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activity;

(3) the name of a department employee who is responsible for th

activity and from whom additional information about the activity may be obtained.

Sec. 44.64.030. Transmittal and publication of list, (a) The commissioner
of each department shall promptly transmit a copy of the list prepared by the
department under AS 44.64.010 to the legislature and make the list available to the
public.

(b) Tor each list prepared by a department, the director of the office of
management and budget shall promptly publish in the Alaska Administrative Journal
a notice that the list is available to the public.

(c) If, as a result of a challenge made under AS 44.64.040, a department
changes a list after a notice is published under (b) of this section, the department that

prepared the list shall promptly

(1) transmit a copy of the change to the legislature and make the

change available to the public; and

(2) publish in the Alaska Administrative Journal a notice that the

change is available to the public.
Sec. 44.64.040. Challenge and appeal, (a) An interested person may
challenge the inclusion or omission of an activity on a list by filing with the
department that prepared the list a written notice stating the person’s challenge and the

reasons for the challenge. A challenge must be filed with the department within 30

days after publication of the notice under AS 44.64.030(b) or (c)(2), as applicable.
(b) Within 28 days after a department receives notice of a challenge under (a)
of this section, a department employee appointed by the department’s commissioner

shall decide whether to reject or uphold the challenge and shall transmit a notice of

the decision to the person who filed the notice. The notice must include the decision,

an explanation of the reasons for the decision, and an explanation of the party’s right

to appeal under (c) of this section.

(c) An interested person may appeal an adverse decision made by a department
under (b) of this section. The appeal must be filed with the department within 10 days

after the person receives the notice of the decision.

-
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(d) Within 10 days after a department receives an appeal of a decision under

(c) of this section, the commissioner of the department shall decide the appeal and

shall transmit to the person submitting the appeal a notice of the decision on the

appeal, including an explanation of the rationale for the decision.

(e) A challenge and an appeal under this section are not subject to AS 44.62

(Administrative Procedure Act).

Sec. 44.64.050.

Review of

list. Within a reasonable time after a list is

published under AS 44.64.030(b) or (c)(2), the commissioner of the department that

prepared the list shall review the activities on the list.

Sec. 44.64.060.

Procurement of listed activity, (a) For the purpose of

determining whether to contract with a private person to perform a listed activity,

when a department compares its costs of performing the activity with the costs of

contracting with a private person to perform the activity, the department shall consider

all of the realistic and fair costs of the activity.

In this subsection, "costs" includes the

quality assurance costs, the cost to technically monitor performance of thi ctivity,

liability insurance costs, the cost of employee retirement and disability benefits, and

other overhead costs.

(b) When a department decides to obtain a private person to perform a listed

activity, the department shall use competitive sealed bidding under AS 36.30.100 -

36.30.190 or competitive sealed proposals under AS 36.30.200 - 36.30.270 to procure

the contract with the person to perform the listed activity, unless a lav other than this

chapter or AS 36.30 requires that another method be used for the procurement.

Sec. 44.64.090.

otherwise,

Detlnitions.

In this chapter, unless the context indicates

(1) "department" means a department listed under AS 44.17.005, but

does not include a public corporation located in the department;

(2) "interested person" means

(A) a private person who

(i) is an actual or prospective bidder or offeror for a

contract to perform the activity; and

New Text

(i) has a direct economic interest in performing the
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activity that would be adversely affected by a determination not to
procure the performance of the activity from a private person;

(B) a representative of a business association or professional
association, if the association includes as members private persons referred to
in (A) of this paragraph;

(C) an employee of an organization within the department if the
employee or the organization is an actual or prospective performer of the
activity; or

(D) the head of a labor organization that includes within its
membership employees referred to in (C) of this paragraph; in this
subparagraph, "labor organization”™ means a nonprofit organization established
wholly or partly to bargain collectively or deal with employers, including the
state, concerning grievances, terms, or conditions of employments or other
mutual aid or protection in connection with employees;

(3) "list" means a list prepared under AS 44.64.010;

(4) "listed activity” means an activity included on a list prepared under

AS 44.64.010, including an activity added after a challenge under AS 44.64.040.

-5-
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REPLY TO VALESKDO

“There was very little consideration of the problems that would

be incurred by employees impacted by privatization.”

a.

The statute established the mission. It was to find ways to
privatize or eliminate government services. It was/no): to
find out how employees would be impacted by
privatization proposals that weren’teven suggested yet.
This complaint puts the cart before the horse. You have to
specify a privatization proposal before you can assess any
impact on employees or anyone else. But, as a matter of
fact, the bibliography and the Commission’s web site
contain a great deal of information about the impactof

privatization on government employees.

There is an organization specifically designed to help state
employees impacted from privatization. It’s called the
AFL-CI10 of which Local 7.1's part. Does anyone doubt
that organized labor would have its say about privatization
or anything else that goes on in the Capitol? On any given
day, in the Capitol Building you can see more lobbyists

from organizes labor than from any other special interest



group, including the oil industry. It begs credibility that

somehow state employees are going to be ignored.

c. The Privatization Commission was designed to get input
from ordinary people in all walks of life who aren’t
necessarily political insiders. W e accomplished this. One
special interest group who had more representation on the

subcommittees than any other wa 50rganized Labor.

2. “The subcommittee selection process was done entirely the co-

13

chairmen and their staff.

a. True. Who else was suppose to do it. We put out word to
the press, and through organizations like the Chamber, the

Alaska Bar Association and ORGANIZED LABOR.

Basically, we took all comers. No one was denied,
participation in the subcom mittee. After some subcommittees

had plenty of people and others had none, we tried to steer

people toward those.

3. “Partisan politics appeared to have played a major role in the

selection process.”



a. This is true if accepting all warm bodies is considered
partisan. Seriously, we never heard this complaint from

anyone. We took all comers! PERIOD.

4. Commission members were asked for their choice of

subcom mittee preferences but in some instances their requests

were ignored and the Co-chairs assigned them to other

subcommittees.

a. Actually, the co-chairs had nothing to do with the
commissioners’ subcom mittee assignments.*sS~asked each
commissioner to give us three preferences. All
commissioners, except the co-chairs, were assigned either
their first or second choice. Then, they were also ass.gned

another subcommittee that they didn’t ask for. | assigned the

co-chairs to what was left over.

5. One volunteer wanted to be DMV A subcommittee chair but was

told that there would be no subcommittee for that department.

a. This is true. I originally thought we would not have

subcommittees for all departments because the job was too



big.  recommended to the commission that we skip
subcom mittees for some of the smaller departments, like
DMV A and other government branches like the
University, the Court System, and the Legislature. The
Commission told me that they wanted subcom mittees for
all departments. Rep. Cowdery told me he particularly
wanted one for the Legislature or we would be criticized
forignoring our own branch. So, DMV A was created in
the second wave of subcommittees. The volunteer who
wanted to be DMV A chair was by that time already
appointed to be the chair of the Dept, of Labor

subcommittee. She is an officer in Local 71.

“Conflicts of interest abounded ... Contractors, consultants, and
owners of companies flooded the subcommittees and put forth

recommendations that would directly benefit their own balance

sheets.”

a. This complaint is based on a misapprehension of the
difference between citizen volunteers and government
officials in a free society. Democracy and free enterprise go
hand and hard. You can’t have one without the other. In our

system of government, you are suppose to be able to



advocate for your own selfinterest. It’s your patriotic duty to

do so. W e establish governmental institutions like legislative

bodies, and governors, to select the best public interest from

all the competing selfinterests. Conflict of interest occurs

when government officials make decisions that affect their

own sphere of selfinterest. To try and equate government

officials, and volunteers who critigue government®under the

same conflict of interest conceptis to undo the fundamental

tenet of democracy.

b.

Another perspective on conflict of interest in the
Privatization Commission process is to view the multi-
levels of steps involved in implementing a privatization
proposal. First, any individual who has a selfinterest must
get the full subcom mittee to agree with his or her idea.
Second, the process was designed so that the full
Privatization Com mission mustconcur with the proposal.
Third, the proposal would have to get through both houses
of the legislature. Finally, it would have to be accepted by
the governor. Checks and balances are also a tenet in our
system of government and the Privatization Com mission

process has plenty of them.



c. Notwithstanding this, we had a Corrections Subcom mittee
chairman who was employed by Cornell Corrections. | didn"’t
know, and I still don’t know whatrole Cornell Corrections
plays or might play as a Corrections contractor for the State.
But, hearing of the pending controversy, and trying to protect
the Commission’s work from irrelevant side issues, | asked
that chairperson to step down. He did so graciously. | wish
the complainant would have said thank you. But, instead, it
seems like they want to hang on to their gripes even, when

they’re wrong, and even when we removed the cause.
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SUMMARY OF PROPOSALS AND RECOMMENDATIONS

1. THE EARNINGS OF THE PERMANENT FUND MUST BE
CONSIDERED PART OF ALASKA'S TOTAL FISCAL PACKAGE.
Permanent Fund earnings must be considered part of a total state fiscal
package that includes getting the most from money spent for state
government. This includes establishing performance measures,
maximizing efficiency, eliminating redundancies, scrutinizing the
validity and existence of programs, shifting costs to local governments
where appropriate, and investing enough to manage commonly
owned resources effectively.

Other fiscal tools that need to be employed are: enhancing the returns
on other state owned assets, use of the Constitutional Budget Reserve
(CBR), use of untapped bonding capacity for capital projects, an income
or a sales tax, and more direct user fees for services.

2. THE PRINCIPAL OF THE PERMANENT FUND SHOULD REMAIN
FULLY PROTECTED AGAINST INFLATION. The principal (the

corpus) of the Permanent Fund should be fully protected by
preservation of the principal. It can be maintained and protected from

inflation by asset allocation and use of an endowment concept.

3. THE PERMANENT FUND DIVIDEND PROGRAM SHOULD
CONTINUE. The current individual Permanent Fund Dividend
Program should continue, using a portion of the Permanent Fund's
earnings. The Permanent Fund Dividend should not be capped at any
particular level, but 40% of the earnings of the Permanent Fund should
be devoted to individual dividends.

4. THE EARNINGS OF THE PERMANENT FUND SHOULD BE USED
TO SUPPORT GOVERNMENT AND FOR THE OTHER USES
OUTLINED BELOW. The biggest single departure from current
practice is that Commonwealth North recommends using 30% of
Permanent Fund earnings derived from an endowment concept to
support state government and for additional purposes as outlined
below. This 30% should be funneled through the Constitutional
Budget Reserve account.

Permanent Fund Earnings Phase Il—A Cornerstone for Fiscal Certainty May 199
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5. CREATE A COMMUNITY DIVIDEND PROGRAM. 20% of the
Permanent Fund’ earnings should be used to provide a means for
local communities to meet capital needs. The closer that decisions can
be brought to the people involved, the more efficient and responsive
those decisions will be. Creation of a Community Dividend Program

would meet this policy objective.

6. SUPPORT STATEWIDE CAPITAL NEEDS. 10% of the Permanent
Fund's earnings should be used to fund statewide capital needs and
deferred maintenance that provide and maintain infrastructure to
support economic sustainability and growth.

Permanent Fund Earnings Phase Il—A Cornerstone for Fiscal Certainty May 1999
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c oM M ONW EALTH N O R T H

~"" N'Comerstone for Fiscal Certainty ™
INTRODUCTION

To date, the earnings of the Alaska Permanent Fund have had no clearly
defined public purpose beyond the personal dividend program. For the first
time since the Permanent Fund's inception, current general fund revenues
are insufficient to balance the general fund budget. The balance in the
Constitutional Budget Reserve (CBR) is adequate for about three years of
supplemental funding government at current levels.

The time has come to face this major fiscal issue.

This study addresses appropriate public purposes and uses of Permanent
Fund earnings. So far, the only significant uses of Permanent Fund earnings
have been preservation of capital through inflation proofing, and economic
stimulus through the individual Permanent Fund Dividend.

