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I am Vf>:ry sorry that I cannot attend your 
hearings ncheduled for April 2" and 21, on the Permanent 
Fund . I would like, neverthelef s, to set down for your 
consideration a precis of my vi1.ws. 

The special State .nvestment Advisory Committee 
Hearings held last year were an immensely valuable start of 
consideration of us'e.s of the permanent fund . Jl.dvisors were 
used intelligently and were made to work hard to educate the 
Committee on development loan and permanent fun<l systems in 
place elsewhere . Not th~ least importa:-it lesson of the 
hearings was the tact that public education as to the pera­
meters of the is ·:; ues is at least as important as pur e public 
input. In light of this, I feel that you should consider 
compil ing a readable digest of this expert testimony , and 
that otherwise available to you, as to what has happened 
elsewhere both with permanent funds created with non- renewable 
resource revenues and with public development banking. I 
fu~ ther suggest that the digest be made broadly available 
in Alaska before embarking on broad scale public hearings. 
Hearings conduct ed in this context would seem to me to be 
very much more valuable than those conducted in a public 
vacuum of 1'.nowl edge of what has happened elsewhere. Ideally 
the digest would contain a readable summary of the history 
of state loan programs to date. 
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If I may presurr.e to advise you further on 
procedure, I commend to your consideration the hearing­
seminar procedure of the type conducted by the Brookings 
Institute in 1970 after the North Slope lease sale. The 
considerations of possible use of the permanent fund ha\re 
major implications for Alaska's governmental structure as 
well as its economic future. I cannot emphasize too strongly 
the importance of the selection of the correct method 
of securing public input . 

As to substantive matters, I have two observa­
tions. First, th~ preliminary pass at the development loan 
banking issue which I chaired in Juneau in 1971 elicited 
the firm recommendation of the repredentative of the World 
Bank that structuring of a development loan program be 
preceeded first by intensive investigation of develo· 1ent 
banking opportunities . We were told then ,and I have heard 
since , that a one year initial effort to ascertain the 
scope and magnitude of investment opportunities be first 
undertaken before a developmental banking structure is 
legislated. The initial committee should he comprised 
of Alaska businessmen , entrepreneurs and investors in 
various sectors of our economy and s hould have adequate 
support help . 

1ur situation in this regard is better advanced 
than in 1971 for now we have developing case histories of 
successes and failure s in Native Corporate investment in the 
State. We should take advantage of this body of knowledge 
in configuring an~ Development Loan structure . 

Secondly, I feel that Permanent Fund monies 
devoted to the public sector should be used on a "lever­
aged" basis. I feel that establishment of reserve funds 
to support local government borrowing or State agency 
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borrowing for this purpose is preferable to direct loans 
to municipalities . The reason for this view is the fact 
that local government bonds are tax exempt. Loans between 
tax exempt entities are not economically efficient if the 
debtor entity can borrow publically at tax exempt rates. 
Satisfactory precedent for this procedure now exists with 
both the Alaska Municipal Bond Bank Authority and the 
Alaska Housing Finance Corporation. 

Thank you for the opportunity to comment. I 
wis h again I could attend the meeting and hearings. Extra 
copies are enclosed for the Committee ' s use . 

Very truly yours, 

WOHLFORTH & FLINT 

By ( a.& f ~ lc1L~~ Eric E. wol:fort'h 

EEW :vf 

Enclosures: as stated . 



ERIC E. WOHLFORTH 

ROBERT B. FLINT 

TIMOTHY G, MIDDLETON 

TO: 

FROM: 

L.AW OF'F'ICES 

WOH L FORTH & F LINT 
A F'ROFCSSIONAL. CORPORATION 

645 G STREET 

ANCHORAGE, ALAS'<A 99501 

M E M 0 R A N D U M 

Hon . Sterling J. Gal lagher 
Commis sioner of Revenue 

Hon . Clark Gruening , Chairman 
Speci al Committee on the Alaska 

Permanent Fund 
r 

Eric E. Wohl forth °( .. -,_ ·-< ? 

T ELEPHONE 
AREA CooF. 907 

274-2519 
272-9489 

DATE: February 1, 1978 

SUBJECT : Brief Comments on House· Bill 595 Relating to 
Income of the Alaska Permanent Fu~d, House Bill 
596 Relating to Non- renewable Resources , and 
House Bill 682 Relating to Non- renewabl e Resources. 

