  o f  t h i s  

s e c t i o n  f o r  a n y  i n v e s t m e n t  c r e d i t  w h i c h  i s  a l l o w e d  a s  

t o  f e d e r a l  t a x e s  f o r  l e a s e d  p r o p e r t y  b y  r e a s o n  o f  

S e c t i o n  1 6 8 ( F ) ( 8 )  o f  t h e  I n t e r n a l  R e v e n u e  C o d e  ( 2 6  

U . S . C .  1 6 8 ( F ) ( 8 ) ) . ”  .  .

O n e  c o n s e q u e n c e  o f  t h e  A c c e l e r a t e d  C o s t  R e c o v e r y  S y s t e m  a n d  

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

a r e  n o t  a b l e  c u r r e n t l y  t o  u s e  a l l  t h e i r  t a x  d e d u c t i o n s  a n d  

c r e d i t s .  I n  c o n s i d e r i n g  p o t e n t i a l  i n v e s t m e n t s ,  t h e s e  c o m p a n i e s  

a r e  a t  a  c o m p e t i t i v e  d i s a d v a n t a g e  a n d  c a n  b e c o m e  t a r g e t s  f o r  

t a x - i n d u c e d  t a k e o v e r s  a n d  m e r g e s .  T h e  E c o n o m i c  R e c o v e r y  T a x  

A c t  o f  1 9 8 1  ( E R T A )  e s t a b l i s h e s  w h a t  i s  r e f e r r e d  t o  a s  a  s a f e -  

h a r b o r  f o r  c h a r a c t e r i z i n g  t r a n s a c t i o n s  a s  l e a s e s  r a t h e r  t h a n  a s  

s a l e .  A l e a s e  t r a n s a c t i o n  p e r m i t s  t h e  l e s s e e - u s e r  o f  p r o p e r t y  

t o  t r a n s f e r  t a x  b e n e f i t s  t o  a  l e s s o r - i n v e s t o r , a  s a l e  t r a n s ­

a c t i o n  d o e s  n o t .  I f  a  l e s s e e - u s e r  t r a n s f e r s  t h e  t a x  b e n e f i t s  

b a c k  t o  t h e  l e s s o r ,  t h e  u s e r  r e c e i v e s  a  s i g n i f i c a n t  p o r t i o n  o f

t h e  t a x  b e n e f i t s  t h r o u g h  r e d u c e d  r e n t a l  c h a r g e s .

T h e  n e w  l a w  p r o v i d e s  m o r e  e a s e  i n  t r a n s f e r a b i l i t y  a n d  i t s  p r o ­

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

b e t w e e n  t h e  t a x p a y e r  a n d  I R S .  H o w e v e r ,  t h e  s u b s t a n t i v e  l a w

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

E c o n o m i c  R e c o v e r y  T a x  A c t  ( E R T A ) .  P r o c e d u r a l  l a w  h s  c h a n g e d  

a n d  p r o v i d e s  f o r  t h e  e a s e  i n  t r a n s f e r a b i l i t y  o f  t h e  t a x  b e n e f i t s  

f r o m  l e s s e e  t o  l e s s o r .

S e c t i o n  2 ( K )  o f  HB 8 6 6  a m  p r o v i d e s  f o r  a n  u n w o r k a b l e  a d m i n i s t r a ­

t i v e  p r o c e s s  f o r  t h e  D e p a r t m e n t  o f  R e v e n u e .  T h e  D e p a r t m e n t  

d o e s  n o t  h a v e  t h e  s t a f f i n g  t o  d e t e r m i n e  i f  t h e  p r e - E R T A  F e d e r a l
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R. D. Stevenson 5 April 26, 1982

law provision .would have caused.a lease arrangement to be con­
sidered a sale. The taxpayer,.^'as under pre-ERTA, would 
obviously class certain transitions as a lease rather .than a 
sale and await our c h a l l e n g e ^ ’they previously" did with the 
Federal Government. TherefqWKnbjdecrease in the fiscal note 
developed for HB 866 is forese-e.afand, if any, would. be impos­
sible to determine.

RRK/gb
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IDKPAHTMENT OF REVEN UE
0ET1CE OF THE COMMISSIONER

May 15, 1982

JAY S. HAMMOND, GOVERNOR

P O U C H S
JU N E A U . A L A S K A  9 9 8 1 1  
PH O N E: (9 0 7 1 4 6 5 -2 3 0 0

The Honorable Vic Fischer, Chairman : v :
Senate State Affairs Committee 
Pouch V
Juneau, AK 99811

Re: Effects on Economic Decision-Making from Increasing the State
Investment Tax Credit as Proposed in House Bill 866

Dear Mr. Chairman:

In rny testimony before the Committee I stated that increasing 
the State's investment tax credit as proposed in HB 866 would have only a 
minimal effect on the internal rate of return after taxes for new proj­
ects in Alaska. I also said that, to the extent there would be an effect 
on the rate of return, it would be greater for "fat cat" corporations 
than for small ones. I now have had the opportunity to prepare an exam­
ple which demonstrates the truth of both assertions.

Suppose we have a new project in Alaska, and to avoid any dis­
tortions by making it too large, suppose further that it costs $1,000,- 
000, takes a year to complete and will employ 25 people. Suppose, too, 
that after expenses other than income taxes and depreciation, tiie project 
yields a net cash flow of $250,000 a year for its first four yea^s cf 
operation, and then each year thereafter the net cash flow decreases by 
five percent from the previous year. Finally, let us suppose that the 
project qualifies for Accelerated Capital Recovery System treatment under 
the new tax law using a 10-year life.

The analysis I have used takes this project and compares the 
internal rate of return (IRR) on the investment under Alaska's present 
investment tax credit with the IRR under the credit proposed in HB 866. 
This comparison is first made with the project standing alone; that is, 
the investor has no other income to be sheltered from the tax benefits 
generated from the project. I call this Case 1. Case 2 doesn't involve 
too fat a "fat cat" corporation, simply one with $750,000 a year of tax­
able Alaskan net income from other sources.

