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R E S O L U T I O N  OF T H E  B O A R D  OF  T R U S T E E S  
OF T H E  A L A S K A  P E R M A N E N T  F U N D  C O R P O R A T I O N  

R E P E A L I N G  R E S O L U T I O N  83-9 D E F I N I N G  "N E T  INCOME" 
A N D  A D O P T I N G  A  R E P L A C E M E N T  D E F I N I T I O N

R E S O L U T I O N  83-11

W H E R E A S ,  t h e  T r u s t e e s  a d o p t e d  R e s o l u t i o n  83-9 on 

J u l y  22, 1983 d e f i n i n g  "net i n c ome" for p u r p o s e s  o f  i n c o m e  

a v e r a g i n g ;  a n d

W H E R E A S ,  the r e s o l u t i o n  w a s  f u r t h e r  r e v i e w e d  at a 

m e e t i n g  on A u g u s t  29, 1983 a t t e n d e d  b y  r e p r e s e n t a t i v e s  of 

the D e p a r t m e n t  o f  Law, D e p a r t m e n t  o f  Rev e n u e ,  P e r m a n e n t  F u n d  

Staff, a n d  a c c o u n t a n t s  P r i c e  W a t e r h o u s e  ( M e m o r a n d u m  of 

S e p t e m b e r  6, 1983 is a t t a c h e d  h ereto); and

W H E R E A S ,  a f o r e m e n t i o n e d  r e p r e s e n t a t i v e s  n o w  

b e l i e v e  t h a t  R e s o l u t i o n  83-9 i m p r o p e r l y  i n t e r p r e t s  AS

3 7 . 1 3 . 1 4 0  a n d  AS  3 7 . 1 3 . 1 4 5  t a k e n  in full c o n t e x t ;  a n d

W H E R E A S , g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  

would, m o r e  p r o p e r l y ,  t r e a t  the u n d i s t r i b u t e d  i n c o m e  a c c o u n t  

as c o r p o r a t e  r e t a i n e d  e a r n i n g s  a v a i l a b l e  for d i s t r i b u t i o n ;
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N O W  T H E R E F O R E ,  B E  IT R E S O L V E D  t h a t  the T r u s t e e s  

r e p e a l  t h e i r  a p p r o v a l  o f  R e s o l u t i o n  83-9 d a t e d  J u l y  22, 

1983; and

B E  IT F U R T H E R  R E S O L V E D  t h a t  t h e  T r u s t e e s  d e­

ter m i n e  t h a t  e a r n i n g s  o n  u n d i s t r i b u t e d  i n c o m e  are e a r n i n g s  

of the C o r p o r a t i o n ;  a n d

B E  IT F U R T H E R  R E S O L V E D  t h a t  t h e  T r u s t e e s  d i r e c t  

t he E x e c u t i v e  D i r e c t o r  to a c c o u n t  for "net i n c ome" a n d  

u t i l i z e  same for the c a l c u l a t i o n  of "net i n c o m e  a v a i l a b l e  

for d i s t r i b u t i o n "  in s u c h  a m a n n e r  as to i n c l u d e  b o t h  

e a r n i n g s  on the c o r p u s  o f  the F u n d  a n d  e a r n i n g s  on  t h e  

u n d i s t r i b u t e d  i n c o m e  acc o u n t .

P A S S E D  A N D  A P P R O V E D  b y  the B o a r d  of  T r u s t e e s  of  

the A l a s k a  Permanent' F u n d  C o r p o r a t i o n ,  t h i s  27 t h  d a y  o f  

S e p t e m b e r ,  1983.

S t e v e  C o w p e r ,  C h a i r m a n
B o a r d  o f  T r u s t e e s
A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n

ATTEST:

D a v i d  A. Rose, E x e c u t i v e  D i r e c t o r
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R E S O L U T I O N  OF T H E  B O A R D  OF T R U S T E E S  
OF T H E  A L A S K A  P E R M A N E N T  F U N D  C O R P O R A T I O N  

D E F I N I N G  "NET I N C OME" F O R  P U R P O S E S  OF I N C O M E  A V E R A G I N G

R E S O L U T I O N  83-9

W H E R E A S ,  AS  3 7 . 1 3 . 1 4 0  s p e c i f i e s  in part:

"Sec. 3 7 . 1 3 . 1 4 0 .  Income. N e t  i n c o m e  o f  the 
c o r p o r a t i o n  m u s t  b e  c o m p u t e d  a n n u a l l y  as of 
t he l a s t  d a y  o f  the f i s c a l  y e a r  in a c c o r d a n c e  
w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ,  
e x c l u d i n g  any u n r e a l i z e d  g a i n s  o r  losses. 
I ncome a v a i l a b l e  for d i s t r i b u t i o n  e q u a l s  the 
a v e r a g e  n e t  i n c o m e  of  the c o r p o r a t i o n  for the 
last five f i s c a l  ye a r s ,  i n c l u d i n g  the fiscal 
y e a r  j u s t  ended, ... " ; and

W H E R E A S ,  t h e  S t a t u t e  d o e s  not s p e c i f i c a l l y  i n c l u d e  or 

e x c l u d e  e a r n i n g s  on the U n d i s t r i b u t e d  Income A c c o u n t  fr o m  the 

t e r m  "net i ncome"; a n d

W H E R E A S ,  t h e  T r u s t e e s  w i s h  to c l a r i f y  the t e r m i n o l o g y  

as it has a b e a r i n g  o n  c a l c u l a t i o n s  o f  i n c o m e  a v a i l a b l e  for 

d i s t r i b u t i o n ;  and

W H E R E A S ,  e a r n i n g s  o n  t h e  U n d i s t r i b u t e d  I n c o m e  A c c o u n t  

are c a l c u l a t e d  s e p a r a t e l y  a n d  are r e s t r i c t e d  in that t h e y  c a n n o t  

b e  u t i l i z e d  for i n f l a t i o n  p r o o f i n g ;  and
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W HE R E A S ,  the.se e a r n i n g s  are in i n v e s t m e n t  a n d  c u s t o d y  

s t a t u s  w i t h  the C o r p o r a t i o n  a n d  n o t  s u b j e c t  to its use;

N O W  T H E R E F O R E ,  B E  IT R E S O L V E D  t h a t  the T r u s t e e s  d e t e r­

m i n e  t h a t  t h e  t e r m  "n e t  i n c ome" as u s e d  in AS 3 7 . 1 3 . 1 4 0  p e r t a i n s  

to the n e t  in c o m e  e a r n e d  f r o m  the i n v e s t m e n t  of t h o s e  funds 

b e l o n g i n g  to the A l a s k a  P e r m a n e n t  F u n d  w h i c h  it c o n s i d e r s  its 

c o r p u s  a n d  o v e r  w h i c h  it has t o t a l  o w n e r s h i p ,  c o n t r o l  and use; 

a n d

B E  IT F U R T H E R  R E S O L V E D  t h a t  the T r u s t e e s  d e t e r m i n e  

t h a t  the n e t  income of  o t h e r  f u nds su c h  as the U n d i s t r i b u t e d  

I n c o m e  A c c o u n t  w h i c h  a r e  i n v e s t e d  o n  a c o m m i n g l e d  ba s i s ,  s h a l l  

be  s e p a r a t e l y  c o m p u t e d  a n d  a p p l i e d  co its r e s p e c t i v e  p a r e n t  

a c c o u n t  or fund as a p p r o p r i a t e ;  and

B E  IT F U R T H E R  R E S O L V E D  t n a t  the T r u s t e e s  d i r e c t  t h e  

E x e c u t i v e  D i r e c t o r  to a c c o u n t  for "net i n c o m e "  and u t i l i z e  s a m e  

in c o m p u t a t i o n s  r e q u i r e d  b y  AS 3 7 . 1 3 . 1 4 0  in such a m a n n e r  as to 

e x c l u d e  e a r n i n g s  o n  t h e  U n d i s t r i b u t e d  I n c o m e  A c c o u n t  f r o m  " n e t  

i n c o m e "  and thus a l s o  e x c l u d e  t h e s e  e a r n i n g s  from c o m p u t a t i o n s  

i n v o l v i n g  " i n come a v a i l a b l e  for d i s t r i b u t i o n . "

P A S S E D  AND A P P R O V E D  by  the B o a r d  o f  T r u s t e e s  of the 

A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n ,  this 22 n d  day of July, 1983.
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C h a i r m a n ,  B o a r d  o f ^ r u s t e e s  
A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n

A T T E S T :

D a v i d  A. Rose, E x e c u t i v e  D i r e c t o r
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Alaska Perm anent Fund Corporation
P ouch  4-tOOO Juneau , A laska 99802 

T E L  9 0 7 m S - 2 0 4 7  T L X  0 9 9 - 4 6 - 3 2 3

M E M O R A N D U M

DATE: September 6 , 1983

TO: Laura Davis, Assistant Attorney General 
Department of Law

Milton B. Barker, Deputy Commissioner 
Treasury, Department of Revenue

Vincent Wright, Chief of Research 
Department of Revenue

B i l l  Smart
Price Waterhouse, Anchorage

Peter A. Bushre, Comptroller 
Ala oration

FROM: Dav . irector
Alaska Permanent Fund Corporation

SUBJECT: Distributions of Permanent Fund Income

This memorandum w il l  confirm the decisions made at our meeting on 
Monday, August 29, 1983. The meeting was called to resolve certain  
questions surrounding interpretations of AS 37.13.140, AS 37.13.145 
and Section 15 of Chapter 81, SLA 1982. S p e c if ic a l ly ,  the 
questions discussed and the decisions agreed upon by everyone 
present were as follows:

1. Does Sec. 15 of Ch. 81, SLA 82 include a partia l d istribution of FY 
83 earnings? Section 15(a) provides that a l l  of the income earned 
(including accrued income) prior to July 1, 1982 that was not 
distributable under prior law is  to be transferred to the undis­
tributed income account. The provision includes the portion of FY



Re: Distributions of Permanent Fund Income
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81 and FY 82 earnings retained by the F„nd (the undistributed  
portion of current income not d istributable on an averaging basis)  
and accrued income at the end of FY 82. The section further  
provides that th is  amount is  to be reduced by an amount equal to 
one-half of FY 83 d istributable  income, i . e . , an amount equal to 
one-half of FY 83 distributable  income is  not retained by the Fund 
in the undistributed income account.

