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Balancing the FY2000 Budget

Major cost increases in critical services that

112-1199

have been accommodated in the FY2000 budget: all numbers in millions
K-12 school funding according to new statute $16.5
K-12 exit exams and benchmark assessments 15
12.9

Adult corrections

Youth corrections 1.6
Medicaid caseload growth 4.0
Adult Public Assistance for the poor 2.0
Foster care and subsidized adoptions 3.1
Full funding for Public Safety troopers, crime lab, etc .21
University of Alaska 5.6
Child support enforcement: replace federal funds lost due to welfare reform 11

General Fund Changes from FY99 to FY2000

Executive branch
Capital budget reduction
Operating budget reduction
K-12 Education and University increases
Further budget balancing through efficiencies, consolidations,
new technology, user pay, service reductions, etc.

Executive Branch budget cut before proposed investments in children and transportatio
Court System's proposed operating and capital budget increases

General fund budget reduction before investments bhelow

Proposed long-term investments with sustainable new revenue sources:

Expenditure Revenue

Investment in child health & protection, tobacco
control and public health " 21.9

Tobacco settlement payment for FY2000 (21.9)

Match to secure maximum federal highway funds 26.7

Motor fuel tax increase (26.7)

(3.9)
(25.6)
23.6

(20.9)

LA.

(13.5)

Balance

0.0

0.0

OMB, 12/15/98



OVERVIEW OF ALASKA’S TOBACCO SETTLEMENT AND
THREAT OF FEDERAL RECOUPMENT

Alaska's Share of the Tobacco Settlement

On November 23, 1998, Alaska, and all states and territories that had not
previously settled their lawsuits, entered into a settlement agreement with the tobacco
industry. This settlement is the largest recovery by the State of Alaska under state consumer
protection and antitrust laws in state history. The settlement calls for Alaska to receive the

following payments through 2025.

Initial Payment:
April 1999-June 2000 $8,194,049.54

Annual Payments:

June 2000 $21,890,915.46

April 2001 $23,638,672.09 April 2013 $24,387,539.93
April 2002 $28,383,145.58 April 2014 $24,387,539.93
April 2003 $28,651,761.36 April 2015 $24,387,539.93
April 2004 $23,912,967.90 April 2018 $24,387,539.93
April 2005 $23,912,967.90 April 2017 $24,387,539.93
April 2006 $23,912,967.90 April 2018 $27,327,155.20
April 2007 $23,912,967.90 April 2019 $27,327,155.20
April 2008 $24,387,539.93 April 2020 $27,327,155.20
April 2Q09 $24,387,539.93 April 2022 $27,327,155.20
April 2010 $24,387,539.93 April 2023 $27,327,155.20
April 2011 $24,387,539.93 April 2024 $27,327,155.20
April 2012 $24,387,539.93 April 2025 $27,327,155.20

TOTAL $668,903,056.53



Investing Alaska's Tobacco Settlement

in Tobacco Control, Children's Health and Protection, and Public Health

FY 2000 Tobacco Settlement Payment = $21.9 million
A Sustainable Revenue Source for 25 Years
Annual Amounts from $23.6 million to $28.7 million

Dept Name

Tobacco Control eMoving toward a Smoke-Free Alaska: 14%

Health & Social Svcs

Health and Consumer Protection: 45%

Health & Social Svcs
Health & Social Svcs
Health & Social Svcs
Health & Social Svcs
Health & Social Svcs
Health &Social Svcs
Health & Social Svcs
Law

Child Protection and Abuse Prevention: 33%

Health & Social Svcs
Health & Social Svcs
Health & Social Svcs
Health & Social Svcs
Health & Social Svcs
Health & Social Svcs
Health & Social Svcs
Health & Social Svcs
Health & Social Svcs
Health & Social Svcs
Health & Social Svcs
comm. & Reg Affairs
Administration
Administration

Law

Full Year Funding for the FY9S Smart Start Initiatives: 8%

Health & Social Svcs
Health & Social Svcs
Health & Social Svcs

OMB 12/22/98 Tohacco2Selllement.xls

Tobacco Settlement

‘nvestments Funds
3,000.0
Comprehensive State Tobacco Prevention and Control Initiative 3,000.0
98324
Children's Health Insurance Program: implement new law partially funded last year 4,568.4
Chronic Acute Medical Assistance 1,637.5
Child Custody Related Medicaid Costs 1,334.8
Maternal, Child & Family Health: replace school based claim underfunding 296.8
Alcohol/Drug Abuse Grants: substance abuse treatment forwomen 850.0
Village Mental Health and Substance Abuse Services 465.0
Fetal Alcohol Syndrome (FAS)/Alcohol Related Neurodevelopmental Disorder Prevention Grants 489.9
Increase Consumer Protection Services 190.0
73031
Family Preservation: Independent Living Program 200.0
Residential Child Care: emergency shelter and treatment care for children 1,065.4
26 New Child Protection Staff - Moving to Zero Tolerance 1,769.8
Kawerak Social Services for child protection 63.2
Front Line Social Whbrkers Training 145.9
State Medical Examiner: HB375 fiscal note for pathologist 193.0
Foster Care Special Need: parent training 135.0
Training for Adoptive Parents of Special Needs Children 200.0
Foster Care Augmented Rate: caseload growth 276.4
Foster Care special need: caseload growth 648.9
, Healthy Families Home Visiting Program expansion; 220 more families 978.0
Increase Child Care Grant amount from $22 to $33 880.0
2 Guardians Ad Litem for Child Protection - Office of Public Advocacy 135.8
1.5 attorneys for Child Protection - Public Defender 225.0
2 Attorneys for Children in Need of Aid and Paraprofessional Support 386.7
1,7554
Front Line Social Workers - annual costs for child protection staff partially funded in FY99 631.5
Family Preservation - Dual track: Differential Response to Child Protection 635 "
Subsidized Adoption & Guardianship - Project Succeed 48,
21,890.9
New Revenue to Offsett Expenditures -21,890.9
Impact on Constitutional Budget Reserve 0.0

Federal &

Mental Health
Trust Funds

10,925.6
1,985.6

706.0
150.0
275.0

303.0
387.1

123.8
50.0
92.1

142.4

70.7
37.0
312.0

15,560.3



Information from 12/98 "Fiscal Survey of the States"

Prepared by the National Association of State Budget Officers

State
Delaware
Utah

Oregon
Minnesota
Nevada
California
Colorado
Missouri
Arizona
Virgina
Wisconsin
North Carolina
Nebraska
Georgia
Kentucky
Oklahoma
Kansas
Maine
Florida

Idaho
Tennessee
Arkansas
Louisiana
South Dakota
lllinois
Maryland
Indiana

Ohio

West Virginia
lowa

Rhode Island
Puerto Rico
North Dakota
Connecticut
South Carolina
Mississippi
New Jersey
Alabama
Texas

New Mexico
Washington
Pensylvania

New Hampshire

Massachusetts
New York
Michigan
Wyoming
Montana
Vermont
Hawaii

Alaska

Average

Percentage of budget increase from one year to next

1996

7.1
11.3
6.3
8.8
-6.4
8.3
12.8
11.8
2.4
2.2
5.0
2.9
4.4
9.0
5.6
3.2
4.9
°8
3.8
54
4.5
7.3
8.5
4.6
4.9
55
2.6
5.9
5.8
4.7
0.3
1.0
3.5
55
7.0
2.9
2.8
21
5.8
2.2
1.4
3.5
2.2
3.7
-2.2
7.4
-3.5
3.9
1.8
-1.4
-2.3

41

1997
6.9
16.0
10.5
6.2
23.5
7.7
29
13.2
8.1
8.2
14.2
8.1
6.4
6.5
6.9
9.3
3.5
51
5.6
4.1
5.9
53
16.2
3.8
24
-0.1
8.0
3.4
51
6.5
2.7
2.9
5.2
52
6.4
4.4
2.0
5.7
0.9
7.3
5.7
1.7
-0.5
51
0.7
-3.8
8.6
13
2.6
2.0
3.8

5.9

998
7.6
2.0
8.8
6.5
9.8
8.7
4.4
21
8.9
7.8
7.4
9.3
3.3
6.0
55
8.2
7.5
7.3

10.6
3.9
7.5
5.9
0.0
9.9
6.0
8.0
4.7
4.2
3.5
5.8
8.1
7.3
6.3
55
6.3
2.2
51
4.3
8.1
2.9
2.3
4.5
8.2

-2.3
4.4
4.0
3.9
2.5

13.6
0.9
0.6

5.1

18.8
8.4
8.3

11.8
5.8
7.3

11.6
4.4

11.8

12.5
3.7
9.5

15.4
7.2
9.9
6.8

10.3

14.2
5.7

11.4
6.9
5.8

8
4.6
9.2
8.9
6.9
8.1
7.0
4.1
8.8
8.7
4.5
15

-2.0
7.0
6.5
3.4
0.6
2.8
4.7
4.1
3.5
6.7
7.1
1.7
0.0
11

-12.9

-0.6

-4.9

6.0

Total
40.4
37.7
33.9
333
32.7
32.0
31.7
31.5
31.2
30.7
30.3
29.8
295
28.7
27.9
27.5
26.2
26.0
25.7
24.8
24.8
24.3
23.9
229
22.5
22.3
22.2
21.6
21.4
21.1
19.9
19.9
19.5
17.7
17.7
16.5
16.4
155
154
15.2
14.1
13.8
13.4
13.2
10.0
9.3
9.0
8.8
5.1
0.9
-2.8

917
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Dear Alaskan,

Now 22 years old, the Alaska Permanent Fund has exceeded the most optimistic expectations.
Last year the Fund's net income exceeded revenue from oil taxes and royalties, heralding a new era
for Alaska. For now, and at least into the near future, Fund earnings have become the state's largest
source of income. While actual amounts may vary from year to year - based on oil prices, produc-
tion levels and annual investment returns - it appears that the lines have finally crossed and Fund

earnings have become the state's largest source of income for the future.

This new fiscal reality was underscored by two major developments. The Alaska Legislature
voted last year to leave the Fund's so-called "surplus earnings” in lhe Earnings Reserve Account
where it would be available for any purpose the legislature deemed appropriate. Surplus earnings
represent the money left over after the payment of dividends and inflation-proofing. With the Fund's
high earnings in recent years, and the low level of inflation, the Earnings Reserve Account totaled

about $5.8 billion as of Dec. 31, 1998.

More recently, Gov. Tony Knowles has proposed to transfer some $4 billion from Ihe Fund's

Earnings Reserve Account into the Constitutional Budget Reserve to help create a sustainable, bal-

anced budget.

As Trustees for the Fund, it is not our role to comment on the merits of the Governor's proposal
or any other plan to use Fund earnings. Fund earnings are subject to legislative disposition. Indeed,
the legislation that created the Alaska Permanent Fund Corporation (APFC) wisely separated the
investment decisions from the political decisions. It is our job to ensure that the Fund is safely invest-

ed for the benefit of present and future Alaskans and to help provide the information Alaskans need

to decide the future of their Fund.

It is in this latter role that we are pleased to present the sixth Trustees Paper, "The Role of the
Permanent Fund in Alaska's Future: The PrinCip|ES & Interests project.” This non-political, year-long
project was organized by the Alaska Humanities Forum, with assistance from Alaska and outside
businesses and supporters from all over the state. Through a two-day conference in Anchorage and
100 community forums in every corner of the state, PrinCip|eS & Interests engaged many Alaskans in

a spirited discussion of the Fund's purpose and potential.

The PrinCip|ES & Interests project provided extremely valuable dialogue and set the stage for the
current discussions on Alaska's most important asset. While it is very apparent that Alaskans have yet
to reach consensus on the future of their Fund, exercises like PrlnC|p|eS & Interests help define our

choices and frame the discussion we need lo engage in to determine the future of the Fund.

F.ric Wohlforth Byron 1. Mallotl

Chair, Board of Trustees
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AN ANALYSIS OF THE
ALASKA HUMANITIES FORUM'S
PRINCIPLES & INTERESTS
PERMANENT FUND PROJECT

by Eric Wohlforlh, Choir, Alaska Permanent Fund Corporation Board of Trustees

ho Permanent Fund affects all Alaskans,
and yet there has not been enough consid-

eration of its purposes and objectives or the

possible roles it could play in our lives. This was

amply demonstrated during the six-month
PrinCip|eS & Interests project sponsored by the
Alaska Humanities Forum, assisted by dozens of
other groups, organizations, individuals and busi-
nesses from around the state. The question is:
What will spark Alaskans to engage in the type of
dialogue needed to reach consensus on the pur-

pose of lhe Fund and the best use(s) of its earnings.

Support for the dividend program is very
strong. In fact, it is so strong that some Alaskans
feel that discussion of the existing Permanent
Fund arrangement is "out of bounds." This point
of view may be related to other phenomena
observed during the project. One facilitator said
the depth of antipathy and distrust of the slate leg-
islature shown during the town meeting portion of
the project was disturbing. Another said the par-
ticipants in the town meetings showed deep dis-

trust of elected officials.

Andrew Flacker, who delivered lhe keynote
speech during the conference portion of the pro-
ject, reminded us of what James Madison said:
that the important faculty which will dominate
the country is the faculty to acquire property.
The public dialogue refueled the fear that the
dividend will be adversely affected by public dis-
(ussion of the fu.'ure of the Fund. Limited atten-
dance at the 100 cr so town meetings and vehe-
mently emotional statements in support of the

status quo at the meetings may be part of the

Eric Wohlforth
Chair, Alaska
Permanent Fund
Corporation
Board of Trustees

Eric E. Wohlforlh
was appointed to lhe
Board of Trustees of
the Alaska Permanent
Fund Corporation in 1995, reappointed in
1990 and elected Chair in 1997.

Wohlforlh has served as an attorney,
senior partner and member of the law firm
Wohlforlh, Vassar, Johnson & Brecht (and pre-
decessors) from 1966 lo 1970 and 1973 to
present. Fie developed Alaska's first public
finance law practice, and has been lead bond
attorney for public agency issuers such as
Alaska Flousing Finance Corporation, Alaska
Energy Authority and Alaska Municipal Bond
Bank Authority. Over a 26-year period he has
formulated authorizing legislation and security
documentation in issuances of more than $12
billion of debt.

Wohlforlh served as Stale of Alaska
Commissioner of Revenue from 1970 to 1972
and was a member of the State Investment
Advisory Committee from 1973 to 1980.

same phenomenon - fear of change in a very sat-
isfactory institutional arrangement. There was,
however, widespread support for increased stale
spending to meet public needs, most often iden-
tified as Ihe needs of Ihe University of Alaska, or
K-12 education. Yet no consensus emerged for

any alternative program.

9 ON JANTON O SBdvd STAISNML FHL
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There vvns support for ;i renewed stole income
tax, but it was not overwhelming. There was sup-
port as well for the options that involved creation
of separate funds for various purposes - creating a
community dividend and spending some Fund
income. But none of the options spelled out in the
Principles & Interests brochure given lo people
attending the meetings was specifically endorsed

in the form presented.

Judging from comments heard at the town
meetings, there were hopeful signs of an altruistic
attitude. One of the facilitators noted a consistent
concern for the well-being of people - mostly
rural Alaskans - who depend on the dividend for
their livelihood. There was frequently expressed a
sense of urgency about the need to spend some of

the money lo meet pressing needs in lhe stale.

In my view, the Principles A Interests project
was a necessary and successful part of an ongoing
public process in Alaska, an effort that should be
repeated on a regular basis. People attending the
town meetings expressed their appreciation for the
chance to express their values and their views and
to hear others do the same. The need for dialogue

is especially strong at this juncture in lhe history

of Alaska when major decisions (or lack of deci-
sions) about tho use of public wealth could have

such a profound effect on the future of the state.

Background

The Alaska Permanent Fund, created in 1976
lo receive a portion of the stale's oil royalties, had,
by January 1997, increased in markei value lo
approximately $22 billion. The growth in lhe pre-
ceding two years had been very rapid. The Fund
stood at $15 billion in January 1995. In addition,
the total income from llu* Fund had increased lo
nearly equal the rest of the state's income. A large
portion of the income was paid out annually in
dividends to each resident. The rapid increase in
common stock valuations as well as the consistent
legislative practice of adding undistributed income
07631628
annual dividend to each resident. In 1997, the
dividend was $1,296. In 1998 it was $ 1,540.88.

's WAls increasing the amount of this

Notwithstanding lhe success of the Permanent
Fund, lhe Alaska legislative leadership deemed
that there existed a fiscal gap and budgets have
been held nearly flat for tinllast several years. Oil
production from the North Slope fields was drop-
ping, and in 1998 the price of Alaska crude

PERMANENT FUND STATUTORY NET INCOME

AND STAFF Oil.

REVENUE

Ecluks inielizd gairs i kesssson ineshenis)

Aclil. It

I'mjet led

This graph shows the relationship between unrestricted stale oil revenues and actual Fund earnings.
The projections for the years 1999-2020 are based on Department of Revenue's mid-case forecast
lor future oil prices, and Ihe AI’FCs forecast for future Fund earnings.



THE TRUSTEES TAPERS mVOLIIME 'NO. 6

Participants at an Anc hoi.iyo town hall mooliin;
consicler tho six options elealned in a special
brochure on tho future of the Fund.

plunged It) historic low levels. Although the stale
was said to be running a large annual surplus if
Tornianenl Fund income were taken into consider-
ation, without this income the slate was in deficit.
A 1995 non-partisan, legislatively-sponsored com-
mittee effort to study the state's fiscal picture - the
Long Range Fiscal Planning Commission - sug-
gested a cap on dividends and a modest set of
excise taxes. No action was taken. In the mean-
time, the Permanent Fund doubled in size, by
1997 the time seemed ripe for a new dialogue on
the state's fiscal future. This was the background

of the Principles A Interests project.

Planning

On the occasion of the Fund's 2()Ih anniver-
sary, a steering committee representing a broad
constituency of Alaskans proposed that a confer-
ence be held to study and discuss the Alaska
Permanent Fund, its founding and evolving princi-
ples, and its purposes and objectives. The confer-
ence would be held under the aegis of the Alaska

Ilumanilies Forum.

It was determined that the conference would
start with panel discussions on the Fund's history,
its mechanics and Alaska's fiscal structure, and
continue with panels structured around questions
looking to lhe future. Months of planning and dis-
cussion pointed lo a two-day conference, town
meetings across the stale and a statewide call-in

program. A budget of $270,000 was established.
Approximately half was ultimately donated by
local businesses and individuals and half by

Remanent Fund investment managers.

The November 21 and 22, 1997,
Conference

Milestones and Management

The first morning of the two-day conference in
November 1997 was devoted to details of the
establishment of the Fund, the origin of the divi-
dend program and the evolution of investment
policy. It included a session on Permanent Fund
management issues by outside investment advisors

and managers.

Present at the Creation: Personal Reflections
on the Birth of the Permanent Fund

The afternoon meeting featured a fascinating
session on how the Fund evolved and included
former Gov. lay Ilammond (thought of widely as
Ihe creator of the Fund), his attorney general and
former legislators who held important public poli-
cy positions at the lime the Fund was established
by constitutional amendment. These speakers
gave their views of the ouginal purpose of the
Fund and how they felt it should now contribute

to life in Alaska.

Former Attorney General Avrum Gross specu-
lated about Alaska in Ihe year 2020 with the
streets s pi with wmd, holes in lhe road and
mobs of uneducated people. In the center of town
there would be a marble temple with an alabaster
statue. The temple was Ihe Permanent Fund head-
quarters and the statue depicted, presumably,
Gov. Hammond. Each year the executive director
of the Fund would announce the dividend and the
throng of people would run to the airport. To
avoid this, Gross said, it was lime we started to
talk about how we measured the success of the
Fund when its purpose was to improve the quality

of life.

Oral Freeman, another legislator present at the

creation, said the Fund was created to moderate

VIl SAILSNYL 111
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GROWTH OI:rUND
SINCE INCEPTION
(Al niiirkc-])

28
20

ihe boom/bust cycle that occurred when natural
resources were extracted and then rapidly deplet-
ed. He said the Fund was doing exactly what it
was intended to do. Gross talked about the fact
that lloone wants to revisit the dividend, but that
previous governmental needs were met with cur-
rent revenues and that no longer is the case, We
should begin the debate on how wo use income
from the Fund lo run government, he said.
Freeman said we should never curb dividends,
but instead "claw money back in taxes."
Hammond advanced his unique stale income tax
scheme which would provide for a credit against
a new slate income tax in lhe amount of the divi-
dend received by Alaskans. This would ensure
that "outsider,” non-residents paid most of the
income tax. The dividend was the major theme

and concern.

Perspectives on Public Wealth
and Public Obligations

The next panel included comments by former
Commissioner of Revenue Mary Nordale. "When |
grew up, the public issue of the question of state-
hood was extremely important and drew people
together,” she said. "Since we have acquired
wealth, there has been a lack of discussion of
public ideas and Ibis means we do nol have an
opportunity lo educate newcomers."” She referred
lo the dividend as a strange sort of veil thrown
over all of public life, diluting and misdirecting

our attention away from real issues.

Michael Harper, President and Chief Executive
Officer of Kuskokwim Corporation slated, "There
is something wrong when we have such a large
Fund and, al the same time, such large and

unmet needs. "

Judy Brady of the Alaska Oil & Gas
Association observed that the fact that our eco-
nomic system is based on public resources col-

lides with the notion of small government.

Perspectives on the Purposes of the Fund

In a panel on "Perspectives on the Purposes of
the Fund,"” Michael O'Connor, President of Peak
Oilfield Service Co., noted that there had been a
27-percent growth in dividends over the last two
years and advocated that the Fund be established
as an endowment. Former State Sen. Sieve Rieger,
slated that the legislature should increase the
Fund's permitted stock ownership percentage to
60 percent from the present 50-percent limit.
Rieger said the range of options available for the
Fund in 1997 is greater than it was several years

ago because the Fund is so much greater now.

Former stale legislator Kay Brown advanced
the unique notion of creating public/private
foundations to spend income from the Fund. She
cited four goals: (1) preserving public wealth, (2)
establishing the Fund as a form of renewable
resource, (3) sharing public wealth, and (4) pre-
serving the Alaska quality of life. She would
establish six, citizen-run, tax-exempt foundations
for Alaska's future. Members would be elected
by the people of the slate and each would have
a portion of the Fund to spend for their special
purposes, which would include (I) early child
development, (2) education, (3) social services,
(4) the environment, and (5) the arts. She noted
that education spending has nol kept pace with
the demands of the stale, that child-abuse and
neglect-prevention programs are al token levels,
prisons are overflowing, and there are other

urgent social needs.
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Former governor Wo lter J. Hickel said it was
lime lo give the Permanent Fund a public pur-
pose. Me advanced his community dividend pro-
gram, which would appropriate Fund income in

block amounts to Alaska's municipalities.

Future Consequences: HOW (he Fund
and Ine Dividend Affect Alaska

Scott Goldsmith, of the Institute of Social and
Economic Research at the University of Alaska
Anchorage, led off the first Saturday morning
panel, "Future Consequences: How the Fund and
the Dividend Affect Alaska." He said that current
Alaskans had the view that the legislature squan-
dered the first large oil lease sale bonus of $900
million in 1969 and, in all events, the Permanent
Fund should be kept away from legislative appro-
priation. He noted that income from the
Permanent Fund was now the equivalent of three
limes what the income from a sales tax would be
and that it constituted the largest stale program.

He said that it was hard, if not impossible, to
interpret the impact of the dividend since it comes
ina lump sum. He suggested a different way of
distributing it which might be monthly and should
not include minors. Goldsmith asked rhetorically
(hat if the Fund belongs to individuals only and
not to the community, why not distribute it entire-
ly rather than having the stale act in the paternal-
istic capacity of distributing only $1,000 a year?
He noted that 34 percent of Alaskans were under
age 19, and 32 percent were between 20 and 39.
He said the first category was not alive when the
Permanent Fund started, and that no one under 30

today had ever paid an Alaska income tax.

Gregg Erickson, an economic consultant from
luneau, staled that the Permanent Fund affects the
birth rate, since fecundity is a function of
increased income. He said the Fund has brought
about immigration of an estimated 40,000 people.
Government services are being starved and taxa-
tion is very hard lo institute when government is
the richest guy on the block. He suggested the
model of the other 49 states and asked: Why not
let the tax process work? The stale so far has had

a Hamiltonian approach to the problem and we
should, instead, as Jeffersonians, privatize the

Fund and distribute the money.

Gerald A. McBeath, Professor of Political
Science, University of Alaska Fairbanks, said that
the state was an inveslme.it banker, and that in
theory public ownership should encourage
equality and fraternity. In fact, it has encouraged
divisiveness in Alaska. He said that when he
attended the hearings for the educational endow-

CONTRITUJTIONS TO PRINCIPAL
(Since inception)

ment sponsored by Gov. Cowper, he was
appalled with the mean-spiritedness. The divi-
dend has roulinized the "rent-seeking behavior
of Alaskans," such that every Alaskan is now a
client of the government. Fie noted that the
Permanent Fund dividend constituency was
exceedingly conservative and discouraged
debate. It represented a perversion of the democ-

ratic process and discouraged deliberation.

David A. Reaunie, an economic consultant
from Juneau, said creation of the Fund gave us
options, but now these are not good enough and
we are moving dangerously close to being like
Hetty Green, the wealthy miser who denied her
son a needed operation. He says we give a little
lo each of the many, namely all the citizens of
the state, to support the few - 10 or 12 invest-
ment managers of the Fund who get several mil-

lion dollars a year for investing in the Index. He
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suggested an educational endowment proposal

would reduce general funding for education. He
said that since there was no fiscal crisis, none of
the proposals advanced was compelling enough

to sacrifice the dividend.

Anchorage attorney Clin John Groh dressed up. like
Abe Lincoln to attract people to the town meetings.
Groh is a former Special Assistant to |he
Commissioner of Revenue.

Keynote Address: Opportunities and
Obligations of Public Wealth: Leadership,
Stewardship, Responsibility

In the keynote address on Saturday, Professor
Andrew Hacker implied that the state needed
more self-confident leadership unafraid lo use
shame ("lIs this really how you wish the state to
he?") as a weapon for change. (See Page 15 for a
complete transcript of Hacker's presentation). As
a people we need to build on the past rather

than completely remake ourselves with each new

generation.

The Future of the Permanent Fund

After Hacker's address, Lee Gorsuch, Chancellor
of the University of Alaska Anchorage, did a splen-
did job leading a roundtable entitled "The Future of
the Permanent Fund." (See page 29 fora complete

transcript).

Minority business advisor Debra Call suggest-
ed an infrastructure development fund, a human

resource development fund, as well as a dividend

-VOLUME NO. 6

fund. Former Attorney General John Havelock in
open forum said that ultimate privatization would
cause a vast influx of persons. He noted that we
are involved in the community and that we col-
lect the money as a community. Lie asked rhetori-
cally why are we not doing more? The answer to
him was that alternate proposals lo use the Fund
were insufficiently articulated to warrant a

detailed response.

Archbishop Francis Hurley stated that through
the dividend we set a unique national precedent
by establishing personal choice with respect to
public funds. This is an extraordinary thing, he
said. The question is, where do we go from here?
He said it was going to lake a long time to work
things out but that we must start. Later the arch-
bishop said our first target must be the poorest
families in the state and that the question must be
"Are you interested in narrowing the gap between

low-income and high-income persons?”

Mano Frey, business manager of Ihe Laborers
Union, said the dividend program will nol go

away and that a cap is unnecessary.

Margie Johnson, Mayor of Cordova, said basic
infrastructure needs were the most important and
supported Gov. HickcTs community dividend

proposal.

Thelma Buchholdt, a former legislator, in com -
menting on attendees, said she saw no new faces.
She wished lo see more Alaska workers and said
ihe Fund should be used for basic rural resource
needs as well as for education. She suggested that

community councils be consulted.

Henry Springer, executive director of the
Associated General Contractors, associated him-
self with the Long Range Fiscal Planning
Commission which, in its final report, suggested
modest user fees and excise tax increases. He was
comfortable using half of the income for the stale
budget. He noted that the state has no capital
budget, but that it was simply a lag onto lo the
federal government's matching funds. The federal-
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ly mandated six-year capital improvement fund is
a sham that changes with each legislature, he
said. He added that half of the Fund should be put

in an education fund.

Thomas Williams, former Commissioner of
Revenue, said that limiting the dividend would be
the dumbest tax and the only one that would
affect only Alaskans.

lay Hammond said that the essential question
was how we addressed our spending needs:
whether by the dividend or the income lax.

Several supported the income tax. lerome
Komisar, president of the University of Alaska,
said we needed lo determine the role of govern-
ment first; then we should come to consider tax-
ation issues. Thomas McCabe, a private citizen,
said the appropriation process will never
become completely honest until the \<I' me tax

is reimposed.

Conference Evaluations

Conference evaluations offered thoughts on
various topics. Some suggested we find a way to
involve younger people in the process. One per-
son said ". .. there was remarkable consensus on
lhe need for an income tax to fund urgent public
purposes, especially education, but where were
the Republicans, fundamentalists and transients?
We the old guard with common values are no

longer politically dominant Alaskans."

Most comments were in support of the notion
of expanded and enriched public dialogue on the
future of the state. One person said he heard some
good ideas and many appalling ones and that his
personal understanding and perspectives were
enlarged. With respect to consensus, one attendee
said it is very powerful when so many people
have all the same sets of opinions and ideas. It

moves us closer to consensus.

Statewide Meetings

One hundred professionally facilitated discus-

sions were held in 41 communities and schools

around the state. These meetings were publicized
through advertising, flyers and word of mouth.
The project concluded with a two-hour, statewide

radio call-in program in June 1998.

The meetings were held in March and April.
on May 3, 1990, an Anchorage Daily News edi-
torial rated them a success. The paper editorial-
ized that Alaskans were beginning to wonder
whether we arc doing harm by doing nothing with
Fund earnings. There was talk of using money for
education, health and infrastructure. The editorial
stated that the process of the debates served a
good purpose and offered a venue where ideas
mingle and clash, sometimes with passion and
without rancor. The editorial concluded that
although thrift is vital, thrift doesn't mean hoard-
ing, and that the theme of community participa-

tion was strong.

Facilitator Then Agnew, right, talks with participants
at tiw Senior Center meeting.

At ihe start of each meeting attendees were
shown a short factual video about tho Fund and
were given a substantial explanatory brochure on
the Fund entitled, "Background Notes for Public
Conversation,” which listed six options for the
Fund. These were: Option 1, "Leave it Alone";
Option 2, "Create Separate Funds"; Option 3,
"Create a Community Dividend"; Option 4,
"Spend Some of the Income"”; Option 5, "Invest it
in Alaska"; and Option 6, "Privatize It." The pros

and cons of each option were spelled out in detail’.

'ON IANTOA O SBdvd STAUISNEL FHL
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Il is important to remember that conclusions
from these meetings do nol necessarily reflect the
opinions of Alaskans in general but merely those
who participated in the discussions.

Gary Hollhaus, a facilitator of meetings in
Barrow, Nome, Kotzebue and Unalnkleet in north
ern Alaska, and Juneau, Ketchikan, Sitka and
Haines and other communities in the Southeast,
reported that although there were disagreements,
"there was a surprising unanimity over the run of
the meetings: Most people want to spend some of
the earnings now; no one wants lo stop the divi-
dends though most people would agree to a cap
al some level; more people than the polls have
indicated said they would like to see an income

tax restored."

He noted that most of Ihe people came to lhe
meetings generally advocating options 2, 3 or -4,
which were lo create separate funds for special
purposes, create a community dividend or spend
some of the income. He said, "Perhaps the most
disturbing discovery for me was hearing the depth
of the antipathy and distrust toward the legisla-
ture. There is an edge to it now which Ithink
threatens the survival of republican processes of
government." He found great antipathy between
the Bush and urban Alaska.

"What makes these conversations worthwhile is
seeing the movement in people's thought as the
evening progresses.” In Unalakleel the adults were
clear that the stale operating budget had been cut
so far that it seriously threatened Ihe slate's infra-
structure and institutions. In luneau, education was
a big issue and there was a general feeling that Ihe
current effort to revise the foundation formula
(Alaska's system of distributing stale school aid)
was a misguided and unfair attack on rural Alaska.

"At the second Juneau meeting some of the
participants said the real questions lay in the
realm of values. 'The issue isn't the Permanent
Fund,' one man said, 'it's the future of Alaska. We
are at a crossroads here; we have an opportunity

no other state has; we can paint our own rosy

future." One man in Juneau said our politics have
become toxic: 'We don't talk about what we can
do to make things better anymore, we just talk

about who we can throw over the side.’

"At the Wrangell meeting lhe attendees were
unaware that the budget had been cut in recent
years and indeed found that hard to believe. This
strange phenomenon occurred elsewhere in the
state. Al Wrangell, the public voice was 'leave it

alone; don't give government a chance al it.'

"The second Wrangell meeting opened with a
lot of suspicion of the forum and its motives, which
apparently relaxed as the meeting proceeded.

"The first meeting in Ketchikan found even
those who wanted no change in existing practice
willing to spend more for education. In the next
luneau meeting Ihe paradox of the perceived need
lo use some of the earnings to meet the stale's
needs and yet nol permit Ihe legislature lo deter-
mine how lo spend it was clear. Al the end of a
Haines meeting lhe vast majority of participants,
All but about 3 of 15, fell we should be spending

some of the earnings lo meet current needs.

"At the second Haines meeting the problem of
how to spend a community dividend was solved
by a suggestion that each person be given a
$1,000 dividend and then a further $1,000 divi-
dend, which then would be required lo be given
back to the state for some specific; purpose. Each
person could specify: 'mine goes lo education,"' or
'mine goes to child abuse," or 'mine goes to
roads.' There was a lot of interest in this uncon-
ventional idea and someone quickly suggested
that the stale should compile a list of stale agen-
cies and non-profits that would be eligible lo

receive such funds."

In Anchorage a ground rule was suggested that
any spending program has to "bring the stale
together rather than drive it further apart.”

At a meeting at Bear Valley School in

Anchorage someone said, "I've been out of Ilhe
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stale for awhile, then hack about a year

and a half. I look around and |see a dys-

functional place. Nothing seems to be
working anywhere. The university,
schools and other state institutions are
being crippled, etc. There are only a
couple of things doing well. I remember
a time when it wasn't that way. Now we
have all the money, we could create
whatever we wanted up here, and we're
just floundering around ... We should be
the city on the hill, a beacon to the rest
of the country ... the world, ... and we're
not. What's lacking is political vision and

moral vision."

Detailed reports for other Alaska
communities were submitted. Al
Dillingham there was unanimous sup-
port for an income tax, current use of
Permanent Fund earnings and a cap on
the dividend.

In Della Junction there was a sugges-
tion of individual checkoffs for an edu-
cational endowment. Here the notion of
a tax was considered in the context of:
Let's not do it at the expense of creating
a local borough (i.e., any local govern-
ment) in this part of Alaska where there

is no local government.

At the first Fairbanks meeting there
was a perception that stale institutions
are in a condition of emergency and
need immediate help - mainly the uni-
versity. The second value was that the
Fund was a nest egg that should benefit
future generations as well as current gen-
erations. Al the second Fairbanks meet-
ing it was staled that "the real question
isn't, 'Is the Permanent Fund big

enough?,' but 'Big enough for what?"'

In Kenai the main theme was the
need to invest more in our educational

institutions. One person noted the inade-

Co_mmunit>{ Forums were held
In the following locations

Community D alR s Location
Anchorage | Loussnc Library

Kaladi brothers
Spenard Recreation Center
Cyrano's Bookstore Cafe
UAA Campus Center
Borders Books and Music
Kaladi Brothers ]
Abbott Loop Commumtg Church
Ea%Ie_ River Elementary School
Faityifiw Recreation Center
.Anchorage Chamber of Commerce
.Chugiak elementary School
.Bear Valle% EIementarg School
Girdwood Elementary School
QSand Lake Elefmentary School

upqugiaq Cafe

.................... Bahag| qunter
... Muldoon Elementary School
...... St Ma%'s Ep|sc0Ra Church
..... Mears Middle School
....... Mounlainview Elementary School
.Anchorage Senior Center
Anchorage Museum
.gupqulg!aq Cafe
Aniak High School
.City Council Chambers
....... Cuftural Center
....... Library Meeting Room
...... Community Center

Dillingham o MUSEUM
FairDanks ..oeweeerene March 1B ... ..Girl Scout Building
..March 21 ...431 Gold Dust Lane

. '....'.Borou\%h Assembly Chambers
March 24..... UAF Wood Centér
Brice Center

Ft.Y March 2 5 ative Village budding
Galena.. .March 20 .community | tall
Girdwood... Y| — Girdwood Elementary School
H T — LAY (1N E— Haines Borough Library
Mealy.... . April § .Community Center
HOMEBT s March 2 v South Peninsula Hospital
........................ March 3 ... ..City Council Chamber!.
luneau March 16 ...olate Capitol
........... arch 17 ... Alaska Stale Museum
............. March 25, 30 . Centennial Hall
g 1 e — Alike Lake Campus
16T 1) —— March 5 ... .. Tuslemena School
11V L A — Visitors & Convention Bureau
Ketehikan . March 21, 23, 24 ... .Ted Ferry Civic Center
Kodiak ... .April 27, 28, 29 Kodiak Auditorium
Kotzebue ..o arch 12, 13 e Borough Assembly Chambers
L1114 — Aptil 3 ... ...Nenana School
NIKISKI oo March 6 ....oemmmsen Nikiskl Senior Center

..North Pole Cit){ Hall o
Matanuska Telephone Association

..Mountain View Manor

een Center

.City Hall

C
Skagsvay.. April 6,7 .Skagway School
STV (101 S , Borough Assembly Chambers
Talkeetna oo ih7 .. Three Rivers Tesoro
TOQIAK  ooovvrrrrrsrnsrns Senior Center
............. Tok School lerar\f

Unalakleel ... March (L. Elementary Schoo
Unalaska oo Al 27,28 ... Senior Center
Valdez e AP 21, 22 ..City Council Chambers
Wasilla.... | ..5enior Center

........................................... April 14 . Colony Middle School

) April 17 .Wasilla City Hall o
Lo — 11— Willow Community Council Library

A .
Wrangell... e EI(0 I 1 R Wrangell Middle School Commons
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quacies of Alaska universities, that it lakes an
average of five to six years to complete a four-year
degree because of a lack of course availability and

the infrequency of course offerings.

While facilitating meetings in Southeast Alaska
between March 16 and March 25, Gary Holthaus

reported:

"Seated in close circles and armed with the
same 'video knowledge,' people began to talk,
bringing their own knowledge and emotions to
bear on the subject. The first to speak were often
those who had come with a fear that the dividend
would be taken away from them. Conversations
about children or schools or infrastructure gener-

ally came next. ...

"There seemed to be slightly more (albeit reluc-
tant) willingness to cap the dividends than lo insti-
tute an income tax. On the couple of occasions
when the Hammond proposal was discussed to any
extent, there was a bit more acceptance of the pos-
sibility of an income tax - to capture some of the
large amounts of money that leave the state and at

the same lime to protect low-income Alaskans. ...

"The 25 percent remaining in the earnings
reserve after dividends and inflation-proofing
often became a focal point as people tried to rec-
oncile the need for money for both individual

and public purposes.

"I was surprised and dismayed by the over-
whelming number of people who expressed disap-
pointment and frustration with our elected officials.
There was a strong perception that the legislature
was full of profligate spenders. Even when people
could see the graph on page 1J of the booklet -
which shows declining capital and operating
expenditures for more than 10 years - many stuck
by their idea that spending was increasing every
year. Even when the video explained that the legis-
lature returned most of the interest earnings to the
Permanent Fund there were people who remained
convinced that it was somehow being squandered,

somewhere, on something unnecessary."

The final meetings in Anchorage were the best-
attended of all the meetings: 27 at Q Cafe on
April 21; 44 at St. Mary's Church on April 24; .33
at the Senior Center on April 28; 40 at the
Museum on April 29; and 22 al the Q Cafe again
on April 30 - the last meeting.

The museum meeting had 37 of the 40 partici-
pants raise their hands in support of a slate
income tax, either reinstated before or alongside

any spending of Fund earnings.

The Senior Center meeting found many people
in support of a stale income lax "... believing that
such a tax would actually help to make govern-
ment accountable lo their constituents.” The need
for legislative accountability was a strong theme at
this meeting, along with some passionate opposi-

tion lo state taxation.

lattended and promoted lhe large St. Mary's

church meeting, where support for spending some
income now for public purposes and support for
simply letting the Fund grow were equally divid-
ed. Al the end there was "more support for spend-
ing than saving." There was distrust of the legisla-
ture expressed as well as "a moral concern that
the government was failing to adequately care for

those who needed help most."”

The "wrap-up" call-in radio
show on June 11, 1998

On June Il, 1998, a two-hour statewide public
radio call-in show was scheduled as a summary of
and reflection on the March and April meetings.
Interestingly, the legislature, which adjourned in
early May, had decided for the first time in many
years lo nol appropriate "undistributed” or excess

income to principal.

At the radio call-in show, town meeting facili-
tator Mia Oxley spoke of the themes that emerged
from the March and April meetings, the first being
a desire to continue the dividend program. The
second theme revolved around inadequately
addressed and unmet public needs - in particular,

education. A third was what people sec as waste
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and mismanagement in state programs and gov-
ernment programs in general. A fourth theme was
deep distrust of elected officials and their process
of spending money - though there were "hopeful"
people who expressed a faith in that process.
Finally, she said there was support for reinstating

an income tax.

+

"W e are no

O fexporting our tax

The call-in speakers personalized the issues.
One said that he was "offended" by any state-
ment urging spending of Fund income. Another
equally vehement call-in said that the amount of
income had grown so large that it was time to
spend a small portion of it. He said that the
choice was nol cutting dividends or imposing an
income tax. We could, he said, use only 10 per-
cent of Fund income, undesignaled income for

urgent state needs.

One caller was a state senator who had been a
leader in appropriating the Fund's undesignated
income to principal. He pointed out that most of
the state's income (85 percent) was oil royalties
and taxes, which would be gone in 15 or 20
years. This fact argued for not spending any por-
tion of Fund income. Local taxation was suggested
as a means of providing for state needs. "We are
no longer going lo have the luxury of exporting
our tax burden lo the oil industry,” the senator
said. "This political generation has spent two-
thirds lo three-fourths ($60 billion to $80 billion)
of the combined wealth of the richest oil field in
American history and we are passing some of it

on to our kids," he said.

In speaking of the next generation, a later call-
in speaker pointed out that at the current reduced
level of education funding, the next generation
wcaild be ill-equipped to make any expenditure
decisions. A Petersburg speaker did nol favor an
income tax, but the use of Fund income instead.

longergoing to

burden to
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He said public needs were a higher priority than
an income lax. "l don't think Ishould demand of
stale government that | always receive that

check," he said.

A panel guest said that the recent legislative

decision to not appropriate undistributed income

have the luxury

the oilindustry

lo principal may be an expression of discomfort
with the fact that we have reached the point
where Fund income should be used to pay for

urgent state needs.

Piiiliciixmts at a_town |ull meelinfi till out a Survey on
theirperson, il vision for the Fund.
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Principles & Interests Conference Program

Friday, November 21, 1997

e Welcome, Launching the Principles &

Interests Project

Steve Lindbeck, Executive Director,
Alaska Humanities Forum

Purpose and goals of the project and conference,
structure of the project, roles of participants and
attendees, social, economic, political and historical
trends in Alaska since statehood, where Alaskans

are today

*« Milestones and Management: What Every
Stakeholder Should Know

MODERATOR: Esther Wunnicke, former Alaska
Commissioner of Natural Resources

SPEAKERS Byron Mallott Executive Director,
Alaska Permanent Fund Corporation; John
Whitehead, Professor of History, University of
Alaska Fairbanks; Clark Gruening, Vice Chair,
Alaska Permanent Fund Board of Trustees and for-
mer Chair, House Special Committee on lhe Alaska
Permanent Fund; Wilson 1. Condon, Alaska
Commissioner of Revenue and Permanent Fund
Trustee; and CIliff John Groh, Anchcage attorney
and former Special Assistant to the commissioner

of Revenue

Context within which the Permanent Fund
emerged, establishment of the Fund, past proposals
for use of the Fund, origin of the dividend program,
the revenue outlook for Alaska, evolution of the
Fund's investment policy, role of stakeholders,
decision-making process of Fund management,
sources and uses of Fund dollars, determination of
income available for distribution, inflation-proofing
and earnings reserve and the Fund's relationship to

other public assets

Permanent Fund Management Issues
MODERATOR: Cheryl Erasca, former Budget
Division Director, Slate of Alaska Office of
Management and Budget

SPEAKERS: Eric Wohlforlh, Chair, Alaska

Permanent Fund Corporation Board of Trustees and
former Alaska Commissioner of Revenue; Dave
Rose, Chairman, Alaska Permanent Capital
Management and former Executive Director, Alaska
Permanent Fund Corporation: Michael J. O'Leary,
Jr., CFA, Executive Vice-President, Callan
Associates; Robert Maynard, Executive Director,
Public Employees Retirement System of Idaho and
former Deputy Director, Alaska Permanent Fund
Corporation; and Melody L. McDonald, Certified

Investment Management Analyst

Investment choices and considerations, asset allo-
cation issues, defining the Fund's corpus and risks

to lhe integrity of the Fund

Present at the Creation: Personal Reflections on
the Birth of Ilhe Permanent Fund

MODERATOR: Mike Doogan, Columnist.
Anchorage Daily News

SPEAKERS: Jay Hammond, former Governor of
Alaska; Avrum R. Gross, former Alaska Attorney
General; Hugh Malone, former Speaker, Alaska
House of Representatives and former Alaska
Commissioner of Revenue; Tom Fink, former
Anchorage Mayor and former Speaker, Alaska
House of Representatives; and Oral Freeman, for-
mer Legislator and former Chair, Permanent Fund

Board of Trustees

Prominent Alaskans' reflections on the Fund's cre-
ation and evolution and predictions and recom-
mendations for the Fund's future

Perspectives on Public Wealth and Public
Obligations

MODERATOR: Andrew llacker, author of *money:
Who Has How Much and Why"

SPEAKERS Edward Rasmuson, Chairman of lhe
Board, National Bank of Alaska; Thomas R.
Stauffer, Ph.D, Adjunct Professor, Center for
Contemporary Arab Studies, Georgetown
University; Judy Brady, Executive Director, Alaska

Oil & Gas Association and former Alaska
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Principles & Interests Conference Program

Commissioner of Natural Resources; Mary Nordalc,
attorney and former Alask.i Commissioner of
Revenue; and Michael C. Harper, President and
CEO, Kuskokwim Corporation, former Deputy
Commissioner, Department of Community and

Regional Affairs

Who owns lhe Alaska Permanent Fund, obligations
of wealth, implications of public ownership, look-
ing at Alaska from the Outside in and how the rest

of the world sees US

Perspectives on the Purposes of the

Permanent Fund

MODERATOR: Brim) Rogers, consultant

and former Legislator

SPEAKERS Donald Gordon, Professor, Clemson
University, and former adviser to the Alaska
Legislature; Michael R. O'Connor, President, Peak
Oilfield Service Co.; Walt Parker, member, Arctic
Research Commission; Steve Rieger, former
Legislator; Kay Brown, former Legislator and former
Director, Alaska Division of Oii & Gas; and Waller

). Hickel, former Governor of Alaska

Purpose of the Fund, vision for the purpose of the
Lund and what the vision means for working
Alaskans, future generations, the least fortunate
Alaskans, the social fabric, personal freedom, the
economy and long-term Alaskans vs. temporary

Alaskans

Saturday, November 22, 1997

Future Consequences: How the Fund and

Ihe Dividend Affect Alaska

MODERATOR: Eleanor Andrews, President
and CEO, The Andrews Group and former
Commissioner of Administration

SPEAKERS Scott Goldsmith, Professor of
Economics, University of Alaska Anchorage,
Institute of Social and Economic Research; Gregg
Erickson, Economic Consultant; Andrew Hacker,
author of "Money: Who | ias Elnw Much and
Why/I Arvin Dull, Bank Manger, First National

Bank in Bethel; Gerald A. McBeath, Professor of
Political Science, University of Alaska Fairbanks;
David Resume, Economic Consultant; and Debra
Call, Alaska Native Program Manager, Alyeska
Pipeline Service Co.

