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·1 The board of citizens would meet annually only unless there 

2 some other special purpose . They would not be compens~ted 

~ except to the extent of expenses. And essenti~lly they would be 

4 representatives in what mi-ght be termed Alaska, Inc. 

5 We were also asked if we felt that a popular election 

6 of some portion of the board was appropriate, why we might f eel 

7 so. I think there are three r easons. The first would be ti1a t 

8 it allows the public input in the sense that the wishes of the 

9 majority of the State can be expressed. The views and conce=ns 

10 of minorities in geographic areas . Finally, it does in reality 

11 give life to the concept of Alaska, Inc. There is a very close 

12 analogy with the representatives elected here being very 

13 comparable to the board of directors or the board of governors 

14 being elected by sharehol0~rs . 

15 Now, the board of directors. Our view of th0 ~oard of 

16 directors is that initially it be composed of a group of, say 

17 7, it could be as high as 11, that is a matter of choice . But 

we said for the moment 7 members who would be appointed by t he 

19 governor, staggered terms, so no one gubernatorial candidate 

20 or elected official c.ln contro l it. And t o be confirmed by the 

21 Legislature so ·the Legislature has its input. The board of 

22 directors essentiC1 lly , and the key here is that in our view it 

23 is a policy making boa rd. I l receives and acts on the issue s 

24 presented to it by management but does not intervene in 

25 management in the sense that it does not present spcci f ic lo.lns, 
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it dqes not suggest geographi c redistribution emphasis , whatever . 

2 Its purpose is to set pol icy and to react to input provided by · 

3 the staff. 

4 The pres i dent of .Alaska Permanent Fund , in our view, 

s should be appointed by the board of directors . The key issue 

6 here would be the strength of this individual. He should have 

7 tlie power to conduct a l l the ordinary business of the 

8 corporation , hire, fire , be responsible only to the board in the 

9 sense of what is normal prerogatives of management. He would 

10 serve also ex-officio as chairman of the board of directors but 

11 would have no vote . 

12 Those are our views on the three questions presented to 

13 us . Are there any questions you :11ight have? 

14 MR . GALLJ\.GllER : How c.:0uld that large board and the 

15 board of citizens be more responsive than a body that is already 

16 elected e very two years called the Legislature? Why would that 

17 be more responsive to the Permanent Fund? 

18 MR . REGIS: I would think it would be more r e s ponsive 

19 because it has only one issue to deal with. It has only one 

20 function , hence the viewpoint of the individual or the use of 

21 that function is clearly well establiohed and is not 

22 intermingled with a host of other issues. 

23 MR. WOllLFORth: I am not sure the split between the - -

24 you state the board shall be er.lpowered to recommend clrnnges and 

25 to receive, consider , and vote on s ta temen ts of policy for the 
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Fund submitted to it by the president of the board of director·s. 

2 The board is delegated all powers, the board of directors is 

3 delegated all powers except those reserved to the board of 

4 citizens. Have you thought out how far down in policy the board 

5 of citizens goes and where the split is be tween that board and 

6 the board of directors? Do you have any comments on that ? 

7 ME\ . REGIS: I believe our view is that the split would 

8 be very narrow in the sense that it would be issues that would 

9 effect, i.e. , for example, an ordinary corporation under the 

10 Articles of Incorporation or the bylaws associated therewith. 

11 MR. WOHLFORTH: You also state that the board of 

12 directors would be explicitly prohibited from suggesting or 

13 recommending any particular financing operation to be 

14 considered or made by the board . But i t would have power to 

15 decide on -- let 's say loans or equity investments proposed to 

16 it by the staff . What do you mean by particular financing 

17 operation? Are you talking there of the actual industry to 

18 which a loan would be made or the borrower? Is that what that 

19 means? 

20 MR. REGIS : In our view, the board would decide on 

21 issues presented to it and would indeed que ry very closely the 

22 staff on all of the factors thut into r ecooonending either for or 

23 against a particular ~oan. But it should not enter into the 

u question of seeking out particular areas of loans other than 

25 to say by policy . Now , let's say t hat our policy with respect 
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to the ~tate is to fund heavily i~ the agricultural area. That 

2 would bei the prerogat ive of the board to suggest to management · 

3 that these are the kinds of things we are interested in doing as 
I 

4 a policy matter. Not to say, put this particular farm on the 

s ballot for us to vote on. 

6 MR. WOHLFORTH: You don ' t want the board members to 

7 come in to meetings and say, " this is a great prospect" , you 

8 want that to be all staff generated . 

9 MR. REGIS: Yes, precisely . Dut it would be the 

10 board's prerogative to set the sectors in which the Fund should 

11 be opera ting as a matter of policy . 

12 MR . FERGUSON: You are recommending that we have a 

13 board of citizens of approximately 40 members . 

14 MR . REGIS: Are there 16 Senatorial Districts? 

15 MR. FERGUSON : The reason I ask this is because on a 

16 few of our boards and commissions we have Judicial Districts . 

17 Five Judicial Districts. A board of ci ~izens with 40 members 

18 would be unwieldy . It takes the Legislature over 90 days just 

19 to consider some of these matters. Yqu can imagine how long 

20 i t would take 40 people to deal with the Permanent Fund. 

21 MR. REGIS: I am a little indifferent exactly how you 

22 carve up the geographic areas . I suggested Senatorial. Maybe 

23 yours is better . I would not quarrel with that at a ll. With 

24 respect to the unwieldiness , the World Dank has something like 

25 1 40 governors and it works very effecti vely. And this particular 
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board would meet only once a year with basically!, 2, or 3 major 

2 issues to confront it. ~t's a very simple function. so I 

3 doubt that 40 members would be unwieldy. That is my personal 

4 feeling. But, if it is, then you just cut the number back. My 

s 
6 

7 

reaction is if. you can get around 40, 50 whatever it broadens the 

representation , which is an important feature. 

MR. EDENSO: Could a board of citizens board member 

8 also be a legislator? 

9 MR. REGIS: That is a question I hadn't addressed . 

10 MR . EDENSO: It seems to me if somebody is running for 

11 the State Legislature and there is another board he could run 

12 for and be very influential in both areas, it would be a 

13 tremendous incentive for him to be on the board of citizens as 

14 well as a legislator . 

15 MR. REGIS : I hadn 't given that a lot of thought . My 

16 visceral reaction would be .negative . I would like to think about 

17 that . 

18 MR. LOVE : I guess I missed part of this, but why not 

19 just make the Senators a board, have them on the citizens board? 

20 MR. REGIS: The reason we suggested that is one of the 

key objectives, Jamie, that we were trying to accomplish was t o . . 21 

22 allow for positive input from all sectors yet make sure it was 

23 not unduly i nfluenced by any one. The Senate is already involved 

24 in confirming the board of directors . So if the Senate wa s 

25 involved in confirming the board of directors and was also 
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serving as a board of citizens , it would have disproportionate 

2 weight and influence on t he Permanent' Fund. 

3 MR. CRAWFORD: If the board of citizens is a group 

4 t hat is only going to meet once a year, why do we need it? 

5 Why would any. citizen spend time and money to run for a position 

6 that accoraing to your presentation is, No . 1, a nonpaying 

7 position and, No. 2, has no -- if they meet once a year, what 

8 do tht:!y do? 

9 MR . REGIS: The purpose of the meeting once a year is 

10 to receive the report and the accountabi.'.i ty of the operating 

11 per sonnel and board of directors . So you make the PFrmanent 

12 Fund accountable to the board of citizens or, in eifect , the 

13 electorate itself . And, secondarily, perhaps even more 

14 importantly , you want to be able to change the direction of the 

Permanent Fund if circumstances themselves change . There is no 
I 

15 

16 proviso without some kind of public input for the citizens to do j 

17 that. This way, at ieast once a year there is a meeting that I 
I 
I 

18 says, "Yes, are in agreement and the Permanent Fund is ~-rocecding ! 

19 in the right direction", or , "we wish t o change it. And we are 

20 going to change the direction of the Permanent Fund, here ' s what 

21 we want to do to it". 

22 MR. LOVE : One of the fears I have would be the whole 

23 issue of how much money they could spend to get elected, who they 

24 could get contributions from . It seems obvious to me you would 

25 at least have to think about the problem. Say the canned salmon 

PAT KLING REPORTING SERVICE 
SUITE 400 ANCllORAG E LEGA L CENTER 

1016 WEST SIXTH AV ENUE 
ANCHORAGE, ALASKA 

- 152-



• 

• 

contributed 100,000 or whatever to var ious candidates. .I can 

2 see pasicall y · the recipients of a potential loan being very 

3 heavy contr ibutors to the people who are running for off ice to 

4 decide where these loans are allocated. 

5 MR. REGIS: Again , I would go back to the prior comment 

6 of making sure there is not undue influence from any one sector. 

7 To make unusual contributions to a member of the board of 

8 citize ns, your prospects of achieving a loan under the 

9 protection built into ~his organization is not great . 

10 MR. LO\~ : I ' m not saying that if I gave you 500 

11 dollars -- to a candidate that I ' d want a loan for a million 

12 dol_J.ars. I'm saying a particular industry as a whole deciding 

13 that they wanted to make a pitch for investment and that they 

14 wanted to support various candidates. Let ' s say the mining 

15 industry decided they wanted to put 200 , 000 dollars in the 

16 campaigns and they weren ' t saying that you had to loan the money 

17 to three corporati ons or this corporation , just basically we 

18 want to set aside 200 million dollars for us to develop -- I'm 

19 sure they would have a good argument to develop mining resources , 

20 and maybe contributions could be raised through corporations, 

21 maybe contributions could be raised through executives or other 

22 people connected with the industry. I can show you exampl es on 

23 the last poll control. on how money has been r 'aised for various 

24 industries. What I am saying, is I am not so sure that the 

25 members e l ected to these so- called citizens boards -- if you 

. 
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make it peopl e that are goin~ to receive major financing from 

2 those groups that are looking to get the investments . 

3 MR. RIGIS : You would have to work your way through 

4 the , both the operating management which is relatively 

5 autonomous and the bqard of directors who are responsible to the 

6 Legislature and the governor, I would think that short of a 

7 majority being elected that way, which I think would also surface 

8 in terms of a political backlash, it would be very difficult to 

9 accomplish. To accomplish loans to a particular segment of 

10 industry through the citizens board. I don ' t think that is a 

11 great danger, but I do recognize the validity of what you are 

12 saying. They could gang up on a particular issue. 

13 MR. LOVE : What you are saying is it's not going to be 

14 a big problem because they are not goi ng to be that powerf• 1. 

15 But I assume the first impact is how the money goes and how it is 

16 managed. 

17 MR. FREER: I would see the citizens board acting in 

18 really a legislative capacity that relates tc the Permanent Fund, 

19 in meeting once a year and how it has been managed and if it is 

20 staying on the trad:. My comment might be, why couldn ' t the 

21 Legislature sit once a year as a citizens board? They are duly 

22 elected by the citizens of Alaska, why couldn ' t they sit as a 

23 board once a year and fulfill the normal functions of a Legislatu 

24 anyway in i evicwing the opcril ti on of the fund . 'l'hat is mof e of 

25 an obscrvat.'.on than a question . 
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DR. LOGSDON: One observation might be that the 

2 citizens board might be an awfully expensive group to bribe . 

3 One thing WE~ are trying to achieve here, as I understand it , is 

4 insulation from political p rocesses as it r elates to other 

5 things other than the Permanent Fund, which might be an 

6 argument against the Legislature sitting as a citizens group. 

7 MR. REGIS : That is r i ght . That is our viewpoint in 

8 suggesting this as entirely separate from the Legislature. 

9 MR. BARNES: Th e function of a citizens board is like 

10 stockholders , like having the annual meeting and doing stockholde 

11 l ike type thi ng and would certainly not pass on day to day 

12 operations . 

13 MR. REGIS: Tl a t ' s right. Like in an ordinary 

14 corporation, it would receive a report frrnn the board of 

15 directors and operating management on what the fund is doing and 

16 where it is going . And what policy is to be passed upon by them . 

17 MR. BARNES: Couldn ' t the Legislature do that jus t as 

18 easily? 

19 MR. REGIS: They could indeed . My thought is I would 

20 prefer to see something removed from the Legis l ature so the 

~1 Legislature has its input through the board of directors instead 

22 of -- as control , as it would be under that method . 

23 MR. WOllLSFOR'rll: 'l'here is an .:ina logy too of the 

24 Legislature which is supposed to sit as a n assembly for the 

25 unorganized borough and never has exercised that function. So 
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one would wonder how close attention they would give to this 

2 thing. 

3 MR. EDENSO : I think an observation is a good many 

4 of the residents of Alaska · perceived the Permanent Fund as a 

' s means of insulating government from the legislative body. I 

6 

7 

8 

9 

10 

think if we assume that the legislative body will have the 

functions of a board of citizens or a di~ ~ct board over the 

Fund , then what the hell is the whole purpose of trying to insula1e 

th~ Permanent Fund from the legislators . 

MR. GALLAGHER: The purpose was to i1;sulate it from 

11 undue political influence, not necessarily from the l egislators. 

12 What you have a dual board structure is to do that. You need 

13 the proper political input. 

14 MR. EDENSO: I think what I am saying is that the 

15 Permanent Fund is viewed as a savings account, whereas a 

16 separate fund which t he legislative body can in no way influence 

17 for budgetary purposes or government expenditures is one of the 

18 most often voiced viewpoints in the public media . And if you 

19 turn around and set the legislative body as the policy making 

20 body on top of the Fund, then you may have, in fact , defeated the 

21 purpose of the ·Permanent Fund . 

22 MR. Gl\LLAGIIER: I don 't see it ---

23 MR. CRAWFORD: l\n observation is, they can't defeat the 

24 purpose , not that they would, of a Permanent Fund if they can 't 

25 Sp.2nd the money. As I undcrs ta11d i L, that was in the proposa 1 
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€hat passed. 

· 2 MR. REGIS: But if they were to function as both a 

3 board ofi citizens and to pass· on the board of directors that 

4 would give them a chief proporation of the influence. I think 

5 that is Jim's point, this .insulates the Fund from any influence 

6 by the Legislature but still allows very positive influence. 

7 MR . WOHLSFORTH: I think we must distinguish between 

8 policy and influence , otherwise we are going to be getting off 

9 the track very rapidly. 

10 MR. LeRESCHE: I am stil l unclear as to what you are 

11 suggesting as to where the line between policy and operations is . 