Section 15(b) provides that th is  amount is  to be transferred to the 
general fund. The history of section 15 is  that the leg is la tu re  
wanted a d istribution of FY 83 earnings at least  equal to the FY 82 
accrual basis l i a b i l i t y .  The amount credited to the undistributed  
income account would be reduced by the amount of that d istr ibution .

Conclusion: Ch. 81, SLA 82 includes a d istribution of FY 83
earnings equal to one-half of d istributable  income for that year.

2. Is d istributable income a cash basis or accrual basis calcu lation  
under Sec. 15 of Ch. 81, SLA 82? Section 15(b) provides that 
distributable income is  to be calculated by the formula in AS
37.13.140 before i t  was amended by Ch. 81, SLA 82. Under prior  
law, AS 37.13.140 specified that the income of the Corporation was 
the interest received each f is c a l  year. Distributable income is  a 
moving average of the income received each f is c a l  year.

*

Conclusion: Distributable income is  a cash basis calculation under
Ch. 81, SLA 82.

3. Is d istributable income a cash basis or accrual basis calculation  
under AS 43.23.045(b)? Subsection (b) provides for the transfer  of 
an amount to the dividend fund from Permanent Fund earnings (or 
undistributed income i f  current year earnings are not adequate) 
equal to one-half of the amount available for d istribution . The 
amount available for d istribution is  determined by AS 37.13.140 
which provides that i t  i s  an average of the net income of the 
Corporation for the la s t  five  f is c a l  years. Net income i s  defined 
by that section as being in accordance with generally accepted 
accounting p r in c ip les , which 's accrual basis income.

Conclusion: Distributable income is  an accrual basis calcu lation
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under AS 43.23.045(b).

4. Is net income for the years prior to adoption of Ch. 81, SLA 82.
which is  used in the calculation of distributable income for FY 83,
calculated under current law for years prior to FY 83 or the law in
effect when i t  was earned? AS 37.13.140 before the adoption of Ch. 
81, SLA 82 specified that income was the interest received by the 
Corporation; a fter  the adoption of Ch. 81, SLA 82 i t  was in 
accordance with generally accepted accounting princip les. Under 
current law, AS 37.13.140 defines income available for d istribution  
as an average of the net income of the Corporation for the la s t  
five  f isca l  years, and'specifies that net income is  to be computed 
in accordance with generally accepted accounting prin c ip les . The 
law makes sp ec if ic  reference to an accrual basis income for each of 
the five  years in the average. Reference to an August 11, 1982 
memorandum drafted by Thomas K. Williams which explains the intent 
of the Trustees revealed that income as calculated under the 
amendments of Ch. 81, SLA 82 was to be used in each year of the 
average.

Conclusion: Net income for the years prior to adoption of Ch. 81,
SLA 82 used in the calculation of d istributable income for FY 83 is  
determined by current law.

5. Is the l i a b i l i t y  to the Dividend Fund determined by AS 37.13.140 or 
by appropriation? The income distributable to the Dividend Fund 
for FY 83 under AS 37.13.140 is  more than the appropriation for FY 
83. Reference was made to an opinion of the Attorney General 
( f i l e :  366-484-83) dated March 10, 1933, which held, in essence,
that a l l  or a portion of Permanent Fund earnings can be retained in 
the Fund by operation of law, but an appropriation is  necessary for  
distributions to any fund other than the general fund.

Conclusion: The l i a b i l i t y  to the Dividend Fund is  the amount of
the appropriation.

6 . Are earnings on undistributed income included in the calcu lation  of 
income available for d istr ib u t io n .-1 AS 37.13.145 makes sp ec if ic  
reference to the definition of income in AS 37.13.140 as the income
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available for inflation-proofing, excluding the income attributed  
to the investment of undistributed income. AS 37.13.140 defines 
income available for d istribution as the average net income of the 
Corporation for the la s t  five  f is ca l  years. The undistributed  
income account is  identified  by AS 37.13.145 as an account within 
the Permanent Fund, and i t s  income is  to be treated as an addition 
to that account.

Generally accepted accounting principles would treat the undis­
tributed income account as corporate retained earnings available  
for d istribution . A dividend or other d istribution could be 
declared at any time by appropriation, but until i t  i s ,  they are 
corporate earnings retained for reinvestment.

Conclusion: Earnings on undistributed income are included in the
calculation of income available for d istribution .

DAR/aef



S e c .  3 7 .1 3 .1 4 0 .  I n c o m e .  N e t  in c o m e  o f  t h e  c o r p o r a t i o n  m u s t  b e  
c o m p u te d  a n n u a l l y  a s  o f  t h e  l a s t  d a y  o f  t h e  f isca l  y e a r  in  a c c o r d a n c e  
w i th  g e n e r a l l y  a c c e p te d  a c c o u n t in g  p r in c ip le s ,  e x c lu d in g  a n y  
u n r e a l i z e d  g a i n s  o r  losses .  In c o m e  a v a i l a b l e  for  d i s t r i b u t i o n  e q u a l s  t h e  
a v e r a g e  n e t  in c o m e  o f  t h e  c o r p o r a t i o n  fo r  t h e  l a s t  f ive  f isca l  y e a r s ,  
i n c lu d in g  t h e  f isca l  y e a r  j u s t  e n d e d ,  b u t  m a y  n o t  ex c ee d  n e t  in c o m e  o f  
t h e  c o r p o r a t io n  for  t h e  f isca l  y e a r  j u s t  e n d e d  p lu s  t h e  b a l a n c e  in  t h e  
u n d i s t r i b u t e d  in c o m e  a c c o u n t  d e s c r ib e d  in  A S  3 7 .1 3 .1 4 5 .  (§ 5 ch  18 
S L A  1980; a m  § 8  c h  81 S L A  1982)

E ffe c t o f  am endm ents. —  The 1982 
amendment, effective Ju ly  1, 1982,
rewrote th is  section.

§ 3 7 .1 3 .1 4 5  Alaska Statutes Supplement § 3 7 .1 3 .1 7 0

S e c .  3 7 .1 3 .1 4 5 .  D i s p o s i t i o n  o f  i n c o m e .  A t  t h e  e n d  o f  e a c h  fisca l 
y e a r ,  a n  a m o u n t  s u f f i c i e n t  to  o ffse t  t h e  e f fec t  o f  in f l a t io n  o n  p r in c i p a l  
o f  t h e  A la s k a  p e r m a n e n t  fu n d  d u r i n g  t h a t  y e a r ,  a s  m e a s u r e d  by  a  
n a t io n a l ly  r e c o g n iz e d  in d e x ,  s h a l l  be  t r a n s f e r r e d  from  n e t  in c o m e  a s  
d e f in e d  in  A S  3 7 .1 3 .1 4 0 .  e x c lu d in g  in c o m e  on  t h e  u n d i s t r i b u t e d  in c o m e  
a c c o u n t  in  t h e  A l a s k a  p e r m a n e n t  f u n d ,  to  t h e  p r in c ip a l  o f  t h e  A l a s k a  
p e r m a n e n t  f u n d  fo r  r e i n v e s t m e n t .  T h e  b a l a n c e  o f  t h e  n e t  in c o m e  a s  
de f in e d  in  A S  3 7 .1 3 .1 4 0  s h a l l  b e  t r a n s f e r r e d  to  t h e  u n d i s t r i b u t e d  
in c o m e  a c c o u n t  in  t h e  A l a s k a  p e r m a n e n t  fu n d .  M o n e y  in  t h e  
u n d i s t r i b u t e d  in c o m e  a c c o u n t  s h a l l  b e  in v e s t e d  in  i n v e s t m e n t s  a u t h o ­
r ize d  u n d e r  A S  3 7 .1 3 .1 2 0 .  I n c o m e  f ro m  t h e  i n v e s t m e n t  o f  t h e  
u n d i s t r i b u t e d  in c o m e  a c c o u n t  s h a l l  be  t r e a t e d  a s  a n  a d d i t i o n  to  t h a t  
a c c o u n t .  (§ 9 ch  81  S L A  1982)

E ffe c tive  dates. —  Section 16, ch. 81. 
SLA 1982. makes th is  section effective 
Ju ly  1. 1982.

E d ito r ’s notes. —  Section 15. ch. 81. 
SLA 1982. provides: "TRAN SITIO N , (a) 
A ll income earned by the Alaska perma­
nent fund before the effective date o f this 
Act (July 1.19821 tha t is not income ava il­
able for disbursement shall be transferred 
to the undistributed income account estab­
lished in AS 37.13.1-15 added by sec. 9 of 
this Act. However, the amount transferred

under th is section shall be reduced by an 
amount equal to one-half o f the income 
available for disbursement fo r fiscal year 
1983.

"(b) The amount equal to the reduction 
in income under la i of th is section shall be 
transferred to the general fund.

"(cl I. this section'income available for 
disbursement' shall be determined as set 
out in  AS 37.13.140 before amendment by 
th is  Act.”



A L A S K A  PERM AN EN T FUND C o rp o rat io n
S ta te m e n t o f Changes in Fu nd  Balance

Balance. July S0P8B0*

Appropriations from State of 
Alaska General Fund

Royalties and other state rece;pts

Investment income

Transfer of net investment gains 
to principal

Distributable income due to 
State General and 
Segregated Funds

.Balance, June;30>. T981-*

Appropriation from State 
of Alaska General Fund

Royalties and other state receipts

Investment income

Distributable income due to 
State

General and Segregated Funds

For the Years F.nded June 30, 1982 and 1981

Total 

S 483,208,000

900,000,000

385.128.000

149.867.000

(90,904,000)

1,827,299,000

800,000,000

400.522.000

368.426.000

(183,411,000)

$3,212,836,000

Appropriations, 
Royalties and 
Other State 

Receipts

$ 483,208,000

900,000,000

385,128,000

219,000

1,768,555,000

800,000,000

400,522,000

$2,969,077,000

Undistributed^
jflcbme*

$ 149)867100© 

(219,009)

*(90,904,000$ 

?S8,.744,000

868,426,006

tl88“4tT^OO> 

$243)759,000 ,

See accompanying notes to financial statements



N o t e  5

The amount due to the State General and Segregated Funds is determined on the 
basis of the current year's distributable income as provided by statute adjusted for 
actual cash distributions and prior year’s accrued amount due to the Funds Summarized 
below is the activity for the fiscal years ended June 30, 1982 and 1981.

