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Minutes of Workshop of State Investment Advisory Committee,
held on November 16, 1976, in the conference room, Department of
Revenue, 509 West 3rd Avenue.

In attendance weare:

Exric Wohlforth

Dennis Waldock

Jamie Love

Dr. Charles Logsdon

Jim Edenso

Commissioner Sterling Gallagher
Mr. Jim Rhode

and others

The meeting was specifically called to consider the structure
of the entity to be developed by legislative enactment for
administraticn of the Permanent Fund.

1. Dr. Logsdon read a paper which outlinel certain
issues to be counsidered in developing a suggested structure.
He noted that the.re should be accountabiliily 5f the board
or boards, but that tlz boards should be free from political
pressure groups. He suggested initially a board structure
with the Legislature sitting as the primary board to consider
policy. In addition, he mentioned the desirability of a "secondary
board" also to determine policy matters and a executive board to
administer the specific investment programs. The issue whether
the structure should be within or outside of state government was
discussed, and it was noted that a structure developed outside of
the existing state government would insulate the administration
of the fund from political change through elections. The
question of management of the fund and where operating money
is to come from was discussed. Under this heading the question
of either direct appropriation by the Legislature or permitted
use of fund income for operating expenses was noted.

2. The suggestion of a policy board along the lines
of the Price Waterhouse suggestion of a citizens board was
rejected since such a policy board, it was felt, would have
too little power and oversight function. It was noted that
there should be a separation of policy and line functions
in that the ILegislature was a policy making board in fact.




Mr. Gallagher noted the World Bank policy of sector analysis

in making loan determinations. Mr. Love noted the desirability
of two boards below the Legislature which would provide in

his view both double accountability and a proper check and
balance.

3. It was determined that there should be a closer
examination of the existin~ state loan programs, such as the
Veteran's Loan Program, thc Tourism Loan Program, the Small
Business Loan Program and .. evaluation of the effectiveness
of these programs. There were queries as to the existing
manage:ent structure of state loan programs.

4. After considerable discussion, it was determined
that there should be a policy committee, composed of two legi-
slative members, two cabinet officers and seven members of
the public. The policy committee would be Alaska residents,
appointed by the Governor, subject to legislative confirmation,
if this is constitutional. All the members would serve four-
year terms (initially staggered), and would be removable for
cause. The functions of the policy commitlee were outlined
as follows:

(a) to perform sectoral analyses in areas of the
Alaska economny .

(b) to provide financial audit and operational
analysis as well as program evaluation.

(c) to provide an annual report to the Legislature
and to the public.

(d) to provide for an annual budget of the opera-
tions of the fund.

(e) it was not decided, but suggested, that the
policy committee have loan approval authority over loaus
of certain amounts.

(£) the policy committee should develop a program
for its subsidiary management bhoard.

5. The policy committee should hire and fire
the chief operating officer. It was suggested that the chair-
man of the board who would be elected by the hoarxd itself,
possibly have a specific staff to perform sectoral analyses.



6. It was further determined that there should he
an in-house staff developed with minimal reliance on outside
staff.

7. The management board and its composition were
next discussed and it was determined after much discussion
that the manacement board should numbex five including the
chief operating officer, and the four other members should
be appointed by the policy board. The management board would
meet perhaps as infrequently as every two weeks. It was
determined that a policy noavd m:mber should not sit on the
managzmant board and the two cantities would be distinct and
separate. The function of the management board would be approval
cf loans or investments. It would further exercise loan evalua-
tion and supervision.

8. It was determined that the term "investments"
meant marketable money market instruments and that loans con-
stituted everything else.

9. The chief operating officer who would sit on the
management board would have complete control of the hiring
of staff and the setting of salaries. The staff would have
at least four secparate functions which would include a) internal
audit, b) post audit, c) dishursement and, d) loan supervision.

It was recognized al the meeting that the tentative
structure suggestions were made in the context of a development
bank type propecsal. At the end of the meeting Mr. Iove suggested
that the next meeting should concentrate on the necessity or
desirability of regionalization of the fund, that is whether
regional institutions should be established by legislation to
promote or veto loans within the particular arca of the region.
Mr. Wohlforth mentioned that in his view, the activity of the
permanent fund board should be directed through existing political
institutions in Alaska as far as possible. lle noted distinction
between public loan programs where there perhaps should be
complete control and approval at the local level, and private
development loan programs where such local control might or
might not be desirable.




STATE INVESTMENT ADVISORY COMMTTTEE
MINUTES
August 26, 1976
Anchorage, Alaska

Chairman Robert McFarland called the meeting to order at approximately 9:30 a.m.
on August 26, 1976, in the Court Building at Anchorage, Alaska.

Original Members present were:

Mr. Robert McFarland, First Federal SAvings & Loan, Anchorage
Mr. Dennis Waldock, Foster & Marshall, Anchorage
Mr. Eric Wohlforth, Attorney at Law, Anchorage

Absent Members:

Andrew Warwick, Commissioner, Department of Administration
Langhorne Motley, Commissioner, Department of Commerce
Senator John Butrovich, Fairbanks

Senator Jalmar Kerttula, Palmer

Representative Hugh Malone

Representative Richard Urion

New Members present:

Dr. Logsdon, Associate Director, Agricultural Experiment Station,
University of Alaska, Palmer
Jim Edenso, Deputy Commissioner, Department of Revenue
Robert Barnes, President, Alaska State Bank, Anchorage
Mr. Martin Pihl, Vice President and Comptroller, Ketchikan Pulp Company, Ketchikan
Mr. Robert Thorstensen, Petersburg Fisheries, Inc., Petersbi~
Representative Clark Gruening, Anchorage
Representative Joe McKinnon representing Jamie Love, Anchorage
Mrs. Lanie Flelscher, Anchorage
Ar. Ms. Dona Lehr representing Bob LeResche, Dirc tor, Policy Development & Planning

New Members appointed but absent at the meeting:

Mr. Jamie Love

Mr. Emil). Notti, Presldent Alaska Native Foundatlon, Anchorage
Senator John Sackett

Others present were:

Mr. Vince Wright, Research Section, Department of Revenue
Bob Richards, Alaska Pacific Bank. Anchorage

Kenneth Butler, White Weld & Co., Inc.

Peter McDowell, Price Waterhouse, Inc.

Dan Regls, Price Waterhouse, Inc.

Jim Rhodes

Advisee:

Sterling Gallagher, Commissicuner, Department of Revenue
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Mr. Gallagher: The Governor has given me a letter outlining the things he would

would like the State Investment Advisory Committee to do in developing a Permanent
Fund. We have copies of that letter here and I will pass them out to you. Briefly,
the Governor stated five items for consideration: One, preliminary work necessary
to establish a permanent fund; two, the estimated size of the permanent fund;

three, policy concerning the investment goals of the permanent fund; four, manage-
ment and organization of the permanent fund; five, State and public interest in the
permanent fund.

"The permanent fund will be a very visible entity to the Alaskan public. The
purpose of the permanent fund is to preserve a legacy for future generations of
Alaskans and still provide immediate benefits to the present Alaskans., I ask that
the Division of Policy Development and Planning be placed specifically in charge of
proposing means of developing such a concept. I envision this entity to be similar
to a corporation owned by all Alaskans which would receive a dividend paild out of
the earnings of the permanent fund. While I realize that there are potentially
many problems with this idea I would like the SIAC to consider not only the develop-
mental aspects of the permanent fund but to also consider how to best and most
directly provide tangible benefits to Alaskans."

Mr. idenso: I will pass this letter out to each of you. It is an important
strtement by the Governor and gives an ouv:line of ideas and concerns, and a basis
from which to start.

Mr. McFarland: Mr. Rhodes, do you want to introduce the consultants?

Mr. Rhodes: We expect as much as $2 billion to be in the permanent fund within
a decade, and we could be talking money on the order of $20 billion. This is a
vast sum of money and could be used in new ways, apart from the regular budget of the
State, That is why I believe the permanent fund will be the most important change
in Alaska since Statehood. With so much at stake we have given extra thought and
pains in sellecting consultants.

For the basic data on the Alaska economy, and the events and limits of changing
it, our unanimous choice was Bob Richards, economist and senior officer of Alaska
Pacific Bank,

Secondly, you will need information on the financial techniques that could be
used by the fund, Here, our joint choice was White Weld and Company, Inc. of
New York. White Weld is the sixth largest investment banking house in the United
States, Internationally they rank first among the American firms in this field.
They have sent four men to be with us today.

Mr. Ted Swick, senior vice president in the public tax exempt portion of the
firm; Mr., Ken Butler, first vice president of the San Francisco office; Mr. Paul
Downey, senior vice president for corporate finance, aational and multi-national,
based in New York; and Mr.Charles Furmin, specializing in Overseas businesn finance,
Mr. Furmin has been involved with the apecial oil revenue fund of the Republic of
Venezuela,

For the question of how to organize the fund we are considering the firm of
Price Waterhouse of New York, Mr, Peter McDowell 1s a full partner of the firm
which is based in New York, For the past two years he has been dealing with the
organizational problems of the World Bank and Development Banks in a number of
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countries. 1 think Mr. McDowell has to be unique among New York consultants because
he grew up in Alaska, has a vacation home in the state, and returns every year.
With him is Mr. Dan Reiches who heads the Price Waterhouse office in Anchorage.

A fourth need for the Committee is to identify the best prospects for develop-
ment bonds in the State. WNo final decision has been reached on whether or not these
firms would be able to come to grips with the problems or whether more specialized
help is going to be necessary.

Mr. Edenso: Vince Wright is from the research area of the Department of Revenue
21d has prepared some numbers for the Committee, He will also talk from a chart, a
forecast of the amounts in dollars to be received or put into the permanent fund.

Mr. Wright: First, let me stress these numbers are preliminary, there arc
many variables to consider. I am projecting numbers such as prices, the oil market
for oil, tariff rates, etc. As many of you know, the State is currently discussing
with FEA what the future might be with respect to the price of oil. I believe in
April of 1977 the President wil. make a decision relative to the price of Alaskan
crude.

These particular figures are based on our March 3 computer run. On the first
page, first column you will see that each figure represents the revenue that is
subject to the permanent fund contribution. The amendment itself says, royalties,
bonuses, mineral leases, and federal royalties, so the first column represents the
total with respect to those items.

The second column is 25% of the first column. The amendment also states that
at least 257 of these items will be devoted to the permanen fund. The third column
is simply the accumulative balance. So, when we look at this permanent fund stream,
we are talking roughly $2 billion.

I would like to direct your attention to the second page. Each one of these
items, State oil royalties, State gas royalties, mineral lease royalties, bonus
sales, are items that are subject to the permanent fund. The State oll royalty
picture 18 the most significant at this point in time. The first column represents
the total State royalties we expect to get up to the year 1985. We've simply added
all those columns to derive our total revenue column., That total revenue is
$41.6 million, It is 25% of this amount that is subject to the permanent fund. 't
is a minimum figure--just income. It 18 also assum..'g the gas line by 1985.

Mr. Gallagher: Also, Vince, 1976 is over so you can't fit any money into it.
1977 will be three quarters over before the permanent fund is really established.
On the federa'® royalty item you can expect it to be much larger in the future, or
at least the announcement a few days ago by the Interior Department sald that when
thev develop the PET #4 that would be included on some sort of sharing basis.

Mr. Wright: On the third page cf the haadout, or the assumption that these
figures are based on, the tariff rates, that includes the pipeline tariff itself,
the tanker tariff and a tariff that represents the transfer of oll from Pad /5 to
Pad #3, or from the West Coast to Texas. We subtract out the tariff rate from the
refinery price and derive our wellhead value. Based on the wellhead value is how
we compute our royalties., The third item is the throughput forecast as of March 3,
and the fourth item is the cost factor.

We've also assumed an inflationary rate here, which is ver~ conservative
in nature. These figures are what we call current dollar terms, not constant dollar
terms. We will be updating these figures periodically.

“Foe
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Mr. Gallagher: These runs depend on surplus we have on the west coast which
ig a fluctuating number, between 300,000 barrels and 800,000 barrels. The current
Federal law stands that oil will have to stand a shipping char je of approximately
$2.20 to the midwest, so that is a significant factor. It 1s just how large that
surplus will be.

Mr. Wright: Are there any questions at this point?

Mr. Wohlforth: Are these new figures from the last run? When do we get to
the 1.2 million? 1Is this tariff to Los Angeles?

Mr. Gallagher: That is the last run. We will get to the 1.2 million barrels
per day in November 1977. The tariff is to the West Coast. The FEA says they're
going to freeze the index until November and start releasing it upwards after that.
So our current price is frozen until then. The best estimates I have, in talking
with the FEA last week, 1s that we will get a replacement price for cil. Currently
it is $12.80 for Saudi crude in the west coast.

Mr. McKinnon: Is that 7.8 billion figure based on the current Alyeska
estimates?

Mr, Wright: Yes, it is. We realize, of course, that it might be revised
upward very shortly.

Mr. Gallagher: There is a formula I've worked out -- adjusted by another
800 million, I think it is somewhere around $0.20.

Mr. McKinnon: But every 800 million increase in the cost of lime will raise
the tariff $0.207

Mr. Gallagher: No, I said 800 million. What you're seeing is almost a
$10 billion; a $7.8 billion pipeline, that is capitalized interest of $1.5 billion,
and that is $9.3 billion, and it will probably be $10 billion before it's over.

Mr. McKinnon: That is assuming all costs are allowed as a part of the tariff?

Mr. Gallagher: Yes, we're pretty sure that they will allow capitalized interest,
that is pretty standard. So the valuation will probably be around $10 billion. You
will notice that the wellhead value drops in 1979, that is because of the surplus on
the west coast. As the oil starts up, the first 69,000 barrels a day could all be
used on the west coast under the Department of Revenue's estimate; in November they
go to 1,2 million barrels. Even at tha® the west coast could use it until about
May of 1978. At that point we will have to start puttirg it through the Panama
Canal in 55,000 ton tankers.

Once they do that the cost to the west coast will go from $0.75 to $2.20 over
to Pad #3, where we are estimating 50C,000 barrels right now. We are replacing
three crudes off the west coast. Saudi, Iran and Equador, 500,000 barrels is the
total of those three crudes. That is why the numbec is averaged down in the following
year, We don't think the Sohio Pipeline will be rcady by that time, but we're hoping
it will be.

Mr. Rhodes: Have you made any estimates of what would happen if that part of
Alaskan crude that was surplus on the west coast ......

Mr. Gallagher: The tariff wouldn't be any greater than $0.75, so we would

i
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save $1.40 on 500,000 barrels a day. It is very much in our interest to get it.

Mr. Gruening: What is the possibility of the presidential and conventional
regulation of this price?

Mr. Gallagher: Like I said, we met with FEA. With President Ford, I'm sure
we could get a replacement cost. I hear rumblings from ZTongress that it could slip
over to the Democratic president, if Mr. Carter 1is elecred.

I'm not too hopeful that the other fields up there will be produced until we
get a higher price. We're estimating 1,000 barrels a day to be the breakeven point
on a well in the Prudhoe area. Lisburne doesn't make it into that criteria because
it is a pack formation, a limestone formation, and it's very hard to draw out. We
are expecting Kaparik to produce at that price, so that is probably 170 barrels a
day. We also thfnk we could get a price break on two or three of the fields in
the Cook Inlet area.

We're sending the data on all the fields in Cook Inlet and may, by regulation,
accep: Lwo or three of the fields because of the economic limit. There is one, I
forget which one it 1s, that is within two years of shutdown. To give an estimate,
Cook Inlet is 190 barrels a day right now, and by getting a higher price, that
would drop it down to 50 barrels a day. That would give that field probably another
six or seven years.

Mr. Pihl: 1Is the thought to accept the cost -- the actual cost of the line,
whatever it is?

Mr. Gallagher: No. The idea is to go back in and throw out some. Let's put
it this way, we use some of the cost if there are things rthat were due to mismanage-
ment, things they could have foreseen, that sort of thing, The ICC formula has
never been reviewed since the late 1930's. We are interpleader in a case before the
ICC to review the whole.

Mr. Edenso: I'm not sure if all of you people really understand how tariff
rates are established, or how you arrive at a wellhead value, and the different
variables that go into it. We need some explanation on it.

Mr. Gallagher: Perhaps I could explain it -- how we get through to 1979.
Replacement cost is the price of our barrel of oil, that when it comes on to the
west coast, replaces someone else's oil. We're talking now about the different types
of oil.

There is Indonesia coming on to the west coast and our oil is not substitutable
for Indonesian oll because of the sulfer content. The sulfer content in Indonesian
oil is very mucy like Cook Inlet, .04 to .08 sulfer. It is the same weight and
value as Alberta crude -- very high value crude. Prudhoe oil 1s a higher sulfer
crude, 1.08% sulfer. That is very much like Saudi Arabia, which 1is almost exactly
the same weight as Prudhoe oil.

There is a price differential on the west coast for Saudi crude and Indonesian
crude, because the sulfer difference is about $0.40 a barrel for replacement barrel.
So let's say the Saudi crude for Prudhoe, which is a replacement barrel is $12.80,
We think this price will raise -- lower the world rate of inflation by 1/2 of 1X,

Let's define what we think the world rate of inflation is, Germany, Japan,
and the United States combined, rate of Inflation, and we think OPAC will try to
move that to their price of oil and keep it at that price,
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Presently Saudi crude delivered to the west coast, comes to $12.80;
Indonesia is about $3.20, there is a weight differential.

Tanker rates are between $0.49 and $0.75. We have that price range presently,
and we're talking about 600,000 barrels a day. The price at Valdez is $12.05.
But our taxes and royalties are not based on that price but a value back at the
wellhead.

The tariff has fixed and variable costs. Fixed cost is depreciation and
interest, and thiugs like that and never changes, but some of the operating costs
vary conslderably because of additiovnal pump station. The first year, at 600,000
barrels a day, the tariff is going to be about $5.25; that is the first barrels
that roll down the pipeline about next July. The first barrel out of the tap next
year, we'll probably get $6.70 for it. That is July 1977. The next year when it
starts pumping at 1.2 million, this figure will inflate by about 6%. I think the
tariff at that point will be probably around $4.00. The wellhead at that time
will be $9.35.

There 1s one caveat though. At this point only 500,000 to 700,000 barrels a
day to be taken to the west coast, there is a difference of $2.20; so you subtract
another $0.70 you get an average wellhead price of about $8.65 in the following year.

So that is how we spin off the taxes and royalties. That gives a pretty good
idea of the tariffs we're looking at in the next two immediate years. It is very
important to get an additional refining capacity on the west coast.

Mr. Pihl: I take it you are basing this upon the assumption that the pipeline
1s going to be finished on schedule?

Mr. Gallagher: Yes. I work with Alyeska all the time and they give me theilr
data, I always want to bellieve them, and then *they changc the numbers.

Mr. Pihl: Do you have any credence In the New York analysists estimating the
pipeline is going to be delayed about a year to a year and a half?

Mr. Gallagher: No, not at this point. 1 have nothing to indicate it, Yester-
day I got a delay in shutting down some of the camps. They're going te shut them
down a month later. They have some parts of the line hydrosonically tested which
they're doing this summer. 1 will know by January.

Mr. McFarland: At this time we could ask Mr. Butler to report on the work
they have been doing.

Mr. Edenso: Mr., Butler and White Weld have been working on investigating
other permanent funds. There is a Texas permanent fund, an Alberta permanent fund,
and others and they've been investigating and looking at these funds to see what
kind of organization they have, what kind of structure, how they are put together,
what size they are, and those types of questions. I think they can give us a report
on what they've found, and possibly answer some questions any of you might have.

Mr. Butler: We are more or less feeling our way into this because we don'®
know just which way the Committee sees fit to go. But one of the first funds we've
had verbal communications with and extreme data, has been the Alberta Savings Trust
Fund, recently instigated by the Province of Alberta. This particular fund looked
more similar to the Alaska Permanent Fund idea than uost of the other. That Fund




is financed essentially, exclusively from oil rentals, royalties, lease payments. So
since that fund was established with essentially, monies from non-renewable natuvral
resources, namely oil, that they do want to create a permanent fund to diversify and
strengthen the economy, and they have what sounds like some of the same types of
goals that you do, we have looked into that one to a certain extent.

/8 of this month they transferred from the general fund, $1.5 billion in assets.
That is not currency or government securities. I believe some of it is land and
other assets, but the total value was $1.5 billion and the fund is now operational.
It only became effective last May as far as legislation goes, so they have not yet
made any loans or done any development work, but they have their enabling legis-
lat’on and have the funds transferred.

Generally, they are tr:nsferring 30% of the funds that flow from the non-
renewable resources Into this fund. They have restrictions as to how much could be
used for non-income producing loans, how much can be used for capital development
and capital resources.

We could go into more detail but I think it might be a little premature. Just
to give you an idea, it is 30% of the funds ccming from non-renewable resource
revenues. The total transferred to date from previous Income of those sources is
$1.5 billion. We have copies of the exact legislation that we could provide you
with, given a little time, We have access to some of the discourse that went on
at the legislative level which might be applicable as it is based on a lot of the
same assumptions.

We also looked at the Texas University System Permanent Fund. That fund was
originally established in the 1800's when Texas was still a republic and came through
into statehood.

Basically, that 1- the income received from approximately one million acres of
larnd where there is cattle grazing rights leased out and o1l extracted from under
the ground, That fund is strictly for capital buildings for the University of
Texas -- expansion of the phyaical plant. T don't believe it can be used for any-
thing other than that. It is extremely restrictive. The principal cannot be
committed or touched in any way. If they sell any securities they have to have
income trom the earnings of the funds 1.5 times the interest cost on the securities,
Let's say they borrowed money at 7% -- $20 million or so, they have to have that
covered by earnings from the fund 1.5 times before they can do it.

We have access to their legislation also, Lf that would be of interest to
the conmittee, Those bonds, whenever they borrow in the debt market, they are
rated AAA, and are considered one of the highest credits in the market.

Another area we have looked at to a certain extent is the Government Development
Bank in Puerto Rico. They have raised funds for a great variety of things in the
Commonwealth of Puerto Rico. Telephones, highway construction, developments of
business, etc. Thelr source of funds, though, are atrictly going to the caplital
markets. It Is not funded in any way from resources, non-renewable or otherwise,
revenue, royalties, taxes, so to that extent it is not at all similar to what
might be levelopfng in Alaska. They just go out and borrow and to a certaln extent
they guarantee or partially guarantee the securities, depending on the exact details
of {t.

They have raised, over the years, well into billions of dollars of funds for
these various purposes and are secured by the revenues of some of these -- they

= 1
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build a tow road, a sewer system, or expand the telephone capabilities. In other
cases, the general obligation of the Commonwealth itself.

The State of Pennsylvania is another area we've looked at to date.
Pennsylvania has an authority called the Industrial Development Authority for the
State of Pennsylvania, which has over the years helped business to expand in
Pennsylvania, disbursing some $900 billion, helping to create an additional 166,000
jobs in the state over the same period.

That was started by the State general fund making an initial appropriation
a few years ago in chunks of $30 million at one time, and some more later. This
was all through loans -- developmental loans to business firms. They have income
from the repayment of those loans from which they make new loans. The loans are
intelligently made to businesses that have a chance of making profits, and it is
rather self-supporting. They haven't had to appropriate additional monies from
the general fund to expand the program.

So, properly done, this might be a consideration, where at some point, the
permanent fund would set aside a chunk of money and make loans to business -- of the
type that would diversify and strengthen the economy.

We have also talked with British Columbia. They have done similar in the
developmental area, but they have not created a development fund or a permanent fund.
They have helped ride out the general revenues of the Province, businesses that are
not able to pay for themselves., This has been largely in ferries, railroad, trans-
portation areas, and is just a political decision that they make at the time.

They are helping them to develop further in some cases and just carry on normal
operations, but {t 18 not a separate fund, just an appropriation made each year.

There are other areas out of th: country -- in other parts of the world --
Venezuela -- taken from the World Bank. It is my initial feeling that you would
want to explore everything that has happened in this area throughout the world, but
we should make mutual decisions as to which of these would make :ense.

I wenld be happy to try to answer any questlons.

Mrs. Flelacher: Did you look at Norway?

Mr. Butler: The government of Norway has set up a Crown 011 Corporation and
they have a number of development programs that have been managed by the state,
but they are a part of the regular budget, however, I'm not aware of any permanent
fund or special account being set aside.

Mr. Gallagher: They sound 1llke they are going to get into the business of a
permanent fund.

Mr. Wohlforth: Has your work been involved in any of the other Canadian
provinces who has an industrial development corporation?

Mr. Gallagher: Are you talking about the hydroelectric?

Mr. Wohlfnrih; No. The Quebec Industrial Developmeat Assistance Act. Mr. '
Rhodes and I have worked to some extent on the legislative effort this session
which is patterned on that to some degroee.
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Mr. Rutler: We are aware, partly through Jim, of the existance of that one.
We have not. investigated it as yet, but we will be happy to do so.

Member: There is nothing comparable in any of the provinces to what Alberta
has done, even by way of contemplation. Saskatchewan has given some consideration
of this. Thelr source is more potash than oil, but a lot of the provinces and a
lot of the other countries have set up industrial development banks at one time or
another, uaing sources such as this,

Mr. Wohlforth: I think we are talking about two things. One is a fund which
is a little bit atypical, there are not that many of them. 7Tue other is the concept
of what kind of structure. Is it a development loan bank structure, 1s it something
more typically Lower 48 development authority development that you mentioned, 1is it
international finance corpuration? At some point I hope the committee would get a
clear outline on paper of at least the basic nature of what's happened throughout
the world in these areas. T'm sure we will hear more on it today in relation to
the World Bank and the IFC. It's easy to get mixed up talking in this area.

Mr. Butler: Very much so. There are probably some good and bad points in
each of these types of endeavors. One thing, we were talking very briefly with
Moody's Investor Scrvices the other day and they wanted to know if this was a
"true permanent fund" or a "development fund". In their eyes a permanent fund is
like the Texas permanent fund where principal is to be there permanently and
never risked, pledged, or guaranteed, and the income used in a very restrictive
way. They don't need to know this immediately, but it will make a lot of difference
in those kinds of decisions, how to proceed, etc. Obviously these are some of the
very things the Committee 1s going to be involved in and concerned with,

iffr. Gallagher: That question really goes to quality of the earnings and not
quality of the assets. The quality of the earnings and not so much where you
invest it,

Mr. Butler: No, that's true. But what they were alluding to is the principal
might vary, or parts of it might be committed at some point in time. That would
not be a "permanent fund" by a strict definition, it is more nf a development fund.
They were critical at that point, but it is one which should be considered.

Mr. Edenso: I think Mr. McDowell of Price Waterhouse would like to talk a bit
about some of their ideas.

Mr. McDowell: The potential participation of our firm arose rather informally.
My own responsibilities have included the base and residence in Washinjton to work
very closely with the World Bank, the Inter-American Developme:.t Bank, and virtually
all of the other development institutions throughout the world. There 18, in most,
if not all, developing countries today, at least one development institution.

They are all generally sponsored by the World Bank or one of the other major
regional banks. They are structured in a certain way, and tend to meet some of
the needs that the Governor's letter and other background I['ve had, exists here.
There seems to be a cummercial banking structure strong enough in Alaska to provide
for most or all of the short term credit needs. The State itself, through its
capacity for debt, or for revenue, probably has reasonable resource to take care of
very, very long term flnance of intrastructure, hydroelectric projections or high-
ways, those which we would normally define as a government responsibility, but which
are necessary ingredlents for development.
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There i1s not, however, probably any great provision for medium term capital.
If you wish to see the State develop business and industrial strength and yet meet
other objectives, that is probably a necessity. There 1is probably a requirement

for quite a few businesses that need 15 year loans, where maybe they could get five
over here, and maybe a project could be handled at fifty over there, but what do we
do with the fellow that needs 15 or ten, seven, or even twenty. This is the
questions I raised to Jim. T .sed him what kind of structure is this and he thought

there probably was a gap, and it sounds from the Governor's letter, that there
probably is.

Then, 1f we draw parallels with the international scene, of what is occurring
in developing countriss, Most of them have a commercial banking network., it may be
First National City Bauk or Chase or Bank of America, or maybe a local bauk, but they
have adequate networks in almost every country. The government itself could borrow the
long term capital. They could go to World Bank and get a fifty year loan with twenty
years grace, a very poor country, perhaps at no interest, to build a hydroelectric

dam. It is the secondary investment where they have a gap. In that instance they

have developed finance companies at the urging of many of the international banks.

It fills a need in those countries which may reflect a similar need here.

I feel we have a great deal of experience in the general area of development
banking, among other fields. T happen to personally possess some of the experience
in the firm and I would like to be regarded as a resource to the group and to make

our skills available as necessary.

Mr. Gruening: Where do we get that long term money at no I nterest?

Mr. McDowell: I think your per capita income might be a little high.

Mr., Gruening: What is a medium term loan? Would that include home loans?

Mr. McDowell: Not in the normal context. It might include housing loans, but
it might be for housing as a project, not as a normal single family owned home that
we think of. It depends on the country. There really is a substantial variation.
Most countries do not havea well developed savings and loan industry, but several do;
whether the government runs the savings banks or commercial. Quite often they meet
that need as we define it for homes through a part of the commercial banking system.

Mr. Gallagher: How do the countries go about trying to insulate the long term
funds from political influence?

Mr. McDowell: There are several characterlstics in the development bank model
that helps prevent this, None of them are insulated completely, obviously, from the
politics of the country. First is the establishment of a separate institution.

The governnent owns the stock in most cases but it 1s set up as a separate corporation.

Second, there is a semi-independent board appolnted by a variety of means.
Often they will have a double board structure. First there will be a Board of
Governors which is the policy making group that represents the members, in the case
of an international bank that is owned by various countries, or it represents the
constituencies within a particular country or region. Ti.°n there is a Board of
Executive Directors, who actually carry out the day-to-day operaiinns of the
institutions.

The model, again, is the World Bank. The executive directors represcnt each
of the countries and meet once or twice a week., They pass the final proof on all
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loans and spend the rest of the week studying the documents concerning those loans
that have been submitted to them by the staff.

The third procedure is that there are very well defined project selection and
evaluation, criteria rules, procedures, and systems in the development banks. Again,
they have been refined over the last 25 years or so by the World Bank, but the trend
of techniques they use are quite well documented and quite well known and implies
that a project goes through several levels of screening. It also implies that it
goes through a significant amount of analysis as to all of its effects, as well

as the potential return on investment before it ever gets to the Board.

Mr. Wohlforth: There was a massive study three or four years ago on the World
Bank and it is really instructive reading. One of the impressive things about the
World Bank is that they are a very tough lender. A lot of the under-developed
countries went through a lot of agony before they got their loans, and some didn't.

If it wasn't a successful act it originates from the fact that they were a tough
lender, and still are,

Mr. McDowell: The projects are extremely well analyzed and documented. There
is no default of any kind in their repayment records, after twenty some years. They
have a lot of leverage with the countries because they could cut off any country that
doesn't repay, but still, they do a good job. They are a beaurocracy. They have
6,000 people in Washington running this, their administrative costs are not unreason-
able relative to their lending program, which was $6 billion this year. They have
also served as a model for 200 to 300 other institutions around the world.

Mr. Gallagher:

Pete, will you go into how they use a soft loan program versus
a hard program.

There are different qualifications for each, I think.

Mr. McDowell: Within the World Bank there are four lending programs. One is
at zero rate of interest, one at 4.5%, one at 9%, and the fourth program 1is equity
investments and loans to strictly private enterprise in developing countries. That
ig called the Internat’ uaal Finance Corporation. The other three are all part of
the World Bank itself, with different technical names, but they use the same staff.

In sectors where the payoff on a loan is softer, such as a rural development,
or agriculture development, the best objective is to raise the per capita income of
the farmers. If it is in a country which has a very low ability to pay, they are
normally on a low per capita distribution of income, which means there aren't that
many wealthy people either. There just isn't any type of money, therefore, they
can't afford to pay 4% or 8%, then they will give out these soft loan programs.

I wouldn't say sternly that the standards for evaluation of the project are any
different, I think they are just as tough as they carry it through, it is just that
they don't expect a rural development loan to earn the same rate of return or fore-
cast the same rate of return as you would for a hydroelectric project, wherein you're
going to generate electricity which you are going to sell to users, and which has a
very definitive financial picture. It is quite easy to project what is going to
happen with one of those projects but it 1is quite diffifrult to project what 1is

golng to happen to 300,000 small farmers with less than an acre of land.

So the sume institution, the same people, can get into a variety of soft to
hard lending programs. Again, I cdon't think their standards of evaluatlon vary, but
their standards of expected return are certainly varied. You might differentiate

Alaka, for example, among fisheries, forest products, petroleum, manufacturing --
perhaps six different sectors for the development institution to consider. You may
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well expect six different returns and consider @ subsidy of interest on certain
of these things.

Mrs, Lehr: In the literature on the World Bank, there was some discussion
of the policies of the toughness of the World Bank and the potential real atd
imagined problems of this toughness and the policies of influencing the internal
work, or the policy that the govermment of any particular country might have. Do
you see any relevance of that experience for Alaska?

Mr. McDowell: They are an international institution and they hold this sacred.
They try not to be influenced more than proportionally by any one country. But they
do meddle in the internal affairs of all of their member countries; they do it
deliberately and they do it on the basis of their hope in believing they are doing
right in helping the countries. They go in and insist upon taxation programs,
subsidization programs, price control programs. They will put in as a condition of
the Toan that the government or country change the way it does something, which could
be vieved as a purely internal matter.

They are fairly unique in that way. They are like the United Nations, although
are a little more subtle about it, but they still interfere with iniernal country
affairs, Depending on who your borrowers were, a development institution in Alaska
could have the same power. In trying to help a particular organization, your people
will want to go in and make a few suggestions that are conditional -- the granting
of the loan is conditional upon certain things. However, I don't see that being too
much different from the regular commerclal bank. It acts as advisor in certain
capacities.

Mr. Gruening: That railses an interesting question -- the political control of
the permanent fund. I think we've been talking about the areas and types of loans
but as far as a political structure I think the World Bank has made that a good
example. I hope ultimately we have more political control, not in how the loans are
administered, but ultimately the strategy. Therc has to be some fixation of political
control. In other words, at some point we have to look at what the governing body
would be. 1 assume it is an executive function but it could be set up as an inde-
pendent corporation.

Mr. McDowell: Which the second tier of the {nsritutions are, independent
corporations, stock owned by the government, but it 1s incorporated under the laws
of the country, or in this case, the State, Clearly, it has officers, directors who
are elected by the shareholder while they are appointed by the State government.

But I think you might want to look at several alternatives with the board structures;
one tier, two tier representative of various groups. All the World Bank has 1is a
voard that represents its members, its owners. Each owner has the right to elect a
certain portion of a director.

Mr. Gruening: According to the money invested?

Mr. McDowell; Essentially. Their voting power on the loans is also a pro-
portion of the investment. Again, you're talking about beneficial ownere, at this
time would be all the people of the state but perhaps there is some political way to
come up with the proportionality of voting or directors that would be represented.

Mg. Lehr: Represented?




Mr. Edenso: I think Dona was referring to the terms of the loan. For example,
the small business loan program of the Department of Commerce, conditions are some-
times written into the commitment to make a loan which the borrower must meet or
the loan won't be made.

Mr. McDowell; Right

Mr. Edenso: Some conditions are additional security, or security of a certain
nature to secure the protection of the loan, adequate collateral, terms of the loan
and length of time and dollar amounts.,

Mr. McDowell: The parallels of that kind, requiring specific improvement to a
partfcular institution as receiving the loan are also exact.

Ms. Lehr: I was thinking of a slightly different thing, I think thé¢ Committee
should be concerned with the implications of the type of cntrol and who makes the
decisions, the necessity for public input, coordination with legislative and admini-
strative policy, rather than having an isolated decision making process isolated from
changes in loans.

Mr. Wohlforth: It could be an advisory structure of all kinds of interest
groups, but it seems to me it clearly has to be a bank in concept and operation.

Mr. McDowell: Your Board of Governcrs concept could work. If there is a
belief on the part of the Governors chat agriculture is, for example, its priority is
too low, then they will change it at that meeting.

Mr. Wohlforth: A few years ago we had a conference with an IFC man, the Bank
of America and the Bank of Tokyo. Mr. Gustafson talked with us for several days. At
that time there was no permanent fund in contemplation. But his very strong and
positive advice at the end was, don't create your structure first, don't legislate
a bank, don't adopt regulations. He sald to first identify investment opportunities,
whether or not, i{ a development loan bank were created and funded, is there existing
investment opportunity simply waiting for investment capital or interim capital for
it to function,

I had no way of really evaluating it because I was talking to an expert. He
had been through this several times, and said typically, that is the way these things
have been generated in other places in the world. It seems to be a very important
part of the work of the committee particularly since we are developing an expertise
in the State in the last several years with Native Corporations. We have to
evaluate their experience and certainly they are providing us with a catelog of things
of do's and don't's,

Mr. McDowell: That statement is very well put and probably an interesting
model for later deliberations.

Mr. Rhodes: Pete, are there any countries that have develoyment banks that
are right inside the government itself?

Mr. McDowell: Yes - and No. Development banks are very much under the
political control of the government., The government owns the stock; under the
country's laws they can vote out the officers,

Mr. Khodes: One thing that disturbs me about having something right under the
Governor or inside the State, is not perhaps so much influvenre meddling, as the lack
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of continuity.

Mr. McDowell: In many cases, the banks are set out as relatively independent
‘ institutions. The President's representative in the Ivory Coast, for example, serves
on a board of the National Development Bank. Several people on that board are
appointed by the President. When a new government takes over I'm sure those members
will be changed. The the president of the bank doesn't report directly to the
president of the country, administratively, or in an executive state, he reports to
the board, some of which represent administration.

So if you want to make a State department, then I don't think you're talking
about one of these kinds of models. I dor t think you're speaking of a development
bank. Ynu're talking about something that is much more like a normal function of
state government., If you're talking abeout makinz it semi-Iindependent or quasi-jinde-
pendent, then you're talking about choosing from one of these other options.

Mr., Rhodes: The management structure is decided by the legislature, subject
e
to the Governor's veto.

Mr., Butler: In Alberta, the Investment Advisory Committee of the Fund is the
executive counsel of the province, which is the Governor's cabinet level appointees;
yet if they suggest an Iinvestment the standing committee of the legislature has to
approve 1t and the legislature must then specifically approve the funds going from
the fund for that recommended investment, so the legislature keeps the purse strings
even though the administration may propose the building of a railroad or something.
If the legislature doesn't go along with it no money will come out of the fund for
that purpose. That is one way of a checking balance for the legislature and the
administration kind of work.

Mr. Gallagher: The legislature in Alberta is the administration or the dominant
part, is it not?

Mr. McFarland: Because of the parliamentary form of government.

Mr. Gruening: Just mentioning, the Heritage Trust Fund. I think they divided
it Into three categories, but at least a third of the funds dedicated to non-revenue
producing, or non-income producing investment goes Into capital improvement. In
other wordg, it isn't strictly analagous because in Alaska, all income, direct
a, propriatlions are In the capital fund,

Mr. Butler: Such as a 'nad. Investments in projects whi.h will provide long
term economic or social benefits to the people of Alberta which will not, by their
nature, yield a return to the trust fund. Those are limited In total to 20% of the
investment in the fund by legislation, but tley do fully expect to do some that won't
glve a return,

Mr. Gruening: You could tace the same language and apply it, but it would not
return the highest rate of return to the permanent fund. In other words, there may
be Investments that have a socfal value but stil]l meeting the definition of income
producing. A 1% interest {s income producing.

Mr. Wohlforth: I think that phrase is the most intriguing one. What does '
income producing mean”

Mr. McFarland: 1 think 1t is pretty important that this committee come up
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with a recommendation. This is a political question at this stage of the game of
passing the constitutional amendment, and I think you're going to have to have some
direction how we intend to invest it and where. I think we should give them an
outline of how we're going to proceed.

Mr. Gruening: Of course, it has to pass. I assume the voters are going to
pass it but you might give some thought to when we have some outlines, to make
contact with the public. Right now, of course, it is a very vague concept, and
everyone has a different idea for what it could do.

Mr. Rhodes: TI've been in touch with the Growth Policy Council. They have a
whole series of items being planned. By the 15th of January, 90% of these items
would have met and addressed five major issues as defined by administration, and
five major issues as decided by various regional groups. It would be very critical
of the State's immediate future. I asked them about having an early hearing held
on the permenent fund but they had a rather rigild schedule in mind.

Sn perhaps you want to do something more, but so far as I know there is no
other effort from the administration.

Mr. McFarland: I think there are a couple of dangers. I don't think this
will pass without a lot of work. That is why I think the statements at this stage
are very critical. If the people think there is going to be another layer of govern-
ment involved to pursue this and take over the banker prerogative. In other words,
they're seeing or thinking that, rather than getting reduction in taxes from this,
the money is bypassed into a permanent fund. So I think it will have to be pretty
well defined, hopefully, and the people will understand.

Mr. Rhcdes: 1Is it seriously difficult?

Mr. McFirland: There has been no publicity on it yet, what the legislature
has done. You know, "permanent fund", that sound great, but when the people start
dipging into what it 1s and what it entails, etc., then they will be thinking about 1t.

Mr. Wohlforth: T agree with you, it could very easlly be put into difficulty
if approached from a negative point of view. Hera Is 25% of the largest resource,
then you are belng perman :tly segregated away frum the possibility of reducing your
taxes. I would like very much to see this committee be supplied with some memoranda,
not in great depth or detail on some of the subjects that the consultants have talked
about, but have In mind some of the distinection of what has happened elsewhere,
with maybe a little bibliography so at least we could be up to snuff before the vote
in November, At present 1 would find that valuable.

Mr. Gallagher: There was a voting poll in Fairbanks a month ago on the
permanent fund - it passed °0%.

Mr. Rhodes: You raised an interesting point, I never heard that before. We
run some dangers supposing it passes overwhelmingly, as I expect. It is possible that
1f the public were unhappy with this initial effort, there might be a turning against
the fund.

Mr. McFarland: As I see it, the cost of government is going to increase. The
money is going to have to come from somewhere. There is going to have to be new
taxes levied, ete. On the other hand, until this gets to working and we get some
dollars in dt.....s
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Mr. Rhodes: If the Committee decides they want to bring gome of the issues
of the permanent fund to the public I'm sure there would be no problei in using the
jroper quorum as a means of doing that.

Mr. Edenso: This is just an assignment. You need to realize that the numbers
you saw today are really estimates, when in addition to that your attention is focused
on 257 of the revenues to be received by the State from oil and gas royalties as
well as potential taxes. There is another 757% that will go into the State general
funds. So keep in mind that in focusing only on a portion or a percentage of the
total number of dollars that will come into the State are revenues and taxes.

Mr. McFarland: Well, I'm a political animal, you know. If no one questions it
and it passes, well fine. But if gomebody raises an objection, then eight or ten
different people will have eight or ten different opinions. What I'm saying is, let's
try to develop some palicy that we can come out of this investment committee with that
answers some of the questions that might be brought up, so we're speaking with some
voice, that's all. I don't know that there is going to be any opposition to it,
but T see a lot of loopholes.

I don't think it's enough for this committee to say we're all for the permanent
fund. We need to say we're for the permanent fund because -- we'll be able to get
some money and develop the state, what it will grow to and how much it will contri-
bute to the general fund, maybe ten years or so from now.

Mr. Gruening: I would like to add to what Jim said in pointing out the 25%
of these revenues to be set aside. In a sense they are non-recurring revenues, they're
not taxes -- they're what we would call "wasting assets." In other words, to use it.
I know that people raise the concept of using it to reduce taxes, but in a sense,

the only way you do that is to have a tax base that is other than the average guy
working, and the permanent fund could get into that kind of 1dea. Another response
is, you're taking a wasting asset and using a portion to continue an even economy.
Perhaps when we're talking about the kind of investments we will have to relate that
to the philosphy that we're setting aside a portion of a wasting 3sset, not a tax
revenue, We are selling a part of Alaska, Are we going to try tc keep it here to
develop a viable tax base.

LUNCH RECESS

Mr. McFarland: We will reconvene and at this time we will have a report by
Bob Richards.

Mr. Richards: As I u.dersi.nd 1t, the basic reason for our being invited to
be cn this committe was to provide data on the Alaska economy and to analyze some of
the macro-economic implications of various contempiated activity. But our first
assignment was to brainstorm the full array of investment objectilve options, It is
the result of that brainstorming that I am prepared to report on now.

I must say that our orientation was toward achieving a comprehensiveness and
completeness, rather than a ratlonality and sensibility. 1 sense, frankly, eleven
different philosophical foundations and backgrounds at this table, and I think that
is obviously one of the¢ strengths of the group. But, depending on what one's philo-
sophical bent may be scme of these options may appear a bit peculiar, but I think
it is imperitive that the committee not fall into the trap of implilicitly pursuing a
particular objective.




These options seemed to fall into three general categories. Those options
that had predominantly a social orientation, those options that had predominantly
an economic orientation -- economic from the standpoint of economic development,
and those options that appeared to have a fiscal management orientation.

Option or objective number one would be income redistribution. The principal
objective of the fund would be to serve as a vehicle for redistributing income from
high income earners to low income earners. This would imply a strategy of placing
investments in the safest securities with the income from these investments going
to lower income families on t"e basis of some sort of formula that may resembie the
federal negative income tax formula. Obviously, a considerable amount of actuarial
work would be required to irsure the program were operated so that some day it
would not have to be supplenented by general operating budget.

Objective number two is subsidization of lower income families, Here the fund
would be utilized to guarantee or purchase loans up to certain amounts and for
certain purposes. The program would be structured to achieve this objective so as
co provide financing to families who otherwise would have a difficult time obtaining
funds. An example of this would be an expansion of the State's existing home mortgage
program.

A third objective would be geographic redistribution of wealth. Under chis
objective the fund would invest principally in rural development programs. (We don't
mean to imply that all these nbjectives are mutually exclusive. Indeed, you may
structure the operation of thke fund to pursue one or more of these objectives.)

Under this objective the fuod would make capital available for both public and private
projects in areas that otuerwise would not be able to attract such capital.

This objective tends to fly in the face of a very important concept that I
think we should always keep in mind. Just because the financing is available for a
particular project does not make the project sensible from a long run operational
viability standpoint. I think, particularly looking to rural enterprises in Alaska,
we have to keep this important distinction in mind, that we don't go financing
projects that otherwise would have no long term operational viability.

The fourth objective would be the support of a specific deiignated socilal
objective. For example, the endowment to finance the University of Alaska -- like
the Texas Permanent University Fund.

As we've all acknowledged, directly or indirectly, this strategy represents a
rather dramatic commitment of State funds and it would seem that such a commitment
would have to have some degree of flexibility as it runs the risk of not coinciding
with future social objectives, which some have expressed 1s the case in Texas.

The fifth objective or alternative would be to directly increase or improve the
quality of 1life of all Alaskans through various subsidies., Basically, this would
be the same as alternative number two, except that lower interest rate loans and other
State loan programs would be available to all Alaskans, regardless of income or
financial criteria. There wouldn't be a wealth criteria, there would be other sets
of criteria. Naturally, such a program would run the risk of some rather dramatic
disparity, such as an extremely wealthy individual receiving a State subsidized loan.

The sixth objective or alternative would be the providing of a vehicle to allow
all Alaskans to participate more directly in the economic development of the State
through an ownership position, such as the Alaska, Inc. as pruposed by the Governor.
The creation of a private corporation, the stock of which would go to Alaskans on the
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basis of some sort of criteria. The corporation receiving these revenues and invest-
ing these revenues and having the power to declare dividends on the basis of its
earnings. Again, the legality of such a yehicle certainly opened the question in
astablishing such a program, and it 1s an extremely complex matter.

However, I have had a number of discussions with the Governor on this, also
with Commissioner Motley. There is an intriguing thought here, that some sort of
""general stock ownership plan' similar to the employees stock ownership plan
recently authorized by Congress, be developed to achieve this end. Of course, in
addition to the legal questionability and the mechanical complexity, it seems to
me there are so many philosophical questions with such a program.

The next series of objective alternatives seem to have primarily an economic
orientation. One would be to subsidize small business through the expansion of an
existing loan program. A small business revolving loan fund, the commercial fisheries
loan fund, the tourism revolving loan fund, but in the creation of similar programs,
recognizing that this 1s a subsidy.

Again, this progrim would likely take the form of loan guarantees or purchases
to bring about lower in-erest rates and more favorable return. I think there is
another important point that the committee must keep in mind throughout its deliber-
ations, and that is subsidies only make economic sense if the activity directly or
indirectly induced by the subsidey, generates in the long run revenue to the State
government which exceeds the cost of the subsidy, thereby bringing about a net
benefit to the State. Otherwise, the dramatic logical extension of this is sitting
around with a lot of subsidy programs that really didn't create enterprises that
in the long run could return back more than they took in the way of subsidies and
all of a sudden you are absent a tax base to support the subsidy.

The eighth objective alternative would be to service a vehicle to bolster,
make viable Alaska's traditonal industry, particularly fisheries and forest products.

Such a strategy would iinply a variety of programs, including loan guarantees
and purchases, bond purchases, some sort of industrial bond bank. A direct ownership
of major projects which effects substantially the viability of these industries.

These programs should be pursued only if they sufficiently alter the very structure
of the 1{ndustries So as to create truly viable enterprises, which generate taxes
and other revenues which more than offset the cost of the programs to the state.

As an economist, I think we ought to rid curselves completely of, what in my
mind is the term, 'renewable" and "monrenewable resources'. To me those are
meaningless terms and lead to some rather nonsensical policy decision,

What I'm suggesting is that we invest in Alaska's traditional industry, that we
make a subjective value judgment that we're going to keep those going (the fishing,
forest products) because of the traditional relationship with communities etec, But
not because of the renewable and nonrenewable. You could put all the fishermen in
Katchemak Bay out of work as a result of the oil development that could occur there.
Place that in an endowment fund and pay them and their offspring a very attractive
ir.come for perpetuity. Here is a tradition we're looking at, not the notion of
renewable resource.

The ninth objective alternative is to serve as a vehicle to create a more stable

and a more broadly based economy. This is almost identical to number eight, except
that under such an objective the fund could invest in a whole array of projects,
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not just those related to our traditional industry. Under such an objective the
highest priority would be placed on the financing, either aebt or equity of major
projects that really substantially alters the very structure of Alaska's economy,
thereby the objective bringing about a more stable economy. Examples might inciude
hydroelectric facilities, petro chemical plan* agricultural projects, hard rock
mining ventures, again the major notion here _.ag the magnitude of the project.

The last two objective alternatives fall under the area of a fiscal management
orientation.

The tenth objective is to serve as a vehicle to provide a cushion for possible
future revenue. The money would be invested relatively conservatively, the earnings
would be reinvested separately so as not to be mingled with the fund because of
the statutory problems, in the safest security and the accumulation of such earnings
would be available to fill any gap resulting from a momentary short run decrease in
revenues to the state as a result of cyclical or other factors.

Finally, the eleventh objective would be a reduction in the State debt and/or
the tax burden on Alaska's taxpayers. Under this objective the fund would be
utilized to buy back State of Alaska bonds, reducing the State's outstanding dett,
thereby lowering the interest payments of the State, and improving the State's
bond rating, which ip turn, would lower the interest rate on future bond issues.
Further, such a strategjy earnings of the fund would be utilized to help pay for the
State's operating expenses or for distribution for local governments for their support
of current operations.

That represents the development of a full array of alternatives. At least now
you are placed in the position of having to deal with these matters explicitly. I
think another important distinction must be kept in mind, and is really alluded to
quite clearly in the Governor's letter, that s the very name of this instrument
which the Alaska voters are beilng asked to approve or disapprove, implies the notion
of sustainebility and perpetuity permanent fund. Therefore, it seems to us that the
management of the fund should be in accordance with the intent of the legislature and
the Alaska voters. This would imply a long range rather than short range orientation.

In this regard, 1 think it is Important to acknowledge that relatively often the
pursult of short run social objectives, such as redistribution of wealth, for
example, can be counter productive to the extent that it could undermine the very
factors that are necessary for their long run continuation. Further, I think Lt
should be acknowledged that pursuilt of economic objectives to the extent that they
expand the tax base, for instance, to the extent that the pursuit of economic
objectives expands publ‘c revenue -- the pursuit of economic objectives, then, often
more effectively contribute to the long run maximization of social objectives.

We feel that the pursuit of investment objectives options eight and nine would
seem to most effectively satisfy the apparent intent of the Alaska voters, if they
approve the creation of a permanent fund. That is the end of my recitation of array
of options.

J

Mr. Gallagher: You used the word "subsidization'" -- loans to lower income
families == are you meaning that you are subsldizing if the private sector could
provide the loan at a higher rate of interest? 1I'm not sure how that term applies
when you're talking about loans -- the social goals. You applied it to business as
well, saying that perhaps businesses couldn't get loans from the private sgector,
Are you applying that as well to the home loan situation?
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Mr. Richards: The notion of subsidy arises out of the assumption that wherein
a person who could get a loan from a private sector under a certain set of terms,
but now has this available to him under another set of terms which are more
attractive than the State, then this gap is referred to as the subsidization.

Mr. Gallagher. My idea of subsidization is tied up around ideas of whether
there are any positive returns on long term rate of inflation of you're getting a
negative return in terms of long term rate of inflation.

Mr. Richards: 1 could understand that.

"

Mr. Gallagher: Maybe we're saying something implicit when we say '"subsidy".
example, the veterans loans turned out tc be the State's best investment of the
$900 million. Some of the other investments unnecessarily were busts, but it
wasn't a subsidy in the sense that it produced income on the State's money, so
maybe that term doesn't apply just because the loans might be available at a higher
rate of interest in a private sector.

Mr. Richards: That's because the earnings of the State were met with their
market. There was no opportunity cost to the state for that program.

Mr. Wohlforth: You can't pick out this investment because the State had a
negative rate of return on $15 million in theilr portfolio, therefore there is
$100 million positive if you compare it to what the State could have received on
market FHA/VA loans. There would have been a gap of from 2-1/2% to 3% over that
period of time. There is a demonstratively loss of income. The social benefit of
assisting the veteran to get in.a home cheaper 1s another question to me.

Mr. Gallagher: I don't know that it is as much a subsidy as a combination of
gocial and economics,

r. Richards: 1 purposely used the term "subsidy" because I think we have to
recognize what we're doing even though the socilal benefit may exceed the cost of
the subsidy. I think we have to really recognize what is going on.

Mr. Edenso: I missed your discussion on the subsidy, but Lt seems to be one
of the key words and "opportunity cost", The immediate visibility of a loan program
which the State has called the veteran's loan only returns 7% immediately, but those
funds turn over within the State. They go Into the banking system, into labor and
wages and material. So 1if you assume that the turnover to be 1-1/2 times or twice,
there is a greater economic benefit than meets the eye.

Mr. Richards: That's what I'm suggesting. 1I'm saying that if you enter into o
subsidy program it should be done in such a way that the net social benefit exceeds
the net soclal cost.

