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INTRODUCTION

Ever s in c e  completion, o f  the p ip e l in e  when large  amounts o f  o i l  revenue 

began flow ing  in to  the s ta te  treasury , Alaskan policymakers have been faced  

with the dilemma o f  determining the most equ itab le  way o f  sharing the s t a t e ' s  

natural resource  wealth.

One attempt a t  wealth sharing resu lted  in  the enactment o f  the Permanent 

Fund Dividerd Program in  1980. The program would annually d is t r ib u te  o n e -h a l f  

o f  the earnings o f  the Permanent Fund d i r e c t l y  to Alaskans. The fa c t  that the 
d is t r ib u t io n  i s  based on length  o f  res idency , however, has resu lted  in a le g a l  

challenge to i t s  c o n s t i t u t io n a l i ty  which has delayed i t s  implementation.

Numerous other p.-oposals have a lso  been o f fe r e d .  Some are prc fo r th  as 
op tion s  to be considered i f  the dividend program i s  inva lidated . Others are 

intended to supplement i t .  And s t i l l  others  are e n t i r e ly  independent 
approaches to the wealth sharing o b je c t iv e .

This paper d iscusses  several o f  the p r in c ipa l a lte rn ative  proposals f o r  the 

sharing o f  s ta te  wealth. Included are various forms of d ir e c t  cash 

d i s t r ib u t io n ,  a n n u it ie s ,  roya lty  t r u s t s ,  the P o r t f o l i o  o f  Alaskan C it izen  
E n terprise , grants  to m u n ic ip a l i t ie s ,  and public endowments. Also suggested 
are severa l c r i t e r i a  which need to  be evaluated In the design o l  any form o f  

d i s t r ib u t io n  program.



Annual Per Capita Cash Distribution

The sim plest change to  the current Permanent Fund Dividend program would be 

an annual per ca p ita  cash d is t r ib u t io n  plan, as d iscu ssed  in the Govenor's

Report -----  " P o l i c y  A n a lys is  Paper No. 81 -24 ."*  Money in  the Permanent Fund

dividend account, a s p e c i a l  account w ithin  the General Fund would be d iv id ed  up 

equ a lly  and d is  ’ r ibu ted  to  e l i g i b l e  " s ta te  r e s id e n t s . "  Under current law, 50% 

o f  the earnings from the Permanent Fund p r in c ip le  go d i r e c t l y  to  the account.

I f  the L e g is la tu re  d ec ided  to Increase annual d iv id en d s ,  a d d it io n a l  monies 

cou ld  ’ a appropria ted  from the general fund.

A ppropriations  to  supplement dividenc payments would rio doubt be requ ired  

at f i r s t ,  because Permanent Fund earnings are not y e t  s u f f i c i e n t  to pay any 

s iz a b le  d iv id en d s .  Any a p p rop r ia tion  must be payed back according to  AS 

43 .23 .050 , because the program would not be intended to  d is t r ib u t e  General Fund 
or  Permanent Fund p r in c ip le *  At present the Permanent Fund dividend account 

conta ins  on ly  $27 m i l l io n * ^

An annual ,jer ca p ita  cash d is t r ib u t io n  plan would be the e a s ie s t  way to  

rep a ir  the current Permanent Fund dividend program i f  i t  i s  s truck  down by the 

U.S. Supreme Court. Each Alaska res id en t  would r e c e iv e  an equal share. The

major l e g i s l a t i v e  change would be amending the d u ra t ion a l res idency  p ro v is io n .
an i dX J

H opefu lly , -the- Gupgeme - Gmrrt -  d e c i s i o n p r o v i d e  g u id e l in e s  on a c o n s t i tu ­

t i o n a l ly  accep ta b le  d e f i n i t i o n  ■ d  residency ,

^Policy  A nalys is  Paper No. 81-24 "Option 1 , "  D iscu ss ion  Paper Permanent 

Fund Dividend A l t e r n a t iv e s , October 12, 1981, State o f  Alaska, O f f i c e  o f  the

Govenor, D iv is ion  o f  P o l ic y  Development and Planning.

• Jon tr ibu tion s  to  the Permanent Fund dividend account are made on a "cardi 

b a s is "  and averaged in  with p r io r  y e a r 's  c o n tr ib u t io n s .  This keeps down 
co n tr ib u t io n s  to  the account during the f i r s t  lew y e a rs ,  thereby, p ro tect in g

the Permanent Fund p r in c ip le .
I
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Under th is  program, Permanent fund earnings could be d is t r ib u te d  to State 

r e s id e n ts ,  thereby e s ta b lish in g  a l in k  between the s iz e  o f  the Permanent Fund 
and in d iv idua l personal incomes. An annual per cap ita  cash d i s t r ib u t io n  might 

not encourage long-term  s ta te  res id en cy  as the current plan a t t e m p t -  Tn
i t  may encourage short-term  residency  i f  the residency prov is ion  i

(jjjSLoXhr*— ,
This plan a lso  has two other p o licy  im p lica t ion s ;  f i r s t , the dividend

d is t r ib u t in g  cash may e f f e c t  the e l i g i b i l i t y  o f  ind iv idua ls  re ce iv in g  p ub lic  
a ss is ta n ce .

Federal Income Tax. A permanent fund cash dividend would be considered 

taxable income by the In terna l Revenue Service (IRS). Currently the average 
marginal tax rate in Alaska i s  35%. This means at le a s t  35% o f  the Permanent 

Fund earnings paid out in dividends w i l l  end up in the Federal treasury . In 
f a c t ,  a cash d is t r ib u t io n  may a c tu a l ly  bump up 'h e  average marginal tax ra te ,  
by moving some in d iv id u a ls  in to  a higher tax bracket. Many people won't c a re ,  
and w i l l  s t i l l  pre fer  cash. However, Alaskans with a marginal tax rate above 

50% might want to d e fer  th is  extra  income.

The current dividend plan attempted to get around th is  problem by a llow ing  

res id en ts  to d e fer  r e ce ip t  o f  the dividend. Unfortunately, the IRS issued a 
ru lin g  that the permanent fund dividend was subject to " c o n s tru c t iv e  r e c e i p t . "  
Constructive  re ce ip t  requ ires  payment o f  taxes on the dividend even i f  you 

d o n 't  e l e c t  to rece ive  i t .  The IRS has allowed State employees the op tion  to 
d e fe r  a portion o f  th e ir  wages, thereby, sh e lter in g  the amount deferred  from 

Federal Income Tax. However, regarding the Permanent Fund d ividend the IRS 
reasoned:

"Dividend payments are a v a i la b le  to a l l  applicants  who meet the age and 

residency  requlrenu its ,  and who f i l e  timely a p p l ic a t io n s .  Since Act 
dividends are not paid as compensation fo r  s e r v ic e s ,  the ra t io n a le  and 
con c lu sion s  stated  in Rules 6-31 and 69-50 do not a p p l y . . . "

And fu r th e r ,

"We conclude that an in d iv id u a l reporting  on the cash r e c e ip t s  and 
disbursement method o f  accounting who e le c t s  to  d e fer  the dividend by

would Income taxa tion ; and second
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selection of either the postponed payment method or the twelve monthly 

installment method will be required to include the amount of such dividend 

in gross income for the taxable year in which the dividend would have been

This ruling is not final and does not necessarily mean that it is 

impossible to shelter the Permanent Fund dividend. The IRS letter also states:

"However, income is not constructively received if the taxpayers control 

of its receipt is subject to substantial limitations."

The terra "substantial limitation" is not defined, at least in the letter, 

and its meaning would no doubt be decided upon by the IRS on a case by case 

basis. To take advantage of this "loophole" the state could require that all 

the dividends be placed Into a retirement account. In this way a person would 

not be able to receive it until some time in the future. This might vork. If 

a person has the right to take the cash upon issuance of the dividend it 

becomes more difficult to get around constructive receipt, however, it may be 

possible. At any rate, It will take a lot of work to develop a suitable tax

3Le tter dated February 27, 1981 from the U.S. Department of Treasury, 

Internal Revenue Service to the State of Alaska, Department of Revenue. The 

ruling is directed only to the requestor, and may not be used or cited as 

precedent. *

received..."3

shelter.

'♦See: AS 43.23.080.



P u b l i c  A s s i s t a n c e  A n o t h e r  a d v e r s e  e f f e c t  o f  a n n u a l  direct,.dis­

t r i b u t i o n  is t h a t  f o r  m a n y  o f  the s t a t e ' s  p o o r  the p l a n  a m o u n t s  

to  a l m o s t  a hoax. W h i l e  it is o f t e n  c i t e d  as a m e a n s  o f  

i m p r o v i n g  the l i v i n g  c o n d i t i o n s  o f  the poor, the r e a l i t y  of 

t h e  s i t u a t i o n  is t h a t  f o r  m o s t  o f  the s t a t e ' s  t r u l y  n e e d y ,  the 

p l a n  m a y  r e s u l t  in no . p e r c e p t i b l e  ben e f i t .

The p r o b l e m  a r i s e s  f r o m  the fa c t  t h a t  the d i v i d e n d s  w o u l d  

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

P u b l i c  A s s i s t a n c e  p r o g r a m s  w h i c h  are s u b j e c t  to F e d e r a l  r u l e s  

and g u i d e l i n e s .  The e f f e c t  is t h a t  m o n e y  r e c e i v e d  f r o m  the 

S t a t e  w i l l  s i m p l y  d i s q u a l i f y  a p u b l i c  a s s i s t a n c e  r e c i p i e n t  

f r o m  r e c e i v i n g  F e d e r a l  aid on  a d o l l a r - f o r - d o l l a r  basis.

The r e s u l t  is that the r e c i p i e n t  s h o w s  no n e t  g a i n  f r o m  h a v i n g  

r e c e i v e d  the d i v i d e n d .

For example, n permanent fund dividend could  make a recipient: under the 

s t a t e / f e d e r a l  program -  Aid to  Families With Dependent Children (AFADC) -  

i n e l i g i b l e  f o r  b e n e f i t s .  Currently , i f  a parent or  guardian 's  "g ro ss  income" 

exceeds $762/m o., or  th e ir  "net income" exceeds $ 5 0 8 /n o . , the fam ily  i s  not 

e l i g i b l e .  I f  the fam ily  rece ived  a permanent fund dLvidend o f  $1,200 as a lump 

sum, the payment would count as "e x c e s s "  income. A ccord ‘ ng to  r e g u la t io n s ,  the 

money would have to be averaged over a c e r ta in  period by d iv id ing  the d iv idend  

re ce iv e d  by the l im it  f o r  "net income#^ With d iv idend , the fam ily

would become I n e l i g i b l e  f o r  a ss is ta n ce  f o r  % .36> months ( $ 1 ,200 /$508 ).  An 

a d d it io n a l  n egative  Impact i s  that the c h i ld  would he nade i n e l i g i b l e  f o r  
Medicaid as w e l l .  I f  the dLvidend were pi id in  monthly in s ta llm en ts ,  i t  might make 

the fam ily  i n e l i g i b l e  a l l  to g e th e r .  And even i f  I t  d i d n ' t ,  the monthly 
d ividend would be subtracted  from the b e n e f i t s  due.



in a l u m p  s u m  and s p e n d  it i m m e d i a t e l y .  U n d e r  F e d e r a l

r e g u l a t i o n s  the f u n d s  w o u l d  n o t  be c o u n t e d  a g a i n s t  the r e c i p i e n t ' s  

r e s o u r c e  l i m i t  in the m o n t h  d u r i n g  w h i c h  t h e y  w e r e  r e c e i v e d .  

H o w e v e r ,  a n y  of the d i v i d e n d  w h i c h  r e m a i n e d  at the e n d  o f  the 

m o n t h  w o u l d  be c o u n t e d  a g a i n s t  the r e c i p i e n t ' s  r e s o u r c e  l i m i t  

f o r  the f o l l o w i n g  month. Th i s  i n c e n t i v e  f o r  the p o o r  to s p e n d  

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

s h o u l d  be e n c o u r a g e d ,  b u t  it m a y  r e p r e s e n t  the o n l y  p r a c t i c a l  

m a n n e r  b y  w h i c h  t h e y  m a y  p a r t i c i p a t e  in the system.

Th e  c u r r e n t  P e r m a n e n t  Fund D i v i d e n d  p l a n  a t t e m p t s  to

d e a l  w i t h  the p r o b l e m  by e x e m p t i n g  d i v i d e n d s  up to a m a x i m u m

o f  $ 1 . 5 0 0 0  f r o m  i n c l u s i o n  as i n c o m e  f o r  c e r t a i n  S t a t e  p u b l i c

±
a s s i s t a n c e  p r o g r a m s .  But the n u m b e r  o f  p r o g r a m s  f i n a n c e d  

w i t h o u t  a s s i s t a n c e  f r o m  the F e d e r a l  G o v e r n m e n t  is e x t r e m e l y  

sm a l l ,  c o n s i s t i n g  p r i m a r i l y  o f  G e n e r a l  R e l i e f  and G e n e r a l  R e l i e f  

M e d i c a l .  The oulk o f  the S t a t e ' s  p u b l i c  a s s i s t a n c e  r e c i p i e n t s ,  

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

p r o g r a m .

It s e e m s  ironic that the P e r m a n e n t  Fu n d  D i v i d e n d  c o uld 

a c t u a l l y  h u r t  the p o o r  r a t h e r  t h a n  h elp. T h i s  p r o b l e m  m a y  h a v e  

a s o l u t i o n ,  but it w i l l  r e q u i r e  a c a r e f u l  s t u d y  of all 

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

e x e m p t i o n s .



For example, a permanent fund dividend could make a re c ip ie n t  under the 
s ta te / f e d e r a l  program -  Aid to  Families With Dependent Children (AFADC) -  

i n e l i g i b l e  f o r  b e n e f i t s .  Currently, i f  a parent or  guardian’ s "gross  income" 

exceeds $762/mo., or th e ir  "net income" exceeds $508/mo., the fam ily i s  not 
e l i g i b l e .  I f  the fam ily  received a permanent fund dividend o f  $1,200 as a lump 

sum, the payment would count as "excess"  income. According to  r e g u la t io n s ,  the 

money would have to be averaged over a c e r ta in  period by d iv id ing  the d ividend 
rece ived  by the l im it  f o r  "net income." With a $1,200 d iv idend, the fam ily 

would become i n e l i g i b l e  fo r  assistance  f o r  2 .36 months ($ 1 ,200 /$508).  An 
a d d it ion a l negative  impact i s  that the ch i ld  would be made i n e l i g i b l e  f o r  

Medicaid as w e l l .

I f  the d ividend were paid in monthly in sta llm en ts , i t  might make the fam ily  
in e l i g i b l e  a l l  tog e th er .  And even i f  i t  d id n ’ t ,  the monthly d iv ide ad would be 

subtracted from the b e n e f its  due. This would have the e f f e c t  o f  backing out 
Federal aid d o l la r s  with Permanent Fund d iv idends. I t  seems Iro n ic  that the 

Permanent Fund dividend could actu a lly  hurt the poor rather than help . This 

problem may have a s o lu t io n ,  but i t  w i l l  require  a ca re fu l  study o f  a l l  

s ta te / f e d e r a l  public  ass istance  programs to devise  appropriate exemptions.

Royalty O il  Premiums Payments

A program s im ila r  to the annual cash d is t r ib u t io n  system was proposed 
during the Tw elfth  L eg is la tu re .  Covcrnor Hammond introduced, and la te r  

withdrew, House B i l l  67, an act r e la t in g  to roya lty  o i l  payments. The b i l l  
would have d is t r ib u te d  e q u a l ' /  to each s ta te  res ident a share o f  the "premium," 

the amount the State received  above (lie " in  value" p r ice ,  from the December 
1980 roya lty  au ct ion .  The auction netted the State $77 m il l io n  more than the 

in value price  —  about $193 for  each Alaska re s id e n t .

Governor Hammond’ s transmittal, l e t t e r  stated  that the purposes o f  HU 67 
were tw ofo ld :

"By d is t r ib u t in g  the premium obtained over current In-value pricer, d i r e c t l y  

to res id en ts  o f  the s ta te ,  residents  w i l l  gain an increased awareness that 
the s t a t e ’ s natural resources belong to th e m .. . "



And fu r th e r ;

"A second purpose o f  the d is t r ib u t io n  i s  to f u l f i l l  to some degree the 

ex p ec ta t ion s  ra is e d  be enactment o f  the permanent fund dividend program, 

implementation o f  which continues to  be delayed by l i t i g a t i o n . . . " ^

While these  g o a ls  sound reasonable, i t  i s  c l e a r  from the L e g is la t iv e  

Purpose and F indings S e c t io n  o f  HB 67, the r o y a lty  premium payment wen 

d e f i n i t e l y  not Governor Hammond's f i r s t  c h o ic e .  Those f in d in g s  s ta te  in  p a rt :

"Unlike the permanent fund dividend program, however, th is  per ca p ita  

d i s t r ib u t i o n  does not provide an in ce n t iv e  f o r  long-term  residency in  the 

s t a t e ;  i t  does not he lp  assure that the s ta te  w i l l  b e n e f i t  in  the fu tu re  

from a s ta b le  popu lation ; i t  does not encourage a long-term  in te r e s t  in  

prudent managment o f  the Alaska Permanent Fund and the s t a t e 's  natural 
r e so u rce s ;  and i t  does not recogn ize  the many co n tr ib u t io n s ,  both ta n g ib le  

and in t a n g ib le ,  that in d iv id u a ls  have made to the Alaska community during 

t h e ir  previous periods o f  residence in  the s ta te .  Thus, the method o f  
d i s t r ib u t i o n  provided in  th is  Act i s  not the method preferred  by the 

l e g is la tu r e . -*

I t  seems u n l ik e ly  the Governor or the L e g is la tu re  w i l l  rev ive  IIB 67. 

However, the r o y a l t y  o i l  auction  coupled with d i s t r ib u t io n  o f  the proceeds 

r a is e s  some in t e r e s t in g  p o in ts .  F i r s t , the r o y a lty  o i l  auction  was the f i r s t

•time Prudb^o. Ray o i l  was so ld  in  a com petit ive  a u ct io n ,  and i t  netted the s ta te
\
n s iz a b le  p_'emiur- a premium above what the s ta te  normally r e ce iv e s  f o r  i t s  

o i l .  Second, the A dm inistration  •..’as at le a s t  w i l l in g  to  cons ider  d is t r ib u t in g  

the premium, even though i t  arguably represents  p r in c ip a l  rather than 

Investment earn in gs .

D espite  KB 6 7 's  almost a p o lo g e t ic  l e g i s l a t i v e  purpose s e c t io n  and a 

gen era lly  negative  response , d is t r ib u t in g  the premium would e s ta b l ish  a d i r e c t  

link  between personal Incomes and the p r ice  the s ta te  r e c e iv e s  f o r  i t s  r o y a lty  

oil.

I
As an a l t e r n a t iv e ,  the L eg is la tu re  may wish to  con s ider  appropriating the 

premium from the December 1900 roya lty  o i l  a u c t io n  and premiums from any fu tu re

^Sec: House Journa l,  February A, 1981, pp. 1A6-1A7.

i
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a u c t io n s  d i r e c t l y  to the Permanent Fund dividend account. This would tend to 

in crease  the awareness o f  s ta te  re s id e n ts  to  the price  rece ived  f o r  r o y a l t y  

o i l .

P o r t f o l i o  o f  Alaskan C it iz e n  Enterprise

An Act e s ta b l is h in g  the P o r t f o l i o  o f  Alaska C it izen  E n terpr ise , House B i l l  

1006, was Introduced during the second s e ss io n  o f  the Eleventh L e g is la tu r e .
The proposal became commonly known as PACE and was a system by which income 

producing a s s e t s  could  be d is t r ib u te d  or  s o ld  to  Alaskan res i- ’ an ts .  " P o r t f o l i o  

P la n s ,"  as these investments were c a l l e d ,  cou ld  be s ta te  investment funds, 

business  e n te r p r is e s  acquired by the S ta te ,  energy resource  t r u s t s ,  r e a l  e s ta te  

investment t r u s t r s ,  and GSOCs.

PACE. The idea  o f  a PACE ':ame from B r i t i s h  Columbia’ s exper ience  In 

" p r i v a t i z a t i o n . "  P r iv a t iz a t io n  was a means o f  tra n s ferr in g  a s se ts  he ld  by the 

p ub lic  s e c t o r  to  private  In d iv id u a ls .  In 1977 a t  the urging o f  Premier 

Bennett, the B r it is h  Columbia l e g i s l a t u r e  created  the B r it ish  Columbia Resource 
Investment C orporation  (BCRIC), and handed over the fo l low in g  government owned 

a s s e t s :

O il  and gas e x p lo ra t io n  r ig h ts  to  some 2 .3  m i l l io n  acres  o f  crown land in  

B r i t is h  Columbia.

N
81 percent o f  the common shares o f  Canadian C e llu lose  L im ited , a la rg e  

6 ca le  f o r e s t  products f irm , 100 percent o f  the common shares o f  Koi^enay 
F orest  Products Lim ited, a medium s ize d  lumber and plywood m anufacturer,

100 percent o f  the common shares o f  Plateau M ills  Lim ited, a m id -s ized  

lumber producer.

About 10 percent o f  the share o f  Westcoast Transmission Company, which 

op era tes  a major p ip e line  in  B.C. and i s  a ls o  a partner in  the Alaska 

Highway gas pLpeline p r o je c t .

I

A fte r  passage arid transferene  o f  these a sse ts  to BCRIC, e ig h ty  percent o f

i - 6 -



the stock  in  BCRIC, o r  12 m i l l i o n  shares, was tran s ferred  to the p u b lic .  Each 

re s id e n t  re ce ived  f i v e  shares. The B.C. government reta ined  20% o f  the s to c k ,  

but did not become invo lved  in  management o f  the c o r p o r a t io n .  While p o l i t i c a l  pund\Ti 

anc* f in a n c ia l  experts  viewed the program askance, BCRIC became 

immensely popular among ”  0. r e s id e n ts .

/ l *
BCRIC and PACE bear a s t r ik in g  resemblance to  the Alaska General Stock 

Ownership Plan, o r  AGSOC as i t  was popularly re fe re d  t o .  Ti f a c t ,  in many 

res  poets they are i d e n t i c a l .  Ownership o f  shares i s  l im ite d  to  avoid  concen­

t r a t io n ,  d i s t r ib u t io n s  are  l im ite d  to r e s id e n ts ,  board members are  e le c te d  by 

the shareholders , e t c .  AGSOC and PACE are n o t ,  however, e x a c t ly  a l ik e .

AGSOC and PACE. One o f  the m otivations behind PACE was to  vo id  the 

i n i t i a t i v e  p e t i t i o n  to  c re a te  AGSOC. AGSOC, as most w i l l  remember, was. the 

K elso-Gravel plan to d i s t r ib u t e  wealth from Alaska Investm ents. Whether PACE 

would have voided the p e t i t i o n  i s  moot, s ince  PACE did  not pass the L eg is la tu re  

and the AGSOC i n i t i a t i v e  was Cr „eated by the v o t e r s .

