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In sheep”s clothing

40-30-30 because’;
Alaska:Permanent;i.

Nonew taxes..No"damage to the permanent fund.'just

j-.This plam.sends the wolf packing, all right,"but he
-will still get fed by "families and’people with low
incomes.'Under 40-30-30; *>. , % V - -H%
B\ »A couple making $Ib,000 a year would'lose about
$400 in dividends next year. If enacted, Gov. Cowper’s
personal income tax would cost them less than $200.-

« A family- of four-making $25,000 a -year-would.lose
roughly $800 a year in lower dividends; Gpv. Cowper’s
income tax plan would cost them only $400.

e Meanwhile, a singlelperson making $50,000 a year!
would lose $200.in lower dividends — and escape paying
.$2,000 in taxes proposed by,.Goy. Cowper. f}

t «Sen.Jan Faiks/must»hpt:Uaye been kidding when she
said, VThe-'rich'need;;representation,’mjtoo,”” because this
piece of legislationloffered .by ,the Senate leadership,is
classic protection for the wealthy. It!'balances the books
on the backs,of individuals and families with low and
moderate incomes -~*particularly rural:Alaskans — and

minimal

‘-..instead oi an income,iax geared .to wnat people can
afford:to paiy®Aiaskans get.a .head!;tax;|Hundreds’"of
Alaskans already ;are-in. such economic troubleVthey’re
selling~their -'‘permanent-fund checks -formless-than -haif
the value. < ' .

.;.,..The Senate plan is;a short-sighted ffix for: Alaska’s
long-term problems.'It .belongs in the; waste basket™
not the Constitution”"" weg-
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By JOHN LINDBACK
Daily News reporter?
BmJUNEAU - Although the

. .m o Em .=
Permanent fund dividends, bj.! -nothing in sthte reserves for
With just one week’left fri' .budget emergencies, an omis--
the legislative session,-the! sion-that Gov. Steve Cowper
state Senate ran - newspaper Senate's so-called V40 30 3P1W3|’n5 is unacceptable ?:,
ads Monday claiming "that it  Plan faces an uncertain futufe CPUTheT Seriate-plan’s name
can balance the budget with- \ {oecause it is competing withfav stemslfrom/its allocation of
out new. taxes, senators who House plan that skipsjjan iiigj? investment, earnings *of the
support the plan concede it come tax and leaves divi- I"permanent fund. Under it, 40
would effectively tax Alas- dends untouched. Buti the'~ percent of the annual eam-

proigrallaﬂ,'% percent tb prdtect )

the fund's principal from in-
flation and 30 percent to a
budget reserve fund. <«
"If it becomes law/ Alaskans
will get about $200 less in
their dividend checks' than
they would have next year.
The plan also would base
the annual dividends "on the

. - ® V-

fund’s earnings for only the

prior year, not the preceding
five years as'is now the case.
Financial consultants to the
fund have said such a change

.would -make the earnings sub-

ject to wide swings from one
year to the next. < =

It wouldn’t matter to most
members of the public, sena-

tors claimed, that trimming
'the dividends arid using the
money to pay for state gov-
ernment is the same as a head
tax. The Senate" plan would
reduce the dividends -of .all
Alaskans by the same amount

.-— next year’s check would

cili'sy o /- 7]
See Back Page, BUDGET

Kans by cutting -their Alaska House plan leaves practically ings would go to the dividend

BUDGET: Seh” plaii‘eTfeGlively \/\foU[IFI tax’ d|V|dends

Continued from Page A-1

drop from $796 to aoout $589,
according to .Alaska Perma-
nent Fund Corporation pro-
jections — whether they are
rich or poor, child or senior
citizen," employed or unem-
ployed.'

State Sen, Tim Kelly, R-
Anchorage, said he trusts a
recent Senate poll that shows
Alaskans would rather get a
smaller dividend than pay an
income tax. Most people, he
asserted, won't bother to cal-
culate whether paying a 3
percent income tax, as Cow-
per-has proposed, would take
more or less money out of'
their pockets than cutting the
dividend.

The public will tolerate a
whittling down of the annual
dividend because it is "money
they haven’t earned them-
selves. That’s the bottom
line," Kelly said.

The plan, senators said, is
politically more palatable for
legislators than reimposing
an income tax because it
takes money away from Alas-
kans before they ever get it in
their hands; And, they said, it
guarantees Cowper a budget
reserve fund next year of al-
most $250 million.

"It’s clear that the public
will be more accepting of
slower growth in their divi-

dends thran an mrcnm‘e tax thdt
reaches directly -into”their
pockets,”- said Sen. Joe Jo-
, sephson,.D-Anchorage.

«"* Senate leaders, using $7, 000
in public funds, ran ads Mon-
day in newspapers across the
state that heralded the 40-30-
30- plan’as an “alternative to
new taxes."

The Senate proposes to put
the 40-30-30 allocation on the
1988 ballot as an amendment
to the state constitution. But
until -then Senate leaders
want to put the plan into
effect for next year’s budget/

The plan’s most ardent-
backers, such "as Sen. Rick

r contend
that it is-.the best alternatlve

for protecting the permanent
fund earnings and dividend
program from future raids by
politicians, even though it re-
duces the size of the annual
dividend. "o

It shields at least 70 per-
cent of the earnings from ap-
propriation, he said. And .it
makes the dividend program
part of the state constitution
where politicians can’t touch
it, he said. To

Because the Senate won’t
pass new taxes, according to
senators, other plans would
force even -bigger expendi-
tures of permanent fund earn-
ings for operating state gov-
ernment than the .40-30-30
plan. Any other plan would,

m effect, also reduce {he SFZ'E”
of future .dividends because

;-fewer investment earnings

would be channeled into the
principal of -the permanent

Jfund to boost eit’s earning

power, they argue.

But officials at the Alaska
Permanent Fund Corporation
are worried about another
part of the Senate plan.

They,, fear, a shortage of
money to -inflation-proof the
fund. Next year, for example,
the corporation would run $82
million short of what it needs
to protect it from a projected
4 percent;inflation rate, ac-
cording .to permanent fund
spokesman Jim Kelly.