Political and social effects of public ownership of
wealth, economic, political and social effects of the
dividend and economic, political and social effects

of other uses of Fund earnings

Keynote Address: Opportunities and
Obligations of Public Wealth: Leadership,
Stewardship, Responsibility

SPEAKER: Andrew Hacker, author of"money:

Who Has How Much and Why"

Roundtable Discussion: The Future of the

Permanent Fund

MODERATOR: Lee Gorsuch, Chancellor,
University of Alaska Anchorage

SPEAKERS:TheIma Buchholdt, former legislator;
Bill Ennis, physics teacher; Kelly Haney, Anchorage
School Board member, university student; Scott
Heyworth, longshoreman; Archbishop Francis T.
Hurley, Archbishop of Anchorage; Mano Frey,
Business Manager/Secretary-Treasurer of L.I.U.N.A.
Local t||4 1; Margy Johnson, Mayor of Cordova,
businesswoman; Jerome Komisar, president,
University of Alaska; Jonathon Lack, attorney and
legislative aide; Henry Springer, Executive Director,
Associated General Contractors; Dennis Tiepelman,
President and CEO, Maniilaq Association; Peg
Tileston, Chairperson, Alaska Common Ground;
and Tom Williams, former Commissioner of

Revenue

The Fund's role in realizing our vision for
Alaska, policies to adopt in addressing Fund
issues, implications of adopting these policies
(social, economic, political, institutional), risks
and roadblocks ahead and procedure for reach-

ing consensus on issues

(€) sSmidwil suUISINIL [IL
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HOW THE PERMANENT FUND WORKS
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‘OPPORTUNITIES AND OBLIGATIONS
OF PUBLIC WEALTH: LEADERSHIP,
STEWARDSHIP, RESPONSIBILITY"

by Keynote Speaker Andrew Flacker, author of "Money: Who Il.is How Much and Why"

was asked lo come here, well, yes, from New
York City, and by the way | went to lhe

concierge al the Hillon Hotel to find out

exactly how far it is from New York to Anchorage,

and he guesses 3,696 miles. So, I've come this
distance not because I've been among you in
Alaska, but because | have been concerned with
the philosophy and values informing the public
fund debate, which is public wealth and the atten-
dant responsibilities, stewardship and questions of

leadership.

Now the American emphasis, since lhe very
beginning, has been on individualism and individ-
uality. These values, individualism and individual-
ity, have been quinlessentially expressed in
Alaska. Put very simply, people have come lo this
slate, particularly from Ihe Lower 48, to better

themselves.

This was expressed best by our fourth presi-
dent, lames Madison, in the " Federalist Papers."
The "Federalist Papers, "as you know, were to out-
line the kind of government we were lo have; they
talked about the Congress, the presidency, the
courts. But Madison look off a little time to talk
about lhe kind of people who would inhabit these
United States.

He said, "In this population we would
encounter" (and I'm quoting Madison) "a diversity
of faculties among individuals." But he said Ihe
most important faculty, the one that is really going
lo dominate this country, "is the faculty for acquir-
ing property.” Now he didn't just mean great for-
tunes, but lie really meant income - bettering

yourself c. anemically.

Andrew Hacker

Andrew Hacker is
currently a professor of
political science at
Queens College of the
City University of New
York. Prior to that, he
taught 16 years al
Cornell University.
Hacker is the author of

eight books. His hook ' TWO Natlons," a New
York Times bestseller, is considered by many to
he the definitive treatment of race in the
United Stales. It has been adopted as a text-
book on hundreds of college campuses. His
credits also include the acclaimed "MONEY:

Who Has How Much and Why. -

Hacker is selected to lecture widely in our
country to college audiences and business and
professional groups. He is a prolific contributor
lo national publications |nclud|ng the
Street Journal, Fortune, Forbes', Newsweek
The Atlantic, Harper's ana The New York

TimeS Review of Books.

This has been al the forefront of most
Americans' minds. And indeed there is, let's be
frank, a competition that involves all of us. In
other words, we're all engaged in vying with one
anoP’or to see who does belter. Now ldon't want
to pt this in the crassest economic terms, but if
any of you have been to a college class reunion,
you find your classmates come up to you and ask,

"What are you doing now?" They don't mean that.

They simply want lo know, "Are you ahead of me

or behind me?"

9 'ON 3IANTOA O SH.IWI S3AISNdL HL



(8) VOLUME NO.

THE TRUSTEES TAPERS

THE TRUSTEES PAPERS +VOLUME NO. 6

Alaska Sen. Ted Stevens introduced Andrew | /)< ker.

Now money is also, of course, a way of keep-
ing score. Nol just in ihe world outside, Inil for
ourselves. Am I cloinm better? How much can |
make? Can | really get lo the point where | have
seven figures slashed away? This becomes a com-
petition nol only among others, but with our-
selves. Of course you get this at the higher realm
with members of the FOrDES 400 who grab for
the first issue each November to find out, for
example, whether Ted Turner's doing better than

Rupert Murdoch.

Another of our founders also set the pace.
This was Alexander Hamilton, and |l am a great
aficionado of Alexander Hamilton. | think he
deserves a lot more than the $10 bill. In 1701
he wrote a document - still not well known -
called The Report on Manufacturers, which he
submitted to Congress and lo President
Washington. In it he envisaged an industrial, a
competitive, a capitalist, indeed a high-tech

America.

He pointed out that people would work in this
country, work hard, often at more than one job in
order lo "multiply their acquisitions and their
enjoyments.” And | think this is true. If | were* to
be asked, "What is the first American vocation?

What's the activity that really sums us all up, that
we pursue most vigorously?" Ithink Iwould have

to say - shopping.

This is the number one right guaranteed lo us.
If you go to a sample of Americans and say, "Look
you've got two rights. One is the right lo vote, the
other is lhe right to shop. One of them won't be
taken away. Which will you keep?" To ask the
question answers itself. And, indeed, our quintes-
sential institution is the great American shopping
mall. Now Irealize the one you have on Fifth
Avenue near here is not quite like the Mall of
America outside the Minneapolis Airport, but

we're working on it

Hamilton was the inventor of supply-side eco-
nomics. Now, by supply-side economics, ldon't
mean that Laffer curve on a cocktail napkin, but
rather that we depend on suppliers to array us
with goods on lhe shelves, on the racks, to tempt
us. And we then begin to feel the need for them.
In other words, we as consumers are not very
imaginative. If I had asked you, "Hey! Name a
few things that haven't yel been created that you
would like to have," you'd draw a blank. Hut you
do have a shopping list in your head, just as | do,
of things that are currently on the shelves that you
want. The list changes all the time. The suppliers
at one point, for example, invented the barbie
doll. Now, you know, 0-year-olds didn't think they
wanted a barbie doll, but once it was there they
certainly did. You could point to, oh, say
McDonald's big Mac; you could point lo the
sports utility vehicle. Once these things are put
out there, wc want them. Indeed, our wants

appear to be endless.

I really believe that figures like James Madison,
Alexander Hamilton, Alexis de Tocqueville - the
French visitor - that we're standing on their shoul-
ders. They assist and aid our thought, particularly

in understanding today.

So |l want to cite Tocqueville, who visited this
country during the Jacksonian period - 1830 lo
1835 - and wrote a straightforward book called
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IIDCTT]OCmC)/ In AMCIICO, " which even today helps
explain ourselves as no other volume does.
Tocqueville said that as lie arrived in the United
States, what he saw was an inordinate love of

material gratification.

"W hat Tocqueville saw w

identity through

Now what could he mean by that? Does he
mean tilling up our houses with ovcrslulfed furni-
ture' Does he mean greed, that we need more

and more'

Not really. What Tocc|ueville saw was how
we express our identity through purchasing. And,
by the way, material does not have to mean hard
stuff that you touch. It can also mean opera tick-
ets; it can mean foreign travel; it can mean a

variety of experiences of lhe sort that Hamilton

called enjoyments.

Tor example, Judy Brady, a member of the
panel I'was on yesterday, talked of Alaskans as
unique individuals. Well, let me suggest to you
one way that we express our uniqueness. In a class
of mine at Queens College, where Iteach in New
York, I sometimes illustrate this by asking students

in the class, "Do you have a music collection/"

Music collection, vvlial do I mean by that'
Well, recordings. You know, CDs, cassettes, per-
haps some Li’s stashed under the bed. And the

student says, "Yes, | have."

"Well," lask, "How many items are in it
Well, she doesn't quite know, so Isay, "Give me

an estimate."

"Well," she'll say, "110."

I say, Actually you have 117. Now, let's look

al your collection of 117 recordings. Hey, it could

he punk rock, it could have some Beethoven, Hip
Ilop, you know, it could have spirituals, whatever
you like. Hut you know your collection of 117
recordings. And, by Ihe way, you bought all these.
This doesn't count gills. Gifts are a whole other

story. When a person gives you a gill, do you

as how W e eXxpress our

pufchasing."

know what a gift is? I've finally worked it out.
When a person gives you a gift like, say, a book
or a recording, what they're saying is, "I'm nol

satisfied with Ihe way you are, you need this."

Anyway, these are nol gifts, you bought these
for yourself. But, you know, that collection of 117
recordings - hey, Icould say the same thing about
books, but I'm sticking lo music - that collection is
unique. No other person in the world has the same

117 making up their music collection that you do.

Now this is lhe way we pul together pieces of
our identity, through our purchasing. We're nol
philosophers; we're nol moralists; but we depend

on this great American shopping mall for jt: that.
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As for the question, will we ever have enough
money? This depends. You know, if you ask people
how much they're making, maybe they'll tell you.
And then ask, "How much more would you like?"
People generally want, say, if they have $40,000 a
year, they say, "If | had $00,000, it would be fine."
Well, that's great, but you know what happens
once they get the 00. Well, maybe some of us slop.
Maybe some of us don't need that extra dollar.

m ] . 1

fthe Declaration

"M oSt oo

liberty and the

against the British governm

I have a very wealthy friend, lie's my oldest
friend. His father died and left him $15 million
and my friend lives on his dividends. One day he
says to me, "You know, Andrew, | can't live in
New York City." And Isay, "Why?" "Well," he
says, "You know I'm trying to collect art. But do
you know what a Matisse costs nowadays?" |try

not to feel loo sorry for him.

Now, a corollary of this individualism and
individuality is, of course - and we have heard
this theme throughout lhe conference and doubt-
less will hear it until it adjourns - a mistrust of
government. This, loo, has been an American tra-
dition. If you look at the Declaration of
Independence - independence from England -
most of it is nol about life, liberty and the pursuit
of happiness, but is, rather, a bill of particulars
about the British government and all the grief they

caused us, with the particulars itemized.

The same thing is true todav. You know, all of
us trust UPS over lhe postal service without ques-
tion. And in fact it's a challenge: Can you think of
three government agencies at any level of govern-
ment that you think are doing a very good job? It
isn't easy, is it? Personally I think the Internal
Revenue Service is doing a very good job. But not

many people agree with that.

o fIndependence
pursuitofhappiness,

entand

*VOLUME NO. 6

What we do, of course, is make a practice of
so hobbling government that they make a mess of
whatever they undertake. We see this, for exam-
ple, with anything from child abuse prevention
agencies lo examples I've heard here about fish

and game enforcement.

Of course the American presumption has been
that individuals know best what to do with their

money. Of course, we're anti-taxes, but we also

— T2
lite

w S — =

isnotabout

buta billgfparticulars

ail the grief,they causedrus."

defend spending our money as we chiose and the
freedom lo be frivolous. Now this is the great
American presumption that really infects all of us.
We want our own money, and as |suggested ear-
lier today, even those of us who are above the
national median, above the stale median, well
above it, still lake the check and deposit it when it

comes. That tells us a lot about ourselves.

Yesterday, one speaker said she didn't ask for
lhe check. She just felt any perspective she might
have on iife in Alaska would re, Iwon't say cor-
rupted, but touched and affected if she asked for
it. But the vast majority, even those with six-figure
incomes, take the check. And if Iwere living here

I would take it as well.

The question is, "What happens to us when we
do that?"

Willi respect to public wealth, this is a key
question, and | want to address it. I could start
with an agenda of how income from the
Permanent Fund could be, let's say, distributed
lo education. But I've been in education too
much lo be sanguine about how the money

would be spent.

One suggestion I've heard was lo give a laptop
to every student. Or there should be more guid-
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anee counselors or more special education or
more bilingual education. The only thing I can see
from my long career in teaching that would really
make an effect in improving the quality of educa-
tion is to have a ceiling on pupil-teacher ratio in
the classroom of 15 to one. Twenty lo one won't
do it. Eighteen to one won't do it. You've got to

got to 15 to one. And you can imagine what that

would cost.

Another consideration is that fewer and fewer
people are having children. We have many people
who are postponing marriage, nol having kids at
all. We have a higher proportion of the population
who are now in what Icall the "late post-children
phase." Their children are finished with school,
college, and they don't have that much of an inter-
est - and luse "interest" in the serious sense - in
the education of other people's children.

As far as health is concerned, of course we're
concerned with that. But, again, the American
way comes to the fore, doesn't it? And we don't
have lhe highest infant survival rate in the world,
do we? We're about ninth in infant survival. Even
Portugal is very close lo us now. One of the rea-
sons for this is when we spend money on health
we don't spend it on health, really, we spend it on
medicines, hospitals and technology. As we know,
countries that are far less wealthy than we have
much better health and disease prevention

because of IThe way people handle themselves and
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their lives. We are very reckless with ourselves
and then we ask for the medical system to patch
us up. Anri I'm not just talking about cigarettes,
it's the whole thing, including such disparate ele-
ments as diet and the reckless way people drive

their cars.

Now Alexis de Tocqueville was from a wealthy
french family, an aristocrat, and he knew about
Ihe virtues and values of aristocratic rule. He said
in his book on democracy in America, "The ques-
tion is not how lo reconstitute an aristocratic soci-
ety, but how lo make its values proceed out of the
democratic stale of society in which God has

placed us."

lie wrote about the effects of these values. He
said, "They give a certain elevation to the human
mind, lo refine the habits, embellish the manners

and cultivate the arts, promote the love of poetry,

beauty and glory."

Now, even on Alaska's tundra there is poetry,
beauty and glory. We have one life lo live and the
best in our lives, this is Tocqueville talking, is the
aristocratic virtue of beauty, truth, learning about
ourselves and expressing it through art, through
music, through poetry, through dance.

Now, I'm not coming here lo say Alaska
should become the arts center of the world. But
without those values, you begin to ask, "Are we
making the most of our potentialities and our
capacities?" This, | believe is what Avium Gross



A VoI xo.

IRI'si I'ls LAI'lTs

nil

THE TRUSTEES PAPERS «VOLUME NO. (?

meant when lie talked ahoul the cliialily of life
yesterday, and what Danny Boldun, who is quot-
ed in the INNC.UI Report, meant when he said,

"Keep our civilization civilized."

Now, what kind of leadership, what kind of
stewardship approaches, emphasizes and main-
tains that kind of value? Well, there are various
models for this, and I'm going to he very specif-
ic and focus on three ways in which this has

been done.

There is first the aristocratic mode or model, if
you like. For example, | hope that everybody in
this room before you end your years here will
have visited the Ulfizi Gallery in Florence. Ifyou
haven't, you're a diminished person. Idon't care
whether your thing is football or hockey or any-
thing else, this - the Uffizi - has shown what
humanity can do, Now, the Uffizi Gallery and the
whole art, the whole spirit of Florence were really
built by the Medici family, aristocrats who were
very wealthy, very powerful. But they knew they
had responsibilities - that aristocracy has responsi-
bilities. Power has it, privilege has it, and they
devoted themselves to making Florence the art
center of the Western world. Florence, by the way,
is not a huge city - no bigger than Anchorage. But
this can be done and was done.

Andrew thicker detnils his thoughts nboul person,it
responsibility.

Another model is, shall we say, private busi-
ness wealth. Again, if you're to be a full person,
you must spend some time at New York's
Metropolitan Museum of Art. As a single museum,
it's the greatest museum in the world. It goes
beyond European art to Egyptian art, Indian art -
the entire world. The Metropolitan Museum was
built by robber barons. Yes, the very same men
who exploited the rest of us through their trusts
and the rest. But after they made their millions -
today that would be billions - they gave it back lo
the people in the form of the Metropolitan
Museum. One of the finest collections in that
museum was funded by a man who cornered the
sugar market, drove up the price throughout the
country, so that we all had lo pay more for sugar.

But, hey, he gave it back.

A third example of stewardship here is what |
would call the stale. But 1 don't mean the stale in
the sense of that government that we are constant-

ly attacking.

Take, for example, Ihe Louvre. You see, I'm
using three museums here, Uffizi, tl\c Metropolitan,
the Louvre, the latter being the great museum in
Paris. True, it was founded by the monarchy, but
after the French Revolution when the monarchy
was overthrown, France as a nation said, "This is
our heritage, this is our gift to the world." And all
the way through - whether it was Napoleon,
whether it was Charles tie Gaulle, whether it's
today - France says the taxpayers will support the
Louvre because it shows France al its best.

Now the question is how far any of these mod-
els are applicable in the United Stales. Well, it's
an uphill strugg'e, but let's see how far we can
move in that direction. Here Iturn lo another of
my philosophers, and this is Edmund Burke.
Edmund Burke is the foremost philosopher of con-
servatism. There's nobody who comes near him.
As you know, he was an Anglo-Irish member of
Parliament. He was, for many years, a great critic
of the French Revolution. He fell it was destruc-
tive. But he was a great supporter of our American

Revolution. Fie wrote nol just on conservatism but
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on society and how we should build and sustain a

society. I'm going to read just a passage from

Burke's Reflections on the French Revolution.

He started by saying society is indeed a con-
tract. Well, we've had a lot of social contract the-
orists, such as Thomas Hobbes or John Locke,
who said, yes, people get together and set up a
government. No, no, Burke said, it's more than
that. He said society is indeed a contract, but the

stale ought not lo be compared as nothing better

" "O urcontract is a partnership

in allart, a partnership in.every

than a partnership agreement in a trade of pepper
and coffee, calico or tobacco, or some other such

low concern.

Now our contract, he said, is a partnership of
all science, a partnership in all art, a partnership
in every virtue and in all perfection. As lhe ends
of such a partnership cannot be obtained in many
generations, it becomes a partnership not only
between those who are alive, but between those
who are living, those who are dead and those
who are yet to be born. Now really, | read this
several times a year lo each of my classes - a
partnership between those who are living, those

who are dead, and those who are yet to be born.

Now, let's just lake a look al this conference.
Let's ask, "What isour contractual obligation to
dead people - to people who built Alaska and are
no longer here?" Burke would say it's not so much
that you've got an obligation to dead people, but it
does tell me something about you if you don't feel
an obligation lo people who came befoie you.

Now I've been here as a visitor long enough
lo be told that people arrive here every day and
believe Alaska's history begins the day they
arrive. That's a bit sad, because there's no sense

of what was built, what was put here before

them. And it also, and this iswhat Burke says, it
diminishes us lo feel that history just belongs with
us. This is why Iquote Edmund Burke, rather
than simply saying, "Here's Andrew Hacker, he

knows all lhe answers."

And of course, there's our obligation to those
who are yet to be born. But that obligation is also
lo other people's children, not just to our own.
Burke was very firm on this. This is where we're
having real difficulties in the United Slates. People

o fallscience™# partnership

virtue arfcfm allperfection/"'

may feel an obligation to their own children, but
not to others. And how do you begin to tell peo-
ple you feel Ik.l obligation? Well, once again,

what we have to say is: "What kind of person are
you if you don't feel an obligation to children, to

the next generation?"

Consider this example: It's summertime. You
see a recreational vehicle in front of you, a
Winnebago, and you've probably seen the
bumper slicker that says, "We're spending our
children's inheritance." At that point, if | were a
firearms person, I would want to take a gun out
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and do a few tilings lo their tires. No, no more
than that. Because imagine what kind of person
says, with glee, "We're spending our children's
inheritance?" Because they're not just talking
about their own children, you know. Imagine
what kind of parents they were lo raise children

that they now reject. But they're also talking about

"lfyou wantto think

VOLUME NO. 6

Now before Icame here - because one of my
avocations is statistics - |1 looked up a few figures
about the two nations in Alaska. Iwould suggest
to you that ifone is lo think about a better Alaska,
there is a lot of unfinished business to be clone on

this score and in this area.

aboutalbetter Alaska,

there is a lot ofunfinished business to be donel/’'

everybody's children. Well, I think a king of

France once said: After us the deluge.

As the senator pointed out in introducing me, |
wrote a book several years ago entitled ' 1WO
Notions,"and it was about race in America. And
yes, I'm pleased to say it was a bestseller, and
used very widely throughout the country. The two
nations were black and white. The subtitle was,
"Separate, Hostile, Unequal,"” That book, though,
does not apply in Alaska, and Ididn't expect it to,
because if Alaska has two nations, they are not
black and white. | know you have people of
African origin here, but the dominant roots in
Alaska, and I'll say races for the moment, are of
course Caucasian Alaskans and Native Alaskans.
And luse "Native," of course, in the serious sense
of indigenous people. And of course, as | know
and you know, you have the highest, largest
indigenous population of any state and indeed the
largest proportion of population that is indigenous.
As was pointed out very well, the Native Alaskan
population are not transients. They were here
before those of us who are Caucasian came and, |

dare say, will be here after us.

Now, as far as public wealth and stewardship
are concerned, |lwas rather interested lo see that
people talked about sanitation, they talked about
infrastructure, talked about education, health. But
nobody cast this in racial terms. lwonder why. If |
were to redo my work on race up here, lwould

certainly keep the Two Nations title.

Of the Alaskan population age 25 and over -
this is from the last census - this is the proportion
of Caucasians and Native Alaskans who have
graduate degrees. Now as we know nowadays, a
plain old B.A. doesn't get you very far. Those of
you who have children certainly want your kids lo
have more than a B.A. Well, 10 percent of the
Caucasians have graduate degrees, | percent of
the Natives. 1"we take just plain B.A.s, 17 percent
versus 3 pcrcc nt. And of course a very high pro-
portion of these Caucasians have brought their

degrees up here with them.

So what we have is a rather strong imbalance.
If there is to be any thought of equity in the
future, the question is: Can wc gel it lo 27-27?
Because that's what my goal was in writing about
bicick and white in America, where there are sim-
ilar disparities. | would presume something simi-

lar is here.

Now lunderstand, of course, that much of the
indigenous population lives in subsistence settle-
ments where this kind of education may not be a
model. At the same time lalso know that the
indigenous population is growing and that,
increasingly, members of that population are com-
ing to cities like Anchorage and Fairbanks and
elsewhere, where they're going le be tested on
how much of this kind of qualification they have.

So lhe question is one of imbalance.

Now let's talk families headed by mothers.

Fourteen percent of Caucasian families in Alaska
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are headed by mothers; 30 percent - almost a
third - of the Native American families arc headed
only by the mother. Now I'm not being moralistic
about this, but with such a family, with only the
mother's income or earnings, those kids are not
going to have the kind of chance that they would

have with a two-parent family.

One has lo ask: Why is the rate so high? Is this
a Native Alaskan tradition? | daresay not. There's
been something going on here which has caused

fathers, husbands, men not lo commit themselves

DIVIDEND AMOUNTS
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to families to a very high degree. Well, here, too,
we're not saying that pouring in money into it is
going to help in any great degree. But the ques-
tion is, this is an imbalance that needs, in terms of

equity, to be remedied.

Parallel to this are the figures that | got from lhe
Department of Health and Human Services on
AFDC, the welfare population. Aid to Families
with Dependent Children. The welfare population
is essentially 49 percent Caucasian, -10 percent
Native Alaskan and the rest other groups. OK.
Correcting for population, the odds are 4.7, almost
5 times greater that a Native Alaskan family will be
on welfare than a Caucasian. Now welfare was not
invented by indigenous peoples; it's something
here which makes up for an imbalance that obvi-

ously arrived after the Caucasians came in.

Another consideration, ifsomebody’ in prison,
they can't support their family. | haven't put the
figures down, but again, |got these from the
Justice Department. When you look al those peo-
ple who have been convicted of crimes, but are
now either on probation or parole, the Caucasians
have a much greater chance of being out on
parole or getting probation than do Native
Alaskans. Here, too, | leave it lo you - this is your

country, your turf- lo answer these questions.

What I'm indicating here is that just in terms of
equity, Native Alaskans were here first. Others - |
won't say interlopers - came afterward. In many
ways, the kinds of imbalances we have here were
formed, created by people like ourselves,
Caucasians, coming in here. Now, I'm not going
to try lo lay a guilt trip on everyone in this, but
what lwould simply say is that in terms of public

wealth, this is unfinished business.

To sum up, I'm going to quote from
Tocqueville again. When he finished his volume
on "Democracy in America." he was really rather
upset with the individualism, the individuality,
lhe kind of democracy he saw. |ie said he want-
ed this country, which he thought had great
potential, lo develop a sense of public wealth, of

stewardship, of leadership.

But he said we can't expect average people to
bo philosophers. Well, I'm going to quote him
here. So he spoke of the principle of self-interest
rightly understood. Self-interest rightly understood.
Fie said it produces no great acts of self-sacrifice,
but suggests daily small acts of self-denial. By
itself, it cannot suffice to make a man virtuous,
but it disciplines a number of persons in habits of
regularity, temperance, moderation, foresight, self-
command. And it does not lead them straight lo
virtue by the will, but it gradually draws them in
that direction by their habits.

lie goes on to say: "l am not afraid lo say that
the principle of self-interest rightly understood
appears lo me to be the best suited of all philo-

sophical theories to the wants of men, the people
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of our time. And I regard it as their chief remain-
ing security against themselves.”" Now what could
he mean by "self-interest rightly understood?"
Well, I could say it in a rather obvious sense. Self-
interest rightly understood is yes, you're looking

for your self-interest, but not just directly. For

"The positions A

are ultim ately less

convey to others and

they are. Buthow they

also provides Alaskans w

they wish to be measured

example, when we line up, when we gel in line,
il's a nuisance. But we do, and we wail, because
it's in our self-interest to do so. Any other system

we'd probably lose by.

So Tocqueville realized, as | sairl, that we
should not expect average citizens to be
philosophers, nor should they be exhorted lo
make serious sacrifices, especially when they
see so many people doing belter than them-
selves. lalluded to (hi., earlier. Half Ihe popula-
tion of the stale has incomes below the $51,000
median. And most of those $51,000 families are
two-earners, which may mean $30,000 for one,
$20,000 for the other. No, we're not talking

about that affluent a population.

Tocqueville's self-interest rightly understood

does allow individuals to ask: How do Igain? But

ith

laskans
gconom
them selves

conceive

a

in

the gain can be something other than pocketing a
$1,300 check. The positions Alaskans take on lhe
dividend are ultimately less economic than
moral. Their views convey lo others and them-
selves the manner of people they are. But how

they conceive their self-interest also provides

take on the dividend

ic than m oral. Their view s

the m anner o fpeople

their sejf-interest

nopportunity to show how

therchronicles ofhistory

Alaskans, as it does others, with an opportunity lo
show how they wish lo be measured in lhe

chronicles of history.
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ALASKA'S NEST EGG

by Thomas Stauffer, from the December 1997 "Financial Times - Energy Economist"

laska has been prudent and saved the
money from its oil revenues. Bui with oil

receipts falling, some politicians are eye-

ing the Fund as a way of making up the budget

shortfall.

"Dear Lord - send us another windfall, and we
promise not to piss it away the next time." This
plaintive cry was found on a T-shirt, appropriately
sold in a hoar-frost encrusted trading post in
Deadhorse, Alaska, then the desolate community
serving lhe North Slope oil fields. The Lord did
answer, the iTudhoe Bay oil fields did become a
new oil bonanza, and Alaskans did keep their
promise - much of the new oil wealth was not
squandered. Instead the state has snuirreled away
a nest egg of almost $30 billion, saved out of the

North Slope windfalls.

Last month was the 20lh anniversary of the
establishment of the "Alaska Permanent Fund" -
known, unofficially, as "Alaska, Inc." The "Fund,"
analogous to a mutual fund, received a large
share of the state's oil receipts and has invested
those moneys each year, accumulating as of
September 1997, a total of $23.0 billion from
unilateral transfers, compulsory contributions
from current oil revenues, reinvested profits and
capital gains. The institution was crafted express-
ly lo protect oil revenues from being dissipated
by the "idiots" - the then governor's description
of the state legislature - and to preserve those

one-time windfalls for the future.

Oil-producing slates elsewhere in the world
have saved part of their oil revenues - ifonly
because there were limits to the rale al which

even governments could fritter away money - but

Dr. Thomas
Stauffer

Dr. Thomas Stauffer
is an international oil
and finance consultant
based in Washington,
D.C. His specialties
include oil and gas
taxation, valuation in

international law, geopolitics of the Middle East
and comparative energy economics.

Stauffer has been a consultant in the Executive
Office of the President, the anti-trust unit of the
Federal Trade Commission and the International
Energy Agency (Paris). His private sector clients
include major US and foreign oil companies, as
well as the oil or finance ministries of oil-produc-
ing countries in the Middle East and Europe.

Educated first as an engineer at M.L.T. and
the University of Munich, Stauffer later received
an M.A. in Middle Eastern Studies and a Ph.D.
in Economics from Harvard. Until recently he
taught economics at the School of Foreign
Service at Georgetown University.

Alaska's providential Fund is unique in key
respects. First, Ihe capital is safe from encroach-
ment by the government - a constitutional amend-
ment is needed lo touch the assets. Second, lhe
investments are transparent - each Alaskan gels a
detailed breakdown of what is invested and what
is earned. Third, and most important, each
Alaskan collects an annual dividend from "Alaska,
Inc." Every man, woman and child documentably
resident in the stale, shares equally in the annual
income from the Fund. This year $750 million
was disbursed in dividends, some $ 1,300 per

capita. Fourth, the funds were prudently invested
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almost entirely outside of Alaska, rather than in

unremuneralive vanity infrastructural projects.

Permanent benefits from oil or mineral wealth
are elusive. Dead cities such as Jerome, Ariz., or
an opera house filled with weeds and trees rather
than spectators, as in Manaos, Brazil, are monu-
ments to the transience of resource-based
booms. Alaska, almost miraculously, resisted
such temptations. It did use part of its revenues,
like other stales, to bloat a bureaucracy and fund
a spectrum of welfare measures, as well as to

build infrastructure.

The 1'J0'J Prudhoe Ray lease sale netted the state more
than $900 million, almost nine times Ihe preceding
year's state hudpet.

Savings

But a large fraction was salted away for the
rainy day when the oil boom, too, like its prede-
cessors, might cease. The legislature in repealed
acts of self-denial mandated that a fraction of
each year's oil receipts be allocated, irreversibly,
into the Permanent Fund. Even more astounding
were further acts of statesmanship by the "idiots"
who decreed that budget surpluses also be
poured into the Permanent Fund. A total of about
$12 billion was diverted from the current account
into the Fund over the years, safe from the clutch-

es of lhe "pols."

VOLUME NO. 6

The stale legislature has continued to stoke the
Fund, adding about $1 billion this year, even
though state revenues have shrunk and even
though these repeated acts of self-denial mean
that funds al the disposal of politicians are com-
mensurably reduced. Each year some $300 mil-
lion is automatically deducted from oil receipts

before they can be touched by state politicians.

Alaska's frugality is greater than might appear.
It has saved more out of less, compared with
OPEC producers. Its output is now 1.4 million-
barrels-per-day, almost twice that of Qatar or
equal to that of Libya. But its earnings per barrel
are much less than that of governments in the
Middle East. Alaska gleans severance taxes of
circa $1.80 per barrel, plus some royalties from
state lands, income taxes on the companies' allo-
cated wellhead income and a tax on the trans-
Alaska pipeline system profits. But the total state
government take is modest - it averages out to
only $3.90 per barrel, less than 25 percent of the
estimated export value. The "take" by OPEC pro-
ducers is typically four times higher per barrel, but

they have saved relatively much less.

Wise

The state's saving is also proving wise. The rain
clouds are gathering and the feared rainy day is
near. Oil production is fading away. The giant
Prudhoe Bay field is beyond its peak - down to
750,000 barrels-per-day from over 2 million bar-
rels-per-day - and restrictions on new exploration,
imposed from Washington, have limited the dis-
covery of replacement reserves. Alaska's overall
production this year has drifted down to 1.3 mil-

lion barrels-per-day.

There have been some new developments.
Companies brought on the Kuparuk field, produc-
ing 250,000 barrels-per-day, and several smaller
fields discovered 15-20 years ago - Point
Mclintyre, Milne Point and Endicolt - havo been
developed. These aggregate lo another 275,000
barrels-per-day. But the decline has only been
stemmed, not reversed, and the prospects are

bleak. A straggle of small fields - Badami,
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Northstar, Alpine and others - will add almost
200,000 barrels-per-day in new production
through 2002-4, but they together barely balance

out the decline in Prudhoe Bay output.

Prospective revenues are doubly threatened.
Total production is falling -- several fields awaiting
development are small and cannot offset other,
aging reservoirs. But revenues per barrel are pro-
jected to decline as well, because the new fields

have higher costs and lower well flow rates.

This wellhead tax is geared lo well flow rates,
governed by the uniquely bizarre lormul - the
"Economic Limit Factor" - so that the yields from
the newer fields, with less prolific wells, fall off
much faster than lhe physical decline in produc-
tion. Thus both per-barrel severance taxes and
total production are falling, compounding the

future shortfall in cash revenue lo the state.

Fund in the spotlight

The budget crunch has turned lhe spotlight
onto the Fund and, more particularly, on what to
do with the Fund's income. The Republicans,
newly empowered in the slate, have cut spending,
tracked lower revenues, but deficits are projected
to get worse. There is now a debate about
whether dividends, now paid out directly to the
populace, should be shifted, at least in part, lo the
state budget. Politicians are asking what is the best
strategy for using this invaluable resource: Should
the state continue the dividends and let each
Alaskan decide his spending priorities - the liber-
tarian option? Or should some of the income be
reallocated to the general budget to offset falling
direct slate revenues? Although the Fund's capital
is sacrosanct, lhe legislature does have the right to

dispose of the income.

Hitherto, the Fund's income year has been bro-
ken into three parts - first, an amount equal to the
annual inflation rate, measured by the CPI (con-
sumer price index), is deducted and reinvested in
order to "inflation-proof" the corpus of the fund.
This is mandated by law and protects the Fund from

the "inflation delusion,” so that its capital is truly

New developments like Eiulicott Ihive helped stem
the decline from Prudhoe.

preserved. Second, roughly half of lhe earnings are
paid out as the annual dividend of "Alaska, Inc."

The dividend was created to give to every
Alaskan a personal stake in the integrity of the
Fund. The trick worked. Efforts to nibble al the
capital have been political suicide. Recently a
candidate for state senate was eviscerated when
an opponent only hinted that she was even con-

sidering attacking the capital.

Third, what's left remains in the "earnings
reserve." There, too, the legislature has tied its
own hands and transferred that surplus into the

Fund's principal.

Fierce support

Alaskans fiercely support preserving the "per-
manence" of the Permanent Fund, partly because
of bitter recollections of prior booms - and the
busts which followed - and partly out of deep dis-
trust of government. License plates carry the boast
that Alaska is the "Last Frontier," living closer to
nature and its vagaries than Americans in the
"lower 48." Most Alaskans are close to libertarians
at heart, if not neo-anarchists. Politically ihe fron-
tier spirit is reflected in a marked swing in the
political complexion of the slate - once strongly
Democratic, today it is Republicans who have

won the overwhelming majority.

Alaska's economy has been a roller coaster

ride for almost a century. The gold boom was fed-
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lowed by another tied to US military spending -
Alaska was an icy buffer against the Russians dur-
ing the Cold War. That was followed by the next
boom - clue lo the $ 1 billion in lease payments
received in 1969-70, which was quickly spent
without enduring benefit. Then came the boom
when tens of thousands of out-of-state workers
poured in lo build the trans-Alaska pipeline; then
another boom when oil prices peaked in the early
1980s. The ensuing bust after 1985, when oil
prices collapsed, destroyed local real estate mar-
kets, bankrupted a number of the banks and sent
many of the "carpet-baggers" back home. It is still
a bitter memory, not just part of local lore. The
multi-billion-dollar cleanup after lhe Exxon Valdez
spill created its own mini-boom, but that was all

too brief.

This time, however, there is a cushion for the
future, but it may be needed all loo soon. In the
last year, and for the first time, the total income of
Ilhe Fund was equal to total oil revenues. Past rev-
enues saved now yield as much cash as lhe lake
from current production. But while the Fund's rev-
enues are destined to grow, oil revenues - barring
a miraculous surge in oil prices - can only contin-
ue to fall. Therefore the share directly flowing to
the slate government, rather than the independent-
ly managed Permanent Fund, is falling, leaving

the slate ever more pressed for cash.

Philosophical debate

Alaska is not poor, the debate now is less over
cash and more over policy and political philoso-
phy. The money is there - the question is what
role should the government have in determining
how it shall be spent, and by whom. The
Permanent Fund holds $24 billion, and the slate
also has other funds tucked away. The Alaska
Housing Finance Corporation, a state entity which
has accumulated large retained profits in spile of a
program of subsidized loans to Alaskans, has
almost $2 billion in equity. The Constitutional
Budget Reserve Fund holds another $3.2 billion.
The slate, unique among government entities in
North America, has no debt, while holding almost

$30 billion in earning financial assets.

*VOLUME NO. 6

The volume of oil flowing through the fr.irmvw.isa.i
pipeline is expected lo continue’lo decline.

Alaskans therefore enjoy the luxury of choice.
Some argue that state spending should be cut fur-
ther, eliminating the revenue gap. Others argue
that part of the dividend should revert to lhe gov-
ernment, which then can in its wisdom spend on
behalf of the people. Still others argue that lhe
stale's personal income lax - eliminated com-
pletely in the salad days when oil prices were
high and slate revenues five times higher in real

terms - should be revived.

The income lax route is appealing - it hits high
income families most; one-third would be paid by
non-resident or seasonal workers and all would be
deductible against Federal tax liabilities, so that
the hated enemy within the Beltway would in sub-
stance pay part of the bill. Cutting lhe dividend
also has political consequences - the check, now
$6,500 per family of five, is vitally important lo
rural Alaskans, especially the Eskimo and Indian
peoples, for whom it is frequently the largest

source of cash income.
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PRINCIPLES & INTERESTS
ROUNDTABLE DISCUSSION:
THE FUTURE OF THE PERMANENT FUND

MODERATOR: Leu Gorsuch, Chancellor, University of Alaska Anchorage

here are many things that have gone on in
the past 20 years that are of phenomenal

significance to us. We're no longer simply

Lee Gorsuch, Chancellor,
University of Alaska
Anchorage

exploring the moon, we're actually unraveling the

mysteries of the universe. We're no longer simply

advancing in biology. We're actually discovering

the genetic code that is the secret to many disabil-

ities and long-term illnesses. We now have the
capacity to clone species from a single cell. The
communications revolution is connecting the
entire world. We have the technical capacity to
talk to anyone in the world, real lime. There are
innovations taking place in technology, which is
increasingly smaller, cheaper and smarter than
anything we possibly imagined, and which elimi-
nates the necessity for that back-breaking, hard

labor and brawn.

There are many fascinating things going on in
the world that affect us here in Alaska - world
phenomena that are extremely important for us,

that will determine lhe future of the world, the

Moderator Loo Gorsuch led 11 Alaskans, representing
diverse cultures, regions and occupations, in a
discussion about the Fund's role in realizing a

vision for Alaska.

Lee Gorsuch is chan-

cellor of the University of

Alaska Anchorage. In this

capacity, he oversees the

Anchorage and extended
college campuses serving approximately
20,000 students. He is a frequent advisor to
federal, slate and local governments on a host
of public policy issues.

nation, and the state of Alaska. AS Dr. Hacker
indicated, we've got some trouble signs on the
horizon. He shared a few with us. I'll just reiter-
ate a few more - and many of you are familiar

with these.

Over the past few years we've gone from a net
in-migration to a net out-migration. That means
we have more people leaving Alaska than coming
into Alaska. The people coming in are less skilled
than Ihe people who are leaving. This poses some
fairly significant long-term issues for us. Although
we've had some steady employment growth, it's
been very modest, and it's been in sort of the
semi-skilled, unskilled categories, and as a conse-
quence Alaska's per capita personal income has
been falling. Whereas we were number one in the
mid-1980s, we're at number ID now and are
falling rapidly. 1 have no doubt by the turn of the
century we'll be in the lower half of the lower 48

slates in earned personal income.

In the areas of education we have some very

significant problems. A very small percentage of
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our high school graduates go on to college and, ot
those who do, the majority go to colleges outside
of the state of Alaska. We are not educating our
own. Just by contrast, in the slate of Minnesota,
80 percent of the high school graduates go on to

some form of post-secondary education.

Now these are the phenomena that are occur-
ring in the world at large, exciting things that are
happening, and yet here in Alaska we see some

troubling signs.

The question Ithink all of us have is whether
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this Permanent Fund is a property of the slate of
Alaska, as is the rest of our 104 million acre enti-
tlement. The only thing that distinguishes this
Fund from the natural resources and minerals is
that it has a very high economic rent. It's enor-
mously valuable. As | believe Scott Goldsmith

indicated this morning, the thing that made it dif-

ferent was that instead of harvesting lhe trees and
spending the trees lo support education, health

and social services and public safety, lhe rents

were so large we put them into a special savings

fund. But it's the same sustainable source of rev-

enue that we had when we used those other ses-

Participants in the Roundtable Discussion

Andy Kwon is the president of MC
Corporation and has been instru-
mental in the Korean-Arnerican
Citizens League of Alaska.

Dr. Jerome Komisnr served several
years as President of the University
of Alaska system. Originally from
New York, lie was formerly a profes-
sor of economics.

Bill Ennis, an outstanding physics
teacher at East High School, was
named the 1996 BP Teacher of the
Year for Anchorage. His award notes
he not only imparts ideas and infor-
mation to his students effectively,
but also animates the students'
curiosity and learning.

Peg Tileston has lived in Alaska
since 1972. She is chair of Alaska
Common Ground, a trustee for the
Alaska Conservation Foundation, a
board member of the Alaska Center
for the Environment, a board mem-
ber of Oil Watch Alaska and a
member of the Governor's Oil and
Gas Policy Council.

Kelly Haney was born and raised in
Alaska, and isa 1995 graduate of
Dimond High School in Anchorage.
She is studying for a degree in sci-
ence and technology at the
University of Alaska Anchorage.
Haney was the youngest person
ever elected to the Anchorage
School Board.

Scott Heyworth was born and
raised in Alaska. He serves as chair

of Ihe Ship Creek Enhancement
Advisory Citizens Task Force, assists
with Abused Women's Aid in Crisis
Intervention Helpline and the Alaska
Institute for Creative Studies, and is
a board member of Easter Seals. Mr
Heyworth helped form the
Anchorage Bucs Baseball team in
1981. He has been a longshoreman
with Sea-Land/T.O.T.E. for 27 years.

Archbishop Francis T. Hurley, the
Catholic Archbishop of Anchorage,
was honored as the 1997 Alaskan of
the Year, Fie was instrumental in the
establishment of many important
social services, such as Brother
Francis Shelter, Clare Flouse,
Covenant Hose, McAuley Manor
and new churches.

Mano Frey lias been lhe business
manager and secretary-treasurer of
L.I.LU.N.A. Local #341 since 1981.
He was recognized by the
Anchorage Chamber of Commerce
in 1985 for his community service.
Mr. Frey serves on the boards of sev-
eral civic groups, including
Commonwealth North anrl the
Anchorage Chamber of Commerce.

Margy Johnson has dedicated herself to
improving Cordova's economy. She
sewed two terms as mayor of Cordova,
and is the owner of Reluctant
Fishermen hotel. She has also been
involved for more than 20 years with
lhe Alaska Visitors Association.

Thelma Buchholdt is a long-time
Alaskan. She sewed in the Alaska

legislature and helped to establish
the Alaskan-Asian cultural center in
Anchorage. She is a proud mother
and wife who is very active in the
Filipino community.

Henry Springer is executive direc-
tor of the Associated General
Contractors, Alaska chapter. He
was with the Alaska Department of
Transportation and Public Facilities
for 23 years as a surveyor, a
Division Director and as Deputy
Commissioner. From 1987 until
1989 Mr. Springer served in the
Alaska Slate Flouse of
Representatives, representing
western Alaska.

Tom Williams, in his capacity as
Alaska Commissioner of Revenue
was on the original Board of
Trustees of Ihe Alaska Permanent
Fund Corporation. He credits one of
his major accomplishments the hir-
ing of Dave Rose. Mr, Williams is
Alaska tax counsel for BP
Exploration (Alaska) Inc.

Dennis Tiepelmnn is a lifelong
Alaska resident from Kotzebue. He
has long been involved in Alaska
Native affairs. In 1975 he helped
create the regional non-profit corpo-
ration, Maniilaq Association, of
which he is currently president and
chief executive officer.

Jonathon Lack is an Anchorage
attorney who also has extensive
experience serving as a legislative
aide on the state and federal level.
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tamable revenues lo support general government
operations. But in this case we've treated it special

just because it was so large.

It seems to me that when we look to the
future of the Permanent Fund, lhe question is: If
this isone of our major resources, how can it be
used to advance our vision and our ambitions for

the future?

What I'd like lo do as we lead off with the
panel is to break into two questions. The first
question is: What is your vision? The question is
for all of you in the audience as well as those of
you on the panel. What is your vision for Alaska?

What would you like Alaska to become?

A well-known psychologist in the early part of

this century said that the question is not what the
child has been or is
today, but rather what
the child could be. If
you use that sort of
metaphor for Alaska, the
question is not necessar-
ily where we've been,
where we are today, but
where we'd like Alaska
to be. So what I'd like

. everybody to do is just
pane/ articipants
included Tom Williams,
left, Dennis Tiepelman
and lonalhon Lack

take two or three min-
utes to use an adjective
to describe your vision
of Alaska in the future.

When Lyndon Baines Johnson was elected
President of the United States, his adjectives were
"a great society." George Bush, later on in his
administration, said he'd like to see a kinder, gen-
tler America. That was how he described his
vision for lhe nation. First Lady Hillary Clinton has
talked about "it takes a village." So building a vil-

lage might be her vision for Alaska.

I'd like to ask each of you to lake just a
moment to write down what you think are three

adjectives that would characterize the kind of

Alaska, or as Professor Ilacker indicated, the lega-
cy that you'd like to leave in terms of describing
this state that the Alaska Native community
referred to as The Great Land. I'll come back and
ask half of the panel to share with the rest of the
audience their three descriptive visions, and then
Ihe follow-up with a Q and A on the questions
about what role, if any, would the Permanent
Fund play in trying to realize the vision you have

for Alaska.

For lhe other half of the panel, I'll come back
to ihe question and say that if this is in fact the
vision and this is the role of the Permanent Fund,
how could we achieve it? What three steps would
we take in order lo realize this vision for Alaska
and (his use of the Permanent Fund, and that'll be

the second set of questions,

Let me go ahead and now ask each of the pan-
elists if they would just very briefly share with us
what their adjectives were, and then we'll come
back and ask whether or not the Permanent Fund
would play any role in trying to realize that
descriptive state of Alaska. Andy, would you start
off and share with us what your adjectives were

for this great stale of Alaska?

Andy Kwon
What Iwrote down is growing prosperous and

leading. That's my vision of Alaska.

education was a top priority for East Anchorape
lliph School physics teacher Hill Ennis and former
Anchorape School Hoard member Kelly | laney.
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Jerome Komisnr

I had welcoming, a place where people want
lo live. Dynamic, a place that allows people and
communities to grow and he active. | have adven-
turous, a place where new truths are discovered

and new methods are developed.

Bill Ennis

Beautiful, progressive, familial.

Peg Tileslon
Community-spirited, acceptance of diversity

and differing opinions in the sense of place.

Kelly Haney
Mine are kind of boring. | have educated, pro-

ductive and stable.

Scoll Heyworth

My first is collabo-
rative?, where lhe lead-
ers - elected or not -
the institutions - cor-
porate and non-profit
- and the citizens
must work together.

Second, compassion-

Corrlova Mavor Marey .
lohnson talked abou% com- We must have a
munity needs While Tormer  bigger heart lor the

Iegislator The[ma Buchlioldt 1ess fortunate. And

discussedsocial needs. communicative - that
we must accept the

word "diverse" and begin lo know one another's

heritage, traditions and language.

Archbishop Hurley

First we must be thankful lo God for the great
benefit and wealth that lie has given to us as a
people. It does come ultimately from Him.
Secondly, that we will be good stewards, as has
been mentioned lo us just previously; stewards
that arc genuinely concerned about other people.
And thirdly, that we reflect a fundamental option

for the poor.