While the purpose o f  AGSOC and PACE are s im i la r ,  to  d i s t r ib u t e  wealth to
_  /

Alaska re s id e n ts ,  th ere  i s  a fundamental d i f f e r e n c e  in t h e ir  irake-up. PACE can

own income producing a s s e t s .  AGSOC, on the o i ' .e r  hand, must acquire  in v e s t -  ■

ments w ith 100% debt  f in a n c in g .  A fter  s e rv ic in g  the d eb t ,  the income l e f t  o ver  ,
1«

must be d is t r ib u t e d ,  I f  there I s  any. AGSOC i s  a condu it  f o r  xun^eling income > '

to  Alaskan r e s id e n ts .  In exchange, AGSOC i s  exempt from corpora te  income tax .

PACE can a c tu a l ly  own the a s s e t s ,  although th is  does r a is e  some d i f f i c u l t  tax

qu e s t io n s .

Under the d r a ft  l e g i s l a t i o n  creat in g  PACE, the Department o f  Revenue was 

required  to present a t  le a s t  one and n^t more than three "Port x io  Plans" 
s p e c i fy in g  which a s s e t s  were to be transferred  to PACE. Some shares would be 

|d istr ibu ted  free  and some would be so ld .  Before the a s se ts  cou ld  become part 

o f  PACE, howevL , approval from the L eg is la tu re  was n ecessa iy  -  another 

s ig n i f i c a n t  d ir fe r e n c e  between PACE and AGSOC. The f i r s t  "p x jr t fo l io  plan" to  

be considered f o r  PACE was a roya lty  t r u s t .



R oyalty  Trus t .  The r o y a lty  t r u s t  would be a tru st  o r  t ru s ts  to which the 

r o y a lty  income from s p e c i f i c  s ta te  le a se s  would he pledged. The tru s t  would 
then a ct  as a conduit  funneling  ro y a lty  o i l  income to  the tru st  b e n e f i c i a r i e s ,  

who in  t h is  case  would he s ta te  r e s id e n t s .

The PACE r o y a lty  t r . s t  would be s im ila r  to  some p u b l ic ly  h e ld  ro y a lty  

txrusts l i k e  the  North European O il  Royalty  Trust, the Mesa Trust and the 

T idelands t r u s t .  The value o f  the income f  r jm a r o y a lty  t ru st  i s ,  o f  c o u rse ,  

t ie d  to  o i l  p r i c e s .

S ince  r o y a l t i e s  are taken o f f  the top ,  t ru s t  b e n e f i c ia r i e s  bear none o f  the 

development r i s k s .  A lso ,  r o y a lty  t r u s ts  r e c e iv e  s p e c ia l  tax c o n s id e r a t io n  by 
the IRS. As long as the t r u s t  remains "p a ss iv e ”  (bears no r i s k )  and pays out 

a l l  o f  the ea rn in g s ,  the t r u s t  i s  not su b je c t  t o  Federal income ta x .  Trust 

b e n e f i c i a r i e s  can a lso  claim  a d e p le t io n  deduction  which reduces an in d iv id u a ls  

tax l i a b i l i t y .  While the concept o f  a r o y a lty  t ru st  appears a t t r a c t i v e ,  i t s  

im plementation r a is e s  a host o f  d i f f i c u l t  l e g a l  q u es t ion s .

D ed ica t ion  o f  Revenues. One l e g a l  o b s ta c le  appears to  be A r t i c l e  IX , §  7 o f  

the Alaska C cu s t itu t io n .  A r t i c l e  IX,  ̂ 7 o f  the s t a t e 's  c o n s t i t u t io n  p ro h ib its  
the d e d ica t io n  o f  " t a x e s ,  l i c e n s e s  and f e e s . 11 A l i t e r a l  reading o f  A r t i c l e  IX 

might be in te rp re  ed to exclude r o y a l t i e s ,  because they arr not s p e c i f i c a l l y  a 
ta x ,  l i c e n s e  c However, th is  Is  a pretty  weak arguraei . _ and was not t r ie d

wth the Permanent : Permanent Fund r e c e iv e s  25% o f  the s t a t e ' s  r o y a lty

Income pursuant to a c jnst.L tution '’ 1 amendment.

The PACE l e g i s l a t i o n  attempted to  pet around th is  problem by s tru c tu r in g  

the tran s feren ce  o f  r o y a lty  t ru s t  shares as a s a le .  The money rece ived  by 
those purchasing the shares a t  a c o n s e rv a t iv e ly  a praised value would then go to 

the general fund. This might work, but i t  m kes the ro y a lty  t ru s t  more l i k e  an 
investment than a means o f  d is t r ib u t in g  the s t a t e ' s  o i l  w ealth .

Statehood A ct . Another problem i s  s e c t io n  6 ( i )  o f  the Statehood Act which 

req u ires  the s ta te  to, r e ta in  a l l  m inerals in  lands conveyed to  the s ta te  by the 
Federal government. I f  the s ta te  attempts to convey the mineral e s ta te ,  the 

A ttorney General o f  the United States  may bring an a c t io n  fo r  the f o r f e i t u r e  o f  

the lands a f f e c t e d  by the purported conveyance.

i
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Whether a r o y a lty  t r u s t  Is  a conveyance In v i o la t i o n  o f  s e c t io n  6 ( i )  i s  

s u b je c t  to  l e g a l  debate . The PACE l e g i s l a t i o n  attempted to  remedy th is  problem 

by e x p re s s ly  requ ir in g  the Commissioner o f  Natural Resources to re ta in  the 

mineral e s ta te .  I t  was not c l e a r ,  however, whether th is  p rov is ion  was 
s u f f i c i e n t .  One c le a r  means o f  avoiding a problem i s  to  convey the ro y a lty  

in t e r e s t  to  a t ru s t  from lands obtained under the Submerged Lands Act o f  1953. 

These lands are not s u b je c t  to f o r f e i t u r e  and hence would a llow  the c r e a t io n  

o f ,  f o r  example, a Beaufort Sea ro y a lty  t r u s t .

Windfall Profits Tax. Another problem appeared to be the Federal w in d fa l l  

p r o f i t  tax (WPT). Under p rov is ion s  o f  the WPT A ct ,  producers must pay an 

e f f e c t i v e  marginal tax  ra te  o f  30% on Prudhoe Bay o i l . -  State  r o y a lty  o i l  I s ,  
however, exempt. I t  was n ot  c l e a r  a t  the time the l e g i s la t u r e  was d e l ib e r a t in g  

over PACE whether th is  exemption applied  to roya lty  o i l  tra n s ferred  to  a t r u s t .

The WPT problem may have been re so lv e d ,  however, because o f  c e r ta in  amend­

ments to the A ct .  The Economic Recovery Tax Act o f  1981 provides ce r ta in  

exemptions fo r  payment o* the WPT. The con ference  agreement provided a $2,500 

c r e d i t  aga inst  WPTs paid in  1981. Between 1982-1984 ro y a lty  owners could  

exempt 2 bpd o f  production from the tax , and 4 bpd th e re a fte r .  I f  the ro y a lty

tru st  con s is ted  o f  a r o y a lty  t r u s t  f o r  each b e n e f ic ia r y  ( s t a t e  r e s id e n t ) ,  th is
%

exemption might be s u f f i c i e n t .  '

The idea o f  a r o y a lty  o i l  t ru st  deserves some furth er  co n s id e ra t io n .  I t
\
would c l e a r l y  c re a te  a con stitu en cy  concerned with prudent f i s c a l  management o f  

the s t a t e ’ s o i l  and gas re so u rce s .  One suggestion  would be to dea l with a 
r o y a lty  tru st  separate  from PACE. On i t s  own, roy a lty  t r u s t  would be a very  

com plicated  p iece  o f  leg .  s ia t i o n .

L i r c c t  Wealth D is tr ib u t io n

Recent proposals have advocated a r a d ic a l ly  d i f f e r e n t  approach to s ta te  
spending and wealth d i s t r ib u t i o n .  These plans propose a d i r e c t  d i s t r ib u t io n  o f  

A laska 's  wealth. Where the Permanent Fund Dividend Porgram d is t r ib u te s  in t e r ­

e s t  earn ings , d i r e c t ' d i s t r ib u t i o n  would g ive  away revenues which now accrue to 

the genera l fund.
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Proponents o f  d i r e c t  d is t r ib u t io n  argue that Alaska can b u ild  a more 
productive economy and b e t te r  provide f o r  i t s  c i t i z e n s  by a llow ing  them to 

d ec ide  how State  wealth should be spent. Under these proposals , s ta te  govern­

ment would provide  o n ly  e s s e n t ia l  s e rv ic e s  and remaining revenues would be 

d is t r ib u te d  through variou s  mechanisms d i r e c t l y  to  the people.

The s im p l i c i t y  o f  th is  approach i s  appea ling . A laska ’ s FY 1982 budget

t o t a le d  approxim ately  $6 b i l l i o n  d o l la r s .  Proponents o f  d i r e c t  c i s c r i b u t i o n  

point out that when d iv ided  equa lly ,  $6 b i l l i o n  comes out to about $15,000 per 

person. A cco rd in g ly ,  a fam ily o f  four cou ld  have a very com fortable  income o f  

$60,000 a yea r .  Even a f t e r  allowing f o r  the funds necessary to p rov id e .essen ­

t i a l  governmental s e r v ic e s ,  there would s t i l l  be a d is t r ib u t io n  c f  su b s ta n t ia l  

amounts o f  money to  Alaskans.

While t h is  approach may sound fa r - f e t c h e d ,  d i r e c t  d i s t r ib u t io n  has been 
advocated by se v e ra l  prominent econom ists , among them P rofessor  Donald F.

Gordon o f  the Center f o r  the Study o f  Business and Government, C ity  U n iv e rs ity

o f  New York. In h is  paper, The Problems o f  Wealth, submitted to the Board o f

Trustees o f  the Alaska Permanent Fund, Dr. Cordon i t e r a t e s  "Option 1" c a l l e d
"Give i t  to the P e o p le . "  He s ta te s :

"The f i r s t  o p t io n  i s  stunningly simple in  p r in c ip le  and by a great margin

the most d e s ir a b le  In terms o f  our c r i t e r i o n .  I t  answers the question  what 

h can be done wth i t  ? by another qu e s t io n :  Why not g ive  i t  to the people

Dr.< Gordon's c r i t e r i o n  i s  that the wealth o f  th is  s ta te  "m ora lly"  be longs

to  the peop le . He suggests Alaska c re a te  a co rp o ra t io n  and pledge a l l  fu tu re  

o i l  and gas revenues to  i t .  The s ta te  cou ld  is su e  100 shares to each and every

Alaskan and send them out in  the mail Immediately.

The Board o f  Trustees f o r  the Alaska Permanent Fund has begun to study the
e f f e c t  o f  the in f l u x  o f  o i l  d o l la r s  in to  the Alaskan economy and has

commissioned s e v e ra l  papers. A ll  o f  them conclude  that a p o l i t i c a l  system o f  
revenue a l l o c a t i o n  wllich r e s u l t s  in subsid ized  loan programs and that attempts

I

6'rhe Problems o f  Wealth, p. 6.
»

/
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to  spur in d u s tr ia l  development by buying in fra stru ctu re  f o r  m arginally economic 

p ro je c ts  w i l l  r e s u lt  in  waste o f  the s t a t e 's  resou rces .

Richard B. Coffman, author of Capital Shortage, Public  v s .  Private  

A l lo c a t io n  o f  C apita l and A ltern ative  Ownership Systems f o r  A la sk a 's  O il 
Wealth, one o f  the papers prepared fo r  the Permanent Fund Board o f  Trustees, 

s ta tes  unequivocally  " a l l  s ta te  loan programs should be abo lish ed "  and " a l l  

usury and in te re s t  rate  c e i l in g s  should be removed." In other words, the 

c a p i t a l  markets should be deregulated. Dr. Coffman a lso  recommends r e d is ­
t r ib u t io n  o f  some part o f  the o i l  revenu*s as cash gran ts .  Taken together , the 
arguments present a f a i r l y  strong case f o r  private a l l o c a t i o n  o f  the s t a t e 's  

wealth as opposed to a p o l i t i c a l /b u r e a u c r a t i c  system of a l l o c a t i o n .

Dr. Malcolm G i l l i s ,  p rofessor  at  Harvard U niversity  and author o f  the 
papbr, The E f fe c ts  o f  In -S ta te  Investment: Lessons from O il-F ired  Developmept

in  OthefryParts o f  the World, warns o f  dangers in  stim ulating in d u s tr ia l  

development^based on c r i t e r i a  other than "good econom ics ."  He c i t e ^ t h e  
Krakatau s te e l  p r o je c t , a $3 b i l l i o n  "boondoggle" intended to f re e  Indonesia 
from having to impchx s t e e l .  "This freedom," Dr. G i l l i s  spAxes, " w i l l  cos t  

that s o c ie ty  nearly $80 m i l l io n  annually fo r  another cjefiade ( i n  add it ion  to the 
$1.5 b i l l i o n  already in v e n te d ) . "

Dr. G i l l i s  a lso  remarks tha't. crash ppdgrams to expand in fra s tru c tu re  have 
o ften  involved su bsta n tia l  waste, O verea t in g  f a c i l i t i e s  that have been 
"g r o s s ly "  u n d e ru t i l iz e d .  FumUpg infralvtructure i s ,  however, p o l i t i c a l l y  
a ttr . .  t iv e  as Dr. C i l l i s  points out by q u o t fh g n  compaign speech by Mr. Velasco 
Ibarra , President o f  EcuAuor o f f  and on during tdul\L96Us

"And f in a l ly , /  when I am e le c te d  again, we w i l l  build tluN^lggest bridge In 
Ecuador, xj'ight here In Dos Gatos.
'But^Benor l’ r e s id e n te ,  Mierc i s  no r iv e r  in  Dos G a to s . '

" ruen we w i l l  a lso  bu ild  the b iggest r iv e r  An Ecuador, r ig h t  here In Do> 
C a to s . ' "

No doubt implementation o f  direct: d is t r ib u t io n  poses numerous p o l i t i c a l ,  

le g a l  and te ch n ica l  hurdles . However, the L eg is la tu re  may wish to reta in  a 
n a t io n a lly  recognized accounting firm to  examine the idea.
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A n o t h e r

in the L e g i s l a t u r e  is the c o n cept o f  e x p a n d i n g  A l a s k a ' s  e c o n o m i c  

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

as ro a d s ,  p o r t s ,  a i r s t r i p s ,  and h y d r o e l e c t r i c  f a c i l i t i e s .  Not 

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

a c e r t a i n  d e g r e e  of i m p l e m e n t a t i o n  t h r o u g h  r e c o r d  c a p i t a l  

a p p r o p r i a t i o n s  i n  e a c h  of the p a s t  two y e a r s .  P r o p o n e n t s  of 

i n c r e a s e d  c a p i t a l  s p e n d i n g  a r gue t h a t  t h e  c r e a t i o n  o f  this 

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

w h i c h  w i l l  p r o v i d e  a n  i m p r o v e d  s t a n d a r d  of  l i v i n g  f o r  all Alaskans.

Bu t  Dr. M a l c o l m  Gillis, a p r o f e s s o r  at H a r v a r d  U n i v e r s i t y  

a n d  a u t h o r  o f  the p a p e r ,  The E f f e c t s  of I n - S t a t e  I n v e s t m e n t t  

L e s s o n s  f r o m  O i l - F i r e d  D e v e l o p m e n t  in O t h e r  P a r t s  of the W o r l d , 

w a r n s  t h a t  c r a s h  p r o g r a m s  to e x p a n d  i n f r a s t r u c t u r e  o f t e n  i n v olve 

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

u t i l i z e d .  He  c i t e s  I n d o n e s i a ' s  K r a k a t a u  s t e e l  p r o j e c t  as an e x a m p l e  

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

b a s e d  o n  c r i t e r i a  o t h e r  th a n  "good e c o n o m i c s " .  T h e  $ 3  b i l l i o n  

p r o j e c t  was i n t e n d e d  to free I n d o n e s i a  f r o m  h a v i n g  to import 

s t e e l .  "This f r e e d o m ", Dr. G i l l i s  s t a t e s , " w i l l  c o s t  t h a t  s o c i e t y  

n e a r l y  $ 8 0  m i l l i o n  a n n u a l l y  for a n o t h e r  d e c a d e  (in a d d i t i o n  to 

t h e  $ 1 . 5  b i l l i o n  a l r e a d y  i n v e s t e d ) " .



Some c a p i t a l  p r o j e c t s ,  such as K r a k a t a u ,  can g e n e r a t e  an 

e m o t i o n a l  o r  p o l i t i c a l  a p p e a l  t h a t  r e s u l t s  in t h e i r  "being 

f u n d e d  r e g a r d l e s s  o f  t h e i r  e c o n o m i c  j u s t i f i c a t i o n .  Dr. G i l l i s  

p o i n t s  o u t  the p o l i t i c a l  a t t r a c t i v e n e s s  o f  f u n d i n g  c a p i t a l  

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

d i d a t e  c a m p a i g n i n g  in D o s  Gatos, E c u a d o r .  A f t e r  p r o m i s i n g  to 

b u i l d  E c u a d o r ' s  b i g g e s t  b r i d g e  in Dos G a t o s ,  h e  w a s  r e m i n d e d  b y  

s o m e o n e  in the c r o w d  t h a t  the c i t y  h a d  n o  r i v e r .  T h e  c a n d i d a t e  

s o l v e d  the p r o b l e m  b y  p r o m p t l y  r e s p o n d i n g  w i t h  an a d d i t i o n a l  

p r o m i s e  to b u i l d  E c u a d o r ' s  b i g g e s t  r i v e r  in Dos Gatos.

'X *■— # 4 •• s • j

W h i l e  t h i s  m a y  s e e m  like a n  e x t r e m e  example, it does

p r o v i d e  a  c e r t a i n  i n s i g h t  into the d e g r e e  to w h i c h  p o l i t i c a l  

c o m m i t m e n t s  to n e e d l e s s  or u n f e a s i b l e  c a p i t a l  p r o j e c t s  can 

g e n e r a t e  s p e n d i n g  far b e y o n d  the m e r e  co s t  o f  c o n s t r u c t i o n .

T h a t  d a n g e r  e x i s t s  in A l a s k a  too. C a p i t a l  s p e n d i n g  m a y  r e q u i r e  

c o m m i t m e n t s  o f  the s t a t e ' s  w e a l t h  f a r  in e x c e s s  o f  the i n i t i a l  

c o n s t r u c t i o n  co s t s .  Li f e  c y cle c o s t i n g  r e v e a l s  t h a t  m a i n t e n a n c e  

c o s t s  f o r  m a n y  p r o j e c t s  o f t e n  s o o n  e x c e e d  the p r o j e c t’s o r i g i n a l  

c ost. And c o n s t r u c t i o n  o f  one c a p i t a l  p r o j e c t  m a y  le a d  to the 

c o n s t r u c t i o n  o f  o t h e r  c a p i t a l  p r o j e c t s  n e e d e d  as s u p p o r t  

f a c i l i t i e s .

C a p i t a l  p r o j e c t s  a l r e a d y  a u t h o r i z e d  m a y  r e p r e s e n t  a 

h i d d e n  c o m m i t m e n t  o f  A l a s k a ' s  w e a l t h  of t r e m e n d o u s  m a g n i t u d e .

L a s t  l e g i s l a t i v e  s e s s i o n  a r e c o r d  $ 1 . 3 8  b i l l i o n  w a s  a p p r o p r i a t e d  

for c a p i t a l  p r o j e c t s .  Th a t  was in a d d i t i o n  to the $ 7 0 7 . 4  m i l l i o n



c o m b i n e d  t o t a l  o f  1 9 8 0 ' s  F Y 8 1  b u d g e t  and H B  60. And on top o f  

t h a t  is the $ 2 8 9 . 7  m i l l i o n  in g e n e r a l  o b l i g a t i o n  b o n d s  for 

c a p i t a l  p r o j e c t s  a p p r o v e d  b y  the v o t e r s  in 1980. C a p i t a l  a p p r o­

p r i a t i o n s  of  t h i s  si z e  m a y  be a p p r o a c h i n g  the l i m i t  of  s t a t e  

g o v e r n m e n t ' s  a b i l i t y  to a d m i n i s t e r  a n d  the p r i v a t e  s e c t o r ' s  

a b i l i t y  to c o n s t r u c t  in a  c o s t - e f f  icienv. m a n n e r .  A l r e a d y  t h e r e  

are i n d i c a t i o n s  o f  a n  i n f l a t i o n a r y  t r e n d  in c o n s t r u c t i o n  c o sts 

w h i c h  w i l l  ejcceed the e s t i m a t e s  us e d  in d e t e r m i n i n g  c o s t s  f o r  

a l l  t h o s e  p r o j e c t s  i n c l u d e d  in the a b o v e  a p p r o p r i a t i o n s .  The 

r e s u l t  w i l l  be s u b s t a n t i a l  o s t  o v e r r u n s .

No c e r t a i n  p l a n s  can be m a d e  f o r  the d i s t r i b u t i o n  of the 

s t a t e ' s  w e a l t h  u n t i l  the L e g i s l a t u r e  has an u n d e r s t a n d i n g  of the 

e x t e n t  to w h i c h  o u r  w e a l t h  has a l r e a d y  b e e n  c o m m i t t e d .  The L e g i s­

l a t u r e  s h o u l d  u n d e r t a k e  a s y s t e m a t i c  a p p r a i s a l  o f  all c a p i t a l  

p r o j e c t s  a u t h o r i z e d  d u r i n g  the la s t  t h r e e  years. This r e v i e w  

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

ti o n s  o f  a n t i c i p a t e d  c o s t  o v e r r u n s  and e x p e c t e d  a n n u a l  o p e r a t i n g  

c o s t s  f o r  e a c h  p r o j e c t .



P R O P E R T Y  T A X  R E D U C T I O N

P ro p o s a ls  have  b een  made by s e v e r a l l e g i s l a t o r s  to  use s t a t e  

re v e n u e s  to  re d u c e  o r  e l im in a t e  p r o p e r t y  ta x e s  l e v i e d  b y  l o c a l  

m u n i c i p a l i t i e s .  These p r o p o s a ls  r e f l e c t  t h e  r e c e n t  n a t io n a l  

t r e n d  tow ards  r e d u c in g  th e  ta x  b u rd e n  im posed by  ] o c a l  g o ve rnm en ts  

T h is  " ta x p a y e rs ' r e v o l t "  has r e s u l t e d  i n  i n i t i a t i v e  d r iv e s  in  

s e v e r a l s t a t e s  to  re d u c e  th e  l e v e l  o f  p r o p e r t y  t a x e s . P r o p o s it io n  

13 i n  C a l i f o r n ia  and P r o p o s it io n  i n  M a s sa ch u se tts  a re  p r o b a b ly  

t h e  most w e ll- k n ow n .

