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HOUSE COMMITTEE REPORT

Date referred: 1/22/88 FURTHER REFERRALS: Judiciary
Finance
DATE:
The State Affairs Committee has considered HJR 48

Proposing an amendment to the Constitution of the State of Alaska relating
to income from the permanent fund.

RECOMMENDS: -
[ 1 replace with [ ] the same title
[ attached amendment(s) [ 1anew title

[ 1 do pass
[ ] do not pass
no recommendation
3 individual recommendations
additional referral to the Committee

ADOPTS: [ 3 letter of intent

ATTACHES NEW FISCAL NOTL(S) :
I/7] fiscal impact ] same as previous Tfiscal note
[ 1 zero fiscal note published
[ 1 zero with analysis same as previous zero Fiscal
note published
SIGNING THER ENDATIONS:
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Introduced: 1/22/88 5-1519A
Referred: State Affairs,

Judiciary and Finance, * n I -v'l 1
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BY ULMER AND HUDSON
IN THE HOUSE BY REQUEST

HOUSE JOINT RESOLUTION NO. 48 \
IN THE LEGISLATURE OF THE STATE OF ALASKA

" FIFTEENTH LEGISLATURE - SECOND SESSION
Proposing an amendment to the Constitu-
tion of the State of Alaska relating to

income from the permanent fund.

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. Article IX. sec. 15, Constitution of the State of Alaska

is amended to read:

SECTION 15. ALASKA PERMANENT FUND. XjJ At least twenty-five

percent of all mineral lease rentals, royalties, royalty sale
proceeds, federal mineral revenue sharing payments and bonuses
received by the State shall be placed in a permanent fund, the

principal of which shall be used only for those 1income-producing
investments specifically designated by law as eligible for permanent
fund investments. [ALL INCOME FROM THE PERMANENT FUND SHALL BE
DEPOSITED IN THE GENERAL FUND UNLESS OTHERWISE PROVIDED BY LAW.]
* Sec. 2. Article IX, sec. 15, Constitution of the State of Alaska is
amended by adding new subsections co read:

(b) Income from the permanent fund shall be used to provide for
the payment of annual dividends to residents of the state, to offset
the effects of inflation on the principal, and to provide for the
operating costs of the fund and dividend program.

(c) Income from the permanent fund may be used to increase the
principal and to appropriate for any extraordinary public expenses
which may from timc-to-time arise.

(d) Notwithstanding Section 14 of Article Il and Section 1 of

Article X1, an appropriation under (c¢) of this section for any

HJRO48A - -1"m> -1- HJR 48



extraordinary public expense shall be placed on the ballot by the

lieutenant governor for the next general or special election and may

not take effect unless approved by a majority vote. Unless otherwise

provided in the law, the appropriation becomes effective thirty days

after certification of the election returns by the lieutenant gover-
nor.

* Sec. 3. The amendments proposed by this resolution shall be placed

before the voters of the state at the next general election in conformity

with art. XIIl, sec. 1, Constitution of the State of Alaska, and the elec-

tion laws of the state.

HJR 48 2. HJRO48A



THE HAMMOND AMENDMENT

by Robert E. Newton

November 2, 1976 marked a redletter day Lor the Alaska public.
Authorized by a popular vote taken in a state general election, the
Alaska Permanent Fund was formally chartered on that date in the state
constitution. This investment fund was created to hold a minimum of
twenty-five percent of the state"s royalty income from the petroleum
industry in a public trust for all state residents. All told this

investment has included approximately ten percent of total state revenue

since 1976. In addition to the constitutionally mandated contributions,
extra deposits, approximately doubling the size of the fund, have
been made at the option of various governors and state legislatures. The

size of the fund today reflects a continuous>lively sense of responsibility
on the part of elected state officials to cooperate with _.he spirit as well
as the letter of the state constitution.

