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mPercentage or marketvalue distribution

Advantages of POMYV payout:

e Provides more predictability and stability

in annual distributions

e Disconnects investm ent decisions from

short-term spending considerations

e Spending provision becomes partof
long-term investm ent strategy rather than

tactical response to marketcycles

AIASKA
rmtiK

The Trustees'Papers #6

ALASKANS SPEAK OUT

on rum ic policy choices If the Permanent

I Knli- 111 tlir IMIGUM NI fiiinl 7\ 2S5 >fullin’: Fund is one of

tiic 1v o birri A tOUWSIS briim )
our major

IHI TRUSTEES CAPERS « VOLUME NO. |, resources, how
can it be used to

EiTmury, 1199 advance all
Alaskans’ visions

and values

for the future?”

B fLigipll



The Trustees'Papers #6

“Self-interest rightly understood.”

'AIAIKAM
ITMDKI



Alaska Permanent Fund Simulation Model
2Mother 0T Models, Aﬁ -0rMOMA

Understanding and Applying the Model:

Percentof Market Value Distribution Rules

March 31,1999

EVP, Cailan Associates Inc.

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 market outcomes.



Reserve Account
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Distributed Income
Base -Median Results

Distributed Income, I're and Post Earnings Reserve Limitation
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E quity M arketR eturns

Median Case - (Zero Risk)

Equity K'arkei Returns
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E quity M arketReturns
Scenario #28 - (Introducing Risk)

Equity Market Returns
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Fund Value D
Scenario #28 - (Introducing Risk)

Cost vs Market Value of Assets
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Distributed Income
Scenario #25 - (Introducing Risk)

Distributed Income, Prc and Post Earnings Reserve Limitation
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Inflation-proofing to Principal
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[Demo Model]

Distributed Income
Base Case -Range of Results

Distributed Earnings
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Applying the Model

Comparing the Status Quo to
three variations on a
Percentage ofM arket Value (PO M V)

D istribution oflncome.

Ell 17

Base Case

e Actual results through December 199,
 No appropriation from ER in FY 1999,
« 1999 Cailan capital market assumptions.
e Asset Allocation: 48% Equity.

e Distributed Income: status quo.

* nflation-Proofing: status quo.

e Earnings Reserve limitation: status quo.
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Percent ofM arket Value T4.5%

D istribution

e Actual results through December 1998,
 No appropriation from ER in FY 1999,
e 1999 Cailan capital market assumptions.
« Asset Allocation: 48% Equity.

e Distributed Income: 4.5% of 5-year average
market value.

* Inflation-Proofing: status quo.
e Earnings Reserve limitation: status quo.

centofM arket Value - 4.5% D _istribution

iatlon—Proofing stays In Eamnings Resewe

In

e Actual results through December 1998,

« No appropriation from ER in FY 1999,

« 1999 Cailan capital market assumptions.

* Asset Allocation: 48% Equity.

e Distributed Income: 4.5% of 5-year average
market value.

« Inflation-Proofing: stays in Earnings Reserve.
e Earnings Reserve limitation: status quo.
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PercentofM arket Value - 5,5% D_istrjbution

Inflation- ~Proofing stays In Eamings Reselve

e Actual results through December 1998,

 No appropriation from ER in FY 1999,

« 1999 Cailan capital market assumptions.

« Asset Allocation: 68% Equity.

e Distributed Income: 5.5% of 5-year average
market value.

« Inflation-Proofing: stays in Earnings Reserve.

e Earnings Reserve limitation: status quo.
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Fund Value _
45 %ofMV, IP in ER -Median Results
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Fund Value
55 %o/MV, IP
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Reserve Account
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Reserve Account
45% ofMV -Median Results

Darnings Reserve Account - Dnding Balance
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Reserve Account
45 %ofMV, IP In ER -Median Results
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CORRECTION

THE FOLLOWING DOCUMLNT(S)
HAVE BEEN REFILMED TO
ASSURE LEGIBILITY ORPAGINATION

Central Microfilm Services
Dcpartcment ofEducation & Early Development
State of Alaska



R eserve A ccount

45 % ofMYV - Median Results

Earnings Reserve Account - Ending Balance
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Reserve Account
45 %ofMV, IP InER -Median Results

Earnings Reserve Account - Ending lialancc
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Preserve A ccount

55% ofMV, IP in ER - Median Results

Earnings Reserve Account - Ending Balance
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Distributed Income
Base Case -Median Results
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Distributed Income
45%0fMV -Median Results

Distributed Income, Prc and Post Earnings Reserve Limitation
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Distributed Income
55 %ofMV, IP in ER -Median Results

Distributed Income, Prc anti Post Gamings Reserve Limitation
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Inflation-proofing to Principal
45 % ofMV-Median Results

Statutory vs Actual Inflation Proofing
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Ianation—F[))roofing to Principal
45 Y%ofMV, | INER -Median Results
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Inﬂaﬂon—g
55 %ofMV, |
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Base Case -Range of Results

Ending Market Value
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Fund Value

45%0fMV -Range of Results

Ending Market Value
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Fund Value
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45 %ofMV, IP in ER -Range of Results
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Fund Value

55 %0fMV, IP in ER -Range ofResul
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Tamings Reserve Balance

45 % ofM V - Range ofResults .
Ending Earnings Reserve Balance ~ 48% Equity
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Earnings Reserve Balance

55 % ofMV,IP in ER - Range ofResults

Ending Enrnings Reserve Balance 68% Equity
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Distributed Incom e

45 % ofM V - Range ofResults

Distributed Earnings 48% Equity
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Distributed Incom e

55 % ofM V;IP in ER - Range ofResul
Distributed Earnings 68% Equity
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Inflation-proofing to Principal
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Inflation-proofing to Principal

45 % ofM V - Range ofResults
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Inflation-proofing to Principal
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Inflation-proofing to Principal

55 % ofMV,IP in ER - Range ofResults
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Key Findings

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

A POMYV distribution of income can result in a more
stable distribution stream than the current income-
based distribution rule.

Higher levels of distributed income require greater
allocations to 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
tomorrow.")

|68% Equity
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Capital M arket Assum ptions

Annualized Asset Cl.t?s Assumptions

1

y- -
Asset Class

icIM

Cash Equivalents

Domestic Bonds

lLarge Cap Domestic Equity
|Small Cap Domestic Equity
International Equity

:lleal Estate

[International Bonds

"*'[lclum
3.00%
4.40%
5.60%
9.00%

11.20%
10.00%
8.00%
5.60%

E |
100%
0.70%
5.50%
15.00%
25.30%
21.50%
16.50%
11.00%

Yield

NA
4.-10%
5.60%
1.90%
1.30%
1.50%
6.50%
5.60%

Active
I'rem
NA

0.20%
0.60%
0.90%
2.00%
1.35%
0.00%
1.50%
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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 stale'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 stale'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 the 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 the 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 Principles & 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 stale, Principles & Interests engaged many Alaskans in

a spirited discussion of the Fund's purpose and potential.
The Principles & Interests project provided extremely valuable dialogue and set the stage for the
current discussions on Alaska's most important asset. W hile it is very apparent that Alaskans have yet

to reach consensus on the future of their Fund, exercises like Principles & Interests help define our

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

Eric Wohlforth Byron I. Mallolt

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

by Eric Wohlforlh, Chair, Alaska Permanenl Fund Corporation Board of Trustees

T he 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

Principles & 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 the 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 state 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 Hacker, who delivered the 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-
cussion of the future of the Fund. Limited atten-
dance at the 100 or 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. Wohlforth
was appointed to the
Board of Trustees of
~ the Alaska Permanent
Fund Corporation in 1995, reagpomted in
1998 and elected Chair in 1997.

Wohlforth has served as an attorney,
senior partner and member of the law firm
Wohlforlh, Vassar, Johnson & Brecht (and pre-
decessors) from 1966 to 1970 and 1973 to
?resent. He developed Alaska's first public
inance law practice, and has been lead bond
attorney for public agency issuers such as
Alask Housing Finance Corporation, Alaska
Energy Authority and Alaska Municipal Bond
Bank Authority. Over a 26-year period he has
formulated authorizing legislation and secun%y
documentation in issuances of more than $1
billion of debt.

Wohlforth served as State 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 state
spending to meet public needs, most often iden-
tified as the needs of the University of Alaska, or
I<-12 education. Yet no consensus emerged for

any alternative program.
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There was support for a renewed slate 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 to 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 to meet pressing needs in the state.

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 the history

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

such a profound effect on the future of the slate.

Background

The Alaska Permanent Fund, created in 1976
to receive a portion of the stale's oil royalties, had,
by January 1997, increased in market value to
approximately $22 billion. The growth in the pre-
ceding two years had been very rapid. The Fund
stood at $1 5 billion in January 1995. In addition,
the total income from the Fund had increased to
nearly equal the rest of the slate'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
to the principal, was increasing the amount of this
annual dividend lo each resident. In 1997, the
dividend was $1,296. In 1998 it was $1,540.08.

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

PERMANENT FUND STATUTORY NEE INCOME
AND STATE Oil. REVENUE
(Pxtildes unrealized gains and losses on investmenls)

SN1l/"M NHW W M CIM HM H IH
|<J7 oM 2020

AcllLil I'rojerled

This graph shows the relationship between nnrustric led slate oil revenues and at tual Fund earnings.
The projections for the years 1999-2020 are based on Department of Revenue's mid-case forecast
for future oil prices, and the APFCs forecast for future Fund earnings.
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Participants ,it ,ii) Anchorage town hull mcetini;
((insider the six options explained in ,t special
brochure on the future of the Fund,

plunged lo historic low levels. Although the stole
was said lo he running a large annual surplus if
Permanent 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 stale'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 slate's fiscal future. This was the background

of the Principles & Interests project.

Planning

On the occasion of the Fund's 20th anniver-
sary, a steering committee representing a broad
constituency of Alaskans proposed that a confer-
ence he held lo study and discuss the Alaska
Permanent Fund, its founding and evolving princi-
ples, and its purposes and objectives. The confer-
ence would he held under the aegis of the Alaska

| lumanities 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 the future. Months of planning and dis-
cussion pointed lo a two-day conference, town
meetings across the slate and a statewide cail-in

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

Permanent 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 ofthe Permanent Fund

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

lo life in Alaska.