*=-"The 40-30-30 plan for fiscal '

year 1988 would provide $318
million for the dividend pro-

gram, $239 for inflation-proof-'

ing and $239 million for the
state’s budget reserve fund,
Kelly raid.' o,

Legislators are assembling
a state budget for next year
of $1.9 billion to $2 billion.
State revenue forecasters say
Alaska will 'take in about $1.5
billion in revenues.

The House Finance Com-
mittee on Sunday approved a
bill that would make all of
the state’s permanent fund
earnings that remain after
paying dividends and infla-
tion-proofing available for
balancing the state budget.
For next year, according to

Kell abéﬂt’ $516 *Eanltllon
would be available.

But because of the antici-
pated difference between next
year’s other income and next
year's budget, the House plan
leaves reserves of only about
$18 million- Cowper has
warned legislators that h>de-
mands a $250 million budget
reserve' fund to deal with
emergencies.

Cowper has suggested that
if legislators don't leave that
reserve fund, he could use his
line-item veto power." on the
state budget .to . make sure
enough reserves are available.!

..Cowper has proposed using'

' both permanent fund e'amingsj

and new taxes to'balance the
mtate budget. But new reve-
nue raising measures,; includ-
ing the postponement of an
tax-cut next year, for) the oil
industry, have been “ejected
all session by the Senate

The permanent fund is a
savings .account created by
voter approval of a constitu-
tional amendment in 1976. It
automatically receives about
10 cents for every oil dollar
the state gets. Its constitu-
tionally protected principal,;
currently $7.6 billion, is in-;
vested. The earnings from"

. those investments are avail-

able for appropriation, al-'
though politically sensitive
legislators have left them
alone until this year. .J
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r ,esterday.this space was devoted to crit-

icizing the, Alaska Senate’s purpose in

running an advertisement at the tax-

payers’ expenseriToday this space is.
devoted to promoting the idea.,the Senate pro-
poses, if notits advertising. .--

The so-called 40-30-30 plan is not perfect, butitis
promising. It does include a new tax, as some
have pointed out (and as the senators have tried to
pretend is untrue), and its provision for Perma-
nent Fund inflation proofing may be inadequate,,
yet it’s as good of-an idea as any presented this
year. It offers the combination of a palatable tax
bite, the naming of a budget reserve - if in name
only - and the forestalling ofa state income tax.

"'I'f the Senate leadership
says the plan means no new
taxes, why does it say other-
wise here? Because the “40”
in 40-30-30 means that Per-
manent Fund dividends
would be drawn in the future(
from 40% of the fund’s annual
earnings, rather than 50% as
at present. In other words,
the size of an individual Alaskan’s annual divi-
dend check would decrease under the plan. That is
a form of taxation, because it withholds money
that Alaskans otherwise wouldreceive. ' ‘

That is, however, a very sufferable form of tax-
ation. At 10% or so, it is likely to be preferred by,
most"people to',having to pay the government;
money from earned income.

The other catch in.the Senate plan regarding
dividends is that the proposal,would switch the
dividend pool from being based on five-year earn-
ing averages to being based only on the annual
take. This could mean a bonanza in dividends one
year and a drought the next. If the stock market is
headed for a 4000 Dow Jones Average, as some
analysts predict, then the dividend checks would
probably remain handsome; if the stock market
dipped, the checks likely would dip. It should be
noted that the Permanent Fund trustees and staff
have aremarkably strong record at managing the
fund’s principal fora maximum return.

Another concern is what is called inflation pro-’
ofing. The 40-30-30 plan would nearly double the
amount of earnings, being added annually to the
fund principal from what has been required in re-
centyears of low inflation. But even,at 30% of an-’
nual earnings, the growth of the fund could lag, if
inflation returns to the high levels of the ‘70s. \

The best feature of the Senate plan may be that
it offers a test period. If the Senate and House
agree to it this year as statutory-law, and also
agree to putitto a vote of the people in 1988, then
the system would have undergone a test period
through the next fiscal year to use as a basis for,
deciding in 1988 whether to make ita permanent:
deal forthe Permanent Fund. w , T,

Given that possibility, given the state’s im-
mediate budget difficulties, and given,the fact
that the Permanent Fund’s earnings are legally
available for appropriation anyway, it is difficult
to see why some so adamantly oppose the Senate’s
proposal. Itseems to be w|>rth a try. -
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laska’s legislators are making a lot of |

fuss over a bill thatis big on dollars but I

small on change, acting for all the world i

as though they, were rummaging)
through the drawers in someone else’s bedroom
and were afraid they mightgetcaught.

The room belongs to the citizens of Alaska and |j
the drawers contain the Permanent Fund divi-i
dend and inflation-proofing programs. The idea '
before the Legislature is to splitup the substantial i
annual earnings of the $8 billion-plus Permanent f
Fund so that 40% a year goes to the dividend pro-'
gram, 30% to keeping the fund’s principal in step «
with inflation’s effects and 30% for the stale (also:
known as “the Legislature” ) tospend.

Legislators are nervous,
about the proposal, because’
they don’t want to get caughti
in the appearance of having!
manipulated the people’s
funds to their own advantage.
Yet a close look at the pro-1
posal shows that it doesn’t do;
much. First, the amount al-'
weady set in law for the divi-.

dends is 50%. Second, the law already provides for
inflation proofing, which has been running aboutj
15%. Third, the Legislature already has the right, m
if not the courage, to use the remainder of the!
fund’sannual earnings. - V.m '

In other words, thls'new idea is only an adjust-v
ment: Take 10% .off the dividends program (next
year’s dividend checks would still be larger than
this year’s), increase “inflation proofing” to 30%,
(the signs indicate a new cycle of inflation is just
around the corner) and let the Legislature spend '
thereston the budget. o'

The legislative debate seems like much ado;
about nothing. The Senate proposesvp'tting the;
idea before the voters in 1988 as a constitutional,
amendment, while the House prefers the possibil-f
ity of writing it only into state statutes where the'
Legislature would be free to amend it were that'
found to be necessary.