Commonwealth North agrees in principle with these established uses, but
goes further by taking a broad long-term view as to how they should fit into
the total fiscal picture of the state. The biggest single departure from current
practice is that Commonwealth North is recommending using Permanent
Fund earnings to create revenue stability for Alaska.

Earnings available from the Permanent Fund will be defined as 5% of the
five-year trailing average of the total value of the Permanent Fund. Only
earnings will be expended. The corpus will remain untouched without a
vote of the people, as specified in the Constitution.

In this concept, the Permanent Fund is defined as the total of all subaccounts
within the overall Permanent Fund umbrella, with the exception of sufficient
earnings reserve account to maintain the 5% earnings distribution. These
subaccounts include the current corpus plus unrealized gains, realized gains,
and a portion of the earnings reserve account. As of the date of this report,
the aggregate of these subaccounts equals about $26 billion. The value of
these account will be protected against inflation by financial earnings
produced by sound investment policy, asset allocation, and managing the
aggregated subaccounts as one integrated portfolio to be maximized for long-

term returns.

The current corpus of the Permanent Fund, increased by the addition of
unrealized gains, realized gains, and a portion of the earnings reserve
account, will continue to be Constitutionally protected. This enlarged corpus
will further be increased by Constitutionally mandated resource revenues,

Permanent Fund Earnings Phase Il—A Cornerstone for Fiscal Certainty May 1999
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and additional annual discretionary deposits made by the Legislature from
the earned surplus in excess of what is required to fund the annual

endowment.

In the past, Permanent Fund market returns exceeded the 5% earnings
distribution as outlined above. Historic real Permanent Fund earnings of
7.6% have been sufficiently in excess of the 5% distribution to accomplish this

goal.

The Legislature has the Constitutional authority already to allocate and spend
Permanent Fund earnings. Hence, no vote of the people is required for such

expenditures.

In summary, Commonwealth North recommends that Permanent Fund
earnings are best used to fund necessary government and sustain economic
growth in Alaska. This can be accommodated by using earnings to:

* Protect the value of the fund through preservation of principal

* Continue the individual Permanent Fund Dividend (PFD) which builds
private sector economics through per capita expenditures.

e Institute a Community Dividend Program which will provide a better
means for local communities to meet capital needs. The closer that
decisions can be brought to the people involved, the more efficient and
responsive those decisions will be.

* Support statewide needs for infrastructure to support economic
sustainability and growth.

 Supplement other state revenues to provide for general government
operations.

* Provide underwriting support for bonding capacity of the State of Alaska.

Permanent Fund earnings must be considered part of a total state fiscal
package that includes, in order of priority:

* Getting the most from money spent for state government. This includes
establishing performance measures, maximizing efficiency, eliminating
redundancies, scrutinizing the validity and existence of programs, shifting
costs to local governments where appropriate, and investing enough to
manage commonly owned resources effectively.

» Enhancing the returns on other state assets as outlined in the October, 1998
Commonwealth North study "Alaska's Asset Portfolio: Managing for

Maximum Return."
Permanent Fund Earnings Phase Il— A Cornerstone for Fiscal Certainty May 199
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* Allocation of some Permanent Fund earnings: to pay the costs of
government, for a Community Dividend Program, and to bolster the

statewide capital budget.

* Prudent use of the Constitutional Budget Reserve (CBR) as a vehicle
through which Permanent Fund earnings allocations are funneled to
support the general fund budget.

» Use of untapped bonding capacity for capital projects within appropriate
debt management guidelines.

e More direct user fees for services.

* Institute income or sales taxes only when all of the above are not sufficient
to balance the budget.

The time to act is now. The aforementioned issues are within the
Constitutional authority of the Legislature and the Governor to act, and
should be immediately implemented.

The study group's purpose

In September 1998 this study group’s purpose was defined to recommend
appropriate uses for Permanent Fund earnings. However, a workable
earnings distribution cannot be addressed wnhout looking at the total state
fiscal picture. A primary assumption is that economic growth is not only a
fundamental purpose of government, but it is also indispensable for Alaska's

long-term prosperity.
The study group's process

Upon receiving its direction from the board, a group of 25 men and women
met weekly from October, 1998 to April, 1999.

Meetings included in-person interviews with a wide range of resource people
who were well-informed about the history and practice of the Permanent
Fund. These people include (in alphabetical order): Commissioner of
Revenue Wilson Condon, Dr. Scott Goldsmith of UAA's I.S.E.R., Senator
Rick Halford, former Governor Jay Hammond, former Governor Walter
Hickel, Roy Huhndorf, Julie Kitka, Steve Rieger, Clem Tillion, Nancy Bear

Usera, and Eric Wohlforth.

In addition to this strong resource base, many Commonwealth North
members submitted suggestions. Newspaper and magazine articles, and
position papers were studied and analyzed. Legislators were consulted. In
short, the study group actively solicited input from a widely diverse group of

Permanent Fund Earnings Phase Il—A Cornerstone for Fiscal Certainty May 199
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knowledgeable sources. From this large volume of information, the study
group crafted an approach and, in an interactive dialogue with the
Commonwealth North board of directors, forged a consensus on key points.

Background

Alaska is faced with a paradox. On the one hand, the projected state budget
has a billion dollar annual shortfall that is prompting a search for additional
sources of revenue through taxes—either income or sales. On the other
hand, the $25+ billion Permanent Fund is paying out personal dividends that
could eliminate the shortfall. Diversion of the dividend from personal to
collective use could solve the problem from a purely financial point of view.
However, in practical terms, the situation is more complicated.

The Alaskan public has developed a fierce loyalty to the Permanent Fund
Dividend (PFD). No public official has yet felt comfortable with the concept
that Permanent Fund earnings be appropriated without a vote of the people.
This political reality overshadows any discussion of public purposes for
Permanent Fund earnings.

Any recommendation that does not win either tacit or overt public support is
likely politically doomed. The fierce loyalty of the public to the Permanent
Fund may overshadow any proposal to alter the Permanent Fund in any
election, notwithstanding the need to do so. As such, the study group and
board of directors have made recommendations that are politically pragmatic

and represent sound public policy.

We ha,re been quite specific in recommending allocation of Permanent Fund

earnings.
What is crafted herein is a recommendation for using the earnings of the

Permanent Fund for public purposes beyond simply a personal dividend.
Need for immediate action
Use of Permanent Fund earnings must be addressed immediately:

a. Waiting until the entire Constitutional Budget Reserve is depleted
will severely limit options, reduce income generated by the CBR,
and lead to severe short-term cash flow problems in three to four

years.

b. We have an immediate political crisis, not an immediate fiscal
crisis. With, approximately $28 billion in liquid reserves, and a $1
billion annual revenue shortfall (3.6% of liquid reserves), Alaska
has the tools to solve its financial problems. However, the political
crisis, if unresolved, could lead to a fiscal crisis.

Permanent Fund Earnings Fhase II—A Cornerstone for Fiscal Certainty May 1999
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C.

While short and intermediate term cash management issues must
be addressed immediately, it is important to not lose sight of long-
term asset management and policy goals. Itis just as important to
maintain and enhance the wealth of Alaska as it is to balance the

state's checkbook.

Total fiscal package

Permanent Fund earnings must be considered part of a state fiscal package
that includes, in order of priority:

a.

Getting the most from money spent for state government. This
includes establishing performance measures, maximizing efficiency,
eliminating redundancies, scrutinizing the validity and existence of
programs, shifting costs to local governments where appropriate,
and investing enough to manage commonly owned resources
effectively. Appropriate tools to encourage and reward efficiency
are still largely absent from Alaska's laws. Spending cuts must be
part of any solution to the state's fiscal gap, but cannot close the gap
by themselves. Non-need based programs that are widely seen as
wasteful or of little value other than for their beneficiaries should

be ended as quickly as possible.

Enhancing the returns on other state assets (as outlined in the
October, 1998 Commonwealth North study "Alaska's Asset
Portfolio: Managing for Maximum Return.") This additional
revenue can be-.ome a significant part of the state's financial picture.

Use of the Constitutional Budget Reserve (CBR). Under guidelines
established by the Legislature, use available funds in the CBR in
conjunction with the use of Permanent Fund earnings and/or taxes

for general government purposes.

Use of some Permanent Fund earnings to pay the costs of
government is required under any workable solution to the state

fiscal gap.

Use of untapped bonding capacity for capital projects within
appropriate debt management guidelines.

Even with a significant reduction in state spending, more direct
user fees for services, and use of Permanent Fund earnings, there
will remain a need to generate additional revenue through a
statewide general tax such as a sales tax or personal income tax at
some point in the future. Instituting an income or sales tax should
be the last resort for additional revenues.

Permanent Fund Earnings Phase II—A Cornerstone for Fiscal Certainty May 1999
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Public uses of the Permanent Fund

Commonwealth North considers the following to be beneficial public
priorities of the Permanent Fund:

a.

Presprvation of principal. The value of the Permanent Fund must
at least stay even with inflation to maintain its purchasing power.
This includes the corpus, the earnings reserve account, and

unrealized gains.

Remain a vehicle for converting income from non-renewable
natural resource wealth into renewable financial wealth.

Build private sector economics through per capita expenditures.
The practical implementation of this policy is continuation of the
individual Permanent Fund Dividend (PFD).

Provide a means for local communities to meet their capital needs.
The closer that decisions can be brought to the people involved, the
more efficient and responsive those decisions will be. Creation of a
Community Dividend Program would meet this policy objective.

Support state-wide capital needs that provide infrastructure to
support economic sustainability and growth.

Supplement other revenues to provide for general government
operations.

Provide underwriting support for bonding capacity of the state of
Alaska.

Remain a "rainy day" safety net account for unforeseen financial
emergencies that are beyond the capacity of the Constitutional
Budget Reserve.

Preservation of principal

a.

Inflation proofing is a crucial aspect of the health of the Permanent
Fund. Inflation transforms part of Permanent Fund principal each

year so that it appears to be income. Spending some or all of this
inflation-created "income" would, in effect, constitute a withdrawal
from the Fund's real principal. Returning the inflation-created
"income" to the Fund corpus (i.e. inflation-proofing) is necessary to
keep the corpus whole. Redefining the principal as the original
corpus plus earnings reserve and unrealized gains yields a larger
basis for investment allocation and calculation of the 5% earnings.
Sound long-term investment policy will be the main engine of

Permanent Fund Earnings Phase Il—A Cornerstone for Fiscal Certainty May 1999
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earnings as fund managers strive to achieve a return greater than
che defined endowment ’sate of 5%.

Asset allocation should be the foundation of the investment
process. Commonwealth North urges use of a real total return
concept in defining Permanent Fund earnings. Earnings above the
anticipated long-term level of inflation can be available for
distribution. Most large college endowments and foundations use
this concept. The earnings available for all uses would be defined as
5.0% of the average total value of the Permanent Fund for the last
five years. While investment returns will vary year-to-year, under
this endowment concept historical perspective indicates that in the
long run the real earnings of the Permanent Fund will be sufficient
to make the 5% payout and also inflation proof the corpus of the

Fund.

Creating a more predictable and steady source of income will
facilitate better financial planning by the state and local
governments.

The total return concept, in conjunction with stable annual
distributions, removes the political temptation to realize gains to
increase the annual dividend, or to limit realized gains to minimize
the dividend.

Preliminary projections indicate that after inflation proofing, and
after the Permanent Fund Dividend, the state will have over $850
million per year to spend on contributions to the CBR, the
Community Dividend Program, and the statewide capital budget.
(Note: See the attached spreadsheet for reference.)

Permanent Fund Diividend

a. The Permanent Fund Dividend (PFD) should not be capped as such,

C.

but be subject to the discipline of other uses of Permanent Fund
earnings under allocations to be established by the Legislature.