Former Attorney General Avrum Gross specu-
lated about Alaska in the year 2020 with the
streets swept with wind, holes in the road and
mobs of uneducated people. In the center of town
there would be a marble temple with an alabaster
statue. The temple was the 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 lo the airport. To
avoid this, Gross said, it was time we started lo
talk about how we measured the success of the
Fund when its purpose was lo improve the quality

of life.

Oral Freeman, another legislator present at the
creation, said the Fund was created to moderate

v SHNL SHISWML HL
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the boom/busi 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 no one 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 we use income
irom 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 state income tax
scheme which would provide tor a credit against
a new stale income tax in the 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 this means we do not have an
opportunity to educate newcomers." She referred
to 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 stated, "There
is something wrong when we have such a large
Fund and, at the same time, such large and

unmet needs.

ludy 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 (hat there had been a
27-percenl growth in dividends over the last two
years and advocated that the Fund be established
as an endowment. Former State Sen. Steve Rieger,
stated 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 1097 is greater than it was several years

ago because the Fund is so much greater now.

Former state 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 state and each would have
a portion of the Fund to spend for their special
purposes, which would include (1) early child
development, (2) education, (3) social services,
(4) the environment, and (5) the arts. She noted
that education spending has not kept pace with
the demands of the state, that child-abuse and
neglect-prevenlion programs are at token levels,
prisons are overflowing, and there are other

urgent social needs.
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Former governor W aller). Nickel said it was
time to give the Permanent Fund a public pur-
pose. He advanced his community dividend pro-
gram, which would appropriate Fund income in

block amounts to Alaska's municipalities.

Future Consequences: How the Fund
and the Dividend Affect Alaska

Scott Goldsmith, of the Institute of Social and
Fconomic Ftesearch at the University of Alaska
Anchorage, led off the first Saturday morning
panel, "Future Consequences: How the Fund and
the Dividend Affect Alaska." Fie 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 lax 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

in a lump sum. He suggested a different way of
distributing it which might be monthly and should
not include minors. Goldsmith asked rhetorically
that if the Fund belongs to individuals only and
not to the community, why not distribute it entire-
ly rather than having the state 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 Frickson, an economic consultant from
Juneau, stated 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 to institute when government is
the richest guy on the block. Fie suggested the
model of the other 49 states and asked: Why not

let the Fax process work? The state 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 stale was an investment 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-

CONTRINUTIONS TO PRINCIPAL

(Sintxlinception)
2000 | | Indation-proofinf!
|M | Dedicated Stale Reverues
| Appropriations
m oo 2w W WM 4 12 01 *W H

menl sponsored by Gov. Cowper, he was
appalled with the mean-spiritedness. The divi-
dend has routinized the "rent-seeking behavior
of Alaskans," such that every Alaskan is now a
client of the government. He 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. Reaume, 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 stale, 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. Fie
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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 CliffJohn Groh dressed up like
Abe Lincoln to attract people to the town meetings.
Groh is a former Special Assistant to the
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 to use
shame ("Is this really how you wish the state to
be?") 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 for a complete

transcript).

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

resource development fund, as well as a dividend

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. He asked rhetori-
cally why are we not doing more? The answer to
him was that alternate proposals to 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 take a long lime lo 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 the Laborers
Union, said the dividend program will not go

away and that a cap is unnecessary.

Margie lohnson, Mayor of Cordova, said basic
infrastructure needs were the most important and
supported Gov. nickel's community dividend

proposal.

Thelma Bucrhholdt, a former legislator, in com-
menting on attendees, said she saw no new faces.
She wished to see more Alaska workers and said
(lie 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 state
budget. He noted that the state has no capital
budget, but that it was simply a lag onto to 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 he 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.

Jay Hammond said that the essential question
was how we addressed our spending needs:

whether by the dividend or the income tax.

Several supported the income tax. Jerome
Komisar, president of the University of Alaska,
said we needed to 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 income lax

is 'oimposed.

Conference Evaluations

Conference evaluations offered thoughts on
various topics. Some suggested we find a way lo
involve younger people in the process. One per-
son said ". . . there was remarkable consensus on
the need for an income tax lo 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 lo 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 slate. 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, 1998, an Anchorage Daily News edi-
torial rated them a success. The paper editorial-
ized that Alaskans were beginning lo wonder
whether we are 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 agueW, ripht, talks with participants
at the Senior Center meeting.

At the start of each meeting attendees were
shown < short factual video about the 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 |, "Leave it Alone";
Option 2, "Create Separate Funds"; Option 8,
"Create a Community Dividend"; Option 4,
"Spend Some of the Income"; Option 5, "Invest it
in Alaska"; and Option 8, "Privatize !i." The pros

and cons of each option were spelled out in detail
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It is important lo remember that conclusions
from these meetings do not necessarily reflect the
opinions of Alaskans in general but merely those

who participated in the discussions.

Gary Elullhaus, a facilitator of meetings in
Barrow, Nome, Kotzebue and Unalakleet in north-
ern Alaska, and luneau, Ketchikan, Sitka and
Elaines 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 to stop the divi-
dends though most people would agree lo a cap
at some level; more people than the polls have
indicated said they would like to see an income

tax restored."

He noted that most of the people came to the
meetings generally advocating options 2, 3 or %4,
which were to create separate funds for special
purposes, create a community dividend or spend
some of the income. Ele 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 | think
threatens the survival of republican processes of
government." He found great antipathy between

the Bush and urban Alaska.

"W hat makes these conversations worthwhile is
seeing the movement in people's thought as the
evening progresses."” In Unalakleet the adults were
clear that the state operating budget had been cut
so far that it seriously threatened the state's infra-
structure and institutions. In Juneau, education was
a big issue and there was a general feeling that the
current effort to revise the foundation formula
(Alaska's system of distributing state 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 the 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
slate. At Wrangell, the public voice was 'leave it

alone; don't give government a chance at 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 the paradox of the perceived need
lo use some of the earnings to meet the state's
needs and yet not permit the legislature to deter-
mine how tr>spend it was clear. At the end of a
Elaines meeting the vast majority of participants,
all but about 3 of 15, felt we should be spending

some of the earnings to meet current needs.

"At the second Haines meeting the problem of
how lo spend a community dividend was solved
by a suggestion that each person be given a
51,000 dividend and then a further 51,000 divi-
dend, which then would be required to be given
back to the state for some specific purpose. Each
person could specify: 'mine goes to 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 state should compile a list of state 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 .i meeting at Bear Valley School in

Anchorage someone said, "lI've been out of the
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sl.tlo for awhile, then back about a year
and a half. | 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. | 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 lo 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. At
Dillingham there was unanimous sup-
port for an income tax, current use of
Permanenl Fund earnings and a cap o

the dividend.

In Delta 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 110 1ocal government.

At the first Fairbanks meeting there
was a perception that state 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. At the second Fairbanks meet-
ing it was stated that "the real question
isn't, 'ls the Permanent Fund big

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

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

institutions. One person noted the inade-

Community Forums were held

in the following locations

Community

Anchorage
............ April 2 .........
............ April 17 .........
............ April 20 .........
............ April 27 .........
............ April 29 .........

Aniak.........

Burrow.......

Bethel......... et April 14 1S ...

Delta function

Dillingham .. .......... April 20, 21 ...

Fairbanks .. .

R Yikon .

Girdwood ... ..o April 17 .........

Haines....... ..., April 19 .......

Healy.........

Homer.......

luneau .........

.......... April 1,2........
l'almer.........
Petershurg ... March 19, 20
S Marys ... .
Sitka....evveeees ceeeeenen Apil 234
Scwarrl.........
Skagway....... ...ceeeee. Apil 6,7 ........
Soldolna.......
T.rkedna
Togak .ooooeer e Axil22..........
1 (0] LU
Unalakleet ... ........ March 10........
Vadez ......... ... April 21, 2 —-
Wasllla.........

........ April 17 ..........
Willow.........

. .Borough Assebly Charrbers

. Aaska Stale Museum

. .Ted Ferry Qvic Center

. Gty Hall

", .Colony Middle Schod

.. Wasilla Gity Hall
. .Willow Community Council Library

. Wrangell Middle School Commrons
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quacies of Alaska universities, that it takes 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 offering':

W hile facilitating meetings in Southeast Alaska
between March If> 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 (he 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 lax - to capture some of the
large amounts of money that leave the state and at

the same time 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 lo rec-

oncile the need for money for both individual

and public purposes.

"I was surprised and dismayed by (lie 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 | 50f 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 v,">re people who remained
convinced that it was son.chow 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; -IT at St. Mary's Church on April 24; 33
at the Senior Center on April 213; 40 at the
Museum on April 29; and 22 at 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 state
income tax, either reinstated before or alongside

any spending of Fund earnings.

The Senior Center meeting found many people
in support of a state income tax "... believing that
such a tax would actually help lo 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 to stale taxation.

| attended and promoted the large St. Mary's
<lunch meeting, where support for spending some
income now for public purposes and support for
simply letting the Fund grow were equally divid-
ed. At 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, 1990

On |une 11, 199(3, 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 to not appropriate "undistributed" or excess

income lo 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 see as waste
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ikl mismanagement in slate 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.

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 lime lo
spend a small portion of it. He said that the
choice was not cutting dividends or imposing an
income tax. We could, he said, use only 10 per-
cent of Fund income, undesignaled income for

urgent slate needs.

One caller was a stale 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 (05 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 to three-fourths ($00 billion to $80 billion)
of the combined wealth of the richest oil field in
American history and we are passing some of it

on lo 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
would be ill-equipped to make any expenditure
decisions. A Petersburg speaker did not favor an
income tax, but the use of Fund income instead.

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

check," he said.

A panel guest said that the recent legislative

miecision iage undistributed income

YOGLEEs '
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Y

to 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.