But the senators and representatives do not,
have to decide this year whether to put it on thel
1988 ballot, so they can postpone that discussion,
and notworry aboutittoday. v

If the 40-30-30 split is a- good idea, the;.
Legislature oughtto justadoptitand move on. It’s
noteasy tosee what the fuss is about;

Footnote: An idea offered by Sen. Jim Duncan
of Juneau is a pointless distraction. He proposes
that the voters amend the plan into the constitu-
tion, but with a proviso that if in any year state .
revenues fall to less than 80% of the previous
year’s state spending, then the amendment would
berepealed. "

One might be tempted to ask if he’s serious. He
wants the people to. vote in an amendment that
would give the legislators power they, already
have without also preventing them from'exercis-
ing any power, because any time revenues drop-
ped as they have this year, all bets would be off
anyway. . >’
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A plan with holes

The Senates plan for carving up Alaska Permanent
Fund earnings! Js&”rojan Horse. V.- | vV F

It’s beThg'lold as.a way- 'totake most of the fund's
earnings off the table, slap on a spending Un”li, and!tuck
away money for a budget reserve fund. In reality, the
plan opens the floodgates for spending permanent fund
earnings, reduces the size of dividends, and, weakens
inflation-proofing. And worst of all, the measure passed
by the Senate this week would lock this whole mess into
the Alaska Constitution for seven years, i’ A

The Senate’s blueprintMs known as'the; “40"30-30”
plan."Forty percent of ftind earnings would go to
dividends, 30 percent would be reinvested to help offset
inflation, and 30 percent would go to a budget reserve
fund.- - 1

Many lawmakers hailed the measure because it takes
70 percent of the fund’s earnings off the spending table.
It does that all right, but it also does a whole lot more.

The 40-30-30 plan leaves the fund itself vulnerable to

inflation. There’s no guarantee 30 percent of earnings
will be enough to offset the value lost to inflation._

The plan sets a new’ constitutional spending'limit
that’s a limit in name only. Each year, spending may go
up by 5 percent plus adjustments for inflation and
population growth. Several big-ticket items, such as
reimbursement for school bond debts, edont count
against theJLimit. -v

And thejplahj’s budget reserve fund doesn’t promise
to reserve miidr for.very long. The problem is not that
there won’t be enough money. Since it will get 30
percent of the fund’s earnings each year and half of any
windfalls that exceed the spending limit, the reserve
will have plenty of cashr*Ehe'problem'is that lawmakers
can tap It too easily. Any time income falls short of the
liberal spending limit, lawmakers can dig into the
reserve for extra spendlng money. ,

Because the measure is a constitutional amendment
it does let people vote on how permanent fund earnings
will be used. But the way it’s written now, voters will
be asked to make &n all-or-nothing choice! Even if
people like the 40-30-30 split, they’re also stuck with the
generous spending limit and bogus budget reserve,

Alaskans don’t need a constitutional amendment to
keep permanent fund earnings from being spent on
boondoggles. They just need to elect legislators who will
make inflation-proofing a priority, who will support the
permanent fund dividend, and who will tap any leftover
earnings only as a last resort.

£ o
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TONEAU — The state Sen-
ite;/Tuesday passed the only
najor revenue bill its leaders
support: a constitutional
unendment that allows the
egislature to spend at least
50 percent of permanent fund
earnings and whittles down
the size of its dividends.

The bill, which would put
the proposed constitutional
amendment before voters in
November 1988,won’t get a
warm welcome in the state
House.

Members of the House ma-
jority argue that it is unwise

to restrict the budget options
of Ala$k'~;politicians by lock-
ing fiscal policy, including the
annual [distribution of divi-
dend checks, into the state
constitution. r<

Gov. Steve Cowper also op-
poses the Senate bill for the
same reasons. He failed in a
last-minute effort to convince
senators to kill it.

So far this session the Sen-
ate’s pro-oil Republican lead-
ership has denounced two ma-
jor revenue raisers supported
by Cowper — reimposition of
the state income tax and sus-
pension of a tax break for the

oil industry. >

All session, senators have
$ked only to the investment
Inilngs of the.permanent
~ ‘Alaska’s j$7;8' billion
Smings account,’ to jbail the
'ate out. L
$The bill approved 15-4
gesday — sponsored by Sen-
mife President Jan Faiks and
I other senators — repre-
fisjnts the Senate’s.long-term
Aprescription for improving
NAlaska’s fiscal health with
SVrmanent fund, earnings.
Jut, senators said, they also
fant to put its provisions
}Ho effect for next year while
ley wait for the 1988 vote
jat would make it part of

the conslltutionij

The Senate’s plan woi

* Reduce the amoi
permanent .fund earj;
available for the dij*
program and change,y
mula for determining'-!
of the dividend. If.*vl
which would set 40V
the earnings aside ea
for dividends, went-
feet next year, eaeiu/
dividend check wqu
duced from $806 toj
cording to projection
the check would *
stead of $871.

of 7

SENATE: Gov. Cowper tries to kill bill

Continued from Page B-1

I - Guarantee that 30 percent
of the annual investment
earnings are set aside in a
state budget reserve fund, a
pot of money the legislature
could dip into each year to
balance the state budget. In
1988 it would provide for a
budget reserve fund of about
$225 million.

e Guarantee that 30 percent
of each year’s investment
earnings are put into the prin-
cipal of the fund to shield it’s
buying power from erosion by
inflation. Current law pro-
vides for inflation-proofing
the fund. But it does not
include a guarantee that a set
amount of earnings would be
put aside each year for that
purpose.

» Establish a new state
spending limit. It would limit
budget increases to no more
than 5 percent of the previous
year’s appropriation with ad-
ditional increases allowed for
inflation and a rise in popula-
tion.

Should voters approve the
amendment, its provisions
would "sunset"™ on July 1,
1995. Another vote would be
required to keep them in the
constitution.