The tables attached to this letter show wiiat the after-tax cash 
flows are under Case 1 and Case 2, both with the present investment tax 
credit and with the one proposed by HB 866. As you can see from those 
tables, the IRR under the non-"fat cat" case (Case 1) is 18.763% under



Hon. Vic Fischer (re KB 866) 
May 15, 1982 
Page 2

the present law and would rise by only 0.363 of a percentage point to 
19.126% under HB 866. In contrast,' the improvement in the rate of return 
for the "fat cat" case (Case 2) is'nearly three times as great as for tne 
"skinny" cat —  0.997 of a percentage point'd5.772% to 16.769%).

-  ■ ■ ■ ■  ■ —  ■ • V i  *  *

• *• •
Note also how small a difference there is in the rate of return 

between present law arid HB 866. The extra economic incentive from rais­
ing the State's investment tax credit is truly minimal (and you can see 
why: look how mucn higher the federal taxes would be during the early 
years with HB 866 than they are under present law, in both Cases 1 and 
2). Other factors have much more effect on the economics of an invest­
ment than the amount cif investment tax credit. For example in Case 1. 
suppose one's assumpt’ about market r^ces, lnho>" cr
operating expenses hav' 0 p e r c ^
cash flows were only \ , :e^
increase in the rate of w :"" __
tax incentive under Hh~

Without gc ve.j, i v-r. d only reiterate my objec­
tions that HB 866 does too l U u e  economically, at too high a price for 
the State, to the advantage of wealth1' corporations over small ones. It 
scarcely makes economic sense and certainly makes poor State policy.

I hope this information may prove useful to you and your Com­
mittee in considering HB 866.

Sincerely,

Thomas K. Williams 
Commissioner of Revenue

Attachments

P.S. I might add parenthetically that the reason for the lower IRRs in 
the "fat cat" case is that all income from the project is taxed in 
the maximum tax bracket under both federal and state tax laws, 
because of the other $750,000 of taxable income; the project repre­
sents incremental income to the corporation. In Case 1 the project 
stands alone, c:nc> so the first $100,000 and first $90,000 are taxed 
below the maximum rates under the federal and Alaska tax laws, 
respectively.



CASE 1  A LARGE~ONGOIHG

Pre-Tax Project
AK inc. 
Tax From

With State Investment Tax Credit Under Existing State Law
US Inc."  A K I T i c  . ’ 

Tax From
US Inc. 

Tax From Tax From Net
Cash Flow Depre­ Project AK ITC Project Project US ITC Project After-Tax AK ITC Project US ITC Project After-Tax

Yr from Project ciation Before ITC Applied After ITC Before ITC Applied After ITC Cash Flow Applied After ITC Applied After ITC Cash Flow

1 -1,000,000 0 0 0 0 0 0 0 -1,000,000 0 0 0 0 -1,000,000
2 250,000 80,000 15,980 18,000* -2,020 79,129 100,000 -20,871 272,891 82,520** -66,540 100,000 9,738 306,802
3 250,000 140,000 10,340 0 10,340 45,844 0 45,844 193,016 17,480 -7,140 0 49,123 208,012
4 250,000 120,000 12,220 0 12,220 54,179 0 54,179 183,601 0 12,220 0 54,179 183,601
5 250,000 100,000 14,100 0 14,100 62,514 0 62,514 173,386 0 14,100 0 62,514 173,386

6 237,500 100,000 12,925 0 12,925 57,305 0 57,305 167,271 0 12,925 0 57,305 167,271
7 225,525 100,000 11,809 0 11,809 52,355 0 52,355 161,461 0 11,809 0 52,355 161,461
8 214,344 90,000 11,688 0 11,688 51,822 0 51,822 150,834 0 11,688 0 51,822 150,834
y 203,527 90,000 10,681 0 10,601 47,355 0 47,355 145,591 0 10,681 0 47,355 145,591
10 193,445 90,000 9,724 0 9,724 43,112 0 43,112 140,609 0 9,724 0 43,112 140,609

11 183,773 90,000 8,815 0 8,815 39,001 0 39,081 135,878 0 8,815 0 39,081 135,8/8
12 174,584 0 16,411 0 16,411 72,760 0 72,760 05,413 0 16,411 0 72,760 85,413
13 165,855 0 15,590 0 15,590 69,122 0 69,122 01,143 0 15,590 0 69,122 81,143
14 157,562 0 14,811 0 14,811 65,666 0 65,666 77,086 0 14,811 0 65,666 77,086
15 149,684 0 14,070 0 14,070 62,382 0 62,382 73,231 0 14,070 0 62,302 73,231

10 142,200 0 13,367 0 13,367 59,263 0 59,263 69,570 0 13,367 0 59,263 69,570
17 135,090 0 12,698 0 12,698 56,300 0 56,300 66,091 0 12,698 0 56,300 06,091
18 128,336 0 12,064 0 12,064 53,485 0 53,485 62,707 0 12,064 0 53,405 62,787
19 121,919 0 11,460 0 11,460 50,811 0 50,811 59,648 0 11,460 0 50,011 59,648
20 115,823 0 10,087 0 10,087 48,270 0 48,270 56,665 0 10,887 0 48,270 56,665

21 110,032 0 10,343 U 10,343 45,857 0 45,857 53,832 0 10,343 0 45,057 63,832
22 104,530 0 9,026 0 9,826 43,564 0 43,564 51 ,140 0 9,826 0 43,564 51,140
23 99,304 0 9,335 0 9,335 41,386 0 41,306 48,583 0 9,335 0 41,386 48,683
24 94,338 0 8,068 0 0,868 39,316 0 39,316 46,154 0 0,068 0 39,316 46,154
25 89,521 0 8,424 0 0,424 37,350 0 37,350 43.U46 0 8,424 0 37,350 43,846

With State Investment Tax Credit under HU 866 
AK Inc.