Section 1 of HB 596 prov ides for an investment 
oversight committee apparently with the purpose of overseeing 
the activities of all agencies of the State performing 
lending, borrowing or investment functions, including the 
corporations est~blished by the bill itself . 

Section 3 of the bill establishes , by adding a new 
chapter to AS 37 , the Alaska Permanent Fund from whi6h is 
allocated 5/6 of minera l ren ts and royalties to the Alaska 
Permanent Fund Corporation. AS 37 . 13 . 020 contains legj.slative 
findings with respect to the Alaska Pc~manent Fund Corporation 
and its primary goal wh ich is Lo maximize total retur n while 
mai ntaining safety of principal and states that it is a 
savings d e vice to allow the maximum use of disposable income 
as needed fo~ the purposes as provided by l aw . Under 37 . 13 .130 
the prudent man rule is cs tilblished to govern the inves tme nt 
activities of the corporati.on with the provision that asse ts 
may b e used only for income producing investments and t hat 
the board maintain reasonable diversification. Subsection 
(g) of Section 130 limits investments to direct obligations 
of the United States , mortage loans and stock and ''corporate 
obligations freely marketable under the Securities Act of 
1933 11

• It is submitted that the limitntion to direct obli­
gations to the United States may be too limiting now and 
that inves tment permission should be cx l e ntlecl to governme nt 
agencies a nd instrumentalities currently t he subject of 
inves tme nt of monies in t h e State general f und. 
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The Alaska Enterprise Investment Corporation is 
created by Section· 4 and is funded with an allocation from 
the Permanent Fund of one-sixth of all of the receipts 
thereof up to $100,000,000. The corporation is permitted 
to invest its capital in loans or stock of projects, with 
stock investment limited to 25% of t he capital stock of a 
project and loans up to 90 % of cost except where additional 
amounts are necessary to protect the interest of the fund . 

AS 44.55.125 imposes a prud~nt man rule on the 
i nves tment policy of the corporation requir i ng at l east 150% 
of all.guarantees by the corporation t o be invested in 
i nves tment grade securities with not more than 50 % invested 
in "financing the establishment, improvement , and expansion 
of pr oductive private enterprise wh ich will be11efi t l\laskun s , 
and for which sufficient capital is not available from other 
sources or unreasonabl e terms 11 in the form of ec111i ty, debt 
or guarantees and 50 % "for f inancing the longe1:~ term invest­
men t capital needs for financially s ound small and medium 
scale community development projects of munic ipali ties and 
public corporate e ntities and private dwe llings for whi ch 
s ufficient financing is not available from otl1er sourc~s or 
unrea~onable terms 11

• •rh e right to guarantee obligations in 
addi tion to the right to invest i n the stock or purchase the 
debt of a corporation i s r eferred to in AS 44. 55.080 a nd ns 
44. 55.120 and provides that the corporati on has powe r to 
guarantee obligations of another corpora tion or l ega l entity 
to f acilitate t heir sale . In general , guarantees arc made 
in connection with corporate fina ncings by a par ent of a 
s ubsirliary i n whi ch the r e is a l ready u n i nves tment . '!'here 
would be some question a s to whether a guarantee of debt not 
i ncid( nt to a n investment of 11\onics -...·ou ld qua] i fy under t h0 
constitutional limitation t hat money to the Permane n t Fund 
mc:iy only be i nvested in an l ncome prc1ducing sccuri t ics . 

J\S 44.55 . 130 establishes a c<lpital reserve «ccount 
l:o secure obligations of the corporil I. i.on. Mon les in t he 
<:i.lpi tal reserve i.lccount are to be u~wd to pay principal , 
interest and redemption premi um on obl igations 0f the cor­
pora ti on . 'l'he capital reserve c:iccom1 t 1 s f.untl ed with the 
income of the corporation until t hat .i [j equ;:i J to 25?; of it.s 
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outstanding obligations . Under AS 44.55.120(4~ t he corpora­
tion is permitted to borrow amounts up to its paid-in capital . 
If the corporation is conceived as a borrowing vehicle to 
provide money for investments or loans and there should be 
additional provisions establishing its rights to enter into 
covenants and agreements with bondholders , provisions 
providing that the indebtedness of the corporation is not a 
debt of· the State and otherwise as necessary for a public 
bond financing . The above is not in the nature of a policy 
observation since it is readily perceived that the pr imary 
thrust of the fund is an investment or lending vehicle 
rather than a borrowing vehicle . 