Some defenders of the per-
manent fund, such as Majori-
ty Leader Rick Halford, argue

that the bill Is good because it
guarantees that 70 percent of
the permanent fund earnings
each year will be protected
from legislative spending.
'Also, according to Halford
and other advocates, it guar-
antees an income stream for a

Vv Such a move would be un-
popular, Kelly said, printing
to a recent poll commissioned
by the Senate that suggests
mo.it Alaskans would prefer a
reduction in their dividend to
reimposition of the income
,tax.

budget reserve fund and it*"Cowper, meanw hile,
protects the dividend pro- launched a last-minute effort
gram from legislative raids, ito kill the Senate bill. He
Republican senators such k¥encouraged several Democrats
as Rick Uehling of Anchorage win the Senate to try to stop it.
said the bill’s components 1°But he got only a floorl
represent' a strong compro- “amendment that says a two-
mise for the competing inter- ~thirds .vote of the legislature
ests that often battle over j&could suspend the constitu
permanent fund legislation. I||lional provisions if the state
During floor debate he point- p.faced p. financial crisis.
ed out that former Gov. Jay According to the amend-
Hammond, a staunch defend- “ment, the legislature by a

er of the permanent fund,
supported the Senate propos-
al in his newspaper column.
But others, such as Sen.
Tim Kelly,
agree with Cowper that it's
unwise in volatile financial
times to cut off legislative

'ytwo- thirds vote could sus-
p pend the constitutional provi-
j"slons if the state’s total reve-
i.'nues, including the amount

R-Anchorage, R set aside in the budget re-

[rserve fund, were less than 80
percent of the money appro-
(priated for that fiscal year,

budget options. fri, Cowper wasn’t satisfied

If the dividend program is fwlth the amendment. His of-
locked into the state constitu- ~tice released a written state-
tion, legislators could be ffptent Tuesday afternoon that
forced to look for another >-{wdd he would be willing to
way to raise revenue — such j-draft a proposal for a new
as the income tax. p.;state spending limit.

"Pretty soon, we could get Both Cowper and the
into a situation where we’re _AHouse also want to use pcr-
locked into taxes because the [ jnanent fund earnings to help
dividends are cemented in jpajance this year's and next
concrete," be said. Kyear’s budget,, &
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Senate debates dividing

Constitutional amendment vifould split earnings among
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balance the budget while dlvI-" vor In the House, but laWr.
dends continued to flow, Dun- piakers at that eﬁd of the,
an said, Caprtol were watc Ing ose-

Duncan and Sens. Joe Jo-

thy

sephson Anchorae nd House S eaker Ben Grus-
Frgrqsored]atf?e safet(i< vjlve sendort: DSitke, ‘said” e
cPause ot y Housema orrt caucus would’
g off the'debate.  ithhold Tts Jodgment on the

i One senator, Anchorage proposal until Tt saw whatl
'Reé)ublrcan chk Uehlln version passed the Senate. -
said .+ ;. migh ep port the W-{aherak-catcus-members'
claus(e e trr %)r was re- like t ﬁ Idea, but don't want,

per

(]

duce aps to ercent, -It In the constitution, Grus-1
5 i And Sen. Jay Kerttula - sendorfsaid.

f

n? amoynt at’s rolled ﬂqsa eem nt bou wheéther ) IStenateI btﬁckersyvtatnt]the
split se In the constitution so

f*The so called M30-30" moret ah per entofgfhev ends ex ctée% to_be  constitutio Pcannot be changed no mat-
e 85 Most of the Senate favors ter what happens to state

uarantee that
ed.” said Sen,
R-Sltka.

s0fed e TISoIuTion: %oSpon).
It was drafted byl Senate
Presrdent Jan Falk*:' R-An-

?orda%re ahuga en." Rick' Hal-.

ny loss of those T4votes
could scuttle the(resolution,
which -requires »( two-thirds

vote 10
A minority e(nate

members, sa th ck the
constrtutron | apyproacén but

See Page B-3 FUND



Anchorage Times

Client

By James D. Wasserman tiVvposaT to-restructure the
nm«juBe*uEure*u  -f v( /™ permanent, fund . earnings by
JUNEAU Debate on the'l channeling less money into divi-
state”™immediate budget prob: dendsand more into a budget re-7/
lems'7*’an<l;a long-term solution  serve fund for state government., «"amount plowed backvinto the

M M XSM 'v prps< fr 2 Idalat

ate could agree on them Monday. The Senate’ opted not. to vote ; where the legislature can either

"The House’s 24-member Dem- on its so-called “40-30-30” long- > spend it for state operations or
ocratic majority met in closed'; term budget'plan after flebating’V put it back in the fund. Until wow;
caucus to-grapple, with choices', .an afhéndment t the plan for ithasalways putthe money back
that range between spending -more than two hours. <m . { into the fund. . "ol
earnings from the Alaska Per-,j The Senate's budget plan, pro-s  If approved by a two-thirds
manent Fund to making deeper' posed by Senate President. Jan ( Vvote inthe House and Senate, the
cuts in the state operating Faiks, R-Anchorage, would fun-. Senate plan will go to Alaska vot-
budget. &\ ..+ nel 40 percent of annual perma-! ers at the November 1988 elec-

The Senate, meanwhile, .was ..nent fund earnings into divi-;; tion.=
set to resume debate on its pro- dends, 30 percent to a budgetre-,; The

'
@®* * * u

proposal also sets a

Budget: No decision

b“f *
age, said later that several Dem-
ocrats don’t support using hun-
dreds of millions of dollars in
permanent fund earnings to bal-
ance the budget,

Continued from page A-I DaveDonley, D-tochor.

state government. Signing onto
the change' were Democratic
Sens. Joe Josephson of Anchor-
age and Fred Zharoff of Kodiak.
*Mf thereis a real crisis here,

with $7 oil .. -1 would very ' House members are talking
much want to have latitude,” Jo- about a $2 billion to $2.1 billion
sephson argued. “lI’d hate to budget, -while revenue is* pro-
have been put In a box.by the le- jected between $1.5 billion and
gislature that was here in 1987.” $1.7 billion. .1,

< He said much.of the disusslon
revolved around budget philoso-
phy—whetherthe build a budget

. more geared to available reve-
nue or one which finds the reve-
nue to meet the desires.