Lee Gorsuch

Archbishop Hurley, let me ask you now:
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Given your sense of
this vision of Alaska in
those powerful
descriptors of lhe
Alaska that you would
like lo see in lhe
future, what role, if
any, do you see (lie

Permanent Fund play-
ing in the realization of TormerllouseS eaker

that vision? iul Anchorape Mayr.r
orn link was present at

, the creation ol the fund.
Archbishop Hurley

Wherever you have money, you have the
opportunity lo pul things into effect. If we start
from the base that we are thankful for what we
have, we'll be motivated to give ourselves a good
sense of direction. My primary thought here was
to be thankful lo God for the great gill we have. |
would also like to be thankful for the people who

have made this stale what it is.

luse one example. When | first came here lo
Anchorage, one thing I discovered in my own
community (and nol just the Catholic community)
was the number of very successful people and
rather wealthy people who never forgot where
they came from. I think that very critical and very
important for us. So the Permanent Fund becomes
a vehicle for living out our dreams, and so the
question is, for me: What are Ihe themes that keep
pulling us lo the lest? Every time I'm doing some-
thing I have to be thankful for the source of it

Secondly, I have lo be a good steward.
Steward means, of its very nature, reaching out
and being concerned about others, so it cannot be
self-centered, which again was the main topic of
our speaker today. Itold him he stole most of
what Iwanted to say anyhow. I could put him in
the pulpit tomorrow in our cathedral and he
would be right on for lhe very things we like to

hear about stewardship.

And then Ihe fundamental option for the poor.
It is my own convic tion that ifwe are concerned

about raising lhe level al the lower end of our
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society, everybody goes up. We're never going to words like "cap the dividend” and maybe go into
be tree of the poor, we know that. But if that's a civic donation or | think Kay Brown talked

one of Ihe tests - in everything I'm doing, am | about six different non-profits or something like
also concerned about the poor? - then Ithink the that - that in a collaborative way we could take
whole level's going lo go up. Now, the this money and other pieces of this Fund that we
Permanent Fund's just a vehicle for doing that. have and reach down into other institutions or
How we do thi»*? We're looking to everyone here other needs or other areas of people in the social
in these kinds of discussions to come up with circles that need our help. lalso agree with Mayor

Fink about Ihe importance of infrastructure, build-
ings and stuff. That's all just as important. So we
Lee Gorsuch need lo make a broad sweep and look al the

practical thoughts.

From your perspective, is it appropriate lo use whole arena.

lhe Permanent Fund to achieve some of those

social purposes? But coming back to my three words. If we can

communicate with each other on these things,
‘.* . V . - .
" "I1fthe Fund is one ofourm ajorresources, how can it be used

to advance our vision and our ambitions for the future?"

Lee Gorsuch, Chancellor, University of Alaska Anchorage.

Archbishop Hurley collaborate together and not get in these testy
I think ihe Permanent Fund can be used for fights that I see around this slate all the lime,
anything that we have going on in our stale. which actually troubles me quite a bit, and to be
That's where the wisdom of the people, all lhe more compassionate, lo look at the whole, I think
people, has to come into play. How do we lake we can gel along a lot
all of it and make it productive? The Permanent belter and move for-
Fund's just a vehicle. It's a vehicle for accom- ward more quickly in
plishing a lot of things, just as we have now. The this state.
dividend is a vehicle through which people can
do individual things. Kelly Haney
My adjectives were
Lee Gorsuch educated, productive
Scott Heyworth, what were your three adjec- and stable. Idon't
tives and what role would you see the Permanent exactly know how lhe
Fund play in realizing those, if any? Permanent Fund Former Re? Tefry Martin
would play into each |WaS ?neo ahnumb-er-Of |
Scott HeyWOl'th one of these but I think b ators who partICIpator.
in‘lhe conference.
They were collaborative and compassionate it already does. Ithink
and communicative. lwas thinking about the there's a great need for
Permanent Fund - and |agree with Archbishop an education endowment fund, and ldon't know
Hurley here - that as the dividend comes out each whether that money should come from the
individual gets to make his or her own choices. Permanent Fund earnings or not. Possibly we
Bit I've also begun lo think - and I've heard a lot need to set up one lo mirror the Permanent Fund.
of the fine people talk about the idea that possibly But we have a problem in this state where we

we need to lake this resource - and | heard the have, supposedly, a fiscal gap yet each citizen is
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handed over $1,000 each ye." . We can't appropri-
ately fund education, vve c. ;/lI appropriately fund
health and human resources and we can't build a
jail. There's a problem that Isee and | know that's

quite controversial to say, hut it's out there.

We need educated citizens, we need people in

our high schools lo go on lo the University of
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als that I'was given for this conference, I see a lot
of graphs that have our budget going up and
clown. We're prosperous this year and we're broke
this year, and |think there's something that we
need - stability - and we need it fast. And possi-
bly the Permanent Fund, which keeps growing,

would be a good way lo achieve that.

v "W& have a problem in this state where we have, supposedly,

a fiscalgap yet each citizen is handed over $1,000 each year."

Kelly Haney, Anchorage School'Board ,

Alaska system and to come out of (he University
of Alaska system with the degree of their choice
and stay in Alaska and work in Alaska and
become productive members of this society,
whether that be a teacher, whether that be a pilot,
whether that be a businessman, whatever the case

may be.

Thai lies me into the productive part of it, as |
think lhe Permanent Fund is already doing that. |
work for a small business as a travel agent and
when Permanent Fund dividends come out, life is
good. We really enjoy those because people use
their Permanent Fund dividends and it affects our

small business.

I really don't know how the Permanent Fund
can help stabilize Alaska. Idon't even know if

that's achievable, but looking through the materi-

Rebecca Moore holds "Your Fund. Your Choice.
Your Future," background notes lor public
conversations.

Lev Gorsuch

As David Reaume said earlier, one of lhe
major accomplishments was (hat money that was
non-recurring became recurring revenue, so just
creating the Fund itself gave us options. Now of
course, what we're trying to decide is what those
options arc and how you make discriminating
choices among those options. Permanent Fund
earnings have, in fact, brought a great deal of sta-
bility in the sense of a sustained stream of rev-
enues that's nol dependent entirely upon lhe
Alaska economy. Peg, what are your thoughts on
this question about the role of the Permanent

Fund, given your vision for Alaska.

Peg Tileslon
The third point that | had as far as vision was
concerned is a negative. And that's fragmentation.

We continue lo be fragmented.

One of the things I think the Permanent Fund
can do is exactly what we're doing right now and
it is this: the Permanent Fund and discussion of it
can provide a springboard for Alaskans all over
the state to come together and really start talking
about what it is that we care about, what it is that
we have in common, where our differences are
and the ability to accept and appreciate those dif-
ferences and stop the diversity or the division and
inability lo agree lo disagree about things of
importance and concentrate on those areas that

bring us forward as a stale and move us in lhe
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direction that it seems to me there is a lot more

agreement on.

I think the other thing that needs lo be done is
to look at programs writ large, rather than as we
do now in small pieces - education, the criminal
justice, etc., as small pieces of lhe budget. And
we don't have a broad sense of the programs that
we have in place, what they're doing and what
they should be doing. So I think that the
Permanent Fund's primary purpose right now -
rather than trying to think of how it can change or
should change - is to be used as a mechanism to
do what we're doing at this meeting and broaden
it throughout the whole state so that we get some
of that building of camaraderie, sense of place,

sense of people, together,

Lee Gorsuch

One of the arguments in support of the divi-
dend program is that it's very egalitarian. Everyone
gets an equal share. How is it, then, that we're

getting increasing divisiveness when everyone gels

the same.

Peg Tileston

I think it fosters a sense of selfishness. I know a
number of people who turn around and give their
Permanent Fund to their favorite charily.
Nevertheless, it has fostered a sense of entitlement
with no responsibility connected to it. It just comes
in the mail or goes into the savings account or
checking account, with no real connection with

what the broader needs of the state are.

Lee Gorsuch

Bill, why don't you refresh our memory on
what your descriptive adjectives were and what
role you see the Fund playing in trying to realize

your vision for Alaska.

Bill Ennis

Iwanted to preface any comment I made with
the idea that as a classroom teacher, Iget very
severe tunnel vision about the greater Alaska, and
Idon't think I've learned any more about anything

than | have about this Permanent Fund situation,

reading the documents that were given lo me. So
the first thing is to bring everybody together some-
place so that they have lo read all these tilings.
Most of us get tunnel vision about our job and we

don't think about these other things.

| had beautiful, progressive and familial. | think
that Alaska has an opportunity with the Permanent
Fund as a base lo become the environmental
anchor of the world and the United Slates, and |
am aware of the fact that perhaps some people
might not agree with that statement here in the

room, but that's okay.

Progressive, |think Alaska has an opportunity
to become a true opinion leader in technology,
education and natural resource use. No one else
can possibly do that.

We not only have the
Permanent Fund, but
we have it because
we are in Alaska.
Money doesn't fix
everything. From a
classroom perspective,

I see the huge fluctua- . .
Archhishop Francis Hurley
called lhe Fund a vehicle
for betterment while labor
leader Mano Frey said
Alaska was hoth the poorest
and richest of states.

tions in funding in my
department at East
Fligh School, from say
a high back in the
'»0s of S12,000 for 12
teachers, down to
hundreds of dollars per teacher - which is a sig-
nificant difference when a frog costs $f> We've
mentioned the lowering of the income and skill
levels of occupations here in Anchorage and cer-
tainly if we have a more educated public, we
could probably draw higher paying jobs. | know
that that has happened Outside, where a commu-
nity will specifically fund technical schools, col-
leges, etc., to educate the public and then the

businesses come.

And the third was familial. I think everybody
here has mentioned that we would like to reduce
the controversies among the various groups. |

think communication is going lo require perhaps
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not roads, but greater electronic communication,
and that is certainly a very specific task that can
be handled with a few dollars here and there from

the Permanent Fund.

Jerome Komisnr

I used three adjectives, but Iwas attempting lo
describe oik* kind of place that was welcoming,
dynamic and adventurous. What lwas trying to
do was describe the stale where people want to
live, where they want lo work and where they

want to build families.

Roundtable participants included, from left, longshore-
man Scott Heyworth. Archbishop Francis Hurley, tabor
leader Mann Frey, Cordova Mayor MarPy Johnson, for-
mer legislator Thelma But hholdl and | feniy Springer,
executive director of Associated dateral ( ‘onlractors.

I think a slate like that requires certain things.
One is income protection, and the dividend pro-
gram does afford income protection to the poor,
as the negative income lax in the old framework

had a particular value.

But (here are other things the slate needs as
well: good schools, safe streets, dependable social
services and a reliable economic infrastructure.
For each of those, the Permanent Fund could play
a very significant role and, Ithink, will have to
play a significant role if the stale is going to be the

kind of state that | believe we all want.

Andy Kwon
The three words | used were growing, pros-

perous and leading. I've been involved with the
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school budget advisory commission, Anchorage
YMCA and other things, and I've seen the light-
ness of funds all over the stale .is well as in

Anchorage.

One way lhe Permanent Fund can help, i
believe, is as follows: Imagine having a Stanford,
MIT or Harvard in Anchorage. Think about the
education level, think about associative business
that would generate and also long-term prosperity.
Ifwe can take maybe $200 million out of $700
million, I'm sure we can get a lot of Nobel Prize
professors and first-rate educators. They would

generate a lot of enthusiasm.

I'm a product of the Anchorage School District
who went Outside for school. But if we had a
Harvard here, lwould rather go here. This may be
too simple, or seem too outrageous, but Ithink it

can be done.

Lee Gorsuclt

Andy, while you have the mike, several of the
panelists earlier today said they didn't think the
public would come to that position - of support-
ing more for education, creating the sort of presti-
gious university you just referred to - unless there
were a crisis. Do you concur with that position?
Do you think there is a crisis, or do you think
there is an alternative way lo try to make that
argument sufficiently persuasive that the rest of

lhe stale would agree with you?

Andy Kwon

Competition is fierce. High-tech positions are
paid more money. And so if you look al the long-
term process, ldon't think we have an option. Do
we want lo work at fast food joints and flip ham-
burgers al six bucks an hour? Or do we want to
create higher-income positions so that we can
compete as a state with the Lower 4ft, as well as
internationally? Ifwe want to do the latter, we
need a Stanford or a Harvard - schools whose
professors work with other companies and who
create high-tech corporations. | see that as a very
viable option. And if Alaskans are educated, |

believe it's achievable.
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Lee Gorsuch

Dr. Komisnr, we're* going through lliis crisis
inside* the* university. Il may be*viewed as an inter-
nal crisis, but how do you see lliis question of try-
ing lo get to an enlightened self-interest, where
ihe rest of lhe community sees itself as benefiting
from the type of institution and programs that

Andy's just described?

Jerome Komisnr

I think that's the key question. How do you
bring about a consensus to use the Permanent
Fund lo support a whole host of social services, as
well as private activity? Part of the process is

being handled by this meeting.

I think there has lo be a structured way of gel-
ling public opinion lo focus on the uses of lhe
income of the Permanent Fund. lIdon't think
we've come up with a solution on bow lo do that.
We have multiple ideas on how to use the

Permanent Fund. Bill we need lo boil down the

Fund Trustee Cl.irk Gruening, left, t.ilks to
st.ite Sen. l.oren Leni.in.

mullilude of suggestions lo really a handful, and
gel lThem out to a broad-based public referendum

to begin lo coalesce a feeling.

Idon't see this as taking place in one election.
But lhere would be multiple opportunities for the

public lo speak as lo alternative uses. Finally,

these would be boiled down to one that would
have a much more dynamic effect on the entire

range of slate needs.

Lee Gorsuch

To get back to you, Bill, since you are entrusted
with many of our bright, aspiring young people, if
you're having lliis conversation in your classroom
and you suggest lo them that some of their divi-
dend money could go toward more frogs In the
lab, and since they would benefit from this, what
kind of response would they likely give you and
what does that suggest in terms of whether or not
it's a shared vision? Or have young people reached
Ihe maturity that you think is appropriate for

engaging in this conversation?

Bill Ennis
Have a class, have
a test. That’s what

teachers do.

I think if you asked
my students you
would certainly get
some flippant answers
lo begin with. But |

think all of them see

Alichor.if'e Assembly
Member Clunk's Wohlforlh
was Instrument.il in
creating nil Anchor,rge
uornmnent fund.

Ihe results of years of
lower funding in edu-
cation. They see the
results of the per-
ceived lack of impor-
tance of education here in Anchorage. And so |
think almost across the board there would be

complete support.

I would even go so far as to say that if you
asked the same question to a majority of slu-
denls, perhaps in a traditional class - what we
used lo call general science, for example - |
would think that you would get similar support.
The kids know, most of them, that lliis is the
key. They don't wanl minimum wage jobs. They
want more than that. So | think there is support

among students.
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Lee Gorsuch

Kelly, you're on the school board. You've
started charging fees for all types of extra-curricu-
lar activities, which creates a further difficulty -
families that have resources that .illow their chil-
dren to participate versus those that don't. And
yet obviously the school board felt this was the
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classroom, and what they're going to provide to

Ilhe community.

Lee Gorsuch
Peg, you've been active in Common Ground
and a whole host of other activities that deal

with these issues and yet Idon't sense any

vTh&.dividend has;fostered a sense ofentitlement

I with no responsibility attached/’

Peg Tileston, Common Ground.
* 1 e "™m

only way to continue lo keep dollars in the class-
room. Do vou share Bill's sentiment that young
people and their families would actually look
favorably on using the Permanent Fund lo sup-

port education programs?

Kelly Haney
I really do. I've been very blessed because my

patents saved all my Permanent Fund dividends
and the money is pay-
ing for college, mov-
ing expenses, that type
of thing. And my par-
ents are saving my sis-
ter's Permanent Fund
dividends. That's for
college expenses as
well. But getting $200
less a year in order to

gel more frogs into a

Belli Bose of the Alaska
Humanities Forum taped
interviews with many order lo gel a textbook
Alaskans who helped shape  that's current, or in

the Fund.

science class, or in

order lo fund a sports
program, or in order

to fund more degree programs al the university - |
think people would be very willing lo pay for that.

I'm not saying give up your whole dividend or
pul it all towards education. But $200, $300 a
year, for providing what students need in the
classroom - that's nominal. I mean, that's nothing

compared lo vvlial they're going to gel out of that

groundswell. As a matter of fact, all the politi-
cians Italked to say the reason they don't talk
about taxes - when it comes to Ihe Permanent
Fund, they don't talk about doing anything other
than dividends - is that the large voting elec-
torate, al least, is saying "hands off." Do you
sense that there's a change here and have you
seen any indication of it, in terms of either polls

or increased civic conversation?

Peg Tileston

Deliver me from polls! Probably not. I think
part of the problem is how we phrase the ques-
tions. Maybe we ought to have a statewide
Meycrs-Briggs lest, the kind featuring a series of
questions that measures our skills, our tempera-
ments and - important in this case - our priorities.
I think most of the problem that we've had lies in
the political rhetoric and in the way that questions

have been asked.

Certainly if you ask somebody, "Do you want
to give up any or all of your Permanent fund
Dividend," the answer's going lo be no; it's the
wrong way lo ask the question. We need to start
looking al positive, helpful ways of asking die
questions. As an example, we've read recently
about the tremendous work overload of social ser-
vice workers. 1 know three social service workers
wlio've left the field because they were so over-
loaded. That kind of thing begins lo resonate with
people, particularly when they see children who

.in* nol being protected, or taken care of. We need
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lo rephrase lhe questions so that we are nol asking
(Juestions that gel the obvious answers, but make
people think - questions that promote more
opportunities for people in our communities to sit
clown together anti
start examining where
we want this slate lo
go and how we want it

lo gel there.

Lee Gorsuch

Scott, one of the
counter-arguments has
been that when the
stale was better off - in
the early 19li()s in par-

Walt I'atker of the Arctic
Researcli Connliissioi>
|.tlkvcl about the purpose
ufthe Finnl.

ticular ~ spending got
out of control and stale
spending per capita
was enormous, three limes the national average. It
is proposed, therefore, that the way the state
should deal with this issue is simply lo cut the
budget. That appears ter have been a popular strat-
egy; it appears lo be the current political strategy.

from your perspective, how is the public lo
know when the budget has been cut enough
because lhe numbers are still larger than those
of other stales? Our state may not be compara-
ble in a variety of other ways, but nonetheless
the perception is we're still spending more than
most other slates. Can it be said that we've real-

ly cut enough?

Scoll Heyworth

Iwouldn't know ifwe've really cut enough,
but I know lhe citizens would know - when the
arguments and the contention went away - that
possibly the politicians had come lo a place
where they knew they'd cut enough. I really don't
know the answer to that question, but | would like
to say that the seven people on this side of the
table seem lo have come to a consensus on edu-
cation, infrastructure, environment, social services

- all in 25 minutes.

Archbishop Hurley

It's interesting that we've got so much here on
education. One of the other speakers spoke about
the fad that whenever there's a proposal that there
he an educational trust, there's tremendous oppo-
sition because of doubts about what will happen
to the money. Will they really gel down to the frog
in the classroom? What really is going lo happen

lo the money? That is a major problem.

I'd like lo raise a different consideration, which
could lead to something very contentious. | think
we have set, through the dividend, a unique
precedent in our country. We have taken money
that belonged lo all of us. We've handed it lo the
people and said, "Now it's your choice." That to
me is a great precedent, particularly if there's any
effort to take all or even part of that back and say,
"Well now, we want to use it the way that some

group will decide," usually the politicians.

pave ROSe, left, the first executive director of lhe
Alaska I'ermanent Fund Corporation, talks about the
dividend's impact with Scoll Goldsmith, professor of
economics, University ol Alaska Anchorape, Institute
of Social and economic Research.

Icould say, as Isit here with my good friends
from lhe University of Alaska, fine, I'm all for
strengthening education, too. but may my por-
tion go lo Alaska Pacific University where |
serve on the board? Could my share go to St.
flizabeth's School, or St. Mary's School? You
see, we have established an element of personal
choice about publicly owned funds which are
commonly owned funds. Idon't think that that's
ever been done in the United Stales. A very

interesting precedent.
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Now, where do we go from here? We have lo
start poring over all the information out there and
make sure everybody's in lhe mix. I'm talking
about all these things that have been mentioned
here. Every proposition that comes up is chal-
lenged and it's going lo take a long time to work
all this out. Let's accept that fact, but let us start

getting all these ideas into the mix and then see

Former legislator Oral Freeman, lelt, and former
attorney Peneral Avrttm Gross played critical roles
in the éstablishment of the Fund,

what themes keep surfacing and try lo respond to
them. It's the kind of thing that's happening here;
it's one reason why Iso welcome this forum.

Mano Frey

The Permanent Fund itself was certainly a bold
plan, as the Archbishop said, unique certainly
within the United States and virtually the world,
but once we headed down the track of the
Permanent Fund Dividend program, that was
something we couldn't vary from because there
would be the strongest reaction among the citi-

zens of this stale to any kind of spending plan.

The Permanent Fund Dividend program can-
not go away, will not go away. Frankly ldon't
think it's necessary to even have a cap, (hough it
may make some sense to reduce the growth of
the dividend program. If Iwere king, lwould like
to see portions of the Fund used - whether it
were excess earnings or earnings of a percentage
of the corpus itself - and used for specifically
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identified purposes, whether it be education or
infrastructure, but the uses would have to be

spedfically identilied.

The problem that we have now is that we are
both the poorest and lhe richest of stales. We're
ihe poorest primarily because of perception,
because many of lhe politicians have talked about
the bloated stale budget for so long that people
believe it. It's not a matter of reducing the stale
budget; it's a matter of allocating those funds that
are available in a most sensible fashion, including

some of the earnings of the Permanent Fund.

One point I want lo make for those who were
here prior to the oil line's being built. Many of
you remember Gov. bill Egan - along with a lot of
other people here - discussed whether Alaska
should, as a stale, invest in building that oil line.
Well imagine what the income stream to the stale
would be on a recurring basis today. The same is
true with major projects like lhe gas line. Is that
U area where, using the Permanent Fund and the
leverage it would provide, investment by the state
might not provide high-paying jobs? It would
obviously allow a recurring income stream to the
stale or to the Permanent Fund. There are so many
wonderful opportunities that we have that haven't

been fully explored.

Mari')' Johnson

It occurs to me that crisis generally brings
Alaskans together and nothing unifies The Great
Land more quickly than anyone or any entity or
government trying lo take something from us.
Maybe if there were the threat that we're going lo
lose our Permanent Fund, Alaskans would get
together. We need lo be together because there

are critical issues facing the stale today.

I have been intrigued listening lo the com-
ments for the past couple of rlays, particularly on
Ilhe more worldly views of what lo do with the
Permanent Fund. I sincerely wish that | had the
luxury of being worldly or being lofty. Idon't. |
can tell you, as mayor of Cordova, | have lo worry
every day about whether the toilets flush, whether



we have a sewer system that's adequate to handle
the needs of our community. Do we have a water
treatment facility that's adequate lo handle the fish
processors? The federal government in no uncer-
tain terms has told the city of Cordova that we
need a $ 10 million water filler device. Thai's what
you need, being a good, little red-blooded
Alaskan, |said we don't have the money, we don't
have the bonding capacity. | have 750 taxpayers.
You are welcome to my firslhorn child and my
second-born child, you can pul me in jail, hut we
don't have that kind of money. What are you
going lo do? Simply close your fish processing
plants, ma'am? So they've got a real heavy ham-

mer over our heads.

I mean to say we need lo be thinking about
basic infrastructure needs. When 1Isee lhe needs
of the villages, when | see that the everyday
needs of lhe citizens of Cordova just aren't being
met, we need lo do belter as a stale. We simply
need to do better. And as lhe good professor said
at lunch today, if we need lo shame our citizens,
maybe that's what we need to do. Maybe those in
decision-making capacities should look al what
we are talking about when we're talking about
needs. Let me just tell you when somebody dies
in Cordova, do you know what happens? It's nol
like in Anchorage where you just simply call a
mortuary and somebody comes and picks up the
body. We have to somehow find a way to gel that

lItic Wohlforlh, Ici't, who now chairs llic Fund's Hoard
ol Trustees, talks with former chair Marc Lanyjand.

body lo the airport. Then when it comes back,
the community itself has nothing lo offer the fam-
ily, so the family will go out in a pickup truck,
put Grandpa in, and then there's no place to put
the casket because there's no, like, community
building. So we put it in a gear shed or something

like that.

This isn't good enough folks. This simply isn't
good enough. In a stale that's the richest, we need
lo do belter. | think it's time Alaskans begin lo
consider Ihe enormity of lhe problems out there,
and also the great gifts al our disposal to make
things happen. It's actually past lime. I can honest-
ly say that I totally support the idea of a communi-
ty dividend. I think the merits are sound. Is ita
perfect proposal? No. but we have the wisdom in
Alaska to absolutely make that work. The proposal
is out there, we simply have to embrace the con-

cept and demand that it happen.

Thelma Buchholdl

What we need, probably, is more public infor-
mation, more understanding about what's happen-
ing with the Permanent Fund. It's true that it has
become an entitlement - used for vacation travel,
home repair or bills. Which 1think is wonderful,
because in this way everybody gets a share of the

Permanent Fund.

but what 1 see now is that people resent the
idea that we would spend some for the improve-
ment of roads, family care, care in the villages.
Health and a clean environment are very impor-
tant lo all Alaskans. And those are the very things
being neglected because we have to abide by the
wishes of our constituents, who expect this money

lo arrive at their mailboxes al the end of the year.

We have lo free up some of these funds lo
lake care of, say, education. Education is very
important to our families. In the Asian communi-
ty, we all work one or two or three jobs lo send
our kids lo school because we look al education
as something that is going to be useful for the
entire family and for our future as a family. That

is very important.
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Acceptance of diversity and community-spirited
were adjectives hen Tileston, right, ofAlaska
Common Ground, used to describe her vision of
Alaska. At left is Cheryl Frasca, who heads the Fiscal
Policy Council of Alaska.

We also are very concerned about our envi-
ronment. Wo have to have a safe, clean environ-
ment. We can invest some of the Permanent Fund
money to make sure that we have a continuing

clean environment in Alaska.
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The Fund might help people get medical care
or help with the needs of neglected children. We
don't have good day-care programs, not enough
anyway. We're talking about the Alaskans of the
future. What do we do about them?

Surely there are some people out there who
are concerned, who would like to expand the use
of the Permanent Fund, but they've never been
asked. Maybe because they don't have the cre-
dentials, and maybe because they just have never
been thought of as people with ideas. But there
are people out there that we should involve. |
know that my main concern is we lack communi-
cation with a great many more people than there

are in this room.

Lee Gorsuch
Henry, we heard earlier this morning that we
need a crisis. Joe Perkins, the Commissioner of the

Department of Transportation, says, "I'm nol sure

The Permanent Fund Dividend program

cannotgo away, willnotgo away "

Mario Frey~fabor Leader. .

Another thing that we have to be concerned
about is respect for the diversity of cultures in
Alaska. The issue of subsistence isone aspect of
that. | think that people in Alaska respect the
rights of our indigenous peoples here. | think
those are areas where the Permanent Fund can
come into the picture of educating the public
about the rights of citizens, of individuals who are
either in need of subsistence to promote their cul-
ture, or also to make sure that their culture
remains viable through the centuries.

Archbishop Hurley talked about poverty, that
there are people who are in poverty, | know
health care is an issue that some of us Alaskans
don't want to talk about. Many years ago Ipro-
posed that we should have health care insurance
in this stale and most people al Ihe lime thought it
wasn't necessary. But there are some people who

don't get any kind of help.

what you're wailing for. We've got boats, harbors,
roads in significant disrepair; we have a one-bil-
lion-dollar deferred maintenance problem. How
big a crisis do you need?" From your vantage

point, how are we going lo pay for this?

Henry Springer

Well, to me the Permanent Fund is not a
sacred cow. It would have been suicidal, even five
years ago, lo talk about doing something with the
Permanent Fund But now we're reaching a point
where people want to take a look al it. There's a
certain paradox here. We are talking about a real
fiscal gap in our slate projections where we can't
match up expenditures and revenues. At the same
time we have a Permanent Fund of incredible

magnitude just sitting there.

I think the Permanent Fund is an integral part

of the stale's fiscal situation and needs lo be con-
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sidered as such. Il we have a fiscal gap, we need
lo do certain things to meet our long-term finan-
cial responsibility - a combination of things. We
probably have lo increase user fees and establish
a dedicated fund for lhe fees. Ithink certain taxes
- within limited applications - need lo be consid-
ered. And | personally think that lhe earnings of
the Permanent Fund should Ire part of lhe equa-
tion. Leave the principal intact, including lhe
inflation-proofing, and lake the earnings and split
them - 50 percent to individual dividends and 50

percent going into the state budget.

And when | talk about the state budget, Ithink
there are real limitations to what you can cut.
Forty-four percent of Ihe operating budget is
arrived al either through formulas that involve
federal grants, which we can't cut, or they are
dedicated funds, designated by law to some pro-
jects. There is no way you can cut lhe govern-
ment spending in the operating budget much fur-
ther, al least not to the point where you're going

in close lhe gap.

But I want lo address the capital budget. When
DOT Commissioner Perkins talks, he talks about
the capital budget. The stale doesn't have a capi-
tal budget. Our capital budget is a hang-on that is
driven by political whims. It is nol based on any
kind of logic or long-range planning or the setting
and achieving of goals. On top of it, we don't
have a state program. Our program is driven by
federal aid both in the aviation and the highway
components. All we're doing, basically, is trying to
use the federal dollars that are available and we

have to furnish the matching funds.

We have a so-called six-year plan because the
Feds demand it. That six-year plan is a sham. It
gets changed every lime the administration or the
legislature changes. |think if we want to do some
good with lhe earnings of the Permanent Fund, we
need lo take 50 percent of the earnings and put it
in the stale budget. It could be wisely used in a
long-term education fund for lhe very simple rea-
son that I think education funding is the most

inadequate funding.

With the deficit reductions, it's not a real
reduction of government spending; it's a shifting
of government spending from slate to local levels.

Then put the rest of this portion of the earnings
into some capital program that is establis! d and
it would create the stability which we need lo cre-

ate the infrastructure which we need to gel a sta-

UAA Chancellor Lev Gorsuch, right.

ble economy going. That stability factor, I think, is
a ically, really integral part of everything because
labor, the construction industry, manufacturers,
suppliers, Ihe financial institutions - they are all
keenly interested lo have a clear picture of what is

coming down for three lo six years.

Lee Gorsuch

Tom, what we're in part hearing is revenue
requirements to support general government -
education, health, roads. And Henry's position is
that some of the earnings of the Permanent Fund,
should be used for general government purposes.
You've both been a Commissioner of Revenue,
and have written on the question of Alaska's long-
range financial future. Is it your view that, as
Henry said, some of the earnings - if nol a large
chunk of them - should be used as a part of lhe

state's long-range financial requirements, or are

S th
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you of lhe mind Ih.il The Fund is and should he
regarded as a sacred cow, if not for political rea-

sons then for other economic reasons?

Tom Williams

The question, Ihe way posed, invites an
answer. Bui it's the wrong answer. The question is
whether we want a Permanent Fund. Right now,
we have a Permanent Fund because everybody
shares in it equally. It's nol invested so that my
shopping mall gels a cheap loan from it and yours
doesn't. It's not invested so that | get a greater
share of the dividends than you do. Everybody has
an equal stake in the government, and | think
that's part of why the Permanent Fund has with-
stood lhe challenge lo politicize its investments.
People recognize that as soon as it's politicized in
its investment power, all bets are off. Then we
might as well divide it up 600,000 ways because
you're going lo have a better chance of getting a
fair share that way - unless you're one of lhe priv-
ileged few that cuts the right deal with whoever

are lhe Permanent Fund trustees.

I think the same thing is true with the income.
That's where we have our direct slake in the
Permanent Fund. Only two things affect how
much we get. First, how many of us are here?
And second, how well are the trustees managing
it? If they manage it poorly, we'll feel it directly
because we're dividing a smaller number by Ihe
population. So we have a direct slake in the per-

formance of the Permanent Fund.

The other point I'd like to make is we're ail
walking around the issue that's really here, and
that is we don't trust governmentp7143gp7
thing with money. That's the fundamental prob-
lem. We don't trust government. Who's in favor of
taxes? Well, I'm in favor of a lax if it will go lo
help education. I'm in favor of a tax on motor fuel
if it will go to pay for street repairs and fill lhe pot-
holes. I'm in favor of a tobacco lax if it'll go help
cover health care costs for lung cancer patients.
But if it isn't earmarked that way, do | trust the
legislature lo spend it wisely? Do | trust the

administration to implement that wisely? ldon't
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Lonnslioreman Scatt ilcyworth, lifthl, came up with
collaborative, compassionate and communicative
to describe his vision of Ihe state.

think most of us in this room do. We don't trust

that process.

The fact is, when we're talking about the
Permanent Fund, you know what a tax is. A lax is
when government takes money away from you.
Now, | have a lax when lgel a paycheck. Money
is taken away from me before 1 got it. BP pays it
in lo the federal government. Used lo be when |
was commissioner we paid some lo the stale, too.
But that's a lax. If you limit the dividend, that's a
lax. And one of the questions is, why would we
want to pick lhe dumbest possible tax we could?
Who is it going lo be impacted Ihe worst? |lardly
anyone in this room is elow the $.11,000 medi-
an level. Ifwe had moie representation from that
end of the spectrum we'd hear a lot more anec-
dotal evidence about their needs for that $ 1,206.
It's the only tax that we can create that will tax
only Alaskans and it will fall heaviest on those
Alaskans who can least 10183282, . ". For my
part, I'd a whole lot rather pay $2,500 or $.1,000
a year in a slate sales tax or slate property lax or
slate income lax and keep the dividends and raise
the money to pay for our legitimate needs of gov-
ernment, than to finance that on the backs of the
people who are Alaskans and least able to afford

it.

Lee Gorsuch
Dennis, one of Tom's points is an issue that's

out there in terms of people nol trusting the gov-



THE TRUSTEES PAPERS «VOLUME NO. 6

eminent. Obviously rural Alaska is feeling increas- is not working for us. | regret to say that | 1

ingly disenfranchised by ihe government, feeling

as though some of the budget cuts that have dis- did graduate from Foil Lewis College, a liberal
arts college in Durango, Colorado. Al lhe time |

not a graduate of the University of Alaska, but |

proportionate impacts. Where are we, in your
got accepted to go lo school, Iwas accepted by

the University of Alaska and |Iwas going to go
there, but right al lhe bottom of this brochure al

view, in terms of trying lo find financial revenues
lo support these essential services? Are you look-

ing at, as a service provider, earnings of the

“"The Permanent Fund is an integralpart ofthe state's fiscal
situation and needs to be considered as such/'

Henry Springer, executive director, Associated General Contractors.

Permanent Fund, sales taxes, income taxes as Tom Fort Lewis College, il said, "li aion free lo

Wi illiams has just argued? What is your view 011 American Indians and Alaska Natives." That, to
where the money is lo come from? me, s.lid thill I'm going lo go Outside and gel
another perspective, knowing that Iwould come

Dennis Ticpelman back and do something with the education that |

Iwould preface my remarks by saying that as was receiving.

an Alaska Native, as an Inupinl, education is

important lo me because il brings me here to this The other argument is that in lliis day and age

table to discuss these things that a person m.ghi we have educational institutions out there.
People talk about the fact that | BIA education

was inferior. Well that education got me a col-

consider esoteric dogma that doesn't mean any-

thing lo them. So | have to say that education has

lo be looked al with Ihe Permanent Fund in mind. lege filigree. 1 went to gratl'v,to school, but didn't
We need a forum lo discuss the fact that educa- stay. | regret that now, but at the lime | was get-
tion is Ihe livelihood and maybe the savior of ting an master's in education and I said, what do

diversity that we've not talked about. Alaska I need il for? I'm going back lo Alaska, nobody

Natives are 11 percent of the population, and at cares about having a Native with an master's

some point in time in Alaska's history, we were degree. And I've regretted that.

100 percent. Where are we going, does anybody

care, or are we such a threat that somehow the Our university system and educational system

sooner we gel out of the picture and become an constitute a savior as to how the future of Alaska

even smaller can go. Rural Alaska is 10(),00(0) natives. It's 11
minority, the better percent of the population, but we're looked al as
off Alaska will be? | the devil of whatever is Alaska Native's politics
don't buy that, and from here on out. Three percent of the subsistence
Idon't think most resources are spent by people who use it, but
people buy that everybody else thinks that we're going to lake il
argument. away from everybody else. So I think ihe
Permanent Fund has to create a forum for dia-
But we do have logue and honest disagreements and honest differ-
that situation. We ences of opinion lo occur so that people do gel
Former CommiSSionerOf are surviving in vvhal I consider an educated society here. Maybe
Revenue Alary Nordaie said spite of an educa- enlightened is a belter word, but used my first
AlaSka iS n0| Ya—kin rare Of tional system that adjective as educated, meaning that I can at least

lIs needs. Al loft is Michael |
Harper, | resident, Kuskokwim
Corporation.
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ho .il llio table to discuss sonic* of these issues and
try to argue my point of view and maybe make it
a better place for people lo understand where

other people are coming from.

And finally, about Alaska's villagers - the peo-
ple who look at the Permanent Fund as maybe lhe
only source of income they'll ever see in the

course of a year. When you've got 1 family - hus-

*VOLUME NO. 6

Catch-22 with the Permanent Fund. Many people
see the Fund as this 18-carat gold ambulance
that's running around Alaska that's going to solve
all these problems. It's really nol because, as
David Resume said earlier today, there has to be a
major crisis before we go in and take the
Permanent Fund, because so many Alaskans con-

sider it a sacred cow.

"The people of Alaska see ihe Permanent Fund and dividend

checks as some sort ofsavior, yet they're not willing to utilize it£

v

t Jonathon Lack, attorney. |

band, wife and two or three kids, and they get
$6,000-7,000, and maybe all they have is season-
al employment in the summertime, that's a
tremendous boost, especially when everybody

wants to take away their subsistence way of life.

So | firmly
believe that what
Tom said about
taxes. When we
talk about taxes,
who taxes, who
gets it, who does
il benefit. The
Alaska Native has
lo be part of it.

K tje /

Vic Fischer, former Constitution,)!
Convention delegate and state

senator, talks with EleanorAndrews ~ we turn to look at
alter she moderatedapanel onthe  another aspect of
Fund and tin-dividends.

Lee Gorsuch

John, before

this - although
we're evolving
quickly into an
action mode - do you have any closing thoughts
on the question about the role of the Permanent
Fund dividend, your vision of what you'd like to

see Alaska become?

Jonathan Lack
I think | have a little different view than every-

body else al the table. Isee *here's a kind of

A

¢ *

What has happened is that our legislators and
the people of Alaska see the Permanent Fund and
Permanent Fund checks as some sort of savior,
yet they're not willing lo utdize it. By saying
we've got all this money here, and wo can solve
our problems with all the money, but then refus-
ing to use il, we're not looking at real solutions to

the problems.

We don't need to go into the Permanent Fund
to solve the problems of Alaska today. We can do
income tax programs, we can have a seasonal
sales taxes. We can do something like that in
Alaska without going into and jeopardizing what

we have in the Permanent Fund.

The Permanent Fund is for when the oil money
runs out. We have more known oil reserves in the
state of Alaska today than we've ever had in our
history. To say that now is the lime to take and uti-
lize Permanent Fund money lo support the state is
in error. There are other options that the people of
Alaska have, and as long as we keep saying the
Permanent Fund is this gold-plated ambulance out
there that's going to save us, we're in trouble
because we're not addressing lhe issue and it's nol
going lo solve the problem because people in
Alaska do see the Permanent Fund and their
checks as a sacred cow. Ifwe keep relying and
focusing on the Permanent Fund as a possible

solution, we're never going lo solve the problems.
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Byron AUlllolt, left, Executive Director of the Alaska
Permanent fund Corporation, talks with Eric Wohlforlh,
Cliair of the Fund's Hoard of Trustees.

Lee Goisncli

Tom, let me ho back quickly to this question
about not trusting the government. We saw this
start in California, with its legislation by referen-
dum. And Alaska in its constitution actually put
on a very strong prohibition against dedicated
funds. Yet what you're suggesting implicitly is that
the way to restore that faith is to allow the public
to dedicate it - Archbishop Hurley's suggestion
that we specify where we want that money spent,
either in leims of cash or perhaps a portion of the
endowment. You're a former Commissioner of
Revenue, why didn't we have dedicated funds
and to what extent are we looking ai something
different from dedicated funds that would restore
confidence that the money's going where people

would like to see it spent?

Tom Williams

I'm not sure that ladvocate having a whole
bunch of dedicated funds. There are a lot of good
reasons why dedicated funds were mistakes in
other states. Mostly, once the fund is established,
you find your needs shift lo something else and
you don't have the flexibility to use the money
where the needs are anymore. That's the biggest

problem with them.

It's a symptom. The people don't trust the
political process to spend the money wisely, lust

a couple of facts. Since 1969, the petroleum
industry has paid Alaska just a little under $50 bil-
lion. Forty-eight, really. Six of those we put into
the Permanent Fund directly as principal. Then we
pui $900 million in, thanks lo Oral Freeman, and
we had another $2.7 billion the following year
that we look out of the general fund money. So
that makes a total of $5.5, $3.6 billion that we pul
into the Permanent Fund out of $42 that didn't
automatically go in. Everything else that's in the
Permanent Fund has been self-generated by the
Permanent Fund. We can talk about $22 billion,
but in terms of what Alaska put in - nine and a
half billion - that left us with about $3fl billion,
$37 billion to spend over that same period of
time. With a average population of half a million
people over that period, that's $70,000 per man,

woman and child.

What can you point lo that you got that was
worth $70,000? That's the fundamental problem.
People don't know where their $70,000 went
and they have no trust. We have to earn their
trust as leaders, particularly our elected leaders.
We have to earn the trust of the people. That
they'll do a responsible thing if they gel the
money this time. Because otherwise people don't

want to give it lo them.

Lee Gorsuch

Mayor Johnson says she's got a $10 million
problem in her town alone, and she has 750 tax-
payers. Ten million dollars divided by 750 is
going lo be a large sum of money. My guess is a
lot of that $32 million went for things like that.
What do you say to Mayor Johnson and her $ 10

million problem?

Tom Williams

I say lo bor that I'm willing lo take one six-
hundred-thousandth of it and pay il to her. Let's
all step up together.

Lee Gorsuch
What steps would you take lo try lo realize
your vision? We've heard several different con-

versations taking place about people's steps.

©® SIS eiswil nta
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Some of them involve the i rmanent Fund, and
oilier steps did not. So I'd . sk the panel members
to do the same thing. Flip over on the other side
of the piece of paper and just enumerate three
steps that you would like to see taken that would
realize your vision, irrespective of whether or not
those steps were associated with the role of the

Permanent Fund or nol.

Cheryl Frasca, former budget director, moderated

a panel on investment options that included Robert
Maynard, executive director of the Public Employees
Refirement System of |daho.

Tom Williams

My first step would be to have inflation-proof-
ing come first of all, because otherwise we're
withdrawing from the Fund. Second, I'd balance
our tax revenues w.‘h our spending. If that means
we're going to cut dividends, that's a tax. We

have to bring taxes in line.

We're spending more money. We'll be spend-
ing even more money this year. The only thing
that saved us last year was the high price of oil.
And the fact that we've got this constitutional

budget reserve.

The third thing is I'd keep the Permanent Fund
a diversified trust, It is a trust, and il should be
managed as a trust. It should be diversified lo

avoid loses. When you're talking about a 3 or 4

percent real rate of return, if you lose a dollar, that
means another dollar is tied up at 3 percent, it's
going to be tied up for the next 24 years earning
that dollar back. So each dollar you lose by a bad
investment ties up another dollar for a quarter of a
century, if your target is 3 percent. If your target's
4 percent, then that comes down somewhat, but

it's still 1])years or something close to that.

The point is, at some point you have a trade
off. You get a higher reward for taking a higher
risk, and there's an optimum point, where overall
you're doing best to take, you're al the best posi-
tion. Ifyou take any more risk than what you're
doing, your losses rise faster and you're nol able

to catch them up.

Now on the other hand, if you're too conserva-
tive, you don't earn as much as you could. The
trustees seem to be al a good point there. |think
4 might be a little high, but the point is it lakes an
awful long lime to make back a dollar once

you've lost il

Jerome Komisar

There are really very few ways to obtain the
kind of dreams we were talking about for Alaska,
and they're really investments in ourselves and
first investment in the young, from prenatal care
through pre-school lo K-12 and then on lo the
university. So education would be a primary

investment that we would have to tackle.

The second would be how do you develop a
strong economic economy, how do you diversity
the economy of Alaska so that when we go to
taxes, there';l be a base upon which you can
apply a tax scheme. And what you need there is
a very large infrastructure which is the roads,
which is water, which is a sewer system, which is
a whole collective of activities that government

normally supplies in regions.

The tliiid element which | think is particularly
crucial in this state, is lo defend the culture and
the diversity of the culture of Alaska. This is

absolutely a remarkable slate, and when | talk
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about culture I'm talking about the environment,
I'm talking about the multiplicity of languages,
and talking mainly, simply about the strength and
goodwill and the fascination Ithink we all have

with The Great Land.

Mnrgy Johnson

Iwould just like to point out that after inflation-
proofing the Permanent Fund, | want everybody lo

realize you can't build a community with no

PAPERS « VOLUME NO. 6

We need people who are willing to think through
the questions and address the answers and be
willing to lake the chance of not being popular,

but doing the right thing.

Archbishop Hurley

Iwould like to say that the target audience -
the first target audience - has lo be about the
lower level of income right now. This has been

mentioned previously. Ifwe do not take that as a

"Ifyou limit the dividend, that's a tax. Why would we want

to pick the dumbestpossible tax we could?™

Tom Williams, former Commissioner~fjtevenue* >
L]

u . -

money. It's simply impossible. We need lo give

the Fund a public purpose, and then bring the gov-
ernment to lhe people. |think we have that ability
in Alaska, we have the knowledge, we simply have

to commit and do it

Peg Tileston

I think we need lo have leadership, leaders
with courage. Willingness to take these difficult
questions, and the courage lo place lough ques-
tions before the people and ask for their support
. nd expect them to follow. Hut we can't have

leadership by polls, or leadership out of a closet.

Former Representative Glenn Flackney served in the
legislature during the Fund's creation.

~» e -

very high priority, lo start right there, the rest of it
is going lo fall apart, because we're always going
to be dealing with families which have lo be
strengthened, and if they're not strengthened then
we're just going to continue to have additional
problems that'll never be met. So I think it's most
important. And Ithink I'd like to put the question
this way. It's very easy to go to someone and say
you are concerned about helping lhe poor. And
almost everyone would say absolutely, I'm very
pleased lo help the poor. Iwould pose the ques-
tion this way: Are you willing to tackle the ques-
tion of narrowing the gap between the low
income and the high income? This isone way of
preserving what is the strength of our whole soci-
ety in this country, a very strong middle class.
And | fear very much for any kind of drift that
would have that gap widening to the point that
we might lose our middle class. History has

shown us what has happened with that.

Thelma liuclihold]

Iwould like to comment on the lack of respect
for legislatures today by pointing c.:t that had it
nol been for a governor who led the fight for the
Permanent Fund and legislators al the time, we
wouldn't have the Permanent Fund. So | would
contend that any kind of misgivings about public
perception towards legislators has been brought
about by lack of communications between con-
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sliluenls and the legislators themselves. 1do agree
that there are some issues out there that can be
communicated in a forum or through the news
media. Some require effort, and | think can be

*VOLUME NO. 6

other people's views, not having an intellectual
debate of the issues, and not respecting that there
can be two right answers to a question. Ifwe're

going to address the Permanent Fund issue, if

"The challenge for Alaska and for all ofds is to have our sensf

ofparadise/ to chart that course on our ovM and then to have

the wherewithal to accomplish thatgoal/'

Scott Heyworth, Longshoreman. /.

done. Itlo agree with Tom. We have to inflation-
proof the Fund to be sure that we don't lose il,
and | look for it to exist way beyond generations
from now. I'm really glad of Ihe support of
Alaskans when the: Permanent Fund concept was
instituted in '76 and their continuing support, not
just for the money that comes to their pockets
once a year, but there is a support for the pro-
gram, and of course for the programs that will
emanate from the Fund itscd. Nol the capital, but

whatever we get from the interest.

Jonathon Lack

I think we've got a problem much bigger than
the Permanent Fund. We've got problem dealing
with each other, and that is the basis of all the
problems we have in Alaska. Too many times we

are backbiting, making crude statements about

Mike O'Connor, president of Peak Qilfield Service
Company, discusses his endowment concept with
Deltra Call of Alyeska Pipeline Service, Co.

we're going to address an income tax, ifwe're
going to address subsistence, we need to start
working together with each other in a respectful
manner. And until we have that, there are going

to be no answers to any questions.

Mann Frey

Let me add just a bit to those comments, and il
is what Iview as probably Ihe most pressing need
from an Alaska communities' perspective. Ifany-
body ever wants lo see what life is like in rural
Alaska, where you have no sewer or water, and
there are communities and villages and cities
where there is no sewer or water, take the time to
go visit some of those communities and see what
that's really like and then try to figure out a way to
deal with this problem throughout the state. It's a
major, major problem that affects the health and
well-being of many of the citizens of this state.
That'd be a first step.