Tax From
US Inc. 

Tax From Net

II1R=15.772%

Under present law, Alaska's ITC equals 18% of the federal ITC, or 1.8% of the qualified investment. Since tne corpora­
tion has $750,000 of other Alaskan taxable income, the $2020 in ITC not used to shelter income from the project from tax 
can he used to reduce the tax on this other income. By the same token, the $100,OUU federal ITC can all be used in one 
year to reduce the tax on the other $750,000 of taxable income.

k* Under IIB 8b0, Alaska's ITC would equal the federal ITC, or $IU0,UU0 in this example, 
fact that a $100,OUO Alaskan ITC would shelter not only all of the $170,000 taxable 
reduce to zero the $60,540 tax on the other $750,000 of taxable Alaskan income, and still 
spare. This $17,480 is carried over into the next year, where it reduces to 
the nroier.t and reduces the taxes on the otuor $750,000 by $7,100

zero 
(reflected as a

The negative figure reflects tne 
ncomo from the project, but would 

leave some $17,480 of ITC to 
the $10,340 tax liability generated by 
negative figure).

Ill 11“ 16.769%



CASE ). A NEW ALASKAN BUSINESS ON ITS OWN

With State Investment Tax Credit under HB 066

Pre-Tax 
Cash Flow

Project
Depre­

AK Inc. 
Tax From 
Project AK ITC

AK Inc. 
Tax From 
Project

US Inc. 
Tax From 
Project US ITC

US Inc. 
Tax From 
Project

Net i 
After-Tax | AK ITC

AK Inc. 
Tax From 
Project US ITC

US Inc. 
Tax From 
Project

Net
After-Tax

Yr from Project ciation Before ITC Applied After ITC Before ITC Appli ed After ITC Cash Flow | Applied After ITC Appli ed After ITC Cash Flow

1 -1 ,000,000 0 0 0 0 0 0 0 -1 ,000,000 | 0 0 0 0 -1 ,000,0002 250,000 00,000 l9 , 020 1 2 , 0 2 0 0 57,950 57,950 0 250,000 | 1 2 , 0 2 0 0 57,950 0 250,000

3 250,000 140,000 6,300 5,900* 400 30,166 30,166 0 249,600 | 6,380 0 30,166 0 250,000

4 250,000 1 20 ,0 0 0 0,260 0 0,260 35,750 11,084 25,866 217,074 | 8,260 0 11,004 27,850 222,150

5 250,000 100,000 10,140 0 10,140 44,086 0 44,006 195,774 | 10,140 0 0 40,750 201,250

6 237,500 100,000 8,965 0 0,965 38,876 0 30,876 109,659 | 8,965 0 0 43,000 194,500

7 225,625 100,000 7,849 0 7,849 33,927 0 33,927 183,849 I 7,049 0 0 37,538 100,0088 214,344 90,000 7,720 0 7,728 33,393 0 33,393 173,222 | 7,728 0 0 36,948 177,396

9 203,627 90,000 6,721 0 6,721 20,927 0 20,927 167,979 I 6,721 0 0 32,018 171,60910 193,445 90,000 5,764 0 5,764 24,822 0 24,042 162,059 I 5,764 0 0 27,335 166,110

1 1 103,773 90,000 4,855 0 4,055 21,317 0 21,317 157,601 I 4,055 0 0 23,259 160,5141 2 174,584 0 12,451 0 12,451 54,331 0 54,331 107,002 | 12,451 0 0 60,059 114,525

13 165,855 0 11,630 0 11,630 50,693 0 50,693 103,531 1 0,867** 2,763 0 54,772 100,319

14 157,562 0 10,851 0 10,051 47,237 0 47,237 99,474 | 0 10,051 U 47,237 99,474

15 149,604 0 1 0 , 1 1 0 0 1 0 , 1 1 0 43,954 0 43,954 95,620 | 0 1 0 , 1 1 0 0 43,954 95,620

16 142,200 0 9,407 0 9,407 40,835 0 40,035 91,950 | 0 9,407 0 40,035 91,958

17 135,090 0 0,730 0 0,730 37,072 0 37,0/2 08,400 | 0 0,730 0 37,072 00,48010 120,336 0 0,104 0 0,104 35,057 0 35,057 85,176 I 0 0,104 0 35,057 05,176

19 121,919 0 7,500 0 7,500 32,303 0 32,303 82,036 | 0 7,500 0 32,383 02,03620 115,023 0 6,927 0 6,927 29,842 0 29,042 79,054 | 0 6,927 0 29,842 79,054

21 110,032 0 6,303 0 6,303 27,429 0 27,429 76,220 | 0 6,303 0 27,429 76,22022 104,530 0 5,066 0 5,066 25,216 0 25,216 73,449 | 0 5,066 0 25,216 73,449

23 99,304 0 5,376 0 5,375 23,322 0 23,322 /0,600 I 0 5,375 0 23,322 70,600

24 94,330 0 4,908 0 4,900 21,522 0 21,522 67,900 | 0 4,900 0 21,522 67,900

25 09,621 0 4,466 0 4,466 19,012 0 19,012 65,343 | 0 4,466 0 19,012 65,343
11(11=10.763X IRR=19.126X

* Under present lav/, Alaska's ITC equals 10X of the federal ITC, or I.OX of the qualified investment. As with tne federal
ITC, any ITC that is not used in a tax year may be carried forv/ard into the next tax year. In this case only $12,020 of
the $10,000 state ITC v/as taken in the first year; the balance ol $6,900 is taken in tne second.

** Under IIU O0 6, Alaska's ITC would equal the federal ITC, or $100,000 in this example. This $0,067 figure represents what
remains of the $100,000 ITC after the tv/el ftn year of the project.