Meanwhile; the House, which
opened its morning caucus Mon-
day to talk about funding levels
for debt reimbursement, munici-
pal assistance and revenue shar-
ing, closed it later to talk about

when three-senators'-!, two "of

sfflSSSal

. keep'the state’s options open in

case of a drainatic new fall in oil
prices.;7.7/f.£T

Sen. Jirri'Mwmcan, D-Juneau,’'

<suggested if revenue fell by more;
m than 20 percent In one year, the:

governor should-be able, with al
three-fourths;vote of the legis-(
lature, to funnel more than 30
percent of the fund’ earnings to

See Budget, page A-10



April 30,

MEMORANDUM

TO:

FROM:

SUBJECT:

denote

1987

Representative Fran Ulmer, Chairman
House State Affairs Committee

rn \ #
Senator Jan Fails*™™ \ \ {I
President of the Senate”/

Senate Joint Resolution\ao

Proposing amendments®"/to the Constitution of the
State of Alaska amending provisions relating to
the Alaska Permanent Fund; establishing tempo—
rary provisions relating to dedicated funds,
the Alaska Permanent Fund, the appropriation
limit, and the Budget Reserve Fund; and sus—
pending the operation of provisions relating to
dedicated funds, the Alaska Permanent Fund, and
the appropriation limit

CS Senate Joint Resolution 40 (Finance) am has been referred
to your committee for consideration. I am taking the
liberty of providing the committee with the following
information about the resolution.

The resolution places three main issues before the voters in
the 1988 general election;

1. Distribution of the earnings of the Permanent

Fund;

2. A new appropriation limit; and

3. Creation of the Budget Reserve Fund 1in the
Constitution.

Should the voters approve the constitutional amendment, its
provisions would sunset on July 1, 1995. As a result, the

resolution

is written so that these new sections, where

OUT or SESSION
0060 YUKON DRIVE ANCHORAGE, AIj\SKA 995I1G 907-274-GGI1

Cm3m



applicable, replace current sections of the Constitution by
suspending them from July 1, 1989 to June 30, 1995.

The following is a sectional analysis of SJR 40.
Section 1.

Amends the Alaska Permanent Fund section of the Constitution
by adding:

"The fund is established as a trust on behalf of
all the residents of the State and its principal
shall be 1invested in accordance with the prudent
investor rule”

This 1is the current philosophy of the Fund®s investments as
established in statute. By amending the Constitution, it
ensures that the Fund®s investment policies will always be
guided by this more conservative approach.

Section 2.

Amends the Constitution by adding the following new sec—
tions:

Section 29. DEDICATED FUNDS.

() Allows dedication of funds to the Permanent Fund,
dedication of its earnings, and dedication to the Budget
Reserve Fund.

Section 30. ALASKA PERMANENT FUND.

(b) This section is the same as the current constitutional
provision regarding 25% of royalties going into the Perma-—
nent Fund except that it deletes the following sentence:

"All income from the permanent fund shall be deposited in
the general fund unless otherwise provided by law”. 1t also
adds the new language regarding prudent investor rule as
specified in Section 1.

(c) Provides that at the end of each fiscal year, an

amount equal to the capital gains that exceed capital losses
from the sale of Permanent Fund investments shall be added
back into the principal.

Also provides that the income from the Permanent Fund shall
be distributed as follows:

(1) 40% to be used for dividends;



(2) 30% to be added back into the principal for
inflation-proofing;
(3 30% to the Budget Reserve Fund.

section 31. APPROPRIATION LIMIT.

(b) Establishes a new appropriation limit which says that
appropriations shall not exceed the appropriations made the
preceding fiscal year by more than 5% plus the change in
population and inflation. Excluded from calculating the
limit are appropriations to the Permanent Fund or for
dividends, appropriations to the Budget Reserve Fund,
appropriations of revenue bond proceeds, appropriations for
debt obligations.

The limit can be exceeded if an appropriation bill is placed
before and approved by the voters. IT such a bil-1 is for
capital projects, it shall be confined to similar projects
and voters shall be informed of the cost of operations and
maintenance of the projects.

(c) For revenues which exceed the appropriation limit, 50%
shall be deposited in the Budget Reserve Fund and 50% into

the Permanent Fund.
Section 32. BUDGET RESERVE FUND.

(b) Provides for deposit of Permanent Fund earnings into
the Budget Reserve Fund. In addition, 50% of the money
received by the state which exceeds the amount which can be
spent under the Appropriation Limit shall be deposited in
the Budget Reserve Fund. Additional appropriations may also
be made to the Budget Reserve Fund.

(c) The Fund shall be invested and its earnings retained.

() IT the state does not receive sufficient revenues to
meet the Appropriation Limit, funds may be appropriated from
the Budget Reserve Fund to the General Fund.

(e) Additional funds can be appropriated to meet a state
disaster declared by the Governor. Such an appropriation is
not subject to the Appropriation Limit.

Section 33. SUSPENSION.

Provides that if by January 1st, the Governor finds that
anticipated revenues for the current fiscal year plus the
balance in the budget reserve fund are less than 80% of the
money appropriated for the current fiscal year, the Governor
shall notify the Legislature that the state 1is in a fiscal



crisis. Upon adoption of a resolution by 2/3 of the members
of each house, the operation of Section 29 (Dedicated
Funds), Section 30 (Alaska Permanent Fund) and Section 32
(Budget Reserve Fund) can be suspended.

Section 34. REPEAL.
Repeals all but Section 1 on July 1, 1995.
Section 3.

Provides that these amendments shall be placed before the
voters at the next general election.

Attached 1s the following additional information:

Attachment 1: How the appropriation limit would
work if it was in place for FY 89 starting v/ith a
$2 billion base.

Attachment 11: The distribution of Permanent Fund
earnings under current law.

Attachment 111l: The distribution of Permanent
Fund earnings under SJR 40.

Attachment 1V: A background memorandum prepared
for the Senate Finance Committee discussing how
the Appropriation Limit would work.

I would appreciate the committee®"s scheduling of the bill at
your earliest convenience. Should you or your staff have
any questions or need additional information, please.let me
know.

