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ua.st.· ·100 ye.ars to diVers-ify its econoley' ·th'.('.o,ugh. a Jol'ell thqught out 

~conomic development programow~ie~ •h~~:rl~;l~~~Ort\'f-· 
This development program must involve the State Goyerrunent's admin-

.:.stration and the Legislature,. Native Corporations, und private 

coin!lle:rce, industry and finance. 

But this opportunity, as ve e1l know, can be fraught with 

:·~·oblems, selfishness of vested interests, and the results. of bad 

~~r1na.gernent. It is important to minimize these potential threats to 

~ o:;".:::cessful development program. We believe that this can only be 

:!:JM by ensuring thac the financial, economic, and legislat.i ve 

1;·.:.er1ents, necessary to conunence the development progrrun through the 

:t.n~.e of Alaskn Permanent Development Ptmd, be firmly set in place 

'!!\l.'l wi lih reasonable consensus. Only in such a va.y cnn the 1'ouudo.tion, 

.. :, wh.i.ch the Permanent Development Fund must ait nnd :rely, be strong 

·•:iough to allow for the success of this rare economic diversity 

deve.loptnent oppor t:.uni ty. 

Conocquently, in the past six mont:.hs we have i.;trlrtecl cclucnting 

:n.i~·nel ves on 1.h.::i ).n'r/'s or the S l;nte, the opport;uni ticG nnd guideline•. 

•1!:l.nl1l ishctl by the Native Claims Act., nnd the economy. This t'!ducn;;,iona.l 

prm!c•rrn will continue certainly thro\lgh 1976. lloweve1·, at this t _me we 

::i!'f'.:::- our idens, suggest.ions, ancl some analysis. Tuis nnnlyais 1r; 

:.!'it:~', but essentinJ.. It pl'ltnnrily involves o. credit conuncmtnry of 

l. 



we embark on a "discu_ss.:ion _of ·the Permii!l~nt Deveiopni.e:nt Fiind. 

We realize we are :rrom the "lower 48" vhich' has a histocy 

of telling Alaska and its people how it-all should be done. What ve 

offer is suggestions based on our experience in the public financial 

sector and private capital markets. Our task is to try to be of 

service, even at the risk of drawing conclusions and imparting suggestions 

which may be controversial or may be critical. We hope our forth-

rightness will be judged based on the value of truth behind it~ not 

or its fnce and first impression. 

* * ff 

Credit Conunentary (Report Appended) 

We are not comfortable vith Alaska 1 s present fiscal si tU!ltion. 

And we understand neither is the Commissioner of Revenue and the 

present government. But neither arc we comfortable of mortgaging t.he 

!':t':.urc, by spending toduy future oil revenues. Fisrnl 1•esponoibility 

::1 essential in Alaska. Just no WI.! arc experiencing in New York, 

fJ~hor l·:nntcrri States nnd ccrtnin cities in the 11 lowct• li8", we think 

1U rwlm t'lln £Lnd mus·t learn from some of those follies. We nre hea.rtened 

~·'J the upproach which the present /\lnsku fldminis 1:.rntiou is tnk:ing to 

~·L·t.urn ~o ~ balanced budget and. shortly thcn·ee.ftcr to (!Onr.ldernblc 

2. 



.. .. . 

be 'reduce,q ~d .~ll:_~ .size of gOverliment, especial~y in personn~l9 should 
·~ . 

riot r'isc. aeverrunentai bodies .can no .longe:r<rely on the debt .markets .. . . •'. . . ~ . . . ' . ... . ' . - ·, .. , 

1'- • 

to '.fund thei-r priod#es. ·Governments can no longer e:icpect not:e sales 

to be refunded by long term bonds for the bond market is not always 

receptive. Nor can Governments continue to rely on medium or poor 

quality management. We have seen what many years of bad management 

has wrought in Government operations and with it more and more people 

on Government payrolls. Unless and until Alaska can balance its budget, 

reduce its per capita debt, generate general fund surpluses, and implant 

top qunlity management, there 'Will not be the opportunity for a successful 

Pel"lllll.nent Development Fund, for it vill not have the strong foundation 

11ecesso.ry for its operations. 

Municinnl Bond Ba.nk (Report Appended) 

The Mtmicipal Bond Bnnk is conceptunlly i: good vehicle to 

llssist. mnny of the Alaskan communities in having n.cccns 'lo the debt 

l:W.!'kcts. However, the Alaskn Municipal Bond Bnnk has nomc serious 

!.lc~ficfondes. They o.re bond nnticipnti.on note nuthorizution, Stntc 

11vral obligution vhich is n dc:id issue in the mnrk~t pl nee 1 and no 

Jt.nt.c control. In fact, the Alnskn 1-!unicionl B:)ntl .Runk'n deficiencies 

nt~ccnt the lnck of rllllnngcment. nnd control wi a.re.• er.pcl'icncini!, in mnny 

i";1;•1cz·nmcnt.n and feel eJdst in Alnsku. It. uppcurc (·viJ<>11t in the Stntc 1s 

l'i ~wnl sil..uo.tion, its p1·escnt development ]lt'·c.grutns nm! t.hc Bond Il!.mk. 