MEMORANDUM

< ,

TO: Seator Vic Vischer "

/

FROM: Ira Winograd, staff

RE: HB 866, Investment Credits - Effect on Borax, and Benefits Already 

Conferred to Renewable Resource Industries

BORAX

Upon full operation, Borax estimates that state corporate income tax 

liability will be $5 million per year, and $40 to $60 for the life of 

the original equipment. Under HB 866, the Department of Revenue 

estimates that Borax will have $86 million additional state investment 

credits. Thus, Borax would not pay any income tax. (Borax would still 

be liable for license fees.) The Department of Revenue estimates that 

the Borax mine will cause an increase in stat ■» budgetary expenditures of 

$12.5 million per year. (All figures are in 1982 dollars.)

TIMBER

DATE: May 4, 1982

Among tax breaks already given to the timber industry are the following:



1. The effect of section 631 of IRS code is that timber ccnpanies 

are only taxed on 60% of their incane. (The difference between 

fair market value and the cost of their own timber is treated as a 

capital gain. Capital gain.maximum tax liability is 28% instead of 

the maximum 46% tax rate applied' to corporate incone in non-timber 

industries. [.6 = .28/.46] The rationale for section 631 is that 

it encourages reforestation.)

2. Seedlings are typically supplied at a discount through 

government agencies.

AGRICULTURE

The state has appropriated $114,624,800 since 1979 to develop 

agriculture. According to the legislative finance division, 

expenditures are as follows:

Delta I 13,883,000

Pt. McKenzie 5,025,000 

Nenana/Totchaket 500,000 

DNR 495,700

U of Ak. 25,749,400

Rural Ag. 2,147,000

ARLF 20,719,200

Capital Proj. 41,137,400 

Operating Bud. 4,967,300 

Total $114,624,800



The industry has generated little, if any, corporate tax revenues to 

offset these expenditures.

Excerpts frcm, "Financing Agricultural Projects in Alaska", House 

Research Agency '\

State programs for financing agriculture include land contracts offered 

by the Department of Natural Resources, clearing loans through the 

Agricultural Action Council, and loans for development and operations of 

both project and non-project comnercial agricultural ventures through 

the Agricultural Revolving Loan Fund.

The ARLF holds about 50 percent of the $47 million of farm credit 

outstanding in Alaska. Land contracts and clearing loans bring the 

state share to 80 percent of total farm credit in Alaska.

The state's dominant position in the farm credit market is due primarily 

to the interest rate differential between state programs and other 

sources of credit. The current interest rate through state programs is 

six percent versus the 12 percent or higher available through other 

major lenders.

If state support continues at current levels, loan demand for operation 

and development cf project acreage is expected to peak at $91 million 

(1981 dollars) outstanding in 1989. Capital project infrastructure 

improvements are expected to cost an additional $23 million, with 

operating losses totaling nearly $5 million per year for several years.



Other projected state expenditures for roads, bridges, surveying, 

administration, etc. is anticipated to be $49 million (1981 dollars) in 

land-related appropriations through 1990.

• %* JH ’ * *

FISHERIES ’ *•' u. * '■ « J **•• i :• •

Excerpts frcm, "The Alaska Fishing Industry", House Research Agency

State appropriations for programs related to commercial fishing totaled 

about 120 million in FY 1982. The appropriations were distributed as 

follows:

fisheries financing programs 56.3 million

management and regulation 30.5 million

fisheries development & marketing 24.1 million

capital improvements 8.8 million

tota l  $119,700,000

Fisheries expenditures were 2.2 j«rcent of the sta te  budget in 1978, 79, 

80 and 81.

State revenue from non-corporate fish taxes and fees levied on the 

fishing industry tota lled $28.2 million in FY 1981.

I estimate that the fisheries contributed an additional $1,044,000 

million in corporate income tax payments in F.Y. 1981. (In 1979 the 

Dept, of Rev. calculated that the fisheries contributed 3% of general



corporate income tax revenues. The FY 1981 general [non-petroleum] 

corporate income tax yield was $34,800,000. .03 x 34.8 = 1.04)

Fisheries revenues ($29.2 million) equaled 1.3 percent of total state 

revenues ($2,282.6 million) in 19B1*,'and state expenditures on fisheries 

were 2.2 percent of the state budget.



MEMORANDUM

DATE: May 12, 1982 

TO: Senator Fischer 

FROM: Ira Winograd, staff "

RE: HB 866 am, (House Passed Version of Investment Tax Credit) Effect of 
10% Investment Credit on Projected State Revenues Generated by US 
Borax

The 10 percent investment credit offered by the House version of HB 866 
would exempt Borax fran state income taxation for from fourteen to 
seventeen years. HB 86£ would cost the state $45 million in forgone 
Borax revenue.

The ten percent investment credit would generate appro: mately $45 
million in investment credits for Borax to apply against dtate income 
tax liability. Borax could also be the beneficiary of an additional $32 
million in excess credits.

Borax estimated that it would be liable for $46.8 million in state 
income tax for the first fourteen years of operation. More recent 
estimates indicate that income tax liability during the first seventeen 
years of operation may be $45.7 million under a high investment 
scenario.

M

Methodology

Lrw investment scenario High investment scenario

Investment to obtain full production 
S870 million* $1,500 million

Investment eligible for investment credit 
548.1 950

Investment credit entitlement
44.9 77.9

Direct! vseablo investment credits
44.9 45.7

* In 1982 real dollars.

Investment to obtain full production. Low figure (870) supplied by 
Borax to the governors office. High figure (1,500) supplied by Borax to 
Will Holdsworth of the Alaska Miners Association.

Investment eligible for investment credit. Borax estimates that 63 
percent of investment is eligible for investment credit. (The 
department of revenue estimates that 80% of investment may he eligible 
for investment credit.)



credit multiplied by the proposed 8.2 percent net increase in investment 
credit. The net increase in investment credit is the difference between 
the H,B. 866 10% credit and the existing 1.8% credit.