12 Let ' s focus on your two boards for a minute. You used the 

13 example of concentrati ng on agricultural i nvestment. And the 

14 way you described it the second board of directors would be the 

15 deciding body . Did I hear you say that? 

16 MR. REGIS: The board of directors will overall decide 

17 the policy of the Fund subject to review by the citi zens board . 

18 MR. LeRESCHE : Then you have the citizens board voting 

19 on that policy . 

20 MR. REGIS : The citizens board votes on the Articles of 

21 Incorporation and the Bylaws and , in fact , passes on the annual 

22 report made to it by the board of directors. If t h e citizens 

23 board disagree with the direction of the Fund , they can change 

24 t hat, in effect , through the Bylaws , if they so wish. I think 

25 tha t would also require review by the Legislature at that point. 
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Because basically. the Bylaws and Articles are going to be part of 

2 the -- so that goes back to the Legislature and so forth as well. 

3 MR. LeRESCHE: I understand that. But then in your 

4 text you also say t he board of citizens shall consider and vote 

5 on statements of poiicy submitted by the president of the board 

6 of directors . And that is what is confusing me . · 

7 MR. REGIS : It is also the reason I stopped because you 

8 have taken it out of context with the preceding which says 

9 "Charter ... and the receive , consider and". If you change the 

10 charter you are going to aut~matically change all the re~t of the 

11 direction. 

12 MR. LeRESCHE : But if the board of directors comes out 

13 with a statement of policy and says we'll stress agricultural 

14 investment and the board of citizens has nothing to say about 

15 that short of changing the whole charter? 

16 MR. REGIS: Short of reviewing a change of the charter . 

17 MR. LeRESCHE: So they don ' t actually vote on that 

18 policy. 

19 MR . REGI S: Not prospectively, retrospectively it would 

20 apply , either endorsing or suggesting a change . 

21 MR. LeRESCHE : So they can have a positive role, they 

22 don ' t have to sit chere . 

23 MR . REGIS: They a lways have the advisory capacity by 

24 meeting once a year even if ~hey don't suggest a change in t he 

25 charter . 
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' MR. LeRESCHE: So the actual policy sits · wfth the 0oard 

2 of directors and the oversight policy is with the board ·of · 

3 citizens. 

4 MR. REGIS: That· is corre:ct. 

5 DR. LOGSDON: Let me see if I have this concept c lear. 

6 What you are talking about : s essentially establishing a 

7 separate corporation to handle the Permanent Fund . The stock-

8 holders of that corporation are all the citizens of the State of 

9 Alaska. In order to have a stockholders meeting and you can't 

10 find a room that is large enough ~o put everybody into, so you 

11 essentially select a certain number of citizens and put them in 

12 there to represent the stockholders and they perform the same 

13 function as stockholders of any corporation. 

14 MR. REGIS: Very comparable, yes. 

15 OR. LOGSDON: And the reason this is separated in this 

16 sense from the Legislature is because you ' ve got a separate 

17 corporation. There is no question but that the Legislature 

18 represents the people. It's really two separate functions,but 

19 because it ls a separate orga~ization · ---

20 MR. REGIS: That is right. It is a State instrumentali y 

21 so consequently you do have to put State input in it. 

22 MR. MOTLEY: Who are the president and this board of 

23 directors directly answerable to? Who could fire. t :·:e president 

24 and the board of directors? 

25 MR. REGIS: The president can be fired by the board. 
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The board can b e fi r e d by -- ei t he·r their term expires or they 

2 c a n be fired by t he Legislature and t h e governor. 

3 MR . LeRESCIIE: Wh ich? 

4 MR. REGIS: I hadn ' t given that that much thought. 

5 They way that they are put in , course , is t hat they are put in 

6 b y -- the governor recommends and the Legi ~ J.ature agrees. I 

7 woul d think they would have to come out the same way. 

8 MR. LeRESCHE: Do you mean to say they would both have 

9 to agree to fire them to get rid of them. The governor appointed : 

10 somebody and he was confirmed by the Legislature . 

11 MR. REGIS: I would think that either the governor or 

12 t he Legislature could act to remove them. But it would take bo t h 

13 to agree just as it does with any kind of legislative matter. 

1 I MR . LeRESCHE: To get them on . But to get them off, 

15 t hat is the question. If either one would refuse to impeach 

16 him , then the person could stay on. 

17 MR. REGIS: If either one refused , that's right . But 

18 I would think that would also have the override protection . 

19 Let ' s say the Legislature wanted to r~moved him and votes to do 

20 so and the governor says no, there still could be an overriding 

21 feature that allows the Legislature by a sufficient majority to 

22 kick that particula ~ rascal out. 

23 MR. LeRESCHE: On the Public Utilities Commission , the 

24 Legislature voted to knock the guy off and if the gover .. i:> r doesn' 

25 like it , it's too bad . It rarely happens, I don ' t think it has 
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ever happened on ~he Public Utilities Commission but that 

2 accountability is in the law. 

3 MR. EDENSO: I am not sure ! · understand what you are 

4 getting at, but it seems to me if the person doesn't know who 

s the hell he's working for, who is he going to take his orders 

6 from, the governor or the l~gislative body or who? Who is his 

7 boss? 

8 Mk. MOTLEY: The line of authority. 

9 MR. WOHLSFOHTH: We all know the pattern in .\laska is 

10 people aprointed by the governor and confirmed by the 

11 Legislat·1re are dischargeable, serving at the pleasure of the 

12 governor with two exceptions , the PUC and the Board of Regents. 

13 PrGvious to about four or five years ago we did pass some laws 

14 where people were removable for cause , which meant in effect 

15 their terms are absolute. I think that is the context of the 

16 way it is now and anything other that is a deviation, which may 

17 be proper . 

18 MR. FREER: Mr. Chairman, are we workin g i n such 

19 virgin ground that there is no background or history of how 

20 another somewhat comparable Fund migh t have been structured and 

21 worked successfully? Or are we in something brand- new? 

22 MR. REGIS: There is no directly parallel fund f~om 

23 which to draw on. 

24 

25 

MR. FREER: We're ~reaking new ground . 

MR. LOVE: The 1\lbertn fund , how about that? 
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MR. RI:.:GIS: The fund is analagous but the functiun of 

2 the fund is ~ntirely differe nt. If you ':1ay no to development · 

3 banking, then Alberta becomes analagous. 

4 MR. LOVE: What is Alberta do ,_ng? Can you explain that 

5 to us? 

6 MR. GALLAGH::R: I don't underst and 11ow Alberta is that 

7 much different. Tako the word development out of it and the n 

8 talk about what is different about it. 

9 MR . REGIS : Isn' t Alberta more concerned with investing 

10 as opposed to development and financing actlvi ti 1~s? 

11 MR. GALLAGHER: Wha t is the difference!· 
' 

12 MR. FLEETWOOD : The Alberta situation is not 

13 necessarily <lissimilar. The only things that a re different are 

14 that t hey have taken a definite stand that they a r e a fund and, 

15 of course , a trust fund in that concept and have removed the 

16 option of l everage anC I think equity as well. I can ' t remember. 

17 But they have indicated that up to a certain percentage of their 

18 fund may be i nvested in development of some project , income 

19 producing project, and have va rious criteria for those . If this 

20 were t o end up being a smorgasbord, I think it would be easy to 

21 say that Alberta is a l so a smorgasbord. 

22 MR. WOllLSFORT!l : Alberta is reasonably new, it hasn 't 

23 ~uch of a track record. 

24 MR. FLEETWOOD: Alberta is very new in terms of having 

25 its own capital in t he Alberta Heritage 'frust Fund . However, it 
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has been making investments And within 

2 capital, which I believe was a billion and a half dollars, 

3 of that came in the form of previously made investments as 

4 ~o c~sh. They have invest~d in capital projects, money market 

5 instruments, employment-oriented projects, among other things 

6 that they ere already inves~ed ~n. 

7 MR. GRUENING: In the Alberta situation, isn't there 

8 an assembly, or conunitte, or its management position more or less 

9 the board of directors analagous? I read kind of an overview of 

10 it. 

11 MR. FLEETWOOD: I don't know the proper terms for 

12 Canadian government officials, but to simply it , ~t appears that 

13 their Cabinet members act as the board of directors. And then 

14 

15 

16 

17 

18 

there is an admi~istra~ive group Lelow that, which is essentially 

the Treasury Department . With respect to the socially-oriented I 
projects, their responsibility comes from the Legislature. 

And with respect to the profit-oriented or preservation profit 

oriented projects, the responsibility is with the administrators 

19 of the operation. 

20 MR. GRUENING: You have an executive officer who 

21 overse~s the whole thing. How is he selected? 

22 MR. FLEETWOOD: By the board, the Cabinet members of 

n the board. To be honest, a t the present moment the thing is very 

24 comingled with the Treasury Department. 

25 MR. REGIS: Isn't it true that at the moment it has not 
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done an awful lot- of development f inancing . It has the ability 

2 to do these things but it has not yet functioned. 

3 MR . FLEETWOOD: As the Alberta Heritage Trust Fund 

4 that may be the case. 

5 MR . REGIS: But it is not functioning in the 

6 development financing area at this moment. 

7 MR. FLEETWOOD: No. To really go into it requires 

8 they can go up to 15 or 25 percent in do- good loans .. 

9 MR. WOHLSFOR'rH: Why don 't we take a break now . 

10 OFF THE RECORD 

11 ON THE RECORD 

!2 MR. WOHLSFORTH: Let ' s get back together if we can. 

13 Just before the break we were gettin<J some comments on the 

14 structure of the Alberta Heritage Fune.. and we might resume with 

15 those. 

16 MR. FLEETWOOD: Prior to that, we were discussing 

17 what they had done so far. They have invested in something 

18 called SinCrude Development Canada , Canada Cities Services, the 

19 Alberta Energy Company, telephone and municipal finance 

20 corporations, and liquid money market instruments . 

21 They can leverage their assets al though they can only 

22 borrow from t he Treasurer. And while by statute or by 

23 legislation they can borrow long or s hort t e rm, the real thing 

u and definitely what they plan to do ls not only borrow short term 

~ to cover cash flow - - anticipated cash flow at the end of a mon th 
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or something, they get 30 percent o~ the non resource oi.l 

2 revenues and know what it is corning. 

3 With respect to structure, they do have a 24-rnan . 

Heritage Trust F.und investment committee which is all the members ! 4 

5 of the execu~ive council in my terminology. It was explained to 

6 me in terms of Cabinet members. And it is also my understanding, 

7 as someone here pointed out, these are also members of the 

8 Legislature. I don't understand their political sys~em so 

9 MR. WOHLSFORTH: It is a parlimentary system, is it 

10 not. 

11 MR. FLEETWOOD: But this is the provinces and not the 

12 nation . 

13 As I stated earlier, when they set the fund up, I 

14 believe it was in May , they took investments that had been made 

15 with the fund in mind, as well as cash, and had established a 

16 procedure on which they would evaluate that. They can continue 

17 to receive investments and securities made by other areas of the 

18 government in lieu of cash, but these investments must stand 

19 pretty strict criteria and there are established means of 

20 evaluating even the social benefit non-income producing 

21 i nvestments for that purpose. They established some up to 

22 guidelines with respect to how their funds could be used. If 

23 people here determine . to have guidelines, which is the only way 

24 to do it, if you have specific guidelines of, say, for example, 

25 30 percent of the Fund 's assets must be in something and 20 
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I 

percent must be in s omething else , it can only cause problems of 

operation and may lead even to bad loans at times when you would 

want to make very good loans , by doing so you may distort the 

4 ratios , therefore, you must quickly look for one in another 

5 category in o rder to make the loan that you want t o make . Some 

6 up to procedures . In any case , they are allowed to invest 20 

7 percent of their assets in projects which provide long term 

8 economic and social benP.fits for people that will not necessarily 

9 yield a return to the fund • 

10 MR. FEGI:S: A prior question wa s posed to me, did I 

11 see this organization as appropriate if the primary function was 

12 to be a development bank. I wouldn ' t consider 20 percent to be 

13 the primary function. And my response is tempered to the kind 

14 of organization which would have as one of its primary functions 

15 development bank. I think if the smallest point were 20 percent 

16 then I might come up with a different answer , but that wasn't 

17 the way the question was posed to me . 

18 MR . WOHLSFORTH: 20 percent, what ~bout the balance of 

19 the 100? 

20 MR. FLEETWOOD: 15 percent may be invested in the 

21 Canadian or provincial government type securities . Up to 100 

22 percent could be inve sted in income producing social economic 

23 diversificd tion and development type projects as long as they 

24 were income producing and yielded a return to the fund. And that 

25 is in potential development. And up t o 100 percent of the fund 
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can be invested in temporary money market securities at the 

2 discretion of the Provincial Treasurer. The major purpose there 

3 is idle funds are funds waiting to be used in one of the other 

4 catagories . 
. 

s MR. EDENSO: You said Provincial Tr&asurer, is that 

6 the treasurer of the government of treasurer of the fund? 

7 MR . FLEETWOOD: I am responding to the question are 

8 there similarities in the goals and objectives. I am not 

9 _recommending structure . This is very integrated into the system . 

10 The Provincial Treasurer is the guy that operates and 

11 administrates the fund to all intents and purposes. 

12 MR . EDENSO : Is he an employee of the government, or 

13 is he an employee of the fund? 

14 MR. FLEETWOOD: He is an employee of the government. 

15 There is a Gary Beatty who is manager of the Heritage Trust Fund. 

16 MS. FLEISCHER: Who is he employed by? 

17 MR. EDENSO: I think that answers my question, thank 

18 you . 

19 MR. FLEETWOOD: The officials in the Treasurer's Office 

20 I have a list here. The officials in the Treasurer's Office are 

21 five people . One of them is the manager of the Heritage Funcl. 

22 But if one were to deal with them, you would deal with any one of 

23 the five people. And the five are the Provincial Treasurer, the 

2~ Deputy Provinci al Treasurer, the Assistan t Deputy Provincial 

25 Treasurer and the Director of Investments, Financial Management. 
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MR. EDENSO: Mr . Chairman, I think what we are talking 

2 about is the similarity of the fund , the proposed fund and its ' 

3 activities in Alaska not of the Alberta Heritage Fund. And I 

4 think the discussion up to· that point of having to do with the 

5 dual board system proposed by Price Waterhouse. 

6 MR. WOHLSFORTH: I think it was asked if there were any 

7 situations which\ere analagous and I think that led to the 

8 Alberta structure . Do we have any more questions on the Alberta 

9 structure? 

