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INTRODUCTION

Ever since completion, of the pipeline when large amounts of oil revenue
began flowing into the state treasury, Alaskan policymakers have been faced
with the dilemma of determining the most equitable way of sharing the state's

natural resource wealth.

One attempt at wealth sharing resulted in the enactment of the Permanent
Fund Dividerd Program in 1980. The program would annually distribute one-half
of the earnings of the Permanent Fund directly to Alaskans. The fact that the
distribution is based on length of residency, however, has resulted in a legal

challenge to its constitutionality which has delayed its implementation.

Numerous other p.-oposals have also been offered. Some are prc forth as
options to be considered if the dividend program is invalidated. Others are
intended to supplement it. And still others are entirely independent

approaches to the wealth sharing objective.

This paper discusses several of the principal alternative proposals for the
sharing of state wealth. Included are various forms of direct cash
distribution, annuities, royalty trusts, the Portfolio of Alaskan Citizen
Enterprise, grants to municipalities, and public endowments. Also suggested
are several criteria which need to be evaluated In the design ol any form of

distribution program.



Annual Per Capita Cash Distribution

The simplest change to the current Permanent Fund Dividend program would be
an annual per capita cash distribution plan, as discussed in the Govenor's
Report ---—-- "Policy Analysis Paper No. 81-24."* Money in the Permanent Fund
dividend account, a special account within the General Fund would be divided up
equally and dis 'ributed to eligible "state residents.” Under current law, 50%
of the earnings from the Permanent Fund principle go directly to the account.
If the Legislature decided to Increase annual dividends, additional monies

could ' a appropriated from the general fund.

Appropriations to supplement dividenc payments would rio doubt be required
at first, because Permanent Fund earnings are not yet sufficient to pay any
sizable dividends. Any appropriation must be payed back according to AS
43.23.050, because the program would not be intended to distribute General Fund
or Permanent Fund principle* At present the Permanent Fund dividend account

contains only $27 million*~

An annual ,jer capita cash distribution plan would be the easiest way to
repair the current Permanent Fund dividend program if it is struck down by the
U.S. Supreme Court. Each Alaska resident would receive an equal share. The
major legislative change would be amending the durational residency provision.
Hopefully, —thg—nGupgeme-Gmrrt— decislionprd(?vide Jguidelines on a constitu-

tionally acceptable definition wmd residency,

~Policy Analysis Paper No. 81-24 "Option 1," Discussion Paper Permanent
Fund Dividend Alternatives, October 12, 1981, State of Alaska, Office of the

Govenor, Division of Policy Development and Planning.

<Jontributions to the Permanent Fund dividend account are made on a "cardi
basis" and averaged in with prior year's contributions. This keeps down
contributions to the account during the first lew years, thereby, protecting

the Permanent Fund principle.
|
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Under this program, Permanent fund earnings could be distributed to State
residents, thereby establishing a link between the size of the Permanent Fund
and individual personal incomes. An annual per capita cash distribution might
not encourage long-term state residency as the current plan attempt- Tn

__ it may encourage short-term residency if the residency provision i
(ijSoxhr=
This plan also has two other policy implications; first, the dividend
would Income taxation; and second

distributing cash may effect the eligibility of individuals receiving public

assistance.

Federal Income Tax. A permanent fund cash dividend would be considered
taxable income by the Internal Revenue Service (IRS). Currently the average
marginal tax rate in Alaska is 35%. This means at least 35% of the Permanent
Fund earnings paid out in dividends will end up in the Federal treasury. In
fact, a cash distribution may actually bump up 'he average marginal tax rate,
by moving some individuals into a higher tax bracket. Many people won't care,
and will still prefer cash. However, Alaskans with a marginal tax rate above

50% might want to defer this extra income.

The current dividend plan attempted to get around this problem by allowing
residents to defer receipt of the dividend. Unfortunately, the IRS issued a
ruling that the permanent fund dividend was subject to "constructive receipt.”
Constructive receipt requires payment of taxes on the dividend even if you
don't elect to receive it. The IRS has allowed State employees the option to
defer a portion of their wages, thereby, sheltering the amount deferred from
Federal Income Tax. However, regarding the Permanent Fund dividend the IRS

reasoned:

"Dividend payments are available to all applicants who meet the age and
residency requlrenu its, and who file timely applications. Since Act
dividends are not paid as compensation for services, the rationale and
conclusions stated in Rules 6-31 and 69-50 do not apply..."

And further,
"We conclude that an individual reporting on the cash receipts and

disbursement method of accounting who elects to defer the dividend by



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

received..."3

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 1is 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

shelter.

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. *
"eSee:  AS 43.23.080.



Public Assistance Another adverse effect of annual direct,.dis—
tribution is that for many of the state"s poor the plan amounts
to almost a hoax. While it is often cited as a means of
improving the living conditions of the poor, the reality of

the situation 1is that for most of the state"s truly needy, the

plan may result 1in no .perceptible benefit.

The problem arises from the fact that the dividends would
be classified as a financial resource or income under those
Public Assistance programs which are subject to Federal rules
and guidelines. The effect 1is that money received from the
State will simply disqualify a public assistance recipient
from receiving Federal aid on a dollar-for-dollar basis.

The result is that the recipient shows no net gain from having

received the dividend.

For example, n permanent fund dividend could make a recipient: under the
state/federal program - Aid to Families With Dependent Children (AFADC) -
ineligible for benefits. Currently, if a parent or guardian's "gross income"
exceeds $762/mo., or their "net income" exceeds $508/no., the family is not
eligible. If the family received a permanent fund dLvidend of $1,200 as a lump
sum, the payment would count as "excess" income. Accord'ng to regulations, the
money would have to be averaged over a certain period by dividing the dividend
received by the limit for "net income#” With dividend, the family
would become Ineligible for assistance for %.36> months ($1,200/$508). An
additional negative Impact is that the child would he nade ineligible for
Medicaid as well. If the dLvidend were piid in monthly installments, it might make

the family ineligible all together. And even if It didn't, the monthly

dividend would be subtracted from the benefits due.



in a lump sum and spend it immediately. Under Federal
regulations the funds would not be counted against the recipient”s
resource limit in the month during which they were received.
However, any of the dividend which remained at the end of the
month would be counted against the recipient®s resource limit

for the following month. This 1incentive for the poor to spend
their dividend as fast as possible 1is hardly something which
should be encouraged, but it may represent the only practical

manner by which they may participate in the systenm.

The current Permanent Fund Dividend plan attempts to
deal with the problem by exempting dividends up to a maximum
of $1.5000 from inclusion as income for certain State public
assistance programs.:t But the number of programs financed
without assistance from the Federal Government is extremely
small, consisting primarily of General Relief and General Relief
Medical. The oulk of the State®"s public assistance recipients,

however, receive their payments through a federally financed

program.

It seems 1ironic that the Permanent Fund Dividend could
actually hurt the poor rather than help. This problem may have
a solution, but it will require a careful study of all
state/federal public assistance programs to demise appropriate

exemptions.



For example, a permanent fund dividend could make a recipient under the
state/federal program - Aid to Families With Dependent Children (AFADC) -
ineligible for benefits. Currently, if a parent or guardian’s "gross income"
exceeds $762/mo., or their "net income" exceeds $508/mo., the family is not
eligible. If the family received a permanent fund dividend of $1,200 as a lump
sum, the payment would count as "excess" income. According to regulations, the
money would have to be averaged over a certain period by dividing the dividend
received by the limit for "net income." With a $1,200 dividend, the family
would become ineligible for assistance for 2.36 months ($1,200/$508). An
additional negative impact is that the child would be made ineligible for

Medicaid as well.

If the dividend were paid in monthly installments, it might make the family
ineligible all together. And even if it didn’t, the monthly divide ad would be
subtracted from the benefits due. This would have the effect of backing out
Federal aid dollars with Permanent Fund dividends. It seems Ironic that the
Permanent Fund dividend could actually hurt the poor rather than help. This
problem may have a solution, but it will require a careful study of all

state/federal public assistance programs to devise appropriate exemptions.

Royalty Oil Premiums Payments

A program similar to the annual cash distribution system was proposed
during the Twelfth Legislature. Covcrnor Hammond introduced, and later
withdrew, House Bill 67, an act relating to royalty oil payments. The bill
would have distributed equal'/ to each state resident a share of the "premium,"
the amount the State received above (lie "in value" price, from the December
1980 royalty auction. The auction netted the State $77 million more than the

in value price — about $193 for each Alaska resident.

Governor Hammond's transmittal, letter stated that the purposes of HJ 67

were twofold:

"By distributing the premium obtained over current In-value pricer, directly
to residents of the state, residents will gain an increased awareness that

the state’'s natural resources belong to them..."



And further;
"A second purpose of the distribution is to fulfill to some degree the
expectations raised be enactment of the permanent fund dividend program,

implementation of which continues to be delayed by litigation...""

While these goals sound reasonable, it is clear from the Legislative
Purpose and Findings Section of HB 67, the royalty premium payment wen

definitely not Governor Hammond's first choice. Those findings state in part:

"Unlike the permanent fund dividend program, however, this per capita
distribution does not provide an incentive for long-term residency in the
state; it does not help assure that the state will benefit in the future
from a stable population; it does not encourage a long-term interest in
prudent managment of the Alaska Permanent Fund and the state's natural
resources; and it does not recognize the many contributions, both tangible
and intangible, that individuals have made to the Alaska community during
their previous periods of residence in the state. Thus, the method of
distribution provided in this Act is not the method preferred by the

legislature.-*

It seems unlikely the Governor or the Legislature will revive IIB 67.
However, the royalty oil auction coupled with distribution of the proceeds
raises some interesting points. First, the royalty oil auction was the first
-\time Prudb”™o. Ray oil was sold in a competitive auction, and it netted the state
n sizable p_'emiur- a premium above what the state normally receives for its
oil. Second, the Administration <as at least willing to consider distributing
the premium, even though it arguably represents principal rather than

Investment earnings.

Despite KB 67's almost apologetic legislative purpose section and a
generally negative response, distributing the premium would establish a direct
link between personal Incomes and the price the state receives for its royalty
oil.

|
As an alternative, the Legislature may wish to consider appropriating the

premium from the December 1900 royalty oil auction and premiums from any future

~Sec: House Journal, February A, 1981, pp. 1A6-1A7.
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auctions directly to the Permanent Fund dividend account. This would tend to
increase the awareness of state residents to the price received for royalty

oil.
Portfolio of Alaskan Citizen Enterprise

An Act establishing the Portfolio of Alaska Citizen Enterprise, House Bill
1006, was Introduced during the second session of the Eleventh Legislature.
The proposal became commonly known as PACE and was a system by which income
producing assets could be distributed or sold to Alaskan resi-"ants. "Portfolio
Plans,” as these investments were called, could be state investment funds,
business enterprises acquired by the State, energy resource trusts, real estate

investment trustrs, and GSOCs.