Fnrlicipjnls </ a town /2& meeting fill out a survey on
their personal vision for the Fund.
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Principles & Interests Conference Program

Friday, November 21, 1997

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 the Alaska
Permanent Fund; Wilson L. Condon, Alaska
Commissioner of Revenue and Permanent Fund
Trustee; and Cliff John Groh, Anchorage 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 Frasca, former Budget
Division Director, State of Alaska Office of
Management anci Budget

SPEAKERS: Eric Wohlforth, 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, Cailan
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 the integrity of the Fund

Present at the Creation: Persona! Reflections on

the Birth of the 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 Hacker, author of "Money:
Who Has How Much and Why"

SPEAKERS: Edward Rasmuson, Chairman of the
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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Commissioner of Natural Resources; Mary Nordale,
attorney and former Alaska Commissioner of
Revenue; and Michael C. Harper, President and
CEO, Kuskokwim Corporation, former Deputy
Commissioner, Department of Community and

Regional Affairs

Who owns the 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: Brian Royers, 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 Oil & Gas; and Walter

J. Hickel, former Governor of Alaska

Purpose of the Fund, vision for the purpose of the
Fund 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

e Future Consequences: How the Fund and
the 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 Has How Much and
Why;" Arvin Dull, Bank Manger, First National

Bank in Bethel; Gerald A. McBeath, Professor of
Political Science, University of Alaska Fairbanks;
David Reaume, Economic Consultant; and Debra
Call, Alaska Native Program Manager, Aiyeska

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: Thelma Buchholdt, former legislator;
Bill Ennis, physics teacher; Kelly Flaney, 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 #341; Margy Johnson, Mayor of Cordova,
businesswoman; Jerome Komisar, president,
University of Alaska; Jonathon Lack, attorney and
legislative aide; Flenry Springer, Executive Director,
Associated General Contractors; Dennis Tiepelnmn,
President and CEO, Maniilag 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
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"OPPORTUNITIES AND OBLIGATIONS
OF PUBLIC WEALTH: LEADERSHIP,
STEWARDSHIP, RESPONSIBILITY"

by Keynote Speaker Andrew Hacker, author of "Money: Who Has How Much and Why"

| was asked to come here, well, yes, from New
York City, and by the way | went to the
concierge at the Hilton 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 the very
beginning, has been on individualism and individ-
uality. These values, individualism and individual-
ity, have been quintessential® expressed in
Alaska. Put very simply, people have come to this
slate, particularly from the Lower 46, 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 lo out-
line the kind of government we were to have; they
talked about the Congress, the presidency, the
courts. But Madison took off a little time lo talk
about the 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 the
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 he really meant income - bettering

yourself economically.

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 at
Cornell University.
Hacker is the author of

eight books. His hook ' TW0 Nations,"a new
York Times bestseller, is considered by many to
be 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 | ias How Much and Why."

blacker is selected to lecture widely in our
country to college audiences and business and
professional groups. He is a prolific contributor
to national publications including the WaII
Street Journal, Fortune, Forbes', Newsweek,
The Atlantic, Harper's and The New York
Times review 0f Books.

This has been at 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
another lo see who does belter. Now | don't want
lo pul this in the crassest economic terms, but if
any of you have been lo a college class reunion,
you find your classmates come up lo you and ask,
"What are you doing now?" They don't mean that.
They simply want to know, "A e you ahead of me

or behind me?"
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Alaska Sen. Teel Stevens introduced Andrew Hacker.

Now money is also, of course, a way of keep-
ing score. Nol just in the world outside, but for
ourselves. Am | doing better? How much can |
make? Can | really gel to the point where | have
seven figures stashed away? This becomes a com-
petition not only among others, but with our-
selves. Of course you gel this at the higher realm
with members of the Forbes'400 who grab for
the first issue each November lo 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 | am a great
aficionado of Alexander Hamilton. | think he
deserves a lot more than the $10 bill. In 1/91
he wrote a document - still nol well known -
called The Report on Manufacturers, which he
submitted to Congress and lo President
Washington. In il he envisaged an industrial, a
competitive, a capitalist, indeed a high-tech

America.

He pointed out that people would work in (his
country, work hard, often at more than one job in
order to "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?" | think | would have

lo 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 vole, the
other is the 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 | realize 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, | don't
mean that Laffer curve on a cocktail napkin, but
rather that we depend on suppliers to array us
with goods on the shelves, on lhe racks, to tempt
us. And we then begin to feel the need for them.
In other words, we as consumers are nol very
imaginative. If | had asked you, "Hey! Name a
few things that haven't yet been created that you
would like to have," you'd draw a blank. But 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 lime. The suppliers
at one point, for example, invented the Barbie
doll. Now, you know, 8-year-olds didn't think they
wanted a Barbie doll, but once it was there lliey
certainly did. You could point lo, oh, say
McDonald's Big Mac; you could point lo the
sporls utility vehicle. Once these things are put
out there, we want them. Indeed, our wants

appear lo be endless.

I really believe that figures like lames 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 | want lo cite Tocqueville, who visited this
country during the Jacksonian period - 11330 to
1835 - and wrote a straightforward book called
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"Democracy in America,” which even today helps
explain ourselves as no other volume does.
Tocclueville said that as he arrived in the United
States, what he saw was an inordinate love of

material gratification.
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be punk rock, it could have some Beethoven, Hip
Hop, you know, it could have spirituals, whatever
you like. But you know your collection of 117
recordings. And, by the way, you bought all these.
This doesn't count gifts. Gifts are a whole other

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

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

and more?

Not really. What Tocqueville 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 the sort that Hamilton

called enjoyments.

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

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

Music collection, what do | mean by that?
Well, recordings. You know, CDs, cassettes, per-
haps some LPs slashed under the bed. And the

student says, "Yes, | have."

"Well," | ask, "How many items are in it?"
Well, she doesn't quite know, so | say, "Give me

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

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

at your collection of 117 recordings. Hey, it could

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 the way you are, you need this."

Anyway, these are not gifts, you bought these
for yourself. But, you know, that collection of 117
recordings - hey, | could 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 the way we put together pieces of
our identity, through our purchasing. We're not
philosophers; we're not moralists; but we depend

on this great American shopping mall for just that.

PERMANENT FUND'S
ASSET ALLOCATION
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As for the question, will wo ever have enough
money? This depends. You know, if you ask people
how much they're making, maybe lhcy'll tell you.
And then ask, "Plow much more would you like?"
People generally want, say, if they have $40,000 a
year, they say, "If | had $60,000, it would be fine."
Well, that's great, but you know what happens
once they get the 60. Well, maybe some of us slop.

Maybe some of us don't need that extra dollar.

-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

. Of cougpe, wame anti-taxgg
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| have a very wealthy friend, he'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 | say, "Why?" "Well," he
says, "You know I'm trying to collect art. But do
you know what a Matisse costs nowadays?" | try

not lo feel too sorry for him.

Now, a corollary of this individualism and
individuality is, of course - and we have heard
this theme throughout the conference and doubt-
less will hear it until it adjourns -- a mistrust of
government. This, too, has been an American tra-
dition. If you look at the Declaration of
Independence - independence from England -
most of it is not 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 today. You know, all of
us trust UPS over the 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 | think the Internal
Revenue Service is doing a very good job. But nol

many people agree with that.

defend spending our money as we choose and the
freedom to 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 state median, well
above it, still take the check and deposit it when it

comes. That tells us a lot about ourselves.

Yesterday, one speaker said she didn't ask for
the check. She just fell any perspective she might
have on life in Alaska would be, | won'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 | were living here

Il would lake it as well.

The question is, "What happens to us when we

do that?"

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

would be spent.

One suggestion I've heard was lo give a laptop
lo every student. Or there should be more guid-
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<tncc> counselors or more special education or

more bilingual education. The only thing | 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-toacher ratio in
the classroom of 15 to one. Twenty to one won't
do it. Eighteen to one won't do it. You've got to
get 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, not having kids at
all. We have a higher proportion of the population
who are now in what | call the "late post-children
phase." Their children are finished with school,
college, and they don't have that much of an inter-
est - and | use "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 the highest infant survival rate in the world,
do we? We’'re about ninth in infant survival. Even
Portugal is very close to 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 the way people handle themselves and

INCOME PAID OUT
EOR DIVIDENDS
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too

Sen. Ted Stevens and former Gov. I<iy Hammond
listen to Hacker's address.

their lives. We are very reckless with ourselves
and then we ask for the medical system lo patch
us up. And 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
the virtues and values of aristocratic rule. He said
in his book on democracy in America, "The ques-
tion is not how to reconstitute an aristocratic soci-
ety, but how to make its values proceed out of the
democratic slate of society in which God has

placed us."

He wrote about the effects of these values. He
said, "They give a certain elevation lo the human
mind, to 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 to live and the
best in om lives, this is Tocqueville talking, is the
aristocratic virtue of beauty, truth, I  ,Yng about
ourselves and expressing it through art, through
music, through poetry, through dance.

Now, I'm not coming here to say Alaska
should become the arts center of the world. But
without those values, you begin lo ask, "Are we
making the most of our potentialities and our

capacities?" This, | believe is what Avrum Gross
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meant when he talked about the quality ol" life
yesterday, and what Danny boldun, who is quot-
ed in the Juneau 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 be 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
Ibis room before you end your years here will
have visited the Uffizi Gallery in Florence. If you
haven't, you're a diminished person. | don't care
whether your tiling 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 | Incl<er details his thoughts about personal
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 to
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 to pay more for sugar,

but, hey, he gave it back.

A third example of stewardship here is what |
would call the state, but | don't mean the state in
the sense of that government that we are constant-

ly attacking.

Take, for example, the Louvre. You see, I'm
using three museums here, Uffizi, the 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 dc Gaulle, whether it's
today - France says the taxpayers will support the
Louvre because it shows France at its best.

Now the question is how far any of these mod-
els are applicable in the United Stales. Well, it's
an uphill struggle, but let's see how far we can
move in that direction. Here | turn to 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-lrish member of
Parliament. Fie 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. He wrote not just on conservatism but



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
th.it. He said society is indeed a contract, but the

state ought not to be compared ainothing better

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 the 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 Ibis
several limes a year to each of my classes - a
partnership between those who are living, those

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

Now, let's just take a look at this conference.
Let's ask, "What is our contractual obligation lo
dead people - to people who built Alaska and are
no longer here?" Burke would say it's not so much
that you've got 1 obligation to dead people, but it
does tell me something about you if you don't feel

an obligation to people who came before you.