Scott Heyworth

I'd just like to balance Jonathon Lack, and |
couldn't agree more on the way to come al things
from the intellectual side, but I really encourage us
all to come from our hearts and to get into smaller
groups. |heard that put out lo us today, to get into
smaller groups as just our neighborhoods and our
communities, because | think there's a change
going on in America, and | think we all should try
to get ready for it. Communities and the people
are coming up this way instead of the institutions
coming clown this way. | think we should be
ready for a change. | hope we gel in groups and
talk about things with our head and our heart.
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Lee Gorsuch

Let me close
out the panel dis-
cussion with just a
few final thoughts.
I think one of our
enormous prob-
lems in the stale is
that a large portion
of Alaska is not

homegrown, does-

The Principles & Interests
project was endorsed by n't plan to live
organizations and bUSINESSES their tives here or
around the state, mcludlng, die here. W hat
Commonwealth North and its '

then executive director,
Patty Ginsburg.

that means, | think,
is that those who
plan to move and
take another job,
those who plan lo retire somewhere else, those
who encourage their children to pursue education
in other states, creates a different set of values
about how they view the current versus the future.
The economists sometimes talk about discount
rates, and Iremember years ago we thought that
the appropriate discount rate for Alaska would be
maybe two years. That was sort of the life cycle
of the legislature, and maybe five years given
some of lhe population turnover. It's extremely
difficult lo build a state, lo build institutions on
the basis of simply its current value and its return.
So | think one of the challenges that face us is this
issue of how do we grow this great state, how do
we build the institutions that can well serve its
population, how do we encourage (he economy
in such a way that it provides for the livelihoods
and needs of our citizens in our respective com-

munities.

But | sec real challenges in front of us. | hear
a lot of people who make arguments in defense
of the dividend program, and we certainly heard
a lot of them today. | hear a lot of arguments for
those who continue to oppose any use of taxa-
tion because of what they perceive to still be
sort of excessive expenditures in the stale. | hear
a lot of people who continue lo say, | refuse to

pay until I see there's a crisis. And others say

that when the crisis comes it may be too late.

It's hard to restore a building once the deferred
maintenance has become so severe that il sim-
ply has to be replaced and knocked down and
then a new one built up, rather than providing

for appropriate maintenance.

I hear a lot of people talk about the fundamen-
tal lack of trust in our elected representatives.
And yet a represented democracy is exactly what
we have, and it has served the nation well over
our lifetime as a nation. How do we restore that
faith and confidence in the legislature? How do
we restore that faith and confidence in our respec-

tive state agencies and service providers?

Much of the com -
mentary today has
been around trying to
build better communi-
cations. |Icertainly
hope a large commu-
nity dialogue will
move us toward that
end. But in the end,
unless we're going to

radically change our

. Patrick Carnahan reviews
form of government, il the white papers prepared
is and will continue to  for the conference.

be a representative

democracy in which

our elected representa-

tives make the decisions that are vital lo how
much we save, how much we spend, how
much we tax, and how much we pay out from

the Permanent Fund earnings.

There was an old labor leader who came to
prominence in the 1320s and he would go around
the country talking to laborers who were interest-
ed in the possibilities of organizing. And the
question they would always ask him was whether
or not they should or should not basically form
Ihe union. And Iremember his quotation quite
well. And he said, "If Icould lead you into par-
adise, lwould not, for if I could lead you in,

someone else could lead you out."”

m.i

'an NViMOA © sniivii Sru-smii



THE TRUSTEES TAPERS

The challenge for Alaska and for all of us is
lo have our sense of paradise, lo chart that
course on our own, and then lo have where-
withal, the means, lo accomplish that goal. The
vision of paradise is one that only we can fash-

ion for ourselves.
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up lo all of us, to go back lo our families, our
communities, our civic organizations, with the
express purpose of having a genuine, heart-to-
heart conversation about Alaska's future, and how

it's going to be financed.

"Our university system and educational system constitute a

savior as to how the future of Alaska can go."

" f

| think the panelists have given us some
insights as to what visions they have for Alaska,
and we've had some very interesting dialogue
about the steps that we ought lo take in trying lo

realize that vision. But ultimately the test is back

Dennis Tiepelman, President, Maniilag Association

And invariably, the question of finance is one
that simply cannot be avoided. Someone will
have lo pay, but al the same time we would like
lo think that those who pay recognize that it is an
investment that yields a return in the vision we

have for this great slate of Alaska.

Visions for Alaska

Panelists and participants were asked lo list

three adjectives describing their vision for Alaska.

Among the responses:

« Equitable, prosperous, community-minded

Pre-pipeline, kindness, caring
» Developing, educating, prospering

« Center of research & science, crime-free,

non-welfare state

« Compassionate, ecologically safe & sound,

economically stable
« Safer, welcoming, a sense of permanence
e Educated, culturally tolerant, hospitable

Pollution-free, literate, healthy

Intellectual, competitive, tolerant

The word "educated,” along with its variants,

was lhe adjective most frequently listed.

Panelists and participants were also asked lo

list three major steps to realizing this vision. A few

examples of the responses:

Establish education as a priority, establish

income tax, eliminate demagoguery
Income tax, income tax, income tax

Education; environment (if we continue
exploiting, it will break down and destroy
beyond Alaska); I agree with Archbishop Hurley:

eliminate the low-income gap

Build a Harvard (Stanford, Berkeley) here;
increase university funding; decrease K-10 elec-
tives; stop drugs, alcohol abuse and enact death

penally; eliminate dividend; control immigration

Eliminate the "gimme" altitude of our population;
get more of our citizens lo make a real commit-
ment to this state as their long-term home; use
the Permanent Eund earnings lo support the

state budget, but also reinstitute an income tax
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FORUM GIVES CITIZENS A RARE CHANCE
FOR THOUGHTFUL DISCUSSION

by Mike Doogan, Columnist, Anchorage Dally New =

Reprinted with permission from the
May 5, 1998 Anchorage Daily News

eople talked about the Alaska Permanent
Fund Wednesday night. They talked about

the Fund's income and the annual divi-

dend. All in all, they were pretty happy with the
way tilings have gone with the Fund. They weren't

looking for big changes.

"I'm very much a believe;-in leaving the

Permanent Fund alone,” one o> them said. Most of

Ihe rest nodded.

We sat in a conference room in the museum.
No elected officials, just 35 or 40 citizens who

cared enough lo devote a couple of hours. The

meeting was one of more than 100 that have been

held statewide since March | by the Alaska

Humanities Forum. The meetings arc part of a

project called "Principles & Interests: The

Permanent Fund and Alaska's Future." The project

is intended lo let Alaskans talk about the Fund
and listen lo their neighbors do the same. No

votes are taken or plans formulated.

mReally, our object here is to express our
thoughts and opinions,” said moderator Thea

Agnew.

The Fund is going on 22 years old now, and it
is worth $24.5 billion. It is invested safely. The
earnings pay a dividend lo each Alaskan and pro-
tect the Fund from inflation. So far, the legislature
has pul the leftover earnings back into the Fund.
Some people say it's time that stopped. They see
Permanent Fund earnings as a handy source of

money for their favorite form of government

Mike Doogan

Mike Doogan was
born and raised in
Alaska. He has
worked as a journalist,
an assistant to the
House Special
Committee on the
Permanent Fund, cam-
paign manager for
gubernatorial candidate Chancy Croft, an aide
lo the House Finance Committee and a free-
lance writer.

For the past nine years, Doogan has writ-
ten a three-days a-week Metro column. His
columns have been collected in "The best of
the Rest" and "Society: An Alaskan
Perspective." His has received awards from
the National Education Writers Association,
the Society of Professional Journalists and the
Alaska Press Club.

Doogan is the author of numerous maga-
zine articles and two books of nonsense about
Alaska, "How lo Speak Alaskan" and "Fashion
Means Your Fur Hat Is Dead."

spending: the university system, public education,
social services, health insurance, construction.
Each of these ideas had a supporter Wednesday
night, but as a whole the group was leery of

spending the earnings.

For one thing, they were not happy with the
legislature. When Agnew said, "So, you trust the
legislature,” her answer was hoots, groans and

laughter.

"Al least we have a consensus on that,"” a

woman said.

OON WNTO\ © EWL SHIIML S IL
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For another, everyone seemed lo recognize
Ilie risks involved in using the Fund to pay for

government.

"If we say 'yes' to one of these, we need to
say 'yes' to 15 or 20 others,” one man said, "and
pretty soon we'll find we've done the same thing
with the Permanent Fund that we did with the
$900 million."

Anchorage Daily News Columnist Mike Doogan moderated

tho paneﬁ "Present al the Creation: Personal Roiledions on the

Birth of the Permanent Fund," From left lo right are Oral Freeman,

former legislator and former Chair of the Permanent Fund Board of

Trustees; Avrum Gross, former Alaska Attorney General; Tom Fink,

former Anchorage Mayor and former Speaker of the Stale House;

Doogan; IaY Hammond, former Governor; and Plugl) Malone, former
he Slate Flouse and former Commissioner of Revenue.

Speaker of

(The spending of the $900 million from the
1969 Prudhoe Hay oil lease sale is thought to he
one reason voters approved the Permanent Fund
in 1976).

Hut there was agreement that Ihe currently
fashionable budget cutting is going loo far.

«yQJ.U.ME NO. 6

"We are not taking care of the fundamental
things we should be taking care of,” one man

said.
The group's solution? Relieve it or not, taxes.

"The system we have now is perverse,” a man
said. "What we teach our children is that you get
what you pay for, and we don't pay for anything."

Humanities Forum executive director
Steve Lindbeck is quick lo point out that
tiiese groups are not scientifically selected.

"it's people who decide to show up,”
he said. "Our impression is that it's peo-
ple who cross the spectrum, but is very

self-selecting.”

Still, he said, distrust of the legislature
and a willingness lo consider taxation
are themes that have come up again and
again. They will be included, along with
other results, in the final report on the

project.

Icame away from Wednesday's discussion
feeling better about Alaska than I have in some
time. Often il seems that all public discussion here
is the same selfish voices spouting reactionary slo-
gans. But this group was interested in thoughtful
discussion and finding a way lo make government
work for everyone. Just lo hear that kind of talk

again made the whole project worthwhile.



WHAT ALASKANS THINK ABOUT THE FUND

Participants in the town meetings were asked their opinions on the use of Fund earnings and other

public policy questions. Here are their responses.

1, What are your feelings about how Alaska's public wealth in the Permanent
Fund should be shared? Please say whether you agree or disagree with the
following statements.

a. "Every Alaskan, young or old, new comer or old timer, has a right to an equal
share in the public wealth of the Permanent Fund."

b. "The public benefits of education, arts, sciences, etc., arc important lo the
well-being of all Alaskans and should be a very high priority use of
Permanent Fund public wealth."

c. "We should invest Permanent Fund public wealth in commercial and
industrial development to provide morejobsfor Alaskans."

d. "We should use Permanent Fund public wealth to support construction and
maintenance of community infrastructure such as roads, health clinics,
schools, etc."”

e. "We should use Permanent Fund public wealth to compensate for decreasing
oil revenues."

2. How do you feel about these approaches to using Alaska's public wealth in the
Permanent Fund? Please say whether you agree or disagree with the following

statements.

a. Put all Fund earnings back into the Fund to provide maximum growth of
dividends, EVEN IF this means continued cuts lo the state budget to match

decreasing oil revenues.

b. Use the Fund or Fund earnings to create endowments for public programs,
such as education, arts, etc., EVEN IF this means future dividend checks

would not grow as fast.

c. Use lhe Fund or Fund earnings to invest in commercial and industrial projects
in Alaska, EVEN IF this means future dividend checks would slay the same
or get smaller.

d. Distribute some Fund earnings to communities to build infrastructure,

EVEN IF this means future dividend checks would not grow as fast.

e. Use some Fund earnings to increase the current level of state services, as
determined by elected representatives, EVEN IF this means future dividend
checks would nol grow as fast.

f. Give each Alaskan here today their share now, either $33,000 lump sum or
stock shares in the Fund, EVEN IF it means future Alaskans (unborn children
or people who move here later) would nol receive any benefits.

3. People have views about who should benefit from the Permanent Fund wealth,
and how that wealth should be distributed. How do you feel? Please say whether
you agree or disagree with the following statements.

a. Sharing Permanent Fund wealth as cash lo individuals is better than sharing
wealth through non-cash forms such as roads, schools, health clinics, land
fills, social services, etc.

b. Putting a maximum on future dividends or reducing future dividends wouldn't
be fair to the people w'ho need the dividends the most.

c. Giving equal Permanent Fund benefits lo future Alaskans (unborn children
and people who move here later) is as important as giving benefits to
Alaskans here today.

d. Individual Alaskans can decide how to spend their wealth belter Ilian the
government.

e. Using some Permanent Fund wealth to help Alaskans in need is fair.

Agree

05%

69%

31 %

617<>

51%

Agree

35%

56%

26%

46%

13%

Agree

50%

44%

74%

71 %

65%

Disagree

15%

31%

69%

39%

49%

Disagree

65%

44%

74%

47%

54%

07%

Disagree

50%

56%

26%

29%
35%



THE TRUSTEES PAPERS mVOLUME NQ. 6

CONSTITUTIONAL ALLOCATION
OF THE STATES REVENUES

PERMANENT FUND

OIL REVENUES

\Y Inflation-

. Proofing
e A e

BUDGET RESERVE

Qeneral Fund



THE TRUSTEES P

1 -

APERS «VOLUME NO, 6

a X

THE PARADOXES OF PUBLIC WEALTH

by Steve Lindbeck, Executive Director, Alaska Humanities Forum

wenly-one years after its formation, the

Alaska Permanent Fund has become a

majoi factor in the state's finances, policies
and politics. To give all Alaskans an opportunity to
consider the role of the Fund in our state's future,
the Alaska Humanities Forum in late 199/ and
1998 convened a major series of public activities

devoted lo high-quality civic discourse.

Principles & Interests: The Permanent Fund
and Alaska's FUture nad three main purposes:

e To promote the broadest and most
robust possible public dialogue and
education on a uniquely Alaskan topic
of critical importance to the future of
the state.

* To focus on the different principles and
competing interests that underlie the
continuing controversies surrounding
the Permanent Fund.

» To ensure that the future of Alaska's
largest public asset will be shaped by
the informed participation of its major
stakeholders, the people of Alaska.

Principles & Interests inciuded three major
components: a major public policy conference in
Anchorage in November 1997, 100 local discus-
sion forums in 41 communities throughout the
slate in March and April 1998, and a final
statewide radio call-in program on the Alaska

Steve Lindbeck

Steve Lindbeck is
executive director of the
Alaska Humanities
Forum, an independent
non-profit organization
and state affiliate of the
National Endowment
for the Humanities. The
Forum offers grants to
projects in the humanities, operates a statewide
speakers bureau, conducts special projects and
publishes a journal.

Lindbeck previously served as news editor
and editorial page editor at (he Anchorage Dally
News, sports editor at the Anchorage Times and
editorial page editor at the EVEIett (wash.)
Herald. He authored the report of the Alaska Oil
Spill Commission in 1989-1990.

He has served on a variety of boards, includ-
ing Big Brothers/Big Sisters of Anchorage, Alaska
Common Ground, United Way of Anchorage

and Commonwealth North.

Lindbeck is a graduate of West Anchorage
High School and Stanford University.

PER CAPITA STATE SPENDING
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Stale spending per Alaskan rose from $1,905 in 1970
lo $9,479 in 1981. In 1998, spending per Alaskan was
$5,242.
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Former Anchorage Maerack Roderick, left, talks
with former Governor Wally Nickel.

Public Radio Network in June 1998. All events

were free of charge and open to the public.

What emerged from all that discussion was a
sense of the paradoxes that have come to sur-
round Alaskans in their extraordinary public

wealth:

e Asilrte that is financially rich yet
overwhelmingly dependent on one,
diminishing resource.

e A populace that is devoted to the

future yet fearful of the present, partic-
ularly the decline in public institutions

and a perceived lack of leadership.

e A polity that, with $25 billion in the
bank, has more choices ihan ever
before but less confidence and vision
in exercising them.

e A statewide community that holds
$25 billion in common yet distributes
the benefits of that wealth entirely
through individuals.

VOLUME NO. 6

What also emerged from the discussion were
recurring themes - and paradoxes attached to
them - that grew from the welter of ideas, per-
spectives, opinions and value choices of thou-
sands of Alaskans who joined in-depth dialogues
from Ketchikan to Kotzebue. And it must be
stressed that this document isa broad compilaPon
of themes. It cannot hope lo express every view-
point or even every debate. No single report can
capture the full diversity and richness of views
expressed. No short document can quite describe
the combination of personal conviction, reflective
listening, body language and community chem-
istry that elevated the best of these meetings from

bull sessions to community encounters.

What follows is a description of the dialogues
and the recurring themes they produced. These
findings are not based on scientific methods, nor
do they claim to represent a consensus of Alaskan
thought. What they do represent is the ideas that
emerged most frequently among thousands of
Alaskans who, in good faith, came forward during
the spring of 1998 to discuss the future with their

friends and neighbors.

COMPOSITION OF STATE BUDGET
@il 109)

Dot Savice

The community forums

Some 100 well-advertised public forums were
held in 41 communities around lhe slate, reach-
ing every region and every major population
hub. At each forum a trained facilitator asked
participants to consider six options for Ihe future

of the Permanent Fund. These options were
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Milled from discussions with community leaders,

academicians and policy-makers, as well as pub-

lic statements at the November 1(197 conference.

Prior lo The community dialogues, participants

viewed a 15-minule video that explained the his-

tory of lhe Fund, how lhe Fund works, and lhe
six options for lhe future. Participants also were
asked to fill out questionnaires both before and

after the discussion.

1.  Alaskans expect their Permanent
Fund lo be permanent, an inheritance to
be passed along to future generations.

This conviction is well established and virtu-
ally unassailable in all regions of the stale.
While some participants discussed diverting
Permanent Fund earnings lo current or future
needs - even if that required capping or reduc-
ing dividend payments - very few were willing
lo consider invading the principal of the Fund,
either now or in the future. They are pleased lo
see the Fund, which represents the lost oil
resources that have been pumped from the
ground, continue to grow steadily. Many
expressed the hope of letting the Fund grow
large enough lo simply endow state government
forever. Support for the Fund and its dividend
program was rooted in their positive qualities -
helping families meet their needs, boosting the
economy as dividends are spent, individual
choice in the use of lThe money. So natural and
transparent is support for the Fund that hardly
anyone mentioned one of former Gov. Jay
Hammond's major reasons for creating the divi-
dend program - building a self-interested con-
stituency for the Fund itself. Alaskans are proud
of the Fund and its growth and expect it lo be

there for their children and grandchildren.

The paradox: While Alaskans want lo
pass along a nest egg to future genera-
tions, they have yet to reach agreement
on how this asset might benefit the cur-
rent generation.

SIX OPTIONS FOR
THE FUTURE

"Leave It Alone"

We could continue to use earnings for divi-
dends, inflation-proofing and increasing the
Fund's principal. The Permanent Fund is a great
success that has grown faster than anyone imag-
ined. It earns money for every Alaskan, and div-
idend recipients can spend their dividend as
they please. This is real democracy at work.

"Create Separate Funds"

We could use some or all of the earnings to
strengthen deteriorating public services and
institutions by creating separate funds for spe-
cial purposes, such as education, maintenance,
arts and cultural activities, children's services or
the University of Alaska.

"Create a Community Dividend"

We could use some or all of the Permanent
Fund earnings to create a "community dividend"
(above and beyond the current individual divi-
dend) that would go lo every community to be
used for public purposes determined by that
community.

"Spend Some of the Income”

We could use some of Ihe Permanent Fund
earnings to help meet public needs. We could
put some earnings into the General Fund and
let the legislature, elected by us, decide how il
should be spent.

"Invest It in Alaska"

We could use Permanent Fund dollars lo
finance new businesses, projects and jobs,
making the economy more productive and

diverse.

"Privatize It"

We could cash in the Fund corpus and distrib-
ute the shares to each Alaskan. If released into
the hands of all Alaskans, this money would
stimulate economic growth through individual
incentives, investments and entrepreneurship.
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2. Support for Permanent Fund divi-

dends is overwhelming, but not absolute.

The great majority of participants expressed
support for the current system of using approxi-
mately half of Permanent Fund earnings for divi-

dends paid in equal
shares to every quali-
fied Alaskan. Indeed,
this was the reason
many took part in the
community dialogues at
all - to insist upon the
sanctity of dividends.
Participants recognized

the importance of divi-

C|| fJohn Groh helped
Ban ,md organize the

nnmples & Interests
project.

dends in overcoming
hardships for many
families, especially in
rural areas. Most participants believed the stale
can continue paying dividends and, if necessary,
devote some Fund earnings to other purposes. A
significant minority at participants, however, was
willing to forego dividends in favor of some com-
munity purpose - most often education. A larger
number was willing to use Permanent Fund earn-
ings for community purposes if the dividend were

protected al current levels.

The paradox: Alaskans value individ-
ual choice and individual purposes, yet
for those reasons have created the coun-
try's most far-reaching state entitlement
program.

3. Distrust of politics and public offi-

cials is rampant.

This sentiment, expressed in every part of lhe
stale but especially pronounced in communities

along lhe road system, had no partisan, ideologi-

- VOLUME NO. 6

Ira Pcrman, ri*hl, from the Anchorage Concert
Association part|0|pates in 111 Anchorage town meeting.

cal, or individual focus. It simply reflected an
assumption that politics, and politicians, are
wasteful, greedy, insatiable, out of control - that
Ilhe $25 billion Permanent Fund would hi? frittered
away in no time if legislators had access lo il.
Legislators are seldom, if ever, credited for deci-
sions over two decades to build the Fund through
special appropriations of so-called excess earn-
ings. Open-ended questions about the future of
the Permanent Fund nearly always produced the
response: "We don't want the politicians lo get
their hands Oll i whether participants placed
responsibility for this condition on irresponsible
politicians 0l apathetic citizens, the dissatisfaction
was vehement and universal - and so strong as lo
lead meeting facilitators to wonder about the

future of our representative democracy.

The paradox: The largest single con-
tributor to the growth of the Fund has
been supplemental appropriations by
state legislatures, yet Alaskans view their
elected representatives with distrust and
vehemently oppose turning Fund deci-
sions over to politicians.
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STATE SPENDING ON K-12 EDUCATION
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4, Education is on everyone's mind,
bul there is no consensus on what should
he done about it.

Support for a strong educational system - both
K-12 and higher education - was virtually univer-
sal, but there the agreement ended. Some partici-
pants fell Alaska's sellouts were starved for funds
and getting hungrier; others found them wasteful
and fat. Some complained of decaying university
facilities or cuts in class offerings; others found the
problem in mismanagement or lack of vision.
Alaskans seemed to understand that money is a
necessary but nol sufficient ingredient in educa-
tional excellence. Many expressed a willingness to
trade Permanent Fund earnings for belter educa-
tion, but many also doubted that more money
would bring better performance. Alaskans recog-
nize that strong education at all levels will be
essential for success in the 21st Century, but have

little shared vision for how to bring that about.

The paradox: While Alaskans have the
financial means for an education system
they never dreamed ofat statehood, they
are not convinced more money would
bring better educational results.

5. Willingness to consider a progres-
sive income tax or, less often, a statewide
sales tax, came forth at virtually every
meeting.

This standpoint was hardly universal, and
denunciations of stale taxes were often vehement.
But to a surprising degree, given legislative reti-
cence around taxation in recent decades, partici-
pants were willing to talk about taxes. This will-
ingness was rooted in four attitudes. The first was
apprehension about a slate of affairs where indi-
viduals pay no taxes while receiving large checks
from Ihe government. This isn't reality, many said,
and il made them vaguely uncomfortable. The
second altitude concerned accountability, and lhe
belief that politicians and public officials would
pay closer attention to public interests if individu-
als were paying taxes. The third was the hope of
capturing from non-resident workers a portion of
the income they take out of the slate (and, in the
case of sales taxes, capturing some revenues from
visitors). The fourth altitude was a willingness to
pony up for desired services, most often education
and child protection. Most often, this altitude was
accompanied by a preference for instituting an
income lax before capping, reducing or eliminat-

ing lhe dividend.

The paradox: While the legislature
has shied away from general tax mea-
sures since eliminating the personal
income tax in the first flush of oil rev-
enues, meeting participants easily and
frequently discussed the subject of
personal taxation.
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6 . 'n the bush and the Anchorage,
Fairbanks and Juneau areas, many people
believe that the "rainy day" has come.
That sentiment was less often shared in
the Interior, Mat-Su Valley, Kenai
Peninsula or Southeast regions.

For many participants, the proverbial "rainy
clay" against which we've been saving is here.
Participants lamented shortcomings in stale or
local services, particularly for education, the uni-
versity, public safety, sanitation and resource

management. These participants expressed a will-

STATE SUPPORT OF UNIVERSITY OF MASK '\
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ingness to use excess Fund earnings, cap t' e divi-
dends or reinstate the stale income tax lo raise
revenues for public institutions. Yet altitudes
reflected a political standoff: while participants
often expressed a willingness to meet public
needs, they had little confidence in the state's
ability lo spend public money wisely. Many bad
favorite stories of waste or abuse - stories that
were generalized into an altitude about all gov-
ernment. Many were loathe to use Permanent
Fund earnings for community needs because they

doubted their own communities would see the

Speaking iibmit llw origins of Iho Fund are | high
alone, former Speaker of the House, right,
and former Gov. lay Hammond.

benefit - somebody else, they assumed, would
devour the money before their own community

got a chance.

The paradox: Even with $25 billion in
the bank, Alaskans see public services
and institutions in a state oflong-term
decline and express little confidence in
those institutions to help fashion a better
future.

REVENUES RAISED UNDER
VARIOUS TAX PROPOSALS
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PROJECTED EUND EARNINGS AETER
DIVIDENDS AND INFLATION'PROOFING
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7. Participants clearly appreciated
being listened lo and were willing to lis-
ten to each other in thoughtful dialogue.

Before encountering the process, n substantial
number of people approached the dialogues with
suspicion or even antagonism - most often

because they feared their Permanent Fund clivi-

. PROJECTED STATE OIL REVENUES
L.or

limiri2ltrit>

dcnds would be threatened by the dialogue. But
these fears often were overcome - whether posi-
tions changed or nol - as Alaskans encountered
the opportunity lo discuss thoughtfully their
shared future. Given a supportive forum, people
expressed themselves willingly, but also demon-
strated flexibility, absorbed different points of view

and often clarified or modified their own position.

Participants sometimes reported changing their
position several times as a result of hearing other
perspectives. Dialogue served to lower the levels
of suspicion and mistrust, at least among people
in the room. This dynamic - w ere hardened
positions and antagonism are mediated by the civ-
ilizing influence of dialogue - would seem to mir-
ror Alaskans' hopes for iheir broader political
processes. Again and again, participants expressed
the wish that their voices could be heard in this

way more frequently in public life.

The paradox: Public forums rarely
attract a true cross-section of society,
even though most citizens believe in the
importance ofpublic process and recog-
nize that consensus can only be reached
when they truly listen and talk with one
another.

8. Participants at the forums increased

their understanding of the Permanent
Fund and its workings.

Of those who returned post-forum surveys,
30 percent said their understanding of the issues
increased a lot and 5B percent said lheir under-
standing increased a little. Only 6 percent said
their understanding did not increase at all.
Relatively few participants knew at the outset
how the Fund's earnings are currently allocated
or how different instruments in the state's fiscal

structure fit together.

The paradox: While the Permanent
Fund was Alaska's largest sour<:e of rev-
enue in 1998, its place in the state's fis-
cal structure is not well understood and
Alaskans have yet to reach consensus on
the use of its earnings.



THE TRUSTEES PAPERS «VOLUME NO. 6

The Trustees Papers, Volume No. |, printed in March, 1982, is a collection of papers prepared
for the Board of Trustees as part of a series of seminars conducted that year to address such issues
as the appropriate criteria for public investment, the pros and cons of investing the Permanent Fund
in-stale, and alternative methods of distributing Permanent Fund benefits.

The Trustees Papers, Volume No. 2, printed in April, 1988, is entitled, "Wealth Management: A

Comparison of the Alaska Permanent Fund and Other Oil-Generated Savings Accounts Around the
World."

The Trustees Papers, Volume No. 3, printed in August, 1989, is entitled, "The Role of the

Permanent Fund in Alaska's Fiscal and Economic Future: A Collection of Public Policy

Perspectives."

The Trustees Papers, Volume No. 4, printed in January, 1997, is entitled, "Changes to lhe

Investment World During the Permanent Fund's First Two Decades and a Look into the Future.”

The Trustees Papers, Volume No. s, printed in February, 1997, is entitled, "The Early History of

the Alaska Permanent Fund: Perspectives on the Origins of Alaska's Oil Savings Account."”
Copies of The Trustees Papers and all other public information materials prepared Oy Hie Alaska

Permanent Fund Corporation arc available by request at the Corporation's aYi<e in Juneau. All vol-
umes arc also available at the Corporation's web site: WWW.apr.OrfI

The APFC Board of Trustees would like to thank the Alaska Hum inities Forum, its executive
director and staff for their assistance on this publication.

Photos courtesy of Beth Rose, the Alaska Humanities Forum and BI- Exploration (Alaska) Inc.
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THE ROSE PLAN

It is refreshing to see so many Alaskans engaged in the current debate about the so-called “Fiscal gap”.
Many of us who have followed State budgets and expenditures know that we have a political problem, nota
fiscal disaster. To date, politicians have been reluctant to make hard decisions like curtailing the flow of
free money and engaging in long-term fiscal planning. The time has come, and hopefully there is political
courage, to fully examine a proposal | made several years ago called “The Rose Plan”. Its very simple and
straightfonvardL

1 Continue the Constitutional Budget Reserve Account as it currently exists. Allow it to be a “spending”
account which will be drawn down over the next fewyears as oil revenues remain low. Continue the
requirement for a super majority vote to use it; a process that sometimes involves the expenditure of
even greater sums as necessary super majority votes are “purchased” during legislative negotiations.

2. Create a second fund parallel to the Permanent Fund Invest it exactly as the Permanent Fund is
invested. Its principal is inviolate. Its earnings mey be appropriated by the legislature for any lawful

PUIPOSE.

3. Tins second fund which could be called a reconstituted budget reserve account (but I prefer to call it
the TAF (Tax Aversion Fund) could be created fromseveral sources. Residual Permanent Fund
earnings (after providing for inflation pro:  Ingand dividends) could be SAVED in this account,
special onetime capital gains could be SAVED to this account and residual funds in the Constitutional
Budget Reserve Account could be SAVED in this account at such time as there are excess or unneeded
funds in that account Note tliat | think it is premature to SPEND Permanent Fund earnings. This
should occur only after all other alternatives have been exhausted. Because of the beneficial effect of
compounding, it makes sense to start building this account as soon as possible with as much funds a;;

possible.

4. Finally, it is time to address tire dividend payment question. There is no doubt that the payment of the
dividend buys a constituency which protects the Fund. However, that strong constituency will exist
even with a lower annual gift This plan contemplates fixing the dividend at SI,000 per capita The
dividend will cost between $550-600 million annually which is about S350 million less than the
current cost Coincidentally, tins is the same amount as an income tax is projected to raise.

I sincerely appreciate the various plans advanced over the years by those with the vision and fortitude 13
consider long-term rather than quick fix solution.:;. | particularly like the Rieger Plan which protects tfrj
Fund and has about the same effect as mine. M/ only quarrel with it is that it SPENDS Fund earnings
rather tlian saves them. The Crcmo Plan could have worked well twenty years ago when it was first
proposed. It or an endowment might work today if Alaskans wanted to convert its Permanent Fund froma
savings to a SPENDING account and wished to co-mingle tax and nati'ml resource revenues in a single pot
and pay dividends from that pot. My friend Governor Hammond’s plan to allow dividends to increase
substantially and have the government “claw’” back taxes; isn’t practical. The current proposal to “claw”
back $350 million won’t fly because of the tax rate which must be imposed and the inequality of its

proposed application.

Dave Rose sresoosible forthedevelopment and goeration of four major firacial rstitutios.
wes the first Becutive Director of the Municipal Bond Bank, tte Alaska Indstrial Development
Authority and the Alaska Permanent Fund. He isaurantly Chairman and CEO of the Alaska
Permanent Cpital Management Company ; which nests fuds for large Alaskan corporatias.
trsts, municipal goverments and State instrurentalities.



THE ROSE PLAN - SIGNIFICANTLY DIFFERENT

Ofthe various plans offered for consideration on solving the “Fiscal Gap”, the Rose Plan
stands alone in its pursuit of a truly long-term solution. More importunately, it is economically
sound and produces benefits to Alaska that can serve furture generations.

Most of the plans which have been advanced are spending plans. They suggest different
variations of the same theme - spending a portion ofthe Permanent Fund. Some are more artful
than others. Some work by formula, others create an endowment, another pools all tax and
natural resource receipts and pays dividends and state expenses out of the earnings of the pot. All
are spending plans which meet state fiscal needs but do not build for the future.

The Rose Plan and the Governor’s plan are significantly different from other proposals. Both
emphasize saving all earnings of the Permanent Fund over and above dividends and inflation
proofing. These earnings are saved to a second fund (Rose’s Tax Avoidance Fund and the

Governor’s Constitutional Budget Reserve Fund). This savings aspect is critical to long-term
state economics because it preserves and expands, permanently, the State’s asset and revenue

bases.

Every barrel of ail sold to oil companies reduces the asset base or wealth ofthe State. True, the
State receives payment for its oil but most of the funds flow to the General Fund and are spent.
Only a small portion is saved. Thus Alaska’s asset base is being continuously eroded. The
savings plan turns this around. Permanent Fund excess earnings which are saved rather than spent
and are placed in a second fund add to the asset base from which state support is derived. Slowly,
each year, as Permanent Fund earnings are saved, our asset base can grow to surpass our natural
resource wealth that has been sold off. This process provides for a stronger asset base because it
will no longer be composed predominately of natural resources but will be diversified by its
security holdings in governmental, industrial and corporate America.

An examination of what has been achieved with the Permanent Fund points to how a diversified
asset base can be created. Unfortunately, the Permanent Fund alone cannot replace the assets we
are selling off. A second savings fund can.

The second fund savings plans also permanently create an expanded state revenue base. Our
current revenue base is narrow. We are too dependent on oil. Our tax base is so small that high
and disparately imposed income taxes have been suggested. We must expand and broaden our
revenue base. I1fwe could lure major companies to Aaska such as General Motors, Ford,
Microsoft, et al the state could tax their infrastructure and income. Since we don’t seem to be
able to attract these companies, lets create a second savings fund which holds a portion of debt
and equity ownership of these entities. In lieu of an expanded tax base, we create a surrogate
income stream from the same entities in the form of dividends and interest.

Under the savings plan approach where excess Permanent Fund earnings (over dividend and
inflation proofing) flow to a second fund, our revenue base expands at a rate in excess of our
population, and commercial growth.

Lets not take the easy way out of our predicament by simply spending Permanent Fund earnings
- we can always do that if we really have to. Lets not impose unwanted and economically
restrictive taxes ( similar to a Federal Reserve Board tightening). Lets carefully review the Rose
Plan and the non-tax element of the Governor’s Plan far their long-term solutions of the fiscal gap
problem and their prospective ability to offer constructive structural change to diversify and
expand both the state’s asset and revenue bases.

Dave Rose is the former Executive Director of the AlaskF Permanent Fund and is a
practicing economist with the Alaska Permanent Capital Management Company.



PFD options worth considering

| was interested to read Dave Rose’s col-
umn in the March 27 paper (Forum). The col-
umn discussed his ideas about hGw to im-
prove our financial position without the dras-
tic measures the Legislature is planning. | ap-
preciate his efforts to get people talking
about, und thinking about, how to solve this
dilemma.

This is, after all, a rather wealthy state, and
we should be as wise about using the wealth
a? we were about amassing it In the first
place.

I also apfpremate Gov.. Knowles’ bringing
the issue o Ionlg-term fiscal planning to the
forefront. I would not object to an income tax,
if there is no other way to raise the money. |
do believe that Mr. Rose is offering an alter-
native that we should look at.

—Nancy Gross
Anchorage

Cap the PFD

| believe the “Rose Proposal” (Forum,
March 27) has merit and should be studied
and discussed more thorou hI)é. The Perma-
nent Fund Dividend should be capped at
$1,000. This requires no new emﬁloyees and
raises the $350 million or more that the pro-
posed income tax would raise.

—Thomas A. Packer
Anchorage

Rose plan may be our savior

Thank you, Dave Rose, for your Elan to
solve Alaska’s budget problem (Forum

March 27). Finally, here is a simple pro _osal
that can form the nucleus for long-terrp fiscal
planning. It involves the same basic goal most
people use to improve their own financial se-
curity by saving vs. spending money.

To date most other proposals” generate
funds by imposing new taxes, spending from
our Permanent Fund, large spending cuts, or
a blend of these. None of these plans appears
to have majority support among Alaskans.

The Rose plan imposes no new taxes and
docs not spend from our Permanent Fund. It
saves money into a new fund he calls the "Tax
Aversion Fund.” Egjnines from this fund

account are used to cover the budget gqp—

Is the Rose plar too good to be true? The
best way to answer this is through public
scrutiny. Some people may not like how the

lan caps Permanent Fund dividends at

1,000. Others may question how it is funded.
But does creating new income or sales taxes
make more sense? Are severe cuts in state
spending really in the best interests of Alas-
ka? Do we dare open the door for politicians
to start spending our Permanent Fund?_

_If this plan had been adopted when it was
first proposed several years ago we probably
would not face such a large fiscal problem to-
day. Alaskans should contact their legislators
and ask them to seriously consider the Rose
plan as a potential solution. 1

— Donald Ince
Inrhnrty™t

Anchorage Daily News
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Rose-colored

I FYOU FOUND something familiar about the proposal the
governor unveiled the other day to bridge the state's billion-doll;
fiscal gap, it's probably because you heard a similar plan before.
Knowles' recommendation is to cash in $4 billion of Permanent
Fund investrment earnings, deposit the money into the
Constitutional Budget Reserve, then use the reserve’s
investment earnings of about $550 million a year to help plug the
fiscal gap.
The governor’s plan resembles one advanced four years ago by
Dave Rose, formrer Permanent Fund executive director. Bothwouh
involve votes of the public. However, there are substantial

; differences. - 7

. Under Knowles' proposal, \he vote would be advisory —
essentially asking for support of the governor’s proposal to transfei
the money. The rules governing the Constitutional Budget Resenve
however, would remain unchanged — meaning the Legislature
could continue to make withdrawals fromthe reserve’s earnings at
even the principal, provided it has the required three-quarter
majority vote to do so.

Under the Rose plan, the Constitutional Budget Reserve would
“reconstituted” through an amendment to the Alaska Constitution
The reserve would becorre, in effect, a second Permanent Fund
account —the principal ofwhichwould be offlimits to governors
and legislators. Furthermore, investments by the reserve would be
supervised by the managers of the Permanent Fund —in theory,
not subject to politics.

Assuming that Alaskans want to consider a proposal to tap som
ofthe Permanent Fund's earnings, there is a substantial advantag
in folloning the constitutional approach recommended in the Rose
plan. Otherwise, without putting the reserve’s principal offlimits, i
would be only a matter of time before the state again faces a fiscal
gap with additional transfers of Permanent Fund money needed.
-J.-The downside is that constitutional amendments can only be
voted on inageneral election —which in Has case means Novermb
2000 Knowles says he'’s concermed that the Permanent Fund's

- current unrealized profits may disappear by then if the stock mark

takes a deep dip. Besides, he argues, the state needs the additional
revenue now—not twoyears fromnow. " -

. "Acompromise might be an advisory vote'to learn if the voters
would,bless the spending of unrealized earnings to meet the
immediate shortfall, concurrent with legislative action to put onth
next general Section ballot a proposed constitutional amendment t
make ihe principal ofthe reserve fund offlimits to future ..;
withdrawals. AL TR .

This might be more difficult to accomplish. But it would be a
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By DENNIS FRADLEY

It seems just about everybody these
days lias at least two cents worth of ad-
vice for the Legislature. Most of it,
though, goes in one ear and out the other,
because lawmakers would rather do
things their own way.

One bit of free counsel for the Juneau
cromd warrants more considered atten-
tion. It comes from the former executive
director of the Alaska Permanent Fund,
David Rose —who also is a business
partner of Gov. Tony Knowles and served
as Knowles’ campaign manager two
years ago.

Like many Alaskans, Rose has
watched the public debate unfold in re-
cent years over the best way for the state
to bridge its fiscal gap. He followed the
work of Inst year’s Long-Range Financial
Planning Commission, which now has
the attention of the governor and some
lawmakers and the support of ajiumber
of local businesses and
civic organizations.
Rose applauds the
commission but sees a
better way to accom-
plish the goal. » ..

The long-range
panel’ job was adviso-
ry. It came up with its w V-
best recommendation m
on the steps the state dl
should take to balance ~ Fradley
the level of annual state spending and
annual revenues. Then it tossed the ball
to the Legislature —where the ball has
sat.

Thats because from the point of view
of legislators, it looks more like a rolled
up porcupine than a ball —and who
wants to embrace a porcupine?

Consider the barbs waiting to wound a
political career. Among the commission's
recommendations: cut ,'ermanent Fund
dividend checks; tie eligibility for the
Longevity Bonus program to an individu-
al’s income; do away with the property
tax relief program for senior citizens;
raise taxes on tobacco, alcohol and gaso-
ling; prepare the state for an income tax;
and cut $100 million in stale spending
over the next three years.

Those ideas present an awful lot of po-
tential "ouches.” It’s no wonder, therefore,
that the leadership in the Legislature
came up with its own plan to bridge the
gap earlier this week.

The shortcoming of that plan, howev-

it itrelies on future legislatures

0
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‘For heaven's sake! | couldn't slop and ask
directions. That would be CHEATING."

to implement four of the five years of pro-
posed.cuts in state sEending. The plan
doesnt bind future Legislatures to do
anything.

The Rose alternative, which depends
art on a constitutional amendment,

uld be binding on future administra-

and Legislatures. At the same time,
’iﬂids much of the porcupine’s punish-
ofthe commission’ plan..

To provide some idea of how down-to-
earth Rose’ plan is compared to tire com-
plex Long-Range Financial Planning
Commission’s proposal: His fits on one

e; the commission needed more than
100 pages to describe its formula.

His Is a simple, five-point strategy:

* This year, appropriate enough funds
from Permanent Fund earnings to fully
inflation-proof the Permanent Fund and
pay a dvidend of $1,000 to every eligible
person in the state.

» Save (not spend) all ofthis year’ ex-
cess Permanent Fund earnings and
funds now in the Earnings Reserve Ac-
count by aﬂpropriating them to a now
version of the Constitutional Budget Re-
serve Fund, which Rose calls the “recon-
stituted budget reserve fund.”

* Direct that the reconstituted bud-
get reserve fund be invested in the same
manner as the Alaska Permanent Fund;
that its principal not be available for ex-
penditure but that all of its earnings be
available to the general fund each year.
The reconstituted budget reserve fund
would operate parallel to the Permanent.
Fund, but its earnings would be used ex-
clusively to close the fiscal gap.

Thursday, February 15, 199
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* Require future Legislatures to ap-
propriate enough Permanent Fund earn-
Ings to provide inflation-proofing to the
Permanent Fm.d itself, a $1,000 dividend
for every eligible Alaskan, and transfer
residual earnings (whatever is left over)
to the corpus ofthe reconstituted budget
reserve fund.

That's it. Pretty straight forward and
easy to comprehend. Phe Permanent
Fund under the Rose plan stays protect-
ed and continues to grow. Permanent
Fund dividend checks are net reduced.
The corpus of the budget reserve fund,
with its new name, is also protected.
There wouldnt be any more tapping into
the budget reserves —as there has been
in recent year,',

To accomplish the Rose plan would re-
quire a vote by Alaskans to amend the
state constitution in order to convert the
present Constitutional Budget Reserve
account into the restricted, reconstituted
fund and to restrict future Legislatures
from spending the corpus or earnings of
the Permanent Fund or the principal of
the Budget Reserve Fund.

You may have guessed, there is a
catch. Tire Rose plan won provide all the
extra income the state needs to fund its
present rate ofspending.

Rose estimates the annual earnings
from the reconstituted budget reserve In
the initial years would amount to just
over $300 million —still leaving $150
million or so of the gap to be addressed by
taxation and cuts in spending. That’s
why neither Lhe administration nor the
Republican leadership in the Legislature
supports it —yet.

He favors more cuts than taxes and
suggests Alaska adopt zero-based budget-
ing techniques to reduce spending levels.

Not many Alaskans would object to
balancing the budget without raising
new taxes, cutting Permanent Fund Div-
idends checks, or penalizing .seniors. |
think everybody would cheer that solu-
tion.

Nor should many Alaskans object to
using a small portion of the excess eam-
mings of the state’s savings accounts and
reducing the size of state government in
order to meet the goal of a balanced bud-
Qet.
two cents’ worth: Legislators
should grab the Rose idea and claim

victory.
Dennis Fradley is an editor of The Anchorage
Times.



The Rieger Plan
1. Use earnings on state’s financial assets to supplement oil revenues
.2.  Only spend earnings that exceed inflation (*'Real Earnings')

3. For the Permanent Fund, inflation-proof first, and split the remainder 50-50
between dividends and GF uses

4. For the state’s other financial assets, inflation-proof first and use some or all
of the remainder for GF uses

5. Since earnings have volatility, maintain earnings reserve and CBR as buffers
along with a payout rule that smooths year-to-year fluctuations

Presentation To Senate Finance Committee
AwL&jm



Assumptions:
Real Earnings: 5.50%
Growth Rate, Real Spending: ~ -1.00%

Year: 1999
GF Oil Revenues, Nominal 806
GF Oil Revenues, Real 806
GF Non-Qil, Nominal 450
GF Non-OQil, Real 450
1/2 PF Earnings 657
CBR Earnings 196
New Agency Dividends A Other 100
GF Revenues, Real 2,208
GF Expenditures, Reel 2,361
Draw/Deposit, CBR -153

Information on Fund Balances:

Balance In PF, Real 23,877
Deposits. Nominal ].1.1.

Deposits, Real 111
Ending Balance, Real 23,988
Real Earnings 1313
CBR Balance, Real 3,559
Draw/Deposit -153
CBR Ending Balance, Real 3,406
Real Earnings 196

Deflator:! 1

2000

770
745
454
660
187
100

2,145
2,337
-192

23,988
124
120
24,108
1319

3,406
-192
3214
187

1.034

2001

950
440
663
177
100

2,330
2,314
16

24,108
173
162
24270
1,326

3214
16
3,230
177

1.069

Rieger Plan, Spreadsheet
Example Using Budget Growth 1% Lower Than inflation. And $100 Million New Agency Dividends Or Other New Revenues
NOTE: Unless Otherwise Labeled, Figures Are In Constant 1999 Dollars

2002 2003
997 986
901 863
480 490
434 429
667 672
178 177
100 100
2,281 2,240
2,291 2,268
-10 -28
24270 24,433
181 193
164 169
24433 24,602
1335 1,344
3,230 3,220
-10 -28
3220 3,192
176 177
1.106 1.143

2004

1.004
849
601
424
677
176
100

2,225
2,245

24,602
177
150
24,752
1353

3,192
-20
3172
176

1182

2005

1.005
822
612
419
681
174
100

2,197
2,223
-26

24,752
177
145
24,897
1361

3172
-26
3,146
174

1222

2006 2007
1.007 1,008

806 789

623 636
419 419
685 689
* 173 172
100 100
2,183 2.169
2,201 2,179
-18 -10
24857 25,039

178 178
143 139
25,039 25179
1,369 1377
3,146 3,128
-18 -10
3,123 3,118
173 172
1249 1277

2008

1,010
174
640
418
692
172
100

2,156
2,157

-1

25,179
178

136
25,315
1,385
3118
3118
172

1.305

2009

1012
759
668
419
696
171
100

2.145
2,135
10

25,315
179
134
25,449
1,392

' 3118
10

3,128
171

1333

2010

743
419
700
172
100

2,134
2,114
20

25,449
179

131
25,581
1,400
3,120
3,148
172

1363
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Fundamental Objective

To build a tool that allows us to
understand the potential impacts of
any policy change on:

- Fund Value

- Earnings Reserve Balance

- Distributed Income
- Inflation-Proofing

across a complete range of possible
capital markei outcomes.
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Equity Market Returns
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Distributed Income
Scerario 188 - (Introdcirg RisK)
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Applying the Model

Comparing the Status Quo to three
variations on a Market-Value-Based
Distribution Rule.
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Base Case

* Actual results through December 1998

* No appropriation from ER in FY 1999

* 1999Callan capital market assumptions.
* Asset Allocation: “18% Equity.