Useable investment credits. - Borax verified the following stream of 
state income tax liability (in real 1982 dollars based on an 870 million 
investment):

adjusted adjusted
Tax liability net income net income tax

year 1 - .023 million .2 (25.0) 0
2 - .276 2.9 (22.3) 0
3 - .374 4.0 (21.2) 0
4 - .528 5.6 (19.6) 0
5 - .541 5.8 (19.4) 0
6 - 2.6 27.7 2.5 .2
7 - 4.1 43.6 18.4 1.7
8 - 5.1 54.3 29.1 2.7
9 - 6.1 64.9 39.7 3.7
10 - 6.1 64.9 39.7 3.7
11 - 5.9 62.8 5.9
12 - 5.9 52.1 5.9
13 - 4.7 50.0 4.7
14 - 4.6 48.9 4.6
15 - 4.5 47.9 4.5
16 - 4.5 47.9 4.5
17 - 4.6 48.9 4.6

Total 21.9 45.7

The corresponding income is shown in column two, based on 1
9.4% corporate income tax.

Column three shows the adjusted net income to account for the extra 
depreciation during the first ten years due to the additioanl 630 
million investment under the high investment scenario; (870 lew 
investment, plus 630 additional investment, equals 1,500 high 
investment). The department of revenue estimates that each additional 
investment dollar will reduce net income by 40C over a ten year 
depreciation schedule.

The fourth column shews adjusted tax liability based on decreased net 
income during the nrst ten years under the high investment scenario.

Useable investment credits cannot exceed net tax liability for the first 
15 years after the investment. Hcwever, not all investment will be made 
before the first year of operation. After approximately the seventeenth 
year of operation, investment credits based on initial investments would 
no longer be eligible for refund. Under the high investment scenario, 
only *45.9 would be eligible for credit refund. Excess investment 
credit would be $32.2 million.
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ALASKA M IN ER S  ASSOCIATION, INC.
509 W. Third Ave., Suite 17, Anchorage, Alaska 99501 (907) 276-0347

May 5, 1982

The Honorable Vic Fisher, Chairman 
Senate State Affairs Committee 
Alaska State Legislature 
Pouch V (MS 3100)
Juneau, Alaska 99811

Dear Senator Fisher:

The Statewide Board of Directors of the Alaska Miners Association 
unanimously passed the attached resolution urging enactment of HB-866. The 
Alaska Miners Association represents approximately 1400 miners located 
throughout Alaska.

The Alaska Miners Association believes that the investment tax 
credits proposed in HB-866 will broaden Alaska's economic base. The 
people of Alaska are concerned about our state's dependence upon oil 
revenues. We feel diversification of our state's economy is very 
important for the long term economic health of Alaska.

Many members of the legislature may be hesitant to consider a tax 
credit bill in the face of declining oil revenues. However, HB-866 is 
an incoming-producing bill. It will send a strong signal to investors 
that Alaska is seriously attempting to attract mineral development and 
increase exploration and mining activity. The economic benefits 
accruing to the state will far outweigh the revenues lost by the tax

The initial reduction in revenues by mineral investment would be 
small, less than ten million dollars annually. The tax credits will 
make Alaskan mineral investments more competitive on a world wide 
basis and lead to the establishment of a long term healthy mining 
industry.

We are asking for your help to obtain passage of this bill and 
make an investment in Alaska's long term economic future.

credi t.

Sincerely yours,

David A. Hcatwole 
President

D A H / d l w



ALASKA M IN ER S  ASSOCIATION, INC.
509 VV. Third Ave., Suite 17, Anchorage, Alaska 99501 (907) 276-0347

RESOLUTION - HOUSE BILL-366

Whereas the Alaska Miner's Association desires to foster the development 
of Alaska's mineral resources and,

Whereas the people of Alaska desire to broaden the economic basis of our 
state and,

Whereas the Investment Tax Credits proposed in HB-866 would provide 
financial incentives for the development of minerals in Alaska.

The Board of Directors hereby resolves to urge the Speaker of the 
Alaska State House and the President of the Alaska State Senate, for 
expeditious passage of HB-866.

Approved

Fairbanks, Alaska

March 30, 1982

'Sandra' fT. Thomas - Secretary



Here are a few tips on how to read those 
new annual reports intelligently.

Reading between 
the lines

By Aaron Bernstein

W
i t h  a n n ’ ' a l  r e p o r t s  arriv ­
ing  in  th e  m ail a lm o st daily 
now , a sh o rt p rim er on  w hat 
to  lo o k  for th is  year m ay  be in  order.

Ajoyous LIFO
Y ou 've probably  alw ays though t of 

LIFO (last in , f irs t out) inven to ry  ac­
co u n tin g  as a conservative  techn ique  
th a t te n d s  to  depress earn ings. T h a t 's  
generally  true . But, s ince  LIFO m a tc h ­
es cu rren t sa les aga inst la tes t costs, 
earn ings can be d ram atically  buoyed 
w h en  in v e n to ries  arc c u t and the  la t­
es t costs  get o lder and older, low er 
and lower.-

"A  full year of high in te res t rates 
and slow  sales h as  led to  strong  p res­
su re  to  cu t in v en to ries ,"  says 
Seidm an &  S cidm an 's H arvey 
M oskow itz . "T h is  is som eth in g  1 
th in k  readers shou ld  look for because 
it in fla tes  ea rn ings."