Now I've been here as a visitor long enough
to 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 pul here before

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

knows all the answers."

And of course, there's our obligation to those
who are yet lo lie born. But that obligation is also

to other people's children, nol just to our own.

Burke was very firm on this. This is where we're
-havm dlffEuItles in the United Slate

may feel an obligation to their own children, but

nol to others. And how do you begin to tell peo-
ple you feel that obligation? Well, once again,

what we have to say is: "What kind of person are
you if you don't feel an obligation lo 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, | would want lo lake a gun out
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and do a few things to 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

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

France once said: After us the deluge.

As the senator pointed out in introducing me, |
wrote a book severalyears ago entitled "Two
Nations," and it was about race in America. And
yes, I'm pleased lo 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,
cioes not apply in Alaska, and | didn't expect it to,
because if Alaska has two nations, they are not
black and whit-.. | 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 | use "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 slate 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, | was rather interested lo see that
people talked about sanitation, they talked about
infrastructure, talked about education, health. But
nobody cast this in racial terms. | wonder why. If |
were to redo my work on race up here, | would

certainly keep the Two Nations title.

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

this score and in this area.

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 oercenl of the
Caucasians have graduate degrees, | pee ent of
the Natives. If we take just plain B.A.s, 17 percent
versus 3 percent. 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 lo be any thought of equity in the
future, the question is: Can we get it to 27-27?
Because that's what my goal was in writing about
black and white in America, where there are sim-
ilar disparities. | would presume something simi-

lar is here.

Now | understand, 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 | also 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 to be tested on
how much of this kind of qualification they have.

So the question is one of imbalance.

Now let's talk families headed by mothers.

Fourteen percent of Caucasian families in Alaska
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nre headed by mothers; 30 percent- almost a
third - of the Native American families are 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 lo have the kind of chance that they would

have with a two-parent family.

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

fathers, husbands, men not to commit themselves

DIVIDEND AMOUNTS
$2000r

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 the
Department of Health and ITuman Services on
AFDC, the welfare population. Aid lo Families
with Dependent Children. The welfare population
is essentially 40 percent Caucasian, 40 percent
Native Alaskan and the rest other groups. OK.
Correcting for population, the odds are 4.7, almost
5 limes greater that a Native Alaskan family will be
on welfare than a Caucasian. Now welfare was nol
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, if somebody's 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 at 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, loo, | leave it to 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 to lay a guilt trip on everyone in this, but
what | would 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,
the kind of democracy he saw. He said he want-
ed this country, which he thought had great
potential, to develop a sense of public wealth, of

stewardship, of leadership.

But he said we can ' >pect average people to
be philosophers. Well, I'm going lo quote him
here. So he spoke of the principle of self-interest
rightly understood. Self-interest rightly understood.
He 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 to
virtue by the will but it gradually draws them in

that direction by their habits.

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

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

for your self-interest, but nol just directly. For

* VOLUME NO. 6-

the gain can be something other than pocketing a
$1,300 check. The positions Alaskans lake on the
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

"The positions Alaskans take on the dividend

are ultimatelyJess economic than moral. Their views

convey to others and themselves the manner ofpeople

they are.

But how they conceive their self-interest

also provides Alaskans with an opportunity to showJiow

they wish to be measured

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

we'd probably lose by.

So Tocqueville realized, .is | said, 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. | alluded lo this earlier. Half the popula-
tion of the state has incomes below the SSI, 1)1)0
median. Anri most of those $5 1,000 families are
two-earners, which may mean $30,000 for outl
$20,000 for the other. No, we're not talking

about that affluent a population.

Tocquevillc's self-interest rightly understood

does allow individuals to ask: Ilow do | gain? But

the chronicles ofhistory"

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

chronicles of history.

SAVINGS VS. SPENDING
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ALASKA'S NEST EGG

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

A laska has been prudent and saved the

ZA money from its oil revenues. But with oil
J1 V.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 lo piss it away the next lime." 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 the North Slop «oil fields. The Lord did
answer, the Prudhoc 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 stale has squirreled away
a nest egg of almost $30 billion, saved out of the

North Slope windfalls.

Last month was the 20th 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 slate's oil receipts and has invested
those moneys each year, accumulating as of
September 1097, a total of $23.b billion from
unilateral transfers, compulsory contributions
from current oil revenues, reinvested profits and
capital gains. The institution was crafted express-
ly to protect oil revenues from being dissipated
by the "idiots" - the then governor's description
of the slate 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 - if only
because there were limits to the rale at which

even governments could fritter away money - but
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Alaska's providential Fund is unique in key
respects. First, the capital is safe from encroach-
ment by the government - a constitutional amend-
ment is needed lo touch the assets. Second, the
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 state, 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



THE TRUSTEES PAPERS

almost entirely outside of Alaska, rather than in

unrenuineralive vanity infrastructural projects.

Permanent benefits from oil or mineral wealth
arc 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 states, to bloat a bureaucracy and fund
a spectrum of welfare measures, as well as to

build infrastructure.

The 1909 Prudhoc /Jay /case .sale netted the state nunc
th,in $900 million, almost nine times the/'lecedinfi
year's slate Iniducl.

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 Permanenl Fund. Even more astounding
were further acts of statesmanship by the "idiots"
who decreed that budget surpluses also be
poured into the Permanenl 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 the "pols."
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The slate legislature has continued to stoke the
Fund, adding about $1 billion this year, even
though state revenues have shrunk and even
though these repealed acts of self-denial mean
that funds at the disposal of politicians are com-
mensurably reduced. Each year some $300 miil-
lion is automatically deducted from oil receipts

before they can be touched by stale 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 $1.30 per barrel, plus some royalties from
stale lands, income taxes on the companies' allo-
cated wellheed income and a tax on the trans-
Alaska pipeline system profits. But the total statc-
govcrnment 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 slate'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
Prudhoc Bay field is beyond its peak - down to
750,000 barrels-per-rlay 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 lo 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
Mclntyre, Milne Point and Endicoll - have been
developed. These aggregate to 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 anti others - will arid 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 to well flow rates,
governed by the uniquely bizarre formula - the
"Economic Limit Factor" - so that the yields from
the newer fields, with less prolific wells, fall off
much faster than the physical decline in produc-
tion. Thus both per-barrel severance taxes and
total production are falling, compounding the

future shortfall in cash revenue to the slate.

Fund in the spotlight

The budget crunch has turned the spotlight
onto the Fund and, more particularly, on what lo
do with the Fund's income. The Republicans,
newly empowered in the state, have cut spending,
tracked lower revenues, but deficits art? 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, to 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 stale revenues? Although the Fund's capital
is sacrosanct, the 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

Now developments like Endicutl have helped stem
the decline from Prudhoc.

preserved. Second, roughly half of the earnings are
paid i+ 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 at the
capital have been political suicide. Recently a
candidate for slate 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 bi'ier 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 4)5." Most Alaskans are close to libertarians
at heart, if not neo-anarchists. Politically the fron-
tier spirit is reflected in a marked swing in the
political complexion of the stale - 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 fol-



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 - due to 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-stale workers
poured in lo build the trans-Alaska pipeline; then
another boom when oil prices peaked in the early
1900s. The ensuing bust after 1905, 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 the 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 too soon. In the
last year, and for the first lime, the total income of
the Fund was equal to total oil revenues. Past rev-
enues saved now yield as much cash as the take
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 lo fall. Therefore the share directly flowing to
the slate government, rather than the independent-
ly managed Permanent Fund, is falling, leaving
the stale 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 he spent, and by whom. The
Permanenl Fund holds .$24 billion, and the state
also has other funds tucked away. The Alaska
Housing Finance Corporation, a slate entity which
has accumulated large retained profits in spite of a
program of subsidized loans to Alaskans, has
almost $7 billion in equity. The Constitutional
Budget Reserve Fund holds another $3.2 billion.
The slate, unigue among government entities in
North America, has no debt, while holding almost

$30 billion in earning financial assets.

The volume of oil flowing; through the trans-Alaska
pipeline is expected to continue lo decline.

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

terms - should be revived.

The income tax 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 lax liabilities, so that
the haled enemy within the Beltway would in sub-
stance pay part of the hill. Cutting the dividend
also has political consequences - the (heck, 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: Lee Gorsucli, Chancellor, University of Alaska Anchorage

T here aic many things that have gone on in
the past 20 years that are of phenomenal
significance lo us. We're no longer simply

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

Clk 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 the future of the world, the

Moderator Lee Gorsuch led Id Al,inkms, re/Mwo/j/f/y*
diverse cultures, regions ami occii/hitinns, in a
discussion .Ibout the land's role in reali/inu a

vision tor Alaska.

Lee Gorsuch, Chancellor,
University of Alaska
Anchorage

Lee Gorsuch is chan-

cellor of the University of

Alaska Anchorage. In this

capacity, he oversees the

Anchorage anti extended
college campuses serving approximately
20000 students. He isa frequent advisor to
federal, state and local governments on a host
of pubhc policy issues.

nation, and the slate of Alaska. As Dr. Hacker
indicated, we've got some trouble signs 011 the
horizon. He shared a few with us. I'll just reiter-
ate a few more - and many of you are familiar

with those.

Over the past few years we've gone from a net
in-migration lo a net out-migration. That means
we have more people leaving Alaska than coming
into Alaska. The people coming in are less skilled
than the 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 19 now and are
falling rapidly. | have 110 doubt by the turn of the
century we'll be in the lower half of the lower 48

states in earned personal income.

In the areas of education we have some very

significant problems. A very small percentage of

‘mL
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our high school graduates go on to college and, of
those who do, the majority go to colleges outside
of the stale of Alaska. We are not educating our
own. Just by contrast, in the state of Minnesota,

80 percent of the high school graduates go on lo

some form of post-secondary education.