* Distributed Income: status quo.

« Inflation-Proofing: status quo.

* Earnings Reserve limitation: status quo.
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Percent ofMarket Vahu -4_5%

Distribution

= Actual results through December 198.

= No gppropriation from ER inFY 190.

= 1999 Cal lan cpital market assunptions.

= Asset Allocatian: 48% Eopiity.

« Distrilbuted Incaore: 4.5% of 5-year average
market \alle.

= Inflatic-Proofing: statts qLo.

= Eamings Resenve limitation: statusqLo.

Percent ofMarket Value -5.5% Distribution
Inflation-Proofing slatis nnamings Resene

= Actual results through December 1998.

= No gppropriation fron ER inFY 1900.

= 1999 Callan cpital market assunptions.

= Asset Allocation: 68% Eoity.

 Distributed Incare: 5.59%of 5-year average
market valle.

= InflatioProofirg: stays inEamings Resene.

= Eamings Resenve limitation: status qLo.
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= Actual results through December 1998.

= No goprgpriiation from ER inFY 190.

* 1999 Callan pital marketassunptios.

= Asset Allocatian: 48% Eoity.

« Distributed Incone: 4.3%6ofF5~year average
market\alLe.

= InflaticProofirg: stays in Eamiings Resene.

= Eamings Resene limitatian: status quo.
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Key Findings

« Thu Permanent Fund can support its three objectives
under the current distribution formula across most
market outcomes.

« A market-value-based distribution rule can result in
a more stable distribution stream than the current
income-based distribution rule.

« Higher levels of distributed income require greater
allocations lo higher-return, higher-risk assets (i.e.
equities.)

« Distributing income in excess of sustainable levels
creates potential shortfalls in future distributions due
to the Fund's requirement to preserve principal ("if
you pay out more today, you must pay out less

B tomorrow.")



Capital Market Assumptions AssetAllocation - 48% Equity
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Al k P t F d: .
aska ermanen un * APFC focus: investment management
Long-Term and structures, not public policy
Investm ent Considerations i
Key assumptions
e How the Fund works

* A look at a distribution based on % of

ﬂJHV'ﬁT market value rather than % of income
APFC Presentation to Senate Finance * MOMA - correlated Monte Carlo
March 31,1999 simulation computer modeling

* Alaskans made a series of
Vf tv APFC mission decisions 20 years ago about the
Permanent Fund which have

. . served us well.
Maximize the value of Alaska's oil

revenues through prudent long-
term investment and protection of
principal to produce income to
benefit all current and future
generations of Alaskans.

imsaiEiissg”a
Distribution of Fund income
since inception
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* In the Trustees’ view, it is not
likely that the existing investment
and distribution structures will
work as well for Alaska in the
next 20 years... and here’s why...

BGEsninryzrzHaii
Long-term total returns

\\//* 15 years ended Decerrber 311098

e 1015 . 104
867
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e ... and that causes an
inconsistency between current
Generally Accepted Accounting
Principles (GAAP) and state law,
according to Morrison & Foerster
and KPMG.

e The conflict arises in regards to
the definition of “income available
for distribution” ... more on that |

jlater. s
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* GASB 31, the new financial
accounting standard, changes the
way the APFC reports income in
the earnings reserve account...
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At the heart of APFC investment
planning for the future will be the
attempt to mediate among these
conflicting objectives:
1 Maximize long-term total return.
2. Maximize annual spending distributions.

3. Preserve the eal (i.e., inflation-adjusted)
value of the Fund and the distributions.

4. Maximize lhe stability and predictability
of spending distributions.

And the real rate of return on your
investments will be determined by:

1. Capital market returns

2. Your asset allocation

Projected PF Realized and Total Rates ol Return
Based on the Fund's 1998 Asset Allocation and
the 1999 Callan Capital Market Assumptions

"
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Q. How much can be distributed
while still preserving the real (i.e.,
inflation-adjusted) value of the
fund?

A. If you want to preserve the real
value of the Fund, you must not
spend more than the real rate of
return on your investments over,
the long term.

Projected PF Realized and Total Rates ol Return
Based on the Fund's 1998 Asset Allocation and
the 1999 Callan Capital Market Assumptions
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Projected PF Realized and Total Rates of Return
Based on the Fund's 1998 Asset Allocation and

the 1999 Callan Capital Market Assumptions
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A8 Daily Unaudited Position
Incorme Ve JSS. as of March 29, 1999
“‘f@@ﬂ&ﬁ‘ﬁwm AN Fixed Income $10,811,300,000 43%
9y ACPTXip] U.S. Equities $9,165,500,000 36%
Non-U.S. Equities  $3,321,300,000 13%
. . Real Estate $1,937,600,000 8%
ol v A 3 HNVEUS» 1 ’ 1
SRR R e v Alaskan CDs $190,000,000 1%
TOTAL $25,425,700,000 100%
b *
o SRR
Source: wanijpfc.org -l
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Alaska Permanent Fund Alaska Permanent Fund Pr|nC| al
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The market value The Alaska
of llic Permanent w "C_”uf‘”cn_t Fund
I'umJ wes N pl principal is 515 So4
- . proleclcd by lhe
S25.3 billion oil Alaska
January 1, I9W. Conslilution, 510 %55
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EQ®w the Fund works

Priority for use of Fund Income

Alaska Statutes (AS37.13.140and 145)
provide till' following priority for (lie
pay inoill ofdividends and inflation-proofing:

) first, dividends are calculated and paid;

lilcll

2) Second, an amount ofincome sufficient to
offset Ihe effect of inflation is transferred
to principal.

Income available for distribution
oo raiend ki i o 48
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Hypothetical Calculation ofincome
AR DA SR
13 Men ’n'?ndMon

inm iscscE ss
Dividend Calculation

llie dhidend appropriation is the lesser of:

D) 120f21% of the sum of the last Syears’
realized caminus.

Or

2)  1/20fthe earnings reserve account at the
end «fihe current fiscal year.

infyitinun \s \s:-ivnk

How the Fund wo |23

Annual Permanent Fund Dividend
(mictilalinn for dividend dislritinted in October 1998 continued)

e Step 1is less than Step 2;
e The dividend pool is 1/20fStep I;
e 51787 million divided hy 2=S893 million;
* T hen, after some minor adjustments,
divide by eligible applicants =
1998 dividend per person;
* |A 9Bdividend = $1,540.88 per person.

Annual QG iaNR i iy v den?

* Step 2is less than Step L
* The dividend pool is 1/2 of Step 2,
* $900 million divided by 2=$450 million;
* Then, after some minor adjustments,
divide by eligible applicants =
1998 dividend per person;

* FY98 hypothetical dividend =
$756.06 per person.
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Distribution based on
percentage of market value

e Trustee Hugh Malone first voiced
support for this concept in the late
1980s

e Recommended for further study by
the Commission on the Future of
the PF in 1990

e Recommended by LRFPC in 1995 faaS
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Inflation-Proofing
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Inflation-proofing

Millions

|Rata ot Inflation 1
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State of New Mexico Investment
Council --1998 annual report:
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Marketvallue-essdl dstritio T

Advantages:
* Provides more predictability and stability
in annual distributions

e Disconnects investm ent d.ecisio.ns from
short-term spending considerations

e Spending provision becomes part of
iong-term investment strateqgy rather than
tactical response to market cycles

The Trustees'.Papers#6

ot “If the Permanent
Fund is one of
our major
M I-MVMI MM KO%  Tesources, how
can it be used to
advance all
Alaskans’visions
a and values
for the future?"

For electronic copies of today’s
APFC PowerPoint presentations,
send an email request to Jim Kelly,
Director of Communications at
jkelly@alaskapermfund.com
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MEMORANDUM State of Alaska
DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS

TC Senators Parnell and Torgerson date: March 26, 1999
Co-chairs, Senate Finance

TELEPHONE; 269-8800
FROM: k u w yd

Director
subject: Hearing Documents

Sorry for the informality of the memo but my secretary is out today and this is the best 1can do.

Enclosed are a number of things related to your reque.st. I’ve numbered them to make it a little
easier (I hope) to identify what each piece is.

Page Number

1-2 The OLD (1998) production forecast by field.

3-4 The OLD (1998) production forecast by lessee.

5 -6 The NEW (1999) production forecast by field (DRAFT).
7-8 The NEW (1999) production forecast by lessee (DRAFT).
9 Map, Northern Alaska Activity

10 Map, Cook Inlet Activity

u CliaH, Projects Under Development (2/99)

12 Chan, Undeveloped Oil Accumulations (2/99)

13 Map, NPRA
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TABLE 2A - OIL PRODUCTION FORECAST AND AVAILABLE ROYALTY OIL
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TABLE 2B - OIL PRODUCTION FORECAST FOR PRODUCING
AND DEVELOPING NORTH SLOPE FIELDS, BY LESSEE
THOUSANDS OF BARRELS PARDAY. INCLUDES OIL. CONDENSATE, AND NGLs
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TABLE 2A - OIL PRODUCTION FORECAST AND DRAl__I'

AVAILABLE ROYALTY OIL
THOUSANDS OF BARRELSHR DAY.  INCLUDES OIL, CONPENSAT*ANOKC [*.» A A A m P A0
RESSEUTISNF<ERECEST
o

o3
®

RS, SN B, Bt
RS, RSB Nown -2+

kUit
MAntyreArea (GAVAI

shurpe

est Reaclt, N_Prudhoa Bav St.
Kioaruk Ret Uit

s0s
U Hd

B, «oes B BE03E LB
BRS8N Bomht 1o
Bt BN, Bl SR8

e TN ST S S S
B N SRR IR R ERRAR

B o 80 o BBl SR

B8 condi. RSN S9800]

Em%%- . SIS S SRS SR
m M BRI -8 Hod!

N S R RO SRR

!"7.!';:*":5{..
i
. B4
er n%%]%gmfos?mjgg 90 @ 8 B W@
STATEABLE ROVALTY OIL %
NRIHS.CFE ‘ 6 5
" %@%%3§§§§§§% :
1
g 5 g % iy § g 2% ; ;
/) 53%?%??&3§2%
f%é§é§§§§§§§
SN NSNERY
SRR RS EREEE
N
R
S B RS P

T T

g



MAR-26-99 FRI 11:44 AM  DIRECTORS OFFICE FAX NO. 5623082 P.

D

mulative

THOEANBCHARRUMDA. L IR A D4 D6 AW A X9 X0 (VD)
‘%ﬂ%&,’\g 4 F P B B 4 B 2 A D
@%ﬁsl'and Unit n ®®»®» ® 9 ® 0 3 149;@
RE— %gggggﬁ.z%s%ﬁ
éé]ﬁ_ 152372[24_50
558 % 3%
EEEEREERRY
SEERRRRREE
1 siiid
16 2 8 8 30D
EEEEEEEEE
4:55
&m%s%_%@_%%f{ﬁ%mig
4 4 3 3 3 2 2 2 2 2
EEEEEREREE
EEREEEEERE
SRRRERRNAE
498488884 ; &
98 9 71 5 5 4 9%
%Hgfgggéz@&
L34 3 E
EEENESEE
139333332708
B
52
Iﬁ%\?%; voLee % 8 T o6 e S 5 S04 B 759'%
S

i < i

" ER%Y%JYM & Lo " e 69 hoe av dhOBILGPML/}\? rR XTj

0 0|esﬁ Mox ta?gor '. oe' .l ue | 0|| racst néi . Clré o

@gj&%%@%m{gﬁ i g il Oseff i il %u%&é%ﬁ IR st e
)Jtu>

Revised 3/26/99



MAR-26-99 FRI 11:44 AM DIRECTORS OFFICE FAX NO. 5623582

DRAFT
TABLE 2B - OIL PRODUCTION FORECAST FOR PRODUCING

TSGRy P D%&%MMMLOPE FIELDS, BY LESSEE

2001 2002 2003 2004 200S 2006 2007 200* 2009 20)0

PRODUCTION FORECAST FOR NORTH SLOPE (2)
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/ 2 24 2 19 1 14 13 U 10 9
3% 31 27 23 20 18 1B 14 13 1
Ui 3 29 26 2 20 7 16 14 12 1
K%k river UTE 6) 232 224 211 201 194 199 190 180 166 156
127 123 16 110 107 109 9 91 B6
9 8 ‘g 18 B /8 74 70 65 6l
o o 0 0O 0o 0 ©O0 0 0 0
o 06 0 o 0 0 0 0 0 0
1 1 1 1 1 1 1 1 1 1
? 12 W u 10 u 0 10 9 6
5 6 49 52 5 6/ 6/ 6 65 64
47 4 51 6L 61 60 60 59
5 60 60 62 42 34 29 24 20 16
5 59 59 5 4 3 A 24 20 16
0 1 1 0 0
530 515 513 493 474 453 425 397 378 343
154 149 149 143 137 123 115 110 99
204 198 198 190 183 174 164 153 146 132
3 '3 3 3 3 3 3 2 2 2
164 150 149 143 133 1 123 115 110 100
0 0 "0 "0 0 % 5 0 0 0
6 6 6 6 5 5 4 4
7 7 7 17 6 6 6 5 5 5
‘ 2 2 2 2 2 2 2 1 1 1
TOTAL Amoco 5 4 4 4 3 3 2 2 2 2 1 1
TOTALAnadarko 6 17 17 17 17 16 1S 15 13 uU 1
TOTAL Arco 361 341 351 338 328 314 300 293 273 258 240 221
TOTAL BP 4621_ 4260 407 446 432 410 38ft 37t 356 332 311 28
TOTAL Chevron 3 3 3 3 3 3 3 3 2 2
TOTAL CIRI 0 0 @ 0 0 0 0 0 0 o0
TOTAL Dovon 0 0 0 0 0 0 0 0 o0 0
TOTAL Exxon 238 213 196 186 181 172 162 ISy 143 132 >25l 113
TOTAL Fina 1 6 2 2 6 6 0 1 -
TOTAL Forcenerav 0 a 0 0 0 0
TOTAL Mobil 8 7 17 17 7 6 6 6 6 5 5 4
TOTAL Murohv 0 6 1 6 0 1 1 0 0 o0
TOTAL NANA o Q 0 0 60 0 0 0 O
TOIAL Oxy. 4 4 4 4 5 6 6 6 g 5
TOTAL Priflies* g 8 7 7 71 1 6 6 6 b 5
TOTAL Texaco 2 2 2 2 2 2 2 2 1 1 1
TOTAL UTP (3) 7 v oz ok L B B I I
TOTAL Unocal 1]% @_ B 14 14 13 13 12 1 10
TOTAL North SloDe__ 1 1033 1,049 1,017 970 922 893 842 .783__23i_ 669

PROJECJED NORTH SLOPE ROYALTY SHARE
128 121 116._10y._1.0j__ 95-(Z

B3 12 1!\{]L
g QF?H u%f&anuaryt rouah Docomber 198
%u@?lg %ﬁ&ﬁ%s%ﬂﬁ% amﬁf}&%%\'ﬁh% Prudhoe Bay Stole. Paint Mclntvro.

Uﬁ@?ﬁ%ﬁayand g W?@E%u‘f and Sacr River.
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Projects Under Development

Northern Alaska (February 1999)

Project Status Expected Expected
Start Up Peak Production

Dale Rate (x 1,000 bbls/d)

Badami Production started, but currently shut-in NLA .
Northstar** Ice road construction and EIS work 017 0
underway

Alpine Construction work underway [0

grltjqq?e Bay Exploration/delineation/testing uuderway 198 * 40
atellites

SKl% Ia_rtuk River  Exploration/delineation/testing underway 198 X
atellites

Wiest Sak Initial development underway 1998 16

Schrader Bluff ~ Expansion work slowed:; under review NA 16

* Various Facility Sharing Agreements Needed Prior to Start-Up
** Construction of modules halted, moving forward with permitting
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Undeveloped Oil Accumulations

Northern Alaska (February 1999)

Esti

Discovery Recoverable

mated

Name Date Reserves

Point Thomson 1977 % M&/IBO
FIaxréen leand % |:
Sourdoug ”?OU
N by 180 TOMVBO
e o
Flor %% ’?8:
hglru élt<ar %% 14ZI\C/I)II\/IB
Pruc&hoe Bay*  Satellites 241 MMB

* Development in progress or planned in the near term.
MMBO - millions of barrels of oil
TCFG - trillions of cubic feel of gas

Comments

Near ANWR; gas, condensate, and oil

Terﬂarx turbidites, | ln Pt Tnomson Unit
Thomson Unit

ace
ﬁ( eau?ort OCS, tested at A00BOPD
|\/|I elson B aya[]ea
OCS Waters nort of Pt. Thomson

ear upar
wo mter Fsat 124SBOPD
Two Intervals at [ﬁ
Beau rt Sea, Inclu alsland
Severa separate accu ulations



SENATE FINANCE COMMITTEE
LOG NOTES
03/29/99

SENATE FINANCE COMMITTEE
LOGNOTES

[ENTER MEETING DATE]

GENERAL SUBJECT(S): BALANCED BUDGET PRESENTATION

The following overview was taken iIn log note format. Tapes and
handouts will be on file with the Senate Finance Committee through the
21st Legislative Session, contact _465-2618. After the 2ist
Legislative session they will be available through the Legislative
Library at 465-3808.

Time Meeting Convened: 9:25 a.m.
Tape(@): SFC-99 #69, Side A (000 -

PRESENT :

Senator Parmell
Senator Torgerson
Senator Donley
Senator Leman
Senator Wil"ken

Senator Adams
Senator P. Kelly
Senator Green
Senator Phillips

XXX X
XXX X

Page 1



LOG SPEAKER
000 Co-chair Parnell

Pat Davidson

Co-chair Parmell
Ms . Davidson

Co-chair Pamell

Ms . Davidson

Senator Phillips

Ms . Davidson

Senator Phillips

SENATE FINANCE COMMITTEE

LOG NOTES
03729799

DISCUSSION

Reconvened the committee for DFYS Audit

Review. He noted there will be two_

individuals to testify regarding this

review.

Director, Division of Legislative Audit was

Invited to join the comittee. January _

1998 audit of Division of Health and Social

Services. FY 97 DFYS social workers did

not consistently conduct the department.

1. Legislature consider additional funding
for social workers.

2. DFYS should report back to the
Legislature how this was used.

3. Admin Services should report how

funding was used. i

Reﬁor j of harm be Investigated.

Asked explain "work load adjustment'

Delay or never investigate harm if It iIs a

minor ham. L o

She continued specific position requests.

Filled October 1998 i

Sept. 14, 1998 statute for child

rotection. ) ) )

1(Sggstg,wldenc;e funds used i1nappropriately in

DFYS cannot iInvestigate each report of

Made significant progress to provide
training for staf?

Deficiencies In case management status.
Recommends DFYS upgrade . )
Page 22 of audit report. Asked she explain
prior recommendations no 5 and 8.

Responds. = When agency faced with workload
that funding doesn"t_ allow complete address
must develop priorities. Difficult
decisions must be made by management.
Should not be left to individual social
worker. Falls in line with recommendation
#8 regarding workload. This iIs large
agency, large staff involved. Need to
develop workload measurement tool. How
much time i1s a standard report of harm.
Found no substantial progress on these two
prior recommendations. i

Concerned with page 24, prior
recommendation #7.

Dees fall in line. Department always
trying to respond to matters. Will be
enhanced with better information system.
Re: Division of Legislative Audit's _
current position on prior recommendation.

Page 2



SENATE FINANCE COMMITTEE
LOG NOTES
03/29/799_
Co-chair Pamnell Referred to Audit Report. Sort of sterile
government terms. Asked definition of
‘child protection™.

Ms . Davidson More children at risk. Department needs to
recognize and respond.

Karen Perdue Commissioner, Department of Health and
Social Services was invited to join the
comittee. Introduced Russ , Deputy

Commissioner and Theresa Tanoury, Child
Protection. She referred to their audit
handout. Hired 28 new employees and got
them trained by January.

Re: Audit Number 1 released 8
recommendations.

Re:  Audit Number 2 released 6
recommendations._

They have 30 offices and performance has
increased dramatically In answering calls.
Major progress in Mat-Su and Ketchikan.
Fairbanks took dip same as Anchorage over
summer because of training. Kenai and
Juneau have increased. Increase iIn number
of families receiving ongoing services.
Trying to comply with new law asking them

to act faster.

Co-chair Pamell Reports of Harm graph. Took in more calls
and more cases assigned to CP workers. Is
that what the iIncrease shows?

Ms. Perdue Numbers go up and doan.

Co-chair Parmnell Trying to distinguish depts graph and audit
report graph.

Ms. Perdue One month more priority ones and cases take !
longer to investigate. Response time is
more.

Co-chair Pamell Percentage assigned for iInvestigation.
Asked for clarification.

Ms . Perdue Brief update on Anchorage. Knew they

needed to focus on training because they
had large tumover. Have to go see_ the
child. Were getting a new case assigned

every 3.5 hours. ese were physically
impossible to handle. Lost many case
workers.

Refers to Response to March 1998 Audit and
January 1999 Follow-Up Audit. Have seen an
Iimprovement since Janan%- dlee law but

e

tremendously impacting the department.
February this year 44 child adjudications.

As example. ocused In implementing the
new law. L

Performance measures iIn missions and
measures. Seems to be tracking and really
likes_ them. i
Training: Have had workers pay for their
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Co-chair Pamell
Ms . Perdue
Co-chair Pamell

Ms . Perdue

Senator Phillips
Russ Webb

Senator Phillips
Russ Webb

Ms. Perdue
Senator Phillips
Ms . Tanoury

Russ Webb

Senator Phillips

Pat Davidson

SENATE FINANCE COMMITTEE

LOG NOTES

03729799
own_training. o
Legislature budgeted training last year.
Is this not enough?
Faced with specialized training for
workers.
Training monies only been encumbered
recently.
Has to do with RSA. Training 1S ongoing.
Academy opened iIn August. i
Does not dlsa%ree with any recommendations.
# and #8 within their work plan.
Refers to chart ogfpage 8 of handout.
Explained Report Harm Prioritization.
Priority 3 has been workload adjusted.
Offices doing this at their own -
However, this iIs not appropriate. Trying
o bring ev%‘\ﬁone up to the same level.
Can"t just e on workers to iInvestigate
cases, must have workers to provide follow-
uw- Can be mmproved. Cannot ask social
worker to Investigate more than two cases
per day. No call comes iIn simple. Stories
very complicated. nless child is being
tortured It _is a s™otle rating. _Is
everyone using the same iInformation to rate
calls. Working on having everyone using
the same rating system.
Is this handout curi=nt procedure?
From March audit last year. This procedure
has been In place for many years.
Is ghere arl1 update’?ﬁ : :
We have icy. Difficulty is applying
mat_polllpgy- One has to be app??eql
consistently so_all understand rating of
priorities. Priority 1 and 2 are never _
alloned to remain uninvestigated. Question
arises to workload and staft.
Does not like work load adjustment.
Have you achieved perfection? i
Explained that when three reports received
on one child they do investigate. Inminent
danger is not there. Someone goes to check
on the child. Only low risk priorities are
not responded to immediately.
Perhaps when one actually goes an
Investigates the call the priority is
higher and more risk and danger to the
child. Case worker struggles with the
decisions that must be -
Audit report said there iIs not an
extablished policy. )
What you have iIs a very rough cut. Looking
for policy 1t has to be more than a three
way cut. General guidance is out there,
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Russ Webb
Senator Kelly

Ms . Davidson

Senator Kelly

Ms . Davidson

Ms . Perdue

Co-chair Pamell
Ms . Perdue

Senator Phillips
Russ Webb

Senator Wilken

Ms . Perdue
Senator Wilken

Ms . Perdue
Co-chair Parmell

Senator Phillips
Ms . Perdue

SENATE FINANCE COMMITTEE

LOG NOTES
03/729/799

however not sufficiently for consistent

across the state response.
Believes they have not achieved perfection
and there is room for Improvement.
Referred _to_priori}y handout. 70 - 90 days
o do training? _If prioritization carried
out by fully trained staff operating at
full capacity?
Prioritization is for initial reports of
harm. HB 375 addressed when children were
In custody.
Prioritization schedule does not seem to be
that lacking. Trained staff and fully up
1 s peed, perhaps this wouldn™t bee this
. Audit was a bit premature because
audit was being done wnen new workers were
coming on and not fully trained and up to
speed at the time.
Agrees that the audit was a little
premature. Did not expect to see Increase
In reports of harm. Prioritization for
first three cuts iIs reasonable. However,
they see so much ha\ﬁ)lﬁenm at all lewvels.
t. d social workers where do you put them.
Problem must be identified. Management
must refine workload measurement.
Theory they would never go back on an
office. Does not want to put too much
faith in computer. This is complicated and
tough decisions must be made. Trying to
bring everyone up. There is still a great
unevenness within the State.
Risk assessment tool. They do have a lot
of homework to do. And they are trying.
Reports of harm in January down.
Thanked for new help given. _Some positions
went into ongoing and community care
licensing.
Case load standards?
Is in audit response. Would be happy to
provide in further detail.
Re: page 5 Child Protection Status Report.
(Tai)e switch side B at log #586.)
Explained briefly.
A year from now looking at standards and
measurements are these the five we will
see? Or are there more categories of
success and failure? i
Performance measures which are iIn packet.
Cautioned that will wrap this upin about a
five minutes.
Have you hired now staff in Anchroage?
Yes. Mat-Su and Kenai pulled out of
Anchorage area so they could get the
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SENATE FINANCE COMMITTEE
LOG NOTES
03/729/799

attention they needed.

Russ Webb Responds. There is no particular average.
Initial investigation, court time, etc.

Senator Kelly Concern with reports of harm.

Ms. Perdue HB 375 teachers are mandated reporters.
But they cannot get back to them.

Ms . Tanoury Meet once a month with mandated reporters.

Mostly hear about low risk kids iIn classes.
Coming into class hungry.

Ms . Perdue Pilot project in Mat-Su. Hungry child
living In home with no running water and

parents between jobs. This 1S not a
protection matter.

Senator Kelly Actions_taken resulted in better
protection? o
Ms . Tanoury Has 1ncreased communication between

department and mandated reporters. Feels
situation will improve.

Senator Green Breakdown In priorities. How do you base
response time for priority three?
Russ Webb Less timely on priority 2°s and clear they

are not timely on priority 3"s. But they
really must respond co all calls because
they really never know the actual extent.

Co-chair Pamell Workload adjustment?

Ms . Perdue Something they have been doing for years
and would like to get out of rt. However,
something they have three year plan iIn
budget that would get them to no more work

load adjustment.

Co-chair Parmell Part of Smart Start?

Ms . Perdue Yes.

Senator Wilken Suggested audit was premature. He felt
audrt not premature, but drawing

conclusions was premature. Huge project,
huge task. Must be vigilant, however not
an indication of lack of support for the
project. He will continue to support.

Co-chair Pamell Moved In to Balanced Budget. Cautions
committee they are still iIn order.

(brief at ease) i i
Reconvened the comittee. Trying to keep
everyone on time.

Willson Condon Commissioner, department of Revenue was
invited to join the comittee. Spring
forecast be ready first of next week. Oil
roughly at $14.50/barrel. Over next five
years expected revenue will be $1 billion
400 million. That"s what iIs expected on an
average. May be some up and down periods
over the next five years.

Refers to Constitutional Budget Reserve

Exhausted. i i
Page 2, Annualize $1.00/barrel iInpact on
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SENATE FINANCE COMMITTEE

Senator Torgerson
Commissioner Condon

Senator Torgerson

Commissioner Condon

Senator_Torgerson
Commissioner Condon
Co-chair Pamell

Commissioner Condon

Senator Wilken
Commissioner Condon

Senator Phillips
Commissioner Condon
Senator Wilken
Commissioner Condon

Senator Leman

Senator Phillips
Commissioner Condon

Co-chair Pamell
Ken Boyd

Co-chair Pamell
Ken Boyd

LOG NOTES
03/29/799 _
General Fund Unrestricted Revenue. i
Referred to g . More than 50% decline
1990 to 2000. Ilar change worth less
than half to us.
$14.50 anticipated use?
Figure they will arrive at within a couple
of dimes.
Working on looking at budget over 20-year
time frame?_ Any suggestions or
recommendations?
O1nl prices will increase with inflation
going forward. History a guide, then you
woulld question that conclusion. North
Slope oil averaging about $16/barrel.
Wasn®"t much help.
Believes if one takes $16/barrel will be
How do the experts project out In 20 years?
What measures are :
Make judgments about what"s going to happen
in terms of demand, response to the demand,
where will the supply come from, what"s
oing to happen technologically. Also must
ctor in a political _judgment. In
response to Senator Wilken, staff has also
done their own projections.
Change 1s projections?
Yes. How much oil i1s available.
(tape change to #/0, Side A)
Any projection to replace diminishing oil?
Relates to jobs and ANWR.
Would be easy to calculate but could not
give number presently.
General number under which pipeline
wouldn®t work?
Estimate i1s 300,000 barrels/day would not
perhaps be economical.
Tring to figure out big drop this fiscal
year and next fiscal year. Looking at
(I:harl;ts with general decline iIn production,
ooks.
When do we reach 300,000 barrels/day?
About year 2020. Based on today"s
information.
Comments to Ken Boyd on line.
Director, Oil and Gas
Refers to his memorandum dated 3/26/99
Pages 5 & 6 current. Compared page 1 and
5. _Starts with North Slope (Alpine)
Alpine will cone on a little later In year
. _ In response to Senator Pamell
explained totals. 'State total" is total
of all columns.
Production a little bit down?
Things have changed over night.
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Senator Wilken

Mr . Boyd
Senator Wilken

Mr . Boyd
Senator Torgerson
Mr . Boyd
Senator Torgerson
Mr . Boyd

Senator Torgerson
Mr . Boyd

Senator Torgerson
Mr . Boyd

Senator Torgerson

Mr . Boyd
Senator Torgerson

Mr . Boyd

Senator Torgerson
Mr . Boyd
Senator Torgerson

Mr . Boyd
Senator Torgerson

Mr . Boyd

Senator Torgerson

Mr . Boyd

SENATE FINANCE COMMITTEE

LOG NOTES
03/29/799

9% reduction? He figures about 16%
reduction.
Responds. i _ i
Further query? Difference In reduction.

Asked that be reconciled.

Page 9, map. Can provide individual copy
iIT need be. i i

Please identify projects listed on page 11.
Offered brief clarification. Page 12.
Projected iIncrease.

Referred to several satellites. Estimate
not an absolute number.

Added 50,000 barrels/day.

Totals are there. See page 12.

Undeveloped Oi1l Accumulations - Kuvlum and
Tern Island/Liberty described. Fiord will
get results shortly. Northstar waiting to
see what the federal agencies battling each
other come up with.

Page 13 - _National Petroleum Reserve-
Alaska -A) Will have to wait and see
what happens In May.

Query. Doesn"t see Aurora.

Aurora discovered last Friday. This is
+ust a satellite. Will know more about
hompson by September . )

Wants everything included If we know they
are out there. Doesn"t want any thing left
out.

Will be able to tell what is included and
what was left out due to time.

What do you have for the new platform at
Cook Inlet?

Did not focus on Cook Inlet for this

presentation. Can provide this
C|i nformation. Does not have any present
ata.

No other data?

All kinds of estimates.

Mood to speculate. Should be able to put
in a plan for production.

Mo public available data at this time.
Asked Mr. Boyd®"s comments on ARCO - British
Petroleum merger.

Each con;%?vny has a settlement agreement. _
Gave a Insights. As the day passes it
will sink in.

Possible iIncrease in gas production. Any
comments?

Numbers can"t get much higher than what
they are. _Understands 90 some odd thousand
iIs the limit. Numbers can"t get much

bigger.
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Senator Wilken

Mr . Boyd
Senator Wilken

Mr . Boyd
Co-chair Parmell

Greg Williams

Co-chair Pamell

Mr. Williams
Co-chair Parnell

Mr. Wil3.i1ams

Co-chair Parmell

Senator Wilken
Co-chair Parnell

SENATE FINANCE COMM

LOG NOTES
03/29/799

ITTEE

Refers to commissioner Condon®s testimony

slow down to 300,000/barrels/day.

agree?
Yes.

Do you

Keep track of number of drill rigs
operating on the slope over past 3 years

and next 1 -2

years.

Will send requested information to Senator

ngﬁEQi Boyd
Thanked Mr. -
Labor .

Department of
comittee. Will

popullation projections.

years. = Assum
continuation of
distribution

small groups of le.
g“os% domiﬁgg% factor

boom.

increase. Have

in Alaska has some

Called Department of

DiscusEaggpulation-

r wvas invited to join the
give brief overview on
1 Projections go out
tions made are

istorical trends. Age
large and
Refers to the baby
IS natural
seen booms and busts that

do not last long periods of time. School

age population and the elderly.
increase starting now.

Substantial

to see significant iIncreases.

Going
Substantial

strain on resources by that time.

Other group of 1
children.

nterest iIs school age

Fairly flat.

Asked for break-out over next five years.

Concern Anchorage has lost jobs.

at 1Is

ct on migration and children not iIn

im
school.
Responds.

Asked for forecast over next five years

and take

status, loss of

Difficult project.

Into account current economic

Not prepared to do

this. These numbers have been just
released. The current changes account for

relativel
Result of
Differentia

agin

little school

enrolIment.
of trough_ born about 1975.

shift by regions.

Governor planning for iIncrease In_studer.c

population.

What are the realistic

assumptions to be made?

Age 5-17.

Hearing in Mat-Su Valley.

Adjourned meeting at approximately 11:20

a.m.
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A laska State Legislature

Chairman,
Judicial" C'-imiUee 50 Front £trec
S i Suite 203
tate Capitol Kett liik.in. Alaska 99901
Juneau. Alaska 59801-1182
(907) 225 81)88
(907) .165-3873 Fttv. (907) 225-0713
Fax (907) .165-3922 :
Senator Robin L. Taylor
C

uts and Consolidation

JL rivitization

R

JL Resource Development

District A:
llvdor « Ketchikan ¢ Kupreanof « Moyers Chuck ¢ Petersburg ¢« Saxman < Sitka * Wrangell



VI.

VII.

VIII.

IND EX

Page Numbers

Alaska CPR Paper

Scenario Summary

1998 DNR Land Sales

Proposed Sales @ 30% sales price - $1500/acre

Proposed Sales @ 25% sales price - $1000/acre (5% down - 10 yr)

Proposed Sales @ 25% sales price - S1000/acre (10% down - 10 yr)

Proposed Sales @ DNR Average Price S4609/ac (5% Down - 10 yr)

Proposed Sales @ DNR Average Price 54609/ac (10% Down - 10 yr)

Proposed Sales @ DNR Average Price (5% Down - 15 yr)

Proposed Sales @ DNR Average Price (10% Down - 15 yr)

-2

10

11

12



A laska State Legislature

Chairman,
JooayComitiee DRotk:d
Suic Capitol | J Suil<; 203
Juneau, Alaska 99H01-1182 Ketchikan. Alaska 99901
m B & /y (507) 22Vvwwa

(907) -165-387
Fax: (907) 465-3922

fur (907) 225-071)

Senator Robin L. Taylor

ALASKA CPR

Recently a friend of mine suffered a heart attack. Fortunately, a bystander immediately
recognized the symptoms and administered CPR. My friend has recovered now, and by watching
his diet and exercising, his future looks bright, Alaska needs CPR and we need it NOW! The
CPR we need is Cuts and Consolidation, Privatization, and Resource Development.

Over the past few years, Alaskans have watched as state leaders used our state reserve accounts
instead of living within the state's income. Our economy has suffered one seizure after another:

. Fish prices have slid to historic lows

. Over 4,000 family support resource jobs in Southeast Alaska have been lost

. Opening of the AJ mine in Juneau was stopped

. The price of oil has sunk to a forty year low... 85% of our state’s income
depends on the price of oil.

. Over 6,000 oil industry and related jobs have been lost in the last six months

Despite these crises no effort has been made by the administration to reduce spending in any
state agency. Instead our Governor wants to steal over 500 million dollars out of the wallets of

working families and wants them to pay for 600 new state employees.

My CPR plan leaves your money in your pocket and creates new wealth for Alaskans.

1. cut and Consolidate - We must reduce the size of state government and stop

wasteful duplication in state agencies.

2. PI’IV&'[IZG - Private ente, prise can provide many government services more
efficiently and at lower cost. Every state in the union, except Alaska, has experienced
significant savings without the loss of essential services, by using the private sector
where appropriate.  This will also provide more opportunities for private sector

development.

Distrioc A:
llvder * Ketchikan * Kupreanof ¢« Movers Chuuk * Petersburg « Saxman * Sitka ¢ Wrangell
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Attention; Lacey Travis

FR RELIABLE TRANSFER

Free Delivery Coffee Supplies

Monthly Specials

ltem
Coffee:

Sweetener:
Creamer:
Cocoas:
Teas:

D istributor of

789 1272 TO SENATE FINANCE P.01/01

Coffee, Tea, Cocoa,
Sugar, Creamer, Cups,
Cleaning & Maintenance

For the Month of April 1999

Brand Onainal
Gourmet Medallion $ 38.95
Maxwell FrRst Decaf $ 45.95
Dixie Sugar Packets $ 10.95

Coffee Mate FrVanilla Can §  2.95
SwissMiss Sugar Free Cocoa §  9.95
Hot Spiced Cider $§ 4.95

Special

$ 35.75
§ 4145
$ 10.15
$ 195
§ 745
$ 3.95

** TOTAL PAGE.O1

*H
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Senate Finance Committee

Mail Stop 3100

( Miiri;il Business State Capitol
A G E N D A Juneau. :Izskzpcl)gsot—tks.

WFDNESDAY. 31 MARCH 1909

800 AM.
SB9  PERS CREDIT FOR NONCERTIFIED EMPLOYEES

SB & CPFE%I%ITED SERVICE FOR TEMP EMPLOYEES:
SB3B  TASKFORCE ONPRIVATIZATION

BALANCED BUDGET PLAN PRESENTATIONS:

JIMKELLY
PERMANENT FUND CORPORAT ION

(CONTINUED NEXT PAGE)



WEDNESDAY.31 MARCH 1999 (PAGE 2)

6:00 P.M.

SB 101 DEFINITION OF DISASTER

SB24  REGULATIONS: ADOPTION AND JUDICIAL
REVIEW

SB 113 FINANCES OF ALASKA HOUSING FINANCE
CORPORATION

SB42  199REVISOR’SBILL

SB8&  CIGARETTE SALES: AGREEMENT/ESCROW

(BILLS PREVIOUSLY HEARD AND/OR SCHEDULED)



3. Resource Development- We need to develop and sell resources including land.
At statehood, Alaska received over 103 million acres of land. These lands were
selected for their valuable timber, mineral, agricultural and oil potential. Today less
than 3/10 of 1% of Alaska is privately owned. If we sell 250,000 acres of land
annually at 30% of the 1998 average sales price for land sold by DNR, we will
generate annual revenues in excess of 350 million dollars a year. If we use DNR’s
actual average sales price, revenues will be in excess of 1Billion dollars a year.

Our state owned forest is 25% larger than all the forests in Alberta, Canada. Alberta
employs over 42,000 people in direct timber industry jobs, 4 times mort people than
the peak employment during our pipeline days. Presently, our forests support only a
handful of workers and “millions of bugs”. If we continue with the current
administration’s policies our children will inherit barren grasslands.

Let’s try a little CPR, get this state back on its feet, then with a little TLC, a healthy dint and
letting the people of Alaska exercise their inherent rights to own a piece of this great land, our
future will be bright, and wc won’t he bleeding money away from working families.



A laska State Legislature
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The State of Alaska has 103 million acres of state
land. These lands hold tremendous values in
timber, agricultural, recreational, and other

resources. The following scenarios are based on

the actual 1998 Land Sales as documented by the
Division of Lands

Calculations were based on the average sales price
of state land sold in 1998 of $4609 per acre. |If you
were very conservative and only budgeted based on
sales prices of $1000 per acre (less than 1/4th the
prices generated last year), the revenues to be
generated in future years are shown on the next

page.



PARCEL
6

C
10
12
18
19
24
28
29
30
31
32
33
34
41
52
54
55
56
57
58
59
61
64
69
70
13
14
76
80
81
§2

Stale of Alaska
1998 Land Sales

SUBDIVISION Extra Detai MIN BID BID AMT

Coffman cove 12,000.00 14.200.00
Coffman Cove 12,800.00 13.676.00
Coffman Cove Waterfront 35,000.00 43.82116

Coffman Cove 10,900.00 13,000.00
Naukati Bay West 15,700.00 20,557.00
Naukati Bay West JJ,700.00 20.557.00
Naukati Bay East 15,800.00 23.500.00
Thorne Bay Waterfront 22,000.00 80,1250
Thorne Bay 24,000.00 40.100.00
Thorne Bay Waterfront 23,000.00 36,000.00
Thorne Bay 39.000.00 42,002.00
Thome Bay Waterfront 31.000.00 43,261 700
Whale Passage 18.000.00 25,000.00
Whale Passage 41,000.00 71,387700
Chase 7,900.00 10”010.00
Peters Creek 8,900.00 10,252.00
Peters Creek .J,800.00 12.556.00
Peters Creek 10,000.00 15~106.99
Peters Creek 8,200.00 21.002.00
Peters Creek .10,000.00 23.500.00
Peters Creek 9,900.00 13.600.00
Peters Creek 8,800.00 10,005,99
Peters Creek 9.600.00 J 125,00
Peters Creek 8.200.00 10.256.00
Robe Lake 29.000.00 32.159.00
Robe Lake _30,000;po 31.323.00
Robe Lake ~20,000.00 27,ppZ"p
Robe Lake 15.000.00 21.092.00
Robe Lake 28300.00 32,000.00
Robe Lake 30.000.00 30.5p0.00
Robe Lake "26/000L0g 3111100
Robe Lake 21.000.00 26,110.00

ACREAGE
1.08
117
1.47
0,93
2"09
1,56
2,18
4.80
4.63
4.92
4,16
4.32
2.17
2.71
15.71
4.68
4,90
5.00
4.09
5,00
4.93
4.86

4.30
4.91
5,00
4,64
J3.95
4,27
5.00
4.86
4796

$/ACRE

13348/
11,688.9
297810.6
J3,978.5
9,835.9
13.177.6
8.453.2
JStZOp.l
_8,660.9
7,317A
10.096.6
10,014.1
9.025.3
"26742,1
637.2
2J90,6
2,562.4
3N021.4
5.135.0
4.700.0
2,758.6
21058.8
3) 57.6
2"385,1
6,549.7
6.264.6
5.820;5
5.339.7
V 4941
Alco;o
67°401,4
51264.1



PARCEL
83
88
89
90
91
94
95
96
97
98

101
102
103
105
106
108
110

111
I 12
113

SUBDIVISION

Robe Lake

Chena Hot springs Il
Chena Hot Springsl|
Chena Hot Springsl|
Chena Hot Springsl|
Delta

Delta

Delta

Eagle

Eagle

McCloud

McCloud
Tenderfoot
Tenderfoot
Tenderfoot

Tok

Tok/Tetlin
TOK/Tethin v o
Tok/Teiiin
Tok/Tetlin
TOTALS

Average Price per Acre =

Total Acreage to be sold/yi

Revenues Generated *

Extra Detail

250,000.0

$1,152,250,000

Stale? of Alaska
1998 Land Sales

MIN BID

19.000.09
7,800.PC

~~5,000.00

5,400.00
5,400.00
5,000.00
5,200.00
5,000.00
7,700.00
6,400.00
6,500.00
11,000.00
5,500.00
6,100.00
6,700.00
14,000.00
13,200.00
14,000.00
10.900.00
10.990.00

172,990.00

BID AMT

24,110.00
19,000.00
6,150.00
6,000.00
6,000.00
7,098.00
6,669.00
6,000.00
9,220.00
7,000.00
15,503.00
14,187.80
5,651.25
10,010.00
10,010.00
20,100.00
18,001.00
15,200.00
14.000.00
14.000.00

1,093,862.64

ACREAGE

Revenues generated were 42% more than the minimum bid which represented the appraised price.

‘This is the total if paid in full at time of sale

NOTE: See next sheet for different payment scenarios

S/IACRE



YEAR

[EEN

O O 0O J oo U1 &=~ GO PO —

Total ~ Average $
acreage sold per Acre
250,000 1500
250,000 1500
250,000 1500
250,000 1500
250,000 1500
250,000 1500
250,000 1500
250,000 1500
250,000 1500
250,000 1500

I
NOTE; |If the land sold for cash, The fofal revenues would be $375,00

Total Sales Price

375,000,000
375,000,000
375,000,000
375,000,000
375,000,000
375,000,000
375,000,000
375,000,000
375,000,000
375,000,000

Revenue Scenario for
Proposed Land Sales

10% Down -10% Interest
10 Year Term

10% down

37,500,000
37,500,000
37,500,000
37,500,000
37,500,000
37,500,000
37,500,000
37,500,000
37,500,000
37,500,000

Annual Payments @
10% Int.

53,521,048
53,521,048
53,521,048
53,521,048
53,521,048
53,521,048
53,521,048
53,521,048
53,521,048

Total Annual Revenue

37,500,000

91,021,048
144,542,096
198,063,144
251,584,192
305,105,240
358,626,288
412,147,336
465,668,384
519,189,432

0,000 per year. The above
scenario.reresents a 10% down, 10% interest, 10 year term financed by the state.

. |
After 10 years, we would have sold only 2% of the T03 miflion acres we were granted at statehood.

Sales price 30% of 1998 Land Sales by DNR.... $1500/acre.

Sen. Robin Taylor



YEAR

[EEEN

O W OO~ O U~ GO R

Total  Average $
acreage sold per Acre
250,000 1000
250,000 1000
250,000 1000
250,000 1000
250,000 1000
250,000 1000
250,000 1000
250000 1000
250,000 1000
250,000 1000

Total Sales Price

250,000,000
250,000,000
250,000,000
250,000,000
250,000,000
250,000,000
250.000.000
250.000.000
250,000,000
250,000,000

Revenue Scenario for
Proposed Land Sales

5% down

12,500,000
12,500,000
12,500,000
12,500,000
12,500,000
12,500,000
12,500,000
12,500,000
12,500,000
12,500,000

5% Down -10% Interest
10 Year Term

Annual Payments @

10% Int.

37,662,960
37,662,960
37,662,960
37,662,960
37,662,960
37,662,960
37,662,960
37,662,960
37,662,960

Saies Price $1000/acre

Total Annual Revenue

12,500,000

50,162,960

87,825,920
125,488,880
163,151,840
200,814,800
238,477,760
276,140,720
313,803,680
351,466,640

Sen. Robin Taylor



Revenue Scenario for
Proposed Land Sales

10% Down -10% Interest
10 Year Term

Sales Price $1000/acre

Sales Price $1000/acre

Total Average $ Annual Payments @

YEAR  acreage sold per Acre  Total Sales Price 10% down 10% Int. Total Annual Revenue
1 250,000 1000 250,000,000 25,000,000 25,000,000
2 250,000 1000 250,000,000 25,000,000 35,680,704 60,680,704
3 ' 250""0bb 1000 250,000,000 25,000,000 35,680,704 96,361,408
4 250,000 1000 250,000,000 25,000,000 35,680,704 132,042,112
5 250,000 1000 250,000,000 25,000,000 35,680,704 167,722,816
6 250,000 1000 250,000,000 25,000,000 35,680,704 203,403,520
7 250,000 1000 250,000,000 25,000,000 35,680,704 239,084,224
g 250,000 1000 250,000,000 25,000,000 35,680,704 274%764,928
9 250,000 1000 250,000,000 25,000,000 35,680,704 310,445,632

10 250,000 1000 250,000,000 25,000,000 35,680,704 346,126,336

Sen. Robin Taylor



Revenue Scenario for
Proposed Land Sales

5% Down - 10% Interest
10 Year Term

Tota

acreage  Average $ Annual Payments @

YEAR sold per Acre  Total Sales Price 5% down 10% Int. Total Annual Revenue
250,000 4609 1,152,250,000 57,612,500 57,612,500
250,000 4609 1,152,250,000 57,612,500 173,588,586 231,201,086
250,000 4609 1,152,250,000 57,612,500 173,588,586 404,789,672
250,000 4609 1,152,250,000 57,612,500 173,588,586 578,378,258
250,000 4609 1,152,250,000 57,612,500 173,588.586 151,966,844
250,000 4609 1,152,250,000 57,612,500 173,588,586 925,555,430

250,000 4609 1,152,250,000 57,612,500 173,588,586 1,099,144,0-16
250,000 4609 1,152,250,000 57,612,500 173,588,586 1,272,732,602
250,000 4609 1,152,250,000 57,612,500 173,588,586 1,446,321,188
250,000 4609 1,152,250,000 57,612,500 173,588,586 1,619,909,774

oQOCXD\IC)U'I_b(;QI\_)H

Sen. Robin Taylor



YEAR

=~ o PO —

O O - o>

Total acreage

sold

250,000
250,000
250,000
250,000
250,000
25G.000
250,000
250,000
250,000
250,000

Average $
per Acre

4,609
4,609
4,609
4,609
4,609
4,609
4,609
4,609
4,609
4,609

Revenue Scenario for
Proposed Land Sales

10% Down - 10% Interest
10 Year Term

Total Sales Price

1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000

10% down

115,225,000
115,225,000
115,225,000
115,225,000
115,225,000
115,225,000
115,225,000
115,225,000
115,225,000
115,225,000

Annual Payments

® 10% Int.

