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size without calling for a new vote to subscribe more capital. The stockholders of
the World Bank can increase the size of their institution by changing the leverage
ratio, but it's quite difficult to change the articles of incorporation even though
it can be done.

. *+_LeResche: The Alberta Fund sets proportions of loans that can be made for
various purposes. A strong executive officer working under the Alberta rules would
feel accountable.

Mr. Fuhrmann: He doesn't feel accountable with respect to the loars that are in
the soft category because it's been removed from the fund by being put on the legislature.
He is accountable with respect to those things he has authority over. They have main-
tained th2 autonomy within the normal business environment with respect to soft loans
but the re.ponsibility really rests with the Legislature.

Mr. Love: Alaska seems to be a country that might have too much capital and
would hive a problem of how much capital we can absorb. Should we have a Development
ank .pproach? TIs that the best vehicle for us in the investment of the Permanent Fund?

Mr. McDowell: That is true, but there are other issues that are addressed by the
development banks--investment decisions -hat aren't made on economics alone, they're
made on income distribution effects, employment effects, environmental considerations,
health and social considerations, plus the economics of the project situation.

Mr. Love: what are the mechanisms for evaluating whether or not the loan programs
that the state enters into are actually achieving the specific objectives being outlined?

Mr. McDowell: The reporting of the accomplishment toward this sort of objective
34 in the annual reports of the institutions.

Mr. Waldock: 1 have a few questions I'd like to put to the Committee. One is,
exactly what criteria was used for the selection of all of these different financial
consultants?

Mr. Gallagher: At the present time we've only got two under contract. Arthur D.
Little Is not under contract. We went in search of several firms who were knowledgeable
in certain areas and called and talked to the ones we thought appeared to have the most

to bear on the subject.

Mr. Motley: The Investment Advisory Committee, as an nnt[ty of the State, 1is
subject to the pruvurement and purchasing rules and laws of the State. We have to kecep
that in mind.

Mr. Waldock: The second question is, "What exactly are the fees paid to these
various consultants and what is the length of their contract?"

Mr. Edenso: 'The terms of the contract are general, they are intended to explre at
the presentation or the completion of our task and then have the Committee itselfl return
to its original condition after we have prepared some output for the 1977 Legislature,

We anticipate completing the closed contracts sometime in Januvary of 1977.

Mr. Rhode: I believe all the contracts are Identical in that they expire with the

convening of the Tenth Alaska Legislature and gencrally the compensation is based at
their customary fees with a ceiling not to exceed.

Mr. Waldock: Which 1s?
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Mr. Rhode: It depends on the contract. For White, Weld it is set at
the amount of $20,000 ceiling, with allowances for actual expenses.

Mr. Edenso: The Lesiglature pissed an appropriation of $185,000 and the
Governor slashed that to $135,000., Getting down to the actual contracts;
Bob Richards from Alaska Pacific Bank - his contractual services are at a ceiling
of $15,000 and $2,000 for travel and expense purposes, in other wcrds he is
limited to a total of $17,000.

White, Weld and Company, Inc. of New York has a ceiling of $20,000 with
$10,000 for travel and expenses, or a total of $30,000. Price Waterhouse has
the same limitation on their contract.

We have on contract but not utilized, Professor Edward Solomon from
Stanford University - contractual services of $5,000, travel and expenses of
$2,500 or a total of $7,500. There is also an unsigned contract, but an agreement
if we need it, with Dr. Richard Neve from the University of Alaska in Seward, to
prvide us specific information on fisheries and fisheries related subjects. His
contract is budgeted for at $5,000 and travel and expenses at $1.000, or a total
of $6,000.

We have budgeted for the Legislators involved with the Permanent Fund and
for their discretionary use a total of $30,000. We have budgeted for legal
research purposes $5,000; we have also budgeted for travel contractual services
for the State Investment Advisory Committee $3,000 in services and an additional
travel and expenses of $5,000, for a total of $8,000.

There is also a contingency fund of $16,500. We had programmed, prior to our
full realizatfon of what the costs would be for the information we were asking
from Arthur D. Little, we had programmed $10,000 and for their travel and
expenses not to exceed $5,000. The information we are asking from Arthur D. Little
Ils very complex and very difficult to gather. It requires some very talented people
in the area of the national economy, interpretation of that with the State economy,
and some «conometric modeling, not techniques but the results of a developed econo-
metriec model. We have not signed this contract yet but we're contemplating asking
for a supplemental appropriation to allow us to procced with this.

[ think that generally gives uvs a total of $135,000, contractual servi:es
of $109,500 and travel and expenses of $25,500. We have one other contract -=-
Mr, Bill Batko. He would come under the budget item of State Investment Advisory
Committee., He was recommendid to us by Mr. Love. His total contractual services
Is $500 and travel and expenses of $1,500.

Mr. Waldock: Since it is one of the responsibilities of the Investment
Advisory Committee to advise the Commissioner of Revenue and the State of Alaska
on their selections of financial consultants and since these financial consultants
primarily for the help on the Permanent Fund have already been selected, can it
be assumed that the Investment Advisory Committee is not going to be held responsible
for any incorrect advice given by tlese consultants?

Mr. Wohlforth: I would say yes, that can be assumed.

Mr. Gallagher: It was an executive prerogative.

Mr. Edcqﬁgz For the Information of the Committee -- Alaska Statutes,
Chapter 37.10.070(f) states, "The Investment policy shall be formulated by the
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Commissioner of Revenue, who shall be advised by a committee appointed by the
Governor but shall contain representation from the Legislature. In formulating
investment policy they shall consider maximum income and safety as governed by

the prudent man rule and the benefit to the private and public sectors of th
economy in terms of increased housing and commercial credit, stimulated busi.iess
activity, increased employment, support of the market for state and local 1onds,
increased public revenue, together with the possible inflationary effect ol the
investment and (h) and (i) of this section. The Commissioner of Revenue, with

the consent of the Committee, may enter into contracts for services providing
investment advice, custody of securities and execution of transactions in or out
of Alaska." That pretty much spells out what the previous role of the Investment
Advisory Committee was. However, in the expansion of the Committee to undertake
the task of establishing the Permanent Fund, the Governor asked that the Committee
address itself only to the Permanent Fund at this point in its expanded state.
Now, were you to begin to provide advice to the Commissioner as an expanded Com-
mittee, I would suggest that with the new members of the Committee, that may be
inappropriate at this time.

Mr. Motley: Mr. Waldock and I have not discussed this subject before, but
I think I understand the thrust of his questions. I think, as a long-time member
of this Committee he would like to continue to participate in some of the decision
making processes with regard to the selection of eriteria, consultants, et al.
As a fellow member of his Committee, I think T understand what he's saying. 1T
don't have any problems with the selections made, but I've taken note of his
scrutiny of the process.

Mr. Walcock: T'd like to say the same thing and not just for myself. 1
think everybrdy on this Committee should have that opportunity to have that choice
and we might as well get the course of the Committee aimed in the right direction.

Mr. Waldock: The final question is the conflict of interest law, The law
came Into effect in 1972 that anybody working in an advisory or consultant capacity
may not act in a contra-capacity as an investment banker, dealer, or accountant
due to the possibility of conflict of interest. My question 1is, will this also
hold true for the Permanent Fund?

Mr. Motley: What is the statutory reference?

Mr. Wohlforth: The only one I'm aware of is that prohibition which applies
to the state and local governments of having a financial advisor bid on bonds. Is
there another one that I'm not aware of?

Mr. Rhode: It doesn't apply in this situation because they're giving advice
on general public issues. They're not structuring debt, preparing a prospectus,
advising us on any specific type of investment, nor are there any investments for
them to deal in.

Mr. Waldock: Couldn't you possible see a conflict of interest in investment
a’dvice or a consultant in this particular case because it takes in a broader area?
Couldn't there be a little bit of conflict of interest if that individual was to
structure the way the Permanent Fund is to be run and then, in fact, turned around
and be in the other end of the operation?

Mr. Rhode: This matter was specifically addressed. Every consultant was
given a copy of the relevant statute. I'm not aware that Price Waterhouse is
dealing In securities, In the case of White Weld, they're :n virtually every type
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of investment that is possible, all the way from tax exempts to taxable debt. So

any way the Fund turned out there would some kind of business that they might have
a part in at some later point. But that would be true of any other highly reputed
national investment banking house that we might bring before this Committee.

Mr. Waldock: That's the exact point. I think if they are used as con-
sultants they should not be involved in the actual use of the Funds, once it's
in operation.

Mr. Motley: T move that I would be happy to work with Mr. Waldock and
anybody else to draft the question and ask the Attorney General for his advice.
There may be ramifications later on and perhcps White, Weld and others would like
to know what their ramifications are.

Mrs. Fleischer: 1I'll second it,

Mr. Wohlforth: Any discussion? All those in favor say, "Aye."
Opposed. So ordered. Mr. Motley, will you and Mr. Waldock work on this question.

Mr. Urion: Before we get completely off of this subject matter, I'd like
someone to explain what this $30,000 is for? You said it was budgeted for the
legislators to use as they see fit. I happen to be a legislator. How is it being
used?

Mr. Edenso: To the best of my knowledge, it's being used for expenses incurred
by the legislators for matters relating to the Permanent Fund, for telephonu calls;
for some travel, ctc.

Mr. Malone: The appropriation was made in the lLxecutive Branch, so what
they've done is actually set aside $30,000 for the Legislature to basically make
proposals against. TIt's the budget for that $30,000 that Senator Kerttula and

I have worked up. The primary expenses are staff and office expenses.

Mr. Love: 1t is my hope that one of our very next meetings will be a meeting
where ﬂ;;7ﬂﬂﬁic has an opportunity to appear before us and give us their ideas

on what they want the permanent fund to do. There are probably many other

different approaches to the {nvestment purposes for the development, many different
ideas and proposals that we should at least hear before we make our minds up about
what the proper direction is. We should not be committed in any direction before

we have an opportunity to hear from the public.

Mr. Motley: I don't think anybody is committed. We can't commit anything
until after the election. What we did today was mostly for enlightenment. It's
probably the initial intellectual exercise to figure out what may happen if
certain things do occur. The one thing that changes the Constitution is it says
income producing investment, and that's where you have to start from. There isn't
any mention on the ballot about social benefits versus social costs; there's
nothing about subsidies, soft loans, or anything like that. We have to keep that
in mind.

Mrs. Fleischer: ['m reluctant to leave the room without some decision
on uutggrﬁﬁtﬁigqaﬁ?]unlh;and objectives of the Committee. I would like for
to decide to do that, and I so move. I move that we make the next order of
business a discussion of and decision upon the goals and objectives for the
permanent [und.

Mr, Love: 1'll second




Mr. Wohlforth: 1IL's open for discussion.

Mr. Motley: I think it's a little premature at this stage of the game. I
really think it would be presumptuous for us to come down with all kinds of poals
and objectives when there's just a one liner that's going to be on the ballot.

Mrs. Fleischer: By the next time we meet we'll know whetlier we have a task
or not.

Mr. Malone: T have to agree with Commissioner Motley. The very creation of
this fund in the first place is on the ballot to be decided November 2 by the people of
the State, and while I'm quite hopeful the outcome of the election will be positive,
I feel it is presumptuous right now to start laying out goals.

Mr. Love: I think this Committee is going to have to look at the question of
developing some pretty important goals and objectives relative to investment policies
regardless of what happens to the permanent fund. The reason the permanent fund is
being created is to have some mechanism to deal with anticipated surpluses of revenue;
we're going to have more revenue than the State is going to spend.

Dr. Logsdon: Am I correct that the purpose of the standing crmmittee is to address
itself only to the permanent fund?

Mr. Wohlforth: I think that's correct, yes.

Dr. Logsdon: So if there's a "no'" vote on the ballaot, this Commitree automatically
SORBK

goes back to ifg—briginnl status?

Mr. Wohlforth: I hadn't understood that until today, but [ guess that's right.

Dr. Logsdon: May [ offer an amendment to the motion, that i1f the voters approve
the permanent fund before the next meeting that this issue be considered, the issue of
objectives of the permanent fund be considered at the next meeting?

Mr. Wohlforth: Do you consent to the amendment?
Mrs. Fleischer: 1Is that the sole purpose of the expanded committee? If the
voters disapprove what will the Committee do then?

Dr. Logsdon: Then the Committee is not going to look to the objectives of the
permanent fund because there won't be one.

Mrs. Fleischer: [ accept the amendment.

There's a broad base public support. There are those who believe
In the navings account concept, there's those who believe in comnunity development, and
there's those who believe in economic diversification,

Mri. Fleischer: You mean you're saying that's what the poals are?

Mr. Gallagher: That's among the wide range. There are at least those goals

in front of the public. The choice hasn't been narrowed down to all three.
Mr. Wohlforth: The motion is to consider goals and objectives at the next meeting

if the permanent fund passes. Do we have any further discussion? All those in favor
signify by saying, "Aye." Opposed? It passes.
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Mr. Gruening: It isn't very long before the election and the convening of the
legislature in January. T feel we should have specific questions or goals to put before
the legislature -- narrow it down a bit. We do have some real deep issues.

[ 4

Mr. Wohlforth: How about November 5 for the next meeting and advertise it in plenty
of tlme to also have public Input on that date. Also have Mr. Edenso make up speciflic
questions for the consultants to answer. [ would entertain a motion that the mecting
date be November 5, that there be time for public discussion, and chat there be a sub-
committee appointed to meet with the Commissioner or his Deputy to pinpoint specific
questions we want answered at that meeting from the consultants.

Mr. Gruening: Let's take that suggestion in three motinns. The meeting date sounds
fine, how about the 6th also? 1I'll second the motion. The other one - public partici-
pation. I so move that we advertise ahead of time, perhaps starting now before the
election,

Mr. Edenso: What do we do if it doesn't pass?

Mr. Love: I would say that the purpose of the meeting would be for people to come
and address the Committee on the issue of investment policy because that issue is still
before us regardless of whether we have a permanent fund or not.

Mr. Wohlforth: All right then, is that satisfactory, that the meeting day the
morning be devoted to public input? Then [inally, a sub-committee to work with the
Commissioner of Revenue on pinpointing questions, specific questions, for the consultants
to answer at that meetiny.

Mr. Malone: If a general discussion is planned at the next meeting as well as parti-
cipation by the public, I would think that the concept of sub-committees might bhe more
valuable after some of those things are hammered out, the sub-committees after the

charge.

Mr. Wohlforth: Scratch the idea of the sub-committec for now., 1'll entertain a
motion for adjournment.

Mr. Love: 1T would like to introduce Mr. Bill Batko. He's been doing some work which
we submitted to the board in short papers having to do with different types of not such
gigantic, but smaller development corporations. For personal services he'll be sub-
mitting some papers after he gets back to Vermont and thinks about all the discussions
that went on here.

Mr. Edenso: | would also like to introduce Mr. Ken Jensen from Arthur D. Little
at San Francisco. We have a tentative contract with them to provide us with some national
cconomy questions, given the potentlal size of the permanent fund and the nature of
Alaska's ceconomy and what Alaska's economy might look like In the future. This wil]

provide the Committee information whicli relates directly to potential investment policy.

Mr. Motley: With that in mind then, you're asking for the Committee's approval,
L'd like to review that contract to make sure that we avoid any kind of duplication on
the other efforts that are ifnvolved in establishing that for the State. [ would with-
hold that until 1've had a chance to review that contract.

Mr. Wohlforth: TIs there any further business? Do 1 hear a motion to adjourn?

Mr. Motley: Yes, so move.
L

Meeting adjourned at 5:15% p.m.
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STATE INVESTMENT ADVISORY COMMITTEE
MINUTES
November 5 and 6, 1976
Anchorage, Alaska

Chairman Eric Wohlforth called the meeting to order at approximately 9:00 a.m.
cn Friday, November 1976 in Room 406, State Courthouse Building, Anchorage, Alaska.

Members present were:

Dr. Logsdon, Association Director, Agricultural Experiment Station, Palmer
Mr. Eric Wohlforth, Attorney at Law, Anchorage
Mr. Rcbert Barnes, President, Alaska State Bank, Anchorage
Mr. Dennis Waldock, Foster & Marshall, Anchorage
Mr. Jamie Love, Alaska Public Interest Research Group, Anchorage
Mrs. Lanie Fleischer, Anchorage
Mr. James Crawford, Cooriinator Alaska Offices, Anchorage
Mr. Langhorne A. Motley, Commissioner, Department of Commerce and
Economic Development, Juneau
Mr. James Rhode, Anchorage
Mr. Robert LeResche, Director, Development Planning & Research, Juneau
Mr. Firchard Freer, Deputy Commissioner, Department of Administration
(For Bill Allen, Commissioner)
Senator .almar Kerttula, Palmer
Senator Frank Ferguson, Kotzebue
Representative Clark Gruening, Aachorage

Absent Members:

Mr. Emil Notti, President, Alaska Native Foundation, Anchorage
Mr. Martin Pihl, Comptroller, Ketchikan Pulp Company, Ketchikan
Mr. Robert Thorstenson, Petersburg Fisheries, Inc., Petersburg
Mr. Robert McFarland, First Federal Savings & Loan, Anchorage

Senator John Butrovich, Falrbanks

Representative Hugh Malone, Kenal

Repregsentative Richard Urion, Anchorage

Advisee:
Mr. Sterling Gallagher, Commissloner, Department of Revenue, Juneau

Others present were:

Mr. Bob Richards, Alaska Paciflc Bank

Mr. Frank Murkowski, Alaska Bankers Association
Mr. Don Dickey, Alaska State Chamber of Commerce
Mr. Bill Scott, Chamber of Commerce

Mr. Phil Daniel, United Fishermen of Alaska

Mr. Robert Smith, Central Alaska Utilitles

Mr. Dwight Bowden, Home Federal Savings & Loan
Mr. Paul Kapansky, Home Federal Savings & Loan
Mr. Dan Regis, Price Waterhouse & Co,

Mr. Al Fleetwood, Alaska Bankers Assoclation
Mr. Charles Fuhrmann, White Weld & Co.

Mr. Ted Swick, White Weld & Co.
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MINUTES:

Mr. Wohlforth: In Bob Mc¢cFarland's absence I will now open the meeting. As you
know, the Permanent Fund amendment passed last Tuesday. This has been the subject of
study by this Committee for the last two meetings where the structure of the Permanent
Fund and testimony has been taken at prior meetings from consultants.

This morning we've set aside some time for public hearings now the¢ the Permanent
Fund idea has passed. What kind of structure of operation, what kind of organization,
what sort of use of monies for income producing investments is appropriate to recommend
to the Legislature and legislative committees when they start their work in January.
We'll briefly go through the agenda. This morning 1a set agide for a public hearing.
This afternoon, Mr. Bob Butler ‘will give a report on poassible uses of the Permanent
Fund to leverage investment. Mr., Richardsd will speak on the Alaska banking system
and various kinds of investments that might be contemplated for the Permanent Fund.
Tomorrow, Frice Waterhouse will have someone report on management governing boards
and problems encoutitered in both the operation of other permgnent funds and in the
operation of development loan aituations aelsewhere .in the ﬂo;ld In other words, how
can we avoid scme of the mistakes tHat have been made elsewhere, Then we will have a
work session under the general tapic of structural and organizational considerations.

Mr. Phil Daniel: I'm with Uniced Fishermen of Alaska. I would like to speak in
rather general terms about the present situation in the fisheries as it might relate
to the Permanent Fund. The Alaska fisheries at this point is rather archaic in structure
and scope. We are presently harvesting about four stocks; gourmet Iltems, and neglecting
things that could be done. There'ds no doubt but that in the future we will have to
rely on renewable resources, such as tourism, figheries, timber, and things of this type.
So It might be workh consldering what the Permanent Fund could do to stimulate the
fisheries industry by way of investment, and certainly the movemeat into the bottom fish.

Our salmor fisheries are In great difficulties. We have only about a third of our
salmon stock remaining. I don't want to go Into detall on gravel incubators except to
say they produce a very healthy smolt and at a much lesser cost than the so-called
conventional hatcheries that have been employed for years in the northwestern part of
the United States. I could see the Permanent Fund acting as a stimulant to the industry
moving into the bottom fishery; acting as a stimulant to the hatchery production
gituation. I can certainly see a very significant role that could be played by the
Permanent Fund to stimulate the industry and hopefully provide an economic base that
we can turn to when other avenues have exhausted themselves.

Mr. Motley: What you are really saying is there {s no domestic market for the
5,1 billion pounds of fish. Wouldn't you think it is a logical assumption that given
a 200 mile limit that Lhe people who have been used to eating fish aren't going to stop
eating them. So what we're really talklng“bDUC is a change in the relationship of
the process in which they're caught and processed within the 200 mile limit, i.e., the
exclusion of foreign fishing rather than necessarily disrupting the total market?
You would envision the Permanent Fund to be a vehicle to possibly replace the Japanese
mother ships with American mother ships or on-shore processing facilities?

Mr., Daniel: I think that, but T would like to go beyond that. We've done so little
in the Lower 48 to convince people that fish is a good product. We should broaden the
market in the Lower 48 by convincing people that good fish is really a desirable produce.

Mr, Motley: With regard to the fish hatcheries program under the Constitutional
change, that they would be a more apt vehicle for thils investment as opposed to a State-
operated hatchery program?
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Mr. Daniel: I really think they can do it more cheaply as far as the
capital investment, the initial investment. They are going to have to have good
biologists and they've got to have a good business manager.

Mr. Gallagher: Those mother ships or a like vehicle, how much would they run
in American dollars? A million and a half?

Mr. Daniel: I think it would be very much more than that. Large crabbers,
80 - 100 feet, now run better than a million dollars. A floating factory ship is
what we're talking about and that would probably run millions of dollars.

Mr. Love: What effect would all this off-shore operation have?

Mr. Daniel: There i3 real nervousness among the fishermen. There have been
reports by the National Fishery Service that indicate vulnerability of crab and shrimp
loss cne part per million of oil actually dissolved into the water. They don't
really know what that means but it doesn't sound good. So rhere isi real apprehension
about 0CS. I've suggested to the oil companies that they take a group of fishermen
to the Gulf of Mexico and allow those fishermen to talk to their’ counterparts. That
way they would realize they could live with OCS develcpment and-I think it would go
further to solve the problem than anything else.

Mr. Love: How much investment capital de % would ‘be advisable’

Mr. Daniel: I really can't answer that fully. I believe if we got
private industry into it we could do it somew '/ ser than the State. As far as
ceveloping markets and stinulating the harve ,ottom fish, I really don't have

figures on that.

Mr. Love: I just wanted to point out in tne Interest of future delibesratlons
that it would be useful to have some figures. Also 1f you see the need for an
investment in the area of hatcheries and in bullding boats or in processing facilitiles.

Mr. Daniel: Well, I can see it iIn the boat bullding 1f you're moving into
different filsheriles. If you're using a boat for other purposes besides salmon
it is justifiable. 1If you're looking at moving into these bottom fisheries, very
definitely we could use State money. The burden right now for the fisherman who wants
to develop a new technique or move into something is entirely upon that fisherman. I
don't know of any experimental monies that are available except perhaps a very small
amount. I see it certainly in the hatchery situation, but I want to emphasize that what
ve are really interested in is the loan program where thge State gets its money back.
Simply a loan that is repaid out of the sale of surplus fish at the hatchery racks
and repaying these assessments on the filshermen.

Mr. Love: You think the big part of It is hatcherles.

Daniel: The bottom fish could be tremendously valuable.

.

Mr

Mrs. Fleischer: How renewable are bottom fish? You are not talking about
hatcheries when you mention bottom fish,

Mr. Daniel: No. Hatcheries only apply to the salmon. Bottom fish is a more
frustrating situation. Our halibut stocks are in blg trouble. Bettom fish can be
renewed but only by not fishing them for awhile. We need a better and more careful
regulatory regime. Under the new bill we have the ability to tell the foreign fish-
eries where and when they can fish. We can insist upon it, but there 18 always the
question whether our State Department 1s going to show any courage.
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Dr. Logsdon: What is the existing capability of Alaska fishermen to take
bottom fish? :

Mr. Daniel: I would say that some of the crab fishing boats could be substantial
in size and could be converted fairly easily but it would cost in the neighborhood of
$45,000., The gear capability is another thing and I don't think we're very close to
that and the cost for conversion in that case would be in excess of $50,000.

Mr. Waldock: If we funded the Fishery Department, we would want to know if it
would be a profitable operation because part of the eriteria of the Permanent Fund
money is 1t has to have a return for the investors.