> General a n d  Segregated Funds:"

Balance, July 1, 1980
Add: 1981 accrual o f distributable income
Less: Cash transfers made -  

Amounts transferred applicab le to  1980 
Amounts transferred applicable to 1981

Balance, June 30, 1981
A dd : 1982 accrual o f distributable income
Less: Cash transfers made -  

Amounts transferred applicable to  1931 
Amounts transferred applicable to 1982

Balance, June 30, 1982

— P 0)

s 19,669,000
90 .904 .000

(63 ,234 ,000 )
47 .339 .000 

183,411,000

(141 ,931 ,000 )

w
Note 6 — Adm inistrative Expenses (Unaudited):

Administrative and other expenses are paid by the State of Alaska General Fund and 
are not included in the accompanying statements. The related budget and actual 
expenses for 1982 and budgeted expenses for 1983 .or operations of the Permanent 
Fund Corporation are as follows (unaudited):

1982

Budget
$450,500

Actual
$391,200

1983

Budget
$3,070,500

2 4



Alaska Permanent Fund Corporation
Statem ent o f Changes in Fund Equity
For The Years Ended June  30, 1983 and 1982

HtH 30, 1 9 8 f

A p p r o p r i a t i o n s  from the State 

D e d i c a t e d  state r evenues 

I n v e s t m e n t  income 

D i s t r i b u t i o n s  of income

t f H H H r iH H t iiW U B m
A p p r o p r i a t i o n s  from the State 

D e d i c a t e d  state re v e n u e s  

Net income from o p e r a t i o n s  

D r s t r i b u t i o n s  ™a£«inconie 

P r o v i s i o n  for inflation- 

B alance, J u n e  30, 1983

T o t al

$ 1 , 8 2 7 , 2 9 9 , 0 0 0

8 0 0 , 0 0 0 , 0 0 0

4 0 0 . 5 2 2 . 0 0 0

3 6 8 . 4 2 6 . 0 0 0  

 ( 1 8 3 , 4 1 1 , 0 0 0 )

3 , 2 1 2 , 8 3 6 , 0 0 0

4 0 0 , 0 0 0 , 0 0 0

4 2 0 . 9 5 7 . 0 0 0

4 7 1 . 1 2 5 . 0 0 0  

(.12^,-882^0007

C o n t r i b u t e d  
E q u i t y

$ 1 , 7 6 8 , 5 5 5 , 0 0 0

8 0 0 , 0 0 0 , 0 0 0

4 0 0 , 5 2 2 , 0 0 0

2 , 9 6 9 , 0 7 7 , 0 0 0

4 0 0 , 0 0 0 , 0 0 0

4 2 0 , 9 5 7 , 0 0 0

4 7 1 , 1 2 5 , 0 0 ^ )

,6  /  j U U t

__________________________   -2-31TT9-27QQCU fflSSBSEBBS&b
$ 4 , 3 7 5 , 0 3 6 , 0 0 0  $4 , 0 2 1 , 2 2 6 , 0 0 0

See a c c o m p a n y i n g  n o t e s  to f i n a n c i a l  s t a t e m e n t s
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"fry- d u  A^Cilc^k.

Less: C a s h  t r a n s f e r s
A p p l i c a b l e  to 1981 

a c c r u a l s  
A p p l i c a b l e  to 1982 

a c c r u a l s

Add: 1983 a c c r u a l  of
d i s t r i b u t a b l e  in c o m e

Less: C a s h  t r a n s f e r s
a p p l i c a b l e  to 1982

T r a n s i t i o n  rule a d j u s t­
ment

T o t a l  

$ M H B W O

D i v i d e n d
Fund

G e n e r a l
F u n d

$ 2 3 , 6 7 0 , 0 0 0  $ 2 3 , 6 6 9 , 0 0 0

91 ,706,000 91 ,705 ,000

115 .376,000 115 .374 .000

(23 ,670,000) (23 ,669 ,000)

(47 ,296,000) (47 .296 ,000)

(70 .966 .000) (70 ,965 ,000)

44 ,410,000 44 ,409 ,000

107 ,875,000 109 ,535 ,000

152 .285,000 153 .944 ,000

(646,000) (645 ,000)

(43 ,764,000) (43 ,764 ,000)

(44 ,410,000) (44 ,409 ,000)

$107' ,8 75', 000 $109 •535 ,000')-'

1983 P r o v i s i on C h a r g ed T o :

E a r n i n g s  o n  u n d i s t r i b u t e d  
i n c o m e

B a l a n c e  of u n d i s t r i b u t e d  
i ncome

S u b - t o t a l

T r a n s i t i o n  rule a d j u s t m e n t

I n c o m e  d i s t r i b u t a b l e  to 
the State

T otal
Divide nd 

F u n d

$ 3 1 , 1 0 4 , 0 0 0

2L_ 007 ,000

6 4 . 1 1 1 . 0 0 0

4 3 . 7 6 4 . 0 00

G e n e r a l
Fund

$ 6 5 , 7 7 1 ,000 

6 5 , 7 7 1 , 0 0 0

43,7 64,000

$ 1 0 7 , 8 7 5 , 0 0 0  $ 1 0 9 , 5 3 5 , 0 0 0
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Alaska Permanent Fund Corporation
Statement of Changes in Fund Equity 
For The Years Ended June 30, 1984 and 1983

Total
Contributed

Equity

Reserve 
for Inflation 

and Dividends

Unrealized 
Loss On 

Common Stock

Appropriations from the State-
Dedicated state revenues
Net income from operations
Provision for 1983 dividends
Provision for distributions to 

the state general fund
Provision for 1983 inflation

53,212,836,000
400,000.000
420.957.000
471.125.000
(64.111.000)

(65.771.000)

S2,969,077,000 
400,000,000
420.957.000

231.192.000

G lan ce ; June 30, 1983-
Appropriations from the State-
Dedicated state revenues
Net income from operations
Provision for 1983 dividend 

supplement
Prevision for 1984 dividends
Provision for 1984 inflation
Allowance for unrealized loss 

on common stock
Provision for future inflation 

and dividends

4,375,036,000
300,000,000
366.183.000
529.457.000

(11.869.000) 
(163,116,000)

(20.871.000)

4,021,226,000
300,000,000
366.183.000

150.935.000

$557,347,000

S(20,871,000)

S5,374,820,000 54,838,344,000 S557,347,000 SC20.871,000)

Undistributed
Income,.

S243.759.OO0

(231.192,000)

*353,810,000

’f i
16,OOP) 

(150,935,000)

s

See accompanying notes to financial statements



Total
Dividend

Fund
General

Fund

; Balance due, June 30, 1982 StfMPMJIB'O $ 44,410,000 S 44,409,000
Add: 1983 appropriation 

and transition rule 
liability 245^410,000 107,875,000 109,535,000

j f l j j j j f f j g 152,285,000 153,944,000
Less: Cash transfers— 

Applicable to 1982 <P!9PIPP*J (646,000) (645,000)
Transition rule 
adjustment mmunm (43,764,000) (43,764,000)

•amswMm (44,410,000) (44,409,000)

B f f f i  due, June 30, 1983 ■j& B^O O O .. 107,875,000 109,535,000

Add: 1983 si^ plemenral 
appropriation *¥#69^000 11,869,000
1984 appropriations <rftfc3SL-16;000 163,116,000

Less: Cash transfers— 
Applicable to 1983

j M j w g o g o  

; (-220(579,000i

174,985,000

(119,744,000) (109,535,000)
Applicable to 19S4 ■.-e$s886i;U(H>) (7,986,000)

l(3?W^f{?;000),'‘ (127,730,000) (109,535,000)

mmmm-> 5155,130,000 $

Note 8 - Contributed Equity:
The principal balances o f the Alaska Permanent Fund at June 30, 1984 and 1983 are as 
follows:

 June 30,_____
1984 1983

Dedicated state revenues $2,056,217,000 $1,690,034,000
Appropriations from the Stare 2,400,000,000 2,100,000,000
Cumulative provision for inflation 382,127,000 ___231,192,000

$4,838,344,000 $4,021,226,000

In 1980, the State Legislature appropriated $900,000,000 from general fund revenues to 
the Permanent Fund. This appropriation has been paid in full. In 1981, the Legislature 
appropriated an additional $1,800,000,000 from general fund revenues to the Perma­
nent Fund. This appropriation bill directs the Commissioner o f Revenue to make 
monthly deposits o f general fund operating surplus until the balance is reached. As o f 
June 30, 1984, $1,500,000,000 (June 30, 1983, $1,200,000,000) o f this appropriation 
had been deposited in the Permanent Fund.
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A L A S K A  P E R M A N E N T  F U N D  C O R P O R A T I O N

STATEMENT OF CHANCES IN FUND EQUITY 

FOR THE YEARS ENDED JUNE 30. 1985 A' 3 1984

B a la n c e ,  J u n e  3 0 , 19 53
Appropriations from the State 
Dedicated State revenues 
Net income from operations 
Provision for 1983 dividend 

supplement 
Provision for 
Provision for 
AIlowance for 

on common stock 
Provision for future 

and dividends

1984 dividends 
1984 inflation 
unreaIized loss

inflation

Appropriations from the State 
Dedicated State revenues 
Net income from operations 
Citizen contributions 
Provision for 1985 dividends 
Provision for 1985 inflation 
Recovery of unrealized loss 

on common stock 
Provision for future inflation 

and dividends

Tota I

$4,375,036,000
300,000,000
366.183.000
529.457.000

(11,869,000)
(163,116,000)

(20,871,000)

,374,820,000
300,000,000
368.027.000
657.761.000

1,000
(217,274,000)

20,871,000

Contributed 
Eou i tv

$4,021,226,000
300,000,000
366,183,000

150,935,000

4,838,344,000
300,000,000
368.027.000

1,000

234.570.000

Reserve for 
Inflation and 
D i v idends

$557.347.000

557,347,000

$6.504.206.000 $5.740.942.000

205.917.000

$763.264,000

UnreaIi zed 
Loss on 

Common Stork

$(20,871,000)

(20,871,000)

20,871,000

(23^570,000)