HD 595 provides that income from investment of the 
Permanent Fund , becomes part of the Permanent Fund and may 
be used to prJvide for guarantees of indebtedness issued by 
governmental agencies of the State for power projects. This 
is a worthy and sensible goal for the use or Permanent Fund 
income in my opinion. However , I feel that the efficacy of 
a guarantee of debt of public a~thorities , municipalities or 
agencies issued for power proj ec ~s may well be subject to 
the legislature ' s appropriating ii1come to the fund for this 
purpose on an annual basis. Further , the requirement that 
the fund itself be invested in income producing investments 
may not be satisfied by a guarnntee ,r indebtedness of 
another body. When l\S 37. l.3. 200 provides for the guo.r <.rn tee 
of indebtedness issued for power projects of monies trans­
ferred to the Per;· .men t Fund from its income , the ac tuil 1 
obligation which i s entered inJ·o by the board of trustees of 
t he 7\laska Permanent Fund Corpvration may amount only t·.o an 
annual a :rection to use income for the purpose stated rather 
thun a long term obligation requiring the corporation to 
devote the income to that purpose without further act . As I 
have stated before, I may weJl be wr ong in my reading of the 
power and permission to devote Per1p;rnent Fund i.ncomc on a 
long term basis without furLher appropriation of the legis­
lature , but I think there is at least a subs tantial question 
whet he r un cf fecti ve guarantee can be entered i nt:o unclcr !ID 
595 of s uch income to secure indebtedness of nnother party. 

7\s to llB 6 82 creating an 7\laskrt Re newable ncsources 
Corporation , the primary purposes appear to be reseurc h and 
development in rcncw~ble res ource industrjcs .1n~ invc~ tmc nt 
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in projects related to research and development . The 
investment permission in AS 37.12 . 170 is limited in size 
($1,500 , 000) and in percentage of a project (25%) unless a 
greater amou1. ··. or percentage is fixed by concurrent legis-
lative resolution. Under AS 37.12 . 050, the corporation is 
allocated 5% of mineral lease bonuses and rentals, half of 
which are to bi~ placed in the fund . Under AS 37 . 1/ . 150(11) 
the corporation "may make financial assistance available in 
the form of grants, loans, loan guarantees or other appro­
priate forms to public research· and development groups in 
the state in c rder to facilitate investment" and in (13) may 
further make grants . The power to make grants seems to run 
counter to the constitutional r equirement that the Permanent 
Fund may only be invested in income producing investments. 
As to guarantees, please see my co~nents above . 

EEW : j '. 
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Dcnr Commissioner Hohlf_orth, 

Octobe r 19, 1971 

The objective nf f:ormine an Ala s ka Indu s trial Development 
Corporation i.s c erta )nly conmlencfable, from a theoretical standpc.int. Ye t 
given the variety of s tructural and operational alternatives relative to 
such f orma tion, the small step from concept-in~theory to implemcntat i.on­
~n-prnctice imposes on the executive several large and 'ard qu~ s tion s 
which cl cmand r esolu tion. It was obvious , from our. convcrsntion J.:ts t Fr i.clay , 
that you and your staff .1re well aware of the organizationa l problems and 
pitfalls . What you might b e less famil:i.ar with - insofar as resem:ch 
nrnter-i:tls are concerned, is: 1) the l ates t literatu"?:e on industri :-.1- aid 
financing and the IRS; 2) pror.pectivcly, the increased case and a t tractivc:­
nes t: of ll sing t ax- exemp t honcls i ssu ed by th e s tate or a state agency, a s 
the p rimary financin g vehicle for raisine seed capital to lure n ew indus try 
to Aln s ka. 

Recent efforts by t he Investment Il::mkcrs As sociation and 
other in t:cres t cd croup s have conccn trn tccl upon: 

the dcsirecl cxclur.ion fr.om present I.RS i nclu s trial­
ai<l bond lim.i.Ls o[ all s t: a te nnd locnl eenc.>ra l 
obliga tion bond issues , r ct;<lrcllcss o.C purpo se 

cxpnns ion of th<' s l-rnigh t in<lu:. trinl- aicl limi t to 
$U mi llion pe r i S!;u e , as proposed by Chnirman 
Wilbur Nillr. of the House Ways oncl Neans Conunit t e c, 