T ak e  T exaco . H igh in te res t rates 
and an  oil g lu t caused Texaco to  cu t 
in v en to ries  by 16%. T h e  LIFO c u sh ­
ion th a t w as b u ilt in to  those  barrels 
over th e  years am o u n ted  to $454 m il­
lion, and transfo rm ed  w hat w ould 
have been a d rop in  n e t incom e in to  a 
m odest gain. T exaco 's  annua l report 
revealed  th a t

Spicing up income
Last year a n u m b e r of firm s re­

ceived a m uch-needed  sh o t in th e  arm  
from  th e  E conom ic Rcco» ery  Tax 
A c t’s p rov ision  for se lling  tax  bene­
fits. T h ese  sa les arc onc-’im c deals 
and  sh o u ld n ’t be confused w ith  h ig h ­
er earn ings resu ltin g  from  b e tte r sales
or mil ____

loo rc  M cC orm ack  Resources, a 
$766 m illio n  na tu ra l resources con- 
dom cra tc , for in stance , n e tted  a nice* 
S o m illio n  from  sales oi investm en t

i m t . .

cred its  and deprecia tion  deductions.
lh a t  hrought n e t incom e up to  fsol.3* 
m illion  in 1981 from  $47 m illion  in
1980. W ithout those sales, incom e for" 
1981 is down sligh tly  from  the pre-‘

(

It sounds better in translation
For years now , com panies have 

been com plain ing  ab o u t the  adverse 
effect of accoun ting  for foreign cu r­
rency transla tions. N ow  th a t the 
FASB has finally  taken  steps to  m ake 
tran sla tio n s painless, you can bet tha t 
com panies a re n 't going to  com plain  
in  th e ir  p resid en ts ' le tte rs  th a t ea rn ­
ings have been im proved as a resu lt.

A lthough  th e  new  rule, FASB S tate­
m en t 52, w o n 't be m andato ry  u n til 
Dec. 15, 1982, a n u m b e r of firm s 
elected  to  adopt it last year. In fact, 
som e even picked up the new  ac ­
co u n tin g  m ethod  retroactively , w hich 
the  FASB perm its.

Xerox chose to  ta k e  advantage of 
the new  rule th is  way and altered  its 
resu lts  back four years N et incom e as 
reported  in th e ir  new  annual is $7,08 
in  1981, up from  S6.69 in 1980 and 
$6.12 in  1979.

W ithout the  new  rule, X erox' 1981 
net incom e drops 31 cen ts, to  $6.77, 
as com pared With increases to  $7.24

Numbers Game
in  1980 and S6.60 th e  year before. A 
so m ew h at d ifferen t p ic tu re .

Watch the actuaries
W ith  in te re s t ra tes seem ingly  glued 

to  th e  heavens, a n u m b e r of firm s 
have changed th e ir  assu m p tio n s 
abou t how  m u c h  m o n ey  th e ir  pension  
p lans w ill c a m  for m an y  years to  
com e. By ra ising  y o u r in te re s t rate  
assum ptions, you can  p u t vastly  few ­
er dollars in to  th e  pension  p lan  in  a 
given year. P resto : h igher earnings.

G eneral M otors, for in stance , ex­
p la ins in  a n o te  th a t i t  changed its  
assum ed  ra te  of re tu rn  on  its pension  
fund  from  6%  to 7% last year. T h a t 
added 69 cen ts  a share  to  G M 's b o t­
tom  line— w h ich  a m o u n ts  to  over 
half of its  S I.07 n e t earn ings in  1981.

Selling out
It w ould  appear th a t la s t year was a 

bad one for $1.2 b illion  (sales) AMF. 
N e t incom e dropped a lm ost one- 
third, from  S2.58 a share in  1980 to  
$1.84. But th is  poor show ing  is due 
m o stly  to sa le of unp ro fitab le  oper­
ations, and d o esn 't really  reflect 
AM F's tru e  s ta tu s  as a going concern. 
If you look ju st a t th e  rem ain ing  busi­
nesses in  each year, profits rose by 
23% , from $2.39 a share  in  1980 to 
S2.95 last year.

Says M oskow itz, "T h e  recession 
last year forced m any com panies to  
look hard a t opera tions th a t w eren 't 
carry ing the ir ow n w eig h t."  As a re­
su lt, i t 's  im p o rtan t to  d e term ine  to  
w h a t ex ten t th e  figures you are exam ­
in ing  arc for ongoing operations, and 
to  w hat ex ten t they include one-tim e 
w riteoffs for d isco n tin u ed  operations.

Inequitable?
T h e  use  of eq u ity  accoun ting— 

w hich  allow s a com pany  to  show , as 
earnings, a percen tage of the earnings 
of o th e r com panies in  w hich  it has a 
m in o rity  in te re s t of abou t 20%  or 
m ore— is m islead ing  in any year. 
A fter all, th e  p aren t com pany never 
really  sees any  nondiv idend  cash  from 
those  equ ity  in v estm en ts . So, w hen 
y o u 're  try ing  to  sec how’ m  rch m oney 
a com pany really h a s  to  spend, su b ­
trac t those  dollars.

At Tclcdyne, th e  $3.2 b illion  co n ­
glom erate , ne t incom e per share last 
ycai w as S19.96. Of th is , $3.49, or 
about $72 m illion , cam e from  equ ity  
accoun ting  T h a t m e an s  th a t about 
17% of T clcdync 's  earn ings isn 't Tc- 
lcdync 's to  spend. T h e  com pany ac tu  
ally  received a m ere S18 m illion  in  
d iv idends from  th e  in v e s tm e n ts . *

74 fO R H S. MAY 10, IV*:



Introduced: 2/16/82
Referred: Labor & Commerce 
and Finance

1 IN THE HOUSE BY HAYES

HOUSE BILL NO. 866 am.••K * . ./

. IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWELFTH LEGISLATURE - SECOND SESSION 

A BILL

For an Act entitled: "An Act establishing a special investment tax credit."

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

* Section 1. LEGISLATIVE FINDINGS AND INTENT. The legislature finds and

declares that the establishment of a special investment tax credit will
t e n f t w j v

promote the development of farming, fishing, timberyj dnd raining of mines,, 

wells, and other natural deposits (other than oil and gas) in the state and 

will assist the state by diversifying its economy to make it less dependent 

on oil and gas, provide increased employment opportunities, and provide an 

incentive for investment in the state.

* Sec. 2. AS 43.20.036 is amended by adding new subsections to read:

(j) For purposes of calculating income tux payuble under this

chupter the taxpayer may apply as a credit against his tax liability 100 

percent of the investment credit allowed as to federal taxes under 

Internal Revenue Code sec. 38 (2b U.S.C. 38) upon the full amount of 

qualified investment put into use in the state for each taxable year for 

any of the following purposes:

(1) exploration, development, or raining of the natural

deposits listed in sec. 613(b) of the Internal Revenue Code (26 U.S.C. 