Mr. Daniel: No, I would say there isn't probably much being done there. It should
be carefully looked into--whether you let the money go in tlie direction of private
industry or whether you let it'go into any deépartment as to whether or not you get an
attractive cost benefit ratio. :

Mr. Wohlforth: This subject is one that would. take weeks of testimony before we
get finished with it. Hopefully; people like Mr.:Daniel will work closely with us and
the legislature on this .roblém;

Mr. Dickey: I want to commend the Legislature for their efforts and this
Committee for their work on the Permanent Fund in presenting this package to the voters.
Our purpose today, basically, is not so much to offer specific suggestions as to where
the funds might be invested but more to speak to the point of rhe goals, the objectives
and the structure that we see might be helpful.

I think the permanent Fund is an exciting concept, properly used can bring untold
benefits to the wide cross-section of Alaskans. I think it has also the posailbilities
of abuse and, if abused, will create a boondoggle second to none that we've had and of
unprecedented consequence. I am going to ask'Bill Scott to speak first. He is past
president of the Alaska State Chamber of Commgrce and is Alaska managing partner of
the accounting firm of Peat, Marwick & Mitchell. ;

Mr. Scott: It seems to me that the structure of the Fund itself needs strong
manaé&ment and leadership. The Fund nceds to be in a separate State-created corpo-
ration or entity that would be answerable to the Legisldature. Because the Legislature
will set many of the guidelines. I believe the Fund should have gopistant and on-going
review, not only from the financial transaction stapdpoint but alsofrom an aperational
analysis standpoint, so that programs can be contimhally evaluated: ¥rank Murkowski
will have comments on more specific investment areas.

Mr. Murkowski: The statement that the Fund i3 to be used for income producing
investment is one of the things I wish to talk about. I don't feel. the State can
realistically involve itself in very broad loan programs for the benefit of the public
as a whele in a general way because of the polities ti.gt enters into these programs
once they are established and the lack of independence that a State agency has in
loaning funds. The political pressures result in bad loans and Bevere losaes, some-
times. I would suggest that the area to look into initially are some of the broad
guarantee concepts., There is on the books at the present time the Alagska State
Industrial Corporation which allows the State to use its tax exempt status, The concept
has never been used because there has been a reluctancy in the administration to allow
the State's credit to be on the line in the copcept of a guarantee. It has an appli-
cation from the gtandpointof providing the development of industries that are of high
potential but yet high risk from the standpolnt of other adequate mrkets in the State.
As an example, the cement business in Alaska today. We cartainly hiye all the resources
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to develop a cement manufacturing process but it is questionable whether the markets
are here. But a guarantee program where the Permanent Fund could guarantee the bonds
has an application. That type of program would result in substantial new industry.

It would not be a tax incentive per se, but it could have a very substantial assistance
to the development of the industry.

If you get into participation in loans that you require 257% participation from the
lending institution, then the policing is done by the lending institution that is
directly involved in the credit. Agriculture is another area that the Permanent
Fund could be involved in by developing and clearing the land.

I'1l leave you with the warning, if the program does get into an area where it is
a broad loaning function, then politics 1s going to enter into it. No administrator
can hold up under that kind of pressure.

Mr. Gruening: Did you say the Veterans loan program was an example of a bad
program?

Mr. Murkowskl: No, I specifically stated that the Veterans program was an excellent
program. It 1s not a broad loan program where somebody can come in with anything. It
is secured by real estate, the safest kind of program there is.

Mr. Gruening: Is that because it's a housing loan?

Mr. Murkowski: That 1is one of the reasons. It has specific guidelines and
collateral value. It takes reasonable discretion out because you've got specifics. But
you get into areas where you're projecting what the cash flow of a new business is
going to be and you've got to be realistic with it; if it's marginal, that means it is

marginal and you've got to look at it that way.

Mr. Gruening: The fact that it is a home loan as opposed to, say, participating
by the bank. Which factor is important?

Mr. Murkowski: There is no relationship. The real estate loan stands on its own,
You've got guildelines and you loan a percentage to the value, you know what the value
1s and you look to the credit worthiness of the borrower. If he's got the income to
pay for the loan, he gets the loan.

Mr. Gruening: Why couldn't the same kind of criteria apply to any business loan?

Mr. Murkowski: First of all, any kind of business loan doesn't fall into value.
Usually the individual wants to start a business. He's an unknown entity and has no
operating experlence. He wants to borrow for the collateral, he has no equity., But he
might have a great idea.

Mr. Gallagher: When I was In the banking system, we reviewed our reserve for bad
debts and 89% of our charge-offs were commercial loans, 2% in real estate, and 97 in
installment loans. We took all of our losses in commercial loans.

Mr. Murkowski: There is no politics in the Veterans program.

Mr. Gruening: I'm interested in why you can't Insulate some of the politics from
the business loan situation? Why can't we make the people that are administering it
responsible?

Mr, Murkowski: TIt's a different type of politics. The banker is going to go broke
or hei

s going to eat his bad loans, but with the government it doesn't work that way., I




think the people are responsible, it's the pressures they get. And I don't have any
suggestions.

Mr. Waldock: Rather than have a new vehicle for handling the Permanent Fund could
the Alaska State Development Corporation handle it? Realizing there are a few pitfalls
with it, could any safeguards be put in?

Mr. Motley: I think if you had the banks in then everybody has something at stzake
and you have two underwriting criteria.

Mr. Murkowski: If you keep the banks in enougi and don't let them off with 5% or
.lozl

Mr. Wohforth: I am aware of the Alaska State Development Corporation experience.

I think the point of a higher degree of private participation is absolutely the key to
any reinstitution of that kind of vehicle.

Mr. Scott: It is almost certain, if not extremely probable, that any loan that is
made within the State will have social impact. To the extent that it creates a better
economy and new jobs, that social impact will be good under all the guidelines we go by.
I don't believe the social impact should be the prime consideration on a loan made from

the Permanent Fund, or anybody else.

Mr. Love: Do you think the social impact should be the principal goal of the
Permanent Fund or do you think that we should look to standards of the quality of life
and whether or not certain types of development are necessarily good. Which direction

ghould we work for:

Mr. Scott: Why can't we have both?  Every poal I ever had in my life was toward
the bettering of the quality of my 1ife and in the process of everybody elge's that I
dealt with.

Mr. Love: There are golng to be times when these can be best achieved through
{ncreased economic growth and times when it would adversely affect these.

Mr. Scott: That has to be the Legislature's decision and not the admlnistrators
of a loan program. The two should be separate and don't directly affect one another
except incidentally.

Mr. Edenso: What do you think might be reasonable terms for a small loan program,
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whether it should have 10 years, 20, or 5, or whether or not it should have a fixed
interest rate or should the interest rate be tied to some kind of market rate of Interest’

Mr. Murkowski: I can't come up with a blanket suggestion. I would comment that
the borrower needs 10 years Instead of five. The longer you put it out the more risk
you have in subsidizing interest rates. I8 that in the best interest of the State?
From the private sector, [ don't like the word "subsidy" because of what it {mplies.

1 don't think the State loan programs should be subslidy programs from the standpoint
of the application of the word subsldy. You have to establish the priority that the
Permanent Fund is going to apply itself to. How broad you want to get, i1f and when or,
{f you get into a loan program on an expanded baslis. Should you only come into those
areas that the private sector can't serve adequatly. Who makes the decision whether
the private sector 1s serving the publlic adequately.

Mr. Edenso: Do you see any problem with the State loan’ng, say, $1 million for
15 or 20 years?

Mr. Murkowski: Yes, very definitely. If th. State gets into loans of that nature
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they are just one step away from a welfare state. State loan programs change with
administraticn and you'd never be able to coutrol the politice in it,

Mr. Edenso: We have a very rapidly growing influence or segment in the business
community in Alaska with the Native regional corporations who have potentially a very
high need or desire for capital. Suppose they express a strong desire to participate
in a Permanent Fund, would you see the banks as well participing in this kind of a
development or lending activity?

Mr. Murkowskl: The experience that most banks have had with the Native regional
corporations in their effort to acquire whatever their particular interest is, they
are in a position to put in an equity contribution that makes the long-term financing
avallable for whatever they have in mind,

Mr. Wohlforth: Part of the work session this afternoon deals with the structure
of the Board or whatever it 1is that will administer the Fund. How would you like to
see such a Board structured? Would you want appointments subject to the approval of
the governor?

Mr.Dickey: We would like to come back later and talk 'specifically on that. We
will have some suggestions that I hope will be useful.

Mr. Wohlforth: How many more would like to testify this morning?

Mrs. Fleilscher: I don't understand the dividing line on subsidy. Isn't guaranteeing
loans for a high risk cement industry with public money a form of subsidy? Or, 1if w2
use public money or bonds to build roads or hydroelectric plants, to help the mining,
manufacturing industry, isn't that a form of subsldy? Or is that a different kind of
subsidy?

Mr. Murkowski: [t's inpterpretation, obviously. If the mine can't be developed
without It and then the road is bullt theoretically to open the mine, it provides jobs,
Lt provides a tax base for the State, etc. So 1t 1s returned.

Mrs, Fleischer: Theoretically, wouldn't there also be a return on other forms of
subsidies?

Mr. Scott: You can build a return into any program. A guaranteed program could
provide a percentage rate in exchange for the guarantee. 1t doesn't have to be a loan
of money to justify a rate of return,

Mr. Wohlforth: Mr, Smith, Central Alaska Utilities, would like to speak now,

Mr. Smith: 1 represent two entltles. I am president and general manager of
Central Alaska Utilities, a water utility supplying the suburban area of Anchorage.
am also president of the Alaska Utllitles Assoclatlon, an assoclation of regulated
utilities throughout Alaska consisting of water, gas, telephone, electric, refuse
and various other utilities that are regulated by the Alaska Public Utfilitles Commission,

One primary difficulty that we've all faced, not just in the State of Alaska, but
nationally as well, 18 in obtaining loug range financing for the development of these
facilities. Apparently facilitles such as reservoirs, transmission lines, extensions
to serve new areas and source facilitles such as wells and treatment plants are not
~ttractive as an investment to the banking or financing community. However, these
utilities are one of the most stable operations anywhere In the country. Our product
1ls absolutely essential to the maintenance of life and health,
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We feel the money is a good risk and would be spent in Alaska for Alaskans.
We are asking for a program in which monies would be repaid with interest. We need
a vehicle whereby funding is made available to utilities which are vital to the
existenue of the economy, health and hapypiness to the people of the State of Alaska
and which are essentially not now available.

Mr. Gallagher: Is it not true that with the existence of the public utility
any subsidy  both for the private and the public utility, I'm thinking in terms of
interest rate, does get passed onto the consumer through the rate making process?

Mr., Smith: That is correct. The cost of doing business is paid
paid for by the
customer whether it is in a department store or a utility company.

Mr. Love: You want long term loans?

Mr. Smith: Long term loans with a reasonable rate of Interest is what we're
suggesting.

Mr. Love: What 1is a reasonable rate of interest?

Mr. Smith: 3%; 9% I believe is the ceiling on the existing funds now. However,
the problem is the term, not the Interest rate.

Dr. Logsdon: Are you suggesting that the Permanent Fund should be subdivided
into categoriles?

Mr. Smith: I think that would be helpful. Then the utilities or whatever would
know what they had to work with and keep within that goal.

Mr. Galla her: What is your own capitai need?

Mr. Smith: Roughly a million dollars a y=ar. It goes out very easily and fast.
The water comes free, the reservoirs are roughly on the order of $750,000 each.
One perting word -- the money is to be spent eitirely within Alaskan industry and the
service that we provide is entirely to Alaskans.

Mr, Crawford: What is the breakdown as far as water utilities and electrical
utilities as compared to REA?

Mr. Smith: I believe we only have one REA In the group. All of the regulated
utilities are not members of the Association.

Mr. Ldenso: What is the average or normal turnover rate for long term debt in
Alaska utilities? How long 1s the average long term debt kept on the booka?

Mr. Smith: Except Iin extreme cr unusual cases, long term debt has not been

available for the utilities.

Mr. Edenso: Would $10 million be adequate if you: have an average life of long
term debt of 30 years?

Mr. Smith: There are a number of factors that will govern ther. One, the rate
of expansion given for a particular area, The Public Utilities Commissioner would
have specific figures on all of this. Every utility is required to file an annual
report to the Commissioner.
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Mr. Wohlforth: Two gentlemen from the Home Federal Savings & Loan have bLeen
waiting patiently,

Mr. Bowden: I am Dwight Bowden, Chairman of the Board of the Home Federal
Savings & Loan Association. I'm also a real estate broker and primarily interested
in residential housing. Mr. Paul Kapansky is here as president of Home Federal
Savings & Loan.

We feel one of the excellent uses of the Permanent Fund would be as a secondary
market for residential home loans or multi-family housing loans in the State of Alaska.
We feel this 1s an area the Permament Fund could get into at fairly low risk and
provide much needed housing for Alaskans who can't afford it.

Mr. Kapansky: We also feel that not only to compete with some of the existing
secondary markets but perhaps create a secondary market where there is none, primarily
residential lending. When we get involved in commercial projects, it is an
extremely capital-short state., When we put a package together we can't sell it here
and have to pay a higher rate for it, If we had something within the State of Alaska
which we would not have to charge the bLuyer or the builder as much, it would be much
better,

Mr. Love: Do you think we look more towards being involved in the housing market
whether it is multi or single family homes because of the increasing cost of the single
family home. How realistic do you think it is over the long run to really think in
terms of providing single family homes?

Mr. Bowden: I would say multi family housing 1is going to be priced in the range
that more people can afford than a single family home on 1its own lot because of the
high cost of land and the high cost of developing that land.

Mr. Love: There is going to be a blg move to have the Permanent Fund get involved
In housing. Housing 13 a real tough item here and it is important that we get comments
from the banks and savings and loan industry. Just exactly what areas are in need in
terms of financing.

Mr. Kapansky: One of the restrictions is that we cannot collateralize deposits.
So that in most instances we can only bid on $100,000 in increments.

Mr. Gallagher: The Department of Revenue put out of the pensilon fund large
quantities of money into housing. Is that a successful program? Has 1t satisfied
that market, or 1is the market quite a bit bipgger?

Mr. Kapansky: We have utilized every nickel and the market is quite a bit bigger
than you have funds to utilize. The money 1s essentially for low income people.

Mr. Wohlforth: Are there any other questions? If not, Mr, Fleetwood would like
to say a few words.

Mr. Fleetwood: I'm Al Fleetwood, Secretary-Treasurer of the Alaska Bankers
Agsociation. In particular, we are pleased to support the creation of a Permanent
Fund, We feel the Fund can be used as an cconomic stabilizer. It should be structured
and maintained as a Trust for the lasting benefit of the citizens of the State of
Alaska. As such, all objectives, investment policies and guidelines should be
established within the context of the "reasenable or prudent-man'" {nvestment principle.
We feel the Fund can be a tremendous asset for the State in terms of both a capital
source for future development and a cushion for a possible period of inadequate
State revenues,
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Mr. Love: Will the Assci:iation try to have some specific suggestions on how to
deal with some of the problems that have been brought up?

Mr. Fleetwood: It is difficult to get all of the banks together, but they are
committed to come up with some composite position and I think it will be very
meaningful to your Committee.

Mr. Wohlforth: Thank you. Any furtner questions? 1If not, we will recess until
after lunch.

Mr. Fuhrmann: I am Charles Fuhrmann and with me is Ted Swick. We are from
White Weld Incorporated, the New York office. We've been asked to speak on the use
of leverage in the Fermanent Fund. It is our feeling that it is premature for a
detailed discussion of leverage because the goals and objectives of the fund have not
been established. Nor has there been a decision taken as to whether or not leverage
is appropriate for the Fund. It is appropriate, however, for the Committee members
to be aware of the possibilities of leverage so they can focus on those decisions.

The Tund itself is going to have a pool of funds and a future cash flow. Leverage
should be a means of magnifying the influence and maximizing the economic impact of
the Fund. There are various ways of doing that; one is by direct borrowing of the
Fund, either tax exenpt berrowings or straight debt issues in either the public or
private capital markets waere the Fund was the borrower.

Among the various d velopment banks and other funds in the world, many have used
borrowings on their own assets either from their governments or from the public or
private market. another means of leverage is the use of guarantees, which allow you
to have a multiple effect in the use of assets rather than being limited co the assets
themselves, ysu could extend guarantees of other people's securities to an extent
much greater than the assets you have. The value of the guarantee would be based on
the amount of leverage you cr:ated and the form of the collateral behind the guarantee.
A third means of leveraging the Fund or at least maximizing the economie impact, is
the form of the participation or financial participation you take in a project's
financial structure. Encourage and facilitate the participation of private capital
because they come from behind that caplital and create a sense of security and minimize
the risk to that capital. In this way you have the means of expanding the size of
the projects you can partilcipate in without having to be the total lender.

Mr. Swick: Let's talk about tax exemption for a bit. Tt isn't always clear just
what tax exemption means. ThLe assets of the Fund itself and the source from which they
come has no bearing on whether or not your activities can be tax exempt. The only
restriction that I see based on Federal statutes, is that if you were using the

proceeds of a bond 1ssue 1ssued by the Fund or an appropriate underlying entity that

might be created, that those bond proceeds from that specific tax exempt issue could

not be used for the benefit of a private person. That would include either Individuals or
corporations.

I don't whether there has been any decision on the tax exempt subject. The
financing possibilities and the use of the Fund can be found when you decide what you
want to do. I think the economlc¢ Impact can be very pleasing as to what you are trying
to accomplish.

Mr. Gallagher: Could you elaborate on public purpose In tax exempt financing, just
what are the limits of public purpose?

Mr. Swick: The definition has been stretched beyond reason, particularly when yru
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talk about industrial aid and lending credit to private persons, One receat development
is where the IRS took - view of a public purpose is when they declared the handling
of gartage or refuse as a public purpose. I think it is possible for this Fund and the
source of its assets to be not restricted in the activities you can engage in with

thtat money. If you do go into the borrowing market and expand the capital base in

that manner, there should be legal documents tc have that money segregated and just
Lrace ! chrough so it doesn't end up in an industrial private person's hands.

Mr. Love: Would you sajy that housing and public utilities, even investor-owned
utilities are the more tradit.onal areas?

Mr. Swick: Invastor-owned utilities, the answer is no. They have entered into
the tax enempt field in the area »f pollution control in very significant amounts. It
has been a more reasonable source of raising capital for non-productive expenses than
they have to to comply with the eunvironmental protection laws. Traditionally, the
services you expect from your town, couatry, borough, or State such as schools, roads,
sewrrs, water, and housing.

Mr. Waldock: I wonder if you would address the possibility of using an insurance
program on some of our loans. The Alaska State Housing Development just put out some
bonds within the last month and it is a fully insured program. Would there be any
possibility of using this type of an insurance on various types of loans tha. we might
be able to utilize through the Permanent Fund -- bond issues of local communities?

Mr. Swick: Yes, I thint those techniques can be applied to this corporation mo.

Mr. Fuhrmann: There isn't much difference between a guarantee and a. nsurance
program. With a guarantee program the Fund could get a fee for providing the guarantee.
To the extent that they are putting assets aside to collateralize the guarantee, those
assets will not be idle but will be invested. The combination of the guarantee fee
and the earnings on the put-aside assets may be considered an attractive investment
alternative.

Mr. Crawford: What is the point spread between tax exempt and non-tax exempt
bonds?

Mr. Swick: It fluctuates and changes with maturity.

Mr. Wohlforth: We will need some expert advice perhaps from the Attorney General's
office on some of these questicns like what is Income-producing investments and what
can they invest it in. The concept of leveraging. It may be that the Legislature will
consider that we will continue to borrow for public improvements and have the Fund
provide a substantial reserve against the amount that is borrowed.

I think we ought to consider carly whether or not, if we use a reserve [und
concept for public borrowing, 1f we can do other than borrowing for so-called income
producing Investments, which a school obviously doesn't qualify for. Does the fact
that ultimately the monies may be paid back to the reserve fund as a loan, does that
qualify it as an income produclng Investment?

Mr. Fuhrmann: At noon today I was asked, "What happens If the Fund wants to get
Into research and development or front-end money or something that would lean to au
Income producing sltuation". My answer was that if the Fund is income producing that
another form of leverage == a sense of multiplying your economic impact and the ability
to pledge future funds that will be coming into the Fund as opposed to current funds,
you can provide a long term takeout to a bank so the bank is actually putting up the
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start-out money and is assured of a takeout from you when the project becomes oper-
ational. So you have the ability right away to encourage projects that are not
initially income producing. The other alternative is having interest holidays until
the project gets going, but that may not be consistent with the income producing concept.

Mr. Wohlflorth: Mr. Richards, Alaska Paclific Bank.

Mr. Richards: My discussion today will really have two parts. The first part will
be institutional in nature, comments on describing the Alaska Banking System. The
other part ie the initial observations on the relationship between the Permanent Fund
and the Alaska Banking System. On a per capita basis there are more separate banking
institutions -- not number of offices == in Alaska than in all of the other westc
states. That, of course, includes commercial banks, savings banks, and savings and
lhan associations.

I think the most important element of the ..!aska banking system in terms of the
Permanent Fund is the role which Alaska banks have played as a conduit for channeling
funds from large, long-term investors to Alaska's families and businesses. They
also serve as conduits through loan participation with Outside banks. The relevance
of all this, is that the Alaska banking system is structured and has operating
procedures established for serving as an effective conduit for the flow of funds from
large investing agencies to Alaska's families and businesses. In conclusion, if a
portion of the Permanent Fund 1s allocated toward loans to consumers, famillies and
Alaska businesses and organizations, then it would make sense to do this through an
efficient system of financial institutions already set up to perform this function.

Mr. Gallagher: I see a need for an institutional change. The tendency of the
commercial banks in t!e State to send out relatively young and inexperienced managers
to the smail rural braiches. bSince they are young and Inexperienced they secem to be
unwlilling to take risks or do any new sort of program. What sort of institutional
change or emphasis could be accomplished in order to make them more responsive to
that problem?

Mr. Richards: [ don't necessarily concur with your thesis. [t would be helpful
to know what tack we're headed for. Are we discussing the Alaska Banking System, the
Permanent Fund, or the relationship between the twa?

Mr. Gallagher: The rural areas are not getting the loans that the Anchorage
and Fairbanks communities are., The bank managers are usually not aware of the loans
that can be made.

Mr. Love: T think 1t would be helpful to the Committee to have some Indication
from the bhanks where the Permanent Fund might Fill gaps that are not otherwise met
and | would like information on how we can better Interface with Savings and Loans
and credit unions. Also, before we start making a lot of plans for the Permanent Fund
we need to know what the needs are in the State and what we're looking at in terms
of this money. How do the banks fit in with the Permanent Fund?

Mr. Waldock: What is the length of a short term loan and what is the length of

your long term loans? Tn other words, what the commercial banks are doing versus what
you think the Permanent Fund sliould be doing in repards to length of time.

Mr. Rlchards: 1T think the Alaska banking system is set up to take care of credits
penerated by local Alaska businesses and families. They make consumer loans for as
long as ten years. The Permanent Fund should be orlented more toward economic develop=-
ment type ol loan.,
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Mr. Wohlforth: 1Is there a real demand for long term credit? What does real
mean? Does that mean there are projects which should be financed now and which are
not because of the lack of long term capital? We don't want to set up a credit
mechanism which is inappropriate to the economic scene and climate of Alaska. Every-
one has perceived the capital needs for Alaska but nobody has a real grasp on what
they are, are they being unmet now for lack of capital?

Mr. Barnes: The Alaska banking system is a mortgage banking system plus we are
filling a gap and that gap is real estate monies. That's where the real need is. We
have to now write our mortgages to the underwriting standards of Outside lenders.
Those, in many cases, are not realistic Alaska criteria. If the State had a program
in which these criteria were eliminated, that I think would serve a real purpose.

Mr. Crawiord: I notice on the agenda tomorrow we get into the structure. We
still haven't decided what our goals are. I think we continue to put the cart be‘ore
the horse. We should decide what the objectives of the Fund are and what direction we
want to go.

Mr. Wohlforth: Do the members feel we are making any progress in our thinking?
In the discussions we've had are the areas sharpened in your minds, the issues that
the legislature has to face in determining the goals and the areas where the Fund can
be effectlvea?