We think forty percent (40%) of Permanent Fund earnings (as
defined above) should be allocated to the PFD. While this results in
a drop in personal PFD from that of recent times, the total amount
going to local economies when including the Community Dividend
is about the same as recent payouts.

Alaskans will maintain an interest in, and connection with, the
performance of the Permanent Fund as their dividend will still be
based on the investment performance of the Fund.

Permanent Fund Earnings Phase lI—A Cornerstone for Fiscal Certainty May 1999
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Community Dividend Program

a. A Community Dividend Program (CDP) should be created as a part
of the state fiscal package.

b. We recommend that twenty percent (20%) of Permanent Fund
earnings should be allocated to a CDP.

c. The CDP could be linked to incentives for local participation.

d. The CDP should not be an added burden to the operating budget.
To the extent it supports local capital project initiatives, or replaces
other local funding in the state operating budget, it would not be
considered additive.

e. It may be advisable to use an updated and strengthened version of
the Municipal Bond Bank to allow communities to leverage their
CDP income streams, and allow for a vote of the people before
capital projects are approved.

Statewide capital needs

a. Economic growth is dependent on basic public infrastructure and its
maintenance. Without sufficient capital investment, the economy
will suffer and citizens will lead diminished lives.

b. Alaska has also deferred maintenance of its capital assets beyond
what is prudent. Regularly appropriated capital funds can be used
to restore the value and quality of such assets.

c. We believe that ten percent (10%) of Permanent Fund earnings
should be allocated to statewide capital needs.

d. Many local capital needs could be met through the Community
Dividend Program, thereby lowering the need for additional capital
appropriations at the state level.

General government operating needs

a. The Legislature should emphasize spending money on essential
services, with consideration of clearly defined "trigger points™ based
on state income levels available to spend, or on the CBR (as
mentioned below) which would mandate previously determined

cuts in specific programs.
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b. The Legislature should allocate thirty percent (30%) of Permanent
Fund earnings for general government operating needs to be
funneled through the CBR fund. The crucible of the legislative
process, while imperfect and frustrating, is the alternative most
open and responsive to ongoing public scrutiny.

c. The role of the CBR is as a fund administered by the Department of
Revenue as a short-term cash management vehicle.

d. While the CBR is not part of the Permanent Fund, Commonwealth
North does not recommend liquidating any portion of the
Permanent Fund to add to the CBR. However, the CBR should be
used as a vehicle to funnel Permanent Fund earnings to the general
government operating budget. In this process, the Legislature must
decide what is an appropriate level of funds to remain in this "rainy
day" account and alter Permanent Fund earnings accordingly.
When some minimum balance in the CBR cannot be maintained,
this "trigger point™ will mandate reduction of expenditures down to
a core of only absolutely essential services.

Supportbonding capac: y

Since Alaska has almost no general obligation bonds (GO) outstanding,
serious consideration must be given to using GO bonds as part of the state

fiscal plan.

Traditionally, GO bonds have been used for capital improvements.
Maintaining the value of the corpus of the Permanent Fund will provide
very real collateral and assurance for bond investors. The Permanent Fund
will reduce the cost of borrowing for the State of Alaska.

Rainy day account

Even with the continuance of the Constitutional Budget Reserve and other
smaller savings accounts, a truly huge unforeseen natural or social disaster
could require additional resources. The corpus of the Permanent Fund itself
would remain an account of last resort for such emergencies.

Permanent Fund Earmings Phase [I—A Cornerstone for Fiscal Certainty May 1999
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Commonwealth North Use of Permanent Fund Earnin29065

YEAR 2000 2001 2002 2003 2004

0il price ($/bbly (from state reference-case scenario,
sorina 99.linear lorecast oost 2005] $13.57  $14.52  $15.28  $16.00 $16.30  $16.64  $17.53

ANS oil production (Mbbl/day) [from reference-case

scenario, sprino 991
General fund revenue ($M) [from reference-case

scenario, sprina 991

2006 2007 2008 2009

$18.14 $18.75 $19.36

1.047 1.064 1.035 1.049 1.076 1.031 1.047 1.046 1.046 1.045

$1,301 $1,331 $1,342 $1,348 $1,341 $1,280 $1,317 $1,315 $1,313 $1,311

General fund expenditures ($M) [from Governor's

budaet less 60% of communitv dividend! 2,136 2,178 2,187 2,194 2,201 2,208 2,215 2,222 2,229 2,237
General Fund deficit (M) (1,119)  (1,136)  (1,141) (1 30) (1,170)  (1,244)  (1.222)  (1,238)  (1.255)  (1,271)
Constitutional Budget Resen/e balance (start of

veart (SM1 2,948 2,677 2,390 2,098 1,800 1480 1,083 707 312 (104)
CBR balance (end or year) ($M) 2,537 2,265 1,989 1,706 1,403 1,027 070 295 (98) (511)

Permanent Fund corpus balance @7.6% nominal

arowth ($M1 28,348 28,978 29,621 30,279 30,951 31,638 32,340 33,058 33,792 34,542

Income @ 5% of corpus balance ($M) 1,417 1,449 1,481 1,514 1,548 1,582 1,617 1.653 1,690 1.727
PF balance (eoy) ($M) 26,931 27,529 28,140 28,765 29,403 30,056 30,723 31,405 32,102 32,815
PF dividend ($/applicant) [population statistics from

ISFR 980 970 1,002 1,013 1,025 1,03b 1,047 1,059 1,071 1,083

PF earnings for capital programs ($M) (not included

In GF exoenditurest .
PF earnings for community dividend ($M) (included
in GF exoenditures but not reflected in line 6) 283 290

Assumptions and boundary conditions:

> Allocation of Permanent Fund earnings: 40% to personal dividend, 30% to CBR, 20% to community dividend, 10% to capital program
> General fund expenditures from state forecast, no growth except population, reduced 60% of the annual community

dividend, dividend added as an expenditure in calculation of line 7, GF deficit.

> Spring 99 reference case oil price projections, linearly forecasted from 2006

CBR fund drawn down by $1B in 99, grows @5.5%.

Permanent fund earnings allocation for general fund deposited in CBR
PF corpus defined as earnings reserve, unrealized gains and principal balance from 1999; grows at 7.6% annual nominal growth thereafter

142 145 148 151 155 158 162 165 169 173

296 303 310 316 323 331 338 345

Income defined as 5% of new PF corpus, earnings plowed back each year
PF dividend applicants based on ISER population forecast.
PF personal dividend based only on 1 year return

vV V.V V VvV V



Appendix B A|ASKA PERMANENT FUND
FINANCIAL PROJECTIONS 1009 -2020

as of M@]rrﬂﬁbél.l999

PRINCIPAL (AT COST) INCOME TOTAL
FUND
Dedicated GASB  Statutory Distributions of Statutory Income Earnings Reserve At Market
FY Begin Appro- State  Inflation- FY End Net Net Inflation-  General Add FY end

FY Balance rlatlons  Revenues , Proofing Balance Income © Income Dividends Proofing Fund (Delete) Balance G oFv-
77-96 0 5,854 5,727 4,624 16,205 16,153 14,034 5,993 4,624 223 2,188 2,188 18,393 77-96
97 16,205 829 3 308 486 17,828 3,149 2,036 747 486 1 1,088 3,276 21,104 97
98 17,828 35 230 423 18,f:16 3,435 2,595 893 423 2,084 5,360 23,876 98
99 18,516 B 138 288 18,984 2281 2,294 1019 288 933 6,293 25276 99
0 18,984 27 135 574 19,720 1922 1,789 1101 574 220 6,513 26,233 0]
L 19,720 29 146 597 20,492 1996 1,857 1110 597 260 6,773 27,265 oL
024 20,492 31 151 620 21,294 2076 1,930 1,099 620 325 7,098 28,393 2
03 21,294 33 166 645 22,138 2163 2010 1,037 645 448 7,546 29,684 03
04 22,138 36 177 671 23,021 2263 2102 1,017 671 540 8,086 31,107 04
05 23,021 38 165 697 23,922 2372 2,203 1,061 697 576 8,661 32,583 05
06 23,922 41 176 724 24,863 2436 2,308 1,108 724 613 9,274 34,137 06
07 24,863 44 170 752 25,830 2606 2,418 1,159 752 650 9,824 35,754 07
08 25,830 47 169 781 26,827 2730 2,532 1,214 781 687 10,611 37,439 08
09 26,827 51 167 811 27,857 2860 2,651 1,272 811 726 11,337 39,193 09

27,857 55 156 842 28,909 2995 2,775 1,332 842 766 12,103 41,012
il 28,909 59 150 874 29,991 3135 2,903 1,394 874 809 12,912 42,503 n

29,991 63 149 906 31,109 3281 3,037 1,459 906 852 13,764 44,873
13 31,109 68 143 940 32,260 3432 3,176 1,527 940 898 14,662 46,922 13
14 32,260 73 138 974 33,444 3590 3,320 1,597 974 946 15,608 49,052 14
15 33,444 78 133 1010 34,665 3754 3,470 1,670 1010 997 16,605 51,270 15
16 34,665 84 128 1046 35,923 3925 3,626 1,746 1,046 1,049 17,654 53,577 16
17 35,923 920 124 1084 37,220 4103 3,788 1,825 1,084 1,104 18,758 55,979 17
18 37,220 96 120 1123 38,560 4288 3,956 1,907 1,123 1,162 19,920 58,480 18
19 38560 103 117 1163 39,944 4481 4,132 1,992 1,163 122 21,142 61,066 19
20 30,95<*4 m 115 1205 41,373 4682 4,314 2,081 1,205 1,285 22,427 63,300 20

Cumulative Totals
Projected fo. 1999 - 2020: 3,231 18,328 41,373 67.420 62,590 30,727 18.328 22,427 63.800
Rate of Return Assumptions GASBrmrmg |sslauuyrl\lﬂis|tmre w%rﬂdarmnmeduaigarsadaﬂmteamrgs
Total - Inflation = Real  Realized Jﬁt@ o
FY99  951% 154% 797% If 11.03% rFAS 3
FY 2000-20 ' 7.75% 3.00% 4.75% 7.33% % | %
SHInop @ Oﬂus s Resave us Unvedlizd Gans
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Appendix C: Commonwealth North board members and officers

President—Karen L. Hunt
Acting President—James D. Linxwiler, attorney, law firm of Guess & Rudd

Secretary—Eleanor Andrews, president, The Andrews Group
Treasurer—Joe Griffith, executive manager, finance & planning, Chugach
Electric Association

Richard F. Barnes, president, ENSTAR Natural Gas

James F. Branch, production manager, Exxon USA

Richard Campbell, president, BP Exploration (Alaska) Inc.

Ron Duncan, president, GCI

Mano Frey, executive president, Alaska State AFL-CIO

Glenn Godfrey, chairman, Koniag, Inc., and director, Alaska State Troopers

Edward Lee Gorsuch, chancellor, University of Alaska Anchorage

Walter J. Hickel, former Governor, co-founder of Commonwealth North

D. Max Hodel, founding board member of Commonwealth North

Jonathan Kumin, principal, Kumin Associates

Marc Langland, president, Northrim Bank

Loren H. Lounsbury, founding board member of Commonwealth North

Jeff B. Lowenfels, president, Yukon Pacific Corp.

Kevm Meyers, president, ARCO Alaska, Inc.

Rick Mystrom, Mayor, Municipality of Anchorage

Matthew Nicolai, president, Calista Corporation

Gene O'Hara, administrator, Providence Alaska Medical Center

Morton Plumb, director, Anchorage International Airport

Michael F. Porcaro, president, Porcaro Communications

Susan Ruddy, vice president, Nature Conservancy

Jo-Li Sellin, vice president, National Bank of Alaska

William Sheffield, former Governor, chairman, Alaska Railroad Corporation

William J. Tobin, editor, Voice of the Times, founding board member of
Commonwealth North

Nancy Bear Usera, senior vice president, corporate relations, Alaska USA
Federal Credit Union

Duane Heyman, executive director, Commonwealth North
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Infiarinrlion

Alaska3 firacial health depends on the state3
achieving tastairsble leel of revenue aufficiet
meet the needs of the stateand itspaple. The Alaska
Statehood Compact anticipated the use of publicly
Hil asts lar this purpose. Alaska received 104
million aores Irom the fedaral govermment &t the time

of statehood In 199. The purposes for the
endownent are st forth In AlaskasCostitution. k

mandates that the states lad ami resources he usad,
developed, and consenved far maximum barefit of is

peple.