PACE. The idea of a PACE ame from British Columbia’'s experience In
"privatization." Privatization was a means of transferring assets held by the
public sector to private Individuals. In 1977 at the urging of Premier
Bennett, the British Columbia legislature created the British Columbia Resource

Investment Corporation (BCRIC), and handed over the following government owned

assets:

Oil and gas exploration rights to some 2.3 million acres of crown land in

British Columbia.

81 percent of the common shares of Canadian Cellulose Limited, a large
6cale forest products firm, 100 percent of the common shares of Koi”enay

Forest Products Limited, a medium sized lumber and plywood manufacturer,

100 percent of the common shares of Plateau Mills Limited, a mid-sized

lumber producer.

About 10 percent of the share of Westcoast Transmission Company, which
operates a major pipeline in B.C. and is also a partner in the Alaska
Highway gas pLpeline project.

I

After passage arid transferene of these assets to BCRIC, eighty percent of



the stock in BCRIC, or 12 million shares, was transferred to the public. Each

resident received five shares. The B.C. government retained 20% of the stock,

but did not become involved in management of the corporation. While political pund\Ti
anc* financial experts viewed the program askance, BCRIC became

immensely popular among ” 0. residents.

BCRIC and PACE bear a striking resemblance to the Alaska General Stock
Ownership Plan, or AGSOC as it was popularly refered to. Ti fact, in many
res poets they are identical. Ownership of shares is limited to avoid concen-
tration, distributions are limited to residents, board members are elected by

the shareholders, etc. AGSOC and PACE are not, however, exactly alike.

AGSOC and PACE. One of the motivations behind PACE was to void the
initiative petition to create AGSOC. AGSOC, as most will remember, was. the
Kelso-Gravel plan to distribute wealth from Alaska Investments. Whether PACE
would have voided the petition is moot, since PACE did not pass the Legislature

and the AGSOC initiative was Cr ,eated by the voters.

While the purpose of AGSOC and PACE are similar, to distribute wealth to
Alaska residents, there is a fundamental difference in their irake-up. PACE can
own income producing assets. AGSOC, on the oi'.er hand, must acquire invest- u
ments with 100% debt financing. After servicing the debt, the income left over “
must be distributed, If there Is any. AGSOC is a conduit for xun”eling income >'
to Alaskan residents. In exchange, AGSOC is exempt from corporate income tax.
PACE can actually own the assets, although this doesraise some difficult tax

guestions.

Under the draft legislation creating PACE, the Department of Revenue was
required to present at least one and n”t more than three "Port xio Plans”
specifying which assets were to be transferred to PACE. Some shares would be
|distributed free and some would be sold. Before the assets could become part
of PACE, howevL , approval from the Legislature was necessaiy - another
significant dirference between PACE and AGSOC. The first "pxjrtfolio plan" to

be considered for PACE was a royalty trust.



Royalty Trust. The royalty trust would be a trust or trusts to which the
royalty income from specific state leases would he pledged. The trust would
then act as a conduit funneling royalty oil income to the trust beneficiaries,

who in this case would he state residents.

The PACE royalty tr.st would be similar to some publicly held royalty
txrusts like the North European Oil Royalty Trust, the Mesa Trust and the
Tidelands trust. The value of the income fr jm a royalty trust is, of course,

tied to oil prices.

Since royalties are taken off the top, trust beneficiaries bear none of the
development risks. Also, royalty trusts receive special tax consideration by
the IRS. As long as the trust remains "passive” (bears no risk) and pays out
all of the earnings, the trust is not subject to Federal income tax. Trust
beneficiaries can also claim a depletion deduction which reduces an individuals
tax liability. While the concept of a royalty trust appears attractive, its

implementation raises a host of difficult legal questions.

Dedication of Revenues. One legal obstacle appears to be Article 1X,8 7 of
the Alaska Ccustitution. Article IX, ~7 of the state's constitution prohibits
the dedication of "taxes, licenses and fees.ll A literal reading of Article IX
might be interpre ed to exclude royalties, because they arr not specifically a
tax, license ¢ However, this Is a pretty weak arguraei._ and was not tried
wth the Permanent : Permanent Fund receives 25% of the state's royalty

Income pursuant to a cjnst.Ltution” 1 amendment.

The PACE legislation attempted to pet around this problem by structuring
the transference of royalty trust shares as a sale. The money received by
those purchasing the shares at a conservatively apraised value would then go to
the general fund. This might work, but it mkes the royalty trust more like an

investment than a means of distributing the state's oil wealth.

Statehood Act. Another problem is section 6(i) of the Statehood Act which
requires the state to, retain all minerals in lands conveyed to the state by the
Federal government. |If the state attempts to convey the mineral estate, the
Attorney General of the United States may bring an action for the forfeiture of

the lands affected by the purported conveyance.

-8-



Whether a royalty trust Is a conveyance In violation of section 6(i) is
subject to legal debate. The PACE legislation attempted to remedy this problem
by expressly requiring the Commissioner of Natural Resources to retain the
mineral estate. It was not clear, however, whether this provision was
sufficient. One clear means of avoiding a problem is to convey the royalty
interest to a trust from lands obtained under the Submerged Lands Act of 1953.
These lands are not subject to forfeiture and hence would allow the creation

of, for example, a Beaufort Sea royalty trust.

Windfall Profits Tax. Another problem appeared to be the Federal windfall
profit tax (WPT). Under provisions of the WPT Act, producers must pay an
effective marginal tax rate of 30% on Prudhoe Bay oil.- State royalty oil Is,
however, exempt. It was not clear at the time the legislature was deliberating

over PACE whether this exemption applied to royalty oil transferred to a trust.

The WPT problem may have been resolved, however, because of certain amend-
ments to the Act. The Economic Recovery Tax Act of 1981 provides certain
exemptions for payment o* the WPT. The conference agreement provided a $2,500
credit against WPTs paid in 1981. Between 1982-1984 royalty owners could
exempt 2 bpd of production from the tax, and 4 bpd thereafter. |If the royalty

trust consisted of a royalty trust for each beneficiary (state resident), this
%

exemption might be sufficient.

\ The idea of a royalty oil trust deserves some further consideration. It
would clearly create a constituency concerned with prudent fiscal management of
the state’s oil and gas resources. One suggestion would be to deal with a
royalty trust separate from PACE. On its own, royalty trust would be a very

complicated piece of leg. siation.

Lircct Wealth Distribution

Recent proposals have advocated a radically different approach to state
spending and wealth distribution. These plans propose a direct distribution of
Alaska's wealth. Where the Permanent Fund Dividend Porgram distributes inter-
est earnings, direct'distribution would give away revenues which now accrue to

the general fund.



Proponents of direct distribution argue that Alaska can build a more
productive economy and better provide for its citizens by allowing them to
decide how State wealth should be spent. Under these proposals, state govern-
ment would provide only essential services and remaining revenues would be

distributed through various mechanisms directly to the people.

The simplicity of this approach is appealing. Alaska’'s FY1982budget
totaled approximately $6 billion dollars. Proponents of direct ciscribution
point out that when divided equally, $6 billion comes out to about $15,000 per
person. Accordingly, a family of four could have a very comfortable income of
$60,000 a year. Even after allowing for the funds necessary to provide.essen-
tial governmental services, there would still be a distribution cf substantial

amounts of money to Alaskans.

While this approach may sound far-fetched, direct distribution has been
advocated by several prominent economists, among them Professor Donald F.
Gordon of the Center for the Study of Business and Government, City University
of New York. In his paper, The Problems of Wealth, submitted to the Board of
Trustees of the Alaska Permanent Fund, Dr. Cordoniterates "Option 1" called

"Give it to the People.” He states:

"The first option is stunningly simple in principle and by a great margin
the most desirable In terms of our criterion. It answers the question what

h can be done wth it ? by another question: Why notgive it to the people

Dr< Gordon's criterion is that the wealth of this state "morally” belongs
to the people. He suggests Alaska create a corporation and pledge all future
oil and gas revenues to it. The state could issue 100shares to each and every

Alaskan and send them out in the mail Immediately.

The Board of Trustees for the AlaskaPermanent Fund has begun to study the
effect of the influx of oil dollars into the Alaskan economy and has
commissioned several papers. All of them conclude that a political system of

revenue allocation WIIIich results in subsidized loan programs and that attempts

6'rhe Problems of Wealth, p. 6.
»
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to spur industrial development by buying infrastructure for marginally economic

projects will result in waste of the state's resources.

Richard B. Coffman, author of Capital Shortage, Public vs. Private
Allocation of Capital and Alternative Ownership Systems for Alaska's Oil
Wealth, one of the papers prepared for the Permanent Fund Board of Trustees,
states unequivocally "all state loan programs should be abolished” and "all
usury and interest rate ceilings should be removed." In other words, the
capital markets should be deregulated. Dr. Coffman also recommends redis-
tribution of some part of the oil revenu*s as cash grants. Taken together, the
arguments present a fairly strong case for private allocation of the state's

wealth as opposed to a political/bureaucratic system of allocation.

Dr. Malcolm Gillis, professor at Harvard University and author of the
papbr, The Effects of In-State Investment: Lessons from Oil-Fired Developmept
in OthefryParts of the World, warns of dangers in stimulating industrial
development”™based on criteria other than "good economics.” He cite”~the
Krakatau steel project, a $3 billion "boondoggle" intended to free Indonesia
from having to impchx steel. "This freedom,”" Dr. Gillis spAxes, "will cost
that society nearly $80 million annually for another cjefiade (in addition to the

$1.5 billion already invented)."

Dr. Gillis also remarks tha't. crash ppdgrams to expand infrastructure have
often involved substantial waste, Overeating facilities that have been
"grossly” underutilized. FumUpg infralvtructure is, however, politically
attr.. tive as Dr. Cillis points out by quotfhgn compaign speech by Mr. Velasco
Ibarra, President of EcuAuor off and on during tdul\L96Us

"And finally,/ when | am elected again, we will build tluN~lggest bridge In
Ecuador, xj'ight here In Dos Gatos.

‘But”Benor I'residente, Mierc is no river in Dos Gatos.'

"ruen we will also build the biggest river An Ecuador, right here In Do>

Catos.

No doubt implementation of direct: distribution poses numerous political,
legal and technical hurdles. However, the Legislature may wish to retain a

nationally recognized accounting firm to examine the idea.