Mr. Gallagher: I would also like to point out that if we had to sell those
veterans's loans in the last two years it would have been at $.75 to a dollar or more,

Mr. Gruening: The point 1s, the inclusion of all the subsidles, including
the seefing up Alaska traditional industry, everything except maybe financing data or
equity, all major projects, wiat you're giving them is a lower rate of interest
because 1t makes the initial cost lower.

Mr. Richards: You are right. The public sector subsidizes the private
sector all the time. Highways, the post office, etc. The issue at hand is that the
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effect of the subsidy generates a return that exceeds the cost.

Mr. Wohlforth: I think there are modes of efficiency, a subsidy context, the
Housing Finance Corporation being an example, where there is leveraged financing,
over $100 million of mortgages purchased at below market rates, financed on a
leveraged Lasis on the tax exempt market throughout the country. The State subsidy
has been a purchase of mortgages to the tune of 20% of the financing, which a 100%
bond financing, external to the State of Alaska. So there is a subsidy, but a sub-
sidy which is quantifiably less and achieved on a leverage basis.

Mr. Rhodes: One of the problems in Alaska in calculating this cost benefit on
a subsidy is the tremendous leakage from our economy, high amount of import, 1if we
had been a separate country. A lot of people are a little too quick to assume that
the cost of the subsidies are offset by benefits. Not that many local dollars finally
gtay in the Alaskan economy.

Mr. Richards: But it would seem that under some of these objectives, projects
could be invested in that would help reduce the leakage.

Ms. Lehr: I would iike to make a related point. We're talking about subsidies,
one a year -- your first possible objective was income redistribution. I think
we would have to be aware of one thing, is that all of these have income distri-
bution effects.

Mr. McKinnon: Did I get the impression that yuu've got investment in sus-
tainable and nonsustainable resources? Did I get the impression that you thought
investment in sustainable resources was not necessarily the optimum use of the
permanent fund?

Mr. Richards: No, I think you could invest in forest products and fishing
industry. I think the maximum long range soclial benefit would be achieved by
Iinvesting in dams, power distribution centers, transporation systems, ports,
aluminum plants, because those are the things that generate continuing sources of
revenue for the pursult of social objectives.

Mr. Grulening: You could reuse iron, but once oll is consumed 1t is gone.
Why would you build a hydroelectric plant unless ultimately you had to find some
source of power other than burning oil? In other words, because it is a limited
resource, eventually you're going to have to have a total substitution of oil as
a major source of energy. So I agree that hydroelectric may be a viable project,
but on different grounds -- a good project for the permanent fund to least look at,
because we're going to have to look at some different energy sources.

Mr. Richards: T don't propose that because we have to be fearful of an energy
supply, I propose it more as a cost element, Further, it may be an alternative to
let the oil Flow. Sell hydroelectric power to Western Canada and the Unlted States.

Mr. Gruening: 1If oll were truly a renewable sustainable resource, it would be
the chief source of power. It's going up in price because of the shortage, isn't
that a correct analysis?

Mr. Richards: In terms of its current market situation, yes, but I don't like
to get into these discussions,




Dr, Logsdon: I think the things we call renewable resources are not renewable
resources at all, but are industries that use renewable features. This is very
confusing.

Mr. Gallagher: Timber is only a renewable resource in Alaska every 90 years;
mining, if there is enough mining acitivity, it may be a renewable resource for a
good 300 years.

Mr. Waldock: I think Bob has some very valid points for the application of
this permanent fund, Where this money should go, I'm not in a position yet to make
a valid judgment. If you wanted to pin me drwn to any areas, I think I would have
to go back to Puerte Rico's thought, or the World Bank's thougit, which is basically
the same premise that Bob Richard's idea is. I think what we have to do is try
to find out what the majority of this committee wants, and hopefully we will prepare
ourselves well enough so we could inform the public of some of the ideas so that it
will pass the voter's approval in November.

Mr. Gallagher: One of the things Bob missed is that we have $200 million of
a permanent fund already located in the treausry, and by transferring that asset
out of the treasury you could get the general fund back into its more traditional
role,

Mr. Wohnlforth: Opntion number eleven refers to reduction of the tax burden,
I suggest there is an alternative tactic within that strategy, the possibility of
focusing their attention on enhancing financing vehicles such as State general
obligation debt through a pledge of enforcement of funds, this is possible. A
leverage concept rather than the purchase bacl: of that, attempting to see if our
debt can't be strengthened and command lower interest rates.

We are in the configuration of issulng $120 million of State debt a year,
local government, and other state agencies are pushing us up to probably somewhere
in the $250 to $300 million range. Otherwise, I'm very much intrigued by the
suggestions about major intra-structure investment. The whole question of actual
investment possibllities and sources 18 one where a real intensive study has to
go forward. We look at the Native Corporation. In the last two or three years
with access to large amounts of money (I'm not involved with a Native corporatin)
is that they are mostly investing in existing enterprises. Is this the matter of
choice by them or is this the assessment that venture capital enterprises in Alaska
are relatively few. I think this 1s something we have to direct our attention to.

Ms. Lehr: I think it is a little early for us to say what we think would be
fine {nvestments, although there are some knowledgeable people here. T think there
needs to le some investigation on how much capital, how much investment the Alaska
economy can usefully absorb on a short run. Whatever type of investment we under-
take has a myriadof policy and traditional implications and we get some general
ldeas of what is possible to make reasonable decisions.

Mr. Rhodes: A good number of people agrees with the permanent fund concept
because 1t keeps money from reaching the State budget. A number of leglslators
told me they actively supported the veterans loan pregram, not because they thought
housing was a crucial problem in the State but 1t was all money that was beyond the
reach of the beaurocrats. [n Alberta they accommodated that sentiment by requiring
some 20%Z to be held in gov:rnment money mark~ts,

Member: The Venezuela fund was principally organized to keep some 25% or 30%
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of their oil revenues out of the money supply initially in order to control and avoid
the enormous inflation and that led to policies toward investing thelr money exter-
nally. Meanwhile they buillt up an enormous series of objectives which clearly
include all the other eleven that Mr. Richards dealt with, all of which are objectives
of the fund. Some additional ones that reflect its sovereignty is that part of

the fund will be invested in Latin American banks, development banks. Part of it
will help support the prestige of Venezuela and the world economic ventures. But
development issues are that they literally are going to attempt to redistribute the
wealth, they're going to try to subsidize the poor people, they're going to try to
get parts of their country that are ignored by enterprise, to suddenly have enter-
Prise developed. They have parts set aside for education and parts to develop
technology. Just about all of these elements, and one major one, is keeping the
money out of the money supply until the economy could hardly stand it, by investing
1t externally.

Venezuela is an interesting situation. We probably intend to spend a great
deal of time in the future discussing what they have done right and they've done
wrong, where their pitfalls have been, because I think there is a lot to be learned
there. It 1s a situation closely related to us in the sense of the source of revenue--
oil. Theirs is an ownership, ours 1s an ability to tax, and it's not completely
digsimilar.

Audience Member: There are two ways to create money. One is to earn it as
Venezuela 1s doing and one is to print it, as Brazil is doing. Even though Brazil
geems to be managing in a different way, it is certainly not what Venezuela wants.

Member: Partially, that is because of some administrative way to hang up some
people changes and politics that might be avoided in a non-Latin American situation,

Unlike what is proposed here they are talking in dollar amounts and are determined
to go in there as opposed to percentages.

Mr. Gallagher: Is it keeping down the rate of inflation in the country?

Member: It has to. If there were $3 billion more in a single year flowing into
that economy, the government accounts for something or 80% of the gross national
products in Venezuela, so you could see the impact of an additional $3 billion,

Member: Saudi Arabia has done pretty much the same thing. White Weld is
a technlcal advisor and this is an assignment we took on in November 1974, and have
renewed annually since. They admit there are tremendous flows of dollars in their
gcant experlence and they need all the outside help they can possibly get. They
hirrd us and we have three representatives there on a permanent basis. They also
hired Bering Brothers Bank in London,

Our job for them is simply to advise them on the enormous investment oppor-
tunities -~ most of the income in Saudi Arabia unlike some of the other countries --
is the central bank, the loan producing properties., We're talking about the excess
cash flow of approximately $2 billion a month in Saudi Arabia. Prior to the tripling
of the price of »1il it was still an enormous $7 = $6 billion a year, most of which
nas been aeposited in banks around the world, with some exception.

Saudl Arabia 1s set up so they have five objectives with their dollars. Number
one is internal development. Taking whatever dollars are necessary to improve the
quality of life in Saudi Arabia, and to improve it in perpetuity so the investment
is made, and whether we accept the terms or not, resources which are sustainable and
those that are not.
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The second investment purpose is in the non-oill producing Arab world in loans
and guarantees., Thirdly, in the undeveloped world outside their world, where they
have done very little and probably will do very little in the future.

Fourth, if the investment in government bonds, buying treasury bllls or
bonds of the U. 5. CGovernment or the French Government or any number of other
governments in the developed world, and lastly !avestment in non-goverament, buying
honds of corporations and at some future time L.ivesting in common stock of

corporations. That is not comtemplated at present.

Dr. Logsdon: I would like to comment on the public's understanding of the
permanent fund. We were discussing that maybe we should invest in a stocking
factory or mattress factory so we would have something to stick all developers into.
That would be one fora of permanent fund. People may not think in verms of develop-
ment bank, but they io think in terms of putting their savings in a hkuink. Maybe
development bank ir the wrong terminology. The World Bank does not . . .

Member: +he real name is International Bank for Reconstruction Development.
The short te-m is World Bank.

Dr. Logsdon: Then maybe we should have an Alaskan Development Bank, but give
it some other name by which it could become known. Another thougiht I had was that
since wealth only is created by change in resources, rot resources themselves, but
the change In either form or place, in order to avoid a boom and bust there is only
one way, that is to broaden the economy based on resources, based on change of
resourcesr,

Mr., Pihl: I think we have a 1ot to work with. I view the whole program as
one of managing assets, My own preference would be fishing. Another would be

emphasis on increasing the standard of living, helping communities with projects of
development.

Mr. Rhodes: If the State of Alaska were to set up a wine industry in Nome,

————

made greenrHusea, import the grapes,that would diversify the economy.

Mr. Rirhards: You engage in those enterprises, which in the long run, Alaska
has a comparative advantage. However, that is really not answering the question.
Taking the case of a petrochemical plant, nevertheless, Alaska has no comparative
advantage at the present time or even in the foreseeable future In the petrochemical
industry. However, the construction could be subsidized by low interest rate loans,
glfts of property, to make a petrochemical plant viable. If the existence of that

plant then generated ancelary activity, that may in fact bring about a continuing
viabilicy.

Mr. McDowell: The dollars spent for those products remain in the State a bit
longer, then perhaps a secondary tertiary benefit will provide enough to accomplish
something.

Mr. Wohlforth: Any development loan bank that is created would be able to
invest either on an equity or a net basis, only a percentage of a given project, the
discipline afforded by the necessary other private source would be a break in safe-
guard on the efficiency of its investment.

Mr. Richards: There would be practical limitations on the amount of debt that
could be invested and those would Le governed by ."e market. If you looked for
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external sources as well, the amount a development bank would invest in an equit
1s what you would be concerned with. You certainly don't want to own it ali,

even though the public might own the development bank.

Mr. McFarland: I think we better set up some priorities. This iund we're
talking about, basically, is going to go in income producing -- the income produced
will go to the State, the principal will remain with the fund. In investing this
fund, we have long range goals that will develop a broad range economy, also some
short ones, such as mortgages. There z2e others available, but you have to make
the decision 1f you want to shut off any outside capital. I think you have to do
something that the people see that there is a need., That could be mortgages,
and the second might be promoting the bonds, etc.

Mr. Gallagher: We talked about the role of the permanent fund, we should now
talk about the structure —- how people view the structure of the permanent fund;
some of the drive lines that might go into making sure that all the processes, all
bases have been touched in malting loans. What sort of structure is best to keep out
unwarranted political influence. Not that political influence is bad, but the
proper political influence in a policy direction.

Mr., Wohlforth: It seems to me the problem in Alaska is quite different from
the problems in South America have been. We are a highly democraticaily oriented
state with a maximum personal access to our legislators. I am speaking ‘rery frankly
of my own point of view, with people having expectation and in many cases the
rcalizatlon that they can get to a legislator and talk to him and achieve a result.

I think where there is a problem or an opportunity, we willi have to recognize the
structure  of a developmnent loan bank. If you will contend with this issue in a
democratically oriented society you would have to face the very realistic fact that
in Alaska a borrower for business would feel that he has an entitlement to a parti-
cular loan and would want access to that. Within that context, you could build an
efficient development loa~ bank. Please don't take what I say as making a value
judgment.,

Mr. McKinnon: North Dakota has a state bank. British Columbia has a state
savings and loan and I imagine they have gone through the same problems. It would
be Interesting to look at their experience, see what safeguards they have built into
their systems.

Mr. Wohlforth: The North Dakota bank is still pretty small. It's not a big
operation = more a crop loan operation.

Mr. Gallagher: That bank has {nvested in things that make sense in North
Dakota. I think it has mostly invested In guaranteed loans by the Federal government,
SBA sort of le ns.

Mr. Wohlforth: I think the representatives and politiclans can have real input
because each one of these develops in a different social political context. The
South American countries have real dictatorships. 1It's got to be difficult to run
an efficient loan program there. In Canada you've got government respect.

Mr. Gruening: You were talking about areas where the permanent fund could
invest. I have trouble thinking about the management aspect without thinking about
gome of the areas that might go into it. 1 think Mr. Barnes mentioned the savings
portion of {t. I think, at least in the initial decade, the permanent fund shouldn't
devise methods to put this all into long term investments, There ought to be some-
thilng to take care of that cyclical problem or the problem that is unforeseen.

“2%




O ; AL ANV ) [
e Calivien L i R S
: " }

One of the criticisms of the permanent fund is the dedicated fund. If there
is a portion of the fund which i1s made and just held as other state investment,
there already 1s a statutory theme for desvising it, so it is liquid. Then the other
is probably a substantial area. I immediately fthink of the traditional resource
development, fishing and timber, but maybe there are other areas that there is a
comparative advantage because of some other source of power or something,

Mr. Gallagher: If you wait and only talk about management until you've got
what you invest in -- even before you decide what you are investing in, you have to
decide what the goals are. I think some of the management structure is tied in, and
the process you go through to insure you deliver that product out the other end
in some sort of coherent fashion that would have an adequate structure to meet a
variety of things that may come to the future. If you predispose that we are
going to have a veterans loan program then you don't need a management structure any
more than you have right now. If you want some flexibility for the future, you are
going to have to design it at this point,

Mr. Gruening: If you find that Alaska has no comparative advantage over anything,
that solves your problem about economic investment. They are all social in nature.
Like the Alberta Heritage fund. They divided it percentagewise into area. I think
before you could establish the percentage you have to look at what is available to
invest. The e:onomic aspect of large projects are not something that are feasible
and in the near future you're looking at the social area. I'm not making any con-
clusions yet, just wrestling with an approach.

Mr. Wohlforth: 1 agree. I think, just for purposes of talking out load, it
might be that a structure was created, a board appointed, and a positive dictate,
" . not to invest in anything for a year's time, until these questions are answered.
I think you have to approach :his without presuppositions as to what types of invest-
ments are necessary. Certainly, a glant hydro project, as large as this fund might
be, would literally eat it all up in four, five, or ten years.

Mr. Pihl: The resolution says at least 25%. How 1s that percentage going to
be set?

Mr. Gallagher: The legislature has the authority to go with a number less or
greater than 25%, Maybe we should talk about how this investment advisory committee
should work, In the Governor's letter he asks the Department of Policy Development
Planning to bring to this committee some of the Governor's ideas on Alaska, Inc.
Where would the committee like to go from here in the way of consultants? We have
consultants here. What are the questions you want to know that will help us define
their mission here,

Mr. Wohlforth: Whether they see it a tough priority study issue, the question
of potential investments in Alaska and what the nature, aize, composition, etc. I
would also like to see a little more definition on different types of structures,
and what they mipht feel -- at least suggested range of structures in Alaska «- I
gu2ss I'm saying I want them to do our work for us.

Member: 1In that regard, we intend to provide this committee with a detailed
analvsis of each of these funds, and comparisons can readily be made.

Mr. Wohlforth: I would be interested in what the northern countries such as
Norwar, Sweden, etc. have done, 1Is there any case studies on nations In geographic

areas that are more analagous to ours than Puerto Rico?

Member: Absolutely.
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Mr. Edenso: Apparently the public does not know what HR-39 says. HR-39 says
the permanent fund's principal may be invested or will be invested in income earning
projects, opportunities, or investments. That pretty well states what the permanent
fund will do. I can't see any person voting for or against a permanent fund without
understanding what they are voting for. We understand there will be 257 oil revenues
and royalties -- oill revenues set aside for a permanent fund which will be used to
invest into different income earning opportunities. Something should be done about
educating the public,

Mr. McFarland: What are the present sources? Did I hear about $120 million
a year?

Mr. Edenso: The veterans' portfolio is $110 million and it would run about
$50 million annually. That money 1s coming from the general fund. It is mandated.
Any loan chat _he veterans make the Department of Revenue has to purchase the paper.

Mr. Gallagher: The pension funds are $290 million in size; we have $80 million
in loan mortgages, about $20 million of that is in commercial property and $60 million
is in dwellings. The pension funds will go from $290 to $350 million in size by the
end of the year. In the general fund there is $450 million, $110 million in
veterans loans. We have anocher $20 million in ASHA loans and purchases of AHFC., We
have $27 million long tern deposits with banks in Alaska and they will start running
in 1981 through 1985. That was part of that 14 year program. We have $9 million in
fishing loans; $5 millicn in agricultural loans; $200,000 in Native Corporations,
and $8 million in municijal loans.

Mr. McFarland: We really don't have any problem of where we're going to put
our money until fiscal 1978, is that correct? I think this committee should take a
position for or against a permanent fund. That might be a place to start.

Mr. Wohlforth: I move that the committee support the amendment establishing
the permanent fund,

Mr. Gruening : I1'll second that.

Mr. McFarland: Moved and seconded. Any discussion? Any objection?

Mr. Gruening: What do we tell the public, aside from the fact that we support
the fund. I get the feeling, even though a lot of legislators will want to act on it
right away, you're looking at least two or three years before you have enough to get
into anv of these areas, the social cr just purely economic.

Maybe one of the recommendations, aside from just a broad general area that the
fund could have multipurposes is that the leglslature may take more than one sgession
to look at {it. T think it would be a political mistake to devise a lot of things
that may not agree with what the people have in mind. There is also another area
that 1s interesting. What do you do with the income that it says will go into the
general fund, that was how it came down from the Governor, unless otherwise provided
by law, which would enable the legislature to either dedicate those revenues for the
specific purpose or to require them to go back into the permanent fund, or to have
a dividend check to every Alaskan.

Mr. Gallagher: When you actually look at Alaska, Inc. wod look at what is
meant by Alaska, Inc., you are really talking about not the investments that go into
the bank itself, but about the income that comes off the fund and how you could use it,

Jim, do you have any comments?




Mr. Rhodes: I would say, with the staff work that I see ahead, it is going to
run some four to six weeks. I can't see any further than that.

Mr. Edenso: 1 find the Governor is anticipating some sort of legislation.

Mr. Rhodes: That was on the other side of seeing how large the job is.

Mr. Gallagher: Administration has two jobs. The consultants having to do the
industry study question will probably be worked out in the next four to six weeks

with legislators as to just how we go about developing those industry studies. We
will come back to this committee with some sense of direction on that question.

Dr. Logsdon: Is the Growth Policy Council looking at these figures on the
permanent fund, or state royalty income, or anything like this?

Mr. Gallagher: No, I don't know what their exact topics are.

Mr. Rhodes: No, I was told the permanent fund will be one of them.
Ms. Lehr: It is certainly considering the permanent fund as one of the issues.

Mr. Edenso: My other job was investment opportunity, the potential for a bond
fishery in Alaska. That seemed like a natural for something like the permanent fund.
You couldn't ask for better timing. Passage of the 200 mile economic zone bill in
Congress, and becoming effective in March 1977 changes the posture of all the people
fishing out in the ocean.

Alasks has the opportunity to begin harvest operations of a total potential
production volume of between 400 and 600 million pounds of fish. For example,
Japan imports are catching 80% of its consumption of fish within a 200 mile economic
zone off the State of Alaska. That 1s a substantial catch. Alaska could benefit
from that. You would also have management capability over the resource; it is
labor intensive, but it is also capital intensive.

Mr. McFarland: I think we need to get into the swim of things in Kodiak.
All the bilg fishermen in Kodiak send their money outside.

Ms, Lehr: I think you might have a good investment idea, but I think instead
of talking about specific investment we should wait until the committee has the
information on which to evaluate,

Mr. Wohlforth: We can't help but speak of specific investments., My pitch is
that we indeed address the specific problems first.

Mr. Edenso: The question is put to you, then., Where are Alaska's major
industries?

Mr. Richards: 1 think when you look at potentials you have to give that a lot
of thought. For example, there is crude within the State -- very seriously considering
a steel mill, because of the avallability of natural gas and raw material,

Mr. Edenso: If you can't approach it from that direction how about approaching
it from the kind of vehicle or organizational structure that you might contemplate.
What kinds are available, what kinds have been used? As you picture it, how will
funds flow through the State to finally arrive at something called "permanent fund.'

Shi




DPr. Logsdon: How many more people wouid it take in Revenue to handle the
permanent fund as a separate entity?

Mr. Gallagher: I don't know. If you made vacation loans it would take about
500, it depends on what sort of investment you are investing in, whether it is short
term or a small ticket item. I think the Small Business Loan has five loan officers
and five loan secretaries, the veterans loan has 27 people.

I think that will pretty well wrap things up. We will not set a meeting until
we get some sense of readiness by the consultants. Jim will develop a paper and
circulate it to the committee. Maybe it could be something that could be put out
to the public before election time, I don't know if we will hold the final approval
on that until after we meet the next time or we circulate it and get everyone's
comments and then move.

J

I assume there is a need to get it to the public twenty or some days before

the election.

Mr. McFarland: Any other business? If not, we'll adjourn.

Meeting adjourned at approximately 4:00 p.m.

Executive Secretary

ATTEST:

i




CERTIFICATION

I, JIM EDENSO, Executive Secretary of the Alaska State Investment Advisory
Committee, hereby certify that the foregoing Minutes of the August 26, 1976
meeting of said Committee duly called ani held at Anchorige, Alaska, on said
date, are a substantial verbatim extract of the recording of the proceedings of
said meeting wiia deletion of insubstantiai matter and changed only to clarify

the statement.

%7%&_
«<~——7J1im Edenso
Executive Secretary
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ADDRESS TO THE STATE INVESTMENT ADVISORY COMMITTEE
BY STERLING GALLAGHER, COMMISSIONER OF REVENUE
OCTOBER 13, 1976
I. I would 1ike to welcome you to the second meeting of the State Investment
Advisory Committee concerning the establishment of the proposed Permanent Fund.
Tha last meeting served to introduce the new members of the Committee and to
initiate the process of establishing the Permanent Fund. This meeting will allow

the Committee the opportunity to begin evaluating the work currently being under-

taken by the Consultants for the Permanent Fund.

Bob Richards will further describe the State's economy b?¢providing a

sectional analysis of each segment. His input will allow the Committee to begin

focusing on the potentialinvestment uppoﬁfﬁﬁ?ﬁi§§ available in Alaska. Information

of this nature will be useful for considering investment policy.

Price Vlaterhouse will present their report on the organizational structure,
management and control of existing funds which currently undertake the administration,
management, and investment of large development programs. Their report compares
the characteristics of funds which are similar in nature to the proposed Permanent

Fund, e.g., the limitation which permits only income earning invesuments.

White Weld & Co. will present their report on existing permanent funds.

Characteristics of these funds will be reviewed and outlined for the committee.

II. The Governor has asked the S.I.A.C. to actively pursue the establishment of
the Permanent Fund. This committee was expanded to include a broader base of
Alaskans to provide a greater breadth of ideas and input for establishing the

Permanent Fund.
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There has been some concern expressed in the new media that the SIAC has
become a "powerful board." This is a basic misunderstanding of the SIAC. The SIAC
is mandated by statute to advise the Commissioner of Revenue on investment policy for
the State's funds. The use of the SIAC for the Permanent Fund is an exception and
the expansion is intended to be temporary. Upon the event that the Permanent Fund

is established it is anticipated that the SIAC will return to its previous status.

I1I. There has been much concern expressed concerning the goals of the Permanent
Fund. Let me share with you at this time my view on the potential goals of the
Permanent Fund. Briefly, I see three major goals of the Permanent Fund:
1. The Permanent Fund could have as one of its goals the strengthening
of the State's economic base. This could be accomplished by adopting policies
(u”vﬂElJfor the investments which tend to stabilize the economy - a flattening out of
the so-called peaks and troughs in the economy. Investments into renewable

resources using non-renewable resource funds will help future economic conditions. -

employment opportunities fdﬂ more A1askan§;;25he benefitgaof the Permanent Fund

Policies which tend to reduce the seasonality gf employment would provide greater

should reach a broad populaticn base of the State.

2. A second goal could be to provide assistance in the area of community
development. This idea falls within the broad population based concept. Assistance
in communication development, housing assistance and cther socially related programs
could be goals for the permanent fund.

3. Finally, a third goal could be to support the "savings account" concept.
This would affect the economic growth of the State and allow for greater selectivity
and par ticipation in future development. Additional benefits would be derived from
direct earnings received on the funds. Finally, this could provide a "cookie jar"

for the cvccasional rainy day.




IV. Many people have expressed concern for safeguarding the funds. There are
many ways of developing safeguards and some of these have been traditionally used by
other organizations with similar responsibiiities. Safeguards are generally provided

procedurally through the management and control of the organization.

Management provides safeguards by building checks and balances into the decision
making process, e.g., a loan committee in a bank; limited lending authority; banking
and cash handling procedures, etc. A further control is the use of generally accepted
accounting reperting and auditing procedures. Annual audits are very effective check
on management activities which enhance greater control procedures. Further, public

reporting requirements on a regular basis greatly inhibit the misuse of funds.

V. A brief review of our activity will establish that there is a —2jor effort by
the State to establish the Permanent Fund:
1. The cooperacion between the administration and the legislature
to establish the Permanent Fund.
2. The use and expansion of the SIAC as a iuman resource pool to
develop the Permanent Fund.
3. The hiring of consultants to provide research and data relevant
to the development of the Permanent Fund.
4. The use of the public forum, the Alaska Growth Policy Board, to

carry the dialogue of the Permanent Fund to the general npublic.
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STATE INVESTMENT ADVISORY COMMITTEE
WORKSHOP MEETING NOVEMBER 16, 1976

Minutes of Workshop of State Investment Advisory Committee,
held on November 16, 1976, in the conference room, Department of
Revenue, 509 West 3rd Avenue.

In attendance were:

Eric Wohlforth

Dennis Waldock

Jamie Love

Dr. Charles Logsdon

Jim Edenso

Commissioner Sterling Gallagher
Mr. Jim Rhode

and others

The meeting was specifically called to considex the structure
of the entity to be developed by legislative enactment for
administration of the Permanent Fund.

1. Dr. Logsdon read a paper which outlined certain
issues to he considered in developing a suggestnd structure.
He noted that there should be accountability of the board
or boards, but that the boards should be free from political
pressure groups. He suggested initially a board structure
with the Legislature sitting as the primary board to consider
policy. In addition, he mentioned the desirability of a "secondary
board" also to determine policy matters and a executive board to
administer the specific investment programs. The issue whether
the structure should be within or outside of state government wvas
discussed, and it was noted that a structure developed outside of
the existing state government would insulate the administration
of the fund from political change through elections. The
question of management of the fund and where operating money
is to come from was discussed. Under this heading the question
of either direct appropriation by the Legislature or permitted
use of fund income for operating expenses was noted.

2. The suggestion of a policy board along th= lines
of the Price Waterhouse suggestion of a citizens board was
rejected since such a policy board, it was felt, would have
too little power and oversight function. It was noted that
there should be a separation of policy and line functions
in that the Legislature was a policy making board in fact.




Mr. Gallagher noted the World Bank policy cf sector analysis

in making loan determinations. Mr. Love noted the desirability
of two boards below the Legislature which would provide in

his view both double accountability and a proper check and
balance.

3. It was determined that there should be a closer
examination of the existing state loan programs, such as the
Veteran's Loan Program, the Tourism Loan Program, the Small
Business Loan Program and an evaluation of the effectiveness
of there programs. There were queries as to the existing
managen nt structure of state loan programs.

4. After considerable discussion, it was determined
that there should be a policy committee, composed of two legi-
slative members, two cabinet officers and seven members of
the public. The policy committee would be Alaska residents,
appointed by the Governor, subject to legislative confirmation,
if this is constitutional. All the members would serve four-
year terms (initially staggered), and would be removable for
cause. The functions of the policy committee were outlined
as follows:

(a) to perform sectoral analyses in areas of the
Alaska economnmy.

(b) to provide financial audit and operational
analysis as well as program cvaluation.

(c) to provide an annual report to the Legislature
and to the public.

‘d) to provide for an annual budget of the opera-
tion., of the fund.

(e) it was not decided, but suggested, that the
policy committee have loan approval authority over loans
of certain amounts.

(£) the policy committee should develop a program
for its subsidiary management bhoard.

5. The policy committee should hire and fire
the chief operating officer. It was suggested that the chair-
man of the board who would be elected by the board itself,
possibly have a specific staff to perform sectoral analyses.




6. It was further determined that there should be
an in-house staff developed with minimal reliance on outside
staff.

7. The management board and its composition were
next discussed and it was determined after much discussion
that the management board should number five including the
chief operating officer, and the four other members should
be appointed by the policy board. The management board would
meet perhaps as infrequently as every two vweeks. It was
determined that a policy board member should not sit on the
management board and the two entities would be distinct and
separate. The function of the management hoard would be approval
of loans or investments. It would further exercise loan evalua-
tion and supervision.

8. It was determined that the term "investments"
meant marketable money market instruments and that loans con-
stituted =verything else.

9. The chief operating officer who would sit on the
management bhoard would have complete control of the hiring
of staff and the setting of salaries. The staff would have

at least four separate functions which would include a) internal
audit, b) post audit, c) dishursement and, d) loan supervision.

It was recognized at the meeting that the tentative
structure suggestions were made in the context of a development
bank type proposal. At the end of the meeting Mr. Love suggested
that the next meeting should concentrate on the necessity or
desirability of regionalization of the fund, that is whether
regional institutions should be established by legislation to
promote oxr veto loans within the particular area of the region.
Mr. Wohlforth mentioned that in his view, the activity of the
permanent fund board should be directed through existing political
institutions in Alaska as far as possible. He noted distinction
between public loan programs wh2re there perhaps should he
complete control and approval at the local level, and private
developiment loan programs where such local control might or
might not be desirable.




January 27, 1977

Hugh Malone
Sterling Gallagher

From: James Love

SUBJECT: SIAC Permanent Fund Proposed Legislation

NOTES ON THE PERMAMENT FUND BILL

page 2. Section 37.13.017 (5) limits the permanent fund from making
investments in areas where private capital is available, Naturally,
those areas which attract private capital are the best, offering the
highest rates of returns at the lowest risks. The effect of this
limitation is to force the fund into soft loan areas. The fund
should be able to compete in these areas.

page 3. In Sec. 37.13.030 (b), the president of the fund, who is
really its executive director, is made the chairman of the policy
board. In my opinion, this makes the staff person too powerful, and
diminishes the power of the board itself. I feel very strongly that
the chairman of the policy board should be chosen by members of the
board, from their own ranks, if they are meant to be a strong group.

rage 5. Sec. 37.13.070 states that the president shall have the

sole responsibility for bringing investment proposals to the invest-
ment committee for a vote. I feel strongly that any individual or
business should have the right to demand that their proposal is

taken before the committee. The president should not totally control
the flow of proposals to the committee, although she should have the
ability to recommend against proposals sent to the committee against
her reccmmendation,

page 5 Sec. 37.13.080. There is no reason to exempt the permanent
fund from the Ixecutive Budget Act, except to remove it from normal
review of government programs. If there is a concern that the Budget
Nct does not allow for sensable budgeting of reserves, then it should
be amended.

page 5. Sec. 37.13.080. Only top officers should be in the exempt
sexvice. One of the problems with ASHA was that it was excempt from
normal civil service guidelines. It became a haven for patronage jobs,
on a federal level, agencies such as the SEC give employees civil service
protections. Yet, they are fully able to attract qualified and motivated
staff. The permanent fund needs this protection to keep from being
subject to political manipulations.




page 6, Sec. 37.13.090. This should read: "The Permanent Fund
shall..."

page 6. Sec. 37.13.100. (2). This is another example of language
to keep the fund from making loans attractive to the private sector.
It should be stricken.

page 6. Sec 37.13.100. (3) I don't feel that this paragraph should
be in the bill. Perhaps there could be a statement. that the fund

. should not manage projects, but I feel that it should reserve the
right to exercise its stock voting rights.

page 7. 37.13.100. (8). The last sentence in this paragraph.  "T.
permanent Fund shall be sensitive to the views of affected local com-
munities and shall include an analysis of those views in proposals

for large investments.", is a step in the right direction, but it should
be worked on more. First of all, consideration should be given to
giving local govermment units actual veto power over proposals of a
certain size, which primarily affected their rommunity. This was an
area of much dispute in the SIAC, since many of the committee members
felt the fund should be able to finance projects in communities regard-
less of the local feelings toward the project. These committee members
felt that development projects would be hamstrung if local communities
were given a chance to approve or disapprove projecit-- Frankly, this
line of thinking bothers me, and I am sure that it does not fit in

with the thinking of the Governor. You could easily have another
Kachemak Bay on your hands. A section should be written wh_.ch requires
that local communities be deeply involved in large development pro-
posals which significantlv affect their areas. At a minimum, such
projects should require the endorsement of local government units.

If the projects have any merit at all, this should preseni. no problem.

Also, the bill should require the managers of the permanent fund to
work with the local governments to evaluate the permanent fund pro-
grams, and to set priorities. Perhaps wording like: "The Permanent
Fund shall consult on a reqgular basis with local government units

to determine the funds' goals and priorities." I believe that
provisions like this should be built into the bill. It really lacks
accountability to the public. Nine people are just given the entire
responsibility to make too many important decisions.

page 7. 37.13.100. (9). It seems that there should he a linit on
this paragraph. What is a financial intermediary, and ho't large of -
loans can they manage without the approval by the permanei:t fund loan
committeo.

page 7., 37.13.110. There has been much talk about using the per-
manent fund as seccurity for loan quarantees and other type of leverag-
ing., The legislation might consider some initial limits on this.

Say, to only a portion of the fund or its earnings. Also, the legisla-
tion might consider some limitations on the risk of projects that it
extends guaranteces on.




page 8, 37.13.150. We are working on other, more detailed conflict
of interest and bribery measures, which I will forward later. One
small point, during the ASHA investigation, Attorney General Gross,
determined that the State's bribery statutes did not extend to anyone
but Executive Officials of state government. Obviously, key people
working with the Permanent Fund should be covered.

page 9. 37.13.170. This section is much too vague. In the process

of protecting confidential financial information, public access to
records involving loans of public funds, are limited to: "Publication
of statistics presented in a manner that prevents the identification

of particular reports, items, persons or enterprises...'", Much
broader disclosure of loan records should be available. For example,
recommendations by the staff to approve or dissapprove loans. Interest
rates, security for loans, repayment scheduals, and other terms.
Delinquency should also probably be subject to disclosure. Confiden-
tiality should be limited as much as possible, and maximum public
scrutiny should be the policy. The language in this paragraph definitely
needs work.

The bill does not state whether or not it is bound to adopt its opera-
ting policies by regulation, via the administrative procedures act.
The SIAC rejected this. Surely this should be required by the bill.
It requires the agency to go through a public process when adopting
its requlations. The requlations then have the force of law. The
entire experience with ASHA should teach us something. There, the
agency was totally unaccountable because it had no regulations which
had legal standing. Also, under the administrative procedures act,
citizens may prc ‘ose requlations for the agency. This will help,

by preserving the public's right to formally petition the Permanent
Fund to adopt certain policies or procedures. Again, it builds more
accountability into the systep.

These suggestions are addressed at the bill in its present form. I
will have more comments later. Specifically, a code of ethics, and
soine work to require sophisticated economic planning, including a
proposal that the fund adhere to state policies for growth of the
Alaskan Economy. I will be studying alternative structures, and point
nut areas which I feel have not yet received enought study and which
need to be addressed before the state decides on the funds' structure
and goals.

JAMES LOVE:nj
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State Investment Advisory

Committee
House Special Committee on
Permanent Fund SR oK March 8, 1977
Robert E. LeReschgfczj;*’“ L Attached "Thought
Director Paper" on Permanent
Policy Development and Fund Investments
Planning

Office of the Governor

There has been much discussion regarding the relationshios
between goals for the Permanent Fund and the types of invest-
ments the Fund eventually makes. I asked Tom Singer, a
talented temporary employee of this Division, to consider
these relationships conceptually and practically during ais
tenure here and as a special project during this past
semester at the Stanford Graduate School of Business.

I think you will find the attached draft result, "Structuring
Decisions for the Alaska Fermanent Fund: A Conceptual
approach to the Allocaticn of . Public Capital Resource" of
interest. In it, Mr. Singer explores practical ways in-
which individual investwment proposals can be measured acainst
stated fund objectives, considering non-market, or "social",
benefits and costs as well as marliet factors.

Upon final publication of the repcrt, I will be sure to make
"clean copies" available to you.

REL/bl1l

Attachment
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STRUCTURING DECLSIONS FOR

*7IE ALASKA PERMANENT FUWD:

A CONCEPTUAL APPROACH TO '[HE

ALLOCATION OF A PUBLIC

~ CAPITAL RESOURCE
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THE ALASKA PERMANENT FUND

1. .Rac&ground

The idea of a permanent fund is based on two related concepts:

1) that natural resources (primarily oil and gas) are a non-renew- {.

‘
.dony

able resource and that a portion of the wealth they répresent

to the people of Alaska should be saved for future generations,

and ‘ . SN

2) that, given the-likelihood of rapid development of these ra;

sources and the accumulation of dollars by the State, this money

. : 2 wr . .
should be kept out of the State's operating budget; retaiaed as

-

.

an asset, and put to some long-term beneficial use.

These concepts, and the creation of a permanent fund, create a profouad pub-
't » [ ’ i [
lic policy problem: How can a public capital asset, estimated to reach $2.5

billion by 1985, be ':LllocaLﬂ‘: to :chieve the competing and somelimes con-

flicting goals which are valued by Alaskans?

A pnrtlaL answer to this question is presently vafolding throush the

activities of the State Investmeat Advisory Committee, *set=2oweac charged B

'ﬁﬁ:ﬁﬁfﬁﬁ!ﬁh&#&g&nﬁ-to explore alternative uses and management structures for

the permanent fund. This group has focused attention on development baonks
as the most promising type ol organization to manage a capital asset to

achieve both cconomic and social goals., Two major questions raised by a

development bank arve: 1) how public polieles concernlog the uses ol the

his sentiment is the vesult of the shock felt by many Alaskans over
how quict ly the $900 willion {rom the 'fedhoe Bay oil lease sales wvas spent
by povernneat., Little rational discussion has occurced concerning what this.
nmoney wvas npeat on, f.e., the extent to uhich it has Tinanced goverssenl

services dedived by the volevs.,

4,25
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permanent fund will be formulated, and 2) how these policies can be imple-
mented by the managers of a development bank. Concern has been expressed.

by many Interested Alaskans about the nced to combine public control over

the fund with sound business-like managemznt practices. The first part of

this report is a.brief discussion of the public choice process necessaty'fdr 2

r

the rational,'s}stematic "allocation of a public capital resource. The sec-

ond ‘part borrows from the theories of public’ sector economics, and focuses. -

on the conceptual difficulties faced by the fund's manégers in =hoosing

S ——————— 4 = -

among competing projects according Lo their non-financia! as well as -thejiv

financial returns (that is, low their cconomic socinl, cuvironmental, * and

. —

distribution'impacts can be considered in addition to the Financial yield).

| The final part of the ot offers—gome—puidelines—conceraing hou elected

officials can ‘retain control over the actual allocation decisions.

2. A Word on Objectives

The establishment of the permanent fund creates a difflcult problem
concerning the allocation of public resources. In the United States, public
funds are usually nllécateh through the budgetacy process, a pbliticn% proc-
css theorcticélly designe§ as a mechanism for the expression of voter préf~
crences through theiflclectcd representatives (public sector "market" demand) ,
Removing from the budgetary process some of the money the State rnécivus.
throupgh the sale of public natural resources creates a vacmun for allocat Lon.
Who is to decide how and where the money should be speat? At some point,
ob jectives must be established and veighted to gnide the xllocalion of the
fund, This will occuy either through the political process; or by {iJL by

Lhose who finally control the [uvnd,

—— et
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Indeed, becuase we are allocating public wealth, the traditiosal pri-
vntu‘criCurluuc:[pru[ituhiltty_(nnd the means for wmeasuring it) should be
just one input to the loan proposal evaluation calculus.  An argument can

be.made that projects which pass the market 'test should be turned out into

" the market, and the‘permgnent'fund should be used only for those projectsﬂ.
whose gpil'.v;rg_hre valued by society but not by, the ma:ket.-
One: of the.justifiéations offered fof a.ge;élopmént bank
istence oéja medium and.iong tegm.“capifal‘shortageh ;n-Alaskp. Whaé does "’
capital shortage reélly.ﬁegn? The-capital markets respond to investrant ;

: opportunitieé according to both financial yield and risk class. Thus maﬁy ;

borrowers willing to .pay the going rate or even a premium may still find

capital unavailable because lenders can find less risky invéstmqnts else-

where. This appears to be the case in Alaska. If the private mar fouhd

jinvestment opportunitigs acceptable in Alaska, the money would be there

(for example, the Trans-Alaska pfpeline).

What does this mean for the permanznt fund? By making caplt&l avail-

able to projects which cannob find financing in the private market, the

State will in cusence be assuing risks unacceptable to the private market.

This is clearly a justifiable use for public money; since Lhe fund is a pub-
- lic capital resource, it can respond to a "social' market demand rather tha.

private market demand. Thus spillovers [rom investments to Alaska may be

worth the higher risk levels assumed. This brings us back to the prodlem

of public sector capital allocation and the need for the active participa-

Lion of the legislature. ﬁ-{h‘n’ﬁ’&;ﬁm,ﬁ‘ﬁt(wm‘

‘—:;;:_ ?mﬁg._,_- ,‘-‘w-_"\,ar—*“"'-,__. T e ‘_‘_’39,&,,:1.3 'L'lm::, if the Bank operates lile

U strict private warket banl, it will be subsidizing private market cevelop- |

menks by whatever risk promiun vould ultimately be reguived to attrace
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 private capltal.  On the other hand, il the baulk operates Lo implement vari-

ous State policies determined by the legislature, it will be seeking to off-
set that subsidy by gaining market and non-market, social returns on fund
investments. Thus there is a need for legislative objectives, measures for

pbjectivé’ach%evement, and projec! analysis to identify both-positive and

negative spillovers. 3 ‘e ' _ A . z

There are a number of ways'iu,whicﬁ the values and desires of the *

.citizeus of Alaéka can be translated into objectives and @ritgria for the

use of the fund. Although this is a diffiéuit, even painful, process of

‘conflict to concensus, we are, after all, speaking about a 'major determinant

of ‘the future of Ala#ka. A uﬁlque public hearings progfam,'the_Alaska Pub-

lic Forum, is currently under way and will hopefully produce information

useful to elected affgcials about'how Alaskans feel toward the rate and
kind of growtﬁ they desire for Alaska. The legislature has considerable

control ‘over the allocation of the fund through its power to specify the

types of income pro@dciug investments which are eligible. for loans. After

the determination ol objectives has been accomplished (an on-going process %
the legislature will be able to specify the types of investments it feels
will serve best to achieve these objectives. Oversight of the Fund manage-

'mgnt to insure implementation of the Legislature's goals might bth be
"achieved through the creation of a new legislative committee on the Perma-
nent Fund. The Governor u?ll'presumnbly exercise some control and balanCL:_.
L he s plven pover over the ﬁppnlanvnl of the Boavd of DivecLors or the
management .
Thus we have reason to hope that our elected officials will bﬂbﬂbiu

to formulate and implement specific policies concevning the objectives they, -

as representalives of the public, hope to achieve vith the permancot fund.

.
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Indeed, a statement of objectives musl be forthcoming before the management:

of the fund begins-operation to servé as a guide for those operations.
Otherwise, the legislature way be fuced with a powerful entrepreneurial fn-

_stitution deluging them with investment. schemes, without any objectivz-based

criteria for.chooring among them. The problem of establishing unifora evalJ--

- .

vation criteria based on multiple objectives is the

focus of the remaidder
of this report. It is up to elected officials’and the public to-providé

goals and objectives. The analyst can merely point the way to translating

these objectives into criteria designed to identify and implement an optimal 38

iy - ap'

investment policy for the permanent fund.

9. Analysis’

Some sort of analysis gill be fcquircd to judge the degres to :hicﬂ
.loan proposals contribute to the achiecvemeant of the goals for the pertancnﬁ

fund. In this sense, analysis denotes a systematic evaluation of tha
attributes of proposed uses of the fund to facilitate comparison and selec-
tion among them. s we have seen above, there are a wide'variety of factors

which theldeveiqpmeuc‘bank should be required to identify aud.conside:
Yeyond private financial considerations. -

A comion and widespread technique for evaluating project proposals
in the public sector is cost/benefit acalysis. This is a simple analytic
technigue in concept: the analyst (or loan officer) adds up all of the
benefits a project is expected Lo produce,.and adds up all of the costs re-
quired to produce the benefits.  lNe then discounts these costs and beneflits
to their |s1:;::a;-|1t‘ value, and those projects wvith the greatest net l-av:x:ef;i t

are chosco until resources are exhausted (sce Analysis for Public Decisions
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by E.S. Quade; Cost Beaefit Analysis by E.J. Mishan; and "Benefit-Cost Analy-

sis: A Criterion for Social Investment" by R.C. Lind, io Water Resoucces

Management and Public Policy, ed. by T.H. Campbell).

However, cost/benefit analysis is not so simple in practice. The

choice of the discount rate and the measurement of non-market costs and °

benefits are well'knoyn pfoblems. Also, the choice of which spillovers are

. .

analyzed can create controversy.

impacts, immigration,’ long-term boom-bust cycles, the distribution of in-

state vs. out~of-state ownership, and the distribution of project costs and

benefits are extremely important. Returning to the problem of measurement:,

rmit the comparison of altecrpna-

how are these spillovers to be valued to pe

" tives? These problems are ekpldred below.’

a. The Discount Rate o

’

The problem'of choosing the proper discount rate has received a great

-
-

deal of attcntion'uhnng economists anﬁ can only be odtlincd here. It is a
hroblem becauﬁeldiffefent discount: rates can result in very different pres-
ent ﬁdlués, Jnd.thug di#cuuut rates have been widely u;éd tn';ﬁupruiate the
;csulté of nnalysid; ;ﬁ essence, the socia} discouut.ratu should refl&ct
two components, the social oppértuntty cost of capital and the ﬁnéial rale.
of time pr.&[ctcncc. The fnr:&e::'is determined by what the same resources
could earn in their next best investment, vhile the latter is determioed h;
how much Lodny‘s guneratinn values tomorrow's uUJSUmptiun. The former isa
usually hipher than the latter. The discount: rate can have a major impact
on projecl (-_uuj_u:nl,[nn depending on the expected 1ife of a project and the

timing of the costs and benelits. The higher the viscount rate, the less

value is placed on future costs ov beoefits., The chofce of a discount vate

R T T R
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ls a Lairvly teclnleal questlon and guidance is readily available in th

cconomics and public policy literature. Let it suffice to say that: 1) the

legislature may want to consider the implications of using a low discount

rate to reflect concern for future generaﬁions; and 2) the development bank

should be monitored fox consistency in its ‘application of the chosen rate”

_or rates. U, = ; oy . s _:.u 20t ers

b. .Uncertainty

.

In attempting to assess the impacts of‘futurc qcﬁivitics, ;naiyéié'
ié necessdrily.fraugﬁc qith uncerta;nty.. Mdch of the data pf&ducéd by.ana;
lysts will simply be cgthnatcs or reasoned gueSSstns'tu the likelihoad.cf
gﬁtuge evean; It is gruﬁial th§t uncertainty in Lhu.analysls pexforaed by 2

the bank be made as explicit-as possible so as not Co misrepresent the in-

formation. IOne way to ;un&ey gnccrtainty is to provide a range of és:imaueg
rather than a ;inglc value. éiﬁglu values often poesess an aura of a:cura;y
and precisioﬁ even Shen it is clear that they are ¢’ ’nates. "Thus it has
become common practice to prov@dé thgcs of estimates such as high/medium/-‘
low or optimistic/status quo/pgssimistic. Aithough more numbers og words
are bftcn‘motclcoufusing,‘thls pracfice flags the unccrtui&ty surrounding
estimation aad reminds‘declnion;mnkers that they are considering expert
opinion and not hard facts. Explicit breatment of assumptions and uncer-
lninty.help the decision maker to utilize analysis as a decision tool and
nolk as a source ol easy answvers. ; .

Avolhier way el uncoveving uncertainty is through sensjtlvity analy-
sis. This i the process of repeating an analysis with slight modifications

in one or more of the factors under analysis, II the results vary sipaifi-

cantly wich only minor chanpes in a factor, the analysis is saild to be




highly sensitive with reépect to that factor. The decision maker should be

awvarce of all uncertainty, but particularly in important factoxs wvhich might

warrant further study to achieve a reduction in uncertainty.

c. DMeasuremenkt

Measurement'and valuation is an enormous aund continuing problem
. which has regeiued'ampla-attention in the economics and public policy lit-

erature. How does one measure or value the desire for solitude, the pleas-

ure of catching a salmon, life styleé, etc.?  Yet aren't many people. Alas-
kanS'simpiy'because,they could not "purchase" such things elsewhere? Meas-
urement. and. valuatlon of non-market factors and spillovers may indeed be

the gre&test‘challque in the éllocation of the permanent fund, because
wj_'th_oglt the means'f'o-::'measurumr;nt-and com;r;.ar:ison, it is all 'I:'c;o easy to
"rely solely on délla:s }n_analysiép If the parmanent fund ul;l be used to
satisfy ﬁon—mafket (public 305;3) demand as we}l as markét demand, Systa%-
aktic mgasu:emépt and comparison of spiilu;érs will be required to identify
the reaL sacinl return Lrom iund investments. 7This will also be needed if
preject selqctipn criteria are to be based on both Linunciﬁl and nun—ﬁinan;
cinl'costs.nnd beuufits. Particularly in Alaska, where nnn-m;rkct g;ods
and services afeISQ impertant, the difficulty of this task should not deter

those responsible from attacking it,

By measurement, economists mean the estimation of values for costs

and beneflts, and, in the ideal, with those values expressed in a single

unit of measurement-(dollars). The problem of necasurement avises because
many lactors of interest to public seclor analysts, such as the four listed

above, are non-market factors; they have not received deollar values in the

marketplace, Even dollavs are sometimes criticized as units ol measure




because in imperfect markets they do not represent true social costs and

benefits.

T

The developmaznt of measures of value for non-market factors cannot

be addressed in the abstract because of the lack of any theoretical Zrame-

work to structure our thoughts about values. Markets and prices are so cen- 5

tral to our economic system. that non-market, non-price valuations ars usu-

ally passed over as individual value-judgments with no overall societal
= ..‘ v . d ¢ ? Ih' ‘ ..‘-‘.'.‘i;:l :

validity. Thus, the usual approach has been.to attack this problem on a - © - .

-situational basis and rely on creative innovation to solve the mzasurament -

-r -

problem (such as the various technigues for demand estimation). ’

. -. =

The first step must be a Statement of goals and objectives to provide

some direction, or value, Lo measurement itself. Measurzment is 2 relatjve

ro. - . . 2Tl w - ., A R A T

concép;,'aqdfheré we seek to measdré'projecﬁ iﬁpacté Ln terms of taéi: coﬁ—'
tribution tq'or detraction from goals nndlobjectiveh- . Thus aualfsié is
g L
1;0:1;:011 ‘to the measurement .'.m'd 'eualuati(m of both direct and indirect factors
expected to resul;,Ekom projeets as, they relate to goais and ohj&c&ivas.
A well, kanown example of tﬁe measurement broblem involves ‘a nail fac-
tory in the SoQiet Union. Becausé:prufitabiliky (i.c:, mackets and prizes), v

is.not the measure of achievement in that society, olther me&suras had-to
be devised. First, the total weight of output was selected, but had to h;.
abandoned \.l'h'en only huge railroad ..'jpl'.lu.:fi were produced. 'l'l.wn tha tozal num-
ber of nails was l:ri'ud, but this resulted in th::huer-productinn of tacks
and ::l:apl(:::. Hany ::1_1(-_11 examples exist, and demonstrate thal measures musl
be vationally tied to clearvly stated goals, )

An often mentioaed goal for the Permanealt Fund is the “Alaskaniza-

tion" and diversification ol the Alaskan cconomy. A possible weasure js

Lhe dollars of assets ouwned by Alaska residents in a specificd set




“of chterprises.  But such a measurce does only a partial job, Lor it ig-

nores the distribution both of ownership among Alaskans and of assets among
. h ;

the enterprises, and does not place a value on degrees ol achievement. A

more complex measure is required which 1) specifies a minimum acceptable

distribution of assets and owners among eaterprises, and 2) assigas greater 7

.

weight to both differeﬁt dsset_lévels and to assels in more higﬁly va;ued--

e ™
-

enterprises. Thus more complex and specific goals will require more complex !

and specific measures (as opposed to a lower unemploymeat rate as a measure

of the goal redqced unemployment). Other goals, .such as freedom to choose

from a variety of lifestyles, present considerable difficulties for the de-

sign of adequate measures of achicvement. What are the pacameters (social

indicahors)'whicﬁ'éqnstitute a lifestyle, and how can we measﬁfe'or'estimatc-
the impact of projects on them?
That task is difficult,.but by no means hopeless. Iondeed, the fron-

tiers of many academic disciplines suchas economics, anthropology, sociclogy,

- -—
4

and ecology are in th

is very area. In economics, several techniques have

evolved for estimating the value of spillovers. One method relies on the

analyst's judgment based on expertise and expearieuce. Another is called

Fontingeﬁcy calculations and identifies rclnéive vnlues.by compariﬁon wi.th

the opportunity costs of'foregonehalternatives'(is this wurtllaétuuch.as ..:?).
‘A third tcchniqué is to ask people through surveys and questionnaires how

much non-marﬁct factors are worth to them, and many.pitfalls with chis metaod &%
have beén overcome through ingenuity. A final technique, ?allué "throwing

up our hands," relies on physical description and explanaticn and leaves
valuation to the decision-maker. "

Iu policy analysis, a revolubionary contributioa has been the rejec-

tion of the need to, reduce cverything to dollavs (measurcment without




valuation). The scorecard technique (discussed below) has been hailzd as a

method which permits decision makers Lo confront their values directi
T -~

rather than have the analyst hide value judghents behind tortuous econonmic

estimation techniques and a veil of dollars. Thus iwmpact assessmznt can

proceed through the measurement of physical impacts or thrbugh quali:aéive fl

descriptions of ;mpdcts without ‘forcing the analyst to place dollar valueg_;“

s : 4 . : : e . ' ‘ : 1Rt
on them. This, in turn, does force the final decision makers tCo placa .