Ifmanaged effectively, these asts have the potartial
of produciing relisble and steble revenues far the state
and providing continued economic berefit o the
people dl Alaska. This Baitical o Alada’™s future
because no income or other irndividlal taxwill ever he
afficiet o pay for necsssary state sarvicss and
infrastnucture.

Commonwealth North wondered ifthe state could
improve its retum on these assets.  Accordingly, i
established a study group with 12 of s members to
“idetify and recommend unifying policies and
prrciples to quide management d Alad@™s public
asxts to maximize their retum and assure treir barefit
1o the people dl Alada.™”

The study group gecifially loocked & lad and
resource as=ts as vell as the business and firercial

a=ts the stale hes treated with itsail wealth over the
pest 20 yas. These are the asts trat are availlable
fordevelopment and that can gererate eamings. The
study group did not ook at converttional public assets
such & pblic sdwols, office buildings, and
trangortation infrastructure.

A ssum ptions

Ine studys reconmendations are predicated on a sst of
assunptions that reflect underlying principles ursuocessful
management and the goerating realities of plblic sctor
management. These besic assunptions ae:

1 The ass=ts which are derived from Alad@’s lad-grant
should i managed aosistent with the Constitutioal
met"date to maximize their use and berefit to the people of
A,

2. The Constitutional prohibition agpinst dedicated fuds
B recogniized as a policy principle which provides tret the
public interest Bsened when dl state revenes, regardless
of saute, are arilable lar goporopriation by the Legislature
to meet Alaska total nesds.

b There are two types of retums derived Iroin an asst’™s
management: firacial and har—tdl, and each nust
directly or indirectly berefit dll the people by serving a
public purpose.

4. Asset management Bmost effective within a structure
which provides fledbility ot maximizing retums whille
asauring acoountability 1o the state and ispaple.

5. Performance measures ford. eminiiigefficiety, reaults
and retums are essatial lar public acoountability.

@ Private ettexrprise shauld he the fast gption fardotaining
eqeartise, goods and servicess to develop plblic assets. To
the extent that public sector programs compete with the
private ssctor, thelir activities shoulld he prriced ina manner
which minimizes adverse effects on private sector
a impel o

7. Maximizing returrs lorail sssetswill enhance revenue to
the stale as vell as provide greater diversity and stzhility d
State revenes.

R ecom m endations

The reault of extensive resardh, intctviens, and
disassios Ba st d Iive scijuoral recommendations for
enhancing state revene, asaring public aicauntzbiliiy,
and maximizing the use d state sssets o baefit Aladas.

Marify Rn> r -1 f.oSp'nuriMtirins

A.  Elected leadbrs should establlish policy and managers
should he given authority and fledhility to implement
those policies.

Ib Assets awmilable far development should he
managed independerttly of the orgenizatianal authority
regoasible far prowulgating regulatios affectirg the
development of that asset.

C. Activities to develop as=ts and produce returs, to
the fullest extent possible, should he carriied aut by, or
in partnership with, the private ssctor.

I f it)::- nn-J Dh’duse l;ei formatted

A. Management performance and agency operatios
should he measured based on meeting mission,
efficiaxyand firacial dojectives.

I Three types of performance measures should he
adopted to evaluate management ol each assetc

1. Appropriate efficiaty measures o evaluate the
ast of gperatias.

2. Measures that show the aganization™s reaults in
meeting isstatutory missian.

3 Quntifiable measures that state the monetary
value d the aset™s bereficial and firecial returs.

d. Finacial and geeratiaal performance based on
these measures should he reported o the public
amnally, lor each asset under management, using
aosistat accounting and reporting stacards.

It e t a J WKk

A. The state should stratagically manage ilsassets ina
manner that provides laran integrated assessment of

rik, potentaal retum, deot, market conditions and acss

investment gportunities.

Ib Firencial and bereficial retums on dl assets under
state management should be amnually reported to the
public on both an aggregated and individLal besis using
axsistant acoounting stachrd”.

A. The portfoliodl assets should be used strategically
achie- = long-term sustaireble revenue and retum



fi. i v I i<» Mir* HcMjnrrn hum
A. To the extet that finacial retuns exceed
the need for efficiat operatios, bereficial
retuns and agppropriate ceprtalization &
determined by the Legislature, they should he
deposited into the state Treasury larallocation by
the Lagislature based on the stale™s owerall

B. Bvery asset management orgenization should
have an eqectation to cotribute a firacial
retun t the state General Fund besed on a

formula gooropriate to isactiviltiesand maturity.

CroMe a Sy.stciii to AclITBVA
RiI’COKinieitMwrs

A. Establish an integrated system of partfolio

management which owersees, monitors and

rgorts asset management performance on an

agoregated tesis.

B. Incomporate state owned ratural resources
aailable for developrent into the stare ast
management portdolio.

C onclu sion

k B In eery Alaskan’ interest to participate in
developing i sustaireble system for binding
govermment thet & adcltate t© Lilill the states
doligatios. Income taes, or other methods d
individlal taxation, will never be aufficient to meet
Alaskas firacial needs and resosibilities. The
respasible development, use and management of
Alaskas es=ts are the only means dl achieving this

el

Eorturately, Alaskans already have oonsiderable
eqerience with suooessful models for stale as=t
management, and must cgpitalize on those sooesses.
Our purpose in<elling forth these recommendations
B to stinulate a public dialog on the goalls dl public
et management and the best means ol achieving
those gels.

To receive acoplete copy d the
Commonwealth North Report
Aled@’s Asset Rartfolio: Manaeine farMaximum Retumn

Contact:
Commonwealth North
810N Strest —~AP
Anchorage, Alaska 66501
Phone: (807) 276-1414
Lax: (B07) 276-6G0
Email: cvnorih’aledarret
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B o a rd o f D dire ¢ to rs
1998 -1999
Eleanor Andrews. ... .. Presidait, The Andrews Group, Co.
JohnR.Ayers. .. ...... President and Pounder, 0.Coin, Ltd. and eNet, Ltd.
Richard P.Barnes. . . ... Presidnt, ENSTAR Natural Gas
Jamves . Branch ....... Production Manager, Exxon USA
Richard Campbell ____._ Presidat, BP Bploration (Alasa) Ic.
Thomas C. Edrington Gereral Manager, ATU Telecomunications
Mano Frey.......... Bxecutive Presidet, Alaska State AFL-CI0
Glenn Godfrey........ Chairman of the Board, Koniag, Irc. & Director,
Allaska State Trogpers
Edwvard Lee Gorsueh ...  Chancellor, University of Alaska Anchorage
JoeCriffith. . .. ... ... Bxecutive Manager, Finance & Plaming,
Chugach Hlectric Cooperative
WalterJ. Hlickel. .. .. .. Former Governor; co-founder of Commonwealth North
D. Max Hodel ... .... Founding hoard member Commonweal th North
Karen L. Hunt......_.. Jude, Alaska Superior Court
Marc Langland. .. .. ... Presidat, Norlhrim Bank
James D. Linxwiler. . . .. Partrer, Guess & Rudd law firm
Loren 1. Lounsbury ...  Founding hoard member ofCommonwealth North
JfFB. Lovenfels. . ... .. Presidatt, Yukon Pecific Corp.
KevinMeyers. ... ..... Presidat, Arco Alada, Irc.
Matthew Nicolai .. .... Presidatt, Calista Corporation
GeneO"llara. ........ Adninistrator, Providence Alaska Medical Center
Cynthia A. Parker..... Executive Director, Anchorage Neighborhood Housing, Irc.
Morton Plumb. .. __._. Director, Anchorage Intermatioal Airport
Micheel E Porcaro. .. .. Presidant, PorcaroCommunications
SusanRuddy - ....._.... Vice Presidatt, Nature Conservancy
HaSellin. ... ... ... Vice President and Commercial Loan Olllicer,
National Bank of Alaska
William Sheffield. . . . .. Former Govermor; Chairman, Alaska Railroaed Corporation
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Introduction

Alaskas firacial health depends on the StaiE™s
achieving aastaireble leel of revenue sufficiatt
0 meet the needs of the state and s pagple.
The Alaska Statehood Compact anticipated the
ue of pblicly held as=ts far this purpose.
Alaska received 104 million acres from the
fackral govermment at the time of statehood in
190. The purposes far the endowment are sst
forth in AlaskaSCostitution.  ltmandates that
the state3 land and resources be ussd, developed,
and conserved farmaximum berefit of ispeople.

If managed effectively, these assets have the
potential of producing relicble and stable
revenues for the state and providing continued
economic baefit to the people of Alasa. 1 his
Baitical to Alaska future because no income or
other individial tax will ever be sufficiat to pay
for necessary state servicess and  infrastructure.

Commonwealth North wondered d the state
could improve its retum on these asEts.
Accordingly, itestablished a study group with 32
of its members to "idntfy and recommend
wnifying policies and prirciples to quide
management of Alaskas pblic assets 1o
maximire their retum and assute treir barefit
the people dl Alada.™’

The study group gecifically looked at land and
resouree asets as well as the business and

finacial as=ts the state hes areated with isail
wealth over the pest 20 years. These are the
asxts thet are available fardevelopment and tret
can gererate eamings. The study group did not
lodk at converttional public assets such as public
sdools, office huildings, and transportation
infrastructure.

Assumptions

The study™s reconmendations are predicated on
a =t of assunptions trat reflect underlying
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prirciples for suoessful management and the
operating relities of public sector management.
These besic assunptions tae

1 The as=ts which are derived fron Aled@’s
land-grant should he managed aorsistentt with
the Constitutional mandate to maximize their
use and berefit o the people of Alada.

2. The Constitutional prohibition agpinst
dedicated fuds Brecoghized asa policy principle
which provides that the public interest ssened
when dl state revenies, regardless of source, are
awilable far gooropriation by the Legislature o
meet Alaskas total ness.

3. There are two types of retunsderived froman
assetSmanagement: firacial and baeficial, and
each must directly or irdirectly barefit dl the
people by serving a public purpose.

4. Asset management Bnmost effective within a
structure which  provides  fledbility for
maximizing retums whille assuring acoountability
o the state and itspaple.

5 Performance measures for determining
public acoountability.

6. Private etterprise should he the firstoptiion lar
dotaining eqertise, goods and services o
develop pblic assets. To the extentt that plblic
sector prograns compete with the private ssctor,
their activities should be priced in a manner
whiich minimizes adverse effectson private sector
conpettion.

7. Maximizing retuns far dl assets willl enhance
revenue to the state as vwell as provide greater
diversity and stability dl state revenues.

The reait ol exdtensive researd), interviens, and
disossios B a st of fie <i|iientaa
recomendations far enhancing state revene,
asuring plblic aooountebility, and maximizing
the L= 01 State asets to barefit Alaskans.



1. Clarify Roles and

Responsibilities
A_ Elected leatkers should esteblish policyand
managers should be given authority and
fledbility to implement those policies.

B. Assets awailable for development shoulld
be managed independently of the
ogenizatioal authority respasible for
pronulgating regulatios affecting the
development: of that asset.

C. Activities to develop ass=ts and produce
returs, 1o the fullest extent possible, should
be caried aut by, or in partrership with, the
private ssctor.