613)(b)) i for the purposes of this paragraph, "mining" has the meaning 

given in sec. 613(c)(2) of the Internal Revenue Code (?6 U.S.C. 613(c)- 

( 2 ) ) ,

(2) farming or the clearing of land for the purpose of making 

the land suitable for use in farming, or soil or water conservation for 

land used in farming, or for the prevention of erosion of land usud in

-1- HB 806 am
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farming; for the purposes of this paragraph

(A) "farming" has the meaning given in sec. 464(e) of 

the Internal Revenue Code (26 U.S.C. 464(e));

(B) "clearing of land" and "land suitable for use in 

farming" has the meaning given in sec. 182(c) of the Internal 

Revenue Code (26 U.S.C. 182(c)); and

(C) "soil or water conservation for land used in farm­

ing" and "prevention of erosion of land used in farming" have the 

meanings given in sec. 175(c) of the Internal Revenue Code (26 

U.S.C. 175)(c))»

(3) fishing; for the purposes of this paragraph, "fishing" 

means the commercial taking or processing of a specific fishery resource 

(including both fin fish and shell fish) and the maintenance, management 

or development of vessels, gear and equipment for fishing or processing 

of fish i •or-

(4) planting, including preparation of the timber site for

planting or for natural seeding, cultivation, maintenance, management,

development, cutting or harvesting of timber; for the purposes of thi6

paragraph "timber" has the same meaning as "timber" in sec. 611 of the

Internal Revenue Code (26 U.S.C., 611)' O r  
v )  a c u e /o /0 '" * $  r e s i f t v i& l e  

(k) Ho credit shall be allowed unaer (J) of this section for any

investment credit which is allowed as to federal taxes for leased prop­

erty by reason of Section 168(f)(d) of the Internal Revenue Code (26 

U.S.C. 163(f)(8)).

* Sec. 3. This Act applies to tax years beginning after December 31,

1981.

-2- HB 866 am
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National Federation of 
In dependen t  Bus iness

May 6, 1982

Senator Vic Fisher, Chairman 
Senate State Affairs Committee 
Pouch V
Juneau, Alaska 99811

RE: House Bill 866

De:ar Senator Fischer:

We at NFIB are delighted that the legislature is desirous of 
stimulating business in Alaska by allowing the full federal 
investment tax credit which is provided for in HB 866.
However, we are extremely concerned about the fact that this 
tremendous benefit is limited only to a few select businesses 
in Alaska.

NFIB now represents over 3,000 businesses in Alaska and many of 
our members are becoming increasingly concerned at the 
tremendous benefits which are provided by the legislature to 
the farming, fishing and mining businesses in the state while 
the rest of the business community is largely ignored. The 
major current benefit provided to the select group are the 
several low interest rate loan programs specifically for these 
businesses while there are no effective loan programs for the 
majority of the remainder of the business community especially 
for those companies with 10 or less employees. Now on top of 
these loan programs, this bill would provide a full 10% 
investment tax credit rather than the 1.8% currently provided.

It must be remembered that the majority of new jobs in Alaska, 
like the rest of the United States, are provided by small 

„ business, yet a major percentage of these businesses are really 
struggling to survive in todays economy and, in fact, many are 
not. Why shouldn't these businesses be provided incentives to 
expand and hire more employees.

Again, we are not opposing this bill per se, only the fact that 
that it is limited to the specified select group of businesses. 
It is recommended that it be amended to include at least the 
small business community.

Uiroctor, Govornmontal Relations/Alaska 
PO Box 194, Auko Bay, Alaska 99821. Tel 907/586-4100



Senator Vic Fischer 
Page 2

We would recommend that the bill be amended on page 2 by adding 
the following paragraph:

(5) providing services as a licensed contractor; 
manufacturing goods for sale; providing transportation, 
communication or other public utility services; providing 
financial, insurance or real estate services; or providing any 
other professional or nonprofessional services, but not 
including any business engaged in the exploration, development, 
production, refining, or transportation of oil or gas.

You may also wish to modify the legislative intent statement to 
include a reference to "other business activities". That could 
be inserted on line 10 of the bill.

If I can provide any other information to the committee on this 
bill, please contact me.



ALASKA STATE CHAMBER OF COMMERCE 
STATEMENT IN SUPPORT OF HB 866
SENATE STATE AFFAIRS COMMITTEE

MAY 6, 1982

Mr. Chairman, my name is George Krusz. I am president of 

the Alaska State Chamber of Commerce. The ASCC is the 

largest statewide federation of Alaska business, with a 

membership of some 500 firms and individuals. Our mem­

bership represents the spread of Alaska business from in­

dividually owned and operated firms to the largest employers 

in the state. Geographically, representation ranges from 

Alaska and the Pacific Coast to the Southwest and East 

Coast. For more than twenty years, the state chamber has 

been representing the interest of all Alaskan business in 

Juneau. The chamber traditionally has been supportive of 

legislation fair to large and small concerns alike.

We strongly support the concept of legislation allowing in­

vestment tax credit under ‘*3.20.036 at 100% of the tax 

credit allowed under federal statutes. As a matter of fact, 

this very idea is part of the chamber's 1982 legislative 

program adopted at our annual Prelegislative Conference in 

December, 1981.

We also strongly feel that this credit should be allowed for 

all Alaska businesses including the oil and gas industry. 

During the House Labor and Commerce Committee hearing on 

this bill we proposed a substitute bill that would do just 

that, but withdrew the proposal when it became evident that 

it had no possibility of acceptance and in fact would



be a detriment to the passage of HB 866. However I believe 

it necessary to agian state our belief that it is rather 

unfair to Alaska businesses outside of farming, fishing, 

timber, and mining industries to not be allowed the advan­

tage of a more liberal tax credit policy as established in 

HB 866.

