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HJR 48The FINANCE Committee considered:

HOUSE JO INT RESOLUT ION  NO. 48 RESTRUCTURE  PERM ANENT FUND
Proposing amendments to the Constitution o f the State o f Alaska relating to revenues from  natural lesources, 
the Alaska permanent fund, the appropriation limit and the budget reserve fund; and providing fo r an effective 
date fo r the amendments.
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^Souse of ^Representatives State Capitol, Room 120 
Juneau, Alaska 99801-1182 

(907) 465-4990House judiciary Committee

LETTER  OF IN T EN T

A fter re v iew in g  HJR 48 (Restructuring the Permanent Fund) the 
subcom m ittee dec ided  that before the leg is la tu re embarks on a new  
method o f budget fund ing  many p o lic y  issues must first be addressed. The 
dec is ion  was made after carefu lly  eva luating the prem ises o f HJR 48, in  
add it io n  to in fo rm a t io n  p rov ided  from in d iv id u a ls  k now ledgeab le  in  
eva lu a t ing  f in a n c ia l p roposa ls .

T h is  Letter o f Intent conta ins 1) A  Eas ic O u t lin e  o f HJR 48, 2) P o licy  
Questions That M ust Be Asked and 3) A Proposal For Further A c tio n  by the 
L e g is la tu r e

B rian S. Porter, C ha irm an

House Jud ic ia ry  C om m itte e



1) A  Basic O u t lin e  o f HJR 48 "The Cremo Plan"

The purpose o f the p lan is to stab ilize state resource revenues at a 
sustainable le v e l, to increase the size of the Permanent F und , and to 
m in im iz e  the negative consequences o f the fisca l gap. T he p lan  requires 
this session's leg is lature to propose - and the voters in  the fa l l e le c t io n  to 
approve - an amendment to the State Constitu tion  to p ro v id e  that 
b eg inn ing  Ju ly 1, 1995 and henceforth, a i l  natural resource revenues be 
deposited in  the Permanent Fund a long w ith  the assets o f the state's two 
budget reserve accounts and the R a ilb e lt Energy Fund . A l l  future in com e 
earned by the Fund w ou ld  be retained in the Fund , but there w ou ld  be an 
annua l w ithdraw a l from  the Fund based on its average market va lu e  over 
the past 12 quarters. The Erst year, the w ithdraw a l w ou ld  equa l 20 
percent, but then w ou ld  be reduced geom etr ica lly  each year u n t il the 
permanent w ithd raw a l rate o f 6 percent is reached in  the year 2006.

2) P o licy  Questions That Must Be Asked

There are m a jo r p o lic y  and techn ica l questions w h ich  must be tho rough ly  
researched and answered before we are in  a pos ition to present any p lan 
to the voters. Those issues inc lude:

1. R evenue A llo ca t io n  - I f  on ly resource revenues are used to 
determ ine the budget am ount a va ila b le , and our en t it lem en t programs 
continue to grow , won't most of the ava ilab le revenues e ven tua lly  go into 
the en tit lem ents and less in to  resource deve lopm ent, thereby reduc ing  the 
revenue source w h ich  funds the cycle? A d d it io n a lly , what about the 
negative im pact to natural resource deve lopm ent by encou rag ing  h ig h  
severance and other taxes in  order to generate enough in com e to support 
the grow ing needs o f an expand ing population?

2. E ffect on Bonds - How  w il l  a budgetary fund ing  m echan ism  
such as this affect the State's current bond rate? I f  adopted, cou ld  it 
im pa ir the State's cred it and, thereby im pa ir the a b ility  o f t in  State, state 
agencies and lo ca l governments to fund cap ita l im provem ents through 
bonds?

3. Em ergency R e lie f  - The amendment makes perhaps 90 percent 
or more of the recurring unrestricted revenue o f the state "not 
appropriab le ." The am endm ent then prescribes a set percentage for 
expend iture each year. There is no a llow ance o f amounts necessary to
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meet unforeseen disaster emergencies. The State needs to have a ra iny  
day fund for atroc ities such as earthquakes and other natura l disasters.

4. A ssumptions - The p lan is based on the Departm ent o f 
Revenue's fa ll 1993 mid-case revenue pro jections , and assumes an annua l 
total rate o f return for the Permanent Fund o f 10 percent and an annual 
in f la t io n  rate o f 4 percent. The A laska Permanent Fund Corporation's 
pro jections are based on the low-case revenue p ro jections , and assume a 
long-term average rate o f return for the Permanent Fund o f 9 percent and 
a long-term average rate o f in f la t io n  o f 6 percent. Long term market 
h istory does not support conservative investments re tu rn ing  2 1/2 tim es 
the in f la t io n  rate. The "Cremo" plan assumes some com b in a t io n  o f state 
spending cuts and revenue increases. G iv e n  the plan's assumptions, a 12 
percent annua l increase in  conven tiona l revenues and a $30 m il l io n  cut in  
annual state spend ing w ou ld  e lim ina te  the fisca l gap. Th is  is  a tremendous 
statement w hen no one has the a b ility  to pred ict future depos its in to  the 
fund up to the year 2006.