2. Measure and Disclose
Performance
A. Management performance and agency
gperations should be measured based on
meeting mission, efficiexy and firacial

B. Three types of performance measures
should be adopted to evaluate management
of each as=t-

1 Appropriate efficiey measures t©
evaluate the aost of goeratios.

2. Measures that show the orgaenizations
resulits inmeeting Esstatutory mission.

3 Quntifiable measures thet state the
monetary value d the asst’s bareficial
and firercial retunrs.

C. Firacial and goeratioal performance
besed on these measures should be rgoorted
o tre public amnually, for each asset under
management, using axsistent accounting
and reporting stachrds.

3. Manage Assets as a Portfolio
A. The state should strategically manage s
ax=ts In a manner that provides for an
integrated assessmrent of ik, potetial
retum, ddot, market coditions and atss
investment gooortunitdes.

B. Hiracial and bereficial retums on dl
asxzts under slate management shoulld be

MANAGING TOR MAXIMUM RETURN

amually reported to the plblic on both an
agregated and  individial  besis  using
aosistent accountting stancbards.

C. The portfolio of as=ts should be used
stratagically to achieve long-term sustaireble

4. Pay Returns to the General Fund

A. To the extent that finacial retums
bereficial retums and  gopropriate
cpitalization s determined by the
Legislature, they should he deposited into the
state Treasury fTor allocation by the
Legislature based on the states owerall

B. Bvery assst management organization
shauld have an expectation to contribute a
fimacial retum to the state General Fund
based on a formula appropriate o i
activiies and naturity.

5. Create a System to Achieve These
Recommendations
A. Esteblishan integrated system of portfolio
management which oersees, monitors and
rgorts esset management performance on an

aggregated esis.

B. Incorporate state owned retural resouraes
awilable fardevelopment into the state asset
management portfolio.

Conclusion

It B in every Alaskan’ interest to participate in
developing a sstainble system for funding
government that isadequate to Tifill the states
dligatios. Income taes, or other methods of
idividal taation, will never be sufficiet ©
meet Aladk@’s fimacial needs and
regosibilities. The resosible development,
ux and management ol Alaskas es=ts are the
only means of achieving thisgal.

Forturetely, Alaskans alreedy have aonsiderable
eqerience with suosessful models tor state asset
management, and must cgpitalizz on those
soesss. Our purpose in sstting forth these
recomendations s to stinulate a public dialay
on the goals of public ass=t management and the
kest means of achieving those gels.
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Alaska received 104 million acres from it
fakral govermment & the tine of statehood N
1990. The purpose far the endowment was t©
provide an economic bese forthe development dl
the state and to provide the revenues necessary
to goerate the new state.

The policy ol the stae, reflected in its
Gostitution, B O e, develop, and consene
this lad and iits resources aosistatt with the
pblic interest far the maximum berefit of i
people (Sections 8.1 and 8.2):

8.1 It sthe policy of the state to encourage the
settlerent of its land and the development dl s
resourass by making them aailable farmaximum
u=e arsistat with the public interest.

S22 The Ilgjislature dall provide for the
utilizatian, development, and conservation ol dl
retural resources belagin™: to the state,
including lad ana vaters, for the maximum
berefit d ispaple.

The economic history ol Alaska since statehoaod
hes been latelydriven by "he development dl is
petroleum resources, first inCook Inlet and later
on the North Slgee. The development ol the
states petroleum reenes has resulted ina llovdl
revenues that hes paid virtally the entireasst dl
gperating govermment and building the physical
infrastructure o meet the State™s neads.

However, recognizing ttet petroleun B a
depleting resouree, the state hes invested a late
portion of the revenue from all in otrer,
renewable asets with eamings potential.
Although the Alaska Permanent Itid & the
lagestand best known dl these, there isan entire
portfolio of firencial and real assetsderived from
the trasformation of all.  Por example, the
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Alaska Housing Finance Corporation and the
Alaska Irmdstrial Development and Bxport
Authority were both cpitalizad with ail
reenes. Additically, Alaska cotinues to
hold awealth of other resource reenes availeble
for revenue gereration through respasible
development.

Altnough aill coitinues t be the dominant
retural resource indstry in the stalle, production
hes been declining since 1983, and revenues lrom
all are no lager aufficiat to provide fordl the
rneeds of state goverment.  Oil revernues will
cotinue t© be an iInportant source d state
reverues farthe foressssble future. However, the
state must incressigly gererate other revenues
t e teir place © provide a steble lisal
fulure.

The Permanent Fund hes become the foass of
public attention because K B Alad@’™s lagsst
aset and because itpays a retum directly to dil
Aladas. But we cannot overlook the other
a£ts in the states portfolio that can alsomake a
significant aontriibution to the state3 economic
velfare.

To maximize the retum lrom these asts, they
must be managed strategically and efficiently.
The state has considerable experience with
aoessful models for stale asset management.
However, the question was posed whether there
B room for improvement. Accordingly,
Commonwealth North formed a study group
fran its membership to eplore the ansners t©
thisquestion and commended kwith acharge ©©
meet gecificgels.



The Charge

Commonwealth North"s hoard dl directors asked
the study group o idnafy and recommend
unifying policies and prirciples t© guide
management of Alaska’ public assts in order
1t maximize treir retum and assure tet they
berefit the people of Alaska.

The Goals

The goals of the study are:

e To encourage and contribute to a pblic
debate about the gopropriate management
prirciples gplicable to Alaskasplblic sssts;

e To produce a statement defining public
eqpectations far management and retum on
AlaskaBassts; and

e To recommend appropriate business
management principles ttet can be used
corpatibly with govermment doligatios to
protect the public interest.

Thirty two Commonwealth North members
participated in this study through a saries d
meetings, disassias and ressarch assigments
over a periad d six months. Recognizing thet a
cetailed inestigation ol dl state asets was
beyond its cgebilities, the study group adopted
the followving guicelines:

I. The stmly group will evaluate gereral

prirciples (not the sped lies) dl the management
of Alaskasplblic assts.

MANAGING FOR MAXIMUM RETURN

2 The study group will develop a statement d
ogereral  policy, prrciples, piodties and
recomendations far the improved management
of Alaska public asts.

3. The study willl be suooessful @l it encourages
and antributes to the public anareness d, and
debate  about, the appropriate  owerall
management dojectives gplicsble to Alad@’s
pblic assts.

The study group limited s inestigation t©
Alada™s land and resource holdings received at
the time d statehood, aswell as the business and
firarcial sssetscreated with the statesail wealth.
This represents the portfolio of essets aailable
for development and for the gereration of
eamings to baefit dl Alaskans. BExcluded Iram
review were the coverttional publlic assets used
in the celivery ol standard publiic servicessuch as
pblic sdools, offie  huildings and
trangportation infrastrnucture.

Assets in the folloving agenciies were idntified:

Slate Resource Agencies
e Land, Real Estate

* Fishand Game

« Minci.ds

< Oil and Gas

« Timber

Business Management Agencies

= Marine 1ligihey System
® Intermatioal Airport System

Independent Agencies

Created in Statute/Boards Appointed by Governor

= Alaska Permanent bund Corporation

= Alaska Railroed Corporation

= Alaska 1lausing Finance Corporation

= Alaska Indstrial Development and Bqort
Authority

= Alaska Science and Technollogy Foundation

= Alaska Aerospace Development Corporation

Independent Support Service
Agencies

= Alaska Tourism Marketing Council

= Alaska Seafood Marketing Council

= Alaska Studertt Loan Corporation

= Alaska Mental 1lealth Trust Authority
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Five sub-groups were formed to investigate
varios categories of sssets: fimacial asets;
tragoortation; lad; matural resources; and
research, development and support activities.

The study group then adopted the folloving
study plan:

Task 1: Gather information

Each suh—group collected information on asmany
as=ts a5 possible, using a standard format. This
included infomation on the management
structure of the agency in cotrol of the as=t, is
mission and gls, its fisal structure, reporting
requirerents, methods of evaluation, decisiat
making procsss, and planning and projectias.
(Repa/™ addendum available upon reguest from
Cotrmonveaiili North.)

Task 2: Management interviews

Each suh—group engaged  in a seriies of disassias
with aurrent and former asset menagers. These
disassias were used not only to ollect
information on currert management pracicss
hut also o inestigate what works, what does not
work, and what improvements could he made in
aurrent precticss.

Task 3: Determine findings

Based on information and interviens, each sub-
grap developed a IEt of prelimirery findings
covering management practices of the agacies
reviened. This Iistwas syrthesizad ssa reaulit ofa
sries ol disassias among dl study group
members.

Task A: Develop recommendations
Based on the firdirgs, the ettire stuo\ group
developed a st of recommendations for
management of public asets.
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Oritical o the review was reaching a common
understanding ol certain besic terms and

aonogots.

Returns on public assets

In a review of pblic assts, the concept of
"returs " takes on a broeder meaning than merely
the fimacial bottom lire, iIn fat, the u= dl
pblic essets reallts in two distarct typss d
retums: fimcial and baeficial. They are
mutually eclusive, hut each directly affects the
otter. Both are intended t© satisfy a pblic
purpose-

Financial retums are paid to the Tressury and
then gooropriated t meet the stAle™s nesds.
They directly cotribute to the staie™s sohvay.
Through the ggoropriation proiess, these retuns
are also used 1o sustain management gueratios.

Bereficial retums barefit individels directly
through program subsidies, or irdirectly through
the nultaplier effect of jab creation and business
ativity. Bareficial returms sene a publlic purpose
by providing goods and/or sarvicss otherwise
uavailable or unaffordeble to meet a perceived
public need. But bereficial retuns are not fiee.
They areachieved by a reduction in the firercial
retum potential.

RETURN ON ASSETS

Public
Asset

Private
Asset

State
Treasury

Inqlwlgual *
Alaskan Totr,|
Needs Alaskan
Needs

Owners



The Alaska Disconnect

The concept of economic ilevelgment as a
public purpose frequently surfacss in evaluating
bereficial returs. Clearly, astoers, vaors,
aotractors and others berefit when the state
uss s asts for business adtivity.  However,
wlike revenue structures in virtually dll other
states, this business activity does not produce a
filacial retum to the stale from persoal
income tax reLes.

Consequently, the dEE's expeditures t©
promote economic development, whille laudkble,
do not produce a direct retum on investment.
This "Alaska Discomect’ presats a paradox.
The more jds cedted, the greater the
population growth-which reults in greater
demand for govermment infrestructure and
progrars. The demand forgovermment sarvices,
including education, aeates a need lar greater
revenue with no off~settirg funding courcc.

This phenomenon points aut the dramatic need
 ewluate the ast of bereficial retuns.
Determining their value provides a means far
measuring bereficial retuns agpirst the potential
for firecial retum which could be used to help
fund state services.

TYPICAL STATE
REVENUE GENERATION

job creation
activities
iviti tate

S
OUTPUTS Treasury

INPUTS
stote
jerviees
Population
rowth
Income Tax

ALASKA DISCONNECT

job creation
activities

State
OUTPUTS Treasury

INPUTS
stole
services RQSA)UV%E
illati SSe
E?g\',{,ltﬁt'on Revenue
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Mission Creep

Most asst development agencies have a mission
statement embedded in their authorizing statute.
Over tine, the activities, priaritiesand gperation
of these agercies willl normally ewohve due t©
changiing needs and outdared prograns. This can
realit In incosistaties between the ageoy’™s
activitiesand iisstatad mission.

Fregently, honever, agency priarities will be
driven by other factors that divert resources and
interfare with an agaoy™s aility o achieve i
mission. These fedtors can incluce engaging n
acti.ites for which there B additical fuding
aailable, or responding © political pressure
participate in gocified activities. The reaultcan
be performance tied t© thee exterral fadtors,
rather than 1o the agaoy™s primary missian. We
all this diversion away from mission direct
activitties "ission asgd”.