Not withstanding our feeling that all Alaska industry should 

be allowed this credit, and in view of the fact that three 

of the four industries singled out in this bill are in a 

severe state of economic doldrums and the fourth, mining, 

needs all the encouragement it can receive from the state 

for development, I wish to state the Alaska State Chambers' 

strong support of HB 866 as a first step in the process of 

allowing the entire span of Alaskan industry to be treated 

equally under the state's tax laws.

Mr. Chairman, wo greatly appreciate this opportunity to 

present our views.



SENATE STATE AFFAIRS COMMITTEE 
Testimony o f  Dave Heatwole

f o r

HOUSE BILL 866 

MAY 6, 1982

My name i s  Dave Heatwole and I  am h e re  to  r e p r e s e n t  A la s k a ' s  
mining i n d u s t r y .  I  am P r e s i d e n t  o f  th e  Alaska M in e r ' s  
A s s o c i a t i o n ,  r e p r e s e n t i n g  some 1,400 miners  from l a r g e  and 
sm al l  companies, and I have sp e n t  my e n t i r e  c a r e e r  in  the  
mining i n d u s t r y .

I  b e l i e v e  a l l  o f  you can ag ree  w i th  me t h a t  most Alaskans 
a r e  ve ry  concerned abou t  b roaden ing  our  s t a t e ' s  economic 
b a se .  Why a re  we so dependent upon o i l  revenues? What a re  
we going to  do when the  o i l  runs  o u t? ,  a r e  q u e s t io n s  f r e q u e n t ly  
asked by Alaskan p u b l i c  forums. What I would l i k e  to  do 
today i s  g ive  you some id ea  what th e  f u t u r e  hard  rock  mining 
i n d u s t r y  could do f o r  A la s k a ' s  economy and t e l l  you why House 
B i l l  866 i s  im por tan t  to  s t i m u l a t e  mining a c t i v i t y  in  our 
s t a t e .

H i s t o r i c a l l y  mining has always been im por tan t  to  Alaska--The 
d i s c o v e ry  o f  gold  a t  the  tu r n  o f  the  c e n tu ry  le d  to  A la s k a ' s  
f i r s t  g r e a t  economic boom. Hard rock  mining became a c t i v e  
i n  the  e a r l y  1900 's w i th  the  development of  the  Kennecott  
and A laska-Juneau  mines.  Mining was the  m ains tay  o f  A la s k a ' s  
economy u n t i l  men and m a t e r i a l  r e s t r i c t i o n s  of the  second 
world war fo rced  the  c lo s u re  o f  Alaska mines.  A f te r  the  
war, mining never  r e a l l y  go t  s t a r t e d  ag a in ,  lower 48 and 
f o r e ig n  p roducers  a t t r a c t e d  inves tm ent  c a p i t a l  and w i th  the 
e x c ep t io n  o f  a few gold  mines,  and major mining a c t i v i t y  
never  r e a l l y  got  s t a r t e d  ag a in  in  Alaska.



In  the  l a t e  1960 's  - e a r l y  7 0 ' s ,  a few major  mining companies 
r e t u r n e d  to  Alaska to  beg in  m in e ra l  e x p l o r a t i o n  programs.
These companies r e tu r n e d  to  Alaska to  b e g in  m in e ra l  e x p lo ra t io n  
programs, because  f o r e ig n  e x p r o p r i a t i o n  and
pending domestic  m in e ra l  shor tages-m ade domestic  m inera l  
inves tm en t  much more a t t r a c t i v e .  A laska  o f f e r e d  the  United 
S t a t e ' s  l a s t  g r e a t  unexplored  f r o n t i e r .  This  r e c e n t  m inera l  
e x p l o r a t i o n  a c t i v i t y  has produced a few major world c l a s s  
d i s c o v e r i e s :

o The Ambler D epos i ts  o f  S o u th eas t  brooks Range,
o The Red Dog D eposi ts  in  Delong M ts . ,  North o f  Kotzebue.

o The Brady G la c ie r  Cu-Ni D epos i t .
0 The Quartz  H i l l  D eposi t  and;

In  J u n e a u ' s  back yard  the  G reen 's  Creek D epos i t .

The Gross Metal v a lu e - o f  th e s e  d e p o s i t s ,  based on pub l ished  
f i g u r e s - - i s  on th e  o rd e r  o f  $50 b i l l i o n ,  c lo s e  to  the p re -  OPEC 
v a lu e  o f  Prudhoe Bay.

The development o f  th e se  d e p o s i t s  could c r e a t e  a s u b s t a n t i a l  
a d d i t i o n  to  A la s k a ' s  economy--mining, u n l ik e  o i l ,  i s  a 
v e ry  l a b o r  i n t e n s i v e  b u s in e s s ,  a m a jo r i t y  of  the  new wealth  
c r e a t e d  would s t a y  in  the  s t a t e  in  the  form of  wages and 
goods pu rchased .  John Whitney, a noted  m in e ra l  economist ,  in 
1979 p r e d i c t e d  t h a t  the  development o f  th e  d e p o s i t s  of  NW

j
Alaska ,  Red Dog and Ambler would c r e a t e  over  1,000 new jobs  
in  Alaska and produce annual g ross  s a l e s  on the o rde r  of 
$570 m i l l i o n  (1979 d o l l a r s ) .  Given the  r i g h t  c o n d i t io n s  by 
the  yea r  2,0GJ, t h e r e  could be 10 o r  more developments of 
t h i s  s c a l e  in  Alaska.

1 hope I have convinced you t h a t  mining has the  p o t e n t i a l  to 
s i g n i f i c a n t l y  impact A la s k a 's  f u t u r e  economy. The development 
of  major mining, depends on two f a c t o r s :

1. A v a i l a b i l i t y  of  i n f r a s t r u c t u r e .
2. A s t a b l e  investment c l im a te .