Mr. Love: I think some of the most important things we can do now, we can't
commit the State towards goals in different directions.

Mr. Nnhl:urth' It is frustrating for any group to be thrust with the job of
flndlng ‘the hoa]ﬁ. It is only through a process of discussion of the segments of
lending activities or capital needs In the State. At least we can be aware of some
of the positive things that have happened elsewhere and that is what we want to avold
and we can transmit that to the legislature.

Mr. Edenso: Our task before us right now Is to address what kind of structure
and orgﬁﬁiﬁhfﬁnu we may have. If we take it in the context that we do want to provide
gome kind of social service or social good, or If you do want to provide some economic
development activity or 1f you do want to provide some connumity development activity
then you can begin to talk about structure, organization and management. We can't
go along between now and January and not come up with a product. 1 fully intend to
gee that this Committee has some kind of product before the legislative body In
January.

We have three major categories, one is what are the goals and objectives. T don't
believe we have either the ftime or the money avallable to us between now and January
to answer that. The second is, what kind of organization, what kind of structure,
how does that relate to the general public, how does it relate to the laglslative body
and to the admiinistration. I think we can address that. And (inally, you have a
problem of what do you do with the income of the Permanent Fund. How do you distribute
that to directly benefit Alaska, So tomorrow, I think we should address that problem
first, do we want a dual board system or don't we?

Mr. Wohlforth: We will recess this meeting and resume at 9:00 tomorrow.




MINUTES of NOVEMBER 6, 1976

Mr. Wohlforth called the meeting to order at 9:00 a.m., November 6, 1976.

Mr. Regis: This is the second report of Price Waterhouse & Co. We will address
three specific questions today. First, we'll take a look at the problems associ-
ated with development banks. The only rotorious and widely-known case cf a develop-
ment bank failure occurred with the development bank of Ethiopia. The problems
probably began as a result of a split between the agricultural and industrial
sections of their charter. Originally it was a multi-faceted institution, Subse-
quently the agriculture was retained and the industrial section vas put in a separate
development bank. There was too much concentration in the agricultural sector of
the economy. There was not adequate diversification to protect the portfolio as a
whole when crop failure or whatever, hit. Also the loans were much too small to be
adequately supervised and too small to be processed efficiently. Also the loans . .e
to unsophisticated borrowers who did not properly use the proceeds to expand production
and as a result were unable to repay them. Management was simply not adequate to the
task. Finally, the control system which was devised for a multi-faceted bank and
which were set up to handle a larger volume, were not revised when it went to a small
operation. These problems were recognized with the Ethiopian bank and 1t was remerged
into the Industrial bank and it appears now to be operating successfully.

The main reasons for failure of a development bank or finance development company
Is: incompetent management, unusual or undue political influence, and lack of a clear
operating mandate, and also too ambitious a program. A summary of lessons which could
be learned from these experiences would be first of all that the operating management
must be very capable as must the Board. The appointment power must be removed generally
from the political influence so that operating management can exercise prudent
decisions. The charter of the institution must clearly define the objectives. Impos-
slble objectives should not be set. Finally, government influence must be reasonably
controlled so as not to dilute the independence of the institution.

The second issue had to deal with measurement techniques. The World Bank has a
section essentlally for evaluating the results of particular programs which are under-
taken. At the completlion of every project there is a detailed project completion report
submitted by the various sections involved in making the loan. Evaluation is really
a “hree-fold process., The primary thrust is a comparison of actual to plan as it was
orlginally proposed when the project was brought to the World Bank,

There are a whole series of specific things which are compared in this actual plan
which Include Implementation, just how quickly it was done, {f it was done in the same
time as proposed, has a serious Impact of a host of the benefits intended. Compllance,
did the borrower and the government associated meet the loan covenants, etc. Did the
consumer perform as expected. What is the financlal performance of the borrower. What
Is the economic impact to the extent that {t can be measured. Efficiency on the part
of the lending inastitution. Could or should other projects of thls like be offered
and can It be done in a more expeditious manner?

The second thrust is a macro view of the impact on the economy of the country
or area, whatever was intended and this would be cumulative as opposed to individual,
The macro view is designed tc see whether you help employment, income redistribution,
whatever else was intended in that particular country, has the standard of living
Increased, etc.

And, finally, can we do a better job? Was the performance of the bank actually
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appropriate to the circumstances presented to it? Was the diagnosis of the borrower's
Was the definition of the objectives of the project correct at the
outset, understood, whatever. Were there unintended effects, good or bad? Poor or

good environmental impacts? Was the bank participation effective or was it deirimental?
The purpose of all this is to restructure activities in future efforts.

needs appropriate?

The next one is (rganization. The question essentially is, what is the appro-
priate organizational structure at the policy level for the Permanent Fund institution
assuming that developuient financing is a significant part of the activitiles? Our
conclusion is essent?ally it should be a dual board structure. The objectives of the
dual board structurz: are, first, you want to avoid undue political influence while

being responsive to the political system. You want to provide for public input. You
want to make sure that the organization allows the selection of the most capable people.
And, finally, you want to make sure that the organizatlon preserves the operating
management's prerogatives ordinarily associated with management exercise.

The dual board structure should be composed of a board of citizens and secondly a
board of directors. The purpose of the board of citizens would be to review and
suggest changes in the charter and to represent the citizens of the State of Alaska
and volce their views with respect to the operation of the Fund. The board of
citizens would meet annually only unless there were some other special purpose.
would not be compensated except to the extent of expenses and essentially they would

be representatives in what might be termed Alaska, Inc. We feel that a popular
election of some portion of the board would be appropriate because it allows the public
input in the sense that the wishes of the majority of the State can be expressed, the
views and concerns of minorities in geographic areas, and it would give 1life to the
concept of Alaska, Inc. There is a very close analogy with the representatives

elected here being very comparable to the board of directors or the board of governors

being elected by shareholders.

They

Our view of the board of directors 1s that initially it be composed of a group
of seven, or it could be as high as eleven, who would be appointed by the governor in
staggered terms so that no one gubernatorial candidate or elected official can control
Lt. These seven would be confirmed by the legislature so the legislature has 1its input.
The board of directors would essentially be a policy making board. It receives and
acts on the issues presented to it by manageuwent but does not intervene Iln management
in the sense that it does not present specific loans, it does not suggest geographic
redistribution emphasis. Its purpose 1s to set policy and to react to input provided

by the staff.

The president of the Alaska Permanent Fund should be appointed by the bqard of
directors. He should have the power to conduct all the ordinary business of the corpo-
ration, hire, fire, be responsible only to the board in the sense of what 1s normal

prerogatives of management. He would serve also as ex-offlcio as chairman of the board

of directors but would have no vote.

Mr, Callagher: How could that large board and the toard of citizens be more
responsive than a body that is already elected every two years called the legislature?

Why would that be more responsive to the Permanent Fund?

It would be more responsive because it would have only one issue to

Mr. Regis:
deal with.

Mr. Wohlforth: How far down 1n policy does the board of citizens go and where is
the split between that board and the board of directors?
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Mr. Regis: The split would be very narrow in the sense that it would be the
issues that would affect it, for example, an ordinary corporation under the Articles
of Incorporation or the bylaws associated therewith.

Mr. Wohlforth: You also state that the board of directors would be explicitly
prohibited from suggesting or recommending any particular finzncing operation to be
considered or made by the board. But it would have the power to decide on loans or
equity investments proposed to it by the staff. What do you mean by particular
fiancing operaton? Are you talking of the actual industry to which a loan would be
made :=r the borrower?

Mr. Regis: The board would decide on issues presented to it and would query very
closely the staff on all of the factors either for or against a particular loan. But
it should not enter into the question of seeking out particular areas of loans other
than by policy.

Mr. Crawford: If the board of citizens is a group that is only going to meet
once a year why do we need it?

Mr. Regis: The purpose of the meeting once a year is to receive the report and
the accountability of the operating personnel and board of directors. You make the
Permanent Fund accountable to the board of citizens or the electorate itself. Also
you want to b+ able to change the direction of the Permanent Fund if circumstances
themselves change. There is no proviso without some kind of public input for the
citizens to do that,

Mr. Love: One of the fears I have would be the whole issue of how much money they
could spend to get elected, who they could get contributions from. I can see basically
the reciplents of a potential loan being very heavy contributors to the people who are
running for office to decide where these loans are allocated.

Mr. Regis: You must make sure there is not undue influence from any one sector.
To make unugsual contributions to a member of the board of citizens, your prospects of
achieving a loan under the protection buillt into this organization 1is not great.

Mr. Freer: Why couldn't the legislature sit once a year as a cltizens board?
They are duly elected by the citizens of Alaska.

Dr. Logsdon: One observation might be that the citizens board might be an awfully
expensive group to bribe. We're trying to achieve insulation from political processes
as it related to other things other than the Permanent Fund, which might be an
argument against the legislature sitting as a clitizens group.

Mr. Regis: That is right. We are suggesting this as entirely separate from the
legislature.

Mr., Barnes: The function of a citizens board is like stcckholders. They have an
aunual meeting and would certainly not pass on day-to-day operations. Couldn't the
legislature do that just as easily?

Mr. Regis: They could. I would prefer to see something removed from the legis-
lature so the legislature has 1its input through the board of directors instead of as
controlling, as it would be under that method.

Me. lidenso: A good many of the residents of Alaska perceived the Permanent
Fund as a means of insulating government from the legislative body.
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Mr. Gallagher: The purpose was to insulate it from undue political influence,
not necessarily from the leglslators. You need the proper political input.

Mr. Edenso: The Permanent Fund is viewed as a savings account or separate furd
which the legislative body can in no way influence for budgetary purposes or government
spending.

Mr. Crawford: They can't defeat the purpose if they can't spend the money.

Mr. Regis: But if they were to function as both a board of citizens and to pass
on the board of directors that would give them a chief proportion of the influence.
This insulates the Fund from any influence by the legislature but still allows very
positive influence.

Mr. Wohlforth: I think we must distinguish between policy and influence.

Mr. LeResche: 1I'm still unclear as to where the line between policy and operation

is.

Mr. Regis: The board of directors will overall decide the policy of the Fund
subject to review by the citizens board. The citizens board votes on the Articles of
Incorporation and the Bylaws and passes on the annual report made to it by the board
of directors. If the citizens board disagrees with the direction of the Fund they
can change that through the Bylaws if they wish.

Mr. LeResche: So the actual policy sits with the board of directors and the
oversight policy 1s with the board of citizens.

HE; Regis: That is correct.

Dr. Logsdon: What you are talking about is essentially establishing a separate
corporation to handle the Permanent Fund. The stockholders of that corporation are
all the citizens of the State of Alaska. In order to have a stockholders meeting and
you can't [ind a room that is large enough to put everybody into, so you select a
certain number of citizens to represent the stockholders and they perform the same
function as stockholders of any corporation. The reason this ‘s separated in this
sense from the Legislature is because you've got a separate corporation. TIt's really
two separate functilons.

Mr. Regis: That 1s right. It is a State instrumentality so consequently you do
have to put State input in it.

Mr. Motley: Who are the president and this board of directors directly answerable
to? Who could fire the president and the board of directors?

Mr. Regis: The President can be fired by the board. The board -- either their
term expires or they can be fired by the leglslature and the governor.

Mrs. Fleilscher: How is the fund to be structured if this 1is a development bank?
I don't really see a use for the board of citizens. It would be a useless board 1f
they met but once a year and had no real power. They might be cynical about the
board of citizens if you told them they did have pewer and they didn't have power. I
don't think it is realistlic to think they can change the bylaws, especially if 1t has
to go through the legislature, and if they did it would take them a long time. If the
Fund were a savings account, if a decision were made to invest money and then put the




At *'~'ncome into a general fund, it would be set up entirely different. Then the legis—
?'lature would make the decisions about how the moneywould be spent because they would
be spending out of the General Fund.

Mr. Regis: I don't think this particular organization would fit those circum-
stances. If you're going to have a savings fund concept the relative risk becomes
measurably less. Just a comment, if you go to solely a savings account concept, if
that were the primary function, then a lot less complicated organization would be
drawn up.

Mrs Fleischer: Maybe we should be laying out the alternatives. It could be a
pure savings account,it could be a pure economic development fund, or it could be a
broader economic development fund, or a combination of all three. How would you set
it up if it were purely one of those or a combination? Each one would be different.
What we need is the structure of at least those four alternatives, Then we could
give that to the legislature and say 1f you make this decision it will then be
structured this way. We could lay out the choices so it would be really clear to all
concerned.

Mr. Gallagher: T agree. If your goals and objectives are savings account, then
you're going to have a different structure. If we only have a savings account, then
you don't need that large a board.

Dr. Logsdon: I'm not so sure a citizens board could function on the basis of the
amendment; they may only be able to advise in a general sense. It may be a legal
question,

Mr. Gruening: I think your point is that ultimately the goals will have to be
established by the legislature only. That would clarify some of the problems we had
initially == in which people were alarmed that this group was going to decide the goals.
l also think the savings account concept 1s a good one for a number of years.

Mr. Wohlforth: We can approac this from the point of view, does there have to
be an economic study of just where we re, and a long term economic study of how
effectlve our capital markets are, and what sort of projects are ready to be financed.
What has been the effectiveness of our existing loan programs and how large is the
State budget going to be in relation to the Permanent Fund in ten years. This has
implications for the savings account concept. These are things really wortiy of
congideration.

Mr. Edenso: It is really nice to raise those questions and to seek answers to
them, however, we are really faced with the question, do we or don't we want to address
something called the structure of the Permanent Fund. We could spend the next years
atudying the nature of the capital market in Alaska and we would find on an actual
basis as the price of oil fluctuates the capltal market, Alaska so fluctuates. We
would be a little remiss in waiting for some period of time to try to establish the
structure of a Permanent Fund. In ten years we could have a $1.5 billion and we have
to know what to do with it. We've got to address structural organlzation.

Mr. LeResche: The legislature certainly will have to deal with this, but our
expert witnesses and consultants say the structure will vary according to the objectives
we get forth. We haven't set any specific objectives for the Permanent Fund yet,
therefore, it is premature to discuss specifics about the structure.

Mr. Rhode: 1t 1s quite clear that the legislature is not going to recommend that
the Fund be turned over entirely to construct buildings at the University of Alaska.
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There are three major areas of actiyity for the Fund, Given those broad goals, we
expect this Committee to state its recommendations and preferences, but also to offer
alternatives to the legislature.

y

Mr. LeResche: I'm talking at the level of savings account, direct social objectives,
maximum return on investment, industrial diversification. Any one or all of them will
have a different management structure.

Mr. Edenso: The problem is that without a goal or objective, we can't look at
some reasonable approaches to management and structure. We are faced with a very
critical time factor. In approximately 120 days we are going to start receiving funds
into the Permanent Fund. We need to have something before the legislative body for
their consideration. I don't believe it is possible, given the curreat level of
resources,both monetary and human, to establish the goals and objectives of the
Permanent Fund, Another major question is what do we do with the income?

Mr. Love: Without getting into too much controversy, let me just say that I
feel we should put the money in conventional money markets for a period of time until
a lot of the planning and work with the public and the legislature is done. I don't
want to get into a big argument about goals and objectives because I think there is
confusion about what those words mean. I think we should take the total amount of
money in the Permanent Fund, the first half year is not going to be all that signi-
ficant, in comparison with all the other State's revenue, and put it in conventional
money markets for the time being.

Mr. Gruening: I don't think we need to come up with a permanent structure that
is going to last for the next ten years In the first part of the legislative session.
They might wish to just buy current investments for a time until they have a chance
to really think alout it more.

Mr. Edenso: This meeting wasn't intended to come out with something that would
be our recommendation to the legislature for a structure and organization. It 18 a
first effort at considering various structures that are available and getting some
meaningful dialogue in trying to put 1t all together.

Mr. Gruening: Let's take the savings account A8PeCLangd 1f there are any differences
that should exist in the structure to administer that kind of policy. What structure
might you consider as an interim structure.

Mr. Ferguson: 1'd go along withe the h““rdnf trustees == 7 members appointed by

the governor and confirmed by the legislature to take care of the administration of the
Investments in the Permanent Fund for x amount of years. The first “hing we have to

do Is at least recommend that we have a structure set up to administer the investments
of the funds as they come in until we actually see how much money we have.

Mr. Gallagher: I would like to accomplish at th. polnt a management structure.
If we agree that the thiree goals zre savings account, community development, and
economic diversification, come up with a management structure at the next session,
That we spend the interim between that session and the following Cthinking about the
strategies as to how to accomplish those things. In those areas we need a lot of
analysis In hcusing, what are some of the institutlonal things that we have to
go through, where are the housing necds in the State? The same way wich fisherlies, or
any other sector. In the following session, when we have $200 million probably in the
Permanent Fund, then we have those policies established. The legislature has then had
two years to work on the problem and at that point you can start accomplishing something.
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Mr. Rhode: Representative Malone has always expected that a temporary statute
would be necessary to provide for the routine investment of whatever revenues are
reaching the Fund. What he is hoping for from this committee are recommendations and
alternatives on structuring the fund given a set of goals. That does notL aave to be
done under a crisis footing, it may well be a praocess that involves the 1978 session
or beyond. This committee ought to be able by session time or in the early months
to assess or make some recommendations along the lines of any development activity
whether you ought or ought not to have a governing board insulated from those who
make loan appraisals, etc. The legislature may well be able to resolve a lot of
these organizational matters by the filrst session, but hold it until the gnals have
been settled and combined with the enabling act.

Mr. Love: If what we are really talking about in the first year would be a
conservative approach on how to invest these funds, I am looking for you to think in
terms of making a recommendation to us. One of the alternativegtriyctures would be to
simpiy perform a function of very conservative investment the first year. Secondly,
maybe provide some information and advice on the administration during that first
period of time, planning for the second year. I would lilke to know how that structure
would differ from the structure that is before us now.

Mr. Regis: My reaction is that probably the citizens board would not be required
at all although you might want to have it provided for at a future point, at least
in concept.

Mr. Love: One of the major recommendations we can make is the initial management
structure for the Permanent Fund toward doing certaln types of planning jobs, certain
types of economic planning jobs. The types of analysis that we think are very important.
Maybe that is more important a job in the first year than making loans.

Mr. Barnes: I think we should decide and make a motion that the legislature should

———

make lemporary legislation and then 1f they want to give us their goals and objectives,
we can certainly work out the alternatives for them.

Mr. Gruening: T think that is a good suggestion, but let's go further. We might
suggest to the legislature something they could consider In terms of structure on a more
permanent basis == on a structure and organizational basis.

Mr., Gallagher: One of the things 1 would like to accomplish now 1g, If we want to
talk about savings account objectives, what sort of management structure the Committee
would see. To me, there are two obvious things. One, you can elther leave it in the
Department of Revenue == 1f YOUXgoal {s only savings account, and have them manage it
just like any other fund. That's the most inexpensive. Or, the other alternative
ls to have some sort of small board overview that activity but still have it accountable
to one manager. If that is vour goal, the savings account, what does the Committee
think of those two alternatives?

Mr. Wohlfcrth: 1 don't think it makes nny sense to have an operatlonal board.
You need one manager who should be the State Treasurer, or In this case, the Department
of Revenue, I hope there will be an investment statute on the books by the time there
ls money in the Fund.

Mr., Gruening: 1 move that the Committee direct Commissioner Gallagher to draft for
consideration at the next scheduled meeting of this Committee a temporary statute
which authorizes management of the Permanent Fuud monies {n a manner ¢imilar to the
Department of Revenue's present admintstration of surplus funds.

Mr. Love: 1I'll second f{t.
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Dr. Logsdon; May I make an amendment that it be a statute and not a temporary
statute?

Mr. Gruening: I concur.

Mr. Gallagher: Does that mean some sort of sunset provision like this ane will
self-destruct after one year?

Mr. Gruening: Make this discussion on the motion. Presently there exists a set
of statutes which deal with the Commissioner' authority to invest surplus funds. Now,
the Permanent Fund will have to have that kind of statutory authorization from it
established forever. Because there always are funds that are not immediately invested
in one of the goals; they are funds that are coming in; they are funds that haven't
been administered for purposes of the goal. So you always have to have that kind of
statutory authority. So, maybe this could be a statute that exists for the 1life of
the Permanent Fund. On the other hand, I like the suggestion of a sunset provision.
It may be in the structure. But right now we are concerned with strictly how are we
golng to administer this fund until we really get the structure for the goals more
firmly established.

Mr. Gallagher: Do you mean that the Department of Revenue will invest the money
during next fall and meanwhile the legislature will pass a statute creating the structure.

Mr. Gruening: What I'm saying in this particular recommendation is, the draft
would not create any instruction that doesn't exist now. It's just authorizing the
administration of funds that come in under some kind of arrangement.

Dr. Logsdon: I might suggest that there be a clause in the statute permitting the
Commisgsioner of Revenue to Invest these funds with a structure that was established in
the future; to provide funds to this as established by the legislature.

Mr. Gallagher: I think when you revise in the followlng sesslon under a strategy
bill, the Commissioner of Revenue should phase out of it.

Mr. Gruening: The constitutional amendment itself establishes the Fund. There
is nothing we have to do further to establish the Fund. Money 1s golng to accumulate
as of an effective date of 120 days after the certification of the lest election.

; What we are talking about 1s a recommendation from this committee which would
g authorize somebody to handle those funds in some manner, a very conservative manner.

Mr. Motley: What do you visualize as far as the objectives of the Commissioner
of Revenue? Can he invest in equities, invest just in savings acccunts, or to
deposits to banks?

Mr. Wohlforth: The questions has been called. The motion “s that it is the
direction of the Commissioner of Revenue to draw up a statute for presencation to the
next meeting, which would authorize him to invest the Permanent Fund {n a manner
glmilar to other State funds. Included In the mction was some provision, some time
limitation on that authorlty. 1Is that correct or not?

Mr. Gruening: I would use the linguage, "authorizes management" although it
means investment. [ think the public needs co knew the distinction between the kind
of investments the Fund will get into In the future and the need to manage the Fund
as g gurplus fund.

Mr. Gallagher: I want it very obvious that it 1s very temporary.
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Mr. Gruening: Every statute is temporary in the sense that it can be repealed.
You could put a self-destruct date on it which would make the legislature consider
whether it wants to continue it.

Mr. Gallagher: The other assumption that underlies the whole thing is we are going
to work on having a structure next year.

Mrs. Fleischer: Could we have a reading on the motion?

Mr. Gruening: The motion is the Committee direct Sterling Gallagher to draft
for consideration at the next scheduled meeting of this Committee the statute which
authorizes management of Permanent Fund monles in a manner similar to the Department
of Revenue's present administration of surplus funds.

Mr. Wohlforth: All in favor say "aye." Opposed? Motion carries.

Mr. Wohlforth: We have accomplished only a small portion of the task.

Mi. Gallagher: I have to have a report to the governor on Monday having to do with
a totally unrelated subject and that is going to take mo about three hours to write

I need some time, that report has to be typed all day Sunday. My time limits are
getting short. I would like to talk now about maybe a savings account or maybe the

four objectives and ask about just management structures ovezall and see how the

committee reacts to them.

Mr. Love: I would like to hear if there are alternative ideas on the ways to do
management. Maybe we should look at diffarent models =- like the Regional Corporations
are taking a much different direction in terms of funds and maybe splitting it up may
be an alternative as opposed to a centralized fund,

Mr. Gallagher: Why don't we put the four different things we've been talking
about 1In front of us: Savings account. Economic diversification. Community Develop-
ment. Smorgasbord.

First, the savings account area. The Commissioner of Revenue can invest it under
some sort of surplus, or you could have a separate institution do it. With the
savings account you could just have a small board and that's the extent of it. Does
anyone see any difference in the management structure? You can either do it through
the Treasury and have an Advisory Board or have a full board with a director and two
or three people to do accounting.

Mr. Love: You can really decide the purpose of the Fund is a savings account
purpose but you can still get involved in quite a bit of social loans in the State
that are income producing. You may make a decision that the money markets, which are
not perfect or not adequate, are serving some very profitable and sound investments
within the State of Alaska. Mortgage loans and areas outslde of conventional neigh-
borhoods.

Mr. Gallagher: Are you suggesting something like they do in the retirement fund,
invest In the highest and best return. T do invest in mortgages.

Dr. Logsdon: What do you consider a savings account?

Mr. Gallagher: In my mind we mean government corporates and fixed income. You
can also buy private placements and CD;s.