See accompanying notes to financial statements



~r

T o t a l
D i v i d e n d

F u n d
G e n e r a l
F u n d

due,: J u n e  '
13 ' $ M w n w  $ 107 ,875 ,000 $ 109 ,535 ,000

Add: 1983 s u p p l e­
m e n t a l  a p p r o­
p r i a t i o n  ess

1984 a p p r o­
pr i a t i o n s

1 0 0 0 1 1 , 8 6 9 , 0 0 0

; 163 ,116 ,000 

0 — BaateOftft 1 7 4 , 9 8 5 , 0 0 0

Le ss: Ca s h  trans-
fers-
A p p l i c a b l e  
to 1983

A p p l i c a b l e  
to 7 984

________ je  ___
-30. 3 98A

Add: 1985 a p p r o­
pr i a t i o n

Le ss: Ca s h  t r a n s­
fers - 
A p p l i c a b l e  
to 1984

ce due, June

T o t a l
D i v i d e n d

F u n d
G e n e r a l
F u n d

( 1 1 9 , 7 4 4 , 0 0 0 )  (1 0 9 , 5 3 5 , 0 0 0 )

( 7 , 9 8 6 , 0 0 0 )

), ( 1 2 7 , 7 3 0 , 0 00) ( 1 0 9 , 5 3 5 , 0 0 0 )

M & m m w  1 5 5 , 1 3 0 , 0 0 0

2 1 7 , 2 7 4 , 0 0 0

jyOOQi;) ( 1 5 5 , 1 3 0 , 0 0 0 )

$ 2 1 7 , 2 7 4 , 0 0 0  $

7. C O N T R I B U T E D  EQUITY:

The p r i n c i p a l  b a l a n c e s  of the A l a s k a  P e r m a n e n t  F u n d  at J u n e  
30, 1985 a n d  1984 are as follows:

%



O f f ic ia l  B u s in e s s

A l a s k a  g > ta te  H e g i t f la t u r e

S e n a t e  

C o m m i t t e e  o n  
C o m m u n i t y  a n b  R e g i o n a l  A f f a i r s

M E M O R A N D U M

TO:

FROM:

SUBJECT:

Members:
Senator Ferguson. Vice Chairman 

Senator Coghill 
Senator Sturgulewsk.

Senator V Fischer

Senator Edna DeVries. Chairm an

Pouch V 
Juneau. Alaska 99811

137 E. Arctic 
Palmer, Alaska 99645

October 4, 1985

Senator Ferguson, Vice Chair 
Senator Sturgulewski 
Senator V. Fischer 
Senator Coghill

Committee Staff

COMMITTEE HEARING MINUTES —  held consecutively in Anchorage,
Wasilla and Soldotna, Alaska on September 24, 25 & 26, 1985

SB 244 An Act relating to the undistributed income account in the 
Alaska Permanent Fund for certain municipal aid programs, 
establishing a two-year funding cycle; and providing for an 
effective date.

Attached for your file are copies of the subject committee minutes. 

Atchs 3



BILL SHEFFIELD, G O V E R N O R

□  POUCHB 
JUNEAU, ALASKA 99811 
PHONE: (907) 465-4700

□  949 E. 3STH AVENUE, SUITE 400 
ANCHORAGE, ALASKA 99508 
PHONE: (907) 5631073

September 24, 1985

TESTIMONY FOR SB 244

"An Act relating to the use of funas from the undistributed 

income account in the Alaska permanent fund for certain 

municipal aid programs, establishing a two-year funding cycle; 

ana providing for an ettective date."

On behalf of Commissioner Notti I would like to thank the

Senate Community and Regional Affairs Committee for the

invitation to come before it today. The Department has been

askea to present background information that we hope will

assist you in evaluating Senator Coghill's proposal to "forward

tuna" the two major programs of State aid to municipalities and

communities. I have been assigned the duty of acting as a

technical resource for the committee and will be on hand for

all of the hearings scheduled for Southcentral Alaska.
/

In order to put Senator Coghill's bill in perspective, I would 

like to give the committee a briefing on the history and

background of the State Revenue Sharing and Municipal 

Assistance programs.

DEPT. OF COMMUNITY &  REGIONAL AFFAIRS
OFFICE O F  THE COMMISSIONER

21-P 1 I.H



These programs, whicn are presently funded at over $140 

million, have a significant impact on virtually every city, 

oorough, village, ana community in the State. Most 

municipalities and villages rely on these program funds to 

provide vital local services and curb the need tor increased 

local taxation. While the programs have generally been 

accepted as a reasonable way tor the State to share its 

substantial revenues with its political subdivisions and 

villages, interest remains in seeking ways to improve the 

programs so that they may be more useful to local governments. 

The Governor's Task Force on State Shared Revenue has tor the 

past nineteen months grapled with these programs in some detail 

in an attempt to orter souna recommendations to tlie Governor 

ror ways to make the programs more responsive to local needs. 

The Task Force is working unaer a timetable which calls for 

ottering proposed legislation to the Governor in early December.

The State Revenue Sharing (SRS) program is the oldest of the 

programs unaer discussion as it was enacted in 1969 and scarted 

operation in FY 70. The stated objectives of the program were 

to: help ease the fiscal problems facing local governments;

stabilize or reauce local property tax rates; stimulate local 

governments to p r o v i d e 'adequate levels of services; and improve 

resource allocation by sharing funas with local governments 

which, by virtue of being closer to the people, are superior at 

providing public goods ana services in accord with taxpayer 

pr ef er en ce s.

T e s t i m o n y  f o r  S B  2 4 4

S e p t e m b e r  2 4 ,  1 9 b b

R a g e  2



SRS began with a $2 million appropriation and sharea funding 

solely with municipalities. Allocations were based on 

population and seven categories of service the municipality 

could provide plus aid for roads on the basis of mileage and 

health facilities and hospitals based on facilities or patient 

bees. The program rewarded municipalities that provided a 

wider range of services for the greatest number of people.

It the amount appropriated by the Legislature to fund the 

program was insufficient, all municipal entitlements were 

prorated by whatever amount was necessary to bring 

appropriations and entitlements into balance. Each year there 

was pressure brought to bear on the Legislature to fully fund 

the program. Increases in population, incorporation of new 

municipalities, increased road mileage, additional health 

facilities, and the assumption of new services by 

municipalities put a constant upward pressure on the need for 

increased funding to fully fund the demand created by new 

residents and new services.

The categorical State Revenue Sharing program remained in 

erfect for ten years. However, after about five years of 

operation, the formula for allocating funding came under 

increasing scrutiny ana attack. The criticism focused on three 

main, somewhat related, perceived shortcomings in the

T e s t i m o n y  t o r  S B  2 4 4

S e p t e m b e r  2 4 ,  1 9 8 5

P a g e  3



allocation formula. First, the allocation of revenue was not 

"neeas based" ana did not take into account the relative wealth 

of a municipality. A city or borough that had a large tax base 

could provide a wide range of services ana, therefore, receive 

a larger share of SRS, even though local tax effort might be 

relatively low. Conversely, a poorer local government with a 

low tax base could not afford to provide many services (and in 

rural Alaska the relatively higher costs of many services may 

have maae them pr oh ib it iv e),even with relatively higher taxes,t
yet the SRS formula penalized them by not providing them with 

aaequate aid to expand service delivery. In effect, the rich 

got richer and the poor got poorer.

Second, the categories tied to SRS aictated implicitly what 

services were important and would be reimbursed by the State. 

While the categories covered basic life, health, and safety 

services, many people teic the local governments were best 

eguippea to decide what services v/ere important to their 

residents and that a block grant approach woula be fairer and 

more useful tor local governments.

Third, small local governments, which haa some of the same 

basic overhead costs ‘as larger cities, received inadequate 

levels of funding ana were, therefore, unable to carry out the 

intent of the program to provide essential local service.

T e s t i m o n y  f o r  S B  2 4 4

S e p t e m b e r  2 4 ,  1 9 8 5

P a g e  4



As a re su lt  ot these s h o r t c o m i n g s /  work b e g a n  au ri n g  the 

m i a - 1 9 7 0 ' s  to i mp ro v e the St ate  R e v e n u e  S h a r i n g  p r o g r a m  in such 

a way as to d i s t r i b u t e  f u n ds  mo re  f a i r l y  to t ho se  

m u n i c i p a l i t i e s  w h i c h  n e e d e d  the aid most. I n t e r e s t  was  f o c u s e a  

o n  r e p l a c i n g  the c a t e g o r i c a l  per c a p i t a  a p p r o a c h  w i t h  a f o rm ul a 

that w o u l d  e q u a l i z e  the tax r e s o u r c e s  ot m u n i c i p a l i t i e s .  In 

o t h e r  wor ds,  the f o r m u l a  w o u l d  b e n e f i t  those l oc al  g o v e r n m e n t s  

that we re  h e l p i n g  t h e m s e l v e s  as m u c h  as they c o u l d  t hr ou gh  

l o ca l r ev en ue  s o u r c e s  w h i l e  the f o r m u l a  p r o v i d e d  r e l a t i v e l y  

less to those m u n i c i p a l i t i e s  that e n j o y  a b r o a d e r  tax base  

r e q u i r i n g  less ta xat io n. Th i s f o r m u l a  w o u l d  f o c u s  a gr e a t e r  

s h ar e ot S t at e aid to those c it i e s  arid b o r o u g h s  that 

d e m o n s t r a t e d  t h r o u g h  tneir tax s t r u c t u r e  a g r e a t e r  need.

Af te r s e v e r a l  year' ot d i s c u s s i o n ,  the E l e v e n t h  L e g is la tu re , in 

i y & J L p a s s e d h B  192 to d r a s t i c a l l y  ch an g e  the e m p h a s i s  and 

in t e n t  ot the S t a t e  R e v e n u e  s h a r i n g  pro g ra m.  To aid in the 

t r a n s i t i o n  to the new formu la,  a five year  h o l d  h a r m l e s s  

p r o v i s i o n  was p r o v i d e d  and the a p p r o p r i a t i o n  to the p r o g r a m  was 

s u b s t a n t i a l l y  in cr ea se d.  The l e g i s l a t i v e  i n t e n t  of the p r o c r a m  

was now to: i m p r o v e  the r e v e n u e  r a i s i n g  ano d i s t r i b u t i o n  s y s t e m  

tor the 'b en ef it  of r e s i d e n t s  of home  rule an d g e n e r a l  law 

m u n i c i p a l i t i e s  by p r o v i d i n g  for m o r e  e q u i t a b l e  a l l o c a t i o n  of 

f i n a n c i a l  r e s o u r c e s  a m on g m u n i c i p a l i t i e s  to i m p r o v e  their 

f i s c a l  c a p a c i t i e s  and to in su re  that no m u n i c i p a l i t y  su f f e r s  

i m p o v e r i s h m e n t  of n e c e s s a r y  p u b l i c  s er vi c e s ,  r e l a t i v e  to o t h e r

m u n i c i p a l i t i e s ,  b e c a u s e  ot the c h a n c e l o c a t i o n  of t ax ab le  

w e a l t h  in the state.