“values on them, for-the approval or disapproval of his electorate or con-
stituency. o ; Ny s PR S R

'fhe_manageps of the fund will undoub#edly explore these Erontiéf;

and identify useful measurement'techniques to meet their analytic needs.

They may even have to iavent some of their own. It is premature to explore

- .

these techniques.in great detail uatil we kaow-what needs to be measured,

and’ that depeunds on the objectives for the fund. Let it suffice that meas-
. ' . » 1 ) . -

ures, if not comparative values, have been and can be devised for almost

-y

any public policy objective. The measures may never be as precise an indi-

cation of relative value as the dollar, but, as Robert Dorfman says, YAt

the very least, such a process enables attention to be focused on the ques-

tion of whether the unmeasurable berefits are deemed impressive enough to

justify sustaining the measurable costs that they entail."

4. The Scaveh lor Relevant ].n[r.n:m:l{.'lm:_

hAccording to Governor Hammond:

What most Alaslans ask Tor is: JIrecdom to choose a 1ife-
style desigued to one's own blueprint: a natural environment
that facilitates this life-style and inspires rather than
immerses one's sense of life and spirvit. Yet also, most want
an cconomic cnvirvonment which is revavding bet undex the con-
trol of the people it most allects ...

-




This balaucing of environmental; social, and cconomic goals can only
be achieved through careful, thorough analysis in which all relevant ques-

tions are asked. The purpose of analysis is to develop information, not

just data. In order to be relevant, analytic techniques must focus on the

important direct and indirect effects of each project ds chey felake 5 the-:d-f Z

objectives of the fund.
1t woulq be prémaﬁure at this point to present in great detail the

specific analytic techaiques available for evaluating.compgting uses of the %

wt s

.App;opriate techniques depend on the management structure,

Permanent Eund,
the uses contemplated, and the resources available for analysis. They also
are conditioned on the goals specified by the législature, i.e;, what to

_ : £ Ay )

EEEE—EE depends on wha; your goals are. This section introduces a number’

of issues and analytic techniques which the managers of the fund may want

to consider when they eveatually address this task. 7The following list can
; i - .-'a. l i

also serve as a preliminary outline of questions to which Alaskans should

demand answers regatding the impact of the uses of the Permanent Fuad on the

future of ‘Alaska. 7The list is not exhaustive, and overlap will be evident.

.

Financial Analysis
Internal Rate of Returnl
1A |
Net: Present Value
Total Dollars Required for Investment
Credit Worthiness of Applicant

Time Frame and Cash Flov ol I'roject

Business Analysis

Rislk: IFinancial Strength of Applicant

Market Situation of Project Oulpul

D — T —

-"l-
A number of uselul techniques are cited in the bibliography.




pusiness Analysis (continued)

s b
Marketing
Management Capability
. " i s
fanagement Motivation

.Accounting System

_Availabilfty of Infrastructure and Human Resources

Economic Analysis

Long-Term .Commitmeats of ResourcesLong-Term Flexibility

‘‘Contribution to Gross State Prodi :t

: 2 - /
Balance of Payments;

Employmenf Effects: Total Number of Jobs

Number of Jobs Filled by Alaskan Labor Force

Duration of Jobs
o

A
Labor Mix~
: . AR
Alaskan Ownership
Diversification
T T PR
Infiaktion Effects
Income Distribution Effects
Project Benefit Uistrihutlong
Dirccet Contribution of Project (Wapes, Taxes)
Impact of Competition in In-State Markels
Jmpact on Savings
Recreation and Leisure: Supply

Demand

Envivonmental Analysis

. T
Effluents and Residuals Modeling




Environmental Analysis (continued)

Impact on Endangered or Indicalor Specics
Impact on Areas of Critical Concern
Impact on Species Populations

Complian;e_wiéh State and Local Regulatic s

Socio—Cﬁlturnl'Analysis

Impact on Lifestyle;il

,'.Subsistendell
Pressures Towa;d Urbanization
' . 12
Cross-Cultural Effects”,
‘Population Distribution Changes
] _Iﬁlj '
Immigration

ImpﬁCt-Oﬁ.LOCJINSelE—Datermlnntion

" ~Infrastructure Analysis (Schools, Hospitals, Police, Pire, cte.)

Impact on Deimand for Public Services
Cost: (aud Burden of Cost) of Incremental Public Services Requirved
Demands on Existing Communications Systen

Demands on Existing Transportation System

Demands on Existing Eanergy Distribution System

Technical Analysis

A
o ®

Technological Risks
Enginecering Analysis

Teehnologleal Development Geaved to Alaska
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FOOLNOTES

1 ' - : = a
These are measures of the return on investment after discounting,

and provide an estimate of the ultimate profitability of a projsct.

n preject ouk-

zﬂarketiag includes analysis of the demand for the loa

put (both in-state and -export markets), the timing of that oukput, and.éheﬁ.

way in'which the outpﬁt-iu offered to the public._:

3The intentions of the léan applicant'rggarding both‘Alaskﬁ and tﬁe

goals specified for the Permanent Fund should be a matter of concern to the

Fund's managecrs.

QBaianée of payments refecs to the impact of projects on the typgs
and amounts of goods and services imported and exported by Alaskans. This
trade frameworle exteads into impacts on ownership, competition, and employ_

ment and has implications for Alaskan control and self-sulficiency in its

cconomy. . Project a;ﬁlysis shoﬁld look at both compaxﬁtive nduantﬁga and
imporkt suhntitﬁtlon'dﬁpapding on the goals speéified for the Fund, Analyséq
should also pay careful uttcnﬁion to the.cxtcnt tolwhich bénefits frem ex-
port industries (employment income,.préﬁits, multiplier effects) remain in

Alaska, and to the impact of these industries on the non-export sectors of

the economy.

fJl.ulmr mix refers to both the number of white and blue collarc jobs
created and to the various Lypes of skills required for the project.

-

"lnereased Alaskan ownership and control of business operating in the

State has been frequently meationed by clected officials as an imporiant

goal Lor State economic policy.




,Diversi[ication addresses the problem of both boowm and bust and

scasonal cycles which have plagued the Alaskan economy. Analysis is re-

L

quired to determine the extent to which proposed projects will broaden the

economic base of the State and therefore stabilize the economy by insulating

it from seasonal and external market fluctuations.

g g g : g e ; B e i 2
Analysis of the timing, coordination, and design of projects can

help prevent unwanted inflationary effects caused by tight labor markeﬁs,

bottle-necks in supply: or other factors. Indeiidg is useful.here.

A ..itical and often overlooked arca in project unalynis is the uig;

9

tribution of project costs and benefits. The target group for- benefits

should' be anal}zeq and spéciEied, as well ué graoups who will pay any éﬁte:- 'h

nal costs. This must be done for both direct costs and benefits and for

-,

spillovers. In specifying ohjectifcs, the legislature may want to address

» -

the question of distribution (betwen demographic groups, sectors of the

=

.economy, ge&graphichl rcgﬂons)'a&d llace more weight on some graup% than
others, T@i§ would enable the loan officer to take the distribuhional im-
plicatiung of nlternativé pcoposﬁlé into aécount and weight those projects
with a more highly valued distribution of. costs and henefit#. Thé legisla-
turc may also want ‘to address equity questions and iuygstigatc'schemes .

vherecby those who gain from funded projects arce forced to compehsnte those

who lose.

10 ; 5 . oL e
Modeling techniques have been developed to estimate the quantities

of both air and water pollutants produced by varlous industrial processes.
¥ -~
Estimates ol these "pollution loadings" can then be translated into actual

impacts on the ambient eavironment.

\e
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IHﬁcogniziug that the Permanent Fund will be a major tool of State
ach's . .
ceonomic poliey, the central question ol growth and lifestyles may well be-

come critical to the managers of the Fund. Analytic techniques utilizing

Ngocial indicators" will need to be identified or developed to measura the'_

impacE of bﬁoposed projects on life-styles and communities. The diEEicuity ‘.

of this task should not be allowed to undermine its importance.

, B T : o . - .
Cross-cultural effects refers to the impacts from sudden contact

Letween differeat cultures which could result from a project located in the '

bush.

3 Eregss 4 . A
Accelerated immigration is often perceived as one of the greatest

negative benefits of development in Alaska. Estimates of the impact of

->

projects on immiﬁ:atian, lipked to employment and labor mix, may prova to
Lc a major decision factor iué.ludn requests.

b i :
Impact on local self-determination refers to the extent to which
proposed p}ajécts conform to the local lund use and development plans and

community goals in the project area.
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5. Projeclt Screening

Analysis is not free. A thorp'gh project analysis in each of the
arcas di'scussed above could cost mLllions of dollars. Thercfore it may be

wise for the legislature or the bank management to develop some sort of

screening process,’ similar to the maximization, constraint technique dis-

. -

cussed below.  This could involve a two stagz project analysis system.

." As a first step, each loan applicanli would be required to evaluate

his project against a‘prelim’nary checklist of minimum or maximum standards:.

This checklist could be developed by theBank or the legislature to incor-

porate maxiwmum or minimim acceptable impacts or levels of contrlbution to-
vard goals. This process assimes that there dod¥ exist 1l'mits to certain .
tradeoffs or impacts of concera to the legislature. Such a screening proc-
ess would ecase .the analytic burden of the.Bank, and force loan applicants
to bear the cost of project impact assessment. Loans or grants for feasi-
bility and impact studies could be made available to .needy applicants. If
a loan proposal ‘pns:im; this screening process, it could then be subjected

to the more rigorous types of analysis discuss.d above. -Such in-depth anal-

ysis would focus on the dominant attributes of the prOpuﬁal, defined by com-

. —

paring the attrcibutes of the proposal against the objectives of the fund.
| Ao Bt o e —

This system would remove all clearly uaacceptable proposals [rom further
consideration, and would free the Bank's stafll to pursue the wore pronising

proposals in detall.

6. Toformation Trans [l_‘l

-

Somet lnes too much information can be as wnproductive for decision

makers as not enough information., At hipgher levels ol manageaent and
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government, top decision makers deliberating many issues need only informa-
Lion critical to their decisions. For decisions concerning altermative

project proposals, such information includes only data revealing the signi-

ficant differences among projects. Presented below is 2 matrix of thz vari-

ous aualyges discussed above. This type of matrix isiwell.adaptgd to tﬁ&'.ii

scorecard techanique and can be used to convey only the critical information .

required by final decisior makers.

All of the information presented in the matrix will not be in the *

- g et Dy pa it

% s

sare units of measurement. Iadeed, much of the information may be qualita-

g s : a” . ] " A : _‘-\" o
tive and verbal. Thus one of the analysts' tasks willbe to translate the

various units of impact measuremznt into terms understandable Lo decision
.makers (such as the deposition of so many tons of suspended solids results

in so much reduction in salmon spawning sites or the construction of a

-

project may result in so much secondary economic activity). This will en-

ol

able the de;ision.makefé to campure impacts ﬂiﬁﬁﬁﬁli against the various
objectives for the fund, and to make tﬁu necessarcy tradeot Fs according to
the legislative guidelines or his own values (wore on this below). |

It is unlikely khat_this sort of projeck nnaly&is will result in

projects which are clearly objectively (i.e., net present dollar valuaz)
supeclor to competiag-p:ojucts. Although this may hé a cause of concern .
for some, in the author's opinion herein lies the valuc of this decision-
making process. Project selection will vltimately rvellect a value judgment:,
for neither preference revelation nor information will ever be perfect or
objective. The process outlined in this report recognizes that thece is

preat latitude in the public sector for consideving values, both mariet and

non-market., 1k thus sceks to;
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(1) reccognize the strengths and weaknesses of aﬁulysis and the nced

whdize_
Lor PEymeesy participation;

.(2) identify the sdrts of information qhich will be relevant in the

allocation of the permanent fund; and

(3) insure that the in’orr ation is presented to decision makers

with a minimum of distortion so that decisions (tradeoffs amaong,

‘:goélS) can be held accountable to the owners of the‘fuﬁd,’thé

Alaskan people. \ - - s ‘ ELs

7. Tradeoffs Among Objectives = -

Even after direct and indirect project costs and benefits have been
-~ 3 . . . ' .

identified, a problem still rewmains for the project (loan) analyst who must
choose among projects with different degrees of contribution towards the

‘various goals. Indced, all oﬁ;the goals of the Lund may not he cqually de-
. . 4 £ PPyl .

slrable. Should the legislature or the exccutive leave the decision con-

cerning tradeoEfs to the analyst? Or is there a means by which elected
officials can transmit their preferencés among goals to the analyst along.

with goals themselves? Presented belov are three promising theoretical

- approaches to the problem. ! £ T .

.. Scorecard chhﬂiQP“

This technique can be just part of the folloving methods, or it can _

stand alone. kssentially, the scovceard technique jnvolves the presentation

of all data by the analyst in theiv natural wnits Iustead of converting them

into one measure (such as dollars).” ‘he value of this method lies ia the

"W " . .
An cxample is provided in Appeadix 1.
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transmission of the maximun amount of information Lo participanls in deci-
sion making. By leaving the data in natursal units (such as numbers of jobs,

numbers of eagles, dollars of.income, or pounds of sulfur dioxide); the

tradeoffs made by the decisionlmakef can be readily pgrceiﬁed by all. For '

example, if two poteatial projects produce the following hypothetical bene-

fits, -it will be clear from the analyst's choice what his values are.

‘ PROJECT A . .+ PROJECT B
100,000 Acres of Wilderness $20,000,000 income to Indiuiduﬂlsi
"~ 50 Brown Bear Dens 200 Permanent Jobs

1,000,000 Visitor bays/Year - 700,000 KN/hrs.leléctrib;py/yeaf

‘If the beﬁefit‘figucés éimply appearcd in apgregate doilar figures; :ﬁc
tfug tradeoffs would be muéh more difficult to uncover (and Lhe.ustimat&s-n‘
great dc&l morc‘ténuous).'_Regardless of which, i[ any, of the other tech-
niqpeé'a;c ndoptcd, the scorué;rd technique for data collection and presen-’
tation should‘he used. Although the. analyst initially makes Lhe tradéofﬁ,_
subsequent'decision makers wi}f be able to underntand exactly whué the

tradeoff was.

b.. Maximize One Goal, Set the Rest as Constraints

This réchnique arises from fhe structure of ﬁany progrqmming tech-
niques, such as lineac and goal programming. Instead of trying to make dif_
Iicdlt.tradeoffs, the decision maker with this meLhnd'simply chcoses one
goal (the over-riding onc il one exists) to maximize and sets wminimnum
acceptable levels Lor all the others Lo scrve as cu11::Lr:1i:;l.:;.. These wini-
mum levels could be designed as minimus annual goal achievemenl levels re-

-

quired of the bank's project wmix.

.




For example, assume the legislature chooses cconomic diversification

and "Alaskanization" as the over-riding goil, and a measure of achiavament,
dollars of assets cwned by Alaska residents in a specified selk of cnter-

prises, is desisned. Assume the. legislature also chooses job creatioa,

recreation and tourism enhancement, wil .ife rehabjlitation, and industrial

expansion as the other'goéls. Measures for each of the5a—othen goals must S

be designed, and then minimum acceptable levels of each nust be establishad

_for achievemznt by the managemeat for a given period of time. By settiﬁg'

.

these coanstraints, the legislature will have insured at least minimua

acceptable tradeoffs or levels of achievement among goals and given the man-
agers a more structured, constrained, and operational task. Unlike the pure

:scorecaxd technique, with this method the decision about Lradeoffs azong

.

goals is not left entirely to the analyst. - 5 s

'

22 : * g,

c. Explicit Weighting or Ranking of Coals

»

The final technique offers the greatest control, and the greazest;
challenge to elected officials. It is based on the desire for w:lues to
determine choice, rather than for choice to determins values. 1F onz agrees

that the legislature can best represent the values of Alaskans, then perhaps

. -

tﬁe'légiélature should specify nog.only the types of investments whi:ﬂ will
coqtrihute towards goals, but also the éllocahion of the fund among invest.-
ments. Indeed, it would be far batter for the legislature to iden:ify ex—
plicitly the values which determine Lradeo (s .;nunn;; poials, than to leave
such value judgments to the managers of the fund. Consider the following :
simple hypothetical example:

An analyst is faced with choosing between two competing loan requests

producing the folloving benefits:




PROJECT A Pi.OJECT B

$10,000 Revenue to Construction $12,000 Revenue to Construction
Workers - Workers
Capacity for 51 Additior 1l _ Capacity for 50 Additional
Salmon Boats ~ Salmon Boats™ .

> .

If the analyst chooses Project B, he is implicitly determining thalt one addi;:

value. On the other hand, if the legislature had stated that the survival; g

and stabiliﬁy_dﬁ the salmon industry is an important gohiuforhthé fund (and

said nothing about income to coqsﬁruction workexs), the analyst would have
been coanstrained to choose Project A (assuming that one additional boat con-

_tributed to that 'goal). However, weighting is not quite that simple. Is a
snall incroment in stability of the salwon industry worth a large foregone

amount of income.to the construction workers? Some limits and perhaps ac-

tual weights must be specified,to guide with the relative magnitudz of the
. t ;
tradeoffs. Thus the legislature must consider all of their goals in rela-

= .

>

tion to each other, and determine how mu 1 gains in each one are worth in

losses to-all of the others. This task could be accomplished by a taslk

.
-
.

‘force or committee which ‘could develop a goal weighting scheme for consider-

ation by the legislature.

One way to establish the preferences or weighting by decision makers
. y . p » (=]

among conpeting goals or investments is Lo review past allocation decisions

as a guide to future allocation. This method is usually rejected because

preferences change and because the range of past decisions is usually incon-

slustent or contradictory. Another method jovolves the ase ol pamlog or

rhis example assumes that the social value of an additional salion
boat is not merely the present value of the dollar value of the expected
cateh over the boat's uselul lile.




simulation techniques, whoreby the Jepislature engages Jo a "Crial roea®

allocation. The spzctrum of choices-.(and a range of quality and quantity

‘for each choice) within eligible investment categories are enumerated, and
ecach legislator is given a fixed number of points or dollars to allocate

among them. This technique is valuable because it forces each legislator .

to consider the whole range of choices within a fixed resource constraint,

and to reveal his preferences among the choices. More of some mzans Less

of 6thers‘a1thoqgh with $3 billion to allocate there should be more than *°

less! This is indeed the very process that unfolds through the budgétary
process. The creation of such a "trial run" in a gaming situation would
pexrmit a systematic consideration of tradeoffs by each decision maker, and

could result in an overall identification of tradeoff weights for the entire

legislature.

A’detailed plan for the implementation of goal ranking or veighting

must await the identification ol objectins by the legislature. fhts sec-
tion is merely intended to point out that such procedure is po:;sibl.c an;l

perhaps desirable. * If'goals Are épenified and measures qu thea designed,
the législat;ru cﬁn rnk or wveight them to‘guide the tradeoffs required in

making choices among competing project proposals. Tradeoffs will thus re-

flect the values of the legislature, nolt the project: analyst.

These Chree approachesn to Leadeolls requlere vary Ing comned iments ol
resources. Unfortunately, greater cont.rol can only be (Jhtit'li,ﬁt_‘.tl throuch
urontcr.c[[unl. The scorecard approach is the easiest Lo lmplewment, but
fts usefulness depends wpon the active oversipht of loan decisions by lepis-

'ators to fonsure that the Banlke is making acceptable tradeoffs.  The




maximization, constraint method is useful if one overriding goal is deter-
mined, and 1f wminimum ncccptuhlp levels of other goa s can be established.
I1f this is possible, more duLomhth lchulatLve control of tradeofifs is

possible. The most difficult and time-consuming *technique is the weighting

of goals, yet this techniqub also offers the gre~ty st flexibility and ‘con-

trol. Nexghts provide the fund's mana sars with 3perlf1c lcyLuLalee guxde- Sk

lxnes to tradeoffs among all of the goals' for the Eund and thcy can be ad—

justed over time. UnforCunatLly, for legislators, safety often lies in

ambiguity;‘ To "fight it out" to identify trad2offs acceptable to the entire’ <

1egisluturc is much more difficult and revealing than the preparation of a

simple list of cligibie investments.

Regardless of‘wﬁicﬁ mctﬁud is actually implemented, it is Lwmportant
to recogonize thﬁt someone is going to have to make tradeoflfs nﬁnug poals.
Each prbject which is cﬁnﬁen will contribute toward diffurbut;guulu, and
to different degrees, Lhan théjgcjuctnd alternatives. ?t is up to th? 1&8-
islaturu.and the Governor as to vhat cxtent they unuﬂ to leave thnﬁelchoic(;
to the managers of the fund. The above techniques n[fcc.ﬁnys to help |
clected officials either make Lhu cholces thgmselvos, ‘of caqﬁLrnLn thos
to whom authority has been delegated.

8. Lnncluutou

TG is uselul, and often essent ial, to place public policy problems
in some sort of theoretical [ramework to provide a structure for thinking
about them. ‘This report has altempted to utllize ! heorfes Lfrom public sco-

I -
tor ccotiomics in order to formulate an approach to what to do with the per-

wanent fund.

e
-




As we have sc¢en, the first necessary step is the revelation of voter

[}

preferences through & variety of mechanisms such as the legislature, the

governor, and the Public Forum. The need for this should be clear: the

citizens of Alaska own the permancnt fund, and in the.United States wz rely

on the politicdl process as the surest way for citizens to exXercise control

and accountability over the allccation of governmznt resouzces. Once voter

y -

préfefences have been clarif! the legislature and the Governor can refine

them into goals and objectives to serve as investment policy for the fund, -

In turn, measures' of effectiveness in achieving the goals and objactivas
must be identified or invented to serve as criteria for selection among .

alternative uses of the fund.

. Once the goals and objectives for the fund have beén identifiad, the

role of the analyst begins. Competing uses of the fund will ‘contribuzz Lo

different degreeslto-the'diffucbnt goals, and will result in various indi-

rect costs and benefits which in che public sector not only.can ba bu: must

be considered. Thus. the task of the analyst is to ideatify both the market

and non-market attributes (costs and benefits) of the alternatives and pre-

sent this information in o manner useful to both decision makers and rhe

interested public. Finally, the report introduced three tcchﬁiques for. in~

. .

suring thnﬁ elected officials retain control over the Lradeoffs among goai;; .
and recommended that some Effort be expended &uunrds the most poverful tech-
nique, the systematic wl.:i;-,htinu of poals,

In sum, the report has sought bto clarify and pactially illustrate

the opportunity presented to the state of Alaska to jdentily, and thea scelk,

a publically delined sacinl return on its ionvestment of the perwanent fuad.
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EXAMPLE OF SCORECARD
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In November, Alaskan voters are expected tu approve an amendment to the
Alaska Constitution establishing a Permanent Fund for the receipt of
certain proceeds from non-renewable resources. According to the estimates
by the Department of Revenue, the Fund balance will approach $2 billion’
by 1985. Assuming passage of the amendment, there are at least three

major issues relating to the Permanent Fund which must. be addressed:

1. Definition and sel:ction of eligible "income p:oducing investments"

for use of the Fund principal.
2 Determination of the uses for income (earn’ngs) from Fund investments.

3. Development of the organizational and »anagerial structure for the

Permanent Fund necessary to implement (1) and (2).

Clearly, these issues are interrelated - appropriate orgauization and
management structures will vary with the selected use of the principal
and interest. Further, the investment strategy selected for the principal

will determine the amount of Fund earnings availuble for any purpose.
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The range of choices regarding the Permanent Fund is wide. For instance,
listed below are several possibilities which readily come to mind. They

are meant to be suggestive rather than exhaustive or mutually exclusive.

A. Use of Permanent Fund - Principal

1. Financial investment (possibly outside the State) yielding the

highest rate of return (given some risk factor) .

Bonding security to improve State infrastructure or to finance

capital relocation.
Development Bank - Loan Funds:
housing or other construction;
industrial development;
small business;
fish hatcheries;
employee equity participation in business or
cooperative enterprises;
agricultural development.
Equity capital for State participation in joint ventures.
Direct investment in renewable resource sector.
Use of Permanent Fund - Earnings

1. Reinvestment in Permcnent Fund (accumulate and compound earnings) .

2. Distribution of earnings in cash payments to Alaskan residents

(some form of "Alaska, Inc.").




Reduction of a personal tax burden through the use of earnings

to finance current expenditures.

Financing of increases in current expenditures with earnings.

(e.g. health, education, and tramnsportation)

Distribution of earnings to local govermmental units for local
financing of public goods and services, or for local tax

relief.

Use of earnings for any of the purposes suggested above (Part

A) for use of principal.
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The sheer size of the Fund coupled with its range of alternative applications
has vast policy implications. Are the expenditure decisions to be made

in the public or private sector (government expenditures or investments

versus cash grants or reduced taxes)? Are expenditures and investment

decisions to be made favoring present or future generations? Emphasizing
industrial development or renewable resources? Maintaining or replacing
particular lifestyles? Speeding, slowing, Or smoothing population and

economic growth?

It is inevitable that specific objectives will differ substantially
among individuals - varying with political philosophy as to the role of
government as well as with normative judgements regarding what constitutes
a "desirable" future for Alaska. A goal of particular importance to
this Administration is the enhancement of renewable resource-based
industries such as fisheries, forestry, and possibly agriculture.
Another prime .concern of this Administration is the participation of all
Alaskans in the benefits from the utilization of nonrenewable resource
wealth. Whatever the particular goals pursued, disposition of both the
principal and earnings of the Permanent Fund have long- and short-run
policy effects. The Fund and its uses should be viewed as a policy

tool, and its potential uses and implications carefully examined.

Since the Permanent Fund is a critical policy tool, it is the proper
role of the Division of Policy Development and Planning to insure the

conslderation of the following concerns:

1. Investigation of a wide range of alternative strategies, eschewing

a narrow view of economic diversification or investment possibilities.

A clear statement and understanding of benefits to be cbtalned from
Fund activities, L.e. = careful project evaluation in terms of net
social benefit rather than vague assertions of the public good or

private profitability.
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A determination of the distributive implications of each plan,
{.e. - who benefits from the activities directly and indirectly?
(Are plans couched in terms of the general good really for the

specific good or benefit of a particular group or segment of society?)

An interpretation and integration of various alternatives in terms

of short- and long-run policy goals.

There is an immense amount of power implicit in control of the Permanent

Fund, given its size and potential. Those who control the use of the

Fund will shortly be presiding over resources greater than the current
State operating budget. It is safe to assume that individuals from
within and outside the public sector will be attracted by these resources,
and the power and influence their control represents. This point is

stressed to emphasize the critical need for a thorough and balanced

evaluative process on this issue.

The State Investment Advisory Committee will play a key role in this
process — weighing various types of Fund organization and management as
well as alternative Fund uses. This Committee has a major responsibility
in contributing to these vital choices. The resolution of the issues
raised above has strong implications for the kind of Alaska we will sec

in the future.
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ALASKA STATE INVESTMENT ADVISORY COMMITTEE

PERMANENT FUND MEETING

509 West Third
Anchorage, Alaska 99501

October 13, 1976

AGENDA

Opening Comments - Commissioner Gallagher

Adoption of Minutes of the August 26 meeting -
Bob McFarland, Chairman

Status report on Alaska Economy - Bob Richards,
Alaska Pacific Bank

Update on Revenue Projections - Vince Wright

Open Discussion
Break for Lunch
Report on current Permanent Funds, Characteristics of Management,

Legal Structure, etc. - Ken Butler, White Weld & Co.

Report on the Organization, Management and Control of Development
Banks = Peter McDowell, Price Waterhouse Co.

New Business

Set Date of Next Meeting

Adjourn




DATE:
Jim Rhodes September 20, 1976

943 W. 6th Avenue, Suite 30 FILE SNO!
Anchorage, Alaska 99501 3

TELEPHONE NO:

SUBJECT:
Jim Edenso SIAC - Minutes

Deputy Commissioner, Treasury
Department of Revenue

The last meeting of the Alaska State Investment Advisory Committee was
very informative and served to indicate the magnitude of the task we have
before us. After a considerable wait we have finally recelved a copy of the
transcript of that meeting. Please find enclosed a copy of the minutes. This
should serve as a reference document for your use in reviewing the meeting
and consideration for future discussions.

Since August 26, we have undertaken the following activity:

1. A contract with Price Waterhouse & Co. has been signed. This firm
will provide an analysis of potential organizational structures and management
for the administration of the permanent fund.

2. A contract has been negotiated with Ezra Solomon. This contract will
provide a reference source for questions concerning either the national or the
Alaskan economies. Mr. Solomon will also provide his knowledge and expertise
concerning financial investments and social benefits.

3. Negotiations with the firm of Arthur D. Little, Inc. are currently
underway. The purpose of this contract 1s to provide macro econometric modeling
as it relates to the national and the Alaskan economies. This firm will work
in close cooperation and coordination with Alaska Pacific Bank.

In conversation with Commissioner Gallagher and other SIAC members i1t has
been determined that October 13 would be a good date for the next meeting.
Please put this date on your calendar and plan to attend. Anchorage is the
most central and consequently the most logical place to hold the SIAC meetings.
I will be forwarding to you any reports and information received from the
consultants prior to the October 13 meeting.

If you have any questions concerning the last meeting or relating to the
permanent fund please feel free to contact me directly. It would make planning
this meeting easder 1f you can inform me of any conflicting dates concerning
the October 13 meeting date.

JE:ge
Enclosure
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STATE INVESTMENT ADVISORY COMMITTEE
MINUTES
October 13, 1976
Anchorage, Alaska

Chairman Eric Wohlforth called the meeting to order at approximately 9:45 a.m.

on October 13, 1976 in the Department of Revenue Conference Room, 509 West Third,
Anchorage, Alaska,

Members present were:

Dr. Logsdon, Associate Director, Agricultural Experiment Station,
University of Alaska, Palmer

Mr. Eric Wohlforth, Attorney at Law, Anchorage

Mr. Robert Barnes, President, Alaska State Bank, Anchorage

Mr. Dennis Waldock, Foster & Marshall, Anchorage

Mr. Martin Pihl, Vice President & Comptroller, Ketchikan Pulp Company,
Ketchikan

Mr. Robert Thorstensen, Petersburg Fisheries, Inc., Petersburg

Mr. Jamie Love, Alaska Public Interest Research Group, Anchorage

Mrs. Lanie Fleischer, Anchorage

Representative Hugh Malone, Kenai

Representative Richard Urion, Anchorage

Representative Clark Gruening, Anchorage

Mr., Langhorne A. Motley, Commissioner, Department of Commerce and
Economic Development, Juneau

Mr. Jim Edenso, Deputy Commissioner, Department of Revenue, Juneau

Mr. Robert LeResche, Office of the Governor, Juneau

Absent Members:

Mr. Emil Nottil, President, Alaska llative Foundation, Anchorage

Mr. Robert McFarland, First Federal Savings & Loan, Anchorage

Senator John Butrovich, Fairbanks

Senator Jalmar Kerttula, Palmer

Andrew S. Warwick, Commissioner, Department of Administration, Juneau
Mr. James Crawford, Anchorage

Senator Frank Ferguson, Kotzebue

Advisee:

Sterling Gallagher, Commissioner, Department of Revenue, Juneau

Others present werc:

Peter B. McDowell, Price Waterhouse & Co., Inc,
Kenneth Jensen, Arthur D. Little, Inc., San Francisco
Kenneth Butler, White, Weld & Co., San Francisco

Bob Richards, Alaska National Bank, Anchorage

Charles J, Fuhrmann, White, Weld & Co,




Others present - continued:

Gary Larson, Price Waterhouse & Co.

L. Patrick Oden, White, Weld & Co.

Dan Regils, Price Waterhouse & Co.

Susan Andrews, Anchorage Times

Paul Engelman, Federal/State Land Use Planning Commission
Bradford Tuck, Federal/State Land Use Planning Commission
Thomas R. Packer, Alaska National Bank

David Rose, Bond Bank Authority

Jim Weber, Bureau of Land Management, Anchorage

Jim Rhode, Staff, House Finance Committee

Frank Reed, Jr., Dean Witter & Co.

Jack 0'Quinn, Alaska 0il & Gas Association

Dona K. Lehr, Policy Development & Planning

Carol A. Greil, Area Realtors, Inc.

Vincent Wright, Department of Revenue, Juneau

Paul Dodson, Department of Revenue, Juneau

Lisa Jorgenson, AKPIRG, Anchorage




MINUTES:

Mr. Wohlforth: In Bob McFarland's ahsence I will now open the meeting. The
first item of business is opening comments by Commissioner Gallagher.

Mr. Gallagher: I would like to welcome you all to the second meeting of the
State Investment Advisory Committee concerning the establishment of the proposed
Permanent Fund. The last meeting served to introduce new members of the Committece
and to initiate the process of establishing the Permanent Fund. This meeting will
allow the Committee the opportunity to begin evaluating the work currently being
undertaken by the Consultants for the Permanent Fund.

Bob Richards will further describe the State's economy by providing a sectional
analysis of each segment. His input will allow the Committee to begin focusing on
the potential investment opportunities available in Alaska. This information will be
useful in considering investment policy.

Price Waterhouse will present their report on the organizational structure,
management and control of existing funds which currently undertake the administration,
management, and investment of large development projects. Their report compares the
characteristics of funds which are similar in nature to the prcposed Permanent Fund,
e.g., the limitation which permits only income earnings investments.

White, Weld & Cu.pany will present their report on existing permanent funds.
Characteristics of these funds will be reviewed and outlined for the Committee.

The Governor has asked the State Investment Advisory Commilttee to actively
pursue the establishment of the Permanent Fund. This Committee was expanded to include
a broader base of Alaskans to provide a greater breadth of ideas and input for
establishing the Permanent Fund.

There has been some concern expressed in the news media that this committee has
become a "powerful board." This is a basic misunderstanding of the State Investment
Advisory Committee. The Committee is mandated by statute to advise the Commissioner
of Revenue on investment policy for the State's funds. The use of the State Invest-
ment Advisory Committee for the Permanent Fund is an exception and its expansion is
intended to be temporary. In the event that the Permanent Fund is established, it 1is
anticipated that the Committee will return to its previous status.

There has been much concern ec.pressed concerning the goals of the Permanent Fund.
Briefly, I see three major goals of the Permanent Fund.

The Permanent Fund could have as one of its goals the strengthening of the State's
economic base. This could be accomplished by adopting policies for the investments
which tend to stabilize the economy, a flattening out of the so-called peaks and troughs.
Investments into renewable resources using non-renewable resource funds will help
future economic conditions. Policies which tend to reduce the seasonality of employ-
ment would provide greater employment opportunities for more Alaskans. The benefits
of the Permanent Fund should reach a broad population base of the State.

A second goal could be to provide assistance in the area of community development.
Assistance in communication development, housing assistance, and other socilally
related programs could be goals for the fund.




Finally, a third goal could be to support the 'savings account' concept. This
would affect the economic growth of the State and allow for greater selectivity and
participintion in future development. Additional benefits could be derived from direct
earnings received on the funds.

Many people have expressed concern for safeguarding the funds. There are many
ways of developing safeguards and they are generally provided procedurally through the
management and control of the organization.

Management provides safeguards by building checks and balances into the decision-
making process. A further control is the use of generally accepted accounting reporting
and auditing procedures. Annual audits are a very effective check on management
activities. Public reporting requirements on a regular basis greatly inhibit the
misuse of funds.

A brief review of our activity will establish that there is a major effort by the
State to establish the Permanent Fund; the cooperation between the administration and
the legislature in establishing the Permanent Fund; the use and expansion of the
State Investment Advisory Committee as a F.man resource pool to develop the Permanent
Fund; the hiring of consultants to provide research and data relevant to the develop-
ment of the Permanent Fund, and the use of the public forum, the Alaska Growth
Policy Board to carry the dialogue of the Permanent Fund to the general public.

Mr. Wohlforth: Thank you, Commissioner. The next item is the adoption of the
minutes of the August 26 meeting. Is there a motion?

Dr. Logsdon: I so move.

Mr. Waldock: TI'll second it.

Mr. Wohlforth: Any discussion? 1If not, all in favor of adoption signify by
saying "aye." Contrary? They are adopted. We will now go to Vince Wright, Director
of Research for the Department of Revenue, to give an update on revenuc projections.

Mr. Wright: Each quarter, the Department of Revenue publishes a "Revenue Journal."
We feature what we consider to be the results of vital researca efforts and this
particular one is devoted to permanent funds. We are not advocating any ideas what-
gsoever. We're simply presenting a series of thoughts, concepts nd ideas that council
members, administration and the legislature have developed over a period of time
in relation to the permanent fund con’eyt.

We have listed those items that Joint Resolution No. 39 has specified as being
qualifiable for the permanent fund monics. Right now the amendment reads at least
25% of State oil royalties, State gas royalties, Federal royalties, mineral lease
rentals and bonus sales will be set aside for permanent fund purposes. We have
listed these it2ms in numerical amounts that are attributable to each of these cate-
gories by year commencing in FY 77 and going out through fiscal year 1985. We have
also calculated what the actual contribution rate would be on a per year basis.
Then we have simply accumulated those figures so that by fiscal year 1985 based on the
25% contribution rate, we're roughly calculating $1.8 million.

In arriving at these projections there are many assumptions such as price of the
oil, throughput assumptions, tariff rates, etc. and we constantly have to update these
figures due to changing conditions.

It's on the basis of wellhead value that we determine our royalties; at 12-1/2%.
First, we start out wlth refinery products. We're adopting Saudi Arabian crude
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and from that we subtract what we call a series of tariff rates. There are various
tariffs. Tor example, you have the tax tariff which represents the line itself; you
have the tanker tariffs which in this case coincides with shipment from Valdez to
Long Beach. The third set cf tariffs assumes that for a six-month period we're going
to ship oil through the Panamez Canal. Another set of tariffs we've identified with
what we call the SOHIO line project. In other words, assuming that everything is
approved there will be a line running from Long Beach to Midland, Texas. That line
consists of an El Paso gas line which El Paso has agreed to convert to an oil line
should the FPC aprove it, and it also consists of 200 miles of new lines that would
have to be bullt across Southern California.

All of those items make refinery prices from which we derive the wellhead value.
From that wellhead value you take your royilties, which amount to 12-1/2%.

Are there any questions so far?
Mr. Motley: What was the allocation for going around the Panama Canal?

Mr. Gallagher: 1It's 75¢ to Long Beach, probably about another dollar to the East
Coast, aunut $1.60-$1.75. Other tariff is $2.20, so that adds about 45¢ to 50¢ by
taking it through the Panama Canal past Long Beach and going by water.

Mr. Love: What would happen if the tax rate was changed drastically? 1Is there
a» area where taxes will go into this?

Mr. Wright: Taxes do not go into this, only percentages of royalties.
Mr. Love: Would that affect the royalties or anything?

Mr. Wright: Depending on which route the oil goes the tariff rates can be
affected, therefore, wellhead value can be affected, therefore, royalties.

Mr. Love: 1I'm talking just about the Alaska State taxes.

Mr. Wright: The tax does. 't.

Mr. Waldock: Have you considered shipping any of this excess oil to Japan?
What would be the savings in exchanging oil with the Middle East coming to the LEast
Coast?

Mr. Gallagher: There is a considerable savings to the State. The advantage to
the United States is minimal because you just displace the Saudi crude. Just different
people get the income. In one case shippers seem to get the money, or pipeline
companies, in the other case it would go to the owner of the property. We, belng an
owner, would receive quite an income differential, but the nation as a whole would
not get that much difference,

Mr. Waldock: Do you have any statistics on how much it would save the Alaskan
people?

Mr. Gallagher: There is about 9¢ per barrel differential., 1'm saying the
advantage to the Japanese is somewhere around 9¢.

Mr. Wohlforth: If there are no further specific questions we will ask Mr. Bob
Richards to give us a status report on the Alaska economy.

gk




A 0 2 R

Mr. Richards: Thank you. My discussion today will be in four parts: What the
Alaska economy looks like today; where the Alaska economy seems to be headed; a brief
examination of what sort of policy implications seem to naturally flow from the first
two; and a little bit of regional observations.

There's really not too many surprises in the structure of the Alaska economy
today. We have charted the cyclical behavior of Alaska's economy, particularly the
civilian employment. The first chart is the historical development employment; the
gecond 1s the historical development of population. Other charts show the diversifi-
cation in industry and the geographic diversification.

Mr. Edenso: What are the industries most affected by seasonality?

Mr. Richards: Tourism and fishing; forest products and construction; trade and
services,

Mr. Gruening: What is the average monch of employment? How many people unem-
ployed and how many people employed of the total work force?

Mr. Richards: 1 don't have the absolute numbers here with me. But there are
147 more people employed in August than there are in November and about 12% less
employed in January than there are in March,

Mr. Edenso: What you're saying is that there is more stability and seasonality
in employment in trade:, services and firances, goveinment, possibly transportation,
communications, and utllities than there is in construction, manufacturing and mining.
In other words, productive industries plus limited service industry of tourism is
largely seasonality affected. The mainstay for employment in the State 1is not
affected by seasonality.

Mr. Richards: That's right. Government is and is not the mainstay of employment.
Government and basics are the only things that result from autonomous investment
decisions. Distributive is an Induced investment decision. Distributives are a
function of what's going on in Alaska economy, and government partially is, and the
basic 1s not at all, and government is partially not,

Mr. Edenso: I'm not sure I really understand what i{s basic and what is distri-
butive.

Mr. Richards: Basic is mining, manufacturing, tourism, forest products, fishing,
petroleum, hardrock mining, and some construction.

Mr. Edenso: Those aren't really affected by seasonality, then?

Mr. Richards: No. Some of them are scusonal and some are not. I'm not suggesting
that all basics are seasonal. Basics are basic. They're autonomously induced.
Distributive is internally induced. To the extent of whether or not some basics are
geasonal and some are non-seasonal, that':s another dimension.

Mr. Edenso: That's what I'm trying to get at. What are those basles that are in
fact seasonal, and what percentage or proportion of the cconomy, vhat Is the Importance
of their role in the economy?

We want a breakdown ‘or cach industry.

Mr. Richards: All right, we'll do it for each industrv.
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Mr. Pihl: Do you have any data on resident and non-resident employment? I
would judge that the peak is greatly increased by non-resident employment’

Mr. Richards: Yes, we do have data on that and I will develop it for you next

time.

Mr. Love: Are we to assume that all of the data is for 1975 unless otherwise
indicated?

Mr. Richards: Yes., Graphs 7, 8, and 9 are 1975 data. The next graph is from
1973 data. This graph definitely has some investment implications in terms of a
permanent fund. Almost 2/3 of our gross state product comes from the South Central
region. The South Central region has 54.5% of the population, so the gross state
product per capita is considerably higher in South Central than elsewhere. South-
eastern also has a higher than proportionate share of gross state product relative to
population. Alaska 1s a highly labor intensive state. Lauor costs have been of
concern to all of us. Alaska heads the per capita personal income by states for
1974 by 30%. The major source, 90% of personal income in Alaska, is from wages and
salaries as distinguished from other sources of personal income, Social Security
payments, retirement benefits, etc. In other words, over 90% comes from wages and
salaries.

Mr. Gallagher: Has there ever been a chart done correlating it back to inflation
or real dollars?

Mr. Richards: The change in real over time?

Mr. Gallagher: No; inflation. This state in comparison to the national economy.

Mr. Richards: Yes.

Mr. Gallagher: [ would like to see this chart reposed over the real, discounted,
for instance.

Mr. Richards: Okay, what do you want to use as the base period? 19607

Mr. Gallagher: Can you get the cost of living Index for each state and then
repose it here?

Mr. Richards: Yes, but a I indicated, that is a funct. m of time. The cost of
living 18 a function of changes over time.

Mr. Love: He's saylng that 1if the cost of living in Alaska is 50% higher than
the cost of living In the District of Columbia it wouldn't make sense to say in real
dollars that our income is higher than that of a person living in the District of
Columbia. Our standard may be lower in some instances.

Mr. Richards: It's not inflation you want; but the cost of living differential
at a moment in time.

Mr. Reed: Have you ever done a study of the disposable income? 1 think that
is a critical Ffactor which integrates in the cost of living and how much of a per-
centage of our income we spend for housing, etc. Has our disposable income percentage-
wise increased?




Mr. Richards: I can give you some general reflection of the situation now, in
terms of the 1974 data the cost of living differential between Anchorage and the rest
of the United States was close to 25%. The next chart arrays the sectors of our
economy on the basis of the extent of their labor intensity, and as you can see,
we're a highly labor {ntensive economy.

Mr. Gallagher: If you want to raise that basis, take out the seasonality, you
invest more in government?

Mr. Malone: Looking at the breakdown on per capita income across the United
States and relating Alaska to Washington, D.C., it looks like government. might be the
best investment, if we just made a simple assumption.

Mr. Richards: The last two charts reflect the disproportionate role played by
the petroleum industry in terms of the public sector.

Mr. Love: One of the advantages of a large percentage of our revenue coming
from petroleum related industries is that you have to raise less revenue through
things like personal income taxes and state application of sales taxes, etc. What
you may perceive as a problem because it's a centralization of our revenue source in
a single industry, may be interpreted by others as an overall benefit because it
allows us a tax relief off other groups that otherwise would be carrying the burden.

Mr. Urion: It doesn't work out that way.

Mr. Richards: 1 think the point you made is a valid one, but nevertheless I
still hold the notion that severe lack of diversification in any regard is in fact
a problem. The final discussion is a further elaboration of the role of the public
sector in Alaska. 1It's been by far the major cause of population growth in the
State of Alaska and thils does not include the military.

Mr. Edenso: You show an increase in state and local government employees as
nearly 15,000. For a specific period of time within that time frame have you had a
larger increase than at some other time?

Mr. Richards: Yes, the latter years the increase was greater than the former
years.

Mr. Edenso: We don't know where we see a tremendous amount of growth taking
place. I assume it occurred after 1971 or 1972. Maybe that's an erroneous assumption.

Mr. Richards: 1'll get you the specific pattern on that.

Mr. Malone: 'lhe increase in employment, particularly in the government sector in
Alaska is very large. Are there any statistics available or information available
that might indicate to us where these people came from who went to work for state
government; whether they came from the state itself or came from outside the state?

Mr. Rhode: I checked with Kent Dawson of the Governor's office on that. They
did a quick survey and found alout 55% of those hired as state employees had been
physically resident in the state less than one year at the time of their hire.

Mrs. Fleischer: Does that include students who had been living outside in
college for four years and then were coming back?

Mr. Rhode: No, those would count as full bona fide residents. This was done for
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the year 1975.

Mr. Richards: No, I don't have any answer co that. To capsulize where the
economy seems to be headed. The next two or three years will be periods of rather
severe slowdown in growth, then we'll have a period of acceleration. The reasons
for this are threefold: (1) the Jecrease of employment on the pipeline project;
(2) more modest state spending increases and, (3) a holding back in the private
section.

The slowdown is not going to be a bust for three reasons: (1) this huge stable
underlayment of government providing 40% of total jobs, 30% of civilian jobs, (2)
the fact that the pipeline is not contributing as much of the boom as is normally
believed, therefore the absence of it is not going to contribute as much to the
bust as normally believed. My study showed that 40% of those workers send their
payroll checks directly cutside. The third factor is that the businessmen are not
going to squelch their expansion plans and investment plans completely because they're
too much aware of what is coming in the 1980's. So investment in the private sector
will continue but at a slower rate than it has in the past two or three years. That's
the short run outlook.

In the long run, the three most rapidly growing sectors of Alaska's economy over
the next ten years will be petroleum, construc:ion, and the visitor industry. I
think by the end of the next decade these three indutries will surpass fishing in
their importance as sources of employment. The hardrock mining and forest products
industries are impossible to predict, hopefully, they'll experience some growth, but
probably at slightly more erratic patterns and uncertain rates. Finally, I think
agriculture continues to remain a long shot, though a tremendous potential.

In the public sector, state and local government in ten years will replace the
federal government as the dominant employer in the State of Alaska. Anchorage, 1
think, will continue to serve as the State's commercial and financial center.

The relative thing is not so much the type of investments that the Permanent
Fund would be making but the timing of the investments, and perhaps the geographic
location as well,

Obviously we need more jobs In the wintertime and we nced more diversification.
As 1've pointed out, our economy is highly labor intensive. The petroleum industry
is extremely capltal intensity. The bank tellers and hotel clerks are paid considerably
less than roustabouts on drilling rigs and bookkeepers for petroleum firms. The one
thing that explains that is the differing degree of labor intensity and capital
intensity. However, in terms of the policy implications of the outlook, I don't
think the.e's any reason for the State to panic about going into a bust and, therefore,
to go into some major expllclt counter-cyclical spending spree. The normal increases
that simply flow from social concerns will be enough to keep a sufficient amount of
spending injected into the economy, and the implication of the long range outlook is
that because of the type of growth we're going to have, the fund will be principally
capital intensive, and it's likely that public revenues will increase to a considerably
greater degree than the demand for public services. Therefore, the managers of the
fund are going to have more latitude for investment decisions.

Mr Wohlforth: Thank you. Any questions?

Mr. Malone: The concept of using the fund balance or fund investment as a counter=-
cyclical device poses a very difficult political question in that when you have a
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great amount of activity in the economy, something like the trans-Alaska pipeline,
there's considerable demand for capital; when the business community perceives
things may be slacking off, they're not going to go on the hook for the debt. So
then probably these types of investments or expenditures may more normally come from
tae State budget in terms of a public works project rather than an investment in the
private sector as a construction of a new plant or service industry.

Mr. Wohlforth: I think it's the public sector's experience in the last six years.
After the oil lease sale in 1969, we expanded state spending for current expenses and
capltal improvements. Then with the pipeline finally on the horizon we again expanded
state spending in the capital improvement sector which, of course, means anywhere
from $80 to $90 million in bonds per year.

Why did that happen? I feel because there was a perceived requirement In con-
struction of necessities in the State. We wanted schools, roads, and all the things
that were necessary and continued to be necessary, notwithstanding there was a
tremendous burst in economic growth related to the pipeline.

I cone to no conclusion on the subject except to say that it is a very difficult
mix of public and private perception of what is needed in the State and at the same
time observe what's happening to the economy and the possible inflationary effect,
I would like to see some studies done on this subject.

Mr. Waldock: Bob, have you begun to develop charts on what ratio of monies
should be applied towards the economic investments rather than social investments? At
our last meeting I was left with the feeling that you strongly felt the majority of the
money should be directed towards economic investments rather than sncial investments
and . was wondering if you had come up with a ratio that you might suggest,

Mr. Richards: No, I haven't yet but I will give some thought to this matter and
see how we might come up with some numbers on it.

Dr. Logsdon: 1In relation to spendable income, Alaska with over 90X income from
wages and salaries, how does this compare with the U, S. average? Do you have that
figure?

Mr. Richards: T don't have it but I think it's In the high 70's,

Dr. Logsdon: You can't hide the wage and salaries from taxes. 1 think this could
be a significant figure, about 70%?

Mr. Grueni': You're talking about population growth related to State spending.
The money was generated by the bonus lease sale, the money was there. What would be
the alternative? Could it be that the Permanent Fund was an alternative as a savings
to prevent the spending that generated the population growth? What is the policy
Implication?

Mr. Richards: As an economist, [ don't think it's my role to make any political
observation or recommendation,

Mr., Gruening: If the government had decided not to hire any new State employees
but injected into the private sector, It scems to me you would enourige the same popu-
lation growth, It's the function of spending to generate that, not the fact that {t
was spent in government, 1sn't that right?

Mr. Richards: It depends on whether you invest in a highly labcr intensive
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sector, which government is, or a highly capital intensive sector.
Mr. Gruening: Would you say that one of the goals of the Permanent Fund should

be to even out the economic dlstribution to the Statae; to bolster regional economles
go that you don't have an uneven high cut?

Mr. Richards: 1 think it should, but we have to be careful to distinguish
be*ween what is form and what is substance. It should be invested regionally on the
basis of something that will be sustainable in that industry, in what region, and
what will in fact contribute to a long run sustainable change in these proportions,
as distinguished from the injection of funds to the present people who happen to
reside there. There 1s a very real distinction.

Mr. Gruening: I would like to know where State loans have generally gone
georraphically.

Mr. Motley: I can provide that as we keep the loans on file by election districts.
It's in the public domain.

Mr. Barnes: Everyone in Alaska is recally enamored at the cost of living today
and use it as a juncture for higher salaries. In showing the cost of living index
do you think it would show Alaska at the top and Mississippi at the bottom of all
the states?

Mr. Richards: Yes, it will.

Mr. Motley: Where will it put Georgia?

Mr. Richard:® The Bureau of Labor Statistics measurement of cost of living gives
as much miginformation as Information. It does not sufficiently take into ceonsideration
life style differentials. We all know that a gallon of gasoline costs more in
Anchorage than it does in Seattle and we all know that people in Anchorage spend less
on gasoline than people in Seattle. But it's really nothing more than a good rough
estimate.

Mr. Barnes: Do you think our situatlon is similar to Venezuela in gthat if we
take these funds that have been projected, put them into the economy (the money was
there) what alternative was there to spending 1{t? I would think the alternative is
what Venezuela did, put it In a fund that is not used in the economy on a short term
basis but only brought back into the economy diversified over a much longer period of
time. In other words, can we absorb these funds into our economy? Can we build
dams and other projects?

Mr. Richards: That's a fascinating question, the whole question of abssrption
and one to which I've not addressed any attention, but it i{s a key question.

Mr. McNefl: I think Mr. Richard's report is very helpful and has identified a
number of things that the investment pclicy should be directed at, such as seasonality.
I think the aspect of resident versus non-resident employment is an important one to
the State. I notice the projection of growth and other inome of the State is 285
million for fiscal year 1977 growing to 800 million in 1985. That's a pretty sub-
stantial rate of growth; I think around a 20% rate of growth per year.

Mr. Edenso: Bob, could vou elaborate on that a little, 285 million going up to
800 million?

Mr. Richarde: Almost all of that i{s Induced by the growth of the petroleum
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industry and the growth of State government, almost all of it is personal income--
the majority of it is personal and corporate income taxes.

Mr. Gallagher: Government spending made a huge climb in 1970, since then all
we've bought with government is inflation, the bigger population base. All those
big leaps in numbers are just inflation and population base. This is boiling govern-
ment spending down to a real per capita dollar. The times when we were going through
20% population gains we were also going through 10% inflation. So when the budget
went up by 307 it shouldn't have been that much of a urprise.