10 MR. LeRESCHE: Who hires the executive director? 

11 MR . FLEETWOOD: I am not that fami l iar with it. Our 

12 Canadian people are very close to it , I don ' t know about the 

13 appropriateness of the structure , the simil arity an<l purpose are 

14 definite. They do report as Dan has been suggested, they have 

15 annua l reports and a cornrni t tee of the legislature reviews them 

16 on the performancE? of the fund . 

17 MR. LOVE:: This is a parlimentary form of government . 

18 MR. GALI~GHER : I think I might have a broader 

19 definition of a development bank. I think your definition is 

20 more narrow than mine. I would see a broader definition and 

21 that is why I would see some difference. 

22 MR . FEGIS: Are you trying the definition out on me? 

23 MR . GALL~GHER: Well, as I perceive your definition of 

24 a development bank, it is only for economic diversification . 

25 MR. FEGIS: No, I wouldn't sny that. Do you mean 
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economic diversif~cation would be the so l e criteria? 

2 MR. GALLAGHER: Yes , of a development bank. That is 

3 what I perceived when you des cribed it . 

4 

6 

7 

8 

9 

10 

11 

MR. FEGIS: My perception of a devel opment bank --

we are using the word bank , but it ' s really an i nstitution. 

My definition would be the fund of resources to be used to 

accomplish basically social ~bjectives which are primarily 

economic in impact through the private enterprise system. 

(REPORTER PLAYED BACK LAST ANSWER AT MR. FEGIS ' 
REQUEST) 

MR. WOHLSFORTH: Now , that you have heard your 

12 definition , do you wish to amend i c? I t hink it is a tall order 

13 to define the purpose , the structure and the goals. So I am 

14 sure people will bear that in mind when they start to tear it 

15 apart. 

16 MR. LeRESCHE: Would you include in your definition a 

17 cooperative, say, for example, as a feed into the free 

18 enterprise system? 

19 MR. FEGIS: I don ' t think I understand your question. 

20 MR . LeRESCHE: Would you include things like co- ops and 

21 stuff like that as utilized into the free enterprise system? 

MR. FEGIS: Yes . 

23 MR. LeRESCllE : Is free enterprise any thing that is not 

24 part of the government? I want to make sure I understand your 

25 definition of free enterprise. 
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MR. FEGIS: In this context, yes. To primarily use 

2 the private sector of the economy. 

3 MR. LeRESCHE: That could include private nonprofit 

4 corporations? 

5 

6 

MR. FEGIS: I would say yes. The criteria would rem~in I 
the same whether or not the funds were granted to that enterprise. 

I 

7 MR. LeRESCHE: They are at least equal. 

8 MR. WOHLSFORTH: Let's see , where were we. Do you want 

9 to pursue this definition of a development bank or turn your 

10 attention back to structure? What is your plea5ure'? Are there 

11 any other comments? 

12 MS. FLEISCHER: I want~d to ask about several things. 

13 You said the question you were answering is, how is '.he fund 

14 to be structured if this is a developme nt bank? 

1 ~ MR. FEGIS: If a significant activity were development 

16 banking. 

17 MS. FLEISCHER: I had a thought on the board of 

18 citizens. I don 't really see a use for that board of citizens. 

19 I think it would be sort of a useless board if they met but once 

20 a year and had no real power . In fact, I'm afraid that you could 

21 see this as an ·attempt to tell the citizens that they did have 

22 power and they dicln' t have t.)OW~r and they might be cynical about 

23 the board of citizens. I'm not sure whether they should or 

24 shouldn't have power but I see th.:it particulnr setui:) as a sop to 

25 the citizcno by saying you would have control over the Permanent 
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Fund through your board of directors. I don't think it is 

2 realistic to think that they can change the bylaws, especially · 

3 if it has to go through the Legislature. And if they did 

4 change the bylaws, it would take them a long time. 

5 I was wondering if, for instance, the Fund were a 

6 savings account fund or even initially a s avings account fund , 

7 if a decis i on were made to invest money and then put the income 

8 into a general fund, for instance, it would be set up entirely 

9 differently . 

10 MR. FEGIS: It certainly would, yes. 

11 MS. FLEISCHER: Then the Legislature would make t h e 

12 decisions about the money would be spent out of the general fund. 

13 So if they decide to invest i n fisheries or decided to invest in 

14 agriculture, whatever they decide to do , they would make the 

15 decision because they would be spending out of the General Fund . 

16 MR . FEGIS: I don ' t think this particular suggested 

17 organization would fit those circumstances by any means at all . 

18 If you were going to a savings fund concept, the relative risk 

19 becomes measurably less. So I am not even trying to address that 

20 question. Just as a pure commentary on that, if you are going to 

21 go to solely a savings accoun t concept, if that were the primary 

22 function, then a whole lot less complicated organization would 

23 be drawn up, there is no question about it . 

24 MS. FLEISCHER : Maybe we should be doi ng this , lay i ng 

25 out the alternatives. It could be a pure savings acount , it 
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could be a p ure economic developmen~ fund , or it could b~ a 

2 broader economic development fund. Or, it could be a combination 

3 of those three things. If it were any one of those, or a 

4 combination, the str ucture' would be aifferent. Or, maybe it 

5 wouldn't. What I am saying is, maybe we should start saying , 

6 if we want it to be purely this kind of fund , then it would be 

7 set up this way. Then we would ask, how would you set it up as 

8 a savings account fund? How would you set it up if lt were 

9 going to be a purely economic diversification fund . How woul d 

10 you set it up if it were a broader development fund. How wo uld 

11 we set it up if it were going to be a combination of those? 

12 What would be a good combination? What percent would make the 

13 most sense. Maybe what we should be asking you is , if you 

14 would give us the structure of at least those four alterna tives. 

15 Then we could give it back to the Legisla ture and say, "Okay , i f 

16 you want to make this decision , then this is the str ucture.". 

17 And other dc!cisions could be made according to how it is set up . 

18 Then we cou~d lay out the choices so it would be really clear to 

19 t h e Legis l ature as well as to the people of the state. 

20 MR. GALLAGHER : I agree. That ' s one of the thing s we 

21 take up in the 'l ast hour, just sitting down and discussing 

22 whethe r the likel y management --- If your goals and objections 

n are savings account, you're going to have a dlfferent one. And 

24 I thought we would take the last hour in just discussing that 

25 very thing because there are certain implications. Quite 
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obviously, if you only do what is called a savings account, the 

2 need for broad inp~t on policy decisions as to what to invest 

3 in is a lot -- you don't need that. l'arge of a board. 

4 MS. FLEISCHER: Because the Legislature will, in effect 

s be making the decisions. 

6 DR. LOGSDON: There is a question that comes up in 

7 my mind here as to this citizens board as being any kind of 

8 board that can function. On the basis the amendment was stated, 

9 I am not certain myself that the Legislature can abrogate their 

10 authority through the board to do anything besides what this 

11 board here is and that is just to advise in more or less a 

12 general sense. I think there will really be a legal decision. 

13 MR. GRUENING: I think your point was and it is well 

14 taken, that ultimately the goals will have to be established by 

15 the Legislature and only the Legislature. That would just 

16 clarify some of the problems we had initially -- in which people 

17 were alarmed that this grou!.J was somehow going to decide the 

18 goals. I am bothered somewhat too that we are thinking that 

19 whatever the structure is is going to ·administer the whole fund. 

20 I have been thinking that maybe we want to be very modest of that 

21 portion of its administering so that we have maybe a track record 

22 of -- maybe as much as 10 years before we decide we're going to 

23 do something with the other hal :f of the fund. The savings 

24 concept, I think -- we were stating yeste rday, you h e ard Mr. 

25 Richards state that he thought the voter s didn't intend anythinu 
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but long term investments. I think that is ·probably farther from 

2 the mark than saying they probably intended a savings portion 

3 of that. So maybe what we' re talking about is '' structure that 

4 is going to administer a small portion of that fund, at leas t 

s for the first ~ecade. I am just tossing that out for thought. 

6 Ne may not get too worried about whether this is qoing to be the 

7 structure for the Permanent Fund. And I think Lanie has a good 

8 point, we might consider also if it is going to be a savings 

9 acount administration for a number of years. 

10 MR . FERGUSON: I think that is right. I think WC can 

11 embrace the concept of economic objectives . It is going to take 

12 several years of front end investigation and accumulation of 

13 capital before you are going to have the ability to do it. 

14 You're probably r ight, for several years p robably into some kind 

15 of a savings account program and to a lesser extent development. 

16 MR. LOVE: I think that one thing w~ need to start 

17 address i ng pretty soon before we make any decisions about 

18 structure , is a better overall picture of what I think are three 

19 important areas. One is a better idea of how capital markets 

20 are currently served in Alaska . I think some more actual data 

21 as to what markets are being served to what extent by what 

22 institutions, what gaps there arc, what our perceived needs are . 

23 Secondly, I think we have to have a be tter overview in terms of 

24 current loan programs that the State is already ma naging so we 

25 have a comp1.ete inventory of wha t already exists , what the 
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of e'!lch one of those p,rograms has been, what the 

2 successes and failures of our own programs have been. And how 

3 much money is involved relative to the amount of money we are 
I 

4 talking about bei~g in the' Permanent Fund in the next five ye?rs.· 

5 And I think the third thing, we have to have a much better idea 

6 as to how the size of the Permanent Fund relates to the overall 

7 revenue situation 'in the State over the next 10 to 20 years. 

8 In other words, how big is the Permanent Fund going to be when 

9 t he State runs out of revenue from Prudhoe Bay. When is that 

10 going to happen? And what size is the State's budget going to 

11 be ---

12 MR. GALLAGHER: We showed you that at the first meeting. 

13 MR. LOVE: Part of what we got was, how big is the 

14 Fund going to be. How big is the State budget going to be 

15 rel .::i ti ve to the amount of money ---

16 DR. LOGSDON: The size oi the budget will be that money· 

17 that is available plus a certain percentage . 

18 MR . LOVE: I think maybe if we think we're going to 

19 have an incredible bust in 20 years, that a savings account may, 

20 in fact, be all of a sudden much more im9ortan t purpose for the 

21 Fund that the deve lopment aspect . It may be then that the 

22 development aspect becomes more important as we need to develop 

23 a broader tax base . I think these are three different areas 

24 where we need a lot more data than we presently have. \'le can 

25 realistically make real solid choices in terms of either the 
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goals or the s tructure. 

2 MR. WOHLSFORTH: There is a lot of insight into what 

3 Jamie just s aid. We can approach this thing from the point of 

4 view , doe s there have to b'e an economic study of j ust where we 

S are, and a long term economic s tudy of how effective our capital 

6 markets a r e and what sort of projects are r eady to be financea. 

7 What has been the effectivene~s of our existing loan programs . 

8 And then even this broader one, how large is the State budget 

9 g~ing to be in relation to the Permanent Fund in 10 years • 

10 This has implications obviously for the savings account concept . 

11 I think these are things that really are worthy of consideration. 

12 MR. EDENSO : I think it is really nice to raise those 

13 kinds of questions and to seeks answers to t h em. However, in 

14 reality, we are really faced with the question , do we or don 't 

15 we want to address something called the structure of the 

16 Permanent Fund. We coul d spend the next 10 years studying the 

17 nature of the capital market in Alaska and we would find on an 

18 annual basis a s the pri c e of oil fluctuates the capital market 

19 in Alaska so fluctuates . I think what we 've got is a question 

20 before us, we coul d consider a number of ways to approach it. 

21 And I think, again , that looking into the future , we would be a 

22 little remiss in waiting for some period of time. I've heard as 

n much as 10 years structured out there to try ' to establish the 

24 structure of a Permanent Fund . I think in 10 years we'll have a 

25 fund that is in excess of at l east a bil lion and a half dollars 
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and it could well . be even more than that. We are .doing ourselves 

2 an injustice if We don't start kicking off at some p.Jint in time. 

3 In approximately 120 days we are going to start. getting money in 

4 the Permanent Fund . For example, what are we going to do with 
.. 

5 that money? Who is going to manage it? If we don't have a 

6 structure at least established by then, we are not going to be 

7 able to answer that question. Are we by default going to let 

8 the Divis ion of Treasury manage it in the money markets? Are we 

9 ,going, by default, allow some bankers in Alaska to manage it? 

10 Are we going to allow ~he State Legislature t o meet once every 

11 Friday and decide whether or not to buy or sell some fixed income 

12 security and whether or not to buy or sell some mortgages in the 

13 State? Are we going to have to sell some money or buy some, 

14 you know, as a result of our lack of decision . I submit to you 

15 that gets to be a fairly costly undertaking. We have got to 

16 address structural organization . It would be desirable to 

17 answer every question you could ever think of but it gets 

18 costly the further down you go. 

19 MR . LeRESCHE: I just want to repeat something that 

20 we said before but we don't seem to follow up on. Jim is right, 

21 some suggestions have been made that the Legislature certainly 

22 has to deal with this . But even our expert witnesses and 

23 consultants say the structure will vary according to the 

24 objectives we set forth. This group hasn't set specific 

25 objectives for the Permanent Fund yet and, therefore, it is 
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premature to discuss specifics about the structure. That's 

2 about as simple as I can say it. 

3 MR. GALLAGHER: I would like, Mr. LeResche, to t ake 

4 that question on. We've been selling that Permanent Fund now 

s for two years and we've been talking about goals and objectives. 

6 In fact, what we have sold to the people quite often might be 

1 called a smorgasbord. We've talked about savings accounts, we've 

8 talked about these other things . At this point in time, to go 

9 back and say, "People, what we have in mind now is either only 

10 economic development". At this point in time say to a certain 

11 constituency, "We lied to you. We ' re only going to do this 

12 sort of thing". 

13 MR. LeRESCHE: Let 's just say what it is we want. 

14 Four alternatives, like Mrs. Fleischer says. Let's write them 

15 down and say, this structure fits this objective. We just don 't 

16 seem to be able to grab hold of that althoug!1 we a ll seem to 

17 agree that it is necessary . 