Another

in the Legislature is the concept of expanding Alaska®s economic
infrastructure through the construction of capital projects such
as roads, ports, airstrips, and hydroelectric Tfacilities. Not
only has the 1idea received substantial support, it has received
a certain degree of implementation through record capital
appropriations in each of the past two years. Proponents of
increased capital spending argue that the creation of this

economic infrastructure will promote increased economic development

which will provide an improved standard of living for all Alaskans.

But Dr. Malcolm Gillis, a professor at Harvard University
and author of the paper, The Effects of In-State Investmentt
Lessons from Oil-Fired Development 1in Other Parts of the World,
warns that crash programs to expand infrastructure often involve
substantial waste by creating facilities that are grossly under—
utilized. He cites Indonesia®s Krakatau steel project as an example
of the dangers 1involved in stimulating industrial development
based on criteria other than '"good economics". The $3 billion
project was intended to free Indonesia from having to import
steel. "This freedom", Dr. Gillis states,"will cost that society
nearly $80 million annually for another decade (in addition to

the $1.5 billion already invested)".



Some capital projects, such as Krakatau, can generate an
emotional or political appeal that results in their "being
funded regardless of their economic jJustification. Dr. Gillis
points out the political attractiveness of funding capital
projects by quoting the campaign speech of a presidential can-—
didate campaigning in Dos Gatos, Ecuador. After promising to
build Ecuador®s biggest bridge in Dos Gatos, he was reminded by
someone in the crowd that the city had no river. The candidate
solved the problem by promptly responding with an additional
promise to build Ecuador®s biggest river in Dos Gatos.

X m  # 4 - s e ]

While this may seem like an extreme example, it does
provide a certain insight into the degree to which political
commitments to needless or unfeasible capital projects can
generate spending far beyond the mere cost of construction.
That danger exists in Alaska too. Capital spending may require
commitments of the state®s wealth far in excess of the initial
construction costs. Life cycle costing reveals that maintenance
costs for many projects often soon exceed the project ™ original
cost. And construction of one capital project may lead to the
construction of other capital projects needed as support

facilities.

Capital projects already authorized may represent a
hidden commitment of Alaska®s wealth of tremendous magnitude.
Last legislative session a record $1.38 billion was appropriated

for capital projects. That was in addition to the $707.4 million



combined total of 1980"s FY81 budget and HB 60. And on top of
that 1is the $289.7 million in general obligation bonds for
capital projects approved by the voters 1in 1980. Capital appro—
priations of this size may be approaching the limit of state
government®s ability to administer and the private sector's
ability to construct in a cost-efficienv. manner. Already there
are indications of an inflationary trend in construction costs
which will ejcceed the estimates used in determining costs for

all those projects included in the above appropriations. The

result will be substantial ost overruns.

No certain plans can be made for the distribution of the
state"s wealth until the Legislature has an understanding of the
extent to which our wealth has already been committed. The Legis—
lature should undertake a systematic appraisal of all capital
projects authorized during the last three years. This review
should not be a simple status report but should include projec—
tions of anticipated cost overruns and expected annual operating

costs for each project.



PROPERTY TAX REDUCTION

Proposals have been made by several legislators to use state
revenues to reduce or eliminate property taxes levied by local
municipalities. These proposals reflect the recent national
trend towards reducing the tax burden imposed by Jocal governments
This "taxpayers' revolt" has resulted in initiative drives in
several states to reduce the level of property taxes. Proposition
13 in California and Proposition in Massachusetts are probably
the most well-known.

The argument in support of these proposals is relatively
straightforward— Alaskans should not pay property taxes while
there are revenue surpluses coming into the state treasury. Critic
base their opposition on the inequities of the resulting distribu-
tion of the state's wealth. The reason for their concern is
demonstrated by the distribution among Californians of the tax
savings resulting from Proposition 1J. Several generalisations
can be made. First, the rich benefitted more than the middle
class in terms of the total taxes saved per household. Secondly,
renters received little or no benefit because property tax
reductions were generally pocketed by landlords rather than being
passed on in the form of lower rents. Finally: residents of rural
areas henefitted much less than urban residents becuase of the
lower level of services provided and the corresponding lower
level of property taxes7  Unless some of these problems are

NProperty Tax ..elief, Jteven Gold, D.C. Heath and Co., Lexington,
Massachusetts,



addnised, serious inequities :iay result in distribution of wealth

throurn property tax relief.

dales Tax legislation aimed at relieving the local tax burden
must also take into consideration the fact that 1in many cases

the local burden consists of a sales tax instead of, or in addition
to, a property tax. Seven of eleven boroughs levy a sales tax.
Over one-third of the Fairbanks North Star Borough®s revenues

and more than 50d of the Ketchikan Borough ™ revenues are derived
from the sales tax. In addition there are dozens of smaller muni—
cipalities which use only the sales tax to raise revenues.”1l
Providing onlLy property tax relief wiLl penalize those communities
which levy a sales tax in place of the property tax. An equitable
cl; cnbution of tax relief can only be achieved if the legisla—
tion includes comparable benefits for those who have chosen to

finance local services by means of a sales tax.

htt.y. Center' pny .nb: tn.uta 1l portion of the nropeity taxer
collect'! in many communities. 'rooert.y taxes are a cost: of ho-
iIs busi.'iess for the owner of rental property and, like any other

cost of doing burincur, ir included in the amount of rent to be
ci mr'-c | tenant. Put most tax relief formula proposed so far
ha ™ ova rlookcd thi: fact. As indicated ahi ve, renters received
1i 11e " the benefits associates with the tax savings resulting

from Pronasition 11.

A\

*A?2:r. kn ;is-il.f' l.ofQ, bmunry 19°1, .itate of Alaska, Department
of Community and MeglLunal Affairs., Division of local Government
Assistar.ee-.



The most effective way of assuring equity for renters in
any tax relief scheme would be to enact it in the form of a tax
refund progranm. Property owners would be eligible to apply
for a refund of a portion of the taxes paid on the unit v/hich
they occupy. Renters would be entitled to a refund for a
similar portion of that part of the rent which represents the
tax on the unit which they occupy. The program could be easily
adapted from the tax breaks now provided for senior citizens

under AS

The least effective way of providing tax relief for renters
would be to give the money directly to municipalities which
in turn would provide a general property tax reduction. First,
a general millage rate reduction v ould spread available revenues
over all forms of property, 1including commercial property and
vacant land, rather than targeting residential property.
Secondly, wunder such a system, particularly in times of low
rental vacancy rates, it is unlikely that much tax relief would

be passed on to renters 1in the form of lower rents.

Restrictions on Municipalities In 1970 the Legislature passed
the state revenue sharing program, AS , and began the Tflow
of state oil revenues to local governments. Sponsors of the

program declared that these funds would be used by municipalities
to reduce taxes so that Alaskans could benefit ir a direct

fashion from the state"s oil wealth. 1In many cases, however, the



result was not lower taxes, but increased government programs

which quickly ate up the new source of revenue.

Because of the inequitable effect on renters, channeling
property tax relief directly to municipalities should be
avoided. But if that system is chosen, then provisions should
be included in the legislation to insure that funds sent to
local governments are actually used for tax relief. Finance
Committee Substitute for House Bill ~ takes one approach to the
problem by limiting municipalities receiving state aid to
increases 1in taxes of no more than 2% plus the 1increase in the
consumer price index for the previous year. Another approach
is that advocated in House Bill 22. Under HB 22 municipalities
would receive an annual entitlement from the State in place of
levying a property tax and that entitlement would be reduced

by the amount of increases in any other municipal taxes.



Supplemental Benefit System
1

Another option for distributing income from the Permanent Fund is to
establish for all Alaskans a program of benefits similar 'to the Supplemental
Benefits System (SBS) for state employees. SBS replaced Social Security when
state employees opted out of the system in 1980. It is a very sophisticated
system offering employees a combination of Insurance benefits and a retirement
annuity. The system is unique and is well administered given its complexity.

\

Under SBS, 12.26% of an employees wages goes Into the system, up to the
social security maximum wage base, which is $29,700 for 1981. Hence, up to
$3,641.22 could be contributed. One-half of the contribution (6.13%) Is wage
reduction, the rest is contributed by the state. The concept may be applicable
to Permanent Fund dividend distribution whether it be done on a longevity,

equal amount per capita, or some other basis.

Annuity. The annuity is a retirement account. AIll or part of the 12.26%
of a state employees contribution to the SBS can go into the annuity account,
but at least 6.13% must go In to retain the special tax treatment afforded the
system. Special tax treatment by the IRS is perhaps the most attractive
featu-e of the SBS. Contributions are not taxed, nor is the Interest earned.
The annuitant is able to defer taxes until he begins to draw on the annuity,
after age 55. The annuity can be withdrawn in a lump sum or Installments.
Presumably, the tax rate for retirees will be lower than for those earning a

regular salary.

The idea of structuring a retirement annuity funded by a Permanent Fund
dividend may be attractive for some Alaskans, particularly those in higher tax
brackets. However, structuring a program to shelter dividends and their
earnings from the Federal Income Tax will not be easy to do. The current
Permanent Fund Dividend program contains provisions for the deferment of
dividends; but even If the program had not been tied up In a court challenge,
its unlikely they would have been approved by the IRS. Amendments tio the IRS
code liberalizing the doctrine of "constructive receipt,” however, were
contained in the Economic Recovery Tax Act of 1981. It may be worth exploring

this concept further.



Benefits. The other parts of SBS are benefits. These benefits include
survivor, disability, death, and health insurance. Because of the fact that
one-half of the contribution comes from the State, only one-half (6.13%) of an
employee's contribution can be chosen by a beneficiary and still remain tax

free.

The idea of providing benefits, particularly health insurance, is discussed
as "Option 2" in the Governor's Policy Analysis Paper No. 81-24, combined with
an option of taking cash. A recent report by Battelle Research showed that 11%
of Alaskans have no health care coverage at all. The idea of giving a person
the choice of taking cash or health insurance may be an acceptable approach.
There are potential problems with allowing a choice between the two, though
they may not be insurmountable. The Governor's "Option 2" made health iraur-
ance mandatory if a person was not already covered. This nay encourage employ-
ers to stop carrying health insurance for their employees. Secondly, if a
person has the option of taking cash but doesn't, there may be "constructive
receipt” which might make health care benefits taxable.This area should be
reviewed in more detail as part of anexamination of the tax implications of

various distribution plans.

Municipal Assistance

Another suggest approach to state wealth distribution is to distribute
Permanent Fund earnings to communities. This program was recently endorsed by

the Hammond Administration as an option to consider, he plan would be similar
to FCCSSB 236, ".an Act relating to assistance to municipalities.” FCCSSB 236

passed during the first session of the Twelfth Legislature.