Mr. Edenso: Are we considering the different ways you earn income in the savings
account approach, or are we considering some kind of a structure and organization for
managing the savings account approach? Regardless, you have a pool of money there
and you've agreed to manage it, you've got to have some kind of management decision
making process which tells you which is a better investment, If it's going to be
into some developmental activity or social goal, then you're going to have a board
or management structure that somewhat varies from a pure investment banking function
where you're making decisions on money market instruments, whether fixed income,
equity or mortgage loans. It's a different kind of activity, a different decision
making process. To try to get a board to agree on one instrument over a specific
period of time when you know the money market is changing daily you might never
gain any income opportunities. Under savings account we're talking about a straight
money market activity.

Mr. Gallagher: When we're talking about savings account, we're mainly talking
about investment decisions that arise outside -- it's a trust account and you look
for the highest rate of return which quite likely may not be in Alaska.

Mrs. Flelscher: Would that include mortgage investments, secondary markets? If
it is then could you also tie that to some decision to invest in home mcrtgages in
the villages?

Mr. Gallagher: No, then that would become developmental.

Mrs. Flelscher: If a decision 1s made that it does not produce income, but
experience shows that it is sometimes income producing. So, who 1is making the
decisions as to whether ...?

Mr. Gallagher: That 1s an importan* structural question. The retirement funds
try to f111l the unfilled need in the Stat

Mr. LeResche: Could we establish the , iInciple that the savings account objective
would require the simplest of all the manage.ent structures? 1s the board agreed on
that?

Mr. Wohlforth: Yes.

Mr. Crawford: Possibly under options there, we should list the trust concept of
managing for the highest return.

Mr. Gallagher: That is one of the goals you have to write up, Jim,

Mr. Love: I would llke to look at the structure of the Reglonal Native Corpo-
rations as an alternative to that of a centralized system., There are separate
corporations representing geographic areas of the State. Maybe the same thing could
be done with the Permanent Fund.

Mr. Edenso: I don't see the similarities between the Permanent Fund and the
Native Land Claims Settlement Act at all. T don't think there is any degree of
comparison. The one has a completely different objective than the other.

Mr., Love: What's the difference?

Mr. Edenso: The difference is the Native Lan< Clalms Settlement Act 1is mandated
by law to provide in fee simple title, mainly land distribution to the 12 Fagional
Corporations and to provide monetary distribution to the 12 corporations. It also

-23-




IR \.)'f:.‘."gff-?l‘-}{. T R A S ) ;.?:';}fm’ TR ._.:;,_:.;.'.-_. e e L A o KR

identifies specifically who the beneficilaries are under the Act.

Mr. Gruening: Decentralization of management 1is maybe a better term. I think
that 1s a basic question, whether we're going to have a one management structure for
development or whether you decentralize.

Mr. Edenso: Decentralization decision making.

Mr. Love: These are all various alternatives. It could be central management
with regional decision making, development for a particular area. It could be a
combination of the two. It could be completely autonomous Statewide that just did
everything at a State level. Maybe that's the most efficient way to do everything.

Mr. Wohlforth: There is a Permanent Fund, not 12 or 14 permanent funds established
by the voters. Almost certainly, there has to be a central governing body.

Mr. LeResche: I think we're talking about different objectives for different areas
rather than about different management structures.

Mr. Love: I think we should P@ openminded about all possibilities. It may be that
you would want 6 or 12 Iifferent management structures competing against each other.

Mr. Gruening: I think there has to be some central administration to determine
which region gets it. But the idea would originate and be administered by a regional
authority which may or may not be part of the Permanent Fund. But the concept would
be that the Permanent Fund wouldn't take outside investors who want to move into a
reglon for development.

Mr. Edenso: I think one of the things that was addressed by centralization,
decentralization concepts was the ldea submitted by Price Waterhouse and the recom-
mendation for a board that Would pga composed from all the various election districts
in the State. That would very definitely gilve you input on a regionalized basis as to
how you would structure and possibly make decisions concerning either savings,
development or community development types of activity. So far we haven't had anythig
to do with structural organization.

Mr. Wohlforth: We could divide the decision making by regions and this railses
the issue would there be some sort of subsidiary governing board by reglons or does
representation on the citizens board meet that problem? Central and regional boards
might be better than funds.

Mr. Motley: If you deccuntralized this and went Into various regions, let's
assume, for example, a genuine need for electricity and a particular individual 1in
that particular region where the dam is going to be constructed says I like to fish
in that stream, therefore, I think this is really a dlsastrous thing, so henceforth
let's say no to this particular area. Wouldn't this cause a lot of problems in some
of these larger development programs that may be necessary for Alaska?

Mrs. Fleischer: Maybe the need is for energy, maybe thermal energy is a better
answer than a hydroelectric dam.

Mr. Edenso: T think, central boards is descriptive of jpgsiblymore than one board.

Mr. Love: We have the Price Waterhouse model which is one model for development.
Another approach might be to just turn the development completely ayer to the Depart-
ment of Economic Development and make it a cabinet position.
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Mr. Motley: Wouldn't that come under a great deal of political pressure? It
means that the present governor or whoever designs that Cabinet can pretty much select
in which direction the Permanent Fund's monies are going to go.

Mr. Love: It may not be all the money that is in the Permanent Fund. A certain
percentage will be in savings account and a certain percentage in development. Mr.
Meekins approached me about thr i:gislature making up the board of the Permanent Fund.

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 POWET by the constitutional amendment.

Mr. Gallagher: They weren't given any executive power, only 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 that point. It awaits
legal advice by the Legislative Council or the Attorney General as to whether the
legislature could be able to approve each and every loan over a certain size. I have
been advised that possibly because the amendment was a separate part of the Constitution
the normal 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. Wohlforth: There are some real legal questions here that I hope are being
addressed at the outset. How much latitude is there in the legislature to divide the
Fund up into regions? How much delegation is permissible by the legislature to aid
the board? What does income producing mean? Can the legislature appolnt members of the
board directly, or sit as members of the board?

Mr. Gallagher: That's a question whether the legislature considers it executive.

Mr. Wohlforth: They are all interrelated. They are major questions that have to
to be addressed very early.

Mr. Crawford: Is the Attorney General addressing those questions?

Mr. Gallagher: We have to know what the questions are before we can answer them.

Mr. Crawford: I would like to amend the motion to read elther the Attorney
General or a private attorney, whichever has the time prior to the next meeting.

Mr. Gallagher: The Attorney General has a staff of 35 attorneys.

Mr. Wohlforth: TLet's move on to community loans.

Mr. Gallagher: There are a whole range of possibilities in community loans.

Mr. Love: We should call it community development.
Mr. Edenso: Bob, do you have any ldeas on structural organization?

Mr. Barnes: I think the model that Price Waterhouse came out with is basically




the model that everyone seems to be happy with, but we haven't addressed the citizens
board yet. We've been philosophizing on how you do these things but not the structure
of the entity that does it. That is what we should concentrate on.

Mr. Love: I think it should be decentralized as much as possible.

Mr. LEdenso: Do you have 1ldeas pertaining to the structure itself or the organi-
zation of the structure, possibly a board or not a board?

Mr, Barnes: I think the citizen board approach for the political sensitivity is
important. That could be a small board appointed by the governor who actually operates
the entity and let them choose the management. The legislature will tell us the
goals that the board is supposed to meet. Basically that structure is going to serve
if you have a developmental type approach. If you have the savings apprcach, you have
a small board and a small staff. Those two alternatives are the only things we've
been talking about.

Mr. Love: We're still going to have to deal with whether or not you want to have
decentralized decision making about what the priorities are in different communities
as far as development in those communities. You will still be able to have centralized
management of the actual development but you may want the declsions made about what
they want developed decentralized.

Mr. Barnes: 1 would say the citizen board concept answers that question. You
have the inpul, that's what they are there for. If you put this decision out all over
the State you're going Lo get nothing done,

Mr. Motley: What T would llke to see basically, 1s a structure to manage the
Permanent Fund. [t does not have any objective goals or anything else, but at least
egtablishes a centrallzed managerial group. The objectives will have to be settled
by what the legislature says. 1I'll wait for my comments until we get to talking about
the combination of these things.

Mrs. Flelscher: 1 don't understand how you'll get regilonal decisions reflected
under community development. I think the people will have some priorities in thelr
own communities that have to be reflected.

Mr. Rhode: They would approach the existing State agency to put a loan together

and offer 1t to the Permanent TFund.

Mr. Crawford: Do you feel this recommendation is applicable to the four alter-

natives that we 've had? Ts it a management system that can be accepted?

Mr. Waldock: We tried to approach as a businessman's decision. You could have
them decentralized to the polnt where you'd never get anything done. So starting here
we've used the Department of Revenue, because the Department of Revenue has already
got short term vehleles in charge of handling money for the State of Alaska. Then
there's a totally separate group of people, starting {rom the top Chairman of the
Board, president, vice preslident, etc,, the same structure as the banks, Over here
and totally separate from any other entity, we have a staff of people, for example,
you decide to go just into a savings account, you might have one person investing the
money, and they should have a board of directors. We selected, and this is open for
discussion, 12 people. The 12 people are broken down Into groups of three, The top
group would be in power for four years, the next group is 3 years, 2 years, and 1 year.




The board of directors will lie responsible to the people. The people can hire or
fire them depending on the performance of what they are doing with the Fund.

We suggest that these 12 people be selected, 6 from the administrative group or
the governor's group, and 6 from the legislative group. If you decide to go into
general development of the State, needless to say this particular board is going to
be much larger in size. If you elect just to put it in savings, probably one person
would handle it.

As far as the structure is concerned, this will have to wait for a later date
because the people of the State of Alaska or the legislature will have to decide what
kind of vehicle they are going to want, If they want a combination of savings account,
general development or community development. That is something the legislature itself
1s goling to have to decide and that will be the proportionate or amount of money for
each area that will go into it. At least by keeping this concept or working manage-
ment, they can immediately take over the responsibility.

Mr. Barnes: I think you will need a tie-breaker on your bvoard, say 1l or 13.
Mr. Waldock: We'll say 13, an odd number.

Mr., Freer: The six from the administrative side, do you contemple they would be
existing employees of the State or would they be from the public sector.

Mr. Waldock: From the public sector.

Mr. Freer: Would they be full time paid employees?

Mr. Waldock: Our suggestion 1s that the governor would select six people, one
from each secticn of the state. The same with the legislative people, they would choose
one person from eich seculon of the state so that the whole state would be represented.

Mr. Freer: Ac‘e they voluntary or are they paild?

Mr. Waldock: We believe they should be on a voluntary basis. The working board of
directors are going to be pald very handsome amounts of money. The people would be
supervising to make sure that your policies are carrled out. If it isn't carried out

you remove the board of directors and put in a new board of directors.

Mr. Gallagher: The third week in December 1s the next meeting,

Mr. Waldock: Is there a posslbility to move 1t forward one week?

Mr. Bdenso: Jim Rhedes and I have talked at some length about the next meeting.
Due to travel schedules and time of the year, It looks as though the third week of
December is probably the best -- and probably have another two day meeting.

Mr. Waldock: Would it confiict with the Department of Revenue 1f we had it
sometime between the 6th and the 10th, which 1s the second week In December?

Mr. Fdenso: If we're going to hold a meeting that soon T would like an idea of
e
what we're going to discuss.

Mr. Love: 1 would like to talk about the two things mentioned previously. Dis-
tribution of earnings from the Fund and the effect of the investment policies.




Mr. Rhode: I will take each separate goal and start looking at how an organi-
zation under that would be structured.

Mr. Wohlforth: The idea of subcommittees makes sense.

Mr. Love: Let's have a couple of work session on community development and
dcvelopment and just those who are interested in those particular areas make up the
the subcommittees.

Mr. Crawford: It is going to be very difficult for us to come up with any kind
of consensus on a structural entity until we get the answers from the Attorney General
so far as the constitutional questions.

Mr, Waldock: How about the 3rd and 4th of December for a full meetiug?

Mr. Wohlforth: If no objection, so ordered.

Mr. Wohlforth: The 19th and 20th of November for a workshop, December 3rd and
4th for a regular meeting. May I have a motion to adjourn?

Mrs. Fleischer: I move we adjourn.

MEETING ADJOURNED AT 1:50 p.m. November 6.
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MINUTES

Mr. Wohlforth: I will call the meeting to order. I want to introduce the new
Commissioner of Administration, Mr. Bill Allen. If no opposition we will approve the
mlnutes of the last State Investment Advisory Committee meeting. The next item is a
report on existing State loan programs given by Mr. Motley.

Mr. Motley: There are some thirteen loan programs now existing in the State; ten
of them in the Department of Commerce and Economic Development including public
corporations, Alaska State Development Corporations, Small Business Development
Corporations, Alaska Housing Finance Corporation, and Veterans Affairs. Generally,

the loan programs were conceilved to fill a void in private money markets, as determined
by the legislature. They generally charp ‘'ower interest rates than banks and are
considered to be higher risks. Some of chem have social benefits as opposed to economic
development, such as the Student Aid program and the Senior Citizens Housing programs.

The rest are mainly economic development.

In speaking about the Permanent Fund and these loan programs -- the most important
words are "income producing” and "permanent.'" We need to define those words. I think
a proper legislative definition of permanent fund and income producing is paramount.
That will guide the rest of it, setting up the mechanism, whether you have elected
members or appointed members, whether you have two boards, it ought to be in layman's
terms and and it should have a periodic accountability to the public, in simple terms.
I'm not talking about balance sheets prepared by Price Waterhouse or anybody else.

The average citizen should be able to know what was income producing and did it remain
permanent. We should do something with the definition of income producing and
permanent because that will set the groundwork for a lot of the rest,

Mr. Gallagher: What investments do you know of that keep up with the rate of
Inflation? The only thing I know of is commodities, and maybe oil.

Mr. Motley: Probably mortgages.

Dr. Logsdon: 1 think there's two points of issue here. One s the legal require-
ments of the Constitution which says the permanent funds will have the same dollar
figure, at least at the end. You can meet the criteria even though the purchasing power
is eroded to where it doesn't amount to very much. What we are talking about is what
conslderations we should do to try to protect it. As far as the legislature is concerned
I'm not sure they will build in this kind of protection unless it's specifically stated

that they should account fer an inflation figure.

Mr. Pihl: [ think the two points that Tony has Lldentified are the two real
key Issues. Permanence of the fund and what is income producing.

Dr. Lehr: 1f one of the goals of the loan programs, say the business loan programs,
{s to encourage ecconomic development, do you have any information on the effectiveness?

Mr. Motley: That's one of the gaps in the program. 1In some of them we do. When
we deal with Small Business Adminstration, they have to show for every loan they make,
how many jobs are created, primary, secondary; each loan fund states that it will do
this, that, and the other, but we've never done an analyslis on them.

Mrs. Lehr: 1 think if there are eventually specific objectives set up for the

permanent fund, the measurement of the fund's success In achleving those objectives
Is an Important part of the process.




M-. Motley: 1I'm not pushing for any of the programs we now have. I think each
one of them should be scrutinized individually for the permanent fund performance.

Mr. Gruening: One of the reasons that the term "income producing" appears is not
so much to define investments and keep up with inflation but to define where the
permanent fund can be spent; the idea was that it wouldn't be used for the operating
expenses of State government.

Mr. Motley: All I'm saying is that I think in law some kind of accommodation
ought to be made for inflation so that you establish a test for the wanagers.

Mr. Love: There are four things that I would like to know about the loan programs.
They can be answered at some future time. I would like to know the dollar amount of
ecach loan program, the gross and net yield of each program, the goals and criteria for
each program, and the management structure of each program. I think we should do a
better job in setting out specifically what we think these loan programs should be
accomplishing <n we can later evaluare,

Mr. Barnes I agree that the issue of necding a legislative definition is critical,
but T don't think this committee ran dn anything about it. That's up to the legislature.
We have agreud that it is a trust fund, the principal should be protected and therefore
the prudent man theory comes into effect, therefore the structure is relatively simple.
If they envision it as something more than that, then the income producing is defined
as soclal benefits, then I think you are into a development bank and a very complex
structure w!'th all kinds of sector analysis and gtaff.

Mr. Wohlforth: 1It's got to be something of a new ball game for investment advisors,
and certainly the dramatic rate of Inflation over the past three or four years has put
that sclence or art into a whole new configuration.

Mr. Rhodes: The legislature's phrase "income producing" meant at the least that
loans must bear some interest, there would be no transfer to communities or industries,
nor used by the State budget. Nothing was said about how much income. The words
"permanent fund" would seem to preclude undue risks of the principal no matter how much
a particular Investment might hold out. 1It's not just simply the yields but also the
indlrect benefits in terms of new income, new jobs, etc. Those are real dollar effects
that don't show up on the plus sheet of the permanent fund, but they do benefit the
cconomy of Alaska.

Mr. Motley: Nobody is talking about an ironclad rule. What we're talking about Is
Inflatfon.

Mr. Bursh: ['m Rodney Burgh, Director of the Alaska Bankers Assoclatlon. This is
a preliminary presentation on behalf of the Alaska Bankers Association, renresenting
our presant position; it Is anticipated we will desire to meet with you as future

development« occur,

A trust type fiduclary responsibility of the fund's managers to the people of
Alaska Is Inherent in the decision of the populace to set aside a portion of non-tax
resource revenues, The tenor of the times {ndicates that the decisfon was motivated by
a desire to control the spending of revenues which derive from exhaustible resources.
If Alaskans had favored large capital sp:nding programs by the State there would have been
no reason to create the fund. Thus the fund has been created Lo accumulate revenues
which can be conserved for use in the future.

A typlcal trusc function 1s the preservation of capital, It undertakes to protect
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the real value of capital from inflation, and to increase the real value through
prudent investments. This assignment requires careful analysis of risk for each
investment considered and eliminates the consideration of high risk ventures.
Generally speaking, the larger the dollar volume involved, the more complex is

the risk analysis required and the more costly. The income earned from investments
wihin Alaska large enough to be meaningful to a fund the size of the permanent fund
would be eroded by the costs of investment analysis and other administrative expenses.
More importantly, such investments are not likely to be within a risk category

which Is complimentary to the trust relatlonship mentioned earlier. Therefore,

the best course of action seems to be for the permanent fund to place its funds in
national money markets where risk analysis is performed in the most efficient manner
by professionals and where a multitude of investment options is available.

[nasmuch as there is a trust relationship between the fund's management and the
people of Alaska, 1t is critical that Alaskans be given a timely reporting of invest-
ment results. The most effective method of reporting would be through a direct
cconomic return to the people. Such a return provides the most efficient incentive
for Alaskans to gauge the performance of those persons who are tasked with fund
management. An economic incentive can take many forms, for example, direct cash
divldend, reduction in taxes, profit sharing plan with a vesting schedule, or other
forms of pension plans. Our position calls for the creation of a trust relationship
of legal standing which will incorporate the goals of preservation of capital,
malntenance of real value, and reasonable and prudent capital appreciation. We feel
it Is agalnst the interests of the people as represented in such a relationship to
incur administrative costs associated with in-house investment risk analysis,

Mr. Allen: You addressed the situation of disbursing current dividends. It'
my thinking that the makeup of the permanent fund Ls for future use, not current use.

Mr. Hurph There's nothing in {t that says the income 1s also supposed to become
permanent; 1t's only the principal. You would preserve the principal but the ILncome
could be used For other purposes.

Mr. Wohlforth: [ take it the general position is, let's invest in high quality
Ingtruments, elther short term or corporate bonds of corporations which are In
Alaska. First, s particlpation in any sort of development loan concept -~ in parti-

clpatfon with private borrowers. TIs that the banks' correct position?

Mr. Burgh: Yes, we don't feel that the permanent fund {s Intended to be a risk

fund.

Mr. Wohlforth: Admittedly every Investment has a rilsk quotlen:, but you're

saylng the risk quotient should be absolutely minimum. Do you have any thoughts
on the legislative structure, of who's responsible for handling Investments?

Mro Burgh: 1 would presume that someone with the State Is golng te have some
arca of responsibllity for It,

Mr. h|ﬂ1l[tmltlu. Are you recommending that Investment advisors or tund managers
be appointed for this function?

Mr. Burgh: Yes. Pcople with investment expertlsc.

Mr, Edenso: Has your group considercd any kinds of programs that would provide
long term capital for economic development purposes?

Mr. Burgh: Most of the long term capltal provision that we get {s from outside
Investors that work In the long term investment field.

i
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Mr. Edenso: Would you think that without the ready long term capical there
would be adequate amounts for development within the State?

Mr. Burgh: Any social problem or any other economic benefits that you want to
get from fund investment should be from the income rather than from the permanent
fund Itself. You should try to get the best protection and best yleld from the
permanent fund. 'The yleld we get from that can then be invested in other programs.
Utilizing the principal of the permanent fund for providing lony term capital
investments in the State is not a prime objective of the permenent fund. Possibly
some diversification would include some.

Mr. McFarland: 1T think we should ask the Banknrs Assocfation to bring in what
statistics they can on overlying. This is an area that the itate could very well
get good interest from. The banks are regulated and are only allowed certain limits,
so really the Outside banking institutions are taking the cream off the interest.
We should have some idea what the potential is if instead of using a corresponding
bank, use the State,

Mr. Burgh: I think most of the banks, when reporting, do show the amount of
gervicing they are doing, which indicates funds have flowed through the bank from
other instltutions. 1It's quite sizeable in relationship to our own portfolio.

Mr. Allen: Your request for participation is because of your legal limit or

because of the term?

Mr. Burgh: Both. If it's a working loan it's because of the legal limit. If
you're talking about long term loans it's because of the term. Housing for example,
the bank cannot afford to keep a lot of thirty year loans in its portfolio or it
would soon not have money for other purposes.

Mr. Allen: As the years go by the capital starts increasing -- the availability
to meet their demands as far as dollars are concerned, is Increased. 1 would like
to know If your committee has suggested us making loans on the Income, a higher risk

loan from the income, what gaps can we 1117

Mr. Burgh: We don't have any particular recommendations. | can say that we

have some loans out that are many times our lending limit and we've not had any
problems like corresponding banks to participate with us.

Mr. Allen: The corresponding relationships are getting the Interest when the
carnings should be here within our State.

Mr. Wohlforth: 'Thank you, Mr. Burgh. Next on the agenda Is Richard Alexander,
Inveatment Of ficer, Division of Treasury,

Mr. Alexander: ['ve been asked to describe the State's loan programs and thelr
relatlonships to the general fund, and also other loan programs within the Department
of Revenue. Our general fund has been decreasing for the past several years and
at the same time the State's mortgage portfollo has been increasing rapidly. It has
become one of the largest investmerts o the fund, Also, our mortgage activity with-
In the two retirement funds has {ncreased substantially in the last few years.

There are loans that are required to be purchased by the general fund; Veterans,
Small Buslness, Fishing, and Tourism loans. The Veterans loans are by far the largest
holding within the fund., The rate of return on these loans 1s 7-1/2%. The Small
Business loans are presently earning 8%; Commercial Flshing loans earn 7%; and
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Tourism loans earn 8%. All of these loans we are required to purchase. The rest
of the loans, the Commissioner has the option to buy.

The optional loans are the Bank Incentive Loans which presently are inactl:.
Alaska Housing Finance Corporation is another type of loan within which we have
various type notes for a total of $9.2 million. We also have Alaska State Housing
Authority notes for a total of $4.5 million receiving 7-1/2% interest. Then we
have a $1 million note loaned to the Medical Malpractice Revolving Loan Fund for an
interest rate of 9-1/27%. The next category is Native corporations -- we're almost
through with that as they will all te paid off by June. The last is entitled
Municipal lcans in which we have $3.4 mllion 5% note for the University of Alaska
Activity Center. Th: remainder is made up of Alaska State Development Corporation
Bonds, City of Nera a School Bonds, City of Palmer Industrial Park Revenue Bonds,
all totaling crou " . million. We also have $.5 million in Agricultural loans.

The Retirer . Fuids are authorized to purchase FHA, VA, Federal Small Business
guarantee loans, conventional residential and commercial mortgages. At the present
time «» have over $9 million invested at an average rate of return of about 9%.
Approximately 327% of these funds are invested in mortgages at the present time.
We are committed tu purchase another $50 million by the end of March at rates from
9-1/2 to 10-1/2%. R

We buy mortgages for the funds mainly because of the high rate available but
also to help Alaskans obtain loans that might not be made if we were not in the
market. We concentrate in areas that are not readily marketable Outside. For
example, Fanny Mae will not purchas a mortgage over $87,500; we try to pick up that
glack. The cost of housing 1n Alaska ig pretty high and there are many mortgages
over that dollar mark. Another example are commercial loans under $.5 million.
Buyers Outside seem to want the loans over that amount. We've bought mortgapes
from all banks and savings institutions within the State. We look for special
situations such as the Community Hospital in Fairbanks. oOn that loan we receive
10-1/27%.