The original permanent fund amendment was designed to counter
the tide of excessive state spending which had already commenced in 19t>9

when the state received >900 million as a result of the initial state

Dr. Newton is a publicist on legal anti state governmental issues,
i'lli beta Kapj.* laureate Irom lowa I'niversity (ldbb), he served in the
legislature m that state in 1969-/M. lie earned a [I'll.l), in political
iCietice lrum Lhe <Nitiiolic fnivers ity oi America in ['Mo. ie aas res uieu
:n Juneau .or tin* past seventeen yearn.



The Hammond Amendment, Robert E. Newton, cont®*d., p. 2

lease purchases by tlie petroleum companies before the pipeline was
constructed and oil production began. A consensus gruduall.v duvelLoced durin.
the construction years (1969 - 1978) to the effect that abuses in state

spending would unavoidably and markedly accelerate after petroleum

production did begin. It was also known that over a rel.itivoLv trie: per Lea
(five to seven years) of bcnanza-levei production the vT™lumo "11

produced would commence to seriously decline. Proportionate ly -=tnte revenue
receipts would also decline. The permanent fund ".«s cesieneu te rrovtee or.e

sure way to safely retain a portion of the short-term voalch from me years
of peak production for future generations of Alaskans. Over the “ears since

the permanent fund was chartered more than 39 billion has been .:e--esirec in,to

its principal. At the present time it is one of the largest trust funds in
the world, it is the corporate property of the people of Alaska.

Jay Hammond was Alaska"s governor (1974 - 1932) when the eriuinni
permanent fund amendment was framed and adopted. Safeguarding md

shepherding the public"s petroleum heritage represents the finest achievement
of his career in Alaska public life. Not his 1idea alone, Hammond placed a
high priority on the fund"s speedy adoption in the early years el his first
term. As governor he consistently supported permanent fund deposits in
excess of the minimum which 1is mandated by the state constitution. *a his
retirement years since 1982, Hammond has returned frdfjueiu lv to :he lime-
light 1in order to foster and to protect the fund, and to locus -voile ittonti,
on issues affecting Iit. Several recent proposal:!- all oi uio.n v r:ecrlv
Icg.iL and const itut ional- to divert permanent fond 1income towar.. 1iofr..vinc.

routine, recurring state government.!1l emxneml ilures haw sol < |oint”
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attention. He has responded with a proposal for additional constitutional
safeguards to protect the income as well as the principal of the permanent
fund. Hammond®"s original concern when he was governor, and that of others
who assisted him, was directed toward setting the nonev aside, protecting the
principal with ironclad prohibitions against spending it for anv purpose, one
providing ror its prudent investment in order to bring about a maximum

return of interest income. The achievement .if this goal has far exceeded

the best hopes and expectations of many of the fund®"s early advocates.

Sound management and regular annual increases to the permanent tuna“s
principal have produced the resuJt of the tuna®s income averaging over s503
million during the past five years. The continuation of current policies will
likely, 1if not certainly, guarantee further increases in the future. To we
need, therefore, to concern ourselves at the present time with questions us
to how the permanent fund income should he spent? The Hammond Arnenemoat nsvors
this question with a resounding Yes! The bonanza petroleum revenue ’ears
are over. Moderate,declining production, and new TFfields which might--

i

or might nut- guarantee sustained, moderate production for the licences ahead
can now he anticipated. The public and its elected policy-makers should
understand that adjusting state .spending to this post-boom clLrcumstar.ee is
r.ov the issue confronting Alaskans. The bonanza years cannot ho recanturoii
by manipulating the income account nl the permanent fund. The dummouu
A_mmendmen t cai Ispub lic attention back to its origin, li purpose.

I'"he .Hammond Amendment provides a const.t ut iona | mandate to tv

uvriHir and lo the state lugis InLut"u to regular IV n-o p-0 ei.iiwit s:s.



The Hammond Amendment, Robert E. Newton, p. A
tor three purposes only. They must, Ffirst of all, pay annua
from the fund 1income to Alaska residents. fills means ail ne
residents will continue to enjoy and to participate on an ucs
share of the income produced by their rr.onev. The divide
in its original conception and kept that way over the -_ears
inaugurated. is r.ct a governmental 'give away'™ “rocram..
honest acknowledgement of die existence of the riches o:
actually own the permanent fund. It also serves as a stern :
tact and a tacit restraint upon anyone who micat e tempted t
rights.