Mr. Edenso: Bob, you give us "Gross State Produce by Region." I can speculate
on why you made your comments concerning the disproportionate distribution of that
product by the South Central and Southeastern, but will you elaborate a little more
oii why we have a concentration of gross State product in the South Central region and
the Southeastern region disproportionately on population versus the Interior and other
areas?

Mr. Richards: In terms of Southeastern that's where the resource has been, the
fishing and the forest products; that's where our industry has been. The primary
factor underlying South Central has been that this is the hub of the largest sector,
the distributive sector, the public section and also it 's the financial sector which
1s included in the dlstributive sector.

Mr. Edenso: So where there are differenc types of development or potential
investment opportunities, a very prime consideration will be the ability of that
particular region to support an industry of any kind. So you're talking on large
capital outlays for construction development.

Mr. Richards: Yes, I concur with that.

Mr. Luve: I share some of the concerns in terms of wanting more objectives in
terms of evaluating your basic orientation of where you think the direction of the
Permanent Fund is, You gave a very short and subjective paper on what you consicered
to be the different investment possibilities in terms of how we would maximize benefits
to the Alaskan public. There's very sirong indications for a development banking type
approach. I agree with a lot of your assumptions but I'm reluctant to see this
Committee submit itself to that course unless some more objective data comes out that
we can have other people look at and have them say that Bob Richards authorltatively
sald that this {s the route to go. [ want to be able to quantify this as much as
possible in the future. I think there's a lot of support for that position and [ would
suggest that we try to develop something more objective.

Mr. Richards: I concur with everything you've just stated and I will endeavor
to do that task. We face a practical problem of simply data.

' Mr. Love: It was brought up earlier that there are times when there 18 a
ralationship between government spending and providing intra-structures to development
Industries. You made some bold and sweeping assertions that government spending s
the maln fuel to inflation. 1 would like to know more about the cause and effect
relationship between the development of a capital against other industry and the needs
that creates in terms of more intra-structure. Would vou agree that there are slitu-
ations where development creates needs for government spending, government services?

Mr. Richards: Absolutely. We share the same concern. You want to conduct this
enterprise known as Implementation of the permanent fund so as to maximlze social
benefits in the long run. ye've got to have facts before we can have (nvestment,
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Mrs. Fleischer: A lot of my questions have been answered. But I'm wondering
if we really want to provide jobs in the wintertime. A lot of thc. iobs are seasonal
by choice., Do we want to sustain a high population or to contirue doing things that
attract people from outside. Obviously we want to employ people who live here and
probably on a continuing, steady rate, but do we want to attract large numbers of
people from the outside and do we necessarily want to sustain them?

Mr. Richards: I believe we're going Lo get a certain amount of economic growth
in Alaska whether we want it or not, it's beyond our control.

Mr. Gallagher: Minimize the population growth, change the pattern.

Mrs. Fleischer: There is a 'ot of movement in the State. Pcople tend to live
live in twe places, a lot of them.

Mr. Thorstenson: Being from Southeast, I was interested in your long term opinion
or outlook on minerals, forest and fisheries. The first two were almost pessimistic,
a rather slower growth, Fisheries you seemed to have a little more optimism on.
We 1n the industry have had a recent bit of optimism with the extended jurisdiction,
higher prices for fish, and world consumption of protein and higher standard of living.
Do you see any lmmediate injection of capital that will change this term of growth,
elther domestic or foreign?

Mr. Richards: 1 would like to know what vour opinion on the matter is.

Mr. Thorstenson: 1T know there's a lot more investment coming Iinto the industry,
because of the recent crisis created in the foreign countries by our extended juris=-
diction., I thini. this group will have to yeigh that situation, whether that's something
we want to see or we should see it or attempt to encourage the capital from domestic
sources such as this one.

Mr. Richards: 1 certainly concur with your line of reasoning.

Mr. LeResche: You said our prowth will be discreet rather than contlnuous, that
we'll go through periods of unemployment and inflation, that we should perhaps use
the permanent fund at least passively as a counter-cyclical device. How do you define
this bust that we're not golng to have?

Mr. Richards: To a certain extent there's a semantic Issue here, and maybe I've
reacted too much to the term "bust". The way outsiders coming to Alaska and inqulring
about the post pipeline bust, the way they bring up the question and then talk about
lt, using the term "bust" fmplies that when the oil pipeline [, over that's all there
{s, there's golng to be an economic collapse, something that approaches the depressi n,
this is what I'm asserting we're nut going to have. I apologlze If I've over-reacted
to the term "bust'". We are golng to have cyclical fluctuations and probably rather
gevere from time to time, but only a matter of degree.

Mr. LeResche: You have said that the petroleum industry and related industries hold
a dlﬂprﬁFHFfThnutu number of our egps right now. They're certainly highly capital
intensive, they're destined to grow probably fastest of all the industries in the next
ten years., This implies that because of these reasons we shouldn't use the permanent
fund to invest in petroleun related industries because it's golng to take carce of {itself
anyway. Is that a falr conclusior to draw from what you said?

Mr. Richards: Unless you Invested it In such a way that the cyclical behavior ol
that industry is mitigated through diversification.

-1}~




Mr. LeResche: 1It's interesting to me that the relationship between the fact that
we have so much of our income coming from that industry it would seem to argue against
getting any more <f our income tied into that industry, but T see why there is another
reason we might want to do it.

Finally, just as an economist, what are the yirtues of having our economy
Sl s

balanced regilonally?
— ol mdiricact

Mr. Richards: 1I'm glad you raised that. I don't know of any state in the union that
is regionally balanced, certainly not California, Washington , Oregon, Utah, Colorado.
So I don't mean to imply that if all those sectors were equal it would be better than
it is now, It is just an intuitive feeling, that in the Interior, the Western region,
and the North, there are not sufficieatly sustainable economy to enable the pzople
residing there to do some of the things they apparently wan: to do in terms of their
standard of living.

Mr. Edenso: Bob, in the first part of your precentation this morning, you've
talked about distribution of labor between the various sectors of the economy. You
didn't describe the labor as skilled or unskilled, how that was distributed, or how thar
was affected generally by the fact of seasonality which influences Alaska's employment.
Do we have any numbers which do reflect that?

Mr. Richards: The State Department of Labor does and we can get them.

Mr. Edenso: We know there is a distribution of skilled and unskilled labor and
that also has a major effect within the economy.

Mr. Motlev: 1 have just one comment. It appears that the quest of the search

for data {s in evidence here and I think it's a valid one. Probably, by its nature,
it determines our first investment and that appears to be the Full Employment Act for
Consultants.

Mr. Wohlforth: We will go into that subject this afternoon. At 1:30 there will
be a report by Mr. Ken Butler of White Weld and a report by Peter McDowell of Price,
Waterhouse.

LUNCH BREAK

Mrs. Fleischar: 1'll try to keep my comments brief, but I do have a lot to say.
[ find myself sitting here thinking we're putting too many carts before the horse and
that all of the information being presented here may or may not be relevant to what we
really need to do. What I would like us to do, after the reports have been finished,
Is to focus on the thing we have to do flrst and that 1s establish the goals and
objectives for this Committee or for this Permanent Fund. We need to have an open
discussion on what we see as the purpose of the Fund and what we think it should be

for before we really know what questions to ask our consultants. T know they can

glve us some useful information, but we don't know what information we want until we've
established our goals,

[ think we need to Include the people in the State in the decision making process
in regard to the goals and obfectives, T know that's probably an unpopular thought
because of our time constraint., bvt it is a necessary thing. T believe If the voters
of the State are shown that this is th> vy (*'s devised they won't oppose it. 1 don't
think they will defeat the amendment on the permanent fund because T believe that
whatever the permanent fund means to the people, it does mean someth'ing positive. 1

think 1it's up to the Committee to sce that the goals and objectives set do reflect
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what the people of the State want to do with the Permanent Fund, that they are
establishad, and I think we have to do that.

I'm a little concerned that maybe some goals have already been established, but
as a Committee we haven't done that and that is one of our first jobs and I want to
see us do that. I would suggest that we do that job befcre we do anything else, as
it is something we can't ask our consultants to do, we have to do that ourselves.

Mr. Wohlforth: Thank you. I think the forthcoming information from o' r con-
sultants will fit in with what you suggest and I think it may be enlightenit .

Mr., Kenneth Butler of the investment banking firm of Whice, Weld and Company,
New York City will make the first presentalion.

Mr. Butler: Thank you. In accordance with the request of the Committee, we
have provided you with a survey of domestic, foreign and international development
banks, funds and development programs for your use in determining the future structure
and objectives of the Alaska Permanent Fund. We have selected those banks, funds or
development programs which are of major importance, as well as those which are parti-
cularly relevant to Alaska's situation in rthat they are either based upon natural
resource revenues or confined to a limited geographic area.

Mr. Furhmann and Mr. Oden are here as representatives of a larger group of White,
Weld people who are involved in advising you on the permanent fund within the State.
Our analysis of domestic permanent and development type funds was headed by Mr.
Pat Oden.

Mr. Oden: In analyzing the domestic permanent funds we looked at two categories
of funds. One of them is focused on those states which receive Iincome from a finite
natural resource and the manner that they use that income. The majority of the states
recelving Income from finite natural resources spend the income on a current basis.

The second one consists of two states-- a commonwealth and a state, which have
formal economic development programs. We've requested from each state its particular
asslstance programs and ald programs to Industry and they vary from property tax
forgiveness to income tax foregiveness to outright guarantees. We're also in the
process of accumulating a substantial file on complete information from each state on
its economic development program.

Mr. Butler: With respect to the International and foreign development banks,
funds, and development programs, Charles Fuhrmann headed the firm's effort in that
area.

Mr, Fuhrmann: Substantially all of the less developed nations of the world,
and a certain number of the more developed nations, have government owned or controlled
entities whose purpose 1s to participate in the financing of local economic development
projects, In most of the small nations these entities function principally as the
vehicle through which the major world-wide institutions provide funds. These are also
the vehicles through which the nations' development funds are disbursed into the
economy by the government and they are very heavily involved with polltical process.
These entities also act as the conduit for World Bank funds and other development funds
provided by the larger international institutions and are invested in smaller projects
in the country concerned through these development banks, the World Bank consldered
not being Interested in smaller projects,

One of the advantages ol the latter process is that the use of a local bank as a
vehicle permits the larger Institution's loan to receive a government guarantee, which
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is a common prerequisite for the exten: a of credit to that country.

Our report covers the Swedish Investment Bank, Japanese Development Bank and
National Financiera, the Mexican Development Bank. In each case these insti-
tutions are responsible for carrying out the ,ational economic policy through their
activites and they enjoy various degrees of autonomy from the national political
process. The Swedish Investment Bank is the most independent.

The international institutions with memberships consisting of several countries
whose purpose is to foster the economic growth and development of a particular region
represent potent world-scale economic forces and tend to be both non-political and
commercial in their operations. The financial strength of these entities is typically
based on the uncalled capital subscriptions of their members. Virtually all of them
borrow heavily, both locally and in the international capital mar'-~ Substantially
all of their activities consist of direct lending for specific pr .5 in the various
countries and lending policies appear to be determined on social benefits as well as
economic grounds.

The most significant amount these international and regional development
institutions is the Inernational Bank for Reccnstruction and Development, the World
Bank, both in terms of its world-wide membership and the international scope and
significance of its lending activities. Importantly, all of the other international
institutions, whether the Inter-American Development Bank, Asian Development Bank,
the African Develcpment Bank, have been created with the assistance of and modeled
after the World Bank, both operationally and in financial structurc.

Of these three, only the African Development Bank is not a sijnificant inter-
national borrower and depends heavily on loans from other institutious, such as the
World Bank.

The other type of institutions is one which functions in limited geographic areas
within a particular industry to promote economic growth and development, or to
achieve a social objectlve and is based on local or regional resources. Of the three
basic groups of international development institutions, this group contains the
smallest aumber of entities and is the most analagous to the situation in Alaska.
These development institutions or funds are new and bascd on natural resource revenues.
Significantly, only two are international in scope; others are modeled after the
World Bank but limited in their activitics to a defined geographic region, ethnic
grouping or social purpose. The remainder are national investment funds.

The majority of these funds are based in the Middle East and dependent upon oil
related revenues. Importantly, most of these funds have yet to become fully oper-
ational and it is too early to judge their potential significance. The two national
investment funds, the two which you may find are the most directly related to the
proposed Alaska Permanent Fund, are the Fondo de Inversiones de Venezuela and the
Alberta Herltage Savings Trust Fund. The similarities herc extend both to the source
and the purposes.

The purposes in these studies cover a pretty wide range. S me are developed
to encourage economic nationalization and structural adaptation and development, some
are to create employment, improve personal income, expand regional development,
centralize industry, promote exports, stimulate capital formation, foscer economic
independence, urban redev-lopment programs, supplement private investment, not be the
sole investor, improve land use and settlement, subsidize low income housing; some
deal only with the intra-structure projects, roads, utilities, water, sanitation.
Education is the main ewphasis of many of the programs. Some are to develop conversion
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areas, replacing judicial activities with new industries; some are geared strictly
toward better living and working standards; many of the funds are involved not only

in providing monies but also in providing technical and financial services. Some of
them are policement and police the operations in which they invest, others take a
back seat position. There are those that are a reservoir only at the present time

for public funds to keep them out of the current economy and avoid inflation, waiting
for the time when the monies are needed. Some are geared for redistributing income,
encouraging technical independence, and some are meant to assure rational and
diversified internal investment which may not be taken care of in the normal course of
general programs.

With respect to income policy, many of them have the income of the fund
retained by the fund. Others have it put into a statutory reserve, representing a
percentage of their investments or as a reserve against bad investments; some of them
have limited it to a percentage of their equity investments to protect against those
going sour, or a percentage of soft loans, or of their total portfolio. Various
kinds of reserve have been established by some, by others none at all. In almost
every case the fund is involved in covering its own operating costs; come are taxed
by their national authorities, others are untaxed. Some, the income goes direct
to the state or national treasury general funds, but the capital is left untouched.
Others have access to the capital. Some divide their income to the steckholders.
Some have structures with common and preferred stockholders which brings in additional
capital; some have the income transferred to related funds.

Criteria that are used in making investment decisions range all over as well.
A large number of these funds have, among their criteria, that the funds not be
generally available from other sources so that the fund is not competing with local
sources, Some demand that the projects that are invested in are commercially

viable, that they have an impact on the economy, that the terms reflect a satis-
factory return on investment, that the terms are consistent with the risk and

actually apply traditional credit standard to the project they are considering invest-
ing in. Some demand that they only participate in loans as a participant, not be

the sole lender, Many have floating rates, some have fixed rates.

Some say they can only lend to government agencies or other governments. Some
say they can only be for productive purposes, they must be prudent investments, that
they can only be used to supplement private capital or to make prlvate capital
avallable by putting in subordinated monies. Some only support projects that are
for their local use; «thers invest both in thelr own geographical environment, others«
invest zll1 over the world and their purpose is to make money, build credit behind
something. Employment is a big issue in many of these funds to stimulate employment
or develop skills, talents or technical expertise that they don't have. Many of
them are only interested in larger projects--they do not want to have a widespread
dispersal of their funds and limit themselves only to major, huge projects.

Some insist on security on all loans and others take the social good and soclal
benefit route and don't really care v ther they're going to lose all their money in
terms of Investmerits, but whether ti . social benefit is determined to outweigh the
sccial cost. So, there are a wide variety of criteria.

We are continuing to collect information on additional funds, both domestic
and International. We are also compiling a file of source materlials which a‘e
essentially background materials on each of these funds. 'This work is not complete.
Thlis file will include annual reports, prospectuses for those that leverage them-
selves, coples of thelr charters, and the legislation that was necessary to implement




them originally, and just about anythl!ng else we can get our hands on. At this
point we feel that it would be most helpful to have certain representatives of the
Fund meet with the Alberta Heritage Fund people and the State of New Mexico people
to assess their programs and to better understand the philosophy of their decisions.

We would also suggest that it could be helpful to visit with us {n New York to
discuss first-hand with varius members of our firm their experiences with the various
international foreign and domestic funds and development programs.

Mr, Butler: That's a brief overview of the domestic and international techniques
=
on ground we've covered. Are there any questions before we go on?

Mi. LeResche: You alleged that certain funds are more relevant to Alaska
than others for two reasons, first because the source of funds is natural resources
and secrndly, because they're confined to a limited geographic area. I don't under-
stand that. Why is the source a matter at all and how is our fund limited to a
geographic area? We're not obliged to invest it only in the state.

Mr. Butler: That wasn't the implication. We were more or les: concentrating
on certaln types of funds - non-renewable natural resources as the main source of
funds, and it isn't as applicable where, like the Development Bank of Puerto Rico
or the World Bank, where their sole source of funds is borrowing in the inter-
national capital markets.

Mr. Fuhrmann: To the objectives it doesn't really make much difference, but in
the structure it makes some difference because the member states are not going to be
represented here. They're not a series of nations who are involved in this environ-
ment or in this fund as contributors, with respect to what they do with their
income and what their objectives are and the kinds of projects they necessarily
invest in. I don't think it's fair to say they're irrelevant.

Mr. LeResche: Do the management structures follow logically from the objectives
in all cases here?

Mr. Oden: In the states that we've reviewed with respect to permanent funds,
they fall into a couple of broad categories. In Texas, the monles are all applied by
the Unversity of Texas system; they are on state owned lands; New Mexico is the same
situation. The funds were set up in the previous decede and the rationale on where
those should fit within the governmental structure would certainly not be relevant
today. The objectives of the newly developed permanent funds are set up, as far
as their populace is concered, to serve those objectives.

Mr, Fuhrmann: On the inteinational ones, obviously the ones that involve
member natlons are going to be structured on an organization, management and policy
level to refli:t the membership of international bodies. The national ones, or the
ones that relate to a particular area often reflect either the political environment
from which they've come, whether 1it's more democratic or less democratic. Some of
ti.em have recognized for their own purposes the advantages of independence, others
have felt the advantages were having it be less independent.

Mr. Motley: In going through this, I've been looking for a restriction
according to the big income producing investments and I haven't found it. 1Is that
true or not?

Mr. Fuhrmann: No, you missed some, because there are a lot of them that
insist upon the commercial viability of the project; upon a satisfactory return on
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their investment, coupling that with the ability of the project to meet those terms.
The majority of the ones that are dependent upon the taxing authority of the nations
involved are not worried. Almost all of them are involved in income producing and
less socially good loans than the opposite.

Mr. Motle¥: Are they as restrictive as just the one liner that the people
decide on? that's my question.

Mr. Fuhrmann: I think that one liner has got a lot of flexibility.

Mr. Wohlforth: Has anyone used that terminology in the charter?

Mr. Fuhrmann: I think both charters of the Islamic Bank and the Kuwait Fund
insist that they be income producing, and the words themselves ares used.

Mr., Motley: The reason I raised that question is because it appears Lo me that
the Permanent Fund is attractive to some people becuase in essence it will be a
negation of use for public building, etc. In other words, if there are no
restrictions there would be a lot of latitude and that may not be what the people
want, My question really is, How many specifically restricts to income producing?

Mr, Fuhrmann: [ don't know how many, but I think you will find that it is
specific about that.

Mr. Thorstenson: You said that politics becomes a problem in management of
these funds particularly on a national level. You said some were very political and
some were less political. Would you recommend a way that this could become less of
a problem particularly in our case?

Mr. Fuhrmann: Since I don't know whether you want to have Lt a part of your
political process or whether you want it to be separate, I'd rather not answer that
question,

Mr. Edenso: Maybe you could explain some of the political processes that have
occurred which have resulted in a structuring of some kind of management entities.

Mr. Oden: With finite natural resources, a lot of states had a severance tax
or gome other sort of royalty tha% was coming in that up until 1973 was not that
significant. All of a sudden they rnow find themselves with a tremendous source
of revenue. So states such as Montana, Wyoming and New Me..ico have created new
programs, primarily under the auspices of the Governor and the State Treasurer, and
the management of the funds in these are usually left to a certain degree on a dis-
cretionary basis with broad guidelines produced by the finance arm of the executlve
branch of these states.

Mr, Butler: In New Mexico the fund is managed by the Governor, the State
Treasurer and four or flve members appointed by the Governor but approved by the State
Legislature within the very broad guldelines of the charter. Then they're free within
that to invest in any manner. Obviously, that could be quite political because the
Governor is on the board as 1s his appointee, the Treasurer, as are his other
appointees, ard that's where the sole decisions lie. Monetarily, it's been a
successful prorram to date as far as they've had no losses.

Mr. Oden: The Texas Permanent Fund and the New Mexico Permanent Fund are really
the only two with a definite policy to Invest in common stocks. The others have
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become more wary about investment ir common stocks znd have by internal regulation
limited themselves to income producing, fixed income securities, primarily federal
government securities,

Mr. Fuhrmann: Let's talk about where the people come from that manage these
funds. Are they coming from the political arenma, are they politicians, are they
involved in representing the people either by election or by dictatcrial power, are
they from the business community or the investment community, are they financial
people or are they agricultural types or engineers? To answer that question is to
say that you will find funds that had any or all of those or a combination of the
above., However, the majority of them do reflect people from the political community.
But they will argue that their decisions are taken irrespective of their political
inclinations, whether it's partisan, political philosophy, liberal or conservative,
or whatever, but thelr decisions are taken objectively and that they run there
things all on a businesslike basis.

What is most important is that whoever runs it must be answrrable and responsible
to the public and easily identifiable and accountable. Otherwise the opportunities
for graft, mismanagement, etc. are enormous.

Mrs. Fleischer: I think we have to know where we're going before wc¢ know
how to evaluate any of this information. In other words, what are our goals and
objectives?

Mr. Wohlforth: We will defer more questions untii we've heard from Peter
McDowell of Price Waterhouse. Then we'll have the benefit of two things to respond

Mr. McDowell: Thank you. Our report [s of five case studles, fo.. of which
are specific institutions based in Washington, D.C. We selected these four, tle
International Finance Corporatlion, the World Bank, the Inte--American Development
Bank, and the finance program of the U, S. Government's Overseas Private Investment
Corporation partially because we know a great deal about the institutions and have
a long~standing client relationship with each of them and partly because they are
prominent, well managed and dive-se and generally are representative of the types
of institutions active in the development banking field.

The Fifth case study concerns a class of institutions which are nnrmnljy
organized in each developing country and go by the term commonly called development
finance corporations.

A development bank is like other banks we re familiar with except for two
or three differences: (1) it does not accept deposits, (2) it 1s very aggressive
in the promotion of the projects to which it makes loans or provides equity [Inauacing
and, (3) Lt is active as opposed to being relatively passive. The bulk of them are
managed and operated and established as commercial institutions. I would like to
highlight some of the points of the sponsored Development Finance Companies. They
are normally national institutions concerned with only nation/state now rather than
a group. They cooperate closely with their government in order to represent private
sectors during the development of economic policies and plans by the government. The
initlal objectives Ls that they are expected to maintain adequate profits and sustain
their credit worthiness, in other words, to sustain thelr integrity as financial
institutions and make an important contribution to development. That's the public
policy goal that often causes them to engage in compromises that an ordinary business-
man wouldn't countenance.
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The govermments apply pressures because they normally own all or most of the
stock. As with any corporation they can dilute the independence of these insti-
tutions in many ways; (1) pressure to hold interest rates below market, (2) pressure
to consider projects which are too small for economic investment and perhaps too
risky. and, (3) pressure to fund projects in least developed regions.

Most of tihese situations could be faced within the State of Alaska. The
influence, which is political influence, can easily become interference with manage-
ment decisions, and this is where you have a problem. Most of the development banks
organize to be independent as far as management decisions on investments, stafflng
and internal administration are roncerned. These are the three keys to having a
well managed institution.

The Overseas Private Investmenlt Corporation Finance Program (OPICFP) is also
interesting in terms of some of the exceptions that it encompasses to the normal
structure and control of development banks. Its sources of funds are U. S.
Congressional appropriations and proceeds from its own operations. In addition, it
has authority to guarantee loans to a far greater amount than it has author 'ty to
make direct loans. So it's a guarantor of other people's loans in many more
instances than it actually makes loans itself. That's the difference. The others
tend to strictly make their own loans; although most have their guarantee power
they don't care to exercise it.

The relationships with government are interesting as well. OPIC is a corpo-
ration of the United State govermment. It's subject to review about everv four
years through the Congressional authorization processes. Selection of its board,
senlor management and staff is a very closely related governmental function. There
are six members of the board of directors from the private sector and OPIC's president,
directly appolnted by the President of the Unlited States and confirmed by the U.S.
Senate. The four other government directors hold specific posts in the current
administration. The private sector director can serve a three year term. They have
rules about expiration so that the appointments and expirations of director's terms
occur on a staggered basis,

The World Bank was founded for two purposes; (1) to assist in reconstructioun
after World War II, and (2) to assist In the development of economic development
of under-~developed countries. The Int.:r-American Development Bank was formed at a
'ater date In response to the need felt by countries in Latin America that the World
Bank was fine and they liked the loans and the projects but they weren't getting
enough, therefore they preferred to have their own bank. The Internacional Finance
Corporation is again a later development. It was found the World Bank did not want
to deal in the private sector directly so the International Finance Corporation was
established to deal solely in that sector.

In summary, some of the similarities Include: they all have a common purpose
to provide loan financing for high priority economic devclopment projects; none of
them make small loans; the operating philosophies are similar, they're all aggressive
in project promotion, preparation and design activities to far greater extent than
normal commerclal banking institutlions. They are all run on a prudent and business-
like basis and most frequently the word "prudent" is included in their charters
to indicate that they should be run on a commercial businesslike basis. They're
expected to generate revenues adequate to fund thelr operating expenses, including
the costs of borrowed money and to provide some profits to insure security and growth
as continulng Institutions.
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Each institution is organized with boards, boards of governors and/or boards
of directors, and a strong chief executive officer. This is a crucial factor in
the success of these institutions. They share common control structure. They are
each organized to provide an adequate separation of duties and numerous levels of
loan and investment review and approval., Final responsibility and accountability
clearly rests with the boird and the senior management. Their accountability
in all instances extends co public accountability.

Some questions that I think you want answered 1 will try to answer. One of
them is, how do you insure political influence is minimized in the loan or investment
operating process? They've done this partly by creating an independent corporate
entity with all of its operating functions. They have their lending operations,
cash inanageuent operations, they can control their own liquid assets, and they make
their own borrowings as independent institutions. But the crucial thing is that
they have all of their operating functions self-contained as to the day-to-day
management decision making. That's cthe key. In other words, if you put into a
charter that a certain item that's crucial in the management of onc of these
institutions and it's not granted, you would create problems. Part of the success
of these institutions is because they are independent corporate entities.

Another thing is to delegate all operating responsibilities from the stock-
holders to a board of directors which represents enough diverse interest so that no
single outside agency or group can control decisions of the board. There are many
other factors involved in insuring pnlitical influence is kept out of the operating
process.

Then the alternate side of the question iS8 how do you insure that adequate
political influence is exerted in the policy making process. The first thing they
do 1s lay out objectives in the charter for the institution, objectives and an
operating philosophy. Slmply said, the bank will make loans for development projects
in less developed countries and it will do so on a prudent basis. The ultimate
powers are reserved to stockholders; they have the power to change the articles of
Incorporation, the power to liquidate the iInstitution, and they have the power to
elect the directors.

In accordance with the way the Constitutional Amendment is written regarding
the Permanent Fund, the Legislature of the State of Alaska appears to have the
power to change the articles of incorporation and to liquidate the institution.

The appointment of the directors can certainly be shared subject to guidelines
provided by the articles of incorporation. In these very general but final powers
you've got a lot of opportunity for insuring that adequate political influence is
exerted. But you've the opportunity by structuring an independent corporation with
certain other features to make -ure that polltical influence stops at the policy
making level and is not exerted at the operations level.

Another question which I found is, what can be done to insure that high
standards of credit worthiness of borrowers and project viability are maintained?
The first requirement is to be prudent, make enough income in total to pay their
operating expenses to provide for reserves against bad debts ind losses. Another
major area {s that they make sure they have competent management and staff. They
have a strong executive officer.

Another question is how do they determine priorities? They have limited
resources. The institutions go through extensive economlc analysis themselves,
They are a key force in economic analysis for the economies of their countries in
which they are investing or loaning money.
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In all cases studied, all are closely invclved with government economic
planning. Most have planried economies to a significant extent and then have
priorities established by the government for which sectors are to be emphasized.
Then later you have project priorities. You must have a varilety of projects to look
at to be able to rank them in order of priority.

How ¢ rojects identifed? They're brought to the attention of the institution
by the prospective borrowers and they are also brought to the attention of the
prospective borrowers by the institution itself. So it is a two-way communication.

I'd 1ike to stop at this point and see if there are any questions.

Mr. Pihl: I have a question concerning foreign investment and whether these
funds are used to control their own destiny. Is there any role in the control of
investment, in capital, that is made?

Mr. McDowell: I don't believe the development banks themsclves create new
capital; they divert it. 1In Alaska's case, you are starting with the capital, you
don't need anyone to marshal the capital for you.

Mr. Pihl: You mentioned security and grcwth of the fund. Do the funds try to
maintain a growth that's equivalent to a long-term inflation rate, for example, or
when you speak of maintaining the integrity of the fund, $2 billion by 1985, it's
got to grow by a certain percentage to ri'main permanent. Do the funds try to do this?

Mr. McDowell: They try to; they're not all successful. They all nake enough
money to pay their operating expenses, including the costs of borrowings, and to set
aside reserves for bad debts so that you don't shrink the capital by losing it.

They aren't necessarily successful in countering inflation. They try to maintain
their integrity as best they can. But their soclal purpose--in other words, the
definition of "prudence" only goes to a point and then it becomes more important--
that you're prudent up to a stage, that stage being not to let the capital deteriorate
very fast, although it's probably going to a little bit., Beyond that their objective
is to get the money out at rates the countries can afrord.

Mr. Barnes: A brief question on organization and controls. It seems they're
very elaborate which would create a large bureaucracy and a lot of overhead making
it uneconomic for the small loans. 1Is that the natural progression?

Mr. McDowell: 1It's not necessarily the size of the staffs that makes it
uneconomc to do small loans. It's a combination of the operating philosophies, that
is to be active in all stages of the project, definition, development, and imple-
mentation that runs the costs up. The other fact is their staflfs are very highly
qualified and to retain them they are wcll paid. They don't have many employees per
dollar, bot they do have highly paid employees and they spend a lot of man hours
on any glven project.

Mr., Barnes: Has there been a problem in any of these organizations with the
o-called strong executiva concent--belng too strong to be arcountable to anybody?

Mr. McDowell: No, he's accountable cause the ultimate power is the member
government putting a check on him by saying, "We won't increase the capital. Your
leverage ratio is set so we won't raise that either. We don't think it would be

prudent and you'll be held to your proper size.

Mr. Barnes: I notice there are two funds that are handled within the state
treasury operation. Do you know if they have a lar.e staff or if they have a
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relatively small staff?

Mr. Fuhrmann: They have a very large staff - aboul thirteen hundred people.

Mr. McDowell: I gave the upper limits of size of the DFC's as a group, and I
sald they go up to 3,000 employees and $3 billion ian lending. The one with 3,000
employees is not the one that lends $3 billion. They vary all over the map, but
then there are totally different employment objectives in the developing countries
than we would even consider reasonable here.

Mr. Fuhrmann: The Mexican one actually acts as the finance department for the
corporations they're involved with, so they have enormous responsibility to the
companies that ultimately get the funds. At the same time, the National Financiera
cannot do anything without going the Minister of Finaace for approval in a sense of
its raising its own monies because they don't want to be competing with the 3zovern-
ment's financing in the marketplace.

Mr. McDowell: The crucial control is that these institutions are expected to
earn a profit. The chief executive has got to make money and normally there's a 1lid
on the interest rate they can charge. So his only flexibility is in his operating
costs. He's got to manage his organization so that there is a spread adequate to
at least pay expenses and to provide a return that is prudent.

Mr. Gruening: T've been thinking about the source of the fund really being
relevant. In the Alaska situatioa the funds will be the natural resources, and it
seems to me that the responsibility to the shareholders in the Permanent Fund cise
is somewhat different in that the shareholders in Alaska would be all of the citizens
who have a right to that resource. I'm wondering how far down policy decisions should
go In terms of political control?

Mr. McDowell: I think ownership is important. The stockholders of the Alaska
Permanent Fund would be the citizens of the State of Alaska. Just as the World Bank
has a board of governors appointed by the stockholders, I would suspect that some
device [s going to be necessary because you can't have all 450,000 people on the
board of directors, You've got to narrow it down. Who do you choose? You've got
the legislature and the governor and some other executive officers elected by the
people to represent them in most matters, perhaps including this one. 1If you do, then
you've got a logical structure at this top policy level. Or you might like to
spread it out and have 12 or 15 people representative of the population of the
state, then they can represent the stockholders, they can be the board of governors.

Mr. Gruening: Do we need a second board of directors?

Mr. McDowell: “Through the appointment and perhaps process, but I think the line
stops at who decides whether or not to grant a loan. That process should not be
directly impacted by the stockholders. I'm not sure which body you will eventually
pick to be called stockholders, or represent the stockholders. You've got to go one
more step down and that next group should have that power.

Mr. Gruening: In the Alberta Fund that Assembly appears to have some kind of
committee that has something to do with the loans. Would it be poing too far down to
have the Legislature approve loans over a certain amount or certain speclal loans!
For example, we could set goals here, but then you have the problem of which goals
over a period of time take priority, Say, in five year Jrom now one goal would ue
more important than ancther, could the legislature say they wanted to emphasize a

certaln goal or not?
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Mr. McDowell: You'd be into oprrations at that point, unless you left the
power with the legislature to create and then to change the articles of incorporation.
The purpose of the Overseas Private Investment Corporation is to encourage cconomlc
and social development in approximately 80 lesser developed countries considered
friendly to the United States. That's a major restriction on thelr lendlng because
there are 120 developing countries and only 2/3 of them are eligible for OPIC financlng.
However, the United States Government can change it at any time because they have
created it.

Another problem is that if you take an operational decision and transfer it
up too far then you can't hold the management of that institution accountable; you've
just destroyed their accountability by assuming it at another level.

Dr. Logsdon: Do these development banks borrow private money? Do they
participate in equity?

Mr. McDowell: Some do borrow private money, also some of them will participate
in equity. There's no universal rule.

Mr. Waldock: Is there an example throughout the world where a huge infusion
of money has disrupted the banking system?

Mr. Fuhrmann: Both the Middle East and Venezuela had among their objectives and
purposes initially getting the money out; they have Invested in external investments,
money market instruments, government borrowings, they've put money into the World
Bank or subsidiarv vanks of the World Bank. They've taken the money out of their
own cconomy to avoid that conflict as well as the resulting inflationary impact if
they had allowed that money to gu into their own economy.

Mr. Oden: In addition, in New Mexico there is a severance and a Severance Tax
Permanent Fund. Investments of that fund are in CD's of state banks.

Mr. Waldock: What is the length te share those CD's?

Mr. Oden: They vary from one to five years. With those monies the banks turn
around and make loans on capital projects. They do all the research and all the
evaluation on the validity of the loans.

Mr. Waldock: With a five year limit it really isn't restricted to short term
loans.

Mr. Oden: Yes, it is to a large extent. They can't be rolled over.
Mr. Fuhrmann: The purpose of almost all these funds, one way or another, is to
help build capital formation internally and make private financing available.

Mr. Gallagher: The deposit structure of the State of Alaska in comparison with
other states resemble the deposit structure of more rural states in that we have high
demand deposits and low in savings deposits. If you orient the Permanent Fund
toward long-term investments (longer than five years) then you're not competing with
the commercial banking system.

Mr. Malone: Mr. McDowell, you mentioned that you didn't really believe the
World Bank was In the process of diverting capital. Will you describe that process
and whether that might hoid any implications for the Permanent Fund?

Mr. McDowell: These institutions do divert capital because they take capital
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out of developed country capital markets and channel it into specific projects in
specific developing countries. Kuwait had a similar situation. They filled up
their commercial banking coffers with kind of a wash in cash, everything else just
flowed right out into the international financial markets in other countries. 1In
effect, it was just passed out of their banks into other banks and invested in
securities elsewhere in the world,

That could and probably will happen here in the early stages at least. The
revenues to the Permanent Fund will probably flow through the treasury out into the
capital markets of the U. S. initially, although some of it would stop over in banks
in the states and create mendable assets. So you won't see a terrific disruption
of your banking system bcrore its had a chance to grow and absorb some of this.

Then, if that's all you do with it, that capital will be out there and earning
a certain return for the State of Alaska, but it probably will be loaned to some other
project. It may be loaned to U.S. Steel for expansion in Pennsylvania, it may be
loaned in the European market for expansion in Europe, Africa, or somewhere else.
If you create an institution that can call those funds back to you at a later time,
channel them into the Alaskan economy, then you've gained a measure of control over
your own destiny been able to divert a capital flow.

Mr. LeResche: The institutions you've described have two measures of success,
credit worthiness and project viability. Does that pretty much summarize the measures
that you're using to tell us those are successful institutions?

Mr. McDowell: No, those are really for the projects and the countries they lend
money to. For the institution itself their measures of success are continuation, in
other words, just survival. Do they survive intact as financial entities? The other
measure of their success is the changes in the countries they deal with. Does per
caplta Income go up? Does income distribution improve? In other words, within a
glven country is the quality of life for the people of that country better?

Mr. LeResche: I think your strong message was that these have been successful

institutions because of their executive autonomy of the operations.

Mr, McDowell: Some of the banks in the countries themselves failed, went out
of existence, they didn't survive, In most instances they were susceptible to the
pressures from the fact that thelr major or only stockholders was the government of
the country and the government of the country imposed resti:ctions on them or pushed
them in different directions that they just couldn't survive economically. Some do
go down becuase of poor management and just collapse because they made bad loans. But
in many of the Instances the fact was that this inevitable pressure became inter-
ference In the day-to-day operating procedures.

Mr. LeResche: So the line of policy Interference was drawn a little too high
or too low?

Mr. McDowell: Too low, yes,

Mr. LeResche: You said it's proper to lay out the objectives of the Fund or
the institution 1In the charter-=-very general, one or two sentc-zes. But, in the
case of the World Bank you sald the leverage ratio was set b limitatlon on interest,
which seems falrly specific as opposed to general. Isn't that an operational
control?

Mr. Mchowell: Not really, It's o description of the size of the institution,
The stockholders stated that they did not want the institution to exceed a certain

-2/




e

"

N B T e A | R G L 7 e R ) o A TR Ry Rl L E TN

"
4

BRTAT NI

g

size without calling for a new vote to subscribe more capital. The stockholders of
the World Bank can increase the size of their institution by changing the leverage
ratio, but it's quite difficult to change the articles of incorporation even though
it can be done.

. *+_LeResche: The Alberta Fund sets proportions of loans that can be made for
various purposes. A strong executive officer working under the Alberta rules would
feel accountable.

Mr. Fuhrmann: He doesn't feel accountable with respect to the loars that are in
the soft category because it's been removed from the fund by being put on the legislature.
He is accountable with respect to those things he has authority over. They have main-
tained th2 autonomy within the normal business environment with respect to soft loans
but the re.ponsibility really rests with the Legislature.

Mr. Love: Alaska seems to be a country that might have too much capital and
would hive a problem of how much capital we can absorb. Should we have a Development
ank .pproach? TIs that the best vehicle for us in the investment of the Permanent Fund?

Mr. McDowell: That is true, but there are other issues that are addressed by the
development banks--investment decisions -hat aren't made on economics alone, they're
made on income distribution effects, employment effects, environmental considerations,
health and social considerations, plus the economics of the project situation.

Mr. Love: what are the mechanisms for evaluating whether or not the loan programs
that the state enters into are actually achieving the specific objectives being outlined?

Mr. McDowell: The reporting of the accomplishment toward this sort of objective
34 in the annual reports of the institutions.

Mr. Waldock: 1 have a few questions I'd like to put to the Committee. One is,
exactly what criteria was used for the selection of all of these different financial
consultants?

Mr. Gallagher: At the present time we've only got two under contract. Arthur D.
Little Is not under contract. We went in search of several firms who were knowledgeable
in certain areas and called and talked to the ones we thought appeared to have the most

to bear on the subject.

Mr. Motley: The Investment Advisory Committee, as an nnt[ty of the State, 1is
subject to the pruvurement and purchasing rules and laws of the State. We have to kecep
that in mind.

Mr. Waldock: The second question is, "What exactly are the fees paid to these
various consultants and what is the length of their contract?"

Mr. Edenso: 'The terms of the contract are general, they are intended to explre at
the presentation or the completion of our task and then have the Committee itselfl return
to its original condition after we have prepared some output for the 1977 Legislature,

We anticipate completing the closed contracts sometime in Januvary of 1977.

Mr. Rhode: I believe all the contracts are Identical in that they expire with the

convening of the Tenth Alaska Legislature and gencrally the compensation is based at
their customary fees with a ceiling not to exceed.

Mr. Waldock: Which 1s?
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Mr. Rhode: It depends on the contract. For White, Weld it is set at
the amount of $20,000 ceiling, with allowances for actual expenses.

Mr. Edenso: The Lesiglature pissed an appropriation of $185,000 and the
Governor slashed that to $135,000., Getting down to the actual contracts;
Bob Richards from Alaska Pacific Bank - his contractual services are at a ceiling
of $15,000 and $2,000 for travel and expense purposes, in other wcrds he is
limited to a total of $17,000.

White, Weld and Company, Inc. of New York has a ceiling of $20,000 with
$10,000 for travel and expenses, or a total of $30,000. Price Waterhouse has
the same limitation on their contract.

We have on contract but not utilized, Professor Edward Solomon from
Stanford University - contractual services of $5,000, travel and expenses of
$2,500 or a total of $7,500. There is also an unsigned contract, but an agreement
if we need it, with Dr. Richard Neve from the University of Alaska in Seward, to
prvide us specific information on fisheries and fisheries related subjects. His
contract is budgeted for at $5,000 and travel and expenses at $1.000, or a total
of $6,000.

We have budgeted for the Legislators involved with the Permanent Fund and
for their discretionary use a total of $30,000. We have budgeted for legal
research purposes $5,000; we have also budgeted for travel contractual services
for the State Investment Advisory Committee $3,000 in services and an additional
travel and expenses of $5,000, for a total of $8,000.

There is also a contingency fund of $16,500. We had programmed, prior to our
full realizatfon of what the costs would be for the information we were asking
from Arthur D. Little, we had programmed $10,000 and for their travel and
expenses not to exceed $5,000. The information we are asking from Arthur D. Little
Ils very complex and very difficult to gather. It requires some very talented people
in the area of the national economy, interpretation of that with the State economy,
and some «conometric modeling, not techniques but the results of a developed econo-
metriec model. We have not signed this contract yet but we're contemplating asking
for a supplemental appropriation to allow us to procced with this.

[ think that generally gives uvs a total of $135,000, contractual servi:es
of $109,500 and travel and expenses of $25,500. We have one other contract -=-
Mr, Bill Batko. He would come under the budget item of State Investment Advisory
Committee., He was recommendid to us by Mr. Love. His total contractual services
Is $500 and travel and expenses of $1,500.

Mr. Waldock: Since it is one of the responsibilities of the Investment
Advisory Committee to advise the Commissioner of Revenue and the State of Alaska
on their selections of financial consultants and since these financial consultants
primarily for the help on the Permanent Fund have already been selected, can it
be assumed that the Investment Advisory Committee is not going to be held responsible
for any incorrect advice given by tlese consultants?

Mr. Wohlforth: I would say yes, that can be assumed.

Mr. Gallagher: It was an executive prerogative.

Mr. Edcqﬁgz For the Information of the Committee -- Alaska Statutes,
Chapter 37.10.070(f) states, "The Investment policy shall be formulated by the

-26~




RG] .. ETE R YA TR "f;_, .|_‘,'fz_'\l1‘\2r,‘;;‘i 3 '_ i o _}- :. _I;I s .:ﬂ‘_nfﬁ 2 ‘ '.I.E. __r‘r?-_._'_‘\. ;

A% e ‘,I,I

Commissioner of Revenue, who shall be advised by a committee appointed by the
Governor but shall contain representation from the Legislature. In formulating
investment policy they shall consider maximum income and safety as governed by

the prudent man rule and the benefit to the private and public sectors of th
economy in terms of increased housing and commercial credit, stimulated busi.iess
activity, increased employment, support of the market for state and local 1onds,
increased public revenue, together with the possible inflationary effect ol the
investment and (h) and (i) of this section. The Commissioner of Revenue, with

the consent of the Committee, may enter into contracts for services providing
investment advice, custody of securities and execution of transactions in or out
of Alaska." That pretty much spells out what the previous role of the Investment
Advisory Committee was. However, in the expansion of the Committee to undertake
the task of establishing the Permanent Fund, the Governor asked that the Committee
address itself only to the Permanent Fund at this point in its expanded state.
Now, were you to begin to provide advice to the Commissioner as an expanded Com-
mittee, I would suggest that with the new members of the Committee, that may be
inappropriate at this time.

Mr. Motley: Mr. Waldock and I have not discussed this subject before, but
I think I understand the thrust of his questions. I think, as a long-time member
of this Committee he would like to continue to participate in some of the decision
making processes with regard to the selection of eriteria, consultants, et al.
As a fellow member of his Committee, I think T understand what he's saying. 1T
don't have any problems with the selections made, but I've taken note of his
scrutiny of the process.

Mr. Walcock: T'd like to say the same thing and not just for myself. 1
think everybrdy on this Committee should have that opportunity to have that choice
and we might as well get the course of the Committee aimed in the right direction.

Mr. Waldock: The final question is the conflict of interest law, The law
came Into effect in 1972 that anybody working in an advisory or consultant capacity
may not act in a contra-capacity as an investment banker, dealer, or accountant
due to the possibility of conflict of interest. My question 1is, will this also
hold true for the Permanent Fund?

Mr. Motley: What is the statutory reference?

Mr. Wohlforth: The only one I'm aware of is that prohibition which applies
to the state and local governments of having a financial advisor bid on bonds. Is
there another one that I'm not aware of?

Mr. Rhode: It doesn't apply in this situation because they're giving advice
on general public issues. They're not structuring debt, preparing a prospectus,
advising us on any specific type of investment, nor are there any investments for
them to deal in.

Mr. Waldock: Couldn't you possible see a conflict of interest in investment
a’dvice or a consultant in this particular case because it takes in a broader area?
Couldn't there be a little bit of conflict of interest if that individual was to
structure the way the Permanent Fund is to be run and then, in fact, turned around
and be in the other end of the operation?

Mr. Rhode: This matter was specifically addressed. Every consultant was
given a copy of the relevant statute. I'm not aware that Price Waterhouse is
dealing In securities, In the case of White Weld, they're :n virtually every type
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of investment that is possible, all the way from tax exempts to taxable debt. So

any way the Fund turned out there would some kind of business that they might have
a part in at some later point. But that would be true of any other highly reputed
national investment banking house that we might bring before this Committee.

Mr. Waldock: That's the exact point. I think if they are used as con-
sultants they should not be involved in the actual use of the Funds, once it's
in operation.

Mr. Motley: T move that I would be happy to work with Mr. Waldock and
anybody else to draft the question and ask the Attorney General for his advice.
There may be ramifications later on and perhcps White, Weld and others would like
to know what their ramifications are.

Mrs. Fleischer: 1I'll second it,

Mr. Wohlforth: Any discussion? All those in favor say, "Aye."
Opposed. So ordered. Mr. Motley, will you and Mr. Waldock work on this question.

Mr. Urion: Before we get completely off of this subject matter, I'd like
someone to explain what this $30,000 is for? You said it was budgeted for the
legislators to use as they see fit. I happen to be a legislator. How is it being
used?

Mr. Edenso: To the best of my knowledge, it's being used for expenses incurred
by the legislators for matters relating to the Permanent Fund, for telephonu calls;
for some travel, ctc.

Mr. Malone: The appropriation was made in the lLxecutive Branch, so what
they've done is actually set aside $30,000 for the Legislature to basically make
proposals against. TIt's the budget for that $30,000 that Senator Kerttula and

I have worked up. The primary expenses are staff and office expenses.

Mr. Love: 1t is my hope that one of our very next meetings will be a meeting
where ﬂ;;7ﬂﬂﬁic has an opportunity to appear before us and give us their ideas

on what they want the permanent fund to do. There are probably many other

different approaches to the {nvestment purposes for the development, many different
ideas and proposals that we should at least hear before we make our minds up about
what the proper direction is. We should not be committed in any direction before

we have an opportunity to hear from the public.

Mr. Motley: I don't think anybody is committed. We can't commit anything
until after the election. What we did today was mostly for enlightenment. It's
probably the initial intellectual exercise to figure out what may happen if
certain things do occur. The one thing that changes the Constitution is it says
income producing investment, and that's where you have to start from. There isn't
any mention on the ballot about social benefits versus social costs; there's
nothing about subsidies, soft loans, or anything like that. We have to keep that
in mind.

Mrs. Fleischer: ['m reluctant to leave the room without some decision
on uutggrﬁﬁtﬁigqaﬁ?]unlh;and objectives of the Committee. I would like for
to decide to do that, and I so move. I move that we make the next order of
business a discussion of and decision upon the goals and objectives for the
permanent [und.

Mr, Love: 1'll second




Mr. Wohlforth: 1IL's open for discussion.

Mr. Motley: I think it's a little premature at this stage of the game. I
really think it would be presumptuous for us to come down with all kinds of poals
and objectives when there's just a one liner that's going to be on the ballot.

Mrs. Fleischer: By the next time we meet we'll know whetlier we have a task
or not.

Mr. Malone: T have to agree with Commissioner Motley. The very creation of
this fund in the first place is on the ballot to be decided November 2 by the people of
the State, and while I'm quite hopeful the outcome of the election will be positive,
I feel it is presumptuous right now to start laying out goals.

Mr. Love: I think this Committee is going to have to look at the question of
developing some pretty important goals and objectives relative to investment policies
regardless of what happens to the permanent fund. The reason the permanent fund is
being created is to have some mechanism to deal with anticipated surpluses of revenue;
we're going to have more revenue than the State is going to spend.

Dr. Logsdon: Am I correct that the purpose of the standing crmmittee is to address
itself only to the permanent fund?

Mr. Wohlforth: I think that's correct, yes.

Dr. Logsdon: So if there's a "no'" vote on the ballaot, this Commitree automatically
SORBK

goes back to ifg—briginnl status?

Mr. Wohlforth: I hadn't understood that until today, but [ guess that's right.

Dr. Logsdon: May [ offer an amendment to the motion, that i1f the voters approve
the permanent fund before the next meeting that this issue be considered, the issue of
objectives of the permanent fund be considered at the next meeting?

Mr. Wohlforth: Do you consent to the amendment?
Mrs. Fleischer: 1Is that the sole purpose of the expanded committee? If the
voters disapprove what will the Committee do then?

Dr. Logsdon: Then the Committee is not going to look to the objectives of the
permanent fund because there won't be one.

Mrs. Fleischer: [ accept the amendment.

There's a broad base public support. There are those who believe
In the navings account concept, there's those who believe in comnunity development, and
there's those who believe in economic diversification,

Mri. Fleischer: You mean you're saying that's what the poals are?

Mr. Gallagher: That's among the wide range. There are at least those goals

in front of the public. The choice hasn't been narrowed down to all three.
Mr. Wohlforth: The motion is to consider goals and objectives at the next meeting

if the permanent fund passes. Do we have any further discussion? All those in favor
signify by saying, "Aye." Opposed? It passes.
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Mr. Gruening: It isn't very long before the election and the convening of the
legislature in January. T feel we should have specific questions or goals to put before
the legislature -- narrow it down a bit. We do have some real deep issues.

[ 4

Mr. Wohlforth: How about November 5 for the next meeting and advertise it in plenty
of tlme to also have public Input on that date. Also have Mr. Edenso make up speciflic
questions for the consultants to answer. [ would entertain a motion that the mecting
date be November 5, that there be time for public discussion, and chat there be a sub-
committee appointed to meet with the Commissioner or his Deputy to pinpoint specific
questions we want answered at that meeting from the consultants.

Mr. Gruening: Let's take that suggestion in three motinns. The meeting date sounds
fine, how about the 6th also? 1I'll second the motion. The other one - public partici-
pation. I so move that we advertise ahead of time, perhaps starting now before the
election,

Mr. Edenso: What do we do if it doesn't pass?

Mr. Love: I would say that the purpose of the meeting would be for people to come
and address the Committee on the issue of investment policy because that issue is still
before us regardless of whether we have a permanent fund or not.

Mr. Wohlforth: All right then, is that satisfactory, that the meeting day the
morning be devoted to public input? Then [inally, a sub-committee to work with the
Commissioner of Revenue on pinpointing questions, specific questions, for the consultants
to answer at that meetiny.

Mr. Malone: If a general discussion is planned at the next meeting as well as parti-
cipation by the public, I would think that the concept of sub-committees might bhe more
valuable after some of those things are hammered out, the sub-committees after the

charge.

Mr. Wohlforth: Scratch the idea of the sub-committec for now., 1'll entertain a
motion for adjournment.

Mr. Love: 1T would like to introduce Mr. Bill Batko. He's been doing some work which
we submitted to the board in short papers having to do with different types of not such
gigantic, but smaller development corporations. For personal services he'll be sub-
mitting some papers after he gets back to Vermont and thinks about all the discussions
that went on here.

Mr. Edenso: | would also like to introduce Mr. Ken Jensen from Arthur D. Little
at San Francisco. We have a tentative contract with them to provide us with some national
cconomy questions, given the potentlal size of the permanent fund and the nature of
Alaska's ceconomy and what Alaska's economy might look like In the future. This wil]

provide the Committee information whicli relates directly to potential investment policy.

Mr. Motley: With that in mind then, you're asking for the Committee's approval,
L'd like to review that contract to make sure that we avoid any kind of duplication on
the other efforts that are ifnvolved in establishing that for the State. [ would with-
hold that until 1've had a chance to review that contract.

Mr. Wohlforth: TIs there any further business? Do 1 hear a motion to adjourn?

Mr. Motley: Yes, so move.
L

Meeting adjourned at 5:15% p.m.
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MINUTES:

Mr. Wohlforth: In Bob Mc¢cFarland's absence I will now open the meeting. As you
know, the Permanent Fund amendment passed last Tuesday. This has been the subject of
study by this Committee for the last two meetings where the structure of the Permanent
Fund and testimony has been taken at prior meetings from consultants.

This morning we've set aside some time for public hearings now the¢ the Permanent
Fund idea has passed. What kind of structure of operation, what kind of organization,
what sort of use of monies for income producing investments is appropriate to recommend
to the Legislature and legislative committees when they start their work in January.
We'll briefly go through the agenda. This morning 1a set agide for a public hearing.
This afternoon, Mr. Bob Butler ‘will give a report on poassible uses of the Permanent
Fund to leverage investment. Mr., Richardsd will speak on the Alaska banking system
and various kinds of investments that might be contemplated for the Permanent Fund.
Tomorrow, Frice Waterhouse will have someone report on management governing boards
and problems encoutitered in both the operation of other permgnent funds and in the
operation of development loan aituations aelsewhere .in the ﬂo;ld In other words, how
can we avoid scme of the mistakes tHat have been made elsewhere, Then we will have a
work session under the general tapic of structural and organizational considerations.