Te st im o n y tor Sb 244

September 24/ 1985
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The new p r o g r a m  was d i v i a e a  into t hr ee  pa rts , e a c h  in a 

a i t t e r e n t  c h ap te r ot T i t le  29. The s e v e n  per ca p i t a  c a t e g o r i e s  

we r e r e p l a c e d  w i t h  the m u n i c i p a l  tax e q u a l i z a t i o n  f o r m u l a  

( C hap te r 88) w h i c h  a l l o c a t e d  f u n d i n g  b a s e d  on p o p u l a t i o n  and 

r e l a t i v e  local tax effort. I n i t i a l l y  $ 34 . 9 m i l l i o n  was 

a l l o c a t e d  to this a c c o u n t  ano by FY 86 this a p p r o p r i a t i o n  had 

i n c r e a s e d  to $38 mi ll i o n .  The f o r m u l a  a p p o r t i o n s  the a c c o u n t ' s  

a p p r o p r i a t i o n  b a s e d  on the p r o r a t e d  s h ar e of the m u n i c i p a l i t y ' s  

p o p u l a t i o n  times a m i l l a g e  rate e q u i v a l e n t .  The m i l l a g e  rate 

e q u i v a l e n t  m e a s u r e s  the lo cal r e v e n u e  r a is in g e f f o r t  of the 

m u n i c i p a l i t y  by d i v i d i n g  local tax an d fee c o l l e c t i o n s  by o n e  

m i l l  ot the m u n i c i p a l i t i e s  fu ll  and true p r o p e r t y  value. In 

ef f ect , all  e l i g i b l e  locally g e n e r a t e d  r e v e n u e s  are c o n v e r t e d  

to a m i l l a g e  rate for p u r p o s e s  of c o m p a r a b i l i t y .  It is this 

m i l l a g e  rate e q u i v a l e n t  and  the m u n i c i p a l i t y ' s  p o p u l a t i o n  w h i c h  

d e t e r m i n e  wh a t p o r t i o n  of C h a p t e r  88 funds w i l l  be a l l o c a t e d  to 

ea c h local g o v e r n m e n t .

C h a p t e r  89 c o n t a i n e d  the m i s c e l l a n e o u s  s e r v i c e s  a c c o u n t  and  

a l l o c a t e d  f u n d i n g  for v a r i o u s  s e r v i c e s  and e n t i t i e s .  

M u n i c i p a l i t i e s  w e r e  e l i g i b l e  to r e c e i v e  $ 2 , 5 0 0  pe r m i l e  of 

road, $l y 5 0 0  per m i l e  of ice road, $ 2 , 0 0 0  pe r  be d or $ 8 , 0 0 0  per 

fa c il i t y ,  w h i c h e v e r  was g r e at er , tor h e a l t h  f a c i l i t i e s ,  and 

$ 2 5 0 , 0 0 0  per h o sp it al , a l l  a d j u s t e d  to r e f l e c t  co st  of living 

d i f f e r e n t i a l s  in v a r i o u s  r e g i o n s  of the State. U n i n c o r p o r a t e d  

c o m m u n i t i e s  tor the f ir s t time w e r e  e l i g i b l e  to r e c e i v e  $ 2 5 , 0 0 0

Te s t i m o n y  tor SB 244

September 24, 198b
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un ae r tiiis ch a p t e r  ana v o l u n t e e r  ti r e d e p a r t m e n t s  s e r v i n g  

r e s i d e n t s  of the u n o r g a n i z e d  b o r o u g h  we r e e l i g i b l e  to re c e i v e  

$10 per capita. It f u n d i n g  w a s  i n a d e q u a t e  to f u ^l y fund al l  of 

the ae m a n a  under this cha pt e L,  the e n t i t l e m e n t s  we r e p ro r a t e d .  

In FY 85 the p r o r a t i o n  fac t or  was a p p r o x i m a t e l y  94%.

C h ap te r 90 r e i m b u r s e d  m u n i c i p a l i t i e s  or n o n p r o f i t  h o s p i t a l s  tor 

up to 25% ot t o t a l  p r o j e c t  c o n s t r u c t i o n  costs. This 

r e i m b u r s e m e n t  was u s u a l l y  m a d e  at a rate of  5% of the 

c o n s t r u c t i o n  cost for five yea rs . Two y e a r s  ago this c h a p t e r  

was r e p e a l e d  and p r e s e n t l y  the D e p a r t m e n t  is p a y i n g  oft the 

last two h o s p i t a l s  who b e g a n  p a r t i c i p a t i o n  in the p r o g r a m  

be f or e repeal. T he se  h o s p i t a l s ,  s h o u l d  be pa id  oft w i t h i n  a 

co u pl e ot y e ar s  and this p o r t i o n  ot the p r o g r a m  w i l l  then be 

put to rest.

Tne a p p l i c a t i o n  p r o c e s s  for the p r o g r a m  re m a i n s  r e l a t i v e l y  

simple ana s t r a i g h t f o r w a r d  and g i ve s p a r t i c i p a n t s  f r o m  m i a - d u l y  

u n ti l D e c e m b e r  1 of ea ch  year  to ap ply . The s t a t u t e s  for the 

p r o g r a m  re q uir e a p p r o v e d  b u d g e t s  and  a u d i t s  or, in the case  of 

sec o nd  c las s cities, c e r t i f i e d  f i n a n c i a l  s t a t e m e n t s  as p a r t  of 

the a p p l i c a t i o n  pr oc e ss . U po n r e c e i p t  of a p p l i c a t i o n s  and 

b u dg et s in the Fall, a p r e p a y m e n t  of up to 50% of the p r e c e d i n g  

y e a r ' s  e n t i t l e m e n t  is issued. F i n a l  e n t i t l e m e n t  c h e c k s  c a n n o t  

be m a i l e d  u n t i l  a l l  a p p l i c a t i o n s  hav e b ee n p r o c e s s e d  ana 

a p p e a l s  re solved. T h e o r e t i c a l l y ,  this p r o c e s s  s h o u l d  be
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c o m p l e t e a  by April, u n f o r t u n a t e l y  u n f o r s e e n  p r o b l e m s  or e v e n t s  

can o f t e n  de lay  this t im e t a b l e .  Th e D e p a r t m e n t  has a t t e m p t e d  

to r es p o n d  to these p r o b l e m s  by r e l e a s i n g  a s u b s t a n t i a l  p o r t i o n  

ot the f i n a l  a m o u n t  t h r o u g h  i s s u a n c e  of p r o v i s i o n a l  f i n a l  

p a y m e n t s .
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The M u n i c i p a l  A s s i s t a n c e  p r o g r a m  has b e e n  e x i s t e n c e  s i n c e  FY 

80. The p r o g r a m  was  b e gu n  as a r e p l a c e m e n t  for the f or m e r  

G r o s s  B u s i n e s s  L i c e n s e  Ta x w h i c h  was  r e p e a l e d  in 1979. The 

st a t e d  int ent  for M u n i c i p a l  A s s i s t a n c e  was for "l oc a l  

g o v e r n m e n t s  w h i c h  levy p r o p e r t y  t a x es  to re duc e t hos e le vi es  in 

r e a s o n a b l e  p r o p o r t i o n  to the a m o u n t  of s ta te aid r e c e i v e d  by a 

local g o v e r n m e n t . "  The p r o g r a m  has been  a d m i n i s t e r e d  for th es e 

last five years, a l o n g  wi th  o t h e r  S h a r e d  Tax p r o g r a m s ,  by the 

D e p a r t m e n t  ot R e v e nu e.  O n l y  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  are 

e l i g i b l e  to p a r t i c i p a t e  in the pr og ra m.

T h e r e  are two p a r t s  to M u n i c i p a l  A s s i s t a n c e .  First, ea c h 

m u i . c i p a l i t y  r e c e i v e s  a "base" a m o u n t  ot f u n d i n g  e q u a l  to the 

a m o u n t  it r e c e i v e d  d u r i n g  the last ye a r ot the G r o s s  b u s i n e s s  

R e c e i p t s  Tax p r o gr am .  This a m o u n t  t ot a l s  a b o u t  $ 1 0 . 6  m i l l i o n  

s t at ew id e.  Secon d,  e x c e s s  f u n d i n g  o v e r  the ba se  a m o u n t  is 

a l l o c a t e d  to m u n i c i p a l i t i e s  o n  a per c a p i t a  basis. A b o r o u g h ' s  

per ca p i t a  a l l o c a t i o n  is b a s e d  o n l y  o n the p o p u l a t i o n  w h i c h  

re s i d e s  o u t s i d e  of i n c o r p o r a t e d  c i t i e s  w i t h i n  the b o r o u g h .  In

FY 85, the e x c e s s  a m o u n t  t o t a l e d  a b o u t  $ 7 0 . 7  m i l l i o n  b a s e d  on  a 

to ta l a p p r o p r i a t i o n  of $ 8 1. 3 m i l l i o n .
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The s t a t u t e  p r o v i o e s  g u i a a n c e  to the l e g i s l a t u r e  on  the l e ve l 

ot a p p r o p r i a t i o n  tor the p r o gr am . In i t i a l l y ,  the a p p r o p r i a t i o n  

was set at 10 p e r c e n t  of the p r i o r  y e a r s  r e c e i p t s  f r o m  the 

C o r p o r a t e  O i l  and Gas Tax. H o w e v e r ,  w h e n  the s e p a r a t e  o i l  and 

gas tax was r e p e a l e d  in 1982 the law was c h a n g e d  and  n ow  s t a t e s  

that "the l e g i s l a t u r e  m a y  a p p r o p r i a t e  to the m u n i c i p a l  

a s s i s t a n c e  funo d u r i n g  e a c h  f i s c a l  yea r an a m o u n t  e q u a l  to or 

g re a t e r  than 30 p e r c e n t  of the i n c o m e  tax r ev e n u e  r e c e i v e d  by 

the s tat e unoer AS 4 3 . 2 0 . 0 1 1 ( e )  for the p r e v i o u s  ye a r. "

A r e s o l u t i o n  r e q u e s t i n g  f u n d i n g  m u s t  be s u b m i t t e d  to f u l l f i l  

a p p l i c a t i o n  r e q u i r e m e n t s .  P o p u l a t i o n  f i g u r e s  us e d to c a l c u l a t e  

a l l o c a t i o n s  are s u p p l i e d  by ou r  D e p a r t m e n t  f r o m  the S t a t e  

R e v e n u e  S h a r i n g  pro gr am . T h o s e  m u n i c i p a l i t i e s  that o p e r a t e  on  

a c a l e n d a r  f i s c a l  ye a r r e c e i v e  p a y m e n t s  o n  F e b r u a r y  1 w i t h  al l 

o t he r m u n i c i p a l i t i e s  r e c e i v i n g  t h ei r f u n d i n g  o n  J un e 1 of e ac h 

y e a r .