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

troubling signs.

The question | think all of us have is whether

V.OLUME NO. 6

this Permanent Fund is a property of the state 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 the trees and
spending the trees to support education, health
and social services and public safely, the rents
were so large we pul them into a special savings
fund, but it's the same sustainable source of rev-
enue that we had when we used those other sus-

Participants in the Roundtable Discussion

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

Dr. Jerome Komisar served several
years as President of the University
0f Alaska system. Qriginally from
New York, he was formerly a profes-
sor of economics.

Bill Ennis, an outstanding physics
teacher at Fast H|gh School, was
named the 1998 BP Teacher of the
Year for Anchorage. His award notes
he not only imparts ideas and infor-
mation to Nis 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
hoard 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 horn anil raised in
Alaska, and is a 1995 graduate of
Dimond High School in Anchorage.
She is studying for a degree in sci-
ence and techinology at"the
University of Alaska Anchorage.
Haney was the ¥oungest person
ever élected to the Anchorage
School Board.

Scoit Heyworlh was born and
raised in ‘Alaska. He serves as chair

of the 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. Hé has been a longshoreman
with Sea-Land/T.O.T.E. for 27 years.

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

Mano Frey has been the business
manager and secrelary-trcasurer of
L.LUN.A. Local /341 since 198L
He was recognized by the
Anchora?e Chamber of Commerce
in 1985 Tor his community service.
Mr. Frey serves on the boards of sev-
eral civic grouE]s, includin
Commonwealth North and the
Anchorage Chamber of Commerce.

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

Thelma Buchholdt is a long-time
Alaskan. She served 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 tire
Filipino community.

Henry Springer is executive direc-
tor of the AsSociated General
Contractors, Alaska chapter. He
was with the Alaska DePartme,nt, of
Transportation and Public Facilities
for 23 years as a surveyor, a
Division Director and as Deputy
Commissioner. From 1987 until

089 Mr. Springer served in the
Alaska Stale House of
Representatives, representing
western Alaska.

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

Dennis Ticpelmnn is a lifelong
Alaska resident from Kotzebue. He
has long been involved in Alaska
Native affairs. In 1975 lie helped
create the rQPmnaI non-profit corpo-
ration, Maniifaq 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 stale and federal level.



tamable revenues to support general government
operations. But in this case we've (rented it special

just because it was so large.

Il seems lo me llial when vve look lo the
future of the Permanenl Fund, the question is: If
this is one of our major resources, how can il be
used lo advance our vision and our nmin'ions for

(lie future?

What I'd like to do as we lead off with the
panel is lo 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. Whnl is your vision for Alaska?

Whnl would you like Alaska lo become?

A well-known psychologist in the early pari of

this century said that the question is nol whnl the
child has been or is
today, but rather whnl
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

I'nnel p,iilicip,mts

in<hided Tum Willi,rms,

Irli, Dennis Ticpolm.m
,iml loiuuhon Lick.

take two or three min-
utes lo use an adjective
to describe your vision

of Alaska in the future.

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

lage might be her vision for Alaska.

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

adjectives that would characterize the kind of

Alaska, or as Professor Flacker indicated, the lega-
cy that you'd like to leave in terms of describing
this stale 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
the 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 the other half of the panel, I'll come back
to the 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 to realize this vision for Alaska
and this 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 lo realize that
descriptive state of Alaska. Andy, would you start
off and share with us what your adjectives were

for this great state of Alaska?

Andy Kwon
What | wrote down is growing, prosperous and

leading. That's my vision of Alaska.

Education was a top priority lor /.as/ Anchorapa
Iliph School physics teacher Hill Ennis ,inrl Ibrmcr
Anchorage School llo,ml member Kelly I I,may.
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Jerome Komisar

| 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 Tileston
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.

Scott Heyworlh

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

Second, compassion-
Cordova Mayor Marpy
Johnson talked about com-
munity needs while former
legislator Thelma Buchholdt
discussed social needs.

ate. We must have a
bigger heart for the
less fortunate. And
communicative - that
we must accept the
word "diverse" and begin to know one another's

heritage, traditions and language.

Archbishop Hurley

First we must be thankful lo God for the great
benefit and wealth that He 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 are genuinely concerned about other people.
And thirdly, that we reflect a fundamental option

for the poor.

Lee Gorsuch
Archbishop Hurley, let ne ask you now:

Given your sense of
this vision of Ala-ka in
those powerful
descriptors of the
Alaska that you would
like lo see in the
future, what role, if
any, do you see the
Permanent Fund play-

ing in the realization of  Former House Speaker

and Anchar'Wec MW °r
Tom Fink was present at

the creation of the Fund.

that vision?

Archbishop Hurley
Wherever you have money, you have the

opportunity to put 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 to God for the great gift we have. |
would also like to be thankful for the people who

have made this state what it is.

| use one example. When | first came here to
Anchorage, one thing | discovered in my own
community (and not just the Catholic community)
was the number of very successful people and
rather wealthy people who never forgot where
they came from. | 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 the themes that keep
putting us to the test? Every time I'm doing some-
thing | have lo be thankful for the source of it.

Secondly, | have to 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. | told him he stole most of
what | wanted to say anyhow. | could put him in
the pulpit tomorrow in our cathedral and he
would be right on for the very things we like lo

hear about stewardship.

And then the fundamental option for the poor.
It is my own conviction that if we are concerned

about raising the level at the lower end of our
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society, everybody goes up. We're never going to
he free of the poor, we know that. But if that's
one of the tests - in everything I'm doing, am |
also concerned about the poor? - then | think the
whole level's going to go up. Now, the
Permanent Fund's just a vehicle for doing that.
Flow we do that? We're looking to everyone here
in these kinds of discussions lo come up with

practical thoughts.

Lee Gorsuch
From your perspective, is it appropriate to use
the Permanent Fund to achieve some of these

social purposes?

words like "cap the dividend" and maybe go into
a civic donation or | think Kay Brown talked
about six different non-profits or something like
that - that in a collaborative way we could take
this money and other pieces of this Fund that we
have and reach down into other institutions or
other needs or other areas of people in the social
circles that need our help. | also agree with Mayor
Fink about the importance of infrastructure, build-
ings and stuff. That's all just as important. So we
need lo make a broad sweep and look at the

whole arena.

But coming back lo my three words. If we can

communicate with each other on these things,

"Ifthe fund is one ofour major resources, how can itbe used

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

Lee Gorsuch, Chanigllor, University ofAlaskh Anchorage.

Archbishop Hurley

| think the Permanent Fund can be used for
anything that we have going on in our state.
That's where the wisdom of the people, all the
people, has to come into play. How do we take
all of it and make it productive? The Permanenl
Fund's just a vehicle. It's a vehicle for accom-
plishing a lot of things, just as we have now. The
dividend is a vehicle through which people can

do individual things.

Lee Gorsuch
Scott Heyworlh, what were your three adjec-
tives and what role would you sec the Permanenl

Fund play in realising those, if any?

Scott Heyworlh

They were collaborative and compassionate
and communicative. | was thinking about the
Permanent Fund - and | agree with Archbishop
I lurley here - that as the dividend comes out each
individual gels lo make his or her own choices.
But I've also begun to think - and I've heard a lot
of the fine people talk about the idea that possibly

we need lo lake this resource - and | heard the

collaborate together and not get in these testy
fights that | see around this state all the time,
which actually troubles me quite a bit, and to be
more compassionate, lo look at the whole, | think
we can get along a lot

better and move for-

ward more quickly in

this state.

Kelly Haney

My adjectives were
educated, productive
and stable. | don't

exactly know how the
Former Rep. Terry Marlin
was one of a number of

legislators who participated
one of these but I think i the conference.

Permanent Fund

would play into each

it already does. | think

there's a great need for

an education endowment fund, and | don't know
whether that money should come from the
Permanent Fund earnings or not. Possibly we
need lo set up one to mirror the Permanent Fund.
But we have a problem in this stale where we

have, supposedly, a fiscal gap yet each citizen is
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handed over $1,000 each year. We can't appropri-

ately fund education, we can't appropriately fund
health and human resources and we can't build a
jail. There's a problem that | see and | know that's

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

We need educated citizens, we need people in

our high schools to go on to the University of

als that | was given for this conference, | see a lot
of graphs that have our budget going up and
down. We're prosperous this year and we're broke
this year, and | think here'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 to achieve that.

"W e have a problem in this state wtyere we have>supposedly,

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

. Kelly Haney, Anchorage School Board,

Alaska system and to come out of the 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.

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

small business.

| really don't know bow the Permanent Fund
can help stabilize Alaska. | don't even know if

that's achievable, but looking through the maleri-

Rebecca Moore hoick "Your Fund. Your Choice.
Your Future," background notes for public
convt sations.

Lce Gorsuch

As David Reaume said earlier, one of the
major accomplishments was that money that was
non-recurring became recurring revenue, so just
creating the Fund itself gave us options. Now of
course, what we're trying lo decide is w hit those
options are and how you make discriminating
choices among those options. Permanent Fund
earnings have, in fact, brought a great leal of sta-
bility in the sense of a sustained stream of rev-
enues that's not dependent entirely upon the
Alaska economy. Peg, what are your thoughts on
this question about the role of the Permanent

Fund, given your vision for Alaska.

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

We continue to be fragmented.

One of the things | 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 star! talking
about what it is that we care about, what it is that
we have in common, where our differences are
and the ability lo accept and appreciate those dif-
ferences and slop the diversity or the division and
inability to agree lo disagree about things of
importance and concentrate on those areas that

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

agreement on.

| think the other (hint* that needs to he 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 the 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 | think that the
Permanent Fund's primary purpose right now -
rather than trying lo 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 stale so that we get some
of that building of camaraderie, sense of place,

sense of people, logethc.

Lee Gorsuch

One of the arguments in support of the divi-
dend program is that it's very egalitarian. Everyone
gets an equal share. | low is it, then, that we're
getting increasing divisiveness when everyone gets

the same.

Peg Tileslan

| think it fosters a sense of selfishness. | know a
number of people who turn around and give their
Permanent Fund to their favorite charity.
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 stale are.