5. Appo intm ents to the Board of D irectors - The d irectors o f the 
corporation shou ld  not be subject to con firm ation . U nder the present 
approach used in  the constitu tion , on ly department heads and the heads o f 
quas i- jud ic ia l boards are sub ject to con firm ation . T he corporation w ou ld  
be the trustee o f the source o f most of the expendab le m oney o f the state. 
There cou ld  be an inherent co n f lic t of interest if  the leg is la ture shares the 
power to make appo intm ents to the board.

6. The Trans ition Period - The p lan provides for a h ig h e r but
gradua lly  reduced w ithd raw a l rate during a 10-year trans it ion  per iod  in  
order to m in im iz e  the negative consequences o f the f is ca l gap. The 
proposed co ns t itu t io na l amendment states that the w ith d raw a l rate sha ll 
decrease g eom etr ica lly  throughout the transition per iod , but does not 
prov ide spec if ic  deta ils . T h is  ambigu ity should be cleared up. W e lack 
su ff ic ien t in fo rm a tio n  to know  whether the percentages proposed 
beg inn ing  in  f is ca l year 1996 and thereafter w i l l  have the effect o f
dep le ting the corpus, or leave it unprotected from the effects o f in f la t io n .

7. R e levan t Taxation - There needs to be a more cogent 
c la r if ic a t io n  o f the kinds o f taxes that go into the fund under this proposal. 
Resource related personal incom e should not be in c lu d ed .
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3) A  Proposal For Further A ction  By the Leg is lature

Before the leg is la ture and the c itizens of this state w i l l  approve this p lan , 
they need to be conv in ced  that it is c learly  an im provem ent over the 
status quo. W h ile  there are some pos itive and in tr ig u in g  aspects o f HJR 48 
there are also a number o f undesirable outcomes w h ich  m ig h t occur shou ld 
actua l co nd it io ns  in  the future vary s ig n if ic a n t ly  from  the assumptions 
upon w h ich  the p lan is based. Indeed, the consequences for A laska o f th is 
p lan are too serious to rush a study. The subcomm ittee be lieves  that it  
w ou ld  be b ene f ic ia l to the state and its c itizens to estab lish a long-range 
p lan that organ izes the state's approach to hand ling  its finances. It  is for 
these reasons and the aforem entioned concerns that the subcom m ittee 
proposes the estab lishm ent o f a b lue r ibbon task force com prised from  a ll 
branches o f government, as w e ll as techn ica l experts in  the f ie ld , that 
w ou ld  thorough ly investigate the concept conta ined in HJR 48 and other 
feas ib le  long-term f in a n c ia l p lans. Unfortunate ly , there is not tim e enough 
during  the current leg is la ture to complete the study and th ink  the task 
force shou ld meet during the interim . W e fee l that further action , at this 
tim e, on this issue fa lls under the purvue o f the F inance Com m ittee .
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N o .  2 _
Bil l V e r s i on : HJR 48

STATE O F  ALASKA
1994 L EG IS LA T IV E  SESSION
Revision Date:
Title:

BELL NO .
(H) Publish Date: 17.8/94.

Pioposing amendments to ttie Constitution of ttie State Alaska
relating to revenues from natural resources

Dept Affected: 
'BRU:
’Component:

Revenue
Revenue Operations
Treasury Management

Sponsor:
Requestor

House Finance Committee
House Judiciary

Expenditures/Revenues:

COMPONENT SERIAL NO.

(Thousands of Dollars)

#121

OPERATING FY95 FY96 FY97 FY98 FY99 FYCO
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL

REVENUE FUND SOURCE:
FUNDING: (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Proqram Receipts
1006 GF/MHTIA
Other
TOTAL 0 0 0 0 0 0
POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY
Estimate of current year (FY94) Impact: S 0.0

ANALYSIS: (Attach a separate page if necessary.)
The resolution would not impact the operations of the Treasury Division. Since the essential functions of the Division would not change, no change 
in staffing requirements or contractual services would be expected as a result of this resolution.

Prepared by: Laraine Derr, Deputy Commissioner Phone: 465-2350Laraine uerr, Deputy commissioner 
Treasury S'  " \  A f r
Darrel J. Rexwinkel ' f a y ' .  - y
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