The provisions of FCCSSB 236 allow for payment of an "entitlement” to each
"municipality” or "unincorporated community." The entitlement would be $1,000
times the number of people residing within the boundaries of the community, sub-
ject to the limits of the appropriation. The sum received as an entitlement
could be used only for social services, capital projects, or operating expenses

of capital projects.

Under Governor Hammond's new proposal, communities would have more

flexibility in the use of the funds. The Division of Policy Development and
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Planning suggests the following uses; (1) capital projects, (2) tax reduction,
(3) establishment of a mini permanent fund (note: Valdez has one), (4) power
production assistance, (5) operational expenditures, (6) direct cash distri-

bution, and (7) and others.

The response to this program from municipal officials was understandably

quite positive.
Public Endowments

One concept which has been discussed by state officials is the creation of
public endowments. An endowment would be similar to the Permanent Fuad in that
it would involve the dedication of a percentage of revenues to a fund separate
from the General Fund. The earnings would be used to fund education, public
works, or other specified state programs. The creation of an educational
endowment was proposed last sesseion and is currently under review by an
interim study group which will report its findings to the Legislature during

the 1S32 session.

To actually dedicate part of the state's revenues to a fund for a specific
public use so that it could be used for no other purpose would require a
constitutional amendment. It is possible, however, to create a statutory
endowment. The Legislature could establish a separate fund and each year

appropriate to it the "dedicated" percentage of revenues.

Creation of such endowments, however, would he no different than creating
another of the special funds which have proliferated in recent years. One
example which has been previously discussed is the minicipal assistance fund

under AS 43.20.016, Subsection (a) states that:

"The Legislature may appropriate to the fund during each fiscal yuear an
amount equal to or greater than 10% of the income tax received under AS
43.20.011(e) and(AS 43.21. (emphasis added)

|
Creation of a stuatutory fund, however, does not guarantee that it will

actually function asiconceived. The Legislature can appropriate 100%, 50% or
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. ".0% of the formula amount. The Legislature can even appropriate money out of
the fund for non-dedicated purposes. Or, ultimately, it can abolish the fund.

Thus, AS 43.20.016(a) carries no real legal weight and is little more than a

target figure.

Special funds, however, do create political constituencies which work to
see that the Legislature appropriates the full level of funding. In the case
of the minicipal assistance fund, public officials from every community in the
state will argue that their municipalities are entitled to this money. And
perhaps they are. But the reality of the situation is that the constituencies
of these special funds are just one more "special interest group" competing for
available revenues.

\
If the Legislature feels that there Is a particular public purpose which is

of such priority that it wishes to create a public endowment, it should do so

constitutionally with the consent of the voters.

Conclusion

This discussion of wealth distribution alternatives analyzes only some of
the principal proposals which have been made to date. The wide range of
alternatives demonstrates the fact that there Is no consensus on the direction
to take if the legal challenge to the Permanent Fund Dividend Program is
sustained or If the Legislature wishes to provide some form of additional or

alternative wealth distribution.

State policymakers must begin to narrow their options so that detailed
considerations can be given to likely proposals. That way the legal, techni-

cal, and political problems can be addressed in an orderly manner.
|

If cash distribution is to be a priority, through either continuation of
the Permanent Fund Dividend Program or establishment of some other mechanism,
there are two fiscal matters that must be dealt with. First, a relatively low
annual cash distribution of, for example, $1,000 may actually hurt low income

Alaskans by making them Ineligible for state/federal public assistance
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programs. Secondly, of Permanent Fund earings distributed as dividends, at
least 35% will be taxed away by the federal government unless the State can
devise a tax shelter acceptable to the Internal Revenue Service. Consequently,
cash distribution can have the perverse fiscal impact of making indigent
Alaskans worse off and taxing away benefits from those in high marginal tax
brackets. If the Legislature wishes to consider these problems, it should

undertake these specific tasks:

Task 1. Review all state and federal public assistatfe programs to
determine if and how Permanent Fund Dividends can be exempted from "income"

and "resource" guidelines for each and;

Task 2. Retain tax counsel, possibly through the Department of Revenue or
the Attorney General, to advise on the preliminary design of a tax shelter

mechanism, probably a trust or annuity, acceptale to the IRS.

This work should begin as soon as possible. [If the Permanent Fund Dividend
Program is invalidated, the Legislature will be under great pressure to provide
an alternative. Even if it is sustained, these problems will still have to be

dealt with to assure that Alaskans achieve the maximum benefit possible from

the sharing of the state's natural resources wealth*

-16-
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Annual Per Capita Cash Distribution

The simplest change to the current Permanent Fund Dividend
program would be an annual per capita cash distribution
plan, as discussed in the Govenor's Report -— "Policy Analysis
Paper No. 81-24."! Money in the Permanent Fund dividend
account, a special account within the General Fund would be
divided up equally and distributed to eligible "state residents"”
Under current law, 50% of the earnings from the Permanent
Fund principle go directly to the account. If the Legislature
decided to increase annual dividends, additional monies

could be appropriated from the general fund.

Appropriations to supplement dividend payments would no
doubt be required at first, because Permanent Fund earnings
are not yet sufficient to pay any sizable dividends. Any
appropriation must be payed back according to AS 47.23.050,
because the program would not be intended to distribute
General Fund or Permanent Fund principle. At present the

Permanent Fund dividend account contains only $27 million.?

An annual per capita cast, distribution plan would be the
easiest way to repair the current Permanent Fund dividend

program if it is struck down by the U.S. Supreme Court.

1 Policy Analysis Paper No. 81-24 "Option 1",
Discusslon Paper Permanent Fund Dividend Alternatives, October
12, 1981, State of Alaska, Office of the Govenor, Division

of Policy Development and Planning.

? Contributions to the Pemanent Fund dividend account
are made on a "cash basis" and averaged in with prior year's
contributions. This keeps down contributions to the account
during the first few years, thereby, protecting the Permanent

Fund principle.



Each Alaska resident would receive an equal share. The
major legislative change would be amending the durational
residency provision. Hopefully, the Supreme Court decision
will provide guidelines on a constitutionally acceptable

definition for residency

Under this program, Permanent fund earnings could be
distributed to State residents, thereby, establishing a link
between the size of the Pennanent Fund and individual personal
incomes. An annual per capita cash distribution might not
encourage long-term state residency as the current plan
attempts. In fact, it may encourage short-term residency if
the residency provision ir, say, only 30 days. This plan
also has two other policy implications; first, the dividend
would be subject to the full brunt of Federal Income taxation;
and second, distributing cash may effect the eligibility of

individuals receiving public assistance.

Federal Income Tax. A permanent fund cash dividpnd
would be considered taxable income b the Internal Revenue
Service (IRS). Currently the average marginal tax rate in
Alaska is 35%. This means at least 15% of the Permanent Fund
earnings p.id out in dividends will end up in the Federal
treasury. In fact, a cash distribution may actually bump up
the average marginal trx rate, by moving some individuals
into a higher tax bracket. Many people won't care, and will
still prefer cash. However, Alaskans with a marginal tax

rate above 50% m ght want to defer this extra income.

The current dividend plan attempted to get around this
problem by allowing residents to defer receipt of the dividend.
Unfortunately, the IRS issued a ruling that the permanent
fund dividend was subject to "constructive receipt". Constructive

receipt means you have to pay taxes on the dividend even if



you don't elect to receive it. The IRS has allowed State

employees the option to defer a portion of their wages,

thereby, sheltering the amount deferred from Federal Income
--------------------- " - the IRS

"Dividend payments are available to all applicants who
meet the age and residency requirement, and who file
timely applications. Since Act dividends are not paid
as compensation fcr services, the rationale and conclusions
stated in Rules 60-31 and 69-50 do not apply..."

And further,
"We conclude that an individual reporting on the cash
receipts and disbursement method of accounting who elects
to defer the dividend be selction of either the postponed
paymer' 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 received.. ."3

This ruling is not the final word, and does not necessarily
mean that is is impossible to shelter the Permanent Fund dividend.

The IRS letter also state

"However, income is not constructively received if the
taxpayers control of its receirt is subject to substantial

limitations"™

3 Lletter dated February 27, 1981 from the U.S.
Department of Treasury, Internal Revenue Service to the State
of Alaska, Department of Revenue. The ruling 1is directed
only to the requestor, and may not be used or cited as

precedent.



The term "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. T' 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 recleve it until some time in the
future. This might work. If a person has the right to take

the cash wupon issuance of the dividend i; becomes more difficult
to get around constructive reciept, however, it may be possible.
At any rate, 1t will take a lot of work to figure out a suitable

tax shelter.

Public Assistance Another adverse effect of distributing
a cash dividend is the effect of increasing the resources or
income of residents eligible for Public Assistance. The
current Permanent Fund dividend plan exempts dividends up to
a maximum of $1,500 from inclusion as income for certain State
public assistance programs.4 However, for many of the programs
subject to Federal rules and guidelines, cash dividends can
either cause hardship or simply replace Fe- 1 dollars

avaialble for assistance with State monies.

For example, a permanent fund dividend could make a
recipient under the state/federal program - Aid to Families
With Dependent Children (AFDC)- ineligible for benefits.
Currently, if a parent or guardian's '"gross income" exceeds
$762/mo., or their "net income" exceeds $508/mo., the family
is not eligible. If the family recieved a permanent fund
dividend of $1,200 as a lump sum, the payment would count as

"excess" income. According to regulations, the money would

4 see: AS 43.23.080.



have to averaged over a certain period by dividing the dividend
received by the limit for "net income". With a $1,200 dividend
the family would become ineligible for assistance for 2.36
months ($1,200/$508). Maybe this doesn't seem to bad, except
the child would also be made ineligible for Medicaid as well.

If the dividend were paid in monthly installments, it
might make the family ineligible all together. And even if
it didn't, the montly dividend would be subtracted from the
benefits due. This would have the effect of backing out
Federal aid dollars with Permanent Fund dividends. It seems
ironic that the Permanent Fund dividend could actually hurt
the poor rather than help. This problem may have a solution,
but it will require a careful study of all the state/federal
public assitance programs and their regulation to devise

appropriate exemptions.

Royalty Oil Premium Payments

A program similar to tjre annual cash distribution system

was'W-fe-d during the Twe-ffth Legislature. Govenor Hammond
introduced Hjl 67, ar~fjTact relating to royalty oil premium
payments- would have distributed the "premium", or the

/ I
amount of the State received cbove the "in value"™ price from a
royalty oil auction held in December 1980, equally to each
state resident. The royalty auction netted the state an

extra $77 million, about $193 for each Alaska resident.