l;-nvor11hl c net ion i n ci thcr of these nrcns shou l cl p1·omo tc r e ­
n ewed considernti.on by J\ lLlska of tax-frc:c industrial-aid boncls n: n fin :rncing 
nltcrna t i ve to subsid ize or support s t atewide indu r. l'r in l development. Th<' 
chettpC'r.t mcthocl of financing would c l early be to issue v oted bond s bncked 
by the [:tntc ' i:: cuarnntce or its full .C nil: h :rncl crecl it . Renson.:iblc rate! 
could nl so he obtained hy usjn r. a state :1ccnc y ns issuer, provldcd thnt: 
1) n <lC'bL- scrv ice- n~scr.ve funcl wer e es tnb li s h eel from bond proceeds equnl 
per i1; r. 11 c to 111:n;i111u111 nn111i.:tl pd.nci.p."\ l nnd j11Lcrcst ; 2) annu:1 l n.cccss Lo th C' 
r.t<ll'e'~; r,e nC' rnl foncl we r e st:tl:lllorlly p r 111 it tc'<I , to co111pcnsntC' for any 
clrm~tl own o[ l'h c• rcsc1:vn fltn<l to mee t dcliL- r.crvi.cc pa yment !': . In the case of 
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either direct state or state agency financing, support for industrial­
a:i.d issues would presumah ly be derived not from state- tax moneys, but 
rath er from l oan repayments by the benefited industries. As such, from 
a municipal ar1alyst' s viewpoint, the bonds in due coui:se would be treat­
ed as self-liquidating obligations deductible from the state.1 s gross 
debt - thus reduci.ng, to small er no measure', potential impairement of 
the state ' s ceneral cre<lit . 

The success of an industrial clevelopnient co:·porat:i.on in 
Ala ska is keyed .us m1ch to its !Jtru ..... t1re rmd plnnni7'ls •s ::0 tlr.~ ri1.:?thoc.1 
selected for financing its operation s . It would be an error, in my view, 
to staff ancl administer the corpo~a.tion ns a unique, state-level entity 
responsible only to the executive and a governing board, and responsive 
by its nat:ure largely to the corporate stature, po_tential profitability, 
Clncl market pro~riert·~ 0f <ippl i.c:int inclust:r:i cs on a case-by-case basis. 
In order to ensure a better, more even-handed result, I ~ould strongly 
r ecommend - before the corporation is formed, that a joint stucly be under­
taken : by the state and selected local governments or chambers of commerce, 
to determine the number , type, .) ize, and optimum location of the industries 
that such a corporation would seek to draw to Alaslrn. By inviting locnl 
participa tion in the planning process, the corporation would adcl i tionally 
benefit from n broader political hasc of support, as well as a greater 
pro}:pective commitment from the private local sector in financing a share 
of th'e corporation's activities . Then, too, while there is an evident 
neecl for an executive director and profes siona l staff on the statc-co1:porn­
tion l evel, t here would seem to b e nn equ.\llly pressing need for local 
repreE:entation on t he governing bonrcl-wh:i.ch would presumably :i.nclud<:' lead­
ing spokesmen from the public, business , financial, nnd academic comrnun:i.­
ti.es . 

Much stress i.n this annlysis h\:16 been r,ivcn to the necess:i ty 
for :intergovernmental cooperntion i.n plnnning, orgnni:dng, and aclmini stcr ir.~ 
nn Alnr.ko Indu s trial Development Cor orntLon . '!'h is r l.! l:lti.onship could 
acldiLi1 1ally be extended, on the pul .lie level, to the financing aspect ar. 
well. Where the siting o[ n corporntion-:i ss i steel enterpris~ could renson·· 
ably l>c expccLccl to stimulate ancil1:1.ry d evelopments, the loc01l govern-
ment in the are:t may stronnly be induced to und erwrite certain infcns tr11c­
tunl costs a ssociated with servicing an in{lu s tri.:il complex. To the extent 
tlwt such pnr ticipntion could be courted, the cnpital costs of n corporn­
tion-n ~sisLC'u cntcrpl:i sc would be reduced, and the fr C' e-resourcc funds of 
the corporn t ion en largc•cl accordingly . 

I welcome thi t: opporttrnity to t::hnre th<:'se vicws with you, 
Mr . Wohl.forth, nnd hope 1·h :1c the enclosed mntC'ri&:llf. on i.n<lustd .al- nicl 

, 
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financing will prove of value. 
please be in touch. 

Enclosures 
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622-2530(415) 

cc: Mr . Leland S. Prussia. Jr. 
Mr . William D. Shaw, Jr . 
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If I can be of any further aszistancc, 

Sinc;erely, 

Merrill Ring 
Senior Resctirch Oif iccr 

.. 