"b ri:: impPJ't.o.n tly, the lack of 1::nnngcmcnt. nn<l .-;rmt t'o.l. nrc hnv 1 ng con~ 

./ 
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Orie Commission for Capital Allocation and.Control 

;• • 1 ~· I ' • ".° 
: ":'" . 

We beiieve it llliJ.nda.t~ry;that the ·state e·stablisli one cciminission 
.' . I . •' . . .•• ~ . ' \' ;--::;- •• • : . 

to be responsible for the to~lowing areas and details: 

1. /~uthori·by over all debt authorizations -- by the State 

with general obligation debt; by the 3tate 1s agencies; by those !lIUni

ci~alities who issue apart from the Bond Bank; and by the Bond Bank. 

2. Authority over the priorities for all spending. Without 

this number l vould be non-operable. Total ca.pito.l Allocation Authority. 

3. No.nagement and financial controls in tenns of nccounting 

and monitoring system!l of all in number l above. Stu.ndllrd o.ccowiting 

pt'acticcs muat be universally adopted. The State must have the authority 

'to audit the books of all government units. 

11. The State must schedule all public sales, regnrclless or 

the iosuing unit. The Sto.tc must npprovc all offering circuln:t's, vhich 

munt be un!fonn. 

5, With nwnbcra 3 und 11, the State muat catublish nnd mannge 

n locnl government fino.ncinl ndv!oory group for fisc:ul nnd debt management 

nud to uasiot in the do.y-to-dey operations or local nubdivisions, 

Through uucl1 n department. in this Stntc Commisoion, the.! Stnt.c 1s fin~ncinl 

1nunogcro 'IWUld knoll the financial corldi tiono of all the lll\bclivioions 

rmtl llottLd not be called on to bnil ouL n subsidlcu"Y', which bnil-out mn.y 

hnve oub1.1t.untiil.l impact on the Stntc 1n Oml finnncinl condil;ion. Th~ 
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This. fiscal mana'Se:nent and contrql ·compi:fss;o;i'·w~u:i;d.. h:aye ·a~ 
··~·i~. ~...... : -~~ .. _.t·"""·. 

·i i" 

cno.i:•mous task. and equally enormous power .and r'espons:i'.b~ilty to all bf: . 
. r· " . : ~ . . . • 

·i.t 

Alaska's con.sti tuents. While we believ"e in ~tilaller· gov~rnm~;it payrolls, 

~e feel that the creation of this commission vill absorb other depart-

ments, divisions and commissions presently existing, and in the long 

run provide for better operations and minimal net increase in people 

working in government. 

One may notice that ~e equate the State Government and its 

fiscal and mnno.gcment responsibility to a. J.Rrge ,private commercial 

nnd indunt:rial corpo1·ation. Thu State is the po.rent and head office. 

!'..s ngcncies and locnl subdivisions nrc H.s subsidiaries. A subsidiary 

::iut of control nnd not superviGcd cnn bankrupt the pa.rent. It is 

!111ppc·111ng in many parta or the 11 lowcr hB". BuL in North Cnrolim.1, e.ud 

fiouth Cnt·olinn very strong nnd wlde sweeping cnpi tnl nllocntion nncl 

munugcmcn t control cormniauions hav11 proven very successful ancl opcrnblc•. 

We renUzo these auggcst.!ono muy sound shocking and mny be awesome 

t.o l'ul Ci.11. Indeed, t.hcy may be, but w~ know t.ln:~'lllgh bit I.cl' e;cpcriencC! 

thtt,}' urc Vt!ry worthwhile und neccnimry obJccti\.'ciJ, W"hich ct111 be rcw.'Lizcd. 

:ie\/ Municinal Finance Hegulntiotrn 

C:oncu rrcn t H H.h t.hcac l'C!comrnr.!nd11t. l ono u re I.he l'Oq11l l0 c1nen t.!.I being 

11:1 lilt• 1wv Municip1\l f'innnce flcgulflt,lnp. 1rnhdlvinJon of the Sccudt . .f.,.,$ 

11d r:.wh~1:1g<! Commf . .Gllion. Although t.h1:n1~ l'l'l.,'1tlot l!.;111:1 '1!'!! only in cl}'nft,. 

rJrr•1 'tl. 1.:-.1!1 t.lmol Ulti!'ormHy Of' ncce>\t!ltirig tmd un!C'orrn orf<:1•Jng c:ir•cularn 

r 
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disclosur._e:fiii'm~lar · tci !i:>dva.te i.sstif?rs·, is· :: ''· · 

going ~~,.·be t~e,D:c;>rm· And securities underitrite_rs ¥ill be reqi.ii.red to 

:rnnly~e=prospective issues r6r their repres~nt.a.tion and l'inancial 
' . .. . 

;..:iuntlrfoss. Ju~t ,as :with the State of New Jersey which provided inadequate 

r<~pcra la.st veek 1 any issuer may find access to the marketplace closed 

:lue to 11incapa.ble 11 or "bad" management. 