In Govenor's Hammond's transmittal letter he stated the

purposes of HB 67 were twofolc|™\"-

"By distributing the premium obtained ever current
in-value prices directly to residents of the state,
residents will gain and increased awareness that the

state's natural resources belong to them. .1



and further;
"A second purpose of the distribution is to fulfill

to some degree the expectations raised be enactment

of the permanent fund dividend program, implementation
of which continues to be delayed by litigation..." 4
While these goals sound reasonable, it is clear from

the Legislative Purpose and Findings Section of HB 67, the
royalty premium payment wr definitely not Govenor Hammond's

first choice. Those findings state in par™O

"Unlike the permanent fund dividend program, however,

this per capita distribution does not provide an incentive

for long-term residency in the state; it does not help
assure that the state will benefit in the future from a
stable population; it does not encourage a long-term

interest in prudent management of the Alaska Permanent

Fund and th e state's natural resources; and it does not
recognize the many contributions, both tangible and
intangible, that individuals have made to the Alaska
community during their previous periods of residence

in the state. Thus, the method of distribution provided

in this Act is not the method preferred by the 1legis lature .5

It seems unlikely the Govenor or the Legislature will tl_wW#
revive HB 67. However, the royalty oil auction coupled with
distribution of the proceeds raises some interesting points.
First, the royalty oil auction was the first time Prudhoe
Bay oil was sold in a competitive auction, and it netted the
state a sizable premium, a premium above what the state normally

receives for its oil. Second, the Administration was at

5 See: House Journal, February 4, 1981, pp. 146-147.



/
least willing to consider distributing/ the premium, even
though it arguably represents princible rather than investment
*
earnings.
While the Legislative Purpose Section of HB 67 views the -

program somewhat i.egatively,/distributing the premium w-rH— USPU"ffI

establish a direct link between personal incomes and theprice-y*""p

the state recieves for Its royalty oil. hnpnTthp Legislature

may wish to consider approprlating the premium from the
aOTDecember~royalty oil auction and premiums from future auctions,

if there are any, directly to the Permanent Fund dividend

account. This would tend to increase the awareness of state

residents to the price received for royalty oil.

Portfolio of Alaskan Citizen Enterpise

During the second session of the Eleventh Legislature,
HB 1006 was introduced, "an Act establishing the Portfolio of
Alaska Citizen Enterprise"™, or as it became commonly known
PACE. PACE was a system whereby income producing assets or
investments could be distributed or sold to Alaska residents.
"Portfolio Plans™ as these investments were called could be
state investment funds, business enterpises acquired by the

state, energy resource trusts, real estate investment trusts,
and GSOCs.

PACE. The idea of a PACE came from British Columbia’'s
experience in "privatization™. Privatization was a means of
transferring assets held by the public sector to private
individuals. In 1977 at the urging of Premier Bennett, the

British Columbia legislature created the British Columbia



Resource Investment Corporation (BCRIC), and handed over the

following government owned assets: ~

011 and gas exploration rights to some 2.3 million acres

of ciown land in British Columbia,

81 percent of the common shares of Canadian Cellulose
Limited, a large scale forest products firm,

100 percent of the common shares of Kootenay Forest
Products Limited, a medium sized Ilumber and plywood

manufacturer,

100 percent of the common shares of Plateau Mills Limited,

a mid-sized lumber producer,

About 10 percent of the share of Westcoast Transmission
Company, which operates a major pipeline in B.C. and is

also a oartner in the Alaska Highway gas pipeline project.

After passage and transference of these assets to BCRIC,
eighty percent of the stock in BCRIC, or 12 million shares,
was transfered to the public. Each resident received five
shares. The B.C. government retained 20% of *he stock, but
did net become involved in management of the corporation.
While political wise men and financial experts viewed the
program askance, BCRIC became immensely popular amongst B.C.

residents after its passage.

/ysryou may have surmised, BCRIC and PACE bear a striking
resemblance to the Alaska General Stock Ownership Plan, or
AGSOC as it was popularly referred to. In fact, in many

respects they are identical. Ownership of shares is limited



to avoid concentration, distributions are limited to residents,
board members are elected by the shareholders, etc. AGSOC

and PACE are not, however, exactly alike.

AGSOC and PACE. One of the motivations behind PACE v;as
to void the initiative petition to create AGSOC. AGSOC, as
most will remember, was the Kelso-Gravel plan to distribute
wealth from Alaska investments. Whether PACE would have voided
the petition is moot, since PACE did not pass the Legislature

and AGSOC went down in defeat before the voters.

While the purpose of AGSOC and PACE are similar, to distribute
wea’th to Alaska residents, there is a fundamental difference
in their make-up. PACE can own income producing assets.

AGSOC, on the other hand, must acquire investments with 100%

debt financing. After servicing the debt, the income left
over must be distributed, if there is any. AGSOC is a conduit
for funneling Income to Alaskan residents. In exchange,

AGSOC is exempt from corporat income tax. PACE can actually

own the assets, although this does raise some difficult tax

questions.

Under the draft legislation creating PACE, tre Department
of Revenue wasrequired to present at least one and not more
than three "Portfolio Plans" specifying which assets were to
be transfered to PACE. Some shares wou'id be distributed free
and some would be sold. However, before the assets could
become part of PACE approval from the Legislature was necessary.
This is another significant difference between PACE and AGSOC.
The first "portfolio plan” to considered for PACE was a

royalty trust.



Royalty Trust. The royalty trust would be a trust or
trusts to which the royalty income from specific state leases
would be pledged. The truct would then act as a conduit
funneling roya.ty oil income to the trust beneficiaries, who

in this case would be state residents.

The PACE royalty trust would be similar to some publically
held royalty trusts like the North European Oil Royalty Trust,

the Mesa Trust and the Tidelands trust. The value of the income

from a royalty trust is, of course, tied to oil prices.

Since royalties are taken off the top, trust beneficiaries
bear none of the development risks. Also, royalty trusts
receive special tax consideration by the IRS. As long as the
trust remains "passive" (bears no risk) and pays out

all of the earnings, the trust is not subject to Federal

income tax. Trust benefldi ' s can also claim a depletion
deduction which reduces an it; duals tax liability. While
the concept of a royalty trust appears attractive, its

implementation raises a host of difficult legal questions.

Dedication of Revenues. One legal obstacle appears to
be Article IX § 7 of the Alaska Constitution. Article IX § 7
zi the state's constitution prohibits the dedication of "taxes
liscences and fees". A literal reading of Article IX might
be interpreted to exclude royalties, because they are not
specifically a tax, liscence or fee. However, this is a
pretty weak case, and was not tried with the Permanent Fund.
The Permanent Fund recieves 25% of the state's royalty income

pursuant to a constitutional amendment.

The PACE legislation attempted to get around this problem

y structuring the transference of royalty trust shares as a

-10-
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Act of

[ £

1981 provides certain exemptions for payment of the WP’

The conference agreement provided a $2,500 credit against

WPTs paid 1n 1981. Between 1982-1984 royalty owners could

exempt
If the

2 bpd of production from the tax, and 4 bpd thi. eafter.

royalty trust consisted of a royalty trust for each

beneficiary (state resident), this exemption might be

suffici

ent.

The idea of a royalty oil trust, perhaps, deserves some

further

consideration. It would clearly create a constituency

concerned with prudent fiscal management of the state's oil

and gas

royalty

resources. One suggestion would be to deal with a

trust seperate from PACE. On its own, a royalty

trust would be a very complicated piece of legislation.

A
by Rep.

Direct. Distri bution

recent veport entilled Alaskans Rai.nbow of Opportunity

Terry bar®i'ner an~~fA\atiVtrranalyst Ford Groh

advocates a radically different approach to state spending

and wealth distribution. Their plan proposes a direct

distribution of Alaska's wealth. Whereas the permanent fund

dividend program envisions distributing interest earnings

from the Permanent Fund, direct distribution would distribute

income

TOu

which now accrues to the state general fund.

ring the ffh”~t session &f the Twe 1f Legislature ,

about $6 billion was appropriated for expenditures during

fiscal

year 1982. °f this\money Vent directly to

Alaskans., Whi le the Leg 1s lature “re”~Yy appropriated money

ts-*-engApt -whictryrrr~5~~HnTtTtrrn
ajinjJLEpojrIn A AUV fae-iTityAndAr-hydro~Tertric
oTr'OTTi'nh'alrlt-ed~t-0"Trucjh™"'1'Si\m d th Y jYl ani  which

would have distributed mone~/di rect ly\tto &U,/ ask ans , like

the royalty premium or PACE, were nixed. /

e« tf/

"J/

¢



~nJlhen divided”~; $6 billion comes to about $15,000/person.
Hence, a family of four could have a very comfortable income
of $60,000/year. rnnchhars.urtsor if a persons share of
State income coud be used to establish g line of credit at
bank. Depending on the oil price inflator used to estimate
future revenues, this could be a very large sum of money.

Direct distribution could eliminate poverty in this state. A

While this approach sounds far-fetched, direct distribution
has been advocated by prominent economis, among them Professor
Donald F. Gordon of the Center for the Study of Business and
Government, University of New York. In his paper entitled
The Problems of Wealth submitted to the Boar < of Trustees of
the Alaska Permanent Fund, Dr. Gordon iterates "Option 1"

called "Give it to the People™. He state~C”

"The first option is stunningly simple in principle and
by a great margin the most desirable in terms of our
criterion. It answers the question what can be done
with it ? by another question: Why not give |. to the
Pe<Ple ? 6

//V
Dr. Gordon's crl ter s that the wealth of this state

"morally” belongs to the”~state.) He suggests Alaska create a
corporation and pledge all future oil and gas revenues to it.
The state would Issue say, 100 shares to each and every

Alaskan and then send them out in the mail immediately. ~NT

The Board of Trustee®* for the Alaska Permanent Fund has
begun to study the the Inf
the Alaskap econom”/and commissioned numerous
All onclude\hat a political system of revenue,
allocation which results in subsidized loan program”~'TnTd

attempts to spur industrial development by buying infrastructure

6 The Problems of Wealth, p.6.
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for marginally economic projects will result in waste of the

state's resources.

Richard B. Coffman, author of Capital Shortage, Pub'lic
vs. Private Allocation of Capital and Alternative Ownership
Systems for Alaska's Oil Wealth, one of the papers prepared for
the Permanent Fund Board of Trstees*states unequivoacajhy
"all state loan programs should be abolished” and "all usury
and interest rate ceilings should be removed". In other
words, the capital markets should be de#nj*uTated. Dr.
Coffman also recommends redistribution oiT some part-o-f-tin?-———
oil revenues as cash grants. Taken together, Dr. Coffman
presents a fairly strong case for private allocation of the
state's wealth as opposed to a political/bureaucratic system

of allocation.