Thank you.
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(inmillions)

as of March 2, 1957

PRINCIPAL INOVE
Distributions neserves
Oedicated Infflation  ————77- S ce-- TTTTT O TTTTTT 7T
FY 8gin  Apro-  State  Inflation FY Ed  Proofing Net Per Cppita Inflation Gereral A FY B
FY Balance priations Revenues®  Proofing Balance  Srortfall Incoce  Dividends Dividends” Proofing Fund  (Celete) Balac
B 5 5 2 ) 1
N A (3] 10 8 7
&0 139 A 48 K2 r 2
8L 483 00 3>H 1,79 150 PA] 23 S B
& 1,70 80 a1 2,99 £33 71 $1,00.00 pal 1% M
&3 2,99 400 Vi A 402 471 18 $3%6.15 21 10 110 HA
A 4,021 30 36 Bl 4883 50 15 $331.29 151 mM %7
& 4,88 0 N 25 574 &3 27 $04.00 25 % =3
E}a 5,741 33 26 6,281 1,0 B $56.25 216 1L,
87 6,231 1,264 190 48 7,843 1,047 R3¢ R.2 148 510 510
8 7,343 16 D 3,39 s 13 $789.06 30 Sl 51
& 8,39 187 S1 9,05 A7 457 $48.03 511 (12 40
0 9,06 6 B 9,7 o /B WR% (1% 35
o 9,787 % 59 10,50 %0 471 WB.B 59 (1) 1D
R 10,530 21 647 11,48 1,05 476 $310.63 647 ° (® @
%3 11,48 25 D3 8 1,007 7 9513 6 ( 9
A 12,345 20 63 13,28 12 1,174 A2 84.27 633
% 13,208 20 ﬁ 14,114 10 1,26 50 $,047.A 677
16 14:114 29 15,065 1B 1,341 619 $1,116.03 2
97 15,066 21 ™ 16,066 149 1,431 &l $1,18.53 1G]
B 16,06 21 39 17,115 12 1,55 o  $,264.5 S19
¢ 17,115 223 30 13,213 10 1,624 = $,33.66 370
0 18,213 3 2 19.30 (K2 1,727 B $§,45.43 4
1 19,300 27 W 0% 1B 1,35 $H  §52.7B B
2 20,%7 25 1,383 2,31 48 1,997 Qo $,602.37 1,03
3 2,31 20 1,10 238.120 22 2,085 BB $,66.FH 1,10
4 23,120 8 1,164 24,491 25 2,139 1,056 $1,72.383 1,14
5 24,291 26 1,23 5,97 Al 2,313 1,687 $,38.7 1,31
Qeulative Totals:  3,%4 5742 15,20 25,927 2,130 0,343 13,631 $5,474.11 1520 29 1,264
ASSMPTIONS: 1923 Inflation Pate FY 37 4.001 Inflation Sate FY 63 " SORCE: Alaska Department of Reverue
133 Rate of Retum FY 37 9.001 Rate of Retum FY 53 301 Case Forecast - Nac.n 1837
6.0t Inflation Rate FY 30-06 " S0RCE: Population Projections Arca

("TALi/wOA 9.03". Rate of Retum FY 39-06 O(R Revenue Source sook - Page 41
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(inmillions)

as of March 2, 1987

PRINCIPAL INOOVE
Distributions mEsenes
Dedicated Inflation
FY Begin  Apro—  State  Inflation Capital FY Bd  Proofing Net Copital Per Cepita  Inflation Gereral  Add FY Bd

FY  Balace priations Revenuesl Proofing Gains Balance Sortfall  Incoce Gains Dividends Dividends™ Proofing  Rund  (Delete) Balance
I 5 5 2 ' 1

N 5 7} 139 8 7

a0 10 M 483 2 12 12

8l 483 00] 33b 1,79 150 Y] 2 59 5
& 1,70 a0 401 2,99 38 7 $,006.00 7 15 24
te¢] 2,999 40 v 21 4,01 i 108 $3%6.15 21 no no 34
A 4,021 30 35 151 4,838 50 15 $331.29 151 4 57
&b 4,88 30 Kol 25 5,741 653 27 $04.00 25 26 =3
K 5,741 3 216 6,231 1,021 K¢ 5.5 216 5 1,24
87 6,281 1,24 120 214 3» 824 1,47 3B 25 $24.93 214 214

3 8,244 1% 25 8,646 101 75 34 $630.9 235 25

& 8,645 137 247 9,078 283 824 30 $07.14 247 247

D 9,078 6 20 9,54 8 865 A6 $635.35 20 20

a 9,54 1% 273 10,011 312 9l 3 oAU ;273 273

R 10,011 21 286 10,53 7 B3 * 3l .61 286" 286

B 10,58 25 0 n,m4 M 1,000 40 $726.21 0 0

A 11,04 20 35 1,50 3l 1,061 40 $7%9.19 315 315

% 11,50 20 R 12.130 38 1,102 M“u1 $72.91 3L R

% 12712 29 "U346- 2,715° 3% 1,1% 42 $27.43 %6 U6

97 12,715 21 3 13,38 414 1,209 484 $362.67 63 33

B 13,38 piil 30 13,919 4383 1.265 6 $8RB.M 0 30

®¥ 13,99 28 7 14,543 & 1,33 59 $935.63 07 7

0 14,543 223 414 15,190 4an 1,331 52 972.30 M4 214

1 15,130 27 42 15,89 49 1,44 5/6  $1,010.46 410 19

2 1589 25 &l 646 52 152 0L §,0878 & 4l

3  15,4% 210 40 17,174 53 1,564 66  $1,037.62 40 40

4 17,174 28 40 17,311 B4 1,623 ol  $,159 48 49

5 17,371 26 53 18.534 576 1,64 6/3  $1,167.16 51 53
Quulative Total 3,%4 6,12 7,943 8534 725 H9B 3B 9,80 $18,601. 0 753 6.99 1,2
ASSMPTIONS: 19", Inflation Rate FY 7 A.Q07 Inflation Rate FY 83 Alaska Department of Revenue

_of Retum FY &7 9.001 Rate of Retum FY S3 01 Case Forecast - March 1957
"AFTER FY 85, CAPITAL GAINS 10 PRINCIPAL, 6.00: Inflation Rate FY S9-05 " SORCE: Population Projections Frci

RAVAINING INCOVE DISTRIBUTED -0/30/30 9.00 Rate of Retum FY 8906 DR Reverte Source Bock - Pace 44
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Alaska State Legislature

" SENATE P.O. Uox V
State Capitol
O ffce o fthe President Juneau, Alaska 99811
April 21, 1987
MEMORANDUM
TO: Senator Johne Binkley, Co-Chairman
Senate Finance Committee
FROM: Senator Jan FailcsM/~nn
President of tfrer"senate
SUBJECT: Proposed Finance /c/ommittee Substitute to

SJR 40

Attached is a proposed Finance Committee Substitute for the
committee®s review. The only change proposed is to tighten
the title. Otherwise, all other provisions are the same as
that proposed in the original legislation.