Governor's State of Alaska 11Mini-Uoover11 Conunission 

It seems to us that the timing of these recommendations to the 

.iLnte of Alaska ia very propitious, innsmu.ch ns the Governor has created 

;l "!·Hui-Hoover" commission to look into the opa:r11tions and management 

J:' t.hc State Government. If this commissl.on wcca to annlyze ·che functions 

of t.hc principal Governmental dcpa.rtrnents keeping iu mind better manage-

'11"fll; inc1·ensed centrnlization, nml tight contl'ol ml t.11e prerequisites 

i"l' good government, ve would auggcn I;. t;h11t the clcpnrtment,s presently 

~ abc L Lrid Coll\lllercc a.nd Economic Developrm:mt, Public Workn, Revenue, nntl 

: .111m11111Hy and neg1onal llffni.l•s be conuoHcll.i.tO<l lnto ono 11111Jor comminu ton. 

r!.:11•1wvcr 1 the capitol. spending und uicl progt·nrna or other- dcp::.rtments 

\/,1ulrl htlVC 1.o be approved by thls 11 fl\1)1Cl'u Catnr.tiSUiOn. QC t'OUrse, \IC! 

w~11 l1l hopc: thn.L these recommend11t.ionl'i, if co1wldc1•ctl i•cu::iot111blc, be 

l''Jl'\:111•tlttd to !;he Governor 1 s 11Hin i-lloo.vc.n·" t:om:nlnn ion for :.tudy. 'fh:..t. 

::l JQv owurnment to ,1trnt. "bwrtp o..long" wit.h !nndeq,tii1tc, or bnrcly 

rt·~t.r~~ ... mlutions this "m.lni-cotr.ttlnolon" mukeu to t.hc i\d1ninititr11tion nnd 

. ' 
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Management 

Once it is fairly well understood why the centralization-and 

the systems and control.a, required to allow it e.11 to work, arc needed, 

the necessitr of outstanding (no exaggeration) management is pa.re.mount. 

!-'or too long this nation has suffered from the vea.k or less than highly 

c-o:npetent people being elected to government or wishing to be appointed 

•.o government. (In the case of Ala.ska., this ma.y not a.L a.11 be the case.) 

~?vernmcnt and the private sector hnve fir:a:Uy come to realize thnt 

: ~~ tYo SE!c tors must work more closely together. Today, we und similar 

:m.it.itutions a.re being culled upon to give ndvice to, und design packages 

!'or, ri0vertlments. Our advice and products nre: 

l. Uot new ns in so many coses they nrc t:rudHional in pri vnti: 

· t1t.i::t·prisc; 

?., Costly services to p1·ovidc, due to emergency tlme f:rnrnc 

ruqul~emcntn; nnd 

3. Very difficult to implement due to the t.rnditlono.l lines of 

·'':nmunicnt.ion, t:he hiotory of le1.:islut.loq £1.lroa.dy in existence~ nnd the 

'"uibl.!t'oome a.ppura.t.us that: inhc:rent.ly hno g.ro\/n through poor miumg~mer.t.. 

We \lould .recommend thu.L the Stnl.e of Alnt1lm \.lou1d hnw~ less 

!1•:Nl O'IPr t.irnc for costly pt'J,vnt.e 11dvlr.ory t1nd :!c:.i;tgn ncrvh:eu, if 

· •' i•J Y 1•u rly-011 it ntlopted n fi Clcnl nnd r.uinugllmen t. npproach b11ncd on 



\ .. · ·,. . 
· · --:_'</;A~·~tJifl: .aneJ.ys.is ·nationwide~ 
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Just coini~g to t)ie. fore .an_d %'.epei ving 
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·, ' , ~ve tjle eipe_rtis~ and systeDIS in-house ·to !Umege .it~~i:f' well. 
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Permanent Development Fun£!:. 

The foregoing discussion impacts directly on the Permanent 

Development Fund (PDF) and is essential in esi:ablishing the PDF frame-

work. We feel there is no apparatus presently established in Alaska 

to achieve the goals of the PDF. We believe the PDF should be part of 

the super-commission, incorporating e.11 economic development, commerce, 

revenue, W1d collII!1Ullity and l:'egionel affairs. Certainly1 the PDF 1s 

purpose is to diversify the econom;r. This requires most of the capnbilities 

and ana.J..ysis the collllllission would be doing for the Stnte nnd its sub-

division even if there were no PDF opportunity. 

But let us present to you our views on the PDF. At the outset, 

we must n.11 realize that the PDF opportunity afforded Alaska is unique 

among the States of the United States and among most '.of the nations nnd 

supra-national organizations or the \.lorld. In fact 1 the onl~r similar 

opportunities exist in Saudi Arnbjo., Venezuela, and perhaps Iran. The 

almllnl'lty ia not due to oil, although oil creatcil t11e opportuni"ty. Rathot·, 

t.hesc natlons ha.ve a. genuine p<•nit:l vc flo1or of funds, generated by pr! vat.e 

co1m1ercial and industrial enterprlsc; tl1eae nations do not have irnmedint.e 

npplicutiona but have long ten.a rc?al economic development opportunities 

a. 
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A.) :Th.~·._ st~t;e".'.~r::Aias~!s~l?erifanent.'°n~vi;;rcil?Dieiit;..;:Fu.nii/~··uri':t'.9ueness. •·· 
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Ii; is impbrtant·; :tc>-·und~rstand ~la.ska.' s :uniqueness he.re,. because· 
•, - . • ... f •• ·. ~ . 