Mr. Gallagher: We've not loans from Dilllngham, Glennallen and Kodiak.

Mr. Wohlforth: 1 have added up the State Loan program including housing financing
and T find a figure of $417,694, which is a pretty healthy figure. Next on the
agenda are representatives of White, Weld on structural alternatives for the permanent

fund, leveraglng, cte.

Mr. Fuhrmann: My talk today will be mostly on what the group did and talked
about in their trip to Alberta, New York and Washington a short time ago. So I'll
pass out a booklet about the trip and let you read 1t rather than spend a lot of time
on 1t today. At the work sesslon tomorrow 1'11l spend time on the organizational
atructure and varlous alternatives, Did everyone get a copy of the book? 1If not
chere are more avallable.

Mr. Wohlforth: 1I'm Interested in the leveraging section, Have you conslidered
the fund helnu a lender to establish reserve funds of local government or agenciles
of the State?  |'m thining of reserve funds of 20 or 30 percent of whatever 1is
really needed to enhance the credlt worthiness of such an agency. $o on a loan
basls the debt of the ageicy would be retired before the fund would receive the
principal back.

Mr. Fuhrman: Ostensibly making it appear as though it were equity in there to
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Improve the credit rating?




Mr. Wohlforth: Right.

Mr., Fuhrman: Definitely. It was also discussed with the credit agencies.
They wanted to focus more on what the definition of permanent fund was in income-
producing and distribution of income.

Jim Rhode: At our discussion with Standard and Poors and Moody's, they wanted
to know what would be the status of any further amounts that were put in the
Permanent Fund, would it be placed there irrevocably or would it be treated again
differently from income from taxation?

Mr. Fuhrmann: The amendment states that at least 25% of a combined pool of oil,
or resource related revenue will go to the permanent fund, which has an implication
that the legislature from time to time may wish to raise that to say, 40%.

Their first question was if it was raised to 40% would it be 40% forever. The
answer 1s clearly no, the legislature had a chance to take it back down again, but
not below the 25%.

Mr. Love: What is the relevance of this material to the rest of the material?
Does White, We'd make 20Y recommendations in terms of structure?

Mr. Fuhrmann: All of this was material being used by various people in our firm
for the purposes of thelr presentations to this delegation and has to do with the
tentatlve organizational structure, We have been asked to propose alternatives, but
we have not recommended anything.

Mrs. Flelscher: What exactly was the purpose of the whole trip?

Mr. Edenso: That's a good question. We intended to go to the various cities,
firstto meet with the Alberta Heritage Fund people and discuss with them the character-
istics of the Heritage Tund as to its legal structure and the legislation that
established it, its funding and management characteristics, some of the goals and
objectives that they have established. We found a number of interesting points and
comments concerning that., T'll try to cover some of them.

Flrst, in Alb“rtawe met with the counterparts to our Department of Revenue to
discuss the structure, the organization, and the management of the Alberta Heritage
Fund. It's Interesting that their Heritage Fund is managed by the equivalent of our
Department of Revenue. The decisions of the day to day activities are carried out
by the equlvalent of Commissioner Gallagher, myself, or Investment officers. They
also have a committee which determlnes and passes decisions on whether or not to make
a particular Iinvestment. There are limltations or constraints in the areas of invest-
ment but I don't believe there is a limitatlon on the size of investments. Secondly,
they have a program which calls for providing capital for soclal programs or social
types ol Investments which do not necessarily tie Into income-producing as our
consgtitutional amendment calls for., We also discussed some of the concerns we had
about subsidy [(inancing.

It was Interesting to note that where they are subsidizing an interest rate they
actually go to their parliamentary body to obtain the subsidy from thelr general fund
which states publlicly and exposes publicly, the fact that there is a subsidy program
going on . ad how many dollars are involved with [t and for what it's to be used. That
is something that we in the Permanent Fund State Advisory Investment Committee have
not really considered,

Mrs. Flelscher: You haven't considered making it public?

oy
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Mr. Edenso: We haven't considered public exposure of any subsidy that we
under cake.

Mrs. Fleischer: How do they do it?

Mr. ldenso: You go with an appropriation bill and say, "Well here's how many
dollars we want and here's why we want It, and here's what we are going to use it
for."

Mr. Rhodes: What I learned in Alberta was, the final purpose of the Heritage
Fund so far as there is a defined purpose, is to insure that Albertans pay the
lowest taxes in Canada. They admitted their fund wasn't really large enough to
diversify the economy of Alberta enough to replace oll revenues with taxation on new
private business, but they saw the fund as a way of closing or reducing future
doficits of the profits.

I thought I might quickly tell you what the fund is doing. Up to 20% of the
money can be capital outlays, and they are concentrating on irrigation for agri-
culture, and in medical research. Thirdly, a project with three oil companies to
develop technology for recovering oil from oil sands. About 85% of the money they
are loaning out in three ways. Home loan subsidies for middle income and lower,
also in loans to their municipal authorities. The subsidies for the home loans
and the subsidies for the local government are laid out plainly as a matter of public
record -~ who is getting It, when they are getting it, how much. The subsidies
have to be voted on by Parliament. There are no concealed or under the table sub-
gldies at special preferred interest rates to this group of homeowners or that group
of towns. The reason they make loans to their local governments directly is they
don't have the tax exempt privilege for their local governments. They borrow from
taxable rates, which of course would be considerably higher than our local governments.

The third use is that it makes loans to its utilities, and there you have to
know that the profits of the phone system and most of the electrical generation is
passed through the Parliament. That's pretty much how the fund is laid out.

The eovernment °fthe day runs the fund. Tt doesn't have its own staff. The
Treasur; people take cure of the Heritage Fund in their spare time.

The high point from New York was exploring the different ways the fund could be
leveraged. It seems that using the fund to guarantee this or that private corpo-
ration, or any other number of choices would be superior to having the fund make
loans directly from Its assets. Among the arguments advanced for using guarantees
are that they are contingent liabilities, not direct 1liabilities. All things being
equal, the fund would Le able to Jdo more guaranteeing than it would borrowing and
lending. The credit rating can be better for any gilven amount of guaranteeing than
it can for a llke amount of borrowing. The point being that ysu get to keep your
money while you are making guarantees in investment grade securities which are the
very lowest risk.

In Washington it was pointed out that if you leave even a crack in the door open
Lo the fund to lend financlal assistance to the public sector, the Ffund will have an
Inevitable bias because it's also a public entity and it will favor public sector
proposals that come to 1t. The experience of most development funds is that the
private sector 1s very rapldly crowded out.

Mr. McDowell: There's two ways this can happen. The International Development
Bank har full authority to lend to private enterprise and the public sector. The
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World Bank has has in 1its charter full authority to lend to private enterprise.
About 15 years after it was started it finally formed the International Finance
Corporation, a subsidiary set up to do nothing but private enterprise. It has no
Authority to lend to the public sector. The Sudan Development Corporation charter
was set up without too much in it, it's probably the most general charter there is.
But it did specify how that development corporation was supposed to relate to the
Covernment of the Sudan. In its first two years of existence the Government of the *
Sudan borrowed back half of its capital., At this point in time it is not paying
any interest and has no intention of giving it back. The company was set up to
operate in the private sector. By not defining it carefully in the charter how it
relates to its government, now half the money is gone from its original purpose.

Mr. Rhodes: A number of the people we saw in Washington alluded to this in one
way or another and pointed out that this problem could be minimized by using inter-
mediaries,

Mr. McDowell: This report has been prepared in response to four specific quections
submitted several weeks ago. The first relates to what goes into a charter of a
development institution, the second relates to loan standards and Interest rate, the
third, election of directors, and the fourth, the structures or alternate structures
or modifications to the present proposed organization.

The first section of the report really deals with what broad statements of priority
should be set in the charter and what policies should be set at the board level.

I've selected 29 different things which I consider to be generally the substantive
matters that are normally covered in a charter, at least in a general way. There are
many other lLtems covered in charters, but most of them are technical, legal matters.
These are pretty much all of the substantive matters that you might find in a charter.

The terminology "development institution" as I've used it is an institution
which provlides longer term investment capital as opposed to operating or working
capital, through intermediaries in the form of equity or debt to enterprises or
projects, or directly. Enterprise being, say a business; a project being, perhaps,
a dam. The permanent fund may or may not become an institution of that sort, but
this materlal is based on the assumption that it will,

The 29 items I've broken up into general items. Every one has a general

statement of purpose and function. Sometimes they'r mixed, sometimes they're separated.
The operating philosophy is usually given. Legal personalities and capacities have

to be there. Sectoral covers, if any, if any distinctions are made in terms of both
economic sectors and slze sectors. Geographic coverage. General criteria to be

applied > the selection of capitsal investments is normally given. The kinds of

capital to be provided; cquity, direct loans, loan guurantees, convertible debentures.
There's usually something about the general relationship of interest rates to market
rates. Relationships with the pravate sector; relationships with governments; relation-
ships with other sources of capital, with reciplents of investment capital, particularly
with regard to ldentifying investment opportunities and providing technical assistance.
Relationship to capital markets; many of these are set up In order to encourage local
capital markets. Organizational matters; the general powers and parliamentary rules

of the board or boards are always Included in the charter. The general powers of
management are laid out. The composition, qualifications, methods of selection, and
terms of the board's management and staff are referenced. There 1s some designation

of the organizational levels with responsibility for relations with governments, the
general public, the financial community, prospective recipients of investment capital.
There are also conflict of Interest policies for board members and the staff.
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Under financial, there will be general financial goals of the institution, level
of profits to be attained, protection of capital, prudent management of assets.
Source and amount of capital. Borrowing powers and limits, 1if any. Sources of funds
to pay [or operating expenses, including general long-range economic and investment
regsearch. The disposition of nec income from operations. Accountability. General
requirements for independent audit and public reporting. Occasionally the general
requirements for operational evaluations. This technique is relatively new and
most charters don't have it, but I would recommend that you do. Finally, the general
requirements for maintaining the confidentiality of information obtained from pros-
pective and actual recipients of investment capital. This is a problem with public
institutions. When you deal in the private sector you've got to have rules that
the confidential data you obtain from your clients will remain confidential. You've
got to say something about it in the charter because you may not get any private
borrowers if they realize that what they CORSidertheir competitive information is
golng to ve divulged.

For specific examples. 1In a charter there 1s a general absence of absolute
quantitlies and percentages. What do you do with a fishing loan if it is only a
hundred thouand and a boat costs a million? Why put yourself in a position of going
out of business in a particular sector, two , three, or five years from now by
putting a number in the charter. Because the charter of that loan program has a
ceillng bullt in which appears to be getting unrealistic, thecharter will have to be
changed.

Mr. Gruening: Are you referring to the total loar amounts or the total category?

Mr. McDowell: Generally, the specific absolute quantities are not specified for
any fund. A charter, usually, is a document that will withstand the test of time.
What 18 Important today may be totally unimportant in the future.

Mr. Gruening: But our charter here is the constitution. Goals would be the
types of loans. 1 was thinking maybe cthe legilslature might want to write a safleguard
in It assuming one of the major motlves of the fund was a savings aspect. You
wouldn't want to allow the entity to make loans in an area that's committed for a long
term basls at a certain amount of risk as opposed to having it in liquid form where

Lf you declded you wanted to change the emphasis from community development to
dlversificatlon, you could do so Lf there was a portion of it set aslde as savings.
Otherwise, T think the JegiHLnturemight be worrled that the managers might commit

the fund within a short perlod of time.

Mr. McDowell: Once you appoint a board, the board will establish the policles.
A polley can be changed by the board the next year or five years from now. As long
as the policy remalns in accordance with the charter, then the charter doesn't

need any legislation to change {t.

The purposes of these institutions nearly all are stated: to support and
gtimulate the establishment of new private enterprise and the expanslon and moderni-
zation of exlsting private enterprises. The second purpose is to encourage and
agslst. The third purpose is to encourage, promote, and assist the securities
market ., The Industrial Finance Corporation of India 18 to make medium and long
term credits more readily available to industrial concerns, particularly where they
can't get It from a bank and there Is no cepital market to take a stock issue. The
next one, carry on the business of assisting industrial enterprises within the private
sector. That says it's got to be in the private sector, it's going to be industrial.
It's golng to assist in the creation, expansion and modernization, encouraging and
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promoting private ownership of industrial investments and the expansion of invest-
ment markets. How? By providing long and medium term loans or equity. To
gponsor and underwrite new issues of shares and securities; guarantee loans from
other private investment sources; make funds available; revolve their funds as
rapldly as prudent, and furnish managerial, technical, and administrative advice
and technical assistance.

Another example is the Inter-American Development Bank. This Is a falrly
recent institution, so 1t could have incorporated some of the lessons learned by
World Bank and others who were in business before this. But they're going to
contrlbute to the process of economic and social development, individually and
collectlively. What does this mean? It means they can provide finance for projects
ln one country; they can provide finance for projects in more than one country.
This general wording has been expressed in their charter. They can also promote
the Investment of public and private capital for development purposes. It's going
to utilize its own capital, funds raised by it in financial markets, for financing
the development of the member countries, giving priority to those loans which will
contribute most effectively to their economic growth. That's a constraint on them.
It tells them they have to deal with priority matters. They're supposed to encourage
private Investment and supplement private investment when private capital is not
avallable on reasonable terms and conditions.

They will have three categories of operation - their term for loan. They will
make loans from ordinary funds into regional resource funds and the funds for specilal
operatlons, that is the fund to subsidize interest rates. The bagic principle
of separatlon is that these three sources of money will be kept separate at all
times. Under no circumstances will they be used to pay off the obligations of the
other,

Under Organization and Management. The charter states they shall have a board
of governors, a board of executive directors, a president, an c¢xecutive vice president,
a vice presldent In charge of the fund. That is the fund for special operations,
for subsldles of interest rates, and such other officers and staff as may be con-
sldered necessary.  They deal with the board of governors, how they get appointed or
clected, how long they serve, who chalrs the meeting, what powers they must retain
unto themselves, or specify the other powers that they delegated a peneral statement
of what they have delegated, how often they should meet, what a quorum for a
meeting is.

The board of governors and other boards are In effect held accountable for dolng

things that are necessary or appropriate. There are two boards, two different sets
of people. The board of dircctors shall elect a president who shall not be a governor
or an executive director or alternate for cither. He has a tle breaking vote on
the board of executive dlirectors, The Conflict of Interest gyatements, "the
Presldent, officers, and staff of the Bank, In the discharge of thelr offices, owe
thelr duty entlrely to the Bank and shall recognize no other authority. Each member

the Bank shall respect the International character of their duty." This is saylng
no matter what country yeu are from you work for the bank independently of the politics
of your own hackground.

Finally, there 18 a control saying, "the Corporation shall scek to mafintaln a
reasonable diversification In {ts {nvestments." 1 think that Is something you could
say In your charter. 1 view it as a financlal control that any organfzation should
have,

The Interprectation of the charter should be a dynamic process that keeps recurring,
and that function 1s normally delegated to the board.
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Mr. Gruening: When they want to change these charters, what does it take?

Mr. McDowell: It takes a vote of the stockholders as representied by the board of
governors — a two thirds vote.

Mr. Motley: Do they get involved in equity financing?

Mr. McDowell: Yes. They have to have reserves; it's left to the management
to determine the absolute size of those reserves. I've listed some questions which
are asked by the policy board: Is the proposed project in a sector in which additional
investment is needed? Does the project fit in with a logical sectoral program? Does
the project fit in with the most urgent needs of that sector? Does it contribute to
diversification and/or better income distribution among regions or groups? What are
the environmental and health impacts of the project including benefits or hazards to
the environment and human well-being? In addition, the bank policy requires, and
carries out, specific economic tests, including cost/benefit analysis measured by
the internal economic return and/or the benefit cost ratio. I used the World Bank
example because thelr charter iIs simpler than the rest. It really just says that
loans should be made prudently for highest priority development projects on the
basl: of economlc considerations.

As you can gee, all these questions aren't just economic situations. The board
ttself over a period of time has had the flexibility to adopt new techniques such as
cost/benef it analysis which wasn't there when the bank was set up. New criteria,
such as health and environmental considerations which weren't important when it was
eatablished. They've done this by board policy because they had input from thelr
gtaff, fnput from their borrowers to stockholders, and other people working in the
area of development finance. They have to listen to thelr stockholders and be
responsive to It. [If the president and his staff are not responsive to what the
board of executive directors wants, they fire him and get a new one. But they don't
put the responsiblility for any particular func:tion at any higher level than it's
supposed to be, the accountability goes up a step at a time. 'The fact is, the
management 18 accountable to the board. If thke board says you are not following our
policies, then they get a new manager.

Mr. Gruening: The World Bank provides for two boards?

Mr. chowak: Yes,

Mr. Gruening: The executive directors, what are their qualifications, are they

f inancinl types or do they try to get somebody with broad backgrounds?

Mr. McDowell: They tend to be out of the Ministrles of Flnance.

Mr. Gruening: So they have politicl and all sorts of background, not strictly
financlal?

Mr. McDowell: They are not strictly bankers. Should Interest rates be set
In the charter or by the board? 1In most cases, Interest rates are required by charter
to be appropriate or to approximate prevallice market rates, If they're just to be
appropriate, then they pick and choose out of thelr funds whether they should make
a subsidy or not, or to charge a higher rate. But they do charge rates which overall
wlll come up with the profit for the institution every financial reporting period.
They demonstrate that they have protected their capital by not dipping into It and
also pald their operating expenses and perhaps even made & contribution against
Inflatlon, against the erosion of capital. So any project that can't pay back at
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market rates doesn't meet a market test. In practice the are usually set by board
policies. The World Bank sets it by formula which is passed by the board. Any
subsidies are normally, separately appropriated.

Getting into the proposed structure of the permanent fund. Essentially what.you
get from an election is direct representation of the interests and views of the
congtituents of the person that you elect. That 1is the pros of it. The cons, well,
1f you elect part of the board I think you create too mary classes of directors,
which is an intense degree of evil in itself. If you elect all members of a rela-
tively small board, you would have equal directors, but you probably wouldn't
include all representatives ot all the significant minorities within the State.

There just aren't enough positions to go around. Finally, election support is
campaign financing, which could result in elacted members being subject to undue
influence by special interest groups.

Suggestions on alternate structures of modifications. The proposal as it currently
stands does tend to strike a reasonable balance among the three groups, citizen,
legislative, and executive influence and involvement. The operation of the fund 1is
going to be under the supervision of a board, which will be made up mostly of private
cltizens, and proposed and confirmed by the executive and legislature. The board
will be accountable to three parties and eventually also will be the power to amend
the charter.

The important thing about the two board proposal is that they provide an important
separatlon of responsibilities for policy and operation. This is an essential pre=-
requisite for accountability for freedom from undue and improper political and special
interest pressures. If you establish a policy board that does not have responsi-
bililty for operational decisions on specific loans and investments, you've got an
organizational level that you can dedicate to being responsive to political, economic
and soclal considerations as well as the views of individuals or groups. I[f you
delegate the responsibility for specific Investments to the investment committe, it
provides the policy board with insulation from dealing with a specific project. Also,
{f you speclfy that the policy board is the only appropriate forum for all this
fnput, then you insulate the Investment committee from undue pressures as well.

Some suggestlons for the powers and responsibilities for the policy board,
the management board, or investment commlttee, and the chief executive officer.
The function of the policy board should be an annual review and approval of long-
range operating plans which include an investment program based on sectoral analysis
of the Alaska economy, which include the budget for the forthcoming year and the
financlal plan for the following number of years. I would not suggest that the
pollcy board just review the budget for a year, that's tco short term function for
a board member's level to be dealing with, T would also suggest that the management
board have sole power to approve all investments rather than allocating part of that
power to another body. The chief executlve officer should be responsible or
accountable for everything that's done so that in the minds of the legislature, the
executlive, and the public, that one individual will carry more accountability than
anyone ¢lse In the Institution.

Mr. Gruening: Who selects the chief executive officer, the management or
policy board?

Mr. McDowell: It was proposed that the policy board would select all flve members
of the r nagement board, including the chlef exccutive offlicer. I think you must
have ' pu'ley board select all of ghege people to get that step by step account-

abilicy. I would recommend that he be non-voting and to chair the policy board.
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Mr. Gruening: We might be tending a little bit on the bureaucracy side by
having two boards which would check and balance each other, but they might compete
in terms of pclicy. We all know that staff can get involved in policy. I don't
know 1f these people are going to be full time or not; the policy board probably
isn't and they may be unpaid. On the other hand, the management board is making the
loan decisions, so I think you pretty much have to pay them full time.

Mr. McDowell. I don't think so. You're getting to incorporate a few more
outsiders to work with the present ones in making the final decisions, who have
some of the technical skills but they may not necessarily be any good at holding a
public forum and abosrbing the input from private citizens ana reflecting it in
policies, but are pretty good at investment programs. All of the loans would go
to the board. You provide that management of the board will establish proper
organizational operating financial controls in having that kind of process through
the staff.

Mr. Wohlforth: Basically, aren't we talking about management or investment
committee which is a pretty hard working committee, perhaps meeting as frequently
as every two weeks; the policy board, on the other hand, meets much less frequently.

Mr. McDowell: I would estimate that you envision it quarterly, the policy
committee, to review reports provided to them and make decisions they are
empowered to do.

Mr. Allen: Wouldn't the chief executive officer have an authorized loan limit?
Anything in excess of that be approved or passed on by the investment committe,
and all loans or investments be reviewed by the investment committee?

The meeting was adjourned at 4:00 p.m., December 16, 1976.

Mr. Wohlforth called the meeting to order at 9:30 a.m., December 17, 1976.

Mr. Gallagher: Art Peterson is with us today. He is the Attorney General
regsponsible for drafting the legislation. He is here to hear what people say
directly so he can interpolate it and put it in the statute.

Mrs. Fleischer: Before we go to the actual leglslation. Will there be a
provision saying that 1if the particular community objects to a particular develop-
ment, it would not be done?

Mr. McDowell: One of the mechanisms that exist 1s the zoning.

Mrs. Flelscher: A large part of Alaska is not zoned.

Mr. Wohlforth: I think it's a major issue. It appears In order to proceed
on this in this way, by listing major questions, and I put it, "Consent of communi-
ties to enterprise location? Another questlon would be whether or not the enabling
legislatlon should specify a dollar or other type of divislon between so called
public sector activities, support of local government bonds and local borrowing,
and private sector actlvities. Should there be a definition in the charter -. to
the amount of funds to go into each area?

Mr. Allen: Specified by a dollar amount or by percentages?

Mr. Wohforth: Dollar amount or other formula. Should the charter attempt to
devise a formula to divide the fund's activities into public and private sector?
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Mr. McDowell: T believe the question is very important. Just on the basis of
the experience of the various institutions has indicated that 1f you do want to
invest In the private sector then you must put a ceiling on what it can do in the
public sector. Otherwise there won't be any investments in the private sector.

In other words, if you want to invest in productive private enterprise then you
must put a 1id on the public sector portion, and the honsing portion if it's
separate. Those are the two needs which generally tend to become insatiable in
terms of having a hlgher political priority than the productive private enterprise.

Mr. Gallagher:
easy bill first.

We have to go through two bills.
Is this the time to list questions?

Could we complete the one

Mr. Peterson: 1 suggest, If we keep it to major queations and then use the bill

as a catalyst for traditional questions and then get into the specific questions.

Not every question 1s going to be major policy type questions. Maybe list those
and then go over the bill.

Mr. Wohlforth: Alright, we'll start with the questions.

Mr. Crawford: T think it should be addressed as to whether or not inflation

Is golng to be part of the charter, part of the bill, or some provision for
{nflation.

Mr. Barnes:

Is that setting a minimum return on any investment?

Mr. Crawford: Charter recognition of Inflation, terms of minimum fund return.

Mr. Gallagher: How do you distinguish between the soft and hard loan programs?
Maybe the charter has a preference for guarantees over direct lending. Also the
ability of the fund to borrow.

Mr. Wohlforth: Should the charter encourage leverage?