164,452,344
164,452,344
1%64,452,344
164.452,344
164,452,344
164,452,344
164,452,344
16a.452,344
164,452,344

Total Annual Revenue

115,225,000
279,677,344
444%129,688
608,582,032
773,034,376
937,486,720
1*101,939,064
1,266,391,408
1,430,843,752
1,595,296,096

Sen. Robin Taylor



YEAR
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Total  Average $
acreage sold per Acre
250,000 4609
250,000 4609
250,000 4609
2507000 4609
250,000 4609
250,000 4609
250,000 4609
250,000 4609
250,000 4609
250,000 4609

Total Sales Price

1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000

Revenue Scenario for
Proposed Land Sales

5% Down -10% Interest

15 Year Term

Annual Payments @

5% down

57,612,500
57,612,500
57,612,500
57,612,500
57,612,500
57,612,500
57,612,500
57,612,500
57,612,500
57,612,500

10% Int.

133,727,088
133,727,088
133,727,088
133,727,088
133,727,088
133,727,088
133,727,088
133,727,088
133,727,088

Total Annual Revenue

57,612,500
191,339,588
325,066,676
458,793*764
592,520%852
126,247,940
859,975,028
993,702,116

1,127,429,204
1,261,156,292

Sen. Robin Taylor



YEAR

O 0O ~d o o1 << RO

10

Total
acreage  Average $
sold per Acre
250,000 4,609
250,000 4,609
250,000 4,609
250,000 4,609
250.000  4.609
250.000  4.609
250,000 4,609
250,000 4,609
250,000 4,609
250.000 4,609

Total Sales Price

1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000
f452.250.000
1,152,250,000
1,152,250,000
1,152,250,000
1,152,250,000

10% Down -

Revenue Scenario for
Proposed Land Sales

10% Interest

15 Year Term

10% down

115,225,000
115,225,000
115,225,000
115,225,000
115,225,000
115425%000
115,225,000
115,225,000
115,225,000
115,225,000

Annual
Payments @
10% Int.

141,156,372
141,156,372
141,156,372
J 41,156,372
141,156,372
141,156,372
141,156,372
141,156,372
141,156,372

Total Annua
Revenue

115,225,000
256,381,372
397,537,744
538,694,116

679(B50,488 _

821,006,860
962,163,232
1,103,319,604
1,244.475,976
1,385,632,348

Sen. Robin Taylor
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~Senator Parne 11 locj re®~ueST

Alas Alaska

It took a bargain struck by Seward and

A Russian king for us to have this land

Where we can live with whale and bear and tide,
And sleep beneath a sun that cannot hide.

Still unfulfilled, we waited out the day

That statehood's passage brought the feds to bay
Before that boon, things never had been right,
'‘Cause distant rule's as bad as rule by might.

Foundation laid, we turned to work and play.
But now we know there's one more stone to lay:
Without a full and steady flow of cash,
Economy and government will crash.

We have the means, which Prudhoe's wells provide,
Yet how to end this roller coaster ride?

Look not too far - the answer's here and plain:

Just spend no more than our wealth will sustain.

When considering statehood for Alaska, Congress knew that we would need wealth,
as well as the tax power, to provide the money required for government.
Therefore, it gave us land containing natural resources.

The amount of money that derives from the pale of those natural resources is enormous,
but it fluctuates. Nevertheless the State treats the money as revenue to be spent
rather than as capital to be invested. Consequently, spending goes up and down.
Governmental programs, and an economy that depends on continuous spending,

are always in jeopardy.

"Money is with propriety considered as the vital principle of the body politic; as that
which sustains its life and motion, and enables it to perform its most essential functions.”
Those are the words of Alexander Hamilton in that classic treatise on government,

"The Federalist”. He warned that unless the "supply"” of money is both "adequate"

and "regular” (emphasis added), a government will"— sink into a fatal atrophy,

and in a short course of time perish.".

The stone that is missing from A laska's foundation is STABILITY, both fiscal and economic.

lof2 3/29/99 2:33 PM
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Proposal http://www.alaskafund.com/proposal.html

Proposal

How government is financed in Alaska

The state enjoys a silent endowment composed of the proceeds ofthe disposition of its natural
resources.

The federal government gave the natural resources to the state. It was understood that

in addition t0 the taxing power, which every state has, Alaska would need wealth to

Pay for government. Several funds make up the endowment, which has not been

ormalized: the Budget Reserve Fund, the General Fund (the natural resource
proceeds in it), the Alaska Permanent Fund and the Earnings Reserve Account.

There's a problem

"The Legislature can invade the endowment's principal and spend it as if it were revenue.

Part of the principal (the part that is the Permanent Fund) cannot be spent. The state
constitution prohibits it.

' The amount of that spendable principal varies considerably because the natural resource proceeds,
which feed the endowment, fluctuate.
" When there's a lot of spendable principal, particularly in the General Fund, the Legislature spends
more than what is sustainable -- indeed it has no way to determine what is sustainable.
' Subsequently, when there's much less spendable principal, spending must be cut.

State programs and services are curtailed.

And the economy suffers, because it's dependent on continuous state spending.

Spending was cut in 1986. The economy collapsed.

Present System of State Spending

Natural Resources

the endowment State
Enterprises
/ \
"y it Im-
permanent Fund I Federal
Government
Budget
Reserve
Fund General People

Earnings Reserve Fund

Account

unsustainable takeout-

] (broken lines denote irregular flow)

unsustainable spending

The solution
Have the Legislature spend from the endowment at a sustainable rate.

lof3 3/29/99 2:36 PM
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In this outline, rate of spending is amount spent per year. The rate is sustainable if it's
reasonable to expect that it generally won't decrease, in real (inflation-adjusted) terms.

And that takes a new system of spending
'The endowment has to be formalized.

That would consolidate all of the endowment's assets into a single fund (call it the
Alaska Fund), retain in the endowment both investment incomé and gains, and
prohibit spending from the endowment.

" And invested for long-term appreciation.

' Each year, its expected real growth from investment would be taken out for spending.
The expected real growth of the endowment from investment would be a function of
an assumed rate of'real total return (the same rate would apply. in all years) and the

avera%,e of the endowment's market value at the end of each of a prescribed number of
preceding quarters.

' That rate of spending from the endowment would be the highest sustainable.

Highest, because taking out more than the growth from investment could Leoparsze
an'endowment fed by fluctuating natural résource proceeds. Sustainable, because it's
reasonable to expect that the sizé of the endowment, as averaged, generally wouldn't
decrease, in real terms (although in a given year itwould decrease; at leastin real
terms, if the ?rowth from inveStment Were Iess than the amount taken out and if that
year's natural resource proceeds didn't make up the difference).

"Ifan accumulated surplus ofrevenue from the endowment and other sources exceeded a prescribed
amount, the excess would be added to the endowment.

In the event ofa substantial increase in price or production of oil, the endowment
could grow so much that the state would have more revenue than it needs. Arguably,
that would he the case now if this system had been installed before North Slope
production began. The excess, if not added to the endowment, would accumulate and
eventually be Spent, again raising the rate of spending to an unsustainable level.

Proposed System of State Spending

Natural Resources People

State
Enterprises

the endowment Alaska Fund

Federal

. Government
sustainable takeout

General Fund

T

sustainable spending

20f3 3/29/99 2:36 PM
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The effect of the new system

'Curtailment of state programs and sc vices, and resulting economic busts,
would be much less likely to occur.

An incidental advantage

A meaningful budget would become feasible, because during the budgetary process the
Legislature would be able to make a reasonably accurate estimate ofrevenue available for
spending.

Transition to the new system
During a period of many years the rate of spending from the endowment would be gradually
decreased, at least in real terms, to the rate that is the highest sustainable.

A transition is necessary because the current rate of spending from the endowment is
much greater than what is sustainable.

The length of the period would be determined with the objective of providing the most money for
spending during the period, yet allowing the endowment to grow.

Incongruously, a determination of the length ofthe transitional period must be based,
in part, on the official forecast ofnatural resource proceeds.

Method of adoption

The new system, with the transition, requires a constitutional amendment, because it limits the
authority ofthe Legislature.

Constitutional amendments are proposed by the Legislature and approved by the
people.

Obstacles

The temptation to keep on spending from the endowment at an unsustainable rate rather than face
the cuts that adoption of the new system would entail.

The cuts would be substantial, but manageable. As compared with the devastatingly
abrupt cuts, which might occur under the present system, they would be gradual.

The misconception that the new system necessarily would eliminate the dividend program.

That program, like most other governmental programs, is not constitutionally
protected. Both now and under what's proposed, it is for the Legislature to decide
whether to continue or eliminate it. And the fact that the Permanent Fund would no
longer exist, having been consolidated with other funds into a new fund, is irrelevant.
The revenue from the new fund would be the same as the revenue from the Permanent
Fund - public money available for spending on public services and programs.
(Including the dividend program. No one seems to doubt the authority of the
Legislature to spend public money on that.)

NEXT constitutional amendment

30f3 3/29/99 2:36 PM
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CONSTITUTION OF THE STATE OF ALASKA

(proposed amendment)

ARTICLE IX,SECTION 18 - ALASKA FUND
(a) Money derived by the State
(J) from the disposition, by the State or the United States, of land, minerals,
forestial resources or biological marine resources; and
(2) from taxes
(A) on the reservation, production, transportation or processing of those
natural resources; and
(B) on property used in, or corporate income from, the exploration, production,
disposition, transportation or processing ofthose natural resources; and
(3) from claims, against the United States or others, for deprivation ofthat money,
or that land or those natural resources; and
(4) from the liquidation of State enterprises
shall constitute the Alaska Fund, which shall be invested and reinvested for long-term
appreciation. Investment income and realized appreciation shall be retained in the fund and
reinvested. Investments shall be made in accordance with standards prescribed by law.
(b) The fund's assets shall not be appropriated, except that every fiscal year an amount equal to
5.5 percent ofthe average ofthe fund's market value at the end ofeach ofthe quarters ofthe
three calendar years immediately preceding shall be permanently withdrawn from the fund as

revenue.
(c) For the purposes of (a), oil, gas, coal, sand, gravel, stone and water, without limitation, are

minerals.

ARTICLE IX,SECTION 19 - SURPLUS
To the extent that, at the end ofa fiscal year, accumulated surplus of unrestricted revenue is
greater in amount than five percent of unrestricted revenue expended that year, it shall be added

to the Alaska Fund.

ARTICLE XV, SECTION 29 - SPENDING (TRANSITION)
(a) The percentage prescribed in Article IX, Section 18, added in 2000, for determining the
amount of money withdrawn annually from the Alaska Fund, shall be inapplicable in fiscal
years 2002 through 2014. The applicable percentage shall be 9.6 in the first year ofthat period
and decrease each fiscal year thereafter, geometrically, until the first year after that period,
when it shall attain its permanent value.
(b) The assets ofthe Alaska Permanent Fund (Article IX, Section 15), the Budget Reserve Fund
(Aiticle IX, Section 17) and the Earnings Reserve Account (AS 37.13.145) shall be transferred
to the Alaska Fund.
(c) For the purpose of establishing the value of the Alaska Fund, as required by Article 1X,
Section 18, added in 2000, the fund shall be deemed to have existed in fiscal years 1999, 2000
and 2001, and to have been composed ofthe then assets of the Alaska Permanent Fund, the
Budget Reserve Fund and the Earnings Reserve Account. Also for that purpose, in fiscal years
2000, 2001 and 2002, average value shall be based on value at the end ofa fiscal year rather
than, as required by Section 18, at the end ofa calendar quarter.
(d) Article IX, Sections 18 & 19, added in 2000, shall not affect existing dedications.
(e) Article 1X, Sections 15,16 & 17, and Article XV, Sections 27 & 28, are repealed.
() Article IX, Sections 18 & 19, added in 2000, and this section shall be effective July 1,2001.

NEXT endowment
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Endowment http://www.alaskafund.com/endow.html

Data: Dept, of Revenue (projections: fall, 1998)

Transitional withdrawal: 10.0% in 2002 to sustainable withdrawal in 2016

Sustainable withdrawal: 5.5%

Total return: 9.0%

Inflation: 3.0%

Alaska Permanent Fund, cost, end 1999, 2000, & 2001, respectively: 19,021; 19,839;
20,724

Alaska Permanent Fund, unrealized appreciation, end 1999, 2000, & 2001, respectively:
2,600; 2,998; 3,436

Budget Reserve Fund, cost, end 1999, 2000, & 2001, respectively: 2,943; 2,237; 1,629
Earnings Reserve Account, cost, end 1999, 2000, & 2001, respectively: 1,936; 1,795; 1,691

Unit: one million dollars

Proposed System of State Spending

Endowment
1 2 3 4 5 6 7 8
Resource Withdrawal Total Return End End Withdrawal End

Year' B(*i" Proceeds (7x6) [rate x (1+2-3)] (1+2-3+4) (3-yr.average) Percentage (FY 2002

1999 26,500

2000 26.869

2001 27,480

2002 27,480 1,248 2,695 2,343 28,376 26,950 10.0 28,376
2003 28,376 1,258 2,642 2,429 29,421 27,575 9.6 28,564
2004 29,421 1,242 2,610 2,525 30,578 28,426 9.2 28,822
2005 30,578 1,127 2,592 2,620 31,734 29,458 8.8 29,041
2006 31,734 1,066 2,578 2,720 32,942 30,577 8.4 29,268
2007 32,942 1,026 2,565 2,826 34,229 31,751 8.1 29,526
2008 34,229 974 2,552 2,939 35,590 32,968 7.7 29,806
2009 35,590 926 2,540 3,058 37,034 34,254 7.4 30,112
2010 37,034 852 2,531 3,182 38,537 35,618 7.1 30,421
2011 38,537 814 2,523 3,314 40,142 37,054 d.8 30,766
2012 40,142 793 2,517 3,458 41,876 38,571 6.5 31,160
2013 41,876 758 2,512 3,611 43,732 40,185 6.3 31,593
2014 43,732 722 2,511 3,775 45,718 41,917 6.0 32,066
2015 45,718 706 2,513 3,952 47,864 43,776 5.7 32,593
2016 47,864 669 2,517 4,141 50,157 45,771 5.5 33,160
2017 50,157 641 2,635 4,335 52,498 47,913 5.5 33,697
2018 52,498 616 2,760 4,532 54,887 50,173 55 34,204
2019 54,887 594 2,888 4,733 57,325 52,514 5.5 34,683
2020 57,325 574 3,020 4,939 59,819 54,903 5.5 35,137
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Notes

Endowment. The State has an endowment, but it has not been formalized. It is
composed ofthe proceeds of the disposition of natural resources. Various funds
make up the endowment. In the proposed system the assets of the Budget Reserve
Fund, the Alaska Permanent Fund and the Earnings Reserve Account are
transferred (as presented here, at the beginning of fiscal 2002) to a new fund, the
Alaska Fund, which then constitutes the endowment.

In the proposed system all natural resource proceeds go into the endowment, and
all investment income and gains remain in the endowment.

Value of the endowment. In the proposed system the average market value of the
endowment at the end ofa prescribed number of preceding calendar quarters (as
presented here, three fiscal years) is the basis for determining the amount that is

withdrawn from it for spending.

Natural resource proceeds. The natural resource proceeds are deposited into the
endowment when they are received (as presented here, each year's receipts are
treated as if they are deposited at the beginning of the fiscal year).

Withdrawal from the endowment. In the proposed system the amount
withdrawn from the endowment for spending in a fiscal year is a function ofthe
withdrawal percentage and the value ofthe endowment. Withdrawals are made as
the money is needed for spending during the year (as presented here, withdrawals
are treated as if they are made at the beginning of the year).

Assigned values. The values assigned here to length of transition, sustainable
withdrawal percentage, rate oftotal return, et cetera, should be taken as illustrative
only. Thus, it's the same system whether the sustainable withdrawal percentage is

six or five.

NEXT fiscalﬂ
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Fiscal Gap http://wmv.alaskaFund.com/gap.html

Data: Dept, of Revenue (projections: fall, 1998)

Transitional withdrawal: 10.0% in 2002 to sustainable withdrawal in 2016
Sustainable withdrawal: 5.5%

Total return: 9.0%

Inflation: 3.0%
Conventional revenue increase: 3.0% during transition and 1.0% after transition

Alaska Permanent Fund, cost, end 1999, 2000, & 2001, respectively: 19,021; 19,839;

20,724
Alaska Permanent Fund, unrealized appreciation, end 1999, 2000, & 2001, respectively:

2,600; 2,998; 3,436
Budget Reserve Fund, cost, end 1999,2000, & 2001, respectively: 2,943; 2,237; 1,629
Famings Reserve Account, cost, end 1999, 2000, & 2001, respectively: 1,936; 1,795; 1,691

Unit: one million dollars

Proposed SyFtem State Spending
15Caf Ga

1 2 3 4 5 6 7
Fiscal Year \E/\?i(:r?t\_il\;;nv::f Coggsgrtlil?:al ReT\?(:ﬁlue ?gig? g_af) \E\/ni(:r?t\il\:_ranvsglt (FYS g%r(])dz
(sustainable) (1+2) (unsustainable)
1999 3,296
2000 ?
2001 7
2002 1,482 484 1,966 3,179 -1,213 1,213 3,179
2003 1,517 498 2,015 3,140 -1,126 1,126 3,049
2004 1,563 513 2,077 3,123 -1,046 1,046 2,944
2005 1,620 529 2,149 3,120 -971 971 2,555
2006 1,682 544 2,226 3,122 -896 896 2,774
2007 1,746 561 2,307 3,125 -818 818 2,696
2008 1,813 578 2,351 3,129 -738 738 2,621
2009 1,884 595 2,478 3,135 -656 656 2,549
2010 1,959 613 2,572 3,144 -572 572 2,482
2011 2,038 631 2,669 3,154 -485 485 2,417
2012 2,121 650 2,771 3,167 -395 395 2,356
2013 2,210 670 2,880 3,182 -302 302 2,299
2014 2,305 690 2,995 3,201 -206 206 2,245
2015 2,408 710 3,118 3,223 -105 105 2,195
2016 2,517 717 3,235 3,235 0 0 2,139
2017 2,635 725 3,360 3,360 0 0 2,157
2018 2,760 ?J2 3,491 3,491 0 0 2,176
2019 2,888 739 3,627 3,627 0 0 2,195
2020 3,020 747 3,766 3,766 0 0 2,212

52,093 61,624
Endowment, end 2020: 59,819
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Spend — foia! Revenue

Spend 1
I

I
Spend (FY 20028)

Notes

Endowment Withdrawal (sustainable). During transition, which as presented
here begins in fiscal 2002, the withdrawal from the endowment has a sustainable

and an unsustainable component.

Conventional Revenue. Conventional revenue is the revenue that derives from
sources separate from the endowment. As presented here, for fiscal 2002,
conventional revenue is equal to the conventional revenue officially estimated for
fiscal 2001, increased at the rate of inflation. It increases each year at that rate
until transition ends. After transition it increases at a lower rate. (The increase
beyond what is officially estimated is included only to illustrate the effect ihat it
has on the fiscal gap and is not a component of the proposed system.)

Total Revenue. In the proposed system this consists of conventional revenue and
the sustainable amount withdrawn from the endowment.

Spend. The budget adopted for fiscal 1999 was $3,296 billion, which includes the
dividend program. To hit the target suggested here of $3,179 billion in fiscal
2002, it would be necessary to reduce spending by $117 million in fiscal 2000 and
2001, combined. And this assumes that the fiscal 1999 budget is not

supplemented.

The budget, as presented here, consists of the expenditures in the so-called
"general fund budget” and the expenditure for the dividend program. It does not
include (1) the expenses of state enterprises, to the extent that they are funded by
their own income or reserves and (2) expenditures for various services and
programs, to the extent that they are either federally funded or for which revenue

is dedicated, legally or otherwise.

During the transitional period spending is equal to total revenue and the
unsustainable amount withdrawn from the endowment, combined. Thereafter,

3/29/99 4:09 PM
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spending is equal to total revenue.

Gap. A fiscal gap is theg - by which spending exceeds revenue.

Temporarily, it can be briugcd by spending capital (taking more than a sustainable

amount out ofthe endowment). Permanent closure is achieved when spending is
limited to the sustainable withdrawal from the endowment and conventional

revenue, combined.

There is a misconception that the fiscal gap can be closed, permanently, by
lowering the level ofspending (or increasing revenue). Overlooked is the fact that
the fluctuating natural resource proceeds, which the state mistakenly treats as
revenue, can decrease enough in a single year, let alone in the long term, to
produce a fiscal gap at almost any level of spending.

Under the present system with natural resource proceeds treated as revenue, it is

folly to think that the gap can be closed permanently. The official estimate is that
such "revenue" will decrease radically in the years to come. Thus, it is inevitable
that a fiscal gap would follow a "permanent closure”. And a sudden drop in the

price ofoil could reopen the gap even sooner.

The proceeds of natural resources are not sustainable. However, the income from
their investment, which is revenue, is sustainable.

Endowment Withdrawal (unsustainable). During the transitional period the
unsustainable component of the withdrawal from the endowment serves to bridge
the fiscal gap as it gradually narrows. When the transitional period ends, the gap

closes, permanently.

e-mail vour comments and questions

your governor, senators and representatives
BACK endowment constitutional amendment  proposal  opeiung page

Web Site:

Written by Roger Crcmo
(last updated 12/27/98)
Source Code and Graphic Arts
by
para-comm unlimited
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Annualize $1.00 per Barrel Impact on
General Fund Unrestricted Revenue

FY 1988 -2005

Year  $in Millions

$ in M illions

1988 127
1990 145
1992 140
1994 130
1996 110
1998 100
1999 90
2000 0
2001 69
2002 66
2003 6l
2004 62

2005 59



A laska Popuwulation Projections

1998 to 2018 - Statew id e

Number

Alaska Department o fLabor, Research and Analysis Section, Demographics Unit.



A laska Population P rojections

1998 to 2018 - 65+ Y ears of A ge
A E J i
100,000
75,000
o
0
£
5
Z 50,000
25,000
1998 2003 2008 2013 2018
Year

Alaska Department ofLabor, Research and Analysis Section, Demographics Unit.



A laska Population Projections
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Alaska Middle Series Population
Projection by Age and Male/Female,

2005

Alaska Middle Series Population Projection
By Age and Male/Female, 2005
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Alaska Middle Series Population
Projection by Age and Male/Female,

2010

Alaska Middle Series Population Projection
By Age and Male/Female, 2010
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Projected Population by Labor Market Region and Borough/Census Area
Middle Case Scenario, July 1,1998 - 2018

Labor Market Area
ALASKA

Anchorage/Matanuska-Susitna Region
Municipality of Anchorage
Matanuska-Susitna Borough

GulfCoast Region
Kenai Peninsula Borough
Kodiak Island Borough
Valdez-Cordova Census Area

Interior Region
Denali Borcjgh
Fairbanks North Star Borough
Southeast Fairbanks Census Area
Yukon-Koyukuk Census Area

Northern Region
Nome Census Area
North Slope Borough
Northwest Arctic Borough

Southeast Region
Haines Borough
Juneau Borough
Ketchikan Gateway Borough

Prince Of Wales-Outer Ketchikan C.A.

Sitka Borough
Skagway-Hoonah-Angoon C. A.
Wrangell-Petersburg Census Area
Yakutat Borough

Southwest Region
Aleutians East Borough
Aleutian West Census Area
Bethel Census Area
Bristol Bay Borough
Dillingham Census Area
Lake & Peninsula Borough
Wade Hampton Census Area

July 1
1998
Estimate

621,400

313,308
258,782
54,526

73,028
48,815
13,848
10,365

98,647
1,864
83,928
6,402
6,453

23,649
9,402
7,403
6,844

74,285
2,476
30,236
14,231
6,884
8,779
3,664
7,205
810

38,483
2,177
5,389

15,997
1,297
4,708
1,852
7,063

July 1
2003
Middle

656,150

333,042
259,567
63,475

76,771
52,382
14,030
10,359

102,931
1,993
88,012
6,814
6,112

25,627
9,986
8,301
7,340

76,298
2,606
31,388
15,119
7,067
8.590
3,563
7,045
920

41,481
2,040
5,665

17,438
1,405
5,027
1,962
7,944

(%)
Change
1998-
2003

5.6

6.3
4.2
16.4

5.1
7.3
1.3
«0.1

4.3
6.9
4.9
6.4
-5.3

6.4
0.2
12.1
7.2

2.7
53
3.8
6.2
2.7
-2.2
-2.8
-2.2
13.6

7.8
-6.3
5.1
9.0
8.3
6.8
5.9
12.5

July 1
2008
Middle

693,018

353,770
279,707
74,063

80,553
56,110
14,159
10,284

106,963
2,129
91,773
7,270
5,791

28,098
10,725
9,421
7,952

78,687
2,776
32,413
16,428
7,281
8,409
3.459
6,860
1,055

44.947
1,918
5,908

19,092
1,506
5,394
2,128
9,000

Source: Alaska Department of Labor, Research and Analysis Section, Demographics Unit.

(%)
Change
1998-
2008

115

12.9
8.1
35.8

10.3
14.9

2.2
-0.8

8.4
14.2
9.3
13.6
-10.3

18.8
14.1
27.3
16.2

5.9
12.1
7.2
15.4
5.8
-4.2
-5.6
-4.7
30.2

16.8
-11.9
9.0
19.3
16.1
14.6
14.9
27.4

July 1
2013
Middle

733,851"

376,779
289,528
87,251

84,737
60,234
14,277
10,226

110,915
2,303
95,367
7.753
5,492

31,027
11,591
10,741

8,695

81,462
2,961
33,475
18,075
7,485
8,226
3,328
6,706
1,206

48,932
1,784
6,097

21,043
1,621
5,842
2,282

10,263

(%)
Change
1998-
2013

18.1

20.3
11.9
60.0

16.0
23.4
3.1
-1.3

12.4
23.6
13.6
211
-14.9

31.2
23.3
45.1
27.0

9.7
19.6
10.7
27.0

8.7
-6.3
-9.2
-6.9
48.9

27.2
-18.1
131
31.5
25.0
24.1
23.2
45.3

July 1
2018
Middle

776,488

401,631
298,875
102,756

88,837
64,305
14,416
10,116

114,459
2,495
98,585
8,203
5,176

34,236
12,527
12,211

9,498

83,976
3,146
34,447
19,774
7,611
7,978
3,140
6,502
1,378

53,349
1,738
6,242

23,192
1,734
6,327
2,439

11,677

(%)
Change
1998-
2018

25.0

28.2
15.5
88.5

21.6
31.7

4.1
-2.4

16.0
33.9
17.5
28.1
-19.8

448
33.2
64 9
38.8

13.0
27.1
13.9
39.0
10.6
-9.1
-14.3
-9.8
70.1

38.6
-20.2
15.8
45.0
33.7
34.4
31.7
65.3

(%>
State
Share
1998

100.0

50.4
41.6
8.8

11.8
7.9
2.2
1.7

15.9
0.3
135
1.0
1.0

- 3.8
15
1.2
11

12.0
0.4
4.9
2.3

1.4
0.6
1.2
0.1

6.2
0.4
0.9
2.6
0.2
0.8
0.3
11

(%)
State
Share
2018

100.0

51.7
38.5
13.2

11.4
8.3
1,9
1.3

14.7
0.3
12.7
11
0.7

44
16
1.6
1.2

10.8
0.4
4.4
2.5
1.0
1.0
0.4
0.8
0.2

6.9
0.2
0.8
3.0
0.2
0.8
0.3
1.5



Projected Population 65+ Years of Age by Labor Market Region and Borough/Census Area
Middle Case Scenario, July 1,1998 - 2018

(%) (%) (%) (%) (%) (%)

July 1 July 1 Change July 1 Change July 1 Change July 1 Change State State

1998 2003 1998- 2008 1998- 2013 1998- 2018 1998 Share Share

Labor Markei Area Middle Middle 2003 Middle 2008 Middle 2013 Middle 2018 1998 ' 2018
ALASKA 32,729 40,379 23.4 52,298 59.8 69,555 112.5 92,356 182.2 100.0 100.0
Anchorage/Matanuska-Susitna Region 15,692 19,953 27.2 26,279 67.5 35,210 124.4 46,602 197.0 47.9 50.5
Municipality of Anchorage 12,703 16,146 27.1 21,134 66.4 28,056 120.9 36,115 184.3 38.8 39.1
Matanuska-Susitna Borough 2,989 3,807 27.4 5,145 72.1 7,154 139.3 10,487 250.9 9.1 11.4
GulfCoast Region 4,147 5,362 20.6 6,913 55.5 9,347 110.2 12,685 185.2 13.6 13.7
Kenai Peninsula Borough 3,229 3,904 20.9 5,022 55.5 6,797 110.5 9,318 188.6 9.9 10.1
Kodiak Island Borough 609 723 18.7 913 49.9 1,215 99.5 1,615 165.2 1.9 1.7
Valdez-Cordova Census Area 609 735 20.7 978 60.6 1,335 119.2 1,752 187.7 1.9 1.9
Interior Region 4,400 5,305 20.6 6,914 57.1 9,074 106.2 12,337 100.4 13.4 13.4
Denali Borough 57 100 75.4 184 222.8 281 393.0 501 778.9 0.2 0.5
Fairbanks North Star Borough 3,520 4,224 20.0 5,472 55.5 7,195 104.4 9,766 177.4 10.8 10.6
Southeast Fairbanks Census Area 365 471 29.0 675 84.9 880 141.1 1,157 217.0 11 1.3
Yukon-Koyukuk Census Area 458 510 11.4 583 27.3 718 56.8 913 99.3 1.4 1.0
Northern Region 1,211 1,424 17.6 1,680 38.7 2,118 74.9 2,639 117.9 3.7 2.9
Nome Census Area 544 617 13.4 696 27.9 851 56.4 1,040 91.2 1.7 1.1
North Slope Borough 299 408 36.5 540 80.6 711 137.8 917 206.7 0.9 1.0
Northwest Arctic Borough 368 399 8.4 444 20.7 556 51.1 682 85.3 11 0.7
Southeast Region 5,189 6,201 19.5 7,930 52.8 10,598 104.2 13,869 167.3 15.9 15.0
Haines Borough 246 277 12.6 328 33.3 436 77.2 610 148.0 0.8 0.7
Juneau Borough 1,821 2,167 19.0 2,802 53.9 3,903 114.3 5,140 182.3 5.6 5.6
Ketchikan Gateway Borough 1,134 1,316 16.0 1,735 53.0 2,398 111.5 3,211 183.2 35 3.5
Prince Of Wales-Outer Ketchikan C. 354 501 41.5 715 102.0 919 159.6 1,242 250.8 1.1 1.3
Silka Borough 700 668 24.0 1,053 50.4 1.295 85.0 1,609 129.9 2.1 1.7
Skagway-Hoonah-Angoon C. A. 238 311 30.7 404 69.7 511 114.7 629 164.3 0.7 0.7
Wrangeil-Pelersburg Census Area 652 703 7.8 811 24.4 1,019 56.3 1,251 91.9 2.0 1.4
Yakutat Borough 44 58 31.8 82 86.4 117 165.9 177 302.3 0.1 0.2
Southwest Region 1,790 2,134 19.2 2,582 44.2 3,208 79.2 4,224 136.0 5.5 4.6
Aleutians East Borough 92 142 54.3 180 95.7 223 142.4 345 275.0 0.3 0.4
Aleutian West Census Area 108 160 48.1 266 146.3 451 317.6 665 515.7 0.3 0.7
Belhel Census Area 835 946 13.3 1.129 35.2 1,348 61.4 1,726 106.7 2.6 1.9
Bristol Bay Borough 46 56 21.7 84 82.6 104 126.1 144 213.0 0.1 0.2
Dillingham Census Area 247 282 14.2 343 38.9 424 71.7 575 132.8 0.8 0.6
Lake & Peninsula Borough 107 116 8.4 140 30.8 157 46.7 202 88.8 0.3 0.2
Wade Hampton Census Area 355 432 21.7 440 23.9 501 41.1 567 59.7 11 0.6

Source: Alaska Departmentof Labor, Research and Analysis Section, Demographics Unit.



Projected Population Ages 5-17 by Labor Market Region and Borough/Census Area

Labor Markei Area
ALASKA

Anchorage/Matanuska-Susitna Region
Municipality of Anchorage
Matanuska-Susitna Borough

GulfCoast Region
Kenai Peninsula Borough
Kodiak Island Borough
Valdez-Cordova Census Area

Interior Region
Denali Borough
Fairbanks North Star Borough
Southeast Fairbanks Census Area
Yukon-Koyukuk Census Area

Northern Region
Noma Census Area
North Slope Borough
Northwest Arctic Borough

Southeast Region
Haines Borough
Juneau Borough
Ketchikan Gateway Borough

Prince Of Wales-Outer Ketchikan C.A.

Sitka Borough
Skagway-Hoonah-Angoon C. A.
Wrangell-Pelersburg Census Area
Yakutat Borough

Southwest Region
Aleutians Bast Borough
Aleutian West Census Area
Bethel Census Area
Bristol Bay Borough
Dillingham Census Area
Lake & Peninsula Borough
Wade Hampton Census Area

1998
144,767

70,900
56,621
14,279

17,322
11,729
3,264
2,329

22,703
393
18,840
1,593
1,077

7,163
2,731
2,232
2,200

16,022
503
6,313
2,998
1,637
1,853
839
1,682
197

10,657
500
876

4,693
325
1,302
542
2,419

July 1
2003
Middle

149,307

74,943
60,261
14,687

16,786
11,307
3,376
2,103

23,376
346
19,822
1,599
1,607

7,422
2,858
2' 16
2,258

15,051
451
6,040
3,100
1,495
1,639
659
1,467
200

11,724
429
1,031
5,215
360
1,404
517
2,768

)

Change
1998-
2003

31

5.7
6.4
2.9

-3.1
-3.6

3.4
-9.7

3.0
-11.5
5.2
0.4
-14.4

3.6
4.7
3.3
2.6

-6.1
-10.3
-4.3
3.4
-8.7
-11.5
-21.5
-12.8
1.5

10.0
-14.2
17.7
111
10.8
7.8
-4.6
14.4

July 1
2008
Middle

147,811

73,696
57,465
16,231

16,795
11,691
3,201
1,843

23,116
353
19,676
1,702
1,385

7,742
3,021
2,399
2,322

14,287
452
5,881
3,144
1,389
1,444
544
1,239
194

12,175
315
870

5,585
366
1,396
537
3,106

Source: Alaska Departmentof Labor, Research and Analysis Section, Demographics Unit.

9%

Change
1998-
2008

2.1

3.9
1.5
13.7

-3.0
-0.3
-0.1
-2C.9

1.8
-10,2
4.4
6.8
-26.2

8.1
10.6
7.5
5.5

-10.8
-10.1
-6.8
4.9
-15.1
-22.1
-35.2
-26.3
-1.5

14.2
-37.0
-0.7
19.0
12.6
7.2
-0.9
28.4

Middle Case Scenario, July 1,1998 - 2018

4

July 1 Change

2013
Middle

151,044

74,066
54,651
19,415

17,802
12,876
3,164
1,762

23,030
357
19,630
1,828
1,215

8,542
3,311
2,715
2,516

14,620
483
6,111
3,447
1,415
1,334
481
1,156
193

12,984
257
663

6,083
386
1,442
605
3,548

1998-
2013

4.3

4.5
-3.5
36.0

2.8
9.8
-3.1
-24.3

1.4
-9.2
4.2
14.8
-35.3

19.3
21.2
21.6
14.4

-8.8
-4.0
-3.2
15.0
-13.6
-28.0
-42.7
-31.3
-2.0

21.8
-48.6
-24.3

29.6

18.8

10.8

11.6

46.7

July 1
2018
Middle

163,411

79,328
55,017
24,311

19,683
14,642
3,223
1,818

23,631
395
20,031
1,999
1,206

10,152
3,865
3,338
2,949

15,823
518
6,578
4,060
1,494
1,320
462
1,170
221

14,794
244
615

6,934
439
1,629
702
4,231

%
Change
1998 -
201B

12.9

11.9
-2.8
70.3

13.6
24.8
-1.3
-21.9

4.1
0.5
6.3
255
-35.7

41.7
41.5
49.6
34.0

12
3.0
4.2
35.4
-8.7
-28.8
-44.9
-30.4

122

38.8
-51.2
-29.8

47.B

35.1

25.1

29.5

74.9

Stale
Share
1998

100.0

49.0
39.1
9.9

12.0
8.1
2.3
1.6

15.7
0.3
13.0
11
1.3

4.9
1.9
1.5
1.5

11.1
0.3
44
2.1
11
13
0.6
1.2
0.1

7.4
0.3
0.6
3.2
0.2
0.9
0.4
1.7

State
Share
2018

100.0

48.5
33.7
14.9

12.0
9.0
2.0
11

14.5
0.2
12.3
1.2
0.7

6.2
2.4
2.0
1.8

9.7
0.3
4.0
2.5
0.9
0.8
0.3
0.7
0.1

9.1
0.1
0.4
4.2
0.3
1.0
0.4
2.6
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SENATE FINANCE COMMITTEE
LOGNOTES
3/24/99

GENERAL SUBJECT(S): BALANCED BUDGET PRESENTATIONS

(Legislative Finance Division, Fiscal Policy
Council, The Alliance, The Alaska State Chamber of
Commerce, Resource Development Council, Alaska
General Contractors and The Anchorage Chamber of

Commerce)

The following overview was taken in log note form at. Tapes and
handouts w ill be on file with the Senate Finance Committee through the
21st Legislative Session, contact 465-2618. A fter the 21st
Legislative session they w ill be available through the Legislative

Library at 465-3808.

Time Meeting Convened:

Tape(s): SFC-99 #61, Side A (000 -
PRESENT:

X Senator Parnell X Senator Adams

X Senator Torgerson 9:10 Senator P. Kelly
Senator Donley Senator Green

X Senator Leman X Senator P hillips

X Senator W ilken

ALSO PRESENT: SENATOR JOHNNY ELLIS
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SENATE FINANCE COMMITTEE
LOG NOTES
03/24/9.9

LOG SPEAKER DISCUSSION
000 Co-chair Parnell

044 P hil Okeson Fiscal Analyst, Division of Legislative
Finance was invited to join the committee.
He referred to the division handout and
explained with the assistance of an
overhead.
Presentation O bjectives: look at the
current situation in order to understand
the magnitude of the problem.

Current Situation with High O il Prices:
total general fund revenues, Petroleum and
all other revenues. They are using same

projections as wused in the Governor's

model.

134 Co-chair Parnell Commented re prices of oil and sa.id that we
would deal with this Jlater.

140 P hil Okeson Continued his presentation.
Projected Revenues: Projected General fund
Revenues show a downward trend.
Current Situation - Assumptions: 3.0%
inflation. Should be talking about what's
the State's inflation rate.

Senator Leman Inflation may be overstated by 1.1% Have
jyou factored this in?

P hil Okeson Not really factored it in. Do wuse
different inflation rates for different
projects. But they have allowed for it.

Senator Torgerson Governor's plan does not show inflation?

P hil Okeson Does have some for the education formula.

Other agencies do not have inflation plan.
Unreasonable to expect over a 20-year

period, however. The model used today is
based on 20-year plan.

Senator Torgerson Have you talked with the Administration in
coming up with a zero percent inflation?

P hil Okeson No. Continued under Current Situation -
Assumptions: 1.5% Population Growth in K-
12 Education Formula Population.
2% Population Growth for Dividend ONLY
No Growth in Population for all other
Formula or Agency Expenditures.
Permanent Fund Total Return of 7.75% Have
done better in past years. There is a lot
of volatility around the 7.75% . Some years

may be double digit returns and other years
may show losses or right close around
7.75% .

CBR Total Return of 5.5% if less than $3B
and 8.1% if greater than $3B.

Current Situation: Revenues and
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Co-chair Parnell
P hil Okeson

Co-chair Parnell

P hil Okeson

Senator Torgerson
P hil Okeson

Senator Wilken
P hil Okeson

Senator Torgerson
P hil Okeson

Co-chair Parnell
P hil Okeson

Senator Torgerson
P hil Okeson

Senator Torgerson

P hil Okeson

Senator Torgerson

P hil Okeson

Co-chair Parnell
Senator Kelly

P hil Okeson

SENATE FINANCE COMMITTEE

LOG NOTES
03/24/99

Expenditures of the State.
Permanent Fund Dividends per Capita.
Cannot touch the principal because it s
protected by constitution.

Asked to explain this further.

Must realize gains in order to cover
inflation.

Alaska Savings Accounts.

Savings Account Analysis.

Current Situation -Savings Account
Analysis. Is this all savings account?

All savings account. They are inflation
proofing.

Is this all in one account?

No. Do not make distinction of where the
State keeps their money. The key is how

the purchasing power is maintained.
However, the graph shows that we are not
keeping up with the purchasing power.
Budget D eficit - Fiscal Gap vs. Savings
Acount Earnings Used to F ill Fiscal Gap.
If we are not careful with our fiscal gap
we may be "killing the goose that lays the
golden egg".

Asked for clarification of why gap falls
off in 2001.

O ffered a brief explanation.

Said the 7.75% does not make sense.

First call is on dividend. More earnings
being used. Amount available to fill the
deficit is very small.

Percentage of Capital Gains Realized.
Mechanisms presently used combine to make
things go bad quickly.

Specific graph was done at his request.
Unrealized gains no longer available to
sell.

Dividends calculated on 5 years.

Would have to go and check on the exact
percentage.

Taking into consideration any other
revenues?

No revenues added that they do not know
about at this time.

Afraid leaving the impression this is the
path we are going down, however all facts
have not been presented at this time.
This is only the beginning of the
discussion. "Money now is better than
money later."

Page 9 of handout asked about growth
pattern.
There are s till stocks available.

Page



Senator Kelly

P hil Okeson
Senator Kelly

P hil Okeson
Senator P hillips
P hil Okeson
Co-chair Parnell
P hil Okeson

Senator Torgerson

SENATE FINANCE COMMITTEE
LOG NOTES
03/24/99

But cannot turn stocks to cash?

R estraint put on themselves.

Cash available even to go to the permanent
fund is not available. You are not earning
anything to turn into the principal.
Probably s till would, albeit, would be more
difficult to earn 7.75%. Would prefer to
refer to Permanent Fund. Cannot ever let
the permanent fund go below a specific
level. Would be better to pose this before
Permanent Fund.

$34/bbl O il Assumptions: Same as Current
Scenario. Exceptions: O il goes to $34/bbl
in FY 2000; oil never goes down from
$34/bbl; in fact it rises every year at the
inflation rate of 3% (in FY2020 O il =
$61.41/bbl) In good years we are going to
put money away because in later years we
are going to need it.

What does all this mean? Model shows that
the problem is not a cyclical problem, but
rather it is a structural problem. These
problems cannot be overcome by riding them
out. It needs a structural solution. We
w ill not be saved by o il prices in the long
term .

Issues Facing the Legislature: Pivotal
moment in Alaska's History. W ill not be
making large deposits. Not a short

term /cyclical problem, but rather a lone

term /structural problem. In response t
Senator Torgerson, he explained the large
amount of savings usually kept in the
earnings reserve account.

He referred to the "blow-up" factor. When
things go bad, they go bad quickly.

When you refer to "Us" you mean the Alaska
public?

Yes. Not just the Legislature.

House has set very strict cuts. I f
reductions can be made this year, that
would mean money gained over the next
twenty years. More revenues we bring in
today the better off we w ill be in the long
term .

That is correct. Model doesn't care if it
is cuts or raising revenues. They result
in the same.

Begin to systematically use the State's
Savings Accounts.

A combination of the Above. This is the
best choice. End result w ill need a
combination of the choices.

Query.
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SENATE FINANCE COMMITTEE
LOG NOTES
03/24/99

P hil Okeson Have looked at what the Legislature has
suggested. But have not done an indepth

analysis.
Potential Measureable Goals of a Long Range

Plan: Sustainability - Protect the
Principal (Traditional)

(Tape switch to side B at log #597)
Inflation Proofing

Is the goal to protect the purchasing
power of the Alaska's Savings Accounts
What time horizon is appropriate?
Allocations of portfolios change.

Senator Torgerson What government looks at their budget for
one hundred years? Perhaps with regards to
investing?

P hil Okeson It is prudent to look ao budget over one
hundred year period. Alaska's state
government is different, We do have
potential to think differently. Other

states do not have the assets we do.
Perhaps we should take advantage of that
difference.

Co-chair Parnell Is it realistic for us to look at this for
one hundred years.

P hil Okeson Systematic use of the permanent fund may
want to look at over a longer period of
tim e . Cautions a long term financial plan
w ill have to be updated as the years pass.
Only accuracy is in the first few years.
However, it does provide guidelines.
Suggests one could get fairly good detail
five or ten year plan. In response to

Senator Torgerson...this is a judgment call.
Many variables involved which would have
major effects. Must be careful
incorporating a long term plan.
Fascinating number problem.

Senator Kelly We have to do some productive spending.

P hil Okeson These are only potential suggestions in
order to begin the discussion of what

choices to choose.

Intergenerational Equity: Closely related
to Sustainability.

All generations are held equal.

Many ways there can be intergenerational
equity. The question is, do we really want
it? This is also a possibility. There are

good reasons to do this.

Refers to time spent in Washington State.
Used up timber, for example, now using the
profits for investments. There are
oenefits to providing for future

generations.
Stability: Plans ability to weather worst
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Senator P hillips
P hil Okeson
Senator P hillips
P hil Okeson
Co-chair Parnell

Cheryl Frasca

Senator Torgerson

Ms. Frasca
Senator Leman
Ms. Frasca

SENATE FINANCE COMMITTEE
LOG NOTES
03/24/99

venue

case scenarios.

Plans ability to reduce the State's re
volatility.

Predictability: What level of
predicability do we want to assume for:

Expenditure
Assumptions.

Revenue Assumptions,
Assumptions and Market

Im plications for Risk and Asset Allocation.
Should be another piece for measurement and
accountability.

Limited this to what could be measured.
Voters w ill be looking at us specifically.
Concurs.

Several guests who have come from around
the State. Several individuals on line via
teleconference. Thanked Mr. Okeson for his
time and e ffort.

Invited to join the committee. She
referred to her handout from the Fiscal
Policy Council of Alaska, Criteria to
Evaluate Fiscal Plans.

Explained they wanted to provide input and
analysis of various proposals. Im portant
choices that w ill be faced. Explained the
evaluation criteria that was used. First
was stability: (a) stable and predictable
annual flow of revenues; (b) predictable
tax regime; (c) stable spending; (d)
ability to adjust to changing needs; (e)
can be implemented.

Sustainability: (a) protects and grows the
permanent fund; (b) maintains revenue
generating capacity of other financial
assets; (c) advances financial investment
policies that achieve maximum financial
return.

Fairness: (a) trade-off's between taxes,

dividends, and public services are

across all Alaskan households, busines
and communities; (b) links economic
activity and a return to the State

(c) connects Alaskans to

treasury,;

balanced

ses,

financial decisions; (c) provides a smooth
transition between any change in the size
of dividends, taxes, or public services.
Governor's plan fair?

Tax not a fair plan.

Not correct statement no one pays taxes.
Don't have broad-based income tax or sales
tax but do have means for collecting taxes
from individuals. Should use the term
correctly.

Agrees with Senator Leman. Thought she
said "personal taxes".
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Co-chair Parnell

Ms. Frasca

Senator P hillips

Ms. Frasca

Pam LaBolle

Co-chair Parnell

Ms. LaBolle
Co-chair Parnell

Ms. LaBolle
Co-chair Parnell
Ms. LaBolle

Co-chair Parnell

Senator Adams

Ms. LaBolle
Senator Leman

Ms. LaBolle

SENATE FINANCE COMMITTEE

LOG NOTES
03/24/99

Asked Ms. Frasca to continue.

A Il seen what happened with the permanent
fund dividend.

Define connection with permanent fund

dividend. Do individuals really understand
this?