\ .. 
of the desire o.f sci many peCiple Ei.nd institutions to st.udy or allude to 

many develop!Jlent \rehic:I:es a.:Lready established in the world. To cite 

Just four examples: The World Bank, Asian Development Bank, In~er-

American Deveiopment Bank, and the Development Bank of Puerto Rico. All 

of these have a great need for capital. None of them has its .Q2i!!_ source 

of equity. Each has received "equity" in the form of capital contributions, 

but mostly guarantees and promises to puy fron: its constituents, most of 

whom, in t:.irn, have incredible short fttlls in capital, little nccl:!ss 

individually to the world capital markets, and yet huge economic developrneni 

requiremen-:s. Therefore, we must be very careful, ln our desire to 

establish :;he best vehicles for Almiknn economic development, that \IC do 

not borrow from established organizations methods which are neither wnrro.nted 

nor applicable. 

'l'he success of the economic development. in Sn.udi A.rnbin, Vcnezueln, 

or Irun and Alnska. will depend on the government 1 s nbility to Join with 

prlvntc en"-erprises in economically sound Md finnncio.lly fcnsible pro,)ccl:.s. 

Government by definition is a. UGc1· of funds. It cnnnot on :I ts mm ge1mrnte 

funcls. And taxes nlone a.re not surJ'icfont ns u. developing go\•crnment. 1s 

only !Jaure~ of funds. So long ns Suucli Ara.bin nncl Alnsku 's PD!~ ,lo in .... 1th 

prov~n pi·i ·rntc enterprise corporntiorw in pri vn te devclopmcn t prcr,J cc ts, 
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managementJ ·• In :the ti~t ;.private ·devr.lop¢ent project ;•:.,by cdefini:ti_on ~ . 
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· the PDF shoUld ·profit. and tbe econcit\Y:iwuld '.diversify .. 
... ~ - • : :t_ . .· . '. . • -· .. . ·-.· ·. ·" c ~J·. _·· .. ~ -~·::: . ·.. . . . ' . 
'·Aad:l.tione.Uy, for a developm(i~t ·project's success, it·lli.~~t.-export 

(or deliver) its product to a viable ·market·. Nations with rapidly expanding 

exports attract the capital. Ala~ka must do the same in joining in private 

enterprises vhich will provide exports and diversify the economy. 

B.) Corporate Structure: 

We believe it is so very important for Alnska to create through 

the PUF a group Yhich is corporate in nature, well-managed with high paid 

personnel, profit seeking in goal, and long term entrepreneurial in scope. 

The PDF would provide the capital. for an Alaskan Development Corporation (ADC) 

~.o commence establishing the expertise to develop the economy further. The 

ADC could create a Development Bunk (PB) which 'Would ~iake loans to th~ 

proJ1~otu. TM ADC could create a Finnnce nntl Investment Company (FIC) 

whlch CO\Jld packo.ge !Jroject loans to 'be participated out (sold) to insl;i-

tutionul lenders (insurance companies, state~ penolon funds~ savings bnnks, 

11nd mn,1or nommcrcial banks) in the 11lower-li8" .nnd perhnps in other nreas of 

th1~ world. 'l'hc swne investment nrrn coulcl mnnuge n scrfos of investments 

in u l.1•ui;t: or mutunl fund~ so thn.t smallc:r. inr.1..1 t.utions nnd individuals 

could huy into i.t. The signific:nncc of the PIC Js thnt it. would be 

nt.t. i•nc t.iug ca pi tnl by offering certe.in o.ooeto. With 11.lasl:.u 1 institut fonal 

lcnd~m nrc dealing in an unknown cauaccl by dlntnncc~ size, type of tcrra.in 1 

r~t,c. : t' Lns ti tutiom!.l investors could buy· lonnn ( pcrhnps i nzured by PDF) 

rn. 
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pl'o:jects: . . · ... , " ·.. . .. 
. ·.. ·. ~ .. f'. ·. . 

-~o the Pb~' has it's miUiegement corp()ratioil. (Ariel;.~bank (DB)•and 
. •,._. . .· . . . ~ . . ~· . . . . . ··:.~· . . . .,, . . . ·~:""": ""· . . ·; 

finance and investment· ~omi>a.nf (FIC). 'l'hese three corporations vould 
. ' /· . . . ... 

analyze proJ ects, help design them financially, lend mon_ey, arrange a 

private placement on the project, sell loans, raise debt in the tna.rketplnce 

and work llith a private lender/investment banker to attract capital. 

In dif:f'e:t-ent ways, not well organf.zed nor well J11B.naged~ fragments 

of this type operation are happening with_ some internationnl and Federal 

government entities. Alaska could do it, if the stntutea are passed nnd 

management put in place. 

C.) PDF Specificn: 

We would recommend the PDF nlso add.rems the following: 

1. Only participate in mnJor developmental activJ.ties, both 

non-renewable and renewable resource orien1:ed. There nre nt lea.st ten 

pro gr runs in Alaska. .t'or s111a.U devclopmen·t projects. Incidentally-, ve 

believe nll the present progrrurm, aspecia.lly the 6 State onea 1 with whfoh 

lie nrc :fumil inl', ahould be rcvlcwed, moved inte> the auper-couunission, nnd 

perhnpn be revamped or disoolved. 