The a rgum ent i n  s u p p o r t  o f  th e s e  p r o p o s a ls  i s  r e l a t i v e l y  

s t r a ig h t f o r w a r d — A la sk a n s  s h o u ld  n o t  pay  p r o p e r t y  ta x e s  w h i le  

t h e r e  a re  re v e n u e  s u r p lu s e s  com in g  in t o  th e  s t a t e  t r e a s u r y .  C r i t i c  

b a se  t h e i r  o p p o s it io n  on th e  i n e q u i t i e s  o f  th e  r e s u l t i n g  d i s t r i b u ­

t i o n  o f  t h e  s t a t e ' s  w e a lt h .  The re a s o n  f o r  t h e i r  c o n c e rn  i s  

d em o n s tra te d  by th e  d i s t r i b u t i o n  among C a l i f o r n ia n s  o f  th e  ta x  

s a v in g s  r e s u l t i n g  from  P r o p o s it io n  1J . S e v e r a l g e n e r a l is a t io n s  

can  be made. F i r s t ,  t h e  r i c h  b e n e f i t t e d  more th a n  th e  m id d le  

c la s s  in  te rm s o f  th e  t o t a l  ta x e s  saved  p e r  h o u s e h o ld . S e c o n d ly , 

r e n t e r s  r e c e iv e d  l i t t l e  o r  no b e n e f i t  b e cau se  p r o p e r t y  ta x  

r e d u c t io n s  w ere g e n e r a l ly  p o ck e te d  by la n d lo r d s  r a t h e r  th a n  b e in g  

pa ssed  on in  th e  fo rm  o f  lo w e r  r e n t s .  F i n a l l y 1 r e s id e n t s  o f  r u r a l  

a r e a s  b e n e f i t t e d  much le s s  th a n  u rban  r e s id e n t s  b ecuase  o f  th e  

lo w e r  l e v e l  o f  s e r v ic e s  p r o v id e d  and th e  c o r r e s p o n d in g  lo w e r  

l e v e l  o f  p r o p e r t y  ta x e s  7  U n le s s  some o f  th e s e  p ro b lem s  a re

^ P r o p e r t y  Tax ..elief, J t e v e n  Gold, D.C. H e a t h  and Co., L e x i n g t o n ,  

M a s s a c h u s e t t s ,  1979.



a d d n i s e d ,  s e r i o u s  i n e q u i t i e s  ::iay r e s u l t  in d i s t r i b u t i o n  o f  w e a l t h  

thro u r n  p r o p e r t y  t a x  r e l i e f .

d al e s  Tax l e g i s l a t i o n  a i m e d  at r e l i e v i n g  the l o c a l  tax b u r d e n  

m u s t  also t a k e  into c o n s i d e r a t i o n  the f a c t  t h a t  in m a n y  c a s e s  

t h e  l o c a l  b u r d e n  c o n s i s t s  o f  a s a l e s  tax i n s t e a d  of, o r  in a d d i t i o n  

to, a  p r o p e r t y  tax. S e v e n  o f  e l e v e n  b o r o u g h s  l e v y  a s a l e s  tax.

O v e r  o n e - t h i r d  of the F a i r b a n k s  N o r t h  S t a r  B o r o u g h ' s  r e v e n u e s  

and m o r e  than 50'd o f  the K e t c h i k a n  B o r o u g h’s r e v e n u e s  are d e r i v e d  

f r o m  t h e  s a l e s  tax. In a d d i t i o n  t here are d o z e n s  o f  s m a l l e r  m u n i­

c i p a l i t i e s  w h i c h  use o n l y  the s a l e s  tax to r a i s e  r e v e n u e s . ^ 1 

P r o v i d i n g  o n L y  p r o p e r t y  tax  r e l i e f  w i L l  p e n a l i z e  those c o m m u n i t i e s  

w h i c h  l e v y  a s a l e s  ta x  in p l a c e  o f  t h e  p r o p e r t y  t a x .  An e q u i t a b l e  

c l ;  c n b u t i o n  o f  t a x  r e l i e f  ca n  o n l y  be a c h i e v e d  i f  the l e g i s l a­

tion i n c l u d e s  c o m p a ra b le  b e n e f i t s  f o r  t h o s e  w h o  have c h o s e n  to 

f i n a n c e  l o c a l  s e r v i c e s  by means o f  a s a l e s  t a x .

h t t . y . C e n t e r '  pny .nb: t n . u t a  1 p o r t i o n  o f  the n r o p e i t y  t a x e r

c o l l e c t ' ' !  in  many c o m m u n i t i e s .  ' r o o e r t . y  t a x e s  a r e  a cost :  o f  ho­

i s  bus i . ' iess  for t h e  owner  o f  r e n t a l  p r o p e r t y  a n d ,  l i k e  a n y  o t h e r  

c o s t  o f  d o i n g  bur i n c u r , i r  i n c l u d e d  in  the amount o f  r e n t  to be 

c:i ■ r '-c l t e n a n t .  Put  most tax  r e l i e f  f o r m u l a  p ro p o s e d  so  f a r

h a ’.'" ova r l o o k c d  t h i :  f a c t .  As i n d i c a t e d  a hi v e , r e n t e r s  r e c e i v e d

1 i 11 e " t he b e n e f i t s  a s s o c i a t e s  w i t h  the ta x  s a v i n g s  r e s u l t i n g  

f r o m  P r o n a s i t i o n  11.

c\
* ' A ? : r. kn ; i s - i l . f '  l .o fQ , b m u n r y  1 9 ° 1 ,  . i t a t e  o f  A l a s k a ,  Departm ent 
o f  Community and Meg Luna I A f f a i r s . ,  D i v i s i o n  o f  l o c a l  Government 
A s s i s ta r .e e - .



T h e  m o s t  e f f e c t i v e  w a y  o f  a s s u r i n g  e q u i t y  f o r  r e n t e r s  in 

a n y  tax r e l i e f  s c h e m e  w o u l d  be to e n a c t  it in the f o r m  o f  a t a x  

r e f u n d  p r o g r a m .  P r o p e r t y  o w n e r s  w o u l d  be e l i g i b l e  to a p p l y  

f o r  a r e f u n d  o f  a p o r t i o n  o f  the t a x e s  p a i d  on the u n i t  v/hich 

t h e y  o c c u p y .  R e n t e r s  w o u l d  be e n t i t l e d  to a r e f u n d  f o r  a 

s i m i l a r  p o r t i o n  o f  t h a t  p a r t  o f  the r e n t  w h i c h  r e p r e s e n t s  the 

t a x  on the u n i t  w h i c h  t h e y  o c c u p y .  The p r o g r a m  c o u l d  be e a s i l y  

a d a p t e d  f r o m  the tax b r e a k s  n o w  p r o v i d e d  f o r  s e n i o r  c i t i z e n s  

u n d e r  A S  ________ .

The l e a s t  e f f e c t i v e  w a y  o f  p r o v i d i n g  tax r e l i e f  f o r  r e n t e r s  

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

in t u r n  w o u l d  p r o v i d e  a g e n e r a l  p r o p e r t y  tax r e d u c t i o n .  First, 

a g e n e r a l  m i l l a g e  r a t e  r e d u c t i o n  v'ould s p r e a d  a v a i l a b l e  r e v e n u e s  

o v e r  all f o r m s  o f  p r o p e r t y ,  i n c l u d i n g  c o m m e r c i a l  p r o p e r t y  and 

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

S e c o n d l y ,  u n d e r  s u c h  a  system, p a r t i c u l a r l y  in t i m e s  o f  l o w  

r e n t a l  v a c a n c y  rat e s ,  it is u n l i k e l y  t h a t  m u c h  t a x  r e l i e f  w o u l d  

be p a s s e d  on to r e n t e r s  in the f o r m  o f  l o w e r  rents.

R e s t r i c t i o n s  on M u n i c i p a l i t i e s  In 1 9 7 0  the L e g i s l a t u r e  p a s s e d

t h e  s t a t e  r e v e n u e  s h a r i n g  p r o g r a m ,  AS ______, and b e g a n  the fl o w

o f  s t a t e  o i l  r e v e n u e s  to l o c a l  g o v e r n m e n t s .  S p o n s o r s  of the 

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

to r e d u c e  t a x e s  so t h a t  A l a s k a n s  c o u l d  b e n e f i t  ir a d i r e c t  

f a s h i o n  f r o m  the s t a t e ' s  oil w e a l t h .  In m a n y  cases, h o w e v e r ,  the



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

w h i c h  q u i c k l y  ate up t h e  n e w  s o u r c e  o f  r e v e n u e .

B e c a u s e  o f  the i n e q u i t a b l e  e f f e c t  o n  r e n t e r s ,  c h a n n e l i n g  

p r o p e r t y  t a x  r e l i e f  d i r e c t l y  to m u n i c i p a l i t i e s  s h o u l d  be 

a v o i d e d .  But if th a t  s y s t e m  is c h o s e n ,  t h e n  p r o v i s i o n s  s h o u l d  

be i n c l u d e d  in the l e g i s l a t i o n  to i n s u r e  t h a t  f u n d s  s e n t  to 

l o c a l  g o v e r n m e n t s  are a c t u a l l y  used f o r  t a x  r e l i e f .  F i n a n c e  

C o m m i t t e e  S u b s t i t u t e  f o r  H o u s e  B i l l  ^ t a k e s  one a p p r o a c h  to the 

p r o b l e m  b y  l i m i t i n g  m u n i c i p a l i t i e s  r e c e i v i n g  s t a t e  aid to 

i n c r e a s e s  in t a x e s  of n o  m o r e  t h a n  2 %  p l u s  t h e  i n c r e a s e  in the 

c o n s u m e r  p r i c e  i n d e x  f o r  the p r e v i o u s  y e ar. A n o t h e r  a p p r o a c h  

is that a d v o c a t e d  in H o u s e  Bill 22. U n d e r  H B  22 m u n i c i p a l i t i e s  

w o u l d  r e c e i v e  an a n n u a l  e n t i t l e m e n t  f r o m  the S t a t e  in p l a c e  of 

l e v y i n g  a p r o p e r t y  t a x  and t h a t  e n t i t l e m e n t  w o u l d  be r e d u c e d  

by the a m o u n t  o f  i n c r e a s e s  in a n y  o t h e r  m u n i c i p a l  taxes.



Supplemental B e n e fit  System

Another op tion  f o r  d is t r ib u t in g  income from the Permanent Fund i s  to  

e s t a b l i s h  f o r  a l l  Alaskans a program o f  b e n e f i t s  s im ila r  'to  the Supplemental 

B e n e fits  System (SBS) f o r  s ta te  employees. SBS rep laced  S o c ia l  S ecu rity  when 

s ta te  employees opted out o f  the system in  1980. I t  i s  a very s o p h is t ica te d  

system o f f e r i n g  employees a combination o f  Insurance b e n e f i t s  and a retirem ent

annuity . The system i s  unique and i s  w e ll  administered g iven  i t s  com plex ity .
\

Under SBS, 12.26% o f  an employees wages goes Into  the system, up to  the 

s o c i a l  s e c u r i ty  maximum wage base, which i s  $29,700 f o r  1981. Hence, up to  

$3 ,641 .22  cou ld  be con tr ib u ted . One-half o f  the co n tr ib u t io n  (6.13%) Is  wage 

r e d u c t io n ,  the r e s t  i s  con tr ibuted  by the s ta te .  The concept may be a p p l ic a b le  

to  Permanent Fund dividend d is t r ib u t io n  whether i t  be done on a lo n g e v ity ,  

equal amount per c a p ita ,  o r  some o ther  b a s is .

An n u ity . The annuity i s  a retirem ent account. A l l  o r  part o f  the 12.26% 

o f  a s ta te  employees co n tr ib u t io n  to the SBS can go in to  the annuity account, 

but a t  le a s t  6.13% must go In to r e ta in  the s p e c ia l  tax treatment a f fo rd ed  the 

system. S p ec ia l  tax treatment by the IRS i s  perhaps the most a t t r a c t iv e  
f e a t u -e  o f  the SBS. C ontributions are  not taxed, nor i s  the In te re s t  earned. 

The annuitant i s  ab le  to d e fe r  taxes u n t i l  he begins to  draw on the annuity, 
a f t e r  age 55. The annuity can be withdrawn in  a lump sum or Insta llm ents . 

Presumably, the tax rate f o r  r e t i r e e s  w i l l  be lower than fo r  those earning a 

regu lar  s a la ry .

The idea  o f  s tru ctu r in g  a retirem ent annuity funded by a Permanent Fund 

d ividend may be a t t r a c t iv e  f o r  some Alaskans, p a r t ic u la r ly  those in  higher tax 

b r a ck e ts .  However, s tru ctu r in g  a program to s h e lt e r  d ividends and th e ir  

earn ings from the Federal Income Tax w i l l  not be easy to  do. The current 

Permanent Fund Dividend program conta ins  p rov is ions  f o r  the d e fe rm e n t  o f  

d iv id en d s ;  but even I f  the program had not been t ie d  up In a court c h a lle n g e ,  

i t s  u n l ik e ly  they would have been approved by the IRS. Amendments t:o the IRS 

code l i b e r a l i z i n g  the d octr in e  o f  " c o n s t r u c t iv e  r e c e i p t , "  however, were 
conta ined  in the Economic Recovery Tax Act o f  1981. It  may be worth exp lor in g  

th is  concept fu r th e r .

I



B e n e f i t s . The other  parts o f  SBS are  b e n e f i t s .  These b e n e f i t s  in c lu d e  

s u r v iv o r ,  d i s a b i l i t y ,  death, and h ea lth  insurance. Because o f  the f a c t  th a t  

o n e -h a l f  o f  the c o n tr ib u t io n  comes from the S ta te , only  on e -h a lf  (6.13%) o f  an 

em ployee 's  c o n t r ib u t io n  can be chosen by a b e n e f ic ia r y  and s t i l l  remain ta x  

f r e e .
tI

j l

The id ea  o f  providing b e n e f i t s ,  p a r t i c u la r ly  h ea lth  insurance, i s  d iscu ssed  

as "O ption  2" in  the Governor 's  P o l i c y  A nalysis  Paper No. 81 -24 , combined w ith  

an o p t io n  o f  taking cash . A recen t  re p o r t  by B a t te l le  Research showed th at  11% 

o f  Alaskans have no h ea lth  care  coverage a t  a l l .  The idea  o f  g iv in g  a person 

the ch o ice  o f  taking cash or  h ea lth  insurance may be an accep ta b le  approach .

There are  p o te n t ia l  problems w ith  a llow in g  a c h o ic e  between the two, though 

they may not be insurmountable. The G overnor 's  "Option 2" made hea lth  i r a u r -  

ance mandatory i f  a person was not a lrea d y  covered . This nay encourage employ­

ers to  s to p  carry in g  h ea lth  insurance f o r  t h e ir  employees. Secondly, i f  a 

person has the o p t io n  o f  taking cash but d o e s n 't ,  there may be " c o n s t r u c t iv e  

r e c e i p t "  which might make hea lth  care  b e n e f i t s  taxab le . This area should be

reviewed in  more d e t a i l  as part o f  an examination o f  the tax im p lica t ion s  o f

various  d i s t r ib u t io n  plans.
*/

i*
•

M unicipal A ss istan ce  •;
{A

' i• *
Another suggest approach to s ta te  wealth d i s t r ib u t io n  i s  to  d i s t r ib u t e  '•

Permanent Fund earnings to communities. This program was r e ce n t ly  endorsed by 

the Hammond A dm inistration  as an op t ion  to  con s id er ,  ’"he plan would be s im ila r  

to FCCSSB 236, ".an Act r e la t in g  to a s s is ta n ce  to  m u n ic ip a l i t i e s . "  FCCSSB 236 

passed during the f i r s t  se ss io n  o f  the Twelfth L e g is la tu re .

The p ro v is io n s  o f  FCCSSB 236 a l low  f o r  payment o f  an "en t it lem en t"  to each 

"m u n ic ip a l ity "  o r  "unincorporated  community." The entit lem ent would be $1,000 

times the number o f  people re s id in g  w ith in  the boundaries o f  the community, sub­
j e c t  to  the l im i t s  o f  the a p p ro p r ia t io n .  The sum rece ived  as an en tit lem ent 

could  be used on ly  f o r  s o c ia l  s e r v i c e s ,  c a p i t a l  p r o je c t s ,  o r  operating expenses 
o f  c a p i t a l  p r o je c t s .

i

Under Governor Hammond's new p rop osa l ,  communities would have more •/

f l e x i b i l i t y  in  the use o f  the funds. The D iv is ion  o f  P o l icy  Development and
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Planning suggests  the fo l lo w in g  uses; (1 )  c a p i t a l  p r o je c ts ,  (2 )  tax r e d u c t io n ,  

(3 )  establishm ent o f  a mini permanent fund (n o te :  Valdez has o n e ) ,  (4 )  power 

produ ction  a s s is ta n c e ,  (5 )  op era t ion a l expenditures , (6 )  d i r e c t  cash d i s t r i ­

b u t io n ,  and (7 )  and o th e rs .

The response to  th is  program from municipal o f f i c i a l s  was understandably 

q u ite  p o s i t i v e .

Public Endowments

One concept which has been d iscu ssed  by s t a t e  o f f i c i a l s  i s  the c r e a t io n  o f  
p u b lic  endowments. An endowment would be s im ila r  to  the Permanent Fuad in  th at  

i t  would in v o lv e  the d e d ica t io n  o f  a percentage o f  revenues to a fund separa te  

from the General Fund. The earnings would be used to  fund ed u cation , p u b l ic  

works, o r  o ther  s p e c i f i e d  s ta te  programs. The c re a t io n  o f  an educationa l 
endowment was proposed la s t  se sse io n  and i s  cu rre n t ly  under review  by an 

in ter im  study group which w i l l  rep ort  i t s  f in d in g s  to  the L e g is la tu re  during 

the 1S32 s e s s io n .

To a c t u a l ly  d e d ica te  part o f  the s t a t e ' s  revenues to a fund f o r  a s p e c i f i c  

p u b lic  use so that i t  cou ld  be used f o r  no other purpose would re q u ire  a 
c o n s t i t u t io n a l  amendment. I t  i s  p o s s ib le ,  however, to c re a te  a s ta tu to ry  

endowment. The L e g is la tu re  cou ld  e s t a b l i s h  a separate fund and each year 

ap p rop r ia te  to i t  the "d e d ica te d "  percentage o f  revenues.

C reation  o f  such endowments, however, would he no d i f f e r e n t  than c r e a t in g  
another o f  the s p e c ia l  funds which have p r o l i fe r a te d  in recent yea rs .  One 

example which has been p rev iously  d iscussed  i s  the m in ic ip a l  a s s is ta n c e  fund 

under AS 4 3 .20 .01 6 , Subsection  (a )  s ta te s  that:

"The L e g is la tu re  may appropria te  to the fund during each f i s c a l  yuear an

amount equal to  o r  greater  than 10% o f  the income tax re ce iv e d  under AS

4 3 .2 0 .0 1 1 (e )  a n d (AS 43 .21 . (emphasis added)

I

C reation  o f  a s tu atu tory  fund, however, does not guarantee that i t  w i l l  

a c t u a l ly  fu n c t io n  as con ce ived . The L e g is la tu re  can appropria te  100%, 50% o ri
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. * ’ .0% o f  the formula amount. The L e g is la tu re  can even appropriate money out o f

the fund f o r  non -ded ica ted  purposes. Or, u lt im a te ly ,  i t  can a b o l ish  the fund . 

Thus, AS 4 3 .2 0 .0 1 6 (a )  ca r r ie s  no rea l  l e g a l  weight and i s  l i t t l e  more than a 

target  f i g u r e .

S p ec ia l  funds, however, do crea te  p o l i t i c a l  c o n s t itu e n c ie s  which work t o  

see that the L e g is la tu re  appropria tes  the f u l l  l e v e l  o f  funding. In the c a s e  
o f  the m in ic ip a l  a s s is ta n c e  fund, p u b lic  o f f i c i a l s  from every community in  the 

s ta te  w i l l  argue that t h e ir  m u n ic ip a l i t ie s  are e n t i t le d  to  th is  money. And 
perhaps they a r e .  But the r e a l i t y  o f  the s i t u a t io n  i s  that the c o n s t i tu e n c ie s  

o f  these s p e c ia l  funds are ju s t  one more " s p e c i a l  in t e r e s t  group" competing f o r  

a v a i la b le  revenues.

\

I f  the L e g is la tu r e  f e e l s  that there I s  a p a r t icu la r  p ub lic  purpose which i s  

o f  such p r i o r i t y  that i t  wishes to  c re a te  a p u b l ic  endowment, i t  should do so 

c o n s t i t u t i o n a l ly  w ith  the consent o f  the v o t e r s .

Conclusion

This d is c u s s io n  o f  wealth d i s t r ib u t io n  a l te r n a t iv e s  analyzes on ly  some o f  

the p r in c ip a l  p roposa ls  which have been made to  d a te .  The wide range o f  
a l te r n a t iv e s  demonstrates the fa c t  that there I s  no consensus on the d i r e c t i o n  

to take i f  the l e g a l  challenge to the Permanent Fund Dividend Program i s  

sustained or  I f  the  L eg is la tu re  wishes to  provide some form o f  a d d it ion a l o r  

a l t e r n a t iv e  wealth  d i s t r ib u t io n .

State  policym akers must begin  to narrow t h e i r  options  so that d e ta i le d  

c o n s id e ra t io n s  can be given to l i k e l y  p roposa ls .  That way the l e g a l ,  te ch n i­

c a l ,  and p o l i t i c a l  problems can be addressed in  an o rd e r ly  manner.
I
\

I f  cash d i s t r ib u t i o n  i s  to be a p r i o r i t y ,  through e i th e r  con tinuation  o f  

the Permanent Fund Dividend Program or  establishm ent o f  some other mechanism, 

there are two f i s c a l  matters that must be d e a lt  w ith . F i r s t ,  a r e la t iv e ly  low 

annual cash d i s t r i b u t i o n  o f ,  f o r  example, $1,000 may a c tu a l ly  hurt low income 

Alaskans by making them I n e l ig ib l e  fo r  s t a t e / f e d e r a l  public  a ss is tan ce  £

t
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programs. Secondly, o f  Permanent Fund earings d is tr ib u te d  as d iv idends , a t  

l e a s t  35% w i l l  be taxed away by the fe d e ra l  government unless  the State can 

d e v is e  a tax s h e lt e r  a c ce p ta b le  to the In terna l Revenue S e r v ic e .  Consequently, 
cash d is t r ib u t io n  can have the perverse f i s c a l  impact o f  making in d igen t 

Alaskans worse o f f  and taxing away b e n e f i t s  from those in  high marginal tax 

b r a c k e ts .  I f  the L e g is la tu re  wishes to  cons ider  these problems, i t  should 
undertake these s p e c i f i c  ta sk s :

Task 1. Review a l l  s ta te  and fe d e r a l  public  assistatfe  programs to  

determine i f  and how Permanent Fund Dividends can be exempted from ’ ’ income" 

and "resou rce "  g u id e l in e s  f o r  each and;

Task 2 . Retain  tax c o u n se l ,  p o ss ib ly  through the Department o f  Revenue o r  
the Attorney General, t o  advise  on the preliminary des ign  o f  a tax s h e lt e r  

mechanism, probably a t r u s t  or  annuity, a ccep ta le  to the IRS.