G r an t f un os  under this p r o g r a m  are u n r e s t r i c t e d  an d can  be 

s pe nt tor any p u b l i c  p u r p o s e .  The T it le  29 r e v i s i o n  p a s s e d  

last year  w i l l  t r a n s f e r  the a d m i n i s t r a t i o n  of the M u n i c i p a l  

A s s i s t a n c e  p r o g r a m  f r o m  the D e p a r t m e n t  of R e v e n u e  to our 

D e p a r t m e n t  as of the e f f e c t i v e  da te  ot J a n u a r y  1, 1986. This

t r a ns fe r ot r e s p o n s i b i l i t y  has a l r e a d y  t a ke n p l a c e  to some 

ciegree s in ce  we m u s t  p r e p a r e  to m a k e  ou r f i rs t p a y m e n t s  u n d er  

the p r o g r a m  o n l y  o ne  m o n t h  a ft er  the s t a t u t o r y  tr an sfe r.



1 hope  this has p r o v e d  to be a c o n c i s e  and  u s e f u l  s u m m a r y  of 

the p ro gr am s.  If yo u ha v e any t e c h n i c a l  q u e s t i o n s  a b o u t  h o w  

the p r o g r a m s  f u n c t i o n  I w i l l  be h a p p y  to r e s p o n d  to them.
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subject: U s e  o f  P e r m a n e n t
F u n d  i n c o m e  as d e b t  
g u a r a n t e e ,  H B  4 1 4

Y o u  h a v e  a s k e d  us to r e v i e w  H B  414, a n d  to a d v i s e  
w h e t h e r  the l e g i s l a t u r e  m a y  p r o v i d e  for the u s e  o f  t h e  i n­
co m e  f r o m  t h e  P e r m a n e n t  F u n d  to g u a r a n t e e  b o n d s ,  n o t e s ,  a n d  
o t h e r  i n d e b t e d n e s s  i s s u e d  to f i n a n c e  p u b l i c  p o w e r  p r o j e c t s .

W h i l e  H B  4 1 4  w i l l  r e q u i r e  s u b s t a n t i v e . a m e n d m e n t , 
t h e  i n c o m e  f r o m  t h e  p e r m a n e n t  f u n d  p r o b a b l y  can b e  u s e d  f o r  
t h i s  p u r p o s e .

Th e  c o n s t i t u t i o n a l  a m e n d m e n t  e s t a b l i s h i n g  t h e  p e r ­
m a n e n t  f u n d  p r o v i d e s  in p e r t i n e n t  p a r t  t h a t  11 [a]1 1  i n c o m e  
f r o m  the p e r m a n e n t  f u n d  s h a l l  b e  d e p o s i t e d  in the g e n e r a l  
f u n d  u n l e s s  o t h e r w i s e  p r o v i d e d  b y  l a w . "  A l a s k a  C o n s t . ,  art. 
IX, § 15. */ T h e  c o n c l u d i n g  c l a use: " u n l e s s  o t h e r w i s e  p r o ­
v i d e d  b y  law" w a s  i n t e n d e d  to g i v e  the l e g i s l a t u r e  m a x i m u m  
f l e x i b i l i t y  in u s i n g  the fund. 19 7 6  H. J our. 6 8 4 - 6 8 5 .  It 
m a y  b e  that the r e c o r d  o f  p r o c e e d i n g s  b e f o r e  the s e v e r a l  
c o m m i t t e e s  w h i c h  c o n s i d e r e d  the a m e n d m e n t  a n d  o f  p r o c e e d i n g s  
o n  t h e  f l o o r  of the l e g i s l a t u r e  w o u l d  s h o w  its p u r p o s e  in 
m o r e  detail. Its p u r p o s e  is n o t  d i s c u s s e d  in the b a l l o t  s u m­
m a r y  or v o t e r ' s  p a m p h l e t .  B o t h  s i m p l y  a d v i s e d  t h e  e l e c t o r a t e
t h a t  the i n c o m e  w o u l d  go in t o  the genera. f u n d a n d  b e  a v a i l ­
a b l e  for a p p r o p r i a t i o n  u n l e s s  o t h e r w i s e  p r o v i d e d  b y  lav?.
T h e  t i t l e  of the j o i n t  r e s o l u t i o n  b y  w h i c h  the l e g i s l a t u r e  
p r o p o s e d  the a m e n d m e n t  m a k e s  n o  r e f e r e n c e  to the d i s p o s i t i o n  
o f  t h & ’,3’erraanent- F u n d 1 s incorr. . D i s p o s i n g  o f  it so a s  to 
e s t a b l i s h  still" a n o t h e r  d e d i c a t e d  f u n d  p r o b a b l y  e n c o m p a s s e s  
a w h o l e  n e w  a n d  d i f f e r e n t  s u b j e c t  f r o m  e s t a b l i s h i n g  t h e

*/ T h e  c l a use, " u n l e s s  o t h e r w i s e  p r o v i d e d  b y  l a w "  w a s  a d d e d  
to t h e  p r o p o s e d  c o n s t i t u t i o n a l  a m e n d m e n t  b y  a H o u s e  J u d i c i a r y  
C o m m i t t e e  S u b s t i t u t e .  C o m p a r e  S S H J R  39, 1 / 1 5 / 7 6 ,  w i t h  C S S S  
H J R  39, 3 / 2 4 / 7 6 .  Tt w a s  d r o p p e d  b y  SCS C S S S  H J R  3F~ 4 7 7 / 7 6  
( w h i c h  w o u l d  h a v e  a u t h o r i z e d  a d d i t i o n a l  d e d i c a t i o n s )  , and 
r e s t o r e d  by SCS C S S S  H J R  39 (Res), 5/2 1 / 7 6 .  It r e  rained m  
S CS C S S S  H J R  39 (Res) a m  S, 5 / 2 1 / 7 6 ,  the f i n a l  v e r s i o n .
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A l a s k a  P e r m a n e n t  F u n d .  A s  a g e n e r a l  rule, s e p a r a t e  s u b j e c t s  
m u s t  b e  t r e a t e d  s e p a r a t e l y  in a d o p t i n g  c o n s t i t u t i o n a l  a m e n d­
m e n t s ,  a n d  e a c h  m u s t  b e  s u m m a r i z e d  for t h e  v o t e r s .  Our^ c o n ­
c l u s i o n  is, t h e r e f o r e ,  t h a t  t h e  c l a u s e  do e s  n o t  e x e m p t  vthe 
f u n d ' s  i n c o m e  f r o m  t h e  p r o h i b i t i o n  a g a i n s t  d e d i c a t e d  funds.

We t u r n  to t h e  q u e s t i o n  o f  w h e t h e r  the c l a u s e  p e r ­
m i t s  the l e g i s l a t u r e  to p r o v i d e  f o r  the P e r m a n e n t  F u n d ' s  i n ­
c o m e  to b e  p l e d g e d  as a g u a r a n t e e  for f i n a n c i n g  p u b l i c  p o w e r  
p r o j e c t s .  W h i l e  w e  d o u b t  t h a t  the c l a u s e  e x e m p t s  the f u n d ' s  
i n c o m e  f r o m  t h e  p r o h i b i t i o n  a g a i n s t  d e d i c a t i o n s  f o r  a s p e c i a l  
p u r p o s e ,  w e  b e l i e v e  t h a t  n e i t h e r  r e p a y i n g  d e b t s  n o r  g u a r a n ­
t e e i n g  t h e i r  r e p a y m e n t  c o m e s  w i t h i n  the c o n s t i t u t i o n ' s  p r o ­
h i b i t i o n  a g a i n s t  d e d i c a t e d  f u n d s  a n d  that, t h e r e f o r e ,  the 
i n c o m e  c a n  be u s e d  as a s e c u r i t y  to 'repay or g u a r a n t e e  the 
r e p a y m e n t  of a d e b t  for a g i v e n  c a p i t a l  i m p r o v e m e n t .  */

The n e x t  q u e s t i o n  is w h e t h e r  an a p p r o p r i a t i o n  is 
r e q u i r e d  to m a k e  p a y m e n t s ' o n  the d e b t  as m a y  b e c o m e  n e c e s s a r y .

The r e l e v a n t  p r o v i s i o n s  o f  the c o n s t i t u t i o n  p r o ­
v i d e  as f o l l o w s :

No m o n e y  s h a l l  b e  w i t h d r a w n  f r o m  the t r e a­
su r y  e x c e p t  in a c c o r d a n c e  w i t h  a p p r o p r i a t i o n s  
m a d e  b y  law.