18 MR. RHODE: Mr. Chairman, in discussions at the staff 

19 level with Mr. Edenso, the Deputy Commissioner , and others, just 

20 exactly what Mrs. Fleischer urges is what we hope to do in the 

21 next step of assignments but that is subject to the sense of the 

22 Committee. It is quite clea r to me that the Legislature is not 

23 going to reconunend that the Fund be turned over entirely to 

24 construct buildings at the University of Alaska. We're not 

25 going to have a Texas permanent fund. '!'he.re are three major 
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.\ 
areas of activity · for the Fund, o r as were demarcated in a 

2 publication by the Department of Revenue and given . here at the 

3 last meeting . Given those b r oad goals, we expect this 

4 Committee to state its recommendations and preferences, but also 

S offer alternat~ves to the Legislature . I hope this would be the 

6 feeling here that we don 't know exactly that we are going to 

7 favor aluminum plants as opposed to apartment co- operatives in 

8 order to proceed . 

9 MR . LeRESCHE: I am talking at the l evel of savings 

10 account , direct social objectives , maximum return on investment, 

11 industrial· diversification . You choose a different mix or those 

12 or you choose one or the o ther , you have a different management 

13 structure. So let ' s lay them out. 

14 MR . RHODE: It can be done so let ' s 

15 MR. LeRESCHE: This gentleman is in the unfortunate 

16 position o f saying what structure fits a certain type of 

17 objec t ive . 

18 MR. RHODE: As a special background, Price Waterhouse 

19 was in the area of development loans. You ' re bringing up 

20 exclusively savings account. They have expert aivice on money 

21 markets and things like that. But it can be laid out and I am 

22 just suggesting that it be. Maybe I'm not q uick enough to 

23 realize the things that are implicit. 

24 MR. EDENSO: We do have a problem and that problem is, 

25 without a goal, without an objective, we can't in fact look at 
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1 some reasonable approaches to manag~ment and structure. We are 

·· '·2 faced with a very critical time factor. In 120 days or less, 

3 115 days , approximately we are going to start receiving funds 

4 into the Permanent Fund. We need to have something before the 

s legislative body for their consideration. I do not believe it 

6 · is possible, given thi~ current level of resources, both 

7 monetary and human, to establish the goals and objectives of the 

8 Permanent Fund. I just don't believe that is possible. 

9 Another major question is, what do we do with the 

10 income. It's not that we haven't thought of it, we have. We 

1 i have tried to take the most reasonable approach possible in 

12 looking at the major problem areas we are confronted with . And 

13 I am sure that as we go along we are going to find that different 

14 structures are going to fit very neatly with different kinds of 

15 objectives, but we can't afford to ignore what is in front of us. 

16 MR. LOVE: In response to Jim's question, frankly I'm 

17 at the point where I feel -- in a position to just make a 

motion that we recommend the money just be placed in the 

19 financial markets initially until we can do the work necessary to 

20 develop actual goals and objectives for social programs , and 

21 I think it is p·remature for us to get involved 

22 MR. GALLAGHER: You are talking about strategy, not 

23 goals and objectives 

24 HR. LOVE: Without gettin g into too much controversy, 

25 I mean in terms of sema ntics and stuff, let me just say that I 
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think we are going to end up putting the money in conventional 

2 money markets for a period of time until a lot of the planning 

3 and work with the public and with the Legislature, until we begin 

4 to have some of this data that I talked about earlier and it 

s becomes avai lable. I think that is.what we are going to 

6 initially star t with. 

7 MR. GALLAGHER: Except the basic goals and objectives , 

8 economic, maybe diversifications, con.munity development and 

9 savi ngs account . Then you ' re talking about strategies, as to 

10 how to do those things. Strategies are things that will ~hange 

11 from time to time as the economy changes . 

12 MR. LOV8 : I don 't wan t to get into a big argument 

13 about goal s and objectives because I think there is confusion 

14 abou t what t hose words mean . I can agree with you ana still say 

15 that, in my opinion, I think what we are r eally coming down to --

16 We' r e just going to take the t ota l amount of money in the 

17 Permanent Fund, t he first ha lf year is not go i ng to be all that 

18 signi ficant, as I understand, particularly in compar ison wi th 

19 all the othe r State ' s revenue. 

20 MR. GALI.J\GllER: 90 milJ ion isn't signi ficiAn t . 

21 MR . LOVE: That' s obout t he oize , jsn't it, o f the VI\ 

22 l oan program? What I am wo ndering , isn ' L t hat what we ace 

23 really talking about, at least initia lly when the money firsL 

24 comes on. Real istically, we ' re not going to nove a ny other 

25 choice other tha n to put t ha L money j n con vcn tlonn l money mn rke ts 
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MR. GALLAGHER: Yes , you do . You have a choice, you 

2 can keep up with the Veterans Loan Program ---

3 MR. WOHLSFORTH: If you please, stop the colloquy. Mr . 

4 Gruening is next. 

5 

6 

7 

8 

9 

10 

MR. GRUENING: I appreciate Jim ' s comment that he 

wants a work product out but I think the reason we need it out 

something horrendous is going to happen if elaborate structure 

isn't e stablished the first part of the next Legislature. I 

think t he Legislature might address itself to some kind of 

tempos.ary administration of it . Nhat Sterling is suggesting 

isn' t 
I 
I 

I 
l 
I 

11 that maybe you just buy current investments, but that is something 

12 the Legislature would have to consider and may not think that is 

13 such a great idea . They may wish to have that money as it is I 
14 accumula ting , before they establish an elaborate structure or 

I 
any ' 

15 kind of structure on a permanent basis, authorize some kind of 

16 t empora ry administration, maybe , as any other s urplus fund. 

17 Of course, that would give you the a uthority probably to buy 

18 those loans. Out t hat is something yo u might consider whether 

19 you might give t he Legislature a recommendation o n a temporary 

20 basis. I don ' t think we have to come up with the st rue turc that 

21 is going to exist for t he next 10 years . 

22 MR. GJ\LLJ\GllER: I really can ' t conceive of us , Clark, 

23 going back to the vote rs antl saying we arc not going to do a ny 

24 community devel opme nt , we're not going to do any housing ---

25 MR. GRUENING: I agree with you on tha t. But I think 
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Lanie is absolutely right, we do have to outline some goals and 

~ say these are the structures that will probably be more 

3 appropriate for those goals. I~ you have a combination, you 

4 might amalgamate some kind· of thing. I think there is time for 

s that. If we come up with a structure that we are not exactly 

6 happy with, it doesn' t necessarily have to be the one that is 

7 going to exist for the next 10 years . 

8 MR. GALLAGHER: I don't see, if you make the decision 

9 you are going to invest in housing, how t he structure is going 

10 to change. 

11 ~m. GRUENING: Let ' s say that then , but let ' s get into 

12 it. 

13 MR. WOHLSFORTH : If we do have t hese back and forth 

14 colloquys , we have just got to keep them short. It isn't fair 

15 to the other members. Everyone is itching to say something. 

16 I am not blaming anybody , but please don't make my job any 

17 harder. Who had their hand up next to speak? 

18 MR. EDENSO: Thank you, Mr. Chairman. I don ' t believe 

19 that this meeting uas intended to come out with something that 

20 would be our recommendation to the Legislature for a structure 

21 and organizat ion. I think it is a first effort at considering 

22 various structures that arc available and really getting down and 

23 having some meaningful dialogue in try ing to tear them apart a nd 

24 put them back toge ther, arc the circumstances we arc confronted 

25 with. And I really think that, although this may not seem 

. 
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constructive, thiµ i s const:ructive. What we are all attempting 

2 to do is put something together . And for all practical purposes, 

3 I t h ink talking about goals and objectives is really a good 

4 thing and should happen. ~he question in front of us is, are 

5 we going to have some kind of structural organization at least 

6 identified. The various ones that have been put before us, 

7 from what I could see , none of us are really a l l that familiar 

8 with to be able to look at them and talk about it. White We ld 

9 had to come here and explain the Heritage Fund, which you all had 

10 at the second meeting. 

11 MR. GRUENING : I am not suggesting we debate the 

12 merits of the savings acco unt aspect as opposed to another thing 

13 that is not what I am s ay ing. I'm saying let ' s take that and 

14 see i' there are any differences that should exist in the 

15 structure to administer that kind of policy. 

16 MR. GALI.J\GHER: Thnt is what I want to do in this 

17 hour, talk about - - if you have a savings account objective , 

18 what are the differences in management structure that you might 

19 desire. Or if you want to have a smorgasuord, what -- or i f 

20 you want to do all three of them - - what are the institutional 

21 things that you want to have in it. 

22 MR. GRUENING: 1\nd along with that, what structure 

23 might you consider as an interim structure until we think we 've 

24 really got a handle on it. 

25 MR. PHRGUSON: I'd go along wi th the board of tructces 
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7 members appointed by the governor .and confirmed by the 

2 Legislature to take care of the administration of the 

3 investments in the Permanent Fund for "X" amount of years . I 

4 feel right now , without knowing all the alternatives available 

s whether we have dive1 ;i fica t ion or whatever . We're not going to 

6 be able to do that here or in the next six months or a year. I 

7 think what we are going to do is make recommendations to the 

8 Legislature and the Legislature will have its ideas . I think 

9 the first thing we have to do is at least recommend that we have 

10 a structure set up to a dminister the investments of the funds 

11 as they come in until we actually see how much money we have. 

12 It' s easy to say we're going to have a billion dollars in there 

13 in three y ears , but until we see that it is awfully hard to 

14 determine how to utilize the funds. 

15 MR. GAT.Ll\GHER: Let me talk for a second about what l 

16 would like to accomplish by this session and what I would like , 

17 maybe, a group to accomplish by the next session or the 

18 following session . 

19 I can see what I would like to accomplish by this 

20 session is come up with a management structure. If we agree 

21 that the three ·goals are savings account, community developmen t 

22 and economic diversification , come up ~ith a manageme nt 

23 structure at the next . session. That we spend the interim between 

24 that session a nd the following thinking about the str ategies as 

25 to how you accomplish those things . In those a r eas we need a 

. 
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whole lot of sector analysis on, let's say the housing. What 

are some of the institut ional things that we have got to go . 

through the housing, where are the housing needs in the State . 

If you want to talk about ·fisheries , during the interim, t he 

s Legislature has hearings on how you affect a sector called 

6 fisheries. In the following session, when we have 200 million 

71 dollars probably in the Permanent Fund, then we have those ,, 

U policies established . The Legislature has then had two years to 

9 work on the problem and at that point in time , you can start 

10 accomplishing something. 

11 MR. FERGUSON : If I may respond to that , regardless of 

12 what structure you set up , you ' re not going to be able to reach 

13 all the people . You take 

14 MR. GALLAGHER : It will help the Legislature in doing 

15 the sector analysis that will be necessary for the following 

16 year. 

17 MR. FERGUSON: You take the debt on bonds, general 

revenue bonds, I think that is one way . Although it sti ll doesn ' 

19 reach the maximum amount of good for the whole !itate. You take 

20 th~ ~irnort bond that just passed, is basically for the rural 

21 areas. You take the University of Alaska basically for the 

22 urban centers. So you can 't reach all the people . You take tax 

23 ~ebates, that's only going to reach the taxpayers. 

24 MR. GALIJ\GllER : I ' m saying that what reaches t he 

25 people is wha t you do with the Fund. It ' s the strategy once 
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you have the stru~ture. Once you havP. the structure, the 

2 Legislature then spends the next in-term years developing 

3 strategy as · to how do you help the people . 

4 MR. FERGUSON: May I make one final comment. I think 

S the Committee is wandering away fro:n '.1 ~ s ubject I presented, but 

6 I think there was a purpose · in haviw .iS!:~d us to present a 

7 proposed structure for this type of ··- st'rictly development 

8 banking fund. This probably represen·:s the most complex of all 

9 the things you might do. I think this was part of the dialogue 

10 with which you attempted to ~egin. But let ' s start with 'the most 

11 complex and then we can work back to something less . 

12 MR. RHODE: Representative Ma l one will be here later 

13 but he always expected that a temporary statute would be 

14 necessary to provide for the routine investment of whatever 

15 revenues are reaching the Fund. What he is hoping for from this 

16 Committee are recommendationcl and alternat ives on structuring 

17 the fund given a set of goals, exactly as you have been discussin 

18 here. And that doe~ not have to b1.~ done under a eris:! s footing. 

19 7\s Representative. Gruening sai.d, this may wel l be a process that 

20 involves the session of 1978 or beyond that. 

21 MR. G~...L,L.l\GHF:n: Jim , are you contemplating not even 

22 adc.ressing the management structure untiJ. you've got two or 

23 thre0 hundred million doll~rs in size? 

24 MR. RHODE: No. 

25 MR. GALLAGHER: Because it ' s the sector analysis , the 
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strategy, whP.re'all the analysis has to go in. 

2 MR. RHODE: This Coirunitte~ ought to be able by session 

3 t~n~ or in the early months of the session to be able to assess 

4 or make some recommendations along the lines, if there is to be 

5 any development activity, for instance, you ought, or ought not, 

6 to have a governing board insulated from those who make loan 

7 appraisals and so forth. Or, if this Fund is to make any kind 

8 of cornmun:I. ty loans, then you ought to cons~der the followsing: 

9 1, 2, 3 . And offer its assessment together with its professional 

10 advice. And also there is considerable experience here in the 

11 banking -- experience, I will have to say, more considerable 

12 than in the Legislature. That is why Representative Malone, 

13 particularly, wants to hear from this Committee. But it is not 

14 to prejudge it for the Committee or not to prejudge it from the 

15 L~gislature. The Legislature may well be abl e to resolve a lot 

16 of these orgnnizational matters by the first session, but hold 

17 that until the goals and so forth have been settled and combined 

18 with the enabling act. I wouldn ' t begin to predict that. 

19 MR. GALLAGllCR: Do you mean goals or strate gics? 

20 MR. RllODE: .1\~ you like. 

21 MR. LOVE: I would like tC' address this to Price 

22 Water house. If we arc r ea lly talking about not embarkin g on 

23 just accept this as hypo thetica l and not the concensus 0 != .. the 

24 group what we are really talking about in the first year 

25 would be a conservative approach on how to invest these funds . 
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Probably just putting the money in a conventional money market. 

2 Looking at perhaps a more diversified approach in the second 

3 year ~fter a lot more information has been brought in and more 

4 people have had more time to examine all these things. It 

S probably would make sense then to r~commend a 7-member board of 

6 directo rs and a 32-member citizens board right off the bat. 

7 MR. FEGIS: No, it wouldn 't make sense to provide for 

8 that. 

9 MR. LOVE: I am looking fo r you to think in terms of 

10 making a recommendation to us. One of the alternative structures 

11 would be t.o simply perform a functio n of very conservative 

12 investments the first year . And, secondly, maybe provide some 

13 informa tion and advice, either for the Legislature or this 

14 Cammi t tee, or the administration during that. first period of 

15 time, planning for the second year. nnd I would like to know 

16 how that structure would differ frcm the structure that is in 

17 this paper right here . 