Mr. Phil Daniel: I'm with Uniced Fishermen of Alaska. I would like to speak in
rather general terms about the present situation in the fisheries as it might relate
to the Permanent Fund. The Alaska fisheries at this point is rather archaic in structure
and scope. We are presently harvesting about four stocks; gourmet Iltems, and neglecting
things that could be done. There'ds no doubt but that in the future we will have to
rely on renewable resources, such as tourism, figheries, timber, and things of this type.
So It might be workh consldering what the Permanent Fund could do to stimulate the
fisheries industry by way of investment, and certainly the movemeat into the bottom fish.

Our salmor fisheries are In great difficulties. We have only about a third of our
salmon stock remaining. I don't want to go Into detall on gravel incubators except to
say they produce a very healthy smolt and at a much lesser cost than the so-called
conventional hatcheries that have been employed for years in the northwestern part of
the United States. I could see the Permanent Fund acting as a stimulant to the industry
moving into the bottom fishery; acting as a stimulant to the hatchery production
gituation. I can certainly see a very significant role that could be played by the
Permanent Fund to stimulate the industry and hopefully provide an economic base that
we can turn to when other avenues have exhausted themselves.

Mr. Motley: What you are really saying is there {s no domestic market for the
5,1 billion pounds of fish. Wouldn't you think it is a logical assumption that given
a 200 mile limit that Lhe people who have been used to eating fish aren't going to stop
eating them. So what we're really talklng“bDUC is a change in the relationship of
the process in which they're caught and processed within the 200 mile limit, i.e., the
exclusion of foreign fishing rather than necessarily disrupting the total market?
You would envision the Permanent Fund to be a vehicle to possibly replace the Japanese
mother ships with American mother ships or on-shore processing facilities?

Mr., Daniel: I think that, but T would like to go beyond that. We've done so little
in the Lower 48 to convince people that fish is a good product. We should broaden the
market in the Lower 48 by convincing people that good fish is really a desirable produce.

Mr, Motley: With regard to the fish hatcheries program under the Constitutional
change, that they would be a more apt vehicle for thils investment as opposed to a State-
operated hatchery program?
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Mr. Daniel: I really think they can do it more cheaply as far as the
capital investment, the initial investment. They are going to have to have good
biologists and they've got to have a good business manager.

Mr. Gallagher: Those mother ships or a like vehicle, how much would they run
in American dollars? A million and a half?

Mr. Daniel: I think it would be very much more than that. Large crabbers,
80 - 100 feet, now run better than a million dollars. A floating factory ship is
what we're talking about and that would probably run millions of dollars.

Mr. Love: What effect would all this off-shore operation have?

Mr. Daniel: There i3 real nervousness among the fishermen. There have been
reports by the National Fishery Service that indicate vulnerability of crab and shrimp
loss cne part per million of oil actually dissolved into the water. They don't
really know what that means but it doesn't sound good. So rhere isi real apprehension
about 0CS. I've suggested to the oil companies that they take a group of fishermen
to the Gulf of Mexico and allow those fishermen to talk to their’ counterparts. That
way they would realize they could live with OCS develcpment and-I think it would go
further to solve the problem than anything else.

Mr. Love: How much investment capital de % would ‘be advisable’

Mr. Daniel: I really can't answer that fully. I believe if we got
private industry into it we could do it somew '/ ser than the State. As far as
ceveloping markets and stinulating the harve ,ottom fish, I really don't have

figures on that.

Mr. Love: I just wanted to point out in tne Interest of future delibesratlons
that it would be useful to have some figures. Also 1f you see the need for an
investment in the area of hatcheries and in bullding boats or in processing facilitiles.

Mr. Daniel: Well, I can see it iIn the boat bullding 1f you're moving into
different filsheriles. If you're using a boat for other purposes besides salmon
it is justifiable. 1If you're looking at moving into these bottom fisheries, very
definitely we could use State money. The burden right now for the fisherman who wants
to develop a new technique or move into something is entirely upon that fisherman. I
don't know of any experimental monies that are available except perhaps a very small
amount. I see it certainly in the hatchery situation, but I want to emphasize that what
ve are really interested in is the loan program where thge State gets its money back.
Simply a loan that is repaid out of the sale of surplus fish at the hatchery racks
and repaying these assessments on the filshermen.

Mr. Love: You think the big part of It is hatcherles.

Daniel: The bottom fish could be tremendously valuable.

.

Mr

Mrs. Fleischer: How renewable are bottom fish? You are not talking about
hatcheries when you mention bottom fish,

Mr. Daniel: No. Hatcheries only apply to the salmon. Bottom fish is a more
frustrating situation. Our halibut stocks are in blg trouble. Bettom fish can be
renewed but only by not fishing them for awhile. We need a better and more careful
regulatory regime. Under the new bill we have the ability to tell the foreign fish-
eries where and when they can fish. We can insist upon it, but there 18 always the
question whether our State Department 1s going to show any courage.
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Dr. Logsdon: What is the existing capability of Alaska fishermen to take
bottom fish? :

Mr. Daniel: I would say that some of the crab fishing boats could be substantial
in size and could be converted fairly easily but it would cost in the neighborhood of
$45,000., The gear capability is another thing and I don't think we're very close to
that and the cost for conversion in that case would be in excess of $50,000.

Mr. Waldock: If we funded the Fishery Department, we would want to know if it
would be a profitable operation because part of the eriteria of the Permanent Fund
money is 1t has to have a return for the investors.

Mr. Daniel: No, I would say there isn't probably much being done there. It should
be carefully looked into--whether you let the money go in tlie direction of private
industry or whether you let it'go into any deépartment as to whether or not you get an
attractive cost benefit ratio. :

Mr. Wohlforth: This subject is one that would. take weeks of testimony before we
get finished with it. Hopefully; people like Mr.:Daniel will work closely with us and
the legislature on this .roblém;

Mr. Dickey: I want to commend the Legislature for their efforts and this
Committee for their work on the Permanent Fund in presenting this package to the voters.
Our purpose today, basically, is not so much to offer specific suggestions as to where
the funds might be invested but more to speak to the point of rhe goals, the objectives
and the structure that we see might be helpful.

I think the permanent Fund is an exciting concept, properly used can bring untold
benefits to the wide cross-section of Alaskans. I think it has also the posailbilities
of abuse and, if abused, will create a boondoggle second to none that we've had and of
unprecedented consequence. I am going to ask'Bill Scott to speak first. He is past
president of the Alaska State Chamber of Commgrce and is Alaska managing partner of
the accounting firm of Peat, Marwick & Mitchell. ;

Mr. Scott: It seems to me that the structure of the Fund itself needs strong
manaé&ment and leadership. The Fund nceds to be in a separate State-created corpo-
ration or entity that would be answerable to the Legisldature. Because the Legislature
will set many of the guidelines. I believe the Fund should have gopistant and on-going
review, not only from the financial transaction stapdpoint but alsofrom an aperational
analysis standpoint, so that programs can be contimhally evaluated: ¥rank Murkowski
will have comments on more specific investment areas.

Mr. Murkowski: The statement that the Fund i3 to be used for income producing
investment is one of the things I wish to talk about. I don't feel. the State can
realistically involve itself in very broad loan programs for the benefit of the public
as a whele in a general way because of the polities ti.gt enters into these programs
once they are established and the lack of independence that a State agency has in
loaning funds. The political pressures result in bad loans and Bevere losaes, some-
times. I would suggest that the area to look into initially are some of the broad
guarantee concepts., There is on the books at the present time the Alagska State
Industrial Corporation which allows the State to use its tax exempt status, The concept
has never been used because there has been a reluctancy in the administration to allow
the State's credit to be on the line in the copcept of a guarantee. It has an appli-
cation from the gtandpointof providing the development of industries that are of high
potential but yet high risk from the standpolnt of other adequate mrkets in the State.
As an example, the cement business in Alaska today. We cartainly hiye all the resources
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to develop a cement manufacturing process but it is questionable whether the markets
are here. But a guarantee program where the Permanent Fund could guarantee the bonds
has an application. That type of program would result in substantial new industry.

It would not be a tax incentive per se, but it could have a very substantial assistance
to the development of the industry.

If you get into participation in loans that you require 257% participation from the
lending institution, then the policing is done by the lending institution that is
directly involved in the credit. Agriculture is another area that the Permanent
Fund could be involved in by developing and clearing the land.

I'1l leave you with the warning, if the program does get into an area where it is
a broad loaning function, then politics 1s going to enter into it. No administrator
can hold up under that kind of pressure.

Mr. Gruening: Did you say the Veterans loan program was an example of a bad
program?

Mr. Murkowskl: No, I specifically stated that the Veterans program was an excellent
program. It 1s not a broad loan program where somebody can come in with anything. It
is secured by real estate, the safest kind of program there is.

Mr. Gruening: Is that because it's a housing loan?

Mr. Murkowski: That 1is one of the reasons. It has specific guidelines and
collateral value. It takes reasonable discretion out because you've got specifics. But
you get into areas where you're projecting what the cash flow of a new business is
going to be and you've got to be realistic with it; if it's marginal, that means it is

marginal and you've got to look at it that way.

Mr. Gruening: The fact that it is a home loan as opposed to, say, participating
by the bank. Which factor is important?

Mr. Murkowski: There is no relationship. The real estate loan stands on its own,
You've got guildelines and you loan a percentage to the value, you know what the value
1s and you look to the credit worthiness of the borrower. If he's got the income to
pay for the loan, he gets the loan.

Mr. Gruening: Why couldn't the same kind of criteria apply to any business loan?

Mr. Murkowski: First of all, any kind of business loan doesn't fall into value.
Usually the individual wants to start a business. He's an unknown entity and has no
operating experlence. He wants to borrow for the collateral, he has no equity., But he
might have a great idea.

Mr. Gallagher: When I was In the banking system, we reviewed our reserve for bad
debts and 89% of our charge-offs were commercial loans, 2% in real estate, and 97 in
installment loans. We took all of our losses in commercial loans.

Mr. Murkowski: There is no politics in the Veterans program.

Mr. Gruening: I'm interested in why you can't Insulate some of the politics from
the business loan situation? Why can't we make the people that are administering it
responsible?

Mr, Murkowski: TIt's a different type of politics. The banker is going to go broke
or hei

s going to eat his bad loans, but with the government it doesn't work that way., I




think the people are responsible, it's the pressures they get. And I don't have any
suggestions.

Mr. Waldock: Rather than have a new vehicle for handling the Permanent Fund could
the Alaska State Development Corporation handle it? Realizing there are a few pitfalls
with it, could any safeguards be put in?

Mr. Motley: I think if you had the banks in then everybody has something at stzake
and you have two underwriting criteria.

Mr. Murkowski: If you keep the banks in enougi and don't let them off with 5% or
.lozl

Mr. Wohforth: I am aware of the Alaska State Development Corporation experience.

I think the point of a higher degree of private participation is absolutely the key to
any reinstitution of that kind of vehicle.

Mr. Scott: It is almost certain, if not extremely probable, that any loan that is
made within the State will have social impact. To the extent that it creates a better
economy and new jobs, that social impact will be good under all the guidelines we go by.
I don't believe the social impact should be the prime consideration on a loan made from

the Permanent Fund, or anybody else.

Mr. Love: Do you think the social impact should be the principal goal of the
Permanent Fund or do you think that we should look to standards of the quality of life
and whether or not certain types of development are necessarily good. Which direction

ghould we work for:

Mr. Scott: Why can't we have both?  Every poal I ever had in my life was toward
the bettering of the quality of my 1ife and in the process of everybody elge's that I
dealt with.

Mr. Love: There are golng to be times when these can be best achieved through
{ncreased economic growth and times when it would adversely affect these.

Mr. Scott: That has to be the Legislature's decision and not the admlnistrators
of a loan program. The two should be separate and don't directly affect one another
except incidentally.

Mr. Edenso: What do you think might be reasonable terms for a small loan program,

e
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whether it should have 10 years, 20, or 5, or whether or not it should have a fixed
interest rate or should the interest rate be tied to some kind of market rate of Interest’

Mr. Murkowski: I can't come up with a blanket suggestion. I would comment that
the borrower needs 10 years Instead of five. The longer you put it out the more risk
you have in subsidizing interest rates. I8 that in the best interest of the State?
From the private sector, [ don't like the word "subsidy" because of what it {mplies.

1 don't think the State loan programs should be subslidy programs from the standpoint
of the application of the word subsldy. You have to establish the priority that the
Permanent Fund is going to apply itself to. How broad you want to get, i1f and when or,
{f you get into a loan program on an expanded baslis. Should you only come into those
areas that the private sector can't serve adequatly. Who makes the decision whether
the private sector 1s serving the publlic adequately.

Mr. Edenso: Do you see any problem with the State loan’ng, say, $1 million for
15 or 20 years?

Mr. Murkowski: Yes, very definitely. If th. State gets into loans of that nature
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they are just one step away from a welfare state. State loan programs change with
administraticn and you'd never be able to coutrol the politice in it,

Mr. Edenso: We have a very rapidly growing influence or segment in the business
community in Alaska with the Native regional corporations who have potentially a very
high need or desire for capital. Suppose they express a strong desire to participate
in a Permanent Fund, would you see the banks as well participing in this kind of a
development or lending activity?

Mr. Murkowskl: The experience that most banks have had with the Native regional
corporations in their effort to acquire whatever their particular interest is, they
are in a position to put in an equity contribution that makes the long-term financing
avallable for whatever they have in mind,

Mr. Wohlforth: Part of the work session this afternoon deals with the structure
of the Board or whatever it 1is that will administer the Fund. How would you like to
see such a Board structured? Would you want appointments subject to the approval of
the governor?

Mr.Dickey: We would like to come back later and talk 'specifically on that. We
will have some suggestions that I hope will be useful.

Mr. Wohlforth: How many more would like to testify this morning?

Mrs. Fleilscher: I don't understand the dividing line on subsidy. Isn't guaranteeing
loans for a high risk cement industry with public money a form of subsidy? Or, 1if w2
use public money or bonds to build roads or hydroelectric plants, to help the mining,
manufacturing industry, isn't that a form of subsldy? Or is that a different kind of
subsidy?

Mr. Murkowski: [t's inpterpretation, obviously. If the mine can't be developed
without It and then the road is bullt theoretically to open the mine, it provides jobs,
Lt provides a tax base for the State, etc. So 1t 1s returned.

Mrs, Fleischer: Theoretically, wouldn't there also be a return on other forms of
subsidies?

Mr. Scott: You can build a return into any program. A guaranteed program could
provide a percentage rate in exchange for the guarantee. 1t doesn't have to be a loan
of money to justify a rate of return,

Mr. Wohlforth: Mr, Smith, Central Alaska Utilities, would like to speak now,

Mr. Smith: 1 represent two entltles. I am president and general manager of
Central Alaska Utilities, a water utility supplying the suburban area of Anchorage.
am also president of the Alaska Utllitles Assoclatlon, an assoclation of regulated
utilities throughout Alaska consisting of water, gas, telephone, electric, refuse
and various other utilities that are regulated by the Alaska Public Utfilitles Commission,

One primary difficulty that we've all faced, not just in the State of Alaska, but
nationally as well, 18 in obtaining loug range financing for the development of these
facilities. Apparently facilitles such as reservoirs, transmission lines, extensions
to serve new areas and source facilitles such as wells and treatment plants are not
~ttractive as an investment to the banking or financing community. However, these
utilities are one of the most stable operations anywhere In the country. Our product
1ls absolutely essential to the maintenance of life and health,
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We feel the money is a good risk and would be spent in Alaska for Alaskans.
We are asking for a program in which monies would be repaid with interest. We need
a vehicle whereby funding is made available to utilities which are vital to the
existenue of the economy, health and hapypiness to the people of the State of Alaska
and which are essentially not now available.

Mr. Gallagher: Is it not true that with the existence of the public utility
any subsidy  both for the private and the public utility, I'm thinking in terms of
interest rate, does get passed onto the consumer through the rate making process?

Mr., Smith: That is correct. The cost of doing business is paid
paid for by the
customer whether it is in a department store or a utility company.

Mr. Love: You want long term loans?

Mr. Smith: Long term loans with a reasonable rate of Interest is what we're
suggesting.

Mr. Love: What 1is a reasonable rate of interest?

Mr. Smith: 3%; 9% I believe is the ceiling on the existing funds now. However,
the problem is the term, not the Interest rate.

Dr. Logsdon: Are you suggesting that the Permanent Fund should be subdivided
into categoriles?

Mr. Smith: I think that would be helpful. Then the utilities or whatever would
know what they had to work with and keep within that goal.

Mr. Galla her: What is your own capitai need?

Mr. Smith: Roughly a million dollars a y=ar. It goes out very easily and fast.
The water comes free, the reservoirs are roughly on the order of $750,000 each.
One perting word -- the money is to be spent eitirely within Alaskan industry and the
service that we provide is entirely to Alaskans.

Mr, Crawford: What is the breakdown as far as water utilities and electrical
utilities as compared to REA?

Mr. Smith: I believe we only have one REA In the group. All of the regulated
utilities are not members of the Association.

Mr. Ldenso: What is the average or normal turnover rate for long term debt in
Alaska utilities? How long 1s the average long term debt kept on the booka?

Mr. Smith: Except Iin extreme cr unusual cases, long term debt has not been

available for the utilities.

Mr. Edenso: Would $10 million be adequate if you: have an average life of long
term debt of 30 years?

Mr. Smith: There are a number of factors that will govern ther. One, the rate
of expansion given for a particular area, The Public Utilities Commissioner would
have specific figures on all of this. Every utility is required to file an annual
report to the Commissioner.
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Mr. Wohlforth: Two gentlemen from the Home Federal Savings & Loan have bLeen
waiting patiently,

Mr. Bowden: I am Dwight Bowden, Chairman of the Board of the Home Federal
Savings & Loan Association. I'm also a real estate broker and primarily interested
in residential housing. Mr. Paul Kapansky is here as president of Home Federal
Savings & Loan.

We feel one of the excellent uses of the Permanent Fund would be as a secondary
market for residential home loans or multi-family housing loans in the State of Alaska.
We feel this 1s an area the Permament Fund could get into at fairly low risk and
provide much needed housing for Alaskans who can't afford it.

Mr. Kapansky: We also feel that not only to compete with some of the existing
secondary markets but perhaps create a secondary market where there is none, primarily
residential lending. When we get involved in commercial projects, it is an
extremely capital-short state., When we put a package together we can't sell it here
and have to pay a higher rate for it, If we had something within the State of Alaska
which we would not have to charge the bLuyer or the builder as much, it would be much
better,

Mr. Love: Do you think we look more towards being involved in the housing market
whether it is multi or single family homes because of the increasing cost of the single
family home. How realistic do you think it is over the long run to really think in
terms of providing single family homes?

Mr. Bowden: I would say multi family housing 1is going to be priced in the range
that more people can afford than a single family home on 1its own lot because of the
high cost of land and the high cost of developing that land.

Mr. Love: There is going to be a blg move to have the Permanent Fund get involved
In housing. Housing 13 a real tough item here and it is important that we get comments
from the banks and savings and loan industry. Just exactly what areas are in need in
terms of financing.

Mr. Kapansky: One of the restrictions is that we cannot collateralize deposits.
So that in most instances we can only bid on $100,000 in increments.

Mr. Gallagher: The Department of Revenue put out of the pensilon fund large
quantities of money into housing. Is that a successful program? Has 1t satisfied
that market, or 1is the market quite a bit bipgger?

Mr. Kapansky: We have utilized every nickel and the market is quite a bit bigger
than you have funds to utilize. The money 1s essentially for low income people.

Mr. Wohlforth: Are there any other questions? If not, Mr, Fleetwood would like
to say a few words.

Mr. Fleetwood: I'm Al Fleetwood, Secretary-Treasurer of the Alaska Bankers
Agsociation. In particular, we are pleased to support the creation of a Permanent
Fund, We feel the Fund can be used as an cconomic stabilizer. It should be structured
and maintained as a Trust for the lasting benefit of the citizens of the State of
Alaska. As such, all objectives, investment policies and guidelines should be
established within the context of the "reasenable or prudent-man'" {nvestment principle.
We feel the Fund can be a tremendous asset for the State in terms of both a capital
source for future development and a cushion for a possible period of inadequate
State revenues,
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Mr. Love: Will the Assci:iation try to have some specific suggestions on how to
deal with some of the problems that have been brought up?

Mr. Fleetwood: It is difficult to get all of the banks together, but they are
committed to come up with some composite position and I think it will be very
meaningful to your Committee.

Mr. Wohlforth: Thank you. Any furtner questions? 1If not, we will recess until
after lunch.

Mr. Fuhrmann: I am Charles Fuhrmann and with me is Ted Swick. We are from
White Weld Incorporated, the New York office. We've been asked to speak on the use
of leverage in the Fermanent Fund. It is our feeling that it is premature for a
detailed discussion of leverage because the goals and objectives of the fund have not
been established. Nor has there been a decision taken as to whether or not leverage
is appropriate for the Fund. It is appropriate, however, for the Committee members
to be aware of the possibilities of leverage so they can focus on those decisions.

The Tund itself is going to have a pool of funds and a future cash flow. Leverage
should be a means of magnifying the influence and maximizing the economic impact of
the Fund. There are various ways of doing that; one is by direct borrowing of the
Fund, either tax exenpt berrowings or straight debt issues in either the public or
private capital markets waere the Fund was the borrower.

Among the various d velopment banks and other funds in the world, many have used
borrowings on their own assets either from their governments or from the public or
private market. another means of leverage is the use of guarantees, which allow you
to have a multiple effect in the use of assets rather than being limited co the assets
themselves, ysu could extend guarantees of other people's securities to an extent
much greater than the assets you have. The value of the guarantee would be based on
the amount of leverage you cr:ated and the form of the collateral behind the guarantee.
A third means of leveraging the Fund or at least maximizing the economie impact, is
the form of the participation or financial participation you take in a project's
financial structure. Encourage and facilitate the participation of private capital
because they come from behind that caplital and create a sense of security and minimize
the risk to that capital. In this way you have the means of expanding the size of
the projects you can partilcipate in without having to be the total lender.

Mr. Swick: Let's talk about tax exemption for a bit. Tt isn't always clear just
what tax exemption means. ThLe assets of the Fund itself and the source from which they
come has no bearing on whether or not your activities can be tax exempt. The only
restriction that I see based on Federal statutes, is that if you were using the

proceeds of a bond 1ssue 1ssued by the Fund or an appropriate underlying entity that

might be created, that those bond proceeds from that specific tax exempt issue could

not be used for the benefit of a private person. That would include either Individuals or
corporations.

I don't whether there has been any decision on the tax exempt subject. The
financing possibilities and the use of the Fund can be found when you decide what you
want to do. I think the economlc¢ Impact can be very pleasing as to what you are trying
to accomplish.

Mr. Gallagher: Could you elaborate on public purpose In tax exempt financing, just
what are the limits of public purpose?

Mr. Swick: The definition has been stretched beyond reason, particularly when yru
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talk about industrial aid and lending credit to private persons, One receat development
is where the IRS took - view of a public purpose is when they declared the handling
of gartage or refuse as a public purpose. I think it is possible for this Fund and the
source of its assets to be not restricted in the activities you can engage in with

thtat money. If you do go into the borrowing market and expand the capital base in

that manner, there should be legal documents tc have that money segregated and just
Lrace ! chrough so it doesn't end up in an industrial private person's hands.

Mr. Love: Would you sajy that housing and public utilities, even investor-owned
utilities are the more tradit.onal areas?

Mr. Swick: Invastor-owned utilities, the answer is no. They have entered into
the tax enempt field in the area »f pollution control in very significant amounts. It
has been a more reasonable source of raising capital for non-productive expenses than
they have to to comply with the eunvironmental protection laws. Traditionally, the
services you expect from your town, couatry, borough, or State such as schools, roads,
sewrrs, water, and housing.

Mr. Waldock: I wonder if you would address the possibility of using an insurance
program on some of our loans. The Alaska State Housing Development just put out some
bonds within the last month and it is a fully insured program. Would there be any
possibility of using this type of an insurance on various types of loans tha. we might
be able to utilize through the Permanent Fund -- bond issues of local communities?

Mr. Swick: Yes, I thint those techniques can be applied to this corporation mo.

Mr. Fuhrmann: There isn't much difference between a guarantee and a. nsurance
program. With a guarantee program the Fund could get a fee for providing the guarantee.
To the extent that they are putting assets aside to collateralize the guarantee, those
assets will not be idle but will be invested. The combination of the guarantee fee
and the earnings on the put-aside assets may be considered an attractive investment
alternative.

Mr. Crawford: What is the point spread between tax exempt and non-tax exempt
bonds?

Mr. Swick: It fluctuates and changes with maturity.

Mr. Wohlforth: We will need some expert advice perhaps from the Attorney General's
office on some of these questicns like what is Income-producing investments and what
can they invest it in. The concept of leveraging. It may be that the Legislature will
consider that we will continue to borrow for public improvements and have the Fund
provide a substantial reserve against the amount that is borrowed.

I think we ought to consider carly whether or not, if we use a reserve [und
concept for public borrowing, 1f we can do other than borrowing for so-called income
producing Investments, which a school obviously doesn't qualify for. Does the fact
that ultimately the monies may be paid back to the reserve fund as a loan, does that
qualify it as an income produclng Investment?

Mr. Fuhrmann: At noon today I was asked, "What happens If the Fund wants to get
Into research and development or front-end money or something that would lean to au
Income producing sltuation". My answer was that if the Fund is income producing that
another form of leverage == a sense of multiplying your economic impact and the ability
to pledge future funds that will be coming into the Fund as opposed to current funds,
you can provide a long term takeout to a bank so the bank is actually putting up the
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start-out money and is assured of a takeout from you when the project becomes oper-
ational. So you have the ability right away to encourage projects that are not
initially income producing. The other alternative is having interest holidays until
the project gets going, but that may not be consistent with the income producing concept.

Mr. Wohlflorth: Mr. Richards, Alaska Paclific Bank.

Mr. Richards: My discussion today will really have two parts. The first part will
be institutional in nature, comments on describing the Alaska Banking System. The
other part ie the initial observations on the relationship between the Permanent Fund
and the Alaska Banking System. On a per capita basis there are more separate banking
institutions -- not number of offices == in Alaska than in all of the other westc
states. That, of course, includes commercial banks, savings banks, and savings and
lhan associations.

I think the most important element of the ..!aska banking system in terms of the
Permanent Fund is the role which Alaska banks have played as a conduit for channeling
funds from large, long-term investors to Alaska's families and businesses. They
also serve as conduits through loan participation with Outside banks. The relevance
of all this, is that the Alaska banking system is structured and has operating
procedures established for serving as an effective conduit for the flow of funds from
large investing agencies to Alaska's families and businesses. In conclusion, if a
portion of the Permanent Fund 1s allocated toward loans to consumers, famillies and
Alaska businesses and organizations, then it would make sense to do this through an
efficient system of financial institutions already set up to perform this function.

Mr. Gallagher: I see a need for an institutional change. The tendency of the
commercial banks in t!e State to send out relatively young and inexperienced managers
to the smail rural braiches. bSince they are young and Inexperienced they secem to be
unwlilling to take risks or do any new sort of program. What sort of institutional
change or emphasis could be accomplished in order to make them more responsive to
that problem?

Mr. Richards: [ don't necessarily concur with your thesis. [t would be helpful
to know what tack we're headed for. Are we discussing the Alaska Banking System, the
Permanent Fund, or the relationship between the twa?

Mr. Gallagher: The rural areas are not getting the loans that the Anchorage
and Fairbanks communities are., The bank managers are usually not aware of the loans
that can be made.

Mr. Love: T think 1t would be helpful to the Committee to have some Indication
from the bhanks where the Permanent Fund might Fill gaps that are not otherwise met
and | would like information on how we can better Interface with Savings and Loans
and credit unions. Also, before we start making a lot of plans for the Permanent Fund
we need to know what the needs are in the State and what we're looking at in terms
of this money. How do the banks fit in with the Permanent Fund?

Mr. Waldock: What is the length of a short term loan and what is the length of

your long term loans? Tn other words, what the commercial banks are doing versus what
you think the Permanent Fund sliould be doing in repards to length of time.

Mr. Rlchards: 1T think the Alaska banking system is set up to take care of credits
penerated by local Alaska businesses and families. They make consumer loans for as
long as ten years. The Permanent Fund should be orlented more toward economic develop=-
ment type ol loan.,
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Mr. Wohlforth: 1Is there a real demand for long term credit? What does real
mean? Does that mean there are projects which should be financed now and which are
not because of the lack of long term capital? We don't want to set up a credit
mechanism which is inappropriate to the economic scene and climate of Alaska. Every-
one has perceived the capital needs for Alaska but nobody has a real grasp on what
they are, are they being unmet now for lack of capital?

Mr. Barnes: The Alaska banking system is a mortgage banking system plus we are
filling a gap and that gap is real estate monies. That's where the real need is. We
have to now write our mortgages to the underwriting standards of Outside lenders.
Those, in many cases, are not realistic Alaska criteria. If the State had a program
in which these criteria were eliminated, that I think would serve a real purpose.

Mr. Crawiord: I notice on the agenda tomorrow we get into the structure. We
still haven't decided what our goals are. I think we continue to put the cart be‘ore
the horse. We should decide what the objectives of the Fund are and what direction we
want to go.

Mr. Wohlforth: Do the members feel we are making any progress in our thinking?
In the discussions we've had are the areas sharpened in your minds, the issues that
the legislature has to face in determining the goals and the areas where the Fund can
be effectlvea?

Mr. Love: I think some of the most important things we can do now, we can't
commit the State towards goals in different directions.

Mr. Nnhl:urth' It is frustrating for any group to be thrust with the job of
flndlng ‘the hoa]ﬁ. It is only through a process of discussion of the segments of
lending activities or capital needs In the State. At least we can be aware of some
of the positive things that have happened elsewhere and that is what we want to avold
and we can transmit that to the legislature.

Mr. Edenso: Our task before us right now Is to address what kind of structure
and orgﬁﬁiﬁhfﬁnu we may have. If we take it in the context that we do want to provide
gome kind of social service or social good, or If you do want to provide some economic
development activity or 1f you do want to provide some connumity development activity
then you can begin to talk about structure, organization and management. We can't
go along between now and January and not come up with a product. 1 fully intend to
gee that this Committee has some kind of product before the legislative body In
January.

We have three major categories, one is what are the goals and objectives. T don't
believe we have either the ftime or the money avallable to us between now and January
to answer that. The second is, what kind of organization, what kind of structure,
how does that relate to the general public, how does it relate to the laglslative body
and to the admiinistration. I think we can address that. And (inally, you have a
problem of what do you do with the income of the Permanent Fund. How do you distribute
that to directly benefit Alaska, So tomorrow, I think we should address that problem
first, do we want a dual board system or don't we?

Mr. Wohlforth: We will recess this meeting and resume at 9:00 tomorrow.




MINUTES of NOVEMBER 6, 1976

Mr. Wohlforth called the meeting to order at 9:00 a.m., November 6, 1976.

Mr. Regis: This is the second report of Price Waterhouse & Co. We will address
three specific questions today. First, we'll take a look at the problems associ-
ated with development banks. The only rotorious and widely-known case cf a develop-
ment bank failure occurred with the development bank of Ethiopia. The problems
probably began as a result of a split between the agricultural and industrial
sections of their charter. Originally it was a multi-faceted institution, Subse-
quently the agriculture was retained and the industrial section vas put in a separate
development bank. There was too much concentration in the agricultural sector of
the economy. There was not adequate diversification to protect the portfolio as a
whole when crop failure or whatever, hit. Also the loans were much too small to be
adequately supervised and too small to be processed efficiently. Also the loans . .e
to unsophisticated borrowers who did not properly use the proceeds to expand production
and as a result were unable to repay them. Management was simply not adequate to the
task. Finally, the control system which was devised for a multi-faceted bank and
which were set up to handle a larger volume, were not revised when it went to a small
operation. These problems were recognized with the Ethiopian bank and 1t was remerged
into the Industrial bank and it appears now to be operating successfully.

The main reasons for failure of a development bank or finance development company
Is: incompetent management, unusual or undue political influence, and lack of a clear
operating mandate, and also too ambitious a program. A summary of lessons which could
be learned from these experiences would be first of all that the operating management
must be very capable as must the Board. The appointment power must be removed generally
from the political influence so that operating management can exercise prudent
decisions. The charter of the institution must clearly define the objectives. Impos-
slble objectives should not be set. Finally, government influence must be reasonably
controlled so as not to dilute the independence of the institution.

The second issue had to deal with measurement techniques. The World Bank has a
section essentlally for evaluating the results of particular programs which are under-
taken. At the completlion of every project there is a detailed project completion report
submitted by the various sections involved in making the loan. Evaluation is really
a “hree-fold process., The primary thrust is a comparison of actual to plan as it was
orlginally proposed when the project was brought to the World Bank,

There are a whole series of specific things which are compared in this actual plan
which Include Implementation, just how quickly it was done, {f it was done in the same
time as proposed, has a serious Impact of a host of the benefits intended. Compllance,
did the borrower and the government associated meet the loan covenants, etc. Did the
consumer perform as expected. What is the financlal performance of the borrower. What
Is the economic impact to the extent that {t can be measured. Efficiency on the part
of the lending inastitution. Could or should other projects of thls like be offered
and can It be done in a more expeditious manner?

The second thrust is a macro view of the impact on the economy of the country
or area, whatever was intended and this would be cumulative as opposed to individual,
The macro view is designed tc see whether you help employment, income redistribution,
whatever else was intended in that particular country, has the standard of living
Increased, etc.

And, finally, can we do a better job? Was the performance of the bank actually
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appropriate to the circumstances presented to it? Was the diagnosis of the borrower's
Was the definition of the objectives of the project correct at the
outset, understood, whatever. Were there unintended effects, good or bad? Poor or

good environmental impacts? Was the bank participation effective or was it deirimental?
The purpose of all this is to restructure activities in future efforts.

needs appropriate?

The next one is (rganization. The question essentially is, what is the appro-
priate organizational structure at the policy level for the Permanent Fund institution
assuming that developuient financing is a significant part of the activitiles? Our
conclusion is essent?ally it should be a dual board structure. The objectives of the
dual board structurz: are, first, you want to avoid undue political influence while

being responsive to the political system. You want to provide for public input. You
want to make sure that the organization allows the selection of the most capable people.
And, finally, you want to make sure that the organizatlon preserves the operating
management's prerogatives ordinarily associated with management exercise.

The dual board structure should be composed of a board of citizens and secondly a
board of directors. The purpose of the board of citizens would be to review and
suggest changes in the charter and to represent the citizens of the State of Alaska
and volce their views with respect to the operation of the Fund. The board of
citizens would meet annually only unless there were some other special purpose.
would not be compensated except to the extent of expenses and essentially they would

be representatives in what might be termed Alaska, Inc. We feel that a popular
election of some portion of the board would be appropriate because it allows the public
input in the sense that the wishes of the majority of the State can be expressed, the
views and concerns of minorities in geographic areas, and it would give 1life to the
concept of Alaska, Inc. There is a very close analogy with the representatives

elected here being very comparable to the board of directors or the board of governors

being elected by shareholders.

They

Our view of the board of directors 1s that initially it be composed of a group
of seven, or it could be as high as eleven, who would be appointed by the governor in
staggered terms so that no one gubernatorial candidate or elected official can control
Lt. These seven would be confirmed by the legislature so the legislature has 1its input.
The board of directors would essentially be a policy making board. It receives and
acts on the issues presented to it by manageuwent but does not intervene Iln management
in the sense that it does not present specific loans, it does not suggest geographic
redistribution emphasis. Its purpose 1s to set policy and to react to input provided

by the staff.

The president of the Alaska Permanent Fund should be appointed by the bqard of
directors. He should have the power to conduct all the ordinary business of the corpo-
ration, hire, fire, be responsible only to the board in the sense of what 1s normal

prerogatives of management. He would serve also as ex-offlcio as chairman of the board

of directors but would have no vote.

Mr, Callagher: How could that large board and the toard of citizens be more
responsive than a body that is already elected every two years called the legislature?

Why would that be more responsive to the Permanent Fund?

It would be more responsive because it would have only one issue to

Mr. Regis:
deal with.

Mr. Wohlforth: How far down 1n policy does the board of citizens go and where is
the split between that board and the board of directors?
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Mr. Regis: The split would be very narrow in the sense that it would be the
issues that would affect it, for example, an ordinary corporation under the Articles
of Incorporation or the bylaws associated therewith.

Mr. Wohlforth: You also state that the board of directors would be explicitly
prohibited from suggesting or recommending any particular finzncing operation to be
considered or made by the board. But it would have the power to decide on loans or
equity investments proposed to it by the staff. What do you mean by particular
fiancing operaton? Are you talking of the actual industry to which a loan would be
made :=r the borrower?

Mr. Regis: The board would decide on issues presented to it and would query very
closely the staff on all of the factors either for or against a particular loan. But
it should not enter into the question of seeking out particular areas of loans other
than by policy.

Mr. Crawford: If the board of citizens is a group that is only going to meet
once a year why do we need it?

Mr. Regis: The purpose of the meeting once a year is to receive the report and
the accountability of the operating personnel and board of directors. You make the
Permanent Fund accountable to the board of citizens or the electorate itself. Also
you want to b+ able to change the direction of the Permanent Fund if circumstances
themselves change. There is no proviso without some kind of public input for the
citizens to do that,

Mr. Love: One of the fears I have would be the whole issue of how much money they
could spend to get elected, who they could get contributions from. I can see basically
the reciplents of a potential loan being very heavy contributors to the people who are
running for office to decide where these loans are allocated.

Mr. Regis: You must make sure there is not undue influence from any one sector.
To make unugsual contributions to a member of the board of citizens, your prospects of
achieving a loan under the protection buillt into this organization 1is not great.

Mr. Freer: Why couldn't the legislature sit once a year as a cltizens board?
They are duly elected by the citizens of Alaska.

Dr. Logsdon: One observation might be that the citizens board might be an awfully
expensive group to bribe. We're trying to achieve insulation from political processes
as it related to other things other than the Permanent Fund, which might be an
argument against the legislature sitting as a clitizens group.

Mr. Regis: That is right. We are suggesting this as entirely separate from the
legislature.

Mr., Barnes: The function of a citizens board is like stcckholders. They have an
aunual meeting and would certainly not pass on day-to-day operations. Couldn't the
legislature do that just as easily?

Mr. Regis: They could. I would prefer to see something removed from the legis-
lature so the legislature has 1its input through the board of directors instead of as
controlling, as it would be under that method.

Me. lidenso: A good many of the residents of Alaska perceived the Permanent
Fund as a means of insulating government from the legislative body.
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Mr. Gallagher: The purpose was to insulate it from undue political influence,
not necessarily from the leglslators. You need the proper political input.

Mr. Edenso: The Permanent Fund is viewed as a savings account or separate furd
which the legislative body can in no way influence for budgetary purposes or government
spending.

Mr. Crawford: They can't defeat the purpose if they can't spend the money.

Mr. Regis: But if they were to function as both a board of citizens and to pass
on the board of directors that would give them a chief proportion of the influence.
This insulates the Fund from any influence by the legislature but still allows very
positive influence.

Mr. Wohlforth: I think we must distinguish between policy and influence.

Mr. LeResche: 1I'm still unclear as to where the line between policy and operation

is.

Mr. Regis: The board of directors will overall decide the policy of the Fund
subject to review by the citizens board. The citizens board votes on the Articles of
Incorporation and the Bylaws and passes on the annual report made to it by the board
of directors. If the citizens board disagrees with the direction of the Fund they
can change that through the Bylaws if they wish.

Mr. LeResche: So the actual policy sits with the board of directors and the
oversight policy 1s with the board of citizens.

HE; Regis: That is correct.

Dr. Logsdon: What you are talking about is essentially establishing a separate
corporation to handle the Permanent Fund. The stockholders of that corporation are
all the citizens of the State of Alaska. In order to have a stockholders meeting and
you can't [ind a room that is large enough to put everybody into, so you select a
certain number of citizens to represent the stockholders and they perform the same
function as stockholders of any corporation. The reason this ‘s separated in this
sense from the Legislature is because you've got a separate corporation. TIt's really
two separate functilons.

Mr. Regis: That 1s right. It is a State instrumentality so consequently you do
have to put State input in it.

Mr. Motley: Who are the president and this board of directors directly answerable
to? Who could fire the president and the board of directors?

Mr. Regis: The President can be fired by the board. The board -- either their
term expires or they can be fired by the leglslature and the governor.

Mrs. Fleilscher: How is the fund to be structured if this 1is a development bank?
I don't really see a use for the board of citizens. It would be a useless board 1f
they met but once a year and had no real power. They might be cynical about the
board of citizens if you told them they did have pewer and they didn't have power. I
don't think it is realistlic to think they can change the bylaws, especially if 1t has
to go through the legislature, and if they did it would take them a long time. If the
Fund were a savings account, if a decision were made to invest money and then put the




At *'~'ncome into a general fund, it would be set up entirely different. Then the legis—
?'lature would make the decisions about how the moneywould be spent because they would
be spending out of the General Fund.

Mr. Regis: I don't think this particular organization would fit those circum-
stances. If you're going to have a savings fund concept the relative risk becomes
measurably less. Just a comment, if you go to solely a savings account concept, if
that were the primary function, then a lot less complicated organization would be
drawn up.

Mrs Fleischer: Maybe we should be laying out the alternatives. It could be a
pure savings account,it could be a pure economic development fund, or it could be a
broader economic development fund, or a combination of all three. How would you set
it up if it were purely one of those or a combination? Each one would be different.
What we need is the structure of at least those four alternatives, Then we could
give that to the legislature and say 1f you make this decision it will then be
structured this way. We could lay out the choices so it would be really clear to all
concerned.

Mr. Gallagher: T agree. If your goals and objectives are savings account, then
you're going to have a different structure. If we only have a savings account, then
you don't need that large a board.

Dr. Logsdon: I'm not so sure a citizens board could function on the basis of the
amendment; they may only be able to advise in a general sense. It may be a legal
question,

Mr. Gruening: I think your point is that ultimately the goals will have to be
established by the legislature only. That would clarify some of the problems we had
initially == in which people were alarmed that this group was going to decide the goals.
l also think the savings account concept 1s a good one for a number of years.

Mr. Wohlforth: We can approac this from the point of view, does there have to
be an economic study of just where we re, and a long term economic study of how
effectlve our capital markets are, and what sort of projects are ready to be financed.
What has been the effectiveness of our existing loan programs and how large is the
State budget going to be in relation to the Permanent Fund in ten years. This has
implications for the savings account concept. These are things really wortiy of
congideration.

Mr. Edenso: It is really nice to raise those questions and to seek answers to
them, however, we are really faced with the question, do we or don't we want to address
something called the structure of the Permanent Fund. We could spend the next years
atudying the nature of the capital market in Alaska and we would find on an actual
basis as the price of oil fluctuates the capltal market, Alaska so fluctuates. We
would be a little remiss in waiting for some period of time to try to establish the
structure of a Permanent Fund. In ten years we could have a $1.5 billion and we have
to know what to do with it. We've got to address structural organlzation.

Mr. LeResche: The legislature certainly will have to deal with this, but our
expert witnesses and consultants say the structure will vary according to the objectives
we get forth. We haven't set any specific objectives for the Permanent Fund yet,
therefore, it is premature to discuss specifics about the structure.

Mr. Rhode: 1t 1s quite clear that the legislature is not going to recommend that
the Fund be turned over entirely to construct buildings at the University of Alaska.
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There are three major areas of actiyity for the Fund, Given those broad goals, we
expect this Committee to state its recommendations and preferences, but also to offer
alternatives to the legislature.

y

Mr. LeResche: I'm talking at the level of savings account, direct social objectives,
maximum return on investment, industrial diversification. Any one or all of them will
have a different management structure.

Mr. Edenso: The problem is that without a goal or objective, we can't look at
some reasonable approaches to management and structure. We are faced with a very
critical time factor. In approximately 120 days we are going to start receiving funds
into the Permanent Fund. We need to have something before the legislative body for
their consideration. I don't believe it is possible, given the curreat level of
resources,both monetary and human, to establish the goals and objectives of the
Permanent Fund, Another major question is what do we do with the income?

Mr. Love: Without getting into too much controversy, let me just say that I
feel we should put the money in conventional money markets for a period of time until
a lot of the planning and work with the public and the legislature is done. I don't
want to get into a big argument about goals and objectives because I think there is
confusion about what those words mean. I think we should take the total amount of
money in the Permanent Fund, the first half year is not going to be all that signi-
ficant, in comparison with all the other State's revenue, and put it in conventional
money markets for the time being.

Mr. Gruening: I don't think we need to come up with a permanent structure that
is going to last for the next ten years In the first part of the legislative session.
They might wish to just buy current investments for a time until they have a chance
to really think alout it more.

Mr. Edenso: This meeting wasn't intended to come out with something that would
be our recommendation to the legislature for a structure and organization. It 18 a
first effort at considering various structures that are available and getting some
meaningful dialogue in trying to put 1t all together.

Mr. Gruening: Let's take the savings account A8PeCLangd 1f there are any differences
that should exist in the structure to administer that kind of policy. What structure
might you consider as an interim structure.

Mr. Ferguson: 1'd go along withe the h““rdnf trustees == 7 members appointed by

the governor and confirmed by the legislature to take care of the administration of the
Investments in the Permanent Fund for x amount of years. The first “hing we have to

do Is at least recommend that we have a structure set up to administer the investments
of the funds as they come in until we actually see how much money we have.

Mr. Gallagher: I would like to accomplish at th. polnt a management structure.
If we agree that the thiree goals zre savings account, community development, and
economic diversification, come up with a management structure at the next session,
That we spend the interim between that session and the following Cthinking about the
strategies as to how to accomplish those things. In those areas we need a lot of
analysis In hcusing, what are some of the institutlonal things that we have to
go through, where are the housing necds in the State? The same way wich fisherlies, or
any other sector. In the following session, when we have $200 million probably in the
Permanent Fund, then we have those policies established. The legislature has then had
two years to work on the problem and at that point you can start accomplishing something.
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Mr. Rhode: Representative Malone has always expected that a temporary statute
would be necessary to provide for the routine investment of whatever revenues are
reaching the Fund. What he is hoping for from this committee are recommendations and
alternatives on structuring the fund given a set of goals. That does notL aave to be
done under a crisis footing, it may well be a praocess that involves the 1978 session
or beyond. This committee ought to be able by session time or in the early months
to assess or make some recommendations along the lines of any development activity
whether you ought or ought not to have a governing board insulated from those who
make loan appraisals, etc. The legislature may well be able to resolve a lot of
these organizational matters by the filrst session, but hold it until the gnals have
been settled and combined with the enabling act.

Mr. Love: If what we are really talking about in the first year would be a
conservative approach on how to invest these funds, I am looking for you to think in
terms of making a recommendation to us. One of the alternativegtriyctures would be to
simpiy perform a function of very conservative investment the first year. Secondly,
maybe provide some information and advice on the administration during that first
period of time, planning for the second year. I would lilke to know how that structure
would differ from the structure that is before us now.

Mr. Regis: My reaction is that probably the citizens board would not be required
at all although you might want to have it provided for at a future point, at least
in concept.

Mr. Love: One of the major recommendations we can make is the initial management
structure for the Permanent Fund toward doing certaln types of planning jobs, certain
types of economic planning jobs. The types of analysis that we think are very important.
Maybe that is more important a job in the first year than making loans.

Mr. Barnes: I think we should decide and make a motion that the legislature should

———

make lemporary legislation and then 1f they want to give us their goals and objectives,
we can certainly work out the alternatives for them.

Mr. Gruening: T think that is a good suggestion, but let's go further. We might
suggest to the legislature something they could consider In terms of structure on a more
permanent basis == on a structure and organizational basis.

Mr., Gallagher: One of the things 1 would like to accomplish now 1g, If we want to
talk about savings account objectives, what sort of management structure the Committee
would see. To me, there are two obvious things. One, you can elther leave it in the
Department of Revenue == 1f YOUXgoal {s only savings account, and have them manage it
just like any other fund. That's the most inexpensive. Or, the other alternative
ls to have some sort of small board overview that activity but still have it accountable
to one manager. If that is vour goal, the savings account, what does the Committee
think of those two alternatives?

Mr. Wohlfcrth: 1 don't think it makes nny sense to have an operatlonal board.
You need one manager who should be the State Treasurer, or In this case, the Department
of Revenue, I hope there will be an investment statute on the books by the time there
ls money in the Fund.

Mr., Gruening: 1 move that the Committee direct Commissioner Gallagher to draft for
consideration at the next scheduled meeting of this Committee a temporary statute
which authorizes management of the Permanent Fuud monies {n a manner ¢imilar to the
Department of Revenue's present admintstration of surplus funds.

Mr. Love: 1I'll second f{t.
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Dr. Logsdon; May I make an amendment that it be a statute and not a temporary
statute?

Mr. Gruening: I concur.

Mr. Gallagher: Does that mean some sort of sunset provision like this ane will
self-destruct after one year?

Mr. Gruening: Make this discussion on the motion. Presently there exists a set
of statutes which deal with the Commissioner' authority to invest surplus funds. Now,
the Permanent Fund will have to have that kind of statutory authorization from it
established forever. Because there always are funds that are not immediately invested
in one of the goals; they are funds that are coming in; they are funds that haven't
been administered for purposes of the goal. So you always have to have that kind of
statutory authority. So, maybe this could be a statute that exists for the 1life of
the Permanent Fund. On the other hand, I like the suggestion of a sunset provision.
It may be in the structure. But right now we are concerned with strictly how are we
golng to administer this fund until we really get the structure for the goals more
firmly established.

Mr. Gallagher: Do you mean that the Department of Revenue will invest the money
during next fall and meanwhile the legislature will pass a statute creating the structure.

Mr. Gruening: What I'm saying in this particular recommendation is, the draft
would not create any instruction that doesn't exist now. It's just authorizing the
administration of funds that come in under some kind of arrangement.

Dr. Logsdon: I might suggest that there be a clause in the statute permitting the
Commisgsioner of Revenue to Invest these funds with a structure that was established in
the future; to provide funds to this as established by the legislature.

Mr. Gallagher: I think when you revise in the followlng sesslon under a strategy
bill, the Commissioner of Revenue should phase out of it.

Mr. Gruening: The constitutional amendment itself establishes the Fund. There
is nothing we have to do further to establish the Fund. Money 1s golng to accumulate
as of an effective date of 120 days after the certification of the lest election.

; What we are talking about 1s a recommendation from this committee which would
g authorize somebody to handle those funds in some manner, a very conservative manner.

Mr. Motley: What do you visualize as far as the objectives of the Commissioner
of Revenue? Can he invest in equities, invest just in savings acccunts, or to
deposits to banks?

Mr. Wohlforth: The questions has been called. The motion “s that it is the
direction of the Commissioner of Revenue to draw up a statute for presencation to the
next meeting, which would authorize him to invest the Permanent Fund {n a manner
glmilar to other State funds. Included In the mction was some provision, some time
limitation on that authorlty. 1Is that correct or not?

Mr. Gruening: I would use the linguage, "authorizes management" although it
means investment. [ think the public needs co knew the distinction between the kind
of investments the Fund will get into In the future and the need to manage the Fund
as g gurplus fund.

Mr. Gallagher: I want it very obvious that it 1s very temporary.
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Mr. Gruening: Every statute is temporary in the sense that it can be repealed.
You could put a self-destruct date on it which would make the legislature consider
whether it wants to continue it.

Mr. Gallagher: The other assumption that underlies the whole thing is we are going
to work on having a structure next year.

Mrs. Fleischer: Could we have a reading on the motion?

Mr. Gruening: The motion is the Committee direct Sterling Gallagher to draft
for consideration at the next scheduled meeting of this Committee the statute which
authorizes management of Permanent Fund monles in a manner similar to the Department
of Revenue's present administration of surplus funds.

Mr. Wohlforth: All in favor say "aye." Opposed? Motion carries.

Mr. Wohlforth: We have accomplished only a small portion of the task.

Mi. Gallagher: I have to have a report to the governor on Monday having to do with
a totally unrelated subject and that is going to take mo about three hours to write

I need some time, that report has to be typed all day Sunday. My time limits are
getting short. I would like to talk now about maybe a savings account or maybe the

four objectives and ask about just management structures ovezall and see how the

committee reacts to them.

Mr. Love: I would like to hear if there are alternative ideas on the ways to do
management. Maybe we should look at diffarent models =- like the Regional Corporations
are taking a much different direction in terms of funds and maybe splitting it up may
be an alternative as opposed to a centralized fund,

Mr. Gallagher: Why don't we put the four different things we've been talking
about 1In front of us: Savings account. Economic diversification. Community Develop-
ment. Smorgasbord.

First, the savings account area. The Commissioner of Revenue can invest it under
some sort of surplus, or you could have a separate institution do it. With the
savings account you could just have a small board and that's the extent of it. Does
anyone see any difference in the management structure? You can either do it through
the Treasury and have an Advisory Board or have a full board with a director and two
or three people to do accounting.

Mr. Love: You can really decide the purpose of the Fund is a savings account
purpose but you can still get involved in quite a bit of social loans in the State
that are income producing. You may make a decision that the money markets, which are
not perfect or not adequate, are serving some very profitable and sound investments
within the State of Alaska. Mortgage loans and areas outslde of conventional neigh-
borhoods.

Mr. Gallagher: Are you suggesting something like they do in the retirement fund,
invest In the highest and best return. T do invest in mortgages.

Dr. Logsdon: What do you consider a savings account?

Mr. Gallagher: In my mind we mean government corporates and fixed income. You
can also buy private placements and CD;s.




Mr. Edenso: Are we considering the different ways you earn income in the savings
account approach, or are we considering some kind of a structure and organization for
managing the savings account approach? Regardless, you have a pool of money there
and you've agreed to manage it, you've got to have some kind of management decision
making process which tells you which is a better investment, If it's going to be
into some developmental activity or social goal, then you're going to have a board
or management structure that somewhat varies from a pure investment banking function
where you're making decisions on money market instruments, whether fixed income,
equity or mortgage loans. It's a different kind of activity, a different decision
making process. To try to get a board to agree on one instrument over a specific
period of time when you know the money market is changing daily you might never
gain any income opportunities. Under savings account we're talking about a straight
money market activity.

Mr. Gallagher: When we're talking about savings account, we're mainly talking
about investment decisions that arise outside -- it's a trust account and you look
for the highest rate of return which quite likely may not be in Alaska.

Mrs. Flelscher: Would that include mortgage investments, secondary markets? If
it is then could you also tie that to some decision to invest in home mcrtgages in
the villages?