This work should beg in  as soon as p oss ib le .  I f  the Permanent Fund Dividend 

Program i s  in v a l id a te d ,  the L e g is la tu re  w i l l  be under g rea t  pressure to provide 

an a l t e r n a t iv e .  Even i f  i t  i s  su sta in ed , these problems w i l l  s t i l l  have t o  be 

d e a lt  with to assure that Alaskans ach ieve the maximum b e n e f i t  p o ss ib le  from 

the sharing o f  the s t a t e ' s  n atura l resources  wealth*

l

I
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a n s w e r ,

t h e r e  a r e  two f i s c a l  m a t t e r s  s t a t e  p o l i c y m a k e r s  may w i s h  to 

deal  wi t l i .  Number  o n e , a d i v i d e n d  o f  s a y  S I , 000 may a c t u a l l y
&c a u s e  f i n a n c i a l  d i s t r e s s  t o  A l a s k a n s  on p u b l i c  a s s i s t a n c e  by 

maki n g  them i n e l i g i b l e .  Number  t w o , and on t h e  o t h e r  s i d e  of  ' ^

t h e  c o i n ,  a l o t  o f  t h e  d i v i d e n d s  w i l l  be t axed  away f r o m  we l l  to 

do A l a s k a n s  by t h e  U . S .  D e p a r t me n t  o f  t h e  T r e a s u r y  u n l e s s  a 

s u i t a b l e  t ax  s h e l t e r  can be d e v i s e d .  T h e r e  may be ways  ar ound 

t h e s e  p r o b l e m s ,  and we r e f e r  you t o  t h e  a p p e n d i x .

I f  s t a t e  p o l i c y m a k e r s  c h o o s e  a d i f f e r e n t  a p p r o a c h ,  l e t ’ s 

f i n d  o u t  what  i t  i s .  T h a t  way t h e  l e g a l ,  t e c h n i c a l  and 

p o l i t i c a l  b u gs  can be wor ked o u t  b e f o r e h a n d .  T h e r e  i s  a r e a l /  

d a n g e r  t h a t  mor e p r o b l e m s ,  l i k e  t h e  o n e ' s  f a c i n g  t h e  e x i s t i n g ^  

P e r m a n e n t  Fund d i v i d e n d  p r o g r a m ,  w i l l  u n d e r m i n e  t h e  p u b l i c  

s u p p o r t  and r e s p e c t  f o r  t h e  P e r m a n e n t  Fund i t s e l f .

<h W l C t e  ̂ ‘



A n n u a l  P e r  Ca p i t a  Cash D i s t r i b u t i o n

The s i m p l e s t  change t o  t h e  c u r r e n t  P e r ma n e n t  Fund D i v i d e n d  

p r o g r a m  would be an an n u al  p e r  c a p i t a  cas h  d i s t r i b u t i o n  

p l a n ,  as d i s c u s s e d  i n  t h e  G o v e n o r ' s  R e p o r t  —  " P o l i c y  A n a l y s i s  

P a p e r  No. 8 1 - 2 4 . " !  Money i n  t h e  P e r ma n e n t  Fund d i v i d e n d  

a c c o u n t ,  a s p e c i a l  a c c o u n t  w i t h i n  t h e  G e n e r a l  Fund woul d be 

d i v i d e d  up e q u a l l y  and d i s t r i b u t e d  t o  e l i g i b l e  " s t a t e  r e s i d e n t s "  

U n d e r  c u r r e n t  law,  50% o f  t h e  e a r n i n g s  f r o m  t h e  P e r man e n t  

Fund p r i n c i p l e  go d i r e c t l y  t o  t h e  ac c o u n t .  I f  t h e  L e g i s l a t u r e  

d e c i d e d  t o  i n c r e a s e  an n u al  d i v i d e n d s ,  a d d i t i o n a l  m o n i e s  

c o u l d  be a p p r o p r i a t e d  f r o m  t h e  g e n e r a l  f u n d .

A p p r o p r i a t i o n s  t o  s u p p l e m e n t  d i v i d e n d  p ay me nt s  woul d no 

d o u b t  be r e q u i r e d  at  f i r s t ,  b e c a u s e  P e r ma n e n t  Fund e a r n i n g s  

a r e  n ot  yet  s u f f i c i e n t  t o  pay any s i z a b l e  d i v i d e n d s .  Any 

a p p r o p r i a t i o n  m u s t  be payed back a c c o r d i n g  t o  AS  4 ? . 2 3 . 0 5 0 ,  

b ecaus e  t h e  p r o g r a m  woul d n ot  be i n t e n d e d  to d i s t r i b u t e  

G e n e r a l  Fund o r  P e r m a n e n t  Fund p r i n c i p l e .  A t  p r e s e n t  t h e  

P er man e n t  Fund d i v i d e n d  ac c o u n t  c o n t a i n s  o n l y  $27 m i l l i o n . ?

An annual  p e r  c a p i t a  cast, d i s t r i b u t i o n  p l an  woul d be t he 

e a s i e s t  way to r e p a i r  t h e  c u r r e n t  P e r ma n e n t  Fund d i v i d e n d  

p r o g r a m i f  i t  i s  s t r u c k  down by t h e  U . S .  S upr eme C o u r t .

1 P o l i c y  A n a l y s i s  P a p e r  No. 8 1 - 2 4  " Op t i o n  1",

I) i s c u s s 1 o n Pape r  P e r m a n e n t  Fund D i v i d e n d  A l t e r n a t i v e  s ,  Oc t o b e r  

12, 1981, S t a t e  o f  A l a s k a ,  O f f i c e  o f  t h e  G o v e n o r ,  D i v i s i o n  

o f  P o l i c y  D e v e l o p m e n t  and P l a n n i n g .

? C o n t r i b u t i o n s  t o  t h e  Pemanent  Fund d i v i d e n d  ac c o u n t  

ar e  made on a " c a s h  b a s i s "  and a v e r a g e d  i n w i t h  p r i o r  y e a r ' s  

c o n t r i b u t i o n s .  T h i s  k e e p s  down c o n t r i b u t i o n s  t o t he  accoun t  

d u r i n g  t he f i r s t  few y e a r s ,  t h e r e b y ,  p r o t e c t i n g  t he  P e r ma n e n t  

Fund p r i n c i p l e .



Each A l a s k a  r e s i d e n t  woul d  r e c e i v e  an equal  s h a r e .  The 

m a j o r  l e g i s l a t i v e  change woul d  be amendi ng t h e  d u r a t i o n a l  

r e s i d e n c y  p r o v i s i o n .  H o p e f u l l y ,  t h e  S upr eme Co u r t  d e c i s i o n  

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

d e f i n i t i o n  f o r  r e s i d e n c y

U n d e r  t h i s  p r o g r a m ,  P e r m a n e n t  f u n d  e a r n i n g s  c o u l d  be 

d i s t r i b u t e d  t o  S t a t e  r e s i d e n t s ,  t h e r e b y ,  e s t a b l i s h i n g  a l i n k  

bet ween t h e  s i z e  o f  t h e  P e n n a n e n t  Fund and i n d i v i d u a l  p e r s o n a l  

i n c o me s .  An annual  p e r  c a p i t a  cas h  d i s t r i b u t i o n  m i g h t  n o t  

e n c o u r a g e  l o n g - t e r m  s t a t e  r e s i d e n c y  as t h e  c u r r e n t  pl an  

a t t e m p t s .  In f a c t ,  i t  may e n c o u r a g e  s h o r t - t e r m  r e s i d e n c y  i f  

t h e  r e s i d e n c y  p r o v i s i o n  i r ,  s a y ,  o n l y  30 d a y s .  T h i s  p l an  

a l s o  has  two o t h e r  p o l i c y  i m p l i c a t i o n s ;  f i r s t , t h e  d i v i d e n d  

woul d be s u b j e c t  t o  t h e  f u l l  b r u n t  o f  F e d e r a l  Income t a x a t i o n ;  

and s e c o n d , d i s t r i b u t i n g  cas h  may e f f e c t  t h e  e l i g i b i l i t y  of  

i n d i v i d u a l s  r e c e i v i n g  p u b l i c  a s s i s t a n c e .

F e d e r al I ncome T a x . A p e r m a n e n t  f und cas h  d i v i d p n d  

woul d be c o n s i d e r e d  t a x a b l e  i ncome b^ t h e  I n t e r n a l  R e v e n u e  

S e r v i c e  ( I R S ) .  C u r r e n t l y  t h e  a v e r a g e  m a r g i n a l  t ax  r a t e  i n 

A l a s k a  i s  35%. T h i s  means  at  l e a s t  15% o f  t h e  P e r man e n t  Fund 

e a r n i n g s  p . i d  o u t  i n  d i v i d e n d s  w i l l  end up in t h e  F e d e r a l  

t r e a s u r y .  In f a c t ,  a c a s h  d i s t r i b u t i o n  may a c t u a l l y  bump up 

t h e  a v e r a g e  m a r g i n a l  t r x  r a t e ,  by m o v i n g  some i n d i v i d u a l s  

i n t o  a h i g h e r  t a x  b r a c k e t .  Many p e o p l e  w o n ' t  c a r e ,  and w i l l  

s t i l l  p r e f e r  c a s h .  H o w e v e r ,  A l a s k a n s  w i t h  a m a r g i n a l  t ax 

r a t e  abov e 50% m ght  want  t o  d e f e r  t h i s  e x t r a  i ncome.

The c u r r e n t  d i v i d e n d  p l a n  a t t e m p t e d  t o  get  ar ound t h i s  

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

U n f o r t u n a t e l y ,  t h e  I R S  i s s u e d  a r u l i n g  t h a t  t he  per man e n t  

f u n d  d i v i d e n d  was s u b j e c t  t o  " c o n s t r u c t i v e  r e c e i p t " .  C o n s t r u c t i v e  

r e c e i p t  means  you h a v e  t o  pay t a x e s  on t h e  d i v i d e n d  ev e n  i f



you d o n ' t  e l e c t  t o  r e c e i v e  i t .  The I R S  has  a l l o we d  S t a t e  

e m p l o y e e s  t h e  o p t i o n  t o  d e f e r  a p o r t i o n  o f  t h e i r  wages,  

t h e r e b y ,  s h e l t e r i n g  t h e  amount  d e f e r r e d  f r o m  F e d e r a l  Income 

--------------------- " ■ -   the IRS

" D i v i d e n d  p a y me n t s  a r e  a v a i l a b l e  t o  a l l  a p p l i c a n t s  who 

meet  t h e  age and r e s i d e n c y  r e q u i r e m e n t ,  and who f i l e  

t i m e l y  a p p l i c a t i o n s .  S i n c e  Ac t  d i v i d e n d s  ar e  not  pai d  

as c o m p e n s a t i o n  f c r  s e r v i c e s ,  t h e  r a t i o n a l e  and c o n c l u s i o n s  

s t a t e d  i n  R u l e s  6 0 - 3 1  and 6 9 - 5 0  do n o t  a p p l y . . . "

And f u r t h e r ,

"We c o n c l u d e  t h a t  an i n d i v i d u a l  r e p o r t i n g  on t h e  cas h 

r e c e i p t s  and d i s b u r s e m e n t  met h od  o f  a c c o u n t i n g  who e l e c t s  

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

paymer '  met hod o r  t h e  t w e l v e  m o n t h l y  i n s t a l l m e n t  met hod 

w i l l  be r e q u i r e d  t o  i n c l u d e  t h e  amount  o f  s uch d i v i d e n d  

i n g r o s s  i ncome f o r  t h e  t a x a b l e  y e a r  i n  whi ch t he  d i v i d e n d  

woul d h a v e  been r e c e i v e d .. . "3

T h i s  r u l i n g  i s  n o t  t h e  f i n a l  wor d,  and does  not  n e c e s s a r i l y  

mean t h a t  i s  i s  i m p o s s i b l e  t o  s h e l t e r  t h e  P e r ma n e n t  Fund d i v i d e n d .  

The I R S  l e t t e r  a l s o  s t a t e

" H o w e v e r ,  i ncome i s  n o t  c o n s t r u c t i v e l y  r e c e i v e d  i f  t h e  

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

l i m i t a t i o n s "

3 L e t t e r  d at e d  F e b r u a r y  27,  1981 f r o m  t h e  U . S .  

D e p a r t me n t  o f  T r e a s u r y ,  I n t e r n a l  R e v e n u e  S e r v i c e  t o t h e  S t a t e  

o f  A l a s k a ,  D e p a r t me n t  o f  R e v e n u e .  The r u l i n g  i s  d i r e c t e d  

o n l y  t o t h e  r e q u e s t o r ,  and may n ot  be u s ed  o r  c i t e d  as 

p r e c e d e n t .



The t e r m  " s u b s t a n t i a l  l i m i t a t i o n "  i s  n o t  d e f i n e d ,  at 

l e a s t  i n  t h e  l e t t e r ,  and I t s  me a n i n g  woul d no d o u b t  be d e c i d e d  

upon by t h e  I R S  on a c a s e  by c a s e  b a s i s .  T '  t a k e  a d v a n t a g e  

o f  t h i s  " l o o p h o l e "  t h e  s t a t e  c o u l d  r e q u i r e  t h a t  a l l  t h e  

d i v i d e n d s  be p l a c e d  i n t o  a r e t i r e m e n t  a c c o u n t .  In t h i s  way a 

p e r s o n  woul d  n o t  be a b l e  t o  r e c l e v e  i t  u n t i l  some t i m e  i n  t he  

f u t u r e .  T h i s  m i g h t  wor k .  I f  a p e r s o n  h as  t h e  r i g h t  t o  t a k e  

t h e  cas h  upon i s s u a n c e  o f  t h e  d i v i d e n d  i ;  becomes  mor e d i f f i c u l t  

t o get  a r o u n d  c o n s t r u c t i v e  r e c i e p t ,  h o w e v e r ,  i t  may be p o s s i b l e .  

At  any r a t e ,  1t  w i l l  t a k e  a l o t  o f  work t o  f i g u r e  o u t  a s u i t a b l e  

t a x  s h e l t e r .

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

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

i ncome o f  r e s i d e n t s  e l i g i b l e  f o r  P u b l i c  A s s i s t a n c e .  The 

c u r r e n t  P e r m a n e n t  Fund d i v i d e n d  p l a n  e x e mp t s  d i v i d e n d s  up t o  

a maximum o f  $ 1 , 5 0 0  f r o m  i n c l u s i o n  as i ncome f o r  c e r t a i n  S t a t e  

p u b l i c  a s s i s t a n c e  p r o g r a m s . 4 H o we v e r ,  f o r  many o f  t h e  p r o g r a m s  

s u b j e c t  t o  F e d e r a l  r u l e s  and g u i d e l i n e s ,  cas h  d i v i d e n d s  can 

e i t h e r  c a u s e  h a r d s h i p  o r  s i m p l y  r e p l a c e  F e -  1 d o l l a r s  

a v a i a l b l e  f o r  a s s i s t a n c e  w i t h  S t a t e  m o n i e s .

F o r  e x a mp l e ,  a p e r ma n e n t  f u n d  d i v i d e n d  c o u l d  make a 

r e c i p i e n t  u n d e r  t h e  s t a t e / f e d e r a l  p r o g r a m  -  A i d  t o  F a m i l i e s  

W i t h  Dependent  C h i l d r e n  ( AFDC) -  i n e l i g i b l e  f o r  b e n e f i t s .  

C u r r e n t l y ,  i f  a p a r e n t  o r  g u a r d i a n ' s  " g r o s s  i ncome" e x c e e d s  

$ 7 62/ mo. ,  o r  t h e i r  " n e t  i ncome" e x c e e d s  $ 5 0 8 / mo . ,  t h e  f a m i l y  

i s  n o t  e l i g i b l e .  I f  t h e  f a m i l y  r e c i e v e d  a p e r ma n e n t  f u nd  

d i v i d e n d  o f  $ 1 , 2 0 0  as  a lump sum,  t h e  payment  woul d c o u n t  as 

" e x c e s s "  i ncome.  A c c o r d i n g  t o  r e g u l a t i o n s ,  t h e  money woul d

4 S ee :  AS  4 3 . 2 3 . 0 8 0 .
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h a v e  t o  a v e r a g e d  o v e r  a c e r t a i n  p e r i o d  by d i v i d i n g  t h e  d i v i d e n d  

r e c e i v e d  by t h e  l i m i t  f o r  " n e t  i ncome".  W i t h  a $1 , 20 0  d i v i d e n d  

t h e  f a m i l y  woul d become i n e l i g i b l e  f o r  a s s i s t a n c e  f o r  2. 36 

m o n t h s  ( $ 1 , 2 0 0 / $ 5 0 8 ) . Maybe t h i s  d o e s n ' t  seem t o  bad, e x c e p t  

t h e  c h i l d  woul d a l s o  be made i n e l i g i b l e  f o r  Me d i c a i d  as w e l l .

I f  t h e  d i v i d e n d  wer e  p a i d  i n  m o n t h l y  i n s t a l l m e n t s ,  i t  

m i g h t  make t h e  f a m i l y  i n e l i g i b l e  a l l  t o g e t h e r .  And ev e n  i f  

i t  d i d n ' t ,  t he  m o n t l y  d i v i d e n d  woul d be s u b t r a c t e d  f r o m  t h e  

b e n e f i t s  due.  T h i s  woul d h a v e  t h e  e f f e c t  o f  b a c k i n g  o u t  

F e d e r a l  ai d d o l l a r s  w i t h  P e r ma n e n t  Fund d i v i d e n d s .  I t  s eems  

i r o n i c  t h a t  t h e  P e r m a n e n t  Fund d i v i d e n d  c o u l d  a c t u a l l y  h u r t  

t h e  p o o r  r a t h e r  t h a n  h e l p .  T h i s  p r o b l e m  may ha v e  a s o l u t i o n ,  

but  i t  w i l l  r e q u i r e  a c a r e f u l  s t u d y  of  a l l  t h e  s t a t e / f e d e r a l  

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

a p p r o p r i a t e  e x e m p t i o n s .

R o y a l t y  O i l  P r e mi u m Pay ment s

A p r o g r a m s i m i l a r  t o  tjre annual  cas h d i s t r i b u t i o n  s y s t e m

was ' W- f e - d  d u r i n g  t h e  Twe- f f t h  L e g i s l a t u r e .  G o v e n o r  Hammond

' i n t r o d u c e d  Hjl 67 , ar^fjTact r e l a t i n g  t o  r o y a l t y  o i l  p r emi um

p a y m e n t s -  wou 1 d h a v e  d i s t r i b u t e d  t h e  " p r e mi u m" ,  o r  t he
/ 'I

amount  o f  t h e  S t a t e  r e c e i v e d  cbov e t h e  " i n  v a l u e "  p r i c e  f r o m  a 

r o y a l t y  o i l  a u c t i o n  h e l d  i n  December  1980,  e q u a l l y  t o each 

s t a t e  r e s i d e n t .  The r o y a l t y  a u c t i o n  n e t t e d  t h e  s t a t e  an 

e x t r a  $77 m i l l i o n ,  about  $193 f o r  each A l a s k a  r e s i d e n t .

In G o v e n o r ' s  Hammond' s  t r a n s m i t t a l  l e t t e r  he s t a t e d  t h e  

p u r p o s e s  o f  HB 67 were t w o f o l c | ^ \ ^ -

"By d i s t r i b u t i n g  t h e  p r e mi u m o b t a i n e d  e v e r  c u r r e n t  

i n - v a l u e  p r i c e s  d i r e c t l y  t o  r e s i d e n t s  o f  t he  s t a t e ,  

r e s i d e n t s  w i l l  g a i n  and i n c r e a s e d  a wa r e n e s s  t h a t  t h e  

s t a t e ' s  n a t u r a l  r e s o u r c e s  b e l o n g  t o them. tl
• •
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and f u r t h e r ;

"A s econd p u r p o s e  o f  t h e  d i s t r i b u t i o n  i s  t o  f u l f i l l  

t o  some d e g r e e  t h e  e x p e c t a t i o n s  r a i s e d  be e n a c t me n t  

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

o f  whi ch c o n t i n u e s  t o  be d e l a y e d  by l i t i g a t i o n . . . "  4

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

t h e  L e g i s l a t i v e  P u r p o s e  and F i n d i n g s  S e c t i o n  o f  HB 67,  t h e  

r o y a l t y  p r emi um payment  w r  d e f i n i t e l y  n o t  G o v e n o r  Hammond' s  

f i r s t  c h o i c e .  T h o s e  f i n d i n g s  s t a t e  i n  p a r ^ O

" U n l i k e  t h e  p e r ma n e n t  f u n d  d i v i d e n d  p r o g r a m ,  h o we v e r ,  

t h i s  p e r  c a p i t a  d i s t r i b u t i o n  d o e s  n ot  p r o v i d e  an i n c e n t i v e  

f o r  l o n g - t e r m  r e s i d e n c y  i n  t h e  s t a t e ;  i t  does  n ot  h e l p  

a s s u r e  t h a t  t h e  s t a t e  w i l l  b e n e f i t  i n  t h e  f u t u r e  f r o m  a 

s t a b l e  p o p u l a t i o n ;  i t  d o e s  n o t  e n c o u r a g e  a l o n g - t e r m  

i n t e r e s t  i n  p r u d e n t  management  o f  t h e  A l a s k a  P er man e n t  

Fund and t h • s t a t e ' s  n a t u r a l  r e s o u r c e s ;  and i t  does  n ot  

r e c o g n i z e  t h e  many c o n t r i b u t i o n s ,  bot h  t a n g i b l e  and 

i n t a n g i b l e ,  t h a t  i n d i v i d u a l s  h a v e  made t o  t h e  A l a s k a  

c ommu ni t y  d u r i n g  t h e i r  p r e v i o u s  p e r i o d s  o f  r e s i d e n c e  

i n t he  s t a t e .  T h u s ,  t h e  me t h o d  of  d i s t r i b u t i o n  p r o v i d e d  

i n t h i s  Act  i s  n o t  t h e  met h od  p r e f e r r e d  by t h e  1 e g i s  1 a t u r e  . 5

i 7
I t  s eems  u n l i k e l y  t h e  G o v e n o r  o r  t h e  L e g i s l a t u r e  w i l l  t l . W #

r e v i v e  HB 67. H o w e v e r ,  t h e  r o y a l t y  o i l  a u c t i o n  c o u p l e d  w i t h  

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

F i r s t , t h e  r o y a l t y  o i l  a u c t i o n  was t h e  f i r s t  t i m e  P r u d h o e  

Bay o i 1 was s o l d  i n  a c o m p e t i t i v e  a u c t i o n ,  and i t  n e t t e d  t h e  

s t a t e  a s i z a b l e  p r e mi u m,  a p r e m i u m abov e what  t h e  s t a t e  n o r m a l l y  

r e c e i v e s  f o r  i t s  o i l .  S e c o n d , t h e  A d m i n i s t r a t i o n  was at

5 S ee:  H o u s e  J o u r n a l ,  F e b r u a r y  4,  1981,  pp. 1 4 6 - 1 4 7 .
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/

/

l e a s t  w i l l i n g  t o  c o n s i d e r  d i s t r i b u t i n g  t h e  p r e mi u m,  even
,6/

t h o u g h  i t  a r g u a b l y  r e p r e s e n t s  p r i n c i p l e  r a t h e r  t h a n  i n v e s t m e n t
/ A  *

e a r n i n g s .  7

W h i l e  t h e  L e g i s l a t i v e  P u r p o s e  S e c t i o n  o f  HB 67 v i e w s  t he . j 

p r o g r a m  s omewhat  i . e g a t i v e l y , / d i s t r i b u t i n g  t h e  pr emi um w -rH — USPU'ffl 

e s t a b l i s h  a d i r e c t  l i n k  bet ween p e r s o n a l  i nc omes  and t h e p r i c e - y ^ ^ p  

t h e  s t a t e  r e c i e v e s  f o r  I t s  r o y a l t y  o i l .  h n-pnT t h p  L e g i s l a t u r e

may w i s h  t o  c o n s i d e r  a p p r o p r 1 a t i n g  t h e  p r emi um f r o m  t he 

a O T D e c e m b e r ^ r o y a l t y  o i l  a u c t i o n  and p r e m i u m s  f r o m  f u t u r e  a u c t i o n s ,  

i f  t h e r e  a r e  any,  d i r e c t l y  t o  t h e  P e r m a n e n t  Fund d i v i d e n d  

a c c o u n t .  T h i s  woul d t end  t o  i n c r e a s e  t h e  a w a r e n e s s  o f  s t a t e  

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

P o r t f o l i o  o f  A l a s k a n  C i t i z e n  E n t e r p i s e

D u r i n g  t h e  s econd s e s s i o n  o f  t h e  E l e v e n t h  L e g i s l a t u r e ,

HB 1006 was i n t r o d u c e d ,  "an Ac t  e s t a b l i s h i n g  t h e  P o r t f o l i o  of  

A l a s k a  C i t i z e n  E n t e r p r i s e " ,  o r  as  i t  became commonl y known 

PACE. PACE was a s y s t e m  wh e r e b y  i ncome p r o d u c i n g  a s s e t s  or 

i n v e s t m e n t s  c o u l d  be d i s t r i b u t e d  o r  s o l d  t o A l a s k a  r e s i d e n t s .  