Lee Gorsuch

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

your vision for Alaska.

Bill Ennis
| wanted lo preface any comment | made with

the irlea that as a classroom teacher | get very
severe tunnel vision about the greater Alaska, and
I don't think I've learned any more about anything

than | have about this Permanenl Fund situation,

reading the documents that were given to me. So
the first thing is to bring everybody together some-
place so that they have to read all these things.
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 States, and |
am aware of the fact that perhaps some people
might nol 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 nol only have the
Permanent Fund, but
we have it because
we are in Alaska.
Money doesn't fix
everything. From a
classroom perspective,

| see the huge fluctua-

Archbishop Freuds Hurley
celled the Fund a vehicle
for betterment while leluu
lender Menu Frey suitl
Aleske was hath the puniest
end richest oi steles.

tions in funding in my
department at East
High School, from say
a high back in the
'HOs of 512,000 for 12
teachers, down lo
hundreds of dollars per teat her - which is a sig-
nificant difference when a frog costs 5b. 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., lo educate the public and then the

businesses come.

And the third was familial. | think everybody
here has mentioned that we would like to reduce
the controversies among the various groups. |
think communication is going to require perhaps



nol roads, but greater electronic communication,
and that is certainly a very specific task that can
he handled with a few dollars here and there from

the Permanent Fund.

Jerome Komisar

| used three adjectives, blit | was attempting to
describe one kind of place that was welcoming,
dynamic and adventurous. What | was trying to
do was describe the stale where’ people want to
live, where they want to work and where they

want lo build families.

Roundtable participants included, from left, lonfishore-
/»)(») Scott Heyworlh, Archbishop Fronds Hurley, labor
lender Atanu Frey, Cordova Alayor Alarpy Johnson, for-
mer leftist,itor Thelma lluchholdt and I lenry Springer,
executive director of Associated General Contractors.

| think a stale 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,

Hut there are other things the slate needs as
well: goorl 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, | think, will have lo
play a significant role if the stale is going lo be the

kind of slate that | believe we all want.

Andy Kwon
The three words | used weie growing, pros-
perous and leading. I've been involved with the

school budget advisory commission, Anchorage
YMCA and other things, and I've seen the tight-
ness of funds all over the state as well as in

Anchorage.

One way the Permanent Fund, can help, |
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.
If we can lake maybe $200 million out of $700
million, I'm sure we can get a lot of Nobel Prize
professors and first-rale 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, | would rather go here. This may be
loo simple, or seem too outrageous, but | think it

can be done.

Lee Gorsuch

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 jest 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 to try to make that
argument sufficiently persuasive that the rest of

the state would agree with you?

Andy Kwon

Competition is fierce. | ligh-tech positions are
paid more money. And so if you look at the long-
term process, | don't think we have an option. Do
we want to work at fast food joints and flip ham-
burgers at six bucks an hour? Or do we want lo
create highcr-income positions so that we can
compete as a stale with the Lower 'id, as well as
internationally? If we want lo 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.



Lee Gorsuch

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

Andy's just described?

Jerome Komisar

| 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.

| think there has to be a structured way of get-
ting public opinion to focus on the uses of tiie
income of the Permanent Fund. | don't think
we've come up with a solution on how lo do that.
We have multiple ideas on how to use the

Permanent Fund. But we need to boil down the

Fund Trustee Clark Crooning, left, talks to
stale Sen. Loren Leman.

multitude of suggestions to really a handful, and
get them out lo a broad-based public referendum

lo begin lo coalesce a feeling.

I don't see this as taking place in one election.
But there 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 011 the entire

range of slate needs.

Lee Gorsuch

To get back to you, Bill, since you are entrusted
with manv of our bright, aspiring young people, if
you're having this 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 nol
it's a shared vision? Or have young people reached
the maturity that you think is appropriate for
engaging in this conversation?

Bill Ennis
Have a class, have
a lest. That's what

teachers do.

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

think all of them see
Anchorage Assembly

Member Charles Wohlforlh
was instrumental in
creating an Anchorage
permanent fund.

the 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 lo a majority of stu-
dents, perhaps in a traditional class - what we
used to call general science, for example - |
would think that you would gel similar support.
The kids know, most of them, that this is the
key. They don't want 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 hoard. You've
started charging fees for all tvpes of extra-curricu-
lar activities, which creates a further difficulty -
families that have resources that allow their chil-
dren to participate versus those that don't. And
yet obviously the school board felt this was the

the 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 | don't sense any

The dividend has fostered a sense ofentitlem ent

with no responsibility attached

Peg Jileston, Common Ctound.

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

port education programs?

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

parents 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 lo

gel more frogs into a
llelh Rose ol the Alaska
Humanities fmum taped
interviews with many
Alaskans who helper! shape
the Fund.

science class, or in
order to get a textbook
that's current, or in
order to fund a sports
program, or in order
to fund more degree programs at the university - |
think people would be very willing lo pay for that.

I'm nol 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. | mean, that's nothing
compared lo what they're going lo get out of that

groundswell. As a matter of fact, all the politi-
cians | talked to say the reason they don't talk
about taxes - when it comes to the Permanent
Fund, they don't talk about doing anything other
than dividends - is that the large voting elec-
torate, at 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 Tileslon

Deliver me from polls! Probably nol. I think
part of the problem is how we phrase the ques-
tions, Maybe we ought to have a statewide
Mcyers-Briggs lest, the kind featuring a series of
questions that measures our skills, our tempera-
ments and - important in this case - our priorities.
| 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
lo give up any or all of your Permanent Fund
Dividend," the answer's going to be no; it's the
wrong way to ask the question. We need to start
looking at positive, helpful ways of asking the
guestions. As an example, we've read recently
about the tremendous work overload of social ser-
vice workers. | know three social service workers
who've left the fielrl because they were so over-
loaded. That kind of thing begins lo resonate with
people, particularly when they see children who

are not being protected, or taken care of. We need
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to rephrase the questions so that we are not asking

guestions that get the obvious answers, but make

people think - questions that promote more

opportunities for people in our communities lo sit
down together and
start examining where
we want this state lo
go and how we want it
to gel there.

Lee Gorsuch
Scott, one of the
counter-arguments has
been that when the
state was better off - in
the early 180s in par-
ticular - spending got
out of control and slate
spending per capita
was enormous, three times the national average. It
is proposed, therefore, that the way the state
should deal with this issue is simply to cut the
budget. That appears to have been a popular strat-
egy; it appears lo be the current political strategy.

From your perspective, how is the public to
know when the budget has been cut enough
because the numbers are still larger than those
of other slates? Our slate may nol be compara-
ble in a variety of other ways, but nonetheless
the perception is we're still spending more than
most other states. Can it be said that we've real-

ly cut enough?

Scott Heyworlh

Iwouldn't know if we've really cut enough,
but | know the 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 lo that question, but | would like
lo say that the seven people on this side of the
table seem to 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 fact that whenever there's a proposal that there
be 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 to 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 to 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.

Dave Rose, toil, the first executive director of the
Alaska Permanent Fund Corporation,, talks about the
dividend's impact with Scott Goldsmith, professor of
economics, University of Alaska Anchorage, Institute
of Social and Economic Research.

| could say, as | sit here with my good friends
from the University of Alaska, fine, I'm all for
strengthening education, loo. But may my por-
tion go to Alaska Pacific University where |
serve on the board? Could my share go lo St
Elizabeth'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. | don't think that that's
ever been done in the United Stales. A very

interesting precedent,



NO. «

n'l[IMI

TIsUSIl ISTATUN  ©

L

THE TRUSTEES PAPE'RS « VOLUME NO. 6.

Now, where do we go from here? We have to
start poring over all the information out there and
make sure everybody's in the mix. I'm talking
about all these things that have been mentioned
here. Every proposition that comes up is chal-
lenger! and it's going to 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, left, and former
attorney general Avrum Gross played critical roles
in the establishment of the Fund.

what themes keep surfacing and try to respond to
them. It's the kind of thing that's happening here;
it's one reason why | so 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 | don't
think it's necessary to even have a cap, though it
may make some sense to reduce the growth of
the dividend program. If | were king, | would 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

identified purposes, whether it be education or
infrastructure. But the uses would have to be
specifically iclentifiecd.

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

some of the earnings of the Permanenl Fund.

One point | want to make for those who were
here prior lo 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 state, 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 the gas line. Is that
an area where, using the Permanent Fund and the
leverage it would provide, investment by the slate
might not provide high-paying jobs? It would
obviously allow a recurring income stream to the
state 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 to lake something from us.
Maybe if there were the threat that we're going lo
lose our Permanent Fund, Alaskans would get
together. We need to be together because there

are critical issues facing the stale today.

| have been intrigued listening to the com-
ments for the past couple of days, particularly on
the more worldly views of what to do with the
Permanent Fund. | sincerely wish that | had the
luxury of being worldly or being lofty. | don't. |
can tell you, as mayor of Cordova, | have to worry
every day about whether the toilets flush, whether
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wo have a sewer system that's adequate to handle
the needs of our community. Do we have a water
treatment facility that's adequate to handle the fish
processors? The federal government in nr) uncer-
tain terms has told the city of Cordova that we
need a $10 million water filter device. That'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 lo my firstborn child and my
second-born child, you can put me in jail, but 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.

| mean to say we need to be thinking about
basic infrastructure needs. When | see the needs
of the villages, when | see that the everyday
needs of the citizens of Cordova just aren't being
met, we need to do better as a slate. We simply
need to do belter. And as the good professor said
at lunch today, if we need lo shame our citizens,
maybe that's what we need lo do. Maybe those in
decision-making capacities should look at 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 not
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

Uric Wohlforlh, left, who now chairs the Fund's Hoaid
of Trustees, talks with former chair Marc Langland.

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,
pul Grandpa in, and then there's no place to pul
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 slate that's the richest, we need
lo do better. | think it's time Alaskans begin to
consider the enormity of the problems out there,
and also the great gills at our disposal If) make
things happen. It's actually past time. | can honest-
ly say that | totally support the idea of a communi-
ty dividend. | think the merits are sound. Is it a
perfect proposal? No. But we have the wisdom in
Alaska lo absolutely make that work. The proposal
is out there, we simply have lo embrace the con-

cept and demand that it happen.