Second, the Hammond Amendment directs die governor
legislature to use fund income tosafeguard the fund from the

of inflation. Always apotential danger to any invested rose

and regularly does, affect diversified investment funds

can,
-_.ays. Unavoidable and unpredictable, inflationary problems >
on a daily basis. Managers of trust funds respond to inflate

ay nolding a portion of their undistributed income In cons tan
whore it 1is ready to offset LnlLationary Loses when .and whor
ehis promptly restores the total of the principal, each time i

.opietun it iIn any manner.

A taird C'di.;titucinun | laud.iic in “lie Il.mimoud Amenone

euvernor and the iite 1 i;lidmv 0 dulr.iv _ 11 opr raL il

Ir d :uilii income. n.uiv e>»C ...nfuu,- dm <=ll1>r

t tv =, Lile. ,int 1,1 11 1 1el; afelo ik ,, :Nrt T

:lat.en line, IrN..1. wud ;| . : ,-

(o]
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from othei state administration, prevents the intermingling of fund i
with other state income, and effectively requires all fund operations
self-supporting.

The Hammond Amendment allows the governor and the scats iagis
two options in the use of permanent fund ir.ccme. it reserves the éex
to them as to when sufficient income surpluses have accrued to varran
to the principal of the fund. With this nrcvisior. surpluses an be :
transferred co principal as often as they .iccumuiace.

A second optional spending clause in the Hammond Amencmenc a.
Che governor and the state legislature to appropriate from func ir.con.
any extraordinary public expenses which may from time to time arise.”
appropriations, however, "must be approved by ~ majorrv of car eccers
stacu in a general or special election.” "his clause can be invc
time. It imposes no cumbersome procedures on the roverr.or ana tda sc
legislature. It acknowledges the lively possibility that permanent
income could be needed at any time for many different purposes. Hat
gives the Alaska public the last word in approving any sucu expenditur
It ensures that the money will always bo available as a genuine emerge
or as a source of public support for any bona fide need which would .c
;ain the approval of the voter:;. It effect ive lv prohibits erosive iv*
of fund 1income through resort:, to the whole range of >uhter: ::.:0s—- ti;

'i their number and kiilu--'ot‘ "he nuneoomir.in I< neildiM' ot

ws
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Your help needed protecting fund

Having tried my hand as
both political newsmaker and

muckraker. | have empathy
for both rakers nnd rnkccs.
Sometimes 1 mnrvel thnt re-

porters capture what they do
of a story's complexities. At
others, 1 share the dismay of
all who have served in public
office with the mcdin's fre-
quent failure to convey accu-
rately whnt | REALLY meant
to say.

Accordingly 1 understand
frustration of state senntors
which prompted their news-
letter "end run" around the
medio, just as | can under-
stand the medlIn’s affront
with the Scnnte's effort to
elevate Itself through dispar-
agement of media credibility.
I can understand; but totally
agree with neither.

Considering the skepticism
In which most hold politi-
cians, small wonder prnlse
they henp upon themselves Is
considered simply propngnn-
dn On the other hand, have
you ever seen n news story In

which you played a role
which was completely accu-
rate?

Rather than berate the Sen-
ate for Its flyer, far better for
media to ferret out what er-
rors. If any. It contained nnd
Just bs critically examine its
own efforts to assure accuracy
and fairness.

These reflections arc
prompted by a recent news
conference at which I: 1 At-

tempted to hold Mayor-elect
Tom Fink’s feet to the fire of
his campaign commitment to
first seek a public vote before
trying to tap permanent fund

enmlngs; and 2. Explained
why | Invested my dividend
check In Sen. Rick Halford's
re-election.