" P o r t f o l i o  P l a n s "  as  t h e s e  i n v e s t m e n t s  wer e  c a l l e d  c o u l d  be 

s t a t e  i n v e s t m e n t  f u n d s ,  b u s i n e s s  e n t e r p i s e s  a c q u i r e d  by t he 

s t a t e ,  e n e r g y  r e s o u r c e  t r u s t s ,  r e a l  e s t a t e  i n v e s t m e n t  t r u s t s ,  

and GSOCs .

P A C E . The i dea of  a PACE came f r o m  B r i t i s h  C o l u m b i a ' s  

e x p e r i e n c e  i n " p r i v a t i z a t i o n " .  P r i v a t i z a t i o n  was a means  o f  

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

i n d i v i d u a l s .  In 1977 at  t h e  u r g i n g  o f  P r e m i e r  B e n n e t t ,  t he  

B r i t i s h  Co l u mb i a  l e g i s l a t u r e  c r e a t e d  t h e  B r i t i s h  Col umbi a
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R e s o u r c e  I n v e s t m e n t  C o r p o r a t i o n  ( B CRI C) ,  and handed o v e r  t h e  

f o l l o w i n g  g o v e r n m e n t  owned a s s e t s :  ^

011 and gas  e x p l o r a t i o n  r i g h t s  t o  some 2. 3  m i l l i o n  a c r e s  

o f  ci own l a n d  i n  B r i t i s h  Co l u mb i a ,

81 p e r c e n t  o f  t h e  common s h a r e s  o f  Canadi an C e l l u l o s e  

L i m i t e d ,  a l a r g e  s c a l e  f o r e s t  p r o d u c t s  f i r m ,

100 p e r c e n t  o f  t h e  common s h a r e s  o f  K o o t e n a y  F o r e s t  

P r o d u c t s  L i m i t e d ,  a medium s i z e d  l u mb e r  and pl ywood 

m a n u f a c t u r e r ,

100 p e r c e n t  o f  t he common s h a r e s  o f  P l a t e a u  M i l l s  L i m i t e d ,  

a m i d - s i z e d  l u m b e r  p r o d u c e r ,

About  10 p e r c e n t  o f  t h e  s h a r e  o f  W e s t c o a s t  T r a n s m i s s i o n  

Company, whi ch  o p e r a t e s  a m a j o r  p i p e l i n e  i n  B.C. and i s  

a l s o  a o a r t n e r  in t h e  A l a s k a  Hi ghway gas  p i p e l i n e  p r o j e c t .

A f t e r  p a s s a g e  and t r a n s f e r e n c e  o f  t h e s e  a s s e t s  t o  BCRIC, 

e i g h t y  p e r c e n t  o f  t h e  s t o c k  i n BCRIC, o r  12 m i l l i o n  s h a r e s ,  

was t r a n s f e r e d  t o  t h e  p u b l i c .  Each r e s i d e n t  r e c e i v e d  f i v e  

s h a r e s .  The B.C.  g o v e r n m e n t  r e t a i n e d  20% o f  *he s t o c k ,  but  

d i d  n e t  become i n v o l v e d  i n  management  o f  t h e  c o r p o r a t i o n .

W h i l e  p o l i t i c a l  w i s e  men and f i n a n c i a l  e x p e r t s  v i ewed  t he  

p r o g r a m a s k a n c e ,  BCRIC became i m m e n s e l y  p o p u l a r  amongs t  B.C. 

r e s i d e n t s  a f t e r  i t s  p a s s a g e .

/ ys ryou may h a v e  s u r m i s e d ,  BCRIC and PACE b e ar  a s t r i k i n g  

r e s e m b l a n c e  t o  t h e  A l a s k a  G e n e r a l  S t o c k  O w n e r s h i p  P l a n ,  or  

AGSOC as i t  was p o p u l a r l y  r e f e r r e d  t o .  In f a c t ,  i n  many 

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



t o  a v o i d  c o n c e n t r a t i o n ,  d i s t r i b u t i o n s  ar e  l i m i t e d  t o  r e s i d e n t s ,  

boar d  member s  a r e  e l e c t e d  by t h e  s h a r e h o l d e r s ,  e t c .  AGSOC 

and PACE ar e  n o t ,  h o w e v e r ,  e x a c t l y  a l i k e .

AGSOC and P A CE . One o f  t h e  m o t i v a t i o n s  b e h i n d  PACE v;as 

t o  v o i d  t h e  i n i t i a t i v e  p e t i t i o n  t o  c r e a t e  AGSOC. AGSOC, as 

m o s t  w i l l  r e me mber ,  was t h e  K e l s o - G r a v e l  p l a n  t o  d i s t r i b u t e  

w e a l t h  f r o m  A l a s k a  i n v e s t m e n t s .  W h e t h e r  PACE woul d h a v e  v o i d e d  

t h e  p e t i t i o n  i s  mo o t ,  s i n c e  PACE d i d  n o t  p a s s  t h e  L e g i s l a t u r e  

and AGSOC went  down i n  d e f e a t  b e f o r e  t h e  v o t e r s .

W h i l e  t h e  p u r p o s e  o f  AGSOC and PACE ar e  s i m i l a r ,  t o  d i s t r i b u t e

wea’ t h  t o  A l a s k a  r e s i d e n t s ,  t h e r e  i s  a f u n d a m e n t a l  d i f f e r e n c e  

i n  t h e i r  ma k e - u p .  PACE can own i ncome p r o d u c i n g  a s s e t s .

AGSOC, on t h e  o t h e r  hand,  m u s t  a c q u i r e  i n v e s t m e n t s  w i t h  100% 

d ebt  f i n a n c i n g .  A f t e r  s e r v i c i n g  t h e  d e b t ,  t h e  i ncome l e f t  

o v e r  mu s t  be d i s t r i b u t e d ,  i f  t h e r e  i s  any. AGSOC i s  a c o n d u i t  

f o r  f u n n e l i n g  Income t o  A l a s k a n  r e s i d e n t s .  In exchan ge,

AGSOC i s  exempt  f r o m  c o r p o r a t  i ncome t a x .  PACE can a c t u a l l y  

own t h e  a s s e t s ,  a l t h o u g h  t h i s  d o e s  r a i s e  some d i f f i c u l t  t ax  

q u e s t i o n s .

U n d e r  t h e  d r a f t  l e g i s l a t i o n  c r e a t i n g  PACE, t r e  D e p a r t me n t

o f  R e v e n u e  was r e q u i r e d  t o  p r e s e n t  at  l e a s t  one and n o t  mor e

t h an  t h r e e  " P o r t f o l i o  P l a n s "  s p e c i f y i n g  whi ch a s s e t s  were t o  

be t r a n s f e r e d  t o  PACE. Some s h a r e s  wou'id be d i s t r i b u t e d  f r e e  

and some woul d be s o l d .  H o w e v e r ,  b e f o r e  t h e  a s s e t s  c o u l d  

become p a r t  o f  PACE a p p r o v a l  f r o m  t h e  L e g i s l a t u r e  was n e c e s s a r y .  

T h i s  i s  a n o t h e r  s i g n i f i c a n t  d i f f e r e n c e  bet ween PACE and AGSOC.

The f i r s t  " p o r t f o l i o  p l a n "  t o  c o n s i d e r e d  f o r  PACE was a 

r o y a l t y  t r u s t .



R o y a l t y  T r u s t . The r o y a l t y  t r u s t  woul d be a t r u s t  o r  

t r u s t s  t o  whi ch t h e  r o y a l t y  i ncome f r o m  s p e c i f i c  s t a t e  l e a s e s  

wou l d  be p l e d g e d .  The t r u c t  woul d t h e n  act  as a c o n d u i t  

f u n n e l i n g  r o y a . t y  o i l  i ncome t o  t h e  t r u s t  b e n e f i c i a r i e s ,  who 

i n  t h i s  c as e  woul d be s t a t e  r e s i d e n t s .

The  PACE r o y a l t y  t r u s t  woul d  be s i m i l a r  t o  some p u b l i c a l l y  

h e l d  r o y a l t y  t r u s t s  l i k e  t h e  N o r t h  E u r o p e a n  Oi l  R o y a l t y  T r u s t ,  

t h e  Mesa T r u s t  and t h e  T i d e l a n d s  t r u s t .  The v a l u e  o f  t h e  income 

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

S i n c e  r o y a l t i e s  ar e  t a k e n  o f f  t h e  t o p ,  t r u s t  b e n e f i c i a r i e s  

b e a r  none o f  t h e  d e v e l o p m e n t  r i s k s .  A l s o ,  r o y a l t y  t r u s t s  

r e c e i v e  s p e c i a l  t ax  c o n s i d e r a t i o n  by t h e  I R S .  As  l ong as  t he  

t r u s t  r e m a i n s  " p a s s i v e "  ( b e a r s  no r i s k )  and pays  o u t  

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

i ncome t a x .  T r u s t  b e n e f l d i  ' s can a l s o  c l a i m  a d e p l e t i o n  

d e d u c t i o n  whi ch r e d u c e s  an it; d u a l s  t ax  l i a b i l i t y .  W h i l e  

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

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

D e d i c a t i o n  o f  R e v e n u e s . One l e g a l  o b s t a c l e  a p p e a r s  t o 

be A r t i c l e  I X  § 7 o f  t h e  A l a s k a  C o n s t i t u t i o n .  A r t i c l e  IX  § 7 

zi t h e  s t a t e ' s  c o n s t i t u t i o n  p r o h i b i t s  t h e  d e d i c a t i o n  o f  " t a x e s  

l i s c e n c e s  and f e e s " .  A l i t e r a l  r e a d i n g  o f  A r t i c l e  I X  m i g h t  

be i n t e r p r e t e d  t o  e x c l u d e  r o y a l t i e s ,  b e c a u s e  t h e y  ar e not  

s p e c i f i c a l l y  a t a x ,  l i s c e n c e  o r  f e e .  Howev e r ,  t h i s  i s  a 

p r e t t y  weak c a s e ,  and was n o t  t r i e d  w i t h  t h e  P e r man e n t  Fund.

The P e r ma n e n t  Fund r e c i e v e s  25% of  t h e  s t a t e ' s  r o y a l t y  i ncome 

p u r s u a n t  t o a c o n s t i t u t i o n a l  amendment .

T h °  PACE l e g i s l a t i o n  a t t e m p t e d  t o  g e t  ar ound t h i s  p r o b l e m  

y s t r u c t u r i n g  t h e  t r a n s f e r e n c e  o f  r o y a l t y  t r u s t  s h a r e s  as  a
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s a l e .  The money r e c l e v e d  by t h o s e  p u r c h a s i n g  t h e  s h a r e s  at  a 

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

f u n d .  T h i s  m i g h t  wor k,  b u t  i t  makes  t h e  r o y a l t y  t r u s t  more 

l i k e  an i n v e s t m e n t  t h an  a means  o f  d i s t r i b u t i n g  t h e  s t a t e ' s  

o i l  w e a l t h .

S t a t e h o o d  A c t . A n o t h e r  p r o b l e m  i s  s e c t i o n  6 ( 1 )  o f  t h e  

S t a t e h o o d  A c t .  S e c t i o n  6 ( 1 )  r e q u i r e s  t h e  s t a t e  t o  r e t a i n  a l l  

m i n e r a l s  i n  l a n d s  c o n v e y e d  t o  t h e  s t a t e  by t h e - F e d e r a l  

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

e s t a t e ,  t h e  A t t o r n e y  G e n e r a l  o f  t h e  U n i t e d  S t a t e s  may b r i n g  

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

p u r p o r t e d  c o n v e y a n c e .

W h e t h e r  a r o y a l t y  t r u s t  i s  a c o n v e y a n c e  i n  v i o l a t i o n  of  

s e c t i o n  6 ( i )  i s  an open l e g a l  d e b a t e .  The PACE l e g i s l a t i o n  

a t t e m p t e d  t o  r e me d y  I n i s  p r o b l e m  by e x p r e s s l y  r e q u i r i n g  t h e  

C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  t o  r e t a i n  t h e  m i n e r a l  

e s t a t e .  I t  was n o t  c l e a r ,  h o w e v e r ,  w h e t h e r  t h i s  p r o v i s i o n  

was s u f f i c i e n t .  One c l e a r  means  o f  a v o i d i n g  a p r o b l e m  w i t h  

s e c t i o n  6 ( i )  i s  t o  c o n v e y  t h e  r o y a l t y  I n t e r e s t  t o  a L r u. . t  

f r o m  l a n d s  o b t a i n e d  u n d e r  t h e  S u b me r g e d  L a n d s  A c t  o f  1953.

T h e s e  l a n d s  a r c  n o t  s u b j e c t  t o  f o r f e i t u r e  and hence would 

a l l o w  t h e  c r e a t i o n  o f ,  s a y ,  a B e a u f o r t  Sea r o y a l t y  t r u s t .

W i n d f a l  1 P r o f i t s  Tax . A n o t h e r  p r o b l e m  appear ed t o be 

t h e  F e d e r a l  w i n d f a l l  p r o f i t  t a x  ( WP T ) .  U n d e r  p r o v i s i o n s  of  

t h e  WPT A c t ,  p r o d u c e r s  m u s t  pay an e f f e c t i v e  m a r g i n a l  t ax  

r a t e  o f  30% on P r u d h o e  Bay o i l .  S t a t e  r o y a l t y  o i l  i s ,  h o we v e r ,  

exe mpt .  I t  was n o t  c l e a r  at  t h e  t i m e  t h e  l e g i s l a t u r e  was 

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

r o y a l t y  o i l  t r a n s f e r r e d  t o  a t r u s t .

The WPT p r o b l e m  may h a v e  been r e s o l v e d ,  h o w e v e r ,  b ecaus e  

o f  c e r t a i n  amendment s  t o  t h e  A c t .  The E c o n o mi c  R e c o v e r y  Tax
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A c t  o f  1981 p r o v i d e s  c e r t a i n  e x e m p t i o n s  f o r  payment  o f  t h e  WP'

The c o n f e r e n c e  a g r e e me n t  p r o v i d e d  a $ 2 , 5 0 0  c r e d i t  a g a i n s t  

WPTs  p ai d  1n 1981.  Bet ween 1 9 8 2 - 1 9 8 4  r o y a l t y  o w n e r s  c o u l d  

exempt  2 bpd o f  p r o d u c t i o n  f r o m  t h e  t a x ,  and 4 bpd thi. e a f t e r .  

I f  t h e  r o y a l t y  t r u s t  c o n s i s t e d  o f  a r o y a l t y  t r u s t  f o r  each 

b e n e f i c i a r y  ( s t a t e  r e s i d e n t ) ,  t h i s  e x e m p t i o n  m i g h t  be 

s u f f i c i e n t .

The i d e a  o f  a r o y a l t y  o i l  t r u s t ,  p e r h a p s ,  d e s e r v e s  some 

f u r t h e r  c o n s i d e r a t i o n .  I t  woul d c l e a r l y  c r e a t e  a c o n s t i t u e n c y  

c o n c e r n e d  w i t h  p r u d e n t  f i s c a l  management  o f  t h e  s t a t e ' s  o i l  

and gas  r e s o u r c e s .  One s u g g e s t i o n  woul d be t o  deal  w i t h  a 

r o y a l t y  t r u s t  s e p e r a t e  f r o m  PACE. On i t s  own, a r o y a l t y  

t r u s t  woul d be a v e r y  c o m p l i c a t e d  p i e c e  o f  l e g i s l a t i o n .

7)
v?

Di r e c t .  Di s t r i  but  i on 
 -------------

A r e c e n t  v e p o r t  e n t i 1 1 ed A l a s k a n s  Rai.nbow o f  O p p o r t u n i t y  

by Rep.  T e r r y  b a r ^ i ' n e r  a n ^ ^ f ^ \ a t i V t r ^ a n a l y s t  F o r d  Gr oh 

a d v o c a t e s  a r a d i c a l l y  d i f f e r e n t  appr oach  t o  s t a t e  s p e n d i n g  

and w e a l t h  d i s t r i b u t i o n .  T h e i r  p l a n  p r o p o s e s  a d i r e c t  

d i s t r i b u t i o n  o f  A l a s k a ' s  w e a l t h .  Wh e r e a s  t h e  p e r ma n e n t  f u n d  

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

f r o m  t h e  P e r m a n e n t  F u n d ,  d i r e c t  d i s t r i b u t i o n  woul d d i s t r i b u t e  

i ncome whi ch  now a c c r u e s  t o  t h e  s t a t e  g e n e r a l  f u n d .

T O u  r i n g  t h e  f f h ^ t  s e s s i o n  &f  t h e  Twe 1 f  L eg i s 1 a t u r e  , 

abou t  $6 b i l l i o n  was a p p r o p r i a t e d  f o r  e x p e n d i t u r e s  d u r i n g  

f i s c a l  y e a r  1982.  ° f  t h  i s \ m o n e y  V e n t  d i r e c t l y  t o

A l a s k a n s . ,  Whi le t h e  L e g  1 s 1 a t u r e  ^ r e ^ Y y  a p p r o p r i a t e d  money

t s -^ -e n  gA p t  - wh i c t r y r r r ~ 5 ~ ^ H n T t T t r r n

-  a j i ^ j J L £ p o j ^ l ^ ^ ^ x u : V  f - a e - i  T i  t y ^ n d ^ r - h y d r o ^ T e r t r i  c  

oTr'OTTi'nh'alrlt-ed~t-o^Trucjh^''l‘S i \ m d t h  Y jYl ani  which

woul d h a v e  d i s t r i b u t e d  m o n e ^ / d i  r e c t  1 y\ t to & U , /  ask ans  , l i k e  

/ t h e  r o y a l t y  p r e m i u m o r  PACE,  wer e n i x e d .  /

/  U a
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^ J J h e n  d i v i d e d ^ ;  $6 b i l l i o n  comes  t o  about  $15 ,000/ p e r s o n . 

Hence,  a f a m i l y  o f  f o u r  c o u l d  h a v e  a v e r y  c o m f o r t a b l e  i ncome 

o f  $ 6 0 , 0 0 0 / y e a r . r n n c h h a r s . u r t s o r  i f  a p e r s o n s  s h a r e  of  

S t a t e  i ncome coud be u s e d  t o  e s t a b l i s h  a, l i n e  o f  c r e d i t  at  

bank.  Dependi ng on t h e  o i l  p r i c e  i n f l a t o r  u s ed  t o  e s t i m a t e  

f u t u r e  r e v e n u e s ,  t h i s  c o u l d  be a v e r y  l a r g e  sum o f  money.