Because they receive financial benefit from
this, they usually pay more attention,
however feels they don't really understand
it. If individuals have to pay more would
pay more attention. Another point is

sim plicity. Alaskans tend to be less
trustful. Plans must be straightforward
and unconfusing. Is the purpose for fund
clear? What is it being used for?

Complete and full disclosure.

President of Alaska State Chamber of
Commerce. Not promoting further cuts
across the board. Refers to SB 33.
Permanent Fund should be inflation proof
firs t. W hatever le ft to be fille d should
be filled with broad-based taxes. She

outlined the Chamber of Commerce
recommendations:

Refers to item #2. What does the 30% refer
to?

Said it would relate to the 6.2.
Organization not going to ask for $2
billion cuts?

Responds.

This year or include a time frame?

What is the Legislature trying to look at?
Trying to take as long a view as possible,
but perhaps would be about 10 years.

Would be worried about the stability of the

economy. Referred specifically to the Iloss

of jobs with the o il companies. Must look
at this 30% reduction suggested by the
Chamber of Commerce. This is not

acceptable.
Dealing with businesses.
Agrees that the approach is rather

aggressive. Going to have to change how we
deliver education. Make changes to other
formula programs. W ill the State Chamber

support those changes?
Referred to page 3 of handout...per capita

spending.
Very interested in participating in Jlooking
at all portions of government. Feels sure

the Chamber would support Legislature

decisions.
In response to Senator Torgerson taxes must

oe fair and equitable to all Alaskans.
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SENATE FINANCE COMMITTEE
LOG NOTES
03/24/99

Senator Torgerson What does 15% represent? (item #4)
(Tape #62, Side A, log 000)

Ms. LaBolle The Chamber w ill be happy to work with the
committee.

Ken Freeman Executive Director, Resource Development
Council for Alaska was invited to join the
committee. (statement read into record.)
Explained non-profit organization. RDC is
a non-profit, economic development
organization with a broad statewide base
and focus. Members x'ange from individuals
to leading companies throughout Alaska's
basic resource sectors, including o il and
gas, mining, timber, tourism and fishing.
Also included in the ranks are Native
corporations, construction, labor and a
number of local communities. All of these
interests come together under RDC to work
on common issues - issues which transcend
all resource and economic sectors.

RDC is represented statewide by a 78-member
Board of Directors and a 22-member
Executive Committee. The latter of which
formulates policy and provides direction to
a staff of four.

W ith the fiscal gap as our number onepublic
policy issue this session, RDC helped
coordinate the economic summit held last
month in Juneau and our resident testifiedo
the fiscal gap before the Anchorage Caucus
in late February.

What many have heard at the economic forum
was an assessment of business in Alaska.
From the development sectors you heard that
low o il oprices and a slumping Asian econom
have h it Alaska hard. You also heard that
the timber and fishing industries are in
the tank, both hit hard by weak Asian
markets. Timber production is down by 70
percent or more, budgets have been
drastically cut and the industry employment

has fallen to all-time lows. Meanwhile,
the mining industry, which has shown record
growth and production over the last several
years, is now struggling to cope with low

commodity prices.
RDC is here today to express their support

and encouragement of the Legislature in
finding a long-term solution to the State's
fiscal dilemma and to offer suggestions on

specific tools to develop such a solution.

Senator Adams Query.
Mr. Freeman Has tried to work with the Legislature and
offered suggestions. Lends their support.

However, difficult for them because they
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Senator

Leman

Mr. Freeman

Co-chair

Parnell

Karen Cowart

Co-chair
Roxanna

Senator
Senator

Roxanna

Senator
Co-chair

Parnell
Horschel

P hillips
Leman

Horschel

Torgerson
Parnell
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LOG NOTES
03/24/99

only deal with particular segments of State
agencies. D ifficult to see what is
important or not.
Have discussed potential consolidations.
Concerned with consolidating programs and
who would take over functions. How
impacting would it be? Would be extremely
careful. Must not jepardize programs.
Incorporates Ralph Samuels written
statement into the record. Not able to be
present.
General Manager of the Alaska Support
Industry Alliance (The Alliance) was
invited to join the committee. (statement
read into record.)She thanked the committee
for the opportunity to provide comment and
perspective.
Alliance members oppose state income tax to
balance the budget.
Conclusion: Would provide feedback at
their request.
Encourages budget dialogue. Counting on
the Legislature. W ill answer any
questions.
Called last speaker.
Representing the Associated General
Contractors Association of Alaska was
invited to join the committee, (statement
read into record.) State employees should
compare more to private employees.
AGC feels iif all these points were

even

implemented State income tax would not
need to be considered.

Why public construction projects in Alaska

cost so much? Asked AGC to provide in
Was told they were doing a study.

Study not complete, but willing to sha
what they have learned. Toge?ther solu

can be found.
Motor fuel tax.

put.

re
tions

Committee has been summoned to the floor.
Recessed until tonight at 6:00 p.m. W ill

continue this meeting tomorrow morning
W ill incorporate any written testimony

ADJOURNMENT:

Recessed at 11:05 a.m. Tape number 62
log number 402, Side A.

, at
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[ore is the executive summary. 1wi...ts lo finish the packet in 30 Mins.

Subject: Here is the executive summary. | will also have some Excel charts to finish the packet in

30 Mins.
Date: Thu, 25 Mar 1999 16:43:3S -0900
From: "Glen Biegel" <cmpinc@alaska.net>
To: <Dave_Blaisdcll@legis.state.ak.us>

T he A |la sk a M o derator

Executive Summary of Charge-back / Local cost-cutting Commission Budget Proposal called

The Moderator Plan

Before giving specifics, | would like to explain the thinking behind the plan, and also
the goals of what | call the Moderator Plan. First a simple statement, we have a 1.2
Billion dollar budget shortfall. This is an indication that we have both structural and
institutional problems with the way we expend the money controlled by the State of
Alaska. Tony Knowles is credited with the deduction that we cannot close the budget
gap even ifwe released every State employee. | would like to be credited with the idea
that we cannot close the budget gap even ifwe confiscated the wealth of the highest
10% ofthe wage-earners of the State; at least not for very long. These two extreme
statements illustrate a critical part of the thinking behind this plan. A single sided
approach is not going to provide the material necessary to build the bridge between
where we are now, and where we need to be. Another important inference from these

two statements is that we will not escape this budget difficulty without some

discomfort.

The goals of this plan are foremost to minimize the discomfort for the Alaskan people
and to stabilize the Alaskan economy. | also would suggest the following criteria to be
considered against any solution to our budget shortfall: the solution must be fair and
balanced, the solution must minimize middle-class flight, each citizen should have an
investment in attaining the savings, the plan should not penalize those who do not
have children, and/or who are young and just starting their professional lives. A
primary concern of the Legislature should also be to implement a solution that the
Alaskan people will have to deal with only once, so that itcannot be used as a political
weapon time and again. lalso would suggest that the varied nature of the State does
not lend itselfto a centralized solution to reduce spending, the cuts and savings that
are necessary will vary wildly from area to area. In summary, the goals of this plan
are 1.) To minimize pain, 2.) To be fair and balanced, 3.) To create a self-perpetuating
solution of budget reductions, 4.) To remove the political nature of budget-cutting as

much as possible, and 5.) To allow for localized cuts in the budget, which differ from

area to area.

Keeping these many ideas in mind, | propose the following solution: use the two-sided
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approach ofa charge-back system against each individual's dividend with the
simultaneous institution of local cost-cutting commissions tasked with finding local
reductions to alleviate the charge-back. Specifically, each local cost-cutting
commission will be tasked with finding 10% reductions in State expenditures in their
area every 3 years. The charge-back system isa 10% assessment for State services
received by the individual. Any reductions found by the cost-cutting commissions
would apply directly against the 10% assessment on the dividend, and relieve the

assessment for the following 3 years. A maximum of80% ofan individual&rsquo;s

dividend could be assessed for State services, benefits and area expenditures. You will

find some examples of how some average citizens would fare in different areas of the

State in the extended discussion.

In the same spirit as the Federal base closing commission, the suggestions by each
local cost-cutting commission report will be reviewed by the legislature and an up or
down vote will be made for each area, or for all cost-cuttings combined. Each
cost-cutting commission will be made up of individuals appointed by ihe legislature,
local government and local organizations. Restrictions on certain types of cost-cutting
will be given to the commissions to make sure that all applicable Federal and
Constitutional mandates are upheld. The boundaries of the commissions will be based

upon the School District boroughs.

The cost-cutting commissions could find reductions by privatizing State functions,
reducing waste or improving efficiency, eliminating unnecessary expenditures in their
area or any number of other approaches to finding the necessary % 10 saving for the
3 year period. | would also expect that the State would require 2 or 3 iterations of the
3-year cost-cutting process to attain a sustainable size of government. The goal of the
cost-cutting commission is to fully restore each person&rsquo;s dividend, and to
choose the State services and the level of services most necessary in that area.

Another hidden benefit of this method of budget reduction is that each and every
citizen of the State will have a stake in the budget reductions. The charge-back system
against the dividend is a tool unique to Alaska, allowing each person in Alaska to
participate in making the difficult determination about win is a truly necessary State

expenditure, and whether or not waste in the government will continue to be

tolerated.

Sincerely,

Glen M. Biegel, editor of The Moderator found at www.intervine.net

T h e A la sk a M o derator
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Expected approaches bv the local cost-cutting commissions.

This paper iswritten to explain what will I expect to occur ifthe local cost-cutting

commissions were instituted.

First I will give an idea about what will be expected in the makeup of the local
cost-cutting commissions themselves. First, the legislature would appoint someone
who was well versed in the Federal programs that the State isinvolved in and how the
funding for these projects must be approached. The local governments, city, borough,
etc would have a contingent on the board that would likely be made up of varied
business members who were well known for running &lsquo'tight ships.&rsquo;
These people would know how expenditures can be reduced and services still
provided, while optimizing safety and health. The local organizations like the local
chamber of commerce, native organizations, or tribal organizations shouM have full
input to these cost-cutting commissions as well. Whether this spells membership or ex

officio status isa matter to be determined but | would suggest membership.

Example of Area A.

Receives 500 Million in area expenditures.
Receives 500 Million in individual expenditures.

Option 1:

Option 1: Do Nothing: Each person in the area is assessed a portion of the
500 Million in area expenditures, and also their portion of the individual

expenditures, including the amount of the dividend. This will be assessed

against each adult recipient&rsquo;s dividend.

Option 2: Find reductions in area expenditures.

The road project for the area is assessed at 100 Million. The cost-cutting
commission has in its possession a proposal from a private firm to manage
the project, which will lead to a cost of 60 Million. Savings 40 Million or

4% .
Find reductions in individual expenditures.

The State support for the arts, and the hold harmless clause is dropped in

the dividend program. Savings 10 Million or 1%
5% total savings: dividend restored by 50% .

In the following year, the commission puts in cost controls in the area for
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the various departments operating there. Savings 40 Million or 4% .
An additional State project iscut by 10 Million, yeilding the final 1%.
5% + 5% total savings: dividend restored by 100%.

Also remember that the 5% savings will be applied for each of the following 3 years.
The same goes for the 5% found in the following year. If there were no further local

reductions, the dividends would then be restored 50% for the first year, 100% for the

following 2 years, and 50% for the fourth year.

Some alternatives could be put in place to supplement the proposal as it exists. These

options are innumerable but I will propose the following 4:

1. Any legislation suggested by a local cost-cutting commission that leads to
statewide savings is credited 100% for any savings in the local area, and 25% of
the savings realized elsewhere in the State.

2. Any agencies found expending money in a wasteful manner will be penalized
double the like amount in the following year.

Privatization that leads to savings will be credited to the local area for 2 years.
Privatization where a contract conies in under budget will be paid in full for the

two following years and then at the lower level. The savings will be realized by

the local cost-cutting commission.

I believe a system of cost-cutting commissions would most likely be made up of
serious businessmen and women who watch the agencies expending money in their
area. Through needs analysis and punitive measures ifnecessary, would find that the
respective area spending is far out of line with the private sector, and therefore
unnecessary. In short, | would trust an independent agency tasked with finding the
10% cuts over three years to be able to do so without cutting necessary programs, but

by finding efficiency and novel approaches in providing the necessary services of the

State.

If you feel that the Moderator Plan could be of some use to the State, | would be

happy to present the idea to the legislature in Juneau near the end of March or early

April.
Sincerely,

Glen M. Biegel, editor of The Moderator found at www.intervine.net<
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Let's put something on the tabic

Proposal for a Citizen Cost-Cutting Commission Program &ndash; Further Balanced
Budget Information

The Moderator Plan - Introduction

The goals of this plan are foremost to minimize the discomfort for the Alaskan people and
to stabilize the Alaskan economy. | also would suggest the following criteria to be
considered against any solution to our budget shortfall: the solution must be fair and
balanced, the solution must minimize middle-class flight, each citizen should have an
investment in attaining the savings, the plan should not penalize those who do not have
children, and/or who are young and just starting their professional lives. A primary concern
of the Legislature should also be to implement a solution that the Alaskan people will have
to deal with only once, so that it cannot be used as a political weapon time and again. | also
would suggest that the varied nature of the State does not lend itselfto a centralized
solution to reduce spending, the cuts and savings that are necessary will vary wildly from
area to area. In summary, the goals of this plan are 1.) To minimize pain, 2.) To be fair and
balanced, 3.) To create a self-perpetuating solution of budget reductions, 4.) To remove the
political nature of budget-cutting as much as possible, and 5.) To allow for localized cuts

in the budget, which differ from area to area.

Keeping these many ideas in mind, | propose the following solution: use the two-sided
approach of a charge-back system against each individual's dividend with the simultaneous
institution of local cost-cutting commissions tasked with finding local reductions to
alleviate the charge-back. Specifically, each local cost-cutting commission will be tasked
with finding 10% reductions in State expenditures in their area every 3 years. The
charge-back system is a 10% assessment for State services received by the individual. Any
reductions found by the cost-cutting commissions would apply directly against the 10%
assessment on the dividend, and relieve the assessment for the following 3 years. A
maximum of 80% of an individual&rsquo;s dividend could be assessed for State services,
benefits and area expenditures. You will find some examples of how some average citizens
would fare in different areas of the State in the extended discussion.

Simply stated, there are more State services than we can afford. | suggest this charge-back
system for State services with a 10% charge for any State subsidy, benefit, or dividend.
The charge-back would be paid for through deductions in each individual's dividend check,
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depending on the level of area and individual subsidy they receive. A maximum of 80% of
a person&rsquo;s dividend can be charged back to the State. Each chargeable region,
determined by school borough, will have a citizen commission appointed by the
Legislature, local mayor/board, and citizen groups, etc. to be responsible for finding
savings in State spending for their area. These savings will cover the full spectrum of
budget-cutting from privatization, to cutting non-essential services, to cutting costs on
individual State projects. The citizens of the area will receive a 3 year forgiveness of the
charge-back for the full amount of any savings found by the individual commissions.
Following are examples of how the charge-back works:

Note: amounts listed are estimates and do not necessarily accurately reflect the actual
subsidy level from State spending.

Citizen A: Living in Anchorage:

Dividend amount: $1500
Highway Subsidies (State, not Federal) $1500/person
Portion of State expenditure due for Courts, Public Safety, Administration, Parks, Etc.

$1500
Receives $4,500 in State services, funding, and dividends

Owes $450 back from the dividend, amount to receive: $1050
Citizen B: Living in Juneau

Dividend amount: $1500

Highway Subsidies: $500

Portion of State expenditures: $1500

Receives $3,500 in State services and funding, and dividends

Owes $350 back from the dividend, amount to receive: $1,150
Citizen C: Living in Anchorage:

Dividend amount: $1500,

Highway Subsidies (State, not Federal): $ 1500

Portion of State expenditure due for Courts, Public Safety, Administration, Parks, Etc.:
$1500

Receives public assistance: $15,000

Receives $19,500 in State services and funding, and dividends

Owes $1950 back from the dividend, amount to
receive $300, (100% - 80% = 20% or $300
minimum dividend)
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Family A: Living in Anchorage: 2 Children in public school

Dividend amount: $3000, (children not assessed)

Highway Subsidies (State, not Federal): $3000

Portion of State expenditure due for Courts, Public Safety, Administration, Parks, Etc.:
$3000

State subsidy of public schools: $7500

Receives $16,500 in State services and funding, and dividends.

Owes $1,650 back from the dividends, amount to receive: $1,350

For each of the above citizens, let us say that the area where they live receives a total of $1
billion in State subsidy, benefit and dividend. If the citizen commission found $100 million
in savings for their area, the citizens would receive the full benefit of this savings for the
following 3 years. Since the $100 million is 10% of the $1 billion, the dividend would be
fully restored. The hope is that a 10% reduction in State spending is realized through local
cost-cutting commissions every 3 years. Because of this 3-year relief, there is a
three-to-one incentive to find the local area reductions rather than pay for the current level
of spending through the dividend charge-back. Finding 10% every 3 years would keep the
dividends at full strength regardless of the amount of individual or area subsidy. After a
period of 6 to 10 years, we may receive enough revenue, and have enough in our savings
account, to sustain the more modest level of Government with a full dividend. Clearly, the
hope is that the areas where State subsidies to over $10,000 a year per citizen would be
under great pressure to realize the 10% savings of State services and subsidies. These areas
will, of course, have more options to cut than less highly subsidized areas. If they could
accomplish this, they also would receive the full dividend.

Benefits of this system are that all citizens pay some of the cost of Government. Regional
citizen commissions would review State spending in their area and determine where waste
is taking place. Each citizen would have great interest in receiving the best services and
response from their Government, as they would be paying for any waste or poor service
through their dividend checks. Children&rsquo;s dividends would not be assessed the
charge-back. Services from the State given to children would be assessed through the
parent&rsquo;s dividend. People in Alaska will not continue to accept waste when it has a
direct effect on their own livelihood, and will, therefore, only want to pay for what is

absolutely necessary.

This plan can only be properly viewed in the context of the alternative plans that currently
exist. Remember that the goals of this, and | believe of any truly workable plan, are 1.) To
minimize pain, 2.) To be fair and balanced, 3.) To create a self-perpetuating solution of
budget reductions, 4.) To remove the political nature of budget-cutting as much as
possible, and 5.) To allow for localized cuts in the budget, which differ from area to area.
Tony Knowles' plan to implement a 10% addition to the level of Federal taxation with
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initial broad exemptions can also be measured against these 5 items.

Knowles Income Tax Plan:

1.) To minimize pain: The claim here is that the "rich™" either have no feelings and can thus
feel no pain, or that the increase in taxation will not cause those who can "afford it" any
pain. Unfortunately, this plan will also affect the young professionals who are just starting
out, and trying to pay off their loans for college. They do not have the protection ofa
multi-member household, and have no children. They, unfortunately for this tax plan,
make a little too much money to be considered as poor as they really are.

2.) To be fair and balanced: | do not consider charging people to pay for State services that
they do not receive to be fair or balanced. We cannot sustain the fairy-land level of
expenditure and expect those who receive very little from the System to take on an

ever-expanding portion of the payments for it.

3.) To create a self-perpetuating solution of budget reductions: Of all the other plans on
the table, none respond to this in any way. As long as we can find someone to take
additional money from citizens to fund State government, we will be able to significantly
hide the true cost and waste in the same government.

4.) To remove the political nature of budget-cutting as much as possible: There is no part
of the Knowles' plan to reduce expenditures of any kind. We can therefore look at the
political nature of increasing revenue. The Knowles tax plan is actually very good on the
surface as it relates to this item. We find a select group, the "super rich", and tax them.
The actual exposure from this plan comes when the tax is inevitably expanded to include

lower levels ofincome.

5.) To allow for localized cuts in the budget, which differ from area to area: The Knowles
plan is very bad at this particular point. It completely shields vast areas of the State from
participating in the task of paying for State subsidies that they themselves actually receive.
The tax plan would hit the Cities almost exclusively and cause a great disparity and
distrust of the Government that transfers so much money from one community to another.

The Cap on the Permanent Fund Divident:

1) To minimize pain: This plan actually maximizes pain. Citizens would have no ability
to escape the tax. This would also withdraw vast amounts of money from the State
economy and cause our State to undoubtedly slip into recession if it was a severe cap.

2.) To be fair and balanced. Also, rich and poor would both fare equally badly. It does
have each area of the State contribute to the level of government, and in this it is balanced

from area to area.
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3.) To create a self-perpetuating solution of budget reductions: The cap on the permanent
fund does nothing to address expenditures.

4.) To remove the political nature of budget-cutting as much as possible: Since there are
no budget cuts, there can be no political nature to what does not exist. | would suggest
though that removing hundreds of millions of dollars from citizens to spend late in the year
will have a devastating effect on the economy. A devastating effect at the specific time
that money is needed to boost business from the red to the black.

5.) To allow for localized cuts in the budget, which differ from area to area. Same as 4.

The Cost Cutting Commission:

1) To minimize pain: By having a citizen commission that looks for waste and eliminates
duplication and excess, we will have the ideal solution. No loss of essential services. The

full benefit of the dividend. No additional taxes.

2.) To be fair and balanced. The basic idea of the plan is that in each area of the state we
can find some amount of reductions and waste. Each area of the State will be responsible
for determining the appropriate reductions in their area. In the event that 10% in cuts are
not found every 3 years, then the burden is shared among all citizens in that area. | cannot
think of a more equitable and simple way to include all citizens than to use both the area
subsidies, that all citizens have equal share in, and individual subsidies in the charge-back
system. Given the three-to-one rule, |1 do not expect the commissions to fall below the

10% cost-cutting every three years, very often.

3.) To create a self-perpetuating solution of budget reductions: This is truly one of the
better aspects of this plan. This is the only plan that allows direct overview of waste in our
state government. Once the p'an is in place, the system will work every year to continue to
reduce expenditures and waste while preserving the local services that are most critical.

4.) To remove the political nature of budget-cutting as much as possible: The greatest
protection from the difficult decisions of reducing expenditures is to spread the
responsibility across a wide area. Local commissions are truly capable of suggesting
reductions in their area that will least affect the local economy, while protecting health and
safety. The Legislature will have the oversight and implementation powers, but the cuts
themselves will be the result of the careful determination of the local cost-cutting

commission.

5.) To allow for localized cuts in the budget, which differ from area to area. Local control,
and the great variety of the State of Alaska cry out for the solution that is powered by local
cost-cutting commissions. One area may be more dependent on one form of State subsidy
than another. It is the best situation that the local commissions can have the option to find
local solutions and reductions that are not dependent on being matched across the State.
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Keep in mind that this isjust a working set of proposals. | believe the Moderator Plan is
sound and that the numbers should be worked around by the Legislature to ensure fairness
and balance. | would caution that extending the percentage of the charge-back too low or
too high may have the negative effect of either removing the incentive for reductions, or
being unfair to those who do not receive much in State subsidies. Solutions we need to
look at should provide a perpetuating pressure to reduce waste, wh’lc identifying critical
and necessary State functions. A fair system is one that charges all citizens of the State an
equal percentage for services. That way, all citizens have equal interest in reducing

administrative waste and expense.

Objections: One of the primary objections is that this charge-back system will hit the rural
areas harder than the urban areas. This is due to the fact that the level of State subsidy for
the outlying areas is much higher than the cities. While the higher level of subsidy is true,
it is also true that these outlying areas will have a much broader number of services and
subsidies to choose their 10% cuts from in order to restore their dividends to full status.
Also, the dividend charge-back tops out at 80% of the amount of the dividend and is not
charged to children, but only to parents. It is only fair that areas that receive high levels of
subsidy share to a greater extent in the funding they receive. The number here should be
massaged around until a fair and balanced result is found. The overall goal is not to take
any money from the dividend. | believe that the three-to-one ratio will create sufficient
pressure to reduce State spending that the dividend will likely never, or rarely, be
impacted. Finally, I do not think it right to exclude the greatest per capita receivers of
State largess from helping to find out how we can reduce our State spending to reasonable

levels.

Objection 2: Parents of school children will pay a higher charge-back cost. Parents with
school-age children make up about 20% of State households. Again, I think it is not only
fair, but also wise, that people who receive State services in some measure pay for them. |
also think that there would be a much greater involvement by parents in their
child&rsquo;s education if they are charged back some portion of those costs. When we
pay for something, we demand results. If schools continue to be "free", we will continue to
accept our current rate of 90% failure in their primary mission, to prepare children for
college. 18% of children go to college, and, of those, 45% require remedial courses in

English or mathematics.

Objection 3: This will hurt the poorest of Alaska&rsquo;s residents. People who receive
State largess directly through public assistance have a great responsibility ro share in the
burden of our unbalanced budget. We are all Alaskans and we all have a responsibility to
help when our Ship of State heads for dangerous ground. People on public assistance
generally receive over a thousand dollars a month from the State. Our $1 billion deficit
threatens ALL of this money. These recipients of State money will also be very interested
in the 10% reduction every 3 years for their area in order to restore their full dividend.
Also, their children&rsquo;s dividends are not charged back.
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Again, let us look for methods of expenditure reduction that involves everybody in
assisting ongoing reductions in spending. We are all going to need to pay if vwe are to have
a chance at closing the large budget gap and still keep our citizens employed and Alaskan
(watch for middle-class flight in the Knowles tax doomsday scenario). Shared burden,
responsibility, and interest in correcting our imbalance of spending will result in the most
wise choices, as well as the fairest choices. | hope the Legislature gives Alaskans a chance
to demonstrate that wisdom.

Glen M. Biegel

Editor, The Moderator www.intervine.net
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To: Peninsula Clarion

Re: (Alleged) Budget Gap

From: James E. Fisher, 171 Farnsworth Blvd, 99669
Fax: 262-9641(a dedicated line) ph: 262-9601
Is there really a budget gap, when all public resources of Alaska

are considered? There have been arguments that such does not
exist. Wouldn't other states look at we Alaskans in bewilderment
when we claim to be lacking in public resources to the extent of
a "budget gap™. | hope we aren't believed to be fools.

For a reasonable solution of the touted ™"budget gap'™, Alaska
needs to accept responsibility for the existing conditions and
our needs for the services we get (but are not always ready to
acknowledge) from our various levels of government, we do receive
essential services, i.e., education, public safety, health, etc.

and etc.

First, analysis of cries to ™"cut the budget™ is really a demand
to reduce a service of somebody other than the demander. Have any
of us heard with any frequency, or at all, from someone asking to
cut a budget in which they might be immediately interested? Since
we have had about 6 years of budget reductions, further slashes

should be avoided.

For the most equitable spreadof the costs, a state income tax
based on ability to pay is fairest, and would reach even those
outside of organized boroughs. It is also the most economical to
administer requiring probably not more than 2% of receipts. A
sales tax could cost up to 10%, or more to administer, andwould
badly impinge on the boroughs and cities, so should be avoided.

The most painless for needed revenues would come from Permanent
Fund earnings (which are separate from the corpus, or body of the

Fund).

Considering all the above, the most reasonable solution to a
budget gap will include an income tax, based on ability to pay,
and use of Permanent Fund earnings in amount which will enable

continued PFD's.
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Members of the Senate Finance Committee:

Jwant to pull you out of all the nitty gritty budget work, and examine the budget dilemma from

the broadest perspective.

The big budget debate breaks down into two main areas:
* spending; and.
revenues to pay for that spending.

You need to apply two standards to each area:

m spending needs to be sustainable and stable; and,
revenues need to be sustainable and stable

Just by the nature of people’s interest in government programs, spending tends lo very stable,
and the Legislature is constantly assessing how sustainable each program is. To illustrate how
stable spending is, to make a one percent change in total spending lakes all the political will and

skill that you possess.

Because most of the sound and fury of budget debate centers on spending, 1would like lo focus
your attention on the revenue side of your great debate. Alaskans have suffered a revenue stream

that is neither stable nor sustainable.

When California experienced a great downturn in the early 90°s, stale revenues dropped about
20%. This drop was considered very extreme, and California has only recently begun to recover

from the ensuing economic crisis.

Why are Alaskans willing to tolerate a revenue stream so unstable that 50% swings occur on a
regular basis? Iknow you’ve heard I'rom ihe oil price experts, and they try to make you feel
certain about the future. However, living lo plan budgets around oil price forecasts is like
gambling. What do you suppose the Vegas odds were two years ago on the bet that this year
you'd be facing a one billion dollar shortfall? Such unstable revenues hardly provide you a

basis upon which to build a long-term plan.

Now to the most important point: Alaska’s fiscal system allows us to spend in an unsustainable
manner, fdon’tsay this to urge you to enact more taxes. You could impose the highest tax
burden among the 50 stales and still not have established a sustainable revenue stream.

How do other states achieve sustainable revenues? They base their revenues upon population
and economic activity. When slates lose population or experience economic downturn, il is
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usually within a tolerable range, and thus spending can be adjusted without violating the
principles of stable and sustainable spending. This finance system works very well for the other

49 states.

Alaska is different.

Congress understood how different we were, and endowed us with natural riches. Much like the
land-grant universities of the early United States, we were granted land and resources to help

fund government. Congress knew that our population and economy were, .and still are, too small
to finance government as other stales do. I will call the land and resources granted to the stale a

“resource endowment."

Unfortunately, Alaska never created a formal finance syslem that could utilize our resource
endowment properly.

I hope | can illustrate how we arc violating the rules. The oi! that we pump out of our resource
endowment is the equivalent of principal. The rule that we have incorporated into our
Constitution regarding the permanent fund - never allow principal to be spent - is violated every
time we sell abarrel of oil, then hook most of the cash as "income”. We don’thave the right lo
spend most of the cash we make on that barrel of oil, because my future grandkids own some of
that oil too. When wc let the first big Prudhoe lease in 1969, all but the sustainable cash income
from that 900 million should have been set aside to produce income for us and for our grandkids.

Instead, most of the 900 million, anti the succeeding billions, were spoilt immediately, in direct
violation of the principles of endowment management.

Qn a personal level, the biggest asset that most people ever own is their house. Let’s use this
house as an analogy of how we use cash from oil sales: you sell your house, and then within a
year, spend all your proceeds from the sale, equity and capital gain combined. Most would
predict that this kind of financial behavior would lead to bankruptcy.

And yet lor 30 years, Alaska has spent its assets in just the same disastrous way.

The creation of the permanent fund was a recognition that we should set money aside for the
future, and protect il in the constitution. But, back to the house sale analogy, it is similar to
saying that spending 75% of your equity and capital gain within one year will set you on the path
lo a solid financial future.

I haven’t gotten very far today in helping you solve the budget worries, but hopefully 1have
explained the following:

» that sustainable and stable spending is almost a given, considering the political difficulties
associated with increasing or decreasing spending.

» also, that wc rely on a wildly unstable revenue stream, and spend in a sustainable manner
from our resource endowment.
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I am very aware of how hard you work on the spending side. Writing ihe budget is one of your
primary constitutional duties, and you don’t take il lightly.

But please, realize that Alaska is suffering from a broken fiscal system. Spend some critical
months examining how to formalize the proper use of our resource endowment. The rules for
this endowment need to be written in our constitution, and good amendments are never written

quickly.

idid not gel into many details today. Sometimes the simplest concepts are the most difficult to

communicate, and I hope 1was successful. lam at your disposal to discuss details of how we

can begin using our endowment in a sustainable manner. Thank you <bryour time.

Sincerely,

Ikiye 3 0f3
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Members of the Senate Finance Committee:

1want to pull you out of all the nitty gritty budget work, and examine the budget dilemma from
the broadest perspective.

The big budget debate breaks down into two main areas:
* spending; and,
* revenues to pay for that spending.

You need to apply two standards to each area:

spending needs to be sustainable and stable; and,
* revenues need to be sustainable and stable

Just by the nature of people’s interest in government programs, spending tends lo very stable,
and the Legislature is constantly assessing how sustainable each program is. To illustrate how
stable spending is, to make a one percent change in total spending takes all the political will and

skill that you possess.

Because most oHhc sound and fury of budget debate centers on spending, i would like lo focus
your attention on the revenue side of your great debate. Alaskans have suffered a revenue stream

that is neither stable nor sustainable.

When California experienced a great downturn in the early 90°s, state revenues dropped about
20%. This drop was considered very extreme, and California has only recently begun lo recover

from the ensuing economic crisis.

Why are Alaskans willing to tolerate a revenue stream so unstable that 50% swings occur on a
regular basis? 1know you’ve heard from the oil price experts, and they try lo make you feel
certain about the future. However, trying lo plan budgets around oil price forecasts is like
gambling. What do you suppose the Vegas odds were two years ago on the bet that this year
you’d be facing a one billion dollar shortfall? Such unstable revenues hardly provide you a

basis upon which to build a long-term plan.

Now to the most important point: Alaska’s fiscal system allows us to spend in an unsustainable
manner. ldon’tsay this to urge you to enact more taxes. You could impose the highest tax
burden among the 50 states and still not have established a sustainable revenue stream.

How do other stales achieve sustainable revenues? They base their revenues upon population
and economic activity. When slates lose population or experience economic downturn, it is
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usually within a tolerable range, and thus spending can be adjusted without violating the
principles of stable and sustainable spending. This finance system works very well for the other

49 states.

Alaska is different.

Congress understood how different we wore, and endowed us with natural riches. Much like the
land-grnnt universities of the early United States, we were granted land and resources to help
fund government. Congress knew that our population and economy were, and still are, loo small
lo finance government as other slates do. 1will call the land and resources granted to the stale a

“resource endowment.”

Unfortunately, Alaska never created a formal finance system that could utilize our resource
endowment properly.

I hope I can illustrate how we arc violating the rules. The oil that wc pump out of our resource
endowment is the equivalent of principal. The rule that we have incorporated into our
Constitution regarding the permanent fund - never allow principal lo be spent - is violated every
time we sell a barrel of oil, then book most of the cash as “income™. We don’t have the right to
spend most of the cash we make on that barrel of oil, because my future grandkids own some of
that oil too. When wec let the first big Prudhoe lease in 1969, all but the sustainable cosh income
from that 900 million should have been sel aside to produce income Tor us and for our grandkids.

Instead, most of the 900 million, and the succeeding billions, were spent immediately, in direct
violation of the principles of endowment management.

On a personal level, the biggest asset that most people ever own is their house. Let’s use this
house as an analogy of how we use cash from oil sales: you sell your house, and then within a
year, spend all your proceeds from the sale, equity and capital gain combined. Most would
predict that this kind offinancial behavior would lead to bankruptcy.

And yet for 30 years, Alaska has spent its assets in just the same disastrous way.

The creation of the permanent fund was a recognition that we should set money aside for the
future, and protect it in the constitution. But, back to the house sale analogy, il is similar lo
saying that spending 75% of your equity and capital gain within one year will sel you on the path
lo a solid financial future.

I haven’t gotten very far today in helping you solve the budget worries, but hopefully 1have
explained the following:

» that sustainable and stable spending is almost a given, considering the political difficulties
associated with increasing or decreasing spending.

* also, that we rely on a wildly unstable revenue stream, and spend in a sustainable manner
from our resource endowment.
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I am very aware ofhow hard you work on the spending side. Writing the budget is one of your
primary constitutional duties, and you don’t take il lightly.

But please, realize that Alaska is suffering from a broken fiscal system. Spend some critical
months examining how to formalize the proper use of our resource endowment. The rules for
this endowment need to he written in our constitution, and good amendments are never written

quickly.

I did not got into many details today. Sometimes the simplest concepts are the most difficult to
communicate, and | hope 1was successful. lam at your disposal to discuss details of how we
can begin using our endowment in a sustainable manner. Thank you for your time.

Sincerely,



UnitTversity of Al aska

F oundation

Endowment Management

Development

Jim Lynch, T reasurert
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UnitTversity of Al aska

Land Grant Trust Fund

. 197 8
» $2 .5 m illion
» A Il cash and fixed incom e investm ents

NS pending currentincome only



University of Al aska

Land Grant Trust Fund

. 1989
ANN$13.9 million

ANNE quities authorized, m inim al exposure

ANNSpending currentincome only, after

inflation proofing at C P I



University of Al as Kk a

Land Grant Trust Fund

. 1997
AN$43.2 million

NS pending currentincome only after

inflation proofing at 33% current incom e
* T otal return authorized

ANN“C onsolidated w ith the U A F oundation's

P ooled E ndow m ent F und s



UnitTversity of Alaska Foundation

Pooled Endowment Fund

. 198 4
AN 1.2 million
AN“All cash and fixed incom e investm ents

NS pending currentincome only



UnitTversity of Alaska Foundation

Pooled Endowment Fund

. 1988
AN$88.2 million
AN B alanced fund portfolio, fixed incom e bias
ANNU nitized pool, total return

ANSpending 5.5% of m arket value



Unitversity of Alaska Foundation

Pooled Endowment Fund

. 19 95
AN$23.3 miillion

NSpending 5.0% of 3 yr. m oving average of

m arket value



Unitversity of Alaska Foundation

Pooled Endowment Fund

. 19 97
» $29 .7 m illion

AN Consolidated w ith U A L and G  rant T r rust
F und
ANSpending 5.0% of 5 yr. m oving average of

m arket value



Endowment Management

Conflicting Objectives

e Preserving principal

e M axim izing distributions

e M inim izing payout fluctuations



Endowment Management

Threshold Issues - Re(i.EirngﬂidS

e Intergenerational E quity

e T otal R e tu rn



Intergenerational Equilty

e A bility to purchase for future
b eneficiaries w hat the endow m en't
p urchase for today ' 's beneficiaries

(itnflation-proofing)



Total Return —ECONOMICS Rargoectne

I nvesting
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Total Return —Management Rerspectine

. D isconmnwects in v estm ent decisions from

sh ort-term s pendingyg considerations

S pending provision becom es part of
long-term in v estm ent strategy rather

th an tactical response to m arket cycles



Endowment Management

Conflicting Objectives —Trab—Oﬁ;S

P reserve purchasing pow er of

e nd o w m e nt

e M ax im ize distribwutions (current and

future)

e P redictable payouts



Strategic Questions

e H o0 w m u c¢ch is needed for distribution to

th e b eneficiary (spending)?

e H o w m uch is needwed to preseryve

p urchasing pow er (inflation-proofing)?

e T im e horizon for m ajor distributions?



Strategic Issues

e E x pected or newede& ed rate of return

. R is k tolerance

e A sset class preference



Strategic Outcomes

. P ortfolio asset allocation

e S pendingyg M eth o d o lo gy



Asset Allocation

Domestic:

m Target

ealEs O Actual

Ip 3%
Qigp v~ oar
Cash/Equivalen  T[29%.



Spending Methodologies

Utilization

Spend all current income 4 %
Spend X% ofcurrentincome 2 %
Spend X% ofbeginning marketvalue 5%
Spend X% ofmoving avg. of mkt. value 70 %
Increase prior year spending by X % 6 %
Decide each year 5 %
O ther 9 %

Total (506 respondents) 100 %

(Source: NACUBO Endowment Survey, 1998)
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T heoretical Fund

E arnings R ate and Inflation A ssum p¢tions
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Spending Alternatives Analyzed

3 -Y ear A verage M arket V alue X 5.0 %

3-Y ear A verage M arket V alue X 4 .6 %

5 -Y ear A verage xM arket V alue X 5.0 %

Y ale M eth odology - (70% P rior Y eartr
S pendingyg adj. for inflation) + (3 0% o f

M arket V alue X 5.0 % )



T heoretical Fund Spending Allowance A lternatives

A nnual D istribution A m ounts

$16,000 $16,000
1. .
3-yr. Average 5.0%
$14,000 3-yr. Ave rage 4.6% $14,000
5-yr. Averlége 5.0% e
70% CPI1/30% @5%
$12,000 —_— $12,000
. q; i
$10,000 $10,000
$8,000 $8,000
$6,000 $6,000
of
$4,000 $4,000
88 920 92 94 96 98 0 2 4 6 8 10 12 14 16

fiscal Year
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1999 Capital latket Projections

Summ ary of Today's P resertation

e C allan A ssociates background

* R ecap of key concepts, tools & term s
e R eview of historic returns

e Callan's 1999 five year projections

e Im plications of new estim ates

Gil
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O il

V olatility/Uncertainty

4Q/73 4QJ/75 4Q/77 4Q/79 4Q/81 4Q/83

JQI85 4Q/87 4Q/89 4Q/91 4Q/93 4Q/95 4Q/97



Measuring Risk

Standard D eviation

R eturns from T heir

M easures

M e an

M ean

Return
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e V ariability

Standard Deviation
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Returns Will Go Up and D o wn

Retum (%)

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994



Perfect Correlation (+1)
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1980 1982

1984

1986

1988

1990
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Perfect Negative Correlation (-1)

12

S

=

>

P

x
0! H -
1980 1982

1984

i
1986

1988

A sset C lass B

1990

1

1992

1994



Oil

(%)

Return

Correlation and Diversification

Portfolio V olatility Reduced

with 50% Asset Class A & 50% Asset Class B

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

10



Large DB Plan Diversification
Pensions & Investments 1/25/%9

Data as of 9/80/%8
P&lIchanged
survey format
O Top 200 Total equity in
1997 survey was
Other m 1.7 60.1% for Top
200 & 61.7% for
ZED 3.4
Real Estate Top 1000
Private Eq Z232.3
Cash 2.2
Int’l F.I. 1
Int’l Stks - H 12.1
Dom F.I. 130.6
Dom Stks



Rolling Annualized Return (7¢)

Oil

40"

S & P 500

Rolling 5 Y ear Returns

Rolling 5 Year Return Tor S&P 500
(1926 - Present)

19.91%

10.61%

12



Rolling Annualized Risk(%)

S& P 500

Historic Risk Perspective

Rolling 5 Year Standard Deviation for S&P 500 (1926 to Present)
70%

5%
40%
30%
%

1%

1930 1933 1935 1938 19-10 19-13 19-15 19-18 1950 1953 1955 1958 1900 1903 1905 1908 1970 1973 1975 1978 1980 1983 1985 1988 1990 1993 1995 1998
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Gil

Roling Amwelizedl Retum (%)

International Equity Returns

Rolling 5 Year Return for MSCI EAFE

13.6%

9.2%%

5.35%

14



Bond Returns

Rolling 5 Year Return for Lehman Aggregate

Actual

- m " Average

Smoothed



o1l

Rolling Annualized Retum (%)

%

16%

Real

Estate Recovery

Rolling 5 Year Return for CRES
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Large Cap Domestic Equity

1950-1998
(195 quarters of rolling 5-year data -first five-year period begins in 1950)

Defining fiat infiation as -L5to 1.5 percent change in a five-year period

Large Cap - Large Cap
Real Returns _ Standard deviations
Decreasmgi Inflation ~ 12.3% Decreasm? Inflation 1316
Flat Inflation ~ 9.83% Flat Inilation 1480
Increasing Inflation ~ 363% Increasing Inflation 1537
Long-term Avg. -rolling 5-
ycar real returns 854% Long-term Avg. Stdl. Dev. 1481

~term compound real
r:tlﬂ.mrné (Fisher rTRethod) 8.70%

Long-term Avg. Nom. rtn 12 0%
Long-term Avg. Inflation 41%

*Fisher method is used hy lhbotson Associates in 1998 Yearhook.



Distribution of Large Cap Real Returns

Frequency

50
40
30
20
10

o\o

All Scenarios 1950-1998 (195 quarters)

Long-torm average: 8.54

IllﬂJ
PS ) }
o\o o\o o\o .p\o I<J\o Qo (k: OO \O
oo AP R S <
v t+ r> i s o

Level Scenario 1950-1998 (74 quarters)

Long-term average: 9.83



Distribution of Large Cap Real Returns

Rising Scenario 1950-1998 (64 quarters)

b
o Long-term average: 3.63
P 10
5
S 5
w 0 Site [ 1
@0 0
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Falling Scenario 1950-1998 (57 quarters)
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The Economic Environment for the Ne x t

Firve Y ears

U.S. economy com ing off third straightyear of G DP growth

>3% , and is eightyears into the currentexpansion ..

D espite troubles in A sia and R ussia, and the potential for

problem s spreading to L atin A m erica

Inflation rem ains low , despite low est unem ploymentin 28

years
R eal incom es are rising

R isk of recession is real, butreceding



W e Have aPointof View

. The U.S. econom vy will slow , butavoid recession

. A sian financial crisis has stabilized A sia is in recession, but

the bottom seem s in sight.

. T he dollar appears to have peaked

Inflation is near its trough

->W e expectlow butincreasing inflation

->W e expecta flatto declining dollar

e O ur Capital M arketprojections incorporate our

economic expectations

Gil



As Usual - All Forecasts Are Consistent
With Long Term Record & Based On Sound

Fundamentals

. B asic assum ptions

S Owver the long term;
e Stocks earn more than bonds
e Bonds earn more than cash

e Unlevered real estate something between the two

S W e forecastthe range of returns

e Stocks = 9% plus or minus 15%
e Two thirds of the time, we expecttire 12 month return for the S& P to be
between 24% and negative 6.0%

* One third of the time itmay be either higher or lower

S Stocks, particularly smallcap & intT stocks, are riskier than bonds

oil

99



Where are we today?

Interest rates are m uch lower than Dec. 1997

Stock prices, particularly for a sm all group of large cap

grow th com panies, are m uch higher

P/E ratios are astoundingly high, butare notinconsistent w ith

long-term interest rates
markets may be overvalued, but the high p/b overstates tire problem

-> almost all appreciation in the S& P500 during 1998 was due to price

appreciation - earnings grow th lias disappeared, and is notlikely in

1999



Five Year Return (%, Annualized)

22%

Current Y 1eldTo Maturity

Future Bond Returns
Lehman Aggregate Bond Index 5 Year Returns vs. Lagged Yield to Maturity

37 < & 37 . Jes

22%

Lagged)

Yield © Maturity (%,

24



Asset Class
Equities
Large Cap
Small Cap
International

Fixed Income
Domestic
International

Other

Real Estate
Alternatives
Cash Equiv.

Inflation

Oil

1999

Index

S&P 500
CAIl Small
MSCIEAFE

LB Agg
SB Non-US

CRES
Veco 100
90-day T-bill

CPI-U

C apital

1998

9.10
10.10
9.60

6.60
6.55

8.25
12.30
4.80

3.40

M arke-t

P roje ction s

Expected Return

1999

9.00
11.20
10.00

5.60
5.60

8.00
12.30
4.40

3.00

Change

-0.10
1.10
0.40

-1.00
-0.95

-0.25
0.00
-0.40

-0.40

1998

13.30
19.10
18.50

5.50
11.20

14.50
35.00
1.00

0.95

Expected Risk

1999

15.00
25.30
21.50

5.30
11.00

16.50
36.00
0.70

1.75

Chanji

1.70
6.20
3.00

-0.20
-0.20

2.00
1.00
-0.30

0.80
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Five-Year Capital Market Projections

H igher R eturns at the P rice ofH igher R isk

14%

» Alt Inv
12%
m Small Cap
10% m EAFE
Large Cap

8% I * Real Estate

-Annualized

Dom Fixed

6 9
0 | Non US Fixed

T-bills

Return

4%
2%

0% !
0% 10% 20% 30% 40%
Risk (Standard Deviation)

Oil



Returns

13.5

13.0

12.5

12.0

11.5

11.0

10.5

10.0

9.5

9.0

7.0

Historical Risk andReward

+LB Aggr Bd

8.0

Scatter Chart for 25 Years Ended December 31,1998

i i
9.0 10.0

Standard Deviation

« 50%S&P/50%AY |

11.0

60%SitP/40%Agg

12.0
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Calendar Y ear Returns for 3 Policy M1 xes

Calendar Years

40.0
30.0
20.0

10.0

Returns

0.0

(10.0)

(20.0)

(30.0)
1974 1975 1976 1977 1978 1979 1980 1981 1982 1983

m i 50%S&P/50%Agg M U GOttS&PAO&A( |BAggrBd



Returns

(10.0)

Calendar Y ear Returns

Calendar Years

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 199%5 1996 1997

50'if, S&P/5TKfAgg 60ttS&PMO0»Agg 111 Aggr lid



Projected Return for 3 Policy M1 xes

A sset M ix Alternatives

Portfolio

Component 1 2 3

Broad Dom Equity 50 % 60 % 0 %
LB Agg 50 % 40 % 100 %
Totals 100 % 100 % 100%
M edian 7.5% 7.9% 5.6 %

Std D ev 9.4% 10.7% 5.3%



Projected Range of Returns for the 3 Policy

M ixes, over 1 year

Range of Projected Rates of Return

(Projection period: one year)

I'crcunlilc

Annual
Rates of
Return

(%0)

Asset Mix Alternatives

Oil



Projected R ange of Returns for the 3 Policy

M ixes, over 5 years

Range of Projected Rates of Return
(Projection period: 5 years)

Annual

Rales of

Return
(%)

Asset Mix Alternatives
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1999 Capital Market Projections

Summ ary of Today's P resentation

e C allan A ssociates background

e R ecap of key concepts, tools & term s
e R eview of historic returns

e C allan's 1999 five year projections

* Im plications of new estim ates

Oil



Callan Associ1ates Inc.

e N ational pure investm entconsulting firm

e 290+ Institutional clients nationally w ho in
aggregate have m ore than $600 billion
e Headgquarters in S .F ., offices in A tlanta, C hicago,

D enver and M orristow n, N .J

. A PFC c¢client since 1989, A SPIB client since 1992

e Services include: strategic planning, assetallocation
m odeling, m anager selection & perform ance

evaluation

Oil



Michael O"Leary CF A

30 years of investm entexperience

Joined C allan in 19814

Prior experience w ith bank trust departm ents as:

analyst, portfolio m anager, research director, head of
portfolio m anagem ent
Currently, Executive VP; m em ber of M anagem ent

Committee; V ice C hair of C lient Policy R eview

Committee & C hair of M anager Search Com m ittee



V olatility/Uncertainty

— Stocks

— -Bonds

4Q/73 4Q/75 4Q/77 4Q/79 4Q/81 4Q/83 4Q/85 4Q/87 4Q/89 4Q/91 4Q/93 4Q/95 4Q/97
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Measuring Risk

Standard D eviation
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Returns Will Go Up and D own

Return (%)

T+ | H -

1981 1982 1983 1984 1965 1986 1967 1988 1989 1990 1991 1997 1993 1994
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Return (%)

Portfolio V olatility Reduced

with 50%

As.;cet Class A & 50%

A sset Class B



Large DB

O ther

Real Estate

Private Eq

C ash

Int’l F.I.