A l a s k a  C o n s t . ,  art. IX, § 13. * * /

It a p p e a r s  t h a t  an a p p r o p r i a t i o n  w o u l d  be  n e c e s s a r y  
either, to m a k e  t h e  g u a r a n t y  at the o u t s e t  or s u b s e q u e n t l y  to 
m a k e  p a y m e n t s .  A  g u a r a n t y  is a p r o m i s e  th at  p a y m e n t  w i l l  b e  
m a d e  in a c c o r d a n c e  w i t h  its terms. As i de frcm..-tho-se.~»c>crr>'r.;v<-fjr.tl:

*/ T h i s  c o n c l u s i o n  is b a s e d  o n  a r e a d i n g  of t h e  M i n u t e s  of 
the C o n s t i t u t i o n a l  C o n v e n t i o n  a n d  t h e  f i l e s  of t h e  C o n v e n ­
t i o n ' s  C o m m i t t e e  on F i n a n c e  a n d  T a x a t i o n .  The w o r d i n g ,  " p r o -  
c e e d s  o f  any t a x  or  l i c e n s e , "  in a r t i c l e  IX, s e c t i o n  7, of 
the c o n s t i t u t i o n  w a s  i n t e n d e d  to a l l o w  e x e m p t i o n s  f o r  p e n s i o n  
f u n d  p a y m e n t s ,  b o n d  p r o c e e d s ,  s i n k i n g  f u n d  r e c e i p t s ,  a n d  the 
like. 19 7 5  Op. A t t y .  Gen. .No. 9, 6-9.

''*/ A  r e l a t e d  p r o v i s i o n ,  a r t i c l e  II, § 13, r e q u i r e s  a p p r o­
p r i a t i o n s  to b e  m a d e  in b i l l s  th a t  are c o n f i n e d  to a p p r o p r i­
a t i o n s  .
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the p r o m i s e  is u n c o n d i t i o n a l .  H o w e v e r ,  a n y  p r o m i s e  t o  p a y  
m a d e  by  the s t a t e  is n e c e s s a r i l y  c o n d i t i o n e d  o n  t h e  a p p r o ­
p r i a t i o n  of t h e  m o n i e s  to b e  paid. Id. In o r d e r  to m e e t  
t h i s  c o n s t i t u t i o n a l l y  i m p o s e d  c o n d i t i o n ,  an a p p r o p r i a t i o n  is 
n e c e s s a r y .  It c a n  b e  m a d e  at t h e  o u t s e t  as a c o n d i t i o n a l  
a p p r o p r i a t i o n ,  e . g . , " $ x  m i l l i o n  is a p p r o p r i a t e d  a n n u a l l y  to 
p a y - t h e  g u a r a n t y  on the c o n d i t i o n  t h a t  it b e c o m e s  d u e . "  It 
ca n  b e  made, as is d o n e  for g e n e r a l  o b l i g a t i o n  b o n d s ,  as t h e  
p a y m e n t s  b e c o m e  due, i . e ., in  t h e  ca s e  o f  a g u a r a n t y ,  an a n ­
nu a l ,  c o n d i t i o n a l  a p p r o p r i a t i o n .

W h i l e  t h e r e  is a u t h o r i t y  that n o  m o n e y  c a n  b e  p a i d  
f r o m  the t r e a s u r y  e v e n  on a j u d g m e n t ,  U n i t e d  S t a t e s  v. C o m ­
m o n w e a l t h , 28S S . W . 2 d  664 (Ky. 1956), the b e t t e r  v i e w  is t h a t  
the p r o v i s i o n s  o f  a s t a t e  c o n s t i t u t i o n  r e q u i r i n g  an a p p r o p r i ­
a t i o n  to be m a d e  b y  l a w  m u s t  g i v e  w a y  u n d e r  t h e  c o m b i n e d  e f ­
fec t  of the f e d e r a l  c o n s t i t u t i o n ' s  c o n t r a c t s  a n d  s u p r e m a c y  
c l a u s e s .  */ Cf.. , V i r g i n i a  v. W e s t  V i r g i n i a , 2 4 6  U. S .  565 
(1918). A  g u a r a n t y  is a c o n t r a c t  a n c  c a n n o t  b e  i m p a i r e d .
T h e  l e g i s l a t u r e ' s  r e f u s a l  to h o n o r  it w o u l d  c o n s t i t u t e  its 
i m p a i r m e n t .  A  c o u r t  w o u l d  r e n d e r  j u d g m e n t  for t h e  d e b t o r  
a n d  l e v y  on t h e  f u n d ' s  i n c o m e  to e n f o r c e  the j u d g m e n t .  
T h e r e f o r e ,  n o  a p p r o p r i a t i o n  w o u l d  b e  r e q u i r e d  i n  o r d e r  to 
e n f o r c e  p a y m e n t .  N e v e r t h e l e s s ,  to a v o i d  the n e c e s s i t y  for 
o b t a i n i n g  a j u d g m e n t ,  an a p p r o p r i a t i o n  s h o u l d  b e  m a d e .

It a p p e a r s  t h a t  the c o n c l u d i n g  c l a u s e  o f  t h e  1 9 7 6  
a m e n d m e n t  a u t h o r i z e s  the l e g i s l a t u r e  to m a k e  a n  a p p r o p r i a t i o n  
f r o m  the i n c o m e  o n  a c o n t i n u i n g  b a s i s  for the p u r p o s e  o f  
p a y i n g  or g u a r a n t e e i n g  p a y m e n t  o f  a debt .for a p u b l i c  p o w e r  
p r o j e c t ,  i . e . , p r o v i d e  in a s i n g l e  A c t  f o r  a g i v e n  s u m  of 
m o n i e s  to be e x p e n d e d  a n n u a l l y  f r o m  the i n c o m e  o f  the funa. 
Thus, a c o n d i t i o n a l  a p p r o p r i a t i o n  c o u l d  b e  m a d e  at t h e  t i m e  
the guaranty.-dsvma.de, a n d  n o  f u r t h e r  a p p r o p r i a t i o n s  w o u l d  b e  
r e q u i r e d .  W i t h  r e s p e c t  to a g u a r a n t y ,  o u r  b e s t  g u e s s  is 
t h a t  a c o n t i n u i n g  a p p r o p r i a t i o n  w o u l d  p r o b a b l y  b e  u p h e l d .
T h e  g u a r a n t y  w o u l d  p r o b a b l y  i n c l u d e  a p r o m i s e  n o t  to r e p e a l  
the a p p r o p r i a t i o n  so l o n g  as t h e  g u a r a n t e e d  d e b t  r e m a i n s  
o u t s t a n d i n g .  A n y  r e p e a l  w o u l d  then, b e  i n v a l i d a t e d  b y  a 

court.

*/  U.S. C o n s t . ,  art. VI, cl. 2; A m e n d .  V, XIV, § 1.
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The n e x t  q u e s t i o n  is w h e t h e r  the g u a r a n t y  m u s t  b e  
m a d e  b y  l a w  and a p p r o v e d  b y  the v o t e r s .  B e c a u s e  t h e  g u a r a n­
ty w o u l d  be  a c o n t r a c t  for a c o n d i t i o n a l  debt v’h i c h  c o u l d  
r e s u l t  in the s t a t e ' s  b e i n g ,  in e f f ect, in debt to t h e  /cred­
ito r ,  it a p p e a r s  t h a t  the a p p r o v a l  of  the e l e c t o r a t e  w o u l d  
b e ' r e q u i r e d  to m a k e  the g u a r a n t y .  A r t i c l e  IX, s e c t i o n  7, o f  
the-jAlaska C o n s t i t u t i o n  p r o h i b i t s  c o n t r a c t i n g  d e b t  u n l e s s  it 
is f o r  a c a p i t a l  i m p r o v e m e n t  and is r a t i f i e d  by the e l e c t o r­
ate. T h e  c o urt p l a c e s  a g r e a t  p r e m i u m . o n  this r a t i f i c a t i o n .  
T h o m a s  v. R o s e n , 522 P . 2 d  1 1 2 0  ( A l a s k a  1974). T h e  c o n s t i t u­
t i o n a l  e x c e p t i o n s  f r o m  the r e q u i r e m e n t  o f  r a t i f i c a t i o n  do 
n o t  e x p r e s s l y  a p p l y  to a g u a r a n t y .  A l a s k a  C o n s t . ,  art. IX,
§ 11. O u r  b e s t  g u e s s  is th a t  the r e q u i r e m e n t ,  therefore', 
a p p l i e s  to g u a r a n t i e s  a n d  that any p r o p o s e d  g u a r a n t y  w o u l d  
h a v e  to be p r e s e n t e d  to the v o t e r s  as a b a l l o t  p r o p o s i t i o n .
It w o u l d  a l m o s t  c e r t a i n l y ,  t h e r e f o r e ,  r e q u i r e  as w e l l  that, 
as w i t h  a b o n d  i s s u e ,  the g u a r a n t y  be- a u t h o r i z e d  b y  l a w  in 
t h e  f i r s t  i n s t a n c e  a n d  t h e n  s u b m i t t e d  to the v o t e r s .  E n a c t ­
m e n t  o f  a l a w  is w h a t  t h e  l a n g u a g e  of the 1976 a m e n d m e n t  r e ­
q u i r e s  on its face.

W e  do n o t  b e l i e v e  that a o n e - t i m e - o n l y  r a t i f i c a t i o n  
b y  t h e  v o t e r s  o f  an A c t  g e n e r a l l y  a u t h o r i z i n g  t h e  P e r m a n e n t  
F u n d ' s  m a n a g e r s  to  g u a r a n t e e  d e b t s  for p u b l i c  p o w e r  p r o j e c t s  
w o u l d  s a t i s f y  t h e  c o n s t i t u t i o n a l  r e q u i r e m e n t  f o r  c o n t r a c t i n g  
debt. H o w e v e r ,  i t  m i g h t  a i d  the c o u r t  in d e c i d i n g  t h a t  t h o s e  
r e q u i r e m e n t s  do n o t  a p p l y  to a g u a r a n t y  w h i c h  is b a s e d  s o l e ­
ly o n  t h e  P e r m a n e n t  F u n d ' s  income. T h e r e  is a l i n e  o f  c a s e s  
w h i c h  h o l d  that d e b t  r e s t r i c t i o n s  s i m i l a r  to t h o s e  c o n t a i n e d  
in a r t i c l e  IX, s e c t i o n  8, of the A l a s k a  C o n s t i t u t i o n  a p p l y  
solely, to debts w h i c h  the s t a t e ' s  full f a i t h  a n d  c r e d i t  is 
p l e d g e d  to pay. T h e  l i k e l i h o o d  th a t  the r a t i o n a l e  o f  t h e s e  
c a s e s  w o u l d  be a p p l i e d  b y  the A.laska S u p r e m e  C o u r t  to a g u a r ­
a n t y  b a s e d - s o l e l y  on the i n c o m e  f r o m  the P e r m a n e n t  F u n d  c o u l d  
p o s s i b l y ' b e  i n c r e a s e d  b y  the v o t e r ' s  h a v i n g  r a t i f i e d  the c o n­
cept. N o t h i n g  p r e v e n t s  the l e g i s l a t u r e  f r o m  m a k i n g  t h e  s t a­
t u t o r y  a u t h o r i z a t i o n -  f o r  g u a r a n t i e s  c o n t i n g e n t  o n  v o t e r  a p ­
p r o v a l .  A c c o r d i n g l y ,  w h i l e  w e  do n o t  b e l i e v e  it w i l l  b e  
v a l i d ,  a g e n e r a l  a u t h o r i z a t i o n  for the P e r m a n e n t  F u n d  m a n a ­
ge r s  to m a k e  g u a r a n t i e s  c o u l d  be e n a c t e d  and t h e n  t e s t e d  in 
c o u r t .