Dr. Malcolm Gillis. professor at Harvard Uni.ersity and
author of the paper, The Effects cf In-st~te Investment:
Lessons from Oil-Fired Development In Other Parts of the World

warns of dangers in stimulating industrial development baied

on criteria other than '"good economics". He cites the Krakatau
steel project, a $3 billion "boondoggle"™ intended to free
Indonesia from having to Import steel. "This freedom, Dr.
G1lU1ls states, "will cost that society nearly $80 million annualy
for another decade (in addition to the $1.5 billion already
invested)".

Dr. Gillis also remarks that crash programs to expand

infrastructure have often Involved substantial waste, by
cheating facilities that have been "grossly"™ wunderutilized.
Funding infrastructure 1s, however, politically attrative as
Dr. Gillis points out by quoting a campaign speech by Mr.

Velasco Ibarra, President of Ecuador off and on during the 1960s;

-14-



N

is*.

"And finally, when | am elected again, we will build

the biggest bridge in Ecuador, right here in Dos Gatos.

But Senor Presidente, there is no river in Dos Gatos.

Then we will also build the biggest river in Ecuador,

right here in Dos Gatos."

No doubtj implement atio.n of direct distributism poses

numerous political, legal and technical .~hurdl

tnnr »i.» —h

.retain a nationally recognized accountin< firmtvVv~rE£elry-~"1K

at the idea. -This would-bo the moat-prac-H-rtH—rlep lal tirls
t ime-r—
Sop Supplemental Benefit. System
f<ef 0

Another option for distributing income from the Permanent
Fund i o] f benefits like the Supplemental
Benefits System (SBS) for state employees. SBS replaced
Social Security when state employees opted out of the system
in 1980. It is a very sophisticated system offering employees
a combination of insurance benefits and a retirement annuity.
The system is one of a kinc"*nd”admini stered very well given
its complexity.

(n

Under SBS, 12.26% of an employees wages go into the
system, up to the social security maximum wage base, which
is $29,700 for 1981. Hence, up to $3,641.22 could be
contributed. One-halfrthe contribution (6.13%) is wage

reduction, the rest 1is contributed by the state.

«fra-»tr*bTr~posvI'b'Tg ' TTr Strut ITiTA-STOh---a"s"&-t:ero wi fch~rhg"Prrnvangnt-

Fiuuf-drAarfd™ad s . o 7 7/ %)

,*fFwt



Annulty. The annuity 1s a retirement account. All or
part of the 12.26% of a state employees contribution to the
jBS can go into the annuity account, but at least 6.13% must
go in to retain the special tax treatment afforded the system.
Speical tax treatment by the IRS is perhaps the most attractive
feature of the SBS. Contributions are not taxed, nor is the
interest earned. The annuitant 1s able to defer taxes until
he begins to draw on the annuity, after age b55. The annuity
can be withdrawn in a lump sum or installments. Presumably,
the tax rate for retirees will be lower than for those earning

a regular salary.

The idea of structuring a reti ement annuity funded by a
permanent fund dividend may be attractive for some Alaskans,
particularly those in high”ax brackets. However, structuring
the program to shelter dividends and their endings from
Federal Income Tax may be easier said than done. The state
_tMj?d it once, and even if the current dividend/ program had

in Court lt~p'robably have(jnadjT)
already noted;— RoweverT amendments

to the IRS code liberalizing the doctrine of "costructive

receipt” were cjintaj-neil)J _nthe Ecqgiigmic Recovery Tax Act - CCitotf*/"
1901. It"may be worth >tCa}Tt® azZI*5*""h>v7-N --- -+ —eee
Benefits. The other parts of SBS are benefits. These

benefits include survivor, disability, death, and health
insurance. Under SBS, only one-half (6.13%) of an employees
contribution can be chosen by a beneficiary and still remain

tax free. "T ~ W T'Ture exactTy~~wTrgsth_i_s-As the ca'sTT~bu~t U |JA/*
relates to the ffret that--mTT3ne-half the contribution

from the state.

The idea of providing benefits, particulary health

Insurance, is discussed as "Option 2" in the Govenor's

-16-



Policy Analysis Paper No. 81-24~combined with the option of
taking cash. A recent report be Battelle Research showed

that 11% of Alaskans have no health care coverage at all.

The idea of giving a person the choice of taking _cash__.or heal th
insur*ACj. _mipht-not. be”Aoo badj Jui@ er.~the Govenor's "Option

2" made health insurance mandattfrv if a person was not already
covered®JThere are, hov”™er, two potential probl ems~wTth affowing

a choice between the two, -bir*wey may not be insurmountable.
"l

First, employers may stop carrying health insurance for

their employees. Second, if a person has the option of taking
cash<?but doesn't, is this "constructive receipt” and are the
health care benefits taxab le T h e Govenor's

approach would get around problem #2, but it is does impinge

on a person's right to free choice. >
Municipal ssistaj
Anothe~"pproac s to distribute Permanent Fund earnings
tc communities. This program was yU”o-reoently endorsed by the
L. . . 4r Cfyiztlicr
Hammond Administration as an option. he plan would be

similar to FCCSSB 236, "an Act relating to assistance to
municipalities". FCCSSB 236 passed during the first session
of the Twelfth Legislature.

The provisions of FCCSSB 236 allow for payment of an
"eiii.lt lement" to each "municipality™ or "unincorporated community".
The entitlement would be $1,000 times the number of people
residing within the boundaries of the community, subject to
the limits of the appropriation. The sum received as an
entitlement could be used only for social services, capital
projects, or operating expenses of capital projects, according
to FCCSSB 236.

-17-



under Govenor's Hammonds new proposal, communities would
have more flexibility in the use of the funds. The Division
of Policy Development and Planning suggests the folowing use”
(1) capital projects, (2) tax reduction, (3) establishment o*
a mini permanent fund (note: Valdez has one), (4) power
production assistance, (5) operational expenditures, (6)

direct cash distribution, and (7) and others.

The repsonse to this program from municipal officials

was understandbiy -ailfeharsiaStis* cfJih te& T/ /7 *,

Public Endowments

One concept which has been discussed by state officials
is the creation of a public endowment. An endowment would in
essence be another permanent fund, the earnings from which
could be used to fund say education, public works or other
state programs. The creation of an education endowment was
proposed byNr~jr-StrrTucTr, director of the Institute of Social
and Economic Research. The Legislature considered the proposal

but did not take any action.

The creation of an endowment noses some real questions.
To actually "dedicate" part of the state's revenues to a fund
for a specific public purpose would probably require a
constitutional amendment. There is another way to do it. The
Legislature could create the fund (The Public Endowment Fund),
leaving contributions to the fund an* allocations of the fund's
earnings subject to appro Nation. -The-fbeas 'ehicle might

be the Public School Tund under AS 37.14. There is_n_ o guarantee

money will evei be appropriated to the fund, nor that the
earnings will ever bv. used for the stated public purpose.
-18-
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Special funds create another problem for the Legislature.
In recent years there has been a proliferation of funds like
the Public School Fund, or what might be termed p*e”“odedj cated
funds. Ano .her example, and one we just discussed, is the
municipal assistance fund under AS 43.20.016. It states

under sub-section

"The Legislature rpav appropriate to the fund during each
fiscal year an amount equal to or greater than 10% of
the income tax received under AS 43 .720/011 (e) and AS 43.21j° ~

m Suc-U
Legislature can

SV N Th*"

appropri eite/eI_O.%_*--ZO%,._OJi_Q’\Jy;b_ﬁjrhe Legisl.at.ur.e cam ev&n appropriate

money—out—of this fund if U&J{QS’EH

abs-Olutoly no”legal weight. However, itrcarr™J” political

weight. Special funds create constituencies who b-&4-i-*r<

they are entitled to this money. The constituency for AS

43.20.016(a) is every community in the state. Conceivably
<5nn’\£o’\couid"r\create enough of these funds so that the entire

general fund was accounted for before the Legislature ever

convened; and tA">-"p[ealing one-.

If the Legislature wishes to crei:e a "Public Endowment
it should probably do so consti utionally Afrfrd- with the

consent of the voters.
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of Permanent Fund dividend alternatives
has inary conclusions.

Conclusion 1 A Permanent Fund Dividend of say, S|,(ID
may actually hurt low Income Alaskans by making them
uneligible for state/federal public assistance programs.

Conclusion 2. Of Permanent Fund earnings distributed
as dividends, at least 35% will be taxed away by the
federal government unless the state can devise a tax
shelter suitable to the Internal Revenue Service (IRS).

Consequently, a Permanent Fund dividend program can
have the perverse fiscal impact of making indigent Alaskans
worse off a"d taxing away benefits to those in high marginal
tax brackets. If the Legislature wishes to look into these
problems, we would recommend these specific Tasks:

Task 1. Review all state and federal public assistance
programs to determine if and how Permanent Fund dividends

can be exempted from "income" and "resource"™ guidelines
for each and;

determine how much additional state funding, if any,
will be necessary to insure public assistance recipients
can participate to their advantage in a Permanent Fund
di vidend pi an.

\ 2. Retain tax counsel to advise on the preliminary
l1design of a tax shelter mechanism, probably a trust or
V,,an annuity, suitable to the IRS.

We would envision jjsk 1 could be completed by a consultant/

or staff prior—t-o~the~'nexT-legi-sifltlve~-sesslon, if the work /
commenced fairly soon. Only the preliminary work could be
completed Task 2 eg4dsd-atd.v.e--session. It is
likely the "siature may wish to retain tax counsel through

the sessio veil for public hearings and to co-ordinate

coinmunicat 'tween the IRS and the State.



Chapter 6

AN ACT
Making supplemental appropriations to the Department
of Community and Regional Affair* and tho Department
of Revenue for programs which provide itate financial
assistance to municipalities and other reclplentsi

and providing for an effective date."

* Sactlon 1. Tho sum of $18,400,000 Is appropriated from the general
fund to th Department of Community and Regional Affairs for the tax equal—
ization account (AS 29.88.03%), the miscellaneous services account (AS 29.-
89.080), and the hospital construction assistance a:-ount (AS 29.90.020) for
distribution Co municipalities and other recipients for the fiscal year
ending June 30, 1981.

ma Sec. 2. The sum of $45,100,000 Is approprlited from ths genera] fund
to che Department of Revenue for Che municipal assistance fund (AS 43.20.-
016(a)) for distribution Co organized boroughs and cities for *he fiscal
year ending June 30, 1981.