Mr. PLlhl: The point of leverage Is where I had a question. Would the Fund
be able to issue Its bonds to finance the pipeline, finance the tankers, or finance
the gas pipeline. I'm not advocating State ownership but using the fund as a vehicle

for flnancing. Using this leverage and having a much lower interest rate chargeable
to the wellhead value,

Mr. Gallagher:

co8LSs.

The wellhead on the gas situation Is Influenced by transportation

Mr. Wohlforth: 1 can see the legislature, with this fund in existence, all of a
sudden fﬁ;ﬁgnl:lng that there are different projects, gas pipeline, petrochemical,
ctes, {1t should be glven a preference. So the question would be whether the charter
should get into detail, preference detail of speciflc projects of finances. In other

wordd, how much would the legislature be willing to delegate a board in terms of
specllic preference?

Mr. McFarland: It should include the right for legislation whether It's ever
vxercised or not.

Mr. Barnes: Another questlon should be about the directlion of the Income.
Should the income go to the general fund or should [t be directed to other projects

or ahould it be returnad to the fund ftself?
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Mr. Wohlforth: In the private sector should participation be mandated by
charter?

Mr. Fuhrman: 1t seems to me that the two draft bills we were reading last
night bring up a couple of potential questions, one being what the compensation
of the members of the various boards or committees or staff people might be, or
how determined, and also whether there should be any language dealing with the
quallifications of those board members. Geographic or professional expertise or
educatlon or race, party affiliation?

Mrs., Lehr: T think there should be specification of membership. We talked
before about two members of the Governor's cabinet and those have been specified
in the bill. Another area that T think should be discussed is the budget procedures.
It doesn't indicate whether it will be subject to the Executive Budget Act.

Mr. Peterson: My assumption when drafting the bill was that it would be under
the Department of Revenue budget, but that may not be a committee assumption.

Mr. Gallagher: I thought it was the best idea, but then what about the
accounting problem. How do you forecast the budget and reserve for bad debts?
That's really a professional judgment. 1 would like the board people to make that
decision and not have to go for a supplemental.

Mr. Wohlforth: The question here is whether the fund is going to be permitted
to live off its income to a certaln extent or not.

Mr. Rhode: [ have discussed this formerly with a number of legislators, and
one problem In bringing the operating budget of the fund before the leglslature is
that at the very least It wlll affect the independence of the fund to set lts own
rates to pay compensation. The legislature will be able to reach in and rip out
$10 thousand on a salary they don't 1ike. 1In the extreme case, It could very well
jeopardlze the action of the Ffund.

Mr. MecDowell: You transfer accountability to the legislature if you do
that., 1l you want the legislature to be accountable, fine. If you don't then you
can't give them any control of the buaget.

Mr. Wohlforth: Should the charter prohibit or permit equity -=- private sector
participation or should there be debt only? Should the Act be specific in terms of
outlining the feasibility work that the banks should undertake before financing a
private sector project?

Mrs. Fleischer: Should the charter specify that the productive enterprise
should be financed at market rates so that we are not in the business of subsidizing?

Mr. Wolilforth: Let me run through these questions. (1) the consent of the
communily to enterprise location, should that be In the charter? (2) division of
fund, whether the charter should specify the division of fund activity between
public and private sector. (3) should the charter recognize the effect of Inflation
in terms of minfmum fund return? (4) should the charter deal with the questicn of
goft and hard loans and the subsidy recognition? (5) should the charter encourage
leverage financing or be neutral? (6) should the charter specify specifle projects
to be flnanced? (7) direction of the fund income to the general fund for its other
uges,  (8) should the charter recognize any mechanies for divislon of activity
between reglons of the State? (9) where the fund should be Jgeated; (10) should
the charter mandate participation in the private sector? (11) what (s the compen=
sation of the boards and staff and how would that be determined and what are the
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qualifications of the chief executive officer? (12) what would be the qualifications
of the board members? (13) should the board of the fund be subject to the Executive
Budget Act or be autonomous and be permitted to live off its earnings? (14) should
the charter permit equity investments? (15) should the charter require market rate
of return on investments?

Dr. Logsdon: How about segregation by industry?

Mr. Wohlforth: That is a good question. Last year there was actually enacted
a bill that mandated that these investments be put into renewable industries which
would provide this, fishing, timber, agriculture, forestry, outdoor recreation.
Should the charter show an emphasis or mandate for renewable resources.

Mrs. Fleischer: That is a good idea. It may not be very important at the
moment, but how would you classify wilderness, as a renewable resource or non-re--
newable resource?

Mr. Mcnoqgil: What's a wilderness? You ran't consume it.

Mr. Wohlfortu: I mean by renewable resource a reusable commodity, like timber.

Mr. Allen: There should also be audit procedures and powers and authority of
the chlef executive officer.

Mr. Gallagher: We should have a strong definiticn of what post audit 1s too.
Mr. Love: There should be some way of evaluating the fund's effectiveness in
achieving the particular poal.

Mr. Wohlforth: ALl right. Establishment of audit procedures and performance

evaluatlon.

Mr. Love: "The charter should also state whether the fund is going to have to

achleve some kind of {ncome distribution.
Mr. Gallagher: That involves the subsidy questlon.

Mr. Love: Not entlrely a question of subsidy.

Mr. McFarland: | understood when talking about the Heritage Fund that the
Parliament could direct the subsidy. Do they have to come out of the peneral fund
with the money to plek up the gap?

ﬂ!:_EﬂJJfUﬂﬁ?': Yes.

Mr. Rbodes: Don't they touch on what's going to happen to the real per caplta
Income?

Mr. McDowell: An example of a case we mentioned yesterday. The charter 8ays
the decislons should be based on economle considerations. It also says it should
not he based on political considerations. The board of dircctors can make policy
statements that economic conslderations have to Include distributlon of Ltncome,

and then the staff proceeds to {mplement ft. So the project area 18 a statement

not a project In itself. A statement of what the projeet will do. It would address
the Issues of health and environment.
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Mrs. Fleischer: The charter should address the issue of goals and >urpose of
the fund.

Mr. Fuhrman: The real issue wculd seem to be how far do you go into those
areas in the le legislation and what portions of it are the responsibilitv of the policy
board and what portions are the responsibility of staff and management of the fund.

Mrs. Fleischer: I think it would help the staff and policy board if they had
some clear idea of what the purpose of the fund was, what the people in the State
thought it was for, and how we are going to accomplish everything.

Mr. Fuhrman: It seems like the appropriate thing is that more detailed state-
meuts fall out as you go farther down the line, so very general statements would be
at the top.

Mrs. Fleischer: Economic considerations should be defined to include employment,
Income distribution, environment, health and social issues.

Mr. Rhodes: That is really a question of degree.

Mr. Edenso: We're talking about criteria for making investments. You could
specify that criteria in the charter or you could allow the policy board to specify
{t, or you could allow the legislative body to specify it in legislation. Some of
the criteria are the creditability of any particular inveatment, whether or not the
proposed Investment falls within some kind of acceptable environmental fmpact state-
ment, whether or not an investment falls within some kind of gocially stated ceriteria,
and finally whether or not it falls within some kind of acceptable income terms.

Those are really the broad categories we've been trying to address.

Mr. McDowell: | would strongly sugpest that you put that langugapge in the
with the additfon of, "and other considerations." A very real potential future
conslderation would be how does this project or this investment program fit in with
the United States Natlonal Economic Plan?

Mr. Gallagher: We're not accomplishing much this way. What I wouald like is
for us to get the 29 points covered now so that at the next meetling we can have a
complete bLll to look at - which we can change tlien !f desired. We could add te it
or take It out at that tvime, but we would a complete blll to look at.

Mr. Peterson: What terminology do we use? Elther the charter and mean
leglslature, or call (1t the bill and then clarify it,

Mr., Hiﬂ[JJ:“J'lll: The charter Is the bill.

i Mr. Peterson:  1've teard 1L used alternatively, let's put {t In the charter
¥

or lot's let the leplislature handle .

Mr. Gallagher: We've talked about it in very broad gencral outlines where
smill l<nmnunil--th'vtlupm:nt do some cconomic diversificatfon and create a savings
account to be used In the future, That's just the general language we will use for

number one {tem,

Mr. McDowell: Are you agsisting comnunity development? Stimulating economic
diversificatton?

Mr. Gallagher: And providing a savings account for the future.
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Mr. Love: I think the savings account should be the first one, everything
else to come afterwards. Just say, the single purpose of the fund would be to
provide a permanent source of revenue for the citizens of the State of Alaska.

Mr. Edenso: What are we really attempting to do? We have a procedure and
the procedure Is a phllosophical statement of what the permanent fund should
accomplIsh. We have a charter which is “guideline for how it should accomplish 1it.
L think the overall charter specifies in broad terms, the guidelines the permanent
fund should Function under. A preamble or a pailosophical statement specifies in

gencral terms what you want to accomplish wich that permanent fund.

Mr. Rhodes: Why don't we steal the phrase from the Alberta Heritage Fund --
future generations, etc.?

Mc. Fuhrman: They say, "Whereas substantial revenues are being received by the
Province in the sale of non-renewable resources; whereas there is a limited supply of
non-renewable resources, and therefore revenues will ultimately be reduced; whereas
it would be improvident to spend all such revenues ae they are received; whereas the
Legislature considers Lt appropriate that a substant..il portion of those revenues
be set aside and invested for the benefit of the people of Alberta in future years;
therefore, lHer Majesty, by and with the advice and consent of the Legislative assembly
enacts as follows:"

Mr. Gallagher: Sounds great.

Mr. Peterson: We can embody that substance !n the purpose clause without all
. T sl | e
the "whereas".

Mr. Gallagher: We've pretty well covered number one. ‘s a general operating
functlon, I see the permanent fund as a wholesale institution. Soft loan programs
should be done through the Department of Commerce. Otherwise vou are dealing with
lMnancial intermediaries, or the project is such a size you have resident experts
{n-house to handle it, or you are in the money market. 1 really see it as a whole~-
gale Instlitution.

Mr. Wohlforth: You might explain what you mean by that term.

Mr. Gallagher: Wholesale versus retail. Retail is making direct loans under
a certaln limit and working with the individual borrower. Wholesale banking gets
into larger loans either direct or in combination with other financial lnstitutions.
They would be loans sold to the fund, not necessarily initiated.

Mr. Thorstenson: [ don't think we should preclude ourselves In the charter
from belng involved {n some of the business that the banks consider their own. It
vould well be a pollcy when there comes a time we don't feel that the banks are

fulfL11Ing thelr role and we may want some of that business.

Mr. Wohlforth: The question ia then, the Leglslature should plek up the subsidy -

the subsidy interest rate -- what sort of operating philosophy do we have then?

Mr. Gallagher: You can break it down two ways., First the loan evaluation =-
you never evaluate a loan In terms of subsidy. When you make a loan evaluation you
requlre In the charter that it Is done at economic interest rates, not at subsldized
[nterest rates. And two, you should only subsidize in areas where the consumer will
pet the direct benefit, Also you should never subsidize below long term rate of
Inflatton,
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Mr. Fuhrman: Who's going to determine that?

Mr. Gallagher: The policy board can make that determination.

Mr. Edenso: If we subsidize we have to go to the legislature to appropriate
the difference from the general fund.

Mr. Fuhrman: Is the word "subsidy" a correct word to use? Your capital is
still at risk in that loan. Are you suggesting that the staff and the investment
committee would determine that the project is financially viable on a capital basis?
That the project Ca8Nafford tn pay the interest rate they're prepared to pay as long
as cthe legislature is making up the difference?

Mr. Gallagher: Subsidy 1is a good word. And yes to the other questions.

Mr. Fuhrman: My reason for asking is I'm trying to think how the credit insti-
tutions will perceive the fund if they feel that you've taken on a capital risk
desplte the fact that you have been able to insulate yourself from the income risk.
The Income can go anywhere out of the fund. They only look at the assets as the
source of the credit. It matters that you've been able to make a judgment that
the capital is not at risk.

Mr. McFarland: T think the crux of this is who initiates the subsidy programs.

Mr. Love: ['ve got a suggested language to cover this whole section number two.
Six points which 1've written down are: (1) promote market returns; (2) promote
renewable resource industries; (3) diversify the economy; (4) promote equitable
distributfon of the State's wealth; (5) protect the environment; (6) provide com-

munlty development.

Mr. Wohlforth: What you stated are already within our goals. We were talking
about structural treatment of subsidy loans and we've completed the methodology of
structural treatment of these loans. 1 see a real constitutional problem with the

leglslature committing to pay a portion of a rate of interest on a private loan.

Mr. FKdenso: Some phrases I took from one of the charters while we were in
Washington, D.C. Loans should be made on terms and conditions and only obtained
by private Investors for similar financing. Here we would have the language,
"And In the event that any loan {s to be made below market rates of interest, the
difference shall be subject to legislative appropriations.'" I think the word
"gubsldy'" 1s a red herring.

Mr. McDowell: 1t would be a policy decision to provide an incentive for a
loan in a particular sector. The legislature would make that policy decision.

Mr. McFarland: 1t seems Lo me the greatest contribution we can make here is
to get the highest yield we can on theémoney and give it to the general fund and
let the legislature take care of the subsidy programs, whatever they want to do

In the social area. The social area is political, believe it or not.

Mr. Wohlforth: I like the idea, it has a lot of political advantages. We have
faced the subsidy issue and when the bill is drafted it will be seen by the Legis-—
lature right off. Next, how can the legislature take the position that the fund
itself should be the subsldy lender in fact of what we belleve the people voted for.
Third, they can't arpue their prerogatives are being defeated because we've sald 1if
there are subsidies Lt 1s thelr prerogrative to make and approprlate funds for them.

<1
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Mr. McDowell: It's probably the only way that you can be responsive to a
need by the public and that the fund retain its integrity and credit value.

Mr. Wohlforth: All right, do you want to get to the question of division
between the private and private sector?

Mr. Gallagher: T would like to do them through the Alaska Municipal Bond Bank
as guarantees so the permanent fund doesn't get into waking loans to political
entities For day to day operations, they may have to get into the business of
municipal utilities, but you would have to differentiate between the business and
soclal areas of municipalities.

Mr. McDowell: The choices are: the fund will use its capital to make direct
loansg which will not have guarantee authority, that it can make no more than 207% of
its loans to one sector. Another choice is to give guarantee authority =-- capital
will be used for direct loans to productive private enterprise.

Mr., Fuhrman: It is a way of maximizing the income on a secure investment by
using that Lnvestment as collateral or pledge behind the guarantee. It has the
effect of reducing the cost of capital for the person you are guaranteeing, and you
pet a puarantee fee which is added to the income you are making on your underlying
Investment, which may be a government security, a federal government security of
gome kind. I think that you have to determine that a guarantee o~ any kind of
commitment has the same dollar value in terms of determining what your percentage
of particlpation is in a sector.

Mr. Love: 1'm afraid there's going to be a tendency of t'.. permanent fund
to make all public investments unless there is some requirruent that they make a
certaln percentage to private enterprise.

Mr. Edenso: Why would you want to limit your guaranteeing just to polltical

subdivisions or to such as the municipal bond. Why not make it to private enterprise
as well?

Mr. Crawford: 1 think we've got to define those terms. What is "public

goclor” and "private sector?"

Mr. Wohlforth: For a working definition, can you say that a municipality or
publle agency of the State is public sector and the rest Is private sector? The
IRS has no trouble defining it. They know exactly what 1s publie and what 1s
private. We've talked about che ouestion of percentages, now let's get back to
whether there should be a mandated percentage for either one or not.

Mr. Fuhrman: 1 have the impression there will be Investments in money market
instruments or short term instruments; that may be a permanent event or just a place
where you put funds while they walt to be put somewhere else, but that will be golng
on. | would assume the charter would allow for that to go on and there shouldn't be
any maximum on that kind of involvement. There would also be a statement about
[nvestment g ade securities which [ define as being money market instruments, and

some longer term corporate securities, government securities, or utilities securities.
That would prubably be the only category that you would consider putting a minimum

on, Lie., at least a blank percent of the fund will be in these securlties.

With respect to public sector f[inance, and by that I'm eliminating federal goveru-
ment paper which would be in the category of investment grade securities T just dis-
cusgged.  The private sector you would never want to conslder at any point having a




minimum percentage or minimum dollar amount because it will force you to look at
your audit to see where you were against your ratios. It may cause you or your
staff to actually have to seek out a loan to meet the requirement that would be a
loan that no practical man would ever consider. There may not be an opjortunity to
fnvest in a good loan at that particular time. That is why we would say 'up to"
rather than "at least'", in those categories.

Remember that you're not going to be investing in tax exempt securities which
some of the public sector securities would be. It doesn't make any sense for a tax
free institution to be investing in tax free securities.

Mrs. Fleischer: 1If we are in the business of making the division, I like what
Mr. Fuhrman suggested, that we say 'at least" when we're talking about money market
securities and investments and use the words "up to'" or "at most" when we're talking
about the other.

Mr. Wohlforth: Fine, we're making progress. "At least" in a certain amount
of money market instruments, and "up to" or '"not exceeding" in the other two cate-
gories.

Mr. McDowell: The "at least" provides a savings account. Could I railse the
issue of this, just briefly. You're talking about carving up a pot which has three
elements in it. You've got the 25% that is your capital. If you allow the Fund
to borrow, you've got the borrow interest, and if you allow the fund to guarantee
you've got the guarantee authority. This is the money that you would or could make
lirect loans with. That implies an operating philosophy and organization structure.
Trat's not a direct loan; somebody else made the loan, somebody else appraised {it,
gomebody else decided it was a loan worth making, and somebody else administered it.
So there's two different organizations -- the guarantee authority which doesn't
require much of an organization, someone else does all the work.

Mr. Fuhrman: The question is if vou have to call on your capitalization, how
do you determine what percentage of what 1s what?

Mr. McDowell: The guarantee authority cannot be part of your capitalization.
It's a part of your financing ability.

Mr. Edenso: The guarantee authority only inhibits the amount of capital you have
on hand, It restricts it. It states that you will hold aside so many dollars to
guarantee somebody else's debt.

Mr. Fuhrman: What we're really trying to determine, Lf you deal with per-
centages, what the definition of the makeup of that percentage is. Percentage of the
total capltalfzation. 1Is it the percentage of the total caplitalization plus the

guarantee authority, or what is 1t?

Mr. McFarland: Suppose you set a 30% [igure. 1 think if you have set up

reserves that has to fall within that 30% figure. I don't think you can commit your
reserves [or more than one thing.

Mr. Edenso: [ would say if you're pgoing to have a guarantee, it would be best
to talk to your raters, Moody's or Standard and Poors, and find out what they think,
because they are the ones who are really going to be the most interested in how
you sel up a contingent liability and the effect it might have on your rating.

Mr. McDowell: That's the issue. If you set aside a third and invest in invest-
ment grade securities and that's where it stays, how much guarantee authority do you
think we ought to have?




Mr. McFarland; I think if we set a figure I would recommend that the figure
not exceed 30Z in the public sector.

Mr. Gallagher: I move for zero in the public sector except through guarantees.

Mrs. Fleischer: Let's define public and private sector.

Mr. Wohlforth: We've suggested that the public sector be confined to the
municipalities, everything else be considered private including co-op, utilities, etc.

Mr. Love: How about things like housing projects for the elderly?

Mr. Gallagher: I agree with you, but there are certain things L would like to
weed out at the start, like school loans.

Mr. Wohlforth: Your feeling is not so much against fund assistance to munici-
palitles but through vehicles other than direct loans, i1s that 1it?

Mr. Gallagher: Right. I would like a market test on municipalities -- market
test on a munlcipal investment.

Mr. Fuhrman: Why not put a low percentage figure in and let the policy board
decide what to do with it.

Mr. Thorstenson: We're getting too specific for the charter. We've got a
policy committee that will be sitting that will determine policies.

Mr. Crawford: If we're talking in the savings account concept of investing

in mortgages fFor the State, then what are we talking about as far as the private
sector?

Mrs. Flelscher: What's wrong with saying at least 40% or 50% of the money to
o Into Investment grade securities.,

Mr. Muhrman: The definitlons can be built into the language.

e At e S8

Mr. Gallagher: Why don't we just leave that whole question until the next
mecting?

Mr. Fuhrman: Why not leave the percentage blank until the actual writing of
the bill when you could expand on [t?

Mr. Gallagher: There is one other operating philosophy that has been brought
up, how much can you loan to any one borrower.

Mr. Rhodes: That's addressed in the questions.

Mr. McDowell: Most of the charters don't do this but there should be at least

e et — p——

a general statement for adding appropriate controls of various kinds. Diversifl-
cation 18 the thing to control 1n an Institution like this.

Mr. Wohlforth: TIs there a percentage limitation?

Mr. McDowell: No, {t's a prudent man test.

Mr. Gallagher: The only other general operating philosophy is maybe the prud:nt
man rule.

9




. - —— ] o, PR T e e e B - TERT LN s
T R R L B B e T R P PS03 0 e S i el
R e T {0 ok -3 ! | oo Al | ¥ " : T £ ) s it T LA AL

* 2T f i % | : ! Ty R

Mr. McDowell: You don't really know the exact amount of lending power at this
point. You don't really know what the total amount of capital is ever going to be.
[t's just 25% of certain levies.

Mr. Wohlforth: Shouldn't there be a maximum percentage?

Mr. Barnes: 1 think a limitation is really a policy board decision.
Mr. Fuhrman: If you leave it there, it's easler to change it and it can be
more responsive to the levels of the fund's earnings.

Mr. Crawford: 1I've got a suggestion on the percentage. The one concern is
limiting the public percentage, not the private or the money market. I don't think
it's appropriate at this time to set those, but the public could be set.

Mr. Wohlforth: We had a suggestion of 307 previously.

Mr. McDowell: The issue is, the permanent fund, only being a minor portion of
the State's resources in the future, should any of it go to the public sector? I've
heard that only 17%Z of the total revenue is really going to wind up in this fund.
Shouldn't all public sector projects that have to be financed be Financed out of
the 83%Z left?

Mr. Wohlforth: Again, what do you mean by public sector? What kind of involve-
ment Ls there going to be? Involved in a leveraging capacity, with loans to establish
reserve funds for borrowing, or would it be a direct loan?

Mr. McDowell: No matter how you provide financing, it is a public sector ne
that 1s hvluL (inanced. T just want to ralse the question of total magnitude, (s
whatever 1s going to wind upln this fund so significant that {t has to po to public
sector needs?

Mr. Wohlforth: Should we move on to legal personality? The board needs to
be given a judlcial identity.

Mr. Edenso: 1It's got to have a corporate identity to protect the managers ol
the fund.

Mr. Peterson: There are some basic ones llke ASHA and development corporations
that like to sue and be sued in thelr own name. Is it clear that the committec wants
to take that approach, and not simply treat this as a State agency like the loan
programs that Tony Motley always handles. Most of them are not of this separate

corporate Ldentlty type.
Mr. Gallagher: We want separate corporate identity,

Mr. Peterson: 1s that the general feeling?

Mr. Gallagher: VYes.

Mr. Wohlforth: The list goes next to sectoral coverage in terms of both economic
and slze factor. We have dealt with that somewhat alrcady, partlicularly with what
charters say on the subject, {f anythlng.

Mr. McDowell: You don't see much more than the split between public and private,
or the exclusion of one or the other as far as economic sectors are concerned. Some




institutions are set up as an agricultural development bank. It just says you

will invest in agriculture. At the present time here, no one seems quite ready to
say one sector within the productive private enterprise is more significant than
another. That will probably be the first job of the management of the fund, to
have those studies done and submit it to the policy board as an investment planning
polley statement.

Mr. Peterson: Would you want any sort of bill statement to the effect that
the pulily " board could give consideration to the various other economic sectors, or
just some general statement like that or just leave it blank?

Mr. Wohlforth: You've got to be a little realistic there. I think that
a number of lublelLorq feel that the renewable resource field is the one that
should be promoted.

Mr. MLIuhrman. lt s in the self inturvql of the fund to consider 1nvesLantq

will have Lhu heaniL of producing additional revenues to whiLh thL fund may draw --
from which the fund may draw.

Mr. McDowell: The policy board would not approve an investment program unless
in their view it agreed with what they are hearing from executive, legislative,
publle, special interest BFOUPS, repional groups, etc. That's why they should be
the recipient In a forum ot these views. The structure provides the authority for
them to come up with a program that is acceptable to the people in Alaska.

Mr. Wohlforth: What do you mean by geographic coverage?