Thelma Thiclilutldt

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

Permanent Fund.

But what | 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 to 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

to arrive at their mailboxes at the end of the year.

We have to free up some of these funds to
take 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 to send
out kids to school because we look at education
as something that is going lo be useful for the
entire family and for our future as a family. That

is very important.



Acceptance of diversity .incl community-spirited
were arljectives Peg Tilvston, right, of Alaska
Common Ground, used lo describe her vision of
Alaska. At left is Chetyl Frasca, who heads the Fisca

Polit y Council of Alaska.

We also are very concerned about our envi-
ronment. We have lo 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.

The Fund might help people get medical care
or help with the needs of neglected children. We
don't have good day-care programs, nol 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 lo expand the use
of the Permanent Fund, hut 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 conc ern 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. |oe Perkins, the Commissioner of the

Department of Transportation, says, "I'm not sure

"The Permanent Fund dividend program

cannotgo away,

willnotgo away/'

Mano Frey, Labor Leader, X

Another thing that we have to be concerned
about is respect for the diversity of cultures in
Alaska. The issue of subsistence is one 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 ate people who are in poverty. | know
health care is an issue that some of us Alaskans
don't want lo talk about. Many years ago | pro-
posed 'hat we should have health care insurance
in this state and most people at the lime thought it
wasn't necessary. But there are some people who
don't get any kind of help.

what you're waiting 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 to pay for this?

Henry Springer

Well, lo me the Permanenl Fund is not a
sacred cow. It would have been suicidal, even five
years ago, to talk about doing something with the
Permanent Fund. But now we're reaching a point
where people want lo lake a look at 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 Permanenl Fund is an integral part
of the state's fiscal situation and needs to he con-



sidored as such. If \vc have a fiscal gap, vve need
lo do certain things lo meet our long-term fiuan-
(ial responsibility - a combination of things. We
probably have to increase user fees and establish
a dedicated fund for the fees. | think certain taxes
- within limited applications - need to be consid-
ered. And | personally think that the earnings of
lhe Permanent Fund should be part of the equa-
tion. Leave the principal intact, including the
inflation-proofing, and take the earnings and split
them - 50 percent to individual dividends and 50

percent going into the slate budget.

And when | talk about the slate budget, | think
there are real limitations to what you can cut.
Forty-four percent of the operating budget is
arrived at 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 the govern-
ment spending in the operating budget much fur-
ther, at least not lo the point where you're going

to close the gap.

But | want to address the capital budget. When
DOT Commissioner Perkins talks, he talks about
the capital budget. The state doesn't have a capi-
tal budget. Our capital budget is a hang-on that is
driven by political whims. It is not based on any
kind of logic, or long-range planning or the setting
and achieving of goals. On lop 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 lo 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
gels changed every time the administration or the
legislature changes. | think if vwe want to do some
good with the earnings of the Permanenl Fund, we
need to take 50 percent of the earnings and put it
in the state budget, it could be wisely used in a
long-term education fund for the very simple rea-
son that | think education funding is the most

inadequate funding.

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

Then pul the rest of this portion of the earnings
into some capital program that is established and
it would create the stability which we need to cre-
ate the infrastructure which we need to get a sta-

Fonner Anchorage Mayor lack Rot/crick chals with
UAA Chancellor'Lee Corsucli, lifint.

hie economy going. That stability factor, | think, is
a really, really integral part of everything because
labor, the construction industry, manufacturers,
suppliers, the financial institutions - they are all
keenly interested to 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 not a large
chunk of them - should be used as a part of the

slate's long-range financial requirements, or are
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you of the mind that the Fund is a.id should be
regarded as a sacred cow, if nol for political rea-

sons then for other economic reasons?

Tom Williams

The question, the way posed, invites an
answer. But 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 not invested so that my
shopping mall gels a cheap loan from it and yours
doesn't. It's not invested so that | gel 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 the challenge to 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 to have a belter chance of getting a
fair share that way - unless you're one of the priv-
ileged few that cuts the right deal with whoever

are the Permanent Fund trustees.

I think the same thing is true with the income.
That's where we have our direct stake 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 the
population. So we have a direct stake in the per-

formance of the Permanenl Fund.

The other point I'd like lo make iswc'r; all
walking around the issue that's really here, and
that is we don't trust government to do the right
thing with money. Thai's the fundamental prob-
lem. We don't trust government. Wbo's in favor of
taxes? Well, I'm in favor of a lax if it will go to
help education. I'm in favor of a tax 011 motor fuel
if it will go lo pay for street repairs and fill the pot-
holes. I'm in favor of a tobacco tax 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 to spend it wisely? Do | trust the

administration to implement that wisely? | don't

VOLUME NO. 6

Lonnshorcman Scott Heyworlh, right, came up with
collaborative, compassionate and communicative
o describe his vision of the state.

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

that process.

The fact is, when we're talking about the
Permanenl Fund, you know what a lax is. A tax is
when government lakes money away from you.
Now, | have a tax when | get a paycheck. Money
is taken away from me before | got it. BP pays it
in to the federal government. Used lo be when |
was commissioner we paid some to the slate, lor).
But that's a lax. If you limit the dividend, that's a
tax. And one of the questions is, why would we
want to pick the dumbest possible lax we could?
Who is it going to be impacted the worst? Hardly
anyone in this room is below the $51,000 medi-
an level. If we had more representation from that
end of the spectrum we'd hear a lot more anec-
dotal evidence about their needs for that $1,296.
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 afford to pay it. For my
part, I'd a whole lot rather pay $2,500 or $3,000
a year in a stale sales lax or state properly lax or
state income tax and keep the dividends and raise
the money to pay for our legitimate needs of gov-
ernment, than to finance that 011 the backs of the

people who are Alaskans and least able lo 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-
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ernmenl. Obviously rural Alaska is feeling increas-
ingly disenfranchised by the government, feeling
.is though some of the budget cuts that have dis-
proportionate impacts. Where are we, in your
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 Perinanent Fund is an

situation and needs to

is nol working for us. | regret to say that | am
not a graduate of the University of Alaska, but |
did graduate from Fort Lewis College, a liberal
arts college in Durango, Colorado, At the time |
got accepted lo go to school, | was accepted by
the University of Alaska and | was going to go
there, but right at the bottom of this brochure at

integralpart ofthe state's fiscal

be considered as such.”

Henry Springer, executive director, Associated General Contractors.

Permanent Fund, sales taxes, income taxes as Tom
Williams has just argued? What is your view on

where the money is lo come from?

Dennis Ticpelman
Iwould preface my remarks by saying that as
an Alaska Native, as an Inupiat, education is
important to me because it brings me here to this
table to discuss these things that a person might
consider esoteric dogma that doesn't mean any-
thing lo them. So | have to say that education has
lo be looked at with the Permanent Fund in mind.
We need a forum to discuss the fact that educa-
tion is the livelihood and maybe the savior of
diversity that we've not talked about. Alaska
Natives are IS percent of the population, and at
some point in time in Alaska's history, we were
100 percent. Where are vve going, does anybody
care, or are we such a threat that somehow the
sooner we get out of the picture and become an
even smaller
minority, the better
off Alaska will be? |
don't buy that, and
I don't think most
people buy that

argument.

Put we do have
that situation. We
are surviving in

nter Commissioner of
[cniic Alar}' Nordale said
ska is nol taking care of
necrls. At left is Michael
tpei, President, Kuskokwim
poralion.

spile of an educa-

tional system that

Fort Lewis College, it said, "Tuition free to
American Indians and Alaska Natives." That, to
me, said that I'm going lo go Outside and get
another perspective, knowing that | would come
back and do something with the education that |

was receiving.

The other argument is that in this day and age
we have educational institutions out there.
People talk about the fact that a 13lA education
was inferior. Well that education got me a col-
lege degree. | went to graduate school, but didn't
stay. | regret that now, but at the lime | was get-
ting an master's in education and | said, what do
| need it for? I'm going back to Alaska, nobody
cares about having a Native with an master's

degree. And I've regretted that.

Our university system and educational system
constitute a savior as lo how the future of Alaska
can go. Rural Alaska is 100,000 natives. It's 15
percent of the population, but we're looked at as
the devil of whatever is Alaska Native's politics
from here on out. Three percent of the subsistence
resources are spent by people who use it, but
everybody else thinks that we're going to take it
away from everybody else. So | think the
Permanent Fund has to create a forum for dia-
logue and honest disagreements and honest differ-
ences of opinion lo occur so that people do gel
what | consider an educated society here. Maybe
enlightened is a better word, but | used my first

adjective as educated, meaning that | can at least
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be at the table to discuss some of these issues and
try lo 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 Permanenl Fund as maybe the
only source of income they'll ever see in the

course of a year. When you've got a family - hus-
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Catch-22 with the Permanenl Fund. Many people
see the Fund as this 18-carat gold ambulance
that's running around Alaska that's going lo solve
all these problems. It's really not because, as
David Reaume said earlier today, there has to be a
major crisis before we go in and take the
Permanenl Fund, because so many Alaskans con-

sider it a sacred cow.

"The people ofAlaska see the Permanent Fund and dividend

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

A Jonathon Lack, attorney. : »

band, wife and two or three kids, and they get
$6,0(10-7,000, and maybe all they have is season-
al employment in the summertime, that's a
tremendous boost, especially when everybody

wants lo take away their subsistence way of life.

So | firmly
believe that what
Tom said about
taxes. When we
talk about taxes,
who taxes, who
gels it, who does
it benefit. The
Alaska Native has

to be part of it.

Lee Gorsuch

John, before

Vic Fisclwi; Former Constitutional
Convention del_eﬁate and state

senator, talks with EleanorAndrews ~ we turn lo look at
alter she mi,derateda panelon the  another aspect of
Fundand the dividends. 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 lo

see Alaska become?

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

body else at the table. | see there's a kind of

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 utilize it. by saying
we've got all this money here, and we can solve
our problems with all the money, but then refus-

ing to use it, we're not looking at real solutions to

the problems.