D i r e c t  d i s t r i b u t i o n  c o u l d  e l i m i n a t e  p o v e r t y  i n  t h i s  s t a t e .  ^

W h i l e  t h i s  appr oach  s o u n d s  f a r - f e t c h e d ,  d i r e c t  d i s t r i b u t i o n  

h a s  been a d v o c a t e d  by p r o m i n e n t  e c o n o m i s ,  among them P r o f e s s o r  

Donal d F. G o r d o n  o f  t h e  C e n t e r  f o r  t h e  S t u d y  o f  B u s i n e s s  and 

G o v e r n m e n t ,  U n i v e r s i t y  o f  New Y o r k .  In h i s  paper  e n t i t l e d  

The P r o b l e m s  o f  We a l t h  s u b m i t t e d  t o  t h e  Boar  < o f  T r u s t e e s  of  

t h e  A l a s k a  P e r ma n e n t  F u n d ,  Dr .  G o r d o n  i t e r a t e s  " Op t i o n  1" 

c a l l e d  " G i v e  i t  t o  t h e  P e o p l e " .  He s t a t e ^ C ^

"The f i r s t  o p t i o n  i s  s t u n n i n g l y  s i m p l e  in p r i n c i p l e  and 

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

c r i t e r i o n .  I t  a n s w e r s  t h e  q u e s t i o n  what  can be done 

w i t h  i t  ? by a n o t h e r  q u e s t i o n :  Why n o t  g i v e  I .  t o  t h e

P e°Ple ? 6

//V

Dr .  G o r d o n ' s  cr1 t e r  s t h a t  t h e  w e a l t h  o f  t h i s  s t a t e  

" m o r a l l y "  b e l o n g s  t o  t h e ^ s t a t e .)  He s u g g e s t s  A l a s k a  c r e a t e  a 

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

The s t a t e  woul d I s s u e  s a y ,  100 s h a r e s  t o  each and e v e r y  

A l a s k a n  and t h e n  s end them o u t  i n  t h e  ma i l  i m m e d i a t e l y .  ^ 7
i

The Boar d  o f  T r u s t e e ^ *  f o r  t h e  A l a s k a  P e r ma n e n t  Fund h a s

begun t o  s t u d y  t h e  t h e  1 n f

t h e  A l a s k a p  e c o n o m ^ / a n d  c o m m i s s i o n e d  n u me r o u s  

A l l  onc 1 u d e \ h a t  a p o l i t i c a l  s y s t e m  o f  r e v e n u e ,

a l l o c a t i o n  whi ch  r e s u l t s  i n  s u b s i d i z e d  l oan p r o g r a m ^ ' T n T d  

a t t e m p t s  to s p u r  i n d u s t r i a l  d e v e l o p m e n t  by b u y i n g  i n f r a s t r u c t u r e

6 The P r o b l e m s  o f  W e a l t h ,  p . 6 .
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f o r  m a r g i n a l l y  economi c p r o j e c t s  w i l l  r e s u l t  i n  wa s t e  o f  t h e  

s t a t e ' s  r e s o u r c e s .

R i c h a r d  B. Cof f man,  a u t h o r  o f  C a p i t a l  S h o r t a g e ,  P u b ! i c  

v s .  P r i v a t e  A l l o c a t i o n  o f  C a p i t a l  and A l t e r n a t i v e  O w n e r s h i p  

S y s t e m s  f o r  A l a s k a ' s  Oi l  W e a l t h , one o f  t h e  p a p e r s  p r e p a r e d  f o r  

t h e  P e r ma n e n t  Fund Boar d  o f  T r s t e e s * s t a t e s  u n e q u i v o a c a j h y  

" a l l  s t a t e  l o a n  p r o g r a m s  s h o u l d  be a b o l i s h e d "  and " a l l  u s u r y  

and i n t e r e s t  r a t e  c e i l i n g s  s h o u l d  be r e m o v e d " .  In o t h e r  

w o r d s ,  t h e  c a p i t a l  m a r k e t s  s h o u l d  be d e # n j ^ u T a t e d .  Dr.

Cof f man a l s o  r ecommen ds  r e d i s t r i b u t i o n  oi T  some p a r t - o - f - t i n ? ------------

o i l  r e v e n u e s  as  c a s h  g r a n t s .  Taken t o g e t h e r ,  Dr .  Cof fman 

p r e s e n t s  a f a i r l y  s t r o n g  c a s e  f o r  p r i v a t e  a l l o c a t i o n  o f  t h e  

s t a t e ' s  w e a l t h  as oppos ed t o  a p o l i t i c a l / b u r e a u c r a t i c  s y s t e m  

o f  a l l o c a t i o n .

Dr .  Mal co l m G i l l i s .  p r o f e s s o r  at  H a r v a r d  U n i . e r s i t y  and 

a u t h o r  o f  t h e  p a p e r ,  The E f f e c t s  c f  I n - s t ~t e  I n v e s t m e n t :

L e s s o n s  f r o m  O i l - F i r e d  De v e l o p me n t In O t h e r  P a r t s  o f  t he Wor l d  

w a r n s  o f  d a n g e r s  i n  s t i m u l a t i n g  i n d u s t r i a l  d e v e l o p m e n t  b ai e d  

on c r i t e r i a  o t h e r  t han  "good e c o n o m i c s " .  He c i t e s  t he  K r a k a t a u  

s t e e l  p r o j e c t ,  a $3 b i l l i o n  " b o o n d o g g l e "  i n t e n d e d  t o  f r e e  

I n d o n e s i a  f r o m  h a v i n g  t o I m p o r t  s t e e l .  " T h i s  f r e e d o m,  Dr.

G 1 U 1 s  s t a t e s ,  " w i l l  c o s t  t h a t  s o c i e t y  n e a r l y  $80 m i l l i o n  a n n u a l y  

f o r  a n o t h e r  decade ( i n  a d d i t i o n  t o  t he  $1. 5 b i l l i o n  a l r e a d y  

i n v e s t e d ) ".

Dr .  G i l l i s  a l s o  r e m a r k s  t h a t  c r a s h  p r o g r a m s  t o  expand 

i n f r a s t r u c t u r e  h a v e  o f t e n  I n v o l v e d  s u b s t a n t i a l  w a s t e ,  by 

c h e a t i n g  f a c i l i t i e s  t h a t  h a v e  been " g r o s s l y "  u n d e r u t i l i z e d .  

F u n d i n g  i n f r a s t r u c t u r e  1s ,  h o w e v e r ,  p o l i t i c a l l y  a t t r a t i v e  as 

Dr .  G i l l i s  p o i n t s  o u t  by q u o t i n g  a campai gn s peech  by Mr.

V e l a s c o  I b a r r a ,  P r e s i d e n t  o f  E c u a d o r  o f f  and on d u r i n g  t h e  19 60s ;
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"And f i n a l l y ,  when I am e l e c t e d  a g a i n ,  we w i l l  b u i l d  

t h e  b i g g e s t  b r i d g e  i n  E c u a d o r ,  r i g h t  h e r e  i n  Dos  G a t o s .

But  S e n o r  P r e s i d e n t e ,  t h e r e  i s  no r i v e r  i n  Dos G a t o s .

Then we w i l l  a l s o  b u i l d  t h e  b i g g e s t  r i v e r  i n  E c u a d o r ,

r i g h t  h e r e  i n  Dos  G a t o s . "

No d oub t j  i m p l e m e n t  at  io.n o f  d i r e c t  d i s t r i b u t i s m  p o s e s  

n u m e r o u s  p o l i t i c a l ,  l e g a l  and t e c h n i c a l  .^hurdl

t nnr »i.»» — h

C _ ^ . r e t a i n  a n a t i o n a l l y  r e c o g n i z e d  a c c o u n t  i n <  f i  r m t V ^ £ e ! ^ y - ^ ^ k

at  t h e  i de a.  -T-h i s wo u l d - b o  t h e  moat  - p r ac -H -r tH — r l e p  1 a L t l r l  s 

t i me-r—

/> p  S u p p l e m e n t a l  B en ef i t .  S y s t e m  

‘i< e £  O'

A n o t h e r  o p t i o n  f o r  d i s t r i b u t i n g  i ncome f r o m  t h e  Per manent  

Fund i o f  b e n e f i t s  l i k e  t h e  S u p p l e m e n t a l  

B e n e f i t s  S y s t e m  ( S B S )  f o r  s t a t e  e m p l o y e e s .  S B S  r e p l a c e d

S o c i a l  S e c u r i t y  when s t a t e  e m p l o y e e s  o p t e d  o u t  o f  t h e  s y s t e m  

i n  1980. I t  i s  a v e r y  s o p h i s t i c a t e d  s y s t e m  o f f e r i n g  e mp l o y e e s

a c o m b i n a t i o n  o f  i n s u r a n c e  b e n e f i t s  and a r e t i r e m e n t  a n n u i t y .  

The s y s t e m  i s  one o f  a k i n c ^ ^ n d ^ a d m i n i  s t e r e d  v e r y  we l l  g i v e n

i t s  c o m p l e x i t y .

(n

U n d e r  S B S ,  12.26% o f  an e m p l o y e e s  wages  go i n t o  t h e  

s y s t e m ,  up t o  t h e  s o c i a l  s e c u r i t y  maximum wage b a s e ,  whi ch 

i s  $2 9, 7 00  f o r  1981.  Hence,  up t o  $ 3 , 6 4 1 . 2 2  c o u l d  be 

c o n t r i b u t e d .  O n e - h a l f ^ t h e  c o n t r i b u t i o n  ( 6. 13%)  i s  wage 

r e d u c t i o n ,  t h e  r e s t  i s  c o n t r i b u t e d  by t h e  s t a t e .  

«-fr4-»tr"bTr~po‘s v l 'b'T g ',TTr S t r u t  lT iT ^ -ST O h ---a ^ s^ & -t:ero wi fch~ r h -g " P rrn van,gn t -  

. F iuu f -d r^ rfd ^ a d ‘S . 0 / /  *)

, f a

, *  f w t
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A n n u l t y . The a n n u i t y  1s  a r e t i r e m e n t  a c c o u n t .  A l l  o r  

p a r t  o f  t h e  12.26% o f  a s t a t e  e m p l o y e e s  c o n t r i b u t i o n  t o  t h e  

j BS can go i n t o  t h e  a n n u i t y  a c c o u n t ,  but  at  l e a s t  6.13% m u s t  

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

S p e i c a l  t a x  t r e a t m e n t  by t h e  I R S  i s  p e r h a p s  t h e  m o s t  a t t r a c t i v e  

f e a t u r e  o f  t h e  S B S .  C o n t r i b u t i o n s  a r e  n o t  t a x e d ,  n o r  i s  t h e  

i n t e r e s t  e a r n e d .  The a n n u i t a n t  1s  ab l e  t o  d e f e r  t a x e s  u n t i l  

he b e g i n s  t o  dr aw on t h e  a n n u i t y ,  a f t e r  age 55. The a n n u i t y  

can be w i t h d r a w n  i n  a lump sum o r  i n s t a l l m e n t s .  P r e s u m a b l y ,  

t h e  t ax  r a t e  f o r  r e t i r e e s  w i l l  be l o we r  t h a n  f o r  t h o s e  e a r n i n g  

a r e g u l a r  s a l a r y .

The i de a  o f  s t r u c t u r i n g  a r e t i  ement  a n n u i t y  f u n d e d  by a 

per man e n t  f u n d  d i v i d e n d  may be a t t r a c t i v e  f o r  some A l a s k a n s ,  

p a r t i c u l a r l y  t h o s e  i n  h i g h ^ a x  b r a c k e t s .  H o we v e r ,  s t r u c t u r i n g  

t h e  p r o gr am t o  s h e l t e r  d i v i d e n d s  and t h e i r  e n d i n g s  f r o m  

F e d e r a l  Income Tax may be e a s i e r  s a i d  t han done.  The s t a t e  

_tMj?d i t  once,  and e v e n i f  t h e  c u r r e n t  d i v i d e n d / p r o g r a m  had

i n C o u r t  1 t ^ p ' r o b a b l y  hav e( jnadjT)

a l r e a d y n o t e d ; — Rowev’e r T  amendment s  

t o t h e  I R S  code l i b e r a l i z i n g  t h e  d o c t r i n e  o f  " c o s t r u c t i v e  

r e c e i p t "  wer e  c jin t a j - n e i L J _ n t h e E c qjiq m i c R e c o v e r y  Tax A c t  -  CCi'Otf*/'

1901.  I t ^ ma y  be w o r t h  >tC a }Tt^  a Z l^ 5 ^ ^ h > v 7- ^ - - -  -  — ------------------

B e n e f i t s . The o t h e r  p a r t s  o f  S B S  a r e  b e n e f i t s .  T h e s e  

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

i n s u r a n c e .  U n d e r  S B S ,  o n l y  o n e - h a l f  (6.13%)  o f  an e m p l o y e e s  

c o n t r i b u t i o n  can be c h o s e n  by a b e n e f i c i a r y  and s t i l l  r e m a i n  

tax f r e e .  ^ T ^ W T ' T u r e  exactTy~~wTrgsth_i_s- A s  th e  c a '5TT~bu~t 

r e l a t e s  t o  t h e  f-fre-t t h at - - mT T 3̂ n e - h a l f  t h e  c o n t r i b u t i o n  

f r o m  t he  s t a t e .

The i de a  o f  p r o v i d i n g  b e n e f i t s ,  p a r t i c u l a r y  h e a l t h  

I n s u r a n c e ,  i s  d i s c u s s e d  as " O p t i o n  2" i n  t h e  G o v e n o r ' s

t U  | A /* '
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P o l i c y  A n a l y s i s  Pap e r  No. 8 1 - 2 4 ^ combi ned w i t h  t h e  o p t i o n  o f

t a k i n g  c a s h .  A r e c e n t  r e p o r t  be B a t t e l l e  R e s e a r c h  showed

t h a t  11% o f  A l a s k a n s  h a v e  no h e a l t h  c a r e  c o v e r a g e  at  a l l .

The i d e a  o f  g i v i n g  a p e r s o n  t h e  c h o i ce o f  t a k i n g  _cash__.or heal  t h

i n s u r ^ A C j . _ m i p h t - n o t .  b e ^ A o o b a d j _ J u i @ e r . ^ t h e  G o v e n o r ' s  " Op t i o n

2 " made h e a l t h  i n s u r a n ce m a n d a t t f r v  i f  a p e r s o n  was not  a l r e a d y

c o v e r e d ^ J T h e r e  a r e ,  h o v ^ e r ,  two p o t e n t i a l  p r o b l  ems~wTth a f f o w i n g
a c h o i c e  bet ween t h e  two,  -b i r ^ w e y  may n o t  be i n s u r m o u n t a b l e .

'I
F i r s t , e m p l o y e r s  may s t o p  c a r r y i n g  h e a l t h  i n s u r a n c e  f o r  

t h e i r  e m p l o y e e s .  S e c o n d , i f  a p e r s o n  has  t h e  o p t i o n  o f  t a k i n g  

c a s h < ? b u t  d o e s n ' t ,  i s  t h i s  " c o n s t r u c t i v e r e c e i p t "  and ar e  t he  

h e a l t h  c a r e  b e n e f i t s  t a x ab  1 e T h e  G o v e n o r ' s

appr oach  woul d g e t  a r o u n d  p r o b l e m  #2 , b u t  i t  i s  does  i mpi n ge  

on a p e r s o n ' s  r i g h t  t o  f r e e  c h o i c e .  >

M u n i c i p a l  s s i s t  aj

A n o t h e ^ ^ p p r o a c s t o  d i s t r i b u t e  P e r ma n e n t  Fund e a r n i n g s

t c  c o m m u n i t i e s .

Hammond A d m i n i s t r a t i o n

T h i s  p r o g r a m was y U ^ o - r e o e n t l y  e n d o r s e d  by t he
. 4r Cfyiztlicr 

a t i o n  as  an o p t i o n .  The p l a n  woul d be

s i m i l a r  t o  FCCSSB 2 3 6 , "an Act  r e l a t i n g  t o a s s i s t a n c e  t o  

m u n i c i p a l i t i e s " .  FCCSSB 236 p a s s e d  d u r i n g  t h e  f i r s t  s e s s i o n  

o f  t h e  T w e l f t h  L e g i s l a t u r e .

The p r o v i s i o n s  o f  FCCSSB 236 a l l o w  f o r  payment  o f  an 

" e iii. 1 t l e me n t "  t o  each " m u n i c i p a l i t y "  o r  "uni  n c o r p o r a t e d  c o mmu n i t y " .  

The e n t i t l e m e n t  woul d be $1 , 00 0  t i m e s  t h e  number  o f  p e o p l e  

r e s i d i n g  w i t h i n  t h e  b o u n d a r i e s  o f  t h e  c o mmu n i t y ,  s u b j e c t  t o  

t h e  l i m i t s  o f  t h e  a p p r o p r i a t i o n .  The sum r e c e i v e d  as an 

e n t i t l e m e n t  c o u l d  be us ed on 1 y f o r  s o c i a l  s e r v i c e s ,  c a p i t a l  

p r o j e c t s ,  o r  o p e r a t i n g  e x p e n s e s  o f  c a p i t a l  p r o j e c t s ,  a c c o r d i n g  

t o  FCCSSB 236.
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was

The r e p s o n s e  t o  t h i s  p r o g r a m  f r o m  m u n i c i p a l  o f f i c i a l s  

u n d e r s t a n d b i y  -a iLfeha rsia Stis*  cfJi h  t e & T / / * ,

P u b l i c  E n do wmen t s

One c o n c e p t  whi ch h a s  been d i s c u s s e d  by s t a t e  o f f i c i a l s  

i s  t h e  c r e a t i o n  o f  a p u b l i c  endowment .  An endowment  woul d in 

e s s e n c e  be a n o t h e r  p e r ma n e n t  f u n d ,  t h e  e a r n i n g s  f r o m  which 

c o u l d  be u s ed  t o  f u n d  s a y  e d u c a t i o n ,  p u b l i c  w o r k s  o r  o t h e r  

s t a t e  p r o g r a m s .  The c r e a t i o n  o f  an e d u c a t i o n  endowment  was 

p r o p o s e d  b y N r^ j^ -S t rrT u c T r,  d i r e c t o r  o f  t h e  I n s t i t u t e  o f  S o c i a l  

and E c o n o mi c  R e s e a r c h .  The L e g i s l a t u r e  c o n s i d e r e d  t h e  p r o p o s a l

b u t  d i d  n o t  t a k e  any a c t i o n .

The c r e a t i o n  o f  an endowment  n o s e s  some r e a l  q u e s t i o n s .

To a c t u a l l y  " d e d i c a t e "  p a r t  o f  t h e  s t a t e ' s  r e v e n u e s  t o  a f und 

f o r  a s p e c i f i c  p u b l i c  p u r p o s e  woul d p r o b a b l y  r e q u i r e  a 

c o n s t i t u t i o n a l  amendment .  T h e r e  i s  a n o t h e r  way t o do i t .  The 

L e g i s l a t u r e  c o u l d  c r e a t e  t h e  f u n d  ( T h e  P u b l i c  Endowment  F u n d ) ,  

l e a v i n g  c o n t r i b u t i o n s  t o  t h e  f u n d  an'* a l l o c a t i o n s  o f  t h e  f u n d ' s

e a r n i n g s  s u b j e c t  t o  appr o  N a t i o n .  -The-fbeas ' e h i c l e  m i g h t

be t h e  P u b l i c  S c h o o l  Tund u n d e r  AS  3 7 . 1 4 .  T h e r e  is_n_o g u a r a n t e e  

money w i l l  e v e i  be a p p r o p r i a t e d  t o  t h e  f u n d ,  n o r  t h a t  t h e  

e a r n i n g s  w i l l  e v e r  bv. u s e d  f o r  t h e  s t a t e d  p u b l i c  p u r p o s e .

j

v
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u n d e r  G o v e n o r ' s  Hammonds new p r o p o s a l ,  c o m m u n i t i e s  would 

h a v e  mor e  f l e x i b i l i t y  i n  t h e  u s e  o f  t h e  f u n d s .  The D i v i s i o n  

o f  P o l i c y  D e v e l o p m e n t  and P l a n n i n g  s u g g e s t s  t h e  f o l o w i n g  u s e ^  

( 1)  c a p i t a l  p r o j e c t s ,  ( 2)  t a x  r e d u c t i o n ,  ( 3 )  e s t a b l i s h m e n t  o* 

a m i n i  p e r m a n e n t  f u n d  ( n o t e :  V a l d e z  h as  o n e ) ,  ( 4)  power  

p r o d u c t i o n  a s s i s t a n c e ,  ( 5 )  o p e r a t i o n a l  e x p e n d i t u r e s ,  ( 6 ) 

d i r e c t  c a s h  d i s t r i b u t i o n ,  and ( 7 )  and o t h e r s .



/* / '  ■ j'L

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

I n r e c e n t  y e a r s  t h e r e  has  been a p r o l i f e r a t i o n  o f  f u n d s  l i k e  

t h e  P u b l i c  S c h o o l  F u n d ,  o r  what  m i g h t  be t e r me d  p^ e ^ o d e d j  c a t ed 

f u n d s .  Ano . her  e x a mp l e ,  and one we j u s t  d i s c u s s e d ,  i s  t h e  

m u n i c i p a l  a s s i s t a n c e  f u n d  u n d e r  AS  4 3 . 2 0 . 0 1 6 .  I t  s t a t e s  

u n d e r  s u b - s e c t i o n

"The L e g i s l a t u r e  rpav a p p r o p r i a t e  t o  t h e  f u n d  d u r i n g  each 

f i s c a l  y e a r  an amount  equal  t o  o r  g r e a t e r  t h a n  1 0 % o f  

t h e  i ncome t a x  r e c e i v e d  u n d e r  AS  43 .^20/011 ( e) and A S 4 3 .2 1 j‘ ^   -

■ Suc-U

   , ^ T h '>vv
L e g i s l a t u r e  can

a p p r o p r i  eite/el_0.%_*--20%,._O Ji_Q ^Jy#jrh e  Le g isl.a t.u r.e  cam ev&n a p p r o p r i a t e

----------------------------------- if u&Kgy ■
ausLt 

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

ab s-O'l u t -o 1 y n o ^ l e g a l  w e i g h t .  Ho we v e r ,  i t ^ c a r r ^ J ^  pol  i t i c a l

w e i g h t .  S p e c i a l  f u n d s  c r e a t e  c o n s t i t u e n c i e s  who b-&4-i-^r<r

t h e y  a r e  e n t i t l e d  t o  t h i s  money.  The c o n s t i t u e n c y  f o r  AS

4 3 . 2 0 . 0 1 6 ( a )  i s  e v e r y  c o mmu n i t y  i n  t h e  s t a t e .  C o n c e i v a b l y

< 5 n n ^ £ o ^ c o u id ^ c r e a t e  enough o f  t h e s e  f u n d s  s o  t h a t  t h e  e n t i r e  
r\

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

c o n v e n e d ;  and t ^ > -^ p [ e a l i n g  one-.  ______

I f  t h e  L e g i s l a t u r e  w i s h e s  t o  c r e i : e  a " P u b l i c  Endowment  

i t  s h o u l d  p r o b a b l y  do so c ons  t i ut  i ona 1 1  y ,^-frfrd- wi t h  t he 

c o n s e n t  o f  t h e  v o t e r s .



has

C o n c l u s i o n  1. A P e r m a n e n t  Fund D i v i d e n d  o f  s a y ,  S I , 000 
may a c t u a l l y  h u r t  l ow I ncome A l a s k a n s  by maki ng them 
u n e l i g i b l e  f o r  s t a t e / f e d e r a l  p u b l i c  a s s i s t a n c e  p r o g r a m s .

C o n c l u s i o n  2 . Of P e r m a n e n t  Fund e a r n i n g s  d i s t r i b u t e d  
as  d i v i d e n d s ,  at  l e a s t  35% w i l l  be t axed  away by t h e  
f e d e r a l  g o v e r n m e n t  u n l e s s  t h e  s t a t e  can d e v i s e  a t a x  
s h e l t e r  s u i t a b l e  t o  t h e  I n t e r n a l  R e v e n u e  S e r v i c e  ( I R S ) .