18 MR. FEGIS: I have not given that question a lot o f 

19 thought. But my reaction is that probably the citizens board 

20 woul d not be required at all although you migh_ want to have it 

21 provided for at a future point. I think you specifically would 

22 want to provide for it at least i n th.is concept, you want the 

23 citizens to be able to input and say we do not want it to be a 

U savings account . That may be one thing you would get out of the 

25 citizens board one year hence . So I think you would want to 
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provide that i t could mee t within a given period of time, 

2 probably on an interim basis. 

3 
I 

MR. 'LOVE: I' m not quite sure -- what structure did 

4 you say we should have if it is to unde rtake this job that I 

5 have outlined for the first year? 

6 MR. FEGIS: I think I would like to think about that 

7 question a little further. I would say that at the outset, at 

8 least , there wouldn ' t be a necess~ty for it . 

9 MR . LOVE: I certainly th i nk it is among the ran~e of 

10 alternatives we're going to have to ~resent to the Legislature. 

11 MR. GALLAGHER~ I think there is a need to come at the 

12 next session with something to start working on strategies. 

13 MR. LOVE: I included that in the - --

14 MR. GALLAGHER : I am not necessarily disagreeing with 

15 you. I think there has got to be some sort of structure i n 

o rder to do strategy analysis -- planning, on how you help the 16 

I 
I 

17 various structures. So when you co.me back to the next session, 
I 

18 I 
I 

at l east you can start to accomplis~ some thing . 

19 MR. LOVE : I think t he definite p lanning ought to start • 

20 now and b e in h igh gear for the next few year s. I think by the 

21 time you get going 

22 MR. GALLAGH ER : Th e stratc:!gy wi ll take the longest 

23 time to put t ogethe r . . 

24 MR . LOVE: Maybe that is one the major recommendations 

25 we can make . The initial management: structure for t he Permanen t 
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F und have a very large :mandate toward doing certain types of 

2 planning jobs , cer tain. types of economic planning jobs. The 
I 

3 types of analysis that we think are very important. Maybe that 

4 is more important a job in· the first year than making loans . 

5 MR . GALLAGHER: I agree . I think the sector analysis 

6 of each sector is how to help it along ~ith public funds by the 

7 Legislature would be ve:ry necessary. In order to get anything 

8 accomplished in the second year Legislatu~e. 

9 MR. CRAWFORD: There was a suggestion about an hour 

10 ago that we look at the options and maybe thrash those out and 

11 I, for once, would kind of like to get on with that. 

12 MR . BARNES: I think I would agree with Mr. Love's 

13 earlier suggestion that it is almost time for a motion to 

14 promote some kind of progress in this Committee. And I would 

15 suggest that I don ' t feel any sense of urgency that some members 

16 do to come. out with particularly anything except to recommend 

17 that the Legislature enact temporary legislation to invest the 

18 funds , which are not goicg to be very significant in conventional 

19 money market investments to give us the time. Then, if they 

W want to -- for us to flush out all the options, which they can do 

21 themselves, then let's Clo it. I think we should decide that ther -

22 should be a suggestion for them to make temporary legislation 

23 and then, if they want t.o give us their goals and objectives , 

24 then we can certainly work out the alternatives for them. 

25 MR. GRUENING: I think that is a good suggestion, but 
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I think we could go fartper. If we make a motion that we all go 

2 home -- I would concur with that motion but we might suggest to 

3 the Legislature something they could consider in terms of 

4 structure on a more permanent basis. I think that is what Jim 

s would like to see us do. 

6 MR. EDENSO: Again , t his is a first cut at looking at 

7 a ~tructure and organizational basis. 

8 MR. GALLAGHER : Let's do what I want to d o in this 

9 hour. One of the things I would like to accomplish in th is 

10 hour is, if we want to talk about savings account objectives , 

11 what sort of management structure the Committee would see. To 

12 me, there are two obvious things. One, you can either leave it 

13 in the Department of Revenue -- and, i f your goal is only 

14 savings account , then leave it in the Department of Revenue and 

15 have them manage it just like any other fund . That ' s the most 

16 inexpensive. Or, the other a l ternative is to have some sort of 

17 small board over view that activi ty b u t still have it accountable 

18 to one manager . If that is your goal, the savings account , what 

19 does the Committee think of those two al t ernatives? 

20 MR. WOHLSFORTll: I can g ive my view. I don't think it 

21 makes any sense at all to have a board, an operational board, 

22 and it has been proven state after st.ate thCJt it is a pain in the 

23 neck. You need one manager who should be the State Treasurer, 

24 or in this case , th• Department of R<;!Venue. 1\lso , bear in mind 

25 the State los t a lot of money in 1970 . 1\nd, again, I am a greeing 
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with what someone said here . By not getting into the investment 

act for the General Fund unti l June 15, the money came 
. I 
in, as you · 2 

3 know, the prior September. In the meantime, the State could only I 
4 i nvest in direct u. S. Government obligations, it couldn't even 

s invest i n a~encies. So we had o v e r 900 million do llars at that 

6 time at which 1we were l osing an increment o'f anY'Yhere f rom 1-1/2 

7 percent to whatever the differential was because the Legislature 

8 had i t in mind that they ~aci to deal with the whole problem 

9 rather than simply segments to get us a reasonable money market 

10 instrument statute . I would hope that would be avoided this 

11 time , that there could be a n inves t ment statute on the books by 

12 the time mone y is in t he fund to permit a proper rate of money 

13 market instruments . 

14 MR . LOVE: I would like to offer a motion that we 

15 recommend to the Legislature that in the first year that the 

16 Permanent Fund be managed by the Commissioner of Revenue under 

17 existing statutes 

18 MR. GALLAGHER: That is not what I want accomplished 

19 this hour. 

20 MR . FREER: Maybe we've reached that same point that 

21 Abraham Lincoln did when he came to this little group of 

22 soldiers at the f ence and h e couldn't figure out what command 

23 to give them to get them on the other side of the fence. Maybe 

24 it's time we fall out and reassembl e on t h e other. side of the 

25 f e nce. 
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MR. WOHLSFORTH : Are you suggesting a break? 

2 OFF THE RECORD 

3 ON THE RECORD 

4 MR . WOHLSFORTH .~ · Take your sea ts , please. Yes, Mr. 

5 Gruening. 

6 MR . GRUENING: I have a motion to make. I move that 

7 the Conunittee direct Commissioner Gallagher to draft for 

8 consideration at the next scheduled meeting of this Conunittee 

9 a temporary statute which authorizes management of the Permanent 

10 Fund monies in a manner similar to the Department of Revenue ' s 

11 present administration of surplus funds. 

12 MR. WOHLSFORTH: Is there a second to the motion? 

13 MR . LOVE: I'll second it. 

14 MR. LOGSDON: May I make an amendment that it be a 

15 statute and not a temporary statute? 

16 MR. GRUENING: I concur. 

17 MR. GALLAGHER : I have a question . Does that mean 

18 some sort of sunset provision i n it like this one will self-

19 destruct after one year? 

20 MR. GRUENING: Make this discussion on the motion. 

21 Presently there exists a set of statutes which deal with the 

22 Commissioner's authority to invest surplus f unds. Now, the 

23 Eermanent Fund will have to have that kind of statutory 

24 authorization from its establish fore ver. Because there alwa ys 

25 be funds that are not immediately invested in 
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whatever they will be . They are funds that .are coming in. 

2 They are funds that haven't been administered for purposes of 

3 the goal. So you always have to have that kind of stat utory 

4 authority. So , in a sense·, maybe this could be a statute that 

s exists for the life of the Permanent Fund. On the other hand , 

6 I like the s uggestion of a sunset provision . It ·may be in the 

7 structure. You might consider that, but I think that maybe right 

8 now what we are concerned with is s tr ictly how are we going to 

9 .admin ister this fund until we really get the structure for the 

10 goals more firmly established. 

11 MR . GALLAGH: Let me say what I see . I see the 

12 Department of Revenue under this and see if we agree . Investing , 

13 during next fall , monies and meanwhile the Legislature will pass 

14 a statute creating the structure . During next fall they will 

15 start creating the management structure that starts doing some 

16 of the s t rategy work as to how to help various sectors . And 

17 the n at the end of the following session you will have 

18 implementary legislation as to how you implem~nt various 

19 strategies . Am I clear? 

20 MR. GRUENING : I ' m not entirely sure what you 're saying 

21 I'm say ing that this particular recommendation, t he draft would 

22 not create a ny instruction that doesn ' t exist now. It ' s just 

23 authorizing the administration of funds that come in under some 

24 kind of arrangement. We may not agree .::is to how similar it 

25 should be to tho present statutes deal ing with surplus f unds , but 

. 
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we would to look at a draft, that's all. 

2 MR. GALLAGHER: I don 't want this to be the end-all of 

3 things that we do. 

4 MR. GRUENING: Np . 

5 DR. LOGSDON: I might suggest that this be a clause in 

6 the statute permitt ing the Conunissioner to invest these funds, 

7 wi t h a structure that was established in the future . To provide 

8 funds to this as established by the Legislature . 

9 MR. G~LLAGHER: I think when you revise in the 

10 follow i ng session under a strategy bill , that will be part of it. 

11 And at that time the Conunissioner of Revenue will phase out of it 

12 which I think he will more than likely do . 

13 MS. FLEISCH ER: What I wanted to say about the sunset 

14 clause, which I understand gives the people a chance to reaffirm 

15 things on a periodic basis . So perhaps what we could do is see 

16 that the sunset clause is in the enabling legislation itself but 

17 it doesn ' t ha ve to be in this first statute. 

18 MR . GRUENING : Is that an amendment? 

19 MS. FLEISCHER: No. 

20 MR. GRUENING: The constitutional amendment itself 

21 establishes the f und. The re is no thing we have to do further to 

22 establish the fund, it is established . Money is going to 

23 accumulate as of an effective date of 120 days. Actually, the 

24 money doesn 't start to accumular unti l the effective date which 

25 is 120 days . 
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MR. GALLAGHER: Certification date. 

2 MR. GRUENING: Certification . So the money isn't 

. 3 accumulating now, it won't be accumulating until another 120 

4 days, whenever they certify this last election. What we are 

5 talking about is a recommendation from this Committee, after 

6 Sterling drafts a suggested piece of legislation which would 

7 aut~orize somebody to handl e those funds in some manner, a very 

8 conservative manner. They 're not going to make any long term 

9 investments, that is the sense of my motion • 

10 MR. MOTLEY: Mr. G~uening, what do you visualiie as 

11 far as the objectives of the Commissloner of Revenue? Can he 

12 invest this t h ing in equities and can he invest this thing in 

13 just savings accounts, can he invest it to deposits to banks? 

14 Can he do all these things? 

15 MR. GALLl\GHER: What he is saying is for me to come 

16 back with a recommendation. 

17 MR. GRUENING: I am not suggesting any of that . 

18 Obviously, not in dams or a lot of things that have been 

19 discussed here, but something to conserve the principal . You 

20 can't just put it in a cache or put it in a piggy bank. 

21 Probably in CD's. My intention would be someth ing -- CD's, 

22 something very modest like that, in Veterans loans. But I want 

23 to sec what he comes back with and we can discuss it at that 

24 point. 

25 MR. LOVE: I am speaking for the motion so we can get 
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a motion on record so we can progress fast. This is a comment 

2 to the Commissioner, I would be hopeful that it would be a 

3 structure that would provide a somewhat liquid investment of the 

4 fund. 

5 MR. GALLAGHER: If there is something and things 

6 don't come on stream and I'd bet into some sort of box. Of 

7 course, there isn't that much money in the fund. 

8 MR. WOHLSFORTH: Is there any more discussion on the 

9 motion? The question has been called. The motion, as I took 

10 it, is that it is the direct~on of the Commissioner of Revenue 

11 to draw up a statute for presentation to the next meeting, 

12 which would authorize him to i nvest the Permanent Fund in a 

13 manner similar to other State funds. And included in the motion 

14 was some provision, some time limitation on tnat authority. 

15 Is that correct or not? 

16 MR. GRUENING: I would use the language, authorizes 

17 management, although it means investment. I think the public 

18 needs to know the distinction between the kind of investments 

19 the r"und will get into in the future and the need to manage the 

20 Fund on a surplus fund . I don 't want them to think we're 

21 dra fting a statute dealing with, authorizing l im to make 

22 investments at this point. It is an investment but not the kind 

23 of investment people are envisioning. 

24 

25 

MR. WOllLSFORTll: Money market investments. 

MR. Gl\LLAGJIER: r want it very obvious that it is u 
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temporary thing; 

2 
MR. GRUENING: Right. In order to manage, you've . got 

3 to invest but I think the language "authorizing management" of 

4 the Permanent Fund. 

s 
MR. LeRESCHE: I thought your original moti on said 

6 interim management. 

10 

7 
MR. GRUENING: Somebody objected to that , but if you 

8 want to make another amendment. I don't really care , one way or 

9 the other. Every statute is temporary in the sense that it can 

11 would make the Legislature consider whether - - if it does adopt 

be repealed. You could put a se l f - destruct date on it which 

12 it, whether it wants to continue it . 

13 
MR. GALLAGHER: The other assumption that underlies 

14 the whole thing is we are going to work on having a structure 

15 next year. I want that clear to everyone out there in the 

16 world too. We can't p ut that in the bill, but we are just 

17 talking about general understandings . 

18 

19 
MS. FLEISCHER: Could we have a reading on the motion? 

MR . GRUENING: The motion i s the Committee direct 

20 Sterl i ng Gallagher to draft for consideration at the next 

21 scheduled meeting of this Committee the statute which authorizes 

22 management of Permanent Fund monies in a manner simil ar to t he 

n Qepartmcnt of Revenue's present administration of surplus funds . 
24 

MR . WOHLSFORT!l: /\re you ready for the q uestion? All 

25 in favor say aye . Opposed? Motion carries. 
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MR. WOHLSFORTH: We have accomplished only a small 

2 part of t he task. 