Mr. McDowell: Do these Investments have to be physically located in Alaska?
That's one question of geographical coverage. Another question Ls, should the
[ngtltutfons seek to promote Investment or employment in certain kinds of arecas
within the State? Those are the two Issues, Do you limlt it to the State and do
you seck to cmphaslze certaln parts of the State?

I think you should do [t by economle sector rather than geo-
hfﬂph’lll HUL[UF. llﬂhlng is pretty well con,cil and mining Is pretty much interior,

Mr. thuwvll Uctllties could be anywl.ere.

Mr. Gallagher: Yes, and the economic sector goes Into that.

—— e

Mr. McDowell: you might want to confine, at least some of the expenditures, to
place just wlthin the State of Alaska.

Mr. Gallagher: All of the loan programs should only go to the State of Alaska.

Mr. Edenso:  You might want to reconsider that, depending on what your economics
tell you. We might want to lend to somebody whe {8 going to construct something out
of State that Is golng to help an industry In the State.

Mr. Wohlforth: CGeneral criteria to be applied to the selection of capital
Investments.

Mr. Pihl: TIsn't that a policy board matter?
Mr. Gallagher: What is consldered capital investments?

o




Mr. Wohlforth: Appreciable assets, that's a capital investment.

Mr. Fuhrman: I think you have it with income-producing. The specific criteria
are policy and even down at the staff level.

Mr. Fuhrman: At one of these meetings T read a list of all the criteria chat
had been used. Some of the language used were: 'not readily available from other
gources - commerclal llability - impact on economy - satisfactory return - terms
consistent with risk - fixed rates no greater than private - ounly to government or
government guarantee - only for productive purposes - prudent - diversificatlon of
equity ..." Those are all the kinds of criteria for judging loans by various parties.
When you have a structure that is being proposed here, a charter, a policy board, an
invstment committee, and a professional staff, that needs to be particularly specific
at the first level, are not as great.

Mr. Wohlforth: Don't we need some broad statements?

Mr. Edenso: Wouldn't that be more in the area of guidelines that a management

that
in the charter?

Mr. F'enso: What I'm trying to determine is are we getting Jown to the staff
level or are se golng to stay at some upper management level?

Mrs. Fleischer: 1 accept the question as: Is this the area where the - neral

criteria is def Lned?

Mr. McDowell: The charter says that loans should be made on the basis of

prlority consideratlons -- priority and economic considerations.

Mr. Pihl: I think we should go down the list of 29 items and key the items as
either charter ltems or policy board items, and then concentrate on the charter items.
| would 1lke to move that we appoint a drafting committee composed of Eric Wohlforth,
Sterling Gallagher, Jim Edenso, Peter McDowell and Art Peterson. For the rest of

the day let's limit our discussion to the charter Ltems first and then Lf we have
more tlme go on. But let's talk about the charter items and leave the drafting

commlittee to come back with a product.

Mr. Edenso: That makes a lot of sense. I would suggest that Mr. McDowell be
asked to be availablec, o wk with the committee to draft the proposed bill and get
It ready for a meeting sometime In early January.

Mr. Wohlforth: I'm taking a two week vacatlon from the 27th to the 12th of

January. [1'11 ask that Jim Rhodes be a member of that committce in my place.

Mr. Love: When this subcommittee meets there should be some way of recording the

actlons they are taklng and that those meetings also be for the public for anyone
who wants to attend. These are very important deliberations.

Mrs. Fleischer: Does it matter that there's no non=-staff person on the drafting
committee?

Mr. Wohlforth: Are you ready for the question?

Mr. McDowell: T can't be on the subcommittee as a member, if you want to




rephrase the motion to consultant to the subcommittee, that's fine.
Mr. Wohlforth: Any more discussion? Any objections?
Mr. Love: 1 would register an objection.

Mrs. Fleischer: 1'd like to see Jamie on there just so there is someone on
who's not staff.

Mc. Wohlforth: Motion carries. Objections noted. I assume the time and
place witll be ...

Mr. Gallagher: To me the best day to work on it is Monday.

Mr. McDowell: This coming Monday?

Mr. Love: The next working day.
Mr. Edenso: I would suppose it would take more than one day.
Well, Monday and as many other days as it takes until it's done.

Mr. Wohlforth: Are we through with number six? 1I'm not sure whether we
declded on general language in terms of investment criteria or not.

Mr. Love: What about the requirement - the criteria that says, "And that

economic considerations should be defined to include e¢mployment, income distribution,
environment, health and social considerations.'" We were going to add "and others."

Mr, McDowell: You might add another phrase in the beginning of it, use invest-
ments where it says "loans". 1t's not defined yet what an investment will be, but
could read, "that investments be made in a prudent manner for high priority projects
on the basis of economic considerations which are defined as . . ."

Mr. Gallagher: TI'm not sure I want to include employment. ['d rather have
capltal in intensive industries that require very little employment.

Mrs. Tleischer: 1'd rather have employment than labor.
Mr. Edengo: This sentence completely ignores anything to do with income and the
carning of income, which is che primary charge of the constltutional amendment.

Mrs. Lehr: It is defined to include; it doesn't exclude anything with the
"and others."

Mr. Crawford: 1In the clause "environment, health and soclal coslderations"
does that mean we have to have an EIS for every loan that is being consldered? Why
In a lnan program do we put the management for this entity under that type of
analyslis?  They should deal with the financial end and not the environment issue.

Mr. Edenso: We are considering item number six, the general criteria to be
applied to the selection of capital investments and then we say, "economic con-
slderations and ..." This completely ignores anything to do with earning income

of any kind.

Mr. Peterson: Then add "income."
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Mr. Edenso: The primary consideration should be some kind of emphasis on
income, maximizing income.

Mrs. Lehr: That's stated in the purpose.

Mrs. Jleischer: I believe that the people in the State would like to know that
whatever Investment decisions ar=2 made to use the money are not counter-productive
to the other goals of the State. That means you don't make decisions that do not
take into consideration the environment nnd health and social considerations.

You might want an aluminum plant but if it discharges mercury poisoning in the water
then perhaps we might not want it but we might also decide it is economically viable
to builld 1it.

Mr. Crawford: The Department of Environmental Quality has veto power of water
.ischarges and will not issue the permit for that plant 1if it is going to be harmful.

Mrs. Fleischer: Then it should be in here.

Mr. Crawford: Why duplicate it?

Mrs. Fleischer: Why duplicate anything then., Many of our departments should
be involved., I think they should all be considered.

Mr. Wohlforth: Where it says "economic considerations should be defined to
include", then you list three things that are not economic considerations. List,
maybe, proper conditions on financing, something that you're sure has no adverse
environmental impact, but don't say economic considerations to include social con-
siderations, because in the plain fact of the English language, they don't.

Mrs. Fleischer: Even though they are negative impacts?

Mr. Wohlforth: I'm just talking about grammar and English.

Mr. Love: It costs a lot of money to finance health and social considerations;

it costs money to repair the environment that's damaged. I'm not so sure I would go
along with such a stri t definition.

Mr. Rhodes: You could talk about the economic costs of environmental problems
and social problems but the point is a social problem isn't an economic problem as
such.

Mrs. Fleischer: But 1if it costs money, then it turns out costing more money in
the long run.

Mr. McDowell: What you're really trying to define in the charter is what con-
slderations should be included. You might say the group now is looking at the con-
slderations that should be included in evaluating an investment are economics, and
the other list, perhaps the policy board may decide. Putting it In the charter just
puts the policy board on notice that their policy should recognize this kind of a
statement.

Mr. Wohlforth: This kind of statement should recognize that they can't ipnore,
there are conditions to consider, but the prime thrust is economic in the traditional
gsenge.  I'm saylng that those costs, which are social costs, have to be weighed.

Mr. Love: Part of the problem is these things are not appiopriate to any of the

items we've discussed so far, so just where do they fit into the charter?
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Mr. Wohlforth: You can give all six equal weight, employment, income, environ-
ment, health, social, you may have a project that 1s 20% justified by traditional
economics, and 40% social and environment. I happen to disagree with it.

Mr. McDowell: However, they must be income producing to the standards set
clsewhere in the charter,

Mr. PLhl: This paragraph says that the board of executive directors is going
to give attention to this kind of item. It's not in the charter. I thought we were
golng to ldentify the charter and the policy board items.

Mrs. Fleischer: I think we should want to say in the charter here is the
general criteria that they should look at.

Mr. Wohlforth: Are you saying that although it is primarily economic, consideration
should be given to these other factors or are you saying all these factors have equal
welght? Which way are we going to say it?

Mrs. Leur: The policy board can decide what the weights are.

Mr. Wohlforth: Do we feel we've beaten this enough to leave it to the committee
to decide?

Mrs. Flelscher: Yes, let's do.

Mr. Crawford: Could we go down these and decide which is charter and which is

pollcy board?

Mr. I’ihl: Items one, two, and three are charter items, and four, filve, six, and

seven are policy board items.
Mr. lLove: All of these things be included in the charter as general statements.
Mr. Pihl: What should be charter acts and what should be policy board acts?

Mr. McDowell: This is a list of general statements which provide the framework
for the establishment of policies by the board in the following areas of concern.
The charter will address at least these 29 points plus other matters which are
very substantive, like where the headquarters are. It might be politically important
but not substantive in terms of what it 1s going to do. T would suggest that the
charter include a reference to each or these ftems, in general terms.

Mr. Pihl: 1 thoughc a general statement on prudence would cover all that.

Mrs. Flelscher: T assume you meant to the extent that geographic coverage sha’l

be left open,

Mr. McDowell: Or remain silent. One of the options of all these 1s to remain
silent., ‘I'he charter can and should be silent in certain areas where you don't think
it 1s appropriate to alas.a sltuations.

Mr. Gallagher: Something should be mentloned of firancial prudence, adequate
controls.

Mr. Wohlforth: Numbers 10 to 14 categorize relationships with other persons
and Institutions.
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Mrs. Fleischer: Should we make provislon here for relationship to community
needs? T've not seen anything that says the permanent fund is going to respond to
the fell needs of communities. Like housing.

Mr. Wohlforth: One of the problems we've had is poor communications. Perhaps
we should put it that the board will get together with local governments and find
out what they want.

Mr. Edenso: Tne whole purpose of getting a broad base policy board is to
include that, I would assume.

Mr. Love: While they're doing sectoral analysis they can do this too. There's
hundreds of communities around the State.

Mr. Edenso: Would you rather have a board with a member from every community?

Fuhrman: You could have a 65 member policy board,

Mr. Edenso: One of the unique characteristics about Alaska's population and the
polltical 1igurLe involved with that population is that they are first of all,
vigible, and secondly, accessible. If you do something that is earth shatte-ing or
government shaking in this State everyone 1s goilng to hear about {it.

Mr. Love: There's many cases whare entire rcjions of the State have been
totally angry because they don't feel there is any method of formally saying what
the Alaska Housing Authority ought to be doing in their communities, what they think
the prilorities are. There isn't any type of consulting or formal dialogue.

Mr. Edenso: There's about 250 villages. 1 would estimate the cost of doing
that with a ten member board would largely inhibit accomplishing any kind of program.

Mr. Love: You wouldn't have to send the board to every village, just write
a letter asking them every year Lo submit a statement or proposal on a project.

Mr. McDowell: By assigning responsibility for receiving information from the
publle to government units, legislature, etec., to the policy board to take ca~a of
because later on you designate the policy board as the appropriate recipient for the

views of every community. Does that take care of the relationship?
Mr. Crawford: Could we vote on {t?

‘1!' ’.'.th fn: th: We Sllt)llld have some statement In the charter that the polic Yy
I
lm.lrd 'n?i 11 L('anUJl Wth I.IJ( al B()VL‘I‘I"UP“L‘\.

Mr. McFarland: So move.
Mrs. Fleischer: Second {it.

Mr. Love: You might want to say that a project over a certain dollar amount In
a Hptﬂ[li( Lommuultv could be turned down by the local government in that area.

Mr. Edenso: That doesn't make any economic gsense. If somebody wants to put a
project ln a prlvnte cltizen can get a petltion slgned by a few of the people In the
community and kill the project. You've already done that when you say "shall consult
with loecal governments.
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Mr. Love: On priorities. We didn't say on loans. There is a difference in
consulting with them on priorities and consulting with them on specific loan projects.

Mr. Fuhrman: You're only attacking the financial impact.
Mr. Love: Let's just say thc project impacts that specific area.
Mr. Wohlforth: Shall we have that in a motion, whether there should be a

restriction based on consent of local government to a project financed by the permanent
fund?

Mr. Love: Primarily in it's own community over a hundred million dollars.

Mr. Wohlforth: 1Is there a second to the motion.

Mr. Barnes: [ second it.

Mr. Wohlforth: All those in favor of the motion say "aye

Motion defeated.

Mr. Wohlforth: Do we want to require participation financing in a particular
project?

Mc. Love: Would you say either that they have some private mortgages or that
they reqquL 257 participation by another lender?

Mr. Gallagher: I think we might tell the policy board that they should consider

those thngs.
Mr. McFarland: Are you talking about mortgages now?
Mr. Gallagher: Anything. Wherever {t's deemed desirable.

Mr. McFarland: Let's suppose you buy an $80 thousand mortgage from a bank and
[ngist that the bank participates in that mortgage Lo the extent of 25%. That type
of deal will wipe out all the small banks. They can't tie thelr money up like that.

Mr. Gallagher: What we're saylng is that they should consider it ‘n the
charter where it is deemed desirable.

Mr. Wohlforth: I'm thinking about $50 million project loans, I've iong felt {t

— e ———

was a real break or imprudence to have participation.
Mr. Gullagher: Any projcct that size should be mandatory.

Mr. Wo.lforth: Shovidn't we think about something like that in the leglslatlon
just to guard the | public against the unhappy eventuality of poor management or
whatever.,

Mr. FEdenso: To require a percentage llke 75%, 25X participatlon where it s
deemed desirable,

Mr. Crawford: On iorger projects -- a $100 million projects -- long term money

i

you've just cut all the Alaska banks out,

Mr. Edenso: 1It's not exactly undesirable to have outside banks make a capital
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investment in the State. I think that's really a help to the economy; we're
importing money for a change instead of exporting it,

Mr. Wohlforth: The question is, if we're talking participation, should we have
a dollar floor on the participation requirement, should there be a percentage?

Mr. Edenso: The big concern is with residential housing -- let's exempt
residential housing.

Mr. Gallagher: How about a percentage of the fund?

Mr. Edenso: I think it's pretty unreasonable to tie down a percentage of the
fund without knowing the potential size of any kind of investment market we're
going to have.

Mr. Wohlforth: TI'm talking about a percentage of financing the project. Should
we establish a percentage on that? Do we simply say we're going to do it in partici-
patlon with other sources?

Mr. Barnes: And let the policy board from time to time set the limit.

"

Mr. Edenso: 1 think we ought to define what reasonable is; we ought to say 25%.
Mr. McDowell: It might be totally unreasonable in specific cases.
Mr. Gallagher: T think the words, "where it's reasonable"

Mr. Allen: Say we have a loan for $100 million for 25 years. You know the
b mkinp lnduqtry will not participate In that and their success in attracting outside
Investors to feed money into the State of Alaska Is very limited.

Mr. Edenso: The banking system shouldn't be {in the posltion of making long torm
capltalization loans to begin with. You can probably find 25 year long term funds
Lf you require particlpation with a responsible financing company such as 1lfe
Insurance, that's the proper place for long term investing capital, not the commercial

banking system.

Mr. Gallagher: How about projects where there are guarantees from insurance

companles and guarantees from the Federal government?

Mr. Love: When you've got Insurance or guarantees you don't need participation,
do you?

Mr. Gallagher: That is participation,

Mr. McFarland: If you're talking about participation of a bank that fs trying
to sell a package, chat's one thing. If you're talking about going into a $100 million
project and you want insurance to put in $25 million, do you consider that parcici-

patlon?

Mr. Gallagher: Financial partlcipation means someone clse making a credit check,
either guaranteeing or taking 25% of the project. If you guarantee you also make
the same credit check as you do In making an Investment,

Mr. ldenso: When you require participation you are not buying as large a plece
of the actlon and you're insuring that someone else Is going to be Lnvolved. You'll
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get the involvement when you guarantee only if you go to the point where you have
to call that guarantee. The exposure is there regardless of whether it is direct
or indirect.

Mi. Wolhlforth: Should there be a percentage or should we use just general
language encouraging participation guaranteeing our returns?

Mr. Crawford: General language.

Mr. Gallagher: There should be a general statement that we encourage Alaskan
ownership.

Mr., McDowell: To encourage an Alaskan market for Alaskan equities.

Mr. Love: I would certainly endorse that because they recycle the money back
into the economy at a better rate than an outsider will,

Mr. Wohlforth: So fourteen is finished; we'll pass to fifteen - general powers
and parliameantary rules. We talked about the fact that we're going to have general
corporiate powers -- parliamentary rules, the board will set up its own rules of
procedure. General powers of management - sixteen.

Mr. McDowell: The defined powers and responsibilities of management -- in this
case the chie{ executive officer -- are normally stated vey slmply. His sole power
Is to present investment proposals to the management board. This clearly puts
accountability and responsibility together. It says, 'no one except the management
and staff can present the proposal to the investment committee."

Mr. Gallagher: When you present it, do you have to come in with a positive
recomnendation?

Mr. Mcbhowell: There are going to be certain cases where the staff may want to

go to the board for a final clear decision.

Mr. McFarland: I think we should get a recommendation one way or the other

even {0 it goE;'tn the board. Elther we favor this or we don't. It could save a
lot of time.

Mr. FEdenso: 1 have a question on number 14. We said limit these geographically
to Alaska, or can we participate or help to finance an investment in Alaska that's
owned by or initiated by somebody in the lower 487

Mr. Wohlforth: As far as we got was gilving Alaskans preference evervthing else
being equal.

Mr. Plhl: That's as far as a« project is concerned?

Mr. Edenso: Is the limitation geographically to Alaska or is it a limftation
to Alaskan-owned industries?

Mr. Crawford: How do you define Alaskan? The elcetion rule is 30 days before
election,

Mr. Gallagher: That's for the policy board to deccide.

Mr. Wohlforth: We're down to the chlef executlve officer and the sugpestion
that he be required to recommend or not recommend a p:rticular financing.
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Mr. McFarland: It's a waste of time if he doesn't make a recommendation.

Mr. Love: If the staff makes a recommendation and the board approves a lot
of the loans that the staff disapproves, that makes them more accountable. They've
got to answer as to why they made that loan,

Mr. McDowell: I think you have to hold back on that until you decide exactly
what the fund's going to do. It's just too Ffar down the organization to clearly
define all of its functions.

Mr. Fuhrman: While we're talking about organization, doesn't it make sense
to either start at the top down or the bottom up in our conversation now?

Mr. Wohlforth: The policy board, the management board, etc.

Mr. Fuh:man: And the staff. It's easier to talk from the bottom up than down.
What ['m suggesting is that the staff, including the president, be responsible for
accounting and contcol on a daily basis and prepare reports along the way. They
would be responsible for employing and compensating people on the staff and external
or internal advisory assistance in their functions which would include evaluating
loan investment proposals, preparing and packaging loans and investment proposals
for presentation to the investment committee for approval.

Mr. McDowell: All those matters are covered in the phrase, 'responsible for
ordinary operations.'" The charter should say just about that.

Mr. Fuhrman: Right, and ”invcst or reinvest monies not subject to investment
committee or policy board approval”, which is a general statement and avoids the
iasue.

Mr. McDowell: Without clearly saying exactly all the things it's goinz to
e St PN
do you can't define the operating organization yet,

Mr. Wohlforth: Do we agree with the general statements as it concerns cthe chief
execut lve officer?

Mr. Fuhrman: 1 don't envisfon the chief executive officer 1s going to arrive
alone at the investment commlttee to present the proposal. He would bring that member
of his staff who has worked on the packaging to make the presentation with him.

Mr. McDowell: You must make him responsible and accountable for it, even though
he is completely supported by his staif.

Mr. Fuhrman: He's not responsible for it at all if the investment committee

decides to make that investment. Then it is the investment committee as a whole
that is responsible,

Mr. McDowell: He has recommended it and he is reponsible for presenting 1it.

Mr. Fuhrman: He has presented it on a financial basis and the investment com-
mittee (s going to look at it on a financial basis and in conjunction wita the policies
which they have Interpreted as coming down from the policy board.

Mr. McFarland: Then he will either recommend it or not recommend it. He has

to be able to tell a person that his loan 18 not so good and not to expect to get fit,
But 1f he Insists on it golng to the board it should go to the board.
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Mr. McDowel.: There are a lot of ways that could be handled in a positive
manner but are not techniques that could be defined in a charter. You just have to
make someone responeible.

f

Mr. Wohlforth: We all seem to be agreed on this. If the draft workshop plus

ud the Price Waterhouse comments are acceptable, then we are at nineteen —- conf lict P
of interest.

Mr. Gallagher: This should only gn down to the chief executive officer level.

Below that you can handle it as internal policy.

Mr. Crawford: The chief executive officer is going to have to disclose? How ‘
far does it go in State government?

Mr. Gallagher: It goes to directors level.

Mr. Love: All of the staff below the chief executive officer you want an
internal policy. Do banks have internal policies for loan commitLtees?

Mr. Allen: You file a public financial statement.

Mr. Love: When you talk about the board, there are two boards, a policy board >y
and a loan committee which included four outside directors. Would those four outside (
directors file a public conflicc of interest report?

Mr. Gallagher: Yes.

Mr. Love: That seems like an adequate procedure to me. If all those people
are [lling conflict of interest statements it seems perfectly appropriate for the
other staff to conform to whatever internal policy vou have.

Ar. Wohlforth: All right. General financial goals, level of profits to be
attalned, protection of capital, prudent management of asgets are next on the list,

Mr. Gallagher: TIu.'s pretty well covered. The only thing is level of profit,
make sure that we have a reserve for bad debts.

Mr. Pihl: We were going to have something on sceking to compensate for
Inflatlon == T mean building your principal by leaving that amount of your income
to compensate for inflation,.

Mr. Gallagher: 1'd be against that becausc there would be nothing left over.

No income if you added to the principal every year from the income to compensate for
the inflationary loss of the dollar value to the prinecipal.
L]

Mr. McFarland: But for a certain period of years your income would be inflated.

[f you sold oil ten years ago at a certain price, ten years Irom now Lt will have
escalated considerably.

bj:".__t_:g_!_[_:_l_g_lltig_: That would be returns off the fund.

Mr. Edenso: That assumes the only capital in the fund is going to be contributed

capital mandated by the constitution. It doesn't take into consideration the possi-
bilitics of issulng debt to obtain debt capital.

Mr._McFarland: 1If we put the inflationary factor in and retain that, I don't

Lhink“n-rll get past the legislature with 1irt.
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Mr. Wohlforth: We seem to have some general agreement about not having a
retained earnings requirement equal to inflation rates, unless someone feels
strongly otherwise ye']l] go on. Borrowing powers and limits, if any, of the
corroration.

Mr. Gallagher: T think it should be able to borrow, but that's a policy mattler.
Mr. fhl: But the charter has to say that you want Lho power to borrow.

Mr. Rhodes: Can we at this point, not knowing the size of the fund really in
five ycars, can we establish some overall ration of the leveraging total on loan
guarantees, treat it as direct liabilities?

Mr. Fuhrwau: We've discussed this and indicated that we wouldn't anticipate
much leveraging in the early years, but that perhaps the legislation should at least
allow for it and then let the policy board make a decision later on management's
recommendations as to needs or what they would do with it, whether to take advantage
of It. The concept we're recommending is thatyuu at least have the ability to
leverage and then let time determine whether you do or not. Then we discussed
whether or not you wanted to have built into the legislation capital ratios beyond
which you wouldn't go if you were to leverage or that you would always at all times
maintaln at least so much equity per debt or various units. Whether or not guarantees
should be counted as a liability on a dollar for dollar basis. Our thought there
was that if you chose to have those kinds of limitations at this poilnt they would
be In the charter, much broader than what the market place will ultimately let you
have anyway. That whenever you enter the market place to borrow, or whenever you
place your first guarantee on something that someone else is borrowing there will
be bullt into th2 purchase agreement restrictinns on what the permanent fund can do
from then on witn respect to Its capltal ratios, which will be more restrictive than
anything you put into the charter. Therefore it's not very important one way or
the Other Yhether you have 1t in the charter.