Vve don't need lo go into the Permanenl 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 time to lake and uti-
lize Permanenl Fund money to support the slate 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 nol addressing the issue and it's not
going to solve the problem because people in
Alaska do see the Permanent Fund and their
checks as a sacred cow. If we keep relying and
focusing on the Permanent Fund as a possible

solution, we're never going lo solve the problems.
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Hyron Mallott, left, Executive Dirgctor of the Alaska
Pérmanent Fund Corporation, talks with Fric Wohlforlh,
Chair of the Fund's Hoard of Trustees.

Lee Gorsuch

Tom, let me go lwck 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 lo allow the public
to dedicate it - Archbishop Hurley's suggestion
that we specify where vve want that money spent,
either in terms of cash or perhaps a portion of the
endowment. You're a former Commissioner of
Revenue, why didn't we have dedicated funds
and lo what extent arc we looking at something
different from dedicated funds that would restore
confidence that the money's going where people

would like lo see it spent?

Tom Williams

I'm not sure that | advocate 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 to something else and
you don't have the flexibility lo 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
put $900 million in, thanks to Oral Freeman, and
we had another $2.7 billion the following year
that we took out of the general fund money. So
that makes a total of $3.5, $3.6 billion that we put
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 pul in - nine and a
half billion - that left us with about $38 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 lo earn their
trust as leaders, particularly our elected leaders.
We have to earn the trust of the people. That
they'll do a responsible tiling if they get the
money this time, because otherwise people don't

want to give it to 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 to 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
| say to her that I'm willing to lake one six-
hundrcd-lhousandlh of it and pay it lo her. Lei's

all step up together.

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

versations taking place about people's steps.
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Some of them involve the Permanent Fund, and
other steps did nol. So I'd ask the panel members
to do the same tiling. 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 not.

1m& °yi
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Clicryl Franc,), former budget director, moderated

1 panel on investment options that included Robert
Maynard, executive director of the Public Employees
Retirement System of ldaho.

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 with our spending. If that means
we're going to cut dividends, that's a tax. We

have lo 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 it should be
managed as a trust. It should be diversnied to

avoid loses. When you're talking about a 3 or 4
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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 lied up for the next 34 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 18 years or something dose to that.

The point is, at some point you have a trade
off. You get a higher reward for taking a higher
risk, anti there's an optimum point, where overall
you're doing best to take, you're at the best posi-
tion. If you take any more risk than what you're
doing, your losses rise faster and you're not able

to catch them up.

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

you've lost it.

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 to the
university. So education would be a primary

investment that we would have lo tackle.

The second would lie how do you develop a
strong economic economy, how do you diversity
the economy of Alaska so that when we go to
taxes, there'll 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 third element which 1 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 stale, and when | talk
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about culture I'm talking about "he environment,
I'm talking about the multiplicity of languages,
and talking mainly, simply about the strength and
goodwill and the fascination | think we all have
with The Great Land.

Margy Johnson
I would just like lo point out that after inflation-
proofing the Permanent Fund, | want everybody to

realize you can't build a community with no

"Ifyou limit the dividend,

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

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

mentioned previously. If we do not lake that as a

that's a tax. Why would we want

to pick the dum bestpossjible tax we could?*"

Tom Williamsg former Commissioner of Revenue”®

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

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

lo commit and do it.

Po# Tileslon

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

leadership by polls, or leadership out of a closet.

Former Representative Glenn llackney served in the
legislature durinp the Fund's creation.

very high priority, to start right there, the rest of it
is going lo fall apart, because we're always going
to be dealing with families which have to be
strengthened, and if they're nol strengthened then
we're just going lo continue to have additional
problems that'll never be met. So I think it's most
important. And i think I'd like to put the question
this way. It's very easy to go to sc meone and say
you are concerned about helping the poor. And
almost everyone would say absolutely, I'm very
pleased to help the poor. | would 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 is one way of
preserving W hat 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 BuchhoUlt
I would like to comment on the lack of respect

for legislatures today by pointing out that had it
nol been for a governor who led the fight for the
Permanent Fund and legislators at 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-

< ON INNTION © SOBWT SHISML ZHL
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stituents and lhe legislators themselves. | do agree
that there are some issues out there that can he
communicated in a forum or through the news

media. Some require effort, and | think can be
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other people's views, not having an intellectual
debate of the issues, and nol respecting that there
can be two right answers to a question. If we're
going to address the Permanent Fund issue, if

'/The challenge for Alaska and for all ofus is to have our sense

ofparadise, to chprt thatcourse on our.own and then to have

the wherewithal to accomplish thatgoal/'

't Scott Heyworth, Longshoreman.

done. |do agree with Tom. We have lo inflation-
proof the Fund to be sure that we don't lose it,
and | look for it lo exist way beyond generations
from now. I'm really glad of the support of
Alaskans when the Permanent Fund concept was
instituted in '7b and their continuing support, not
just for the money that comes lo their pockets
once a year, but there is a support for lhe pro-
gram, and of course for the programs that will
emanate fioni lhe Fund itself. Not 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 Teak Qilfield Service
Compagy, discusses his endowment concept with
Debra Call of Alyeska Pipeline Service, Co.

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

to be no answers to any questions.

Mano Frey

Let me add just a bit to those comments, and it
is what | view as probably the most pressing need
from an Alaska communities' perspective. If any-
body ever wants to 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 lo
go visit some of those communities and see what
that's really like and then try to figure out a way lo
deal with this problem throughout the stale. It's a
major, major problem that affects Ihe health and
well-being of many of the citizens of this state.

That'd be a first step.

Scott Heyworlh

I'd just like lo balance Jonathon Lack, and |
couldn't agree more on the way lo come at things
from the intellectual side, but | really encourage us
all to come from our hearts and lo get into smaller
groups. | heard that put out to 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 Ihe people
are coming up this way instead of the institutions
coming down this way. | think we should be
ready .or a change. | hope we gel in groups and
talk about things with our head and our heart.
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Lee Gorsuch
Lei me close
out the panel dis-
ar - Cussion with just a
few final thoughts.

i
I think one of our

oo enormous prob-
fyrot mR W lems in the state is

;JKI I;:T.'. ; 4 that a large portion
N e = %o of Alaska is not
The Principles S Interests homegrown, does-
project was endorsed by n't plan to live

their lives here or
die here. What

that means, | think,

organizations and busingsses
mound the stale, including .
Commonwealth North <ind its
then executive director,

Patty (Unsharp.

is that those who
plan to move and
take another job,
those who plan to retire somewhere else, those
who encourage their children to pursue education
in other stales, creates a different set of values
about how they view the current versus the iriture.
The economists sometimes talk about discount
Mies, and | remember years ago vve thought that
the appropriate discount rale for Alaska would be
maybe two years. That was sort of the life cycle
of the legislature, and maybe five years given
some of the population turnover. It's extremely
difficult lo build a slate, to 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 slate, how do
we build the institutions ' at can well serve its
population, how do we encourage the economy
in such a way that it provides for lhe livelihoods
and needs of our citizens in our respective com-

munities.

But | see teal cl. ‘'enges in front of us. | hear
1 1ot 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 an> use of taxa-
tion because of what they perceive to still be
sort of excessive expenditures in the stale. | hoar
a lot of people who continue to say, | refuse to

pay until | see there's a crisis. Aik! 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 it sim-
ply has to be replaced and knocked down and
then a new one built up, rather than providing

for appropriate maintenance.

| 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 setvice providers?

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

radically change out

[utrid Carnahan reviews
' the while papers prepared
for the conference.

form of government,
is and will continue to
be a representative
democracy in which
our elected representa-
tives make the decisions that are vital to how
much we save, how much we spend, how
much vve lax, and how much vve pay out from

the Permanent Fund earnings.

There was an old labor leader who came to
prominence in lhe iy2()s and he would go around
Ihe country talking lo 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
the union. And | remember his quotation quite
well. And he said, "If | could lead you into par-
adise, | would not, for if I could lead you in,

someone else could lead you out."
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The challenge for Alaska and for all of us is
to have our sense of paradise, to chert that
course on our own, and then to have where-
The

vision of paradise is one that only we can fash-

withal, the means, lo accomplish that goal.

ion for ourselves.

"Our university system 'and educational system

savior as to how

the future of{/"iaska can go.

up lo all of us, to go back to 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.

constitute a

Dennis’ Tiepelman, President, Martiitag Agsociation

I 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 to

realize that vision. But ultimately the test is back

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

have for this great state of Alaska.

Visions for Alaska

Panelists and participants were asked to 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

Educated, culturally tolerant, hospitable

Pollution-free, literate, healthy

Intellectual, competitive, tolerant

The word "educated," along with its variants,

was the 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); | 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
penalty; eliminate dividend; control immigration

Eliminate the "gimme" attitude of our population;
gel more of our citizens to make a real commit-
ment to this state as their long-term home; use
the Permanent Fund earni.igs to support the

state budget, but also reinslitute an income tax
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P 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 things have gone with the Fund. They weren't

looking for big changes.

"I'm very much a believer in leaving the
Permanent Fund alone," one of them sairl. Most of

the rest nodded.

We sat in a conference room in the museum.
No elected officials, just 35 or 40 citizens who
cared enough to devote a couple of hours. The
meeting was one of more than 100 that have been
held statewide since March 1 by lhe Alaska

Humanities Forum. The meetings are pari of a

project called "PrinCipIeS & Interests: The
Permanent Fund and Alaska's Future.” the project
is intended to lei Alaskans talk about the Fund
and listen to their neighbors do the same. No

votes are taken or plans formulated.

Really, our object here is to express our
thoughts and opinions," said moderator Thea

Agncw.

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 to each Alaskan and pro-
let t 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
bom 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 ihe 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 Ihe author of numerous maga-
zine articles and two books of nonsense about
Alaska, "How to 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 lhe earnings.

For one thing, they were not happy with the
legislature. When Agncw said, "So, you trust lhe

legislature,"” her answer was hoots, groans and

laughter.

"At least we have a consensus on that," a

woman said.