3 MR. GALLAGHER: Let's talk about the time with the 

4 Committee. I have to have· a report to the governor on Monday 

s having to do with a"totally unrela t ed subject and tha t is going 

6 to take m~ about three hours to write. I need some time, that 

7 report has to be typed all day Sunday a nd I have to hire a 

8 Kelly Girl and things like that to be ready for a Monday morning 

9 

10 

mee ting. My time limits are getting short . I would like to go 

through maybe some sort of a drill -- not a drill, something 

11 like you suggested, Bob LeResche, and put up maybe a savings 

12 account or maybe the four objectives up on the board and talk 

13 about just .nanagement structures overall and see how the 

14 Cammi ttee reacts to them . 

15 MS. FLEISCHER : You mean right now. 

16 MR. GALLAGHER: Yes , or do we have time to do that. 

17 MR. WOHLSFORTH: How long can you 1.1eet with us? 

18 MR. GALLAGHER: I can probably meet for another hour 

19 and a half . 

20 MR. WOHLSFORTH: That would be then basically our 

21 agenda for the rest of the day so far as your involvement is 

22 concerned. 

23 MR. LOVE: I would like to hear if there are alternativ 

24 ideas on the ways to do mana~ement. Part of my inquiry is to 

25 find out if other members of the Committee have other ideas. 
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MR. GALLAGHER: I would like to do some freelancing.· 

2 Mainly what I want to do is have a freelance , if we talk about 

3 these goals -- structures. 

4 MR. LOVE: One idea that I think we are going t o have 

5 t o deal with sometime and that is -- if the r e is going to be a 

6 movement to r egi onalize decision making or something like that 

7 I'm no t convinced that is best idea but I think we should at 

8 least l ook at different models -- maybe not having a centrali zed 

9 board, maybe havi ng different communi ties or different segments 

-
of the State being abl e to make different choicns . Just like 10 

11 the Regional Corporations are taking a much different direction 

12 in terms of fund s and maybe splittin g the thing up may be an 

13 alternative we ought to look at as opposed to a centralized fund. 

14 MR. GJ\LLJ\GHER : Before we go jumping off into 

15 community development , why don' t put put the four different 

16 things that we have been talking about: Savings account. 

17 Economic diversification. Community Development. And then 

18 maybe title a third one , Smorgasbord . 

19 Let ' s ta lk about the savings account area. The 

20 Commiss i oner of Revenue ca n invest it under some sort of s urplus , 

21 or you coul d have a separate i nstitution do it . Let me give you 

22 a run at this one , j ust my personal feelings o n t h is one . Doing 

23 savings Recount investments is a very t echnical thing . You 

24 don ' t need a whole lo t of board input . That is what we have 

25 presently -- the State Investment J\dvisory over t he year -- kind 
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of a trophy, it .didn't have any real function because the only 

2 thing the Commission of Revenue could invest in were money . 

3 market instruments. When we got the 900 million everyone thought 

4 about doing development and community loans but the crush of the 

s budget prevented that happening. So the original purpose of 
' 

6 the State Investment Advisory, it just kind of withered away 

7 for two or three years there because there was just nothing reall 

8 to do. That's why, if you're going to have a goal of savings 

9 account, at the most you have -- maybe you could set up a 

10 separate fund and have a small board and that's the extent of it. 

11 Does anyone see any di fference in the management structure? You ' 

12 can either do it through the Treasury and have an Advisory Board 

13 or have a full board with a director and two or three people ~ ~ 

14 do accounting. 

15 MR. LOVE: I i:hink you can really decide the purpose of 

16 the Fund is a saving account purpose but you can still get 

17 involved in quite a bit of social loans in the State that are 

18 income producing. You may make a decisio n, for example, that 

19 the money markets, which are not perfec t or not adequate , are 

20 serving some very profi t able an<l sound i nves tments within the 

21 State of Alaska . Mortgaqc loans and areas outside of 

22 conventional neighborhoods. 

23 MR. GALLAGllER: /\re you SU<Jgesting something like they 

24 do in the rcti1·e ment fu 1\d , invest i n the highest and best return. 

, 25 I do invest in mortgagc a . 
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MR. LOVE: You may have fairly elaborate social type s 

2 of loan~ being made that still gain, you know, right up there in 

3 highest and best returns. In markets that are not the 

4 conventional money market, · simply because the money markets 

s aren't perfect. What I am saying is it may be necessary in a 

6 savings ~ccount approach to have some type of fairly active 

7 input in terms of social goals. 

8 MS. FLEISCHER: You mean socially oriented decisions 

9 about where to invest the money . 

10 MR. LOVE: Another thing, if you look at savings 

11 accounts, you may decide for a savings account to be super 

12 effective, you may decide for a savings account to have an impact 

13 on future genex.ations that you may want to slow down the rate of 

14 growth by not putting the earnings back of the general fund 

15 back into the Permanent Fund because you may decide that the 

16 savings account may not be very effective if it is very small 

17 related to overall State expenditures and revenue maybe 20 years 

18 from now when the Perma ne nt Fund disappears. To me the savings 

19 account is a real obj ective goal and ~t may have broader pol i cy 

20 implications i n terms of investment strate gy, and for that 

21 reason you may not want to invest it in the State , you may want 

22 to invest it out of State. 

23 MR. WOHLSFOR'l'll: I think the income must CJO to the 

24 General Fund. 

25 MR. GALLAGHER: No. 
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MR. LOVE: If it' s a true savings accoun·t, then the 

2 income should not go to today ' s citizens, the income shoul d 

3 definitely go to future generations. So I think it would have 

4 to be, if it is a t r ue savings account, reinvested. 

5 MR. WOHLSFORTH: I ci-:>n 't know about that. You ' ve 

6 said an awful lot in the last coupl e of minutes. You said ~ 

7 savings account might have social objectives and then you sort 

8 of transitioned into such things as mortgage investment. 

9 Mortgage investment which has been done through the retirement 

10 fund has a perfectly legitimate nonsocial context . There .is 

11 nothing socially oriented about buying a 10-1/2 percent good 

12 Alaska mortgage. 

13 MR. LOVE: It is serving markets that haven ' t 

14 otherwise been served. 

15 MR . HOHLSFORTII: Every investment has a social content , 

16 if you ' re talking about even investing in Gene ral Motors stock 

17 or whatever, u. s . Treasury. I think you get to a pretty 

18 a ttenuated use of the word social there. I don 't necessarily 

lY accept the proposition that any savings account has to have its 

~ interest reinvested. Equally, you can have the income and the 

21 principal is there for future generations. I do accept the 

22 basic proposition though that may make some sense that even with 

23 a savings account it is good to have a board to ping- pong your 

24 work against at least twice a year. That is always good for a 

25 manager. 
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MR. C~WFORD: A couple of the opt ions that have been 

2 suggested here such as p r oceeds of t h e savings acco unt concept 

3 going into the General Fund or proceeds going back to the 

4 Permanent Fund for a speci,fied period of time for growth fund. 

5 

6 

DR. LOGSDON: What do you cons i der a savings account? 

MR. GALLAGHER : In my mind we mean government 

7 corporates and fixed income. You can also buy private 

8 placements. You can also make CD ' s . 

9 MR . EDENSO: Are we considering the different ways you 

10 earn income in the savings account approach, or are we 

11 considering some kind of a structure and organization for 

12 managing the savings account approach? 

13 MR . WOHLSFORTH : I think we're off on a mixture. 

14 MR . EDENSO: Well , regardless, you have a pool of 

15 money there and you have agreed to manage it somehow, you 've got 

16 to have some kind of management decision making process which 

17 tells you investment A is better tha n investment B vcrus C, or 

18 what have you. And if it's going to be into some kind of 

19 developmental activity or some social goal, then you're going to 

20 have a board or management structure that somewhat varies from a 

21 pure investment banking func tion where you' re making decisions 

22 on money market instruments, whether fixed income, equity or 

23 mortgage loans. It's a different kind of activity, a different 

24 kind of decision making process. To try to get a board to agree 

25 on one instrument over a specific period of time when you know 
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the money market is changing daily, you might never gain any 

2 income opportunities. Under ·savings account then, we're ta~king 

3 about a straight money market activity. 

4 MR. LOVE: This is something I don ' t think ha s been 

5 discussed. Let's say that your policy for the savings account 

6 was partially to buy mortgages in Alaska because they are 

7 considered good investments. So you went into the secondary 

s money market and you're buy i ng notes from savings and loans with 

9 commercial banks , is this the area where the Per manent Fund 

10 should get involved like making decisions , here's a chance to 

11 use the economic power of the State of Alaska to use these social 

12 funds to reform institutio n s within the State . For instance, 

13 say we will not buy mortgages from savings and loans if they use 

14 the proxies because we don't think that ' s a democr atic way for 

15 that institution to function. I ' m just using that as an example . 

16 At some point if we decide , you know, whether or not it would be 

17 the purpose of the Permanent Fund even if it was managed as a 

18 savings account to get involved in using its eco nomic power to 

19 get other types of objectives out of different institutions withi 

20 the State . I don ' t know if you guys want to talk about that at 

21 any point or rot . 

22 

23 

24 

25 

MR. GALLAGHER: 1.rhe f inancial objectives you get out 

of u. s. Government, whe n you invest in u. s. Government , arc 

you going to say , you know , get -- o n your deficits? 
' 

MR. LOVE: You might no t get anything out of t here but 
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you might. very ~ell be able to af feet the savings. and loan 

2 industry. 

3 MR. GALLAGHER: When we're talking about savings 

4 account, we' re mainly talk.ing about investment decisions that 

s arise outside -- it's a trust account and you look for the 
. 

6 highest rate 'of return. And that quite likely may not be in 

7 Alaska. 

8 MR. WOHLSFORTH : Let's accept the proposition that it 

9 is .possible the Legislature could indeed decide that they wanted 

10 tci reform financial institution practices in Alaska through the 

11 use of the monies in the savings account. All right, we've 

12 said it now let's go on to something else. I don ' t think it 's a 

1~ realistic use of a savings trust account personally. Others 

14 may think so. 

15 MS FLEISCHER: Would that inc lude mortgage investments, 

16 secondary markets. As we heard yeste :·day , the savings and loan 

17 sell their mortgages to these outside investors and whether 

that is the kind of investment we would be making with this Fund 

19 in the State. If it is, then could you also tie that to some 

20 decision, for instance, to invest in home mortgages in the 

21 vj llages. 

22 MR. GALLJ\Gll ER: No, th<m that would become some sort of 

n developmental. 

24 MS. FLEISCllER: If a decision is made that i t - Llocs not 

25 produce income , but t:!xpcricncc s hows that it is sometimes 

income producing. That has been shown in Chicago in areas th.:i t 
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were redlined because the banks decided they were not income 

2 producing but, in fact, when they went in there and did make 

3 loans to those neighborhoods, they were very high income 

4 producing loans, in fact higher than citywide. So my question 

s is, who is making the decisions as to whether ---

6 MR. GALLAGHER: That is an important structural 

7 question. 

8 MR. LOVE : It is an important one I think, who is 9oing 

9 to make the decision . 

10 MR. GALLAGHER: The thing that is analagous to it the 

11 pension fund. And we do try to fill the unfilled need in the 

12 State. One of the things we try to fill is the 68 to 100 ,000 

13 dol l ar market where there is no Outside investor for, and on 

14 which we get outrageous rates of return. The major market that 

15 we are filling with the pension fund is the 68 ,000 to 100 , 000 

16 dollar market . 

17 MS. FLEISCH ER: · There is a person staying at the house 

18 now from Bethel and you can't get loans on hous e s in Bethel. Or 

19 if you get the loan, you can't get insurance. Is that need 

20 being met? 

21 MR. EDENSO: Well, Lanie, you have to understand the 

22 nature of the way land is sold and deeds in rural Alaska. 

n Sometimes you just can't get any kind of indication as to who 

24 owns title to what. And you have the consideration of whether 

25 or not you have adequate fire protection and whether or not you 
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can get insurance on your mortgaye. 

2 MS. FLEISCHER: Well, apparently they can't. 

3 MR. GRUENING: Maybe what we are trying to get at 

4 through the trust account ·if we do want to reform the practices 

5 of banks , maybe it can be more directly done through a statute 

6 which says you can't redline, or identifies redlining. Maybe 

7 we ' re trying to do indirectly what we can better do through 

8 another means, another vehicle. The other points, let ' s say 

9 housing loans to Bethel, if the bank isn't maKing it - - maybe 

10 that's what we're gc ing to do under community loans. !lave the 

11 Permanent Fund make it directly out there. But I think 1 .. :e .:ire 

12 going to end up having everything under one category ayain . 

13 MS. FLEISCHER: My question was, is this a good place 

14 for it and your answer was probably not . 

15 MR. GRUENING : Probably not, but we could list it. 

16 MR. WOIILSFORTH: Is there any :more disc1· J.On under 

17 savings account . 

• 18 MR. LeRESCHE: Could we pretty much establish the 

19 principle that the savings accoun t obje~ ive would r equire the 

20 simplest of all the management structure:;? Is the board agreed 

21 on that? 

22 MR. WOHLSFOR'l'll: Yes. 

23 MIL CRJ\WFORD: Possibly under c1ptions there , we should 

24 list the trust concept of managing for the highest return. 

25 MR. G/\LLl\GHER: That is one of the goals you h.:ivc to 
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write up there, . Jim. 

2 MR. LOVE: I would ·like to at least look at the 

3 structure of the Regional Native Corporations as a:i alternative 

4 to that of a centralized system. We've got sort of an 

5 analagous situation . If the Natives are managing for the 

6 purposes of providing revenue and profits and most l y making 

7 investments within the State of Ala~ka -- this is at least 

8 something that I think should be analyzed in terms of alternative 

9 MR. LeRESCHE: I don't understand which characteristics 

10 of the Native Corporations he is talking about . 

11 MR . LOVE: There are s eparate corporations representing 

12 geo~raphic areas of the State. Maybe the same thing could be 

13 done with the Permanent Fund. I may not advocate that but I 

14 certainly think we ought to at least consider that, particularly 

15 since there is such an obvious model to study , you know, the 

16 implementation of the land claims. 

17 MR. EDENSO : I don 't see the similarities between the 

18 Permanent Fund and the Native Land Claims Settlement Act at all. 

19 I don't think there is any degree of ~omparison . The one has a 

20 complete ly different objective than the other . 'l'he Native Land 

21 Claims Settlement Act was to satisfy what Congress recognized as 

22 a just claim upon the State of Ala s ka a nrl t h e u. s. Government . 

23 The other is the Permanent Fund which distributes benefits from 

24 a resource owned by all the reside nts of the State of ~laska. 