* Sec. 3. The sum of $780,000 la appropriated from the general fund to
Che Department of Community and Regional Affairs for distribution In equal
shares to each Native village government entitled to state aid under AS 29.-
89.050.

* Sec. 4. The sum of $20,000 Is appropriated from the general fund Co
Cha Departnent of Coimunlty and Regional Affairs for administrative costs
associated with financial assistance to municipalities i.ad other recipients.

* Sec. 5. The unencumbered and unobligated portions of the appropriations

| * HCSSB 125 (C&RA)
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AN ENDOMVENT FUND FOR PUBLIC SCHOOLS IN ALASKA

Alaska has a unique need and opportunity to develop the financial
means to sustain public education in Alaska well beyond the balance of
this century. Interest in building such a sustaining source of revenues
has been growing in recent months, not only among school districts and
municipalities but also among scate legislators. Vhe concept being
advanced under the rubric of an endowment for public schools is neither
new nor complex. Simply stated, it proposes that the state set aside a
portion of its surplus revenues in an investment fund, the earnings of
which would be appropriated by the legislature to support public schools.
The size of the fund and its investment performance would determine the
proportion of public school expenditures the endowment could support.
The earnings and how they are to be distributed would remain subject to
the normal appropriation and legislative powers of the State Legislature.

Investing surplus revenues to support future governmental functions
or specific public purposes is also not new to Alaska. The Alaska
Permanent Fund, the Alaska Renewable Resources Corporation, and numerous
other enterprise and special revenue funds all lay a claim of one sort
or another on public revenues. Although these various state investment
funds differ in important ways, they nonetheless represent ample prece-
dent for the practice of investing public funds to support public purposes.

Indeed, the vehicle necessary to implement the public school endow-
ment concept may already exist in Title 37.14 of the Alaska Statutes.
That statute, entitled the Public School Fund, mandates that one-half of
one percent of total receipts derived from the management of state land,
including royalties and bonuses, be transferred to the fund. The prin-
cipal of the fund is retained for investment, and the earnings of the
fund may only be appropriated for the support of education. The Com
missioner of Revenue manages the Public School Fund, subject to the over-
sight of a five-inember advisory committee. Although current contributions
to the fund are nominal (less than three million dollars has accumulated
to date), the fund and the authorizing legislation may provide the frame-
work for building a long-term financial base for public education.

Numerous questions about the r.eed for and wisdom of creating a large
education endowment have already been raised, and many others are likely
to follow. Among the more frequently raised issues are:

1. Is not Financing Education a Local Responsibility?

Unlike many public services, education is a constitutional obliga-
tion of the state. Much to its credit, Alaska is in the forefront of
most states in affording each school-age child an equal opportunity to
secure a basic public education. The Alaska School Foundation Program
ensures that every school district in Alaska will receive sufficient funds
to offer its children a basic education, regardless of the district’'s
relative wealth or poverty.
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Currently, the state pays 100 percent of the expenses of twenty-
one rural school districts (REAAs) and 78 percent of the costs of
thirty-one local school districts (including Anchorage). The remaining
22 percent of revenues for the local school districts comes largely from
local property taxes. This year, in an effort to provide relief for
property tax payers, the Legislature may enact legislation to reimburse
communities for their local taxes and thereby finance 100 percent of all
public school expenses in Alaska.

Numerous states which have relied heavily in the past upon local
sources of revenue, mainly local property taxes, to support public
education have been successfully challenged in the courts, for example
California in Serrano v. Priest, 1971, and New Jersey in Robertson v.
Cahill, 1973. These states are now required by their respective state
supreme courts to find alternative means of equitably financing public
education.

For states facing fiscal deficits, court mandates to reorganize the
financing of public education pose a most serious problem; for Alaska,
the possibility of such mandates reinforces the wisdom of using today's
surplus revenues to build a sustaining source of future revenues for
funding public education in the years ahead. Furthermore, an endowment
for public schools would ensure that local property taxes would not be
required to bear the major burden of financing public education should
oil revenues begin to diminish in the 1990s, as presently forecast.

2. Does Alaska Really Need an Endowment Fund?

If further substantial discoveries of oil are made on state lands
before the end of this decade, the answer may be no, not for another ten
years; however, until such discoveries are made, the answer is unequivo-
cally yes.

Last year the state appropriated approximately 400 million dollars
to support the operation of our public schools. This amounte to over
twice the value of the repealed personal income taxes. Even if we were
to combine all personal, business, sales, and property taxes of state
and local governments last year (excluding oil-related income), we could
not have financed last year's education budget, not to mention other essen-
tial state and local governmental services. These conventional sources
of revenue simply cannot support today's level of operation, much less
sustain public education in future years. By 1990, Inflation and growth
of the student population will push state aid for public education to
one billion dollars; by the year 2000, state aid will total approximately
2.5 billion dollars. Furthermore, any expansion of public education
services, such as vocational education, is likely to push the required
revenue estimates higher still. Clearly, some means of generating reve-
nues other than through conventional taxes will be required if Alaska is
to continue to meet its constitutional mandate and provide a quality
education for its school-age children.
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3. How Much Money Would Have to Go into such a Fund to
Sustain a Significant Portion of Public Schoolsl Expenses?

Petroleum revenues now comprise approximately 95 percent of this
year's total state revenues. Current estimates of contributions to the
Alaska Permanent Fund, at the mandatory rate of 25 percent, report an
accumulation of approximately 17.6 billion dollars by 1995. Assuming
an investment return of 10 percent,- the Fund would yield an estimated
1.75 billion dollars in 1995, about 105 percent of the projected total
public school's budget for that year. Thus, a 20-percent rate of con-
tribution to the endowment fund (computed on the same basis as the Perma-
nent Fund) would ensure the availability of approximately 9A percent of
public schools' revenue requirements in 1995.

A. Does not the Permanei Fund
Accomplish the Purpos of the Endowment?

No, unlike the Permanent Fund, the earnings from the endowment
could onl, be used to support education, not to make cash distributions
to citizens or to support governmental operations in general.

Inasmuch as public education comprises almost a third of the state's
budget and is cleartly a constitutional responsibility of the state, it
seems both prudent and timely to pursue a means of securing long-term
financial security for our public schools. Furthermore, as illustrated
above, the projected earnings of the Permanent Fund at current rates of
contribution are insufficient to cover both future public education
costs and a reasonable portion of other governmental operations.

One alternative to the endowment th is frequently advanced is
simply to increase the rate of contribut’ to the Permanent Fund.
This alternative neither appears to enjr- .oad legislative or public
support nor does it clearly establish tl Lgh financial priority that

the state hr, historically given public « .ucation. Unlike additional
contributions to the Permanent Fund, which are likely to be the subject
of much debate and disagreement, safeguarding tbf- financial future of
public education is a public goal which enjoys broad popular support.

In short, the endowment is the more likely and certain means of securing
a long-cerm financial future for public education in Alaska.

5. Would not the Legislature be Losing Control
of the State's budget by Creating the Endowment?

No, under the endovment fund concepc, public schools would remain
subject to the appropriation powers of the Alaska Legislature and to
other powers granted lo organized local governments. Both the amount of
the earnings to be used for public schooling and the distribution of the
earnings among school districts would be determinations made by the
Alaska Legislature, much as they are today. Presumably, the Alaska
School Foundation Program would continue to serve .s the formula for
computing how much money each school district woul. receive, and the
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legislative process would fix the total amount of earnings to be appro-
priated each year. Thus, under the endowment proposal, the process of
funding public schools would remain similar to what it is ioday; onl"
the source of revenues would be altered.

In summary, the endowment fund is a sound and opportune proposal.
It would secure the future of public education in Alaska and ensure that
all children of our state will have an opprtunity of getting a good
education.



jUaska Jitafe legislature

Senate

Office of <fie President Pouch v
State Capitol

Official Business Juneau, Alaska 99811

MEMORANDUM

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 of the Senate Jtate Affairs Committee, has
informed ne that he has received approval from Senators Rodey (Majority
Leader) and Dankworth (Finance Co-Chairman) to contract with Joseph
McKinnon for the purpose of providing the State Affairs Committee with
professional consulting services on the Committee's interim work dealing
with state wealth sharing.

Expenses for th contract shall not exceed $7,500, and are to come from
Lhe $99,059 budgeted to the Stntc Affairs Committee.

APPROVED:

XuLopyJay Kerttula
ittf/president
BY: Autumn Jackinsky
Legislative Coordinator

IK /aj

Attachment



AMENDMENT NO. 1
CONTRACT BETWEEN
STATE OF ALASKA
LEGISLATIVE AFFAIRS AGENCY
AND
JOSEPH H. McKINNON
IT IS MUTUALLY AGREED THAT THE CONTRACT BETWEEN THE ABOVE PARTIES DATED
SEPTEMBER 1, 1981, IS HEREBY AVENDED AS FOLLOWS:
CLAUSE |, Paragraph (B), page 1 is amended to read:

(B) The Consultant shall provide the Project Directorwith adravt
i.oort on work under (A) by November 11, 1981.

CLAUSE 1, Paragraph (C), page 1 is amended to read:
(C) The Consultant shall provide the Project Director with a final
report no later than 30 days after the Project Director's approval
of a draft report under (B) (December 12, 1981).

CLAUSE 11, Paragraph (A), page 1 and Paragraph (C), page 2 is amended to
read:

(A) The work under this contract shall be performed beginning,
July 20 1981, and be completed by December 12, 1981.

(C) Unless extended by written agreement, this contractexpires on
December 12, 1981.

IN WITNESS WHEREOF, the parties have executed this amendment to
this agreement on the dates indicated below.

CONSULTANT LEGISLATIVE AFFAIRS AGENCY
M P. CIfARWY Date
577-18-2678 EXECUTIVE DIRECTOR
Accepted: Approved as to form:

JpfzZ>* t?2P/
Date
SENATE STATE AFFAIRS COMMITTEE AGENCY LEGAL COUNSEL
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM August 19, 1981
SUBJECT: Consulting contract -- Joseph H. McKinnon
10 %/I eR' tcharrﬁ)e'¥ector
xecutive Di ]
Legcrslat?ve Affairs Agency
FROM: David T. Walker
Agency Legal Counsel
| have several observations regarding this contract. i/

1. how long does the project director have to approve the

draft rert)ort submitted under Clause 1B7 I assume 10 da){s — ]Ia
because the consultant Is grven 30 da ollowrn% gﬁr
CIgrrlnfulsetdoompIete by Octobér 31st. |s vagueness shou

2. g consultant will bill us on a monthly basis and is
rerlzlurre 3 nh plete hrs work by October 31,” 1981, With all
work done and the consultant pald, | do %?atusjen el fand why 4

Lhe contract exp |resJ Dg ember 31, 1981 S
Noth ag remains to be done under the co
date was intended to be October 31 1981.