Mr. Gallagher: No, then that would become developmental.

Mrs. Flelscher: If a decision 1s made that it does not produce income, but
experience shows that it is sometimes income producing. So, who 1is making the
decisions as to whether ...?

Mr. Gallagher: That 1s an importan* structural question. The retirement funds
try to f111l the unfilled need in the Stat

Mr. LeResche: Could we establish the , iInciple that the savings account objective
would require the simplest of all the manage.ent structures? 1s the board agreed on
that?

Mr. Wohlforth: Yes.

Mr. Crawford: Possibly under options there, we should list the trust concept of
managing for the highest return.

Mr. Gallagher: That is one of the goals you have to write up, Jim,

Mr. Love: I would llke to look at the structure of the Reglonal Native Corpo-
rations as an alternative to that of a centralized system., There are separate
corporations representing geographic areas of the State. Maybe the same thing could
be done with the Permanent Fund.

Mr. Edenso: I don't see the similarities between the Permanent Fund and the
Native Land Claims Settlement Act at all. T don't think there is any degree of
comparison. The one has a completely different objective than the other.

Mr., Love: What's the difference?

Mr. Edenso: The difference is the Native Lan< Clalms Settlement Act 1is mandated
by law to provide in fee simple title, mainly land distribution to the 12 Fagional
Corporations and to provide monetary distribution to the 12 corporations. It also
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identifies specifically who the beneficilaries are under the Act.

Mr. Gruening: Decentralization of management 1is maybe a better term. I think
that 1s a basic question, whether we're going to have a one management structure for
development or whether you decentralize.

Mr. Edenso: Decentralization decision making.

Mr. Love: These are all various alternatives. It could be central management
with regional decision making, development for a particular area. It could be a
combination of the two. It could be completely autonomous Statewide that just did
everything at a State level. Maybe that's the most efficient way to do everything.

Mr. Wohlforth: There is a Permanent Fund, not 12 or 14 permanent funds established
by the voters. Almost certainly, there has to be a central governing body.

Mr. LeResche: I think we're talking about different objectives for different areas
rather than about different management structures.

Mr. Love: I think we should P@ openminded about all possibilities. It may be that
you would want 6 or 12 Iifferent management structures competing against each other.

Mr. Gruening: I think there has to be some central administration to determine
which region gets it. But the idea would originate and be administered by a regional
authority which may or may not be part of the Permanent Fund. But the concept would
be that the Permanent Fund wouldn't take outside investors who want to move into a
reglon for development.

Mr. Edenso: I think one of the things that was addressed by centralization,
decentralization concepts was the ldea submitted by Price Waterhouse and the recom-
mendation for a board that Would pga composed from all the various election districts
in the State. That would very definitely gilve you input on a regionalized basis as to
how you would structure and possibly make decisions concerning either savings,
development or community development types of activity. So far we haven't had anythig
to do with structural organization.

Mr. Wohlforth: We could divide the decision making by regions and this railses
the issue would there be some sort of subsidiary governing board by reglons or does
representation on the citizens board meet that problem? Central and regional boards
might be better than funds.

Mr. Motley: If you deccuntralized this and went Into various regions, let's
assume, for example, a genuine need for electricity and a particular individual 1in
that particular region where the dam is going to be constructed says I like to fish
in that stream, therefore, I think this is really a dlsastrous thing, so henceforth
let's say no to this particular area. Wouldn't this cause a lot of problems in some
of these larger development programs that may be necessary for Alaska?

Mrs. Fleischer: Maybe the need is for energy, maybe thermal energy is a better
answer than a hydroelectric dam.

Mr. Edenso: T think, central boards is descriptive of jpgsiblymore than one board.

Mr. Love: We have the Price Waterhouse model which is one model for development.
Another approach might be to just turn the development completely ayer to the Depart-
ment of Economic Development and make it a cabinet position.
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Mr. Motley: Wouldn't that come under a great deal of political pressure? It
means that the present governor or whoever designs that Cabinet can pretty much select
in which direction the Permanent Fund's monies are going to go.

Mr. Love: It may not be all the money that is in the Permanent Fund. A certain
percentage will be in savings account and a certain percentage in development. Mr.
Meekins approached me about thr i:gislature making up the board of the Permanent Fund.

Mr. Gallagher: They don't have the power under the constitution to be able to
do it though.

Mr. Love: Maybe they were given that POWET by the constitutional amendment.

Mr. Gallagher: They weren't given any executive power, only policy making power.

Mr. Edenso: The question then comes, can a legislator also be on the board. Then
you've got a board that is 60 members strong, not 40,

Mr. Rhode: I have had discussions with legislators on that point. It awaits
legal advice by the Legislative Council or the Attorney General as to whether the
legislature could be able to approve each and every loan over a certain size. I have
been advised that possibly because the amendment was a separate part of the Constitution
the normal doctrine of separation of powers might not apply.

Mr. Gallagher: we have a pretty clear case on the Royalty Board on which the
people just voiced their opinion.

Mr. Wohlforth: There are some real legal questions here that I hope are being
addressed at the outset. How much latitude is there in the legislature to divide the
Fund up into regions? How much delegation is permissible by the legislature to aid
the board? What does income producing mean? Can the legislature appolnt members of the
board directly, or sit as members of the board?

Mr. Gallagher: That's a question whether the legislature considers it executive.

Mr. Wohlforth: They are all interrelated. They are major questions that have to
to be addressed very early.

Mr. Crawford: Is the Attorney General addressing those questions?

Mr. Gallagher: We have to know what the questions are before we can answer them.

Mr. Crawford: I would like to amend the motion to read elther the Attorney
General or a private attorney, whichever has the time prior to the next meeting.

Mr. Gallagher: The Attorney General has a staff of 35 attorneys.

Mr. Wohlforth: TLet's move on to community loans.

Mr. Gallagher: There are a whole range of possibilities in community loans.

Mr. Love: We should call it community development.
Mr. Edenso: Bob, do you have any ldeas on structural organization?

Mr. Barnes: I think the model that Price Waterhouse came out with is basically




the model that everyone seems to be happy with, but we haven't addressed the citizens
board yet. We've been philosophizing on how you do these things but not the structure
of the entity that does it. That is what we should concentrate on.

Mr. Love: I think it should be decentralized as much as possible.

Mr. LEdenso: Do you have 1ldeas pertaining to the structure itself or the organi-
zation of the structure, possibly a board or not a board?

Mr, Barnes: I think the citizen board approach for the political sensitivity is
important. That could be a small board appointed by the governor who actually operates
the entity and let them choose the management. The legislature will tell us the
goals that the board is supposed to meet. Basically that structure is going to serve
if you have a developmental type approach. If you have the savings apprcach, you have
a small board and a small staff. Those two alternatives are the only things we've
been talking about.

Mr. Love: We're still going to have to deal with whether or not you want to have
decentralized decision making about what the priorities are in different communities
as far as development in those communities. You will still be able to have centralized
management of the actual development but you may want the declsions made about what
they want developed decentralized.

Mr. Barnes: 1 would say the citizen board concept answers that question. You
have the inpul, that's what they are there for. If you put this decision out all over
the State you're going Lo get nothing done,

Mr. Motley: What T would llke to see basically, 1s a structure to manage the
Permanent Fund. [t does not have any objective goals or anything else, but at least
egtablishes a centrallzed managerial group. The objectives will have to be settled
by what the legislature says. 1I'll wait for my comments until we get to talking about
the combination of these things.

Mrs. Flelscher: 1 don't understand how you'll get regilonal decisions reflected
under community development. I think the people will have some priorities in thelr
own communities that have to be reflected.

Mr. Rhode: They would approach the existing State agency to put a loan together

and offer 1t to the Permanent TFund.

Mr. Crawford: Do you feel this recommendation is applicable to the four alter-

natives that we 've had? Ts it a management system that can be accepted?

Mr. Waldock: We tried to approach as a businessman's decision. You could have
them decentralized to the polnt where you'd never get anything done. So starting here
we've used the Department of Revenue, because the Department of Revenue has already
got short term vehleles in charge of handling money for the State of Alaska. Then
there's a totally separate group of people, starting {rom the top Chairman of the
Board, president, vice preslident, etc,, the same structure as the banks, Over here
and totally separate from any other entity, we have a staff of people, for example,
you decide to go just into a savings account, you might have one person investing the
money, and they should have a board of directors. We selected, and this is open for
discussion, 12 people. The 12 people are broken down Into groups of three, The top
group would be in power for four years, the next group is 3 years, 2 years, and 1 year.




The board of directors will lie responsible to the people. The people can hire or
fire them depending on the performance of what they are doing with the Fund.

We suggest that these 12 people be selected, 6 from the administrative group or
the governor's group, and 6 from the legislative group. If you decide to go into
general development of the State, needless to say this particular board is going to
be much larger in size. If you elect just to put it in savings, probably one person
would handle it.

As far as the structure is concerned, this will have to wait for a later date
because the people of the State of Alaska or the legislature will have to decide what
kind of vehicle they are going to want, If they want a combination of savings account,
general development or community development. That is something the legislature itself
1s goling to have to decide and that will be the proportionate or amount of money for
each area that will go into it. At least by keeping this concept or working manage-
ment, they can immediately take over the responsibility.

Mr. Barnes: I think you will need a tie-breaker on your bvoard, say 1l or 13.
Mr. Waldock: We'll say 13, an odd number.

Mr., Freer: The six from the administrative side, do you contemple they would be
existing employees of the State or would they be from the public sector.

Mr. Waldock: From the public sector.

Mr. Freer: Would they be full time paid employees?

Mr. Waldock: Our suggestion 1s that the governor would select six people, one
from each secticn of the state. The same with the legislative people, they would choose
one person from eich seculon of the state so that the whole state would be represented.

Mr. Freer: Ac‘e they voluntary or are they paild?

Mr. Waldock: We believe they should be on a voluntary basis. The working board of
directors are going to be pald very handsome amounts of money. The people would be
supervising to make sure that your policies are carrled out. If it isn't carried out

you remove the board of directors and put in a new board of directors.

Mr. Gallagher: The third week in December 1s the next meeting,

Mr. Waldock: Is there a posslbility to move 1t forward one week?

Mr. Bdenso: Jim Rhedes and I have talked at some length about the next meeting.
Due to travel schedules and time of the year, It looks as though the third week of
December is probably the best -- and probably have another two day meeting.

Mr. Waldock: Would it confiict with the Department of Revenue 1f we had it
sometime between the 6th and the 10th, which 1s the second week In December?

Mr. Fdenso: If we're going to hold a meeting that soon T would like an idea of
e
what we're going to discuss.

Mr. Love: 1 would like to talk about the two things mentioned previously. Dis-
tribution of earnings from the Fund and the effect of the investment policies.




Mr. Rhode: I will take each separate goal and start looking at how an organi-
zation under that would be structured.

Mr. Wohlforth: The idea of subcommittees makes sense.

Mr. Love: Let's have a couple of work session on community development and
dcvelopment and just those who are interested in those particular areas make up the
the subcommittees.

Mr. Crawford: It is going to be very difficult for us to come up with any kind
of consensus on a structural entity until we get the answers from the Attorney General
so far as the constitutional questions.

Mr, Waldock: How about the 3rd and 4th of December for a full meetiug?

Mr. Wohlforth: If no objection, so ordered.

Mr. Wohlforth: The 19th and 20th of November for a workshop, December 3rd and
4th for a regular meeting. May I have a motion to adjourn?

Mrs. Fleischer: I move we adjourn.

MEETING ADJOURNED AT 1:50 p.m. November 6.




e

R L R S e T P R R 2 M ) S/ o LB Y 2 ) s S R

CERTIFICATION

T~ .iM EDENSO, Executive Secretary of the Alaska State Investment
Advisory Committee, rereby certify that the foregoing Minutes of the
November 5 and 6, (976 meeting of said Commit_ee duly called and held at
Anchorage, Alsska, on said dates, are a substantial verbatim extract of
the recording of the proceedings of said meeting with deletion ¢f insub-

stantial matter and changed only to clarify the statement.

-

17%%)
~—~"Jim Edenso

Executive Secretary




STATE INVESTMENT ADVISORY COMMITTEE
MINUTES
December 16 and 17, 1976
Anchorage, Alaska

Chairman Eric Wohlforth called the meeting to order at approximately 9:00 a.m.
on Thursday, December 16, 1976 in Room 402, Superior Court Building, 303 K Street,
Anchorage, Alaska.

Members present were:

Mr.
Mr.
Mr.
Mr.

iric Wohlforth, Attorney at Law, Anchorage

Jamie Love, Alaska Public Interest Research Group, Anchorage
James Crawford, Coordinator, Alaska Offices, Anchorage

Jim Edenso, Deputy Commissioner of Revenue, Juneau

Mrs. Lanie Fleischer, Aachorage

Dr.

Dona Lehr, Policy Development and Planning, Juneau

Mr. Clark Gruening, Alaska State Representative

Mr.

Robert Thorstenson, Petersburg Fisheries, Inc.

Mr. Langhorne A. Motley, Commissioner of Commerce and Economic Development, Juneau

Mr.
Mr.
Mr.

Mr.

Dr.

Bill Allen, Commissioner of Administration, Juneau

Martin Pihl, Comptroller, Ketchikan Pulp Company

Robert Barnes, President Alaska Statebank, Anchorage

Robert McFarland, Anchorage

Chz les Logsdon, Associate Director, Agricultural Experiment Station, Palmer

Absent Members:

Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.

Advisee:

Mr.

Dennis Waldock, Foster and Marshall, Anchorage

Emll Notti, President, Alaska Native Foundation

Robert LeResche, Director, Development Planning & Research, Juneu
James Rhode, Anchorage

John Butrovicih, Alaska State Senator, Falrbanks

Jalmar Kerttula, Alaska State Senator, Palmer

Frank Ferguson, Alaska State Senator, Kotzebue

llugh Malone, Alaska State Representative, Anchorage

Richard Urion, Alaska State Representative, Anchorage

Sterling Gallagher, Commissioner, Department of Revenue, Juneau

Others present were:

Mr.
Q,’ r .
Mr.

Mr.

Rodney Burgh, Alaska Bankers Association, Anchorage
Richard Alexander, State I[nvestment Officer, Juneau
Charles Fuhrman, White Weld, Inc.

Art Peterson, Assistant Attorney General




Ft'.*.lél':lf

MINUTES

Mr. Wohlforth: I will call the meeting to order. I want to introduce the new
Commissioner of Administration, Mr. Bill Allen. If no opposition we will approve the
mlnutes of the last State Investment Advisory Committee meeting. The next item is a
report on existing State loan programs given by Mr. Motley.

Mr. Motley: There are some thirteen loan programs now existing in the State; ten
of them in the Department of Commerce and Economic Development including public
corporations, Alaska State Development Corporations, Small Business Development
Corporations, Alaska Housing Finance Corporation, and Veterans Affairs. Generally,

the loan programs were conceilved to fill a void in private money markets, as determined
by the legislature. They generally charp ‘'ower interest rates than banks and are
considered to be higher risks. Some of chem have social benefits as opposed to economic
development, such as the Student Aid program and the Senior Citizens Housing programs.

The rest are mainly economic development.

In speaking about the Permanent Fund and these loan programs -- the most important
words are "income producing” and "permanent.'" We need to define those words. I think
a proper legislative definition of permanent fund and income producing is paramount.
That will guide the rest of it, setting up the mechanism, whether you have elected
members or appointed members, whether you have two boards, it ought to be in layman's
terms and and it should have a periodic accountability to the public, in simple terms.
I'm not talking about balance sheets prepared by Price Waterhouse or anybody else.

The average citizen should be able to know what was income producing and did it remain
permanent. We should do something with the definition of income producing and
permanent because that will set the groundwork for a lot of the rest,

Mr. Gallagher: What investments do you know of that keep up with the rate of
Inflation? The only thing I know of is commodities, and maybe oil.

Mr. Motley: Probably mortgages.

Dr. Logsdon: 1 think there's two points of issue here. One s the legal require-
ments of the Constitution which says the permanent funds will have the same dollar
figure, at least at the end. You can meet the criteria even though the purchasing power
is eroded to where it doesn't amount to very much. What we are talking about is what
conslderations we should do to try to protect it. As far as the legislature is concerned
I'm not sure they will build in this kind of protection unless it's specifically stated

that they should account fer an inflation figure.

Mr. Pihl: [ think the two points that Tony has Lldentified are the two real
key Issues. Permanence of the fund and what is income producing.

Dr. Lehr: 1f one of the goals of the loan programs, say the business loan programs,
{s to encourage ecconomic development, do you have any information on the effectiveness?

Mr. Motley: That's one of the gaps in the program. 1In some of them we do. When
we deal with Small Business Adminstration, they have to show for every loan they make,
how many jobs are created, primary, secondary; each loan fund states that it will do
this, that, and the other, but we've never done an analyslis on them.

Mrs. Lehr: 1 think if there are eventually specific objectives set up for the

permanent fund, the measurement of the fund's success In achleving those objectives
Is an Important part of the process.




M-. Motley: 1I'm not pushing for any of the programs we now have. I think each
one of them should be scrutinized individually for the permanent fund performance.

Mr. Gruening: One of the reasons that the term "income producing" appears is not
so much to define investments and keep up with inflation but to define where the
permanent fund can be spent; the idea was that it wouldn't be used for the operating
expenses of State government.

Mr. Motley: All I'm saying is that I think in law some kind of accommodation
ought to be made for inflation so that you establish a test for the wanagers.

Mr. Love: There are four things that I would like to know about the loan programs.
They can be answered at some future time. I would like to know the dollar amount of
ecach loan program, the gross and net yield of each program, the goals and criteria for
each program, and the management structure of each program. I think we should do a
better job in setting out specifically what we think these loan programs should be
accomplishing <n we can later evaluare,

Mr. Barnes I agree that the issue of necding a legislative definition is critical,
but T don't think this committee ran dn anything about it. That's up to the legislature.
We have agreud that it is a trust fund, the principal should be protected and therefore
the prudent man theory comes into effect, therefore the structure is relatively simple.
If they envision it as something more than that, then the income producing is defined
as soclal benefits, then I think you are into a development bank and a very complex
structure w!'th all kinds of sector analysis and gtaff.

Mr. Wohlforth: 1It's got to be something of a new ball game for investment advisors,
and certainly the dramatic rate of Inflation over the past three or four years has put
that sclence or art into a whole new configuration.

Mr. Rhodes: The legislature's phrase "income producing" meant at the least that
loans must bear some interest, there would be no transfer to communities or industries,
nor used by the State budget. Nothing was said about how much income. The words
"permanent fund" would seem to preclude undue risks of the principal no matter how much
a particular Investment might hold out. 1It's not just simply the yields but also the
indlrect benefits in terms of new income, new jobs, etc. Those are real dollar effects
that don't show up on the plus sheet of the permanent fund, but they do benefit the
cconomy of Alaska.

Mr. Motley: Nobody is talking about an ironclad rule. What we're talking about Is
Inflatfon.

Mr. Bursh: ['m Rodney Burgh, Director of the Alaska Bankers Assoclatlon. This is
a preliminary presentation on behalf of the Alaska Bankers Association, renresenting
our presant position; it Is anticipated we will desire to meet with you as future

development« occur,

A trust type fiduclary responsibility of the fund's managers to the people of
Alaska Is Inherent in the decision of the populace to set aside a portion of non-tax
resource revenues, The tenor of the times {ndicates that the decisfon was motivated by
a desire to control the spending of revenues which derive from exhaustible resources.
If Alaskans had favored large capital sp:nding programs by the State there would have been
no reason to create the fund. Thus the fund has been created Lo accumulate revenues
which can be conserved for use in the future.

A typlcal trusc function 1s the preservation of capital, It undertakes to protect
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the real value of capital from inflation, and to increase the real value through
prudent investments. This assignment requires careful analysis of risk for each
investment considered and eliminates the consideration of high risk ventures.
Generally speaking, the larger the dollar volume involved, the more complex is

the risk analysis required and the more costly. The income earned from investments
wihin Alaska large enough to be meaningful to a fund the size of the permanent fund
would be eroded by the costs of investment analysis and other administrative expenses.
More importantly, such investments are not likely to be within a risk category

which Is complimentary to the trust relatlonship mentioned earlier. Therefore,

the best course of action seems to be for the permanent fund to place its funds in
national money markets where risk analysis is performed in the most efficient manner
by professionals and where a multitude of investment options is available.

[nasmuch as there is a trust relationship between the fund's management and the
people of Alaska, 1t is critical that Alaskans be given a timely reporting of invest-
ment results. The most effective method of reporting would be through a direct
cconomic return to the people. Such a return provides the most efficient incentive
for Alaskans to gauge the performance of those persons who are tasked with fund
management. An economic incentive can take many forms, for example, direct cash
divldend, reduction in taxes, profit sharing plan with a vesting schedule, or other
forms of pension plans. Our position calls for the creation of a trust relationship
of legal standing which will incorporate the goals of preservation of capital,
malntenance of real value, and reasonable and prudent capital appreciation. We feel
it Is agalnst the interests of the people as represented in such a relationship to
incur administrative costs associated with in-house investment risk analysis,

Mr. Allen: You addressed the situation of disbursing current dividends. It'
my thinking that the makeup of the permanent fund Ls for future use, not current use.

Mr. Hurph There's nothing in {t that says the income 1s also supposed to become
permanent; 1t's only the principal. You would preserve the principal but the ILncome
could be used For other purposes.

Mr. Wohlforth: [ take it the general position is, let's invest in high quality
Ingtruments, elther short term or corporate bonds of corporations which are In
Alaska. First, s particlpation in any sort of development loan concept -~ in parti-

clpatfon with private borrowers. TIs that the banks' correct position?

Mr. Burgh: Yes, we don't feel that the permanent fund {s Intended to be a risk

fund.

Mr. Wohlforth: Admittedly every Investment has a rilsk quotlen:, but you're

saylng the risk quotient should be absolutely minimum. Do you have any thoughts
on the legislative structure, of who's responsible for handling Investments?

Mro Burgh: 1 would presume that someone with the State Is golng te have some
arca of responsibllity for It,

Mr. h|ﬂ1l[tmltlu. Are you recommending that Investment advisors or tund managers
be appointed for this function?

Mr. Burgh: Yes. Pcople with investment expertlsc.

Mr, Edenso: Has your group considercd any kinds of programs that would provide
long term capital for economic development purposes?

Mr. Burgh: Most of the long term capltal provision that we get {s from outside
Investors that work In the long term investment field.
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Mr. Edenso: Would you think that without the ready long term capical there
would be adequate amounts for development within the State?

Mr. Burgh: Any social problem or any other economic benefits that you want to
get from fund investment should be from the income rather than from the permanent
fund Itself. You should try to get the best protection and best yleld from the
permanent fund. 'The yleld we get from that can then be invested in other programs.
Utilizing the principal of the permanent fund for providing lony term capital
investments in the State is not a prime objective of the permenent fund. Possibly
some diversification would include some.

Mr. McFarland: 1T think we should ask the Banknrs Assocfation to bring in what
statistics they can on overlying. This is an area that the itate could very well
get good interest from. The banks are regulated and are only allowed certain limits,
so really the Outside banking institutions are taking the cream off the interest.
We should have some idea what the potential is if instead of using a corresponding
bank, use the State,

Mr. Burgh: I think most of the banks, when reporting, do show the amount of
gervicing they are doing, which indicates funds have flowed through the bank from
other instltutions. 1It's quite sizeable in relationship to our own portfolio.

Mr. Allen: Your request for participation is because of your legal limit or

because of the term?

Mr. Burgh: Both. If it's a working loan it's because of the legal limit. If
you're talking about long term loans it's because of the term. Housing for example,
the bank cannot afford to keep a lot of thirty year loans in its portfolio or it
would soon not have money for other purposes.

Mr. Allen: As the years go by the capital starts increasing -- the availability
to meet their demands as far as dollars are concerned, is Increased. 1 would like
to know If your committee has suggested us making loans on the Income, a higher risk

loan from the income, what gaps can we 1117

Mr. Burgh: We don't have any particular recommendations. | can say that we

have some loans out that are many times our lending limit and we've not had any
problems like corresponding banks to participate with us.

Mr. Allen: The corresponding relationships are getting the Interest when the
carnings should be here within our State.

Mr. Wohlforth: 'Thank you, Mr. Burgh. Next on the agenda Is Richard Alexander,
Inveatment Of ficer, Division of Treasury,

Mr. Alexander: ['ve been asked to describe the State's loan programs and thelr
relatlonships to the general fund, and also other loan programs within the Department
of Revenue. Our general fund has been decreasing for the past several years and
at the same time the State's mortgage portfollo has been increasing rapidly. It has
become one of the largest investmerts o the fund, Also, our mortgage activity with-
In the two retirement funds has {ncreased substantially in the last few years.

There are loans that are required to be purchased by the general fund; Veterans,
Small Buslness, Fishing, and Tourism loans. The Veterans loans are by far the largest
holding within the fund., The rate of return on these loans 1s 7-1/2%. The Small
Business loans are presently earning 8%; Commercial Flshing loans earn 7%; and
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Tourism loans earn 8%. All of these loans we are required to purchase. The rest
of the loans, the Commissioner has the option to buy.

The optional loans are the Bank Incentive Loans which presently are inactl:.
Alaska Housing Finance Corporation is another type of loan within which we have
various type notes for a total of $9.2 million. We also have Alaska State Housing
Authority notes for a total of $4.5 million receiving 7-1/2% interest. Then we
have a $1 million note loaned to the Medical Malpractice Revolving Loan Fund for an
interest rate of 9-1/27%. The next category is Native corporations -- we're almost
through with that as they will all te paid off by June. The last is entitled
Municipal lcans in which we have $3.4 mllion 5% note for the University of Alaska
Activity Center. Th: remainder is made up of Alaska State Development Corporation
Bonds, City of Nera a School Bonds, City of Palmer Industrial Park Revenue Bonds,
all totaling crou " . million. We also have $.5 million in Agricultural loans.

The Retirer . Fuids are authorized to purchase FHA, VA, Federal Small Business
guarantee loans, conventional residential and commercial mortgages. At the present
time «» have over $9 million invested at an average rate of return of about 9%.
Approximately 327% of these funds are invested in mortgages at the present time.
We are committed tu purchase another $50 million by the end of March at rates from
9-1/2 to 10-1/2%. R

We buy mortgages for the funds mainly because of the high rate available but
also to help Alaskans obtain loans that might not be made if we were not in the
market. We concentrate in areas that are not readily marketable Outside. For
example, Fanny Mae will not purchas a mortgage over $87,500; we try to pick up that
glack. The cost of housing 1n Alaska ig pretty high and there are many mortgages
over that dollar mark. Another example are commercial loans under $.5 million.
Buyers Outside seem to want the loans over that amount. We've bought mortgapes
from all banks and savings institutions within the State. We look for special
situations such as the Community Hospital in Fairbanks. oOn that loan we receive
10-1/27%.

Mr. Gallagher: We've not loans from Dilllngham, Glennallen and Kodiak.

Mr. Wohlforth: 1 have added up the State Loan program including housing financing
and T find a figure of $417,694, which is a pretty healthy figure. Next on the
agenda are representatives of White, Weld on structural alternatives for the permanent

fund, leveraglng, cte.

Mr. Fuhrmann: My talk today will be mostly on what the group did and talked
about in their trip to Alberta, New York and Washington a short time ago. So I'll
pass out a booklet about the trip and let you read 1t rather than spend a lot of time
on 1t today. At the work sesslon tomorrow 1'11l spend time on the organizational
atructure and varlous alternatives, Did everyone get a copy of the book? 1If not
chere are more avallable.

Mr. Wohlforth: 1I'm Interested in the leveraging section, Have you conslidered
the fund helnu a lender to establish reserve funds of local government or agenciles
of the State?  |'m thining of reserve funds of 20 or 30 percent of whatever 1is
really needed to enhance the credlt worthiness of such an agency. $o on a loan
basls the debt of the ageicy would be retired before the fund would receive the
principal back.

Mr. Fuhrman: Ostensibly making it appear as though it were equity in there to

e e —

Improve the credit rating?




Mr. Wohlforth: Right.

Mr., Fuhrman: Definitely. It was also discussed with the credit agencies.
They wanted to focus more on what the definition of permanent fund was in income-
producing and distribution of income.

Jim Rhode: At our discussion with Standard and Poors and Moody's, they wanted
to know what would be the status of any further amounts that were put in the
Permanent Fund, would it be placed there irrevocably or would it be treated again
differently from income from taxation?

Mr. Fuhrmann: The amendment states that at least 25% of a combined pool of oil,
or resource related revenue will go to the permanent fund, which has an implication
that the legislature from time to time may wish to raise that to say, 40%.

Their first question was if it was raised to 40% would it be 40% forever. The
answer 1s clearly no, the legislature had a chance to take it back down again, but
not below the 25%.

Mr. Love: What is the relevance of this material to the rest of the material?
Does White, We'd make 20Y recommendations in terms of structure?

Mr. Fuhrmann: All of this was material being used by various people in our firm
for the purposes of thelr presentations to this delegation and has to do with the
tentatlve organizational structure, We have been asked to propose alternatives, but
we have not recommended anything.

Mrs. Flelscher: What exactly was the purpose of the whole trip?

Mr. Edenso: That's a good question. We intended to go to the various cities,
firstto meet with the Alberta Heritage Fund people and discuss with them the character-
istics of the Heritage Tund as to its legal structure and the legislation that
established it, its funding and management characteristics, some of the goals and
objectives that they have established. We found a number of interesting points and
comments concerning that., T'll try to cover some of them.

Flrst, in Alb“rtawe met with the counterparts to our Department of Revenue to
discuss the structure, the organization, and the management of the Alberta Heritage
Fund. It's Interesting that their Heritage Fund is managed by the equivalent of our
Department of Revenue. The decisions of the day to day activities are carried out
by the equlvalent of Commissioner Gallagher, myself, or Investment officers. They
also have a committee which determlnes and passes decisions on whether or not to make
a particular Iinvestment. There are limltations or constraints in the areas of invest-
ment but I don't believe there is a limitatlon on the size of investments. Secondly,
they have a program which calls for providing capital for soclal programs or social
types ol Investments which do not necessarily tie Into income-producing as our
consgtitutional amendment calls for., We also discussed some of the concerns we had
about subsidy [(inancing.

It was Interesting to note that where they are subsidizing an interest rate they
actually go to their parliamentary body to obtain the subsidy from thelr general fund
which states publlicly and exposes publicly, the fact that there is a subsidy program
going on . ad how many dollars are involved with [t and for what it's to be used. That
is something that we in the Permanent Fund State Advisory Investment Committee have
not really considered,

Mrs. Flelscher: You haven't considered making it public?
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Mr. Edenso: We haven't considered public exposure of any subsidy that we
under cake.

Mrs. Fleischer: How do they do it?

Mr. ldenso: You go with an appropriation bill and say, "Well here's how many
dollars we want and here's why we want It, and here's what we are going to use it
for."

Mr. Rhodes: What I learned in Alberta was, the final purpose of the Heritage
Fund so far as there is a defined purpose, is to insure that Albertans pay the
lowest taxes in Canada. They admitted their fund wasn't really large enough to
diversify the economy of Alberta enough to replace oll revenues with taxation on new
private business, but they saw the fund as a way of closing or reducing future
doficits of the profits.

I thought I might quickly tell you what the fund is doing. Up to 20% of the
money can be capital outlays, and they are concentrating on irrigation for agri-
culture, and in medical research. Thirdly, a project with three oil companies to
develop technology for recovering oil from oil sands. About 85% of the money they
are loaning out in three ways. Home loan subsidies for middle income and lower,
also in loans to their municipal authorities. The subsidies for the home loans
and the subsidies for the local government are laid out plainly as a matter of public
record -~ who is getting It, when they are getting it, how much. The subsidies
have to be voted on by Parliament. There are no concealed or under the table sub-
gldies at special preferred interest rates to this group of homeowners or that group
of towns. The reason they make loans to their local governments directly is they
don't have the tax exempt privilege for their local governments. They borrow from
taxable rates, which of course would be considerably higher than our local governments.

The third use is that it makes loans to its utilities, and there you have to
know that the profits of the phone system and most of the electrical generation is
passed through the Parliament. That's pretty much how the fund is laid out.

The eovernment °fthe day runs the fund. Tt doesn't have its own staff. The
Treasur; people take cure of the Heritage Fund in their spare time.

The high point from New York was exploring the different ways the fund could be
leveraged. It seems that using the fund to guarantee this or that private corpo-
ration, or any other number of choices would be superior to having the fund make
loans directly from Its assets. Among the arguments advanced for using guarantees
are that they are contingent liabilities, not direct 1liabilities. All things being
equal, the fund would Le able to Jdo more guaranteeing than it would borrowing and
lending. The credit rating can be better for any gilven amount of guaranteeing than
it can for a llke amount of borrowing. The point being that ysu get to keep your
money while you are making guarantees in investment grade securities which are the
very lowest risk.

In Washington it was pointed out that if you leave even a crack in the door open
Lo the fund to lend financlal assistance to the public sector, the Ffund will have an
Inevitable bias because it's also a public entity and it will favor public sector
proposals that come to 1t. The experience of most development funds is that the
private sector 1s very rapldly crowded out.

Mr. McDowell: There's two ways this can happen. The International Development
Bank har full authority to lend to private enterprise and the public sector. The
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World Bank has has in 1its charter full authority to lend to private enterprise.
About 15 years after it was started it finally formed the International Finance
Corporation, a subsidiary set up to do nothing but private enterprise. It has no
Authority to lend to the public sector. The Sudan Development Corporation charter
was set up without too much in it, it's probably the most general charter there is.
But it did specify how that development corporation was supposed to relate to the
Covernment of the Sudan. In its first two years of existence the Government of the *
Sudan borrowed back half of its capital., At this point in time it is not paying
any interest and has no intention of giving it back. The company was set up to
operate in the private sector. By not defining it carefully in the charter how it
relates to its government, now half the money is gone from its original purpose.

Mr. Rhodes: A number of the people we saw in Washington alluded to this in one
way or another and pointed out that this problem could be minimized by using inter-
mediaries,

Mr. McDowell: This report has been prepared in response to four specific quections
submitted several weeks ago. The first relates to what goes into a charter of a
development institution, the second relates to loan standards and Interest rate, the
third, election of directors, and the fourth, the structures or alternate structures
or modifications to the present proposed organization.

The first section of the report really deals with what broad statements of priority
should be set in the charter and what policies should be set at the board level.

I've selected 29 different things which I consider to be generally the substantive
matters that are normally covered in a charter, at least in a general way. There are
many other lLtems covered in charters, but most of them are technical, legal matters.
These are pretty much all of the substantive matters that you might find in a charter.

The terminology "development institution" as I've used it is an institution
which provlides longer term investment capital as opposed to operating or working
capital, through intermediaries in the form of equity or debt to enterprises or
projects, or directly. Enterprise being, say a business; a project being, perhaps,
a dam. The permanent fund may or may not become an institution of that sort, but
this materlal is based on the assumption that it will,

The 29 items I've broken up into general items. Every one has a general

statement of purpose and function. Sometimes they'r mixed, sometimes they're separated.
The operating philosophy is usually given. Legal personalities and capacities have

to be there. Sectoral covers, if any, if any distinctions are made in terms of both
economic sectors and slze sectors. Geographic coverage. General criteria to be

applied > the selection of capitsal investments is normally given. The kinds of

capital to be provided; cquity, direct loans, loan guurantees, convertible debentures.
There's usually something about the general relationship of interest rates to market
rates. Relationships with the pravate sector; relationships with governments; relation-
ships with other sources of capital, with reciplents of investment capital, particularly
with regard to ldentifying investment opportunities and providing technical assistance.
Relationship to capital markets; many of these are set up In order to encourage local
capital markets. Organizational matters; the general powers and parliamentary rules

of the board or boards are always Included in the charter. The general powers of
management are laid out. The composition, qualifications, methods of selection, and
terms of the board's management and staff are referenced. There 1s some designation

of the organizational levels with responsibility for relations with governments, the
general public, the financial community, prospective recipients of investment capital.
There are also conflict of Interest policies for board members and the staff.
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Under financial, there will be general financial goals of the institution, level
of profits to be attained, protection of capital, prudent management of assets.
Source and amount of capital. Borrowing powers and limits, 1if any. Sources of funds
to pay [or operating expenses, including general long-range economic and investment
regsearch. The disposition of nec income from operations. Accountability. General
requirements for independent audit and public reporting. Occasionally the general
requirements for operational evaluations. This technique is relatively new and
most charters don't have it, but I would recommend that you do. Finally, the general
requirements for maintaining the confidentiality of information obtained from pros-
pective and actual recipients of investment capital. This is a problem with public
institutions. When you deal in the private sector you've got to have rules that
the confidential data you obtain from your clients will remain confidential. You've
got to say something about it in the charter because you may not get any private
borrowers if they realize that what they CORSidertheir competitive information is
golng to ve divulged.

For specific examples. 1In a charter there 1s a general absence of absolute
quantitlies and percentages. What do you do with a fishing loan if it is only a
hundred thouand and a boat costs a million? Why put yourself in a position of going
out of business in a particular sector, two , three, or five years from now by
putting a number in the charter. Because the charter of that loan program has a
ceillng bullt in which appears to be getting unrealistic, thecharter will have to be
changed.

Mr. Gruening: Are you referring to the total loar amounts or the total category?

Mr. McDowell: Generally, the specific absolute quantities are not specified for
any fund. A charter, usually, is a document that will withstand the test of time.
What 18 Important today may be totally unimportant in the future.

Mr. Gruening: But our charter here is the constitution. Goals would be the
types of loans. 1 was thinking maybe cthe legilslature might want to write a safleguard
in It assuming one of the major motlves of the fund was a savings aspect. You
wouldn't want to allow the entity to make loans in an area that's committed for a long
term basls at a certain amount of risk as opposed to having it in liquid form where

Lf you declded you wanted to change the emphasis from community development to
dlversificatlon, you could do so Lf there was a portion of it set aslde as savings.
Otherwise, T think the JegiHLnturemight be worrled that the managers might commit

the fund within a short perlod of time.

Mr. McDowell: Once you appoint a board, the board will establish the policles.
A polley can be changed by the board the next year or five years from now. As long
as the policy remalns in accordance with the charter, then the charter doesn't

need any legislation to change {t.

The purposes of these institutions nearly all are stated: to support and
gtimulate the establishment of new private enterprise and the expanslon and moderni-
zation of exlsting private enterprises. The second purpose is to encourage and
agslst. The third purpose is to encourage, promote, and assist the securities
market ., The Industrial Finance Corporation of India 18 to make medium and long
term credits more readily available to industrial concerns, particularly where they
can't get It from a bank and there Is no cepital market to take a stock issue. The
next one, carry on the business of assisting industrial enterprises within the private
sector. That says it's got to be in the private sector, it's going to be industrial.
It's golng to assist in the creation, expansion and modernization, encouraging and
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promoting private ownership of industrial investments and the expansion of invest-
ment markets. How? By providing long and medium term loans or equity. To
gponsor and underwrite new issues of shares and securities; guarantee loans from
other private investment sources; make funds available; revolve their funds as
rapldly as prudent, and furnish managerial, technical, and administrative advice
and technical assistance.

Another example is the Inter-American Development Bank. This Is a falrly
recent institution, so 1t could have incorporated some of the lessons learned by
World Bank and others who were in business before this. But they're going to
contrlbute to the process of economic and social development, individually and
collectlively. What does this mean? It means they can provide finance for projects
ln one country; they can provide finance for projects in more than one country.
This general wording has been expressed in their charter. They can also promote
the Investment of public and private capital for development purposes. It's going
to utilize its own capital, funds raised by it in financial markets, for financing
the development of the member countries, giving priority to those loans which will
contribute most effectively to their economic growth. That's a constraint on them.
It tells them they have to deal with priority matters. They're supposed to encourage
private Investment and supplement private investment when private capital is not
avallable on reasonable terms and conditions.

They will have three categories of operation - their term for loan. They will
make loans from ordinary funds into regional resource funds and the funds for specilal
operatlons, that is the fund to subsidize interest rates. The bagic principle
of separatlon is that these three sources of money will be kept separate at all
times. Under no circumstances will they be used to pay off the obligations of the
other,

Under Organization and Management. The charter states they shall have a board
of governors, a board of executive directors, a president, an c¢xecutive vice president,
a vice presldent In charge of the fund. That is the fund for special operations,
for subsldles of interest rates, and such other officers and staff as may be con-
sldered necessary.  They deal with the board of governors, how they get appointed or
clected, how long they serve, who chalrs the meeting, what powers they must retain
unto themselves, or specify the other powers that they delegated a peneral statement
of what they have delegated, how often they should meet, what a quorum for a
meeting is.

The board of governors and other boards are In effect held accountable for dolng

things that are necessary or appropriate. There are two boards, two different sets
of people. The board of dircctors shall elect a president who shall not be a governor
or an executive director or alternate for cither. He has a tle breaking vote on
the board of executive dlirectors, The Conflict of Interest gyatements, "the
Presldent, officers, and staff of the Bank, In the discharge of thelr offices, owe
thelr duty entlrely to the Bank and shall recognize no other authority. Each member

the Bank shall respect the International character of their duty." This is saylng
no matter what country yeu are from you work for the bank independently of the politics
of your own hackground.

Finally, there 18 a control saying, "the Corporation shall scek to mafintaln a
reasonable diversification In {ts {nvestments." 1 think that Is something you could
say In your charter. 1 view it as a financlal control that any organfzation should
have,

The Interprectation of the charter should be a dynamic process that keeps recurring,
and that function 1s normally delegated to the board.
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Mr. Gruening: When they want to change these charters, what does it take?

Mr. McDowell: It takes a vote of the stockholders as representied by the board of
governors — a two thirds vote.

Mr. Motley: Do they get involved in equity financing?

Mr. McDowell: Yes. They have to have reserves; it's left to the management
to determine the absolute size of those reserves. I've listed some questions which
are asked by the policy board: Is the proposed project in a sector in which additional
investment is needed? Does the project fit in with a logical sectoral program? Does
the project fit in with the most urgent needs of that sector? Does it contribute to
diversification and/or better income distribution among regions or groups? What are
the environmental and health impacts of the project including benefits or hazards to
the environment and human well-being? In addition, the bank policy requires, and
carries out, specific economic tests, including cost/benefit analysis measured by
the internal economic return and/or the benefit cost ratio. I used the World Bank
example because thelr charter iIs simpler than the rest. It really just says that
loans should be made prudently for highest priority development projects on the
basl: of economlc considerations.

As you can gee, all these questions aren't just economic situations. The board
ttself over a period of time has had the flexibility to adopt new techniques such as
cost/benef it analysis which wasn't there when the bank was set up. New criteria,
such as health and environmental considerations which weren't important when it was
eatablished. They've done this by board policy because they had input from thelr
gtaff, fnput from their borrowers to stockholders, and other people working in the
area of development finance. They have to listen to thelr stockholders and be
responsive to It. [If the president and his staff are not responsive to what the
board of executive directors wants, they fire him and get a new one. But they don't
put the responsiblility for any particular func:tion at any higher level than it's
supposed to be, the accountability goes up a step at a time. 'The fact is, the
management 18 accountable to the board. If thke board says you are not following our
policies, then they get a new manager.

Mr. Gruening: The World Bank provides for two boards?

Mr. chowak: Yes,

Mr. Gruening: The executive directors, what are their qualifications, are they

f inancinl types or do they try to get somebody with broad backgrounds?

Mr. McDowell: They tend to be out of the Ministrles of Flnance.

Mr. Gruening: So they have politicl and all sorts of background, not strictly
financlal?

Mr. McDowell: They are not strictly bankers. Should Interest rates be set
In the charter or by the board? 1In most cases, Interest rates are required by charter
to be appropriate or to approximate prevallice market rates, If they're just to be
appropriate, then they pick and choose out of thelr funds whether they should make
a subsidy or not, or to charge a higher rate. But they do charge rates which overall
wlll come up with the profit for the institution every financial reporting period.
They demonstrate that they have protected their capital by not dipping into It and
also pald their operating expenses and perhaps even made & contribution against
Inflatlon, against the erosion of capital. So any project that can't pay back at

-11-




market rates doesn't meet a market test. In practice the are usually set by board
policies. The World Bank sets it by formula which is passed by the board. Any
subsidies are normally, separately appropriated.

Getting into the proposed structure of the permanent fund. Essentially what.you
get from an election is direct representation of the interests and views of the
congtituents of the person that you elect. That 1is the pros of it. The cons, well,
1f you elect part of the board I think you create too mary classes of directors,
which is an intense degree of evil in itself. If you elect all members of a rela-
tively small board, you would have equal directors, but you probably wouldn't
include all representatives ot all the significant minorities within the State.

There just aren't enough positions to go around. Finally, election support is
campaign financing, which could result in elacted members being subject to undue
influence by special interest groups.

Suggestions on alternate structures of modifications. The proposal as it currently
stands does tend to strike a reasonable balance among the three groups, citizen,
legislative, and executive influence and involvement. The operation of the fund 1is
going to be under the supervision of a board, which will be made up mostly of private
cltizens, and proposed and confirmed by the executive and legislature. The board
will be accountable to three parties and eventually also will be the power to amend
the charter.

The important thing about the two board proposal is that they provide an important
separatlon of responsibilities for policy and operation. This is an essential pre=-
requisite for accountability for freedom from undue and improper political and special
interest pressures. If you establish a policy board that does not have responsi-
bililty for operational decisions on specific loans and investments, you've got an
organizational level that you can dedicate to being responsive to political, economic
and soclal considerations as well as the views of individuals or groups. I[f you
delegate the responsibility for specific Investments to the investment committe, it
provides the policy board with insulation from dealing with a specific project. Also,
{f you speclfy that the policy board is the only appropriate forum for all this
fnput, then you insulate the Investment committee from undue pressures as well.

Some suggestlons for the powers and responsibilities for the policy board,
the management board, or investment commlttee, and the chief executive officer.
The function of the policy board should be an annual review and approval of long-
range operating plans which include an investment program based on sectoral analysis
of the Alaska economy, which include the budget for the forthcoming year and the
financlal plan for the following number of years. I would not suggest that the
pollcy board just review the budget for a year, that's tco short term function for
a board member's level to be dealing with, T would also suggest that the management
board have sole power to approve all investments rather than allocating part of that
power to another body. The chief executlve officer should be responsible or
accountable for everything that's done so that in the minds of the legislature, the
executlive, and the public, that one individual will carry more accountability than
anyone ¢lse In the Institution.

Mr. Gruening: Who selects the chief executive officer, the management or
policy board?

Mr. McDowell: It was proposed that the policy board would select all flve members
of the r nagement board, including the chlef exccutive offlicer. I think you must
have ' pu'ley board select all of ghege people to get that step by step account-

abilicy. I would recommend that he be non-voting and to chair the policy board.




i SR Py e W g e i R VT RN Eras T s Stk ey “ie 173y - = T e . et s, by e - . -y e
e T Ry R X N S o e e e SR T b S T e o T T N P AT TR YA T & S S e A g

. 1 bk TR '"'I'

Mr. Gruening: We might be tending a little bit on the bureaucracy side by
having two boards which would check and balance each other, but they might compete
in terms of pclicy. We all know that staff can get involved in policy. I don't
know 1f these people are going to be full time or not; the policy board probably
isn't and they may be unpaid. On the other hand, the management board is making the
loan decisions, so I think you pretty much have to pay them full time.

Mr. McDowell. I don't think so. You're getting to incorporate a few more
outsiders to work with the present ones in making the final decisions, who have
some of the technical skills but they may not necessarily be any good at holding a
public forum and abosrbing the input from private citizens ana reflecting it in
policies, but are pretty good at investment programs. All of the loans would go
to the board. You provide that management of the board will establish proper
organizational operating financial controls in having that kind of process through
the staff.

Mr. Wohlforth: Basically, aren't we talking about management or investment
committee which is a pretty hard working committee, perhaps meeting as frequently
as every two weeks; the policy board, on the other hand, meets much less frequently.

Mr. McDowell: I would estimate that you envision it quarterly, the policy
committee, to review reports provided to them and make decisions they are
empowered to do.

Mr. Allen: Wouldn't the chief executive officer have an authorized loan limit?
Anything in excess of that be approved or passed on by the investment committe,
and all loans or investments be reviewed by the investment committee?

The meeting was adjourned at 4:00 p.m., December 16, 1976.

Mr. Wohlforth called the meeting to order at 9:30 a.m., December 17, 1976.

Mr. Gallagher: Art Peterson is with us today. He is the Attorney General
regsponsible for drafting the legislation. He is here to hear what people say
directly so he can interpolate it and put it in the statute.

Mrs. Fleischer: Before we go to the actual leglslation. Will there be a
provision saying that 1if the particular community objects to a particular develop-
ment, it would not be done?

Mr. McDowell: One of the mechanisms that exist 1s the zoning.

Mrs. Flelscher: A large part of Alaska is not zoned.

Mr. Wohlforth: I think it's a major issue. It appears In order to proceed
on this in this way, by listing major questions, and I put it, "Consent of communi-
ties to enterprise location? Another questlon would be whether or not the enabling
legislatlon should specify a dollar or other type of divislon between so called
public sector activities, support of local government bonds and local borrowing,
and private sector actlvities. Should there be a definition in the charter -. to
the amount of funds to go into each area?

Mr. Allen: Specified by a dollar amount or by percentages?

Mr. Wohforth: Dollar amount or other formula. Should the charter attempt to
devise a formula to divide the fund's activities into public and private sector?
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Mr. McDowell: T believe the question is very important. Just on the basis of
the experience of the various institutions has indicated that 1f you do want to
invest In the private sector then you must put a ceiling on what it can do in the
public sector. Otherwise there won't be any investments in the private sector.

In other words, if you want to invest in productive private enterprise then you
must put a 1id on the public sector portion, and the honsing portion if it's
separate. Those are the two needs which generally tend to become insatiable in
terms of having a hlgher political priority than the productive private enterprise.

Mr. Gallagher:
easy bill first.

We have to go through two bills.
Is this the time to list questions?

Could we complete the one

Mr. Peterson: 1 suggest, If we keep it to major queations and then use the bill

as a catalyst for traditional questions and then get into the specific questions.

Not every question 1s going to be major policy type questions. Maybe list those
and then go over the bill.

Mr. Wohlforth: Alright, we'll start with the questions.

Mr. Crawford: T think it should be addressed as to whether or not inflation

Is golng to be part of the charter, part of the bill, or some provision for
{nflation.

Mr. Barnes:

Is that setting a minimum return on any investment?

Mr. Crawford: Charter recognition of Inflation, terms of minimum fund return.

Mr. Gallagher: How do you distinguish between the soft and hard loan programs?
Maybe the charter has a preference for guarantees over direct lending. Also the
ability of the fund to borrow.

Mr. Wohlforth: Should the charter encourage leverage?

Mr. PLlhl: The point of leverage Is where I had a question. Would the Fund
be able to issue Its bonds to finance the pipeline, finance the tankers, or finance
the gas pipeline. I'm not advocating State ownership but using the fund as a vehicle

for flnancing. Using this leverage and having a much lower interest rate chargeable
to the wellhead value,

Mr. Gallagher:

co8LSs.

The wellhead on the gas situation Is Influenced by transportation

Mr. Wohlforth: 1 can see the legislature, with this fund in existence, all of a
sudden fﬁ;ﬁgnl:lng that there are different projects, gas pipeline, petrochemical,
ctes, {1t should be glven a preference. So the question would be whether the charter
should get into detail, preference detail of speciflc projects of finances. In other

wordd, how much would the legislature be willing to delegate a board in terms of
specllic preference?

Mr. McFarland: It should include the right for legislation whether It's ever
vxercised or not.

Mr. Barnes: Another questlon should be about the directlion of the Income.
Should the income go to the general fund or should [t be directed to other projects

or ahould it be returnad to the fund ftself?
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Mr. Wohlforth: In the private sector should participation be mandated by
charter?

Mr. Fuhrman: 1t seems to me that the two draft bills we were reading last
night bring up a couple of potential questions, one being what the compensation
of the members of the various boards or committees or staff people might be, or
how determined, and also whether there should be any language dealing with the
quallifications of those board members. Geographic or professional expertise or
educatlon or race, party affiliation?

Mrs., Lehr: T think there should be specification of membership. We talked
before about two members of the Governor's cabinet and those have been specified
in the bill. Another area that T think should be discussed is the budget procedures.
It doesn't indicate whether it will be subject to the Executive Budget Act.

Mr. Peterson: My assumption when drafting the bill was that it would be under
the Department of Revenue budget, but that may not be a committee assumption.

Mr. Gallagher: I thought it was the best idea, but then what about the
accounting problem. How do you forecast the budget and reserve for bad debts?
That's really a professional judgment. 1 would like the board people to make that
decision and not have to go for a supplemental.

Mr. Wohlforth: The question here is whether the fund is going to be permitted
to live off its income to a certaln extent or not.

Mr. Rhode: [ have discussed this formerly with a number of legislators, and
one problem In bringing the operating budget of the fund before the leglslature is
that at the very least It wlll affect the independence of the fund to set lts own
rates to pay compensation. The legislature will be able to reach in and rip out
$10 thousand on a salary they don't 1ike. 1In the extreme case, It could very well
jeopardlze the action of the Ffund.

Mr. MecDowell: You transfer accountability to the legislature if you do
that., 1l you want the legislature to be accountable, fine. If you don't then you
can't give them any control of the buaget.

Mr. Wohlforth: Should the charter prohibit or permit equity -=- private sector
participation or should there be debt only? Should the Act be specific in terms of
outlining the feasibility work that the banks should undertake before financing a
private sector project?

Mrs. Fleischer: Should the charter specify that the productive enterprise
should be financed at market rates so that we are not in the business of subsidizing?

Mr. Wolilforth: Let me run through these questions. (1) the consent of the
communily to enterprise location, should that be In the charter? (2) division of
fund, whether the charter should specify the division of fund activity between
public and private sector. (3) should the charter recognize the effect of Inflation
in terms of minfmum fund return? (4) should the charter deal with the questicn of
goft and hard loans and the subsidy recognition? (5) should the charter encourage
leverage financing or be neutral? (6) should the charter specify specifle projects
to be flnanced? (7) direction of the fund income to the general fund for its other
uges,  (8) should the charter recognize any mechanies for divislon of activity
between reglons of the State? (9) where the fund should be Jgeated; (10) should
the charter mandate participation in the private sector? (11) what (s the compen=
sation of the boards and staff and how would that be determined and what are the
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qualifications of the chief executive officer? (12) what would be the qualifications
of the board members? (13) should the board of the fund be subject to the Executive
Budget Act or be autonomous and be permitted to live off its earnings? (14) should
the charter permit equity investments? (15) should the charter require market rate
of return on investments?

Dr. Logsdon: How about segregation by industry?

Mr. Wohlforth: That is a good question. Last year there was actually enacted
a bill that mandated that these investments be put into renewable industries which
would provide this, fishing, timber, agriculture, forestry, outdoor recreation.
Should the charter show an emphasis or mandate for renewable resources.