25 MR. LOVE: What's the diffe1 " nee? 
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MR. EDENSO: The difference is the Native Land Claims 

2 Settlement Act is mandated by law to provide in fee simple 

3 title, mainly land distribution to the 12 Regional Corporations 

4 and to provide monetary distribution to the 12 Regional 

S Corporations. It aiso identifies specifically who the 

6 beneficiaries are under the .Act. 

7 MR. LOVE: The beneficiaries are the people of 

8 Alaska, I think that is pretty clear. 

9 MR. EDENSO · Who are the people of the State of 

10 Alaska ten years from ~ow. 

11 DR . LOGSDON: There is one point that I think he is 

12 trying to make here. Should the Fund be in the whole or should 

13 it be subdivided in parts based on one thing or another . For 

14 instance , we heard yesterday the possibility of subdividing the 

15 Fund by specifying a certain percentage o f it should go in 

16 utilities, a special fund for utilities. I think what he is 

17 saying is, should we subdivide or ---

18 MR . GALLAGHER: 'l'he question is, should it be 

19 sectoral or regional. 

20 MR. GRUENING: Maybe one of the points Jamie was gett Ln 

21 at is maybe democratizing the economic decisions by region. If 

22 we're t a lking about development, shouldn ' t the people within a 

23 given region decide what kind of development they want as 

24 opposed to , let's say a ccntial board which may be r e presented 

~ let's say Anchorage interest -- developing our Anchorage economy 

PAT KLING REPORTING SERVICE 
SUITE ~00 ANCHORAGE LEGAL CENTER 

1016 WEST SIXTH AVENUE 
ANCHORAGE, ALASKA 

-211-



• 

• 

is built on development on the outside. Maybe it might be 

2 determined the region in which people would like tc live 

3 s hould have a say in the structure as to how they want it 

4 developed. 

5 MR. GALLAGHER: The other way, of course, is sectoral. 

6 You have to do power development, you have one to do utility 

7 development and one to do agricultural development . 

8 MR. GRUENING: Decentralization of management is maybe 

9 a better term . I think that is a basic question, whether we're 

10 going to have a one management structure for development or 

11 whether you decentralize. 

12 MR. EDENSO: Decentralization decision making . 

13 MR. LOVE: 'l'.hese are all various alternatives. It 

14 could be completely an autonomous corporation. It could be 

15 central management with regional decision making , development 

16 for a particular area. It could be combinations of the two. It 

17 could be completely autonomous Statewide thing that just did 

18 everything at a State level. Maybe that's the most efficient 

19 way to do everything. 

20 MR. WOHLSFORTH: Does this all presuppose a central 

21 governing board which interfaces with a r egional development 

22 corporation. Let's get back to a li t tle loglc there. There is a 

23 P.ermanent Fund, not 12 or 14 permanent fnnds established by the 

24 voters. 1\lmost certainly, it seems to 111e, there has to be a 

25 central -- some central governing body 
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MR. LOVE: That could be a very simple function . An' 

2 executive director, divides up based on population, 13 or 16 or 

3 10 ways. 

4 MR .. WOHLSFORTH: . I don It think myself that is what is i 

5 contemplation. 

6 MR. EDENSO: It seems to me, Mr . Chairman, we're not 

7 talking about structure of organization, we're talking about 

8 functions, deve lopmental function, and trust savings acc0unt 

9 function, community development loans . These are all different 

10 kinds of investment policies and investment functions. 

11 MR . LOVE: To give you an example, let ' s say Kachemak 

12 Bay where the Statewide organization said we want to develop 

13 this area, offshore oil development, that's really the best 

14 thing to do, more jobs . The people of Kachemak Bay said we 

15 want to develop the fisheries , we want to have hatcheries and 

16 we want to have this and we want to have that. I see there 

17 could be a conflict in terms of --- I'm jus t saying this as a 

18 possibility, this may be a lousy example, but there could be 

19 different ideas about what development is best for the area . 

20 MR. LeRESClll~ : I think you're talking about different 

21 objectives f or differen t areas rather than about different 

22 managemen t structures . 

23 MR. LOVE: I think we should be operu ,\inded about all 

24 possibilities. It may be that you would want m~ybe 6 or 12 

25 dif fcrent ma nagement structures competing against each other ancl 
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some maybe would do very good and ·some maybe very bad , but maybe 

2 out of that -- maybe as a development approach, you ' d learn . more 

3 about it maybe than having a central organization wi th nothing 

4 to compare its success or £ai lure against. 

5 z.tR. WOHLSFORTH: Just one more time and then I ' ll quit. 

6 There ma~ be real merit in having regional autho r ities and they 

7 may be closer to people and they will be competing, but 

8 nevertheless it seems to me contemplated, unless I am absolutely 

9 crazy, that we have some central agency of some kind that has 

10 to allocate between agencies . Unless there is to be a 12-party 

11 di vision of the fund right from the start among these agencies. 

12 

13 

Would you accept that? 

I'm not saying I ' m against I MR. LOVE: No , I wouldn't . 

14 it ---

15 MR. WOHLSFORTII: I aM not talking about what you like , 

16 I'm talking about what the thing says. 

17 MR. LOVE: I think that JOU could conceive that there 

18 would be a very simple administrative function at the central 

19 level that really was hardly anything 

20 MR. GRUENING: What I had in mind -- I think you're 

21 rig ht, I think there has to be some central administration to 

22 determine wh ich region ge ts it. But t he idea would originate 

23 ~nd be adminJ stered by a regional authority which may or may not 

24 be part of the Permanen t Fund . They won ' t have to be. They 

25 could sprlng ur on their own. But t he concept would be the 
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Permanent Fund wouldn't take , say Outside investors who want to 

2 move into a region, or develop, or promote - - they would be 

3 dealing as say the World Bank is dealing with other authorities. 

4 That was jus t one thought I threw out. I can't anticipate that 

5 you woul d divide the Fund into 12 -- say if you were going to 

6 go as a model the Regional Corporations -- say we'll have 12 

7 funds . I don ' t know how you could divide the money in any way 

8 that would meet the constitutional mandate. 

9 MR . EDENSO: Mr. Chairman, I really have some difficult 

10 in understanding what Jamie is talking about , but it seem to me 

11 what he is trying to do is -- an organizational idea or a pure 

12 structural idea , what normally happens very efficiently in a 

13 ma r ket. If somebody has a n idea that maybe is goi ng to make 

14 money, they go to a bani· , they fi nd out if that idea has got 

15 some merit , the ba nk either ~<lys yea or nay, and you go with it . 

16 It sound s to me what J amie is try i ng to do .is c r eate a whole 

17 bunch o f little things that you are goi ng to have in a central 

18 location a nyw.:iy to satisfy some kind of st ructure. Is that my 

19 understanding of what you are s.:iying? 

20 MR. Gl\LLAGllCR : Let ' s look at a ma nagement structure 

21 of it ' s only a ne\I develo~·mcn t, wh .:it a management structure 

22 is quite liknly to be is a 5mall h ighly techn ical s ta ff . 

23 MR. LOVE: Centralized , e ither rcgionnlized or 

24 central ized . 

25 MIL Gl\LLJ\C.ll E R: r.i t ncr w.1y A You c .rn h-:ivc a S IMll 
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technical staf£. A staff that goes out and makes a whole lot of 

2 little tiny loans or a staff that makes a series of very large · 

3 loans. 

4 MR. LOVE: How do the t~ative corporations do it. As 

5 I understand it, they are autonomous -- the money is divided UtJ 

6 among them and then they do out and do their thing. The make 

7 their own investments, they make joint ventures when they want 

e to . Some of them invest in their own conununities, some of them 

9 invest in Anchorage. 

10 MR. GRUENING: The money is divided according to the 

11 

12 

It is complex -- based on population within the region . Bill. 
I 
I 

I don 't know where you would draw the line -- you might be ab l e 

13 to do it by statute , say so much money would go in this region __ J 

per capita basis I 14 MR. GALLAGHER: You mean make it on a 

15 of revenue s haring or something l ike that. Well, whe n you talk 

16 about development loans -- let's say divide up a region -- a 

17 development loan in the Aleutians, it migh r. be a whole lot more 

18 risky than a developmcmt loa n in /\nchoragc. 

19 MR. WOHLSFORTll: Certainly , the idea of a loca 1 

20 development corporation is a good one . I support that, j t might 

21 be a good in te rmediary for th is kind of t hing . Dut I can't see 

22 thilt the amendment contemplates a division of the n1uney by 

n tcgional secto~ so to th~t extent I don ' t think you can 90 much 

24 farther than simply rcco9uizin9 that we mc:iy intcrfDce with l o .al 

15 corporations. 

. 
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MR. LOVE: The only reason I bring this up and I hope 

2 in the future we can have some presentations on this. I would 

3 like to learn from the Native Co;r.poration' s experience how they 

4 manage their funds, what kind of investments have they 1:.:ide, with 

5 what success o r failure have they invested. I would hcpe at so~e 

6 point we would have some info on that . 

7 MR. EDENSO: Mr. Chairman, there is informati o n on 

8 that. It is published annually in each annual report from the 

9 Natjve Corporations . And for all practical purposes they have 

10 made their investments into Gonstruction activities and i nto 

11 money market instruments. 

12 MR. WOHLSFORTH: I think it is a good point and 

13 certainly they are a model of somebody who has a lot of money 

14 to invest in the last four or five years. 

15 MR. LOVE: I don ' t want to be on the record a~ an 

16 advocate for a decentralized syste~ but I think it would be 

17 wrong for us not to cons i fur this in our options and to take a 

18 look at some of the advantages of doing it t hi s way and also the 

19 experience of how it has already been done. If it has been a 

20 bad experience, I would like to know why lt was a bad 

21 experience and in what areas docs it feel it hus had a goo<l 

22 experi e nce . So that we can know that as we develop our own 

23 structure. 

24 MR. GRUENING: I have great difficulty i n e nvisioning 

25 hm1 you could itpportion as they have done in the Lanus Claim 
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bill money by either region or popu~ation. If it were b_y 

2 popul ation, it would a ll go to Anchorage. I am trying to co~e 

3 with that. I ~0n 't even ttink we can talk about it in terms of 

4 dividing it -- the money by region, but dividir:g the decision 

S making a~ to how the money is used within a region. I think we 

6 

7 

8 

9 

10 

11 

12 

13 

are addressing a political question here . Maybe we don ' t want 

to have one agency saying we're going to make a loan in the 

Bethel area for this , no matter what you think. I think that's 

what we are getting at . 

MR. EDENSO: I think one of _the things that was 

addressed by centralization, decentralization concepts was the 

idea submitted by Price Waterhouse and the recommendaticn for a 

board that would be composed from all the various election 

14 districts in the State . That would very definitel~ give you 

15 input on a regionalized basis as tc how you wo uld structure and 

16 possibly make decisions concerning either savings, developrn~nt 

17 or community development types of activity . 

18 MR. WOllLSFOR'l'll : Don ' t \·/e have something we can ~mt 

19 up here? 

20 MR . EDENSO: So far we haven ' t had anything to do with 

21 structural organization. 

22 MR. WOllLSFORTll: /\s Clark just said, divide the 

n decision making by regions and this raises the issue would there 

24 be some sort of subsidiary governing board by regions or docs 

25 reprcscn ta tion on t he citizens boa rd meet t:ha t problem? 

PA1 KLING REPORTING SERVICE 
SUtrE ' 00 ANCllOJ~ACL LEGAL CE NT ER 

1016 WEST SIXTll AV ENUE 
AHCHORACE, ALASKA 

-218-



• 

• 

Central and reg.ional boards might be better than funds. 

2 MR. LOVE: I like Clark's suggestion of saying that 

3 we consider recommending ~hat people in a given geographic 

4 area have some say over the types of development investments in 

5 their own conununities. I think that sounds like something we 

6 should really 

7 

8 

9 

10 

MR. EDENSO: One of the problems I have is the way 

Jim has been writing these up her~, one thing versus another 

thing . I think what we are doing that way is excluding one over 

the other. We should just say centralized boards, decentralized 

11 boards, etc. 

12 MR. CRAWFORD: Under development, I think it would 

13 also be appropriate to get into the management of it on a~ 

14 administrative rule basis, whether or not the funds would go to 

15 development of any of these at the highest return to the fund. 

16 MR. GALLAGHER: Development doesn't necessarily mean 

17 that . Maybe the highest economic r eturn but not the highest ---

18 MR. LOVE: I think that's true, we've got to resolve 

19 whether or not th~ development loans are going to be prudent or 

20 best return, or what is the alternative criteria 

21 MR. EDENSO: We can give it away. 'I'he point on that 

22 it seems to me you at l eas t have to earn some kind of income 

23 whether it i s 1 pcrce~t or 2 percent or 100 percent. 

24 MR. GALLAGHER: You may be looking at the highest 

25 economic returns, or you may -- but then you stray away from that 
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1 land decide to make it social -- tie in a social one. Say, in a 
' I I I 

' 2 rural area an economic diversification that doesn't really mak~ 

3 all that much sense. It employes lots of people ---

4 MR. LOVE : I think there is a difference between high 

5 return to a return and a lower interest rate . And a third 

6 category is marginal chance of return . That is a decision we 

7 are going to have to decide whether or not we want to include 

8 in the types of investments that won ' t pay off at all . That 

9 could make the Permanent Fund less than permanent . If it does 

10 pay off but if it doesn ' t pay off, at some point we are going 

11 to have to develop some philosophy along that line. 

12 MR . WOIJLSFORTH: I would say that income producing , 

13 you're not only going to get the income but you're going to get 

14 the principal back too . 

15 MR. LOVE: I think it ' s a threshhold question. 

16 MR. EDENSO: Mr. Chairman, under the decentralized 

17 concept, would the decc~tralized board or organization , would 

18 that be making decisions concerning an investment or a series 

19 of investments or something of that nature . And, if so, how 

20 would they indicate that to some kind of a centralized 

21 organization which establishes a Permanent Fund. You obviously 

22 don ' t have a dozen Permanent Funds, you only have one. 

23 MR. GALLAGHER: Jim, the re is one otter third sort of 

24 board thJt we did talk about . It wasn' t regional, it was 

25 sectoral. 
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MR. ~OVE: Inst~ad of boards for geographical areas, 

2 boards for various types of development. You may want an 

3 advisory board for petroleum development, mining. And you bring 

4 in people with unique expertise versed in these various areas of 

s development that are more qualified to give advice in those 

6 particular areas. I think that has a lot of merit. 