If the Appropriation Limit were to be approved by voters in
1988eand therefore take effect for FY 89, the limit would be
calculated as follows. For discussion purposes, | have used
a base of 2000.0 (for the operating, capital and loans budg—
ets) :

For FY 89, the base of 2000.0 for FY 88 1is in—
creased by 5% which equals 2100.8. Added to the
:2100.0 1is any 1increase in population (based on 1
Department of Labor estimates and inflation (based
on the Anchorage CPI-U from the Department of
Labor). This equals:

population

2100.0 x (1  ((.0193 + .0490)) or

inflation
2100.0 x (1 + .0683) or

2100.0 x 1.0683 = 2243.4

Therefore the Appropriation Limit for appropriations subject
to the Limit in FY 39 is 2243._4.



The Appropriation Limit can be exceeded for appropriations
for G. 0. bond debt service, Permanent Fund deposits and
school debt retirement. For FY 89, this 1is estimated to be
217.0.

Therefore,

2243 .4 Amount subject to Limit
+ 217.0 Appropriations not subject to Linmit
2460.4 The amount which be appropriated for FY 39

The revenues estimated for FY 89 are 1913.0 which gives us a
shortfall of - 547.4 (1913.0 less 2460.4) when compared to
the amount which can be appropriated under the Appropriation
Limit. This means we can then go into theBudget Reserve
Fund to help with the shortfall.

By.FY.89, 258.70 is estimated to be in the 3udget Reserve
Fund:" This reflects "the deposit of 30% of the earnings, or
236.0,"from the Permanent Fund into the Budget Reserve Fund.
Added to this 1is the 22.0 in interest income (estimated 9%
rate of return)" generated by the Budget Reserve Fund's
balance during FY 88. Under this proposal, all of the 258.0
could be "available to supplant the shortfall from the Limit.
IfT the full amount was taken from the Budget Reserve Fund,
we could expect a shortfall of - 289.4 from the maximum
amount of appropriations permitted under the spending limit.

Distribution of Permanent Fund Earnings
SJR 40 also provides that the Permanent Fund interest
earnings be distributed as follows:

40% for payment of dividends

30% back into the Fund"s principle

30% to the Budget Reserve Fund

For the period in which SJR 40 would be in effect, rhe
following distribution of earnings would be:



Dividend Inflation BRF

Proofing

FY 89 314.4 235.8 235.8
Per Capita: $597.90

FY 90 330.8 248 .1 243 .1
Per Capita: 626.40

FY 91 347 .7 655.7 260..3
Per Capita: 655.70

FY 92 365.2 273.9 273.9
Per Capita: 686.00

FY 93 383.8 237.9 287.9
Per Capita: 718.00

FY 94 403.3 302.5 202 .5
Per Capita: 751.40

Also attached is a more clear and readable ccoy of the
estimated distribution of Permanent Fund earnings prepared
by Legislative Finance Division. One chart reflects distr
bution under current law and the second reflects distribu—
tion under SJR 40. I think you"ll find these copies more
easy "to read than those included in my original background
memorandum.
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The most popular Issue on

4 0

the November 1986 state gen—

eral election ballot was the
constitutional spending limit
ratification. Alaska 3 voters,
by an almost 2-to-l1 majority,
overwhelmingly approved
maintaining a constitutional
spending limit. Gov. Steve

Cowper"s dismissal of spend—

ing reform as a "minority
issue" does not square with
the facts.
Unfortunately,
tutional language must still
be modified in order to make
it a truly effective limit on
state spending. A recent bill
introduced
ate, SJR 40, proposes to not
only correct the deficiencies
in the spending limit
guage, but even more impor-
m tantly to establish a compre-
,, hensive fiscal policy
"framework for the state.

The governor apparently
believes that fiscal discipline
should be imposed by punish—
ing the citizens of Alaska
with an income tax. The spon—
sors of SJR 40, on the other
hand, believe that the neces—
sary fiscal discipline should
be imposed by strengthening
the Constitution.

SJR 40 has three major

the consti—

in the state Sen—

lan—

light atthe end of the fiscal tunnel

g

pillars that will provide the
backbone for our elected offi—
cials in dealing with state
fiscal policy! These three
pillars involve (D) a policy on
using Alaska Permanent
Fund earnings; (2 a meaning—
ful and realistic spending lim-
it;.() the creation of a consti-1
tutionally controlled Budget
Reserve Fund.

When the citizens of Alaska
approved the permanent fund
in 1976, the price of oil was
about $12 per barrel. It was
never anticipated that the
permanent fund would grow
to the extOnt that it has
grown. Therefore, it is not
surprising that the original
constitutional language left
the legislature with complete

KHdAOreqe.

discretion on how to spend
the earnings. SJR 40 would
correct that oversight by man —
dating that 40 percent of the
earnings be used for divi—
dends, 30 percent be plowed
back into the permanent fund
and the final 30 percent di—
rected to the new Budget Re —
serve Fund.

The second pillar of SJR 40
would create a limit that
would effectively control the
size of increases in state
spending. The current spend—
ing limit will never become
effective unless the price of
oil climbs back to the $40 per
barrel range and spending
skyrockets to match revenues.
The proposed changes would
tie the spending limit to a
more realistic baseline. Fur-
thermore, voter approval
would be required before the
spending limit could be ex—
ceeded.

Finally, the third pillar of
SJR 40 is the establishment of
a Budget Reserve Fund in the
Constitution that would act
as the surge tank for 40 per—
cent of the permanent fund
earnings and all windfalls
that the state may receive in
the future. The Budget Re—
serve Fund would retain reve—

Eteily

nues that exceed the spending
limit thus keeping them out
of reach of the spending zeal —
ots that gather around our
elected officials at budget
time.