TOTAL MANAGEMENT
RESOURCE

BEFORE AFTER
MSSION CREEP MISSION CREEP
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To ealute Alaskas aurent system of asst
management, it B inportant t begin with a
common understanding of management
setii bk and performance eqectatios. The
study group used the fol loving assurptions as the
besis far itsaslysis.

1 The ts=ts derived from Aled@™s lad grat
should he managed cosisteit with the
Constitutioal mandate t maximize thelr use
and berefit to the people of Alaska.

2. The Constitutional prohibition against
dedicated funds Brecogniized as a policy prirciple
which provides that the public interest Bsened
when dll stale revenes, regardless of source, are
aailable for ggoropriation by the Legislature ©
meet Alaska total ness.

3 There tire two types of retums deriived from tin
asets management: finacial and baeficial.
Each must directly or indirectly berefit dl the
people by serving a public purpose.

4 Asset management Bmost effective within a
structure that provides fledbility for maximizing
retuns whi le assuring accountzbillity 1o the state
and itspeple.

5 Performance measures lar determining
elliciey, reaults and retums are esssgal far
public accountsbility.

6. Private etexprise should be the firstoption far
obtaining eqertise, goods ami services 1o
develop public essts. To the extent that plblic
sector programs compete with the private stor,
they should be priced in a manner which
minimizes adverse effects on private sector

conpetition.
7. Maximizing retums larall assts will enhance

revenue tothe state, and provide greater diversity
and stzhillity dl state revenies.
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The study group reviewed Alaskas asst
management practices to reach an understanding
of the puwlic operating environment and
conditions affecting retum on aets.  The
fidings listed below describe  existing
ciranstances.  Not dl findings goply 1o dl
ageciesor as=ts.  However, each ol the firdings
represents a condition that material ly contributes
t the state3 aility to produce retums and
develop isasts.

The firdings are statements of fact as perceived
by the study grop. Most, ifnot dl, ol the
firdings can he interpreted erther positively or
recatively, depending on the reecker™s point of
Vien.

Mission and Goats
1 Vague statutory mission statements result in
broad and often inocosistent inEpretatias.

2. Goals are frequentlly defined by activity rather
than by returs.

3 Missions may be adapted because of fuding,
plitcal prdodtztdo, and  short-tem
eqediency, which results in mission aegp.

4-The publics interestsare not clearly defined or
reported.

Performance Standards and
Accountability

1 There B no monetary value assiged to or
reported on bareficial returs.

2. Performance messures, where they edast, are
often tid to activities rather than to mission or
returs,

3 There B no stadard format for reporting
geerational aosts and berefits retumed.



Structure

1 Regulatory and asset management functions
wirthiin a sirgle agency are often incarpatible for
achieving optimum resulits.

2. Qperational mandates created in statute and
requlation do not allov for the fledbility
necessary o efficietly adapt t© ewlving
missions and riaities.

3. Independent agercies have g tter fledhility
than executive branch departments ingperations
and fuding.

4. Assets are managed indeperdentdy, with no
portfolio  integration tet would ensure
diversificationof riskand retum, aonpatibility in
dojectives, performance standards and meesures,
and coordination of activitiesand rgorting-

MANAGING FOR MAXIMUM RETURN

Management

1 The states annual budget process does not
provide effectve integrated review of asset
management, does not promote a long-term view
of returs, anil irnsteed fooses on goeratioal
activity s opposed 1o reslits.

2. The vegaries of the annual gopropriation
process and the \olatility of state gereral fud
revenues influence essetdevelopment otantaal -

3. Awilability of, and access 1o, alteative
funding sources influence gperatioal adtivity.

4. Roliticizatian of management appointments
creates persomel tumower, which inpairs
continuity and returs.

5. There are few management or budgetary
incentives for maximizing retunrs.

6. Long-term plas, and the accunullation of
cgpital tomeet long-term needs, may he used kar
political purposes, which aeates a disincaentive
for strategic asset management.

7. Secial interests significantly influence returs
and allocation of returs.

After considerable debate, Commonwealth North offers the }allowing recommendations

to Alaskans for their consideration. The recommendations are progressive-that is, each

builds on the previous ones toward a more effective asset management system.

d PAGE9



Commonwealth North

L C la rify R olesand R esponsibilities

A. Elected leaders should esteblish pollicy, and managers should he given authority and fledbility to
implement those pollicies.

B. Assets aailable fardevelopment shoulld be managed independently of the orgenizatiaral
authority resparsible for pronulgating regulatians affectirg the devel opment of that esset.

C. Activities todevelop asstsand produce retuns, 1o the fullest extent possible, should be caried
out by or inpartrership with the private ssior.

The People

Executive Branch Legislative Branch
I- Implementation of I~ Mission Statement
legislative policy e Purpose/Policy

* Appointments

Agency Board or Commissioner

* Management oversight
« Asset management policies
e Performance measures

Management

e Program implementation
* Agency operations

« Performance reporting

* Development oversight

Private Sector

Development activities
Return production
Economic development

Beneficiaries
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2. M easure and D isclose

A. Management performance and agency gperations should he measured based on meeting missian,
efficiavy, and firacial dojectives.

B. Three types of performance measures should he adopted to evaluate management of each as et

1. Appropriate efficieay measures to evaluate the aost of queratios.
2. Measures that show the orgenization3 results inmeeting ilsstatutory mission.
3. Quantifiable measures that state the monetary value of the ass=tS bareficial and

firacial returs.

C. firacial and goeratioal performance based on these measures should he reported to the public
amnual ly fareach asset under management, usiing corsistent acoourtting and reporting stancards.

The People

Executive Branch i Legislative Branch

| |

e Implementation j e Financial return policies
eAppointments j

Agency Board or Commissioner

I ;

e Adopt operational efficiency standards ;
based on peer data j

< Adopt financial/beneficial performance
goals i

e Adopt measures to track mission
accomplishments i

Agency Management

|

* Recommend appropriate measurement
standards for each category

eTrack and monitor performance

eAnnually report agency performance
based on these standards to the
Legislature, Governor, and the Public

N PAGE 1l



Commonwealth North

3. M anage A ssets as a P ortfolio

A. The State should strategically manage s assets in a manner that provides for an intsgrated
assessrent dl rigg, potetial retum, deht, market condirtions and acss investment gyoortunities.

B. finacial and baeficial retuns on dl asets under state management should he amually
reported 1o the public on both an aggregated and an individlal besis using cosistant acoountting
starchrds.

C. The portfolio of assetsshould he used stratsgically o achieve long-term sustaireble revenue and

Consolidated Performance
Report to the People

) AA

Executive Branch ji Legislative Branch
| : ij | .
o |mplementation J  Palicy
O ffice of Management Legislative Budget
and Budget and Audit

BB g e, s e e o JPLI

Asset PerfoiVrritrice Reports /
|--* ¥, *yre w * oy« .

Management Asset Agencies

k = \ g jt a* *
Agency Reports to
the Public
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MANAGING FOR MAXIMUM RETURN

4.PayReturnstodieQenerdFund

A. To tre extentt that firarcial retums exceed the need farefficient queratias, bereficial retuns, and
gopropriate epitalization as determined by the Legislature, they should be deposited into the State
Tressury far allocation by the Legislature based on the State3oerall priarity nesds.

B. Bvery as=t management organization should be expected to cotribute a firacial retum 1o the
State gereral fud, besed on a formula gopropriate o itsactivities and maturity.

State Treasury

r
General Financial
Fund Reiurns

Appropriations

Prioritized Needs Asset Management

Operation

Beneficial

Returns

Beneficiaries

n PAGE I3



Commonwealth North

5.Createa8ystem to A chieve T hese
Recom m endations

A. Establishal integrated system of portfolio management whiich oersess, nonitors, and reports asset
management performance on an antiefatad kesis.

B. Incorporate state-omed ratural resources awilable for development into the State asst
management portfolio.

People

Executive Branch Legislative Branch
r I g —

Alaska Asset

M anagement Group

ity
e%& Capﬂaﬂ rggtructure

vidua | Boards and Ma n*""m 3

Asset Management Agency Portfolio

PAGE14 ma



MANAGING FOR MAXIMUM RETURN

It is in every Alaskan’ interest to I>articil>ate in developing a sustainable system for funding
government that is adequate to fulfill the state's obligations. Income taxes, or other methods of
individual taxation, will never be sufficient to meet Alaska's financial needs and responsibilities.

The responsible development, use and management of Alaska's assets are the only means of

achieving this goal.

The Alaska Constitution directs that all these state assets be used for both the development of
the state and the maximum benefit of the people. This means that Alaska’ assets, both those
created by the transformation of oil and those received as an endowment at the time of
statehood, must increasingly contribute to Alaska's economic welfare. The state can accomplish
this goal by generating earnings that provide both financial and beneficial returns. Financial
returns paid into the General Fund will help pay the necessary costs of public services for the
benefit of all Alaskans. Beneficial returns 13338378 ' :ve the targeted public purposes

identified for each asset.

Fortunately, Alaskans already have considerable experience with successful models for state
asset management, and must capitalize on those successes. Our purpose in offering these
recommendations is to stimulate a public dialogue on the goals of public asset management and

the best means of achieving those goals.

A cknow ledgem ents

The study group thanks all those who helped in the development of this report, and without

whom this study would not have been possible.

We particularly appreciate the contributions of former and present state asset managers who
generously shared their time and perspective. Thanks also go to the Commonwealth North staff

and the llartig Fellow who aided considerably in the completion of this report.
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Trent State Tourism Marketing Funding

(in thousands)

Amount Purpose

3,311.0
3,311.0

ATMC Program
total

International
Japan Contract
Korea Contract

225.0
25
3.0

194.0

101.5

526.0

Taiwan Contract
German-speaking Europe
United Kingdom

total

Highway

State of Alaska's Tourism North

Contribution
AMHS postage contribution for
summer schedule

200.0

50.0

AMHS contribution for winter schedule
total

35.0
285.0

Travel Trade

Travel Industry of America/Pow Wow
National Tour Association
American Bus Association
Alaska Travel Fair

ITB
3.0 World Travel Market
9.0 Japan Travel Workshops

- JATA

3.9 Familarization trips hosting costs

20.0
5.0
6.0

13.2
3.0

59.2 total

2 TOTAL

41467 FINAL TOTAL

1/28/00

Notes
This includes all budget lines in the FYO0 ATMC budget: Personnel

(p. 50-17)

Joint with the Division of Trade and Development
Joint with the Division of Trade and Development
Joint with the Division of Trade and Development

(p. 50-16)

This program is a partnership among the provinces of British Columbia,
Alberta, the Yukon, the city of Prince Rupert and the State of Alaska. Itis
an official government to government relationship to promote increased
independent travel to the regions highways and ferries.

The Alaska Department of Transportation ._nd Public Facilities has
indicated that they may not contribute to these programs if they are not
operated by the state of Alaska. Winter funds are not included in the
FYO1 budget.

(p. 50-16)

This program is If gely a pay to play program with business and
community partners covering for the cost of activities to grow the trade
sector. The majority of the overseas trade costs are covered in the the
foreign contracts. The Division primarily coordinates Alaska's presence
and serves as the official contact and state representative. The Division
also pays the organizational dues that serves as the umbrella
membership for Alaska. Alaska's continued state presence will continue
with these national organizations. Net costs to the state program for
individual trade shows are provided below.

an additional 4.8 for thisfunction provided intheGerman contract,
an additional 8.0 for thisfunction provided intheUK contract,
an additional 5.0 for thisfunction provided intheJapan contract.

4.0 for this function provided in the Japan contract.
(p. 50-14)

Includes 11.9 for travel costs to support the program, (p. 50-16 & 50-13)

Does not include AMHS winter schedule funds.