2. The proJ ectn ahould be cnpita.l intens;t ve, a.l~hough nny proJ oc I; 

dcv<ilopment which d.iversHicn the economy, will nttrnct people and, in 

name canes, must for :J.ts uucccslJ, 

3. 'l'hc PDF can beut fulfill Hn rofo lrlth 1oug term loo.no in 

11. 
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- • ••• :.•. 0 •' an~~(~rivate lenders', rather than .t~ke. . " 
. ~ . . 

1'! ., equlty part'ih1ps.t·ibns, as ~ ·generai :r:uie• Equity participations do· no~ 

.. provide a. scheduled return' 'and any l~quidi ty is represented by 
. ~· .· . 

the priva~e 

•• '1' 

_.}' . company1s 
. . . ·::· .i' ... . ~ :... . 

dividend ·.P;OHcy or the stock market. 

4. The PDF should finance 11missing"l.inks11 in an otherwise 

viably forecasted project. 

5. No organization should be an equity holder in PDF or its 

subsidiaries. Private lenlers should maintain their identities by con-

tinuing their policies of making sound lonns. This opportunity will 

nrisc by participating with i;he DB o.nd FIC in mo.king loans Join Uy. 

6. The PDF must create a task force/steP.ring committee to 

study t.he econom,y and geography so ns to establish it!i priorities a.nd 

fcaoibilit.ies. We arc apprehensive if the State Investment Advisory 

t.:ommittcc hna the l.iime and/or expertise to be t;he tmik force or the 

steering committee for PDF 1a incept.ion. 

'(. The PDF must necessitntc thnt the Nntivc Corporations develop 

I.heir major proJecto in conce:rt with the PDF. 

13. 'l'hc Nut.tvc Corpol'a.tionn mny be able to guin from the PDP 

rmt.crpl'loe uy creating new vUlagcr. nnc.l nncillury s•:?rvices. 

9. The PDF may a.luo hnve to cst.nblinh n sulrnldinry to expand 

ccl11cnt,!011
1 

energy rcnourceu, tmcl other nccconitics which incU1·ccUy 

r.Jlvnruiry t.hc economy. Whatever these 1111.Ly be, the PDP n1unl.. chllt·gc :privn.lc 

llllL rl~c I; i-1.1. t.L:u, ( Ho~cvcr, nion t u.ndllury o e:1·v fr ·•1 r.hould be le ft to thC! 

llnt.i vc t!tJrporntionr. nnd municipo.l m.1bdi.vlr.ions.) 

10. 'l'hc PPl~ ohr.mld not mnkc gt•unts or non-int.c1•ent hearing louns. 
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' .. to l:ri;Jula.te~J.tse1f~9~st _ frci'm:.,v~sted inte~ast~ .. e.?d :political suasion. 

·12 •. ·~~i~~;J .. ~ys: of ~ffec~in~ ;i.everage\o.r PDF' s equity .:c8.pitB.1. 
. • ., ""'·' ' . .- I ... 

One area. is in~urance9\vhereby the PDF. insures the issuance and principal 
:•I 

investment in· PDF/DB bo~ds or loans. Also, the debt to equity rati<?s 

must be considered. 

13. Any statutes involving State Government financing and lending 

should be revie~ed in light of Internal Revenue Service regulations on 

interest rate arbitrage. 

D,) PDF Legislation 

We ha.\"e appended suggestions to the pr·oposed legislation creating 

a PDF. Ou1~ conunents supporting our proposals o.re: 

l. 11~ Minimum" of 10% allows the legislature, upon the present11tiol" 

of ::.he PDF's management, to o.ppropriutc more funds, ro.thcr than n legislative 

debate commencing as to the interpretation ol' 1110% 11 vis-a-vis the final 

sentence of the paragraph. 

2. "directly !!!! fodircctly 11 ns lihere ma.y be ~we l)clieve the1•c 

11rc) rctil possibiliticG to perform in \loya whfoh nre known ns "indirect" 

but \./hlch have a direct impact on ful'thel'ing economic development -

c. g. lonn 15uarLLntecs, insurance of lonns, a ell ins lonn parl,icipntions 1 

ntrnne;I np; private placements, etc. 

3. "Par uroJ cc ts relating to ••••••• m;ch nrlncipo.l_ ••••• section. 11 

\fo bcl Leve the language should he more spcci fie than "invcstmentn", but; 

vioh tu linttit•c that fUnds r~ny be invested in U. S. Government necuritir::is 

1111tl m~r;t;:>y 11\!l l'kct. inst t·umentn so ns t.o pr·ovidt? nn nr.K1\tn t of 11.qu icli ty !'or 

· . 
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th~; PDF I 5' oper:a~~dn e.nd earnings_ ;;whil~ ,:~~i ~~ng \h~· :~_nye~ tmen~ in a . 

devei:8pm•~~:i~:.~~.~~;~,;,~:: ··- ' ' ' < .. . . . ··· ···-
. 4. . .i''lTaiisi'ers •..••• pledp;ed. II We b~#~t~ ;.the. PDt.) ca.ri expa~d 

its capitBi through the raising of debt - priVa.te e.nd public. We 

believe through the combination of outste.nd:l,ng management and b~iro"llirig, 
the PDF will increase its development financing capacity lllB.DY times. 