SJR 40 is the long sought
light at the end of the fiscal
policy tunnel. Since constitu—
tional resolutions must be ap—
proved by a two-thirds vote
of each house of the legisla—
ture, the prospects for the
public getting a chance to
vote on SJR 40 are problemat—
ic at best. Currently, howev—
er, there are 14 Senate spon—
sors on SJR 40, which ismore
than the two-thirds necessary
for approval by the Senate. In
order to pass the House, 27
"yes" votes will be necessary.
iHopefully, the House leader-
iship will recognize the need
for correcting the fiscal policy
defects in our state Constitu—
tion. Their actions could re—
sult in a ballot issue that will
give the public a meaningful
way to express its desire re—
garding the taxation, divi—
dend and spending issues.

ElMlIIett KeAer s an Anchorage
sIness an pu |c affairs con-
sultant.

4/2n * 7



Senate proposal

ILAKE CLAItK — In the wake ol my
expressed opposition to legislative invasion of
Alaska Permanent Fund earnings absent pub-
lic approval, someone resurrected past con+
ments indicating that from the start | intend-
ed that most earnings be spent at will Close,
but no cigar

I quote one such exhumed comment from
the cover letter accompanying my May 4, 1977,
submission of Iegislatlﬁn creatin dividen
program Lft me emphasize. that (dividends
H].VO Ve 0 a small portion 0 tota\ %I

||0rp%. the remainder ot which will be
available for general government appropria-
tion That “remainder.” of course, included all
Income from oil wealth not going into the
funJ Since only about 10 percent is deposited,
my reference “lelated primarily to the 0
pviient which is not.

Though in another comment | acknowl-
edged that earnings of the fund not required
fur dividends could be spent at legislative
disiretion, that's a for cry from saying they
should be

Jét'jgﬁl IJ_mi(teau Empitrr? editoria_lll_ thronf_s
uJdition.il . li on en preyailin i-
tude tU¥| Efijuw(mmyabout ThEh ot Joli
income). 1o Alaskan ..,gHammond) h? es
thospL. ividend cge?ks will more than offset
Eﬁ( kl es needed lo keep the state in the
~ Now that I've raised a defense against
il.alges that Iin on record Supporting legisla-
tive'expenditure ot fund earnings (above those
lup.ired for dividends), let rc pull it back

bushrat'lings

jay hammond

down by admitting that | fully expected and
had no objection to using such recurrent
income to offset recurrent expenses under the
circumstances confronting us at that lime.

Now, however, wc arc looking at entirely
different circumstances.

There is no income tax; the price of oil has
plummeted; prospective oil Jaxes have been
further reduced by hundreds of millions
through elimination of separate accountin(%
and introduction of ELF — and Instead
about 1/16th of our oil wealth earnings being
distributed as | proposed, only about 1/24th
%m out in dividends. Today's circumstances
therefore greatly increase pressure to spend
fund earnings compared to 10years ago.

So, where do we go from here? The Senate
leadership is to be commended for drafting a
road map that warrants serious consideration.
Though it does not fuilow the course I'd
prefer, it may well wind up at the same
destination —or ot least a lot closer to It than

AuuaplayNe ety Al B

less dangerous than

otherwise might be the case.

In avoiding dangerous potholes and skirt-
ing the sea of red ink, it is a far less
hazardous detour than many seemed destined
to take. Moreover, it charts a course that,
most legislators can better read and be in-
clined to set fool on than the one | proposed
that could deny them a chance of spending
any fund eamings at all without public
approval.

Their proposal is to permit the public to
vote on a constitutional amendment allocatin
40 percent of fund earnings for dividends,
percent for inflation proofing, urd 30 percent
for a budget reserve account for conditional
appropriation. Since about 60 percent of those
eamingﬁ, could be spent unconditionally now,
this obviously would provide far giealer
protection than now prevails. Moreover, those
40 percent dividend checks would still wing
your way unless you, the public, decide to
shoot them down by your vote. Certainly |
would prefer that "bird" reside ill the hands
of the public than in the sparse brush ot
statute in which it now perches. A simple act
of the legislature could blow it to bits.

At present little more than 40 percent of
fund eamings go not only to dividends, but
also. | am told, for salaries of some 7i state
employees und other operational costs. Should
the Senate proposal be adapted, these costs
should conme from the 39 percent assigned to
funding state programs nut from the people’s

pocket.
Some maintain the Se_naﬁo_rg@fal ﬁer%

other plans

the public to determine how fund eamings arc
spent. Well, yes and no. Actually It permits
but two choices from a list of several: 1 Vote
for the proposal, and 70 percent of the fund's
eamings are removed from the legislative
smorgasbord. 2 Vote against It and most of
those funds remain on the table, well within
grasp of salivating solons.

So what to do? While I'd prefer the public
to have a third choice requiring legislators to
seek the public's permission before they could
spend even 1 percent of the fund's eamings.
T7iat’'s so elusive a target It's doubtful most
legislators would bother raising their sights to
that level.

However, to their great credit they've
perched along side of their 40-30-30 proposal a
new species of spending limit which certainly
could go a long way to prevent the otherwise
almost certain premature consumption of fund
eamings. By doing so, some object that they
intend to fly up a brace of mismated birds and
would obligate us to bag both with one shot.

Were one a turkey and the other an eagle
I'd counsel ugainst pulling the trigger. Howev-
er. | believe both provide far better fare than
we'll find likely served us should this propos-
al not pass and we then be denied the chance
to select from even that short two-course
menu. Therefore, 1have to say: "Go for It!"

nﬁl—ﬁmm’d\mgxﬂru*dﬁlﬂaﬁm
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ADDRESS: BOX 222
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« CITY: FAIRBANKS
PHONE: AB83-6366

BILL NO: SJR AD

SUBJECT: BUDGET LIMIT/PERM. FUND/BUDGET RESERVE FD

MESSAGE:. | OPPOSE SJR_AO AND URGE DEFEAT OF THIS RESOLUTION. . THE BILL |
SUPPORT 1S THE ONE THAT USES 50/ OF THE PERMANENT FUND EARNINGS FOR INFLATION
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