1 state tourism marketing SS.xls



FISCAL NOTE

%gggTEE%FISAI‘-LAArSK/é SESS|ON BILL NO. CSSB107 (FIN) revis
Revision Date/Time (Note if correction) Dept. Affected DCED
Title An Act relating to tourism and tourism marketing; BRU Tourism
eliminating the ATMC Component Tourism Development

Sponsor Mackie
Requester House Finance Component Serial No. 2278
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005
Personal Services 673.6 569.2 =69.2 569.2 569.2 569.2
Travel 71.1 681 681 681 681 681
Contractual 1.381.2 4.634.2 4.134.2 3.634.2 3.634.2 3,634.2
Supplies 120 12.0 120 120 120 120
Equipment
Land & Structures
Grants & Claims 60.0 60.0 60.0 60.0 60.0 60.0
Miscellaneous

TOTAL OPERATING 2,197.9 5,343.5 4,843.5 4,343.5 4,343.5 4,343.5
CAPITAL EXPENDITURES 00 1
CHANGE IN REVENUES ( ) |
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 2.103.0 5,343.5 4.843.5 4.343.5 4.343.5 4.343.5
1005 GF/Program Receipts
1037 GF/Mentai Health
1108 Stat. Designated PR 94.9 OO 00 00 00 OO

TOTAL 2,197.9 5,343.5 4.843.5 4,343.5 4,343.5 4,343.5

Estimate of any current year (FY99) cc 2,197.9

Full-time 11 3 3 8 8 3
Part-time 3 3 3 3 3 3
Temporary

ANALYsIs:  (Attach a separatapage it necessary)

Eliminates 3 positions in the Division of Tourism Inquiry Section in FYO01.

This fiscal note is based on current levels of state funding for tourism development and marketing and changes
envisioned in the "New Millennium Plan".

Includes one time contractual cost of 20.0 in FY0O0 to conduct a feasibility study on the contracting out of the inquiry
section function, "determining the potential costs and benefits which would result from contracting out the work in

question, "per Article 13 of the GGU Agreement.

For FY2000, there is a separate fiscal n tior the ATMC.

Phone  465-2506
> Date/Time 4/30/99 12:56 PM

Date 4/30/99

Prepared by Tom Lawson, Director
Division Administrative Sefvices

Approved by Commissioner

Agency ComimerdB ano Economicuevelopment

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distrittion information, call the Governor's Legislative Office Prive 10F &
rtge

*Pav 10931 SSIN'Of T'IIS.0M8



fiscal note

STATE OF ALASKA BILL NO. CSSB107(F1N) revisi
1999 LEGISLATIVE SESSION
Revision Date/Tima (Note if correction) Dept. Affected DCED
Title An Act relating to tourism and tourim marketing; BRU Tourism
eliminating the ATMC Component Tourism Development

Sponsor Mackie ATMC
Requester House Finance _Component Serial No. 1026
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005
Personal Services 216.8 00 00 00 00 00
Travel 53.4 00 OO 0.0 00 OO
Contractual 4,361.1 00 OO OO OO OO
Supplies
Equipment
Land & Structures |
Grants & Claims
Miscellaneous

TOTAL OPERATING 4,631.3 00 00 00 00 00
CAPITAL EXPENDITURES 0.0

CHANGE IN REVENUES (

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF 3,331.4
1005 GF/Program Receipts 1.299.9
1037 GF/Mental Health
Other
TOTAL 4,6.313 00 00 00 00 00
Estimate of any current year (FY99) cost: 00
POSITIONS
Full-time ® ® ®) ®) ©)
Part-time
Temporary
ANALYsIs:  (Attach a separata page ifnacessary)
Prepared by Tom Lawson. Director Phone  465-2506
Division Administrative Ser/lces, f ,\ * Date/Time 4/30/99 12:48 PM—
4/30/99

Approved by Commissioner
Agency Commerce and EconomicDevelopment

PREPARER TO PROVIDEALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

For further distribution information, call the Governors Legislative Oflico

Pav 1G98) 39InlommvOMB Page 1 Of 1



FISCAL NOTE

STATE OF ALASKA BILL NO. sB 107
19U9 Legislative Session
Rsvisten Data: 04/73/99 j t>p«. Affected Commerce and Economic Dev.
Tide: Abotleh the A/aska Tourism Marketing Councrl ~ rru ~tounam

Component  Touriam Oeveiopmcnt

Spoc-or:  Senate Labor and Commerce Committee
Requeatar: Senate Finance Committee

Expandlturea/Ravanuca (Thousands of Dollars)
OPERATING EXPENDITURES FY 00
Personal Service*
Travel
Contractual
Suppllaa
Equipment
Land & Structures
Grants 5 Claims
M:icellar»ous
TOTAL OPERATING

iCAhTAL expgNomjRga-
iCHANGd IN REVENUES f I

FUND SOURCE

1002 nyjeml Recaipts
1003 GF Match

104 GF’ 4.700.0
1005 GF/P'ogram Racaipts

1037 GF/Mantal Heglth

1108 Ospgnated PR
TOTAL 1,077

Component Serial No.

(Thousands ol Dollars)

EstJmr.ta of any currant yaer (FYW) costs:

ANALYSIS: fUTKnt p*d» fnttaimrf)

Prepared 8y: SENATp FINANCE COMMITTEE

Data:  4/23/99
SENATOR SeEAN PAKN ,CO-CHAJ* Phone: 465-2995

Date:  4/22/99

SeNATWTJIt5EXN TOROtRSON, CO-CHAIR Phon'i:  465-2828

Paga lofl

TOTFL P .02



STATE OF ALASKA
1999 Legislative Seeeion

Revislion Date:  04/2)/\9
Title: Abolish Alaska Tounsm Marketing Council
Sponsor  Senate Labor and Commerce Committee
Requester Senate Finance Committct

Expendlturas/Ravenu—
OPIRATINOEXPENCIVHI RE3
Personal Serweae
Travei
Contractual
Supplies
Equipment
Land k Structure*
Grant* A Calm*
Miscellaneous
TOTAL OPSRATINQ

|CAPITAL EXPENDITURES

ICHANQg IN REVENUES ( 1

FUNO SOURCE

1002 Federal Receipt*

1003 GF vaich

1004 GF .

1005 GF/Program Receipts

1037 GFH/Menui Hitijtn

1031 Qestgneted Program Receipt™
TOTAL

EsUmete of any currantyear (FYH) co*I»:

POSITIONS
FuiMme =
Part-time
Temporary

(Abkfi4iitm i ptmJnrsmsty)

ANALYSIS:

Prepared By: SENATE FINANCE COMMITTEE

SENATOR SEAN PARNELL CO-CHAJR

fiscal nl

BILL NO.

D«pt- Affected

SB 107

Connmerca and Economic Dev.

BRU Tounsm
Component ATMC
Component Serial No.
(Thousands of Dollars)
FY03 FYO4
Date: e/23/99

Phone: 465*2995

4/23/99
415-2828

Dale:
Phone:

Psge 1of1
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Line Item Detail
Department of Community & Economic Development
Travel

Component: Community and Business Development (2486)
BRU: Community Assistance & Economic Development

Line
Number Line Name
72000 Travel

Funding Source

Fund Code Fund Source Name

1002 Federal Receipts

1003 General Fund Match

1004 General Fund Receipts

1005 General Fund/Program Receipts
1051 Rural Development Initiative Fund
1061 Capital Improvement Project Receipts

Detail Information

Expenditure Account

72240 Field Travel
72240 Field Travel
72240 Field Travel
72240 Field Travel

Page 50-13

Servicing
Agency

Explanation
Detail Totals

Field travel which provides:
Local Government Assistance - training and technical assistance to local

government officials and staff and public meetings

Rural Utility Business Advisor Program (RUBA) travel

Community Development Quota (CDQ) travel

Tourism and Development -staff travel to work on economic development projects
with individual clients working on economic development projects for Alaska.
Promotion of and planning of tourism programs, and meet with state and federal
agencies, municipalities and various statewide organizations involved in the visitor
industry, conduct workshops and provide technical assistance to individuals,
businesses and communities throughout Alaska.

State of Alaska
Department of Community & Economic Development

FY2000 Authorized

0.0

0.0
0.0
0.0
0.0
0.0
0.0

FY20Q0 Authorized

0.0
0.0

0.0
0.0

0.0

FY2000 Mgl Plan

0.0

0.c
0.

0.[
0.3
0. I
0(1

FY2000 Mgt Plai

0.3

0.)

12-23-1999 10.-19 am

FY2001 Governor

439.1

128.4
120

247.(1
145
8-1
28.(

FY2001 Governor

439.1

41.1-

99



Line Item Detail
Department of Community & Economic Development
Travel

Component: Community and Business Development (2486)
BRU: Community Assistance & Economic Development

Detail Information

Expenditure Account

72330

Legislative
72390 No.i Employee Trsvel
72500 Per Diem/Other Costs

Page 50-14

Servicing
Agency

Explanation
Detail Totals

attend meetings and public hearings in lhe stale.

Expenses for professionally qualified writers, pholo-journalists, tour operators,
travel agents, and wholesales to participate in product development and
educational tours of the state. (3.9)

Travel costs for VISTA volunteers. (5.1)
ARDOR non-employee travel. (16.4)

Per diem costs associated vzith program and commission travel, lodging, meals,
and incidentals.

Slate of Alaska
Department of Community & Economic Development

FY2000 Authorized

00

0.0

0.0

FY2000 Mgt Plai

01

n 1

12-23-1909 10.49 am

FY2001 Governo

439."

25"



Line Item Detail
Department of Community & Economic Development
Contractual

Component: Community and Business Development (2436)
BRU: Community Assistance & Economic Development

Line
Number

73000

Funding Source

FY2000 Authorized

Line Name
Contractual 0.0

Fund Code Fund Source Name
1002 Federal Receipts 00
1003 General Fund Match OO
1004 General Fund Receipts OO
1005 General Fund/Program Receipts 00
1007 Inter-Agency Receipts 00
1051 Rural Development Initiative Fund OO
1061 Capital Improvement Project Receipts OO
Deta" |nformation FY2000 Auttiorized
Servicing
Expenditure Account Agency Explanation
Detail Totals 00
73100 Professional Sen/ices DCED RSA w/ Dept, of Community & Economic Development's (DCED) Commissioner's OO
Office for support as specified in the department’s cost allocation plan.
73100 Professional Services DCED RSA w/ DCED's Adrnin. Svcs. for support as specified in the department's cost OO
allocation plan.
73100 Professional Services DCED RSA w/ DCED Admin. Svcs. for use of their Publicalion Specialist to keep up the OO
division’s web site, enhance the site as requested, and provide graphics-related
help as needed.
73100 Professional Services FishGm RSA ADFG Fish Biologist - CDQ Monitoring 0-0
73100 Professional Services Rural Utility Business Management (RUBA): Contractors to develop RUBA training OO
materials, provide facility planning and training. The focus of RUBA to assist local

governments to operate lheir utilities as revenue generating businesses.

State of Alaska

FY2000 Mgt Plai

FY2000 Mgt Pla i

0
0)

0.)
03

0)

12-23-1990 10:49 am

Page 60-15 Department of Community & Economic Development

FY2001 Governo

302
24
4,091
203
77
7
3-

FY2001 Governo

5,618 ;

101
113:

10.