Howeve·:, this can only be done if income from its investment is available 

to service debt expense. Usually, a project loan's debL expense vill 

be serviced by a direct pledge of that project's income. Therefore, 

PDF's income cannot e.utoma.tica.lly go to the General Fund. Moreover, ;;e 

are strongly opposed to the legislature and administration leaning upon 

tbe ~DF so as to be a.bl'3 to balance the State budget, which may inc.orpora.te 

irresponsible fiscal management. But we do believe PDF's income, not 

other.rise so encumbered, ~be deposited in the Geners.1 Fund, if PD:'
1 

s 

management so vlshes and the Legislature so approves. 

We must point out, that we approve of brief and succinct consbi-

tutionnl 1egislation, only if the power exists in the constitution ~or 

the legislature to pass statutes which vill allo~ for the greatest 

i'le:>tibility and utmost specifica for implementing the PDF nncl creating 

n finnnci11.l management corporation. We admit to an ignorance of the 

provisiona of the Constitution of the State of Alaska. 

Conclunion 
None of what we have presented here can be accomplished vithout 

consistent implementation of concepts to preserve the ecology and 

environment. We do believe there a.re •1iable compromises. 

'' . ~ 
.; .·. 
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share in the nev prosperity ot .AJ.a~ka.. We think Yocatioria.i ·s6h.o:ols 

are th~ most important educational. feature in assist.i~g :tlfe e~oriom.Y's 

development. 

We suggest the task force/steering committee must have a budget 

sutficiently large P.nough to retain legal counsel~ engineering consultants, 

financial advisors, and any type of specialist necessary to create the 

best list of priorities and feasibility stu4ies and to place on-stream 

the management of the PDF and its subsidiaries. 

If it is financially and constitutionally possible, we would 

suggest that the foundation vork, necessary to have a PDF and its 

su1Jsidio.ries established in 1977, be undertaken all during 1976, vhile 

awaiting the approyal of the referendum by the voters next November. 

(Perhaps statutes can °!:'e pf1.ssed in 11 escrmt11
• ) During 1976, the present 

economic, coillDlerce, revenue and regional affairs departments should 

consolidate. 

And lastly nnd most importantly, none of vhat should. be done 

need be accomplished at the risk of panic or insufficient study. We 

endorse a policy of "go slowly". 

l 5. 
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. 'in.th~ :qE{s'~': of a ~t~1;.e''With a rtaple''in;plac~ economy, t~e 
oil f'actor ·;.roulci have been advantageous as a.n adaed ·\iindfall 1. economic 
s't'imulant. Alas.ka' s econom.Y J liol:iever I has nevef' h"ad. '·faie' .iegftimacy .. Of 
diversity. Before the 9i1 boom/ Alaska 1 .s major industry was . its . 
fisheries - an industry highly susceptible to foreign.competition and 
roller ~coaster prices. Manufacturing was nil, significant wholesale· 
and retail activities were limited by the lack of a sizeable popUlation 
.base, ~h1ie tourism, lumbering and extractive mineral prqduction were 
seasonal in nature because of the long and harsh winter. The only 
stable em]?loyment base va.s in the federal and state government areas 1 

with the U.S. milHe.ry being a significa.'1t employe:r. 

Unfortunately, oil development per se will change little of the 
above. The spurt of capital development caused by pipeline construction 
activity is a temporary factor which hns created at least as ma ~ problems 
as it has solved. Inflation, ful!?lecl by pipeline and oil compo..lies 
willing to pay bonus money to ge·~ the workers they need, a.nd compounded 
by the need to "import" most foo1i items from the lower fo1·ty-eight states, 
hns pushed Consumer Price Index nttmbers to a level approaching a 20% 
Lncrense for 1975· Housing nccommodntions a.re in desperately short Jupply 
tlue to the influx of oil related workera; nnd ancillary services such as 
telephoneo, po.Lice, water, sewer~ schools nnd electrical facili tien m•e 
vn!ltly overbm·dened. Other ca.tegor:Les of employment a.re in short labor 
oupply due to pipeline wage competition. 'l'hose on fixed incomes in the 
St;o.te nre itt deep trouble finnncia.1.1.y. 

A potential side 1.ienefit of the construction of the pipeline 
nnd uncillnry fncili tics will be in the opening of new nrens in the 
Stnte for the development. or other cxtra.ctive c.nd regene:r1.itive resources. 
J~xplorntion ror nnd producHon of cool, copper:• iron nnd g1;,ld nncl other 
mlnernls should incrcnse. TJ\1mberi11g nm1 the dc1vclopntcmt.; or f:f.sh hatcheries 
wJ.11 become more economically viable nn the ncce1rn to new regions is eased 
nnd the 1101·ld' s need for rnw lllll.tcrinls grow:.i. 

Aln.sk11 1 u qunndnry is how to gauge t.he currant hectic pnce of 
r-c:onomlc development~ und pl11n fol.' orderly fut.u:re gl'ovt;h, Two questions 
~:omc Lo inincl: 

1. Arc the gns nncl oil revenue 1.JroJcctions of Aluoko. 
p1·e1nat.m·c in light or the Hhort-tcn•m ponoluility of n worlcl gluL 
in o!l supply? 