F i n a l l y ,  the c o n s t i t u t i o n  p r o v i d e s  t h a t  t h e  " p u b­
lic  c r e d i t  [cannot] b e  u s e d  e x c e p t  for a p u b l i c  p u r p o s e . "  
A l a s k a  C o n s t . ,  art. IX, § 6. WTe b e l i e v e  that o n l y  t h e  m o s t
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i r r a t i o n a l  o f  p o w e r  p r o j e c t s  w o u l d  b e  b a r r e d  unde:r th:is p r o  
v i s i o n .  E . g . ,  W r i g h t  v. C i t v  o f  P a l m e r , 4 6 8  P . 2 d  326 ( A l a s k  
1970). W e  a s s u m e  t h a t  t h e  p r o j e c t s  w o u l d  oe public, worths. 
W h e t h e r  t h e  i n c o m e  f r o m  t h e  P e r m a n e n t  F u n d  c o u l d  oe u s e d  to 
G u a r a n t e e  f i n a n c i n g  f o r  p r i v a t e  w o r k s  is a n  e n t i r e l y  dii-^er- 
e n t  q u e s t i o n  w h i c h  i n v o l v e s  e n t i r e l y  d i f f e r e n t  i s s u e s .
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M  E  M  0 R  A N D U  M

TO: T h e  H o n o r a b l e  J a y  S. H a m m o n d
G o v e r n o r

F R O M : A v r u m  M. G r o s s
A t t o r n e y  G e n e r a l  *" p ’"}

RE: P r o p o s e d  j o i n t  r e s o l u t i o n  c a l l i n g  f o r  a
c o n s t i t u t i o n a l  a m e n d m e n t  e s t a b l i s h i n g  a

p e r m a n e n t  fund.

A t t a c h e d  is the p r o p o s e d  j o i n t  r e s o l u t i o n  c a l l i n g  
f o r  a c o n s t i t u t i o n a l  a m e n d m e n t  to  e s t a b l i s h  a  p e r m a n e n t  f u n d  
to w h i c h  m i n e r a l  l e a s i n g  r e v e n u e s  w o u l d  be  d e d i c a t e d .

In c o n t r a s t  to H J R  39 w h i c h  y o u  i n t r o d u c e d  la s t  
year, t h e  a t t a c h e d  r e s o l u t i o n  w o u l d  e s t a b l i s h  a c o n s t i t u t i o n a l  
p e r m a n e n t  f u n d  i n t o  w h i c h  1 0 ' p e r c e n t  o f  a l l  m i n e r a l  l e a s i n g  
r e v e n u e  and m i n e r a l  p r o d u c t i o n  t a x e s  w o u l d  a u t o m a t i c a l l y  be 
d e d i c a t e d  w i t h o u t  f u r t h e r  l e g i s l a t i v e  a c t i o n .  L a s t  y e a r ' s  
r e s o l u t i o n  w o u l d  s i m p l y  h a v e  g i v e n  the l e g i s l a t u r e  t h e  
a u t h o r i t y  to e s t a b l i s h  a p e r m a n e n t  f u n d  by l a w  w h i c h  c o u l d  
be c h a n g e d  or r e p e a l e d  by  s u b s e q u e n t  l e g i s l a t u r e s .

T h e  r e v e n u e s  th a t  w o u l d  be d e d i c a t e d  i n c l u d e  
m i n e r a l  l e a s i n g  r e n t a l s ,  r o y a l t i e s  a n d  b o n u s e s .  Q u e s t i o n s  
do  a r i s e ,  h o w e v e r ,  as  to so m e  s p e c i a l  c i r c u m s t a n c e s .  F o r  
e x a m p l e ,  w h a t  is to o c c u r  w h e n  t h e  s t a t e  t a k e s  i t s  r o y a l t y  
in  k i n d ?  S h o u l d  10 p e r c e n t  of  t h e  p r o c e e d s  f r o m  t h e  s a l e  of  
r o y a l t i e s  t a k e n  in k i n d  be d e d i c a t e d  to the f u n d ?  I h a v e  
a s s u m e d  t h a t  t h i s  w o u l d  be the c a s e  a n d  h a v e  i n c l u d e d  l a n g u a g e  
in the d r a f t  t r a n s m i t t a l  l e t t e r  to  c l a r i f y  o u r  i n t e n t  in 

t h i s  r e s p e c t .

A l so, w h a t  is to o c c u r  i f  t h e  s t a t e  c h a n g e s  its 
l e a s i n g  p o l i c y  f r o m  the t r a d i t i o n a l  b o n u s  b i d d i n g  w i t h  a 1/0 
or 1/6 r o y a l t y  to a r o y a l t y  b i d d i n g  a r r a n g e m e n t  w i t h  a 
n o m i n a l  c a s h  b o n u s  w i t h  the s t a t e  i n s t e a d  r e c e i v i n g  a l a r g e r  
r o y a l t y  s h a r e  s u c h  as 50 p e r c e n t ?  A g a i n  I h a v e  a s s u m e d  t h a t  
y o u  h a v e  i n t e n d e d  t h a t  a f u l l  10£ o f  t h i s  l a r g e r  r o y a l t y
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s h a r e  w o u l d  oe d e d i c a t e d  to th e f u n d ,  a n d  I h a v e  i n c l u d e d  

l a n g u a g e  i n  t h e  t r a n s m i t t a l  l e t t e r  t o  s t a t e  y o u r  p o s i t i o n  o n  

t h i s .

A l s o , w h a t  is  to o c c u r  w i t h  r e s p e c t  t o  t h e  r e v e n u e  

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

I f  t h i s  r e v e n u e  is  to  b e  i n c l u d e d ,  w e  s h o u l d  a d d  s o m e  a p p r o p r i a t e  

l a n g u a g e  i n  t h e  r e s o l u t i o n  a n d  i n  t h e  t r a n s m i t t a l  l e t t e r  to 

a c c o m p l i s h  it.

O t h e r  r e v e n u e  t h a t  w o u l d  b e  d e d i c a t e d  t o  t h e  f u n d  

w o u l d  i n c l u d e  m i n e r a l  p r o d u c t i o n  t a x e s .  I h a v e  a s s u m e d  t h a t  
t h i s  w o u l d  o n l y  i n c l u d e  t h e  s t a t e ’s o i l  a n d  g a s  p r o p e r t i e s  
p r o d u c t i o n  t a x  ( " s e v e r a n c e  t a x " ) ,  t h e  o i l  a n d  g a s  c o n s e r v a t i o n  

t a x  ( c o n s e r v a t i o n  t a x ) ,  a n d  t h e  m i n i n g  l i c e n s e  t a x  r e g a r d l e s s  

w h a t  f o r m  t h e y  m a y  t a k e  i n  t h e  f u t u r e .  T a x e s  t h a t  h a v e  n o t  

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

a n d  p i p e l i n e  p r o p e r t y  ta x  ( 2 0 - m i l  p r o p e r t y  t a x )  a n d  t h e  o i l  

a n d  g a s  r e s e r v e s  a d  v a l o r e m  t a x  ( r e s e r v e  t a x ) .  I f  it  is 

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

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

a c c o r d i n g l y .

A  q u e s t i o n  c a n  b e  r a i s e d  a s  t o  w h a t  a m o u n t  o f  ta x  

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

t o  t h e  N a t i v e  F u n d ?  S h o u l d  10 p e r c e n t  o f  t a x e s  w h i c h  th e 

s t a t e  r e c e i v e s  a n d  t h e n  t r a n s m i t s  t o  t h e  N a t i v e  F u n d  be  
d e d i c a t e d ?  I h a v e  a s s u m e d  n o t  a n d  h a v e  so s t a t e d  in  t h e  

d r a f t  t r a n s m i t t a l  l e t t e r .

A l s o ,  w h a t  is t o  o c c u r  w i t h  r e s p e c t  t o  t h e  p r o d u c t i o n  

t a x e s  w h i c h  t h e  s t a t e  d o e s  n o t  r e c e i v e  i n  c a s h  b u t  i n  e f f e c t  

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

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

t a x  a g a i n s t  t h e  p r o d u c t i o n  t a x  u p  t o  $ 5 0 , 0 0 0  a n d  o n l y  p a y  
t h e  r e m a i n i n g  a m o u n t .  A g a i n ,  I h a v e  a s s u m e d  t h a t  t h e  p r o d u c t i o n  

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

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

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

l e t t e r .

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

t h e  t y p e s  o f  I n v e s t m e n t .  A q u e s t i o n  h a s  a r i s e n  w h e t h e r  th e
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f u n d  s h o u l d  b e  u s e d  to p u r c h a s e  o b l i g a t i o n s  f i n a n c i n g  c a p i t a l  

e x p e n d i t u r e s .  F o r  e x a m p l e ,  m a y  t h e  f u n d  b e  u s e d  to p u r c h a s e  

b o n d s  i s s u e d  t o  f i n a n c e  r e l o c a t i o n  o f  t h e  c a p i t a l ?  I h a v e  

a s s u m e d  t h i s  w a s  n o t  i n t e n d e d  a n d  h a v e  so s t a t e d  in t h e  

• t r a n s m i t t a l  l e t t e r .

If  y o u  w i s h  to a c k n o w l e d g e ,  o r  g o  to t h e  e x t e n t  o f  

w i t h d r a w i n g ,  t h e  c u r r e n t l y  p e n d i n g  H J R  39, y o u  m a y  w i s h  to 
a d d  a c o m m e n t  o n  it i n  the t r a n s m i t t a l  l e t t e r  t o  t h e  l e g i s l a t o r

A M G : rr.d : J R M