7 DR . LOGSDON: The thing that scares me about that is 

8 the only example I am able to put my finger on is the failure of 

9 the development bank. \ 

10 MR. LOVE: We are just showing alternatives here. 

11 He is not s aying that the loans would be diversified, he is just 

12 saying an advi sory board for something like tha t o f particular 

13 industries so that they could have a broad backgro und. 

14 MR. WOHLSFORTH: Sectoral advisory boards? I don't 

15 know what that means but it sounds good. 

16 MS. FLEISCllER: Another consideration if we did that, 

17 we'd still have to have some way to protect the neighborhood , 

18 even if the decisi on were made by a n expert, i t sti ll could be a 

19 bad decis i on fo r tha t vi l lage, tha t region , that area. 

20 MR. GALLAGHER: I t ' s a combin a tion. It's a ccntrill 

21 board with a combination o f secto ral a dviser s . 1\nd under the 

22 ccntrill board yo u go ou t and ta lk to the people a nd s ec i f they 

~ want it in that area. 

24 MS. FLEISCllER: 'I'hcr11 could be il pro ject de veloped 

25 which would be ubsolu tc ly de vastating to that pa ~ ticula r vil l age 
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or region . 

2 MR. GALLAGHER: There are two ways to do it , you 9an · 

3 put the decision making out there or do the hearing process out 

4 there. 

5 MR . MOTLEY: I would like to ask the board for a 

6 comment . If you decentralized this and went into various regions 

7 let ' s assume, for example, a genuine need for electricity and a 

8 particula r individual in that particular region where the dam is 

9 

10 

going to be constructed says I like to fis h in that stream and 
\ 

therefore I think this is really a disastrous thing so henceforth 

11 let's say no to this particular area . Wouldn't this cause a lot 

12 of problems in some of these larger development programs that 

13 may be necessary for Alaska . 

14 MS. FT .. EISCllER: Maybe the need is for energy, maybe 

15 thermal energy is a better unswer than a hydroelectric dam . 

16 MR. EDENSO: I think, again, central boards is 

17 descriptive of possibly more· than one boaru . 

18 MR. LOVE: We have the Pr ice Wate rhouse model which is 

19 one model for development . Another app : oach I think might be to 

20 just turn the development completely over to the Department of 

21 Economic De velopment and j ust make it a cabinet position -- say 

22 that that function of the Permanent Fund be managed by somebody 

23 in the Cabinet. I think that is an alternative you might want 

24 to consider. 

25 MR . MOTLE~: Wouldn 't that come under a great deal o( 
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po l i t i cal pressur~? 

2 MR. LOVE : In terms of development loans I think that · 

3 might be good. 

4 MR. MOTLEY: That means that the pres ent governor or 

5 whoever designs that Cabinet then can pretty much select in which 

6 di rection that the Permanent Fund ' s monies are going to go. 

7 M.R. LOVE: This may or r.lay not be all the funds that 

8 are in the Permanent Fund . It may be that a c~rtain percentage 

9 i s in savings account, a certain percentage in development • 

MS . FLEISCHER: The question then is, do you w~nt it 

11 subject to the pressure of the population, maybe you do want 

12 po l itics to have something to say about it. 

13 lvL~ . LOVE : Maybe you just want a commissj)ner who is a 

14 member of the governor ' s cabinet subject to confirmation or 

1.5 rejection by the Legislature. 

16 MR . GALLAGHER : There is also one other thing , you 

17 could make it all in CD ' s and put it all in banks and let them 

18 make all the decisions . 

19 MR. LOVE: Let t hem make all the decisions, that is 

20 something they have expressed a will ingness to do . 

21 MR . GALLAGHER: I didn ' t hear them s~y that . 

22 OFF tl'llE RECORD 

23 ON THE RECORD 

24 MR. LOVE : Mr. Meekins approached me yesterday about 

25 the Legislature making up the board of the Permanent Fund. I 

PAl. KLING RE PORTING SE-RVICE 
SU ITE ~00 ANCllORAG E LEGAL CEN I ER 

101' WEST SIXTH AVEtWE 
A1 . HORAGE, ALASKA 

-223-



2 

3 

4 

5 

6 

7 

8 

• 9 

10 

11 

12 

13 

14 

15 

16 

• 17 

18 

19 

20 

21 

22 

23 

24 

25 

know that there are many legislators who think that is a good 

idea. I guess that is not too surprising . 

MR. GALLAGHER: They don't have the power under the 

constitution to be able to do it though. 

MR. LOVE: Maybe they were given that power by the 

Constitutional amendment. 

MR. GALLAGHER: They weren ' t given any e xecutive 

power , all they were given was policy making power . 

MR . EDENSO : The question then comes , can a legislator , 

also be on the board. Then you've got a board that is 60 

members strong, not 40. 

MR . RHODE: I have had discussions with legislators 

on th~t point. And I said it awaits legal advice by the 

Legislative Council or the Attorney General a s to whether in ~act ' 

the Legislature could , in fact , or further as one legislate~ na s 

suggested that they b e able to approve each and every loan ove:r: 

a certain size . I have been advised that posnibly because the 

amendment was a separate part of the Constitution the norma l 

doctrine of separation of powers might not apply. 

MR. GALLAGHER: We have a pretty clear case on the 

Royalty Board on which the people just voiced their opinion. 

MR. WOIILSf'OR'l'll: I think there are so;,1e real legal 

questions here that I hope are being oddrcssecl at the outset . I 

have at l east four that I have heard. A. How much latitude is 

there in the Legislature to divid~ the Fund up into regio ns . 
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B. How much de legation is permissible by the Legislature to a1d 

2 the board . c. What does income producing mean. And D. Can 

3 the Legi s l ature appoint member:. of the board directly , or sit as 

4 members of the board. 

s MR. GALLAGHER: That's a question whether the 

6 Legislature cons i ders it executive . 

7 MR. WOHLSFORTH: I think t hey are all interrelated. 

8 I think they are major questions that have to be addressed very 

9 early • 

10 MR . CRAWFORD: Is the Attorney General addressing 

11 those questions? 

12 MR. GALLAGHER: We have to know what the questions are 

13 before we ~an answer them . We will try to get them answered, 

14 yes. 

15 MS . FLEISCHER: I move that we ask Sterling to ask the 

16 Attorney General for answers to t11ose questions before the next 

17 meeting . 

18 MR. CRAWFORD: Can I make a suggestion on your motion. 

19 And I will second it . I wo uld like to am0 .1d the motion to read 

20 either the Attorney General or a private attorney , whichever has 

21 the time prior to the next ---

22 MR . GALLAGHER: The Attorney General h.:is a staff o : J S 

23 attorneys . 

24 MR. CR.l\.WFORD: I just want to make sure we arc go:i. ?1lJ to 

25 get it back so we can do something on it. 
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? Would you repeat the questions? 

2 MR. WOHLSFORTH: A. How much latitude is there in the 

3 Legislature to diyide the Fund up into regions of th.a State. 

4 B. How much delegatlon of· powers is permissible by the 

s Legisla':ure to aid the board. c. What does income producing 

6 mean. D. can the Legislature directly appoint members of a 

7 board. These are broad questions and I wouldn't have the 

8 vaguest notion that a young Attorney General spending all his 

9 time from now to the next meeting coul d give us clear- cut 

10 !' definitive answers . But at least he can get started on it . 

11 MR. CRAWFORD: I think it would be helpful to gi.ve 

12 some type of deadline, either we can get an answer or we can ' t . 

13 MR. EDENSO: What are you going to do if he doesn't . 

14 MR. CRAWFORD: I t is sometimes helpful to give peoi;:le 

15 deadlines. 

16 MR. WOHLSFORTH: We agree. Let ' s move on to 

17 cornrnuni ty loans . 

18 
I 

MR. GALLAGHER: Community loans. I can see in this 

19 area direct lenJing, I can see indireqt lending -- I am just 

20 going 1, 2 , and 3, Jim. You can see community d1:velopment 

21 corporations. You can see different sort of boards, different 

22 agencies for different sort of things like housing, utilities. 

23 ~gain, we' re going over the range of possibili ti<~ s. 

24 MR. LOVE: I think Sterling earlier brought this up 

25 the idea, I don't think it should be community 1C1ans but ra thcr 
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-' 
community development. I think the earlier concept was that 

you just go to highest and be3t use and maybe go to a trust 

approach in terms of income p~oducing, and you just give people 

money and let t hem make their own choices. I mean if people 
. 

have more money then they can afford to pay more local taxes, 

they can a fford to buy houses easi er . 

MR . GALLAGHER: You can't do that as an Lwestment 

loan, you can only do that with income producing investments . 

MR. LOVE: We're talking about three goals, trust 

account, economic developmen~ and community development. I'm 

saying that you might achieve community development better by 

distributing money ---

MR. GALLAGHER: They 've got to produce income and 

have to h ave an asset . 

UR. LOVE: I ' m just saying that the way you might 

develop a community is by having a trust account, instead of 

reinvesting the money in a trust account, distribute the mone} 

to peoplt and that they use their money in the market place to 

develop their own communities. I would feel better if you put 

down community dev elopmen t as a goal because I do n' t t hink the 

goal is to make loans, the goal i!: to develop - - devclopmen t 

type of stuff. 

MS. FLEISCHER: Community developme nt loans. 

MR. LOVE: Giving a way money might be 

income, distribute the income. 
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MR. GALLAGHER : That isn't in this management 

2 structure. 

3 MR. EDENSO: You've got something written up there , 

4 fund, and I didn ' t hear anybody say fund , and you 've got CDC 's 

5 and I didn't hea r anyone say CDC ' s . And you've something called 

6 differential. We ' re talking about structure . 

7 MR. LOVE: I think Jim ' s point is he may want to deal 

8 exclusively with CDC ' s for community develo~ .. :on t-. That is a 

9 potential way of doing it and it also addresses sor.1e of the 

10 things we talked about earlier -- development loans , you know, 

11 sort o f decentralizing them. 

12 MR. EDENSO: Why don 't we say what CDC 's are first. 

13 MR. GALLAGHER: Let ' s say in fact what they do , they 

14 do a l ot of sma l l business loans, they are not much into the 

15 housing business. 

16 MR. LOVE: I think there is u. lot of emphasis on CDC ' s . 

17 In depressed areas where they have tried to develop local 

18 economy , big emphasis on jobs. llowever, 1 I thi nk as Sterling has 

19 mentioned in earlier meetings , they could just as well be 

w involved in construction of houses as well as anything else. 

21 MR. EDENSO: Bob , do you have any idc.::is on structur.::il 

22 organization? 

23 MR. BARNES: My idea on this type o [ thing is, if you'r 

24 going to have a central board to handle this thing , then what 

25 does the central board look like. I think the model that Price 
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1 Waterhouse came oµt with is basically the model that everyone 

2 seems to be happy with, but we haven ' t addressed that citizens 

3 board type thing. I don't think we should get into whether 

4 we ' re doing direct loans or indirect loans . I'm t a lking about 

s the structure -- wh6 is going to manage this, and we're 

6 philosophizing on how you do these things but not the structure 

7 of this entity that does it . I think that is what we should 

8 concentrate on . 

9 MR. LOVE: I think it should be decentralized as much 

10 as possible. 

11 MR. EDENSO: Do you have any ideas pertaining to the 

12 structure itself or the organization of the structure, possibly 

13 a board or not a board? 

14 MR. BARNES : I sort of do think that the citjzen board 

15 approach for the political sensitivity is important. That could 

16 be a small board appo inted by the governcr who actually operates 

17 the entity and l ~t them choose the management . I don ' t think we 

18 should 'Jet into the board will have to have so many managers. 

19 t-Je can g l vc that to them as their rcsponsibil i ty delegated to 

20 them. And I think that is the basic structure. We all seem to 

21 come back to that. And the Legislature will tell us t he 

22 philosophy, the goals that that bo.:ird is SUi:li.:>osed to meet. l~o 

n matter what you're going to do , baaicolly th.:it structure is 

24 going to serve if you have a · developmental type aµ~roach. If 

25 you have the savings approach, you have a small board and .:i small I 
I 
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staff. And I think those two alternatives are the only things· 

2 we are talking about. 

3 MR. LOVE: I think we are going to have to deal with 

4 the same issue here that we did on development loans and that is 

s -- we may come to different conclusions on the two programs 

6 and that is whether or not you want to have decentralized 

7 decision making about what the priorities are in different 

8 communities as far as development in those communities. You 

9 still will be able to have centralized management of the actual 

10 development but you may want the decisions made about what they 

11 want developed decentralized. 

12 MR. BARNES: Mr. Chairman , T wonld say the citizen 

13 board concept answers that question. You do have the input , 

14 that 's what they're there for. If you keep putting this 

15 decision points out all over the State, you're going to get 

16 nothing done . Someone will say no or veto it or something like 

17 that. So it doesn ' t serve a purpose to say you have to 

18 completely put it out there. You have the input on a general 

19 broad basis and that ' s the only way it's going to work. They 

20 can 't say yes and no t o every project, you 'l l get nothing done. 

21 Ten years from ·now you'll just have money piling up. 

22 MR. MOTLEY: Might I take a few minutes of the 

23 Conunittee's time. I'ye spent quite a bit of time with a nwnber 

24 of other people, manngerial people throughout the business 

25 conununity on the kind of a structure that I would like to 
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basically put out to have the Committee review ~nd have . 

2 discussion on. And, if it would be accept abl e with you, I 

3 would like to turn the board over and put it down in black and 

4 white so everybody could see. 

s MR. Gl\.LLAGHER: That 's what we are trying to accomplish 

6 here , finish up community development. Has it been already 

7 discussed in the development aspect or is it a combination which 

8 we come to next? 

9 MR . MOTLEY: It ' s basically just a structure to 

10 manage the Permanent Fund , per iod. It does not have any 

11 objective goals or anything else , but at least establishes 

12 a centralized managerial group, such as Bob Barnes is talking 

13 about and also Frank Fergusion was talking about it. 

14 MR. GALLAGHER: What is its objectives? 

15 MR . MOTLEY: The objectives will have to be settled 

16 by what the Legislature says. 

17 MR. GALLAG~IER: Then wha t you are trying to do is 

18 nonresponsive to what we are trying to accomplish. 

19 MR. MOTLEY: Well, basically, I thought we were trying 

20 to accomplish a structure , a managerial structure , to handle 

21 the~e Permanent Funds . There ha s been a conunent made that we 

22 have to have a different kind of managerial structure if we have 

23 a savings account or if we have a development corporation or a 

24 community loan project. I don ' t think so . 

25 MR . GALIJ\GllER: We still have one category left called 

. 
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