?. , In Yhnt mnnno1· nhould Altlflkt\ pt•occcd, should its pro,1Pc t..cd 
wc:nltl. become n rcaltty, in order to stimulate dcpr.mtlilble economic 
divc·t•:i!t..:· and vin't>ili.ty? 

l '(. 
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high. ·:As,a· ·b~si:t{ot" .compB.rison.~ .mediil.n ~tate .per' 1 capit~i ... ~e'bt. or the 
fifty states•. is .~$136, :according to Moody'' s - substruitially below '.that. 
or Ala~ita~ . s1'rice .per 'can'ita deot is a function .. or !icfpu1ation, the 
+ev~~,;;wJJ._+: ~rjs~ :c,¥¥t)ii~y 'O~· ii!_g~~t :after the •e.xi.~·~¥:r: ··~ho~e·:·~~op;t.~ .. 
q.ssQ_c~.E!-~-~d .vi th· ·pipeline ·c~ns~r:uc:~l.o.n. . ~n 'agdi~i.o,~y '.~:ebt}re~.~}'~ment. 
is so111e"What slow:' 17. 4% ·of ·outst.a:z1dlng ·debt ~tures·.J~n f.i ve years~ 
and,'39·.·6% in 'ten. . . . < ' • - •• ,... • • 

1 High per capita debt is due to the fact th~t ~xtraordinacy 
qapital·expenses for the governmental services assoflfated 'With pipeline 
development have been bOrne through the issuance .of debt, drawdot-m of 
cash surpluses, and failure to increase State tax r~venu~s. The State 
is also mar~ heavily involved than is the case in tpe 'lower forty-eight 1 

in the direct development or subsidization of local services such as 
schools, ports, a.nd roads, resulting in more dependence upon Stnte 
finlll'lcing. 

Slow debt retirement is perhaps a ~esult of histo~ic nntici
pated cash flows from oil related activities. In any event, past debt 
rnnnngement policies hnve placed nn undue burden upon Alnskn 's financial 
future. 

Gencro.1 1''ur1d expenditures have been fa.r in excess of current 
rcvenucG since the receipt of some $900 million into 'Lht• Ge11eral Fund in 
1969-70 as a. l'~nult of n large oil lcnsc sale. At June 30, 19752 a 
zurplt1s of $517 million :remnined in the Gcnernl 'Funcl, down from $6h5 million 
ihe year bcrorc. Budgetary increases bnscrl upon a goverrurtC!ntnl policy 
o!' running vnst dcricits coupled wil.h dclnyu :f.n completion of the ~'ra.ns
/\.1.n.alw. Plpeltnc (pontponing oil royalty rcvcnucrn) hnvc led the Stntc to 
nntlcipute that the current General Puncl ou1•pluo '11111 be Cully eroded by 
11uly J., 1976· l'n an effort to incrc.mnc Ciencml l~'.md reccipt:o, o. 20 mill 
thx on the value or oil und go.n reserves lllrn been cnnctccl for fiscnl 19'(6 
nnd l.9'(7. This tux is being levied l.o ofl'oct unl:ic:ipatcd scvcrnnce tux 
rovcnueo which have been dcleyad us n renult of corresponcling delnys in 
pJpcl!nc ~omplet.!on. Re"tcnucrn from t.h:lH nourcc a1·e cutirnut;~d by th(> 
Str.t.c n.t $211. 7 million fol.' 1976. ln Cl.dcU t.ion, the Stntc int.cmln to bold 
1111 mlclltionul o!l nnd gna lcusc snlc with l'Cf'.llt'd to tht' Ilcnot:'or~ Inlands 
m•cm. ncnl" Prudhoe Day in 1976. The St;nt.o up'.:lCltlittos oomc $Wi0 11111 llon in 
1•(•v1mucn trorn l.h! r. aom·cc. 

Conclun:lon 

Alur.kn 1 u hJ gh p~r cnpJt11 debt. 1.<.•vcl and tllo\/ llcllt rct. fre?mt?nt 
l:. dJuturbinS In light or th~ S!.t!tc'o extreme J.cvcl c;I' budgctu:ry imbntunct> . 
.\nt.lcipntion o!' on royu.lt.y rcvcnuco 'in !\tt.tu·c yc.11t<u (uy hor1·owlns l\gtlinst. 
:;uch t•cvmH1eo) in extremely dnngcrO\lil 'in light. of.' e;enart1}. economic 
qur.:tit. ionn bciri~ 1•tdr.ctl about. the noni·-1 c.mn c:c.wt vinhJ.l.i t~· ol' A.luoknn o.U. 
Plpf'lin<~ cost, r>vcH·1·1mu 1 qumition-mnrk '"cilc:rtll. tn:1. nnd cncl'CY po1iclon, 

16. 



the State~ . There is no · . ..,, ',· .. · .,._. • ·,, '«r • • · • , , • · '•· '· ' 

· ·· 'doubt ·tha~· Alaska's oil and ga·!i .'reserves vill eventually pay off sig
. ':: 'nifica,nt1y, but hear.r cl.irr-ent .. <lebt service ·requirements coupled with · 

''.: cpntin~ed ~·~~re'l>tidgo.tai-y deficits coul(resuit 'in tinO.Cial;di~i- , 
cUl ties ·over the next three yea1•s. . Maintenance of General Fw)a surpluses 
al'ld a .. nmndatciry balanced budge~ would be 8. :Preferable policy as the tuture 
of '.Ai.a.ska is eco'nozzy comes more c:L cariy into focus. 
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-C~.i_tique: .o.f9.L~si.s1.a~iC!n · for 
.. uaskB.n :Muil!cip'a1 ::Bond~ Ba~k · 

The.followlng .. cQ_nir-t:uts result· frolll a review· of A.le.ska 's 
.Munidpal J3oiid: Bank:.legislation~ . 