C o n s e q u e n t l y ,  a P e r m a n e n t  Fund d i v i d e n d  p r o g r a m  can 
ha v e  t h e  p e r v e r s e  f i s c a l  i mp a c t  o f  maki ng i n d i g e n t  A l a s k a n s  
wo r s e  o f f  a"d t a x i n g  away b e n e f i t s  t o t h o s e  in h i g h  m a r g i n a l  
t a x  b r a c k e t s .  I f  t h e  L e g i s l a t u r e  w i s h e s  t o  l ook  i n t o  t h e s e  
p r o b l e m s ,  we woul d r ecommend t h e s e  s p e c i f i c  T a s k s :

T a s k  1. R e v i e w  a l l  s t a t e  and f e d e r a l  p u b l i c  a s s i s t a n c e  
p r o g r a m s  t o  d e t e r m i n e  i f  and how P er man e n t  Fund d i v i d e n d s  
can be exempt ed f r o m  " i nc ome"  and " r e s o u r c e "  g u i d e l i n e s  
f o r  each and;

d e t e r m i n e  how much a d d i t i o n a l  s t a t e  f u n d i n g ,  i f  any,  
w i l l  be n e c e s s a r y  t o  i n s u r e  p u b l i c  a s s i s t a n c e  r e c i p i e n t s  
can p a r t i c i p a t e  t o  t h e i r  a d v a n t a g e  in a P e r ma n e n t  Fund 
di  v i dend pi  a n .

\ 2. R e t a i n  t ax  c o u n s e l  t o  a d v i s e  on t h e  p r e l i m i n a r y
1 d e s i g n  o f  a t ax  s h e l t e r  me c h a n i s m,  p r o b a b l y  a t r u s t  o r  
V„an a n n u i t y ,  s u i t a b l e  t o  t h e  I R S .

We woul d e n v i s i o n  j j s k  1 c o u l d  be c o mp l e t e d  by a c o n s u l t a n t /  
o r  s t a f f  pr  io -r— t -o ~ t h e ~ 'n e x T -le g i -s i f l t1 v e ~ - s e s s 1 on , i f  t h e  work /  
commenced f a i r l y  s o o n .  O n l y  t h e  p r e l i m i n a r y  work c o u l d  be 
c o mp l e t e d  T a sk 2 e g 4 s4 -a t4 .v.e --se ss i on . I t  i s
l i k e l y  t he  " s i a t u r e  may w i s h  t o r e t a i n  t ax  c o u n s e l  t h r o u g h  
t h e  s e s s i o  v e i l  f o r  p u b l i c  h e a r i n g s  and t o  c o - o r d i n a t e
coinmunicat  ' tween t h e  I R S  and t h e  S t a t e .

i  x

o f  P e r m a n e n t  Fund d i v i d e n d  a l t e r n a t i v e s  
i n a r y  c o n c l u s i o n s .



C h a p t e r  6

A N  A C T

M a k i n g  s u p p l em e nt a l a p p r o p r i a t i o n s  to the D e p a r t m e n t  

o f  C o m m u n i t y  an d R e gi o n a l  A f f a i r *  and tho D e p a r t m e n t  

o f R e v e n u e  for p r o g r a m s  w h i c h  p r o v i d e  ita te  fina nc ial  

a s s i s t a n c e  to m u n i c i p a l i t i e s  a n d  o t her  r ecl p le n ts i 

and p r o v i d i n g  for a n e f f e c t i v e  d a t e . "

* S a c t l o n  1. T h o  s um  o f  $ 1 8 , 4 0 0 , 0 0 0  Is a p p r o p r i a t e d  f r o m  the g ene ra l 

fund to th D e p a r t m e n t  o f  C o m m u n i t y  a n d  R eg i on a l A f f a i r s  for the tax e q u a l­

ization a c c o u n t  (AS 2 9 . 8 8. 03 $) ,  the m i s c e l l a n e o u s  s e r v i c e s  a c c o u n t  (AS 29 .-  

89.080), an d the h os p i t a l  c o n s t r u c t i o n  a s s i s t a n c e  a : - o u n t  (AS 2 9 . 9 0 . 0 2 0 )  for 

d i s t r i bu ti on  Co m u n i c i p a l i t i e s  an d o t h e r  r e ci p i e n t s  for the fiscal y e ar  

ending J u n e  30, 1981.

■* Sec. 2. T h e  s u m  o f  $ 4 5 , 1 0 0 , 0 0 0  Is a p p r o p r l i t e d  f r o m  ths ge ne r a]  fund 

to che D e p a r t m e n t  o f  R e v e n u e  for Che m u n i c i p a l  a s s i s t a n c e  fun d (AS 4 3 . 2 0 . -  

016(a)) for d i s t r i b u t i o n  Co o r g a n i z e d  b o r o u g h s  a nd c i t i e s  for *he fiscal 

year e n d i n g  J u ne  30, 1981.

* Se c. 3. T h e  s u m  o f $ 7 8 0 , 0 0 0  la a p p r o p r i a t e d  f r om  the gen er a l f u nd  to 

Che D e p a r t m e n t  o f  C o m m u n i t y  a n d  R e gi on al A f f a i r s  for d i s t r i b u t i o n  In e qu a l 

shares to e a c h  N a t i v e  v i l l a g e  g o v e r n m e n t  e n t i t l e d  to s t a t e  ai d u n d e r  AS 2 9. - 

89.050.

* Sec. 4. T h e  s u m  o f  $ 2 0 , 0 0 0  Is a p p r o p r i a t e d  f r om  the g ene r al  fu nd  Co 

Cha D e p a r t n e n t  of C o i m u n l t y  a n d  R e g i o n a l  A f f a ir s  for a d m i n i s t r a t i v e  c os t s 

a s so ci a t e d  w i t h  f in anc ial  a s s i s t a n c e  to m u n i c i p a l i t i e s  i.ad o t h e r  r e c i p i e n t s .

* Sec. 5. T h e  u n e n c u m b e r e d  a n d  u n o b l i g a t e d  p or ti o n s  o f  the a p p r o p r i a t i o n s

* l * HCSSB .125 (C&RA)
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AN ENDOWMENT FUND FOR PUBLIC SCHOOLS IN ALASKA

Alaska has a unique need and opportuni ty  t o  develop the f i n a n c i a l  
means to  s us t a i n  p u b l i c  educat ion in Alaska w e l l  beyond the balance o f  
t h i s  century.  I n t e r e s t  i n  b u i l d i ng  such a sustain ing  source o f  revenues 
has been growing i n  re ce nt  months,  no t  only among s choo l  d i s t r i c t s  and 
m u n i c i p a l i t i e s  but  a l s o  among s ca te  l e g i s l a t o r s .  Vhe concept  being 
advanced under the r u b r i c  o f  an endowment f o r  publ i c  s choo l s  i s  ne i ther  
new nor  complex.  Simply s t a t e d ,  i t  proposes  that  the s t a t e  se t  as ide  a 
p o r t i o n  o f  i t s  surplus  revenues in  an investment fund,  the earnings o f  
which would be  appropr iated  by the l e g i s l a t u r e  to support pub l i c  s choo l s .  
The s i z e  o f  the fund and i t s  investment performance would determine the 
p r o po r t i o n  o f  p u b l i c  s ch o o l  expendi tures  the endowment could support .
The earnings  and how they are  to  be d i s t r i b u t e d  would remain sub j ec t  to  
the normal ap p ro p r i a t i o n  and l e g i s l a t i v e  powers o f  the State Le g i s l a ture .

Inve s t i ng  surplus  revenues to  support  future  governmental funct i ons  
or  s p e c i f i c  p u b l i c  purposes i s  a l s o  not  new to Alaska.  The Alaska 
Permanent Fund, the Alaska Renewable Resources Corporat ion,  and numerous 
o ther  e n t e r p r i s e  and s p e c i a l  revenue funds a l l  lay  a c laim o f  one s o r t  
or  another  on p u b l i c  revenues.  Although these various  s ta te  investment 
funds d i f f e r  in important  ways,  they nonetheless  represent  ample p rece ­
dent f o r  the p r a c t i c e  o f  i nv e s t i ng  p ub l i c  funds to support pub l i c  purposes.

Indeed,  the v e h i c l e  necessary  to implement the p ub l i c  s chool  endow­
ment concept  may a l ready  e x i s t  in  T i t l e  37.14 o f  the Alaska Statutes .
That s t a t u t e ,  e n t i t l e d  the Pub l i c  School  Fund, mandates that one - ha l f  o f  
one percent  o f  t o t a l  r e c e i p t s  der ived from the management o f  s t a te  land,  
i nc l ud ing  r o y a l t i e s  and bonuses ,  be t rans fer red  to the fund. The pr in ­
c i p a l  o f  the fund i s  r e ta i ned  f o r  investment ,  and the earnings o f  the 
fund may only  be appropr iated  f o r  the support o f  educat ion.  The Com­
miss i oner  o f  Revenue manages the Pub l i c  School  Fund, s ub j ec t  to the over ­
s i g h t  o f  a f ive-inember adv i sory  committee.  Although current  co nt r i but io ns  
to  the fund are nominal ( l e s s  than three m i l l i o n  d o l l a r s  has accumulated 
to  d a t e ) ,  the fund and the aut hor i z i ng  l e g i s l a t i o n  may provide the frame­
work f o r  b u i l d i n g  a l ong- term f i n a n c i a l  base f o r  publ i c  educat ion.

Numerous ques t ions  about the r.eed f o r  and wisdom o f  c reat ing  a large  
educat i on  endowment have a l ready been r a i s ed ,  and many others  are l i k e l y  
to  f o l l o w .  Among the more f requent ly  rai sed  i ssues  are:

1.  I s  not  Financing Education a Local  Re s po ns i b i l i t y ?

Unlike many p u b l i c  s e r v i c e s ,  educat ion i s  a c o ns t i t u t i o n a l  o b l i g a ­
t i o n  o f  the s t a t e .  Much to  i t s  c r e d i t ,  Alaska i s  in the f o r e f r o n t  o f  
most s t a t e s  i n  a f f o r d i n g  each s ch oo l - ag e  c h i l d  an equal opportuni ty  to 
secure  a b a s i c  p u b l i c  educat i on.  The Alaska School  Foundation Program 
ensures that  every  s ch oo l  d i s t r i c t  in Alaska w i l l  r ec e i ve  s u f f i c i e n t  funds 
to  o f f e r  i t s  c h i l d re n  a b a s i c  educat i on ,  r egard less  o f  the d i s t r i c t ’ s 
r e l a t i v e  weal th o r  pover ty .
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Current ly ,  the s t a t e  pays 100 percent  o f  the expenses o f  twenty-  
one rura l  s ch oo l  d i s t r i c t s  (REAAs) and 78 percent  o f  the c o s t s  o f  
t h i r t y - o n e  l o c a l  s c h o o l  d i s t r i c t s  ( inc lud i ng  Anchorage) . The remaining 
22 percent  o f  revenues f o r  the l o c a l  s choo l  d i s t r i c t s  comes l a r g e l y  from 
l o c a l  proper ty  taxes .  Thi s  y ea r ,  i n  an e f f o r t  to provide  r e l i e f  f o r  
property  tax payers ,  the L e g i s l a t u r e  may enact  l e g i s l a t i o n  to reimburse 
communities f o r  t h e i r  l o c a l  taxes  and thereby f inance  100 percent  o f  a l l  
p ub l i c  s c h o o l  expenses i n  Alaska.

Numerous s t a t e s  which have r e l i e d  h e a v i l y  in the past  upon l o c a l  
sources  o f  revenue,  mainly l o c a l  p roper ty  taxes ,  t o  support p ub l i c  
educat ion have been s u c c e s s f u l l y  chal lenged in  the c our t s ,  f o r  example 
C a l i f o r n i a  in  Serrano v .  P r i e s t , 1971,  and New Jersey  i n  Robertson v.  
C a h i l l , 1973.  These s t a t e s  are  now required by t h e i r  r e sp e c t i ve  s ta te  
supreme c o u r t s  to f ind  a l t e r n a t i v e  means o f  equ i t ab l y  f inanc ing  publ i c  
educat ion.

For s t a t e s  f a c i n g  f i s c a l  d e f i c i t s ,  court  mandates to reorganize  the 
f inanc ing  o f  p u b l i c  educat i on  pose a most s er i ous  problem; f o r  Alaska,  
the p o s s i b i l i t y  o f  such mandates r e i n f o r c e s  the wisdom o f  using t oday ' s  
surplus revenues to  b u i l d  a sus t a i n i ng  source  o f  future  revenues f o r  
funding p u b l i c  educat i on  in the years  ahead. Furthermore,  an endowment 
f o r  p u b l i c  s c h oo l s  would ensure that  l o c a l  proper ty  taxes would not  be 
required to bear  the major  burden o f  f inanc ing  p ub l i c  educat ion should 
o i l  revenues beg in  to  d iminish in the 1990s,  as p re se nt ly  f o r e c a s t .

2. Does Alaska R e a l l y  Need an Endowment Fund?

I f  f ur th er  s u b s t a n t i a l  d i s c o v e r i e s  o f  o i l  are made on s ta te  lands 
be f or e  the end o f  t h i s  decade ,  the answer may be no,  not  f o r  another ten 
years ;  however,  u n t i l  such d i s c o v e r i e s  are made, the answer i s  unequivo­
c a l l y  yes .

Last  year  the s t a t e  appropr iated  approximately 400 m i l l i o n  d o l l a r s  
to support the o pe r at i on  o f  our p u b l i c  s c h o o l s .  This  amounte to over 
twice  the va lue  o f  the r epea led  personal  income taxes .  Even i f  we were 
to combine a l l  p er so na l ,  bus ine s s ,  s a l e s ,  and property taxes o f  s ta te  
and l o c a l  governments l a s t  year  ( exc l ud i ng  o i l - r e l a t e d  income) , we could 
not  have f inanced l a s t  y e a r ' s  educat ion budget ,  not  to mention other  essen­
t i a l  s t a t e  and l o c a l  governmental  s e r v i c e s .  These convent ional  sources 
o f  revenue simply cannot support  t o da y ' s  l e v e l  o f  operat i on ,  much l es s  
sustain p u b l i c  educat ion in f ut ur e  years .  By 1990,  I n f l a t i o n  and growth 
o f  the student  populat i on  w i l l  push s t a te  a id  f o r  p ub l i c  educat ion to 
one b i l l i o n  d o l l a r s ;  by the year  2000,  s t a te  aid w i l l  t o t a l  approximately 
2 .5  b i l l i o n  d o l l a r s .  Furthermore,  any expansion o f  p ub l i c  educat ion 
s e r v i c e s ,  such as v o c a t i o n a l  educat i on ,  i s  l i k e l y  to push the required 
revenue est imates  h igher  s t i l l .  C l e a r l y ,  some means o f  generat ing reve ­
nues o ther  than through c onve n t i on a l  taxes w i l l  be required i f  Alaska i s  
to cont inue t o  meet i t s  c o n s t i t u t i o n a l  mandate and provide  a q ua l i ty  
educat ion f o r  i t s  s ch o o l - a g e  c h i l d r en .

2
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3. How Much Money Would Have to  Go i n t o  such a Fund to
Sustain a S i g n i f i c a n t  Po r t io n  o f  Pu b l i c  S c h o o l s 1 Expenses?

Petroleum revenues now comprise approximately 95 percent  o f  t hi s  
y e a r ' s  t o t a l  s t a t e  revenues.  Current es t i mates  o f  c o nt r i but io ns  to the 
Alaska Permanent Fund, a t  the mandatory r a t e  o f  25 p er ce nt ,  report  an 
accumulat ion o f  approximately 17.6 b i l l i o n  d o l l a r s  by 1995. Assuming 
an investment return o f  10 percent, -  the Fund would y i e l d  an estimated 
1 .75  b i l l i o n  d o l l a r s  in 1995,  about 105 percent  o f  the pr o j e c te d  t o t a l  
p u b l i c  s c h o o l ' s  budget f o r  that  year .  Thus,  a 20-percent  rate  o f  con­
t r i b u t i o n  to the endowment fund (computed on the same bas i s  as the Perma­
nent Fund) would ensure the a v a i l a b i l i t y  o f  approximately 9A percent  o f  
p u b l i c  s c h o o l s '  revenue requirements in  1995.

A. Does not the Permanei Fund
Accomplish the Purpos o f  the Endowment?

No,  unl ike  the Permanent Fund, the earnings  from the endowment 
could  o n l ,  be used t o  support  educat i on ,  not  t o  make cash d i s t r ib ut i on s  
to c i t i z e n s  o r  to support  governmental  o pe r at io ns  i n  general .

Inasmuch as p ub l i c  educat ion comprises  almost a th i rd  o f  the s t a t e ' s  
budget  and i s  c l e a r l y  a c o n s t i t u t i o n a l  r e s p o n s i b i l i t y  o f  the s t a t e ,  i t  
seems both  prudent and t imely to  pursue a means o f  secur ing  long-term 
f i n a n c i a l  s e c u r i t y  f o r  our p u b l i c  s c h o o l s .  Furthermore,  as i l l u s t r a t e d  
above ,  the p r o j e c t e d  earnings o f  the Permanent Fund at  current  rates  o f  
c o n t r i b u t i o n  are  i n s u f f i c i e n t  to  cover  both future  p u b l i c  education 
c o s t s  and a reasonable  p or t i on  o f  o ther  governmental  operat i ons .

One a l t e r n a t i v e  to the endowment th i s  f requent ly  advanced i s  
s imply t o  increase  the r a t e  o f  c o n t r i b u t ’ to the Permanent Fund.
This  a l t e r n a t i v e  ne i t he r  appears to  enjr- .oad l e g i s l a t i v e  or publ i c  
support  nor does i t  c l e a r l y  e s t a b l i s h  tl  Lgh f i n a n c i a l  p r i o r i t y  that 
the s t a t e  hr„  h i s t o r i c a l l y  given p u b l i c  «. .ucat ion.  Unl ike a dd i t i ona l  
c o n t r i b u t i o n s  to the Permanent Fund, which are  l i k e l y  to be the sub jec t  
o f  much debate  and disagreement,  sa feguarding  tbf- f i n a n c i a l  future  o f  
p u b l i c  educat ion i s  a p u b l i c  go a l  which en j oys  broad popular support .
In s h o r t ,  the endowment i s  the more l i k e l y  and c er ta i n  means o f  securing 
a l ong-cerm f i n a n c i a l  future  f o r  p u b l i c  educat i on  i n  Alaska.

5.  Would not the L e g i s l a t ur e  be Los ing Control
o f  the S t a t e ' s  budget  by Creat ing the Endowment?

No, under the endovment fund c onc ep c ,  p u b l i c  s c h o o l s  would remain 
s u b j e c t  t o  the appropr ia t i on  powers o f  the Alaska Le g i s l a t ur e  and to 
o the r  powers granted l o  organized l o c a l  governments.  Both the amount o f  
the earnings to be used f o r  p u b l i c  s c h o o l i n g  and the d i s t r i b u t i o n  o f  the 
earnings  among schoo l  d i s t r i c t s  would be determinat ions  made by the 
Alaska L e g i s l a t u r e ,  much as they are  today.  Presumably,  the Alaska 
Schoo l  Foundation Program would cont inue  t o  serve  . s the formula f o r  
computing how much money each s choo l  d i s t r i c t  woul.  r e c e i v e ,  and the

3
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l e g i s l a t i v e  p r o ce s s  would f i x  the t o t a l  amount o f  earnings  to be appro­
pr i ated  each year .  Thus,  under the endowment p ropos a l ,  the process  o f  
funding p u b l i c  s c h o o l s  would remain s i mi l a r  to  what i t  i s  ioday;  onl ,̂ 
the source  o f  revenues would be a l t e r e d .

In summary, the endowment fund i s  a sound and opportune proposal .
I t  would s ecure  the f uture  o f  p u b l i c  educat ion in Alaska and ensure that 
a l l  c h i l d r e n  o f  our s t a t e  w i l l  have an o p p r t u n i t y  o f  ge t t ing  a good 
educat ion.

A



j U a s k a  J i i a f e  l e g i s l a t u r e

Senate
O ffice  o f  <fie President

O ffic ia l Business
Pouch V 

State Capitol 
Juneau, A laska 99811

M E M O R A N D U M

TO : DICK BERG, DIRECTOR
ADMINISTRATIVE SERVICES, LAA

FROM : SENATOP JAY KERTVULA
SENATE PREf -NT

DATE : AUGUST 18, 1981

SUBJECT: SENATE STATE AFFAIRS COMMITTEE

Senator Vic Fischer ,  Chairman o f  the Senate J tate  A f f a i r s  Committee, has 
informed me that he has received approval  from Senators Rodey (Majority 
Leader) and Dankworth (Finance Co-Chairman) to contract  with Joseph 
McKinnon f or  the purpose o f  providing the State A f f a i r s  Committee with 
p ro f es s i on a l  consul t ing s erv i ces  on the Committee's interim work deal ing 
with s ta te  wealth sharing.

Expenses f o r  th contract  s ha l l  not exceed $7,500,  and are to come from 
Lhe $99,059 budgeted to the Stntc A f f a i r s  Committee.

APPROVED:

XuLopyJay Kerttula 
it tf/p resident 

BY: Autumn Jackinsky
Le g is l a t i v e  Coordinator

J K / a j

Attachment



CONTRACT BETWEEN 
STATE OF ALASKA 

LEGISLATIVE AFFAIRS AGENCY

AND

JOSEPH H. McKINNON

AMENDMENT NO. 1

IT IS MUTUALLY AGREED THAT THE CONTRACT BETWEEN THE ABOVE PARTIES DATED 
SEPTEMBER 1, 1981, IS HEREBY AMENDED AS FOLLOWS:

CLAUSE I ,  Paragraph ( B ) ,  page 1 i s  amended to read:

(B) The Consultant sh a ll provide the P ro ject D irector w ith a dravt
i.oort on work under (A) by November 11, 1981.

CLAUSE I ,  Paragraph (C ), page 1 i s  amended to read:

(C) The Consultant sh a ll provide the P ro ject D irector w ith a f in a l 
report no la te r  than 30 days a fte r  the Project D ire c to r 's  approval 
of a d ra ft  report under (B) (December 12, 1981).

CLAUSE I I ,  Paragraph (A ), page 1 and Paragraph (C ), page 2 is  amended to 
read:

(A) The work under t h is  co n tract sh a ll be performed beginning,
Ju ly  20 1981, and be completed by December 12, 1981.

(C) Unless extended by w ritte n  agreement, th is  contract e xp ires on
December 12, 1981.

IN WITNESS WHEREOF, the p a rtie s  have executed th is  amendment to 
t h is  agreement on the dates indicated below.