Mrs. Fleischer: That is a good idea. It may not be very important at the
moment, but how would you classify wilderness, as a renewable resource or non-re--
newable resource?

Mr. Mcnoqgil: What's a wilderness? You ran't consume it.

Mr. Wohlfortu: I mean by renewable resource a reusable commodity, like timber.

Mr. Allen: There should also be audit procedures and powers and authority of
the chlef executive officer.

Mr. Gallagher: We should have a strong definiticn of what post audit 1s too.
Mr. Love: There should be some way of evaluating the fund's effectiveness in
achieving the particular poal.

Mr. Wohlforth: ALl right. Establishment of audit procedures and performance

evaluatlon.

Mr. Love: "The charter should also state whether the fund is going to have to

achleve some kind of {ncome distribution.
Mr. Gallagher: That involves the subsidy questlon.

Mr. Love: Not entlrely a question of subsidy.

Mr. McFarland: | understood when talking about the Heritage Fund that the
Parliament could direct the subsidy. Do they have to come out of the peneral fund
with the money to plek up the gap?

ﬂ!:_EﬂJJfUﬂﬁ?': Yes.

Mr. Rbodes: Don't they touch on what's going to happen to the real per caplta
Income?

Mr. McDowell: An example of a case we mentioned yesterday. The charter 8ays
the decislons should be based on economle considerations. It also says it should
not he based on political considerations. The board of dircctors can make policy
statements that economic conslderations have to Include distributlon of Ltncome,

and then the staff proceeds to {mplement ft. So the project area 18 a statement

not a project In itself. A statement of what the projeet will do. It would address
the Issues of health and environment.
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Mrs. Fleischer: The charter should address the issue of goals and >urpose of
the fund.

Mr. Fuhrman: The real issue wculd seem to be how far do you go into those
areas in the le legislation and what portions of it are the responsibilitv of the policy
board and what portions are the responsibility of staff and management of the fund.

Mrs. Fleischer: I think it would help the staff and policy board if they had
some clear idea of what the purpose of the fund was, what the people in the State
thought it was for, and how we are going to accomplish everything.

Mr. Fuhrman: It seems like the appropriate thing is that more detailed state-
meuts fall out as you go farther down the line, so very general statements would be
at the top.

Mrs. Fleischer: Economic considerations should be defined to include employment,
Income distribution, environment, health and social issues.

Mr. Rhodes: That is really a question of degree.

Mr. Edenso: We're talking about criteria for making investments. You could
specify that criteria in the charter or you could allow the policy board to specify
{t, or you could allow the legislative body to specify it in legislation. Some of
the criteria are the creditability of any particular inveatment, whether or not the
proposed Investment falls within some kind of acceptable environmental fmpact state-
ment, whether or not an investment falls within some kind of gocially stated ceriteria,
and finally whether or not it falls within some kind of acceptable income terms.

Those are really the broad categories we've been trying to address.

Mr. McDowell: | would strongly sugpest that you put that langugapge in the
with the additfon of, "and other considerations." A very real potential future
conslderation would be how does this project or this investment program fit in with
the United States Natlonal Economic Plan?

Mr. Gallagher: We're not accomplishing much this way. What I wouald like is
for us to get the 29 points covered now so that at the next meetling we can have a
complete bLll to look at - which we can change tlien !f desired. We could add te it
or take It out at that tvime, but we would a complete blll to look at.

Mr. Peterson: What terminology do we use? Elther the charter and mean
leglslature, or call (1t the bill and then clarify it,

Mr., Hiﬂ[JJ:“J'lll: The charter Is the bill.

i Mr. Peterson:  1've teard 1L used alternatively, let's put {t In the charter
¥

or lot's let the leplislature handle .

Mr. Gallagher: We've talked about it in very broad gencral outlines where
smill l<nmnunil--th'vtlupm:nt do some cconomic diversificatfon and create a savings
account to be used In the future, That's just the general language we will use for

number one {tem,

Mr. McDowell: Are you agsisting comnunity development? Stimulating economic
diversificatton?

Mr. Gallagher: And providing a savings account for the future.

o] 7=




Mr. Love: I think the savings account should be the first one, everything
else to come afterwards. Just say, the single purpose of the fund would be to
provide a permanent source of revenue for the citizens of the State of Alaska.

Mr. Edenso: What are we really attempting to do? We have a procedure and
the procedure Is a phllosophical statement of what the permanent fund should
accomplIsh. We have a charter which is “guideline for how it should accomplish 1it.
L think the overall charter specifies in broad terms, the guidelines the permanent
fund should Function under. A preamble or a pailosophical statement specifies in

gencral terms what you want to accomplish wich that permanent fund.

Mr. Rhodes: Why don't we steal the phrase from the Alberta Heritage Fund --
future generations, etc.?

Mc. Fuhrman: They say, "Whereas substantial revenues are being received by the
Province in the sale of non-renewable resources; whereas there is a limited supply of
non-renewable resources, and therefore revenues will ultimately be reduced; whereas
it would be improvident to spend all such revenues ae they are received; whereas the
Legislature considers Lt appropriate that a substant..il portion of those revenues
be set aside and invested for the benefit of the people of Alberta in future years;
therefore, lHer Majesty, by and with the advice and consent of the Legislative assembly
enacts as follows:"

Mr. Gallagher: Sounds great.

Mr. Peterson: We can embody that substance !n the purpose clause without all
. T sl | e
the "whereas".

Mr. Gallagher: We've pretty well covered number one. ‘s a general operating
functlon, I see the permanent fund as a wholesale institution. Soft loan programs
should be done through the Department of Commerce. Otherwise vou are dealing with
lMnancial intermediaries, or the project is such a size you have resident experts
{n-house to handle it, or you are in the money market. 1 really see it as a whole~-
gale Instlitution.

Mr. Wohlforth: You might explain what you mean by that term.

Mr. Gallagher: Wholesale versus retail. Retail is making direct loans under
a certaln limit and working with the individual borrower. Wholesale banking gets
into larger loans either direct or in combination with other financial lnstitutions.
They would be loans sold to the fund, not necessarily initiated.

Mr. Thorstenson: [ don't think we should preclude ourselves In the charter
from belng involved {n some of the business that the banks consider their own. It
vould well be a pollcy when there comes a time we don't feel that the banks are

fulfL11Ing thelr role and we may want some of that business.

Mr. Wohlforth: The question ia then, the Leglslature should plek up the subsidy -

the subsidy interest rate -- what sort of operating philosophy do we have then?

Mr. Gallagher: You can break it down two ways., First the loan evaluation =-
you never evaluate a loan In terms of subsidy. When you make a loan evaluation you
requlre In the charter that it Is done at economic interest rates, not at subsldized
[nterest rates. And two, you should only subsidize in areas where the consumer will
pet the direct benefit, Also you should never subsidize below long term rate of
Inflatton,
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Mr. Fuhrman: Who's going to determine that?

Mr. Gallagher: The policy board can make that determination.

Mr. Edenso: If we subsidize we have to go to the legislature to appropriate
the difference from the general fund.

Mr. Fuhrman: Is the word "subsidy" a correct word to use? Your capital is
still at risk in that loan. Are you suggesting that the staff and the investment
committee would determine that the project is financially viable on a capital basis?
That the project Ca8Nafford tn pay the interest rate they're prepared to pay as long
as cthe legislature is making up the difference?

Mr. Gallagher: Subsidy 1is a good word. And yes to the other questions.

Mr. Fuhrman: My reason for asking is I'm trying to think how the credit insti-
tutions will perceive the fund if they feel that you've taken on a capital risk
desplte the fact that you have been able to insulate yourself from the income risk.
The Income can go anywhere out of the fund. They only look at the assets as the
source of the credit. It matters that you've been able to make a judgment that
the capital is not at risk.

Mr. McFarland: T think the crux of this is who initiates the subsidy programs.

Mr. Love: ['ve got a suggested language to cover this whole section number two.
Six points which 1've written down are: (1) promote market returns; (2) promote
renewable resource industries; (3) diversify the economy; (4) promote equitable
distributfon of the State's wealth; (5) protect the environment; (6) provide com-

munlty development.

Mr. Wohlforth: What you stated are already within our goals. We were talking
about structural treatment of subsidy loans and we've completed the methodology of
structural treatment of these loans. 1 see a real constitutional problem with the

leglslature committing to pay a portion of a rate of interest on a private loan.

Mr. FKdenso: Some phrases I took from one of the charters while we were in
Washington, D.C. Loans should be made on terms and conditions and only obtained
by private Investors for similar financing. Here we would have the language,
"And In the event that any loan {s to be made below market rates of interest, the
difference shall be subject to legislative appropriations.'" I think the word
"gubsldy'" 1s a red herring.

Mr. McDowell: 1t would be a policy decision to provide an incentive for a
loan in a particular sector. The legislature would make that policy decision.

Mr. McFarland: 1t seems Lo me the greatest contribution we can make here is
to get the highest yield we can on theémoney and give it to the general fund and
let the legislature take care of the subsidy programs, whatever they want to do

In the social area. The social area is political, believe it or not.

Mr. Wohlforth: I like the idea, it has a lot of political advantages. We have
faced the subsidy issue and when the bill is drafted it will be seen by the Legis-—
lature right off. Next, how can the legislature take the position that the fund
itself should be the subsldy lender in fact of what we belleve the people voted for.
Third, they can't arpue their prerogatives are being defeated because we've sald 1if
there are subsidies Lt 1s thelr prerogrative to make and approprlate funds for them.

<1




— S S p——— ——————— S e By ere et 217 ey TR Yer] Ay
s e A S e S BT e 0T R AR AR Rl

Mr. McDowell: It's probably the only way that you can be responsive to a
need by the public and that the fund retain its integrity and credit value.

Mr. Wohlforth: All right, do you want to get to the question of division
between the private and private sector?

Mr. Gallagher: T would like to do them through the Alaska Municipal Bond Bank
as guarantees so the permanent fund doesn't get into waking loans to political
entities For day to day operations, they may have to get into the business of
municipal utilities, but you would have to differentiate between the business and
soclal areas of municipalities.

Mr. McDowell: The choices are: the fund will use its capital to make direct
loansg which will not have guarantee authority, that it can make no more than 207% of
its loans to one sector. Another choice is to give guarantee authority =-- capital
will be used for direct loans to productive private enterprise.

Mr., Fuhrman: It is a way of maximizing the income on a secure investment by
using that Lnvestment as collateral or pledge behind the guarantee. It has the
effect of reducing the cost of capital for the person you are guaranteeing, and you
pet a puarantee fee which is added to the income you are making on your underlying
Investment, which may be a government security, a federal government security of
gome kind. I think that you have to determine that a guarantee o~ any kind of
commitment has the same dollar value in terms of determining what your percentage
of particlpation is in a sector.

Mr. Love: 1'm afraid there's going to be a tendency of t'.. permanent fund
to make all public investments unless there is some requirruent that they make a
certaln percentage to private enterprise.

Mr. Edenso: Why would you want to limit your guaranteeing just to polltical

subdivisions or to such as the municipal bond. Why not make it to private enterprise
as well?

Mr. Crawford: 1 think we've got to define those terms. What is "public

goclor” and "private sector?"

Mr. Wohlforth: For a working definition, can you say that a municipality or
publle agency of the State is public sector and the rest Is private sector? The
IRS has no trouble defining it. They know exactly what 1s publie and what 1s
private. We've talked about che ouestion of percentages, now let's get back to
whether there should be a mandated percentage for either one or not.

Mr. Fuhrman: 1 have the impression there will be Investments in money market
instruments or short term instruments; that may be a permanent event or just a place
where you put funds while they walt to be put somewhere else, but that will be golng
on. | would assume the charter would allow for that to go on and there shouldn't be
any maximum on that kind of involvement. There would also be a statement about
[nvestment g ade securities which [ define as being money market instruments, and

some longer term corporate securities, government securities, or utilities securities.
That would prubably be the only category that you would consider putting a minimum

on, Lie., at least a blank percent of the fund will be in these securlties.

With respect to public sector f[inance, and by that I'm eliminating federal goveru-
ment paper which would be in the category of investment grade securities T just dis-
cusgged.  The private sector you would never want to conslder at any point having a




minimum percentage or minimum dollar amount because it will force you to look at
your audit to see where you were against your ratios. It may cause you or your
staff to actually have to seek out a loan to meet the requirement that would be a
loan that no practical man would ever consider. There may not be an opjortunity to
fnvest in a good loan at that particular time. That is why we would say 'up to"
rather than "at least'", in those categories.

Remember that you're not going to be investing in tax exempt securities which
some of the public sector securities would be. It doesn't make any sense for a tax
free institution to be investing in tax free securities.

Mrs. Fleischer: 1If we are in the business of making the division, I like what
Mr. Fuhrman suggested, that we say 'at least" when we're talking about money market
securities and investments and use the words "up to'" or "at most" when we're talking
about the other.

Mr. Wohlforth: Fine, we're making progress. "At least" in a certain amount
of money market instruments, and "up to" or '"not exceeding" in the other two cate-
gories.

Mr. McDowell: The "at least" provides a savings account. Could I railse the
issue of this, just briefly. You're talking about carving up a pot which has three
elements in it. You've got the 25% that is your capital. If you allow the Fund
to borrow, you've got the borrow interest, and if you allow the fund to guarantee
you've got the guarantee authority. This is the money that you would or could make
lirect loans with. That implies an operating philosophy and organization structure.
Trat's not a direct loan; somebody else made the loan, somebody else appraised {it,
gomebody else decided it was a loan worth making, and somebody else administered it.
So there's two different organizations -- the guarantee authority which doesn't
require much of an organization, someone else does all the work.

Mr. Fuhrman: The question is if vou have to call on your capitalization, how
do you determine what percentage of what 1s what?

Mr. McDowell: The guarantee authority cannot be part of your capitalization.
It's a part of your financing ability.

Mr. Edenso: The guarantee authority only inhibits the amount of capital you have
on hand, It restricts it. It states that you will hold aside so many dollars to
guarantee somebody else's debt.

Mr. Fuhrman: What we're really trying to determine, Lf you deal with per-
centages, what the definition of the makeup of that percentage is. Percentage of the
total capltalfzation. 1Is it the percentage of the total caplitalization plus the

guarantee authority, or what is 1t?

Mr. McFarland: Suppose you set a 30% [igure. 1 think if you have set up

reserves that has to fall within that 30% figure. I don't think you can commit your
reserves [or more than one thing.

Mr. Edenso: [ would say if you're pgoing to have a guarantee, it would be best
to talk to your raters, Moody's or Standard and Poors, and find out what they think,
because they are the ones who are really going to be the most interested in how
you sel up a contingent liability and the effect it might have on your rating.

Mr. McDowell: That's the issue. If you set aside a third and invest in invest-
ment grade securities and that's where it stays, how much guarantee authority do you
think we ought to have?




Mr. McFarland; I think if we set a figure I would recommend that the figure
not exceed 30Z in the public sector.

Mr. Gallagher: I move for zero in the public sector except through guarantees.

Mrs. Fleischer: Let's define public and private sector.

Mr. Wohlforth: We've suggested that the public sector be confined to the
municipalities, everything else be considered private including co-op, utilities, etc.

Mr. Love: How about things like housing projects for the elderly?

Mr. Gallagher: I agree with you, but there are certain things L would like to
weed out at the start, like school loans.

Mr. Wohlforth: Your feeling is not so much against fund assistance to munici-
palitles but through vehicles other than direct loans, i1s that 1it?

Mr. Gallagher: Right. I would like a market test on municipalities -- market
test on a munlcipal investment.

Mr. Fuhrman: Why not put a low percentage figure in and let the policy board
decide what to do with it.

Mr. Thorstenson: We're getting too specific for the charter. We've got a
policy committee that will be sitting that will determine policies.

Mr. Crawford: If we're talking in the savings account concept of investing

in mortgages fFor the State, then what are we talking about as far as the private
sector?

Mrs. Flelscher: What's wrong with saying at least 40% or 50% of the money to
o Into Investment grade securities.,

Mr. Muhrman: The definitlons can be built into the language.

e At e S8

Mr. Gallagher: Why don't we just leave that whole question until the next
mecting?

Mr. Fuhrman: Why not leave the percentage blank until the actual writing of
the bill when you could expand on [t?

Mr. Gallagher: There is one other operating philosophy that has been brought
up, how much can you loan to any one borrower.

Mr. Rhodes: That's addressed in the questions.

Mr. McDowell: Most of the charters don't do this but there should be at least

e et — p——

a general statement for adding appropriate controls of various kinds. Diversifl-
cation 18 the thing to control 1n an Institution like this.

Mr. Wohlforth: TIs there a percentage limitation?

Mr. McDowell: No, {t's a prudent man test.

Mr. Gallagher: The only other general operating philosophy is maybe the prud:nt
man rule.

9
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Mr. McDowell: You don't really know the exact amount of lending power at this
point. You don't really know what the total amount of capital is ever going to be.
[t's just 25% of certain levies.

Mr. Wohlforth: Shouldn't there be a maximum percentage?

Mr. Barnes: 1 think a limitation is really a policy board decision.
Mr. Fuhrman: If you leave it there, it's easler to change it and it can be
more responsive to the levels of the fund's earnings.

Mr. Crawford: 1I've got a suggestion on the percentage. The one concern is
limiting the public percentage, not the private or the money market. I don't think
it's appropriate at this time to set those, but the public could be set.

Mr. Wohlforth: We had a suggestion of 307 previously.

Mr. McDowell: The issue is, the permanent fund, only being a minor portion of
the State's resources in the future, should any of it go to the public sector? I've
heard that only 17%Z of the total revenue is really going to wind up in this fund.
Shouldn't all public sector projects that have to be financed be Financed out of
the 83%Z left?

Mr. Wohlforth: Again, what do you mean by public sector? What kind of involve-
ment Ls there going to be? Involved in a leveraging capacity, with loans to establish
reserve funds for borrowing, or would it be a direct loan?

Mr. McDowell: No matter how you provide financing, it is a public sector ne
that 1s hvluL (inanced. T just want to ralse the question of total magnitude, (s
whatever 1s going to wind upln this fund so significant that {t has to po to public
sector needs?

Mr. Wohlforth: Should we move on to legal personality? The board needs to
be given a judlcial identity.

Mr. Edenso: 1It's got to have a corporate identity to protect the managers ol
the fund.

Mr. Peterson: There are some basic ones llke ASHA and development corporations
that like to sue and be sued in thelr own name. Is it clear that the committec wants
to take that approach, and not simply treat this as a State agency like the loan
programs that Tony Motley always handles. Most of them are not of this separate

corporate Ldentlty type.
Mr. Gallagher: We want separate corporate identity,

Mr. Peterson: 1s that the general feeling?

Mr. Gallagher: VYes.

Mr. Wohlforth: The list goes next to sectoral coverage in terms of both economic
and slze factor. We have dealt with that somewhat alrcady, partlicularly with what
charters say on the subject, {f anythlng.

Mr. McDowell: You don't see much more than the split between public and private,
or the exclusion of one or the other as far as economic sectors are concerned. Some




institutions are set up as an agricultural development bank. It just says you

will invest in agriculture. At the present time here, no one seems quite ready to
say one sector within the productive private enterprise is more significant than
another. That will probably be the first job of the management of the fund, to
have those studies done and submit it to the policy board as an investment planning
polley statement.

Mr. Peterson: Would you want any sort of bill statement to the effect that
the pulily " board could give consideration to the various other economic sectors, or
just some general statement like that or just leave it blank?

Mr. Wohlforth: You've got to be a little realistic there. I think that
a number of lublelLorq feel that the renewable resource field is the one that
should be promoted.

Mr. MLIuhrman. lt s in the self inturvql of the fund to consider 1nvesLantq

will have Lhu heaniL of producing additional revenues to whiLh thL fund may draw --
from which the fund may draw.

Mr. McDowell: The policy board would not approve an investment program unless
in their view it agreed with what they are hearing from executive, legislative,
publle, special interest BFOUPS, repional groups, etc. That's why they should be
the recipient In a forum ot these views. The structure provides the authority for
them to come up with a program that is acceptable to the people in Alaska.

Mr. Wohlforth: What do you mean by geographic coverage?

Mr. McDowell: Do these Investments have to be physically located in Alaska?
That's one question of geographical coverage. Another question Ls, should the
[ngtltutfons seek to promote Investment or employment in certain kinds of arecas
within the State? Those are the two Issues, Do you limlt it to the State and do
you seck to cmphaslze certaln parts of the State?

I think you should do [t by economle sector rather than geo-
hfﬂph’lll HUL[UF. llﬂhlng is pretty well con,cil and mining Is pretty much interior,

Mr. thuwvll Uctllties could be anywl.ere.

Mr. Gallagher: Yes, and the economic sector goes Into that.

—— e

Mr. McDowell: you might want to confine, at least some of the expenditures, to
place just wlthin the State of Alaska.

Mr. Gallagher: All of the loan programs should only go to the State of Alaska.

Mr. Edenso:  You might want to reconsider that, depending on what your economics
tell you. We might want to lend to somebody whe {8 going to construct something out
of State that Is golng to help an industry In the State.

Mr. Wohlforth: CGeneral criteria to be applied to the selection of capital
Investments.

Mr. Pihl: TIsn't that a policy board matter?
Mr. Gallagher: What is consldered capital investments?

o




Mr. Wohlforth: Appreciable assets, that's a capital investment.

Mr. Fuhrman: I think you have it with income-producing. The specific criteria
are policy and even down at the staff level.

Mr. Fuhrman: At one of these meetings T read a list of all the criteria chat
had been used. Some of the language used were: 'not readily available from other
gources - commerclal llability - impact on economy - satisfactory return - terms
consistent with risk - fixed rates no greater than private - ounly to government or
government guarantee - only for productive purposes - prudent - diversificatlon of
equity ..." Those are all the kinds of criteria for judging loans by various parties.
When you have a structure that is being proposed here, a charter, a policy board, an
invstment committee, and a professional staff, that needs to be particularly specific
at the first level, are not as great.

Mr. Wohlforth: Don't we need some broad statements?

Mr. Edenso: Wouldn't that be more in the area of guidelines that a management

that
in the charter?

Mr. F'enso: What I'm trying to determine is are we getting Jown to the staff
level or are se golng to stay at some upper management level?

Mrs. Fleischer: 1 accept the question as: Is this the area where the - neral

criteria is def Lned?

Mr. McDowell: The charter says that loans should be made on the basis of

prlority consideratlons -- priority and economic considerations.

Mr. Pihl: I think we should go down the list of 29 items and key the items as
either charter ltems or policy board items, and then concentrate on the charter items.
| would 1lke to move that we appoint a drafting committee composed of Eric Wohlforth,
Sterling Gallagher, Jim Edenso, Peter McDowell and Art Peterson. For the rest of

the day let's limit our discussion to the charter Ltems first and then Lf we have
more tlme go on. But let's talk about the charter items and leave the drafting

commlittee to come back with a product.

Mr. Edenso: That makes a lot of sense. I would suggest that Mr. McDowell be
asked to be availablec, o wk with the committee to draft the proposed bill and get
It ready for a meeting sometime In early January.

Mr. Wohlforth: I'm taking a two week vacatlon from the 27th to the 12th of

January. [1'11 ask that Jim Rhodes be a member of that committce in my place.

Mr. Love: When this subcommittee meets there should be some way of recording the

actlons they are taklng and that those meetings also be for the public for anyone
who wants to attend. These are very important deliberations.

Mrs. Fleischer: Does it matter that there's no non=-staff person on the drafting
committee?

Mr. Wohlforth: Are you ready for the question?

Mr. McDowell: T can't be on the subcommittee as a member, if you want to




rephrase the motion to consultant to the subcommittee, that's fine.
Mr. Wohlforth: Any more discussion? Any objections?
Mr. Love: 1 would register an objection.

Mrs. Fleischer: 1'd like to see Jamie on there just so there is someone on
who's not staff.

Mc. Wohlforth: Motion carries. Objections noted. I assume the time and
place witll be ...

Mr. Gallagher: To me the best day to work on it is Monday.

Mr. McDowell: This coming Monday?

Mr. Love: The next working day.
Mr. Edenso: I would suppose it would take more than one day.
Well, Monday and as many other days as it takes until it's done.

Mr. Wohlforth: Are we through with number six? 1I'm not sure whether we
declded on general language in terms of investment criteria or not.

Mr. Love: What about the requirement - the criteria that says, "And that

economic considerations should be defined to include e¢mployment, income distribution,
environment, health and social considerations.'" We were going to add "and others."

Mr, McDowell: You might add another phrase in the beginning of it, use invest-
ments where it says "loans". 1t's not defined yet what an investment will be, but
could read, "that investments be made in a prudent manner for high priority projects
on the basis of economic considerations which are defined as . . ."

Mr. Gallagher: TI'm not sure I want to include employment. ['d rather have
capltal in intensive industries that require very little employment.

Mrs. Tleischer: 1'd rather have employment than labor.
Mr. Edengo: This sentence completely ignores anything to do with income and the
carning of income, which is che primary charge of the constltutional amendment.

Mrs. Lehr: It is defined to include; it doesn't exclude anything with the
"and others."

Mr. Crawford: 1In the clause "environment, health and soclal coslderations"
does that mean we have to have an EIS for every loan that is being consldered? Why
In a lnan program do we put the management for this entity under that type of
analyslis?  They should deal with the financial end and not the environment issue.

Mr. Edenso: We are considering item number six, the general criteria to be
applied to the selection of capital investments and then we say, "economic con-
slderations and ..." This completely ignores anything to do with earning income

of any kind.

Mr. Peterson: Then add "income."
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Mr. Edenso: The primary consideration should be some kind of emphasis on
income, maximizing income.

Mrs. Lehr: That's stated in the purpose.

Mrs. Jleischer: I believe that the people in the State would like to know that
whatever Investment decisions ar=2 made to use the money are not counter-productive
to the other goals of the State. That means you don't make decisions that do not
take into consideration the environment nnd health and social considerations.

You might want an aluminum plant but if it discharges mercury poisoning in the water
then perhaps we might not want it but we might also decide it is economically viable
to builld 1it.

Mr. Crawford: The Department of Environmental Quality has veto power of water
.ischarges and will not issue the permit for that plant 1if it is going to be harmful.

Mrs. Fleischer: Then it should be in here.

Mr. Crawford: Why duplicate it?

Mrs. Fleischer: Why duplicate anything then., Many of our departments should
be involved., I think they should all be considered.

Mr. Wohlforth: Where it says "economic considerations should be defined to
include", then you list three things that are not economic considerations. List,
maybe, proper conditions on financing, something that you're sure has no adverse
environmental impact, but don't say economic considerations to include social con-
siderations, because in the plain fact of the English language, they don't.

Mrs. Fleischer: Even though they are negative impacts?

Mr. Wohlforth: I'm just talking about grammar and English.

Mr. Love: It costs a lot of money to finance health and social considerations;

it costs money to repair the environment that's damaged. I'm not so sure I would go
along with such a stri t definition.

Mr. Rhodes: You could talk about the economic costs of environmental problems
and social problems but the point is a social problem isn't an economic problem as
such.

Mrs. Fleischer: But 1if it costs money, then it turns out costing more money in
the long run.

Mr. McDowell: What you're really trying to define in the charter is what con-
slderations should be included. You might say the group now is looking at the con-
slderations that should be included in evaluating an investment are economics, and
the other list, perhaps the policy board may decide. Putting it In the charter just
puts the policy board on notice that their policy should recognize this kind of a
statement.

Mr. Wohlforth: This kind of statement should recognize that they can't ipnore,
there are conditions to consider, but the prime thrust is economic in the traditional
gsenge.  I'm saylng that those costs, which are social costs, have to be weighed.

Mr. Love: Part of the problem is these things are not appiopriate to any of the

items we've discussed so far, so just where do they fit into the charter?
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Mr. Wohlforth: You can give all six equal weight, employment, income, environ-
ment, health, social, you may have a project that 1s 20% justified by traditional
economics, and 40% social and environment. I happen to disagree with it.

Mr. McDowell: However, they must be income producing to the standards set
clsewhere in the charter,

Mr. PLhl: This paragraph says that the board of executive directors is going
to give attention to this kind of item. It's not in the charter. I thought we were
golng to ldentify the charter and the policy board items.

Mrs. Fleischer: I think we should want to say in the charter here is the
general criteria that they should look at.

Mr. Wohlforth: Are you saying that although it is primarily economic, consideration
should be given to these other factors or are you saying all these factors have equal
welght? Which way are we going to say it?

Mrs. Leur: The policy board can decide what the weights are.

Mr. Wohlforth: Do we feel we've beaten this enough to leave it to the committee
to decide?

Mrs. Flelscher: Yes, let's do.

Mr. Crawford: Could we go down these and decide which is charter and which is

pollcy board?

Mr. I’ihl: Items one, two, and three are charter items, and four, filve, six, and

seven are policy board items.
Mr. lLove: All of these things be included in the charter as general statements.
Mr. Pihl: What should be charter acts and what should be policy board acts?

Mr. McDowell: This is a list of general statements which provide the framework
for the establishment of policies by the board in the following areas of concern.
The charter will address at least these 29 points plus other matters which are
very substantive, like where the headquarters are. It might be politically important
but not substantive in terms of what it 1s going to do. T would suggest that the
charter include a reference to each or these ftems, in general terms.

Mr. Pihl: 1 thoughc a general statement on prudence would cover all that.

Mrs. Flelscher: T assume you meant to the extent that geographic coverage sha’l

be left open,

Mr. McDowell: Or remain silent. One of the options of all these 1s to remain
silent., ‘I'he charter can and should be silent in certain areas where you don't think
it 1s appropriate to alas.a sltuations.

Mr. Gallagher: Something should be mentloned of firancial prudence, adequate
controls.

Mr. Wohlforth: Numbers 10 to 14 categorize relationships with other persons
and Institutions.
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Mrs. Fleischer: Should we make provislon here for relationship to community
needs? T've not seen anything that says the permanent fund is going to respond to
the fell needs of communities. Like housing.

Mr. Wohlforth: One of the problems we've had is poor communications. Perhaps
we should put it that the board will get together with local governments and find
out what they want.

Mr. Edenso: Tne whole purpose of getting a broad base policy board is to
include that, I would assume.

Mr. Love: While they're doing sectoral analysis they can do this too. There's
hundreds of communities around the State.

Mr. Edenso: Would you rather have a board with a member from every community?

Fuhrman: You could have a 65 member policy board,

Mr. Edenso: One of the unique characteristics about Alaska's population and the
polltical 1igurLe involved with that population is that they are first of all,
vigible, and secondly, accessible. If you do something that is earth shatte-ing or
government shaking in this State everyone 1s goilng to hear about {it.

Mr. Love: There's many cases whare entire rcjions of the State have been
totally angry because they don't feel there is any method of formally saying what
the Alaska Housing Authority ought to be doing in their communities, what they think
the prilorities are. There isn't any type of consulting or formal dialogue.

Mr. Edenso: There's about 250 villages. 1 would estimate the cost of doing
that with a ten member board would largely inhibit accomplishing any kind of program.

Mr. Love: You wouldn't have to send the board to every village, just write
a letter asking them every year Lo submit a statement or proposal on a project.

Mr. McDowell: By assigning responsibility for receiving information from the
publle to government units, legislature, etec., to the policy board to take ca~a of
because later on you designate the policy board as the appropriate recipient for the

views of every community. Does that take care of the relationship?
Mr. Crawford: Could we vote on {t?

‘1!' ’.'.th fn: th: We Sllt)llld have some statement In the charter that the polic Yy
I
lm.lrd 'n?i 11 L('anUJl Wth I.IJ( al B()VL‘I‘I"UP“L‘\.

Mr. McFarland: So move.
Mrs. Fleischer: Second {it.

Mr. Love: You might want to say that a project over a certain dollar amount In
a Hptﬂ[li( Lommuultv could be turned down by the local government in that area.

Mr. Edenso: That doesn't make any economic gsense. If somebody wants to put a
project ln a prlvnte cltizen can get a petltion slgned by a few of the people In the
community and kill the project. You've already done that when you say "shall consult
with loecal governments.
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Mr. Love: On priorities. We didn't say on loans. There is a difference in
consulting with them on priorities and consulting with them on specific loan projects.

Mr. Fuhrman: You're only attacking the financial impact.
Mr. Love: Let's just say thc project impacts that specific area.
Mr. Wohlforth: Shall we have that in a motion, whether there should be a

restriction based on consent of local government to a project financed by the permanent
fund?

Mr. Love: Primarily in it's own community over a hundred million dollars.

Mr. Wohlforth: 1Is there a second to the motion.

Mr. Barnes: [ second it.

Mr. Wohlforth: All those in favor of the motion say "aye

Motion defeated.

Mr. Wohlforth: Do we want to require participation financing in a particular
project?

Mc. Love: Would you say either that they have some private mortgages or that
they reqquL 257 participation by another lender?

Mr. Gallagher: I think we might tell the policy board that they should consider

those thngs.
Mr. McFarland: Are you talking about mortgages now?
Mr. Gallagher: Anything. Wherever {t's deemed desirable.

Mr. McFarland: Let's suppose you buy an $80 thousand mortgage from a bank and
[ngist that the bank participates in that mortgage Lo the extent of 25%. That type
of deal will wipe out all the small banks. They can't tie thelr money up like that.

Mr. Gallagher: What we're saylng is that they should consider it ‘n the
charter where it is deemed desirable.

Mr. Wohlforth: I'm thinking about $50 million project loans, I've iong felt {t

— e ———

was a real break or imprudence to have participation.
Mr. Gullagher: Any projcct that size should be mandatory.

Mr. Wo.lforth: Shovidn't we think about something like that in the leglslatlon
just to guard the | public against the unhappy eventuality of poor management or
whatever.,

Mr. FEdenso: To require a percentage llke 75%, 25X participatlon where it s
deemed desirable,

Mr. Crawford: On iorger projects -- a $100 million projects -- long term money

i

you've just cut all the Alaska banks out,

Mr. Edenso: 1It's not exactly undesirable to have outside banks make a capital
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investment in the State. I think that's really a help to the economy; we're
importing money for a change instead of exporting it,

Mr. Wohlforth: The question is, if we're talking participation, should we have
a dollar floor on the participation requirement, should there be a percentage?

Mr. Edenso: The big concern is with residential housing -- let's exempt
residential housing.

Mr. Gallagher: How about a percentage of the fund?

Mr. Edenso: I think it's pretty unreasonable to tie down a percentage of the
fund without knowing the potential size of any kind of investment market we're
going to have.

Mr. Wohlforth: TI'm talking about a percentage of financing the project. Should
we establish a percentage on that? Do we simply say we're going to do it in partici-
patlon with other sources?

Mr. Barnes: And let the policy board from time to time set the limit.

"

Mr. Edenso: 1 think we ought to define what reasonable is; we ought to say 25%.
Mr. McDowell: It might be totally unreasonable in specific cases.
Mr. Gallagher: T think the words, "where it's reasonable"

Mr. Allen: Say we have a loan for $100 million for 25 years. You know the
b mkinp lnduqtry will not participate In that and their success in attracting outside
Investors to feed money into the State of Alaska Is very limited.

Mr. Edenso: The banking system shouldn't be {in the posltion of making long torm
capltalization loans to begin with. You can probably find 25 year long term funds
Lf you require particlpation with a responsible financing company such as 1lfe
Insurance, that's the proper place for long term investing capital, not the commercial

banking system.

Mr. Gallagher: How about projects where there are guarantees from insurance

companles and guarantees from the Federal government?

Mr. Love: When you've got Insurance or guarantees you don't need participation,
do you?

Mr. Gallagher: That is participation,

Mr. McFarland: If you're talking about participation of a bank that fs trying
to sell a package, chat's one thing. If you're talking about going into a $100 million
project and you want insurance to put in $25 million, do you consider that parcici-

patlon?

Mr. Gallagher: Financial partlcipation means someone clse making a credit check,
either guaranteeing or taking 25% of the project. If you guarantee you also make
the same credit check as you do In making an Investment,

Mr. ldenso: When you require participation you are not buying as large a plece
of the actlon and you're insuring that someone else Is going to be Lnvolved. You'll
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get the involvement when you guarantee only if you go to the point where you have
to call that guarantee. The exposure is there regardless of whether it is direct
or indirect.

Mi. Wolhlforth: Should there be a percentage or should we use just general
language encouraging participation guaranteeing our returns?

Mr. Crawford: General language.

Mr. Gallagher: There should be a general statement that we encourage Alaskan
ownership.

Mr., McDowell: To encourage an Alaskan market for Alaskan equities.

Mr. Love: I would certainly endorse that because they recycle the money back
into the economy at a better rate than an outsider will,

Mr. Wohlforth: So fourteen is finished; we'll pass to fifteen - general powers
and parliameantary rules. We talked about the fact that we're going to have general
corporiate powers -- parliamentary rules, the board will set up its own rules of
procedure. General powers of management - sixteen.

Mr. McDowell: The defined powers and responsibilities of management -- in this
case the chie{ executive officer -- are normally stated vey slmply. His sole power
Is to present investment proposals to the management board. This clearly puts
accountability and responsibility together. It says, 'no one except the management
and staff can present the proposal to the investment committee."

Mr. Gallagher: When you present it, do you have to come in with a positive
recomnendation?

Mr. Mcbhowell: There are going to be certain cases where the staff may want to

go to the board for a final clear decision.

Mr. McFarland: I think we should get a recommendation one way or the other

even {0 it goE;'tn the board. Elther we favor this or we don't. It could save a
lot of time.

Mr. FEdenso: 1 have a question on number 14. We said limit these geographically
to Alaska, or can we participate or help to finance an investment in Alaska that's
owned by or initiated by somebody in the lower 487

Mr. Wohlforth: As far as we got was gilving Alaskans preference evervthing else
being equal.

Mr. Plhl: That's as far as a« project is concerned?

Mr. Edenso: Is the limitation geographically to Alaska or is it a limftation
to Alaskan-owned industries?

Mr. Crawford: How do you define Alaskan? The elcetion rule is 30 days before
election,

Mr. Gallagher: That's for the policy board to deccide.

Mr. Wohlforth: We're down to the chlef executlve officer and the sugpestion
that he be required to recommend or not recommend a p:rticular financing.
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Mr. McFarland: It's a waste of time if he doesn't make a recommendation.

Mr. Love: If the staff makes a recommendation and the board approves a lot
of the loans that the staff disapproves, that makes them more accountable. They've
got to answer as to why they made that loan,

Mr. McDowell: I think you have to hold back on that until you decide exactly
what the fund's going to do. It's just too Ffar down the organization to clearly
define all of its functions.

Mr. Fuhrman: While we're talking about organization, doesn't it make sense
to either start at the top down or the bottom up in our conversation now?

Mr. Wohlforth: The policy board, the management board, etc.

Mr. Fuh:man: And the staff. It's easier to talk from the bottom up than down.
What ['m suggesting is that the staff, including the president, be responsible for
accounting and contcol on a daily basis and prepare reports along the way. They
would be responsible for employing and compensating people on the staff and external
or internal advisory assistance in their functions which would include evaluating
loan investment proposals, preparing and packaging loans and investment proposals
for presentation to the investment committee for approval.

Mr. McDowell: All those matters are covered in the phrase, 'responsible for
ordinary operations.'" The charter should say just about that.

Mr. Fuhrman: Right, and ”invcst or reinvest monies not subject to investment
committee or policy board approval”, which is a general statement and avoids the
iasue.

Mr. McDowell: Without clearly saying exactly all the things it's goinz to
e St PN
do you can't define the operating organization yet,

Mr. Wohlforth: Do we agree with the general statements as it concerns cthe chief
execut lve officer?

Mr. Fuhrman: 1 don't envisfon the chief executive officer 1s going to arrive
alone at the investment commlttee to present the proposal. He would bring that member
of his staff who has worked on the packaging to make the presentation with him.

Mr. McDowell: You must make him responsible and accountable for it, even though
he is completely supported by his staif.

Mr. Fuhrman: He's not responsible for it at all if the investment committee

decides to make that investment. Then it is the investment committee as a whole
that is responsible,

Mr. McDowell: He has recommended it and he is reponsible for presenting 1it.

Mr. Fuhrman: He has presented it on a financial basis and the investment com-
mittee (s going to look at it on a financial basis and in conjunction wita the policies
which they have Interpreted as coming down from the policy board.

Mr. McFarland: Then he will either recommend it or not recommend it. He has

to be able to tell a person that his loan 18 not so good and not to expect to get fit,
But 1f he Insists on it golng to the board it should go to the board.
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Mr. McDowel.: There are a lot of ways that could be handled in a positive
manner but are not techniques that could be defined in a charter. You just have to
make someone responeible.

f

Mr. Wohlforth: We all seem to be agreed on this. If the draft workshop plus

ud the Price Waterhouse comments are acceptable, then we are at nineteen —- conf lict P
of interest.

Mr. Gallagher: This should only gn down to the chief executive officer level.

Below that you can handle it as internal policy.

Mr. Crawford: The chief executive officer is going to have to disclose? How ‘
far does it go in State government?

Mr. Gallagher: It goes to directors level.

Mr. Love: All of the staff below the chief executive officer you want an
internal policy. Do banks have internal policies for loan commitLtees?

Mr. Allen: You file a public financial statement.

Mr. Love: When you talk about the board, there are two boards, a policy board >y
and a loan committee which included four outside directors. Would those four outside (
directors file a public conflicc of interest report?

Mr. Gallagher: Yes.

Mr. Love: That seems like an adequate procedure to me. If all those people
are [lling conflict of interest statements it seems perfectly appropriate for the
other staff to conform to whatever internal policy vou have.

Ar. Wohlforth: All right. General financial goals, level of profits to be
attalned, protection of capital, prudent management of asgets are next on the list,

Mr. Gallagher: TIu.'s pretty well covered. The only thing is level of profit,
make sure that we have a reserve for bad debts.

Mr. Pihl: We were going to have something on sceking to compensate for
Inflatlon == T mean building your principal by leaving that amount of your income
to compensate for inflation,.

Mr. Gallagher: 1'd be against that becausc there would be nothing left over.

No income if you added to the principal every year from the income to compensate for
the inflationary loss of the dollar value to the prinecipal.
L]

Mr. McFarland: But for a certain period of years your income would be inflated.

[f you sold oil ten years ago at a certain price, ten years Irom now Lt will have
escalated considerably.

bj:".__t_:g_!_[_:_l_g_lltig_: That would be returns off the fund.

Mr. Edenso: That assumes the only capital in the fund is going to be contributed

capital mandated by the constitution. It doesn't take into consideration the possi-
bilitics of issulng debt to obtain debt capital.

Mr._McFarland: 1If we put the inflationary factor in and retain that, I don't

Lhink“n-rll get past the legislature with 1irt.
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Mr. Wohlforth: We seem to have some general agreement about not having a
retained earnings requirement equal to inflation rates, unless someone feels
strongly otherwise ye']l] go on. Borrowing powers and limits, if any, of the
corroration.

Mr. Gallagher: T think it should be able to borrow, but that's a policy mattler.
Mr. fhl: But the charter has to say that you want Lho power to borrow.

Mr. Rhodes: Can we at this point, not knowing the size of the fund really in
five ycars, can we establish some overall ration of the leveraging total on loan
guarantees, treat it as direct liabilities?

Mr. Fuhrwau: We've discussed this and indicated that we wouldn't anticipate
much leveraging in the early years, but that perhaps the legislation should at least
allow for it and then let the policy board make a decision later on management's
recommendations as to needs or what they would do with it, whether to take advantage
of It. The concept we're recommending is thatyuu at least have the ability to
leverage and then let time determine whether you do or not. Then we discussed
whether or not you wanted to have built into the legislation capital ratios beyond
which you wouldn't go if you were to leverage or that you would always at all times
maintaln at least so much equity per debt or various units. Whether or not guarantees
should be counted as a liability on a dollar for dollar basis. Our thought there
was that if you chose to have those kinds of limitations at this poilnt they would
be In the charter, much broader than what the market place will ultimately let you
have anyway. That whenever you enter the market place to borrow, or whenever you
place your first guarantee on something that someone else is borrowing there will
be bullt into th2 purchase agreement restrictinns on what the permanent fund can do
from then on witn respect to Its capltal ratios, which will be more restrictive than
anything you put into the charter. Therefore it's not very important one way or
the Other Yhether you have 1t in the charter.

Mr. Wohlforth: So the borrowing powers should be in the charter but limits
should not be. 1Is that the consensus? All right, twenty Lhree.

Mr. Gallagher: T think the expenses should all be paid by the fund.

Mrs. Lehr: What would be the determination of the budget? 1Is there any limit to
having fancy offices?

Mr. Gallagher: The policy board would have to approve the budget.
AR U AL Y I

Mr. Love: Let's say rthat the budget go to the legislature.

Mr. Wohlforth: Should the budget be subject to the Exceutive Budpet Act?

Mr. Gallagher: T used to be for it until I saw tie account Ing implications 1f
you have a reserve for bad debt -- the political Implications of golng to the Llegls-
lature for supplemental for reserve for bad debty.

Mr. Crawford: It siould be exempted from the Budget Act for a couple of reasons,

The primary purpose is {asulating this from political influence.
Mr. Wohlforth: Would you make a motion to that effect?
Mr. Crawvio rd: 1 so move.

Mr  McFarland: 1 second,
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Mr. Love: I want to speak against it. I don't think we can give a blank
check in the face of the amount of income that the fund has to spend. I don't
think that's responsible fiscally and it's not a good public policy. I feel we
would be making a major mistake by exempting the permenent fund from some type of
legislative review as to it's level of expenditures foi managing the fund.

Mr. Wohlforth: How does the World Bank do it? TIs the operating budget taken
out of income without regard to national government's direct line item appropriation?

Mr. McDowell: They are completely independent of the governments on that matter.
The board nf executive directors has the final word. In this case it would be the
policy board. The policy board is charged in the charter by the legislature with
behaving in general in a responsible, reasonable and prudent way. It is accountable
to the public, the executive, and the legislature for behaving in that manner.
You appoint those policy board members to represent the interests of the people of
the State of Alaska and expect then to do 1it.

Mr. Edenso: L'm in favor of thie motion. The quality of the people you're
golng to hire, the process that is going to require them to be placed in that
position, the public visibility of them before they get to that positio ., are all
going to work Lo insure that we have people of integrity who are not going to do
damage to the State. They've got a responsibility to execute to the best of their
ability the Income earning side of the permanent fund which also means holding down
expenditures, Finally, I think a major reason for not having the permanent fund
chief executive officer go through the legislative process is that it would force
him to acknowledge that first he has the policy board to answer to and secondly he
has to go to the legislative body annually to obtain what he thinks {3 a reasonable
amount of dollars to carry out his job. That means he has not nine but 69 bosses.
He will spend most of his time lobbylng the leglslature just to get what he wants.

Mr. McDowell: The budget in this kind of an instltution, also includes [ts
operating revenues, which in effect Includes its loan and {nvestment program. The
budget {s the complete financial plan.

Mr. Love: What we're really debating here are issues like staff, salaries,
travel, office space, consultants, etc.

Mrs. Lehr: What control does the legislature have? It can only remove the
members of the policy board ror cause. T don't see where the control comes in [rom
that highest level.

Mr. Rhodes: Thelr reach is the charter. They can lay more specific priorities
down. They have the final remedy of taking the budget process in hand i it turned
out that lowest staff members was being pald an exorbitant amount.

Mr. McDowell: Their first option would be to fire the policy board. Thelr
sccond option would be to change the charter. The pollecy board {s not being paid.
They do not share in the beneflits of ary of the operating expenses of the [und other
than probably the conference room and per diem to attend the meetings. They arc
golng to decide on what all the rest of the people get, but they themselves will not
benefit From their decisifons, You've got a very good separatlon of power.

Mr. Peters.u: This policy board {s appointed by the Governor. There's no
confirmation by the legislature, there's no direct appolntment by the leplslature.

Mr. Phil: It {s confirmed by the leglslature.
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{mportant thing is for the public to know there will be checke and balances on the
fund.

Mr. Rhodes: I'm not sure in the case of the permanent fund if described as
independent, that the public would necessarily be reassured, that the lagislature
had auditors looking after it. Peter, where would operational evaluations, post
audits, be done?

Mr. McDowell: That depends. There are very few people outside the institutlons
qualified to do operational evaluations of capital investmen development investments.
It's a specialized internal audit function of a development institution and it's the
normal pattern that they report to the audit committee rather than to the management.

Mrs. Lehr: It is not the same staff making the loan decisions and doing the
post evaluation.

Mr. McDowell: No, they are separate.
Mr. Love: My question is in what instance is the public given the rlght to
examine the conclusions of the evaluations so they can react and have their input

into the way the permanent fund is being managed’

Mr. McDowell: The only thing you have to watch out for is that you reserve the
confidentiality of information given to you.

Mr. Wohlforth: that takes us right through number twenty nine. This mecting
is adjourned.

Meeting adjourned at 4:00 p.m,




Mr. Peterson: I'm tal g about the draft we submitted yesterday. Then there
are a couple of Alaska Constitutional provisions plus a recent Supreme Court
Declsion that deals with the separation of powers and the confirmation ability of
the legislature. What is the accountability to the legislature? They have the
continuing legislative authority t, change the legislation or charter, but beyond
that I think they would probably have little authority.

Mr. Wohlforth: We did say that we would have a policy committee appointed by
the Governor, subject to legislative confirmation, if this is constitutional. So we
just have to determine if we can make it subject to the legislature.

Mr. Gallagher: There is a possibility that legislators may be on the board
without voting power - in an advisory capacity only.

Mr. Wohlforth: Could we get to the question of > or not we are subject to
the Executive Budget Act? All those in favor that the . _d not be subject to the
Executlve Budget Act signify by saying "aye'. Opposed?

Mr. Love: Nay.

Mr, Wohlforth: Number twenty four., Source of funds to pay for any subsidy of
loan interest, etc., That we've already discussed. Twenty five, disposition of net
income from operations. Twenty six, proportion of the total capltal of an enterprise
or project which the Institution may provide. We've been over that. Twenty scven,
general requirements for independent audit and public revorting.

Mr. Gallagher: On public reporting - at least as the Treasurer I'm required
to report elther annually or semi-annually, includiuy a iigt of my investments,
and I don't find that objectionable,

Mr. Wohlforth: 1Is it agreed that we need independent audit and public report-
ing including performance evaluations? All right. Twenty eight, general require-
ments for operatilonal evaluations, post audits of capital investments. Do we
agree on that?

Mr. Crawford: 1In the draft bill there was a provislon that the executive
directors were the ones who did the audit. T think the audit should go to the policy
board rather than the executlve directors. The executive directors and the investment
committee are making the investments and you can't have anybody who is making
Investments doing the audit,

Mr. McDowell: I think the policy board should be the audit committee and
should be the only reciplent of reports from the outside auditors.

Mr. Wohlforth: There is a legislative audit which could be their control.
Mr. Love: I think we should recommend that they have an audit. It would
gerve the p public Interest better to have an audit.

Mr. Rhodes: 1[I think the most recent precedent wouid be the Alaska Tower
AuthnrlLy where they chose an independent audit rather than a legislative.

Mr. Love: That audit would be satisfactory, but I think it would Le good to
say that an lrlcptndent audit would be done annually, but the legislature would have
the authority to do its own independent audit if 1t deems nccessary. 1 think the
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MINUTES

Mr. McFarland: We will open our meeting by everyone introducing themselves.

Mr. Gallagher: I would like to review the more current bill, then I would like
to discuss with the committee as to what direction they want to go -- look at some of
the sectoral analysis and lending functicas or activities we should be doing. Also
at what point do we do it, who is going to do what, and how to develop the data on
these various sectors.

Mr. Edenso: Perhaps we'd better look this bill over to see the differences since
there have been a number of changes.

Mr. McFarland: Has the constitutionality of the proposed bill been checked?
Do we have the right under the Constitution to do the things arked for in the bill?

Mr. Gallagher: Yes.

Mr. McFarland: Why don't we go over it point by point? Does anybody have any
changes for the first page?

Mr. Gallagher: Several people of the financial community wanted a better definition
of "encourage and assist the participation of private capital . . . in private enter-
prises of benefit to Alaskans.," They didn't understand what that meant.

Mr. Motley: I think their problem wes they thought that was getting to be a
specific guideline. Once it was explained that it was a broad-brush type of approach
they understood it better.

Mr. Love: I don't remember us really taking a position on number one and two,
smoothing out cyclical pattern of growth.

Mrs. Fleischer: What does that mean?

Mr. Gallagher: I'm not sure number two should be in.

Mr. Edenso: If you look at the characteristic of the fishing industry in Alaska
today, you have several species at several different times of the year. T think it
should apply to filsheries as well and tourism,

Dr. Logsdon: Perhaps you do not want to invee” the Permanent Fund money in
Alaska at certain times, you may want to move it out of Alaska to avoid the impact of
investing in extra billion dollars.

Mr. McDowell: The issue of timing investments could become important because of

the cyclical pattern. There should be discretion In timing investments and this
should be one of the criteria.

Dr. Logsdon: My reasoning was that the big push in Alaska has been to increcase
government activities and 25% of the royaltles monies will go into the Permanent Fund,
leaving 75% in government which is going to Increase the government even faster. During
this period I think it may be well to back off on the Permanent Fund, or withhold it
until you are ready to see which direction things move. 1f you pump the whole bit in
at once you could have a big explosion.

Mrs. Fleischer: You're not saying this would mandate smoothing out the cyclical
cycle?




Dr. Logdson: 1I'm not talking about a seasonality employment, not on an annual
basis but on a longer term bisis.

Mrs. Lehr: This list 1s fairly generalized and I don't think it could be inter-
preted to mean that every investment has to mect every one of these criteria. They
are just general guidelines.

Mr. McDowell: The crucial sentence in paragraph 17 is the last one. It says,
"The Permanent Fund shall be guided in all its decisions by the purpose set forth above."
There's only one purpose set forth above and that is to provide a means of conserving
a portion of the State's revenues from mineral resources. That is the purpose, the
rest 1s elaborating on it. The Permanent Fund's management is put on notice that
decisions should always be considered in light of paragraph 17.

Mr. McFarland: Anything else? Can we go on to page two?

Mr. Love: Can we insert before tl : word
words, "primary purpose"?

seek'" at the top of the page, the

Mr. Pihl: The overriding or controlling principle shall be to seek tu maintain
the principel.

Mr. McDowell: There are six or more ways of gning about that.

Mrs. Lehr: The purpose is the ultimate benefit of present and future generations
of Alaskans.

Mr. Love: 1 think it should be to conserv:.

Dr. Logsdon: I tend to scratch the last half of that sentence becau.e that's
the only way in which you are supposed to ceek to preserve the capital of the Fund.
You do these other things for some other purpose, but this 1s the one that you use to
preserve the rcapital.

Mr. Love: Should we put a period after sound inveatments or after future
generations!?

Dr. Logsdon: Either one -- probably through sound investments. Sounds like the
only way you can preserve it is through investment grade securities. We are actually
talking about preserving it through other means as well.