. . .. ,, . . . . . •' .. · 

We are gene}:'ally.'opposed to the use.1.of the financing vehicle 
afforded by;· tl1e legbladon ··establishing tlie, Ala~kii · Munidpal Bond Bank 

. Authority. While :W~ ·agree· in principle that Alaskan mun:i.dpalities .will 
need.assistance in entering the municipal debt market, we do not feel 
that this legislati~ri offers a method of assistance commensurate with 
sound public finance. The following examples of the Act's d.eficiencies 
1:tre cited: 

1. The legislation allows the issuance of bond anticipation 
notes to provide municipalities a means of temporary financing. 
The currant municipal market is evidence of the financial danger 
inherent in the sale of bond anticipation notes should it become 
impossible to fund such notes with the snle of bonds. The gap 
has narrowed substantially between documented disclosure require
ments necessary for the sale of notes as opposed to bonds• and 
sound long-term financing is recommended should an option to 
sell notes or bonds exist, 

2, The legislation makes it quite clear that Bond Bank 
obligations are not an obliga.tion of the State, yet on tr. other 
hand it allows the estl:lblishment of a reserve fund for the benefit 
of bondholders. The reserve may be funded by legislative approp
rtn tion or from the proceeds of the sale of the bonds. Deficiencies 
in the fund may legally be made by the legisJatur.e through the 
use of n ''moral obligation" cert:ification/nppropriation procedure. 

The moral obligation pledge no long~r provides the 
mnrkctinr. advantage it once had. In addition, despite the fact 
thnt the bonds are not a direct ohlisation of the State, the 
mor11l pledge creates what can be construed ns n contingency obliga
tion for the State - an obligation which is urmcccirnnry inn State 
with nn alrendy high debt lond. 

3. The legislation mentions little or no control over the 
debc policies of the particip~ting municipalities, Recant municipal 
finance experience has dcmonr.trntcd the value of ~ 'ltC overview of 
municlpnl finnnce activitfos. 

l t is suggested, therefore, thn t this leg is la tion be nmcmlecl: 
to <lliminntc the power of the Bnnk to ls~mc honcl nnticipntion notes; 
to rcmovC' the rnornl pleclge o( the legislature t:o fund rcncrvc fund 
dcflcicnclos; nnd to provide for the estnblishmcnt of n State administra
tive vchklt' to overview and approve tha finnndnl planninB nnd debt 
management n[ Alasknn municipnl governments, 

. ·' 
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BE IT RESOLVED BY THE LEGISLATURE· OF THE STATE OF ALASKA: .. - ... .. ' . . . .-· ~ .. . . ·,: . . . - . . . . ~ : .-.~- ·~ ., . 
· SECTIOH l· Article .IX, S~ction·.li Cons.titti~ton of the ~.tate of 

. . 

··Alaska; is amended to read: 

Dedica.~ed ~unds. The proceeds of a.ny state tax or 

license shall not be dedicated to any special purpose, except as provided 

in Section 15 and except when re~uired by the Federal Government for state 

participation in federal programs. This provision shall not prohibit the 

continuance of any dedication for special purposes existing upon the date 

or ratification of this constitution by the people of Alaska. 

SECTION 2. Article IX, Section 15, Constitution of the State of 

Alaska, is nmended by adding a new Section to read: 

State of Ala.ska Pennanent Development Fund. A 

minimwn of 10% of all mineral lease rentals, royalties, cash bonuses 

and mineral severance tBJtes received by the State slmll be place::. in a 

Sta.~e of Alaska. Pe;:-manent Develop:wmt Fund, thr~ principal. of which shall 

be used solely, directly or indire~tly for projects relntin~ to the 

industrial a.nd econom!.c development of t.he State. Such principnl not 

inves~cd in a£oresaid projects shall be invested in nccordnnce vith 

Section Transfers may be made from the Permnnent Development Fund 

to the Gencrnl Fund in an a.nm10.l runount not to exceed such unmtnl income o!' 

the Pcrmnncnt Development Fund, net of nll such nnmml .lncon:c othori.tise 

pledged. Such wmurl income not no transferred to the General Fund sh!!l.l 

become pnt·t of the p1•incipnl of the l'ermnnent Development Fund. The 

lcgi!llnturc m!!.j" app!•oprlnte a.dditiona.l nmounts to the Permanent Devc.lopment 

Fund will ~h shc.ll become pa.rt of the princ ipu.1 of 1..he F'und, 

l.H. 