CONSULTANT LEGISLATIVE AFFAIRS AGENCY

M. P. ClfARWY Date
EXECUTIVE DIRECTOR

Approved as to form:

J p f Z *  t ? P /

Date
SENATE STATE AFFAIRS COMMITTEE

Accepted:

57^-18-2678

AGENCY LEGAL COUNSEL



f t T i  @i if 
T S l  I LH© 0 SILK'D

LEGISLATIVE AFFAIRS AG ENCY

POUCH V . STATE CAP,iO: 

JUNEA'J A! ASKA99811

937 -565 3800

M E M O R A N D U M August 19, 1981

SUBJECT: C o n s u l t i n g  c o n t r a c t  -- Joseph H. M cK innon

TO:

FROM:

M. R . C ha rn ey  
E x e c u t i v e  D i r e c t o r  
L e g i s l a t i v e  A f f a i r s  Agency

D a v id  T . W a lk e r  
Agency L e g a l C o u n s e l

I  ha ve  s e v e r a l  o b s e r v a t io n s  r e g a r d i n g  t h i s  c o n t r a c t .  j/

1. how lo n g  does t h e  p r o j e c t  d i r e c t o r  h a v e  t o  a p p ro v e  t h e  
d r a f t  r e p o r t  s u b m i t t e d  u nd e r  C la u s e  1(B)? I  assume 10 days — jia 
b e c a u s e  t h e  c o n s u l t a n t  i s  g i v e n  30 days f o l l o w i n g  a p p r o v a l  1 

and must c o m p le t e  b y  O c to b e r  31st. T h is  v ag u e n e s s  s h o u ld  be 
c l a r i f i e d . *

2. The c o n s u l t a n t  w i l l  b i l l  us on a m o n th ly  b a s is  and i s  
r e q u i r e d  to  c om p le t e  h i s  work by O c to b e r  31, 1981. W ith  a l l  
work done and t h e  c o n s u l t a n t  p a i d ,  I  do n o t  u n d e r s t a n d  why d. 
Lhe c o n t r a c t  e x p i r e s  December 31, 1981 (C la u s e  11(C)).
N o t h in g  r em a in s  to  be done u n d e r  t h e  c o n t r a c t .  P erhaps t h i s  
d a t e  was in t e n d e d  to  be O c to b e r  31, 1981.

3. The la n g u a g e  " , w i t h  t o t a l  c om p e n s a t io n  f o r  t h i s  work
n o t  to  ex ceed  $7,500" s h o u ld  be d e l e t e d  f rom  C la u s e  IV(A) .
I t  i s  i n c o r r e c t  s i n c e  t o t a l  c om p e n s a t io n  i s  n o t  to  e x ce ed  an 
amount e q u a l to  $7,500 m inus  e x p e n s e s (see C la u s e  IV ( B ) ) .

A. I s  t h e  c o n s u l t a n t  to  r e c e i v e  t h e  p e r  d iem  p a id  l e g i s ­
la t o r s ?  The p e r  d iem  p a id  members o f  boa rds  and comm iss io ns?  
The p e r  d iem  p a id  s t a t e  em p loyees?  I  do n o t  know wha t t h i s  
means . I f  i t  means t r e a t e d  l i k e  a s t a t e  e m p l o y e e  t h e n  th e  
e la u o e  s h o u ld  be r e d r a f t e d  to  r e a d :

(B) The C o n s u l t a n t  s h a l l  be re irabu rs . ’ f o r  t r a v e l  and
o t h e r  e xp en se s  a u t h o r i z e d  i n  a d van ce  t h e  P r o j e c t



M. R. C h a rn ey  
Page 2
Augus t 19, 1981

D i r e c t o r .  A i r  t r a v e l  s h a l l  b e  r e im b u r s e d  on  t h e  b a s i s  
o f  co a ch  c l a s s  f a r e s .  The C o n s u l t a n t  s h a l l  be a l l o w e d  
t h e  same p e r  d iem  a l l o w a n c e  a l l o w e d  a s t a t e  em p lo yee  
u n d e r  AS 39.20.110 i n s t e a d  o f  a c t u a l  e x p e n s e s .

5. C la u s e  IV (D) s h o u ld  be r e d r a f t e d  to  r e a d :

(D) T o t a l  payments u n d e r  t h i s  c o n t r a c t ,  i n c l u d i n g  /I' 
c o m p e n s a t io n ,  t r a v e l  and p e r  d iem  expenses  may n o t  
e x c e e d  $7,500.

6. I  b e l i e v e  t h a t  u n d e r  C la u s e  V I  r e p o r t s  and w r i t i n g s  
s h o u ld  be d e l i v e r e d  to  t h e  A gency , n o t  t h e  p r o j e c t  d i r e c t o r .

D TW r l jb

E n c lo s u r e

■'/I*



TTGOd H M M T M l
LEGISLATIVE AFFAIRS AG EN C Y

M E M O R A N D U M  Augus t 21, 1981

SUBJECT: C o n s u l t i n g  c o n t r a c t  — Joseph I I .  M cK in non

TO: M. R C ha rn ey
E x e c u t i v e  D i r e c t o r  
L e g i s l a t i v e  A f f a i r s  Agency

FROM: D a v id  T . W a lk e r  C j j Z ~

Agency L e g a l C o u n s e l

POUCHY .STATE CAPITOL 

JUNEAU. ALASKA 9Y3II 

W  .‘.65 .36D0

1. T h is  d r a f t  does n o t  a d d re s s  t h e  p o i n t  I  r a i s e d  i n  t h e  
f i r s t  p a ra g r a p h  o f  my memo o f  Augus t 19th. As you  know , th e  
c o n s u l t a n t  w i l l  be a t t e n d i n g  s c h o o l  o u t- o f- s ta t e  d u r in g  t h e  
p e r i o d  o f  p e r fo rm a n c e ;  i t  seems p r o b a b le  t h a t  a p p r o v a l  o f  
t h e  d r a f t  r e p o r t  w i l l  be d e la y e d .  F u r t h e r ,  i f  t h e  work i s  
t h e  c o n s u l t a n t ' s  w ha t i s  t h e r e  f o r  th e  p r o j e c t  d i r e c t o r  to  
a p p r o v e .  T he re  a re  no s ta n d a rd s  p ro p o s ed  by t h e  c o n t r a c t  
f o r  th e  c o n s u l t a n t  to  m easu re  up t o .  You need  t o  e l im i n a t e  
C la u f3  1(C) or m o d i f y  th e  r e  t  o f  th e  c o n t r a c t  so t h a t  t h e  
p r o j e c  d i r e c t o r  w i l l  n o t  be a b le  t o  f o r c e  th e  c o n s u l t a n t  
i n t o  b r e a c h  o f  c o n t r a c t .  T h is  w o u ld  happen  i f  f o r  any 
r e a s o n  t h e  p r o j e c t  d i r e c t o r  d i d  n o t  a p p ro ve  t h e  c o n s u l t a n t ' s  
d r a f t  r e p o r t  w i t h i n  10 d a y s . I  j u s t  do n o t  u n d e r s t a n d  t h i s .  
P erhaps a l l  you mean by  C la u s e  1(C) i s  " th e  p r o j e c t  d i r e c t o r  
s h a l l  p r o v id e  any  s u g g e s t io n s  o r o p in i o n s  c o n c e r n in g  th e  
d r a f t  r e p o r t  to  t h e  c o n s u l t a n t  w i t h i n  10 days f o l l o w ’ ; j  
r e c e i p t  o f  th e  d r a ^ t  r e p o r t  u n d e r  (B)" .

2. C la u s e  IV(A) o m it s  t h e  words "pe r  h o u r"  a t  t h e  end o f  
t h e  s e n t e n c e .

3. I  t h in " .  C la u s e  V I  c o u l d  be im p ro v e d  by  a d d in g  " fo r  
d i s p o s i t i o n  u nd e r  R u le  23(f)(3) o f  th e  U n i fo rm  R u le s  o f  t h e  
A la sk a  S t a t e  L e g i s l a t u r e "  t o  t h e  end o f  th e  l a s t  s e n t e n c e .

DTW: 1 j  b



BILLING: 8/19/81

TO: SENATE STATE AFFAIRS COMMITTEE 

FROM: JOE MCKINNO

100 HOURS @ $25 $2,500

Per D iem - J uneau
2 days @ $65 $ 130

TOTAL $2,630



MEMO

FROM: JOE MCKINNON

R E : B ILL ING  ON^CpNTfeACT

DATE: SEPTEMBER 19, 1981

TO: SEN. VICTOR FISCHER

P le a s e  send i n  t h i s  

b i l l i n g  so t h a t  I  ca n  be p a id  f o r  t h a t  p e r io d .

110 h o u r s  a t  825 = $2,750 

2 days p e r  d iem  a t  $65 = $130 

t o t a l  due i s  $2,880

P rog re s s  r e p o r t  f o r  J u l y  15 t h r o u g h  August 20

I  met w i t h  a d m in s t r a t i o n  ancl l e g i s l a t i v e  o f f i c a l s  and 

s t a f f ,  c a r r i e d  o u t  l e g a l  and p o l i c y  r e s e a r c h ,  and o u t l i n e d  

t h e  r e p o r t  r e q u i r e d  by t h e  c o n t r a c t .

n  °  :  SV\h^rcnr\ S K j f Y d

?-ki
S : O c\y\r\b\ 

\ >A V ;A £ j S'\~pJ-CrA,ê >J' 1/035

1 S ' am 3S.|4“
l o a s  '  ^ x ju o r r ^ e v * n  i e ^

*  V f o j r t s S

T K s W l s  £ > (c
■ m H B H W



MEMO

TO ; SEN. V ICTOR FISCHER 

FROM: JOE MCKINNON

RE: B IL L ING  ONfCONTRACT

DATE: SEPTEMBER 19, 1981

P le a s e  send i n  t h i s  

b i l l i n g  so t h a t  I  ca n  be p a i d . f o r  t h a t  p e r i o d .

110 h o u rs  a t  $25 = $2,750 

2 days p e r  d iem  a t $65 = $130 

t o t a l  due i s  $2,880

P ro g r e s s  r e p o r t  f o r  J u l y  1.5 t h r o u g h  August 20

1 met w i t h  a d i n i n s t r a t i o n  and l e g i s l a t i v e  o f f i c a l s  and 

s t a f f ,  c a r r i e d  o u t  l e g a l  and p o l i c y  r e s e a r c h ,  and o u t l i n e d  

t h e  r e p o r t  r e q u i r e d  b y  t h e  c o n t r a c t .

; S Vn ̂ Acry-v S fv, Co cIk̂
9- S, I

[^£jc<sr S f \ z r o y \  '  O r i r \ d J

V  A 0 0 3 5

3 s " i f "

\>cj *  f r o n t s *  l^g

f o r -  \V\<_ C x rr£ \ j5 [
1 T k S y J u ,  ( X c



LEGISLATIVE AFFAIRS AGENCY

£  -T r ' f X  ' JVCT'- ’ ’-'V. ’ ■'’yirVT"* *

MEMORANDUM

' T o  :  / < * « * * -

f r p w . £ 4 * * 0 * '  S U K t v J v  

s y d j J t ,

Koumj, tvc n W i  l l h ^ j  9 -

f »  o U k - \

| to f^  W
X x t^ c L , d wfU ^

')<Z- Ii h J  c d y } 3 ± j 3  - I ' W / f e d

Idif 1̂  n e 1*. Af Aâ > MyVlddjd >3 w ^ O ' i ' ! ' J  j

V  O r l a / d ^ d  h i l l  L tr fr rO  jyM . p u s  1 ■ d u d  h e r r n l r v  -^yC-id~

"t* yDH. Wd~ -hunJhd. V ^ ^ / c s



FROM: JOE KC£ IKK»

10: r Z X .  VICTOR FISCKER

RE: RlLLIKG OF^Cpl'RACT

DATE: SEPTEMBER i$, 1?81

/■' ■ ' I''-

1A F Ie a « e . s e n d  i n  t h i s  

b i l l i n g  b o  that- 1  c a n  b e  p a id - f o r  t h a t  p e r i o d .

H O  htnjraf a n  $25 ~ $2,750 

2 doty6 p e r  d ie ra  -St $65 = $i30 

t o t a l  due i s  $2,880

P ro g r e s s  r e p o r t  f o r  J u l y  15 t r r c ju g h  A ugus t 20 ;

X c a t  w i t h  a f c i n g t r a t i o n  and l e g i s l a t i v e  o f f i c a l s  and. 

f t t t f f ,  c a r r i e d  o u t  l e g a l ;  and p o l i c y  r e s e a r c h ,  and oyfc li-ned •
' ' i, , . ..

t h e  r e p o r t  r e q u i r e d  b y  th e . c o n t r a c t -•

 ̂w  ; ; , :

■MOUNT (cftfG.Qo 
AT F. I

0 j  f  "

I <.[■:■> I f '"
UilARGE TP;

1 *92-l* 0 a 0 * 3 ̂  *7

/
A-

XR

1/
I/ "

II
" f r r f n w

M O U N T / st^ -c ta

•'■IE I'AJrLI'L.

i.ARGE TO:

FW #

-.2-1- 03-fo- 311

AM 0 U N T f, / o .q)

DAT E

CHARGE TO:

31-92-1- Q U - g f t ^ i

J D M ^ 5 3



TO : S e n a te  S t a t e  A f f a i r s  C om m it te e  

FROM: Joe M cK in non

F INAL B IL L ING  S e p t .  12 .t o  D e c . 12, 1981

120 h o u r s  @ $25 3,000
Less Advance • -1,000

2,000

Work p e r fo rm e d  d u r i n g  p e r i o d  i n c l u d e d  r e s e a r c h  and 

p r e p a r a t i o n  o f  d r a f t  and f i n a l  r e p o r t .

mL



CONTRACT BETWEEN

STATE OF ALASKA

LEGISLATIVE AFFAIRS AGENCY 
Pouch Y 

Juneau, Alaska 99811

AND

jo seph  h. McKinnon

The p a rtie s  to th is  agreement are the LEGISLATIVE AFFAIRS AGENCY, on behalf 
o f the L e g is la t iv e  C o u n c il's  Senate State A ffa ir s  Committee, h e re in afte r 
referred  to as the "AGENCY," and JOSEPH H. McKIHNON, h e re in a fte r referred to 
as the "CONSULTANT."

THE PURPOSE OF THIS AGREEMENT i s  to provide the Senate State A ffa ir s  Com­
m ittee with pro fe ssional co nsulting  se rv ic e s  on i t s  interim  work dealing with 
sta te  wealth sharing .

IT IS THEREFORE MUTUALLY AGREED THAT:

CLAUSE 1 - STATEMENT OF WORK

(A) The Consultant sh a ll provide a review of proposals fo r  state  o il 
revenue d is t r ib u t io n , examine a lte rn a tiv e  means of equitably 
sharing o il  wealth w ith a l l  A laska n s, and suggest c r it e r ia  and 
means fo r  accomplishing t h is  most e ffe c t iv e ly .

CB) The Consultant sh a ll provide the Project D irector witli a d ra ft
report on work under (A) by September 21, 1981.

(C) The Consultant sh a ll provide the Project. D irector w ith a fin a l
report no la te r  than 3U days a fte r  the Project D ire c to r 's  approval
of a d ra ft  report under (B)

CLAUSE I I  - PERIOD AND DATES OF PERFORMANCE

(A) The work under t h is  contract s h a ll be performed beginning Ju ly  20, 
1981, and be completed by October 31, 1981.



(B) T h is  contract may be terminated by e ith e r party upon w ritte n  notice 
to the o ther,

(C) Unless extended by w ritte n  agreement, t h is  contract exp ires on 
October 31, 1981.

CLAUSE I I I  - PROJECT DIRECTOR

The Project D irector sh a ll be V icto r F isc h e r, Senate State A f fa ir s  Committee 
Chairman, acting on behalf of Senate State A ffa irs  Committee.

CLAUSE iV - COMPENSATION AND METHOD OF PAYMENT

(A) fo r the work sp e cifie d  in t h is  co n tract, the Consultant s lia ll be 
compensated at the rate  of $25.00 per hour.

(B) The Consultant sh a ll be reimbursed fo r tra ve l and other expenses
authorized in  advance by the Project D ire cto r. A ir  trave l sh a ll be 
reimbursed on the b a sis  of coach c la ss  fa re s . The Consultant sh a ll
be allowed the same per diem allowance allowed a state  employee
under AS 39.tU.110 instead of actual expenses.

(C) B i l l in g s  may be submitted by the Consultant monthly, and sh all 
in d icate  work accomplished during the b i l l in g  period.

10/ Total payments under t h is  c o n tra c t, including coi pensation, travel 
anti pe*~ diem expenses indy not exceed $7,500.

1l ) The Consultant sh a ll receive an advance payment of $1,000 upon 
execution of th is  co n tract.

CLAUSt V UFF1CL SPACL, EQUIPMENT, CLERICAL SUPPORT

( ju ic e  space, equipment an'1 c le r ic a l  support ui the Consultant that w ill  be 
necessary to ca rry  uui h is  o b lig atio n s under t iiis  contract be supplieu by the 
Agency.

CLAUSE VI - KLCOiU'S, 00CUHLril>,_ AUDIT

Tiu: Consultant s h a ll main tain  accurate re c u u is , including detailed time 
re co rd s, as may be required by the P ro je ct u iro c tu r. The recu.ds arc subject 
Lo inspection by the Agency or the P ro je c t D irector at a l l  reasonable tunes. 
A ll documents, reports and w ritin g s generated us a consequence ui work done 
unuor t h is  contract sh a ll become the property of the State of Alaska and, on 
completion ot the work or at the term ination of th is  co n tra ct, sh a ll be­
del iverod tu tnc P ro je ct D ire cto r, fo r  d isp o sit io n  under Rule 2 3 (f)(3 ) oi the 
Urn form Rules of the Alaska State L e g is la tu re .



CLAUSE VII -  REPORTS

The Consultant s h a ll keep the P ro ject D irector informed as to tre progress of 
the work performed under t h is  agreement and sh a ll provide progress rep orts as 
sp ecifie d  by the P ro je ct D ire cto r.

CLAUSE V III  - ALL WRITINGS CONTAINED HEREIN

T his agreement contains a l l  the terms and conditions agreed upon by tie  
p a rt ie s . No other understandings, oral or otherw ise, regarding the sub ject 
matter of t h is  agreement s h a ll be deemed to e x is t  or to bind e ith e r of the 
p a rtie s of t h is  agreement.

IK WITNESS WHEREOF, the p a rtie s have executed th is  agreement on the 
dates indicated.

CONSULTANT > LEGISLATIVE AFFAIRS AGENCY

M. R. Charney 
Executive D irector

DATE
SS No. f/574-ib-3b/b

Accepted: Appro.eu as to lorm:

V i c t o r  F i s c h e r ,  Cha i rman  IfAfE 
S e n a t e  S t a t e  A f f a i r s  Commi t t e e

t f fTfy G. b e r r  i e r  
AGENCY LEGAL COUNSEL



1
MEMO

TO: SEN. VICTOR F ISCHER

FROM: JOE MCKINNON

RE: TTLL INg ONCCONTRACT

DATE: SEPTEMBER 19, 1981

P le a s e  send  i n  t h i s  

b i l l i n g  so t h a t  I  c a n  he p p ic l  f o r  t h a t  p e r i o d .

110 h o u r8 a t  $2j *= $2,750 

2 days p e r  d iem  a t  $65 = $130 

t o t a l  due i s  $2,880

P rog re s s  r e p o r t  f o r  J u l y  15 t h r o u g h  A ugus t 20

1 met w i t h  a d m in s t r a t i o n  and l e g i s l a t i v e  o f f i c i a l s  and 

s t a f f ,  c a r r i e d  o u t  l e g a l  and  p o l i c y  r e s e a r c h ,  and o u t lm n e d  

th e  r e p o r t  r e q u i r e d  by  t h e  c o n t r a c t .



M E M O R A N D U M

TO: L o r r a i n e  H u r l e y
Sharon  S t u r r o c k  
L A A - - A c c o u n t i n g

FROM: S en .  V i c  F i s c h e r

DATE: S e p t e m b e r ,  2 3 ,  1981

E n c l o s e d  p l e a s e  f i n d  TR 0315241  made o u t  t o  Wein f o r  J o s e p h  
McKi nnon .  J oe  was o u t h n o i z e d  t o  t r a v e l  t o  Juneau i n  c o n j u n c t i o n  
w i t h  c o n t r a c t  work  w i t h  t h e  Sen&fee S t a t e  A f f a i r s  C o mm i t te e .  
P l e a s e  e x c u s e  ray d e l a y  i n  p r o v i d i n g  you w i t h  t h i s  TR and w i t h  
w r i t t e n  a u t h o r i z a t i o n s .

In  a d d i t i o n  t o  J o e ’ s c r a v e l  b e i n g  a u t h o r i z e d ,  Jamie  Love  
v a * a u t h c o i z e d  t c  c r a v e l  t o  Juneau i n  c o n j u n c t i n g  w i t h  h i e  
c o n t r a c t  work f o r  t h e  S t a t e  A f f a i r s  C o m m i t t e e .  E n l l o s e d  i s  
t h e  I n v o i c e  f rom World  o f  T r a v e l ,  L t d . ,  w h i c h  you s e n t t t o  
o u r  o f f i c e .  I t  I s  my under  b r a n d i n g  t h a t  b o t h  o f  t h e s e  TRs 
w i l l  be  p r o c e s s e d  f o r  payment  a g a i n s t  t h e  S e n a t e  S t a t e  A f f a i r s  
a c c o u n t .

Your  A u g us t  14 memo s t a t e s  t h a t  t h e  TR f o r  Jami e  Love  w i l l  
" b e  d n d u c t e d  f rom h i s  c o n t r a c t  amount o f  0 8 , 0 0 0 . 0 0 "  and 
i n  the  n e x t  p a r a g r a p h  s t a t e s  t h a t  t he  TR w i l l  He p r o c e s s e d  
f o r  payment  a g a i n s t  t he  S e n a t e  S t a t e  A f f a i r s  a c c o u n t .  I t  
s o u n d s  as  i f  t h i n  v o u l d  e n t a i l  two c h a r g e s :  one t o  J a n i e  
and one  co  the  S e n a t e  S t a t e  A F f a i r s  C o m m i t t e e .  I f  the 
c o m m i t t e e  f u nd s  a r e  j i n o u t d i n g  the  c o s t  o f  J n m d e ' s  (and J o e ' s )  
t r a v e l ,  why s h a l l d  i t  t he n a l s o  be  d e d u c t e d  f rom t h e i r  
c o n t r a c t  amount s?  I f  you woul d  c o n t a c t  me ( 2 7 8 - 3 6 5 4 )  t o  
c l a r i f y  t h i s  p o i n t  I would  be  most  g r a t e f u l .

Thanks  f o r  y o u r  a b l dB f t nnc e .  Your  o f f i c e  has  been  a c o n ­
t i n u o u s  h e l p  t o  tne and t o  my s t a f f  d u r i n g  t h e  i n t e r i m ,  and 
I a p p r e c i a t e  i t .
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