Mr. Love: Maybe after generations. Maybe you want to make some SOTt of invegtments
which in themselves would be risky but Lf you maintain a system of reserves, overall
it would be a sound investment policy.

Mr. Allen: That's prudent management but has no effect on risks.

Mr. Gallagher: You could set up a reserve when you make the high risk Investment
at the start. The ldea of reserve is for bad debts =- I guess the definition could
be made to cover prior and active reserve, but the usual definition of reserve for
bad debts is after the fact, after you've made sound investments,

Mr. Love: 1 move that we reword number six to say, "seck sound investments
in investmenl grade sccurities,"

Mrs. Flelscher: I second 1it.




Mr. Gallagher: I think the wav you are describing it "further benefit to
Alaskans'" it's a benefit to Alaskans to seek to preserve it for future generations.
Something that you're not going to ba presently investing in the State to do it out-
side the State. And that's the way to preserve it.

Mrs. Fleischer: I thought that was the wmain idea of preserving the Fund.

Mr. Callagher: Tt is, but you're describing further benefits to Al:¢ <ans. When
you describe further benmefits to Alaskans you're deciding that you want tu preserve
some of this money so that it could be invested later maybe inside the State. The
Fund may not be growing as fast at that point in time, 8o you are preserving this
money at this point in time to conserve it later to be used in the above f{ive
purposes.

Mr. McFarland: 1It's window dressing. Why don't you say, ''seek also to preserve
the Permanent Fund for future generations."

Mr. Love: That sounds good.
Mr. Motley: There's a motion on the floor.

Mr. Love: T will amend the motion to incorporate the language that Mr. McFarland
used.

Mr. Motley: Would you like to r~2state your amendment?

Mr. McDowell: "Seek also to preserve the Permanent Fund capital

Mr. McFarland: All those in favor signify by saying "aye'".

Mr. Gallagher: No.

Mr. McFarland: Adopted. Can we go on to composition of the Permanent Fund?

Dr. Logsdon: One thing that keeps bothering me and that's the Corporation as
something separate from the Fund. The Fund T think of as money and In the last sentence
of the first pavagraph it says" exccpt that income in the following amounts may be

retained by the Corporation.'" Because if you say, "by the Permanen: Fund" 1t goes
back Into the "und and ~an this “e used?

Mr. FEdenso: Throughout the bill we've used the Alaska Permanent Fund interchange-
ably to refer to the Fund, the capital of the Fund, and the Corporatlon.

Mr. McDowell: We talked about this quite a bit and tried to use a different name
but we kept running Into all kinds of problems because the fund of money and the organi-
zat lonal entity Just are Inseparable. There has to be legal entity 1. addition to the
Fund. The Fund 1s a governmental accounting classiflication; there has to be an
organizational entity as well, so we put in 015 to define that there would be a
corporatlion and would be called the Alaska Permanent Fund; 010 says there is a fund
called the Alaska Permanent Fund. Both things exist and both are used exactly the

same way all through. Whether you're talking about the account or whether you're
talking about the corporation, {t didn't seem to matter once we sald there were two

and they are essentially the same,

Dr. Logsdon: 1 guess T have to accept it because everybody seems to agree to fit.

Mr. Motley: We're using interchangeably thc principal of the Permanent Fund and
the entity of the permanent Fund, that's what you're concerned with?
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Mr. McDowell: Let's put it aside for now. Finish the bill and then see if
there are any problems with this part.

Mr. Love: Is there going to be someone from the Attorney General's office here
if we should need any legal help?

Mr. Gallagher: When the Governor's Office saw the bill they said it was a very
professional looking bill and was it drafted by the Department of Law.

Mr. McFarland: I think in the normal process of this bill it will pass through
these types of hands.

Mr. Pihl: A question on paragraph 020 - whether it should not read "at least
twenty five percent" and also provide for the legislature to establish a percentage
at something higher than that annually if they so choose.

Mr. Love: You could say 2°5% plus money appropriated annually.

Mr. Allen: That isn't how the Constitution reads.

Mr, McFarland: The money has to come From mineral resources.

Mr. Allen: Where does it have to do with the budget?

Mr. Gallagher: This bill will last from year to year. If you set a good number
it will last without getting another bill introduced. Let's go through section
by section, 020.

Mr. Ldenso: T would like to ask the committee to announce their feelings on 020,

paragraph 1, the amount needed to pay the operating and administrative expenses of the
Permanent Fund. I think that's a very important item.

Mr. Gallagher: T thought we would take that up under the pudget section.

Mr. McFarland: Under allocating a reserve account. Do you contemplate holding
out reserves at national schedule -- 3%, 5%, or whatever the national norm is?

Mr. Gallagher: No, this reserve 1s a financial reserve, and under 090 it says,
"consistent with sound financlal practices." 1In other words, an audit or CPA firm
looks at the quality of the assets, they will pick a number that is appropriate and
reserve for bad debts.

Mr. McFarland: Are you going to rely on them to pick the number that you reserve?
Mr. McDowell: “hey will evaluate management's estimates and comment accordingly.

Mr. McFarland: Bad debts come out of dividends and not out of the general fund --

not out of the expense fund.

It will come out of reserves,

Mr. Swick: Are the provisions of one and two of 020 the law that f{s allowing

you to keep E;rnlngu from going to the general fund?

Mr. Gallagher: Yes,

Mr. Swick: Does the words "reserve account' address itself only to the reserve
for bad debts concept or does 1t go beyond into a credit reserve for some other

entlities?
-.1"—




Mr. Motley: It's not just reserve for bad debts. I think it's broad enough in
its language.

Mr. Richards: We are limited to 25%.

Mr. Love: Should we be recommending 35% the first year? 1Is 25% too low or is
it about right according to the revenue needs of the State?

jallagher: 1I'll be discussing that with the Governor on Friday. There is a
possibility that it will be a figure other than 25%.

Mr. McFarland: How about 025 (b)?

Mr. Love: T got a little lost with 'reasonable proportion of longer-term .
What do you mean by '"reasonable?"

Mr. Motlex: It's a limit factor.

Mr. Gallagher: We had a bard time with definitions in (c), so we finally defined
it as to municipalities and state agencies, things !ike that. In (b) the words
"private enterprises" does uot include things that are not enterprises. A person in
a single family dwelling 1is not an enrte.prise.

Mr. Motley: But you've covered it urder (c). Public corporate entities.

Mr. Callagher: How about private businesses? How about changing the word "enter-
prises" to "entities"?

Mr. Allen: How do you define "entity'"?

Mr. Gallagher: A home is a productive asset of an individual. Where does 1t
under these three definitions?

Mr. Richards: Housing loans?

Mr. Motley: Why don't you add that. Say productive private enterprises and
home loans.

Mr. Edenso: I would suggest that when you are financing a home that it is an
investment yrndo security -- mortgage of some kind.

Mrs. Fleischer: 1Is that true of every home you finance or just some homes?

How about the center for old people in Falrbanks?

Mr. Gallagher: T move LhuL we amend section (b) =-- strike the word "enterprises"

and puL 1In the word "entities'

Mrs. Fleischer 1 think it should be c¢lear that home loans be in here, and iIf
changing the words to "entities" doesn't do 1t, then we should add a (d) and do it that
way, but we should do it explicitly.

Mr. FEdenso: Why don't we take the last sentence and say, '"These investments may
take the form of cquity, loans, mortgages, home loans, housing financing, or loen

guarantees,' or something of that nature.

Mrs. Flelscher: That would satisfy (t, T think.




Mr. McDowell: 1I'll explain this best by example. The way (a), (b), and (c) are
written, the mortgage on a specific home of somebody 1n the State or anywhere else,
would be financed under (a) or (c). An investmunt in a home building company, privately
owned, would be financed under (b). But if you squeeze (b) and allow it to do what (a)
and (c) should be doing on home mortgages, ther. T don't thirk you will ever make an
investment in the home building.

Mr. Gallagher: Then I would move it into a (d) category. I'll withdraw my
previous motion.

Mrs. Fleischer: 1I'll second the withdrawal,

Mr. Gallagher: 1 move that we add an additional section called (d) that the
Permanent Fund may invest not more than blank percent of its resources to provide a
reasonable portion of long term investment capitil for financing the establishment,
improvement, and expansion of, - - I want to use a word that describes "ousing but
that is productive. I want it to specifically include the Alaska Housing Finance
Corporation but I don't want to preclude it.

Mr. McFarland: 1Is a house considered an investment grade security?

Mr. Gallagher: Your mortgage 1is.

Mr. McFarland: Do you want to write another sectlon to cover housing and let
someone else write 1t out for us?

Mr. Gallagher: Yes.

Mr. McFarland: 1Is that agreeable to everybody? Will you have somebody do that?

Mr. Edenso: Draft a (d) on dwellings.

Mr. Love: I would move on section (b) on the seconud line, the word "longer term"
ls removed, and ask for unanimous consent.

Mr. Motley: What's your motion?

Mr. Love: To deduct the word "longer-term" on (b), second sentence Jown.

Mr. McFarland: 1n other words it would read, "The Permanent Fund may not invest
y

more than "x" percent of its resources to provide a reasonable proportlon of investment

capital for financing the estabiishment, improvement, ... " etc.

Mr. Love: T don't think we should limit ourselves In terms of long or short term.
I'11 make a motion to remove the word, "longer-term'" from (b).

Mrs. Fleischer: 1'l1 second {it.

Mr. McFarland: All those in favor signify by saying "aye'. Opposed? Motion

Mr. Edenso: 1Is it the direction of the committee that we do want a section (d)?
gg;;_ﬁgjilrlund: fes.

Dr. Logsdon: Could T have an explanation of the term "equity" in the las® sentence?
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Mr. Motley: You could buy stock in a company, for instance.

Mr. Richards: This would iwmply equity as distinguished from debt or uwnership.

Mr. Love: Or ownership? Isn't equity ownership?
Mr, Motley: You could buy stock. Isn't that equity position?
Mr. Love: Are we going to move on any of the specific percentages of any category?

Mr. Gallagher: Yes.

Mr. McFarland: I hate to see us lock in the percentages because this is not easy
to change should it become law. The requirements of Alaska shift all the time.

Mr. Pihl: T think the words "at least" in (a) provide us with that flexibility,
and that we really ought to recommend percentages.

Mr. Motley: 1In some place you put a floor and in another place you put a ceiling.

Mr. McFarland: Jim, do you have any recommendation on percentages? Do you want
to get into that right now?

Mr. Love: Maybe 407 for (a) and 30% for (b).

Mr. McFarland: Let's do them separately. Forty percent for (a).

Mr. Ede so: I'm still not convinced that we need to add a (d) section.

Mr. McFarland: All those in favor of adding a (d) section say "aye'. Motion
carried.

Mr. Edenso: We're talking about three sectors of the overall economy. The
public area, the private area, and the concept of the savings account. I believe
you're going to lock in the investment committee to making a certain number of loans
In the housing area regardless of the credibility or desirability.

Mr. Allen: We don't want to do that and I hope it doesn't come about.
Mr. Motley: There is only one floor and that is in investment gra.: securities.

Mr. Allen: I think you did a good job and I understand the language and the
intent, but if someone else doesn't understand you can Lel! him it is right there in (d).

Mr. Gallagher: There 1s nothing in my area of investment grade securities that
includes the word "mortgages'.

Mr. Edenso: In (b) we might be able to say, "These investments nay take the
form of equity, loans, housing loans, or loan guarantees,"

Mr. Gallagher: The reason 1 want to put a lock on housing was to make sure it
didn't swamp private cnterprise, so that's why I want a section (d).

Mr. Edenso: At no other place in the bill are you referring to any particular
section of the economy. You don't refer to fishing per se, or forest products per se,
g0 you're going to get the question raised "why not so many percent to something else?"
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Mr. Gallagher: How about productive private enterprises and housing?

Mr. McDowell: Put it sepearately if you're going to put it in, otherwise one
could crowd the other out.

Mr. Gallagher: We don't want to use the word "housing'.

Mr. Love: We could change it to expansion of productive private enterprise and
facilities which will benefit Alaskans., That could include utilities, houses, etc.

Mr. Richards: I don't think you would find any economist who would go along with
the notion that housing is included in the intent of a bill that used the word
"productive'",

Mr. Love: Well just eliminate "productive'" and have private enterprise by itself.

Mr. Richards: Why don't you just explicitly deal with the matter of putting
shelters over people's heads as a separate item.

Mr. Gallagher: Alright, I move that we have a (d).

Mrs. Fleischer: I second it.

Mr. McFarland: Any further discussion? All those in favor signify by saying

"aye'. Opposed? Motion carried. Let's go to percentages now.

Mr. Love: 40% -- 20% -- 20% -- 20%.

Dr. Logsdon: 407% -- 25% -- 25% -- 10%.

Mr. Gallagher: I move 40% -- 25% -- 257% -- 10%.
Mr. Pihl: T'll second it.

Mr. McFarland: Moved and seconded. Any discussion?

Mrs. Flelscher: 1Is there a celling or a floor on housing?

Mr. Allen: There is a ceiling.

Mrs. Flelscher: 1In other words you're saying no more than ten percent in housing.

Mr. Gallagher: Ten percent would be $180 million in direct loans. That doesn't
you can't assist it through loans of Alaska Houslng Finance under (c).

Mrs. Fleischer: 1 would speak against the motion because [ want to see 50X in (a).
If the purpose of the Permanent Fund is to conserve a portion of the State's revenues
for the ultimate benefit of present and future Alaskans I think we should put 50%
in (a).

Dr. Logsdon: All of it is towards conservation of the principal.

Mr. Love: At this point we shouldn't lock outselves out of Investment opportunitles
In Alaska.

Mr. Allen: You've got to consider your yield is going to be less.




Mr. Love: I think 50% is too high.

Mr. Reed: I like the idea of "at least" 40%Z. It does allow you the flexibility
if the market warrants it to go up higher in securities.

Mr. McFarland: Any more discussion? Motion is 40% -- 25% -- 25% -~ 10%.
All this in favor signify by saying "aye". Opposed? Motion carried.

Mr. Richards: At the very last page, the very last line of page 520, just scratch
loan or loan guarantees and substitute the words "and debt".

Mr. Gallagher: The words "and debt guarantees'.

Mr. McFarland: Do we have a motion?

Mr. Gallagher: I move that the last sentence read, "These investments may take
the form of equity, debt, or debt guarantees."

Mr. Edenso: Why don't we just say, " ... equity, debt, debt guarantees, loins, or
loan guarantees."

Mr. Gallagher: On (c) to include that same language. Instead of loans, debt
guarantees, I have amended (b) and (c) to "take the form of equity, debt, or debt
guarantees."

Mr. McFarland: Is there any objection? Hearing none, motion is approved. We'll
g0 on to Policy Board.

Dr. Logsdon: On (c), may I ask a question? I presume that on community development
projects of municipalities, that taxes are the security?

Mr. Gallagher: No, it could includ’ revenues.

Dr. Logsdon: Or revenues. It's hard to foreclose on a municipality,

Mr. Gallagher: It isn't that hara.

Dr. Logsdon: So it is taxes that are the security.

Mr. Gallagher: All the revenue.

Mr. McFarland: All right. We'll go to the Permanent Fund Policy Board now.

Mr. McDowell: Could I suggest a wording for (d)? (d) Permanent Fund may invest
not more than ten percent of {ts resources in private housing in the form of debt or
debt guarantees. Private housing In public sector (¢) could include all public sector
housing.

Mr. Gallagher: Does (d) !imit you to single family dwellings, because private
enterprise includes whole type families, then it's rental situations.

Mr. Love: Does this limit (a) from investing in profitable mortgages as investment
securities -- really highly rated mortgages?

Mr. Gallagher: 1In the Federal nomenclature an {nvestment grade security Isn't
mortgages.
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Mr. Love: It isn't?

Mr. Richards: It depends on what you are mortgaging. I think the intent of
what Jamie is raising is a valid concern.

Mr. Reed: Housing mortgage loans are not normally considered to be an investment
grade security.

Mr. Edenso: If you include this you’re going to get in direct competition with
the savings and loan institutions. There 1is one political hazard there.

Mr. McFarland: I don't know that you are competing with the banks. You can do
this through the banks 1f its possible.

Mr.FEdenso: If you'ge to buy from savings and loans and commercial banks, then
why do you need (d)?

Mr. Gallagher: You are buying individual ioans, you're not buying the banks.

Mrs. Fleischer: You might also want to buy individual loans because there may not
be any other way for people to get loans for private dwellings in the bush areas.

Mr. love: I think by limiting to 10% you could be making it so you couldn't
participate to the maximum extent you might want in the secondary money market.

Mr. McFarland: There is a lot of other State money available for this type of
loan.

Mr. Gallagher: You can also make the Loans from (c). You've got three areas
from which ,sou can do housing loans, (b), {c), and (d). The only thing (d) does it
makes 1t for a single family dwelling,

Mr. Love: Maybe it should be in addition to any housing under (b) and (¢) the
Fund can enter into mortgages up to ten percent.

ﬂELJ{UudE That clariflies 1.

Mr. McDowell: Mortgages for private dwellings in Alaska.

Mrs. Ficlscher: So Lt would read, "In addition to any housing loans under (b)
or (¢), the Permanent Fund may invest not more than ten percent of {ts resources in
private dwellings in Alaska In the form of debt or debt guarantees."

Mr. McDowell: " ... the Permanent Fund may invest not more than ten percent of
Its resources in prlvate dwellings in the State of Alaska in the form of debt or debt
guarantees,"

Mr. McFarland: You heard the motion. Is there any objection? Hearing none,
the motion Is adopted. There is a new section (d). All right, the Policy Board now.

Mrs. Lehr: We had no discussion previously about who should be the cabinet members
on the polTcy board, When we voted on the issue 1t was two cabinet members and in
section (a) they are specified, T would like to suggest the possibility of changing
this to "consisting of the Commissioner of Revenue and the Director of the Division of
Policy Development Planning." [ think it would be prudent to have somecone from the
Governor's Office who has dealings with all State agencles and policies, on the policy
board in order to facllitate that coordination between general State policy and the
Permanent Fund activities.
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I'11 make a motion to that.

Dr. Lehr:

I'1l second it.

Mrs. Flelscher:

Motion seconded. Discussion.

Mr. McFarland:

Mr. Love: I'm opposed to the motion because the Governor already has a lot of
influence with the two commissioners on the policy board. I think instead of having
gsomeone from the Office of Planning Development it should be someone more like the
Commissioner of Community and Regional Affairs and the Attorney General.

Mr. Gallagher: I'm opposed to the motion as proposed too because a lot of the
programs that we may be investing in or the policy committee are investigating, have a
very close coordination with the activities of the Department of Commerce. Currently
there are programs in the Department of Commerce -- renewable and non-renewable
resources -- that have to be coordinated with the Permanent Fund, therefore, I think
it necessary for the Commissioner of Commerce to be on the board for the close coordi-
natlon of these other programs. The reason for the Commissioner of Revenue is that he
is chief financial officer of the State. I feel that it has the correct commissioners.

Mrs. Fleischer: I want to support the intent of the motion. I would like to
see 1t broadened and was thinking of (he Commissioner of Environmental Quality. Would
it be totally out of line to have the policy board approved by the legislature?

Mr. Gallagher: Only State boards; are confirmed where they are of a regulatory
nature and not an executive function.

Mrs. Flelscher: So you would have to broaden the membership of the policy board
to include commissione8 who are confirmed.

lizv Gallagher: 1 think the present membership is adequate.

Mr. McFarland: 1 think these two cabinet officers should be appointed by the
Governor and these are the two people he would appoint -- the Commissioner of Revenue
and the Commissioner of Commerce.

Mr. Love: 1T think the Commigsioners of Revenue and Commerce should be on [t but
I also think the Commissloner of Community and Regional Affairs should also be there
because of thelr work on community development and munilcipalities, then of course the
Attorney General should be there so he could work closely with the Governor.

Mr. Pihl: T would like to speak In favor of leaving it as it is. I assume there
ls interchange between the people we're talking about at the cabinet level, and I think

the whole bill provides for input from the varlous elements.

Mr. Edenso: 1 would speak also in [avor of leaving the board makeup as It is
currently recommended In the proposed blll. Primarlly 1 disagree with having the
Attorney General Included on the policy board, Certainly the Commissioner ol Commerce
and FEconomle Development has two major areas of concern in the State. One is the
regulatlon of buslness throughout the State, licensing, etc., securities, corporations,
and at the same time he has responsibility for stimulating the cconomy, direct loans
to businesscs, economic planning, etce, He does work with other cablnet members, so I
think he s a very important person to the ongolng activities of the polley board.
Although the Commissioner of Community and Regplonal Affairs does have responsibility
for revenue sharing this ls not revenue sharing type programs. This 1s an
inyestment type program,.
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Mr. McFarland: Could we have the motion stated again?

Mrs. Lehr: I'm willing to withdraw the motion. I think it's fairly clear that the
majority of the committee are in favor of retaining the commissioners.

Mrs. Fleischer: I'll withdraw the second if the motion is withdrawn. But the
overall problem as far as I can see, is how we assure that the policy board is going to
actually be acting in accordance Withthe desires of the people of the State. In other
words, how are you going to assure that they're going to be responsive?

Mr. Reed: I have one suggestion that I've done a lot of thinking on and have
discussed with a number of legislators as a potential. I would like to see consideration
being the public's direct input into the policy board on policy. It looks like the
Governor has way too much power to put his philosophy in. He's appointed his commis-
sioners and apparently he then appoints all seven other members. In effect, he has
appointed nine people to the nine member board. T would like to see the public have
a direct input through the election of three members run on a state-wide basis for
election to the policy board. It could be a compensatrd position but one who would
have direct input from the people.

Mr. McFarland: What kind of qualifications would you set for a member of this
board?

Mr. Read: 1 think the public and the electorate would set the qualifications for
the members of the board. On the elected people the population will determine them.
I think that the people who would run for this would be some of the more renowned
reople In the community.

Mr. Edenso: Your suggestion virtually insures that three people from Anchorage
will be on that board.

Mr. McFarland: Anyone want to make a motion,

Mr. love: 1'll make a motion that we have an additional member from the public

and the Commissloner of Community and Regional Affairs -~ an eleven member board.

Mrs. Fleischer: 1'1l1 second 1t.

Mr. McFarland: Any discussion?

Mr. Gallagher: 1T would object. The Governor always has a very loud voice on this.
By adding a commissioner who has an unusually loud volce It gives the Governor more
predominance, and T would objert,

Mr. Allen: T object on the same grounds.

Mrs. Flelscher: My concern 13 that there be a little blt broader input on the
part of the cabinet members than just economic development and commerce. 1 think there
are other factors to consider besidas commerce.

Mr. Gallagher: They have the chief financial officer of the State.

Mrs. Flelscher: Are you saying that generally they would provide a check and
balance because of their departments?

Mr. Gallagher: Yes.




Mr. Love: I would still like to have the Commissioner of Community and Regional
Affairs on as he is the one who dees more with the individual communities.

Mr. McFarland: You say that Commerce is strictly a business deal. What depart-
ments do you have under the Department of Commerce?

Mr. Gallagher: Economic Enterprise, Veterans' Loans, Small Business Loan Depart-
ment, Banking Securities, Tourism and ATC, APUC, ASHA, HFC, Occupational Licensing.

Mr. McFarland: That sounds pretty heavily consumer oriented to me.

Mr. Rose: I would speak for Community and Regional Affairs. Of all the State
agencles it was created as a result of municipalities' desire to have representation
somewhere in State goveroment, it is probably the one agency that has the firmest
grasp and they are certainly in the best position to know what the pulse is in the
various communities, what they're trying to put together, their goals and aspirations.

Mr. McFarland: Any further discussion? ALl those in favor of the motion say
"aye." Opposed? Motion's defeated.

Mrs. Fleischer: I move that we add a word in the first sentence of (a).
"There 1is established the .... the Commissioner of Revenue, and seven members to be
appointed by the Governor, with geographic distribution to be a factor.”

ELLALEEE: I second 1it.

Mr. McFarland: Any discussion?

Mr. Gallagher: I object because I think the Governor will naturally do that. 1
don't think we would have to tell the Governor his business.

Mr. McFarland: ALl thos~ 1n favor of the motion say "aye'". Opposed? Motion

defeated.

Dr. Logsdon: This says may not be employees of the State. [ wonder if it should
Include municipallties as well as State?

Mr. Gallagher: I have a motion. T would like to strike the word "by lot" in (a)
and as determined by the Governor.

Mr. Love: TI'll second that.

Mr. McFarland: 1Is there any objection to that?

Dr. Logsdon: Yes.
Objection to the motion made and seconded. Discussion.

Mr. Gallagher: On other boards 1've been on, when we had controversial members
we always put 1t on a short term basis to see how it would work out.

Dr. Logsdon: That's the same objection [ have. If you want to constitute the

board as you want it, you appoint them for the entire length of term you want. If you
do It by lot that removes this possibility of that much control.

Mr. Edenso: The first appointment will be like that; after that they will be
for a full four-year term.
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Mr. McFarland: All those in favor of the motion signify by saying "aye'.
Opposed? Motion carried. We'll go on to (b). The president of the Alaska Permsnent
Fund shall serve as the chairman of the policy board but shall not be a vcting member.
Is tk~re any objection to that?

Mr. Love: Yes. 1I've always beenopposed to the president being the chairman of
the board. [ think 1f the board can have an independence of its own I think it is
best to elect its own chairman. I would move to change that to say, 'The president
of the Alaska Pemanent Fund shall serve as a member pro tem without a vote on the
board, and the board will elect its own chairman."

Mrs. Fleischer: I'll second it. 1I'd like to hear the thinking on it though.

Mr. Edenso: I would like to speak against that motion. The reason we've selected
the president to be the chairman of the board and a nonvoting member of the board is
because he would become a natural tie between the investment advisory committee and
the policy board, and not direct the policy of the policy board. The members of the
policy board make their own decisions concerning those policies based on the performance
of the investment advisory committee and based on the relationships they daveloped
both with the legislative body and with the public at large.

Mr. Pihl: I would speak in favor of leaving it just as it is. ['ve had access
to several boards of corporate entities and I Ffind in practice that this -s the way
It works effectively. You might consider changing the word "serve" 'o "act as'". The
president shall act as president of the board.

Mr. Love: This is about the craziest relationship I think we can come up with.
The presldent is really the hired staff to run the Permanent Fund and as chalrman of
the committee, he expects the committee to have a lot of independence. The chairman
Is traditionally going to be running the meetings and have a lot of influence.

Mr. McFarland: The chairman generally has less to do with it than anybody else,
and T think putting him as chairman disarms him completely.

Mr. Love: How can they discuss the firing of the chief executive officer with
the chairman of the board sitting there?

Mr. Edenso: Any time the board wishes to discuss performance of anybody they are
perfectly capable of doing so. They can ask that individual to leave. They set their
own rules as to how the board itself operates.

Dr. Logsdon: How do other funds haudle this?

Mr. McDowell: Most of them combine the investment committee and the policy
decislon boar! in one board, then there is another board of governors. Dealing with the
one that makes polley, the president usually chalrs it. Also usually, he has a tle-
breaking vote when they have an even number of members. He has a tie=breaking vote
only but he does chair. 1t's done for administrative convenience. This s when they
are In thelr sesslons on policies, forgetting about when they reconstitute themselves
Into the investment committee. It;s done to Insure that the full communication between
the LInk -- the one person who is the link from policy to implementation 1s the president
or chilef executive officer. It ingsures that he understands completely because he sat
right there durlng all this discussion the policy board committee had on what they
want him to do and see that 1t gets done. Another thing 1t is usually a recognition
of the fact that 1n any of these Institutlons one individual 1s most accountable to
everybody, Including the public, and the most visible to the public is that chief
executive officer. They are also the ones who hire the president.
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Mrs. Fleischer: So instead of electing a chairman they hire him.

Pr. Logsdon: Yes.

Mr. McFarlaad: Any further discussion? The motion is, "the president of the
Alaska Permanent Fund shall not serve as chairman of the policy board." All in favor
signify by saying "aye". Opposed? Motion defeated. Any objection to (c) as it
is written? No objection. (c) is adopted. (d) Members shall receive no compensation,
is there any objection to that? Hearing none, it is adopted. Duties of the Policy
Board. (1) Select and appoint the president and other members of the investment
committee. Any ohjection? Hearing none it is adopted. (2) Annual review and approve
long range operating plans, to include an investment program based on sectoral analysis
of the Alaska economy, the budget for the forthcoming year, and the financial plan for
the following years.

Mr. Gallagher: Is the sectoral analysis required before you make any investment
in any area?

Mr. Edenso: It doesn't seem like you would wart to make the investment before
you do it.

Mr. Love: 1 think it's satisfactory the way it's written because the in ent is

there.

Dr. Logsdon: Who does the sectoral analysis?

Mr. McDowell: That's part of the ordinary business of the Fund. The Permanent
arranges for it.

Dr. Logsdon: Then it's administrative costs?

Mr. Gallagher: Yes.

McFarland: 1s there any objection to (2)? Hearing none, it is approved. No. (3).

Mr. Gallagher: T move that on (3) we expand the idea of relationshlip.

Mr. Edenso: I would like to polnt out that you say you are going to have a

relationship, and 1 assume that the board would undertake to establish some kind of
formal process for doing that.

Mr. Gallagher: ['m trying to address the problem of local communities == making
sure they contact them.

Mrs. Fleischer: We should do it under operating principles.

Mr. McFarland: Why don't we, under (3} say "have sole responsibility for

establishing relatlons with the general public, legislature, cte.

Mr. Love: T think (3) in satisfactory. “laybe we need to add another section
(10) whieh deals with relationships between muncipallties.

Mr. McFarland: (4) review quarterly reports from the lnvestment committece con=
corning declsions and supervision. Aay objection to that? Hearing none, it 1s
approved. (5) review, consider, anl approve policies. Any obJectlion? Hearlng none,
ie's approved. Revlew and publish an annual report including financial statements
audited by independent outside auditors.




Mrs. Fleischer: Such publishment being required in at least one state-wide
newspaper.

Mr. Ldenso: Normally you publish only the financial statement but you don't
publish the complete annual report. You could request that the financial statements
of the Permanent Fund be published. You don't have to specify whether it goes into
a state-wlde newspaper or not.

Mr. Fleischer: I think it should be in a newspaper. I don't want to see it
in its own little booklet that will sit in an office of various departments. It
should be in the newspapers.

lr. Edenso: The report will be formally made to the legislature. That is very
wide public exposure.

Mrs. Fleischer: I would like for the person on the street to pick up a newspaper
and see what is happening to the Permanent Fund.

Mr. Edenso: One of the greatest impacts you will get is the distribution of
income. TIFf the Permanent Fund is not performing, the first people who are going to
pick it up are the legislators and the Governor's office. And finally, when the thing
is not distributing or earning any income that's going to be obvious to everybody.

Mrs. Fleischer: I[ it is published in the newspaper it will help make sure that
decisions that are made all year long will be as prudent as possible.

Mr. McDowell: You could have that down in 120, Reports and Publicatlons.

Mr. Gallagher: An annual report should be sent out, but publishing it in a
newspaper would be awkward.

Mr. Edenso: Normally all stockholders in a corporation get a copy of the annual

report.

Mr. Gallagher: T agree that it should receive wide distrlbution and leave the
quest lon open as to what media it takes.

Dr. Logsdon: 1 don't think you will have to require [t, I think 1l you lssue

It it would be published.

r._Pihl: I think that requiring it to be published In a newspaper is awkward

and costly. We've got in here that it would be published and 1'm sure it would be
avallable throughout the State.

Mrs. Fleischer: 1 understand {t will be mane available. But there is a big
difference between making something available and people getting it == all records
are avallable to ¢nyone who wants to go to Juneau or some offlce and look up the file.
I think [t should se mandated that it be published in the newspaper, as the fore-
closure lists are jublished. 1 think it would be a very good preventative in terms
of making sure the lecisions are above-board and as wise and prudent as possible.
There's nothing llkc public exposure; that's the whole principle of democracy.

Mr. Gallagher: 1 would go for it as saylng wide distribution, leave the media

and the form it takes to the hoard - a management decision what they determine as wide
distribut lon.

Mrs. Fleischer: 1 still say it should be published. How do they determine the

e —————————
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foreclosure lists?

Mr. Gallagher: I publish an annual listing of my assets in every newspaper once
a year and the State Treasury twice, and it says in the four judicial districts in one
newspaper.

Mrs. Fleischer: All right. Say that.

Mr. Gallagher: Listing the assets is fine, but all the 17 pages of footnoteg?

Mrs. IFleischer: Does the financial statement say who has gotten what loans for
what purpose?

Mr. Gallagher: They are set up in a category. You will have U. S. Treasury
m_n

bonds, corporate bonds, you'll have housing loans "x" dollars, fishery loans 'x'" amount,
and you will have that sort of a breakout, You won't have everyone's name listed.

Mrs. Fleischer: 1t won't say which fisheries group or which corporation?

Mr. Gallagher: It depends on whether it is a significant amount. In an anuual

report you don't really report its segment, nur really describe it too much unless
tt's greater than five per cent of the assets.

Mr. Mchowell: CPA firms put out a financial report that breaks down the amount
of business we're talking about. T'ist individually the things are are large and

group together small things. So yuc have 40% of the fund minimum going Into Investment
grade securities -- not a listing -~ fust probably elght categories and the dollar
amount In each one and the Income from the whole group . On the development project

glde you would probably list all the big ones.
Mr. Gallagher: 1t's not really of that much interest to anyone.

Mr. lEdenso: The greatest amount of interest you're going to get is how nuch the

Fund makes.

Mr. Callagher: That's right. T don't think the people have a real high interest

In who gol what loan.

Mr. PFleischer: There shouldn't be any cause for that, but there could be.

Mr. Gallagher: Because ol public Information rules, under confldentlallty, that

is avallable If the newspaper wants to po and report 1t, the Fund has to disclose iL.
But It's only when 1ts noteworthy that they come and look for those things.

Mr. Ldenso: The annual ceport merely states the condition of the company at a
point in time and Its performance over a period of t'ee. It doesn't break down a
specific loan or Investments. It's an aggrepate repo.t as to cond ition and tlme.

Mrs. Flefschor: 1 really think the people would be interested in knowlng where
the ;m.ﬁ_ﬁ:‘y- g golh y,ﬁiu the State in terms of development loans. Why can't we have the
audfted financiol statement put in at least once each year in one newspaper In each
of the four jralelal districts.

Mr. McDowell: [ think the two statements that are the most fmportant are the
{ncome statement and the balance sheet. Those are recognized terms and 1t will Limit
it to two pages. Then In the ad you could state if they want the full report to write

to a certalin place and it will be sent to them.
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Mrs. Fleischer: All right. The income statement and balance sheet shall be
published in at least oue newspaper in each of the judicial districts.

Mr. McFarland: Any objection to that? Hearing none, it's dopted. Let's go
back to number 7, page 4. Any objection to that one? Hearing none, it's adopted.

Number 8.

Mr. McDowell: This makes them the court of last resort for a person who wanted
an investment and was turned down on the basis that the investment was not in accord-
ance with the policy of the Permanent Fund in accordance with this law.

Mr. LEdenso: It gives the policy board the opportunity to deal with disgruntled
people.

Mr. McFarland: Any objection to eight? Hearing none, it's approved. Number 9.
Any objections? Hearing none, it's approved.

Mr. Swick: Is there anything in there anywhere th-~' tells about performance.

Mr. McDowell: The reviewing end of it would be done by the policy board. The
doing of it is someone else's responsibility.

Mr. Edenso: The Permanent Fund shall carry out operational evaluations (post—
audits) of its investments and investment programs and report the results to the
policy board audit committee.

Mr. Swick: That's a report of what has happened. 1Is it an evaluation?

Mr. McDowell: Well, what 1s a performance evaluation?

Mr. Swick: Mas what the investment committee done as good as it might have done?

Mr. ldenso: We've got a measure of performance by some criteria, and one of the
criteria 18 [n accordance with the policles that have been formally adopted by the
poliey board.

Mr. McDowell: The use of evaluations implles a standard.

Mrs. Fleischer: Why can't we use the word "performance" evaluation rather than

npvrdlionll ‘evaluation?

Mr. Pihl: Could you say "operational and performance evaluations'?

Yes,

Mr. McDowell:

Mr. McFarland: Any objections to that? That's inserted in number 10, page 7.

Mrs. Fleischer: So that would read, "the Permanent Fund shall provide for

operational and performance evaluations (pnql-ﬂhﬂitﬁ) of 1ts investments dnd Invest-
ment programs and report the results to the policy board audit committee."

Mr. McDowell: Which Is the recipient of all audit reports.

Mr. McFarland: Let's go back to page 4, section 050, Permanent Fund Investment
pag

Committee.

Mr. McDowell: The pollcy board determines the remuneration and the terms of
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of service, including how long their terms are for the investment committee. They
have complete control over the investment commitzee except on investments.

Mr. McFarland: Any objection to section 050 - section (a)? Hearing none, it's
approved. (b) A quorum shall consist of four members of the investment committce.
ALl decisions will be taken by majority vote. Any objection to that? Hearing none,
it's approved. Section 060, Duties of the Tnvestment Committee. Sole responsibility
to approve all investment proposals and review all investments in investment grade
securities.

Mr. Gallagher: We mean by this last little part that the money market changes
from cday to day and they should review those immediately after they are made. If they
don't like it to tell the investment officer to get rid of it, but we don't want
them to make prior approv .. On all other investments, prior approval is necessary.

Mr. McFarland: Any objections? Hearing none, it's approved. 070, Permanent Fund
President. Shall be appointed by the policy board for a term of five years, may be
reappointed and shall serve at the pleasure of the policy board. Any objection to
that? Hearing none, it's approved. The president shall (1) have sole responsibility
for presenting investment proposals to the investment committee. Any objections to
that?

Mr. Pihl: The word "sole". Suppose you have an outstanding president and he is
i1l fur a period of time, does that preclude us from doing anything?

Mr. McFarland: You would have an acting president then.
Mr. McDowell: You would set up the internal rules and would have to make provision
for that.

Mr. Edenso: He can delegate it.
Mr. McFarland: Okay. Number (2) be responsible for the ordinary business of
of the Pormanent Fund and the organization, appointment, dismissal, and remuneration
of the officers and staff. Is there any objection to that? Hearing none, it's
approved. (3) be responsilt e for making investments in investment grade gsecurities,
subject to review by the iuvestment committee. Any objection? Hearing none, it's
approved. (4) establish and maintain adequate and appropriate organizatlonal,
operating, and financial controls. Any objectlion? Hearing none, it's approved.
Sectlon 080, Status of the Permanent Fund. The Permanent Fund shall be excluded
from the provisions of the Executive Budget Act, The president, officers, and staff
of the Permanent Fund are in the exempt service.

Mrs. Lehr: Our concern here is for a means of leglslative input to the Permanent
Fund short of changing the charter. The way the bill 1s set up now the legislators
are not members of the policy board nor do they confirm the private members of that
board., Their only input Ls the confirmation of the two commissioners that are on

the board. We're looking for a vehicle by which they will have input and a view of

what the Permanent Fund is doing through the regularly established procedures. Under
the Execut lve Budpet Act the operating expenditures would go through the regular
budget process. They would be reviewed by analysts in the Executive Branch and the
Legislative Branch, and the performance would be reviewed. This would give the
legislature a time and context in which to look at the performance reports on what
the Permanent Fund is doing. It would also give the management of the Permanent

Fund a good forum for interchange of ideas with the State on what other programs

arc going on, to assure some coordination.

] 0




It would be unfortunate if a great deal of State expenditures were going
out through the budget into programs which the Permanent Fund is also spending amounts
on. Tt would be an opportunity for coordination -- for understanding between what

the Permanent Fund is doing and what the State government as a whole is doing.

As an alternative, if the legislatcrs have nothing short of changing the law
that you may end up with much more rescrictive legislation, more detailed, and more
closely defined on exact investments which could be detrimental to the operation of
the Permanent Fund. [ don't think they will cut out any operating expenditures but
it is a non-disruptive and non-damaging way of assuring some checks and balances

and some legislative input,

Mr. Gallagher: Within the first month of any session the Permanent Fund shall
make presentation before the joint finance committees of the legislature, give a
briefing as to what they've done in the way of policies, their financial operations,
what their budget is, what they've accomplished the year before, and where they are

going.

Mrs. Lehr: That would be valuable, but still the legislature has no recourse
if they don't like what you're doing except to change the law.

Mr. Gallagher: That's when you should review the budget with them.

Dr. Logsdon: What was the objection to the confirmation of the policy board
by the legislature?

Mrﬁh_ﬁlelscher: It was unconstitutional.

Mr. Gallagher: The Attorney General says "the Legislature shall confirm
commissioners and regulatory boards" it doesn't mean executive boards.

Dr. Logsdon: As we conceived this, the legislature was the primary board. They

should have the power to confirm.

Mr. Gallagher: 1 will ¢onvey to the Governor that it is the flrm feeling of
the board that all members should be confirmed by the legislature.

Mr. McDowell: Could you put that in the form of a motion; that that's a

recommendatlon and that it's not going in here because it's presently unconstitut-

fonal.

1'11l make the motion.

Mr. Gallagher:

Mr. Love: 1"l second 1it.

it be done, Loo.

[ strongly recommend that

We have a motion, is there any objection?

}! Fe I“_'-‘_I"_'l_l__l_-"]_l_'lﬂ_(i :

Mr. Gallagher: Let me make the case for why 1t shouldn't be. 1If we have
Alaska, Inc. or some sort of dividends flowing back into certain programs, you're
making the Permanent Fund responsible for getting out and doing a good Job and getting

! a market return. If the legislature has power over the budget, they can always
point their finger to the legislature and say, "we couldn't get a return because we

couldn't hire the hiphest qualified people to get the job done."
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Mr. McDowell: If it is included in the Executive Budget Act then the legis-
lature is accountable for the achievement of the purpose. If it is not included
the policy board is completely accountable for achieving the purpose.

Mrs. Lehr: Do you think the legislature is held accountable for the operation
of various State departments?

Mr. Gallagher: Yes.

Mr. McFarlend: What are we doing with 080, approving it the way it reads?
Any objections? Hearing none, it's approved.

Mr. Gallagher: I move that we apnrove the reserve section.

Mrs. Fleischer: That's fine with me. Under operating principles. The prudent
person rule is fine, but I'd like to put something in front of it. Insert as (1)
moving the rest down, '"the policy board shall consult with local communities on any
project that is impacted?"

How about the wording, 'The Fund shall be sensitive to the views

of the impacted community and shall include an analysis of those views and impact in
the investment or loan proposal."

Mr. Edensu: T object to the use of the term '"impacted". T think it's very
bad analogy.

Mr. McDowell: How about as part of item 8 - operational principle. You could
add "community views" to the list of other considerations.

Mr. Edenso: I wouldn't object to that if you struck '"social".

Mrs. Fleischer: T don't think we should strike "social". 1 think people
should be able to look at this legislation and feel the Permanent Fund would pay
attention to the needs of the smaller communities. I feel it should be separately
listed.

Dr. Logsdon: It says, ''the Permanent Fund shall make investment decisions with
reg: rd to economic and other considerations" including this list.

Mrs. Fleischer: What language do you use to differentiate between -- I'm
talliing about cement plays?

Edenso: Il a community really objects to an investment project proposed,

ey e et

they can always zone it out of existence.

Mrs. Fleischer: 1 just think it will make people feel better if they recad
this and they see those words in there.

Mr. McFarland: What are the words again?

bDr. Logsdon: "The Permanent Fund will make no investments in a community if
the community objects to that investment."

Mrs. Fleischer: That's what T would like to see.

Mr. McDowell: Under the philosophy of general wording, those thiigs 11 most
cases have been left to be pointed out in this document as items where the




Permanent Fund is being put on notice about a certain area without being too
detailed because we don't want to exclude other good things that could and should
be done in the future which we don't know about now. TIt's cited that the policy
board shall have relaticnship with local communites.

Mrs. Fleischer: That is not the same thing at all.

"« _McDowell: But that's deallug with the general policy and investment
program Jeyel At a specific investment level you're talking about economic,
employment, income distribution, environment, and health and social. Now you'r
just talking about adding one more.

Mr. Gallagher: "The Permanent Fund shall be sensitive to the views of the
affected community and shall include an analysis of those views and effects in
the determination of making large investments,"

Mrs. Fleischer: 1 like that. 1I'll move for that.

Mrs. Lehr: TI'll second.

Mr. McFarland: Moved and seconded. Any further discussion? Any objection?
Hearing none, it's adopted.

Mr. Gallagher: Under duties of the policy board, number 10, "shall hold a
hearing", or whatever other words are appropriate.

Mr. licFarland: "Within the first thirty days of the start of the session the
Policy Board shall report to the Legislature." That will be ftem 10 under policy
board. Any objection to that? Hearing none, that's approved,

Mr. Pihl: Under 080, I wondered if it would be wise to have an item 7 speci-
fying the power to borrow and guarantee.

Mr. McFarland: Tt's covered under contracts. We're on page 5, down Lo
Reserves.  Any objections to 090, Reserves? Hearing none, it's adopted.
Operational Principles, 100. The operations of the Permanent Fund shall be con-
ducted in accordance with the following principles. Item (1), any objections?
Hearing none, item (1) is approved. Item (2). Any objection? Hearing none,
that's adopted. Number (3) shall not assume responsibility for managing. Any
objection to that? Hearing none, it's adopted. Number (4). Any objection?

Mr. Gallagher: The word "subsidy" is buried deep in the paragraph. Perhaps
2L ARANE y

it should be redrafted te enlighten what market rates are. They aren't the highest
rate, they are like instruments.

Mr. McDowell: Terms and conditions normally obtained by private investors for
gimilar financing.

Mr. Edenso: Why don't you just add it as a separate paragraph?
Mr. Gallagher: That might be fine.

Mr. McFarland: T like it the way it Is, If there is a question they're going
to ask for answers.

Mr. Edenso: [ didn't have any problems with the way it was written,

Mr. Swick: I think the english would allow you to take the second phrase of
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the single sentence that starts, "unless the legislature...', just make that the
first sentence.

Mr. Edenso: Then you're putting too much emphasis on the subsidy and not
emphasizing the normal operations of the Permanent Fund

Mr. McFarland: 1s there any objection to number (4) as it's written? Hearing
none, it's approved. Number (5).

Mr. Swick: The word "seek" gives me some comfort, but shouldn't the word
"shall" bLe "may"?

Mr. Gallagher: Yes. I move we adopt the word "may'.

Mr. Pihl: 1I'll second it.

Mr, McFarland: "The Permanent Fund may seek to revolve its funds by selling
its Investments ."" Any objection to that wording? Hearing none, it's adopted.
Number (6)"the Permanent Fund shall seek to maintain a reasonable diversification
in its investments." Any disagreement with that? That's approved. Number (7).
Any objection to number (7)? Hearing none, it's adopted. Number (8). We added
something to that, didn't we?

Mr. McDowell: Second sentence -- "The Permanent Fund shall be sensitive to
the views of affected local communities and shall include an analysis of those views
In proposals for large investments'

Mr. McFarland: Any objectior to that wording? Hearing none, it's approved.
Number (9). Any objection to number 9? Approved, Number (10) we already agreed
on == The Permanent Fund shall provide for operutional and performance evaluations.
Number (11) Any objection to that? Hearing none, it's approved. Section 110,
Borrowfng Powers. Any objection to that paragraph? Hearing none, it's approved.
Sectlor 120, Reports and Publications,

Mi. Mcbowell: This is where we will add another sentence that says, "The

annual income statement and balance sheet of the Permanent Fund shall be punlished
in at least - ne newspaper in each judicial district."

Mr. McFarland: Any objection to that? Hearing none, it's approved. Section
140, Technical Assistance.

Mr. Gallagher: One thing I'd 'ike to point out here is that technical assistance

is an operating expense and therefore Lt's deductible under operating expenses,
Dr. Logsdon: So If there is no {nvestment made this {s an adminlstratlve cost?
Mr. Gallagher: Right.

Mr. MeFarland: Any objectlons? Hearling none, 140 is approved. Section 150,
Confllet of Interest Policies. Any objectlen to that?

Dr. Logsdon: Tsn't legally "shall" a term that is used to be very positive
rather than "will"? Such as "shall" disqualify themseclves

Mr. Gallagher: We've got a quorum requiring four peonle to be on the i{nvestment
committee, three people are required Lf you need a majorlty and 1f one or two dia-
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qi Lify themselves you'd never have a majority.

Mr. McDowell: They should be in the inevestment committee meeting becausz they
have the most information to contribute to the discussion.

Mr. Gallagher: 1I'm just pointing out that when you say "shall" d'aqualilfy
you're really cinching the requirements,

Mr. McFarland: You do, but I think you have to have it.

Mr. McDowell: 1It's a public fund.

Mr. Swick: Does the structure allow something like that to be elevated to the
pollcy board?

Mr. McDowell: No. The policy board could consider interpretation of 150, but
they can't consider the investment committee.

Mr. Edenso: Then they just consider their ownlDVestmen:s st convenient times
where Lhey have a conflict of interest. You're not going to have all three of them
walk In at the same time with some kind of problem.

Mr. Gallagher: But when you disqualify one, are you no longer in a quorum?

Mr. McDowell: The quorum applies to whether you can hold the meeting, and
offlcillly, it also applies tu the vote. The mujority vote must take place within
the quorum; therefore, le can't disqualify himself after the meeting is started.

Mr. Edenso: That's only if they are addressing themselves to a particular
Investment. fhe meeting itself is not disqualified if they have a quorum because
fome may or may not have an interest in a particular Investment.

Mr. Gallagher: But you've got to have four penple there for every vote?
[f one person disqualifies himself.

Mr. Edenso: 'Then they can't vote on that investment. I think "shall' is

probably proper, although 1'm not dissatisfied with "will".

Mr. PLhl: 1 don't see anything in here that requires a member to make known
any Interest In something that is being considered.

Mr. McDowell: There is a disclosure law that is covered at the very end.
Mr. Pibhl: What If he fust doesn't come to the meeting? I think he should be
required to make a disclosure of any interest.

Mr. Edenso: I think that's required under sectlon three at the end.

Mr. McDowell: Al! right, let's see, "Members of the Investment commlttee shall
disclose thelr Interest {n any investment proposal and disqualify themselves from
voting on it." How's that? That gets it during the Interim before you have to
report ft,

Mr. McFarland: [ doubt that anybody will be appointed to the board who will

have to worry about financial disclosure.

Mr. Gallagher: I was just pointing out the problem. As an officer of a
corporation do you have a financial interest?
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Mr. McFarland: Only to the stock.

Mr. Motley: Why don't we leave it at any kind of financial interest.
Mr. Gallagher: Maybe it is something the policy board should handle itself.

Dr. Logsdon: You could require disclosure without disqualification. Let
somebody else declde it for you.

Mr. Pihl: T really think the requirement for disclosure should be in.
Mr. Gallagher: I feel that it should be defined by the policy board, but I

was trying to make sure that we don't put anything in the statute that prevents the
policy board from making a reasonable judgment.

Mr. Edenso: Is our wording now, 'shall disclose their interest in any investment
proposal and disqualify themselves?"

Mr. Gnllagher: 1 350 move.

Mr. Motley: I second.

Mr. McFarland: Any further discussion? Any objection? Hearing none, it's
adopted. Location of the Fund.

Mr. Gullaghgg: 1 move to strike that.

Mr. Motley: [ second, Strike that whole section.

Mr. McFarland: Any objection? Hearing none, it's approved. Sec., 170,
Confidentiality of information. Any objection to that? Hearing none, it's approved.
Sec. 180, Tax Exemption.

Dr. Logsdon: 1 assume they are exempt from federal taxes?
Mr. Motley: Yes.

Mr. McFarland: Any objections to 180? Definitlons - any objections to the
definitions?

Mr. McDowell: I suggest you modify (3) to change loans and loan puaranteces
to debt and debt guarantees.

Mr. McFarland: Anything else under definitions? Hearing none, it's approved.
Sec, 110, Policy Board Investment Committee. T don't know what that is.

Mr. McDcwell: It's exempt service.

Mr. McFarland: Any objection? learing none, it's approved. Sec. 2007

Mr. McDowell: It adds the Permanent Fund, boards and commissions, members
of which must disclose thelr financial interest.

Mr. McFarland: Section (4), Investments Outstanding. Any objections to that?
Herring none, 1t's approved. Five 1s an emergency clause. Any objection to that?

Mr. Gallagher: 1t takes effect immediately. I didn't want to wait 90 days.
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Mr. McFarland: What was the other document we had?

Mr. Gallagher: That was the interim investment.

Dr. Logsdon: There was one section that we didn't approve. We approved every-
thing except the one on the constitution of the Permanent Fund policy board.

Mr. McDowell: There was only one change and we approved it. The change was
one sentence, ''the initial term shall be one member serving' we just took out "by
lot",

Mr. Pihl: That was '"determined by the Governor" wasn't 1it?

i Mr. Gallagher: The Governor sends down a letter saying you have a one year
or five year appointment.

Mr. Edenso: It leaves it up to the Governor to do it.

Mr, Gallagher: There were a few minority opinions on a few subjects. When we
send this to the legislature, how shall we Include the minority views?

Mr. McFarland: Nobody asked to be recorded that way.

Mr. Gallagher: When it goes down to the legislature, do you want a report of
why we did each section this way?

Mr. Motley: I think it's going to go through so much anyway that we'll never
recognlze it afte.wards,

Mr, McDowell: It already exists as a matter of public record in the consultant's
reports and the transcripts of all the meetings.

Mr. McFarland: Do you want action on th: interim bi11?

Mr, Gallagher: Yes.

= e S Sttt ket

Mr. Pihl: Does the interim legislation provide for getting the policy board
and the investment committee in motion?

Mr. Motley: You can't do 1t without law.

Mr. Gallagher: 1 think we're going to do that right here.

Mr. Motley: It's cleaner just to leave it the way it is, The money is coming

[n and we've got to start putting it in investments.
Mr. Pihl: 1 just wondered about forming fnvestment committees.

Mr, Motley: I think you're better off not doing 1it.

Mr. Gallapher: Does everyone understand number one is U, S. Government
securities? Number two 1s things like the World Bank and lLiiter-American Development
Bank. Number three is CD's - Corporate investment grade securities must be double A
or above. Bankers acceptances; repurchase agreements one through five; deposits of
S&L's not to exceed 10% of each S & L's deposits exclusive of federal, state, and
municipal deposits, and that also goes for credit unions,

Mr. McFarland: Any objections? Hearing none, it's approved.
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Edenso: Is that the whole bill1?

Mr. McFarland: Yes.

Mr. Edenso: No changes to it?

Mr. Motley: Mr. Chairman, I want to compliment you on your ability to
shepherd these two deals and you've done a good job of keeping it going.

Mr. McFarland: Tt was a well thought-out document, really.

Mr. Swick: I think the whole Investment Advisory Committee ought to be
commended. You came up with a fine job.

Mr. McFarland: Meeting adjourned.

Meeting adjourned at 4:00 p.m.
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