Mr. Wohlforth: So the borrowing powers should be in the charter but limits
should not be. 1Is that the consensus? All right, twenty Lhree.

Mr. Gallagher: T think the expenses should all be paid by the fund.

Mrs. Lehr: What would be the determination of the budget? 1Is there any limit to
having fancy offices?

Mr. Gallagher: The policy board would have to approve the budget.
AR U AL Y I

Mr. Love: Let's say rthat the budget go to the legislature.

Mr. Wohlforth: Should the budget be subject to the Exceutive Budpet Act?

Mr. Gallagher: T used to be for it until I saw tie account Ing implications 1f
you have a reserve for bad debt -- the political Implications of golng to the Llegls-
lature for supplemental for reserve for bad debty.

Mr. Crawford: It siould be exempted from the Budget Act for a couple of reasons,

The primary purpose is {asulating this from political influence.
Mr. Wohlforth: Would you make a motion to that effect?
Mr. Crawvio rd: 1 so move.

Mr  McFarland: 1 second,
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Mr. Love: I want to speak against it. I don't think we can give a blank
check in the face of the amount of income that the fund has to spend. I don't
think that's responsible fiscally and it's not a good public policy. I feel we
would be making a major mistake by exempting the permenent fund from some type of
legislative review as to it's level of expenditures foi managing the fund.

Mr. Wohlforth: How does the World Bank do it? TIs the operating budget taken
out of income without regard to national government's direct line item appropriation?

Mr. McDowell: They are completely independent of the governments on that matter.
The board nf executive directors has the final word. In this case it would be the
policy board. The policy board is charged in the charter by the legislature with
behaving in general in a responsible, reasonable and prudent way. It is accountable
to the public, the executive, and the legislature for behaving in that manner.
You appoint those policy board members to represent the interests of the people of
the State of Alaska and expect then to do 1it.

Mr. Edenso: L'm in favor of thie motion. The quality of the people you're
golng to hire, the process that is going to require them to be placed in that
position, the public visibility of them before they get to that positio ., are all
going to work Lo insure that we have people of integrity who are not going to do
damage to the State. They've got a responsibility to execute to the best of their
ability the Income earning side of the permanent fund which also means holding down
expenditures, Finally, I think a major reason for not having the permanent fund
chief executive officer go through the legislative process is that it would force
him to acknowledge that first he has the policy board to answer to and secondly he
has to go to the legislative body annually to obtain what he thinks {3 a reasonable
amount of dollars to carry out his job. That means he has not nine but 69 bosses.
He will spend most of his time lobbylng the leglslature just to get what he wants.

Mr. McDowell: The budget in this kind of an instltution, also includes [ts
operating revenues, which in effect Includes its loan and {nvestment program. The
budget {s the complete financial plan.

Mr. Love: What we're really debating here are issues like staff, salaries,
travel, office space, consultants, etc.

Mrs. Lehr: What control does the legislature have? It can only remove the
members of the policy board ror cause. T don't see where the control comes in [rom
that highest level.

Mr. Rhodes: Thelr reach is the charter. They can lay more specific priorities
down. They have the final remedy of taking the budget process in hand i it turned
out that lowest staff members was being pald an exorbitant amount.

Mr. McDowell: Their first option would be to fire the policy board. Thelr
sccond option would be to change the charter. The pollecy board {s not being paid.
They do not share in the beneflits of ary of the operating expenses of the [und other
than probably the conference room and per diem to attend the meetings. They arc
golng to decide on what all the rest of the people get, but they themselves will not
benefit From their decisifons, You've got a very good separatlon of power.

Mr. Peters.u: This policy board {s appointed by the Governor. There's no
confirmation by the legislature, there's no direct appolntment by the leplslature.

Mr. Phil: It {s confirmed by the leglslature.
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{mportant thing is for the public to know there will be checke and balances on the
fund.

Mr. Rhodes: I'm not sure in the case of the permanent fund if described as
independent, that the public would necessarily be reassured, that the lagislature
had auditors looking after it. Peter, where would operational evaluations, post
audits, be done?

Mr. McDowell: That depends. There are very few people outside the institutlons
qualified to do operational evaluations of capital investmen development investments.
It's a specialized internal audit function of a development institution and it's the
normal pattern that they report to the audit committee rather than to the management.

Mrs. Lehr: It is not the same staff making the loan decisions and doing the
post evaluation.

Mr. McDowell: No, they are separate.
Mr. Love: My question is in what instance is the public given the rlght to
examine the conclusions of the evaluations so they can react and have their input

into the way the permanent fund is being managed’

Mr. McDowell: The only thing you have to watch out for is that you reserve the
confidentiality of information given to you.

Mr. Wohlforth: that takes us right through number twenty nine. This mecting
is adjourned.

Meeting adjourned at 4:00 p.m,




Mr. Peterson: I'm tal g about the draft we submitted yesterday. Then there
are a couple of Alaska Constitutional provisions plus a recent Supreme Court
Declsion that deals with the separation of powers and the confirmation ability of
the legislature. What is the accountability to the legislature? They have the
continuing legislative authority t, change the legislation or charter, but beyond
that I think they would probably have little authority.

Mr. Wohlforth: We did say that we would have a policy committee appointed by
the Governor, subject to legislative confirmation, if this is constitutional. So we
just have to determine if we can make it subject to the legislature.

Mr. Gallagher: There is a possibility that legislators may be on the board
without voting power - in an advisory capacity only.

Mr. Wohlforth: Could we get to the question of > or not we are subject to
the Executive Budget Act? All those in favor that the . _d not be subject to the
Executlve Budget Act signify by saying "aye'. Opposed?

Mr. Love: Nay.

Mr, Wohlforth: Number twenty four., Source of funds to pay for any subsidy of
loan interest, etc., That we've already discussed. Twenty five, disposition of net
income from operations. Twenty six, proportion of the total capltal of an enterprise
or project which the Institution may provide. We've been over that. Twenty scven,
general requirements for independent audit and public revorting.

Mr. Gallagher: On public reporting - at least as the Treasurer I'm required
to report elther annually or semi-annually, includiuy a iigt of my investments,
and I don't find that objectionable,

Mr. Wohlforth: 1Is it agreed that we need independent audit and public report-
ing including performance evaluations? All right. Twenty eight, general require-
ments for operatilonal evaluations, post audits of capital investments. Do we
agree on that?

Mr. Crawford: 1In the draft bill there was a provislon that the executive
directors were the ones who did the audit. T think the audit should go to the policy
board rather than the executlve directors. The executive directors and the investment
committee are making the investments and you can't have anybody who is making
Investments doing the audit,

Mr. McDowell: I think the policy board should be the audit committee and
should be the only reciplent of reports from the outside auditors.

Mr. Wohlforth: There is a legislative audit which could be their control.
Mr. Love: I think we should recommend that they have an audit. It would
gerve the p public Interest better to have an audit.

Mr. Rhodes: 1[I think the most recent precedent wouid be the Alaska Tower
AuthnrlLy where they chose an independent audit rather than a legislative.

Mr. Love: That audit would be satisfactory, but I think it would Le good to
say that an lrlcptndent audit would be done annually, but the legislature would have
the authority to do its own independent audit if 1t deems nccessary. 1 think the
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MINUTES

Mr. McFarland: We will open our meeting by everyone introducing themselves.

Mr. Gallagher: I would like to review the more current bill, then I would like
to discuss with the committee as to what direction they want to go -- look at some of
the sectoral analysis and lending functicas or activities we should be doing. Also
at what point do we do it, who is going to do what, and how to develop the data on
these various sectors.

Mr. Edenso: Perhaps we'd better look this bill over to see the differences since
there have been a number of changes.

Mr. McFarland: Has the constitutionality of the proposed bill been checked?
Do we have the right under the Constitution to do the things arked for in the bill?

Mr. Gallagher: Yes.

Mr. McFarland: Why don't we go over it point by point? Does anybody have any
changes for the first page?

Mr. Gallagher: Several people of the financial community wanted a better definition
of "encourage and assist the participation of private capital . . . in private enter-
prises of benefit to Alaskans.," They didn't understand what that meant.

Mr. Motley: I think their problem wes they thought that was getting to be a
specific guideline. Once it was explained that it was a broad-brush type of approach
they understood it better.

Mr. Love: I don't remember us really taking a position on number one and two,
smoothing out cyclical pattern of growth.

Mrs. Fleischer: What does that mean?

Mr. Gallagher: I'm not sure number two should be in.

Mr. Edenso: If you look at the characteristic of the fishing industry in Alaska
today, you have several species at several different times of the year. T think it
should apply to filsheries as well and tourism,

Dr. Logsdon: Perhaps you do not want to invee” the Permanent Fund money in
Alaska at certain times, you may want to move it out of Alaska to avoid the impact of
investing in extra billion dollars.

Mr. McDowell: The issue of timing investments could become important because of

the cyclical pattern. There should be discretion In timing investments and this
should be one of the criteria.

Dr. Logsdon: My reasoning was that the big push in Alaska has been to increcase
government activities and 25% of the royaltles monies will go into the Permanent Fund,
leaving 75% in government which is going to Increase the government even faster. During
this period I think it may be well to back off on the Permanent Fund, or withhold it
until you are ready to see which direction things move. 1f you pump the whole bit in
at once you could have a big explosion.

Mrs. Fleischer: You're not saying this would mandate smoothing out the cyclical
cycle?




Dr. Logdson: 1I'm not talking about a seasonality employment, not on an annual
basis but on a longer term bisis.

Mrs. Lehr: This list 1s fairly generalized and I don't think it could be inter-
preted to mean that every investment has to mect every one of these criteria. They
are just general guidelines.

Mr. McDowell: The crucial sentence in paragraph 17 is the last one. It says,
"The Permanent Fund shall be guided in all its decisions by the purpose set forth above."
There's only one purpose set forth above and that is to provide a means of conserving
a portion of the State's revenues from mineral resources. That is the purpose, the
rest 1s elaborating on it. The Permanent Fund's management is put on notice that
decisions should always be considered in light of paragraph 17.

Mr. McFarland: Anything else? Can we go on to page two?

Mr. Love: Can we insert before tl : word
words, "primary purpose"?

seek'" at the top of the page, the

Mr. Pihl: The overriding or controlling principle shall be to seek tu maintain
the principel.

Mr. McDowell: There are six or more ways of gning about that.

Mrs. Lehr: The purpose is the ultimate benefit of present and future generations
of Alaskans.

Mr. Love: 1 think it should be to conserv:.

Dr. Logsdon: I tend to scratch the last half of that sentence becau.e that's
the only way in which you are supposed to ceek to preserve the capital of the Fund.
You do these other things for some other purpose, but this 1s the one that you use to
preserve the rcapital.

Mr. Love: Should we put a period after sound inveatments or after future
generations!?

Dr. Logsdon: Either one -- probably through sound investments. Sounds like the
only way you can preserve it is through investment grade securities. We are actually
talking about preserving it through other means as well.

Mr. Love: Maybe after generations. Maybe you want to make some SOTt of invegtments
which in themselves would be risky but Lf you maintain a system of reserves, overall
it would be a sound investment policy.

Mr. Allen: That's prudent management but has no effect on risks.

Mr. Gallagher: You could set up a reserve when you make the high risk Investment
at the start. The ldea of reserve is for bad debts =- I guess the definition could
be made to cover prior and active reserve, but the usual definition of reserve for
bad debts is after the fact, after you've made sound investments,

Mr. Love: 1 move that we reword number six to say, "seck sound investments
in investmenl grade sccurities,"

Mrs. Flelscher: I second 1it.




Mr. Gallagher: I think the wav you are describing it "further benefit to
Alaskans'" it's a benefit to Alaskans to seek to preserve it for future generations.
Something that you're not going to ba presently investing in the State to do it out-
side the State. And that's the way to preserve it.

Mrs. Fleischer: I thought that was the wmain idea of preserving the Fund.

Mr. Callagher: Tt is, but you're describing further benefits to Al:¢ <ans. When
you describe further benmefits to Alaskans you're deciding that you want tu preserve
some of this money so that it could be invested later maybe inside the State. The
Fund may not be growing as fast at that point in time, 8o you are preserving this
money at this point in time to conserve it later to be used in the above f{ive
purposes.

Mr. McFarland: 1It's window dressing. Why don't you say, ''seek also to preserve
the Permanent Fund for future generations."

Mr. Love: That sounds good.
Mr. Motley: There's a motion on the floor.

Mr. Love: T will amend the motion to incorporate the language that Mr. McFarland
used.

Mr. Motley: Would you like to r~2state your amendment?

Mr. McDowell: "Seek also to preserve the Permanent Fund capital

Mr. McFarland: All those in favor signify by saying "aye'".

Mr. Gallagher: No.

Mr. McFarland: Adopted. Can we go on to composition of the Permanent Fund?

Dr. Logsdon: One thing that keeps bothering me and that's the Corporation as
something separate from the Fund. The Fund T think of as money and In the last sentence
of the first pavagraph it says" exccpt that income in the following amounts may be

retained by the Corporation.'" Because if you say, "by the Permanen: Fund" 1t goes
back Into the "und and ~an this “e used?

Mr. FEdenso: Throughout the bill we've used the Alaska Permanent Fund interchange-
ably to refer to the Fund, the capital of the Fund, and the Corporatlon.

Mr. McDowell: We talked about this quite a bit and tried to use a different name
but we kept running Into all kinds of problems because the fund of money and the organi-
zat lonal entity Just are Inseparable. There has to be legal entity 1. addition to the
Fund. The Fund 1s a governmental accounting classiflication; there has to be an
organizational entity as well, so we put in 015 to define that there would be a
corporatlion and would be called the Alaska Permanent Fund; 010 says there is a fund
called the Alaska Permanent Fund. Both things exist and both are used exactly the

same way all through. Whether you're talking about the account or whether you're
talking about the corporation, {t didn't seem to matter once we sald there were two

and they are essentially the same,

Dr. Logsdon: 1 guess T have to accept it because everybody seems to agree to fit.

Mr. Motley: We're using interchangeably thc principal of the Permanent Fund and
the entity of the permanent Fund, that's what you're concerned with?

-}




Mr. McDowell: Let's put it aside for now. Finish the bill and then see if
there are any problems with this part.

Mr. Love: Is there going to be someone from the Attorney General's office here
if we should need any legal help?

Mr. Gallagher: When the Governor's Office saw the bill they said it was a very
professional looking bill and was it drafted by the Department of Law.

Mr. McFarland: I think in the normal process of this bill it will pass through
these types of hands.

Mr. Pihl: A question on paragraph 020 - whether it should not read "at least
twenty five percent" and also provide for the legislature to establish a percentage
at something higher than that annually if they so choose.

Mr. Love: You could say 2°5% plus money appropriated annually.

Mr. Allen: That isn't how the Constitution reads.

Mr, McFarland: The money has to come From mineral resources.

Mr. Allen: Where does it have to do with the budget?

Mr. Gallagher: This bill will last from year to year. If you set a good number
it will last without getting another bill introduced. Let's go through section
by section, 020.

Mr. Ldenso: T would like to ask the committee to announce their feelings on 020,

paragraph 1, the amount needed to pay the operating and administrative expenses of the
Permanent Fund. I think that's a very important item.

Mr. Gallagher: T thought we would take that up under the pudget section.

Mr. McFarland: Under allocating a reserve account. Do you contemplate holding
out reserves at national schedule -- 3%, 5%, or whatever the national norm is?

Mr. Gallagher: No, this reserve 1s a financial reserve, and under 090 it says,
"consistent with sound financlal practices." 1In other words, an audit or CPA firm
looks at the quality of the assets, they will pick a number that is appropriate and
reserve for bad debts.

Mr. McFarland: Are you going to rely on them to pick the number that you reserve?
Mr. McDowell: “hey will evaluate management's estimates and comment accordingly.

Mr. McFarland: Bad debts come out of dividends and not out of the general fund --

not out of the expense fund.

It will come out of reserves,

Mr. Swick: Are the provisions of one and two of 020 the law that f{s allowing

you to keep E;rnlngu from going to the general fund?

Mr. Gallagher: Yes,

Mr. Swick: Does the words "reserve account' address itself only to the reserve
for bad debts concept or does 1t go beyond into a credit reserve for some other

entlities?
-.1"—




Mr. Motley: It's not just reserve for bad debts. I think it's broad enough in
its language.

Mr. Richards: We are limited to 25%.

Mr. Love: Should we be recommending 35% the first year? 1Is 25% too low or is
it about right according to the revenue needs of the State?

jallagher: 1I'll be discussing that with the Governor on Friday. There is a
possibility that it will be a figure other than 25%.

Mr. McFarland: How about 025 (b)?

Mr. Love: T got a little lost with 'reasonable proportion of longer-term .
What do you mean by '"reasonable?"

Mr. Motlex: It's a limit factor.

Mr. Gallagher: We had a bard time with definitions in (c), so we finally defined
it as to municipalities and state agencies, things !ike that. In (b) the words
"private enterprises" does uot include things that are not enterprises. A person in
a single family dwelling 1is not an enrte.prise.

Mr. Motley: But you've covered it urder (c). Public corporate entities.

Mr. Callagher: How about private businesses? How about changing the word "enter-
prises" to "entities"?

Mr. Allen: How do you define "entity'"?

Mr. Gallagher: A home is a productive asset of an individual. Where does 1t
under these three definitions?

Mr. Richards: Housing loans?

Mr. Motley: Why don't you add that. Say productive private enterprises and
home loans.

Mr. Edenso: I would suggest that when you are financing a home that it is an
investment yrndo security -- mortgage of some kind.

Mrs. Fleischer: 1Is that true of every home you finance or just some homes?

How about the center for old people in Falrbanks?

Mr. Gallagher: T move LhuL we amend section (b) =-- strike the word "enterprises"

and puL 1In the word "entities'

Mrs. Fleischer 1 think it should be c¢lear that home loans be in here, and iIf
changing the words to "entities" doesn't do 1t, then we should add a (d) and do it that
way, but we should do it explicitly.

Mr. FEdenso: Why don't we take the last sentence and say, '"These investments may
take the form of cquity, loans, mortgages, home loans, housing financing, or loen

guarantees,' or something of that nature.

Mrs. Flelscher: That would satisfy (t, T think.




Mr. McDowell: 1I'll explain this best by example. The way (a), (b), and (c) are
written, the mortgage on a specific home of somebody 1n the State or anywhere else,
would be financed under (a) or (c). An investmunt in a home building company, privately
owned, would be financed under (b). But if you squeeze (b) and allow it to do what (a)
and (c) should be doing on home mortgages, ther. T don't thirk you will ever make an
investment in the home building.

Mr. Gallagher: Then I would move it into a (d) category. I'll withdraw my
previous motion.

Mrs. Fleischer: 1I'll second the withdrawal,

Mr. Gallagher: 1 move that we add an additional section called (d) that the
Permanent Fund may invest not more than blank percent of its resources to provide a
reasonable portion of long term investment capitil for financing the establishment,
improvement, and expansion of, - - I want to use a word that describes "ousing but
that is productive. I want it to specifically include the Alaska Housing Finance
Corporation but I don't want to preclude it.

Mr. McFarland: 1Is a house considered an investment grade security?

Mr. Gallagher: Your mortgage 1is.

Mr. McFarland: Do you want to write another sectlon to cover housing and let
someone else write 1t out for us?

Mr. Gallagher: Yes.

Mr. McFarland: 1Is that agreeable to everybody? Will you have somebody do that?

Mr. Edenso: Draft a (d) on dwellings.

Mr. Love: I would move on section (b) on the seconud line, the word "longer term"
ls removed, and ask for unanimous consent.

Mr. Motley: What's your motion?

Mr. Love: To deduct the word "longer-term" on (b), second sentence Jown.

Mr. McFarland: 1n other words it would read, "The Permanent Fund may not invest
y

more than "x" percent of its resources to provide a reasonable proportlon of investment

capital for financing the estabiishment, improvement, ... " etc.

Mr. Love: T don't think we should limit ourselves In terms of long or short term.
I'11 make a motion to remove the word, "longer-term'" from (b).

Mrs. Fleischer: 1'l1 second {it.

Mr. McFarland: All those in favor signify by saying "aye'. Opposed? Motion

Mr. Edenso: 1Is it the direction of the committee that we do want a section (d)?
gg;;_ﬁgjilrlund: fes.

Dr. Logsdon: Could T have an explanation of the term "equity" in the las® sentence?
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Mr. Motley: You could buy stock in a company, for instance.

Mr. Richards: This would iwmply equity as distinguished from debt or uwnership.

Mr. Love: Or ownership? Isn't equity ownership?
Mr, Motley: You could buy stock. Isn't that equity position?
Mr. Love: Are we going to move on any of the specific percentages of any category?

Mr. Gallagher: Yes.

Mr. McFarland: I hate to see us lock in the percentages because this is not easy
to change should it become law. The requirements of Alaska shift all the time.

Mr. Pihl: T think the words "at least" in (a) provide us with that flexibility,
and that we really ought to recommend percentages.

Mr. Motley: 1In some place you put a floor and in another place you put a ceiling.

Mr. McFarland: Jim, do you have any recommendation on percentages? Do you want
to get into that right now?

Mr. Love: Maybe 407 for (a) and 30% for (b).

Mr. McFarland: Let's do them separately. Forty percent for (a).

Mr. Ede so: I'm still not convinced that we need to add a (d) section.

Mr. McFarland: All those in favor of adding a (d) section say "aye'. Motion
carried.

Mr. Edenso: We're talking about three sectors of the overall economy. The
public area, the private area, and the concept of the savings account. I believe
you're going to lock in the investment committee to making a certain number of loans
In the housing area regardless of the credibility or desirability.

Mr. Allen: We don't want to do that and I hope it doesn't come about.
Mr. Motley: There is only one floor and that is in investment gra.: securities.

Mr. Allen: I think you did a good job and I understand the language and the
intent, but if someone else doesn't understand you can Lel! him it is right there in (d).

Mr. Gallagher: There 1s nothing in my area of investment grade securities that
includes the word "mortgages'.

Mr. Edenso: In (b) we might be able to say, "These investments nay take the
form of equity, loans, housing loans, or loan guarantees,"

Mr. Gallagher: The reason 1 want to put a lock on housing was to make sure it
didn't swamp private cnterprise, so that's why I want a section (d).

Mr. Edenso: At no other place in the bill are you referring to any particular
section of the economy. You don't refer to fishing per se, or forest products per se,
g0 you're going to get the question raised "why not so many percent to something else?"
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Mr. Gallagher: How about productive private enterprises and housing?

Mr. McDowell: Put it sepearately if you're going to put it in, otherwise one
could crowd the other out.

Mr. Gallagher: We don't want to use the word "housing'.

Mr. Love: We could change it to expansion of productive private enterprise and
facilities which will benefit Alaskans., That could include utilities, houses, etc.

Mr. Richards: I don't think you would find any economist who would go along with
the notion that housing is included in the intent of a bill that used the word
"productive'",

Mr. Love: Well just eliminate "productive'" and have private enterprise by itself.

Mr. Richards: Why don't you just explicitly deal with the matter of putting
shelters over people's heads as a separate item.

Mr. Gallagher: Alright, I move that we have a (d).

Mrs. Fleischer: I second it.

Mr. McFarland: Any further discussion? All those in favor signify by saying

"aye'. Opposed? Motion carried. Let's go to percentages now.

Mr. Love: 40% -- 20% -- 20% -- 20%.

Dr. Logsdon: 407% -- 25% -- 25% -- 10%.

Mr. Gallagher: I move 40% -- 25% -- 257% -- 10%.
Mr. Pihl: T'll second it.

Mr. McFarland: Moved and seconded. Any discussion?

Mrs. Flelscher: 1Is there a celling or a floor on housing?

Mr. Allen: There is a ceiling.

Mrs. Flelscher: 1In other words you're saying no more than ten percent in housing.

Mr. Gallagher: Ten percent would be $180 million in direct loans. That doesn't
you can't assist it through loans of Alaska Houslng Finance under (c).

Mrs. Fleischer: 1 would speak against the motion because [ want to see 50X in (a).
If the purpose of the Permanent Fund is to conserve a portion of the State's revenues
for the ultimate benefit of present and future Alaskans I think we should put 50%
in (a).

Dr. Logsdon: All of it is towards conservation of the principal.

Mr. Love: At this point we shouldn't lock outselves out of Investment opportunitles
In Alaska.

Mr. Allen: You've got to consider your yield is going to be less.