Inrl Stks

Dom F.I.

Dom Stks

Pensions & Investments 1/25/9
Data as of /BYRB

O Top 200

10 20 30

Plan Diversification

P&l changed

survey format

Total equity in
1997 survey was
60.1% for Top
200 & 61.7% for
Top 1000

40 50



S & P 500

Rolling 5 Y ear Returns

Rolling 5 Year Return for S&P 500
(1926 -Present)

1991 %
17.52%

10.01%

-10S

-20%



Rolling Annualized Risk (%)

S& P 500

Historic Risk Perspective

Rolling 5 Year Standard Deviation for S&P 500 (1926 to Present)

IWO 1033 1035 1038 1040 1043 1045 104S 1050 1053 1055 1958 1960 1003 1005 1008 1070 1073 1075 1078 1080 1083 1085 1088 1000 1003 1005 1008

19.9%

15.4%



Rolling Annualized Retum (%)

45%

40%

35%

30%

25%

20%

15%

10%

5%

0%

m5%

International Equity Returns

Rolling 5 Year Return for MSCI EAFE

Actual
Average
Smoothed

13.69%

9.27%

35%
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Rollrg Amulized Reum (%)

B ond Returns

Rolling 5Year Return for Lehman Aggregate



Rolling Annualized Retum (%)

Real

Estate Recovery

Rolling 5 Year Return for CRES
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Large Cap Domestic Equity

1950-1998
(195 quarters of rolling 5-year data - first five-year period begins in 1950)

Defining fiat inflation as -1.5 to 1.5 percent change in a five-year period

Large Cap Large Cap
Real Returns ) Standard deviations
Decreasmgi Inflation  12.3% Decreasmgi Inflation 1316 57 qtrs
Flat Inflation  9.83% Flat Inflation 1480 TAqtrs
Increasing Inflation  363% Increasing Inflation 1537 o4 qtrs
Long-term Avg. -rolling 5-
ycar real returns 850% Long-term Avg, Std. Dev. 1451

H_ong-tcrm compound real
returns (Fisher method) 8.70%

Long-term Avg. Nom. rtn 2.1
Long-term Avg. Inflation 41%

*Fisher method is used by Ibbotson Associates in 1998 Yearbook.

E]



Distributionof Large Cap Real

Frequency

Frequency

40
30
20
10

20
15
10

All Scenarios 1950-1998 (195 quarters)

Long-lorm average: 8.54

Level Scenario 1950-1998 (74 quarters)

Long-term average: 9.83

Returns

JE



Distribution of Large Cap Real Returns

Rising Scenario 1950-1998 (64 quarters)

§ Long-term average: 3.63
10
(I
S 0 _ .
L 1 ym- Jzzn_
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Falling Scenario 1950-1998 (57 quarters)
25
0 Long-term average: 12.35
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The Economic Environment for the Nex t

Five Y ears

U.S. economy com ing off third straightyear of G DP growth

>3% , and is eightyears into the currentexpansion...

D espite troubles in A sia and R ussia, and the potential for

problem s spreading to L atin A merica

Inflation rem ains low , despite low est unem ploymentin 28

years
R eal incom es are rising

R isk of recession is real, butr receding

20



W e Have aPointof View

The U.S. economy w ill slow , butavoid recession

A sian financial crisis has stabilized A sia iIs in recession, but

the bottom seem s in sight.
T he dollar appears to have peaked

Inflation is near its trough.

->W e expectlow butincreasing inflation

->W e expecta flat to declining dollar

O ur C apital M arketprojections incorporate our

economic expectations



As Usual - AIl Forecasts Are Consistent

With Long Term Record & Based On Sound

B asic

S

S

Fundamentals

assum ptions

Over the long term;

Stocks earn more than bonds
Bonds earn more than cash

Unlevered real estate something between the two

e forecast the range of returns

Stocks = 9% plus or minus 15%
Two thirds of the time, we expectthe 12 month return for the S& P to be

between 24% andnegative 6.0%

One third of the time it may be either higher or lower

Stocks, particularly small cap & intT stocks, are riskier than bonds

22



Where are we today?

Interest rates are m uch lower than Dec. 1997

Stock prices, particularly for a sm all group of large cap

grow th com panies, are m uch higher

P/E ratios are astoundingly high, but are notinconsistent w ith

long-term interest rates
-> markets may be overvalued, butthe high p/6 overstates the problem

-> almost all appreciation in the S& P500 during 1998 was due to price

appreciation - earnings growth has disappeared, and is notlikely in

1999

23



Five Year Return (%, Annualized)

Current Y 1eld T o Maturity

Future Bond Returns
Lehman Aggregate Bond Index 5 Year Returns vs. Lagged Yield to Maturity

22% 22%

v& V'i© Vab clv $ VCN \ «p 0OH # Q

\%

Lagged)

Yield © Maturity (%,
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Asset Class
Equities
Large Cap
Small Cap
International

Fixed Income
Domestic
International

Of.ier
Real Estate

Alternatives
Cash Equiv.

Gil

Inflation

1999

Index

S&P 500
CAIl Small
MSCIEAFE

LB Agg
SB Non-US

CRES
Veco 100
90-day T-bill

CPI-U

C apital

1998

9.10
10.10
9.60

6.60
6.55

8.25
12.30
4.80

3.40

M ark et

P ro je ction s

Expected Return

1999

9.00
11.20
10.00

5.60
5.60

8.00
12.30
4.40

3.00

Change

-0.10
1.10
0.40

-1.00
-0.95

-0.25
0.00
-0.40

-0.40

1998

13.30
19.10
18.50

5.50
11.20

14.50
35.00
1.00

0.95

Expected Risk

1999

15.00
25.30
21.50

5.30
11.00

16.50
36.00
0.70

1.75

Chang

1.70
6.20
3.00

-0.20
-0.20

2.00
1.00
-0.30

0.80
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Five-Year Capital Market Projections

H igher R eturns at the P rice o fH igher R isk

14%

n Alt Inv
12%

a Small Cap

10% EAFE
h Large Cap

8% m Real Estate

Dom Fixed

-Annualized

0,
6% Non US Fixed

m T-bills

Return

4%

2%

0%
0% 10% 20% 30% 40%
Risk (Standard Deviation)

tef



Returns

135

13.0

12.5

12.0

11.5

11.0

10.5

10.0

9.5

9.0

7.0

Historical Risk and Reward

¢ LB Aggr Bd

8.0

Scatter Ct.'art for 25 Years Ended December 31, 1998

9.0 10.0

Standard Deviation

¥50%S&P/50%Agg

31.0

60%S&P/40%Agy

12.0
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O il

Calendar Y ear Returns for 3 Policy Mi xes

40.0

30.0

20.0

10.0

Returns

0.0

(10.0)

(20.0)

(30.0) [

1974

1975

50%S8&P/5(HS Agg

1976

1977

Calendar Years

1978

60t? S&P/407AgB

1979

1980

in

m

19S1

LB Aggr Bd

1982

1983
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Returns

1984

Calendar Y ear Returns

Calendar Years

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

so'.i ssii'/so'.; Ate. «f.-ssiV4()"i-APS [E3&1 i-it

1996

1997

1998
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Projected Return for 3 Policy M ixes

Asset Mix Alternatives

Portfolio

Component 1 2 3
Broad Dom Equity 50% 60% 0%
LB Agg 50% 40% 100%
Totals 100% 100% 100%
Median 7.5% 7.9% 5.6%

Std Dev 9.4% 10.7% 5.3%



Projected Range of Returns for the 3 Policy

Annua)
Rales of
Return

(%)

M xes, over 1 year

Range of Projected Rates of Return

(Projection period: one year)

Asset Mix Alternatives
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Projected Range of Returns for the 3 Policy
Mixes, over 5 years

Range of Projected Rates of Return

(Projection period: 5 years)

Annual
Rales of
Return

(%)






University of Alaska Foundation
Assets Under Management, December 31,1998

$IXT.T

UA Land Grant
Endowment

Foundation Pooled
Endowment

OtherLong-Term UA Foundation
Investments $55.9

Cash & Other Assets

Millions

Pt



University of Alaska Foundation
Assets Under Management, December 31,1998

$117.7

UA Land Grant _
Endowment Consolidated Fund

" $94.3

Foundation Pooled
Endowment

Other Long-Term
Investments

Cash & Other Assets

Millions



Net Assets

Cash & Equival
Fixed Income Sec
Equity Securities
R.E. Trusts

Limited Ptr,

Consolidated Fund Assets
December 31,1998

Millions

«3UV4i?1S.



Consolidated Fund
Assets Distribution by Manager, December 31,1998

State of Alaska
Common Fund
Cadence
Bernstein

Abbot

La/and



To UA
Financial Statements
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Consolidated Fund
Asset Allocation Target v. Actual December 31, 1W)S

Domestic Fquilies

Domestic Fixed Inc.

liil'} Fquity
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. E iiiryet
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W;
Theoretical Fund

$10,000 200%

$8000
100%

Spending Amount

$1& ;
Percentage Increase / Decrease 100%

0%

liscal Year
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AnmialDistribution Amounts
$16,000 $16000

3-yr, Average 5.0%

314,000 3-yr. Average 4.6% $14,000
S»yr. Average 5.0%
70% CPi1/30% @ 5%

$12,000

$10,000 $10000
$8000 $8000
$6,000 %00
VA $4,000

$4,000
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3-yr. Average 5.0% ($340.5)
3-yr. Average 4.0% ($373.7)

5-yr. Average 5.0% ($357.1)



ClEhorage s teons
Recommendations to Secure H]Iasia’s Fiscal Future

We recommend these steps be taken to bridge the gap be! ween state spending and recurring
revenues, and the toois be used in the following order:

1

2.

3.

Take action on a long-term plan this legislative session.

Reduce state spending.
— Establish a periodic process to identify and review essential and appropriate services.

Through this process:
» ldentify spending priorities that reflect a government’s traditional responsibilities.

* Promote state programs that encourage development of Alaska’s economy, with
special emphasis on development that generates a positive return to the economy and

state treasury.
— Incorporate performance measures by which state services are evaluated on whether

they are effective in meeting intended missions and efficient in the use ofpublic dollars.
Use this information to make spending reductions and investments.

— Implement alternate ways to deliver state services such as privatization and
contracting with the private sector.

Use earnings from financial investments and other instruments.
— Use Permanent Fund earnings.
» Inflation-proof the Fund first.
* Remainder of earnings is available for dividends and to support government

services.
— Use the constitutional budget reservefund or a similarfund as a “shock absorber”

against oil pricefluctuations.
— Use general obligation debt, as appropriate, tofinance the state’ infrastructure needs

on a long-term basis.

Implement broad-based taxes and implement/or increase consumption taxes.
— Taxes should meet a standard offairness and equity.

Ralph Samuel, Chau-

441 West 5th Avenue, Suite 300, Anchorage, Alaska 99501-2309  (907) 272-2401  FAX (907) 272-4117

email: info@anchoragechamber.org  www.anchoragechamber.org
Founded 1915
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"NOF ALASKAR®

Comments by
Cheryl Frasca

before the Senate Finance Committee
March 24, 1999

Criteria to Evaluate
Fiscal Plans

Purpose
Advance identification of a financial plan that closes the state’s fiscal gap and fosters the long-

term prosperity of die Alaskan economy and its people.

Principles for a plan

Stability

Sustainability

Fairness

Simplicity

Complete and full disclosure

SLE N SR A

Evaluation Criteria
1 Stability
a) Stable and predictable annual flow of revenues
b) Predictable tax regime
C) Stable spending
d) Ability to adjust to changing needs
e) Can be implemented

2. Sustainability
a) Protects and grows the Permanent Fund
b) Maintains revenue generating capacity of other financial assets
C) Advances financial investment policies that achieve maximum financial return

3. Fairness
a) Trade-offs between taxes, dividends, and public services are balanced across all

Alaskan households, businesses, and communities

b) Links economic activity and a return to the slate treasury

C) Connects Alaskans to financial decisions

d) Provides a smooth transition between any change in the size of dividends, taxes,
or public services

i f K
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Simplicity

a) Disposition of revenues and financial earnings is understandable
b) Clear definition of each element’s composition and purpose

C) Consistent presentation of plan

Complete and full disclosure
a) Uses reasonable assumptions for revenue generating capacity of natural resources

and financial assets
b) Uses reasonable assumptions for population growth and composition change, and

inflation
C) Balances revenue and spending for at least twenty years
d) Clearly accounts for all revenues, current spending and future financial commit-

ments



Simplicity
a) Disposition of revenues and financial earnings is understandable
b) Clear definition of each element’s composition and purpose

C) Consistent presentation of plan

Complete and full disclosure
a) Uses reasonable assumptions for revenue generating capacity of natural resources

and financial assets
b) Uses reasonable assumptions for population growth and composition change, and

inflation
C) Balances revenues and spending for at least twenty years
d) Clearly accounts for all revenues, current spending and future financial commit-

ments



THE ALLIANCE

... for responsible development of Alaska’s Oil, Gas & Mineral Resources

Alliance Testimony - State Fiscal Gap

March 24,1999

by Kairen Cowart, General Manager

| am Karen Cowart, General Manager of the Alaska Support Industry Alliance
(The Alliance). Thank for the opportunity to provide comment and perspective as
you begin making Important decisions on the state’s budget.

The Alliance Is a statewide trace organization formed 20 years ago to provide a
collective voice for companies that provide goods and services in support of oll
and gas exploration, development and production. Although The Alliance does not
Include all support businesses in the state, most of the major players are members.
Like most trace organizations, we believe our membership reflects the industry as

awhole.

The Alliance has 300-plus member businesses, organizations and individuals that
operate and work all across the state, from the North Slope to the Kenai Peninsula.
Collectively, our membership employs about 25,000 Alaskan residents. While The
Alliance is headquartered in Anchorage, we have active chapters and committees

In Fairbanks, Kenai and Prudhoe Bay.

ALASKA SUPPORT INDUSTRY ALLIANCE
9220 'B Street, Suite 200 ¢ Anchorage, Alaska 99503 < Phone:(907)563-2226 < Fax:(907) 561-8870



The Alaska oil and gas support industry is suffering difficult times in these days of
low oil prices. We estimate at least 4,000 people have lost theirjobs within our
membership during the last quarter of 1998 and the first quarter of 1999. For the
next 18 to 36 months, we expect downsizing and layoffs to continue. According to
Industry experts, despite the recent upward fluctuation, overall low oil prices will
likely go on for another one to two years, perhaps longer.

As husiness people, we understand that oil companies, our clients, must slow
production, delay development and suspend exploration in times of low profits.
These are necessary measures if investors are to maintain presence in the state until

oil prices warrant an increase in activity.

In the meantime, It 1S critical that We do not 1ose sight o fthefuture, when the
economic climate changes and opportunities re-emerge. The most important thing
that state government can do rignt now IS t0 ensure that Alaska is poised to
encourage and take advantage of future resource development. And that means

balancing the budget, this year.

| think it Is important to note that The Alliance has advocated a halanced state
budget virtually since its inception in 1979. Closing the state's fiscal gap remains
as our top priority this year, Why? Because the financial status of state
government will dictate our members' livelihood by either encouraging future
petroleum investments, or by chasing investors away.

Page 2



Unchecked, the rising fiscal gap between state revenues and expenditures projects
an image of an unstable, irresponsible government. It generates uncertainty among
potential and existing industry investors. It is critical that oil companies view
Alaska as @ stable prace to invest In When oil prices rise in the future.

For this reason, The Alliance is heartened o See vipartisan efforts t0 address the
state's most serious problem, the budget. We appiaud the governor fOr coming to
the table with a proposal. It is a starting point, serving as the catalyst for
meaningful dialogue. We also deeply appreciate the legislature’s ongoing
commitment to a 5-year budget-balancing plan. In the days ahead, lawmakers can

build on this foundation.

"d like to emphasize that The Alliance has always supported efforts to reduce
government spending as therirst andforemost Method of balancing the budget.
We still do, but we also realize spending cuts alone will not close the billion-
dollar-plus gap. The time has come to consider all options.

The fact Is that no one wants to pay more for products and services with a sales
tax. No one wants to see less of their paycheck with a state income tax. And no one
wants to receive a smaller Permanent Fund dividend. But no one can sensibly “just
Sa) N0” 10 everything ANYMONE. Alaskans need to say yes ' 10 @ fiscally stable
government and a sustainable economy.

We understand the legislature and the administration is looking to the people of
Alaska to determine realistic ways to address the fiscal gap. We would like to give
you the support industry's point of view. The Alliance polled its membership in
mid-March to discover which tools are most palatable. This is what we found:
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State Government Spending Reductions

The vast majority - 9s% - 0f Alliance members support continued cuts In
government spending. They believe that there are many more efficiencies to be
gained in government, whether it be by results-based budgeting, consolidation of
government programs, elimination of non-essential services, use of a two-year
budget cycle, and/or privatization of some government functions.

About three-fourths (76%) picked spending cuts as the top choice 0 methods to
balance the bUdget MOSt agreed thatspending reductions should occur before any

other revenue sources are established.

Pennant Fund Unrealized earnings and Dividend

Using some portion of the Permanent Fund's unrealized earnings to fund
government is acceptable t0 eight out o+ 10 members. Two-thirds (64%) supported
use of some, but not all of the fund's unrealized eamings, while 16% said use it all,

If necessary.

About half - 45% - picked use of unrealized earnings as their second choice 0f
methods to balance the budget. About a quarter (23%) picked this tool as their third

choice.

Permanent Fund Dividend
Limiting (or eliminating) the Permanent Fund Dividend, and using the remaining

eamings to fund government services, was acceptable t0 seven out ot 10 0f
responding Alliance members. About 42% ranked this method as their third

choice: while 23% said it would be their second choice.
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State Income Tax

Alliance members overwhelmingly oppose a state income tax. Eighty-one percent
said they “do not support” or “strongly oppose” using this tool to balance the
budget. Six out of 10 (61%) ranked an income tax as the tool they prefer least.

State Sales Tax

While taxes of any type were the least popular budget-balancing tools to Alliance
members, a sales tax appeared to be the most palatable taxation. About half- 52%
- said they would support a state sales tax, provided it would be levied statewide

and on afair and equitable basis.

Four out of 10 said they did not support a state sales tax. About 46% ranked sales
tax as the fourth choice among methods to balance the budget, 16% said it was
their number three choice, and 17% ranked it last.

Conclusion

We hope this input is valuable as the legislature develops and modifies its own
specific budget proposals. We are willing to review and provide feedback on these
proposals at your request. As plans are put forth, however, The Alliance does ask
that they are presented to the people witn all the cards on the table. We Urge you to
devise a simple way to show the full budget - an revenues and expenses - Whether
they flow through the general fund or not. This will allow us to see how much we
are really paying for government services, in what form, and then come to our own
conclusions on programs we feel are essential to the state and its residents.
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In closing, | would like to leave you with this thought. The Alaska oil and gas
support industry IS in crisis. Businesses are taking immediate measures t0 SUIVIVe
In the long term. They are realigning budgets to reflect losses in project revenues

and reducing expenditures accordingly.

It Is imperative that the state does the same. Time IS of the essence. The time for
talk is long over. The state IMUST take action now. We encourage you to continue
budget dialogue with the intent to resolve the problem this year. Our sector of the
economy, and commerce across the state, Is counting on you.

Again, thank you for the opportunity to provide testimony on this important issue.
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4220°B’ Street, Suite 200 e« Anchorage, AK 99503-5911 « Phone:(907) 563-2226 + Fax:561-8870

RESULTS OF ALLIANCE MEMBERSHIP “BUDGET” SURVEY

The Alliance surveyed its over 300 members in mid-March regarqu the state's $1 hillion
fiscal gap, and various proposed tools to close it. Response was excellent, and the oil and gas
support industry's trade organization now has a clear picture of how the majont}/ 0f members
feel. Below is a summary 0f tabulated results. A copy of the original survey’is attached for

reference.

1. State Government Spending
Recommendition: Gt Desply: 42% Qut Mockrate: 56% DontQt 2% Increese Seding: 0%
Ranking: Noer 1:76% NLnber 2:12% Nuer 3 7% Nuner 4:2% Nnber 5:1%

Continued cuts in government spending are overwhelmingly (98%) supported by the majority of Alliance members.
About three-fourths (76%) picked spending cuts as their top choice of methods to balance the budget.

2. Permanent Fund Unrealized Earnings
Recommendation:  Use Al: 17% Use Soe: 64% Dont Use: 11% Never Use: 70
Ranking: Number1:10% Number2:45% Nunber3:23% Nber 4:12% Number5:5%

Use of some, but not all, of the Permanent Fund’s unrealized earnings is supported by two-thirds (65%) of Alliance
members. About half (45%) picked use of unrealized earnings as their second choice of methods to balance the
budget; while about a quarter (23%) said this is their third choice.

3. Permanent Fund Dividend
Reconmendation:  Hinirate 9% Linit 61% Leave Aloe 16% Never Toudh 12%
Ranking: Nuber 1:1% Number2:22% Number3:41% Number4:11% Number5:13%

Limiting (or eliminating) the Permanent Fund Dividend, and using the remaining earnings to fund government
services, was acceptable to nearly three-quarters (72%) of Alliance members responding. About 42% ranked this
method as their third choice; while 23% said it would be their second choice.

4. State Income Tax
Recommendition: Al Alaskars: 18% Upeerincomre Qiy: 1% Do Nt Suppart: 33% Sragly Oppose: 47%
Ranking: Nuber 1:2% Nurer 2:4% Nurber 3 9% Nurber 4:21% Nunrber 5 60%

There is overwhelming opposition (81% *“do not support™ or strongly oppose) to a state income tax on the part of
Alliance members. Six out of 10 (61%) ranked an income tax as the least preferable choice among methods to balance

the budget,

5. State Sales Tax
Recommendation:  Statewice: 52% Bt Where Loc: %6 Do Nt Suppart: 23% S“ﬁgg - 16%
Ranking; Number1:3% Number2:13% Number3:16% Number4:45% Number5:17%

While taxes of any type were the least popular budget-balancing tools among Alliance members, a sales tax appeared
to be the most palatable taxation, provided it would be applied on a statewide basis. About 46% ranked sales tax as

the fourth choice among methods to balance the budget.
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FAX-BACK STATE BUDGET SURVEY - by March 16

First, check how you feel each budget-balancing tool should be used, if at all. Then rank the methods by placing
a “1” next to your top choice, “2” next to your second choice, “3” next to your third choice, “4” next to your
fourth choice, and “5” next to the tool you prefer least.

RANK
State government spending Qut deeply Qut mockrately Dot cut Increase Soending
O O O O
Comments:
Permanent Fund unrealized earnings. use al Use some Dont use Naver use
O O a O
Comments:
Permanent Fund dividend. Hirirete dvicend  Linit dvicend Leae itaae Never touch
O O O O
Comments:
State income tax. Ohdl Alaskars Upperinoonealy  Donatsuppot Strangly oppose
O O O O
Comments:
Establish a state sales tax. Saenice  Bogptwhere locl tax Donotsuppot Srongly gppose
O a O O
Comments:
Company:

Voting Member or Representative:,

Thank you for your input!

Please fax back to The A|||an e at
t%)?at y Ma

Tusday, March 16
Responses wi | be b% y

[

ALL RESPONSES WILL BE KEPT CONFIDENTIAL



HELLO MY NAME IS ROXANNA HORSCHEL.... | OWN A SMALL CONTRACTING
BUSINESS AND | AM HERE TODAY REPRESENTING THE ASSOCIATED GENERAL

CONTRACTORS ASSOCIATION OF ALASKA..
THE ASSOCIATION HAS CLOSE TO 600 MEMBERS FROM ANCHORAGE, FAIRBANKS,

KENAI AND S.E. AREAS OF THE STATE. THE MEMBERSHIP IS MADE UP OF
BUILDING, HIGHWAY, AND SPECIALTY CONTRACTORS AS WELL AS MATERIAL
SUPPLIERS AND SERVICE RELATED COMPANIES.

BECAUSE THE AGC OF ALASKA IS QUITE CONCERNED OVER THE FISCAL GAP WE
ARE PLEASED TO HAVE THIS OPPORTUNITY TO SHARE OUR POSITION, AND
PRESENT THE FOLLOWING IDEAS FOR YOUR CONSIDERATION.

1 MAXIMIZE THE USE OF FEDERAL MATCH FUNDS FOR CAPITOL WORK.
THE ASSOCIATION FEELS VERY STRONGLY THAT NO FEDERAL OFFERINGS
SHOULD BE LOST BECAUSE OF THE LACK OF STATE FUNDING FOR MATCHING

DOLLARS.

2.MAJNTAIN A STRUCTURED APPROACH TO A CAPITOL PROGRAM. AS SET OUT
IN THE STATE CONSTITUTION ARTICLE IX, SECTION 16 WHICH STATES IN PART
THAT EXCEPT FOR A FEW SPECIFIC BOND APPROPRIATIONS, THE
APPROPRIATIONS FROM THE STATE TREASURY SHALL NOT EXCEED 2.5 BILLION
DOLLARS PER YEAR BY MORE THAN THE GROWTH IN POPULATION OR
INFLATION SINCE JULY 1, 1981 @ AND GOES ON TO STATE ..”WITHIN THIS LIMIT
AT LEAST ONE THIRD SHALL BE RESERVED FOR CAPITOL PROJECTS AND LOAN

APPROPRIATIONS”.

3 REDUCE STATE GOVERNMENT FUNCTION IN ACCORDANCE WITH ARTICLES Il
THRU X OF THE ALASKA CONSTITUTION. OTHER STATES OPERATIONS COULD
SERVE AS A GUIDELINE TO DEFINE THE BASIC FUNCTIONS.

ALSO STATE EMPLOYEES SHOULD MORE RESEMBLE PRIVATE SECTOR
EMPLOYEES IN SIMLLAR WORK, MANY CONTRACTORS COMPLAIN THEY CAN
NOT COMPETE WITH WAGES, AND BENEFITS PAID BY THE DEEP POCKETS OF
STATE GOVERNMENT.

4. LOWER STATE EXPENDITURES THROUGH INCREASED PRIVATIZATION OF
SERVICES.

5. USE SOME OF THE NON DESIGNATED PERMANENT FUND EARNINGS TO
BALANCE THE BUDGET.



6. BONDS FOR CAPITOL PROGRAMS SHOULD BE USED TO BRIDGE SHORT TERM
FISCAL GAPS.

7 WE SUPPORT AN INCREASE TO THE STATE MOTOR FUEL TAX PROVIDED THE
REVENUES ARE USED FOR ADDITIONAL MAINTENANCE OF OUR
TRANSPORTATION INFRASTRUCTURE AND DISTRIBUTED THROUGH A

DESIGNATED FUND..

The AGC feels ifall these points were implemented a State income tax would not even need to be
considered.

WE THANK YOU FOR THE ATTENTION YOU HAVE GIVEN US. IN CLOSING | WISH
TO SAY THAT WE ALL RECOGNIZE THE DIFFICULT DECISIONS YOU MUST DEAL
WITH THIS YEAR AND WE ENCOURAGE YOU TO ACT IN THE BEST LONG TERM
INTEREST OF THE STATE OF ALASKA , WITH THAT WE PROMISE OUR SUPPORT

AND DEFINITELY OUR RESPECT.



with revenues. Our recommen

Alaska State Chamber of Commerce
Recommendations on a Fiscal Plan for Alaska

The ASCC supports a Iong-ranggtit())t#](lgé(?rtepélaslnf otng\t/v vg/.ill bring state spending in line

Develop and enact a Iong-term fiscal plan this session. Establish the process
for achieving a balanced budget, including a time frame, schedule, and
spending/revenue targets.

Determine the appropriate role of state government, and through
streamllnmg, consolidation, and.privatization, reduce the size 0f state.
government. We believe an achievable target for reducing costs in this

manner IS at least 30%.

Utilize earnmgis from investments. After the Permanent Fund has been
Inflation-prooted, the remaining earnings should be used for dividends and
to fund government services. General obligation debt should be used, as
appropriate, to finance infrastructure needson a long-term basis. We believe
a reasonable funding target from investment earnings is approximately 50-

53%.

The remaining, 15% of the funding would come from broad-based taxes,
fairly and equitably applied to all Alaskans.
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B usiness...

A Reportfrom the Alaska State Chamber ofCommerce - the Voice ofAlaska Business

Aboutsixty members ofthe Alaska State Chamber
of Commerce (ASCC) were in Juneau recently to
meet'vith Governor Knowlesand the Legislature on
behalfofbusiness, commerce, jobs, and economic
development The primarytopic o fdiscussionwas the
$1.2 billion budget deficitand whatto do about it.

The Governorreceived praise for his leadership in
opening the debate by putting his budget plan on the
table. And, althoughthe Legislature had yettoputforth
its versionofaplanfordiscussion, itwas obvious that
alotofwork was going on behind the scenes-sorting
ideas and developing options for a pianthatamajority
of them could commit

Two leading Anchorage AS KA
businessmen, bankerJim Curley 1t rPT7
and restaurateur Bill Pargeter, .. C*

signedonaschairman andvice-
chairman, respectively. Three
othersvolunteered to serve on
the committee’sexecutive committee, and businesses
in Anchorage and elsewhere loaned 14 oftheir top
executivesto the task on afull-time basis. Twenty-eight
others signed up as part-time team members, many of
them serving as many as 12 weeks at a time on
assignmentinJuneau. Otherswere aboard for briefer

periods - and in all, 55

Qp cOM)E TcE

themselvesto. Theposi- -, Lo | | —. individualstookpartinthe
tion presented by the ) _ _ . work
"The State Chamber is united in the position n wQrk tQok M

Chamberwas thata plan
is needed this year - a
plan forstate government
that emphasizes effi-
ciency,consolidation,
streamlining, and privati-
zation.

“Any ideas on how
this should be done?” was a question asked by many
Legislators. Well, maybe this is a good time to look
back in Alaska's history and see how another governor
and another set of Alaska business leaders tackled a
similar task - an assignmentto reduce state costs by
streamlining various government operations.

Finding efficiencies was the goal when Gov. Jay
Hammond asked the State Chamber to assemble a
team to make an in-depth study ofthe way things weie
done in state government - and to come up with
recommendations for how to do things better and at
less cost.

Atthe time, Alaska’s general fund expenditures
were running about$700 million ayear, and total state
spending - including federal dollars coming in to
supportvarious programs - wasjust a little more than
$1 billion. Now, more than $6 billion is pumping
through the state’s cash drawers, including $2.3 billion
ingeneral fundspending.

But the crisis was much the same back in
November 1975, when Hammond asked for help in
controlling spending. The Chamber’s response was to
make a major commitmentto thejob.

thatwe need to getthe budgetproblem behindus *
now, sothatwe can concentrate all our energies
on building Alaska forthe future.”

Pete Leat/iard, Chairman, ASCC

yeafs Qn Noy |

1978, Hammond issued a
report to the people of
Alaska on the results of
the “Governor’s Manage-
ment & Efficiency Re-
view.

Implementation ofthe recommenuations over the
two-yearperiodresultedinannualsavingsofmorethan
$44 million and one-time benefits of more than $6
million. Atthetimeofthereport, 247 ofthestudy’s 362
recommendations had been implemented, and others
were in the works.

Reading ittoday, we see that some recommenda-
tions never implemented are still applicable. This
would be a good place for the Commission on
Privatizationandthe Delivery ofGovernment Services
to begin its work. Senate Bill 33, now under
consideration by the Legislature, would create such a
commission, made up ofbusiness and government
leaders, to review and evaluate state procedures and
servicesand provide recommendations for consolidat-
ing, privatizing, and streamlining state government

It has been 24 years since state government was
looked at with an eye for its overall shape and
performance. It has grown considerably since then.
Every gardener knows that pruning is necessary to
keep a rose bush healthy, growing strong, and
producing at its best. It's time for another look at the
shape ofstate government.

Advertisement



CostofState Government- Then and Now

1978 1998

Alaska’s population - 403,099 Alaska’s population - 621,400
State Budget - $1 billion State Budget - $6.2 billion

Accounting for inflation (at an estimated rate of 3.5% compounded over 20 years) today’s
budget is $5.2 billion in 1978 dollars.

In today’s budget, $1.2 billion is paid in Permanent Fund dividends and is spent to inflation-
proofthe fund. Subtracting that reduces today’s budget, in 1978 dollars, to $3.9 billion.

The 1978 per capita cost of government was $2,408.78. The 1998 per capita cost is $6,276.15.
This represents a 40% increase in per capita government sp™-iding in 20 years.

Alaska’s population has increased 54%, while state spending has increased 290%.

In real dollars, if per capita spending had been maintained at the 1978 rate, today’s budget would
be $3.06 billion, less than half of what it is.
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Slate Fiscal Gap - Potential Tools

Comments of Ken Freeman
Executive Director
Resource Development Council

Before the Senate Finance Committee, March 24, 1999

Good morning, for the record my name is Ken Freeman, | serve as executive
director of the Resource Development Council. | appreciate the opportunity to
present comments on our number one public policy issue this session --
implementation of a long-term fiscal plan for the State of Alaska.

As many of you know, RDC is a non-profit, economic development
organization with a broad statewide base and focus. Our members range from
individuals to leading companies throughout Alaska's basic resource sectors,
including oil and gas, mining, timber, tourism and fishing. Also included in
our ranks are Native corporations, construction, labor and a number of local
communities. All of these interests come together under RDC to work on
common issues --issues which transcend all resource and economic sectors.

RDC is represented statewide by a 78-member Board of Directors and a 22-
member Executive Committee. The later of which formulates policy and
provides direction to a staff of four.

With the fiscal gap as our number one public policy issue this session, RDC
helped coordinate the economic summit held last month in Juneau and our
President testified on the fiscal gap before the Anchorage Caucus in late

February.

What many of you heard at the economic forum was an assessment of
business in Alaska. From the development sectors you heard that low oil
prices and a slumping Asian economy have hit Alaska hard. You also heard
that the timber and fishing industries are in the tank, both hit hard by weak
Asian markets. Timber production is down by 70 percent or more, budgets have
been drastically cut and industry employment has fallen to all-time lows.
Meanwhile, the mining industry, which has shown record growth and
production over the last several years, is now struggling to cope with low

commodity prices.

RDC is here today to express our support and encouragement of the
Legislature in finding a long-term solution to the state's fiscal dilemma and to
offer suggestions on specific tools to develop such a solution.


mailto:Resources@akrdc.org

| would like to applaud the Legislature and the Administration for making the budget
issue the top priority this session - and in particular to the Senate and House Finance
Committees which are working to evaluate the tools necessary to bridge the fiscal gap and create a

long-term answer.

This issue is of extreme importance to our members and we are strongly advocating
definitive action this session. RDC President Allen Bingham testified before the Anchorage
Caucus in late February and said that RDC prefers all the tools available to close the fiscal gap be
considered in the early deliberations of formulating a plan. He also said we have the tools to fix
the problem before us but it will take cooperation and hard work - watching the session unfold
we have seen both and it has encouraged us to come before the Legislature again to lend ir

support.

We appreciate the non-partisan and cooperative attitude expressed by both the Legislature
and Administration to address the state’s fiscal problems.

Over the course of many years, an assortment of ideas have been considered to close the
fiscal gap. There are many good ideas out there and we look forward to providing input as

appropriate. The state is fortunate that it has a very unique opportunity to identify and
implement tools to close the fiscal gap before the Constitutional Budget Reserve is drained.

In terms of some specifics, RDC supports the use of the following tools presented in order
of priority.

I. First, continue the Legislature's and Administration's reductions in state spending.

We appreciate the steps taken over the past few years to cut state spending. W ithout that
leadership to bring spending more in line with recurring revenues, we would be in a much more

serious situation.

We suggest that additional reductions could be achieved by establishing a periodic process
to identify and review essential and appropriate services and recommend the establishment of
priorities that reflect a government's traditional responsibilities to its citizens, i.e. public safety,

transportation, education, and resource management.

The state must continue to promote programs that encourage development of Alaska's
economy. Special emphasis must be directed to development that generates a positive return to
both the local economy and state treasury.

Next, incorporate performance standards by which state agencies are evaluated as to their
effectiveness in meeting intended missions and efficiency at the use of public dollars, —results —

based budgeting.

And finally, evaluate and implement alternate ways to deliver state services such as
privatization and contracting with the private sector.
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RDC believes that additional budget cuts and increases in state efficiencies are achievable
and will help, however, we all agree there is no way the state can realistically cut $1 billion from
the current budget.

Having said this, however, RDC believes any long-term fiscal plan should first establish
spending priorities before addressing how those priorities will be funded.

Il. Secondly, RDC further advocates for diversifying and stabilizing state revenues through the
expanded use of the Permanent Fund earning;.. Our Executive Committee believes the fund
earnings should be used to fund appropriate state services, in addition to the traditional inflation

proofing and dividend payment.

By using the permanent fund earnings to fund certain state government services, public
interest in how and where their money is being spent will grow. Such a climate will hopefully
generate more efficient state government.

There is an assortment of ideas that this committee may evaluate in terms of utilizing the
Permanent Fund earnings to pay for state government services. We are not advocating one plan
over another, but merely offering our support that using the earnings is a realistic and necessary
measure that must be considered. On the revenue side, this is probably the most important tool
that needs to be part of a long-term plan to fund state government. Members of our Executive
Committee strongly believe this was the original intent of the fund and now is the time-to begin
to use some of those earnings to bring stability to public budgeting.

We believe further budget cuts and use of the Permanent Fund earnings will close the gap.

I1l. In the event these tools are not enough, RDC would entertain, as a final step, the
implementation of a broad-based tax. Our members would have some comfort with a tax
increase - such as the possible implementation of a sales tax. There is little support for an income

tax.

New or increased taxes on industry are not the answer as such an action would shake the
confidence of investors and harm a business climate already severely disturbed by global
economic events. In fact, the fiscal gap itself is a significant hurdle in attracting investment
capital here. Nervous investors may think twice about Alaska if they believe there is a serious
risk of higher corporate taxes as a consequence of a continuing gap between recurring revenues

and state spending.

RDC believes the solution can be found in using a combination of tools to solve the
problem. No one tool — budget cuts, use of Permanent Fund earnings or a tax— solves the

problem entirely.

Alaska is looking into the hour-glass, but RDC is confident the Legislature and the
Administration will come to grips with this problem and do what is in the best interest of our
state. Action is needed now while we have options rather than waiting until we are faced with a
tougher dilemma down the road. Thank you for this opportunity to present our thoughts on
this issue. |1 would be glad to try and answer any questions you may have.
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Good morning, my name is Ralph Samuels, and | am the Chairman of the Board of
Directors at the Anchorage Chamber of Commerce. | appreciate the opportunity to share

with yon some of the thoughts and concerns of the Anchorage business community.

The Anchorage chamber Is an organization of over 1300 members. A vast majority of our
members are small businesses. In addition to the large corporations that you are all
familiar with, we represent small restaurants, gift shops, hotels, transportation companies,

service companies and a myriad of other businesses in the Anchorage area.

For the past several years, the chamber has made the implementation of along term fiscal
strategy for the State Its number one priority. We feel that in order for businesses to have
the confidence to invest, expand and plan for their future, they must know that the State is
going to have a stable fiscal policy. We are very much pleased that the Legislature has
been active on this topic this session, and that the Administration is working in conjunction

witb the Legislature in order to get our fiscal house in order.

The Anchorage chamber board has spoken on the issue of long term fiscal planning with

the following recommendations, to be used in the following order.

1. Take action to implement a plan this legislative session, if we wait until nert year, the
process will become embroiled in election year politics, and we will have spent one more

years worth of reserves. Without a doubt, the time to act is now. The longer we wait the

harder the decision will be.



2. Reduce State Spending- Using a model of Government hased on results, eliminate
programs which do not achieve the desired, measurable results. Every dollar the State

spends shonld be considered an investmentthathas a measurable return.

Privatization and contractual agreements with the private sector should be examined at
every turn to more efficiently deliver State services which are determined to be essential.
In the private sector, if we have adrop in revenues or even cash flow problems, we
examine every employee, every expense, every purchase, every facet of the way we do
business in order to make sure we arc getting the most for our money. Although the State
cannot operate entirely like a business, this business-like attitude must be pervasive in
every department, and in every budget in State Government. [f the State does not gain the
confidence of the Alaskan people that we are getting the most return for our State dollars
as possible, the path towards fiscal certainty will be even more difficult to travel than it
already is. We must have the courage to declare that some programs do not work, and to
eliminate them, or substantially change them. The Chamber realizes that this is not an
easy task. We also realize that most, if not all, of the department heads will tell you that
their programs are cost-effective, and that THEIR programs are doing exactly what they
were intended to do, and if they had just a little bit more money, they would really get into
the swing of things, and save the State a whole bunch of money. In short, we know that
your job is not an easy one.  However, it is not easy in the private sector to make cuts
either. The recent oil industry layoffs were not easy for the oil companies, or the oil field
service companies either, but they did what they had to do for the long-term health of their

organizations. We are asking you to do the same.



When it comes to pixhlic sector vs. private sector employees, I will only make one comment.

The wages and BENI. FITS should be comparable between the two sectors for similar jobs.

Anything other than this simply defies common sense.

3. After the paring of the budget, the revenue side of the equation must be examined. The
first tool on the revenue side to be used should be the use of earnings from investments,
including earnings from the Permanent Fund.

The Chamber feels that we should inflation proof the fund first, and that the rest of the
earnings should be made available for dividends and to supportyvital State services. This

means that PF dividends should compete for funds against other State expenditures.

We should still use the Constitutional Budget Reserve, or a similar fund, as a “shock
absorber’4against oil price fluctuations.
The use of general obligation debt should be carefully considered to keep a stable,

sustainable capital budget to keep up with the States infrastructure needs on a long-term

hasis.

4. After all of these steps have been taking, and only then, the State must consider a broad-
based tax, or increase consumption taxes. Any tax plan that is even to be considered must
be fair and broad-based. The business community is concerned that increasing taxes will
decrease the take-bome pay of their most valuable employees, forcing the businesses to

increase wages to keep tbe employees that contribute the most to the company. This,



combined with an already tight market for a productive work force, will have a detrimental

effect on the business community".

In our past, Alaskans hove done many things we can be proud of...we created the
Permanent Fund, we created the Constitutional Budget Reserve. Itis time to act now to do
something else that we can be proud of, plan for the future for all of us. The Chamber
feels that by following the priorities wc have touched on here...

1 Handle tbe problem this session.

2. ldentify appropriate budget reductions and take actions to implement a budgeting plan
for all departments based on goals and results. We care not only about what we
spend,,.we are very concerned about what we get for the money we do spend.

3. Use it revenue stream using investment earnings to cover budget shortfalls.
4.Then, and only then, implement a broad-based tax that is fair to ail Alaskans.

By following these steps, Alaska’s long term fiscal future will be far more secure than

waiting too long to act

| appreciate the time you have given the Chamber to voice our concern?, and we know that

both tbe Legislature and the Administration are moving forward to solve our collective

problem. Thank you,



Analysis of Alaska’s Budget
Deficit

241999 Senate Finance



Presentation O bjectives

m|dentify potential goals and guidelines to be
used to assess any long term financial plan

March 24, 1999 Senate Finance



ANHow To Begin The Analysis?

mCurrent Situation

¢ Understand the magnitude of the problem

¢ Understand the m odel

mCurrent Situation with High O1l Prices

March 24, 1999 Senate Finance



Historical State Revenues

Total General Fund Revenues

Petroleum + All Other Revenues
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Projected Revenues
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Current Situation -Assumptions

B 3.0% Inflation

m 1.5% Population Growth in K-12 Education

Formula Population

m 2% Population Growth for Dividend O N L Y !

m No Growth in Population for all other Form ula or

A gency Expenditures
m Permanent Fund Total Return of 7.75%

m CBR Total Return of 5,5% if less than $3B and

ifesaj 8.1 % if greater than $38B

March 24, 1999 Senate Finance



Current Situation
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Current Situation - Revenues & Expenditures

Revenues vs Expenses
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Current Situation - Permanent Fund Dividends

Permanen t Fund Dividend per Capita
2,500.00
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Current Situation - Alaska's Savings Accounts
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Alaska’s Savings Accounts

Fiscal Year

m Unrealized Gain O Earnings Reserve
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O Constitutional Budget Reserve
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Current Situation - Savings Account Analysis

Projected Savings Account Balance vs Inflation Adjusted Balance

(in $ Billions)

— - Inflation Adjusted Savings — Actual Projected Savings
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Current Situation - Budget Deficit

Fiscal Gap vs Savings Account Earnings Used to Fill Fiscal Gap
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Current Situation - % of Capital Gains Realized

%of Capital Gains Realized
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$34/bbl Oil Assumptions

m Same as Current Scenario
m E xcept:
¢ Oilgoes to $34/bbl in FY 2000
¢ Oilnever goes down from $34/bbl

¢ In fact it rises every year at the inflation rate of

3% (In FY 2020 Oil = $61.41/bbl)
m W hy $34/bbl?

¢ Thatis whatit would take to create a sustainable
budget until 2020 with no cuts and no taxes...But
there are concerns.

March 24, 1999 Senate Finance 14



Current Scenario with $34/bbl O 1l
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Current Scenario with $34/bbl Qi

Revenues vs Expenses
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Current Scenario with $34/bbl Ol

Permanent Fund Dividend per Capita
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Current Scenario with $34/bbl Oil
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Alaska’s Savings Accounts
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Current Scenario with $34/bbl Qil

Projected Savings Account Balance vs Inflation Adjusted Balance
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Current Scenario with $34/bbl Ol

Fiscal Gap ys Savings Account Earnings Used to Fill Fiscal Gap
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Current Scenario with $34/bbl Qi

%of Capital Gains Realized
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H W hat Does this all mean?

mm

mThe model shows that the problem iIs not a
cyclical problem, but rather it is a structural
problem.

mStructural Problems cannot be overcome by
riding 1t out.
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Issues Facing the Legislature

mPivotal moment in Alaska's History

mNot a short term/cyclical problem, but rather
along term/structural problem

March 24, 199" Senate Finance
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Choices

mCut Costs
mRaise Revenues

mBegin to systematically use the State's
Savings Accounts

mA Combination of the above



Potential M easurable Goals ofaLong

Range Plan
mSustainability

mStability
mPredictability
mADility to fund Permanent Fund Dividends

mADility to fund the Deficit
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Sustainability

mProtect the Principal (Traditional)

nflation Proofing
s the goal to protect the purchasing power of

the Alaska's Savings Accounts?
m\\hat time horizon Is appropriate?

Senate Finance



Intergenerational Equity

mClosely related to Sustainability

mA || generations are held equal.
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Stability

mPlan’s ability to weather worst case scenarios

mPlan’s ability to reduce the State'srevenue
volatility.
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Predictability

m\\V hat level of predictability do we want to
assume for:

¢ Revenue Assum ptions
¢ Expenditure Assum ptions

¢ M arket Assum ptions
mimplications for Risk & Asset Allocation

March 24, 1999 Senate Finance

29



Presentation order for the Private Sector - Testimony
Wednesday March 24. 1999

Fiscal Policy Counclil - Cheryl Frasca

Ak State Chamber - Pam LaBolle

Resource Development Council - Ken Freeman

Anchorage Chamber of Commerce - chairman Ralph Samuels

Ak Support Industry Alliance -General Mgr. Karen Cowart

Assoclated General Contractors- Roxanna Horschel
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