The language " . with total compensation for this work
ot to exoegoJ %7500 snould% (?enwte(? }rom Clause 1V A)
It is incorrect since total compensation is not to exceed an
amount equal to $7,500 minus expenses (see Clause V(B 3
S-

IS th conqutant to receive the B iem 8a|d I:

tract. r?gps this

|
ators? lem gard members of oards an comm srons’P
The per * Bar stat wees do not know what t
means. eans treated gstate enployee LNEN te
elauoe s ould e redrafted to rea
ravel and

(Br)] The Consultant shall be reiraburs. r;

ort
other expenses aut ho Ized In advance he Project



M. R. Charney
Page 2
August 19, 1981

Dgrector. Air Fravel shall be rmmburse}d ?n the basis
of coach class aref The Consultant s be allowed
the same per diem allowance allowed a state employee
under AS 920 110 instead of actual expenses.

5. Clause V(D) should be redrafted to read:
Total payments under this. contract, includin /I
Ok penatiof® and {

nsa travel er diem expenses may no
exceed $§§ P P d
6. | pelieve that under Clause VI reports and writings
should be de |vered to he Agency, notpthe project d|rgector "/
DTWrljh

Enclosure
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM August 21, 1981
SUBJECT: Consulting contract — Joseph Il. McKinnon
T0: M. R Charney

Executive Director
l_eg Iat|ve Affairs Agency

FROM: Dawd T. Walker cjjz-
Agency Legal Counsel

1. This draft does not address the p0|nt | ra|sed |n the
Irst ParagraPh of m Y memo of Au ust 19th. gou know, t e
ltant“w [l be attendin %t 0 —stat ur|n %
?f Perfonnanc? It s ems pro a aPmrova 0
aft report will be delayed. Furt er |f work
nsultant's what IS there for the rodect director to
e. There are no standards Eropos d by the coptract
e consultant to measure up You need to elnn|nﬁte
C or ntodﬁ* the re t of the contract so that t
ec%or w il not b able ﬁo force thF ?onsu ltant
contract. This would happen it Tor any
Pro;ect director d| not aggrove the consultaRt S
rt within 10 daYS Just not understand this.
| ou mean Clause 1( ) .is "the Rro*ec dlhector
Id suggesnons or 0pinions co c$ %,t
r to nsultant wit |n 10 days follow’;j
the dra t report under (B)".

%% IV(A) omits the words "per hour" at the end of

be impr ve adding "for
3% pé e orm Rtﬂes of the
the en

r Rule 3§t
of the last sentence.



BILLING: 8/19/81

TO: SENATE STATE AFFAIRS COMMITTEE
FROM: JOE MCKINNO

100 HOURS @ $25 $2,500

Per Diem - Juneau
2 days @ $65 $ 130

TOTAL $2,630



MEMO

TO:  SEN. VICTOR FISCHER
FROM:  JOE MCKINNON

RE: BILLING ON*CpNTfeACT
DATE: SEPTEMBER 19, 1981

Please send in this
billing so that | can be paid for that period.

110 hours at 825 = $2,750
2 days per diem at $65 = $130
total due is $2,880

Progress report for July 15 through August 20

| met with adminstration ancl legislative officals and
staff, carried out legal and policy research, and outlined
the report required by the contract.
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MEMO

TO; SEN. VICTOR FISCHER
FROM:  JOE MCKINNON

RE:  BILLING ONfCONTRACT
DATE:  SEPTEMBER 19, 1981

Please send in this
billing so that | can be paid.for that period.

110 hours at $25 = $2,750
2 days per diem at $65 = $130
total due is $2,880

Progress report for July 15 through August 20

1 met with adininstration and legislative officals and
staff, carried out legal and policy research, and outlined
the report required by the contract.
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LEGISLATIVE AFFAIRS AGENCY MEMORANDUM
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VICTOR FISCKER

FROM: JOE KCEIKK»
RE: RILLIKG OF™Cpl"RACT
DATE: SEPTEMBER i$, 1781

billing o that- 1+ can be paid-for that period.

Progress report for July 15 trrcjugh August 20

HO

1AFlea«e. send in this

htnjraf an $25 ~ $2,750
2 doty6 per diera -St $65 = $i30
total due is $2,880

/M I-

X cat with afcingtration and legislative officals and.
ftttff, carried out legal; and policy research, and oyfcli-ned
the report required by the. contracts
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TO: Senate State Affairs Committee
FROM: Joe McKinnon

FINAL BILLING ~ Sept. 12.to Dec. 12, 1981

120 hours @ $25 3,000
Less Advance e -1,000
2,000

Work performed during period included research and
preparation of draft and final report.

.



CONTRACT BETWEEN
STATE OF ALASKA

LEGISLATIVE AFFAIRS AGENCY
Pouch Y
Juneau, Alaska 99811

AND

joseph h. MKinnon

The parties to this agreement are the LEGISLATIVE AFFAIRS AGENCY, on behalf
of the Legislative Council's Senate State Affairs Committee, hereinafter
referred to as the "AGENCY," and JOSEPH H. McKIHNON, hereinafter referred to
as the "CONSULTANT."

THE PURPOSE OF THIS AGREEMENT is to provide the Senate State Affairs Com

mittee with professional consulting services on its interim work dealing with
state wealth sharing.

IT IS THEREFORE MUTUALLY AGREED THAT:
CLAUSE 1 - STATEMENT OF WCKK

(A) The Consultant shall provide a review of proposals for state oil
revenue distribution, examine alternative means of equitably
sharing oil wealth with all Alaskans, and suggest criteria and
means for accomplishing this most effectively.

CB) The Consultant shall provide the Project Director witli a draft
report on work under (A) by September 21, 1981.

(C) The Consultant shall provide the Project. Director with a final

report no later than 3U days after the Project Director's approval
of a draft report under (B)

CLAUSE Il - PERIOD AND DATES OF PERFORMANCE

(A) The work under this contract shall be performed beginning July 20,
1981, and be completed by October 31, 1981.



(B) This contract may be terminated by either party upon written notice
to the other,

(C) Unless extended by written agreement, this contract expires on
October 31, 1981.

CLAUSE |11 - PROJECT DIRECTOR

The Project Director shall be Victor Fischer, Senate State Affairs Committee
Chairman, acting on behalf of Senate State Affairs Committee.

CLAUSE iV - COMPENSATION AND METHOD OF PAYMENT

(A) for the work specified in this contract, the Consultant sliall be
compensated at the rate of $25.00 per hour.

(B) The Consultant shall be reimbursed fortraveland other expenses
authorized in advance by the Project Director. Air travel shall be
reimbursed on the basis of coach classfares. The Consultant shall
be allowed the same per diem allowanceallowed a state employee
under AS 39.tU.110 instead of actual expenses.

(C) Billings may be submitted by the Consultant monthly, and shall
indicate work accomplished during the billing period.

10/ Total payments under this contract, including coi pensation, travel
anti pe*~ diem expenses indy not exceed $7,500.

11) The Consultant shall receive an advance payment of $1,000 upon
execution of this contract.

CLAUSt V. UFF1CL SPACL, EQUIPMENT, CLERICAL SUPPORT

(juice space, equipment an'lclerical support ui the Consultant that will be
necessary to carry uui his obligations under tiiis contract be supplieu by the
Agency.

CLAUSE VI - KLCOIU'S, O00CUHLril>,_ AUDIT

Tiu: Consultant shall maintain accurate recuuis, including detailed time
records, as may be required by the Project uiroctur. The recu.ds arc subject
Lo inspection by the Agency or the Project Director at all reasonable tunes.
All documents, reports and writings generated us a consequence ui work done
unuor this contract shall become the property of the State of Alaska and, on
completion ot the work or at the termination of this contract, shall be-

del iverod tu tnc Project Director, for disposition under Rule 23(f)(3) oi the
Urn form Rules of the Alaska State Legislature.



CLAUSE VIl - REPORTS

The Consultant shall keep the Project Director informed as to tre progress of
the work performed under this agreement and shall provide progress reports as
specified by the Project Director.

CLAUSE VIII - ALL WRITINGS CONTAINED HEREIN
This agreement contains all the terms and conditions agreed upon by tie
parties. No other understandings, oral or otherwise, regarding the subject

matter of this agreement shall be deemed to exist or to bind either of the
parties of this agreement.

IK WITNESS WHEREOF, the parties have executed this agreement on the

dates indicated.

CONSULTANT >

SS No. f/574-ib-3b/b

Accepted:

Victor Fischer, Chairman [fAfE
Senate State Affairs Committee

LEGISLATIVE AFFAIRS AGENCY

M R. Charney DATE
Executive Director

Appro.eu as to lorm:

tifTfy G. berrier
AGENCY LEGAL COUNSEL



MEMO

T0:  SEN. VICTOR FISCHER

FROM:  JOE MCKINNON

RE: TTLLINg ONCCONTRACT

DATE:  SEPTEMBER 19, 1981

Please send in this
billing so that | can he ppicl for that period.

110 hour8 at $2j *= $2,750
2 days per diem at $65 = $130
total due is $2,880

Progress report for July 15 through August 20

1 met with adminstration and legislative officials and
staff, carried out legal and policy research, and outimned
the report required by the contract.



TO: Lorraine Hurley
Sharon Sturrock
LAA--Accounting

FROM: Sen. Vic Fischer
DATE: September, 23, 1981

Enclosed please find TR 0315241 made out to Wein for Joseph
McKinnon. Joe was outhnoized to travel to Juneau in conjunction
with contract work with the Sen&fee State Affairs Committee.
Please excuse ray delay in providing you with this TR and with
written authorizations.

In addition to Joe’'s cravel being authorized, Jamie Love

va* authcoized tc cravel to Juneau in conjuncting with hie
contract work for the State Affairs Committee. Enllosed is
the Invoice from World of Travel, Ltd., which you senttto

our office. It Is my underbranding that both of these TRs
will be processed for payment against the Senate State Affairs
account.

Your August 14 memo states that the TR for Jamie Love will
"be dnducted from his contract amount of 08,000.00" and

in the next paragraph states that the TR will He processed
for payment against the Senate State Affairs account. It
sounds as if thin vould entail two charges: one to Janie

and one co the Senate State AFfairs Committee. If the
committee funds are jinoutding the cost of Jnmde's (and Joe's)
travel, why shalld it then also be deducted from their
contract amounts? If you would contact me (278-3654) to
clarify this point 1 would be most grateful.

Thanks for your abldBftnnce. Your office has been a con-
tinuous help to tre and to my staff during the interim, and
I appreciate it.
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