Something got lost In

translation. In one news story
| appeared Instead to Kiss
Tom's feet and reward Hal-
ford for something | oppose: n
constitutional amendment di-
viding enmlngs 30 percent for
dividends, 30 percent for In-
flation proofing and 40 per-
cent for the legislature. Actu-
ally | support Halford In spite
of his co-sponsorship of thnt
bill, since | nm assured thnt
at the time It was designed
primnrlly to counter efforts to
break into those earnings
with even less constraint nnd
no public vote whatsoever,
Sen. Halford was singled
out because | believe no one

more accurately reflects my
views on the permanent fund

nnd can more likely nssure
they nrc legislatively accom-
modated.

Last year | urged the legis-
lature to place before voters a
constitutional amendment
stipulating that fund earnings
would be used only for pay-
ments of dividends. Inflation
proofing or as otherwise pro-
vided by law ratified by a
majority of the voters. Sen
Halford Introduced legisla-
tion to do this. It was that,
not 30-30-40, which “won"
him my dividend and war-
rants support of all who be-
lieve that earnings of the
fund need more protection.

Subsequently a group In
Juneau. Including highly es-
teemed economist Dr. George
Rogers, sought my approval
for what they wished to term
“The Hammond Amend-
ment." This, In somewhat dif-
ferent language, also would
accomplish my objective. De-
spite fenr such o label might
prove a taint, | gave them my
approval.

The legislature must have
some firm guidelines as to
how. If, and when those earn-
ing may be used. Those guide-
lines should be drown up by
the people, not the politi-
cians. If you agree. | strongly
urge you to instruct your leg-
islators to support SJR No. 25
sponsored by Halford and
Szymans)

Please don't put It off! Do
It now! Many have encour-
aged me to continue efforts to
safeguard the permanent
fund. Certainly I'll continue
them; but as never before |
need your help.

Happily, among those who
now assert they would re-

.quire.* public vote before the

motherlode of fund earnings
could be dug Into Is one previ-
ously trying hardest to dig
Into them: Mayor Tom Fink.
Mr. Fink has been credited
by most with two prime com-
modities: fiscal conservatism
and Integrity. While the for-
mer recently came Into ques-
tion thiough his proposnl to
"Jump start" our economy by
Juicing It with simply more of

the same state subsidies
which caused much of our
economic short circuiting In
the first place, few question
Tom's Integrity,

Now that Tom has laid
aside his pick, shovel and

Jumper cables nnd given his
word thnt he's on board sup-

porting a public vote, | sleep
much better. After all, most
everyone will tell you Tom
Fink is an honornblc man

whose word Is gold. And hon-
orable men do not salt their
claims — at lenst not with
Iron pyrite.

0O Jty Hammond waa governor
of Alaska from 1974-1982.
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TOTAL OPERATING 0 2.2 0 0 0 0
CAPITAL j
RLVENUE
FUNDING: (Thousands of Dollars)
GENERAL FUND 0 2.2* 0 0 0 0
FEDERAL FUNDS
OTHER
TOTAL
POSITIONS:
AULL-TIME
PART-TIME
TEMPORARY
ANALYSIS : (Attach a separate page if necessary)
* Costs included cover 2 to 3 additional pages in each O fficial
Election Pamphlet, for printing and typesetting, and costs
estimated to cover computer programming requirements for vote
(cont.)
Preparedby: / Linda Mgeworth 465-46"
Division : Elections Date: 1/22/88
Approved by Commissioner: iD Date: . 3~ (-&°?
Agency; Office of the Governor, Division of Elections
Distribution (by preparer): Jjj
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget A
Impacted Agency(ies) Pre - of -



CONTINUATION of FISCAL NOTE ANALYSIS

For Bill/Resolution No. 48

counting purposes. However, these costs are based on the
assumption that all candidates and issues will fit on three
ballot cards, which is the norm. It should be noted,
however that should the inclusion of this issue require a
.4th ballot to be printed, the cost increase would have to be
calculated at 16 cents per ballot x approximately 320,000
voters. The total cost of printing the additional ballot
card would be $51.2.

Under these circumstances the Tfiscal note would be:

53.4