07

40/



Line Item Detall

Department of Community & Economic Development

Contractual
Component: Community and Business Development (2486)
BRU: Community Assistance & Economic Development
Detail Information FY2000 Authorized
Servicing
Expenditure Account Agoncy Explanation
Detail Totals 0.0
73140 Accounting & Audit Admin RSA w/ Dept, of Administration for core services specified in the department’s cost 0.0
Services allocation plan: Div. of Finance
73212 Legal Services Law RSA w/ Dept, of Law for core services specified in the department's cost allocation 0.0
plan: regulations attorney position
73253 DP Chargebjck (DOA) Admin RSA w/ Dept, of Administration for core services specified in the department's cost 0.0
allocation plan: computer services (MICS), network devices, auto budget system
(ABS)
73270 Other Professional Admin RSA w/ Dept, of Administration for core services specified in the department's cost 0.0
Services allocation plan: EEO/ADA
73270 Other Professional Contracts with local community development corporations and other private 0.0
Services agencies for technical assistance, loan packaging services, training materials and
workshop development for community assistance. These contractors provide
assistance in the areas of local government management, community develoment,
land management. Other areas of contractor assistance includes Local Boundry
Commission, State Assessor, Alaska Coastal Managment Program (ACMP).
73270 Other Professional Tourism North Program: Alaska portion of the Tourism North Program. Tourism 0.0
Services North, a joint effort between Alaska, Brilish Columbia, the Yukon, and Alberta, is a
cooperative program lo promote highway travel through all four jurisdictions.
73270 Other Professional North American Travel Trade Program: Division staff work closely with tour 0.0
Services operators, suppliers, destination marketing organizations, travel agents and oilier
travel industry professionals to Increase and promote Alaska travel experiences in
their lour offerings.
f i : i i i 0.0
Other Professional Internat|or_1al Travel Tre_{de. rgpresentanves are retained as con_tr;a_ctor_s in Japan,
73270 Services Korea, Taiwan, the United Kingdom and Western Europe. Activities include
advertising in trade publications, statewide product development trips for travel

trade and press, and sponsorship of travel seminars & workshops.

Slate ol Alaska

FY2000 Mgt PI 3

oit
0i)

00

0)

)

0.1

0.D

0.)

12-23-1999 10.-19 am

Paye 50-16 Department of Community & Economic Development

FY2001 Governoi

5,618
2.~

L

52.i

200.1

47.:*

478.1'



Line Item Detail
Department of Community & Economic Development
Contractual

Component: Community and Business Development (2486)
BRU: Community Assistance & Economic Development

Detail Information o
Servicing

Expenditure Account Agency Explanation
Detail Totals

73270 Other Professional Alaska Tourism Marketing Council (ATMC) Absorption: This figure represents the
Services portion of ATMC's budget received by the division due to the elimination of the
ATMC. This funding shall be used to market Alaska throughout the U.S. and
Canada by the development of projects & missions created by division staff, the
hiring of contractors for special services, or a combination of the two.

Although funding was all placed in the contractual line, under the ATMC funding
was allocated as:

Personal Services 194.6

Travel 51.4

Contractual 3,061.0

Supplies 0.2

Equipment 4.0

73270 Other Professional Made-In-Alaska (MIA) program: Contract for continued services for administering
Services the Made in Alaska certification program, Individuals pay a fee and apply for a
permit that allows the permit holder lo affix the state owned MIA logo (mother bear
and cub) on their product. This program encourages the purchase of products
manufactured in Alaska, and is partially funded from program receipts.

73270 Other Professional Contracts for the following programs may include services for research studies,
Services data_ development, e_ind other services required to carry out program goals:
Business - Economic Development programs for existing, small, rural and new
businesses: Alaska Product Resources - Assist the seafood, forest product and
minerals Industries for expansion, exporting, and product development;
Research - Continue to provide accurate and timely economic information lo
Alaskans and communities.

Telephone postage fax etc.

73300 Communications

73323 Basic Costs - ITG Admin RSA w_/ Dept, of Administration for core servi_ces_ specifi(_ed in (tie_ de_partment's cost
allocation plan: basic telephone, measured circuits, dedicated circuits

73400 Transportation Courier service, express mail, DHL etc

73500 Aclv Printing & Binding Advertising, printing and bind.ng . and subscriptions

Slate of Alaska

Page 50-17 Department ol Community & Economic Development

FY200Q Authorized

0.0
0.0

0.0

0.0

0.0

0.0

0.0

0.0

FY2000 Mgt Plai

0.(

0.(1

0.1)

0.)

0.)

0.)

12-23-1903 1049 am

FY2001 Governoi

5,618.8
3,311.2

75»

197

107

54

14

83'



Line Item Detal
Department of Community & Economic Development
Contractual

Component: Community and Business Development (2486)
BRU: Community Assistance & Economic Development

Detail Information

Servicing
Expenditure Account Agency Explanation
Detail Totals
73700 Minor Repairs & Office equipment, display booth maintenance, and equipment service agreement
Maintenance costs.
73841 Renl/Lease-Fix Cost Admin RSA w/ Dept, of Administration for building costs associated with the Tourism
Visitor Center in Tok. (also known as the Alaska Public Lands Information Center)
73850 Space Expense Costs for meeting rooms & equipment for Stale sponsored events or conference
room space at functions where there is an official Division presence.
73850 Machinery & Equipment Photocopier lease agreements
73912 Conference Registration Registration for conference and training
73914 Membership Dues/Fees memberships, dues and fees
73917 Postage & Mail Services Admin RSA wl Dept, of Administration for core services specified in the department's cost
allocation plan: central mailroom
73925 Insurance/Bonds FC Admin RSA w/ Dept, of Administration for core services specified in the department's cost

allocation plan: risk management

State of Alaska
Page 50-18 Department of Community & Economic Development

FY2000 Authorized

0.0

0.0

0.0

0.0

0.0
0.0
0.0
0.0

0.0

FY2000 Mgt Plan

0l

ol

0.

12-23-199 1049am

FY2001 Governor

5,618.8

15.



Line Item Detail
Department of Community & Economic Development
Supplies

Component: Community and Business Development (2486)
BRU: Community Assistance & Economic Development

Line
Number

74000

Funding Source
Fund Code

1002
1003
1004
1005
1051
1061

FY2Q00 Authorized

Line Name

Supplies 0.0

Fund Source Name

Federal Receipts 0.0

General Fund Match 0.0

General Fund Receipts. 0.0

General Fund/Program Receipts (.0

Rural Development Initiative Fund 0.0
0.0

Capital Improvement Project Receipts

FY2000 Authorized

Detail Information

Servicing
Expenditure Account Agency Explanation
Detail Totals 0.0
74220 Office/Library Supplies Office and library supplies for all office locations, 0.0
741560 Data Processing paper, ribbons, laser and inkjet cartridges, toner, discs 0.0

Supplies

Slate of Alaska

Page 50-19 Department of Community &Economic Development

FY2000 Mgt PlaA

0.0

© O o ono

FY2000 Mgt Pla

12-23-1999 10 49 am

FY2001 Governoi

76 (

23i
1<
44 1
21
1
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Line Item Detail
Department of Community & Economic Development
Equipment

Component: Community and Business Development (2486)

BRU: Community Assistance & Economic Development
FY2000 Authorized FY2000 MgtPla i

Line

Number Line Name

75000 Equipment 0.0
Funding Source

Fund Code Fund Source Name

1002 Federal Receipts 0.0
1004 General Fund Receipts 0.0
10G1 Capital Improvement Project Receipts 0.0

Detail Information FY2000 Authorized ~ FY2000 Mgt Pla

Servicing
Expenditure Account Agency Explanation
Detail Totals 0.0
75790 Communicative Communication equipment, telephone faxes, lease, purchase, repair or upgrade 0.0
Equipment

Stale of Alaska
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Line Item Detail
Department of Community & Economic Development
Grants, Claims

Component: Community and Business Development (2486)
BRU: Community Assistance & Economic Development

Line
Number

77000

Funding Source

Ljne Name

Grants, Claims

Fund Code Fund Source Name
1002 Federal Receipts
1004 General Fund Receipts
1007 Inter-Agency Receipts
1063 National Petroleum Reserve Fund
1111 Fishermans Fund Income
Detail Information
Servicing
Expenditure Account Agency

77440 Grants Other Agencies

Page 50-21

Explanation
Detail Totals

Grant payments as part ol the ARDORS program 620.0
Flood Mitigation Assistance Program Grants 113.7

Alaska Coastal Management 1390.9
Alaska marine Safety and Education Assn 100.0

Alaska Village Initiatives 60.0

Stale ol Alaska
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State of Alaska Tourism Marketing Program
Initial Contract Negotiation Outline

State Tourism Program Mission

The purpose of this paper is to outline those elements that tl e Alaska Department of Community
and Economic Development (DCED) and Division of Tourism (DOT) believe are important and
must be addressed during the process of negotiating a contract with a qualified trade association
under AS 44,33.125. DCED and DOT are charged with implementing a tourism policy for the
State of Alaska. The State's guiding principles regarding tourism in Alaska are contained within
the Division’s mission statement:

e To createjobs and business opportunities for Alaskans;
e To disperse the economic benefit of tourism throughout Alaska and throughout the year;

e To assure an Alaska visitor experience that is second to none.

The focus of all tourism efforts funded through state dollars must be to benefit Alaskans. Given
substantially reduced general fund support for tourism promotion and planning efforts in recent
years, it is essential that the state’s limited resources be applied to those areas that will best address
the key issues facing tourism in Alaska to the greatest benefit of its residents and businesses.
Achieving the mission requires a combination of promotional efforts, planning for future
development, research to understand both the current market and the potential markets, and

business assistance to Alaskans.

Goals

The State tourism program must meet anumber of State of Alaska goals. Some of these are

relative broad public policy goals; others are more specific gods. The broader goals for tourism in

Alaska are:

e« Serve as an effective economic development tool for communities throughout Alaska.

e Becommunity driven to allow each community to decide whether tourism is appropriate for
their community and the types and level of visitation they desire.

e Preserve the cultural values and quality of life for all Alaska residents.

« Beenvironmentally and economically sustainable in the long term.

e« Provide a significant portion of benefits to the local area where visitation occurs.

e Increase resident satisfaction with the visitor industry; reduce impacts to residents and
communities and maintain the quality of life for Alaska residents.

* Maintain or improve overall visitor satisfaction.

Within the context of the broader goals listed above, the state's goals for tourism marketing and
growth are as followc:

* Increase interest in Alaska as a visitor destination.

¢ Maintain or increase the average length of stay in Alaska.

 Increase employment of Alaskans in the visitor industry throughout the state.

* Increase awareness and participation of businesses in the marketing program.

e Increase private-sector funding of state tourism marketing programs.
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» Endeavor to position Alaska as a year-round destination.

 Increase visitation to all regions of the state including non-urban areas.

e« Attract a diverse mixture of visitors who travel to and within Alaska by a variety of travel
modes.

* Increase total visitor expenditures statewide; endeavor to maintain or increase per trip
expenditures.

* Increase independent visitation to Alaska.

e Increase the rate of repeat visitation.

Issues Facing Tourism in Alaska

The Division of Tourism and industry leaders have identified the following issues affecting the

continued growth of tourism in Alaska:

1) Visitor growth to Alaska has been steady over the past fifteen years, however, the rate of
growth overall has been slowing in the past three years.

2) To provide increased economic diversification Alaskans are turning to tourism as the industry
offering them the greatest potential for growth. The rate of entry of new tourism-based
businesses is significantly higher than the rate of growth of the tourism industry. Thus,
businesses must grow notjust from an expanding market, but from taking market share from

competing businesses.
3) There has been a marked change in the market share held by independent visitors, falling from

70% in the mid-80s to 50% today.

4) There has been increased vertical integration and mergers in the industry that has decreased
opportunities for small businesses in Alaska.

5) Several points around Alaska are suffering from crowding to the point where visitor
satisfaction is declining, and resident/visitor conflicts -ire increasing. (Juneau, Denali and
Skagway)

6) Outside of these congested areas, most parts of Alaska have surplus capacity during peak
season and want to see continued growth that will support their local economies.

7) Communities that are currently uncrowded are concerned about the effect that growth will have
on residents’community values and quality of life.

8) Competition from destinations outside Alaska is increasing.

9) Tourism has emerged as the second largest industry in Alaska, and the largest employer of

Alaskans.
10) Tourism is a key source of entry level employees and a key player in reducing the state’s

welfare rolls.
1' Actions of many state and federal agencies have a significant impact on the visitor industry.

Improved communication between agencies and consultation with the Division of Tourism's
industry experts will help avoid problems and create opportunities.
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